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Forward-Looking Statements

This Form 10-K contains forward-looking statets within the meaning of the Private Securitiggation Reform Act of 1995. When used
in this Form 10-K or future filings by First BanQofthe “Corporation”) with the Securities and Exaega Commission (“SEC”), in the
Corporation’s press releases or in other publistockholder communications, or in oral statemerddenwith the approval of an authorized
executive officer, the word or phrases “would Bgyill allow,” “intends to,” “will likely result,” “ are expected to,” “should,” “anticipate” and
similar expressions are meant to identify “forwéodking statements.”

First BanCorp wishes to caution readers npildce undue reliance on any such “forward-loolstegjements,” which speak only as of the
date made, and represent First BanCorp’s expeosatibfuture conditions or results and are not gotres of future performance. First
BanCorp advises readers that various factors caude actual results to differ materially from #hosntained in any “forward-looking
statement.” Such factors include, but are not gahito, the following:

. uncertainty about whether the Corporation will b&eao fully comply with the written agreement dhtiune 3, 2010 (tr
“Written Agreement”) that the Corporation enteratbiwith the Federal Reserve Bank of New York (fRED” or “Federal
Reserve”) and the order dated June 2, 2010 (théeiOand collectively with the Written Agreemerthd “Agreements”}hat the
Corporation’s banking subsidiary, FirstBank Pudtico (“FirstBank” or “the Bank”) entered into withe Federal Deposit
Insurance Corporation (“FDIC”) and the Office oét@ommissioner of Financial Institutions of the Goamwealth of Puerto
Rico (“OCIF”) that, among other things, require B@nk to attain certain capital levels and redt€special mention, classified,
delinquent and nc¢-accrual asset:

. uncertainty as to whether the Corporation willdi®e to issue $350 million of equity so as to nteetremaining substantive
condition necessary to compel the United StatesaBPey@nt of the Treasury (the “U.S. Treasury”) towert into common stock
the shares of the Corporation’s Fixed Rate Cumudalandatorily Convertible Preferred Stock, Sefiefhe ‘Series G Preferre
Stocl”), that the Corporation issued to the U.S. Treas

. uncertainty as to whether the Corporation will bedo complete future capi-raising efforts:
. uncertainty as to the availability of certain fumglisources, such as retail brokered certificatekepbsit “CD<");

. the Corporatio’s reliance on brokered CDs and its ability to altan a periodic basis, approval from the FDICsgue brokere
CDs to fund operations and provide liquidity in aaance with the terms of the Ord

. the risk of not being able to fulfill the Corptiom’s cash obligations or pay dividends to theg@wations stockholders due to t
Corporation’s inability to receive approval frometRED to receive dividends from the Corporatiordsking subsidiary,
FirstBank;

. the risk of being subject to possible additionglulatory actions

. the strength or weakness of the real estate markkof the consumer and commercial credit seetods their impact on the
credit quality of the Corporation’s loans and othssets, including the construction and commeresllestate loan portfolios,
which have contributed and may continue to contetia, among other things, the increase in theldesenonperforming asset:
chargr-offs and the provision expense and may subjecCtivporation to further risk from loan defaults doceclosures

. adverse changes in general economic conditiorteeitJhited States and in Puerto Rico, including thiaterest rate scenari
market liquidity, housing absorption rates, reahtsprices and disruptions in the U.S. capitalkeia; which may reduce interest
margins, impact funding sources and affect demandlf of the Corporation’s products and serviced the value of the
Corporatior's assets

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

. a decrease in demand for the Corporé¢ s products and services and lower revenues andthga
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because of the continued recession in Puerto Riddtee current fiscal problems and budget deficthe Puerto Rict
government

. uncertainty about regulatory and legislative demnfor financial services companies in Puerto Riwe United States and the
U.S. and British Virgin Islands, which could afféke Corporation’s financial performance and caiddse the Corporation’s
actual results for future periods to differ matkyirom prior results and anticipated or projectegults;

. uncertainty about the effectiveness of the variactions undertaken to stimulate the U.S. ecoramaly  stabilize the U.S.
financial markets, and the impact such actions hese on the Corporation’s business, financial diordiand results of
operations

. changes in the fiscal and monetary policies agdlations of the federal government, includingstho determined by the
Federal Reserve, the FDIC, government-sponsoresifgagencies and local regulators in Puerto Ricbthe U.S. and British
Virgin Islands;

. the risk of possible failure or circumventionaoitrols and procedures and the risk that the Gatjpm’s risk management
policies may not be adequa

. the risk that the FDIC may further increase theodé@gpnsurance premium and/or require speciabsessments to replenish
insurance fund, causing an additional increaseiimor-interest expenst

. the risk of not being able to recover the assetdged to Lehman Brothers Special Financing, Inc
. impact to the Corporatic s results of operations associated with acquisitaomd disposition:

. a need to recognize additional impairments of fam@nnstruments or goodwill relating to acquisiti
. the adverse effect of litigatio

. risks associated that further downgrades in thditcratings of the Corporatic's lon¢-term senior debt will adversely affect t
Corporatior's ability to make future borrowing

. the impact of the Dodd-Frank Wall Street Refomd &onsumer Protection Act (the “Dodd-Frank Actf) @ur businesses,
business practices and cost of operati

. general competitive factors and industry consoidigtand

. the possible future dilution to holders of the Gugiior's common stock resulting from additional issuarafesommon stock o
securities convertible into common sto

The Corporation does not undertake, and speltif disclaims any obligation, to update anyfod tforward- looking statements” to reflect
occurrences or unanticipated events or circumsgaafter the date of such statements except asregkoy the federal securities laws.

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

First BanCorp, incorporated under the lawthefCommonwealth of Puerto Rico, is sometimes refeto in this Annual Report on Form 10-
K as “the Corporation,” “we,” “our,” or “the Registnt”.

Iltem 1. Business

GENERAL

First BanCorp is a publicly-owned financialdiog company that is subject to regulation, suisdm and examination by the Federal
Reserve Board (the “FED” or “Federal Reserve”). Queporation was incorporated under the laws ofGbemmonwealth of Puerto Rico to
serve as the bank holding company for FirstBankt@wRico (“FirstBank” or the “Bank”)The Corporation is a full service provider of firczad
services and products with operations in Puerto Rite United States and the U.S. and British Viilglands. As of December 31, 2010, the
Corporation had total assets of $15.6 billion, ltdposits of $12.1 billion and total stockholdezguity of $1.1 billion.

The Corporation provides a wide range of foiahservices for retail, commercial and institagbclients. As of December 31, 2010, the
Corporation controlled two wholly-owned subsidiari€irstBank and FirstBank Insurance Agency, IfirgtBank Insurance Agency”).
FirstBank is a Puerto Rico-chartered commerciaktand FirstBank Insurance Agency is a Puerto Ritartered insurance agency.

FirstBank is subject to the supervision, exation and regulation of both the Office of the Quissioner of Financial Institutions of the
Commonwealth of Puerto Rico (“OCIF”) and the Fetl®aposit Insurance Corporation (the “FDIC”). Depg@sre insured through the FDIC
Deposit Insurance Fund. In addition, within FirstBathe Bank’s United States Virgin Islands openadiare subject to regulation and
examination by the United States Virgin Islands Bag Board, and the British Virgin Islands operasare subject to regulation by the British
Virgin Islands Financial Services Commission. Bestk Insurance Agency is subject to the supervjg@amination and regulation of the
Office of the Insurance Commissioner of the Commeaith of Puerto Rico and operates seven offic€irto Rico.

FirstBank conducts its business through itswoéice located in San Juan, Puerto Rico, foityhefull service banking branches in Puerto
Rico, fourteen branches in the United States Vitgiands (USVI) and British Virgin Islands (BVI) drten branches in the state of Florida
(USA). FirstBank has five wholly-owned subsidiarneish operations in Puerto Rico: First Federal RiceaCorp. (d/b/a Money Express La
Financiera), a finance company specializing indtigination of small loans with twenty-six officés Puerto Rico; First Mortgage, Inc. (“First
Mortgage”), a residential mortgage loan originattmmpany with thirty-eight offices in FirstBank biches and at stand alone sites; First
Management of Puerto Rico, a domestic corporafis{Bank Puerto Rico Securities Corp, a brokedatesubsidiary engaged in municipal
bond underwriting and financial advisory servicasstructured financings principally provided to govment entities in the Commonwealth of
Puerto Rico; and FirstBank Overseas Corporatioipt@nnational banking entity organized under thieinational Banking Entity Act of Pue
Rico. FirstBank has two active subsidiaries witlergpions outside of Puerto Rico: First Insurancerfay VI, Inc., an insurance agency with
three offices that sells insurance products indB&1; and First Express, a finance company spegigjiin the origination of small loans with
three offices in the USVI.

Effective July 1, 2010, the operations conductedriogt Leasing and Grupo Empresas de ServiciosEineos as separate subsidiaries were
merged with and into FirstBank. On March 2, 201d Bank sold substantially all the assets of its UigSurance subsidiary First Insurance
Agency VI to Marshall and Sterling Insurance.
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BUSINESS SEGMENTS

The Corporation has six reportable segmerasm@ercial and Corporate Banking; Mortgage Bank{@gnsumer (Retail) Banking; Treasury
and Investments; United States Operations; andVIsjands Operations. These segments are desdréded:

Commercial and Corporate Banking

The Commercial and Corporate Banking segmemsists of the Corporation’s lending and other ises/across a broad spectrum of
industries ranging from small businesses to laggparate clients. FirstBank has developed expeitigedustries including healthcare, touris
financial institutions, food and beverage, incomedpicing real estate and the public sector. The@eroial and Corporate Banking segment
offers commercial loans, including commercial restiate and construction loans, and other products &s cash management and business
management services. A substantial portion ofgibitfolio is secured by the underlying value of thal estate collateral and the personal
guarantees of the borrowers.

Mortgage Banking

The Mortgage Banking segment conducts itsaifmers mainly through FirstBank and its mortgaggioation subsidiary, First Mortgage.
These operations consist of the origination, sateservicing of a variety of residential mortgagan products. Originations are sourced
through different channels such as FirstBank brascmortgage bankers and in association with neyegrdevelopers. First Mortgage focu
on originating residential real estate loans, somehich conform to Federal Housing AdministratigRHA"), Veterans Administration
(“VA") and Rural Development (“RD”) standards. Laaariginated that meet FHA standards qualify fer HA’s insurance program whereas
loans that meet VA and RD standards are guarafgé#ubse respective federal agencies.

Mortgage loans that do not qualify under thessyrams are commonly referred to as conventilmaals. Conventional real estate loans
could be conforming and non-conforming. Conformliogns are residential real estate loans that rheettandards for sale under the Fannie
Mae (“FNMA”") and Freddie Mac (“FHLMC”) programs wheas loans that do not meet the standards areeefter as non-conforming
residential real estate loans. The Corporatiom&egy is to penetrate markets by providing custsméth a variety of high quality mortgage
products to serve their financial needs fastersamghler and at competitive prices. The Mortgagek#@m segment also acquires and sells
mortgages in the secondary markets. Residentibésta@e conforming loans are sold to investors FRIMA and FHLMC. More than 90% of
the Corporation’s residential mortgage loan poitfabnsists of fixed-rate, fully amortizing, fulbdumentation loans. The Corporation is not
actively engaged in offering negative amortizatimens or option adjustable rate mortgage loans.

Consumer (Retail) Banking

The Consumer (Retail) Banking segment consfstise Corporation’s consumer lending and dept@aditng activities conducted mainly
through FirstBank’s branch network and loan cenitefBuerto Rico. Loans to consumers include autat bnd personal loans and lines of
credit. Deposit products include interest bearind aon-interest bearing checking and savings adspumdividual Retirement Accounts
(IRA) and retail certificates of deposit. Retaipdsits gathered through each branch of FirstBarta! network serve as one of the funding
sources for the lending and investment activi@®dit card accounts are issued under FirstBardisenthrough an alliance with a nationally
recognized financial institution, which bears thedit risk.

Treasury and Investments

The Treasury and Investments segment is rafilerfor the Corporation’s treasury and investnraahagement functions. In the treasury
function, which includes funding and liquidity maygement, this segment sells funds to the CommeawidlCorporate Banking segment, the
Mortgage Banking segment, and the Consumer (R&aitking segment to finance their respective legdictivities and purchases funds
gathered by those segments. Funds not gatherdelaifferent business units are obtained by thaduey Division through wholesale
channels, such as brokered deposits, advancegHtiofHLB, repurchase agreements with investmentriges, among others.
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United States Operations

The United States Operations segment cordist banking activities conducted by FirstBankiie United States mainland. FirstBank
provides a wide range of banking services to imtligl and corporate customers primarily in soutti@onida through its ten branches. Our
success in attracting core deposits in Floridadmabled us to become less dependent on brokeredittehe United States Operations
segment offers an array of both retail and comraéhznking products and services. Consumer bankioducts include checking, savings and
money market accounts, retail CDs, internet bankergices, residential mortgages, home equity leawlslines of credit, automobile loans ¢
credit cards through an alliance with a nationedigognized financial institution, which bears thedit risk.

The commercial banking services include chegksavings and money market accounts, CDs, irttbariking services, cash management
services, remote data capture and automated ajlaoinse, or ACH, transactions. Loan products ireling traditional commercial and
industrial and commercial real estate productsh sisclines of credit, term loans and constructiams.

Virgin Islands Operations

The Virgin Islands Operations segment consitdl banking activities conducted by FirstBanktie U.S. and British Virgin Islands,
including retail and commercial banking serviceghwa total of fourteen branches serving St. TharasCroix, St. John, Tortola and Virgin
Gorda. The Virgin Islands Operations segment igetiriby its consumer, commercial lending and degakihg activities. Since 2005,
FirstBank has been the largest bank in the U.QjiVilslands measured by total assets.

For information regarding First BanCorp's repble segments, please refer to Note 33, “Segiétmation,” to the Corporation’s
financial statements for the year ended Decembge?@®0 included in Item 8 of this Form 10-K.

Employees

As of December 31, 2010, the Corporation émdubsidiaries employed 2,518 persons. None efiifgloyees are represented by a colle:
bargaining group. The Corporation considers itslegge relations to be good.

SIGNIFICANT EVENTS SINCE THE BEGINNING OF 2010
Implementation of a 1 for 15 reverse stock sj

Effective January 7, 2011, the Corporationlamented a one-fdifteen reverse stock split of all outstanding gsanf its common stock. /
the Corporation’s Special Meeting of Stockholdezkiton August 24, 2010, shareholders approved amdment to the CorporaticRestate
Articles of Incorporation to implement a reversacgtsplit at a ratio, to be determined by the Baarits sole discretion, within the range of (
new share of common stock for 10 old shares andhemeshare for 20 old shares. As authorized, trerdBelected to effect a reverse stock !
at a ratio of one-for-fifteen. The reverse stoclt sflowed the Corporation to regain compliancehalisting standards of the New York Stock
Exchange as more fully explained below. The on€fifteen reverse stock split reduced the numbesutétanding shares of common stock
from 319,557,932 shares to 21,303,669 shares ofmmmstock.

All share and per share amounts of commorkstatuded in this Form 18 including but not limited to, the amounts of stainding share
of common stock, options, warrants and other rigbtsvertible into or exercisable for shares of camratock and market prices for the
common stock, have been adjusted to retroactiwdlgat the 1-for-15 reverse stock split effecteduday 7, 2011.

Regulatory Actions

Effective June 2, 2010, FirstBank, by and tigtoits Board of Directors, entered into the Ondigh the FDIC and OCIF, a copy of which is
attached as Exhibit 10.1 the Form 8-K filed by @@ poration on June 4, 2010. This
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Order provides for various things, including (amatler things) the following: (1) having and retatnqualified management; (2) increased
participation in the affairs of FirstBank by itsdyd of directors; (3) development and implementalip FirstBank of a capital plan to attain a
leverage ratio of at least 8%, a Tier 1 risk-basauital ratio of at least 10% and a total risk-loasapital ratio of at least 12%; (4) adoption and
implementation of strategic, liquidity and fund ragement and profit and budget plans and relatgdgisowithin certain timetables set fortt
the Order and on an ongoing basis; (5) adoptionmptementation of plans for reducing FirstBank&sjtions in certain classified assets and
delinquent and non-accrual loans within timeframsetsforth in the Order; (6) refraining from lendittgdelinquent or classified borrowers
already obligated to FirstBank on any extensiongredlit so long as such credit remains uncolleagdept where FirstBank’s failure to extend
further credit to a particular borrower would bérateental to the best interests of FirstBank, ang such additional credit is approved by the
FirstBank’s board of directors; (7) refraining francepting, increasing, renewing or rolling oveskared deposits without the prior written
approval of the FDIC; (8) establishment of a corhpresive policy and methodology for determiningahiewance for loan and lease losses
the review and revision of FirstBank'’s loan polgiencluding the non-accrual policy; and (9) adoptand implementation of adequate and
effective programs of independent loan review, afgat compliance and an effective policy for manggdtirstBank’s sensitivity to interest rate
risk. The foregoing summary is not complete anglislified in all respects by reference to the addargguage of the Order.

Effective June 3, 2010, First BanCorp enténéal the Written Agreement with the FED, a copywfich is attached as Exhibit 10.2 to the
Form 8-K filed by the Corporation on June 4, 20LBe Agreement provides, among other things, thahtiiding company must serve as a
source of strength to FirstBank, and that, excepticonsent of the FED, (1) the holding company matypay dividends to stockholders or
receive dividends from FirstBank, (2) the holdimgnpany and its nonbank subsidiaries may not malmeats on trust preferred securities or
subordinated debt, and (3) the holding company atimeur, increase or guarantee debt or repurcaageapital securities. The Agreement
also requires that the holding company submit &algplan that is acceptable to the FED and thicts sufficient capital at First BanCorp on
a consolidated basis, and follow certain guidelinéh respect to the appointment or change in nesibdities of senior officers. The foregoing
summary is not complete and is qualified in alpexgs by reference to the actual language of threékgent.

In July 2010, the Corporation and FirstBanktlg submitted a capital plan setting forth howeytplan to improve their capital positions to
comply with the above mentioned Agreements ovee tilthe primary objective of the Capital Plan isniprove the Corporation’s capital
structure in order to (1) enhance its ability t@igie in the current economic environment, (2)nb& position to continue executing business
strategies to return to profitability, and (3) amhe certain minimum capital ratios over time. Sfieglly, the capital plan details how the Bank
will attempt to achieve a total capital to risk-gleied assets ratio of at least 12%, a Tier 1 dapitask-weighted assets ratio of at least 10%
and a leverage ratio of at least 8%. The Capitah Bet forth the following capital restructuringtimtives as well as various deleveraging
strategies: (1) the issuance of shares of comnuak &t exchange for shares of the Corporation’égored stock held by the U.S. Treasury;
(2) the issuance of shares of common stock foraaayall of the Corporation’s outstanding Seriehidotigh E preferred stock; and (3) a
$500 million capital raise through the issuance@f common shares for cash.

As discussed below, the Corporation has coreglhe transactions designed to accomplish tketfio initiatives, including the exchange
of 89% of the outstanding Series A through E prefitstock and the issuance of Series G Prefermak Sivhich is mandatorily convertible ir
shares of common stock, in exchange for the Fixatg Rumulative Perpetual Preferred Stock, Serié€d Jo00 liquidation preference per share
(“Series F Preferred Stock”), held by the U.S. Steg. In addition, in December 2010, the U.S. Tueasgreed to amendments to the terms of
the Series G Preferred Stock that revise the temdsr which the Corporation can compel the conwvarsf the Series G Preferred Stock into
shares of common stock. The revised terms reduatetie Corporation sell shares of common stoclgfoss proceeds of $350 million, rather
than $500 million, and provide for the issuancembroximately 29.2 million shares of common stopkmuthe mandatory conversion based on
an initial conversion rate of 68.9459 shares of wam stock for each share of Series G PreferreckStadculated by dividing $750, or a
discount of 25% from the $1,000 liquidation prefere per share of Series G Preferred Stock, bynitialiconversion price of $10.8781 per
share, which is subject to adjustment). Previoubly discount was 35% from the $1,000 liquidatiafue.

The deleveraging strategies described in #ygt@l Plan included, among others, the sale ddtasi this regard, the Corporation annour
in December 2010 the signing of a non-binding tetféntent for the sale of a
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portfolio of loans, of which approximately 93% welassified assets. The sale of loans was compietédbruary 2011.

In March 2011, the Corporation revised its i@dpPlan to reflect initiatives implemented duritige second half of 2010 and the financial
forecast for 2011. The updated Capital Plan defessthe capital goals and the actions to be taksedure compliance with the provisions of
the Agreements. The updated Capital Plan, whichsubmitted to the regulators, includes a reducé&d $3illion capital raise to be achieved
through the issuance of new shares of common $twaash and other alternative capital preservatomtegies, including among others,
additional deleverage.

In addition to the Capital Plan, the Corpamathas submitted to its regulators a liquidity &nokered deposit plan, including a contingency
funding plan, a non-performing asset reduction péaplan for the reduction of classified and spatiantion assets, a budget and profit plan
and a strategic plan. Further, the Corporationréaigwed and enhanced the Corporation’s loan regietdvappraisal programs, the credit
policies, the treasury and investments policy,ab®et classification and allowance for loan angddasses and nonaccrual policies, and the
charge-off policy. The Agreements also requiresthiemission to the regulators of quarterly progrepsrts, which, to date, have been timely
filed.

The Agreements impose no other restrictionkicstBank’s products or services offered to custsnnor do they impose any type of
penalties or fines upon FirstBank or the Corporatidoncurrent with the issuance of the Order andesthen, the FDIC has granted FirstBank
temporary waivers to enable it to continue accestie brokered deposit market. The most recentevawables it to continue to issued
brokered CDs through June 30, 2011. FirstBankauilitinue to request approvals for future periods.

Completion of Exchange of Series F Preferred Stdoko Convertible Preferred Stock and subsequent antiement

On July 20, 2010, the U.S. Treasury acceptatkchange for our Fixed Rate Cumulative Perpéueferred Stock, Series F, $1,000
liguidation preference per share (“Series F PreteB8tock”), that it had acquired in January 2008, accrued dividends on the Series F
Preferred Stock, 424,174 shares of a new seriggaflatorily convertible preferred stock (the “Sgi@& Preferred Stock”), that, except for
being convertible into shares of the Corporatimseimon stock, has terms similar (including the squédation preference) to those of the
Series F Preferred Stock. The U.S. Treasury, apdansequent holder of the Series G Preferred Statlkhave the right to convert the
Series G Preferred Stock into the Corporation’soom stock at any time. In addition, the Corporatioth have the right to compel the
conversion of the Series G Preferred Stock inteeshaf common stock under certain conditions inclgdhe exchange for common stock of at
least 70%o0f the aggregate liquidation preferendb®then outstanding Series A through E prefestedk and the raise of at least $350 million
from the sale of common stock. Unless earlier caede the Series G Preferred Stock is automaticaliyertible into common stock on the
seventh anniversary of its issuance. On Augus2@40, the Corporation obtained stockholder apprtivaicrease the number of authorized
shares of common stock from 750 million to 2 billiand decrease the par value of its common stock $1.00 to $0.10 per share. These
approvals and the issuance of common stock in exghéor Series A through E preferred stock, diseds®elow, satisfy all but one of the
substantive conditions to the Corporation’s abiidycompel the conversion of the 424,174 shar&eoies G Preferred Stock issued to the U.S.
Treasury. The other substantive condition to thep@tions ability to compel the conversion of the SerieBr&ferred Stock is the issuance
a minimum amount of additional capital, subjecteions, other than the price per share, reasonabbpsable to the U.S. Treasury in its sole
discretion. On September 16, 2010, the Corpordiied a registration statement for a proposed wvdéen offering of $500 million of its
common stock with the SEC, which was subsequentigraled to, among other things, lower the size @bffering to $350 million as
discussed below.

As discussed above, during the fourth quart@010, the Corporation executed an amendmemigt@xchange agreement with the U.S.
Treasury pursuant to which the U.S. Treasury agreadreduction in the size of the capital raiseqyf $500 million to $350 million, required
satisfy the remaining substantive condition to cehtpe conversion of the Series G Preferred Steakeal by the U.S. Treasury into shares of
common stock. The amendment to the exchange agntevith the U.S. Treasury also provided for a returcin the previously
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agreed-upon discount of the liquidation preferesfcthe Series G Preferred Stock from 35% to 25%s tincreasing the number of shares of
common stock into which the Series G PreferrediSimconvertible from 25.3 million to 29.2 millishares of common stock upon the
mandatory conversion based on an initial conversadam of 68.9459 shares of common stock for eaahestif Series G Preferred Stock
(calculated by dividing $750, or a discount of 26%m the $1,000 liquidation preference per shar8eies G Preferred Stock, by the initial
conversion price of $10.878 per share, which igexulto adjustment).

Like the Series F Preferred Stock, the Seiéxeferred Stock qualifies as Tier 1 regulatopyiteh Cumulative dividends on the Series G
Preferred Stock accrue on the liquidation prefezearoount on a quarterly basis at a rate of 5% meura through January 16, 2014, and 9%
per annum thereafter, but will only be paid whenaad if declared by the Corporation’s Board ofebiors out of assets legally available
therefore. The Series G Preferred Stock rankspaessu with the Corporation’s existing Series A tigto E preferred stock in terms of dividend
payments and distributions upon liquidation, dig§oh and winding up of the Corporation. The exadeagreement relating to this issuance
contains limitations on the payment of dividendscommon stock, including limiting regular quarteclysh dividends to an amount not
exceeding the last quarterly cash dividend paidspare, or the amount publicly announced (if loweflcommon stock prior to October 14,
2008, which was $1.05 per share on a post —regptigdasis.

Additionally, as part of the terms of the Eanlge Agreement, the Corporation also agreed to dramed restate the terms of a warrant dated
January 16, 2009 that entitles the U. S. Treasuputchase 389,483 shares of the Corporation’s aomstock to extend its term and adjust the
initial exercise price to be consistent with theersion price applicable to the Series G Prefegtedk. The amended and restated warran
“Warrant”), issued to the U.S. Treasury entitles thS. Treasury to purchase 389,483 shares ofdhgo€ation’s common stock at an initial
exercise price of $10.878 per share instead oéxieecise price on the original warrant of $154.86hare. The Warrant has a 10-year term
and is exercisable at any time. The exercise mcethe number of shares issuable upon exercibe &/arrant are subject to certain anti-
dilution adjustments.

Completion of Exchange of Series A through E Preffed Stock into Common Stock.

On August 30, 2010, we completed our offessme shares of common stock in exchange for sueéand outstanding shares of Series A
through E Noncumulative Perpetual Monthly Incomef@mred Stock (the “Series A through E Preferrezti). Our issuance of 15,134,347
shares of common stock in the exchange offer imgsa@wur capital structure and improved our Tier hiwmn equity to risk-weighted assets
ratio and tangible common equity to tangible ass#te. Our ratio of Tier 1 common equity to risleighted assets, which was 2.86% as of
June 30, 2010, increased to 5.01% as of Decemh&030, and our ratio of tangible common equityatugible assets, which was 2.57% as of
June 30, 2010, increased to 3.80% as of Decemh@030. In addition, the issuance of shares of comstock in the exchange offer satisfied
a substantive condition to our ability to manddyoconvert the Series G Preferred Stock into comsstook and improved our ability to meet
any new capital requirements.

Approval of our stockholders to the issuantcehares in the exchange offer, which was requiset'YSE listing requirements, and to the
decrease in the par value of our common stock $rto $0.10 were conditions to the completion eféhchange offer. The exchange offer
resulted in the tender of $487.1 million, or 88.54%the aggregate liquidation preference of theeSeA through E Preferred Stock. The ter
of over $385 million of the liquidation preferenakthe Series A through E Preferred Stock and makéolders’ approval of the amendments
to our Restated Articles of Incorporation to ingeghe number of authorized shares of common stodldecrease the par value of our
common stock satisfy all but one of the substartimeditions to our ability to compel the conversinto common stock of the aforementioned
424,174 shares of new Series G Preferred Stockwbédsued to the U.S. Treasury on July 20, 2010.

Other capital restructuring events

On August 24, 2010, the Corporation’s stocllkedk approved an additional increase in the Catmm’s common stock to 2 billion, up
from 750 million. During the second quarter of 20&t@ Corporation’s stockholders had already irmedahe authorized shares of common
stock from 250 million to 750 million. The Corpoiat’s
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stockholders’ approval at the same meeting of Hweahse in the par value of the common stock frbmpep share to $0.10 per share had no
effect on the total dollar value of the Corporatiostockholders’ equity.

Deleverage and LC-risking of the Balance Sheet

We have deleveraged our balance sheet in togeeserve capital, principally by selling invasints and reducing the size of the loan
portfolio. Significant decreases in assets have laedieved mainly through the non-renewal of matw@mmercial loans, such as temporary
loan facilities to the Puerto Rico government, #mdugh the charge-off of portions of loans deemecbllectible. In addition, a reduced
volume of loan originations, mainly in constructi@ans, has contributed to this deleveraging sisate

During 2010, we reduced our investment pafbl approximately $1.6 billion, while our loanpiolio decreased by $2.0 billion. The net
reduction in securities and loans was the maireddf the reduction of our total assets to $15léhias of December 31, 2010, a decrease of
$3.9 billion from December 31, 2009. This decraassecurities and loans allowed a reduction of $llibn in wholesale funding as of
December 31, 2010, including repurchase agreemaances, and brokered CDs.

During the third quarter of 2010, we achiegesignificant reduction in investment securitiessthoas a result of a balance sheet
repositioning strategy that resulted in the sal®lo® billion in investment securities combinedhtite early termination of $1.0 billion in
repurchase agreements, which, given the yield astlaombination of the instruments, eliminated &st®t were providing no positive
marginal contribution to earnings. A nominal l0$$0.3 million was recorded as a result of theaagactions as the realized gain of
$47.1 million on the sale of investment securities offset by the $47.4 million cost on the eariirguishment of repurchase agreements.

On December 7, 2010, the Corporation annoutttatdt had signed a ndrsinding letter of intent relating to a possibleesaf a loan portfoli
with an unpaid principal balance of approximatel®$.9 million (book value of $602.8 million), tan@w joint venture. Accordingly, during t
fourth quarter of 2010, the Corporation transfetoeths with an unpaid principal balance of $527iariland a book value of $447 million
($335 million of construction loans, $83 million cdmmercial mortgage loans and $29 million of conmiad and industrial loans) to loans h
for sale. The recorded investment in the loanswrétten down to a value of $281.6 million, whictstéted in 2010 fourth quarter charge-offs
of $165.1 million (a $127.0 million charge to canstion loans, a $29.5 million charge to commerniaktgage loans and an $8.6 million
charge to commercial and industrial loans). Furttier provision for loan and lease losses was as&@ by $102.9 million.

On February 8, 2011, the Corporation enteménla definitive agreement to sell substantiallyoathe loans transferred to held for sale and,
on February 16, 2011, completed the sale of loatisam unpaid principal balance of $510.2 millidmo¢k value of $269.3 million), at a
purchase price of $272.2 million to a joint venturejority owned by PRLP Ventures LLC, a compargated by Goldman, Sachs & Co. and
Caribbean Property Group. The purchase price o2 22million was funded with an initial cash contrilon by PRLP Ventures LLC of
$88.4 million received by FirstBank, a promissoogenof approximately $136 million representing eefinancing provided by FirstBank, an
$47.6 million or 35% equity interest in the joirgnture to be retained by FirstBank. The size oldha pool sold is approximately $185 mill
lower than the amount originally stated in thedetif intent due to loan payments and exclusioms fthe pool. The loan portfolio sold was
composed of 73% construction loans, 19% commereélestate loans and 8% commercial loans. Appratdin 93% of the loans are
adversely classified loans and 55% were in noneperihg status as of December 31, 2010.

The Corporation’s primary goal in agreeingtte loan sale transaction is to accelerate thesttarg of the balance sheet and improve the
Corporation’s risk profile. FirstBank has been @beg under the Order imposed by the FDIC since &fr2010, which, among other things,
requires the Bank to improve its risk profile bgueing the level of classified assets and delintjleans. The Corporation entered into this
transaction to reduce the level of classified ama-performing assets and reduce its concentratioaesidential construction loans.

NYSE Listing

On July 10, 2010, the NYSE notified us that #iverage closing price of our common stock overctinsecutive 30 tradindgy period ende
July 6, 2010 was less than $1.00. Under NYSE raldisted company is considered to be below compéisstandards if the average closing
price of its common stock is less than $1.00 over a
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consecutive 30 trading-day period. Pursuant tmtisstandards, the Corporation had a six-monttogetd bring both the share price and the
average closing price over a consecutive 30 tradaygperiod above $1.00. On January 7, 2011, thhpaZation implemented a one-for-fifteen
reverse stock split of all outstanding sharessoéitmmon stock to, among other matters, allow thig@ation to regain compliance with listi
standards of the NYSE. Following the reverse sgpik, on February 18, 2011, the Corporation reggia notice from the NYSE confirming
that the Corporation’s average stock price for3berading days ended February 18, 2011 indicdtatithe Corporation’s stock price was
above the NYSE’s minimum requirement of $1.00 based 30 trading-day average. Accordingly, the Goapon is no longer considered
below the $1.00 continued listing criterion.

Business Developments

Effective July 1, 2010, the operations condddiy First Leasing and Grupo Empresas de Senigiamncieros as separate subsidiaries were
merged with and into FirstBank. On March 2, 20h&, Bank sold substantially all the assets of itgMilslands insurance subsidiary, First
Insurance Agency VI, to Marshall and Sterling Irswe.

Floating Rate Junior Subordinated Deferrable

The Agreement also provides that we cannotenaay distributions of interest, principal or otsems on subordinated debentures or trust
preferred securities without prior written approwhthe Federal Reserve. With respect to our $281ili#n of outstanding subordinated
debentures, we have provided, within the time framescribed by the indentures governing the subatdd debentures, a notice to the trustees
of the subordinated debentures of our electiorxteral the interest payments on the debentures.idhdéndentures, we have the right, from
time to time, and without causing an event of difao defer payments of interest on the subordidatebentures by extending the interest
payment period at any time and from time to timarduthe term of the subordinated debentures faiouprenty consecutive quarterly periods.
We have elected to defer the interest paymentsatbeg due in September and December 2010 and inHvE&Y11 because the Federal Reserve
advised it would not approve a request to makedstgpayments on the subordinated debentures.

Impact of Credit Ratings on Liquidity

The Corporation’s ability to access new non-depsitrces of funding could be adversely affectethlege credit ratings and any additional
downgrades. The Corporation’s credit as a long-issuer is currently rated CCC+, or seven notcledsvbinvestment grade, with negative
outlook by Standard & Poor’s (“S&P”) and is rate@ @r eight notches below investment grade, byhHRatings Limited (“Fitch”).

FirstBank’s credit as a long-term is currently taRS3, or six notches below investment grade, by d§ctmInvestor Service (“Moody’s”),

CCCH+, or seven notches below investment grade, mégative outlook by S&P, and CC, or eight notdbelsw investment grade by Fitch.
These rating reflect downgrades in 2010 by S&R;hFand Moody’s. Although these downgrades did ffechany of the Corporation’s
outstanding debt and have not affected the Corporatliquidity, the ratings may adversely affelsetCorporation’s ability to obtain new
external sources of funding to finance its operatj@and/or cause external funding to be more exgenshich could in turn adversely affect
results of operations. Also, changes in credinggtimay further affect the fair value of certaabllities and unsecured derivatives that consider
the Corporation’s own credit risk as part of théuasion.

WEBSITE ACCESS TO REPORT

The Corporation makes available annual remrtSorm 10-K, quarterly reports on Form 10-Q, entreports on Form 8-K, and
amendments to those reports, filed or furnishedymmt to section 13(a) or 15(d) of the Securitieshnge Act of 1934, free of charge on or
through its internet website at www.firstbankpr.cmder the “Investor Relations” section), as so®measonably practicable after the
Corporation electronically files such material witin furnishes it to, the SEC.

The Corporation also makes available the Gaiton’s corporate governance guidelines, the enaudf the audit, asset/liability,
compensation and benefits, credit, strategic ptemrdompliance, corporate governance and nominatingmittees and the codes of conduct
and principles mentioned below, free of charge othimugh its internet website at www.firstbankprnc(under the “Investor Relations”
section):
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. Code of Ethics for Senior Financial Office
. Code of Ethics applicable to all employ¢
. Independence Principles for Directt

. Luxury Expenditure Polic

The corporate governance guidelines and thieeafentioned charters and codes may also be obithi of charge by sending a written
request to Mr. Lawrence Odell, Executive Vice Riesi and General Counsel, PO Box 9146, San JuantoFRico 00908.

The public may read and copy any materialstlBanCorp files with the SEC at the SEC’s PublkddRence Room at 100 F Street, NE,
Washington, DC 20549. In addition, the public méayain information on the operation of the Publiddtence Room by calling the SEC at 1-
800-SEC-0330. The SEC maintains an Internet sitedbntains reports, proxy, and information stateisieand other information regarding
issuers that file electronically with the SEC (wwsec.goy).

MARKET AREA AND COMPETITION

Puerto Rico, where the banking market is ligladmpetitive, is the main geographic service afghe Corporation. As of December 31,
2010, the Corporation also had a presence in #te sf Florida and in the United States and Britiglgin Islands. Puerto Rico banks are
subject to the same federal laws, regulations apdrsision that apply to similar institutions iretbinited States mainland.

Competitors include other banks, insurancepaoies, mortgage banking companies, small loan aaiep, automobile financing
companies, leasing companies, brokerage firms nettil operations, and credit unions in Puerto Rike Virgin Islands and the state of
Florida. The Corporation’s businesses compete thitse other firms with respect to the range of peteland services offered and the types of
clients, customers, and industries served.

The Corporation’s ability to compete effectivdepends on the relative performance of its petgiithe degree to which the features of its
products appeal to customers, and the extent tohathe Corporation meets clients’ needs and expecta The Corporation’s ability to
compete also depends on its ability to attractratain professional and other personnel, and aristation.

The Corporation encounters intense competitiattracting and retaining deposits and its camsuand commercial lending activities. The
Corporation competes for loans with other finantiatitutions, some of which are larger and haweatgr resources available than those of the
Corporation. Management believes that the Corpamdias been able to compete effectively for depasitl loans by offering a variety of
transaction account products and loans with coripefieatures, by pricing its products at competitinterest rates, by offering convenient
branch locations, and by emphasizing the qualitysoervice. The Corporation’s ability to origindbans depends primarily on the rates and
fees charged and the service it provides to itsoeers in making prompt credit decisions. There lmamo assurance that in the future the
Corporation will be able to continue to increasediéposit base or originate loans in the mannendhe terms on which it has done so in the
past.
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SUPERVISION AND REGULATION
Recent Events affecting the Corporation

As a result of the Dodd-Frank Wall Street Ref@and Consumer Protection Act (the “Dodd-Frank’Aathich became law on July 21,
2010, there will be additional regulatory oversightl supervision of the holding company and itskliaries.

The Dodd-Frank Act significantly changes tegulation of financial institutions and the finaaicservices industry. The Dodd-Frank Act
includes, and the regulations to be developed timgler will include, provisions affecting large asmall financial institutions alike, including
several provisions that will affect how banks amdlholding companies will be regulated in the fatu

The Dodd-Frank Act, among other things, imgasew capital requirements on bank holding compapievides that a bank holding
company must serve as a source of financial anchgaral strength to each of its subsidiary bankksstand ready to commit resources to
support each of them, changes the base for FDI@anse assessments to a bank’s average consolidéaédssets minus average tangible
equity, rather than upon its deposit base, and gpeemtly raises the current standard deposit insarmit to $250,000; extends unlimited
insurance for noninterest-bearing transaction aatsothrough 2012 and expands the FDIC’s authovityatse insurance premiums. The
legislation also calls for the FDIC to raise theaaf reserves to deposits from 1.15% to 1.35%dfgposit insurance purposes by Septembe
2020 and to “offset the effect” of increased assesgs on insured depository institutions with asséiess than $10 billion. The Dodd-Frank
Act also limits interchange fees payable on deditldransactions, establishes the Bureau of Conskimancial Protection (the “CFPB”) as an
independent entity within the Federal Reserve, Wwhidl have broad rulemaking, supervisory and ecdonent authority over consumer
financial products and services, including deppsiducts, residential mortgages, home-equity l@anscredit cards, and contains provisions
on mortgage-related matters such as steering iivesnind determinations as to a borrower’s aliidityepay and prepayment penalties. The
CFPB will have primary examination and enforcenmrthority over FirstBank and other banks with d&0 billion in assets effective July :
2011.

The Dodd-Frank Act also includes provisiorst thffect corporate governance and executive cosgtiem at all publicly-traded companies
and allows financial institutions to pay interestlmsiness checking accounts. The legislationrasticts proprietary trading, places
restrictions on the owning or sponsoring of hedug private equity funds, and regulates the derreatictivities of banks and their affiliates.
The Dodd-Frank Act establishes the Financial Stglversight Council, which is to identify thredtsthe financial stability of the U.S.,
promote market discipline, and respond to emertfingats to the stability of the U.S. financial gyst

The Collins Amendment to the Doéidank Act, among other things, eliminates certaisttpreferred securities from Tier | capital. Rreéc
securities issued under the U.S. Treasury’s TralBkset Relief Program (“TARP”) are exempted frdms treatment. In the case of certain
trust preferred securities issued prior to May2(®.0 by bank holding companies with total consdéidaassets of $15 billion or more as of
December 31, 2009, these “regulatory capital déolngt are to be phased in incrementally over aquedf three years beginning on January 1,
2013. This provision also requires the federal loagnlagencies to establish minimum leverage andbréded capital requirements that will
apply to both insured banks and their holding comgza Regulations implementing the Collins Amendtmeast be issued within 18 months
July 21, 2010.

A separate legislative proposal would imposew fee or tax on U.S. financial institutions astf the 2010 budget plans in an effort to
reduce the anticipated budget deficit and to redospes anticipated from the TARP. Such an asseddmestimated to be 15-basis points,
levied against bank assets minus Tier 1 capitaldamdestic deposits. It appears that this fee om@aixid be assessed only against the 50 or so
largest financial institutions in the U.S., whiate dhose with more than $50 billion in assets, tedefore would not directly affect us.
However, the large banks that are affected byakertay choose to seek additional deposit fundirthénmarketplace, driving up the cost of
deposits for all banks. The administration has afstsidered a transaction tax on trades of stofika@mcial institutions and a tax on executive
bonuses.

The U.S. Congress has also recently adopteiti@thl consumer protection laws such as the €@did Accountability Responsibility and
Disclosure Act of 2009, and the Federal Reservealapted numerous new
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regulations addressing banks’ credit card, ovetdwad mortgage lending practices. Additional consuprotection legislation and regulatory
activity is anticipated in the near future.

Internationally, both the Basel Committee aanking Supervision and the Financial Stability Rbgestablished in April 2009 by the Group
of Twenty (“G-20") Finance Ministers and Centralr&aGovernors to take action to strengthen regutadiod supervision of the financial
system with greater international consistency, eoafon and transparency) have committed to raipéal standards and liquidity buffers
within the banking system (“Basel I1I"Dn September 12, 2010, the Group of Governors aatisiof Supervision agreed to the calibration
phase-in of the Basel Ill minimum capital requirense(raising the minimum Tier 1 equity ratio to %.0with full implementation by
January 2015) and introducing a capital consermdiidfer of common equity of an additional 2.5%Miinplementation by January 2019. The
U.S. federal banking agencies generally supporeBés The G-20 endorsed Basel Il on November 2@10.

Bank Holding Company Activities and Other Limitatits

The Corporation is subject to ongoing reguolatisupervision, and examination by the FederaéResBoard, and is required to file with the
Federal Reserve Board periodic and annual reppd®ther information concerning its own businessrapons and those of its subsidiaries. In
addition, the Corporation is subject to regulatimler the Bank Holding Company Act of 1956, as atedn(“Bank Holding Company Act”).
Under the provisions of the Bank Holding Company, Achank holding company must obtain Federal ResBoard approval before it
acquires direct or indirect ownership or controhadre than 5% of the voting shares of another bankjerges or consolidates with another
bank holding company. The Federal Reserve Boaalhals authority under certain circumstances teisgase and desist orders against bank
holding companies and their non-bank subsidiaries.

A bank holding company is prohibited under Bamk Holding Company Act, with limited exceptiofi;m engaging, directly or indirectly,
in any business unrelated to the businesses ofripk managing or controlling banks. One of theeptions to these prohibitions permits
ownership by a bank holding company of the shafesyp corporation if the Federal Reserve Boardraftie notice and opportunity for
hearing, by regulation or order has determinedttimactivities of the corporation in question soeclosely related to the businesses of banking
or managing or controlling banks as to be a prapedent thereto.

Under the Federal Reserve Board policy, a lhenhding company such as the Corporation is expetct@ct as a source of financial strength
to its banking subsidiaries and to commit suppmthem. This support may be required at times whbsegnt such policy, the bank holding
company might not otherwise provide such supporthé event of a bank holding company’s bankrupaay, commitment by the bank holding
company to a federal bank regulatory agency to ta@irtapital of a subsidiary bank will be assumgdhe bankruptcy trustee and be entitled
to a priority of payment. In addition, any capit@ns by a bank holding company to any of its sdibsy banks must be subordinated in right of
payment to deposits and to certain other indebtsloEsuch subsidiary bank. As of December 31, 2Bik6tBank was the only depository
institution subsidiary of the Corporation.

The Gramm-Leach-Bliley Act (the “GLB Act”) rsed and expanded the provisions of the Bank Hgld@iompany Act by including a
section that permits a bank holding company totétebecome a financial holding company and engagefull range of financial activities. In
April 2000, the Corporation filed an election witte Federal Reserve Board and became a finandi@ihgaccompany under the GLB Act.

A financial holding company ceasing to meetaia standards is subject to a variety of restid, depending on the circumstances. The
Corporation and FirstBank must remain well-capitadi and well-managed for regulatory purposes argiBéank must continue to earn
“satisfactory” or better ratings on its periodicr@munity Reinvestment Act (“CRA”) examinations teperve the financial holding company
status. Until compliance is restored, the FedeesldRve Board has broad discretion to impose apiptedimitations on the financial holding
company'’s activities. If compliance is not restovéthin 180 days, the Federal Reserve Board mamately require the financial holding
company to divest its depository institutions othie alternative, to discontinue or divest any\atiéis that are permitted only to non-financial
holding company bank holding companies.

The potential restrictions are different iétlapse pertains to the Community Reinvestmentéaairement. In that case, until all the
subsidiary institutions are restored to at leaatiséactory” Community Reinvestment Act
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rating status, the financial holding company matergage, directly or through a subsidiary, in ahthe additional activities permissible
under the GLB Act or make additional acquisitiofis@mpanies engaged in the additional activitieswEver, completed acquisitions and
additional activities and affiliations previouslgdun are left undisturbed, as the GLB Act doeseqtire divestiture for this type of situation.

Financial holding companies may engage, dirextindirectly, in any activity that is determithéo be (i) financial in nature, (i) incidental
such financial activity, or (iii) complementary &dfinancial activity and does not pose a substhrisiato the safety and soundness of
depository institutions or the financial system gratly. The GLB Act specifically provides that tf@lowing activities have been determinec
be “financial in nature”: (a) lending, trust andhet banking activities; (b) insurance activities); financial or economic advice or services;

(d) pooled investments; (e) securities underwriing dealing; (f) existing bank holding company éstit activities; (g) existing bank holding
company foreign activities; and (h) merchant baglastivities. The Corporation offers insurance ageservices through its wholly-owned
subsidiary, FirstBank Insurance Agency, and throkigst Insurance Agency V. I., Inc., a subsidiafyrostBank. In association with JP
Morgan Chase, the Corporation, through FirstBandrfduRico Securities, Inc., a wholly owned subsigiaf FirstBank, also offers municipal
bond underwriting services focused mainly on my@tand government bonds or obligations issuedbyPlierto Rico government and its
public corporations. Additionally, FirstBank PueRico Securities, Inc. offers financial advisory\dees.

In addition, the GLB Act specifically givesettrederal Reserve Board the authority, by regulaiioorder, to expand the list of “financialf
“incidental” activities, but requires consultatiasith the Treasury, and gives the Federal ResenadBauthority to allow a financial holding
company to engage in any activity that is “completagy” to a financial activity and does not “possudbstantial risk to the safety and
soundness of depository institutions or the finahsystem generally.”

Sarbanes-Oxley Act

The Sarbanes-Oxley Act of 2002 (“SOA”) implerte a range of corporate governance and otheruresa® increase corporate
responsibility, to provide for enhanced penalt@sdccounting and auditing improprieties at pulglichded companies, and to protect investors
by improving the accuracy and reliability of disslwes under federal securities laws. In additi@dA$as established membership
requirements and responsibilities for the audit wottee, imposed restrictions on the relationshigvieen the Corporation and external audit
imposed additional responsibilities for the extéfirancial statements on our chief executive @fiand chief financial officer, expanded the
disclosure requirements for corporate insidergjired management to evaluate its disclosure canénotl procedures and its internal control
over financial reporting, and required the auditorgssue a report on the internal control oveaficial reporting.

Since the 2004 Annual Report on Form 10-K,Glogporation has included in its annual report omi10-K its management assessment
regarding the effectiveness of the Corporationterimal control over financial reporting. The intakeontrol report includes a statement of
management’s responsibility for establishing anihtaining adequate internal control over financegorting for the Corporation;
management’s assessment as to the effectivenéiss Gbrporation’s internal control over financiaporting based on management'’s
evaluation, as of year-end; and the framework byeshanagement as criteria for evaluating the dffeness of the Corporation’s internal
control over financial reporting. As of Decembet 2010, First BanCorp’s management concluded thamternal control over financial
reporting was effective. The Corporation’s indepamdegistered public accounting firm reached #raesconclusion.

Emergency Economic Stabilization Act of 2008

On October 3, 2008, the Emergency Economibi&ation Act of 2008 (the “EESA”) was signed intov. The EESA authorized the
Treasury to access up to $700 billion to proteetWhS. economy and restore confidence and stabilitige financial markets. One such
program under TARP was action by Treasury to makafgcant investments in U.S. financial instituti@ through the Capital Purchase
Program (CPP). The Treasury’s stated purpose ifeimgnting the CPP was to improve the capitalizatibhealthy institutions, which would
improve the
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flow of credit to businesses and consumers, andtlibe confidence of depositors, investors, andtmyparties alike. All federal banking and
thrift regulatory agencies encouraged eligibleiingbns to participate in the CPP.

The Corporation applied for, and the Treasmpproved, a capital purchase in the amount of 0800000. The Corporation entered into a
Letter Agreement with the Treasury, pursuant toclwlihe Corporation issued and sold to the Treaurgn aggregate purchase price of
$400,000,000 in cash (i) 400,000 shares of Serieseferred Stock, and (2) a warrant to purchase483Sshares of the Corporation’s common
stock at an exercise price of $154.05 per shalgesuto certain anti-dilution and other adjustnsefithe TARP transaction closed on
January 16, 2009. As previously described abovaubn20, 2010, we exchanged the Series F Pref&t@tk, plus accrued dividends on the
Series F Preferred Stock, for 424,174 shares efiaSeries G Preferred Stock and amended the wassargd on January 16, 2009 and on
December 2, 2010 the Agreement and the certificbtiesignation of the Series G preferred stock vaenended to, among other provisions,
reduce the required capital amount to compel tiwesion of the Series G preferred stock from $5tlon to $350 million.

Under the terms of the Letter Agreement whi Treasury, (i) the Corporation amended its corsg@iéon, bonus, incentive and other benefit
plans, arrangements and agreements (includingaeseiand employment agreements) to the extentsarge® be in compliance with the
executive compensation and corporate governancereegents of Section 111(b) of the Emergency Ecda@tability Act of 2008 and
applicable guidance or regulations issued by tleeeSary of Treasury on or prior to January 16, 2808 (ii) each Senior Executive Officer, as
defined in the Purchase Agreement, executed aewntiaiver releasing Treasury and the Corporatiomfany claims that such officers may
otherwise have as a result the Corporation’s amentiof such arrangements and agreements to beripliemce with Section 111(b). Until
such time as Treasury ceases to own any debt dyesgeurities of the Corporation acquired pursuarthe Purchase Agreement, the
Corporation must maintain compliance with theseiiregnents.

American Recovery and Reinvestment Act of 2009

On February 17, 2009, the Congress enactedrierican Recovery and Reinvestment Act of 2009RRA"). The Stimulus Act includes
federal tax cuts, expansion of unemployment beneafid other social welfare provisions, and domagt@Ending in education, health care, and
infrastructure, including energy sector. The Stisulct includes provisions relating to compensagiaid by institutions that receive
government assistance under TARP, including irtiits that have already received such assistaffeetieely amending the existing
compensation and corporate governance requirernoéftsction 111(b) of the EESA. The provisions inl@uestrictions on the amounts and
forms of compensation payable, provision for pdesieimbursement of previously paid compensatiahanequirement that compensation be
submitted to non-binding “say on pay” shareholdsev

On June 10, 2009, the Treasury issued reguimplementing the compensation requirementsruhBRA, which amended the
requirements of EESA. The regulations became agpkcto existing and new TARP recipients upon malion 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; (ii) restrictiongaying or accruing bonuses, retention awardiscentive compensation for certain
employees; (iii) regular review of all employee qgmnsation arrangements by the compsusgnior risk officer and compensation committe
ensure that the arrangements do not encourage essay and excessive risk-taking or manipulatiponing of earnings; (iv) recoupment of
bonus payments based on materially inaccuraterirdtion; (v) in the prohibition on severance or amim control payments for certain
employees; (vi) adoption of policies and proceduoesvoid excessive luxury expenses; and (vii) naémy “say on pay” vote by shareholders
(which was effective beginning in February 2008)atidition, the regulations also introduce sevadalitional requirements and restrictions,
including: (i) Special Master review of ongoing gaemsation in certain situations; (ii) prohibition tax gross-ups for certain employees;

(iii) disclosure of perquisites; and (iv) disclosuegarding compensation consultants.

Homeowner Affordability and Stability Plan

On February 18, 2009, President Obama anndwencemprehensive plan to help responsible homemwawid foreclosure by providing
affordable and sustainable mortgage loans. The ldamer Affordability and Stability Plan, a $75 bdl federal program, provides for a
sweeping loan modification program targeted atdwers who
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are at risk of foreclosure because their incomesat sufficient to make their mortgage paymertalsio includes refinancing opportunities for
borrowers who are current on their mortgage paysieat have been unable to refinance because theiehave decreased in value. Under
the Homeowner Stability Initiative, Treasury wiflend up to $50 billion dollars to make mortgagerpeyts affordable and sustainable for
middle-income American families that are at riskareclosure. Borrowers who are delinquent on tloetgage for their primary residence and
borrowers who, due to a loss of income or incréa&xpenses, are struggling to keep their paymantent may be eligible for a loan
modification. Under the Homeowner Affordability aBtability Plan, borrowers who are current on tieartgage but have been unable to
refinance because their house has decreased & vy have the opportunity to refinance into a 8@ryfixedrate loan. Through the progra
Fannie Mae and Freddie Mac will allow the refinaigcof mortgage loans that they hold in their pdig®or which they guarantee in their own
mortgage-backed securities. Lenders were ablegim laEcepting refinancing applications on MarcR@09. The Obama Administration
announced on March 4, 2009 the new U.S. Departofehe Treasury guidelines to enable servicersgirbomodifications of eligible
mortgages under the Homeowner Affordability andofity Plan. The guidelines implement financial émtives for mortgage lenders to moc
existing first mortgages and sets standard indystgtice for modifications.

USA Patriot Act

Under Title Il of the USA Patriot Act, alsm&wn as the International Money Laundering Abatenaa Anti-Terrorism Financing Act of
2001, all financial institutions are required tmang other things, identify their customers, adopihal and comprehensive anti-money
laundering programs, scrutinize or prohibit altégetcertain transactions of special concern, argrégared to respond to inquiries from U.S.
law enforcement agencies concerning their custoargiigheir transactions. Presently, only certgoesyof 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 haeeaus legal and reputational consequences
for the institution. The Corporation has adoptegrapriate policies, procedures and controls to @esklcompliance with the USA Patriot Act
and Treasury regulations.

Privacy Policies

Under Title V of the GLB Act, all financial stitutions are required to adopt privacy polickestrict the sharing of nonpublic customer data
with parties at the customer’s request and estaplidicies and procedures to protect customer fdata unauthorized access. The Corporation
and its subsidiaries have adopted policies andeghares in order to comply with the privacy prowsiof the GLB Act and the Fair and
Accurate Credit Transaction Act of 2003 and thaulatpns issued thereunder.

State Chartered Non-Member Bank and Banking LawsdaRegulations in General

FirstBank is subject to regulation and exaridmaby the OCIF and the FDIC, and is subject tmprehensive federal and state regulations
dealing with a wide variety of subjects. The fedlarad state laws and regulations which are appkceibbanks regulate, among other things,
the scope of their businesses, their investmemeg, teserves against deposits, the timing andabiblify of deposited funds, and the nature and
amount of and collateral for certain loans. In &ddito the impact of regulations, commercial baake affected significantly by the actions of
the Federal Reserve Board as it attempts to cothteaoney supply and credit availability in ortleinfluence the economy. Among the
instruments used by the Federal Reserve Boardgteiment these objectives are open market operatiddsS. government securities,
adjustments of the discount rate, and changeserve requirements against bank deposits. Thesarmants are used in varying combinations
to influence overall economic growth and the disttion of credit, bank loans, investments and diggpoBheir use also affects interest rates
charged on loans or paid on deposits. The monetaigies and regulations of the Federal ReservadBbave had a significant effect on the
operating results of commercial banks in the padtae expected to continue to do so in the fufline. effects of such policies upon our future
business, earnings, and growth cannot be predicted.
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References herein to applicable statutesgulagions are brief summaries of portions therebitiv do not purport to be complete and which
are qualified in their entirety by reference togbstatutes and regulations. Numerous additiogalagons and changes to regulations are
anticipated as a result of the Dodd-Frank Act, faridre legislation may provide additional regulgtoversight of the Bank. Any change in
applicable laws or regulations may have a matadakrse effect on the business of commercial bandsbank holding companies, including
FirstBank and the Corporation.

There are periodic examinations by the OCIé thie FDIC of FirstBank to test the Bank’s compdianvith various statutory and regulatory
requirements. This regulation and supervision disteds a comprehensive framework of activities ik an institution can engage. The
regulation and supervision are intended primaolythe protection of the FDIC’s insurance fund degositors. The regulatory structure also
gives the regulatory authorities discretion in caction with their supervisory and enforcement ati¢is and examination policies, including
policies with respect to the classification of assend the establishment of adequate loan lossevesstor regulatory purposes. This enforcer
authority includes, among other things, the abtlitassess civil money penalties, to issue ceadetasist or removal orders and to initiate
injunctive actions against banking organizationd astitution-affiliated parties. In general, thesdgorcement actions may be initiated for
violations of laws and regulations and for engagingnsafe or unsound practices. In addition, éettank actions are required by statute and
implementing regulations. Other actions or failto@ct may provide the basis for enforcement acfimiuding the filing of misleading or
untimely reports with regulatory authorities.

Dividend Restrictions

The Corporation is subject to certain restiitt generally imposed on Puerto Rico corporatieitis respect to the declaration and payment
of dividends (i.e., that dividends may be paid anly from the Corporation’s net assets in excessapftal or, in the absence of such excess,
from the Corporation’s net earnings for such figedr and/or the preceding fiscal year). The Feédeaerve Board has also issued a policy
statement that, as a matter of prudent bankingn& holding company should generally not maintagivan rate of cash dividends unless its
net income available to common shareholders has &géicient to fund fully the dividends and thegpective rate of earnings retention
appears to be consistent with the organizatiorpstalneeds, asset quality, and overall finanataldition.

On February 24, 2009, the Federal Reservagida the “Applying Supervisory Guidance and Retiphs on the Payment of Dividends,
Stock Redemptions, and Stock Repurchases at BaldingdCompanies” (the “Supervisory Lettertyhich discusses the ability of bank hold
companies to declare dividends and to redeem aoircbpse equity securities. The Supervisory Lettgenerally consistent with prior Federal
Reserve supervisory policies and guidance, althqlages greater emphasis on discussions with thdatrs prior to dividend declarations
and redemption or repurchase decisions even wheexpticitly required by the regulations. The FeddReserve provides that the principles
discussed in the letter are applicable to all Hawiding 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 bodrdi@ctors should “eliminate, defer, or severaftyit” dividends if: (i) the bank holding
company'’s net income available to shareholderghi@past four quarters, net of dividends paid dptivat period, is not sufficient to fully fund
the dividends; (ii) the bank holding company’s ratearnings retention is inconsistent with capitaéds and overall macroeconomic outlook;
or (iii) the bank holding company will not meet,isfin danger of not meeting, its minimum regulgtoapital adequacy ratios. The Supervisory
Letter further suggests that bank holding compastiesild inform the Federal Reserve in advance pihgaa dividend that: (i) exceeds the
earnings for the quarter in which the dividendeénly paid; or (ii) could result in a material acsechange to the organization’s capital
structure.

In prior years, the principal source of furficisthe Corporation’s parent holding company wasd#inds declared and paid by its subsidiary,
FirstBank. Pursuant to the Written Agreement whth FED, the Corporation cannot directly or indiketake dividends or any other form of
payment representing a reduction in capital frommBlank without the prior written approval of the-E he ability of FirstBank to declare and
pay dividends on its capital stock is regulatedi®yPuerto Rico Banking Law, the Federal Deposititance Act (the “FDIA”), and FDIC
regulations. In general terms, the Puerto Rico Bankaw provides that when the expenditures of rektere
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greater than receipts, the excess of expenditu@sreceipts shall be charged against undistribptefits of the bank and the balance, if any,

shall be charged against the required reservedtitite bank. If the reserve fund is not sufficiemtover such balance in whole or in part, the
outstanding amount must be charged against thédeagital account. The Puerto Rico Banking Lawjes that, until said capital has been
restored to its original amount and the reservel tor20% of the original capital, the bank may detlare any dividends.

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

We suspended dividend payments on our commadipeeferred dividends, including the TARP prefdrdévidends, commencing effective
with the preferred dividend payments for the marfthugust 2009. In addition, commencing in Septen#t84.0, we have suspending interest
payments on the Trust Preferred. Furthermore, sg & any shares of preferred stock remain outistgraehd until we obtain the FED's
approval, we cannot declare, set apart or pay afgethds on shares of our common stock (i) unlegsazcrued and unpaid dividends on our
preferred stock for the twelve monthly dividendipds ending on the immediately preceding divideagrpent date have been paid or are paid
contemporaneously and the full monthly dividendban preferred stock for the then current monthtiesen or is contemporaneously declared
and paid or declared and set apart for payment(@phdith respect to our Series G Preferred Stagkess all accrued and unpaid dividends for
all past dividend periods, including the latest pteted dividend period, on all outstanding shamsehbeen declared and paid in full. Prior to
January 16, 2012, unless we have redeemed or ¢ed\adl of the shares of Series G Preferred Sto¢kheoU.S. Treasury has transferred all of
the Series G Preferred Stock to third partiesctitesent of the U.S. Treasury will be required feta, among other things, increase the
dividend rate of common stock above $1.05 per sharepurchase or redeem equity securities, inomdur common stock, subject to certain
limited exceptions.

Limitations on Transactions with Affiliates and Inders

Certain transactions between financial ingtits such as FirstBank and its affiliates are goed by Sections 23A and 23B of the Federal
Reserve Act and by Regulation W. An affiliate dfreancial institution is any corporation or entttyat controls, is controlled by, or is under
common control with the financial institution. Irhalding company context, the parent bank holdiomgpany and any companies which are
controlled by such parent bank holding companyaffigates of the financial institution. Generallgections 23A and 23B of the Federal
Reserve Act (i) limit the extent to which the firgad institution or its subsidiaries may engagédovered transactions” (defined below) with
any one affiliate to an amount equal to 10% of dirdncial institution’s capital stock and surplasd contain an aggregate limit on all such
transactions with all affiliates to an amount eqoa20% of such financial institution’s capital skoand surplus and (ii) require that atbverec
transactions” be on terms substantially the samat keast as favorable to the financial institntar affiliate, as those provided to a non-
affiliate. The term “covered transaction” includese making of loans, purchase of assets, issudregwarantee and other similar transactions.
In addition, loans or other extensions of creditlgy financial institution to the affiliate are réed to be collateralized in accordance with the
requirements set forth in Section 23A of the FeldReserve Act.

In addition, Sections 22(h) and (g) of the ératlReserve Act, implemented through Regulatiopl@Ge restrictions on loans to executive
officers, directors, and principal stockholdersdenSection 22(h) of the Federal Reserve Act, learsdirector, 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 findma#itution’s loans to one borrower limit, genkyaequal to 15% of the institutios’'unimpaire«
capital and surplus. Section 22(h) of the FedeealeRve Act also requires that loans to directomscuative officers, and principal stockholders
be made on terms substantially the same as offereaimparable transactions to other persons amdretgiires 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 restriston loans to executive officers.
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Federal Reserve Board Capital Requirements

The Federal Reserve Board has adopted capli¢gjuacy guidelines pursuant to which it assebsesdequacy of capital in examining and
supervising a bank holding company and in analyaimglications to it under the Bank Holding Compawy. The Federal Reserve Board
capital adequacy guidelines generally require daoidling companies to maintain total capital eqoa8% of total risk-adjusted assets, with at
least one-half of that amount consisting of Tier tore capital and up to one-half of that amowmisisting of Tier Il or supplementary capital.
Tier | capital for bank holding companies generaliysists of the sum of common stockholderglity and perpetual preferred stock, subje:
the case of the latter to limitations on the kind amount of such perpetual preferred stock thatimeancluded as Tier | capital, less goodwill
and, with certain exceptions, other intangiblegr Ti capital generally consists of hybrid capitetruments, perpetual preferred stock that is
not eligible to be included as Tier | capital, tesabordinated debt and intermediate-term prefesteck and, subject to limitations, allowances
for loan losses. Assets are adjusted under thebeskd guidelines to take into account differesk dharacteristics, with the categories ranging
from 0% (requiring no additional capital) for agsetich as cash to 100% for the bulk of assetshwdrie typically held by a bank holding
company, including multi-family residential and corarcial real estate loans, commercial businesslaad commercial loans. Off-balance
sheet items also are adjusted to take into acamirtdin risk characteristics.

The federal bank regulatory agencies’ riskelasapital guidelines for years have been based t@01988 capital accord (“Basel 1”) of the
Basel Committee, a committee of central bankersbamik supervisors from the major industrializedrtdes. This body develops broad policy
guidelines for use by each country’s supervisordeitermining the supervisory policies they appty2004, it proposed a new capital adequacy
framework (“Basel II”) for large, internationallyciive banking organizations to replace Basel |.dBsvas 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. bamiiorganizations that lack the economies of scaézlad to absorb the associated expenses.

Effective April 1, 2008, the U.S. federal baelgulatory agencies adopted Basel Il for applicatd certain banking organizations in the
United States. The new capital adequacy framewppkies to organizations that: (i) have consolidassets of at least $250 billion; or (ii) hi
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 clausa (ij) above; or (iv) as a general matter, aresgibries of a bank or bank holding company
that uses the new rule. During a two-year phageiiod, organizations required or electing to afgdgel Il will report their capital adequacy
calculations separately under both Basel | and IBbea a “parallel run’basis. Given the high thresholds noted above,Bdrst is not require
to apply Basel Il and does not expect to applg thie foreseeable future.

On January 21, 2010, the federal banking @genincluding the Federal Reserve Board, issu@thbrisk-based regulatory capital rule
related to the Financial Accounting Standards Bsaadoption of amendments to the accounting remergs relating to transfers of financial
assets and variable interests in variable intenat$ties. These accounting standards make subgasttanges to how banks account for
securitized assets that are currently excluded thair balance sheets as of the beginning of thp@ation’s 2010 fiscal year. The final
regulatory capital rule seeks to better align ratprly capital requirements with actual risks. Unither final rule, banks affected by the new
accounting requirements generally will be subjedtigher minimum regulatory capital requirements.

The final rule permits banks to include withboit in tier 2 capital any increase in the allamce for lease and loan losses calculated as of
the implementation date that is attributable t@tssonsolidated under the requirements of thabkriinterests accounting requirements. The
rule provides an optional delay and phase-in foraximum of one year for the effect on risk-basquitehand the allowance for lease and loan
losses related to the assets that must be contsalida a result of the accounting change. The firlalalso eliminates the risk-based capital
exemption for asset-backed commercial paper asBatstransitional relief does not apply to the kg ratio or to assets in conduits to which
a bank provides implicit support. Banks will beu&gd to rebuild capital and repair balance sheesccommodate the new accounting
standards by the middle of 2011.
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Source of Strength Doctrine

Under new provisions in the Dodfdank Act, as well as Federal Reserve Board paiwy regulation, a bank holding company must ses
a source of financial and managerial strength th @d its subsidiary banks and is expected to spaiadared to commit resources to support
each of them. Consistent with this, the FederabResBoard has stated that, as a matter of prumerking, a bank holding company should
generally not maintain a given rate of cash divifennless its net income available to common sloédels has been sufficient to fully fund
dividends and the prospective rate of earningstiete appears to be consistent with the organin&tiocapital needs, asset quality, and overall
financial condition.

Deposit Insurance

The increases in deposit insurance describedeaunder “Supervision and Regulation”, the FBI€kpanded authority to increase insur:
premiums, as well as the recent increase and pated additional increase in the number of barllaries are expected to result in an increa:
deposit insurance assessments for all banks, imgjuerstBank. The FDIC, absent extraordinary ainstances, is required by law to return the
insurance reserve ratio to a 1.15 percent ratilateo than the end of 2013. Recent failures catise@®eposit Insurance Fund (“DIF”) to fall to
a negative $8.2 hillion as of September 30, 200@n@extraordinary circumstances, the FDIC hageded the time within which the reserve
ratio must be restored to 1.15 from five to eigbdns.

On February 7, 2011, the FDIC adopted a rilekvredefines the assessment base for deposiaimseias required by the Dodd-Frank Act,
makes changes to assessment rates, implementstlileFPank Act’'s DIF dividend provisions, and rewsbe riskbased assessment systerr
all large insured depository institutions (institus with at least $10 billion in total assetsxlsas FirstBank.

If the FDIC is appointed conservator or reeeiof a bank upon the bank’s insolvency or the oerice of other events, the FDIC may sell
some, part or all of a bank’s assets and liabdlitteanother bank or repudiate or disaffirm mogesyof contracts to which the bank was a party
if the FDIC believes such contract is burdensomeesolving the estate of a failed bank, the FDd@ezeiver will first satisfy its own
administrative expenses, and the claims of holdeksS. deposit liabilities also have priority owaose of other general unsecured creditors.

FDIC Capital Requirements

The FDIC has promulgated regulations andt@mstant of policy regarding the capital adequacgtafe-chartered non-member banks like
FirstBank. These requirements are substantialljlaino those adopted by the Federal Reserve Begarding bank holding companies, as
described above.

The regulators require that banks meet abesded capital standard. The risk-based capitatiatdrfor banks requires the maintenance of
total capital (which is defined as Tier | capitabasupplementary (Tier 2) capital) to risk-weightedets of 8%. In determining the amount of
risk-weighted assets, weights used (ranging from®@%)0%) are based on the risks inherent in the tf asset or item. The components of
Tier | capital are equivalent to those discussddvibeinder the 3.0% leverage capital standard. Timeponents of supplementary capital
include certain perpetual preferred stock, mandgtoonvertible securities, subordinated debt antdrimediate preferred stock and, generally,
allowances for loan and lease losses. Allowancéofor and lease losses includable in supplementgial is limited to a maximum of 1.25%
of risk-weighted assets. Overall, the amount oftehpounted toward supplementary capital cannoeed 100% of core capital.

The capital regulations of the FDIC estabfisminimum 3.0% Tier | capital to total assets reguient for the most highly-rated state-
chartered, non-member banks, with an additionahionsof 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% @84or more. Under these regulations, the
highest-rated banks are those that are not antiisgpar experiencing significant growth and havdlwéversified risk, including no undue
interest rate risk exposure, excellent asset qudligh liquidity and good earnings and, in geneais considered a strong banking organization
and are rated composite | under the Uniform Fireriostitutions Rating System. Leverage or cordte&js defined as the sum of common
stockholders’ equity including retained earnings+tumulative

22




Table of Contents

perpetual preferred stock and related surplusnaindrity interests in consolidated subsidiariesusiall intangible assets other than certain
qualifying supervisory goodwill and certain purcedsnortgage servicing rights.

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

Under certain circumstances, a well-capitaljzalequately capitalized or undercapitalized tumstin may be treated as if the institution were
in the next lower capital category. A depositorstitution is generally prohibited from making capidlistributions (including paying
dividends), or paying management fees to a holdarmgpany if the institution would thereafter be umdgitalized. Institutions that are
adequately capitalized but not well-capitalizedrzztraccept, renew or roll over brokered depositepkwith a waiver from the FDIC and are
subject to restrictions on the interest rates ¢hatbe paid on such deposits. Undercapitalize@tutiens may not accept, renew or roll over
brokered deposits.

The federal bank regulatory agencies are gggdhor, in certain cases, required to take cedations with respect to institutions falling
within one of the three undercapitalized categoiEpending on the level of an institution’s calpitlhe agency’s corrective powers include,
among other things:

. prohibiting the payment of principal and interestsmbordinated dek

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

. placing additional restrictions on transactionshveffiliates;

. restricting the interest rate the institution may pn deposits

. prohibiting the institution from accepting depogitsm 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 pkamg such a plan will not be accepted unless,
among other things, the banking institution’s hegdcompany guarantees the plan up to a certairfiggbamount. Any such guarantee from a
depository institution’s holding company is entitl® a priority of payment in bankruptcy.

Although our regulatory capital ratios excegttlee required established minimum capital ratarsaf “well-capitalized” institution as of
December 31, 2010, because of the Order, FirstBankot be regarded as “well-capitalized” as of Dawer 31, 2010. A bank’s capital
category, as determined by applying the promptemtitre action provisions of law, however, may nmstitute an accurate representation of
the overall financial condition or prospects of Benk, and should be considered in conjunction witter available information regarding
financial condition and results of operations.
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Set forth below are the Corporation’s andtBiasik’s capital ratios as of December 31, 2010, basdeedrral Reserve and FDIC guidelir

respectively, and the capital ratios required tatb@ined under the Order:

Well-Capitalized Consent Order
First BanCorp FirstBank Minimum Minimum
As of December 31, 201
Total capital (Total capital to ri-weighted asset: 12.02% 11.5% 10.0(% 12.0(%
Tier 1 capital ratio (Tier 1 capital to ri-weighted asset: 10.7%% 10.2&% 6.0(% 10.0(%
Leverage ratio(1 7.5 7.25% 5.0% 8.0(%

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

The activities as “principal” and equity int@&nts of FDIC-insured, state-chartered banks asdkirstBank are generally limited to those
that are permissible for national banks. Under la@gns dealing with equity investments, an insustde-chartered bank generally may not
directly or indirectly acquire or retain any equitiyestments of a type, or in an amount, that ispeomissible for a national bank.

Federal Home Loan Bank System

FirstBank is a member of the Federal Home LBank (FHLB) system. The FHLB system consists @l regional Federal Home Loan
Banks governed and regulated by the Federal Hodsimgnce Agency. The Federal Home Loan Banks s&svreserve or credit facilities for
member institutions within their assigned regiorisey are funded primarily from proceeds derivedrfitie sale of consolidated obligations of
the FHLB system, and they make loans (advancasgtobers in accordance with policies and procedestsblished 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 anid Ishares of capital stock in that
FHLB in an amount calculated in accordance withrdwirements set forth in applicable laws and l&gns. FirstBank is in compliance with
the stock ownership requirements of the FHLB-NYL.I8&ns, advances and other extensions of credienbg the FHLB-NY to FirstBank are
secured by a portion of FirstBank’s mortgage loartfplio, certain other investments and the cagtatk of the FHLB-NY held by FirstBank.

Ownership and Control

Because of FirstBank’s status as an FDIC-edtrank, as defined in the Bank Holding Company Bicst BanCorp, as the owner of
FirstBank’s common stock, is subject to certairrietions and disclosure obligations under varitaederal laws, including the Bank Holding
Company Act and the Change in Bank Control Act (BBCA”). Regulations pursuant to the Bank Holdi@gmpany Act generally require
prior Federal Reserve Board approval for an actijpiisof control of an insured institution (as defihin the Act) or holding company thereot
any person (or persons acting in concert). Corgrdeemed to exist if, among other things, a pefsopersons acting in concert) acquires r
than 25% of any class of voting stock of an insunstitution or holding company thereof. Under @BCA, control is presumed to exist
subject to rebuttal if a person (or persons adtingpncert) acquires more than 10% of any classtifg stock and either (i) the corporation
registered securities under Section 12 of the $tEsiExchange Act of 1934, or (ii) no person wiltn, control or hold the power to vote a
greater percentage of that class of voting seegrithmediately after the transaction. The concéptting in concert is very broad and also is
subject to certain rebuttable presumptions, incigdimong others, that relatives, business partnersagement officials, affiliates and others
are presumed to be acting in concert with eachr @he their businesses. The regulations of the FABl@ementing the CBCA are generally
similar to those described above.

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

Standards for Safety and Soundness

The FDIA, as amended by FDICIA and the Riggtenmunity Development and Regulatory Improvemerttd®d 994, requires the FDIC
and the other federal bank regulatory agenciesdscpibe standards of safety and soundness, biatems or guidelines, relating generally to
operations and management, asset growth, asséygaatnings, stock valuation, and compensatidre FDIC and the other federal bank
regulatory agencies adopted, effective August 9518 set of guidelines prescribing safety and doass standards pursuant to FDIA, as
amended. The guidelines establish general standalatg to internal controls and information gyss, internal audit systems, loan
documentation, credit underwriting, interest ratpasure, asset growth and compensation, fees argfitse In general, the guidelines require,
among other things, appropriate systems and peactaidentify and manage the risks and expospessfged in the guidelines. The guidelines
prohibit excessive compensation as an unsafe asmbad practice and describe compensation as exeaskin the
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amounts paid are unreasonable or disproportionateetservices performed by an executive officerpleyee, director or principal shareholc
Brokered Deposits

FDIC regulations adopted under the FDIA govwamreceipt of brokered deposits by banks. Welitaetized institutions are not subject to
limitations on brokered deposits, while adequatalpitalized institutions are able to accept, renevollover brokered deposits only with a
waiver from the FDIC and subject to certain resitsits on the interest paid on such deposits. Urgiitadized institutions are not permitted to
accept brokered deposits. The Order requires RirdtBo obtain FDIC approval prior to issuing, irasing, renewing or rolling over brokered
CDs and to develop a plan to reduce its reliancerokered CDs. The FDIC has issued temporary agpsgermitting FirstBank to renew
and/or roll over certain amounts of brokered CDsumiag through June 30, 2011. FirstBank will contrto request approvals for future
periods in a manner consistent with its plan taiocedits reliance on brokered CDs.

Puerto Rico Banking Law

As a commercial bank organized under the lafthe Commonwealth, FirstBank is subject to sujséma, examination and regulation by
Commonwealth of Puerto Rico Commissioner of Finalncistitutions (“Commissioner”) pursuant to theeRo Rico Banking Law of 1933, as
amended (the “Banking Law”). The Banking Law consgprovisions governing the incorporation and oizgion, rights and responsibilities
of directors, officers and stockholders as wellreescorporate powers, lending limitations, capiégjuirements, investment requirements and
other aspects of FirstBank and its affairs. In &iddj the Commissioner is given extensive rule-mgkpower and administrative discretion
under the Banking Law.

The Banking Law authorizes Puerto Rico comimaélzanks to conduct certain financial and relaetivities directly or through subsidiarir
including the leasing of personal property andaperation of a small loan business.

The Banking Law requires every bank to mamtalegal reserve which shall not be less than tymeercent (20%) of its demand liabilities,
except government deposits (federal, state andaipat) that are secured by actual collateral. Es2rve 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 calaaduring the day following the day on which theme received; (3) money deposited in other
banks provided said deposits are authorized b tremissioner and subject to immediate collectidhfé¢deral funds sold to any Federal
Reserve Bank and securities purchased under agnteetoaesell executed by the bank with such fuhdsare subject to be repaid to the bank
on or before the close of the next business day(&nany other asset that the Commissioner idestifom time to time.
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The Banking Law permits Puerto Rico commerbaatks to make loans to any one person, firm, peship or corporation, up to an
aggregate amount of fifteen percent (15%) of tha sl (i) the bank’s paid-in capital; (ii) the bdakeserve fund; (iii) 50% of the bank’s
retained earnings, subject to certain limitaticarg] (iv) any other components that the Commissiarer determine from time to time. If such
loans are secured by collateral worth at least tyvéwve percent (25%) more than the amount of ten| the aggregate maximum amount may
reach one third (33.33%) of the sum of the bankisl{in capital, reserve fund, 50% of retained esgsiand such other components that the
Commissioner may determine from time to time. Thareeno restrictions under the Banking Law on thewnt of loans that are wholly
secured by bonds, securities and other evidenoelebtedness of the Government of the United Statesf the Commonwealth of Puerto
Rico, or by bonds, not in default, of municipaktier instrumentalities of the Commonwealth of Pu&ico. The revised classification of the
mortgage-related transactions as secured comméaia to local financial institutions describedhie Corporatiors restatement of previous
issued financial statements (Form 10-K/A for tleedil year ended December 31, 2004) caused the agertglated transactions to be treatec
two secured commercial loans in excess of the hgnlifnitations imposed by the Banking Law. In thegard, FirstBank received a ruling from
the Commissioner that results in FirstBank beingstered in continued compliance with the lendingtations. The Puerto Rico Banking
Law authorizes the Commissioner to determine atberponents which may be considered for purposestablishing its lending limit, which
components may lie outside the statutory lendimit lelements mandated by Section 17. After conaitten of other components, the
Commissioner authorized the Corporation to refagngecured loans to the two financial institutiasst believed that these loans were secured
by sufficient collateral to diversify, disperse asignificantly diffuse the risks connected to slmdins thereby satisfying the safety and
soundness considerations mandated by Section t& &anking Law. In July 2009, FirstBank enteretth iaa transaction with one of the
institutions to purchase $205 million in mortgagaris that served as collateral to the loan toitisistution.

The Banking Law prohibits Puerto Rico commarbianks from making loans secured by their ownlkstand from purchasing their own
stock, unless such purchase is made pursuanttelarepurchase program approved by the Commissimnis necessary to prevent losses
because of a debt previously contracted in godt.fahe stock purchased by the Puerto Rico commdneink 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 conahdank may serve as an officer,
director, agent or employee of another Puerto Ra@uomercial bank, financial corporatipeavings and loan association, trust corporation,
corporation engaged in granting mortgage loansgrogher institution engaged in the money lendingitbess in Puerto Rico. This prohibition
is not applicable to the affiliates of a Puertodréommercial bank.

The Banking Law requires that Puerto Rico c@ruial banks prepare each year a balance summaéngiofbperations, and submit such
balance summary for approval at a regular meetirsjoeckholders, together with an explanatory refioeteon. The Banking Law also requires
that at least ten percent (10%) of the yearly medine of a Puerto Rico commercial bank be creditedially to a reserve fund. This credit is
required to be done every year until such resarmad Ehall be equal to the total paid-in-capitaihaf bank.

The Banking Law also provides that when theeexlitures of a Puerto Rico commercial bank aratgréhan receipts, the excess of the
expenditures over receipts shall be charged agthiesindistributed 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 balancghole or in part, the outstanding amount shall
be charged against the capital account and noatidighall be declared until said capital has bestored to its original amount and the res
fund to twenty percent (20%) of the original cabita

The Banking Law requires the prior 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, amtpe of control is presumed to occur if a persoa group of persons acting in concert,
directly or indirectly, acquire more than 5% of thetstanding voting capital stock of the bank. Qwnmissioner has interpreted the
restrictions of the Banking Law as applying to &sifions of voting securities of entities controlli a bank, such as a bank holding company.
Under the Banking Law, the determination of the Gussioner whether to approve a change of contingfis final and non-appealable.
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The Finance Board, which is composed of thm@dssioner, the Secretary of the Treasury, theesagr of Commerce, the Secretary of
Consumer Affairs, the President of the Economicéayment Bank, the President of the Government Dpweent Bank, and the President of
the Planning Board, has the authority to regula¢enhaximum interest rates and finance chargesrthgtbe charged on loans to individuals
unincorporated businesses in Puerto Rico. The curegulations of the Finance Board provide thatdpplicable interest rate on loans to
individuals and unincorporated businesses, inclydéal estate development loans but excluding iceother personal and commercial loans
secured by mortgages on real estate propertigspis determined by free competition. Accordingihe regulations do not set a maximum rate
for charges on retail installment sales contrawtgll loans, and credit card purchases and set psavious regulations which regulated these
maximum finance charges. Furthermore, there is aximum rate set for installment sales contractsliriig motor vehicles, commercial,
agricultural and industrial equipment, commerclatgic appliances and insurance premiums.

International Banking Act of Puerto Rico (“IBE Act)

The business and operations of FirstBank matswnal Branch (“FirstBank IBE,” the IBE divisi@f FirstBank) and FirstBank Overseas
Corporation (the IBE subsidiary of FirstBank) aubject to supervision and regulation by the Comioiss. In November, 2010, First
BanCorp Overseas surrendered its license to opasade international banking entity. Under the M8, certain sales, encumbrances,
assignments, mergers, exchanges or transfers idssliaterests or participation(s) in the capifeéminternational banking entity (an “IBE”)
may not be initiated without the prior approvakisé Commissioner. The IBE Act and the regulati@ssiéd thereunder by the Commissioner
(the “IBE Regulations”) limit the business actiesithat may be carried out by an IBE. Such aatwitire limited in part to persons and assets
located outside of Puerto Rico.

Pursuant to the IBE Act and the IBE Regulagjeach of FirstBank IBE and FirstBank Overseap@uation must maintain books and
records of all its transactions in the ordinaryrsewf business. FirstBank IBE and FirstBank Ows<gorporation are also required thereunder
to submit to the Commissioner quarterly and annegdrts of their financial condition and resultsopkrations, including annual audited
financial statements.

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

Puerto Rico Income Taxes

Under the Puerto Rico Internal Revenue Code98# (the “1994 Code”), all companies are treaedeparate taxable entities and are not
entitled to file consolidated tax returns. The GQogtion, and each of its subsidiaries are subgeatrhaximum statutory corporate income tax
rate of 39% or an alternative minimum tax (“AMT") income earned from all sources, whichever isdrghhe excess of AMT over regular
income tax paid in any one year may be used t@bfégular income tax in future years, subjectetidain limitations. The 1994 Code provides
for a dividend received deduction of 100% on dividie received from wholly owned subsidiaries subjeéhcome taxation in Puerto Rico and
85% on dividends received from other taxable dommestrporations.

On March 9, 2009, the Puerto Rico Governmppt@aved Act No. 7 (the “Act”), to stimulate PueRaco’s economy and to reduce the
Puerto Rico Government’s fiscal deficit. The Acpioses a series of temporary and permanent measwiesling the imposition of a 5%
surtax over the total income tax determined, wiscipplicable to corporations, among others, wlosebined income exceeds $100,000,
effectively resulting in an increase in the maximstatutory tax rate from 39% to 40.95%. This terappmeasure is effective for tax years:
commenced after December 31, 2008 and before Jahuani2.

In computing the interest expense deductio& Qorporation’s interest deduction will be redutethe same proportion that the average
exempt assets bear to the average total assetefditee to the extent that the Corporation holdsage investments and loans that are exempt
from Puerto Rico income taxation, part of its ietrexpense will be disallowed for tax purposes.
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The Corporation has maintained an effectixerée lower than the maximum statutory tax ratd@B5% during 2010 mainly by investing
in government obligations and mortgage-backed #i&siexempt from U.S. and Puerto Rico income taxlgined with income from the IBE
units of the Bank and the Bank’s subsidiary, FiestB Overseas Corporation. The FirstBank IBE anstBank Overseas Corporation were
created under the IBE Act, which provides for Paigtico tax exemption on net income derived by IBBRsrating in Puerto Rico (except for
year tax years commenced after December 31, 20D8efore January 1, 2012, in which all I's are subject to the special 5% tax on their net
income not otherwise subject to tax pursuant tdPReCode, as provided by Act. No. 7). Pursuantéoprovisions of Act No. 13 of January 8,
2004, the IBE Act was amended to impose incomeataggular rates on an IBE that operates as atinibank, to the extent that the IBE net
income exceeds 20% of the bank’s total net taxioleme (including net income generated by the IBE)dor taxable years that commenced
on July 1, 2005, and thereafter. These amendmeptg anly to IBEs that operate as units of a bahky do not impose income tax on an IBE
that operates as a subsidiary of a bank.

On January 31, 2011, the Puerto Rico Governaggproved Act No. 1 which repealed the 1994 Cadkestablished a new Puerto Rico
Internal Revenue Code (the “2010 Code”). The pionis of the 2010 Code are generally applicablexaltle years commencing after
December 31, 2010. The matters discussed abowexjaedly applicable under the 2010 Code exceptttigataximum corporate tax rate has
been reduced from 39% (40.95% for calendar yead8,20d 2010) to 30% (25% for taxable years commmegnafter December 31, 2013 if
certain economic conditions are met by the Pueito Bconomy). Corporations are entitled to electtionie to determine its Puerto Rico
income tax responsibility for such 5 year periodemthe provisions of the 1994 Code.

United States Income Taxes

The Corporation is also subject to federabine tax on its income from sources within the Whi#ates and on any item of income that is,
or is considered to be, effectively connected whth active conduct of a trade or business withinUhited States. The U.S. Internal Revenue
Code provides for tax exemption of portfolio intereeceived by a foreign corporation from sourcéhiwthe United States; therefore, the
Corporation is not subject to federal income taxertain U.S. investments which qualify under gwent “portfolio interest”.

Insurance Operations Regulation

FirstBank Insurance Agency is registered amsmrance agency with the Insurance CommissiohBuerto Rico and is subject to
regulations issued by the Insurance Commissionatimg to, among other things, licensing of emplsgjesales, solicitation and advertising
practices, and by the FED as to certain consunwegiion provisions mandated by the GLB Act andnitplementing regulations.

Community Reinvestment

Under the Community Reinvestment Act (“CRA8derally insured banks have a continuing andrafitive obligation to meet the credit
needs of their entire community, including low- andderate-income residents, consistent with tredr and sound operation. The CRA does
not establish specific lending requirements or pots for financial institutions nor does it limit @stitution’s discretion to develop the type
products and services that it believes are bestdsto its particular community, consistent witk tbRA. The CRA requires the federal
supervisory agencies, as part of the general exatininof supervised banks, to assess the banksdet meeting the credit needs of its
community, assign a performance rating, and takb secord and rating into account
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in their evaluation of certain applications by sietnk. The CRA also requires all institutions tokenaublic disclosure of their CRA ratings.
FirstBank received a “satisfactory” CRA rating ie most recent examination by the FDIC.

Mortgage Banking Operations

FirstBank is subject to the rules and regatetiof the FHA, VA, FNMA, FHLMC, HUD and GNMA withespect to originating, processing,
selling and servicing mortgage loans and the isstiand sale of mortgage-backed securities. Thdsg amd regulations, among other things,
prohibit discrimination and establish underwritigpgidelines that include provisions for inspectiansl appraisals, require credit reports on
prospective borrowers and fix maximum loan amouansl with respect to VA loans, fix maximum interetes. 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 Wit applicable regulations, policies and procesluwortgage origination activities are
subject to, among others, the Equal Credit Oppdstuct, Federal Truth-in-Lending Act, and the Ré&attate Settlement Procedures Act and
the regulations promulgated thereunder which, anathgr things, prohibit discrimination and requtine disclosure of certain basic
information to mortgagors concerning credit termd aettlement costs. FirstBank is licensed by thm@issioner under the Puerto Rico
Mortgage Banking Law, and as such is subject talegipn by the Commissioner, with respect to, ametiggr things, licensing requirements
and establishment of maximum origination fees ategetypes of mortgage loan products.

Section 5 of the Puerto Rico Mortgage Bankiags requires the prior approval of the Commissidioethe acquisition of control of any
mortgage banking institution licensed under sugh For purposes of the Puerto Rico Mortgage Bankiag, the term “control” means the
power to direct or influence decisively, directlyindirectly, the management or policies of a mageg banking institution. The Puerto Rico
Mortgage Banking Law provides that a transactiat thsults in the holding of less than 10% of thes@anding voting securities of a mortgage
banking institution shall not be considered a cleaingcontrol.

Iltem 1A. Risk Factors
RISK RELATING TO THE CORPORATION’S BUSINESS

FirstBank is operating under the Order with the FI@ and OCIF and we are operating under the Writterggeement with the Federal
Reserve

On June 4, 2010, we announced that FirstBgnéea to the Order, dated as of June 2, 2010,ddsy¢he FDIC and OCIF, and we entered
into the Agreement, dated as of June 3, 2010, thié¢l-ederal Reserve. The Agreements stem fromhe€’s examination as of the period
ended June 30, 2009 conducted during the secohdff2009. Although our regulatory capital ratioseeded the required established
minimum capital ratios for a “well-capitalized” itisition as of December 31, 2010, because of tldeQFirstBank cannot be regarded as
“well-capitalized” as of December 31, 2010.

Under the Order, FirstBank has agreed to addspecific areas of concern to the FDIC and Oiéuigh the adoption and implementation
of procedures, plans and policies designed to irgtbe safety and soundness of FirstBank. Thegenadhclude, among others, (1) having
and retaining qualified management; (2) increasatigipation in the affairs of FirstBank by its bdaof directors; (3) development and
implementation by FirstBank of a capital plan ttaet a leverage ratio of at least 8%, a Tier 1-liaked capital ratio of at least 10% and a total
risk-based capital ratio of at least 12%; (4) agopand implementation of strategic, liquidity aiatdd management and profit and budget plans
and related projects within certain timetablesfegh in the Order and on an ongoing basis; (5)ptida and implementation of plans for
reducing FirstBank’s positions in certain classifessets and delinquent and non-accrual loansef@)ning from lending to delinquent or
classified borrowers already obligated to FirstBankany extensions of credit so long as such credigins uncollected, except where
FirstBank’s failure to extend further credit toaticular borrower would be detrimental to the bet#rests of FirstBank, and any such
additional credit is approved by FirstBank’s boafdlirectors; (7) refraining from accepting, incseay, renewing or rolling over brokered CDs
without the prior written approval of the FDIC; @3tablishment of a comprehensive

30




Table of Contents

policy and methodology for determining the allowarfior loan and lease losses and the review andioevif FirstBank’s loan policies,
including the noraccrual policy; and (9) adoption and implementattbadequate and effective programs of indepenidantreview, appraisi
compliance and an effective policy for managingfBank’s sensitivity to interest rate risk.

The Written Agreement, which is designed thaerce our ability to act as a source of streng#irgtBank, requires that we obtain prior
Federal Reserve approval before declaring or pagivigends, receiving dividends from FirstBank, nimgkpayments on subordinated debt or
trust preferred securities, incurring, increasinguaranteeing debt (whether such debt is incuinedeased or guaranteed, directly or
indirectly, by us or any of our non-banking subaiis) or purchasing or redeeming any capital stbhk Written Agreement also requires us
to submit to the Federal Reserve a capital planpaogress reports, comply with certain notice psmris prior to appointing new directors or
senior executive officers and comply with certatyment restrictions on severance payments and inifieation restrictions.

We anticipate that we will need to continueléalicate significant resources to our effortsamply with the Agreements, which may
increase operational costs or adversely affecatheunt of time our management has to conduct oeratipns. If we need to continue to
recognize significant reserves, cannot raise aufditicapital, or cannot accomplish other contereplaternative capital preservation
strategies, including among others, an acceledgézlerage strategy, we and FirstBank may not ketattomply with the minimum capital
requirements included in the capital plans requingthe Agreements. FirstBank expects to be in diampe with the minimum capital ratios
under the FDIC Order by June 30, 2011.

If, at the end of any quarter, we do not cgnwpith any specified minimum capital ratios, we mastify our regulators. We must notify the
Federal Reserve within 30 days of the end of amartqu of our inability to comply with a capital imrequirement and submit an acceptable
written plan that details the steps we will takedonply with the requirement. FirstBank must imnageliy notify the FDIC of its inability to
comply with a capital ratio requirement and, witdi days, it must either increase its capital tmgly with the capital ratio requirements or
submit a contingency plan to the FDIC for its saierger or liquidation. In the event of a liquidettiof FirstBank, the holders of our
outstanding preferred stock would rank senior eéohblders of our common stock with respect to sgigon any liquidation of First BanCorp.
If we fail to comply with the Agreements, we maycbme subject to additional regulatory enforcemetiba up to and including the
appointment of a conservator or receiver for Fiestl® In many cases when a conservator or recesvagspointed for a wholly owned bank, the
bank holding company files for bankruptcy proteatio

Additional capital resources may not be availabléen needed or at al

Due to our financial results over the past ywars, we need to access the capital marketglar ¢o raise additional capital to absorb future
credit losses due to the distressed economic emvieat and potential further deterioration in owrigortfolio, to maintain adequate liquidity
and capital resources, to finance future growthestiments or strategic acquisitions and to impldrtrencapital plans required by the
Agreements. We have been taking steps for ovansixths to obtain additional capital. If we are Uedb obtain additional necessary capite
otherwise improve our financial condition in theanéuture, or are unable to accomplish other adttericapital preservation strategies, which
could allow us to meet the minimum capital requieats included in the capital plans required byAgeeements, we will be required to notify
our regulators and take the additional steps dasgrabove, which may include submitting a contimgepian to the FDIC for the sale,
liquidation or merger of FirstBank.

Certain funding sources may not be available toarsd our funding sources may prove insufficient ama/costlier to replace deposits and
support future growth,

FirstBank relies primarily on its issuancebobkered CDs, as well as customer deposits andhadsdrom the Federal Home Loan Bank, to
pay its operating expenses and interest on it tiebtaintain its lending activities and to replaeetain maturing liabilities. As of
December 31, 2010, we had $6.3 billion in brokeZ&s outstanding, representing approximately 52%uoftotal deposits, and a reduction
from $7.6 billion at year end 2009. ApproximateB lillion brokered CDs mature in 2011, and the agerterm to maturity of the retail
brokered CDs outstanding as of December 31, 200approximately 1.3 years. Approximately 4% of phi@cipal value of these certificates
is callable at our option.
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Although FirstBank has historically been atoleeplace maturing deposits and advances as degieemay not be able to replace these
funds in the future if our financial condition cemeral market conditions were to change or the FidiGhot approve our request to issue
brokered CDs as required by the Order. The Ordgrires FirstBank to obtain FDIC approval prior$suing, increasing, renewing or rolling
over brokered CDs and to develop a plan to redsagliance on brokered CDs. Although the FDICiBased temporary approvals permitting
FirstBank to renew and/or roll over certain amouwftbrokered CDs maturing through June 30, 201d RBIC may not continue to issue such
approvals, even if the requests are consistentauittplans to reduce the reliance on brokered @bd, even if issued, such approvals may not
be for amounts of brokered CDs sufficient for Btk to meet its funding needs. The use of broké&fed has been particularly important for
the funding of our operations. If we are unabléssue brokered CDs, or are unable to maintain adoesur other funding sources, our results
of operations and liquidity would be adversely efs.

Alternate sources of funding may carry higbest than sources currently utilized. If we areuiegf to rely more heavily on more expensive
funding sources, profitability would be adverseffeated. Although we consider currently availahlading sources to be adequate for our
liquidity needs, we may seek additional debt finagdn the future to achieve our long-term businggigctives. Any additional debt financing
requires the prior approval from the Federal Reseamd the Federal Reserve may not approve sudtioadtidebt. Additional borrowings, if
sought, may not be available to us or on acceptabtes. The availability of additional financinglidepend on a variety of factors such as
market conditions, the general availability of étedur credit ratings and our credit capacityadiditional financing sources are unavailable or
are not available on acceptable terms, our prdfityaland future prospects could be adversely aédc

We depend on cash dividends from FirstBank to meet cash obligations, but the Written Agreement wihe Federal Reserve prohibits t
receipt of such dividends without prior Federal Rese approval, which may adversely affect our afyilio fulfill our obligations.

As a holding company, dividends from FirstBdwalve provided a substantial portion of our cagtvflised to service the interest payments
on our trust preferred securities and other ohiligat As outlined in the Written Agreement, we catmeceive any cash dividends from
FirstBank without prior written approval of the Feedl Reserve. Our inability to receive approvanirthe Federal Reserve to receive dividends
from FirstBank at that time as we need such amewanid adversely affect our ability to fulfill oubdigations at that time.

We cannot pay interest, principal or other sums suabordinated debentures or trust preferred secuw#tiwithout prior Federal Reserve
approval, which could result in a default.

The Written Agreement provides that we camteatiare or pay any dividends (including on the &6 Preferred Stock) or make any
distributions of interest, principal or other suamssubordinated debentures or trust preferred giesuwithout prior written approval of the
Federal Reserve. With respect to our $231.9 milliboutstanding subordinated debentures, we hasddged, within the time frame prescrib
by the indentures governing the subordinated delbesitnotices to the trustees of the subordinageentures of our election to interest
extension periods.

Under the indentures, we have the right, ftone to time, and without causing an event of difao defer payments of interest on the
subordinated debentures by extending the intemghpnt period at any time and from time to timemythe term of the subordinated
debentures for up to twenty consecutive quartezljopls. We have elected to defer the interest paysibat were due in September and
December 2010 and the interest payments that &éddarch 2011 because the Federal Reserve advssttht it would not provide its
approval for the payment of interest on these dlibated debentures. We may elect additional ex@ereriods for future quarterly interest
payments.

Our inability to receive approval from the Eeal Reserve to make distributions of interesfygpal or other sums on our trust preferred
securities and subordinated debentures could riesaltlefault under those obligations if we needdfer such payments for longer than twenty
consecutive quarterly periods.

Banking regulators could take additional adversetmn against us.
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We are subject to supervision and regulatipthle Federal Reserve. We are a bank holding coynpad a financial holding company under
the Bank Holding Company Act of 1956, as amendeel BHC Act”). As such, we are permitted to engage broader spectrum of activities
than those permitted to bank holding companiesatanot financial holding companies. At this timader the BHC Act, we may not be able
to engage in new activities or acquire shares otrobof other companies. As of December 31, 20é®and FirstBank continue to satisfy all
applicable established capital guidelines. Howewerhave agreed to regulatory actions by our banfégulators that include, among other
things, the submission of a capital plan by First8& comply with more stringent capital requirensetinder an established time period in the
capital plan. Our regulators could take additica@lon against us if we fail to comply with the &gments, including the requirements of the
submitted capital plans. Additional adverse actigainst us by our primary regulators could advgra#ect our business.

Credit quality may result in future additional logs.

The quality of our credits has continued taubder pressure as a result of continued recesgiaoaditions in the markets we serve that
have led to, among other things, higher unemployresmels, much lower absorption rates for new resiil construction projects and further
declines in property values. Our business dependkecreditworthiness of our customers and copatéies and the value of the assets
securing our loans or underlying our investmentieWthe credit quality of the customer base mdtgidacreases or the risk profile of a
market, industry or group of customers changes miadlte our business, financial condition, allowarievels, asset impairments, liquidity,
capital and results of operations are adversebcestl.

We have a significant construction loan pdidfbeld for investment, in the amount of $700.6liom as of December 31, 2010, mostly
secured by commercial and residential real estaigepties. Due to their nature, these loans eathigher credit risk than consumer and
residential mortgage loans, since they are largsize, concentrate more risk in a single borroavet are generally more sensitive to economic
downturns. Although we ceased new originationsoofstruction loans decreasing collateral valuedicdif economic conditions and numerous
other factors continue to create volatility in timusing markets and have increased the possititityadditional losses may have to be
recognized with respect to our current nonperfognaasets. Furthermore, given the current slowdowhe real estate market, the properties
securing these loans may be difficult to disposi thfey are foreclosed. Although we have takemmber of steps to reduce our credit
exposure, at December 31, 2010, we still had $26@libn in nonperforming construction loans hetit fnvestments and it is possible that we
will continue to incur in credit losses over theangrm, which would adversely impact our overahhcial performance and results of
operations.

Our allowance for loan losses may not be adequateaver actual losses, and we may be required toemially increase our allowance,
which may adversely affect our capital, financiabodition and results of operations.

We are subject to the risk of loss from loafedlts and foreclosures with respect to the loem®riginate. We establish a provision for loan
losses, which leads to reductions in our incomefaperations, in order to maintain our allowanceifiberent loan losses at a level which our
management deems to be appropriate based uposessagent of the quality of the loan portfolio. Altgh our management strives to utilize
its best judgment in providing for loan losses, management may fail to accurately estimate thel lefvinherent loan losses or may have to
increase our provision for loan losses in the ®i@as a result of new information regarding existoans, future increases in non-performing
loans, changes in economic and other conditiorectiffy borrowers or for other reasons beyond oatrob In addition, bank regulatory
agencies periodically review the adequacy of olamaince for loan losses and may require an increabee provision for loan losses or the
recognition of additional classified loans and lafiarge-offs, based on judgments different thasehaf our management.

While we have substantially increased ourvedlioce for loan and lease losses over the pastéarsywe may have to recognize additional
provisions in 2011 to cover future credit lossethm portfolio. The level of the allowance reflestanagement’s estimates based upon various
assumptions and judgments as to specific credti rsvaluation of industry concentrations, loars lesperience, current loan portfolio quality,
present economic, political and regulatory condiiand unidentified losses inherent in the curiean portfolio. The determination of the
appropriate level of the allowance for loan andéesses inherently involves a high degree ofesitibjty and requires management to make
significant estimates and judgments regarding oticeedit risks and future trends, all of which mmdergo material changes. If our estimates
prove to be incorrect, our allowance for credit
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losses may not be sufficient to cover losses in@am portfolio and our expense relating to theitimltal provision for credit losses could
increase substantially.

Any such increases in our provision for loasskes or any loan losses in excess of our provisidloan losses would have an adverse effect
on our future financial condition and results oemtions. Given the difficulties facing some of ¢tangest borrowers, these borrowers may fail
to continue to repay their loans on a timely basige may not be able to assess accurately anyfisiss from the loans to these borrowers.

Changes in collateral values of properties locatedstagnant or distressed economies may requira@ased reserves.

Substantially all of our loan portfolio is lated within the boundaries of the U.S. economy. ihrethe collateral is located in Puerto Rico,
the USVI, the BVI or the U.S. mainland, the perfamoe of our loan portfolio and the collateral vabaeking the transactions are dependent
upon the performance of and conditions within esmécific real estate market. Recent economic repelated to the real estate market in
Puerto Rico indicate that certain pockets of tla estate market are subject to readjustmentslue\driven not by demand but more by the
purchasing power of the consumers and general etierapnditions. In southern Florida, we have bessirgy the negative impact associated
with low absorption rates and property value adnestts due to overbuilding. We measure the impaitrbaged on the fair value of the
collateral, if collateral dependent, which is gelgrobtained from appraisals. Updated appraisa@ohtained when we determine that loan
impaired and are updated annually thereafter. tlitiath, appraisals are also obtained for certagidential mortgage loans on a spot basis t
on specific characteristics such as delinquencgl$eage of the appraisal and loan-to-value ralibs. appraised value of the collateral may
decrease or we may not be able to recover collaeits appraised value. A significant declineollateral valuations for collateral dependent
loans may require increases in our specific prowisor loan losses and an increase in the genahahtion allowance. Any such increase wc
have an adverse effect on our future financial d¢@rdand results of operations.

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

The financial stability of several counterestis critical for their continued financial penfeance on covenants that require the repurchase
of loans, posting of collateral to reduce our dredposure or replacement of delinquent loans. Marifiese transactions expose us to credit
risk in the event of a default by the counterpafiyy such losses could adversely affect our businfasancial condition and results of
operations.

Interest rate shifts may reduce net interest incar

Shifts in shorterm interest rates may reduce net interest incarhish is the principal component of our earningst interest income is tf
difference between the amounts received by us oimgerest-earning assets and the interest paigslyn our interest-bearing liabilities. When
interest rates rise, the rate of interest we pagurliabilities rises more quickly than the raférderest that we receive on our interest-bearing
assets, which may cause our profits to decreaseiripact on earnings is more adverse when the sibie yield curve flattens, that is, when
short-term interest rates increase more than leng-interest rates or when long-term interest rdéesease more than short-term interest rates

Increases in interest rates may reduce the valuéofdings of securities

Fixed-rate securities acquired by us are gdlyesubject to decreases in market value whemésteaates rise, which may require recognition
of a loss (e.g., the identification of other-themporary impairment on our available-for-sale ddie-maturity investments portfolio), there
adversely affecting our results of operations. Méai#elated reductions in value also influence dailitg to finance 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 businessgesay reduce demand for such loans,
which may negatively impact our profits by reducthg amount of loan origination income.

Accelerated prepayments may adversely affect nitragst income
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Net interest income of future periods willdféected by our decision to deleverage our investreecurities portfolio to preserve our capital
position. Also, net interest income could be a#edby prepayments of mortgage-backed securitiesel@ation in the prepayments of
mortgage-backed securities would lower yields @s¢hsecurities, as the amortization of premiumd gaon acquisition of these securities
would accelerate. Conversely, acceleration in tepgyments of mortgage-backed securities woulceas® yields on securities purchased at a
discount, as the amortization of the discount waddelerate. These risks are directly linked tariperiod market interest rate fluctuations.
Also, net interest income in future periods migataffected by our investment in callable securities

Changes in interest rates may reduce net interesbime due to basis risk.

Basis risk is the risk of adverse consequeresmdting from unequal changes in the differeats) referred to as the “spread,” between two
or more rates for different instruments with theneamaturity and occurs when market rates for diffefinancial instruments or the indices
used to price assets and liabilities change agrdifft times or by different amounts. The intergptase for liability instruments such as
brokered CDs at times does not change by the samard as interest income received from loans ocestments. The liquidity crisis that
erupted in late 2008, and that slowly began toiglebduring 2009 and 2010, caused a wider than ricspread between brokered CD costs and
London Interbank Offered Rates (“LIBOR”) for simileerms. This, in turn, has prevented us from capguhe full benefit of a decrease in
interest rates, as the floating rate loan portfodigorices with changes in the LIBOR indices, witile brokered CD rates decreased less than th
LIBOR indices. To the extent that such pressurésdaubside in the near future, the margin betweer LIBOR-based assets and the higher
cost of the brokered CDs may compress and adveaffelgt net interest income.

If all or a significant portion of the unrealizeddsses in our investment securities portfolio on aonsolidated balance sheet we
determined to be other-than-temporarily impairedewvould recognize a material charge to our earningsd our capital ratios would be
adversely affected.

For the years ended December 31, 2009 and 2@16ecognized a total of $1.7 million and $1.3iom, respectively, in other-than-
temporary impairments. To the extent that any portif the unrealized losses in our investment siesiportfolio is determined to be other-
than-temporary and, in the case of debt securitiesloss is related to credit factors, we woultbgmize a charge to earnings in the quarter
during which such determination is made and capti@ds could be adversely affected. Even if wendbdetermine that the unrealized losses
associated with this portfolio require an impairmemarge, increases in these unrealized lossessadyaffect our tangible common equity
ratio, which may adversely affect credit rating mgeand investor sentiment towards us. This negaterception also may adversely affect our
ability to access the capital markets or mightéase our cost of capital. Valuation and other-tiegmporary impairment determinations will
continue to be affected by external market factockiding default rates, severity rates and macaemic factors.

Downgrades in our credit ratings could further inease the cost of borrowing fund

Both the Corporation and the Bank suffereditmating downgrades in 2010. The Corporation&dirras a long-term issuer is currently
rated CCC+ with negative outlook by Standard & Po@iS&P”) and CC by Fitch Ratings Limited (“Fitch”At the FirstBank subsidiary level,
long-term issuer ratings are currently B3 by Moadlyivestor Service (“Moody’s”), six notches beldveir definition of investment grade;
CCC+ with negative outlook by S&P seven notchesweheir definition of investment grade, and CCHitgh, eight notches below their
definition of investment grade..

During 2010, the Corporation suffered credtirmg downgrades from S&P (from B to CCC+), andlriffrom B- to CC) rating services. The
FirstBank subsidiary also experienced credit ratingingrades in 2010: Moody’s from B1 to B3, S&Pnfr® to CCC+, and Fitch from B to
CC. Furthermore, in June 2010 Moody’s placed thekBm “Credit Watch Negative”. The Corporation does$ have any outstanding debt or
derivative agreements that would be affected by¢lsent credit downgrades. Furthermore, given ounrneliance on corporate debt or other
instruments directly linked in terms of pricingwalume to credit ratings, the liquidity of the Coration so far has not been affected in any
material way by the downgrades. The Corporatiohibtg to access new non-deposit sources of fundiagvever, could be adversely affected
by these credit ratings and any additional downgsad
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The Corporation’s liquidity is contingent upits ability to obtain new external sources of fimgdto finance its operations. The
Corporation’s current credit ratings and any furtlewngrades in credit ratings can hinder the Catdan’s access to external funding and/or
cause external funding to be more expensive, wtield in turn adversely affect results of operatiohlso, changes in credit ratings may
further affect the fair value of certain liabilsi@nd unsecured derivatives that consider the Catipa’s own credit risk as part of the valuati

These debt and financial strength ratingscareent opinions of the rating agencies. As suoly tmay be changed, suspended or withdrawn
at any time by the rating agencies as a resulhafiges in, or unavailability of, information or bdson other circumstances.

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

We may fail to identify and manage risks retbto a variety of aspects of our business, inolgiddut not limited to, operational risk,
interest-rate risk, trading risk, fiduciary riskghl and compliance risk, liquidity risk and creisk. We have adopted various controls,
procedures, policies and systems to monitor andagenisk. While we currently believe that our nsknagement policies and procedures are
effective, the Order required us to review andgewur policies relating to risk management, iniclgdhe policies relating to the assessment of
the adequacy of the allowance for loan and leassekand credit administration. Any improvementsuiocontrols, procedures, policies and
systems may not be adequate to identify and mathegesks in our various businesses. If our rigkfework is ineffective, either because it
fails to keep pace with changes in the financialk®is or our businesses or for other reasons, wiel ¢ocur losses, suffer reputational damage
or find ourselves out of compliance with applicatdgulatory mandates or expectations.

We may also be subject to disruptions fronemdl events that are wholly or partially beyond cantrol, which could cause delays or
disruptions to operational functions, includingamation processing and financial market settlerfimttions. In addition, our customers,
vendors and counterparties could suffer from swemes. Should these events affect us, or the cuesgmendors or counterparties with which
we conduct business, our consolidated results efatipns could be negatively affected. When wenegbalance sheet reserves for probable
loss contingencies related to operational lossesnay be unable to accurately estimate our potefosure, and any reserves we establit
cover operational losses may not be sufficienoteec our actual financial exposure, which may haweaterial impact on our consolidated
results of operations or financial condition foe theriods in which we recognize the losses.

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 olityatoi attract and retain key people. Competitionthe best people in most activities in which
we engage can be intense, and we may not be abigetpeople or retain them, particularly in ligtituncertainty concerning evolving
compensation restrictions applicable to banks btpplicable to other financial services firmseTinexpected loss of services of one or more
of our key personnel could adversely affect ouilifmss because of the loss of their skills, knowdedyour markets and years of industry
experience and, in some cases, because of theuttiffiof promptly finding qualified replacement pennel. Similarly, the loss of key
employees, either individually or as a group, cdweasely affect our customers’ perception of odlitgtio continue to manage certain types of
investment management mandates.

Further increases in the FDIC deposit insurance preum or required reserves may have a significamtdncial impact on us.

The FDIC insures deposits at FDIC-insured dépry institutions up to certain limits. The FDtBarges insured depository institutions
premiums to maintain the Deposit Insurance Funel ‘[BF”). Current economic conditions have resulitedhigher bank failures and
expectations of future bank failures. In the eward bank failure, the FDIC takes control of addibank and ensures payment of deposits up tc
insured limits (which have recently been increasesit)g the resources of the DIF. The FDIC is rezpliny law to maintain adequate funding
the DIF, and the FDIC may increase premium assegsne maintain such funding.
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The Dodd-Frank Act signed into law on July 2Q10 requires the FDIC to increase the DIF's nesergainst future losses, which will
necessitate increased deposit insurance premiwahart to be borne primarily by institutions widsats of greater than $10 billion. On
October 19, 2010, the FDIC addressed plans todydls¢ DIF by increasing the required reserve ffatidhe industry to 1.35 percent (ratio of
reserves to insured deposits) by September 30,, 282@quired by the Dodd-Frank Act. The FDIC a@suposed to raise its industry target
ratio of reserves to insured deposits to 2 per@hbasis points above the statutory minimum, hetRDIC does not project that goal to be met

until 2027.

On November 9, 2010, the FDIC approved twgpsed rules that would amend its current depositrance assessment regulations. The
first proposed rule would implement a provisiorthie Dodd-Frank Act that changes the assessmenfdrageposit insurance premiums from
one based on domestic deposits to one based oagaveonsolidated total assets minus average Tapital. The proposed rule would also
change the assessment rate schedules for insyveditiey institutions so that approximately the ssaamount of revenue would be collected
under the new assessment base as would be colleoded the current rate schedule and the scheptdgemusly proposed by the FDIC in
October 2010. The second proposed rule would rekiseisk-based assessment system for all largeeddepository institutions (generally,
institutions with at least $10 billion in total &s). Under the proposed rule, the FDIC would usecsecard method to calculate assessment

rates for all such institutions.

As discussed above, the FDIC has recentlytadagfinal rule that could significantly impactetBank’s insurance assessment. The FDIC
may further increase FirstBank’s premiums or impad@itional assessments or prepayment requirenrettie future. The Dodérank Act ha
removed the statutory cap for the reserve ratayitey the FDIC free to set this cap going forward.

Although the precise impact of the proposddson us is not clear at this time, any futuregases in assessments will decrease our
earnings and could have a material adverse effeti@value of, or market for, our common stock.
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We may not be able to recover all assets pledgddetonan Brothers Special Financing, Inc.

Lehman Brothers Special Financing, Inc. (“Lem®) was the counterparty to First BanCorp on ¢elitsterest rate swap agreements. During
the third quarter of 2008, Lehman failed to paysbkeduled net cash settlement due to us, whicstibasbed an event of default under those
interest rate swap agreements. We terminatedtatest rate swaps with Lehman and replaced themotliter counterparties under similar
terms and conditions. In connection with the unpeticash settlement due as of December 31, 20d€Y time swap agreements, we have an
unsecured counterparty exposure with Lehman, wiiledth for bankruptcy on October 3, 2008, of appmately $1.4 million. This exposure
was reserved in the third quarter of 2008. We Hadged collateral of $63.6 million with Lehman toagantee our performance under the swap
agreements in the event payment thereunder wagedqu

The book value of pledged securities with Lahras of December 31, 2010 amounted to approxiynd&.5 million. We believe that the
securities pledged as collateral should not beqgfatte Lehman bankruptcy estate given the faetsttie posted collateral constituted a
performance guarantee under the swap agreementgaandot part of a financing agreement, and thatesship of the securities was never
transferred to Lehman. Upon termination of theriederate swap agreements, Lehman'’s obligationtavesturn the collateral to us. During the
fourth quarter of 2009, we discovered that Lehmaotiiers, Inc., acting as agent of Lehman, had deggbthe securities in a custodial account
at JP Morgan Chase, and that, shortly before timg fof the Lehman bankruptcy proceedings, it heal/jged instructions to have most of the
securities transferred to Barclays Capital (“Baystain New York. After Barclays’s refusal to tuover the securities, during December 2009,
we filed a lawsuit against Barclays in federal ¢auMNew York demanding the return of the secusitiduring February 2010, Barclays filed a
motion with the court requesting that our claimdimmissed on the grounds that the allegationsettmplaint are not sufficient to justify the
granting of the remedies therein sought. Shorttyehfter, we filed our opposition motion. A hearorgthe motions was held in court on
April 28, 2010. The court, on that date, after igathe arguments by both sides, concluded thaequitable-based causes of action, upon
which the return of the investment securities im@pelemanded, contain allegations that sufficieptgad facts warranting the denial of
Barclays’ motion to dismiss our claim. Accordingliie judge ordered the case to proceed to trial.

Subsequent to the court decision, the distacrt judge transferred the case to the Lehmakrbptey court for trial. While we believe we
have valid reasons to support our claim for therrebf the securities, we may not succeed in digiaion against Barclays to recover all or a
substantial portion of the securities. Upon suahsfer, the Bankruptcy court began to entertairptieetrial procedures including discovery of
evidence. In this regard, an initial schedulingfecence was held before the United States Bankyuptairt for the Southern District of New
York on November 17, 2010, at which time a propasask management plan was approved. Discoveryomasmenced pursuant to that case
management plan and is currently scheduled for tetiop by May 15, 2011, but this timing is subjeztadjustment.

Additionally, we continue to pursue our cldited in January 2009 in the proceedings undeiSbeurities Protection Act with regard to
Lehman Brothers Incorporated in Bankruptcy CouoytSern District of New York. An estimated loss we accrued as we are unable to
determine the timing of the claim resolution or Wiez we will succeed in recovering all or a subssuportion of the collateral or its
equivalent value. If additional relevant negatigeté become available in future periods, a needdognize a partial or full reserve of this cl
may arise. Considering that the investment seesrliave not yet been recovered by us, despiteffoutsan this regard, we decided to classify
such investments as non-performing during the seqomarter of 2009.

Our businesses may be adversely affected by litbgat

From time to time, our customers, or the goment on their behalf, may make claims and takal lagtion relating to our performance of
fiduciary or contractual responsibilities. We masoaeface employment lawsuits or other legal claimsany such claims or actions, demand:
substantial monetary damages may be asserted agairesulting in financial liability or an adverstect on our reputation among investor:
on customer demand for our products and servicesmal be unable to accurately estimate our expdsuitggation risk when we record
balance sheet reserves for probable loss contiiggeris a result, any reserves we establish torawe settlements or judgments may not be
sufficient to cover our actual financial exposuwsbjch may have a material impact on our consoldiagsults of operations or financial
condition.

38




Table of Contents

In the ordinary course of our business, weadse subject to various regulatory, governmentdllaw enforcement inquiries, investigations
and subpoenas. These may be directed generalbrticipants in the businesses in which we are wealor may be specifically directed at us.
In regulatory enforcement matters, claims for diggment, the imposition of penalties and the imiisiof other remedial sanctions are
possible.

The resolution of legal actions or regulatorgtters, if unfavorable, could have a material aslveffect on our consolidated results of
operations for the quarter in which such actionsatters are resolved or a reserve is established.

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

Our relationships with many of our customees@edicated upon our reputation as a fiduciad/aservice provider that adheres to the
highest standards of ethics, service quality agdlegory compliance. Adverse publicity, regulatactions, like the Agreements, litigation,
operational failures, the failure to meet customgrectations and other issues with respect to on@ee of our businesses could materially
adversely affect our reputation, ability to attrant retain customers or obtain sources of funflinghe same or other businesses. Preserving
and enhancing our reputation also depends on ni@imgasystems and procedures that address knows aisd regulatory requirements, as\
as our ability to identify and mitigate additiomegks that arise due to changes in our businetisesnarket places in which we operate, the
regulatory environment and customer expectatidremy of these developments has a material adesfset on our reputation, our business
will suffer.

Changes in accounting standards issued by the Finih Accounting Standards Board or other standardtting bodies may adversely affect
our financial statements.

Our financial statements are subject to th@iegtion of U.S. Generally Accepted Accountingrieiples (“GAAP”), which is periodically
revised and expanded. Accordingly, from time toetinve are required to adopt new or revised accogstiandards issued by the Financial
Accounting Standards Board. Market conditions hanaenpted accounting standard setters to promultgaterequirements that further
interpret or seek to revise accounting pronouncésnatated to financial instruments, structuregramsactions as well as to revise standards to
expand disclosures. The impact of accounting procements that have been issued but not yet implemiéndisclosed in this Form 3Q-An
assessment of proposed standards is not providaachsproposals are subject to change throughdbesare process and, therefore, the eff
on our financial statements cannot be meaninghsgiessed. It is possible that future accountingiatals that we are required to adopt could
change the current accounting treatment that wiyapur consolidated financial statements and shiah changes could have a material
adverse effect on our financial condition and rssof operations.

If our goodwill or amortizable intangible assets t@me impaired, it may adversely affect our operatiresults.

If our goodwill or amortizable intangible atsbecome impaired, we may be required to recaidraficant charge to earnings. Under
GAAP, we review our amortizable intangible assetsmpairment when events or changes in circumstsinicate the carrying value may
be recoverable.

Goodwill is tested for impairment at least aalty. Factors that may be considered a chang&daorastances, indicating that the carrying
value of the goodwill or amortizable intangible etssmay not be recoverable, include reduced futasé flow estimates and slower growth
rates in the industry.

The goodwill impairment evaluation processuiegs us to make estimates and assumptions wittraedo the fair value of our reporting
units. Actual values may differ significantly frottnese estimates. Such differences could resuitturd impairment of goodwill that would, in
turn, negatively impact our results of operationd the reporting unit where the goodwill is recatde

We conducted our annual evaluation of goodailiing the fourth quarter of 2010. This evaluat®a two-step process. The Step 1
evaluation of goodwill allocated to the Florida oefing unit, which is one level below the Uniteci®s Operations segment, indicated potential
impairment of goodwill. The Step 1 fair value fbetunit was below the carrying amount of its egbitpk value as of the October 1, 2010
valuation date, requiring the completion of StefS@p 2 required a valuation of all assets andliligis of the Florida unit, including any
recognized and unrecognized intangible assetetermine the fair value of net assets. To comBé&tp 2, we
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subtracted from the unit’'s Step 1 fair value theedrained fair value of the net assets to arrivihatmplied fair value of goodwill. The results
of the Step 2 analysis indicated that the impleidfalue of goodwill exceeded the goodwill cargyivalue of $27 million, resulting in no
goodwill impairment. If we are required to recordhearge to earnings in our consolidated finandatkesnents because an impairment of the
goodwill or amortizable intangible assets is deteed, our results of operations could be advera#cted.

Our ability to use net operating loss carryforwartts reduce future tax payments may be limited ostrécted.

We have generated significant net operatisgds (“NOLs") as a result of our recent losses géfeerally are able to carry NOLs forward to
reduce taxable income for the subsequent 7 ye@rggdars with respect to losses incurred duringhiexgears 2005 through 2012).

The provisions of the 2010 Code limits the akearryforward losses in the case of a changmimrol. At this time we cannot determine
whether our planned capital raise and issuancermfwon stock in exchange for the Series G Prefeédtedk will constitute a change in contr
Accordingly, we cannot ensure that our ability s INOLs to offset income will not be limited in theure.

We must respond to rapid technological changes, dnelse changes may be more difficult or expensivant anticipated.

If competitors introduce new products and eewembodying new technologies, or if new industandards and practices emerge, our
existing product and service offerings, technolagyg systems may become obsolete. Further, if weofadopt or develop new technologies or
to adapt our products and services to emergingsinglstandards, we may lose current and futureooussts, which could have a material
adverse effect on our business, financial condiiod results of operations. The financial servindsstry is changing rapidly and in order to
remain competitive, we must continue to enhanceimpdove the functionality and features of our prois, services and technologies. These
changes may be more difficult or expensive tharanteipate.

RISK RELATED TO BUSINESS ENVIRONMENT AND OUR INDUST RY
Difficult market conditions have affected the finanal industry and may adversely affect us in thetdive.

Given that almost all of our business is irffa Rico and the United States and given the gegfrénterrelation between Puerto Rico’s
economy and that of the United States, we are edpmsdownturns in the U.S. economy. Dramatic degliin the U.S. housing market over
past few years, with falling home prices and insieg foreclosures, unemployment and under-employnhawe negatively impacted the credit
performance of mortgage loans and resulted in fsogmt write-downs of asset values by financiatitngions, including government-sponsored
entities as well as major commercial banks andstment banks. These write-downs, initially of magg-backed securities but spreading to
credit default swaps and other derivative and saslrities, in turn, have caused many financidltint®ns to seek additional capital from
private and government entities, to merge withdamnd stronger financial institutions and, in sarases, fail.

Reflecting concern about the stability of timancial markets in general and the strength ointerparties, many lenders and institutional
investors have reduced or ceased providing funairgprrowers, including other financial
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institutions. This market turmoil and tighteningasédit have led to an increased level of commeeaeid consumer delinquencies, erosion of
consumer confidence, increased market volatility @idespread reduction of business activity in geh& he resulting economic pressure on
consumers and erosion of confidence in the findmcéakets has already adversely affected our imgastd may adversely affect our business,
financial condition and results of operations. Argeming of these conditions would likely exacerlibteadverse effects of these difficult
market conditions on us and other financial instins. In particular, we may face the followingkssin connection with these events:

. Our ability to assess the creditworthiness ofaustomers may be impaired if the models and agpesawe use to select,
manage, and underwrite the loans become less fiveddf future behaviors

. The models used to estimate losses inherent iorduhit exposure require difficult, subjective, ammmplex judgments
including forecasts of economic conditions and libgse economic predictions might impair the abiityhe borrowers to
repay their loans, which may no longer be capab&ecurate estimation and which may, in turn, intghe reliability of the
models.

. Our ability to borrow from other financial institahs or to engage in sales of mortgage loans td fharties (including
mortgage loan securitization transactions with goreent-sponsored entities and repurchase agreenoentsvorable terms,
or at all, could be adversely affected by furthisruptions in the capital markets or other eveintduding deteriorating
investor expectation:

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

. We may be unable to comply with the Agreementsgchviasibuld result in further regulatory enforcemesttans.

. We expect to face increased regulation of our itrju€ompliance with such regulation may increaseawsts and limit ou
ability to pursue business opportuniti

. We may be required to pay significantly highenERremiums in the future because market developsrigave significantly
depleted the insurance fund of the FDIC and redticedatio of reserves to insured depo:

. There may be downward pressure on our stock

If current levels of market disruption and volagilcontinue or worsen, our ability to access cdpitel our business, financial condition
and results of operations may be materially ancesshly affected.

Continuation of the economic slowdown and declimethe real estate market in the U.S. mainland amdRuerto Rico could continue to
harm our results of operations.

The residential mortgage loan origination bhass has historically been cyclical, enjoying psiof strong growth and profitability followe
by periods of shrinking volumes and industry-widedes. The market for residential mortgage loagir@tions is currently in decline and this
trend could also reduce the level of mortgage laemsnay produce in the future and adversely affectbusiness. During periods of rising
interest rates, refinancing originations for manyrtgage products tend to decrease as the econnedntives for borrowers to refinance their
existing mortgage loans are reduced. In additioa résidential mortgage loan origination businesmpacted by home values. Over the past
two years, residential real estate values in maegsaof the U.S. have decreased significantly, vhies led to lower volumes and higher losses
across the industry, adversely impacting our mgegausiness.
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The actual rates of delinquencies, foreclasare losses on loans have been higher duringtieat economic slowdown. Rising
unemployment, higher interest rates and decliné®irsing prices have had a negative effect onlilityaof borrowers to repay their mortgage
loans. Any sustained period of increased delingiesnforeclosures or losses could continue to Faurrability to sell loans, the prices we
receive for loans, the values of mortgage loand faglsale or residual interests in securitizatjamsich could continue to harm our financial
condition and results of operations. In additiamy additional material decline in real estate valweuld further weaken the collateral loan-to-
value ratios and increase the possibility of Iéssborrower defaults. In such event, we will bbjeat to the risk of loss on such real estate
arising from borrower defaults to the extent notered by third-party credit enhancement.

Our business concentration in Puerto Rico imposésks.

We conduct our operations in a geographiaalycentrated area, as our main market is Puertm Rhds imposes risks from lack of
diversification in the geographical portfolio. Ciimancial condition and results of operations dghly dependent on the economic conditions
of Puerto Rico, where adverse political or econod@eelopments, among other things, could affecvtieme of loan originations, increase
level of non-performing assets, increase the rbfereclosure losses on loans, and reduce the \dloar loans and loan servicing portfolio.

Our credit quality may be adversely affected by RaeRico’s current economic condition.

A significant portion of our financial actiieés and credit exposure is concentrated in the Camwrealth of Puerto Rico and Puerto Rico’s
economy continues to deteriorate. Since March 280&ymber of key economic indicators have showhttteeeconomy of Puerto Rico has
been in recession.

Construction has remained weak since 200uag®Rico’s fiscal situation and decreasing puisli@stment in construction projects
affected the sector. For the ten-month period er@edber 31, 2010, cement sales, which is an itglic construction activity, were 22.7%
lower than the same period in 2009.

On March 12, 2010, the Puerto Rico PlanningrB@nnounced the release of Puerto Rico’s macnoacic data for the fiscal year ended on
June 30, 2009 (“Fiscal Year 2009") and projectifiighe fiscal year ending on June 30, 2010 (“Hidezar 2010") and for the fiscal year
ending on June 30, 2011 (“Fiscal Year 2011"). Hidaar 2009 showed a reduction in the real grosismal product (the “GNP”) of 3.7%,
while the projections suggested with respect ta@3hd° a reduction of 3.6% for Fiscal Year 2010 andharease of 0.4% for Fiscal Year 2011.
The Government Development Bank for Puerto Ricon&atic Activity Index, which is a coincident indeargsisting of four major monthly
economic indicators, namely total payroll employtéotal electric power consumption, cement satesgas consumption, and which
monitors the actual trend of Puerto Rico’s econoraffected a decrease of 4.67% in the rate of ectibn of Puerto Rica economy in the fir
quarter of Fiscal Year 2011 as compared to a dsereb5.48% in the rate of contraction in the figarter of Fiscal Year 2010.

The Commonwealth of Puerto Rico governmentiisently addressing a fiscal deficit which iniitgtial stages was estimated at
approximately $3.2 billion or over 30% of its anhbadget. It is implementing a multi-year budgedrpfor reducing the deficit, as its access to
the municipal bond market and its credit ratinggedl, in part, on achieving a balanced budget. Surttee measures implemented by the
government include reducing expenses, includindipugector employment through employee layoffs.c8ithe government is an important
source of employment in Puerto Rico, these measunalsl have the effect of intensifying the curresgessionary cycle. The Puerto Rico Lé
Department reported an unemployment rate of 14at%&cember 2010, down from 15.4% in November sightly higher than 14.3% in
December 2009. The economy of Puerto Rico is vengitive to the price of oil in the global marketerto Rico does not have significant
mass transit available to the public and mostoéiéctricity is powered by oil, making it highlgrssitive to fluctuations in oil prices. A
substantial increase in its price could impact asklg the economy by reducing disposable incomeiraréasing the operating costs of most
businesses and government. Consumer spendingtisutenty sensitive to wide fluctuations in oil pés.

This decline in Puerto Ricdeconomy has resulted in, among other thingswentdon in our loan originations, an increase inltheel of oul
non-performing assets, loan loss provisions andgehaffs, particularly in our construction and coemgial loan portfolios, an increase in the
rate of foreclosure loss on mortgage loans, and a
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reduction in the value of our loans and loan sémgiportfolio, all of which have adversely affectedr profitability. If the decline in economic
activity continues, there could be further advesects on our profitability.

The above economic concerns and uncertairttyeiprivate and public sectors may continue teehavadverse effect on the credit qualit
our loan portfolios, as delinquency rates havedased, until the economy stabilizes.

The failure of other financial institutions could dversely affect us.

Our ability to engage in routine funding traasons could be adversely affected by future fa#uwf financial institutions and the actions
commercial soundness of other financial institwidfinancial institutions are interrelated as altesf trading, clearing, counterparty and other
relationships. We have exposure to different indlestand counterparties and routinely execute #&e@titens with counterparties in the financial
services industry, including brokers and dealessmmercial banks, investment banks, investment campand other institutional clients. In
certain of these transactions, we are requireas$d qollateral to secure the obligations to thentexparties. In the event of a bankruptcy or
insolvency proceeding involving one of such coypaeties, we may experience delays in recoverin@sisets posted as collateral or may incur
a loss to the extent that the counterparty wasihglcdollateral in excess of the obligation to sgolinterparty.

In addition, many of these transactions expss® credit risk in the event of a default by oaunterparty or client. In addition, the credit
risk may be exacerbated when the collateral heldsbgannot be realized or is liquidated at priagssofficient to recover the full amount of 1
loan or derivative exposure due to us. Any losesalting from our routine funding transactions maaterially and adversely affect our
financial condition and results of operations.

Legislative and regulatory actions taken now ortine future may increase our costs and impact oursimess, governance structur
financial condition or results of operations

We and our subsidiaries are subject to extengigulation by multiple regulatory bodies. Thesgulations may affect the manner and terms
of delivery of our services. If we do not complthvgovernmental regulations, we may be subjeditesf penalties, lawsuits or material
restrictions on our businesses in the jurisdictidrere the violation occurred, which may adverséflgch our business operations. Changes in
these regulations can significantly affect the m@wthat we are asked to provide as well as ostisaf compliance with such regulations. In
addition, adverse publicity and damage to our r&put arising from the failure or perceived failtoecomply with legal, regulatory or
contractual requirements could affect our abil@yattract and retain customers.

Current economic conditions, particularly e financial markets, have resulted in governmeguilatory agencies and political bodies
placing increased focus and scrutiny on the firgrsgrvices industry. The U.S. government hasvetezd on an unprecedented scale,
responding to what has been commonly referred theafinancial crisis, by temporarily enhancing ligeidity 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&iits, particularly those participating in TARB,additional restrictions, oversight and costs.
In addition, new proposals for legislation are péitally introduced in the U.S. Congress that cdutther substantially increase regulation of
the financial services industry, impose restricsiom the operations and general ability of firmthimi the industry to conduct business
consistent with historical practices, includinglie areas of compensation, interest rates, finbpmauct offerings and disclosures, and hav
effect on bankruptcy proceedings with respect twsomer residential real estate mortgages, amory tiimgs. Federal and state regulatory
agencies also frequently adopt changes to theidadgns or change the manner in which existingil@ipns are applied.

In recent years, regulatory oversight and exefiment have increased substantially, imposingtiaddil costs and increasing the potential
risks associated with our operations. If these leggry trends continue, they could adversely afteatbusiness and, in turn, our consolidated
results of operations.
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Financial services legislation and regulatory refors may, if adopted, have a significant impact onrduwsiness and results of operations
and on our credit ratings.

We face increased regulation and regulatomytsry as a result of our participation in the TARPh July 20, 2010, we issued Series G
Preferred Stock to the U.S. Treasury in exchangéhshares of Series F Preferred Stock plus edand unpaid dividends pursuant to an
exchange agreement with the U.S. Treasury datefliady 7, 2010, as amended. We also issued tdiBeTreasury an amended and restated
warrant to replace the original warrant that weéssto the U.S. Treasury in January 2009 undef &RRP. Pursuant to the terms of this
issuance, we are prohibited from increasing th&ldivd rate on our common stock in an amount exogdtiie last quarterly cash dividend paid
per share, or the amount publicly announced (ifelgwof common stock prior to October 14, 2008,alhhivas $1.05 per share, without
approval.

On July 21, 2010, the Dodd-Frank Act was sigiméo law, which significantly changes the regiaatof financial institutions and the
financial services industry. The Dodd-Frank Actlirdes, and the regulations to be developed theerumill include, provisions affecting large
and small financial institutions alike, includingv&ral provisions that will affect how communitynlig, thrifts, and small bank and thrift
holding companies will be regulated in the future.

The Dodd-Frank Act, among other things, impasew capital requirements on bank holding comsamieanges the base for FDIC
insurance assessments to a bank’s average corisdlidéal assets minus average tangible equitiyerahan upon its deposit base, and
permanently raises the current standard depositanse limit to $250,000; and expands the FDICibauity to raise insurance premiums. The
legislation also calls for the FDIC to raise theaaf reserves to deposits from 1.15% to 1.35%dfgposit insurance purposes by Septembe
2020 and to “offset the effect” of increased assesgs on insured depository institutions with asséiess than $10 billion. The Dodd-Frank
Act also limits interchange fees payable on deditldransactions, establishes the Bureau of Conskimancial Protection as an independent
entity within the Federal Reserve, which will hdread rulemaking, supervisory and enforcement aityhover consumer financial products
and services, including deposit products, residéntortgages, home-equity loans and credit cards cantains provisions on mortgage-related
matters such as steering incentives, determina#ierte a borrower’s ability to repay and prepaynpamalties. The Dodd-Frank Act also
includes provisions that affect corporate govereaard executive compensation at all publicly-trageaipanies and allows financial
institutions to pay interest on business checkiowpants. The legislation also restricts proprietaaging, places restrictions on the owning or
sponsoring of hedge and private equity funds, agdlates the derivatives activities of banks amdr #hffiliates.

The Collins Amendment to the Dodd-Frank Achomg other things, eliminates certain trust pref@securities from Tier 1 capital. TARP
preferred securities are exempted from this treatmie the case of certain trust preferred se@gsitssued prior to May 19, 2010 by bank
holding companies with total consolidated asse®&l1&fbillion or more as of December 31, 2009, tHesgulatory capital deductions” are to be
phased in incrementally over a period of three ybaginning on January 1, 2013. This provision edsmires the federal banking agencies to
establish minimum leverage and risk-based capgglirements that will apply to both insured bankd their holding companies. Regulations
implementing the Collins Amendment must be issuéhim18 months of July 21, 2010.

These provisions, or any other aspects okatiwr proposed regulatory or legislative changdaws applicable to the financial industry, if
enacted or adopted, may impact the profitabilitpaf business activities or change certain of agiress practices, including the ability to
offer new products, obtain financing, attract défsosnake loans, and achieve satisfactory intesgstads, and could expose us to additional
costs, including increased compliance costs. Theaages also may require us to invest significaariagement attention and resources to
make any necessary changes to operations in ardentply, and could therefore also materially adideasely affect our business, financial
condition, and results of operations. Our manageiseactively reviewing the provisions of the DoBdank Act, many of which are to be
phased in over the next several months and yeagsassessing its probable impact on our operatidosever, the ultimate effect of the Dodd-
Frank Act on the financial services industry in @&, and us in particular, is uncertain at thiseti

A separate legislative proposal would imposew fee or tax on U.S. financial institutions astwf the 2010 budget plans in an effort to
reduce the anticipated budget deficit and to redosges anticipated from the TARP.
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Such an assessment is estimated to be 15-basts,deiried against bank assets minus Tier 1 cagitdldomestic deposits. It appears that this
fee or tax would be assessed only against the 56 @rgest financial institutions in the U.S., elhare those with more than $50 billion in
assets, and therefore would not directly affecHwmwvever, the large banks that are affected byakenay choose to seek additional deposit
funding in the marketplace, driving up the costleposits for all banks. The administration has atstsidered a transaction tax on trades of
stock in financial institutions and a tax on exé@ibonuses.

The U.S. Congress has also adopted additcmeumer protection laws such as the Credit Cambiatability Responsibility and
Disclosure Act of 2009, and the Federal Reservealapted numerous new regulations addressing barddit card, overdraft and mortgage
lending practices. Additional consumer protectiegislation and regulatory activity is anticipatedltie near future.

Internationally, both the Basel Committee anBing Supervision and the Financial Stability Rbgstablished in April 2009 by the Group
of Twenty (“G-20") Finance Ministers and CentralraGovernors to take action to strengthen regutadiod supervision of the financial
system with greater international consistency, eoafon and transparency) have committed to raipéal standards and liquidity buffers
within the banking system (“Basel III"Dn September 12, 2010, the Group of Governors aatlsiof Supervision agreed to the calibration
phase-in of the Basel Ill minimum capital requirerise(raising the minimum Tier 1 common equity ratat.5% and minimum Tier 1 equity
ratio to 6.0%, with full implementation by Janu&@®15) and introducing a capital conservation buffecommon equity of an additional 2.5%
with implementation by January 2019. The U.S. fatleanking agencies generally support Basel lle G20 endorsed Basel 11l on Noveml
12, 2010. Such proposals and legislation, if fjnallopted, would change banking laws and our ojpgranvironment and that of our
subsidiaries in substantial and unpredictable waes cannot determine whether such proposals amsldégn will be adopted, or the ultimate
effect that such proposals and legislation, if éedcor regulations issued to implement the sano@jdvhave upon our financial condition or
results of operations.

Monetary policies and regulations of the Federal $&ve could adversely affect our business, finah@andition and results of operation:

In addition to being affected by general eaoimoconditions, our earnings and growth are afgédte the policies of the Federal Reserve. An
important function of the Federal Reserve is taltatg the money supply and credit conditions. Amthrgginstruments used by the Federal
Reserve to implement these objectives are openanhagerations in U.S. government securities, adjasts of the discount rate and change
reserve requirements against bank deposits. Thesarments are used in varying combinations taérfte overall economic growth and the
distribution of credit, bank loans, investments degosits. Their use also affects interest ratasgell on loans or paid on deposits.

On January 6, 2010, the member agencies dfdéteral Financial Institutions Examination Counwtich includes the Federal Reserve,
issued an interest rate risk advisory remindingkbdn maintain sound practices for managing intenas risk, particularly in the current
environment of historically low short-term intereates.

The monetary policies and regulations of teddfal Reserve have had a significant effect ompieeating results of commercial banks in
past and are expected to continue to do so inutiiee. The effects of such policies upon our bussnénancial condition and results of
operations may be adverse.

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 “Credit Act"Y.he Credit Act imposes a series of temporary
permanent measures, including the imposition ab81% special tax applicable to properties useddsidential (excluding those exempt as
detailed in the Credit Act) and commercial purposesl payable to the Puerto Rico Treasury Depaittriiéis temporary measure will be
effective for tax years that commenced after JUheB09 and before July 1, 2012. The impositiothi special property tax could adversely
affect the disposable income of borrowers fromdatwamercial, consumer and mortgage loan portfolimsraay cause an increase in our
delinquency and foreclosure rates.
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RISKS RELATING TO AN INVESTMENT IN THE CORPORATION’ S SECURITIES

Issuances of common stock to the U.S. Treasury &sohk of Nova Scotia“BNS”) would dilute holders of our common stock, auding
purchasers of our common stock in the current ofiieg.

The issuance of at least $350 million of commtock in the current offering would satisfy tleenaining substantive condition to our ability
to compel the U.S. Treasury to convert the Seri€s&erred Stock into approximately 29.2 milliorasds of common stock. The amended
certificate of designation of the Series G prefés®ck provides that such capital raise be coraglefithin a nine-month period from the
issuance of the Series G preferred stock, whicbibes due April 7, 2011. On April 11, 2011, the Qugtion and the U.S. treasury agreed to
extend the conversion right to October 7, 2011sTindition was recently revised pursuant to thst imendment to the exchange agreement
between us and the U.S. Treasury. The number oéshee issue upon conversion will increase if westmres of common stock at a price
below 90% of the market price per share of comniockson the trading day immediately preceding ttieipg date of the offering. In additio
the issuance of shares of common stock under theipg registration statement or otherwise and uperconversion of the Series G Preferred
Stock will enable BNS, pursuant to its adtidtion rights in the stockholder agreement weeegd into with BNS at the time of its acquisitiof
shares of our common stock in 2007 of approximat&is of our then outstanding common stock (the ¢&tolder Agreement”), to acquire
additional shares of common stock so that it caimtaia the same percentage of ownership in our comstock of approximately 10% that it
owned prior to the completion of the exchange afrsh of common stock for outstanding shares oeSekithrough E Preferred Stock. On
November 18, 2010, we received an executed amertdmére Stockholder Agreement from BNS that pregi@NS the right to decic
whether to exercise its anti-dilution rights aftex give aggregate notice of our issuance of sharesmmon stock to the participants in the
Series A through E Preferred Stock exchange, amul/@m offering for $350 million shares of commdack and/or to the U.S. Treasury upon
the conversion of the Series G Preferred Stoclallyinthe U.S. Treasury has an amended and restatgdnt to purchase 389,483 shares of
our common stock at an exercise price of $10.87&lpare, which is subject to adjustment as disclisstow. This warrant, which replaced a
warrant exercisable at a price of $154.05 per stietethe U.S. Treasury acquired when it acquinedSeries F Preferred Stock, was restated at
the time we issued the Series G Preferred Stoekéhange for the Series F Preferred Stock. Likeotiggnal warrant, the amended and rest
warrant has an anti-dilution right that requiresadjustment to the exercise price for, and the rarmbshares underlying, the warrant. This
adjustment is necessary under various circumstancksling if we issue shares of common stock forsideration per share that is lower than
the initial conversion price of the Series G PrefdrStock, or $10.878, in an offering for $350 ioiil of shares.

The issuance of shares of common stock t&JtBe Treasury and to BNS would affect our curréotkholders in a number of ways,
including by:

. diluting the voting power of the current holderscommon stock; an
. diluting the earnings per share and book valuespare of the outstanding shares of common s
Finally, the additional issuances of sharesammon stock may adversely impact the market miar common stock.

Issuance of additional equity securities in the didomarkets and other capital management or busisesrategies that we may pursue col
depress the market price of our common stock ansutein the dilution of our common stockholders, égiuding purchasers of our common
stock in the current offering

Generally, we are not restricted from isswangitional equity securities, including our comnsbock. We may choose or be required in the
future to identify, consider and pursue additioregbital management strategies to bolster our dggtition. We may issue equity securities
(including convertible securities, preferred settesi and options and warrants on our common depeal stock) in the future for a number of
reasons, including to finance our operations argin@ss strategy, to adjust our leverage ratiogttvess regulatory capital concerns, to
restructure currently outstanding debt or equitusidies or to satisfy our obligations upon thereise of outstanding options or warrants.
Future issuances of our equity securities, inclgdiommon stock, in any transaction that we mayymursay dilute the interests of our existing
common stockholders, including purchasers of oanmroon stock in any equity offering, and cause theketgorice of our common stock to
decline.
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The market price of our common stock may be subjecsignificant fluctuations and volatility.

The stock markets have recently experiencgl levels of volatility. These market fluctuatidmsve adversely affected, and may contint
adversely affect, the trading price of our commimcls. In addition, the market price of our commawock has been subject to significant
fluctuations and volatility because of factors sfieglly related to our businesses and may contiouituctuate or further decline. Factors that
could cause fluctuations, volatility or a declinethhe market price of our common stock, many ofclwhdould be beyond our control, include
following:

. our ability to comply with the Agreemen
. any additional regulatory actions against

. our ability to complete an equity offering, theneersion into common stock of the Series G PreteBtock or any other issuances
of common stock

. changes or perceived changes in the condition atipes, results or prospects of our businessesremklet assessments of thi
changes or perceived chang

. announcements of strategic developments, aciguisiand other material events by us or our cortgrstiincluding any future
failures of banks in Puerto Ric

. our announcement of the sale of common stock attécplar price per shar

. changes in governmental regulations or proposalsew governmental regulations or proposalscéiffg us, including those
relating to the current financial crisis and globabnomic downturn and those that may be spedifidiected to us

. the continued decline, failure to stabilize or latkmprovement in general market and economic it in our principal market
. the departure of key personn

. changes in the credit, mortgage and real estatkeatss

. operating results that vary from the expectatidnmanagement, securities analysts and inves

. operating and stock price performance of compahisinvestors deem comparable to

. market assessments as to whether and when an effeityng and the sale of newly issued shares t&BNI be completed; an

. the public perception of the banking industry aisdsafety and soundne:

In addition, the stock market in geneaald the NYSE and the market for commercial bamkisadher financial services companies in
particular, have experienced significant price aoldime fluctuations that sometimes have been uteetlar disproportionate to the operating
performance of those companies. These broad mankkindustry factors may seriously harm the mapkiee of our common stock, regardless
of our operating performance. In the past, follayyperiods of volatility in the market price of anepany’s securities, securities class action
litigation has often been instituted. A securitiéass action suit against us could result in sulbistecosts, potential liabilities and the diversio
of management’s attention and resources.

Our suspension of dividends may have adverselyciéfd and may further adversely affect our stockgaiand could result in the expansion
of our board of directors.

In March 2009, the Board of Governors of tleel€ral Reserve issued a supervisory guidance ieteerded to provide direction to bank
holding companies (“BHCs"”) on the declaration aagimpent of dividends, capital redemptions and capmfaurchases by BHCs in the context
of their capital planning process. The letter raites the long-standing Federal Reserve supervjsaigies and guidance to the effect that
BHCs should only pay dividends from current earsirgore specifically, the letter heightens expéaotet that BHCs will inform and consult
with the Federal Reserve supervisory staff on dadation and payment of dividends that exceexiregs for the period for which a dividend
is being paid. In consideration of the financiauks reported for the second quarter ended Jun20®®, we decided, as a matter of prudent
fiscal management and following the Federal Resguigance, to suspend payment of common stockelivd and dividends on our Preferred
Stock and Series G Preferred Stock. Our Agreeméhtthie Federal Reserve precludes us from declanygdividends without the prior
approval of the Federal Reserve. We cannot anteiipand when the payment of dividends might bestated.
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This suspension may have adversely affectddraay continue to adversely affect our stock prtagther, because dividends on our
Series A through Series E Preferred Stock wergaiot before January 31, 2011 (18 monthly divideadqals after we suspended dividend
payments in August 2009), the holders of that pretestock have the right to appoint two additiom&mbers to our board of directors until all
accrued and unpaid dividends for all past dividpadods have been declared and paid in full. Anyniver of the Board of Directors appointed
by the preferred stockholders is required to vaitateffice if the Corporation returns to paymehtividends in full for twelve consecutive
monthly dividend periods.

If we do not raise gross proceeds of at least $&5llion in one or more equity offerings, we wouldo be able to fulfill the remaining
substantive condition required for us to compel tbenversion of the Series G Preferred Stock intarooon stock, which may adverse
affect investor interest in us and will require us continue to accrue dividends payable on the 8sri5 Preferred Stock.

If we are unable to sell a number of sharesthsults in gross proceeds to us of at least $3Bi@n, we would not be able to fulfill the
remaining substantive condition required for usdampel the conversion of the shares of Series &iPeel Stock that the U.S. Treasury now
owns. That inability would mean that our ratiosTéér 1 common equity to risk-weighted assets anditde common equity to tangible assets,
which are ratios that investors are likely to cdesiin making investment decisions, would not bi¢fiefm the increase in outstanding comn
equity resulting from the conversion. In additiony inability to convert the Series G Preferredc&teould mean that we would continue to
need to accrue dividends on the Series G Pref&taak, which are 5% per year until January 16, 20t421.2 million per year on an
aggregate basis), and 9% per year thereafter @23$8illion per year on an aggregate basis) unélS$eries G Preferred Stock automatically
converts into common stock on July 7, 2017, i§isiill outstanding at that time.

RISKS RELATED TO THE RIGHTS OF HOLDERS OF OUR COMMO N STOCK COMPARED TO THE RIGHTS OF HOLDERS
OF OUR DEBT OBLIGATIONS AND SHARES OF PREFERRED STOCK

The holders of our debt obligations, the sharesRyeferred Stock still outstanding and the SeriesR@eferred Stock will have priority over
our common stock with respect to payment in therewaf liquidation, dissolution or winding up and wh respect to the payment of
dividends.

In any liquidation, dissolution or winding op First BanCorp, our common stock would rank be#ilndebt claims against us and claims of
all of our outstanding shares of preferred stockluiding the shares of Series A through E PrefeBtedk that were not exchanged for common
stock in the exchange offer, which has a liquidapoeference of approximately $63 million, and Seies G Preferred Stock, which has a
liguidation preference of approximately $424.2 ioill, if we cannot compel the conversion of the & Preferred Stock into common stock.

As a result, holders of our common stock wit be entitled to receive any payment or otheritligion of assets upon the liquidation,
dissolution or winding up of First BanCorp untitexfall our obligations to our debt holders haverbsatisfied and holders of senior equity
securities and trust preferred securities havevedeany payment or distribution due to them.

In addition, we are required to pay dividendsour preferred stock before we pay any divideardsur common stock. Holders of our
common stock will not be entitled to receive paytafrany dividends on their shares of our commawlstinless and until we obtain the
Federal Reserve’s approval to resume payments/imfettids on the shares of outstanding preferrekstoc

Dividends on our common stock have been suspendetlymu may not receive funds in connection with yaovestment in our commol
stock without selling your shares of our common sko

The Written Agreement that we entered intdwlite Federal Reserve prohibits us from payingdivigends or making any distributions
without the prior approval of the Federal ReseH@ders of our common stock are only entitled tweree dividends as our board of directors
may declare them out of funds legally availabledayment of such dividends. We have suspendedatidiggayments on our common stock
since August 2009. Furthermore, so long as anyeshafrpreferred stock remain outstanding and wibbtain the Federal Reserseipproval
we
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cannot declare, set apart or pay any dividend$ares of our common stock (i) unless any accrudduapaid dividends on our preferred sti
for the twelve monthly dividend periods ending ba tmmediately preceding dividend payment date lweesn paid or are paid
contemporaneously and the full monthly dividendban preferred stock for the then current monthlbeen or is contemporaneously declared
and paid or declared and set apart for payment(@hd;th respect to our Series G Preferred Stackess all accrued and unpaid dividends for
all past dividend periods, including the latest pteted dividend period, on all outstanding shamseibeen declared and paid in full. Prior to
January 16, 2012, unless we have redeemed or ¢ed\adl of the shares of Series G Preferred Sto¢kheoU.S. Treasury has transferred all of
the Series G Preferred Stock to third partiesctimesent of the U.S. Treasury will be required feta, among other things, increase the
dividend rate per share of common stock above $dr08purchase or redeem equity securities, inodur common stock, subject to certain
limited exceptions. This could adversely affect th@rket price of our common stock.

Also, we are a bank holding company and oilityko declare and pay dividends is dependent als certain federal regulatory
considerations, including the guidelines of thedfatlReserve regarding capital adequacy and didsldvioreover, the Federal Reserve has
issued a policy statement stating that bank holdorgpanies should generally pay dividends onlyodwurrent operating earnings. In the
current financial and economic environment, thedraldReserve has indicated that bank holding corepatould carefully review their
dividend policy and has discouraged dividend patyratios that are at the 100% or higher level unlasth asset quality and capital are very
strong.

In addition, the terms of our outstanding @ursubordinated debt securities held by trustsiisate trust preferred securities prohibit us from
declaring or paying any dividends or distributi@msour capital stock, including our common stocll preferred stock, or purchasing,
acquiring, or making a liquidation payment on satdtk, if we have given notice of our election &det interest payments but the related
deferral period has not yet commenced or a defpambd is continuing. We elected to defer theregepayments that would have been due in
September, December 2010 and March 2011 and mag siailar elections with respect to future quayténterest payments.

Offerings of debt, which would be senior to our camn stock upon liquidation, or preferred equity seiies, which would likely be senior
to our common stock for purposes of dividend dibtriions or upon liquidation, may adversely affetiet market price of our common stock.

Subject to any required approval of our regula if our capital ratios or those of our bankgulpsidiary fall below the required minimums,
we or our banking subsidiary could be forced tseadditional capital by making additional offesnaf debt or preferred equity securities,
including medium-term notes, trust preferred sei@s; senior or subordinated notes and prefermzkstJpon liquidation, holders of our debt
securities and shares of preferred stock and lsnaligh respect to other borrowings will receivetdigitions of our available assets prior to the
holders of our common stock. Additional equity offigs may dilute the holdings of our existing stoclkders or reduce the market price of our
common stock, or both.

Our board of directors is authorized to issoe or more classes or series of preferred stack fime to time without any action on the part
of the stockholders. Our board of directors alse tha power, without stockholder approval, to Betterms of any such classes or series of
preferred stock that may be issued, including \ptights, dividend rights and preferences overammmon stock with respect to dividends or
upon our dissolution, winding up and liquidatiordather terms. If we issue preferred shares irithee that have a preference over our
common stock with respect to the payment of divildeor upon liquidation, or if we issue preferredrals with voting rights that dilute the
voting power of our common stock, the rights ofdesk of our common stock or the market price ofemmmon stock could be adversely
affected.

Iltem 1B. Unresolved Staff Comments
None.

Item 2. Properties

As of December 31, 2010, First BanCormedvthe following three main offices located in Rodico:
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- Headquarter— Located at First Federal Building, 1519 Ponce dénLavenue, Santurce, Puerto Rico, a 16 story offigiéling.
Approximately 60% of the building, an undergrouhtee level parking garage and an adjacent parkingré owned by the
Corporation

- Service Cente— a new building located on 1130 Mufioz Rivera Averid@0o Rey, Puerto Rico. These facilities accomme
branch operations, data processing and adminigtratid certain headquarter offices. FirstBank insatgd the new Service Center
during 2010. The new building houses 180,000 sqigegteof modern facilities and over 1,000 employkees operations,
FirstMortgage and FirstBank Insurance Agency headgts and customer service. In addition, it hakipg for 750 vehicles and 9
training rooms, including a school for Tellers andomputer room for interactive trainings, as vasli spacious cafeteria for
employees and custome

- Consumer Lending Cent— A three-story building with a thre-level parking garage located at 876 Mufioz Riverarue, Hatc
Rey, Puerto Rico. These facilities are fully ocaabby the Corporatior

The Corporation owned 24 branch and effi,emises and auto lots and leased 108 brancligggnoan and office centers and other
facilities. In certain situations, financial servicsuch as mortgage, insurance businesses and caiadrbanking services are located in the
same building. All of these premises are locatefuerto Rico, Florida and in the U.S. and Britishgin Islands. Management believes that the
Corporation’s properties are well maintained arelsaiitable for the Corporation’s business as ptBseonducted.

Item 3. Legal Proceedings

The Corporation and its subsidiariesdaiendants in various lawsuits arising in the aadjrcourse of business. In the opinion of the
Corporation’s management, the pending and thredtiegal proceedings of which management is awaltenat have a material adverse effect
on the financial condition or results of operati@fishe Corporation.

Iltem 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 tradadhe New York Stock Exchange (“NYSE”) under tgenbol FBP. On December 31, 2010,
there were 536 holders of record of the Corpor&iocommon stock.

The following table sets forth, for thelendar quarters indicated, the high and low ctpsedes prices and the cash dividends declared o
the Corporation’s common stock during such periods.

Dividends
Quarter Ended High Low Last per Share
2010:
Decembe $ 7.1¢ $ 3.6C $ 6.9C $ —
Septembe 9.74 4.2C 4.2C —
June 55.3¢ 7.9t 7.95 —
March 42.6( 28.3¢ 36.1¢ —
2009:
Decembe $ 43.2( $ 22.65 $ 34.5C $ —
Septembe 63.0( 45.1¢ 45.7¢ —
June 113.2¢ 59.2¢ 59.2¢ 1.0t
March 165.7¢ 54.4¢ 63.9(C 1.0t
2008:
Decembe $182.5¢ $118.6¢ $167.1( $1.0%
Septembe 180.0( 90.7¢ 165.9( 1.0t
June 168.0( 95.1( 95.1( 1.0t
March 164.5¢ 113.4( 152.4( 1.0t

First BanCorp has five outstanding seoifeson convertible preferred stock: 7.125% non-glative perpetual monthly income preferred
stock, Series A (liquidation preference $25 persha.35% non-cumulative perpetual monthly incqpreferred stock, Series B (liquidation
preference $25 per share); 7.40% non-cumulativegteal monthly income preferred stock, Series quitlation preference $25 per share);
7.25% non-cumulative perpetual monthly income preféstock, Series D (liquidation preference $25gb@re,); and 7.00% non-cumulative
perpetual monthly income preferred stock, Seri¢iigqdidation preference $25 per share) (collectivible “Series A through E Preferred
Stock”), which trade on the NYSE. First BanCorpodisis one outstanding series of convertible predestock, the fixed rate cumulative
mandatorily convertible preferred stock, Seriedh@ (Series G Preferred Stock”)

The Series A through E Preferred Stoak @rPreferred Stock rank on parity with respeditadend rights and rights upon liquidation,
winding up or dissolution. Holders of each seriepreferred stock are entitled to receive cashddinds, when, as and if declared by the board
of directors of First BanCorp out of funds legadlyailable for dividends. The exchange agreemeatingl to our issuance of the Series G
Preferred Stock contains limitations on the paynoémtividends on common stock, including limitinegular quarterly cash dividends to an
amount not exceeding the last quarterly cash diddeaid per share, or the amount publicly annoufi¢éolwer), of common stock prior to
October 14, 2008, which is $1.05 per share.
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The terms of the Corporation’s Series A thfo&gPreferred Stock and Series G Preferred Stoalotpermit the Corporation to declare, set
apart or pay any dividend or make any other distiiin of assets on, or redeem, purchase, set apatherwise acquire shares of common
stock or of any other class of stock of First Bargo@anking junior to the preferred stock, unlessaeatrued and unpaid dividends on the
preferred stock and any parity stock for the twehanthly dividend periods ending on the immediafaiyceding dividend payment date shall
have been paid or are paid contemporaneouslyuthménthly dividend on the preferred stock and gayity stock for the then current month
has been or is contemporaneously declared andpalelclared and set apart for payment; and thedZatipn has not defaulted in the payment
of the redemption price of any shares of the pretestock and any parity stock called for redemmptibthe Corporation is unable to pay in full
the dividends on the preferred stock and on angrathares of stock of equal rank as to the paywfatividends, all dividends declared upon
the preferred stock and any such other share®ck still be declared pro rata.

The Corporation may not issue shares rankiago dividend rights or rights on liquidation, wing up and dissolution, senior to the
Series A through E Preferred Stock and Series @&#Peel Stock, except with the consent of the halaérat least two-thirds of the outstanding
aggregate liquidation preference of such prefestedk.

Dividends

The Corporation has a policy of paying qudyteash dividends on its outstanding shares of comatock subject to its earnings and
financial condition. On July 30, 2009, after refragta net loss for the quarter ended June 30, 26@9Corporation announced that the Boar
Directors resolved to suspend the payment of thenoon and preferred dividends (including the Sefi€seferred Stock dividends), effective
with the preferred dividend for the month of Aug@609. During 2009, the Corporation declared a cigbdend of $1.05 per share for the first
two quarters of the year. During 2008, the Corporatleclared a cash dividend of $1.05 per sharedoh quarter of the year. The
Corporation’s ability to pay future dividends wilkcessarily depend upon its earnings and finanoiadiition. See the discussion under
“Dividend Restrictions” under Item 1 for additioriaformation concerning restrictions on the paynwrdividends that apply to the
Corporation and FirstBank.

First BanCorp did not purchase any of its ggsecurities during 2010 or 2009.

The Puerto Rico Internal Revenue Code reqtiresvithholding of income tax from dividend inconeebe received by resident U.S.
citizens, special partnerships, trusts and esgatdsion-resident U.S. citizens, custodians, pastmegs, and corporations from sources within
Puerto Rico.

Resident U.S. Citizens

A special tax of 10% is imposed on eligibleidénds paid to individuals, special partnershipssts, and estates which is required to be
withheld at source by the payor of the dividendesslthe taxpayer specifically elects otherwise. él@x, the taxpayer can elect to include in
gross income the eligible distributions received take a credit for the amount of tax withheld.

Nonresident U.S. Citizens

Nonresident U.S. citizens have the right tdade exemptions when a Withholding Tax Exemptiart@icate (Form 2732) is properly
completed and filed with the Corporation. The Cogtion, as withholding agent, is authorized to Wil the 10% tax on dividends only from
the excess of the income paid over the applicaXekempt amount.

U.S. Corporations and Partnerships

Corporations and partnerships not organizettuRuerto Rico laws that are not engaged in toadbeisiness in Puerto Rico during the
taxable year in which the dividend is paid are sabjo the 10% dividend tax withholding. Corporai@r partnerships not organized under the
laws of Puerto Rico that are engaged in trade sinless in
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Puerto Rico are not subject to the 10% withholdmg,they must declare the dividend as gross incomheir Puerto Rico income tax return
and may claim a deduction equal to 85% of the @nal(not to exceed 85% of such Corporation’s ragrime for the year).

Securities authorized for issuance under equity quemsation plans

The following table summarizes equity gemsation plans approved by security holders andyecompensation plans that were not
approved by security holders as of December 3102201

Number of Securities
Weighted-Average Remaining Available for

Number of Securities Exercise Price of  Future Issuance Under
to be Issued Upon Outstanding 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 131,53:(1) $ 202.9: 251,18¢(2)
Equity compensation plans not approved by stocldre N/A N/A N/A
Total 131,53 $ 202.9: 251,18¢

(1) Stock options granted under the 1997 stock optian which expired on January 21, 2007. All outstagé&wards under the stock opti
plan continue in full forth and effect, subjectheir original terms, and the shares of commonkstozierlying the options are subject to
adjustments for stock splits, reorganization arosimilar events

(2) Securities available for future issuance urlde First BanCorp 2008 Omnibus Incentive Plae (tbmnibus Plan”) approved by
stockholders on April 29, 2008. The Omnibus Plaowfafes for equity-based compensation incentives ‘{#wards”) through the grant of
stock options, stock appreciation rights, restdatock, restricted stock units, performance shaned other stockased awards. This pl
allows the issuance of up to 253,333 shares of comstock, subject to adjustments for stock spl#erganization and other similar
events,
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STOCK PERFORMANCE GRAPH

The following Performance Graph shall not be deeimedrporated by reference by any general statermarporating by reference
this Annual Report on Form 10-K into any filing endhe Securities Act of 1933, as amended (theuf®ées Act”) or the Exchange Act,
except to the extent that First BanCorp specificaitorporates this information by reference, ahdlsnot otherwise be deemed filed under
these Acts.

The graph below compares the cumulatta stockholder return of First BanCorp during theasurement period with the cumulative
total return, assuming reinvestment of dividendghe S&P 500 Index and the S&P Supercom BanksXitiee “Peer Group”). The
Performance Graph assumes that $100 was investBeéamber 31, 2005 in each of First BanCaqghmon stock, the S&P 500 Index and
Peer Group. The comparisons in this table areos#t in response to SEC disclosure requirementsaam therefore not intended to forecast or
be indicative of future performance of First Ban@ercommon stock.

The cumulative total stockholder return wataoted by dividing (i) the cumulative amount of idiends per share, assuming dividend
reinvestment since the measurement point, DeceB81he2005, plus (ii) the change in the per sharegpsince the measurement date, by the
share price at the measurement date.

PERFORMANCE OF FIRST BANCORP'3
COMMOMN STOCK BASED ON TOTAL RETURMN
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth certain seleatensolidated financial data for each of the frears in the period ended December 31, 2010.
This information should be read in conjunction wile audited consolidated financial statementstiaadelated notes thereto.

SELECTED FINANCIAL DATA

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

Per Common Share Results (1)
Net (loss) income per common share b
Net (loss) income per common share dilu
Cash dividends declar¢
Average shares outstandi
Average shares outstanding dilu
Book value per common she
Tangible book value per common sh(@

Balance Sheet Data

Total loans, including loans held for si

Allowance for loan and lease los¢

Money market and investment securil

Intangible Asset

Deferred tax asset, n

Total asset

Deposits

Borrowings

Total preferred equit

Total common equit

Accumulated other comprehensive income (Ic
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 Spred3)
Interest Rate Margi®)
Tangible common equity rat®
Dividend payout rati
Efficiency ratio®)

Asset Quality:

Allowance for loan and lease losses to loans
for investmen

Net charg-offs to average loar

Provision for loan and lease losses to net charg
offs

Non-performing assets to total ass

Non-performing loans held for investment to tot;
loans held for investmel

Year Ended December 31,

2010 2009 2008 2007 2006
$ 832,68t $ 996,57: $ 1,126,89 $ 1,189,24 $ 1,288,81.
371,01: 477,53: 599,01¢ 738,23 845,11¢
461,67! 519,04: 527,88: 451,01¢ 443,69
634,58’ 579,85¢ 190,94¢ 120,61( 74,99
117,90: 142,26¢ 74,64: 67,15¢ 31,33¢
366,15¢ 352,10: 333,37: 307,84 287,96:
(421,16°) (270,652 78,20¢ 89,71¢ 112,07¢
(103,14) (4,539 31,73 (21,589 (27,442
(524,309 (275,18) 109,93° 68,13¢ 84,63¢
(122,04 (322,079 69,66 27,86( 44,35¢
$ (10.79) $ (52.22) $ 11.3( $ 4.8% $ 8.0<
$ (10.79 $ (52.29) $ 11.2¢ $ 4.81 $ 8.0C
$ — $ 2.1C $ 4.2C $ 4.2C $ 4.2C
11,31( 6,167 6,167 5,77 5,52
11,31( 6,167 6,17¢ 5,791 5,54:
$ 29.71 $ 108.7( $ 161.7¢ $ 141.3: $ 122.4:
$ 27.7¢ $ 101.4¢ $ 153.3: $ 133.0¢ $ 112.5:¢
$11,956,20 $13,949,22 $13,088,29. $11,799,74 $11,263,98
553,02! 528,12( 281,52¢ 190,16¢ 158,29¢
3,369,33; 4,866,61 5,709,15. 4,811,41: 5,544,18.
42,14: 44,69¢ 52,08: 51,03¢ 54,90¢
9,26¢ 109,19° 128,03¢ 90,13( 162,09¢
15,593,07 19,628,44 19,491,26. 17,186,93 17,390,25
12,059,11 12,669,04 13,057,43 11,034,52 11,004,28
2,311,84: 5,214,14 4,736,67! 4,460,001 4,662,27.
425,00¢ 928,50t 550,10( 550,10( 550,10(
615,23 644,06: 940,62¢ 896,81( 709,62(
17,71¢ 26,49: 57,38¢ (25,269 (30,169
1,057,95! 1,599,06: 1,548,11 1,421,641 1,229,55:
(2.99) (1.39) 0.5¢ 0.4C 0.44
(36.29) (14.89 7.67 5.14 7.0¢€
(80.07%) (34.0%) 7.8¢ 3.5¢ 6.8E
8.1C 9.3€ 7.74 7.7C 6.2t
2.4¢ 2.62 2.8¢ 2.2¢ 2.3t
2.717 2.9¢ 3.2C 2.8¢ 2.84
3.8( 3.2(C 4.87 4.7¢ 3.6C
— (4.09) 37.1¢ 88.32 52.5(
63.1¢ 53.2¢ 55.3: 59.41 60.62
4,74 3.7¢ 2.1¢ 1.61 1.41
4.7¢ 2.4¢ 0.87 0.7¢ 0.5t
1.04» 1.74» 1.76x 1.36x 1.16x
10.0z 8.71 3.27 2.5¢ 1.54
10.6: 11.2¢ 4.4¢ 3.5C 2.24



Allowance to total non-performing loans held for

investmen 44.6¢ 33.7i 47.9t 46.04 62.7¢
Allowance to total no-performing loans held fc

investment, excluding residential real estate

loans 65.3( 47.0¢ 90.1¢ 93.2¢ 115.3¢

Other Information:
Common Stock Price: End of peri $ 6.9C $ 34.5( $ 167.1( $ 109.3t $ 142.9¢

(1) All share and per share amounts of common sharesbeen adjusted to retroactively reflect t-for-15 reverse stock split effect:
January 7, 201

(2) Non-gaap measures. Refer*Capita” discussion below for additional information of t@mponents and reconciliation of the
measures

(3) On atax equivalent basis (s“Net Interest Incon” discussion below for reconciliation of these -GAAP measures

(4) Non-interest expenses to the sum of net interest incmeno~interest income. The denominator includes-recurring income an
changes in the fair value of derivative instrumemtd 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 A& of Financial Condition and Results of Operagicelates to the accompanying
consolidated audited financial statements of BestCorp and should be read in conjunction with dirdmcial statements, including the notes
thereto. First BanCorp, incorporated under the lafsthe Commonwealth of Puerto Rico, is sometinedsrred in this Annual Report on Form
10-K as “the Corporation,” “we,” or “our.”

DESCRIPTION OF BUSINESS

First BanCorp is a diversified financial haigicompany headquartered in San Juan, Puerto Raxing a full range of financial products to
consumers and commercial customers through vasiobsidiaries. First BanCorp is the holding compailyirstBank Puerto Rico
(“FirstBank” or the “Bank”) and FirstBank Insuranégency. Through its whollpwned subsidiaries, the Corporation operates cfficd>uert
Rico, the United States and British Virgin Islarmt&l the State of Florida (USA) specializing in coenaial banking, residential mortgage loan
originations, finance leases, personal loans, sloatis, auto loans, insurance agency and brokderdaetivities.

As described in Item 8, Note 21, Regulatontteta, FirstBank is currently operating under a €&ort Order ( the “Order”) with the Federal
Deposit Insurance Corporation (“FDIC”) and FirstlBarp has entered into a Written Agreement (theittdfr Agreement” and collectively
with the Order the “Agreements”) with the Board@fvernors of the Federal Reserve System (the “F&tDFederal Reserve”).

As discussed in ltem 8, Note 1 to the Considid Financial Statements, the Corporation hassadats ability to continue as a going
concern and has concluded that, based on currdréxgpected liquidity needs and sources, manageexgetts the Corporation to be able to
meet its obligations for a reasonable period oktithunanticipated market factors emerge, oréf @orporation is unable to raise additional
capital or complete identified capital preservatioitiatives, successfully execute its strategieraping plans, issue a sufficient amount of
brokered deposits or comply with the Order, itskag regulators could take further action, whichilcbinclude actions that may have a
material adverse effect on the Corporation’s bissineesults of operations and financial positianluding, the appointment of a conservator or
receiver. Also see “Liquidity Risk and Capital Adeqy.”

OVERVIEW OF RESULTS OF OPERATIONS

First BanCorp’s results of operations gengrdéipend primarily upon its net interest incomeichtis the difference between the interest
income earned on its interest-earning assets,dimgdunvestment securities and loans, and theastexpense incurred on its interest-bearing
liabilities, including deposits and borrowings. Nigerest income is affected by various factorsluding: the interest rate scenario; the
volumes, mix and composition of interest-earningeés and interest-bearing liabilities; and thenieipy characteristics of these assets and
liabilities. The Corporation’s results of operasosso depend on the provision for loan and leasselk, which significantly affected the results
for the past two years, non-interest expenses (@sigersonnel, occupancy, deposit insurance presmaunth other costs), non-interest income
(mainly service charges and fees on loans and defogl insurance income), gains (losses) on séliesvestments, gains (losses) on mortgage
banking activities, and income taxes.

Net loss for the year ended December 31, 20d6unted to $524.3 million compared to a net |dsk2@5.2 million for 2009 and net income
of $109.9 million for 2008.

The Corporation’s financial results for 2048,compared to 2009, were principally impacted®y higher income tax expense driven by
an incremental $93.7 million non-cash charge tovéiaation allowance of the Bank’s deferred taegs§i) a decrease of $57.4 million in net
interest income mainly resulting from the Corparats deleveraging strategies and from higher thstotical levels of liquidity maintained in
the balance sheet due to the challenging econamicomment that was prevalent during 2010, (iii)iacrease of $54.7 million in the provisi
for loan and lease losses, mainly due to a $10@l®mcharge recorded in 2010 associated withtthasfer of $447 million of loans held for
investment to held for sale, (iv) a decrease of4®illion in non-interest income driven by a retioe of $30.1 million in gains on sale of
investments, aside from a $0.3 million
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nominal loss on a transaction in which the Corgorasold $1.2 billion of mortgage-backed securif¢4BS”) that was matched with the early
extinguishment of $1.0 billion of repurchase agrerts, and (v) an increase of $14.1 million in noteiest expenses driven by increases in the
FDIC deposit insurance premium, higher losses ahastate owned (REQO) operations due to wdiems to the value of repossessed prope
and higher costs associated with a larger inverdbBEO, and higher professional service fees mpanatociated with collection and
foreclosure procedures.

The following table summarizes the effectted aforementioned factors and other factors tigaifstantly impacted financial results in
previous years on net (loss) income attributableotomon stockholders and (loss) earnings per conshare for the last three years:

Year Ended December 31,
2010 2009 2008
Dollars Per Share Dollars Per Share Dollars Per Share
(In thousands, except for per common share amounts)

Net (loss) income attributable to commr

stockholders for prior ye: $ (322,079 $ (52.29) $ 69,66: $ 11.2¢ $ 27,86( $ 4.81
Increase (decrease) from change:
Net interest incom (57,367) (9.30) (8,839 (1.4%) 76,86¢ 13.27
Provision for loan and lease los: (54,729 (8.87) (388,91() (62.97) (70,33%) (12.1%)
Net gain on investments and impairme (29,599 (4.80) 63,95 10.3¢ 23,91¢ 4.1z

Net nominal loss on transaction involving the ¢

of investment securities matched with the

cancellation of repurchase agreements prior to

maturity (297) (0.05) — — — —
Gain (loss) on partial extinguishment and

recharacterization of secured commercial Ic

to local financial institution — — — — (2,497 (0.4
Gain on sale of credit card portfol — — — — (2,819 (0.4¢
Insurance reimbursement and other agreemer

related to a contingency settlem: — — — — (15,07%) (2.60)
Other nor-interest income 5,52¢ 0.9C 3,66¢ 0.5¢ 3,95¢ 0.6¢
Employee’ compensation and benef 11,60¢ 1.8¢ 9,11¢ 1.4¢ (1,490 (0.26)
Professional fee (6,070 (0.9¢) 592 0.1cC 4,94: 0.8t
Deposit insurance premiu (29,710 (3.20) (30,47)) (4.99 (3,429 (0.5¢
Net loss on REO operatio (8,310 (1.35 (490) (0.0§) (18,979 (3.2¢)
Core deposit intangible impairme 3,98¢ 0.6t (3,989 (0.65) — —
All other operating expens: 4,437 0.72 6,50¢ 1.0t (6,58%) (1.19
Income tax provisiol (98,607 (15.99 36,26¢ (5.87) 53,31t 9.21
Net (loss) income before changes in prefe

stock dividends, preferred discount

amortization and change in average common

shares (571,19¢) (92.6]) (315,467) (51.09) 69,66 12.0¢
Change in preferred dividends and preferred

discount amortizatio 8,647 1.4C (6,612) (2.07) — —
Favorable impact from issuing common stock in

exchange for Series A through E Preferred

Stock 385,38" 62.4¢ — — — —

Favorable impact from issuing Series G

Preferred Stock in exchange for Series |
Preferred Stoc 55,12 8.94 — — — —
Change in average common shares — 8.9¢ — (0.07 — (0.79)
Net (loss) income attributable to comn
stockholders $(122,04) $ (10.79 $ (322,079) $  (52.2) $ 69,66: $  11.2¢

The key drivers for the Corporation’s financialuks for the year ended December 31, 2010 inclodddllowing:

. Net interest income for the year ended Decembe2@10 was $461.7 million compared to $519.0 millgmd $527.9 million for th
years ended December 31, 2009 and 2008, respgctNet interest spread and margin on an adjusteddaivalent basis (fc
definition and reconciliation of this non-GAAP meas, refer to théNet Interest Income’discussion below) were 2.49% and 2.77¢
2010, respectively, down 13 and 16 basis points f2009. The decrease for 2010 compared to 2009naady associated with the
deleveraging of the Corporation’s balance sheaniattempt to preserve its capital position, intlgdsales of approximately
$2.3 billion of investment securities during 20&@inly U.S. agency MBS, and loan repayments. Net@st income was also affect
by compressions in the net interest margin mainky @ lower yields on investments and the advenpact of maintaining higher than
historical liquidity levels. Approximately $1.6 bin in investment securities were called durind@@nd were replaced mainly with
lower yielding U.S. agency investment securitidsede factors were partially offset by the favoraivpact of lower deposit pricing
and the ro-off and repayments of higher cost funds, such asinimg brokerec
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CDs, and improved spreads in commercial loans.rRefthe" Net Interest Incon” discussion below for additional informatic

The decrease in net interest income for 2009, coeapt® 2008, was mainly associated with a signifi¢acrease in nc-performing
loans and the repricing of floatirrgte commercial and construction loans at lowersrdue to decreases in market interest rates s
three-month LIBOR and the Prime rate, even thohghQorporation started to increase spreads onrtvawals. The Corporation
increased the use of interest rate floors in nemvrnercial and construction loans agreements andvaaen 2009 to protect net
interest margins going forward. Lower loan yieldsrenthan offset the benefit of lower short-ternesain the average cost of funding
and the increase in average inte-earning asset

. The provision for loan and lease losses for 2018 $&84.6 million compared to $579.9 million and @million for 2009 and 200t
respectively. The provision for 2010 includes arghaof $102.9 million associated with loans transfe to held for sale during the
fourth quarter as a result of an agreement progiftin the strategic sale of loans in a transadiiesigned to accelerate the riking of
the Corporation’s balance sheet and improve th@@ation’s risk profile by selling non-performingcadversely classified loans.
Excluding the impact of loans transferred to heldsale, the provision decreased $48.2 millionrdp£010 mainly related to lower
charges to specific reserves for the constructimha@mmercial loan portfolio, a slower migrationi@dins to non-performing status
and the overall reduction of the loan portfolio €Trovision for loans and lease losses, excludirgrmpact of loans transferred to h
for sale, is a Non-GAAP measure, refer to the “Riown for Loan and Lease Losses”, “Risk Managemant] “Basis of Presentation”
discussions below for reconciliation and additionérmation. Much of the decrease in the proviserelated to the construction lo
portfolio in Florida and the commercial and indigt(C&Il) loan portfolio in Puerto Ricc

On December 7, 2010, the Corporation annalititat it had signed a non-binding letter of intenpursue the possibility of a sale of a
loan portfolio with an unpaid principal balanceapiproximately $701.9 million (book value of $60&8lion) to a new joint venture.
The amount of the loan pool to be sold was subsetyueeduced for loan payments and exclusions ftieenpool. During the fourth
quarter of 2010, the Corporation transferred loaitls an unpaid principal balance of $527 milliordaanbook value of $447 million
($335 million of construction loans, $83 million cdmmercial mortgage loans and $29 million of conmuia and industrial loans) to
held for sale. The recorded investment in the loeas written down to a value of $281.6 million, winiresulted in 2010 fourth quarter
charge-offs of $165.1 million (a $127.0 million cha to construction loans, a $29.5 million chagedmmercial mortgage loans and
a $8.6 million charge to C&l loans). Further, threyision for loan and lease losses was increasekilBg.9 million.

On February 8, 2011, the Corporation entered irdefaitive agreement to sell substantially altleé loans transferred to held for s
and, on February 16, 2011, completed the saleamfdlavith an unpaid principal balance of $510.2iaril(book value of

$269.3 million), at a purchase price of $272.2iwmllto a joint venture, majority owned by PRLP Maets LLC, a company created by
Goldman, Sachs & Co. and Caribbean Property Grolg.purchase price of $272.2 million was fundedai initial cash

contribution by PRLP Ventures LLC of $88.4 millioeceived by FirstBank, a promissory note of apprztely $136 million
representing seller financing provided by FirstBaarkd a $47.6 million or 35% equity interest in phi@t venture to be retained by
FirstBank. The size of the loan pool sold is apprtely $185 million lower than the amount origigadtated in the letter of intent d
to loan payments and exclusions from the pool.[dha portfolio sold was composed of 73% constructaans, 19% commercial real
estate loans and 8% commercial loans. Approxim&a®g of the loans are adversely classified loans5i% were in non-performing
status as of December 31, 20

The Corporation’s primary goal in agreeinghe loan sale transaction is to accelerate thesttarg of the balance sheet and improve
the Corporation’s risk profile. The Bank has beperating under an Order imposed by banking regidaioce June of 2010, which,
among other things, requires the Bank to improseisk profile by reducing the level of classifiasisets and delinquent loans. The
Bank entered into this transaction to reduce thel lef classified and non-performing assets andeedts concentration in
construction loans
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The following table summarizes the impact of thenie transferred to held for sale in the finandiaesnents

(In thousands)

Excluding
As Loans transferre Loans transferre
2010 Reportec to Held for Sale Impac to Held for Sale Impact (1

Total loans held for investment— December 31, 201! $11,655,43 $(446,67Y) $12,102,11
Construction loan 700,57¢ (334,220 1,034,79
Commercial mortgag 1,670,16: (83,21) 1,753,37:
Commercial and Industrii 4,151,76. (29,249 4,181,00:!
Total net charge-offs $ 609,68: $ 165,05’ $ 444,62

Total net charc-offs to average loar 4.7% 3.6(%
Construction loan 313,15¢ 126,95( 186,20

Construction loans net cha-offs to average loar 23.8(% 18.99%
Commercial mortgag 81,42( 29,50¢ 51,91

Commercial mortgage loans net chéoffs to average loar 5.02% 3.3&%
Commercial and Industri 98,47: 8,601 89,87:

Commercial and Industrial loans net chi-offs to average loar 2.1% 1.98%

Loans held for sale— December 31, 201! $ 300,76t $ 281,61¢ $ 19,14t @

Construction loan 207,27( 207,27( —
Commercial mortgag 53,70¢ 53,70¢ —
Commercial and Industrii 20,64 20,64 —
Provision for loans and lease losst $ 634,58 $ 102,93¢ $ 531,64¢
Net Loss $ (524,309 $(102,93)) $ (421,37
Non-performing loans — December 31, 201! $ 1,398,31l $103,88: ® $ 1,502,19:

1 — Non- GAAP measures
2 — Consists of certain conforming residential gage loans held for sale in the ordinary courdausfness.
3 — Represents charge-offs associated to non-peirigploans transferred to held for sale.

The Corporatio’s net charc-offs for 2010 were $609.7 million, or 4.76% of aage loans, compared to $333.3 million, or 2.48¢
average loans for 2009. The increase from prior yeduded $165.1 million associated with loans$ferred to held for sale and
approximately $89.0 million in charge-offs for npetforming loans sold during 2010, mainly constiarcand commercial mortgage
loans sold at a significant discount in order tuae the Corporation’s exposure in Florida. Thevigion for loans and lease losses,
excluding the impact of loans transferred to heldsale, is a Non-GAAP measure, refer to the “Riowi for Loan and Lease Losses”,
“Risk Management” and “Basis of Presentation” déstans below for reconciliation, additional infortiea and further analysis of the
allowance for loan and lease losses anc-performing assets and related rat

The increase in the provision for 2009, as comparedD08, was mainly attributable to the significercrease in nc-performing loan:
and increases in specific reserves for impairedngernial and construction loans. Also, the migratibifoans to higher risk categories
and increases to loss factors used to determingetheral reserve allowance contributed to the mighavision.

. Nor-interest income for the year ended December 310 2@k $117.9 million compared to $142.3 million &7d.6 million for the
years ended December 31, 2009 and 2008, respgcfited decrease in 2010 was mainly due to lowersgan sale of investmer
securities, as the Corporation realized gains pf@pmately $46.1 million on the sale of approxielgt$1.2 billion of investment
securities, mainly U.S. agency MBS, compared tdb82 8 million gain recorded in 2009 mainly relatdso to U.S. agency MBS. In
addition, a nominal loss of $0.3 million was recdn 2010, resulting from a transaction in whisé €orporation sold approximately
$1.2 billion in MBS, combined with the unwinding $1.0 billion of repurchase agreements as parthafiance sheet repositioning
strategy. Partially offsetting these factors wéiea $6.9 million increase in gains from sale$/¢8A shares, (ii) a $5.0 million
increase in gains from mortgage banking activitéstlting from a higher volume of loans sold in #eeondary market, and (iii) a
$2.1 million increase in brok-dealer fees
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The increase in neinterest income in 2009, compared to 2008, was Imadétated to a $59.6 million increase in realizgdns on the
sale of investment securities, primarily reflecta§79.9 million gain on the sale of MBS (mainlySUagency fixed-rate MBS),
compared to realized gains on the sale of MBS @t Bnillion in 2008. In an effort to manage inténege risk, and taking advantage
of favorable market valuations, approximately $ilBon of U.S. agency MBS (mainly 30 year fixedte U.S. agency MBS) were s
in 2009, compared to approximately $526 milliornJos. agency MBS sold in 2008. Also contributinditgher non-interest income
was the $5.3 million increase in gains from mortghgnking activities mainly in connection with $#n@lion of recorded capitalized
servicing assets related to the securitizatiorppfeximately $305 million FHA/VA mortgage loansanENMA MBS. For the first
time in several years, the Corporation has beeagsdjin the securitization of mortgage loans seaarty 2009

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

. Non-interest expenses for 2010 were $366.2 million cameg to $352.1 million and $333.4 million for 208&8d 2008, respectivel
The increase in non-interest expenses for 2016pmpared to 2009, was principally attributablertdrecrease of $19.7 million in the
FDIC insurance premium expense, as premium ratesased and the average level of deposits grew a@dpo 2009, an increase of
$8.3 million in losses on REO operations drivenaite-downs and costs associated with a largemitorg, and an increase of
$6.1 million in professional fees. These increasee partially offset by: (i) a decrease of $11i6iom in employees’ compensation
driven by reductions in bonuses and other empltgeefits as well as reductions in headcount,{g)itmpact in 2009 of a $4.0 millic
core deposit intangible impairment charge, anjif@iductions in other controllable expenses such $2.8 million decrease in
occupancy expenses and a $1.8 million decreasautkatin¢-related expense

The increase in 2009 compared to 2008 wasipally attributable to: (i) an increase of $3f8lion in the FDIC deposit insurance
premium, including $8.9 million for the special assment levied by the FDIC in 2009 and increasesgular assessment rates, (ii) a
$4.0 million core deposit intangible impairment g and (iii) a $1.8 million increase in the resefor probable losses on outstant
unfunded loan commitments. The aforementioned aswe were partially offset by decreases in cedatrollable expenses such as:
(i) a2 $9.1 million decrease in employees’ compeangsand benefit expenses, due to a lower head@nteductions in bonuses,
incentive compensation and overtime costs, (i3 & $nillion decrease in business promotion expedsedo a lower level of
marketing activities, and (iii) a $1.1 million dease in taxes, other than income taxes, drivenrbgaction in municipal taxes which
are assessed based on taxable gross reve

. For 2010, the Corporation recorded an incomestgpense of $103.1 million, compared to an incomestgense of $4.5 million for
2009. The increase in 2010 is mainly related ttharemental $93.7 million non-cash charge in thetto quarter of 2010 to the
valuation allowance of the Ba's deferred tax asst

For 2009, the Corporation recorded an inctameexpense of $4.5 million, compared to an inctemebenefit of $31.7 million for
2008. The income tax expense for 2009 mainly reddtom the aforementioned $184.4 million non-cashease in the valuation
allowance for the Corporation’s deferred tax asBeé increase in the valuation allowance was driwetosses incurred in 2009 that
placed FirstBank in a thr-year cumulative loss position as of the end oftltlirel quarter of 200¢

Refer to“Income Taxe” discussion below for additional informatic

. Total assets as of December 31, 2010 amount®tis® billion, a decrease of $4.0 billion compai@$19.6 billion as of
December 31, 2009. The decrease in total assetpnmaarily a result of a net decrease of $2.0dnillin the loan portfolio largely
attributable to repayments of credit facilitiesended to the Puerto Rico government and/or pdlisicedivisions coupled with charge-
offs and, to a lesser extent, the sale of non-peifgy loans during 2010. Also, there was a decre&$4.6 billion in investment
securities driven by sales of $2.3 billion durir@l@, mainly U.S. agency MBS, and a decrease of $388lion in cash and cash
equivalents as the Corporation roll-off maturinghered CDs and advances from FHLB. The decreaassiets is consistent with the
Corporation’s deleveraging, de-risking and balastueet repositioning strategies, to among othegthipreserve its capital position
and enhance net interest margins in the futureerRefthe “Financial Condition and Operating Datsalysis” discussion below for
additional information
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. As of December 31, 2010, total liabilities amaehto $14.5 billion, a decrease of $3.5 billiorcampared to $18.0 billion as of
December 31, 2009. The decrease in total lialslivas mainly attributable to a $1.7 billion deceemsrepurchase agreements driven
by the early extinguishment of approximately $lidmil of long-term repurchase agreements as paheo€orporation’s balance sheet
repositioning strategies and the nonrenewal of nrajuepurchase agreements. Also, there was aaeea $900 million and
$325 million in advances from the FED and from Bi#_B, respectively, as well as a decrease of $illidrin brokered CDs.
Partially offsetting the aforementioned decreasas an increase of $669.6 million in core depoRi&fer to the “Risk Management —
Liquidity Risk and Capital Adequa” discussion below for additional information abcwe Corporatio’s funding source:

. The Corporatio’s stockholdel' equity amounted to $1.1 billion as of DecemberZfM10, a decrease of $541.1 million compared t
balance as of December 31, 2009, driven by théosstof $524.3 million for 2010, a decrease of $8ilion in accumulated other
comprehensive income and $8 million of issue crdtted to the issuance of new common stock inaxgé for $487 million of
Series A through E Preferred Stock (the “ExchantferQ. Although all the regulatory capital ratiexceeded the established “well
capitalized” levels at December 31, 2010, due ¢oQinder, FirstBank cannot be treated as a “welitaliped” institution under
regulatory guidance

During the third quarter of 2010, the Corporatinareased its common equity by issuing common sitoekchange for $487 millior
or 89%, of the outstanding Series A through E PrefeStock and issued a new series of mandatarityertible preferred stock, the
Series G Preferred Stock, in exchange for the $dillbn Series F preferred stock held by the UniBdtes Department of Treasury
("U.S. Treasury”). As a result of these initiatiyéise Corporation’s tangible common equity and Ti@ommon equity ratios as of
December 31, 2010 increased to 3.80% and 5.01%ectgely, from 3.20% and 4.10%, respectively, ac@mber 31, 2009. Refer to
the “Risk Management — Capital” section below fdd#ional information including further informaticaabout these non-GAAP
financial measures and the Corpora’s capital plan executio

. Total loan production, including purchases, @ficings and draws from existing commitments, fak®@@as $3.0 billion, compared to
$4.8 billion for 2009, as the Corporation continueth its targeted lending activities. The decreasean production was reflected in
almost all portfolios, with the exception of auteancings, but in particular in credit facilitiestended to the Puerto Rico and Virgin
Islands government. Origination related to goveminaatities amounted to $702.6 million in 2010 camgal to $1.8 billion in 2009.
Other significant reductions in loan originationsre related to the construction and commercial gagi loan portfolios

The increase in loan production in 2009, as conthbay@008, was mainly associated with a $977.9anilincrease in commercial lo
originations driven by approximately $1.8 billiam éredit facilities extended to the Puerto Rico ¥irgin Islands Government and/or
its political subdivisions. Partially offsettingetincrease in the originations of commercial loaas a decrease of $303.3 million in
originations of consumer loans and of $98.5 milliomesidential mortgage loan originations adversélected by weak economic
conditions in Puerto Ric¢

. Total non-performing loans, including non-perfammloans held for sale of $159.3 million, were4ElLbillion as of December 31,
2010 compared to $1.56 billion as of December BD92a decrease of $165.6 million. The decreaseweasly related to charge-offs
and sales of approximately $200 million in non-parfing loans during 2010. Non-performing constmetioans, including non-
performing construction loans held for sale of $14Million, decreased by $231.1 million, or 36% @ared to December, 2009,
driven by charge-offs and the sale of $118.4 milldd non-performing construction loans during 20C8@arge-offs for non-performing
construction loans during 2010 include $89.5 millassociated with non-performing construction loaassferred to held for sale.
Also key to the improvement in non-performing coastion loans was the significant lower level diaws. The level of inflow, or
migration, is an important indication of the futdrend of the portfolio. Non-performing residentimbrtgage loans decreased by
$49.5 million, or 11%, mainly due to loans restore@ccrual status based on compliance with matliBems as part of the
Corporation’s loss mitigation and loans modificatigrogram as well as the sale of $23.9 million @f+performing residential
mortgage loans. Ne«performing C & |
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loans increased by $75.9 million, or 31%, driverthoy inflow of five relationships in Puerto Ricoiimdividual amounts exceedir

$10 million with an aggregate carrying value of §2million as of December 31, 2010. Non-performimgnmercial mortgage loans,
including non-performing commercial mortgage loaek for sale of $19.2 million, increased by $3&lion, or 20%, driven by one
relationship amounting to $85.7 million placed onraccruing status due to the borrowedihancial condition, even though most of
loans in the relationship are under 90 days deéngurhe levels of non-accrual consumer loansuding finance leases, remained
stable, showing a $0.7 million decrease during 2&REder to the “Risk Management — Non-accruing Bliod-performing Assets”
section below for additional informatio

CRITICAL ACCOUNTING POLICIES AND PRACTICES

The accounting principles of the Corporatiod ¢he methods of applying these principles confaiith 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 tat¢sg]assification and related values of investnssaurities; 5) valuation of financial
instruments; and 7) income recognition on loan®sEtcritical accounting policies involve judgmemetstimates and assumptions made by
management that affect the amounts recorded fetsaaad liabilities and for contingent liabilitias of the date of the financial statements and
the reported amounts of revenues and expensegyaheneporting periods. Actual results could diffem estimates, if different assumptions
or conditions prevail. Certain determinations irdmely require greater reliance on the use of eséimyassumptions, and judgments and, as
such, have a greater possibility of producing rtsshlat could be materially different than thosigioally reported.

Allowance for Loan and Lease Losses

The Corporation maintains the allowance fanland lease losses at a level considered adeiquatbsorb losses currently inherent in the
loan and lease portfolio. The allowance for load kase losses provides for probable losses thvat been identified with specific valuation
allowances for individually evaluated impaired Isand for probable losses believed to be inheretits loan portfolio that have not been
specifically identified. The determination of thHéwance for loan and lease losses requires saanifiestimates, including the timing and
amounts of expected future cash flows on impaioad$, consideration of current economic conditians, historical loss experience pertair
to the portfolios and pools of homogeneous loathef avhich may be susceptible to change.

The adequacy of the allowance for loan andddasses is based on judgments related to thé& qredity of the loan portfolio. These
judgments consider ~going evaluations of the loan portfolio, includiagch factors as the economic risks associateddo lean class, the
financial condition of specific borrowers, the leeédelinquent loans, the value of nay collatenadl, where applicable, the existence of any
guarantees or other documented support. In additiotme general economic conditions and otheofaadescribed above, additional factors
also considered include: the impact of changekeénrésidential real estate value and the inteislalratings assigned to the loan. Internal risk
ratings are assigned to each business loan atikeof approval and are subject to subsequentdgierieviews by the Corporation’s senior
management. The allowance for loan and lease lissegiewed on a quarterly basis as part of theo@ation’s continued evaluation of its
asset quality.

The allowance for loan and lease losses igased through a provision for credit losses thaharged to earnings, based on the quarterly
evaluation of the factors previously mentioned, snetduced by charge-offs, net of recoveries.

The allowance for loan and lease losses dsnsispecific reserves related to specific vatratifor loans considered to be impaired and
general reserves. A specific valuation allowanaestablished for those loans in the Commercial lyagge, Construction and Commercial and
Industrial and Residential Mortgage loan portfolitessified as impaired, primarily when the coltateralue of the loan (if the impaired loan is
determined to be collateral dependent) or the ptesdue of the expected future cash flows discedatt the loan’s effective rate is lower than
the carrying amount of that loan. The specific a#ibn allowance is computed on commercial mortgagestruction, commercial and
industrial, and real estate loans with individuahpipal balances of $1 million or more, TDRs whimfe individually evaluated, as well as
smaller residential mortgage loans and home
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equity lines of credit considered impaired basedheir delinquency and loan-to-value levels. Whemeé€losure is probable, the impairment
measure is based on the fair value of the collkt€ree fair value of the collateral is generallyt@ibed from appraisals. Updated appraisals are
obtained when the Corporation determines that lea@smpaired and are generally updated annuathettfter. In addition, appraisals and/or
broker price opinions are also obtained for residémortgage loans based on specific charactesistich as delinquency levels, age of the
appraisal, and loan-to-value ratios. The excesseofecorded investment in collateral dependemdaaver the resulting fair value of the
collateral is charged-off when deemed uncollectiblar residential mortgage loans, since the seqoiagter of 2010, the determination of
reserves included the incorporation of updated fastors applicable to loans expected to liquidater the next twelve months considering the
expected realization of similar asset values giadigion.

For all other loans, which include, small, feganeous loans, such as auto loans, all classks @onsumer loans portfolio, residential
mortgages in amounts under $1 million, and comrmaégsid construction loans not considered impaitezl Corporation maintains a general
valuation allowance. The risk category of thesa$oa based on the delinquency and the Corporafidates the factors used to compute the
reserve factors on a quarterly basis. The genesalve is primarily determined by applying losgdex according to the loan type and assigned
risk category (pass, special mention and substdnuzrimpaired; all doubtful loans are consideragaired). The general reserve for consu
loans is based on factors such as delinquencydrenedit bureau score bands, portfolio type, gaglgical location, bankruptcy trends, recent
market transactions, collateral values, and otheirenmental factors such as economic forecasts.artalyses of the residential mortgage
pools are performed at the individual loan level #ren aggregated to determine the expected Ities The model applies risk-adjusted
prepayment curves, default curves, and severityesuto each loan in the pool. The severity is afg@by the expected house price scenario
based on recent house price trends. Default camesased in the model to determine expected dedimgulevels. The risk-adjusted timing of
liquidation and associated costs is used in theanard is risk-adjusted for the area in which thapprty is located (Puerto Rico, Florida, or
Virgin Islands). For commercial loans, includingistruction loans, the general reserve is basedstorical loss ratios, trends in non-accrual
loans, loan type, risk-rating, geographical logatichanges in collateral values for collateral shefgmt loans and macroeconomic data that
correlates to portfolio performance for the geogiegl region. The methodology of accounting forpathbable losses in loans not individually
measured for impairment purposes is made in acnoedaith authoritative accounting guidance thatiness that losses be accrued when they
are probable of occurring and estimable.

Charge-off of Uncollectible Loans +ean and lease losses are charged-off and recewanéecredited to the allowance for loan and lease
losses. Collateral dependent loans in the Constryad€ommercial Mortgage and Commercial and Indaisivan portfolios are charged-off to
their fair value when loans are considered impaiv€ihin the consumer loan portfolio, loans in theéo and finance leases classes are reserve
at 120 days delinquent and charged-off to theinmeged net realizable value when collateral deficieis deemed uncollectible (i.e. when
foreclosure is probable). Within the other consutoans class, closed-end loans are charged-off whgments are 120 days in arrears and
open-end (revolving credit) consumer loans aregdwwff when payments are 180 days in arrears. Resadenortgage loans that are 120 d
delinquent and with a loan to value higher than &d&charged-off to its fair value. Any loan in grortfolio may be charged-off or written
down to the fair value of the collateral prior bkeetpolicies described above if a loss confirmingrgwoccurred. Loss confirming events include,
but are not limited to, bankruptcy (unsecured) ticared delinquency, or receipt of an asset valuatidicating a collateral deficiency and that
asset is the sole source of repayment.

Other-than-temporary impairments

On a quarterly basis, the Corporation perfoamsissessment to determine whether there haveabgazvents or circumstances indicating
that a security with an unrealized loss has suffetber-than-temporary impairment (“OTTI”). A seityiis considered impaired if the fair
value is less than its amortized cost basis.

The Corporation evaluates if the impairmerdther-than-temporary depending upon whether tqbio is of fixed income securities or
equity securities as further described below. ThgpGration employs a systematic methodology thasiers 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 increaséiminish the issuer’s ability to repay
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its bond obligations, the length of time and theeakto which the fair value has been less tharathertized cost basis and changes in the near:
term prospects of the underlying collateral, if liggble, such as changes in default rates, lossritggiven default and significant changes in
prepayment assumptions. The Corporation also takesonsideration the latest information availadb®ut the overall financial condition of
an issuer, credit ratings, recent legislation amgegnment actions affecting the issuer’s indush@ actions taken by the issuer to deal with the
present economic climate. In April 2009, the Firiah&ccounting Standards Board (“FASB”) amended@ET| model for debt securities.
OTTI losses are recognized in earnings if the Cafian has the intent to sell the debt securitit & more likely than not that it will be
required to sell the debt security before recowdrnys amortized cost basis. However, even if tioepOration does not expect to sell a debt
security, expected cash flows to be received aatuated to determine if a credit loss has occuredunrealized loss is generally deemed t
other-than-temporary and a credit loss is deemexdtisi if the present value of the expected futagh flows is less than the amortized cost
basis of the debt security. The credit loss compbogan OTTI is recorded as a component of Netaiimpent losses on investment securitie
the statements of (loss) income, while the remgipiartion of the impairment loss is recognizedtimeo comprehensive income, net of taxes.
The previous amortized cost basis less the OTgeized in earnings is the new amortized cost hdise investment. The new amortized
cost basis is not adjusted for subsequent recevaritair value. However, for debt securities fdrigh OTTI was recognized in earnings, the
difference between the new amortized cost basigtandash flows expected to be collected is actr@santerest income. For further
disclosures, refer to Note 4 to the Corporationigiged financial statements for the year ended Béez 31, 2010 included in Item 8 of this
Form 10-K.

Prior to April 1, 2009, an unrealized loss wassidered other-than-temporary and recordedrimrggs 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 thep@oation did not have the positive intent and &btid hold the security until recovery or
maturity.

The impairment model for equity securities was affected by the aforementioned FASB amendnidrg.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 relevantéiiahdata such as capitalization, cash fl
liquidity, systematic risk, and debt outstandinghe issuer. Management also considers the issinelUstry trends, the historical performance
of the stock, credit ratings as well as the Corpionés intent to hold the security for an extengestiod. If management believes there is a low
probability of recovering book value in a reasoeaithe frame, then an impairment will be recordgaviting the security down to market
value. As previously mentioned, equity securitiEsraonitored on an ongoing basis but special attetd given to those securities that have
experienced a decline in fair value for six mordhsnore. An impairment charge is generally recogtiiwhen the fair value of an equity
security has remained significantly below costdqgreriod of twelve consecutive months or more.

Income Taxes

The Corporation is required to estimate incdaxes in preparing its consolidated financialestegnts. This involves the estimation of
current income tax expense together with an asssgsshtemporary differences resulting from diffeces in the carrying amounts of assets
and liabilities for financial reporting purposegahe amounts used for income tax purposes. Therditation of current income tax expense
involves estimates and assumptions that requir€trporation to assume certain positions basedsdnterpretation of current tax regulations.
Management assesses the relative benefits andofishe appropriate tax treatment of transactitedsng into account statutory, judicial and
regulatory guidance and recognizes tax benefitg whien deemed probable. Changes in assumptiordtiaffeestimates 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 thegeog@f tax audits, case law and emerging legislalibe Corporation’s effective tax rate
includes the impact of tax contingencies and chemmgesuch accruals, as considered appropriate bpgesment. When particular matters arise,
a number of years may elapse before such mattesugited by the taxing authorities and finallyotesd. Favorable resolution of such matters
or the expiration of the statute of limitations magult in the release of tax contingencies whighracognized as a reduction to the
Corporation’s effective rate in the year of resiont Unfavorable settlement of any particular issaeld increase the effective rate and may
require the use of cash in the year of resolutdanof December 31, 2010, there were no open income
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tax investigations. Information regarding incomeetais included in Note 27 to the Corporat®audited financial statements for the year e
December 31, 2010 included in Item 8 of this Fol¥Kl

The determination of deferred tax expenseeoekit is based on changes in the carrying amafrassets and liabilities that generate
temporary differences. The carrying value of thepbaation’s net deferred tax asset assumes thatahgoration will be able to generate
sufficient future taxable income based on estimatesassumptions. If these estimates and relasenimgions change, the Corporation may be
required to record valuation allowances againsiéferred tax asset resulting in additional incaaxeexpense in the consolidated statements of
income. Management evaluates its deferred tax assgtjuarterly basis and assesses the need &uation allowance, if any. A valuation
allowance is established when management beligatsttis more likely than not that some portioritefdeferred tax asset will not be realized.
Changes in the valuation allowance from periodetoga are included in the Corporation’s tax promsin the period of change (see Note 27 to
the Corporation’s audited financial statementsfieryear ended December 31, 2010 included in Ite@fti@s Form 10-K).

Income tax expense includes Puerto Rico anglivislands income taxes as well as applicable f¢@&ral and state taxes. The Corporation
is subject to Puerto Rico income tax on its incdroe all sources. As a Puerto Rico corporationstfanCorp is treated as a foreign
corporation for U.S. income tax purposes and isgaly subject to United States income tax onlyterincome from sources within the United
States or income effectively connected with thedemn of a trade or business within the United Sta#ay such tax paid is creditable, within
certain conditions and limitations, against theg@oation’s Puerto Rico tax liability. The Corpomatiis also subject to U.S.Virgin Islands taxes
on its income from sources within that jurisdictidmy such tax paid is also creditable againstGbgporation’s Puerto Rico tax liability,
subject to certain conditions and limitations.

Under the Puerto Rico Internal Revenue CodE98#, as amended (the “PR Code”), the Corporatiwhits subsidiaries are treated as
separate taxable entities and are not entitledet@dnsolidated tax returns and, thus, the Cortpmras not able to utilize losses from one
subsidiary to offset gains in another subsidiargcdxdingly, in order to obtain a tax benefit fromet operating loss, a particular subsidiary
must be able to demonstrate sufficient taxablermewvithin the applicable carry forward period (Asgunder the PR Code). The PR Code
provides a dividend received deduction of 100% ieiddnds received from “controlledubsidiaries subject to taxation in Puerto Rico &b
on dividends received from other taxable domesiiparations. Dividend payments from a U.S. subsydia the Corporation are subject to a
10% withholding tax based on the provisions ofth8. Internal Revenue Code.

Under the PR Code, First BanCorp is subjeet tmaximum statutory tax rate of 39%. In 2009 ther® Rico Government approved Act
No. 7 (the*Act”), to stimulate Puerto Rico’s economy and éaluce the Puerto Rico Government’s fiscal defidie Act imposes a series of
temporary and permanent measures, including thesitipn of a 5% surtax over the total income tatedwined, which is applicable to
corporations, among others, whose combined incomeeels $100,000, effectively resulting in an insesi the maximum statutory tax rate
from 39% to 40.95% and an increase in the capéi gtatutory tax rate from 15% to 15.75%. Thesgptrary measures are effective for tax
years that commenced after December 31, 2008 donceh#anuary 1, 2012. The PR Code also includedtamative minimum tax of 22% th
applies if the Corporation’s regular income takbilidy is less than the alternative minimum taxuggments. For 2011 and subsequent years,
the maximum marginal corporate income tax rate élreduced to 30% (25% for taxable years commgrafter December 31, 2013 if cert
economic conditions are met by the Puerto Rico ee). A corporation may elect for the provisiongtod 2010 Code not to apply until 2016.

The Corporation has maintained an effectixeréde lower than the maximum statutory rate malyylynvesting in government obligations
and mortgage-backed securities exempt from U.SPamdto Rico income taxes and by doing businessigiir International Banking Entity
(“IBE”) of the Bank (“FirstBank IBE") and throughé Bank’s subsidiary, FirstBank Overseas Corpanafiowhich the interest income and
gain on sales is exempt from Puerto Rico and Wiéhme taxation. Under the Act, all IBE are subjedhe special 5% tax on their net income
not otherwise subject to tax pursuant to the PReCdtlis temporary measure is also effective forysars that commenced after December 31,
2008 and before January 1, 2012. FirstBank IBERirglIBank Overseas Corporation were created umdelnternational Banking Entity Act
Puerto Rico, which provides for total Puerto Riar &xemption on net income derived by IBEs opegatinPuerto Rico. IBEs that operate as a
unit of a bank pay income taxes at normal ratekdaextent that the IBES’ net income exceeds 20%hebank’s total net taxable income.
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The FASB issued authoritative guidance thaspribes a comprehensive model for the financéésient recognition, measurement,
presentation and disclosure of income tax uncei¢ainvith respect to positions taken or expectegettaken on income tax returns. Under the
authoritative accounting guidance, income tax h&nefe recognized and measured upon a two-steglmbda tax position must be more
likely than not to be sustained based solely oteithnical merits in order to be recognized, anth@)benefit is measured as the largest dollar
amount of that position that is more likely thart tobe sustained upon settlement. The differerteden the benefit recognized in accorde
with this model and the tax benefit claimed omxarturn is referred to as an Unrecognized Tax Be¢i&/TB”). The Corporation classifies
interest and penalties, if any, related to UTBs@sponents of income tax expense. Refer to Notf #7e Corporation’s audited financial
statements for the year ended December 31, 200ed in Item 8 of this Form 10-K for further infoation related to this accounting
guidance.

Investment Securities Classification and Related aes

Management determines the appropriate claaivin of debt and equity securities at the timpwfthase. Debt securities are classified as
held to maturity when the Corporation has the ingerd ability to hold the securities to maturityeld-to-maturity (“HTM”) securities are stat
at amortized cost. Debt and equity securities E®sdied as trading when the Corporation hasrtent to sell the securities in the near term.
Debt and equity securities classified as tradiraysges, if any, are reported at fair value, witlrealized gains and losses included in earnings.
Debt and equity securities not classified as HTMrading, except for equity securities that do mmte readily available fair values, are
classified as available for sale (“AFS”). AFS sétiess are reported at fair value, with unrealizaihg and losses excluded from earnings and
reported net of deferred taxes in accumulated abeprehensive income (a component of stockholagpsity) and do not affect earnings u
realized or are
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deemed to be other-than-temporarily impaired. Itrmests in equity securities that do not have plphnd readily determinable fair values are
classified as other equity securities in the staetetrof financial condition and carried at the lowércost or realizable value. The assessment of
fair value applies to certain of the Corporatioassets and liabilities, including the investmentfpto. Fair values are volatile and are affected
by factors such as market interest rates, prepalyspereds and discount rates.

Valuation of financial instruments

The measurement of fair value is fundamewtsihé Corporation’s presentation of its financiahdition and results of operations. The
Corporation holds fixed income and equity secusiti@erivatives, investments and other financiakimsents at fair value. The Corporation
holds its investments and liabilities on the staetrof financial condition mainly to manage ligtydneeds and interest rate risks. A substantial
part of these assets and liabilities is reflectefdia value on the Corporation’s financial statense

The FASB authoritative guidance for fair valneasurements defines fair value as the exchamggethat would be received for an asset or
paid to transfer a liability (an exit price) in tpencipal or most advantageous market for thetamskability in an orderly transaction between
market participants on the measurement date. Thilgce also establishes a fair value hierarchyrétplires an entity to maximize the use of
observable inputs and minimize the use of unob&ésviaputs when measuring fair value. Three leegisputs may be used to measure fair
value:

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

Level 2 Inputs other than quoted prices included within élelvthat are observable for the asset or liahiétsher directly or indirectly
such as quoted prices for similar assets or ligsli quoted prices in markets that are not activether inputs that are observable
or can be corroborated by observable market datsutostantially the full term of the assets orilidibs.

Level 3 Valuations are observed from unobservable inp@sale supported by little or no market activitg dhat are significant to tt
fair value of the assets or liabilitie

The following is a description of the valuatimethodologies used for instruments measuredratdie:
Medium-Term Notes (Level 2 inputs)

The fair value of medium-term notes is deteediusing a discounted cash flow analysis ovefuthéerm of the borrowings. This valuation
uses the “Hull-White Interest Rate Tree” approashindustry standard approach for valuing instrusierith interest call options, to value the
option components of the term notes. The modelnagsuhat the embedded options are exercised ecoalbymiThe fair value of medium-term
notes is computed using the notional amount outétgn The discount rates used in the valuationdased on US dollar LIBOR and swap
rates. At-the-money implied swaption volatilityrestructure (volatility by time to maturity) is wbéo calibrate the model to current market
prices and value the cancellation option in thentaotes. For the medium-term notes, the creditisisheasured using the difference in yield
curves between swap rates and a yield curve tmsiders the industry and credit rating of the Coaion as issuer of the note at a tenor
comparable to the time to maturity of the note aption.

Callable Brokered CDs (Level 2 inputs)

In the past, the Corporation also measurégimtalue certain callable brokered CDs. All oéthrokered CDs measured at fair value were
called during 2009. The fair value of callable edd CDs, which were included within deposits dedted to be measured at fair value, was
determined using discounted cash flow analyses tneefull term of the CDs. The valuation also uaetHull-White Interest Rate Tree”
approach. The fair value of the CDs was computéthube outstanding principal amount. The discoates used were based on US dollar
LIBOR and swap rates. At-the-money implied swaptiokatility term structure (volatility by time to aturity) was used to calibrate the model
to then current market prices and value the caati@il option in the deposits. The fair
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value did not incorporate the risk of nonperfornersince the callable brokered CDs were participate by brokers in shares of less than
$100,000 and insured by the FDIC.

Investment Securities

The fair value of investment securities is inerket value based on quoted market prices (a® isase with equity securities, U.S. Treasury
Notes and nc-callable U.S. Agency debt securities), when atdélaor market prices for identical or comparaldseds (as is the case with
MBS and callable U.S. agency debt) that are barezbeervable market parameters including benchryialtts, reported trades, quotes from
brokers or dealers, issuer spreads, bids, offatseference data including market research opertiobservable prices in the market already
consider the risk of nonperformance. If listed esior quotes are not available, fair value is bageth models that use unobservable inputs
to the limited market activity of the instrumeneflel 3), as is the case with certain private |ahaitgage-backed securities held by the
Corporation. Unlike U.S. agency mortgalgacked securities, the fair value of these prilabel securities cannot be readily determined bss
they are not actively traded in securities mark8ignificant inputs used for fair value determinatconsist of specific characteristics such as
information used in the prepayment model, whiclofes the amortizing schedule of the underlying kamhich is an unobservable input.

Private label mortgage-backed securities allateralized by fixed-rate mortgages on sinfgleiily residential properties in the United Ste
and the interest rate is variable, tied to 3-manBOR and limited to the weighted-average coupothefunderlying collateral. The market
valuation represents the estimated net cash flewstbe projected life of the pool of underlyingets applying a discount rate that reflects
market observed floating spreads over LIBOR, withidening spread bias on a non-rated security.rmaeket valuation is derived from a
model that utilizes relevant assumptions such eggyment rate, default rate, and loss severityloaralevel basis. The Corporation modeled
the cash flow from the fixed-rate mortgage collakeising a static cash flow analysis accordingoitateral attributes of the underlying
mortgage pool (i.e. loan term, current balancee mate, rate adjustment type, rate adjustment é&necyy rate caps, others) in combination with
prepayment forecasts obtained from a commerciatijlable prepayment model (ADCO). The variable démlv of the security is modeled
using the 3-month LIBOR forward curve. Loss assuomstwere driven by the combination of default &os$ severity estimates, taking into
account loan credit characteristics (loan-to-vatiate, origination date, property type, occupdnay purpose, documentation type, debt-to-
income ratio, other) to provide an estimate of ditfand loss severity. Refer to Note 4 of the Coagion’s financial statements for the year
ended December 31, 2010 included in Item 8 offisn 10-K for additional information.

Derivative Instruments

The fair value of most of the derivative instrents is based on observable market parametetslaslinto consideration the credit risk
component of paying counterparties when appropreateept when collateral is pledged. That is, dergst rate swaps, the credit risk of both
counterparties is included in the valuation; andptions and caps, only the seller’s credit riskdasidered. The “Hull-White Interest Rate
Tree”approach is used to value the option componerdgfative instruments, and discounting of the dishis is performed using US doll
LIBOR-based discount rates or yield curves thabantfor the industry sector and the credit ratifithe counterparty and/or the Corporation.
Derivatives include interest rate swaps used fotgation against rising interest rates and, poaiune 30, 2009, included interest rate swaps to
economically hedge brokered CDs and medium-terramadtor these interest rate swaps, a credit conmp@aot considered in the valuation
since the Corporation fully collateralizes with @stment securities any mark-to-market loss withcthenterparty and, if there were market
gains, the counterparty had to deliver collatesahte Corporation.

Certain derivatives with limited market actyyias is the case with derivative instruments rihage“reference caps,” were valued using
models that consider unobservable market paramgtevel 3). Reference caps were used mainly to déukgrest rate risk inherent in private
label mortgage-backed securities, thus were tigdgmotional amount of the underlying fixed-ratertgage loans originated in the United
States. The counterparty to these derivative ingnis failed on April 30, 2010. The Corporationrently has a claim with the FDIC and the
exposure to fair value of $3.0 million was recordsdan accounts receivable. In the past, significguuts used for fair value determination
consisted of specific characteristics such as méion used in the prepayment model which folloa/dmortizing schedule of the underlying
loans, which was an unobservable input. The valuoati
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model used the Black formula, which is a benchnstéakdard in the financial industry. The Black fotanis similar to the Black-Scholes
formula for valuing stock options except that tpetgprice of the underlying is replaced by the fardvprice. The Black formula uses as inputs
the strike price of the cap, forward LIBOR rateslatility estimates and discount rates to estintla¢eoption value. LIBOR rates and swap rates
are obtained from Bloomberg L.P. (“Bloomberg”) evday and are used to build a zero coupon curvedias the Bloomberg LIBOR/Swap
curve. The discount factor is then calculated ftbezero coupon curve. The cap is the sum of alets. For each caplet, the rate is reset at the
beginning of each reporting period and paymentsreree at the end of each period. The cash flometaplet is then discounted from each
payment date.

Income Recognition on Loans

Loans are stated at the principal outstanaignce, net of unearned interest, unamortizedmef@rigination fees and costs and
unamortized premiums and discounts. Fees colleniddcosts incurred in the origination of new loaresdeferred and amortized using the
interest method or a method which approximatesritegest method over the term of the loan as ansamiient to interest yield. Unearned
interest on certain personal, auto loans and fiedeases is recognized as income under a methathwpproximates the interest method.
When a loan is paid off or sold, any unamortizeddsderred fee (cost) is credited (charged) toneo

Classes are usually disaggregations of agimrtfror allowance for loan and lease losses mapothe Corporation’s portfolios are:
Commercial Mortgage, Construction, Commercial ardtuktrial, Residential Mortgages, and Consumerdoahe classes within the
Residential Mortgage are residential mortgagesaguaed by government organization and other IoBms classes within the Consumer
portfolio are: auto, finance leases and other caoesuoans. Other consumer loans mainly include eursgl personal loans, home equity lines,
lines of credits, and marine financing. The Corgttan, Commercial Mortgage and Commercial and Itdkisare not further segmented into
classes.

Non-Performing and Past Due Loankoans on which the recognition of interest incoras heen discontinued are designated as non-
performing. Loans are classified as non-perfornvitngn interest and principal have not been receioed period of 90 days or more, with the
exception of FHA/VA and other guaranteed residémtiartgages which continue to accrue interest. lay in any portfolio may be placed on
non-performing status prior to the policies dese@dbove when there are doubts about the poteatlkect all of the principal based on
collateral deficiencies or, in other situationsantcollection of all of the principal or interestriot expected due to deterioration in the findncia
condition of the borrower. For all classes withie toan portfolios, when a loan is placed on performing status, any accrued but uncolle
interest income is reversed and charged agairesesttincome. Interest income on non-performingdda recognized only to the extent it is
received in cash. However, where there is douldrrigg the ultimate collectability of loan princlpall cash thereafter received is applied to
reduce the carrying value of such loans (i.e.cts recovery method). Loans are restored to akstatas only when future payments of
interest and principal are reasonably assured.

Impaired Loans A loan in any class is considered impaired whesetaipon current information and events, it is pbd that the
Corporation will be unable to collect all amountsedincluding principal and interest) accordindhe contractual terms of the loan agreement.
The Corporation measures impairment individuallytfmse loans in the Construction, Commercial Maggyand Commercial and Industrial
portfolios with a principal balance of $1 milliom more, including loans for which a charge-off lhagn recorded based upon the fair value of
the underlying collateral. The Corporation alsoleates for impairment purposes certain residentiaitgage loans and home equity lines of
credit with high delinquency and loan-to-value lev&enerally, consumer loans within any classhaténdividually evaluated on a regular
basis for impairment except for impaired marinefioing loans over $1 million and home equity lingth high delinquency and loan-to-value
levels.

Impaired loans also include loans that havenbreodified in troubled debt restructurings (“TDIR&% a concession to borrowers
experiencing financial difficulties. Troubled debstructurings typically result from the Corporat®loss mitigation activities or programs
sponsored by the Federal Government and coulddedlate reductions, principal forgiveness, forbeegsand other actions intended to
minimize the economic loss and to avoid foreclosureepossession of collateral. Troubled debt vestirings are generally reported as non-
performing loans and restored to accrual statuswihere is reasonable assurance of repayment armzbthower has made payments over a
sustained period, generally six months. Howevéoaa that has been formally restructured as to
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be reasonably assured of repayment and of perfarnaccording to its modified terms is not placeddn-performing status, provided the
restructuring is supported by a current, well doentad credit evaluation of the borrower’s financiahdition taking into consideration
sustained historical payment performance for aomasle time prior to the restructuring.

Interest income on impaired loans in any clasecognized based on the Corporation’s policyéaognizing interest on accrual and non-
accrual loans.

Loans that are past due 30 days or more pisrtoipal or interest are considered delinquenthhe exception of the residential mortgage,
commercial mortgage and construction portfoliog #va considered past due when the borrower is@aes 2 or more monthly payments.

Recent Accounting Pronouncements
The FASB has issued the following accountirmnpuncements and guidance relevant to the Coipoiaibperations:

In June 2009, the FASB amended the existindamee on the accounting for transfers of finanagdets, to improve the relevance,
representational faithfulness, and comparabilitthefinformation that a reporting entity providasts financial statements about a transfer of
financial assets, the effects of a transfer ofinncial position, financial performance, and clestwvs, and a transferor’s continuing
involvement, if any, in transferred financial asséthis guidance is effective as of the beginnihgazh reporting entity’s first annual reporting
period that begins after November 15, 2009, fagrint periods within that first annual reporting iperand for interim and annual reporting
periods thereafter. Subsequently in December 20@%-ASB amended the existing guidance issuedria 2009. Among the most significant
changes and additions to this guidance are chaondhe conditions for sales of a financial asssebleon whether a transferor and its
consolidated affiliates included in the financitgtements have surrendered control over the tramsféinancial asset or third party beneficial
interest; and the addition of the term participgtimerest, which represents a proportionate (gta)rownership interest in an entire financial
asset. The Corporation adopted the guidance witmaterial impact on its financial statements.

In June 2009, the FASB amended the existindagize on the consolidation of variable interestisrtprove financial reporting by enterpri:
involved with variable interest entities and addr@sthe effects of the elimination of the quailify special-purpose entity concept in the
accounting for transfer of financial assets guigand (i) constituent concerns about the apptinatf certain key provisions of the guidance,
including those in which the accounting and disates do not always provide timely and useful infation about an enterprise’s involvement
in a variable interest entity. This guidance i®efive as of the beginning of each reporting elstiiyst annual reporting period that begins after
November 15, 2009, for interim periods within tfiegt annual reporting period, and for interim aarthual reporting periods thereaft
Subsequently in December 2009, the FASB amendeexibeng guidance issued in June 2009. Among tbst significant changes and
additions to the guidance is the replacement ofjtremntitative based risks and rewards calculatiordétermining which reporting entity, if al
has a controlling financial interest in a variaisieerest entity with an approach focused on idgimtif which reporting entity has the power to
direct the activities of a variable interest enthligt most significantly impact the entity’s ecoriomperformance and the obligation to absorb
losses of the entity or the right to receive baadfom the entity. The Corporation adopted thelgnce with no material impact on its financial
statements.

In January 2010, the FASB updated the Accogritandards Codification (“Codification”) to proe guidance to improve disclosure
requirements related to fair value measurementgeadre reporting entities to make new disclosatssut recurring or nonrecurring faialue
measurements including significant transfers imod aut of Level 1 and Level 2 fair-value measurets@md information on purchases, sales,
issuances, and settlements on a gross basis iedbeciliation of Level 3 fair-value measuremesrrently, entities are only required to
disclose activity in Level 3 measurements in thiealue hierarchy on a net basis. The FASB alsoifiéd existing fair-value measurement
disclosure guidance about the level of disaggregatnputs, and valuation techniques. Entitiesrageiired to separately disclose significant
transfers into and out of Level 1 and Level 2 measients in the fair-value hierarchy and the reasonthe transfers. Significance will be
determined based on earnings and total assettablisdilities or, when changes in fair value ageognized in other comprehensive income,
based on total equity. A reporting entity must tise and consistently follow its policy for detenimg when transfers between levels are
recognized. Acceptable methods for determining wbeecognize transfers include: (i) actual datéhef
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event or change in circumstances causing the ggn(§) beginning of the reporting period; and)(@nd of the reporting period. The guidance
requires disclosure of fair-value measurementsdpss” instead of “major category.” A class is gailg a subset of assets and liabilities
within a financial statement line item and is basadhe specific nature and risks of the assetdiahbtities and their classification in the fair-
value hierarchy. When determining classes, reppsimtities must also consider the level of disaggted information required by other
applicable GAAP. For fair-value measurements usiggificant observable inputs (Level 2) or sigrdfit unobservable inputs (Level 3), this
guidance requires reporting entities to disclogevduation technique and the inputs used in deténgfair value for each class of assets and
liabilities. If the valuation technique has changethe reporting period (e.g., from a market apgfoto an income approach) or if an additic
valuation technique is used, entities are requatisclose the change and the reason for makimghiange. Except for the detailed Level 3
forward disclosures, the guidance is effectivedionual and interim reporting periods beginningrditecember 15, 2009 (first quarter of 2010
for public companies with calendar yeanes). The new disclosures about purchases, ssdaances, and settlements in the roll forwardsiag
for Level 3 fair value measurements are effectordriterim and annual reporting periods beginnifigraDecember 15, 2010 (first quarter of
2011 for public companies with calendar year-endajly adoption is permitted. In the initial adaptiperiod, entities are not required to
include disclosures for previous comparative pesjdwwever, they are required for periods endiner dfitial adoption. The Corporation
adopted the guidance in the first quarter of 20idthe required disclosures are presented in Nt the Corporation’s financial statements
for the year ended December 31, 2010 includeceim B of this Form 10-K.

In February 2010, the FASB updated the Cadliftm to provide guidance to improve disclosureurements related to the recognition and
disclosure of subsequent events. The amendmeilishis that an entity that either (a) is an SH& &r (b) is a conduit bond obligor for
conduit debt securities that are traded in a publicket (a domestic or foreign stock exchange anaam-the-counter market, including local or
regional markets) is required to evaluate subsegemts through the date that the financial statémare issued. If an entity meets neither of
those criteria, then it should evaluate subseqgeesiits through the date the financial statemeets\eailable to be issued. An entity that is an
SEC filer is not required to disclose the date tiglowhich subsequent events have been evaluated, the scope of the reissuance disclosure
requirements has been refined to include revisehfiial statements only. Revised financial stateési@clude financial statements revised
either as a result of the correction of an erraretmospective application of GAAP. The guidancéhis update was effective on the date of
issuance in February. The Corporation has adopiedjtiidance; refer to Note 36 of the Corporatiditiancial statements for the year ended
December 31, 2010 included in Item 8 of this Fo@vKlLfor additional information.

In February 2010, the FASB updated the Caddliita to provide guidance on the deferral of coidsdion requirements for a reporting
entity’s interest in an entity (1) that has all #t&ibutes of an investment company or (2) forahhit is industry practice to apply measurement
principles for financial reporting purposes that aonsistent with those followed by investment canigs. The deferral does not apply in
situations in which a reporting entity has the eipbr implicit obligation to fund losses of antén that could potentially be significant to the
entity. The deferral also does not apply to inter@s securitization entities, asset-backed finag@ntities, or entities formerly considered
qualifying special purpose entities. In additidme teferral applies to a reporting entity’s intéfesan entity that is required to comply or
operate in accordance with requirements simildhose in Rule 2a-7 of the Investment Company Adt9#0 for registered money market
funds. An entity that qualifies for the deferrallveiontinue to be assessed under the overall gaglan the consolidation of variable interest
entities. The guidance also clarifies that for tggithat do not qualify for the deferral, relafedties should be considered for determining
whether a decision maker or service provider fpeagents a variable interest. In addition, the irequents for evaluating whether a decision
maker’s or service provider’s fee is a variableiast are modified to clarify the FASB’s intentitvat a quantitative calculation should not be
the sole basis for this evaluation. The guidance &ftective for interim and annual reporting pesidieginning after November 15, 2009. The
adoption of this guidance did not have an impathéeCorporation’s consolidated financial stateraent

In March 2010, the FASB updated the Codifmatio provide clarification on the scope exceptielated to embedded credit derivatives
related to the transfer of credit risk in the fosfrsubordination of one financial instrument to toes. The transfer of credit risk that is only in
the form of subordination of one financial instrurh&o another (thereby redistributing credit riskan embedded derivative feature that should
not be subject to potential bifurcation and segasatounting. The amendments address how to detemntiich embedded credit derivative
features, including those in collateralized deBigattions and synthetic collateralized debt obligas,
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are considered to be embedded derivatives thatghotibe analyzed under this guidance. The Cotjmoranay elect the fair value option for
any investment in a beneficial interest in a seiaed financial asset. The guidance is effectivetlfie first fiscal quarter beginning after June
2010. The adoption of this guidance did not havergact in the Corporation’s consolidated finansi@tements.

In April 2010, the FASB updated the codificatito provide guidance on the effects of a loanifieadion when a loan is part of a pool that
is accounted for as a single asset. Modificatidrieans that are accounted for within a pool donesult in the removal of those loans from the
pool even if the modification of those loans woattlerwise be considered a troubled debt restrugjuAn entity will continue to be required
to consider whether the pool of assets in whicHdha is included is impaired if expected cash 8dar the pool change. The amendments in
this Update are effective for modifications of Isatcounted for within pools occurring in the firderim or annual period ending on or after
July 15, 2010. The amendments are to be appliexppatively and early application is permitted. Bdeption of this guidance did not have an
impact in the Corporation’s consolidated finansi@tements.

In July 2010, the FASB updated the codificatio expand the disclosure requirements regardiedjtoquality of financing receivables and
the allowance for credit losses. The objectivethefenhanced disclosures are to provide informatiahwill enable readers of financial
statements to understand the nature of crediimiskcompany'’s financing receivables, how that ris&nalyzed in determining the related
allowance for credit losses and changes to thevatice during the reporting period. An entity shquidvide disclosures on a disaggregated
basis for portfolio segments and classes of fimapogceivable. The amendments in this Update deetafe for both interim and annual
reporting periods ending after December 15, 2046t for that, in January 2011, the FASB tempbyraielayed the effective date of the
disclosures about troubled debt restructuringpélic entities. The delay is intended to allow Bward time to complete its deliberations on
what constitutes a troubled debt restructuring. dffiective date of the new disclosures about tredlolebt restructurings for public entities and
the guidance for determining what constitutes altked debt restructuring will then be coordinatdrrently, that guidance is anticipated to be
effective for interim and annual periods endingeflune 15, 2011. The Corporation has adoptedtiitance; refer to Notes 7 and 8 of the
Corporation’s financial statements for the yearegh@ecember 31, 2010 included in Item 8 of thiskan-K.

In December 2010, the FASB updated the catifio to modify Step 1 of the goodwill impairmeast for reporting units with zero or
negative carrying amounts. As a result, current ®A#ill be improved by eliminating an entity’s abyjlito assert that a reporting unit is not
required to perform Step 2 because the carryinguainaf the reporting unit is zero or negative desflie existence of qualitative factors that
indicate the goodwill is more likely than not impad. As a result, goodwill impairments may be rég@isooner than under current practice.
The objective of this Update is to address questayout entities with reporting units with zermeggative carrying amounts because some
entities concluded that Step 1 of the test is ghBséhose circumstances because the fair valtieedf reporting unit will generally be greater
than zero. As a result of that conclusion, somestiturents raised concerns that Step 2 of the ¢estti performed despite factors indicating that
goodwill may be impaired. The amendments in thislétp do not provide guidance on how to determieectlirying amount or measure the
fair value of the reporting unit. For public erg#i the amendments in this Update are effectivédoal years, and interim periods within those
years, beginning after December 15, 2010. Earlytolo is not permitted. The adoption of this guidais not expected to have an impac
the Corporation’s financial statements.

In December 2010, the FASB updated the catifio to clarify required disclosures of supplenagyipro forma information for business
combinations. The amendments specify that if aipuitity presents comparative financial statemehtsentity should disclose revenue and
earnings of the combined entity as though the lssicombination that occurred during the year ltadroed as of the beginning of the
comparable prior annual period only. Additionatlye Update expands disclosures to include a desxeripf the nature and amount of material
nonrecurring pro forma adjustments directly attrdile to the business combination included in tloefprma revenue and earnings. This
guidance is effective for reporting periods begignafter December 15, 2010, early adoption is pieohi The Corporation adopted this
guidance with no impact on the financial statements
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RESULTS OF OPERATIONS
Net Interest Income

Net interest income is the excess of intezashed by First BanCorp on its interest-earningtassver the interest incurred on its interest-
bearing liabilities. First BanCorp’s net interestdme is subject to interest rate risk due to #ghpricing and maturity relationship of the
Corporation’s assets and liabilities. Net inteiasbme for the year ended December 31, 2010 was.$46illion, compared to $519.0 million
and $527.9 million for 2009 and 2008, respectivélp.a tax-equivalent basis and excluding the chairgthe fair value of derivative
instruments and unrealized gains and losses oititisomeasured at fair value net interest incdorehe year ended December 31, 2010 was
$489.8 million, compared to $567.2 million and $37@hillion for 2009 and 2008, respectively.

The following tables include a detailed anilys net interest income. Part | presents avevafigmes and rates on an adjusted tax-
equivalent basis and Part Il presents, also ordprsted taxequivalent basis, the extent to which changestarést rates and changes in voli
of interest-related assets and liabilities havecéfd the Corporation’s net interest income. Foheategory of interest-earning assets and
interest-bearing liabilities, information is proeid on changes attributable to (i) changes in vol(gshanges in volume multiplied by prior
period rates), and (i) changes in rate (changeatenmultiplied by prior period volumes). Ratetole variances (changes in rate multiplied by
changes in volume) have been allocated to the @wingvolume and rate based upon their respecéikeeptage of the combined totals.

The net interest income is computed on a taxkvalent basis and excluding: (1) the change énfétir value of derivative instruments, and
(2) unrealized gains or losses on liabilities meagat fair value. For a definition and reconcitiatof this non-GAAP measure, refer to
discussions below.
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Part |

Average volume Interest income®)/ expense Average rate®

Year Ended December 31 2010 2009 2008 2010 2009 2008 2010 2009 2008

(Dollars in thousands)

Interes-earning asset:
Money market & other short-term

investment: $ 778,41 $ 182,20 $ 286,50: $ 2,04¢ $ 577 $ 6,35¢ 0.2€% 0.32% 2.22%
Government obligation() 1,368,36! 1,345,59 1,402,73i 32,46¢ 54,32¢ 93,53¢ 2.3% 4.04% 6.67%
Mortgage-backed securitie 2,658,27! 4,254,04. 3,923,42: 121,58 238,99: 244,15( 4.57% 5.62% 6.22%
Corporate bond 2,00 4,76¢ 7,711 11€ 294 57C 5.8(% 6.1€% 7.3%%
FHLB stock 65,297 76,98: 65,08 2,89¢ 3,08z 3,71(C 4.4%% 4.0(% 5.7(%
Equity securitie: 1,481 2,071 3,762 15 12€ 47 1.01% 6.08% 1.25%

Total investment®) 4,873,83 5,865,66. 5,689,21 159,12 297,39 348,37: 3.2% 5.07% 6.12%
Residential mortgage loa 3,488,03 3,523,571 3,351,231 207,70( 213,58! 215,98 5.95% 6.06% 6.4%
Construction loan 1,315,79 1,590,30! 1,485,121 33,32¢ 52,90¢ 82,51¢ 2.52% 3.32% 5.5¢%
C&I and commercial mortgage loa 6,190,95! 6,343,63! 5,473,711 262,94( 263,93t 314,93: 4.25% 4.1% 5.7%%
Finance lease 299,86¢ 341,94 373,99¢ 24,41¢ 28,077 31,96: 8.1% 8.21% 8.55%
Consumer loan 1,506,44: 1,661,09! 1,709,511 174,84¢ 188,77t 197,58: 11.61% 11.3¢% 11.5¢%
Total loans® ) 12,801,10 13,460,56 12,393,58 703,23: 747,27¢ 842,97: 5.4%% 5.55% 6.8(%

Total interes-earning asse! $17,674,94 $19,326,22 $18,082,80 $862,35¢ $1,044,67 $1,191,34 4.88% 5.41% 6.5%
Interes-bearing liabilities
Interes-bearing checking accour $ 1,057,55: $ 866,46¢ $ 580,57. $ 19,06( $ 19,99¢ $ 1291« 1.8(% 2.31% 2.22%
Savings account 1,967,33: 1,540,47: 1,217,731 24,23¢ 19,03: 18,91¢ 1.22% 1.24% 1.55%
Certificates of depos 1,909,40 1,680,32! 1,812,95 44,78¢ 50,93¢ 73,46¢ 2.35% 3.0%% 4.05%
Brokered CDs 7,002,34. 7,300,691 7,671,09. 160,62¢ 227,89¢ 318,19¢ 2.2% 3.12% 4.15%
Interes-bearing deposit 11,936,64 11,387,95 11,282,35 248,71« 317,86: 423,49: 2.08% 2.7% 3.7%%
Loans payabl 299,58¢ 643,61¢ 10,79: 3,442 2,331 243 1.15% 0.36% 2.25%
Other borrowed fund 2,436,09 3,745,98I 3,864,18! 91,38¢ 124,34( 148,75! 3.7%% 3.32% 3.85%
FHLB advance: 888,29¢ 1,322,131 1,120,78. 29,037 32,95¢ 39,73¢ 3.21% 2.4% 3.55%

Total interes-bearing liabilities®) $15,560,62 $17,099,69 $16,278,11 $372,57¢ $ 477,48 $ 612,23( 2.3% 2.7% 3.7¢%

Net interest incom $489,77¢ $ 567,18! $ 579,11.

Interest rate spree 2.4% 2.62% 2.82%

Net interest margil 2.71% 2.9%% 3.2(%
(1) On an adjusted tax-equivalent basis. The adjustegquivalent yield was estimated by dividing itterest rate spread on exempt assets

@)
®)
4)
®)

(6)

by 1 less the Puerto Rico statutory tax rate asséeljl for changes to enacted tax rates (40.95%éoCorporation’s subsidiaries other
than IBEs in 2010 and 2009, 35.95% for the Corpané IBEs in 2010 and 2009 and 39% for all sulegidis in 2008) and adding to it

the cost of interest-bearing liabilities. The tayuivalent adjustment recognizes the income taxnggswhen comparing taxable and tax-
exempt assets. Management believes that it imaatd practice in the banking industry to presetimerest income, interest rate spread
and net interest margin on a fully tax-equivalessib. Therefore, management believes these megsorade useful information to
investors by allowing them to make peer comparis@hsnges in the fair value of derivative instrutseand unrealized gains or losse:
liabilities measured at fair value are excludedrfiaterest income and interest expense becausshémges in valuation do not affect
interest paid or receive

Government obligations include debt issued by gavemt sponsored agenci
Unrealized gains and losses in avail-for-sale securities are excluded from the average vedL
Average loan balances include the average o-performing loans

Interest income on loans includes $10.7 mill®h1.2 million, and $10.2 million for 2010, 2009 a2@D8, respectively, of income from
prepayment penalties and late fees related to ¢ipdCatior' s loan portfolio

Unrealized gains and losses on liabilities measatddir value are excluded from the average vohi
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Part Il
2010 Compared to 200¢ 2009 Compared to 200t
Increase (decrease) Increase (decrease)
Due to: Due to:
Volume Rate Total Volume Rate Total

(In thousands)
Interest income on inter-earning

assets
Money market & other short-term
investment: $ 1,74t $ (279 $ 147 $ (1,729 $ (4,059 $ (5,779
Government obligation 767 (22,629 (21,85)) (3,672 (35,549 (39,21¢
Mortgage-backed securitie (78,37)) (39,039 (117,40 19,47 (24,637) (5,15¢)
Corporate bond (162) (16) a7e) (192) (84) (27¢€)
FHLB stock (493 30¢ (18¢) 57¢ (1,20¢) (62¢)
Equity securitiet (28 (83) (11 (62 141 79
Total investment (76,549 (61,729 (138,26 14,40: (65,379 (50,977
Residential mortgage loa (2,100 (3,782) (5,887) 10,71¢ (13,119 (2,400
Construction loan (8,18¢) (11,399 (19,579 4,681 (34,28¢) (29,60%)
C&Il and commercial mortgage loa (6,52¢) 5,53: (995 43,02¢ (94,029 (50,99¢)
Finance lease (3,429 (237) (3,667) (2,659 (1,237 (3,885
Consumer loan (17,829 3,89¢ (13,929 (5,466 (3,340 (8,806
Total loans (38,069 (5,989 (44,04)) 50,30¢ (145,999 (95,699
Total interest incom (114,600 (67,709 (182,319 64,70’ (211,37) (146,670
Interest expense on inter-bearing
liabilities:
Brokered CD: (8,95¢) (58,310) (67,26%) (14,70) (75,59¢) (90,309
Other intere«bearing deposit 16,75¢ (18,63¢) (1,880 12,28¢ (27,615 (15,330
Loans payabli (2,60€) 3,71 1,111 8,26¢ (6,177) 2,08¢
Other borrowed fund (46,27%) 13,32! (32,959 (4,439 (19,979 (24,419
FHLB advance: (12,516 8,59¢ (8,919 6,127 (12,907 (6,785
Total interest expens (53,599 (51,309 (104,909 7,52¢ (142,269 (134,74)
Change in net interest incor $ (61,007 $(16,399 $ (77,400 $ 57,18 $ (69,109 $ (11,92))

Portions of the Corporation’s interest-earraisgets, mostly investments in obligations of sth& Government agencies and sponsored
entities, generate interest which is exempt froooine tax, principally in Puerto Rico. Also, intdraad gains on sales of investments held by
the Corporation’s international banking entities taxexempt under the Puerto Rico tax law, except fengporary 5% tax rate imposed by
Puerto Rico Government on IBES’ net income effexfiwr years that commenced after December 31, 888&efore January 1, 2012 (refer to
the Income Taxes discussion below for additiontdrimation). To facilitate the comparison of alléngst data related to these assets, the ir
income has been converted to an adjusted taxableadent basis. The tax equivalent yield was es@mhdoy dividing the interest rate spread on
exempt assets by 1 less the Puerto Rico statuagrate as adjusted for changes to enacted tax (@#@95% for the Corporation’s subsidiaries
other than IBEs and 35.95% for the Corporation’'BdBand adding to it the average cost of intereatihg liabilities. The computation
considers the interest expense disallowance rafjbiyd?uerto Rico tax law. Refer to the “Income T&bdiscussion below for additional
information of the Puerto Rico tax law.

The presentation of net interest income exalyithe effects of the changes in the fair valuéhefderivative instruments and unrealized
gains or losses on liabilities measured at fainedl'valuations”) provides additional informatiobaut the Corporation’s net interest income
and facilitates comparability and analysis. Thenges in the fair value of the derivative instrunsesmd unrealized gains or losses on liabilities
measured at fair value have no effect on interestat interest earned on interest-bearing liabgditr interesearning assets, respectively, or
interest payments exchanged with interest rate swapterparties.
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The following table reconciles net interestdme in accordance with GAAP to net interest incexauding valuations, and to net interest
income on an adjusted tax-equivalent basis anthteest rate spread and net interest margin oAARGbasis to these items excluding
valuations and on an adjusted tax-equivalent basis:

Year Ended
December 31, 201  December 31, 20C  December 31, 20C

Net Interest Income (in thousands

Interest Income— GAAP $ 832,68t $ 996,57 $ 1,126,89
Unrealized loss (gain) on derivative instrume 1,26¢€ (5,519 8,03
Interest income excluding valuatio 833,95: 991,05! 1,134,93.
Tax-equivalent adjustmel 28,40¢ 53,611 56,40¢
Interest income on a t-equivalent basis excluding valuatic 862,35¢ 1,044,67. 1,191,34.
Interest Expens— GAAP 371,01: 477,53. 599,01¢
Unrealized gain (loss) on derivative instruments kabilities measured at fair vali 1,56¢ (45) 13,21«
Interest expense excluding valuatic 372,57¢ 477,48’ 612,23(
Net interest incom— GAAP $ 461,670 $ 519,04: $ 527,88:
Net interest income excluding valuatic $ 461,37 $ 513,56¢ $ 522,70:
Net interest income on a -equivalent basis excluding valuatic $ 489,77¢ $ 567,18! $ 579,11.

Average Balances (in thousands

Loans and least $ 12,801,10 $ 13,46056 $ 12,393,58
Total securities and other sk-term investment 4,873,83 5,865,66. 5,689,21
Average Intere-Earning Asset $ 1767494 $ 1932622 $ 18,082,80
Average Intere-Bearing Liabilities $ 1556062 $ 17,099,69 $ 16,278,111
Average Yield/Rate
Average yield on intere-earning asset— GAAP 4.71% 5.1€% 6.25%
Average rate on intere-bearing liabilities— GAAP 2.3t% 2.7% 3.6&%
Net interest spree— GAAP 2.3% 2.31% 2.55%
Net interest margi— GAAP 2.61% 2.69% 2.92%
Average yield on intere-earning assets excluding valuatic 4.72% 5.13% 6.2&%
Average rate on intere-bearing liabilities excluding valuatiol 2.3%% 2.7%% 3.7€%
Net interest spread excluding valuati 2.3%% 2.34% 2.52%
Net interest margin excluding valuatic 2.61% 2.6€% 2.8%
Average yield on interest-earning assets on a t@avealent basis and excluding

valuations 4.88% 5.41% 6.5%
Average rate on intere-bearing liabilities excluding valuatiol 2.3%% 2.7%% 3.7€%
Net interest spread on a -equivalent basis and excluding valuatir 2.4%% 2.62% 2.85%
Net interest margin on a t-equivalent basis and excluding valuatit 2.71% 2.9% 3.2(%

The following table summarizes the componeifthe changes in fair values of interest rate saapd interest rate caps, which are included
in interest income:

Year Ended December 31

(In thousands 2010 2009 2008
Unrealized (loss) gain on derivatives (economicasighated hedges
Interest rate cag $ (1,179 $ 3,49¢ $ (4,34)
Interest rate swaps on loa (92 2,02: (3,696)
Net unrealized (loss) gain on derivatives (econamnidesignated hedge $ (1,266 $ 5,51¢ $ (8,039
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The following table summarizes the componeitde net unrealized gain and loss on derivatfeesnomic undesignated hedges) and net
unrealized gain and loss on liabilities measurefdiat/alue which are included in interest expemsepreviously stated, the net interest margin
analysis excludes the changes in the fair valudedf/atives and unrealized gains or losses onlikigsi measured at fair value:

Year Ended December 31,

(In thousands 2010 2009 2008
(In thousands;

Unrealized loss (gain) on derivatives (economicasighated hedges

Interest rate swaps on brokered CDs and optiorstamk index deposit $ 2 $ 5,321 $(62,85¢)
Interest rate swaps and other derivatives on me-term notes (52) 19¢ (392
Net unrealized (gain) loss on derivatives (econamnidesignated hedge (49 5,52( (63,24%)

Unrealized (gain) loss on liabilities measuredaat ¥alue:

Unrealized (gain) loss on brokered C — (8,69¢) 54,19¢

Unrealized (gain) loss on medi-term notes (1,519 3,221 (4,16%)
Net unrealized (gain) loss on liabilities measuaethir value (1,519 (5,475 50,03¢
Net unrealized (gain) loss on derivatives (econammidesignated hedges) and liabilit

measured at fair valt $(1,56¢) $ 45 $(13,219

Interest income on interest-earning asgemarily represents interest earned on loansivable and investment securities.

Interest expense on interest-bearinglilids primarily represents interest paid on bn@dCDs, branch-based deposits, repurchase
agreement, advances from the FHLB and FED and patgsble.

Unrealized gains or losses on derivativesasgmt changes in the fair value of derivativesnarily interest rate caps and swaps used for
protection against rising interest rates and, i®and 2008, mainly related to interest rate swhagiseconomically hedged brokered CDs and
medium term notes. All interest rate swaps reléddatokered CDs were called during the course 602due to the low level of interest rates
and, as a consequence, the Corporation exercgedlitoption on the swapped-to-floating brokerd&asGhat were recorded at fair value.

Unrealized gains or losses on liabilitiesasured at fair value represents the changeifathvalue of such liabilities (medium-term
notes and brokered CDs), other than the accruatefests.

Derivative instruments, such as interest sataps, are subject to market risk. While the Catfion does have certain trading derivatives to
facilitate customer transactions, the Corporatioasinot utilize derivative instruments for spedutapurposes. As of December 31, 2010, r
of the interest rate swaps outstanding are usegrétection against rising interest rates. In thstpthe volume of interest rate swaps was much
higher, as they were used to convert the fixed-oatelarge portfolio of brokered CDs, mainly thogi¢gh longterm maturities, to a variable re
and mitigate the interest rate risk related toalald rate loans. Refer to Note 32 of the Corpon&iaudited financial statements for the year
ended December 31, 2010 included in Item 8 ofFisn 10K for further details concerning the notional amtsuof derivative instruments a
additional information. As is the case with investihsecurities, the market value of derivativerinsients is largely a function of the financial
market’s expectations regarding the future directibinterest rates. Accordingly, current markduea are not necessarily indicative of the
future impact of derivative instruments on netiiag income. This will depend, for the most panttiee shape of the yield curve, the level of
interest rates, as well as the expectations fesriat the future.

2010 compared to 2009

Net interest income decreased 11% to $461llibmfor 2010 from $519.0 million in 2009. The dease in net interest income was mainly
related to the deleveraging of the Corporationlahee sheet to preserve its capital position, thesese impact on net interest margin of
maintaining a higher liquidity position and contatlpressures from the high level of non-perfornmiazgns. Partially offsetting the decrease in
average interest-earning assets were reduced fyiodsts and improved spreads in commercial loans.

The average volume of interest-earning ageet010 decreased by $1.7 billion compared to 200@ reduction in average earning assets
primarily reflected a decrease of $991.8 million2010 in average investment securities and otthent $erm investments, and a decrease of
$659.5 million for 2010 in average loans. The
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decrease is consistent with the Corporation’s agbeying and balance sheet repositioning strateggaipital preservation purposes, and was
achieved mainly by selling investment securitied egducing the loan portfolio via paydowns and gkaoffs.

The decrease in average securities was dbyéhe sale of approximately $2.3 billion of invesint securities during 2010, mainly U.S.
agency MBS, including the sale during the thirdrtgraof 2010 of $1.2 billion of U.S. agency MBS theas matched with the early
extinguishment of a matching set of repurchaseeageats.

Given the Corporation’s balance sheet stractund the shape and level of the yield curve, wimidhrn is reflected in the valuation of the
securities and the repurchase agreements, the @tigpotook advantage of market conditions durimgthird quarter of 2010 and completed
the sale of approximately $1.2 billion of MBS theds matched with the early termination of approxehe$1.0 billion of repurchase
agreements. The cost of the unwinding of the rdpase agreements of $47.4 million offset the gai®4af.1 million realized on the sale of
investment securities. The repaid repurchase agnetsmvere scheduled to mature at various datesbetdanuary 2011 and October 2012 and
had a weighted average cost of 4.30%, which wdsehithan the average yield of 3.93% on the seesritiat were sold. This balance sheet re-
structuring transaction, through which $1 billioihhigher cost liabilities was disposed without nieeearnings impact in the immediate term,
will provide for enhancement of net interest marigithe future, while also improving the Corporat®leverage ratio.

The average volume of all major loan categpiiie particular the average volume of construcéind commercial loans, decreased for 2010
compared to 2009. The average volume of constnuttians decreased by $274.5 million, mainly duthéochargesff activity, repayments ar
the sale of non-performing credits, including tleetial effect of the approximately $118.4 milliohr@n-performing construction loans sold in
2010. The decrease also showed the effect of senyesarly improvements in residential construcpioojects in Puerto Rico. On September 2,
2010, the Government of Puerto Rico enacted la@slghat provides, among other things, incentieeBuyers of residences on the Island.
Such measures could result in improvements in dinstcuction lending sector. Refer to the “Finan€@ahdition and Operating Data Analysis
— Commercial and Construction Loans” section belomafdditional information. The decrease in avermgamercial loans of $152.7 million
for 2010, as compared to 2009, was primarily reladeboth paydowns and charge-offs, including repayts of facilities granted to the Puerto
Rico and Virgin Islands governments. The averademe of residential mortgage loans decreased bys$88lion for 2010, compared to
2009, driven by $174.3 million in sales of perfongiresidential loans in the secondary market, anchlarge-offs and paydowns. The average
volume of consumer loans (including finance leasesyeased by $196.7 million for 2010, compare20@9, resulting from paydowns and
charge-offs that exceeded new loan originations.

As mentioned above, the deleveraging and balaheet repositioning strategies resulted in agueiction in securities and loans that have
allowed a reduction in average wholesale fundin§24 billion for 2010, including repurchase agreets, advances and brokered CDs. The
average balance of brokered CDs decreased to $ifo@ for 2010 from $7.3 billion for 2009. The arage balance of interest-bearing deposits,
excluding brokered CDs, increased by 20%, or $8/liton, for 2010, as compared to 2009.

Net interest margin on an adjusted tax-eqaiviabasis and excluding valuations decreased #2fér 2010 from 2.93% for 2009,
adversely affected by the maintenance of excesgllig in the balance sheet due to the current ecoo environment. Liquidity volumes were
significantly higher than normal levels as reflecie average balances in money market and overfuglting of $778.4 million for 2010
compared to $182.2 million for 2009. Also affectithg margin were the lower yields on investmenfiscad by the MBS sales and the
approximately $1.6 billion in investment securiteegled during 2010 that were replaced with lowieiding U.S. agency investment securities.
The high volume of non-performing loans continuegtessure net interest margins as interest papnoétpproximately $6.2 million during
2010 were applied against the related principadee for loans recorded under the cost-recoverpadePartially offsetting the
aforementioned factors was the reduction in fundiogts and improved spreads in commercial loans.olerall average cost of funding
decreased by 40 basis points for 2010, compar2dae, as the Corporation benefited from the lowerasit pricing on its core and brokered
CDs and from the roll-off and repayments of higbest funds, such as maturing brokered CDs. Theehigield on commercial loans resulted
from a wider LIBOR spread, higher spreads on |l@ewals and improved pricing, as the Corporatiantdeen increasing the use of interest
rate floors in new commercial loan agreements.
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On an adjusted tax-equivalent basis and ekgjudhluations, net interest income decreased By4¥million, or 13%, for 2010 compared to
2009. The decrease for 2010 includes a decreg®&2502 million, compared to 2009, in the tax-equévdladjustment. The tax-equivalent
adjustment increases interest income on tax-exsawutrities and loans by an amount which makesxaript income comparable, on a pas-
basis, to the Corporation’s taxable income as presly stated. The decrease in the tax-equivalgostent was mainly related to decreases in
the interest rate spread on tax-exempt assetsaplyndue to a higher proportion of taxable asset®tal interest-earning assets resulting from
the maintenance of a higher liquidity position dmder yields on U.S. agency and MBS held by thekBaIBE subsidiary. The Corporation
replaced securities called and prepayments and sGMBS with shorter-term securities.

2009 compared to 2008

Net interest income decreased 2% to $519.lomilor 2009 from $527.9 million for 2008, advelssempacted by a 27 basis point decrease,
on an adjusted tax-equivalent basis, in the Cotjmranet interest margin. The decrease in thedyaflthe Corporation’s average interest-
earning assets declined more than the cost ofvili@age interest-bearing liabilities. The yield aterest-earning assets decreased 118 basis
points to 5.41% for 2009 from 6.59% for 2008. Tleer@ase was primarily the result of a lower yieldawerage loans which decreased 125
basis points to 5.55% for 2009 from 6.80% for 20018 decrease in the yield on average loans wasapty due to the increase in non-accrual
loans which resulted in the reversal of accrueerégt. Also contributing to a lower yield on averdgans was the decline in market interest
rates that resulted in reductions in interest inedram variable rate loans, primarily commerciadl @onstruction loans tied to short-term
indexes, even though the Corporation was activelyeiasing spreads on loans renewals. The Corporiaticeased the use of interest rate fli
in new commercial and construction loans agreenardsenewals in 2009 to protect net interest margoing forward. The average 3-month
LIBOR for 2009 was 0.69% compared to 2.93% for 2808 the Prime Rate for 2009 was 3.25% comparad tverage of 5.08% for 2008.
Lower yields were also observed in the investmenusties portfolio, driven by the approximately4®9million of U.S. agency debentures
called in 2009 and MBS prepayments, which wereaaga with lower yielding investments financed widlry low-cost sources of funding.

The cost of average-interest bearing liak#itilecreased 97 basis points to 2.79% for 2009 3:@6%6 for 2008, primarily due to the decline
in short-term rates and changes in the mix of fogdiources. The weighted-average cost of brokeBsidecreased 103 basis points to 3.12%
for 2009 from 4.15% for 2008 primarily due to tleplacement of maturing or callable brokered CDslilad interest rates above current me
rates with shorter-term brokered CDs. Also, assaltef the general decline in market interestgal@wer interest rates were paid on existing
customer money market and savings accounts couwptbdower interest rates paid on new depositsaddition, the Corporation increased the
use of short-term advances from the FHLB and thB.Fthe Corporation increased its short-term borngsias a measure of interest rate risk
management to match the shortening in the aveit&gefithe investment portfolio and shifted the ding emphasis to retail deposits to reduce
reliance on brokered CDs.

Partially offsetting the compression in thé ingerest margin was an increase of $1.2 billimaverage interest-earning assets. The higher
volume of average interest-earning assets wasrdhyehe growth of the C&I loan portfolio in Puefco, primarily due to credit facilities
extended to the Puerto Rico Government and itsigallisubdivisions. Also, funds obtained througbrstierm borrowings were invested, in
part, in the purchase of investment securitiesit@ate the decline in the average yield on semgithat resulted from the acceleration of MBS
prepayments and calls of U.S. agency debentures.

On an adjusted tax-equivalent basis, netéstancome decreased by $11.9 million, or 2%, @i¥®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 incomaxexempt securities and loans by an amount whiakes tax-exempt income comparable,
on a pre-tax basis, to the Corporation’s taxabtenme as previously stated. The decrease in thedaikalent adjustment was mainly related to
decreases in the interest rate spread on tax-exasapts, mainly due to lower yields on U.S. agelehentures an MBS held by the BankBE
subsidiary, as the Corporation replaced secuiiédled and sold as well as prepayments of MBS slitbrter-term securities, and due to the
decrease in income tax savings on securities hekirbtBank Overseas Corporation resulting fromtdraporary 5% tax imposed in 2009 tc
IBEs (see Income Taxes discussion below).
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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
Corporation considers adequate to absorb probabses inherent in the portfolio. The adequacy efalowance for loan and lease losses is
also based upon a number of additional factorsidinl trends in charge-offs and delinquencies,enireconomic conditions, the fair value of
the underlying collateral and the financial coratitof the borrowers, and, as such, includes amdagsd on judgments and estimates made by
the Corporation. Although the Corporation belietrest the allowance for loan and lease losses iguade, factors beyond the Corporation’s
control, including factors affecting the economié$uerto Rico, the United States, the U.S. Vilglands and the British Virgin Islands, may
contribute to delinquencies and defaults, thus s&taing additional reserves.

During 2010, the Corporation recorded a priovigor loan and lease losses of $634.6 millionmmpared to $579.9 million in 2009 and
$190.9 million in 2008.

2010 compared to 2009

The provision for loans and lease losses @d1020f $634.6 million, including $102.9 million assated with loans transferred to held for
sale, increased by $54.7 million, or 9%, compaceith¢ provision recorded for 2009. Excluding thevision related to loans transferred to t
for sale, the provision decreased by $48.2 miltm$531.7 million for 2010. The decrease was maielgted to lower charges to specific
reserves for the construction and commercial pliotfa slower migration of loans to ngerforming status and the overall reduction ofltza
portfolio. Much of the decrease in the provisiomekated to the construction loan portfolio in kdiarand the commercial and industrial (C&I)
loan portfolio in Puerto Rico. The decreases inptevisioning for these portfolios, excluding th@yision related to loans transferred to held
for sale, were partially offset by an increasehi@ provision for the residential mortgage loangfpbio affected by increases in historical loss
rates and declines in collateral value. The prowi$o net-charge offs ratio, excluding the provisamd net charge-offs of loans transferred to
held for sale, of 120% for 2010, compared to 174%2009, reflects, among other things, charge+efterded during the year that did not
require additional provisioning, including certaian-performing loans sold during the year. Expréssea percent of period-end total loans
receivable, the reserve coverage ratio increaséd’# at December 31, 2010, compared with 3.79Beaember 31, 2009.

With respect to the United States loan padfahe Corporation recorded a $119.5 million psiwn for 2010, compared to $188.7 million
for 2009. The decrease was mainly related to tistcaction loan portfolio and reflected lower cresdo specific reserves, the slower
migration of loans to non-performing status anddherall reduction of the Corporation’s exposuredastruction loans in Florida to
$78.5 million as of December 31, 2010 from $299illion as of December 31, 2009. The provision fonstruction loans in the United States
decreased by $68.4 million for 2010 as the noneperiing construction loans portfolio in this regidacreased by 79% to $49.6 million,
compared to $246.3 million as of December 31, 26@9%f December 31, 2010, approximately $70.9 onillior 90%, of the total exposure to
construction loans in Florida was individually mesesd for impairment. The Corporation halted coredtam lending in Florida and continues
reduce its credit exposure in this market throughdisposition of assets and different loss mitigainitiatives as the end of this difficult
economic cycle appears to be approaching. Duridg 2he Corporation completed the sale of approtéineg206.5 million of norperforming
construction and commercial mortgage loans and otbe-performing assets in Florida.

In terms of geography, the Corporation recdral&488.0 million provision for loan and leasesksassociated with the Puerto Rico’s loan
portfolio, including the $102.9 million provisioelating to the transfer of loans to held for satempared to a provision of $366.0 million in
2009. Excluding the provision relating to the lo&massferred to held for sale, the provision in fRu&ico increased by $19.1 million to
$385.1 million for 2010. The increase in the tqtalvision was mainly related to the residential aathmercial mortgage loan portfolio, which
increased by $47.5 million and $48.8 million, regtpesly, driven by negative trends in loss rated talling property values confirmed by
recent appraisals and/or broker price opinions.réserve factors for residential mortgage loanswecalibrated in 2010 as part of further
segmentation and analysis of this portfolio forgmses of computing the required specific and gémesarves. The review included the
incorporation of updated loss factors to loans etgabto liquidate considering the expected reabpadf the values of similar assets at
disposition. The provision
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for construction loans increased by $94.5 millioaimhy related to higher charges to specific reseime2010 and increases to the general
reserve factors. This was partially offset by ardase of $74.0 million in the provision for the Ci&hn portfolio attributable to the slower
migration of loans to non-performing and/or impdistatus, the overall reduction in the C&l portbodize and the determination that lower
reserves were required for certain loans that Wwetieidually evaluated for impairment in 2010, bdgm the underlying value of the collateral,
when compared to the reserves required for theseslm periods prior to 2010.

Refer to the discussions under “Credit Risknstzement” below for an analysis of the allowancddan and lease losses, non-performing
assets, impaired loans and related information refat to the discussions under “Financial Conditamd Operating Analysis — Loan
Portfolio” and under “Risk Management — Credit RMknagement” below for additional information cormgag the Corporation’s loan
portfolio exposure in the geographic areas wheseCtrporation does business.

2009 compared to 2008
The increase, as compared to 2008, was migldyed to:
. Increases in specific reserves for constructiona@mmercial impaired loan
. Increases in nc-performing and net char-offs levels.
. The migration of loans to higher risk categori@sistrequiring higher general reserv
. The overall growth of the loan portfoli

Even though the deterioration in credit qyaltas observed in all of the Corporation’s portisliit was more significant in the construction
and C&l loan portfolios, which were affected by 8tagnant housing market and further deteriordtiaghe economies of the markets served.
The provision for loan losses for the constructmam portfolio increased by $211.1 million and grevision for the C&I loan portfolio
increased by $108.6 million compared to 2008. Tiisease accounts for approximately 82% of theeiase in the provision. As mentioned
above, the increase was mainly driven by the mimgmadf loans to higher risk categories, increasespiecific reserves for impaired loans, and
increases to loss factors used to determine thergereserve to account for negative trends inpenfierming loans, charge-offs affected by
declines in collateral values and economic indicatdhe provision for residential mortgages alsweéased significantly for 2009, as compared
to 2008, an increase of $32 million, as a resuliprfating general reserve factors and a highefghiorbf delinquent loans evaluated for
impairment purposes that was adversely impactegebyeases in collateral values.

In terms of geography, the Corporation recdral&366.0 million provision in 2009 for its loaarffolio in Puerto Rico compared to
$125.0 million in 2008, an increase of $241.0 miilimainly related to the C&l and construction loanstfolio. The provision for C&l loans in
Puerto Rico increased by $114.8 million and thevigion for the construction loan portfolio in PugRico increased by $101.3 million. Rising
unemployment and the depressed economy negatimglgdted borrowers and was reflected in a persidiegiine in the volume of new
housing sales and underperformance of importatoiseof the economy.

With respect to the United States loan padfdhe Corporation recorded a $188.7 million psia in 2009 compared to a $53.4 million
provision in 2008, an increase of $135.3 millionimharelated to the construction loan portfolio.elprovision for construction loans in the
United States increased by $95.0 million compaoe2008, primarily due to charges against specifserves for impaired construction proje
mainly collateral dependent loans that were chafétb their collateral value in 2009. Impaireditts in the United States increased from
$210.1 million at December 31, 2008 to $461.1 wrillby the end of 2009. As of December 31, 2009r@fmately 89%, or $265.1 million, of
the total exposure to construction loans in Flovids individually measured for impairment.
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Non-interest Income

The following table presents the compositibnan-interest income:

2010 2009 2008
(In thousands
Other service charges on lo¢ $ 7,22¢ $ 6,83( $ 6,30¢
Service charges on deposit accot 13,41¢ 13,30% 12,89t
Mortgage banking activitie 13,61¢ 8,60¢ 3,27:
Rental income — 1,34¢ 2,24¢
Insurance incom 7,752 8,66¢ 10,153
Other operating incom 20,63¢ 18,36: 18,57(
Nonr-interest income before net gain on investmentsla@sglon early extinguishment of
repurchase agreemel 62,64¢ 57,11¢ 53,45(
Gain on VISA shares and related proce 10,66¢ 3,78¢ 9,474
Net gain on sale of investmer 93,17¢ 83,02( 17,70¢
OTTI on equity securities and corporate bo (603%) (38¢) (5,987
OTTI on debt securitie (582) (1,270)
Net gain on investmen 102,66 85,14¢ 21,19:
Loss on early extinguishment of repurchase agrets (47,405 — —
Total $117,90: $ 142,26 $74,64:

Non-interest income primarily consists of athervice charges on loans; service charges orsitegmrounts; commissions derived from
various banking, securities and insurance actsjiti|gins and losses on mortgage banking activiied;net gains and losses on investments
impairments.

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

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

Income from mortgage banking activities in@adjains on sales and securitization of loans ewehues earned for administering residel
mortgage loans originated by the Corporation atasguently sold with servicing retained. In additimwer-of-cost-or-market valuation
adjustments to the Corporation’s residential mayggi@ans held for sale portfolio and servicing tigbortfolio, if any, are recorded as part of
mortgage banking activities.

Rental income represents income generatetdebZorporation’s subsidiary, First Leasing, ondhdy rental of various types of motor
vehicles. As part of its strategies to focus orcitee business, the Corporation divested its sieont-rental business during the fourth quarter of
2009.

Insurance income consists of insurance comomsearned by the Corporation’s subsidiary, FiastBInsurance Agency, Inc., and the
Bank’s subsidiary in the U.S. Virgin Islands, HBatk Insurance V.1., Inc. These subsidiaries odf@ride variety of insurance business.

The other operating income category is comgp@deniscellaneous fees such as debit, credit aaddpoint of sale (POS) interchange fees
and check and cash management fees and includesissions from the Corporation’s broker-dealer stibsy, FirstBank Puerto Rico
Securities.

The net gain (loss) on investment securigdiects gains or losses as a result of sales thatansistent with the Corporation’s investment
policies as well as OTTI charges on the Corpor&imvestment portfolio.
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2010 compared to 2009
Non-interest income decreased $24.4 milliorl, #%6, to $117.9 million in 2010, primarily refléug:

Lower gains on sale of investments securities,rdtien the sale of MBS that was matched with thiyéarmination of repurchas
agreements, as the Corporation realized gainsprbajmately $46.1 million on the sale of approxielst$1.2 billion of investment
securities, mainly U.S. agency MBS, compared tdb8@ 8 million gain recorded in 2009. Also, a noatiloss of $0.3 million was
recorded in 2010, resulting from a transaction riclv the Corporation sold approximately $1.2 biilio MBS, combined with the
unwinding of $1.0 billion of repurchase agreemerstpart of a balance sheet repositioning stra

A $1.3 million decrease in rental income dueht® divestiture of the short-term rental businessated by the Corporation’s
subsidiary, First Leasing, during the fourth quiaate2009.

A $0.9 million decrease in income from insure-related activities

Partially offsetting the aforementioned dese=awere:

A $6.9 million increase in gains from sales of VIShares

A $5.0 million increase in income from mortgage kiag activities, primarily related to gains (inciad the recognition of servicin
rights) of $12.1 million recorded on the sale opagximately $174.3 million of residential mortgadgans in the secondary market
compared to gains of $7.4 million on the sale giragimately $117.0 million of residential mortgdgans during 200¢

A $2.1 million increase in brok-dealer income mainly related to bond underwritiegst

2009 compared to 2008

Non-interest income increased $67.6 millio$1d2.3 million in 2009, primarily reflecting:

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), compareddalized gains on the sale of MBS of $17.7 millio 2008. In an effort to
manage interest rate risk, and take advantagevofdhle market valuations, approximately $1.8 dilof U.S. agency MBS (mainly
30 year fixe-rate U.S. agency MBS) were sold in 2009, compaseapproximately $526 million of U.S. agency MBSdsol 2008.

A $5.3 million increase in gains from mortgagekiag activities, due to the increased volume ahlsales and securitizations.
Servicing assets recorded at the time of sale ataduo $6.1 million for 2009 compared to $1.6 roitlifor 2008. The increase is
mainly related to $4.6 million of capitalized seing assets in connection with the securitizatibapgproximately $305 million
FHA/VA mortgage loans into GNMA MBS. For the fitgtne in several years, the Corporation has beeagsdjin the securitization
mortgage loans since early 20!

A $5.6 million decrease in OTTI charges relateddaity securities and corporate bonds, partialfgeifby OTTI charges throug
earnings of $1.3 million in 2009 related to theditréoss portion of availab-for-sale private label MB<

Also contributing to the increase in non-ietrincome was higher fee income, mainly fees andand service charges on deposit accounts
offset by lower income from insurance activitieslanreduction in income from vehicle rental actdsgt During the first three quarters of 2009,
income from rental activities decreased by $0.3ionildue to a lower volume of business. A furthedtuction of $0.4 million was observed in
the fourth quarter of 2009, as compared to the @vaipe period in 2008, mainly related to the digjms of the Corporation’s vehicle rental
business early in the quarter, which was partiaffget by a $0.2 million gain recorded for the disition of the business.
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Non-Interest Expense

The following table presents the componentsaof-interest expenses:

2010 2009 2008
(In thousands

Employee’ compensation and benef $121,12¢ $ 132,73 $141,85!
Occupancy and equipme 59,49¢ 62,33¢ 61,81¢
Deposit insurance premiu 60,29: 40,58: 10,11:
Other taxes, insurance and supervisory 21,21( 20,87( 22,86¢
Professional fee— recurring 18,50( 12,98( 12,57:
Professional fee— nor-recurring 2,78 2,23 3,23
Servicing and processing fe 8,98¢ 10,17« 9,91¢
Business promotio 12,33: 14,15¢ 17,56¢
Communication 7,97¢ 8,28: 8,85¢
Net loss on REO operatio 30,17: 21,86: 21,37:
Other 23,28: 25,88¢ 23,20(
Total $366,15¢ $ 352,10: $333,37:

2010 compared to 2009
Non-interest expense increased by $14.1 milico$366.2 million principally attributable to:

An increase of $19.7 million in the FDIC depasgurance premium expense, mainly related to isa®#n premium rates and a higher
average volume of deposi

A $8.3 million increase in losses from REO operagidue to writ-downs to the value of repossessed residential aminercial
properties as well as higher costs associatedaniinger inventory

A $6.1 million increase in professional fees, htitable in part to higher legal fees related téections and foreclosure procedures
mortgage appraisals, as well as in the implementadf strategic initiatives

Partially offsetting the increases mentionbdve:

The

A $11.6 million decrease in employees’ compepsatind benefits from reductions in bonuses ancdhiie=compensation, coupled
with the impact of a reduction in headcount. Dur2@j.0, the Corporation reduced its headcount byceqpately 195 or 7%

The impact in 2009 of a n-recurring $2.6 million charge to property tax experttributable to the reassessed value of ce
properties

A $1.8 million decrease in business promotion egpsrdue to a lower level of marketing activit

The impact in 2009 of a $4.0 million impairmehtege associated with the core deposit intangtsetan the Corporation’s Florida
operations included as part of Other expensessimliove table

Corporation intends to continue improvitsgoperating efficiency by further reducing coitixkble expenses, rationalizing its business

operations and enhancing its technological infeacstire through targeted investments.
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2009 compared to 2008

Non-interest expenses increased $18.7 mitbdb352.1 million for 2009 primarily reflecting:

An increase of $30.5 million in the FDIC deposgunance premium, including $8.9 million for the gpéassessment levied by t
FDIC in 2009 and increases in regular assessmegs. fehe FDIC increased its insurance premium ffatelsanks in 2009 due to los:
to the FDIC insurance fund as a result of bankifag during 2008 and 2009, coupled with additidosdes that the FDIC projected
the future due to anticipated additional bank faitu

A $4.0 million impairment of the core deposit inggirie of FirstBank Florida, recorded in 2009 adt jpéother no-interest expense

The core deposit intangible represents the valukeopremium paid to acquire core deposits of atitirtion. Core deposit intangible
impairment occurs when the present value of exgefctieire earnings attributed to maintaining theecdeposit base decreases. Factors
which contributed to the impairment include deposi-off and a shift of customers to time certifical

A $1.8 million increase in the reserve for praledbsses on outstanding unfunded loan commitnmecsrded as part of other non-
interest expenses. The reserve for unfunded loamitments is an estimate of the losses inhereoffibalance-sheet loan
commitments at the balance sheet date, and it ve&dyrelated to outstanding construction loans eoiments. It is calculated by
multiplying an estimated loss factor by an estimdgieobability of funding, and then by the periodiemmounts for unfunded
commitments. The reserve for unfunded loan commitmis included as part of accounts payable aner dithbilities in the
consolidated statement of financial conditi

The aforementioned increases were partially offgedecreases in certain controllable expensesasich

A $9.1 million decrease in employ¢ compensation and benefit expenses, mainly dudawer headcount and reductions in bonu
incentive compensation and overtime costs. The rurobfull time equivalent employees decreased &8, br 6%, during 200¢

A $3.4 million decrease in business promotion egpsrdue to a lower level of marketing activit
A $1.1 million decrease in taxes, other than medaxes, mainly driven by a decrease in munidges which are assessed based on
taxable gross revenue
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Income Taxes

Income tax expense includes Puerto Rico anglivislands income taxes as well as applicable f¢@&ral and state taxes. The Corporation
is subject to Puerto Rico income tax on its incdrom all sources. As a Puerto Rico corporationstidanCorp is treated as a foreign
corporation for U.S. income tax purposes and isgaly subject to United States income tax onlyterincome from sources within the United
States or income effectively connected with thedemn of a trade or business within the United Sta#ay such tax paid is creditable, within
certain conditions and limitations, against theg@oation’s Puerto Rico tax liability. The Corpomatiis also subject to U.S.Virgin Islands taxes
on its income from sources within that jurisdictidmy such tax paid is also creditable againstGbgporation’s Puerto Rico tax liability,
subject to certain conditions and limitations.

Under the Puerto Rico Internal Revenue CodE98#, as amended (the “PR Code”), the Corporatiwhits subsidiaries are treated as
separate taxable entities and are not entitledet@dnsolidated tax returns and, thus, the Cortmras not able to utilize losses from one
subsidiary to offset gains in another subsidiargc@xdingly, in order to obtain a tax benefit fromet operating loss, a particular subsidiary
must be able to demonstrate sufficient taxablenmewithin the applicable carry forward period (‘Aseexcept for losses incurred during
taxable years 2005 through 2012 in which the carwyérd period is 10 years). The PR Code providaisidend received deduction of 100%
on dividends received from “controlled” subsidiargubject to taxation in Puerto Rico and 85% oiddivds received from other taxable
domestic corporations. Dividend payments from a. duBsidiary to the Corporation are subject to % 1@thholding tax based on the
provisions of the U.S. Internal Revenue Code.

Under the PR Code, First BanCorp is subjeat tmaximum statutory tax rate of 39%. In 2009,Rlnerto Rico Government approved Act
No. 7 (the*Act”) to stimulate Puerto Rico’s economy and toluee the Puerto Rico Government’s fiscal deficite Act imposes a series of
temporary and permanent measures, including thesitipn of a 5% surtax over the total income tatedmined, which is applicable to
corporations, among others, whose combined incomeeels $100,000, effectively resulting in an insesi the maximum statutory tax rate
from 39% to 40.95% and an increase in the capéid gtatutory tax rate from 15% to 15.75%. Thesgptrary measures are effective for tax
years that commenced after December 31, 2008 donceh#anuary 1, 2012. The PR Code also includedtamative minimum tax of 22% th
applies if the Corporation’s regular income taxbilidy is less than the alternative minimum taxuggments.

The Corporation has maintained an effectixerége lower than the maximum statutory rate malylynvesting in government obligations
and mortgage-backed securities exempt from U.SPamdto Rico income taxes and by doing businessigir an International Banking Entity
(“IBE”) of the Bank (“FirstBank IBE") and throughé Bank’s subsidiary, FirstBank Overseas Corpanafiowhich the interest income and
gain on sales is exempt from Puerto Rico and Wi&me taxation. Under the Act, all IBE are subjeahe special 5% tax on their net income
not otherwise subject to tax pursuant to the PReCdtiis temporary measure is also effective foryieers that commenced after December 31,
2008 and before January 1, 2012. FirstBank IBERirsiBank Overseas Corporation were created utdeinternational Banking Entity Act
Puerto Rico, which provides for total Puerto Riaw &xemption on net income derived by IBEs opegaitinfPuerto Rico. IBEs that operate as a
unit of a bank pay income taxes at normal ratekdaextent that the IBES’ net income exceeds 20%ebank’s total net taxable income.

On January 31, 2011, the Puerto Rico Govermnaggproved Act No. 1 which repealed the 1994 Cadkestablished a new Puerto Rico
Internal Revenue Code (the “2010 Code”). The piionis of the 2010 Code are generally applicablaxalble years commencing after
December 31, 2010. The matters discussed aboexjaedly applicable under the 2010 Code exceptthgimaximum corporate tax rate has
been reduced from 39% (40.95% for calendar yead8,20d 2010) to 30% (25% for taxable years comnmegnafter December 31, 2013 if
certain economic conditions are met by the Pueito Bconomy). Corporations are entitled to electtiowe to determine its Puerto Rico
income tax responsibility for such 5 year periodemthe provisions of the 1994 Code.
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For additional information relating to incoti@xes, see Note 27 to the Corporation’s auditeghfifal statements for the year ended
December 31, 2010 included in Item 8 of this Fof¥Kl including the reconciliation of the statutdosthe effective income tax rate for 2010,
2009 and 2008.

2010 compared to 2009

For 2010, the Corporation recorded an incameskpense of $103.1 million compared to an inctareexpense of $4.5 million for 2009.
The income tax expense for 2010 is mainly relateahtincremental $93.7 million narash charge in the fourth quarter of 2010 to tHeat#n
allowance of the Bank’s deferred tax asset. As@ddénber 31, 2010, the deferred tax asset, nevaliation allowance of $445.8 million,
amounted to $9.3 million compared to $109.2 millasnof December 31, 2009. The decrease was masbdceted with the aforementioned
$93.7 million charge to increase the valuationwatlace of the Bank’s deferred tax asset.

Accounting for income taxes requires that canips assess whether a valuation allowance sheulddorded against their deferred tax a
based on the consideration of all available evidensing a “more likely than not” realization stardl Valuation allowances are established,
when necessary, to reduce deferred tax assete antbunt that is more likely than not to be realida making such assessment, significant
weight is to be given to evidence that can be dbjely verified, including both positive and negetievidence. The accounting for income
taxes guidance requires the consideration of allces of taxable income available to realize tHerded tax asset, including the future reversal
of existing temporary differences, future taxateome exclusive of the reversal of temporary diffexes and carryforwards, taxable income in
carryback years and tax planning strategies. imasing taxes, management assesses the relativts iaued risks of the appropriate tax
treatment of transactions taking into account sbayl judicial and regulatory guidance, and recagaitax benefits only when deemed probable
of realization.

In assessing the weight of positive and nggatvidence, a significant negative factor thatilted in increases of the valuation allowance
was that the Corporation’s banking subsidiary,tBiask Puerto Rico, continues in a three-year hisabcumulative loss position as of the end
of the year 2010, mainly as a result of chargdkeqorovision for loan and lease losses as a rekthe economic downturn and has projected
to be in a loss position in 2011. As of DecemberZ®il0, management concluded that $9.3 milliorhefrtet deferred tax asset will be realized.
The Corporation’s deferred tax assets for whidtag not established a valuation allowance relapedfitable subsidiaries and to amounts that
can be realized through future reversals of exgstitxable temporary differences. To the extenréladization of a portion, or all, of the tax a
becomes “more likely than not” based on changesraumstances (such as, improved earnings, chandas laws or other relevant changes),
a reversal of that portion of the deferred tax tigakuation allowance will then be recorded.

2009 compared to 2008

For 2009, the Corporation recognized an inctareexpense of $4.5 million, compared to an incéaxebenefit of $31.7 million for 2008.
The fluctuation in income tax expense for 2009 yaiesulted from noreash charges of approximately $184.4 million toéase the valuatic
allowance for the Corporation’s deferred tax as&etof December 31, 2009, the deferred tax assépfra valuation allowance of
$191.7 million, amounted to $109.2 million compate®128.0 million as of December 31, 2008. In asigy the weight of positive and
negative evidence, a significant negative factat tesulted in the increase of the valuation alloveawas that the Corporation’s banking
subsidiary FirstBank Puerto Rico was in a three-jéstorical cumulative loss as of the end of 28@8nly as a result of charges to the
provision for loan and lease losses, especialtiiénconstruction portfolio both in Puerto Rico dhd United States, resulting from the
economic downturn.

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 creditstbendeferred tax assets in the future.
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Partially offsetting the impact of the increas the valuation allowance, was the reversappiaximately $19 million of UTBs as further
discussed below. The income tax provision in 2088 wlso impacted by adjustments to deferred taxuata@s a result of the aforementioned
changes to the PR Code enacted tax rates. The effatigher temporary statutory tax rate overrtbemal statutory tax rate resulted in an
additional income tax benefit of $10.4 million 2009 that was partially offset by an income taxvpsion of $6.6 million related to the special
5% tax on the operations of FirstBank Overseas @atjpn. Deferred tax amounts have been adjustetthéoeffect of the change in the inco
tax rate considering the enacted tax rate expéotadply to taxable income in the period in whibh teferred tax asset or liability is expected
to be settled or realized.

During the second quarter of 2009, the Conpamaeversed 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 incomeutalit and to eliminate all possible income anthtdlding tax deficiencies related to
taxable years 2005, 2006, 2007 and 2008. As atreksilich agreement, the Corporation reversed duhie third quarter of 2009 the remaining
UTBs and related interest by approximately $2.9iom| net of the payment made to the Puerto Ricpdd@nent of the Treasury in connection
with the conclusion of the tax audit. There werd idBs outstanding as of December 31, 2009.

OPERATING SEGMENTS

Based upon the Corporation’s organizatiorraicstire and the information provided to the Chigéé&utive Officer of the Corporation and, to
a lesser extent, the Board of Directors, the opggategments are driven primarily by the Corporatidines of business for its operations in
Puerto Rico, the Corporatiaprincipal market, and by geographic areas fapperations outside of Puerto Rico. As of Decen®ier2010, th
Corporation had six reportable segments: ConsuReta(l) Banking; Commercial and Corporate Bankidgrtgage Banking; Treasury and
Investments; United States operations; and Virgliands operations. Management determined the edpersegments based on the internal
reporting used to evaluate performance and to aisglesre to allocate resources. Other factors ssitheaCorporation’s organizational chart,
nature of the products, distribution channels dedetconomic characteristics of the products wese ednsidered in the determination of the
reportable segments. For information regardingtBesnCorp’s reportable segments, please refer te B8 “Segment Information” to the
Corporation’s audited financial statements foryhar ended December 31, 2010 included in ItemtBisfForm 10-K.

The accounting policies of the segments agestime as those described in Note 1 — “Nature eifri@gs and Summary of Significant
Accounting Policies” to the Corporation’s auditétkicial statements for the year ended Decembe2@I included in Item 8 of this Form 10-
K. The Corporation evaluates the performance ofs#gments based on net interest income, the estinpadvision for loan and lease losses,
non-interest income and direct non-interest expenBee segments are also evaluated based on tregawslume of their interest-earning
assets less 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 actigia@d borrows funds from those segments and frentlited States Operations Segment.
The Consumer (Retail) Banking and the United St@gsrations segment also lend funds to other segmEne interest rates charged or
credited by Treasury and Investment and the Cons(iRetail) Banking and the United States Operat&egments are allocated based on
market rates. The difference between the allocatedest income or expense and the Corporationisgahoet interest income from centralized
management of funding costs is reported in thesimgaand Investments segment.

Consumer(Retail)Banking

The Consumer (Retail) Banking segment consistise Corporation’s consumer lending and deptagiag activities conducted mainly
through FirstBank’s branch network and loan cenitefRuerto Rico. Loans to consumers include autat bnd personal loans and lines of
credit. Deposit products include interest bearind aon-interest bearing checking and savings adspumdividual Retirement Accounts
(IRA) and retail certificates of
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deposit. Retail deposits gathered through eachchrahFirstBank’s retail network serve as one @f filnding sources for the lending and
investment activities.

Consumer lending has been mainly driven by &dn originations. The Corporation follows a gy of seeking to provide outstanding
service to selected auto dealers that providehbemel for the bulk of the Corporation’s auto laaiginations.

Personal loans and, to a lesser extent, ménaecing and a small revolving credit portfolis@contribute to interest income generated on
consumer lending. Credit card accounts are issnddrurirstBank’s name through an alliance with #onally recognized financial institution,
which bears the credit risk. Management plans tdicoe to be active in the consumer loans marlggilying the Corporation’s strict
underwriting standards. Other activities includedhis segment are finance leases and insuranieéiastin Puerto Rico.

The highlights of the Consumer (Retail) Bagkgegment financial results for the year ended Bées 31, 2010 include the following:

. Segment income before taxes for the year endediger 31, 2010 was $23.7 million compared to $84lon and $27.1 million
for the years ended December 31, 2009 and 20Q&ctgely.

. Net interest income for the year ended Decembe2@10 was $141.2 million compared to $133.8 milléord $161.2 million for tk
years ended December 31, 2009 and 2008, respgcfifed increase in net interest income was maisdpeiated with lower intere
rates paid on the Bank’s core deposit base. Theurner loan portfolio is mainly composed of fixederbbans financed with
shorter-term borrowings, thus positively affectgddwer deposit costs as well as from a larger cegosit base as amounts
charged to other segments increased during 20kd&brease in 2009, compared to 2008, reflecmaidhed consumer loan
portfolio due to principal repayments and chi-offs relating to the auto and personal loans phbogo

. The provision for loan and lease losses for 20temsed by $5.5 million compared to the same péni@d09 and decreased
$26.5 million when comparing 2009 with the samédqekin 2008. The increase in the provision maimguited from increases in
general reserve factors associated with econoroiorfa The decrease in the provision for 2009, amegbto 2008, was mainly
related to the lower amount of the consumer loatf@m, a relative stability in delinquency andmperforming levels, and a
decrease in net charge-offs attributable in pattié¢ochanges in underwriting standards implemesitace late 2005 and the
origination using these new underwriting standarfdsew consumer loans to replace maturing conslmaes that had an average
life of approximately four year:

. Non-interest income for the year ended December 310 2@k $28.9 million compared to $32.0 million ardb$ million for the
years ended December 31, 2009 and 2008, respgcfied decrease for 2010 and 2009 was mainly ttatéower income fron
daily vehicle rental activities as the Corporatibvested its short-term rental business duringolieth quarter of 2009. Lower
insurance income and lower credit card related &ss contributed to the decrease in non-interestrne, partially offset by higher
service charges on deposit accounts and highechaeges fee revenue and other ATM fee incc

. Direct nor-interest expenses for the year ended Decembei030, 2ere $94.7 million compared to $95.3 milliord&97.0 million
for the years ended December 31, 2009 and 200&ctgely. The decrease in direct nioterest expenses for 2010, as compatr:
2009, was primarily due to a decrease in headcanohteductions in bonuses and overtime costs dsawetduced marketing
activities for loan and deposit products and loagsupancy costs, partially offset by an increashénFDIC insurance premium.
The increase for 2009, compared to 2008, was pilymatated to the increase in the FDIC insuran@npum associated with
increases in the regular assessment rates angehbialsfee levied in 2009. This was partially offeg reduction in compensation
expenses, driven by a decrease in headcount andti@us in bonuses and overtime co
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Commercial and Corporate Banking

The Commercial and Corporate Banking segmemsists of the Corporation’s lending and otherisessacross a broad spectrum of
industries ranging from small businesses to laggparate clients. FirstBank has developed expeitigedustries including healthcare, touris
financial institutions, food and beverage, incomedpicing real estate and the public sector. Ther@ervial and Corporate Banking segment
offers commercial loans, including commercial restiate and construction loans, and other products & cash management and business
management services. A substantial portion of tmeroercial and corporate banking portfolio is sedurg the underlying value of the real
estate collateral and the personal guarantee®dfdirowers. Although commercial loans involve tgearedit risk than a typical residential
mortgage loan because they are larger in size amd risk is concentrated in a single borrower,Gloeporation has and maintains a credit risk
management infrastructure designed to mitigatenpialdosses associated with commercial lendinguiding underwriting and loan review
functions, sales of loan participations and corgirumonitoring of concentrations within portfolios.

The highlights of the Commercial and CorpoBaémking segment financial results for the yeareehDecember 31, 2010 include the
following:

. Segment loss before taxes for the year ended Desredih 2010 was $202.5 million compared to los$lefl.3 million for 200¢
and income of $51.6 million for the year ended Deloer 31, 2008

. Net interest income for the year ended Decembe2@10 was $210.9 million compared to $187.9 millgmd $117.1 million for tF
years ended December 31, 2009 and 2008, respgcfied increase in net interest income for 201pared to 2009, was mair
related to lower interest rates charged by othesinmss segments due to the overall decrease avérage cost of funding and due
to higher spreads on loan renewals and improveshgri As previously stated, the Corporation hastieereasing the use of
interest rate floors in new commercial loan agregeThe increase for 2009, compared to 2008, elated to both an increase in
the average volume of earning assets driven byamemmercial loans originations and lower interetégaharged by other business
segments due to the decline in short-term inteetet that more than offset lower loan yields duthé significant increase in non-
accrual loans and to the repricing at lower rafég increase in volume of earning assets in 20@9psianarily due to credit
facilities extended to the Puerto Rico Governmeuat igs political subdivisions

. The provision for loan losses for 2010 was $3%8ilflon compared to $290.1 million and $43.3 naifiifor 2009 and 2008,
respectively. The increase in 2010 was mainly eelab the aforementioned $102.9 million chargé#oprovision associated with
loans transferred to held for sale. Excluding thavsion relating to loans transferred to helddate, the provision decreased by
$33.6 million. The decrease was mainly related tedaction in the provision for the C&I loan polftioattributable to the slower
migration of loans to non-performing and/or impdisgatus, the overall reduction in the C&l portbodize and the determination
that lower reserves were required for certain ldaaswere individually evaluated for impairment2@10, based on the underlying
value of the collateral, when compared to the reserequired for these loans in periods prior tbh®d he increase in the provision
for loan and lease losses for 2009, compared t8,208s mainly driven by the continuing pressurea ofeak Puerto Rico economy
and a stagnant housing market that were the magons for the increase in non-accrual loans, tigeatidon of loans to higher risk
categories (including a significant increase indingd loans) and the increase in charge-offs. Thase resulted in higher specific
reserves in 2009 for impaired loans and increasésss factors used for the determination of theegal reserve. Refer to the
“Provision for Loan and Lease Losses” discussicovatand to the “Risk Management AHowance for Loan and Lease Losses
Non-performing Assets” discussion below for additioimdbrmation with respect to the credit qualitytbé Corporation’s
commercial and construction loan portfol

. Total non-interest income for the year ended Ddasr 31, 2010 amounted to $9.0 million comparedote-interest income of
$5.7 million and $4.6 million for the years endeecd®@mber 31, 2009 and 2008, respectively. The iserganon-interest income for
2010, compared to 2009, was mai
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attributable to fees and commissions earned byet-dealer activities that were concentrated in prangdinderwriting ans
financial advisory services to government entitieRuerto Rico. Also, similar to 2009 compared @&, an increase in cash
management fees from corporate customers and higimedeferrable loans fees such as agent, commitamehdrawing fees from
commercial customers contributed to the increas®i-interest income in 201!

. Direct non-interest expenses for 2010 were $68ln compared to $44.9 million and $26.7 milliéor 2009 and 2008,
respectively. The increase for 2010 and 2009 wiasapily due to the portion of the increase in ti®l€ deposit insurance premiu
allocated to this segment; this was partially dffgea reduction in compensation expense. Also2€d0 higher losses on REO
operations contributed to the increase in expedsedo write-downs and higher costs associated avitinger inventory as well as
higher professional service fees and an increatiesiprovision for unfunded loan commitmet

Mortgage Banking

The Mortgage Banking segment conducts itsatjmers mainly through FirstBank and its mortgaggioation subsidiary, FirstMortgage.
These operations consist of the origination, sateservicing of a variety of residential mortgagarls products. Originations are sourced
through different channels such as FirstBank brascmortgage bankers and in association with neyegrdevelopers. FirstMortgage focuses
on originating residential real estate loans, sofmeghich conform to Federal Housing AdministratiRHA”), Veterans Administration
(“VA") and Rural Development (“RD”) standards. Laaariginated that meet FHA standards qualify fer fiHA’s insurance program whereas
loans that meet VA and RD standards are guaratg#ikeir respective federal agencies.

Mortgage loans that do not qualify under thesgrams are commonly referred to as conventilmaals. Conventional real estate loans
could be conforming and non-conforming. Conformimans are residential real estate loans that rheeftandards for sale under the Fannie
Mae (“FNMA") and Freddie Mac (“FHLMC") programs wieas loans that do not meet those standards ameagfo as non-conforming
residential real estate loans. The Corporatiom&tegy is to penetrate markets by providing custsméth a variety of high quality mortgage
products to serve their financial needs fastersaimghler and at competitive prices. The Mortgagek#zm segment also acquires and sells
mortgages in the secondary markets. Residentibéstate conforming loans are sold to investors RRIMA and FHLMC. In December 2008,
the Corporation obtained Commitment Authority fr&NMA to issue GNMA mortgage-backed securities. Unties program, since early
2009, the Corporation has been securitizing FHAN®tgage loan production into the secondary market.

The highlights of the Mortgage Banking segnferancial results for the year ended Decembe2810 include the following:

. Segment loss before taxes for the year ended Dexredib 2010 was $38.9 million compared to a losldf.3 million for 2009 an
income of $8.3 million for the year ended Decenier2008.

. Net interest income for the year ended Decembe2@10 was $63.8 million compared to $39.2 milliowd &37.3 million for the
years ended December 31, 2009 and 2008, respgcfived increase in net interest income for 2010 mamly related to th
decrease in the average cost of funding and, ésset extent, reductions in non-performing loawslée The Mortgage banking
portfolio is principally composed of fixed-rate idsntial mortgage loans tied to long-term interas¢s that are financed with
shorter-term borrowings, thus positively affectedideclining interest rate scenario as the oneggireg in 2010 and 2009. For
2009, the increase was also related to a highéfofior driven by the purchase of approximately $20illion of residential
mortgages that previously served as collaterahfoommercial loan extended to R&G Financial, a fuRican financial institutior

. The provision for loan and lease losses for 2018 $#6.9 million compared to $29.7 million and $&illion for the years ende
December 31, 2009 and 2008, respectively. The aserén 2010 was driven by negative trends in latssrand falling property
values confirmed by recent apprais
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and/or broker price opinions. The reserve factorsdsidential mortgage loans were recalibrate2Dit0 as part of furthe
segmentation and analysis of this portfolio forgmges of computing the required specific and gémesarves. The review includ
the incorporation of updated loss factors to loaxsected to liquidate considering the expectedza&i@dn of the values of similar
assets at disposition. The increase in 2009, coedar2008 was mainly related to the increaseervtiiume of non-performing
loans due to deteriorating economic conditionsurr® Rico and an increase in reserve factorsdouwat for the continued
recessionary economic conditions and negativettessis.

Non-interest income for the year ended December 310 2@k $13.2 million compared to $8.5 million and7illion for the
years ended December 31, 2009 and 2008, respgcfied increase in 2010, compared to 2009, wagalgains (including th
recognition of servicing rights) of $12.1 millioeagorded on the sale of approximately $174.3 milebresidential mortgage loans
in the secondary market compared to gains of $l®mon the sale of approximately $117.0 milliohresidential mortgage loans
during 2009. The increase in 2009, as compare@@8 %vas driven by approximately $4.6 million of talized servicing assets
recorded in connection with the securitization phroximately $305 million FHA/VA mortgage loansanGNMA MBS. For the
first time in several years, the Corporation wagaged in the securitization of mortgage loans segaaty 2009

Direct non-interest expenses in 2010 were $3%bmcompared to $32.3 million and $22.7 milliéor 2009 and 2008,
respectively. The increase in 2010 and 2009 wasraksnly related to the portion of the FDIC depas#urance premium allocated
to this segment, higher losses on REO operaticsecaged with a higher volume of repossessed ptiegaand write-downs to the
value of REO properties. An increase in profesdieaavice fees also contributed to the increasepenses in 2009 compared to
2008.

Treasury and Investments

The Treasury and Investments segment is rafilerfor the Corporation’s treasury and investnraahagement functions. In the treasury
function, which includes funding and liquidity maygament, this segment sells funds to the CommeaaidiCorporate Banking segment, the
Mortgage Banking segment, and the Consumer (R&aitking segment to finance their respective legdictivities and purchase funds
gathered by those segments and from the UniteésS@perations segment. Funds not gathered by ffieeetit business units are obtained by
the Treasury Division through wholesale channelshsas brokered deposits, Advances from the FHeBuUchase agreements with investn
securities, among others.

Since the Corporation is a net borrower ofifyrthe securities portfolio does not result friva investment of excess funds. The securities
portfolio is a leverage strategy for the purpoddijaidity management, interest rate managemedtesarnings 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 Déegr81, 2010 include the following:

Segment income before taxes for the year endedriger 31, 2010 amounted to $18.9 million compé&wekil 71.4 million for 2009
and $142.3 million for the year ended Decembe2B08.

Net interest loss for the year ended December @10 vas $30.5 million compared to net interestimef $94.4 million an

$123.4 million for the years ended December 319281t 2008, respectively. The decrease in 2010weasly attributed to the
deleverage of the investment securities portfakdef to the Financial and Operating Data Analysisnvestment Activities
discussion below for additional information abautéstment purchases, sales and calls in 2010)ietrease in the amount credited
to this segment due to the reductions in wholelsalding and lower interest rates, and the effeehaintaining higher than

historical levels of liquidity, which affecte
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the Corporatio’s net interest margin during 2010. The decrea20®9, as compared to 2008, was mainly due to theeese in th
amount credited to this segment for its depositatakctivities due to the decline in interest rated lower yields on investment
securities. This was partially offset by reductiamshe cost of funding as maturing brokered CDseweplaced with shorter-term
CDs at lower prevailing rates and very low-costrses of funding such as advances from the FED drigheer average volume of
investments. Funds obtained through short-termolpengs were invested, in part, in the purchaseeé$tment securities to
mitigate the decline in the average yield on s¢i@srthat resulted from the acceleration of MBSpsgnents and calls of U.S.
agency debenture

. Non-interest income for the year ended December 310 2@nounted to $55.2 million compared to incom&8&#.4 million and of
$25.6 million for the years ended December 31, 20192008, respectively. The decrease in 2010, acerp 2009, was mainly
related to lower gains on the sale of investmeotistes as the Corporation realized gains of agipnately $46.1 million on the
sale of approximately $1.2 billion of investmentaties, mainly U.S. agency MBS, compared to t82.8 million gain recorded |
2009. Also, a nominal loss of $0.3 million was netsad in 2010, resulting from a transaction in which Corporation sold
approximately $1.2 billion in MBS, combined withetinwinding of $1.0 billion of repurchase agreeraexst part of a balance sheet
repositioning strategy. The increase in 2009, aspaved to 2008, was driven by a $59.6 million iaseein realized gains on the
sale of investment securities, primarily reflecta§79.9 million gain on the sale of MBS (mainlySUagency fixed-rate MBS),
compared to realized gains on the sale of MBS @f&nillion in 2008.

. Direct non-interest expenses for 2010 were $5li8&mcompared to $7.4 million and $6.7 millionrfa009 and 2008, respectively.
The fluctuations were mainly associated with preif@sal service fee:

United States Operations

The United States Operations segment corfisth banking activities conducted by FirstBankie United States mainland. FirstBank
provides a wide range of banking services to irtligl and corporate customers primarily in souttg@onida through its ten branches. Our
success in attracting core deposits in Floridagmabled us to become less dependent on brokeregdite@he United States Operations
segment offers an array of both retail and commaéhznking products and services. Consumer barnkioducts include checking, savings and
money market accounts, retail CDs, internet bankengices, residential mortgages, home equity la@adslines of credit, automobile loans ¢
credit cards through an alliance with a nationedigognized financial institution, which bears thedit risk. Deposits gathered through
FirstBank’s branches in the United States alsoesasvone of the funding sources for lending anddstment activities.

The commercial banking services include chegksavings and money market accounts, CDs, irttbariking services, cash management
services, remote data capture and automated aeaounse, or ACH, transactions. Loan products ireling traditional commercial and
industrial and commercial real estate productsh sisclines of credit, term loans and constructiams.

The highlights of the United States operatisegment financial results for the year ended Déegr81, 2010 include the following:

. Segment loss before taxes for the year endedritese31, 2010 was $145.8 million compared to add$222.3 million and a loss
of $62.4 million for the years ended December 3D%and 2008, respective

. Net interest income for the year ended Decembe2@10 was $15.2 million compared to $2.6 milliord &28.8 million for the
years ended December 31, 2009 and 2008, respgcfied increase in 2010 was mainly related to &driggmount of asse
financed by a larger core deposit base at lowesrdian brokered CDs that funded a portion of agkeing 2009 and also due to
charges made to operating segments in Puerto RimCorporation reduced the reliance on brokered @ibing 2010 and, as of
December 31, 2010, the entire United States opaistre
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funded by deposits gathered through the brancharktin Florida and from advances from the FHLB.&lbwer reversals ¢
interest income due to the lower level of infloWdaans to non-accruing status contributed to therovement in net interest
income. The decrease in net interest income in 28@@pared to 2008, was related to the surge irpeoforming assets, mainly
construction loans, and a decrease in the volunag@fage earning-assets partially offset by a lawset of funding due to the
decline in market interest rates that benefit ggerates paid on short-term borrowings. In 2008 ,Gorporation implemented
initiatives to accelerate deposit growth with speemphasis on increasing core deposits and deéwgethe use of brokered depos
Also, the Corporation took actions to reduce its-performing credits including through sales of darteoubled loans

. The provision for loan losses for 2010 was $118ilion compared to $188.7 million and $53.4 nuillifor 2009 and 2008,
respectively. The decrease in 2010, as compar2d@®, was mainly related to the construction loartfplio and reflected lower
charges to specific reserves, the slower migrasfdnans to non-performing status and the oveealliction of the Corporation’s
exposure to construction loans in Florida. The miown for construction loans in the United Statesrédased by $68.4 million in
2010 as the non-performing construction loans phbetin this region decreased by 79% to $49.6 onillicompared to
$246.3 million as of December 31, 2009. The inaéaghe provision for loan and lease losses irH208s mainly driven by the
increase in non-performing loans and the declineplfateral values that has resulted in historicateases in charge-offs levels.
Higher delinquency levels and loss trends were atten for the loss factors used to determine tineigé reserve. Also, additional
charges were necessary because of a higher vollimpaired loans that required specific reservesfeRto the “Provision for
Loan and Lease Losses” discussion above and tiribke Management — Allowance for Loan and Leasedessand Non-
performing Assets” discussion below for additiomdibrmation with respect to the credit quality b&tloan portfolio in the United
States

. Total non-interest income for the year ended Deasr 31, 2010 amounted to $0.9 million comparedote-interest income of
$1.5 million and non-interest loss of $3.6 millifur the years ended December 31, 2009 and 20Q&ctsgely. The fluctuations in
non-interest income for 2010 and 2009 were maielgted to the sale of corporate bonds in 2009 dotwihe Corporation realized
a gain of $0.9 million. With respect to these auttustry corporate bonds, the Corporation took iimpent charges of $4.2 million
in 2008.

. Direct non-interest expenses in 2010 were $42I1Bmcompared to $37.7 million and $34.2 milliéor 2009 and 2008,
respectively. The increase in 2010 and 2009 wadiy increases in the FDIC insurance premium esg@ehigher losses on REO
operations and increases in professional servies fa 2009, non-interest expenses included theillion impairment charge on
the core deposit intangible in Floric
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Virgin Islands Operations

The Virgin Islands Operations segment consistdldfaaking activities conducted by FirstBank in #eS. and British Virgin Island:
including retail and commercial banking serviceghwa total of fourteen branches serving St. TharBasCroix, St. John, Tortola and Vir
Gorda. The Virgin Islands Operations segment igetiriby its consumer, commercial lending and degakihg activities. Since 2005,
FirstBank has been the largest bank in the U.QjiVilslands measured by total ass

Loans to consumers include auto, boat, linegedit, personal loans and residential mortgagadoDeposit products include interest
bearing and non-interest bearing checking and gawaacounts, Individual Retirement Accounts (IRAJ aetail certificates of deposit.
Retail deposits gathered through each branch sertlee funding sources for the lending activi

The highlights of the Virgin Islands operations ment financial results for the year ended Decer3tte2010 include the followin¢

. Segment income before taxes for the year endedrite®e31, 2010 was $3.2 million compared to $0.Tioniland $9.2 million foi
the years ended December 31, 2009 and 2008, resgec

. Net interest income for the year ended Decembe2@10 was $61.2 million compared to $61.1 milliowd &60.0 million for the
years ended December 31, 2009 and 2008, respgcfivet increase in net interest income in 201020@P was primarily due t
the decrease in the cost of funding due to matutidg renewed at lower prevailing rates and redastia rates paid on interest-
bearing and savings accounts due to the declineanket interest rate

. The provision for loan and lease losses for 20tBeased by $1.9 million compared to the samepgean 2009 and increased by
$12.7 million when comparing 2009 with the saméqekin 2008. The increase in the provision for 20d3® mainly associated w
the construction loan portfolio and in particulatated with charges to specific reserves of $6l4aniallocated to one construction
project classified as impaired loan during 2010sWes partially offset by decreases in generaresfactors allocated to this loan
portfolio that incorporate the significantly loweistorical charge-offs in this region. The increasthe provision for 2009 was
mainly related to the construction and resideratital commercial mortgage loans portfolio affectednoyeases to general reserves
to account for higher delinquency levels and alehging economy

. Non-interest income for the year ended December 310 2@k $10.7 million compared to $10.2 million argd8bmillion for the
years ended December 31, 2009 and 2008, respgctived increase for 2010, as compared to 2009,measly related to highe
fees on loans related to credit facilities to thegW Islands government. The increase for 200¢aaspared to 2008, was mainly
related to higher service charges on deposit a¢cs@md higher ATM interchange fee incor

. Direct non-interest expenses for the year endsckBber 31, 2010 were $41.6 million compared ta4bdbllion and $48.1 million
for the years ended December 31, 2009 and 20Q&cteely. The decrease in 2010, as compared t8,208s mainly due to
reductions in compensation, mainly due to headcawmrtime and bonuses reductions, and reductionsgupancy costs and
business promotion expenses. The decrease in djpecating expenses in 2009, as compared to 208@8aiso primarily due to a
decrease in compensation expel
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FINANCIAL CONDITION AND OPERATING DATA ANALYSIS

Financial Condition

The following table presents an average baaheet of the Corporation for the following years:

December 31

December 31, 2010 2009 2008
(In thousands)
ASSETS
Interes-earning asset:
Money market & other shc-term investment $ 778,41 $ 182,20! $ 286,50:
Government obligation 1,368,36! 1,345,59. 1,402,73!
Mortgage-backed securitie 2,658,27! 4,254,04. 3,923,42.
Corporate bond 2,00( 4,76¢ 7,711
FHLB stock 65,297 76,98: 65,08
Equity securitie: 1,481 2,071 3,76z
Total investment 4,873,83 5,865,66. 5,689,21
Residential mortgage loa 3,488,03 3,523,571 3,351,233
Construction loan 1,315,79: 1,590,30! 1,485,12i
Commercial loan 6,190,95! 6,343,63! 5,473,711
Finance lease 299,86¢ 341,94 373,99¢
Consumer loan 1,506,44! 1,661,09! 1,709,51
Total loans 12,801,10 13,460,56 12,393,58
Total interes-earning assel 17,674,94 19,326,22 18,082,80
Total nor-interes-earning assei(®) 196,09¢ 480,99¢ 425,15(
Total asset $17,871,04 $19,807,22 $18,507,95
LIABILITIES AND STOCKHOLDERS ' EQUITY

Interes-bearing liabilities
Interes-bearing checking accour $ 1,057,55! $ 866,46: $ 580,57:
Savings accoun 1,967,33i 1,540,47. 1,217,73I
Certificates of depos 1,909,401 1,680,32! 1,812,95
Brokered CD:s 7,002,34. 7,300,69 7,671,09
Interes-bearing deposit 11,936,64 11,387,95 11,282,35
Loans payabl® 299,58¢ 643,61 10,79:
Other borrowed fund 2,436,009 3,745,98! 3,864,18!
FHLB advance: 888,29¢ 1,322,13 1,120,78:

Total interes-bearing liabilities 15,560,62 17,099,69 16,278,11
Total nor-interes-bearing liabilities®) 863,21! 852,94 796,47t
Total liabilities 16,423,83 17,952,63 17,074,59
Stockholder’ equity:
Preferred stoc 744,58! 909,27- 550,10(
Common stockholde’ equity 702,61¢ 945,31: 883,26¢
Stockholder’ equity 1,447,20. 1,854,58 1,433,36:
Total liabilities and stockholde’ equity $17,871,04 $19,807,22 $18,507,95

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

(2) Consists of sho-term borrowings under the FED Discount Window Pamg
(3) Includes changes in fair value of liabilities e&tto be measured at fair val
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The Corporation’s total average assets werediillion and $19.8 billion as of December 311@@nd 2009, respectively, a decrease for
2010 of $1.9 billion or 9% as compared to 2009. @ikerease in average assets was due to: (i) aadecoé $1.6 billion in average mortgage-
backed securities primarily driven by sales of $dlllon in MBs during 2010, and, to a lesser ext@mepayments, and (ii) a decrease of
$659.5 million in average loans reflecting a conaltion of pay-downs, charge-offs and sales of naepming credits.

The Corporation’s total average liabilitiesre/$16.4 billion and $18.0 billion as of Decembgr 2010 and 2009, respectively, a decrease of
$1.5 billion or 8% as compared to 2009. The dee@asverage liabilities is mainly a result of Berporation’s decision to deleverage its
balance sheet by the roll-off of maturing broke@ds and advances from FHLB combined with the payrdof the remaining $900 million of
FED advances. Also, reflects the impact of certalance sheet repositioning strategies that indlnd@arly cancellation of $1.0 billion of
long-term repurchase agreements.

Assets

Total assets as of December 31, 2010 amount®t5.6 billion, a decrease of $4.0 billion comguhto $19.6 billion as of December 31,
2009. The decrease in total assets was primarggat of a net decrease of $2.0 billion in thenlpartfolio largely attributable to repayments
of credit facilities extended to the Puerto Ricegrmment and/or political subdivisions coupled wittarge-offs and, to a lesser extent, the sale
of non-performing loans during 2010. Also, theresvaadecrease of $1.6 billion in investment se@sitiriven by sales of $2.3 billion during
2010, mainly U.S. agency MBS and a decrease of 8388lion in cash and cash equivalents as the @attjpn roll-off maturing brokered CL
and advances from FHLB. The decrease in assetm&stent with the Corporation’s deleveraging, isking and balance sheet repositioning
strategies, to among other things, preserve itgdadgmsition and enhance net interest margingénftiture.

Loans Receivable, including loans held for sale
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 2010 2009 2008 2007 2006
Residential mortgage loal $ 3,417,41 $ 3,595,50 $ 3,481,32! $ 3,143,49 $ 2,737,39.
Commercial loans
Commercial mortgage loal 1,670,16: 1,693,42. 1,635,97! 1,353,43! 1,272,071
Construction loan 700,57¢ 1,492,58! 1,526,99! 1,454,64. 1,511,60:!
Commercial and Industrial loau 3,861,54! 4,927,30: 3,757,50: 3,156,93! 2,641,10!

Loans to local financial institutions collateralizby
real estate mortgages and pass-through trust

certificates 290,21¢ 321,52: 567,72( 624,59’ 932,01:
Total commercial loan 6,522,50. 8,434,83! 7,488,20: 6,589,61! 6,356,80:
Finance lease 282,90 318,50: 363,88 378,55¢ 361,63
Consumer loan 1,432,61. 1,579,60! 1,744,48i 1,667,15. 1,772,91
Total loans held for investme 11,655,43 13,928,45 13,077,88 11,778,82 11,228,74
Less:

Allowance for loan and lease los: (553,029 (528,12() (281,526 (190,169 (158,296
Total loans held for investment, r 11,102,41 13,400,33 12,796,36 11,588,65 11,070,44
Loans held for sale (: 300,76t 20,77¢ 10,40: 20,92/ 35,23¢
Total loan, ne $11,403,17 $13,421,10 $12,806,76 $11,609,57 $11,105,68.

(1) Includes $281.6 million associated with lo#mamsferred to held for sale pursuant to a saleeagent entered into to accelerate the de-
risking of the Corporatic’s balance shee

Lending Activities

As of December 31, 2010, the Corporation’altlitans, net of allowance, decreased by $2.®hilivhen compared with the balance as of
December 31, 2009. All major loan categories desgedrom 2009 levels, driven
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by repayments of approximately $1.6 billion fronedit facilities extended to the Puerto Rico govezntras well as charge-offs of
$609.7 million, pay-downs and sales of loans.

As discussed in detail in the executive ov@msection, during the fourth quarter of 2010, @teporation transferred loans with an unpaid
principal balance of $527 million and a book vati&447 million ($335 million of construction loar®83 million of commercial mortgage
loans and $29 million of commercial and industii@ns) to held for sale. The recorded investmettiénoans was written down to a value of
$281.6 million ($207.3 million of construction logr$53.7 million of commercial mortgage loans a@@.6 million of C&I loans), which
resulted in 2010 fourth quarter charge-offs of $168illion (a $127.0 million charge to constructimans, a $29.5 million charge to
commercial mortgage loans and a $8.6 million chéamggommercial and industrial loans).

On February 8, 2011, the Corporation enteménla definitive agreement to sell substantiallyohthe loans transferred to held for sale and,
on February 16, 2011, loans with an unpaid prifdyséance of $510.2 million were sold at a purchaisee of $272.2 million.

As shown in the table above, the 2010 loatd foe investment portfolio was comprised of compial (56%), residential real estate (29%),
and consumer and finance leases (15%). Of thedodak loans held for investment portfolio of $18ilion as of December 31, 2010,
approximately 84% has credit risk concentratioRuirerto Rico, 8% in the United States (mainly ingtege of Florida) and 8% in the Virgin
Islands, as shown in the following table:

Puerto Virgin United
As of December 31, 2010 Rico Islands States Total
(In thousands)
Residential mortgage loal $2,651,20! $430,94¢ $335,26¢ $ 3,417,41
Commercial loans
Commercial mortgage loal 1,138,27. 67,29¢ 464,58¢ 1,670,16:
Construction loan 437,29: 184,76: 78,52 700,57¢
Commercial and Industrial loal 3,646,58! 185,54( 29,41¢ 3,861,54!
Loans to a local financial institution collateraizby real estate

mortgages 290,21¢ — — 290,21¢
Total commercial loan 5,512,37. 437,60: 572,53( 6,522,50-
Finance lease 282,90: — — 282,90
Consumer loan 1,329,60: 72,65¢ 30,34¢ 1,432,61.
Total loans held for investment, grc 9,776,08! 941,20¢ 938,14" 11,655,43
Allowance for loan and lease loss (443,889 (47,029 (62,109 (553,02
Total loans held for investment, r 9,332,19 894,18: 876,03¢ 11,102,41
Loans held for sal 293,99¢ 6,76¢ — 300, 76¢

$9,626,18! $900,94¢ $876,03¢ $11,403,17

First BanCorp relies primarily on its reta@twvork of branches to originate residential andscomer loans. The Corporation supplements its
residential mortgage originations with wholesales&ing released mortgage loan purchases from ragedpankers. The Corporation manages
its construction and commercial loan originatiam®ugh centralized units and most of its originagicome from existing customers as well as
through referrals and direct solicitations.

The following table sets forth certain additib data (including loan production) related to @wporation’s loan portfolio net of the
allowance for loan and lease losses for the datfiedted:
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For the Year Ended December 31,

2010 2009 2008 2007 2006
(In thousands),
Beginning balanc $13,421,10 $12,806,76 $11,609,57 $11,105,68 $12,537,93
Residential real estate loans originated and psetdt 526,38¢ 591,88¢ 690,36! 715,20: 908,84t
Construction loans originated and purchg 175,26( 433,49: 475,83: 678,00« 961,74t
C&l and Commercial mortgage loans originated and
purchaset 1,706,60 3,153,27! 2,175,39! 1,898,15 2,031,62!
Finance leases originat 90,67 80,71¢ 110,59¢ 139,59¢ 177,39
Consumer loans originated and purche 508,57 514,77: 788,21! 653,18( 807,97¢
Total loans originated and purchas 3,007,50: 4,774,15I 4,240,40! 4,084,14. 4,887,59
Sales and securitizations of loe (529,41) (464,70%) (164,587) (147,04, (167,38)
Repayments and prepayme (3,704,22) (3,010,85) (2,589,12) (3,084,530 (6,022,63)
Other (decreases) increa®) (2 (791,799 (684,24%) (289,51 (348,67 (129,82)
Net (decrease) increa (2,017,92) 614,34( 1,197,18 503,89 (1,432,241
Ending balanci $11,403,17 $13,421,10 $12,806,76 $11,609,57 $11,105,68
Percentage (decrease) incre -15.0%% 4.8(% 10.31% 4.5%% -11.42%

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

(2) For 2008, is net of $19.6 million of loansrr the acquisition of VICB. For 2007, includes theharacterization of securities
collateralized by loans of approximately $183.8liovil previously accounted for as a secured comrakl@an with R&G Financial

Residential Real Estate Loans

As of December 31, 2010, the Corporation’'sdergtial real estate loan portfolio held for invasnt decreased by $178.1 million as
compared to the balance as of December 31, 20@niHjority of the Corporation’s outstanding balanteesidential mortgage loans consists
of fixed-rate, fully amortizing, full documentatidoans. In accordance with the Corporation’s undiging guidelines, residential real estate
loans are mostly fully documented loans, and the@maition is not actively involved in the originati of negative amortization loans or
adjustable-rate mortgage loans. The decrease w@mhination of loan sales and securitizations ithaggregate amounted to $415.5 million,
charge-offs of $62.7 million and pay downs and étwsures partially offset by loan originations.

Residential real estate loan production arrdhmses for the year ended December 31, 2010 dectdy $65.5 million, compared to the
same period in 2009 and decreased by $98.5 miltioB009, compared to the same period in 2008.ddweease in 2010 and 2009 was
primarily due to weak economic conditions reflecirea continued trend of higher unemployment raféacting consumers. Nevertheless, the
Corporation’s residential mortgage loan originasiomcluding purchases of $181.8 million, amournte®526.4 million in 2010.

Residential real estate loans represent 188dtaifloans originated and purchased for 2010. Cbiporation’s strategy is to penetrate
markets by providing customers with a variety gthquality mortgage products. The Corporation’stestial mortgage loan originations
continued to be driven by FirstMortgage, its mogggéoan origination subsidiary. FirstMortgage seppénts its internal direct originations
through its retail network with an indirect busiaesgrategy. The Corporation’s Partners in Businestyision of FirstMortgage, partners with
mortgage brokers and small mortgage bankers int®&éco to purchase ongoing mortgage loan prodnoctio

Commercial and Construction Loans

As of December 31, 2010, the Corporation’s mmrtial and construction loan portfolio held fovéistment decreased by $1.9 billion, as
compared to the balance as of December 31, 20@9ndinly to repayments of approximately $1.6 hillfoom credit facilities extended to the
Puerto Rico government and/or political subdivisiaombined with net charge-offs of $493.0 millitne sale of approximately $176.1 million
mainly associated with various non-performing loemElorida and pay downs. The Corporation’s conuiaioans are primarily variable- and
adjustable-rate loans. Included in the $493.0 arilinet charge-offs are $165.1 million associateti Wians transferred to held for sale.
Approximately $447 million of loans were writtenwdo to the value of $281.6 million and transferredhéld for sale pursuant to a non-binding
letter of intent relating to a strategic sale @frie. The Corporation entered into this transadtiaeduce the level of classified and non-
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performing assets and reduce its concentratiooistcuction loans. The Corporation completed the abthese loans on February 16, 2011.

Total commercial and construction loans ol amounted to $1.9 billion for 2010, a decredsk.7 billion when compared to
originations during 2009. The decrease in commkarid construction loan production for 2010, coneplaio 2009, was mainly related to cre
facilities extended to the Puerto Rico and Virgitahds government. Origination related to goverrtreatities amounted to $702.6 million in
2010 compared to $1.8 billion in 2009.

The increase in commercial and constructi@m lproduction for 2009, compared to 2008, was mariven by approximately $1.7 billion
in credit facilities extended to the Puerto Ricov&mment and/or its political subdivisions. Thergase in loan originations related to
government agencies was partially offset by a ¥ tdllion decrease in commercial mortgage loaninations and a decrease of
$179.6 million in floor plan originations. Floorasi lending activities depends on inventory levelgds) financed and their turnover.

As of December 31, 2010, the Corporation Ha@b$L million outstanding of credit facilities gted to the Puerto Rico Government and/or
its political subdivisions down from $1.2 billiors @f December 31, 2009, and $84.3 million granteithé¢ Virgin Islands government, down
from $134.7 million as of December 31, 2009. A sabsal portion of these credit facilities are galiions that have a specific source of inc
or revenues identified for their repayment, sucpraperty taxes collected by the central Governraedfor municipalities. Another portion of
these obligations consists of loans to public coapons that obtain revenues from rates chargeddorices or products, such as electric power
utilities. Public corporations have varying degreémdependence from the central Government antymeceive appropriations or other
payments from it. The Corporation also has loanst@mus municipalities in Puerto Rico for whicletgood faith, credit and unlimited taxing
power of the applicable municipality have been géstito their repayment.

Aside from loans extended to the Puerto Riowédnment and its political subdivisions, the latgean to one borrower as of December 31,
2010 in the amount of $290.2 million is with onentgage originator in Puerto Rico, Doral Financialr@ration. This commercial loan is
secured by individual real-estate loans, mostlyrésidential mortgage loans.

Construction loans originations decreased258% million due to the strategic decision by @wporation to reduce its exposure to
construction projects in both Puerto Rico and tinitedl States. The Corporation’s construction legdiolume has been stagnant for the last
two years due to the slowdown in the U.S. housiagket and the current economic environment in BURito. The Corporation has reduced
its exposure to condoenversion loans in its Florida operations and trotion loan originations in Puerto Rico are maidiaws from existin
commitments. More than 95% of the construction lodginations in 2010 are related to disbursemé&ots previous established commitments
and new loans are mainly associated with constmdtians to individuals. In Puerto Rico, absorptiates on low income residential projects
financed by the Corporation showed signs of impnoset during 2010 but the market is still under poes because of an oversupply of
housing units compounded by lower demand and d#in@d consumer purchasing power and confidencec(inent unemployment rate in
Puerto Rico is close to 15%.

During 2010, $227.9 million of commercial ctmstion project were converted to commercial magggloans or commercial loans, of
which $198.9 million is located in Puerto Rico &®9.0 million in Florida. As a key initiative todrease the absorption rate in residential
construction projects, the Corporation has engawmeiscussions with developers to review saledesgias and provide additional incentives to
supplement the Puerto Rico Government housing #ismackage enacted in September 2010. From SepteimB010 to June 30, 2011, the
Government of Puerto Rico is providing tax and $eation fees incentives to both purchasers anersdiivhether a Puerto Rico resident or
of new and existing residential property, as weltammercial property with a sales price of no ntbas $3 million. Among its provisions, the
housing stimulus package provides various typesaaime and property taxes exemptions as well ascesticlosing costs, including:

- Purchase/Sale of New Residential Property withinRkrioc
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— Any long term capital gain upon selling new resiitdrproperty will be 100% exempt from the paymehincome taxes. Th
purchaser will have an exemption for five yeargtmpayment of property taxes. The cost of filitensps and seals are waived during
the period

. Purchase/Sale of Existing Residential Property@ammercial Property with a Sales Price of No Mawant$3 Million, within the
Period “Qualified Propert”)

— Any long term capital gain upon selling QualifietbpPerty within the Period will be 100% exempt frdine payment of income taxe
Fifty percent of the long term capital gain derifes the future sale of the foregoing propertyl wé exempt from the payment of
income taxes, including the basic alternative tad the alternative minimum tax. Fifty percent of ttost of filing stamps and seals are
waived during the perioc

. Rental Income from Residential Propert

— Income derived from the rental of new or existiegidential property will be exempt from income tsker a period of up to 1
calendar years, commencing on January 1, 2

This legislation is aimed to alleviate some of stress in the construction industry.

The construction loan portfolio held for intregnt in Puerto Rico decreased by $560.9 millionrdpu2010 driven by charge-offs of
$216.4 million, including $127.0 million of chargdfs associated with construction loans transfetogideld for sale, and the aforementioned
conversion of loans to commercial mortgage loansins with a book value of $334 million were writ@mwn and transferred to held for sale
at a value of $207.3 million; substantially alltbése loans were subsequently sold in February,.201

The composition of the Corporation’s constiutioan portfolio held for investment as of DecemB1, 2010 by category and geographic
location follows:

Puerto Virgin United
As of December 31, 2010 Rico Islands States Total

(In thousands)

Loans for residential housing projec

High-rise @ $ 20,72: $ — $ — $ 20,72!
Mid-rise @ 37,17+ 4,93¢ 17,69( 59,80:
Single-family detact 53,96( 8,22¢ 10,47¢ 72,66!
Total for residential housing projec 111,85! 13,16¢ 28,16¢ 153,18!
Construction loans to individuals secured by radiidé properties 11,78¢ 11,702 — 23,48¢
Condc-conversion loan 8,68¢ — — 8,68¢
Loans for commercial projec 133,09¢ 119,88: — 252,98:
Bridge loan<— residential 57,08: — — 57,08:
Bridge loans— commercial 20,03: 12,99° 33,02¢
Land loans<— residential 58,02¢ 17,28: 24,17" 99,48¢
Land loans— commercial 55,40¢ 2,12¢ 13,24¢ 70,78
Working capital 3,092 1,03¢ — 4,12¢
Total before net deferred fees and allowance fan losse: 439,03 185,22: 78,58: 702,84

Net deferred fee (1,749 (460 (60) (2,269
Total construction loan portfolio, gro 437,29: 184,76: 78,52: 700,57¢
Allowance for loan losse (96,08) (35,709 (20,18)) (151,977
Total construction loan portfolio, n $341,21. $149,05! $ 58,34 $ 548,60°

(1) For purposes of the above table, I-rise portfolio is composed of buildings with mohat 7 stories, composed of two projects in PL
Rico.

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

The following table presents further infornoation the Corporation’s construction portfolio &sod for the year ended December 31, 2010:
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(Dollars in thousands

Total undisbursed funds under existing commitm $ 187,56¢
Construction loans held for investment in -accrual status (1 $ 263,05t
Net charge off— Construction loans (Z $ 313,15
Allowance for loan losse— Construction loan $ 151,97:
Non-performing construction loans to total constructiogns 37.55%
Allowance for loan losse— construction loans to total construction loi 21.6%%
Net charg-offs to total average construction loans (2 23.8(%

(1) Excludes $140.1 million of non-performing stnuction loans held for sale as of December 3102ff which approximately
$135.3 million was subsequently sold in Februaf 12

(2) Includes charc-offs of $216.4 million related to construction I@an Puerto Rico (including $127.0 million assoethtvith loans
transferred to held for sale),$90.6 million relateadonstruction loans in Florida and $6.2 milli@hated to construction loans in the
Virgin Islands.

(3) Net charg-offs to average construction loans ratio excludihgrg«offs associated with loans transferred to heldséde was 18.97¢

As part of the aforementioned agreement tidemhs executed in February 2011, FirstBank witiyide an $80 million advance facility to
the Joint Venture that acquired the loans to fumidinded commitments and costs to complete projeuder construction sold.

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

(In thousands

Under $300K $ 70,23"
$300K- $600k 11,91
Over $600Kk (1. 29,70;

$111,85!

(1) Mainly composed of one single-family detached prbfbat accounts for approximately 66% of the restthl housing projects in Puerto
Rico with selling prices over $600

Consumer Loans and Finance Leases

As of December 31, 2010, the Corporation’dfptio of consumer loans and finance leases deetkbyg $182.6 million, as compared to the
portfolio balance as of December 31, 2009. Thinadénly the result of repayments and chaoffs-that on a combined basis more than offse
volume of loan originations during 2010. Nevertisslehe Corporation experienced a decrease irhaege-offs of consumer loans and finance
leases that amounted to $53.9 million for 201G;ampared to $61.1 million for 2009.

Consumer loan originations are principallywdri through the Corporatiantetail network. For the year ended December 310 2consume
loan and finance lease originations amounted t®$5Million, an increase of $3.8 million or 1% coangd to 2009 mainly related to auto
financings. For the year ended December 31, 2afigswmer loan and finance lease originations amdunt8595.5 million, a decrease of
$303.3 million or 34% compared to 2008 adverselyaoied by economic conditions in Puerto Rico aeduhited States and the impact in
2008 of the purchase of a $218 million auto loartfptio from Chrysler Financial Services CaribbelhC in July 2008.

Consumer loan originations are driven by doém originations through a strategy of seekingravide outstanding service to selected auto
dealers who provide the channel for the bulk ofGloeporation’s auto loan originations. This strgtegdirectly linked to our strong and stable
auto floor plan relationships, which are the fourataof a successful auto loan generation operafibie Corporatiors relations with floor pla
dealers are strong and directly benefit the Compmras consumer lending operation. Finance leases asdymmomposed of loans to individu:
to finance the acquisition of a motor vehicle aymidally have five-year terms and are collateraliby a security interest in the underlying
assets.

Investment Activities
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As part of its strategy to diversify its rewensources and maximize its net interest incomst BanCorp maintains an investment portfolio
that is classified as available-for-sale or helawaturity. The Corporation’s available-for-sale drald-to-maturity portfolios as of
December 31, 2010 aggregated $3.2 billion, a réaluctf $1.6 million when compared to $4.8 billios @ December 31, 2009. The reduction
was the net result of approximately $2.1 billionMBS sold during 2010 (mainly U.S. agency MBS) watkveighted average yield of 4.46%,
$252 million of U.S. Treasury Notes sold with a glged average yield of 2.84%, the call of approtetya$1.6 billion of investment securities
(mainly U.S. agency debt securities) with a weidrdegerage yield of 2.16% and MBS prepayments, giprivffset by the purchase of
approximately $850 million in aggregate of 2-,395d 7- year U.S. Treasury Notes with an averaglel yif 1.82%, the purchase of
approximately $1.2 billion of debt securities (mgiB- to 4-year U.S. agency debt securities) witliedd of 1.68% and the purchase of
$696 million of MBS with a weighted-average yielid3057%. Given the current level of interest raed the stage of the economic cycle,
coupled with the need of controlling market risk liquidity considerations, re-investment of setias has been reduced and done in relatively
shorter average term securities.

Over 90% 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 GNMA, FNMA and FHLMC fixed-rasecurities). The
Corporation’s investment in equity securities diiésd as available for sale is minimal, approxintat®0.1 million, which consists of common
stock of a financial institution in Puerto Rico.

The following table presents the carrying eatd investments as of December 31, 2010 and 2009:

(In thousands 2010 2009
(In thousands)
Money market investmen $ 115,56( $ 24,28t
Investment securities he-to-maturity, at amortized cos
U.S. Government and agencies obligati 8,481 8,48(
Puerto Rico Government obligatio 23,94¢ 23,57¢
Mortgage-backed securitie 418,95! 567,56(
Corporate bond 2,00¢ 2,00(
453,38’ 601,61¢
Investment securities availa-for-sale, at fair value
U.S. Government and agencies obligati 1,212,06 1,145,13!
Puerto Rico Government obligatio 136,84: 136,32t
Mortgage-backed securitie 1,395,48! 2,889,01
Equity securitie: 59 30s
2,744,45: 4,170,78:
Other equity securities, including $54.6 millionde$68.4 million of FHLB stock as of December 311@i
and 2009, respective 55,93: 69,93(
Total investment $3,369,33 $4,866,61

Mortgage-backed securities as of Decembe310 and 2009, consist of:

(In thousands 2010 2009
Held-to-maturity
FHLMC certificates $ 2,56¢ $ 5,01
FNMA certificates 416,38 562,54!
418,95: 567,56(
Available-for-sale
FHLMC certificates 1,813 722,24¢
GNMA certificates 991,37¢ 418,31:
FNMA certificates 215,05¢ 1,507,79;
Collateralized Mortgage Obligations issued or gntgad by FHLMC, FNMA and GNM/ 114,91t 156,30°
Other mortgage pa-through certificate 72,315 84,35¢
1,395,48! 2,889,01.
Total mortgag-backed securitie $1,814,43 $3,456,57.
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The carrying values of investment securitiessified as available for sale and held to matur#t of December 31, 2010 by contractual
maturity (excluding mortgage-backed securities @qaity securities) are shown below:

Carrying Weighted
(Dollars in thousands amount average yield %
U.S. Government and agencies obligati
Due within one yea $ 8,48i 0.3C
Due after one year through five ye 1,212,06 1.2t
1,220,55. 1.2¢
Puerto Rico Government obligatio
Due after one year through five ye: 27,29( 4.7C
Due after five years through ten ye 124,06¢ 5.2¢
Due after ten yeal 9,43 5.8€
160,79( 5.2z
Corporate bond
Due after ten yeal 2,00( 5.8(
Total 1,383,34 1.72
Mortgage-backed securitie 1,814,43 4.1C
Equity securitie: 59 —
Total investment securities availa-for-sale and he-to-maturity $3,197,841 3.07

Total proceeds from the sale of securitiesnduthe year ended December 31, 2010 amountedptm@mately $2.4 billion (2009 —
$1.9 billion). The Corporation realized gross gahapproximately $93.7 million in 2010 (2009 — $8nillion), and realized gross losses of
approximately $0.5 million in 2010. There were palized gross losses in 2009. The Corporation tres equity securities that do not have a
readily available fair value. The carrying valuesath securities as of December 31, 2010 and 2@8%®&.3 million and $1.6 million,
respectively. During 2010, the Corporation realiaeghin of $10.7 million on the sale of Visa Cl&sshares, while, in 2009, the Corporation
realized a $3.8 million gain on the sale of VISA&3 A stock. Also, during the first quarter of 200 Corporation realized a one-time gain of
$9.3 million on the mandatory redemption of paritefinvestment in VISA, Inc., which completed i5O in March 2008.

For each of the years ended on December 3D, 20d 2009, the Corporation recorded OTTI chaojepproximately $0.4 million on
certain equity securities held in its available-$ate investment portfolio related to financialtingions in Puerto Rico. Management concluded
that the declines in value of the securities weherthan-temporary; as such, the cost basis sktkecurities was written down to the market
value as of the date of the analysis and was teflea earnings as a realized loss. With respedéeht securities, the Corporation recorded
OTTI charges through earnings of $0.6 million add3#million for 2010 and 2009, respectively, retate the credit loss portion of available-
for-sale private label MBS. Refer to Note 4 to @@rporation’s audited financial statements forybar ended December 31, 2010 included in
Item 8 of this Form 10-K for additional informatioegarding the Corporation’s evaluation of otherthemporary impairment on held-to-
maturity and available-for-sale securities.

Net interest income of future periods willd&féected by the Corporation’s decision to deleverisg investment securities portfolio to
preserve its capital position and from balance steg@sitioning strategies. Also, net interest meocould be affected by prepayments of
mortgage-backed securities. Acceleration in thegyments of mortgage-backed securities would |guedds on these securities, as the
amortization of premiums paid upon acquisitionhede securities would accelerate. Conversely, @@t&n in the prepayments of mortgage-
backed securities would increase yields on seesrfiurchased at a discount, as the amortizatitimealiscount would accelerate. These risks
are directly linked to future period market intenege fluctuations. Also, net interest incomeutufe periods might be affected by the
Corporation’s investment in callable securitiespfgximately $1.6 billion of investment securitiesainly U.S. Agency debentures, with an
average yield of 2.16% were called during 20100ABecember 31, 2010, the Corporation has appraein&417.8 million in debt securities
(U.S. agency and Puerto Rico government securitigh)embedded calls and with an average yield.28%. Refer to the “Risk Management”
section below for further analysis of the effedtgltanging interest rates on the Corporation’simetrest income and of the interest rate risk
management strategies followed by the CorporafMso refer to Note 4 to the Corporation’s auditethhcial statements for the year ended
December 31, 2010 included in Item 8 of this Fof¥Klfor additional information regarding the Corption’s investment portfolio.
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Investment Securities and Loans Receivable Mat@s

The following table presents the maturitiesepricing of the loan and investment portfolioci®ecember 31, 2010:

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 $ 115,56( $ — $ — $ — $ — $ 115,56(
Mortgage-backed securitie 246,02 5,05 — 1,563,35: — 1,814,43
Other securitie(@ 65,72¢ 1,331,201 — 42,41( — 1,439,33!
Total investment 427,31. 1,336,25 — 1,605,76:. — 3,369,33.
Loans:(W(2)(3)
Residential mortgag 747,74! 267,15¢ — 2,421,66! — 3,436,56!
C&l and commercial mortgac 4,714,67 533,02° 125,95: 522,61¢ — 5,896,27.
Constructior 834,25; 11,38¢ — 62,20" — 907,84¢
Finance lease 29,28: 253,62: — — — 282,90
Consume 174,36 1,258,24. — — — 1,432,61.
Total loans (4 6,500,32 2,323,43 125,95! 3,006,49. — 11,956,20
Total earning asse $6,927,63! $3,659,69: $125,95: $4,612,25. $ — $15,325,53

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

(2) Equity securities available-for-sale, othguigy 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.

(4) Includes loans held for sale of $300.8 million (¥20million of construction loans; $74.3 million 6&l and commercial mortgage loar
$19.1 million of residential mortgage loans) unde* one year or less categ.

Goodwill and other intangible assets

Business combinations are accounted for usiagpurchase method of accounting. Assets acqairddiabilities assumed are recorded at
estimated fair value as of the date of acquisitidier initial recognition, any resulting intangéassets are accounted for as follows:

Goodwiill

The Corporation evaluates goodwill for impagmhon an annual basis, generally during the foguidrter, or more often if events or
circumstances indicate there may be an impairnizuring 2010, the Corporation determined that it wiai$s best interest to move the annual
evaluation date to an earlier date within the fognaarter; therefore, the Corporation evaluatedigdlbfor impairment as of October 1, 2010.
The change in date provided room for improvemeniéotesting structure and coordination and wakpeed in conjunction with the
Corporation’s annual budgeting process. Goodwifamment testing is performed at the segment @pdrting unit”) level. Goodwill is
assigned to reporting units at the date the goddwiihitially recorded. Once goodwill has beenigsed to reporting units, it no longer retains
its association with a particular acquisition, aticbf the activities within a reporting unit, wiet acquired or internally generated, are
available to support the value of the goodwill. Tmrporation’s goodwill is mainly related to thegacsition of FirstBank Florida in 2005.

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 to its carrying value, including givall. If the estimated fair value of a reportingituexceeds its carrying value, goodwill is not
considered impaired. If the carrying value excebds
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estimated fair value, there is an indication ofgptial impairment and the second step is perfortnedeasure the amount of the impairment.

The second step (“Step 2”) involves calcutptim implied fair value of the goodwill for eacthpogting unit for which the first step indicated
a potential impairment. The implied fair value afoglwill is determined in a manner similar to thé&cakation of the amount of goodwill in a
business combination, by measuring the excessadsdtimated fair value of the reporting unit, akedained in the first step, over the aggres
estimated fair values of the individual assetdilites and identifiable intangibles as if the ogfing unit was being acquired in a business
combination. If the implied fair value of goodwilkceeds the carrying value of goodwill assignetthéoreporting unit, there is no impairment.
If the carrying value of goodwill assigned to aagmg unit exceeds the implied fair value of tl@dwill, an impairment charge is recorded
the excess. An impairment loss cannot exceed thgilcg value of goodwill assigned to a reportingtuand the loss establishes a new basis in
the goodwill. Subsequent reversal of goodwill impeEnt losses is not permitted.

In determining the fair value of a reportingtuwhich is based on the nature of the businagdsr@porting unit’s current and expected
financial performance, the Corporation uses a caatlin of methods, including market price multippdssomparable companies, as well as a
discounted cash flow analysis (“DCF”). The Corpmatevaluates the results obtained under each tiafuaethodology to identify and
understand the key value drivers in order to aarethat the results obtained are reasonable gmpgate under the circumstances.

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

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

. the potential future earnings of the reporting ;usuitd

. the market growth and new business assumpt

For purposes of the market comparable appraedhation was determined by calculating medidacepto book value and price to tangible
equity multiples of the comparable companies amlyapy these multiples to the reporting unit toideran implied value of equity.

For purposes of the DCF analysis approachvahgtion is based on estimated future cash flde. financial projections used in the DCF
analysis for the reporting unit are based on thetmrexent available (as of the valuation date). gilesvth assumptions included in these
projections are based on management’s expectaifcthg reporting unit’s financial prospects as veallparticular plans for the entity (i.e.
restructuring plans). The cost of equity was esthaising the capital asset pricing model (CAPMhgisomparable companies, an equity risk
premium, the rate of return of a “riskless” asa@etl a size premium. The discount rate was estimatbd 14.3 percent. The resulting discount
rate was analyzed in terms of reasonability givement market conditions.

The Step 1 evaluation of goodwill allocatedhe Florida reporting unit, which is one leveldeglthe United States business segment,
indicated potential impairment of goodwill. The Btefair value for the unit under both valuatiopegaches (market and DCF) was below the
carrying amount of its equity book value as ofvhtiation date (October 1), requiring the completd Step 2. In accordance with accounting
standards, the Corporation performed a valuaticallafssets and liabilities of the Florida uniglirding any recognized and unrecognized
intangible assets, to determine the fair valueatfassets. To complete Step 2, the Corporatiomatbt! from the unit's Step 1 fair value the
determined fair value of the net assets to arfiteaimplied fair value of goodwill. The resultsthe Step 2 analysis indicated that the implied
fair value of goodwill of $39.3 million exceededetgoodwill carrying value of $27 million, resultimg no goodwill impairment. The analysis
results for Step 2 indicated that the reductiothanfair value of the reporting unit was mainlyrigtitable to the deteriorated fair value of the
loan portfolios and not the fair value of the rdpay unit as going concern. The discount in thenlpartfolios is mainly attributable to market
participants’ expected rates of returns, whichcié@ the market discount on the Florida commenroiaitgage and residential mortgage
portfolios. The fair value of the loan portfoliotdemined for the Florida reporting unit represerdetiscount of $113 million.
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The reduction in the Florida unit Step 1 fatue was offset by a reduction in the fair vali@onet assets, resulting in an implied fair walu
of goodwill that exceeded the recorded book vafugoodwill. If the Step 1 fair value of the Floridait declines further without a
corresponding decrease in the fair value of itsassets or if loan discounts improve without aegponding increase in the Step 1 fair value,
the Corporation may be required to record a goddmipairment charge. The Corporation engaged aparty valuator to assist management
in the annual evaluation of the Florida unit godti¢imcluding Step 1 and Step 2), including theuatlon of loan portfolios as of the October 1
valuation date. In reaching its conclusion on impaint, management discussed with the valuator #tbadologies, assumptions and results
supporting the relevant values for the goodwill determined that they were reasonable.

The goodwill impairment evaluation processuiegs the Corporation to make estimates and assomspivith 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 Corporatioresults of operations and the profitability of teporting unit where goodwill is recorded.

Goodwill was not impaired as of December 311,Ror 2009, nor was any goodwill written-off deempairment during 2010, 2009 and
2008.

Other Intangibles

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

The Corporation performed impairment testslieryear ended December 31, 2010 and determia¢ddhmpairment was needed to be
recognized for other intangible assets. As a refudh impairment evaluation of core deposit inthlgs, there was an impairment charge of
$4.0 million recorded in 2009 related to core dépasxf FirstBank Florida attributable to decreasethe base of acquired core deposits.

RISK MANAGEMENT
General

Risks are inherent in virtually all aspectsrad Corporation’s business activities and openati€onsequently, effective risk management is
fundamental to the success of the Corporation.pFimeary goals of risk management are to ensuretfiea€Corporation’s risk taking activities
are consistent with the Corporation’s objectived dsk tolerance and that there is an appropriaterize between risk and reward in order to
maximize stockholder value.

The Corporation has in place a risk manageiframework to monitor, evaluate and manage thecppai risks assumed in conducting its
activities. First BanCorp’s business is subjeatight 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) contingemisk. First BanCorp has adopted policies and
procedures designed to identify and manage riskghtoh the Corporation is exposed, specificallysthoelating to liquidity risk, interest rate
risk, credit risk, and operational risk.

Risk Definition
Liquidity Risk
Liquidity risk is the risk to earnings or ctgiarising from the possibility that the Corpoaeatiwill 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
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Interest rate risk is the risk to earningsapital arising from adverse movements in interatgs, refer to “—Interest Rate Risk
Management” section below for further details.

Market Risk

Market risk is the risk to earnings or capégbing 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 Ridatnagement” section below for further
details.

Credit Risk

Credit risk is the risk to earnings or capégking from a borrower’s or a counterparty’sdad to meet the terms of a contract with the
Corporation or otherwise to perform as agreed. Refé&—Credit Risk Management” section below forther details.

Operational Risk

Operational risk is the risk of loss resultingm inadequate or failed internal processes, [geapd systems or from external events. This
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’sufislto 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 Gapon’s market value, capital or earnings of
negative public opinion, whether true or not. Tiisk affects the Corporation’s ability to establigw relationships or services, or to continue
servicing existing relationships.

Contingency Risk
Contingency risk is the risk to earnings aagdit@l associated with the Corporation’s preparsdiier 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:

Board of Directors

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

Asset and Liability Committe

The Asset and Liability Committee of the Caigin is appointed by the Board of Directors tsistthe Board of Directors in its oversight
of the Corporation’s policies and procedures relateasset and liability management relating talfumanagement, investment management,
liquidity, interest rate risk management, capitiéguacy and use of derivatives. In doing so, the@ittee’s primary general functions invoh
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The establishment of a process to enable the r@@mgrassessment, and management of risks théd effect the Corporatic's asset

and liabilities managemer

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

The evaluation of the adequacy and effectivenediseo€orporatio’s risk management process relating to the Corpw's assets an

liabilities, including manageme’s role in that process; ai

The evaluation of the Corporati’s compliance with its risk management processinglabd the Corporatic’s assets and liabilitie

Credit Committee

The Credit Committee of the Board of Directisrappointed by the Board of Directors to as$istBoard of Directors in its oversight of the
Corporation’s policies and procedures related ltmaltters of the Corporation’s lending function.daing so, the Committee’s primary general
functions involve:

The establishment of a process to enable thdifidation, 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 effectivenéfize Corporation’s risk management process relatehe 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 lendirtbaities approved by the Board of Directc

Audit Committet

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

The conduct and integrity of the Corpora’s financial reporting to any governmental or retpiiabody, shareholders, other user:
the Corporatio’s financial reports and the publ

The Corporatio’s systems of internal control over financial reppgriand disclosure controls and procedu

The qualifications, engagement, compensatiorgpeddence and performance of the Corporation’iegent auditors, their conduct
of the annual audit of the Corporat’s financial statements, and their engagement tage@ny other service

The Corporatio’s legal and regulatory compliant

The implementation of the Corporat’s related person transaction policy as establiblgettie Board of Director:

The implementation of the Corporatisrcode of business conduct and ethics as estathlishmanagement and the Board of Direct
and
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. The preparation of the Audit Committee reportuiegg to be included in the Corporation’s annuabgrstatement by the rules of the
Securities and Exchange Commissi

In performing this function, the Audit Comneit is assisted by the Chief Risk Officer (“CRO"lahe Risk Management Council (“RME”
and other members of senior management.

Strategic Planning Committee

The Strategic Planning Committee of the Caaifion is appointed by the Board of Directors of @@poration to assist and advise
management with respect to, and monitor and ovemsdehalf of the Board, corporate developmenviiets not in the ordinary course of the
Corporation’s business and strategic alternativefeuconsideration from time to time by the Corgiorg including, but not limited to,
acquisitions, mergers, alliances, joint venturégegtitures, capitalization of the Corporation axtker similar corporate transactions.

Compliance Committee

The Compliance Committee of the Corporatioagpointed by the Board of Directors to assistBhard of the Bank in fulfilling its
responsibility to ensure the Corporation and thekBaomply with the provisions of the Order enterred with the FDIC and the OCIF and the
Written Agreement entered into with the FED. Ortee Agreements are terminated by the FDIC, OCIFthad-ED the Committee will cease
to exist.

Executive Risk Management Commi

The Executive Risk Management Committee ioappd by the Chief Executive Officer to assist @@poration in overseeing, and
receiving information regarding the Corporationtdipies, procedures and practices related to thp@ation’s risks. In doing so, the Counsil’
primary general functions involve:

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

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

. The evaluation of the risk management processetatify any gap and the implementation of any neargssontrol to close such ge
. The establishment of a process to enable the r@@mgrassessment, and management of risks théd edfect the Corporation; ar
. The provision to the Board of Directors of appraggiinformation about the Corporat’s risks.

Refer to “Interest Rate Risk, Credit Risk, widjty, Operational, Legal and Regulatory Risk Mgament -Operational Risk” discussion
below for further details of matters discussechim Risk Management Council.

Other Management Committees

As part of its governance framework, the Coagion has various additional risk managementedl@ommittees. These committees are
jointly responsible for ensuring adequate risk measient and management in their respective areastiobrity. At the management lev
these committees include:

(1) Management’s Investment and Asset Liabliymmittee (“MIALCO”") —oversees interest rate and market risk, liquidignegemer
and other related matters. Refer to “—Liquidity IRéd Capital Adequacy and Interest Rate Risk Mamant” discussions below for
further details

(2) Information Technology Steering Committeeis+esponsible for the oversight of and counseainatters related to information
technology including the development of informatinanagement policies and procedures throughou@éngoration.
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3)

(4)

()

(6)

Officers

Bank Secrecy Act Committee — is responsiblieoversight, monitoring and reporting of the @aration’s compliance with the Bank
Secrecy Act

Credit Committees (Delinquency and Credit Managdrm@@ammittee'— oversees and establishes standards for creditndsiagemer
processes within the Corporation. The Credit Managd Committee is responsible for the approvabahk above an established size
threshold. The Delinquency Committee is responditi¢he periodic review of (1) past due loans,d2¢rdrafts, (3) nomccrual loans
(4) other real estate owne*OREC") assets, and (5) the bé's watch list and nc-performing loans

Florida Executive Steering Committee — @e&s implementation and compliance of policies@pgt by the Board of Directors and
the performance of the Florida region’s operatidii®e Florida Executive Steering Committee evaluatesmonitors interrelated risks
related to FirstBar’s operations in Floridi

Vendor Management Committee — overseegigsli procedures and related practices relatdtet@orporatiors vendor manageme
efforts. The Vendor Management Committee primagéyeral functions involve the establishment of@pss and procedures to
enable the recognition, assessment, managemema@mitbring of vendor management ris

As part of its governance framework, the faflog 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 liRisssessment Manager manages the operationalnegikgom.

(3) Commercial Credit Risk Officer, Retail Credit RiGkficer, Chief Lending Officer and other senior extives, are responsible
managing and executing the Corpora’s credit risk progran

(4) Chief Financial Officer together with th@@oration’s Treasurer manages the Corporatiotésast rate and market and liquidity risks
programs and, together with the Corporation’s CAefounting Officer, is responsible for the implemtation of accounting policies
and practices in accordance with GAAP and appleabyulatory requirements. The Chief Financial ffiis assisted by the Risk
Assessment Manager in the review of the Corpor’s internal control over financial reportir

(5) Chief Accounting Officer is responsible for the dlpment and implementation of the Corporé’s accounting policies and practic
and the review and monitoring of critical accouatsl transactions to ensure that they are managemtordance with GAAP and
applicable regulatory requiremen

Other Officers

In addition to a centralized Enterprise Ris&ridgement function, certain lines of business anplozate functions have their own Risk
Managers and support staff. The Risk Managers ewbiporting directly within their respective linEhusiness or function, facilitate
communications with the Corporation’s risk functaand work in partnership with the CRO and CFOntsuee alignment with sound risk
management practices and expedite the implementatithe enterprise risk management framework aidips.

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 liquidisk, interest rate risk, credit risk,
operational risk, legal and regulatory risk.
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Liquidity Risk and Capital Adequacy

Liquidity is the ongoing ability to accommoddiability maturities and deposit withdrawals, fuasset growth and business operations, and
meet contractual obligations through unconstraemmkss to funding at reasonable market rates. dityunanagement involves forecasting
funding requirements and maintaining sufficientamEfy to meet the needs for liquidity and accomnmedlactuations in asset and liability
levels due to changes in the Corporation’s businpssations or unanticipated events.

The Corporation manages liquidity at two lesvdihe first is the liquidity of the parent compawmsich is the holding company that owns the
banking and non-banking subsidiaries. The secotittitiquidity of the banking subsidiary. As of ecber 31, 2010, FirstBank could not pay
any dividend to the parent company except upornipeoéprior approval by the FED.

The Asset and Liability Committee of the BoafDirectors is responsible for establishing treoration’s liquidity policy as well as
approving operating and contingency proceduresaomitoring liquidity on an ongoing basis. The MIBD, using measures of liquidity
developed by management, which involve the usewdral assumptions, reviews the Corporation’s tlquiposition on a monthly basis. The
MIALCO oversees liquidity management, interest rigk and other related matters. The MIALCO, whieports to the Board of Directors’
Asset and Liability Committee, is composed of sem@anagement officers, including the Chief Execaitficer, the Chief Financial Officer,
the Chief Risk Officer, the Retail Financial Seegdirector, the Risk Manager of the Treasury awved$tments Division, the Asset/Liability
Manager, and the Treasurer. The Treasury and Imesds Division is responsible for planning and exieg the Corporation’s funding
activities and strategy; monitoring liquidity awability on a daily basis and reviewing liquidity asires on a weekly basis. The Treasury and
Investments Accounting and Operations area of tharoller’s Department is responsible for caldunigthe liquidity measurements used by
the Treasury and Investment Division to review@uporations daily and weekly liquidity position and on a mugtbasis, the Asset/Liabilit
Manager estimates the liquidity gap for longer pasi

In order to ensure adequate liquidity throtighfull range of potential operating environmegntsl market conditions, the Corporation
conducts its liquidity management and businessidies in a manner that will preserve and enhanoelihg stability, flexibility and diversity.
Key components of this operating strategy includ&ang focus on the continued development of enetebased funding, the maintenance of
direct relationships with wholesale market fundamgviders, and the maintenance of the ability qaitiate certain assets when, and if,
requirements warrant.

The Corporation develops and maintains costicg funding plans. These plans evaluate the Catipor's liquidity position under various
operating circumstances and allow the Corporaticensure that it will be able to operate througtiquks of stress when access to normal
sources of funds is constrained. The plans préjeating requirements during a potential periodtodéss, specify and quantify sources of
liquidity, outline actions and procedures for effeely managing through a difficult period, and idefroles and responsibilities. In the
Contingency Funding Plan, the Corporation stretsefalance sheet and the liquidity position tticai levels that imply difficulties in getting
new funds or even maintaining its current fundingition, thereby ensuring the ability to honordatenmitments, and establishing liquidity
triggers monitored by the MIALCO in order to maintéhe ordinary funding of the banking business.eéEhdifferent scenarios are defined in
the Contingency Funding Plan: local market everaidlit rating downgrade, and a concentration evEmy are reviewed and approved
annually by the Board of Directors’ Asset and LigpiCommittee.

The Corporation manages its liquidity in agmtive manner, and maintains a sound liquidity fpmsi Multiple measures are utilized to
monitor the Corporation’s liquidity position, inding basic surplus and volatile liabilities measurehe Corporation has maintained basic
surplus (cash, short-term assets minus short-tabiifies, and secured lines of credit) well incess of the self-imposed minimum limit of 5%
of total assets. As of December 31, 2010, the eséichbasic surplus ratio was approximately 11%udicg un-pledged investment securities,
FHLB lines of credit, and cash. At the end of tieary2010, the Corporation had $453 million avaddbl additional credit on the FHLB line
credit. Unpledged liquid securities as of Decen@ir2010 mainly consisted of fixed-rate MBS and.la@ncy debentures totaling
approximately $895 million. The Corporation does mady on uncommitted inter-bank lines of crededéral funds lines) to fund its operations
and does not include them in the
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basic surplus computation. As of December 31, 26#holding company had $42.4 million of cash eash equivalents. Cash and cash
equivalents at the Bank as of December 31, 201e agproximately $370.3 million. The Bank has $10ian, $286 million and $7.7 millior

in repurchase agreements, FHLB advances and nayable, respectively, maturing in 2011. In additibtad $6.3 billion in brokered depos

as of December 31, 2010 of which $3.0 billion matduring 2011. Liquidity at the bank level is higldlependent on bank deposits, which fund
77.71% of the Bank’s assets (or 37.55% excludindiéred CDs). The Corporation has continued to iksakered CDs pursuant to temporary
approvals received from the FDIC to renew or rekiocertain amounts of brokered CDs through Jun@@01. Management cannot be certain
it will continue to obtain waivers from the restiims to issue brokered CDs under the Order to fiteebligations and execute its business
plans.

Sources of Funding

The Corporation utilizes different sourceduwsfding to help ensure that adequate levels ofditjuare available when needed.
Diversification of funding sources is of great innfamce to protect the Corporation’s liquidity franmarket disruptions. The principal sources of
short-term funds are deposits, including broker&s$,Gecurities sold under agreements to repurchasdijnes of credit with the FHLB. The
Asset Liability Committee of the Board of Directaeviews credit availability on a regular basiseT®orporation has also securitized and sold
mortgage loans as a supplementary source of funilisgances of commercial paper have also in teegravided additional funding. Long-
term funding has also been obtained through theisse of notes and, to a lesser extent, long-teokebed CDs. The cost of these different
alternatives, among other things, is taken intcseration.

The Corporation is in the process of deleviegags balance sheet by reducing the amountsakdyed CDs and, during 2010, it repaid the
remaining balance of $900 million in FED advancess@anding as of December 31, 2009. The reductiohsokered CDs are consistent with
the requirements of the Order that preclude theaisse of brokered CDs without FDIC approval andiirega plan to reduce the amount of
brokered CDs. The reductions in brokered CDs arid &&vances are being partly offset by increasesiia deposits. Brokered CDs decreased
$1.3 billion to $6.3 billion as of December 31, B(tom $7.6 billion as of December 31, 2009. At fagne time, as the Corporation focuses on
reducing its reliance on brokered deposits, ieEking to add core deposits.

The Corporation continues to have the supmfocteditors, including repurchase agreements @vpatties, the FHLB, and other agents such
as wholesale funding brokers. While liquidity is@rgoing challenge for all financial institutiomsanagement believes that the Corporation’s
available borrowing capacity and efforts to growpalgts will be adequate to provide the necessarglifig for the 2011 business plans.
Nevertheless, managem’s alternative capital preservation strategieslmaimplemented should adverse liquidity conditiarise. Refer to
“Capital” discussion below for additional informarti about capital raising efforts that would impeeapital and liquidity levels.
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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, 201 2010 2009 2008
(Dollars in thousands)
Savings account 1.31% $ 1,938,47 $1,761,64 $ 1,288,17
Interes-bearing checking accour 1.54% 1,012,00! 998,09 726,73:
Certificates of depos 1.94% 8,440,57. 9,212,28. 10,416,59
Interes-bearing deposit 1.80% 11,391,05 11,972,02 12,431,50
Nor-interes-bearing deposit 668,05: 697,02. 625,924
Total $12,059,11  $12,669,04  $13,057,43
Interes-bearing deposits
Average balance outstandi $11,933,82  $11,387,95  $11,282,35
Non-interes-bearing deposits
Average balance outstandi $ 727,38. $ 71598, $ 682,49¢
Weighted average rate during the period on int-bearing deposit®) 2.08% 2.7%% 3.75%

(1) Excludes changes in fair value of callablekiered CDs measured at fair value and changegifathvalue of derivatives that
economically hedge brokered CC

Brokered CDs— A large portion of the Corporation’s funding Heeen retail brokered CDs issued by FirstBank. Timtakered CDs
decreased from $7.6 billion at December 31, 20086t8 billion as of December 31, 2010. Althoughtlad regulatory capital ratios
exceeded the established “well capitalized” lee¢lDecember 31, 2010, because of the Order witirENE, FirstBank cannot be treated
as a “well capitalized” institution under regulat@uidance and cannot replace maturing brokeredwib®ut the prior approval of the
FDIC. Since the issuance of the Order, the FDICgnasted the Bank temporary waivers to enable éottinue accessing the brokered
deposit market through June 30, 2011. The Bankregjlest approvals for future periods. The Corpamatas been using proceeds from
repayments and sales of loans and investmentsytdgwan maturing borrowings, including brokered CBiso, the Corporation
successfully implemented its core deposit growthatsgy that resulted in an increase of $669.6 omijlor 14%, in core deposits during
2010. Core deposits exclude brokered deposits ablicfunds.

The average remaining term to maturity of the tégaikered CDs outstanding as of December 31, 20approximately 1.3 years.
Approximately 4% of the principal value of thesetifieates is callable at the Corporation’s option.

The use of brokered CDs has been patrticularly inapbfor the growth of the Corporation. The Corpimraencounters intense
competition in attracting and retaining regulaeiledeposits in Puerto Rico. The brokered CDs mtagkeery competitive and liquid, and
the Corporation has been able to obtain substartiaunts of funding in short periods of time. T$timtegy has enhanced the
Corporation’s liquidity position, since the brokéréDs are insured by the FDIC up to regulatorytémand can be
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obtained faster than regular retail deposits. Shthe FDIC fail to approve waivers for the renewnfbrokered CD'’s, the Corporation
would accelerate the deleveraging through a sydtemiiaposition of assets to meet its liquidity deeDuring 2010, the Corporation
issued $3.9 billion in brokered CDs to renew matyitirokered CDs having an average coupon of 1.229n(cost of 1.53%).
Management believes it will continue to obtain veas/from the restrictions in the issuance of bre#eZDs under the Order to meet its
obligations and execute its business plans.

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

2010.
(In thousands;
Three months or les $ 858,47¢
Over three months to six mont 697,41¢
Over six months to one ye 2,220,98
Over one yea 3,753,87!
Total $ 7,530,75:

Certificates of deposit in denominations of $100,00 higher include brokered CDs of $6.3 billiosued to deposit brokers in the form
of large ($100,000 or more) certificates of deptsit are generally participated out by brokershares of less than $100,000 and are
therefore insured by the FDIC. Certificates of dapwith denominations of $100,000 or higher alsdude $26.3 million of deposits
through the Certificate of Deposit Account Regisggrvice (CDARS). In an effort to meet customerdse&nd provide its customers with
the best products and services available, the Catipa’s bank subsidiary, FirstBank Puerto Riccs jtaned a program that gives
depositors the opportunity to insure their moneyonel the standard FDIC coverage. CDARS can offstacners access to FDIC
insurance coverage beyond the $250 thousand peumtcwithout limit, by placing deposits in multipb@nks through a single bank
gateway, when they enter into the CDARS Depositétteent Agreement, while earning attractive retamsheir deposits.

Retail deposits —Fhe Corporation’s deposit products also includell@gsavings accounts, demand deposit accountsgynoarket
accounts and retail CDs. Total deposits, excluthirdered CDs, increased by $692.1 million to $5l&h from the balance of

$5.1 billion as of December 31, 2009, reflectingr@ases in core-deposit products such as moneyemadvings, retail CD and interest-
bearing checking accounts. A significant portiortta increase was related to increases in monelgghaccounts and retail CDs in
Florida. Successful marketing campaigns and aiteacates were the main reason for the increas¢oirida. Refer to Note 14 in the
Corporation’s audited financial statements forybar ended December 31, 2010 included in ItemtBisfForm 10-K for further details.

Refer to the “Net Interest Income” discussion abfmrénformation about average balances of intebestring deposits, and the average
interest rate paid on deposits for the years efdedmber 31, 2010, 2009 and 2008.

Borrowings

As of December 31, 2010, total borrowings anted to $2.3 billion as compared to $5.2 billior &4.7 billion as of December 31, 2009
and 2008, respectively.
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The following table presents the compositibtotal borrowings as of the dates indicated:

Weighted Average
Rate as of As of December 31,
December 31, 201 2010 2009 2008
(Dollars in thousands)

Federal funds purchased and securities sold umggteements to

repurchas: 3.74% $1,400,00! $3,076,63 $3,421,04
Loans payable (1 — — 900,00( —
Advances from FHLE 3.33% 653,44( 978,44( 1,060,44i
Notes payabls 5.11% 26,44¢ 27,117 23,27¢
Other borrowing 2.91% 231,95¢ 231,95¢ 231,91

Total (2) $2,311,841 $5,214,14 $4,736,67!
Weightec-average rate during the peri 3.55% 2.7% 3.7&%

1)
()

Advances from the FED under the FED Discount Windragram
Includes $644.5 million as of December 31, 2010 #na tied to variable rates or matured within ary

Securities sold under agreements to repurchalee Corporation’s investment portfolio is subsity funded with repurchase
agreements. Securities sold under repurchase agntemere $1.4 billion as of December 31, 2010, pamed with $3.1 billion as of
December 31, 2009. The decrease relates to theof2dign’s balance sheet repositioning strategiespasoximately $1.0 billion of
repurchase agreements were early terminated ahe @orporation’s decision to deleverage its baasteet by paying down maturing
short-term repurchase agreements. One of the Caiipois strategies has been the use of struct@marchase agreements and long-term
repurchase agreements to reduce exposure to intatesisk by lengthening the final maturitiestsfliabilities while keeping funding
costs at reasonable levels. All of the $1.4 billddmepurchase agreements outstanding as of Dece8tb2010 consist of structured
repurchase agreements. The access to this typmaiffy was affected by the liquidity turmoil in tfieancial markets witnessed in the
second half of 2008 and in 2009. Certain countéigmare still not willing to extend the term of tmdng repurchase agreements.
Nevertheless, in addition to short-term repos,Gbeporation has been able to maintain access ¢t drng using cost-effective sources
such as FHLB advances. Refer to Note 16 in the @atjpn’s audited financial statements for the year endeckbBiber 31, 2010 includ
in Item 8 of this Form 10-K for further details altsepurchase agreements outstanding by countgrgadt maturities.

Under the Corporation’s repurchase agreements, thg icase with derivative contracts, the Corpomnas required to pledge cash or
qualifying securities to meet margin requiremeftsthe extent that the value of securities previopkedged 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
meet its margin requirements, thereby adversebctffg its liquidity. Given the quality of the cateral pledged, recently the Corporation
has not experienced significant margin calls fraartderparties arising from credit-quality-relatedte-downs in valuations and, as of
December 31, 2010, it had only $0.45 million oftcaguivalent instruments deposited in connectiah wollateralized interest rate swap
agreements.

Advances from the FHLB Fhe Corporation’s Bank subsidiary is a member efRRILB system and obtains advances to fund its
operations under a collateral agreement with theB-that requires the Bank to maintain qualifyingnigages as collateral for advances
taken. As of December 31, 2010 and 2009, the mdstg balance of FHLB advances was $653.4 milliod $978.4 million,
respectively. Approximately $367.4 million of owtstling advances from the FHLB has maturities of ove year. As part of its
precautionary initiatives to safeguard accesseditand obtain low interest rates, the Corporalias been pledging assets with the
FHLB while at the same time the FHLB has been iegigts credit guidelines and “haircuts” in the quumation of the availability of
credit lines.

FED Discount window —Buring 2009, the FED encouraged banks to borromfiloe Discount Window in an effort to restore lidjty
and calm to the credit markets. As market condstiomproved, participating

116




Table of Contents

financial institutions have been asked to shiftetgular funding sources, and repay borrowings sischdvances from the FED Discount
Window. During the first half of 2010, the Corpadcet repaid the remaining balance of $900 millio-EBD advances outstanding as of
December 31, 2009.

Though currently not in use, other sourceshafrt-term funding for the Corporation include coenaial paper and federal funds purchased.
Furthermore, in previous years the Corporationredteto several financing transactions to divgrgs funding sources, including the issua
of notes payable and Junior subordinated debenasreart of its longer-term liquidity and capitahmagement activities. No assurance can be
given that these sources of liquidity will be agble and, if available, will be on comparable terfifse Corporation continues to evaluate its
financing options, including available options fégsg from recent federal government initiativesdigal with the crisis in the financial markets.

In 2004, FBP Statutory Trust |, a statutonstrthat is wholly owned by the Corporation andcansolidated in the Corporation’s financial
statements, sold to institutional investors $100ioni of its variable rate trust preferred secesti The proceeds of the issuance, together with
the proceeds of the purchase by the Corporatié8df million of FBP Statutory Trust | variable ratemmon securities, were used by FBP
Statutory Trust | to purchase $103.1 million aggtegorincipal amount of the Corporation’s Juniob&ulinated Deferrable 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 prefetrgecurities. The proceeds of the issuance,
together with the proceeds of the purchase by tirp@ation of $3.9 million of FBP Statutory Truswariable rate common securities, were
used by FBP Statutory Trust Il to purchase $128IBom aggregate principal amount of the Corporat®Junior Subordinated Deferrable
Debentures.

The trust preferred debentures are presentéieeiCorporation’s consolidated statement of far@rcondition as Other Borrowings, net of
related issuance costs. The variable rate tru$tmeel securities are fully and unconditionally tareed by the Corporation. The $100 million
Junior Subordinated Deferrable Debentures issudgtidZorporation in April 2004 and the $125 millissued in September 2004 mature on
September 17, 2034 and September 20, 2034, regglgctiowever, under certain circumstances, theuritgitof Junior Subordinated
Debentures may be shortened (such shortening wesidt in a mandatory redemption of the variabte taust preferred securities). The trust
preferred securities, subject to certain limitasiogualify as Tier | regulatory capital under catrEederal Reserve rules and regulations.

With respect to our $231.9 million of outstargisubordinated debentures, we have providedjmilte time frame prescribed by the
indentures governing the subordinated debentunegtiee to the trustees of the subordinated debesitof our election to extend the interest
payments on the debentures. Under the indentueebawe the right, from time to time, and withoutsiag an event of default, to defer
payments of interest on the subordinated debenbyrextending the interest payment period at amg tand from time to time during the term
of the subordinated debentures for up to twentyseoutive quarterly periods. We have elected tordbeinterest payments that were due in
September and December 2010 and in March 2011 be¢he Federal Reserve advised us that it woulgnoeide its approval for the paym:
of interest on these subordinated debentures.

The Corporation’s principal uses of funds thes origination of loans and the repayment of magudeposits and borrowings. The
Corporation has committed substantial resourcés toortgage banking subsidiary, FirstMortgage l&.a result, the ratio of residential real
estate loans as a percentage of total loans haesased over time from 14% at December 31, 2009% &t December 31, 2010.
Commensurate with the increase in its mortgageibgrdctivities, the Corporation has also investetechnology and personnel to enhance
Corporation’s secondary mortgage market capatslifidthe enhanced capabilities improve the Corparatidquidity profile as they allow the
Corporation to derive liquidity, if needed, frometbale of mortgage loans in the secondary market. UI'S. (including Puerto Rico) secondary
mortgage market is still highly liquid in large paecause of the sale or guarantee programs éfHide VA, HUD, FNMA and FHLMC. The
Corporation obtained Commitment Authority to is€&e&MA mortgagebacked securities from GNMA and, under this progrdma Corporatio
completed the securitization of approximately $31illion of FHA/VA mortgage loans into GNMA MBS duag 2010. Any regulatory
actions affecting GNMA, FNMA or FHLMC could advelgaffect the secondary mortgage market.
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Impact of Credit Ratings on Access to Liquidity ataduation of Liabilities

The Corporation’s credit as a long-term issg@urrently rated CCC+ with negative outlook bgr&lard & Poor’s (“S&P™and CC by Fitcl
Ratings Limited (“Fitch”). At the FirstBank subsdly level, long-term issuer ratings are currentd/t® Moody’s Investor Service
(“Moody’s"), six notches below their definition @fvestment grade; CCC+ with negative outlook by S&Ren notches below their definition
of investment grade, and CC by Fitch, eight notdieew their definition of investment grade..

During 2010, the Corporation suffered credfing downgrades from S&P (from B to CCC+), analfriffrom B- to CC) rating services. The
FirstBank subsidiary also experienced credit ratingingrades in 2010: Moody’s from B1 to B3, S&Pnfr® to CCC+, and Fitch from B to
CC. Furthermore, in June 2010 Moody’s placed thekBm “Credit Watch Negative”. The Corporation does$ have any outstanding debt or
derivative agreements that would be affected by¢lsent credit downgrades. Furthermore, given ounrneliance on corporate debt or other
instruments directly linked in terms of pricingwalume to credit ratings, the liquidity of the Corption so far has not been affected in any
material way by the downgrades. The Corporatiohibtg to access new non-deposit sources of fundiagvever, could be adversely affected
by these credit ratings and any additional downggad

The Corporation’s liquidity is contingent upit® ability to obtain new external sources of fungdto finance its operations. The
Corporation’s current credit ratings and any furttlewngrades in credit ratings can hinder the Cajian’s access to external funding and/or
cause external funding to be more expensive, wtield in turn adversely affect results of operagioflso, changes in credit ratings may
further affect the fair value of certain liabildi@nd unsecured derivatives that consider the Catipa’s own credit risk as part of the valuati

Cash Flows

Cash and cash equivalents were $370.3 mili@h$704.1 million as of December 31, 2010 and 208$ectively. These balances
decreased by $333.8 million and increased by $29dlibn from December 31, 2009 and 2008, respetyivThe following discussion
highlights the major activities and transactioret #iffected the Corporation’s cash flows during@@td 2009.

Cash Flows from Operating Activities

First BanCorp’s operating assets and liabgitrary significantly in the normal course of besisidue to the amount and timing of cash
flows. Management believes cash flows from openatiavailable cash balances and the Corporatidnilisyso generate cash through short-
and long-term borrowings will be sufficient to futlte Corporation’s operating liquidity needs.

For the year ended December 31, 2010, netmastided by operating activities was $237.2 millidNet cash generated from operating
activities was higher than net loss reported largsla result of adjustments for ncash operating items such as the provision for fahleas
losses partially offset by adjustments to net inedrom the gain on sale of investments.

For the year ended December 31, 2009, netmastided by operating activities was $243.2 millidNet cash generated from operating
activities was higher than net loss reported largsla result of adjustments for operating itenth ss the provision for loan and lease losses
and non-cash charges recorded to increase the @tigpos valuation allowance for deferred tax asset

Cash Flows from Investing Activities

The Corporation’s investing activities primrielate to originating loans to be held to matuand purchasing, selling and repayments of
available-for-sale and held-to-maturity investmsadurities. For the year ended December 31, 2@t@ash provided by investing activities
was $3.0 billion, primarily reflecting proceedsrrdoans, as well as proceeds from securities sotéited during 2010 and MBS prepayments.
Partially offsetting these sources of cash weré cagd for loan origination disbursements and ceparchases of available-for-sale securities,
as discussed above.
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For the year ended December 31, 2009, netafa®881.8 million was used in investing activitipsimarily for loan origination
disbursements and purchases of availables&ée-investment securities to mitigate in partithgact of the call of investments securities, mg
U.S. Agency debentures, by counterparties prionaturity and MBS prepayments. Partially offsettihgse uses of cash were proceeds from
sales and maturities of available-for-sale se@gitis well as proceeds from held-to-maturity séearcalled during 2009, and proceeds from
loans and from MBS repayments.

Cash Flows from Financing Activities

The Corporatios financing activities include primarily the receqd deposits and issuance of brokered CDs, thaigse and repayments
long-term debt, the issuance of equity instrumants activities related to its short-term fundingalldition, the Corporation paid monthly
dividends on its preferred stock and quarterlydaBwids on its common stock until it announced tlspesosion of dividends beginning in
August 2009. During 2010, net cash used in finapeictivities was $3.6 billion due to the Corporattobalance sheet repositioning strategies
and deleveraging of the balance sheet, includiagetrly termination of repurchase agreements datkdecosts and pay down of maturing
repurchase agreements as well as advances frorHIbR and the FED and brokered CDs. Partially offegtthese cash reductions was the
growth of the core deposit base.

For the year ended December 31, 2009, netprastided by financing activities was $436.9 mitlidue to the investment of $400 million
the U.S. Treasury in preferred stock of the Corponathrough the U.S. Treasury TARP Capital Purelasogram and the use of the FED
Discount Window Program as a low-cost funding seuccfinance the Corporationinvesting activities. Partially offsetting thessesh proceec
was the payment of cash dividends and pay downadfirimg borrowings, in particular brokered CDs aspurchase agreements.

Capital

The Corporation’s stockholders’ equity amodrie $1.1 billion as of December 31, 2010, a desged $541.1 million compared to the
balance as of December 31, 2009, driven by théosstof $524.3 million for 2010, a decrease of $8ilion in accumulated other
comprehensive income and $8 million of issue cadtded to the Exchange Offer. Based on the Agreémith the FED, currently neither
First BanCorp, nor FirstBank, is permitted to payidends on capital securities without prior apmbyor the year ended December 31, 2009,
the Corporation declared in aggregate cash divslef®2.10 per common share and $4.20 for 200&l Tash dividends paid on common
shares amounted to $13.0 million for 2009 and $8ilon for 2008. Dividends declared and paid gefprred stock amounted to
$30.1 million in 2009 and $40.3 million in 2008. Quly 20, 2010, we exchanged the 400,000 sharded@eries F Preferred Stock, that we
previously had sold to the U.S. Treasury, plus@edrdividends on the Series F Preferred Stoclkd2dr174 shares of the Series G Preferred
Stock.

Effective June 2, 2010, FirstBank, by and tigtoits Board of Directors, entered into the Ondith the FDIC (see “Description of
Business”). Although all the regulatory capitaioatexceeded the established “well capitalizedélsat December 31, 2010, because of the
Order with the FDIC, FirstBank cannot be treated asell capitalized” institution under regulatogyidance. Set forth below are First
BanCorp’s, and FirstBank Puerto Risagegulatory capital ratios as of December 31, 20i®December 31, 2009, based on existing estal
FED and FDIC guidelines.

Banking Subsidiary

First To be well Consent Order
BanCorp FirstBank capitalized Requirements over time

As of December 31, 201

Total capital (Total capital to ri-weighted asset: 12.02% 11.5% 10.0(% 12.0(%
Tier 1 capital ratio (Tier 1 capital to ri-weighted asset: 10.7% 10.2¢% 6.0(% 10.0(%
Leverage ratic 7.51% 7.25% 5.0(% 8.0(%
As of December 31, 200

Total capital (Total capital to ri-weighted asset: 13.44% 12.8% 10.0(% 10.0(%
Tier 1 capital ratio (Tier 1 capital to ri-weighted asset: 12.1% 11.7(% 6.0(% 6.0(%
Leverage ratic 8.91% 8.52% 5.0(% 5.0(%
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The decrease in regulatory capital ratiosasniy related to the net loss reported for 201@ thes partially offset by the decrease in risk-
weighted assets consistent with the Corporatiai®cision to deleverage its balance sheet towedts capital position. Significant decrease
risk-weighted assets have been achieved mainlygjtrthe non renewal of commercial loans with moidet@ high risk weightings, such as
temporary loan facilities to the Puerto Rico goveemt and others, and through the charge-offs dfquar of loans deemed uncollectible. Also,
a reduced volume of loan originations and saléevastments contributed to mitigate, to some extinat effect of net losses on the capital
ratios.

Capital Restructuring Initiatives

The Corporation and FirstBank jointly subrrdtie Capital Plan to the FED and the FDIC in July®@nd an updated Plan in March 2011.
The primary objective of the Capital Plan is to noye the Corporation’s capital structure in oraefl} enhance its ability to operate in the
current economic environment, 2) be in a positmadntinue executing business strategies and rétyprofitability and 3) achieve certain
minimum capital ratios set forth in the FDIC Oradeer time. The minimum capital ratios establishgdHz FDIC Order for the Bank are 8%
for Leverage (Tier 1 Capital to Average Total As3e10% for Tier 1 Capital to Risk-Weighted Assatsl 12% for Total Capital to Risk-
Weighted Assets. In this respect, the Capital Rlantifies specific targeted Leverage, Tier 1 Calpit Risk-Weighted Assets and Total Capital
to Risk-Weighted Assets ratios to be achieved byRank each calendar quarter until the aforemeatioequired capital levels are achieved.
Although the regulatory capital ratios exceededrémpiired established minimum capital ratios foeliwcapitalized” levels as of December 31,
2010, FirstBank cannot be treated as a “well chip#d” institution under regulatory guidance, whilperating under the Order.

The July 2010 Capital Plan sets forth theofwihg capital restructuring initiatives as wellagious deleveraging strategies:
1. Theissuance of shares of the Corpor¢s common stock in exchange for the preferred shedd by the U.S. Treasur

2.  Theissuance of shares of the Corporatioosmon stock in exchange for any and all of thep@mation’s outstanding Series A
through E Preferred Stock; a

3. A $500 million capital raise through the issuante@v common shares for ca
During 2010, the Corporation executed theofelhg transactions as part of the implementatioitso€apital Plan:

. On July 20, 2010, the Corporation issued $424lpom Fixed Rate Cumulative Mandatorily ConvergiPreferred Stock,
Series G in exchange of the $400 million of FixexteRCumulative Perpetual Preferred Stock, SertbsaiRhe U.S. Treasury
had acquired pursuant to the TARP Capital PurcRaggram, and dividends accrued on such stock. Uthéeerms of the
new Series G Preferred Stock, the Corporation pnbtha right to compel the conversion of this stioti shares of the
Corporation’s common stock, provided that the Caapon meets a number of conditions, includingréising of equity
capital in an amount acceptable to the U.S. Trga

. On August 30, 2010, the Corporation completedfitsr to issue shares of its common stock in ergleéor its outstanding
Series A through E Preferred Stock (the “ExchantferQ, which resulted in the issuance of 15,13%,3#&w shares of
common stock in exchange for 19,482,128 sharesedéped stock with an aggregate liquidation amaii§487 million, or
89% of the outstanding Series A through E prefestedk.

. On August 24, 2010, the Corporation obtained stolddrs approval to increase the number of authorized shafreommor
stock from 750 million to 2 billion and decrease fhar value of its common stock from $1.00 to $@é0share

These approvals and the issuance of commah staexchange for Series A through E PreferreaiSgatisfy all but one of the substantive
conditions to the Corporatianability to compel the conversion of the 424,1drss of the new Series G Preferred Stock. The sthestantiv
condition to the Corporation’s ability to compeétbonversion of the Series G Preferred Stock isstheance of a minimum amount of
additional capital, subject to terms, other thangtice per share, reasonably acceptable to theTue8sury in its sole discretion. During the
fourth quarter of 2010, the U.S. Treasury agreea teduction in the amount of the capital raiselireqgl to satisfy
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the remaining substantive condition to compel thieversion of the Series G preferred stock intoeshaf common stock from $500 million
stated in the Capital Plan submitted to regulatodiily 2010 to $350 million.

The first two initiatives of the Capital Plarere designed to improve the Corporation’s tangiiolemon equity and Tier 1 common to risk-
weighted assets ratios, thus improving the Corpmnet ability to successfully raise additional capitabugh a sale of its common stock, wk
is the last component of the Capital Plan. The detigm of the Exchange Offer and the issuance @fSbries G Preferred Stock to the U.S.
Treasury resulted in improvements in the Corponagidangible and Tier 1 common equity ratios to0%a3and 5.01%, respectively, as of
December 31, 2010 from 3.20% and 4.10%, respeygtiaslof December 31, 2009.

In March 2011, the Corporation submitted adaipd Capital Plan to the regulators (the “Upd&tegital Plan”). The Updated Capital Plan
contemplates the $350 million capital raise throtighissuance of new common shares for cash, &ed attions to further reduce the
Corporation’s and the Bank'’s risk-weighted asssttengthen their capital position and meet the mimnh capital ratios required for the Bank
under the Order. Among the strategies contemplatéte Updated Capital Plan are further reductiminte Corporation’s loan portfolio and
investment portfolio. The Bank expects to be in pbamce with the minimum capital ratios under th&i€ Order by June 30, 2011.

If the Bank fails to achieve the capital ratas provided, the FDIC Order provides that, widbndays of being out of compliance, the Bank
would be required to increase capital in an amsufficient to comply with the capital ratios settfoin the approved Capital Plan, or submit to
the regulators a contingency plan for the salegereor liquidation of the institution in the evehe primary sources of capital are not
available. Thereafter the FDIC would determine \Wbketind when to initiate an acceptable contingeteny.

With respect to the capital raise efforts, @arporation filed an amended registration staterfera proposed underwritten offering of its
common stock with the SEC. The Corporation is wgkio complete a capital raise to ensure that toegted level of regulatory capital can
support its balance sheet over the long-term. Asgidhe Corporation’s capital raising effortsetGorporation has been engaged in
conversations with a number of entities, includimiyate equity firms. The issuance of additionaliggsecurities in the public markets and
other capital management or business strategidd depress the market price of our common stockraadlt in the dilution of our common
stockholders.

The tangible common equity ratio and tangiimek value per common share are non-GAAP measeresrglly used by the financial
community to evaluate capital adequacy. Tangiblaroon equity is total equity less preferred equitypdwill and core deposit intangibles.
Tangible assets are total assets less goodwiltareldeposit intangibles. Refer to — Basis of Areg@en — section below for additional
information.

The following table is a reconciliation of the Corption’s tangible common equity and tangible astmtthe years ended December 31, 2010
and 2009, respectively:
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(In thousands

Total equity— GAAP
Preferred equit
Goodwill

Core deposit intangibl

Tangible common equity
Total asset— GAAP
Goodwill

Core deposit intangibl

Tangible assets
Common shares outstanding

Tangible common equity ratio
Tangible book value per common shar

122

December 31

December 31

2010 2009
$ 1,057,95 $ 1,599,06.
(425,009 (928,50¢)
(28,09%) (28,099)
(14,047 (16,600)
$ 590,80 $ 62585
$15,593,07  $19,628,44
(28,09¢) (28,099
(14,047 (16,600)
$15,550,93  $19,583,75
21,30« 6,16¢
3.8(% 3.2(%
$ 2770 $  101.4¢
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The Tier 1 common equity to risk-weighted &ssatio is calculated by dividing (a) Tier 1 capiess non-common elements including

qualifying perpetual preferred stock and qualifytngst preferred securities, by (b) risk-weightedets, which assets are calculated in
accordance with applicable bank regulatory requénets1 Refer to — Basis of Presentation — sectidovibéor additional information.

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

December 31 December 31

(In thousands 2010 2009
Total equity— GAAP $ 1,057,95! $ 1,599,06:
Qualifying preferred stoc (425,009 (928,509
Unrealized gain on availal-for-sale securities (1 (17,736 (26,61
Disallowed deferred tax asset (81%) (11,829
Goodwill (28,099 (28,099
Core deposit intangibl (14,049 (16,600
Cumulative change gain in fair value of liabiliti@sounted for under a fair value opti (2,18%) (1,53%)
Other disallowed asse (22€) (24)
Tier 1 common equity $ 569,84 $ 585,85:
Total risk -weighted asset: $11,372,85 $14,303,49
Tier 1 common equity to risk-weighted assets ratic 5.01% 4.1(%
1-  Tier 1 capital excludes net unrealized galiossgs) on available-for-sale debt securities atdinrealized gains on available-for-sale

equity securities with readily determinable faitues, in accordance with regulatory risk-basedtaehguidelines. In arriving at Tier 1

capital, institutions are required to deduct netatized losses on available-for-sale equity séesrwith readily determinable fair values,

net of tax.
2-  Approximately $13 million of the Corporati’s net deferred tax assets at December 31, 201@ (e 31, 200— $111 million) were

included without limitation in regulatory capitalifsuant to the risk-based capital guidelines, wégproximately $0.8 million of such
assets at December 31, 2010 (December 31, 20092-miftion) exceeded the limitation imposed by thgs@&lelines and, as “disallowed
deferred tax assets,” were deducted in arrivinGieat 1 capital. According to regulatory capital delines, the deferred tax assets that are
dependent upon future taxable income are limitednidusion in Tier 1 capital to the lesser of:ttie amount of such deferred tax asset
that the entity expects to realize within one y&fahe calendar quarter end-date, based on itegteg] future taxable income for that year
or (ii) 10% of the amount of the entity’s Tier 1pdi@l. Approximately $5 million of the Corporatianbther net deferred tax liability at
December 31, 2010 (December 31, 2009 — $5 milliepjesented primarily the deferred tax effectsrokalized gains and losses on
available-for-sale debt securities, which are p#adito be excluded prior to deriving the amoumetf deferred tax assets subject to
limitation under the guideline

If the Corporation needs to continue to reéogsignificant reserves and cannot complete aaapiise, FirstBank may not be able to

comply with the minimum capital requirements inaddn the FDIC Order. Even if the Corporation’soef$ to sell equity are not successful
during 2011, the Corporation’s deleverage and ageticy strategies contemplated in its Updated @lapian would allow the Bank to attain
and maintain minimum capital ratios required by BHC Order and consistent with the timeline in Wgdated Capital Plan.

The strategies incorporated into the Updatapiit@l Plan to meet the minimum capital ratios e the following:

Strategies completed during the firstrtgreof 2011:

. Sale of performing first lien residential mortgdgans— The Bank sold approximately $235 million in mortgdgans to anothe
financial institution during February 2011. Proceekre used to reduce funding sour

. Sale of investment securities — The Bank sold@aadmately $326 million in investment securitiesithg March 2011. Proceeds
were used, in part, to reduce funding sources asdpport liquidity reserve

. The Corporation contributed $22 million of capitaithe Bank during March 201
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Strategies completed or expected to bepteted by June 30, 2011:
. Sale of investment securiti— The Bank sold approximately $268 million in investm securities on April 8, 201

. Sale of performing first lien residential mortgdgans- The Bank has entered into a letter ofirttesell approximately
$250 million in mortgage loans to another finanaistitution before June 30, 201

. Sale of participation in commercial loe— The Bank has commenced negotiations to sell apmately $150 million in loal
participations to other financial institutions hyng 30, 2011

. The proceeds received from the above three trangsaawill be used to reduce funding sourc
. Non-renewal of maturing government credit facilitiesapproximately $110 million by June 30, 20

Upon the successful completion of these astiamen combined with the achievement of operatsglts in line with managemestturren
expectations, management expects that the Corporatid the Bank will attain the minimum capitaloatset forth in the Updated Capital P!
However, no assurance can be given that the Cdiporand the Bank will be able to achieve this.

In the event the Corporation is unable to cletepits capital raising efforts during 2011 antuatcredit losses exceed amounts projected,
the Updated Capital Plan includes additional astidesigned to allow the Bank to maintain the mimimaapital ratios for the foreseeable
future, including the sale of additional assets.

Off-Balance Sheet Arrangements

In the ordinary course of business, the Capon engages in financial transactions that ateetorded on the balance sheet, or may be
recorded on the balance sheet in amounts thatféeeedt than the full contract or notional amouwfithe transaction. These transactions are
designed to (1) meet the financial needs of custenf2) manage the Corporation’s credit, markdiquidity risks, (3) diversify the
Corporation’s funding sources and (4) optimize tpi

As a provider of financial services, the Cagiimn routinely enters into commitments with offlnce sheet risk to meet the financial needs
of its customers. These financial instruments najude loan commitments and standby letters oficr€dese commitments are subject to the
same credit policies and approval process usedrfdralance sheet instruments. These instrumentdvievto varying degrees, elements of
credit and interest rate risk in excess of the amhoecognized in the statement of financial positids of December 31, 2010, commitments to
extend credit and commercial and financial staridtigrs of credit amounted to approximately $6Iifion and $156.0 million, respectively.
Commitments to extend credit are agreements totteedstomers as long as the conditions establighéte contract are met. Generally, the
Corporation’s mortgage banking activities do nabiwe interest rate lock agreements with its protige borrowers.

Contractual Obligations and Commitments

The following table presents a detail of thatumities of the Corporation’s contractual obligas and commitments, which consist of CDs,
long-term contractual debt obligations, operate@sks, commitments to sell mortgage loans and cionemis to extend credit:
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As of December 31, 2010
Total Less than 1 yea 1-3 years 3-5 years After 5 years
(In thousands)

Contractual obligation:

Certificates of depos $ 8,440,57. $ 4,356,66. $3,883,23 $186,82( $ 13,85:
Securities sold under agreements to repurc 1,400,001 100,00( 600,00( 700,00( —
Advances from FHLE 653,44( 286,00( 367,44( — —
Notes payabl 26,44¢ 7,742 6,86¢ — 11,84
Other borrowings 231,95¢ — — — 231,95¢
Operating lease 58,97: 8,60( 12,41¢ 8,00¢ 29,94¢
Other contractual obligatior 7,131 4,77¢€ 2,25k 10C —
Total contractual obligatior $10,818,52 $ 4,763,78! $4,872,21! $894,92¢ $ 287,60.
Commitments to sell mortgage loc $ 92,147 $ 92,14%
Standby letters of crec $ 84,33¢ $ 84,33¢
Commitments to extend cred
Lines of credil $ 422,40: $  422,40:
Letters of credi 71,64: 71,64
Commitments to originate loa 189,43 139,43 50,00(
Total commercial commitmen $ 683,47 $ 633,47 $ 50,00(

The Corporation has obligations and commitmémimake future payments under contracts, sudelstsand lease agreements, and under
other commitments to sell mortgage loans at fdinevrand to extend credit. Commitments to extenditege agreements to lend to a customer
as long as there is no violation of any conditistablished in the contract. Other contractual @ians result mainly from contracts for the
rental and maintenance of equipment. Since cectaimmitments are expected to expire without beimgvdrupon, the total commitment
amount does not necessarily represent future emglirements. For most of the commercial lines eflitr the Corporation has the option to
reevaluate the agreement prior to additional dstaments. There have been no significant or uneggaerws on existing commitments. The
funding needs of customers have not significartiignged as a result of the latest market disruptionthe case of credit cards and personal
lines of credit, the Corporation can at any timd aithout cause cancel the unused credit facility.

Lehman Brothers Special Financing, Inc. (“Leimt) was the counterparty to the Corporation otaielinterest rate swap agreements.
During the third quarter of 2008, Lehman failecptry the scheduled net cash settlement due to th@€ion, which constituted an event of
default under those interest rate swap agreememésCorporation terminated all interest rate swaits Lehman and replaced them with other
counterparties under similar terms and condititmsonnection with the unpaid net cash settlementas of December 31, 2010 under the
swap agreements, the Corporation has an unsecowetecparty exposure with Lehman, which filed fankruptcy on October 3, 2008, of
approximately $1.4 million. This exposure was reedrin the third quarter of 2008. The Corporatiau pledged collateral of $63.6 million
with Lehman to guarantee its performance undestyep agreements in the event payment thereundereqased.

The book value of pledged securities with Lahmas of December 31, 2010 amounted to approxim®6l.5 million. The Corporation
believes that the securities pledged as collagtralild not be part of the Lehman bankruptcy egfiaten the fact that the posted collateral
constituted a performance guarantee under the agtgements and was not part of a financing agregmed that ownership of the securities
was never transferred to Lehman. Upon terminatfdheinterest rate swap agreements, Lehman’s atiibig was to return the collateral to the
Corporation. During the fourth quarter of 2009, @arporation discovered that Lehman Brothers, lacting as agent of Lehman, had
deposited the securities in a custodial accoudPadtlorgan Chase, and that, shortly before thefitihthe Lehman bankruptcy proceedings, it
had provided instructions to have most of the séesartransferred to Barclays Capital (“Barclaysi)New York. After Barclays’s refusal to
turn over the securities, during December 2009Cbiporation filed a lawsuit against Barclays iddeal court in New York demanding the
return of the securities. During February 2010,dBays filed a motion with the court requesting ttiegt Corporatiors claim be dismissed on 1
grounds that the allegations of the complaint artesafficient to justify the granting of the remeslitherein sought. Shortly thereafter, the
Corporation filed its opposition motion. A heariog the motions was held in court on April 28, 20IBe court, on that date, after hearing the
arguments by both sides, concluded that the Coatipata equitable-based causes of action, upon wtiehreturn of the investment securities is
being demanded, contain allegations that suffitiguiead facts warranting the denial of Barclaysition to dismiss the Corporation’s claim.
Accordingly, the judge ordered the case to prodeeddal.
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Subsequent to the court decision, the distaart judge transferred the case to the Lehmakrbptey court for trial. While the Corporation
believes it has valid reasons to support its clfainhe return of the securities, the Corporaticaiymot succeed in its litigation against Barclays
to recover all or a substantial portion of the sii@s. Upon such transfer, the Bankruptcy cougareto entertain the pre-trial procedures
including discovery of evidence. In this regard jmitial scheduling conference was held beforelinited States Bankruptcy Court for the
Southern District of New York on November 17, 2040which time a proposed case management plammasved. Discovery has
commenced pursuant to that case management plas eaadently scheduled for completion by May 1612, but this timing is subject to
adjustment.

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 Bankyu@tourt, Southern District of New York. An estimat®ss was not accrued as the
Corporation is unable to determine the timing @f thaim resolution or whether it will succeed ioaeering all or a substantial portion of the
collateral or its equivalent value. If additionalevant negative facts become available in futeréops, a need to recognize a partial or full
reserve of this claim may arise. Considering thatihvestment securities have not yet been recdusrehe Corporation, despite its efforts in
this regard, the Corporation decided to classifyhsgavestments as non-performing during the secpradter of 2009.

Interest Rate Risk Management

First BanCorp manages its asset/liability posiin order to limit the effects of changes iteirest rates on net interest income and to
maintain stability of profitability under varyingterest rate scenarios. The MIALCO oversees inteats risk based on its consideration of,
among other things, current and expected condifiomgrld financial markets, competition and préivaj rates in the local deposit market,
liquidity, securities market values, recent or megd changes to the investment portfolio, altevadtinding sources and related costs, hedging
and the possible purchase of derivatives such apsand caps, and any tax or regulatory issueshwhay be pertinent to these areas. The
MIALCO approves funding decisions in light of them@oration’s overall strategies and objectives.

The Corporation performs on a quarterly basiensolidated net interest income simulation aisyp estimate the potential change in fu
earnings from projected changes in interest rdiesse simulations are carried out over a one-te-yiwar time horizon, assuming upward and
downward yield curve shifts. The rate scenariossimared in these disclosures reflect gradual upaadidownward interest rate movement
200 basis points, during a twelve-month period.8ations are carried out in two ways:

(1) Using a static balance sheet, as of tmealsition date, and
(2) Using a dynamic balance sheet based @ntgatterns and current strategies.

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

The Corporation uses a simulation model tgegtduture movements in the Corporation’s balastoeet and income statement. The starting
point of the projections generally correspondhdctual values on the balance sheet on the tidte simulations.

These simulations are highly complex, andbased on many assumptions that are intended &xrtefie general behavior of the balance
sheet components over the period in question.unigely that actual events will match these agstions in all cases. For this reason, the
results of these forward-looking computations arly approximations of the true sensitivity of neterest income to changes in market interest
rates.
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The following table presents the results ef$hmulations as of December 31, 2010 and DeceB81he2009. Consistent with prior years,
these exclude non-cash changes in the fair valderfatives and liabilities elected to be measatefir value:

December 31, 201! 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| $24.¢ 5.3%% $24.¢ 56(% $10.€ 2.16% $16.C 3.3%%
-200 bps ram| $(22.6) (4.99% $(24.2) (5.4% $(31.9) (6.53)% $(33.0) (6.96)%

The Corporation continues to manage its baaheet structure to control the overall interats risk and preserve its capital position. The
Corporation continued with a deleveraging and badasheet repositioning strategy. During 2010, tivestment portfolio decreased by
approximately $1.6 billion, while the loan portililecreased by $2.0 billion. This decrease in assstilting from the deleveraging strategy
allowed a reduction of $3.3 billion in wholesaladling since 2009, including FHLB Advances and brelecertificates of deposit. In addition,
the Corporation continues to grow its core depusse while adjusting the mix of its funding sourttebetter match the expected average li
the assets.

Taking into consideration the above-mentiofasts for modeling purposes, the net interest ireéon the next twelve months under a non-
static balance sheet scenario, is estimated teaserby $24.8 million in a gradual parallel upwaual/e of 200 basis points.

In accordance with the Corporation’s risk ngeraent policies, the Corporation modeled the dowdwgarallel” rates moves by anchoring
the short end of the curve (falling rates withaténing curve), even though, given the currergllef rates as of December 31, 2010, some
market interest rate were projected to be zero.edtids scenario, where a considerable spread @ssipn is projected, net interest income for
the next twelve months in a non-static balancetstmanario is estimated to decrease by $24.2 millio

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

The following summarizes major strategiesludmg derivative activities, used by the Corparyatin managing interest rate risk:

Interest rate cap agreements Interest rate cap agreements provide the righgdeive cash if a reference interest rate riseseb
contractual rate. The value increases as the referi@terest rate rises. The Corporation entecsiitierest rate cap agreements for protec
from rising interest rates. Specifically, the imtgtrrate on certain of the Corporation’s commetoihs to other financial institutions is
generally a variable rate limited to the weighteerage coupon of the referenced residential moetgatjateral, less a contractual servicing
fee. During the second quarter of 2010, the copatty for interest rate caps for certain privateeldMBS was taken over by the FDIC,
which resulted in the immediate cancelation obalistanding commitments, and as a result, inteaéstcaps with an aggregate notional
amount of $108.2 million are no longer considerete derivative financial instruments. The totgb@sure to fair value of $3.0 million
related to such contracts was reclassified to anwatt receivable.

Interest rate swaps— Interest rate swap agreements generally invdleeskchange of fixed and floating-rate interesinpayt obligations
without the exchange of the underlying notionahgipal amount. As of December 31, 2010, most ofriterest rate swaps outstanding are
used for protection against rising interest raieshe past, interest rate swaps volume was mugiehisince they were used to convert fixed-
rate brokered CDs (liabilities), mainly those witing-term maturities, to a variable rate to miteytte interest rate risk inherent in variable
rate loans. All of these interest rate swaps rdlaiebrokered CDs were called during 2009, in #wefof lower interest rate levels, and, as a
consequence, the Corporation exercised its cabopn the swapped-to-
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floating brokered CDs. Similar to unrealized gaansl losses arising from changes in fair valuejmtetest settlements on interest rate sv
are recorded as an adjustment to interest inconmaerest expense depending on whether an asabiity is being economically hedged.

Structured repurchase agreementsThe Corporation uses structured repurchase agmtsnwith embedded call options, to reduce the
Corporation’s exposure to interest rate risk bygtbening the contractual maturities of its lial@lt, while keeping funding costs low.
Another type of structured repurchase agreementdes repurchased agreements with embedded cagarsrithese instruments also
provide protection for a rising rate scenario.

For detailed information regarding the voluofi@erivative activities (e.g. notional amountggdtion and fair values of derivative
instruments in the statement of financial conditoml the amount of gains and losses reported isttement of (loss) income, refer to Note
in the Corporation’s audited financial statementstfie year ended December 31, 2010 included i &ef this Form 10-K.

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

Fair Value Change

Year ended
(In thousands December 31, 201
Fair value of contracts outstanding at the begimhyear $ (531
Contracts terminated or called during the y (2,587%)
Changes in fair value during the ye (1,679
Fair value of contracts outstanding as of Decertig201C $ (4,79¢)
Source of Fair Value
(In thousands Payments Due by Peric
Maturity Maturity
Less Thai Maturity Maturity In Excess Total
As of December 31, 2010 One Yeal 1-3 Years 3-5 Years of 5 Year: Fair Value
Pricing from observable market inpt $ 15 $ (636 $ 23 $ (4,199 $ (4,799

Derivative instruments, such as interest sataps, are subject to market risk. As is the cageimvestment securities, the market value of
derivative instruments is largely a function of flrencial market’'s expectations regarding the ffaitdirection of interest rates. Accordingly,
current market values are not necessarily indieativthe future impact of derivative instrumentseamnings. This will depend, for the most
part, on the shape of the yield curve as well addfel of interest rates.

As of December 31, 2010 and 2009, all of thevétive instruments held by the Corporation wesesidered economic undesignated
hedges.

During 2009, all of the $1.1 billion of intesterate swaps that economically hedged brokeredt@@swvere outstanding were called by the
counterparties, mainly due to lower levels ahdnth LIBOR. Following the cancellation of the irgst rate swaps, the Corporation exercise
call option on the approximately $1.1 billion swaggtofloating brokered CDs. The Corporation recorde@loss of $3.5 million in 2009 a:
result of these transactions, resulting from thergal of the cumulative mark-to-market valuatiéhe swaps and the called brokered CDs.

Refer to Note 29 of the Corporation’s audifiedncial statements for the year ended Decembe?@®I0 included in Item 8 of this Form 10-
K for additional information regarding the fair ual determination of derivative instruments.

The use of derivatives involves market andlitrésk. The market risk of derivatives stems pially from the potential for changes in the
value of derivative contracts based on changestérést rates. The credit risk of
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derivatives arises from the potential of defaudnfrthe counterparty. To manage this credit ris&,Gorporation deals with counterparties of
good credit standing, enters into master nettimrgemgents whenever possible and, when appropriataing collateral. Master netting
agreements incorporate rights of set-off that gtevor the net settlement of contracts with theesapunterparty in the event of default.
Currently the Corporation is mostly engaged ing#ive instruments with counterparties with a crealiing of single A or better. All of the
Corporation’s interest rate swaps are supportesebyrities collateral agreements, which allow thkvery of securities to and from the
counterparties depending on the fair value of tistruments, to minimize credit risk.

Set forth below is a detailed analysis of @wporation’s credit exposure by counterparty wébpect to derivative instruments outstanding
as of December 31, 2010 and December 31, 2009.

As of December 31, 201

(In thousands Total Accrued
Exposure at Negative Total interest receivable
Counterparty Rating @ Notional Fair Value @ Fair Values Fair Value (payable)

Interest rate swaps with rated
counterparties

JP Morgar A+ $ 42,80¢ $ 88¢ $ (4,86%) $ (3,97¢) $ —
Credit Suisse First Bostc A+ 5,49: — (327) (327) —
Goldman Sach A 6,51¢ 664 — 664 —
Morgan Stanle A 108,82¢ 1 — 1 —
163,64! 1,55¢ (5,199 (3,63¢) —
Other derivatives (& 127,83° 351 (1,509 (1,159 !14C)
Total $291,48: $ 1,90¢ $ (6,700 $ (4,799 $ !14C)
As of December 31, 2009

(In thousands Total Accrued
Exposure at Negative Total interest receivable

Counterparty Rating (1) Notional Fair Value ) Fair Values Fair Value (payable)

Interest rate swaps with rat
counterparties

JP Morgar A+ $ 67,34¢ $ 621 $ (4,309 $ (3,687 $ —
Credit Suisse First Bostc A+ 49,31 2 (764) (762) —
Goldman Sach A 6,51¢ 557 — 557 —
Morgan Stanle A 109,71: 23¢€ — 23€ —

232,88: 1,41¢ (5,06¢) (3,650) —
Other derivatives (& 284,61¢ 4,51¢ (1,399 3,11¢ (269)
Total $517,50: $ 5,93¢ $ (6,467 $ (53) $ (269)

(1) Based on the S&P and Fitch Long Term Issuer Crealitngs.
(2) For each counterparty, this amount includes devigatwith positive fair value excluding the relatrtrued interest receivable/payal
(3) Credit exposure with several Puerto Rico countdigsafor which a credit rating is not readily ahile.

As of December 31, 2009, approximately $4.2 milladrihe credit exposure with local companies raléaecaps referenced to mortga
bought from a local financial institution that wiaken over by another institution during the secgudrter of 2010 through an FDIC-
assisted transactio
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A “Hull-White Interest Rate Tree” approachuised to value the option components of derivatigériments. The discounting of the cash
flows is performed using US dollar LIBOR-based disat rates or yield curves that account for theigtiy sector and the credit rating of the
counterparty and/or the Corporation. Although naighe derivative instruments are fully collatezeli, a credit spread is considered for those
that are not secured in full. The cumulative markrtarket effect of credit risk in the valuationdwrivative instruments resulted in an
unrealized gain of approximately $0.8 million addefcember 31, 2010, of which an unrealized gai#008 million was recorded in 2010, an
unrealized loss of $1.9 million was recorded in2@@d an unrealized gain of $1.5 million was reedroh 2008.

Credit Risk Management

First BanCorp is subject to credit risk mainligh respect to its portfolio of loans receivabled off-balance sheet instruments, mainly
derivatives and loan commitments. Loans receivedpeesents loans that First BanCorp holds for itnaest and, therefore, First BanCorp is at
risk for the term of the loan. Loan commitmentsresgnt commitments to extend credit, subject taipeondition, for specific amounts and
maturities. These commitments may expose the Catiparto credit risk and are subject to the samiveand approval process as for loans.
Refer to “Contractual Obligations and Commitmeratbbve for further details. The credit risk of datives arises from the potential of the
counterparty’s default on its contractual obligaioTo manage this credit risk, the Corporatiorisdedh counterparties of good credit
standing, enters into master netting agreementsiewse possible and, when appropriate, obtainsteodla For further details and information
on the Corporation’s derivative credit risk expasuefer to “—Interest Rate Risk Management” sectibove. The Corporation manages its
credit risk through credit policy, underwriting diependent loan review and quality control proceslustatistical analysis, comprehensive
financial analysis, and established management dtteas. The Corporation also employs proactiveectibn and loss mitigation efforts.
Furthermore, personnel performing structured loarkaut functions are responsible for avoiding dégand minimizing losses upon default
within each region and for each business segmeiiel case of commercial and industrial, commeroiaitgage and costruction loan
portfolios, the Special Asset Group (“SAG”) focusesstrategies for the accelerated reduction ofpenfiorming assets through note sales, loss
mitigation programs, and sales of REO. In additmthe management of the resolution process fdsleno loans, the SAG oversees collection
efforts for all loans to prevent migration to thenAperforming and/or adversely classified statuse $AG utilizes relationship officers,
collection specialists and attorneys. In the cdsesidential construction projects, the workoutdtion monitors project specifics, such as
project management and marketing, as deemed negessa

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 asdcggsecurities. Thus, a substantial portion afehieastruments is backed by mortgages, a
guarantee of a U.S. governmemensored entity or backed by the full faith aneflgrof the U.S. government and is deemed to libeohighes
credit quality.

Management, comprised of the Corporation’s @ential Credit Risk Officer, Retail Credit Risk @#r, Chief Lending Officer and other
senior executives, has the primary responsibititysetting strategies to achieve the Corporatioreslit risk goals and objectives. Those goals
and objectives are documented in the CorporatiGnéslit Policy.

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

The allowance for loan and lease losses repteshe estimate of the level of reserves apptepto absorb inherent credit losses. The
amount of the allowance was determined by empigoalysis and judgments regarding the quality cheéadividual loan portfolio. All known
relevant internal and external factors that affédtan collectibility were considered, includingadyses of historical charge-off experience,
migration patterns, changes in economic conditiand,changes in loan collateral values. For exanfigbtors affecting the economies of
Puerto Rico, Florida (USA), the US Virgin Islandsdahe British Virgin Islands may contribute toidguencies and defaults above the
Corporation’s historical loan and lease losseshSactors are subject to regular review and may
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change to reflect updated performance trends apeotations, particularly in times of severe stsgsh as have been experienced since 2008.
The process includes judgmental and quantitatiemenhts that may be subject to significant changerdis no certainty that the allowance
will be adequate over time to cover credit lossethé portfolio because of continued adverse chailgthe economy, market conditions, or
events adversely affecting specific customers, strikts or markets. To the extent actual outcomiésrdrom our estimates, the credit quality
our customer base materially decreases or therisite of a market, industry, or group of customehanges materially, or if the allowance is
determined to not be adequate, additional provisfoncredit losses could be required, which caddersely affect our business, financial
condition, liquidity, capital, and results of opgoas in future periods.

The allowance for loan and lease losses pesvidr probable losses that have been identifi¢ll sgecific valuation allowances for
individually evaluated impaired loans and for proledosses believed to be inherent in the loanfglastthat have not been specifically
identified. Internal risk ratings are assigneddolebusiness loan at the time of approval andwsfest to subsequent periodic reviews by the
Corporation’s senior management. The allowancéofm and lease losses is reviewed on a quartesig ba part of the Corporation’s
continued evaluation of its asset quality. RefeiQdtical Accounting Policies — Allowance for Loaand Lease Losses” section above for
additional information about the methodology usgdHhe Corporation to determine specific reservasthr general valuation allowance.

The reserve coverage for all portfolios ineeghduring 2010 due to the continued increaseangehoffs and the continued pressures on
property values and current economic conditiong dllowance for loan losses to total loans fordesiial mortgage loans increased from
0.87% at December 31, 2009 to 1.82% as of DeceBhe2010. The commercial mortgage reserve coverageased from 4.02% at
December 31, 2009 to 6.32% at December 31, 201® CK loans reserve coverage ratio increased fragf8% at December 31, 2009 to
3.68% at December 31, 2010. The construction loaserve coverage ratio increased from 11.00% ireBeer, 2009 to 21.69% at
December 31, 2010. The consumer and finance leases/e coverage ratio increased from 4.36% in Dbee 2009 to 4.69% at December
2010. While the amount of impaired loans decredsethost of the portfolio, the higher level of impl residential mortgage loans is mainly
related to the modification of loans through thentéoAffordable Modification Program of the Federaly/grnment, for which a sustained per
of repayment performance under the modified terras @bserved. These impaired loans are not nedgsdassified as non-performing loans.

Substantially all of the Corporation’s loarrfpalio is located within the boundaries of the UgBonomy. Whether the collateral is located in
Puerto Rico, the U.S. and British Virgin Islandgtoe U.S. mainland (mainly in the state of Floridag performance of the Corporation’s loan
portfolio and the value of the collateral suppagtthe transactions are dependent upon the perfaenafirand conditions within each specific
area real estate market. Economic reports relattitetreal estate market in Puerto Rico indicaéttie real estate market is experiencing
readjustments in value driven by the loss of incalue to the unemployment of consumers, reduced nigisuad the general economic
conditions. The Corporation sets adequate loaratoevratios upon original approval following itgtatory and credit policy standards. The
real estate market for the U.S. Virgin Islands remméairly stable. In the Florida market, residahtieal estate has experienced a very slow
turnover, but the Corporation continues to redteeriedit exposure through disposition of assedsdiffierent loss mitigation initiatives as the
end of this difficult credit cycle in the Floridagion appears to be approaching.

As shown in the following table, the allowarioeloan and lease losses increased to $553.bmdt December 31, 2010, compared with
$528.1 million at December 31, 2009. The $24.9iarilincrease in the allowance primarily reflectedreases in reserves associated with the
residential and commercial mortgage loan portfolidge Corporation has continued to build its regeitvased on recent appraisals, charge-offs
trends and environmental factors. This was paytialiset by the release of approximately $62.1iomllof the allowance for loan losses
associated with the $447 million ($282 million nétharge-offs) of loans transferred to held fdes@hese loans were subsequently sold in
February 2011 and improved the credit quality ef tlerall portfolio since most of them were nonfgening or adversely classified loans.
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The following table sets forth an analysish# activity in the allowance for loan and leasssks during the periods indicated:

Year Ended December 31 2010 2009 2008 2007 2006
(Dollars in thousands)
Allowance for loan and lease losses, beginningeair $ 528,12( $ 281,52¢ $ 190,16¢ $158,29¢ $147,99¢
Provision (recovery) for loan and lease los:
Residential mortgag 93,88t 45,01( 13,03: 2,73¢ 4,05¢
Commercial mortgag 119,81Y(1) 73,86 8,26¢ 1,567 3,89¢
Commercial and Industri 68,33¢(2) 143,69 35,03: 18,12¢ (1,662
Constructior 300,99(3) 264,24¢ 53,10¢ 23,50z 5,81¢
Consumer and finance leas 51,55¢ 53,04« 81,50¢ 74,67 62,88’
Total provision for loan and lease los: 634,58’ 579,85¢ 190,94 120,61( 74,99:
Charge-offs:
Residential mortgag (62,839 (28,939 (6,25¢€) (985) (997)
Commercial mortgag (82,709)(4) (25,87)) (3,669 (1,339 (19
Commercial and Industrii (99,724)(5) (35,69¢) (25,91) (9,927 (6,01%)
Constructior (313,51))(6) (183,8010) (7,939 (3,910 —
Consumer and finance leas (64,219 (70,12) (73,309 (78,67Y) (70,176
(623,00)) (344.42) (117,079 (94,830 (77,209
Recoveries
Residential mortgag 121 73 — 1 17
Commercial mortgag 1,28¢ 667 — — —
Commercial and Industrii 1,251 1,18¢ 1,67¢ 65¢ 3,491
Constructior 35¢ 20C 19¢ 78 —
Consumer and finance leas 10,30! 9,03( 6,87¢ 5,354 9,007
13,31¢ 11,15¢ 8,751 6,092 12,51¢
Net charg-offs (609,687 (333,269 (108,32) (88,739 (64,694
Other adjustmeni(” — — 8,731 — —
Allowance for loan and lease losses, end of $ 553,02! $ 528,12( $ 281,52¢ $190,16¢ $158,29¢
Allowance for loan and lease losses to year eral tot
loans held for investme 4.7% 3.7% 2.15% 1.61% 1.41%
Net charg-offs to average loans outstanding during
year 4.7€%(8) 2.48% 0.81% 0.7<% 0.55%
Provision for loan and lease losses to net chaffge-o
during the yea 1.04x(9) 1.74x 1.7ex 1.3€x 1.1€x

(1) Includes provision of $11.3 million associated wihns transferred to held for se

(2) Includes provision of $8.6 million associated withans transferred to held for sg

(3) Includes provision of $83.0 million associated wihns transferred to held for se

(4) Includes charc-offs of $29.5 million associated with loans tramsdd to held for sale

(5) Includes charc-offs of $8.6 million associated with loans transéerto held for sale

(6) Includes charc-offs of $127.0 million associated with loans tramséd to held for salt

(7) For 2008, carryover of the allowance for loan Iessgated to the $218 million auto loan portfolamaired from Chryslel

(8) Includes net charw-offs totaling $165.1 million associated with lodrensferred to held for sale. Total net chi-offs to average loan
excluding charc-offs associated with loans transferred to heldstde, was 3.609

(9) Provision for loan and lease losses to net cl-offs excluding provision and net cha-offs relating to loans transferred to held for ¢
was 1.20x for the year ended December 31, 2

The following table sets forth information c@nmning the allocation of the Corporatierdllowance for loan and lease losses by loan ogt
and the percentage of loan balances in each categthe total of such loans as of the dates indita

2010 2009 2008 2007 2006
(In thousands Amount Perceni Amount Perceni Amount Perceni Amount Perceni Amount Perceni
(Dollars in thousands)

Residential mortgag $ 62,33( 29% $ 31,16 26% $ 15,01¢ 27% $ 8,24C 27% $ 6,48¢ 25%
Commercial mortgage loal 105,59¢ 14% 67,20! 11% 18,54+« 12% 13,93¢ 11% 13,70t 11%
Construction loan 151,97: 6% 164,12¢ 11% 83,48: 12% 38,10¢ 12% 18,43¢ 13%
Commercial and Industrial loans

(including loans to local

financial institutions 152,64 36% 182,77¢ 38% 73,58¢ 33% 62,79( 33% 53,93( 32%
Consumer loans and finance lea 80,48¢ 15% 82,84¢ 14% 90,89¢ 16% 67,091 17% 65,73¢ 19%

$553,02! 100%  $528,12( 10(%  $281,52¢ 10(%  $190,16¢ 100%  $158,29¢ 10C%

The following table sets forth information c@nmning the composition of the Corporation’s allow@ for loan and lease losses as of
December 31, 2010 and 2009 by loan category andhiggher the allowance and related provisions wateutated individually or through



general valuation allowance:
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As of December 31, 201

Residential Mortgage Commercial Mortgage C&l Construction Consumer and

(Dollars in thousands Loans Loans Loans Loans Finance Lease: Total
Impaired loans without specific reserv

Principal balance of loans, net of che-offs $ 244,64t $  32,32¢ $ 54,63. $ 25,07 $ 65¢ $ 357,34(
Impaired loans with specific reservi

Principal balance of loans, net of che-offs 311,18° 150,44 325,20¢ 237,97( 1,49¢ 1,026,30:

Allowance for loan and lease loss 42,66¢ 26,86¢ 65,03( 57,83: 264 192,66:

Allowance for loan and lease losses to principéeuze 13.71% 17.86% 20.0(% 24.3(% 17.65% 18.71%
Loans with general allowant

Principal balance of loar 2,861,58: 1,487,39: 3,771,92 437,53t 1,713,361 10,271,79

Allowance for loan and lease loss 19,66« 78,720 87,61 94,13¢ 80,22: 360,36:

Allowance for loan and lease losses to princip#duee 0.6%% 5.2¢% 2.32% 21.52% 4.6&% 3.51%
Total portfolio, excluding loans held for s:

Principal balance of loar $3,417,41 $1,670,16. $4,151,76. $ 700,57¢ $1,715,51! $11,655,43

Allowance for loan and lease loss 62,33( 105,59¢ 152,64: 151,97: 80,48¢ 553,02!

Allowance for loan and lease losses to principéeuze 1.82% 6.32% 3.68% 21.69% 4.6%% 4.74%
As of December 31, 2009
Impaired loans without specific reserv

Principal balance of loans, net of che-offs $ 384,28! $  62,92( $ 48,94: $ 100,02¢ $ = $ 596,17t
Impaired loans with specific reservi

Principal balance of loans, net of che-offs 60,04( 159,28 243,12: 597,64: — 1,060,08i

Allowance for loan and lease loss 2,61¢ 30,94¢ 62,49 86,09: — 182,14!

Allowance for loan and lease losses to princip#dunee 4.36% 19.4% 25.7(% 14.4% 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 loss 28,54¢ 36,25¢ 120,28 78,03t 82,84¢ 345,97!

Allowance for loan and lease losses to princip#dunee 0.91% 2.65% 2.38% 9.82% 4.36% 2.82%
Total portfolio, excluding loans held for s:

Principal balance of loar $3,595,50:i $1,590,82: $5,351,42! $1,492,58! $1,898,10- $13,928,45

Allowance for loan and lease loss 31,16¢ 67,20 182,77¢ 164,12¢ 82,84¢ 528,12(

Allowance for loan and lease losses to principéutze 0.87% 4.22% 3.42% 11.0(% 4.36% 3.7%

The following tables show the activity for iaiped loans held for investment and related speci$erve during 2010:

(In thousands)

Impaired Loans:

Balance at beginning of ye $ 1,656,26.

Loans determined impaired during the y 902,04

Net charg-offs (566,73¢)

Loans sold, net of char-offs of $48.7 million (138,83)

Impaired loans transferred to held for sale, nethafrge offs of $153.9 millio (251,029

Loans foreclosed, paid in full and partial paymentso longer considered impair (218,079

Balance at end of ye: $ 1,383,64
Year ended December 31, 2010
Residential Mortgage Commercial Mortgage Commercial Construction Consumer &

(In thousands Loans Loans Loans Loans Finance Lease Total
Allowance for impaired loan:

beginning of periot $ 2,61 $ 30,94 $ 62,490 $ 86,090 $ — $182,14!
Provision for impaired loar 95,13: 76,73 97,82( 306,94¢ 61¢ 577,25:
Chargeoffs (55,087 (80,807 (95,287 (335,209 (355) (566,739
Allowance for impaired loans, end

period $ 42,66t $ 26,86¢ $ 6503( $ 57,83 $ 264 $192,66:
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Credit Quality

Credit quality performance continued to shayns of stabilization, though net charge-offs wadeersely impacted by charge-offs
associated with loans transferred to held for $éé#.charge-offs increased $276.4 million, or 83m the prior year including $165.1 million
of charge-offs related to loans transferred to lieldale. Excluding the charge-offs related toltd@ns transferred to held for sale, total net
charge-offs were $444.6 million, representing al$4 Inillion increase from the prior year. The y2@i0 saw a decline in non-performing
assets of $148.8 million, and the allowance fonlaad lease losses as a percent of total loanddrelivestment increased to 4.74% as of
December 31, 2010 from 3.79% as of December 319.20fe decrease in non-performing loans was maitfilynction of charge-off activity,
problem credit resolutions, including the sale ofperforming loans, positive results from loan ifiodtions and, to a lesser extent, loans
brought current and a reduction in the migratiotoahs to nonaccrual status compared to the experief 2009.

Non-performing Loans and Non-performing Assets

Total non-performing assets consist of norfegparing loans, foreclosed real estate and othesssgssed properties as well as non-
performing investment securities. Non-performingre are those loans on which the accrual of intéesetiscontinued. When a loan is placed
in non-performing status, any interest previousigognized and not collected is reversed and chagaithst interest income.

Nor-performing Loans Policy

Residential Real Estate Loa— The Corporation classifies real estate loansoim-performing status when interest and principaehaot been
received for a period of 90 days or more or onaieitoans modified under one of the Corporation&sImitigation programs (See Past Due
Loans description below).

Commercial and Construction Loars The Corporation places commercial loans (inclgdiommercial real estate and construction loans) in
non-performing status when interest and principajehnot been received for a period of 90 days aermowhen there are doubts about the
potential to collect all of the principal basedamilateral deficiencies or, in other situations,enfcollection of all of principal or interest istno
expected due to deterioration in the financial ¢oowl of the borrower.

Finance Lease— Finance leases are classified in non-performiatys when interest and principal have not beegived for a period of
90 days or more.

Consumer Loans— Consumer loans are classified in non-performiagus when interest and principal have not beesived for a period of
90 days or more.

Cash payments received on certain loans that greiied and collateral dependent are recognized wbkected in accordance with the
contractual terms of the loans. The principal portf the payment is used to reduce the principkrize of the loan, whereas the interest
portion is recognized on a cash basis (when celt§cHowever, when management believes that tiveatk collectability of principal is in
doubt, the cash interest received is applied tacjpal. The risk exposure of this portfolio is disiied as to individual borrowers and industi
among other factors. In addition, a large port®seécured with real estate collateral.

Other Real Estate Owned (OREO)

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

Other Repossessed Property

The other repossessed property category inclugessessed boats and autos acquired in settlembranst Repossessed boats and autos are
recorded at the lower of cost or estimated faiugal
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Investment Securitie

This category presents investment securities rsifiled to non-accrual status, at their book value.

Past Due Loans over 90 days and still accrui

These are accruing loans which are contractualipgieent 90 days or more. These past due loansitrer current as to interest but delinquent
in the payment of principal or are insured or gntead under applicable FHA and VA programs.

The Corporation has in place loan loss mitigatiosgpams providing homeownership preservation assigt. Loans modified through this
program are reported as non-performing loans atedest is recognized on a cash basis. When theeasonable assurance of repayment and
the borrower has made payments over a sustainextipére loan is returned to accrual status.

The following table presents non-performingeds as of the dates indicated:

2010 2009 2008 2007 2006
(Dollars in thousands)

Non-performing loans held for investme

Residential mortgag $ 392,13 $ 441,64 $274,92: $209,07° $114,82¢

Commercial mortgag 217,16! 196,53! 85,94 46,67: 38,07¢

Commercial and Industrii 317,24: 241,31¢ 58,35¢ 26,77: 24.,90(

Constructior 263,05¢ 634,32¢ 116,29( 75,49 19,73t

Finance lease 3,93t 5,207 6,02¢ 6,25( 8,04:

Consume 45,45¢ 44,83¢ 45,63¢ 48,78¢ 46,50:

Total nor-performing loans held for investme 1,238,98! 1,563,86. 587,17! 413,05( 252,08
REO 84,897 69,30« 37,24¢ 16,11¢ 2,87(
Other repossessed prope 14,02 12,89¢ 12,79« 10,15« 12,10
Investment securitie(@) 64,54: 64,54: — — —

Total nor-performing assets, excluding loans helc

sale 1,402,45: 1,710,60: 637,21! 439,32( 267,06(

Non-performing loans held for sa 159,32: — — — —

Total nor-performing assets, including loans held

sale $1,561,77. $1,710,60: $637,21! $439,32( $267,06(

Past due loans 90 days and still accrt $ 144,118 $ 165,93t $471,36¢ $ 75,45¢ $ 31,64¢
Non-performing assets to total ass 10.02%(2) 8.71% 3.21% 2.5€% 1.54%
Non-performing loans held for investment to total Isi

held for investmen 10.6% 11.23% 4.4% 3.5(% 2.24%
Allowance for loan and lease lost $ 553,02! $ 528,12( $281,52¢ $190,16¢ $158,29t
Allowance to total non-performing loans held for

investmen 44.6%% 33.7% 47.95% 46.0%% 62.7%
Allowance to total no-performing loans held fc

investment, excluding residential real estate Ic 65.3(% 47.06% 90.1€% 93.2:% 115.3%

(1) Collateral pledged with Lehman Brothers SpeciabRting, Inc.

(2) Non-performing assets, excluding non-performing loaelsl for sale, to total assets, excluding non-periog loans transferred to held
for sale, was 9.09% as of December 31, Z
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The following table shows non-performing asdst geographic segment:

December 31 December 31 December 31 December 31 December 31
(Dollars in thousands 2010 2009 2008 2007 2006
Puerto Rico:
Non-performing loans held for investme
Residential mortgag $ 330,73 $ 376,01 $ 244,84: $ 195,27¢ $ 108,17
Commercial mortgag 177,61 128,00: 61,45¢ 43,64¢ 34,42
Commercial and Industrii 307,60¢ 229,03 54,56¢ 24,35 19,93«
Constructior 196,94¢ 385,25¢ 71,125 25,50¢ 19,34:
Finance lease 3,93t 5,201 6,02¢ 6,25( 8,04t
Consume! 43,24 40,13: 40,31 42,77¢ 42,10:
Total nor-performing loans held for investme 1,060,08! 1,163,65! 478,33¢ 337,81¢ 232,02:
REO 67,48¢ 49,33" 22,01: 13,59: 1,974
Other repossessed prope 13,83¢ 12,63¢ 12,221 9,39¢ 11,74
Investment securitie 64,54: 64,54: — —
Total non-performing assets, excluding loans t
for sale $1,205,95! $1,290,17! $ 512,56¢ $ 360,81: $ 245,73
Non-performing loans held for sa 159,32; — — — —
Total non-performing assets, including loans h
for sale $1,365,27 $1,290,17 $ 512,56¢ $ 360,81: $ 245,73t
Past due loans 90 days and still accrt $ 142,75t $ 128,01t $ 220,27( $ 73,16( $ 28,52
Virgin Islands:
Non-performing loans held for investme
Residential mortgag $ 9,65t $ 9,06:¢ $ 8,49 $ 6,00« $ 4,317
Commercial mortgag 7,86¢ 11,727 1,47¢ 1,887 2,07¢
Commercial and Industrii 6,07¢ 8,30( 2,05t 2,131 2,32¢
Constructior 16,47: 2,79¢ 4,11z 3,54z 39:
Consume| 927 3,54( 3,68¢ 5,18¢ 4,08¢
Total nor-performing loans held for investme 41,00: 35,42¢ 19,82« 18,75( 13,20(
REO 2,89¢ 47C 43C 77 89¢
Other repossessed prope 10¢ 221 38¢€ 494 281
Total non-performing assets, excluding loans t
for sale $ 44,00¢ $ 36,11° $ 20,64: $ 20,02 $ 14,37
Non-performing loans held for sa — — — — —
Total nor-performing assets, including loans h
for sale $ 44,00¢ $ 36,117 $ 20,64: $ 20,02 $ 14,37
Past due loans 90 days and still accrt $ 1,35¢ $ 23,87¢ $ 27,47 $ 99¢ $ 3,12t
Florida:
Non-performing loans held for investme
Residential mortgag $ 51,74. $ 56,56 $ 21,58¢ $ 7,79 $ 2,334
Commercial mortgag 31,68( 56,801 23,001 1,13¢ 1,58(
Commercial and Industrii 3,551 3,97 1,73¢ 28t 2,641
Constructior 49,63t 246,27: 41,05( 46,44¢ —
Consume| 1,28¢ 1,162 1,634 81¢ 311
Total nor-performing loans held for investme 137,90: 364,78: 89,01t 56,48 6,86¢
REO 14,51( 19,49" 14,80: 1,74¢ —
Other repossessed prope 76 43 18t 261 79
Total nor-performing assets, excluding loans h
for sale $ 152,48 $ 384,32 $ 104,00: $ 58,48¢ $ 6,94¢
Non-performing loans held for sa — — — — —
Total nor-performing assets, including loans h
for sale $ 152,48t $ 384,32 $ 104,00: $ 58,48¢ $ 6,94

Past due loans 90 days and still accrt $ — $ 14,04: $ 223,62 $  1,29¢

Total non-performing loans, including non-penfing loans held for sale of $159.3 million, wé&e40 billion, down from $1.56 billion at
December 31, 2009 primarily resulting from chardfs-and sales of approximately $200 million in noerforming loans during 2010. Total
non-performing loans held for investment, whichlage non-performing loans held for sale, were $bilibn at December 31, 2010, which
represented 10.63% of total loans held for investnikhis was down $324.9 million, or 21%, from $.1&llion, or 11.23% of total loans held
for investment, at December 31, 2009. The decrigasen-performing loans held for investment dur@0 primarily reflected the transfer of
non-performing loans into held for sale. NpaHforming loans with a book value of $263 millimere written down to a value of $159.3 milli
($140.1 million construction loans and $19.2 millicommercial mortgage loans) and transferred td feglsale. Also contributing to tt



decrease were further declines in constructionelsas reductions in residential and consumer renfiepming loans partially offset by
increases in commercial mortgage and C&I non-perfiog loans.

Non-performing construction loans, includinegnrperforming construction loans held for sale D4&1 million, decreased by
$231.1 million, or 36%, driven by charge-offs, sa@e of $118.4 million of non-performing constroctioans during 2010, problem credit
resolutions (including restructured loans), anddoayns. The
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decrease was mainly in the United States wherepeoimrming construction loans decreased $196.6amithr 80% from $246.3 million as of
December 31, 2009 to $49.6 million at December2B10. The decrease was driven by sales of $116li6maf non-performing construction
loans in Florida and problem credit resolution]uding the restructuring of a $19.7 million loaratthas been formally restructured so as to be
reasonably assured of principal and interest repaymnd of performance according to its modifieche The Corporation restructured the
loan by splitting it into two separate notes. Thstfnote for $17 million was placed in accruingtss as the borrower has exhibited a period of
sustained performance and the second note forlli@n was charged-off. The sales were part of @weporation’s ongoing efforts to reduce
its non-performing assets through its Special As&sbup. Key to the improvement in non-performingstruction loans was the significant
lower level of inflows. The level of inflow, or migtion, is an important indication of the futurertd of the portfolio.

Non-performing construction loans in Puertodjiincluding $140.1 million non-performing congtion loans held for sale, decreased by
$48.2 million from December 2009 driven by chardfs;dncluding charge-offs of $89.5 million assdeia with loans transferred to held for
sale and paydowns on residential housing proja@tts.Corporation experienced increases in absorptitas for its residential housing projects
in Puerto Rico, reflecting a combination of factaneluding low interest rates, incentives by hatkeselopers, reduced unit prices and the
impact of the Puerto Rico Government housing stirmylackage enacted in September 2010. As previcgistyted, from September 1, 2011
June 30, 2011, the Government of Puerto Rico igigimg tax and transaction fees incentives to lptithasers and sellers (whether a Puerto
Rico resident or not) of new and existing residdrmiroperty, as well as commercial property, withakes price of no more than $3 million.
Among its significant provisions, the housing stiosupackage provides various types of income anggty tax exemptions as well as redt
closing costs. This legislation should help toadiée some of the stress in the construction inguRefer to “Financial Condition and
Operating Data Analysis — Loan Portfolio — Commatend Construction Loans” discussion above foitaaal information about the main
provisions of the housing stimulus package. Péytifsetting the decrease in non-performing cargion loans in 2010 was the inflow of
loans into non-accrual status primarily driven byrfrelationships in excess of $10 million, maimyconnection with residential housing
projects. In the Virgin Islands, the non-performoanstruction loan portfolio increased by $13.7liomil, driven by a $10.0 million relationship
engaged in the development of a residential re¢ateproject.

Non-performing residential mortgage loans dased by $49.5 million, or 11%, as compared td#iance at December 31, 2010. The
decrease was primarily in connection with the ale of $23.9 million of non-performing residentiabrtgage loans in the fourth quarter of
2010, and declines related to loan modificatiomalzioed with charge-offs. Most of the decrease waBuerto Rico where non-performing
residential mortgage loans decreased by $45.3omjlbr 12%, compared to December, 2009. Approxin&291.1 million, or 74% of total
non-performing residential mortgage loans, havenlvegtten down to their net realizable value. Thardration continues to address loss
mitigation and loan modifications by offering ahatives to avoid foreclosures through internal progs and programs sponsored by the
Federal Government. In Florida, non-performingdestial mortgage loans decreased by $4.8 milliomfbecember 31, 2010. The decrease
was mainly due to modified loans that have beetored to accrual status after a sustained repaypefdrmance (generally six months) and
are deemed collectible. Non-performing residemtiattgage loans in the Virgin Islands increased $filon

Non-performing commercial mortgage loans,udaig $19.2 million associated with loans trangfdro held for sale, increased by
$39.8 million from 2009, primarily in the PuertodRiregion, as the Florida region reflected a dessre@otal non-performing commercial
mortgage loans in Puerto Rico increased primarky @ one relationship amounting to $85.7 millid&cpd in non-accruing status during the
fourth quarter of 2010 due to the borrower’s finahcondition, even though most of the loans inrglationship are under 90 days delinquent.
Partially offsetting this increase in Puerto Ricere/two relationships amounting to $12.5 milliorihie aggregate becoming current and for
which the Corporation expects to collect princigadl interest in full pursuant to the terms of enis. Non-performing commercial mortgage
loans in Florida decreased by $25.1 million dribgrsales of $55.8 million during 2010. Total norcraal commercial mortgage loans in the
Virgin Islands decreased by $3.9 million mainlyiatitable to restoration to accrual status of 8$8illion loan based on its compliance with
performance terms and debt service capacity.

Cé&l non-performing loans increased by $75.89iam, or 31%, during 2010. The increase was drilsgrihe inflow of five relationships in
Puerto Rico in individual amounts exceeding $10iomlwith an aggregate carrying
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value of $106.2 million as of December 31, 2010sWas partially offset by net charge-offs, inchuglia charge-off of $15.3 million relating to
one relationship based on its financial conditcharge-off of $15.0 million associated with an@xtended to a local financial institution in
Puerto Rico, and, to a lesser extent, paymentsvestand applied to non-performing loans and b2 a4 million non-performing loan paioff
during the fourth quarter of 2010. In the Unitedt8¢ and the Virgin Islands, C&I non-performingrisalecreased by $0.4 million and

$2.2 million, respectively.

The levels of non-accrual consumer loansuiticlg finance leases, remained stable showing@ar#illion decrease during 2010, mainly
related to auto financings in the Virgin IslandkisTportfolio showed signs of stability and beretifrom changes in underwriting standards
implemented in late 2005. The consumer loan paotfatith an average life of approximately four ygdnas been replenished by new
originations under the revised standards.

At December 31, 2010, approximately $233.3iomilof the loans placed in non-accrual statusntgaionstruction and commercial loans,
were current, or had delinquencies of less thade8@ in their interest payments, including $61.Riom of restructured loans maintained in
nonaccrual status until the restructured loans itingetriteria of sustained payment performance utiderevised terms for reinstatement to
accrual status. Collections are being recorded aash basis through earnings, or on a cost-recdasig, as conditions warrant.

During the year ended December 31, 2010,estencome of approximately $6.2 million relatedhtm-performing loans with a carrying
value of $721.1 million as of December 31, 2010inyanon-performing construction and commercialisawas applied against the related
principal balances under the cost-recovery method.

The allowance to non-performing loans rati@BBecember 31, 2010 was 44.64%, compared to 38&% of December 31, 2009. The
increase in the ratio is attributable in part tor@ases in the allowance based on increases ivedsetors for classified loans and additional
charges to specific reserves. As of December 310 28pproximately $445.3 million, or 36%, of totain-performing loans held for investment
have been charged-off to their net realizable vakishown in the following table.

Residential Commercial Construction ~ Consumer anc

(Dollars in thousands Mortgage Loans  Mortgage Loans C&l Loans Loans Finance Lease Total
As of December 31, 201
Non-performing loans, excluding loans held

for sale, charge-off to realizable valu $ 201,11¢ $ 20,23¢ $101,15. $ 32,13¢ $ 65¢ $ 445,30t
Other nor-performing loans, excluding loal

held for sale 101,01¢ 196,92¢ 216,09: 230,91 48,73: 793,68:
Total non-performing loans, excluding loans

held for sale $ 392,13 $ 217,16 $317,24. $ 263,05t $ 49,39. $1,238,98

Allowance to norperforming loans, excludin

loans held for sal 15.9(% 48.6% 48.11% 57.71% 162.9t% 44.6%
Allowance to norperforming loans, excludin

loans held for sale and non-performing

loans charge-off to realizable valu 61.7(% 53.62% 70.6%% 65.81% 165.1t% 69.6&%

As of December 31, 200

Non-performing loans, excluding loans held

for sale, charge-off to realizable valu $ 320,22: $ 38,42: $ 19,24« $ 139,78 $ — $ 517,67t
Other non-performing loans, excluding loar

held for sale 121,41¢ 158,11  222,07: 494,54. 50,04: 1,046,18
Total non-performing loans, excluding loans

held for sale $ 44164. $  196,53¢ $241,3Lt $ 634,32¢ $ 50,047 $1,563,86:

Allowance to no-performing loans, excludin

loans held for sal 7.06% 34.1% 75.7% 25.81% 165.5t% 33.71%
Allowance to nomperforming loans, excludin

loans held for sale and non-performing

loans charge-off to realizable valu 25.61% 42.5(% 82.31% 33.1%% 165.5¢% 50.48%

The Corporation provides homeownership pregerm assistance to its customers through a losgation program in Puerto Rico and
through programs sponsored by the Federal Govermmepending upon borrowers financial conditiorstracturings or loan modifications
through this program as well as other restruct@riofgindividual commercial, commercial mortgagenstouction and residential mortgage Ic
in the U.S. mainland fit the definition of Troubl&tkbt Restructuring (“TDR"). A restructuring of alut constitutes a TDR if the creditor for
economic or legal reasons related to the debtoéntial difficulties grants a concession to thbtdethat it would not otherwise consider.
Modifications involve changes in one or more of libwn terms that bring a defaulted loan currentmodide sustainable affordability. Chan
may include the refinancing of any past-due amqunétuding interest and escrow, the extensiorhefrhaturity of the loan and modifications
of the loan rate. As of December 31, 2010, the G@ton’'s TDR loans consisted of $261.2 millionregidential mortgage loans, $37.2 million
commercial and industrial loans, $112.4 million ecoercial mortgage loans and $28.5 million of congtion loans. From the $439 million to
TDR loans, approximately $224 million are in coraplie with
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modified terms, $54 million are 30-89 days delinouend $161 million are classified as non-accrgsadfaDecember 31, 2010.

Included in the $112.4 million of commerciabriygage TDR loans is one loan restructured intogeparate agreements (loan splitting) in
the fourth quarter of 2010. This loan was restmezdiinto two notes; one that represents the podfdhe loan that is expected to be fully
collected along with contractual interest and theosd note that represents the portion of themaldoan that was charged-off. The
renegotiation of this loan was made after analytivegborrowers’ and guarantors’ capacity to repeydebt and ability to perform under the
modified terms. As part of the renegotiation of kbe@ns, the first note was placed on a monthly payschedule that amortizes the debt over
30 years at a market rate of interest. The secotelfor $2.7 million was fully charged-off. The oging value of the note deemed collectible
amounted to $17.0 million as of December 31, 20idthe chargeff recorded prior to the restructure amountedld.$ million. The loan we
placed in accruing status as the borrower has g&tib period of sustained performance but consinaée individually evaluated for
impairment purposes, and a specific reserve of B2llbn was allocated to this loan as of Decembikr2010.

The REO portfolio, which is part of non-perfung assets, increased by $15.6 million, mainlirerto Rico, reflecting increases in both
commercial and residential properties, partialfisef by sales of REO properties in Florida. Coesistith the Corporation’s assessment of the
value of properties and current and future marketiions, management is executing strategiesdelaate the sale of the real estate acquired
in satisfaction of debt. During 2010, the Corparatsold approximately $65.2 million of REO propest{$43.8 million in Florida, $21.1
million in Puerto Rico and $0.3 million in the Virglslands).

The over 90-day delinquent, but still accryilogins, excluding loans guaranteed by the U.SeBuwwent, decreased to $62.8 million, or
0.54% of total loans held for investment, at Decengil, 2010 from $96.7 million, or 0.69% of totahhs held for investment, at December
20009.

Net Charge-Offs and Total Credit Losses

Total net charge-offs for 2010 were $609.7ionil or 4.76% of average loans. This was up $27tldon, or 83%, from $333.3 million, or
2.48%, in 2009. The increase includes $165.1 milissociated with loans transferred to held fag.d&kcluding the charge-offs related to
loans transferred to held for sale, net chargeinf010 were $444.6 million.

Total construction net charge-offs in 2010ev$813.2 million, or 23.80% of average loans, wprf$183.6 million, or 11.54% of average
loans in 2009. The increase of $129.6 million idels $127.0 million associated with constructiom®taansferred to held for sale in Puerto
Rico. Excluding the net charge-offs related to trutdion loans transferred to held for sale, neirgh-offs for 2010 were $186.2 million.
Construction loan charge-offs have been signifigantpacted by individual loan charge-offs in exees $10 million coupled with charge-offs
related to loans sold. There were six loan relatigus with charge-offs in excess of $10 million 210 that accounted for $86.3 million of
total construction loans charge offs.

Construction loans net charge-offs in PueitmRvere $216.4 million, including $37.2 million @harge-offs associated with three
relationships in excess of $10 million mainly rethto high-rise residential projects and the $1#7ildon associated with loans transferred to
held for sale. Construction loans net charge-offthé United States amounted to $90.6 million, biol $45.4 million are related to loans sold
during the period at a significant discount as pathe Corporation’s de-risking strategies. Thegoation continued its ongoing management
efforts including obtaining updated appraisalsthfa collateral for impaired loans and assessinggqt’s status within the context of market
environment expectations; generally, appraisal tgzdare requested annually. This portfolio remairsceptible to the ongoing housing market
disruptions, particularly in Puerto Rico. In theitéd States, based on the portfolio managemenepsyincluding charge-off activity over the
past year and several sales of problem creditgrddit issues in this portfolio have been subsiintaddressed. As of December 31, 2010, the
construction loan portfolio in Florida amountedb#@8.5 million, compared to $299.5 million as of Beter 31, 2009. The Corporation is
engaged in continuous efforts to identify alteriedithat enable borrowers to repay their loanseagmibtecting the Corporation’s investments.
Construction loan net charge-offs in the Virgiratells were $6.2 million for 2010, almost entirellated to a residential project that was placed
in non-accruing status in the third quarter of 2010
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Total commercial mortgage net charge-offsGd@were $81.4 million, or 5.02% of average loamsfrom $25.2 million, or 1.64% of
average loans in 2009. The increase includes $88libn associated with commercial mortgage loaassferred to held for sale in Puerto
Rico. Other charge-offs were mainly from Floridarns, which account for $39.7 million of total conmial mortgage net charge-offs,
including $34.8 million on loans sold during 2010.

Cé&l loans net charge-offs in 2010 were $98iBiom, or 2.16%, almost entirely related to theglfo Rico portfolio, compared to the
$34.5 million, or 0.72% of related loans, record®e@009. The increase from the prior year inclug&$ million associated with C&I loans
transferred to held for sale in Puerto Rico. Atbere was a $15.3 million charge-off in 2010 assted with one non-performing loan based on
the financial condition of the borrower and a $1&ilion charge-off associated with a loan extentte®&G Financial that was adequately
reserved prior to 2010. The Corporation also rezegha $7.7 million charge-off on a participationai syndicated non-performing loan.
Remaining C&I net charge-offs in 2010 were concaetl in Puerto Rico, where they were distributadsscseveral industries, with two
relationships, each with an individual charge-affoainting to $6.6 million.

Residential mortgage net charge-offs were B6#llion, or 1.80% of related average loans. s up from $28.9 million, or 0.82% of
related average balances in 2009. Net charge-@ffad10 include $7.8 million associated with theramentioned $23.9 million bulk sale of
nonperforming residential mortgage loans. The highss llevel is mainly related to reductions in propegalues. Approximately $40.1 millic
in charge-offs ($29.2 million in Puerto Rico, $1@8lion in Florida and $0.6 million in the Virgitslands) resulted from valuations for
impairment purposes of residential mortgage loatf@s considered homogeneous given high delingyeand loan-to-value levels,
compared to $15.7 million recorded in 2009 ($7.1liom in Puerto Rico, $8.5 million in Florida an@4 million in Virgin Islands). Net charge-
offs for residential mortgage loans also includ®.®Imillion related to loans foreclosed, compae811.2 million recorded for loans
foreclosed in 2009.

Net charge-offs of consumer loans and findeases in 2010 were $53.9 million compared to hatge-offs of $61.1 million for 2009. Net
chargeeffs as a percentage of related loans decreas2888o from 3.05% for 2009. Performance of this fadit on both absolute and relati
terms continued to be consistent with managemei&iss regarding the underlying quality of the politd.

140




Table of Contents

The following table shows net charge-offs¥erage loans ratio by loan categories for theflastyears. by

For the year ended December 3:

2010 2009 2008 2007 2006
Residential mortgag 1.80%(1) 0.82% 0.1%% 0.05% 0.02%
Commercial mortgag 5.02%(2) 1.6% 0.27% 0.1(% 0.0(%
Commercial and Industri 2.16%(3) 0.72% 0.5%% 0.2€% 0.0€%
Constructior 23.80%(4) 11.5%% 0.52% 0.2¢% 0.0(%
Consumer loans and finance lea 2.98% 3.05% 3.1%% 3.48% 2.9(%
Total loans 4.76%(5) 2.48% 0.87% 0.7% 0.55%

(1) Includes net charw-offs totaling $7.8 million associated with r-performing residential mortgage loans sold in &!salle.

(2) Includes net charge-offs totaling $29.5 roilliassociated with loans transferred to held fl. €ommercial mortgage net charge-offs to
average loans, excluding cha-offs associated with loans transferred to heldstde, was 3.38%

(3) Includes net charge-offs totaling $8.6 milliassociated with loans transferred to held fag.9abmmercial and Industrial net charge-offs
to average loans, excluding che-offs associated with loans transferred to heldstde, was 1.98%

(4) Includes net charge-offs totaling $127.0 imillassociated with loans transferred to held &e.€onstruction net charge-offs to average
loans, excluding char-offs associated with loans transferred to heldstde, was 18.93%

(5) Includes net char-offs totaling $165.1 million associated with lodrensferred to held for sale. Total net chi-offs to average loan
excluding charg-offs associated with loans transferred to heldstde, was 3.60%

The following table presents net charge-offs torage loans held in portfolio by geographic segment:

Year Ended
December 31, December 31,
2010 2009
PUERTO RICO:
Residential mortgag 1.7%%(1) 0.64%
Commercial mortgag 3.9(%(2) 0.82%
Commercial and Industrii 2.27%(3) 0.72%
Constructior 23.51%(4) 4.88%
Consumer and finance leas 2.99% 2.99%
Total loans 4.2€%(5) 1.44%
VIRGIN ISLANDS:
Residential mortgag 0.1&% 0.0&%
Commercial mortgag 0.0(% 2.7%
Commercial and Industri -0.44%(6) 0.5%
Constructior 3.16% 0.0(%
Consumer and finance leas 2.01% 3.5(%
Total loans 0.75% 0.73%
FLORIDA:
Residential mortgag 3.8&% 2.84%
Commercial mortgag 8.2:% 3.02%
Commercial and Industrii 4.8(% 1.87%
Constructior 44.6% 29.9%
Consumer and finance leas 5.26% 7.3%
Total loans 13.35% 11.7(%

(1) Includes net charw-offs totaling $7.8 million associated with r-performing residential mortgage loans sold in &lsalle.

(2) Includes net charge-offs totaling $29.5 roilliassociated with loans transferred to held fle. £2ommercial mortgage net charge-offs to
average loans, excluding cha-offs associated with loans transferred to helds&de in Puerto Rico, was 1.24

(3) Includes net charge-offs totaling $8.6 milliassociated with loans transferred to held fae.sabmmercial and Industrial net charge-offs
to average loans, excluding che-offs associated with loans transferred to heldséde in Puerto Rico, was 2.08

(4) Includes net charge-offs totaling $127.0 imillassociated with loans transferred to held &&.€onstruction net charge-offs to average
loans, excluding char-offs associated with loans transferred to heldséde in Puerto Rico, was 15.27

(5) Includes net charw-offs totaling $165.1 million associated with lodrensferred to held for sale. Total net chi-offs to average loan
excluding charg-offs associated with loans transferred to heldséde in Puerto Rico, was 2.83

(6) For the year ended December 31, 2010 recoveriesnmmercial and industrial loans in the Virgin Islarexceeded char-offs.

Total credit losses (equal to net charge-offs fleses on REO operations) for 2010 amounted to.9688lion, or 4.96% to average loans and
repossessed assets, respectively, in contrasedit twsses of $355.1 million, or a loss rate &22b, for 2009. Excluding the $165.1 million



charge-offs associated with loans transferred to foe sale, total credit losses for 2010 amourite$i474.8 million or 3.81% to average loans
and repossessed assets.
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The following table presents a detail of the RE@eimtory and credit losses for the periods indicated

REO
REO balances, carrying valt
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 operations

CHARGE-OFFS
Residential char¢-offs, net

Commercial char¢-offs, net
Construction char¢-offs, 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,

2010

2009

(Dollars in thousands)

$ 56,21( $ 35,77¢
22,63¢ 19,14¢
— 8,00(
6,05¢ 6,371

$ 84,89 $ 69,30
44¢ 15¢

96 29E

(66) (165)

47¢ 28E

25¢E 221

311 17C

— 642

46¢ 33C

28E 26€

$ (9,120 $ (9,619
(8,597 (1,279
(2,279 (1,500)
(1,479 (1,977
(21,45%) (14,364
(8,715) (7,499

$ (30,179 $ (21,869
(62,719 (28,867
(179,89) (59,717
(313,15) (183,60()
(53,916 (61,097
(609,687 (333,269
$(639,85!) $(355,12)
2.0% 1.06%
3.0%% 0.9€%
23.89% 11.65%
2.9€% 3.00%
4.96% 2.62%

(2) Calculated as net charoffs plus market adjustments and gains (lossespt;of REO divided by average loans and repossessets
(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 activitias surround the delivery of banking e



financial products. Coupled with external influesceich as market conditions, security risks, agdllgsk, the potential for operational and
reputational loss has increased. In order to niigad control operational risk, the Corporatios daveloped, and continues to enhance,
specific internal controls, policies and
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procedures that are designated to identify and gewnperational risk at appropriate levels througttlo organization. The purpose of these
mechanisms is to provide reasonable assurancthth@orporation’s business operations are funaigpmiithin the policies and limits
established by management.

The Corporation classifies operational riglo itwo major categories: business specific andarae-wide affecting all business lines. For
business specific risks, a risk assessment groukswath the various business units to ensure st&isty in policies, processes and
assessments. With respect to corporate-wide sk as information security, business recoveng,legal and compliance, the Corporation
has specialized groups, such as the Legal Depatititnéormation Security, Corporate Compliance, hnfiation Technology and Operations.
These groups assist the lines of business in thela@ment and implementation of risk managementtjpes specific to the needs of the
business groups.

Legal and Compliance Risk

Legal and compliance risk includes the riskofi-compliance with applicable legal and regulatequirements, the risk of adverse legal
judgments against the Corporation, and the riskaht@unterpar’s performance obligations will be unenforceableeTorporation is subject
to extensive regulation in the different jurisdicts in which it conducts its business, and thisili@gry scrutiny has been significantly
increasing over the last several years. The Cotiparhas established and continues to enhance guoee based on legal and regulatory
requirements that are designed to ensure compliaithell applicable statutory and regulatory requaients. The Corporation has a
Compliance Director who reports to the Chief Ridkig@r and is responsible for the oversight of fegory compliance and implementation of
an enterprise-wide compliance risk assessment ggodde Compliance division has officer roles iohemajor business areas with direct
reporting relationships to the Corporate Complia@ceup.

Concentration Risk

The Corporation conducts its operations iraggaphically concentrated area, as its main mask@tierto Rico. However, the Corporation
has diversified its geographical risk as evidenmgits operations in the Virgin Islands and in kdar

As of December 31, 2010, the Corporation Ha@b$L million outstanding of credit facilities gted to the Puerto Rico Government and/or
its political subdivisions down from $1.2 billiors @f December 31, 2009, and $84.3 million grantetth¢ Virgin Islands government, down
from $134.7 million as of December 31, 2009. A sabsal portion of these credit facilities are galiions that have a specific source of inc
or revenues identified for their repayment, sucpraperty taxes collected by the central Governraedfor municipalities. Another portion of
these obligations consists of loans to public crapions that obtain revenues from rates chargeddprices or products, such as electric power
utilities. Public corporations have varying degreémdependence from the central Government antymeceive appropriations or other
payments from it. The Corporation also has loansat@mus municipalities in Puerto Rico for whicletgood faith, credit and unlimited taxing
power of the applicable municipality have been gstito their repayment.

Aside from loans extended to the Puerto Rioggenment and its political subdivisions, the latgean to one borrower as of December 31,
2010 in the amount of $290.2 million is with onentgage originator in Puerto Rico, Doral Financialr@ration. This commercial loan is
secured by individual real-estate loans, mostlyrésidential mortgage loans.

Of the total gross loan held for investmentfotio of $11.7 billion as of December 31, 201ppeoximately 84% have credit risk
concentration in Puerto Rico, 8% in the United &atnd 8% in the Virgin Islands.
Impact of Inflation and Changing Price:

The financial statements and related dateepted herein have been prepared in conformity @AAP, which require the measurement of
financial position and operating results in terrhiistorical dollars without considering changegha relative purchasing power of money ¢
time due to inflation.
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Unlike most industrial companies, substantiall of the assets and liabilities of a finandiedtitution are monetary in nature. As a result,
interest rates have a greater impact on a finaimgttution’s performance than the effects of general levelsftation. Interest rate movemer
are not necessarily correlated with changes iptlees of goods and services.

Basis of Presentation

The Corporation has included in this Form 11K following non-GAAP financial measures: (i) ttedculation of net interest income,
interest rate spread and net interest margin ragetax- equivalent basis and excluding changésairfiair value of derivative instruments and
certain financial liabilities, (ii) the calculatiasf the tangible common equity ratio and the talggiimok value per common share, (iii) the Tier 1
common equity to risk-weighted assets ratio, amgdgrtain other financial measures adjusted tdugbecamounts associated with loans
transferred to held for sale resulting from thecesion of an agreement providing for the stratesgile of loans. Substantially all of the loans
transferred to held for sale were sold in Febr2&x1. Investors should be aware that B®RAP measures have inherent limitations and sh
be read only in conjunction with the Corporatioodsolidated financial data prepared in accordanitdeGAAP.

Net interest income, interest rate spreadremdnterest margin are reported on a tax-equivddasis and excluding changes in the fair value
(“valuations”) of derivative instruments and fingdiabilities elected to be measured at fair eallihe presentation of net interest income
excluding valuations provides additional informatibout the Corporation’s net interest income audifates comparability and analysis. The
changes in the fair value of derivative instrumeartd unrealized gains and losses on liabilitiessmesl at fair value have no effect on interest
due or interest earned on interest-bearing lidgddlior interest-earning assets, respectively. akeguivalent adjustment to net interest income
recognizes the income tax savings when compariapta and tax-exempt assets and assumes a mdrgioaie tax rate. Income from tax-
exempt earning assets is increased by an amouiviadent to the taxes that would have been pailisf income had been taxable at statutory
rates. Management believes that it is a standactipe in the banking industry to present net sgemcome, interest rate spread and net
interest margin on a fully tax equivalent basisisTddjustment puts all earning assets, most notalihexempt securities and certain loans, on a
common basis that facilitates comparison of regaltesults of peers. Refer det Interest Incomdiscussion above for the table that reconciles
the non-GAAP financial measure “net interest incane tax-equivalent basis and excluding fair valu@nges” with net interest income
calculated and presented in accordance with GAAR.t&ble also reconciles the non-GAAP financial sne@s “net interest spread and margin
on a tax-equivalent basis and excluding fair valu@nges” with net interest spread and margin catledland presented in accordance with
GAAP.

The tangible common equity ratio and tangiiek value per common share are non-GAAP measeresrglly used by the financial
community to evaluate capital adequacy. Tangiblaroon equity is total equity less preferred equitypdwill and core deposit intangibles.
Tangible assets are total assets less goodwiltareldeposit intangibles. Management and many stnakysts use the tangible common eq
ratio and tangible book value per common shar@munction with more traditional bank capital ratim compare the capital adequacy of
banking organizations with significant amounts obdwill or other intangible assets, typically steinghfrom the use of the purchase
accounting method of accounting for mergers andiait@ns. Neither tangible common equity nor tdmgiassets, or related measures should
be considered in isolation or as a substitute timekdholders’ equity, total assets or any other memsalculated in accordance with GAAP.
Moreover, the manner in which the Corporation dal®s its tangible common equity, tangible assetsamy other related measures may differ
from that of other companies reporting measurel giinilar names. Refer to Sectibiguidity and Capital Adequacy, Interest Rate RGkedit
Risk, Operational, Legal and Regulatory Risk Mamage- Capital above for a reconciliation of the Corporation’sgéale common equity and
tangible assets.

The Tier 1 common equity to risk-weighted &ssatio is calculated by dividing (a) tier 1 capiess non-common elements including
qualifying perpetual preferred stock and qualifytngst preferred securities by (b) risk-weightesgets, which assets are calculated in
accordance with applicable bank regulatory requémetsy The Tier 1 common equity ratio is not reqiiiog GAAP or on a recurring basis by
applicable bank regulatory requirements. Howevas, fatio was used by the Federal Reserve in cdiomewith its stress test administered to
the 19 largest U.S. bank holding companies unde6tipervisory Capital Assessment Program, thetgesiivhich were
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announced on May 7, 2009. Management is currentlyitoring this ratio, along with the other ratidsaissed above, in evaluating the
Corporation’s capital levels and believes thathattime, the ratio may be of interest to investétefer to Sectiohiquidity and Capital
Adequacy, Interest Rate Risk, Credit Risk, Openalid_egal and Regulatory Risk Managen- Capital above for a reconciliation of
stockholders’ equity (GAAP) to Tier 1 common equity

To supplement the Corporation’s financialatatnts presented in accordance with GAAP, the Catipo provides additional measures of
net income (loss), provision for loan and leasedgs provision for loan and lease losses to negeheaffs, net charge-offs, and net charge-offs
to average loans to exclude amounts associatedhvéttransfer of $447 million of loans to held &ale. In connection with the transfer, the
Corporation chargedif $165.1 million and recognized an additionalyps@on for loan and lease losses of $102.9 millidanagement believ
that these non-GAAP measures enhance the abiléyalysts and investors to analyze trends in thrp@ation’s business and to better
understand the performance of the Corporationdtiten, the Corporation may utilize these non-GA#rRancial measures as a guide in its
budgeting and long-term planning process. Any aislgf these non-GAAP financial measures shoulddeel only in conjunction with results
presented in accordance with GAAP. A reconciliatdthese non-GAAP measures with the most diremtiyparable financial measures
calculated in accordance with GAAP follows:

Net Loss (NonGAAP to
GAAP reconciliation)

Year ended
December 31, 2010

(In thousands, except per share informat Net Loss
Net loss, excluding special items (GAAP) $ (421,370)
Special items

Loans transferred to held for sale (102,939

Exchange transactiol —
Net Income (loss $ (524,309

1- In the fourth quarter 2010, the Corporation rded a charge of $102.9 million to the provisionlfan and lease losses associated with
$447 million of loans transferred to held for sale.
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Provision for Loan and Lease Losses, Net
Charge-Offs, Provision for Loans and
Lease Losses to Net Charge-Offs, and

Net Charge-Offs to Average Loans (No-

GAAP to GAAP reconciliation)
Year ended
December 31, 2010
Provision for Loan

(In thousands and Lease Losses Net Charge-Offs
Provision for loan and lease losses and net c-offs, excluding special items (N-GAAP) $ 531,64¢ $ 444,62

Special items

Loans transferred to held for sale 102,93¢ 165,05
Provision for loan and lease losses and net c-offs (GAAP) $ 634,58’ $ 609,68:
Provision for loan and lease losses to net cl-offs, excluding special items (N-GAAP) 119.5%

Provision for loan and lease losses to net cl-offs (GAAP) 104.08%
Net charg-offs to average loans, excluding special items -GAAP) 3.6(%
Net charg-offs to average loans (GAAI 4.7¢%

1-  Inthe fourth quarter 2010, the Corporation recdrdeharge of $102.9 million to the provision foah and lease losses and ch-offs of
$165.1 million associated with $447 million of Icamansferred to held for sa
Selected Quarterly Financial Data

Financial data showing results of the 2010 26@9 quarters is presented below. In the opinfananagement, all adjustments necessary for
a fair presentation have been included. Thesetsesrd unaudited.

2010
March 31 June 30 September 30 December 31
(In thousands, except for per share resi
Interest incom $220,98¢ $214,86: $204,02¢ $ 192,80¢
Net interest incom 116,86 119,06: 113,70: 112,04¢
Provision for loan losse 170,96! 146,79: 120,48: 196,34"
Net loss (106,999 (90,64() (75,23)) (251,43¢)
Net (loss) income attributable to common stockhie-basic (113,15) (96,810 357,78’ (269,877)
Net (loss) income attributable to common stockhis-diluted (113,15) (96,810 363,411 (269,87))
(Loss) earnings per common st-basic $ (18.39 $ (15.70 $ 31.3( $ (12.69)
(Loss) earnings per common sk-diluted $ (18.39 $ (15.70 $ 4.2 $ (12.69)
2009
March 31 June 30 September 3C December 31
(In thousands, except for per share resi
Interest incom $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 21,89 (78,659 (165,219 (53,202)
Net income (loss) attributable to common stockhid 6,77: (94,825 (174,689 (59,339
Earnings (loss) per common st-basic $ 1.0t $ (16.09 $ (28.3Y) $ (9.62)
Earnings (loss) per common sk-diluted $ 1.0t $ (16.09 $ (28.3Y) $ (9.62)

Some infrequent transactions that significantheetféd quarterly periods of 2010 and 2009 include:

= During the third quarter of 2010, the successfuhptetion of the issuance of Series G PreferredkStoexchange for the
$400 million Series F preferred stock held by th8 .Ureasury, and the issuance of
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common stock in exchange for $487 million of SeAethrough E Preferred Stock resulted in a favarafipact to net income
available to common stockholders of $440.5 million.

= During the fourth quarter of 2010, the transfe447 million of loans, including $263 million of neperforming loans, to held for
sale, resulted in the charge off of $165.1 millaord the recognition of an additional provision Ifman and lease losses of
$102.9 million. On February 16, 2011, the Corparasold substantially all of these loans.

= During the fourth quarter of 2010, the exchangeeagrent with the U.S. Treasury was amended and -@asinadjustment of
$11.3 million was recorded as an acceleration @Shries G Preferred Stock discount accretion, wéversely affected the Ic
per share during the fourth quarter.

= During the fourth quarter of 2010, an incremen&8.8 million non-cash charge to the valuation adaee of the Bank' deferred ta
asset.

= During the third quarter of 2009, the recognitidmon-cash charges of approximately $152.2 miltmincrease the valuation
allowance for the Corporation’s deferred tax aasetthe reversal of $2.9 million of UTBs, net gfayment made to the Puerto
Rico Department of Treasury, in connection with ¢baclusion of an income tax audit related to t8@52 2006, 2007 and 2008
taxable years affect net loss during the third tprar

= During the second quarter of 2009, the recordin§89 million for the accrual of the special assemst levied by the FDIC and the
reversal of $10.8 million of UTBs and related aectinterest of $3.5 million affected net loss dgrihe second quarter.

= During the first quarter of 2009, the impairmentloé core deposit intangible of FirstBank Florida$4.0 million adversely affect
the net income during the first quarter.
Changes in Internal Control over Financial Reporting
Refer to ltem 9A.
CEO and CFO Certifications

First BanCorp’s Chief Executive Officer andi€fi~inancial Officer have filed with the Securggiand Exchange Commission the
certifications required by Section 302 of the SadsaOxley Act of 2002 as Exhibit 31.1 and 31.2his Annual Report on Form 10-K and the
certifications required by Section lli(b)(4) of tkenergency Stabilization Act of 2008 as Exhibit198nd 99.2 to this Annual Report on Form
10-K.

In addition, in 2010, First BanCorp’s Chiefdextive Officer certified to the New York Stock Evenge that he was not aware of any
violation by the Corporation of the NYSE corporgtesernance listing standards.
ltem 7A. Quantitative and Qualitative Disclosures about Marlet Risk

The information required herein is incorpodalty reference to the information included underghb caption “Interest Rate Risk
Management” in the Management’s Discussion and y&mabf Financial Condition and Results of Operadisection in this Form 10-K.
Item 8. Financial Statements and Supplementary Dat

The consolidated financial statements of BamCorp, together with the report thereon of RveterhouseCoopers LLP, First BanCorp’s

independent registered public accounting firm,iackided herein beginning on page F-1 of this Fao¥K.
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Iltem 9. Changes in and Disagreements with Accountants on Acunting and Financial Disclosure

None.

Item 9A. Controls and Procedures
Disclosure Controls and Procedures

First BanCorp’s management, under the sugerviend 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 isetefn Rules 13a-15(e) and 15d-15(e)
promulgated under the Securities and Exchange At9®4, as amended (the Exchange Act), as of tHeé&the period covered by this Annual
Report on Form 10-K. Based on this evaluation,@80 and CFO concluded that, as of December 31,,2B&@orporation’s disclosure
controls and procedures were effective and prorédsonable assurance that the information reqtired disclosed by the Corporation in
reports that the Corporation files or submits urttierExchange Act is recorded, processed, sumndaaize reported within the time periods
specified in SEC rules and forms and is accumulatetireported to the Corporatisnhanagement, including the CEO and CFO, as afpte
to allow timely decisions regarding required discice.

Management’'s Report on Internal Control over Finandal Reporting

Our management’s report on Internal Contra@rdvinancial Reporting is set forth in Item 8 andarporated herein by reference.

The effectiveness of the Corporation’s intéomantrol over financial reporting as of Decembér 3010 has been audited by
PricewaterhouseCoopers LLP, an independent registmrblic accounting firm, as stated in their réparset forth in Iltem 8.
Changes in Internal Control over Financial Reportirng

There have been no changes to the Corporatintgrnal control over financial reporting duriogr most recent quarter ended December 31,
2010 that have materially affected, or are reasigriddely to materially affect, the Corporation’sternal control over financial reporting.
Item 9B. Other Information.

None.
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PART llI
Item 10. Directors, Executive Officers and Corporate Governace

Information about the Board of Directors

The current members of the Board of Directors {Bward”) of the Corporation are listed below. Thegve provided the following information
about their principal occupation, business expedeamd other matters. The members of the Boardlsoehe members of the Board of
Directors of the Bank. The information presentelbWwaegarding the time of service on the Boardudels terms concurrently served on the
Board of Directors of the Bank.

Aurelio Aleman-Bermudez, 52
President and Chief Executive Officer

President and Chief Executive Officer sincpt8mber 2009. Director of First BanCorp and FirstiBRuerto Rico since September 2005.
Chairman of the Board of Directors and CEO of Histleral Finance Corporation d/b/a Money ExpresstNfortgage, Inc., FirstExpress, Inc.,
FirstBank Puerto Rico Securities Corp., and Firanslgement of Puerto Rico, and CEO of FirstBankrbarsze Agency, Inc. and First
Resolution Company. Senior Executive Vice Presidenit Chief Operating Officer from October 2005 ap@&mber 2009. Executive Vice
President responsible for consumer banking andfmaocing of FirstBank between 1998 and 2009. FAgpril 2005 to September 2009, also
responsible for the retail banking distributionweitk, First Mortgage and FistBank Virgin Islandseogtions. President of First Federal Fine
Corporation d/b/a Money Express from 2000 to 2@0%sident of FirstBank Insurance Agency, Inc. fl2001 to 2005. President of First
Leasing & Rental Corp. from 1999 to June 2007. F1&@96 to 1998, Vice President of CitiBank, N.Aspensible for wholesale and retail
automobile financing and retail mortgage busingsse President of Chase Manhattan Bank, N.A., rasje for banking operations and
technology for Puerto Rico and the Eastern Cariblegion from 1990 to 1996.

Jorge L. Diaz-Irizarry, 56

Executive Vice President and member of ther8o& Directors of Empresas Diaz, Inc. from 198ptesent, and Executive Vice President
and Director of Betteroads Asphalt Corporation t&etcycling Corporation, and Coco Beach Developrn@arporation, and its subsidiaries.
Member of the Chamber of Commerce of Puerto Rlu® Association of General Contractors of PuertmRied the U.S. National Association
of General Contractors; member of the Board of fEes of Baldwin School of Puerto Rico. Directorcgiri998.

José L. Ferrer-Canals, 51

Doctor of Medicine in private urology practisiece 1992. Member of the Board of Directors opémall Energies since February 2009.
Director of Global Petroleum Environmental Techmgiés of Puerto Rico Corp. since February 2010. Cimsioned captain in the United
States Air Force Reserve March 1991 and honorabbhdrged with rank of Major in 2005. Member of fipha Omega Alpha Honor Medic
Society since induction in 1986. Member of the Bloaifr Directors of the American Cancer Society, Ru&ico Chapter, from 1999 to 2003.
Member of the Board of Directors of the AmericardRe&ross, Puerto Rico Chapter, from 2005 to Nover@dbe®. Obtained a Master of
Business Administration degree from the UniversitiNew Orleans. Director since 2001.

Frank Kolodziej-Castro, 68

President and Chief Executive Officer of tbdwing related companies: Centro Tomografico der Rico, Inc. since 1978; Somascan,
Inc. since 1983; Instituto Central de Diagnostioe, since 1991; Advanced Medical Care, Inc. sit@®@4; Somascan Plaza, Inc. and Plaza
MED, Inc. since 1997; International Cyclotrons,.laimce 2004; and Somascan Cardiovascular sineedaf007. Pioneer in the Caribbean in
the areas of Computerized Tomography (CT), DigMadiography (DSA), Magnetic Resonance Imaging (MRHd PET/CT-16 (Positron
Emission Tomography). Mr. Kolodziej was previoualynember of the Board of Directors of the Corporafrom 1988 to 1993 and has been a
Director since July 2007.
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José Menéndez-Cortada, 63
Chairman of the Board

Director and Vice President at Martinez-Ahmrglenéndez-Cortada & Lefranc-Romero, PSC, (aserVice firm specializing in
Commercial, Real Estate and Construction Law) srgé of the corporate and tax divisions until 2QRfined firm in 1977. Tax Manager at
PriceWaterhouse Coopers, LLP until 1976. Served@amsel to the Board of Bermudez & Longo, S.E.esit@85, director of Tasis Dorado
School since 2002, director of the Homebuilderso&&gion of Puerto Rico since 2002, trustee oflthis A. Ferré Foundation, Inc. (Ponce Art
Museum) since 2002 and chairman of the audit committee of that foundasorce 2009. Director since April 2004. Chairmariief Board o
Directors since September 2009. Served as Leaghémdient Director between February 2006 and Septe2@os.

Héctor M. Nevares-La Costa, 60

President and CEO of Suiza Dairy from 1982388. Served in additional executive capacitiesesitf73. Member of the Board of
Directors of Dean Foods Co. since 1995, where $@ sdrves on the Audit Committee. Board member.@tarez & Co., a local food
distributor, and Suiza Realty SE, a local housiegetbper. Served on the boards of The GovernmewntibDpment Bank for Puerto Rico (1989-
1993) and Indulac (1982-2002). In the non-profiteg he is a Board member of Caribbean Prepar&ongol and Corporacién para el
Desarrollo de la Peninsula de Cantera. ServedeoBahrd of Directors of FirstBank from 1993 to 2@0f1 has been a Director since
July 2007.

Fernando Rodriguez-Amaro, 62

Has been with RSM ROC & Company since 198@,@ior thereto, served as Audit Manager with ArtAadersen & Co. from June 1971
to October 1980. He has worked with clients inibaking, insurance, manufacturing, constructiowegoment, advertising, radio broadcas
and services industries. He is a Certified Publicduntant, Certified Fraud Examiner and Certifiedlation Analyst, and is certified in
Financial Forensics. Managing Partner and Partngrd Audit and Accounting Division of RSM ROC & @pany. Member of the Board of
Trustees of Sacred Heart University of Puerto Rioce August 2003, serving as member of the Exee@bmmittee and Chairman of the
Audit Committee since 2004. Member of the Board afstees of Colegio Puertorriquefio de Nifias sir®861and also as a member of the
Board of Directors from 1998 to 2004 and, since BQ08. Director since November 2005.

José F. Rodriguez-Perello, 61

President of L&R Investments, Inc., a privatelvned local investment company, from May 200present. Vice-Chairman and member of
the Board of Directors of the Government DevelophiBank for Puerto Rico from March 2005 to Decem2@d6. Member of the Board of
Directors of “Fundacién Chana & Samuel Levis” frd®08 to 2007. Partner, Executive Vipeesident and member of the Board of Directol
Ledesma & Rodriguez Insurance Group, Inc. from 1®®005. President of Prudential Bache PR, Inahally-owned subsidiary of
Prudential Bache Group, from 1980 to 1990. Direstnce July 2007.

Sharee Ann Umpierre-Catinchi, 51

Doctor of Medicine. Associate Professor atWméversity of Puerto Rico’s Department of Obstedrand Gynecology since 1993. Director of
the Division of Gynecologic Oncology of the Univigysof Puerto Rico’s School of Medicine since 198®ard Certified by the National Board
of Medical Examiners, American Board of Obstetdosl Gynecology and the American Board of Obste#&as Gynecology, Division of
Gynecologic Oncology. Director since 2003.

Information about Executive Officers Who Are Not Directors

The executive officers of the Corporation and Bestk who are not directors are listed below.
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Orlando Berges-Gonzélez, 52
Executive Vice President and Chief Financial Office

Executive Vice President and Chief Financitflg@r of the Corporation since August 1, 2009. Berges-Gonzalez has over 30 years of
experience in the financial, administration, pulslicounting and business sectors. Mr. Berges-Genzaé&lrved as Executive Vice President of
Administration of Banco Popular de Puerto Rico fristay 2004 until May 2009, responsible for supengsihe finance, operations, real estate,
and administration functions in both the PuertooRiod U.S. markets. Mr. Berges-Gonzalez also seasdekecutive Vice President and Chief
Financial, Operations and Administration OfficeB#nco Popular North America from January 1998dpt8mber 2001, and as Regional
Manager of a branch network of Banco Popular detBugico from October 2001 to April 2004. Mr. Besg&onzalez is a Certified Public
Accountant and a member of the American Institdit€ertified Public Accountants and of the Puertodrtociety of Certified Public
Accountants. Director of First Leasing and Rentaitg@ration, First Federal Finance Corporation diémey Express, FirstMortgage,
FirstBank Overseas Corp., First Insurance Agenuy., First Express, Inc., FirstBank Puerto Ricousigies Corp., First Management of Puerto
Rico, and FirstBank Insurance Agency, Inc., GruptpEesas Servicios Financieros, and First Resol@mmpany.

Calixto Garcia-Vélez, 42
Executive Vice President, Florida Region Executive

Mr. Garcia-Vélez has been Executive Vice Flessi and FirstBank Florida Regional Executive sikleggch 2009. Mr. Garcia-Vélez was
most recently President and CEO of Doral Bank aviet Bnd President of the Consumer Banking DivisibDaral Financial Corp in Puerto
Rico. He was a member of Doral Bank’s Board of Bioes. He held those positions from September 2006ovember 2008. Mr. Garchéélez
served as President of West Division of Citibank& Nresponsible for the Bank’s businesses in Galif and Nevada from 2005 to
August 2006. From 2003 to 2006 he served as BusiMesager for Citibank’s South Division where heswesponsible for Florida, Texas,
Washington, D.C., Virginia, Maryland and Puerto®ibr. Garcia-Vélez had served as President ob&itk, Florida from 1999 to 2003.
During his tenure, he served on the Boards of &itibF.S.B. and Citibank West, F.S.B.

Ginoris Lopez-Lay, 42
Executive Vice President and Retail and Business Bking Executive

Executive Vice President of Retail and BusénBanking since March 2010, responsible for thailrenking services as well as commercial
services for the business banking segment. JoimetilBanCorp in 2006 as Senior Vice President,ilgathe Retail Financial Services Divisi
and establishing the Strategic Planning Departnmst.Lopeztay worked at Banco Popular Puerto Rico as Senice President and Manag
of the Strategic Planning and Marketing Divisioanfr 1996 to 2005. Other positions held at Banco Rwopsince joining in 1989, included Vi
President of Strategic Planning and Financial Astadf the Finance and Strategic Planning Group. bamof the Board of Directors (since
2001) and Vice Chairman (since 2005) of the Cefatethe New Economy, and was advisor to the Bo&rrostees of the Sacred Heart
University from 2003 to 2004.

Emilio Marting-Valdés, 60
Executive Vice President and Chief Lending Officer

Chief Lending Officer and Executive Vice Prksit of FirstBank since October 2005. Senior Vigesklent and Credit Risk Manager of
FirstBank from June 2002 to October 2005. Staffd@reéxecutive for FirstBank’s Corporate and ComnedrBanking business components
since November 2004. First Senior Vice Presiderarfco Santander Puerto Rico; Director for Creditmnistration, Workout and Loan
Review, from 1997 to 2002. Senior Vice PresidentHisk Area in charge of Workout, Credit Adminigioa, and Portfolio Assessment for
Banco Santander Puerto Rico from 1996 to 1997. yepauntry Senior Credit Officer for Chase ManhatBank Puerto Rico from 1986 to
1991. Director of First Mortgage, Inc. since OctoBe09.

Lawrence Odell, 62
Executive Vice President, General Counsel and Sectagy

Executive Vice President, General Counsel@eatetary since February 2006. Senior Partner diiféa Odell & Calabria since 1979. Oy
30 years of experience in specialized legal isselased to banking, corporate finance and inteonati corporate transactions. Served as
Secretary of the Board of Pepsi-Cola Puerto Rico, from 1992
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to 1997. Served as Secretary to the Board of Qireaif BAESA, S.A. from 1992 to 1997. Director dfdtBank Puerto Rico Securities Corp.
and First Management of Puerto Rico since Marct9200

Cassan Pancham, 50
Executive Vice President and Eastern Caribbean Regn Executive

Executive Vice President of FirstBank sincédber 2005. First Senior Vice President, EastemibGaan Region of FirstBank from
October 2002 until October 2005. Director and Riesi of FirstExpress, Inc., and First InsurancengeInc since 2005. Director of
FirstMortgage since February 2010. Held the follmgvpositions at JP Morgan Chase Bank Eastern GaibRegion Banking Group: Vice
President and General Manager from December 19@&tober 2002; Vice President, Business, Profeasamd Consumer Executive from
July 1998 to December 1999; Deputy General Man&iger March 1999 to December 1999; and Vice Presjd@onsumer Executive, from
December 1997 to 1998. Member of the Governing 8o&Directors of the Virgin Islands Port Authorgince June 2007 and Chairman from
January 2008 through January 2011. Director oftMivstgage, Inc., First Insurange Agency, Inc., FiEgpress, Inc., FirstBank Insurance
Agency, Inc. and FirstBank Puerto Rico SecuritiespC

Dacio A. Pasarell-Col6n, 61
Executive Vice President and Banking Operations Exaitive

Executive Vice President and Banking OperatiBrecutive since September 2002. Over 27 yeaspdrience at Citibank N.A. in Puerto
Rico, which included the following positions: Vi€eesident, Retail Bank Manager, from 2000 to 200@e President and Chief Financial
Officer from 1998 to 2000; Vice President, Headglerations in 1998; Vice President Mortgage and&abile Financing; Product Manager,
Latin America from 1996 to 1998; Vice President,riage and Automobile Financing Product ManagePiaerto Rico from 1986 to 1996.
President of Citiseguros PR, Inc. from 1998 to 2@Hairman of Ponce General Corporation and DiremtéirstBank Florida from April 200
until July 2009.

Nayda Rivera-Batista, 37
Executive Vice President, Chief Risk Officer and Asistant Secretary of the Board of Directors

Executive Vice President and since Januarg28enior Vice President and Chief Risk Officercsii\pril 2006. Senior Vice President and
General Auditor from July 2002 to April 2006. Skeai Certified Public Accountant, Certified Interialditor and Certified in Financial
Forensics. More than 15 years of combined work e&pee in public company, auditing, accountingafinial reporting, internal controls,
corporate governance, risk management and reguletonpliance. Served as a member of the Board udt€es of the Bayamoén Central
University from January 2005 to January 2006. Jbthe Corporation in 2002. Director of FirstMortgadrirstBank Overseas Corp., and
FirstBank Puerto Rico Securities Corp since Oct@o€9.

Certain Other Officers

Victor M. Barreras-Pellegrini, 42
Senior Vice President and Treasurer

Senior Vice President and Treasurer since 2006. Previously held various positions with BaRopular de Puerto Rico from
January 1992 to June 2006; including Fixed-Incomefdlio Manager in the Popular Asset Managemewis@in from 1998 to 2006 and
Investment Officer in the Treasury division from9BSto 1998. Director of FirstBank Overseas Corpl Binst Mortgage since August 2006.
Has 18 years of experience in banking and invedsraand holds the Chartered Financial Analyst dedign. He is also member and Treasurer
of the Board of Directors of Make-A-Wish FoundatienP.R. Chapter. Joined the Corporation in 2006.

Pedro Romero-Marrero, 37
Senior Vice President and Chief Accounting Officer

Senior Vice President and Chief Accountingi€ff since August 2006. Senior Vice President aoohg@roller from May 2005 to
August 2006. Vice President and Assistant Comgrdibm December 2002 to May 2005. He is a Cedifeiblic Accountant with a Master
Science in Accountancy and has technical expdrtisganagement reporting, financial analysis, caapmtax, internal controls and compliance
with US GAAP, SEC rules and Sarbanes Oxley. Haserttman twelve years of experience in accountintyding big four public accounting
firm, banking and financial services. Joined thepdaation in December 2002.
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The Corporation’s By-laws provide that eacficef shall be elected annually at the first megetii the Board of Directors after the annual
meeting of stockholders and that each officer dhallil office until his or her successor has bedy diected and qualified or until his or her
death, resignation or removal from office.

Involvement in Certain Legal Proceedings

There are no legal proceedings to which amgctibr or executive officer is a party adversenw €Corporation or has a material interest
adverse to the Corporation.

Section 16(A) Beneficial Ownership Reporting Compéince

Section 16(a) of the Exchange Act requiresdiactors and executive officers, and persons @k more than 10% of a registered class of
our equity securities, to file with the SEC initieports of ownership and reports of changes inemship of our common stock and other equity
securities. Officers, directors and greater thanpiercent stockholders are required by SEC regulati furnish us copies of all Section 16(a)
forms they file. To our knowledge, based solelyaaeview of the copies of such reports furnishedst@and written representations that no ¢
reports were required, during the fiscal year erldedember 31, 2010, all Section 16(a) filing regoients applicable to our officers, directors
and greater than 10% stockholders were complield, wikcept that Messrs. Jorge Diaz Irizarry, HebMoNevares-La Costa, José Menéndez-
Cortada, and Dacio Pasarell and Dr. Sharee Ann EmgCatinchi each filed one (1) late Form 4 ralgtio common stock acquired in
exchange for shares of the Corporation’s Prefedtedk pursuant to the Corporation’s Preferred Stxtghange Offer completed on
August 30, 2010.

Corporate Governance and Related Matters
General

The following discussion summarizes variougpooate governance matters including director irtelence, board and committee structure,
function and composition, and governance charpaig;ies and procedures. Our Corporate GovernangdeBnes and Principles; the charters
of the Audit Committee, the Compensation and Ben€&fommittee, the Corporate Governance and Nomigp&ommittee, the Credit
Committee, the Asset/Liability Committee, the Coiapte Committee and the Strategic Planning Comaittee Corporatiors Code of Ethic:
Conduct, the Corporation’s Code of Ethics for CE@ &enior Financial Officers and the Independenoeiples for Directors are available
through our web site at www.firstbankpr.com, untlevestor Relations / Governance Documents.” Oaclstholders may obtain printed copies
of these documents by writing to Lawrence Odeltr8ery of the Board of Directors, at First BanCdrp19 Ponce de Le6n Avenue, Santurce,
Puerto Rico 00908.

Code of Ethics

In October 2008, we adopted a new Code ofcEtfur CEO and Senior Financial Officers (the “Cd&he Code applies to each officer of
the Corporation or its affiliates having any ordthe following responsibilities and/or authoritggardless of formal title: the president, the
chief executive officer, the chief financial officéhe chief accounting officer, the controllere tineasurer, the tax manager, the general counse
the general auditor, any assistant general counespbnsible for finance matters, any assistantrotbet and any regi