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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s Proxy Statement ferAlmnual Meeting of Stockholders to be held in ARB10, which will be filed with the

Securities and Exchange Commission within 120 adtgs the end of the registrant’s fiscal year endedember 31, 2009, are incorporated by
reference into Part I, Items 10, 11, 12, 13 aAddf this Form-10-K.
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Forward Looking Statements

This Form 10-K contains “forward-looking statents”within the meaning of the Private Securities Litiga Reform Act of 1995. When us
in this Form 10-K or future filings by First BanQofthe “Corporation”) with the Securities and Exaga Commission (“SEC”), in the
Corporation’s press releases or in other publistockholder communications, or in oral statemerdagenwith the approval of an authorized
executive officer, the word or phrases “would eyl allow,” “i will likely result,” “ are expected to,” “should,” “anticipate” and

” ” u ”ou ”ou

intends to,
similar expressions are meant to identify “forwéodking statements.”

First BanCorp wishes to caution readers n@ldoe undue reliance on any such “forward-loolstegements,” which speak only as of the date
made, and represent First BanCorp’s expectatiofigt@fe conditions or results and are not guarantédéuture performance. First BanCorp
advises readers that various factors could causalaesults to differ materially from those contd in any “forward-looking statement.” Such
factors include, but are not limited to, the foliogy:

. uncertainty about whether the Corpora’s actions to improve its capital structure will bateir intended effec

. the strength or weakness of the real estate rarkkof the consumer and commercial credit sextdrtheir impact on the credit quality
of the Corporation’s loans and other assets, ifietuthe Corporation’s construction and commeraall iestate loan portfolios, which
have contributed and may continue to contributamaopng other things, the increase in the levetwofperforming assets, charge-offs
and the provision expens

. adverse changes in general economic conditiotigitunited States and in Puerto Rico, includirgititerest rate scenario, market
liquidity, housing absorption rates, real estaiegw and disruptions in the U.S. capital marketsctvmay reduce interest margins,
impact funding sources and affect demand for athefCorporation’s products and services and theevaf the Corporation’s assets,
including the value of derivative instruments uadprotection from interest rate fluctuatiot

. the Corporation’s reliance on brokered certiésadf deposit and its ability to continue to retytbe issuance of brokered certificates of
deposit to fund operations and provide liquid

. an adverse change in the Corporé’s ability to attract new clients and retain exigtones

. a decrease in demand for the Corporation’s prisdued services and lower revenues and earningabeof the continued recession in
Puerto Rico and the current fiscal problems andybtideficit of the Puerto Rico governme

. a need to recognize additional impairments of fai@rinstruments or goodwill relating to acquisit®

. uncertainty about regulatory and legislative gemfor financial services companies in Puerto Rtoe United States and the U.S. and
British Virgin Islands, which could affect the Caration’s financial performance and could causeCGbgporation’s actual results for
future periods to differ materially from prior résuand anticipated or projected resu

. uncertainty about the effectiveness of the variactions undertaken to stimulate the U.S. econamalystabilize the U.S. financial
markets, and the impact such actions may havee@dthnporatio’s business, financial condition and results of apens;

. changes in the fiscal and monetary policies andlagtigns of the federal government, including thdegermined by the Federal Rese
System (the “Federal Reserve”), the Federal Depsitrance Corporation (“FDIC”), government-sporsbhousing agencies and local
regulators in Puerto Rico and the U.S. and Britiglgin Islands;

. the risk that the FDIC may further increase thpasit insurance premium and/or require specia@ssssents to replenish its insurance
fund, causing an additional increase in our-interest expenst

. risks of an additional allowance as a result oéaalysis of the ability to generate sufficient inmto
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realize the benefit of the deferred tax as
. risks of not being able to recover the assets gédg Lehman Brothers Special Financing, |
. changes in the Corporati's expenses associated with acquisitions and dispusi
. developments in technolog
. the impact of Doral Financial Corporat’s financial condition on the repayment of its cantsling secured loans to the Corporat
. risks associated with further downgrades in théitratings of the Corporati’ s securities
. general competitive factors and industry consoiihatand

. the possible future dilution to holders of oum@uon Stock resulting from additional issuances afi@on Stock or securities
convertible into Common Stoc

The Corporation does not undertake, and spettif disclaims any obligation, to update any lué tforward- looking statements” to reflect
occurrences or unanticipated events or circumstaafter the date of such statements except asreeloy the federal securities laws.

Investors should carefully consider thesediecaind the risk factors outlined under Item 1AskRtactors, in this Annual Report on Form 10-
K.
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PART |

FirstBanCorp, incorporated under the lawshef Commonwealth of Puerto Rico, is sometimes refeto in this Annual Report on Form KO-
as “the Corporation”, “we”, “our”, “the Registrant”

ltem 1. Business
GENERAL

First BanCorp is a publiclgwned financial holding company that is subjeatetgulation, supervision and examination by the FaldReserve
Board (the “FED”).The Corporation was incorporated under the lanth®@fCommonwealth of Puerto Rico to serve as th& hatding compan
for FirstBank Puerto Rico (“FirstBank” or the “BdhkThe Corporation is a full service provider afdncial services and products with
operations in Puerto Rico, the United States aadt8 and British Virgin Islands. As of December 2009, the Corporation had total assets of
$19.6 billion, total deposits of $12.7 billion atatal stockholders’ equity of $1.6 billion.

The Corporation provides a wide range of fgiahservices for retail, commercial and institatib clients. As of December 31, 2009, the
Corporation controlled three wholly-owned subsiiigr FirstBank, FirstBank Insurance Agency, In&istBank Insurance Agencyand Grupc
Empresas de Servicios Financieros (d/b/a “PR Fim&roup”). FirstBank is a Puerto Rico-chartered emrcial bank, FirstBank Insurance
Agency is a Puerto Rico-chartered insurance agandyPR Finance Group is a domestic corporation.

FirstBank is subject to the supervision, exation and regulation of both the Office of the Guissioner of Financial Institutions of the
Commonwealth of Puerto Rico (“OCIF”) and the Fetl®@aposit Insurance Corporation (the “FDIC”). Deposre insured through the FDIC
Deposit Insurance Fund. In addition, within FirstRathe Bank’s United States Virgin Islands openagiare subject to regulation and
examination by the United States Virgin Islands IBag Board, and the British Virgin Islands operasaare subject to regulation by the British
Virgin Islands Financial Services Commission. Bestk Insurance Agency is subject to the supervjgg@amination and regulation of the Off
of the Insurance Commissioner of the CommonwedltPuerto Rico and operates nine offices in Pueitm RPR Finance Group is subject to the
supervision, examination and regulation of the QCIF

FirstBank conducted its business through agnoffice located in San Juan, Puerto Rico, faityht full service banking branches in Puerto
Rico, sixteen branches in the United States Vitgliands (USVI) and British Virgin Islands (BVI) artien branches in the state of Florida (USA).
FirstBank had six wholly-owned subsidiaries witheggtions in Puerto Rico: First Leasing and RentajpOration, a vehicle leasing company
with two offices in Puerto Rico; First Federal Fica Corp. (d/b/a Money Express La Financiera)harfte company specializing in the
origination of small loans with twenty-seven office Puerto Rico; First Mortgage, Inc. (“First Mgage”), a residential mortgage loan
origination company with thirty-eight offices inrBiBank branches and at stand alone sites; Firaaljlment of Puerto Rico, a domestic
corporation; FirstBank Puerto Rico Securities Carproker-dealer subsidiary created in March 20@Pengaged in municipal bond
underwriting and financial advisory services omestured financings principally provided to governrhentities in the Commonwealth of Puerto
Rico; and FirstBank Overseas Corporation, an imatitional banking entity organized under the Intdome! Banking Entity Act of Puerto Rico.
FirstBank had three subsidiaries with operatiortsida of Puerto Rico: First Insurance Agency VE.Jran insurance agency with three offices
that sells insurance products in the USVI; andtfrgpress, a finance company specializing in thgimettion of small loans with three offices in
the USVI.

Effective July 1, 2009, the Corporation cordatied the operations of FirstBank Florida, formexlstock savings and loan association
indirectly owned by the Corporation, with and iftiostBank Puerto Rico and dissolved Ponce Genasgb@ation, former holding company of
FirstBank Florida. On October 30, 2009, the Corporadivested its motor vehicle rental operatioe&lithrough First Leasing and Rental
Corporation through the sale of such business.
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BUSINESS SEGMENTS

The Corporation has six reportable segmeras@ercial and Corporate Banking; Mortgage Bank®gnsumer (Retail) Banking; Treasury
and Investments; United States Operations; andrVigiands Operations. These segments are desdrided:

Commercial and Corporate Banking

The Commercial and Corporate Banking segmemsists of the Corporation’s lending and other ises/for the public sector and specialized
industries such as healthcare, tourism, finanogtitutions, food and beverage, shopping centedsvdddle-market clients. The Commercial and
Corporate Banking segment offers commercial loertdiding commercial real estate and constructi@ms$, and other products such as cash
management and business management services. farstiddgportion of this portfolio is secured by tinederlying value of the real estate
collateral, and collateral and the personal guaembf the borrowers are taken in abundance ofocautithough commercial loans involve
greater credit risk than a typical residential gage loan because they are larger in size and ristres concentrated in a single borrower, the
Corporation has and maintains a credit risk managetnfrastructure designed to mitigate potentiakkes associated with commercial lending,
including strong underwriting and loan review fupos, sales of loan participations and continuoositoring of concentrations within
portfolios.

Mortgage Banking

The Mortgage Banking segment conducts itsatmrs mainly through FirstBank and its mortgaggination subsidiary, FirstMortgage.
These operations consist of the origination, sateservicing of a variety of residential mortgagans products. Originations are sourced thr
different channels such as branches, mortgage bmake real estate brokers, and in associationmeitih project developers. FirstMortgage
focuses on originating residential real estatedpanme of which conform to Federal Housing Adntiaison (“FHA”), Veterans Administration
(“VA") and Rural Development (“RD”) standards. Laaariginated that meet FHA standards qualify fer fideral agency’s insurance program
whereas loans that meet VA and RD standards amaugtegd by their respective federal agencies. kkeBéer 2008, the Corporation obtained
from the Government National Mortgage AssociatiBNMA”) the necessary Commitment Authority to isSB&IMA mortgage-backed
securities. Under this program, during 2009, thep@mtion completed the securitization of approxeha$305.4 million of FHA/VA mortgage
loans into GNMA MBS.

Mortgage loans that do not qualify under thesgyrams are commonly referred to as conventilmaads. Conventional real estate loans could
be conforming and non-conforming. Conforming loars residential real estate loans that meet tmelatds for sale under the Fannie Mae
(“FNMA") and Freddie Mac (“FHLMC") programs where&mans that do not meet the standards are refésras nonconforming residential re
estate loans. The Corporation’s strategy is to fpateemarkets by providing customers with a vara@thigh quality mortgage products to serve
their financial needs faster and simpler and atmtitive prices. The Mortgage Banking segment atsquires and sells mortgages in the
secondary markets. Residential real estate configrinans are sold to investors like FNMA and FHLM@re than 90% of the Corporation’s
residential mortgage loan portfolio consists okfbeate, fully amortizing, full documentation loahst have a lower risk than the typical sub-
prime loans that have adversely affected the &&.gstate market. The Corporation is not activeeigative amortization loans or option
adjustable rate mortgage loans (ARMs) including ARMth teaser rates.

Consumer (Retail) Banking

The Consumer (Retail) Banking segment consistise Corporation’s consumer lending and depiagitag activities conducted mainly
through its branch network and loan centers in fuRico. Loans to consumers include auto, boatsliof credit, and personal loans. Deposit
products include interest bearing and non-inteseating checking and savings accounts, Individeir@ment Accounts (IRA) and retail
certificates of deposit. Retail deposits gathehedugh each branch of FirstBank’s retail netwonkees one of the funding sources for the
lending and investment activities.
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Consumer lending has been mainly driven by &an originations. The Corporation follows a stggy of seeking to provide outstanding
service to selected auto dealers that provideharel for the bulk of the Corporation’s auto laaiginations. This strategy is directly linked to
our commercial lending activities as the Corporatizaintains strong and stable auto floor plan i@iahips, which are the foundation of a
successful auto loan generation operation. The @ation’'s commercial relations with floor plan dera are strong and directly benefit the
Corporation’s consumer lending operation and areaged as part of the consumer banking activities.

Personal loans and, to a lesser extent, méinaecing and a small revolving credit portfolis@ contribute to interest income generated on
consumer lending. Credit card accounts are issaddrithe Bank’s name through an alliance with FekdCServices (Bank of America), which
bears the credit risk. Management plans to contiouee active in the consumer loans market, apglifie Corporation’s strict underwriting
standards.

Treasury and Investments

The Treasury and Investments segment is refilerfor the Corporation’s treasury and investrmmaahagement functions. In the treasury
function, which includes funding and liquidity mayeement, this segment sells funds to the CommeawidiCorporate Banking, Mortgage
Banking, and Consumer (Retail) Banking segmentmémnce their lending activities and purchases fugadthered by those segments. Funds not
gathered by the different business units are obthlny the Treasury Division through wholesale cledsyrsuch as brokered deposits, Advances
from the FHLB and repurchase agreements with imvest securities, among others.

Since the Corporation is a net borrower offfsirthe securities portfolio does not result frowa investment of excess funds. The securities
portfolio is a leverage strategy for the purposdfgjaidity management, interest rate managemedtearnings enhancement.

The interest rates charged or credited bystngaand Investments are based on market rates.
United States Operations

The United States operations segment corist$ banking activities conducted by FirstBanklie United States mainland. The Corporation
provides a wide range of banking services to irligd and corporate customers in the state of Fddhidough its ten branches and two
specialized lending centers. In the United StatesCorporation originally had an agency lendiniicefin Miami, Florida. Then, it acquired
Coral Gables-based Ponce General (the parent cogngbdimibank, a savings and loans bank in 2005)drahged the savings and loan’s name
to FirstBank Florida. Those two entities were opetaseparately. In 2009, the Corporation filed ppliaation with the Office of Thrift
Supervision to surrender the Miami-based FirstBalokida charter and merge its assets into FirstB2undrto Rico, the main subsidiary of First
BanCorp. The Corporation placed the entire Floddaration under the control of a new appointed Etee Vice President. The merger allows
the Florida operations to benefit by leveragingadhpital position of FirstBank Puerto Rico and #isr provide them with the support necessary
to grow in the Florida market.

Virgin Islands Operations

The Virgin Islands operations segment consi§tdl banking activities conducted by FirstBankhe U.S. and British Virgin Islands,
including retail and commercial banking services2002, after acquiring Chase Manhattan Bank ojerain the Virgin Islands, FirstBank
became the largest bank in the Virgin Islands (U&\BVI), serving St. Thomas, St. Croix, St. Johmribla and Virgin Gorda, with 16 branch
In 2008, FirstBank acquired the Virgin Island Conmityi Bank (“VICB”) in St. Croix, increasing its ct@mer base and share in this market. The
Virgin Islands operations segment is driven byc@asumer and commercial lending and deposit-tafiatiyities. Loans to consumers include
auto, boat, lines of credit, personal loans anitleesial mortgage loans. Deposit products includerest bearing and non-interest bearing
checking and savings accounts, Individual Retiremecounts (IRA) and retail certificates of depo&etail deposits gathered through each
branch serve as the funding sources for the leralitigities.
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For information regarding First BanCorp’s repble segments, please refer to Note 33, “Segiémmation,” to the Corporation’s financial
statements for the year ended December 31, 200&ext in Item 8 of this Form 10-K.

Employees

As of December 31, 2009, the Corporation amdubsidiaries employed 2,713 persons. None ehisloyees are represented by a collective
bargaining group. The Corporation considers itsleyge relations to be good.

SIGNIFICANT EVENTS DURING 2009
Participation in the U.S. Treasury Departme’s Capital Purchase Program

On January 16, 2009, the Corporation enteredd Letter Agreement with the United States Dispant of the Treasury (“Treasury”)
pursuant to which Treasury invested $400,000,0q@éferred stock of the Corporation under the Tueds Troubled Asset Relief Program
Capital Purchase Program. Under the Letter Agreémérich incorporates the Securities Purchase Agesd — Standard Terms (thEBurchase
Agreement”), the Corporation issued and sold ta3uvey (1) 400,000 shares of the Corporation’s FRate Cumulative Perpetual Preferred
Stock, Series F, $1,000 liquidation preferencespare (the “Series F Preferred Stock”), and (2perant dated January 16, 2009 (the “Warrant”
to purchase 5,842,259 shares of the Corporatiarswon stock (the “Warrant shares”) at an exercige wf $10.27 per share. The exercise
price of the Warrant was determined based upoavkeage of the closing prices of the Corporati@eisimon stock during the 20-trading day
period ended December 19, 2008, the last tradiggodar to the date the Corporation’s applicatiorparticipate in the program was
preliminarily approved. The Purchase Agreememgsiiporated into Exhibit 10.4 hereto by referercExhibit 10.1 of the Corporation’s Form
8-K filed with the SEC on January 20, 2009.

The Series F Preferred Stock qualifies as Tiegulatory capital. Cumulative dividends on Seies F Preferred Stock will accrue on the
liquidation preference amount on a quarterly batse rate of 5% per annum for the first five yearg] thereafter at a rate of 9% per annum, but
will only be paid when, as and if declared by thegoration’s Board of Directors out of assets lggaVvailable therefore. The Series F Preferred
Stock will rank pari passu with the Corporationigséing 7.125% Noncumulative Perpetual Monthly ImePreferred Stock, Series A, 8.35%
Noncumulative Perpetual Monthly Income Preferreact Series B, 7.40% Noncumulative Perpetual Mgniintome Preferred Stock, Series
7.25% Noncumulative Perpetual Monthly Income PreféiStock, Series D, and 7.00% Noncumulative Pagbédonthly Income Preferred
Stock, Series E, in terms of dividend paymentsdistlibutions upon liquidation, dissolution and diing up of the Corporation. The Purchase
Agreement contains limitations on the payment gfddinds on common stock, including limiting regudgrarterly cash dividends to an amount
not exceeding the last quarterly cash dividend paidshare, or the amount publicly announced iflg, of common stock prior to October 14,
2008, which is $0.07 per share. The ability of @@wporation to purchase, redeem or otherwise agdoirconsideration, any shares of its
common stock, preferred stock or trust preferredigtes are subject to restrictions outlined ia Burchase Agreement, including upon a default
in the payment of dividends. The Corporation sudpdrthe payment of dividends effective in Augud220T hese restrictions will terminate on
the earlier of (a) January 16, 2012 and (b) the datwhich the Series F Preferred Stock is redeemetiole or Treasury transfers all of the
Series F Preferred Stock to third parties thahateaffiliates of Treasury.

The shares of Series F Preferred Stock arevating, other than having class voting rights entain matters that could adversely affect the
Series F Preferred Stock. If dividends on the SeFfi€referred Stock have not been paid for an ggtgef six quarterly dividend periods or
more, whether or not consecutive, the Corporatianthorized number of directors will be increasetbmatically by two and the holders of the
Series F Preferred Stock, voting together with addf any then outstanding parity stock, will hétve right to elect two directors to fill such
newly created directorships at the Corporation m@nual meeting of stockholders or at a spece&gdting of stockholders called for that
purpose prior to such annual meeting. These pedfeshare directors will be elected annually andiseitve until all accrued and unpaid
dividends on the Series F Preferred Stock have deelared and paid in full.
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On January 13, 2009, the Corporation fileceatiicate of Designations (the “Certificate of Dggsations”)with the Puerto Rico Department
State for the purpose of amending its Certificdteoorporation to fix the designations, preferesydemitations and relative rights of the Series F
Preferred Stock.

As per the Purchase Agreement, prior to Jgni@yr 2012, the Corporation may redeem, subjettid@approval of the Board of Governors of
the Federal Reserve System, the shares of SeResf€rred Stock only with proceeds from one or niQrealified Equity Offerings,” as such
term is defined in the Certificate of DesignatioAfter January 16, 2012, the Corporation may redesrbject to the approval of the Board of
Governors of the Federal Reserve System, in whoie part, out of funds legally available therefaitee shares of Series F Preferred Stock then
outstanding. Pursuant to the American RecoveryReidvestment Act of 2009, subject to consultatidtithe appropriate Federal banking
agency, the Secretary of Treasury may permit a TARPDient to repay any financial assistance presiipprovided under TARP without regard
to whether the financial institution has replacedhsfunds from any other source.

The Warrant has a ten-year term and is exastdsat any time for 5,842,259 shares of First Bap@ommon stock at an exercise price of
$10.27. The exercise price and the number of stdresmmon stock issuable upon exercise of the #@re adjustable in a number of
circumstances, as discussed below. The exercise and the number of shares of common stock issugdan exercise of the Warrant will be
adjusted proportionately:

. in the event of a stock split, subdivision, recifisation or combination of the outstanding shasésommon stock

. until the earlier of the date the Treasury n@kmholds the Warrant or any portion thereof oudan 16, 2012, if the Corporation issues
shares of common stock or securities convertiliee @@mmon stock for no consideration or at a ppieeshare that is less than 90% of
the market price on the last trading day precethiegdate of the pricing of such sale. Any amouln&s the Corporation receives in
connection with the issuance of such shares oratible securities will be deemed to be equal e&oghim of the net offering price of all
such securities plus the minimum aggregate amdtanty, payable upon exercise or conversion of sugh convertible securities; no
adjustment will be required with respect to (i) smeration for or to fund business or asset acijpis, (ii) shares issued in connection
with employee benefit plans and compensation aaeants in the ordinary course consistent with pesttice approved by the
Corporation’s Board of Directors, (iii) a public broadly marketed offering and sale by the Corponadr its affiliates of the
Corporation’s common stock or convertible secwsifie cash pursuant to registration under the $EsIAct or issuance under
Rule 144A on a basis consistent with capital rgismansactions by comparable financial institutiarsd (iv) the exercise of preemptive
rights on terms existing on January 16, 2(

. in connection with the Corporati’s distributions to security holders (e.g., stockdinds);
. in connection with certain repurchases of commonlsby the Corporation; ar
. in connection with certain business combinatic

None of the shares of Series F Preferred SthekWarrant, or the Warrant shares are subjemyacontractual restriction on transfer. The
Series F Preferred Stock and the Warrant were dsisug private placement exempt from registratiarspant to Section 4(2) of the Securities
Act of 1933, as amended. The Corporation registireckesale shares of Series F Preferred StockMaeant and the Warrant shares, and the
sale of the Warrant shares by the Corporation yopaichasers of the Warrant. In addition, understielf registration, the Corporation registe
the resale of 9,250,450 shares of common stock loy dehalf of the Bank of Nova Scotia, its pledgEmees, transferees or other successors ir
interest.

Under the terms of the Purchase AgreementéilCorporation amended its compensation, bonaentive and other benefit plans,
arrangements and agreements (including severankcermaployment agreements), to the extent necessdry in compliance with the executive
compensation and corporate governance requirernéfisction 111(b) of the Emergency Economic Stabfict of 2008 and applicable
guidance or regulations and (ii) each Senior
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Executive Officer, as defined in the Purchase Agred, executed a written waiver releasing Treaand/the Corporation from any claims that
such officers may otherwise have as a result oCiiporation’s amendment of such arrangements greements to be in compliance with
Section 111(b). Until such time as Treasury ce&sesvn any debt or equity securities of the Corporeacquired pursuant to the Purchase
Agreement, the Corporation must maintain compliamite these requirements.
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Reduction of credit exposure with financial institions

The Corporation has continued working on #auction of its credit exposure with Doral and R&{Bancial. During the second quarter of
2009, the Bank purchased from R&G Financial $208ianiof residential mortgages that previously sehas collateral for a commercial loan
extended to R&G . The purchase price of the traimagvas retained by the Corporation to fully pdfytbe commercial loan, thereby
significantly reducing the Corporation’s exposuweatsingle borrower. As of December 31, 2009, tsdHean outstanding balance of
$321.5 million due from Doral.

Surrender of the stock savings and loans associatiharter in Florida

Effective July 1, 2009 as part of the merddfistBank Florida with and into FirstBank PueRa@o, FirstBank Florida surrendered its stock
savings and loans association charter grantedeéb@ffice of Thrift Supervsion. Under the regulatonersight of the Federal Deposit Insurance
Corporation and under the FirstBank Florida tradme, FirstBank continues to offer the same sendffesed by the former stock savings and
loans association through its branch network imié#o

Dividend Suspension

On July 30, 2009, after reporting a net lasslie quarter ended June 30, 2009, the Corporatiaounced that the Board of Directors resc
to suspend the payment of the common and prefdivédends, including the Series F Preferred Steffective with the preferred dividend
payments for the month of August 2009.

Business Developments

Effective July 1, 2009, the Corporation cordatied the operations of FirstBank Florida, formexistock savings and loan association
indirectly owned by the Corporation, with and iftiostBank Puerto Rico and dissolved Ponce Genasgb@ation, former holding company of
FirstBank Florida.

On October 31, 2009, First Leasing and Rental Qatfun sold its motor vehicle rental operations azlized a nominal gain of $0.2 million.
Credit Ratings

The Corporation’s credit as long-term issgezurrently rated B by Standard & Poor’s (“S&P"daB- by Fitch Ratings Limited (“Fitch”);
both with negative outlook.

FirstBank’s long-term senior debt rating isreatly rated B1 by Moody’s Investor Service (“Maa), four notches below their definition of
investment grade; B by S&P, and B by Fitch, botle fiotches under their definition of investmentdgrarhe outlook on the Bank’s credit
ratings from the three rating agencies is negative.

WEBSITE ACCESS TO REPORT

The Corporation makes available annual regmrtBorm 10-K, quarterly reports on Form 10-Q, entreports on Form E; and amendmen
to those reports, filed or furnished pursuant tisa 13(a) or 15(d) of the Securities Exchange #&ct934, free of charge on or through its
internet website at www.firstbankpr.canunder the “Investor Relations” section), as sasmeasonably practicable after the Corporation
electronically files such material with, or furneshit to, the SEC.

The Corporation also makes available the Caijen’s corporate governance guidelines, the chartettsecdudit, asset/liability, compensat
and benefits, credit, strategic planning, corpogateernance and nominating committees and the ca@grinciples mentioned below, free of
charge on or through its internet website at wwatliiankpr.confunder the “Investor Relations” section):

. Code of Ethics for Senior Financial Office
. Code of Ethics applicable to all employz

. Independence Principles for Directt
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The corporate governance guidelines, andftrementioned charters and codes may also be @otéiee of charge by sending a written
request to Mr. Lawrence Odell, Executive Vice Rtest and General Counsel, PO Box 9146, San JuantoPFRico 00908.

The public may read and copy any materialstiHanCorp files with the SEC at the SEC’s PubkddRence Room at 100 F Street, NE,
Washington, DC 20549. In addition, the public mayain information on the operation of the Publiddkence Room by calling the SEC at 1-
800-SEC-0330. The SEC maintains an Internet sgedbntains reports, proxy, and information stateisieand other information regarding
issuers that file electronically with the SEC attebsite ( www.sec.gov

MARKET AREA AND COMPETITION

Puerto Rico, where the banking market is ligldmpetitive, is the main geographic service afghe Corporation. As of December 31,
2009, the Corporation also had a presence in #te of Florida and in the United States and BriXigigin Islands. Puerto Rico banks are subject
to the same federal laws, regulations and supervisiat apply to similar institutions in the UnitS8thtes mainland.

Competitors include other banks, insurancepaomes, mortgage banking companies, small loan eaiep, automobile financing companies,
leasing companies, brokerage firms with retail apiens, and credit unions in Puerto Rico, the Vinglands and the state of Florida. The
Corporation’s businesses compete with these oitmas fwith respect to the range of products andiseswffered and the types of clients,
customers, and industries served.

The Corporation’s ability to compete effectivdepends on the relative performance of its potgiithe degree to which the features of its
products appeal to customers, and the extent tohnthe Corporation meets clients’ needs and expenta The Corporatios’ability to compet:
also depends on its ability to attract and retaofgssional and other personnel, and on its rejoutat

The Corporation encounters intense competitiattracting and retaining deposits and its camsuand commercial lending activities. The
Corporation competes for loans with other finanmatitutions, some of which are larger and haeatgr resources available than those of the
Corporation. Management believes that the Corpmmdtas been able to compete effectively for depasitl loans by offering a variety of
transaction account products and loans with conipefieatures, by pricing its products at competitinterest rates, by offering convenient
branch locations, and by emphasizing the qualitysofervice. The Corporatianability to originate loans depends primarily ba tates and fe
charged and the service it provides to its borrgviemaking prompt credit decisions. There candassurance that in the future the
Corporation will be able to continue to increasediéposit base or originate loans in the mannendhe terms on which it has done so in the
past.

SUPERVISION AND REGULATION
Recent Events affecting the Corporation

Events since early 2008 affecting the finahegavices industry and, more generally, the fin@nmarkets and the economy as a whole, have
led to various proposals for changes in the regudaif the financial services industry. In 200% tHouse of Representatives passed the Wall
Street Reform and Consumer Protection Act of 2088¢ch, among other things, calls for the establishtrof a Consumer Financial Protection
Agency having broad authority to regulate providarsredit, savings, payment and other consumanfiral products and services; creates a
structure for resolving troubled or failed finarldrsstitutions; requires certain over-the-counteridative transactions to be cleared in a central
clearinghouse and/or effected on the exchangesesthe assessment base for the calculation &fettheral Deposit Insurance Corporation
(“FDIC™) assessments; and creates a structuregiolaite systemically important financial companias|uding providing regulators with the
power to require such companies to sell or trarefeets and terminate activities if they deterrttiag the size or scope of activities of the
company pose a threat to the safety and soundhéss company or the financial stability of the téd States. Other proposals have been made
including additional capital and liquidity requiremts and limitations on size or types of activitywhich banks may engage. It is not clear at
time which of these proposals will be finally
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enacted into law, or what form they will take, dnat new proposals may be made, as the debateingaacial reform continues in 2010. The
description below summarizes the current regulastmycture in which the Corporation operates. mekent the regulatory structure change
significantly, the structure of the Corporation @hd products and services it offers could alsmghasignificantly as a result.

Bank Holding Company Activities and Other Limitatis

The Corporation is subject to ongoing reguolatisupervision, and examination by the FederakResBoard, and is required to file with the
Federal Reserve Board periodic and annual repnd®ther information concerning its own businessrapions and those of its subsidiaries. In
addition, the Corporation is subject to regulatimaer the Bank Holding Company Act of 1956, as atedn(“Bank Holding Company Act”).
Under the provisions of the Bank Holding Company, &cbank holding company must obtain Federal ResBoard approval before it acquires
direct or indirect ownership or control of morert&b of the voting shares of another bank, or neggeonsolidates with another bank holding
company. The Federal Reserve Board also has atythoder certain circumstances to issue cease esidgterders against bank holding
companies and their non-bank subsidiaries.

A bank holding company is prohibited under Baank Holding Company Act, with limited exceptiofimm engaging, directly or indirectly,
any business unrelated to the businesses of bankimgnaging or controlling banks. One of the ekoag to these prohibitions permits
ownership by a bank holding company of the shafesp corporation if the Federal Reserve Boarderaftie notice and opportunity for hearing,
by regulation or order has determined that theviiets of the corporation in question are so clgselated to the businesses of banking or
managing or controlling banks as to be a propedeért thereto.

Under the Federal Reserve Board policy, a therdting company such as the Corporation is expet@ct as a source of financial strengt
its banking subsidiaries and to commit supporhtn. This support may be required at times whesemttsuch policy, the bank holding
company might not otherwise provide such supparthé event of a bank holding company’s bankrupaey, commitment by the bank holding
company to a federal bank regulatory agency to tasircapital of a subsidiary bank will be assumgdhe bankruptcy trustee and be entitled to
a priority of payment. In addition, any capital h@aby a bank holding company to any of its subsjdi@nks must be subordinated in right of
payment to deposits and to certain other indebtiobsuch subsidiary bank. As of December 31, 2BDStBank was the only depository
institution subsidiary of the Corporation.

The Gramm-Leach-Bliley Act (the “GLB Act”) resed and expanded the provisions of the Bank Hgldiompany Act by including a section
that permits a bank holding company to elect tobeza financial holding company and engage inladuige of financial activities. In
April 2000, the Corporation filed an election witie Federal Reserve Board and became a finanddihijacompany under the GLB Act. The
GLB Act requires a bank holding company that eléatsecome a financial holding company to file @ten declaration with the appropriate
Federal Reserve Bank and comply with the follow{agd such compliance must continue while the eigityeated as a financial holding
company): (i) state that the bank holding compdegts to become a financial holding company; (igvyide the name and head office address of
the bank holding company and each depository utgtit controlled by the bank holding company; @®értify that all depository institutions
controlled by the bank holding company are vealpitalized as of the date the bank holding coméesy for the election; (iv) provide the capi
ratios for all relevant capital measures as ofctbhee of the previous quarter for each depositesyitution controlled by the bank holding
company; and (v) certify that all depository ingtibns controlled by the bank holding company ae#lamanaged as of the date the bank holding
company files the election. All insured depositorstitutions controlled by the bank holding compamyst have also achieved at least a rating of
“satisfactory record of meeting community crediedg” under the Community Reinvestment Act durirgdbpository institution’s most recent
examination.

A financial holding company ceasing to meesthstandards is subject to a variety of restristidepending on the circumstances. If the
Federal Reserve Board determines that any of taadial holding company’s subsidiary depositoryiingons are either not well-capitalized or
not well-managed, it must notify the financial hialglcompany. Until compliance is restored, the FaldReserve Board has broad discretion to
impose appropriate limitations on the financialdiog) company’s activities. If compliance is nottoged within 180 days, the Federal Reserve
Board may ultimately require the financial holdic@mpany to divest its depository institutions othe
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alternative, to discontinue or divest any actigtipat are permitted only to non-financial holdommpany bank holding companies.

The potential restrictions are different iétlapse pertains to the Community Reinvestmentdéairement. In that case, until all the
subsidiary institutions are restored to at leaati§actory” Community Reinvestment Act rating egtthe financial holding company may not
engage, directly or through a subsidiary, in anthefadditional activities permissible under theBZAct or make additional acquisitions of
companies engaged in the additional activities. elmv, completed acquisitions and additional aééigiand affiliations previously begun are
undisturbed, as the GLB Act does not require dittgst for this type of situation.

Financial holding companies may engage, dirextindirectly, in any activity that is determighé¢o be (i) financial in nature, (ii) incidental to
such financial activity, or (iii) complementary adfinancial activity and does not pose a substarigiato the safety and soundness of depository
institutions or the financial system generally. TleB Act specifically provides that the followingtivities have been determined to be
“financial in nature™: (a) lending, trust and othmnking activities; (b) insurance activities; filancial or economic advice or services;

(d) pooled investments; (e) securities underwriang dealing; (f) existing bank holding company @stit activities; (g) existing bank holding
company foreign activities; and (h) merchant baglantivities. The Corporation offers insurance ageservices through its wholly-owned
subsidiary, FirstBank Insurance Agency and throigst Insurance Agency V. I., Inc., a subsidiaryrostBank. In association with JP Morgan
Chase, the Corporation, through FirstBank Puertm Siecurities, Inc., a wholly owned subsidiary oéfBank, also offers municipal bond
underwriting services focused mainly on municipad government bonds or obligations issued by thetBuRico government and its public
corporations. Additionally, FirstBank Puerto Ricec8rities, Inc. offers financial advisory services.

In addition, the GLB Act specifically givesetiirederal Reserve Board the authority, by reguiadicorder, to expand the list of “financial” or
“incidental” activities, but requires consultatiofith the Treasury, and gives the Federal ResenagdBauthority to allow a financial holding
company to engage in any activity that is “complatagy” to a financial activity and does not “possuibstantial risk to the safety and soundness
of depository institutions or the financial systgemerally.”

Under the GLB Act, if the Corporation failsiteet any of the requirements for being a finartwidding company and is unable to resolve
such deficiencies within certain prescribed periotisme, the Federal Reserve Board could reqhieeQorporation to divest control of one or
more of its depository institution subsidiariesatiernatively cease conducting financial activitieat are not permissible for bank holding
companies that are not financial holding companies.

Sarbanes-Oxley Act

The Sarbanes-Oxley Act of 2002 (“SOA”) implerter] a range of corporate governance and accoumii@gures to increase corporate
responsibility, to provide for enhanced penalt@saccounting and auditing improprieties at pulglichded companies, and to protect investors
by improving the accuracy and reliability of disslmes under federal securities laws. In additidA$as established membership requirements
and responsibilities for the audit committee, imgubsestrictions on the relationship between the@@tion and external auditors, imposed
additional responsibilities for the external finelstatements on our chief executive officer aheicfinancial officer, expanded the disclosure
requirements for corporate insiders, required mamant to evaluate its disclosure controls and ghoiees and its internal control over financial
reporting, and required the auditors to issue antggn the internal control over financial repogtin

Since the 2004 Annual Report on Form 10-K,Gloeporation has included in its annual report omk10-K its management assessment
regarding the effectiveness of the Corporationterimal control over financial reporting. The intakcontrol report includes a statement of
management’s responsibility for establishing anéhiaining adequate internal control over financegorting for the Corporation;
management’s assessment as to the effectivenéss Gbrporation’s internal control over financiaporting based on management’s evaluation,
as of year-end; and the framework used by managessesriteria for evaluating the effectivenesshaf Corporation’s internal control over
financial reporting. As of December 31, 2009, FBanCorp’s management concluded that its
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internal control over financial reporting was effee. The Corporation’s independent registered igudtcounting firm reached the same
conclusion.

Emergency Economic Stabilization Act of 2008

On October 3, 2008, the Emergency Economibiltation Act of 2008 (the “EESA”) was signed intowv. The EESA authorized the
Treasury to access up to $700 billion to proteetlhS. economy and restore confidence and stahilitiye financial markets. One such program
under the Treasury Departmenfroubled Asset Relief Program (TARP) was actipi teasury to make significant investments in Uii&ancia
institutions through the Capital Purchase Progr@aPR). The Treasury’s stated purpose in implemerttiagCPP was to improve the
capitalization of healthy institutions, which woutdprove the flow of credit to businesses and corens, and boost the confidence of deposi
investors, and counterparties alike. All federailbag and thrift regulatory agencies encouragegitdk institutions to participate in the CPP.

The Corporation applied for, and the Treaspproved, a capital purchase in the amount of $000000. The Corporation entered into a
Letter Agreement with the Treasury, pursuant toclwhihe Corporation issued and sold to the Treafsurgn aggregate purchase price of
$400,000,000 in cash (i) 400,000 shares of theeSé&tiPreferred Stock, and (2) the Warrant to pwebaB42,259 shares of the Corporation’s
common stock at an exercise price of $10.27 paeskabject to certain anti-dilution and other athiuents. The TARP transaction closed on
January 16, 2009.

Under the terms of the Letter Agreement wiih Treasury, (i) the Corporation amended its corsg@ion, bonus, incentive and other benefit
plans, arrangements and agreements (includingasseiand employment agreements) to the extentsage® be in compliance with the
executive compensation and corporate governanceresgents of Section 111(b) of the Emergency Ecao@tability Act of 2008 and
applicable guidance or regulations issued by troeedary of Treasury on or prior to January 16, 2808 (ii) each Senior Executive Officer, as
defined in the Purchase Agreement, executed aewnitiaiver releasing Treasury and the Corporatiomfany claims that such officers may
otherwise have as a result the Corporaa@arhendment of such arrangements and agreemedsgdriccompliance with Section 111(b). Until si
time as Treasury ceases to own any debt or eqeityrgies of the Corporation acquired pursuanh&Rurchase Agreement, the Corporation
must maintain compliance with these requirements.

American Recovery and Reinvestment Act of 2009

On February 17, 2009, the Congress enactedrierican Recovery and Reinvestment Act of 2009iifi8Blus Act”). The Stimulus Act
includes federal tax cuts, expansion of unemploytrbenefits and other social welfare provisions, dadhestic spending in education, health
care, and infrastructure, including energy sectbe Stimulus Act includes new provisions relatinggompensation paid by institutions that
receive government assistance under TARP, incluidistifutions that have already received such tssig, effectively amending the existing
compensation and corporate governance requirernéfsction 111(b) of the EESA. The provisions igguestrictions on the amounts and
forms of compensation payable, provision for pdssibimbursement of previously paid compensatiahanequirement that compensation be
submitted to non-binding “say on pay” shareholdenes.

On June 10, 2009, the Treasury issued reguaimplementing the compensation requirementsrudBR&A, which amended the
requirements of EESA. The regulations became agdpkicto existing and new TARP recipients upon mabion in the Federal Register on
June 15, 2009. The regulations make effective timepensation provisions of ARRA and include ruleguigng: (i) review of prior
compensation by a Special Master; (i) restrictiongpaying or accruing bonuses, retention awardsoantive compensation for certain
employees; (iii) regular review of all employee qmmnsation arrangements by the company’s seniopoffaler and compensation committee to
ensure that the arrangements do not encourage esssy and excessive risk-taking or manipulatiorepbrting earnings; (iv) recoupment of
bonus payments based on materially inaccuratenrdtion; (v) prohibition on severance or changeantml payments for certain employees;
(vi) adoption of policies and procedures to avoidessive luxury expenses; and (vii) mandatory ‘Gaypay” votes (which was effective
beginning in February 2009). In addition, the regjohs also introduce several additional requiressiand restrictions, including: (i) Special
Master review of ongoing compensation in certatnations; (ii) prohibition on
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tax gross-ups for certain employees; (iii) disclesof perquisites; and (iv) disclosure regardingipensation consultants.
Homeowner Affordability and Stability Plan

On February 18, 2009, President Obama anndumcemprehensive plan to help responsible homemmawoid foreclosure by providing
affordable and sustainable mortgage loans. The tdamer Affordability and Stability Plan, a $75 hili federal program, provides for a
sweeping loan modification program targeted atdwers who are at risk of foreclosure because theames are not sufficient to make their
mortgage payments. It also includes refinancingoojpmities for borrowers who are current on theartgage payments but have been unable to
refinance because their homes have decreasedue.Jdhder the Homeowner Stability Initiative, Tregswill spend up to $50 billion dollars to
make mortgage payments affordable and sustainabhaifidle-income American families that are at gkoreclosure. Borrowers who are
delinquent on the mortgage for their primary resaeand borrowers who, due to a loss of income@ease in expenses, are struggling to keep
their payments current may be eligible for a loadification. Under the Homeowner Affordability asdability Plan, borrowers who are current
on their mortgage but have been unable to refinbecause their house has decreased in value maytt@wopportunity to refinance into a 30-
year, fixed-rate loan. Through the program, Fahtée and Freddie Mac will allow the refinancing obntgage loans that they hold in their
portfolios or that they guarantee in their own rgage-backed securities. Lenders were able to lz@giepting refinancing applications on
March 4, 2009. The Obama Administration announaeiarch 4, 2009 the new U.S. Department of the Jugaguidelines to enable servicers
to begin modifications of eligible mortgages untter Homeowner Affordability and Stability Plan. Theidelines implement financial
incentives for mortgage lenders to modify existfiingt mortgages and sets standard industry prafdicenodifications.

Temporary Liquidity Guarantee Program

The FDIC adopted the Temporary Liquidity Gueg Program (“TLGP”) in October 2008 following etérmination of systemic risk by the
Secretary of the Treasury (after consultation whih President) that was supported by recommendatiom the FDIC and the Board of
Governors of the Federal Reserve System. The Tls@Rrit of a coordinated effort by the FDIC, theaBury, and the Federal Reserve Syste
address unprecedented disruptions in the credietmand the resultant difficulty of many finandiatitutions to obtain funds and to make Ic
to creditworthy borrowers. On October 23, 2008,RB#C’s Board of Directors (Board) authorized thebfication in the Federal Register of an
interim rule that outlined the structure of the TR he interim rule was finalized and a final nalas published in the Federal Register on
November 26, 2008. Designed to assist in the &ahibn of the natio’s financial system, the FDIC’s TLGP is composedved distinct
components: the Debt Guarantee Program (“DGP”)taed ransaction Account Guarantee Program (“TAGmm”). Under the DGP, the
FDIC guarantees certain senior unsecured debtddsyparticipating entities. Under the TAG prograhe FDIC guarantees all funds held in
qualifying noninterest-bearing transaction accoatfgarticipating insured depository institutiofi(s”). The DGP initially permitted
participating entities to issue FDIC-guaranteed@eaimsecured debt until June 30, 2009, with thédB guarantee for such debt to expire or
earlier of the maturity of the debt (or the convangdate, for mandatory convertible debt) or Jube2®12. To reduce the potential for market
disruptions at the conclusion of the DGP and tarbdwe orderly phase-out of the program, on MayZZ¥)9 the Board issued a final rule that
extended for four months the period during whicttaa participating entities could issue FDIC-gudesd debt. All IDIs and those other
participating entities that had issued FDIC-guagadtdebt on or before April 1, 2009 were permittedarticipate in the extended DGP without
application to the FDIC. Other participating emtitithat received approval from the FDIC also wemenitted to participate in the extended DGP.
The expiration of the guarantee period was alsersldd from June 30, 2012 to December 31, 2012.rasut, all such participating entities
were permitted to issue FDIC-guaranteed debt thr@ugl including October 31, 2009, with the FDIC®mantee expiring on the earliest of the
debt’'s mandatory conversion date (for mandatorywedible debt), the stated maturity date, or Decendi, 2012.

On October 20, 2009, the FDIC establishedhitdd, six-month emergency guarantee facility uprpiration of the DGP. Under this
emergency guarantee facility, certain participatngties can apply to the FDIC for permissiongsuie FDIC-guaranteed debt during the period
starting October 31, 2009 through April 30, 201BeTee for issuing debt under the emergency fgailitl be at least 300 basis points, which
FDIC reserves the right to increase on a case-bg-basis, depending upon the risks presented hgghmg entity. The TAG Program has
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been extended until June 30, 2010. The cost ofcgzating in the program increased after Decemlie2809. Separately, Congress extendet
temporary increase in the standard coverage lov$260,000 until December 31, 2013. FirstBank aulyeparticipates in the TLGP solely
through the TAG program.

USA Patriot Act

Under Title Il of the USA Patriot Act, alsméwn as the International Money Laundering Abatemae Anti-Terrorism Financing Act of
2001, all financial institutions are required tm@ng other things, identify their customers, adopinal and comprehensive anti-money
laundering programs, scrutinize or prohibit altbgetcertain transactions of special concern, angrégared to respond to inquiries from U.S.
law enforcement agencies concerning their custoamailgheir transactions. Presently, only certagesyof financial institutions (including
banks, savings associations and money servicesdasss) are subject to final rules implementingatitemoney laundering program
requirements of the USA Patriot Act.

Failure of a financial institution to complyittvthe USA Patriot Act’s requirements could haeeéaus legal and reputational consequences for
the institutions. The Corporation has adopted gmpaite policies, procedures and controls to addtesspliance with the USA Patriot Act and
Treasury regulations.

Privacy Policies

Under Title V of the GLB Act, all financial &titutions are required to adopt privacy policiestrict the sharing of nonpublic customer data
with parties at the customer’s request and estaplidicies and procedures to protect customer filata unauthorized access. The Corporation
and its subsidiaries have adopted policies andegires in order to comply with the privacy provwis®f the GLB Act and the Fair and Accul
Credit Transaction Act of 2003 and the regulatizssied thereunder.

State Chartered Non-Member Bank and Banking LawscaRegulations in General

FirstBank is subject to regulation and exaridmaby the OCIF and the FDIC, and is subject tdaie requirements established by the Federal
Reserve Board. The federal and state laws andatgu$ which are applicable to banks regulate, apather things, the scope of their
businesses, their investments, their reserves stgdéposits, the timing and availability of depedifunds, and the nature and amount of and
collateral for certain loans. In addition to thepmet of regulations, commercial banks are affestgdificantly by the actions of the Federal
Reserve Board as it attempts to control the mongplyg and credit availability in order to influenttee economy. Among the instruments used
by the Federal Reserve Board to implement thesectibgs are open market operations in U.S. govenhsezurities, adjustments of the discc
rate, and changes in reserve requirements aganktdeposits. These instruments are used in vapgnpinations to influence overall
economic growth and the distribution of credit, b#mans, investments and deposits. Their use dlsota interest rates charged on loans or paid
on deposits. The monetary policies and regulatafriee Federal Reserve Board have had a signifiei@tt on the operating results of
commercial banks in the past and are expectedrtinc@ to do so in the future. The effects of spalicies upon our future business, earnings,
and growth cannot be predicted.

References herein to applicable statutesguiations are brief summaries of portions therebiclv do not purport to be complete and which
are qualified in their entirety by reference togastatutes and regulations. Any change in appédatis or regulations may have a material
adverse effect on the business of commercial bamidpank holding companies, including FirstBand #re Corporation.

As a creditor and financial institution, FBsink is subject to certain regulations promulgdtedhe Federal Reserve Board, including, witt
limitation, Regulation B (Equal Credit Opportunigt), Regulation DD (Truth in Savings Act), Regidert E (Electronic Funds Transfer Act),
Regulation F (Limits on Exposure to Other Bankgg®ation O (Loans to Executive Officers, Directarsl Principal Shareholders),
Regulation W (Transactions Between Member BanksTdrair Affiliates), Regulation Z (Truth in Lendimct), Regulation CC (Expedited
Funds Availability Act), Regulation X (Real Est&@ettlement Procedures Act), Regulation BB (ComnyuRitinvestment Act) and Regulatior
(Home Mortgage Disclosure Act).
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During 2008, federal agencies adopted revsstorseveral rules and regulations that will impaaters and secondary market activities. In
2008, the Federal Reserve Bank revised Regulatien@ted under the Truth in Lending Act (TILA) aheé Home Ownership and Equity
Protection Act (HOEPA), by adopting a final ruleialh prohibits unfair, abusive or deceptive home tgage lending practices and restricts
certain mortgage lending practices. The final al#® establishes advertisement standards and esqértain mortgage disclosures to be give
the consumers earlier in the transaction. Thewalg effective in October 2009. The final rule refijag the TILA also includes amendments
revising disclosures in connection with credit caagcounts and other revolving credit plans to enthat information provided to customers is
provided in a timely manner and in a form thateiadily understandable.

There are periodic examinations by the OCI& thie FDIC of FirstBank to test the Bank’s comptiarwith various statutory and regulatory
requirements. This regulation and supervision distads a comprehensive framework of activities iah an institution can engage and is
intended primarily for the protection of the FDIGsurance fund and depositors. The regulatorycttra also gives the regulatory authorities
discretion in connection with their supervisory amorcement activities and examination policiasjuding policies with respect to the
classification of assets and the establishmentlefaate loan loss reserves for regulatory purpdses.enforcement authority includes, among
other things, the ability to assess civil moneygiees, to issue cease-and-desist or removal oadef4o initiate injunctive actions against
banking organizations and institution-affiliatedtes. In general, these enforcement actions mawgibated for violations of laws and
regulations and for engaging in unsafe or unsouadtiges. In addition, certain bank actions areliregl by statute and implementing
regulations. Other actions or failure to act magvide the basis for enforcement action, includimg filing of misleading or untimely reports
with regulatory authorities.

Dividend Restrictions

The Corporation is subject to certain restriitd generally imposed on Puerto Rico corporatieitis respect to the declaration and payment of
dividends (i.e., that dividends may be paid ouyydrdm the Corporation’s net assets in excess pitakbor, in the absence of such excess, from
the Corporation’s net earnings for such fiscal yaad/or the preceding fiscal year). The FederabResBoard has also issued a policy statement
that as a matter of prudent banking, a bank holdorgpany should generally not maintain a given edeash dividends unless its net income
available to common shareholders has been suffitoeiund fully the dividends and the prospectiaterof earnings retention appears to be
consistent with the organization’s capital needsetiquality, and overall financial condition.

On February 24, 2009, the Federal Reserve publigteetApplying Supervisory Guidance and Regulationghe Payment of Dividends, Stock
Redemptions, and Stock Repurchases at Bank Holtiimgpanies” (the “Supervisory Letter”) which discesshe ability of bank holding
companies to declare dividends and to redeem aircbpse equity securities. The Supervisory Lestgieinerally consistent with prior Federal
Reserve supervisory policies and guidance, alth@lagtes greater emphasis on discussions with thdaters prior to dividend declarations and
redemption or repurchase decisions even when pdicély required by the regulations. The FederakBrve provides that the principles
discussed in the letter are applicable to all bdawilking companies, but are especially relevanbéork holding companies that are either
experiencing financial difficulties and/or receigipublic funds under the Treasury’s TARP CapitaicRase Program. To that end, the
Supervisory Letter specifically addresses the Fddeeserve’s supervisory considerations for TARRigipants.

The Supervisory Letter provides that a bodrdirectors should “eliminate, defer, or severéfyit’ dividends if: (i) the bank holding
company’s net income available to shareholder¢hi@past four quarters, net of dividends paid dutirat period, is not sufficient to fully fund
the dividends; (ii) the bank holding company’s rat@arnings retention is inconsistent with capite¢ds and overall macroeconomic outlook; or
(i) the bank holding company will not meet, oriisdanger of not meeting, its minimum regulatoapital adequacy ratios. The Supervisory
Letter further suggests that bank holding compastieaild inform the Federal Reserve in advance wihgea dividend that: (i) exceeds the
earnings for the quarter in which the dividendedlg paid; or (ii) could result in a material acdsechange to the organization’s capital structure.

As of December 31, 2009, the principal sowfcfinds for the Corporation’s parent holding compé dividends declared and paid by its
subsidiary, FirstBank. The ability of FirstBankdeclare and pay dividends on its
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capital stock is regulated by the Puerto Rico Baghkiaw, the Federal Deposit Insurance Act (the ‘&Dland FDIC regulations. In general
terms, the Puerto Rico Banking Law provides tha¢mvthe expenditures of a bank are greater thaiptscthe excess of expenditures over
receipts shall be charged against undistributefitpraf the bank and the balance, if any, shaltharged against the required reserve fund of the
bank. If the reserve fund is not sufficient to cosach balance in whole or in part, the outstandimgunt must be charged against the bank’s
capital account. The Puerto Rico Banking Law presithat, until said capital has been restoredtoriginal amount and the reserve fund to
20% of the original capital, the bank may not dexkny dividends.

In general terms, the FDIA and the FDIC retjafes restrict the payment of dividends when a hianindercapitalized, when a bank has fa
to pay insurance assessments, or when there &ty safd soundness concerns regarding such bank.

In addition, the Purchase Agreement entertifith the Treasury contains limitations on thgmant of dividends on common stock,
including limiting regular quarterly cash dividenidsan amount not exceeding the last quarterly dastlend paid per share, or the amount
publicly announced (if lower), of common stock prio October 14, 2008, which is $0.07 per shareoAlpon issuance of the Series F Prefe
Stock, the ability of the Corporation to purchasgleem or otherwise acquire for consideration,sdrares of its common stock, preferred stock
or trust preferred securities is subject to resitnis, including limitations when the Corporatioamsmot paid dividends. These restrictions will
terminate on the earlier of (a) the third anniversa the closing date of the issuance of the Sefi€referred Stock and (b) the date on which the
Series F Preferred Stock has been redeemed in whaleasury has transferred all of the SeriesdfePred Stock to third parties that are not
affiliates of Treasury. The restrictions descriliethis paragraph are set forth in the Purchaseément.

On July 30, 2009, after reporting a net lasslie quarter ended June 30, 2009, the Corporatiaounced that the Board of Directors resc
to suspend the payment of the common and prefeivédkends, including the TARP preferred dividenefective with the preferred dividend
payments for the month of August 2009.

Limitations on Transactions with Affiliates and Inders

Certain transactions between financial ingtifvs such as FirstBank and its affiliates are gosé by Sections 23A and 23B of the Federal
Reserve Act and by Regulation W. An affiliate dfreancial institution is any corporation or entitat controls, is controlled by, or is under
common control with the financial institution. Irhalding company context, the parent bank holdimgpgany and any companies which are
controlled by such parent bank holding companyaffibates of the financial institution. Generallgections 23A and 23B of the Federal Res
Act (i) limit the extent to which the financial ititsition or its subsidiaries may engage in “covetraghsactions” (defined below) with any one
affiliate to an amount equal to 10% of such finahaistitution’s capital stock and surplus, andteiman aggregate limit on all such transactions
with all affiliates to an amount equal to 20% o€kdinancial institution’s capital stock and supknd (ii) require that all “covered transactions”
be on terms substantially the same, or at leafstvasable to the financial institution or affiliatas those provided to a non-affiliate. The term
“covered transactionihcludes the making of loans, purchase of asstsance of a guarantee and other similar transactio addition, loans ¢
other extensions of credit by the financial indtdn to the affiliate are required to be collateradl in accordance with the requirements set forth
in Section 23A of the Federal Reserve Act.

The GLB Act requires that financial subsidigrof banks be treated as affiliates for purpo$&eotions 23A and 23B of the Federal Reserve
Act, but (i) the 10% capital limitation on transacis between the bank and such financial subsidiargn affiliate is not applicable, and
(ii) notwithstanding other provisions in Sectior&2and 23B, the investment by the bank in the farnsubsidiary does not include retained
earnings of the financial subsidiary. The GLB Aobtydes that: (1) any purchase of, or investmenthia securities of a financial subsidiary by
any affiliate of the parent bank is considered pase or investment by the bank; and (2) if theelF@l Reserve Board determines that such
treatment is necessary, any loan made by an #&fitiithe parent bank to the financial subsidiarioibe considered a loan made by the parent
bank.

The Federal Reserve Board has adopted ReguMtiwhich interprets the provisions of Section# 2®d 23B. The regulation unifies and
updates staff interpretations issued over the y@aerporates several new interpretations andipiavs (such as to clarify when transactions
with an unrelated third party will be attributable
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to an affiliate), and addresses new issues aressrg result of the expanded scope of nonbankirgjtees engaged in by banks and bank holding
companies in recent years and authorized for fisdiholding companies under the GLB Act.

In addition, Sections 22(h) and (g) of the éradlReserve Act, implemented through Regulatioplége restrictions on loans to executive
officers, directors, and principal stockholdersdénSection 22(h) of the Federal Reserve Act, ldarsdirector, an executive officer, a greater
than 10% stockholder of a financial institutiongdarertain related interests of these, may not ekdegether with all other outstanding loans to
such persons and affiliated interests, the findmegitution’s loans to one borrower limit, genklyaequal to 15% of the institution’s unimpaired
capital and surplus. Section 22(h) of the FedeeseRve Act also requires that loans to directomscative officers, and principal stockholders be
made on terms substantially the same as offeredriparable transactions to other persons and edgores prior board approval for certain
loans. In addition, the aggregate amount of exterssof credit by a financial institution to insiderannot exceed the institution’s unimpaired
capital and surplus. Furthermore, Section 22(dhefFederal Reserve Act places additional restristion loans to executive officers.

Federal Reserve Board Capital Requirements

The Federal Reserve Board has adopted capiéguacy guidelines pursuant to which it assebgeadequacy of capital in examining and
supervising a bank holding company and in analyajmglications to it under the Bank Holding Comp&wy. The Federal Reserve Board cag
adequacy guidelines generally require bank holdomgpanies to maintain total capital equal to 8%otdl risk-adjusted assets, with at least one-
half of that amount consisting of Tier | or corgital and up to one-half of that amount consistifidier Il or supplementary capital. Tier |
capital for bank holding companies generally cdssi$ the sum of common stockholders’ equity angbetial preferred stock, subject in the
case of the latter to limitations on the kind anbant of such perpetual preferred stock that mamdeded as Tier | capital, less goodwill and,
with certain exceptions, other intangibles. Tiecdpital generally consists of hybrid capital ingtents, perpetual preferred stock that is not
eligible to be included as Tier | capital, term sudinated debt and intermediate-term preferrecksémel, subject to limitations, allowances for
loan losses. Assets are adjusted under the riskdisdelines to take into account different riblamacteristics, with the categories ranging from
0% (requiring no additional capital) for assetstsas cash to 100% for the bulk of assets, whichyguieally held by a bank holding company,
including multi-family residential and commerciakll estate loans, commercial business loans andheotral loans. Off-balance sheet items
also are adjusted to take into account certainafisliacteristics.

The federal bank regulatory agencies’ riskeldasapital guidelines for years have been based th@1988 capital accord (“Basel I”) of the
Basel Committee, a committee of central bankersbeamd supervisors from the major industrializedrtdes. This body develops broad policy
guidelines for use by each country’s supervisometermining the supervisory policies they apphy2004, it proposed a new capital adequacy
framework (“Basel II") for large, internationallyciive banking organizations to replace Basel |.dBswvas designed to produce a more risk-
sensitive result than its predecessor. Howevetaiceportions of Basel Il entail complexities arabts that were expected to preclude their
practical application to the majority of U.S. bamkiorganizations that lack the economies of scaézled to absorb the associated expenses.

Effective April 1, 2008, the U.S. federal bamelgulatory agencies adopted Basel Il for applicato certain banking organizations in the
United States. The new capital adequacy framewppkies to organizations that: (i) have consolidatssets of at least $250 billion; or (ii) have
consolidated total on-balance sheet foreign exmssof at least $10 billion; or (iii) are eligible, tand elect to, opt-in to the new framework even
though not required to do so under clause (i)ipatiove; or (iv) as a general matter, are subsatiaof a bank or bank holding company that |
the new rule. During a two-year phase in periodaaizations required or electing to apply Baselill report their capital adequacy calculations
separately under both Basel | and Basel Il on adlfg run” basis. Given the high thresholds natbdve, FirstBank is not required to apply
Basel Il and does not expect to apply it in thesaeable future.

On January 21, 2010, the federal banking dgenpmcluding the Federal Reserve Board, issu@thrisk-based regulatory capital rule
related to the Financial Accounting Standards Bsaxdoption of amendments to the accounting reqergs relating to transfers of financial
assets and variable interests in variable inteyetties.
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These accounting standards make substantive chamgesv banks account for securitized assets tieat@rrently excluded from their balance
sheets as of the beginning of the Corporation’9Xtsktal year. The final regulatory capital ruleke to better align regulatory capital
requirements with actual risks. Under the finakrddanks affected by the new accounting requiresngerierally will be subject to higher
minimum regulatory capital requirements.

The final rule permits banks to include withbmit in tier 2 capital any increase in the allamce for lease and loan losses calculated as of the
implementation date that is attributable to assetsolidated under the requirements of the varigégests accounting requirements. The rule
provides an optional delay and phase-in for a marinof one year for the effect on risk-based capital the allowance for lease and loan losses
related to the assets that must be consolidatadesult of the accounting change. The final ride aliminates the risk-based capital exemption
for asset-backed commercial paper assets. Thatioaas relief does not apply to the leverage ratido assets in conduits to which a bank
provides implicit support. Banks will be requiredrebuild capital and repair balance sheets toraooadate the new accounting standards by the
middle of 2011.

Deposit Insurance

Under current FDIC regulations, each depogitostitution is assigned to a risk category basedapital and supervisory measures. In 2009,
the FDIC revised the method for calculating theeassent rate for depository institutions by intr@dg several adjustments to an institution’s
initial base assessment rate. A depository ingiitus assessed premiums by the FDIC based oiskisategory as adjusted and the amount of
deposits held. Higher levels of banks failures diierpast two years have dramatically increasealutisn costs of the FDIC and depleted the
deposit insurance fund. In addition, the amourEDFC insurance coverage for insured deposits has bereased generally from $100,000 per
depositor to $250,000 per depositor. In light @& thcreased stress on the deposit insurance furskday these developments, and in order to
maintain a strong funding position and restorerédserve ratios of the deposit insurance fund, DECE(i) imposed a special assessment in June,
2009, (ii) increased assessment rates of insuggiiiitions generally, and (iii) required them tepay on December 30, 2009 the premiums that
are expected to become due over the next thres.\yl@astBank obtained a waiver from the FDIC to makich prepayment.

FDIC Capital Requirements

The FDIC has promulgated regulations and t@stent of policy regarding the capital adequacsgtafe-chartered non-member banks like
FirstBank. These requirements are substantialljlairto those adopted by the Federal Reserve Baayarding bank holding companies, as
described above.

The regulators require that banks meet abaded capital standard. The risksed capital standard for banks requires the sr@nte of tote
capital (which is defined as Tier | capital andglementary (Tier 2) capital) to risk-weighted ass#t8%. In determining the amount of risk-
weighted assets, weights used (ranging from 090684) are based on the risks inherent in the tymessét or item. The components of Tier |
capital are equivalent to those discussed beloveutie 3.0% leverage capital standard. The comgsmésupplementary capital include cert
perpetual preferred stock, mandatorily convertgtdeurities, subordinated debt and intermediateemed stock and, generally, allowances for
loan and lease losses. Allowance for loan and llEsses includable in supplementary capital istiohto a maximum of 1.25% of risk-weighted
assets. Overall, the amount of capital counted tdwapplementary capital cannot exceed 100% of capéal.

The capital regulations of the FDIC establshinimum 3.0% Tier | capital to total assets regmient for the most highly-rated state-
chartered, non-member banks, with an additionatiomsof at least 100 to 200 basis points for dileotstate-chartered, non-member banks,
which effectively will increase the minimum Tietelverage ratio for such other banks from 4.0% @8/%or more. Under these regulations, the
highest-rated banks are those that are not antiiegpar experiencing significant growth and havdlwdeversified risk, including no undue
interest rate risk exposure, excellent asset gudligh liquidity and good earnings and, in genegsiaé considered a strong banking organization
and are rated composite | under the Uniform Firgrostitutions Rating System. Leverage or cordtehjs defined as the sum of common
stockholders’ equity including retained earningsnftumulative perpetual preferred stock and relateglus, and minority interests in
consolidated subsidiaries, minus all intangibleetsssther than certain qualifying supervisory goitidand certain purchased mortgage servicing
rights.

22




Table of Contents

In August 1995, the FDIC published a finakrahodifying its existing risk-based capital stamidatio provide for consideration of interest rate
risk when assessing the capital adequacy of a thémdter the final rule, the FDIC must explicitly lnde a bank’s exposure to declines in the
economic value of its capital due to changes ieredt rates as a factor in evaluating a bank’daagdequacy. In June 1996, the FDIC adopted a
joint policy statement on interest rate risk. Besmmarket conditions, bank structure, and bankities vary, the agency concluded that e
bank needs to develop its own interest rate riskagament program tailored to its needs and ciramss. The policy statement describes
prudent principles and practices that are fundaal¢otsound interest rate risk management, inclydippropriate board and senior management
oversight and a comprehensive risk management gsdbat effectively identifies, measures, monitord controls such interest rate risk.

Failure to meet capital guidelines could sabg@n insured bank to a variety of prompt corrextictions and enforcement remedies under the
FDIA (as amended by Federal Deposit Insurance Catjpom Improvement Act of 1991 (“FDICIA”), and tliiegle Community Development
and Regulatory Improvement Act of 1994, includingth respect to an insured bank, the terminatiodegfosit insurance by the FDIC, and
certain restrictions on its business.

Under certain circumstances, a well-capitaljzslequately capitalized or undercapitalized tustin may be treated as if the institution were
in the next lower capital category. A depositorstitution is generally prohibited from making capidistributions (including paying dividends),
or paying management fees to a holding comparheifristitution would thereafter be undercapitalizedtitutions that are adequately
capitalized but not well-capitalized cannot accegtew or roll over brokered deposits except withadver from the FDIC and are subject to
restrictions on the interest rates that can be paisuch deposits. Undercapitalized institutiony mat accept, renew or roll over brokered
deposits.

The federal bank regulatory agencies are pgrdhor, in certain cases, required to take cedations with respect to institutions falling witl
one of the three undercapitalized categories. Ddipgron the level of an institution’s capital, thgency’s corrective powers include, among
other things:

. prohibiting the payment of principal and interestsubordinated dek

. prohibiting the holding company from making distrlons without prior regulatory approvi
. placing limits on asset growth and restrictionsaotivities;

. placing additional restrictions on transactionshéffiliates;

. restricting the interest rate the institution may pn deposits

. prohibiting the institution from accepting depodgitsm correspondent banks; a

. in the most severe cases, appointing a consergateceiver for the institutior

A banking institution that is undercapitalizedequired to submit a capital restoration pkamd such a plan will not be accepted unless,
among other things, the banking institution’s hogdcompany guarantees the plan up to a certairifiggeamount. Any such guarantee from a
depository institution’s holding company is entith® a priority of payment in bankruptcy.

As of December 31, 2009, FirstBank was weflzdized. A bank’s capital category, as determibga@pplying the prompt corrective action
provisions of law, however, may not constitute acusate representation of the overall financialditton or prospects of the Bank, and should
be considered in conjunction with other availabl@imation regarding financial condition and resuf operations.
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Set forth below are the Corporation’s, FirsiBa capital ratios as of December 31, 2009, baseBHederal Reserve and FDIC guidelines,
respectively.

Well-Capitalized

First BanCorp First Bank Minimum
As of December 31, 200
Total capital (Total capital to ri-weighted asset: 13.44% 12.81% 10.0(%
Tier 1 capital ratio (Tier 1 capital to ri-weighted asset: 12.16% 11.7(% 6.0(%
Leverage ratio(1 8.91% 8.51% 5.0(%

(1) Tier 1 capital to average asse
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Activities and Investments

The activities as “principal” and equity int@nts of FDIC-insured, statartered banks such as FirstBank are generallielinto those th
are permissible for national banks. Under regutetidealing with equity investments, an insuredestéiartered bank generally may not directly
or indirectly acquire or retain any equity inveshtseof a type, or in an amount, that is not peribisgor a national bank.

Federal Home Loan Bank System

FirstBank is a member of the Federal Home LBank (FHLB) system. The FHLB system consists @t regional Federal Home Loan
Banks governed and regulated by the Federal HowsSimance Agency. The Federal Home Loan Banks s&sveserve or credit facilities for
member institutions within their assigned regiofisey are funded primarily from proceeds derivedrfiihe sale of consolidated obligations of
the FHLB system, and they make loans (advancesgtabers in accordance with policies and procedestblished by the FHLB system and
the board of directors of each regional FHLB.

FirstBank is a member of the FHLB of New Y@RHLB-NY) and as such is required to acquire anldl lsbares of capital stock in that FHLB
for a certain amount, which is calculated in aceot with the requirements set forth in applicddoles and regulations. FirstBank is in
compliance with the stock ownership requirementefFHLB-NY. All loans, advances and other extensiof credit made by the FHLBY to
FirstBank are secured by a portion of FirstBanktsrtigage loan portfolio, certain other investmemtd the capital stock of the FHLB-NY held
by FirstBank.

Ownership and Control

Because of FirstBank’s status as an FDIC-edlnank, as defined in the Bank Holding Company Rttt BanCorp, as the owner of
FirstBank’'s common stock, is subject to certairrietions and disclosure obligations under varitederal laws, including the Bank Holding
Company Act and the Change in Bank Control Act (thBCA"). Regulations pursuant to the Bank Holdidgmpany Act generally require
prior Federal Reserve Board approval for an actiomsof control of an insured institution (as defthin the Act) or holding company thereof by
any person (or persons acting in concert). Cofgrdeemed to exist if, among other things, a pefeopersons acting in concert) acquires more
than 25% of any class of voting stock of an insunetitution or holding company thereof. Under @BCA, control is presumed to exist subject
to rebuttal if a person (or persons acting in cofy@equires more than 10% of any class of votioglsand either (i) the corporation has
registered securities under Section 12 of the StesExchange Act of 1934, or (ii) no person vain, control or hold the power to vote a
greater percentage of that class of voting seesrithmediately after the transaction. The concéptting in concert is very broad and also is
subject to certain rebuttable presumptions, incigdimong others, that relatives, business partmemsagement officials, affiliates and others
presumed to be acting in concert with each othdrtheir businesses. The regulations of the FDIAempnting the CBCA are generally similar
to those described above.

The Puerto Rico Banking Law requires the apalrof the OCIF for changes in control of a Pudttoo bank. See “Puerto Rico Banking
Law.”

Standards for Safety and Soundness

The FDIA, as amended by FDICIA and the Riggdenmunity Development and Regulatory Improvemerttdfd 994, requires the FDIC a
the other federal bank regulatory agencies to pitesstandards of safety and soundness, by regotatir guidelines, relating generally to
operations and management, asset growth, asséygeatnings, stock valuation, and compensatidre FDIC and the other federal bank
regulatory agencies adopted, effective August 9518 set of guidelines prescribing safety and dnass standards pursuant to FDIA, as
amended. The guidelines establish general standaalsg to internal controls and information €yss, 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 peacticidentify and manage the risks and exposyesfied in the guidelines. The guidelines
prohibit excessive compensation as an unsafe aswlnd practice and describe compensation as exeasbken the
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amounts paid are unreasonable or disproportiopateetservices performed by an executive officepleyee, director or principal shareholder.
Brokered Deposits

FDIC regulations adopted under the FDIA gowbreceipt of brokered deposits by banks. Wetitatized institutions are not subject to
limitations on brokered deposits, while adequatslpitalized institutions are able to accept, renewollover brokered deposits only with a
waiver from the FDIC and subject to certain resiits on the interest paid on such deposits. Uragdtalized institutions are not permitted to
accept brokered deposits. As of December 31, ZB@&Bank was a well-capitalized institution andswherefore not subject to these limitations
on brokered deposits. The FDIC and other bank etgrd may also exercise regulatory discretion foree limits on the acceptance of brokered
deposits if they have safety and soundness conesrtesan over reliance on such funding.

Puerto Rico Banking Law

As a commercial bank organized under the lafabke Commonwealth, FirstBank is subject to suséra, examination and regulation by the
Commonwealth of Puerto Rico Commissioner of Finalnigistitutions (“Commissioner”) pursuant to theeto Rico Banking Law of 1933, as
amended (the “Banking Law”). The Banking Law consaprovisions governing the incorporation and oizgtion, rights and responsibilities of
directors, officers and stockholders as well asctirporate powers, lending limitations, capitaluiegments, investment requirements and other
aspects of FirstBank and its affairs. In additithe, Commissioner is given extensive rule-making @oand administrative discretion under the
Banking Law.

The Banking Law authorizes Puerto Rico comiatlanks to conduct certain financial and relatetivities directly or through subsidiaries,
including the leasing of personal property anddperation of a small loan business.

The Banking Law requires every bank to mamtalegal reserve which shall not be less than tyvyearcent (20%) of its demand liabilities,
except government deposits (federal, state andcipat) that are secured by actual collateral. Téserve is required to be composed of any of
the following securities or combination thereof) [dgal tender of the United States; (2) checkbamks or trust companies located in any part of
Puerto Rico that are to be presented for colleddiaring the day following the day on which they exeeived; (3) money deposited in other
banks provided said deposits are authorized b timamissioner, subject to immediate collection;fét)eral funds sold to any Federal Reserve
Bank and securities purchased under agreemengsétl executed by the bank with such funds thasabgect to be repaid to the bank on or
before the close of the next business day; andr{$)ther asset that the Commissioner identifies fime to time.
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The Banking Law permits Puerto Rico commeri&iks to make loans to any one person, firm, peship or corporation, up to an aggregate
amount of fifteen percent (15%) of the sum oftlig bank’s paid-in capital; (ii) the bank’s resefurd; (iii) 50% of the banls retained earning
subject to certain limitations; and (iv) any otikemponents that the Commissioner may determine frmm to time. If such loans are secured by
collateral worth at least twenty five percent (25%gre than the amount of the loan, the aggregatemuan amount may reach one third
(33.33%) of the sum of the bank’s paid-in capiteterve fund, 50% of retained earnings and suddr atbmponents that the Commissioner may
determine from time to time. There are no resticdiunder the Banking Law on the amount of loaasdhe wholly secured by bonds, securities
and other evidence of indebtedness of the Goverhaofgehe United States, or of the Commonwealth wéfo Rico, or by bonds, not in default,
of municipalities or instrumentalities of the Commaeealth of Puerto Rico. The revised classificatbthe mortgage-related transactions as
secured commercial loans to local financial insititos described in the Corporatiarestatement of previously issued financial states(Forn
10-K/A 2004) caused the mortgageated transactions to be treated as two secundhercial loans in excess of the lending limitasiampose:
by the Banking Law. In this regard, FirstBank reeel a ruling from the Commissioner that resultBinstBank being considered in continued
compliance with the lending limitations. The PueRico Banking Law authorizes the Commissioner tieianine other components which may
be considered for purposes of establishing itsitentimit, which components may lie outside thedttimnal elements mentioned in Section 17.
After consideration of other components, the Corsioiger authorized the Corporation to retain theisstloans to the two financial institutions
as it believed that these loans were secured bigieut collateral to diversify, disperse and sfggantly diffuse the risks connected to such loans
thereby satisfying the safety and soundness coratides mandated by Section 28 of the Banking Lawuly 2009, FirstBank entered into a
transaction with one of the institutions to pureh&205 million in mortgage loans that served amtahl to the loan to this institution.

The Banking Law prohibits Puerto Rico comma&rbianks from making loans secured by their ownkstand from purchasing their own
stock, unless such purchase is made pursuantiteclarepurchase program approved by the Commissimie necessary to prevent losses
because of a debt previously contracted in godl.fahe stock purchased by the Puerto Rico commidsank must be sold by the bank in a
public or private sale within one year from theedat purchase.

The Banking Law provides that no officersediors, agents or employees of a Puerto Rico coniatdrank may serve as an officer, director,
agent or employee of another Puerto Rico commebeiak, financial corporationsavings and loan association, trust corporatiorparation
engaged in granting mortgage loans or any othditutien engaged in the money lending businesslier® Rico. This prohibition is not
applicable to the affiliates of a Puerto Rico comerad bank.

The Banking Law requires that Puerto Rico caruial banks prepare each year a balance summangiofoperations, and submit such
balance summary for approval at a regular meetirsgockholders, together with an explanatory refioeteon. The Banking Law also requires
that at least ten percent (10%) of the yearly nedine of a Puerto Rico commercial bank be creditetially to a reserve fund. This credit is
required to be done every year until such resamd thall be equal to the total paid-in-capitathef bank.

The Banking Law also provides that when theeexditures of a Puerto Rico commercial bank aratgrehan receipts, the excess of the
expenditures over receipts shall be charged agtiestndistributed profits of the bank, and theaheg, if any, shall be charged against the
reserve fund, as a reduction thereof. If thereisaserve fund sufficient to cover such balancetiole or in part, the outstanding amount sha
charged against the capital account and no dividbatl be declared until said capital has beemredtto its original amount and the reserve
fund to twenty percent (20%) of the original capita

The Banking Law requires the prior approvalief Commissioner with respect to a transfer oftahptock of a bank that results in a change
of control of the bank. Under the Banking Law, amtje of control is presumed to occur if a persoa giroup of persons acting in concert,
directly or indirectly, acquire more than 5% of th&standing voting capital stock of the bank. Tmmmissioner has interpreted the restrictions
of the Banking Law as applying to acquisitions ofing securities of entities controlling a bankgls@as a bank holding company. Under the
Banking Law, the determination of the Commissionbether to approve a change of control filing iafiand non-appealable.
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The Finance Board, which is composed of then@@ssioner, the Secretary of the Treasury, theebaxgr of Commerce, the Secretary of
Consumer Affairs, the President of the Economicédaement Bank, the President of the Government Deweent Bank, and the President of
the Planning Board, has the authority to regulagenmiaximum interest rates and finance chargesihgtbe charged on loans to individuals and
unincorporated businesses in Puerto Rico. The iuregulations of the Finance Board provide thatapplicable 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 propertiesbis determined by free competition. Accordingiye regulations do not set a maximum rate
for charges on retail installment sales contrastsll loans, and credit card purchases and set psvious regulations which regulated these
maximum finance charges. Furthermore, there is agimmum rate set for installment sales contractsliriag motor vehicles, commercial,
agricultural and industrial equipment, commerclat&ic appliances and insurance premiums.

International Banking Act of Puerto Rico (“IBE Act)

The business and operations of First BanCagr€§2as (“First BanCorp IBE”, the IBE division daf$t BanCorp), FirstBank International
Branch (“FirstBank IBE”, the IBE division of FirstBk) and FirstBank Overseas Corporation (the IB&Ssliary of FirstBank) are subject to
supervision and regulation by the Commissioner.&ditde IBE Act, certain sales, encumbrances, asggts, mergers, exchanges or transfe
shares, interests or participation(s) in the capitan international banking entity (an “IBE") mat be initiated without the prior approval of
the Commissioner. The IBE Act and the regulatiassied thereunder by the Commissioner (the “IBE Reigns”) limit the business activities
that may be carried out by an IBE. Such activitieslimited in part to persons and assets locatéslde of Puerto Rico.

Pursuant to the IBE Act and the IBE Regulaijaach of First BanCorp IBE, FirstBank IBE andstBiank Overseas Corporation must
maintain books and records of all its transactiarthe ordinary course of business. First BanCép, IFirstBank IBE and FirstBank Overseas
Corporation are also required thereunder to sutmitie Commissioner quarterly and annual reportbeif financial condition and results of
operations, including annual audited financialestagnts.

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

Puerto Rico Income Taxes

Under the Puerto Rico Internal Revenue CodE98# (the “Code”)all companies are treated as separate taxabléesrditd are not entitled
file consolidated tax returns. The Corporation, aadh of its subsidiaries are subject to a maxiretatutory corporate income tax rate of 39%
an alternative minimum tax (“AMT"dn income earned from all sources, whichever ibdrigThe excess of AMT over regular income tax [
any one year may be used to offset regular incaxéntfuture years, subject to certain limitatiofke Code provides for a dividend received
deduction of 100% on dividends received from wholyned subsidiaries subject to income taxationuar® Rico and 85% on dividends
received from other taxable domestic corporations.

On March 9, 2009, the Puerto Rico Governmepta@ed Act No. 7 (the “Act”), to stimulate PueRéco’s economy and to reduce the Puerto
Rico Government's fiscal deficit. The Act imposesagies of temporary and permanent measures, ingltlde imposition of a 5% surtax over
the total income tax determined, which is applieabl corporations, among others, whose combineshiecexceeds $100,000, effectively
resulting in an increase in the maximum statutaryrate from 39% to 40.95%. This temporary measueéfective for tax years that commen:
after December 31, 2008 and before January 1, 2012.

In computing the interest expense deductioe Gorporation’s interest deduction will be redugethe same proportion that the average
exempt assets bear to the average total assetefditeg to the extent that the Corporation holdtaie investments and loans that are exempt
from Puerto Rico income taxation, part of its ietdrexpense will be disallowed for tax purposes.
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The Corporation has maintained an effectixg&e lower than the maximum statutory tax ratd@B5% during 2009 mainly by investing in
government obligations and mortgage-backed seesitkempt from U.S. and Puerto Rico income tax @oabwith income from the IBE units
of the Corporation and the Bank and the Bank's islidry, FirstBank Overseas Corporation. The IBH &irstBank Overseas Corporation were
created under the IBE Act, which provides for Pai€tico tax exemption on net income derived by IBRsrating in Puerto Rico (except fory
tax years commenced after December 31, 2008 amdebédnuary 1, 2012, in which all IBE’s are subjedhe special 5% tax on their net
income not otherwise subject to tax pursuant tdPReCode, as provided by Act. No. 7). Pursuanégprovisions of Act No. 13 of January 8,
2004, the IBE Act was amended to impose incomeataggular rates on an IBE that operates as abfiaibank, to the extent that the IBE net
income exceeds 20% of the bamkodtal net taxable income (including net incomeeagated by the IBE unit) for taxable years that s@nced ol
July 1, 2005, and thereafter. These amendmenty appl to IBEs that operate as units of a banky tthe not impose income tax on an IBE that
operates as a subsidiary of a bank.

United States Income Taxes

The Corporation is also subject to federabime tax on its income from sources within the Uhiates and on any item of income that is, or
is considered to be, effectively connected withabtive conduct of a trade or business within théddl States. The U.S. Internal Revenue Code
provides for tax exemption of portfolio interesteé/ed by a foreign corporation from sources witthie United States; therefore, the Corpore
is not subject to federal income tax on certain. ih@stments which qualify under the term “poiitidhterest”.

Insurance Operations Regulation

FirstBank Insurance Agency is registered amsmrance agency with the Insurance CommissiohBuerto Rico and is subject to regulations
issued by the Insurance Commissioner relatingrtmray other things, licensing of employees, saldgitation and advertising practices, and by
the FED as to certain consumer protection provisimandated by the GLB Act and its implementing latgans.

Community Reinvestment

Under the Community Reinvestment Act (“CRAf8derally insured banks have a continuing andra#iive obligation to meet the credit
needs of their entire community, including low- andderatencome residents, consistent with their safe anshd@peration. The CRA does |
establish specific lending requirements or progréonginancial institutions nor does it limit anstitution’s discretion to develop the type of
products and services that it believes are bestdito its particular community, consistent witk thRA. The CRA requires the federal
supervisory agencies, as part of the general exaimmof supervised banks, to assess the bankisded meeting the credit needs of its
community, assign a performance rating, and takb secord and rating into account in their evaluatf certain applications by such bank.
CRA also requires all institutions to make publisctbsure of their CRA ratings. FirstBank receiwetsatisfactory” CRA rating in their most
recent examinations by the FDIC.

Mortgage Banking Operations

FirstBank is subject to the rules and regatatiof the FHA, VA, FNMA, FHLMC, HUD and GNMA withespect to originating, processing,
selling and servicing mortgage loans and the isseiand sale of mortgage-backed securities. Thdse and regulations, among other things,
prohibit discrimination and establish underwritigigidelines that include provisions for inspectiansl appraisals, require credit reports on
prospective borrowers and fix maximum loan amouentsl, with respect to VA loans, fix maximum interestes. Moreover, lenders such as
FirstBank are required annually to submit to FHA,\FNMA, FHLMC, GNMA and HUD audited financial seahents, and each regulatory
entity has its own financial requirements. FirstBaraffairs are also subject to supervision andw@ration by FHA, VA, FNMA, FHLMC,
GNMA and HUD at all times to assure compliance wfith applicable regulations, policies and procesluvortgage origination activities are
subject to, among others, the Equal Credit Oppdstukct, Federal Truth-in-Lending Act, and the R&aitate Settlement Procedures Act and the
regulations promulgated thereunder which, amongrdtiings, prohibit discrimination and require theclosure of certain basic information to
mortgagors concerning credit terms and settlemestscFirstBank is licensed by the Commissionereutite Puerto Rico Mortgage Banking
Law, and as such is subject to
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regulation by the Commissioner, with respect topagiother things, licensing requirements and eistaflent of maximum origination fees on
certain types of mortgage loan products.

Section 5 of the Puerto Rico Mortgage Bankiaw requires the prior approval of the Commissidieethe acquisition of control of any
mortgage banking institution licensed under sueh Eor 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 magtg banking institution. The Puerto Rico
Mortgage Banking Law provides that a transactiat tesults in the holding of less than 10% of thistanding voting securities of a mortgage
banking institution shall not be considered a clegsingcontrol.

Item 1A. Risk Factors

Certain risk factors that may affect the Caogpion’s future results of operations are discusssdw.

RISK RELATING TO THE CORPORATION’'S BUSINESS
Credit quality, which is continuing to deterioratenay result in future additional losses.

The quality of First BanCorp’s credits hastommed to be under pressure as a result of cordine@essionary conditions in Puerto Rico and
the state of Florida that have led to, among atiiegs, higher unemployment levels, much lower glitsan rates for new residential
construction projects and further declines in prigpealues. The Corporation’s business dependsiemrteditworthiness of its customers and
counterparties and the value of the assets secisitgans or underlying our investments. Whendtealit quality of the customer base materi
decreases or the risk profile of a market, industrgroup of customers changes materially, the @@atpon’s business, financial condition,
allowance levels, asset impairments, liquidity,itd@nd results of operations are adversely agfibct

While the Corporation has substantially insezhour allowance for loan and lease losses in,20@€e is no certainty that it will be sufficient
to cover future credit losses in the portfolio hesmof continued adverse changes in the economkeinzonditions or events negatively
affecting specific customers, industries or marketth in Puerto Rico and Florida. The Corporatienigdically review the allowance for loan
and lease losses for adequacy considering ecormmditions and trends, collateral values and cigahitlity indicators, including charge-off
experience and levels of past due loans and ndofpeng assets. First BanCorp’s future results fbaynaterially and adversely affected by
worsening defaults and severity rates relatedeaitiderlying collateral.

The Corporation may have more credit risk and high&edit losses due to its construction loan pottfo

The Corporation has a significant constructaan portfolio, in the amount of $1.49 billion asDecember 31, 2009, mostly secured by
commercial and residential real estate properfles. to their nature, these loans entail a higheditrisk than consumer and residential mort;
loans, since they are larger in size, concentratemisk in a single borrower and are generallyergansitive to economic downturns. Rapidly
changing collateral values, general economic canditand numerous other factors continue to cnealtility in the housing markets and have
increased the possibility that additional lossey e to be recognized with respect to the Cotmora current nonperforming assets.
Furthermore, given the current slowdown in the esthte market, the properties securing these lmagsbe difficult to dispose of if they are
foreclosed.

The Corporation is subject to default risk on lognshich may adversely affect its results.

The Corporation is subject to the risk of l&esn loan defaults and foreclosures with respedhé loans it originates. The Corporation
establishes a provision for loan losses, whichddadeductions in its income from operations, rides to maintain its allowance for inherent I¢
losses at a level which its management deems &ppepriate based upon an assessment of the gabthtg loan portfolio. Although the
Corporation’s management utilizes its best judgnieproviding for loan losses, there can be no i@sge that management has accurately
estimated the level of inherent loan losses ortti@Corporation will not have to increase its gsmn for loan losses in the future as a result of
future increases in non-performing loans or foreotteasons beyond its control.
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Any such increases in the Corporation’s priovigor loan losses or any loan losses in exce#s @iovision for loan losses would have an
adverse effect on the Corporation’s future finahctadition and results of operations. Given thédlilties facing some of the Corporation’s
largest borrowers, the Corporation can give norasse that these borrowers will continue to repejrttoans on a timely basis or that the
Corporation will continue to be able to accuratbgess any risk of loss from the loans to thesadial institutions.

Changes in collateral valuation for properties lotel in stagnant or distressed economies may reqinicgeased reserves.

Substantially all of the loan portfolio of t@®rporation is located within the boundaries & thS. economy. Whether the collateral is located
in Puerto Rico, the U.S. Virgin Islands, Britishrfin Islands or the U.S. mainland, the performasfcthe Corporation’s loan portfolio and the
collateral value backing the transactions are dégehupon the performance of and conditions wid@nh specific real estate market. Recent
economic reports related to the real estate mamketierto Rico indicate that certain pockets ofrted estate market are subject to readjustments
in value driven not by demand but more by the pasaig power of the consumers and general econamiditions. In South Florida, we have
been seeing the negative impact associated wittalmserption rates and property value adjustmergga@woverbuilding. A significant decline in
collateral valuations for collateral dependent baray require increases in the Corporation’s sjepibvision for loan losses and an increase in
the general valuation allowance. Any such increeseld have an adverse effect on the Corporatiantisré financial condition and results of
operations.

Worsening in the financial condition of critical conterparties may result in higher losses than expezt

The financial stability of several counterjestis critical for their continued financial pemfieance on covenants that require the repurchase o
loans, posting of collateral to reduce our cregfiasure or replacement of delinquent loans. Marthese transactions expose the Corporation tc
credit risk in the event of a default by one of @&rporation’s counterparties. Any such lossesaadversely affect the Corporation’s business,
financial condition and results of operations.

Interest rate shifts may reduce net interest incor

Shifts in short-term interest rates may redueinterest income, which is the principal comgarof the Corporation’s earnings. Net interest
income is the difference between the amount reddiyethe Corporation on its interest-earning asasetsthe interest paid by the Corporation on
its interest-bearing liabilities. When interestesatise, the Corporation must pay more in inteadts liabilities while the interest earned on its
assets does not rise as quickly. This may caus€dhgoration’s profits to decrease. This advergeaich on earnings is greater when the slope of
the yield curve flattens, that is, when short-témterest rates increase more than long-term rates.

Increases in interest rates may reduce the valuénoldings of securities

Fixed-rate securities acquired by the Corponaare generally subject to decreases in markatewahen interest rates rise, which may require
recognition of a loss (e.g., the identificationotfier-than-temporary impairment on its availablesae or held to maturity investments
portfolio), thereby adversely affecting the resolt®perations. Market-related reductions in vaiss affect the capabilities of financing these
securities.

Increases in interest rates may reduce demand fartgage and other loans
Higher interest rates increase the cost otgage and other loans to consumers and businesdesay reduce demand for such loans, which
may negatively impact the Corporation’s profitsregucing the amount of loan origination income.

Accelerated prepayments may adversely affect netrasst income

Net interest income of future periods may thecéed by the acceleration in prepayments of magégbacked securities. Acceleration in the
prepayments of mortgage-backed securities woul@tgruelds on securities purchased at a premiurtheaamortization of premiums paid upon
acquisition of these securities would accelerate.
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Conversely, acceleration in the prepayments of gagie-backed securities would increase yields ourgies purchased at a discount, as the
amortization of the discount would accelerate.

Also, net interest income in future periodgihtibe affected by the Corporation’s investmentahable securities. Approximately
$945 million of U.S. Agency debentures with an ageryield of 5.82% were called during 2009. ThepBoation re-invested the proceeds of the
securities calls in callable Agency debenturesppiraximately 2.7 years average final maturity vattveighted average yield to maturity of
2.12%.

Decreases in interest rates may increasertiapility embedded call options in investment sities are exercised. Future net interest inc
could be affected by the Corporation’s holding altable securities. The recent drop in long-terieriest rates has the effect of increasing the
probability of the exercise of embedded calls iB.\Agency securities portfolio of approximately Ibillion that if substituted with new lower-
yield investments may negatively impact the Corpiorés interest income.

Decreases in interest rates may reduce net inteiesbme due to the current unprecedentec-pricing mismatch of assets and liabilities tied
short-term interest rates, which is referred to as bas#k.

Basis risk occurs when market rates for diffeifinancial instruments or the indices used toepassets and liabilities, change at different
times or by different amounts. The liquidity critiigt erupted in late 2008, and that slowly begesubside during 2009 caused a wider than
normal spread between brokered CD costs and LIB&d&S ifor similar terms. This in turn, has prevertedCorporation from capturing the full
benefit of drops in interest rates as the Corpon&iloan portfolio, funded by LIBOR-based brokef&ds, continue to maintain the same spread
to short-term LIBOR rates, while the spread on breld CD’s widened. To the extent that such presdaikto subside in the near future, the
margin between the Corporation’s LIBOR-based assatsL IBOR-based liabilities may compress and asblgraffect net interest income.

If all or a significant portion of the unrealizeddsses in our investment securities portfolio on atonsolidated balance sheet were determi
to be other-than-temporarily impaired, we would mgnize a material charge to our earnings and ourpital ratios would be adversely
affected.

As of December 31, 2009, the Corporation recmyl $1.7 million in other than temporary impaintse To the extent that any portion of the
unrealized losses in its investment securitiesfpliotis determined to be other than temporary, #redloss is related to credit factors, the
Corporation recognizes a charge to earnings imjtiagter during which such determination is madeaapital ratios could be adversely affected.
If any such charge is significant, a rating agemight downgrade the Corporation’s credit ratingaot it on credit watch. Even if the
Corporation does not determine that the unrealiassks associated with this portfolio requiresmapairment charge, increases in these
unrealized losses adversely affect the tangiblensomequity ratio, which may adversely affect creditng agency and investor sentiment
towards the Corporation. This negative perceptisa may adversely affect the Corporation’s abiitiyaccess the capital markets or might
increase the cost of capital.

As of December 31, 2009, the Corporation recay other-than-temporary impairment on its pevabel MBS. Valuation and other-than-
temporary impairment determinations will continoebe affected by external market factors includiefpult rates, severity rates and macro-
economic factors.

Downgrades in the Corporatic's credit ratings could further increase the cost borrowing funds.

Both, the Corporation and the Bank sufferestitirating downgrades in 2009. Fitch Ratings [(tBitch”) currently rates the Corporation’s
long-term senior debt “B-,” six notches below inwesnt grade. Standard and Poors rates the Corpotior five notches below investment
grade. Moody’s Investor Service (“Moodys”) ratessEBank’s long-term senior debt “B1,” and Stand&rBoor’s rates it “B”. The three rating
agencies’ outlooks on FirstBank and the Corporaioredit ratings are negative. The Corporationstoat have any outstanding debt or
derivative agreements that would be affected byeditdowngrade. The Corporation’s liquidity is tiogent upon its ability to obtain external
sources of funding to finance its operations. Amyife downgrades in credit ratings could put addél pressure on the Corporation’s access to
external funding and/or cause external fundingeartore expensive, which could in turn adverselgafthe results of operations. Changes in
credit ratings may also
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affect the fair value of certain liabilities andsecured derivatives, measured at fair value irittamcial statements, for which the Corporation’s
own credit risk is an element considered in thevfalue determination.

These debt and financial strength ratingscareent opinions of the rating agencies. As sutdy tmay be changed, suspended or withdrawn a
any time by the rating agencies as a result of gasim, or unavailability of, information or basen other circumstances.

The Corporation’s funding is significantly dependéon brokered deposits.

The Corporation’s funding sources include abgposits, brokered deposits, borrowings from theefal Home Loan Bank, borrowings from
the Federal Reserve Bank and repurchase agreewiémtseveral counterparties.

A large portion of the Corporation’s fundirgretail brokered CDs issued by FirstBank. As of&wsber 31, 2009, the Corporation had
$7.6 billion in brokered deposits outstanding, esgnting approximately 60% of our total depositisl, a reduction from $8.4 billion at year end
2008. The Corporation issues brokered CDs to, anotimgr things, pay operating expenses, maintaidemding activities, replace certain
maturing liabilities, and to control interest raik.

FDIC regulations govern the issuance of bre@eteposit instruments by banks. Well-capitalizesfifutions are not subject to limitations on
brokered deposits, while adequately-capitalizetitintgons are able to accept, renew or rolloverkiered deposits only with a waiver from the
FDIC and subject to certain restrictions on theriest paid on such deposits. Undercapitalizectinigths are not permitted to accept brokered
deposits. As of December 31, 2009, the Corporatias a well-capitalized institution and was therefoot subject to these limitations on
brokered deposits. If the Corporation became stbjesuch restrictions on its brokered deposits abailability of such deposits would be
limited and could, in turn, adversely affect theults of operations and the liquidity of the Comaan. The FDIC and other bank regulators may
also exercise regulatory discretion to enforcetBron the acceptance of brokered deposits if tlae Isafety and soundness concerns as to an
over reliance on such funding.

The use of brokered CDs has been particuiambortant for the growth of the Corporation. Ther@ation encounters intense competition in
attracting and retaining regular retail depositPuerto Rico. The brokered CDs market is very cditipe and liquid, and the Corporation has
been able to obtain substantial amounts of funtirgiort periods of time. This strategy enhancesQarporation’s liquidity position, since the
brokered CDs are insured by the FDIC up to regwdimits and can be obtained faster compared goler retail deposits. Demand for broke
CDs has recently increased as a result of the mapwevestors from riskier investments, such astigjito federally guaranteed instruments :
as brokered CDs and the recent increase in FDIGsieipsurance from $100,000 to $250,000. For #er ynded December 31, 2009, the
Corporation issued $8.3 billion in brokered CD<liling rollover of short-term broker CDs and regglaent of brokered CDs called) compared
to $9.8 billion for the 2008 year.

The average term to maturity of the retailkered CDs outstanding as of December 31, 2009 pa®rimately 1.08 years. Approximately
1.55% of the principal value of these certificatesallable at the Corporation’s option.

Another source of funding is Advances from Eiscount Window of the Federal Reserve Bank of Newk. Currently, the Corporation has
$800 million of borrowings outstanding with the leeal Reserve Bank. As part of the mechanisms te #sliquidity crisis, during 2009 the
Federal Reserve Bank encouraged banks to utilez®tscount Window as a source of funding. With therket conditions improving, the
Federal Reserve announced in early 2010 its imteraf withdrawing part of the economic stimulus sw&s, including replacing restrictions on
the use of Discount Window borrowings, thereby mehyg to its function of lender of last resort.

The Corporation’s funding sources may prove insufiént to replace deposits and support future growth

The Corporation’s banking subsidiary reliescostomer deposits, brokered deposits and advdrmaghe Federal Home Loan Bank
(“FHLB") to fund its operations. Although the Bahlas historically been able to replace maturing di¢gp@nd advances if desired, no assurance
can be given that it would be able to replace tliesds in the future if the Corporation’s financ@indition or general market conditions were to
change. The Corporation’s
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financial flexibility will be severely constrainefithe Bank is unable to maintain access to funaing adequate financing is not available to
accommodate future growth at acceptable interéss.r&inally, if the Corporation is required toyretore heavily on more expensive funding
sources to support future growth, revenues mayneotase proportionately to cover costs. In theecarofitability would be adversely affected.
Although the Corporation considers such sourcdarads adequate for its liquidity needs, the Corforamay seek additional debt financing in
the future to achieve its long-term business ohjest There can be no assurance additional borgsyifisought, would be available to the
Corporation or, on what terms. If additional finargcsources are unavailable or are not availableeasonable terms, growth and future
prospects could be adversely affected.

Adverse credit market conditions may affect the @oration’s ability to meet liquidity needs.

The Corporation needs liquidity to, among otiéngs, pay its operating expenses, interestoddbt and dividends on its capital stock,
maintain its lending activities and replace certamturing liabilities. Without sufficient liquiditythe Corporation may be forced to curtail its
operations. The availability of additional finangiwill depend on a variety of factors such as mackaditions, the general availability of credit
and the Corporation’s credit ratings and creditacity. The Corporation’s financial condition angkdlows could be materially affected by
continued disruptions in financial markets.

Our controls and procedures may fail or be circumrmted, our risk management policies and procedureaynie inadequate, and operational
risk could adversely affect our consolidated resudtf operations.

The Corporation may fail to identify and maeaigks related to a variety of aspects of its hess, including, but not limited to, operational
risk, interest-rate risk, trading risk, fiduciangk, legal and compliance risk, liquidity risk aoadit risk. The Corporation has adopted various
controls, procedures, policies and systems to rapaitd manage risk. While the Corporation currebdifeves that its risk management process
is effective, the Corporation cannot provide assceahat those controls, procedures, policies gsatems will always be adequate to identify
manage the risks in the various businesses. Iniaddthe Corporation’s businesses and the mariketsich it operates are continuously
evolving. The Corporation may fail to fully undeastl the implications of changes in its businesséleofinancial markets and fail to adequately
or timely enhance its risk framework to addresséhchanges. If the Corporation’s risk frameworkeffective, either because it fails to keep
pace with changes in the financial markets or itsifesses or for other reasons, the Corporatiold éocur losses, suffer reputational damage or
find itself out of compliance with applicable regtdry mandates or expectations.

The Corporation may also be subject to disomgtfrom external events that are wholly or pélstineyond its control, which could cause
delays or disruptions to operational functions|uding information processing and financial markettlement functions. In addition, our
customers, vendors and counterparties could sfiffer such events. Should these events affect ubeotustomers, vendors or counterparties
with which we conduct business, our consolidatedilts of operations could be negatively affectetieWwe record balance sheet reserves for
probable loss contingencies related to operatilmsaks, we may be unable to accurately estimatpatential exposure, and any reserves we
establish to cover operational losses may not Hieignt to cover our actual financial exposure igthmay have a material impact on our
consolidated results of operations or financialditan for the periods in which we recognize thsdes.

Competition for our employees is intense, and weymat be able to attract and retain the highly dkill people we need to support our
business.

Our success depends, in large part, on olityafoi attract and/or retain key people. Competitfor the best people in most activities in which
we engage can be intense, and we may not be abieetpeople or retain them, particularly in ligiituncertainty concerning evolving
compensation restrictions applicable to banks btiapplicable to other financial services firmseTunexpected loss of services of one or more
of our key personnel could adversely affect ouiitess because the loss of their skills, knowledgmio markets, and years of industry
experience and, in some cases, because of theuttyfiof promptly finding qualified replacement pennel. Similarly, the loss of key employe
either individually or as a group, can adversefgefour customers’ perception of our ability toitinue to manage certain types of investment
management mandates.
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Banking regulators could take adverse action agditise Corporation.

The Corporation is subject to supervision eggllation by the FED. The Corporation is a banlkling company that qualifies as a financial
holding corporation. As such, the Corporation ieitted to engage in a broader spectrum of aatisithan those permitted to bank holding
companies that are not financial holding companiescontinue to qualify as a financial holding corgtion, each of the Corporation’s banking
subsidiaries must continue to qualify as “well-¢alzed” and “well-managed As of December 31, 2009, the Corporation and thekBantinue
to satisfy all applicable capital guidelines. Thiswever, does not prevent banking regulators fi@king adverse actions against the Corporation
if they should conclude that such actions are weaedh If the Corporation were not to continue talify as a financial holding corporation, it
might be required to discontinue certain activia@sl may be prohibited from engaging in new acd#sitvithout prior regulatory approval. The
Bank is subject to supervision and regulation yEBDIC, which conducts annual inspections, an®uarto Rico the OCIF. The primary
regulators of the Corporation and the Bank haveifiggint discretion and power to initiate enforceractions for violations of laws and
regulations and unsafe or unsound practices ipénrmance of their supervisory and enforcemetiedand may do so even if the Corpora
and the Bank continue to satisfy all capital reguients. Adverse action against the Corporationoautdé Bank by their primary regulators may
affect their businesses.

Further increases in the FDIC deposit insurance préum may have a significant financial impact on th@orporation.

The FDIC insures deposits at FDIC insuredrfaial institutions up to certain limits. The FDIGarges insured financial institutions premit
to maintain the Deposit Insurance Fund (the “DIEWrrent economic conditions have resulted in hidfaak failures and expectations of future
bank failures. In the event of a bank failure, B C takes control of a failed bank and ensuresmeay of deposits up to insured limits (which
have recently been increased) using the resoufdbs ®IF. The FDIC is required by law to maintaidequate funding of the DIF, and the FDIC
may increase premium assessments to maintain andinfy.

On February 27, 2009, the FDIC determined ithabuld assess higher rates for institutions teéed significantly on secured liabilities or on
brokered deposits but, for well-managed and weliteéized banks, only when accompanied by rapiétegowth. On May 22, 2009, the FDIC
adopted a final rule imposing a 5 basis-point sdeagsessment on each insured depository institatassets minus Tier 1 capital as of June 30,
2009. On November 12, 2009, the FDIC adopted & fle imposing a 13-quarter prepayment of FDIChpitens due on December 30, 2009.
Although FirstBank obtained a waiver from the FR&Omake such prepayment, the FDIC may further esgeour premiums or impose
additional assessments or prepayment requiremarttseecCorporation in the future.

The Corporation may not be able to recover all asggledged to Lehman Brothers Special Financinggcln

Lehman Brothers Special Financing, Inc. (“Letmt) was the counterparty to the Corporation onadeiinterest rate swap agreements. During
the third quarter of 2008, Lehman failed to paysbkeduled net cash settlement due to the Corparatihich constitutes an event of default
under those interest rate swap agreements. Theof2oign terminated all interest rate swaps withrhah and replaced them with other
counterparties under similar terms and condititmgonnection with the unpaid net cash settlememstas of December 31, 2009 under the swap
agreements, the Corporation has an unsecured cpartieexposure with Lehman, which filed for banitay on October 3, 2008, of
approximately $1.4 million. This exposure was resdrin the third quarter of 2008. The Corporatiad pledged collateral of $63.6 million with
Lehman to guarantee its performance under the sgegements in the event payment thereunder wagedqilihe book value of pledged
securities with Lehman as of December 31, 2009 aeolito approximately $64.5 million.

The Corporation believes that the securitledged as collateral should not be part of the Lahimankruptcy estate given that the posted
collateral constituted a performance guarantee uhgeswap agreements and was not part of a fingragjreement, and that ownership of the
securities was never transferred to Lehman. Uponitation of the interest rate swap agreements lagtisrobligation was to return the
collateral to the Corporation. During the fourtragier of 2009, the Corporation discovered that Lehrothers, Inc., acting as agent of
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Lehman, had deposited the securities in a custad@unt at JP Morgan/Chase, and that, shortlyé¢fe filing of the Lehman bankruptcy
proceedings, it had provided instructions to hawestnof the securities transferred to Barclay’s @dpn New York. After Barclay’s refusal to
turn over the securities, the Corporation, durimgmonth of December, 2009, filed a lawsuit agdi@tlay’s Capital in federal court in New
York demanding the return of the securities. Witike Corporation believes it has valid reasons fpstt its claim for the return of the securiti
there are no assurances that it will ultimatelycsed in its litigation against Barclay’s Capitakézover all or a substantial portion of the
securities.

Additionally, the Corporation continues to gue its claim filed in January 2009 in the procegdiunder the Securities Protection Act with
regard to Lehman Brothers Incorporated in Bankmytourt, Southern District of New York. The Corpiioa can provide no assurances that it
will be successful in recovering all or substanpiaition of the securities through these proceesling

Our businesses may be adversely affected by liigat

From time to time, our customers, or the gomegnt on their behalf, may make claims and takallagtion relating to our performance of
fiduciary or contractual responsibilities. We mdgoaface employment lawsuits or other legal claimsany such claims or actions, demands for
substantial monetary damages may be asserted agairesulting in financial liability or having averse effect on our reputation among
investors or on customer demand for our produatissanvices. We may be unable to accurately estimatexposure to litigation risk when we
record balance sheet reserves for probable lodggencies. As a result, any reserves we estataisbver any settlements or judgments may
be sufficient to cover our actual financial exp@swrhich may have a material impact on our conatdid results of operations or financial
condition.

In the ordinary course of our business, weatse subject to various regulatory, governmentdl law enforcement inquiries, investigations
and subpoenas. These may be directed generalrticipants in the businesses in which we are wegblor may be specifically directed at us
regulatory enforcement matters, claims for disgorget, the imposition of penalties and the impositid other remedial sanctions are possible.

In view of the inherent difficulty of prediaty the outcome of legal actions and regulatory ensitive cannot provide assurance as to the
outcome of any pending matter or, if determinedessi®ly against us, the costs associated with acty matter, particularly where the claimant
seeks very large or indeterminate damages or whermatter presents novel legal theories, involviEsge number of parties or is at a
preliminary stage. The resolution of certain pegdagal actions or regulatory matters, if unfavéeabould have a material adverse effect on
consolidated results of operations for the quarntevhich such actions or matters are resolvedresarve is established.

Further information with respect to the foregpand our other ongoing litigation matters isypded in Legal Proceedings included under
Item 3 herein.

Our businesses may be negatively affected by advptblicity or other reputational harm.

Our relationships with many of our customers@redicated upon our reputation as a fiduciad/aservice provider that adheres to the
highest standards of ethics, service quality agdlegory compliance. Adverse publicity, regulatations, litigation, operational failures, the
failure to meet customer expectations and otheessvith respect to one or more of our businesselsl enaterially and adversely affect our
reputation, ability to attract and retain custon@mrsources of funding for the same or other bissies. Preserving and enhancing our reputation
also depends on maintaining systems and procethataddress known risks and regulatory requiresp@stwell as our ability to identify and
mitigate additional risks that arise due to charigesur businesses, the market places in which pegaie, the regulatory environment and
customer expectations. If any of these developmeassa material adverse effect on our reputationbasiness will suffer.
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Changes in accounting standards issued by the Fineh Accounting Standards Board or other standardiing bodies may adversely affect
the Corporation’s financial statements.

The Corporation’s financial statements argextttio the application of Generally Accepted Aaating Principles in the United States
(“GAAP"), which is periodically revised and/or expded. Accordingly, from time to time, the Corpooatiis required to adopt new or revised
accounting standards issued by FASB. Market camtithave prompted accounting standard setterotoydgate new requirements that further
interprets or seeks to revise accounting pronouerogsrelated to financial instruments, structuresamsactions as well as to issue new
standards expanding disclosures. The impact ofusdizg pronouncements that have been issued byehaihplemented is disclosed in the
Corporation’s annual and quarterly reports on Fa@¥K and Form 10-Q. An assessment of proposed atdads not provided as such proposals
are subject to change through the exposure preceksherefore, the effects on the Corporatiomaricial statements cannot be meaningfully
assessed. It is possible that future accountinglatals that the Corporation is required to adoptdcohange the current accounting treatment
that the Corporation applies to its consolidatediicial statements and that such changes couldahanzgerial adverse effect on the
Corporation’s financial condition and results okogtions.

The Corporation may need additional capital resoescin the future and these capital resources may be available when needed or at all.

Due to financial results during 2009 the Cogtion may need to access the capital marketsderdo raise additional capital in the future to
absorb potential future credit losses due to teresed economic environment, maintain adequptility and capital resources or to finance
future growth, investments or strategic acquisgiorhe Corporation cannot provide assurances titéit capital will be available on acceptable
terms or at all. If the Corporation is unable taad additional capital, it may not be able to ntaiim adequate liquidity and capital resources
finance future growth, make strategic acquisitiongvestments.

Unexpected losses in future reporting periods mayuire the Corporation to adjust the valuation allance against our deferred tax assets.

The Corporation evaluates the deferred tagtager recoverability based on all available ek This process involves significant
management judgment about assumptions that arectubjchange from period to period based on chaimgtax laws or variances between the
future projected operating performance and thezhcasults. The Corporation is required to estabdivaluation allowance for deferred tax as
if the Corporation determines, based on availabigemce at the time the determination is made,ithatmore likely than not that some portion
or all of the deferred tax assets will not be =i In determining the more-likely-than-not ciiber, the Corporation evaluates all positive and
negative evidence as of the end of each reporénigg. Future adjustments, either increases oredsess, to the deferred tax asset valuation
allowance will be determined based upon chang#ssirxpected realization of the net deferred tartas The realization of the deferred tax
assets ultimately depends on the existence ofcgerfti taxable income in either the carryback orydarward periods under the tax law. Due to
significant estimates utilized in establishing Wad¢uation allowance and the potential for change®dts and circumstances, it is reasonably
possible that the Corporation will be requiredgoard adjustments to the valuation allowance inriiteporting periods. Such a charge could
have a material adverse effect on our results efatfons, financial condition and capital position.

If the Corporatior's goodwill or amortizable intangible assets becomgaired, it may adversely affect the operatinguds.

If the Corporation’s goodwill or amortizablgangible assets become impaired the Corporatignbeaequired to record a significant charge
to earnings. Under generally accepted accountimgipfes, the Corporation reviews its amortizal&ngible assets for impairment when ewv:
or changes in circumstances indicated the carryahige may not be recoverable. Goodwill is testedrfgpairment at least annually. Factors that
may be considered a change in circumstances, tntticthat the carrying value of the goodwill or attimable intangible assets may not be
recoverable, include reduced future cash flow estés, and slower growth rates in the industry.

The goodwill impairment evaluation processuiegs the Corporation to make estimates and assomspith regards to the fair value of the
reporting units. Actual values may differ signifintly from these estimates. Such differences coesdilt in future impairment of goodwill that
would, in turn, negatively impact the Corporatioreésults of operations and the reporting unit wiggredwill is recorded.

The Corporation conducted its annual evalmatiogoodwill during the fourth quarter of 2009.i3 levaluation is a two-step process. The
Step 1 evaluation of goodwill allocated to the karreporting unit, which is one level below theitgdd States business segment, indicated
potential impairment of goodwill. The Step 1 faalwe for the unit was below the carrying amount®gquity book value as of the
December 31, 2009 valuation date, requiring thepetion of Step 2. The Step 2 required a valuatiball assets and liabilities of the Florida
unit, including any recognized and unrecognizedrigtble assets, to determine the fair value ofssets. To complete Step 2, the Corporation
subtracted from the unit's Step 1 fair value theedwmined fair value of the net assets to arrivimatimplied fair value of goodwill. The results of
the Step 2 analysis indicated that the implied\alue of goodwill exceeded the goodwill carryirejue of $27 million, resulting in no goodwill
impairment. If the Corporation is required to retarcharge to earnings in the consolidated findistéements because an impairment of the
goodwill or amortizable intangible assets is detagd, the Corporation’s results of operations cdagdadversely affected.
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RISK RELATED TO BUSINESS ENVIRONMENT AND OUR INDUST RY
Difficult market conditions have affected the finamal industry and may adversely affect the Corpacat in the future.

Given that almost all of our business is i Rico and the United States and given the @egfrénterrelation between Puerto Rico’s
economy and that of the United States, the Corjmora particularly exposed to downturns in the Le&nomy. Dramatic declines in the U.S.
housing market over the past few years, with fglliome prices and increasing foreclosures, unempoy and under-employment, have
negatively impacted the credit performance of meggloans and resulted in significant write-dowhasset values by financial institutions,
including government-sponsored entities as wethagpr commercial banks and investment banks. Tiveise-downs, initially of mortgage-
backed securities but spreading to credit defavdips and other derivative and cash securitiesirim have caused many financial institutions to
seek additional capital from private and governnegtities, to merge with larger and stronger finahiastitutions and, in some cases, fail.

Reflecting concern about the stability of fimancial markets in general and the strength oihterparties, many lenders and institutional
investors have reduced or ceased providing funtdingprrowers, including other financial institutgarnrhis market turmoil and tightening of
credit have led to an increased level of commegial consumer delinquencies, erosion of consumdidamce, increased market volatility and
widespread reduction of business activity in gelndifae resulting economic pressure on consumereergion of confidence in the financial
markets has already adversely affected our indastdymay adversely affect our business, finan@atition and results of operations. The
Corporation does not expect that the difficult dtinds in the financial markets are likely to impmin the near future. A worsening of these
conditions would likely exacerbate the adverseat$fef these difficult market conditions on the @amation and other financial institutions. In
particular, the Corporation may face the followigks in connection with these events:

. The Corporation expects to face increased regulaff the financial industry resulting from theceat instability in capital markets,
financial institutions and financial system in gemleCompliance with such regulation may increaseamsts and limit our ability to
pursue business opportuniti

. The Corporation’s ability to assess the credithioess of our customers may be impaired if the elednd approaches we use to
select, manage, and underwrite the loans becora@tedictive of future behavior

. The models used to estimate losses inherentiorédit exposure require difficult, subjectivedaomplex judgments, including
forecasts of economic conditions and how these@uoanpredictions might impair the ability of therbawers to repay their loans,
which may no longer be capable of accurate estimatnd which may, in turn, impact the reliabilifytbe models

. The Corporation’s ability to borrow from othendincial institutions or to engage in sales of magtgloans to third parties (including
mortgage loan securitization transactions with goreent-sponsored entities) on favorable termst all@ould be adversely affected
by further disruptions in the capital markets drestevents, including deteriorating investor expgens.

. Competitive dynamics in the industry could chaage result of consolidation of financial servicempanies in connection with
current market condition

A prolonged economic slowdown or decline in the reatate market in the U.S. mainland could continteharm the results of operation

The residential mortgage loan origination hass has historically been cyclical, enjoying pasiof strong growth and profitability followed
by periods of shrinking volumes and industry-widsdes. The market for residential mortgage loagirations is currently in decline and this
trend could also reduce the level of mortgage
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loans the Corporation may produce in the futureadhersely affect our business. During periodssifig interest rates, refinancing originations
for many mortgage products tend to decrease ascthreomic incentives for borrowers to refinancerteaisting mortgage loans are reduced. In
addition, the residential mortgage loan originatimsiness is impacted by home values. Over thegigisteen months, residential real estate
values in many areas of the U.S. mainland havesdsed significantly, which has led to lower voluraad higher losses across the industry,
adversely impacting our mortgage business.

The actual rates of delinquencies, foreclosared losses on loans have been higher duringutihent economic slowdown. Rising
unemployment, higher interest rates or declindsumsing prices have had a greater negative effetheability of borrowers to repay their
mortgage loans. Any sustained period of increasdidgliencies, foreclosures or losses could contiadarm the Corporation’s ability to sell
loans, the prices the Corporation receives fordoéme values of mortgage loans held-for-sale sidual interests in securitizations, which could
harm the Corporation’s financial condition and tesaf operations. In addition, any material deelin real estate values would weaken the
collateral loan-toralue ratios and increase the possibility of Iéssbhorrower defaults. In such event, the Corporatiill be subject to the risk
loss on such real asset arising from borrower disfanithe extent not covered by third-party credihancement.

The Corporation’s business concentration in PuerfRico imposes risks.

The Corporation conducts its operations irraggaphically concentrated area, as its main maketerto Rico. This imposes risks from lack
of diversification in the geographical portfolioh& Corporation’s financial condition and result©pérations are highly dependent on the
economic conditions of Puerto Rico, where adveddiigal or economic developments, natural disastand other events could affect among
others, the volume of loan originations, incredselével of norperforming assets, increase the rate of forecldssses on loans, and reduce
value of the Corporation’s loans and loan servigogfolio.

The Corporation’s credit quality may be adverselfexted by Puerto Rico’s current economic condition

Beginning in March 2006 and continuing to tpdalate, a number of key economic indicators reh@wved that the economy of Puerto Rico
has been in recession during that period of time.

Construction remained weak during 2009, asiimmonwealth’s fiscal situation and decreasindipulivestment in construction projects
affected the sector. During the period from Jant@ai@ecember 2009, cement sales, an indicator métoaction activity, declined by 29.6% as
compared to 2008. As of October 2009, exports dsee by 6.8%, while imports decreased by 8.9%gathe trade, which continues since the
first negative trade balance of the last decaderegistered in November 2006. Tourism activity alsalined during 2009. Total hotel
registrations for January to October 2009 declif@d6 as compared to the same period for 2008. Dukdmuary to September 2009 new vehicle
sales decreased by 23.7%. In 2009, unemploymd®énto Rico reached 15.0%, up 3.5 points compaitd2008.

On January 14, 2010 the Puerto Rico Plannmgr@announced the release of Puerto Rico’s magnoeaic data for fiscal year 2009, ended
June 30, 2009, as well as projected figures faafigear ending on June 30, 2010. The fiscal ye@ezhowed a reduction of real GNP 8f7%,
while the projections for the fiscal year of 201 toward a positive growth of 0.7%. In genethg Puerto Rico economy continued its trend
of decreasing growth, primarily due to weaker manturing, softer consumption and decreased goverhimeestment in construction.

The above economic concerns and uncertairttyeiprivate and public sectors may also have aprad effect on the credit quality of the
Corporation’s loan portfolios, as delinquency raies expected to increase in the short-term, tiidieconomy stabilizes. Also, a potential
reduction in consumer spending may also impact tiramvother interest and non-interest revenue ssuof the Corporation.
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Rating downgrades on the Government of Puerto F's debt obligations may affect the Corporation’setfit exposure.

Even though Puerto Rico’s economy is closefggrated to that of the U.S. mainland and its gawent and many of its instrumentalities are
investment-grade rated borrowers in the U.S. chpitakets, the current fiscal situation of the Goweent of Puerto Rico has led nationally
recognized rating agencies to downgrade its deligattons in the past.

Between May 2006 and mid-2009, the Governnsdmthds were downgraded as a result of factors asitiie Government’s inability to
implement meaningful steps to curb operating experes, improve managerial and budgetary contiotd) debt levels, chronic deficits, and
government’s continued reliance on operating butigats from the Government Development Bank forfeurico.

In October and December 2009 both S&P and Msatbnfirmed the Government’s bond rating at BBad Baa3 with stable outlook,
respectively. At present, both rating agencies taairthe stable outlooks for the general obligabonds. In May 2009, S&P and Moody’s
upgraded the sales and use tax senior bonds frote AA- and from Al to Aa3, respectively due to adification in its bond resolution.

It is uncertain how the financial markets mesct to any potential future ratings downgradBuerto Rico’s debt obligations. However, the
fallout from the recent budgetary crisis and a fidesatings downgrade could adversely affect thkie of Puerto Rico’s Government
obligations.

The failure of other financial institutions could dversely affect the Corporation.

The Corporation’s ability to engage in routfnading transactions could be adversely affectethb actions and commercial soundness of
other financial institutions. Financial institut®are interrelated as a result of trading, cleagegnterparty and other relationships. The
Corporation has exposure to different industried @unterparties, and routinely execute transastwith counterparties in the financial services
industry, including brokers and dealers, commetuagaiks, investment banks, investment companiestet institutional clients. In certain of
these transactions the Corporation is requirec#d pollateral to secure the obligations to thentexparties. In the event of a bankruptcy or
insolvency proceeding involving one of such coupdeties, the Corporation may experience delayséovering the assets posted as collater
may incur a loss to the extent that the counteypaats holding collateral in excess of the obligatio such counterparty. There is no assurance
that any such losses would not materially and abhgraffect the Corporation’s financial conditiamdaresults of operations.

In addition, many of these transactions expbeeCorporation to credit risk in the event ofedadilt by our counterparty or client. In addition,
the credit risk may be exacerbated when the coflhbeld by the Corporation cannot be realizedsdiguidated at prices not sufficient to recover
the full amount of the loan or derivative exposduoe to the Corporation. There is no assuranceatiasuch losses would not materially and
adversely affect the Corporation’s financial coiwtitand results of operations.

Legislative and regulatory actions taken now ortime future as a result of the current crisis in tHeancial industry may impact our busines
governance structure, financial condition or ressliof operations

Current economic conditions, particularly lire financial markets, have resulted in governmegtilatory agencies and political bodies
placing increased focus and scrutiny on the fir@rsgrvices industry. The U.S. government haswetezd on an unprecedented scale,
responding to what has been commonly referred theafinancial crisis, by temporarily enhancing liggidity support available to financial
institutions, establishing a commercial paper fagdacility, temporarily guaranteeing money marketds and certain types of debt issuances
and increasing insurance on bank deposits.

These programs have subjected financial in&tits, particularly those participating in the UT$easurys Troubled Asset Relief Program (
“TARP”), to additional restrictions, oversight andsts. In addition, new proposals for legislationtinue to be introduced in the U.S. Congress
that could further substantially increase regulatbthe financial services industry, impose resitsns on the operations and general ability of
firms within
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the industry to conduct business consistent wigtohical practices, including in the areas of congagion, interest rates, financial product
offerings and disclosures, and have an effect okrogtcy proceedings with respect to consumer esdidl real estate mortgages, among other
things. Federal and state regulatory agenciesfedgaently adopt changes to their regulations @nge the manner in which existing regulations
are applied.

The Corporation also faces increased reguiaial regulatory scrutiny as a result of our pgoditton in the TARP. In January 2009, the
Corporation issued Series F Preferred Stock andawtsrto purchase the Corporation’s Common StotkedJ.S. Treasury under the TARP.
Pursuant to the terms of this issuance, the Cotipora prohibited from increasing the dividenderan our Common Stock in an amount
exceeding the last quarterly cash dividend paidspare, or the amount publicly announced (if lowef)Common Stock prior to October 14,
2008, which was $0.07 per share, without apprdwaithermore, as long as Series F Preferred Stsdkdsto the U.S. Treasury is outstanding,
dividend payments and repurchases or redemptidetsnggto certain equity securities, including therporations Common Stock, are prohibit
unless all accrued and unpaid dividends are paifiesies F Preferred Stock, subject to certain dichigxceptions.

On January 21, 2009, the U.S. House of Reptatees approved legislation amending the TARRigions of Emergency Economic
Stabilization Act (“EESA”) to include quarterly refing requirements with respect to lending adegt examinations by an institution’s primary
federal regulator of the use of funds and compkanith program requirements, restrictions on adtjoiss by depository institutions receiving
TARP funds and authorization for the U.S. Treadarliave an observer at board meetings of recifistitutions, among other things. On
February 17, 2009, President Obama signed intdhawAmerican Reinvestment and Recovery Act of 2@08 “ARRA”). The ARRA contains
expansive new restrictions on executive compens#tiofinancial institutions and other companiestipgating in the TARP. The ARRA
amends the executive compensation and corporatrgavce provisions of EESA. In doing so, it corgimall the same compensation and
governance restrictions and adds substantiallgstrictions in several areas. In addition, on JL;he2009, the U.S. Treasury issued regulations
implementing the compensation requirements undeARRA. The regulations became applicable to exgsTIARP recipients upon publication
in the Federal Register on June 15, 2009. The mf@ngoned compensation requirements and restretiosty adversely affect our ability to
retain or hire senior bank officers.

The U.S. House of Representatives approvegaatory reform package on December 11, 2009 (K1R3). The U.S. Senate is also
expected to consider financial reform legislatiomiolg 2010. H.R. 4173 and a “Discussion Draft” @fislation that may be introduced in the
U.S. Senate contain provisions, which would, amatingr things, establish a Consumer Financial Ptioteégency, establish a systemic risk
regulator, consolidate federal bank regulatorsgine shareholders an advisory vote on executivepemsation. Separate legislative proposals
call for partial repeal of the Gramm-Leach-Blilegt/of 1999 (the “GLB Act”), which is discussed belo

The Obama administration is also requestingg@essional action to limit the growth of the lasg¥.S. financial firms and to bar banks and
bank-related companies from engaging in proprieti@ging and from owning, investing in or sponsgriredge funds or private equity funds. A
separate legislative proposal would impose a newofdax on U.S. financial institutions as parthe 2010 budget plans in an effort to reduce
anticipated budget deficit and to recoup lossegipated from the TARP. Such an assessment is atirto be 15-basis points, levied against
bank assets minus Tier 1 capital and domestic dspttsappears that this fee or tax would be asdonly against the 50 or so largest financial
institutions in the U.S., which are those with mtiran $50 billion in assets, and therefore woultdictly affect First BanCorp. However, the
large banks that are affected by the tax may chtmseek additional deposit funding in the markaatpl driving up the cost of deposits for all
banks. The administration has also considerednadidion tax on trades of stock in financial ingiiins and a tax on executive bonuses.

The U.S. Congress has also recently adoptditi@ual consumer protection laws such as the €@did Accountability Responsibility and
Disclosure Act of 2009, and the Federal Reserveatapted numerous new regulations addressing bargdit card, overdraft and mortgage
lending practices. Additional consumer protectiegislation and regulatory activity is anticipatadhie near future.

Internationally, both the Basel Committee anBing Supervision (the “Basel Committee”) and Bmeancial Stability Board (established in
April 2009 by the Group of Twenty Finance Ministarsd Central Bank Governors to take action to gtieen regulation and supervision of the
financial system with greater international coresisty,
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cooperation and transparency) have committed se reapital standards and liquidity buffers withie banking system.

Such proposals and legislation, if finally ptexl, would change banking laws and our operativy@enment and that of our subsidiaries in
substantial and unpredictable ways. The Corporatimmot determine whether such proposals and &igislwill be adopted, or the ultimate
effect that such proposals and legislation, if émdcor regulations issued to implement the sanoedvhave upon its financial condition or
results of operations.

Monetary policies and regulations of the Federal &&ve could adversely affect our business, finahdandition and results of operation:

In addition to being affected by general ecoimoconditions, the earnings and growth of FirshBarp are affected by the policies of the
Federal Reserve. An important function of the FadBeserve is to regulate the money supply andtaredditions. Among the instruments us
by the Federal Reserve to implement these objective open market operations in U.S. Governmenrrisies, adjustments of the discount rate
and changes in reserve requirements against banusitie These instruments are used in varying coatioins to influence overall economic
growth and the distribution of credit, bank loaingestments and deposits. Their use also affetdsaist rates charged on loans or paid on
deposits.

On January 6, 2010, the member agencies digderal Financial Institutions Examination Couifitie “FFIEC"),which includes the Feder
Reserve, issued an interest rate risk advisoryngimg) banks to maintain sound practices for martpuiterest rate risk, particularly in the
current environment of historically low short-teinterest rates.

The monetary policies and regulations of thddfal Reserve have had a significant effect ompleeating results of commercial banks in the
past and are expected to continue to do so inutiued. The effects of such policies upon our busgnénancial condition and results of
operations cannot be predicted.

The Corporation faces extensive and changing govaent regulation, which may increase our costs ofthexpose us to risks related to
compliance.

Most of our businesses are subject to extenrggulation by multiple regulatory bodies. Thesgutations may affect the manner and terms of
delivery of our services. If we do not comply wgbvernmental regulations, we may be subject tosfipenalties, lawsuits or material restricti
on our businesses in the jurisdiction where théation occurred, which may adversely affect ouribess operations. Changes in these
regulations can significantly affect the servidesttwe are asked to provide as well as our costsmpliance with such regulations. In addition,
adverse publicity and damage to our reputatiorirgyisom the failure or perceived failure to complith legal, regulatory or contractual
requirements could affect our ability to attractlaatain customers. In recent years, regulatorysigkt and enforcement have increased
substantially, imposing additional costs and insieg the potential risks associated with our openat If this regulatory trend continues, it ca
adversely affect our operations and, in turn, amsolidated results of operations.

We are subiject to regulatory capital adequacy guiides, and if we fail to meet these guidelines dursiness and financial condition may be
adversely affected.

Under regulatory capital adequacy guidelimesi other regulatory requirements, the Corporaiwhthe Bank must meet guidelines that
include quantitative measures of assets, liabsligind certain off-balance sheet items, subjecu#ditqtive judgments by regulators regarding
components, risk weightings and other factors.dffail to meet these minimum capital guidelines atkebr regulatory requirements, our
business and financial condition will be materiatyd adversely affected. If we fail to maintain keglpitalized status under the regulatory
framework, or are deemed to be not well-managee@urejulatory exam procedures, or if we experig@eain regulatory violations, our status
as a financial holding company and our relatedhlity for a streamlined review process for acdtins proposals, and our ability to offer cert
financial products will be compromised.

42




Table of Contents

The imposition of additional property tax paymeritsPuerto Rico may further deteriorate our commeatj consumer and mortgage loan
portfolios.

On March 9, 2009, the Governor of Puerto Rigmed into law the Special Act Declaring a StdtEiscal Emergency and Establishing an
Integral Plan of Fiscal Stabilization to Save Podico’s Credit, Act No. 7 the “Act”). The Act imges a series of temporary and permanent
measures, including the imposition of a 0.591% sppéax applicable to properties used for resid@r{@xcluding those exempt as detailed in the
Act) and commercial purposes, and payable to tletBRico Treasury Department. This temporary mesasill be effective for tax years that
commenced after June 30, 2009 and before July1R.Zthe imposition of this special property tax Idoadversely affect the disposable income
of borrowers from the commercial, consumer and gaw¢ loan portfolios and may cause an increasaridelinquency and foreclosure rates.

RISKS RELATING TO AN INVESTMENT IN THE CORPORATION’ S SECURITIES
The market price of the Corporation’s common stoglay be subject to significant fluctuations and véldy.

The stock markets have recently experiencgl leivels of volatility. These market fluctuatidmsve adversely affected, and may continue to
adversely affect, the trading price of the Corpords common stock. In addition, the market pri¢¢éhe Corporation’s common stock has been
subject to significant fluctuations and volatilthigcause of factors specifically related to its besses and may continue to fluctuate or further
decline. Factors that could cause fluctuationsatidl or further decline in the market price dtCorporation’s common stock, many of which
could be beyond its control, include the following:

. changes or perceived changes in the conditicgratipns, results or prospects of the Corporasidmisinesses and market assessr
of these changes or perceived chan

. announcements of strategic developments, acquisiaiad other material events by the Corporatiatsa@ompetitors

. changes in governmental regulations or proposalsew governmental regulations or proposalscéffg the Corporation, including
those relating to the recent financial crisis alabgl economic downturn and those that may be §palty directed to the
Corporation;

. the continued decline, failure to stabilize akaf improvement in general market and economiwd@ns in the Corporation’s
principal markets

. the departure of key personnel,
. changes in the credit, mortgage and real estatkatss
. operating results that vary from the expectatidnmanagement, securities analysts and investods
. operating and stock price performance of compahigsinvestors deem comparable to the Corpora
Our suspension of dividends could adversely affeat stock price and result in the expansion of oboard of directors.

In March of 2009, the Board of Governors @& ffederal Reserve System issued a supervisoryrgueidetter intended to provide direction to
bank holding companies (“BHCs") on the declaratiol payment of dividends, capital redemptions aital repurchases by BHCs in the
context of their capital planning process. Theeleteiterates the long-standing Federal Reservergigory policies and guidance to the effect
that BHCs should only pay dividends from curremh@eys. More specifically, the letter heightens esgations that BHCs will inform and
consult with the Federal Reserve supervisory stafthe declaration and payment of dividends thaeed earnings for the period for which a
dividend is being paid. In consideration of theafigial results reported for the second quartere&ddae 30, 2009, the Corporation decided, as a
matter of prudent fiscal management and following Eederal Reserve guidance, to suspend paymeatwohon stock dividends and dividends
on all series of preferred stock. The Corporatiannot anticipate if and when the payment of divatemight be reinstated.
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This suspension could adversely affect thep@@tion's stock price. Further, in general, if dividendsoom preferred stock are not paid for
quarterly dividend periods or more, the authorigathber of directors of the board will be increabgdwo and the preferred stockholders will
have the right to elect two additional membershef Corporation’s board of directors until all aceitand unpaid dividends for all past dividend
periods have been declared and paid in full.

Dividends on the Corporatic’'s common stock have been suspended and a holder nw receive funds in connection with its investnten
our common stock without selling its shares of commstock.

Holders of common stock are only entitledegoaive such dividends as the Corporation’s boadirettors may declare out of funds legally
available for such payments. The Corporation anoedithe suspension of dividend payments on its comstock. In general, so long as any
shares of preferred stock remain outstanding atitithe Corporation satisfies various Federal raguly considerations, the Corporation cannot
declare, set apart or pay any dividends on shdrie dCorporatiors common stock unless all accrued and unpaid didslen its preferred sto
for the twelve monthly dividend periods ending be timmediately preceding dividend payment date e paid or are paid
contemporaneously and the full monthly dividendtsrpreferred stock for the then current month ltegesn or is contemporaneously declared
paid or declared and set apart for payment. Furtbes, prior to January 16, 2012, unless the Cotmordas redeemed all of the shares of
Series F Preferred Stock (or any successor sexorithe U.S. Treasury has transferred all of Sdfi€referred Stock (or any successor security)
to third parties, the consent of the U.S. Treasuliybe required for the Corporation to, among attiéngs, increase the dividend rate per sha
Common Stock above $0.07 per share or to repuraraseleem equity securities, including the Corfionss common stock, subject to certain
limited exceptions. This could adversely affect tharket price of the Corporation’s common stoclsAlthe Corporation is a bank holding
company and its ability to declare and pay divideisddependent on certain Federal regulatory cerains, including the guidelines of the
Federal Reserve regarding capital adequacy andatids. Moreover, the Federal Reserve and the FBN€ issued policy statements stating
bank holding companies and insured banks shouldrgliy pay dividends only out of current operateagnings. In the current financial and
economic environment, the Federal Reserve hasatatichat bank holding companies should carefeNyew their dividend policy and has
discouraged dividend pay-out ratios that are atl®@ or higher level unless both asset qualitycapital are very strong.

In addition, the terms of the Corporation’sstanding junior subordinated debt securities Igltrusts that issue trust preferred securities
prohibit the Corporation from declaring or payingalividends or distributions on its capital stokicluding its common stock and preferred
stock, or purchasing, acquiring, or making a ligion payment on such stock, if the Corporationdiaen notice of its election to defer interest
payments but the related deferral period has notgmmenced or a deferral period is continuing.

Offerings of debt, which would be senior to the coman stock upon liquidation and/or to preferred edyisecurities, which may be senior to
the common stock for purposes of dividend distrilmuis or upon liquidation, may adversely affect thearket price of the common stock.

The Corporation may attempt to increase ifstabresources or, if its or the capital ratiod-astBank fall below the required minimums, the
Corporation or FirstBank could be forced to raiddiional capital by making additional offeringsadbt or preferred equity securities, includ
medium-term notes, trust preferred securities,@emi subordinated notes and preferred stock. Uigoidation, holders of debt securities and
shares of preferred stock and lenders with redpeather borrowings will receive distributions bftCorporation’s available assets prior to the
holders of the common stock. Additional equity dfigs may dilute the holdings of existing stockleklor reduce the market price of the
common stock, or both.

The Corporatiors board of directors is authorized to issue onmare classes or series of preferred stock from tortane without any actic
on the part of the stockholders. The Corporatididard of directors also has the power, withaatldtolder approval, to set the terms of any ¢
classes or series of preferred stock that maysaed; including voting rights, dividend rights gméferences over the common stock with
respect to dividends or upon the Corporation’saig®n, winding up and liquidation and other terrtighe Corporation issues preferred shares
in the future that have a preference over the comstock with respect to the payment of dividendapn liquidation, or if the Corporation
issues preferred shares with voting rights thattelithe voting power of the
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common stock, the rights of holders of the comntonlksor the market price of the common stock cdiddhdversely affected.

There may be future dilution of the Corporation’sommmon stock.

In January 2009, in connection with the U.&aBury’s TARP Capital Purchase Program, estalliakepart of the Emergency Economic
Stabilization Act of 2008, the Corporation issuedhe U.S. Treasury 400,000 shares of its Fixe@ Raimulative Perpetual Preferred Stock,
Series F, $1,000 liquidation preference value pares In connection with this investment, the Coafion also issued to the U.S. Treasury a
warrant to purchase 5,842,259 shares of the Cdipos common stock (the “Warrant”) at an exergisiee of $10.27 per share. The Warrant
has a 10-year term and is exercisable at any fiilme.exercise price and the number of shares isswgdan exercise of the Warrant are subject to
certain anti-dilution adjustments. In additioncimnnection with its sale of 9,250,450 shares of room stock to the Bank of Nova Scotia
("BNS”), the Corporation agreed to give BNS an atiliition right and a right of first refusal whelmet Corporation sells shares of common stock
to third parties. The possible future issuanceqoiity securities through the exercise of the Waraario BNS as a result of its rights could affect
the Corporation’s current stockholders in a nundfevays, including by:

. diluting the voting power of the current holdefscommon stock (the shares underlying the Wamgprtesent approximately 6% of the
Corporation’s outstanding shares of common stoaif @ecember 31, 2009 and BNS owns 10% of the Qatfmm’s shares of common
stock);

. diluting the earnings per share and book valueshpare of the outstanding shares of common stock
. making the payment of dividends on common stockenexpensive

Also, recent increases in the allowance for loashlaase losses resulted in a reduction in the atfithe Corporation’s tangible common
equity. Given the focus on tangible common equijtydgulatory authorities and rating agencies, tbegpGration may be required to raise
additional capital through the issuance of add@la@ommon stock in future periods to increase tifuagible common equity. However, no
assurance can be given that the Corporation wiltide to raise additional capital. An increasehimm €orporation’s capital through an issuance of
common stock could have a dilutive effect on thisteng holders of our Common Stock and may advgra#ect its market price.
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Iltem 1B. Unresolved Staff Comments

None.

Item 2. Properties
As of December 31, 2009, First BanCorp owtnedftllowing three main offices located in Pueriod?

Main offices

- Headquarters — Located at First Federal Bugid1519 Ponce de Ledn Avenue, Santurce, Puecm, Ril6 story office building.
Approximately 60% of the building, an undergrouhckee level parking lot and an adjacent parkingtetowned by the Corporatic

- EDP & Operations Center — A five-story sturet located at 1506 Ponce de Ledn Avenue, SantbBtmafo Rico. These facilities are
fully occupied by the Corporatio

- Consumer Lending Center — A three-story hoddwith a three-level parking lot located at 876z Rivera Avenue, Hato Rey,
Puerto Rico. These facilities are fully occupiedthy Corporation

- In addition, during 2006, First BanCorp puaskd a building located on 1130 Mufioz Rivera Avehlato Rey, Puerto Rico. These
facilities are being renovated and expanded toracoodate branch operations, data processing, adnaiive and certain headquarter
offices. FirstBank expects to commence occupansuimmer 201C

The Corporation owned 24 branch and officenpses and auto lots and leased 117 branch prenvsesand office centers and other
facilities. In certain situations, financial sergcsuch as mortgage, insurance businesses and coalrhanking services are located in the same
building. All of these premises are located in Pu®ico, Florida and in the U.S. and British Virdglands. Management believes that the
Corporation’s properties are well maintained arelsasitable for the Corporation’s business as ptseonducted.

Item 3. Legal Proceedings

The Corporation and its subsidiaries are d#dats in various lawsuits arising in the ordinapurse of business. In the opinion of the
Corporations management the pending and threatened legalgaiogss of which management is aware will not haweagerial adverse effect
the financial condition or results of operationgtef Corporation.
Item 4. Reserved
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PART Il

Item 5. Market for Registrant's Common Equity and Related Stockholder Matters and Issuer Purchases &quity Securities
Information about Market and Holders

The Corporation’s common stock is traded anNlew York Stock Exchange (“NYSE”) under the symBBP. On December 31, 2009, there
were 540 holders of record of the Corporation’s swn stock.

The following table sets forth, for the calanduarters indicated, the high and low closingsakices and the cash dividends declared on the
Corporation’s common stock during such periods.

Dividends
Quarter Ended High Low Last per Share
2009:
Decembe $ 2.8¢ $ 1.51 $ 2.3C $ —
Septembe 4.2C 3.01 3.0t —
June 7.5t 3.9t 3.9t 0.07
March 11.0¢ 3.6 4.2¢€ 0.07
2008:
Decembe $12.17 $ 7.91 $11.1¢ $0.07
Septembe 12.0C 6.0t 11.0¢ 0.07
June 11.2C 6.3 6.34 0.07
March 10.9% 7.5¢€ 10.1¢ 0.07
2007:
Decembe $10.1¢ $ 6.1F $ 7.2¢ $0.07
Septembe 11.0¢ 8.62 9.5(C 0.07
June 13.6¢ 10.9¢ 10.9¢ 0.07
March 13.52 9.0¢ 13.2¢ 0.07

First BanCorp has five outstanding seriesaf convertible preferred stock: 7.125% non-cumuéagierpetual monthly income preferred
stock, Series A (liquidation preference $25 perasha.35% non-cumulative perpetual monthly incgmeferred stock, Series B (liquidation
preference $25 per share); 7.40% non-cumulativegbeal monthly income preferred stock, Series Quitlation preference $25 per share);
7.25% non-cumulative perpetual monthly income prefitstock, Series D (liquidation preference $25gbare,); and 7.00% non-cumulative
perpetual monthly income preferred stock, Seri¢égHidation preference $25 per share) (colleciivreferred Stock™), which trade on the
NYSE.

On January 16, 2009, the Corporation issugbeadJ.S. Treasury the Series F Preferred StocktemtVarrant, which transaction is described
in Item 1 — Recent Significant Events on page 9.

The Series A, B, C, D, E and F Preferred Stack on parity with respect to dividend rights aigghts upon liquidation, winding up or
dissolution. Holders of each series of preferredlstre entitled to receive cash dividends, whermaral if declared by the board of directors of
First BanCorp out of funds legally available fovidiends. The Purchase Agreement of the SeriesferRed stock contains limitations on the
payment of dividends on common stock, includingtiimg regular quarterly cash dividends to an amaowitexceeding the last quarterly cash
dividend paid per share, or the amount publiclycamted (if lower), of common stock prior to Octolidr 2008, which is $0.07 per share.

The terms of the Corporation’s preferred stdolnot permit the Corporation to declare, settapapay any dividend or make any other
distribution of assets on, or redeem, purchasegsat or otherwise acquire shares of common stock any other class of stock of First
BanCorp ranking junior to the preferred stock, galell accrued and unpaid dividends on the prefesteck and any parity stock, for the twelve
monthly dividend periods ending on the immediafiyceding dividend payment date, shall have be&hgraare paid contemporaneously;
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the full monthly dividend on the preferred stocldamy parity stock for the then current month heesrbor is contemporaneously declared and
paid or declared and set apart for payment; an€drporation has not defaulted in the payment efrddemption price of any shares of the
preferred stock and any parity stock called foeragtion. If the Corporation is unable to pay if the dividends on the preferred stock and on
any other shares of stock of equal rank as to dyenpnt of dividends, all dividends declared upangreferred stock and any such other shares
of stock will be declared pro rata.

The Corporation may not issue shares rankiage dividend rights or rights on liquidation, @ing up and dissolution, senior to the Series A,
B, C, D, E and F Preferred Stock, except with thiesent of the holders of at least two-thirds ofdbéstanding aggregate liquidation preference
of the Series A, B, C, D, E and F Preferred Stock.

Dividends

The Corporation has a policy of paying qudyteash dividends on its outstanding shares of comstock subject to its earnings and finar
condition. On July 30, 2009 after reporting a asslfor the quarter ended June 30, 2009, the Catipprannounced that the Board of Directors
resolved to suspend the payment of the common eefdrped dividends (including the Series F Prefé@&ock dividends), effective with the
preferred dividend for the month of August 2009ribg 2009, the Corporation declared a cash divid&rD.07 per share for the first two
quarters of the year. During years 2008 and 20@Corporation declared a cash dividend of $0.0pare for each quarter of such years. The
Corporation’s ability to pay future dividends wilecessarily depend upon its earnings and finanoradition. See the discussion under
“Dividend Restrictions” under Item 1 for additioriaformation concerning restrictions on the paynefdividends that apply to the Corporation
and FirstBank.

First BanCorp did not purchase any of its ggsecurities during 2009 or 2008.

The Puerto Rico Internal Revenue Code reqtiresvithholding of income tax from dividend incomerived by resident U.S. citizens, spe
partnerships, trusts and estates and non-resid&ntcitizens, custodians, partnerships, and cotipiafrom 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 edatherwise. 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 takhhgld. If the taxpayer does not make this
election on the tax return, then he can exclude fgooss income the distributions received and teplowithout claiming the credit for the tax
withheld.

Nonresident U.S. Citizens

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

U.S. Corporations and Partnerships

Corporations and partnerships not organizettuRuerto Rico laws that have not engaged in wadeisiness in Puerto Rico during the
taxable year in which the dividend is paid are sabjo the 10% dividend tax withholding. Corporatar partnerships not organized under the
laws of Puerto Rico that have engaged in tradeusiniess in Puerto Rico are not subject to the 10¥haiding, but they must declare the
dividend as gross income on their Puerto Rico inetew return.
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Securities authorized for issuance under equity qoemsation plans

The following summarizes equity compensatitamp approved by security holders and equity corsgion plans that were not approved by
security holders as of December 31, 2009:

Number of Securities
Weighteo-Average Remaining Available for

Number of Securities Exercise Price of  Future Issuance Under
to be Issued Upor Qutstanding Equity Compensation
Exercise of Outstanding Options, warrants Plans (Excluding Securitie
Options and rights Reflected in Column (A))
Plan category (A) (B) (©)
Equity compensation plans approved by stockhol 2,481,311(1)$ 13.4¢ 3,767,78:(2)
Equity compensation plans not approved by stocldrs N/A N/A N/A
Total 2,481,31I $ 13.4¢ 3,767,78

(1) Stock options granted under the 1997 stotlonpplan which expired on January 21, 2007. Alistending awards under the stock option
plan continue in full forth and effect, subjecttieir original terms and the shares of common stoaerlying the options are subject to

adjustments for stock splits, reorganization armtosimilar events

(2) Securities available for future issuance uride First BanCorp 2008 Omnibus Incentive Plae (fhmnibus Plan”) approved by
stockholder on April 29, 2008. The Omnibus Planvjates for equity-based compensation incentives ‘@@eards”) through the grant of
stock options, stock appreciation rights, restdcattock, restricted stock units, performance shaned other stock-based awards. This plan
allows the issuance of up to 3,800,000 sharesmhoon stock, subject to adjustments for stock spisrganization and other similar

events.
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STOCK PERFORMANCE GRAPH

The following Performance Graph shall not be deemedrporated by reference by any general statermarrporating by reference this
Annual Report olForm 10-K into any filing under the Securities A€t1933, as amended (the “Securities Act”) or theliange Act, except to
the extent that First BanCorp specifically incorptes this information by reference, and shall nbeowise be deemed filed under these Acts.

The graph below compares the cumulative sitadkholder return of First BanCorp during the nobeasient period with the cumulative total
return, assuming reinvestment of dividends, of38& 500 Index and the S&P Supercom Banks Index“Reer Group”). The Performance
Graph assumes that $100 was invested on Decemp20@4 in each of First BanCorp’ common stock, 38> 500 Index and the Peer Group.
The comparisons in this table are set forth insasp to SEC disclosure requirements, and are tirerabt intended to forecast or be indicative
of future performance of First BanCorp’s commorckto

The cumulative total stockholder return wataoted by dividing (i) the cumulative amount of idiends per share, assuming dividend
reinvestment since the measurement point, DeceBihe?004, plus (ii) the change in the per shareggince the measurement date, by the ¢
price at the measurement date.

FERFORMANCE OF FIRST BANCORP'S
COMMOMN STOCK BASED ON TOTAL RETURN
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth certain seléatensolidated financial data for each of the firears in the period ended December 31, 2009.

This information should be read in conjunction vittle audited consolidated financial statementsthadelated notes thereto.

SELECTED FINANCIAL DATA

(Dollars in thousands except for per share data anfinancial ratios results)

Condensed Income Statements
Total interest incom
Total interest expens
Net interest incom
Provision for loan and lease los:
Nonr-interest incomt
Non-interest expense
(Loss) income before income tax
Income tax (expense) bene
Net (loss) incomu
Net (loss) income attributable to common
stockholders

Per Common Share Results
Net (loss) income per common share b
Net (loss) income per common share dilt
Cash dividends declart
Average shares outstandi
Average shares outstanding dilu
Book value per common she
Tangible book value per common sh®)

Balance Sheet Data

Loans and loans held for s

Allowance for loan and lease loss

Money market and investment securi

Intangible Asset

Deferred tax asset, n

Total asset

Deposits

Borrowings

Total preferred equit

Total common equit

Accumulated other comprehensive income (loss
net of tax

Total equity

Selected Financial Ratios (In Percent)
Profitability:
Return on Average Asse
Return on Average Total Equi
Return on Average Common Equ
Average Total Equity to Average Total Ass
Interest Rate Spred1(2)
Interest Rate Margi()(@
Tangible common equity rat(@
Dividend payout ratic
Efficiency ratio®)

Asset Quality:

Allowance for loan and lease losses to loans
receivable

Net charg-offs to average loar
Provision for loan and lease losses to net cl-offs
Non-performing assets to total ass
Non-performing loans to total loans receiva
Allowance to total no-performing loan:

Year Ended December 31

2009 2008 2007 2006 2005
$ 996,57 $ 1,126,89 $ 1,189,24 $ 1,288,81: $ 1,067,599
477,53: 599,01¢ 738,23: 845,11¢ 635,27:
519,04: 527,88: 451,01¢ 443,69 432,31¢
579,85t 190,94t 120,61( 74,991 50,64
142,26 74,64: 67,15¢ 31,33¢ 63,077
352,10: 333,37: 307,84 287,96! 315,13:
(270,65) 78,20¢ 89,71¢ 112,07¢ 129,62(
(4,539 31,73: (21,587 (27,447 (15,016
(275,18) 109,93 68,13¢ 84,63¢ 114,60
(322,07Y 69,66 27,86( 44 ,35¢ 74,32¢
$ (3.49) $ 0.7t $ 0.32 $ 0.54 $ 0.92
$ (3.4¢) $ 0.7t $ 0.32 $ 0.5z $ 0.9C
$ 0.14 $ 0.2¢ $ 0.2¢ $ 0.2¢ $ 0.2¢
92,51 92,50¢ 86,54¢ 82,83t 80,847
92,51 92,64+ 86,86¢ 83,13¢ 82,771
$ 7.2t $ 10.7¢ $ 9.47 $ 8.1¢ $ 8.01
$ 6.7¢ $ 10.22 $ 8.87 $ 7.5C $ 7.2¢
$13,949,22 $13,088,29 $11,799,74 $11,263,98 $12,685,92'
528,12( 281,52¢ 190,16¢ 158,29¢ 147,99¢
4,866,61 5,709,15. 4,811,41: 5,544,18: 6,653,92:
44,69¢ 52,08: 51,03« 54,90¢ 58,29:
109,19° 128,03 90,13( 162,09¢ 130,14(
19,628,44. 19,491,26 17,186,93 17,390,25 19,917,65
12,669,04 13,057,43 11,034,52 11,004,28 12,463,75.
5,214,14 4,736,67! 4,460,001 4,662,27. 5,750,19
928,50¢ 550,10( 550,10( 550,10( 550,10(
644,06: 940,62¢ 896,81( 709,62( 663,41¢
26,49: 57,38¢ (25,264) (30,1679 (15,675
1,599,06. 1,548,11 1,421,641 1,229,55. 1,197,84.
(2.3¢ 0.5¢ 0.4C 0.44 0.64
(14.89) 7.6 5.14 7.0€ 8.9¢
(34.0%) 7.8¢ 3.5¢ 6.8E 10.2:
9.3¢ 7.74 7.7C 6.2t 7.0¢
2.62 2.8¢ 2.2¢ 2.3 2.87
2.9¢ 3.2C 2.8¢ 2.84 3.2¢
3.2C 4.87 4,7¢ 3.6C 2.97
(4.02 37.1¢ 88.3¢ 52.5( 30.4¢
53.2¢ 55.3¢ 59.41 60.62 63.61
3.7¢ 2.1t 1.61 1.41 1.17
2.4¢ 0.87 0.7¢ 0.5t 0.3¢
1.74x 1.7€x 1.3€x 1.1€x 1.12x
8.71 3.27 2.5€ 1.54 0.7t
11.2¢ 4.4¢ 3.5C 2.24 1.0€
33.71 47 .9 46.0¢ 62.7¢ 110.1¢



Allowance to total non-performing loans, excludi
residential real estate loa 47.0¢ 90.1¢€ 93.2¢ 115.3¢ 186.0¢

Other Information:
Common Stock Price: End of peri $ 2.3(C $ 11.1¢ $ 7.2¢ $ 9.5¢ $ 12.41

(1) Non-gaap measures. Refer“Capita” discussion below for additional information of tt@mponents and reconciliation of these meas!
(2) On atax equivalent basis (s*Net Interest Incon” discussion below’

(3) Nonr-interest expenses to the sum of net interest iecand non-interest income. The denominator incli@srecurring income and
changes in the fair value of derivative instrumertd financial instruments measured at fair ve
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following Management’s Discussion and Asa of Financial Condition and Results of Openmadicelates to the accompanying
consolidated audited financial statements of BestCorp (the “Corporation” or “First BanCorp”) astiould be read in conjunction with the
audited financial statements and the notes thereto.

DESCRIPTION OF BUSINESS

First BanCorp is a diversified financial haldicompany headquartered in San Juan, Puerto Rexing a full range of financial products to
consumers and commercial customers through vasiosidiaries. First BanCorp is the holding compahlyirstBank Puerto Rico (“FirstBank”
or the “Bank”), Grupo Empresas de Servicios Finaras (d/b/a “PR Finance Group”) and FirstBank lasge Agency. Through its wholly-
owned subsidiaries, the Corporation operates afficdPuerto Rico, the United States and BritistgMirslands and the State of Florida
(USA) specializing in commercial banking, residahthortgage loan originations, finance leases,greisloans, small loans, auto loans,
insurance agency and broker-dealer activities.

OVERVIEW OF RESULTS OF OPERATIONS

First BanCorp’s results of operations depemahgrily upon its net interest income, which is tliference between the interest income earned
on its interest-earning assets, including investrsenurities and loans, and the interest expensts arterest-bearing liabilities, including
deposits and borrowings. Net interest income iscéfd by various factors, including: the interesé Iscenario; the volumes, mix and compos
of interest-earning assets and interest-bearifitias; and the re-pricing characteristics ofsb@ssets and liabilities. The Corporation’s result
of operations also depend on the provision for laad lease losses, which significantly affectedrésailts for the year ended December 31,
2009, non-interest expenses (such as personnelpaccy and other costs), non-interest income (malvice charges and fees on loans and
deposits and insurance income), the results dieitiying activities, gains (losses) on investmegds)s (losses) on mortgage banking activities,
and income taxes which also significantly affec2@09 results.

Net loss for the year ended December 31, 2008unted to $275.2 million or $(3.48) per dilutesnenon share, compared to net income of
$109.9 million or $0.75 per diluted common shame2@08 and net income of $68.1 million or $0.32 giéuted common share for 2007.

The Corporation’s financial results for 20@8,compared to 2008, were principally impacted(®yn increase of $388.9 million in the
provision for loan and lease losses attributabliagosignificant increase in the volume of non-perfing and impaired loans, the migration of
loans to higher risk categories, increases inflas®rs used to determine general reserves to atfouincreases in charge-offs, delinquency
levels and weak economic conditions, and the olvgralvth of the loan portfolio, (ii) an increase$86.3 million in income tax expense, affec
by a non-cash increase of $184.4 million in thepBoeation’s deferred tax asset valuation allowanee th losses incurred in 2009, (iii) an
increase of $18.7 million in non-interest experdi@gen by increases in the FDIC deposit insurarreenpum partially offset by a reduction in
employees’ compensation and benefit expenses,igna decrease of $8.8 million in net interest imeomainly due to lower loan yields
adversely affected by the higher volume of non-gening loans and the repricing of adjustable rat@mercial and construction loans tied to
short-term indexes. These factors were partialiyedfby an increase of $67.6 million in non-intéiesome primarily due to realized gains of
$86.8 million on the sale of investment securitre2009, mainly U.S. Agency mortgage-backed seiesrit
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The following table summarizes the effecthod aforementioned factors and other factors tlgaifstantly impacted financial results in
previous years on net (loss) income attributableoitmomon stockholders and (loss) earnings per conshare for the last three years:

Year Ended December 31
2009 2008 2007
Dollars Per Share Dollars Per Share Dollars Per Share
(In thousands, except for per common share amount

Net income attributable to comm:

stockholders for prior ye: $ 69,66 $ 0.7% $ 27,86( $ 0.3Z $ 44,35¢ $ 0.5:
Increase (decrease) from change:
Net interest incom (8,839 (0.10) 76,86¢ 0.8¢ 7,322 0.0¢
Provision for loan and lease los: (388,91() (4.20) (70,339 (0.87) (45,619 (0.55)
Net gain (loss) on investments &

impairments 63,95 0.6¢ 23,91¢ 0.2¢ 5,46¢ 0.0€

Gain (loss) on partial extinguishment

and recharacterization of secured

commercial loans to local financial

institutions — — (2,499 (0.03) 13,137 0.1¢
Gain on sale of credit card portfo — — (2,819 (0.09) 2,31¢ 0.0z
Insurance reimbursement and other

agreements related to a contingency

settlemen — — (15,07%) (0.17) 15,07t 0.1¢
Other norinterest incom 3,66¢ 0.04 3,95¢ 0.0t ave) —
Employee’ compensation and benef 9,11¢ 0.1C (1,490 (0.02) (12,84() (0.15)
Professional fee 597 0.01 4,94; 0.0€ 11,34« 0.13
Deposit insurance premiu (30,477) (0.3%) (3,429 (0.09 (5,079 (0.06)
Net loss on REO operatiol (490) (0.01 (18,979 (0.22) (2,382 (0.09)
Core deposit intangible impairme (3,989 (0.09) — — —
All other operating expenst 6,50¢ 0.07 (6,58%) (0.0¢) (20,929 (0.13)
Income tax provisiol (36,26¢) (0.39) 53,31¢ 0.61 5,85¢ 0.07
Net (loss) income before changes

preferred stock dividends, preferre

discount amortization and change

average common shar (315,469 (3.4)) 69,66 0.8C 27,86( 0.3¢
Change in preferred dividends and

preferred discount amortizatic (6,612) (0.0%) — — — —
Change in average common shares — — — (0.0 — (0.07)
Net (loss) income attributable

common stockholdel $(322,07Y) $ (3.4%) $ 69,66 $ 0.7t $ 27,86( $ 0.32

(1) For 2008, mainly attributed to the sale @38 million common shares to the Bank of Nova Sc@tscotiabank”) in the second half of
2007.

. Net loss for the year ended December 31, 2009 ®@5.3 million compared to net income of $109.9 imilland net income ¢
$68.1 million for the years ended December 31, 20882007, respectivel

. Diluted loss per common share for the year efgistember 31, 2009 amounted to $(3.48) comparedrtorgs per diluted share of $0.75
and $0.32 for the years ended December 31, 2002@0id respectively

. Net interest income for the year ended Decembe2@19 was $519.0 million compared to $527.9 milliord $451.0 million for the yea
ended December 31, 2008 and 2007, respectivelyinkeest spread and margin on an adjusted taxalguit basis (for definition and
reconciliation of this non-GAAP measure, refertie‘tNet Interest Income’discussion below) were 2.62% and 2.93%, respegtideiwn
21 and 27 basis points from 2008. The decreas20@® compared to 2008 was mainly associated wsigraficant increase in non-
performing loans and the repricing of floating-ratenmercial and construction loans at lower ratestd decreases in market interest rates
such as three-month LIBOR and the Prime rate, &vaugh the Corporation is actively increasing sp@sean loan renewals. The
Corporation increased the use of interest rata$lcdonew commercial and construction loans agredsnend renewals in 2009 to protect
net interest margins going forward. Lower loan gseinore than offset the benefit of lower short-teates in the average cost of funding
and the increase in average inte-earning assets. Refer to 1*Net Interest Incon” discussion below for additional informatic

The increase in net interest income for 2008, coepto 2007, was mainly associated with a decreasee average cost of funds result
from lower short-term interest rates and, to adesgtent, a higher volume of interest-earning tas3de decrease in funding costs more
than offset lower loans yields resulting from teenicing of variable-rate construction and comrradrgans tied to short-term indexes and
from a higher volume of n-accrual loans

. The provision for loan and lease losses for 20898 $579.9 million compared to $190.9 million ari@®.6 million for 2008 and 2007,
respectively. The increase for 2009, as compar@®@8, was mainly attributab
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to the significant increase in non-performingris and increases in specific reserves for img@ioenmercial and construction loans. Also,
the migration of loans to higher risk categoried artreases to loss factors used to determineehergl reserve allowance contributed to
the higher provisior

The increase for 2008, as compared to 2007 maasly attributable to the significant increasalalinquency levels and increases in
specific reserves for impaired commercial and qoietibn loans. During 2008, the Corporation experéd continued stress in the credit
quality of and worsening trends on its constructman portfolio, in particular, condo-conversiomihs affected by the continuing
deterioration in the health of the economy, an swpply of new homes and declining housing priceabéUnited States and on its
commercial loan portfolio which was adversely imjgacby deteriorating economic conditions in Pu®to. Also, higher reserves for
residential mortgage loans in Puerto Rico and énlhited States were necessary to account forrduiteisk tied to recessionary
conditions in the econom

Refer to the “Provision for Loan and Lease les8sand “Risk Management” discussions below foritholthl information and further
analysis of the allowance for loan and lease loasedso-performing assets and related rat

. Nor-interest income for the year ended December 309 2@as $142.3 million compared to $74.6 million &&F.2 million for the years
ended December 31, 2008 and 2007, respectivelyinbhhease in non-interest income in 2009, comp&reaD08, was mainly related to a
$59.6 million increase in realized gains on the sdlinvestment securities, primarily reflectin§#0.9 million gain on the sale of
mortgage-backed securities (“MBS”) (mainly U.S. agjefixed-rate MBS), compared to realized gaingtensale of MBS of $17.7 million
in 2008. In an effort to manage interest rate rasld taking advantage of favorable market valuatiapproximately $1.8 billion of U.S.
agency MBS (mainly 30 year fixed-rate U.S. agend3)were sold in 2009, compared to approximateB6Smillion of U.S. agency
MBS sold in 2008. Also contributing to higher narterest income was the $5.3 million increase img&om mortgage banking activities,
due to the increased volume of loan sales and itigatibns. Servicing assets recorded at the tifreate amounted to $6.1 million for 20
compared to $1.6 million for 2008. The increase manly related to $4.6 million of capitalized seiag assets in connection with the
securitization of approximately $305 million FHA/Vidortgage loans into GNMA MBS. For the first tirmeseveral years, the Corporat
has been engaged in the securitization of morteges since early 200

The increase in non-interest income in 200&ared to 2007, was related to a realized gairl@fBmillion on the sale of investment
securities (mainly U.S. sponsored agency fixedBS) and to the gain of $9.3 million on the salgart of the Corporation’s investment
in VISA in connection with VISA’s initial public déring (“IPO”). A surge in MBS prices, mainly due announcements of the Federal
Reserve (“FED”) that it will invest up to $600 lulh in obligations from U.S. government-sponsorgdreies, including $500 billion in
MBS, provided an opportunity to realize a salepgraximately $284 million fixed-rate U.S. agency BBt a gain of $11.0 million. Early
in 2008, a spike and subsequent contraction i dptead for U.S. agency MBS also provided an dppiy for the sale of approximately
$242 million and a realized gain of $6.9 millionigHer point of sale (POS) and ATM interchange femme and an increase in fee income
from cash management services provided to corpotetmers also contributed to the increase inintarest income. The increase in
non-interest income attributable to these actisiti@s partially offset, when comparing 2008 to 20@/7isolated events such as the

$15.1 million income recognition for reimbursemehexpenses, mainly from insurance carriers, rdltdehe class action lawsuit settle
2007, and a gain of $2.8 million on the sale ofedit card portfolio and of $2.5 million on the pafextinguishment and recharacteriza
of a secured commercial loan to a local finaneiatitution that were all recognized in 20!

Refer to“Non-Interest Incom” discussion below for additional informatic

. Nor-interest expenses for 2009 was $352.1 million careg to $333.4 million and $307.8 million for 20&&d 2007, respectively. The
increase in non-interest expenses for 2009, as amdpgo 2008, was principally attributable to:a(i) increase of $30.5 million in the FDIC
deposit insurance premium, including $8.9 million the special assessment levied by the FDIC i® 20(@ increases in regular
assessment rates, (ii) a $4.0 million core depoingible impairment charge, and (iii) a $1.8 millincrease in the reserve for probable
losses on outstanding unfunded loan commitments.aftrementioned increases were partially offseldnyreases in certain controllable
expenses such as: (i) a $9.1 million decrease pl®mes’ compensation and benefit expenses, dadawer headcount and reductions in
bonuses, incentive compensation and overtime c@$ta,$3.4 million decrease in business promogapenses due to a low
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level of marketing activities, and (iii) a $Inillion decrease in taxes, other than income tagtegen by a reduction in municipal taxes
which are assessed based on taxable gross rev

The increase in non-interest expenses for 2808pmpared to 2007, was principally attributabi€i) a higher net loss on REO operations
that increased to $21.4 million for 2008 from $&hdlion for 2007, driven by a higher inventory @&jpossessed properties and declining
real estate prices, mainly in the U.S. mainlandt tave caused write-downs on the value of repssdgsoperties, and (ii) an increase of
$3.4 million in deposit insurance premium expersethe Corporation used available one-time creaglitgfset the premium increase in
2007 resulting from a new assessment system adbptéee FDIC, and (iii) higher occupancy and equépirexpenses, an increase of

$2.9 million tied to the growth of the Corporatisrdperations. The Corporation was able to contthegrowth of its operations without
incurring substantial additional non-interest exggmas reflected by a slight increase of 2% ininterest expenses, excluding the increase
in REO operations losses. Modest increases wemradxs in occupancy and equipment expenses, arasei@ $2.9 million, and in
employees’ compensation and benefit, an increa$d .&fmillion. Refer to “Non-Interest Expenses”dission below for additional
information.

. For 2009, the Corporation recorded an incomeigense of $4.5 million, compared to an incomebixefit of $31.7 million for 2008.
The income tax expense for 2009 mainly resultenhftioe aforementioned $184.4 million non-cash ingeda the valuation allowance for
the Corporatiors deferred tax asset. The increase in the valuatiowance was driven by the losses incurred ir2bat placed FirstBar
in a thre-year cumulative loss position as of the end ofttir@ quarter of 200¢

For 2008, the Corporation recorded an incomemefit of $31.7 million, compared to an incorar éxpense of $21.6 million for 2007.
The fluctuation was mainly related to lower taxaibleome. A significant portion of revenues was dedi from tax-exempt assets and
operations conducted through the international lman&ntity, FirstBank Overseas Corporation. Al$e positive fluctuation in financial
results was impacted by two transactions: (i) @real of $10.6 million of Unrecognized Tax Benefitd TBs") during the second quarter
of 2008 for positions taken on income tax returas t the lapse of the statute of limitations for 2003 taxable year, and (ii) the
recognition of an income tax benefit of $5.4 mitlim connection with an agreement entered into WighPuerto Rico Department of
Treasury during the first quarter of 2008 that lelished a multi-year allocation schedule for dethilitty of the $74.25 million payment
made by the Corporation during 2007 to settle arsies class action sui

Refer to“Income Taxe” discussion below for additional informatic

. Total assets as of December 31, 2009 amountedX6 $illion, an increase of $137.2 million compate®19.5 billion as of December :
2008. The Corporation’s loan portfolio increasedp8$0.9 million (before the allowance for loan deadse losses), driven by new
originations, mainly credit facilities extendedthe Puerto Rico Government and/or its politicalduisions. Also, an increase of
$298.4 million in cash and cash equivalents couteb to the increase in total assets, as the Catiparimproved its liquidity position as a
precautionary measure given current volatile macketitions. Partially offsetting the increaseodans and liquid assets was a
$790.8 million decrease in investment securitieiwed by sales and principal repayments of M

. As of December 31, 2009, total liabilities amahto $18.0 billion, an increase of $86.2 milliencmmpared to $17.9 billion as of
December 31, 2008. The increase in total liabditi@s mainly attributable to an increase of $818aniin short-term advances from the
FED and FHLB and an increase of $480 million in#ookered deposits, partially offset by a decre#sg868.4 million in brokered CDs
and a decrease of $344.4 million in repurchaseeageats. The Corporation has been reducing thenoglian brokered CDs and is focused
on core deposit growth initiatives in all of the nkets served

. The Corporation’s stockholders’ equity amount®1.6 billion as of December 31, 2009, an incredk50.9 million compared to the
balance as of December 31, 2008, driven by the $4i0i@n investment by the United States Departmafithe Treasury (the “U.S.
Treasury”) in preferred stock of the Corporatiorotigh the U.S. Treasury Troubled Asset Relief Prog(TARP) Capital Purchase
Program. This was partially offset by the net [06$275.2 million recorded for 2009, dividends pardounting to $43.1 million in 2009
($13.0 million on common stock, or $0.14 per sharg] $30.1 million on preferred stock) and a $36iion decrease in other
comprehensive income mainly due to a nonc-related impairment ¢
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$31.7 million on private label MB¢

. Total loan production, including purchases arfthamcings, for the year ended December 31, 20698428 billion compared to
$4.2 billion and $4.1 billion for the years endeed@mber 31, 2008 and 2007, respectively. The isergaloan production in 2009, as
compared to 2008, was mainly associated with a $9Tilion increase in commercial loan originatiaitezen by approximately
$1.7 billion in credit facilities extended to thed?to Rico Government and/or its political subdivis. Partially offsetting the increase in
the originations of commercial loans was a decre&d$803.3 million in originations of consumer lgaand of $98.5 million in residential
mortgage loan originations adversely affected bgkweconomic conditions in Puerto Rico. The incréadean production in 2008, as
compared to 2007, was mainly associated with arease in commercial loan originations and the paseltof a $218 million auto loan
portfolio.

. Total non-performing assets as of December 309 2@as $1.71 billion compared to $637.2 milliorod®ecember 31, 2008. Even though
deterioration in credit quality was observed incdlthe Corporation’s portfolios, it was more sifigant in the construction and commercial
loan portfolios, which were affected by both thaegstant housing market and further weakening iretttmomies of the markets served
during most of 2009. The increase in non-perforn@iegets was led by an increase of $518.0 milliaom-performing construction loans,
of which $314.1 million is related to the constiantloan portfolio in the Puerto Rico portfolio a$@d05.2 million is related to construction
projects in Florida. Other portfolios that expeded a significant growth in credit risk, mainlyPuerto Rico, include: (i) a $183.0 million
increase in non-performing commercial and indukfffa&l) loans, (ii) a $166.7 million increase iron-performing residential mortgage
loans, and (ii) a $110.6 million increase in nomtpening commercial mortgage loans. Also, durin@20the Corporation classified as
non-performing investment securities with a bookigaf $64.5 million that were pledged to LehmawtBers Special Financing, Inc., in
connection with several interest rate swap agre&rentered into with that institution. Considerthgt the investment securities have not
yet been recovered by the Corporation, despitefitsts, the Corporation decided to classify sunrestments as non-performing. Refer to
the “Risk Management — Non-accruing and Non-perfogvAssets” section below for additional informatiwith respect to non-
performing assets by geographic areas and recéahgataken by the Corporation to reduce its exposu troubled loan:
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CRITICAL ACCOUNTING POLICIES AND PRACTICES

The accounting principles of the Corporatiod she methods of applying these principles confatith generally accepted accounting
principles in the United States (“GAAP”). The Coration’s critical accounting policies relate to theallowance for loan and lease losses; 2)
other-than-temporary impairments; 3) income taAg¢slassification and related values of investnsaturities; 5) valuation of financial
instruments; 6) derivative financial instruments¢g&) income recognition on loans. These criticaloainting policies involve judgments,
estimates and assumptions made by managemenfftéiettthe recorded assets and liabilities and ogetit assets and liabilities disclosed as of
the date of the financial statements and the regdatounts of revenues and expenses during thetirgpperiods. Actual results could differ
from estimates, if different assumptions or comdisi prevail. Certain determinations inherently reggreater reliance on the use of estimates,
assumptions, and judgments and, as such, havaggpossibility of producing results that couldrbaterially different than those originally
reported.

Allowance for Loan and Lease Losses

The Corporation maintains the allowance fanland lease losses at a level considered adeiquattsorb losses currently inherent in the loan
and lease portfolio. The allowance for loan andédasses provides for probable losses that heet identified with specific valuation
allowances for individually evaluated impaired leamnd for probable losses believed to be inheretiitd loan portfolio that have not been
specifically identified. Internal risk ratings aassigned to each business loan at the time of epand are subject to subsequent periodic
reviews by the Corporation’s senior management.allogvance for loan and lease losses is reviewea quarterly basis as part of the
Corporation’s continued evaluation of its assetligua

A specific valuation allowance is establisti@dthose commercial and real estate loans classis impaired, primarily when the collateral
value of the loan (if the impaired loan is detereuirio be collateral dependent) or the present vafitiee expected future cash flows discounted
at the loars effective rate is lower than the carrying amaafrthat loan. To compute the specific valuatiomathnce, commercial and real est
including residential mortgage loans with a primtipalance of $1 million or more are evaluatedvittially as well as smaller residential
mortgage loans considered impaired based on thghirdelinquency and loan-to-value levels. Whendtoeure is probable, the impairment is
measured based on the fair value of the collatéted.fair value of the collateral is generally obtal from appraisals. Updated appraisals are
obtained when the Corporation determines that leaasmpaired and are updated annually thereaftexddition, appraisals are also obtained
certain residential mortgage loans on a spot lesied on specific characteristics such as delirayulenels, age of the appraisal, and loan-to-
value ratios. Deficiencies from the excess of #mrded investment in collateral dependent loaes the resulting fair value of the collateral
charged-off when deemed uncollectible.

For all other loans, which include, small, leganeous loans, such as auto loans, consumer fomng;e lease loans, residential mortgages,
and commercial and construction loans not consitienpaired or in amounts under $1 million, the Gwgiion maintains a general valuation
allowance. The methodology to compute the genedalation allowance has not change in the past &sy@ae Corporation updates the factors
used to compute the reserve factors on a quatiadis. The general reserve is primarily determimeépplying loss factors according to the |
type and assigned risk category (pass, specialiomeahd substandard not impaired; all doubtful foare considered impaired). The general
reserve for consumer loans is based on factorsasidelinquency trends, credit bureau score bamdtfplio type, geographical location,
bankruptcy trends, recent market transactions odmer environmental factors such as economic fetecdhe analysis of the residential
mortgage pools are performed at the individual llexel and then aggregated to determine the exgéass ratio. The model applies risk-
adjusted prepayment curves, default curves, arerisgeurves to each loan in the pool. The sevasigffected by the expected house price
scenario based on recent house price trends. Defawkes are used in the model to determine exdatgénquency levels. The risk-adjusted
timing of liquidation and associated costs are usdlle model and are risk-adjusted for the areahiich the property is located (Puerto Rico,
Florida, or Virgin Islands). For commercial loaig;luding construction loans, the general resesvgaised on historical loss ratios, trends in non-
accrual loans, loan type, risk-rating, geographioedtion, changes in collateral values for collalteependent loans and gross product or
unemployment data for the geographical region. Mkéhodology of accounting for all probable losselans not individually measured for
impairment purposes is made in accordance withosiéive accounting guidance that requires lodseaccrued when they are probable of
occurring and estimable.
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The blended general reserve factors utilizedifi portfolios increased during 2009 due todbatinued deterioration in the economy and the
continued increase in delinquencies, charge-offmévalues and most other economic indicatorsadli The blended general reserve factor for
residential mortgage loans increased from 0.432008 to 0.91% in 2009. For commercial mortgage dahe blended general reserve factor
increased from 0.62% in 2008 to 2.41% in 2009.&&l loans the blended general reserve factor iregddrom 1.31% in 2008 to 2.44% in
2009. The construction loans blended general fastweased from 2.18% in 2008 to 9.82% in 2009. déresumer and finance leases reserve
factor increased from 4.31% in 2008 to 4.36% in200

Other-than-temporary impairments

On a quarterly basis, the Corporation perfoamassessment to determine whether there haveabgeasvents or circumstances indicating
a security with an unrealized loss has sufferedthar-than-temporary impairment (“OTTI’A security is considered impaired if the fair vala:
less than its amortized cost basis.

The Corporation evaluates if the impairmerdtrger-than-temporary depending upon whether thghio is of fixed income securities or
equity securities as further described below. ThepGration employs a systematic methodology thasicers all available evidence in
evaluating a potential impairment of its investnsent

The impairment analysis of fixed income se@®siplaces special emphasis on the analysis afable position of the issuer and its cash and
capital generation capacity, which could increaseiminish the issuer’s ability to repay its borfaligations, the length of time and the extent to
which the fair value has been less than the aneattipst basis and changes in the near-term praspkttte underlying collateral, if applicable,
such as changes in default rates, loss severigngiefault and significant changes in prepaymesuragtions. In light of current volatile
economic and financial market conditions, the Caaion also takes into consideration the latesirinfition available about the overall financ
condition of the issuer, credit ratings, recentdizgion and government actions affecting the issuadustry and actions taken by the issuer to
deal with the present economic climate. In Apri020the Financial Accounting Standard Board (“FAB8&hended the OTTI model for debt
securities. OTTI losses are recognized in earniinpe Corporation has the intent to sell the dsdaturity or it is more likely than not that it will
be required to sell the debt security before regowéits amortized cost basis. However, evenéf @orporation does not expect to sell a debt
security, expected cash flows to be received aatuated to determine if a credit loss has occur@dunrealized loss is generally deemed to be
other-thantemporary and a credit loss is deemed to exisieifaresent value of the expected future cash fisuwess than the amortized cost b
of the debt security. The credit loss componergro©TTI is recorded as a component of Net impaitrieesses on investment securities in the
statements of (loss) income, while the remainindigo of the impairment loss is recognized in otbemprehensive income, net of taxes. The
previous amortized cost basis less the OTTI reasghin earnings is the new amortized cost badiseoinvestment. The new amortized cost
basis is not adjusted for subsequent recoveriésrivalue. However, for debt securities for whiofi Tl was recognized in earnings, the
difference between the new amortized cost basigtendash flows expected to be collected is acdr@tanterest income.

Prior to April 1, 2009, an unrealized loss wassidered other-than-temporary and recordedrinirggs if (i) it was probable that the holder
would not collect all amounts due according to cactual terms of the debt security, or (ii) the falue was below the amortized cost of the
security for a prolonged period of time and thef@oation did not have the positive intent and &bt hold the security until recovery or
maturity.

The impairment model for equity securities was affected by the aforementioned FASB amendn¥érg.impairment analysis of equity
securities is performed and reviewed on an ongbasis based on the latest financial information@amgdsupporting research report made by a
major brokerage firm. This analysis is very subjecand based, among other things, on relevanhfi@hdata such as capitalization, cash flow,
liquidity, systematic risk, and debt outstandinghaf issuer. Management also considers the issineltstry trends, the historical performance of
the stock, credit ratings as well as the Corponddiintent to hold the security for an extendedqubrlf management believes there is a low
probability of recovering book value in a reasoedithe frame, then an impairment will be recordgauoiting the security down to market
value. As previously mentioned, equity securitiesraonitored on an ongoing basis but special atterd given to those securities that have
experienced a decline in fair value for six morghsnore. An impairment charge is generally recogdiwhen the fair value of an equity secu
has remained significantly below cost for a pebdwelve consecutive months or more.
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Income Taxes

The Corporation is required to estimate incdaxes in preparing its consolidated financialestagnts. This involves the estimation of current
income tax expense together with an assessmeetnpfdrary differences resulting from differencehia carrying amounts of assets and
liabilities for financial reporting purposes ane thmounts used for income tax purposes. The detatimn of current income tax expense
involves estimates and assumptions that requir€trporation to assume certain positions basedksanterpretation of current tax regulations.
Management assesses the relative benefits andofiske appropriate tax treatment of transactiteilgng into account statutory, judicial and
regulatory guidance and recognizes tax benefitg whien deemed probable. Changes in assumptiorndiaffeestimates may be required in the
future and estimated tax liabilities may need tonoeeased or decreased accordingly. The accruakafontingencies is adjusted in light of
changing facts and circumstances, such as thegeo@f tax audits, case law and emerging legislalibe Corporation’s effective tax rate
includes the impact of tax contingencies and chamgeuch accruals, as considered appropriate bageament. When particular matters arise, a
number of years may elapse before such mattesuaited by the taxing authorities and finally resal. Favorable resolution of such matters or
the expiration of the statute of limitations magutk in the release of tax contingencies whichraoegnized as a reduction to the Corporation’s
effective rate in the year of resolution. Unfavdeafettiement of any particular issue could inceethg effective rate and may require the use of
cash in the year of resolution. As of December2BD9, there were no open income tax investigatimfisrmation regarding income taxes is
included in Note 27 to the Corporation’s finanatdtements for the year ended December 31, 2008J&xt in Item 8 of this Form 10-K.

The determination of deferred tax expenseeoelit is based on changes in the carrying amafrassets and liabilities that generate
temporary differences. The carrying value of thepdoeation’s net deferred tax assets assumes tha@ahnporation will be able to generate
sufficient future taxable income based on estimatesassumptions. If these estimates and relateohgions change, the Corporation may be
required to record valuation allowances againgdéferred tax assets resulting in additional incéamxeexpense in the consolidated statements of
income. Management evaluates its deferred taxsaeset quarterly basis and assesses the needdbraion allowance, if any. A valuation
allowance is established when management beli&eagsttis more likely than not that some portioritefdeferred tax assets will not be realized.
Changes in valuation allowance from period to mkece included in the Corporation’s tax provisiarthie period of change (see Note 27 to the
Corporation’s financial statements for the yeareshBbecember 31, 2009 included in Item 8 of thisnr@0-K).

Accounting for Income Taxes requires compatoesake adjustments to their financial statemamtee quarter that new tax legislation is
enacted. In 2009, the Puerto Rico Government agporéict No. 7 (the “Act”), to stimulate Puerto Rise@conomy and to reduce the Puerto Rico
Government’s fiscal deficit. The Act imposes aegf temporary and permanent measures, inclutagrposition of a 5% surtax over the
total income tax determined, which is applicabledoporations, among others, whose combined inaameeds $100,000, effectively resulting
in an increase in the maximum statutory tax raaenfB9% to 40.95% and an increase in capital gaitutstry tax rate from 15% to 15.75%. This
temporary measure is effective for tax years tbatrnenced after December 31, 2008 and before Jadu2@12. Also, under the Act, all IBEs
are subject to the special 5% tax on their netrimeoot otherwise subject to tax pursuant to theCBBe. This temporary measure is also
effective for tax years that commence after DecarBthe2008 and before January 1, 2012. The effeathigher temporary statutory tax rate
over the normal statutory tax rate resulted indditaonal income tax benefit of $10.4 million foB@9 that was partially offset by an income tax
provision of $6.6 million related to the special 584 on the operations FirstBank Overseas Cormarakor 2007 and 2008, the maximum
marginal corporate income tax rate was 39%.

The FASB issued authoritative guidance thaspribes a comprehensive model for the financiéstent recognition, measurement,
presentation and disclosure of income tax unceitginvith respect to positions taken or expectedettaken on income tax returns. Under the
authoritative accounting guidance, income tax hiehafe recognized and measured upon a two-steglmbda tax position must be more likely
than not to be sustained based solely on its teahmierits in order to be recognized, and 2) theebeis measured as the largest dollar amount
of that position that is more likely than not todiestained upon settlement. The difference betwleebenefit recognized in accordance with this
model and the tax benefit claimed on a tax retsmeferred to as an Unrecognized Tax Benefit (“UI'B’he Corporation classifies interest and
penalties, if any, related to UTBs as

59




Table of Contents

components of income tax expense. Refer to Notef #7e Corporation’s financial statements for tleaiyended December 31, 2009 included in
Item 8 of this Form 10-K for required disclosuresldurther information related to this accountingdance.
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Investment Securities Classification and Related aes

Management determines the appropriate claasifin of debt and equity securities at the timpuwfthase. Debt securities are classified as
held-to-maturity when the Corporation has the ihterd ability to hold the securities to maturityelttto-maturity (“HTM”) securities are
stated at amortized cost. Debt and equity secsirdiie classified as trading when the Corporati@the intent to sell the securities in the near
term. Debt and equity securities classified asitigadecurities are reported at fair value, withaatized gains and losses included in earnings.
Debt and equity securities not classified as HTMrading, except for equity securities that do mte readily available fair values, are
classified as available-for-sale (“AFS”). AFS sétias are reported at fair value, with unrealizeihg and losses excluded from earnings and
reported net of deferred taxes in accumulated abeprehensive income (a component of stockholdgrsity) and do not affect earnings
until realized or are deemed to be other-than-teaniyp impaired. Investments in equity securitirattdo not have publicly and readily
determinable fair values are classified as othaitggecurities in the statement of financial cdioti and carried at the lower of cost or
realizable value. The determination of fair valpplées to certain of the Corporation’s assets aatllities, including the investment portfolio.
Fair values are volatile and are affected by facsorch as market interest rates, prepayment speeddiscount rates.

Valuation of financial instruments

The measurement of fair value is fundamemwt#ié¢ Corporation’s presentation of its financiahdition and results of operations. The
Corporation holds fixed income and equity secwsijtierivatives, investments and other financiakrimsents at fair value. The Corporation hc
its investments and liabilities on the statemerftrafncial condition mainly to manage liquidity mseand interest rate risks. A substantial part of
these assets and liabilities is reflected at falu& on the Corporation’s financial statements.

The Corporation adopted authoritative guidassaed by the FASB for fair value measurementskdefines fair value as the exchange
price that would be received for an asset or patdansfer a liability (an exit price) in the pripal or most advantageous market for the asset or
liability in an orderly transaction between margatticipants on the measurement date. This guidalsceestablishes a fair value hierarchy that
requires an entity to maximize the use of obseevaiputs and minimize the use of unobservable gpditen measuring fair value. Three levels
of inputs may be used to measure fair value:

Level 1 Inputs are quoted prices (unadjusted) in activeketarfor identical assets or liabilities that thearting entity has the ability to
access at the measurement d

Level 2 Inputs other than quoted prices included withinelel/that are observable for the asset or liabiéither directly or indirectly,
such as quoted prices for similar assets or ligdsli quoted prices in markets that are not activegther inputs that are observable
or can be corroborated by observable market datsutostantially the full term of the assets orilitibs.

Level 3 Valuations are observed from unobservable inputsahe supported by little or no market activitgldhat are significant to the
fair value of the assets or liabilitie

The following is a description of the valuatimethodologies used for instruments measuredratdhie:
Callable Brokered CDs (Level 2 inputs)

The fair value of callable brokered CDs, whigh included within deposits and elected to besmesl at fair value, is determined using
discounted cash flow analyses over the full terrthefCDs. The valuation uses a “Hull-White Intefeate Tree” approach for the CDs with
callable option components, an industry-standaptageh for valuing instruments with interest rea# options. The model assumes that the
embedded options are exercised economically. Tihedlue of the CDs is computed using the outstaggirincipal amount. The discount rates
used are based on US dollar LIBOR and swap ratetheAmoney implied swaption volatility term strucd (volatility by time to maturity) is
used to calibrate the model to current market prazed value the cancellation option in the deposhie fair value does not incorporate the risk
of nonperformance, since the callable brokered
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CDs are participated out by brokers in sharesssf than $100,000 and insured by the FDIC. As oebdser 31, 2009, there were no callable
brokered CDs outstanding measured at fair valugedimey were all called during 2009.

Medium-Term Notes (Level 2 inputs)

The fair value of medium-term notes is deteediusing a discounted cash flow analysis ovefulhéerm of the borrowings. This valuation
also uses the “Hull-White Interest Rate Tree” apptoto value the option components of the termsadtbe model assumes that the embedded
options are exercised economically. The fair valimedium-term notes is computed using the notianaunt outstanding. The discount rates
used in the valuations are based on US dollar LIE@& swap rates. At-the-money implied swaption tdlaterm structure (volatility by time
to maturity) is used to calibrate the model to entrmarket prices and value the cancellation optiadhe term notes. For the medium-term notes,
the credit risk is measured using the differencgiéid curves between swap rates and a yield ciimaeconsiders the industry and credit ratin
the Corporation as issuer of the note at a tenmpeaoable to the time to maturity of the note antioop

Investment Securities

The fair value of investment securities is fierket value based on quoted market prices, whaiteale, or market prices for identical or
comparable assets that are based on observabletrparameters including benchmark yields, repadradks, quotes from brokers or dealers,
issuer spreads, bids offers and reference datadimg market research operations. Observable pirc®e market already consider the risk of
nonperformance. If listed prices or quotes areavailable, fair value is based upon models thatunsdservable inputs due to the limited ma
activity of the instrument (Level 3), as is theeagth certain private label mortgage-backed séesrheld by the Corporation. Unlike U.S.
agency mortgage-backed securities, the fair valileese private label securities cannot be reatilgrmined because they are not actively
traded in securities markets. Significant inputsdufor fair value determination consist of speaifimracteristics such as information used in the
prepayment model, which follows the amortizing stilie of the underlying loans, which is an unobskle@put.

Private label mortgage-backed securities allateralized by fixed-rate mortgages on singleifpmesidential properties in the United States
and the interest rate is variable, tied to 3-maiBOR and limited to the weighted-average coupothefunderlying collateral. The market
valuation is derived from a model and represergstitimated net cash flows over the projectedfifine pool of underlying assets applying a
discount rate that reflects market observed flgpsipreads over LIBOR, with a widening spread bias mon-rated security and utilizes relevant
assumptions such as prepayment rate, defaultanadeloss severity on a loan level basis. The Catr modeled the cash flow from the fixed-
rate mortgage collateral using a static cash floalysis according to collateral attributes of timelerlying mortgage pool (i.e. loan term, current
balance, note rate, rate adjustment type, ratesad@nt frequency, rate caps, others) in combinatitim prepayment forecasts obtained from a
commercially available prepayment model (ADCO). Theable cash flow of the security is modeled ggime 3-month LIBOR forward curve.
Loss assumptions were driven by the combinatioteddiult and loss severity estimates, taking intmaat loan credit characteristics (loan-to-
value, state, origination date, property type, pegicy loan purpose, documentation type, debt-torrecratio, other) to provide an estimate of
default and loss severity. Refer to Note 4 of tleegBration’s financial statements for the year ehbecember 31, 2009 included in Item 8 of
this Form 10-K for additional information.

Derivative Instruments

The fair value of most of the derivative instrents is based on observable market parameteitakeslinto consideration the credit risk
component of paying counterparts when appropreateept when collateral is pledged. That is, onrgderate swaps, the credit risk of both
counterparts is included in the valuation; and ptioms and caps, only the seller’s credit riskdasidered. The “Hull-White Interest Rate Tree”
approach is used to value the option componendg@fative instruments, and discounting of the déshs is performed using US dollar
LIBOR-based discount rates or yield curves thabantfor the industry sector and the credit rath¢he counterparty and/or the Corporation.
Derivatives include interest rate swaps used fotgmtion against rising interest rates and, poaiune 30, 2009, included interest rate swaps to
economically hedge brokered CDs and medium-terrasadtor these interest rate swaps, a credit conmp@aot considered in the valuation
since the
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Corporation fully collateralizes with investmentsagties any mark-to-market loss with the countepand, if there are market gains, the
counterparty must deliver collateral to the Corpiora

Certain derivatives with limited market actyyias is the case with derivative instruments riham“reference caps,” are valued using models
that consider unobservable market parameters (L3v&eference caps are used mainly to hedge sttexte risk inherent in private label
mortgage-backed securities, thus are tied to thiema amount of the underlying fixed-rate mortgdamgns originated in the United States.
Significant inputs used for fair value determinatimnsist of specific characteristics such as mftion used in the prepayment model which
follows the amortizing schedule of the underlyingns, which is an unobservable input. The valuatiodel uses the Black formula, which is a
benchmark standard in the financial industry. ThecB formula is similar to the Black-Scholes formdibr valuing stock options except that the
spot price of the underlying is replaced by thevld price. The Black formula uses as inputs thkesprice of the cap, forward LIBOR rates,
volatility estimates and discount rates to estintlageoption value. LIBOR rates and swap rates htaimed from Bloomberg L.P. (“Bloomberg”)
every day and build zero coupon curve based oBlb@mberg LIBOR/Swap curve. The discount factahisn calculated from the zero coupon
curve. The cap is the sum of all caplets. For eaqiiet, the rate is reset at the beginning of eepbrting period and payments are made at the
end of each period. The cash flow of caplet is tthienounted from each payment date.

Derivative Financial Instruments

As part of the Corporation’s overall interegtie risk management, the Corporation utilizesvdgive instruments, including interest rate
swaps, interest rate caps and options to managiesttrate risk. All derivative instruments are swgad and recognized on the Consolidated
Statements of Financial Condition at their fairnealOn the date the derivative instrument conigentered into, the Corporation may designate
the derivative as (1) a hedge of the fair valua cdcognized asset or liability or of an unrecogdifirm commitment (“fair value” hedge), (2) a
hedge of a forecasted transaction or of the vdityalif cash flows to be received or paid relatedtrecognized asset or liability (“cash flow”
hedge) or (3) as a “standalordgrivative instrument, including economic hedges the Corporation has not formally documented fasravalue
or cash flow hedge. Changes in the fair value dé@vative instrument that is highly effective ahdt is designated and qualifies as a fair-value
hedge, along with changes in the fair value ofitbéged asset or liability that is attributablehte hedged risk (including gains or losses on firm
commitments), are recorded in current-period egas interest income or interest expense depengiog whether an asset or liability is being
hedged. Similarly, the changes in the fair valustahdalone derivative instruments or derivativetsqualifying or designated for hedge
accounting are reported in current-period earnasgmterest income or interest expense dependiog wpether an asset or liability is being
economically hedged. Changes in the fair value @éravative instrument that is highly effective ahdt is designated and qualifies as a cash-
flow hedge, if any, are recorded in other comprehenincome in the stockholders’ equity sectiothef Consolidated Statements of Financial
Condition until earnings are affected by the valtigbof cash flows (e.g., when periodic settlengenh a variable-rate asset or liability are
recorded in earnings). As of December 31, 20092848, all derivatives held by the Corporation wevasidered economic undesignated he:
recorded at fair value with the resulting gainasd recognized in current period earnings.

Prior to entering into an accounting hedgegeaa&tion or designating a hedge, the Corporationdtly documents the relationship between
hedging instrument and the hedged item, as welasisk management objective and strategy for takieg the hedge transaction. This pro
includes linking all derivative instruments tha¢ aesignated as fair value or cash flow hedgesyif to specific assets and liabilities on the
statements of financial condition or to specifitrficommitments or forecasted transactions alon avfiormal assessment at both inception of
the hedge and on an ongoing basis as to the e#aetss of the derivative instrument in offsettihgrges in fair values or cash flows of the
hedged item. The Corporation discontinues hedgewsing prospectively when it determines that thevative is not effective or will no long
be effective in offsetting changes in the fair \eabr cash flows of the hedged item, the derivagieires, is sold, or terminated, or management
determines that designation of the derivative hedying instrument is no longer appropriate. Whéairavalue hedge is discontinued, the hec
asset or liability is no longer adjusted for chamgefair value and the existing basis adjustmemtmortized or accreted over the remaining lil
the asset or liability as a yield adjustment.
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The Corporation occasionally purchases orimaigs financial instruments that contain embedtird/atives. At inception of the financial
instrument, the Corporation assesses: (1) if tom@wic characteristics of the embedded derivatieeckearly and closely related to the econc
characteristics of the financial instrument (hasttcact), (2) if the financial instrument that endis both the embedded derivative and the host
contract is measured at fair value with changdaimvalue reported in earnings, or (3) if a sepamstrument with the same terms as the
embedded instrument would not meet the definitiba derivative. If the embedded derivative doesmeet any of these conditions, it is
separated from the host contract and carried avéhiie with changes recorded in current periodiiegs as part of net interest income.

Effective January 1, 2007, the Corporatiorctelé to early adopt authoritative guidance issuethb FASB that allows entities to choose to
measure certain financial assets and liabilitidgaiatvalue with any changes in fair value reflecte earnings. The Corporation adopted the fair
value option for callable fixed-rate mediwerm notes and callable brokered certificates pbd# that were hedged with interest rate swaps.
of the main considerations in the determinatioadopt the fair value option for these instrumenas vo eliminate the operational procedures
required by the long-haul method of accountingeimmts of documentation, effectiveness assessmeahtnanual procedures followed by the
Corporation to fulfill the requirements specifieg &uthoritative guidance issued by the FASB foindgive instruments designated as fair value
hedges.

With the Corporation’s elimination of the usfethe long-haul method in connection with the adopof the fair value option, the Corporation
no longer amortizes or accretes the basis adjustioethe financial liabilities elected to be megeiat fair value. The basis adjustment
amortization or accretion is the reversal of theibdifferential between the market value and bealke recognized at the inception of fair value
hedge accounting as well as the change in valtigedfiedged brokered CDs and medium-term notes méxsince the implementation of the
long-haul method. Since the time the Corporatioplémented the long-haul method, it had recognitethges in the value of the hedged
brokered CDs and medium-term notes based on thectegbcall date of the instruments. The adoptiamefair value option also required the
recognition, as part of the initial adoption adment to retained earnings, of all of the unamodtigkacement fees that were paid to broker
counterparties upon the issuance of the electddebed CDs and medium-term notes. The Corporatiemipusly amortized those fees through
earnings based on the expected call date of theiments. The option of using fair value accountitgp requires that the accrued interest be
reported as part of the fair value of the finanagiatruments elected to be measured at fair value.

Income Recognition on Loans

Loans are stated at the principal outstandalgnce, net of unearned interest, unamortized@eferigination fees and costs and unamort
premiums and discounts. Fees collected and castsred in the origination of new loans are defemad amortized using the interest method or
a method which approximates the interest method tveterm of the loan as an adjustment to intgriest. Unearned interest on certain
personal, auto loans and finance leases is reaadjaiz income under a method which approximatemtéeest method. When a loan is paid off
or sold, any unamortized net deferred fee (costjadited (charged) to income.

Loans on which the recognition of interesoime has been discontinued are designated as nanrazdNVhen loans are placed on non-
accruing status, any accrued but uncollected isténeome is reversed and charged against interastne. Consumer, construction, commercial
and mortgage loans are classified as non-accruimnunterest and principal have not been receiged period of 90 days or more or when
there are doubts about the potential to colleobfahe principal based on collateral deficienaesin other situations, when collection of all of
the principal or interest is not expected due teideration in the financial condition of the bowrer. Interest income on non-accruing loans is
recognized only to the extent it is received inhcatowever, where there is doubt regarding thenate collectability of loan principal, all cash
thereafter received is applied to reduce the cagryalue of such loans (i.e., the cost recovenhot Loans are restored to accrual status only
when future payments of interest and principalreesonably assured.

Loan and lease losses are charged and rees\ag credited to the allowance for loan and lEsses. Closed-end personal consumer loans
are charged-off when payments are 120 days inratr€allateralized auto and finance leases arewvedat 120 days delinquent and charged-off
to their estimated net realizable value when cetidtdeficiency is deemed uncollectible (i.e. whaneclosure is probable). Open-end (revolving
credit) consumer loans are charged-off when paysnamt 180 days in arrears.
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A loan is considered impaired when, based wquorent information and events, it is probable tha Corporation will be unable to collect all
amounts due (including principal and interest) adicw to the contractual terms of the loan agrednigme Corporation measures impairment
individually for those commercial and constructloans with a principal balance of $1 million or rapincluding loans for which a charge-off
has been recorded based upon the fair value afrtlerlying collateral, and also evaluates for impaint purposes certain residential mortgage
loans with high delinquency and loan-to-value lgvéiterest income on impaired loans is recognizsikd on the Corporation’s policy for
recognizing interest on accrual and non-accrualdoimpaired loans also include loans that have beadified in troubled debt restructurings as
a concession to borrowers experiencing financiéicdities. Troubled debt restructurings typicathsult from the Corporation’s loss mitigation
activities or programs sponsored by the Federale@owent and could include rate reductions, priddipgiveness, forbearance and other
actions intended to minimize the economic losstareoid foreclosure or repossession of collat@ralubled debt restructurings are generally
reported as non-performing loans and restoreddniatstatus when there is a reasonable assurdnepayment and the borrower has made
payments over a sustained period, generally sixtinsoflowever, a loan that has been formally retired as to be reasonably assured of
repayment and of performance according to its nedliferms is not placed in non-accruing statusyigeal the restructuring is supported by a
current, well documented credit evaluation of tberbwer’s financial condition taking into considéom sustained historical payment
performance for a reasonable time prior to thewesiring.

Recent Accounting Pronouncements
The FASB have issued the following accounpngnouncements and guidance relevant to the Cdipoisoperations:

In May 2008, the FASB issued authoritativedguice on financial guarantee insurance contraqgtsrieg that an insurance enterprise
recognize a claim liability prior to an event offaelt (insured event) when there is evidence thedit deterioration has occurred in an insured
financial obligation. This guidance also clarifiesw the accounting and reporting by insuranceiestépplies to financial guarantee insurance
contracts, including the recognition and measuréntebe used to account for premium revenue ardhdlabilities. FASB authoritative
guidance on the accounting for financial guaraimsarance contracts is effective for financial sta¢nts issued for fiscal years beginning after
December 15, 2008, and all interim periods withiose fiscal years, except for some disclosurestadhelunsurance enterprise’s risk-
management activities which are effective sincefitiseinterim period after the issuance of thisdgunce. The adoption of this guidance did not
have a significant impact on the Corporation’s ficial statements.

In June 2008, the FASB issued authoritatividanuce for determining whether instruments graiviezhared-based payment transactions are
participating securities. This guidance appliesritties with outstanding unvested share-based payawards that contain rights to
nonforfeitable dividends. Furthermore, awards withidends that do not need to be returned to thigyehthe employee forfeits the award are
considered participating securities. Accordinglyder this guidance unvested share-based paymentisiteat are considered to be participating
securities must be included in the computationashimgs per share (“EPS”) pursuant to the two-ahasthod as required by FASB guidance on
earnings per share. FASB guidance on determinirgftven instruments granted in share based payn@ergections are participating securities is
effective for financial statements issued for flsgars beginning after December 15, 2008, andimtperiods within those years. The adoption
of this Statement did not have an impact on thepQm@tion’s financial statements since, as of Deam3li, 2009, the outstanding unvested
shares of restricted stock do not contain rightsaioforfeitable dividends.

In April 2009, the FASB issued authoritativédpnce for the accounting of assets acquired iabdifies assumed in a business combination
that arise from contingencies. This guidance am#melprovisions related to the initial recognitexmd measurement, subsequent measurement
and disclosure of assets and liabilities arisimgrficontingencies in a business combination. Theamde carries forward the requirement that
acquired contingencies in a business combinatioebegnized at fair value on the acquisition dafair value can be reasonably estimated
during the allocation period. Otherwise, entitieswd typically account for the acquired contingersdbased on a reasonable estimate in
accordance with FASB guidance on the accountingdotingencies. This guidance is effective for see liabilities arising from contingencies
in business combinations for which the
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acquisition date is on or after the beginning &f fiirst annual reporting period beginning on oeafdbecember 15, 2008. The adoption of this
Statement did not have an impact on the Corporatitmancial statements.

In April 2009, the FASB issued authoritatiugidance for determining fair value when the volusnel level of activity for the asset or liability
have significantly decreased and identifying tratisas that are not orderly. This guidance rel&edetermining fair values when there is no
active market or where the price inputs being uspdesent distressed sales. It reaffirms the digeof fair value measurement, that is, to ref
how much an asset would be sold for in an ordeaygaction (as opposed to a distressed or foraeddction) at the date of the financial
statements under current market conditions. Spedlfi, it reaffirms the need to use judgment toesisin if a formerly active market has become
inactive and in determining fair values when maglkteive become inactive. This guidance is effedtvénterim and annual reporting periods
ending after June 15, 2009 on a prospective basesadoption of this Statement did not impact tleepGration’s fair value methodologies on its
financial assets and liabilities.

In April 2009, the FASB amended the existingdgnce on determining whether an impairment feegtments in debt securities is OTTI and
requires an entity to recognize the credit compooéan OTTI of a debt security in earnings andribacredit component in other
comprehensive income (“OCIVyhen the entity does not intend to sell the seguauitd it is more likely than not that the entitylwiot be require:
to sell the security prior to recovery. This guidaralso requires expanded disclosures and becdewties for interim and annual reporting
periods ending after June 15, 2009. In connectiii tliis guidance, the Corporation recorded $1.anifor the year ended December 31, 2
of OTTI charges through earnings that represemt€tédit loss of available-for-sale private lab@rtgage-backed securities. This guidance does
not amend existing recognition and measurementgeig related to an OTTI of equity securities. Txga@ded disclosures related to this new
guidance are included Mote 4of the Corporation’s financial statements for tlearyended December 31, 2009 included in Item &isfRorm
10-K.

In April 2009, the FASB amended the existingdgnce on the disclosure about fair values offfaia instruments, which requires entities to
disclose the method(s) and significant assumptisesl to estimate the fair value of financial instemts, in both interim financial statements as
well as annual financial statements. This guiddremame effective for interim reporting periods egdafter June 15, 2009. The adoption of the
amended guidance expanded the Corporation’s intimancial statement disclosures with regard tof#tirevalue of financial instruments.

In May 2009, the FASB issued authoritativedgumice on subsequent events, which establishesaystemdards of accounting for and
disclosure of events that occur after the balaheetsdate but before financial statements are dssuare available to be issued. This guidance
sets forth (i) the period after the balance shast during which management of a reporting entiusd evaluate events or transactions that may
occur for potential recognition or disclosure ie financial statements, (ii) the circumstances umdgch an entity should recognize events or
transactions occurring after the balance sheetidate financial statements and (iii) the discleithat an entity should make about events or
transactions that occurred after the balance staet This guidance is effective for interim or aakfinancial periods ending after June 15, 2
There are not any material subsequent event thalidwequire further disclosure.

In June 2009, the FASB amended the existindagee on the accounting for transfers of finanagdets, which improves the relevance,
representational faithfulness, and comparabilitthefinformation that a reporting entity providaests financial statements about a transfer of
financial assets; the effects of a transfer ofiri@ncial position, financial performance, and clletvs; and a transfera’continuing involvemer
if any, in transferred financial assets. This goickais effective as of the beginning of each repgrentity’s first annual reporting period that
begins after November 15, 2009, for interim periadthin that first annual reporting period and foterim and annual reporting periods
thereafter. Subsequently in December 2009, the FASBnded the existing guidance issued in June Z088ng the most significant changes
and additions to this guidance includes changése@onditions for sales of a financial assets tioigjective is to determine whether a transt
and its consolidated affiliates included in theaficial statements have surrendered control ovesfeered financial assets or third-party
beneficial interests; and the addition of the megrmif the term participating interest which représe proportionate (pro rata) ownership
interest in an entire financial asset. The Corponat evaluating the impact the adoption of th&lgnce will have on its financial statements.
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In June 2009, the FASB amended the existindagee on the consolidation of variable interesticlv improves financial reporting by
enterprises involved with variable interest ensitend addresses (i) the effects on certain prawgsid the amended guidance, as a result of the
elimination of the qualifying speciglurpose entity concept in the accounting for transef financial assets guidance and (ii) constitwemcern:
about the application of certain key provisionshaf guidance, including those in which the accowgnéind disclosures do not always provide
timely and useful information about an enterprisei®lvement in a variable interest entity. Thisdance is effective as of the beginning of each
reporting entity’s first annual reporting periocttbegins after November 15, 2009, for interim gasiwithin that first annual reporting period,
and for interim and annual reporting periods thiteeaSubsequently in December 2009, the FASB ameiige existing guidance issued in
June 2009. Among the most significant changes dddians to this guidance includes the replaceméthe quantitative-based risks and
rewards calculation for determining which reportamgity, if any, has a controlling financial intstén a variable interest entity with an approach
focused on identifying which reporting entity hle power to direct the activities of a variablesiest entity that most significantly impact the
entity’s economic performance and the obligatioalteorb losses of the entity or the right to reedignefits from the entity. The Corporation is
evaluating the impact, if any, the adoption of gpisdance will have on its financial statements.

In June 2009, the FASB issued authoritatividapuce on the FASB Accounting Standards Codificatind the Hierarchy of Generally
Accepted Accounting Principles. The FASB Accounttgndards Codification (“Codification”) is the gla source of authoritative
nongovernmental GAAP. Rules and interpretive rasad the SEC under the authority of federal séiesriaws are also sources of authoritative
GAAP for SEC registrants. The Codification projdoes not change GAAP in any way shape or forrmlif ceorganizes the existing
pronouncements into one single source of U.S. GAARs guidance is effective for interim and annp@tiods ending after September 15, 2009.
All existing accounting standards are supersedetessribed in this guidance. All other accountiterature not included in the Codification is
nonauthoritative. Following this guidance, the FABH not issue new guidance in the form of StatamsgFASB Staff Positions, or Emerging
Issues Task Force Abstracts. Instead, it will issaeounting Standards Updates (“ASUs”). The FASH mot consider ASUs as authoritative in
their own right. ASUs will serve only to update fBedification, provide background information abthe& guidance, and provide the bases for
conclusions on the change(s) in the Codification.

In August 2009, the FASB updated the Codifazatn connection with the fair value measuremdtiabilities to clarify that in circumstances
in which a quoted price in an active market forittentical liability is not available, a reportiegtity is required to measure fair value using one
or more of the following techniques:

1. A valuation technique that use
a. The quoted price of the identical liability wheaded as an ass
b.  Quoted prices for similar liabilities or similaahilities when traded as ass

2. Another valuation technique that is consisteith the principles of fair value measurememiolexamples would be an income
approach, such as a present value technique, arketrapproach, such as a technique that is bas#tte@mount at the measurement
date that the reporting entity would pay to transifie identical liability or would receive to entato the identical liability

The update also clarifies that when estimattiregfair value of a liability, a reporting entigynot required to include a separate input or
adjustment to other inputs relating to the existeoica restriction that prevents the transfer eflthbility. The update also clarifies that both a
quoted price in an active market for the identlizdlility at the measurement date and the quotezkfdor the identical liability when traded as an
asset in an active market when no adjustment tquloéed price of the asset are required are LeYa /alue measurements. This update is
effective for the first reporting period (includimgterim periods) beginning after issuance. Thepgéida of this guidance did not impact the
Corporation’s fair value methodologies on its fingh liabilities

In September 2009, the FASB updated the Gmadifin to reflect SEC staff pronouncements on egsiper-share calculations. According to
the update, the SEC staff believes that when a@uabimpany redeems preferred shares, the differeetvecen the fair value of the considera
transferred to the holders of the preferred staouktae carrying amount on the balance sheet af$eance costs of the preferred stock should be
added to or subtracted from net income before damgarnings per share calculation. The SEC’s atsdf thinks it is not appropriate to
aggregate preferred shares with different dividgettls when trying to determine whether the “if-gerted” method is dilutive to the earnings
per-share calculation. As of December 31, 2009Cthoration has not been involved in a redempioimduced conversion of preferred stock.
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In January 2010, the FASB updated the Codifioato provide guidance on accounting for disttibas to shareholders with components of
stock and cash. This guidance clarifies that theksportion of a distribution to shareholders thliiws them to elect to receive cash or stock
with a potential limitation on the total amountaafsh that all shareholders can elect to receitieeiraggregate is considered a share issuance the
is reflected in EPS prospectively and is not alstticidend . The new guidance is effective for iitteand annual periods ending on or after
December 15, 2009, and would be applied on a tai/e basis. The adoption of this guidance didmpact the Corporation’s financial
statements.

In January 2010, the FASB updated the Codiioato provide guidance to improve disclosure regments related to fair value
measurements and require reporting entities to makedisclosures about recurring or nonrecurrimgalue measurements including
significant transfers into and out of Level 1 arelel 2 fair-value measurements and information unchpases, sales, issuances, and settlements
on a gross basis in the reconciliation of Levehi-¥alue measurements. The FASB also clarifiedterg fair-value measurement disclosure
guidance about the level of disaggregation, inparsl, valuation techniques. Entities will be reqdite separately disclose significant transfers
into and out of Level 1 and Level 2 measurementhérfair-value hierarchy and the reasons for thesfers. Significance will be determined
based on earnings and total assets or total kigsilor, when changes in fair value are recognizedher comprehensive income, based on total
equity. A reporting entity must disclose and cotesitly follow its policy for determining when treiess between levels are recognized.
Acceptable methods for determining when to recagytiansfers include: (i) actual date of the everghange in circumstances causing the
transfer; (ii) beginning of the reporting perioaida(iii) end of the reporting period. Currently tigies are only required to disclose activity in
Level 3 measurements in the fair-value hierarchy ort basis. This guidance will require separeeasures for purchases, sales, issuances,
and settlements of assets. Entities will also Heudisclose the reasons for the activity and afipdysame guidance on significance and transfer
policies required for transfers between Level 1 2mdeasurements. The guidance requires disclo$da@-walue measurements by “class”
instead of “major category.” A class is generallyudset of assets and liabilities within a finahstatement line item and is based on the specific
nature and risks of the assets and liabilitiesthpd classification in the fair-value hierarchyh@h determining classes, reporting entities must
also consider the level of disaggregated inforrmateqjuired by other applicable GAAP. For faalue measurements using significant obsen
inputs (Level 2) or significant unobservable inpflisvel 3), this guidance requires reporting eaitio disclose the valuation technique and the
inputs used in determining fair value for each €lasassets and liabilities. If the valuation tdglie has changed in the reporting period (e.g.,
from a market approach to an income approach)am #dditional valuation technique is used, eistiéiee required to disclose the change and the
reason for making the change. Except for the detdikvel 3 roll forward disclosures, the guidareeffective for annual and interim reporting
periods beginning after December 15, 2009 (firgtrtgr of 2010 for public companies with calendaryends). The new disclosures about
purchases, sales, issuances, and settlementsriolltf@ward activity for Level 3 fair-value meamments are effective for interim and annual
reporting periods beginning after December 15, 20it€t quarter of 2011 for public companies witlendar year-ends). Early adoption is
permitted. In the initial adoption period, entitee® not required to include disclosures for presioomparative periods; however, they are
required for periods ending after initial adoptidine Corporation is evaluating the impact the aidopof this guidance will have on its financial
statements.

RESULTS OF OPERATIONS
Net Interest Income

Net interest income is the excess of intezasted by First BanCorp on its interest-earningtassver the interest incurred on its interest-
bearing liabilities. First BanCorp’s net interastome is subject to interest rate risk due to ¢hpricing and maturity mismatch of the
Corporation’s assets and liabilities. Net inteirsbme for the year ended December 31, 2009 wa8.85iillion, compared to $527.9 million
and $451.0 million for 2008 and 2007, respectiv€lp.an adjusted tax equivalent basis and excluttieghanges in the fair value of derivative
instruments and unrealized gains and losses oititiedmeasured at fair value, net interest incdorehe year ended December 31, 2009 was
$567.2 million, compared to $579.1 million and $4¥&illion for 2008 and 2007, respectively.
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The following tables include a detailed aneyx net interest income. Part | presents avevagigmes and rates on an adjusted tax equivalent
basis and Part Il presents, also on an adjusteedaivalent basis, the extent to which changestarest rates and changes in volume of interest-
related assets and liabilities have affected thep@ation’s net interest income. For each categbimterest-earning assets and interest-bearing
liabilities, information is provided on changegiatitable to (i) changes in volume (changes in r@umultiplied by prior period rates), and
(ii) changes in rate (changes in rate multipliedobipr period volumes). Rateslume variances (changes in rate multiplied byngjes in volume
have been allocated to the changes in volume @adesed upon their respective percentage of tmbiced totals.

The net interest income is computed on ansdelflitax equivalent basis (for definition and remlation of this non-GAAP measure, refer to
discussions below) and excluding: (1) the changherfair value of derivative instruments, and 8)ealized gains or losses on liabilities
measured at fair value.

Part |

Average volume Interest income @/ expense Average rate®
Year Ended December 31 2009 2008 2007 2009 2008 2007 2009 2008 2007
(Dollars in thousands)

Interes-earning asset:
Money market & other short-

term investment $ 182,200 $ 286,50: $ 440,59¢ $ 577 $ 6,358 $ 22,15t 0.32% 2.22% 5.05%
Government obligation(@ 1,345,59. 1,402,73i 2,687,01. 54,32 93,53¢ 159,57: 4.04% 6.67% 5.94%
Mortgage-backed securitie 4,254,04. 3,923,42: 2,296,85! 238,99: 244,15( 117,38 5.62% 6.22% 5.11%
Corporate bond 4,76¢ 7,711 7,711 294 57C 51C 6.1€6% 7.3%% 6.61%
FHLB stock 76,98: 65,08: 46,29: 3,08: 3,71C 2,861 4.0(% 5.7(% 6.18%
Equity securitie: 2,071 3,76: 8,13: 12€ 47 3 6.0% 1.25% 0.04%

Total investment®) 5,865,66. 5,689,21 5,486,60. 297,39: 348,37: 302,48« 5.07% 6.12% 5.51%
Residential mortgage loal 3,523,57! 3,351,23! 2,914,62 213,58: 215,98« 188,29: 6.0€% 6.44% 6.4€%
Construction loan 1,590,30! 1,485,121 1,467,62. 52,90¢ 82,51 121,91 3.3% 5.56% 8.31%
C&Il and commercial

mortgage loan 6,343,63! 5,473,711 4,797,441 263,93! 314,93: 362,71 4.16% 5.7% 7.5€%
Finance lease 341,94: 373,99¢ 379,51( 28,077 31,96: 33,15 8.21% 8.55% 8.74%
Consumer loan 1,661,09! 1,709,51. 1,729,54: 188,77! 197,58 202,61t 11.36% 11.5€6% 11.71%
Total loans® ©) 13,460,56 12,393,58 11,288,74 747,27¢ 842,97 908,69:- 5.55% 6.8(% 8.05%

Total interest-earning

assets $19,326,22  $18,082,80 $16,775,34  $1,044,67. $1,191,34, $1,211,17 5.41% 6.5% 7.22%

Interes-bearing liabilities:
Interest-bearing checking

accounts $ 866,46: $ 580,57 $ 44342( $ 1999 $ 1291« $ 11,36f 2.31% 2.22% 2.56%
Savings account 1,540,47 1,217,731 1,020,39! 19,03: 18,91¢ 15,03} 1.24% 1.55% 1.47%
Certificates of depos 1,680,32! 1,812,95 1,652,43! 50,93¢ 73,46¢ 82,76 3.02% 4.05% 5.01%
Brokered CD:s 7,300,69 7,671,09. 7,639,47! 227,89t 318,19¢ 415,28 3.12% 4.15% 5.44%
Interes-bearing deposit 11,387,95 11,282,35 10,755,71 317,86: 423,49} 524,45( 2.7<% 3.7%% 4.86%
Loans payabl 643,61¢ 10,79: — 2,331 242 — 0.3€% 2.25% —
Other borrowed fund 3,745,98 3,864,18! 3,449,49; 124,34( 148,75: 172,89 3.32% 3.85% 5.01%
FHLB advance: 1,322,13 1,120,78: 723,59¢ 32,95¢ 39,73¢ 38,46¢ 2.4% 3.55% 5.32%

Total interest-bearing

liabilities ©) $17,099,69  $16,278,11  $14,928,80 $ 477,48 $ 612,23( $ 735,80 2.7% 3.76% 4.92%
Net interest incom $ 567,18 $ 579,11. $ 475,37:
Interest rate spree 2.62% 2.8:% 2.2%
Net interest margi 2.9%% 3.2(% 2.8%

(1) On an adjusted tax-equivalent basis. The taxvedgnt yield was estimated by dividing the interasé spread on exempt assets by 1 less
the Puerto Rico statutory tax rate as adjustedtianges to enacted tax rates (40.95% for the Catipais subsidiaries other than IBEs in
2009, 35.95% for the Corporation’s IBEs in 2009 8886 for all subsidiaries in 2008 and 2007) andragitb it the cost of interestearing
liabilities. The tax-equivalent adjustment recogsithe income tax savings when comparing taxalii¢aatexempt assets. Management
believes that it is a standard practice in the banidustry to present net interest income, irgerate spread and net interest margin on a
fully tax-equivalent basis. Therefore, managemeiielses these measures provide useful informatanvestors by allowing them to
make peer comparisons. Changes in the fair valde@fative instruments and unrealized gains adeon liabilities measured at fair
value are excluded from interest income and intenggense because the changes in valuation ddfeot eterest paid or receive

(2) Government obligations include debt issued by govent sponsored agenci
(3) Unrealized gains and losses in avail-for-sale securities are excluded from the average vexdL
(4) Average loan balances include the average c-accruing loans

(5) Interestincome on loans includes $11.2 mill®h0.2 million, and $11.1 million for 2009, 2008 a2@07, respectively, of income from
prepayment penalties and late fees related to ¢mpadCatior' s loan portfolio

(6) Unrealized gains and losses on liabilities measatddir value are excluded from the average voki
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Part 11
2009 Compared to 200 2008 Compared to 200°
Increase (decrease Increase (decrease
Due to: Due to:
Volume Rate Total Volume Rate Total

(In thousands)
Interest income on interest-earning

assets
Money market & other short-term
investments $ (1,729 $ (4,059 $ (5,77¢ $ (6,082 $ (9,71%) $ (15,800
Government obligation (3,672 (35,549 (39,21¢) (80,959 14,92 (66,039
Mortgagebacked securitie 19,47« (24,63) (5,159 97,011 29,75¢ 126,76
Corporate bond (292) (84) (27€) — 60 60
FHLB stock 57¢ (1,20¢) (62€) 1,11¢ (26€) 84¢
Equity securitie: (62) 141 79 (29) 73 44
Total investment 14,40z (65,379 (50,979 11,06 34,82¢ 45,88’
Residential mortgage loa 10,71¢ (13,119 (2,407 28,17: (48%) 27,69(
Construction loan 4,681 (34,28¢) (29,605 1,214 (40,619 (39,409
C&l and commercial mortgage loa 43,02¢ (94,029 (50,996 45,02( (92,807 (47,787
Finance lease (2,659 (1,23)) (3,885 477) (714) (1,197
Consumer loan (5,46€) (3,340 (8,80¢) (2,337) (2,707) (5,03%)
Total loans 50,30¢ (145,999 (95,699 71,59¢ (137,32) (65,729
Total interest incom 64,70% (211,37) (146,670 82,65¢ (102,499 (19,83¢)
Interest expense on interest-bearing
liabilities:
Brokered CDs (24,709 (75,59¢) (90,309 1,591 (98,679 (97,08%)
Other intere-bearing deposit 12,28t (27,615 (15,330 21,55] (25,419 (3,867)
Loans payabli 8,26t (6,177%) 2,08¢ 243 — 24¢
Other borrowed fund (4,439 (19,979 (24,419 18,323 (42,46¢) (24,13))
FHLB advance: 6,122 (12,909 (6,785) 17,59¢ (16,329 1,27¢
Total interest expens 7,52¢ (142,269 (134,749 59,31 (182,88 (123,579
Change in net interest incor $ 57,18; $ (69,109 $ (11,92) $ 23,34¢ $ 80,39( $ 103,73t

A portion of the Corporation’s interest-eaigniassets, mostly investments in obligations of sbii® Government agencies and sponsored
entities, generate interest which is exempt froooime tax, principally in Puerto Rico. Also, intdraad gains on sale of investments held by the
Corporation’s international banking entities ane-¢xempt under the Puerto Rico tax law (refer ilticome Taxes discussion below for
additional information regarding recent legislattbat imposes a temporary 5% tax rate on IBEsinmeme). To facilitate the comparison of all
interest data related to these assets, the infeceshe has been converted to an adjusted taxghigaent basis. The tax equivalent yield was
estimated by dividing the interest rate spread>amgt assets by 1 less the Puerto Rico statutarsata as adjusted for recent changes to en
tax rates (40.95% for the Corporation’s subsid&aather than IBEs in 2009, 35.95% for the Corporasi IBEs in 2009 and 39% for all
subsidiaries in 2008 and 2007) and adding to ietherage cost of interest-bearing liabilities. Toenputation considers the interest expense
disallowance required by Puerto Rico tax law. Ré&feincome Taxes” discussion below for additiomdbrmation of the Puerto Rico tax law.

The presentation of net interest income edolyithe effects of the changes in the fair valuéhefderivative instruments and unrealized gains
or losses on liabilities measured at fair valuevjgtes additional information about the Corporationét interest income and facilitates
comparability and analysis. The changes in theviaine of the derivative instruments and unrealigaihs or losses on liabilities measured at
value have no effect on interest due or interestezhon interest-bearing assets or interest-bedidhilities, respectively, or on interest payments
exchanged with interest rate swap counterparties.
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The following table reconciles the interestame on an adjusted taquivalent basis set forth in Part | above to edemcome set forth in tl
Consolidated Statements of (Loss) Income:

Year Ended December 31

(In thousands 2009 2008 2007
Interest income on intere-earning assets on an adjustec-equivalent basi $1,044,67. $1,191,34. $1,211,17:
Less: tax equivalent adjustme (53,617 (56,40¢) (15,297)
Plus (less): net unrealized gain (loss) on denres 5,51¢ (8,037 (6,63¢)
Total interest incom $ 996,57 $1,126,89 $1,189,24

The following table summarizes the componeithie changes in fair values of interest rate saap interest rate caps, which are includs
interest income:

Year Ended December 31,

(In thousands 2009 2008 2007
Unrealized gain (loss) on derivatives (economicasighated hedges
Interest rate cay $ 3,49¢ $ (4,34)) $ (3,98Y)
Interest rate swaps on loa 2,02 (3,696 (2,659
Net unrealized gain (loss) on derivatives (econamnidesignated hedge $ 5,51¢ $ (8,039) $ (6,639)

The following table summarizes the componefiaterest expense for the years ended Decemh&08B, 2008 and 2007. As previously
stated, the net interest margin analysis exclugeshanges in the fair value of derivatives ancalized gains or losses on liabilities measurt
fair value:

Year Ended December 31

(In thousands 2009 2008 2007
Interest expense on inter-bearing liabilities $460,12¢ $632,13: $713,91¢
Net interest (realized) incurred on interest ratass (5,499 (35,569 12,32
Amortization of placement fees on brokered ( 22,85¢ 15,66¢ 9,05¢
Amortization of placement fees on med-term notes — — 507
Interest expense excluding net unrealized loss)gai derivatives (economic undesignat

hedges) and net unrealized (gain) loss on liadditheasured at fair valt 477,48 612,23( 735,80
Net unrealized loss (gain) on derivatives (econamidesignated hedges) and liabilit

measured at fair valt 45 (13,219 4,48¢
Accretion of basis adjustme (2,067 — (2,067)
Total interest expens $477,53. $599,01¢ $738,23:
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The following table summarizes the componenthe net unrealized gain and loss on derivatfgesnomic undesignated hedges) and net
unrealized gain and loss on liabilities measurddiatvalue which are included in interest expense:

Year Ended December 31

(In thousands 2009 2008 2007
Unrealized loss (gain) on derivatives (economicasighated hedges

Interest rate swaps and other derivatives on beak@Ds $ 5,321 $(62,85¢) $(66,82¢)

Interest rate swaps and other derivatives on me-term notes 19¢ (3929 692
Net unrealized loss (gain) on derivatives (econamidesignated hedge 5,52( (63,249 (66,139
Unrealized (gain) loss on liabilities measuredaat ¥alue:

Unrealized (gain) loss on brokered C (8,696 54,19¢ 71,11¢

Unrealized loss (gain) on medi-term notes 3,221 (4,165 (494)
Net unrealized (gain) loss on liabilities measusethir value: (5,479 50,03« 70,62
Net unrealized loss (gain) on derivatives (econamidesignated hedges) and liabilit

measured at fair valt $ 45 $(13,219 $ 4,48¢

The following table summarizes the componefithe accretion of basis adjustment which areuidet! in interest expense in 2007:

Year Ended December 3:
2007
(In thousands)

Accreation of basis adjustments on fair value hec

Interest rate swaps on brokered C $ —
Interest rate swaps on medi-term notes (2,067
Accretion of basis adjustment on fair value hec $ (2,067)

Interest income on interest-earning assetsgily represents interest earned on loans recksiaid investment securities.

Interest expense on interest-bearing liabgiprimarily represents interest paid on brokerBd,®ranch-based deposits, advances from the
FHLB and FED, repurchase agreements and notes lgayab

Net interest incurred or realized on interast swaps primarily represents net interest exgdduon swaps that economically hedge brokered
CDs and medium-term notes.

The amortization of broker placement feesesents the amortization of fees paid to brokersugguance of related financial instruments
(i.e., brokered CDs not elected for the fair vadption). For 2007, the amortization of broker plaeat fees includes the derecognition of the
unamortized balance of placement fees relatedstitb@ million note redeemed prior to its contractalurity during the second quarter as well
as the amortization of placement fees for brok€Bd not elected for the fair value option.

Unrealized gains or losses on derivativesasgmts changes in the fair value of derivativagamily interest rate swaps, that economically
hedge liabilities (i.e., brokered CDs and mediumnmteotes) or assets (i.e., loans and investments).

Unrealized gains or losses on liabilities nueed at fair value represents the change in thmevédile of such liabilities (mediurterm notes an
brokered CDs), other than the accrual of interests.

For 2007, the basis adjustment representisabis differential between the market value andthak value of a $150 million medium-term
note recognized at the inception of fair value teedgcounting on April 3, 2006, as well as changdair value recognized after the inception
until the discontinuance of fair value hedge actimgnon January 1, 2007, which was amortized oreded based on the expected maturity o
liability as a yield adjustment. The unamortizethbae of the basis adjustment was derecognizedrasfithe redemption of the $150 million
note resulting in an adjustment to earnings of $dillon recognized as an accretion of basis adjesit, during the second quarter of 2007.
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Derivative instruments, such as interest sataps, are subject to market risk. While the Cafon does have certain trading derivatives to
facilitate customer transactions, the Corporatioasdnot utilize derivative instruments for spedutapurposes. As of December 31, 2009, most
of the interest rate swaps outstanding are useplrfiiection against rising interest rates. In thstpthe volume of interest rate swaps was much
higher, as they were used to convert the fixed-oftelarge portfolio of brokered CDs, mainly thogiéh long-term maturities, to a variable rate
and mitigate the interest rate risk related toaksg rate loans. However, most of these interéstswaps were called during 2009, due to lower
interest rate levels. Refer to Note 32 of the Coafion’s financial statements for the year endedddgber 31, 2009 included in Item 8 of this
Form 10-K for further details concerning the notibamounts of derivative instruments and additionfdrmation. As is the case with
investment securities, the market value of denratinstruments is largely a function of the finahecharket's expectations regarding the future
direction of interest rates. Accordingly, currerdniet values are not necessarily indicative offtiere impact of derivative instruments on net
interest income. This will depend, for the mosttpan the shape of the yield curve, the level tdiiest rates, as well as the expectations for rates
in the future.

2009 compared to 2008

Net interest income decreased 2% to $519.llomilor 2009 from $527.9 million for 2008 adverng@npacted by a 27 basis points decrease,
on an adjusted tax-equivalent basis, in the Cotmoranet interest margin. The decrease in thedyadlthe Corporation’s average interestning
assets declined more than the cost of the aventgeest-bearing liabilities. The yield on interesirning assets decreased 118 basis points to
5.41% for 2009 from 6.59% for 2008. The decrease pvamarily the result of a lower yield on averdgans which decreased 125 basis points to
5.55% for 2009 from 6.80% for 2008. The decreagbéryield on average loans was primarily due #iticrease in non-accrual loans which
resulted in the reversal of accrued interest. Alsatributing to a lower yield on average loans tesdecline in market interest rates that resi
in reductions in interest income from variable datns, primarily commercial and construction lotied to short-term indexes, even though the
Corporation is actively increasing spreads on laangwals. The Corporation increased the use efdaat rate floors in new commercial and
construction loans agreements and renewals in 0p8otect net interest margins going forward. @kerage 3-month LIBOR for 2009 was
0.69% compared to 2.93% for 2008 and the Prime ®at2009 was 3.25% compared to an average of 5f08%008. Lower yields were also
observed in the investment securities portfoliovelr by the approximately $946 million of U.S. aggmebentures called in 2009 and MBS
prepayments, which were replaced with lower yieddimvestments financed with very low-cost sourcefsinding.

The cost of average-interest bearing liak#itiecreased 97 basis to 2.79% for 2009 from 3fé662008, primarily due to the decline short-
term rates and changes in the mix of funding saurthe weighted-average cost of brokered CDs deedeh03 basis points to 3.12% for 2009
from 4.15% for 2008 primarily due to the replacem&imaturing or callable brokered CDs that hadiiest rates above current market rates
shorter-term brokered CDs. Also, as a result ofgegeeral decline in market interest rates, lowtsrest rates were paid on existing customer
money market and savings accounts coupled withrawerest rates paid on new deposits. In additiea,Corporation increased the use of
short-term advances from the FHLB and the FED. Chmporation increased its short-term borrowinga aseasure of interest rate risk
management to match the shortening in the aveifegeflthe investment portfolio and shifted the dimg emphasis to retail deposit to reduce
reliance on brokered CDs.

Partially offsetting the compression in ne¢enest margin, was an increase of $1.2 billionverage interestarning assets. The higher volu
of average interest-earning assets was drivendgribwth of the C&I loan portfolio in Puerto Rigarimarily due to credit facilities extended to
the Puerto Rico Government and its political sulsitims. Also, funds obtained through short-ternrtaings were invested, in part, in the
purchase of investment securities to mitigate #haide in the average yield on securities thatlteddrom the acceleration of MBS prepayme
and calls of U.S. agency debentures.

On an adjusted tax-equivalent basis, netéstancome decreased by $11.9 million, or 2%, @f®compared to 2008. The decrease was
principally due to lower yields on earning-assetslascribed above and a decrease of $2.8 millitimeitax-equivalent adjustment. The tax-
equivalent adjustment increases interest incontevoexempt securities and loans by an amount whigkes taxexempt income comparable,
a pre-tax basis, to the Corporation’s taxable ine@® previously stated. The decrease in the taix-agat adjustment was mainly related to
decreases in the interest rate spread on tax-exasepts, mainly due to lower yields on U.S. agency
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debentures an MBS held by the Corporation’s IBEsaliary, as the Corporation replaced securitieledand sold as well as prepayments of
MBS with shorter-term securities, and due to therei@se in income tax savings on securities helditsgBank Overseas Corporation resulting
from the temporary 5% tax imposed in 2009 to aE$Bsee Income Taxes discussion below).

2008 compared to 2007

Net interest income increased 17% to $5271Bomifor 2008 from $451.0 million for 2007. Approwately $14.2 million of the total net
interest income increase was related to fluctuatiorthe fair value of derivative instruments amdfcial liabilities measured at fair value. The
Corporation’s net interest spread and margin f@&0n an adjusted tax equivalent basis, were 2.838.20%, respectively, up 54 and 37
basis points from 2007. The increase was mainlgaated with a decrease in the average cost ofsfueslilting from lower short-term interest
rates and, to a lesser extent, a higher volumstefést earning assets. During 2008, the targghéoFederal Funds rate was lowered from 4.
to a range of 0% to 0.25% through seven separétmadn an attempt to stimulate the U.S. econaofiycially in recession since
December 2007. The decrease in funding costs rharedffset lower loan yields resulting from therieipg of variable-rate construction and
commercial loans tied to short-term indexes anchfeohigher volume of non-accrual loans.

Average earning assets for 2008 increasedLi8/Hillion, as compared to 2007, driven by comna@nd residential real estate loan
originations, and, to a lesser extent, purchasésaof during 2008 that contributed to a wider adrén addition, the Corporation purchased
approximately $3.2 billion in U.S. government agefired-rate MBS having an average yield of 5.448finlg 2008, which is higher than the
cost of the borrowing required to finance the pasghof such assets, thus contributing to a higbeinterest income as compared to 2007. The
increase in the loan and MBS portfolio was pantialfset by the early redemption, through call eisss, of approximately $1.2 billion of U.S.
Agency debentures with an average yield of 5.87%tduhe drop in rates in the long end of the y@ld/e.

On the funding side, the average cost of thgQration’s interest-bearing liabilities decreabgdl17 basis points mainly due to lower short-
term rates and the mix of borrowings. The benediif the decline in short-term rates in 2008 wasigdhr offset by the Corporatios’strategy, i
managing its asset/liability position in order itmit the effects of changes in interest rates drinterest income, of reducing its exposure to high
levels of market volatility by, among other thinggtending the duration of its borrowings and reiplg swapped-to-floating brokered CDs that
matured or were called (due to lower short-termagptvith brokered CDs not hedged with interest sataps. Also, the Corporation has reduced
its interest rate risk through other funding soaraad by, among other things, entering into lomgitand structured repurchase agreements that
replaced short-term borrowings. The volume of svealsip-floating brokered CDs decreased by approxina3.0 billion to $1.1 billion as of
December 31, 2008 from $4.1 billion as of Decen8ir2007.

On the asset side, the average yield of thpd@ation’s interest-earning assets decreased ta6i3 points driven by lower yields on the
variable-rate commercial and construction loanfpbot The weighted-average yield on loans decrédmsel25 basis points during 2008. In the
latter part of 2008, the Corporation took inititdss to obtain higher pricing on its variable-radenmercial loan portfolio; however, this effort
was severely impacted by significant declines iorsterm rates during the last quarter of 2008 Rhiene Rate dropped to 3.25% from 7.25% at
December 31, 2007 and 3-month LIBOR closed at 1.d8%ecember 31, 2008 from 4.70% on December 317)28nd, to a lesser extent, by
the increase in the volume of non-performing lodmsver loans yields were partially offset by higlyglds on tax-exempt securities such as
U.S. agency MBS held by the Corporation’s intemradil banking entity subsidiary.

On an adjusted tax equivalent basis, netésténcome increased by $103.7 million, or 22% 2@08 compared to 2007. The increase was
principally due to the lower short-term rates dismd above but also was positively impacted bylal$aillion increase in the tax-equivalent
adjustment. The increase in the tax-equivalentsjant was mainly related to increases in the éstelate spread on tax-exempt assets due to
lower short-term rates and a higher volume of teerept MBS held by the Corporation’s internationahking entity subsidiary, FirstBank
Overseas Corporation.

74




Table of Contents

Provision for Loan and Lease Losses

The provision for loan and lease losses isgdthto earnings to maintain the allowance for laad lease losses at a level that the Corporatior
considers adequate to absorb probable losses itherine portfolio. The adequacy of the allowafmeloan and lease losses is also based upon
a number of additional factors including trendsliarge-offs and delinquencies, current economiditions, the fair value of the underlying
collateral and the financial condition of the bavess, and, as such, includes amounts based on prdgrand estimates made by the Corpore
Although the Corporation believes that the alloweafar loan and lease losses is adequate, factgonbehe Corporation’s control, including
factors affecting the economies of Puerto Rico,Uhded States, the U.S. Virgin Islands and theigriVirgin Islands, may contribute to
delinquencies and defaults, thus necessitatingiaddl reserves.

During 2009, the Corporation recorded a priovigor loan and lease losses of $579.9 milliormpared to $190.9 million in 2008 and
$120.6 million in 2007.

2009 compared to 2008
The increase, as compared to 2008, was magfdied to:
. Increases in specific reserves for constructiona@mmercial impaired loan
. Increases in n¢-performing and net char-offs levels.
. The migration of loans to higher risk categoridésistrequiring higher general reser
. The overall growth of the loan portfoli

Even though the deterioration in credit qyalvas observed in all of the Corporation’s portsliit was more significant in the construction
and C&l loan portfolios, which were affected by #tagnant housing market and further deterioratidghe economies of the markets served.
The provision for loan losses for the constructmam portfolio increased by $211.1 million and ghevision for the C&I loan portfolio increas
by $110.6 million compared to 2008. This increaseoants for approximately 83% of the increase englovision. As mentioned above, the
increase was mainly driven by the migration of lé&mhigher risk categories, increases in speferves for impaired loans, and increases to
loss factors used to determine the general reseraecount for negative trends in non-performirenie, charge-offs affected by declines in
collateral values and economic indicators. The igion for residential mortgages also increasediogmtly for 2009, as compared to 2008, an
increase of $32 million, as a result of updatingegal reserve factors and a higher portfolio ofrdglent loans evaluated for impairment
purposes that was adversely impacted by decreasedlateral values.

In terms of geography, the Corporation recdra&366.0 million provision in 2009 for its loaargfolio in Puerto Rico compared to
$125.0 million in 2008, an increase of $241.0 millmainly related to the C&I and construction loaostfolio. The provision for C&I loans in
Puerto Rico increased by $116.5 million and thevision for the construction loan portfolio in PueRico increased by $101.3 million. Rising
unemployment and the depressed economy negatimglgdted borrowers and was reflected in a persigieeiine in the volume of new housing
sales and underperformance of important sectotfseoéconomy.

With respect to the United States loan padfdhe Corporation recorded a $188.7 million pstsm in 2009 compared to a $53.4 million
provision in 2008, an increase of $135.3 millionimharelated to the construction loan portfolio.eTprovision for construction loans in the
United States increased by $95.0 million compaoe2i008, primarily due to charges against speofgerves for impaired construction projects,
mainly collateral dependent loans that were chawgétb their collateral value in 2009 (refer t@thiRisk Management — Credit Risk
Management — Allowance for Loan and Lease LossddNam-performing Assets” discussion below for aiddial information about charge-
offs recorded in 2009). Impaired loans in the UhiBtates increased from $210.1 million at Decen3ie2008 to $461.1 million by the end of
2009. As of December
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31, 2009, approximately 89%, or $265.1 million lné total exposure to construction loans in Flovi@e individually measured for impairment.

The provision recorded for the loan portfotiche Virgin Islands amounted to $25.2 million2@09, an increase of $12.7 million compare
2008 mainly related to the construction loan pdidfo

Refer to the discussions under “Risk ManagémerCredit Risk Management — Allowance for Loan dmdse Losses and Non-performing
Assets” below for analysis of the allowance foml@nd lease losses, non-performing assets, implaiaed and related information.

2008 compared to 2007

The increase, as compared to 2007, was maitriputable to the significant increase in deliagay levels and increases in specific reserves
for impaired commercial and construction loans asily impacted by deteriorating economic conditionghe United States and Puerto Rico.
Also, increases to reserve factors for potentissés inherent in the loan portfolio, higher reseifee the residential mortgage loan portfolio in
the U.S. mainland and Puerto Rico and the overailth of the Corporation’s loan portfolio contriledtto higher charges in 2008.

During 2008, the Corporation experienced cargd stress in the credit quality of and worseniagds on its construction loan portfolio, in
particular, condo-conversion loans affected bycetinuing deterioration in the health of the eaogpan oversupply of new homes and
declining housing prices in the United States. fthal exposure of the Corporation to condo-coneerdébans in the United States was
approximately $197.4 million or less than 2% of thil loan portfolio. A total of approximately $48 million of this condo conversion
portfolio was considered impaired with a speciéisarve of $36.0 million allocated to these impaloeths during 2008. Absorption rates in
condo-conversion loans in the United States wesedod properties collateralizing some loans oriyndisbursed as condo-conversion were
formally reverted to rental properties with a fityolan for the sale of converted units upon an awgment in the United States real estate
market. Higher reserves were also necessary faetidential mortgage loan portfolio in the U.S.imh@nd in light of increased delinquency
levels and the decrease in housing prices.

In Puerto Rico, the Corporation’s impaired ocoencial and construction loan portfolio amountedpproximately $164 million and
$106 million, respectively, with specific resenasp21 million and $19 million, respectively, alkted to these loans during 2008. The
Corporation also increased its reserves for thideatial mortgage and construction loan portfotioni the 2007 levels to account for the
increased credit risk tied to recessionary cond#im Puerto Rico’s economy.

Refer to the discussions under “Financial Gord and Operating Analysis — Lending Activitieahd under “Risk Management — Credit
Risk Management” below for additional informatiooncerning the Corporation’s loan portfolio expostaréhe geographic areas where the
Corporation does business.
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Non-interest Income

The following table presents the compositibnan-interest income:

2009 2008 2007
(In thousands)

Other service charges on loz $ 6,83( $ 6,30¢ $ 6,89¢
Service charges on deposit accol 13,307 12,89t 12,76¢
Mortgage banking activitie 8,60¢ 3,27% 2,81¢
Rental income 1,34¢ 2,24¢ 2,53¢
Insurance incom 8,66¢ 10,153 10,877
Other operating incom 18,36: 18,57( 13,59¢
Non-interest income before net gain (loss) on investsiénsurance reimbursement and

other agreements related to a contingency settilemengain on partial extinguishment

and recharacterization of secured commercial léatscal financial institutions and gai

on sale of credit card portfol 57,11¢ 53,45( 49,491
Gain on VISA shares and related proce 3,78¢ 9,47¢ —
Net gain on sale of investmer 83,02( 17,70¢ 3,18¢
OTTI on equity securities and corporate bo (38¢€) (5,987 (5,910
OTTI on debt securitie (1,270 — —
Net gain (loss) on investmer 85,14¢ 21,19: (2,726
Insurance reimbursement and other agreementsdetatecontingency settleme — 15,07¢
Gain on partial extinguishment and recharacteopatif secured commercial loans to local

financial institutions — — 2,491
Gain on sale of credit card portfol — — 2,81¢
Total $142,26« $74,64: $67,15¢

Non-interest income primarily consists of gteervice charges on loans; service charges orsiegmrounts; commissions derived from
various banking, securities and insurance actsjitigins and losses on mortgage banking activiiied;net gains and losses on investments and
impairments.

Other service charges on loans consist maih$ervice charges on credit card-related actwitied other non-deferrable fees (e.g. agent,
commitment and drawing fees).

Service charges on deposit accounts includghmofees and other fees on deposit accounts.

Income from mortgage banking activities in@adyains on sales and securitization of loans evehues earned for administering residential
mortgage loans originated by the Corporation at$equently sold with servicing retained. In additimwer-of-cost-or-market valuation
adjustments to the Corporation’s residential mayégans held for sale portfolio and servicing tighortfolio, if any, are recorded as part of
mortgage banking activities.

Rental income represents income generatedédZorporation’s subsidiary, First Leasing, onréagal of various types of motor vehicles. As
part of its strategies to focus on its core busintse Corporation divested its short-term rentsifess during the fourth quarter of 2009.
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Insurance income consists of insurance conomssarned by the Corporation’s subsidiary, FasiBInsurance Agency, Inc., and the Bank’
subsidiary in the U.S. Virgin Islands, FirstBankudimance V.I., Inc. These subsidiaries offer a widkeety of insurance business.

The other operating income category is comgp@$eniscellaneous fees such as debit, credit aaddpoint of sale (POS) interchange fees and
check and cash management fees and includes commmsi$som the Corporation’s broker-dealer subsigi&irstBank Puerto Rico Securities.

The net gain (loss) on investment securitidiects gains or losses as a result of sales thatamsistent with the Corporation’s investment
policies as well as other-than-temporary impairnwrarges (OTTI) on the Corporation’s investmentfptio.

2009 compared to 2008
Non-interest income increased $67.6 millio$1d2.3 million for 2009, primarily reflecting:

L] A $59.6 million increase in realized gains on $hée of investment securities, primarily reflegten$79.9 million gain on the sale of
MBS (mainly U.S. agency fixed-rate MBS), comparedealized gains on the sale of MBS of $17.7 millio 2008. In an effort to
manage interest rate risk, and take advantagevofdhale market valuations, approximately $1.8 dillof U.S. agency MBS (mainly 30
Year fixec-rate U.S. agency MBS) were sold in 2009, compasexpproximately $526 million of U.S. agency MBSdsil 2008.

L] A $5.3 million increase in gains from mortgage@kiag activities, due to the increased volume ahlgales and securitizations.
Servicing assets recorded at the time of sale atedun $6.1 million for 2009 compared to $1.6 roiflifor 2008. The increase is mail
related to $4.6 million of capitalized servicingats in connection with the securitization of apprately $305 million FHA/VA
mortgage loans into GNMA MBS. For the first timesieveral years, the Corporation has been engaghd securitization of mortgage
loans in 2009

L] A $5.6 million decrease in OTTI charges relateeéduity securities and corporate bonds, part@ffiget by OTTI charges through
earnings of $1.3 million in 2009 related to thedir@ss portion of availab-for-sale private label MB¢

Also contributing to the increase in non-ietgrincome was higher fee income, mainly fees and@and service charges on deposit accounts
offset by lower income from insurance activitieslareduction in income from vehicle rental actdgt During the first three quarters of 2009,
income from rental activities decreased by $0.%ionildue to a lower volume of business. A furthedluction of $0.4 million was observed in
fourth quarter of 2009, as compared to the compeumdriod in 2008, mainly related to the dispositiad the Corporation’s vehicle rental
business early in the quarter, which was partiaffget by a $0.2 million gain recorded for the disiion of the business.

2008 compared to 2007

Non-interest income increased 11% to $74.6anifor 2008 from $67.2 million for 2007. The imase was related to a realized gain of
$17.7 million on the sale of approximately $526limil of U.S. sponsored agency fixed-rate MBS anthé&gain of $9.3 million on the sale of
part of the Corporation’s investment in VISA in oaction with VISA’s IPO. The announcement of theDRBat it will invest up to $600 billion
in obligations from U.S. government-sponsored agendncluding $500 billion in MBS backed by FNMBHLMC and GNMA, caused a surge
in prices and sent mortgage rates down and offemedrket opportunity to realize a gain. Higher poinsale (POS) and ATM interchange fee
income and an increase in fee income from cash gement services provided to corporate customeisuaced for approximately $3.9 million
of the increase in non-interest income. OTTI cha@®ounted to $6.0 million in 2008, compared t®@$billion in 2007. Different from 2007
when impairment charges related exclusively to tycgécurities, most of the impairment charges i6&@pproximately $4.2 million) was
related to auto industry corporate bonds held lbstBank Florida. The Corporation’s remaining expesio auto industry corporate bonds as of
December 31, 2008 amounted to $1.5 million, whieexposure to equity securities was approxima2lg million. These auto industry
corporate bonds were sold in 2009 and a gain & $lion was recorded at the time of sale, while
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the exposure to equity securities was reduced ® ®lllion as of December 31, 2009 after OTTI cleargf $0.4 million recorded in 2009

The increase in non-interest income attriblgtad activities mentioned above was partially effsvhen comparing 2008 to 2007, by isolated
events such as the $15.1 million income recognitic2007 for reimbursement of expenses relatedeatass action lawsuit settled in 2007, and
a gain of $2.8 million on the sale of a credit cpadtfolio and of $2.5 million on the partial exgimishment and recharacterization of a secured
commercial loan to a local financial institutioratiwere recognized in 2007.

Non-Interest Expense

The following table presents the componentsaof-interest expenses:

2009 2008 2007
(In thousands)

Employee’ compensation and benef $132,73: $141,85: $140,36:
Occupancy and equipme 62,33t 61,81¢ 58,89«
Deposit insurance premiu 40,58: 10,11 6,687
Other taxes, insurance and supervisory 20,87( 22,86¢ 21,29:
Professional fee— recurring 12,98( 12,57 13,48(
Professional fee— nor-recurring 2,231 3,231 7,271
Servicing and processing fe 10,17« 9,91¢ 6,574
Business promotio 14,15¢ 17,56¢ 18,02¢
Communication: 8,28: 8,85¢ 8,562
Net loss on REO operatiol 21,86: 21,37: 2,40(
Other 25,88¢ 23,20( 24,29(
Total $352,10: $333,37: $307,84:

2009 compared to 2008
Non-interest expenses increased $18.7 million to $36#llion for 2009 primarily reflecting:

= An increase of $30.5 million in the FDIC deposgumance premium, including $8.9 million for the cipbassessment levied by the FDI(
2009 and increases in regular assessment rateg:Olkincreased its insurance premium rates to $amR009 due to losses to the FDIC
insurance fund as a result of bank failures dugi®@8 and 2009, coupled with additional lossesttiafDIC projected for the future due to
anticipated additional bank failure

= A $4.0 million impairment of the core depositangible of FirstBank Florida, recorded in 2009 ag pf other non-interest expenses. The
core deposit intangible represents the value optkenium paid to acquire core deposits of an ititin. Core deposit intangible
impairment occurs when the present value of expefctieire earnings attributed to maintaining thesodeposit base diminishes. Factors
which contributed to the impairment include depasi-off and a shift of customers to time certificat

= A $1.8 million increase in the reserve for prdiedbsses on outstanding unfunded loan commitmerrded as part of other non-interest
expenses. The reserve for unfunded loan commitnigats estimate of the losses inherent in off-badasheet loan commitments at the
balance sheet date, and it was mainly related tstanding construction loans commitments. It isgkdted by multiplying an estimated
loss factor by an estimated probability of fundiagd then by the perioglhd amounts for unfunded commitments. The resenverffundec
loan commitments is included as part of accounysiple and other liabilities in the consolidatedestaent of financial conditior
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The aforementioned increases were partially offgyedecreases in certain controllable expensesasich

= A $9.1 million decrease in employees’ compensatind benefit expenses, mainly due to a lower lmadand reductions in bonuses,
incentive compensation and overtime costs. The rurobfull time equivalent employees decreased &8, br 6%, during 200¢

= A $3.4 million decrease in business promotion espsrdue to a lower level of marketing activit

= A $1.1 million decrease in taxes, other than medaxes, mainly driven by a decrease in munidgeds which are assessed based on
taxable gross revenue

The Corporation continued to reduce costsutiinacorporate-wide efforts to focus on its coreitess, including cost-cutting initiatives. The
efficiency ratio for 2009 was 53.24% compared t@B3% for 2008.

2008 compared to 2007

Non-interest expenses increased 8% to $33Bliémfor 2008 from $307.8 million for 2007. Thadrease was principally attributable to a
higher net loss on REO operations and increastreideposit insurance premium expense and occuparntgquipment expenses, partially
offset by lower professional fees.

The net loss on REO operations increased pyoapnately $19.0 million for 2008, as comparedte previous year, mainly due to a higher
inventory of repossessed properties and declireaggstate prices, mainly in the U.S. mainland, blaae caused write-downs of the value of
repossessed properties. A significant portion efltisses was related to foreclosed propertiesandd, including a $5.3 million write-down to
the value of a single foreclosed project in thethiStates as of December 31, 2008. Higher losees also observed in Puerto Rico due to a
higher inventory and recent trends in sales.

The deposit insurance premium expense incddag&3.4 million as the Corporation used availabie-time credits to offset the premium
increase in 2007 resulting from a new assessmeaigrmyadopted by the FDIC and also attributabléedricrease in the deposit base.

Occupancy and equipment expenses increas$d.Bymillion primarily to support the growth of tlkrporation’s operations as well as
increases in utility costs.

Employees’compensation and benefit expensgsased by $1.5 million for 2008, as compared ¢opttevious year, primarily due to higher
average compensation and related fringe beneéitsiafly offset by a decrease of $2.8 million inck-based compensation expenses and the
impact in 2007 of the accrual of approximately $3i8ion for a voluntary separation program estsifiid by the Corporation as part of its cost
saving strategies. The Corporation has been alderttnue the growth of its operations without irr@wg substantial additional operating
expenses. The Corporation’s total headcount deedeas compared to December 31, 2007 as a reghk obluntary separation program
completed earlier in 2008 and reductions by attitiThese decreases have been partially offsetdigases due to the acquisition of the Virgin
Islands Community Bank (“VICB”) in the first quartef 2008 and to reinforcement of audit and credik management personnel.

Professional fees decreased by $4.9 millioritfe 2008 year, as compared to 2007, primarilyoatiable to lower legal, accounting and
consulting fees due to, among other things, théese¢nt of legal and regulatory matters.
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Income Taxes

Income tax expense includes Puerto Rico anglitvislands income taxes as well as applicable teé@eral and state taxes. The Corporatic
subject to Puerto Rico income tax on its incomenfadl sources. As a Puerto Rico corporation, BemiCorp is treated as a foreign corporation
for U.S. income tax purposes and is generally siltjeUnited States income tax only on its incomoerf sources within the United States or
income effectively connected with the conduct tfaale or business within the United States. Anyndag paid is creditable, within certain
conditions and limitations, against the CorporasdPuerto Rico tax liability. The Corporation isalsubject to U.S. Virgin Islands taxes on its
income from sources within that jurisdiction. Anych tax paid is creditable against the Corporasi¢tuerto Rico tax liability, subject to certain
conditions and limitations.

Under the Puerto Rico Internal Revenue CodE98#, as amended (“PR Code”), First BanCorp igestibo a maximum statutory tax rate of
39%. In 2009 the Puerto Rico Government approved\ac 7 (the “Act”), to stimulate Puerto Rico’s emony and to reduce the Puerto Rico
Government’s fiscal deficit. The Act imposes aegf temporary and permanent measures, inclutagrposition of a 5% surtax over the
total income tax determined, which is applicabledoporations, among others, whose combined inaameeds $100,000, effectively resulting
in an increase in the maximum statutory tax raaefB9% to 40.95% and an increase in capital gaiustry tax rate from 15% to 15.75%. This
temporary measure is effective for tax years tbatroenced after December 31, 2008 and before Jadu2612. The PR Code also includes an
alternative minimum tax of 22% that applies if therporation’s regular income tax liability is letssin the alternative minimum tax
requirements.

The Corporation has maintained an effectixgéde lower than the maximum statutory rate mabylynvesting in government obligations :
mortgage-backed securities exempt from U.S. andi®&eco income taxes and by doing business thrdB@s of the Corporation and the Bank
and through the Bank’s subsidiary, FirstBank Ovassgorporation, in which the interest income arid ga sales is exempt from Puerto Rico
and U.S. income taxation. Under the Act, all IBEs subject to a special 5% tax on their net incowteotherwise subject to tax pursuant to the
PR Code. This temporary measure is also effectivéaik years that commenced after December 31, a88®efore January 1, 2012. The IBEs
and FirstBank Overseas Corporation were createdruhe International Banking Entity Act of Puertw® which provides for total Puerto Rico
tax exemption on net income derived by IBEs opeggith Puerto Rico. IBEs that operate as a unitlodisk pay income taxes at normal rates to
the extent that the IBEs’ net income exceeds 20%ebank’s total net taxable income.

For additional information relating to incortaxes, see Note 27 to the Corporation’s finandatkesents for the year ended December 31,
2009 included in Item 8 of this Form 10-K, includithe reconciliation of the statutory to the effeetincome tax rate for 2009, 2008 and 2007.

2009 compared to 2008

For 2009, the Corporation recognized an inctameexpense of $4.5 million, compared to an incéaxebenefit of $31.7 million for 2008. T
fluctuation in income tax expense for 2009 maimgulted from non-cash charges of approximately $l84dllion to increase the valuation
allowance for the Corporation’s deferred tax asastof December 31, 2009, the deferred tax ass¢pfra valuation allowance of
$191.7 million, amounted to $109.2 million compate&128.0 million as of December 31, 2008.

Accounting for income taxes requires that cames assess whether a valuation allowance sheulddorded against their deferred tax assets
based on the consideration of all available evidensing a “more likely than not” realization stardi Valuation allowances are established,
when necessary, to reduce deferred tax assets tnbunt that is more likely than not to be realiza making such assessment, significant
weight is to be given to evidence that can be dbjely verified, including both positive and negattievidence. The accounting for income taxes
guidance requires the consideration of all souofe¢axable income available to realize the defeteedasset, including the future reversal of
existing temporary differences, future taxable mecexclusive of reversing temporary differences eardyforwards, taxable income in
carryback years and tax planning strategies. imasing taxes, management assesses the relatives izued risks of the appropriate tax treatrr
of transactions taking into account statutory, giediand regulatory guidance, and recognized tavefis only when deemed probable.
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In assessing the weight of positive and nggatvidence, a significant negative factor thatiites in the increase of the valuation allowance
was that the Corporation’s banking subsidiary Biastk Puerto Rico was in a three-year historical @iative loss as of the end of the year 2009,
mainly as a result of charges to the provisiondan and lease losses, especially in the construgidrtfolio both in Puerto Rico and the United
States, resulting from the economic downturn. ABetember 31, 2009, management concluded that &bfifion of the deferred tax assets
will be realized. In assessing the likelihood dlizng the deferred tax assets, management hasdesad all four sources of taxable income
mentioned above and even though sufficient prafiessexpected in the next seven years to realizedeferred tax asset, given current uncertain
economic conditions, the Company has only relietharplanning strategies as the main source of taxaislene to realize the deferred tax a
amount. Among the most significant tax-planningtggies identified are: (i) sale of appreciate@sgii) consolidation of profitable and
unprofitable companies (in Puerto Rico each Compiéey a separate tax return; no consolidated étxrns are permitted), and (iii) deferral of
deductions without affecting its utilization. Maremgent will continue monitoring the likelihood ofatezing the deferred tax assets in future
periods. If future events differ from managemetécember 31, 2009 assessment, an additional vatualiowance may need to be established
which may have a material adverse effect on theg@ation’s results of operations. Similarly, to thaent the realization of a portion, or all, of
the tax asset becomes “more likely than ra@8ed on changes in circumstances (such as, inthearaings, changes in tax laws or other rele
changes), a reversal of that portion of the defetag asset valuation allowance will then be reedrd

The increase in the valuation allowance dagsave any impact on the Corporation’s liquiditgy does such an allowance preclude the
Corporation from using tax losses, tax creditstoeodeferred tax assets in the future.

Partially offsetting the impact of the increas the valuation allowance, was the reversappiaximately $19 million of Unrecognized Tax
Benefits (“UTBs”) as further discussed below. Thedme tax provision in 2009 was also impacted hysachents to deferred tax amounts as a
result of the aforementioned changes to the PR @nédeted tax rates. The effect of a higher temgatatutory tax rate over the normal
statutory tax rate resulted in an additional incdaebenefit of $10.4 million for 2009 that was tily offset by an income tax provision of
$6.6 million related to the special 5% tax on tpemtions of FirstBank Overseas Corporation. Defetax amounts have been adjusted for the
effect of the change in the income tax rate comsigethe enacted tax rate expected to apply todl@xacome in the period in which the deferred
tax asset or liability is expected to be settledealized.

During the second quarter of 2009, the Corpamaeversed UTBs by $10.8 million and relatedraed interest of $5.3 million due to the
lapse of the statute of limitations for the 2004atale year. Also, in July 2009, the Corporatioreead into an agreement with the Puerto Rico
Department of the Treasury to conclude an incomatalit and to eliminate all possible income anthtlding tax deficiencies related to
taxable years 2005, 2006, 2007 and 2008. As atreksiich agreement, the Corporation reversed guhe third quarter of 2009 the remaining
UTBs and related interest by approximately $2.9iom| net of the payment made to the Puerto Ricpdbenent of the Treasury in connection
with the conclusion of the tax audit. There werdJfiBs outstanding as of December 31, 2009. Refélatie 27 to the Corporation’s financial
statements for the year ended December 31, 2008t in Item 8 of this Form 10-K for additionafénmation.

2008 compared to 2007

For 2008, the Corporation recognized an inctameébenefit of $31.7 million compared to an incotae expense of $21.6 million for 2007.
The fluctuation was mainly related to lower taxaibleome. A significant portion of revenues was dedi from tax-exempt assets and operations
conducted through the IBE, FirstBank Overseas Qatfmn. Also, the positive fluctuation in financiasults was impacted by two transactions:
(i) a reversal of $10.6 million of UTBs during teecond quarter of 2008 for positions taken on inetem returns, as explained below, and (ii)
the recognition of an income tax benefit of $5.4lioni in connection with an agreement entered imiil the Puerto Rico Department of
Treasury during the first quarter of 2008 that lelished a multi-year allocation schedule for dethility of the $74.25 million payment made by
the Corporation during 2007 to settle a securitlass action suit. Also, higher deferred tax begaefiere recorded in connection with a higher
provision for loan and lease losses.

During the second quarter of 2008, the Corpamaeversed UTBs of approximately $7.1 milliordeaccrued interest of $3.5 million as a
result of a lapse of the applicable statute oftitidns for the 2003 taxable year.
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OPERATING SEGMENTS

Based upon the Corporation’s organizationaicstire and the information provided to the Chigéé&utive Officer of the Corporation and, to a
lesser extent, the Board of Directors, the opegatggments are driven primarily by the Corporasdinies of business for its operations in Pu
Rico, the Corporation’s principal market, and bypgephic areas for its operations outside of PuRito. As of December 31, 2009, the
Corporation had six reportable segments: Commeacid|lCorporate Banking; Mortgage Banking; ConsufRetail) Banking; Treasury and
Investments; United States operations and Virdamtds operations. Management determined the rdpgersegments based on the internal
reporting used to evaluate performance and to asgesre to allocate resources. Other factors ssitheaCorporation’s organizational chart,
nature of the products, distribution channels dedeconomic characteristics of the products wese @bnsidered in the determination of the
reportable segments. For information regardingt BesCorp’s reportable segments, please refer te R® “Segment Information” to the
Corporation’s financial statements for the yeareshbecember 31, 2009 included in Item 8 of thisnr@0-K.

Starting in the fourth quarter of 2009, the@wation has realigned its reporting segmentsttebreflect how it views and manages its
business. Two additional operating segments werated to evaluate the operations conducted by dngoation outside of Puerto Rico.
Operations conducted in the United States andarvilgin Islands are now individually evaluatedsaparate operating segments. This
realignment in the segment reporting essentiaflgets the effect of restructuring initiatives, inding the merger of FirstBank Florida operati
with and into FirstBank, and will allow the Corptiom to better present the results from its grofettus. Prior to the third quarter of 2009, the
operating segments were driven primarily by thepBoation’s legal entities. FirstBank operationsdaweted in the Virgin Islands and through its
loan production office in Miami, Florida were rafted in the Corporation’s then four reportable segts (Commercial and Corporate Banking;
Mortgage Banking; Consumer (Retail) Banking; Tregsind Investments) while the operations condubteBirstBank Florida were reported as
part of a category hamed “Other”. In the third deaof 2009, as a result of the aforementioned eretfe operations of FirstBank Florida were
reported as part of the four reportable segmeitts.change in the fourth quarter reflected a furtbelignment of the organizational structure as
a result of management changes. Prior period aradavte been reclassified to conform to curreniogepresentation. These changes did not
have an impact on the previously reported constaidieesults of the Corporation.

The accounting policies of the segments azesttime as those described in Note 1 — “Nature sin@gs and Summary of Significant
Accounting Policies” to the Corporation’s financ&htements for the year ended December 31, 2@0@died in Item 8 of this Form 10-K. The
Corporation evaluates the performance of the setpised on net interest income, the estimatedgioovfor loan and lease losses, non-
interest income and direct non-interest expenses.segments are also evaluated based on the awelagee of their interestarning assets le
the allowance for loan and lease losses.

The Treasury and Investment segment lendssftmthe Consumer (Retail) Banking, Mortgage Bagkind Commercial and Corporate
Banking segments to finance their lending actisi@d borrows funds from those segments. The Caars(Retail) Banking segment also lends
funds to other segments. The interest rates changeckdited by Treasury and Investment and thesGmrer (Retail) Banking segments are
allocated based on market rates. The differencedmet the allocated interest income or expenseten@orporation’s actual net interest income
from centralized management of funding costs isntepgl in the Treasury and Investments segment.

Consumer(Retail)Banking

The Consumer (Retail) Banking segment maiolysgsts of the Corporation’s consumer lending agpbdittaking activities conducted mair
through its branch network and loan centers in fuRico. Loans to consumers include auto, boagsliof credit, personal loans and finance
leases. Deposit products include interest beamggn@n-interest bearing checking and savings ad¢spimdividual Retirement Accounts
(IRA) and retail certificates of deposit. Retail
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deposits gathered through each branch of FirstBamtail network serve as one of the funding saifoethe lending and investment activities.

Consumer lending has been mainly driven by &an originations. The Corporation follows a sty of seeking to provide outstanding
service to selected auto dealers that providetharnel for the bulk of the Corporation’s auto laiginations. This strategy is directly linked to
our commercial lending activities as the Corporatizaintains strong and stable auto floor plan i@iahips, which are the foundation of a
successful auto loan generation operation. The @ation’s commercial relations with floor plan dera are strong and directly benefit the
Corporation’s consumer lending operation and areaged as part of the consumer banking activities.

Personal loans and, to a lesser extent, méinaecing and a small revolving credit portfolis@ contribute to interest income generated on
consumer lending. Credit card accounts are issnddrithe Bank’s name through an alliance with Fekd_Services (Bank of America), which
bears the credit risk. Management plans to contiou active in the consumer loans market, apgltfie Corporation’s strict underwriting
standards. Other activities included in this segnaes finance leases and insurance activities ertBlRico.

The highlights of the Consumer (Retail) Bawgkgegment financial results for the year ended Bes 31, 2009 include the following:

. Segment income before taxes for the year endeérleer 31, 2009 was $20.9 million compared to $&iillon and $37.8 million
for the years ended December 31, 2008 and 20Q7ectgely.

. Net interest income for the year ended Decembe?@19 was $149.6 million compared to $166.0 millzrd $174.3 million for th
years ended December 31, 2008 and 2007, respgciived decrease in net interest income reflecisninéshed consumer loan
portfolio due to principal repayments and chargs-célating to the auto and personal loans podf@ificluding finance leases). This
portfolio is mainly composed of fixed-rate loansdihced with shorter-term borrowings thus positivagfected in a declining interest
rate scenario; however, this was more than offget ecrease in the amount credited to this segfoeits deposit-taking activities
due to the decline in interest rates and the loxsrme of loans, resulting in a decrease in nefr@dt income in 2009 as compared to
2008 and in 2008 as compared to 2(

. The provision for loan and lease losses for 2089 eased by $18.0 million compared to the samiegar 2008 and increased by
$6.7 million when comparing 2008 with the same qein 2007. The decrease in the provision was maeiated to the lower
amount of the consumer loan portfolio, a relatitabgity in delinquency and non-performing levedsd a decrease in net charge-offs
attributable in part to the changes in underwristendards implemented since late 2005 and theatigns using these new
underwriting standards of new consumer loans taoepmaturing consumer loans that had an avertgeflapproximately four
years. The increase in 2008, compared to 2007 dwago adjustments to loss factors based on ecaniodicators

. Nor-interest income for the year ended December 319 2¢as $32.0 million compared to $35.6 million &#2.5 million for the
years ended December 31, 2008 and 2007, respgctived decrease for 2009, as compared to 2008maady related to lower
insurance income and a reduction in income fromalehlental activities partially offset by highesrsice charges on deposit accol
and higher ATM interchange fee income. As parthef €orporatiors strategies to focus on its core business, thpdtation diveste
its short-term rental business during the fourtartgr of 2009. The increase for 2008, as compar@®®7, was mainly related to
higher point of sale (POS) and ATM interchangeifem®me caused by a change in the calculation eféhange fees charged
between financial institutions in Puerto Rico franfixed fee calculation to a percentage of the saleulation since the second hal
2007.

. Direct non-interest expenses for the year endeceBiber 31, 2009 were $98.3 million compared taZffillion and $95.2 million
for the years ended December 31, 2008 and 20Q7cegely. The decrease in direct non-interest rgpe for 2009, as compared to
2008, was primarily due to reductions in marketamgl occupancy expenses, mainly electricity cosigigly offset by the increase
the FDIC insurance premium associated with incre@sthe regular assessment rates and the speeifvied in 2009. The increase
in direct non-interest expenses for 2008, compr&D07, was mainly due to increases in compensatiarketing collection efforts
and the FDIC insurance premiu
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Commercial and Corporate Banking

The Commercial and Corporate Banking segmemsists of the Corporation’s lending and other ises/for the public sector and specialized
industries such as healthcare, tourism, finanogtitutions, food and beverage, shopping centedsvdddle-market clients. The Commercial and
Corporate Banking segment offers commercial loartdiding commercial real estate and constructi@n$, and other products such as cash
management and business management services. farstiddgportion of this portfolio is secured by tinederlying value of the real estate
collateral, and collateral and the personal guaembf the borrowers are taken in abundance oforautithough commercial loans involve
greater credit risk than a typical residential gage loan because they are larger in size and ristres concentrated in a single borrower, the
Corporation has and maintains a credit risk managemfrastructure designed to mitigate potentiakkes associated with commercial lending,
including strong underwriting and loan review fuoos, sales of loan participations and continuoositoring of concentrations within
portfolios.

For this segment, the Corporation followsrategy aimed to cater to customer needs in the eagial loans middle market segment by
seeking to build strong relationships and offefingncial solutions that meet customers’ uniquedse&tarting in 2005, the Corporation
expanded its distribution network and participatiothe commercial loans middle market segmentoysing on customers with financing
needs of up to $5 million. The Corporation estdidi5 regional offices that provide coverage thhmug Puerto Rico. The offices are staffed
with sales, marketing and credit officers abletovide a high level of personalized service andypbdecision-making.

The highlights of the Commercial and Corpoagking segment financial results for the yeareehDecember 31, 2009 include the
following:

. Segment loss before taxes for the year endedrile®e31, 2009 was $129.8 million compared to incof®56.9 million and
$78.6 million for the years ended December 31, 20882007, respectivel

. Net interest income for the year ended Decembe?@19 was $180.3 million compared to $112.3 millzrd $104.8 million for th
years ended December 31, 2008 and 2007, respgcftiled increase in net interest income for 200920@B, was related to both an
increase in the average volume of earning assetsndoy new commercial loan originations and lowerest rates charged by other
business segments due to the decline in shortiteéarest rates that more than offset lower loafdgielue to the significant increase
in non-accrual loans and to the repricing at love¢es. However, the Corporation is actively inciregspreads on variable-rate
commercial loan renewals given the current markeirenment. During 2009, the Corporation increaberluse of interest rate floc
in new commercial and construction loan agreemamtsrenewals to protect net interest margins gfingard. The increase in
volume of earning assets was primarily due to tffadilities extended to the Puerto Rico Governngent its political subdivisions.
As of December 31, 2009, the Corporation had $illidrboutstanding of credit facilities grantedttee Puerto Rico Government and
its political subdivisions

. The provision for loan losses for 2009 was $278ilon compared to $35.5 million and $12.5 mitidor 2008 and 2007,
respectively. The increase in the provision fonlead lease losses for 2009 was mainly driven eyctimtinuing pressures of a weak
Puerto Rico economy and a stagnant housing mdr&etere the main reasons for the increase in gorsal loans, the migration of
loans to higher risk categories (including a siigaifit increase in impaired loans) and the incréasbarge-offs. These have resulted
in higher specific reserves for impaired loans mmwteases in loss factors used for the determinatfdhe general reserve. Refer to
the “Provision for Loan and Lease Losses” discusaioove and to the “Risk Management — AllowanceLfan and Lease Losses
and Non-performing Assets” discussion below foriididal information with respect to the credit gtyabf the Corporation’s
commercial and construction loan portfolio. Ther@ase in the provision for loan and lease losse2G08 was mainly driven by the
increase in the amount of commercial and constodthpaired loans in Puerto Rico due to deteringpconomic condition:
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. Total non-interest income for the year ended Ddmr 31, 2009 amounted to $5.7 million comparea mon-interest income of
$4.6 million and $6.2 million for the years endeddember 31, 2008 and 2007, respectively. The iserganon-interest income for
2009, as compared to 2008, was mainly attributatblégher non-deferrable loans fees such as agemmitment and drawing fees
from commercial customers. Also, an increase it cagnagement fees from corporate customers cotgdha the increase in non-
interest income. The increase in non-interest irecfon 2008 was mainly attributable to the $2.5 imillgain resulting from an
agreement entered into with another local finanaistitution for the partial extinguishment of seedi commercial loans extended to
such institution. Aside from this transaction, naterest income for the Commercial and CorporatekiBay Segment increased by
$0.9 million in connection with higher fees on cashnagement services provided to corporate cus®

. Direct non-interest expenses for 2009 were $#1illlon compared to $24.5 million and $20.1 millier 2008 and 2007,
respectively. The increase for 2009, as compar@9@8, was primarily due to the portion of the gase in the FDIC deposit
insurance premium allocated to this segment; tlais partially offset by reductions in compensatigpemse. The increase for 2008,
as compared to 2007, was also mainly due to thgopaof the increase in the FDIC insurance premagincrease in compensation
and a higher loss in REO operations, primarily thuthe increase in the volume of repossessed pgiepa@nd writedowns

Mortgage Banking

The Mortgage Banking segment conducts itsatfmrs mainly through FirstBank and its mortgaggination subsidiary, FirstMortgage.
These operations consist of the origination, sateservicing of a variety of residential mortgagans products. Originations are sourced thri
different channels such as branches, mortgage bmake real estate brokers, and in associationmeitih project developers. FirstMortgage
focuses on originating residential real estatedpanme of which conform to Federal Housing Adntiaison (“FHA”), Veterans Administration
(“VA") and Rural Development (“RD") standards. Laaariginated that meet FHA standards qualify ferfilderal agency’s insurance program
whereas loans that meet VA and RD standards amaugtegd by their respective federal agencies. Mgedoans that do not qualify under these
programs are commonly referred to as conventiaaald. Conventional real estate loans could be cmirfig and non-conforming. Conforming
loans are residential real estate loans that rheettandards for sale under the FNMA and FHLMC m@mog whereas loans that do not meet the
standards are referred to as non-conforming resalenal estate loans. The Corporation’s straiegp penetrate markets by providing
customers with a variety of high quality mortgageducts to serve their financial needs faster amgler and at competitive prices.

The Mortgage Banking segment also acquires ansl selttgages in the secondary markets. Residertibhbstate conforming loans are sold to
investors like FNMA and FHLMC. In December 2008 tBorporation obtained from GNMA, Commitment Autityoto issue GNMA mortgage-

backed securities. Under this program, in 2009 Qbeporation securitized and sold FHA/VA mortgagan production into the secondary
markets.

The highlights of the Mortgage Banking segnfergncial results for the year ended Decembe2809 include the following:

. Segment loss before taxes for the year endedrile®e31, 2009 was $14.3 million compared to incafin®8.3 million and
$7.2 million for the years ended December 31, 28082007, respectivel

. Net interest income for the year ended Decembe2@19 was $39.2 million compared to $37.3 milliow &27.6 million for the
years ended December 31, 2008 and 2007, respegcfived increase in net interest income for 200920@B was mainly related to
the decline in short-term rates. This portfoligigcipally composed of fixed-rate residential ngaige loans tied to longrm interes
rates that are financed with shorter-term borrowjifgus positively affected in a declining intenege scenario as the one prevailing
in 2009 and 2008. The increase was also relatachigher portfolio, driven in 2009 by the purcha$approximately $205 million ¢
residential mortgages that previously served dateshl for a commercial loan extended to R&G Fiiah a Puerto Rican financial
institution. The increase in the portfolio in 20@8s driven by mortgage loan originatio
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. The provision for loan and lease losses for ter Y009 was $29.7 million compared to $9.0 milko $1.6 million for the years
ended December 31, 2008 and 2007, respectivelyintihease in 2009 and 2008 was mainly relatedeartbrease in the volume of
non-performing loans due to deteriorating econatoitditions in Puerto Rico and an increase in restagtors to account for the
continued recessionary economic conditions andtiegiss trends

. Non-interest income for the year ended December 309 2¢as $8.5 million compared to $2.7 million and1$@illion for the years
ended December 31, 2008 and 2007, respectivelyintihease for 2009, as compared to 2008 was dbyeapproximately
$4.6 million of capitalized servicing assets in geation with the securitization of approximately0$3million FHA/VA mortgage
loans into GNMA MBS. For the first time in seveyalars, the Corporation was engaged in the seatidiz of mortgage loans
throughout 2009. The increase for 2008, as compar2807, was driven by a higher volume of loarsah the secondary mark

. Direct non-interest expenses for 2009 were $81lBon compared to $22.7 million and $20.9 milliéor 2008 and 2007,
respectively. The increase for 2009, as compar@20@8, was also mainly related to the portion ef DIC deposit insurance
premium allocated to this segment, a higher losRBO® operations associated with a higher volumepdssessed properties and an
increase in professional service fees. The incrEas2008, as compared to 2007, is related to telclyy related expenses incurred to
improve the servicing of the mortgage loans as a®ihcreases in compensation and, to a lesserntghigher losses on REO
operations in connection with a higher volume giogsessed properties and trends in s

Treasury and Investments

The Treasury and Investments segment is rafiglerfor the Corporation’s treasury and investnraahagement functions. In the treasury
function, which includes funding and liquidity mayeement, this segment sells funds to the CommeawidiCorporate Banking, Mortgage
Banking, and Consumer (Retail) Banking segmentmémce their lending activities and purchases fugathered by those segments. Funds not
gathered by the different business units are obthny the Treasury Division through wholesale cledgyrsuch as brokered deposits, Advances
from the FHLB and repurchase agreements with imvest securities, among others.

Since the Corporation is a net borrower ofifirthe securities portfolio does not result friwa investment of excess funds. The securities
portfolio is a leverage strategy for the purpoddgaidity management, interest rate managemedtearnings enhancement.

The interest rates charged or credited bysingaand Investments are based on market rates.
The highlights of the Treasury and Investmaetgment financial results for the year ended Déeer@l, 2009 include the following:

. Segment income before taxes for the year endeérleer 31, 2009 amounted to $163.1 million comptrekil42.3 million for 2008
and of $36.5 million for the years ended Decemie2807.

. Net interest income for the year ended Decembe2@19 was $86.1 million compared to $123.4 millaowd $46.5 million for th
years ended December 31, 2008 and 2007, respegctive decrease in 2009, as compared to 2008, wadyndue to the decrease
the amount credited to this segment for its degaging activities due to the decline in interees and due to lower yields on
investment securities. This was partially offsetrégiuctions in the cost of funding as maturing lerekl CDs were replaced with
shorter-term CDs at lower prevailing rates and Vew-cost sources of funding such as advances fhaED and a higher average
volume of investments. Funds obtained through steonh borrowings were invested, in part, in theghase of investment securities
to mitigate the decline in the average yield orusiéies that resulted from the acceleration of MB8payments and calls of U.S.
agency debentures (refer to the Financial and GipgrBata
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Analysis — Investment Activities discussicgldw for additional information about investmentghases, sales and calls in 2009).
The decrease in the yield of investments was dribyethe approximately $945 million of U.S. agen@pdntures called in 2009 and
MBS prepayments. The variance observed in 2008ppared to 2007, is mainly related to lower shemnt rates and, to a lesser
extent, to an increase in the volume of averaggast-earning assets. The Corporation’s secupbetfolio is mainly composed of
fixed-rate U.S. agency MBS and debt securitiestieldng-term rates. During 2008, the Corporationchased approximately

$3.2 billion in fixed-rate MBS at an average yieldb.44%, which was significantly higher than thwesicof borrowings used to
finance the purchase of such assets. Despite theredemption by counterparties of approximately2$billion of U.S. agency
debentures through call exercises, the lack ofdiguin the financial markets caused several dates go by in 2008 without issuers
actions to exercise call provisions embedded im@pmately $945 million of U.S. agency debenturétseld by the Corporation as
of December 31, 2008. The Corporation benefitethfhigher than current market yields on these insémits. Also, non-cash gains
from changes in the fair value of derivative ingtents and liabilities measured at fair value actedifor approximately

$14.2 million of the increase in net interest ineofor 2008 as compared to 20!

. Nor-interest income for the year ended December 309 2@0nounted to $84.4 million compared to incom$2§.6 million and
losses of $2.2 million for the years ended Decen3fie2008 and 2007, respectively. The increas®@92as compared to 2008, was
driven by a $59.6 million increase in realized gaim the sale of investment securities, primagiecting a $79.9 million gain on t
sale of MBS (mainly U.S. agency fixed-rate MBS)mgared to realized gains on the sale of MBS of Bifillion in 2008. The
positive fluctuation in nomAterest income for 2008, as compared to 2007,relased to a realized gain of $17.7 million maiolythe
sale of approximately $526 million of U.S. sponsbagency fixed-rate MBS and to the gain of $9.3iamlon the sale of part of the
Corporation’s investment in VISA in connection withSA'’s IPO. Refer to “Non-interest income” discims above for additional
information.

. Direct non-interest expenses for 2009 were $ildomcompared to $6.7 million and $7.8 millionrfa008 and 2007, respectively.
The fluctuations are mainly associated to profesdiservice fees

United States Operations

The United States operations segment coristd banking activities conducted by FirstBanklie United States mainland. The Corporation
provides a wide range of banking services to irtlial and corporate customers in the state of Fddhidough its ten branches and two
specialized lending centers. In the United StatesCorporation originally had an agency lendiniicefin Miami, Florida. Then, it acquired
Coral Gables-based Ponce General (the parent cogngbdimibank, a savings and loans bank in 2005)drahged the savings and loan’s name
to FirstBank Florida. Those two entities were opeataseparately. In 2009, the Corporation filed ppliaation with the Office of Thrift
Supervision to surrender the Miami-based FirstBalokida charter and merge its assets into FirstB2undrto Rico, the main subsidiary of First
BanCorp. The Corporation placed the entire Floddaration under the control of a new appointed Etee Vice President. The merger allows
the Florida operations to benefit by leveragingahpital position of FirstBank Puerto Rico and #isr provide them with the support necessary
to grow in the Florida market.

The highlights of the United States operatisegment financial results for the year ended Déeer@l1, 2009 include the following:

. Segment loss before taxes for the year endedrblesme31, 2009 was $222.3 million compared to |dsk6@.4 million and
$12.1 million for the years ended December 31, 28882007, respectivel

. Net interest income for the year ended Decembe2@19 was $2.6 million compared to $28.8 milliord &88.7 million for the year
ended December 31, 2008 and 2007, respectivelyd&brease in net interest income for 2009 and ¥38related to the surge in
nor-performing asset:
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mainly construction loans, and a decreagdkarvolume of average earning-assets partiallyebfiy a lower cost of funding due to the
decline in market interest rates that benefit gdgerates paid on short-term borrowings. In 2008 ,Gorporation implemented
initiatives to accelerate deposit growth with speemphasis on increasing core deposits and sh#y &rom brokered deposits. Also,
the Corporation took actions to reduce its-performing credits including the sales of certagubled loans

The provision for loan losses for 2009 was $188ilion compared to $53.4 million and $30.2 mitifor 2008 and 2007,
respectively. The increase in the provision fonlead lease losses for 2009 was mainly driven byrtbrease in non-performing
loans and the decline in collateral values thatrbaslted in historical increases in charge-oft®le. Higher delinquency levels and
loss trends were accounted for the loss factord tesdetermine the general reserve. Also, additioharges were necessary because
of a higher volume of impaired loans that requispdcific reserves. Refer to the “Provision for Leendl Lease Losses” discussion
above and to the “Risk Management — Allowance foaih and Lease Losses and Non-performing Assetstisison below for
additional information with respect to the creditatjty of the loan portfolio in the United Stat&$e increase in the provision for Ic
and lease losses for 2008 was mainly driven byérigpecific reserves relating to condo-conversiams$ due to the deterioration of
the real estate market and a slumping econt

Total non-interest income for the year ended Ddmr 31, 2009 amounted to $1.5 million comparea mon-interest loss of

$3.6 million and non-interest income of $1.2 mitlifor the years ended December 31, 2008 and 266@ectively. The increase in
non-interest income for 2009, as compared to 2@8@8, mainly attributable to a gain of $0.9 milliom the sale of the entire portfolio
of auto industry corporate bonds after having tghimpairment charges of $4.2 million on those bond®008. The decrease in non-
interest income for 2008 was for the aforementiongohirment charge on corporate bonds and loweicgecharges on deposit
accounts and loan fee

Direct non-interest expenses for 2009 were $8ilifon compared to $34.2 million and $21.8 millier 2008 and 2007,
respectively. The increase for 2009, as compar@®@8, was primarily due to the increase in the@&Déposit insurance premium,
and professional service fees. The increase fo8.280compared to 2007, was mainly due to a hilgissrin REO operations,
primarily due to writ-downs and expenses related to c-conversion projects

Virgin Islands Operations

The Virgin Islands operations segment consittl banking activities conducted by FirstBankhe U.S. and British Virgin Islands,
including retail and commercial banking servicesvall as insurance activities. In 2002, after adggithe Chase Manhattan Bank operations in
the Virgin Islands, FirstBank became the largesikkia the Virgin Islands (USVI & BVI), serving Sthomas, St. Croix, St. John, Tortola and
Virgin Gorda, with 16 branches. In 2008, FirstBaquired the Virgin Island Community Bank (“VICBi) St. Croix, increasing its customer
base and share in this market. The Virgin Islarqirations segment is driven by its consumer andwermial lending and deposit-taking
activities. Loans to consumers include auto, boas of credit, personal loans and residentialtgaage loans. Deposit products include interest
bearing and non-interest bearing checking and gawaacounts, Individual Retirement Accounts (IRAJl aetail certificates of deposit. Retail
deposits gathered through each branch serve dsrttimg sources for the lending activities.

The highlights of the Virgin Islands operassegment financial results for the year ended beee 31, 2009 include the following:

Segment income before taxes for the year endeérleer 31, 2009 was $0.8 million compared to $9lkom and $26.3 million for
the years ended December 31, 2008 and 2007, resggc

Net interest income for the year ended Decembe2@19 was $61.1 million compared to $60.0 milliow &59.1 million for the
years ended December 31, 2008 and 2007, respegcfivet
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increase in net interest income was primatilg to the decrease in the cost of funding dumaturing CDs renewed at lower
prevailing rates and reductions in rates paid ¢er@st-bearing and savings accounts due to thendenlmarket interest rates. To a
lesser, extent, the increase was also due to &highume of commercial loans primarily due to aypqimately $79.8 million in cred
facilities extended to the U.S. Virgin Islands Gowvaent and political subdivisions in 2009. The e@ase for 2008, compared to 2C
was also driven by a lower cost of fundii

. The provision for loan and lease losses for 2868ased by $12.7 million compared to the sammg@én 2008 and increased by
$10.0 million when comparing 2008 with the sameaqakin 2007. The increase in the provision for 20@% mainly related to the
construction and residential and commercial morgdagns portfolio affected by increases to gen@sgrves to account for higher
delinquency levels and a challenging economy. Tibeease in 2008, compared to 2007, was drivendrgases to general reserves
for the residential, commercial and commercial mage loans portfolio to account for negative treindtie economy. General
economic conditions worsened, underscoring therggwd recessionary conditions in the US econouritjcally important to the
U.S. Virgin Islands as the primary market for \0s#, trade and investmel

. Nor-interest income for the year ended December 309 2@as $10.2 million compared to $9.8 million ari@ R million for the
years ended December 31, 2008 and 2007, respgctived increase for 2009, as compared to 2008 masly related to higher
service charges on deposit accounts and higher Kidichange fee income. The decrease for 200&apared to 2007, was
mainly related to the impact in 2007 of a $2.8 imillgain on the sale of a credit card portfolioidesfrom this transaction, non-
interest income increased by $0.4 million primadlye to higher service charges on deposits ancehigledit and debit card
interchange fee incom

. Direct non-interest expenses for the year endeckBber 31, 2009 were $45.4 million compared toXbd8llion and $42.4 million
for the years ended December 31, 2008 and 20Q3ectgely. The decrease in direct operating expefme2009, as compared to
2008, was primarily due to a decrease in compesrsatipense, mainly due to headcount, overtime anddes reductions. The
increase in direct operating expense for 2008, @vatpto 2007, was mainly due to increases in cosgiem, depreciation and
professional service fee
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FINANCIAL CONDITION AND OPERATING DATA ANALYSIS
Financial Condition

The following table presents an average ba&aheet of the Corporation for the following years:

December 31 2009 2008 2007
(In thousands)
ASSETS

Interes-earning asset:
Money market & other shc-term investment $ 182,20! $ 286,50: $ 440,59¢
Government obligation 1,345,59. 1,402,73: 2,687,01.
Mortgage-backed securitie 4,254,04. 3,923,42. 2,296,85!
Corporate bond 4,76¢ 7,711 7,711
FHLB stock 76,98: 65,08: 46,29
Equity securitie: 2,071 3,76z 8,13:
Total investment 5,865,66: 5,689,21 5,486,60:
Residential mortgage loa 3,523,571 3,351,23i 2,914,62!
Construction loan 1,590,30! 1,485,12 1,467,62:
Commercial loan 6,343,63! 5,473,711 4,797,441
Finance lease 341,941 373,99¢ 379,51(
Consumer loan 1,661,09 1,709,51. 1,729,54
Total loans 13,460,56 12,393,58 11,288,74
Total interes-earning asse! 19,326,22. 18,082,80 16,775,34
Total nor-interes-earning assef® 480,99¢ 425,15( 438,86
Total asset $19,807,22 $18,507,95 $17,214,20
LIABILITIES AND STOCKHOLDERS ' EQUITY
Interes-bearing liabilities:
Interes-bearing checking accour $ 866,46: $ 580,57. $ 443,42(
Savings accoun 1,540,47. 1,217,73 1,020,39!
Certificates of depos 1,680,32! 1,812,95 1,652,43I
Brokered CD:s 7,300,69! 7,671,09 7,639,471
Interes-bearing deposit 11,387,95 11,282,35 10,755,71
Loans payabl(? 643,61¢ 10,79: —
Other borrowed fund 3,745,98I 3,864,18! 3,449,49;
FHLB advance: 1,322,13i 1,120,78: 723,59

Total interes-bearing liabilities 17,099,69 16,278,11 14,928,80
Total nor-interes-bearing liabilities® 852,94 796,47t 959,36
Total liabilities 17,952,63 17,074,59 15,888,16
Stockholder’ equity:
Preferred stoc 909,27 550,10( 550,10(
Common stockholde’ equity 945,31 883,26 775,93¢
Stockholder’ equity 1,854,58 1,433,36: 1,326,03!
Total liabilities and stockholde’ equity $19,807,22 $18,507,95 $17,214,20

(1) Includes the allowance for loan and lease lossdgtanvaluation on investment securities avail-for-sale.

(2) Consists of sho-term borrowings under the FED Discount Window Paogy
(3) Includes changes in fair value of liabilities ekgtto be measured at fair vall
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The Corporation’s total average assets we®e8Hiillion and $18.5 billion as of December 3102@nd 2008, respectively, an increase for
2009 of $1.3 billion or 7% as compared to 2008. iflzeease in average assets was due to: (i) aeaserof $1.1 billion in average loans driven
by new originations, in particular credit facilsiextended to the Puerto Rico Government and lisgab subdivisions, and (ii) an increase of
$176.4 million in investment securities mainly doghe purchase of approximately $2.8 billion imestment securities in 2009 (mainly U.S.
agency callable debt securities and U.S. agency MIR8 the securitization of approximately $305 imill FHA/VA loans into GNMA MBS,
partially offset by $1.9 billion in investment seities sold during the year (mainly U.S. agency MB®@8luding $452 million in the last month of
the year) and $955 million debt securities calladrd) the year (mainly U.S. agency debentures).ifbiease in average assets for 2008, as
compared to 2007, was also driven by an increa$d dfbillion in average loans due to loan origioras, mainly commercial and residential
mortgage loans, and an increase of $202.6 millanvestment securities, mainly due to purchases.8f agency MBS.

The Corporation’s total average liabilitiesrev$18.0 billion and $17.1 billion as of Decembi&r 2009 and 2008, respectively, an increase of
$878.0 million or 5% as compared to 2008. The Capon has diversified its sources of borrowingduding: (i) an increase of $834.2 million
in the average balance of advances from the FEQFenBHLB, as the Corporation used low-cost souoddsnding to match an investment
portfolio with a shorter maturity, and (ii) an iease of $105.6 million in average interest-beadiegosits, reflecting increases in core deposits,
mainly in money market accounts in Florida. Thep@oation’s total average liabilities were $17.1ibf and $15.9 billion as of December 31,
2008 and 2007, respectively, an increase of $1lidrbbr 7% as compared to 2007. The Corporatiaedified its sources of borrowings
including: (i) an increase of $526.6 million in aage interest-bearing deposits, reflecting increasérokered CDs used to finance lending
activities and to increase liquidity levels as egautionary measure given the volatile econominaté, and increases in deposits from
individual, commercial and government sectors afii)increase of $414.7 million in alternative se@srsuch as repurchase agreements that
financed the increase in investment securities,(@if@d combined increase of approximately $40&iion in advances from FHLB and short-
term borrowings from the FED through the Discouribééw Program as the Corporation took direct agtitmnenhance its liquidity position due
to the financial market disruptions and to increigsborrowing capacity with the FHLB and the FRihich funds are also used to finance the
Corporation’s lending activities.

Assets

Total assets as of December 31, 2009 amounted36 $illion, an increase of $137.2 million compate19.5 billion as of December 31,
2008. The Corporation’s loan portfolio increasedd8%0.9 million (before the allowance for loan dease losses), driven by new originations,
mainly credit facilities extended to the Puertodr@overnment and/or its political subdivisions. &lan increase of $298.4 million in cash and
cash equivalents contributed to the increase al stsets, as the Corporation improved its liguigdsition as a precautionary measure given
current volatile market conditions. Partially offseg the increase in loans and liquid assets w$ig9.8 million decrease in investment
securities, driven by sales and principal repaysiehMBS as well as U.S. agency debt securitidedaluring 2009.
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Loans Receivable

The following table presents the compositibthe loan portfolio including loans held for salg of year-end for each of the last five years.

(In thousands 2009 2008 2007 2006 2005
Residential mortgage loans, including loans hefdséde $ 3,616,28: $ 3,491,72 $ 3,164,42 $ 2,772,63 $ 2,346,94!
Commercial loans
Commercial mortgage loal 1,590,82. 1,535,75! 1,279,25: 1,215,041 1,090,19:
Construction loan 1,492,58! 1,526,99! 1,454,64. 1,511,60: 1,137,11
Commercial and Industrial loal 5,029,90 3,857,72! 3,231,121 2,698,14. 2,421,21!
Loans to local financial institutions collateralizby
real estate mortgages and pass-through trust
certificates 321,52: 567,72( 624,59° 932,01: 3,676,3L
Total commercial loan 8,434,83! 7,488,20: 6,589,61! 6,356,80: 8,324,84.
Finance lease 318,50 363,88 378,55¢ 361,63: 280,57
Consumer loans and other lo¢ 1,579,60! 1,744,48| 1,667,15: 1,772,91 1,733,56!
Total loans, gros 13,949,22 13,088,29. 11,799,74 11,263,98 12,685,92
Less:
Allowance for loan and lease loss (528,12() (281,526 (190,169 (158,29 (147,999
Total loans, ne $13,421,10 $12,806,76! $11,609,57: $11,105,68 $12,537,93

Lending Activities

As of December 31, 2009, the Corporation’altlitans increased by $860.9 million, when compavied the balance as of December 31,
2008. The increase in the Corporation’s total Igammarily relates to increases in C&l loans drivmninternal loan originations, mainly to the
Puerto Rico Government as further discussed belavtially offset by repayments and charge-offsggraximately $333.3 million recorded in

2009, mainly for construction loans in Florida.

As shown in the table above, the 2009 loatfglay was comprised of commercial (60%), residahteal estate (26%), and consumer and
finance leases (14%). Of the total gross loan phbotbf $13.9 billion as of December 31, 2009, apgimately 83% have credit risk concentrat
in Puerto Rico, 9% in the United States and 8%h@\irgin Islands, as shown in the following table.

Puerto Virgin United
As of December 31, 2009 Rico Islands States Total
(In thousands)

Residential real estate loans, including loans Faldale $ 2,790,82! $ 450,64! $ 374,80 $ 3,616,28:
Commercial mortgage loal 983,12! 73,11¢ 534,58 1,590,82.
Construction loans (1 998,23! 194,81: 299,54 1,492,58!
Commercial and Industrial loa 4,756,29 241,49 32,11 5,029,90
Loans to a local financial institution collatera@@zby real estate mortgag 321,52: — — 321,52:
Total commercial loan 7,059,17! 509,42: 866,23t 8,434,83!
Finance lease 318,50 — — 318,50
Consumer loan 1,446,35 98,41¢ 34,82¢ 1,579,60!
Total loans, gros $11,614,86 $1,058,49. $1,275,86! $13,949,22
Allowance for loan and lease los: (410,719 (27,507) (89,909 (528,12()

$11,204,15 $1,030,98! $1,185,96! $13,421,10

(1) Construction loans of Florida operations urie approximately $70.4 million of condo-conversioans, net of charge-offs of

$32.4 million.
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First BanCorp relies primarily on its retadtwork of branches to originate residential andscomer loans. The Corporation supplements its
residential mortgage originations with wholesaler®ing released mortgage loan purchases from ragedpankers. The Corporation manage
construction and commercial loan originations tigtoeentralized units and most of its originationme from existing customers as well as
through referrals and direct solicitations. Forgmse of the following presentation, the Corporateparately presented secured commercial
loans to local financial institutions because lidages this approach provides a better representati the Corporation’s commercial production
capacity.

The following table sets forth certain additb data (including loan production) related to @@porations loan portfolio net of the allowar
for loan and lease losses for the dates indicated:

For the Year Ended December 31

2009 2008 2007 2006 2005
(In thousands)

Beginning balanc $12,806,76 $11,609,57: $11,105,68 $12,537,93 $ 9,556,95!
Residential real estate loans originated and pgea 591,88t 690,36! 715,20: 908,84¢ 1,372,491
Construction loans originated and purcha 433,49: 475,83¢ 678,00 961,74t 1,061,77.
C&l and Commercial mortgage loans originated and

purchase( 3,153,27 2,175,39! 1,898,15 2,031,62! 2,258,55!
Secured commercial loans disbursed to local firenc

institutions — — — — 681,40°
Finance leases originat 80,71¢ 110,59¢ 139,59¢ 177,39( 145,80¢
Consumer loans originated and purche 514,77: 788,21! 653,18( 807,97¢ 992,94
Total loans originated and purchas 4,774,151 4,240,40! 4,084,14. 4,887,591 6,512,97:
Sales and securitizations of loz (464,704 (164,58) (147,049 (167,38) (118,52))
Repayments and prepayme (3,010,85) (2,589,12) (3,084,53)) (6,022,63) (3,803,80,)
Other (decreases) increa® (684,249 (289,519 (348,679 (129,82)) 390,32!
Net increase (decreas 614,34( 1,197,18: 503,89 (1,432,241 2,980,97.
Ending balanci $13,421,10 $12,806,76! $11,609,57. $11,105,68 $12,537,93
Percentage increase (decres 4.8(% 10.31% 4.54% (11.49% 31.1%

(1) Includes the change in the allowance for loan aadé losses and cancellation of loans due to glussession of the collater

(2) For 2008, is net of $19.6 million of loanerr the acquisition of VICB. For 2007, includes teeharacterization of securities collateralized
by loans of approximately $183.8 million previouslgcounted for as a secured commercial loan witksHgnancial. For 2005, includes
$470 million of loans acquired as part of the PoBemeral acquisitior

Residential Real Estate Loans

As of December 31, 2009, the Corporation’sdegtial real estate loan portfolio increased bg24:6 million as compared to the balance as of
December 31, 2008. More than 90% of the Corporationtstanding balance of residential mortgage $aamsists of fixed-rate, fully
amortizing, full documentation loans. In accordanith the Corporation’s underwriting guidelinessidential real estate loans are mostly full
documented loans, and the Corporation is not dgtimgolved in the origination of negative amortiza loans or adjustablexte mortgage loar
The increase was driven by a portfolio acquiredrduthe second quarter of 2009 from R&G, a PueitaRfinancial institution, and new loan
originations during 2009. The R&G transaction ieal the purchase of approximately $205 millionesfidential mortgage loans that previot
served as collateral for a commercial loan exteidd®i&G. The purchase price of the transaction retained by the Corporation to fully pay
the commercial loan, thereby significantly reducihg Corporation’s exposure to a single borrowéis Ricquisition had the effect of improving
the Corporation’s regulatory capital ratios dugh® lower risk-weighting of the assets acquireddifidnally, net interest income improved since
the weighted-average effective yield on the morgglagns acquired approximated 5.38% (including perferming loans) compared to a yield
of approximately 150 basis points over 3-month LBB® the commercial loan to R&G. Partially offsegithe increase driven by the
aforementioned transaction and loan originations tha securitization of approximately $305 millioihlFHA/VA mortgage loans into GNMA
MBS. Refer to the “Contractual Obligations and Catnments” discussion below for additional informattiabout outstanding commitments to
sell mortgage loans.
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Residential real estate loan production andhmses for the year ended December 31, 2009 dectdy $98.5 million, compared to the same
period in 2008 and decreased by $24.8 million f#0& compared to the same period in 2007. The dsenm 2009 was primarily due to weak
economic conditions reflected in a continued trehdigher unemployment rates affecting consumeexvektheless, the Corporation’s residential
mortgage loan originations, including purchase$zif8.4 million, amounted to $591.9 million in 200%is excludes the aforementioned
purchase of approximately $205 million of loanst fi@viously served as collateral for a commerdiah extended to R&G, since the
Corporation believes this approach provides a begfgresentation of the Corporation’s residentiattgage loan production capacity.

Residential real estate loans represent 128taifloans originated and purchased for 2009. Cbporation’s strategy is to penetrate markets
by providing customers with a variety of high gqtalnortgage products. The Corporatismésidential mortgage loan originations contintgeble
driven by FirstMortgage, its mortgage loan origioatsubsidiary. FirstMortgage supplements its m&kdirect originations through its retail
network with an indirect business strategy. ThepOaation’s Partners in Business, a division of tMigrtgage, partners with mortgage brokers
and small mortgage bankers in Puerto Rico to pwelagoing mortgage loan production.

The slight decrease in mortgage loan prododtio 2008, as compared to 2007, reflects the lox@arme of loans purchased during 2008.
Residential mortgage loan purchases during 2008iated to $211.8 million, a decrease of approxinya$&l8.7 million from 2007. This was d
to the impact in 2007 of a purchase of $72.2 millfmainly FHA loans) from a local financial institon not as part of the ongoing Corporation’s
Partners in Business Program discussed above. Melenimternal residential mortgage loan originatiancreased by $33.9 million for 2008, as
compared to 2007, favorably affected by legislaapproved by the Puerto Rico Government (Act 197ictvprovided credits to lenders and
borrowers when individuals purchased certain neexisting homes.

The credits for lenders and borrowers werkews: (a) for a new constructed home that waeddstitute the individual’s principal
residence, a credit equal to 20% of the sales pri&25,000, whichever was lower; (b) for new cansted homes that would not constitute the
individual’s principal residence, a credit of 10% of the sphee or $15,000, whichever was lower; and (c)ewisting homes, a credit of 10%
the sales price or $10,000, whichever was lower.

From the homebuyer’s perspective: (1) theviadial could not benefit from the credit twice; (B amount of credit granted was credited
against the principal amount of the mortgage; i§8)ihdividual had to acquire the property before@mwsber 31, 2008; and (4) for new
constructed homes constituting the principal resiéeand existing homes, the individual had to ilivé as his or her principal residence for at
least three consecutive years. Noncompliance Wwithrequirement will affect only the homebuyer'sdit and not the tax credit granted to the
financial institution.

From the financial institution’s perspectiyg) the credit may be used against income taxeljding estimated taxes, for years commencing
after December 31, 2007 in three installments,extthip certain limitations, between January 1, 2838 June 30, 2011; (2) the credit may be
ceded, sold or otherwise transferred to any otbesqn; and (3) any tax credit not used in a gieeryear, as certified by the Secretary of
Treasury, may be claimed as a refund.

Loan originations of the Corporation covergditt 197 amounted to approximately $90.0 millian 2008.
Commercial and Construction Loans

As of December 31, 2009, the Corporation’s em@rtial and construction loan portfolio increasgdsb46.6 million, as compared to the
balance as of December 31, 2008, due mainly to dognations to the Puerto Rico Government asutised below, partially offset by the
aforementioned unwinding of the commercial loarhviRi&G, principal repayments and net charge-off2009. A substantial portion of this
portfolio is collateralized by real estate. The @mation’s commercial loans are primarily variabtel adjustable-rate loans.
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Total commercial and construction loans orgd amounted to $3.6 billion for 2009, an increas#935.5 million when compared to
originations during 2008. The increase in comméama construction loan production for 2009, coneglaio 2008, was mainly driven by
approximately $1.7 billion in credit facilities extded to the Puerto Rico Government and/or itdipalisubdivisions. The increase in loan
originations related to governmental agencies veasghly offset by a $118.9 million decrease in coercial mortgage loan originations and a
decrease of $179.6 million in floor plan originaiso Floor plan lending activities depends on inggntevels (autos) financed and their turnover.

The increase in commercial and constructiam lproduction for 2008, compared to 2007, was marperienced in Puerto Rico. Commer
loan originations in Puerto Rico increased by apipnately $269.8 million for 2008. The increase anumercial loan originations in Puerto Rico
was partially offset by lower construction loangimiations in the United States, which decreasefill?.7 million for 2008, as compared to
2007, due to the slowdown in the U.S. housing mtarke

As of December 31, 2009, the Corporation hh@ $illion outstanding of credit facilities gradtto the Puerto Rico Government and/or its
political subdivisions. A substantial portion oe#e credit facilities are obligations that haveectic source of income or revenues identifiec
their repayment, such as sales and property tadksted by the central Government and/or munidiigal Another portion of these obligations
consists of loans to public corporations that abteivenues from rates charged for services or mtegdauch as electric power utilities. Public
corporations have varying degrees of independence the central Government and many receive apjatipns or other payments from it. The
Corporation also has loans to various municipalitiePuerto Rico for which the good faith, creditlainlimited taxing power of the applicable
municipality have been pledged to their repayment.

Aside from loans extended to the Puerto Rioognment and its political subdivisions, the latgean to one borrower as of December 31,
2009 in the amount of $321.5 million is with onengage originator in Puerto Rico, Doral Financiar@oration. This commercial loan is
secured by individual mortgage loans on resideatial commercial real estate.

Although commercial loans involve greater dredk because they are larger in size and maieisi concentrated in a single borrower, the
Corporation has and continues to develop a cresttitnanagement infrastructure that mitigates paklusses associated with commercial
lending, including loan review functions, saledazn participations, and continuous monitoring eficentrations within portfolios.

Construction loans originations decreased48; 3 million due to the strategic decision by thegration to reduce its exposure to
construction projects in both Puerto Rico and tini¢édl States. The Corporation’s construction legdialume has been stagnant for the last yeatr
due to the slowdown in the U.S. housing markettaeccurrent economic environment in Puerto Rica Torporation has reduced its exposure
to condo-conversion loans in its Florida operatiand construction loan originations in Puerto Rice mainly draws from existing
commitments. More than 70% of the construction loaginations in 2009 are related to disbursemé&ots previous established commitments.
Current absorption rates in condo-conversion léanise United States are low and properties caliditeng some of these condo-conversion
loans have been formally reverted to rental pragestith a future plan for the sale of converteitsunpon an improvement in the real estate
market. As of December 31, 2009, approximately $&Qillion of loans originally disbursed as condaxeersion construction loans have been
formally reverted to income-producing commerciaris, while the repayment of interest on the remgigbnstruction condoenversion loans
coming principally from rental income and other mmms. Given more conservative underwriting starglafdbanks in general and a reduction in
market participants in the lending business, thep@ation believes that the rental market in Flanwdll grow. As part of the Corporation’s
initiative to reduce its exposure to constructioojects in Florida, during 2009, the Corporatiomgteted the sales of four non-performing
construction loans in Florida totaling approximgt®#0.4 million. Refer to the discussion under #Ridanagement — Credit Risk Management
— Allowance for Loan and Lease Losses and Non-periftg Assets” below for additional information.
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The composition of the Corporation’s constimcioan portfolio as of December 31, 2009 by catg@gnd geographic location follows:

Puerto
As of December 31, 200 Rico
Loans for residential housing projec
High-rise (@ $ 202,80(
Mid-rise () 100,43:
Single-family detact 123,80°
Total for residential housing projec 427,04(
Construction loans to individuals secured by rasidé properties 11,71¢
Condc-conversion loan 10,08:
Loans for commercial projec 324,71
Bridge loans— residential 56,09t
Bridge loans— commercia 3,00z
Land loans— residentia 77,82(
Land loan— commercial 61,86¢
Working capital 29,72
Total before net deferred fees and allowance fan losse: 1,002,06:
Net deferred fee (3,829
Total construction loan portfolio, gro 998,23t
Allowance for loan losse (100,00)
Total construction loan portfolio, n $ 898,22¢

Virgin United
Islands States Total
(In thousands)
$ — $ 55¢ $ 203,35¢
4,471 28,12°¢ 133,02¢
4,16¢€ 31,18¢ 159,15¢
8,637 59,87( 495,54°
26,63¢ — 38,35
— 70,43¢ 80,517
117,33¢ 1,53¢ 443,57¢
— 1,28¢ 57,38(
20,26! 72,17¢ 95,44:
20,69( 66,80: 165,31:
1,10¢ 27,51¢ 90,49:
1,01¢ — 30,74
195,67 299,62: 1,497,36:
(865) (82) (4,772
194,81: 299,54 1,492,58
(16,380 (47,747 (164,129
$178,43. $251,80: $1,328,46

(1) For purposes of the above table, high-risgfgiam is composed of buildings with more thant@rges, mainly composed of two projects that
represent approximately 71% of the Corporé's total outstanding hic¢-rise residential construction loan portfolio in RoeRico.

(2) Mid-rise relates to buildings up to 7 stori

The following table presents further inforneation the Corporation’s construction portfolio &swod for the year ended December 31, 2009:

(Dollars in thousands
Total undisbursed funds under existing commitm

Construction loans in ni-accrual statu
Net charge off— Construction loans (1
Allowance for loan losse— Construction loan

Non-performing construction loans to total constructioans

Allowance for loan losse— construction loans to total construction lo:

Net charg-offs to total average construction loans

$249,96:
$634,32¢
$183,60(
$164,12¢
42.5(%
11.0(%

11.5/%

(1) Includes charc-offs of $137.4 million related to construction I@an Florida and $46.2 million related to constimetioans in Puerto Ric




Table of Contents

The following summarizes the construction Béor residential housing projects in Puerto Riegregated by the estimated selling price o
units:

(In thousands

Under $300K $142,28(
$300K-$600K 87,30¢
Over $600K (1, 197,45:

$427,04(

(1) Mainly composed of three high-rise projecid ane single-family detached project that accotortapproximately 67% and 14%,
respectively, of the residential housing projent®uerto Rico

For the majority of the construction loansrfesidential housing projects in Florida, therastied selling price of the units is under
$300,000.

Consumer Loans and Finance Leases

As of December 31, 2009, the Corporation’sstmner loan and finance leases portfolio decreagék®b0.3 million, as compared to the
portfolio balance as of December 31, 2008. Thisanly the result of repayments and charge-offs dhea combined basis more than offset the
volume of loan originations during 2009. Nevertisslghe Corporation experienced a decrease irhaege-offs for consumer loans and finance
leases that amounted to $61.1 million for 2009;ampared to $66.4 million for the same period a yem. The decrease in net charge offs as
compared to 2008 is attributable to the relatiabidity in the credit quality of this portfolio amthanges in underwriting standards implemented
in late 2005. New originations under these revisaddards have an average life of approximately years.

Consumer loan originations are principallyvdri through the Corporation’s retail network. Fog year ended December 31, 2009, consumer
loan and finance lease originations amounted t® $6Million, a decrease of $303.3 million or 34%ngEared to 2008 adversely impacted by
economic conditions in Puerto Rico and the Unit&tes. The increase of $106.0 million in consurmanland finance leases originations in
2008, as compared to 2007, was related to the psecbf a $218 million auto loan portfolio from Célgr Financial Services Caribbean, LLC
(“Chrysler”) in July 2008. Aside from this transiact, the consumer loan production decreased byoappately $112 million, or 14%, for 2008
as compared to 2007 mainly due to adverse econooniditions in Puerto Rico. Unemployment in PuertcoReached 13.7% in December 2(
up 2.7% from the prior year, and in 2009 tops 18%nsumer loan originations are driven by auto loaginations through a strategy of seeking
to provide outstanding service to selected auttedeaho provide the channel for the bulk of thegoration’s auto loan originations. This
strategy is directly linked to our commercial lemgliactivities as the Corporation maintains stromg stable auto floor plan relationships, which
are the foundation of a successful auto loan g¢ineraperation. The Corporation’s commercial relasi with floor plan dealers is strong and
directly benefits the Corporation’s consumer legdaperation. Finance leases are mostly composkxaos$ to individuals to finance the
acquisition of a motor vehicle and typically haieefyear terms and are collateralized by a securtgrest in the underlying assets.

Investment Activities

As part of its strategy to diversify its reuensources and maximize its net interest incontet BanCorp maintains an investment portfolio
that is classified as available-for-sale or helg@raturity. The Corporation’s investment portfoli® @ December 31, 2009 amounted to $4.9
billion, a reduction of $842.5 million when compdmeith the investment portfolio of $5.7 billion asDecember 31, 2008. The reduction in the
investment portfolio was the net result of appraaiety $1.9 billion in sales of securities, $955lioi in calls of U.S. agency notes and certain
obligations of the Puerto Rico Government, and exiprately $959 million of mortgage-backed secusifiepayments; partly offset with
securities purchases of $2.9 billion.

Sales of investments securities during 200&wapproximately $1.7 billion in MBS (mainly 30 Yéd.S. agency MBS), with a weighted-
average yield of 5.49%, $96 million of US Treasnotes with a weighted average yield of 3.54% ar@D$illion of Puerto Rico government
obligations with an average yield of 5.50%.

Purchases of investment securities during 208®ly consisted of U.S. agency callable debestheving contractual maturities ranging fr
two to three years (approximately $1.0 billion ateighted-average yield of
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2.13%), 7-10 Year U.S. Treasury Notes (approximnye$8b million at a weighted-average yield of 3.5486psequently sold, 15-Year U.S.
agency MBS (approximately $1.3 billion at a weighteverage yield of 3.85%) and floating collateratiznortgage obligations issued by
GNMA, FNMA and FHLMC (approximately $184 millionjlso, during 2009, the Corporation began and cotadl¢he securitization of
approximately $305 million of FHA/VA mortgage loaimso GNMA MBS.

Over 94% of the Corporation’s available-folesand held-to-maturity securities portfolio is @sted in U.S. Government and Agency
debentures and fixed-rate U.S. government sponsagedcy MBS (mainly FNMA and FHLMC fixed-rate seities). The Corporation’s
investment in equity securities is minimal.

The following table presents the carrying eahd investments as of December 31, 2009 and 2008:

(In thousands 2009 2008
Money market investmen $ 24,28¢ $ 76,00:
Investment securities heto-maturity, at amortized cos
U.S. Government and agencies obligati 8,48( 953,51¢
Puerto Rico Government obligatio 23,57¢ 23,06¢
Mortgagebacked securitie 567,56( 728,07¢
Corporate bond 2,00C 2,00(
601,61¢ 1,706,66:
Investment securities availa-for-sale, at fair value
U.S. Government and agencies obligati 1,145,13! —
Puerto Rico Government obligatio 136,32¢ 137,13
Mortgagebacked securitie 2,889,01 3,722,99:
Corporate bond — 1,54¢
Equity securitie: 303 66¢
4,170,78. 3,862,34.
Other equity securities, including $68.4 millionde$62.6 million of FHLB stock as of December 31020
and 2008, respective 69,93( 64,14
Total investment $4,866,61 $5,709,15.
Mortgage-backed securities as of Decembe2@09 and 2008, consist of:
(In thousands 2009 2008
Held-to-maturity
FHLMC certificates $ 5,01f $ 8,33¢
FNMA certificates 562,54! 719,74:
567,56( 728,07¢
Available-for-sale
FHLMC certificates 722,24¢ 1,892,35!
GNMA certificates 418,31 342,67
FNMA certificates 1,507,79: 1,373,97
Collateralized Mortgage Obligations issued or gntgad by FHLMC, FNMA and GNM/ 156,30° —
Other mortgage pa-through certificate: 84,35¢ 113,98
2,889,01 3,722,99
Total mortgag-backed securitie $3,456,57 $4,451,07.
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The carrying values of investment securitiessified as available-for-sale and held-to-maguag of December 31, 2009 by contractual
maturity (excluding mortgage-backed securities equity securities) are shown below:

Carrying Weighted
(Dollars in thousands amount average yield %
U.S. Government and agencies obligati
Due within one yea $ 8,48( 0.47
Due after ten yeal 1,145,13! 2.12
1,153,61! 2.11
Puerto Rico Government obligatio
Due within one yea 11,98¢ 1.82
Due after one year through five ye 113,48 5.4C
Due after five years through ten ye 25,81« 5.87
Due after ten yeal 8,61°F 5.47
159,90! 5.21
Corporate bond
Due after ten yeal 2,00( 5.8(
Total 1,315,52. 2.4¢
Mortgage-backed securitie 3,456,57. 4.37
Equity securitie: 30z —
Total investment securities availa-for-sale and he-to-maturity $4,772,40. 3.8E

Total proceeds from the sale of securitiesnduthe year ended December 31, 2009 amountedoimeimately $1.9 billion (2008 —
$680.0 million). The Corporation realized grossngadf approximately $82.8 million in 2009 (2008 279 million), and realized gross losse
approximately $0.2 million in 2008. There were palized gross losses in 2009. The Corporation ties equity securities that do not have a
readily available fair value. The carrying valuesath securities as of December 31, 2009 and 2@88b4.6 million. During 2009, the
Corporation realized a gain of $3.8 million on #ae of VISA Class A stock. Also, during the figgtarter of 2008, the Corporation realized a
one-time gain of $9.3 million on the mandatory magé&on of part of its investment in VISA, Inc., vehi completed its IPO in March 2008.

For the years ended on December 31, 2009 @08, 2he Corporation recorded OTTI charges of ajprately $0.4 million and $1.8 million,
respectively, on certain equity securities helddravailable-for-sale investment portfolio relatedinancial institutions in Puerto Rico. Also,
OTTI charges of $4.2 million were recorded in 208fted to auto industry corporate bonds that watesequently sold in 2009. Management
concluded that the declines in value of the seegrivere other-than-temporary; as such, the cas$ lod these securities was written down to the
market value as of the date of the analysis andreféected in earnings as a realized loss. Witheesto debt securitites, in 2009, the
Corporation recorded OTTI charges through earnaiggl.3 million related to the credit loss portiohavailable-for-sale private label MBS.
Refer to Note 4 to the Corporation’s financial staénts for the year ended December 31, 2009 indludiéem 8 of this Form 10-K for
additional information regarding the Corporatioataluation of other-than temporary impairment olaltie-maturity and available-for-sale
securities.

Net interest income of future periods willd&féected by the acceleration in prepayments of gage-backed securities experienced during the
year, investments sold, the calls of the Agencegsicand the subsequent re-investment at lowerdineant yields. Also, net interest income in
future periods might be affected by the Corporddamvestment in callable securities. Approximat$845 million of U.S. Agency debentures
with an average yield of 5.77% were called durif§2 As of December 31, 2009, the Corporation pasaimately $1.1 billion in U.S. agen
debentures with embedded calls and with an avejiafgof 2.12% (mainly securities with contractuadturities of 2-3 years acquired in 2009).
These risks are directly linked to future periodrkea interest rate fluctuations. Refer to the “Ridanagement” section discussion below for
further analysis of the effects of changing interages on the Corporation’s net interest incongefan the interest rate risk management
strategies followed by the Corporation. Also reafeNote 4 to the Corporation’s financial statemdatshe year ended December 31, 2009
included in Item 8 of this Form 10-K for additioriaformation regarding the Corporation’s investmpaottfolio.
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Investment Securities and Loans Receivable Mat@#

The following table presents the maturitiesepricing of the loan and investment portfolioch®ecember 31, 2009:

2-5 Years Over 5 Years
Fixed Variable Fixed Variable
One Year Interest Interest Interest Interest
or Less Rates Rates Rates Rates Total
(In thousands)
Investments®
Money market investmen $ 24,28¢ $ — $ — $ — $ — $ 24,28t
Mortgage-backed securitie 449,79¢ 676,99: — 2,329,78 — 3,456,57
Other securitie(@ 96,957 1,252,70! — 36,10( — 1,385,75
Total investment 571,04: 1,929,69: — 2,365,88: — 4,866,61
Loans:(M2)(3)
Residential mortgag 777,93: 376,86 — 2,461,48! — 3,616,28:
C&l and commercial mortgac 5,198,51! 705,77¢ 222,57¢ 815,37! — 6,942,25I
Constructior 1,436,13I 24,96 — 31,48¢ — 1,492,58!
Finance lease 96,45: 222,05 — — — 318,50¢
Consume| 515,60: 1,063,99 — — — 1,579,60I
Total loans 8,024,64. 2,393,66:. 222,57t 3,308,34i — 13,949,222
Total earning asse $8,595,68. $4,323,35: $222,57¢ $5,674,23 $ — $18,815,84.

(1) Scheduled repayments reported in the maturity cayeg which the payment is due and variable rataording to repricing frequenc

(2) Equity securities available-for-sale, otheui¢y securities and loans having no stated scleeldof repayment and no stated maturity were
included under th*one year or less categ’”.

(3) Non-accruing loans were included under “one year or less categ.
Goodwill and other intangible assets

Business combinations are accounted for usiagourchase method of accounting. Assets acqaimddiabilities assumed are recorded at
estimated fair value as of the date of acquisitidter initial recognition, any resulting intangéhssets are accounted for as follows:

Goodwill

The Corporation evaluates goodwill for impadmhon an annual basis, or more often if eventsroumstances indicate there may be an
impairment. Goodwill impairment testing is performnet the segment (or “reporting unit”) level. Goadllivg assigned to reporting units at the
date the goodwill is initially recorded. Once goadltiivas been assigned to reporting units, it ngknretains its association with a particular
acquisition, and all of the activities within a ogfing unit, whether acquired or internally genedatare available to support the value of the
goodwill. The Corporation’s goodwill is mainly rédal to the acquisition of FirstBank Florida in 20&5fective July 1, 2009, the operations
conducted by FirstBank Florida as a separate ewtite merged with and into FirstBank Puerto Rico.

The goodwill impairment analysis is a two-spepcess. The first step (“Step 1”) involves a canigon of the estimated fair value of the
reporting unit (FirstBank Florida) to its carryinglue, including goodwill. If the estimated fairlua of a reporting unit exceeds its carrying
value, goodwill is not considered impaired. If tearying value exceeds estimated fair value, theam indication of potential impairment and
the second step is performed to measure the anebtime impairment.

The second step (Step 2”) involves calculatingmplied fair value of the goodwill for each oefing unit for which the first step indicated a
potential impairment. The implied fair value of glvdgll is determined in a manner similar to
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the calculation of the amount of goodwill in a mess combination, by measuring the excess of tiraaed fair value of the reporting unit, as
determined in the first step, over the aggregdieated fair values of the individual assets, ligies and identifiable intangibles as if the
reporting unit was being acquired in a businesskination. If the implied fair value of goodwill egeds the carrying value of goodwill assigned
to the reporting unit, there is no impairmenthié ttarrying value of goodwill assigned to a repgrtiinit exceeds the implied fair value of the
goodwill, an impairment charge is recorded for¢leess. An impairment loss cannot exceed the ceymyalue of goodwill assigned to a
reporting unit, and the loss establishes a newsbashe goodwill. Subsequent reversal of goodimifpairment losses is not permitted.

In determining the fair value of a reportingittand based on the nature of the business amutireg unit's current and expected financial
performance, the Corporation uses a combinationaihods, including market price multiples of conglde companies, as well as discounted
cash flow analysis (“DCF”). The Corporation evaksthe results obtained under each valuation metbgy to identify and understand the key
value drivers in order to ascertain that the resufitained are reasonable and appropriate undeirthenstances.

The computations require management to makaaes and assumptions. Critical assumptionsateatised as part of these evaluations
include:

. a selection of comparable publicly traded compariased on nature of business, location and
. the discount rate applied to future earnings, basean estimate of the cost of equ

. the potential future earnings of the reporting ;uaitd

. the market growth and new business assumpt

For purposes of the market comparable approathation was determined by calculating medidoepto book value and price to tangible
equity multiples of the comparable companies argliegh these multiples to the reporting unit to deran implied value of equity.

For purposes of the DCF analysis approachyahetion is based on estimated future cash flGws. financial projections used in the DCF
analysis for the reporting unit are based on thetrexent (as of the valuation date). The growsfuamptions included in these projections are
based on management’s expectations of the repartiit® financial prospects as well as particulng for the entity (i.e. restructuring plans).
The cost of equity was estimated using the cap#iaét pricing model (CAPM) using comparable comgmran equity risk premium, the rate of
return of a “riskless” asset, and a size premiuhe d@iscount rate was estimated to be 14.0 perchetresulting discount rate was analyzed in
terms of reasonability given current market cowdisi.

The Corporation conducted its annual evalmatiogoodwill during the fourth quarter of 2009.eT8tep 1 evaluation of goodwill allocated to
the Florida reporting unit, which is one level belthe United States business segment, indicatezhpat impairment of goodwill. The Step 1
fair value for the unit under both valuation apmtoes (market and DCF) was below the carrying amotiti$ equity book value as of the
valuation date (December 31), requiring the conmedf Step 2. In accordance with accounting stesglghe Corporation performed a
valuation of all assets and liabilities of the kdarunit, including any recognized and unrecognim¢angible assets, to determine the fair valt
net assets. To complete Step 2, the Corporatiomasatbd from the unit’s Step 1 fair value the detieed fair value of the net assets to arrive at
the implied fair value of goodwill. The resultstbke Step 2 analysis indicated that the impliedalue of goodwill exceeded the goodwill
carrying value of $27 million, resulting in no gawid impairment. The analysis of results for Stepdicated that the reduction in the fair value
of the reporting unit was mainly attributable te ttheteriorated fair value of the loan portfoliosl aot the fair value of the reporting unit as going
concern. The discount in the loan portfolios ismhaattributable to market participants’ expectates of returns, which affected the market
discount on the Florida commercial mortgage anitleesgial mortgage portfolios. The fair value of tban portfolio determined for the Florida
reporting unit represented a discount of 22.5%.

The reduction in Florida unit Step 1 fair v@lvas offset by a reduction in the fair value sfrigt assets, resulting in an implied fair value of
goodwill that exceeded the recorded book valueoofgyill. If the Step 1 fair value of the Floridaitideclines further without a corresponding
decrease in the fair value of its net assets logifi discounts improve without a correspondingease in the Step 1 fair value, the Corporation
may be required to
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record a goodwill impairment charge. The Corporagagaged a thirgarty valuator to assist management in the annubation of the Florid
unit goodwill (including Step 1 and Step 2), indhugithe valuation of loan portfolios as of the Deateer 31 valuation date. In reaching its
conclusion on impairment, management discussedthétivaluator the methodologies, assumptions asultsesupporting the relevant values for
the goodwill and determined that they were reaslkenab

The goodwill impairment evaluation processuiegs the Corporation to make estimates and assomspith regards to the fair value of the
reporting units. Actual values may differ signifintly from these estimates. Such differences coesdilt in future impairment of goodwill that
would, in turn, negatively impact the Corporatioreésults of operations and the reporting unit wiggredwill is recorded.

Goodwill was not impaired as of December 3102or 2008, nor was any goodwill written-off dedrmpairment during 2009, 2008 and
2007.

Other Intangibles

Definite life intangibles, mainly core depasiare amortized over their estimated life, geheral a straight-line basis, and are reviewed
periodically for impairment when events or chanigesircumstances indicate that the carrying amaougy not be recoverable.

As previously discussed, as a result of araimpent evaluation of core deposit intangiblesyghgas an impairment charge of $4.0 million
recorded in 2009 related to core deposits of FastBFlorida attributable to decreases in the basequired core deposits. The Corporation
performed impairment tests for the year ended Déeer81, 2008 and 2007 and determined that no irmgeit was needed to be recognized for
those periods for other intangible assets.

RISK MANAGEMENT
General

Risks are inherent in virtually all aspectstd Corporation’s business activities and openati€onsequently, effective risk management is
fundamental to the success of the Corporation.primeary goals of risk management are to ensurettiea€orporatiors risk taking activities at
consistent with the Corporation’s objectives arstt tblerance and that there is an appropriate balbatween risk and reward in order to
maximize stockholder value.

The Corporation has in place a risk managefrnanmtework to monitor, evaluate and manage thecgrad risks assumed in conducting its
activities. First BanCorp’s business is subjeaight broad categories of risks: (1) liquidity rigR) interest rate risk, (3) market risk, (4) dted
risk, (5) operational risk, (6) legal and compliansk, (7) reputational risk, and (8) contingemnisk. First BanCorp has adopted policies and
procedures designed to identify and manage riskgtoh the Corporation is exposed, specificallysthoelating to liquidity risk, interest rate
risk, credit risk, and operational risk.
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Risk Definition
Liguidity Risk
Liquidity risk is the risk to earnings or ctgiarising from the possibility that the Corpoaoatiwill not have sufficient cash to meet the short-

term liquidity demands such as from deposit red@nptor loan commitments. Refer to “—Liquidity aBdpital Adequacy” section below for
further details.

Interest Rate Ris

Interest rate risk is the risk to earningsapital arising from adverse movements in interatgts, refer to “—Interest Rate Risk Management”
section below for further details.

Market Risk

Market risk is the risk to earnings or capégbking from adverse movements in market ratggioes, such as interest rates or equity prices.
The Corporation evaluates market risk together witbrest rate risk, refer to “—Interest Rate Rid&knagement” section below for further
details.

Credit Risk

Credit risk is the risk to earnings or capégbing from a borrower’s or a counterparty’sdad to meet the terms of a contract with the

Corporation or otherwise to perform as agreed. Refe—Credit Risk Management” section below forther details.

Operational Risk

Operational risk is the risk of loss resultingm inadequate or failed internal processes, fgeapd systems or from external events. This risk
is inherent across all functions, products andisesvof the Corporation. Refer to “—OperationalkRisection below for further details.

Legal and Regulatory Ris

Legal and regulatory risk is the risk to eags and capital arising from the Corporation’sufieélto comply with laws or regulations that can
adversely affect the Corporation’s reputation andiorease its exposure to litigation.

Reputational Ris

Reputational risk is the risk to earnings aagital arising from any adverse impact on the Gmation’s market value, capital or earnings of
negative public opinion, whether true or not. Titisk affects the Corporation’s ability to establistw relationships or services, or to continue
servicing existing relationships.

Contingency Risk
Contingency risk is the risk to earnings aagital associated with the Corporation’s preparedifier the occurrence of an unforeseen event.

Risk Governance

The following discussion highlights the robesd responsibilities of the key participants in @@poration’s risk management framework:

104




Table of Contents

Board of Directors

The Board of Directors oversees the Corpon&ioverall risk governance program with the assisé of the Asset and Liability Committee,
Credit Committee and the Audit Committee in exewythis responsibility.

Asset and Liability Committe

The Asset and Liability Committee of the Cagden is appointed by the Board of Directors tsiststhe Board of Directors in its oversight of
the Corporation’s policies and procedures relateakset and liability management relating to fumémagement, investment management,
liquidity, interest rate risk management, capitd¢@uacy and use of derivatives. In doing so, then@ittee’s primary general functions involve:

. The establishment of a process to enable thgnétion, assessment, and management of risks tldd affect the Corporation’s assets
and liabilities managemer

. The identification of the Corporati’s risk tolerance levels for yield maximization telg to its assets and liabilitie

. The evaluation of the adequacy and effectivenésise Corporation’s risk management process rejat the Corporation’s assets and
liabilities, including manageme’s role in that process; al

. The evaluation of the Corporat’s compliance with its risk management processinglab the Corporatic’s assets and liabilitie
Credit Committee

The Credit Committee of the Board of Directisrappointed by the Board of Directors to as$istt in its oversight of the Corporation’s
policies and procedures related to all matterhi@fQ@orporation’s lending function. In doing so, @emmittee’s primary general functions
involve:

. The establishment of a process to enable thdifdamion, assessment, and management of riskscthdd affect the Corporation’s
credit managemen

. The identification of the Corporati’s risk tolerance levels related to its credit mamagnt;

. The evaluation of the adequacy and effectivené#ise Corporation’s risk management process rélatehe Corporation’s credit
management, including managen’s role in that proces

. The evaluation of the Corporat’s compliance with its risk management processeaeéltd the Corporatic s credit management; a

. The approval of loans as required by the lendirtharities approved by the Board of Directc

Audit Committet

The Audit Committee of First BanCorp is appgedhby the Board of Directors to assist the BodrDicectors in fulfilling its responsibility to
oversee management regarding:

. The conduct and integrity of the Corporationisaficial reporting to any governmental or regulatoogy, shareholders, other users of
the Corporatio’s financial reports and the publ

. The Corporatio’s systems of internal control over financial repmytand disclosure controls and procedu
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. The qualifications, engagement, compensatiorgpeddence and performance of the Corporation’pengent auditors, their conduct
of the annual audit of the Corporat's financial statements, and their engagement taiggany other service
. The Corporatio’s legal and regulatory complianc
. The application for the Corporati's related person transaction policy as establiblgetie Board of Directors
. The application of the Corporati's code of business conduct and ethics as estadblishmanagement and the Board of Directors;

. The preparation of the Audit Committee reportuiezd to be included in the Corporation’s annuabqyrstatement by the rules of the
Securities and Exchange Commissi

In performing this function, the Audit Comnei¢tis assisted by the Chief Risk Officer (“CRONg (General Auditor and the Risk
Management Council (“‘RMC"), and other members oficemanagement.

Strategic Planning Committee

The Strategic Planning Committee of the Caaiion is appointed by the Board of Directors of @@ poration to assist and advise
management with respect to, and monitor and oversdmhalf of the Board, corporate development/diets not in the ordinary course of the
Corporation’s business and strategic alternativeleuconsideration from time to time by the Corpiorg including, but not limited to,
acquisitions, mergers, alliances, joint ventur@gegtitures, capitalization of the Corporation alder similar corporate transactions.

Risk Management Count

The Risk Management Council is appointed leyGhief Executive Officer to assist the Corporafivoverseeing, and receiving information
regarding the Corporation’s policies, procedures pmactices related to the Corporation’s risksdding so, the Council’s primary general
functions involve:

. The appointment of persons responsible for the @atjor’s significant risks

. The development of the risk management infratiremeeded to enable it to monitor risk policied fmits established by the Board of
Directors;

. The evaluation of the risk management processduwtify any gap and the implementation of any neagssontrol to close such ge

. The establishment of a process to enable the régamgrassessment, and management of risks théd edfect the Corporation; ar

. The provision to the Board of Directors of apprapgiinformation about the Corporat’s risks.

Refer to “Interest Rate Risk, Credit Risk, wiidjty, Operational, Legal and Regulatory Risk Mge@ent -Operational Risk” discussion below
for further details of matters discussed in thekRienagement Council.

Other Management Committees

As part of its governance framework, the Cosgion has various additional risk managementedl@ibmmittees. These committees are
jointly responsible for ensuring adequate risk rmeament and management in their respective areastbrity. At the management level, th
committees include:
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1)

)

®3)

(4)

(%)

Officers

Management’s Investment and Asset Liabiiynmittee (“MIALCO”) — oversees interest rate andrket risk, liquidity management
and other related matters. Refer to “—Liquidity IR&d Capital Adequacy and Interest Rate Risk Mamamt” discussions below for
further details

Information Technology Steering Committeeisresponsible for the oversight of and counseinattters related to information
technology including the development of informatioanagement policies and procedures throughou@dngoration.

Bank Secrecy Act Committee — is responsibteoversight, monitoring and reporting of the Garation’s compliance with the Bank
Secrecy Act

Credit Committees (Delinquency and Credérdgement Committee) — oversees and establishetastes for credit risk management
processes within the Corporation. The Credit Manesge Committee is responsible for the approvabahk above an established size
threshold. The Delinquency Committee is respondiii¢he periodic review of (1) past due loans,q2¢rdrafts, (3) non-accrual loans,
(4) other real estate owne*OREC") assets, and (5) the b¢ s watch list and n¢-performing loans

Florida Executive Steering Committee — @e&s implementation and compliance of policies@apgt by the Board of Directors and
the performance of the Florida region’s operatidrise Florida Executive Steering Committee evaluates monitors interrelated risks
related to FirstBar’s operations in Florid:

As part of its governance framework, the failog officers play a key role in the Corporation'sk management process:

(1) Chief Executive Officer is responsible for the alerisk governance structure of the Corporat

(2) Chief Risk Officer is responsible for theeosight of the risk management organization a$ agetisk governance processes. In addition,
the CRO with the collaboration of the Risk Assessianager manages the operational risk prog

(3) Chief Credit Risk Officer and the Chief Lending 0éfr are responsible of managing the Corpor/’s credit risk prograrr

(4) Chief Financial Officer in combination withe Corporation’s Treasurer, manages the Cormaratinterest rate and market and liqui
risks programs and, together with the Corporati@tigef Accounting Officer, is responsible for tmeglementation of accounting
policies and practices in accordance with GAAP applicable regulatory requirements. The Chief FaiarOfficer is assisted by the
Risk Assessment Manager in the review of the Ceapan’ s internal control over financial reportir

(5) Chief Accounting Officer is responsible the development and implementation of the Corpamé accounting policies and practices
and the review and monitoring of critical accousmsl transactions to ensure that they are manageztordance with GAAP and
applicable regulatory requiremen

Other Officers

In addition to a centralized Enterprise Risaidgement function, certain lines of business angocate functions have their own Risk
Managers and support staff. The Risk Managersewkjporting directly within their respective linetusiness or function, facilitate
communications with the Corporation’s risk functamnd work in partnership with the CRO and CFOnsuee alignment with sound risk
management practices and expedite the implementatithe enterprise risk management framework aridips.
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Liquidity and Capital Adequacy, Interest Rate Risk, Credit Risk, Operational, Legal and Regulatory Ri& Management

The following discussion highlights First Bam's adopted policies and procedures for liquiditis,rinterest rate risk, credit risk, operatio
risk, legal and regulatory risk.

Liquidity Risk and Capital Adequacy

Liquidity is the ongoing ability to accommodadiability maturities and deposit withdrawals, fuasset growth and business operations, and
meet contractual obligations through unconstras@mkss to funding at reasonable market rates. ditgunanagement involves forecasting
funding requirements and maintaining sufficientar@fy to meet the needs and accommodate fluctumitioasset and liability levels due to
changes in the Corporation’s business operationmanticipated events.

The Corporation manages liquidity at two lesvdlhe first is the liquidity of the parent compawshich is the holding company that owns the
banking and non-banking subsidiaries. The secotttitiquidity of the banking subsidiary. The Asaatl Liability Committee of the Board of
Directors is responsible for establishing the Coaion’s liquidity policy as well as approving opéing and contingency procedures, and
monitoring liquidity on an ongoing basis. The MIADC using measures of liquidity developed by managenwhich involve the use of several
assumptions, reviews the Corporation’s liquiditgition on a monthly basis. The MIALCO overseesiliify management, interest rate risk and
other related matters. The MIALCO, which reportshe Board of Directors’ Asset and Liability Comta#, is composed of senior management
officers, including the Chief Executive OfficergtiChief Financial Officer, the Chief Risk Officéhe Wholesale Banking Executive, the Retail
Financial Services & Strategic Planning Directbe Risk Manager of the Treasury and InvestmentgsDiv, the Asset/Liability Manager and
the Treasurer. The Treasury and Investments Divisiwesponsible for planning and executing thepGaation’s funding activities and strategy;
monitors liquidity availability on a daily basis@&neviews liquidity measures on a weekly basis. Tteasury and Investments Accounting and
Operations area of the Comptroller's Departmen¢sponsible for calculating the liquidity measuretsaused by the Treasury and Investment
Division to review the Corporation’s liquidity paisin.

In order to ensure adequate liquidity throtlgfull range of potential operating environmeamsl market conditions, the Corporation
conducts its liquidity management and businessitie in a manner that will preserve and enhancelihg stability, flexibility and diversity.
Key components of this operating strategy includérang focus on the continued development of castebased funding, the maintenance of
direct relationships with wholesale market fundprgviders, and the maintenance of the ability qoitiate certain assets when, and if,
requirements warrant.

The Corporation develops and maintains coetiicg funding plans. These plans evaluate the Catipors liquidity position under various
operating circumstances and allow the Corporaticenisure that it will be able to operate throughgas of stress when access to normal sot
of funding is constrained. The plans project fugdiaquirements during a potential period of strepsgify and quantify sources of liquidity,
outline actions and procedures for effectively ntamg through a difficult period, and define rolexlaesponsibilities. In the Contingency
Funding Plan, the Corporation stresses the balstmeet and the liquidity position to critical levést imply difficulties in getting new funds or
even maintaining its current funding position, #®r ensuring the ability to honor its commitmeatsg establishing liquidity triggers monitored
by the MIALCO in order to maintain the ordinary fling of the banking business. Three different sdeaare defined in the Contingency
Funding Plan: local market event, credit rating dgrade, and a concentration event. They are redand approved annually by the Board of
Directors’ Asset and Liability Committee.

The Corporation manages its liquidity in agmmive manner, and maintains an adequate poshatiiple measures are utilized to monitor the
Corporation’s liquidity position, including basiarplus and volatile liabilities measures. Among distions taken in recent months to bolster the
liquidity position and to safeguard the Corporaosccess to credit was the posting of addition#ateral to the FHLB, thereby increasing
borrowing capacity. The Corporation has also maieththe basic surplus (cash, short-term assetsssimort-term liabilities, and secured lines
of credit) well in excess of the self-imposed minmlimit of 5% of total assets. As of December 3009, the estimated basic surplus ratio of
approximately 8.6% included unpledged investmeatisiées, FHLB lines of credit, and cash. As of Betber 31, 2009, the Corporation had
$378 million available for additional credit on FHLlines of credit. Unpledged liquid securities &December 31, 2009 mainly consisted of
fixed-rate MBS
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and U.S. agency debentures totaling approxima@6® million. The Corporation does not rely on amenitted inter-bank lines of credit
(federal funds lines) to fund its operations andsinot include them in the basic surplus computatio

Sources of Funding

The Corporation utilizes different sourceswfding to help ensure that adequate levels ofdiguare available when needed. Diversification
of funding sources is of great importance to priotiee Corporation’s liquidity from market disrupti®. The principal sources of short-term funds
are deposits, including brokered CDs, securitiéd soder agreements to repurchase, and lines diteréh the FHLB and the FED. The Asset
Liability Committee of the Board of Directors rewig credit availability on a regular basis. The @ugtion has also securitized and sold
mortgage loans as a supplementary source of fun@iognmercial paper has also in the past providediadal funding. Long-term funding has
also been obtained through the issuance of nothg@ia lesser extent, long-term brokered CDs. cldst of these different alternatives and
interest rate risk management strategies, amorgg things, is taken into consideration.

The Corporation’s principal sources of fundarg:

Deposits
The following table presents the compositibtotal deposits:

Weighted-Average

Rate as of As of December 31
December 31, 20C 2009 2008 2007
(Dollars in thousands)

Savings account 1.68% $1,77427. $ 1,288,17¢ $ 1,036,66.
Interes-bearing checking accour 1.75% 985,47( 726,73 518,57(
Certificates of depos 2.11% 9,212,28: 10,416,59 8,857,40!
Interes-bearing deposit 2.06% 11,972,02 12,431,50. 10,412,63
Non-interes-bearing deposit 697,02: 625,92¢ 621,88

Total $12,669,04  $13,057,43  $11,034,52
Interes-bearing deposits

Average balance outstandi $11,387,95  $11,282,35  $10,755,71
Non-interes-bearing deposits

Average balance outstandi $ 71598 $ 682,49 $ 563,99(
Weighted average rate during the period on int-bearing deposit®) 2.7% 3.7%% 4.88%

(1) Excludes changes in fair value of callable brokeZ&% measured at fair value and changes in theditile of derivatives that economice
hedge brokered CDs

Brokered CDs— A large portion of the Corporation’s funding &tail brokered CDs issued by the Bank subsidiaingtBank Puerto Rico.
Total brokered CDs decreased from $8.4 billionestryend 2008 to $7.6 billion as of December 319200e Corporation has been partly
refinancing brokered CDs that matured or were daligring 2009 with alternate sources of funding &iwer cost. Also, the Corporation
shifted the funding emphasis to retail depositethuce reliance on brokered CDs.

In the event that the Corporation’s Bank subsidfatlg below the ratios of a wetlapitalized institution, it faces the risk of natig able ti
replace funding through this source. Only a wefllitzdized insured depository institution is allowtedsolicit and accept, renew or roll over
any brokered deposit without restriction. The Bankrently complies and exceeds the minimum requar@shof ratios for a “well-
capitalized” institution. As of December 31, 20€% Bank’s total and Tier | capital exceed by $4dilion and $814 million, respectively,
the minimum well-capitalized levels. The averagentto maturity of the retail brokered CDs outstamgdas of
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December 31, 2009 is approximately 1 year. Appraxéty 2% of the principal value of these certifesats callable at the Corporation’s
option.

The use of brokered CDs has been particularly itaporfor the growth of the Corporation. The Corpimrmencounters intense competiti

in attracting and retaining regular retail depositRuerto Rico. The brokered CDs market is vemgetitive and liquid, and the
Corporation has been able to obtain substantiabiatsaf funding in short periods of time. This &gy enhances the Corporation’s
liquidity position, since the brokered CDs are imesliby the FDIC up to regulatory limits and carobéained faster and cheaper compared
to regular retail deposits. The brokered CDs marketinues to be a reliable source to fulfill ther@ration’s needs for the issuance of
new and replacement transactions. For the yeardeDddeember 31, 2009, the Corporation issued $8i8rbin brokered CDs (including
rollovers of short-term broker CDs and replacentéiirokered CDs called) at an average rate of 0.6@Pépared to $9.8 billion at an
average rate of 3.64% issued in 2008.

The following table presents a maturity summarpmikered and retail CDs with denominations of $000,or higher as of December 31,

2009.
(In thousands;
Three months or les $ 1,958,45.
Over three months to six mont 1,366,16:
Over six months to one ye 2,258,71
Over one yea 2,969,47.
Total $ 8,552,80!

Certificates of deposit in denominations of $100,00 higher include brokered CDs of $7.6 billiosusd to deposit brokers in the form of
large ($100,000 or more) certificates of deposit tire generally participated out by brokers irrestaf less than $100,000 and are
therefore insured by the FDIC. Certificates of d@palso include $25.6 million of deposits througk Certificate of Deposit Account
Registry Service (CDARS). In an effort to meet ons¢r needs and provide its customers with thefresiucts and services available, the
Corporation’s bank subsidiary, FirstBank PuertodRltas joined a program that gives depositors gp@iunity to insure their money
beyond the standard FDIC coverage. CDARS can offstomers access to FDIC insurance coverage af $§pa million, when they enter
into the CDARS Deposit Placement Agreement, whalenimg attractive returns on their deposits.

Retail deposits —Fhe Corporation’s deposit products also includell@gsavings accounts, demand deposit accountseyrmoarket
accounts and retail CDs. Total deposits, excluthirkered CDs, increased by $480 million from thiabee as of December 31, 2008,
reflecting increases in core-deposit products sigchavings and interest-bearing checking accoArgggnificant portion of the increase
was related to deposits in Puerto Rico, the Cotpora primary market, reflecting successful mankgtcampaigns and cross-selling
initiatives. The increase was also related to iases in money market accounts in Florida, as managteshifted the funding emphasis to
retail deposits to reduce reliance on brokered @nscessful marketing campaigns and attractive maége the main reasons for the
increase in Florida. Even thought rates offereBlarida were higher for this product, rates wemedothan those offered in Puerto Rico.
Refer to Note 13 in the Corporation’s financialtstaents for the year ended December 31, 2009 iadlirditem 8 of this Form 10-K for
further details.
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Borrowings

As of December 31, 2009, total borrowings amed to $5.2 billion as compared to $4.7 billiord &4.5 billion as of December 31, 2008 and
2007, respectively.

The following table presents the compositibtotal borrowings as of the dates indicated:

Weighted Average
Rate as of As of December 31,
December 31, 20C 2009 2008 2007
(Dollars in thousands)
Federal funds purchased and securities sold umpteements to
repurchasi 3.34% $3,076,63: $3,421,04: $3,094,64
Loans payable (1 1.00% 900,00( — —
Advances from FHLE 3.21% 978,44( 1,060,441 1,103,00!
Notes payabli 4.63% 27,117 23,27« 30,54
Other borrowing 2.86% 231,95¢ 231,91 231,81
Total (2) $5,214,14 $4,736,67 $4,460,00!
Weightec-average rate during the peri 2.7% 3.7¢% 5.0€%

(1) Advances from the FED under the FED Discount WindRragram
(2) Includes $3.0 billion as of December 31, 2009 #rattied to variable rates or matured within a 'y

Securities sold under agreements to repurchas€he Corporation’s investment portfolio is subsi@ty funded with repurchase
agreements. Securities sold under repurchase agneemere $3.1 billion at December 31, 2009, coegparith $3.4 billion at
December 31, 2008. One of the Corporation’s stiaselg the use of structured repurchase agreeraadtiongterm repurchase agreeme
to reduce exposure to interest rate risk by lermgtigethe final maturities of its liabilities whilkeeeping funding cost at reasonable levels
the total of $3.1 hillion repurchase agreementstanting as of December 31, 2009, approximatek B#lion consist of structured repo’s
and $500 million of long-term repos. The acceshi®type of funding was affected by the liquiditymoil in the financial markets
witnessed in the second half of 2008 and in 20@9taih counterparties have not been willing to eime additional repurchase
agreements and the capacity to extend the termatinng repurchase agreements has also been redaeever, the Corporation has
been able to keep access to credit by using cfesttizle sources such as FED and FHLB advancesr Refdote 15 in the Corporation’s
financial statements for the year ended Decembg2@19 included in Item 8 of this Form 10-K forther details about repurchase
agreements outstanding by counterparty and magsiriti

Under the Corporation’s repurchase agreements, thg icase with derivative contracts, the Corpomna required to pledge cash or
qualifying securities to meet margin requiremeiitsthe extent that the value of securities previoppkedged as collateral declines due to
changes in interest rates, a liquidity crisis oy ather factor, the Corporation will be requireddeposit additional cash or securities to r
its margin requirements, thereby adversely affgcii liquidity. Given the quality of the collatéggledged, recently the Corporation has
not experienced significant margin calls from ceuparties arising from credit-quality-related wattewns in valuations with only

$0.95 million of cash equivalent instruments defgakin connection with collateralized interest raeap agreements.

Advances from the FHLB Fhe Corporation’s Bank subsidiary is a member efRhLB system and obtains advances to fund its
operations under a collateral agreement with theB-Hhat requires the Bank to maintain minimum gfyatig mortgages as collateral for
advances taken. As of December 31, 2009 and Dege3ib2008, the outstanding balance of FHLB advaneas $978.4 million and

$1.1 billion, respectively. Approximately $653.4lion of outstanding advances from the FHLB hasurities over one year. As part of
precautionary initiatives to safeguard accesseaditand the low level of interest rates, the Caaion has been increasing its pledging of
assets to the FHLB, while at the same time the FiHaB been revising their credit guidelines andrthas” in the computation of
availability of credit lines.
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FED Discount window —FED initiatives to ease the credit crisis haveudeld cuts to the discount rate, which was lowereh 4.75% to
0.50% through eight separate actions since Deceftlf¥f, and adjustments to previous practices ttittde financing for longer periods.
That made the FED Discount Window a viable soufdermding given market conditions in 2009. As ofdeenber 31, 2009, the
Corporation had $900 million outstanding in shertat borrowings from the FED Discount Window and ballateral pledged related to
this credit facility amounted to $1.2 billion, mbirrommercial, consumer and mortgage loan.

Credit Lines— The Corporation maintains unsecured and un-cotadhiines of credit with other banks. As of Decem®k, 2009, the
Corporation’s total unused lines of credit with@tfbanks amounted to $165 million. The Corporakias not used these lines of credit to
fund its operations.

Though currently not in use, other sourceshafrt-term funding for the Corporation include coemnial paper and federal funds purchased.
Furthermore, in previous years the Corporationdmdered into several financing transactions tordifeits funding sources, including the
issuance of notes payable and Junior subordinateerdures as part of its longer-term liquidity aag@ital management activities. No assurance
can be given that these sources of liquidity walldvailable and, if available, will be on compaeateirms. The Corporation continues to evaluate
its financing options, including available optiaesulting from recent federal government initiaite deal with the crisis in the financial
markets.

In 2004, FBP Statutory Trust I, a statutonstrthat is wholly owned by the Corporation andcmtsolidated in the Corporation’s financial
statements, sold to institutional investors $100ioni of its variable rate trust preferred secwasti The proceeds of the issuance, together with the
proceeds of the purchase by the Corporation of 8@llion of FBP Statutory Trust | variable rate covon securities, were used by FBP Statu
Trust | to purchase $103.1 million aggregate pgatamount of the Corporation’s Junior Subordindedlerrable Debentures.

Also in 2004, FBP Statutory Trust Il, a statyttrust that is wholly-owned by the Corporatiordanot consolidated in the Corporation’s
financial statements, sold to institutional invest®125 million of its variable rate trust prefefsecurities. The proceeds of the issuance, tot
with the proceeds of the purchase by the Corporatf3.9 million of FBP Statutory Trust Il varigtate common securities, were used by FBP
Statutory Trust Il to purchase $128.9 million aggre principal amount of the Corporation’s Juniobb&dinated Deferrable Debentures.

The trust preferred debentures are presentdgiCorporation’s Consolidated Statement of Fer@drCondition as Other Borrowings, net of
related issuance costs. The variable rate trugtmpeel securities are fully and unconditionally targeed by the Corporation. The $100 million
Junior Subordinated Deferrable Debentures issugtidoZorporation in April 2004 and the $125 millissued in September 2004 mature on
September 17, 2034 and September 20, 2034, resglgctiowever, under certain circumstances, theuritatof Junior Subordinated Debentures
may be shortened (such shortening would resultnraadatory redemption of the variable rate trusfesred securities). The trust preferred
securities, subject to certain limitations, quahfy Tier | regulatory capital under current FedB®=derve rules and regulations.

The Corporation’s principal uses of fundstéee origination of loans and the repayment of magudeposits and borrowings. Over the last
five years, the Corporation has committed substhrgsources to its mortgage banking subsidiangtfortgage, Inc. As a result, residential |
estate loans as a percentage of total loans rdieitiave increased over time from 14% at DecembgP@04 to 26% at December 31, 2009.
Commensurate with the increase in its mortgage ibgréctivities, the Corporation has also investetechnology and personnel to enhance the
Corporation’s secondary mortgage market capalslifidtie enhanced capabilities improve the Corparatiliquidity profile as they allow the
Corporation to derive liquidity, if needed, fronethale of mortgage loans in the secondary market.\XS. (including Puerto Rico) secondary
mortgage market is still highly liquid in large plecause of the sale or guarantee programs &fHi#e VA, HUD, FNMA and FHLMC. In
December 2008, the Corporation obtained from GNMAGitment Authority to issue GNMA mortgage-backedigities. Under this program,
during 2009, the Corporation completed the seaation of approximately $305.4 million of FHA/VA mrtgage loans into GNMA MBS. Any
regulatory actions affecting GNMA, FNMA or FHLMC glal adversely affect the secondary mortgage market.
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Credit Ratings

The Corporation’s credit as a long-term isss@urrently rated B by Standard & Poor’s (“S&Rid B- by Fitch Ratings Limited (“Fitch”);
both with negative outlook.

At the FirstBank subsidiary level, long-teremir debt is currently rated B1 by Moody’s Invesiervice (“Moodys”), four notches below
their definition of investment grade; B by S&P, @y Fitch, both five notches below their defiaitiof investment grade. The outlook on the
Bank’s credit ratings from the three rating agesdsenegative.

The Corporation does not have any outstandé@ld or derivative agreements that would be aftebtethe recent credit downgrades. The
Corporation’s liquidity is contingent upon its atyilto obtain external sources of funding to finaris operations. Any further downgrades in
credit ratings can hinder the Corporation’s actesxternal funding and/or cause external fundine more expensive, which could in turn
adversely affect the results of operations. Alsty, éhange in credit ratings may affect the faitueabf certain liabilities and unsecured
derivatives that consider the Corporation’s owrditrask as part of the valuation.

Cash Flows

Cash and cash equivalents were $704.1 midrmh$405.7 million as of December 31, 2009 and 288ectively. These balances increased
by $298.4 million and $26.8 million from Decembdr, 2008 and 2007, respectively. The following d&stan highlights the major activities and
transactions that affected the Corporation’s cishs during 2009 and 2008.

Cash Flows from Operating Activities

First BanCorp’s operating assets and liab#itvary significantly in the normal course of besi® due to the amount and timing of cash flows.
Management believes cash flows from operations|abla cash balances and the Corporation’s aliitgenerate cash through short- and long-
term borrowings will be sufficient to fund the Corption’s operating liquidity needs.

For the year ended December 31, 2009, netmastided by operating activities was $243.2 milliblet cash generated from operating
activities was higher than net loss reported lgrgsla result of adjustments for operating itenth ss the provision for loan and lease losses
non-cash charges recorded to increase the Corposatialuation allowance for deferred tax assets.

For the year ended December 31, 2008, netmastided by operating activities was $175.9 millisvhich was higher than net income,
largely as a result of adjustments for operatiegni such as the provision for loan and lease |@ss@slepreciation and amortization.

Cash Flows from Investing Activities

The Corporation’s investing activities primigiinclude originating loans to be held to matugtyd its available-for-sale and held-to-maturity
investment portfolios. For the year ended Decer8tie2009, net cash of $381.8 million was used westing activities, primarily for loan
origination disbursements and purchases of avaifditsale investment securities to mitigate int pfae impact of investments securities mainly
U.S. Agency debentures, called by counterparties iy maturity and MBS prepayments. Partially effs1g these uses of cash were proceeds
from sales and maturities of available-for-saleusiéies as well as proceeds from held-to-maturg@gwsities called during 2009, and proceeds
from loans and from MBS repayments.
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For the year ended December 31, 2008, netusesth by investing activities was $2.3 billion,npairily for purchases of available-for-sale
investment securities as market conditions presgemteopportunity for the Corporation to obtainattive yields, improve its net interest margin
and mitigate the impact of investment securitieginty U.S. Agency debentures, called by counterpagirior to maturity, for loan originations
disbursements and for the purchase of a $218 midlitto loan portfolio. Partially offsetting thesses of cash were proceeds from sales and
maturities of available-for-sale securities as \asliproceeds from held-toaturity securities called during 2008; proceedsifisales of loans al
the gain on the mandatory redemption of part ofGbegporation’s investment in VISA, Inc., which coleied its initial public offering (IPO) in
March 2008.

Cash Flows from Financing Activities

The Corporation’s financing activities primgrinclude the receipt of deposits and issuanderokered CDs, the issuance and payments of
long-term debt, the issuance of equity instrumant$ activities related to its short-term fundingatdition, the Corporation paid monthly
dividends on its preferred stock and quarterlyabwids on its common stock until it announced tispension of dividends beginning in
August 2009. For the year ended December 31, 2@%ash provided by financing activities was $938illion due to the investment of
$400 million by the U.S. Treasury in preferred &tof the Corporation through the U.S. Treasury TARdpital Purchase Program and the us
the FED Discount Window Program as a low-cost fagdiource to finance the Corporation’s investingyéies. Partially offsetting these cash
proceeds was the payment of cash dividends and@ay of maturing borrowings, in particular broke@Ds and repurchase agreements.

For the year ended December 31, 2008, netusesth in financing activities was $2.1 billion doancreases in its deposit base, including
brokered CDs to finance lending activities and éase liquidity levels and increases in securitidd snder repurchase agreements to finance the
Corporation’s securities inventory. Partially ofteey these cash proceeds was the payment of ¢eisleidds.

Capital

The Corporation’s stockholders’ equity amodriie $1.6 billion as of December 31, 2009, an iaseeof $50.9 million compared to the
balance as of December 31, 2008, driven by the $4i0i@n investment by the United States Departnfrthe Treasury (the “U.S. Treasuryf)
preferred stock of the Corporation through the Ui®asury Troubled Asset Relief Program (TARP) @dpiurchase Program. This was
partially offset by the net loss of $275.2 millioecorded for 2009, dividends paid amounting to $48illion in 2009 ($13.0 million in common
stock, or $0.14 per share, and $30.1 million irfgared stock) and a $30.9 million decrease in otloenprehensive income mainly due to a
noncredit-related impairment of $31.7 million onvate label MBS.

For the year ended December 31, 2009, thedEZatipn declared in aggregate cash dividends df4sper common share, $0.28 for 2008, and
$0.28 for 2007. Total cash dividends paid on comsttares amounted to $13.0 million for 2009, $25ilian for 2008, and $24.6 million for
2007. Dividends declared on preferred stock amalit&30.1 million in 2009 and $40.3 million in 2)@nd 2007.

On July 30, 2009, the Corporation announcedstispension of dividends on common and all itstantling series of preferred stock,
including the TARP preferred dividends. This suspem was effective with the dividends for the moaftAugust 2009 on the Corporatiarfive
outstanding series of non-cumulative preferredistot the dividends for the Corporatismutstanding Series F Cumulative Preferred Stadl
the Corporatiors common stock. The Corporation took this prudetiba to preserve capital, as the duration andideptecessionary econon
conditions is uncertain, and consistent with fetergulatory guidance.

As of December 31, 2009, First BanCorp andtBaink Puerto Rico were in compliance with regulatmpital requirements that were
applicable to them as a financial holding compamy a state non-member bank, respectively (i.ea] tatpital and Tier 1 capital to risk-weighted
assets of at least 8% and 4%, respectively, andlTéapital to average assets of at least 4%)fdBt below are First BanCorp’s, and FirstBank
Puerto Rico’s regulatory capital ratios as of DebenB1, 2009 and December 31, 2008, based onrexisdderal Reserve and Federal Deposit
Insurance Corporation guidelines. Effective Julyhk, operations conducted by FirstBank Florida ssparate subsidiary were merged with and
into FirstBank Puerto Rico, the Corporation’s miaamking
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subsidiary. As part of the Corporation’s stratqganning it was determined that business synemggedd be achieved by merging FirstBank
Florida with and into FirstBank Puerto Rico. The®rganization included the consolidation of FirstB&uerto Rico’s loan production office
with the former thrift banking operations of Firstiik Florida. For the last three years prior to Jylthe Corporation conducted dual banking
operations in the Florida market. The consolidatibthe former thrift banking operations with tleah production office resulted in FirstBank
Puerto Rico having a more diversified and efficieahking operation in the form of a branch netwiarthe Florida market. The merger allows
the Florida operations to benefit by leveragingahpital position of FirstBank Puerto Rico and #isr provide them with the support necessary
to grow in the Florida market.

Banking Subsidiary

First To be well
BanCorp FirstBank capitalized
As of December 31, 200
Total capital (Total capital to ri-weighted asset: 13.4% 12.8%% 10.0(%
Tier 1 capital ratio (Tier 1 capital to ri-weighted asset: 12.1% 11.7% 6.0(%
Leverage ratic 8.91% 8.5% 5.0(%
As of December 31, 200
Total capital (Total capital to ri-weighted asset: 12.8(% 12.2% 10.0(%
Tier 1 capital ratio (Tier 1 capital to ri-weighted asset: 11.55% 10.98% 6.0(%
Leverage ratic 8.3(% 7.9(% 5.0(%

The increase in regulatory capital ratios &@nty related to the $400 million investment by thés. Treasury in preferred stock of the
Corporation through the U.S. Treasury TARP Cajtiaichase Program. Refer to Note 23 in the Corgmratifinancial statements for the year
ended December 31, 2009 included in Item 8 ofRlisn 10-K for additional information regarding tlissuance. The funds were used in part to
strengthen the Corporation’s lending programs dnilityato support growth strategies that are cezdlesn customers’ needs, including programs
to preserve home ownership. Together with private @ublic sector initiatives, the Corporation lodkisupport the local economy and the
communities it serves during the current economigrenment.

The Corporation is well-capitalized, havingisd margins over minimum well-capitalized regulgtarquirements. As of December 31, 2009,
the total regulatory capital ratio is 13.4% and Ther 1 capital ratio is 12.2%. This translatesypproximately $492 million and $881 million of
total capital and Tier 1 capital, respectivelyeitess of the total capital and Tier 1 capital wapitalized requirements of 10% and 6%,
respectively. A key priority for the Corporationtesmaintain a sound capital position to absorb gotegntial future credit losses due to the
distressed economic environment and to provideniessi expansion opportunities.

The Corporation’s tangible common equity ratis 3.20% as of December 31, 2009, compared & & of December 31, 2008, and the
Tier 1 common equity to risk-weighted assets rati@f December 31, 2009 was 4.10% compared to 58826 December 31, 2008.

The tangible common equity ratio and tangiiek value per common share are @AAP measures generally used by financial anabyst
investment bankers to evaluate capital adequaagygibkle common equity is total equity less preferegdity, goodwill and core deposit
intangibles. Tangible Assets are total assetsgesdwill and core deposit intangibles. Managemeautmany stock analysts use the tangible
common equity ratio and tangible book value permmm share in conjunction with more traditional baalital ratios to compare the capital
adequacy of banking organizations with significamounts of goodwill or other intangible assetsidglly stemming from the use of the
purchase accounting method for mergers and acguisitNeither tangible common equity nor tangildsets or related measures should be
considered in isolation or as a substitute forldtotders’ equity, total assets or any other measaleulated in accordance with GAAP.
Moreover, the manner in which the Corporation cal@s its tangible common equity, tangible assetseamy other related measures may differ
from that of other companies reporting measurel giihilar names. The following table is a recomtitin of the Corporatios’tangible comma
equity and tangible assets for the years endedrbleee31, 2009 and December 31, 2008, respectively.
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(In thousands 2009 2008
Total equity— GAAP $ 1,599,06. $ 1,548,11
Preferred equit (928,509 (550,100
Goodwill (28,099 (28,099
Core deposit intangibl (16,60() (23,98%)
Tangible common equity $ 625,85 $ 945,93
Total asset— GAAP $19,628,44 $19,491,26
Goodwill (28,099 (28,099
Core deposit intangibl (16,60() (23,98%)
Tangible asset: $19,583,75 $19,439,18
Common shares outstanding 92,54 92,54¢
Tangible common equity ratio 3.2(% 4.81%
Tangible book value per common shar $ 6.7¢ $ 10.2Z

December 31

December 31

The Tier 1 common equity to risk-weighted &ssatio is calculated by dividing (a) tier 1 cabiess non-common elements including
qualifying perpetual preferred stock and qualifytngst preferred securities, by (b) risleighted assets, which assets are calculated ordauce
with applicable bank regulatory requirements. Thexr T common equity ratio is not required by GAARba a recurring basis by applicable b
regulatory requirements. However, this ratio wasdusy the Federal Reserve in connection with isssttest administered to the 19 largest U.S.
bank holding companies under the Supervisory Clapggtsessment Program (“SCAP”), the results of whigte announced on May 7, 2009.
Management is currently monitoring this ratio, @amith the other ratios set forth in the table afyan evaluating the Corporation’s capital
levels.

The following table reconciles stockholderguiy (GAAP) to Tier 1 common equity:

December 31 December 31
(In thousands 2009 2008
Total equity— GAAP $ 1,599,06: $ 1,548,11
Qualifying preferred stoc (928,50¢) (550,100
Unrealized gain on availal-for-sale securities (1 (26,617 (57,389
Disallowed deferred tax asset (11,827 (69,810
Goodwill (28,099 (28,099
Core deposit intangibl (16,600) (23,98%)
Cumulative change gain in fair value of liabilitiesounted for under a fair value opti (1,539 (3,479
Other disallowed asse (24) (50€)
Tier 1 common equity $ 585,85¢ $ 814,75
Total risk -weighted asset: $14,303,49 $13,762,37
Tier 1 common equity to risk-weighted assets ratic 4.1(% 5.92%

1-  Tier 1 capital excludes net unrealized gaiossgs) on available-for-sale debt securities atdinrealized gains on available-fale equit
securities with readily determinable fair valuesatcordance with regulatory risk-based capitadlglines. In arriving at Tier 1 capital,
institutions are required to deduct net unrealipsdes on available-for-sale equity securities wetdily determinable fair values, net of
tax.

2-  Approximately $111 million of the Corporatiendeferred tax assets at December 31, 2009 (Decethh2008 — $58 million) were
included without limitation in regulatory capitalifsuant to the riskased capital guidelines, while approximately $iian of such asse
at December 31, 2009 (December 31, 2008 — $70am)liexceeded the limitation imposed by these gindsland, as “disallowed
deferred tax assets,” were deducted in arrivinbiextt 1 capital. According to regulatory capital delines, the deferred tax assets that are
dependent upon future taxable income are limitednfdusion in Tier 1 capital to the lesser of:tfie amount of such deferred tax asset
the entity expects to realize within one year @f thlendar quarter end-date, based on its projéateck taxable income for that year or
(i) 210% of the amount of the entity’s Tier 1 cabitApproximately $4 million of the Corporation’sher net deferred tax liability at
December 31, 2009 (December 31, 2008 — $0) repred@mimarily the deferred tax effects of unrealizins and losses on available-
for-sale debt securities, which are permitted t@xauded prior to deriving the amount of net defdrtax assets subject to limitation under
the guidelines
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On February 1, 2010, the Corporation repatied it is planning to conduct an exchange offetarrwhich it will be offering to exchange
newly issued shares of common stock for the issuneldoutstanding shares of publicly held Seriesraugh E Noncumulative Perpetual Mont
Income Preferred Stock, subject to any necessamnation. The exchange offer will be conducted tpriave its capital structure given the curi
economic conditions in the markets in which it ges and the evolving regulatory environment. Thhothe exchange offer, First BanCorp
seeks to improve its tangible and Tier 1 commoritggatios. The Corporation expects to file a région statement for the exchange offer
shortly after the filing of this Form 10-K for fiatyear 2009. Completion of the exchange offer bdlsubject to certain conditions, including the
consent by common stockholders of the issuancharks of the common stock pursuant to the exchange.

Off-Balance Sheet Arrangements

In the ordinary course of business, the Capon engages in financial transactions that ategeworded on the balance sheet, or may be
recorded on the balance sheet in amounts thatféeeedt than the full contract or notional amouwffithe transaction. These transactions are
designed to (1) meet the financial needs of custen{2) manage the Corporation’s credit, markdiopridity risks, (3) diversify the
Corporation’s funding sources and (4) optimize tpi

As a provider of financial services, the Cogtimn routinely enters into commitments with bffifance sheet risk to meet the financial nee
its customers. These financial instruments mayuihelloan commitments and standby letters of crétiésse commitments are subject to the
same credit policies and approval process usedrfdalance sheet instruments. These instruments iaytwarying degrees, elements of cr
and interest rate risk in excess of the amountgm®ized in the statement of financial position. Aecember 31, 2009, commitments to extend
credit and commercial and financial standby lettdrsredit amounted to approximately $1.5 billiowda5103.9 million, respectively.
Commitments to extend credit are agreements totleodstomers as long as the conditions establishtftd contract are met. Generally, the
Corporation’s mortgage banking activities do ndeeimto interest rate lock agreements with itsspextive borrowers.
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Contractual Obligations and Commitments

The following table presents a detail of thatunities of the Corporation’s contractual obligas and commitments, which consist of CDs,
long-term contractual debt obligations, operatie@ses, commitments to sell mortgage loans and coonemis to extend credit:

Contractual Obligations and Commitments

As of December 31, 200

Total Less than 1 yea 1-3 years 3-5years  After 5 years
(In thousands,

Contractual obligations
Certificates of deposit (2 $ 9,212,28: $ 6,041,06 $ 2,835,56. $ 321,85( $ 13,80¢
Loans payabli 900,00( 900,00 — — —
Securities sold under agreements to repurc 3,076,63. 676,63: 1,600,00! 800,00( —
Advances from FHLE 978,44( 325,00( 445,00( 208,44( —
Notes payabli 27,117 — 13,75¢ — 13,36!
Other borrowing 231,95¢ — — — 231,95¢
Operating lease 63,79t 10,34: 14,36: 8,87¢ 30,21:
Other contractual obligatior 10,38’ 7,157 3,13( 10C

Total contractual obligatior $14,500,61 $ 7,960,19 $ 4,911,811 $1,339,26i $ 289,33¢

Commitments to sell mortgage loe $  13,15¢ $ 13,15¢

Standby letters of crec $ 103,90« $ 103,90«

Commitments to extend cred
Lines of credi
Letters of credi
Commitments to originate loal
Total commercial commitmen

$1,220,31 $ 1,220,31
48,94 48,94
255,598 255,59

$ 152485 $ 1,524,85

(1) Includes $7.6 billion of brokered CDs soldthird-party intermediaries in denominations of @10 or less, within FDIC insurance limits
and $25.6 million in CDARS

The Corporation has obligations and commitmémimake future payments under contracts, sudelatsand lease agreements, and under
other commitments to sell mortgage loans at fdwevand to extend credit. Commitments to extenditege agreements to lend to a custome
long as there is no violation of any condition bfithed in the contract. Other contractual obligasi result mainly from contracts for the rental
and maintenance of equipment. Since certain comemitsnare expected to expire without being drawmupie total commitment amount does
not necessarily represent future cash requirementanost of the commercial lines of credit, the@@wation has the option to reevaluate the
agreement prior to additional disbursements. Thaxe been no significant or unexpected draws ostiagi commitments. The funding needs of
customers have not significantly changed as atre$tihe latest market disruptions. In the caseretlit cards and personal lines of credit, the
Corporation can at any time and without cause daheeunused credit facility.

Lehman Brothers Special Financing, Inc. (“Lelmt) was the counterparty to the Corporation oaieiinterest rate swap agreements. During
the third quarter of 2008, Lehman failed to paysbkeduled net cash settlement due to the Corparatihich constitutes an event of default
under those interest rate swap agreements. Theof2oigm terminated all interest rate swaps withrhah and replaced them with other
counterparties under similar terms and condititmsonnection with the unpaid net cash settlemestas of December 31, 2009 under the swap
agreements, the Corporation has an unsecured ecpartieexposure with Lehman, which filed for banitay on October 3, 2008, of
approximately $1.4 million. This exposure was reeerin the third quarter of 2008. The Corporatiad pledged collateral of $63.6 million with
Lehman to guarantee its performance under the sgegements in the event payment thereunder wagedqilihe book value of pledged
securities with Lehman as of December 31, 2009 ateauto approximately $64.5 million.

The Corporation believes that the securitledged as collateral should not be part of the Lahimankruptcy estate given the fact that the
posted collateral constituted a performance guaeanhder the swap agreements, was not part odading agreement, and ownership of the
securities was never transferred to Lehman. Uponitation of the interest rate swap agreementsirizetis obligation was to return the
collateral to the Corporation. During the fourthagier of 2009, the Corporation discovered that Lahmrothers, Inc., acting as agent of
Lehman, had deposited the securities in a custad@unt at JP Morgan/Chase, and that, shortlyé¢fe filing of
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the Lehman bankruptcy proceedings, it had providstiuctions to have most of the securities trameteto Barclay’s Capital in New York.
After Barclay’s refusal to turn over the securitige Corporation, during the month of December®@iled a lawsuit against Barclay’s Capital
in federal court in New York demanding the retufnhe securities. While the Corporation believesas valid reasons to support its claim for
return of the securities, there are no assuramedsttwill ultimately succeed in its litigation agyst Barclay’s Capital to recover all or a
substantial portion of the securities.

Additionally, the Corporation continues to purstgdlaim filed in January 2009 in the proceedingdar the Securities Protection Act with
regard to Lehman Brothers Incorporated in Banknuftourt, Southern District of New York. The Corpiiva can provide no assurances that it
will be successful in recovering all or substangiaition of the securities through these proceediAg estimated loss was not accrued as the
Corporation is unable to determine the timing & ¢thaim resolution or whether it will succeed ioaeering all or a substantial portion of the
collateral or its equivalent value. If addition@gative relevant facts become available in futunéogls, a need to recognize a partial or full
reserve of this claim may arise. Considering thatibvestment securities have not yet been recdusrehe Corporation, despite its efforts in
this regard, the Corporation decided to classifshsnvestments as non-performing during the secpradter of 2009.

Interest Rate Risk Management

First BanCorp manages its asset/liability fosiin order to limit the effects of changes iteirest rates on net interest income and to maintain
stability in the profitability under varying inteserate environments. The MIALCO oversees interatgt risk and focuses on, among other things,
current and expected conditions in world finanoarkets, competition and prevailing rates in trmlaeposit market, liquidity, securities
market values, recent or proposed changes to tlestiment portfolio, alternative funding sources egldted costs, hedging and the possible
purchase of derivatives such as swaps and capsmntax or regulatory issues which may be pertitethese areas. The MIALCO approves
funding decisions in light of the Corporation’s ocak growth strategies and objectives.

The Corporation performs on a quarterly basiensolidated net interest income simulation aislp estimate the potential change in future
earnings from projected changes in interest rdtesse simulations are carried out over a one-efear time horizon, assuming gradual upv
and downward interest rate movements of 200 badigg achieved during a twelve-month period. Satiahs are carried out in two ways:

(1) using a static balance sheet as tirpdation had it on the simulation date, and
(2) using a dynamic balance sheet barg@aent patterns and current strategies.

The balance sheet is divided into groups sétssand liabilities detailed by maturity or reeprg structure and their corresponding interest
yields and costs. As interest rates rise or false simulations incorporate expected future lendites, current and expected future funding
sources and costs, the possible exercise of optibiasiges in prepayment rates, deposits decaythedfactors which may be important in
projecting the future growth of net interest income

The Corporation uses a simulation model tgegtduture movements in the Corporation’s balastveet and income statement. The starting
point of the projections generally correspondsdctual values on the balance sheet on the @itite simulations.

These simulations are highly complex, andmaay simplifying assumptions that are intendeceftect the general behavior of the
Corporation over the period in question. It is tyginlikely that actual events will match theseuasptions in all cases. For this reason, the
results of these simulations are only approximatioithe true sensitivity of net interest incomehanges in market interest rates.
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The following table presents the results ef $fmulations as of December 31, 2009 and 2008si€®mt with prior years, these exclude non-
cash changes in the fair value of derivatives &dllities measured at fair value:

December 31, 200! December 31, 200
Net Interest Income Risk (Projected for the next 12nonths) Net Interest Income Risk (Projected for the next 12nonths)
Static Simulation Growing Balance Shee Static Simulation Growing Balance Shee
(Dollars in millions) $ Change % Change $ Change % Change $ Change % Change $ Change % Change
+200 bps ram, $ 10.€ 2.16% $ 16.C 3.3% $ 6.5 1.3% $ 64 1.2%%
-200 bps ram| $(31.9) (6.59)% $(33.0) (6.99%  $(12.9) (2.77% $(15.5) (3.15%

During the past year, the Corporation contthm@naging its balance sheet structure to cortteobtverall interest rate risk. As part of the
strategy, the Corporation reduced long-term fixaid-and callable investment securities and inctegBerter-duration investment securities.
During 2009, MBS prepayments accelerated signiflgas a result of the low interest rate environmépproximately $1.7 billion of Agency
MBS were sold during 2009, and $945 million of U§efwcy debentures were called during 2009. Pantisdgeds from these sales and calls, in
conjunction with prepayments on mortgage backedriexs were re-invested in instruments with shodgrations such as 15-Years US Agency
MBS, US Agency callable debentures with contractoaturities ranging from two to three years, andAd@ncy floating rate collateral
mortgage obligations. In addition, during 2009, @@ poration continued adjusting the mix of itsdinmg sources to better match the expected
average life of the assets.

Taking into consideration the above-mentiofaats for modeling purposes, the net interest ireéon the next twelve months under a
growing balance sheet scenario is estimated teaser by $16.0 million in a gradual parallel upwaaye of 200 basis points.

Following the Corporation’s risk managemeriigies, modeling of the downward “parallel” rate®wes by anchoring the short end of the
curve, (falling rates with a flattening curve) weesformed, even though, given the current levehtés as of December 31, 2009, some market
interest rates were projected to be zero. Undsrsttenario, where a considerable spread comprassioojected, net interest income for the r
twelve months in a growing balance sheet scenamstimated to decrease by $33.0 million.

The Corporation used the gap analysis toevtduate the potential effect of rate shocks orintetest income over the selected time-periods.
The gap report as of December 31, 2009 showediiveosumulative gap for 3 month of $2.3 billiondaa positive cumulative gap of
$254.8 million for 1 year, compared to positive etiative gaps of $2.1 billion and $1.4 billion fom®nths and 1 year, respectively, as of
December 31, 2008. Gap management is a dynamiegspthrough which the Corporation makes constijosments to maintain sound and
prudent interest rate risk exposures.

Derivatives.First BanCorp uses derivative instruments and attrategies to manage its exposure to interestisMeaused by changes in
interest rates beyond management’s control.

The following summarizes major strategiesluding derivative activities, used by the Corparatin managing interest rate risk:

Interest rate cap agreements Interest rate cap agreements provide the rightdeive cash if a reference interest rate risesah

contractual rate. The value increases as the referaterest rate rises. The Corporation entecsiimiérest rate cap agreements for protection
against rising interest rates. Specifically, theriest rate on certain private label mortgage pasatgh securities and certain of the
Corporation’s commercial loans to other financiedtitutions is generally a variable rate limitedhe weighted-average coupon of the pass-
through certificate or referenced residential magg collateral, less a contractual servicing fee.

Interest rate swaps- Interest rate swap agreements generally invdigeekchange of fixed and floating-rate interestnpeayt obligations
without the exchange of the underlying notionahpipal amount. As of December 31, 2009, most oftherest rate swaps outstanding are
used for protection against rising interest ralieshe past, interest rate swaps volume was mugthehisince they were used to convert fixed-
rate brokered CDs
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(liabilities), mainly those with long-term matugs, to a variable rate and mitigate the interdstniak inherent in variable rate loans. All
outstanding interest rate swaps related to brok€i2s were called during 2009, in the face of lowéerest rate levels, and as a consequence
the Corporation exercised its call option on thapped-to-floating brokered CDs.

Structured repurchase agreementsThe Corporation uses structured repurchase agmtsnwith embedded call options, to reduce the
Corporation’s exposure to interest rate risk bygteening the contractual maturities of its lialpdé, while keeping funding costs low. Another
type of structured repurchase agreement inclugagchased agreements with embedded cap corrid@se instruments also provide
protection for a rising rate scenario.

For detailed information regarding the voluafi@erivative activities (e.g. notional amountgdtion and fair values of derivative instrume
in the Statement of Financial Condition and the am@f gains and losses reported in the Statenfghibss) Income, refer to Note 32 in the
Corporation’s financial statements for the yearashBDecember 31, 2009 included in Item 8 of this&a0-K.

The following tables summarize the fair vatiianges of the Corporation’s derivatives as wethassource of the fair values:

Fair Value Change

Year ended

(In thousands December 31, 20C
Fair value of contracts outstanding at the begigmifyear $ (495)
Fair value of new contracts at incept (35)
Contracts terminated or called during the y (5,199
Changes in fair value during the y« 5,197

Fair value of contracts outstanding as of Decer8tie200¢ $ (531)
Source of Fair Value

Payments Due by Peric
Maturity Maturity

(In thousands Less Thai Maturity Maturity In Excess Total
As of December 31, 200 One Yeal 1-3 Years 3-5 Years of 5 Year: Fair Value
Pricing from observable market inpt $ (46]) $ 18 $ (63€) $ (3,65)) $ (4,730
Pricing that consider unobservable market in| — — — 4,19¢ 4,19¢

$ (46]) $ 18 $ (636 $ 54€ $ (53]

Derivative instruments, such as interest sataps, are subject to market risk. As is the caieimvestment securities, the market value of
derivative instruments is largely a function of fir@ncial market’s expectations regarding the fatdirection of interest rates. Accordingly,
current market values are not necessarily indieativthe future impact of derivative instrumentseannings. This will depend, for the most part,
on the shape of the yield curve as well as thel lefvimterest rates.

As of December 31, 2009 and 2008, all of teevétive instruments held by the Corporation wamesidered economic undesignated hedges.

During 2009, all of the $1.1 billion of intesterate swaps that economically hedge brokeredt@&svere outstanding as of December 31,
2008 were called by the counterparties, mainlytddewer levels of 3-month LIBOR. Following the catlation of the interest rate swaps, the
Corporation exercised its call option on the apprately $1.1 billion swapped-to- floating broker€®s. The Corporation recorded a net loss of
$3.5 million as a result of these transactionsltiesufrom the reversal of the cumulative mark-tanket valuation of the swaps and the brokered

CDs called.

Refer to Note 29 of the Corporation’s finahsi@tements for the year ended December 31, 2@09ded in Item 8 of this Form 10-K for
additional information regarding the fair valueetetination of derivative instruments.
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The use of derivatives involves market andlitmésk. The market risk of derivatives stems pijrally from the potential for changes in the
value of derivative contracts based on changestérést rates. The credit risk of derivatives arisem the potential of default from the
counterparty. To manage this credit risk, the Coapon deals with counterparties of good credihdiag, enters into master netting agreements
whenever possible and, when appropriate, obtaiteteral. Master netting agreements incorporatbtsi@f set-off that provide for the net
settlement of contracts with the same counterpartiye event of default. Currently the Corporatismostly engaged in derivative instruments
with counterparties with a credit rating of singler better. All of the Corporation’s interest rat@aps are supported by securities collateral
agreements, which allow the delivery of securiteeand from the counterparties depending on thevidue of the instruments, to minimize
credit risk.

Set forth below is a detailed analysis of@wporation’s credit exposure by counterparty wéspect to derivative instruments outstanding as
of December 31, 2009 and December 31, 2008.

(In thousands As of December 31, 200
Total Accrued
Exposure at Negative Total interest receivable
Counterparty Rating () Notional Fair Value @ Fair Values Fair Value (payable)
Interest rate swaps with rated counterpal
JP Morgar A+ $ 67,34¢ $ 621 $ (4,309 $ (3,687) $ —
Credit Suisse First Bostc A+ 49,311 2 (764) (762) —
Goldman Sach A 6,51°F 557 — 557 —
Morgan Stanle) A 109,71: 23€ — 23€ —
232,88 1,41¢ (5,06%¢) (3,650 —_
Other derivatives (3 284,61¢ 4,51¢ (1,399 3,11¢ (269)
Total $517,50: $ 5,93¢ $ (6,467) $ (53] $ (26€)
(In thousands As of December 31, 200
Total Accrued
Exposure at Negative Total interest receivable
Counterparty Rating () Notional Fair Value @ Fair Values Fair Value (payable)
Interest rate swaps with rated counterpal
Wachovia AA- $ 16,57( $ 41 $ — $ 41 $ 10¢
Merrill Lynch A 230,19( 1,36¢ — 1,36¢€ (10€)
UBS Financial Services, In A+ 14,38« 88 — 88 17¢
JP Morgar A+ 531,88t 2,31¢ (5,726 (3,407 1,094
Credit Suisse First Bostc A+ 151,88« 17¢ (1,46)) (1,289 512
Citigroup A+ 295,13( 1,51¢ Q) 1,51¢ 2,29¢
Goldman Sach A 16,16 597 — 597 15€&
Morgan Stanle) A 107,45( 73E — 73E 59
1,363,65! 6,84( (7,189 (34%) 4,30:
Other derivatives (3 332,63¢ 1,17(¢ (1,31%) (147) (203)
Total $1,696,29. $ 8,01( $ (8,505 $ (495 $ 4,10(

(1) Based on the S&P and Fitch Long Term Issuer Cialiings.
(2) For each counterparty, this amount includes devigatwith positive fair value excluding the relatsztrued interest receivable/payal

(3) Credit exposure with several Puerto Rico terparties for which a credit rating is not readilyailable. Approximately $4.2 million and
$0.8 million of the credit exposure with local coamges relates to caps referenced to mortgages béoegh R&G Premier Bank as of
December 31, 2009 and 2008, respectiv
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A “Hull-White Interest Rate Tree” approachused to value the option components of derivatigruments. The discounting of the cash
flows is performed using US dollar LIBOR-based disat rates or yield curves that account for theigtgy sector and the credit rating of the
counterparty and/or the Corporation. Although nadghe derivative instruments are fully collatezalil, a credit spread is considered for those
that are not secured in full. The cumulative markrtarket effect of credit risk in the valuationd#frivative instruments resulted in an unrealized
gain of approximately $0.5 million as of Decembér 2009, of which an unrealized loss of $1.9 milligas recorded in 2009, an unrealized ¢
of $1.5 million was recorded in 2008 and an uneegligain of $0.9 million was recorded in 2007. Tweporation compares the valuations
obtained with valuations received from countergaitas an internal control procedure.

Credit Risk Management

First BanCorp is subject to credit risk mainlith respect to its portfolio of loans receivabled off-balance sheet instruments, mainly
derivatives and loan commitments. Loans receivedpeesents loans that First BanCorp holds for itnweat and, therefore, First BanCorp is at
risk for the term of the loan. Loan commitmentsresgnt commitments to extend credit, subject taifipeondition, for specific amounts and
maturities. These commitments may expose the Catiporto credit risk and are subject to the samieveand approval process as for loans.
Refer to “Contractual Obligations and Commitmerabbve for further details. The credit risk of datives arises from the potential of the
counterparty’s default on its contractual oblignioTo manage this credit risk, the Corporationded@h counterparties of good credit standing,
enters into master netting agreements wheneveitp@ssd, when appropriate, obtains collateral. fadher details and information on the
Corporation’s derivative credit risk exposure, refe“—Interest Rate Risk Management” section abdVee Corporation manages its credit risk
through fundamental portfolio risk management pples including credit policy, underwriting, indepent loan review and quality control
procedures, comprehensive financial analysis, atabkshed management committees. The Corporalsoneanploys proactive collection and
loss mitigation efforts. Furthermore, there aredtired loan workout functions responsible for dirgg defaults and minimizing losses upon
default for each region and for each business sefyrmbe group utilizes relationship officers, cotien specialists and attorneys. In the case of
residential construction projects, the workout fiisre monitors project specifics, such as projechaggement and marketing, as deemed
necessary.

The Corporation may also have risk of defauthe securities portfolio. The securities heldthg Corporation are principally fixed-rate
mortgage-backed securities and U.S. Treasury aexcggsecurities. Thus, a substantial portion of¢hastruments is backed by mortgages, a
guarantee of a U.S. government-sponsored entibacked by the full faith and credit of the U.S. gmument and is deemed to be of the highest
credit quality.

Management, comprised of the Corporation’ss€6redit Risk Officer, Chief Lending Officer anther senior executives, has the primary
responsibility for setting strategies to achieve @orporation’s credit risk goals and objectivesode goals and objectives are documented in the
Corporation’s Credit Policy.

Allowance for Loan and Lease Losses and-performing Assets
Allowance for Loan and Lease Losses

The allowance for loan and lease losses repretientsstimate of the level of reserves appropr@atgsorb inherent credit losses. The amount of
the allowance was determined by judgments regattii@gjuality of each individual loan portfolio. Adhown relevant internal and external
factors that affected loan collectibility were cileged, including analyses of historical chargeexfperience, migration patterns, changes in
economic conditions, and changes in loan collateahles. For example, factors affecting the PuRrtm, Florida (USA), US Virgin Islands’ or
British Virgin Islands’ economies may contributedelinquencies and defaults above the Corporatibisterical loan and lease losses. Such
factors are subject to regular review and may chdageflect updated performance trends and exjecsa particularly in times of severe stress
such as was experienced throughout 2009. We believprocess for determining the allowance considérof the potential factors that could
result in credit losses. However, the process aetljudgmental and quantitative elements that neasubject to significant change. There is no
certainty that the allowance will be adequate a@wee to cover credit
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losses in the portfolio because of continued advehsinges in the economy, market conditions, ante\edversely affecting specific customers,
industries or markets. To the extent actual outsoditéer from our estimates, the credit qualityoofr customer base materially decreases and th
risk profile of a market, industry, or group of tusers changes materially, or if the allowanceeitedmined to not be adequate, additional
provision for credit losses could be required, Whiould adversely affect our business, financialdition, liquidity, capital, and results of
operations in future periods. Refer to “Criticalodainting Policies — Allowance for Loan and Leassdas” section above for additional
information about the methodology used by the Craion to determine specific reserves and the génatuation allowance.

Substantially all of the Corporation’s loarrtfalio is located within the boundaries of the Uesonomy. Whether the collateral is located in
Puerto Rico, the U.S. British Virgin Islands or teS. mainland (mainly in the state of Floridak ferformance of the Corporation’s loan
portfolio and the value of the collateral suppdgtthe transactions are dependent upon the perfaenairand conditions within each specific
area real estate market. Recent economic repdatedeo the real estate market in Puerto Ricocetdi that the real estate market is experiencing
readjustments in value driven by the deterioratadipasing power of consumers and general econasnidittons. The Corporation sets adeq|
loan-to-value ratios upon original approval follogithe regulatory and credit policy standards. e estate market for the U.S. Virgin islands
remains fairly stable. In the Florida market, resitial real estate has experienced a very slovataumd.

As shown in the following table below, theoalance for loan and lease losses increased to B5a@8ion at December 31, 2009, compared
with $281.5 million at December 31, 2008. Expresa&d percent of period-end total loans receivabéeratio increased to 3.79% at
December 31, 2009, compared with 2.15% at DeceBibe2008. The $246.6 million increase in the alloesaprimarily reflected an increase in
specific reserves associated with impaired loamsnerease associated with risk-grade migrationamthcrease in non-performing loans,
predominantly in the commercial and constructiortfptio. The increase is also a result of updatimg loss rates factors used to determine the
general reserve to account for the increase ichmatge-offs, non-performing loans and the stressedomic environment. Refer to the
“Provision for Loan and Lease Losses” discussianvalfor additional information.
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The following table sets forth an analysigte activity in the allowance for loan and leasssks during the periods indicated:

Year Ended December 31 2009 2008 2007 2006 2005
(Dollars in thousands)
Allowance for loan and lease losses, beginningeair $ 281,52¢ $ 190,16¢ $158,29¢ $147,99¢ $141,03¢
Provision (recovery) for loan and lease los:
Residential mortgag 45,01( 13,03 2,73¢€ 4,05¢ 2,75¢
Commercial mortgag 71,40 7,74C 1,32¢ 3,89¢ 1,13:
Commercial and Industrii 146,15 35,561 18,36¢ (1,662) (5,774
Constructior 264,24t 53,10¢ 23,50: 5,81¢ 7,54¢€
Consumer and finance leas 53,04« 81,50¢ 74,67 62,88 44,98(
Total provision for loan and lease los: 579,85t 190,94¢ 120,61( 74,99 50,64
Charget-off:
Residential mortgag (28,939 (6,256 (98E) (997) (94%)
Commercial mortgag (25,877 (3,669 (1,339 (19 (269)
Commercial and Industrii (35,69¢) (25,91) (9,929 (6,017 (8,290
Constructior (183,80() (7,939 (3,910 — —
Consumer and finance leas (70,127 (73,309 (78,67Y (70,176 (42,417
(344.42) (117,079 (94,830 (77,209 (51,920
Recoveries
Residential mortgag 73 — 1 17 —
Commercial mortgag 667 — — — 4
Commercial and Industrii 1,18¢ 1,67¢ 65¢ 3,491 1,27t
Constructior 20C 19¢ 78 — —
Consumer and finance leas 9,03 __6,87¢ __ 5,354 9,00% 5,591
11,15¢ 8,751 6,092 12,51¢ 6,87¢
Net charg-offs (333,269) 108,32)) (88,739 (64,699 (45,044
Other adjustmeni®) — 8,731 — — 1,36:
Allowance for loan and lease losses, end of $ 528,12 $ 281,52¢ $190,16¢ $158,29¢ $147,99¢
Allowance for loan and lease losses to year era tot
loans receivabl 3.7%% 2.15% 1.61% 1.41% 1.17%
Net charg-offs to average loans outstanding during tl
period 2.4&% 0.87% 0.7<% 0.55% 0.3<%
Provision for loan and lease losses to net chaffge-o
during the perioc 1.74x 1.7€x 1.3€x 1.1€x 1.12x

1)

For 2008, carryover of the allowance for loan Iess#ated to the $218 million auto loan portfolagaired from Chryslel
For 2005, allowance for loan losses from the adtijoiisof FirstBank Florida

The following table sets forth information cemning the allocation of the Corporation’s allowarior loan and lease losses by loan category
and the percentage of loan balances in each categthre total of such loans as of the dates iridita

2009 2008 2007 2006 2005
(In thousands Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
(Dollars in thousands)

Residential mortgag $ 31,16¢ 26% $ 15,01¢ 21% $ 8,24( 21% $ 6,48¢ 25% $ 3,40¢ 18%
Commercial mortgage

loans 63,97: 11% 17,77¢ 12% 13,69¢ 11% 13,70¢ 11% 9,827 9%
Construction loan 164,12¢ 11% 83,48: 12% 38,10¢ 12% 18,43¢ 13% 12,62 9%
Commercial and Industrial

loans (including loans to

local financial

institutions) 186,00° 38% 74,35¢ 33% 63,03( 33% 53,92¢ 32% 58,11" 48%
Consumer loans and

finance lease 82,84¢ 14% 90,89t 16% 67,09! 17% 65,73t 19% 64,02: 16%

$528,12( 100% $281,52¢ 100% $190,16¢ 100% $158,29¢ 100% $147,99¢ 10C%

The following table sets forth information cenning the composition of the Corporation’s allowa for loan and lease losses as of
December 31, 2009 and 2008 by loan category amdhiggher the allowance and related provisions walkeutated individually or through a
general valuation allowance:
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Residential Commercial Construction Consumer and
(Dollars in thousands Mortgage Loans Mortgage Loans C&l Loans Loans Finance Lease: Total

As of December 31, 200
Impaired loans without specific
reserves
Principal balance of loans, net o
chargwoffs $ 384,28! $ 62,92( $ 48,94: $ 100,02¢ $ — $ 596,17¢

Impaired loans with specific reservi
Principal balance of loans, net o
chargeoffs 60,04( 159,28 243,12 597,64 — 1,060,08i
Allowance for loan and lease
losses 2,61¢ 30,94¢ 62,49 86,09: — 182,14!
Allowance for loan and lease
losses to principal balan: 4.3€% 19.4% 25.7(% 14.41% 0.0(% 17.1&%

Loans with general allowanc
Principal balance of loar 3,151,18: 1,368,61 5,059,36: 794,92( 1,898,10. 12,272,18
Allowance for loan and lease
losses 28,54¢ 33,021 123,51¢ 78,03 82,84¢ 345,97!
Allowance for loan and lease
losses to principal balan 0.91% 2.41% 2.44% 9.82% 4.36% 2.82%

Total portfolio, excluding loans held
for sale:
Principal balance of loar $3,595,50! $1,590,82: $5,351,42! $1,492,58 $1,898,10. $13,928,45
Allowance for loan and lease
losses 31,16¢ 63,97 186,00° 164,12¢ 82,84¢ 528,12(
Allowance for loan and lease
losses to principal balan 0.87% 4.02% 3.4&% 11.0(% 4.36% 3.7%

As of December 31, 200
Impaired loans without specific
reserves
Principal balance of loans, net of
chargeoffs $ 19,90¢ $ 18,35¢ $ 55,23¢ $ 22,80¢ $ — $ 116,31

Impaired loans with specific reservi
Principal balance of loans, net of
chargw-offs — 47,32 79,76( 257,83: — 384,91«
Allowance for loan and lease
losses — 8,68( 18,34: 56,33( — 83,35:
Allowance for loan and lease
losses to principal balan 0.0(% 18.3% 23.0% 21.85% 0.0(% 21.65%

Loans with general allowanc
Principal balance of loar 3,461,411 1,470,071 4,290,45I 1,246,35! 2,108,36: 12,576,66
Allowance for loan and lease
losses 15,01¢ 9,09t 56,01¢ 27,15: 90,89t 198,17
Allowance for loan and lease
losses to principal balan 0.4%% 0.62% 1.31% 2.1&% 4.31% 1.58%

Total portfolio, excluding loans helc
for sale:
Principal balance of loar $3,481,32! $1,535,75! $4,425,44: $1,526,99! $2,108,36. $13,077,88
Allowance for loan and lease
losses 15,01¢ 17,77¢ 74,35¢ 83,48: 90,89¢ 281,52¢
Allowance for loan and lease
losses to principal balan 0.43% 1.16% 1.68% 5.47% 4.31% 2.15%

The following tables show the activity for iaiped loans and related specific reserve during@200

Impaired Loans: (In thousands;
Balance at beginning of ye $ 501,22¢
Loans determined impaired during the y 1,466,80!
Net charg-offs (1) (244,15

Loans sold, net of char-offs of $49.6 million (2] (39,379



Loans foreclosed, paid in full and partial payme (28,249
Balance at end of ye: $ 1,656,26

(1) Approximately $114.2 million, or 47%, is redd to construction loans in Florida and $44.6iomll or 18%, is related to construction loans
in Puerto Rico

(2) Related to five construction projects sold in Fdar

Year ended December 31, 20C
Construction Commercial Commercial Mortgage Residential Mortgage

(In thousands Loans Loans Loans Loans Total

Allowance for impaired loans, beginning of per $ 5633( $ 18,34! $ 8,68 $ — $ 83,35!
Provision for impaired loar 211,65¢ 69,401 43,58 18,30¢ 342,94¢
Chargr-offs (181,89} (25,259 (21,316 (15,686  (244,15)
Allowance for impaired loans, end of peri $ 86,090 $ 62,497 $ 30,94 3% 2,61¢ $182,14!
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Credit Quality

We believe the most meaningful way to assessatl credit quality performance for 2009 is thgbuan analysis of credit quality performance
ratios. This approach forms the basis of most efdiscussion in the two sections immediately follayv Non-accruing and Non-performing
assets and Net Charge-Offs and Total Credit Losses.

Credit quality performance in 2009 was negdyivmpacted by the sustained economic weakneBsi@énto Rico and the United States and the
significant deterioration of the real estate markdtlorida, although there were positive signe latthe year. In addition, we initiated certain
actions in 2009 to reduce non-performing creditsluding note sales and restructuring of loans twim separate agreement (loan splitting). We
anticipate a challenging year in 2010 with regdodsredit quality.

Non-accruing and Non-performing Assets

Total non-performing assets consist of noma#ng loans, foreclosed real estate and other sgmsed properties as well as non-performing
investment securities. Non-accruing loans are thaesmas on which the accrual of interest is discored. When a loan is placed in non-accruing
status, any interest previously recognized anccalkécted is reversed and charged against interesime.

Nor-accruing Loans Policy

Residential Real Estate Loans The Corporation classifies real estate loanm-accruing status when interest and principal mtéeen
received for a period of 90 days or more.

Commercial and Construction Loans The Corporation places commercial loans (inclugiognmercial real estate and construction loar
non-accruing status when interest and principaéhet been received for a period of 90 days or momehen there are doubts about the
potential to collect all of the principal basedawnilateral deficiencies or, in other situations,entcollection of all of principal or interest istno
expected due to deterioration in the financial ¢tma of the borrower. Cash payments received otageloans that are impaired and collateral
dependent are recognized when collected in accoedaith the contractual terms of the loans. Thagipial portion of the payment is used to
reduce the principal balance of the loan, wherlkasnterest portion is recognized on a cash basgisif collected). However, when management
believes that the ultimate collectability of pripal is in doubt, the interest portion is appliegtmcipal. The risk exposure of this portfolio is
diversified as to individual borrowers and indussramong other factors. In addition, a large poriicsecured with real estate collateral.

Finance Leases- Finance leases are classified in non-accruingstahen interest and principal have not been vedefor a period of
90 days or more.

Consumer Loans- Consumer loans are classified in non-accruingistaehen interest and principal have not been vedefior a period of
90 days or more.

Other Real Estate Owned (OREO)
OREO acquired in settlement of loans is cdratthe lower of cost (carrying value of the loanjair value less estimated costs to sell off the
real estate at the date of acquisition (estimagatizable value).
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Other Repossessed Property

The other repossessed property category iasluebossessed boats and autos acquired in settlefdeans. Repossessed boats and autos ar
recorded at the lower of cost or estimated faiueal

Investment Securities
This category presents investment securigelassified to non-accruing status, at their boalle.
Past Due Loans

Past due loans are accruing loans which argaatually delinquent 90 days or more. Past daedare either current as to interest but
delinquent in the payment of principal or are imglior guaranteed under applicable FHA and VA progra

During the third quarter of 2007, the Corpmmatstarted a loan loss mitigation program providimmeownership preservation assistance.
Loans modified through this program are reportedasperforming loans and interest is recognized ocash basis. When there is reasonable
assurance of repayment and the borrower has maueepis over a sustained period, the loan is retltm@ccruing status.

The following table presents non-performingeds as of the dates indicated:

2009 2008 2007 2006 2005
(Dollars in thousands)

Non-accruing loans

Residential mortgag $ 441,64. $274,92: $209,07" $114,82¢ $ 54,773
Commercial mortgag 196,53t 85,94: 46,67 38,07¢ 15,27:
Commercial and Industrii 241,31¢ 58,35¢ 26,77: 24,90( 18,58:
Constructior 634,32¢ 116,29( 75,49 19,73¢ 1,95¢
Finance lease 5,201 6,02¢ 6,25( 8,04t 3,272
Consumel 44,83¢ 45,63t 48,78¢ 46,501 40,45¢
1,563,86: 587,17! 413,05( 252,08 134,32:
REO 69,30¢ 37,24¢ 16,11¢ 2,87( 5,01¢
Other repossessed prope 12,89¢ 12,79¢ 10,15¢ 12,10: 9,631
Investment securitie®) 64,54: — — —
Total nor-performing asset $1,710,60: $637,21" $439,32( $267,06( $148,97.
Past due loans 90 days and still accrt $ 165,93¢ $471,36¢ $ 75,45¢ $ 31,64 $ 27,501
Non-performing assets to total ass 8.71% 3.27% 2.56% 1.5% 0.7%%
Non-accruing loans to total loans receiva 11.22% 4.4% 3.5(% 2.2% 1.0€%
Allowance for loan and lease loss $ 528,12( $281,52¢ $190,16¢ $158,29¢ $147,99¢
Allowance to total no-accruing loan: 33.71% 47.95% 46.02% 62.7% 110.1%%

Allowance to total non-accruing loans, excluding
residential real estate loa 47.06% 90.16% 93.2% 115.3% 186.06%

(1) Collateral pledged with Lehman Brothers SpeciabRiing, Inc.

Total non-performing assets as of DecembePB29 was $1.71 billion compared to $637.2 millamof December 31, 2008. Even though
deterioration in credit quality was observed incdlthe Corporation’s portfolios, it was more sifigant in the construction and commercial loan
portfolios, which were affected by both the stagrieusing market and further weakening in the eotas of the markets served during most of
2009. The increase in non-performing assets wabyah increase of $518.0 million in non-performaanstruction loans, of which
$314.1 million is related to the construction Igaotfolio in Puerto Rico portfolio and $205.2 mlfi is related to construction projects in Flor
Other portfolios that experienced a significantvgitoin credit risk, mainly in Puerto Rico, includ@: a $183.0 million increase in non-
performing commercial and industrial (“C&I") loan@i) a $166.7 million increase in non-performirgsidential mortgage loans, and (ii) a
$110.6 million increase in non-performing commeroi@rtgage loans. Also, during 2009, the Corporatiassified as non-performing
investment securities with a book value of $64.8ion that were pledged to Lehman Brothers Spdeia&ncing, Inc., in connection with seve
interest rate swap agreements entered into withirikitution. Considering that the investment s#éi@s have not yet been recovered by the
Corporation, despite its efforts in this regard th
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Corporation decided to classify such investmentsaasperforming. It is important to note that aliigh there was a significant increase in non-
performing assets from December 31, 2008, to Deee®b,2009, there was a slower growth rate in @@9Zourth quarter as compared to all
previous quarters in 2009 as a result of actioksrtdoy the Corporation including note sales, restming of loans into two separate agreements
(loan splitting) and restructured loans restoredderual status after a sustained period of repayared that have been deemed collectible.

Total non-performing construction loans inced by $518.0 million from December 31, 2008. The-performing construction loans in
Puerto Rico increased by $314.1 million in 2009ramiily related to residential housing projects. fEheere 10 relationships greater than
$10 million in non-accrual status as of December28D9, compared to two as of December 31, 20@8)dimg $123.8 million on two high-rise
residential projects.

Non-performing construction loans in Floridareased by $205.2 million from December 31, 20Q0tkre were five relationships in the state
of Florida greater than $10 million totaling $18&8lion as of December 31, 2009 compared to oteiomship of $11.1 million as of Decemt
31, 2008. Most of the non-performing loans in Flarare related to condo-conversion and residdmtiasing projects affected by low absorption
rates. Even though a significant increase was gbddrom 2008 to 2009, there was a decrease expedean the last quarter of 2009 mainly «
to note sales and loans restructured into two n@esng the fourth quarter of 2009, the Corponatimmpleted the sales of non-performing
construction loans in Florida totaling approximgt$#0.4 million and also completed the restruciyion condo-conversion loans with an
aggregate book value of $38.1 million.

Non-performing construction loans in the Virgslands decreased by $1.3 million.

The C&I non-performing loans portfolio increasby $183.0 million from December 31, 2008. Nontqgrening C&I loans in Puerto Rico
increased by $174.5 million, reflecting the sustdierconomic weakness that affected several indasirich as food and beverage,
accommodation, financial and printing. There wener frelationships greater than $10 million as ot®uaber 31, 2009 totaling $101.8 million
that entered into non-accrual status during 20@Pameounted for 55% of the increase. C&I non-penfag loans in Florida and Virgin Islands
were more stable with increases of $2.2 million 862 million, respectively, from December 31, 2008

Total non-performing commercial mortgage loartseased by $110.6 million from December 31, 200&1-performing commercial
mortgage loans in Puerto Rico increased by $66liomspread across several industries. In Flonam-performing commercial mortgage loe
increased by $33.8 million from December 31, 2008uding a single rental-property relationship$dfL.4 million. Non-performing commercial
mortgage loans in the Virgin Islands increased 19.$ million.

In many cases, commercial and constructiondagere placed on non-accrual status even thougloém was less than 90 days past due in
their interest payments. At the close of 2009, apipnately $229.4 million of loans placed in non+aa status, mainly construction and
commercial loans, were current or had delinqueneesthan 90 days in their interest payments héurtollections are being recorded on a cash
basis through earnings, or on a cost-recovery pbasisonditions warrant. In Florida, as sales afsumithin condo-conversion projects continue
to lag, some borrowers reverted to rental projdats.several of these loans, cash collections ciowerest, property taxes, insurance and other
operating costs associated with the projects.

During the year ended December 31, 2009, intenesime of approximately $4.7 million related to $&tillion of non-performing loans,
mainly non-performing construction and commeraiars, was applied against the related principarzas under the cost-recovery method.
The Corporation will continue to evaluate restruicty alternatives to mitigate losses and enabledvgers to repay their loans under revised
terms in an effort to preserve the value of thepBaation’s interests over the long-term.

Non-performing residential mortgage loans increase@186.7 million during 2009, mainly attributablette Puerto Rico portfolio, which has
been adversely affected by the continued trendgbfer unemployment rates affecting consumers aclddes $36.9 million related to loans
acquired in the previously explained transactiothWd&G. The non-performing residential mortgagenlgartfolio in Puerto Rico increased by
$131.2 million during 2009. The Corporation con@isio address loss mitigation and loan modification offering alternatives to
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avoid foreclosures through internal programs amgj@ams sponsored by the Federal Government. Iid@lonon-performing residential
mortgage loans increased by $35.0 million from Delwer 31, 2008, however, a decrease was obsentbd Iast quarter due to modified loans
that have been restored to accrual status aftestaised repayment performance (generally six mg)rahd are deemed collectible. During 2009,
the non-performing residential mortgage loan pdidfim the Virgin Islands increased by $0.6 million

The consumer and finance leases non-perforfoangportfolio remained relatively flat at $50.@lmn as of December 31, 2009 when
compared to $51.7 million as of December 31, 200fs portfolio showed signs of stability and bereifrom changes in underwriting
standards implemented in late 2005. The consunaerportfolio, with an average life of approximatédyr years, has been replenished by new
originations under the revised standards.

The allowance to non-performing loans rati@bBecember 31, 2009 was 33.77%, compared to 47 &50f December 31, 2008. The
decrease in the ratio is attributable in part tn-performing collateral dependent loans that asduated individually for impairment that, after
charge-offs, reflected limited impairment or no eimment at all, and other impaired loans that ditdrequire specific reserves based on
collateral values or cash flows projections anayserformed. Also 17% of the increase in non-penfog loans since December 31, 2008 is
related to residential mortgage loans, mainly iefuRico, where the Corporation’s loan loss exqrexé has been comparatively low due to,
among other things, the Corporation’s conservativéerwriting practices and loan-to-value ratiosisthequiring a lower general reserve as
compared to other portfolios.

As of December 31, 2009, approximately $5X7illion, or 33%, of total non-performing loans haween charged-off to their net realizable
value as set forth below:

Residential Commercial Construction Consumer anc

(Dollars in thousands Mortgage Loans Mortgage Loans C&l Loans Loans Finance Lease Total
As of December 31, 200
Non-performing loans charged-off to

realizable valu 320,22« $ 38,42 $ 19,24« $ 139,78 $ — $ 517,67¢
Other noi-performing loan: 121,41¢ 158,11 222,07: 494,54: 50,04 1,046,18
Total nor-performing loan: $ 441,64 $ 196,53! $241,31¢ $ 634,32 $  50,04: $1,563,86.
Allowance to no-performing loan: 7.06% 32.55% 77.08% 25.81% 165.56% 33.71%
Allowance to non-performing loans,

excluding non-performing loans

chargewoff to realizable valu 25.61% 40.46% 83.7t% 33.1% 165.5% 50.4%
As of December 31, 200
Non-performing loans charged-off to

realizable valu 19,90¢ $ 8,852 $ 9,89( $ 1,81 $ — $ 40,46
Other noi-performing loan: 255,01 77,09; 48,46¢ 114,48 51,66 546,71

Total nor-performing loan: 274,92: 85,94 $ 58,35¢ $ 116,29 $ 51,66 $ 587,17
Allowance to no-performing loan: 5.4¢% 20.68% 127.4% 71.7%% 175.9%% 47.9"%
Allowance to non-performing loans,

excluding non-performing loans

chargewoff to realizable valu 5.8% 23.06% 153.4% 72.9% 175.9% 51.4%

The Corporation provides homeownership preservatgsistance to its customers through a loss nitig@rogram in Puerto Rico and through
programs sponsored by the Federal Government. ®theetnature of the borrower’s financial condititime restructure or loan modification
through these program as well as other restrugsraf individual commercial, commercial mortgagans, construction loans and residential
mortgages in the U.S. mainland fit the definitidiTooubled Debt Restructuring (“TDR”). A restrucing of a debt constitutes a TDR if the
creditor for economic or legal reasons relatedhéodebtor’s financial difficulties grants a congéesdo the debtor that it would not otherwise
consider. Modifications involve changes in one arenof the loan terms that bring a defaulted loament and provide sustainable affordability.
Changes may include the refinancing of any pastasineunts, including interest and escrow, the eigensf the maturity of the loans and
modifications of the loan rate. As of December&109, the Corporation’s TDR loans consisted of $12dillion of residential mortgage loans,
$42.1 million commercial and industrial loans, #66illion commercial mortgage loans and $101.7ionllof construction loans. From the
$336.0 million total TDR loans, approximately $18illion are in compliance with modified terms,32 million are 30-89 days delinquent,
and $181.8 million are classified as non-accrualfd3ecember 31, 2009.
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Included in the $101.7 million of constructib®R loans are certain impaired condo-conversiamsorestructured into two separate
agreements (loan splitting) in the fourth quarte2@09. Each of these loans were restructuredtimtonotes: one that represents the portion of
the loan that is expected to be fully collectechglavith contractual interest and the second naterpresents the portion of the original loan
was charged-off. The renegotiations of these Iteve been made after analyzing the borrowers aarhgtors capacity to serve the debt and
ability to perform under the modified terms. Astpafrthe renegotiation of the loans, the first noteach loan have been placed on a monthly
payment that amortize the debt over 25 years arkenhrate of interest. An interest rate reducti@s granted for the second note. The follow
tables provide additional information about thewnk of this type of loan restructurings and the@fbn the allowance for loan and lease losses
in 2009.

(In thousands;

Principal balance deemed collectil $ 22,37
Amount charge-off $ (29,71)
Specific Reserve (In thousands’
Balance at beginning of ye $ 14,37
Provision for loan losse 17,21:
Charge-offs (29,719
Balance at end of ye: $ 1,87¢

The loans comprising the $22.4 million thatdndeen deemed collectible continue to be indivighevaluated for impairment purposes.
These transactions contributed to a $29.9 millieardase in non-performing loans during the lasttquaf 2009.

Past due and still accruing loans, which amractually delinquent 90 days or more, amounteBili65.9 million as of December 31, 2009
(2008 — $471.4 million) of which $71.1 million agpvernment guaranteed loans.

Net Charg-Offs and Total Credit Losses

The Corporation’s net charge-offs for 2009 ev$833.3 million, or 2.48%, of average loans coregdo $108.3 million or 0.87% of average
loans for 2008. The significant increase is maahlg to the continued deterioration in the colldtesdues of construction loans, primarily in the
Florida region. Florida’s economy has been hampbyea deteriorating housing market since the setwatidof 2007. The overbuilding in the
face of waning demand, among other things, causkstine in the housing prices. The Corporation beeh obtaining appraisals and increasing
its reserve, as necessary, with expectations fwadual housing market recovery. Nonetheless, dlssgge of time increased the possibility that
the recovery of the market will not be in the niesm. For these reasons, the Corporation decidedameeff during 2009 collateral deficienci
for a significant amount of impaired collateral dagent loans based on current appraisals obtdlieddeficiencies in the collateral raised
doubts about the potential to collect the principdle Corporation is engaged in continuous effmrtislentify alternatives that enable borrowers
to repay their loans and protect the Corporatiomwestment.

Total construction net chargéfs in 2009 were $183.6 million, or 11.54% of aage loans, up from $7.7 million, or 0.52% of aver&ans i
2008. Condazonversion and residential development projeci&dnida represent a significant portion of the ExssThere were $137.4 million
net-charge offs in 2009 related to constructiorjgmts in Florida. Approximately $79.2 million ofd@ltharge-offs for 2009 was recorded in
connection with loans sold and loan split typeestructuring. Net charge-offs of $46.2 million weeeorded in connection with the construction
loan portfolio in Puerto Rico, mainly residenti@lusing projects. We continued our ongoing portfatianagement efforts, including obtaining
updated appraisals on properties and assessirgjexipstatus within the context of market environtrexpectations.

Total commercial mortgage net charge-offsi82were $25.2 million, or 1.64% of average loamsfrom $3.7 million, or 0.27% of average
loans in 2008. The charge-offs in 2009 were spteeaxligh several loans, distributed across our gggge markets. Commercial mortgage net
charge-offs for 2009 in Puerto Rico were $7.9 miliin the United States $15.2 million and $2.1liptilin the Virgin Islands.
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Total C&I net charge-offs in 2009 were $34.H#iom, or 0.72% of average loans, up from $24.2iom, or 0.59% of average loans in 2008.
C&l loans net charge-offs were distributed acrassesal industries, principally in Puerto Rico. C&dt charge-offs for 2009 in Puerto Rico were
$32.8 million, in the United States $0.6 millionds®1.1 million in the Virgin Islands. In assessi®§! net charge-offs trends, it is helpful to
understand the process of how these loans aredraatthey deteriorate over time. Reserves foslaam established at origination consistent
with the level of risk associated with the originalderwriting. If the quality of a commercial lodateriorates, it migrates to a lower quality risk
rating as a result of our normal portfolio managetpeocess, and a higher reserve amount is assiéiseal part of our normal portfolio
management process, the loan is reviewed and essare increased as warranted. Charge-offs, issacg are generally recognized in a period
after the reserves were established. If the preljoestablished reserves exceed that needed sfesatirily resolve the problem credit, a
reduction in the overall level of the reserve cdmdrecognized. In summary, if loan quality detexies, the typical credit sequence for
commercial loans are periods of reserve buildintipied by periods of higher net charge-offs as/janasly established reserves are utilized.
Additionally, it is helpful to understand that ieases in reserves either precede or are in coiganeith increases in impaired commercial loi
When a credit is classified as impaired, it is aa&td for specific reserves or charged-off.

Residential mortgage net charge-offs were$a8llion, or 0.82% of related average loans in200his was up from $6.3 million, or 0.19%
of related average balances in 2008. The higherléa!| for 2009 was a result of negative trenddelinquency levels. Approximately $15.7
million in charge-offs for 2009 ($7.1 million in Prio Rico and $8.5 million in Florida) resultedrfiovaluations, for impairment purposes, of
residential mortgage loan portfolios with high deliency and loan-to-value levels, compared to 8ill&n recorded in 2008. Total residential
mortgage loan portfolios evaluated for impairmeamigmses and charged-off to their net realizablaezaimounted to $320.2 million as of
December 31, 2009. This amount represents approsiyna3% of the total non-performing residentialngage loan portfolio outstanding as of
December 31, 2009. Net charge-offs for residentiattgage loans also includes $11.2 million reldtelbans foreclosed during 2009, up from
$3.9 million recorded for loans foreclosed in 2008nsistent with the Corporation’s assessment@f/#iue of properties, current and future
market conditions, management is executing strasetpi accelerate the sale of the real estate ahmirsatisfaction of debt (REO). The ratio of
net charge-offs to average loans on the Corporati@sidential mortgage loan portfolio of 0.82% f809 is lower than the approximately 2.4%
average charge-off rate for commercial banks inut® mainland for the third quarter of 2009 asgiatistical releases published by the Federal

Reserve on its website.

Net charge-offs of consumer loans and findeases in 2009 were $61.1 million, or 3.05% oftedlaaverage loans, compared to net charge-
offs of $66.4 million, or 3.19% of related averdgens for 2008. Performance of this portfolio ortban absolute and relative basis continued to
be consistent with our views regarding the undegdyjuality of the portfolio. The 2009 level of dejuencies has improved compared with 2008
levels, further supporting our view of stable pemfance going forward.

The following table presents charge-offs to averagas held in portfolio:

Year Ended
December 31, December 31, December 31, December 31, December 31,
2009 2008 2007 2006 2005
Residential mortgag 0.82% 0.19% 0.05% 0.04% 0.05%
Commercial mortgag 1.62% 0.27% 0.1(% 0.0(% 0.0%%
Commercial and Industri 0.72% 0.5%% 0.2€6% 0.0€% 0.11%
Constructior 11.54% 0.52% 0.2€6% 0.0(% 0.0(%
Consumer and finance leas 3.05% 3.1%% 3.48% 2.9(% 2.06%
Total loans 2.4% 0.87% 0.7%% 0.55% 0.3%%
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The following table presents net charge-offs torage loans held in portfolio by geographic segment:

December 31, 200! December 31, 200

PUERTO RICO:
Residential mortgag 0.6%% 0.2(%
Commercial mortgag 0.82% 0.3
Commercial and Industrii 0.72% 0.32%
Constructior 4.88% 0.1%
Consumer and finance leas 2.92% 3.1(%
Total loans 1.44% 0.82%

VIRGIN ISLANDS:

Residential mortgag 0.0&% 0.02%
Commercial mortgag 2.7% 0.0(%
Commercial and Industrii 0.5¢% 6.75%
Constructior 0.0(% 0.0(%
Consumer and finance leas 3.5(% 3.54%

Total loans 0.7:% 1.4&%

FLORIDA:

Residential mortgag 2.8&% 0.3(%
Commercial mortgag 3.02% 0.09%
Commercial and Industrii 1.81% 6.56%
Constructior 29.9% 1.0&%
Consumer and finance leas 7.3"% 5.8&%

Total loans 11.7(% 0.8€%

Total credit losses (equal to net charge-diis fpsses on REO operations) for 2009 amount&3%&.1 million, or 2.62% to average loans
and repossessed assets, respectively, in cordgrastdit losses of $129.7 million, or a loss rét&.04%, for 2008. In addition, there was a
$1.8 million increase in the reserve for probabksks on outstanding unfunded loan commitm:

133




Table of Contents

The following table presents a detail of the RE@mtory and credit losses for the periods indicated

REO
REO balances, carrying vall
Residentia
Commercial
Condc-conversion project
Constructior

Total

REO activity (number of properties
Beginning property inventon
Properties acquire
Properties dispose

Ending property inventor

Average holding period (in day
Residentia

Commercial

Condc-conversion project
Constructior

REO operations (loss) gai
Market adjustments and (losses) gain on ¢

Residentia

Commercial
Condc-conversion project
Constructior

Other REO operations expen:
Net Loss on REO operation:

CHARGE-OFFS
Residential char¢-offs, net

Commercial charc-offs, net
Construction charcoffs, net

Consumer and finance leases ch-offs, net
Total charg-offs, net

TOTAL CREDIT LOSSES (1)

LOSS RATIO PER CATEGORY (2):
Residentia
Commercial
Constructior
Consumel

TOTAL CREDIT LOSS RATIO (3)

(1) Equal to REO operations (losses) gains plus Cl-offs, net.

Year Ended

December 31

2009

2008

(Dollars in thousands)

$ 35,77¢ $ 20,26¢
19,14¢ 2,30¢
8,00( 9,50(
6,371 5,17t

$ 69,30 $ 37,24¢
15€ 87

29E 16¢
(165) (101)
28E 15E

221 16C

17¢ 237

643 30€

33C 14E

26€ 20C

$ (9,619 $ (3,52))
(1,274) (1,407)
(1,500) (5,725)
(1,979 (347)
(14,36 (10,999
(7,499) (10,379

$ (21,869 $ (21,379
(28,86)) (6,256)
(59,719 (27,89)
(183,600 (7,735)
(61,09 (66,43
(333,269) (108,32)
$(355,12) $(129,69))
1.08% 0.2%%
0.96% 0.5%%
11.65% 0.92%
3.00% 3.18%
2.62% 1.0%

(2) Calculated as net chal-offs plus market adjustments and gains (lossesptmof REO divided by average loans and reposiesse
(3) Calculated as net char-offs plus net loss on REO operations divided byrage loans and repossessed as

Operational Risk



The Corporation faces ongoing and emergirigaisl regulatory pressure related to the activttias surround the delivery of banking and
financial products. Coupled with external influeaseich as market conditions, security risks, agdllgsk, the potential for operational and
reputational loss has increased. In order to ntitigad control operational risk, the Corporatioa iaveloped, and continues to enhance, sp
internal controls, policies and
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procedures that are designated to identify and genaerational risk at appropriate levels througlloe organization. The purpose of these
mechanisms is to provide reasonable assurancéhth@lorporation’s business operations are funaimmithin the policies and limits
established by management.

The Corporation classifies operational risloitwo major categories: business specific andamate-wide affecting all business lines. For
business specific risks, a risk assessment groukswaith the various business units to ensure sb@scy in policies, processes and assessn
With respect to corporate-wide risks, such as mfation security, business recovery, legal and c@mpé, the Corporation has specialized
groups, such as the Legal Department, InformateeuBty, Corporate Compliance, Information Techggland Operations. These groups assist
the lines of business in the development and imeteation of risk management practices specifiti¢orteeds of the business groups.

Legal and Compliance Ris

Legal and compliance risk includes the riskof-compliance with applicable legal and regulatequirements, the risk of adverse legal
judgments against the Corporation, and the riskat@unterpar’s performance obligations will be unenforceableeTorporation is subject to
extensive regulation in the different jurisdictianswhich it conducts its business, and this regujascrutiny has been significantly increasing
over the last several years. The Corporation habkshed and continues to enhance procedures loasiegal and regulatory requirements that
are reasonably designed to ensure compliance Widipplicable statutory and regulatory requiremefitee Corporation has a Compliance
Director who reports to the Chief Risk Officer asdesponsible for the oversight of regulatory cbarnze and implementation of an enterprise-
wide compliance risk assessment process. The Cangglidivision has officer roles in each major bestnareas with direct reporting
relationships to the Corporate Compliance Group.

Impact of Inflation and Changing Price:

The financial statements and related dateeptes herein have been prepared in conformity GWAP, which require the measurement of
financial position and operating results in terrhiistorical dollars without considering changestia relative purchasing power of money over
time due to inflation.

Unlike most industrial companies, substantiall of the assets and liabilities of a finangretitution are monetary in nature. As a result,
interest rates have a greater impact on a finaimg#étution’s performance than the effects of gahievels of inflation. Interest rate movements
are not necessarily correlated with changes iptlees of goods and services.

Concentration Risk

The Corporation conducts its operations iraggaphically concentrated area, as its main magketerto Rico. However, the Corporation
continues diversifying its geographical risk asdeviced by its operations in the Virgin Islands enBlorida.

As of December 31, 2009, the Corporation had $illidboutstanding of credit facilities grantedttee Puerto Rico Government and/or its
political subdivisions. A substantial portion oe#e credit facilities are obligations that haveectic source of income or revenues identifiec
their repayment, such as sales and property tadksted by the central Government and/or munidiigal Another portion of these obligations
consist of loans to public corporations that obtewvenues from rates charged for services or ptsdaach as electric power utilities. Public
corporations have varying degrees of independence the central Government and many receive apjatipns or other payments from it. The
Corporation also has loans to various municipalitiePuerto Rico for which the good faith, creditainlimited taxing power of the applicable
municipality has been pledged to their repayment.

Aside from loans extended to the Puerto Rioogbnment and its political subdivisions, the latgean to one borrower as of December 31,
2009 in the amount of $321.5 million is with onengage originator in Puerto Rico, Doral Financiar@oration. This commercial loan is
secured by individual mortgage loans on resideatial commercial real estate. Of the total gross fmatfolio of $13.9 billion as of
December 31, 2009, approximately 83% has credita@mcentration in Puerto Rico, 9% in the Unitedt& and 8% in the Virgin Islands.
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Selected Quarterly Financial Data

Financial data showing results of the 2009 2008 quarters is presented below. In the opinfananagement, all adjustments necessary
fair presentation have been included. These reatdtsinaudited.

2009
March 31 June 30 September 3C December 31
(Dollar in thousands, except for per share results
Interest income $258,32: $252,78( $ 242,02: $243,44¢
Net interest incom 121,59¢ 131,01« 129,13: 137,29°
Provision for loan losse 59,42¢ 235,15: 148,09( 137,18
Net income (loss 21,891 (78,65¢) (165,219 (53,207
Net income (loss) attributable to common stockhi 6,77 (94,825 (174,689 (59,339
Earnings (loss) per common st-basic $ 0.07 $ (1.09 $ (1.89 $ (0.69
Earnings (loss) per common st-diluted $ 0.07 $ (1.09 $ (1.89 $ (0.69
2008
March 31 June 30 September 3C December 31
(Dollar in thousands, except for per share results)
Interest incom $279,08’ $276,60¢ $288,29: $282,91(
Net interest incom 124,45¢ 134,60¢ 144,62: 124,19¢
Provision for loan losse 45,79: 41,32 55,31¢ 48,51
Net income 33,58¢ 32,99¢ 24,54¢ 18,80¢
Net income attributable to common stockholc 23,52( 22,92t 14,47 8,73¢
Earnings per common sh-basic $ 0.2¢ $ 0.2¢ $ 0.1€ $ 0.0¢
Earnings per common sh-diluted $ 0.2 $ 0.2¢ $ 0.1€ $ 0.0¢

Fourth Quarter Financial Summal

The financial results for the fourth quarter of 20@s compared to the same period in 2008, weneipélly impacted by the following items ol
pre-tax basis:

— Net interest income increased 11% to $137.3 mill@rthe fourth quarter of 2009 from $124.2 millitor the fourth quarter of 200
Net interest income for the fourth quarter of 2@@8udes a net unrealized gain of $2.5 million, pamed to a net unrealized loss
$5.3 million for the fourth quarter of 2008, a pgos fluctuation of $7.8 million, related to thearmes in valuation of derivatives
instruments that enonomically hedge the Corpor&ibrokered CDs and medium term notes and unrehfiains and losses on
liabilities measured at fair value. Compared witl fourth quarter of 2008, net interest income|weking fair value adjustments on
derivatives and financial liabilities measuredait f/alue, increased $5.3 million, or 4%. The Cogpion benefited from lower funding
costs related to continued low levels of interagts and the mix of financing sources. Lower irgerate levels was reflected in the
pricing of newly issued brokered CDs at rates $igantly lower than rate levels for prior year'sufth quarter. The average cost of
brokered CDs decreased by 154 basis points fro6%4 for the fourth quarter of 2008 to 2.52% for therth quarter of 2009. Also, the
Corporation was able to reduce the average ca&t obre deposits from 2.83% for prior year’s fouguarter to 1.95% for the fourth
quarter of 2009. The decrease in funding costspaasally offset by a significant increase in noaHprming loans and the repricing of
floating-rate commercial and construction loank®waier rates due to decreases in market interes$ mtch as three-month LIBOR and
the Prime rate, even though the Corporation iveltincreasing spreads on loan renewals. The &serén net interest income was also
associated with an increase of $429.6 million tériest-earning assets, over the prior year's fogutirter. The increase in interest-
earnings assets was driven by a higher averags ladume, which increased by $847 million, drivgnadalditional credit facilities
extended to the Government of Puerto Rico. Payrtafsetting the increase in average loans wasceedse in average investments of
$417 million, driven mostly by the sales of appmately $1.7 billion of Agency MBS and calls of appimately $945 million of U.S.
Agency debt securities that were more than purchasale during 200!

— Nor-interest income increased to $38.8 million for fiierth quarter of 2009 from $19.4 million for prigear’s fourth quarter. The
variance is mainly related to a realized gain of.82nillion on the sale of U.S. Agency MBS versugalized gain on the sale of MBS
of $11.0 million in prior ye¢'s fourth quarter. Th
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recent drop in mortgage pre-payments, asasdlliture pre-payment estimates, could resuhiéreitension of the MBS portfolio’s
average life, which in turn would shift the balarsteet’s interest rate gap position. In an effornanage such risk, and take advantage
of market opportunities, approximately $460 milliohU.S. Agency MBS ( mainly 30 Year fixed rate MB&h an aggregate weighted
average rate of 5.33%) were sold in the fourth igmanf 2009, compared to approximately $284 millddr).S. Agency MBS sold in the
prior year's fourth quarter. The realized gain be sale of MBS during the fourth quarter of 200& partially offset by other-than-
temporary impairment charges of $4.8 million redat®e auto industry corporate bonds and certaintggeicurities. There were no other-
thar- temporary impairments charges during the fourthrigunaf 2009

—  The provision for loan and lease losses amouioté&d 37.3 million, or 170% of net charge-offs, foe fourth quarter of 2009 compared
to $48.5 million, or 172% of net charge-offs, fbetfourth quarter of 2008. The increase, as condp@aréhe fourth quarter of 2008, was
mainly attributable to the significant increasenon-performing loans, increases in specific resefoeimpaired commercial and
construction loans, and the overall growth of el portfolio. Also, the migration of loans to haghrisk categories and increases to
factors used to determine the general reserve afloe/contributed to the higher provision. The iaseein loss factors was necessary to
account for higher charge-offs and delinquencylkeas well as for worsening trends in economic @twrts in Puerto Rico and the
United States

— Nor-interest expenses increased 2% to $88.8 milliomf$87.0 million for the fourth quarter of 2008.€Timcrease in the non-interest
expense for the fourth quarter 2009, as compareddo years fourth quarter, was principally attributable toiacrease of $11.5 millic
in the FDIC deposit insurance premium, which waslypaelated to increases in regular assessmees k&t the FDIC in 2009. The
aforementioned increase was partially offset byreses in certain expenses such as: (i) a $5.@mdkecrease in employees’
compensation and benefit expenses, due to a logagtdount and reductions in bonuses, incentive coggbi®n and overtime costs, and
(ii) a $4.5 million decrease in net loss on REOrapens, mainly due to lower wr-downs and expenses in the U.S. mainl;

Some infrequent transactions that affectedtgqtlg periods shown in the above table includergcognition of non-cash charges of
approximately $152.2 million to increase the vabmatllowance for the Corporation’s deferred tagedsn the third quarter of 2009; (i) the
ecording of $8.9 million in the second quarter 802 for the accrual of the special assessmentdéwehe FDIC; (iii) the impairment of the c
deposit intangible of FirstBank Florida for $4.0lion recorded in the first quarter of 2009; (itetreversal of $10.8 million of UTBs and rela
accrued interest of $3.5 million during the secqndrter of 2009 for positions taken on income tarégrns due to the lapse of the statute of
limitations for the 2004 taxable year; (v) the nesa of $2.9 million of UTBs, net of a payment madehe Puerto Rico Department of Treasury,
in connection with the conclusion of an income aaxlit related to the 2005, 2006, 2007 and 2008taxgears; (vi) the reversal of $10.6 million
of UTBs during the second quarter of 2008 for posg taken on income tax returns due to the laptieecstatute of limitations for the 2003
taxable year; (vii) the gain of $9.3 million on tlrandatory redemption of a portion of the Corpords investment in VISA as part of VISA’s
IPO in the first quarter of 2008 and (viii) the @me tax benefit of $5.4 million recorded in thesfiquarter of 2008 in connection with an
agreement entered into with the Puerto Rico Depantraf Treasury that established a multi-year alion schedule for deductibility of the
$74.25 million payment made by the Corporation migi2007 to settle a securities class action suit.

Changes in Internal Controls over Financial Reporthg
Refer to Item 9A.
CEO and CFO Certifications

First BanCorp’s Chief Executive Officer andi€ftrinancial Officer have filed with the Securtiand Exchange Commission the
certifications required by Section 302 of the SadsOxley Act of 2002 as Exhibit 31.1 and 31.2his Annual Report on Form 10-K and the
certifications required by Section Ili(b)(4) of tREenergency Stabilization Act of 2008 as Exhibit198nd 99.2 to this Annual Report on
Form 10-K.
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In addition, in 2009, First BanCogChief Executive Officer certified to the New YdBkock Exchange that he was not aware of any vool
by the Corporation of the NYSE corporate governdistimg standards.
Item 7A. Quantitative and Qualitative Disclosures &out Market Risk

The information required herein is incorpodely reference to the information included undergbb caption “Interest Rate Risk
Management” in the Management’s Discussion and ysmabf Financial Condition and Results of Opernadisection in this Form 10-K.
Item 8. Financial Statements and Supplementary Data

The consolidated financial statements of Bi@iCorp, together with the report thereon of RvaterhouseCoopers LLP, First BanCorp’s
independent registered public accounting firm,iactuded herein beginning on page F-1 of this Faf¥K.
Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures
Disclosure Controls and Procedures

First BanCorp’s management, under the sugervisnd with the participation of its Chief ExematiOfficer and Chief Financial Officer, has
evaluated the effectiveness of First BanCorp’sld&ae controls and procedures as such term igeffh Rules 13a-15(e) and 15d-15(e)
promulgated under the Securities and Exchange At®®4, as amended (the Exchange Act), as of tHeokthe period covered by this Annual
Report on Form 10-K. Based on this evaluation,@a© and CFO concluded that, as of December 31,,280%Corporation’s disclosure
controls and procedures were effective and proredsonable assurance that the information reqtoree disclosed by the Corporation in
reports that the Corporation files or submits uridlerExchange Act is recorded, processed, sumntbaize reported within the time periods
specified in SEC rules and forms and is accumulatetireported to the Corporation’s managementydtiey the CEO and CFO, as appropriate
to allow timely decisions regarding required discice.

Management’s Report on Internal Control over Finangal Reporting

Our management'’s report on Internal Contr@rdvinancial Reporting is set forth in Item 8 anddrporated herein by reference.

The effectiveness of the Corporation’s intégmantrol over financial reporting as of Decembér 3009 has been audited by
PricewaterhouseCoopers LLP, an independent regisfrblic accounting firm, as stated in their réparset forth in Item 8.
Changes in Internal Control over Financial Reportirg

There have been no changes to the Corporatintérnal control over financial reporting duriogr most recent quarter ended December 31,
2009 that have materially affected, or are reaslyriidely to materially affect, the Corporation’sternal control over financial reporting.
Item 9B. Other Information.

None.

138




Table of Contents

PART Il

Item 10. Directors, Executive Officers and Corpora¢ Governance

Information in response to this Item is inamated herein by reference to the sections entittddrmation with Respect to Nominees for
Director of First BanCorp and Executive Officerstiogé Corporation,” “Corporate Governance and RdlMatters” and Section 16(a) Benefici
Ownership Reporting Compliance” contained in FBahCorp’s definitive Proxy Statement for use inmection with its 2010 Annual Meeting
of stockholders (the “Proxy Statement”) to be fileith the Securities and Exchange Commission wittdifi days of the close of First BanCorp’s
20009 fiscal year.

Item 11. Executive Compensation

Information in response to this Item is inammgted herein by reference to the sections enti@@inpensation Committee Interlocks and
Insider Participation,” “Compensation of Directdr§;ompensation Discussion and Analysis,” “CompeaimsaCommittee Report” and “Tabular
Executive Compensation Disclosure” in First BanCoRroxy Statement.

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

Information in response to this Item is inamngted herein by reference to the section entifiheficial Ownership of Securities” in First
BanCorp’s Proxy Statement.

Item 13. Certain Relationships and Related Transa@ns, and Director Independence

Information in response to this Item is inamated herein by reference to the sections entifleditain Relationships and Related Person
Transactions” and “Corporate Governance and Reldtters” in First BanCorp’s Proxy Statement.

Item 14. Principal Accountant Fees and Services.

Information in response to this Item is inamated herein by reference to the section entffedlit Fees” in First BanCorp’s Proxy
Statement.

PART IV

Item 15. Exhibits, Financial Statement Schedules
(a) List of documents filed as part of thipod.
(1)Financial Statements.

The following consolidated financial statents of First BanCorp, together with the reguetéon of First BanCorp’s independent
registered public accounting firm, Pricewaterhousaers LLP, dated March 1, 2010, are included hdseginning on page F-1:

- Report of Independent Registered Public Accourfimg.
- Consolidated Statements of Financial ConditionfdBexember 31, 2009 and 20(

- Consolidated Statements of (Loss) Income for Ed¢heoThree Years in the Period Ended Decembe2@Q9.

139




Table of Contents

Consolidated Statements of Changes in Stockh¢ Equity for Each of the Three Years in the Period&hDecember 31, 200
Consolidated Statements of Comprehensive (Losgntecfor each of the Three Years in the Period Efdrember 31, 200!
Consolidated Statements of Cash Flows for Eacheofihree Years in the Period Ended December 38.:

Notes to the Consolidated Financial Stateme

(2) Financial statement schedules.

All financial schedules have been omitted bseahey are not applicable or the required inféionds shown in the financial statements or
notes thereto.

(3) Exhibits listed below are filed herewith gart of this Form 10-K or are incorporated helmimeference.

Index to Exhibits:

No. Exhibit

3.1 Articles of Incorporation (1

3.2 By-Laws of First BanCorp (1

3.3 Certificate of Designation creating the 7.125%-cumulative perpetual monthly income preferred st@sies A (2

3.4 Certificate of Designation creating the 8.35% -cumulative perpetual monthly income preferred st&gies B (3

3.5 Certificate of Designation creating the 7.40% -cumulative perpetual monthly income preferred st&#ries C (4

3.6 Certificate of Designation creating the 7.25% -cumulative perpetual monthly income preferred st&gries D (5

3.7 Certificate of Designation creating the 7.00% -cumulative perpetual monthly income preferred st&gries E (6

3.8 Certificate of Designation creating the fi-rate cumulative perpetual preferred stock, Seri€g

4.0 Form of Common Stock Certificate(

4.1 Form of Stock Certificate for 7.125% r-cumulative perpetual monthly income preferred st&gies A (2

4.2 Form of Stock Certificate for 8.35% n-cumulative perpetual monthly income preferred st@gies B (3

4.3 Form of Stock Certificate for 7.40% n-cumulative perpetual monthly income preferred st&gies C (4

4.4 Form of Stock Certificate for 7.25% r-cumulative perpetual monthly income preferred st@gries D (5

4.5 Form of Stock Certificate for 7.00% n-cumulative perpetual monthly income preferred st&gies E (10

4.6 Form of Stock Certificate for Fixed Rate CumulatRerpetual Preferred Stock, Series F

4.7 Warrant dated January 16, 2009 to purchase shiFésbBanCorp (8

4.8 Letter Agreement, dated January 16, 2009, inclu@iegurities Purchase Agreement — Standard Terashaitl thereto as
Exhibit A, between First BanCorp and the Unitect&department of the Treasury (.

10.1 FirstBank's 1997 Stock Option Plan(1

10.2 First BanCor’s 2008 Omnibus Incentive Plan(]
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Tgs Investment agreement between The Bank of Nova &eotil FEi)r(gltbganCorp dated February 15, 2007, imatuthe Form of
Stockholder Agreement(1:

10.4 Employment Agreemer— Aurelio Aleman(11

10.5 Amendment No. 1 to Employment Agreem— Aurelio Aleman(15

10.6 Amendment No. 2 to Employment Agreem—- Aurelio Aleman

10.7 Employment Agreemel- Randolfo Rivera(11

10.8 Amendment No. 1 to Employment Agreem- Randolfo Rivera (15

10.9 Amendment No. 2 to Employment Agreem- Randolfo River:

10.10 Employment Agreemer- Lawrence Odell(16

10.11 Amendment No. 1 to Employment Agreem- Lawrence Odell(16

10.12 Amendment No. 2 to Employment Agreem- Lawrence Odell(15

10.13 Amendment No. 3 to Employment Agreem- Lawrence Odel

10.14 Employment Agreemelr— Orlando Berges(17

10.15 Service Agreement Martinez Odell & Calabria(.

10.16 Amendment No. 1 to Service Agreement Martinez O&léllalabria(16)

10.17 Amendment No. 2 to Service Agreement Martinez Oflellalabria

12.1 Ratio of Earnings to Fixed Charges and Preferencel@nds

14.1 Code of Ethics for CEO and Senior Financial Offic€l)

21.1 List of First BanCor’s subsidiarie

311 Section 302 Certification of the CE

31.2 Section 302 Certification of the CF

32.1 Section 906 Certification of the CE

32.2 Section 906 Certification of the CF

99.1 Certification of the CEO Pursuant to Section II{@))of the Emergency Stabilization Act of 2008 &1dCFR § 30.1!

99.2 Certification of the CFO Pursuant to Section I1l{@&)of the Emergency Stabilization Act of 2008 &1dCFR § 30.1!

99.3 Policy Statement and Standards of Conduct for MembgBoard of Directors, Executive Officers anihBipal Shareholders(1!

99.4 Independence Principles for Directors of First Barpg(19)

(1) Incorporated by reference from the Forn-K for the year ended December 31, 2008 filed byGbgporation on March 2, 200

(2) Incorporated by reference to First BanC's registration statement on Fori-3 filed by the Corporation on March 30, 19

(3) Incorporated by reference to First BanC's registration statement on Fort-3 filed by the Corporation on September 8, 2(

(4) Incorporated by reference to First BanC's registration statement on Fori-3 filed by the Corporation on May 18, 20(

(5) Incorporated by reference to First BanC's registration statement on Fori-3/A filed by the Corporation on January 16, 2C
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(6)
@)
®)
9)
(10)
11)
(12)

(13)
(14)
(15)
(16)
7
(18)
(19)

Incorporated by reference to Forl-A filed by the Corporation on September 26, 2(

Incorporated by reference to Exhibit 3.1 from tlwerf &-K filed by the Corporation on January 20, 20

Incorporated by reference to Exhibit 4.1 from tleerf &-K filed by the Corporation on January 20, 20

Incorporated by reference from Registration statéroa Form -4 filed by the Corporation on April 15, 19

Incorporated by reference to Exhibit 4.1 from tlwerf ¢-K filed by the Corporation on September 5, 2C

Incorporated by reference from the Forn-K for the year ended December 31, 1998 filed byGbegporation on March 26, 199

Incorporated by reference to Exhibit 10.1 frora Borm 10-Q for the quarter ended March 31, 20@8 thy the Corporation on May 12,
2008.

Incorporated by reference to Exhibit 10.01 from Foem ¢-K filed by the Corporation on February 22, 20

Incorporated by reference to Exhibit 10.1 from fleem ¢-K filed by the Corporation on January 20, 20

Incorporated by reference from the Forn-Q for the quarter ended March 31, 2009 filed byGleeporation on May 11, 200
Incorporated by reference from the Forn-K for the year ended December 31, 2005 filed byGbgporation on February 9, 20(
Incorporated by reference from the Forn-Q for the quarter ended June 30, 2009 filed byGbgporation on August 11, 20C
Incorporated by reference from the Forn-K for the year ended December 31, 2003 filed byGbgporation on March 15, 20C
Incorporated by reference from the Forn-K for the year ended December 31, 2007 filed byGbgporation on February 29, 20(
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SIGNATURES

Pursuant to the requirements of the Secutitiehange Act of 1934 the Corporation has duly eduhis report to be signed on its behalf by
the undersigned hereunto duly authorized.

FIRST BANCORP.

By: /s/ Aurelio Alemér Date: 3/1/1(

Aurelio Aleman
President and Chief Executive Offic

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

/s/ Aurelio Aleméar Date: 3/1/1(C

Aurelio Aleman
President and Chief Executive Offic

/s/ Orlando Berge Date: 3/1/1(
Orlando Berges, CP.

Executive Vice President al

Chief Financial Office

/s/ José Menénd-Cortada Date: 3/1/1(C

José Menénd+-Cortada, Director an
Chairman of the Boar

/sl Fernando Rodrigu-Amaro Date: 3/1/1(

Fernando Rodriguez Amat
Director

/sl Jorge L. Dia; Date: 3/1/1(
Jorge L. Diaz, Directc

/s/ Sharee Ann Umpier-Catinchi Date: 3/1/1(

Sharee Ann Umpier-Catinchi,
Director

/s/ José L. Ferr-Canals Date: 3/1/1(C
José L. Ferre-Canals, Directo

/sl Frank Kolodzie Date: 3/1/1(
Frank Kolodziej, Directo

/s/ Héctor M. Nevare Date: 3/1/1(C
Héctor M. Nevares, Directc
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/sl José F. Rodrigut

José F. Rodriguez, Direct

/s/ Pedro Romero

Pedro Romero, CP.
Senior Vice President ar
Chief Accounting Office
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Management’s Report on Internal Control Over Finandal Reporting
To the Board of Directors and Stockholders of FgahCorp:

The management of First BanCorp (the Corponadis responsible for establishing and maintairdgquate internal control over financial
reporting as defined in Rules 13a-15(f) and 15d)1&{der the Securities Exchange Act of 1934 amadis assessment of internal control over
financial reporting. The Corporatiainternal control over financial reporting is @pess designed to provide reasonable assuranaeliregthe
reliability of financial reporting and preparatioffinancial statements for external purposes toatance with accounting principles generally
accepted in the United States of America (“GAARiYlancludes controls over the preparation of finahstatements in accordance with the
instructions for the Consolidated Financial Statetséor Bank Holding Companies (Form FR Y-9C) tongdy with the requirements of
Section 112 of the Federal Deposit Insurance Cator Improvement Act (FDICIA).

Internal control over financial reporting indes those policies and procedures that (i) pettehe maintenance of records that, in reasonable
detail, accurately and fairly reflect the transaws and dispositions of the assets of the comp@hyprovide reasonable assurance that
transactions are recorded as necessary to pemnpréparation of financial statements in accordavite GAAP, and that receipts and
expenditures of the company are being made ordgdordance with authorizations of management amdtirs of the company; and
(i) provide reasonable assurance regarding prémeior timely detection of unauthorized acquisitiose, or disposition of the compas@sset
that could have a material effect on the finansiatements.

Because of its inherent limitations, intercahtrol over financial reporting may not preventletect misstatements. Also, projections of any
evaluation of effectiveness to future periods afgext to the risk that controls may become inadégbecause of changes in conditions, or that
the degree of compliance with the policies or pdures may deteriorate.

The management of First BanCorp has asselseaffectiveness of the Corporation’s internal oantver financial reporting as of
December 31, 2009. In making this assessment, dingo€ation used the criteria set forth by the Cotteriof the Sponsoring Organizations of
the Treadway Commission (COSO) in Internal Contnbdgrated Framework.

Based on our assessment, management conchatetie Corporation maintained effective intermatrol over financial reporting as of
December 31, 2009.

The effectiveness of the Corporation’s intéouatrol over financial reporting as of Decembér 2009 has been audited by
PricewaterhouseCoopers LLP, an independent regisfaiblic accounting firm, as stated in their répdrich appears herein.

/s/ Aurelio Aleman
Aurelio Aleméan
President and Chief Executive Offic

/s/ Orlando Berge:
Orlando Berges
Executive Vice President and Chief Financial Offic
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PricewaterhouseCoopers L
254 Mufioz Rivera Avent
BBVA Tower, 9t Floor
Hato Rey, PR 009:
Telephone (787) 75909(
Facsimile (787) 76809

Report of Independent Registered Public Accountingrirm

To the Board of Directors and
Stockholders of First BanCorp

In our opinion, the accompanying consolidatiedements of financial condition and the relateasolidated statements of (loss) income,
comprehensive (loss) income, changes in stockhsldguity and cash flows present fairly, in all evé@l respects, the financial position of First
BanCorp and its subsidiaries (the “Corporation”patember 31, 2009 and 2008, and the results ofdperations and their cash flows for each
of the three years in the period ended Decembe2(®19 in conformity with accounting principles geailly accepted in the United States of
America. Also in our opinion, the Corporation mained, in all material respects, effective interc@htrol over financial reporting as of
December 31, 2009, based on criteria establishedemal Control — Integrated Framewoissued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO#g Thbrporation’s management is responsible for tfinaacial statements, for
maintaining effective internal control over finaakieporting and for its assessment of the effectdss of internal control over financial
reporting, included in the accompanying ManagenseR€port on Internal Control Over Financial RepaytiOur responsibility is to express
opinions on these financial statements and on trpd@ation’s internal control over financial regog based on our integrated audits. We
conducted our audits in accordance with the statsdairthe Public Company Accounting Oversight Bogrdited States). Those standards
require that we plan and perform the audits toiob&asonable assurance about whether the finastai@ments are free of material misstate!
and whether effective internal control over finaiceporting was maintained in all material respe@ur audits of the financial statements
included examining, on a test basis, evidence stipgahe amounts and disclosures in the finargti@lements, assessing the accounting
principles used and significant estimates made &gagement, and evaluating the overall financiaéstant presentation. Our audit of internal
control over financial reporting included obtainiag understanding of internal control over finahoégorting, assessing the risk that a material
weakness exists, and testing and evaluating thgrdaad operating effectiveness of internal conbaded on the assessed risk. Our audits also
included performing such other procedures as wsidered necessary in the circumstances. We bel@teur audits provide a reasonable b
for our opinions.

As discussed in Note 1 to the consolidatedrfaial statements, the Corporation changed the emannwhich it accounts for uncertain tax
positions and the manner in which it accountstierfinancial assets and liabilities at fair valne007.

A company’s internal control over financiapogting is a process designed to provide reasoresserance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttegeinerally accepted accounting principles.
Management'’s assessment and our audit of First Bgr<Cinternal control over financial reporting @liscluded controls over the preparation of
financial statements in accordance with the insimas to the Consolidated Financial Statement8#&mk Holding Companies (Form FR Y-9C)
to comply with the reporting requirements of Seetid 2 of the Federal Deposit Insurance Corpordtiggrovement Act (FDICIA). A
company’s internal control over financial reportingludes those policies and procedures that (fapeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettilansactions and dispositions of the assetseaédimpany; (ii) provide reasonable assurance

F-2




Table of Contents

transactions are recorded as necessary to permpagtion of financial statements in accordanch génerally accepted accounting principles,
and that receipts and expenditures of the compenpeing made only in accordance with authorizatisihmanagement and directors of the
company; and (iii) provide reasonable assurancardéng prevention or timely detection of unauthedzacquisition, use, or disposition of the
company’s assets that could have a material effethe financial statements.

Because of its inherent limitations, intercahtrol over financial reporting may not preventetect misstatements. Also, projections of any
evaluation of effectiveness to future periods afgext to the risk that controls may become inadégbecause of changes in conditions, or that
the degree of compliance with the policies or pdares may deteriorate.

PricewaterhouseCoopers LLP
San Juan, Puerto Rico
March 1, 2010

CERTIFIED PUBLIC ACCOUNTANTS
(OF PUERTO RICO)

License No. 216 Expires Dec. 1, 2010
Stamp 2389662 of the P.R. Society of
Certified Public Accountants has been
affixed to the file copy of this report
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FIRST BANCORP
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

December 31, 20C

December 31, 20C

(In thousands, except for share information

ASSETS
Cash and due from ban $ 679,79¢
Money market investment
Federal funds sol 1,14C
Time deposits with other financial institutio 60C
Other shor-term investment 22,54¢
Total money market investmer 24,28¢
Investment securities available for sale, at faiue:
Securities pledged that can be repled 3,021,02!
Other investment securitit 1,149,75
Total investment securities available for < 4,170,78.
Investment securities held to maturity, at amodizest:
Securities pledged that can be repled 400,92!
Other investment securitit 200,69
Total investment securities held to maturity, faitue of $621,584 (20C- $1,720,412 601,61
Other equity securitie 69,93(
Loans, net of allowance for loan and lease los§8§28,120 (200¢- $281,526 13,400,33
Loans held for sale, at lower of cost or mai 20,77
Total loans, ne 13,421,10
Premises and equipment, | 197,96
Other real estate ownt 69,30¢
Accrued interest receivable on loans and invests 79,86
Due from customers on acceptan 954
Other asset 312,83
Total asset $ 19,628,44
LIABILITIES
Deposits:
Non-interes-bearing deposit $ 697,02:
Interestbearing deposits (including $0 and $1,150,959 nreaisat fair value as of December
2009 and December 31, 2008, respectiv 11,972,02
Total deposit: 12,669,04
Loans payabli 900,00(
Securities sold under agreements to repurc 3,076,63.
Advances from the Federal Home Loan Bank (FH 978,44(
Notes payable (including $13,361 and $10,141 meadsair fair value as of December 31, 2009
December 31, 2008, respective 27,117
Other borrowing 231,95¢
Bank acceptances outstand 954
Accounts payable and other liabiliti 145,23°
Total liabilities 18,029,38

Commitments and contingencies (Notes 28, 31 ani

STOCKHOLDERS' EQUITY
Preferred stock, authorized 50,000,000 sharesedsand outstanding 22,404,000 shares (2008

22,004,000) at an aggregate liquidation value &0$800 (200¢ $550,100) 928,50¢
Common stock, $1 par value, authorized 250,0009b@0es; issued 102,440,522 (2008 -

102,444,549 102,44(
Less: Treasury stock (at co (9,899
Common stock outstanding, 92,542,722 shares oudlisigi2008- 92,546,749 92,54
Additional paicin capital 134,22!
Legal surplus 299,00¢

Retained earninc 118,29:

$ 329,73

54,46¢

60C
20,93¢
76,008

2,913,722
948,62!
3,862,34.

968,38
738,27!
1,706,66:
64,14¢

12,796,36
10,40:
12,806,76
178,46¢
37,24¢
98,56¢
504
330,83!

$ 625,92¢

12,431,50
13,057,43

3,421,04.
1,060,44!

23,27¢
231,91
504
17,943,15

550,10(

102,44
(9,899
92,54¢
108,29¢
299,00t
440,77



Accumulated other comprehensive income, net otigense of $4,628 (20(- $717) 26,490 57,38¢
Total stockholder equity 1,599,06: 1,548,11
Total liabilities and stockholde’ equity $ 19,628,44 $ 19,491,26

The accompanying notes are an integral part oktettements.
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FIRST BANCORP
CONSOLIDATED STATEMENTS OF (LOSS) INCOME

Year Ended December 31
2009 2008 2007
(In thousands, except per share date

Interest income:

Loans $ 741,53! $ 835,50: $ 901,94:
Investment securitie 254,46: 285,04 265,27!
Money market investmen 577 6,35 22,03
Total interest incom 996,57 1,126,89 1,189,24
Interest expense:
Deposits 314,48 414,83t 528,74(
Loans payabli 2,331 243 —
Federal funds purchased and securities sold umpleements to repurcha 114,65: 133,69( 148,30¢
Advances from FHLE 32,95¢ 39,73¢ 38,46«
Notes payable and other borrowir 13,10¢ 10,50¢ 22,71¢
Total interest expens 477,53. 599,01¢ 738,23.
Net interest incom 519,04: 527,88: 451,01¢
Provision for loan and lease losse 579,85( 190,94t 120,61(
Net interest (loss) income after provision for |@ad lease losst (60,816) 336,93! 330,40t
Non-interest income:
Other service charges on loe 6,83( 6,30¢ 6,89:
Service charges on deposit accot 13,301 12,89¢ 12,76¢
Mortgage banking activitie 8,60¢ 3,27% 2,81¢
Net gain on sale of investmer 86,80« 27,18( 3,18¢
Other-thar-temporary impairment losses on investment secar
Total othe-thar-temporary impairment loss (33,40() (5,987 (5,910
Noncredit-related impairment portion on debt se¢@sinot expected to be sold
(recognized in other comprehensive incol 31,74 — —
Net impairment losses on investment secur (1,659 (5,987 (5,910

Net gain on partial extinguishment and recharaza¢ion of a secured commercial loat

a local financial institution — — 2,49
Rental income 1,34¢ 2,24¢ 2,53¢
Gain on sale of credit card portfo — — 2,81¢
Insurance reimbursements and other agreementsdetat contingency settleme — — 15,07¢
Other norinterest incom: 27,03( 28,72: 24,47

Total nor-interest income 142,26 74,64: 67,15¢

Non-interest expenses
Employee’ compensation and benef 132,73« 141,85! 140,36:
Occupancy and equipme 62,33t 61,81¢ 58,89«
Business promotio 14,15¢ 17,56¢ 18,02¢
Professional fee 15,21 15,80¢ 20,75!
Taxes, other than income tax 15,84% 16,98¢ 15,36¢
Insurance and supervisory fe 45,60¢ 15,99( 12,61¢
Net loss on real estate owned (REO) operat 21,86: 21,37: 2,40C
Other norinterest expense 44,34 41,97¢ 39,42¢
Total nor-interest expense 352,10: 333,37 307,84«
(Loss) income before income taxe (270,652 78,20¢ 89,71¢
Income tax (expense) benef (4,539 31,73 (21,58:)
Net (loss) income $(275,18) $ 109,93 $ 68,13¢
Preferred stock dividends and accretion of discour 46,88¢ 40,27¢ 40,27¢
Net (loss) income attributable to common stockholds $(322,07Y $ 69,66! $ 27,86(
Net (loss) income per common share
Basic $  (3.49 $ 0.7t $ 0.32
Diluted $  (3.4¢ $ 0.7t $ 0.3z
Dividends declared per common shar $ 0.1/ $ 0.2¢ $ 0.2¢




The accompanying notes are an integral part obtegements.
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FIRST BANCORP
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31
2009 2008 2007
(In thousands)

Cash flows from operating activities:

Net (loss) incomi $ (275,18) $ 109,93 $ 68,13¢
Adjustments to reconcile net (loss) income to @ethcprovided by operating activitie
Depreciatior 20,77« 19,17: 17,66¢
Amortization and impairment of core deposit intdig 7,38¢ 3,60z 3,29/
Provision for loan and lease los: 579,85¢ 190,94 120,61(
Deferred income tax expense (bene 16,05¢ (38,859 13,65¢
Stock-based compensation recogni: 92 9 2,84¢
Gain on sale of investments, 1 (86,809 (27,180 (3,189
Other-thar-temporary impairments on availa-for-sale securitie 1,65¢ 5,98 5,91(
Derivative instruments and hedging activities (Q#mss (15,745 (26,425 6,13¢
Net gain on sale of loans and impairme (7,352 (2,619 (2,246
Net gain on partial extinguishment and recharaza¢ion of a secured commercial loa
to a local financial institutio — — (2,497
Net amortization of premiums and discounts andrdedeloan fees and cos 60€ (1,089 (663)
Net increase in mortgage loans held for ! (21,20¢) (6,194 —
Amortization of broker placement fe 22,85¢ 15,66¢ 9,56:
Accretion of basis adjustments on fair value hec — — (2,067)
Net amortization (accretion) of premium and disdswon investment securitir 5,221 (7,829 (42,02¢)
Gain on sale of credit card portfo — — (2,819
Decrease in accrued income tax payi (19,40¢) (13,34%) (3,419
Decrease in accrued interest receivi 18,69¢ 9,611 4,397
Decrease in accrued interest pay: (24,199 (31,030 (13,809
Decrease (increase) in other as: 28,60¢ (14,959 4,40¢
Decrease in other liabilitie (8,66¢) (9,507 (123,61)
Total adjustment 518,43¢ 65,977 (7,849
Net cash provided by operating activit 243,24¢ 175,91 60,29:
Cash flows from investing activities:
Principal collected on loar 3,010,43! 2,588,97! 3,084,53I
Loans originatet (4,429,64.) (3,796,23) (3,813,64)
Purchase of loar (190,43) (419,069 (270,499
Proceeds from sale of loa 43,81¢ 154,06¢ 150,70
Proceeds from sale of repossessed a 78,84¢ 76,51° 52,76¢
Purchase of servicing ass — (621) (1,85))
Proceeds from sale of availa-for-sale securitie 1,946,43. 679,95! 959,21:
Purchases of securities held to matu (8,460 (8,540 (511,27
Purchases of securities available for ¢ (2,781,399 (3,468,09) (576,100
Proceeds from principal repayments and maturitieseourities held to maturit 1,110,24! 1,586,79! 623,37
Proceeds from principal repayments of securitieslable for sale 880,38¢ 332,41¢ 214,21¢
Additions to premises and equipm (40,277) (32,830 (24,642)
Proceeds from sale/redemption of other investmequrities 4,032 9,47¢ —
(Increase) decrease in other equity secur (5,785 87t (23,427
Net cash inflow on acquisition of busine — 5,15¢ —
Net cash used in investing activiti (381,799 (2,291,14) (136,62
Cash flows from financing activities:
Net (decrease) increase in depo (393,63¢) 1,924,31. 59,49¢
Net increase in loans payal 900,00( — —
Net (decrease) increase in federal funds purchasedecurities sold under agreemer
to repurchas (344,41) 326,39t (593,079
Net FHLB advances (paid) tak (82,000) (42,56() 543,00(
Repayments of notes payable and other borrow — — (150,000
Dividends paic (43,06¢) (66,187) (64,887)
Issuance of common sto — — 91,92
Issuance of preferred stock and associated we 400,00( — —
Exercise of stock optior — 53 —
Other financing activitie 8 — —

Net cash provided by (used in) financing activi 436,89¢ 2,142,022 (113,53¢)




Net increase (decrease) in cash and cash equis

Cash and cash equivalents at beginning of
Cash and cash equivalents at end of"

Cash and cash equivalents inclu
Cash and due from ban
Money market instrumen

298,35 26,78¢ (189,86()
405,73 378,94 568,81
704,08 405,73 378,94
679,79 329,73 195,80¢

24,28t 76,00 183,13¢
704,08 405,73 378,94t

The accompanying notes are an integral part oktettements.
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FIRST BANCORP
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

Year Ended December 31
2009 2008 2007
(In thousands]

Preferred Stock:

Balance at beginning of ye $ 550,10( $ 550,10( $ 550,10(
Issuance of preferred sto— Series F 400,00( — —
Preferred stock discou— Series F, net of accretic (21,59:) — —
Balance at end of peric 928,50¢ 550,10( 550,10(
Common Stock outstanding:
Balance at beginning of ye 92,54¢ 92,50« 83,25¢
Issuance of common sto — — 9,25(
Common stock issued under stock option | — 6 —
Restricted stock gran — 36 —
Restricted stock forfeite (4 — —
Balance at end of ye 92,54: 92,54¢ 92,504
Additional Paid-In-Capital:
Balance at beginning of ye 108,29¢ 108,27¢ 22,751
Issuance of common sto — — 82,67
Issuance of common stock warra 25,82( — —
Shares issued under stock option [ — 47 —
Stoclk-based compensation recogni: 92 9 2,84¢
Restricted stock gran — (36) —
Restricted stock forfeite 4 — —
Other 8 — —
Balance at end of ye: 134,22: 108,29¢ 108,27¢
Legal Surplus:
Balance at beginning of ye 299,00t 286,04¢ 276,84
Transfer from retained earnin — 12,95] 9,201
Balance at end of ye: 299,00t 299,00t 286,04¢
Retained Earnings:
Balance at beginning of ye 440,77" 409,97¢ 326,76
Net (loss) incom (275,18) 109,93° 68,13¢
Cash dividends declared on common si (12,96¢) (25,90%) (24,60%)
Cash dividends declared on preferred st (30,10¢) (40,27¢) (40,27¢)
Cumulative adjustment for accounting change — ddopif accounting for uncertainty
in income taxe: — — (2,615
Cumulative adjustment for accounting cha— adoption of fair value optio — — 91,77¢
Accretion of preferred stock disco.— Series F (4,227) — —
Transfer to legal surplt — (12,957 (9,207
Balance at end of ye: 118,29: 440,77" 409,97¢
Accumulated Other Comprehensive Income (Loss), neff tax:
Balance at beginning of ye 57,38¢ (25,269 (30,167
Other comprehensive (loss) income, net of (30,896 82,65 4,90z
Balance at end of ye 26,49: 57,38¢ (25,26¢)
Total stockholders’ equity $1,599,06. $ 1,548,11 $1,421,64

The accompanying notes are an integral part oktsetements.
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FIRST BANCORP

CONSOLIDATED STATEMENTS OF COMPREHENSIVE (LOSS) INC OME

Net (loss) incom

Unrealized losses on available-for-sale debt sgesron which an other-than-temporary
impairment has been recognizi

Noncredi-related impairment portion on debt securities pieeted to be sol
Reclassification adjustment for other-than-temppmapairment on debt securities
included in net incom
All other unrealized gains and losses on avai-for-sale securities
All other unrealized holding gains arising duritg tperioc
Reclassification adjustments for net gain inclugtedet income
Reclassification adjustments for ot-thar-temporary impairment on equity securit
Income tax (expense) benefit related to items loéotomprehensive incon
Other comprehensive (loss) income for the yearphtx

Total comprehensive (loss) incor

Year Ended December 31

2009 2008
(In thousands)

$(275,18) $109,93°

(31,74 —
1,27¢ —
85,87 95,31¢
(82,77 (17,709
38¢ 5,987
(3,919 (944)
(30,896 82,65¢

$(306,08)) $192,59(

The accompanying notes are an integral part oktettements.
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$68,13¢
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(3,18¢)
5,91(
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FIRST BANCORP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 — Nature of Business and Summary of Signiimt Accounting Policies

The accompanying financial statements have pegpared in conformity with accounting principtgnerally accepted in the United State
America (“GAAP”). The following is a description &irst BanCorp’s (“First BanCorp” or “the Corpormanti’) most significant policies:

Nature of business

First BanCorp is a publicly-owned, Puerto Ratartered financial holding company that is subjecegulation, supervision and examination
by the Board of Governors of the Federal Resenste®y. The Corporation is a full service providefio&ncial services and products with
operations in Puerto Rico, the United States aadJtfs. and British Virgin Islands.

The Corporation provides a wide range of fgiahservices for retail, commercial and institatb clients. As of December 31, 2009, the
Corporation controlled three wholly-owned subsigigr FirstBank Puerto Rico (“FirstBank” or the “B&j FirstBank Insurance Agency, Inc.
(“FirstBank Insurance Agency”) and Grupo Empresas$drvicios Financieros (d/b/a “PR Finance GroupiistBank is a Puerto Rico-chartered
commercial bank, FirstBank Insurance Agency is erféurico-chartered insurance agency and PR Finanogp is a domestic corporation.
FirstBank is subject to the supervision, examimatiad regulation of both the Office of the Comnussir of Financial Institutions of the
Commonwealth of Puerto Rico (“OCIF”) and the Fetl®@aposit Insurance Corporation (the “FDIC"). Deposire insured through the FDIC
Deposit Insurance Fund. FirstBank also operatéisarstate of Florida, (USA), subject to regulataomd examination by the Florida Office of
Financial Regulation and the FDIC, in the U.S. Vfirtslands, subject to regulation and examinatipnhe United States Virgin Islands Banking
Board, and in the British Virgin Islands, subjextrégulation by the British Virgin Islands Finaricgervices Commission.

FirstBank Insurance Agency is subject to tingesvision, examination and regulation by the @ffid the Insurance Commissioner of the
Commonwealth of Puerto Rico. PR Finance Group ligesti to the supervision, examination and regutatibthe OCIF.

FirstBank conducted its business through a#noffice located in San Juan, Puerto Rico, faityht full service banking branches in Puerto
Rico, sixteen branches in the United States Vitgliands (USVI) and British Virgin Islands (BVI) artien branches in the state of Florida (USA).
FirstBank had six wholly-owned subsidiaries witheogtions in Puerto Rico: First Leasing and Rentalp@ration, a vehicle leasing company
with two offices in Puerto Rico; First Federal Fica Corp. (d/b/a Money Express La Financiera)pante company specializing in the
origination of small loans with twenty-seven office Puerto Rico; First Mortgage, Inc. (“First Mgage”), a residential mortgage loan
origination company with thirty-eight offices inrBiBank branches and at stand alone sites; Firalylement of Puerto Rico, a domestic
corporation; FirstBank Puerto Rico Securities Carproker-dealer subsidiary created in March 20@®engaged in municipal bond
underwriting and financial advisory services omstured financings principally provided to govermentities in the Commonwealth of Puerto
Rico; and FirstBank Overseas Corporation, an istgonal banking entity organized under the Intdomatl Banking Entity Act of Puerto Rico.
FirstBank had three subsidiaries with operatiortsida of Puerto Rico: First Insurance Agency VE.Jran insurance agency with three offices
that sells insurance products in the USVI; Firspiess, a finance company specializing in the oaiggm of small loans with three offices in the
USVI; and First Trade, Inc., which is inactive.
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FIRST BANCORP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Principles of consolidation

The consolidated financial statements inclilndeaccounts of the Corporation and its subsidiadd significant intercompany balances and
transactions have been eliminated in consolidation.

Statutory business trusts that are wholly-aiving the Corporation and are issuers of trust prefesecurities are not consolidated in the
Corporation’s consolidated financial statementadoordance with authoritative guidance issued byFihancial Accounting Standards Board
(“FASB") for consolidation of variable interest érdgs.

Reclassifications
For purposes of comparability, certain prieripd amounts have been reclassified to conforthe®009 presentation.
Use of estimates in the preparation of financiabgtments

The preparation of financial statements infeonity with GAAP requires management to make eatem and assumptions that affect the
reported amounts of assets and liabilities andimgant assets and liabilities at the date of tharftial statements, and the reported amounts of
revenues and expenses during the reporting pefictdal results could differ from those estimates.

Cash and cash equivalents

For purposes of reporting cash flows, cashaasth equivalents include cash on hand, amountfralmebanks, federal funds sold and short-
term investments with original maturities of thraenths or less.

Securities purchased under agreements to resell

The Corporation purchases securities underesigents to resell the same securities. The cowartgmetains control over the securities
acquired. Accordingly, amounts advanced under thgsegements represent short-term loans and aeetexl as assets in the statements of
financial condition. The Corporation monitors tharket value of the underlying securities as congbéwehe related receivable, including
accrued interest, and requests additional colletdran deemed appropriate. As of December 31, 20@92008, there were no securities
purchased under agreements to resell outstanding.

Investment securities
The Corporation classifies its investmentdebt and equity securities into one of four categgor

Held-to-maturity— Securities which the entity has the intent aniditgtio hold to maturity. These securities arer@d at amortized cost.
The Corporation may not sell or transfer held-tatmgy securities without calling into question itgéent to hold other debt securities to
maturity, unless a nonrecurring or unusual evest ¢buld not have been reasonably anticipated tasieed.

Trading— Securities that are bought and held principallythe purpose of selling them in the near termesehsecurities are carried at
fair value, with unrealized gains and losses regubih earnings. As of December 31, 2009 and 20@8Cobrporation did not hold investment
securities for trading purposes.

Available-for-sale— Securities not classified as held-to-maturityrading. These securities are carried at fair valith unrealized
holding gains and losses, net of deferred tax,ntegan other comprehensive income as a separatpaeent of stockholders’ equity and do
not affect earnings until realized or are deemeuktother-than-temporarily impaired.

Other equity securities- Equity securities that do not have readily add@dair values are classified as other equity sées in the
consolidated statements of financial condition. SEhgecurities are stated at the lower of
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FIRST BANCORP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

cost or realizable value. This category is prinklypeomposed of stock that is owned by the Corgorato comply with Federal Home Loan
Bank (FHLB) regulatory requirements. Their realizatalue equals their cost.

Premiums and discounts on investment secsidtie amortized as an adjustment to interest inaomavestments over the life of the related
securities under the interest method. Net realigds and losses and valuation adjustments comsideher-than-temporary, if any, related to
investment securities are determined using theifspéatentification method and are reported in riaterest income as net impairment losses on
investment securities. Purchases and sales ofiesware recognized on a trade-date basis.

Evaluation of other-than-temporary impairment (“OTIT) on held-to-maturity and available-for-sale secities

On a quarterly basis, the Corporation perfoamassessment to determine whether there haveabgazvents or circumstances indicating
a security with an unrealized loss has suffered IOABecurity is considered impaired if the failuis less than its amortized cost basis.

The Corporation evaluates if the impairmentttger-than-temporary depending upon whether tgbio is of fixed income securities or
equity securities as further described below. ThepGration employs a systematic methodology thasiters all available evidence in
evaluating a potential impairment of its investnsent

The impairment analysis of fixed income setiegiplaces special emphasis on the analysis afable position of the issuer and its cash and
capital generation capacity, which could increaseiminish the issuer’s ability to repay its borfaigations, the length of time and the extent to
which the fair value has been less than the aneattinst basis and changes in the near-term praspittte underlying collateral, if applicable,
such as changes in default rates, loss severigngiefault and significant changes in prepaymesuragtions. In light of current volatile
economic and financial market conditions, the Caaion also takes into consideration the latesirinfition available about the overall financ
condition of an issuer, credit ratings, recentdkgion and government actions affecting the issuadustry and actions taken by the issuer to
deal with the present economic climate. In ApriD20the FASB amended the OTTI model for debt s&esriOTTI losses are recognized in
earnings if the Corporation has the intent to thadldebt security or it is more likely than nottthavill be required to sell the debt security tef
recovery of its amortized cost basis. However, af/ére Corporation does not expect to sell a delourity, expected cash flows to be received
are evaluated to determine if a credit loss hasmed. An unrealized loss is generally deemed tother-than-temporary and a credit loss is
deemed to exist if the present value of the expkfttire cash flows is less than the amortized basts of the debt security. The credit loss
component of an OTTI is recorded as a componeNebimpairment losses on investment securitiehénstatements of (loss) income, while the
remaining portion of the impairment loss is recaguiin other comprehensive income, net of taxes.pravious amortized cost basis less the
OTTI recognized in earnings is the new amortizest basis of the investment. The new amortized loasis is not adjusted for subsequent
recoveries in fair value. However, for debt sedesifor which OTTI was recognized in earnings, difeerence between the new amortized cost
basis and the cash flows expected to be collestaddreted as interest income. For further discéssuefer to Note 4 to the consolidated
financial statements.

Prior to April 1, 2009, an unrealized loss wassidered other-than-temporary and recordedrinirggs if (i) it was probable that the holder
would not collect all amounts due according to cacttial terms of the debt security, or (ii) the falue was below the amortized cost of the
security for a prolonged period of time and thef@oation did not have the positive intent and apbtlb hold the security until recovery or
maturity.

The impairment model for equity securities was affected by the aforementioned FASB amendn¥érg.impairment analysis of equity
securities is performed and reviewed on an ongbasis based on the latest financial information@amgdsupporting research report made by a
major brokerage firm. This analysis is very subjecaind based, among other things, on relevanhdiaadata such as capitalization, cash flow,
liquidity, systematic risk, and debt outstandinghaf issuer. Management also considers the issieltstry trends, the historical performance of
the stock, credit ratings as well as the Corponédiintent to hold the security for an extendedqbrlif management believes there is a low
probability of recovering book value in a reasoedirhe frame, then an impairment will be recordgauoiting the security down to market
value. As previously mentioned, equity securitiesraonitored on an ongoing basis but special atterd given to those securities that have
experienced a decline in fair value for six morghsnore. An impairment charge is generally recogdiwhen the fair value of an equity secu
has remained significantly below cost for a peddwvelve consecutive months or more.
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FIRST BANCORP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Loans

Loans are stated at the principal outstandalgnce, net of unearned interest, unamortized@eferigination fees and costs and unamort
premiums and discounts. Fees collected and castsréd in the origination of new loans are defeaad amortized using the interest method or
a method which approximates the interest method ineterm of the loan as an adjustment to intgriest. Unearned interest on certain
personal, auto loans and finance leases is recagjaiz income under a method which approximatemtéeest method. When a loan is paid off
or sold, any unamortized net deferred fee (costjadited (charged) to income.

Loans on which the recognition of interesoime has been discontinued are designated as nanrazdNVhen loans are placed on non-
accruing status, any accrued but uncollected isténeome is reversed and charged against interastne. Consumer, construction, commercial
and mortgage loans are classified as non-accruimnunterest and principal have not been receiged period of 90 days or more or when
there are doubts about the potential to colleadfahe principal based on collateral deficienaesin other situations, when collection of all of
the principal or interest is not expected due tederation in the financial condition of the bower. Interest income on non-accruing loans is
recognized only to the extent it is received inhcatowever, where there is doubt regarding thenate collectability of loan principal, all cash
thereafter received is applied to reduce the dagryalue of such loans (i.e., the cost recoveryhomt Loans are restored to accrual status only
when future payments of interest and principalreesonably assured.

Loan and lease losses are charged and reesag credited to the allowance for loan and lessees. Closed-end personal consumer loans
are charged-off when payments are 120 days inratr€allateralized auto and finance leases arewvedat 120 days delinquent and charged-off
to their estimated net realizable value when cedidtdeficiency is deemed uncollectible (i.e. wianeclosure is probable). Open-end (revolving
credit) consumer loans are charged-off when paysnanmt 180 days in arrears.

A loan is considered impaired when, based wquorent information and events, it is probable tha Corporation will be unable to collect all
amounts due (including principal and interest) adicw to the contractual terms of the loan agrednmigme Corporation measures impairment
individually for those commercial and constructloans with a principal balance of $1 million or rapincluding loans for which a charge-off
has been recorded based upon the fair value afrtierlying collateral, and also evaluates for impaint purposes certain residential mortgage
loans with high delinquency and loan-to-value levéiterest income on impaired loans is recognbaskd on the Corporation’s policy for
recognizing interest on accrual and non-accrualdoimpaired loans also include loans that have beadified in troubled debt restructurings as
a concession to borrowers experiencing financficdities. Troubled debt restructurings typicatisult from the Corporation’s loss mitigation
activities or programs sponsored by the Federale@ovent and could include rate reductions, priddipgiveness, forbearance and other
actions intended to minimize the economic losstareoid foreclosure or repossession of collat@ralubled debt restructurings are generally
reported as non-performing loans and restoreddniatstatus when there is a reasonable assurdnepayment and the borrower has made
payments over a sustained period, generally sixtinsoflowever, a loan that has been formally retired as to be reasonably assured of
repayment and of performance according to its niedliferms is not placed in non-accruing statusyiges the restructuring is supported by a
current, well documented credit evaluation of tberbwer’s financial condition taking into considéom sustained historical payment
performance for a reasonable time prior to thewesiring.

Loans held for sale

Loans held for sale are stated at the lowerest-or-market. The amount by which cost exceeaset value in the aggregate portfolio of
loans held for sale, if any, is accounted for &alaation allowance with changes therein includethe determination of net income.

Allowance for loan and lease losses

The Corporation maintains the allowance fanland lease losses at a level considered adeiquattsorb losses currently inherent in the loan
and lease portfolio. The allowance for loan andédasses provides for probable losses that heet identified with specific valuation
allowances for individually evaluated impaired leamd for probable losses believed to be inheretiitd loan portfolio that have not been
specifically identified. Internal risk ratings aassigned to each business loan at the time of eppband are subject to subsequent periodic
reviews by
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the Corporation’s senior management. The allowémckan and lease losses is reviewed on a quatedis as part of the Corporation’s
continued evaluation of its asset quality.

A specific valuation allowance is establisti@dthose commercial and real estate loans classés impaired, primarily when the collateral
value of the loan (if the impaired loan is detereuirio be collateral dependent) or the present \aftizge expected future cash flows discounted
at the loars effective rate is lower than the carrying amaafrthat loan. To compute the specific valuatiomatince, commercial and real est
including residential mortgage loans with a prirtipalance of $1 million or more are evaluatedvittially as well as smaller residential
mortgage loans considered impaired based on thgghrdelinquency and loan-to-value levels. Whendtmsure is probable, the impairment is
measured based on the fair value of the collat&ted.fair value of the collateral is generally ab¢éal from appraisals. Updated appraisals are
obtained when the Corporation determines that laaasmpaired and are updated annually thereaftexddition, appraisals are also obtained
certain residential mortgage loans on a spot lesisd on specific characteristics such as delirayulenels, age of the appraisal, and loan-to-
value ratios. Deficiencies from the excess of #mrded investment in collateral dependent loaes the resulting fair value of the collateral
charged-off when deemed uncollectible.

For all other loans, which include, small, feganeous loans, such as auto loans, consumer fosng;e lease loans, residential mortgages,
and commercial and construction loans not consilienpaired or in amounts under $1 million, the Gogtion maintains a general valuation
allowance. The methodology to compute the genedalation allowance has not change in the past &y@&ae Corporation updates the factors
used to compute the reserve factors on a qualtadis. The general reserve is primarily determimedpplying loss factors according to the |
type and assigned risk category (pass, specialiomeand substandard not impaired; all doubtful foare considered impaired). The general
reserve for consumer loans is based on factorsasidelinquency trends, credit bureau score bamdtplio type, geographical location,
bankruptcy trends, recent market transactions odimer environmental factors such as economic fetec@he analysis of the residential
mortgage pools are performed at the individual llexel and then aggregated to determine the exgéass ratio. The model applies risk-
adjusted prepayment curves, default curves, anerisgeurves to each loan in the pool. The sevésigffected by the expected house price
scenario based on recent house price trends. Defawkes are used in the model to determine exgetgénquency levels. The risk-adjusted
timing of liquidation and associated costs are usdtle model and are risk-adjusted for the areahich the property is located (Puerto Rico,
Florida, or Virgin Islands). For commercial loaig;luding construction loans, the general resesvaaised on historical loss ratios, trends in non-
accrual loans, loan type, risk-rating, geographioedtion, changes in collateral values for colateependent loans and gross product or
unemployment data for the geographical region. mkeéhodology of accounting for all probable losselans not individually measured for
impairment purposes is made in accordance withoaiéive accounting guidance that requires lodseaccrued when they are probable of
occurring and estimable.

Transfers and servicing of financial assets and ieguishment of liabilities

After a transfer of financial assets that fies for sale accounting, the Corporation dere@egmfinancial assets when control has been
surrendered, and derecognizes liabilities whemgxished.

The transfer of financial assets in which @weporation surrenders control over the assetsdgumted for as a sale to the extent that
consideration other than beneficial interests ¢gireed in exchange. The criteria that must be meetermine that the control over transferred
assets has been surrendered, includes: (1) thes asgst be isolated from creditors of the trans{g(?) the transferee must obtain the right (free
of conditions that constrain it from taking advayeaf that right) to pledge or exchange the transteassets, and (3) the transferor cannot
maintain effective control over the transferredesshrough an agreement to repurchase them bisfairematurity. When the Corporation
transfers financial assets and the transfer faysame of the above criteria, the Corporation mvented from derecognizing the transferred
financial assets and the transaction is accoumtedsfa secured borrowing.

Servicing Assets

The Corporation recognizes as separate absetights to service loans for others, whethes¢hgervicing assets are originated or purchased.
The Corporation is actively involved in the sedaation of pools of FHA-insured and VA-guaranteedrtgages for issuance of GNMA
mortgage-backed securities. Also, certain conveatioonforming-loans are sold to FNMA or FHLMC wihrvicing retained. When the
Corporation securitizes or sells
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mortgage loans, it allocates the cost of the mgedaans between the mortgage loan pool sold andethined interests, based on their relative
fair values.

Servicing assets (“MSRs”) retained in a saleezuritization arise from contractual agreeméetsveen the Corporation and investors in
mortgage securities and mortgage loans. The vdIMS&s is derived from the net positive cash fl@agsociated with the servicing contracts.
Under these contracts, the Corporation performs smavicing functions in exchange for fees and otemuneration. The servicing functions
typically include: collecting and remitting loanymaents, responding to borrower inquiries, accogntor principal and interest, holding
custodial funds for payment of property taxes arsiiance premiums, supervising foreclosures angeptyp dispositions, and generally
administering the loans. The servicing rights énthte Corporation to annual servicing fees basethe outstanding principal balance of the
mortgage loans and the contractual servicing fidte.servicing fees are credited to income on a hipiitasis when collected and recorded as
part of mortgage banking activities in the consatiédl statements of (loss) income. In additionQhgooration generally receives other
remuneration consisting of mortgagarntracted fees such as late charges and prepaymeaities, which are credited to income when ctdie

Considerable judgment is required to deterrttieefair value of the Corporation’s servicing assenlike highly liquid investments, the
market value of servicing assets cannot be readilgrmined because these assets are not actiaddtin securities markets. The initial
carrying value of the servicing assets is genedgigrmined based on an allocation of the carrgimgunt of the loans sold (adjusted for defe
fees and costs related to loan origination acés)tiand the retained interest (MSRs) based onrlative fair value. The fair value of the MSRs
is determined based on a combination of marketmm&ion on trading activity (MSR trades and brokaluations), benchmarking of servicing
assets (valuation surveys) and cash flow modelihg.valuation of the Corporation’s MSRs incorposateo sets of assumptions: (1) market
derived assumptions for discount rates, servicoss; escrow earnings rate, float earnings ratecastlof funds and (2) market assumptions
calibrated to the Company’s loan characteristick @ortfolio behavior for escrow balances, delinguies and foreclosures, late fees,
prepayments and prepayment penalties.

Once recorded, MSRs are periodically evaludde@npairment. Impairment occurs when the curffairtvalue of the MSRs is less than its
carrying value. If MSRs are impaired, the impairmisirecognized in current-period earnings andctireying value of the MSRs is adjusted
through a valuation allowance. If the value of MM8Rs subsequently increases, the recovery in valtgcognized in current period earnings and
the carrying value of the MSRs is adjusted throaghduction in the valuation allowance. For purgaseperforming the MSR impairment
evaluation, the servicing portfolio is stratified the basis of certain risk characteristics suctegmn, terms and coupons. An other-than-
temporary impairment analysis is prepared to evaludether a loss in the value of the MSRs, if apther than temporary or not. When the
recovery of the value is unlikely in the foreseedfolture, a writedown of the MSRs in the stratum to its estimatedverable value is charged
the valuation allowance.

The servicing assets are amortized over ttimated life of the underlying loans based on awime forecast method as a reduction of
servicing income. The income forecast method ofréization is based on projected cash flows. A patér periodic amortization is calculated
by applying to the carrying amount of the MSRs @ of the cash flows projected for the curresttiqd to total remaining net MSR forecasted
cash flow.

Premises and equipment

Premises and equipment are carried at costfrmecumulated depreciation. Depreciation is ed on the straight-line method over the
estimated useful life of each type of asset. Arzatton of leasehold improvements is computed dvetérms of the leases (contractual term
lease renewals that are “reasonably assured”eoedtimated useful lives of the improvements, wéneh is shorter. Costs of maintenance and
repairs that do not improve or extend the lifehef tespective assets are expensed as incurred. @oshewals and betterments are capitalized.
When assets are sold or disposed of, their costedatéd accumulated depreciation are removed themaccounts and any gain or loss is
reflected in earnings.

The Corporation has operating lease agreenpeintgirily associated with the rental of premisesupport the branch network or for general
office space. Certain of these arrangements arecancelable and provide for rent

F-14




Table of Contents

FIRST BANCORP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

escalation and renewal options. Rent expense ostancelable operating leases with scheduled rer¢é@ses is recognized on a straight-line
basis over the lease term.

Other real estate owned (OREO)

Other real estate owned, which consists dfasiate acquired in settlement of loans, is resd@t the lower of cost (carrying value of the
loan) or fair value minus estimated cost to sedltbal estate acquired. Subsequent to forecloganes or losses resulting from the sale of these
properties and losses recognized on the periodicataations of these properties are credited orgeuhto income. The cost of maintaining and
operating these properties is expensed as incurred.

Goodwill and other intangible assets

Business combinations are accounted for usiagourchase method of accounting. Assets acqaimddiabilities assumed are recorded at
estimated fair value as of the date of acquisitidter initial recognition, any resulting intangéhassets are accounted for as follows:

Goodwill

The Corporation evaluates goodwill for impadmhon an annual basis, or more often if eventsroumstances indicate there may be an
impairment. Goodwill impairment testing is performingt the segment (or “reporting unit”) level. Godliivg assigned to reporting units at the
date the goodwill is initially recorded. Once goadltiivas been assigned to reporting units, it nagknretains its association with a particular
acquisition, and all of the activities within a oceping unit, whether acquired or internally genedatare available to support the value of the
goodwill. The Corporation’s goodwill is mainly rédal to the acquisition of FirstBank Florida in 20&5fective July 1, 2009, the operations
conducted by FirstBank Florida as a separate ewtite merged with and into FirstBank Puerto Rico.

The goodwill impairment analysis is a two-spepcess. The first step (“Step 1) involves a cangon of the estimated fair value of the
reporting unit (FirstBank Florida) to its carryinglue, including goodwill. If the estimated fairlua of a reporting unit exceeds its carrying
value, goodwill is not considered impaired. If terying value exceeds estimated fair value, theam indication of potential impairment and
the second step is performed to measure the anebtime impairment.

The second step (Step 2”) involves calculaiingmplied fair value of the goodwill for each ogpng unit for which the first step indicated a
potential impairment. The implied fair value of glvall is determined in a manner similar to the cdétion of the amount of goodwill in a
business combination, by measuring the excessadgtimated fair value of the reporting unit, aedained in the first step, over the aggregate
estimated fair values of the individual assetdiliges and identifiable intangibles as if the ogfing unit was being acquired in a business
combination. If the implied fair value of goodwékceeds the carrying value of goodwill assignetthéoreporting unit, there is no impairment. If
the carrying value of goodwill assigned to a reipgrunit exceeds the implied fair value of the gwild an impairment charge is recorded for
excess. An impairment loss cannot exceed the caymyalue of goodwill assigned to a reporting uaiitd the loss establishes a new basis in the
goodwill. Subsequent reversal of goodwill impairmksses is not permitted.

In determining the fair value of a reportingttand based on the nature of the business armudtireg unit’s current and expected financial
performance, the Corporation uses a combinationaihods, including market price multiples of conglde companies, as well as discounted
cash flow analysis (“DCF"). The Corporation evakgsthe results obtained under each valuation metbgg to identify and understand the key
value drivers in order to ascertain that the resufitained are reasonable and appropriate undeirthenstances.
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The computations require management to makaaes and assumptions. Critical assumptionsateatised as part of these evaluations
include:

. a selection of comparable publicly traded compariased on nature of business, location and
. the discount rate applied to future earnings, basean estimate of the cost of equ

. the potential future earnings of the reporting ;uaitd

. the market growth and new business assumpt

For purposes of the market comparable approathation was determined by calculating medidoepto book value and price to tangible
equity multiples of the comparable companies argliegh these multiples to the reporting unit to deran implied value of equity.

For purposes of the DCF analysis approachyahetion is based on estimated future cash flGws. financial projections used in the DCF
analysis for the reporting unit are based on thetrexent (as of the valuation date). The growsfuamptions included in these projections are
based on management’s expectations of the repartiit® financial prospects as well as particulng for the entity (i.e. restructuring plans).
The cost of equity was estimated using the cap#taét pricing model (CAPM) using comparable comgmran equity risk premium, the rate of
return of a “riskless” asset, and a size premiuhe d@iscount rate was estimated to be 14.0 perchetresulting discount rate was analyzed in
terms of reasonability given current market cowdisi.

The Corporation conducted its annual evalmatiogoodwill during the fourth quarter of 2009.eT8tep 1 evaluation of goodwill allocated to
the Florida reporting unit, which is one level belthe United States business segment, indicatezhpat impairment of goodwill. The Step 1
fair value for the unit under both valuation apmtoes (market and DCF) was below the carrying amotiit$ equity book value as of the
valuation date (December 31), requiring the coniedf Step 2. In accordance with accounting stesglghe Corporation performed a
valuation of all assets and liabilities of the kdarunit, including any recognized and unrecognim¢angible assets, to determine the fair valt
net assets. To complete Step 2, the Corporatiomesatbd from the unit’s Step 1 fair value the detieed fair value of the net assets to arrive at
the implied fair value of goodwill. The resultstbe Step 2 analysis indicated that the impliedalue of goodwill exceeded the goodwill
carrying value of $27 million, resulting in no gawid impairment. The analysis of results for Stepdicated that the reduction in the fair value
of the reporting unit was mainly attributable te ttheteriorated fair value of the loan portfoliosl aot the fair value of the reporting unit as going
concern. The discount in the loan portfolios ismhaattributable to market participants’ expectates of returns, which affected the market
discount on the Florida commercial mortgage anitleesial mortgage portfolios. The fair value of tban portfolio determined for the Florida
reporting unit represented a discount of 22.5%.

The reduction in the Florida unit Step 1 fafue was offset by a reduction in the fair valfi#gonet assets, resulting in an implied fair \&alu
of goodwill that exceeded the recorded book valugoodwill. If the Step 1 fair value of the Floridait declines further without a correspond
decrease in the fair value of its net assets loaifi discounts improve without a correspondingease in the Step 1 fair value, the Corporation
may be required to record a goodwill impairmentrgeaThe Corporation engaged a third-party valuet@ssist management in the annual
evaluation of the Florida unit goodwill (includirgtep 1 and Step 2), including the valuation of Ipartfolios as of the December 31 valuation
date. In reaching its conclusion on impairment, aggament discussed with the valuator the methodedogissumptions and results supporting
the relevant values for the goodwill and determitied they were reasonable.

The goodwill impairment evaluation processuiegs the Corporation to make estimates and assomspiith regards to the fair value of the
reporting units. Actual values may differ signifitly from these estimates. Such differences coesdlt in future impairment of goodwill that
would, in turn, negatively impact the Corporatiorésults of operations and the reporting unit wiggredwill is recorded.

Goodwill was not impaired as of December 3M)2or 2008, nor was any goodwill written-off deempairment during 2009, 2008 and
2007.
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Other Intangibles

Definite life intangibles, mainly core depasiare amortized over their estimated life, geheral a straight-line basis, and are reviewed
periodically for impairment when events or chanigesircumstances indicate that the carrying amaougy not be recoverable.

As a result of an impairment evaluation ofecdeposit intangibles, there was an impairmentgghaf $4.0 million recorded in 2009 related to
core deposits of FirstBank Florida attributablelézreases in the base of acquired core deposisCdiporation performed impairment tests for
the year ended December 31, 2008 and 2007 andvdeé&sf that no impairment was needed to be recodriaethose periods for other
intangible assets. For further disclosures, reféddte 11 to the consolidated financial statements.

Securities sold under agreements to repurchase

The Corporation sells securities under agregsn® repurchase the same or similar securitieae@lly, similar securities are securities from
the same issuer, with identical form and type, lsinthaturity, identical contractual interest ratgimjilar assets as collateral and the same
aggregate unpaid principal amount. The Corporatains control over the securities sold underdtageements. Accordingly, these
agreements are considered financing transactiahsh@nsecurities underlying the agreements renmatind asset accounts. The counterparty to
certain agreements may have the right to repleugedllateral by contract or custom. Such assetpsented separately in the statements of
financial condition as securities pledged to cadithat can be repledged.

Income taxes

The Corporation uses the asset and liabilighod for the recognition of deferred tax assetslebilities for the expected future tax
consequences of events that have been recognitied @orporation’s financial statements or taxmetuDeferred income tax assets and
liabilities are determined for differences betwéeancial statement and tax bases of assets apitities that will result in taxable or deductible
amounts in the future. The computation is basedratted tax laws and rates applicable to periodioh the temporary differences are
expected to be recovered or settled. Valuatiomatwes are established, when necessary, to reéfeeeat! tax assets to the amount that is r
likely than not to be realized. In making such assgent, significant weight is given to evidence tiza be objectively verified, including both
positive and negative evidence. The accountingnimome taxes authoritative guidance requires timsideration of all sources of taxable incc
available to realize the deferred tax asset, inolyuthe future reversal of existing temporary diéfieces, future taxable income exclusive of
reversing temporary differences and carryforwatasable income in carryback years and tax plansirggegies. In estimating taxes,
management assesses the relative merits and fittes appropriate tax treatment of transactiongaknto account statutory, judicial and
regulatory guidance, and recognizes tax benefitswhen deemed probable. Refer to Note 27 to tmsalidated financial statements for
additional information.

Effective January 1, 2007, the Corporationpeld authoritative guidance issued by the FASB phescribes a comprehensive model for the
financial statement recognition, measurement, ptesen and disclosure of income tax uncertainti¢h respect to positions taken or expected
to be taken on income tax returns. Under the ait#time accounting guidance, income tax benefiesracognized and measured upon a two-step
model: 1) a tax position must be more likely thahto be sustained based solely on its technicaitsria order to be recognized, and 2) the
benefit is measured as the largest dollar amoutitaifposition that is more likely than not to listained upon settlement. The difference
between the benefit recognized in accordance Wwithrhodel and the tax benefit claimed on a taxrneigireferred to as an Unrecognized Tax
Benefit (“UTB"). The Corporation classifies interest and penalifemy, related to UTBs as components of incomestgpense. Refer to Note
for required disclosures and further information.
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Treasury stock

The Corporation accounts for treasury stogkaatvalue. Under this method, the treasury stackant is increased by the par value of each
share of common stock reacquired. Any excess paiglpare over the par value is debited to additipaia-in capital for the amount per share
that was originally credited. Any remaining excesssharged to retained earnings.

Stock-based compensation

Between 1997 and 2007, the Corporation hadak ®ption plan (“the 1997 stock option plan”) eowg eligible employees. The Corporation
accounted for stock options using the “modifiedgpexctive’method. Under the modified prospective method, camsption cost is recognizec
the financial statements for all share-based paysrgmanted after January 1, 2006. The 1997 stotikroplan expired in the first quarter of
2007; all outstanding awards grants under this ptariinue to be in full force and effect, subjextheir original terms. No awards for shares
could be granted under the 1997 stock option péaof éts expiration.

On April 29, 2008, the Corporation’s stockresisl approved the First BanCorp 2008 Omnibus IneeriRlan (the “Omnibus Plan”). The
Omnibus Plan provides for equity-based compensatioentives (the “awards”) through the grant otc&toptions, stock appreciation rights,
restricted stock, restricted stock units, perforogashares, and other stock-based awards. On Decémi®@08, the Corporation granted 36, 243
shares of restricted stock under the Omnibus Pldinet Corporation’s independent directors. Shafesstricted stock are measured based on the
fair market values of the underlying stock at theng dates. The restrictions on such restrictecksawvard will lapse ratably on an annual basis
over a three-year period.

Stock-based compensation accounting guidaetpgires the Corporation to develop an estimatéehtuumber of share-based awards that will
be forfeited due to employee or director turno@ranges in the estimated forfeiture rate may hasigrdficant effect on share-based
compensation, as the effect of adjusting the atalf expense amortization is recognized in théogein which the forfeiture estimate is
changed. If the actual forfeiture rate is highemtlthe estimated forfeiture rate, then an adjustiisenade to increase the estimated forfeiture
rate, which will result in a decrease to the expaesognized in the financial statements. If the@dorfeiture rate is lower than the estimated
forfeiture rate, then an adjustment is made toehs®e the estimated forfeiture rate, which will leisuan increase to the expense recognized in
the financial statements. When unvested optiorshares of restricted stock are forfeited, any carspton expense previously recognized ol
forfeited awards is reversed in the period of tréefiture. For additional information regarding Berporation’s equitypased compensation re
to Note 22.

Comprehensive income

Comprehensive income for First BanCorp inckudet income and the unrealized gain (loss) onablatfor-sale securities, net of estimated
tax effect.

Segment Information

The Corporation reports financial and descriptiieimation about its reportable segments (see B®teOperating segments are components of
an enterprise about which separate financial inédion is available that is evaluated regularly tanagement in deciding how to allocate
resources and in assessing performance. The Ctigposamanagement determined that the segregdtatrbiest fulfills the segment definition
described above is by lines of business for itgatmns in Puerto Rico, the Corporation’s principedrket, and by geographic areas for its
operations outside of Puerto Rico. Starting inftheth quarter of 2009, the Corporation has re&dits reporting segments to better reflect how
it views and manages its business. Two additiopatating segments were created to evaluate thatipes conducted by the Corporation,
outside of Puerto Rico. Operations conducted inlthiged States and in the Virgin Islands are nodiiidually evaluated as separate operating
segments. This realignment in the segment repoessgntially reflects the effect of restructuringiatives, including the merger of FirstBank
Florida operations with and into FirstBank, andailow the Corporation to better present the rssinbm its growth focus. Prior to 2009, the
operating segments were driven primarily by thepBoation’s legal entities. FirstBank operationsdaweted in the Virgin Islands and through its
loan production office in Miami, Florida were rafted in the Corporation’s then four reportable segis (Commercial and Corporate Banking;
Mortgage Banking;

F-18




Table of Contents

FIRST BANCORP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Consumer (Retail) Banking; Treasury and Investnemlsle the operations conducted by FirstBank FElanvere reported as part of a category
named “Other”. Refer to Note 33 for additional infation.

Derivative financial instruments

As part of the Corporation’s overall interegtie risk management, the Corporation utilizesvdgive instruments, including interest rate
swaps, interest rate caps and options to managesttrate risk. All derivative instruments are surad and recognized on the Consolidated
Statements of Financial Condition at their fairnealOn the date the derivative instrument conigentered into, the Corporation may designate
the derivative as (1) a hedge of the fair valua oécognized asset or liability or of an unrecogdifirm commitment (“fair value” hedge), (2) a
hedge of a forecasted transaction or of the vditialif cash flows to be received or paid relatedtrecognized asset or liability (“cash flow”
hedge) or (3) as a “standalordgrivative instrument, including economic hedges the Corporation has not formally documented fasravalue
or cash flow hedge. Changes in the fair value dé@@vative instrument that is highly effective ahdt is designated and qualifies as a fair-value
hedge, along with changes in the fair value ofitbéged asset or liability that is attributablehte hedged risk (including gains or losses on firm
commitments), are recorded in current-period egsas interest income or interest expense depengioig whether an asset or liability is being
hedged. Similarly, the changes in the fair valustahdalone derivative instruments or derivativetsqualifying or designated for hedge
accounting are reported in current-period earnaggmterest income or interest expense dependiog whether an asset or liability is being
economically hedged. Changes in the fair value @éravative instrument that is highly effective ahdt is designated and qualifies as a cash-
flow hedge, if any, are recorded in other comprehenincome in the stockholders’ equity sectiothef Consolidated Statements of Financial
Condition until earnings are affected by the valigbof cash flows (e.g., when periodic settlen®nh a variable-rate asset or liability are
recorded in earnings). As of December 31, 2009288, all derivatives held by the Corporation wevasidered economic undesignated he:
recorded at fair value with the resulting gainasd recognized in current period earnings.

Prior to entering into an accounting hedgegeaa&tion or designating a hedge, the Corporationdtly documents the relationship between
hedging instrument and the hedged item, as welasisk management objective and strategy for takieg the hedge transaction. This pro
includes linking all derivative instruments tha¢ aesignated as fair value or cash flow hedgesyif to specific assets and liabilities on the
statements of financial condition or to specifitrficommitments or forecasted transactions alonly avfiormal assessment at both inception of
the hedge and on an ongoing basis as to the e#aetss of the derivative instrument in offsettihgrges in fair values or cash flows of the
hedged item. The Corporation discontinues hedgeuating prospectively when it determines that thevative is not effective or will no long
be effective in offsetting changes in the fair wabr cash flows of the hedged item, the derivatixgires, is sold, or terminated, or management
determines that designation of the derivative hedying instrument is no longer appropriate. Whéairavalue hedge is discontinued, the hec
asset or liability is no longer adjusted for changefair value and the existing basis adjustmeinortized or accreted over the remaining lif
the asset or liability as a yield adjustment.

The Corporation occasionally purchases orimaigs financial instruments that contain embedtiiatives. At inception of the financial
instrument, the Corporation assesses: (1) if tom@mic characteristics of the embedded derivatieeckearly and closely related to the econc
characteristics of the financial instrument (hastteact), (2) if the financial instrument that endis both the embedded derivative and the host
contract is measured at fair value with changdaiimvalue reported in earnings, or (3) if a separastrument with the same terms as the
embedded instrument would not meet the definitiba derivative. If the embedded derivative doesmeet any of these conditions, it is
separated from the host contract and carried mv&hiie with changes recorded in current periodiegs as part of net interest income.
Information regarding derivative instruments islirted in Note 32 to the Corporation’s consoliddtadncial statements.

Effective January 1, 2007, the Corporatiorctelé to early adopt authoritative guidance issuethb FASB that allows entities to choose to
measure certain financial assets and liabilitidaiatvalue with any changes in fair value reflecte earnings. The Corporation adopted the fair
value option for callable fixed-rate mediwerm notes and callable brokered certificates pbd# that were hedged with interest rate swaps.
of the main considerations in the determinatioadopt the fair value option for these instrumends vo eliminate the operational procedures
required by the long-haul method of accountingeimmts of documentation, effectiveness assessmahtnanual
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procedures followed by the Corporation to fulfiiletrequirements specified by authoritative guidasseed by the FASB for derivative
instruments designated as fair value hedges.

With the Corporation’s elimination of the usfethe long-haul method in connection with the adwpof the fair value option, the Corporation
no longer amortizes or accretes the basis adjustioethe financial liabilities elected to be megeiat fair value. The basis adjustment
amortization or accretion is the reversal of theibdifferential between the market value and baalke recognized at the inception of fair value
hedge accounting as well as the change in valtigedfiedged brokered CDs and medium-term notes néxsince the implementation of the
long-haul method. Since the time the Corporatiopléemented the long-haul method, it had recognitehges in the value of the hedged
brokered CDs and medium-term notes based on thectegbcall date of the instruments. The adoptiaimefair value option also required the
recognition, as part of the initial adoption adment to retained earnings, of all of the unamodtigkacement fees that were paid to broker
counterparties upon the issuance of the electeddebed CDs and medium-term notes. The Corporatiewipusly amortized those fees through
earnings based on the expected call date of theiments. The option of using fair value accountitgp requires that the accrued interest be
reported as part of the fair value of the finanaiatruments elected to be measured at fair védeéer to Note 29 to the consolidated financial
statements for additional information.

Valuation of financial instruments

The measurement of fair value is fundamemt#ié¢ Corporation’s presentation of its financiahdition and results of operations. The
Corporation holds fixed income and equity secwsijtierivatives, investments and other financiarimsents at fair value. The Corporation hc
its investments and liabilities on the statemerftrancial condition mainly to manage liquidity mseand interest rate risks. A substantial part of
these assets and liabilities is reflected at faiue on the Corporation’s financial statements.

Effective January 1, 2007, the Corporationpdeld authoritative guidance issued by the FASHBdorvalue measurements which defines fair
value as the exchange price that would be recdorean asset or paid to transfer a liability (ait @xice) in the principal or most advantageous
market for the asset or liability in an orderlyrtsaction between market participants on the measmedate. This guidance also establishes a
fair value hierarchy that requires an entity to maxe the use of observable inputs and minimizeue of unobservable inputs when measuring
fair value. Three levels of inputs may be used éasure fair value:

Level 1 Inputs are quoted prices (unadjusted) in activeketarfor identical assets or liabilities that teparting entity has the ability to acces
the measurement da

Level 2 Inputs other than quoted prices included withavél 1 that are observable for the asset or ligb#ither directly or indirectly, such as
quoted prices for similar assets or liabilitiesptpd prices in markets that are not active; orroitiqguts that are observable or can be
corroborated by observable market data for sutiathnthe full term of the assets or liabilitie

Level 3 Valuations are observed from unobservable infhasare supported by little or no market actietd that are significant to the fair
value of the assets or liabilitie

The following is a description of the valuatimethodologies used for instruments measuredratdhie:
Callable Brokered CDs (Level 2 inputs)

The fair value of callable brokered CDs, whiek included within deposits and elected to beswesl at fair value, is determined using
discounted cash flow analyses over the full terrthefCDs. The valuation uses a “Hull-White Intefeate Tree” approach for the CDs with
callable option components, an industry-standaptageh for valuing instruments with interest rea# options. The model assumes that the
embedded options are exercised economically. Tihedlue of the CDs is computed using the outstagigirincipal amount. The discount rates
used are based on US dollar LIBOR and swap ratetheAmoney implied swaption volatility term strucd (volatility by time to maturity) is
used to calibrate the model to current market prazed value the cancellation option in the depoghie fair value does not incorporate the risk
of nonperformance, since the callable brokered @@garticipated out by brokers in shares of leas $100,000 and insured by the FDIC. A
December 31,
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2009, there were no callable brokered CDs outstanatieasured at fair value since they were all dallering 2009.
Medium-Term Notes (Level 2 inputs)

The fair value of medium-term notes is deteediusing a discounted cash flow analysis ovefulhéerm of the borrowings. This valuation
also uses the “Hull-White Interest Rate Tree” apptoto value the option components of the termaadtbe model assumes that the embedded
options are exercised economically. The fair valimedium-term notes is computed using the notianaunt outstanding. The discount rates
used in the valuations are based on US dollar LIED& swap rates. At-the-money implied swaption tld@laterm structure (volatility by time
to maturity) is used to calibrate the model to entrmarket prices and value the cancellation optidhe term notes. For the medium-term notes,
the credit risk is measured using the differencgiéid curves between swap rates and a yield ciimaeconsiders the industry and credit ratin
the Corporation as issuer of the note at a tenmpeaoable to the time to maturity of the note antioop

Investment Securities

The fair value of investment securities is fierket value based on quoted market prices, whaiteale, or market prices for identical or
comparable assets that are based on observabletrparameters including benchmark yields, repadrades, quotes from brokers or dealers,
issuer spreads, bids offers and reference datadimg market research operations. Observable pirc®e market already consider the risk of
nonperformance. If listed prices or quotes areavailable, fair value is based upon models thatunsdservable inputs due to the limited ma
activity of the instrument (Level 3), as is theeagth certain private label mortgage-backed séesrheld by the Corporation. Unlike U.S.
agency mortgage-backed securities, the fair valileese private label securities cannot be reatbilgrmined because they are not actively
traded in securities markets. Significant inputsdufor fair value determination consist of speaifimracteristics such as information used in the
prepayment model, which follows the amortizing stilie of the underlying loans, which is an unobskl@put.

Private label mortgage-backed securities allateralized by fixed-rate mortgages on singleifpmesidential properties in the United States
and the interest rate is variable, tied to 3-maniBOR and limited to the weighted-average coupothefunderlying collateral. The market
valuation is derived from a model and represergstitimated net cash flows over the projectedfifine pool of underlying assets applying a
discount rate that reflects market observed flgpsipreads over LIBOR, with a widening spread bias mon-rated security and utilizes relevant
assumptions such as prepayment rate, defaultanadeloss severity on a loan level basis. The Catr modeled the cash flow from the fixed-
rate mortgage collateral using a static cash floalysis according to collateral attributes of timelerlying mortgage pool (i.e. loan term, current
balance, note rate, rate adjustment type, ratesad@nt frequency, rate caps, others) in combinatitim prepayment forecasts obtained from a
commercially available prepayment model (ADCO). Theable cash flow of the security is modeled ggime 3-month LIBOR forward curve.
Loss assumptions were driven by the combinatioteddiult and loss severity estimates, taking intmaat loan credit characteristics (loan-to-
value, state, origination date, property type, pegicy loan purpose, documentation type, debt-torrecratio, other) to provide an estimate of
default and loss severity. Refer to Note 4 for iddal information.

Derivative Instruments

The fair value of most of the derivative imstrents is based on observable market parameteitskeslinto consideration the credit risk
component of paying counterparts when appropreateept when collateral is pledged. That is, onrgderate swaps, the credit risk of both
counterparts is included in the valuation; and ptioms and caps, only the seller’s credit riskdasidered. The “Hull-White Interest Rate Tree”
approach is used to value the option componendg@fative instruments, and discounting of the déshs is performed using US dollar
LIBOR-based discount rates or yield curves thabantfor the industry sector and the credit rath¢he counterparty and/or the Corporation.
Derivatives include interest rate swaps used fotgmtion against rising interest rates and, poaiune 30, 2009, included interest rate swaps to
economically hedge brokered CDs and medium-terrasadtor these interest rate swaps, a credit conmp@aot considered in the valuation
since the Corporation fully collateralizes with @tment securities any mark-to-market loss withctinterparty and, if there are market gains,
the counterparty must deliver collateral to thepg@oation.
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Certain derivatives with limited market actyyias is the case with derivative instruments rihase“reference caps,” are valued using models
that consider unobservable market parameters (L3v@®eference caps are used mainly to hedge stteate risk inherent in private label
mortgage-backed securities, thus are tied to thiema amount of the underlying fixed-rate mortgdagns originated in the United States.
Significant inputs used for fair value determinatimnsist of specific characteristics such as mftion used in the prepayment model which
follows the amortizing schedule of the underlyingns, which is an unobservable input. The valuatiodel uses the Black formula, which is a
benchmark standard in the financial industry. ThecB formula is similar to the Black-Scholes formtibr valuing stock options except that the
spot price of the underlying is replaced by theviand price. The Black formula uses as inputs thikesprice of the cap, forward LIBOR rates,
volatility estimates and discount rates to estintlageoption value. LIBOR rates and swap rates htaimed from Bloomberg L.P. (“Bloomberg”)
every day and build zero coupon curve based oBlihemberg LIBOR/Swap curve. The discount factathisn calculated from the zero coupon
curve. The cap is the sum of all caplets. For eaqitet, the rate is reset at the beginning of eapbrting period and payments are made at the
end of each period. The cash flow of caplet is tthienounted from each payment date.

Income recognition— Insurance agencies business

Commission revenue is recognized as of thectffe date of the insurance policy or the datectiomer is billed, whichever is later. The
Corporation also receives contingent commission finsurance companies as additional incentivadébieving specified premium volume
goals and/or the loss experience of the insuratez@ by the Corporation. Contingent commissioomfinsurance companies are recognized
when determinable, which is generally when suchro@sions are received or when the Corporation veseiata from the insurance companies
that allows the reasonable estimation of these atsoilithe Corporation maintains an allowance to coeenmissions that management estim
will be returned upon the cancellation of a policy.

Advertising costs
Advertising costs for all reporting periode &xpensed as incurred.
Earnings per common share

Earnings per share-basic is calculated byddigi income attributable to common stockholdersheyweighted average number of outstanding
common shares. The computation of earnings peedtilted is similar to the computation of earnipgs share-basic except that the number of
weighted average common shares is increased tdie¢the number of additional common shares thatdvoave been outstanding if the dilut
common shares had been issued. Potential commeoesstansist of common stock issuable under thenzes$@exercise of stock options,
unvested shares of restricted stock, and outstgndamrants using the treasury stock method. Thihatkassumes that the potential common
shares are issued and the proceeds from the exerciaddition to the amount of compensation ctisbatable to future services, are used to
purchase common stock at the exercise date. Tfexatite between the number of potential sharegedsand the shares purchased is added as
incremental shares to the actual number of sharissamding to compute diluted earnings per shaoekSptions, unvested shares of restricted
stock, and outstanding warrants that result in fgpegential shares issued than shares purchased tidtreasury stock method are not included
in the computation of dilutive earnings per shanees their inclusion would have an antidilutiveesff in earnings per share.

Recently issued accounting pronouncements
The FASB have issued the following accounpngnouncements and guidance relevant to the Cdipoiaoperations:

In May 2008, the FASB issued authoritativedgumice on financial guarantee insurance contraqgtsrieg that an insurance enterprise
recognize a claim liability prior to an event offaelt (insured event) when there is evidence thedit deterioration has occurred in an insured
financial obligation. This guidance also clarifiesw the accounting and reporting by insuranceiestépplies to financial guarantee insurance
contracts, including the recognition and measuréntebe used to account for premium revenue arithdlabilities. FASB authoritative
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guidance on the accounting for financial guaraimearance contracts is effective for financial sta¢nts issued for fiscal years beginning after
December 15, 2008, and all interim periods withiose fiscal years, except for some disclosurestadheunsurance enterprise’s risk-
management activities which are effective sincefitiseinterim period after the issuance of thisdgunce. The adoption of this guidance did not
have a significant impact on the Corporation’s ficial statements.

In June 2008, the FASB issued authoritatividanuce for determining whether instruments grainieshared-based payment transactions are
participating securities. This guidance appliesritities with outstanding unvested share-based payawards that contain rights to
nonforfeitable dividends. Furthermore, awards withidends that do not need to be returned to thigyehthe employee forfeits the award are
considered participating securities. Accordinglyder this guidance unvested share-based paymentisiteat are considered to be participating
securities must be included in the computationashimgs per share (“EPS”) pursuant to the two-ahasthod as required by FASB guidance on
earnings per share. FASB guidance on determinirgftven instruments granted in share based payn@rgections are participating securities is
effective for financial statements issued for flsgars beginning after December 15, 2008, andimtperiods within those years. The adoption
of this Statement did not have an impact on thepQm@tion’s financial statements since, as of Deam3li, 2009, the outstanding unvested
shares of restricted stock do not contain rightsaioforfeitable dividends.

In April 2009, the FASB issued authoritativéidpnce for the accounting of assets acquired iabdifies assumed in a business combination
that arise from contingencies. This guidance am#émelprovisions related to the initial recogniteomd measurement, subsequent measurement
and disclosure of assets and liabilities arisimgrficontingencies in a business combination. Theaqngde carries forward the requirement that
acquired contingencies in a business combinatioebegnized at fair value on the acquisition dafair value can be reasonably estimated
during the allocation period. Otherwise, entitieswd typically account for the acquired contingersdbased on a reasonable estimate in
accordance with FASB guidance on the accountingdotingencies. This guidance is effective for &see liabilities arising from contingencies
in business combinations for which the acquisitiaite is on or after the beginning of the first aameporting period beginning on or after
December 15, 2008. The adoption of this Statemiemat have an impact on the Corporation’s finahsiatements.

In April 2009, the FASB issued authoritativéidpance for determining fair value when the voluane level of activity for the asset or liability
have significantly decreased and identifying tratisas that are not orderly. This guidance relédedetermining fair values when there is no
active market or where the price inputs being uspdesent distressed sales. It reaffirms the digof fair value measurement, that is, to ref
how much an asset would be sold for in an ordeagdaction (as opposed to a distressed or foraeddction) at the date of the financial
statements under current market conditions. Spedlii it reaffirms the need to use judgment toeatsin if a formerly active market has become
inactive and in determining fair values when magkeive become inactive. This guidance is effedtvénterim and annual reporting periods
ending after June 15, 2009 on a prospective besisadoption of this Statement did not impact tbepBration’s fair value methodologies on its
financial assets and laibilities.

In April 2009, the FASB amended the existingdgnce on determining whether an impairment feegtments in debt securities is OTTI and
requires an entity to recognize the credit compboéan OTTI of a debt security in earnings andrbacredit component in other
comprehensive income (“OCIWhen the entity does not intend to sell the seguaniid it is more likely than not that the entityllwiot be require:
to sell the security prior to recovery. This guidaralso requires expanded disclosures and becdewtiwsf for interim and annual reporting
periods ending after June 15, 2009. In connectiibh tiis guidance, the Corporation recorded $1.lanifor the year ended December 31, 2
of OTTI charges through earnings that represemttédit loss of available-for-sale private labertgage-backed securities. This guidance does
not amend existing recognition and measurementgei related to an OTTI of equity securities. Tkxga@ded disclosures related to this new
guidance are included Mote 4 — Investment Securities

In April 2009, the FASB amended the existingdgnce on the disclosure about fair values offaia instruments, which requires entities to
disclose the method(s) and significant assumptisesl to estimate the fair value of financial instemts, in both interim financial statements as
well as annual financial statements. This
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guidance became effective for interim reportingqus ending after June 15, 2009. The adoption®fithnended guidance expanded the
Corporation’s interim financial statement disclasiwith regard to the fair value of financial instrents.

In May 2009, the FASB issued authoritativedgumice on subsequent events, which establishesaystemdards of accounting for and
disclosure of events that occur after the balaheetsdate but before financial statements are dssuare available to be issued. This guidance
sets forth (i) the period after the balance shast during which management of a reporting entiusd evaluate events or transactions that may
occur for potential recognition or disclosure ie financial statements, (ii) the circumstances umdgch an entity should recognize events or
transactions occurring after the balance sheetidate financial statements and (iii) the disclesithat an entity should make about events or
transactions that occurred after the balance staet This guidance is effective for interim or aakfinancial periods ending after June 15, 2
There are not any material subsequent event thalidwequire further disclosure.

In June 2009, the FASB amended the existindagce on the accounting for transfers of finanagdets, which improves the relevance,
representational faithfulness, and comparabilitthefinformation that a reporting entity providaests financial statements about a transfer of
financial assets; the effects of a transfer ofiri@ncial position, financial performance, and clletvs; and a transfera’continuing involvemer
if any, in transferred financial assets. This goickais effective as of the beginning of each repgrentity’s first annual reporting period that
begins after November 15, 2009, for interim periadthin that first annual reporting period and fioterim and annual reporting periods
thereafter. Subsequently in December 2009, the FASBnded the existing guidance issued in June Z388ng the most significant changes
and additions to this guidance includes changéiset@onditions for sales of a financial assets tioigjective is to determine whether a transt
and its consolidated affiliates included in theaficial statements have surrendered control ovesfeered financial assets or third-party
beneficial interests; and the addition of the megrmf the term participating interest which représe proportionate (pro rata) ownership
interest in an entire financial asset. The Corponat evaluating the impact the adoption of th&lgnce will have on its financial statements.

In June 2009, the FASB amended the existindaguee on the consolidation of variable interesticly improves financial reporting by
enterprises involved with variable interest ensitend addresses (i) the effects on certain prawgsid the amended guidance, as a result of the
elimination of the qualifying speciglurpose entity concept in the accounting for transef financial assets guidance and (ii) constitwemcern:
about the application of certain key provisionshaf guidance, including those in which the accaowgnéind disclosures do not always provide
timely and useful information about an enterprisei®lvement in a variable interest entity. Thisdance is effective as of the beginning of each
reporting entity’s first annual reporting periocttbegins after November 15, 2009, for interim @asiwithin that first annual reporting period,
and for interim and annual reporting periods thiteeaSubsequently in December 2009, the FASB ameiige existing guidance issued in
June 2009. Among the most significant changes dddians to this guidance includes the replaceméthe quantitative-based risks and
rewards calculation for determining which reportamgity, if any, has a controlling financial intstén a variable interest entity with an approach
focused on identifying which reporting entity hae power to direct the activities of a variablesiest entity that most significantly impact the
entity’s economic performance and the obligatioalteorb losses of the entity or the right to reedignefits from the entity. The Corporation is
evaluating the impact, if any, the adoption of gpisdance will have on its financial statements.

In June 2009, the FASB issued authoritatividapce on the FASB Accounting Standards Codificatind the Hierarchy of Generally
Accepted Accounting Principles. The FASB Accounttgndards Codification (“Codification”) is the gla source of authoritative
nongovernmental GAAP. Rules and interpretive rasad the SEC under the authority of federal séiesriaws are also sources of authoritative
GAAP for SEC registrants. The Codification projdoes not change GAAP in any way shape or forrmlif ceorganizes the existing
pronouncements into one single source of U.S. GAARs guidance is effective for interim and annpatiods ending after September 15, 2009.
All existing accounting standards are supersedetessribed in this guidance. All other accountiterature not included in the Codification is
nonauthoritative. Following this guidance, the FABH not issue new guidance in the form of StatatseFASB Staff Positions, or Emerging
Issues Task Force Abstracts. Instead, it will issaeounting Standards Updates (“ASUs”). The FASH mot consider ASUs as
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authoritative in their own right. ASUs will servalyg to update the Codification, provide backgroimirmation about the guidance, and prov
the bases for conclusions on the change(s) in tufiCation.

In August 2009, the FASB updated the Codif@ain connection with the fair value measuremdniailities to clarify that in circumstances
in which a quoted price in an active market forittentical liability is not available, a reportiegtity is required to measure fair value using one
or more of the following techniques:

1. A valuation technique that use
a. The quoted price of the identical liability wheaded as an ass
b.  Quoted prices for similar liabilities or similaahilities when traded as ass

2. Another valuation technique that is consisteith the principles of fair value measurementiclexamples would be an income
approach, such as a present value technique, arketrapproach, such as a technique that is bas#tte@mount at the measurement
date that the reporting entity would pay to transifie identical liability or would receive to enteto the identical liability

The update also clarifies that when estimattiregfair value of a liability, a reporting entitynot required to include a separate input or
adjustment to other inputs relating to the existeoica restriction that prevents the transfer efltability. The update also clarifies that both a
quoted price in an active market for the identiedility at the measurement date and the quotexgor the identical liability when traded as an
asset in an active market when no adjustment tquloéed price of the asset are required are LeYa /alue measurements. This update is
effective for the first reporting period (includimgterim periods) beginning after issuance. Thepéida of this guidance did not impact the
Corporation’s fair value methodologies on its fingah liabilities.

In September 2009, the FASB updated the Gmadifin to reflect SEC staff pronouncements on egsiper-share calculations. According to
the update, the SEC staff believes that when ag@uabmpany redeems preferred shares, the differeetvecen the fair value of the considera
transferred to the holders of the preferred stouktae carrying amount on the balance sheet a$erance costs of the preferred stock should be
added to or subtracted from net income before damgarnings per share calculation. The SEC’s atsdf thinks it is not appropriate to
aggregate preferred shares with different dividgettls when trying to determine whether the “if-gerted” method is dilutive to the earnings
per-share calculation. As of December 31, 2009Ctihiporation has not been involved in a redempioimduced conversion of preferred stock.

In January 2010, the FASB updated the Codiioato provide guidance on accounting for disttibns to shareholders with components of
stock and cash. This guidance clarifies that theksportion of a distribution to shareholders thliaws them to elect to receive cash or stock
with a potential limitation on the total amountaafsh that all shareholders can elect to receitieeiraggregate is considered a share issuance the
is reflected in EPS prospectively and is not alstlicidend. The new guidance is effective for imeand annual periods ending on or after
December 15, 2009, and would be applied on a taie basis. The adoption of this guidance didmpact the Corporation’s financial
statements.

In January 2010, the FASB updated the Codi6ioato provide guidance to improve disclosure regments related to fair value
measurements and require reporting entities to makedisclosures about recurring or nonrecurrimgvalue measurements including
significant transfers into and out of Level 1 arelel 2 fair-value measurements and information unchpases, sales, issuances, and settlements
on a gross basis in the reconciliation of LevehiB-¥alue measurements. The FASB also clarifiedteg fair-value measurement disclosure
guidance about the level of disaggregation, inpartsl, valuation techniques. Entities will be reqdite separately disclose significant transfers
into and out of Level 1 and Level 2 measurementhérfair-value hierarchy and the reasons for thesfers. Significance will be determined
based on earnings and total assets or total kigsilor, when changes in fair value are recognizedher comprehensive income, based on total
equity. A reporting entity must disclose and cotesitly follow its policy for determining when treiess between levels are recognized.
Acceptable methods for determining when to recagtriansfers include: (i) actual date of the everthange in circumstances causing the
transfer; (ii) beginning of the reporting perioaida(iii) end of the reporting period. Currently tigies are only required to disclose activity in
Level 3 measurements in the fair-value hierarchy oret basis. This guidance will require separaeakures for purchases, sales, issuances,
and settlements of assets. Entities will also liave
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disclose the reasons for the activity and applystimae guidance on significance and transfer pslig@quired for transfers between Level 1 ai
measurements. The guidance requires disclosuarefdlue measurements by “class” instead of “meagiegory.” A class is generally a subset
of assets and liabilities within a financial staterhline item and is based on the specific natanterasks of the assets and liabilities and their
classification in the fair-value hierarchy. Wheneateining classes, reporting entities must alsasimtar the level of disaggregated information
required by other applicable GAAP. For fair-valueasurements using significant observable inputsd€lL2) or significant unobservable inputs
(Level 3), this guidance requires reporting ergitie disclose the valuation technique and the gpséd in determining fair value for each class
of assets and liabilities. If the valuation techr@dhas changed in the reporting period (e.g., fromarket approach to an income approach) or if
an additional valuation technique is used, entai@srequired to disclose the change and the rdfasamaking the change. Except for the deta
Level 3 roll forward disclosures, the guidanceffedive for annual and interim reporting periodggmning after December 15, 2009 (first
quarter of 2010 for public companies with calengkar-ends). The new disclosures about purchades, sssuances, and settlements in the roll
forward activity for Level 3 fair-value measuremeate effective for interim and annual reportingqus beginning after December 15, 2010
(first quarter of 2011 for public companies witHesalar year-ends). Early adoption is permittedhininitial adoption period, entities are not
required to include disclosures for previous corapiee periods; however, they are required for pksiending after initial adoption. The
Corporation is evaluating the impact the adoptibthis guidance will have on its financial statertsen
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Note 2 — Restrictions on Cash and Due from Banks

The Corporation’s bank subsidiary, FirstBaskequired by law, as enforced by the OCIF, torm@an minimum average weekly reserve
balances to cover demand deposits. The amounbsétminimum average reserve balances for the vieelkcovered December 31, 2009 was
$91.3 million (2008 — $233.7 million). As of Decesn81, 2009 and 2008, the Bank complied with tlgiirement. Cash and due from banks
as well as other short-term, highly liquid secestare used to cover the required average resalaedes.

As of December 31, 2009 and 2008, and as redjby the Puerto Rico International Banking Lawe €orporation maintained separately for
two of its international banking entities (IBEsBE(P,000 in time deposits, which were considerettiotsd assets equally split between the two
IBEs.

Note 3 — Money Market Investments

Money market investments are composed of &dends sold, time deposits with other financredtitutions and short-term investments with
original maturities of three months or less.

Money market investments as of December 309 2hd 2008 were as follows:

2009 2008
Balance
(Dollars in thousands)

Federal funds sold, interest 0.01% (2(- 0.01%) $ 1,14C $ 54,46¢

Time deposits with other financial institutions, iglgec-average interest rate 0.24% (2-interest 1.05% 60C 60C
Other short-term investments, weighted-averageeasteate of 0.18% (2008-weighted-average intaetstof

0.21%) 22,54¢ 20,93¢

$ 24,28¢ $ 76,00

As of December 31, 2009, $0.95 million of @erporation’s money market investments was pledgecbllateral for interest rate swaps. As
of December 31, 2008, none of the Corporation’s eganarket investments were pledged.
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Note 4 — Investment Securities
Investment Securities Available for Sa

The amortized cost, non-credit loss compon&@TTI securities recorded in OCI, gross unrealigains and losses recorded in OCI,
approximate fair value, weighted-average yield emdtractual maturities of investment securitiesilabte for sale as of December 31, 2009 and
2008 were as follows:

December 31, 200!

Non-Credit December 31, 200¢
Loss Componen Gross Weighted Gross Weighted
Amortized of OTTI Unrealized Fair average Amortized Unrealized Fair average
cost Recorded in OCI gains losses value yield% cost gains losses value yield%

(Dollars in thousands)
Obligations of U.S.
Government sponsore
agencies

After 1 to 5 year: $ 1,139,57 $ — $ 5,56 $ — $1,145,13! 2.1z $ — $ — $ — $ — —
Puerto Rico Government
obligations:
Due within one
year 12,01¢ — 1 28 11,98¢ 1.8Z 4,59¢ 46 — 4,63¢ 6.1¢
After 1 to 5 year: 113,230 — 30z 47 113,48: 5.4C 110,62¢ 25¢ 47¢ 110,40« 5.41
After 5 to 10 year 6,992 — 32¢ 90 7,23C 5.8¢ 6,36¢ 282 12¢ 6,52( 5.8C
After 10 years 3,52¢ — 91 — 3,62C 5.4z 15,78¢ 45 264 15,57( 5.3C
United States and Puerto
Rico Government
obligations 1,275,341 — 6,28¢ 165 1,281,46! 2.44 137,37 632 871 137,130 5.44
Mortgage-backed securitie:
FHLMC certificates
Due within one
year — — — — — — 37 — — 37 5.94
After 1 to 5 year: 30 — — — 30 5.54 157 2 — 15¢ 7.01
After 5 to 10 year. — — — — — — 31 3 — 34 8.4C
After 10 years 705,81¢ — 18,38¢ 1,987 722,21¢ 4.6€ 1,846,38 45,74% 1 1,892,12 5.4¢
705,84t — 18,38¢ 1,987 722,24¢ 4.6€ 1,846,61 45,74¢ 1 1,892,35! 5.4¢
GNMA certificates:
Due within one
year — — — — — — 45 1 — 46 5.72
After 1 to 5 year: 69 — 3 — 72 6.5€ 18( 6 — 18€ 6.71
After 5 to 10 year. 80¢ — 39 — 847 5.47 56€ 9 — 57t 3 28
After 10 years 407,56! — 10,80¢ 98C 417,390 5.1z 331,59 10,28 10 341,86 5.3¢
408,44: — 10,85( 98C 418,31% 5.1z2 332,38! 10,29¢ 10 342,67¢ 5.3¢
FNMA certificates:
After 1 to 5 year: — — — — — — 53 5 — 58 10.2C
After 5 to 10 year 101,78 — 3,71¢ 91 105,40¢ 4.58 269,71¢ 4,67¢ — 274,39: 4.9€
After 10 years 1,374,53! — 30,62¢ 2,77¢ 1,402,381 4.51 1,071,52 28,00¢ 1 1,099,52! 5.6(C
1,476,31 — 34,34¢ 2,861 1,507,79: 4.51 1,341,291 32,68¢ 1 1,373,97 5.41
Collateralized Mortgage
Obligations issued or
guaranteed by FHLM(
FNMA and GNMA:
After 10 years 156,08t — 632 41z 156,30% 0.9¢ — — — — —
Other mortgage pass-
through trust
certificates:
After 10 years 117,19¢ 32,84¢ 2 — 84,35¢ 2.3C 144,21° 2 30,23¢ 113,98¢ 5.42
Total mortgage-backed
securities 2,863,88! 32,84¢ 64,21¢ 6,24¢ 2,889,01« 4.3t 3,664,50: 88,73] 30,24¢ 3,722,99. 5.4¢
Corporate bonds
After 5 to 10 year. — — — — — — 241 — — 241 7.7C
After 10 years — — — — — — 1,307 — — 1,307 7.91
Corporate bond — — — — — — 1,54¢ — — 1,54¢ 7.92
Equity securities (without
contractual maturity)
1) 421 — 81 20% 302 — 814 — 14E 66¢ 2.3¢
Total investment securities
available for sali $ 4,139,66 $ 32,84¢ $70,58¢ $ 6,61€ $4,170,78; 3.7¢ $ 3,804,23! $89,37( $31,264 $3,862,34: 5.4€

(1) Represents common shares of other financial itistits in Puerto Ricc

Maturities of mortgage-backed securities asell on contractual terms assuming no prepayntexpected maturities of investments might
differ from contractual maturities because they rhaysubject to prepayments and/or call options.Wéighted-average yield on investment
securities available for sale is based on amortiost and, therefore, does not give effect to chamg fair value. The net unrealized gain or loss
on securities available for sale and the non-ciled& component of OTTI are presented as part df OC

F-28




Table of Contents

FIRST BANCORP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

The aggregate amortized cost and approximat&ehvalue of investment securities availablesfle as of December 31, 2009, by contra
maturity, are shown below:

Amortized Cosl Fair Value
(In thousands)
Within 1 year $ 12,01¢ $ 11,98¢
After 1 to 5 year: 1,252,90: 1,258,72
After 5 to 10 year: 109,58: 113,48
After 10 years 2,764,72! 2,786,27!
Total 4,139,23 4,170,47!
Equity securitie: 427 303
Total investment securities available for s $ 4,139,66. $4,170,78:

The following tables show the Corporation’sidable-for-sale investments’ fair value and grossealized losses, aggregated by investment
category and length of time that individual sedesithave been in a continuous unrealized lossipos#s of December 31, 2009 and 2008. It
also includes debt securities for which an OTTI weaognized and only the amount related to a cleslit was recognized in earnings:

As of December 31, 200

Less than 12 months 12 months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

(In thousands)
Debt securities

Puerto Rico Government obligatio $ 14,76( $ 11¢€ $ 9,11: $ 47 $ 23,87: $ 16t
Mortgage-backed securities

FHLMC 236,92! 1,987 — — 236,92! 1,987

GNMA 72,17¢ 98C — — 72,17¢ 98(

FNMA 415,60: 2,861 — — 415,60: 2,861

Collateralized mortgage obligation:
issued or guaranteed by FHLMC

FNMA and GNMA 105,07¢ 412 — — 105,07t 41z
Other mortgage pass-through trust
certificates — — 84,10¢ 32,84¢ 84,10t 32,84¢
Equity securities 90 20E — 90 20E
$844,62¢ $ 6,56¢ $ 93,21¢ $ 32,89: $937,84" $ 39,46
As of December 31, 200
Less than 12 months 12 months or more Total
Unrealized Unrealized Unrealized

(In thousands)
Debt securities

Puerto Rico Government obligatio $ — $ — $ 13,28¢ $ 871 $ 13,28¢ $ 871
Mortgage-backed securities

FHLMC 68 1 — — 68 1
GNMA 90z 10 — — 903 10
FNMA 361 1 21 — 382 1

Other mortgage pass-through trust
certificates — — 113,68! 30,23¢ 113,68t 30,23¢
Equity securities 31¢ 14E — — 31€ 14E
$ 1,65( $ 157 $126,99: $ 31,10% $128,64¢ $ 31,26¢
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Investments Held to Maturit

The amortized cost, gross unrealized gaind@sses, approximate fair value, weighted-averaglel yand contractual maturities of investment
securities held to maturity as of December 31, 28092008 were as follows:

December 31, 200! December 31, 200
Gross Weighted Gross Weighted
Amortized Unrealized Fair average Amortized Unrealized Fair average
cost gains losse: value yield% cost gains losses value yield%

(Dollars in thousands)
U.S. Treasury securitie
Due within 1 yea $ 8,48( $ 12 $— $ 8,49 047 $ 8458 $ 34 $ — $ 8,48¢ 1.07

Obligations of other U.S.
Government sponsorec

agencies

After 10 years — — — — — 945,06 5,281 72€ 949,61 5.77
Puerto Rico Government

obligations:

After 5 to 10 year: 18,58« 564 93 19,05¢ 5.8¢€ 17,92« 48C 97 18,30: 5.8t

After 10 years 4,99¢ 77 — 5,072 5.5C 5,14¢ 35 — 5,18( 5.5C

United States and Puel
Rico Government
obligations 32,05¢ 653 93 32,61¢ 4.3¢ 976,58" 5,83( 82E 981,59( 5.7¢

Mortgage-backed securitie
FHLMC certificates

After 1 to 5 year: 5,01¢ 78 — 5,09 3.7¢ 8,33¢ 71 5 8,40¢ 3.8¢

FNMA certificates:

After 1 to 5 year: 4,771 10C — 4,871 3.87 7,567 88 — 7,65t 3.8t

After 5 to 10 year: 533,59 19,54¢ — 553,14: 4.47 686,94¢ 9,227 — 696,17" 4.4¢

After 10 years 24,181 47¢ — 24,66( 5.3C 25,22¢ 247 25 25,44¢ 5.31
Mortgage-backed securitie 567,56( 20,20 —  587,76! 4.4¢ 728,07¢ 9,63¢ 30 737,68: 4.4¢

Corporate bonds
After 10 years 2,00( — 80C 1,20( 5.8(C 2,00( — 86C 1,14(C 5.8C

Total investment securities
helc-to-maturity $601,61¢ $20,85¢ $892 $621,58¢ 4.4¢ $1,706,66. $15,46: $1,71F $1,720,41. 5.1¢

Maturities of mortgage-backed securities aseld on contractual terms assuming no prepayntexpected maturities of investments might
differ from contractual maturities because they rhaysubject to prepayments and/or call optionsastive case with approximately $945
million of U.S. government agency debt securitiabed during 2009.

The aggregate amortized cost and approximat&ehvalue of investment securities held to matwas of December 31, 2009, by contractual
maturity are shown below:

Amortized Cost Fair Value

(In thousands)
Within 1 year $ 8,48( $ 8,49:
After 1 to 5 year: 9,78¢ 9,964
After 5 to 10 year: 552,17" 572,19¢
After 10 years 31,17¢ 30,93:
Total investment securities held to matu $ 601,61¢ $621,58:

From time to time the Corporation has seasitield to maturity with an original maturity oféle months or less that are considered cash ant
cash equivalents and classified as money markestments in the Consolidated Statements of Fine@oiadition. As of December 31, 2009
and 2008, the Corporation had no outstanding séesitield to maturity that were classified as casth cash equivalents.
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The following tables show the Corporation’sdh®-maturity investments’ fair value and grossealized losses, aggregated by investment
category and length of time that individual sedesithave been in a continuous unrealized lossipos#s of December 31, 2009 and 2008:

As of December 31, 200

Less than 12 month¢ 12 months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

(In thousands
Debt securities

Puerto Rico Government obligatio $ — $ — $ 4,67¢ $ 93 $ 4,67¢ $ 93
Corporate bonds — — 1,20( 80C 1,20( 80C
$ — $ — $ 5,87¢ $ 892 $ 5,87¢ $ 89:
As of December 31, 200
Less than 12 months¢ 12 months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

(In thousands
Debt securities

U.S. Government sponsored agen: $ — $ — $ 7,262 $ 72¢ $ 7,262 $ T72¢
Puerto Rico Government obligatio — — 4,43¢ 97 4,43¢ 97

Mortgage-backed securities
FHLMC — — 60C 5 60C 5
FNMA — — 6,82¢ 25 6,82¢ 25
Corporate bonds — — 1,14( 86(C 1,14( 86(
$ — $ — $ 20,26 $ 1,71F $ 20,26 $ 1,71F

Assessment for OTT

On a quarterly basis, the Corporation perfoamassessment to determine whether there haveabgesvents or economic circumstances
indicating that a security with an unrealized lbas suffered OTTI. A debt security is consideregdired if the fair value is less than its
amortized cost basis at the reporting date. Thewading literature requires the Corporation to assehether the unrealized loss is other-than-
temporary. Prior to April 1, 2009, unrealized las$igat were determined to be temporary were redorugt of tax, in other comprehensive
income for available for sale securities, whereagalized losses related to held-to-maturity séiesrdetermined to be temporary were not
recognized. Regardless of whether the securityclessified as available for sale or held to magurtinhrealized losses that were determined 1
other-than-temporary were recorded through earnidgsinrealized loss was considered other-than-tearp if (i) it was probable that the
holder would not collect all amounts due accordmthe contractual terms of the debt securityjiptHe fair value was below the amortized cost
of the debt security for a prolonged period of tiamel the Corporation did not have the positiverintand ability to hold the security until
recovery or maturity.

In April 2009, the FASB amended the OTTI mofieldebt securities. Under the new guidance, Od3$es must be recognized in earnings if
an investor has the intent to sell the debt secaoriit is more likely than not that it will be reged to sell the debt security before recoveritof
amortized cost basis. However, even if an invedt@s not expect to sell a debt security, it muatiate expected cash flows to be received and
determine if a credit loss has occurred.

Under the new guidance, an unrealized logenerally deemed to be other-than-temporary andditdoss is deemed to exist if the present
value of the expected future cash flows is lesa tha amortized cost basis of the debt securitya Aessult of the Corporation’s adoption of this
new guidance, the credit loss component of an @3 Técorded as a component of Net impairment logee@svestment securities in the
accompanying consolidated statements of (losshimecavhile the remaining portion of the impairmeogd is recognized in OCI, provided the
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Corporation does not intend to sell the underliydeft security and it is “more likely than not” thhe Corporation will not have to sell the debt
security prior to recovery.

Debt securities issued by U.S. government eéigengovernment-sponsored entities and the U&ashry accounted for more than 94% of the
total available-for-sale and held-to-maturity polith as of December 31, 2009 and no credit loseegxpected, given the explicit and implicit
guarantees provided by the U.S. federal governnidm.Corporation’s assessment was concentratedyhwairprivate label MBS of
approximately $117 million for which the Corporatievaluates credit losses on a quarterly basisCrnporation considered the following
factors in determining whether a credit loss exastd the period over which the debt security iseetgd to recover:

. The length of time and the extent to which the Yailue has been less than the amortized cost |

. Changes in the near term prospects of the uridgrbpllateral of a security such as changes iawdefates, loss severity given
default and significant changes in prepayment apsonmns;

. The level of cash flows generated from the unyitegl collateral supporting the principal and inwtrpayments of the debt securities;
and

. Any adverse change to the credit conditions anddity of the issuer, taking into consideratitre tlatest information available about
the overall financial condition of the issuer, dgtedtings, recent legislation and government aiaffecting the issuexindustry ant
actions taken by the issuer to deal with the preseonomic climate

For the year ended December 31, 2009, thedCatipn recorded OTTI losses on available-for-sdbt securities as follows:

Private label MB:

(In thousands 2009

Total othe-thar-temporary impairment loss: (33,019
Unrealized othethar-temporary impairment losses recognized in OC 31,74:
Net impairment losses recognized in earnings $ (1,270

(1) Represents the noncredit component impact of theél © private label MBS
(2) Represents the credit component of the OTTI orapeilabel MBS

The following table summarizes the roll-fordanf credit losses on debt securities held by thgp@ration for which a portion of an OTTlI is
recognized in OCI:

(In thousands 2009
Credit losses at the beginning of the pel $ —
Additions:

Credit losses related to debt securities for wiaiclfOTTI was not previously recogniz 1,27(¢
Ending balance of credit losses on debt secutitdd for which a portion of an OTTI was recognizedCl $ 1,27(C

As of December 31, 2009, debt securities @Il |, for which a loss related to credit was redagd in earnings, consisted entirely of private
label MBS. Private label MBS are mortgage passtitinccertificates bought from R&G Financial Corparat(*R&G Financial”),a Puerto Rica
financial institution. During the second quarter
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of 2009, the Corporation received from R&G Finahaipayment of $4.2 million to eliminate the 10%aarse provision contained in the priv
label MBS.

Private label MBS are collateralized by fixede mortgages on single-family residential prapsrin the United States and the interest rate is
variable, tied to 3-month LIBOR and limited to tveighted-average coupon of the underlying collatditae underlying mortgages are fixeate
single family loans with original high FICO scor@wer 700) and moderate original loan-to-valueosafunder 80%), as well as moderate
delinquency levels. Refer to Note 1 for detailefdimation about the methodology used to deterntieefair value of private label MBS.

Based on the expected cash flows derived frmmmodel, and since the Corporation does not tteventention to sell the securities and has
sufficient capital and liquidity to hold these sgtias until a recovery of the fair value occura)yothe credit loss component was reflected in
earnings. Significant assumptions in the valuatibthe private label MBS as of December 31, 2008evess follow:

Weighted

Average Range
Discount rate 15% 15%
Prepayment rat 21% 13.06%— 50.2t%
Projected Cumulative Loss Re 4% 0.22%-— 10.5€6%

For the years ended December 31, 2009 and, #®&orporation recorded OTTI of approximately4dillion and $1.8 million,
respectively, on certain equity securities helddravailable-for-sale investment portfolio relatedinancial institutions in Puerto Rico. Also,
OTTI of $4.2 million was recorded in 2008 relatechatito industry corporate bonds that were subselyusnid in 2009. Management concluded
that the declines in value of the securities wéhelethan-temporary; as such, the cost basis sktkecurities was written down to the market
value as of the date of the analysis and is reftkt earnings as a realized loss.

Total proceeds from the sale of securitieslabke for sale during 2009 amounted to approxirya$é.9 billion (2008 — $680.0 million). The
following table summarizes the realized gains arsdés on sales of securities available for salthfoyears indicated:

Year ended December 31,

(In thousands 2009 2008

Realized gain $82,77: $17,89¢
Realized losse (190
Net realized security gait $82,77: $17,70¢

The following table states the name of issugmnsl the aggregate amortized cost and market wélthe securities of such issuers (includes
available-for-sale and held-to-maturity securitieghen the aggregate amortized cost of such semugkceeds 10% of stockholdeesjuity. This
information excludes securities of the U.S. and. EEBvernment. Investments in obligations issued Byate of the U.S. and its political
subdivisions and agencies that are payable andexkby the same source of revenue or taxing aughather than the U.S. Government, are
considered securities of a single issuer and irctlebt and mortgage-backed securities.

2009 2008
Amortized Amortized
Cost Fair Value Cost Fair Value
(In thousands)
FHLMC $1,350,29. $1,369,53! $1,862,93! $1,908,02:
GNMA 474,34¢ 483,96 332,38 342,67
FNMA 2,629,18 2,684,06! 2,978,10: 3,025,54!
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Note 5 — Other Equity Securities

Institutions that are members of the FHLB sgstire required to maintain a minimum investmerittii.B stock. Such minimum is calculat
as a percentage of aggregate outstanding mortgaiggsn additional investment is required thatisuated as a percentage of total FHLB
advances, letters of credit, and the collateralfzedion of interest-rate swaps outstanding. Thelsis capital stock issued at $100 par value.
Both stock and cash dividends may be received drBF$tock.

As of December 31, 2009 and 2008, the Corjmrdtad investments in FHLB stock with a book vaii&68.4 million ($54 million FHLB-
New York and $14.4 million FHL-Atlanta) and $62.6 million, respectively. The nedlizable value is a reasonable proxy for thevalue of
these instruments. Dividend income from FHLB stmk2009, 2008 and 2007 amounted to $3.1 millid17$nillion and $2.9 million,
respectively.

The FHLB stocks owned by the Corporation aseiéd by the FHLB of New York and by the FHLB ofahta. Both Banks are part of the
Federal Home Loan Bank System, a national wholdsatking network of 12 regional, stockholder-owwedgressionally chartered banks. The
Federal Home Loan Banks are all privately capitaliand operated by their member stockholders. y$ters is supervised by the Federal
Housing Finance Agency, which ensures that the Hooae Banks operate in a financially safe and sauadner, remain adequately capitali
and able to raise funds in the capital markets,camnd; out their housing finance mission.

There is no secondary market for the FHLB Istad it does not have a readily determinablevaiue. The stock is a par stock — sold and
redeemed at par. It can only be sold to/from th&Bs or a member institution. From an OTTI analysesspective, the relevant consideration
for determination is the ultimate recoverabilitypafr value.

The economic conditions of late 2008 affed¢telFHLB's, resulting in the recording of lossesprivatelabel MBS portfolios. In the midst (
the mortgage market crisis the FHLB of Atlanta temapily suspended dividend payments on their stin¢ke fourth quarter of 2008 and in the
first quarter of 2009. In the second and third teraof 2009, they were re-instated. The FHLB of N& not suspended payment of dividends.
Third and fourth quarter dividends were reduced, lanthe first quarter 2009 they were increased.

The financial situation has since shown siginmprovement, and so have the financial resdith® FHLB’s. The FHLB of Atlanta reported
preliminary financial results with an 11.7% yeaeoyear increase in net income to $283.5 milliontfe year ended December 31, 2009, while
the FHLB of NY announce a 120% year-over-year iasegin net income to $570.8 million for the sameoge At December 31, 2009, both
Banks met their regulatory capital-to-assets radiwg liquidity requirements.

The FHLB’s primary source of funding is debfligations, which continue to be rated Aaa and ABWAMoody’s and Standard and Poor’s
respectively. The Corporation expects to recovermptér value of its investments in FHLB stocks nahtirety, therefore no OTTI is deemed t
required.

The Corporation has other equity securities tfo not have a readily available fair value. Tagying value of such securities as of
December 31, 2009 and 2008 was $1.6 million. Dugi®@9, the Corporation realized a gain of $3.8iorillon the sale of VISA Class A stock.
As of December 31, 2009 the Corporation still hEl®,234 VISA Class C shares. Also, during the fixgirter of 2008, the Corporation realized
a one-time gain of $9.3 million on the mandatoyer@ption of part of its investment in VISA, Inc.hiwsh completed its initial public offering
(IPO) in March 2008.
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Note 6 — Interest and Dividend on Investments

A detail of interest on investments and FHLifAdend income follows:

Interest on money market investmet
Taxable
Exempt

Mortgage-backed securities
Taxable
Exempt

PR Government obligations, U.S. Treasury secur@ebU.S. Government agenci
Taxable
Exempt

Equity securities
Taxable
Exempt

Other investment securities (including FHLB divideir
Taxable
Exempt

Total interest and dividends on investme
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Year Ended December 31

2009 2008
(In thousands;
$ 56¢ $ 1,36¢
9 4,98¢
577 6,35¢
30,85¢ 2,511
172,92 199,87!
203,77 202,39.
2,69¢ 3,651
44,51( 74,66:
47,20 78,32¢
69 38
37 6
10€ 44
3,37¢ 4,281
3,37¢ 4,281
$255,03¢ $ 291,39

2007

$ 4,80t
17,22¢
22,03]

2,044
110,81¢
112,86(

148,98
148,98t

wiw

3,42¢

3,42¢

$287,30¢
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The following table summarizes the componenisterest and dividend income on investments:

Year Ended December 31

2009 2008 2007
(In thousands;
Interest income on investment securities and monagket investment $248,56: $ 291,73 $287,99(
Dividends on FHLB stoc 3,082 3,71C 2,861
Net interest settlement on interest rate ¢ — 237 —
Interest income excluding unrealized gain (lossylerivatives (economic hedge 251,64! 295,67¢ 290,85:
Unrealized gain (loss) on derivatives (economicges)l from interest rate ca 3,394 (4,289 (3,549
Total interest income and dividends on investm $255,03¢ $ 291,39 $287,30¢

Note 7 — Loans Receivable

The following is a detail of the loan portfmli

December 31

2009 2008
(In thousands)

Residential mortgage loans, mainly secured by firsttgage: $ 3,595,50: $ 3,481,32!
Commercial loans

Construction loan 1,492,58! 1,526,99!

Commercial mortgage loal 1,590,82 1,535,75!

Commercial and Industrial loai®) 5,029,90 3,857,72!

Loans to local financial institutions collateralizby real estate mortgag 321,52. 567,72(
Commercial loan 8,434,83! 7,488,20:
Finance lease 318,50« 363,88
Consumer loan 1,579,60! 1,744,48
Loans receivabl 13,928,45 13,077,88
Allowance for loan and lease loss (528,12() (281,526
Loans receivable, ni 13,400,33 12,796,36
Loans held for sal 20,77¢ 10,40:
Total loans $13,421,10 $12,806,76

(1) As of December 31, 2009, includes $1.2 billion efenercial loans that are secured by real estatarbutot dependent upon the real e:
for repayment

As of December 31, 2009 and 2008, the Corfmrdtad net deferred origination fees on its loartfplio amounting to $5.2 million and
$3.7 million, respectively. Total loan portfoliongt of unearned income of $49.0 million and $68ifion as of December 31, 2009 and 2008,
respectively.

As of December 31, 2009, loans in which theraal of interest income had been discontinued arteaito $1.6 billion (2008 —
$587.2 million). If these loans were accruing ietdr the additional interest income realized wdwdde been $57.9 million (2008 —
$29.7 million; 2007 — $22.7 million). Past due atill accruing loans, which are contractually dglient 90 days or more, amounted to
$165.9 million as of December 31, 2009 (2008 — $4iillion).

As of December 31, 2009, the Corporation veagising residential mortgage loans owned by otlaggregating $1.1 billion (2008 —
$826.9 million) and construction and commerciahl®awned by others aggregating $123.4 million (200874.5 million).
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As of December 31, 2009, the Corporation veagising commercial loan participations owned blyars aggregating $235.0 million (2008 —
$191.2 million).

Various loans secured by first mortgages vassegned as collateral for CDs, individual retiraireccounts and advances from the Federal
Home Loan Bank. The mortgages pledged as collaaenalinted to $1.9 billion as of December 31, 2G@®8 — $2.5 billion).

The Corporation’s primary lending area is Pu&ico. The Corporation’s Puerto Rico banking sdibsy, First Bank, also lends in the U.S.
and British Virgin Islands markets and in the Udif&tates (principally in the state of Florida).t®é total gross loan portfolio of $13.9 billion as
of December 31, 2009, approximately 83% have crégktconcentration in Puerto Rico, 9% in the Udi&ates and 8% in the Virgin Islands.

As of December 31, 2009, the Corporation hh@ $illion outstanding of credit facilities gradtto the Puerto Rico Government and/or its
political subdivisions. A substantial portion ot#e credit facilities are obligations that haveectic source of income or revenues identifiec
their repayment, such as sales and property talkested by the central Government and/or munidigal Another portion of these obligations
consists of loans to public corporations that abteivenues from rates charged for services or mtedauch as electric power utilities. Public
corporations have varying degrees of independence the central Government and many receive apjatipns or other payments from it. The
Corporation also has loans to various municipalitrePuerto Rico for which the good faith, creditlainlimited taxing power of the applicable
municipality have been pledged to their repayment.

Aside from loans extended to the Puerto Ricognment and its political subdivisions, the latgean to one borrower as of December 31,
2009 in the amount of $321.5 million is with onentgage originator in Puerto Rico, Doral Financiar@oration. This commercial loan is
secured by individual mortgage loans on resideatidl commercial real estate. During the secondtguaf 2009, the Corporation completed a
transaction with R&G Financial that involved therghase of approximately $205 million of residentradrtgage loans that previously served as
collateral for a commercial loan extended to R&BePpurchase price of the transaction was retaigegtdCorporation to fully pay off the loan,
thereby significantly reducing the Corporation’pesure to a single borrower.

Note 8 — Allowance for loan and lease losses

The changes in the allowance for loan anceléasses were as follows:

Year Ended December 31,

2009 2008 2007
(In thousands;
Balance at beginning of ye $ 281,52t $ 190,16¢ $158,29¢
Provision for loan and lease los: 579,85¢ 190,94 120,61(
Losses charged against the allowa (344,42)) (117,079 (94,830
Recoveries credited to the allowar 11,15¢ 8,751 6,092
Other adjustmeni®) — 8,731 —
Balance at end of ye: $ 528,12( $ 281,52 $190,16¢

(1) Carryover of the allowance for loan losses relatea $218 million auto loan portfolio acquired retthird quarter of 200t
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The allowance for impaired loans is part & #tlowance for loan and lease losses. The alloevésrdmpaired loans covers those loans for
which management has determined that it is prokthllethe debtor will be unable to pay all the anmtewdue in accordance with the contractual
terms of the loan agreement, and does not neclyssgiesent loans for which the Corporation wiltur a loss. As of December 31, 2009, 2008
and 2007, impaired loans and their related allowamere as follows:

Year Ended December 31

2009 2008 2007
(In thousands;

Impaired loans with valuation allowance, net ofrgje-offs $1,060,08: $ 384,91 $ 66,94
Impaired loans without valuation allowance, netlodrge-offs 596,17¢ 116,31! 84,87

Total impaired loan $1,656,26. $ 501,22¢ $151,81¢
Allowance for impaired loan 182,14 83,35 7,52
During the year
Average balance of impaired loa 1,022,05. 302,43¢ 116,36:
Interest income recognized on impaired loans 21,16( 12,97« 6,58¢

(1) For 2009 excludes interest income of appraxéty $4.7 million, related to $761.5 million noe#forming loans, that was applied against
the related principal balance under the -recovery methoc

The following tables show the activity for imiped loans and related specific reserve durind200

Impaired Loans: (In thousands’
Balance at beginning of ye $ 501,22¢
Loans determined impaired during the y 1,466,80!
Net charg-offs (1) (244,15
Loans sold, net of char-offs of $49.6 million (2] (39,379
Loans foreclosed, paid in full and partial payme (28,249

Balance at end of ye: $ 1,656,26

(1) Approximately $114.2 million, or 47%, is redd to construction loans in Florida and $44.6iomll or 18%, is related to construction loans
in Puerto Rico

(2) Related to five construction projects sold in Fdar

Specific Reserve: (In thousands’
Balance at beginning of ye $ 83,35:
Provision for loan losse 342,94¢
Net charg-offs (244,159

Balance at end of ye: $ 182,14

The Corporation provides homeownership predern assistance to its customers through a loggation program in Puerto Rico and
through programs sponsored by the Federal Govermnimer to the nature of the borrower’s financiahdition, the restructure or loan
modification through these program as well as othstructurings of individual commercial, commetrciertgage loans, construction loans and
residential mortgages in the U.S. mainland fitdieé&nition of Troubled Debt Restructuring (“TDR’A restructuring of a debt constitutes a TDR
if the creditor for economic or legal reasons edab the debtor’s financial difficulties grants@ncession to the debtor that it would not
otherwise consider. Modifications involve changesme or more of the loan terms that bring a dégduban current and provide sustainable
affordability. Changes may include the refinanaifiginy past-due amounts, including interest ando@gche extension of the maturity of the
loans and modifications of the loan rate. As of &aber 31, 2009, the Corporation’s TDR loans coedisf $124.1 million of residential
mortgage loans, $42.1 million commercial and indakloans, $68.1 million commercial mortgage loansl $101.7 million of construction
loans. Outstanding unfunded loan commitments on Td&2Rs amounted to $1.3 million as of December2BD9.
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Included in the $101.7 million of constructib®R loans are certain impaired condo-conversiamsorestructured into two separate
agreements (loan splitting) in the fourth quarte2@09. Each of these loans were restructuredtimtonotes; one that represents the portion of
the loan that is expected to be fully collectechglavith contractual interest and the second naterpresents the portion of the original loan
was charged-off. The renegotiations of these Iteve been made after analyzing the borrowers aarhgtors capacity to serve the debt and
ability to perform under the modified terms. Astpafrthe renegotiation of the loans, the first noteach loan have been placed on a monthly
payment that amortize the debt over 25 years arkenhrate of interest. An interest rate reducti@s granted for the second note. The follow
tables provide additional information about thewnk of this type of loan restructurings and theafbn the allowance for loan and lease losses
in 2009.

(In thousands;

Principal balance deemed collectil $ 22,37«
Amount charge-off $ (29,71)
Specific Reserve (In thousands;
Balance at beginning of ye $ 14,37¢
Provision for loan losse 17,21
Chargt-offs (29,719

Balance at end of ye: $ 1,87¢

The loans comprising the $22.4 million thaténheen deemed collectible continue to be indiigievaluated for impairment purposes.
These transactions contributed to a $29.9 millieardase in non-performing loans during the lasttquaf 2009.
Note 9 — Related Party Transactions

The Corporation granted loans to its diregtexecutive officers and certain related individual entities in the ordinary course of business.
The movement and balance of these loans were lag/fol

Amount

(In thousands;
Balance at December 31, 20C $ 182,57
New loans 44,96:
Payment: (48,380)
Other change —
Balance at December 31, 20C 179,15¢
New loans 3,54¢
Payment: (6,40%)
Other change (152,130
Balance at December 31, 20C $ 24,17(

These loans do not involve more than nornsil oif collectibility and management considers thay present terms that are no more favol
than those that would have been obtained if trdisachad been with unrelated parties. The amaeptsrted as other changes include changes
in the status of those who are considered relateiieg, mainly due to the resignation of an indeleen director in 2009.

From time to time, the Corporation, in theinedy course of its business, obtains services figlated parties or makes contributions to non-
profit organizations that have some associatioh #ie Corporation. Management believes the ternssidh arrangements are consistent with
arrangements entered into with independent thirtdgza

F-39




Table of Contents

FIRST BANCORP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Note 10 — Premises and Equipment

Premises and equipment is comprised of:

As of December 31

Useful Life 2009 2008
In Years (Dollars in thousands)

Buildings and improvemen 10-4C $ 90,15¢ $ 84,28:
Leasehold improvemen 1-1t 57,52 52,94t
Furniture and equipme 3-1C 123,58: 119,41¢
271,26: 256,64t

Accumulated depreciatic (155,459 (133,109
115,80: 123,53°

Land 28,32} 24,79
Projects in progres 53,83¢ 30,14(
Total premises and equipment, $ 197,96! $ 178,46¢

Depreciation and amortization expense amoutat&20.8 million, $19.2 million and $17.7 millidar the years ended December 31, 2009,
2008 and 2007, respectively.

Note 11 — Goodwill and Other Intangibles

Goodwill as of December 31, 2009 and 2008 arteziito $28.1 million, recognized as part of “OtAssets”. The Corporatios’conducted it
annual evaluation of goodwill and intangible durthg fourth quarter of 2009. The Step 1 evaluatibgoodwill of the Florida reporting unit
indicated potential impairment of goodwill; howeyenpairment was not indicated based upon the testithe Step 2 analysis. Goodwill was
not impaired as of December 31, 2009 or 2008, raw any goodwill written-off due to impairment dugif009, 2008 and 2007. Refer to Note 1
for additional details about the methodology usedlie goodwill impairment analysis.

As of December 31, 2009, the gross carryingwarhand accumulated amortization of core depnsngibles was $41.8 million and
$25.2 million, respectively, recognized as part@ther Assets” in the Consolidated Statements n&Rcial Condition (December 31, 2008 —
$45.8 million and $21.8 million, respectively). Rbe year ended December 31, 2009, the amortizaiipanse of core deposit intangibles
amounted to $3.4 million (2008 — $3.6 million; 2067 $3.3 million). As a result of an impairment avaion of core deposit intangibles, there
was an impairment charge of $4.0 million recognidadng 2009 related to core deposits in FirstBBRlutida attributable to decreases in the
of core deposits acquired and recorded as patthef mon-interest expenses in the Statement ofsjllosome.

The following table presents the estimated-agate annual amortization expense of the coregiteiptangible:

Amount

(In thousands)
2010 $2,557
2011 2,522
2012 2,522
2013 2,522
2014 and thereaft 6,471
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Note 12 — Servicing Assets

As disclosed in Note 1, the Corporation isvety involved in the securitization of pools of BHnsured and VA-guaranteed mortgages for
issuance of GNMA mortgage-backed securities. Adsotain conventional conforming-loans are sold MViA or FHLMC with servicing
retained. The Corporation recognizes as separaggsathe rights to service loans for others, whdtise servicing assets are originated or

purchased.

The changes in servicing assets are showmbelo

Balance at beginning of ye
Capitalization of servicing asse
Servicing assets purchas
Amortization
Balance before valuation allowance at end of !
Valuation allowance for temporary impairme

Balance at end of ye:

Year Ended December 31,

2009 2008 2007
(In thousands)

$ 8,151 $ 7,50¢ $ 5,317
6,072 1,55¢ 1,28t
— 621 1,962
(2,32) (1,539 (1,060)
11,90z 8,151 7,50¢
(745) (752) (336)
$11,157 $ 7,40( $ 7,16¢

Impairment charges are recognized throughuatian allowance for each individual stratum ofvégng assets. The valuation allowance is
adjusted to reflect the amount, if any, by whicé tost basis of the servicing asset for a giveailgtr of loans being serviced exceeds its fair
value. Any fair value in excess of the cost basithe servicing asset for a given stratum is nobgmized. Other-than-temporary impairments, if

any, are recognized as a direct write-down of theising assets.

Changes in the impairment allowance were Bevs:

Balance at beginning of ye
Temporary impairment charg
Recoveries

Balance at end of ye

The components of net servicing income arevshioelow:

Servicing fee:
Late charges and prepayment pena
Servicing income, gros
Amortization and impairment of servicing ass
Servicing income, ne

Year Ended December 31

2009 2008 2007
(In thousands)
$ 751 $ 33€ $ 57
2,537 1,431 461
(2,549 (1,027) (182
74E 751 $ 33€
Year Ended December 31,
2009 2008 2007
(In thousands)
$ 3,082 $ 2,56¢ $ 2,13¢
581 518 508
3,66: 3,07¢ 2,63¢€
(2,315 (1,94¢) (1,339
$ 1,34¢ $ 1,13( $ 1,297
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The Corporation’s servicing assets are sultgeptepayment and interest rate risks. Key ecoa@®sumptions used in determining the fair
value at the time of sale ranged as follows

Maximum Minimum
2009:
Constant prepayment rate:
Government guaranteed mortgage lo 24.% 14.2%
Conventional conforming mortgage loe 21.% 16.4%
Conventional no-conforming mortgage loar 20.1% 12.8%
Discount rate:
Government guaranteed mortgage lo 13.€% 11.&%
Conventional conforming mortgage loz 9.2% 9.2%
Conventional noc-conforming mortgage loar 13.2% 13.1%
2008:
Constant prepayment rate:
Government guaranteed mortgage lo 22.1% 13.€%
Conventional conforming mortgage loe 17.7% 10.2%
Conventional no-conforming mortgage loar 14.5% 9.C%
Discount rate:
Government guaranteed mortgage lo 10.5% 10.1%
Conventional conforming mortgage loz 9.2% 9.2%
Conventional no-conforming mortgage loar 13.2% 13.2%
2007:
Constant prepayment rate:
Government guaranteed mortgage lo 17.2% 11.(%
Conventional conforming mortgage loe 13.2% 8.8%
Conventional no-conforming mortgage loar 13.2% 10.€%
Discount rate:
Government guaranteed mortgage lo 10.C% 10.(%
Conventional conforming mortgage loe 9.C% 9.C%
Conventional no-conforming mortgage loar 13.7% 13.(%

At December 31, 2009, fair values of the Coafion’s servicing assets were based on a valuatiotle! that incorporates market driven
assumptions, adjusted by the particular charatitesief the Corporation’s servicing portfolio, redeang discount rates and mortgage prepayment
rates. The weighted-averages of the key econorsicgstions used by the Corporation in its valuatimdel and the sensitivity of the current
fair value to immediate 10 percent and 20 percdnérse changes in those assumptions for mortgage lat December 31, 2009, were as
follows:

(Dollars in thousands

Carrying amount of servicing ass $11,15%
Fair value $12,92(
Weightec-average expected life (in yea 6.€
Constant prepayment rate (weighte-average annual rate) 15.4%
Decrease in fair value due to 10% adverse ch $ 74E
Decrease in fair value due to 20% adverse ch $ 1,38¢
Discount rate (weighte-average annual rate) 11.1(%
Decrease in fair value due to 10% adverse ch $ 14¢
Decrease in fair value due to 20% adverse ch $ 63z

These sensitivities are hypothetical and shbelused with caution. As the figures indicatgnges in fair value based on a 10 percent
variation in assumptions generally cannot be erletpd because the relationship of the changesanagtion to the change in fair value may not
be linear. Also, in this table, the effect of aiation in a particular assumption on the fair vaddi¢he servicing asset is calculated without
changing any other assumption; in reality, changeme factor may result in changes in anotherdéf@mple, increases in market interest rates
may result in lower prepayments), which may maguoifgounteract the sensitivities.
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Note 13 — Deposits and Related Interest

Deposits and related interest consist of tlewing:

December 31
2009 2008
(In thousands)

Type of account and interest ra

Nor-interest bearing checking accou $ 697,02 $ 625,92¢
Savings accouni- 0.50% to 2.52% (200- 0.80% to 3.75% 1,774,27. 1,288,17!
Interest bearing checking accou- 0.50% to 2.79% (200- 0.75% to 3.75% 985,47( 726,73
Certificates of depos- 0.15% to 7.00% (200- 0.75% to 7.00% 1,650,86! 1,986,77!
Brokered certificates of depo(l) - 0.25% to 5.30% (200- 2.15% to 6.00% 7,561,41i 8,429,82.

$12,669,04 $13,057,43

(1) Includes $0 and $1,150,959 measured at fair vaus Becember 31, 2009 and 2008, respecti
The weighted average interest rate on totabsi¢s as of December 31, 2009 and 2008 was 2.08P3.&3%, respectively.

As of December 31, 2009, the aggregate ammfumierdrafts in demand deposits that were rediadsas loans amounted to $16.5 million
(2008 — $12.8 million).

The following table presents a summary of GBsluding brokered CDs, with a remaining term afreithan one year as of December 31,
2009:

Total

(In thousands,

Over one year to two yea $ 1,786,65
Over two years to three yet 1,048,91.
Over three years to four ye¢ 279,46°
Over four years to five yea 42,38:
Over five year: 13,80¢
Total $ 3,171,271

As of December 31, 2009, CDs in denominatmifs100,000 or higher amounted to $8.6 billion (266 $9.6 billion) including brokered
CDs of $7.6 billion (2008 — $8.4 bhillion) at a whigd average rate of 2.13% (2008 — 4.03%) issue@posit brokers in the form of large
($100,000 or more) certificates of deposit thatgererally participated out by brokers in sharelesd$ than $100,000. As of December 31, 2009,
unamortized broker placement fees amounted to $88lidn (2008 — $21.6 million), which are amortz@ver the contractual maturity of the
brokered CDs under the interest method. During 280%f the $1.1 billion of brokered CDs measuatdair value that were outstanding at
December 31, 2008 were called. The Corporationoised its call option on swapped-to-floating bradeCDs after the cancellation of interest
rate swaps by counterparties due to lower leveBrmabnth LIBOR. Some of these brokered CDs were repldoy new brokered CDs not hedq
with interest rate swaps and not measured at &irey causing the increase in the unamortized balahbroker placement fees.

As of December 31, 2009, deposit accountibso government agencies with a carrying valug4df7.5 million (2008 — $564.3 million)
were collateralized by securities and loans witlarortized cost of $539.1 million (2008 — $600.3liom) and estimated market value of
$541.9 million (2008 — $604.6 million), and by maipial obligations with a carrying value and estiethinarket value of $66.3 million
(2008 — $32.4 million).
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A table showing interest expense on deposits\fs:

Year Ended December 31

2009 2008 2007
(In thousands)
Interes-bearing checking accour $ 19,99¢ $ 12,91« $ 11,365
Savings 19,03: 18,91¢ 15,03
Certificates of depos 50,93¢ 73,46¢ 82,761
Brokered certificates of depo: 224,52; 309,54. 419,57
Total $314,48' $414,83¢ $528,74(

The interest expense on deposits includemtmiet valuation of interest rate swaps that ecacalty hedge brokered CDs, the related inte
exchanged, the amortization of broker placemert fekated to brokered CDs not measured at fairevahd changes in the fair value of callable
brokered CDs measured at fair value.

The following are the components of interegtemse on deposits:

Year Ended December 31

2009 2008 2007
(In thousands)

Interest expense on depos $295,00- $407,83( $515,39:
Amortization of broker placement fe(l) 22,85¢ 15,66: 9,05¢
Interest expense on deposits excluding net uneshligain) loss on derivatives and broke

CDs measured at fair vali 317,86: 423,49! 524.,45(
Net unrealized (gain) loss on derivatives and brett€CDs measured at fair val (3,379 (8,657 4,29(

Total interest expense on depo: $314,48° $414,83¢ $528,74(

(1) Related to brokered CDs not measured at fair vi

Total interest expense on deposits includésamh settlements on interest rate swaps thabetoally hedge brokered CDs that for the year
ended December 31, 2009 amounted to net intera&ted of $5.5 million (2008 — net interest reatiz&f $35.6 million; 2007 — net interest
incurred of $12.3 million).

Note 14 —Loans Payable

As of December 31, 2009, loans payable cagsist $900 million in short-term borrowings undee tFED Discount Window Program
bearing interest at 1.00%. The Corporation parip in the Borrower-in-Custody (“BIC”) Programtbé& FED. Through the BIC Program, a
broad range of loans (including commercial, consuamgl mortgages) may be pledged as collateraldoolwings through the FED Discount
Window. As of December 31, 2009 collateral pledgeldted to this credit facility amounted to $1.Ridn, mainly commercial, consumer and
mortgage loan .

Note 15 —Securities Sold Under Agreements to Repurase

Securities sold under agreements to repurdmaparchase agreements) consist of the following:

December, 31

2009 2008
(Dollars in thousands)
Repurchase agreements, interest ranging from 0ta3®/39% (200¢- 2.29% to 5.39%) (1 $3,076,63; $3,421,04.

(1) As of December 31, 2009, includes $1.4 hillwith an average rate of 4.29%, which lenders tlageight to call before their contractual
maturities at various dates beginning on Februag010

The weighted-average interest rates on repchgreements as of December 31, 2009 and 20e8v@dio and 3.85%, respectively.
Accrued interest payable on repurchase agreememsrged to $18.1 million and $21.2 million as ofd@mber 31, 2009 and 2008, respectiv
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Repurchase agreements mature as follows:

December 31, 20C
(In thousands)

One to thirty day: $ 196,62¢
Over thirty to ninety day 380,00:
Over ninety days to one ye 100,00(
One to three yeal 1,600,00!
Three to five year 800,00(
Total $ 3,076,633
The following securities were sold under agrests to repurchase:
December 31, 200!
Amortized Approximate Weighted
Cost of Fair Value Average
Underlying Balance of of Underlying Interest
Underlying Securities Securities Borrowing Securities Rate of Security
(Dollars in thousands
U.S. Treasury securities and obligations of o
U.S. Government Sponsored Agenc $ 871,72 $ 794,267 $ 875,83 2.15%
Mortgage-backed securitie 2,504,94. 2,282,36: 2,560,37. 4.31%
Total $3,376,66! $3,076,63: $ 3,436,20!
Accrued interest receivab $ 13,72(
December 31, 2008
Amortized Approximate Weighted
Cost of Fair Value Average
Underlying Balance of of Underlying Interest
Underlying Securities Securities Borrowing Securities Rate of Security
(Dollars in thousands
U.S. Treasury securities and obligations of o
U.S. Government Sponsored Agenc $ 511,62: $ 459,28¢ $ 514,79t 5.71%
Mortgage-backed securitie 3,299,22. 2,961,75. 3,376,42 5.34%
Total $3,810,84. $3,421,04. $3,891,21
Accrued interest receivab $ 20,85¢

The maximum aggregate balance outstandingyatreonth-end during 2009 was $4.1 billion (2008 4-1%billion). The average balance
during 2009 was $3.6 billion (2008 —3%$ billion). The weighted average interest raterdp2009 and 2008 was 3.22% and 3.71%, respegt

As of December 31, 2009 and 2008, the seearithderlying such agreements were delivered tdehkrs with which the repurchase

agreements were transacted.

Repurchase agreements as of December 31, g@fhed by counterparty, were as follows:

(Dollars in thousands

Weighted-Average

Counterparty Amount Maturity (In Months)
Credit Suisse First Bostc $1,051,73 24
Citigroup Global Market: 600,00( 38
Barclays Capita 500,00( 24
JP Morgan Chas 475,00( 27
Dean Witter / Morgan Stanle 349,90( 27
UBS Financial Services, In 100,00( 31

$3,076,63;
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Note 16 — Advances from the Federal Home Loan BanlFHLB)

Following is a summary of the advances fromREhLB:

December, 3 December, 3:

2009 2008

(Dollars in thousands)
Fixec-rate advances from FHLB with a weigh-average interest rate of 3.21% (2(- 3.09%) $ 978,44( $ 1,060,441
Advances from FHLB mature as follows:

December, 31

2009
(In thousands)
One to thirty day: $ 5,00(
Over thirty to ninety day 13,00¢(
Over ninety days to one ye 307,00(
One to three yeal 445,00(
Three to five year 208,44(
Total $ 978,44

Advances are received from the FHLB under duahces, Collateral Pledge and Security Agreenikat‘Collateral Agreement”). Under the
Collateral Agreement, the Corporation is requiediaintain a minimum amount of qualifying mortgagd#lateral with a market value of
generally 125% or higher than the outstanding adesanAs of December 31, 2009, the estimated vdlspexific mortgage loans pledged as
collateral amounted to $1.1 billion (2008 — $1.1lidm), as computed by the FHLB for collateral pasps. The carrying value of such loans as
of December 31, 2009 amounted to $1.8 billion (260%2.4 billion). In addition, securities with approximate estimated value of $4.1 million
(2008 — $5.6 million) and a carrying value of $llion (2008 — $5.7 million) were pledged to thelEB. As of December 31, 2009, the
Corporation had additional capacity of approxima&378 million on this credit facility based on leaéral pledged at the FHLB, including a
haircut reflecting the perceived risk associatetth\Wwblding the collateral. Haircut refers to thegemtage by which an asset’s market value is
reduced for purpose of collateral levels. Advanoey be repaid prior to maturity, in whole or infpat the option of the borrower upon payrnr
of any applicable fee specified in the contractegyaing such advance. In calculating the fee dusidenation is given to (i) all relevant factors,
including but not limited to, any and all applicalglosts of repurchasing and/or prepaying any as®atliabilities and/or hedges entered into
with respect to the applicable advance; and (@)fthancial characteristics, in their entirety tlé advance being prepaid; and (iii), in the cdse o
adjustable-rate advances, the expected futureregrioif the replacement borrowing as long as thiecement borrowing is at least equal to the
original advance’s par amount and the replacemambtving’s tenor is at least equal to the remainimagurity of the prepaid advance.
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Note 17 — Notes Payable

Notes payable consist of:

December 31
2009 2008
(Dollars in thousands

Callable stepate notes, bearing step increasing interest fr@@% to 7.00% (5.50% as of December 31, :
and 2008) maturing on October 18, 2019, measurtairatalue $13,36! $10,141

Dow Jones Industrial Average (DJIA) linked prindipeotected notes

Series A maturing on February 28, 2( 6,542 6,24¢
Series B maturing on May 27, 20 7,214 6,88¢
$27,11% $ 23,27/

Note 18 — Other Borrowings

Other borrowings consist of:

December 31
2009 2008
(Dollars in thousands

Junior subordinated debentures due in 2034, irttéesering at a floating-rate of 2.75% over 3-monBOR

(3.00% as of December 31, 2009 and 4.62% as ofrDleee31, 2008 $103,09: $103,04¢

Junior subordinated debentures due in 2034, irttbesring at a floating-rate of 2.50% over 3-motBOR
(2.75% as of December 31, 2009 and 4.00% as ofrbDeee31, 2008 128,86t 128,86t
$231,95¢ $231,91:

Note 19 — Unused Lines of Credit

The Corporation maintains unsecured uncomchlitees of credit with other banks. As of Decem®&y 2009, the Corporation’s total unused
lines of credit with these banks amounted to $186om (2008 — $20 million). As of December 31, 2009, the Corpmrahas an available lir
of credit with the FHLB-New York guaranteed withcess collateral already pledged, in the amounB8@B% million (2008 — $626.9 million).
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Note 20 — Earnings per Common Share

The calculations of earnings per common sfarthe years ended December 31, 2009, 2008 and f200w:

Year Ended December 31
2009 2008 2007
(In thousands, except per share date

Net (Loss) Income:

Net (loss) incomi $(275,18) $109,93° $ 68,13¢
Less: Preferred stock dividen(®) (42,66)) (40,27¢) (40,27¢)
Less: Preferred stock discount accre! (4,227) — —
Net (loss) income attributable to common stockhisl $(322,079) $ 69,66! $ 27,86(
Weighted-Average Shares:
Basic weighte-average common shares outstanc 92,51 92,50¢ 86,54¢
Average potential common shal — 13€ 317
Diluted weighte-average number of common shares outstar 92,51! 92,64+ 86,86¢

(Loss) Earnings per common share

Basic $ (349 $ O0.7¢ $ 0.32
Diluted $ (349 $ 0.7t $ 0.32

(1) For the year ended December 31, 2009, preferret sisidends include $12.6 million of Series F reéd Stock cumulative preferr

dividends not declared as of the end of the yeafeiRo Note 23 for additional information relatedhe Series F Preferred Stock issued to the
U.S. Treasury in connection with the Trouble AdRelief Program (TARP) Capital Purchase Program.

(Loss) earnings per common share are compytelividing net (loss) income attributable to commstockholders by the weighted average
common shares issued and outstanding. Net (lossjria attributable to common stockholders represettfloss) income adjusted for preferred
stock dividends including dividends declared, atioreof discount on preferred stock issuances amdutative dividends related to the current
dividend period that have not been declared aseénd of the period. Basic weighted average conshares outstanding exclude unvested
shares of restricted stock.

Potential common shares consist of commorksgsuable under the assumed exercise of stoc&raptunvested shares of restricted stock,
and outstanding warrants using the treasury stagtkod. This method assumes that the potential canshares are issued and the proceeds
from the exercise, in addition to the amount of pemsation cost attributable to future servicesuaesl to purchase common stock at the
exercise date. The difference between the numbgoteitial shares issued and the shares purchaseded as incremental shares to the actual
number of shares outstanding to compute dilutediegs per share. Stock options, unvested shanestifcted stock, and outstanding warrants
that result in lower potential shares issued theamess purchased under the treasury stock methatbanecluded in the computation of dilutive
earnings per share since their inclusion would feavantidilutive effect on earnings per share.theryear ended December 31, 2009, there were
2,481,310 outstanding stock options, warrants antihg to purchase 5,842,259 shares of common sédeted to the TARP Capital Purchase
Program and 32,216 shares of restricted stockihet excluded from the computation of diluted eagsiper common share because the
Corporation reported a net loss attributable toromm stockholders for the year and their inclusimula have an antidilutive effect. Refer to
Note 23 for additional information related to tksuance of the Series F Preferred Stock and Wartasihereinafter defined) under the TA
Capital Purchase Program. For the year ended Desxre®ibh 2008, there were 2,020,600 weighted-avesagganding stock options, which were
excluded from the computation of dilutive earnipgs share since their inclusion would have an #datide effect on earnings per share.

Note 21 — Regulatory Capital Requirements

The Corporation is subject to various regulatmpital requirements imposed by the federal bapkgencies. Failure to meet minimum
capital requirements can result in certain mangaad possibly additional discretionary actiongdgyulators that, if undertaken, could have a
direct material effect on the Corporation’s finadtatements. Under capital adequacy guidelindgtaregulatory framework for prompt
corrective action, the Corporation must meet specépital guidelines that involve quantitative reaes of the Corporation’s assets, liabilities,
and certain off-balance sheet items as calculatdenregulatory accounting practices. The Corponédi
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capital amounts and classification are also sultjegtialitative judgment by the regulators abouhponents, risk weightings and other factors.

Capital standards established by regulatiegsire the Corporation to maintain minimum amowamid ratios of Tier 1 capital to total average
assets (leverage ratio) and ratios of Tier 1 atal tapital to risk-weighted assets, as definetthéregulations. The total amount of riskeighted
assets is computed by applying risk-weighting fexcto the Corporation’s assets and certain offfi@asheet items, which vary from 0% to
200% depending on the nature of the asset.

As of December 31, 2009 the Corporation wasmpliance with the minimum regulatory capitaluggments.

As of December 31, 2009 and 2008, the Cororand each of its subsidiary banks were categdras “well-capitalized” under the
regulatory framework for prompt corrective actidimere are no conditions or events since Decemhe2(®1I9 that management believes have
changed any subsidiary bank’s capital category.

The Corporation’s and its banking subsidiarggulatory capital positions were as follows:

Regulatory Requirements

For Capital To be
Actual Adequacy Purposes Well-Capitalized
Amount Ratio Amount Ratio Amount Ratio

(Dollars in thousands)
At December 31, 200!
Total Capital (to Risk-Weighted

Assets)

First BanCorg $1,922,13: 13.4%% $1,144,28! 8% N/A N/A

FirstBank $1,838,37! 12.81% $1,142,79! 8% $1,428,49. 10%
Tier | Capital (to Risk-Weighted

Assets)

First BanCorg $1,739,36. 12.16% $ 572,14( 4% N/A N/A

First Bank $1,670,87: 11.7% $ 571,39¢ 4% $ 857,09 6%
Leverage ratic

First BanCorg $1,739,36. 8.91% $ 740,84« 4% N/A N/A

FirstBank $1,670,87! 8.5%% $ 783,08 4% $ 978,85¢ 5%

At December 31, 200¢
Total Capital (to Risk-Weighted

Assets)

First BanCorf. $1,762,47. 12.8(% $1,100,99 8% N/A N/A

FirstBank $1,602,53: 12.2% $1,048,06! 8% $1,310,08: 10%
Tier | Capital (to Risk-Weighted

Assets)

First BanCorf. $1,589,85. 11.5% $ 550,49 4% N/A N/A

FirstBank $1,438,26! 10.98% $ 524,03 4% $ 786,04¢ 6%
Leverage ratic

First BanCorf. $1,589,85: 8.3(% $ 765,93 4% N/A N/A

FirstBank $1,438,26! 7.9(% $ 728,40! 4% $ 910,51: 5%
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Note 22 — Stock Option Plan

Between 1997 and January 2007, the Corporatdna stock option plan (“the 1997 stock opticamp) that authorized the granting of up to
8,696,112 options on shares of the Corporation'smon stock to eligible employees. The options grdninder the plan could not exceed 20%
of the number of common shares outstanding. Eatibroprovides for the purchase of one share of comstock at a price not less than the fair
market value of the stock on the date the optios granted. Stock options were fully vested upomigiBhe maximum term to exercise the
options is ten years. The stock option plan praviide a proportionate adjustment in the exercissepand the number of shares that can be
purchased in the event of a stock dividend, stptik seclassification of stock, merger or reorgaation and certain other issuances and
distributions such as stock appreciation rights.

Under the 1997 stock option plan, the Compmsand Benefits Committee (the “Compensation Catteiel’) had the authority to grant stc
appreciation rights at any time subsequent to thatgf an option. Pursuant to stock appreciatights, the optionee surrenders the right to
exercise an option granted under the plan in cenattbn for payment by the Corporation of an amantal to the excess of the fair market
value of the shares of common stock subject to sption surrendered over the total option pricewath shares. Any option surrendered is
cancelled by the Corporation and the shares sutgjebe option are not eligible for further granteler the option plan. During the second
quarter of 2008, the Compensation Committee apprtive grant of stock appreciation rights to an ekee officer. The employee surrendered
the right to exercise 120,000 stock options infdmen of stock appreciation rights for a paymen$0f2 million. On January 21, 2007, the 1997
stock option plan expired; all outstanding awandsited under this plan continue in full force afféa, subject to their original terms. No
awards for shares could be granted under the 188K sption plan as of its expiration.

On April 29, 2008, the Corporation’s stockhersl approved the First BanCorp 2008 Omnibus Ingerlan (the “Omnibus Plan”). The
Omnibus Plan provides for equity-based compensatioentives (the “awards”) through the grant okc&toptions, stock appreciation rights,
restricted stock, restricted stock units, perforogashares, and other stock-based awards. Thisajitams the issuance of up to 3,800,000 shares
of common stock, subject to adjustments for stqikss reorganization and other similar events. Theporation’s Board of Directors, upon
receiving the relevant recommendation of the Coraptton Committee, has the power and authority terdene those eligible to receive awa
and to establish the terms and conditions of argrdsvsubject to various limits and vesting resuic that apply to individual and aggregate
awards. Shares delivered pursuant to an Award roagist, in whole or in part, of authorized and sned shares of Common Stock or shares of
Common Stock acquired by the Corporation. Durirgfthurth quarter of 2008, the Corporation granté@483 shares of restricted stock with a
fair value of $8.69 under the Omnibus Plan to tlepGration’s independent directors. The followiagle shows the activity of restricted stock
during 2009.

Number of
Restricted
Shares
Beginning of yea 36,24:
Restricted shares forfeite (4,027
End of period outstandir 32,21¢
End of period vested restricted she 10,73¢

For the years ended December 31, 2009 and 2008 diporation recognized $92,361 and $8,750, resmdygt of stock-based compensation
expense related to the aforementioned restrictaak stwards. The total unrecognized compensationreteged to these non-vested restricted
shares was $213,889 as of December 31, 2009 axgésted to be recognized over the next 1.9 year.

The Corporation accounts for stock optionagishe “modified prospective” method. There werestaxk options granted during 2009 and
2008, therefore no compensation associated wittk giptions was recorded in those years. The congiensexpense associated with stock
options for the 2007 year was approximately $2 lioni All employee stock options granted duringdZQvere fully vested at the time of grant.
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Stock-based compensation accounting guidaetpgires the Corporation to develop an estimate@humber of share-based awards which
will be forfeited due to employee or director tuveo. Quarterly changes in the estimated forfeitate may have a significant effect on share-
based compensation, as the effect of adjustingatieefor all expense amortization is recognizetheperiod in which the forfeiture estimate is
changed. If the actual forfeiture rate is highemtlthe estimated forfeiture rate, then an adjustisenade to increase the estimated forfeiture
rate, which will result in a decrease to the expaesognized in the financial statements. If the@dorfeiture rate is lower than the estimated
forfeiture rate, then an adjustment is made toehs® the estimated forfeiture rate, which will leisuan increase to the expense recognized in
the financial statements. When unvested optiorshares of restricted stock are forfeited, any carapton expense previously recognized ol
forfeited awards is reversed in the period of tréeiture. During 2009, as shown above, 4,027 uteeeshares of restricted stock were forfeited
resulting in the reversal of $9,722 of previouslgarded stock-based compensation expense.

The activity of stock options during the yeaded December 31, 2009 is set forth below:

For the Year Ended December 31, 200

Weighted-
Average Aggregate
Weighted- Remaining Intrinsic
Number of Average Contractual Value (In
Options Exercise Price Term (Years) thousands
Beginning of yea 3,910,911 $ 12.82
Options cancelle (1,429,601 11.6¢
End of period outstanding and exercise 2,481,31I $ 13.4¢€ 5.2 $ o

The fair value of options granted in 2007, athivas estimated using the BlaSkholes option pricing method, and the assumptises are ¢
follows:

2007
Weightec-average stock price at grant date and exercise $ 9.2C
Stock option estimated fair vall $2.40- $2.4¢
Weightec-average estimated fair val $ 2.45
Expected stock option term (yea 4.31- 4.5¢
Expected volatility 32%
Weightec-average expected volatili 32%
Expected dividend yiel 3.C%
Weightec-average expected dividend yie 3.C%
Risk-free interest rat 5.1%

The Corporation uses empirical research daéstimate option exercises and employee termmatithin the valuation model; separate
groups of employees that have similar historicareise behavior are considered separately for tialupurposes. The expected volatility is
based on the historical implied volatility of thei@oration’s common stock at each grant date; witiser, historical volatilities based upon 260
observations (working days) were obtained from Biberg L.P. (“Bloomberg”) and used as inputs inrtiedel. The dividend yield is based on
the historical 12-month dividend yield observaliieach grant date. The risk-free rate for the geisdased on historical zero coupon curves
obtained from Bloomberg at the time of grant basedhe option’s expected term.

Cash proceeds from 6,000 options exercis@d@8 amounted to approximately $53,000 and dichagé any intrinsic value. No stock opti
were exercised during 2009 or 2007.
Note 23 — Stockholders’ Equity
Common stock

The Corporation has 250,000,000 authorizedeshaf common stock with a par value of $1 perehas of December 31, 2009, there were
102,440,522 (2008 — 102,444,549) shares issue®2/5d2,722 (2008 — 92,546,749) shares outstanttirigebruary 2009, the Corporation’s
Board of Directors declared a first quarter cash
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dividend of $0.07 per common share which was paitflarch 31, 2009 to common stockholders of recard/larch 15, 2009 and in May 2009
declared a second quarter dividend of $0.07 pemummshare which was paid on June 30, 2009 to constomkholders of record on June 15,
2009. On July 30, 2009, the Corporation announkedtispension of common and preferred dividenaéstfe with the preferred dividend for
the month of August 2009.

On December 1, 2008, the Corporation gran6&a438 shares of restricted stock under the Omrithais to the Corporation’s independent
directors, of which 4,027 were forfeited in 200%da the departure of a director. The restrictiomsuch restricted stock award lapse ratably on
an annual basis over a three-year period. The slodrestricted stock may vest more quickly in é¢lvent of death, disability, retirement, or a
change in control. Based on particular circumstamsaluated by the Compensation Committee as tlagyreiate to the termination of a
restricted stock holder, the Corporation’s Boardogctors may, with the recommendation of the Cengation Committee, grant the full
vesting of the restricted stock held upon termoratf employment. Holders of restricted stock htneeright to dividends or dividend
equivalents, as applicable, during the restricieriod. Such dividends or dividend equivalents adltrue during the restriction period, but not
be paid until restrictions lapse. The holder otrieted stocks has the right to vote the shares.

Stock repurchase plan and treasury stock

The Corporation has a stock repurchase prograder which from time to time it repurchases skafecommon stock in the open market and
holds them as treasury stock. No shares of comitoahk svere repurchased during 2009 and 2008 by trpaZation. As of December 31, 2009
and 2008, of the total amount of common stock refpased in prior years, 9,897,800 shares were Iseictasury stock and were available for
general corporate purposes.

Preferred stock

The Corporation has 50,000,000 authorizedeshaf preferred stock with a par value of $1, retige at the Corporation’s option subject to
certain terms. This stock may be issued in senédslae shares of each series shall have such aghtpreferences as shall be fixed by the Board
of Directors when authorizing the issuance of traticular series. As of December 31, 2009, thep@m@tion has five outstanding series of non-
convertible non-cumulative preferred stock: 7.1256a-cumulative perpetual monthly income prefertedls Series A; 8.35% non-cumulative
perpetual monthly income preferred stock, Serieg.B0% non-cumulative perpetual monthly income gurefd stock, Series C; 7.25% non-
cumulative perpetual monthly income preferred st&gties D; and 7.00% non-cumulative perpetual higimcome preferred stock, Series E,
which trade on the NYSE. The liquidation value gleare is $25. Annual dividends of $1.75 per sh@egi¢s E), $1.8125 per share (Series D),
$1.85 per share (Series C), $2.0875 per shareeéSB)iand $1.78125 per share (Series A) are payadehly, if declared by the Board of
Directors. Dividends declared on the non-convegtitbn-cumulative preferred stock for 2009, 2008 20@7 amounted to $23.5 million,
$40.3 million and $40.3 million, respectively.

In January 2009, in connection with the TAR&piTal Purchase Program, established as part d&rfergency Economic Stabilization Act of
2008, the Corporation issued to the U.S. TreasQ6y0D0 shares of its Fixed Rate Cumulative Perp@nederred Stock, Series F, $1,000
liquidation preference value per share. The SériEseferred Stock has a call feature after threesyén connection with this investment, the
Corporation also issued to the U.S. Treasury aedy-warrant (the “Warrant”) to purchase 5,842,2%#&as of the Corporation’s common stock
at an exercise price of $10.27 per share. The Catipo registered the Series F Preferred Stock\heant and the shares of common stock
underlying the Warrant for sale under the Secuwifiet of 1933. The Corporation recorded the totdlBmillion of the preferred shares and the
Warrant at their relative fair values of $374.2lioil and $25.8 million, respectively. The preferstthres were valued using a discounted cash
flow analysis and applying a discount rate of 10.9%e difference from the par amount of the preféishares is accreted to preferred stock
five years using the interest method with a comesiing adjustment to preferred dividends. The CakiRstein binomial model was used to
estimate the value of the Warrant with a strikeg@alculated, pursuant to the Securities PurchAgssement with the U.S. Treasury, based on
the average closing prices of the common stocker20 trading days ending the last day prior toddte of approval to participate in the
Program. No credit risk was assumed given the Catjpm’s availability of authorized, but unissuazhtmon shares; as well as its intention of
reserving sufficient shares to satisfy the exerofse warrants. The volatility parameter inputswie historical 5-year common stock price
volatility.
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The Series F Preferred Stock qualifies as Tiergulatory capital. Cumulative dividends on 8ezies F Preferred Stock accrue on the
liquidation preference amount on a quarterly batse rate of 5% per annum for the first five years] thereafter at a rate of 9% per annum, but
will only be paid when, as and if declared by tr@pgdration’s Board of Directors out of assets IggaVailable therefore. The Series F Preferred
Stock ranks pari passu with the Corporation’s éxgsSeries A through E, in terms of dividend payiseand distributions upon liquidation,
dissolution and winding up of the Corporation. Thachase Agreement relating to this issuance amntanitations on the payment of dividends
on common stock, including limiting regular qualyarash dividends to an amount not exceeding thiegaarterly cash dividend paid per share,
or the amount publicly announced (if lower), of aopn stock prior to October 14, 2008, which is $Q@¥ share. For the year ended
December 31, 2009, preferred stock dividends oeSét Preferred Stock amounted to $19.2 millionluding $12.6 million of cumulative
preferred dividends not declared as of the enti®period.

The Warrant has a 10-year term and is exdiigsat any time. The exercise price and the nurabshares issuable upon exercise of the
Warrant are subject to certain anti-dilution adjusnts.

The possible future issuance of equity seiegrthrough the exercise of the Warrant could affee Corporation’s current stockholders in a
number of ways, including by:

— diluting the voting power of the current holdefcommon stock (the shares underlying the wamgprtesent approximately 6% of the
Corporatior's shares of common stock as of December 31, 2

— diluting the earnings per share and book valuespare of the outstanding shares of common stoak

— making the payment of dividends on common stockenexpensive

As mentioned above, on July 30, 2009, the Gmrion announced the suspension of dividendsdoraon and all its outstanding series of
preferred stock. This suspension was effective tghdividends for the month of August 2009, on@ueporation’s five outstanding series of
non-cumulative preferred stock and dividends fer@orporation’s outstanding Series F CumulativéePred Stock and the Corporation’s
common stock. As a result of the dividend suspemslte terms of the Series F Cumulative PrefertediSinclude limitations on the resumption
of the payment of cash dividends and purchaseststanding shares of common and preferred stock.

Legal surplus

The Banking Act of the Commonwealth of Pudttoo requires that a minimum of 10% of FirstBank&t income for the year be transferred
to legal surplus until such surplus equals thd tftpaid-in-capital on common and preferred sto&ounts transferred to the legal surplus
account from the retained earnings account araveitable for distribution to the stockholders.
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Note 24 — Employees’ Benefit Plan

FirstBank provides contributory retirementrdgursuant to Section 1165(e) of the Puerto Riterhal Revenue Code for Puerto Rico
employees and Section 401(k) of the U.S. IntermaleRue Code for U.S.Virgin Islands and U.S. emmgyghe “Plans”). All employees are
eligible to participate in the Plans after threenths of service for purposes of making electiveetral contributions and one year of service for
purposes of sharing in the Bank’s matching, quadifnatching and qualified nonelective contributiddisder the provisions of the Plans, the
Bank contributes 25% of the first 4% of the pap#it's compensation contributed to the Plans oredax basis. Participants are permitted to
contribute up to $9,000 for 2009 and 2010, $10f060@011 and 2012 and $12,000 beginning on Janlia2913 ($16,500 for 2009 for U.S.V.I.
and U.S. employees). Additional contributions te EHans are voluntarily made by the Bank as detexthby its Board of Directors. The Bank
had a total plan expense of $1.6 million for tharyended December 31, 2009, $1.5 million for 2008 $1.4 million for 2007.

FirstBank Florida provides a contributory rethent plan pursuant to Section 401(k) of the Uh&rnal Revenue Code for its U.S. employees
(the “Plan”). All employees are eligible to parpieie in the Plan after six months of service. Uriderprovisions of the Plan, FirstBank Florida
contributes 100% of the first 3% of the particigamontribution and 50% of the next 2% participargbntribution up to a maximum of 4% of
participant’'s compensation. Participants are peeahito contribute up to $16,500 per year (participaver 50 years of age are permitted an
additional $5,500 contribution). FirstBank Floridad total plan expenses of approximately $151,00@®09, approximately $157,000 for 2008
and approximately $114,000 for 2007.

Note 25 — Other Non-interest Income

A detail of other non-interest income follows:

Year Ended December 31

2009 2008 2007
(In thousands)
Other commissions and fe $ 46¢ $ 42C $ 273
Insurance incom 8,66¢ 10,157 10,877
Other 17,89: 18,15( 13,32:
Total $ 27,03( $ 28,727 $24,47:

Note 26 — Other Non-interest Expenses

A detail of other non-interest expenses folow

Year Ended December 31

2009 2008 2007
(In thousands)
Servicing and processing fe $10,17¢ $ 9,91¢ $ 6,57¢
Communication 8,28: 8,85¢ 8,562
Depreciation and expenses on reve— earning equipmer 1,341 2,22 2,14¢
Supplies and printin 3,07: 3,53( 3,40z
Core deposit intangible impairme 3,98¢ —
Other 17,48 17,44 18,744
Total $ 44,34 $41,97/ $ 39,42¢
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Note 27 — Income Taxes

Income tax expense includes Puerto Rico anglitvislands income taxes as well as applicable teé@eral and state taxes. The Corporatic
subject to Puerto Rico income tax on its incomenfadl sources. As a Puerto Rico corporation, BemiCorp is treated as a foreign corporation
for U.S. income tax purposes and is generally sitigeUnited States income tax only on its incomoerf sources within the United States or
income effectively connected with the conduct tfaale or business within the United States. Anyndag paid is creditable, within certain
conditions and limitations, against the CorporasdPuerto Rico tax liability. The Corporation isalsubject to U.S.Virgin Islands taxes on its
income from sources within that jurisdiction. Anych tax paid is also creditable against the Cotfmra Puerto Rico tax liability, subject to
certain conditions and limitations.

Under the Puerto Rico Internal Revenue CodE98ft, as amended (the “PR Coddfig Corporation and its subsidiaries are treatesbparat
taxable entities and are not entitled to file cdidsed tax returns and, thus, the Corporatiorotsable to utilize losses from one subsidiary to
offset gains in another subsidiary. Accordinglypider to obtain a tax benefit from a net operalisg, a particular subsidiary must be able to
demonstrate sufficient taxable income within thplagable carry forward period (7 years under the@®ile). The PR Code provides a dividend
received deduction of 100% on dividends receivethffcontrolled” subsidiaries subject to taxatiorPinerto Rico and 85% on dividends
received from other taxable domestic corporati@igidend payments from a U.S. subsidiary to thepoeation are subject to a 10% withhold
tax based on the provisions of the U.S. InternaleRae Code.

Under the PR Code, First BanCorp is subjeet tmaximum statutory tax rate of 39%. In 2009 therk® Rico Government approved Act
No. 7 (the“Act”), to stimulate Puerto Rico’s economy and éaluce the Puerto Rico Government's fiscal defidiie Act imposes a series of
temporary and permanent measures, including thesitipn of a 5% surtax over the total income tated®mined, which is applicable to
corporations, among others, whose combined incomesgls $100,000, effectively resulting in an insee@ the maximum statutory tax rate
from 39% to 40.95% and an increase in capital gaitutory tax rate from 15% to 15.75%. This temppraeasure is effective for tax years that
commenced after December 31, 2008 and before Jatuaf12. The PR Code also includes an alternatimvémum tax of 22% that applies if
the Corporation’s regular income tax liability ésk than the alternative minimum tax requirements.

The Corporation has maintained an effectixeréde lower than the maximum statutory rate malbylynvesting in government obligations :
mortgage-backed securities exempt from U.S. andi®&ico income taxes and by doing business thrdntginational Banking Entities
(“IBES”) of the Corporation and the Bank and thrbube Bank’s subsidiary, FirstBank Overseas Cotpmrain which the interest income and
gain on sales is exempt from Puerto Rico and lh&me taxation. Under the Act, all IBEs are subjedhe special 5% tax on their net income
not otherwise subject to tax pursuant to the PReCdtis temporary measure is also effective foryars that commenced after December 31,
2008 and before January 1, 2012. The IBEs andBant Overseas Corporation were created under teenltional Banking Entity Act of
Puerto Rico, which provides for total Puerto Riar éxemption on net income derived by IBEs opegatinPuerto Rico. IBEs that operate as a
unit of a bank pay income taxes at normal ratébe¢a@xtent that the IBEs’ net income exceeds 20%ebank’s total net taxable income.

The effect of a higher temporary statutoryr@e over the normal statutory tax rate resultean additional income tax benefit of
$10.4 million for 2009 that was partially offset by income tax provision of $6.6 million relatedthe special 5% tax on the operations
FirstBank Overseas Corporation.

The components of income tax expense for #a@syended December 31 are summarized below:

Year Ended December 31

2009 2008 2007
(In thousands;
Current income tax benefit (expen: $ 11,52( $  (7,12) $ (7,925
Deferred income tax (expense) ben (16,054) 38,85! (13,65¢)
Total income tax (expense) bene $ (4,539 $ 31,73 $(21,587)
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The differences between the income tax expappécable to income before provision for incoraeets and the amount computed by appl
the statutory tax rate in Puerto Rico were as ¥ailo

Year Ended December 31

2009 2008 2007
% of % of % of
Pre-Tax Pre-Tax Pre-Tax
Amount Income Amount Income Amount Income
(Dollars in thousands)
Computed income tax at statutory r $ 110,83 40.95% $(30,500) (39.0% $(34,99() (39.0%
Federal and state tax (311 (0.)% — 0.C% (227) (0.9%
Non-tax deductible expens: — 0.C% — 0.C% (1,117 (1.2%
Benefit of net exempt incon 52,29: 19.2% 49,79¢ 63.7% 23,97« 26.71%
Deferred tax valuation allowan: (184,39) (68.1)% (2,44¢) (3.1)% 1,25(C 1.4%
Net operating loss carry forwa — 0.C% (402) (0.5Y% (7,009 (7.8%
Reversal of Unrecognized Tax Bene 18,51¢ 6.8% 10,55¢ 13.5% — 0.C%
Settlement payment — closing

agreemen — 0.C% 5,39¢ 6.9% — 0.C%
Othel-net (1,466) (0.5)% (673 (0.8)% (3,476) (3.9%
Total income tax (provision) bene $ (4,539 (1.9% $ 31,73: 40.7% $(21,587) (24.)%

Deferred income taxes reflect the net taxatéfef temporary differences between the carrymgunts of assets and liabilities for financial
reporting purposes and their tax bases. Significantponents of the Corporatiendeferred tax assets and liabilities as of Dece®be2009 an
2008 were as follows:

December 31
2009 2008
(In thousands)

Deferred tax asse

Allowance for loan and lease los $ 212,93 $106,87¢
Unrealized losses on derivative activit 1,02¢ 1,917
Deferred compensatic 41 682
Legal reserve 50C 211
Reserve for insurance premium cancellati 64¢ 67¢
Net operating loss and donation carryforward awdel 68,57 1,28¢
Impairment on investmen 4,62 5,91(
Tax credits available for carryforwa 3,83¢ 5,40¢
Unrealized net loss on availa-for-sale securitie 20 22
Realized loss on investmer 14z 13€
Settlement paymei— closing agreemer 7,31z 9,652
Interest expense accri— Unrecognized Tax Benefi — 2,65¢
Other reserves and allowanc 12,66¢ 7,01C

Deferred tax assi 312,32¢ 142,44¢

Deferred tax liability;

Unrealized gain on availal-for-sale securitie 4,62¢ 71€
Differences between the assigned values and taeshHdsassets and liabilities recognized in purchase

business combinatior 3,01t 4,71
Unrealized gain on other investme 46€ 57¢
Other 3,34: 1,12z

Deferred tax liability 11,45¢ 7,132
Valuation allowanct (191,679 (7,279
Deferred income taxes, n $109,19° $128,03¢

For 2009, the Corporation recorded incomestegpense of $4.5 million compared to an income &nefiit of $31.7 million for 2008. The
fluctuation in income tax expense mainly resultexif a $184.4 million non-cash increase of the \tdunaallowance for the Corporation’s
deferred tax asset. The increase in the valuatiowance does not have any impact on the Corparatiaquidity or cash flow, nor does such an
allowance preclude the Corporation from using tessés, tax credits or other deferred tax asseteifuture. As of December 31, 2009, the
deferred tax asset, net of a valuation allowanc&l8fL.7 million, amounted to $109.2 million comphte $128.0 million as of December 31,
2008.
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Accounting for income taxes requires that cames assess whether a valuation allowance sheulddorded against their deferred tax assets
based on the consideration of all available evidensing a “more likely than not” realization stardi The valuation allowance should be
sufficient to reduce the deferred tax asset tatheunt that is more likely than not to be realizednaking such assessment, significant weic
to be given to evidence that can be objectivelyfiegr, including both positive and negative evidenthe accounting for income taxes guidance
requires the consideration of all sources of tax@idome available to realize the deferred taxtassguding the future reversal of existing
temporary differences, future taxable income exctusf reversing temporary differences and carmyfnds, taxable income in carryback years
and tax planning strategies. In assessing the Wwefgbositive and negative evidence, a signifiaqaegative factor that resulted in the increase of
the valuation allowance was that the Corporatitw@sking subsidiary FirstBank Puerto Rico was ihrae-year historical cumulative loss as of
the end of the year 2009, mainly as a result ofggmato the provision for loan and lease lossgga@slly in the construction portfolio both in
Puerto Rico and the United States, resulting frieengconomic downturn. As of December 31, 2009, mamant concluded that $109.2 million
of the deferred tax assets will be realized. Iressing the likelihood of realizing the deferred éasets, management has considered all four
sources of taxable income mentioned above and theeigh sufficient profits are expected in the reeiten years to realized the deferred tax
asset, given current uncertain economic condititesCompany has only relied on tax-planning sgjieteas the main source of taxable income
to realize the deferred tax asset amount. Amongnihst significant tax-planning strategies identifae: (i) sale of appreciated assets,

(ii) consolidation of profitable and unprofitablerapanies (in Puerto Rico each Company files a s¢aax return; no consolidated tax returns
are permitted), and (iii) deferral of deductionsheut affecting its utilization. Management willitthue monitoring the likelihood of realizing

the deferred tax assets in future periods. If iewents differ from management’'s December 31, 2888ssment, an additional valuation
allowance may need to be established which may hawaterial adverse effect on the Corporation’slte®f operations. Similarly, to the extent
the realization of a portion, or all, of the taxseisbecomes “more likely than not” based on chaimgescumstances (such as, improved earnings,
changes in tax laws or other relevant change®versal of that portion of the deferred tax asagiation allowance will then be recorded.

The tax effect of the unrealized holding gairloss on securities available-for-sale, excludhmgf on securities held by the Corporation’s
international banking entities which is exempt, wamputed based on a 15.75% capital gain taxaatejs included in accumulated other
comprehensive income as part of stockholders’ gquit

At December 31, 2009, the Corporation’s defétax asset related to loss and other carry-falsvaras $74 million. This was comprised of
net operating loss carry-forward of $68.1 millievhich will begin expiring in 2016, an alternativenimum tax credit carry-forward of $1.6
million, an extraordinary tax credit carryover &.8 million, and a charitable contribution carryx@rd of $0.5 million which will begin
expiring in 2014.

In June 2006, the FASB issued authoritatividapuce that prescribes a comprehensive model &fitlancial statement recognition,
measurement, presentation and disclosure of incarmencertainties with respect to positions takeaexpected to be taken on income tax
returns. Under the authoritative accounting guigaimcome tax benefits are recognized and meafa®sedd upon a two-step model: 1) a tax
position must be more likely than not to be sugtdibhased solely on its technical merits in orddre@ecognized, and 2) the benefit is measured
as the largest dollar amount of that position thamore likely than not to be sustained upon settiet. The difference between the benefit
recognized in accordance with this model and thétmefit claimed on a tax return is referred taadJTB.

During the second quarter of 2009, the Corpamaeversed UTBs by $10.8 million and relatedraed interest of $5.3 million due to the
lapse of the statute of limitations for the 2004atale year. Also, in July 2009, the
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Corporation entered into an agreement with thetBuRico Department of the Treasury to concluderaoine tax audit and to eliminate all
possible income and withholding tax deficiencidatesl to taxable years 2005, 2006, 2007 and 206& #esult of such agreement, the
Corporation reversed during the third quarter d®€he remaining UTBs and related interest by apprately $2.9 million, net of the payment
made to the Puerto Rico Department of the Treaisucgpnnection with the conclusion of the tax audiiiere were no UTBs outstanding as of
December 31, 2009. The beginning UTB balance of@d®llion as of December 31, 2008 (excluding aedrinterest of $6.8 million) reconcil
to the ending balance in the following table.

Reconciliation of the Change in Unrecognized Tax Befits

(In thousands

Balance at beginning of ye $ 15,60(
Increases related to positions taken during préars 173
Decreases related to positions taken during pears (317
Expiration of statute of limitation (10,737
Audit settlemen (4,729
Balance at end of ye: $ —

The Corporation classified all interest andadtes, if any, related to tax uncertainties a»ime tax expense. As of December 31, 2008, the
Corporation’s accrual for interest that relatetatouncertainties amounted to $6.8 million. As @cBmber 31, 2008, there is no need to accrue
for the payment of penalties. For the year endeBecrember 31, 2009, the total amount of accruedeast reversed by the Corporation through
income tax expense was $6.8 million. The amoutd s may increase or decrease for various reaguriading changes in the amounts for
current tax year positions, the expiration of opgmme tax returns due to the expiration of statatfdimitations, changes in management’s
judgment about the level of uncertainty, the stafusxaminations, litigation and legislative adiyvand the addition or elimination of uncert:
tax positions.

Note 28 — Lease Commitments

As of December 31, 2009, certain premisedeased with terms expiring through the year 203v Torporation has the option to renew or
extend certain leases beyond the original term.eSofhthese leases require the payment of insuramareases in property taxes and other
incidental costs. As of December 31, 2009, thegallon under various leases follows:

Amount

(In thousands,

2010 $ 10,34:
2011 7,68(
2012 6,682
2013 4,90¢
2014 3,972
2015 and later yea 30,21
Total $ 63,79

Rental expense included in occupancy and ewgnip expense was $11.8 million in 2009 (2008 — &hdillion; 2007 — $11.2 million).

Note 29 — Fair Value

In February 2007, the FASB issued authoritaguidance which permits the measurement of seledigible financial instruments at fair
value at specified election dates. The Corporatiented to adopt the fair value option for certiiits brokered CDs and medium-term notes.

The following table summarizes the impactadgting the fair value option for certain broke@bs and medium-term notes on January 1,
2007. Amounts shown represent the carrying valubegffected instruments before and after the ghsim accounting resulting from the
adoption of the fair value option.
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Opening Statement ¢

Ending Statement of Financial Condition
Financial Condition Net Increase in  as of January 1, 200’
as of December 31, 20( Retained Earnings  (After Adoption of
Transition Impact (Prior to Adoption) (1) Upon Adoption Fair Value Option)
(In thousands)
Callable brokered CC $ (4,513,02) $ 149,62: $ (4,363,39)
Mediurr-term notes (15,637) 84( (14,797
Cumulative-effect adjustment (p-tax) 150,46:
Tax impact (58,687
Cumulative-effect adjustment (net of tax) increased to rethie@rning: $ 91,77¢

(1) Net of debt issue costs, placement fees and bdjsistanent as of December 31, 20

Fair Value Option
Callable Brokered CDs and Certain Medium-Term Notes

The Corporation elected the fair value opfimncertain financial liabilities that were hedgedh interest rate swaps that were previously
designated for fair value hedge accounting. As @é&nber 31, 2009 and December 31, 2008, thesétiebincluded certain medium-term
notes with a fair value of $13.4 million and $1énillion, respectively, and principal balance of $Lillion recorded in notes payable. As of
December 31, 2008, liabilities recognized at failue also included callable brokered CDs with agregate fair value of $1.15 billion and
principal balance of $1.13 billion, recorded ingrgst-bearing deposits. Interest paid/accrued esetinstruments is recorded as part of interest
expense and the accrued interest is part of thedhie of the liabilities measured at fair valB¢ecting the fair value option allows the
Corporation to eliminate the burden of complyinghathe requirements for hedge accounting (e.g.ua@ntation and effectiveness assessment)
without introducing earnings volatility. Interestte risk on the callable brokered CDs measurediavélue was economically hedged with
callable interest rate swaps, with the same temdscanditions, until they were all called duringd20 The Corporation did not elect the fair ve
option for the vast majority of other brokered Oieause these are not hedged by derivatives.

Medium-term notes and callable brokered CDswvioich the Corporation elected the fair value optivere priced using observable market
data in the institutional markets.

Fair Value Measurement

The FASB authoritative guidance for fair valneasurement defines fair value as the exchange fivat would be received for an asset or
paid to transfer a liability (an exit price) in tpencipal or most advantageous market for thetagsiability in an orderly transaction between
market participants on the measurement date. Thikagce also establishes a fair value hierarchghviequires an entity to maximize the use of
observable inputs and minimize the use of unob&égviaputs when measuring fair value. Three lewéisputs may be used to measure fair
value:

Level 1 Valuations of Level 1 assets and liabilities alptained from readily available pricing sourcesrf@arket transactions involving identical
assets or liabilities. Level 1 assets and liab#itinclude equity securities that are traded iadive exchange market, as well as certain
U.S. Treasury and other U.S. government and agesxyrities and corporate debt securities thatradet by dealers or brokers in
active markets

Level 2 Valuations of Level 2 assets and liabilities laased on observable inputs other than Level 1 @riiech as quoted prices for similar
assets or liabilities, or other inputs that areepbable or can be corroborated by observable maddeatfor substantially the full term of
the assets or liabilities. Level 2 assets andlltas include (i) mortgage-backed securities fdriet the fair value is estimated based on
the value of identical or comparable assets, @htdecurities with quoted prices that are traded frequently than exchange-traded
instruments and (iii) derivative contracts and ficial liabilities (e.g., callable brokered CDs anddiun-term notes elected to |
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measured at fair value) whose value is detexthirsing a pricing model with inputs that are obale in the market or can be derived
principally from or corroborated by observable nerétata

Level 3 Valuations of Level 3 assets and liabilities laased on unobservable inputs that are supportéittieyor no market activity and that are
significant to the fair value of the assets orilitibs. Level 3 assets and liabilities includedirtial instruments whose value is
determined using pricing models for which the defaation of fair value requires significant managetjudgment or estimatio

Estimated Fair Value of Financial Instrument:

The information about the estimated fair vadfifinancial instruments required by GAAP is preteel hereunder. The aggregate fair value
amounts presented do not necessarily representgaianeant’s estimate of the underlying value of thepGration.

The estimated fair value is subjective in natand involves uncertainties and matters of siggnift judgment and, therefore, cannot be
determined with precision. Changes in the undeglgasumptions used in calculating fair value caiddificantly affect the results. In addition,
the fair value estimates are based on outstandifambes without attempting to estimate the valuenditipated future business.

The following table presents the estimatedvfalue and carrying value of financial instrumessof December 31, 2009 and December 31,
2008.

Total Carrying Total Carrying
Amount in Amount in
Statement of Statement of
Financial Fair Value Financial Fair Value
Condition Estimated Condition Estimated
12/31/200¢ 12/31/200¢ 12/31/200¢ 12/31/200¢
(In thousands)
Assets:
Cash and due from banks and money market invess $ 704,08 $ 704,08: $ 405,73 $ 405,73
Investment securities available for s 4,170,78. 4,170,78; 3,862,34: 3,862,34:
Investment securities held to matut 601,61¢ 621,58 1,706,66: 1,720,41;
Other equity securitie 69,93( 69,93( 64,14¢ 64,14
Loans receivable, including loans held for < 13,949,222 13,088,29

Less: allowance for loan and lease los (528,120 (281,52¢)

Loans, net of allowanc 13,421,10 12,811,01 12,806,76 12,416,60:.
Derivatives, included in asse 5,93¢ 5,93¢ 8,01( 8,01(
Liabilities:

Deposits 12,669,04 12,801,81 13,057,43 13,221,022
Loans payabli 900,00( 900,00( — —
Securities sold under agreements to repurc 3,076,63: 3,242,11I 3,421,04: 3,655,65!
Advances from FHLE 978,44( 1,025,60! 1,060,441 1,079,29i
Notes Payabl 27,115 25,71¢ 23,27¢ 18,75¢
Other borrowing 231,95¢ 80,267 231,91 81,17(
Derivatives, included in liabilitie 6,467 6,467 8,50~ 8,50k

Assets and liabilities measured at fair vadone recurring basis, including financial liab#éi for which the Corporation has elected the fair
value option, are summarized below:
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As of December 31, 200

As of December 31, 200

Fair Value Measurements Usinc

Fair Value Measurements Usinc

Assets / Liabilities

Assets / Liabilities

(In thousands Level 1 Level 2 Level 3 at Fair Value Level 1 Level 2 Level 3 at Fair Value
Assets:
Securities available for
sale :
Equity securities $30¢ - $ — $ 30z $ 665 $ — — $ 66¢
Corporate Bond — — — — 1,54¢ — — 1,54¢
U.S. agency debt anc
MBS — 3,949,79! — 3,949,79! — 3,609,00! — 3,609,00!
Puerto Rico
Government
Obligations — 136,32¢ — 136,32¢ — 137,13¢ — 137,13¢
Private label MBS — — 84,35¢ 84,35¢ — — 113,98 113,98
Derivatives, included in
asset: — 1,737 4,19¢ 5,93¢ — 7,25( 76C 8,01(
Liabilities:
Callable brokered CD — — — — — 1,150,95! — 1,150,95!
Mediurr-term notes — 13,36! — 13,361 — 10,14: — 10,141
Derivatives, included in
liabilities — 6,467 — 6,467 — 8,50¢ — 8,50¢
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Changes in Fair Value for the Year Endec
December 31, 2009, for Items Measured at Fair ValuRursuant
to Election of the Fair Value Option

Total

Changes in Fair Value
Unrealized Gains and Unrealized Losses ant Unrealized Gains (Losses

Interest Expense include: Interest Expense include: and Interest Expense

in Interest Expense in Interest Expense included in

(In thousands on Deposits®) on Notes Payabld?) Current -Period Earnings®
Callable brokered CC $ (2,06¢) $ — $ (2,06%)
Mediunr-term notes — (4,069 (4,069
$ (2,06¢) $ (4,069 $ (6,137)

(1) Changes in fair value for the year ended bdm 31, 2009 include interest expense on callatnikered CDs of $10.8 million and interest
expense on medium-term notes of $0.8 million. kgeexpense on callable brokered CDs and medium+ietes that have been elected to
be carried at fair value are recorded in intergpease in the Consolidated Statements of Incomedoais such instruments contractual

coupons
Changes in Fair Value for the Year Endec

December 31, 2008, for Items Measured at Fair ValuRursuant
to Election of the Fair Value Option

Total

Changes in Fair Value
Unrealized Losses ant Unrealized Gains and Unrealized (Losses) Gain:

Interest Expense include: Interest Expense include: and Interest Expense

in Interest Expense in Interest Expense included in

(In thousands on Deposits®) on Notes Payabld?) Current -Period Earnings®
Callable brokered CC $ (174,209 $ — $ (174,209
Mediurnr-term notes — 3,31¢ 3,31¢
$ (174,209 $ 3,31¢ $ (170,89)

(1) Changes in fair value for the year ended Dexr 31, 2008 include interest expense on callatdkered CDs of $120.0 million and
interest expense on medium-term notes of $0.8anillinterest expense on callable brokered CDs asdlum-term notes that have been
elected to be carried at fair value are recordedtarest expense in the Consolidated Statemertofime based on such instruments

contractual coupon:
Changes in Fair Value for the Year Ended

December 31, 2007, for Items Measured at Fair ValuRursuant
to Election of the Fair Value Option

Total

Changes in Fair Value
Unrealized Losses ant Unrealized Gains and Unrealized (Losses) Gain:

Interest Expense includet Interest Expense include: and Interest Expense

in Interest Expense in Interest Expense included in

(In thousands on Depositsth) on Notes Payabldt Current-Period Earnings ()
Callable brokered CC $ (298,64 $ — $ (298,64.)
Mediumnr-term notes — (294) (294)
$ (298,647 $ (294 $ (298,93Y)

(1) Changes in fair value for the year ended Demr 31, 2007 include interest expense on callatdkered CDs of $227.5 million and
interest expense on medium-term notes of $0.8anillinterest expense on callable brokered CDs adium-term notes that have been
elected to be carried at fair value are recordedtarest expense in the Consolidated Statemerteofme based on such instruments

contractual coupon:
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The table below presents a reconciliatioralbassets and liabilities measured at fair valu@@ecurring basis using significant unobservable
inputs (Level 3) for the years ended December 80922008 and 2007.

Total Fair Value Measurements Total Fair Value Measurements Total Fair Value Measurements
(Year Ended December 31, 200¢ (Year Ended December 31, 200¢ (Year Ended December 31, 200
Level 3 Instruments Only Securities Securities Securities
(In thousands Derivatives 1) Available For Sale® Derivatives ) Available For Sale®® Derivatives 1) Available For Sale®
Beginning balanc $ 76C $ 113,98! $ 5,10z $ 133,67¢ $ 9,081 $ 37C
Total gains or (losses)
(realized/unrealizec
Included in
earnings 3,43¢ (2,270 (4,347 — (3,985 —
Included in other
comprehensive
income — (2,610 — (1,830 — (28,407
New instruments
acquirec — — — — — 182,37¢
Principal repayments
and amortizatiol — (25,749) — (17,86%) — (20,66.)
Ending balanc: $  4,19¢ $ 84,35¢ $ 76C $ 113,98: $ 5,102 $ 133,67¢

(1) Amounts related to the valuation of interest ratp agreement:
(2) Amounts mostly related to certain private label tpage-backed securitie:

The table below summarizes changes in uneghliains and losses recorded in earnings for thesyanded December 31, 2009 and 2008 for
Level 3 assets and liabilities that are still heldhe end of each year.

Changes in Unrealized Gains (Losse Changes in Unrealized Losse Changes in Unrealized Losse
(Year Ended December 31, 200¢ (Year Ended December 31, 200 (Year Ended December 31, 200
Securities Securities Securities
Level 3 Instruments Only Available Available Available
(In thousands Derivatives For Sale Derivatives For Sale Derivatives For Sale
Changes in unrealized losses relatir
to assets still held at reporting
date ®:
Interest income on loar $ 45 $ — $ (59) $ — $ (440 $ —
Interest income on investment
securities 3,394 — (4,287 — (3,545 —
Net impairment losses on investm:
securities (credit componer — (1,270 — — — —
$  3,43¢ $ (1270 $ (4,34) $ — 3 (398 $ —

(1) Unrealized losses of $2.6 million, $1.8 noitliand $28.4 million on Level 3 available-for-saéeurities was recognized as part of other
comprehensive income for the years ended Decenih@0®9, 2008 and 2007, respectivt

Additionally, fair value is used on a no-ra@og basis to evaluate certain assets in accordaitbeGAAP. Adjustments to fair value usually
result from the application of lower-of-cost-orarket accounting (e.g., loans held for sale caaitethe lower of cost or fair value and reposst
assets) or write-downs of individual assets (ggodwill, loans).

As of December 31, 2009, impairment or vahratidjustments were recorded for assets recogaiziit value on a non-recurring basis as
shown in the following table:

Losses recorded fol
the Year Ended

Carrying value as of December 31, 200 December 31, 200!
Level 1 Level 2 Level 3
(In thousands)
Loans receivable (2 $— = $1,103,06! $144,02:
Other Real Estate Owned ( — — 69,30+ 8,41¢
Core deposit intangible (: — — 6,68: 3,98¢
Loans held for sale (¢ — 20,77t — 58

(1) Mainly impaired commercial and constructioans. The impairment was generally measured baséuedair value of the collateral. The



@)

®)
(4)

fair values are derived from appraisals that take consideration prices in observed transactionslving similar assets in similar
locations but adjusted for specific characterisiod assumptions of the collateral (e.g. absorptites), which are not market observa

The fair value is derived from appraisald tiadke into consideration prices in observed tretigas involving similar assets in similar
locations but adjusted for specific characteriséiod assumptions of the properties (e.g. absorpitas), which are not market observable.
Losses are related to market valuation adjustnedtes the transfer from the loan to the Other Hesthte Owned‘OREC”) portfolio.

Amount represents core deposit intangiblEicdt Bank Florida. The impairment was generallyasweed based on internal information
about decreases in the base of core deposits adqupon the acquisition of First Bank Flori

Fair value is primarily derived from quotations édn the mortgar-backed securities mark
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As of December 31, 2008, impairment or vahratidjustments were recorded for assets recogaiziit value on a non-recurring basis as
shown in the following table:

Losses recorded fol
the Year Ended

Carrying value as of December 31, 2008 December 31, 2008
Level 1 Level 2 Level 3
(In thousands)
Loans receivable (2 $— $— $209,90( $51,03:
Other Real Estate Owned ( — — 37,24¢ 7,69¢

(1) Mainly impaired commercial and constructioans. The impairment was generally measured baséuedair value of the collateral. The
fair values are derived from appraisals that take consideration prices in observed transactionslving similar assets in similar
locations but adjusted for specific characteriséiod assumptions of the collateral (e.g. absorptites), which are not market observa

(2) The fair value is derived from appraisals tia&e into consideration prices in observed tratisas involving similar assets in similar
locations but adjusted for specific characteriséiod assumptions of the properties (e.g. absorpitas), which are not market observable.
Valuation allowance is based on market valuatigonsithents after the transfer from the loan to tiRREQ portfolio.

As of December 31, 2007, impairment or vahratidjustments were recorded for assets recogaiziait value on a non-recurring basis as
shown in the following table:

Losses recorded fol
the Year Ended

Carrying value as of December 31, 2007 December 31, 2007
Level 1 Level 2 Level 3
(In thousands)
Loans receivable (2 $— $59,41¢ $— $5,187

(1) Mainly impaired commercial and constructioarns. The impairment was measured based on theafai of the collateral which was
derived from appraisals that take into considergtinces in observed transactions involving simélssets in similar location

The following is a description of the valuatimethodologies used for instruments for which stimeated fair value is presented as well as for
instruments for which the Corporation has eleckedfair value option. The estimated fair value walsulated using certain facts and
assumptions, which vary depending on the spegifantcial instrument.

Cash and due from banks and money market investment

The carrying amounts of cash and due from amkl money market investments are reasonableatetirof their fair value. Money market
investments include held-to-maturity U.S. Governtmsligations, which have a contractual maturitttoke months or less. The fair value of
these securities is based on quoted market prcastive markets that incorporate the risk of nofgenance.

Investment securities available for sale and helchaturity

The fair value of investment securities is ftii@rket value based on quoted market prices, whaiteale, or market prices for identical or
comparable assets that are based on observabletrparameters including benchmark yields, repadrades, quotes from brokers or dealers,
issuer spreads, bids offers and reference datadimg market research operations. Observable pirc®e market already consider the risk of
nonperformance. If listed prices or quotes areavailable, fair value is based upon models thatunsdservable inputs due to the limited ma
activity of the instrument, as is the case withtaerprivate label mortgage-backed securities bglthe Corporation. Refer to Notes 1 and 4 for
additional information about the fair value of @ig label mortgage-backed securities.
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Other equity securities

Equity or other securities that do not haveadily available fair value are stated at theraatizable value which management believes is a
reasonable proxy for their fair value. This catggerprincipally composed of stock that is ownedtiy Corporation to comply with FHLB
regulatory requirements. Their realizable valueadgjtheir cost as these shares can be freely reztbathpar.

Loans receivable, including loans held for s

The fair value of all loans was estimated gsiiscounted cash flow analyses, using interessratirrently being offered for loans with similar
terms and credit quality and with adjustments thatCorporation’s management believes a markeicgaht would consider in determining fair
value. Loans were classified by type such as comialeresidential mortgage, credit cards and autiiteoThese asset categories were further
segmented into fixed- and adjustable-rate categofiee fair values of performing fixed-rate anduatfble-rate loans were calculated by
discounting expected cash flows through the estichataturity date. Loans with no stated maturie kredit lines, were valued at book value.
Prepayment assumptions were considered for nodeneal loans. For residential mortgage loans, gyepent estimates were based on
prepayment experiences of generic U.S. mortdagdced securities pools with similar characterss(ezg. coupon and original term) and adju
based on the Corporation’s historical data. Distoates were based on the Treasury and LIBOR/Sweldl Curves at the date of the analysis,
and included appropriate adjustments for expeateditdosses and liquidity.

For impaired collateral dependent loans, thgadirment was primarily measured based on thes/dire of the collateral, which is derived fri
appraisals that take into consideration pricesdiseovable transactions involving similar assetsinmilar locations.

Deposits

The estimated fair value of demand depositksavings accounts, which are deposits with nanddfimaturities, equals the amount payab
demand at the reporting date. For deposits witledtanaturities, but that reprice at least quartehg fair value is also estimated to be the
recorded amounts at the reporting date.

The fair values of retail fixed-rate time dejs, with stated maturities, are based on thegptesalue of the future cash flows expected to be
paid on the deposits. The cash flows were basemomactual maturities; no early repayments araraesl. Discount rates were based on the
LIBOR vyield curve.

The estimated fair value of total depositsledes the fair value of core deposit intangiblekich represent the value of the customer
relationship measured by the value of demand depastd savings deposits that bear a low or zeeoafainterest and do not fluctuate in respc
to changes in interest rates.

The fair value of brokered CDs, which are urdgld within deposits, is determined using discadietesh flow analyses over the full term of
CDs. The valuation uses a “Hull-White Interest REtee” approach, an industry-standard approackdhring instruments with interest rate call
options. The fair value of the CDs is computed gshe outstanding principal amount. The discoutgsaised are based on US dollar LIBOR
and swap rates. At-the-money implied swaption vdlaterm structure (volatility by time to matuyit is used to calibrate the model to current
market prices. The fair value does not incorpotiag¢erisk of nonperformance, since brokered CDgjarerally participated out by brokers in
shares of less than $100,000 and insured by th€ FDI

Loans payablt

Loans payable consisted of short-term borrowingseuthe FED Discount Window Program. Due to thetstesm nature of these borrowings,
their outstanding balances are estimated to b&athealue.

Securities sold under agreements to repurchase

Some repurchase agreements reprice at leagedy, and their outstanding balances are estithit be their fair value. Where longer
commitments are involved, fair value is estimatethg exit price indications of the cost of
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unwinding the transactions as of the end of thentépy period. Securities sold under agreementsparchase are fully collateralized by
investment securities.

Advances from FHLI

The fair value of advances from FHLB with fikenaturities is determined using discounted cash #inalyses over the full term of the
borrowings, using indications of the fair valuesghilar transactions. The cash flows assume ng eaplayment of the borrowings. Discount
rates are based on the LIBOR yield curve. For acksifrom FHLB that reprice quarterly, their outstiaug balances are estimated to be their fair
value. Advances from FHLB are fully collateralizeg mortgage loans and, to a lesser extent, invegtegeurities.

Derivative instrument

The fair value of most of the derivative instrents is based on observable market parameteitskeslinto consideration the credit risk
component of paying counterparts when appropreategpt when collateral is pledged. That is, onr@derate swaps, the credit risk of both
counterparts is included in the valuation; and ptioms and caps, only the seller’s credit riskaasidered. The “Hull-White Interest Rate Tree”
approach is used to value the option componendgidfative instruments, and discounting of the déshs is performed using US dollar
LIBOR-based discount rates or yield curves thabantfor the industry sector and the credit ratihghe counterparty and/or the Corporation.
Derivatives include interest rate swaps used fotgmtion against rising interest rates and, poaiune 30, 2009, included interest rate swaps to
economically hedge brokered CDs and medium-terrasndior these interest rate swaps, a credit cormpavess not considered in the valuation
since the Corporation has fully collateralized witliestment securities any mark to market loss thighcounterparty and, if there were market
gains, the counterparty had to deliver collatesahe Corporation.

Certain derivatives with limited market actyyias is the case with derivative instruments rihaw“reference caps,” are valued using models
that consider unobservable market parameters (L3v@&eference caps are used mainly to hedge stteate risk inherent in private label
mortgage-backed securities, thus are tied to thiema amount of the underlying fixed-rate mortgdagns originated in the United States.
Significant inputs used for fair value determinat@onsist of specific characteristics such as mftion used in the prepayment model which
follows the amortizing schedule of the underlyingns, which is an unobservable input. The valuatiodel uses the Black formula, which is a
benchmark standard in the financial industry. Theck formula is similar to the Black-Scholes formdibr valuing stock options except that the
spot price of the underlying is replaced by theviand price. The Black formula uses as inputs thkesprice of the cap, forward LIBOR rates,
volatility estimates and discount rates to estintlageoption value. LIBOR rates and swap rates htaimed from Bloomberg L.P. (“Bloomberg”)
every day and build zero coupon curve based oBlihemberg LIBOR/Swap curve. The discount factathisn calculated from the zero coupon
curve. The cap is the sum of all caplets. For eaqiiet, the rate is reset at the beginning of eapbrting period and payments are made at the
end of each period. The cash flow of each caplten discounted from each payment date.

Although most of the derivative instruments arlly collateralized, a credit spread is consédifor those that are not secured in full. The
cumulative mark-to-market effect of credit risktire valuation of derivative instruments resultedinunrealized gain of approximately
$0.5 million as of December 31, 2009, of which anealized loss of $1.9 million was recorded in 2089 unrealized gain of $1.5 million was
recorded in 2008 and an unrealized gain of $0.89anilvas recorded in 2007.

Term notes payable

The fair value of term notes is determineahgsi discounted cash flow analysis over the futhtef the borrowings. This valuation also uses
the “Hull-White Interest Rate Treepproach to value the option components of the testes. The model assumes that the embedded optie
exercised economically. The fair value of mediummt@otes is computed using the notional amountadsng. The discount rates used in the
valuations are based on US dollar LIBOR and swagsrat-the-money implied swaption volatility testructure (volatility by time to maturity)
is used to calibrate the model to current markieegrand value the cancellation option in the teates. For the medium-term notes, the credit
risk is measured using the difference in yield egrisetween swap rates and a yield curve that aensstide industry and credit rating of the
Corporation as issuer of the note at a tenor
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comparable to the time to maturity of the note aption. The net loss from fair value changes aiteble to the Corporation’s own credit to the
medium-term notes for which the Corporation hasteléthe fair value option amounted to $3.1 milfon2009, compared to an unrealized gain
of $4.1 million for 2008 and an unrealized gair$@f6 million for 2007. The cumulative mark-to-markarealized gain on the medium-term
notes since measured at fair value attributabtzedit risk amounted to $2.6 million as of DecemBgy 2009.

Other borrowings

Other borrowings consist of junior subordimbtiebentures. Projected cash flows from the debentuere discounted using the LIBOR yield
curve plus a credit spread. This credit spreadegtimated using the difference in yield curves leetwSwap rates and a yield curve that
considers the industry and credit rating of thepdeaation (US Finance BB) as issuer of the notetahar comparable to the time to maturity of
the debentures.

Note 30 — Supplemental Cash Flow Information

Supplemental cash flow information follows:

Year Ended December 31
2009 2008 2007
(In thousands)

Cash paid for
Interest on borrowing $494,62¢ $687,66¢ $721,54!
Income tax 7,391 3,43¢ 10,14:

Non-cash investing and financing activitie

Additions to other real estate own 98,55¢ 61,57 17,10¢
Additions to auto repossessic 80,56¢ 87,11¢ 104,72¢
Capitalization of servicing asse 6,07z 1,55¢ 1,28t
Loan securitization 305,37¢ — —
Recharacterization of secured commercial loangasrgies collateralized by loal — — 183,83(
Non-cash acquisition of mortgage loans that preslioserved as collateral of a

commercial loan to a local financial instituti 205,39! — —

On January 28, 2008, the Corporation complétedcquisition of Virgin Islands Community BarikK(CB"), with operations in St. Croix,
U.S. Virgin Islands, at a purchase price of $2.8iom. The Corporation acquired cash of approxire$y.7 million from VICB.

Note 31 — Commitments and Contingencies

The following table presents a detail of cotmeints to extend credit, standby letters of cradd commitments to sell loans:

December 31
2009 2008
(In thousands)

Financial instruments whose contract amounts reptesedit risk
Commitments to extend cred

To originate loan: $ 255,59¢ $518,28:
Unused credit card line 22
Unused personal lines of cre 33,31 50,38¢
Commercial lines of cred 1,187,00: 863,96
Commercial letters of crec 48,94 33,63:
Standby letters of crec 103,90 102,17¢
Commitments to sell loar 13,15¢ 50,50(

The Corporation’s exposure to credit losshim évent of nonperformance by the other party editlancial instrument on commitments to
extend credit and standby letters of credit isesented by the contractual amount of
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those instruments. Management uses the same podidies and approval process in entering into caments and conditional obligations as it
does for on-balance sheet instruments.

Commitments to extend credit are agreemerientbto a customer as long as there is no vialaticany conditions established in the
contract. Commitments generally have fixed expiwratiates or other termination clauses. Since cecanmitments are expected to expire
without being drawn upon, the total commitment antaloes not necessarily represent future cashnegents. For most of the commercial
lines of credit, the Corporation has the optiongevaluate the agreement prior to additional dstments. There have been no significant or
unexpected draws on existing commitments. In tise od credit cards and personal lines of cred#,Gbrporation can, at any time and without
cause, cancel the unused credit facility. Genertily Corporation’s mortgage banking activitieswdb enter into interest rate lock agreements
with its prospective borrowers. The amount of aojateral obtained if deemed necessary by the Gatjmm upon an extension of credit is ba
on management’s credit evaluation of the borroRates charged on loans that are finally disbursedhe rates being offered at the time the
loans are closed; therefore, no fee is chargeth@setcommitments.

In general, commercial and standby lettersredlit are issued to facilitate foreign and domeestide transactions. Normally, commercial and
standby letters of credit are short-term commitmeersied to finance commercial contracts for thersbigt of goods. The collateral for these
letters of credit includes cash or available cormuiatines of credit. The fair value of commerciald standby letters of credit is based on the
fees currently charged for such agreements, whiclof, December 31, 2009 and 2008, was not significa

The Corporation obtained from GNMA, Commitméuithority to issue GNMA mortgage-backed securitlésder this program, as of
December 31, 2009, the Corporation had securitpgioximately $305.4 million of FHA/VA mortgage loaroduction into GNMA mortgage-
backed securities.

Lehman Brothers Special Financing, Inc. (“Lelmt) was the counterparty to the Corporation oaieiinterest rate swap agreements. During
the third quarter of 2008, Lehman failed to paysbkeduled net cash settlement due to the Corparatihich constitutes an event of default
under those interest rate swap agreements. Theof2oigm terminated all interest rate swaps withrhah and replaced them with other
counterparties under similar terms and condititmsonnection with the unpaid net cash settlemestas of December 31, 2009 under the swap
agreements, the Corporation has an unsecured epartieexposure with Lehman, which filed for banitay on October 3, 2008, of
approximately $1.4 million. This exposure was resdrin the third quarter of 2008. The Corporatiad pledged collateral of $63.6 million with
Lehman to guarantee its performance under the sgegements in the event payment thereunder wagedqilihe book value of pledged
securities with Lehman as of December 31, 2009 ateouto approximately $64.5 million.

The Corporation believes that the securitiedged as collateral should not be part of the Lahivankruptcy estate given the fact that the
posted collateral constituted a performance guaeanhder the swap agreements, was not part odading agreement, and ownership of the
securities was never transferred to Lehman. Uponitation of the interest rate swap agreementsirizetis obligation was to return the
collateral to the Corporation. During the fourthagier of 2009, the Corporation discovered that Lahmrothers, Inc., acting as agent of
Lehman, had deposited the securities in a custad@unt at JP Morgan/Chase, and that, shortlyé¢fe filing of the Lehman bankruptcy
proceedings, it had provided instructions to hawestnof the securities transferred to Barclay’s @dpin New York. After Barclay’s refusal to
turn over the securities, the Corporation, durimgmonth of December 2009, filed a lawsuit agdi@stlay’s Capital in federal court in New
York demanding the return of the securities. Whike Corporation believes it has valid reasons ppett its claim for the return of the securiti
there are no assurances that it will ultimatelyceed in its litigation against Barclay's Capitakézover all or a substantial portion of the
securities.

Additionally, the Corporation continues to pue its claim filed in January 2009 in the procegdiunder the Securities Protection Act with
regard to Lehman Brothers Incorporated in Bankmytourt, Southern District of New York. The Corpiioa can provide no assurances that it
will be successful in recovering all or
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substantial portion of the securities through theeeeedings. An estimated loss was not accruéteaSorporation is unable to determine the
timing of the claim resolution or whether it willsceed in recovering all or a substantial portibthe collateral or its equivalent value. If
additional relevant negative facts become availabfature periods, a need to recognize a partidlilbreserve of this claim may arise.
Considering that the investment securities haveyabbeen recovered by the Corporation, despitefitsts in this regard, the Corporation
decided to classify such investments as non-perfgrmiuring the second quarter of 2009.

Note 32 — Derivative Instruments and Hedging Activies

One of the market risks facing the Corporattoimterest rate risk, which includes the riskttti@anges in interest rates will result in changs
the value of the Corporation’s assets or liabsiiad the risk that net interest income from igmland investment portfolios will change in
response to changes in interest rates. The owbijalttive of the Corporation’s interest rate riskmagement activities is to reduce the variability
of earnings caused by changes in interest rates.

The Corporation uses various financial insteats, including derivatives, to manage the interast risk primarily related to the values of its
medium-term notes and for protection of rising iiagt rates in connection with private label MBS.

The Corporation designates a derivative asravlue hedge, cash flow hedge or as an econongesignated hedge when it enters into the
derivative contract. As of December 31, 2009 an@B2@ll derivatives held by the Corporation werasidered economic undesignated hedges.
These undesignated hedges are recorded at fa@ waéth the resulting gain or loss recognized irrentr earnings.

The following summarizes the principal derivatactivities used by the Corporation in managingrest rate risk:

Interest rate cap agreements Interest rate cap agreements provide the righedeive cash if a reference interest rate risesah

contractual rate. The value increases as the referaterest rate rises. The Corporation entecsiimiérest rate cap agreements for protection
against rising interest rates. Specifically, thteriast rate on certain private label mortgage passigh securities and certain of the
Corporation’s commercial loans to other financisdtitutions is generally a variable rate limitedhiie weighted-average coupon of the pass-
through certificate or referenced residential mag collateral, less a contractual servicing fee.

Interest rate swaps- Interest rate swap agreements generally invdlgeekchange of fixed and floating-rate interestpayt obligations
without the exchange of the underlying notionahpipal amount. As of December 31, 2009, most ofitherest rate swaps outstanding are
used for protection against rising interest ralieshe past, interest rate swaps volume was mugthehisince they were used to convert fixed-
rate brokered CDs (liabilities), mainly those wliting-term maturities, to a variable rate and mitghe interest rate risk inherent in variable
rate loans. However, most of these interest ratgpswvere called during 2009, in the face of lowégrest rate levels, and as a consequence
the Corporation exercised its call option on thegmed-to-floating brokered CDs. Similar to unreadigains and losses arising from changes
in fair value, net interest settlements on interatst swaps are recorded as an adjustment to shiammme or interest expense depending on
whether an asset or liability is being economichlylged.

Indexed options— Indexed options are generally over-the-countéf@Pcontracts that the Corporation enters intorateo to receive the
appreciation of a specified Stock Index (e.g., Dlmmes Industrial Composite Stock Index) over aifipdgeriod in exchange for a premium
paid at the contract’s inception. The option peiigdetermined by the contractual maturity of tio¢ées payable tied to the performance of the
Stock Index. The credit risk inherent in these apdiis the risk that the exchange party may néitlfité obligation.

To satisfy the needs of its customers, thep@@tion may enter into non-hedging transactionsth®se transactions, generally, the
Corporation participates as a buyer in one of tireements and as a seller in the other agreemdat time same terms and conditions.
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In addition, the Corporation enters into dertzontracts with embedded derivatives that doreqtire separate accounting as these are clearly
and closely related to the economic characteristithe host contract. When the embedded deriv@ibssesses economic characteristics that are
not clearly and closely related to the economiaattaristics of the host contract, it is bifurcatealrried at fair value, and designated as a tgadin
or non-hedging derivative instrument.

The following table summarizes the notionabamts of all derivative instruments as of Decen8ir2009 and December 31, 2008:

Notional Amounts

As of As of
December 31 December 31
2009 2008

(In thousands)
Economic undesignated hedge:

Interest rate contract

Interest rate swap agreements used to hedge-rate brokered CDs, notes payable and Ic $ 79,567 $1,184,82

Written interest rate cap agreeme 102,52: 128,04

Purchased interest rate cap agreem 228,38 276,40(
Equity contracts

Embedded written options on stock index depositsrastes payabl 53,51¢ 53,51¢

Purchased options used to manage exposure tootieraarket on embedded stock index opti 53,51¢ 53,51¢

$ 517,50: $1,696,29.

The following table summarizes the fair vatdalerivative instruments and the location in that@nent of Financial Condition as of
December 31, 2009 and 2008:

Asset Derivatives Liability Derivatives
As of December 31 As of December 31
Statement of 2009 2008 Statement of 2009 2008
Financial Condition Fair Fair Financial Condition Fair Fair
Location Value Value Location Value Value

(In thousands)
Economic undesignated hedge!

Interest rate contract
Interest rate swap agreements u
to hedge fixed-rate brokered

CDs, notes payable and loz Other asset $ 31¢ $5,64¢ Accounts payable and other liabilit ~ $5,06¢ $7,18¢
Written interest rate cap

agreement Other asset — — Accounts payable and other liabilit 201 3
Purchased interest rate cap

agreement Other asset 4,42: 764 Accounts payable and other liabilit — —

Equity contracts
Embedded written options on stc

index deposit: Other asset — — Interes-bearing deposit 14 241
Embedded written options on stc
index notes payabl Other asset — — Notes payabli 1,18¢ 1,07:

Purchased options used to man:

exposure to the stock market
embedded stock index optio Other asset 1,194 1,597 Accounts payable and other liabilit — —
$5,93¢ $8,01( $6,467 $8,50¢
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The following table summarizes the effect efidative instruments on the Statement of Incorméle years ended December 31, 2009, 2008
and 2007:

Gain or (Loss)
Location of Gain or (Loss) Year Ended December 31
Recognized in Income on Derivatives 2009 2008 2007

(In thousands)

ECONOMIC UNDESIGNATED HEDGES:
Interest rate contract
Interest rate swap agreements used to hedge-rate:

Brokered CDs Interest expens- Deposits $(5,23¢) $63,132 $66,61:

Notes payabli Interest expens- Notes payable and other borrowi 3 124 1,44(C

Loans Interest incom« Loans 2,02 (3,696 (2,659
Written and purchased interest rate cap agreemen

mortgag-backed securitie Interest income Investment securitie 3,394 (4,289 (3,54¢)
Written and purchased interest rate cap agreements

loans Interest incom« loans 10z (58) (439)

Equity contracts
Embedded written and purchased options on stock

index deposit Interest expens- Deposits (85) (27€) 20¢
Embedded written and purchased options on stocl

index notes payabl Interest expens- Notes payable and other borrowi  (202) 268 (71)
Total (loss) gain on derivative $ (1) $55,211 $61,55%

Derivative instruments, such as interest sataps, are subject to market risk. As is the caieimvestment securities, the market value of
derivative instruments is largely a function of fir@ncial market’s expectations regarding the fatdirection of interest rates. Accordingly,
current market values are not necessarily indieativthe future impact of derivative instrumentseannings. This will depend, for the most part,
on the shape of the yield curve, the level of iederates, as well as the expectations for ratdeeifuture. The unrealized gains and losses in the
fair value of derivatives that economically hedgetain callable brokered CDs and mediterm notes are partially offset by unrealized gaine
losses on the valuation of such economically hedigbdities measured at fair value. The Corponatincludes the gain or loss on those
economically hedged liabilities (brokered CDs aretimm-term notes) in the same line item as theetiffgy loss or gain on the related
derivatives as set forth below:

Year ended December 31

2009 2008
Loss Gain (Loss) Net Gain (Loss) Gain Net

(In thousands on Derivatives on liabilities measured at fair value Gain (Loss) on Derivatives on liabilities measured at fair value  Gain
Interest expense —

Deposits $(5,321) $ 8,69¢ $3,37¢ $62,85¢ $(54,199) $8,657
Interest expense —

Notes payable

and Other

Borrowings (19¢9) (3,22)) (3,420 392 4,16t 4,557

A summary of interest rate swaps as of Decer@be2009 and 2008 follows:

As of As of
December 31 December 31
2009 2008

(Dollars in thousands)
Pay fixed/receive floating

Notional amoun $79,567 $ 81,57t
Weightec-average receive rate at period ¢ 2.15% 3.21%
Weightec-average pay rate at period € 6.52% 6.75%

Floating rates range from 167 to 252 basis poinés &month LIBOR

Receive fixed/pay floating (generally used to ecuiwally hedge fixed-rate brokered CDs and notes

payable):

Notional amoun = $1,103,24
Weightec-average receive rate at period ¢ 0.0(% 5.3(%
Weightec-average pay rate at period € 0.0(% 3.0%
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The changes in notional amount of interest ratgpsveaitstanding during the years ended Decemb&08B and 2008 follows:

Notional Amount
(In thousands
Pay-fixed and receiv-floating swaps

Balance as of December 31, 20( $ 82,93:
Cancelled and matured contra (1,35%)
New contract: —
Balance as of December 31, 20( 81,57
Cancelled and matured contra (2,009
New contract: —
Balance as of December 31, 20( $ 79,56

Receiv+fixed and pay floating swap

Balance as of December 31, 20( $ 4,161,54
Cancelled and matured contra (3,426,51)
New contract: 368,22:
Balance as of December 31, 20( 1,103,24.
Cancelled and matured contra (1,103,24,)
New contract: —
Balance as of December 31, 20( $ —

During the first half of 2009, all of the $billion of interest rate swaps that economicakylped brokered CDs that were outstanding as of
December 31, 2008 were called by the counterpariasly due to lower levels of 3-month LIBOR. Fmlling the cancellation of the interest
rate swaps, the Corporation exercised its calbopbn the approximately $1.1 billion swapped-taflng brokered CDs. The Corporation
recorded a net loss of $3.5 million as a resuthefe transactions resulting from the reversaheftumulative mark-to-market valuation of the
swaps and the brokered CDs called.

As of December 31, 2009, the Corporation hesntered into any derivative instrument contajrénedit-risk-related contingent features.
Credit and Market Risk of Derivatives

The Corporation uses derivative instrumentsiémage interest rate risk. By using derivativérimaents, the Corporation is exposed to credit
and market risk. If the counterparty fails to pemfio credit risk is equal to the extent of the Cogtion’s fair value gain in the derivative. When
the fair value of a derivative instrument contriggbositive, this generally indicates that the degparty owes the Corporation and, therefore,
creates a credit risk for the Corporation. Whenfétievalue of a derivative instrument contrachégative, the Corporation owes the counterf
and, therefore, it has no credit risk. The Corporaminimizes the credit risk in derivative instrants by entering into transactions with
reputable broker dealers (financial institutiorigttare reviewed periodically by the Corporatiddanagement’s Investment and Asset Liability
Committee (MIALCO) and by the Board of DirectorhelCorporation also maintains a policy of requitiihgt all derivative instrument contra
be governed by an International Swaps and Derigativssociation Master Agreement, which includesoaipion for netting; most of the
Corporation’s agreements with derivative counteipalinclude bilateral collateral arrangements. Bitateral collateral arrangement permits the
counterparties to perform margin calls in the farfwash or securities in the event that the fairkeiavalue of the derivative favors either
counterparty. The book value and aggregate maedaewof securities pledged as collateral for irgerate swaps as of December 31, 2008 was
$52.5 million and $54.2 million, respectively (2088 $93.2 million and $91.7 million, respectivelifhe Corporation has a policy of
diversifying derivatives counterparties to reduoe tisk that any counterparty will default.

The Corporation has credit risk of $5.9 milli2008 — 8.0 million) related to derivative instruments wjthsitive fair values. The credit ri
does not consider the value of any collateral &edeffects of legally enforceable master nettingagents. There was a loss of approximately
$1.4 million, related to a counterparty that faitecay a scheduled net cash settlement in 200& @ Note 31 for additional information).
There were no credit losses associated with déravaistruments recognized in 2009 or 2007. As e€&@nber 31, 2009, the Corporation had a
total net interest settlement payable of $0.3 omll{2008 — net interest settlement receivable of $illion) related to the swap transactions.
The net settlements receivable and net settlenpaytsble on interest
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rate swaps are included as part of “Other Assatd™Accounts payable and other liabilities”, respesly, on the Consolidated Statements of
Financial Condition.

Market risk is the adverse effect that a cleaingnterest rates or implied volatility rates lwasthe value of a financial instrument. The
Corporation manages the market risk associatedintighest rate contracts by establishing and mangdimits as to the types and degree of
that may be undertaken.

The Corporation’s derivative activities arenttored by the MIALCO as part of its risk-managerneversight of the Corporation’s treasury
functions.

Note 33 — Segment Information

Based upon the Corporation’s organizationaicstire and the information provided to the Chigé&utive Officer of the Corporation and, to a
lesser extent, the Board of Directors, the opegatggments are driven primarily by the Corporasdinies of business for its operations in Pu
Rico, the Corporation’s principal market, and bypgephic areas for its operations outside of PuRito. As of December 31, 2009, the
Corporation had six reportable segments: CommeacidlCorporate Banking; Mortgage Banking; ConsufRetail) Banking; Treasury and
Investments; United States operations and Virdamtis operations. Management determined the rdpgersegments based on the internal
reporting used to evaluate performance and to asgeasre to allocate resources. Other factors ssitheaCorporation’s organizational chart,
nature of the products, distribution channels dedeconomic characteristics of the products wese @dnsidered in the determination of the
reportable segments.

Starting in the fourth quarter of 2009, the@wation has realigned its reporting segmentsttebreflect how it views and manages its
business. Two additional operating segments werated to evaluate the operations conducted by éneoation, outside of Puerto Rico.
Operations conducted in the United States andarvilgin Islands are now individually evaluatedsaparate operating segments. This
realignment in the segment reporting essentiaflgets the effect of restructuring initiatives, inding the merger of FirstBank Florida operati
with and into FirstBank, and will allow the Corptiom to better present the results from its grofettus. Prior to the third quarter of 2009, the
operating segments were driven primarily by thepBoation’s legal entities. FirstBank operationsdawcted in the Virgin Islands and through its
loan production office in Miami, Florida were rafted in the Corporation’s then four reportable segts (Commercial and Corporate Banking;
Mortgage Banking; Consumer (Retail) Banking; Tregsind Investments) while the operations condubteBirstBank Florida were reported as
part of a category named “Other”. In the third deaof 2009, as a result of the aforementioned erete operations of FirstBank Florida were
reported as part of the four reportable segmeitts.change in the fourth quarter reflected a furtbelignment of the organizational structure as
a result of management changes. Prior period aradavte been reclassified to conform to currenogepresentation. These changes did not
have an impact on the previously reported constaidieesults of the Corporation.

The Commercial and Corporate Banking segmemsists of the Corporation’s lending and other ises/for large customers represented by
specialized and middle-market clients and the pusictor. The Commercial and Corporate Banking segoffers commercial loans, including
commercial real estate and construction loansoémer products such as cash management and busiaesgiement services. The Mortgage
Banking segment’s operations consist of the ortipma sale and servicing of a variety of residdntiartgage loans. The Mortgage Banking
segment also acquires and sells mortgages in tomdary markets. In addition, the Mortgage Banldgagment includes mortgage loans
purchased from other local banks and mortgage ankbe Consumer (Retail) Banking segment conefdtise Corporation’s consumer lending
and deposit-taking activities conducted mainly tigio its branch network and loan centers. The Trgamd Investments segment is responsible
for the Corporation’s investment portfolio and 8egy functions executed to manage and enhancealifguihis segment lends funds to the
Commercial and Corporate Banking, Mortgage Bankind Consumer (Retail) Banking segments to finahee tending activities and borrows
from those segments. The Consumer (Retail) Bans@ggnent also lends funds to other segments. Téeestitrates charged or credited by
Treasury and Investments and the Consumer (R8ailking segments are allocated based on markeat rEte difference between the allocated
interest income or expense and the Corporatiortisahoet interest income from centralized managémefunding costs is reported in the
Treasury and Investments segment. The United Stastions segment consists of all banking a@witonducted by FirstBank in the United
States mainland, including commercial and retailkirag
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services. The Virgin Islands operations segmensistsof all banking activities conducted by theforation in the U.S. and British Virgin
Islands, including commercial and retail banking/eees and insurance activities.

The accounting policies of the segments azestime as those described in Note 1 — “Nature efridgs and Summary of Significant
Accounting Policies”.

The Corporation evaluates the performancé@segments based on net interest income, theagstirprovision for loan and lease losses,
non-interest income and direct non-interest experBige segments are also evaluated based on tregawelume of their interestarning asse
less the allowance for loan and lease losses.

The following table presents information abth# reportable segments (in thousands):

Mortgage Consumer Commercial anc Treasury and United States Virgin Islands
(In thousands Banking (Retail) Banking Corporate Investments Operations Operations Total
For the year ended
December 31, 2009:
Interest income $ 156,72¢ $ 210,10: $ 239,39¢ $ 25194¢ $ 6793 $ 70,45¢ $ 996,57:
Net (charge) credit for
transfer of fund: (117,480 20E (59,080) 176,36: — — —
Interest expens (60,66°) — (342,16)) (65,36() (9,350 (477,537)
Net interest incom 39,24 149,64t 180,31¢ 86,14¢ 2,57¢ 61,10¢ 519,04:
Provision for loan and lease
losses (29,71 (62,457 (273,82) — (188,65) (25,21 (579,859
Non-interest incom 8,497 32,00: 5,69¢ 84,36¢ 1,46( 10,24( 142,26¢
Direct nor-interest expense (32,319 (98,267) (41,94%) (7,416 (37,709 (45,364) (263,009
Segment (loss) inconr $ (14,29) $ 20,92¢ $ (129,750 $ 163,100 $ (222,31) $ 774 $ (181,56)
Average earnings asst $2,654,50. $ 2,109,60. $ 5,974,95 $5,831,07¢ $1,449,87¢ $ 996,50¢ $19,016,52
For the year ended
December 31, 2008:
Interest incom $ 156,57° $ 22547: % 287,70¢ $ 288,060 $ 9504: $ 74,03 $ 1,126,89
Net (charge) credit for
transfer of fund: (119,25 3,57¢ (175,45 291,13¢ — — —
Interest expens — (63,007) — (455,807) (66,204 (14,009 (599,016
Net interest incom 37,32( 166,04t 112,25 123,39¢ 28,83¢ 60,02: 527,88
Provision for loan and lease
losses (8,997) (80,50¢) (35,509 — (53,406 (12,535 (190,949
Non-interest income (los 2,667 35,53: 4,591 25,577 (3,570 9,841 74,64
Direct nor-interest expense (22,707) (99,23) (24,467 (6,713 (34,23¢6) (48,10%) (235,45¢)

Segment income (los $ 828 $ 21,83¢ $ 56,87« $ 142,26 $ (62,379 $ 9,23C $ 176,12

Average earnings asst $2,492,56f $ 2,18588 $ 5,086,78 $5,583,18 $1,51541i $ 942,05. $17,805,89

For the year ended
December 31, 2007

Interest incom $ 133,06¢ $ 238,87: % 335,62 $ 284,15 $ 121,897 $ 75,62 $ 1,189,24
Net (charge) credit for

transfer of fund: (105,459 (794) (230,77°) 370,45 (33,42) — —
Interest expens — (63,807 — (608,119 (49,739 (16,577) (738,23)
Net interest incom 27,60¢ 174,27. 104,84 46,481 38,74 59,05% 451,01¢
Provision for loan and lease

losses (1,649 (73,799 (12,46%) — (30,179 (2,529 (120,610
Non-interest income (los¢ 2,12¢ 32,52¢ 3,731 (2,167 1,167 12,18¢ 49,58
Net gain on partial

extinguishment and

recharacterization of

secured commercial loa

to a local financial

institution — — 2,497 — — — 2,497
Direct nor-interest expense (20,890 (95,169 (20,05¢6) (7,842 (21,849 (42,407 (208,217

Segment income (los $ 7,200 $ 37,83 % 7856, $ 36,48 $ (12,11) $ 26,30¢ $ 174,27

Average earnings asst $2,140,64 $ 2,207,44 $ 4,363,14 $5,400,64i $1,561,020 $ 89543: $16,568,35
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The following table presents a reconciliatafrthe reportable segment financial informationite consolidated totals:

Year Ended December 31

2009 2008 2007
(In thousands)
Net (loss) income
Total (loss) income for segments and of $ (181,56) $ 176,12( $ 174,27
Other Income — — 15,07¢
Other operating expens (89,097) (97,915 (99,63))
Income before income tax (270,652 78,20¢ 89,71¢
Income tax (expense) bene (4,539 31,73: (21,587)
Total consolidated net (loss) incol $ (275,18) $ 109,93 $ 68,13¢
Average assets
Total average earning assets for segm $19,016,52 $17,805,89. $16,568,35.
Average no-earning asse! 790,70: 702,06¢ 645,85:
Total consolidated average ass $19,807,22 $18,507,95! $17,214,20

The following table presents revenues andcgstliebalance sheet data by geography based ooddu#ohn in which the transaction is

originated:
2009 2008 2007
(In thousands)
Revenues:
Puerto Ricc® $ 988,74 $ 1,026,18: $ 1,045,522
United State: 69,39¢ 91,47: 123,06
Virgin Islands 80,69¢ 83,87¢ 87,81¢
Total consolidated revenu $ 1,138,83: $ 1,201,541 $ 1,256,40:
Selected Balance Sheet Informatior
Total assets
Puerto Ricc $16,843,76 $16,824,16 $14,633,21
United State! 1,716,69 1,619,28! 1,540,80i
Virgin Islands 1,067,98 1,047,82 1,012,901
Loans:
Puerto Ricc $11,614,86 $10,601,48 $ 9,413,111
United State! 1,275,86! 1,484,01. 1,448,61:
Virgin Islands 1,058,49: 1,002,79: 938,01
Deposits:
Puerto Ricc $10,497,64 $10,746,68 $ 8,776,87
United State: 1,252,97 1,243,75. 1,239,91:
Virgin Islands 918,42 1,066,98: 1,017,73

(1) For 2007, Revenues of Puerto Rico operatiociade $15.1 million related to reimbursement xfi@enses, mainly from insurance carriers,

related to a class action lawsuit settled in 2(
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Note 34 — Litigations

As of December 31, 2009, First BanCorp andutssidiaries were defendants in various legalgedings arising in the ordinary course of
business. Management believes that the final dispo®of these matters will not have a materiale@de effect on the Corporation’s financial

position or results of operations.

Note 35 — First BanCorp (Holding Company Only) Financial Information

The following condensed financial informatipresents the financial position of the Holding Camp only as of December 31, 2009 and

2008, and the results of its operations and castsffor the years ended on December 31, 2009, 2002007.

Statements of Financial Condition

Assets

Cash and due from ban

Money market investmen

Investment securities available for sale, at mal
Equity investment

Other investment securitit

Investment in First Bank Puerto Rico, at eqt

Investment in First Bank Insurance Agency, at gg

Investment in Ponce General Corporation, at ec

Investment in PR Finance, at eqL

Investment in FBP Statutory Trus

Investment in FBP Statutory Trust

Other asset

Total asset

Liabilities & Stockholders’ Equity

Liabilities:

Other borrowing

Accounts payable and other liabiliti
Total liabilities

Stockholder’ equity
Total liabilities and stockholde’ equity
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As of December 31

2009 2008
(In thousands

$ 55,42¢ $ 58,07t
30C 30C
308 66¢
1,55( 1,55(
1,754,21° 1,574,941
6,70¢ 5,64(
— 123,36°
3,03¢ 2,78¢
3,09: 3,09:
3,86¢ 3,86¢
3,19/ 6,59¢
$1,831,69: $1,780,88!
$ 231,95¢ $ 231,91
66¢ 854
232,62¢ 232,76¢
1,599,06: 1,548,11
$1,831,69. $1,780,88!
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Statements of (Loss) Income

Year Ended December 31

2009
Income:
Interest income on investment securi $ —
Interest income on other investme 38
Interest income on loat —
Dividend from First Bank Puerto Ric 46,56:
Dividend from other subsidiarie 1,00
Other income 49€
48,09¢
Expense:
Notes payable and other borrowir 8,31¢
Interest on funding to subsidiari —
(Recovery) provision for loan loss —
Other operating expens 2,69¢
11,01:
Net loss on investments and impairme (389)
Net loss on partial extinguishment and recharazaéion of secured commercial loans 1
local financial institutior —
Income before income taxes and equity in undistribied (losses) earnings of subsidiarit 36,69t
Income tax provisiol (6)
Equity in undistributed (losses) earnings of subsieries (311,876
Net (loss) income (275,18)
Other comprehensive (loss) income, net of (30,896
Comprehensive (loss) incor $(306,087)
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2008
(In thousands)

$ 727
1,14¢

81,85
4,00(
40¢
88,13!

13,947
55C

(1,399
1,961
15,06(

(1,822

71,24%

(549
39,23

109,93

82,65¢
$192,59(

2007
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Statements of Cash Flows
Year Ended December 31

2009 2008 2007
(In thousands;

Cash flows from operating activitie

Net (loss) incomi $(275,187) $ 109,93 $ 68,13¢
Adjustments to reconcile net (loss) income to @ethcprovided by operating activitie
(Recovery) provision for loan loss — (1,399 1,30(C
Deferred income tax provisic 3 543 1,714
Stocl-based compensation recogni: 71 7 —
Equity in undistributed losses (earnings) of suiasies 311,87¢ (39,239 (18,456
Net loss on sale of investment securi — 733
Loss on impairment of investment securi 38¢€ 1,82¢ 5,91(
Net loss on partial extinguishment and recharazdéicon of secured commercial loans to
a local financial institutiol — — 1,20%
Accretion of discount on investment securil — (39) (297
Net decrease (increase) in other as 3,39¢ (3,547 52,51¢
Net (decrease) increase in other liabilit (144) 24E (72,639
Total adjustment 315,59! (41,587) (27,913)
Net cash provided by operating activit 40,40¢ 68,35( 40,22:

Cash flows from investing activitie
Capital contribution to subsidiari (400,000 (37,78¢) —

Principal collected on loar 3,99 1,622
Purchases of securities available for ¢ — — —
Sales, principal repayments and maturity of avégldbr-sale and held-to-maturity
securities — 1,58 11,40:
Other investing activitie — — 437
Net cash (used in) provided by investing activi (400,000 (32,209 13,46:
Cash flows from financing activitie
Proceeds from purchased funds and other -term borrowings — — —
Repayments of purchased funds and other -term borrowings — (1,450 (5,800
Issuance of common sto — — 91,92«
Exercise of stock optior — 5¢ —
Issuance of preferred sto 400,00( — —
Cash dividends pai (43,06¢) (66,187 (64,88.)
Other financing activitie 8 — —
Net cash provided by (used in) financing activi 356,94 (67,57¢) 21,24
Net (decrease) increase in cash and cash equis (2,652 (31,437 74,92¢
Cash and cash equivalents at the beginning ofehe 58,37t 89,817 14,88¢
Cash and cash equivalents at the end of the $ 55,72 $ 58,37t $ 89,81:
Cash and cash equivalents inclu
Cash and due form ban 55,42 58,07 43,51¢
Money market investmen 30C 30C 46,29:
$ 55,72 $ 58,37t $ 89,81:
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EXHIBIT 10.6

AMENDMENT NO. 2 TO EMPLOYMENT AGREEMENT

This AMENDMENT NO. 2 TO EMPLOYMENT AGREEMENT (this “ Amendment”), is entered into and is effective as of Octobéy
2009, by and between, on the one h&BST BANCORP (the “Corporation "), a corporation organized under the laws of the Conwalth
of Puerto Rico (the Commonwealth”), and FIRSTBANK PUERTO RICO (the “Bank "), a banking institution organized under the laxfis
the Commonwealth that is a wholly-owned subsid@trthe Corporation, and, on the other hand, Aur&leman (the “Executive”), President
and Chief Executive Officer of the Corporation.

Recitals

WHEREAS , the Corporation and the Executive entered intertain Employment Agreement dated as of Februdyy1 298 (the *
Employment Agreement”), pursuant to which the Corporation and the Begtkined the professional services of the Execusiubject to the
terms and conditions set forth therein;

WHEREAS , the Corporation has entered into agreementstivtt).S. Department of the Treasury (thEréasury ”) under which the
Corporation issued preferred share®féferred Shares”) and other securities to the Treasury (tHEARP Investment”) as part of the
Troubled Assets Relief Program Capital Purchasgraro (“CPP ") established under the Emergency Economic Statibn Act of 2008 (“
EESA™), as amended by the America Reinvestment and Yegdct of 2009 ("ARRA 7);

WHEREAS , EESA and ARRA impose certain restrictions on empient agreements, severance, bonus and incewtimpensation, stock
awards, and other compensation and benefit plashgimangements (thePlans”) maintained by the Corporation, the Bank and pthe
subsidiaries of the Corporation and requires thehsestrictions remain in place for so long asTteasury holds any debt or equity securities
issued by the Corporation.

WHEREAS , the parties hereto wish to amend the terms oEthployment Agreement in the manner set forth belowerder to assure
compliance with EESA and ARRA restrictions.

NOW THEREFORE , in consideration of the premises herein contaiaed for other good and valuable consideratioa réiteipt and
sufficiency of which are hereby acknowledged, theips hereto, each intending to be legally bousrelhy, agree as follows:

1. Definitions . All capitalized terms used but not otherwise defiherein shall have the meanings ascribed to ®ratstin the
Employment Agreement; provided, however, that fbparposes the term “Corporation”, whenever uéitizn the Employment Agreement, shall
include the Bank, its affiliates, and any otherssdiaries of the Corporation, irrespective of tieatext of which such term is utilized.

2. Particular Amendments to the Employment Agreemehn. The Employment Agreement is hereby amended asifsilo

The parties hereby agree that all Plencdiding the Employment Agreement, providing béiseb Executive shall be construed and
interpreted at all times that the Treasury mairgtany debt or equity investment in the Corporaiitoa manner consistent with EESA and
ARRA, and all such Plans shall be deemed to haga be




amended as determined by the Corporation so asmplg with the restrictions imposed by EESA and ARRIotwithstanding any other terms
of this Amendment or any other Plan providing béaeb Executive, to the extent that any provisidthis Amendment, the Employment
Agreement or any other Plan is determined by thep@ation, to be subject to and not in compliané EESA and ARRA, including the
timing, amount or entitlement of Executive to amyment of severance, bonus or any other amourdh,govisions shall be interpreted and
deemed to have been amended to comply with thesteflEESA, ARRA and the rules and regulations thieder. The above will not be
applicable to any compensation, bonus or amoubgtpaid in accordance with the Employment Agreertteattis permitted under EESA, AR}
or their Regulations. The parties hereto furtheeaghat (i) Executive shall at no time be entitiedeceive any compensation based upon
incentives that encourage Executive to take unsecg®nd excessive risks on behalf of Bank or th@ration; (ii) the Bank shall recover frc
Executive any bonus or incentive compensation fmakeixecutive based on statements of earnings, gairaher criteria that are later proven to
be materially inaccurate; (iii) the limitations imged herein shall apply during the period thafTtteasury holds the TARP Investment in the
Corporation pursuant to the provision of Sectiof (i) of EESA; accordingly upon the repayment of TA&RP Investment the provisions of the
Employment Agreement shall revert to its origireahts and conditions.

3. Effectiveness This Amendment embodies the entire agreement battireeparties and supersedes Amendment No. 1 tddgmpnt
Agreement executed on January 15, 2009 or any atheprior agreements or understanding betweepahees in connection with the subject
matter hereof and the amendments contemplatedyhdEgbept as expressly amended herein, the Employgreement shall continue to be
and shall remain in full force and effect in acamde with its terms; and, in such connection, litdeeby acknowledged and agreed to by the
parties hereto that this Amendment is not intertdezhuse an extinctive novation of the terms amlitmns of, and the obligations of the
respective parties under, the Employment Agreement.

4. Waiver . Except as expressly amended herein, the execuatidinery, and effectiveness of this Amendment shatloperate as a wai\
of any right, power, or remedy of the parties t® Bmployment Agreement nor constitute a waivemyf grovision of the Employment
Agreement.

5. Governing Law . This Amendment shall be governed by and constmiedc¢ordance with the laws of the Commonwealth.

6. Counterparts . This Amendment may be executed in any number oftesparts and by different parties hereto in separa
counterparts, each of which when so executed bealleemed to be an original and all of which takegether shall constitute but one and the
same document. Delivery of an executed countegdarisignature page to this Amendment by telecagiall be as effective as delivery of a
manually executed counterpart of this Amendment.

7. Severability. Any provision of this Amendment which is prohibitachenforceable or not authorized in any jurisdictshall, as to suc
jurisdiction, be ineffective to the extent of symiohibition, unenforceability or n-authorization, without invalidating the remainipgpvisions
hereof or affecting the validity, enforceability legality of such provision in any other jurisdaoti
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IN WITNESS WHEREOF , the parties hereto have executed and deliverethused this Amendment to be duly executed arideded by
their respective officers thereunto as of the fiaseabove written.

FIRST BANCORP

By: /s/ Lawrence Ode

Name |awrence Odel
Title: Executive Vice President and General Cou

FIRSTBANK PUERTO RICO

By: /s/ Aurelio Alemar

Name Aurelio Aleman
Title: President and Chief Executive Offic




EXHIBIT 10.9

AMENDMENT NO. 2 TO EMPLOYMENT AGREEMENT

This AMENDMENT NO. 2 TO EMPLOYMENT AGREEMENT (this “ Amendment”), is entered into and is effective as of Octobéy
2009, by and between, on the one h&BST BANCORP (the “Corporation "), a corporation organized under the laws of the Conwalth
of Puerto Rico (the Commonwealth”), and FIRSTBANK PUERTO RICO (the “Bank "), a banking institution organized under the laxfis
the Commonwealth that is a wholly-owned subsid@frthe Corporation, and, on the other hand, RaondRifera (the ‘Executive”), Executive
Vice President of the Corporation.

Recitals

WHEREAS , the Corporation and the Executive entered intertain Employment Agreement dated as of May 2681(¢he “Employment
Agreement”), pursuant to which the Corporation and the Begtkined the professional services of the Execusiubject to the terms and
conditions set forth therein;

WHEREAS , the Corporation has entered into agreementstivtt).S. Department of the Treasury (thEréasury ”) under which the
Corporation issued preferred share®féferred Shares”) and other securities to the Treasury (tHEARP Investment”) as part of the
Troubled Assets Relief Program Capital Purchasgraro (“CPP ") established under the Emergency Economic Stadtibn Act of 2008 (“
EESA™"), as amended by the America Reinvestment and Yegdct of 2009 ("ARRA 7);

WHEREAS , EESA and ARRA impose certain restrictions on empient agreements, severance, bonus and incewtimpensation, stock
awards, and other compensation and benefit plashgimangements (thePlans”) maintained by the Corporation, the Bank and pthe
subsidiaries of the Corporation and requires thehsestrictions remain in place for so long asTteasury holds any debt or equity securities
issued by the Corporation.

WHEREAS , the parties hereto wish to amend the terms oEthployment Agreement in the manner set forth belowerder to assure
compliance with EESA and ARRA restrictions.

NOW THEREFORE , in consideration of the premises herein contaiaed for other good and valuable consideratios réiteipt and
sufficiency of which are hereby acknowledged, theips hereto, each intending to be legally bousrely, agree as follows:

1. Definitions . All capitalized terms used but not otherwise defiherein shall have the meanings ascribed to sratstin the
Employment Agreement; provided, however, that fbparposes the term “Corporation”, whenever uéitizn the Employment Agreement, shall
include the Bank, its affiliates, and any otherssdiaries of the Corporation, irrespective of tieatext of which such term is utilized.

2. Particular Amendments to the Employment Agreemehn. The Employment Agreement is hereby amended asifsilo

The parties hereby agree that all Plencdiding the Employment Agreement, providing béiseb Executive shall be construed and
interpreted at all times that the Treasury mairgtany debt or equity investment in the Corporaiitoa manner consistent with EESA and
ARRA, and all such Plans shall be deemed to haga be




amended as determined by the Corporation so asmplg with the restrictions imposed by EESA and ARRIotwithstanding any other terms
of this Amendment or any other Plan providing béaeb Executive, to the extent that any provisidthis Amendment, the Employment
Agreement or any other Plan is determined by thep@ation, to be subject to and not in compliané EESA and ARRA, including the
timing, amount or entitlement of Executive to amyment of severance, bonus or any other amourdh,govisions shall be interpreted and
deemed to have been amended to comply with thesteflEESA, ARRA and the rules and regulations thieder. The above will not be
applicable to any compensation, bonus or amoubgtpaid in accordance with the Employment Agreertteattis permitted under EESA, AR}
or their Regulations. The parties hereto furtheeaghat (i) Executive shall at no time be entitiedeceive any compensation based upon
incentives that encourage Executive to take unsecg®nd excessive risks on behalf of Bank or th@ration; (ii) the Bank shall recover frc
Executive any bonus or incentive compensation fmakeixecutive based on statements of earnings, gairaher criteria that are later proven to
be materially inaccurate; (iii) the limitations imged herein shall apply during the period thafTtteasury holds the TARP Investment in the
Corporation pursuant to the provision of Sectiof (i) of EESA; accordingly upon the repayment of TA&RP Investment the provisions of the
Employment Agreement shall revert to its origireahts and conditions.

3. Effectiveness This Amendment embodies the entire agreement battireeparties and supersedes Amendment No. 1 tddgmpnt
Agreement executed on January 15, 2009 or any atheprior agreements or understanding betweepahees in connection with the subject
matter hereof and the amendments contemplatedyhdEgbept as expressly amended herein, the Employgreement shall continue to be
and shall remain in full force and effect in acamde with its terms; and, in such connection, litdeeby acknowledged and agreed to by the
parties hereto that this Amendment is not intertdezhuse an extinctive novation of the terms amlitmns of, and the obligations of the
respective parties under, the Employment Agreement.

4. Waiver . Except as expressly amended herein, the execuatidinery, and effectiveness of this Amendment shatloperate as a wai\
of any right, power, or remedy of the parties t® Bmployment Agreement nor constitute a waivemyf grovision of the Employment
Agreement.

5. Governing Law . This Amendment shall be governed by and constmiedc¢ordance with the laws of the Commonwealth.

6. Counterparts . This Amendment may be executed in any number oftesparts and by different parties hereto in separa
counterparts, each of which when so executed bealleemed to be an original and all of which takegether shall constitute but one and the
same document. Delivery of an executed countegdarisignature page to this Amendment by telecagiall be as effective as delivery of a
manually executed counterpart of this Amendment.

7. Severability. Any provision of this Amendment which is prohibitachenforceable or not authorized in any jurisdictshall, as to suc
jurisdiction, be ineffective to the extent of symiohibition, unenforceability or n-authorization, without invalidating the remainipgpvisions
hereof or affecting the validity, enforceability legality of such provision in any other jurisdaoti
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IN WITNESS WHEREOF , the parties hereto have executed and deliverethused this Amendment to be duly executed arideded by
their respective officers thereunto as of the fiaseabove written.

FIRST BANCORP

By: /s/ Aurelio Alemar

Name Aurelio Aleméan
Title: President and Chief Executive Offic

FIRSTBANK PUERTO RICO

By: /s/ Randolfo Riveri

Name Randolfo Rivere
Title: Executive Vice Presidel




EXHIBIT 10.13

AMENDMENT NO. 3 TO EMPLOYMENT AGREEMENT

This AMENDMENT NO. 3 TO EMPLOYMENT AGREEMENT (this “ Amendment”), is entered into and is effective as of Octobeéy
2009, by and between, on the one h&BST BANCORP (the “Corporation "), a corporation organized under the laws of the Conwalth
of Puerto Rico (the Commonwealth”), and FIRSTBANK PUERTO RICO (the “Bank "), a banking institution organized under the laxfis
the Commonwealth that is a wholly-owned subsid@frthe Corporation, and, on the other hand, Lawedddell (the “Executive”), Executive
Vice President of the Corporation.

Recitals

WHEREAS , the Corporation and the Executive entered intertain Employment Agreement dated as of Febru&y®Q06 (the *
Employment Agreement”), pursuant to which the Corporation and the Begtkined the professional services of the Execusiubject to the
terms and conditions set forth therein;

WHEREAS , the Corporation has entered into agreementstivtt).S. Department of the Treasury (thEréasury ") under which the
Corporation issued preferred share®féferred Shares”) and other securities to the Treasury (tiHBARP Investment”) as part of the
Troubled Assets Relief Program Capital Purchasgraro (“CPP ") established under the Emergency Economic Stadtibn Act of 2008 (“
EESA™"), as amended by the America Reinvestment and Yegdct of 2009 ("ARRA 7);

WHEREAS , EESA and ARRA impose certain restrictions on empient agreements, severance, bonus and incewtimpensation, stock
awards, and other compensation and benefit plashgimangements (thePlans”) maintained by the Corporation, the Bank and pthe
subsidiaries of the Corporation and requires thehsestrictions remain in place for so long asTteasury holds any debt or equity securities
issued by the Corporation.

WHEREAS , the parties hereto wish to amend the terms oEthployment Agreement in the manner set forth belowerder to assure
compliance with EESA and ARRA restrictions.

NOW THEREFORE , in consideration of the premises herein contaiaed for other good and valuable consideratios réiteipt and
sufficiency of which are hereby acknowledged, theips hereto, each intending to be legally bousrely, agree as follows:

1. Definitions . All capitalized terms used but not otherwise defiherein shall have the meanings ascribed to sratstin the
Employment Agreement; provided, however, that fbparposes the term “Corporation”, whenever uéitizn the Employment Agreement, shall
include the Bank, its affiliates, and any otherssdiaries of the Corporation, irrespective of tieatext of which such term is utilized.

2. Particular Amendments to the Employment Agreemehn. The Employment Agreement is hereby amended asifsilo

The parties hereby agree that all Plencdiding the Employment Agreement, providing béiseb Executive shall be construed and
interpreted at all times that the Treasury mairgtany debt or equity investment in the Corporaiitoa manner consistent with EESA and
ARRA, and all such Plans shall be deemed to haga be




amended as determined by the Corporation so asmplg with the restrictions imposed by EESA and ARRIotwithstanding any other terms
of this Amendment or any other Plan providing béaeb Executive, to the extent that any provisidthis Amendment, the Employment
Agreement or any other Plan is determined by thep@ation, to be subject to and not in compliané EESA and ARRA, including the
timing, amount or entitlement of Executive to amyment of severance, bonus or any other amourdh,govisions shall be interpreted and
deemed to have been amended to comply with thesteflEESA, ARRA and the rules and regulations thieder. The above will not be
applicable to any compensation, bonus or amoubgtpaid in accordance with the Employment Agreertteattis permitted under EESA, AR}
or their Regulations. The parties hereto furtheeaghat (i) Executive shall at no time be entitiedeceive any compensation based upon
incentives that encourage Executive to take unsecg®nd excessive risks on behalf of Bank or th@ration; (ii) the Bank shall recover frc
Executive any bonus or incentive compensation fmakeixecutive based on statements of earnings, gairaher criteria that are later proven to
be materially inaccurate; (iii) the limitations imged herein under paragraph (b) shall apply duhegeriod that the Treasury holds the TARP
Investment in the Corporation pursuant to the miowi of Section 101(a) of EESA; accordingly upoa tépayment of the TARP Investment the
provisions of the Employment Agreement shall reteiits original terms and conditions.

3. Effectiveness This Amendment embodies the entire agreement battireeparties and supersedes Amendment No. 2 tddgmpnt
Agreement executed on January 15, 2009 or any atheprior agreements or understanding betweepahees in connection with the subject
matter hereof and the amendments contemplatedyhdEgbept as expressly amended herein, the Employgreement shall continue to be
and shall remain in full force and effect in acamde with its terms; and, in such connection, litdeeby acknowledged and agreed to by the
parties hereto that this Amendment is not intertdezhuse an extinctive novation of the terms amlitmns of, and the obligations of the
respective parties under, the Employment Agreement.

4. Waiver . Except as expressly amended herein, the execuatidinery, and effectiveness of this Amendment shatloperate as a wai\
of any right, power, or remedy of the parties t® Bmployment Agreement nor constitute a waivemyf grovision of the Employment
Agreement.

5. Governing Law . This Amendment shall be governed by and constmiedc¢ordance with the laws of the Commonwealth.

6. Counterparts . This Amendment may be executed in any number oftesparts and by different parties hereto in separa
counterparts, each of which when so executed bealleemed to be an original and all of which takegether shall constitute but one and the
same document. Delivery of an executed countegdarisignature page to this Amendment by telecagiall be as effective as delivery of a
manually executed counterpart of this Amendment.

7. Severability. Any provision of this Amendment which is prohibitachenforceable or not authorized in any jurisdictshall, as to suc
jurisdiction, be ineffective to the extent of symiohibition, unenforceability or n-authorization, without invalidating the remainipgpvisions
hereof or affecting the validity, enforceability legality of such provision in any other jurisdaoti
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IN WITNESS WHEREOF , the parties hereto have executed and deliverethused this Amendment to be duly executed arideded by
their respective officers thereunto as of the fiaseabove written.

FIRST BANCORP

By: /s/ Aurelio Alemar

Name Aurelio Aleméan
Title: President and Chief Executive Offic

FIRSTBANK PUERTO RICO

By: /s/ Lawrence Ode

Name Lawrence Odel
Title: Executive Vice President and General Cou




EXHIBIT 10.17

AMENDMENT NO. 2 TO SERVICES AGREEMENT

ThisSAMENDMENT NO. 2 TO SERVICES AGREEMENT (this “ Amendment”), is entered into and is effective as of Janu2gy
2010, by and between, on the one h&BST BANCORP (* FirstBank "), a corporation organized under the laws of tleenthonwealth of
Puerto Rico (the Commonwealth”), and, on the other hanMJARTINEZ ODELL & CALABRIA (the “Contractor "), a Puerto Rico law
firm.

Recitals

WHEREAS , FirstBank and the Contractor entered into a ce&arvices Agreement dated as of February 15, 20@6° Services
Agreement”), pursuant to which FirstBank retained the prefesal legal services of the Contractor, subje¢h®terms and conditions set forth
therein;

WHEREAS , for purposes of clarity of understanding the 8&mw Agreement was subsequently amended on Fel24a®006 (the “
First Amendment ”); and

WHEREAS , the term of the Services Agreement expires Feprid, 2010 and the parties hereto which to amkadervices
Agreement for purposes extending its term for adeiiteonal year through February 14, 2011 in the nearset forth below; and

NOW THEREFORE , in consideration of the premises herein contaiaed for other good and valuable consideratiom réteipt and
sufficiency of which are hereby acknowledged, theips hereto, each intending to be legally bousrely, agree as follows:

1. Definitions . The recitals to this Amendment shall be deemedtim fan integral part hereof for all purposes. Alpitalized terms used
but not otherwise defined herein shall have thenimegs ascribed to such terms in the Services Agea¢ém

2. Particular Amendments to the Services AgreementSection 2 of the Services Agreement is amendedIiasvk:

(a) The parties hereto agree to exteaddaim of the Services Agreement from February2040 until February 14, 2011 unless earlier
terminated in accordance with the provision of Bect of the Services Agreement.

3. Effectiveness Except as expressly amended herein, the ServiceseAgent and the First Amendment shall continuestarid shall
remain in full force and effect in accordance withterms; and, in such connection, it is heretiynawledged and agreed to by the parties hereto
that this Amendment is not intended to cause ain@kte novation of the terms and conditions ofg éime obligations of the respective parties
under, the Services Agreement.




4. Waiver . The execution, delivery, and effectiveness of Bigendment shall not operate as a waiver of anyt,rigbwer, or remedy of
the parties to the Services Agreement nor constdauiaiver of any provision of the Services Agreeme

5. Governing Law. This Amendment shall be governed by and constnueat¢ordance with the laws of the Commonwealth.

6. Counterparts . This Amendment may be executed in any number oftewparts and by different parties hereto in sdpara
counterparts, each of which when so executed bealleemed to be an original and all of which takgether shall constitute but one and the
same document. Delivery of an executed countegdarisignature page to this Amendment by telecaghiall be as effective as delivery of a
manually executed counterpart of this Amendment.

7. Severability. Any provision of this Amendment which is prohibitachenforceable or not authorized in any jurisdictshall, as to suc
jurisdiction, be ineffective to the extent of symohibition, unenforceability or n-authorization, without invalidating the remainipgpvisions
hereof or affecting the validity, enforceability legality of such provision in any other jurisdaoti
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IN WITNESS WHEREOF , the parties hereto have executed and deliverathused this Amendment to be duly executed aridedet
by their respective officers thereunto as of thie diast above written.

FIRST BANCORP

By:  /s/ Aurelio Aleman

Name: Aurelio Aleman
Title: President and Chief Executive Officel

MARTINEZ ODELL & CALABRIA

By: /s/ Alberto Rodriguez

Name: Alberto Rodriguez
Title: Senior Partner & Co-Managing Partner




Computation of Ratio of Earnings to Fixed Charges ad Preference Dividends

Including Interest on Deposits

Earnings:
Pre-tax (loss) income from continuing operatic
Plus:
Fixed Charges (excluding capitalized intert

Total Earnings

Fixed Charges:
Interest expensed and capitali:
Amortized premiums, discounts, and capitalized
expenses related to indebtedn
An estimate of the interest component within rental
expense

Total Fixed Charges before preferred dividend:s

Preferred dividend
Ratio of pre tax income to net incor

Preferred dividend factor

Total fixed charges and preferred stock dividend:

Ratio of Earnings to Fixed Charges and Preferre«
Stock Dividends

Excluding Interest on Deposits

Earnings:
Pre-tax (loss) income from continuing operatic
Plus:
Fixed Charges (excluding capitalized intert

Total (Loss) Earnings

Fixed Charges:
Interest expensed and capitali:
Amortized premiums, discounts, and capitalized
expenses related to indebtedn
An estimate of the interest component within rental
expense

Total Fixed Charges before preferred dividend:s

Preferred dividend
Ratio of pre tax income to net incor

Preferred dividend factor
Total fixed charges and preferred stock dividend:

Ratio of Earnings to Fixed Charges and Preferre«
Stock Dividends

(A) For the year ended December 31, 2009, the ratierage was less than 1

First BanCorp

For the years ended December 3.

EXHIBIT 12.1

2009

$(270,65)
481,43

$ 210,77¢

$ 477,39
90

3,94¢
481,43:

46,88¢
1.00(¢

46,88¢

$ 528,31¢

(A)

$(270,65)

163,56

$(107,089)

$ 159,53!
90

3,944
163,56

46,88t
1.00(¢

46,88¢

$ 210,45

(A)

2008

$ 78,20t
616,10:

$694,30°

$612,08¢
144
3,87:
616,10:

40,27¢
1.00C

40,27¢

$656,37¢

1.0¢

$ 78,20t
192,60:

$188,59:
144
3,87z
192,60:

40,27¢
1.00C

40,27¢

1.1¢€

2007

(Dollars in thousands)

$ 89,71¢
739,53

$829,25¢

$735,58:
221
3,73¢
739,53

40,27¢
1.31i

53,03:¢

$792,57(

1.0t

$ 89,71¢
215,08

$304,80¢

$211,13:
221
3,73¢
215,08

40,27¢
1.31i

53,03

$268,12(

1.14

2006

$112,07¢
790,24°

$902,32:

$786,67(
18C
3,39;
790,24

40,27¢
1.32¢

53,33¢

$843,58.

1.07

$112,07¢

240,17(

$352,24t

$236,59:
18C
3,39i
240,17(

40,27¢
1.32¢

53,33¢

$293,50!

1.2C

2005

$129,62(
567,19t

$696,81¢

$564,04!
202
2,95(
567,19¢

40,27¢
1.131

45,55¢

$612,75!

1.14

$129,62(
243,20¢

$372,82¢

$240,05¢
208
2,95(
243,20¢

40,27¢
1.131

45,55;

$288,76:

1.2¢



The Corporation would have to generate aduti@arnings of $317.5 million to achieve a rafidd for 2009.



FIRST BANCORP
AS OF DECEMBER 31, 2009
Subsidiaries of the Registrant

EXHIBIT 21.1

Jurisdiction of

Name Incorporation

FirstBank Puerto Ric Puerto Ricc
First Leasing & Rental Corporatic Puerto Ricc
First Federal Finance Corporation (D/B/A Money Eeg®) Puerto Ricc

First Insurance Agency, In

First Trade, Inc

First Mortgage, Inc

First Express, Inc

FirstBank Overseas Cor

First Management of Puerto Rico, I

FirstBank Puerto Rico Securities Co

First Resolution Compar
Grupo Empresas de Servicios Financieros, Inc. (®BR Finance
FirstBank Insurance Agency, Ir

U.S. Virgin Island
U.S. Virgin Island
Puerto Ricc
U.S.Virgin Islands
Puerto Ricc
Puerto Ricc
Puerto Ricc
Delaware

Puerto Ricc
Puerto Ricc



EXHIBIT 31.1

I, Aurelio Aleman, certify that:
1. I have reviewed this Annual Report on Forn-K of First BanCorp.

2. Based on my knowledge, this report doesontain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circuntsts under which such statements were made, ntgadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statésjeand other financial information included irstheport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtfie periods presented in this rep

4.  The registrant’s other certifying officerdahare responsible for establishing and maintgimisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%(nd internal control over financial reportiag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

(@)

(b)

(€)

(d)

Designed such disclosure controls and phaess, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingpared

Designed such internal control over finahegporting, or caused such internal control diremcial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in ataace with generally accepted accounting princjj

Evaluated the effectiveness of the regmtsadisclosure controls and procedures, and pteden this report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period covgretis report based on st

evaluation; ant
Disclosed in this report any change inrdgistrant’s internal control over financial repogt that occurred during the

registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; a

5.  The registrant’s other certifying officerdahhave disclosed, based on our most recent el@tuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(ms persons performing the equivalent

functions):

(@)

All significant deficiencies and materiataknesses in the design or operation of internatrabover financial reporting which
are reasonably likely to adversely affect the regigt’s ability to record, process, summarize abrt financial information;
and

(b) Any fraud, whether or not material, thatatves management or other employees who havendisant role in the registrant’s
internal control over financial reportin
Date: March 1, 2010 By: /s/ Aurelio Aleméan

Aurelio Aleman,
President and Chief Executive Offic



EXHIBIT 31.2

I, Orlando Berges, certify that:
1. I have reviewed this Annual Report on Forn-K of First BanCorp.

2. Based on my knowledge, this report doesontain any untrue statement of a material factnoit to state a material fact necessary to
make the statements made, in light of the circuntsts under which such statements were made, ntgadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statésjeand other financial information included irstheport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgtfie periods presented in this rep

4.  The registrant’s other certifying officerdahare responsible for establishing and maintgimisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%(nd internal control over financial reportiag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

(@)

(b)

(€)

(d)

Designed such disclosure controls and phaess, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingpared

Designed such internal control over finahegporting, or caused such internal control diremcial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in ataace with generally accepted accounting princjj

Evaluated the effectiveness of the regmtsadisclosure controls and procedures, and pteden this report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period covgretis report based on st

evaluation; ant
Disclosed in this report any change inrdgistrant’s internal control over financial repogt that occurred during the

registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; a

5.  The registrant’s other certifying officerdahhave disclosed, based on our most recent el@tuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(ms persons performing the equivalent

functions):

(@)

All significant deficiencies and materiataknesses in the design or operation of internatrabover financial reporting which
are reasonably likely to adversely affect the regigt’s ability to record, process, summarize abrt financial information;
and

(b) Any fraud, whether or not material, thatatves management or other employees who havendisant role in the registrant’s
internal control over financial reportin
Date: March 1, 2010 By: /s/ Orlando Berges

Orlando Berges
Executive Vice President and
Chief Financial Officer



EXHIBIT 32.1

CERTIFICATION

Pursuant to Section 906 of the Sarbanes-Oxley Act 2002
(Subsections (a) and (b) of Section 1350, ChapteB Gitle 18,
United States Code)

Pursuant to Section 906 of the SarbandsyCAct of 2002 (subsections (a) and (b) of Setti850, Chapter 63 of Title 18, United States
Code), the undersigned officer of First BanCorpgPuarto Rico corporation (the “Company”), does hgreertify, to such officer's knowledge,
that:

The Annual Report on Form 10-K for the yeadeshDecember 31, 2009 (the “Form 10-K”) of the Camy fully complies with the
requirements of section 13(a) or 15(d) of the S&éesrExchange Act of 1934 and the information eamd in the Form 10-K fairly presents, in
all material respects, the financial condition aesllts of operations of the Company.

Date: March 1, 2010 /s/ Aurelio Aleman
Name: Aurelio Aleman
Title: President and Chief Executive Offic




EXHIBIT 32.2

CERTIFICATION

Pursuant to Section 906 of the Sarbanes-Oxley Act 2002
(Subsections (a) and (b) of Section 1350, ChapteB Gitle 18,
United States Code)

Pursuant to Section 906 of the SarbandeyCAct of 2002 (subsections (a) and (b) of Setti850, Chapter 63 of Title 18, United States
Code), the undersigned officer of First BanCorpPuarto Rico corporation (the “Company”), does hgreertify, to such officer's knowledge,
that:

The Annual Report on Form 10-K for the yeadleshDecember 31, 2009 (the “Form 10-K”) of the Camyp fully complies with the
requirements of section 13(a) or 15(d) of the S&éesrExchange Act of 1934 and the information eamd in the Form 10-K fairly presents, in
all material respects, the financial condition aesults of operations of the Company.

Date: March 1, 2010 /s/ Orlando Berges
Name: Orlando Berges
Title:  Executive Vice President and
Chief Financial Officer




EXHIBIT 99.1

TARP CERTIFICATIONS

“l, Aurelio Aleman, certify, based on my knowledgkeat:

@)

(ii)

(iii)

(iv)

v)

The Compensation & Benefits Committee (th@f@ensation Committee”) of First BanCorp has disedsreviewed, and evaluated with
senior risk officers, at least every six monthsimtythe period beginning on June 15, 2009 and gndmDecember 31, 2009, senior
executive officer*SEC") compensation plans and employee compensation ptahthe risks these plans pose to First BanC

The Compensation Committee has identified mited, during any part of the period beginnomgJune 15, 2009 and ending on
December 31, 2009, any features of the SEO compengaans that could lead SEOs to take unnecessatexcessive risks that could
threaten the value of First BanCorp and has idedtéiny features of the employee compensation platpose risks to First BanCorp and
has limited those features to ensure that FirsC®ap is not unnecessarily exposed to ri

The Compensation Committee has reviewed, at éasy six months during the period beginning omeJi5, 2009 and ending on
December 31, 2009, the terms of each employee ausagien plan and identified the features of the pleat could encourage the
manipulation of reported earnings of First BanCmrenhance the compensation of an employee anlihfited such feature:

The Compensation Committee will certify to theiesvs of the SEO compensation plans and employe®mensation plans required under
(i) and (ii) above

The Compensation Committee will provide arative description of how it limited during any paf the most recently completed fiscal
year that included a TARP period the feature:

(A) SEO compensation plans that could lead SEQaki® unnecessary and excessive risks that cowddtdm the value of First BanCorp;




(vi)

(vii)

(viii)

(ix)

*)

(B) Employee compensation plans that unnecessaxppse First BanCorp to risks; and

(C) Employee compensation plans that could enceuttag manipulation of reported earnings of Firsh@arp to enhance the
compensation of an employee;

First BanCorp has required that bonus paysieas defined in the regulations and guidance useftion 111 of the Emergency Economic
Stabilization Act of 2008 (“EESA”) (“bonus paymettsof the SEOs and twenty next most highly compéed employees be subject to a
recovery or “clawback” provision during any parttbé most recently completed fiscal year that waaRP period if the bonus payments
were based on materially inaccurate financial statgs or any other materially inaccurate perforreanetric criteria

First BanCorp has prohibited any goldengmute payment, as defined in the regulations aitthgce established under section 111 of
EESA, to an SEO or any of the next five most higtdynpensated employees during the period begironingune 15, 2009 and ending on
December 31, 200!

First BanCorp has limited bonus payments toptdieable employees in accordance with sectiondflHESA and the regulations and
guidance established thereunder during the peegihhing on June 15, 2009 and ending on Decemhez(&B;

First BanCorp and its employees have conapliéth the excessive or luxury expenditures polaydefined in the regulations and
guidance established under section 111 of EESAdulie period beginning on June 15, 2009 and enatingecember 31, 2009; and any
expenses that, pursuant to the policy, requiredayap of the Board of Directors, a committee of Bward of Directors, an SEO or an
executive officer with a similar level of resporiitp were properly approvec

First BanCorp will permit a non-binding shhotder resolution in compliance with any applicabteleral securities rules and regulations
on the disclosures provided under the Federal gesulaws related to SEO compensation paid oruwsztduring the period beginning on
June 15, 2009 and ending on December 31, z




(xi)

(xii)

(xii)

(xiv)

(xv)

(xvi)

First BanCorp will disclose the amount, na{uand justification for the offering, during theriod beginning on June 15, 2009 and ending
on December 31, 2009, of any perquisites, as dgfiméhe regulations and guidance established usefetion 111 of EESA, whose total
value exceeds $25,000 for any employee who is stifjeghe bonus payment limitations identified arggraph (viii);

First BanCorp will disclose whether First BanCdie Board of Directors, or the Compensation Congaittas engaged, during the pe
beginning on June 15, 2009 and ending on Decenthe2®9, a compensation consultant and the sertheesompensation consultant or
any affiliate of the compensation consultant predidiuring this perioc

First BanCorp has prohibited the payment of amgsrups, as defined in the regulations and guelastablished under section 111 of
EESA, to the SEOs and the next twenty most highlpgensated employees during the period beginnintiuoe 15, 2009 and ending on
December 31, 200!

First BanCorp has substantially complied withatier requirements related to employee compenstiat are provided in the agreement
between First BanCorp and Treasury, including angradments

First BanCorp has submitted to Treasury a completeaccurate list of the SEOs and the twenty nestmighly compensated employze
for the current fiscal year and the most recemiynpleted fiscal year, with the non-SEOs rankedeiscénding order of level of annual
compensation, and with the name, title, and emploffeach SEO and most highly compensated emplioigeeified; anc

| understand that a knowing and willful falsef@udulent statement made in connection with tkisification may be punished by fine,
imprisonment, or bott

Date: March 1, 2010 By: /s/ Aurelio Aleméan

Aurelio Aleman
President and Chief Executive Offic



EXHIBIT 99.2

TARP CERTIFICATIONS

“l, Orlando Berges, certify, based on my knowledpat:

@)

(ii)

(iii)

(iv)

v)

The Compensation & Benefits Committee (th@f@ensation Committee”) of First BanCorp has disedsreviewed, and evaluated with
senior risk officers, at least every six monthsimtythe period beginning on June 15, 2009 and gndmDecember 31, 2009, senior
executive officer*SEC") compensation plans and employee compensation ptahthe risks these plans pose to First BanC

The Compensation Committee has identified mited, during any part of the period beginnomgJune 15, 2009 and ending on
December 31, 2009, any features of the SEO compengaans that could lead SEOs to take unnecessatexcessive risks that could
threaten the value of First BanCorp and has idedtéiny features of the employee compensation platpose risks to First BanCorp and
has limited those features to ensure that FirsC®ap is not unnecessarily exposed to ri

The Compensation Committee has reviewed, at éasy six months during the period beginning omeJi5, 2009 and ending on
December 31, 2009, the terms of each employee ausagien plan and identified the features of the pleat could encourage the
manipulation of reported earnings of First BanCmrenhance the compensation of an employee anlihfited such feature:

The Compensation Committee will certify to theiesvs of the SEO compensation plans and employe®mensation plans required under
(i) and (ii) above

The Compensation Committee will provide arative description of how it limited during any paf the most recently completed fiscal
year that included a TARP period the feature:

(A) SEO compensation plans that could lead SEQaki® unnecessary and excessive risks that cowddtdm the value of First BanCorp;




(vi)

(vii)

(viii)

(ix)

*)

(B) Employee compensation plans that unnecessaxppse First BanCorp to risks; and

(C) Employee compensation plans that could enceuttag manipulation of reported earnings of Firsh@arp to enhance the
compensation of an employee;

First BanCorp has required that bonus paysieas defined in the regulations and guidance useftion 111 of the Emergency Economic
Stabilization Act of 2008 (“EESA”) (“bonus paymettsof the SEOs and twenty next most highly compéed employees be subject to a
recovery or “clawback” provision during any parttbé most recently completed fiscal year that waaRP period if the bonus payments
were based on materially inaccurate financial statgs or any other materially inaccurate perforreanetric criteria

First BanCorp has prohibited any goldengmute payment, as defined in the regulations aitthgce established under section 111 of
EESA, to an SEO or any of the next five most higtdynpensated employees during the period begironingune 15, 2009 and ending on
December 31, 200!

First BanCorp has limited bonus payments toptdieable employees in accordance with sectiondflHESA and the regulations and
guidance established thereunder during the peegihhing on June 15, 2009 and ending on Decemhez(&B;

First BanCorp and its employees have conapliéth the excessive or luxury expenditures polaydefined in the regulations and
guidance established under section 111 of EESAdulie period beginning on June 15, 2009 and enatingecember 31, 2009; and any
expenses that, pursuant to the policy, requiredayap of the Board of Directors, a committee of Bward of Directors, an SEO or an
executive officer with a similar level of resporiitp were properly approvec

First BanCorp will permit a non-binding shhotder resolution in compliance with any applicabteleral securities rules and regulations
on the disclosures provided under the Federal gesulaws related to SEO compensation paid oruwsztduring the period beginning on
June 15, 2009 and ending on December 31, z




(xi)

(xii)

(xii)

(xiv)

(xv)

(xvi)

First BanCorp will disclose the amount, na{uand justification for the offering, during theriod beginning on June 15, 2009 and ending
on December 31, 2009, of any perquisites, as dgfimnéhe regulations and guidance established usefetion 111 of EESA, whose total
value exceeds $25,000 for any employee who is stifjeghe bonus payment limitations identified arggraph (viii);

First BanCorp will disclose whether First BanCdie Board of Directors, or the Compensation Congaittas engaged, during the pe
beginning on June 15, 2009 and ending on Decenthe2®9, a compensation consultant and the sertheesompensation consultant or
any affiliate of the compensation consultant predidiuring this perioc

First BanCorp has prohibited the payment of amgsrups, as defined in the regulations and guelastablished under section 111 of
EESA, to the SEOs and the next twenty most highlpgensated employees during the period beginnintiuoe 15, 2009 and ending on
December 31, 200!

First BanCorp has substantially complied withatier requirements related to employee compenstiat are provided in the agreement
between First BanCorp and Treasury, including angradments

First BanCorp has submitted to Treasury a completeaccurate list of the SEOs and the twenty nestmighly compensated employze
for the current fiscal year and the most recemiynpleted fiscal year, with the non-SEOs rankedeiscénding order of level of annual
compensation, and with the name, title, and emploffeach SEO and most highly compensated emplioigeeified; anc

| understand that a knowing and willful falsef@udulent statement made in connection with tkisification may be punished by fine,
imprisonment, or bott

Date: March 1, 2010 By: /s/ Orlando Berges

Orlando Berges
Executive Vice President and
Chief Financial Officer



