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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 releasegtwr public or shareholder communications, orred statements made with the approval of
an authorized executive officer, the words or pasdsvould be”, “will allow”, “intends to”, “will likely result”, “are expected to”, “will

continue”, “is anticipated”, “estimated”, “project’believe”, “should” or similar expressions aréanded to identify “forward looking
statements” within the meaning of the Private SiéesrLitigation Reform Act of 1995.

The future results of the Corporation couldaffected by subsequent events and could diffeerizdly from those expressed in forward-
looking statements. If future events and actudigoerance differ from the Corporation’s assumptichg, actual results could vary significantly
from the performance projected in the forward-logkstatements.

The Corporation wishes to caution readerdmeptace undue reliance on any such forward-looktagements, which speak only as of the
date made and are based on Management’s curreettexipns, and to advise readers that variousfgdtecluding regional and national
economic conditions, substantial changes in leoktaarket interest rates, credit and other riskenfling and investment activities,
competitive, and regulatory factors, legislativaiges and accounting pronouncements, could affec€orporation’s financial performance
and could cause the Corporation’s actual resuttfutare periods to differ materially from thosetiaipated or projected. The Corporation does
not undertake, and specifically disclaims any dlign, to update any forward-looking statementeftect occurrences or unanticipated events
or circumstances after the date of such statements.

PART |

Item 1. Business
GENERAL

First BanCorp (“the Corporation”) is a pubji@wned, Puerto Rico-chartered financial holdinghpany that is subject to regulation,
supervision and examination by the Federal Redgoaed. First BanCorp operates two direct whallyned subsidiaries: FirstBank Puerto F
(“FirstBank or the Bank”) and FirstBank Insurancgeficy, Inc. In addition, First BanCorp owns sixgrgent of Grupo Empresas de Servic
Financieros” (d/b/a PR Finance Group), an auto foeance company with focus on the used car maRettBank is a Puerto Rico-chartered
commercial bank and FirstBank Insurance AgencyRsi@rto Rico-chartered insurance agency. FirstBaelbject to the supervision,
examination and regulation of both the Office a¢f ommissioner of Financial Institutions of the Goamwealth of Puerto Rico and the
Federal Deposit Insurance Corporation. Depositénsaed through the Savings Association Insurdnoel. The Virgin Islands operations of
FirstBank are subject to regulation and examinabipthe United States Virgin Islands Banking Boandl by the British Virgin Islands
Financial Services Commission. FirstBank Insurafgency, Inc. is subject to supervision, examinatiod regulation by the Office of the
Insurance Commissioner of the Commonwealth of BURito.

First BanCorp is engaged in the banking bssirmand provides a wide range of financial servicesetail, commercial and institutional
clients. First BanCorp had total assets of $13l®bj total deposits of $7.9 billion and total skinolder’s equity of $1.2 billion as of
December 31, 2004. Based on total assets, FirsE&gnis the second largest locally-owned finank@ting company headquartered in the
Commonwealth of Puerto Rico and the second ladggsbsitory institution in Puerto Rico.
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FirstBank conducts its business through itsroéfices located in San Juan, Puerto Rico, fdistg-full service banking branches in Puerto
Rico, twelve branches in the United States Virglands (USVI) and British Virgin Islands (BVI) aadoan agency in Coral Gables, Florida
(USA). FirstBank has four wholly-owned subsidianegh operations in Puerto Rico; First Leasing &whtal Corporation, a vehicle leasing
and daily rental company with nine offices in PadRico; First Federal Finance Corp. (d/b/a Moneptess La Financiera), a finance company
with thirty-one offices in Puerto Rico; FirstMorigm, Inc., a residential mortgage loan originatiompany with twenty-three offices in
FirstBank branches and at stand alone sites astBRink Overseas Corporation, an international lman&ntity under the International Banking
Entity Act of Puerto Rico. FirstBank has three sdiasies with operations outside of Puerto RicasFinsurance Agency, Inc., an insurance
agency with three offices that sell insurance potglin the USVI, First Trade, Inc., which provideseign sales corporation management
services with an office in the USVI and an officeBarbados and First Express, Inc., a small loangpany with three offices in the USVI.

The information under the caption “Presidehgster” on pages 15 to 19 and the information uridigte 30 — Segment Information on
pages 89 to 90 of the Corporatisr@innual report to security holders for the yealedrDecember 31, 2004 are incorporated hereinfeyerece

WEBSITE ACCESS TO REPORTS

We made our annual report on Form 10-K, quigrteports on Form 10-Q, current reports on Forig, &nd amendments to those reports,
filed or furnished pursuant to section 13(a) ord)®(f the Securities Exchange Act of 1934 availdtde of charge on or through our internet
website www.firstbankpr.com(First BanCorp section, Company Filings link),sa®n as reasonably practicable after we electadyifile suct
material with, or furnish it to , the SEC.

We also made available the Corporation’s caj@ogovernance standards, the charters of the¢ aodipensation and benefits, corporate
governance and nominating committees; and the coéesioned below free of charge on or through nternet website www.firstbankpr.com
(First BanCorp section, Corporate Governance link):

» Code of Ethics for Senior Financial Officers (sedibit 14.1)
« Code of Ethics applicable to all employees (sedltixh4.2)

 Policy Statement and Standards of Conduct for MembEthe Board of Directors, Executive Officergld@rincipal 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, General $&bamd Secretary of the Board, PO Box 9146, San, Ruerto Rico 00908.

MARKET AREA AND COMPETITION

Puerto Rico, where the banking market is ligladmpetitive, is the main geographic service afghe Corporation. The Corporation also
has a presence, through its subsidiaries, in theetStates and British Virgin Islands’ markets amthe United States through its loan agency
in Coral Gables, Florida. According to the latestistry statistics published by the Commissionaer® Rico has 16 banking institutions with
more than $100 billion in assets. Puerto Rico bamkssubject to the same federal laws, regulatmdssupervision that apply to similar
institutions in the United States mainland.
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Competitors include other banks, insurancepzories, mortgage banking companies, small loan aaimp, automobile financing
companies, leasing companies, vehicle rental corapabrokerage firms with retail operations, areblitrunions, in Puerto Rico and in the
Virgin Islands. The Corporation’s businesses compéth these other firms with respect to the raoigeroducts 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 expecnta The Corporation’s ability to
compete also depends on its ability to attractretain professional and other personnel, and arjtstation.

The Corporation encounters intense competitiattracting and retaining deposits and in itsstoner and commercial lending activities.
The Corporation competes for loans with other faiahinstitutions, some of which are larger andéhavailable resources greater than those of
the Corporation. Management believes that the Catjpm has been able to compete effectively forodép and loans by offering a variety of
transaction account products and loans with coripefieatures, by pricing its products at competitinterest rates and by offering convenient
branch locations and emphasizing the quality ofétwice. The Corporation’s ability to originataus depends primarily on the rates and fees
charged and the service it provides to its borravirrmaking prompt credit decisions. There candoassurance that in the future the
Corporation will be able to continue to increasediéposit base or originate loans in the mannendhe terms on which it has done so in the
past.




Table of Contents
SUPERVISION AND REGULATION
Bank Holding Company Activities and Other Limitations

The Corporation is subject to ongoing regolatisupervision, and examination by the FederatResBoard, and is required to file with the
Federal Reserve Board periodic and annual reppd®ther information concerning its own businessrapons and those of its subsidiaries. In
addition, under the provisions of the Bank Holdgmpany Act, a bank holding company must obtaireFadReserve Board approval before
it acquires directly or indirectly ownership or ¢ of more than 5% of the voting shares of a sddoank. Furthermore, Federal Reserve
Board approval must also be obtained before swdngany acquires all or substantially all of theeds of a second bank or merges or
consolidates with another bank holding company. Féderal Reserve Board also has authority to issase and desist orders against bank
holding companies and their non-bank subsidiaries.

A bank holding company is prohibited underBamk Holding Company Act, with limited exceptiofigm engaging, directly or indirectly,
in any business unrelated to the business of bgrikiof managing or controlling banks. One of tReeptions to these prohibitions permits
ownership by a bank holding company of the shafesp company if the Federal Reserve Board, aftieriibtice and opportunity for hearing,
by regulation or order has determined that thevitiets of the company in question are so closelgteel to the business of banking or of
managing or controlling banks as to be a propadent thereto.

Under the Federal Reserve Board policy, a lbenhding company such as the Corporation is expetct@ct as a source of financial strength
to its banking subsidiaries and to commit suppmthem. This support may be required at times whbsegnt such policy, the bank holding
company might not otherwise provide such supporthé event of a bank holding company’s bankrupaay, commitment by the bank holding
company to the federal bank regulatory agency tmtaia capital of a subsidiary bank will be assurbgdhe bankruptcy trustee and be enti
to a priority of payment. In addition, any capit@ns by a bank holding company to any of its slibsy banks must be subordinated in right of
payment to deposits and to certain other indebtloEsuch subsidiary bank. FirstBank is curretityonly depository institution subsidiary
the Corporation.

The Gramm-Leach-Bliley Act revised and expahthe provisions of the Bank Holding Company Actitigluding a section that permits a
bank holding company to elect to become a finartwéding company to engage in a full range of firiahactivities. The Gramm-Leach-Bliley
Act requires that in the event that the bank hgdiompany elects to become a financial holding aimgpthe election must be made by filir
written declaration with the appropriate Federat&ee Bank and comply with the following (and seompliance must continue during while
the entity is treated as a financial holding compati) state that the bank holding company elégtisecome a financial holding company;

(i) provide the name and head office address e@hidnk holding company and each depository ingiiiutontrolled by the bank holding
company; (iii) certify that all depository institahs controlled by the bank holding company ard wegbitalized as of the date the bank holding
company files for the election; (iv) provide thepital ratios for all relevant capital measures fathe close of the previous quarter for each
depository institution controlled by the bank halglicompany; and (v) certify that all depositonytitugions controlled by the bank holding
company are well managed as of the date the bddkngccompany files the election. The bank holdoognpany must have also achieved at
least a rating of satisfactory record of meetingnoinity credit needs under the Community Reinvestmet during the institution’s most
recent examination. In April of 2000, the Corpavatfiled an election with the Federal Reserve Baard became a financial holding compe
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Financial holding companies may engage, dirextindirectly, in any activity that is determithéo be (i) financial in nature, (i) incidental
such financial activity, or (iii) complementary adfinancial activity and does not pose a substhriskato the safety and soundness of
depository institutions or the financial system gratly. 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) Irece activities; (¢) Financial or economic
advice or services; (d) Pooled investments; (eu@@es underwriting and dealing; (f) Existing banélding company domestic activities;
(g) Existing bank holding company foreign activéti@nd (h) Merchant banking activities. The Corfioraoffers insurance agency services
through its whollyewned subsidiary, FirstBank Insurance Agency, &md through First Insurance Agency V. |., Inc.ubssdiary of FirstBanl
Puerto Rico.

In addition, the Gramm-Leach-Bliley Act spéxdlly gives the Federal Reserve Board the authduit regulation or order, to expand the list
of “financial” or “incidental” activities, but redres consultation with the U.S. Treasury, and giesFederal Reserve Board authority to allow
a financial holding company to engage in any afstitiat is “complementary” to a financial activizjmd does not “pose a substantial risk to the
safety and soundness of depository institutiorth@financial system generally.”

Under the Gramm-Leach-Bliley Act, if the Corgtion fails to meet any of the requirements fange financial holding company and is
unable to cure such deficiencies within certairspribed periods of time, the Federal Reserve Boauntt require the Corporation to divest
control of its depository institution subsidiar@salternatively cease conducting financial adegtthat 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”), whichpiemented legislative reforms intended
to address corporate and accounting fraud. SOAagmnteforms of various business practices and mumseaspects of corporate governance.
Most of these requirements have been implementesiipnt to regulations issued by the Securitieskatthange Commission (the “SECThe
following is a summary of certain key provisionsSDA.

In addition to the establishment of accountingrsight board that enforces auditing, qualitytoal and independence standards and is
funded by fees from all publicly traded compan®&®A places restrictions on the scope of servicasrttay be provided by accounting firms to
their public company audit clients. Any non-audit\dces being provided to a public company audéntirequires pre-approval by the
company’s audit committee. In addition, SOA makedain changes to the requirements for partnetiostafter a period of time. SOA
requires chief executive officers and chief finahdifficers, or their equivalent, to certify to thecuracy of periodic reports filed with the SEC,
subject to civil and criminal penalties if they kwiagly or willingly violate this certification redtement. In addition, counsel is required to
report evidence of a material violation of the séms laws or a breach of fiduciary duties todtsef executive officer or its chief legal officer,
and, if such officer does not appropriately respaadeport such evidence to the audit committeetloer similar committee of the board of
directors or the board itself.

Under this law, longer prison terms will appdycorporate executives who violate federal séiegriaws; the period during which certain
types of suits can be brought against a compaiitg officers is extended and bonuses issued t@xeputives prior to restatement of a
company'’s financial statements are now subjectdgaigement if such restatement was due to corpan&conduct. Executives are also
prohibited from insider trading during retiremetdrp “blackout” periods, and loans to company ex®est(other than loans by financial
institutions permitted by federal rules or regulas)
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are restricted. In addition, the legislation acraies the time frame for disclosures by public canigs, as they must immediately disclose any
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 increases responsibilities and codifigtai® requirements relating to audit committeeputilic companies and how they interact with
the company’s “registered public accounting firrLidit committee members must be independent anbared from accepting consulting,
advisory or other compensatory fees from the isdneaddition, companies will be required to disdavhether at least one member of the
committee is a “financial expert” (as such terml wé defined by the SEC) and if not, why not. A g@my’s registered public accounting firm
will be prohibited from performing statutorily maatgd audit services for a company if the compaalyisf executive officer, chief financial
officer, controller, chief accounting or any persamving in equivalent positions had been empldyeduch firm and participated in the audit
of such company during the one-year period precgttia audit initiation date. SOA also prohibits affjcer or director of a company or any
other person acting under their direction fromnigkiiny action to fraudulently influence, coercenipalate or mislead any independent public
or certified accountant engaged in the audit ofcitrapany’s financial statements for the purposenflering the financial statements
materially misleading.

SOA also has provisions relating to inclusidrcertain internal control reports and assessnigntaanagement in the annual report to
stockholders. The law also requires the comparggsstered public accounting firm that issues thditaeport to attest to and report on
management’s assessment of the company’s intesnéiots and on the effectiveness of internal cdraver financial reporting. Commencing
with the annual report incorporated by referencéhimiForm 10-K (see Items 6, 7, 8 and 9A), thepOaation is required to include an internal
control report containing management’s assessnegarding the effectiveness of the Corporation’sriml control structure and procedures
over financial reporting. The internal control refpocludes a statement of management’s respoitgifir establishing and maintaining
adequate internal control over financial reporfimgthe Corporation; of management’s assessmetat the effectiveness of the Corporation’s
internal control over financial reporting basedmanagement’s evaluation of it, as of year-end;arttle framework used by management as
criteria for evaluating the effectiveness of thefowation’s internal control over financial repagdi In addition, Section 404 of SOA requires
the Corporation’s independent registered publioanting firm to attest to, and report on, managareassessment of the Corporation’s
internal control over financial reporting and oe #ffectiveness of internal control over financggorting in accordance with standards
established and adopted by the Public Company AdeuyOversight Board (“PCAOB”). Both reports by Megement and of the Independent
Registered Public Accounting Firm are being filsdpart of the Annual Report.

USA Patriot Act

Under Title 11l of the USA Patriot Act, alsm&awn as the International Money Laundering Abatetraga Anti-Terrorism Financing Act of
2001, all financial institutions, including the @aration and the Bank, are required in generad¢atify 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 agenconcerning their customers and their transastiAdditional information-sharing
among financial institutions, regulators, and lavfoecement authorities is encouraged by the presefian exemption from the privacy
provisions of the Gramm-Leach-Bliley Act for findakinstitutions that comply with this provisiondithe authorization of the Secretary of the
Treasury to adopt rules to further encourage cadjmer and information-sharing.
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The U.S. Treasury Department (“Treasury”) isased a number of regulations implementing the BPa&iot Act that apply certain of its
requirements to financial institutions. The regialas impose new obligations in financial institut$oto maintain appropriate policies,
procedures and controls to detect, prevent andtrepaney laundering and terrorist financing. Tregss expected to issue a number of
additional regulations that will further clarifygRUSA 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 antiiais 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 tations.

Privacy Policies

Under the Gramm-LeadBiiley Act, all financial institutions are requireéd adopt privacy policies, restrict the sharingiohpublic custome
data with nonaffiliated parties at the customeeguest and establish policies and procedures tegiroustomer data from unauthorized access
The Corporation and its subsidiaries have adoptdidips and procedures in order to comply with phigacy provisions 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@,subject to certain requirements
established by the Federal Reserve Board. Thedkded state laws and regulations which are aggkc® banks regulate, among other thir
the scope of their business, their investments; thserves against deposits, the timing and avititiaof deposited funds and the nature and
amount of and collateral for certain loans. In &ddito the impact of regulations, commercial baake affected significantly by the actions of
the Federal Reserve Board as it attempts to cottteainoney supply and credit availability in ortieinfluence the economy. References he
to applicable statutes or regulations are briefreanes of portions thereof which do not purporbéocomplete and which are qualified in their
entirety by reference to those statutes and regakatAny change in applicable laws or regulatiores/ have a material adverse effect on the
business of commercial banks and bank holding caiepaincluding FirstBank and the Corporation. Heere management is not aware of
current recommendations by any federal or statelaggry authority that, if implemented, would hasewould be reasonably likely to have a
material effect on the liquidity, capital resourceperations of FirstBank or the Corporation.

As a creditor and financial institution, FBsink is subject to certain regulations promulgdtedhe Federal Reserve Board, including,
without limitation, Regulation B (Equal Credit Oppunity Act), Regulation DD (Truth in Savings AcBgegulation E (Electronic Funds
Transfer Act), Regulation F (Limits on Exposuredther Banks), Regulation Z (Truth in Lending A®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 Comiongs and the FDIC to test FirstBank’s compliand#hwarious statutory and regulatory
requirements. This regulation and supervision disteds a comprehensive framework of activities lick an institution can engage and is
intended primarily for the protection of the insoca fund and depositors. The regulatory structls® gives the regulatory authorities exten
discretion in connection with their supervisory amorcement activities and examination policies|uding policies with respect to the
classification of assets and the establishmentlefaate loan loss reserves for regulatory purpdses.enforcement authority
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includes, among other things, the ability to assésbmoney penalties, to issue cease-and-desistrooval orders and to initiate injunctive
actions against banking organizations and instituéffiliated parties, as defined. In general, ¢hesforcement actions may be initiated for
violations of laws and regulations and unsafe @oumnd practices. In addition, certain actions aqgired by statute and implementing
regulations. Other actions or inaction may provtlebasis for enforcement action, including misiegar untimely reports filed with
regulatory authorities.

Dividend Restriction.

The Corporation is subject to certain redtsiitd generally imposed on Puerto Rico corporatieitis respect to its declaration and paymel
dividends (i.e., that dividends may be paid outydrom the Corporation’s net assets in excess pitakor in the absence of such excess, from
the Corporation’s net earnings for such fiscal yaat/or the preceding fiscal year). The FederakResBoard has also issued a policy
statement that provides that bank holding compastiesild generally pay dividends only out of currepérating earnings.

At present, the principal source of fundstfa Corporation is dividends declared and paidibstBank. The ability of FirstBank to declare
and pay dividends on its capital stock is restddig the Banking Law (as defined herein), the Faldeeposit Insurance Act (the “FDIA") and
FDIC regulations. In general terms, the Puerto Baoking Law provides that when the expenditurea bénk are greater than receipts, the
excess of expenditures over receipts shall be edaagainst undistributed profits of the bank argithlance, if any, shall be charged against
the required reserve fund of the bank. If themedsufficient reserve fund to cover such balanoghnle or in part, the outstanding amount ¢
be charged against the bank’s capital accountPLieeto Rico Banking Law provides that until saigita has been restored to its original
amount and the reserve fund to 20% of the origiagital, the bank may not declare any dividends.

In general terms, the FDIA and the FDIC regoafes restrict the payment of dividends when a bankndercapitalized, when a bank has
failed to pay insurance assessments, or when #nersafety and soundness concerns regarding sn&h ba

Limitations on Transactions with Affiliates

Transactions between financial institutionstsas the Bank and any affiliate are governed lryi@es 23A and 23B of the Federal Reserve
Act and by Regulation W. An affiliate of a finankiastitution is any company or entity, which cais, is controlled by or is under common
control with the financial institution. In a holdjrcompany context, the parent bank holding compantyany companies which are controlled
by such parent holding company are affiliates effihancial institution. Generally, Sections 23A1#&8B of the Federal Reserve Act (i) limit
the extent to which the financial institution & #gubsidiaries may engage in “covered transactiaitt’any one affiliate to an amount equal to
10% of such institution’s capital stock and surphlusd contain an aggregate limit on all such tretisas with all affiliates to an amount equal
to 20% of such institution’s capital stock and suspand (ii) require that all such transaction®obheerms substantially the same, or at least as
favorable, to the institution or subsidiary, assta@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 otieensions of credit by the financial
institution to the affiliate are required to belatdralized in accordance with the requirement$csét in Section 23A of the Federal Reserve
Act.

The Gramm-Leach-Bliley Act provides that ficéd subsidiaries of banks be treated as affilifdepurposes of Sections 23A and 23B of
the Federal Reserve Act, but provides that (i)1i0% capital limit on transactions between the beamik such financial subsidiary as an affiliate
is not applicable, and
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(ii) the investment by the bank in the financiabsidiary does not include retained earnings irfitrencial subsidiary. Certain anti-evasion
provisions have been included that relate to thaiomship between any financial subsidiary of akband sister companies of the bank: (1) any
purchase of, or investment in, the securities fafiancial subsidiary by any affiliate of the pardaink is considered a purchase or investme

the bank; or (2) if the Federal Reserve Board daters that such treatment is necessary, any loae g an affiliate of the parent bank to the
financial subsidiary is to be considered a loan enayglthe parent bank.

The Federal Reserve Board adopted a new ttamul&Regulation W, effective April 1, 2003, thatals with the provisions of Sections 23A
and 23B. The regulation unifies and updates stéfrpretations issued over the years, incorpossesral new interpretations and provisions
(such as to clarify when transactions with an wateal third party will be attributed to an affiliztand addresses new issues arising as a re:
the expanded scope of nonbanking activities engagky banks and bank holding companies in receatyand authorized for financial
holding companies under the Gramm-Leach-Bliley Act.

In addition, Sections 22(h) and (g) of the ératlReserve Act, implemented through Regulatioy filace restrictions on loans to executive
officers, directors and principal stockholders. En8ection 22(h) of the Federal Reserve Act loarssdirector, an executive officer and to a
greater than 10% stockholder of a financial infitiiy and certain affiliated interests of theseymat exceed, together with all other
outstanding loans to such person and affiliategr@sts, the financial institution’s loans to onerbwer limit, generally equal to 15% of the
institution’s unimpaired capital and surplus. Sect22(h) of the Federal Reserve Act also requitaslbans to directors, executive officers and
principal stockholders be made on terms substanttzé same as offered in comparable transactimagher persons and also requires prior
board approval for certain loans. In addition, dlggregate amount of extensions of credit by a @irmdinstitution to insiders cannot exceed the
institution’s unimpaired capital and surplus. Ferthore, Section 22(g) of the Federal Reserve Axtqd additional restrictions on loans to
executive officers.

Federal Reserve Board Capital Requirements

The Federal Reserve Board has adopted capi¢égjuacy guidelines pursuant to which it assebgeadequacy of capital in examining and
supervising a bank holding company and in analyaimglications to it under the Bank Holding Compawy. The Federal Reserve Board
capital adequacy guidelines generally require bau#ling companies to maintain total capital equa8% of total risk-adjusted assets, with at
least one-half of that amount consisting of Tier tore capital and up to one-half of that amowmisésting of Tier Il or supplementary capital.
Tier | capital for bank holding companies generaliysists of the sum of common stockholderglity and perpetual preferred stock, subje:
the case of the latter to limitations on the kimd amount of such perpetual preferred stock whialy be included as Tier | capital, less
goodwill and, with certain exceptions, other intdhes. Tier Il capital generally consists of hybdapital instruments, perpetual preferred stock
which is not eligible to be included as Tier | dapiterm subordinated debt and intermediate-ter@fepred stock; and, subject to limitations,
generally allowances for loan losses. Assets grestatl under the risk-based guidelines to takeastmunt different risk characteristics, with
the categories ranging from 0% (requiring no addi capital) for assets such as cash to 100%ébulk of assets which are typically helc
a bank holding company, including multi-family résintial and commercial real estate loans, commidraginess loans and commercial loans.
Off-balance sheet items also are adjusted to tatkeaiccount certain risk characteristics.

In addition to the risk-based capital requiegits, the Federal Reserve Board requires bankrigptdimpanies to maintain a minimum
leverage capital ratio of Tier | capital to totakats of 3.0%.
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Total assets for purposes of this calculation damzgude goodwill and any other intangible assetd investments that the Federal Reserve
Board determines should be deducted. The Fedes#riReBoard has announced that the 3.0% Tier fdgeecapital ratio requirement is the
minimum for the toprated bank holding companies without a supervisimgncial or operational weaknesses or deficieoiethose which ai
not experiencing or anticipating significant gron@ther bank holding companies will be expectech&intain Tier | leverage capital ratios of

at least 4.0% or more, depending on their ovemibdion. As of December 31, 2004, the Corporatgoeeded each of its capital requirements
and was a well-capitalized institution as definedhe Federal Reserve Board regulations.

FDIC Capital Requirements

The FDIC has promulgated regulations and aatbptstatement of policy regarding the capital adeg of state-chartered non-member
banks like the Bank. These requirements are sulitgrsimilar to those adopted by the Federal Res®oard regarding bank holding
companies, as described above.

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 glementary (Tier 2) capital) to risk weighted ass#t8%. In determining the amount of risk-
weighted assets, weights used (range from 0% t&6)@Be based on the risks the FDIC believes arerértt in the type of asset or item. The
components of Tier | capital are equivalent to éhdiscussed below under the 3.0% leverage capdtadlard. The components of
supplementary capital include certain perpetudigpred stock, certain mandatory convertible seiagitcertain subordinated debt and
intermediate preferred stock and generally allowearfor loan and lease losses. Allowance for lo@hlease losses includable in supplemer
capital is limited to a maximum of 1.25% of riskigleted assets. Overall, the amount of capital ceditbward supplementary capital cannot
exceed 100% of core capital.

The FDIC’s capital regulations establish aimum 3.0% Tier | capital to total assets requiretfenthe most highly-rated state-chartered,
non-member banks, with an additional cushion ¢éast 100 to 200 basis points for all other stai@+ered, non-member banks, which
effectively will increase the minimum Tier | levgaratio for such other banks from 4.0% to 5.0%nore. Under 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 exposureebent asset quality, high liquidity, good earnirggsl, in general, which are considered a
strong banking organization and are rated compositeler the Uniform Financial Institutions RatiBgstem. Leverage or core capital is
defined as the sum of common stockholders’ equitjuding retained earnings, noncumulative perpgiteferred stock and related surplus,
and minority interests in consolidated subsidianmemus all intangible assets other than certaglifying supervisory goodwill and certain
purchased mortgage servicing rights.

In August 1995, the FDIC and other federalkiragn agencies published a final rule modifying thesiisting risk-based capital standards to
provide for consideration of interest rate risk wizssessing the capital adequacy of a bank. Uhddinal rule, the FDIC must explicitly
include a bank’s exposure to declines in the ecanoaiue of its capital due to changes in interagts as a factor in evaluating a bantépita
adequacy. In June 1996, the FDIC and other fethewating agencies adopted a joint policy statemerihierest rate risk policy. Because
market conditions, bank structure, and bank adivary, the agencies concluded that each bardsneealevelop its own interest rate risk
management program tailored to its needs and cstames. The policy statement describes prudemtiptées and practices that are
fundamental to sound interest rate risk managenmesitiding appropriate board and senior managemesrsight and comprehensive risk
management process that effectively identifies,suess, monitors and controls such interest rake ris
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Failure to meet capital guidelines could sab@n insured bank like the Bank to a variety ainppt corrective actions and enforcement
remedies under the FDIC (as amended by FDICIA)uding, with respect to an insured bank, the teatiom of deposit insurance by the
FDIC, and to certain restrictions on its businésgeneral terms, undercapitalized depository tutstins are prohibited from making any cag
distributions (including dividends), are subjectéstrictions on borrowing from the Federal Res&ystem, and are subject to growth
limitations and are required to submit capital segtion plans.

At December 31, 2004, the Bank was well céipéd. Like any other institution, the Bank’s cabpitategory, as determined by applying the
prompt corrective action provisions of law, may nobstitute an accurate representation of the éverancial condition or prospects of the
Bank, and should be considered in conjunction witter available information regarding the Bankiaficial condition and results of
operations.

Activities and Investments

The activities as “principal” and equity int@&nts of FDIC-insured, state-chartered banks asdhe Bank are generally limited to those
that are permissible for national banks. Under la@gns dealing with equity investments, an insustde bank generally may not directly or
indirectly acquire or retain any equity investmesits type, or in an amount, that is not permigsfbt a national bank. An insured state bank is
not prohibited from, among other things, (i) actngror retaining a majority interest in a subsigjdii) investing as a limited partner in a
partnership the sole purpose of which is direéhdirect investment in the acquisition, rehabiliator new construction of a qualified housing
project, provided that such limited partnershipeisiiments may not exceed 2% of the bank’s totat®9$@ acquiring up to 10% of the voting
stock of a company that solely provides or reinsulieectors’, trustees’ and officers’ liability im@nce coverage or bankers’ blanket bond
group insurance coverage for insured depositotjtuni®ns, and (iv) acquiring or retaining the waishares of a depository institution if cer
requirements are met. In addition, an insured sthsetered bank may not, directly, or indirectlyotigh a subsidiary, engage as “principal” in
any activity that is not permissible for a natiohahk unless the FDIC has determined that suchityotvould pose no risk to the insurance f
of which it is a member and the bank is in compleawith applicable regulatory capital requiremeAisy insured state-chartered bank directly
or indirectly engaged as “principal” in any actwthat is not permitted for a national bank mustseethe impermissible activity.

Federal Home Loan Bank System

FirstBank is a member of the Federal Home LBank (FHLB) system. The FHLB system consists adltw& regional Federal Home Loan
Banks governed and regulated by the Federal Hodsimgnce Board (FHFB). The Federal Home Loan Baekge as reserve or credit
facilities for member institutions within their &gsed regions. They are funded primarily from pextederived from the sale of consolidated
obligations of the FHLB system, and they make Iq@awvances) to members in accordance with polaiesprocedures established by the
FHLB system and the boards of directors of eaclored 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 accordance with #ggiirements set forth in applicable laws and regura. The Bank is in compliance with the
stock ownership requirements of the FHLB-NY. Aldiies, advances and other extensions of credit matteel-HLB-NY to the Bank are
secured by a portion of the Bank’s mortgage loamfgli, certain other investments and the capstatk of the FHLB-NY held by the Bank.
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Ownership and Control

Because of the Bank’s status as a bank, ovaiéh®e common stock are subject to certain rdgirnis and disclosure obligations under
various federal laws, including the Bank Holdingn@many Act and the Change in Bank Control Act (t6BCA”). Regulations pursuant to the
Bank Holding Company Act generally require priodEeal Reserve Board approval for an acquisitiooawitrol of an insured institution (as
defined) or holding company thereof by any persmrpérsons acting in concert). Control is deemeekist if, among other things, a person (or
persons acting in concert) acquires more than 268aywclass of voting stock of an insured instdantor holding company thereof. Control is
presumed to exist subject to rebuttal, if a pefsopersons acting in concert) acquires more ti@#6 af any class of voting stock and either
(i) the company has registered securities undetid®et? of the Securities Exchange Act of 1934(jiidmo person will own, control or hold the
power to vote a greater percentage of that clagstofg securities immediately after the transattibhe concept of acting in concert is very
broad and also is subject to certain rebuttablsysngtions, including among others, that relatibesiness partners, management officials,
affiliates and others are presumed to be actir@pitert with each other and their businesses. THE'B regulations implementing the CBCA
are generally similar to those described above.

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

Under the FDIA, a depository institution (whiterm includes both banks and savings associdfitiesdeposits of which are insured by the
FDIC, can be held liable for any loss incurred dayreasonably expected to be incurred by, the FBI&bnnection with (i) the default of a
commonly controlled FDIC-insured depository indiitn or (ii) any assistance provided by the FDIGity commonly controlled FDI@surec
depository institution “in danger of default.” “Dailt” is defined generally as the appointment obaservator or a receiver and “in danger of
default” is defined generally as the existenceasfain conditions indicating that a default is likéo occur in the absence of regulatory
assistance. In some circumstances (depending hpoemount of the loss or anticipated loss suffesethe FDIC), cross-guarantee liability
may result in the ultimate failure or insolvencyoofe or more insured depository institutions tqasent company is subordinated to the
subsidiary bank’s cross-guarantee liability witBpect to commonly controlled insured depositorgitations. The Bank is currently the only
FDIC insured depository institution controlled netCorporation.

Sandards for Safety and Soundness

The FDIA, as amended by FDICIA and the Riggtenmunity Development and Regulatory Improvemertta®d 994, requires the FDIC
and the other federal bank regulatory agenciesdscpibe standards of safety and soundness, biatems or guidelines, relating generally to
operations and management, asset growth, asséygaatnings, 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 standalatg to internal controls and information gyss, internal audit systems, loan
documentation, credit underwriting, interest ratpasure, asset growth and compensation, fees arefitse In general, the guidelines require,
among other things, appropriate systems and peactaidentify and manage the risks and expospessfged in the guidelines. The guidelines
prohibit excessive compensation as an unsafe asmbad practice and describe compensation as exeasken the
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amounts paid are unreasonable or disproportionateetservices performed by an executive officerpleyee, director or principal shareholc
Brokered Deposits

FDIC regulations adopted under the FDIA gowbmreceipt of brokered deposits by banks. Wedltalized institutions are not subject to
limitations on brokered deposits, while adequatalyitalized institutions are able to accept, renewollover brokered deposits only with a
waiver from the FDIC and subject to certain resitsits on the yield paid on such deposits. Undetaipéd institutions are not permitted to
accept brokered deposits. The Bank is currentlelr@apitalized institution and is therefore nobgct to any limitations on brokered deposits.

Puerto Rico Banking Law

As a commercial bank organized under the lafdSommonwealth, 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, igimd responsibilities of directors, officers atatkholders as well as the corporate powers,
lending limitations, capital requirements, investineequirements and other aspects of the Banktaradfairs. In addition, the Commissioner is
given extensive rule making power and administeatliscretion under the Banking Law.

The Banking Law authorizes Puerto Rico commaébzanks to conduct certain financial and relaetivities directly or through subsidiaris
including finance leasing of personal property apdrating a small loan company.

The Banking Law requires every bank to mamtalegal reserve which shall not be less than tyveercent (20%) of its demand liabilities,
except government deposits (federal, state andaipah) which are secured by actual collateral. Tédserve is required to be composed of any
of the following securities or combination theredf) legal tender of the United States; (2) chemk®anks or trust companies located in any
part of Puerto Rico, to be presented for collectaring the day following that on which they aree®ed, (3) money deposited in other banks
provided said deposits are authorized by the Cosiorier, subject to immediate collection; (4) fedléwads sold to any Federal Reserve Bank
and securities purchased under agreement to eesaluted by the bank with such funds that are stibjebe repaid to the bank on or before
close of the next business day; and (5) any otbstahat the Commissioner determines from tintarte.

The Banking Law permits Puerto Rico commerbaatks to make loans to any one person, firm, peship or corporation, up to an
aggregate amount of fifteen percent (15%) of thma sfi (i) the bank’s paid-in capital; (ii) the bdskeserve fund; (iii) 50% of the bank’s
retained earnings; and (iv) any other componeraisttite Commissioner may determine from time to titheuch loans are secured by collat
worth at least twenty five percent (25%) more tttraamount of the loan, the aggregate maximum atmoay reach one third of the sum of
the bank’s paidn capital, reserve fund, 50% of retained earniys such other components that the Commissionerdetgymine from time 1
time. There are no restrictions under the Bankiag lon the amount of loans which are wholly secimgtonds, securities and other evider
of indebtedness of the Government of the UniteteStaf the Commonwealth of Puerto Rico, or by Isomat in default, of municipalities or
instrumentalities of the Commonwealth of PuertooRic

The Banking Law prohibits Puerto Rico commairbianks from making loans secured by their ownkstand from purchasing their own
stock, unless such purchase is made pursuanttela s
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repurchase program approved by the Commissionisrrercessary to prevent losses because of a dabbpsly contracted in good faith. The
stock so purchased by the Puerto Rico commercigd baust be sold by the bank in a public or privegtke within one year from the date of
purchase.

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

The Banking Law requires that Puerto Rico caruial banks strike each year a general balantteeafoperations, and to submit such
balance for approval to a regular general meetfrggarkholders, together with an explanatory refioeteon. The Banking Law also requires
that at least ten percent (10%) of the yearly medme of a Puerto Rico commercial bank be creditedially, to a reserve fund. This
apportionment is required to be done every yedr sunth reserve fund shall be equal to the tota pacapital of the bank.

The Banking Law also provides that when theeexditures of a Puerto Rico commercial bank aratgreéhan receipts, the excess of the
expenditures over receipts shall be charged agiiesindistributed profits of the bank, and theheg, if any, shall be charged against the
reserve fund, as a reduction thereof. If therevisaserve fund sufficient to cover such balanoghole or in part, the outstanding amount shall
be charged against the capital account and noetididhall be declared until said capital has bestored to its original amount and the res
fund to twenty percent (20%) of the original cabita

The Banking Law requires the prior approvalhaf Commissioner with respect to a transfer oftahptock of a bank that results in a change
of control of the bank. Under the Banking Law, amte of control is presumed to occur if a persoa group of persons acting in concert,
directly or indirectly, acquire more than 5% of thetstanding voting capital stock of the bank. Toemmissioner has interpreted the
restrictions of the Banking Law as applying to dsijions of voting securities of entities controlii a bank, such as a bank holding company.
Under the Banking Law, the determination of the @Gassioner whether to approve a change of contiinffis final and non-appealable.

The Finance Board, which is composed of them@dssioner, the Secretary of the Treasury, theeSaigr of Commerce, the Secretary of
Consumer Affairs, the President of the Economicéayment Bank, the President of the Government Dpweent Bank, and the President of
the Planning Board, has the authority to regulagemhaximum interest rates and finance chargesihgtbe charged on loans to individuals
unincorporated businesses in Puerto Rico. The curegulations of the Finance Board provide thatdpplicable interest rate on loans to
individuals and unincorporated businesses, inclydéal estate development loans but excluding iceother personal and commercial loans
secured by mortgages on real estate propertigspis determined by free competition. Regulatiatepted by the Finance Board deregulated
the maximum finance charges on retail installmalgscontracts, and for credit card purchases.€eTregpilations do not set a maximum rate
for charges on retail installment sales contractsfar credit card purchases and set aside prevemdations which regulated these maximum
finance charges. Furthermore, there is no maximateset for installment sales contracts involvirgion vehicles, commercial, agricultural
and industrial equipment, commercial electric sgpdies and insurance premiums.
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International Banking Act of Puerto Rico (IBE Act)

The business and operations of the First Bgm@RE, FirstBank IBE and FirstBank Overseas Coation are subject to supervision and
regulation by the Commissioner. Under the IBE Aettain sales, encumbrances, assignments, meegelgnge or transfer of shares, interest
or participation in the capital of an internatiobahking entity (an “IBE”) may not be initiated Witut the prior approval of the Commissioner.
The IBE Act and the regulations issued thereungidhb Commissioner (the “IBE Regulationdifhit the business activities that may be car
out by an IBE. Such activities are limited in p@arpersons and assets located outside of Puerto Ric

Pursuant to the IBE Act and the IBE Regulagjghe First BanCorp and FirstBank IBEs and FiratB@verseas Corporation must maintain
books and records of all its transactions in tltér@ary course of business. The First BanCorp amtBank IBEs and FirstBank Overseas
Corporation are also required thereunder to sutmriiie Commissioner quarterly and annual reportheif financial condition and results of
operations, including annual audited financialestants.

The IBE Act empowers the Commissioner to revoksuspend, after notice and hearing, a licessed thereunder if, among other things,
the IBE fails to comply with the IBE Act, the IBEcBulations or the terms of its license, or if then@nissioner finds that the business or aff
of the IBE are conducted in a manner that is nasistent with the public interest. Please refaet®nt legislation section for changes in the
IBE Act that were recently adopted.

Insurance Operations Regulation

FirstBank Insurance Agency, Inc. is registaasdn insurance agency with the Insurance Cononissand is subject to regulations issued
by the Insurance Commissioner and FDIC relatingoong other things, licensing of employees, salggitation and advertising practices,
and consumer protections.

Community Reinvestment

Under the Community Reinvestment Act (“CRA&derally 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 limidinstitution’s discretion to develop the type
of products and services that it believes are fitd to its particular community, consistent viite CRA. The CRA requires the federal
supervisory agencies, as part of the general exaioimof supervised banks, to assess the banlksdet meeting the credit needs of its
community, assign a performance rating, and to $aksh record and rating into account in its evadmadf certain applications by such bank.
The CRA also requires all institutions to make jpublsclosure of their CRA ratings. FirstBank reesl a “satisfactory” CRA rating in its most
recent examination by the FDIC.

Mortgage Banking Operations

First Mortgage is subject to the rules andilgiipns of FHA, VA, FNMA, FHLMC, HUD and GNMA witliespect to originating,
processing, selling and servicing mortgage loasthe issuance and sale of mortgage-backed sesurlthose rules and regulations, among
other things, prohibit discrimination and establistuerwriting guidelines which include provisioms fnspections and appraisals, require credit
reports on prospective borrowers and fix maximuanlamounts, and with respect to VA loans, fix maximinterest rates. Moreover, lenders
such as First Mortgage are required annually tonéute FHA, VA, FNMA, FHLMC, GNMA and HUD, auditefinancial statements, and each
regulatory entity has its own
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financial requirements. First Mortgage’s affaire afso subject to supervision and examination b FHA, FNMA, FHLMC, GNMA and

HUD at all times to assure compliance with the igaplle regulations, policies and procedures. Mgggarigination activities are subject to,
among others, the Equal Credit Opportunity Act,dfaliTruth-in-Lending Act, and the Real Estate I8stent Procedures Act and the
regulations promulgated thereunder which, amongrdtiings, prohibit discrimination and require thsclosure of certain basic information to
mortgagors concerning credit terms and settlemestscFirst Mortgage is licensed by the Commissioneer the Puerto Rico Mortgage
Banking Law, and as such is subject to regulatpthle Commissioner, with respect to, among othieigs) licensing requirements and
establishment of maximum origination fees on cartgpes of mortgage loans products.

Section 5 of the Puerto Rico Mortgage Bankiag requires the prior approval of the Commissidioethe acquisition of control of any
mortgage banking institution licensed under sugh 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 mageg banking institution. The Puerto Rico
Mortgage Banking Law provides that a transactiat thsults in the holding of less than 10% of thisanding voting securities of a mortgage
banking institution shall not be considered a cleaingcontrol.

Recent Legidlation
IBE Act

IBEs are currently exempt from taxation unéleerto Rico law. On January 8, 2004, the IBE Ac$ wmended to impose income tax at
normal rates on IBE’s that operate as units ofr&kpto the extent that the IBE’s net income excetié of the bank’s total net taxable income
(including net income generated by the IBE unit)ddaxable year commencing between July 1, 2083Jaly 1, 2004, 30% of such total net
taxable income for a taxable year commencing betwed/ 1, 2004 and July 1, 2005, and 20% of sutdl tet taxable income for taxable
years commencing thereafter. These amendments aplylyo IBE's that operate as units of a bank. Managemenhatts that the financial
impact of the amendments is not likely to be materi
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FINANCIAL CONDITION
The Corporation’s total assets at DecembeRB@4 amounted to $15.6 billion, $2.9 billion ovlee $12.7 billion at December 31, 2003.

The following table sets forth the maturitgttibution of earning assets at December 31, 2004:

As of December 31, 200

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 $ 820,16 $ 820,16
Investment securities (; 469,03! $ 668,05! $ 3,564,000 $ 300,00( 5,001,09
Loans (2):
Residential real esta 164,11! 135,53: $ 330,47 1,146,311l 2,908,14. 4,684,57!
Constructior 123,90¢ 6,50¢ 180,96( 12,87¢ 77,12t 401,37:
Commercial and commercial real
estate 538,75: 143,04« 941,94! 109,06¢ 1,072,92 2,805,73
Lease financing 49,31: 165,35: 214,66
Consume 401,11( 956,37 14,18 1,371,66!
Total Loans 1,277,19 1,406,81. 1,453,38I 1,282,43! 4,058,19: 9,478,01
Total $ 2,566,390 $ 2,074,860 $ 1,453,381 $ 4,846,44. $ 4,358,19. $15,299,28

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

(2) Nonaccruing loans were included under “one year or less categ”.
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Loan Activity

The following table sets forth certain additbdata related to the Corporation's loan poxfaokt of the allowance for loan losses for the
dates indicated:

For the year ended December 31,

2004 2003 2002 2001 2000
(Dollars in thousands)

Beginning balanc $6,918,14¢ $5,525,93" $4,217,71' $3,421,27° $2,673,58.
Residential real estate loans originated and psetd 2,795,82. 1,865,70!  1,045,26! 613,69¢ 416,07
Commercial loans originated and purcha 1,012,29 926,65¢ 581,65¢ 798,03t 555,53(
Finance leases originat 116,20( 67,33: 54,75( 45,09« 65,64¢
Consumer loans originated and purche 743,70:. 603,02 431,58t 363,58: 423,41.
Total loans originated and purchas® 4,668,011 3,462,71! 2,113,26! 1,820,41. 1,460,66.
Sales and securitizations of loe (180,819 (230,329 (80,44¢) (41,060)
Repayments and prepayme (1,963,75) (1,758,33) (635,76 (897,83) (646,58.)
Other decrease® (104,607) (81,859 (88,829 (85,08() (66,38¢)
Net increast 2,418,84 1,392,20.  1,308,22 796,44( 747,69!
Ending balanci $9,336,981 $6,918,141 $5,525,93¢ $4,217,71 $3,421,27!
Percentage increa 34.9t% 25.1% 31.02% 23.2¢% 27.9%

(1) Loan origination for 2002 includes $435 milliooqaiired from JP Morgan Chase VI operations togettir the assumption of
$557 million in deposits

(2) Includes the change in the allowance for loan lwssel cancellation of loans due to the reposseséidre collateral
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CAPITAL

At December 31, 2004, total stockholders’ gqgfdr the Corporation amounted to approximately2dillion, an increase of approximately
$133.3 million as compared to $1.1 billion at Debem31, 2003.

Employees

At December 31, 2004, the Corporation empld¥@37 persons. None of its employees are repreddyta collective bargaining group.
The Corporation considers its employees’ relattonise good.

Item 2. Properties
At December 31, 2004, First BanCorp ownedfdtlewing three main offices located in Puerto Rico
Main offices:

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

2. EDP & Operations Cent~ A five story structure located at 1506 Ponce denL&denue, Santurce, Puerto Rico. These facilitresfally
occupied by the Corporatio

3. Consumer Lending Cent- A three story building with a thr-levels parking lot located at 876 Mufioz Rivera Awencorner Jesus
Pifiero Avenue, Hato Rey, Puerto Rico. These fasliare fully occupied by the Corporatic

In addition, the Corporation owned 16 branct affice premises and an auto lot. The Corpordgased 43 branch premises, 33 loan and
office centers and six other facilities. All of #eepremises are located in Puerto Rico and in tBe &hd British Virgin Islands and in Coral
Gables, Florida. Management believes that the Catjpm’s properties are well maintained and aréable for the Corporation’s business as
presently conducted.

Item 3. Legal Proceedings

The information required herein is incorpodalty reference from page 91 of the annual reposeturity holders for the year ended
December 31, 2004 (see Exhibit 13 to this Form }0-K

Item 4. Submission of Matters to a Vote of SecurityHolders
No matter was submitted to a vote of securitigers during the fourth quarter of 2004.
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PART Il

ltem 5. Market for Registrant’'s Common Equity and Related Stockholder Matters and Issuer Purchases &quity Securities
Market Information

The information required herein is incorpodalty reference from page 52 of the annual reposeturity holders for the year ended
December 31, 2004.

Holders

The information required herein is incorpodalty reference from page 52 of the annual reposeturity holders for the year ended
December 31, 2004.

Dividends

The Corporation has a policy providing for leyment of quarterly cash dividends on its outditegnshares of common stock. Accordingly,
the Corporation declared a cash dividend of $0eirXspare for each quarter of 2004, $0.11 per ghaeach quarter of 2003 and $0.10 per
share for each quarter of 2002.

The Puerto Rico Internal Revenue Code reqtivesvithholding of income tax from dividends incemerived by resident U.S. citizens,
special partnerships, trusts and estates and byesitlent U.S. citizens, custodians, partnerstaipd,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 edextherwise. Once this election is made it isviomable. However, the taxpayer can elect to
include in gross income the eligible distributiorseived and take a credit for the amount of taklwéld. If he does not make this election in
his tax return, then he can exclude from his giessme the distributions received and reported eviticlaiming the credit for the tax withheld.

Nonresident U.S. Citizens

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

U.S Corporations and Partnerships

Corporations or partnerships not organizeceuiiierto 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 organizeckutite laws of Puerto Rico that have engaged detma business in Puerto Rico corporations
or partnerships are not subject to the 10% withhgldout they must declare the dividend as grossrire in their Puerto Rico income tax
return.
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Equity Compensation Plan Disclosure

The following summarizes equity compensatitamp approved by security holders and equity corsgigmn plans that were not approvec
security holders as of December 31, 2004:

©

Number of Securitie

(A) Remaining Available fc
Number of Securitie Future Issuance Und
to be Issued Upo (B) Equity Compensatio
Exercise of Weightec-Average Plans (Excluding
Outstanding Exercise Price ¢ Securities
Plan categor Options Outstanding Optior Reflected in Column (£
Equity compensation plans approved by stockholc
Stock Option Plan 2,394,031 $ 22.6( 1,401,37.
Sut-total 2,394,031 $ 22.6( 1,401,37.
Equity compensation plans not approved by stocldre N/A N/A N/A
Total 2,394,031 $ 22.6( 1,401,37.

Sales of Unregistered Securities

Prior to its filing on September 8, 2004 dRegistration Statement on Form S-8 (SEC File 333353) (the “Registration Statement”)
registering under the Securities Act of 1933 (th®833 Act”) the shares of the Corporation acquitedugh the exercise of stock options
under the Corporation’s Stock Option Plan, whichers certain employees of the Corporation anduibsisliaries, the shares previously
acquired by such employees had not been registédtedhe Securities and Exchange Commission urfted 933 Act on the basis of the
exemption provided in section 3(a)(11) thereof. Tweporation understands that this exemption waticgble for the period prior to the
filing of the Registration Statement because1($ & corporation organized under the laws ofGbenmonwealth of Puerto Rico whose
principal office and place of business are locatettie Commonwealth of Puerto Rico; and (i) all@ayees that had exercised options to
acquire shares were residents of the CommonweBRerto Rico. Shares of common stock acquired utihdeCorporatiors Stock Optio
Plan for the period from January 1, 2004 to Septeriih2004 were 225,370 (72,750 for the year efzmbmber 31, 2003) at a weighted
average exercise price per option of $12.05 ($1fAthe year December 31, 2003). In accordanck applicable rules of the Securities
and Exchange Commission, the Registration Statetremame effective upon its filing on Septemberd4 and therefore all shares
acquired pursuant to the Corporation’s Stock OpBtam after such date are registered shares umnelé@983 Act.

During the quarter and year ended Decembe2@®14 the Corporation did not repurchase any afataurities.
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Item 6. Selected Financial Data

Information required herein is incorporatedrbference from pages 5 through 7 of the annuartép security holders for the year ended
December 31, 2004.

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

The information required herein is incorpodalty reference from pages 31 through 52 of the almeport to security holders for the year
ended December 31, 2004.

Item 7A. Quantitative and Qualitative Disclosures Aout Market Risk

The information required herein is incorpodaly reference from pages 49 through 51 of the ameyport to security holders for the year
ended December 31, 2004.

Item 8. Financial Statements and Supplementary Data

The information required herein is incorpodalty reference from pages 55 through 94 of the almaport to security holders for the year
ended December 31, 2004.

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

Evaluation of Disclosure Controls and ProceduiThe Corporation’s Chief Executive Officer and Chi@fiancial Officer, after evaluating
the effectiveness of the Corporation’s disclosura eontrols and procedures (as defined in Exchaog®ules 13a015(e) and 15d-14(e)), have
concluded that, as of December 31, 2004, the Catioor's disclosure controls and procedures werguaate and effective to ensure that
material information relating to the Corporatiordats consolidated subsidiaries would be made kntmathem by other within those entities.
Under the supervision and with the participationhaf Corporation’s management, including the Cafion’s Chief Executive Officer and
Chief Financial Officer, the Corporation concludadevaluation of the Corporation’s disclosure caistand procedures (as defined in
Exchange Act Rules 13a015(e) and 15d-14(e)). Basdtis evaluation, the Corporation’s Chief ExeeaaitOfficer and Chief Financial Officer
have concluded that, as of December 31, 2004, ¢tpdtation’s disclosure controls and proceduresveéiective and designed to provide
reasonable assurance that material informatiotimgléo the Corporation and its consolidated suhbsiels required to be included in the
Corporation’s periodic filings under the Exchange would be made known to them by other within thestities.

Internal Controls over Financial Reportingurdg the quarter ended December 31, 2004, there me@changes in the Corporation’s
internal control over financial reporting that hawaterially affected, or are reasonably likely taterially affect, the Corporation’s internal
control over financial reporting.

25




Table of Contents

“Management’s Report on Internal Control Ok@rancial Reporting” on page 55 of the 2004 AnrfiRaport to Stockholders in incorporated
herein by reference. “Report of Independent Regist®ublic Accounting Firm” (relating to ManagenisReport on Internal Control Over
Financial Reporting) on page 57 of the 2004 AnmRegbort to Stockholders is incorporated herein ligresce.

Item 9B. Other Information
None.

PART llI

Item 10. Directors, Executive Officers and ControPersons of the Registrant
See Item 12 on this page.

Item 11. Executive Compensation
See Item 12 on this page.

Item 12. Security Ownership of Certain Beneficial @vners and Management
See Item 13 on this page.

Item 13. Certain Relationships and Related Transaains

Pursuant to Instruction G (3) to Form 10-Ke tekmainder of the information to be provided emis 10, 11, 12, 13 and 14 of Form 10-K is
incorporated by reference to First BanCargéfinitive proxy statement for the 2005 annuaétimg of stockholders, which proxy statement
be filed with the Securities and Exchange Commispiarsuant to regulation 14A within to 120 daystaf close of First BanCorp’s 2004 fiscal
year.

Item 14. Principal Account and Fees and Services
See Item 13 on this page.
PART IV
Item 15. Exhibits, Financial Statement Schedules
(8)(1) The following financial statements are includedtém 8 thereof

- Report of Independent Registered Public Accourf&imm
- Consolidated Statements of Financial Condition etédnber 31, 2004 and 2003.

- Consolidated Statements of Income for Each of thred Years in the Period Ended December 31, 2
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-  Consolidated Statements of Changes in Stockhc Equity for Each of the Three Years in the Period&hDecember 31, 200
—  Consolidated Statements of Comprehensive Incomedohn of the Three Years in the Period Ended Deee3th 2004.
-  Consolidated Statements of Cash Flows for Eachefhree Years in the Period Ended December 34..
- Notes to the Consolidated Financial Stateme
(2) Financial statement schedul
None.
(3) Exhibits
The exhibits listed on the Exhibits Index on setfib) below are filed herewith or are incorporatbedein by referenct
(a) Reports on Form-K.

On March 15, 2005, as required by Section 306 ®&arbanes Oxley Act and Section 245.104 of ther@ies and Exchange Commiss’'s
Regulation BTR, the Corporation filed a Form 8-Kiwihe Securities and Exchange Commission to infofriantemporary suspension of
trading under the FirstBank 401(k) Retirement F“blackout trading restriction peri”).

On January 31, 2005, the Corporation furnishedreentireport on Form 8-K reporting its unauditesulés of operations for the quarter and
year ended December 31, 20

On November 23, 2004, the Corporation filed a cutrreport on Form-K announcing the signing of a definite merger agreet pursuant t
which the Corporation will acquired Ponce Generaigoration, a Delaware Corporation, and its subsiels, UniBank, a federal savings and
loan association, and Ponce Realty Corporatiorelavzare Corporation with real estate holdings orifb.

(b) See Index to Exhibits on page 28 for the exhibi¢sifas a part of this Form -K.
(c) Financial data schedul
Schedules are omitted because they are not aplalis
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Index to Exhibits
No. Exhibit
3.1 Certificate of Incorporatio (D
3.2 By-Laws (1)
4.0 Form of Common Stock Certifica (1)
10.1 FirstBant's 1987 Stock Option Ple (2)
10.2 FirstBant's 1997 Stock Option Ple (2)
10.3 Employment Agreemen (2)
11.0 Statement Report to Shareholders for fiscal yedeébecember 31, 200 (3)
13.0 Annual Report to shareholders for fiscal year erddedember 31, 200 —
14.1 Code of Ethics for Senior Financial Office (4
14.2 Code of Ethics applicable to all employ¢ (4
14.3 Policy Statement and Standards of Conduct for MembEBoard of Directors, Executiy 4
Officers and Principal Shareholde
21.0 List of subsidiaries (direct and indire: —
23.0 Consent of Independent Registered Public Accouriinmg —
31.1 Sarbanes Oxley Act Certificatic —
31.2 Sarbanes Oxley Act Certificatic —
32.1 Certification pursuant to 18 U.S.C. section 13%0adopted pursuant to section 906 of —
Sarbanes Oxley Act of 200
32.2 Certification pursuant to 18 U.S.C. section 1350adopted pursuant to section 906 of —
Sarbanes Oxley Act of 200
(1) Incorporated by reference from Registration statérna 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 Corfiords annual report to security holders and ionporated by reference herein (See
Exhibit 13.0).
(4) Incorporated by reference from the Forn-K for the year ended December 31, 2003 filed byGbeporation on March 15, 200
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SIGNATURES

Pursuant to the requirements of Section 1850(d) 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:03/16/05
Angel Alvare:-Pérez, Esc
Chairman
President and Chief Executive Offic

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

/s/ Angel Alvare-Pérez Date:03/16/05
Angel Alvare:-Pérez, Esc

Chairmar

President and Chief Executive Offic

/s/ Annie Asto-Carbonell Date:03/16/05
Annie Asto-Carbonell, Directo

Senior Executive Vice President a

Chief Financial Office!

/s/ José Julian Alvar-Bracero Date:03/16/05
José Julian Alvare-Bracero, Directo

/s/ Richard Reis-Huyke Date:03/16/05
Richard Reis-Huyke, Directot

/sl Jorge L. Dia Date:03/16/05
Jorge L. Diaz, Directc
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/s/ Sharee Ann Umpiel-Catinchi Date:03/16/05
Sharee Ann Umpier-Catinchi, Directol

/sl José Teixido Date:03/16/05
José Teixidor, Directc

/s/ José L. Ferr-Canals Date:03/16/05
José L. Ferr-Canals, Directo

/s/ José Menénd-Cortada Date:03/16/05
José Menénd-Cortada, Directo

/s/ Laura Villarin«-Tur Date:03/16/05

Laura Villarinc-Tur
Senior Vice President and Control
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This annual report stands to the strength of ostitirtion.
To our ability to grow and reach higher to achieue
goals. With this important element of nature wevjde a
symbol of our solid foundation. One that has predidis

with steady and consistent growth.

That has proven our stability and verticality. And
provides us with an impressive perspective of our
financial performance.

Today, as a mature financial institution, we atarad to
market needs, we have the ability to branch outvead
maintain a fresh perspective on banking.

First BanCorp has a forceful presence in the firenc
landscape of the Island and beyond. As we contimue
extend our scope in services, products and geoigph
locations, we keep reaching higher.

All these elements, and our commitment to reaching
higher everyday, has taken us to stand out inittza€ial
landscape.
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Financial Highlights

In thousands (except for per share resi 2004 2003
Operating results:
Net interest incom $ 383,206 $ 292,21(
Provision for loan losse 52,79¢ 55,91¢
Gain on sale of credit card portfo 5,53: 30,88t
Gain on sale of investments, 1 9,457 34,85¢
Other income 55,84: 52,96¢
Other operating expens 180,43t 163,99:
Income tax provisiol 41,92¢ 38,67:
Net income 178,87¢ 152,33¢
Per common shar

Net income— basic $ 344 $ 3.04

Net income— diluted 3.34 2.9¢
Weighted average common share:
Basic 40,20¢ 39,99
Diluted 41,50t 40,98:
At year end:
Assets $15,619,81 $12,667,91
Loans 9,478,01° 7,044,51
Allowance for loan losse 141,03¢ 126,37¢
Investment: 5,821,26: 5,366,20!
Deposits 7,902,98. 6,765,10
Borrowings 6,310,622 4,646,11!
Capital 1,222,91. 1,089,56!
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Market Price
per Common Share
(end of year)

Net Interest Incom
(in millions)

Return on
Common Equity
(in percent)

51575 315.00 L2260 £39.55 563.51

51908 323601 S2869 52922 33832

2781 2213 2180 £5.20 2333

2

2004 Annual Report
First BanCorp




Diluted Earnings per
Common Share

Return on Assets
(in percent)

Common
Stockholders’ Equity
(in millions)

347 5173 L2 5298 5334

128 128 123 146 131

32605 33344 4379 23385 56728
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Selected Financial Data

Since 1991 when current management took over, the
Bank has transformed itself from First Federal 8gsi
Bank, a small Savings and Loan institution with

$1.9 billion in assets, into First BanCorp, a $15l6on
financial holding company with a wide array of
operations and expanded geography.

The table on the following pages shows the longtter
growth of this Corporation. From 1991 to 2004 the
Company has reported consistent growth. Over this
fourteen year period net income grew eighteen fialch
$10 million to $179 million, and per share earnings
multiplied 22 times from $0.15 to $3.34 (diluteBpok
value per common share increased 1,800% from $6.90
$16.66. The efficiency ratio improved dramaticdiiym
63.69% to 39.74%.

The growth shown in this table has involved great
changes at all levels of the organization. The G@fon
has adopted new technologies and entered into new
businesses while at the same time expanding its
traditional operations. All this has created sufsh
value for the First BanCorp’s shareholders while
providing greater services to its clients.
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Selected Financial Data  (In thousands exaappér share and financial ratios results)

2004 2003 2002 2001 2000
Condensed Income Statements: Year el
Total interest incom $ 676,39C $ 536,68. $ 540,03! $ 516,25¢ $ 463,38t
Total interest expens 293,18 244 47 273,18 280,20: 272,61!
Net interest incom 383,20¢ 292,21( 266,85( 236,05! 190,77:
Provision for loan losse 52,79¢ 55,91¢ 62,30: 61,03( 45,71¢
Other income 70,83: 118,71( 58,49: 52,98( 50,03:
Other operating expens 180,43¢ 163,99 132,75¢ 120,85¢ 113,04¢
Unusual itemr— SAIF assessmel
Income before income tax provision, extraordin&eyn anc
cumulative effect of accounting char 220,80« 191,01( 130,28: 107,15( 82,03}
Provision for income ta 41,92¢ 38,67 22,321 20,13¢ 14,76
Income before extraordinary item and cumulative&fbf
accounting chang 178,87¢ 152,33¢ 107,95¢ 87,01¢ 67,27¢
Extraordinary iterr
Cumulative effect of accounting chan (1,01%)
Net income 178,87¢ 152,33t 107,95t 86,00! 67,27¢
Per Common Share Results (1): Year er
Income before extraordinary item and cumulative&fbf
accounting change dilute $ 334 $ 29t % 201 $ 1.7¢ $ 1.47
Extraordinary iten
Cumulative effect of accounting char (0.09)
Net income per common share dilu $ 334 $ 29t % 201 $ 172 $ 1.47
Net income per common share be $ 344 % 3.04 % 20 % 1.74 $ 1.4¢
Cash dividends declart $ 0.4t $ 044 $ 04C $ 0.3t % 0.2¢
Average shares outstandi 40,20¢ 39,99¢ 39,90 39,85! 40,41*
Average shares outstanding dilu 41,50¢ 40,98 40,55 40,14« 40,71¢
Balance Sheet Data: End of y¢
Loans and loans held for s: $ 9,478,01° $ 7,044,511 $5,637,85 $4,308,781 $3,498,19
Allowance for possible loan loss 141,03¢ 126,37¢ 111,91: 91,06( 76,91¢
Investment: 5,821,26. 5,366,20! 3,728,66' 3,715,99' 2,233,21
Total asset 15,619,81 12,667,991  9,643,85. 8,197,511 5,919,65
Deposits 7,902,98: 6,765,100 5,482,91: 4,098,55. 3,345,98.
Borrowings 6,310,62. 4,646,11' 3,249,35 3,425,231 2,069,48.
Total common equit 672,81: 539,46¢ 437,92: 334,41¢ 269,46:
Total equity 1,222,91. 1,089,56! 798,42 602,91¢ 434,46
Book value per common share 16.6¢€ 13.4¢ 10.9¢ 8.3¢ 6.8C
Regulatory Capital Ratios (In Percent): End of \
Total capital to risk weighted ass: 14.8¢ 15.22 13.7¢ 14.5( 14.4:
Tier 1 capital to risk weighted ass 13.5% 13.6¢ 11.9( 12.1¢ 11.2:
Tier 1 capital to average ass 9.2t 8.3t 7.3 7.4¢ 7.2¢
Selected Financial Ratios (In Percent): Year er
Net income to average total ass 1.31 1.4¢ 1.2: 1.2¢ 1.2¢
Interest rate spread ( 3.12 2.9 3.2C 3.64 3.3¢
Net interest income to average earning asse! 3.4C 3.24 3.5¢€ 4.0¢ 3.91
Yield on average earning assets 5.62 5.6€ 6.77 8.42 9.21
Cost on average interest bearing liabilit 2.5C 2.7% 3.57 4.7¢ 5.8¢
Net income to average total equ 15.6: 17.0¢ 14.9( 16.2( 21.21
Net income to average common eqt 23.3¢ 25.2( 21.9(C 22.1: 27.81
Average total equity to average total as: 8.41 8.5€ 8.2¢ 7.9z 6.0t
Dividend payout ratic 13.9¢ 14.4: 19.5¢ 19.91 19.72
Efficiency ratio (3) 39.7¢ 39.91 40.81 41.81 46.9¢
Common Stock Price: End of ye $ 63.51 % 3958 ¢ 226C $ 19.0C $ 15.7¢

Offices:
Number of full service branch 57 54 54 48 48



1. Amounts presented were recalculated, when egipéicto retroactively consider the effect of commstock splits.
2. Ratios for 1993 and thereafter were computed taxable equivalent basis.
3. Other operating expenses to the sum of netasténcome and other income.
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1999 1998 1997 1996 1995 1994 1993 1992 1991

Condensed Income Statements:

Year ende(

Total interest incom $ 369,060 % 321,29¢ $ 285,16( $ 256,52 $ 208,48¢( $ 180,30¢ $ 159,43. $ 158,99 $ 171,78¢
Total interest expens 183,33( 155,13( 130,42¢ 113,02° 96,83¢ 76,67 72,41 85,98¢ 109,94
Net interest incom 185,73: 166,16¢ 154,73: 143,49¢ 111,65( 103,63 87,02( 73,007 61,847
Provision for loan losse 47,961 76,00( 55,67¢ 31,58: 30,89¢ 17,67 18,66¢ 13,59¢ 16,44«
Other income 32,86: 58,24( 39,86¢ 29,61« 48,26¢ 18,16¢ 17,12: 13,56: 18,89t
Other operating expens 101,27: 91,79¢ 83,26¢ 82,49¢ 65,62¢ 60,76( 56,99 54,74t 51,42
Unusual item — SAIF

assessmel 9,11¢

Income before income tax

provision, extraordinary

item and cumulative effe

of accounting chang 69,36 56,61( 55,65 49,91¢ 63,39¢ 43,37( 28,48( 18,22¢ 12,87¢
Provision for income ta 7,28¢ 4,79¢ 8,12¢ 12,28: 14,29¢ 12,38¢ 6,52¢ 2,87¢ 1,42(C
Income before extraordina

item and cumulative effe

of accounting chang 62,07" 51,81: 47,52¢ 37,63« 49,10! 30,98t 21,95¢ 15,35( 11,45¢
Extraordinary iterr (429 (870 (1,400
Cumulative effect of

accounting chang 6,84(
Net income 62,07t 51,81: 47,52¢ 37,63¢ 49,10 30,55¢ 28,79¢ 14,48( 10,05¢

Per Common Share Results (
Year ende(
Income before extraordinary
item and cumulative effe
of accounting change

diluted $ 132 % 1.1€ $ 1.0t $ 0.81 % 1.0t $ 0.67 $ 04z % 0.2t $ 0.17
Extraordinary iterr (0.01) (0.02) (0.09)
Cumulative effect o

accounting chang 0.14
Net income per commc

share dilutec $ 132 % 1.1€ $ 1.05 % 0.81 % 1.0t $ 0.6€ $ 0.5€ $ 0.2z $ 0.1t
Net income per common

share basi $ 13 % 117 $ 105 % 0.81% 1.07 $ 0.6¢ $ 0.6z $ 027 $ 0.17
Cash dividends declare $ 024 % 0.2C $ 0.1€ $ 0.1z $ 0.0t N/A N/A N/A N/A

Average shares outstandi 43,41: 44,37¢ 45,05¢ 46,19: 45,88¢ 44,96¢ 43,98: 42,87¢ 42,87¢
Average shares outstandi
diluted 43,79¢ 44,787 45,30¢ 46,42¢ 46,677 46,28¢ 49,41¢ 51,09¢ 49,85¢

Balance Sheet Data: End
year
Loans and loans held for si$2,745,36! $2,120,05. $1,959,30. $1,896,07. $1,556,601 $1,501,27. $1,237,92! $1,182,40' $1,264,38!
Allowance for possible loa

losses 71,78¢ 67,85« 57,71: 55,25¢ 55,00¢ 37,41 30,45 30,47« 29,00!
Investment: 1,811,16- 1,800,48' 1,276,900 830,98( 785,74 59555! 603,37 636,78. 564,43:
Total asset 4,721,56! 4,017,35. 3,327,431 2,822,14 2,432,811 2,174,69. 1,913,90: 1,888,75 1,898,39
Deposits 2,565,42: 1,775,04! 1,594,63" 1,703,921 1,518,36° 1,493,44! 1,398,24° 1,359,44i 1,396,06!
Borrowings 1,803,72! 1,930,48' 1,461,58  889,66( 700,60¢ 538,08( 400,977 415,25  408,41:
Total common equit 204,90: 270,36¢ 236,37¢ 191,14. 171,20: 120,01! 92,78¢ 50,19 38,41(
Total equity 294,90. 270,36¢ 236,37¢ 191,14. 171,20: 120,01! 92,78t 88,62: 74,14¢
Book value per comma

share (1, 4.87 6.11 5.2¢ 4.21 3.67 2.6€ 2.0¢ 1.17 0.9C

Regulatory Capital Ratios (In
Percent): End of ye:
Total capital to risk weighte

asset: 16.1¢ 17.3¢ 17.2¢ 15.2¢ 16.17 9.7¢ 9.0t 9.32 7.0¢
Tier 1 capital to risl
weighted assel 11.64 11.5¢ 11.07 9.32 9.9: 8.5C 7.7¢ 8.0¢ 5.7¢

Tier 1 capital to average
assets 7.47 6.5¢ 7.44 6.6% 6.82 5.7¢ 4.7C 4.6(C 3.7¢4



Selected Financial Ratios (In
Percent): Year ende
Net income to average tof

assett 1.4¢ 1.4¢ 1.6 1.4¢ 2.2z 1.5 1.5z 0.7¢ 0.5%
Interest rate spread ( 4.2¢ 4.7¢ 5.3C 5.4¢ 5.07 5.2t 4.7% 3.6¢€ 3.1¢
Net interest income t

average earning assets 4.8t 5.27 5.8t 6.0 5.5¢ 5.6t 5.1C 4.04 3.3¢
Yield on average earnir

assets (2 9.2¢ 9.8¢ 10.4¢ 10.6: 10.1Z 9.6 9.1C 8.8( 9.41
Cost on average interest

bearing liabilities 5.0C 5.07 5.1¢ 5.1% 5.0t 4.4C 4.37 5.14 6.2z
Net income to average total

equity 21.0¢ 20.5¢ 22.3( 20.4¢ 33.1¢ 29.07 30.3¢ 17.7( 14.3¢
Net income to averag

common equity 24.6¢ 20.5¢ 22.3( 20.4¢ 33.1¢ 29.07 39.6¢ 26.37 20.2C
Average total equity to

average total asse 7.07 7.22 7.32 7.2% 6.6¢ 5.27 5.0t 4.3¢ 3.67
Dividend payout ratic 17.9¢ 17.1% 15.1¢ 16.3: 5.0¢€ N/A N/A N/A N/A
Efficiency ratio (3) 46.3: 40.91 42.7¢ 47.6¢ 41.04 49.8¢ 54.7: 63.2¢ 63.6¢

Common Stock Price: End
year 138:% 201t $ 11.3E % 8.67 $ 7.4€ 3 3.8¢ 3.6¢ % 1.5¢ 0.61
Offices:
Number of full service
branche: 48 40 36 36 36 32 33 33 33
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Offices

FirstBank Puerto Rico Branch

FirstBank USVI Branche

FirstBank BVI Branct

FirstBanl-Florida Agency

Money Expres:
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FirstMortgage, Inc

FirstBank Insurance Agency,In

First Leasing and Rental Corporati

First Express,Inc

First Insurance Agency, In

First Trade, Inc

FirstBank Overseas Cor
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Business Profile

First BanCorp (“the Corporation”) is a publicly-oeah Puerto Rico-chartered financial holding compiduay is subject to regulation,
supervision and examination by the Federal Redgoaed. First BanCorp operates two direct whallyned subsidiaries: FirstBank Puerto F
(“FirstBank or the Bank”) and FirstBank Insurancgeficy, Inc. In addition, First BanCorp owns sixgrgent of Grupo Empresas de Servic
Financieros” (d/b/a PR Finance Group), an auto foeance company with focus on the used car maRettBank is a Puerto Rico-chartered
commercial bank and FirstBank Insurance AgencyRsi@rto Rico-chartered insurance agency. FirstBaelbject to the supervision,
examination and regulation of both the Office a¢f ommissioner of Financial Institutions of the Goamwealth of Puerto Rico and the
Federal Deposit Insurance Corporation. Depositénsaed through the Savings Association Insurdnoel. The Virgin Islands operations of
FirstBank are subject to regulation and examinabipthe United States Virgin Islands Banking Boandl by the British Virgin Islands
Financial Services Commission. FirstBank Insurafgency, Inc. is subject to supervision, examinatod regulation by the Office of the
Insurance Commissioner of the Commonwealth of BURito.

First BanCorp is engaged in the banking businedpaovides a wide range of financial services &ait, commercial and institutional clients.
First BanCorp had total assets of $15.6 billiotaltdeposits of $7.9 billion and total stockholdesquity of $1.2 billion as of December 31,
2004. Based on total assets, First BanCorp isdbersl largest locally-owned financial holding compaeadquartered in the Commonwealth
of Puerto Rico and the second largest depositatjtition in Puerto Rico.

FirstBank conducts its business through its maficed located in San Juan, Puerto Rico, forty-fideservice banking branches in Puerto
Rico, twelve branches in the United States Virglahds (USVI) and British Virgin Islands (BVI) amdoan agency in Coral Gables, Florida
(USA). FirstBank has four wholly-owned subsidianigh operations in Puerto Rico; First Leasing &w®htal Corporation, a vehicle leasing
and daily rental company with nine offices in PadRico; First Federal Finance Corp. (d/b/a Moneprezss La Financiera), a finance company
with thirty-one offices in Puerto Rico; FirstMortge, Inc., a residential mortgage loan originatiompany with twenty-three offices in
FirstBank branches and at stand alone sites astBaink Overseas Corporation, an international lmn&ntity under the International Banking
Entity Act of Puerto Rico. FirstBank has three sdiasies with operations outside of Puerto RicasFinsurance Agency, Inc., an insurance
agency with three offices that sell insurance potslin the USVI, First Trade, Inc., which provideseign sales corporation management
services with an office in the USVI and an officeBarbados and First Express, Inc., a small loangany with three offices in the USVI.
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President’s Letter
Dear Stockholders:

On behalf of the Board of Directors, Officers ataffsof First BanCorp, | am extremely proud to rephat 2004 was another record year for
the Corporation. In 2004 First BanCorp earned $ Adllion representing $3.44 per common share @)asi$3.34 per common share
(diluted). Earnings increased $26.6 million or 1@%compared with 2003, when the Corporation ea®ié@.3 million, equivalent to $3.04 per
common share (basic) or $2.98 per common shanatédi.

Earnings for 2004 and 2003 include after tax spgeans of approximately $3.4 million and $18.8lioih, respectively, from the sale of credit
card portfolios pursuant to a long-term stratedjiarace commenced with MBNA in 2003. Earnings exithg the after tax effect of such gains
totaled $175.5 million for 2004 or $3.36 (basic)l&8.26 (diluted) and $133.5 million for 2003 or.%2 (basic) and $2.52 (diluted). This
represents an increase of $42 million or 31% f@420

The continued improvement in financial results basn possible due to our commitment to kRegching Higher in everything we do. In ord:
to achieve this, we have to constantly excel affdrdintiate ourselves from competitors. This connmeint is represented by the positive
outcomes of our decision making strategies, opaggirinciples, and excellent service culture.

Angel Alvare:-Pérez President , Chief Executive Officer and Chairman
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Financial Performance and Shareholder Value

We are committed to contindReaching Higher for the benefit of our stockholders, who have ested us with their capital. First BanCorp gt
significantly in 2004. This growth contributed nbl@to the Corporation’s net interest income whéstpanded by 31% or $91 million, to
$383.2 million.

During 2004, the Corporation’s balance sheet ssgEh$15 billion, ending at $15.6 billion as of Deder 31, 2004, solidifying the
Corporation’s position as the second largest firrmlding company headquartered in Puerto Ricat. Ibans increased 35% to $9.3 billion.
Commercial and residential mortgage loans portfotiontributed significantly to the Corporation’sdrest income. The leveraged growth of
our securities portfolio was another factor thattdbuted to the increase in earnings as compar@0®3. Capitalizing on favorable conditions
at mid-year 2004, we re-entered the longer terrestment market by purchasing a substantial podfdrigher yielding investment securities.
First BanCorp has an increasingly flexible balasiceet which has provided the opportunity to featiitdecisions when faced with changes in
market conditions and interest rates.

The sustained efforts of Management and staff st BanCorp have paid off in strong earnings growthin profitability ratios, excluding the
after tax effect of the before mentioned speciahgavere: Return on Assets 1.29% for 2004 comptrdd28% for 2003, and Return on
Common Equity 22.76% for 2004 compared to 21.3182693. Our stock price has reflected our growtth stnong results. Investors who held
First BanCorp stock over the fourteen-year periothf1991 to year-end 2004 experienced a cumulédied return of 11,900% equivalent to
44.49% annualized return.

Strong Asset Quality

Another factor contributing to strong financial uéés was the stability of write offs of our loanrtfolio, as a normal result of the Corporation’s
prudent underwriting. During 2004, the Corporatvamote off $38.1 million of loans on a net basisi@¥% of the average portfolio) compared
with $41.4 million of loans on a net basis (0.6®fthe average portfolio) in 2003.
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Sources of Funds

The Corporation’s deposit base increased to $Ti6rbat December 31, 2004 or 17%. As discussethéubelow, this increase includes
deposits gathered through the launching of new siepooducts that better meet customer needs.

As of December 31, 2004 the Corporation had medarm notes outstanding approximating $177 milliad arust Preferred Securities
amounting to $225 million that were issued during year. The Trust Preferred Securities qualifyTier | capital under regulatory guidelines,
therefore contributing to the Corporation’s souagital base much necessary for the Corporatiomsimaoous growth.

Highly Efficient Operation

The Corporation continues to be highly efficienspite the expansion of our operations. At 39.74#260D4 (40.04% excluding the 2004 gain
on sale of credit card portfolio) our efficiencyicacontinues to be better than average when cosaptarother financial institutions in the
banking business. Our ability to minimize operadilocosts is supported by the strategies we follbwese strategies include, among others,
strategic alliances that permit the Corporatiotinit operating expenses while earning additionabime from fees and commissions for the
services provided. The agreements include, amabiavith MBNA, the world’s largest credit card issuto offer a wide selection of credit card
services to customers in Puerto Rico, an allianitle an international brokerage firm to provide figéal and investment services in FirstBank
branches and an agreement with a major investnaaiifg firm to participate in bond issues by thev&oament Development Bank for Puerto
Rico.

Strengthening Market Presence, New Products andcger

We are committed to contindrReaching Higher for the benefit of our customers, who use our peteland services to facilitate the manager
of their financial lives.

First Banks branch network grew in 2004 with the opening a4 branches; all located in strategic shoppinty lmzations throughout Puet
Rico. In October 2004, FirstBank opened a loan egémCoral Gables, Florida. Also, during 2004 Benk’s mortgage banking and small
loans subsidiaries expanded their operation with logations. Plans are presently underway for s#vesw locations and upgrades to existing
facilities in 2005, which will improve availabilitgnd convenience of First BanCorp customers aedgthen the Corporation’s presence in
Puerto Rico and in the Virgin Islands.
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FirstMortgage, the Corporation’s mortgage bankipgration, successfully completed its first full yefoperations. This subsidiary offers a
wide array of mortgage banking services and hasgeden leading company providing innovative produictthe highly competitive resident
mortgage loans market.

Since the Corporation is a multi-product finanaeititution we are diversifying our sources of neue through different strategies to maximize
our profits. As an example, our insurance subsydiairstBank Insurance Agency, has increased iséness through the offering of a wide au
of insurance related products.

We are constantly developing products to bettareseur clients and reach new markets. During 2@@4launched new products and
emphasized sales of previously introduced prodihetisbetter meet customer’s needs, including: Geehta Perfecta”, a highly competitive
demand deposit product, the “Business Plus Accoafitisiness product for multiple bank account mament, “Rapid Cash’a mortgage loe
product offered through our mortgage banking opemaand “Easy Cash” a convenient ATM and debit gamtuct. Money Express, our small
loan subsidiary operating in Puerto Rico, startiéerimg mortgage loans through its multiple locaso

We have been emphasizing a strategy aimed to casévmer needs in the commercial loans middle mi@adgment. This commercial lending
segment is operated by well trained and highly astitipe officials with vast experience in commetdending and should result in added
profits to the Corporation.

Corporate Citizenship

We are committed to contindReaching Higher for the benefit of our communities, who have beert pf our growth to date and upon which
the future prosperity of our Corporation rests.

Since its founding in 1948, First BanCorp has bdeeply committed to the well being of the commuasitit serves. The Corporation has
supported and contributed to numerous charitalgarozations in Puerto Rico and in the Virgin Islasmcluding humanitarian organizations,
educational institutions, and other not-for-prafitjanizations focused on arts and community sesvice
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Disciplined Risk Management

During 2004, we embraced the U.S. Congress Sarliaxley Act Section 404 which required significaffoets from our Officers, staff and
Board of Director members to fully comply with Agtquirements. This and other internal risk manageméiatives and policies have
enhanced our oversight of financial transactionsugh the integration of our staff in internal cmhtelated activities.

Building a Great Culture

We are committed tReaching Higher for the benefit of our staff, who have chosen te teir talent here and who deserve the opporttaity
achieve their full potential.

We continue to develop customer satisfaction gjiageas we believe this is a key factor to our ioed success. Through the continuous
development of different employee recognition pamgs such as First Bank’s “Tu eres calidad” progralong with ongoing training,
education, sale awards, and motivational workshegpsan build a stronger sales and service culture.

The Future

First BanCorp is a mulfproduct financial services institution. The stréngt First BanCorp has never been more signifitamur future as it
today. Our growth strategy relies on penetratirgrttarkets where we operate by diversifying our pebdfferings while providing agility in
service. We are certain our present strength aéltlito future growth.

In November 2004, the Corporation announced tharsigof a definitive merger agreement for the asitioin of the parent company of
Unibank, a federal savings and loan associatioh agproximately $500 million in assets which opesa full service branches in the southern
region of the state of Florida. The acquisitionjeihis expected to be accretive to the Corporasi@arnings in 2005, is pending regulatory
approvals. The acquisition will allow the Corpoaatito build a platform in Florida from which to cder future expansion in the United Ste
We will continue to monitor such opportunities asys to enhance our shareholder value.

We are ready t&each Higher and look forward to our future endeavors in Puiitm, the Virgin Islands and the US markets. | amfident
that we will be able to meet challenges ahead azidtain superb client service, while benefiting sbareholders and our staff.

oG 2
il [' {:Lu F
A

L

—_

Angel Alvarez-Pérez
Chairman, President, Chief Executive Officer
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Economy

Puerto Rico (the “Island”), a Commonwealth of theitdd States of America (the “U.S.”), is the easteost Caribbean Island of the Greater
Antilles. Puerto Rico is surrounded by the Atlarlicean to the north and the Caribbean Sea to tith.dbis 1,600 miles or 3 hours and 30
minutes from New York and 1,000 miles or 2 houosrfrMiami via air. Puerto Ricans are U.S. citizeks.in U.S., the Island has a dual judi
system, local and federal. The Island constitutBsstrict under the Federal Judiciary and hasws &.S. district court. Most U.S. federal
government agencies have representation officésetsland. However, the Island has its own InteRevenue system and is not subject to
U.S. Taxes.

Puerto Rico’s economic performance is a naturallted its increasing integration into the U.S. somy. The Island uses U.S. currency and
forms part of the U.S. financial system. Since RuRico falls within the U.S. for purposes of cuatand migration, there is full mobility of
funds, people and goods between Puerto Rico and.®iemainland. Puerto Rico banks are subjectéstime Federal laws, regulations and
supervision as other financial institutions in teet of the U.S. The Federal Deposit Insurance @atjpn insures the deposits of Puerto Rico
chartered commercial banks, including FirstBank,lihnking subsidiary of First BanCorp.

As the Caribbean’s most industrially developednd|aPuerto Rico’s economy has a strong manufagdrése. The Island is a major producer
and exporter of manufactured goods, pharmaceuticalshigh technology equipment. The Governmentueit® Rico has specifically targeted
biotechnology as a key development area; bioteghtgihave found great operational and financiaéfiesnon the Island and have announced
substantial investments in this sector. The sersétor, including tourism, also plays a key roléhie economy. The Island’s economy has
been diversifying with significant investments @tail trade, finance and insurance, and transpontathe Banking sector has been the main
driver of such diversification, serving as the fiogal support of the Island’s commercial and indakgrowth.

Real GNP grew 2.8% in fiscal year 2004 accordintheoPuerto Rico Planning Board. The Puerto Riamemy continues to reflect signs of
growth, the Puerto Rico Planning Board forecasa GNP growth of 2.3% for 2005. As per the PueritoR® Department of Labor, the
unemployment rate declined in December 2004 to 98é#d the year with the lowest unemployment satee 2000. Recent reports on retail
activity are encouraging with percentage increagetail sales and record vehicle sales durindatter part of 2004. Investment in construc
also increased during the latter part of 2004, h@rven a total year basis, a slowdown occurred vduenpared to 2003. Gasoline prices
moderated late in 2004, but are at historical high2004, the Island’s tourism industry benefitemim the U.S. and global economic rebound,
which boosted demand for business and leisurelteanthelped increase the hotel occupancy rates.
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Management'’s discussion and analysis of finan@attion and results of operations

This discussion and analysis relates to the accopipg consolidated financial statements of FirshBarp (the Corporation) and should be
read in conjunction with the financial statememd the notes thereto. Information in the notesrreteto 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 Comionis in the Corporatios’press releas
or other public or shareholder communication, oorial statements made with the approval of an aiztha executive officer, the words or
phrases “will be”, “will determine”, “will allow”,“intends to”, “will likely result”, “are expectedt, “will continue”, “is anticipated”,

“estimated”, “project”, “believe”, “should” or sirtdr expressions are intended to identify “forwardKing statements” within the meaning of
the Private Securities Litigation Reform Act of 599

The future results of the Corporation could bec#d by subsequent events and could differ makefi@m those expressed in forwalkabking
statements. If future events and actual performdiféer from the Corporation’s assumptions, theuattesults could vary significantly from
the performance projected in the forward-lookirgtesnents.

The Corporation wishes to caution readers notdeglindue reliance on any such forward-lookingestants, which speak only as of the date
made and are based on management’s current expestand to advise readers that various factochiding regional and national economic
conditions, substantial changes in levels of mairketrest rates, credit and other risks of lendind investment activities, competitive,
regulatory factors, and legislative changes andatting pronouncements, could affect the Corpon&iinancial performance and could
cause the Corporation’s actual results for futleeqals to differ materially from those anticipatadprojected. The Corporation does not
undertake, and specifically disclaims any obligatim update any forward-looking statements teemfbccurrences or unanticipated events or
circumstances after the date of such statements.

Overview

First BanCorp is the financial holding company o6Bank (“FirstBank or the Bank”); a commerciahieheadquartered in San Juan, Puerto
Rico. First BanCorp, the second largest finanaiddling company headquartered in San Juan, Puectm Rad $15.6 billion in assets at
December 31, 2004 and operates full-service bankiagches in Puerto Rico and in the U.S. Virgiansls (USVI) and British Virgin Islands
(BVI). Since October 2004, the Bank also operatiesa agency in Coral Gables, Florida (USA). Initidd, the holding company owns an
insurance agency. The Bank through its wholly-owsisidiaries, operates offices in Puerto Ricoigfizing in residential mortgage loans
originations, small personal loans, finance leasesvehicle rental, and subsidiaries in the US\d Barbados specializing in insurance agency
services, small personal loans and foreign salgsocation management.

The Corporation’s results of operations are semstt fluctuations in interest rates. Changes terest rates can materially affect key earnings
drivers such as the volume of loan originations,imerest income earned, and gains/losses ontmegs security holdings. Interest rate risk is
constantly managed through asset/liability manage-
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ment strategies which include the use of variouivdgve instruments. Another important risk whitte Corporation manages on a daily basis
is credit risk in the loan portfolio. This risknsainly managed through strong underwriting, loanene and collection functions. The
Corporation’s business activities and credit expesare mainly concentrated in Puerto Rico. Coresattyy its financial condition and results
of operations are dependent on the economic condiths well as changes in legislation on the Island

Financial Highlights

First BanCorp recorded earnings of $178.9 millioi$8.44 per common share (basic) and $3.34 per aonshare (diluted), compared to
$152.3 million or $3.04 per common share (basic) $2.98 per common share (diluted) for 2003, ar@B$tillion or $2.04 per common share
(basic) and $2.01 per common share (diluted) f@226or 2004 as compared to 2003, net income isetkhy $26.6 million or $0.36 per
common share (diluted), and for 2003 as compar@@®@, by $44.3 million or $0.97 per common shdiki{ed).

Assets rose 23% from $12.7 billion at year-end 2@0815.6 billion at the end of 2004. Deposits @azed 17% to $7.9 billion. Net loans
increased 35% to $9.3 billion, due to an incredskla billion in residential mortgage loans, $& #illion in commercial loans and
$253.5 million in consumer loans and finance leases

The Corporation’s earnings increase is mainly gsailt of a significant growth of $3.2 billion ingtaverage balance of earning assets and from
increases in the average yield on investment géesjrtogether with lower cost of funding. The &se in interest income, when compared to
2003, is mainly attributed to the growth in the @amation’s loan and investment portfolios; the ager balance of these portfolios increased by
$1.7 billion and $1.5 billion, respectively. Theirase in the loan portfolio was mainly driven bg origination and purchase of residential
mortgage loans and to a lesser extent by the atigim of commercial and consumer loans, while tioedase in the investment’s portfolio is
mainly attributed to substantial purchases of lterga agency securities. While the yield on the gtweent’s portfolio increased as compared to
2003 due to the re-investment of proceeds fromanegnts on mortgage backed securities and to nesstiments in higher yielding lortgrm
securities, the yields on loans decreased, givemetipricing of variable rate loans and to the pase and origination of loans at lower rates.
Total yield on earning assets on a taxable equivdlasis was 5.62% for 2004 as compared to 5.66%20@3. Increase in interest expense as
compared to 2003 is the result of volume increaséaserest bearing liabilities to support the Gangtion’s investment and loan portfolios
growth. The increase in interest expense due tonvelgrowth, was partially offset by decreases e, given the re-pricing of variable rate
liabilities and the origination of new debt at lawates. Average cost of funds rate for 2004 wa6%.compared to 2.73% for 2003.

Positive variances resulting from an increase graye earnings assets, higher yields on the inesedgtsportfolio and lower cost of funds were
partially offset by a decrease in the loan portfatiterest yields. The net impact on net intenesbine and earnings was positive, net interest
income increased by $91 million as compared to 28p8rted amount, or $124.2 million on a taxableieajent basis.

The provision for loan losses decreased by $3.llomito $52.8 million in 2004, as a normal restltlee Corporation’s prudent underwriting
and stability in loan delinquencies during 2004sjaite of significant volume increases in the lpartfolios. The net charge offs as a percer
of average loans decreased to 0.48%.

Other income for 2004 decreased by $47.9 millionaapared to 2003, the decrease is mainly attribideains realized in the year 2003 from
the sale of investments and from the sale of affignt portion of the Corporation’s credit cardsrfolio. These gains amounted to $34.9
million and $30.9 million, respectively, for 2008 eompared to $9.5 million and $5.5 million, redpesty, for 2004. Other income excluding
net gains on sale of investments, gains on sateedfit card portfolios and derivatives valuatiomsreased by $4.8 million as compared with
2003 reported amount. The increase is in parbated to increases in commission income from the@wation’s insurance businesses and
increases in service charges on deposit accourtsezslt of a larger volume of accounts and tretias during 2004, partially offset by
decreases in other fees on loans, due to feesopidyiearned on the credit card portfolios sol@003 and early in 2004.

The Corporation continues to be highly efficienspite the expansion of its operations. At 39.74%2fa04, the efficiency ratio, which is the
ratio of other operating expenses to the sum ofntetest income and other income, continues tbditer than average when compared to ¢
financial institutions in the banking business. @iag expenses increased by $16.4 million fromd®énillion in 2003 to $180.4 million in
2004. Increase as compared to 2003 is mainly ataiile to personnel and occupancy costs to sufi@orporation’s growth, and to strong
advertising and business promotion costs to supprtproducts and services, especially FirstMomrg#ue Corporation’s mortgage banking
subsidiary which started operations late in 2003.

Return on average assets was 1.31% for 2004, 1fd62003 and 1.23% for 2002. Return on averagetgqas 15.63% for 2004, 17.06% for
2003 and 14.90% for 2002. Return on average coneqgaity was 23.33% for 2004, 25.20% for 2003 an®@% for 2002. Refer to table
below for main profitability ratios excluding spatgains on the sale of credit card portfoliosieeal in 2003 and 2004.

During the first quarter of 2004, FirstBank Overs€arporation, a wholly-owned subsidiary of FirstRand an international banking entity
under the International Banking Entity Act of PuelRico, commenced operations. Also on October 2@,

32
2004 Annual Report
First BanCorg.






