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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15 (D) OHE SECURITIES EXCHANGE ACT OF 19<
For the Fiscal Year Ended December 31, 2003

Commission File No. 001-14793

First BanCorp.

(Exact name of registrant as specified in its @rart

Puerto Rico 66-0561882
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organizatiot Identification No.)

1519 Ponce de LadAvenue, Stop 2
Santurce, Puerto Rica 00908

(Address of principal office (Zip Code)
Registrant’s telephone number, including area code:
(787) 729-8200
Securities registered under Section 12(b) of thie Ac
Common Stock ($1.00 par value)

7.125% Noncumulative Perpetual Monthly Income
Preferred Stock, Series A (Liquidation Preference &5 per share)
8.35% Noncumulative Perpetual Monthly Income
Preferred Stock, Series B (Liquidation Preference &b per share)
7.40% Noncumulative Perpetual Monthly Income
Preferred Stock, Series C (Liquidation Preference &b per share)
7.25% Noncumulative Perpetual Monthly Income
Preferred Stock, Series D (Liquidation Preference @6 per share)
7.00% Noncumulative Perpetual Monthly Income
Preferred Stock, Series E (Liquidation Preference &6 per share)

Securities registered under Section 12(g) of thie Ac
NONE
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Indicate by check mark whether the registtapthas filed all reports required to be filed bgcon 13 or 15 (d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiech shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the past@g@s. Yes [X] No[ ]

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

Indicate by check mark whether the registiguain accelerated filer (as defined in ExchangeRde 12b-2). Yes [X] No [ ]

The aggregate market value of the voting comstock held by nonaffiliates of the registranb&sune 30, 2003 (the last day of the
registrant’s most recently completed second quantas $76,789,000 based on the closing price of4&Fer share of common stock on the
New York Stock Exchange on June 30, 2003. (see Notow)

The number of shares outstanding of the regissammmon stock, as of March 1, 2004 was: Commakspmar value $1.00 — 40,045,535.
Documents Incorporated by Reference

1. Portions of the registrastAnnual Report to Shareholders for the fiscal yated December 31, 2003 are incorporated by referatc
Items 1 and 3 of Part I, Items 5 through 8 of Raxhd Item 15 of Part IV of this Annual Report Barm 1(-K.

2. Portions of the registrant’s Proxy Statementlier 2004 Annual Meeting of Shareholders, which bdlfiled with the Securities and
Exchange Commission within 120 days of the regigtsdiscal year end, are incorporated by referénteltems 10 through 14 of
Part 11l of this Annual Report on Form -K.

Note 1-The registrant had no nonvoting commaguity outstanding as of June 30, 2003. In calmdahe aggregate market value of the
common stock held by nonaffiliates of the registraegistrant has treated as common stock heldfthaies only common stock of the
registrant held by its principal executive offieard voting stock hold by the registrant's emplolgerefit plans. The registrant’s response to
this item is not intended to be an admission thgtgerson is an affiliate of the registrant for gnyposes other than this response.
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Forward Looking Statements

When used in this Form 10-K or future filingg First BanCorp (First BanCorp or the “Corporatjonith the Securities and Exchange
Commission, in the Corporation’s press releaseshar public or shareholder communications, orrad statements made with the approval

of an authorized executive officer, the words arggles “would be”, “will allow”, “intends to”, “willlikely result”, “are expected to”, “will

continue”, “is anticipated”, “estimated”, “project™elieve”, “should” or similar expressions aréanded to identify “forward looking
statements” within the meaning of the Private S&esrLitigation Reform Act of 1995.

The future results of the Corporation coulcaffected by subsequent events and could diffeeradly from those expressed in forward-
looking statements. If future events and actudigparance differ from the Corporation’s assumptichs, actual results could vary
significantly from the performance projected in fhevard-looking statements.

The Corporation wishes to caution readergmptace undue reliance on any such forward-looktagements, which speak only as of the
date made and are based on Management’s curreattafpns, and to advise readers that variousr@dtecluding regional and national
economic conditions, substantial changes in leokiarket interest rates, credit and other riskeofling and investment activities,
competitive, and regulatory factors, legislativarjes and accounting pronouncements, could affec€orporation’s financial performance
and could cause the Corporation’s actual resuitfutare periods to differ materially from thosetiaipated or projected. The Corporation
does not undertake, and specifically disclaimsaligation, to update any forward-looking statensentreflect occurrences or unanticipated
events or circumstances after the date of sucarstatts.

PART |
Iltem 1. Business
GENERAL

First BanCorp (“the Corporation”) is a pubjiddwned, Puerto Rico-chartered financial holdinghpany that is subject to regulation,
supervision and examination by the Federal Redeoaed. First BanCorp operates two direct subsiegarrirstBank Puerto Rico (“FirstBank
or the Bank”) and FirstBank Insurance Agency, FicstBank is a Puerto Ricchartered commercial bank, and FirstBank Insurdmgsncy is
a Puerto Rico-chartered insurance agency. Firsti&asilbject to supervision, examination and regutdby the Office of the Commissioner
of Financial Institutions of the Commonwealth ofeife Rico (the “Commissioner”) and the Federal B#plmsurance Corporation (the
“FDIC"), which insures its deposits through the Bge Association Insurance Fund (“SAIF”). The Virdgslands operations of FirstBank are
subject to regulation and examination by the Un&éates Virgin Islands Banking Board and by theigiVirgin Islands Financial Services
Commission. FirstBank Insurance Agency is subjesiupervision, examination and regulation by thic®fof the Insurance Commissioner
of the Commonwealth of Puerto Rico (the “Insura@oenmissioner”).

First BanCorp is engaged in the banking bissirand provides a wide range of financial serfioesetail and institutional clients. First
BanCorp had total assets of approximately $12libbjltotal deposits of approximately $6.8 billiand total stockholder’s equity of
approximately $1.1 billion at December 31, 2003s@&#hon total assets, First BanCorp is the secagddabank holding company
headquartered in the Commonwealth of Puerto Riclatla second largest depository institution in Rugico.
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FirstBank conducts its business through itswroffices located in San Juan, Puerto Rico, fawtg-full service banking branches in Puerto
Rico and twelve branches in the United States ¥itgliands (USVI) and British Virgin Islands (BVFirstBank has three subsidiaries with
operations in Puerto Rico, First Leasing and ReBtaporation, a vehicle leasing and daily rentahpany with nine offices in Puerto Rico,
First Federal Finance Corp. (d/b/a Money ExpresEibanciera), a finance company with twenty-eidffices in Puerto Rico and First
Mortgage, Inc., a residential mortgage loan oriiomacompany with twenty-one offices in FirstBamabches. FirstBank has three
subsidiaries with operations outside of Puerto RigstBank Insurance Agency VI, Inc., an insuraagency with one office that sells
insurance products in the USVI, First Trade, Imdhich provides foreign sales corporation managersentices with an office in the USVI
and an office in Barbados, and First Express, dld$o@as company with three offices in the USVI.

First Mortgage, Inc. started operations spedaig in the origination of residential mortgagmhs and related services in September 2003.
First Express started operations in the USVI in &uober 2003 and concentrates primarily in the oaitjm of small loans in the USVI.

The information under the caption “Presidehgster” on pages 13 to 16 and the information uridigte 28 - Segment Information on
pages 85 to 86 of the Corporation’s annual remoseturity holders for the year ended Decembe@03 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}s(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.

We also made available the Corporation’s c@atgogovernance standards, the charters of th¢ aodipensation and benefits, corporate
governance and nominating committees; and the coeesioned below free of charge on or through oternet website
www.firstbankpr.com (First BanCorp section, Corger&overnance link):

» Code of Ethics for Senior Financial Officers (sedibit 14.1)
» Code of Ethics applicable to all employees (seal#ixh4.2)

» Policy Statement and Standards of Conduct for Mamof the Board of Directors, Executive Officarsl Principal Shareholders (see
Exhibit 14.3)

The corporate governance standards, and thheraéntioned charters and codes may also be reguese of charge to Mrs. Carmen G.
Szendrey Ramos, Senior Vice President, Generalsgband Secretary of the Board, PO Box 9146, San,Ruerto Rico 00908.

MARKET AREA AND COMPETITION

Puerto Rico, where the banking market is yigidmpetitive, is the main geographic service afghe Corporation. The Corporation also
has a presence, through its subsidiaries, in thieetlStates and British Virgin Islands’ marketscAading to the latest industry statistics
published by the Commissioner, Puerto Rico hasabiking institutions with approximately $87 billiam assets. The Corporation ranked
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second based on total assets. Puerto Rico banksilgject to the same federal laws, regulationssapérvision that apply to similar
institutions in the United States mainland.

Competitors include other banks, insurancepaomes, mortgage banking companies, small loan aarep, automobile financing
companies, leasing companies, vehicle rental corapabrokerage firms with retail operations, aretl@runions in Puerto Rico and in the
Virgin Islands. The Corporation’s businesses compéth these other firms with respect to the raofgeroducts and services offered and the
types of clients, customers and industries served.

The Corporation’s ability to compete effectivdepends on the relative performance of its petglithe degree to which the features of its
products appeal to customers, and the extent tohathe Corporation meets client’'s needs and expenta The Corporation’s ability to
compete also depends on its ability to attractratain professional and other personnel, and arfstation.

The Corporation encounters intense competitiattracting and retaining deposits and in itsstoner and commercial lending activities.
The Corporation competes for loans with other faakinstitutions, some of which are larger andéhavailable resources greater than those
of the Corporation. Management believes that thep@ation has been able to compete effectivelyd&posits and loans by offering a variety
of transaction account products and loans with aditige features, by pricing its products at contpet interest rates and by offering
convenient branch locations and emphasizing thétqud its service. The Corporation’s ability taiginate loans depends primarily on the
rates and fees charged and the service it prowidiés borrowers in making prompt credit decisiohisere can be no assurance that in the
future the Corporation will be able to continudrtorease its deposit base or originate loans imthener or on the terms on which it has done
so in the past.
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SUPERVISION AND REGULATION
Bank Holding Company Activities and Other Limitations

The Corporation is subject to ongoing regalatsupervision, and examination by the FederaéResBoard, and is required to file with
the Federal Reserve Board periodic and annual t®pad other information concerning its own busirgserations and those of its
subsidiaries. In addition, under the provisionshef Bank Holding Company Act, a bank holding compenust obtain Federal Reserve Board
approval before it acquires directly or indireathynership or control of more than 5% of the votitgres of a second bank. Furthermore,
Federal Reserve Board approval must also be obt&iefre such a company acquires all or substgnéHlof the assets of a second bank or
merges or consolidates with another bank holdingmany. The Federal Reserve Board also has authorisgue cease and desist orders
against bank holding companies and their non-babkidiaries.

A bank holding company is prohibited under Bask Holding Company Act, with limited exceptiofi|m engaging, directly or
indirectly, in any business unrelated to the bussraf banking or of managing or controlling bar®gse of the exceptions to these prohibiti
permits ownership by a bank holding company ofsthares of any company if the Federal Reserve Ba#tet,due notice and opportunity for
hearing, by regulation or order has determinedtti@tctivities of the company in question arelesaly related to the business of banking or
of managing or controlling banks as to be a prapedent thereto.

Under the Federal Reserve Board policy, a lbenhdting company such as the Corporation is expletct@ct as a source of financial strer
to its banking subsidiaries and to commit suppmthem. This support may be required at times whbsent such policy, the bank holding
company might not otherwise provide such suppaorthé event of a bank holding company’s bankrupay, commitment by the bank
holding company to the federal bank regulatory agda maintain capital of a subsidiary bank willdssumed by the bankruptcy trustee and
be entitled to a priority of payment. In additi@my capital loans by a bank holding company todafrits 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-Leach-Bliley Act revised and expahthe provisions of the Bank Holding Company Actibgluding a section that permits a
bank holding company to elect to become a finartwéding company to engage in a full range of fiiahactivities. The Gramm-Leach-
Bliley Act requires that in the event that the bdawakding company elects to become a financial Imgdiompany, the election must be made
by filing a written declaration with the appropadtederal Reserve Bank and comply with the foll@wind such compliance must continue
during while the entity is treated as a financialding company): (i) state that the bank holdinghpany elects to become a financial holding
company; (ii) provide the name and head office asisliof the bank holding company and each depositstigution controlled by the bank
holding company; (iii) certify that all depositoinystitutions controlled by the bank holding compang well capitalized as of the date the
bank holding company files for the election; (ivppide the capital ratios for all relevant capitaasures as of the close of the previous
quarter for each depository institution controllgdthe bank holding company; and (v) certify thitlapository institutions controlled by the
bank holding company are well managed as of the tti@t bank holding company files the election. baek holding company must have &
achieved at least a rating of satisfactory recémi@eting community credit needs under the CommuRéinvestment Act during the
institution’s most recent examination. In April 2000, the Corporation filed an election with thel€®l Reserve Board and became a
financial holding company.
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Financial holding companies may engage, directindirectly, in any activity that is determith¢o be (i) financial in nature, (ii) incidental
to such financial activity, or (iii) complementay a financial activity and does not pose a sulbistiaisk to the safety and soundness of
depository institutions or the financial system grafly. The Gramm-Leach-Bliley Act specifically pides that the following activities have
been determined to be “financial in nature”: (ahdimg, trust and other banking activities; (b) lr@ce activities; (c) Financial or economic
advice or services; (d) Pooled investments; (euftes underwriting and dealing; (f) Existing bamélding company domestic activities;
(9) Existing bank holding company foreign actiwstiand (h) Merchant banking activities. The Corfioraoffers insurance agency services
through its wholly-owned subsidiary, FirstBank Ireuce Agency, Inc. and through FirstBank Insurahgency V. 1., Inc., a subsidiary of
FirstBank Puerto Rico.

In addition, the Gramm-Leach-Bliley Act spéwdlly gives the Federal Reserve Board the authdrif regulation or order, to expand the
list of “financial” or “incidental” activities, butequires consultation with the U.S. Treasury, gives 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 ingiitstor the financial system generally.”

Under the Gramm-Leach-Bliley Act, if the Coration fails to meet any of the requirements fanbe financial holding company and is
unable to cure such deficiencies within certairspribed periods of time, the Federal Reserve Boautd require the Corporation to divest
control of its depository institution subsidiari@salternatively cease conducting financial adtgtthat are not permissible for bank holding
companies that are not financial holding companies.

Sarbanes-Oxley Act

On July 20, 2002, President Bush signed imothe Sarbanes-Oxley Act of 2002 (“SOA”), whichplemented legislative reforms
intended to address corporate and accounting f@Qd contains reforms of various business practicesnumerous aspects of corporate
governance. Most of these requirements have begleinented pursuant to regulations issued by therBies and Exchange Commission
(the “SEC”). The following is a summary of cert&iey provisions of SOA.

In addition to the establishment of a new aotimg oversight board that will enforce auditiggality control and independence standards
and will be funded by fees from all publicly tradesmpanies, SOA places restrictions on the scogemvices that may be provided by
accounting firms to their public company audit ote Any non-audit services being provided to alipidompany audit client will require pre-
approval by the company’s audit committee. In addjtSOA makes certain changes to the requirenfenfgartner rotation after a period of
time. SOA requires chief executive officers ancetlinancial officers, or their equivalent, to é8rto the accuracy of periodic reports filed
with the SEC, subject to civil and criminal peredtif they knowingly or willingly violate this céfitation requirement. In addition, counsel
will be required to report evidence of a materialation of the securities laws or a breach of €iduy duties to its chief executive officer or
chief legal officer, and, if such officer does appropriately respond, to report such evidencbdatdit committee or other similar
committee of the board of directors or the boasdlft

Under this new law, longer prison terms wipéy to corporate executives who violate federalsigies laws; the period during which
certain types of suits can be brought against gpeomor its officers is extended and bonuses istuéap executives prior to restatement of a
company'’s financial statements are now subjectdgaigement if such restatement was due to copona&conduct. Executives are also
prohibited from insider trading during retiremetdmp“blackout” periods, and loans to company exieest(other than loans by financial
institutions permitted by federal rules or regulat)
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are restricted. In addition, the legislation acrakes the time frame for disclosures by public canigs, as they must immediately disclose
material changes in their financial condition oergtions. Directors and executive officers requiteteport changes in ownership in a
company’s securities must now report within twoibass days of the change.

SOA also increases responsibilities and ceslifiertain requirements relating to audit comnsttefgpublic companies and how they inte
with the company’s “registered public accountimpfi’” Audit committee members must be independedtaae barred from accepting
consulting, advisory or other compensatory feesftioe issuer. In addition, companies will be regdito disclose whether at least one
member of the committee is a “financial expert” ¢ash term will be defined by the SEC) and if maty not. A company’s registered public
accounting firm will be prohibited from performirsgatutorily mandated audit services for a compéilyel company’s chief executive officer,
chief financial officer, controller, chief accoumgj or any person serving in equivalent positiors ii@en employed by such firm and
participated in the audit of such company durirggdhe-year period preceding the audit initiatioted@OA also prohibits any officer or
director of a company or any other person actirgeutheir direction from taking any action to frailghtly influence, coerce, manipulate or
mislead any independent public or certified accaonéngaged in the audit of the company’s finarst&iements for the purpose of rendering
the financial statements materially misleading. S&% has provisions relating to inclusion of dertaternal control reports and assessments
by management in the annual report to stockholdédrs.law also requires the compasyégistered public accounting firm that issuesatini
report to attest to and report on management’'ssassmt of the company’s internal controls.

USA Patriot Act

Under Title Il of the USA Patriot Act, alsméwn as the International Money Laundering Abateraad Anti-Terrorism Financing Act of
2001, all financial institutions, including the @oration and the Bank, are required in generaleatify their customers, adopt formal and
comprehensive anti-money laundering programs, isizator prohibit altogether certain transactiohsmecial concern, and be prepared to
respond to inquiries from U.S. law enforcement aggEnconcerning their customers and their transastiAdditional information-sharing
among financial institutions, regulators, and lafoecement authorities is encouraged by the presefian exemption from the privacy
provisions of the Gramm-Leach-Bliley Act for finaaktinstitutions that comply with this provision@the authorization of the Secretary of
the Treasury to adopt rules to further encouragpermtion and information-sharing.

The U.S. Treasury Department (“Treasury”) isasied a number of regulations implementing the BPa&iot Act that apply certain of its
requirements to financial institutions. The reglas impose new obligations in financial instituisoto maintain appropriate policies,
procedures and controls to detect, prevent andtrepaney laundering and terrorist financing. Tregds expected to issue a number of
additional regulations that will further clarifyghJSA Patriot Act’s requirements.

Failure of a financial institution to complyittvthe USA Patriot Act’s requirements could haeei@us legal and reputational consequences
for the institutions. The Corporation and the Baake adopted appropriate policies, procedures antiats to address compliance with the
USA Patriot Act under existing regulations, and wintinue to revise and update their policiescpdures and controls to reflect changes
required by the USA Patriot Act and Treasury’s fations.

Privacy Policies

Under the Gramm-Leach-Bliley Act, all finandiastitutions are required to adopt privacy pa@girestrict the sharing of nonpublic
customer data with nonaffiliated parties at the@uer’'s request and establish policies and proesdar protect customer data from
unauthorized access. The
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Corporation and its subsidiaries have adopted igsliand procedures in order to comply with thegayprovisions of the Gramm-Leach-
Bliley Act and the regulations issued thereunder.

Sate Chartered Non-Member Bank; Banking Laws and Regulationsin General.

FirstBank is subject to extensive regulatiod axamination by the Commissioner and the FDI@,sbject to certain requirements
established by the Federal Reserve Board. Thedkded state laws and regulations which are apygbda banks regulate, among other
things, the scope of their business, their investmaheir reserves against deposits, the timineamilability of deposited funds and the
nature and amount of and collateral for certaim$odn addition to the impact of regulations, cormeiad banks are affected significantly by
the actions of the Federal Reserve Board as ihat®eto control the money supply and credit avditghn order to influence the economy.
References herein to applicable statutes or regonkatre brief summaries of portions thereof whiomot purport to be complete and which
are qualified in their entirety by reference togbstatutes and regulations. Any change in appéidatvs or regulations may have a material
adverse effect on the business of commercial banéisbank holding companies, including FirstBank gmedCorporation. However,
management is not aware of any current recommenrdaliy any federal or state regulatory authori,tti implemented, would have or
would be reasonably likely to have a material dftecthe liquidity, capital resources or operatioh&irstBank or the Corporation.

As a creditor and financial institution, FBsink is subject to certain regulations promulgdtgthe Federal Reserve Board, including,
without limitation, Regulation B (Equal Credit Oppnity Act), Regulation DD (Truth in Savings AcBegulation E (Electronic Funds
Transfer Act), Regulation F (Limits on Exposuredther Banks), Regulation Z (Truth in Lending Ad¥ggulation CC (Expedited Funds
Availability Act), Regulation X (Real Estate Settlent Procedures Act), Regulation BB (Community Restment Act) and Regulation C
(Home Mortgage Disclosure Act).

There are periodic examinations by the Comiomies and the FDIC to test FirstBank’s compliandthwarious statutory and regulatory
requirements. This regulation and supervision distads a comprehensive framework of activities ol an institution can engage and is
intended primarily for the protection of the insuca fund and depositors. The regulatory structla® gives the regulatory authorities
extensive discretion in connection with their swsary and enforcement activities and examinatiolicges, including policies with respect
the classification of assets and the establishimfeatlequate loan loss reserves for regulatory m&gorl his enforcement authority includes,
among other things, the ability to assess civil eyopenalties, to issue cease-and-desist or renooglalis and to initiate injunctive actions
against banking organizations and institution-affdd parties, as defined. In general, these eafoent actions may be initiated for violations
of laws and regulations and unsafe or unsoundipesctin addition, certain actions are requiredtagute and implementing regulations.
Other actions or inaction may provide the basisfdbrcement action, including misleading or untinreports filed with regulatory
authorities.

Dividend Restriction.

The Corporation is subject to certain restiitd generally imposed on Puerto Rico corporatieitis respect to its declaration and payment
of dividends (i.e., that dividends may be paid @iy from the Corporation’s net assets in excessapftal or in the absence of such excess,
from the Corporation’s net earnings for such figesdr and/or the preceding fiscal year). The Fedzaerve Board has also issued a policy
statement that provides that bank holding compastiesild generally pay dividends only out of currepérating earnings.
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At present, the principal source of fundstf@ Corporation is dividends declared and paid istBank. The ability of FirstBank to decle
and pay dividends on its capital stock is restddig the Banking Law (as defined herein), the Faldeeposit Insurance Act (the “FDIAgnd
FDIC regulations. In general terms, the Puerto Biaoking Law provides that when the expenditurea b&nk are greater than receipts, the
excess of expenditures over receipts shall be eldaagainst undistributed profits of the bank arediihlance, if any, shall be charged against
the required reserve fund of the bank. If themeasufficient reserve fund to cover such balanoghle or in part, the outstanding amount
shall be charged against the bank’s capital accdumg Puerto Rico Banking Law provides that urditlscapital has been restored to its
original amount and the reserve fund to 20% ofatiginal capital, the bank may not declare anydbwids.

In general terms, the FDIA and the FDIC regjates restrict the payment of dividends when a bankndercapitalized, when a bank has
failed to pay insurance assessments, or when #nergafety and soundness concerns regarding snkh ba

Limitations on Transactions with Affiliates

Transactions between financial institutionstsas the Bank and any affiliate are governed layi@es 23A and 23B of the Federal Reserve
Act and by Regulation W. An affiliate of a finankiastitution is any company or entity, which cai#, is controlled by or is under common
control with the financial institution. In a holdjrcompany context, the parent bank holding compentyany companies which are controlled
by such parent holding company are affiliates effthancial institution. Generally, Sections 23A1&8B of the Federal Reserve Act (i) limit
the extent to which the financial institution & gubsidiaries may engage in “covered transactisth”any one affiliate to an amount equa
10% of such institution’s capital stock and surplrsd contain an aggregate limit on all such tretisias with all affiliates to an amount equal
to 20% of such institution’s capital stock and suspand (ii) require that all such transaction®bhderms substantially the same, or at least as
favorable, to the institution or subsidiary, asstag@rovided to a non-affiliate. The term “covenethsaction” includes the making of loans,
purchase of assets, issuance of a guarantee agrdsatiilar transactions. In addition, loans or otlsgensions of credit by the financial
institution to the affiliate are required to belatéralized in accordance with the requirementdasét in Section 23A of the Federal Reserve
Act.

The Gramm-Leach-Bliley Act provides that ficél subsidiaries of banks be treated as affiliepurposes 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 earnings in the financial
subsidiary. Certain anti-evasion provisions havenbacluded that relate to the relationship betwa@nfinancial subsidiary of a bank and
sister companies of the bank: (1) any purchaserdfivestment in, the securities of a financialsdlary by any affiliate of the parent bank is
considered a purchase or investment by the ban(z)df the Federal Reserve Board determines thelt reatment is necessary, any loan
made by an affiliate of the parent bank to therfiial subsidiary is to be considered a loan madénéyarent bank.

The Federal Reserve Board has adopted a rpuation, Regulation W, effective April 1, 2003attdeals with the provisions of
Sections 23A and 23B. The regulation unifies andiatgs staff interpretations issued over the yé@acerporates several new interpretations
and provisions (such as to clarify when transastieith an unrelated third party will be attributedan affiliate), and addresses new issues
arising as a result of the expanded scope of ndihguactivities engaged in by banks and bank hgldiompanies in recent years and
authorized for financial holding companies under @ramm-Leach-Bliley Act.
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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 affiliateerésts, 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 sutisligirihe same as offered in comparable transastio 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 FederakbReasAct places additional restrictions on
loans to executive officers.

Federal Reserve Board Capital Requirements

The Federal Reserve Board has adopted capliégjuacy guidelines pursuant to which it assebseasdequacy of capital in examining and
supervising a bank holding company and in analyaimglications to it under the Bank Holding Comp#ay. The Federal Reserve Board
capital adequacy guidelines generally require baniling companies to maintain total capital equa% of total risk-adjusted assets, with at
least one-half of that amount consisting of Tier tore capital and up to omaif of that amount consisting of Tier |l or supplentary capita
Tier | capital for bank holding companies generalhysists of the sum of common stockholders’ eqaiityf perpetual preferred stock, subject
in the case of the latter to limitations on theckand amount of such perpetual preferred stocklwmay be included as Tier | capital, less
goodwill and, with certain exceptions, other intdohgs. Tier Il capital generally consists of hybdapital instruments, perpetual preferred
stock which is not eligible to be included as Tieapital; term subordinated debt and intermediate: preferred stock; and, subject to
limitations, generally allowances for loan losskssets are adjusted under the risk-based guiddlingde into account different risk
characteristics, with the categories ranging frém(@equiring no additional capital) for assets sasitash to 100% for the bulk of assets
which are typically held by a bank holding compaingJuding multi-family residential and commerciahl estate loans, commercial business
loans and commercial loans. Off-balance sheet itdstsare adjusted to take into account certainatigracteristics.

In addition to the risk-based capital requiesits, the Federal Reserve Board requires bankrgptdimpanies to maintain a minimum
leverage capital ratio of Tier | capital to totakats of 3.0%. Total assets for purposes of thdsikedion do not include goodwill and any other
intangible assets and investments that the FeBexsdrve Board determines should be deducted. Tder&eReserve Board has announced
that the 3.0% Tier | leverage capital ratio requiest is the minimum for the top-rated bank holdinghpanies without a supervisory,
financial or operational weaknesses or deficienorahose which are not experiencing or anticigasignificant growth. Other bank holding
companies will be expected to maintain Tier | lexggr capital ratios of at least 4.0% or more, dejgnoin their overall condition. As of
December 31, 2003, the Corporation exceeded eaith adpital requirements and was a well-capitalimstitution as defined in the Federal
Reserve Board regulations.

FDIC Capital Requirements

The FDIC has promulgated regulations and abatstatement of policy regarding the capital adey of state-chartered non-member
banks like the Bank. These requirements are suitarsimilar to those adopted by the Federal Res®&oard regarding bank holding
companies, as described above.
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The FDIC requires that banks meet a risk-basgital standard. The risk-based capital stanftardanks requires the maintenance of total
capital (which is defined as Tier | capital and@ementary (Tier 2) capital) to risk weighted ass#t8%. In determining the amount of risk-
weighted assets, weights used (range from 0% t86)@0e based on the risks the FDIC believes areramt in the type of asset or item. The
components of Tier | capital are equivalent to éhdiscussed below under the 3.0% leverage capatadiard. The components of
supplementary capital include certain perpetudigpred stock, certain mandatory convertible semsitcertain subordinated debt and
intermediate preferred stock and generally allowearfor loan and lease losses. Allowance for loahlease losses includable in
supplementary capital is limited to a maximum @&5P6 of risk-weighted assets. Overall, the amourtapital counted toward supplementary
capital cannot exceed 100% of core capital.

The FDIC's capital regulations establish aimum 3.0% Tier | capital to total assets requiretrienthe most highly-rated state-chartered,
non-member banks, with an additional cushion déast 100 to 200 basis points for all other stéi@tered, non-member banks, which
effectively will increase the minimum Tier | levg@ratio for such other banks to 4.0% to 5.0% orendnder the FDIC'’s regulation, the
highest-rated banks are those that the FDIC detesrare not anticipating or experiencing signifignowth and have well diversified risk,
including no undue interest rate risk exposureghent asset quality, high liquidity, good earniragsl, in general, which are considered a
strong banking organization and are rated compobsiteler the Uniform Financial Institutions RatiSgstem. Leverage or core capital is
defined as the sum of common stockholders’ equitiuding retained earnings, noncumulative perpgitefierred stock and related surplus,
and minority interests in consolidated subsidianeimus all intangible assets other than certaalifying supervisory goodwill and certain
purchased mortgage servicing rights.

In August 1995, the FDIC and other federalkiagn agencies published a final rule modifying theiisting risk-based capital standards to
provide for consideration of interest rate risk whassessing the capital adequacy of a bank. Uhddimial rule, the FDIC must explicitly
include a bank’s exposure to declines in the ecanoalue of its capital due to changes in interats as a factor in evaluating a bank’s
capital adequacy. In June 1996, the FDIC and d#uaral banking agencies adopted a joint policiestant on interest rate risk policy.
Because market conditions, bank structure, and batikties vary, the agencies concluded that dxatk needs to develop its own interest
rate risk management program tailored to its naadiscircumstances. The policy statement descrihetept principles and practices that are
fundamental to sound interest rate risk managenmeitiding appropriate board and senior managemegrtsight and comprehensive risk
management process that effectively identifies,suess, monitors and controls such interest rake ris

Failure to meet capital guidelines could sob@n insured bank like the Bank to a variety aimppt corrective actions and enforcement
remedies under the FDIC (as amended by FDICIA)uiing, with respect to an insured bank, the teatiom of deposit insurance by the
FDIC, and to certain restrictions on its businésgeneral terms, undercapitalized depository tiatstins are prohibited from making any
capital distributions (including dividends), arébgct to restrictions on borrowing from the Fedé€takerve System, and are subject to growth
limitations and are required to submit capital eestion plans.

At December 31, 2003, the Bank was well céipid. Like any other institution, the Barskcapital category, as determined by applying
prompt corrective action provisions of law, may oohstitute an accurate representation of the dvfarancial condition or prospects of the
Bank, and should be considered in conjunction witter available information regarding the Bankfgficial condition and results of
operations.
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Activities and Investments

The activities as “principal” and equity inteents of FDIC-insured, state-chartered banks asdhe Bank are generally limited to those
that are permissible for national banks. Under lagns dealing with equity investments, an inswstde bank generally may not directly or
indirectly acquire or retain any equity investmeotta type, or in an amount, that is not permigsfbl a national bank. An insured state bank
is not prohibited from, among other things, (i) aicipg or retaining a majority interest in a suliag, (ii) investing as a limited partner in a
partnership the sole purpose of which is diredhdirect investment in the acquisition, rehabilidator new construction of a qualified
housing project, provided that such limited parshg investments may not exceed 2% of the bankés &ssets, (iii) acquiring up to 10% of
the voting stock of a company that solely provideseinsures directors’, trustees’ and officerabllity insurance coverage or bankers’
blanket bond group insurance coverage for insuegisitory institutions, and (iv) acquiring or retiaig the voting shares of a depository
institution if certain requirements are met. Iniédd, an insured state-chartered bank may nogctli, or indirectly through a subsidiary,
engage as “principal” in any activity that is nermissible for a national bank unless the FDICd&termined that such activity would pose
no risk to the insurance fund of which it is a memand the bank is in compliance with applicabtgutatory capital requirements. Any
insured state-chartered bank directly or indireettgaged as “principal” in any activity that is permitted for a national bank must cease the
impermissible activity.

Federal Home Loan Bank System

FirstBank is a member of the Federal Home LBank (FHLB) system. The FHLB system consists aflt® regional Federal Home Loan
Banks governed and regulated by the Federal Hodsimance Board (FHFB). The Federal Home Loan Baekge as reserve or credit
facilities for member institutions within their agsed regions. They are funded primarily from pextederived from the sale of consolidated
obligations of the FHLB system, and they make lqaavances) to members in accordance with polamesprocedures established by the
FHLB system and the boards of directors of eacloned FHLB.

The Bank is a member of the FHLB of New Yonkas such is required to acquire and hold shdrespital stock in that FHLB in a
certain amount which is calculated in accordandh thie requirements set forth in applicable lawd @egulations. The Bank is in compliance
with the stock ownership requirements of the FHLB-MII loans, advances and other extensions ofitradde by the FHLB-NY to the
Bank are secured by a portion of the Bank’s momtdagn portfolio, certain other investments andddgital stock of the FHLB-NY held by
the Bank.

Ownership and Control

Because of the Bank’s status as a bank, ovaféh&e common stock are subject to certain resiris and disclosure obligations under
various federal laws, including the Bank Holdingn@many Act and the Change in Bank Control Act (t88CA”"). Regulations pursuant to
the Bank Holding Company Act generally require pfiederal Reserve Board approval for an acquisiifozontrol of an insured institution
(as defined) or holding company thereof by any @e(®r persons acting in concert). Control is degtoeexist if, among other things, a
person (or persons acting in concert) acquires itiane 25% of any class of voting stock of an indunstitution or holding company thereof.
Control is presumed to exist subject to rebutta, person (or persons acting in concert) acquiree than 10% of any class of voting stock
and either (i) the company has registered secsititieler Section 12 of the Securities Exchange At®84, or (ii) no person will own, contr
or hold the power to vote a greater percentagbaifdlass of voting securities immediately after ttansaction. The concept of acting in
concert is very broad and also is subject to aeretbuttable presumptions, including among othae,
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relatives, business partners, management offi@ffiiates and others are presumed to be actir@itert with each other and their
businesses. The FDIC’s regulations implementingdBEA are generally similar to those described abov

The Banking Law requires the approval of tleen@hissioner for changes in control of a Puerto Riank. See “Puerto Rico Banking Law.”
Gross-Guarantees

Under the FDIA, a depository institution (whiterm includes both banks and savings associdtittresdeposits of which are insured by
the FDIC, can be held liable for any loss incurogdor reasonably expected to be incurred by, fECRN connection with (i) the default of a
commonly controlled FDIC-insured depository indtia or (ii) any assistance provided by the FDIGiy commonly controlled FDIC-
insured depository institution “in danger of defdulDefault” is defined generally as the appointmef a conservator or a receiver and “in
danger of default” is defined generally as the texise of certain conditions indicating that a d#éfesuikely to occur in the absence of
regulatory assistance. In some circumstances (d@meapon the amount of the loss or anticipated &dfered by the FDIC), croggrarante:
liability may result in the ultimate failure or iol¥ency of one or more insured depository insting to its parent company is subordinated to
the subsidiary bank’s cross-guarantee liabilityhwéspect to commonly controlled insured depositastitutions. The Bank is currently the
only FDIC insured depository institution controllby the Corporation.

Sandards for Safety and Soundness

The FDIA, as amended by FDICIA and the Riggtenmunity Development and Regulatory Improvemerttdfd 994, requires the FDIC
and the other federal bank regulatory agenciesdscpibe standards of safety and soundness, blategs or guidelines, relating generally
operations and management, asset growth, assétygaatnings, stock valuation, and compensatidre FDIC and the other federal bank
regulatory agencies adopted, effective August 9518 set of guidelines prescribing safety and doass standards pursuant to FDICIA, as
amended. The guidelines establish general standalatig to internal controls and information gyes, internal audit systems, loan
documentation, credit underwriting, interest ratpasure, asset growth and compensation, fees aralitse In general, the guidelines requ
among other things, appropriate systems and pescticidentify and manage the risks and exposypesfied in the guidelines. The
guidelines prohibit excessive compensation as aaferand unsound practice and describe compensetiexcessive when the amounts paid
are unreasonable or disproportionate to the sergeeformed by an executive officer, employee,almeor principal shareholder.

Brokered Deposits

FDIC regulations adopted under the FDIA gowbmreceipt of brokered deposits by banks. Welltalized institutions are not subject to
limitations on brokered deposits, while adequatalgitalized institutions are able to accept, renpewllover brokered deposits only with a
waiver from the FDIC and subject to certain resisits on the yield paid on such deposits. Undetaliped institutions are not permitted to
accept brokered deposits. The Bank is currentlgl-eapitalized institution and is therefore nobgact to any limitations on brokered
deposits.
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Puerto Rico Banking Law

As a commercial bank organized under the lafixSommonwealth, FirstBank is subject to supervisexamination and regulation by the
Commissioner pursuant to the Puerto Rico Banking 681933, as amended (the “Banking Law”). The Bagk aw contains provisions
governing the incorporation and organization, sggmtd responsibilities of directors, officers atatkholders as well as the corporate powers,
lending limitations, capital requirements, investinequirements and other aspects of the Banktaradfairs. In addition, the Commissioner
is given extensive rule making power and admintisteediscretion under the Banking Law.

The Banking Law authorizes Puerto Rico comimélmnks 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 tyvmeercent (20%) of its demand liabiliti
except government deposits (federal, state andeipat) which are secured by actual collateral. féserve is required to be composed of
of the following securities or combination there(f) legal tender of the United States; (2) chemk®anks or trust companies located in any
part of Puerto Rico, to be presented for collectiaring the day following that on which they aree®ed, (3) money deposited in other ba
provided said deposits are authorized by the Cosiarisr, subject to immediate collection; (4) fetlfuads sold to any Federal Reserve
Bank and securities purchased under agreemensetl executed by the bank with such funds thasalgect to be repaid to the bank on or
before the close of the next business day; andr(%)ther asset that the Commissioner determines fime to time.

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 tha efi (i) the bank’s paid-in capital; (ii) the bdakeserve fund; (iii) 50% of the bank’s
retained earnings; and (iv) any other componemtsttie Commissioner may determine from time to tithsuch loans are secured by
collateral worth at least twenty five percent (25%gre than the amount of the loan, the aggregatenmuan amount may reach one third of
the sum of the bank’s paid-in capital, reserve fli@¥o of retained earnings and such other comperikat the Commissioner may determine
from time to time. There are no restrictions untherBanking Law on the amount of loans which arelytsecured by bonds, securities and
other evidences of indebtedness of the GovernnfehedJnited States, of the Commonwealth of PuRitm, or by bonds, not in default, of
municipalities or instrumentalities of the Commomtie of Puerto Rico.

The Banking Law prohibits Puerto Rico commarbanks from making loans secured by their ownkstand from purchasing their own
stock, unless such purchase is made pursuantéclarepurchase program approved by the Commissmris 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 pany, savings and loan association, trust
company, company engaged in granting mortgage loaasy other institution engaged in the money ilegdusiness in Puerto Rico. This
prohibition is not applicable to the affiliatesaPuerto Rico commercial bank.

The Banking Law requires that Puerto Rico caruial banks strike each year a general balantdeeafoperations, and to submit such
balance for approval to a regular general meetfrgjazkholders,
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together with an explanatory report thereon. ThekiBay Law also requires that at least ten percEdfiA) of the yearly net income of a Puerto
Rico commercial bank be credited annually, to amesfund. This apportionment is required to beedewvery year until such reserve fund
shall be equal to the total paid in capital of biaak.

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 agdiestndistributed profits of the bank, and theahaé, if any, shall be charged against the
reserve fund, as a reduction thereof. If thereisaserve fund sufficient to cover such balanoghiole or in part, the outstanding amount s
be charged against the capital account and noetidighall be declared until said capital has bestored to its original amount and the
reserve fund to twenty percent (20%) of the oribazgoital.

The Banking Law requires the prior approvaihef Commissioner with respect to a transfer oftahgtock of a bank that results in a
change of control of the bank. Under the Banking/La change of control is presumed to occur ifsg@e or a group of persons acting in
concert, directly or indirectly, acquire more tHe# of the outstanding voting capital stock of tla@lkh The Commissioner has interpreted the
restrictions of the Banking Law as applying to d@sijions of voting securities of entities controllia bank, such as a bank holding company.
Under the Banking Law, the determination of the Gussioner whether to approve a change of contintfis final and non-appealable.

The Finance Board, which is composed of thm@dssioner, the Secretary of the Treasury, theedagr of Commerce, the Secretary of
Consumer Affairs, the President of the Economicdd@ement 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 propertigsbis determined by free competition. Regulatiahgpéed by the Finance Board deregulated
the maximum finance charges on retail installmatdscontracts, and for credit card purchases.eTrezgilations 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 maxinatmget for installment sales contracts involviraganvehicles, 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 Bgm@nd FirstBank IBEs are subject to supervisioth r@gulation by the Commissioner. Un
the IBE Act, certain sales, encumbrances, assigtsnerergers, exchange or transfer of shares, Bitergarticipation in the capital of an
international banking entity (an “IBE") may not bmtiated without the prior approval of the Comnigsger. The IBE Act and the regulations
issued thereunder by the Commissioner (the “IBEURgmNs”) limit the business activities that may darried out by an IBE. Such activities
are limited in part to persons and assets locatéxide of Puerto Rico.

Pursuant to the IBE Act and the IBE Regulatidhe First BanCorp and FirstBank IBEs must mairttaoks and records of all its
transactions in the ordinary course of businese.Hitst BanCorp and FirstBank IBEs are also requinereunder to submit to the
Commissioner quarterly and annual reports of theémcial condition and results of operations, intthg annual audited financial statements.
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The IBE Act empowers the Commissioner to revoksuspend, after notice and hearing, a licesseed thereunder if, among other thir
the IBE fails to comply with the IBE Act, the IBEeBulations or the terms of its license, or if thm@nissioner finds that the business or
affairs of the IBE are conducted in a manner thaiot consistent with the public interest. Ple@serrto recent legislation section for changes
in the IBE Act that were recently adopted.

Insurance Operations Regulation

FirstBank Insurance Agency, Inc. is registeaedn insurance agency with the Insurance Conwnisisand is subject to regulations issued
by the Insurance Commissioner and FDIC relatinguagng other things, licensing of employees, sal@gitation and advertising practices,
and consumer protections.

Community Reinvestment

Under the Community Reinvestment Act (“CRA8derally insured banks have a continuing andraffiive obligation to meet the credit
needs of their entire community, including low andderate-income residents, consistent with théé aad sound operation. The CRA does
not establish specific lending requirements or paots for financial institutions nor does it limidinstitutions discretion to develop the ty
of products and services that it believes are &igiged to its particular community, consistent itk CRA. The CRA requires the federal
supervisory agencies, as part of the general exatimimof supervised banks, to assess the bankisd®d meeting the credit needs of its
community, assign a performance rating, and to salod record and rating into account in its evaduadf certain applications by such bank.
The CRA also requires all institutions to make pubisclosure of their CRA ratings. FirstBank remsl a “satisfactory” CRA rating in its
most recent examination by the FDIC.

Mortgage Banking Operations

First Mortgage is subject to the rules andilatipns of FHA, VA, FNMA, FHLMC, HUD and GNMA witlespect to originating,
processing, selling and servicing mortgage loamukstha issuance and sale of mortgage-backed sesurfthose rules and regulations, among
other things, prohibit discrimination and establistderwriting guidelines which include provisioms nspections and appraisals, require
credit reports on prospective borrowers and fix imasm loan amounts, and with respect to VA loanspiaximum interest rates. Moreover,
lenders such as First Mortgage are required annteubmit to FHA, VA, FNMA, FHLMC, GNMA and HUDgudited financial statements,
and each regulatory entity has its own financiglieements. First Mortgage's affairs are also stthi@ supervision and examination by FHA,
VA, FNMA, FHLMC, GNMA and HUD at all times to assicompliance with the applicable regulations, petiand procedures. Mortgage
origination activities are subject to, among oth#ére Equal Credit Opportunity Act, Federal Truthkiending Act, and the Real Estate
Settlement Procedures Act and the regulations pigated thereunder which, among other things, pibtibcrimination and require the
disclosure of certain basic information to mortgagmoncerning credit terms and settlement costst Mortgage is licensed by the
Commissioner under the Puerto Rico Mortgage Bankmg, and as such is subject to regulation by the@issioner, with respect to, amc
other things, licensing requirements and establkstiraf maximum origination fees on certain typesoftgage loans products.

Section 5 of the Puerto Rico Mortgage Bankiag/ requires the prior approval of the Commissidoeithe acquisition of control of any
mortgage banking institution licensed under sueh For purposes of the Puerto Rico Mortgage Bankiag, the term “control” means the
power to direct or influence decisively, directlyindirectly, the management or policies of a magg banking institution. The Puerto
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Rico Mortgage Banking Law provides that a transacthat results in the holding of less than 10%hefoutstanding voting securities of a
mortgage banking institution shall not be consideaehange in control.

Recent Legislation
Sarbanes Oxley

In June 2003, the Securities and Exchange Gssion adopted final rules under Section 404 ofSB&A (“Section 404”). Commencing
with its 2004 annual report, First BanCorp willteguired to include an internal control report @mihg management’s assertions regarding
the effectiveness of the Corporation’s internaltomrstructure and procedures over financial rapgrtThe internal control report must
include a statement of management’s responsilfditgstablishing and maintaining adequate intecoatrol over financial reporting for the
Corporation; of management’s assessment as tdféwtieeness of the Corporation’s internal conweér financial reporting based on
management’s evaluation of it, as of year-end dntleoframework used by management as criteri@¥atuating the effectiveness of the
Corporation’s internal control over financial repog. As well, Section 404 requires the Corporddndependent accounting firm to attest
to, and report on, management’s assessment ofdtpofation’s internal control over financial repong in accordance with standards
established by Public Company Accounting Oversiggard (PCAOB), which is required to be filed astpdithe Annual Report.

IBE Act

IBEs are currently exempt from taxation undeerto Rico law. Recently, the Puerto Rico Legisi@and the Governor of Puerto Rico
approved an amendment to the IBE Act. This amentimgoses income tax at normal on IBE that operases unit of a bank, to the extent
that the IBE’s net income that exceeds 20% of #ekls total net taxable income (including the mebime generated by the IBE unit). The
amendment, which applies only to IBEs that opeaata unit of a bank, is effective for fiscal yelaeginning after June 30, 2003. The
amendment provides for a transitional period duvitgch the limitation for 2004 will be 40%, 30% 2005 and finally 20% in 2006 and
thereafter. Management estimates that the finaimjadct of the amendment is not likely to be maidn the Corporation.
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FINANCIAL CONDITION
The Corporation’s total assets at DecembeRB@3 amounted to $12.7 billion, $3.1 billion otlee $9.6 billion at December 31, 2002.

The following table sets forth the maturitgtiibution of earning assets at December 31, 2003:

As of December 31, 2003

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

(In thousands)

Money market securitie $ 970,94( $ 970,94
Investment securities (. 712,47¢ $ 25,00( $3,643,51 $ 14,26¢ 4,395,26!
Loans (2):

Residential real esta 61,06( 95,96: $143,01! 946,70° 1,632,26° 2,879,01
Constructior 198,38( 2,811 99,75! 7,062 20,16¢ 328,17!

Commercial and commercial
real estat 420,36« 64,77 231,02: 212,57° 1,575,721 2,504,46
Lease financing 8,69: 121,91« 30,67¢ 161,28:
Consume 254,75 751,41 2,94( 142,40¢ 20,07¢ 1,171,58
Total Loans 943,24 1,036,87. 476,72 1,339,431 3,248,23! 7,044,51i
Total $2,626,66: $1,061,87. $476,72! $4,982,94: $3,262,501 $12,410,72
| | | | | |

(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, 2003 First BanCorp’s lendintjvities include total commercial loans of $2,888lion (40% of total loans), total
consumer loans of $1,172 million (17% of total Isprand total residential mortgage loans of $2,8Won (41% of total loans). The
Corporation’s portfolio of commercial loans is comspd in its majority of asset based financing asmdroercial real estate loans. Total
commercial loans include $889 million in commercial estate loans and $328 million in construcki@ms. The consumer loan portfolio
consists principally of auto loans and personahsoand to a lesser extent boat and credit cardglddre portfolio of finance leases of $161
million (2% of total loans), is mostly composeda@dins to individuals to finance the acquisitioraofautomobile.
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The following table sets forth the compositafri-irst BanCorp’s total loans at the dates ingtida

December 31,

2003 2002 2001 2000 1999

(In thousands)
Residential real estate loans, mainly securec

first mortgages $2,871,22;  $1,846,56. $1,012,38' $ 752,34¢ $ 441,06
Deferred net loan fee (4,062) (3,247 (5,10%) (5,557%) (5,299
Residential real estate loa 2,867,16! 1,843,31. 1,007,27: 746,79:. 435,76¢

Commercial loans
Construction, land acquisition and land

improvemen 493,31 467,97¢ 413,21¢ 484,98t 288,30:
Undisbursed portion of loans in proct (165,139 (208,924 (193,82) (281,03) (156,239
Construction loan 328,17! 259,05! 219,39t 203,95! 132,06¢
Commercial loan 1,615,30. 1,418,79: 1,238,17. 947,70¢ 655,41°
Commercial mortgag 889,15t 813,51 688,92. 438,32: 371,64

Commercial loan 2,832,63! 2,491,35! 2,146,49 1,589,98! 1,159,12i
Finance lease 161,28: 143,41: 127,93! 122,88: 85,69:

Consumer and other loar
Persona 422,47¢ 424,33. 373,70t 401,54¢ 435,85¢
Auto 665,48: 565,47¢ 502,90: 530,53« 532,24
Boat 59,38¢ 53,017 39,57( 33,95« 37,01¢
Credit carc 58,56¢ 164,17. 176,22¢ 174,79 168,04!
Home equity reserv 4,557 4,56¢ 1,851 2,13¢ 2,651
Unearned finance intere (38,879 (62,557 (71,810 (104,429 (148,836
Consumer and other loa 1,171,58! 1,149,01. 1,022,44! 1,038,53 1,026,98!
Loans receivabl 7,032,66' 5,627,09 4,304,14 3,498,19 2,707,57.
Loans held for sal 11,85! 10,75¢ 4,63( 37,79¢
Total loans 7,044,511 5,637,85! 4,308,77 3,498,19 2,745,361
Allowance for loan losse (126,379 (111,91) (91,06() (76,919 (71,789
Total loan-net $6,918,14 $5,525,93 $4,217,71 $3,421,27' $2,673,58
| | | ] |

21




Table of Contents

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, 2003.

December 31, 2003

Weighted
(In thousands) average rate
Residential real estate loa $2,879,01. 4.25%
Construction loan 328,17! 4.8%%
Commercial and commercial real estate Ic 2,504,46| 4.17%
Finance lease 161,28 9.5(%
Consumer loans
Auto 660,37¢ 10.3¢%
Persona 389,14 15.9¢%
Credit carc 58,56¢ 14.1¢%
Boat 58,94 7.2%
Home equity reserve loal 4,55 7.5(%
Total consumer and other los 1,171,58! 12.2%
Total $7,044,51: 5.7(%

Loan Activity

The following table sets forth certain additib data related to the Corporation’s loan portfolet of the allowance for loan losses for the
dates indicated:

For the year ended December 31,

2003 2002 2001 2000 1999
(Dollars in thousands)
Beginning balanc $ 5,525,93! $4,217,71¢ $3,421,27¢ $2,673,58. $2,052,20!
Residential real estate loans originated and

purchase( 1,865,70! 1,045,26! 613,69t 416,07 216,712
Commercial loans originated and purcha 926,65¢ 581,65¢ 798,03t 555,53( 623,59(
Finance leases originat 67,33: 54,75( 45,09 65,64¢ 51,61¢
Consumer loans originated and purche 603,02 431,58t 363,58: 423,41: 515,34¢
Total loans originated and purchad?) 3,462,71! 2,113,26! 1,820,41: 1,460,66: 1,407,26!
Sales and securitizations of loz (230,329 (80,446 (41,060 (1,267
Repayments and prepayme (1,758,33) (635,765 (897,839 (646,58.) (719,969
Other decrease® (81,859 (88,829 (85,08() (66,389 (64,652
Net increast 1,392,20: 1,308,22i 796,44( 747,69! 621,38
Ending balanc $6,918,141  $5,525,93' $4,217,71' $3,421,27' $2,673,58.
| | | | |

Percentage increa 25.1%% 31.02% 23.2&% 27.9% 30.28%

(1) Loan origination for 2002 includes $435 million aagd from JP Morgan Chase VI operations togeth#r the assumption of
$557 million in deposits

(2) Includes the change in the allowance for loan lossel cancellation of loans due to the reposseséite collateral
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INVESTMENT ACTIVITIES

The Corporation’s investments are managedéyteasury and Investment Division, under the siigien of the Senior Vice President,
Treasury and Investments, who reports to the Catpor's Senior Executive Vice President and Chief Firelr@ificer. Investment policy fc
the Corporation is set by the Corporation’s InvesihCommittee, which includes the President an@fTxecutive Officer, the Senior
Executive Vice President and Chief Financial Officke Senior Executive Vice President and Chiefdieg Officer, the Executive Vice
President for Retail and Mortgage Banking, the &eYiice President for Treasury and Investments,taedEconomist. Significant investme
transactions are reported to the Investment Coraeenitt

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 $etestment policies, monitors
liquidity trends, and conducts quarterly reviewdhs 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 authorizegurchase 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 Jugaand 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 @ors and as set forth in the Corporation’s hedgiolicy monitored by the Investment
Committee.

SOURCES OF FUNDS

First BanCorp’s principal funding sources laranchbased deposits, retail brokered deposits, ingtitatideposits, federal funds purcha
and securities sold under agreements to repurchadésHLB advances. Through its subsidiary Bankdebanking system, First BanCorp
offers individual non-interest bearing checking@aus, savings accounts, personal interest-beahiagking accounts, certificates of deposit,
IRA accounts and commercial non-interest beariregkimg accounts.

Deposit Accounts

Deposits represent First BanCorp’s largestesaf funding. The Corporation’s deposit accowamtsinsured up to applicable limits by the
SAIF. Management makes retail deposit pricing desgsperiodically through the ALCO, which adjudis trates paid on retail deposits in
response to general market conditions and locapetition. Pricing decisions take into account s being offered by other local banks,
LIBOR and mainland United States interest rate® fbllowing table presents the amount and weighteztage interest rates of deposit
accounts as of each date indicated in the categeeieforth below, including the percentage ofltassets represented by those deposits.
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Non-interest bearing checking accou
Saving account

Interest bearing checking accou
Certificate account

Total

Weighted average rate on interest bearing deg
Total deposits as a percentage of total a

Weighted average December 31,

rates at
December 31, 200 2003 2002 2001
(Dollars in thousands)
$ 548,92: $ 447,07¢ $ 239,85
1.2(% 985,06 921,10: 469,45:.
1.04% 286,60 230,74 205,76(
1.9¢% 4,944 51 3,883,991 3,183,49.
$6,765,10° $5,482,91¢  $4,098,55.
| | |
1.82%
53.4(% 56.85% 50.0(%

Certificate accounts include institutional dsjp which consist mainly of brokered certificatésleposit, and certificates issued to agencies
of the Government of Puerto Rico and to Governmintise Virgin Islands. Under FDIC regulations,ank cannot accept, roll over or renew
brokered deposits, which term is defined also ¢luishe any deposit with an interest rate more tHahasis points above prevailing rates,
unless (i) it is well capitalized or (ii) it is agleately capitalized and receives a waiver fromRB¢C. The Bank has no such restrictions since

it is a well capitalized institution.

The following table presents a maturity sumyrarcertificates of deposit with balances of $0W, or more at December 31, 2003.

Three months or les

Over three months to six mont
Over six months to one ye
Over one yea

Total

(In thousands)
$ 788,05:
274,98¢
104,68«
3,341,14.

$4,508,86!
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Borrowings

The following table presents the amount anthlted average interest rates of borrowings asio élate indicated in the categories set
forth below.

Weighted average December 31,

rates at
December 31, 20C 2003 2002 2001

(Dollars in thousands)

Borrowings:
Federal funds purchased and securities sold unpleements to

repurchas 3.1%  $3,650,29 $2,793,54 $2,997,17.
FHLB advance: 1.72% 913,00( 373,00( 343,70(
Subordinated note 8.04% 82,81¢ 82,81t 84,36:
Total 29406  $4,646,11!  $3,249,35! $3,425,23

| | |

Total borrowed funds as a percentage of total a 36.3¢% 33.69% 41.65%
Weighted average interest rate during the pe

Securities sold under agreements to repurc 3.6€% 4.21% 4 .9(%

CAPITAL

At December 31, 2003, total stockholders’ gqfar the Corporation amounted to approximately0®0 million, an increase of
approximately $292 million as compared to $798iomillat December 31, 2002. During 2003 First BanGssped $189.6 million of its

Series E preferred stock.
Employees

At December 31, 2003, the Corporation emplay@83 persons. None of its employees are repreddryta collective bargaining group.
The Corporation considers its employees’ relatiorise good.

Item 2. Properties

At December 31, 2003, First BanCorp owneddfiewing three main offices located in Puerto Rico

Main offices:

1. Headquarters Offices — Located at First FederaldByj, 1519 Ponce de Ledn Avenue, Santurce, PlrRicm, a 16 story office building.
Approximately 60% of the building and an undergmbtinree level parking lot are owned by the Corporai

2. EDP & Operations Center — A five story structuredied at 1506 Ponce de Ledn Avenue, Santurce,dPRid. These facilities are fully
occupied by the Corporatio

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

In addition, the Corporation owned 15 branct affice premises and an auto lot. The Corpordgased 39 branch premises, 28 loan and
office centers and six other facilities. All of Hee
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premises are located in Puerto Rico and in the &h8 British Virgin Islands. Management believest the Corporation’s properties are well
maintained and are suitable for the Corporation'sitess as presently conducted.

Item 3. Legal Proceedings

The information required herein is incorpodaly reference from page 87 of the annual reposeturity holders for the year ended
December 31, 2003 (see Exhibit 13 to this Form 10-K

Item 4. Submission of Matters to a Vote of Securityolders

No matter was submitted to a vote of securdlders during the fourth quarter of 2003.
PART Il
Item 5. Market for Registrant's Common Stock and Réated Stockholder Matters

(a) Market Information

The information required herein is incorpodalty reference from page 48 of the annual repcseturity holders for the year ended
December 31, 2003.

(b) Holders

The information required herein is incorpodalty reference from page 48 of the annual repcseturity holders for the year ended
December 31, 2003.

(c) Dividends

The Corporation has a policy providing for leeyment of quarterly cash dividends on its outiitemmshares of common stock.
Accordingly, the Corporation declared a cash dinitlef $0.11 per share for each quarter of 2003,8per share for each quarter of 2002
$0.09 per share for each quarter of 2001.

The Puerto Rico Internal Revenue Code reqtiiresvithholding of income tax from dividends incemerived by resident U.S. citizens,
special partnerships, trusts and estates and byasitent 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 eatherwise. 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 takinéld. If he does not make this election in
his tax return, then he can exclude from his giessme the distributions received and reported evittclaiming the credit for the tax
withheld.
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Nonresident U.S. Citizens

Nonresident U.S. citizens have the right tdade exemptions when a Withholding Tax Exemptiart@icate (Form 2732) is properly
completed and filed with the Corporation. The Caogpon as withholding agent is authorized to witldh@ tax of 10% only from the excess
the income paid over the applicable tax-exempt arhou

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 grossrite in their Puerto Rico income tax
return.

(d) Equity Compensation Plan Disclosure

The following summarizes equity compensatitamg approved by security holders and equity corsgton plans that were not approved
by security holders as of December 31, 2003:

(A (B) (©)

Number of Securities
Remaining Available for

Number of Securities Future Issuance Under
to be Issued Upon Weighted-Average Equity Compensation
Exercise of Outstanding Exercise Price of Plans (Excluding Securities
Plan category Options Outstanding Options Reflected in Column (A)
Equity compensation plans
approved by stockholder
Stock Option Plan 2,291,501 $17.0¢ 1,865,77.
Sut-total 2,291,50! $17.0¢ 1,865,77:
Equity compensation plans not
approved by stockholde N/A N/A N/A
Total 2,291,50I $17.0¢ 1,865,77:

(e) Sales of Unregistered Securities

Shares of common stock of the registrant aeduhrough the exercise of stock options undeCihporations Stock Option Plan coveril
certain employees of the Corporation have not begistered with the Securities and Exchange Coniomiasder the Securities Act of 1933
on the basis of the exemption provided in secti@)(31) thereof. The registrant understands thatakemption is applicable because: (i) it is
a corporation organized under the laws of the Conwealth of Puerto Rico whose principal office atalcp of business are located in the
Commonwealth of Puerto Rico; and (ii) all employ#es have exercised options to acquire shareseaigents of the Commonwealth of
Puerto Rico. Shares of common stock acquired uth@eCorporation’s stock option plan were 72,75M06,750) at a weighted average
exercise price per option of $15.43 and $13.8@2683 and 2002, respectively.
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Iltem 6. Selected Financial Data

Information required herein is incorporatedréference from pages 4 through 7 of the annualrtép security holders for the year ended
December 31, 2003.

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

The information required herein is incorpodaly reference from pages 26 through 48 of the almeyort to security holders for the year
ended December 31, 2003.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

The information required herein is incorpodaly reference from pages 45 through 47 of the almayort to security holders for the year
ended December 31, 2003.

Item 8. Financial Statements and Supplementary Data

The information required herein is incorpodaly reference from pages 50 through 89 of the almayort to security holders for the year
ended December 31, 2003.

Item 9. Changes in and Disagreements with Accounté&on Accounting and Financial Disclosure
None.
Item 9A. Controls and Procedures

(a) Evaluation of disclosure controls and proceduré& Corporation’s Chief Executive Officer and Chi@fiancial Officer, after evaluating
the effectiveness of the Corporation’s disclosumetimls and procedures (as defined in ExchangeRAit#s 13a-15(e) and 18dKe)), hav
concluded that, as of December 31, 2003, the Catfioor's disclosure controls and procedures wergaate and effective to ensure that
material information relating to the Corporatiordats consolidated subsidiaries would be made knmithem by others within those
entities.

(b) Changes in internal controls. There were no sigaift changes in the Corporation’s internal contools other factors that could
significantly affect the Corporation’s disclosuientrols and procedures subsequent to the dateinfataluation, nor were there any

significant deficiencies or material weaknessahéCorporation’s internal controls. As a result,corrective actions were required or
undertaken

PART Il

Item 10. Directors, Executive Officers and ControPersons of the Registrant
See Item 13 on page 29.

Item 11. Executive Compensation
See Item 13 on page 29.
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Item 12. Security Ownership of Certain Beneficial @vners and Management

See Item 13 on this page.

Item 13. Certain Relationships and Related Transa&ns

Pursuant to Instruction G (3) to Form 10-Ke temainder of the information to be provided emis 10, 11, 12, 13 and 14 of Form 10-K is
incorporated by reference to First BanCorp’s définiproxy statement for the 2004 annual meetingtoékholders, which proxy statement
will be filed with the Securities and Exchange Coission pursuant to regulation 14A within to 120 slaf the close of First BanCorp’s 2003
fiscal year.

Item 14. Principal Account and Fees and Services

See Item 13 on this page.

PART IV

Item 15. Exhibits, Financial Statement Schedulesna Reports on Form 8-K

@)1

The following financial statements are includedtém 8 thereof

Report of Independent Audito

Consolidated Statements of Financial Condition etddnber 31, 2003 and 20(

Consolidated Statements of Income for Each of thed Years in the Period Ended December 31, 2

Consolidated Statements of Changes in Stockhc Equity for Each of the Three Years in the Periodé&hDecember 31, 200
Consolidated Statements of Comprehensive Incomedoin of the Three Years in the Period Ended DeeeBih 2003
Consolidated Statements of Cash Flows for Eacheoffhree Years in the Period Ended December 3B..

Notes to the Consolidated Financial Stateme

(2) Financial statement schedul

None.
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(3) Exhibits
The exhibits listed on the Exhibits Index on sattio) below are filed herewith or are incorporatedein by referenct

(b) Reports on Form-K.

On October 22, 2003, the Corporation furnishedreect report on Form 8-K reporting its unauditesulés of operations for the quarter
and nin-months ended September 30, 2C

On January 26, 2004, the Corporation furnishedreentireport on Form 8-K reporting its unauditesulés of operations for the quarter
and yes-ended December 31, 20(

(c) See Index to Exhibits on page 31 for the exhibligsifas 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 Q)
3.2 By-Laws 1)
4.0 Form of Common Stock Certifica QD
10.1 FirstBanl's 1987 Stock Option Ple 2
10.z FirstBanl's 1997 Stock Option Ple 2
10.2 Employment Agreemen 2
11.C Statement Report to Shareholders for fiscal yededimecember 31, 200 (©)]

13.C Annual Report to shareholders for fiscal year eridedember 31, 200 —
14.1 Code of Ethics for Senior Financial Office —
14.2 Code of Ethics applicable to all employ¢ —

14.2 Policy Statement and Standards of Conduct for MesbEBoard of Directors, —
Executive Officers and Principal Shareholc

21.C List of subsidiaries (direct and indire: —
23.C Consent of Independent Accounta

31.1 Sarbanes Oxley Act Section 302 Certificat —
31.2 Sarbanes Oxley Act Section 302 Certificat —

32.1 Certification pursuant to 18 U.S.C. section 13%0adopted pursuant to section 906 of  —
the Sarbanes Oxley Act of 20(

32.2 Certification pursuant to 18 U.S.C. section 13%0adopted pursuant to section 906 of — —
the Sarbanes Oxley Act of 20(

(1) Incorporated by reference from Registration statéroa 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 byGbeporation on March 26, 199

(3) Information is included on page 65 of the Corpanas annual report to security holders and is ipocaited 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, theredatp authorized.

FIRST BANCORP

By: /si Angel Alvare:-Pérez Date: 03/15/0¢

Angel Alvare:-Pérez, Esq
Chairman
President and Chief Executive Offic

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

/sl Angel Alvare-Pérez Date: 03/15/0¢

Angel Alvare:-Pérez, Esq
Chairman
President and Chief Executive Offic

/s/ Annie Asto-Carbonell Date: 03/15/0-

Annie Asto-Carbonell, Directo
Senior Executive Vice President a
Chief Financial Officel

/sl Joé Julian Alvarez-Bracera Date: 03/15/0-

Jos€ Julién AlvarezBracero, Directo

/sl Richard Reis-Huyke Date: 03/15/0¢

Richard Reis-Huyke, Directol

/sl Jorge L. liaz Date: 03/15/0¢

Jorge L. Liaz, Directol
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/sl Sharee Ann Umpiel-Catinchi

Sharee Ann Umpier-Catinchi, Directol

/sl Joé Teixidor

Jose Teixidor, Director

/s/ Jo€ L. Ferre-Canals

Jos€ L. Ferre-Canals, Directo

/s/ Laura VillarineTur

Laura Villarinc-Tur
Senior Vice President ar
Controller
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EXHIBIT 13

& ROAD TO SLICCESS THRCOUGH
AGILITY, STRENGTH AND FOCLIS.
200 AKKLML REPSAT
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We dedicate this Annual Report to agility, strengtitl focus, elements that take us through theabadccess and lead to excellent
performance. This masterpiece, created by renoWwnedto Rican artist Carlos Davila Rinaldi, portréys essence of our vision, the path
which we travel day by day, with the focus and catnmant necessary to help us excel in the finarfoad.

Agility, strength and focus, combined, make FiranBorp a leader in the financial industry. Theytaeemost important elements in the
leadership role we perform. They convey our abtlityadapt, change and lead, and to satisfy cus®iméhis constantly changing market.
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u

In thousands (except for per share results)

2003 2002

OPERATING RESULTS
Net interest incom $ 292,21( $ 266,85(
Provision for loan losse 55,91¢ 62,30:
Other income 118,71( 58,49:
Other operating expens 163,99: 132,75t
Income tax provisiol 38,67 22,321
Net income 152,33¢ 107,95t
Per common shar

Net income- basic $ 3.04 $ 2.04

Net income- diluted 2.9¢ 2.01
WEIGHTED AVERAGE COMMON SHARES
Basic 39,99¢ 39,90
Diluted 40,98: 40,55
AT YEAR END:
Assets $12,667,91 $9,643,85;
Loans 7,044,511 5,637,85.
Allowance for loan losse 126,37¢ 111,91:
Investments 5,366,20! 3,728,66!
Deposits 6,765,10° 5,482,91
Borrowings 4,646,11! 3,249,35!
Capital 1,089,56! 798,42:

FIRST BANCORF
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Since the current management took over in 1991B#rk has transformed itself from First FederaliSgs Bank, a small Savings and Loan
institution with $1.9 billion in assets, into FilB&anCorp, a $12.7 billion financial holding compamigh a wide array of operations.

The table on the following pages shows the longitgrowth of this Corporation. From 1991 to 2003 ¢henpany reported consistent growth
without restating earnings. Over this thirteen ygeniod earnings multiplied as net income grew ntbas 15 times from $10 million to $152
million, and per share earnings multiplied alImdstighes from $0.15 to $2.98 (diluted). Book vales pommon share grew 15 times from
$0.90 to $13.48. The efficiency ratio improved daticrlly from 63.69% to 39.91%.

The growth shown in this table has involved gréeinges at all levels of the organization. The Cation has adopted new technologies and
entered into new businesses while at the samegiowing its traditional operations. All this hagated substantial value for the First
BanCorp’s shareholders while providing more andebeservices to its clients.

FIRST BANCORF PAGES5
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SELECTED FINANCIAL DATA

(In thousands except for per share and financtalsaesults)

Condensed Income Statements: Year ende
Total interest incom
Total interest expens
Net interest incom
Provision for loan losse
Other income
Other operating expens
Unusual item— SAIF assessmel

Income before income tax provision, extraordinaeyn and

cumulative effect of accounting chan

Provision for income ta

Income before extraordinary item and cumulative&fbf
accounting chang

Extraordinary iter

Cumulative effect of accounting char

Net income

Per Common Share Results (1): Year ended

Income before extraordinary item and cumulative&fbf
accounting change dilute

Extraordinary iterr

Cumulative effect of accounting char

Net income per common share dilu

Net income per common share bz

Cash dividends declart

Average shares outstandi

Average shares outstanding dilu

Balance Sheet Data: End of yea
Loans and loans held for si
Allowance for possible loan loss
Investment
Total asset
Deposits
Borrowings
Total common equit
Total equity
Book value per common share

Regulatory Capital Ratios (In Percent): End of yeat
Total capital to risk weighted ass:
Tier 1 capital to risk weighted ass
Tier 1 capital to average ass

Selected Financial Ratios (In Percent): Year ende
Net income to average total ass
Interest rate spread (
Net interest income to average earning asse!
Yield on average earning assets
Cost on average interest bearing liabili
Net income to average total equ
Net income to average common eqt
Average total equity to average total as:
Dividend payout ratic
Efficiency ratio (3)

Offices:
Number of full service branch

2003 2002 2001 2000 1999

$ 536,68 $ 540,03 $ 516,25t $ 463,38t $ 369,06
244,47 273,18 280,20 272,61 183,33(
292,21 266,85( 236,05 190,77: 185,73:
55,91¢ 62,30: 61,03( 45,71¢ 47,96
118,71( 58,49: 52,98( 50,03: 32,86:
163,99« 132,75¢ 120,85! 113,04¢ 101,27:
191,01 130,28: 107,15( 82,03 69,36:
38,67: 22,32 20,13¢ 14,76: 7,28¢
152,33¢ 107,95¢ 87,01¢ 67,27¢ 62,07t

(1,015)
152,33¢ 107,95¢ 86,00 67,27¢ 62,07t
$ 206 $ 201 $ 17¢ $ 147 $ 132
(0.09)

$ 206 $ 201 $ 17 $ 147 $ 132
$ 304 $ 204 $ 174 $ 148 $  1.37
$ 044 $ 04 $ 03 $ 02¢ $ 0.4
39,99¢ 39,90: 39,85: 40,41 43 41:
40,98: 40,55: 40,14 40,71 43,79¢
$ 7,044,51 $5,637,85. $4,308,781 $3,498,19: $2,745,36:
126,37¢ 111,91 91,06( 76,91¢ 71,78«
5,366,200 3,728,660  3,715,99' 2,233,211  1,811,16.
12,667,91  9,643,85. 8,197,51i 5919,65  4,721,56
6,765,100 5482,91 4,09855  3,34598 256542
4,646,11 3,24935 342523 206948  1,803,72!
539,46¢ 437,92 334,41 269,46 204,90:
1,089,56! 798,42 602,91¢ 434,46 294,90:
13.4¢ 10.9¢ 8.3¢ 6.8C 4.87
15.22 13.7¢ 14.5( 14.4% 16.1€
13.6F 11.9¢ 12.1€ 11.2¢ 11.6¢
8.3t 7.3t 7.4¢ 7.2¢ 7.47
1.4¢ 1.2z 1.2¢ 1.2¢ 1.4¢
2.92 3.2C 3.64 3.3¢ 4.2¢
3.24 3.5¢ 4.0¢ 3.91 4.8F
5.6€ 6.77 8.4z 9.21 9.2¢
2.7¢ 3.57 4.7¢ 5.82 5.0C
17.0¢ 14.9C 16.2( 21.21 21.0¢
25.2( 21.9( 22.1¢ 27.81 24.6¢
8.5¢ 8.2¢ 7.92 6.0F 7.07
14.4% 19.5¢ 19.91 19.72 17.9¢
39.91 40.81 41.81 46.9¢ 46.3:
54 54 48 48 48

1-Amounts presented were recalculated, when appécadblretroactively consider the effect of commtmtis splits.



2-Ratios for 1993 and thereafter were computed @xable equivalent basis.

3-Other operating expenses to the sum of net isitétieome and other income.
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1998

1997

1996

1995

1994

1993

1992

1991

$ 321,29t $ 28516(  $ 256,52,  $ 208,48t  $ 180,30
155,13( 130,42 113,02 96,83¢ 76,67+
166,16¢ 154,73 143,49¢ 111,65( 103,63!
76,00 55,67¢ 31,58: 30,89+ 17,67:
58,24( 39,86¢ 29,61 48,26¢ 18,16¢
91,79¢ 83,26¢ 82,49¢ 65,62¢ 60,76(

9,11¢

56,61 55,65: 49,91 63,39¢ 43,37
4,79¢ 8,12t 12,28: 14,29t 12,38¢
51,81 47 52¢ 37,63 49,101 30,98t
(426)

51,81 47 52¢ 37,63 49,101 30,55¢

$ 116 $ 108 $ 08 $ 105 $  0.67
(0.01)

$ 116 $ 10¢8 $ 08 $ 105 $  0.6¢€
$ 117 $ 108 $ 081 $ 107 $  0.6¢

$ 020 $ 01 $ 01 $  0.0F N/A
44,37¢ 45,05¢ 46,19 45 88¢ 44,96¢
44,78 45,30¢ 46,42t 46,67 46,28¢

$2,120,05. $1,959,30.  $1,896,07.  $1,556,60  $1,501,27
67,85t 57,71 55,25¢ 55,00¢ 37,41

1,800,48'  1,276,90! 830,98 785,74° 595,55t

4,017,35.  3,327,43 2,822,14 2,432,811 2,174,69;

1,775,04'  1,594,63! 1,703,92! 1,518,36 1,493,44!

1,930,48:  1,461,58, 889,66t 700,60 538,08
270,36t 236,37 191,14: 171,20: 120,01
270,36t 236,37 191,14: 171,20: 120,01!

6.11 5.2¢ 4.21 3.67 2.6€
17.3¢ 17.2¢ 15.2¢ 16.17 9.7¢
11.5¢ 11.07 9.3 9.9: 8.5(
6.5¢ 7.42 6.65 6.82 5.74
1.4¢ 1.62 1.4¢ 2.2z 1.52
4.7¢ 5.3( 5.4¢ 5.07 5.2¢
5.27 5.8¢ 6.0% 5.5¢ 5.65
9.8¢ 10.4F 10.6¢ 10.12 9.6:
5.07 5.1F 5.17 5.0% 4.4¢
20.5¢ 22.3( 20.4¢ 33.1¢ 29.07
20.5¢ 22.3( 20.4¢ 33.1¢ 29.07
7.22 7.32 7.2¢ 6.6¢ 5.27
17.12 15.1¢ 16.3¢ 5.0€ N/A
40.91 42.7¢ 47.6¢ 41.0¢ 49.8¢

40 36 36 36 32

FIRST BANCORF

$ 159,43
72,41
87,02(
18,66¢
17,12¢
56,99/

28,48(
6,52¢
21,95¢

6,84(
28,79¢

$ 0.4Z

0.14
$ 0.5¢
$ 0.6:

N/A

43,98:
49,41¢

$1,237,92
30,45
603,37:
1,913,90:.
1,398,24
400,97
92,78¢
92,78¢
2.0¢

9.0t
7.7¢
4.7(

1.5¢
4.7%
5.1C
9.1C
4.37
30.3¢
39.6¢
5.0¢
N/A
54.7:

33

$ 158,99
85,98¢
73,007
13,59¢
13,56:
54,74¢

18,22¢
2,87¢
15,35(
(870

14,48(

$  02°
(0.02)

$ 0.2¢
$ 0.27
N/A
42,87¢
51,09¢

$1,182,40
30,47¢
636,78:
1,888,75
1,359,44i
415,25
50,19
88,62
1.17

9.32
8.0¢€
4.6(

0.7¢
3.6¢€
4.04
8.8C
5.14
17.7¢
26.3i
4.3¢
N/A
63.2¢

33

$ 171,78!
109,94.
61,84
16,44
18,89t
51,42:

12,87¢

1,42(
11,45¢
(1,400)

10,05¢

$ 0.7
(0.09)

$ 0.1
$ 0.17
N/A
42,87¢
49,85¢

$1,264,38!
29,00:
564,43:
1,898,39!
1,396,06!
408,41
38,41(
74,14¢
0.9C

7.0¢
5.7¢
3.74

0.5¢
3.1¢
3.3¢
9.41
6.2z
14.3¢
20.2(
3.67
N/A
63.6¢

33
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FIRSTBANK
PUERTO RICO
Puerto Rico Branches
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7
1
3

Aguada
Aguas Buena
Arecibo
Barranquitas
Bayanon
Cabo Rojc
Caguas
Carolina
Cayey
Dorado
Guayame
Guaynahc
Humacac
Manai
Mayaclez
Ponce

San Jual
Toa Baja
San Sebasén
Yauco

SVI Branches

St. Thomas
St. Johr
St. Croix

BVI Branches

1

54

Tortola

MONEY EXPRESS
Puerto Rico Branches

1
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Aguadilla
Arecibo
Barranquitas
Bayandn
Caguas
Carolina
Cayey
Dorado
Fajarda
Guayame
Humacac
Isabela
Manai
Mayactiez
Ponce

Rio Grande
San Sebasén
San Jual
Toa Baja
Vega Baje
Yauco

FIRST LEASING &
RENTAL CORP
Puerto Rico Branches

1
1
1

Barcelonet:
Caguas
Cayey



Mayacliez
Ponce
San Jual
Toa Baja
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FIRST MORTGAGE
Puerto Rico Branches

1 Aguada

3 Bayanon

2 Caguas

4 Carolina

1 Cayey

1 Dorado

1 Guaynabc

1 Humacac

1 Manai

1 Mayactiez

1 Ponce

4 San Juai

21

FIRSTBANK
INSURANCE AGENCY
Puerto Rico Branches
1 Bayanon

1 Carolina

1 Dorado

9 San Jual

12

FIRSTBANK
INSURANCE AGENCY
VI

USVI Branches
1 St. Thomas

FIRST EXPRESS
USVI Branches
2 St. Thoma:s

1 St. Croix

3

FIRST TRADE
USVI & Barbados
Branches

1 St. Thoma:s
1 Barbados

2

FIRST BANCORF
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BUSINESS PROFILE

First BanCorp (“the Corporation”) is a publicly oaeh Puerto Rico-chartered financial holding compinay is subject to regulation,
supervision and examination by the Federal Red@oaed. First BanCorp operates two direct subsidfarirstBank Puerto Rico (“FirstBank
or the Bank”) and FirstBank Insurance Agency, FicstBank is a Puerto Ricchartered commercial bank, and FirstBank Insurdgsncy is
a Puerto Rico-chartered insurance agency. Firsti&asilbject to supervision, examination and regutdby the Office of the Commissioner
of Financial Institutions of the Commonwealth ofelfie Rico and the Federal Deposit Insurance Cotjporavhich insures its deposits
through the Savings Association Insurance Fund.Mitgn Islands’ operations of FirstBank are subjecregulation and examination by the
United States Virgin Islands Banking Board andHwy British Virgin Islands Financial Services Comsii®. FirstBank Insurance Agency is
subject to supervision, examination and regulatipthe Office of the Insurance Commissioner of @mnmonwealth of Puerto Rico.

First BanCorp is engaged in the banking businedganvides a wide range of financial services &ait and institutional clients. First
BanCorp had total assets of approximately $12libbjltotal deposits of approximately $6.8 billiand total stockholder’s equity of
approximately $1.1 billion at December 31, 2003s@&#hon total assets, First BanCorp is the secagddg locally-owned bank holding
company headquartered in the Commonwealth of Puerto

FIRST BANCORF PAGE 11
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Rico and the second largest depository institutioRuerto Rico.

FirstBank conducts its business through its mdiices located in San Juan, Puerto Rico, forty-tulbdervice banking branches in Puerto
Rico and twelve branches in the United States ¥itgliands (USVI) and British Virgin Islands (BVFirstBank has three subsidiaries with
operations in Puerto Rico, First Leasing and ReQtaporation, a vehicle leasing and daily rentahpany with nine offices in Puerto Rico,
First Federal Finance Corp. (d/b/a Money ExpresEibanciera), a finance company with twenty-eidifites in Puerto Rico and First
Mortgage, Inc., a residential mortgage loan oritiovacompany with twenty-one offices in FirstBanabches. FirstBank has three
subsidiaries with operations outside of Puerto RigstBank Insurance Agency VI, Inc., an insuraagency with one office that sells
insurance products in the USVI, First Trade, Imtich provides foreign sales corporation managersentices with an office in the USVI
and an office in Barbados, and First Express, dldo@ams company with three offices in the USVI.

First Mortgage, Inc. started operations speciajjizmthe origination of residential mortgage loansl related services in September 2003.
First Express started operations in the USVI in &uober 2003 and concentrates primarily in the oaigm of small loans in the Virgin
Islands.

PAGE12 2003 ANNUAL REPOR’
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Angel Alvarez-Pérez
Chairman

President

Chief Executive Officer

TO OUR STOCKHOLDERS:

On behalf of the Board of Directors and Officerd=akt BanCorp, | am pleased to submit our annegabrt for 2003, another excellent yeal
2003 First BanCorp earned $152.3 million, repraagr$3.04 per common share basic (or $2.98 onuedilbasis).

Excluding an after tax gain on the sale of a Igrget of the credit card portfolio which occurred2®03, earnings totaled $133.5 million,
which is $2.57 per common share (basic or $2.5Zpemmon share diluted). This represents an increb$25.5 million as compared to 20
when the Corporation earned $108 million.

Growth in 2003

First BanCorp grew substantially in 2003, and negrest income expanded by 9.5% or $25.4 millio§2®2.2 million. This growth was a k
factor in our outstanding performance. We achiahede results in spite of the narrow margins, whiate accompanied the current
environment of low interest rates.

Assets rose 31.4% from $9.6 billion at yeard 2002 to $12.7 billion at the end of 2003. Menk increased 25% to $7.0 billion, due most
increases in commercial and residential mortgageitg. Deposits increased 23% to $6.8 billion. tHdanCorp is the second largest
commercial bank in Puerto Rico.
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Along with the growth in loans and deposits, Fiestl, the Corporation’s bank subsidiary, continwelsroaden and deepen its operations in
Puerto Rico. In late 2003, First Mortgage, Inaesv subsidiary specializing in the origination admgage loans started operations from
twenty-one offices in FirstBank branches. In additive have started an institutional banking sectigh the goal of working more closely
with large private and governmental entities. 182Qhe Bank will open five new branches in Pu&ito. This wider distribution of services
will help the organization reach clients in allaseof the Island.

In the Virgin Islands, FirstBank has opened two meanches and relocated a third to a new, modeilityaA newly formed subsidiary, First
Express, is providing consumer finance serviceuto\irgin Islands clients. In addition, during 2Q@3rstBank entered into an agreement
with a major international brokerage house to gieviinancial and investment services in the US iitglands.

Strategic Alliances

In 2003, FirstBank entered into a business alliamite MBNA Corporation, one of the world’s largesedit card issuers. FirstBank and
MBNA together will be able to offer a wider selextiof credit card services to consumers in Pueito.R

In 2000, FirstBank entered into an agreement wittagor international brokerage house to providartial and investment services in its
branches. At year-end, their FirstBank branch effibad approximately $300 million in assets undemagement. Since 2000, First BanCorp
has a continuing arrangement with Goldman Sachsrumbich we provide consulting services for locaht issues.

For our clients, these strategic alliances aregimgnmore and better services. For FirstBank, tlenges permit us to limit growth in operat
expenses while earning additional income from faascommissions for the services we provide.

Other Competitive Advantages

Another key to our success is careful, prudentrobof costs. For several years, we have been fimgem state of the art technology to
improve service to our clients and increase efficiewhile adding more personnel and facilities eesgly in the Virgin Islands. These
investments led operating costs to increase fro@3 $dillion in 2002 to $164 million in 2003. Stithe Corporation’s efficiency ratio was
39.91% (43.15% excluding the sale of a credit gandfolio) in line with the 40.81% in 2002. Thidimis better than the average when
compared to other financial institutions in the kiag business.
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The quality of our loan portfolio was another factchich contributed to the Corporation’s recordffisdast year. Starting in 1998, we have
been improving loan underwriting, introducing tighpproval procedures and improving computer systd hese efforts have resulted in an
improvement in asset quality. During 2003, FirshBarp wrote off $41.4 million of loans on a netisg9.66% of the portfolio) compared
with $41.5 million (0.87% of the portfolio) in 200Roan loss reserves reached $126.4 million aettteof 2003 compared with $111.9
million for 2002. By December 31, 2003 the reseroeerage ratio (allowance for loan losses as agpgmge of non-performing loans) had
risen to 147.8% compared with 121.9% at the erDOPR. Maintaining good asset quality has been dtleeomost important ingredients of
our success.

We also rely heavily on our employees and the tafiservice they provide to our clients. All witf First BanCorp are in the midst of a
continuing program to improve service quality ihaakas of our operations. Marketing surveys hésve the positive results of these effc

Strengthening the Corporation’s Capital Base

For First BanCorp to be able to continue growind tking advantage of new opportunities, a soupitalsbase is necessary. In September
2003, First BanCorp issued $189.6 million in pempépreferred stock. Due to strong demand, theiaffebecame the largest single preferred
stock issue ever completed in Puerto Rico. This capital, plus retained earnings for the year vadid consolidated equity capital to reach
$1,089.6 million at year-end compared with $798ilion at the end of 2002.

Funding the Corporation’s Growth

During 2003, FirstBank also launched a new degmsitluct, the Cuenta Perfecta (Perfect Account)clvig highly competitive with accour
offered at other banks in Puerto Rico. This acctxastno monthly service charges for the first twarg, pays interest, requires no minimum
balance, and includes many free services such & @tess and internet banking. Management is cenffithat this account will prove
successful.

Community Service and Corporate Image

First BanCorp began operations in 1948 as “FirgieFal Savings Bank” and for many years was theinga8avings and Loan institution on
the Island. Even after converting to a commercaaikbin 1994, the Bank specialized in consumer legdr many years and still maintains
strong ties with the Puerto Rican community, hedpannumber of charitable organizations.

First BanCorp is lending $10 million to help fin@na massive urban renewal project in
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Santurce, where our home offices are located. Béfitials have taken a leading role in organizihg tproject, which involves five local
banks and the Puerto Rico Housing Finance Authority

FirstBank’s latest advertising campaign featuresiggsts demonstrating the same agility that chaiiaeteour staff. The Bank continues to
work on exceeding customer’s expectations.

Enhancing Shareholder Value

The efforts of Management and employees have ghid strong earnings growth. In 2003, the Corpmmraexperienced a return on common
equity of 25.20% (21.31% excluding the gain onghke of a credit card portfolio) compared with Z2#®in the previous year. The return on
assets was 1.46% (1.28% excluding the credit alej sompared with 1.23% in 2002. Our stock praféected these strong results,
increasing from $22.60 on December 31, 2002 to5538t the end of 2003. Our shareholders experieadethl return of 77.54% on their
investment during that year. Investors who heldtfanCorp stock over the ten-year period from yggat 1993 to year-end 2003 received a
cumulative total return of 1,133%, equivalent toaammualized return of 28.54%.

The Corporation has traditionally followed a consdive dividend policy, in the belief that we cagttier serve our shareholders by reinves
most of our profits in our growing business. In 20the dividend payout ratio was 14.43%. Officerd directors of First BanCorp own
approximately 10 percent of its shares. This shimes confidence in First BanCorp’s future and tlieimmitment to keep its fundamentals
sound.

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

Oty

Angel Alvarez-Pérez
Chairman

President

Chief Executive
Officer
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ECONG b

The island of Puerto Rico is a U.S. commonwealtinaipopulation of 3.8 million, located in the Gdmean approximately 1,600 miles
southeast of New York. Puerto Rico grew moderadelr most of the 1990’s, but its growth has pausedntly due to the U.S. recession.
Real GNP fell by 0.2% in the 2002 fiscal year, tigeew by 1.9% in fiscal year 2003 according toFherto Rico Planning Board. This
agency forecasts real growth of 2.9% in fiscal y2204, led by manufacturing exports and governrfirahced construction projects.

Puerto Rico’s economic performance is a naturallres its increasing integration into the U.S. romy. Puerto Ricans are U.S. citizens and
serve in the United States armed forces. The Isl@ed U.S. currency and forms part of the U.Snfife system. Federal courts enforce U.S.
laws here. Since Puerto Rico falls within the UdB.purposes of customs and migration, there istability of funds, people and goods
between Puerto Rico and the U.S. mainland. Puado'spanks are subject to the same Federal lagsilations and supervision as other
U.S. financial institutions. The Federal Deposgurance Corporation insures the deposits of Piidm chartered commercial banks,
including FirstBank, the banking subsidiary of EBanCorp.

Manufacturing is the backbone of Puerto Rico’s etoy, and many multinational corporations have il 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 leelercing island manufacturing employment. Still, Pu®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 trarnsgion.
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Annie Astor-Carbonell
Chief Financial Officer
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

This discussion and analysis relates to the accoympg consolidated financial statements of Firsh@arp (the Corporation) and should be
read in conjunction with the financial statememntd 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"‘®xplained in” shall be deemed to
incorporate by reference into this discussion aralyais 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 Cosionisin the Corporation’s press
releases or other public or shareholder commuicatr in oral statements made with the approvalnoduthorized executive officer, the
words or phrases “will be”, “will determine”, “withllow”, “intends to”, “will likely result”, “are &pected to”, “will continue”, “is anticipated”
“estimated”, “project”, “believe”, “should” or sirtdr expressions are intended to identify “forwaydlding statements” within the meaning of

the Private Securities Litigation Reform Act of 599

The future results of the Corporation could bectéd by subsequent events and could differ makefi@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 are based on managersentirent expectations, and to advise readery#natus factors, including regional and nationareamic
conditions, substantial changes in levels of mairketest rates, credit and other risks of lendind investment activities, competitive,
regulatory factors, and legislative changes andwatiing pronouncements, could affect the Corponéiéinancial performance and could
cause the Corporation’s actual results for futequls to differ materially from those anticipatadprojected. The Corporation does not
undertake, and specifically disclaims any obligatio update any forwarboking statements to reflect occurrences or ungrdied events ¢
circumstances after the date of such statements.

OVERVIEW

First BanCorp is the financial holding company o6Bank (“FirstBank or the Bank”), the second ksgcommercial bank in Puerto Rico.
Headquartered in San Juan, Puerto Rico, First Bamad $12.7 billion in assets at December 31, 20@Boperates full-service banking
branches in Puerto Rico and in the U.S. Virginnda(USVI) and British Virgin Islands (BVI). In aifidn, the holding company owns an
insurance agency and the Bank through its whollpedvsubsidiaries, operates offices in Puerto Rieializing in residential mortgage
loans originations, small personal loans, finamesés and vehicle rental, and subsidiaries in 8l dnd Barbados specializing in insurance
agency services, small personal loans and foreitgs £orporation management.

Financial Highlights

Although the long-awaited economic recovery did meterialize in fiscal year 2003, First BanCorpvg=eibstantially and improved its
financial performance. The Corporation recordediegs of $152,338,342 or $3.04 per common share bhasl $2.98 per common share
diluted, compared to $107,956,351 or $2.04 per comghare basic and $2.01 per common share dilate2DD2, and $86,001,444 or $1.74
per common share basic and $1.73 per common shateddor 2001. For 2003 as compared to 2002jmetme increased by $44,381,991
$0.97 per common share diluted, and for 2002 agpeaoed to 2001, by $21,954,907 or $0.28 per comrharediluted.

Assets rose 31% from $9.6 billion at year-end 2@0®12.7 billion at the end of 2003. Deposits ilased 23% to $6.8 billion. Net loans
increased 25% to $6.9 billion, mostly due to insesaof $341 million in commercial loans and $1,68Hion in residential real estate loans.
Consumer loans and finance leases grew by $40millh spite of increases in the loan portfolio &mel economic slowdown, net charge offs
as a percentage of average loans were at theistowa decade, mainly attributed to prior yeafferts that improved loan underwriting and
implemented tighter approval procedures, and taki@mge in the overall risk profile of the loan tfalio.

The Corporation’s earnings increase is mainly gslt of a significant growth in average earninggets of approximately $1,571 million
together with lower cost of funding, gains on salesvestments securities and a gain realizecherstile of a large part of the Corporation’s
credit card portfolio, net of increases in opemxpenses resulting mainly from the expansiohén\irgin Islands. As low interest rates
have persisted, the key source of revenue generatidghe Corporation, the net interest margin, ¢t@se under considerable downward
pressure. The net interest margin declined ovep#isé two years, from 4.08 percent for the yeall2@td 3.56 percent in 2002 to 3.24 per:
for 2003. Since the Corporation’s lending
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operations have continued to grow, especially coroiaeand residential mortgages, the interest due to volume have exceeded
interest spread contractions. The Bank is now aerdorersified institution after several years afdsing on the origination of commercial
loans and residential mortgage loans. A substaautilunt of the Corporation’s assets have variattérést rates. The majority of commercial
loans and mortgage loans have adjustable ratesressilt the Corporation is asset sensitive. Agyeiase in current interest rates should result
in increases in net interest margin, conversely,datrease in current interest rates should resdkcreases in the net interest margin. D
2003, the Corporation completed its investment isées portfolio restructuring which reduced its1siivity to rising interest rates. The
restructuring resulted in both, a growth in theeisiiment portfolio and increases in interest incinm® investments during the last half of the
year.

The 2003 provision for loan losses of $55.9 milliwas down $6.4 million from 2002. The decreaselte$tom lower charge-offs relative to
the size of the loan portfolios and diversificatioto secured lending areas such as residentiat@aminercial mortgage loans, as well as
stable delinquencies, especially in the Bank’s aores loan portfolios.

Gains on the sale of investments securities of3B8dllion mainly resulted from sales of mortgagesked securities made when the 10 year
Treasury note rate reached a low level during itlsé quarter of 2003 partially offset by other-thi@mporary impairments of $5.8 million.
Also during the fourth quarter, the Corporationctesd an agreement with MBNA Corporation, the warlldrgest independent credit card
lender, for the sale of approximately $114 millfre. large portion of credit card loans, which teliin a gain of approximately $31 million
before tax. This sale was made after a thoroughluatian of credit card loans opportunities in alieace with MBNA. Under the alliance,
which will benefit both companies, the Bank wilbpide full support to MBNA in the origination ofedit card loans in Puerto Rico, and
share in the revenues from this new business.

An important factor in the Corporationstrategy is prudent control of costs. For sewazats the Corporation has been investing in sttiee
art technology to improve service to its clientd @amcrease efficiency. This approach continuet@iQorporation as substantial investments
have been made in upgrading the performance, dgmaa speed of existing technology and adaptivg aes during 2002 and 2003. The
Corporation has maintained a better than averdggeefcy ratio of approximately 40%, when compateather financial institutions in the
banking business.

The increase in operating expenses of $31 milliomf$132.8 million in 2002 to $164.0 million in 2@ mainly attributed to the full year
cost of JP Morgan Chase Virgin Islands operatiaggiged in October 2002, which represented $19ldomiof the increase. The additional
costs from the Virgin Islands operations are mbemtcompensated by the increases in income atibkeuto this operation. Also increases in
operating expenses are the result of the Corporatmmntinuous investment in technology to prowide latest in delivery channels to its
commercial and consumer lending business and tgeheral growth in the subsidiary Bank’s operatiovisich required increases in salaries,
occupancy and technology expenses. Operating egpaitso increased due to significant expenditunesnoadvertising campaign to support
the introduction of First Mortgage Inc., the nevbsidiary specializing in mortgage loans originasipa campaign to introduce a new deposit
product, namely the “Cuenta Perfecta”, targetati@tretail segment, and a new image campaign ésubsidiary Bank operations.

Return on average assets was 1.46% for 2003, a8&oIfor 2002 and 1.28% for 2001. Return on aveeagsgty was 17.06% for 2003,
14.90% for 2002 and 16.20% for 2001. Return onagyeicommon equity was 25.20% for 2003, 21.90% 0622and 22.13% for 2001.

In September 2003, the Corporation issued $189l®dmof the Corporation’s “Series E Perpetual Bredd Stock”. This issuance will

support the Corporation’s continuous growth andadetor new business opportunities. During 2003tHanCorp expanded its operations
through the establishment of First Mortgage Insubsidiary specializing in the origination of mitial mortgage loans and related services.
Since November 2003, a newly formed subsidianstfExpress Inc., is providing consumer financeiserto Virgin Islands clients.

As aforementioned, the Corporation’s subsidiaryBamntered into a long-term strategic marketingaaltie with MBNA Corporation. As part
of the alliance, FirstBank became an MBNA Finantiatitution Partner in Puerto Rico and is the dalierto Rico based financial institution
whose credit cards are issued by MBNA.

The following table provides a reconciliation afidincial information, as reported under accountimgciples generally accepted in the United
States of America (GAAP), to information excludithg after tax effect of the gain on sale of thalitreard loans to MBNA. Management
believes this presentation is useful to investsrd provides information excluding the effect bétgain on this sale.
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First BanCorp
Year ended December 31, 2003

Efficiency
Earnings for Year Basic EPS Diluted EPS ROA ROCE Ratio
Under GAAP as reporte $152,338,34 $ 3.04 $ 2.9¢ 1.46% 25.2(% 39.91%
Effect of the after tax gain on the sale of a
large part of the subsidiary bank’s credit
card loan: (18,840,06) (0.47) (0.4¢) (0.18%) (3.89%) 3.2/%
Excluding effect stated abo $133,498,27 $ 2.57 $2.52 1.28% 21.31% 43.1%%
I | | | | |

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 to the
Corporation’s financial statements. The reportedams are based on judgments, estimates and assomptade by Management that affect
the recorded assets and liabilities and contingssgts and liabilities at the date of the finansfialements and the reported amounts of
revenues and expenses during the reporting peradsal results could differ from those estimaiésdjfferent assumptions or conditions
prevail.

Investments Classification and Valuation

The Corporation classifies its investments in detat equity securities into trading, held to mayuaihd available for sale securities at the time
of purchase. The available for sale securitiecarged at fair value, with unrealized holding gaand losses, net of deferred tax effects,
reported in other comprehensive income as a sepaoatponent of stockholders’ equity. The fair valoéthese securities were calculated
based on quoted market prices and dealer quotesigéh in the assumptions used in calculating ihedlues such as interest rates, estim
prepayment rates for such securities subject tpgyraent risk and discount rates could affect tpented valuations. Held to maturity,
securities are accounted for at amortized cosdifgasecurities, if any, are reported at fair valith unrealized gains and losses included in
earnings. For 2003 and 2002, the Corporation dtcholtl investment securities for trading purposes.

Evaluation for Other-than-temporary Impairment on A vailable for Sale and Held to Maturity Securities

The Corporation evaluates its investment securitiesnpairment. An impairment charge in the Cordatied Statements of Income is
recognized when the decline in the fair value gestments below their cost basis is judged to berahan-temporary. The Corporation
considers various factors in determining whethshduld recognize an impairment charge, includimg,not limited to the length of time and
extent to which the fair value has been less tteoadst basis, and the Corporation’s intent anlitybd 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 obidget and its cash and capital generation abilitydAcember 31, 2003, the Corporation did
not hold any investment securities with significantealized losses sustained for more than one YearCorporation’s accounting policy for
other-than-temporary impairment is included in N@tef the Corporation’s financial statements. Se&eM of the Corporation’s financial
statements, which discloses amounts of impairmieaitges recognized during 2003 and other relatedtjative and qualitative information.

Allowance for Loan Losses

The Corporation maintains the allowance for loessés at a level that Management considers adeualdsorb losses inherent in the loan
portfolio. The adequacy of the allowance for loassks is reviewed on a quarterly basis as pahieoéantinuing evaluation of the quality of
the assets. Groups of small balance, homogeneauns &re collectively evaluated for impairment. Poetfolios of residential mortgage loa
consumer loans, auto loans and finance lease®asidered homogeneous and are evaluated collacfimeimpairment. In determining
probable losses for each category of homogeneauls pbloans, Management uses historical infornmagibout loan losses over several
periods of time that reflect varying economic caiotis and adjusts such historical data based oautrent conditions, considering
information and trends on charge-offs, non-acclaehs, risk characteristics relevant to the paldicloan category and delinquencies. The
Corporation measures impairment individually fassh commercial and real estate loans with a prah&iglance exceeding $1 million. An
allowance for impaired loans is established basethe present value of expected future cash flavitkefair value of the collateral, if the
loan is collateral dependent. Accordingly, the nneasient of impairment for loans evaluated individumvolves assumptions by
Management as to the amount and timing of cashsflovbe recovered and of appropriate discount.réiféen the loans are collateral
dependent, Management generally obtains an inde-
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pendent appraisal. Those appraisals also involma&ies of future cash flows and appropriate diatoates or adjustments to comparable
properties in determining fair values.

The Corporation’s primary lending area is PuertooRThe Corporation’s subsidiary Bank also lendheU.S. and British Virgin Islands
markets. At December 31, 2003, there is no sigaificoncentration of credit risk in any specifidustry.

Income Taxes

The Corporation is routinely subject to examinatifmom governmental taxing authorities. Such exatims may result in challenges to the
tax return treatment applied by the Corporatiosgecific transactions. Management believes thaassemptions and judgment used to re
tax-related assets or liabilities have been appatsrThere are currently no open income tax ingasons. Should tax laws change or the tax
authorities assumptions differ from Management&iagtions, the result and adjustments requiredddoave a material effect on the
Corporation’s results of operation. Informationagtjng income taxes is included in Note 23 of tleegOration’s financial statements.

Accounting Pronouncements

During 2003, the Financial Accounting StandardsrBd&ASB) issued several accounting pronouncemeatsely FASB Interpretation
(FIN) No. 46R,Consolidation of Variable Interests Entities, an Interpretation of ARB 51, Statement of Financial Accounting Standard
(SFAS) No. 149Amendment of Statement 133 on Derivative Instruments and Hedging Activities, SFAS No. 150Accounting for Certain
Instruments with Characteristics of both Liabilities and Equity and the Accounting Standards Executive Committage8tent of Position
(SOP) No. 03-Rccounting for Certain Loans or Debt Securities Acquired in a Transfer. The adoption of these pronouncements did not hi
significant impact on the Corporation’s financittements. Refer to Note 2 of the Corporation’afiicial statements for a summary of the
major provisions of these pronouncements. The Qatjmm’s results of operation could be affectedhry effect of new accounting
pronouncements issued in the future.

RESULTS OF OPERATIONS

The Corporation’s results of operations depend arilgnon its net interest income, which is the @iffince between the interest income earned
on interest earning assets, including investmeruréiges and loans, and the interest expense eneistt bearing liabilities, including deposits
and borrowings. Net interest income is affectedidryous factors including the interest rate scendhe volumes, mix and composition of
interest earning assets and interest bearingitiabiland the re-pricing characteristics of thassets and liabilities. The Corporation’s results
of operations also depend on the provision for loases, operating expenses (such as personnehatry and other costs), other income
(mainly service charges and fees on loans), gairsate of investments and loans and income taxes.

Net Interest Income

Net interest income increased to $292 million 802 from $267 million in 2002 and $236 million iB@L. The increase in net inter
income for the year 2003 was mainly driven by vaduncreases of $1,571 million in the Corporaticaverage earning assets, specially
commercial and residential real estate loans.

The following table includes a detailed analysisef interest income. Part | presents average wduand rates on a tax equivalent basis and
Part Il presents the extent to which changes erést rates and changes in volume of interesteg@tsets and liabilities have affected the
Corporation’s net interest income. For each categbearning assets and interest bearing liabslitieformation is provided on changes
attributable to changes in volume (changes in velumultiplied by old rates), and changes in ratages 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 cmdlotals.
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Part |

Year ended December 31,

Earning asset:

Money market investmen
Government obligation
Mortgage backed securiti
Corporate bond

FHLB stock

Total investment
Consumer loan
Residential real estate loa
Construction loan
Commercial loan
Finance lease

Total loans(2)

Total earning asse

Interest bearing liabilities

Interest bearing checking accou

Savings accoun
Certificate account

Interest bearing depos
Other borrowed fund
FHLB advance:

Total interest bearing liabilitie

Net interest incom

Interest rate spree
Net interest margil

[Continued from above table, first column(s) repet

Part |
Year ended December 31,

Earning asset:
Money market investmen
Government obligation
Mortgage backed securiti
Corporate bond
FHLB stock
Total investment

Consumer loan
Residential real estate loa
Construction loan
Commercial loan
Finance lease

Total loans(2)

Total earning asse
Interest bearing liabilities

Interest bearing checking accou

Savings accoun
Certificate account
Interest bearing depos

2003

$ 455,86t
850,51t
2,257,61
181,06:
40,44"

3,785,50!

1,198,96.
2,286,80!
314,58t
2,340,74
150,83.

6,291,93

$10,077,44

$ 259,44
922,88
4,158,11.

5,340,44
2,965,711
633,69:

$ 8,939,85.

Average volume

Interest income (1) / expense

2002 2001 2003 2002 2001
(Dollars in thousands)

$ 60,52 $ 46,51: $ 449 % 99¢ $ 1,47¢
1,236,28. 588,93: 48,91 56,13( 35,95¢
2,144,23i 1,711,98I 116,77¢ 147,77¢ 126,09¢
259,84( 247,09 7,79z 15,49: 21,23(
32,58¢ 21,841 1,20¢ 1,63t 1,28¢
3,733,46! 2,616,36: 179,18: 222,03t 186,04¢
1,048,28. 1,036,63 152,93 142,61: 140,05(
1,283,711 869,37 107,77 74,41 65,49¢
223,62° 219,89( 14,82 11,72¢ 17,32:
2,080,89: 1,584,91I 101,29: 110,31! 119,86°
136,85 127,87: 14,67( 14,65¢ 14,66:
4,773,36. 3,838,68: 391,50: 353,72: 357,39°
$8,506,82 $6,455,04 $570,68. $575,75¢ $543,44!
| | L] L] I
$ 215,46. $ 186,11: $ 3,42¢ $ 514¢ $ 5,92¢
609,32: 436,59! 11,84¢ 14,60: 12,95«
3,622,91 2,859,18: 97,26¢ 113,48t 141,87¢
4,447,70. 3,481,88 112,54: 133,23! 160,75¢
2,868,21. 2,125,02: 112,51 123,92! 106,85¢
339,47 256,35 19,41¢ 16,02« 12,58¢
$7,655,39. $5,863,26. $244,47. $273,18: $280,20:
| | L] L] I
$326,21. $302,57" $263,24-
— — —

Average rate (1)

2003

2002 2001

(Dollars in thousands)

0.9<%
5.7%
5.17%
4.3(%
2.98%
4.7%
12.7¢%
4.71%
4.71%
4.32%
9.7:%
6.22%
5.6€%

1.32%
1.28%
2.3%%
2.11%

1.65% 3.17%
4.54% 6.11%
6.8<% 7.31%
5.9% 8.5¢%
5.02% 5.9(%
5.95% 7.11%
13.6(% 13.51%
5.8(% 7.52%
5.24% 7.88%
5.3(% 7.5€%
10.71% 11.4%
7.41% 9.31%
6.77% 8.42%
2.3% 3.1&%
2.4(% 2.91%
3.1%% 4.9¢%
3.0(% 4.62%

[Additional columns below



Other borrowed fund 3.7% 4.32% 5.02%
FHLB advance:! 3.0€% 4.72% 4.91%

Total interest bearing liabilitie 2.7% 3.5 4.78%
Interest rate spree 2.92% 3.2(% 3.64%
Net interest margil 3.2% 3.5€% 4.08%

(1) On a tax equivalent basis. The tax equivalent yiedd computed dividing the interest rate spreadxampt assets by (1- Puerto Rico
statutory tax rate of 39%) and adding to it thet odsnterest bearing liabilities. When adjustedattax equivalent basis, yields on taxable and
exempt assets are comparative.

(2) Non-accruing loans are included in the averageniaks

Part Il 2003 compared to 2002 2002 compared to 2001
Increase (decrease) Increase (decrease)
Due to: Due to:
Volume Rate Total Volume Rate Total
(In thousands)
Earning asset:
Money market investmen $ 5,217 $ (1,717%) $ 3,49% $ 33 $ (81Y $ (477
Government obligation (29,85¢) 12,63¢ (7,21%) 34,457 (14,287 20,17¢
Mortgage backed securiti 6,83¢ (37,840 (31,007 30,81t (9,139 21,68:
Corporate bond (4,01%) (3,68¢€) (7,700 92¢ (6,66%) (5,737
FHLB stock 314 (743) (429 587 (24)) 34¢€
Total investment (12,506 (31,349 (42,859 67,12¢ (31,139 35,98¢
Consumer loan 19,86( (9,53%) 10,32t 1,58( 982 2,56%
Residential real estate loa 52,71( (29,345 33,36¢ 27,61¢ (18,709 8,91¢
Construction loan 4,52¢ (1,430 3,09¢ 24k (5,847) (5,599
Commercial loan 12,51 (21,53 (9,022 31,90: (41,459 (9,552)
Finance lease 1,42¢ (1,41¢) 13 99: (995) 2
Total loans 91,03¢ (53,259 37,77¢ 62,331 (66,017) (3,679
Total interest incom 79,53: (84,607 (5,07%) 129,46 (97,149 32,31«
Interest bearing liabilities
Deposits 22,77¢ (43,472) (20,699 36,76: (64,285 (27,529
Other borrowed fund 3,95¢ (15,369 (11,419 34,74 (17,67%) 17,061
FHLB advance: 11,45: (8,05¢) 3,39¢ 4,00z (5639) 3,43¢
Total interest expens 38,18¢ (66,899 (28,719 75,50¢ (82,529 (7,017
Change in net interest incor $ 41,34¢ $(17,70%) $ 23,63¢ $ 53,95¢  $(14,62%) $ 39,33:
L] L] I I I I
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Total interest income includes tax equivalent adjgesnts of $34 million, $36 million and $27 millidar 2003, 2002, and 2001, respectively.
On a tax equivalent basis, net interest incomeeesrd to $326 million for 2003 from $303 milliom 002, and $263 million for 2001. The
interest rate spread and net interest margin aredunt2.93% and 3.24%, respectively, for 2003 omspared to 3.20% and 3.56%,
respectively, for 2002 and to 3.64% and 4.08%,eetbgely, for 2001.

2003 compared to 2002

On a tax equivalent basis, interest income decdelag&5.1 million for 2003 as compared to 2002. Téneequivalent yield on earning assets
was 5.66% for 2003 as compared to 6.77% for 2082.decrease in interest income as compared t@the period last year is mainly
attributed to the interest rate sensitivity of astantial part of the Corporation’s assets whichlted in further interest yield decreases in
2003, given the low interest rate scenario thatdeasisted during the last few years. Significaariances due to rate were noted specifically
on the Corporation’s mortgage-backed securitiescamamercial loans. The variance due to rate omtbegage-backed securities is
attributed to accelerated prepayments and subsepmacement with lower yield securities and theiances on commercial loans is mainly
attributed to the re-pricing of loans which rates @ariable.

The variances due to rate were partially offsesigpificant volume increases in the Corporatioetsding operations. As shown in Part |, the
Corporation experienced continuous growth of iemlportfolios. Average loans increased by $1,51iamicompared to 2002. Residential
real estate loans and commercial loans, accountetid largest growth in the portfolio, with aveeaglumes rising $1,003 million and

$260 million, respectively. The Corporation’s Basubsidiary is now a more commercial base instituéifier several years of working on a
strategy to reduce the loan portfolio risk and eehia diversified asset base. For the loan pastftiie growth in average volume represen
positive increase of $91 million in interest incothee to volume. The negative $53 million decreasaterest income due to rate, mentioned
earlier, is mainly attributed to the floating ratearacteristics of a substantial portion of thepdoation’s portfolio and to the origination of
new loans in a lower rate environment. At Decen®ier2003, approximately 75% of the commercial, Gif%the residential mortgage and
90% of the construction portfolios have floatintesa

Average investment securities increased by $52anilDuring 2003, the Corporation restructuredriteestments portfolio. Prepayments on
mortgaged backed securities and repayments orbtmalacurities accelerated when compared to rédstatrical experience, also substantial
profits were realized on the sale of investmentsgtes early in 2003. A substantial amount frora giroceeds of accelerated prepayments on
mortgage-backed securities, prepayments on caléaulerities and proceeds from sales of securit@e waintained in money market
instruments for a substantial part of 2003, whixpl&ins the increase in the average volume of theay market instruments and the decr

in the average volume of other components, sugoasrnment obligations, when compared to 2002.fmajrity of the proceeds mentioned
above were reinvested in the third quarter of 2088n the Corporation reentered the longer-termstment market and at the same time
grew its investments portfolio by purchasing apprately $2 billion of 15 year FNMA mortgagebackestsrities. For such reasons, interest
income from investments was affected during a plenibich extended from the first quarter to thedlguarter of 2003, when the restructul
was completed. The Corporation’s Bank subsidiatgrast income increased after the reinvestmerteoptepayments and sales proceeds
during the third quarter of 2003. The tax equivabarerage yield on investment securities was 4.#82003 and 5.95% in 2002. The decre

in the average yield on investments, as compar20@@, is primarily a result of a 172 basis poiatrase in the yield earned on mortgage-
backed securities given the acceleration of pregaysnon these securities, which in turn accelerdte@mortization of premiums paid upon
the acquisition of such investments.

On the liabilities side the Corporation benefiteahf a low interest rate environment, as the cofinds decreased when short term liabilities
re-priced and new short-term (i.e. deposits andn@yase agreements) and long-term (i.e. long-tepurchase agreements and other
advances) liabilities were originated at lower sataterest expense decreased by $29 million f6B82% compared to 2002. This was the
result of the decrease in the average rates aksitbearing liabilities, which generated a positiate variance of $67 million, that was
partially offset by increases in the average voluhkabilities to support the Corporation’s growth

In summary, on a rate/volume basis the Corporatiost interest income (on tax equivalent basigeased by approximately $23.6 million,
as a result of a positive volume variance of $4ilBon, net of a negative rate variance of $17ifliam. The net interest margin declined
from 3.56 percent for the year 2002 to 3.24 peré@m2003. The Corporation’s lending operationsénhagntinued to grow, especially
commercial and residential mortgages, and thesenmincreases have exceeded interest spreadsatmmsaresulting in an increase of tax
equivalent net interest income as compared to 2002.
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2002 compared to 2001

On a tax equivalent basis interest income increhge®B2 million for 2002 as compared to 2001. Qaxaequivalent basis the yield on
earning assets was 6.77% for 2002 as compared28afor 2001. The increase in interest income tedutom the growth in the average
volume of interest earning assets of $2,052 miliiloA002, partially offset by lower yields due tmder market rates. The economic slowdown
led the Federal Reserve Bank to cut the federalfuate several times during 2001 and 2002 to 1,28%west level since 1962, which
resulted in a lower average cost of fund (3.57%Heryear ended 2002 versus 4.78% for the yearde2@@l). On a rate/volume basis, the
increase of $39 million in net interest income éot@x equivalent basis) resulted from of a posiiwkime variance of $54 million, net of a
negative rate variance of $15 million. The negatate variance was mainly due to the high levelasfable rate assets, and the accelerati
prepayments on the Corporation’s mortgage-backearisies.

As shown in Part |, the Corporation continued tpaxience growth in its loan portfolio during 2002tal average loans increased by

$935 million as compared to 2001. Residential estdte loans and commercial loans, accounted édatlyest 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 ongoing &gy of maintaining a diversified asset base. Rerlban portfolio, the growth in average
volume represented an increase of $62 million iergst 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 atudthe origination of new loans in a lower
rate environment. At December 31, 2002, approxilpat®% of the commercial, 49% of the residentialrtgage and 88% of the construction
portfolios had floating rates.

Average investment securities increased by $1,1illiom 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 mortgaglkacked securities also had a negative variandedasiieased £
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 reaeance of $83 million, that was partially offdést increases in the average volume of
liabilities to support the Corporation’s growth.

Provision for Loan Losses

During 2003, the Corporation provided $55.9 millfon loan losses, as compared to $62.3 millionGd82and $61 million in 2001. The
decrease in the provision is mainly attributedotedr charge offs as a result of diversificatiomisécured lending areas such as residenti:
commercial mortgage loans. Net charge offs amoutat&d 1.4 million for 2003, $41.5 million for 2002nd of $47.0 million for 2001. The
ratio of net charge offs to average loans outstanptdas improved to 0.66% as compared to 0.87% &2%d for 2002 and 2001, respectively.
The charge offs ratio is at the lowest level in entivan ten years, in spite of the economic slowdde improvement when compared to
recent historical data is attributed to improverséntthe Corporation’s underwriting standards, tradministration policies and an effective
risk management infrastructure.
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The allowance activity for 2003, and previous fgaars was as follows:

Year ended December 31, 2003 2002 2001 2000 1999
(Dollars in thousands)
Allowance for loan losses, beginning of y: $111,91: $ 91,06( $ 76,91¢ $71,78¢ $ 67,85¢
Provision for loan losse 55,91¢ 62,30 61,03( 45,71¢ 47,96(
Loans charged of
Residential real sta: (475) (555 (192
Commercial and Constructic (6,48¢) (4,647 (9,529 (3,469 (825)
Finance lease (2,424 (2,539 (2,31¢€) (2,145 (799
Consume (38,74 (41,267) (42,349 (46,227 (52,047
Recoveries 6,68 7,54( 7,391 9,801 9,04¢
Net charge offt (41,449 (41,45) (46,989 (42,029 (44,61
Other adjustments (: 10C 1,44( 587
Allowance for loan losses, end of y $126,37¢  $111,91: $ 91,06( $ 76,91¢ $71,78¢
L] I L] I I

Allowance for loan losses to year end total loamd a

loans held for sal 1.7% 1.9% 2.11% 2.2(% 2.61%
Net charge offs to average loans outstanding duhia
period 0.6€% 0.87% 1.22% 1.36% 1.9(%

(1) Other adjustments mainly consist of the carryingvednce of the loan portfolios acquire

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 nuofilfectors, including the following: historical Indoss experience, projected loan losses,
loan portfolio composition, current economic coiatis, changes in underwriting process, fair valihe underlying collateral, financial
condition of the borrowers, and, as such, incluatesunts based on judgments and estimates made tggiaent. The increase in the
allowance is mostly attributable to the growthtad tommercial loan portfolio in the year 2003, thge with the seasoning of this same
portfolio, which has been growing significantly en1998.

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 collaterakthié loan is collateral dependent.
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Other Income

The following table presents the composition ofeotimcome.

Year ended December 31, 2003 2002 2001
(In thousands)
Other fees on loar $ 20,61% $ 21,441 $19,63:
Service charges on deposit accol 9,527 9,20( 9,21z
Mortgage banking activitie 3,01« 3,54( 1,562
Rental income 2,22¢ 2,28t 2,29:
Other commissions and fe 1,52¢ 1,081 1,511
Insurance incom 4,25¢ 2,26¢ 70C
Dividends on equity securiti¢ 703 70E 66¢
Other operating incom 10,481 10,03: 7,792
Other income before net gain on sale of investmeaiis on sale of credi
cards portfolio and derivatives gain (lo 52,35( 50,55: 43,37
Gain on sale of investmer 40,617 48,87: 9,60¢
Impairment on investmen (5,76J) (36,877)
Gain on sale of investments, 1 34,85¢ 12,00! 9,60¢
Gain on sale of credit cards portfo 30,88t
Derivatives gain (loss 61¢ (4,062
Total $118,71( $ 58,49: $52,98(
| | |

Other income primarily consists of fees on loaesyise charges on deposit accounts, commissiomgediirom various banking activities,
securities and insurance activities, net gain ¢m shinvestments, and derivatives gain (loss).eDthcome for 2003 includes a gain on the
sale of a large part of the Corporatisicredit card portfolio. The portfolio sold appnméted $114 million. This sale is further explaimedhe
overview section of this document.

Other fees on loans consist mainly of credit caesfand late charges collected on loans.

Service charges on deposit accounts includes mpofgas on deposit accounts and fees on returnegaddheck services, which represent
an important and stable source of other incomé¢h@iCorporation.

Mortgage banking activities income includes gainsale of loans and the servicing fees on residiemrtgage loans originated by the
Corporation and subsequently securitized or so&dn&on sale of loans amounted to approximatel§ 8llion in 2003 (2002-$3.4 million,
2001-$1.2 million).

The Corporation’s subsidiary, First Leasing andt®e@orporation, generates income on the rentababus types of motor vehicles. This
source of income has averaged approximately $2IBbmin the past three years.

Insurance income consists of commissions earndgbébZorporation’s subsidiary FirstBank Insuranceiay, Inc., and the Bark’subsidian
in the U.S.V.l, FirstBank Insurance V.I., Inc.
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Other commissions and fees income is the resa@hafgreement with Goldman, Sachs & Co. to partieipabond issues by the Government
Development Bank for Puerto Rico, and an agreemvihta international brokerage house doing busimegsierto Rico to offer brokerage
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 net gain on the sale of investment securigéisats gains or losses as a result of sales thatansistent with the Corporatieninvestmer
policies and strategy as well as other-than-temganapairment charges on portfolio securities. RééeNote 8 to the financial statements for
further discussion on investment activities anceothan-temporary impairment charges.

As explained in Note 27 of the Corporation’s finmhstatements, the derivatives gain for 2003 cziagnainly of an unrealized gain of
$1.1 million due to the valuation to fair valueabportfolio of swaps that does not qualify for hedgcounting under GAAP.

Other Operating Expenses

Other operating expenses amounted to approxim@ieé¢ million for 2003 as compared to $132.8 millfon2002 and $120.9 million for
2001. The following table presents the componehtdter operating expenses.

Year ended December 31, 2003 2002 2001
(In thousands)

Salaries and benefi $ 75,21 $ 59,43: $ 54,70
Occupancy and equipme 36,39« 29,01t 24,99:
Deposit insurance premiu 80¢€ 74€ 64%
Other taxes, insurance and supervisory 10,32¢ 8,91¢ 7,80¢
Professional and service fe 9,40z 7,68¢ 7,931
Business promotio 12,41* 9,30¢ 7,50¢
Communication: 6,95¢ 5,85¢ 5,39¢
Expense of daily rental vehicl 1,64z 1,58¢ 1,57¢
Other 10,83¢ 10,215 10,30(
Total $163,99:- $132,75¢ $120,85:

| | |
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Management’s goal is to limit expenditures to thitee directly contribute to increase the efficigngervice quality and profitability of the
Corporation. This control over other operating exges has been an important factor contributingddricrease in earnings in recent years.
The Corporation’s efficiency ratio, which is theioaof other operating expenses to the sum ofmtetést income and other income, remained
in line with prior years at 39.91% for 2003 as cangal to 40.81% and 41.81% for 2002 and 2001, résphc The Corporation has
maintained a better than average efficiency ratierwcompared to other financial institutions in bla@king business, while it has provided
the latest in delivery channels for its commeraiadl consumer financial products and services.

The increase in operating expenses for 2003 islynatitributed to the full year cost of JP MorganaSa Virgin Islands operations acquired in
October 2002, which represented approximately $afllibn of the $31 million increase as compare@@2. The additional costs from the
Virgin Islands operations are more than compendaydtie increases in income attributable to thisrafion. Also increases in operating
expenses are the result of the Corporation’s coatis investment in technology to provide the laiteskelivery channels to its commercial
and consumer lending business and to the generatlyin the subsidiary Bank’s operations, whichuiegd increases in salaries, occupancy
and technology expenses. Operating expenses alsaged due to significant expenditures on an &idigy campaign to support the
introduction of First Mortgage Inc., the new suligiyl specializing in mortgage loans originationgampaign to introduce a new deposit
product, namely the “Cuenta Perfecta”, targetati@tretail sesgment, and a new image campaign ésubsidiary Bank operations.

Income Tax Expense

The provision for income tax amounted to $39 mill{or 20% of pre-tax earnings) for 2003 as comp#rek2 million (or 17% of pre-tax
earnings) in 2002, and $20 million (or 19% of pag-earnings) in 2001. The increase in the effedxeate, when compared to 2002, is
mainly due to an increase in total average taxabdets, specifically commercial and residentialtgage loans, as a percentage of total
average assets and the increase in other taxafdmincluding the gain on sale of credit card oEnMBNA. The Corporation has
maintained an effective tax rate lower than theustay rate of 39% mainly by investing in governrehligations and mortgage-backed
securities exempt from U.S. and Puerto Rico inctarecombined with gains on sale of investments bglthe international banking
divisions (IBE’s) of the Corporation and the Baitkese divisions were created under the Interndti®aaking Entity Act of Puerto Rico,
which provides for total Puerto Rico tax exemptimnet income derived by the IBE’s operating inflRuRico. On January 8, 2004, the
Governor of Puerto Rico approved an amendmenttdnternational Banking Center Regulatory Act; whilmposes income tax at statutory
rates on the IBE’s net income that exceeds 20%eBank’s total net taxable income plus the netime generated by the IBE. The
amendment, which applies only to IBE’s that opeest@ unit of a bank, is effective for fiscal yelaeginning after June 30, 2003. The
amendment provides for a transitional period duvitgch the limitation for 2004 will be 40%, 30% 2005 and finally 20% in 2006 and
thereon. Management estimates that the financighatof the amendment is not likely to be mataaahe Corporation. For additional
information relating to income taxes, see Note 2Be Corporation’s financial statements.
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FINANCIAL CONDITION

The following table presents an average balancetstighe Corporation for the following years:

Assets

Interest earning asse

December 31,

Money market investmen

Government obligation

Mortgage backed securiti

Corporate bond
FHLB stock

Total investment

Commercial loan

Consumer loan

Residential real estate loa

Construction loan

Finance lease

Total loans

Total interest earning asst

Equity securitie:

Total nor-earning assets (:

Total asset

Liabilities and stockholders’ equity

Interest bearing liabilities
Interest bearing checking accou

Savings account

Certificate account

Interest bearing depos
Other borrowed fund

FHLB advance:!

Total interest bearing liabilitie
Total nor-interest bearing liabilitie

Total liabilities

Stockholder' equity

Total liabilities and stockholde’ equity

2003

$ 455,86t
850,51(
2,257,61
181,06:
40,44’

3,785,50!

2,340,74.
1,198,96.
2,286,80!
314,58t
150,83:

6,291,93

10,077,44
34,02¢
318,78

$10,430,26

$ 259,44
922,88
4,158,11.

5,340,44!
2,965,71.
633,69;

8,939,85.
597,65:

9,537,50:
892,76(

$10,430,26

2002
(In thousands)

$ 60,52
1,236,28.
2,144,23

259,84(
32,58¢

3,733,46!

2,080,89.
1,048,28:
1,283,71
223,62
136,85:

4,773,36.

8,506,82!
52,70:
188,69:

$8,748,22.

$ 215,46.
609,32:
3,622,91

4,447,70.
2,868,21.
339,47

7,655,39
368,31t

8,023,70!
724,51.

$8,748,22.

(1) Includes the allowance for loan losses and theat@n on investments securities available for ¢
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2001

$ 46,51
588,93:
1,711,98
247,09:
21,84:

2,616,36

1,584,911
1,036,63
869,37:
219,89(
127,87:

3,838,68:

6,455,04
48,12:
198,23

$6,701,40:

$ 186,11:
436,59!
2,859,18

3,481,88
2,125,02.
256,35¢

5,863,26:
307,23

6,170,501
530,90:

$6,701,40:
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Assets

The Corporatiors total assets at December 31, 2003 amounted t@ $lon, $3.1 billion over the $9.6 billion atd@ember 31, 2002, mair
due to the growth in the Corporation’s loan poitfaluring 2003 and growth of the investments pdidfim the last half of 2003.

The following table presents the composition ofldan portfolio including loans held for sale aby@nd for each of the last five years.

% of % of % of % of % of
December 31, 2003 Total 2002 Total 2001 Total 2000 Total 1999 Total
(Dollars in thousands)
Residential
real estate
loans $2,879,01. 41  $1,854,06! 33 $1,011,90i 23 $ 746,79. 21 $ 473,56 17
Commercial
real estate
loans 889,15t 13 813,51 14 688,92: 16 438,32: 13 371,64 14
Construction
loans 328,17! 4 259,05: 5 219,39¢ 5 203,95! 6 132,06¢ 5
Commercial
loans 1,615,30- 23 1,418,79; 25 1,238,17: 29 947,70¢ 27 655,41° 24
Total
commercia 2,832,63! 40 2,491,35! 44 2,146,49: 50 1,589,98! 46 1,159,12! 43
Finance
leases 161,28: 2 143,41 3 127,93! 3 122,88 3 85,69: 3
Consumer
loans 1,171,58! 17 1,149,01: 20 1,022,44! 24 1,038,53! 30 1,026,98! 37
Total $7,044,51. 10C  $5,637,85! 10C  $4,308,77' 10C  $3,498,19: 10C  $2,745,36: 10C
| [ | | [ ] | [ | | [ | | [ ]

Total loans receivable increased by $1,407 millilmA003 when compared with 2002. The Corporaticm lilanced and diversified
institution. As shown on the table above the loartfplio is comprised of commercial (40%), residahteal estate (41%), and consumer and
finance leases (19%). This diversification has beeneved after several years of management etfontards this goal. For 2003, the
Corporation achieved significant increases of $@dllion in the commercial loan portfolio and of $25 million in residential real estate
loans. A significant portion of this increase itated to purchases of residential real estate I&rans mortgage bankers in Puerto Rico, which
yield a variable rate to the Bank. Finance leasb&h are mostly composed of loans to individualfiniance the acquisition of an au
increased by $18 million, and consumer loans irsgedy $23 million in 2003.

The Corporation’s investment portfolio at Decem®&r 2003 amounted to $5.4 billion, an increaselod ®illion when compared with the
investment portfolio of $3.7 billion at December, 2002. During 2003, the Corporation restructutednivestments portfolio, which enabled
it to record substantial profits on the securigekl, while at the same time gave it the opporjutaitreinvest in 15 year FNMA mortgage
backed securities with more attractive yields damafter maturities. Mortgage-backed securities regmea substantial balance of the
Corporation’s portfolio and are subject to prepagtmesk. The restructuring of the portfolio durig@03 resulted mainly from the fact that
during the year prepayments on mort-
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gage-backed securities accelerated when compareddat historical experience. For a detail of stireents available for sale and held to

maturity classified by maturity date refer to N8téo the Corporation’s financial statements.

The composition and estimated tax equivalent weidjlaiverage interest and dividend yields of the @@rjion’s earning assets at

December 31, 2003 were as follows:

Amount
(In thousands)

Tax Equivalent
Weighted
Average Rate

Money market investmen $ 705,94( 1.12%
Federal Fund 265,00( 0.72%
Government obligation 1,135,93: 5.7%
Mortgage backed securiti 3,057,741 5.62%
FHLB of N.Y. stock 45,65( 1.45%
Corporate bond 93,61% 4.7%
Equity securitie: 62,31¢ 0.72%

Total investment 5,366,20: 4.7(%
Consumer loan 1,171,591 12.27%
Residential real estate loa 2,879,01I 4.22%
Construction loan 328,17" 4.8%
Commercial and commercial real estate Ic 2,504,46| 4.17%
Finance lease 161,28 10.14%

Total loans (1 7,044,511 5.71%

Total earning asse $12,410,72 5.21%

. |

(1) Excludes the reserve for loan loss

Non-performing Assets

Total non-performing assets are the sum of nonu@tngioans 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 inténesime.

At December 31, 2003, total non-performing assetsumted to approximately $101 million (0.80% ofdassets) as compared to

$105 million (1.09% of total assets) at December2BD2 and $79 million (0.96% of total assets) at&@nber 31, 2001. The decrease as
compared to 2002 results from stable loan delingigsrduring 2003 notwithstanding economic condgiddon-performing loans decreased
both in dollar amount and as a percentage of thiégtios when compared to 2002. The increase itad@imount in 2002 when compared to
2001 is mostly composed of secured real estateslaad is mainly attributed to the Corporation’semahgrowth of these portfolios and to the
acquisition of JP Morgan Chase’s Virgin Islandsragiens in October 2002. The Corporation’s allowafar loan losses to non-performing
loans was 147.77% at December 31, 2003 as comfafetl.95% and 124.74% at December 31, 2002 andl, 288pectively.

FIRST BANCORF PAGE39




Table of Contents

The following table presents non-performing asaetbe dates indicated.

December 31, 2003 2002 2001 2000 1999
(Dollars in thousands)

Non-accruing loans

Residential real esta $ 26,323 $ 23,01¢ $18,54( $15,97" $ 8,63
Commercial, commercial real estate and constru 38,30¢ 47,70t 29,37¢ 31,918 17,97t
Finance lease 3,181 2,04¢ 2,46¢ 2,032 2,48z
Consume 17,715 18,99: 22,61 17,79¢ 24.,72¢
85,52¢ 91,76¢ 72,99¢ 67,71¢ 53,81¢
Other real estate owni 4,617 2,93¢ 1,45¢€ 2,981 517
Other repossessed prope 6,87¢ 6,222 4,59¢ 3,37¢ 3,112
Investment securitie 3,75( 3,75(
Total nor-performing asset $100,77: $104,67" $79,05( $74,07: $57,44¢
| | | I |
Past due loar $ 23,49¢ $ 24,43¢ $27,497 $16,35¢ $13,78:
Non-performing assets to total ass 0.8(% 1.0¢% 0.9€% 1.25% 1.22%
Non-performing loans to total loar 1.21% 1.65% 1.6% 1.90% 1.9€%
Allowance for loan losse $126,37¢ $111,91: $91,06( $76,91¢ $71,78¢
Allowance to total no-performing loan: 147.7% 121.9%% 124.7%% 113.5% 133.3%

Non-accruing Loans

At December 31, 2003, loans in which the accruahrest income had been discontinued amount8&8%¢25,000 (2002 - $91,765,000;
2001 - $72,998,000). If these loans had been auginterest, the additional interest income redliz@uld have been approximately
$6,631,000 (2002 - $5,833,000; 2001 - $5,735,0D0¢re are no material commitments to lend additiurads to borrowers whose loans
were in non-accruing status at these dates.

Residential Real Estate Loans The Corporation classifies all real estate loarmdeaent 90 days or more in non-accruing statugrev
though these loans are in non-accruing status, §amant considers, based on the value of the undgrtyllateral, the loan to value ratios
and historical experience, that no material losgéde incurred in this portfolio. Non-accruingaleestate loans amounted to $26 million
(0.92% of total residential real estate loans) etdénber 31, 2003, as compared to $23 million (1.8586tal residential real estate loans) and
$19 million (1.83% of total residential real estitans) at December 31, 2002 and 2001, respectiVlly increase as compared to 2002 is
mainly attributed to the general growth of thistfadio.

Commercial Loans -The Corporation places commercial loans (includiommmercial real estate and construction loans)a8@ delinquent
as to principal and interest in non-accruing stafie risk exposure of this portfolio is diversdias to individual borrowers and industries
among other factors. In addition, a
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large portion is secured with real estate collatétan-accruing commercial loans amounted to $38oni(1.35% of total commercial loans)
at December 31, 2003 as compared to $48 milliddilfh. of total commercial loans) and $29 million (@ of total commercial loans) at
December 31, 2002 and 2001, respectively. The deeras compared to 2002 results mainly from afgignt nonaccruing construction loe
of $9.1 million at December 31, 2002, which at Dmber 31, 2003 was out of non-accrual status singas paid-off and to a lesser extend
reduced by charge-offs. At December 31, 2003 there seven non-accruing commercial loans over $iiomifor a total of $13.4 million.

Finance Leases Finance leases are classified as nonaccruing Wiegnatre delinquent 90 days or more. Non-accruimgnice leases
amounted to $3 million (1.97% of total finance kes)sat December 31, 2003 as compared to $2 malidecember 31, 2002 and 2001
(1.43% and 1.93%, respectively, of total financesks).

Consumer Loans -Consumer loans are classified as non-accruing wenare delinquent 90 days in auto, boat and heoméy reserve
loans, 120 days in personal loans (including stoalhs) and 180 days in credit cards and persames lof credit.

Non-accruing consumer loans amounted to $18 millioB1(% of the total consumer loan portfolio) at Decemiil, 2003, $19 million (1.65
of the total consumer loan portfolio) at Decemhkr2002 and $23 million (2.21% of the total consuinan portfolio) at December 31, 20!

Other Real Estate Owned (OREO)

OREO acquired in settlement of loans is carrietth@iower of cost (carrying value of the loan) air falue less estimated cost to sell off the
real estate at the date of acquisition (estimatatizable value).

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. Repssed autos are recorded at the principal bati#ribe loans less an estimated loss on the
disposition based on historical experience.

Investment securities
This category presents investment securities reifiked to non-accruing status, at their carryingoant.
Past Due Loans

Past due loans are accruing commercial and condoares, which are contractually delinquent 90 darysore. Past due commercial loans
are current as to interest but delinquent in therant 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 arenbhabased deposits, retail brokered depositstutisinal deposits, federal funds purchased,
securities sold under agreements to repurchase;ldhB advances.

As of December 31, 2003, total liabilities amounte®11,578 million, an increase of $2,733 millascompared to $8,845 million as of
December 31, 2002. The net increase in total li@slwas mainly due to: (1) an increase of $1,28Hon in total deposits, including

$1,167 million in retail brokered certificates adffbsit, (2) an increase of $857 million in feddualds and securities sold under agreements tc
repurchase, (3) an increase of $540 million in adea from FHLB, (4) and an increase of approxinyb&4 million in accounts payable and
other liabilities.

The Corporation maintains unsecured standby lifiesedlit with other banks. At December 31, 2003@uweporation’s total unused lines of
credit with these banks amounted to approximat@f ifillion. At December 31, 2003, the Corporati@u lan available line of credit with the
FHLB guaranteed with excess collateral, in the amof approximately $83 million.

During the latter part of the fourth quarter of 30¢he Corporation agreed to enter into variousitgpase agreements with an aggregate
amount of $400 million and a settlement date in22@fth the purpose of locking interest rates (rafigen 3.30% to 3.35%). The term of the
agreements is for approximately ten years, howeliercounterparty has an option to terminate tmeeagent after four (4) years. The fair
value of these contracts at December 31, 2003tisignificant.
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Deposits

Total deposits amounted to $6,765 million at Decen@i, 2003, as compared to $5,483 million and¥8t1@illion at December 31, 2002 a
2001, respectively.

The following table presents the composition oftateposits.

December 31, 2003 2002 2001
(Dollars in thousands)

Savings accouni $ 985,06:. $ 921,10: $ 469,45.
Interest bearing checking accou 286,60 230,74 205,76(
Certificates of depos 4,944,51 3,883,99i 3,183,49.
Interest bearing depos 6,216,18 5,035,84; 3,858,70:
Non-interest bearing depos 548,92: 447,07t 239,85
Total $6,765,10 $5,482,91 $4,098,55.
] ] ]

Weighted average rate during the period on

interest bearing depos 2.11% 3.0(% 4.62%
Interest bearing deposit
Average balance outstandi $5,340,44! $4,447,70. $3,481,88
Nor-interest bearing deposit
Average balance outstandi $ 520,90: $ 257,45 $ 233,25:

Total deposits are composed of branch-based depbsitkered deposits and to a lesser extent dfutishal deposits. Institutional deposits
include among other certificates issued to agerafiise Government of Puerto Rico and to Governsianthe Virgin Islands.

Total deposits increased by approximately $1.3dbilat December 31, 2003 when compared to DeceBhe2002 mainly due to an increase
of approximately $1.2 billion in brokered certiftea of deposits.

Retail brokered certificates of deposits, which@adificates sold through brokers represent 56%h®fCorporation’s deposits at
December 31, 2003. The total U.S. market for thigse of funding approximates $300 billion. Thekaned certificates of deposit market
very competitive and liquid market in which the @oration has been able to obtain substantial arsafrfinding in short periods of time.
Further, this strategy has also enhanced the Catipots liquidity position, as this type of depoisitunsecured.

At December 31, 2003, approximately 75% of retedlkered certificates of deposit held by the Corfloraare callable, but only at
Corporation’s option. At December 31, 2003, therage remaining maturity of callable and fixed tdsrokered certificates approximated
14.28 years (2002-12 years) and 1.12 years (20®23y2ars), respectively.

As more fully explained in Note 27 to the Corparats financial statements, as part of the assetiability management, the Corporation
enters into
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interest rate swap agreements where it agrees/tegrable-rates of interest as a hedge againstggsain the fair value of fixed-rate brokered
certificates of deposit. This swap strategy, whiohverts fixed rate brokered certificates of depiosio variable instruments, provides an
effective way to fund the variable rate commertiah portfolio and the variable rate purchaseddesdial real estate portfolio. The interest
swap agreements are callable, only at the couatgy’p option.

Borrowings

At December 31, 2003 total borrowings amounted4t&46 million as compared to $3,249 million and4®3, million at December 31, 2002
and 2001, respectively.

December 31, 2003 2002 2001
(Dollars in thousands)

Federal funds purchased and securities sold under

agreements to repurche $3,650,29 $2,793,54 $2,997,17.
Advances from FHLE 913,00( 373,00( 343,70(
Subordinated note 82,81¢ 82,81: 84,36
Total $4,646,11! $3,249,35! $3,425,23
| | |

Weighted average rate during the pel 3.6€% 4.36% 5.02%

The Corporation uses federal funds purchased, cepge agreements, advances from FHLB, and notebleags additional funding sources.
Federal funds purchased and securities sold ursieements to repurchase (repurchase agreemetstamber 31, 2003 amounted to
$3,650 million or 79% of total borrowings. Repursbagreements had a total weighted average c890%f# at December 31, 2003. For
more information on borrowings please refer to Ndt@ through 20 of the Corporation’s financial staénts.

The composition and estimated weighted averageeisiteates of interest bearing liabilities at Deben31, 2003, were as follows:

Amount Weighted
(In thousands) Average Rate
Interest bearing depos $ 6,216,18 1.82%
Borrowed funds 4,646,11! 2.8t%
$10,862,30 2.21%
|
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Contractual Obligations and Commitments

The following table presents a detail of the mditesiof long-term contractual debt obligations, r@pieg leases, certificates of deposits,
commitments to purchase mortgage loans and commigne extend credit:

Contractual Obligations and Commitments
(In thousands)

Less than After
Total 1 year 1-3 years 4-5 years 5 years
Contractual Obligations
Certificates of Depos $4,944,51 $1,435,02.  $507,37: $212,19¢  $2,789,92
Federal funds purchased and securities sold u
agreements to repurche 3,650,29 1,731,83 650,00( 1,268,46!
Advances from FHLE 913,00( 590,00( 50,00( 29,00( 244.,00(
Subordinated Note 82,81¢ 82,81¢
Operating Lease 25,03¢ 5,50¢ 7,104 5,15 7,272
Other contractual obligatior 5,39( 2,51¢ 2,272 60C
Total Contractual Obligatior $9,621,05 $3,764,88.  $649,56! $896,94¢  $4,309,65'
Commitments to Purchase Mortgage Lo $ 575,00( $ 575,00(
| ]
Other Commitments
Lines of Credi $ 202,23 $ 202,23
Standby Letters of Crec 29,207 29,20"
Other Commercial Commitmen 732,18:. 732,18:.
Total Commercial Commitmen $ 963,62 $ 963,62

The Corporation has obligations and commitmentaaéie future payments under contracts, such asaebliease agreements, and under
other commitments to purchase loans and to extaaitcCommitments to extend credit are agreentenend to a customer as long as there
is no violation of any condition established in ttomtract. Other contractual obligations resultmtyafrom contracts for rent and maintenance
of equipment. Since certain commitments are expdaexpire without being drawn upon, the total atitment amount does not necessarily
represent future cash requirements. In the caseedit cards and personal lines of credit, the Ga@fon can at any time and without cause,
cancel the unused credit facility.

Capital

During 2003, the Corporation increased its totgiteh from $798 million at December 31, 2002 to®20 million at December 31, 2003. T¢
capital increased by $291 million mainly due tonéags of $152 million, the issuance of 7,584,008reh of preferred stock with net proceeds
of $183 million, the issuance of 72,750 sharesoofimion stock through the exercise of stock optioitls proceeds of $1.1 million, a positive
fluctuation in the valuation of securities avaiklidr sale, and valuation of fair value hedges263$nillion, net of cash dividends of
approximately $48 million.

The Corporation’s objective is to maintain a saiégital position above the “well capitalized” cldiestion under the federal banking
regulations. The
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Corporation continues to exceed the well capitdligeidelines. To be in a “well capitalizedbdsition, an institution should have: (i) a levex
ratio (Tier 1 capital to average assets) of 5%reatgr; (ii) a total risk based capital ratio oPd0r greater; and (iii) a Tier 1 risk-based capital
ratio of 6% or greater. At December 31, 2003 thepGration had a leverage ratio of 8.35%; a tot Hased capital ratio of 15.22%; and a
Tier 1 risk-based capital ratio of 13.65%.

Dividends

In 2003, 2002 and 2001 the Corporation declareddoarterly cash dividends of $0.11, $0.10 and $@€r common share outstanding,
respectively, for an annual dividend of $0.44, $0asd $0.35, respectively. Total cash dividendd paicommon shares amounted to
$17.6 million for 2003 (or a 14.43% dividend paycatio), $16 million for 2002 (or a 19.58% dividepdyout ratio) and $14 million for 2001
(or a 19.91% dividend payout ratio). Dividends deetl on preferred stock amounted to $30.4 millio2003, $26 million in 2002, and

$17 million in 2001. The increase in dividends oeferred stocks resulted from the issuance of medestock of $189.6 million in 2003,
$92 million in 2002 and $103.5 million in 2001.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

First BanCorp manages its asset/liability positioorder to limit the effects of changes in inténedes on net interest income, subject to other
goals of Management and within guidelines set fbytlthe 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 Senior Executive Vice President amie€Lending Officer, the Executive
Vice President for Retail and Mortgage Banking, $lemior Vice President of Treasury and Investmantsthe Economist. The ALCO meets
on a weekly basis. The Economist also acts astsegr&eeping minutes of all meetings. An Investt@ommittee for First BanCorp also
monitors the investment portfolio of the Holdingr@eany, including an equity securities portfolio,igthamounted to a fair value of

$62.3 million at December 31, 2003. This Committezets weekly and has the same membership as th® Zdinmittee described
previously.

Committee meetings focus on, among other thingsentiand expected conditions in world financiakkess, competition and prevailing

rates in the local deposit market, reviews of lilifyi unrealized gains and losses in securitiegeor proposed changes to the investment
portfolio, alternative funding sources and theistsphedging and the possible purchase of deragtsuch as swaps and caps, and any tax or
regulatory issues which may be pertinent to thesasa The ALCO approves funding decisions in lgftthe 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 Corporatisesusimulations to measure the effects of
changing interest rates on net interest incomeséd Ingeasures are carried out over a one year tinehpassuming gradual upward interest
rate movements of 200 basis points and downwarcements of 75 basis points. Simulations are cagigdn two ways:

(1) using a balance sheet which is assumed to be aathe levels existing on the simulation date,

(2) using a balance sheet which has growth patternstaaiggies similar to those which have occurretiénrecent pas

The balance sheet is divided into groups of singiksets and liabilities in order to simplify thegess of carrying out these projections. As
interest rates rise or fall, these simulations ipocate expected future lending rates, currenteapaicted future funding sources and cost, the
possible exercise of options, changes in prepayna¢es, and other factors which may be importadietermining the future growth of net
interest income. All computations are done on aefgivalent basis, including the effects of thengjiag cost of funds on the tax-exempt
spreads of certain investments. The projectionganéed out for First BanCorp on a fully consotethbasis.

These simulations are highly complex, and theymiary simplifying assumptions that are intendeckftect the general behavior of the
Corporation over the period in question, but theme be no assurance that actual events will pataiee 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 Decenth&t0®3, tax equivalent net interest income prejédr 2004 would rise by
$15.6 million (3.8%) under a rising rate scenand avould decrease by $7.4 million (1.8%) undeiiriglrates.

As of December 31, 2003, the same simulations aaecarried out assuming that the Corporation dgubw. The growing balance sheet
simulations indicate that tax equivalent net inderecome projected for 2003, would rise by $16ilion (3.7%) under a rising rate scenario
and would decrease by $8.3 million (1.9%) withifeglrates.
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The simulation for the year 2003 assuming a no grdalance sheet as of December 31, 2002, concthd¢dnder a rising rate scenario net
interest income would have risen by $27.8 milliBr2B8%) and that under a falling rate scenario wiwialde decreased by $1.5 million (0.5%).

As of December 31, 2002, the same simulations a#seecarried assuming that Corporation was goirgreav. The growing balance sheet
simulation indicated that the tax equivalent nétriest income for 2003 would have risen by $27 lMioni(7.70%) under a rising interest rate
scenario and decreased by $0.8 million (0.2%) Veiling rates.

The Corporation compared 2003 projections with @atesults. In the growth scenario, which is maalistic, the Bank projected taxable
equivalent net interest income of $350.1 milliomenflat rates for 2003. In reality, taxable eqlew& net interest income was $326.2 million.
The most important reason for this difference v the projections did not include either highnert expected prepayments on mortgage
backed securities or changes which Management matle investment portfolio after the projectionsnaade, both of which were due to
low interest rate environment which prevailed dgnmuch of 2003. These changes generally led tolensgreads than anticipated in the
initial projection. Partially offsetting the effeof smaller spreads was a more rapid growth ofrthestment portfolio than the original
projection had anticipated.

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, which
involves the use of several assumptions, reviee<ibrporation’s liquidity position on a weekly basi

The Corporation utilizes different sources of furglto help ensure that adequate levels of liquigiityavailable when needed. Diversification
of funding sources is of great importance as itguts the Corporation’s liquidity from market diptions. The principal sources of short-term
funds are loan repayments, deposits, securitiesusaler agreements to repurchase, and lines ot evitd the FHLB and other unsecured
lines established with financial institutions. Tineestment Committee reviews credit availabilityaregular basis. In the past, the
Corporation has securitized and sold auto and rageidoans as supplementary sources of funding. Gaiah paper has also provided
additional funding, as well as longterm fundingoiingh the issuance of notes and longterm brokengificates of deposit. The cost of these
different alternatives, among other things, is takdo consideration. The Corporatisrprincipal uses of funds are the origination afil® an
the repayment of maturing deposit accounts ancbangs.

A large portion of the Corporation’s funding repets retail brokered certificates of deposit. la &vent that the Corporation falls under the
ratios of a well-capitalized institution, it facde risk of not being able to replace this sourfceiading. The Corporation currently complies
with the minimum requirements of ratios for a “wedlpitalizedinstitution and does not foresee falling below riezplilevels to issue broker
deposits. In addition, the average life of theildtakered certificates of deposit was approximalid years at December 31, 2003.
Approximately 75% of these certificates are caktablut only at the Corporation’s option.

Certificates of deposit with denominations of $00D, or higher amounted to approximately $4.5 hiliéd December 31, 2003 of which
approximately $3.8 billion were brokered certifiesibf deposit.

The following table presents a maturity summarprikered certificates of deposits at December 6032

Total

(In thousands)
Less than one ye: $ 535,88
Over one year to five yea 488,07:
Over five years to ten yea 332,22!
Over ten year 2,457,09!
Total $3,813,28;

|

The Corporation’s liquidity plan contemplates alt&ive sources of funding that could provide sigaifit amounts of funding at reasonable
cost. The alternative sources of funding incluseong others, FHLB advances, lines of credits fraheobanks, which amounted to
$95 million at December 31, 2003, sale of commeétoans participations, securitization of auto lsamd commercial paper.

Impact of Inflation and Changing Prices

The financial statements and related data preséwtedin have been prepared in conformity with antiog principles generally accepted in
the United States of America, which require the sneament of financial position and operating resintterms of historical dollars without
considering changes in the relative purchasing p@fvenoney over time due to inflation.

Unlike most industrial companies, substantiallyadithe assets and liabilities of a financial ington are monetary in nature. As a res



interest rates have a greater impact on a finaims#tution’s performance than the effects of gah&evels of inflation. Interest rate
movements are not necessarily correlated with aksmimgthe prices of goods and services.

PAGE 46 2003 ANNUAL REPOR’




Table of Contents
Concentration Risk

The Corporation conducts its operations in a ggagcally concentrated area, as its main marketiey® Rico. However, the Corporation
continues diversifying its geographical risk asgdeviced by recent acquisitions in the Virgin Islariiserto 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,
2003, there is no significant concentration of @radk in any specific industry.

SELECTED QUARTERLY FINANCIAL DATA

Financial data showing results of the 2003 and 2fiG&ters is presented below. In the opinion of &gment, all adjustments necessary -
fair presentation have been included:

2003
March 31 June 30 Sept. 30 Dec. 31

(In thousands, except for per share results)

Interest incom $132,91¢ $122,82! $133,61¢ $147,31¢
Net interest incom 72,43° 63,90:¢ 71,89¢ 83,97¢
Provision for loan losse 16,56¢ 12,60( 12,60( 14,15
Net income 36,42¢ 29,27: 31,68« 54,95t
Earnings per common sh-basic $ 0.7¢ $ 0.5¢€ $ 0.6 $ 1.1z
Earnings per common sh-diluted $ 0.7¢ $ 0.5t $ 0.6] $ 1.0¢
2002
March 31 June 30 Sept. 30 Dec. 31

(In thousands, except for per share results)

Interest incomt $136,71¢ $136,34¢ $129,60¢ $137,36-
Net interest incom 69,27: 68,52¢ 60,33¢ 68,717
Provision for loan losse 19,80: 14,50: 14,00( 14,00:
Net income 25,65( 26,97¢ 27,357 27,97
Earnings per common sh-basic $ 0.4¢ $ 051 $ 052 $ 058
Earnings per common sh-diluted $ 0.4¢ $ 0.5 $ 051 $ 052
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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 O@cember 31, 2003, there
were 617 holders of record of the Corporation’s own stock.

The following table sets forth the high and lowces of the Corporation’s common stock for the pimdicated as reported by the NYSE.

Quarter ended High Low Last

2003:

Decembe $40.32 $31.2¢ $39.5¢
Septembe 31.9¢ 28.3¢ 30.7¢
June 31.6¢ 27.4% 27.4%
March 28.0( 22.71 26.9¢
2002:

Decembe $26.3¢ $22.0¢ $22.6(
Septembe 27.61 22.8: 25.41
June 25.1: 19.1¢ 25.1:
March 19.8( 18.4: 19.27
2001:

Decembe $20.0C $17.07 $19.0C
Septembe 20.0c¢ 16.0C 17.2¢
June 17.9¢ 15.3:2 17.9¢
March 17.42 13.0C 17.27
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PricewaterhouseCoopers LLF
254 Munoz Rivera Avenu
BBVA Tower, 9" Floor

Hato Rey PR 0091
Telephone (787) 754 90¢
Facsimile (787) 766 10¢

Report of Independent Auditors

To the Board of Directors and Stockholders of
First BanCorp

In our opinion, the accompanying consolidated stetgts of financial condition and the related coigstéd statements of income,
comprehensive income, changes in stockholderstgcand cash flows present fairly, in all materespects, the financial position of First
BanCorp and its subsidiaries at December 31, 2862802, and the results of their operations aait tash flows for each of the three years
in the period ended December 31, 2003 in conformitly accounting principles generally acceptechia nited States of America. These
financial statements are the responsibility of@mnpany’s management; our responsibility is to egpran 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 Note 27 to the accompanying cottai@d financial statements, in 2001 the Companptadahe Statement of Financial
Accounting Standards No. 133, “Accounting for Cierfaerivative Instruments and Certain Hedging Aitigds,” as amended, which effect
was accounted for as a cumulative effect of a chamgwccounting principle.

w&w
PricewaterhouseCoopers LLP

San Juan, Puerto Rico
March 1, 2004

CERTIFIED PUBLIC ACCOUNTANTS
(OF PUERTO RICO)

License No. 216 Expires Dec. 1, 2004
Stamp 1935638 of the P.R. Society of
Certified Public Accountants has been
affixed to the file copy of this report
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FIRST BANCORP
Consolidated Statements of Financial Condition

Assets
Cash and due from ban

Money market instruments, including $222,992,53RIgkd that can be repledc

for 2002
Federal funds sold and securities purchased umggleements to rese

Total money market investmer

Investment securities available for sale, at mal
Securities pledged that can be repled
Other investment securitit

Total investment securities available for <

Investment securities held to maturity, at ¢
Securities pledged that can be repled
Other investment securitit

Total investment securities held to matu
Federal Home Loan Bank (FHLB) sto

Loans, net of allowance for loan losses of $1264838 (200z- $111,911,470
Loans held for sale, at lower of cost or mal

Total loans, ne

Other real estate ownt

Premises and equipment, |
Accrued interest receivab

Due from customers on acceptan
Other asset

Total asset

Liabilities & Stockholders’ Equity

Liabilities:

Non-interest bearing depos

Interest bearing depos

Federal funds purchased and securities sold umieements to repurcha
Advances from FHLE

Bank acceptances outstand

Accounts payable and other liabiliti

Subordinated note

Commitments and contingenci
Stockholder' equity:

Preferred Stock, authorized 50,000,000 sharesedsand outstanding 22,004,0

shares at $25 liquidation value per share (2- 14,420,000 share

Common stock, $1 par value, authorized 250,000sb@0es; issued 44,948,185

shares (200- 44,875,435 share
Less: Treasury Stock (at par vall

Common stock outstandir

December 31, 2003

December 31, 2002

$ 89,304,52
705,939,82
265,000,00
970,939,82
990,408,04
228,729,50

1,219,137,55
2,687,039,59
443,437,73
3,130,477,33
45,650,00

6,906,289,02
11,850,63

6,918,139,66

4,616,88:
85,269,40
41,508,43

286,61:
162,580,13

$12,667,910,3€

$ 548,920,96
6,216,186,21
3,650,297,21

913,000,00
286,61:
166,831,87
11,495,522,8¢
82,818,43

11,578,341,3C

550,100,00

44,948,18
(4,920,90()

40,027,28

$ 108,305,94
251,659,55
22,000,00
273,659,55
2,379,786,25
336,987,29
2,716,773,54
541,047,65
161,558,73
702,606,38
35,629,50

5,515,185,61
10,753,58

5,525,939,19

2,938,24!
87,595,56
39,282,01

304,34¢
150,818,00

$9,643,852,29

$ 447,076,34
5,035,841,38
2,793,539,83

373,000,00
304,34t
112,851,28
8,762,613,19
82,815,10

8,845,428,29

360,500,00

44,875,43
(4,920,901

39,954,53



Additional paic-in capital

Capital reserwvi

Legal surplus

Retained earning

Accumulated other comprehensive income, net 0bf$613,081 (2002 -
$11,127,054

Total liabilities and stockholde’ equity

The accompanying notes are an integral part oktetements.
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268,85!
80,000,00
163,106,50
220,038,30

36,028,10
1,089,569,06

$12,667,910,3€

70,000,00
149,345,17
145,243,12

33,381,16
798,424,00

$9,643,852,29
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FIRST BANCORP
Consolidated Statements of Income

Interest income:

Loans

Investment securitie
Shor-term investment
Dividends on FHLB stoc

Total interest incom

Interest expense:

Deposits

Federal funds purchased and repurchase agree
Notes payabli

Advances from FHLE

Total interest expens

Net interest incom

Provision for loan losses

Net interest income after provision for loan los

Other income:

Other fees on loar

Service charges on deposit accol
Mortgage banking activitie

Net gain on sale of investmer
Rental income

Derivatives gain (loss

Gain on sale of credit cards portfo
Other operating incom

Total other incom:

Other operating expenses
Employee’ compensation and benef
Occupancy and equipme

Business promotio

Taxes, other than income tay
Insurance and supervisory fe

Other

Total other operating expens

Income before income tax provision and cumulatiifect of accounting

change
Income tax provision

Income before cumulative effect of accounting chee

Cumulative effect of accounting change, net of

Net income
Net income available to common stockholders

Net income per common share basic:

Income before cumulative effect of accounting clee

Cumulative effect of accounting char

Year ended December 31,

2003 2002 2001
$389,721,77 $351,838,71 $353,777,58
140,977,04 185,561,05 159,713,66
4,775,94 998,71 1,475,52.
1,206,37 1,634,89! 1,289,12!
536,681,14 540,033,38 516,255,89
112,540,79 133,234,56 160,758,45
105,856,41 117,127,27 97,952,97
6,655,88 6,797,88! 8,904,61.
19,418,43 16,023,96 12,585,10
244,471,53 273,183,69 280,201,14
292,209,61 266,849,69 236,054,74
55,915,59 62,301,99 61,030,00
236,294,01 204,547,69 175,024,74
20,617,49 21,440,85 19,631,74
9,526,941 9,200,32 9,213,43
3,013,841 3,540,03. 1,562,15:
34,856,27 12,000,48 9,606,31-
2,223,73. 2,285,02; 2,292,54.
619,47 (4,061,98)
30,885,35
16,967,07 14,087,21 10,673,63
118,710,18 58,491,95 52,979,82
75,213,08 59,432,11 54,702,97
36,394,32 29,015,20 24,991,54
12,414,82 9,304,27 7,506,041
7,404,72! 6,857,01! 5,973,89
3,729,86 2,803,90! 2,475,41
28,836,73 25,343,66 25,204,51
163,993,54 132,756,17 120,854,37
191,010,65 130,283,47 107,150,19
38,672,31 22,327,12 20,133,85
152,338,34 107,956,35 87,016,33
(1,014,88)
$152,338,34 $107,956,35 $ 86,001,44
| | |
$121,979,47 $ 81,550,07 $ 69,493,24
| | |
$ 3.0¢ $ 2.04 $ 1.7
(0.09)



Earnings per common share be

Net income per common share diluted

Income before cumulative effect of accounting clee
Cumulative effect of accounting char

Earnings per common share dilu

Dividends declared per common shar

The accompanying notes are an integral part oeteegements.

FIRST BANCORF

3.04

2.9¢

2.9¢

0.4¢

2.04

2.01

2.01

0.4C

$ 1.74
$ 1.7¢
(0.09)

$ 1.7¢
$ 0.3t
L]
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FIRST BANCORP
Consolidated Statements of Cash Flows

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net caskigsea by

operating activities
Depreciatior
Amortization of core deposit intangik
Provision for loan losse
Deferred income tax bene
Gain on sale of investments, 1
Unrealized derivatives (gain) lo
Net gain on sale of loat
Amortization of deferred net loan (fees) ¢
Net originations of loans held for s:
Gain on sale of credit cards portfo
Increase in accrued income tax pay:
Increase in accrued interest receive
Increase (decrease) in accrued interest pa
Decrease in other ass:
(Decrease) increase in other liabilit

Total adjustment
Net cash provided by operating activit

Cash flows from investing activities:
Principal collected on loar

Loans originatet

Purchase of loar

Proceeds from sale of loa

Proceeds from sale of investments secur
Purchase of securities held to matu
Purchase of securities available for ¢

Principal repayments and maturities of securitigsl ho

maturity

Principal repayments of securities available fde

Additions to premises and equipm

Cash received for net liabilities assumed on adtiprisof

busines:
Purchase of FHLB stoc

Net cash used in investing activiti

Cash flows from financing activities:
Net increase in deposi

Net increase (decrease) in federal funds purchaise

securities sold under repurchase agreen
FHLB advances take
Payments of notes payat
Dividends
Exercise of stock optior
Issuance of preferred sto
Treasury stock acquire

Net cash provided by financing activiti

Net increase in cash and cash equival

Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

2003

Year ended December 31,

2002

2001

$ 152,338,34

13,761,33
2,396,621
55,915,59
(6,786,95))
(34,856,27)
(619,47
(2,917,36)
(785,047
(36,873,32)
(30,885,35)
10,393,83
(2,226,42)
12,518,65
7,131,16,
(6,570,90)

(20,403,91)
131,934,42
1,758,334,53
(2,064,719,66)
(1,361,125,87)
264,126,72
1,439,718,18
(11,840,435,7¢)
(1,464,811,33)
9,412,564,83
1,549,299,96
(11,435,16)
(10,020,50)

(2,328,504,07)

1,343,294,31

855,394,41
540,000,00

(47,958,71)
1,119,95
182,998,53
2,874,848,50

678,278,84
381,965,49

$ 1,060,244,34

$ 107,956,35

11,710,01
1,165,48
62,301,99
(8,610,81)
(12,000,48)
4,522,92!
(3,416,22)
(1,544,37)
(40,264,21)

3,434,14:

(141,45

(1,364,67)
39,671,31
27,974,27

83,437,93

191,394,28

635,765,46
(903,166,44)
(734,531,12)

83,862,53
2,242,654,07
(17,031,372,74)
(10,336,516,1()

16,613,061,94
8,816,493,58
(14,412,31)

73,357,62
(12,738,90)

(567,542,39)

790,122,39

(202,096,13)
29,300,00
(1,550,001)

(42,372,61)
1,340,84:
88,906,00

663,650,49

287,502,37
94,463,11

$ 381,965,49

$ 86,001,44

9,844,28;

919,26
61,030,00
(5,402,00()
(9,606,31)

(1,282,84)
522,68t
(4,629,56)

11,306,69
(9,661,33)
4,841,18
22,893,90
(9,395,15)

71,380,81

157,382,25

897,831,83
(1,334,581,87)
(481,200,70)
42,343,06
847,716,29
(254,818,75)
(12,462,323 ,4€)

74,529,99
10,377,705,9¢
(13,912,55)

(4,354,100

(2,311,064,28)

764,012,25

1,134,888,47
276,700,00
(62,000,00)
(30,343,29)
1,355,21
100,069,25
(1,929,68)

2,182,752,20

29,070,17
65,392,93

$ 94,463,11



Cash and cash equivalents inclu

Cash and due from ban $ 89,304,52 $ 108,305,94 $ 59,898,55
Money market investmen 970,939,82 273,659,55 34,564,56
$ 1,060,244,34 $ 381,965,49 $ 94,463,11

I I I

The accompanying notes are an integral part oktetements.
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FIRST BANCORP

Consolidated Statements of Changes in StockholderEquity

December 31, 200!

Net income

Other comprehensive
income

Issuance of preferred sto

Addition to legal surplu

Addition to capital reserv

Treasury stock acquire

Stock options exercise

Cash dividends

Common stocl

Preferred stoc

December 31, 200:

Net income

Other comprehensive
income

Issuance of preferred sto

Addition to legal surplu

Addition to capital reserv

Stock options exercise

Common stock split on
September 30, 20(

Cash dividends

Common stocl

Preferred stoc

December 31, 200:

Net income

Other comprehensive
income

Issuance of preferred sto

Addition to legal surplu

Addition to capital reserv

Stock options exercise

Cash dividends

Common stocl

Preferred stoc

December 31, 200:

Accumulated

The accompanying notes are an integral part okteegements.

FIRST BANCORF

Additional other
Preferred Common paid-in Capital Legal Retained comprehensive
stock stock capital reserve surplus earnings income (loss)
$165,000,00 $26,424,15 $16,567,51 $50,000,00 $126,792,51 $ 69,275,15 $(19,598,78)
86,001,44
13,305,43
103,500,00 (3,430,751
(20,000,00) (20,000,00)
10,000,00 (10,000,00)
(86,200 (43,100 (1,800,38)
234,00( 1,121,271
(13,835,10)
(16,508,19)
268,500,00 26,571,95 14,214,87 60,000,000 136,792,51 103,132,91 (6,293,359
107,956,35
39,674,51
92,000,00 (3,094,001
12,552,66 (12,552,66)
10,000,00 (20,000,00)
64,50( 1,276,34.
13,318,08  (12,397,22) (920,862
(15,966,33)
(26,406,27)
360,500,00  39,954,53 — 70,000,000 149,345,17 145,243,12 33,381,16
152,338,34
2,646,941
189,600,00 (778,357 (5,823,10)
13,761,33 (13,761,33)
10,000,00 (10,000,00)
72,75( 1,047,20
(17,599,85)
(30,358,86)
$550,100,00 $40,027,28 $ 268,85! $80,000,00 $163,106,50 $220,038,30 $ 36,028,10
— — — | — —
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FIRST BANCORP
Consolidated Statements of Comprehensive Income

Net income

Other comprehensive incorr

Unrealized gains on securitie

Unrealized holding gains arising during the pel

Less: Reclassification adjustment for gains inctlisenet income

Unrealized gain (loss) on fair value hedge of aldé for sale securities
attributable to credit ris

Cumulative effect of accounting char
Income tax benefit (expense) related to items loéiotomprehensive incon
Other comprehensive income for the period, netw

Total comprehensive incon

The accompanying notes are an integral part okteegements.
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Year ended December 31,

2003 2002 2001

$152,338,34 $107,956,35 $86,001,44
26,570,82 65,157,01 27,280,98
(34,856,27) (12,000,48) (9,606,31)
418,41¢ (257,17 (1,260,09)
1,326,001
10,513,97 (13,224,83) (4,435,14)
2,646,94 39,674,51 13,305,43
$154,985,28 $147,630,86 $99,306,87
| | . |
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FIRST BANCORP
Notes to Consolidated Financial Statements

NOTE 1 - NATURE OF BUSINESS

First BanCorp (the Corporation) is a financial higdcompany offering a full range of financial seas through its wholly-owned bank
subsidiary, FirstBank Puerto Rico (FirstBank or Bank). First BanCorp also offers insurance ses/tbeough its wholly-owned insurance
subsidiary, FirstBank Insurance Agency. The Corpands subject to the Federal Bank Holding Companyand its insurance subsidiary is
subject to the supervision, examination and reguiaif the Office of the Insurance Commissionethaf Commonwealth of Puerto Rico.

FirstBank is a commercial bank chartered undetaivs of the Commonwealth of Puerto Rico. Its mdifite is located in San Juan, Puerto
Rico, and it has 42 fulervice banking branches in Puerto Rico and 1Beént.S. Virgin Islands (USVI) and British Virginléads (BVI). The
Bank, through wholly-owned subsidiaries, operagsfiices in Puerto Rico specializing in resideiieortgage loan originations, small
personal loans, finance leases, and vehicle ramalpffice that sells insurance in the U.S. Virgilands, and two offices, one in the U.S.
Virgin Islands and one in Barbados specializinépieign sales corporation management and threeesf§pecializing in the origination of
small loans in the USVI. The Bank offers brokeragevices in selected branches through an alliasittean international brokerage house
doing business in Puerto Rico. The Bank is suligetite supervision, examination and regulatiorhef®ffice of the Commissioner of
Financial Institutions of the Commonwealth of Padrico and the Federal Deposit Insurance CorpardB®IC), which insures the U.S. and
USVI. deposits through the Savings Association fasoe Fund (SAIF). The Virgin Islands operationginétBank are regulated by the Vir
Islands Banking Board (for the USVI) and by thetiBh Virgin Islands Financial Services Commissitor (he BVI).

In September 2003, First Mortgage Inc., a whollyedisubsidiary of FirstBank started operations spieaig in the origination of residential
mortgage loans and related services. In Novemb@s,Zbirst Express Inc., a wholly-owned subsidiarfiostBank, started operations in the
USVI specializing in the origination of small pensd loans.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements have begraperd in conformity with accounting principles geaily accepted in the United States
America (“GAAP”") which require management to make estimates andngs¢iguns that affect the reported amounts of assaddiabilities anc
disclosure of contingent assets and liabilitiehatdate of the financial statements and the redainounts of revenues and expenses during
the reporting period. These estimates are basétfanmation available as of the date of the cortsikd financial statements. Therefore,
actual results could differ from those estimates.

For purposes of comparability, certain prior perdmdounts have been reclassified to conform witl?B@S3 presentation. Following is a
description of the more significant accounting piel followed by the Corporation:

Principles of consolidation

The consolidated financial statements include to®ants of the Corporation and its subsidiaries s@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.

Securities purchased under agreements to resell

The Corporation purchases securities under agrdsrteeresell the same securities. The counterpatiyns control over the securities
acquired, accordingly, amounts advanced under thgements represent short-term loans and aestedl as assets in the statements of
financial condition. The Corporation monitors tharket value of the underlying securities as congéwehe related receivable, including
accrued interest, and requests additional collatdrare deemed appropriate.

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

Held to maturity - Securities which the entity has the positiverihind ability to hold to maturity. These secustige carried at amortized
cost.

Trading - Securities that are bought and held principallytifier purpose of selling them in the near term. &lsesurities are carried at f



value, with unrealized gains and losses reporteghinings. At December 31, 2003 and 2002 the Catjoor did not hold investment
securities for trading purposes.

Available for sale -Securities not classified as trading or as helahaburity. These securities are carried at fair @alith unrealized holding
gains and losses, net of deferred tax, reportethiar comprehensive income as a separate compohstoickholder’s equity.
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Premiums and discounts are amortized as an adjostméterest income on investments over thedffthe related securities using a method
that approximates the interest method. Realizedsgaid losses related to investment securitiedetsgmined using the specific identificat
method and are reported in Other Income as nes gairthe sale of investments.

Evaluation of other-than-temporary impairment on available for sale and held to maturity securities

The Corporation evaluates for impairment its defat @quity securities when their market value hasaiaed below cost for six months or
more, or earlier if other factors indicative of gotial impairment exist. Investments are considéodak impaired when a decline in fair value
is judged to be other-than-temporary. The Corponaéimploys a systematic methodology that consiées/ailable places evidence in
evaluating a potential impairment of its investnsent

The impairment analysis of the fixed income investis places special emphasis on the analysis aftte position of the company, its cash
and capital generation capacity, which could inseear diminish the company’s ability to repay itstd obligations. The Corporation also
considers its intent and ability to hold the fixadome securities. If Management believes, basetti@@analysis, that the company will not be
able to service its debt and pay its obligationsidimely manner, the security is written down tafgement’s estimate of net realizable
value. For securities written down to its estimagérealizable value, any accrued and uncollectitast is also reversed. Interest income is
then recognized if collected.

The equity securities impairment analyses are pmdd and reviewed on an ongoing basis based dattst financial information and any
supporting research report made by a major brokehagse. These analyses are very subjective ard t@®ong other things, on relevant
financial data such as capitalization, cash floguidity, systematic risk, and debt outstanding nisigement also considers the industry trends,
the historical performance of the stock, as wethesCorporation’s intent to hold the security &orextended period. If Management believes
there is a low probability of recovering book valoe reasonable time frame, then an impairmenthegirecorded by writing the security

down to market value. An impairment charge is galherecognized when an equity security has renthgignificantly below cost (over

twenty percent 20%) for a period of twelve month.

Loans held for sale

Loans held for sale are stated at the lower of aostarket. The amount by which cost exceeds madet in the aggregate portfolio of lo:
held for sale, if any, is accounted for as a vatuaallowance with changes therein included indatermination of net income.

Loans and allowance for loan losses

Loans are stated at their outstanding balanceul®sarned interest and net deferred loan origindéea and costs. Unearned interest on c¢
personal and auto loans is recognized as incomeranhethod, which approximates the interest 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 interasine. Consumer loans are classified as
non-accruing when they are delinquent: 90 days or rfmrauto, boat and home equity reserve loans; 538 dr more for personal loans; i
180 days or more for credit cards and personas loferedit. Commercial and mortgage loans aresiflad as non-accruing when they are
delinquent 90 days or more. This policy is alsoli@ppto all impaired loans based upon an evaluatithe risk characteristics of said loans,
loss experience, economic conditions and otheimaent factors. Loan losses are charged and re@svare credited to the allowance for loan
losses.

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 amewue according to the contractual terms
of the loan agreement. The Corporation measureairmgnt individually for those commercial and resfate loans with a principal balance
exceeding $1 million. An allowance for impairedrisas established based on the present value etteghfuture cash flows or the fair value
of the collateral, if the loan is collateral depentd Groups of small balance, homogeneous loansofiextively evaluated for impairment
considering among other factors, historical chasfjeexperience, existing economic conditions aisét dharacteristics relevant to the
particular loan category. The portfolios of resiti@mmortgage loans, consumer loans, auto loandiaadce leases are considered
homogeneous and are evaluated collectively for impant.

Loan fees and costs

Loan fees and costs incurred in the originatioloahs are deferred and amortized using the intereftod 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.
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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. Senyiassets are amortized in proportion to and theperiod of estimated net servicing income.
Loan servicing fees, which are based on a percertfthe principal balances of the loans serviegeel 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 imeaitiof servicing assets, the Corporation stratgigsh assets based on predominant risk
characteristics of underlying loans. The amounimgfairment recognized, if any, is the amount byahiithe servicing asset exceeds its
estimated fair value. Impairment, if any, is charggainst servicing incom

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 propertiddagses recognized on the periodic
reevaluations of these properties are creditedharged to net cost (gain) of operations and disiposof 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, lessradated depreciation. Depreciation is providedhenstraight-line method over the
estimated useful lives of the individual assetgiBeiation 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 maintemamc 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 gialioss 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, lsimiaturity, identical contractual interest ratssilar assets as collateral and the same
aggregate unpaid principal amount. The Corporattains control over the securities sold underdafageements, accordingly, these
agreements are considered financing transactiahthansecurities underlying the agreements renmating asset accounts. The counter party
to certain agreements may have the right to repgl¢lg collateral by contract or custom. Such assetpresented separately in the statement:
of financial condition as securities pledged tadas that can be repledged.

Accounting for income taxes

Deferred taxes arise because certain transactftetw 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 upastimated tax liability incurred for tax returarposes. Valuation allowances are
established, when necessary, to reduce deferregb&®ets to the amount expected to be realized.

Treasury stock

The Corporation accounts for treasury stock atvpare. Under this method, the treasury stock adcisuincreased by the par value of each
share of common stock reacquired. Any excess paidhpare over the par value is debited to additipaia-in capital for the amount per sh
that it was originally credited. Any remaining egsés charged to retained earnings.

Stock option plan

The Corporation has a stock-based employee compi@mgdan, which is described more fully in NoteThe Corporation accounts for the
plan under the recognition and measurement priesipf Accounting Principles Board Opinion No. 26¢ounting for Sock Issued to
Employees, and related Interpretations. No stock based emplogenpensation cost is reflected in net incomajlasptions granted under the
plan had an exercise price equal to the markeewvafthe underlying common stock on the date ofttaat. Options granted are not subjes
vesting requirements. The table below illustrateseffect on net income and earnings per shahe i€orporation had applied the fair value
recognition provisions of Financial Accounting Stands Board (FASB) Statement No. 128counting for Stock Based Compensation, to
stock-based employee compensation granted in Y& @nd 2002 (no options were granted during 2001).
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Proforma net income and earnings per common share

Year ended December 31,
2003 2002
(In thousands, except per share data)

Net income
As reportec $152,33¢ $107,95¢
Deduct: Stoc-based employee compensation expense determined fairdealue methot 2,891 2,21¢
Pro forma $149,44: $105,74:
I I
Earnings per common shar-basic:
As reportec $ 3.04 $ 204
Pro forma $ 29¢ $ 1.9¢
Earnings per common shar-diluted:
As reportec $ 2.9¢ $ 201
Pro forma $ 291 $ 1.9¢

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. The fair valfieach option granted during 2003 and 2002 (naooptivere granted during 2001) was
estimated using the following assumptions: expeugteighted dividend yield of 1.72% (2003) and 1.883%02); expected life of 3.29 years;
weighted expected volatility of 45.94% (2003) arid/8% (2002); and weighted ridiee interest rate of 2.09% (2003) and 3.66% (2008¢
weighted estimated fair value of the options grdntas $7.94 (2003) and $4.08 (2002) per option.

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) onusities available for sale, net of estimated taeatf and the change in fair value attributable
to credit risk on securities hedged with interasé swaps.

Derivative instruments

On January 1, 2001, the Corporation adopted thter8tnt of Financial Accounting Standards (SFAS) N838 “Accounting for Derivatives
Instruments and Hedging Activities”, as amended dativatives are recognized in the statementriritial position at fair value. Changes in
the fair value of derivative instruments are act¢edror as current income or other comprehensiverire, depending on their intended use
and designation. For transactions that qualifyhiexge accounting=AS No. 133 provides for a matching of the timing of gain osdo
recognition on the hedging instrument with the getion 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 ‘alita of cash flows from the hedged asset or
liability (cash flows hedges). Note 27 describemiore
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detail the hedging transactions entered into byCtbporation.
Earnings per common share

Earnings per share-basic is calculated by dividiiegme available to common stockholders by the teidj average number of outstanding
common shares. The computation of earnings peeddiluted is similar to the computation of earnipgs share-basic except that the
weighted average common shares are increasedtaénthe number of additional common shares thatldvbave been outstanding if the
dilutive potential common shares had been issuedtk®ptions outstanding under the Corporatiordglsption plan are considered in the
earnings per share-diluted by application of tkasury stock method, which assumes that proceetisef@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.

Acquisition of business

Business combinations are accounted using the psecimethod of accounting. Assets acquired andifiapiassumed are recorded at
estimated fair values at the date of acquisitiditerAnitial recognition, any resulting intangikdssets are accounted for as follows:

. Definite life intangibles are amortized over thestimated life, generally on a straight line basid are reviewed periodically for
impairment.

. Goodwill and other indefinite life intangibles aret amortized but are reviewed periodically for airment.
Recently issued accounting pronouncements
During 2003 the Financial Accounting Standards BA&ASB) issued the following financial accountimgpnouncements:

In December 2003, the FASB published a revisioitstinterpretation No. 46 (FIN 46) to clarify somkthe provisions of FIN 46 and to
exempt certain entities from its requirements. BB\ as revised, applies to variable interest estithat are commonly referred to as special-
purpose entities for periods ending after Deceribe2003 and for all other types of variable ins¢emtities for periods ending after

March 15, 2004. It requires the consolidation @heable interest entity (as defined) by its prigneeneficiary. Primary beneficiaries are th
companies that are subject to a majority of the afdoss or entitled to receive a majority of traiable interest entity’s residual returns, or
both. The adoption of FIN 46 did not have any dffatthe Corporation’s financial statements.

SFAS 149 - Amendment of Statement 133 on Derivdtigeruments and Hedging Activities. This Statenm@mends and clarifies financial
accounting and reporting for derivative instrumeirtsluding certain derivative instruments embedihedther contracts (collectively referred
to as derivatives) and for hedging activities urfd86B Statement No. 133. This Statement is effediiv contracts entered into or modified
after June 30, 2003, except for contracts whichtegio forward purchases or sales of when-issuagtisies or other securities that do not yet
exist, for which in the Statement should be applitedoth existing contracts and new contracts edtéerto after June 30, 2003. The adoption
of this standard did not have an impact on the Garipn’s financial position or results of operato

SFAS 150 - Accounting For Certain Financial Instemts with Characteristics of both Liabilities anguify - Issued on May 15, 2003, this
Statement establishes standards for how an emditgiies and measures certain financial instrumetith characteristics of both liabilities
and equity. It requires that an entity classifyrafcial instrument that is within its scope aghility (or an asset in some circumstances).
Many of those instruments were previously clasdiis equity. This Statement is effective for firahmstruments entered into or modified
after May 31, 2003, and otherwise is effectivehattheginning of the first interim period beginnater June 15, 2003. The adoption of this
standard did not have an impact on the Corporatifinancial position or results of operations.

In November 2003, the Accounting Standards Exeeu@iemmittee issued the Statement of Position (3@PP3-3, “Accounting for Certain
Loans or Debt Securities Acquired in a Transf&his statement addresses accounting for differebetgeen contractual cash flows and ¢
flows expected to be collected from an investariial investment in loans or debt securities (Baacquired in a transfer if those differences
are attributable, at least in part, to credit dgyallhis SOP does not apply to loans originatedhieyentity. This SOP prohibits “carrying over”
or creation of valuation allowances in the iniacounting of all loans acquired in a transfer #ratwithin the scope of this SOP. The
prohibition of the valuation allowance carry-ovepées to the purchase of an individual loan, alpddoans, a group of loans, and loans
acquired in a purchase business combination. TBR 8 effective for loans acquired in fiscal yelaeginning after December 15, 2004.
Management believes that the adoption of this istete will not have a material effect on the Corpiords consolidated financial statements.
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NOTE 3 - STOCKHOLDERS' EQUITY
Common stock

The Corporation has 250,000,000 shares of autltbdaexmon stock with a par value of $1 per sharebédember 31, 2003, there were
44,948,185 (2002-44,875,435) shares issued an@4286 (2002-39,954,535 shares outstanding).

The Corporation issued 72,750, 96,750 and 351,88fks of common stock during 2003, 2002 and 2@Xpectively, as part of the exercise
of stock options under the Corporation’s stockaplan. The 2002 and the 2001 number of shareedssas adjusted for the September 30,
2002 stock split.

Stock repurchase plan and treasury stock

The Corporation has a stock repurchase progranruvideh, from time to time, it repurchases sharfesomnmon stock in the open market
and holds them as treasury stock. No shares of @onatock were repurchased during 2003 and 200BédZbrporation. From the total
amount of common stock repurchased, 4,920,900 skaee held as treasury stock at December 31, 2082002 and were available for
general corporate purposes.

Preferred stock

The Corporation has 50,000,000 shares of authoripeecumulative and non-convertible preferred stwitk a par value of $25, redeemable
at the Corporation’s option subject to certain trithis stock may be issued in series and the slodieach series shall have such rights and
preferences as shall be fixed by the Board of Darsovhen authorizing the issuance of that pamicséries. During 2003, the Corporation
issued 7,584,000 shares of the Corporation’s “Sdi€referred Stock”3(680,000 shares in 2002; 4,140,000 shares in Z)00¢,000 shar

in 2000 and 3,600,000 shares in 1999). The ligiagdatalue per share is $25. Annual dividends o $Xer share (issuance of 2003), $1.8
per share (issuance of 2002), $1.85 per shareafisewf 2001), $2.0875 per share (issuance of 200D).78125 per share (issuance of
1999), are payable monthly, if declared by the Ba#rDirectors. During the year, dividends declanadpreferred stock amounted to
$30,358,863 (2002 - $26,406,274; 2001 - $16,508,198

Capital reserve

The capital reserve account was established to lyowith certain regulatory requirements of the ©iof the Commissioner of Financial
Institutions of the Commonwealth of Puerto Ricated! to the issuance of subordinated notes byEe&indt in 1995. An amount equal to 10%
of the principal of the notes is set aside each frean retained earnings until the reserve equasdtal principal amount. At the notes
repayment date the balance in capital reservebs toansferred to the legal surplus account aimetl earnings after the approval of the
Commissioner of Financial Institutions of the Commwealth of Puerto Rico.

Legal surplus

The Banking Act of the Commonwealth of Puerto Riequires that a minimum of 10% of FirstBank’s metame for the year be transferred
to legal surplus, until such surplus equals thel it paid in capital on common and preferred stéakounts transferred to the legal surplus
account from the retained earnings account ar@avaitable for distribution to the stockholders.

NOTE 4 - REGULATORY CAPITAL REQUIREMENTS

The Corporation is subject to various regulatoryites requirements imposed by the federal bankenaies. Failure to meet minimum
capital requirements can initiate certain mandatony possibly additional discretionary actions égulators that, if undertaken, could have a
direct material effect on the Corporation’s final@tatements. Under capital adequacy guidelindgtanregulatory framework for prompt
corrective action, the Corporation must meet spec#pital guidelines that involve quantitative regi@s of the Corporation’s assets,
liabilities, and certain off-balance sheet itemgasulated under regulatory accounting practi¢ég. Corporation’s capital amounts and
classification are also subject to qualitative jondat by the regulators about components, risk vigigh and other factors.

Capital standards established by regulations redh& Corporation to maintain minimum amounts aibs of Tier 1 capital to total average
assets (leverage ratio) and ratios of Tier 1 atal tapital to risk-weighted assets, as definetthénregulations. The total amount of risk-
weighted assets is computed by applying risk-waighfactors to the Corporation’s assets and cedfibalance sheet items, which vary
from 0% to 100% depending on the nature of thetasse

At December 31, 2003 and 2002, the most recenficadton from FDIC, categorized the Corporationeasell-capitalized institution under
the regulatory framework for prompt corrective antiTo be categorized as well as capitalized, thg@ation must maintain minimum total
risk-based, Tier 1 risk-based and Tier 1 leverages as set forth in the following table. Managatr®lieves that there are no conditions or
events since that date that have changed thatfedatien.
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The Corporation’s and its banking subsidiary’s tatpry capital positions were as follows:

Regulatory requirement

For capital To be
Actual adequacy purposes well capitalized
Amount Ratio Amount Ratio Amount  Ratio

(Dollars in thousands)
At December 31, 200:
Total Capital (to Risk Weighted Asse

First Bancory $1,103,79¢ 15.22% $580,09( 8% $725,11! 10%
FirstBank $ 974,20t 13.4% $577,87: 8% $722,34( 10%
Tier | Capital (to Risk Weighted Asse
First Bancory $ 989,85! 13.6%% $290,04! 4% $435,06¢ 6%
FirstBank $ 867,02! 12.0% $288,93t 4% $433,40: 6%
Tier Capital (to Average Asset
First Bancory $ 989,850 8.3%% $355,71: 3% $592,85! 5%
FirstBank $ 867,02! 7.38% $352,63: 3% $587,71¢ 5%
At December 31, 2002
Total Capital (to Risk Weighted Asse
First Bancory $ 816,94t 13.7%% $475,15! 8% $593,94: 10%
FirstBank $ 739,99t 12.5(% $473,61° 8% $592,02: 10%
Tier | Capital (to Risk Weighted Asse
First Bancory $ 707,080 11.9(% $237,57¢ 4% $356,36¢ 6%
FirstBank $ 632,48 10.68% $236,80! 4% $355,217 6%
Tier Capital (to Average Asset
First Bancory $ 707,080 7.3%% $288,62! 3% $481,04¢ 5%
FirstBank $ 632,48 6.62% $286,80: 3% $478,00: 5%

NOTE 5 - STOCK OPTION PLAN

The Corporation has a stock option plan coverirmtpaeemployees. 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 grantedciStptions 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, reclassificn of stock, merger or reorganization and certdiher issuance and distributions.

FIRST BANCORF PAGE63




Table of Contents

Following is a summary of the activity related tock options:

Number Weighted Average
of Options Exercise Price per Option

At December 31, 200 1,907,25! $12.2¢
Exercisec (351,000) $ 3.8¢
Cancelec (3,000 $18.9:

At December 31, 200 1,553,25! $14.1:
Granted 542,75( $18.9¢
Exercisec (96,750 $13.8¢

At December 31, 200 1,999,25! $15.4¢
Granted 365,00( $25.6¢
Exercisec (72,75() $15.4:

At December 31, 200 2,291,50I $17.0¢

The exercise price of the options outstanding ateD&er 31, 2003, ranges from $10.42 to $29.55lemaveighted average remaining
contractual life is approximately six years.

Following is additional information concerning th®ck options outstanding at December 31, 2003.

Numbers of Exercise Price Contractual
Options per Option Maturity
300,00( $10.42 November 200°
65,00( $12.7¢ February 200t
60,00( $18.0¢ May 2008
18,00( $17.71 June 200¢
259,50( $17.3: November 200!
3,00( $17.2¢ February 200¢
261,00( $13.0¢ November 200!
428,50( $14.8¢ December 201
514,50( $18.6¢ February 201.
20,00( $25.9¢ October 201
357,00( $25.6: February 201:
5,00( $29.5¢ May 2013
2,291,501
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NOTE 6 - EARNINGS PER COMMON SHARE

The calculations of earnings per common shareh®ears ended December 31, 2003, 2002 and 2d6wfol

Year ended December 31,

2003 2002 2001
(In thousands, except per share data)

Net income $152,33¢ $107,95¢ $ 86,00:
Less: Preferred stock divide! (30,359 (26,406 (16,509
Net incomeattributable to common stockholde $121,97¢ $ 81,55( $ 69,49!
| | I

Earnings per common share-basic:
Net income- available to common stockholde $121,97¢ $ 81,55( $ 69,49:
Weighted average common shares outstan 39,99/ 39,90: 39,85
Earnings per common sh-basic $ 3.0¢ $ 2.0 $ 1.7/
L] L] I

Earnings per common shar-diluted:
Net income- available to common stockholde $121,97¢ $ 81,55( $ 69,49!

Weighted average common shares and share equisi

Average common shares outstanc 39,99/ 39,90: 39,85!
Common stock equivalen- Options 98¢ 652 29¢
Total 40,98 40,55 40,14«
Earnings per common sh-diluted $ 2.9¢ $ 201 $ 1.7¢
L] L] I

Stock options outstanding, under the Corporatistosk option plan for officers, are common stoclkieglents and, therefore, considered in
the computation of earnings per common share dill@®mmon stock equivalents were computed usingréasury stock method. For the
year ended December 31, 2003, all options outstgndere included in the computation of outstandingres. In 2002, 20,000 stock optit
(2001-10,500) were not included in the computatiboutstanding shares because they were antidélutiv

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 for the w
ended December 31, 2003 was approximately $104000G@Gt (2002 - $93,000,000).
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NOTE 8 - INVESTMENT SECURITIES
Investment Securities Available For Sale

The amortized cost, gross unrealized gains an@é$ospproximate market value, weighted averagd wiedl contractual maturities of
investment securities available for sale at DecerBlbe2003 and 2002 were as follows:

December 31, 2003

Gross Weighted
Amortized Unrealized Market average
cost gains losses value yield%

(Dollars in thousands)
Obligations of U.S Government Agenci
After 1 to 5 year:
After 5 to 10 year:
After 10 years
Puerto Rico Government Obligatior

After 5 to 10 year: $ 7,19 $ 354 $  7,54¢ 5.81

After 10 years 8,15z 45¢ 8,612 5.9¢

United States and Puerto Rico Government Obliga: $ 15,34¢ $ 81: $ 16,15¢ 5.9C
| | | |

Mortgagebacked Securitie:
FHLMC certificates:

After 1 to 5 year: $ 2,217 $ 11z $ 2,32¢ 6.52
After 5 to 10 year: 4,59¢ 31z 4,90¢ 7.6C
After 10 years 3,86: 19z 4,05¢ 6.8¢
10,67¢ 617 11,29: 7.1z
GNMA certificates:
After 5 to 10 year: 2,53¢ 13z 2,66¢ 6.4z
After 10 years 169,22( 3,83¢ $152 172,90: 5.1¢
171,75t 3,96¢ 152 175,57. 5.21
FNMA certificates:
Within 1 year
After 1 to 5 year: 2 2 6.9¢€
After 5 to 10 year: 56¢ 43 60¢ 8.24
After 10 years 885,52: 13,15¢ 898,67t 4.8(
886,08¢ 13,19¢ 899,28! 4.8C
Mortgage pass through certificat:
After 10 years 732 7 73¢ 7.217
Mortgage-backed Securitie $1,069,25: $17,79: $152 $1,086,89. 4.8¢
| | | |
Corporate Bonds
Within 1 year
After 1 to 5 year: $ 45,00( $ 1,39¢ $ 46,39 451
After 5 to 10 year: 3,75( 3,62¢ 7,37¢ 7.67
Corporate bond $ 48,75( $ 5,02( $ 53,77( 4.7¢
| | | |
Equity securities (without contractual maturi $ 48,05 $14,46¢ $19€ $ 62,31¢ 0.7¢
| | L] |
Total Investment Securities Available for S $1,181,39: $38,08t¢ $34¢ $1,219,13 4.7¢€
| | | |

[Additional columns below

[Continued from above table, first column(s) repet



December 31, 2002

Gross Weighted
Amortized Unrealized Market average
cost gains losses value yield%

(Dollars in thousands)
Obligations of U.S Government Agenci

After 1 to 5 year: $ 50C $ 3 $ 502 3.87

After 5 to 10 year 75C 17 767 5.6C

After 10 years 15,56¢ 48C 16,04¢ 7.6¢
Puerto Rico Government Obligatior

After 5 to 10 year. 4,99¢ 37t 5,37¢ 6.27

After 10 years 5,67¢ 401 6,08( 6.3C
United States and Puerto Rico Government

Obligations $ 27,49¢ $ 1,27¢ $ 28,77 7.0z

| | | |

Mortgagebacked Securitie:
FHLMC certificates

After 1 to 5 year: $ 1,45¢ $ 82 $ 1,54 6.47
After 5 to 10 year. 8,211 613 8,82« 7.4z
After 10 years 6,34 35¢ 6,70¢ 6.8€
16,01¢ 1,05z 17,06¢ 7.11
GNMA certificates:
After 5 to 10 year. 3,60¢ 17C 3,77¢ 6.41
After 10 years 524,27¢ 9,43¢ 533,71 5.11
527,88t 9,60¢ 537,49! 5.12
FNMA certificates:
Within 1 year 29 29 6.3<
After 1 to 5 year: 5 5 7.6¢
After 5 to 10 year 764 53 817 7.6€
After 10 years 1,916,46! 39,52 1,955,98 4.9
1,917,25! 39,57¢ 1,956,83. 4.9%
Mortgage pass through certificat:
After 10 year: 1,17¢ 32 1,207 7.2%
Mortgagebacked Securitie $2,462,33! $50,27( $2,512,60! 4.9¢
| | | |

Corporate Bonds

Within 1 year $ 97¢ $ 36 $ 1,01¢ 7.817

After 1 to 5 year: 85,71 1,24 $10,86: 76,09( 6.1€

After 5 to 10 year 57,27¢ 44F 1,084 56,631 6.94

Corporate bond $ 143,96t $ 1,72¢ $11,94¢ $ 133,74. 6.4¢€
| | | |

Equity securities (without contractual maturi $ 36,95: $10,00¢ $ 5,302 $ 41,65 1.72
| | | |

Total Investment Securities Available for S $2,670,74 $63,27" $17,25: $2,716,77. 5.04
| | | |

Maturities for mortgagdacked securities are based upon contractual @ssmsning no repayments. Expected maturities osinvents migr
differ from contractual maturities because they rhaysubject to prepayments and/or call options.Wéighted aver- age yield on investment
securities held for sale is based on amortized tostefore, it does not give effect to changefinvalue.
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Investments Held to Maturity

The amortized cost, gross unrealized gains ané$ospproximate market value, weighted averagd wietl contractual maturities of
investment securities held to maturity at Decen®igr2003 and 2002 were as follows:

December 31, 2003

Gross Weighted
Amortized Unrealized Market average
cost gains losses value yield%

(Dollars in thousands)
U.S. Treasury Securitie

Due within 1 yea $ 11,31¢ $ 7 $ 11,31 0.9C
Obligations of other U.S Government Agenc

Due within 1 yea 14,97¢ 163 14,81¢ 1.0t

After 1 to 5 year: 50C 1 49¢ 3.02

After 10 years 1,083,33 $ 144 17,22¢ 1,066,25! 4.4k
Puerto Rico Government Obligatior

After 1 to 5 year: 5,00( 17t 5,17¢ 5.0C

After 10 years 4,641 64¢ 5,28¢ 6.5C
United States and Puerto Rico Government obliga $1,119,77! $ 967  $17,39¢ $1,103,34 4.3¢

] | | |

Mortgagebacked securitie:
FHLMC certificates
After 1 to 5 year:

After 5 to 10 year: $ 35,00 $ 83C $ 34,17 3.6
FNMA certificates:
After 5 to 10 year: 29,49 94 29,397 3.81
After 10 years 1,906,35! $ 162 16,46¢ 1,890,05 4.04
Mortgage-backed securitiet $1,970,85! $ 16z $17,38¢ $1,953,62! 4.08
] | | |

Corporate bonds
Due within 1 yea $ 39,84 $ 72 $ 39,91¢ 2.6¢
After 1 to 5 year:

Corporate bond $ 39,84 $ $ 39,91¢ 2.6¢

72
| [ | [ | |
Total Investment Securities Held to Matur $3,130,47 $1,201 $34,78¢ $3,096,89: 4.14
| [ | [ | |

[Additional columns below

[Continued from above table, first column(s) repet

December 31, 2002

Gross Weighted
Amortized Unrealized Market average
cost gains losses value yield%

(Dollars in thousands)
U.S. Treasury Securitie
Due within 1 yea
Obligations of other U.S Government Agenc
Due within 1 yea
After 1 to 5 year:

After 10 years $628,82( $3,307 $ 59 $632,06¢ 7.8E
Puerto Rico Government Obligatior
After 1 to 5 year: 5,00( 11z 5,11z 5.0C
After 10 years 4,35¢ 58€ 4,94( 6.5(C
United States and Puerto Rico Government obliga $638,17: $4,00¢ $ 59 $642,12: 7.82
L] I L] I

Mortgagebacked securitie:
FHLMC certificates
After 1 to 5 year:

After 5 to 10 year



FNMA certificates:
After 5 to 10 year
After 10 years

Mortgagebacked securitie:

| | | |
Corporate bonds
Due within 1 yea $ 25,00( $ 25,00( 3.0t
After 1 to 5 year: 39,43 $60< 38,82 2.9t
Corporate bond $ 64,43. $60¢ $ 63,82: 2.9¢
| | | |
Total Investment Securities Held to Matur $702,60¢ $4,00¢ $66¢ $705,94- 7.3¢
| | | |

Expected maturities of investments might diffemfiroontractual maturities because they may be sutggrepayments and/or call options.
Rates in the corpo- rate bonds classified as loetdaturity are floating.

Investment Activities
The net unrealized gains or losses on availabledts securities are presented in accumulated ottmeprehensive income.

During the first quarter of 2003, the Corporatieduced its deferred tax liability on the unrealipgaihs on available for sale securities to
reflect current Puerto Rico tax statutes, whichvjate for tax exemption on the gain on sale of itwvesnts held by the Corporation’s
international banking divisions. This tax benedfitéflected in Other Comprehensive Income.
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During 2003, the Corporation replaced and grevwnitsstments portfolio. In the first quarter of 20@3 Corporation’s bank subsidiary sold
$700 million of its 15-year 5.5% coupon and 30 y&&f6 mortgage-backed securities portfolio, to @tteantage of a market opportunity,
which arose when the 10-year treasury notes ratshesl 3.56%. Also during 2003, prepayments on ragadacked securities and
repayments on callable securities accelerated wbmpared to recent historical experience. A sulisieaimount of the proceeds from both
the aforementioned sales and accelerated prepaymemortgage-backed securities was maintainedoinay market instruments, awaiting
an opportunity to reenter the longer-term investnmearket. For such reasons, interest income wastaffl during this waiting period, which
included the first half of 2003 and the first pafrthe third quarter of 2003. During the monthgoly and August of 2003, with the increase in
the 10-year treasury note rates, the CorporatiBaisk subsidiary reinvested proceeds from salepagphyments and grew its portfolio by
purchasing $2.0 billion in 15-year 5% coupon FNMgu@rities. For this reason, the Corporation’s Bauisidiary investment interest income
increased since August 2003 after the mortgagedabs&curities purchases. The restructuring ofrthestment’s portfolio, briefly discussed
above, enabled the Corporation to record substgmtifits on securities sold, while at the sameetigave the Corporation the opportunity to
reinvest in mortgage-backed securities with motraetive yields and shorter maturities.

During 2003, Management’s impairment analyses®debt and equity securities portfolios concluded bther-than-temporary impairments
had occurred in certain investments. As a resalbrporation recognized impairment charges ag#iestet gain on sale of investments
category of Other Income of approximately $5.8 imilin corporate bonds and equity securities. Managnt determined that except for the
impairments on these bonds and stocks, there anéheo-than-temporary impairments on the rest efttbnds and equity securities portfolio.

As of December 31, 2003, the Corporation did ndd lamy investments securities with significant watied losses sustained for more than
one year. The investment securities with unreallasses as of December 31, 2003 are mainly mortgagked securities and obligations of
U.S. government agencies for which the Corpordiiasithe intent and ability to hold to maturity aad ,such, have been classified as
securities held-to-maturity on the Corporation'ssalidated financial statements. Specifically, acBmber 31, 2003, the most significant
unrealized losses were reflected in U.S. governmgencies obligations held-to-maturity with an atized cost of approximately

$850 million and unrealized losses of approxima$dly million, and Federal National Mortgage Assticia(FNMA) mortgage-backed
securities held-to-maturity with an amortized aoisapproximately $1,834 million and unrealized kEssf approximately $16 million. Both,
the U.S. government agencies obligations and tHdAMortgage-backed securities were purchased d@@@g. The unrealized losses on
these securities result substantially from interats fluctuations, and, because of Managementesiion to hold them until maturity, are
expected to recover in full. Further, Managememsdaot consider that such securities have beeniriedpaince it is considered that the
interest and principal on these securities wiltdygaid when due based on several factors sucled# quality and the fact that the principal
and interest on substantially all of the securitiith an unrealized loss position are guaranteegdwernment sponsored agencies such as
FNMA, GNMA, FHLB, and FHLMC, and in the case of thmrtgage-backed securities, also by residentilastate collateral.

Total proceeds from the sale of securities durfregytear period ended December 31, 2003 amountet 440 million (2002 —
$2,243 million). The Corporation realized grossxgaif $43.8 million (2002 — $49.7 million, 2001 —236 million), and gross realized
losses and other-than-temporary impairments of 88ll®n (2002 — $37.7 million, 2001 — $4 million).

NOTE 9 - FEDERAL HOME LOAN BANK (FHLB) STOCK

Institutions that are members of the FHLB systeenraguired to maintain a minimum investment in FHitBck. Such minimum is calculat
as a percentage of aggregate outstanding mortgaglesn additional investment is required that isutated as a percentage of total FHLB
advances, letters of credit, and the collateraladion of interest-rate swaps outstanding. Tbelsts capital stock issued at $100 par. Both
stock and cash dividends may be received on FHb8kst

At December 31, 2003 and 2002, there were invedsner-HLB stock with book value of $45,650,000 &&5,629,500, respectively. The
estimated market value of such investments isilemption value determined by the ultimate recdugaof its par value. In September
2003, the FHLB of New York announced the suspensfatividends on its outstanding common stock ffar third quarter of 2003. At that
time, Management’s impairment analyses concludatrth other-than-temporary impairments had occusrethese securities. In January
2004, the FHLB declared dividends on its outstagdiommon stock for the fourth quarter of 2003.
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NOTE 10 - INTEREST AND DIVIDEND ON INVESTMENTS

A detail of interest and FHLB dividend income orastments follows:

Year ended December 31,

2003 2002 2001
(In thousands)
Mortgage Backed Securitie
Taxable $ 1,30 $ 3,76¢ $ 2,66¢
Exempt 94,35¢ 117,33t 106,57
$95,66: $121,10: $109,23
| ] ]
Other Investment Securitie
Taxable $ 2,307 $ 3,07¢ $ 2,63¢
Exempt 48,98¢ 64,01: 50,60:
$51,29¢ $ 67,09: $ 53,24:
| ] ]

NOTE 11 - LOANS RECEIVABLE

The following is a detail of the loan portfolio:

2003 2002
(In thousands)
Residential real estate loans, mainly securedrbyriortgage $2,871,22. $1,846,56.
Deferred net loan fee (4,062 (3,247
Residential real estate loa 2,867,16! 1,843,31.
Commercial loans
Construction loan 328,17! 259,05
Commercial loan 1,615,30. 1,418,79;
Commercial mortgage 889,15t 813,51:
Commercial loan 2,832,63! 2,491,35!
Finance lease 161,28 143,41
Consumer and other loar
Persona 410,57 413,93:
Personal lines of crec 11,90¢ 10,40:
Auto 665,48 565,47¢
Boat 59,38¢ 53,01°
Credit carc 58,56¢ 164,17:
Home equity reserve loa 4,552 4,56¢
Unearned intere: (38,879 (62,557
Consumer and other loa 1,171,58! 1,149,01;
Loans receivabl 7,032,66 5,627,09
Allowance for loan losse (126,379 (111,91)
Loans receivable, ni 6,906,28! 5,515,18!
Loans held for sal 11,85: 10,75¢
Total loans $6,918,14i $5,525,93
| |
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Decrease in credit cards loans portfolio is atteblto the sale of approximately $114 million to MB Corporation in the last quarter of
2003; the sale generated a gain of approximatelyn$ilion. The sale was made pursuant to a long terategic marketing alliance with
MBNA, whereas FirstBank and MBNA together will biel@to offer a wider selection of credit card seeg to consumers in Puerto Rico.

The Corporation’s primary lending area is PuertooRThe Corporation’s subsidiary Bank also lendheU.S. and British Virgin Islands
markets. At December 31, 2003 and 2002 there sgmificant concentration of credit risk in any sifie industry on the loan portfolio.

At December 31, 2003, loans in which the accruahigrest income had been discontinued amount&8%c525,000 (2002 - $91,765,000;
2001 - $72,998,000). If these loans had been auginterest, the additional interest income redliz®uld have been approximately
$6,631,000 (2002 - $5,833,000; 2005,435,000). There are no material commitmentsrtd kdditional funds to borrowers whose loans
in non-accruing status at these dates.

At December 31, 2003, the Corporation was serviogsidential mortgage loans owned by others aggregapproximately $266,155,000
(2002 - $196,748,000; 2001 - $160,583,000).

Various loans secured by first mortgages were aesigs collateral for certificates of deposit, Widliial retirement accounts, advances from
the Federal Home Loan Bank, and unused lines ditciEhe mortgage loans pledged as collateral aneouto $1,325,384,220 and
$778,829,294 at December 31, 2003 and 2002, regglgct

NOTE 12 - ALLOWANCE FOR LOAN LOSSES

The changes in the allowance for loan losses wefellws:

Year ended December 31,

2003 2002 2001
(In thousands)

Balance at beginning of ye $111,91: $ 91,06( $ 76,91¢
Provision charged to incon 55,91¢ 62,30 61,03(
Losses charged against the allowa (48,137 (48,99) (54,380)
Recoveries credited to the allowar 6,68: 7,54( 7,391
Other adjustment 10C
Balance at end of ye $126,37¢ $111,91: $ 91,06(
| | I
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At December 31, 2003, $75 million ($27 million at@mber 31, 2002) in commercial, real estate, andtruction loans over $1,000,000
were considered impaired with an allowance of $HilBon ($5.9 million at December 31, 2002). F&03, $12.6 million of the allowance
on impaired loans was established based on thedhie of the collateral and $2.2 million was eb&lied based on the present value of
expected future cash flows. The total allowancerfgraired loans as of December 31, 2002 was esh#ulibased on the fair value of
collateral. The allowance for impaired loans istjpdithe allowances for loan losses. The increadedns considered impaired is mainly in
loans with real estate collateral. These loansesapit loans for which management has determinédstheobable that the debtor will be
unable to pay all the amounts due, according tatmractual terms of the loan agreement, and daewessarily represent loans for which
the Corporation will incur a substantial loss. Bwerage recorded investment in impaired loans atedun $45 million for 2003 (2002 -
$18.9 million). Interest income in the amount opagximately $2,922,000 was recognized on impaioah$ in 2003 (2002 — $803,000; 2001
-$377,000).

NOTE 13 - 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 werelag/fol

Amount
(In thousands)

Balance at December 31, 2C $ 34,66
New loans 48,78¢
Payment: (1,949
Balance at December 31, 2C $ 81,50¢
New loans 12,23¢
Payment: (2,339
Other change (37,119
Balance at December 31, 2C $ 54,28
|

These loans do not involve more than normal riskadiectivity and present terms no more favorahbntthose that would have been obtal
if transactions had been with unrelated partieg dimounts reported as other changes include changes status of those who are
considered related parties.
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NOTE 14 - PREMISES AND EQUIPMENT

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

Useful life
In years
Land
Buildings and improvemen 10-40
Leasehold improvemen 1-15
Furniture and equipme 3-1C

Accumulated depreciatic

Projects in progres

Total premises and equipment,

NOTE 15 - INTANGIBLE ASSETS

At December 31, 2003, the Corporation has a copesieintangible with a carrying amount of $18,41® (2002 - $20,807,539) included in

2003

$ 8,30:
51,47¢
22,10°
70,09:

151,97
(72,319

79,66¢
5,60¢

$ 85,26¢

December 31,

2002
(In thousands)
$ 8,20
41,91¢
20,43¢
94,67¢

165,23:
(87,089

78,14¢
9,44

$ 87,59¢

the Other Assets category. The straight-line amatitn expense for the year ended December 31, 20@8inted to approximately
$2,400,000. The estimated aggregate amortizatiparese for each of the five succeeding fiscal yedtde approximately $2,400,000.

Management has reviewed the core deposits intang#sets concluding that no impairment exists laatthe useful life of ten years used to

amortize them is the best estimate of the econbemefit period.
NOTE 16 - DEPOSITS AND RELATED INTEREST

Deposits and related interest consist of the fdthaw

Type of account and interest ra

Savings accoun—1.00% to 1.45% (200~ 1.25% to 2.25%

Interest bearing checking accou-1.00% to 1.35% (200- 1.15% to 2.00%
Nor-interest bearing checking accou

Certificate of depos 0.75% to 7.85% (200- 1.00% to 7.85%
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2003

$ 985,06:
286,60
548,92!

4,944,51

$6,765,10

December 31,
2002
(In thousands)

$ 921,10
230,741
447,07t

3,883,991

$5,482,91.

2003 ANNUAL REPOR’




Table of Contents
The weighted average interest rate on total depasiDecember 31, 2003 and 2002 was 1.82% and 2r&8uectively.

At December 31, 2003, the aggregate amount of dragts in demand deposits that were reclassifiddass amounted to $14,809,498 (2002
- $7,281,895).

The following table presents a summary of certtbsaof deposits with a remaining term of more tbae year at December 31, 2003:

Total
(In thousands)

Over one year to two yea $ 183,73l
Over two years to three ye: 323,64:
Over three years to four yee 98,29
Over four years to five yea 113,90:
Over five year: 2,789,92i
Total $3,509,49!
]

At December 31, 2003 certificates of deposit (COrisjlenominations of $100,000 or higher amounte$4(&08,865,618 (2002 -
$3,379,748,775) including brokered certificatesleposit of $3,813,218,000 (2002 - $2,645,909,2232)weighted average rate of 1.90%,
after hedging (2002 — 2.64%). See Note 27 for ari#on of the program used to hedge the fair @afithe brokered certificates of deposit.

At December 31, 2003, deposit accounts issuedvergment agencies with a carrying value of $378884 (2002 - $220,869,357) were
collateralized by securities with a carrying vatfe422,369,034 (2002 - $259,433,606) and estimetadket value of $423,913,988 (2002 -
$263,467,485), by mortgage loans with a carryingeaf $2,416,677 and estimated market value d@¥3B938 in 2002, there were no
mortgages as collateral as of December 31, 20@Bbamunicipal obligations with a carrying valuedaastimated market value of
$32,850,000 (2002 - $27,810,000).

A table showing interest expense on deposits falow

Year ended December 31,

2003 2002 2001
(In thousands)
Savings $ 11,84¢ $ 15,09¢ $ 12,95¢
Interest bearing checking accou 3,42¢ 4,76: 5,29¢
Certificates of depos 97,26¢ 113,37¢ 142,50¢
Total $112,54: $133,23! $160,75¢
| | |
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NOTE 17 - FEDERAL FUNDS PURCHASED AND SECURITIES SAQ.D UNDER AGREEMENTS TO REPURCHASE

Federal funds purchased and securities sold umieements to repurchase (repurchase agreemenssjtoofithe following:

December 31,

2003 2002
(In thousands)
Federal funds purchased, interest rate 1. $ 155,00(
Repurchase agreements, interest ranging from 0t8&@8/89% (200:- 1.00% to 5.37% 3,484,47. $2,784,07!
Accrued interest payab 10,82t 9,46%
Total $3,650,29 $2,793,54
| |

The weighted average interest rates of federaldymuichased and repurchase agreements at Deceipi2803 and 2002 was 3.13% and
3.82%, respectively.

Federal funds purchased and repurchase agreemaftuseras follows:

December 31,

2003 2002
(In thousands)

One to thirty day: $ 664,57: $ 708,92

Over thirty to ninety day 899,93¢ 194

Over ninety days to one ye 156,50(

Over one yea 1,918,46! 2,074,96!

Total $3,639,47. $2,784,07:
| |
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The following securities were sold under agreemtmtgpurchase:

December 31, 2003

Amortized Approximate Weighted
cost of market value average
underlying Balance of of underlying interest
Underlying securities securities borrowing securites rate

(In thousands)
U.S. Treasury Securities and obligations of othes.

Government Agencie $ 788,51 $ 750,27. $ 773,95 4.06%
Mortgage backed securiti 2,836,20 2,698,64. 2,835,23 4.80%
Corporate bond 37,37( 35,557 37,44: 2.6%%

Total $3,662,09. $3,484,47. $3,646,63.

| | |
Accrued interest receivab $ 13,32
|

December 31, 2002

Amortized Approximate Weighted
cost of market value average
underlying Balance of of underlying interest
Underlying securities securities borrowing securites rate

(In thousands)
U.S. Treasury Securities and obligations of othe.

Government Agencie $ 718,88t $ 646,09 $ 721,21t 5.7(%
P.R. Government Securiti 29C 26C 324 6.48%
Mortgage backed securiti 2,248,03 2,020,41. 2,293,03: 5.67%
Corporate bond 130,52! 117,30¢ 130,52 5.2(%

Total $3,097,73 $2,784,07 $3,145,00.

| | |
Accrued interest receivab $ 12,257
|

The maximum aggregate balance outstanding at amgtrrend during 2003 was $3,985,306,843 (2002 -432B4,753). The average
balance during 2003 was approximately $2,881,93/(2002 - $2,784,701,323).

At December 31, 2003 and 2002, the securities ulyileg such agreements were delivered to, and eirggtheld by the dealers with which
the repurchase agreements were transacted, excagrisactions where the Corporation has agreegbterchase similar but not identical
securities.
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NOTE 18 - ADVANCES FROM THE FEDERAL HOME LOAN BANK (FHLB)

Following is a detail of the advances from the FHLB

December 31,

Maturity Interest rate 2003 2002
(In thousands)

January 13, 200 1.44% $ 50,00(
January 2, 200 1.06% $ 50,00(
January 5, 200 1.11% 60,00(
January 7, 200 1.15% 80,00(
January 7, 200 1.05% 200,00(
January 23, 200 1.1&% 200,00(

August 16, 200! 6.3(% 50,00( 50,00(

October 9, 200! 5.1(% 14,00( 14,00(

October 16, 200 5.0¢% 15,00( 15,00(

February 28, 201 4.5(% 79,00( 79,00(

March 21, 201: 4.472% 165,00( 165,00(

$913,00( $373,00(

| |

Advances are received from the FHLB under an Adgan€ollateral Pledge and Security Agreement (thl&ateral Agreement). Under the
Collateral Agreement, the Corporation is requiedintain a minimum amount of qualifying mortgamgdlateral with a market value at le
110% of the outstanding advances. At December @13 Zpecific mortgage loans with an estimatedevafi$994,306,442 (2002 -
$553,144,554), as computed by Federal Home Loak Rarcollateral purposes, were pledged to the FHisBart of the Collateral
Agreement. The carrying value of such loans at Bésse 31, 2003 amounted to $1,304,868,690 (200Z76,812,617). In addition, securities
with an approximated market value of $2,109,23®220%$26,587,830) and a carrying value of $2,200(2902 - $29,149,623) were pledged
to the FHLB.

NOTE 19 - SUBORDINATED NOTES

On December 20, 1995, the Corporation issued 7 @f86rdinated capital notes in the amount of $1@@IM maturing in 2005. The notes
were issued at a discount. At December 31, 2008uks&tanding balance net of the unamortized discand notes repurchased was
$82,818,437 (2002 - $82,815,105). Interest on tiexis 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 redeemedtprtheir maturity. At December 31, 2003, ther@wation has transferred to capital
reserves from the retained earnings account $8MO00@&s a result of the requirement explained itel8o- “Stockholders’ Equity.”
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NOTE 20 - UNUSED LINES OF CREDIT

The Corporation maintains unsecured standby lifiesedlit with other banks. At December 31, 2003 2862, the Corporation’s total unused
lines of credit with these banks amounted to apprately $95,000,000 and $180,000,000, respectivypecember 31, 2003, the
Corporation has an available line of credit with #HLB guaranteed with excess collateral, in thewm of approximately $83,415,678.

NOTE 21 - EMPLOYEES’ BENEFIT PLAN

FirstBank provides contributory retirement planssprant to Section 1165(e) of the Puerto Rico IrseRevenue Code for Puerto Rico
employees and Section 401(K) of the U.S. InterratdRue 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 the fi#6 of each participant’s compensation.
Participants are permitted to contribute up to Xf%heir annual compensation, limited to $8,000ymEar ($12,000 for U.S.V.l. employees).
Additional contributions to the Plan are voluntamhade by the Bank as determined by its Board céd@drs. The Bank had a total plan
expense of $1,235,230; $861,478 and $845,227 danng, 2002 and 2001, respectively.

NOTE 22 - OTHER EXPENSES
A detail of other expenses follows:

Year ended December 31,

2003 2002 2001
(In thousands)

Professional and service fe $ 9,40: $ 7,68¢ $ 7,461
Communication: 6,95¢ 5,86¢ 5,39t
Revenue earning equipme 1,64z 1,58¢ 1,57¢
Supplies and printin 2,03¢ 1,96: 1,28
Other 8,80( 8,24: 9,48¢
Total $28,83" $25,34¢ $25,20¢
| | |

NOTE 23 - INCOME TAXES

The Corporation is subject to Puerto Rico inconxeotaits 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 whthconduct of a trade or business within the WinR&ates. Any United States income tax
paid by the Corporation is creditable, within certeonditions and limitations, as a foreign tax
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credit against its Puerto Rico tax liability. Inditibn, certain interest including interest on UT8asury and agency securities is not taxah
the U.S. under portfolio interest exception apfileao certain foreign corporations. The Corpomai®also subject to B.V.l. and U.S.V.I
taxes on its income from sources within these glici®ns. However, any tax paid, subject to certainditions and limitations, is creditable
a foreign tax credit against its P.R. tax liabgii

The provision for income taxes was as follows:

Year ended December 31,

2003 2002 2001
(In thousands)
Current $45,45¢ $30,93¢ $25,53¢
Deferred (6,787 (8,617) (5,402
Total $38,67: $22,327 $20,13¢
| | |

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,
2003 2002 2001

% of % of % of
pre-tax pre-tax pre-tax
Amount Income Amount Income Amount Income
(Dollars in thousands)
Computed income tax at statutory r $ 74,49 39 $ 50,81 39 $41,78¢ 39
Benefit of net exempt incon (37,76¢) (20 (31,819 (24) (24,447 (23)
Othernet 1,94¢ 1 3,33t 2 2,781 3
Total income tax provisio $ 38,67 20 $ 22,327 17 $ 20,13« 19
I I I

The components of the deferred tax asset anditiabiere as follows:

December 31,
2003 2002
(In thousands)

Deferred tax asse

Allowance for loan losse $49,28¢ $ 43,64¢
Unrealized loss on fair value hedges attributablerédit risk 37¢
Other 7,647 6,58¢
Deferred tax assi $56,93¢ $ 50,60¢
[ | .|

Deferred tax liability:

Unrealized gain on available for sale securi (613 (12,506
Other (16) (99)
Deferred tax liability $ (629 $(11,60¢)
| |
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No valuation allowance was considered necessamhédeferred tax asset. Deferred tax assets abitities are presented net in the stater
of financial condition under Other Assets.

The tax effect of the unrealized holding gain @sléor securities available for sale, outside tbepGration’s international banking entities,
was computed based on a 25% capital gain taxaatkis included in accumulated other comprehenet@ne as a part of stockholders’
equity.

The Puerto Rico Treasury Department conductedastigation of the Bank'’s income tax returns fa ylears 1995, 1997, 1998 and 1999
and certain tax positions for the years 2000, 20@1.2002. On July 2003, the Bank and the Puerto Rix Department reached an agreel
whereby the investigations of the aforementioned¢turns and tax positions were closed. The ageeénlid not have a material impact on
the Corporation’s results of operations.

NOTE 24 - COMMITMENTS

At December 31, 2003 certain premises are leastdt@rims expiring through the year 2021. 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, 2003, the obligation under various leasbgws:

Year Amount

(In thousands)

2004 $ 5,50¢
2005 3,84¢
2006 3,25¢
2007 2,94¢
2008 2,20¢
2009 and later yea 7,272
Total $25,03¢

|

Rental expense included in occupancy and equipmgrense was $5,378,802 in 2003 (2002 - $4,509 23Rt - $4,240,437).
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NOTE 25 - FAIR VALUE OF FINANCIAL INSTRUMENTS

The information about the estimated fair valueirgncial instruments required by accounting piites generally accepted in the United
States of America, is presented hereunder. Théodis® requirements exclude certain financial imsnts and all non-financial instruments.
Accordingly, the aggregate fair value amounts preskdo not represent Managemsrstimate of the underlying value of the CorporatiA
summary table of estimated fair values and carryalges of financial instruments at December 3032&nd 2002 follows:

December 31,

2003 2002

Estimated Carrying Estimated Carrying

fair value value fair value value

(In thousands)
Assets:
Cash and due from banks and money market instris $1,060,24. $1,060,24. $ 381,96! $ 381,96!
Investment securitie 4,316,03. 4,349,61! 3,422,711 3,419,38!
FHLB stock 45,65( 45,65( 35,63( 35,63(
Loans receivable, including loans held for < net 6,912,04 6,918,141 5,527,12 5,525,93!
Interest rate swaps, included in other as 864 864 27,02: 27,02:
Liabilities:
Deposits 6,769,14 6,765,10 5,499,99 5,482,911
Federal funds purchased and securities sold umgleements to
repurchass 3,806,68! 3,650,29° 2,966,58I 2,793,541

Advances from FHLE 933,01 913,00( 399,94: 373,00(
Subordinated note 88,72¢ 82,81¢ 89,08 82,81t
Interest rate swaps, included in other liabili 43,24 43,24 9,73¢ 9,73¢

The estimated fair values are subjective in nadmetinvolve uncertainties and matters of signifigadgment and, therefore, cannot be
determined with precision. Changes in the undeglgssumptions used in calculating the fair valweddcsignificantly affect the results. In
addition, the fair value estimates are based ostautling balances without attempting to estimageveiue of anticipated future business.
Therefore, the estimated fair values may materiiffer from the values that could actually be izad 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 instrumeist
The carrying amounts of cash and due from banksvamiey market instruments are reasonable estirohtbsir fair values.
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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 -at

The fair value of all loans was estimated usingalisited present values. Loans were classified fixy, tyuch as commercial, residential
mortgage, credit card and automobile. These assegaries were further segmented into fixed andstdple rate categories and by accruing
and non-accruing groups. Performing floating rasnk were valued at book if they reprice at lease@very three months, as were
performing credit lines. The fair value of fixedegerforming loans was calculated by discountixgeeted cash flows through the estimated
maturity date. Recent prepayment experience wasressto continue for mortgage loans, auto loanspgnsonal loans. Other loans assumed
little or no prepayment. Prepayment estimates Wwased on the Corporation’s historical data for ksimbans. Discount rates were based on
the Treasury Yield Curve at the date of the ang)ygith an adjustment, which reflects the risk attter costs inherent in the loan category.

Non-accruing loans covered by a specific loan lossnaihce were viewed as immediate losses and wenedalt zero. Other non-accruing
loans were arbitrarily assumed to be repaid afteryear. Presumably this would occur either becksseis repaid, collateral has been so
satisfy the loan or because general reserves atedo it. The principal of non-accruing loang vovered by specific reserves was
discounted for one year at the going rate for sirmew 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 atiig@srterly, the fair values are also estims
to be the amount on books 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 deposit intangiblesich represent the value of the customer
relationship measured by the values of demand dsped savings deposits that bear a low or zéeoafkinterest and do not fluctuate in
response to changes in interest rates.

Federal funds and securities sold under agreements 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,faiues are estimated using indications from brekéthe cost of unwinding the
transactions as of December 31, 2003.

Advances from FHLB and subordinated notes

The fair values of advances from FHLB with fixedtoréties are determined using discounted cash #aoalysis over the full term of the
borrowings, or using indications from brokers d# fair value of similar transactions. The cash 8@agsumed no early repayment of the
borrowings. Discount rates are based on the LIB@RIyxurve. The fair value of subordinated notesased on indications of market prices.

Interest rate swaps
The fair values of the interest rate swaps wergigeal by the counter party.

FIRST BANCORF PAGE81




Table of Contents
NOTE 26 - SUPPLEMENTAL CASH FLOW INFORMATION

Supplemental cash flow information follows:

2003
Cash paid for

Interest $231,95:

Income tax 23,025
Non-cash investing and financing activiti¢

Additions to other real estate own 3,47¢

Year ended December 31,
2002
(In thousands)

2001

$274,54¢ $275,36(
15,79¢ 12,53t
3,33¢ 1,791

NOTE 27 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE SH EET RISK, COMMITMENTS TO EXTEND CREDIT AND

STANDBY LETTERS OF CREDIT

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

December 31,

2003 2002
(In thousands)
Financial instruments whose contract amounts reptesedit risk
Commitments to extend cred
To originate loan: $165,13¢ $208,92!
Unused credit card line 181,29: 307,49:
Unused personal lines of cre 20,94 14,85¢
Commercial lines of cred 472,53. 439,99¢
Commercial letters of crec 94,51 80,44¢
Standby letters of crec 29,20" 30,31

The Corporation’s exposure to credit loss in thengwf nonperformance by the other party to tharfaial instrument on commitments to
extend credit and standby letters of credit iseepnted by the contractual amount of those instntsn&anagement uses the same credit
policies in making commitments and conditional gations as it does for on-balance sheet instruments

Commitments to extend credit are agreements totleacdcustomer, as long as there is no violatioanyfcondition established in the contr.
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 and without cause, @ahe unused credit facility. The amount of catat, obtained if deemed necessary by the

Corporation upon extension of credit, is based emdfjement’s credit evaluation of the borrower. Ratearged on
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the loans that are finally disbursed, are the ragitsg offered at the time the loans are closeatetiore, no fee is charged on these
commitments. The fee is the amount which is useti@gstimate 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 thersbift of goods. The collateral for these
letters of credit include cash or available comnadimes of credit. The fair value of commercialdastandby letters of credit is based on the
fees currently charged for such agreements, whi€feaember 31, 2003 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 manegd, the Corporation has entered into a
series of interest rate swap agreements. Undeéntirest 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 expensemosd accounts, interest income
investment accounts or derivatives gain (losshéndase of interest rate swaps that do not qualifiiedge accounting.

The following table indicates the types of swapsdus

Notional amount
(In thousands)
Pay-fixed and receiv-variable swaps

Balance at December 31, 2C $ 58,16¢
New Contract: 20,00(
Balance at December 31, 2C $ 78,16¢
New contract: 12,00(
Balance at December 31, 2C $ 90,16t

|

Receiv«fixed and pay variable swaf

Balance at December 31, 2C $ 1,495,00!
Expired contract (1,193,68)
New contract: 1,656,59!
Balance at December 31, 2C $ 1,957,90!
Expired contract (1,170,879
New contract: 2,085,34.
Balance at December 31, 2C $ 2,872,37.

|
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Interest rate swap agreements under which the Catipp agrees to pay variable rates of interestansidered to be a hedge against changes
in the fair value of the Corporation fixedte brokered certificates of deposit. The interatt swap agreements are reflected at fair valtige
Corporation’s consolidated statement of financtaidition and the related portion of fixed-rate debing hedged is reflected at an amount
equal to the sum of its carrying value plus an sitient representing the change in fair value ofi#ig obligations attributable to the interest
rate risk being hedged. The hedge relationshigtimated to be 100 percent effective; thereforerghis no impact on the statement of income
nor on comprehensive income, because the gairssro the swap agreements will completely offseldks or gain on the certificates of
deposit. The Corporation, in order to achieve 1@féctiveness, incorporates in the hedge of fixatd-brokered CD’s the right to lower a
specific notional amount for a stated period ofetiwhich is different from stated maturity, in these of cancellations prior to maturity. The
net effect of this accounting treatment is thatitiierest expense on the hedged certificates adsiegenerally reflects variable interest rates.

Interest rate swap agreements under which the Catipp agrees to pay fixed rates of interest ansiciered to be a hedge against changes in
the fair value attributable to market interest saiéfixed rate available for sale corporate boddsordingly, the interest rate swap
agreements and the securities being hedged aeeteflat fair value in the Corporation’s consokdastatement of financial condition. The
adjustment of the hedged item’s carrying amounibattable to the hedged risk is recorded in eamingorder to offset the gain or loss on the
hedging instrument. The change in the fair valuthefsecurity attributable to credit risk is recmidn other comprehensive income. The
hedge relationship is estimated to be 100 perdésttave; therefore, there is no impact on theestant of income, because the gain or los
the interest rate swap reflects the full amournthefgain or loss on the hedged item attributabtééchedged risk. The net effect of this
accounting treatment is that the interest of thedirate securities being hedged generally reflectmbbe interest rates. During the year en
on December 31, 2002, the Corporation sold cetaiporate bonds to which interest rate swap agretnvath an aggregate notional
principal balance of $53.2 million were attribuabr' herefore, these swaps no longer qualify fogkegtcounting, and an unrealized gain of
$619,473 for 2003 was recorded to reflect changésd fair value and net interest settlements edérderivatives as part of derivative gain in
the Other Income section of the statement of income

Interest rate swaps with an aggregate notionatipéh balance of $25 million had an unrealized los$1,098,849 (2002 - $1,517,268
unrealized loss), attributable to credit risk, whweas recorded in accumulated comprehensive ing@hef income tax.

Pay-fixed swaps at December 31, 2003 had a fixeghted average rate payment of 6.53% (2002 — 6.58%)a floating weighted average
rate receiving of 3.15% (2002 — 3.53%). Receivediswaps at December 31, 2003, have a floatinghtezicgaverage rate payment of 1.21%
(2002 — 1.58%) and a fixed weighted average rateiving of 5.28% (2002 5.60%). Floating rates on pay fixed swaps range ft@5 to 24(
basis points over LIBOR and from minus 3 basis {s0io 6 basis points over LIBOR rate on receivediswaps.

For swap transactions, the amounts potentiallyesuiltp credit loss are the net streams of paymerdsr the agreements and not the notional
principal amounts used to express the volume o$iraps. At December 31, 2003, the Corporation btd het receivable of $18,881,644
(2002 - $12,147,354) related to the swap transastibhe Corporation controls the credit risk ofiiterest 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 Corporz

is required to pledge collateral in the form of dgits in banks or securities. The book value anptesgate market value of securities pledged
as collateral for interest rate swaps at Decembe2@03 was approximately $137 million and $133iomi| respectively (2002 -4R.1 million
and $42.9 million, respectively). The final matyrif the swaps at December 31, 2003 ranged frommaeth through twenty five years
(2002 - from one year through nineteen years).

Interest rate swaps with an aggregate notionatiwéh balance of $2,962,536,500 (2002-$2,036,01),6@d a gross unrealized gain of
approximately $864,391 (2002 - $27,021,907) andgrmrealized loss of $43,242,808 (2002 - $9,73},6@hich are included in the Other
Assets category and Other Liabilities categorypeesvely.

Interest rate protection agreements (Caps)

To satisfy the needs of its customers, the Corfmrahay enter into non-hedging activities. In J203, the Corporation entered into two
interest rate cap agreements based on a notiormlrarof $25 million each. Under the agreementscivlire structured with the same terms
and conditions, the Corporation participates agy@ebin one of the agreements and as the sellbeinother agreement. At December 31,
2003, the Corporation included $205,066 and $2@bi0®ther Assets and Other Liabilities, respedyivpertaining to the fair value of these
contracts.
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Also, from time to time, the Corporation uses iastrate protection agreements (Caps) to limaxsosure to rising interest rates on its
deposits. Under these agreements, the Corporadigs gn up front premium or fee for the right toeiee cash flow payments in excess of the
predetermined cap rate; thus, effectively cappisinterest rate cost for the duration of the agie®. There were no caps agreements of this
type outstanding at December 31, 2003.

On January 1, 2001 a loss of approximately $1.8anilvas 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 réied as an adjustment to interest expense oWwargs.

NOTE 28 - SEGMENT INFORMATION

The Corporation has four reportable segments: Reséaking, Treasury and Investments, CommerciapGrate Banking and other.
Management determined the reportable segments basée@ internal reporting used to evaluate peréoroe and to assess where to allocate
resources. Other factors, such as the Corporataganizational chart, nature of the productsrithistion channels and the economic
characteristics of the products, were also consitier the determination of the reportable segments.

The Retail Banking segment is composed of the Gatjmm’s branches and loan centers together wihrékail products of deposits and
consumer loans. Consumer loans include loans ssipkraonal, residential real estate, auto, credit and small loans. Finance leases are
included in Retail banking. The Commercial Corpersggment is composed of commercial loans includimymercial real estate and
construction loans. The Treasury and Investmermnsegis responsible for the Corporation investnpamtfolio and treasury functions. The
Other Income segment is mainly composed of inswamecl other products.

The accounting policies of the segments are thesenthose described in Note 2 - “Summary of Sicarit Accounting Policies.”

The Corporation evaluates the performance of theeats based on net interest income after the adprovision for loan losses, other
income and direct operating expenses. The segraentso evaluated based on the average volunie exdiining assets less the allowance
loan losses.

The only intersegment transaction is the net texnsff funds by the Treasury and Investment segmetiother 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 rategathar credited by Investment and Treasury is basadarket rates.
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The following table presents information about tbgortable segments:

For the Year Ended December 31, 20C
Interest Incomt

Net (charge) credit for transfer of fun
Interest Expense

Net interest incom
Provision for Loan Losse
Other Income

Direct Operating Expensi

Segment Incom

Average Earnings Asse

For the Year Ended December 31, 20C
Interest Incom:

Net (charge) credit for transfer of fun
Interest Expense

Net interest incom
Provision for Loan Losse
Other Income

Direct Operating Expensi

Segment Incom
Average Earnings Asse

For the Year Ended December 31, 20C
Interest Incomt

Net (charge) credit for transfer of fun
Interest Expense

Net interest incom
Provision for Loan Losse
Other Income

Direct Operating Expensi

Segment Incom

Average Earnings Asse

Retail
Business

$ 273,67
(39,97:)
(46,17¢)

187,52t

(32,529
69,22
(88,739

$ 135,49¢

$3,573,73

$ 230,14
(46,55)
(58,83Y

124,75.

(43,090
39,35:
(74,35

$ 46,65¢
|

$2,410,54

$ 217,02
(21,049
(71,410

124,56t

(44,54))
35,38
(69,199)

$ 46,21

$1,970,76:

Treasury and
Investments

$ 146,95
66,06
(198,29

14,72¢

36,17¢
(2,457)

$ 48,45¢

$3,817,98.

$ 188,19
97,36(
(214,349

71,20¢

8,64¢
(2,227)

$ 77,621

$3,746,24!

$ 162,47t
102,12:
(208,79:)

55,81(

10,217
(1,849

$ 64,17
|

$2,627,20!

Commercial
Corporate

(In thousands)

Other

Total

The following table presents a reconciliation af teportable segment financial information to tbesolidated totals:

Net Income:

Total income for segmen
Other Operating Expens
Income Taxe!

Income before cumulative effect of accounting clee

Cumulative effect of accounting char

Total consolidated net incon

2003

$ 254,80
(63,799
(38,677)

$ 152,33

$ 152,33

$ 116,04« $ 536,68:
(26,09))
(244,47))
89,95: 292,20¢
(23,399 (55,916
6,232 $ 7,07¢ 118,71:
(7,38¢) (1,622) (100,19%)
$ 65,40: $ 5,454 $ 254,80¢
$2,594,55. $9,986,26!
— —
$ 121,69¢ $ 540,03:
(50,80¢)
(273,184
70,89( 266,84
(19,217 (62,307)
5,08( $5,417 58,49:
(6,439 (697) (83,720
$ 50,31¢ $4,72C $ 179,31¢
— — —
$2,258,02! $8,414,81.
| |
$ 136,75 $ 516,25t
(81,08))
(280,20))
55,67¢ 236,05!
(16,489 (61,030
4,44( $ 2,94 52,98(
(5,664) (362) (77,069
$ 37,96 $ 2,58: $ 150,93
— — —
$1,781,31. $6,379,28
| |
Year ended December 31,
2002 2001
(In thousands)
$ 179,31¢ $ 150,93¢
(49,036 (43,786
(22,32)) (20,139
$ 107,95t $ 87,01¢
(1,015
$ 107,95t $ 86,00



| |
Average asset:
Total average earning assets for segm $ 9,986,26! $8,414,81. $6,379,28
Average non earning ass: 443,99: 333,40« 322,11!
Total consolidated average as:s $10,430,26 $8,748,22, $6,701,40:
| ] |
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NOTE 29 - 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 dispositiof these matters will not have a material advefiet on the Corporation’s financial
position or results of operations.

NOTE 30 - FIRST BANCORP (HOLDING COMPANY ONLY) FINA NCIAL INFORMATION

The following condensed financial information presethe financial position of the Holding Compamyjyoat December 31, 2003 and 2002,
and the results of its operations and its cashdlfaw the years ended on December 31, 2003, 20D2@011.

Statements of Financial Condition

December 31,
2003 2002
(In thousands)

Assets:

Cash and due from ban $ 17,80¢ $ 26,27¢

Money market instrumen 51,37: 30C

Investment securities available for sale, at mavkéie:

Other investment 62,31¢ 42,67¢
Total investment securities available for < 62,31¢ 42,67¢

Investment securities held to maturity, at ¢

United States Government obligatic — 5,70(
Total investment securities held to matu — 5,70(

Loans receivabl 5,54: 6,00(

Investment in FirstBank Puerto Rico, at eqt 948,64 718,48(

Investment in FirstBank Insurance Agency, at eq 3,17¢ 1,44t

Other asset 82¢ 72€

Total asset $1,089,68: $801,60:

| |

Liabilities and Stockholde’ Equity:

Accounts payable and other liabiliti $ 11¢ $ 3,177

Stockholder' equity 1,089,56! 798,42:

Contingencies and commitmet

Total liabilities and stockholde’ equity $1,089,68: $801,60:
] |
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Statements of Income

Year ended December 31,
2003 2002 2001

(In thousands)

Income:
Interest income on investment securi $ 221 $ 351 $ 65¢
Interest income on other investme 114 24§ 25C
Interest income on loar 273 5,26¢ 30€
Dividend from FirstBan} 48,64( 38,85¢ 30,31¢
Other income 67€ 70t 66¢
49,92+ 45,42¢ 32,19¢
Expenses
Interest expens 17 2
Other operating expens 64C 70¢ 55¢
657 711 55¢
Gain (loss) on sale of investments, 12,40¢ (22,32) 1,09:
| | |
Income before income taxes and equity in undisteihearnings of
subsidiaries 61,67 22,39¢ 32,73
Income taxe: 47z 2,25( 17C
Equity in undistributed earnings of subsidial 91,137 87,81( 53,43¢
Net income 152,33t 107,95¢ 86,00:
Other comprehensive income, net of 2,64 39,67¢ 13,30¢
Comprehensive incon $154,98! $147,63: $99,30"
| | |

The principal source of income for the Holding Ca@mp consists of the earnings of FirstBank
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Statement of Cash Flows

Cash flows from operating activitie
Net income

Adjustments to reconcile net income to net caskigeal by operating activitie:
Equity in undistributed earnings of subsidial
Net loss (gain) on sale of investments secur
Net (increase) decrease in other as
Net increase (decrease) in other liabili

Total adjustment
Net cash provided by operating activit

Cash flows from investing activitie
Capital contribution to subsidiari
Loans originatet
Purchases of securities available for ¢
Sales and maturity of securities held to matunitgt available for sal
Other investing activitie

Net cash used in investing activiti

Cash flows from financing activitie
Net decrease in other borrowin
Proceeds from issuance on preferred s
Exercise of stock optior
Cash dividends pai
Treasury stock acquire

Net cash provided by financing activiti

Net increase in cas
Cash and cash equivalents at the beginning ofdhe

Cash and cash equivalents at the end of the
Cash and cash equivalents inclu

Cash and due from ban
Money market instrumen

FIRST BANCORF

2003

$ 152,33t

(91,13
(12,40¢)
332
(2,12)
(105,33)

47,007

(150,000)

(62,56¢)
71,54¢
45€

(140,56)

182,99¢
1,12(

(47,95¢)

136,16(

42,60:
26,57¢

$ 69,17¢
$ 17,80¢
51,37

$ 69,17¢

Year ended December 31,

2002
(In thousands)

$ 107,95¢

(87,810
22,32
(175)
2,06¢

(63,59%)
44,36
(88,000)
(88,000)
(1,235,14)
1,240,07'
87,68t

(83,38))

88,90¢
1,341
(42,379
47,87t

8,85¢
17,72

$ 26,57¢
$ 26,27¢
30C

$ 26,57¢

2001

$ 86,00

(53,439
(1,099)
(75
(186€)

(54,799

31,20¢

(80,30%)
(5,687)
(24,207
10,227

(99,96%)

100,06¢
1,35¢
(30,349
(1,930)

69,15]

39¢€
17,32¢

$ 17,72:

$ 17,42:
30C

$ 17,72:
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STOCKHOLDERS’ INFORMATION
Independent Certified Public Accountants
PriceWaterhouseCoopers LLP

Annual Meeting:

The annual meeting of stockholders will be heldpnil 29, 2004, at 2:00 p.m., at the main officetloé Corporation, located at 1519 Ponce
de Ledn Avenue, Santurce, Puerto Rico.

Telephone

(787) 729-8200

Internet:

http//www.firstbankpr.com

Additional Information and Form 10-K:

Additional financial information about First Ban@omay be requested to Mrs. Laura Villarino, SeMime President and Controller, PO Box
9146, Santurce, Puerto Rico 00908. First BanCdilaigs with the Securities and Exchange CommisgB®BEC) may be accessed in the
website maintained by the SEC at http://www.sec.@md at our web site http://www. firstbankpr.corirsFBanCorp section, Company
Filings link.

Transfer Agent and Registrar:

The Bank of New York
1-800-524-4458

Address Shareholder Inquiries To:

Shareholder Relations Department
PO Box 11258

Church Street Station

New York, NY 1028¢€

E-mail Address:

shareowners@bankofny. om

The Bank of New York's Stock Transfer Website:

http://www.stockbny.com

Send Certificates for Transfer and
Address Changes To:

Receive and Deliver Department
PO Box 11002

Church Street Station

New York, NY 1028¢
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CODE OF ETHICS FOR SENIOR FINANCIAL OFFICERS

The Board of Directors of First BanCorp (togethéhvits affiliates, the "Corporation") hereby adgphe following Code of Ethics, which
applies to the Corporation's Chief Executive Offigghief Financial Officer, Comptroller, Executiviice Presidents and to all professional
employees in the areas of finance, internal auditteeasury, members of the corporation's risk gameent council (together the "Senior
Financial Officers").

First Bancorp's Policy Statement and Standard oid@ct for Members of the Board of Directors, ExaamiOfficers and Principal
Shareholders, Regulation "O" Policy, Insider Trgdiolicy and Employee Code of Conduct and Codelutk (the "Policies") include the
principles that govern the conduct of the Corporas directors, executive officers and employeesi@ Financial Officers are bound by the
ethical and professional standards set forth ith faicies, as well as the ones included in thideCo

Responsibilities of Senior Financial Officers:

1. Senior Financial Officers must at all timesaatl handle actual or apparent conflicts of intelbesiveen personal and professional
relationships in an honest and ethical manner.

2. Senior Financial Officers must comply with als, rules and regulations applicable to the Cartpm.

3. Senior Financial Officers are responsible fdk, fair, accurate, timely and understandable disate in the periodic reports required to be
filed by the Corporation with the SEC. Accordinglyis the responsibility of each Senior Finan€¥ficer promptly to bring to the attention
of management's Disclosure Committee and the ACamlihmittee of the Board of Directors any materiébimation of which he or she may
become aware that affects the disclosures madeeb@drporation in its public filings or otherwisssast the Disclosure Committee in
fulfilling its responsibilities.

4. Each Senior Financial Officer must promptly brin the attention of management's Disclosure Cdtaenand the Audit Committee any
information he or she may have concerning (a) Samt deficiencies in the design or operationnéinal controls which could adversely
affect the Corporation's ability to record, progessnmarize and report financial data or (b) aaudr whether or not material, that involves
management or other employees who have a signifioénin the Corporation's financial reportingsdosures or internal contro



5. Each Senior Financial Officer shall promptlyrigrito the attention of management's Disclosure Citteenand to the Audit Committee any
information he or she may have concerning any timieof the Code of Ethics or the Policies, inchglany actual or apparent conflict of
interest between personal and professional relstips, involving any management or other employg®s have a significant role in the
Corporation's financial reporting, disclosuresrdeinal controls.

6. Senior Financial Officers shall promptly brirmgthe attention of the General Counsel, the Disclv€ommittee and the Audit Committee
any information he or she may have concerning emidef a material violation of the securities dvestlaws, rules or regulations applicable
to the Corporation and the operation of its businbg the Corporation or any agent thereof.

7. The Board of Directors will determine, or degitgappropriate persons to determine (which madydiecmembers of management or
committees of the Board of Directors), approprat#ons to be taken in the event of violationshef Etandards of Conduct or of the Policies
by the Corporation's Senior Financial Officers. I8actions will be reasonably designed to deter gdoing and to promote accountability
adherence to the Code of Conduct and to the Pgliaied may include written notices to the individngolved that the Board has determined
that there has been a violation, censure by thed3od@motion or re-assignment of the individualalved, suspension with or without pay or
benefits (as determined by the Board), and ternainatf the individual's employment. In determinivbat action is appropriate in a particu
case, the Board of Directors or its designee akiktinto account all relevant information, incluglithe nature and severity of the violation,
whether the violation was a single occurrence peaged occurrences, whether the violation appedrave been intentional or inadvertent,
whether the individual in question had been advjz#at to the violation as to the proper cours@aaion and whether or not the individual in
guestion had committed other violations in the past

8. Any waiver of any part of the Code of Ethics fioe Senior Financial Officers may be made onlyhHgyAudit Committee and will be
promptly disclosed to shareholders as requiredbytiles of the SEC and the NY¢



EXHIBIT 14.2

FIRST BANCORP

CODE OF ETHICS APPLICABLE TO ALL EMPLOYEES

OUR ENDEAVOR IS THAT THE TRUST CUSTOMERS HAVE DEPOED IN US, SERVES AS THE MOTIVATION NECESSARY 1
ENSURE THAT ALL OUR ACTIVITIES ARE GUIDED BY A SUPRIOR INTEGRITY AND HONESTY, AND TO DEMONSTRATE
OUR GENUINE DESIRE AND COMMITMENT TO PROVIDE AN EXELLENT SERVICE TO ALL. TO ATTAIN THAT GOAL WE
WILL FIRMLY ABIDE BY THE DISPOSITIONS OF THIS CODEOF ETHICS.



DECLARATION OF PURPOSE

Our business is built from the trust that custontenge deposited in our institution and its emplayddroughout the years FirstBank has
maintained an exceptional reputation in its refahip to customers, suppliers, shareholders, addmmunity.

It is imperative that all our actions be aimedtegrsgthening that trust. This will be attained & werform our duties with elaborate effort and
dedication, defending our institution's best iné¢seand ensuring that its resources are usedtord@ance with the strict norms that guide a
sound banking business, always maintaining a fieaichtion to providing excellent service, withiframe of personal and professional
behavior which guarantees an environment and wgrimditions based on fairness, equity, considaraind respect to our principles and
values. To facilitate the understanding of, and plance with, our obligations, and to encouragdarniity, we adopt this Code of Ethics
which complements the Behavior Code of our ingtitut

The Human Resources Division will be responsibteeftsuring that each of FirstBank's employees veseunderstands and complies with
this Code of Ethics, and for investigating all adtions. In the same way, all officers, managedssapervisors are responsible for the
compliance with the terms of this Code within thamiea of supervisior



FIRST
DEFINITIONS
SHAREHOLDER:
Person or entity that owns one, or more sharesofforation.
AGENT:
Person authorized to act in the name of, and iresgmtation of another.
BANKING:

Economic sector which includes all institutions wlh@rimary function is to accept deposits in cashtloer values; grant credit and open
checking and/or savings accounts; grant loanseissoney orders, notes or other negotiable instrtsnand conduct any other business
transaction authorized by law.

CONFLICTIVE PERSONAL BENEFIT:

Any benefit offered, requested or received by adar, officer, employee or agent of an instituticom a third party, or in representation of a
third party, which is offered, requested or recdiireexchange for, or in relation to, any businessnmercial transaction, service or
confidential information of such institution, italssidiaries or affiliates, or for reasons relathie person's position within the institution.

CLIENT:

Person or entity that maintains a relationship whin institution, whether it be through depositgnis, credit cards, or any other service
offered by the institution.

DIRECTOR:

Any member of the Board of Directors. It includesmbers of FirstBank's Board of Directors and membéthe Board of Directors of any
its subsidiaries.

ENTITY:

Corporation, society or any other form of business.

FAMILY:

For the purpose of this Code of Ethics, the wordifiashall include the following:

1. Husband/wife, father/mother, son/daughter, ln@itsisters, grandparents, uncles/aunts, and drdaheia of a person.
2. Father/mother and brothers/sisters of the p&r$mrsband/wife.

3. Husband/wife of a daughter/son or brother/sister

FIRSTBANK PUERTO RICO:

Commercial Bank organized and doing business uh@daws of the Commonwealth of Puerto Rico andeurige applicable laws and
regulations of the United States of America. Anfgrence herein included to "FirstBank", the "Bank™the institution”, shall mean
FirstBank Puerto Rico.

FUNCTIONARY:
Any and all of FirstBank's employees, whether sagular, part time or temporary basis.

COMMON ECONOMIC INTEREST:



A common economic interest exists in any situatidrere a Bank's functionary or a member of his/haniffy participates in an economic
activity with any person or entity. Such term veipply to any entity in which the functionary or angmber of his/her family has a common
economic interest.

PROSPECT:

Includes any person or entity which has requesteis, in the process of requesting, to establisflaionship with FirstBank, whether as a
client or as a supplier.

SUPPLIER:

Person or entity which sells, or provides, any lafidood or service to FirstBank and/or its sulzsidis.
SUPERVISOR:

A FirstBank employee who has the responsibilitgaervising the work of other FirstBank employees.
COMMERCIAL TRANSACTION:

Any effort or business of which FirstBank, or arfyite subsidiaries, is a part or has some diredhdirect interest in



SECOND
PRIVILEGED INFORMATION
CLIENTS AND SUPPLIERS
CONFIDENTIALITY

Confidentiality is one of the fundamental principlgpon which the relationship between the Banki@nclients and suppliers is based. All of
FirstBank's employees must maintain all informaifiweiuding, but not limited to, information relatéal clients, suppliers, the Bank's
functionaries, in strict confidentiality.

All information related to account balances, crédstory, savings and investments reports, fingnoesinesses, or any other information
which clients or consumers bring to our attentemwell as all matters discussed in the work ueiegted to clients, customers or suppliers
will be held in strict confidentially. Such inforrian will only be provided or discussed with thetitution's functionaries that are duly
authorized to deal with the information for Firstl&& genuine purposes.

Any functionary who receives a citation or any otlegal or administrative request, which specificalsks for the disclosure of information,
will refer such requirement to his/her immediatpexwisor and to the Legal Counsel's Office.

INFORMATION RELATED TO FIRSTBANK AND ITS SUBSIDIARI ES

The publication or use of privileged or confidehirdormation related to the Bank's operations atiter internal matters for personal benefit,
or for that of third parties, before said infornaatihas been disclosed by the institution, constitain unlawful appropriation.

None of the Bank's functionaries will disclose @cdss with no-authorized personnel, information related to iméématters previously
discussed, approved or under the consideratiomeoBbard of Directors, top management, or any @fitistitution's departments or
subsidiaries, including, but not limited, to:

- Reports or information submitted to regulatorg@gjes.

- Information about the Bank or its clients relateghotential mergers, acquisitions, investmentsties, assets, cash flow, projections, cli¢
identity, business plans, strategies, and commarpfortunities.

- Computer data, codes, passwords.
- Documents, information and/or printed materighjaia could influence an investment decision.

- Any other information of a privileged or confid& nature. According to the Bank's rules, onlgdtionaries duly authorized by the Board
of Directors can reveal information related to Bank's activities.

The violation of these norms, will constitute adwmie of the obligations and responsibilities of eplyee toward the Bank, and may also
constitute a crime under state and/or federal |



THIRD
CONFLICT OF INTERESTS

A conflict of interest exists when a functionarystapersonal interest in any contract, agreemeam, lor transaction in which the Bank or its
subsidiaries has some kind of direct or indiretgri@st. All of the Bank's functionaries have thégation to avoid any kind of conflict of
interest or the vestige of such a conflict. Alitleé Bank's functionaries have the responsibilitinform their immediate supervisor about tk
situations where a conflict or the vestige of aftioinmay exist.

CREDIT EXTENSION

All functionaries must identify any transaction wvthe Bank involving a family member or any othergon or entity with whom the
functionary or a member of his/her immediate farhd&g some kind of common economic interest, agehis is defined.

No Bank functionary may participate in the consadien or approval of transactions where a persarganization with which th
functionary has some personal or common econortecdst, is involved. It is the responsibility oétfunctionary to refer any such transac
to his/her immediate supervisor, along with a disate of the existing relationship.

BUSINESSES WITH CLIENTS OR SUPPLIERS

Functionaries will avoid participating in any kinflbusiness relationship with the Bank's clientsuppliers. Functionaries will notify their
supervisors or the Human Resources Division of@mmon economic interest that may exist betweem thed any client or supplier of the
Bank.

USE OF PRIVILEGED INFORMATION

The disclosure or use of confidential or privilegefbrmation about the Bank, for personal benefitar that of third parties, will constitute a
conflict of interest. Any information that has ri#en disclosed by the Bank and that is relatedegd3ank’'s matters or to its internal operat
will be considered confidential or privileged infioation.

Disclosure or use of such information for persdy@iefit or for that of third parties may constitaterime under state and/or federal laws.
FAVORITISM, CONCESSIONS, GIFTS

All functionaries representing the Bank in any allccommercial transactions will be well aware lndit responsibilities and obligations. Said
functionaries will look after the Bank's best ir&ts, and will not be partial to the needs of filent; supplier, prospective client, person, or
organization participating in the transaction itrsheent of the institution or its norms.

Whenever a functionary has any personal or comroonanmic interest with a vendor, supplier, or otherson providing a service to the
Bank, he/she will abstain from participating in atigcussion or determination regarding said serarwwill refer the case to his/her
immediate supervisor. The functionary will makeestirat his/her abstention from participating iswdoented in writing.

Requesting or accepting special concessions oslfsam clients, suppliers, prospects, and othestristly prohibited. To accept, request or
offer presents, personal favo



commissions, perquisites, any other form of remath@n or any other object of significant value fparsonal benefit or for that of third part
in relation to or in exchange for some kind of saction or business with the Bank, is a violatiothiese norms and to the applicable state
federal laws.

Our relationships with clients, suppliers, vendadyvisors, auditors, service providers, and putfficials will always be guided by principles
of honesty and integrity, will not be tainted bydaitism of any sort, and will never affect the B&nimage and reputation.

EXCEPTIONS

The institutional norms state that no functionafryhe Bank may directly or indirectly request ocept gifts or concessions from any client,
prospective client or supplier in order to avoiaiftiots of interest. However, occasionally, andheitit creating a conflict of interest, a
functionary may receive some kind of concessiopresent of nominal value, such as: business lunclimsers, golf games, etc., as long as
they are not accepted on a continuous basis; pgeesgich are not given in cash, and other simiidugs, as long as they do not exceed a
reasonable amount and they are given due to sgdestalities, such as Christmas; presents and tiecepin special circumstances, like
weddings, years of service anniversaries and/emfell parties; presents and receptions for anyratieson not related in any way to the
Bank; and fees, stipends, and other forms of cosgiéan, which the functionary receives from otheyamizations for performing a job, as
long as the Bank, through its Human Resources Divisas officially approved such participation &ese it does not intervene with the
Bank's interests.

SPECIAL RELATIONS WITH CLIENTS

No functionary of the Bank may accept a designati®custodian, testamentary executor, fiduciar-fiduciary, legal representative or in a
other capacity, from a person who is not a membarsther family, including clients, prospectivéerits or suppliers of the Bank, without the
previous authorization of the Human Resources ibimis

Under no circumstances may the functionary acépmesentation of the Bank in his/her personal dgpac

A functionary may not become part of the Board oEBtors or of the administration of another companorganization if any such
participation would be in conflict with the Bank'gerests. Any appointment of this nature mustrifermed to the Human Resources
Division.

OTHER EMPLOYMENT'S

Functionaries of the Bank will not hold jobs outsitie Bank without previously consulting with tharhian Resources Division. Prior to
accepting any such employment offer, the functipmanst consult with the Human Resources Direct@mnsure such employment is not in
conflict with the functionary's work and responkilas at the Bank.

When a functionary wants to join or accept a posith any civic organization, sports or religiousyp, as well as other nduerative entities
he/she must ensure that the objectives of such@t#on are not in conflict with the Bank's intet®e

Any participation of a Bank functionary in a civeports, religious, other non-lucrative organizatior as a member of an organization's
Board of Directors, which does not represent aladrdf interest, will be ir



his/her personal capacity. Said functionary wifinesent the Bank in those instances, only wheB#m expressly requests or authorizes said
representatior



FOURTH
THE BANK AND YOU
OPERATIONAL NORMS

All functionaries will ensure that the Bank's rettoreflect, with reasonable detail and precisiba,ttansactions and asset dispositions of the
Bank.

Altering invoices, petty cash vouchers, accountagprds and expense accounts, among others, witintémtion of deceiving, hiding and/or
for personal benefit or for that of third partiesll constitute and act of fraud toward the Bank.

All functionaries are responsible to safeguardsinend administration of the Bank. As part of thikity to be loyal toward the Bank, all
functionaries are required to reveal any actioaroission which could adversely affect the Bankisriests. Any functionary who knows or
suspects that another functionary is behaving inreethical way, that the Bank's policies or normeskeeing violated, or that any state or
federal laws applicable to the Bank or its subsidsaare being violated, must inform his/her imna¢glisupervisor, the Human Resources
Division and/or the internal auditor, as may beliaaple, for the proper corrective action. It ig tBank's policy that no employee that
complies with the aforementioned requisite willrbaliated against. Functionaries will not make axrplicit or implicit commitments on
behalf of, or related to the Bank, either formaltyinformally, without the proper authorization,ancordance with the Bank's existing
procedures. Any such commitment must be clearlgritesd, documented and confirmed in writing witk tient.

CIVIC ORGANIZATIONS AND DONATIONS

Under no circumstances may a functionary soliaittébutions or donations from clients, vendors,digys, organizations or other persons
related to the Bank, on behalf of a particular eausthout the express authorization of the Humasdrrces Division.

UTILIZATION OF THE BANK'S RESOURCES

The Bank's functionaries will not use or allow thee of the Bank's property for non-official purpgséunctionaries have a duty to protect and
preserve the Bank's property. Any violation to tihdsm must be reported.

COOPERATION WITH THE AUDIT DEPARTMENT

Every functionary of the Bank has the obligatiortémperate with the Bank's auditors, the exteraditars and the government investigators,
among others, in the investigations, inspectiond,@&her studies conducted at the Bank. When theegeives the visit of an auditor, said
auditor will be assisted by the unit's Manager, wiilbrefer him/her to the functionary appointedserve as facilitator during the investigal
and/or audit process. Any functionary that hashesin so appointed may not assist or offer inforonatitd an auditor or investigator.

REGISTER AND MAINTENANCE OF INFORMATION AND INTERNA L CONTROLS OF THE AUDIT AND
CONTROLLER DEPARTMENTS

All functionaries will comply with the policies, pcedures and accounting controls, as well as Wwétsecurity requiremen



established by the Bank. All of Bank's records wéflect all the transactions performed and angrarust be corrected following the
established procedures. All daily transactions beéllduly authorized and registered to allow thesljnpreparation of financial statements and
other reports which reflect the Bank's assets.

Employees working with accounting entries should/éey careful when registering information. Incatte registered transactions will not be
admitted.

The forgery of information registered in the Barddsuments or journals, as well as altering orrdgstg such information, is illegal.
PERSONAL FINANCES
The Bank's functionaries will be extremely carefllen handling their personal finances and investsien

All functionaries holding checking accounts at Bank must verify the statement of account on alexdaasis and use the account according
to the available balance. Drawing checks againstanailable funds is strictly prohibited. The ingdate use of, or exceeding the, credit
limits established in credit cards issued by FiestR is also prohibited.

GAMBLING

Functionaries must be aware of the responsibiléies compromises that participating in any sogarhbling entails. Any and all participati
or relation to gambling activities is strictly pibhed. The nature of the Bank's operations reguame exemplary image from all its personnel,
and such an image would be tarnished by a funatjparticipation in any sort of gambling activity

ALCOHOLIC BEVERAGES AND CONTROLLED SUBSTANCES

Ingesting, possessing, or selling alcoholic bevesaturing working hours and within the Bank's psasiis prohibited. If for any reason a
functionary, while representing the Bank, is iriteegion where alcoholic beverages are consumesir{bss lunches and cocktail activities
among others), he/she must exercise maximum cdrggging in mind that as a representative of thekBhe best of judgment in his/her
actions will always be expected.

Using, possessing, selling or transporting cordtbBubstances, as defined by law, is strictly fitdd.

If a medical prescription exists for the use obateolled substance, the employee will inform hés/Bupervisor of this fact, and will provide
adequate evidence to that effect.

The Bank reserves the right to request that a immaty submit to medical tests to detect the usgbose of controlled substances, when a
reasonable doubt exists as to whether functionay Ine using controlled substances as the ternfiisedieby the law



FIFTH
YOU AND YOUR FELLOW WORKERS
RELATIONS AMONG FUNCTIONARIES

The relationships among functionaries must be dbarized by a high level of good fellowship andamof purpose, and must be maintained
in an atmosphere of respect and professional ceraidn. The following acts are prohibited:

any kind of jokes or comments which are, or cowdddffensive to other people;

arguments of all kinds;

excessive familiarity or forwardness in the treatbrf others;

practical jokes; and

offensive or disrespectful language.

A functionary will not use his/her title, positi@m authority in an undue manner in the treatmeramaf in their relationship with others.
DISCRIMINATION AND SEXUAL HARASSMENT

According to the Bank's policy, acts which may dinte discrimination or sexual harassment will hetpermitted.

Acts which may be considered sexual innuendoesgxual harassment, violate the Bank's policiesadJsnes position or title within the
institution to obtain sexual favors of other funciaries, is strictly prohibited.

The Bank will never allow any type of sexual hamagst behavior from its clients or vendors towanalg functionary.

Any functionary that witnesses an act of sexuahbsment, or that has knowledge of the occurrensadf an act, has the responsibility to
inform the Human Resources Division.

The Bank does not discriminate for reasons of age, national origin, social status, political itbayy, religion and physical and/or mental
impairment, in its policies of employment, promaiso transfers, performance evaluations, salargasas, demotions and terminations,
among others.

In our operations and transactions as a Bank antsasition that provides services, we will mainta solid commitment to equality of
treatment and of opportunitie



SIXTH
FIRSTBANK AND THE COMMUNITY

FirstBank has the express purpose of responsilhplygng with all its obligations as a good corperattizen, and of conducting its functions
in ways that maximize the benefits received bydbmmmunity it serves and by the institution andstteckholders, while complying with all
applicable laws and regulations.

POLITICS
The Bank will not affiliate with any political paror candidate. FirstBank's mission is one devtdeskrve the community in general.

FirstBank will not contribute to a political panty its candidates, whether financially, with goosisvices, any other value or with the
assistance of its human resources.

A functionary, in his/her personal capacity, maytipgate in political activities in their free tienand with their own resources. Such
participation is completely voluntary.

THE COMPETITION

No preferential treatment will exist in our relatghip with the functionaries of other commerciahksmand financial and/or savin
institutions.

No one may persuade a client or a family membaitéy the information on a credit application, floe purpose of obtaining crec



SEVENTH
SANCTIONS

Any alteration or omission of, or exception to, ttegms, laws and policies herein established, welr sanctions that will vary according to
the nature of the violation and may include, froastitution, to permanent separation of employm&ritinctionary may bear additional
responsibilities do to laws and/or regulations thaly have been infringed by any such alterationssion or exception.

Situations not included in this Code of Ethics,ndd lack importance. Any questions regarding whedimeaction or situation is appropriate,
must be referred to an area's supervisor or theaduresources Division.

The Bank's Code of Ethics will be audited and mediperiodically and will be in effect at all timesach functionary will: (1) attest on an
annual basis, by signing a document to that effbat,he/she knows and understands the contehed®dode of Ethics; (2) ratify his/her
commitment to comply with said Code; and (3) dexlthat he/she lacks knowledge of any violationatio €ode



EXHIBIT 14.3
FIRST BANCORP

POLICY STATEMENT AND STANDARDS OF CONDUCT
FOR MEMBERS OF THE BOARD OF DIRECTORS,
EXECUTIVE OFFICERS AND PRINCIPAL SHAREHOLDERS

WHEREAS, the Board of Directors of FirstBank recizgs that every director and executive officer aassponsibility to ensure that the
Institution is operated in a fashion that safegsdheé funds deposited with the institution; and

WHEREAS, the Board further recognize that eacheraty director of FirstBank has been elected bysttaeholders of the Bank to
safeguard their investments by exercising the threscduty of oversight of the general managemeétti@Institution and to assure that the
Institution is operated in a safe and sound mararet;

WHEREAS, the Board expects that every directorcetiee officer and principal shareholder will akt tihes act in good faith with prudence
and loyalty to the Institution and in its best net&t.

WHEREAS, it is a fundamental duty of every direaod executive officer to avoid placing him or ef# a position which creates, or
which leads to or could lead to a conflict of i®ror to an appearance of a conflict of interest.

THEREFORE, this Board of Directors sets forth tbkofving Standards of Conduct Policy to assure #flahatters involving the Bank are
resolved solely in the best interest of the Intititu to prevent any actual, apparent or potetalflict of interest on the part of any insider,
and to ensure that all directors, executive officanrd principal shareholders are aware of thedllelgligations to comply with applicable
insider regulations



STANDARDS OF CONDUCT
ARTICLE |
DEFINITION OF TERMS
1. AGREEMENT

The term "Agreement” means any contract, leaseth@r agreement, arrangement or understanding titheran extension of credit or
deposit, pursuant to which the Bank or any ofitisssdiaries is to receive or provide any tangibléntangible goods, property or service
including trust services.

2. COMPANY

A "Company" means any corporation, partnershiggttfousiness or otherwise), an association, jentwre, pool, syndicate, sole
proprietorship, unincorporated organization or ather form of business entity not listed herein.

3. DIRECTOR
Any member of the Board of Directors of the Bank amy member of the Board of Directors of any &f Bank's subsidiaries or affiliates.
4. ECONOMIC BENEFIT

Shall mean any remuneration or compensation in aastherwise, whether direct or indirect, whichyntee received by any person for any
reason including services rendered or work perfarimesuch person or by any related interest thereafthird party that is not an insid



5. EXECUTIVE OFFICER

The term "Executive Officer" shall mean the Prestdthe Executive Vice Presidents, the Senior Woesidents of the Bank, and any other
Vice President or other officers of the Bank whilcb Board of Directors by resolution determinesusthde included as such for Regulation
"O" compliance purposes. The term shall also ineltie: President of any of the Bank's subsidianiedfiiates.

6. EXTENSION OF CREDIT

The term "Extension of Credit" means granting &dan or extending credit in any manner or formly Bank or any of its subsidiaries,
including but not limited to, a loan; an advancentgans of an overdraft, cash item or other (exaegtdvance for reimbursable expenses in
connection with the business of the Bank or anysasubsidiaries); the acquisition by discount,gmase, exchange or otherwise of a note,
draft, bill of exchange or other evidence of indelitess, an acceptance, a letter of credit, a pseabfasecurities, accounts receivable or other
options under a repurchase agreement.

7. IMMEDIATE FAMILY

The term "Immediate Family" means any individugpsuse, minor children and any of the individuetiigdren (including adults) residing in
such individual's home.

8. INSIDER

The term "Insider” shall include any director, extiae officer, principal shareholder and any refatgerest, or member of the immediate
family of any such persol



9. INSIDER TRANSACTION

The term "Insider Transaction" means any busineasiry with an insider, other than an insignificamnhsaction, in which the insider may
receive any direct or indirect economic benefit.

10. INTEREST IN A BUSINESS ENTERPRISE

The term "Interest in a Business Enterprise” meavrsership, whether legal, equitable or otherwissto€k or any other form of legal or
equitable participation in the enterprise by arsidar which when aggregated equals or exceedseteemt (10%) of such enterprise's
outstanding shares of any kind of stock in the cdsestock form of enterprise, or any other evideaf ownership for other forms of
organization.

11. INSIGNIFICANT TRANSACTION

The term "Insignificant Transaction" shall mean éuginess dealing that is of so little value as@anconsequential. For purposes hereof, an
insignificant transaction is one which, when agated with the value of any other transaction ini@the same person during the current
fiscal year does not exceed $1,000.

12. INTERESTED PARTY

With respect to insider transactions, the term meaninsider who is expected to receive any doeatdirect economic benefit from the
transaction.

13. REAL ESTATE INVESTMENTS

The term "Real Estate Investments" shall mean amy bf direct or indirect ownership of any intergsteal property whether in the form of
an equity interest, partnership, joint venture thieo form, which is accounted for as an investnirenéal estate or a real estate join venture
under generally accepted accounting principledutfes real estate acquisitions, developmel



construction arrangements accounted for as dineestments in real estate, as a real estate jeirttive, and any other loans secured by real
estate or advanced for real estate acquisitiorgldpmnent or investment purposes if the Bank in sutze has virtually the same risk and
potential rewards as an investor in the borrowess$ estate.

The phrase shall not include an interest in reaperty that is primarily used or intended to bedusg the Bank or any of its subsidiaries as an
office or related facility to conduct the Bank'stbe subsidiaries business, or an interest inagalte acquired in satisfaction of an antecedent
debt which was contracted in good faith or acquireder judgement, decree or a mortgage held bam, or in lieu of foreclosure and
provided that such property is not intended to &ld For investment purposes and is to be dispasedtimely fashion.

14. PERSON
The term "Person" shall mean an individual or a jgany.
15. PRINCIPAL SHAREHOLDER

The term "Principal Shareholder" shall mean ang@ethat directly or indirectly, or acting throughin concert with one or more persons,
owns, controls or has the power to vote more tearpercent (10%) of the voting stock of the Bank.

16. RELATED INTEREST
The term "Related Interest" means a company cdatrdly a person or by a member of such person'suiate family.
17. SUBSIDIARY

The term "Subsidiary" shall mean any company aarfiial institution directly or indirectly controtleby the Bank



18. VALUE

The term "Value" shall mean the total dollar amaworibe paid or received by the Bank under a contwmother agreement, the sale price ¢
asset, good or service purchased or sold, totahpats to be made over the term of a lease, orihenfarket value which an insider would
normally have to pay to some other entity for tke af similar facilities, real or personal propeggrvices, equipment, personnel, or the d
amount of commissions and fees paid.

ARTICLE Il
CONFIDENTIAL AND INSIDE INFORMATION
1. INFORMATION DEALING WITH CLIENTS AND SUPPLIERS

Confidential information concerning a client or plipr of the Institution or of any of its subsidis that is acquired by a director or executive
officer in connection with his or her duties aslsuar by a principal shareholder by reason of bsingh principal shareholder, may be used
only for the purposes and benefit of the Bank amag not, under any circumstances, be used for tteopal gain or benefit of any insider.
Such information may not be communicated in anymaarto persons outside of the Institution or to ather director, officer or employee of
the Bank who does not need to know such informatiattischarge his or her duties.

2. INFORMATION RELATIVE TO FIRSTBANK AND ITS SUBSIDARIES

Confidential financial information regarding FirgtBk or any of its subsidiaries may not be commuadt& any manner to any person unless
or until such time as such information has beenanadlic, or unless such information has been ptppéeared and is necessary to allow
such persons to exercise their duties to the Bamd the Board of Director:



Directors and executive officers have a duty offiamtiality to the Bank and may not divulge to gmgrson any confidential information
regarding matters discussed or under considerhtighe Board of Directors, the management, perdpoperations, strategy or plans of the
Bank or its subsidiaries until and unless suchrinfition is made public.

Directors and executive officers will refrain framing confidential inside information for their elat or indirect personal benefit and will not
directly or indirectly purchase or sell any sto¢kle Bank or of any entity with whom the Bank nisy/negotiating or is contemplating
negotiations, either in the open market or in geMaansactions, until such information has beedevaublicly available. Directors of
FirstBank are expected to comply at all times \aittrestrictions, limitations and reporting requirents set forth by applicable securities laws
and regulations.

ARTICLE Il
CONFLICTS OF INTEREST

A conflict of interest may arise whenever any "tlesi' as the term is defined herein, has a direotdirect interest in any agreement, business
dealing or transaction with the Bank or in any esten of credit by the Bank.

1. EXTENSIONS OF CREDIT
GENERAL RULE

There shall not be any extension of credit to asydier unless such extensions of credit meetsritlerwriting standards established by the
institution and is made under substantially theeséanms, including collateral, as those prevailihghe time for comparable transactions v



persons who are not employees of the Bank and widels not involve more than the normal risk of y@pent or present other unfavorable
features.

PRIOR BOARD APPROVAL

All extensions of credit to an insider must be appd in advance by a majority of the entire BodrBioectors. Any insider having a direct or
indirect interest in any extension of credit haes ¢hligation of advising the Board of Directors andnagement of the nature of such interest.
Any director or executive officer having any directindirect interest in any extension of creditsnabstain from participating directly or
indirectly in any deliberation or voting on the emsion of credit, and will refrain from participagi in any discussions regarding such
extension of credit or from influencing or attenmgtito influence the Board of Directors or managentenegards to such matter.

MAXIMUM LIMITS - DIRECTORS

Under no circumstance may a director or principalrsholder, a member of the immediate family catesl interest thereof, become indebted
to the Institution except in the amounts and ferplairposes and upon conditions specified by aggéaggulations. In specific such
regulations promulgated by the Commissioner of ke Institutions of the Commonwealth of Puertadrand by the Federal Reserve
Board's (FRB) Regulation "O" (12 CFR Part 215) dspted by the Federal Deposit Insurance Corporgtiba "FDIC") in it's regulations.

The maximum aggregate amount of credit which atteng may be extended to any director or princghereholder and members of their
immediate family or any related interest of suatectior or principal shareholder, for any purposasniully comply with the Bank's
applicable limitations regarding loans to one baepas set forth in applicable regulations, and matyexceed such limit



MAXIMUM LIMITS - EXECUTIVE OFFICERS

Under no circumstance may an executive officer,mpynber of their immediate family or a related iagt of such executive officer become
indebted to the Institution except in the amoumis for the purposes set forth by regulation. The&imam amount of credit which at any tir
may be extended to such person for purposes dtherthose listed below may not exceed the aggregateint of $100,000. This limitation
not applicable to extensions of credit to finartee éducation of the executive officer's childrenfinance the acquisition, construction,
maintenance, or improvement of a residence. Howewueh extension of credit must be guaranteedfirgtdien on the property which must
be owned or will be owned by the executive offiddre above notwithstanding the total amount ofrelebtedness which an executive offi
his immediate family or related interests may haité the Institution, may not exceed the aggregéte 5% of the Bank's capital and
unimpaired surplus.

Any extension of credit to an executive officettloé Institution will be subject to the conditionhieh must be included in all loan agreements
with executive officers, that the extension of @redll, at the option of the Bank, become due pagable at any time that the officer becol
indebted to any other bank or banks in an aggreagataunt greater than those specified by

Section 215.5 (c) of FRB Regulation "O" (12 USC &1&)). Such condition must be included in writingany agreement for the extensior
credit with any executive officer.

The above notwithstanding no loans may be extetmlady executive officer or employee of the Banlesa the same meets the requirem
and limitations on loans to employees under thalegigns of the Commissioner of Financial Instibat of the Commonwealth of Puerto
Rico.

OVERDRAFTS - DIRECTORS AND EXECUTIVE OFFICERS



The Bank may not pay an overdraft of a directoamexecutive officer unless payment of the fundaasle under a written pre-authorized,
interest bearing line of credit (overdraft proten)i or unless there exists a written pre-authdondor the transfer of funds from another
account of the director or executive officer.

The above restriction will not apply in the casenfinadvertent overdraft in an aggregate amousfLdf00 or less, provided that no such
account may be overdrawn for more than five daystha account is charged the same fees as areechi@rgny other customer.

UNAUTHORIZED EXTENSIONS OF CREDIT

No director, executive officer or principal shar&tey shall knowingly receive or knowingly permiattany member of his or her immedi
family or a related interest, directly or indirggtteceive an extension of credit which has nohh@eviously approved by the Board of
Directors and does not comply with all requiremédatssuch extensions of credit.

RELATIONSHIP WITH CORRESPONDENT BANK'S

Pursuant to applicable Law 12 USC 1972 (2) (G)arkimay not extend preferential loans to execudffieers and/or principal shareholders
of another bank if a correspondent account relalignexists between the two banks. The law funtinehibits the opening of a correspondent
relationship with a bank where there exist a pefBal extension of credit by one of the banks thiractor, executive officer or principal
shareholder of the other bank.

Executive officers, directors and principal shatdbes of FirstBank may not request or accept agpegtial loan from any bank which
maintains a correspondent bank relationship witktBank, nor will they approve or extend such laaan officer, director or principal
shareholder of any bank with which FirstBank mamga correspondent bank relationsl



2. BUSINESS DEALINGS
GENERAL RULE

There shall not be any agreement, business de#largaction with any insider, as the term is defiherein, unless a majority of the entire
Board of Directors approves the transaction, bssimealing or agreement or extension of creditliraace. Any interested party to any such
transaction or agreement will excuse himself osbiéfrom any meeting at the time such transaatioagreement is to be considered and
must abstain from voting or from participating dittg or indirectly in any deliberation regardingckuapproval. The minutes of the Board of
Directors will contain a record of such transactiociuding: (i) the names of all parties to theesgment or transaction other than the Bank
the relationships with the Bank or the relationgbfiphe parties to any of the Bank's insiders; @ifjda brief description of the transaction
including dollar amounts and terms. Any directosttay a dissenting vote shall require that the t@sinclude such dissenting vote along
with the basis for the dissent.

There shall not be any agreement, transaction sinbss dealing with any insider unless the sanm#aaded for the benefit of the Bank. The
Bank may not, under any circumstances, enter imtagaeement, transaction, business dealing or sigtef credit merely as an
accommodation for the benefit of an insider.

Any agreement, transaction or business dealing avitmsider of the Bank must be made on terms adéncircumstances substantially the
same, or at least as favorable, as those prevaititite time for comparable business dealings pgtisons who are not insiders or employees
of the Bank.

Any insider that is an interested party with respe@ny anticipated business dealing v



the Bank, must fully disclose to the Board of Digs and to management of the Bank such insidggsdst in the business dealing,
agreement, transaction or extension of credit. $limtiosure must include all relevant, materiah4poivileged information regarding the
anticipated business dealing, agreement, transagtiextension of credit. All information requiretlist be received and reviewed by the
Board prior to its deliberation, approval or authation of any transaction. Any insider that hagaged in any significant transaction which
has not been reviewed and approved by the Boardl pnaimiptly disclose such transaction to the BodrDicectors.

Any insider having any direct or indirect interestiny business dealing, agreement, transactiextension of credit will also abstain from
direct or indirect participation in deliberationsdiscussions, including those deliberations priglary to formal consideration by the Board of
Directors. An insider having direct or indirecténgst in any business dealing, agreement, transaatiextension of credit will refrain from
interfering or attempting to influence in any mantie decision making process of the Board of Diexor of management in regards to ¢
matters.

INSIGNIFICANT TRANSACTIONS

Notwithstanding the above, prior approval by theiiof Directors will not be required in the ca$e insignificant transaction as the te
is defined herein. Any such insignificant transactshall be promptly reported to the entire BodrBicectors.

INVESTMENT IN REAL ESTATE

The Bank may not directly or through any subsidiaake any investment in real estate, as such tedwefined herein, in which any insider
has an equity interes



ARTICLE IV
BUSINESS OPPORTUNITIES

Directors, executive officers and principal shatdbts of FirstBank stand in a fiduciary relationsto the Institution and its shareholders.
Among other things, this relationship imposes g aditundivided and unqualified loyalty to the Batikis a breach of this duty for a director
to take advantage of a business opportunity foohtser own or another person's or entity's pafibenefit when such business opportunity is
within the corporate powers of the Bank or anytefubsidiaries.

ARTICLE V
USE OF PERSONNEL, EQUIPMENT, SUPPLIES OR FACILITIES

Directors and executive officers shall not allow aignificant use of personnel, equipment, suppieicilities of the Bank or of any of its
subsidiaries for personal purposes, nor will thegngt their use for any purpose not related tolélgétimate interests of the Bank or its
subsidiaries. Under no circumstances will the Banalke available any personnel, equipment, supptiéscdities of the Bank or of any
subsidiary to an insider unless such arrangementasded for the benefit of the Bank or of thesidiary, reasonable value is received for
any service rendered and the arrangement, agreemgrahsaction has been previously approved byititiee Board of Directors in
accordance with the procedures and under the éonsliset forth herein.

ARTICLE VI
OTHER ACTIVITIES AFFECTING THE INSTITUTION

Directors or executive officers may not imply thesorship or support of the Bank for any persengrprise, activity, interest or
organization



Directors and executive officers of FirstBank vaillall times endeavor to conduct themselves aridaffairs with proper decorum and will
refrain from engaging, directly or indirectly, imaactivity likely to adversely effect the good nawf the Bank or of its subsidiaries.

Directors or executive officers of FirstBank mayt serve as a director or officer of any financratitution or with any business entity
rendering services similar to those rendered byBn&k or its subsidiaries.

ARTICLE VII
ACCEPTANCE OF GIFTS, GRATUITIES AND OTHER THINGS OF VALUE

Under no circumstances may a director, executifieesf officers or employees, accept, offer to atceequest, offer to give or obtain or give
to any person, directly, indirectly or otherwisay ajifts, gratuities, favors or anything of valueconnection with or as a condition for
presenting to the consideration of the Board o&Etiors or of any committee, sponsoring, or appigany transaction or business of the B
or of any of its subsidiaries. All directors, extee officers and employees of the Bank shall btimles comply with all provisions of the
Federal Bank Bribery Act of 1984 (12 USCA 215).

As a general rule, directors and executive offistisuld avoid acceptance of gifts or other consittens from clients or any other party do
business with the Bank. The Board of Directors, &osv, recognizes that there are situations in timmal course of the business of the Bank
and its subsidiaries where there is a total absefwaeongful intentions by all parties and exceptdo the general rule set forth above are
required. Therefore, the Board has adopted thewiatig guidelines:

EXCEPTIONS



1. Acceptance of an invitation, gift, gratuity, amitg or favor based on an obvious family relatiapsh

2. Acceptance of meals, refreshment, entertainnaesgmmodations, or travel arrangements, all cfaeable value, in the course of a
meeting or another occasion, the purpose of wisidh hold bona fide business discussions or tefdsttter business relationships, provided
that the expense would be paid by the bank if aat py the other party.

3. Acceptance of advertising and promotional materf reasonable value.
4. Acceptance of discounts or rebates on merchamdiservices that do not exceed those availabidéhter customers in like position.

5. Acceptance of gifts of reasonable value thatelaed to commonly recognized events or occasianh as promotions, weddings,
retirement, holidays or birthdays.

6. Acceptance of civic, charitable, educationalatigious organizations awards for recognition efvices and accomplishments.

The above situations are not intended to be aligive and the Board of Directors recognizes thaté¢ may be other legitimate situations in
which the acceptance of some benefit by a diremtexecutive officer is not intended as and wilt amount to a corrupting influence but n
serve a legitimate, necessary or desirable busingggst of the institution. In such cases, aviultten disclosure shall be prepared by the
person receiving the thing of value, documentirgréfasons thereof, or the purpose and the expeetedfits to the institution. Directors and
executive officers shall submit such report toghére Board of Directors. Such report will be exakd in the light of these guidelines and
Bank Bribery Act of 1984. All such records will Bept by the Office



of the Secretary.

Nothing in these guidelines or procedures for fmesxceptions shall be interpreted as permittingllowing any violation of the law or ¢
any regulation.

ARTICLE VI

REPORTS BY DIRECTORS, EXECUTIVE OFFICERS AND
PRINCIPAL SHAREHOLDERS

All Executive Officers will at all times comply fiyl with all reporting requirements in accordancévRegulation "O".
SECTION 215.9 REPORTS

All executive officers are under the obligationréorm the Board of Directors, within ten days tf dccurrence, any extension of credit
obtained from any other institution or institutiomkich in the aggregate exceeds the amounts spadifiSection 215.5(c), $100,000 for other
purpose loans. This requirement is not applicabtheé case of loans to finance the education df suecutive officers' children or loans to
finance the purchase, construction or improvemeéntioh officers principal residence as long as sxthnsion of credit is secured by a first
lien over the residence and the property is ownegilbbe owned by the executive officer.

REPORTS OF INDEBTEDNESS TO CORRESPONDENT BANKS (21322)

All Executive Officer and Principal Shareholder klsabmit a report regarding any outstanding inddhess of theirs and of any of their
related interests during the previous calendar yéhrany Correspondent Bank of FirstBank. Suctorewill be submitted to the Board of
Directors not later than January 31 of each calepear and will specify the maximum amount of



indebtedness during the previous calendar yeagrimint of such indebtedness 10 days prior to @l tthe report is submitted, a description
of the terms and conditions of the indebtednedsidiireg original amount, interest rates, maturiggurity given and any other unusual term or
condition.

REPORT ON "RELATED INTERESTS"

Each Director, Executive Officer or Principal SHaller will submit a report to the Secretary of Bank, containing the name, social
security number and address of each related inteféiseirs. A report shall be submitted not Idsmt once a year or whenever any change
occurs which would require the inclusion of a nexvson or entity



EXHIBIT 21.0

LIST OF SUBSIDIARIES
(Direct and Indirect)

Direct
1. FirstBank Puerto Rico
2. FirstBank Insurance Agency, Inc.

Indirect

1. First Leasing and Rental Corporation

2. First Federal Finance Corp. D/B/A Money ExpréssFinanciera"
3. First Trade Inc.

4. FirstBank Insurance Agency VI, Inc.

5. First Express, Inc.

6. First Mortgage, Inc



EXHIBIT 23

PricewaterhouseCoopers LLP
254 Munoz Rivera Ave.
BBV Tower, 9th Floor
Hato Rey, PR 00918
Telephone: (787) 754 9090
Facsimile: (787) 766 1094

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémt¢ee Registration Statements on Forms S-8 (188:1306661 and No. 333-106656) of
First BanCorp of our report dated March 1, 2004tiag to the financial statements of First BanCaevpich appears in the 2003 Annual
Report to Shareholders, which is incorporated is Amnual Report on Form 10-K.

/sl Pricewat erhouseCoopers LLP
Pri cewat er houseCoopers LLP
San Juan, Puerto Rico

March 1, 2004



EXHIBIT 31.1
CERTIFICATIONS
I, Angel Alvarez-Perez, certify that:
1. I have reviewed this annual report on Form 16first BanCorp.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or dn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)}Heregistrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedoitge designed under our supervision,
to ensure that material information relating to thgistrant, including its consolidated subsidigrie made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Evaluated the effectiveness of the registrati$slosure controls and procedures, and presémtids report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

(c) Disclosed in this report any change in thestgit's internal control over financial reportihgt occurred during the registrant's most
recent fiscal quarter (the registrant's fourthdigguarter the case of an Annual Report) that haenally affected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting, and

5. The registrant's other certifying officer andhlve disclosed, based on our most recent evaluatimernal control over financial reporting,
to the registrant's auditors and the audit committethe registrant's board of directors (or pesguerforming the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and rtefpwaincial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a si@gmifiole in the registrant's internal
control over financial reporting.

Date: 03/15/04 By: /s/ ANGEL ALVAREZ- PEREZ
Angel Al varez-Perez, Esq.
Chai rman, President and
Chi ef Executive O fice



EXHIBIT 31.2
CERTIFICATIONS
I, Annie Astor-Carbonell, certify that:
1. I have reviewed this annual report on Form 16first BanCorp.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or dn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)}Heregistrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedoitge designed under our supervision,
to ensure that material information relating to thgistrant, including its consolidated subsidigrie made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Evaluated the effectiveness of the registrati$slosure controls and procedures, and presémtids report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

(c) Disclosed in this report any change in thestgit's internal control over financial reportihgt occurred during the registrant's most
recent fiscal quarter (the registrant's fourthdigguarter the case of an Annual Report) that haenally affected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting, and

5. The registrant's other certifying officer andhlve disclosed, based on our most recent evaluatimernal control over financial reporting,
to the registrant's auditors and the audit committethe registrant's board of directors (or pesguerforming the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and rtefpwaincial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a si@gmifiole in the registrant's internal
control over financial reporting.

Date: 03/15/04 By: /s/ ANNI E ASTOR- CARBONELL
Anni e Astor - Carbonel |
Chi ef Financial Oficer and
Seni or Executive Vice President



EXHIBIT 32.1
CERTIFICATION

Pursuant to 18 U.S.C.sec.1350, the undersigneceofif First BanCorp. (the "Company") hereby casif to such officer's knowledge, that
the Annual Report on Form 10-K for the year endedddnber 31, 2003 (the "Report") fully complies witie requirements of Section 13(a)
or 15(d), as applicable, of the Securities Exchahgteof 1934 and that the information containedhe Report fairly presents, in all material
respects, the financial condition and results arapons of the Company.

Dated: March 15, 2004 /sl Angel Alvarez-Perez
Angel Al varez-Perez, Esq.
Chai rman, President and
Chi ef Executive O ficer



EXHIBIT 32.2
CERTIFICATION

Pursuant to 18 U.S.C.sec.1350, the undersigneceofif First BanCorp. (the "Company") hereby casif to such officer's knowledge, that
the Annual Report on Form 10-K for the year endedddnber 31, 2003 (the "Report") fully complies witie requirements of Section 13(a)
or 15(d), as applicable, of the Securities Exchahgteof 1934 and that the information containedhe Report fairly presents, in all material
respects, the financial condition and results arapons of the Company.

Dated: March 15, 2004 /sl Anni e Astor-Carbonell

Anni e Astor - Car bonel |
Seni or Executive Vice President and
Chi ef Financial Oficer
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