Table of Contents



Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15 (D) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the Fiscal Year Ended December 31, 2007

Commission File No. 001-14793

First BanCorp.

(Exact name of registrant as specified in its @rart

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

1519 Ponce de Ledn Avenue, Stop |
Santurce, Puerto Ricc 00908

(Address of principal executive offic (Zip Code)

Registrant’s telephone number, including area code:

(787) 729-8200

Securities registered under Section 12(b) of thie Ac

Title of each clas Name of each exchange on which regist¢
Common Stock ($1.00 par value New York Stock Exchange
7.125% Noncumulative Perpetual Monthly Income New York Stock Exchange

Preferred Stock, Series A (Liquidation Preference %5 per share

8.35% Noncumulative Perpetual Monthly Income New York Stock Exchange
Preferred Stock, Series B (Liquidation Preference 86 per share

7.40% Noncumulative Perpetual Monthly Income New York Stock Exchange
Preferred Stock, Series C (Liquidation Preference 36 per share

7.25% Noncumulative Perpetual Monthly Income New York Stock Exchange
Preferred Stock, Series D (Liquidation Preference &6 per share

7.00% Noncumulative Perpetual Monthly Income New York Stock Exchange
Preferred Stock, Series E (Liquidation Preference 6 per share

Securities registered under Section 12(g) of thie Ac

NONE
Indicate by check mark if the registrant imell- known seasoned issuer, as defined in Rulecf@be Securities Act. YESI No M
Indicate by check mark if the registrant i$ remuired to file reports pursuant to Section 13%(d) of the Act. YeEl No ™

Indicate by check mark whether the regist(ahhas filed all reports required to be filed byc8on 13 or 15 (d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordiach shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pasti@@s. Yesd No O

Indicate by check mark if disclosure of delieqt filers pursuant to Item 405 of Regulation $Hot contained herein, and will not be
contained, to the best of the registrant’s knowégdyy definite proxy or information statements inparated by reference in Part Ill of this Form
1C-K or any amendment to this Form-K. O



Indicate by check mark whether the registisuat large accelerated filer, an accelerated, fileron-accelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange Act.
(Check one):

Large Accelerated FileM Accelerated File
Non-Accelerated Filer (Do not check if a smaller reporting compe Smaller reporting compar

Indicate by check mark whether the registisiat shell company (as defined in Rule 12b-2 offkehange Act). YeEl No M

The aggregate market value of the voting comewuity held by non affiliates of the registragtod June 30, 2007 (the last day of the
registrant’s most recently completed second quanes $ 822,446,217 based on the closing pricdl@f3® per share of common stock on the
New York Stock Exchange on June 30, 2007. The tragishad no nonvoting common equity outstandingfakine 30, 200°For the purposes
of the foregoing calculation only, registrant hasated as common stock held by affiliates only cammstock of the registrant held by its
directors and executive officers and voting stoelkdtby the registrant’s employee benefit plans. fdggstrant’s response to this item is not
intended to be an admission that any person ifféiata of the registrant for any purposes othwart this response.

Indicate the number of shares outstandingach of the registrant’s classes of common stackf ¢he latest practicable date: 92,504,506
shares as of January 31, 2008.




Table of Contents

DOCUMENTS INCORPORATED BY REFERENCE

PART III
Item 10 Directors, Executive Office Information in response to this Item is incorpodaitgto this Annual Report on Form 10-K by
and Corporate Governance. reference from the sections entitled “InformatioittmRespect to Nominees for Director of First
BanCorp, Directors whose Terms Continue and Exee@ifficers of the Corporation” and
“Corporate Governance and Related Matters” in BestCorp’s definitive Proxy Statement for
use in connection with its 2008 Annual Meeting tofckholders (th¢ Proxy Stateme”).
ltem 11 Executive Compensation. Information in response to this Item is incorpodaitgto this Annual Report on Form 10-K by
reference from the sections entitled “Compensdiimtussion and Analysis,” “Tabular
Executive Compensation Disclosure,” “CompensatibDicectors,” and “Compensation
Committee Repa” in First BanCor’s Proxy Statemen
ltem 12 Security Ownership of Information in response to this Item is incorpodaitgto this Annual Report on Form 10-K by
Certain Beneficial Owners reference from the section entitled “Beneficial @nship of Securities” in First BanCorp’s
and Management and Proxy Statement.
Related Stockholder Matte
Item 13 Certain Relationships and Information in response to this Item is incorpodaitgto this Annual Report on Form 10-K by
Related Transactions, and reference from the sections entitled “Certain Reteships and Related Person Transactions”
Director Independenc and“Corporate Governance and Related Ma” in First BanCor’s Proxy Statemen
ltem 14 Principal Accountant Fees Information in response to this Item is incorpodaitgto this Annual Report on Form 10-K by
and Services reference from the section entitl“ Audit Fee!” in First BanCor’s Proxy Statemen
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Forward Looking Statements

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

” ” u ”ou ” o

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

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

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

. general economic conditions, including the irgerate scenario and the performance of the firhntarkets, which may affect demand
for the Corporation’s products and services andrtiiee of the Corporation’s assets, including takig of the interest rate swaps that
economically hedge the interest rate risk mainlgtieg to brokered certificates of deposit as vasliother derivative instruments used
for protection from interest rate fluctuatiot

. risks arising from worsening economic condition®irerto Rico and in the United States mar

. risks arising from credit and other risks of @erporations lending and investment activities, including toe@do conversion loans in
Miami Agency;

. changes in the Corporati's expenses associated with acquisitions and dispasi
. developments in technolog

. the impact of Doral Financial Corporation’s anfl®Financial Corporation’s financial condition dmetrepayment of their outstanding
secured loans to the Corporatit

. risks to the Corporation associated with beingettitp the Federal Reserve Board of New York (FE€gse and desist ord
. the Corporatio’s ability to issue brokered certificates of depasid fund operation:

. risks associated with downgrades in the credihgastiof the Corporatic s securities

. general competitive factors and industry consoiihatand

. risks associated with regulatory and legislatianges for financial services companies in PURito, the United States, and the U.S.
and British Virgin Islands

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

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

ltem 1. Business
GENERAL

First BanCorp (the “Corporation”) is a pubji@wned financial holding company that is subjectagulation, supervision and examination by
the Federal Reserve Board (the “FED”). The Corponatvas incorporated under the laws of the Commatilvedf Puerto Rico to serve as the
bank holding company for FirstBank Puerto Rico (SEBank” or the “Bank”). The Corporation is a fakrvice provider of financial services and
products with operations in Puerto Rico, the Uni&altes and the US and British Virgin Islands.

The Corporation provides a wide range of fgiahservices for retail, commercial and institatb clients. As of December 31, 2007, the
Corporation controlled four wholly-owned subsidégri FirstBank, FirstBank Insurance Agency, IncirBank Insurance Agency”), Grupo
Empresas de Servicios Financieros (d/b/a “PR Fm&moup”) and Ponce General Corporation, Inc. (teoBeneral”). FirstBank is a Puerto
Rico-chartered commercial bank, FirstBank Insurahgency is a Puerto Rico-chartered insurance agdPiRyFinance Group is a domestic
corporation and Ponce General is the holding compéa federally chartered stock savings associatirstBank Florida. FirstBank is subject
to the supervision, examination and regulationathtihe Office of the Commissioner of Financialtitugions of the Commonwealth of Puerto
Rico (“OCIF”) and the Federal Deposit Insurancef@oation (the “FDIC”"). Deposits are insured through FDIC Deposit Insurance Fund. In
addition, within FirstBank, there are two additibeaparately regulated businesses: (1) the Virglamds operations; and (2) the Miami loan
agency. The U.S. Virgin Islands operations of Biestk are subject to regulation and examinatiorheylnited States Virgin Islands Banking
Board, and the British Virgin Islands operations subject to regulation by the British Virgin IstEnFinancial Services Commission. FirstBank’
loan agency in the State of Florida is regulatedheyOffice of Financial Regulation of the Staté~tdrida, the Federal Reserve Bank of Atlanta
and the Federal Reserve Bank of New York. As ofddguer 31, 2007, the Corporation had total assebd O billion, total deposits of
$11.0 billion and total stockholders’ equity of &hillion.

FirstBank Insurance Agency is subject to tiygesvision, examination and regulation of the Gffaf the Insurance Commissioner of the
Commonwealth of Puerto Rico and operates fourtées in Puerto Rico. PR Finance Group is subjed¢he supervision, examination and
regulation of the OCIF. FirstBank Florida is subjecthe supervision, examination and regulatiothefOffice of Thrift Supervision (the
“OTS").

As of December 31, 2007, FirstBank conductethisiness through its main office located in 3aem, Puerto Rico, forty-eight full service
banking branches in Puerto Rico, twenty-two brascheghe United States Virgin Islands (USVI) andtiBh Virgin Islands (BVI) and a loan
agency in Miami, Florida (USA). FirstBank had faunolly-owned subsidiaries with operations in PuéRtoo: First Leasing and Rental
Corporation, a vehicle leasing and daily rental pany with seven offices in Puerto Rico; First Fedi€&inance Corp. (d/b/a Money Express La
Financiera), a finance company with thirty-ninela#é in Puerto Rico; First Mortgage, Inc. (“FirsbNbage”), a residential mortgage loan
origination company with twenty-six offices in RiBank branches and at stand alone sites; and BingtBverseas Corporation, an international
banking entity organized under the InternationatlBag Entity Act of Puerto Rico. FirstBank had threubsidiaries with operations outside of
Puerto Rico: First Insurance Agency VI, Inc., asurance agency with two offices that sells insuegmoducts in the USVI; First Express, a
finance company specializing in the originatiorsofall loans with three offices in the USVI; andsEifrade, Inc. which provides foreign sales
corporation management services.

The Corporation operates in the United Statasland through its federally chartered stock sgsiassociation First Bank Florida. FirstBank
Florida provides a wide range of banking servicemdividual and corporate customers through iteriiranches in the U.S. mainland.
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BUSINESS SEGMENTS

The Corporation has four reportable segme@dsamercial and Corporate Banking; Mortgage Bank®gpnsumer (Retail) Banking; and
Treasury and Investments. These segments are lieddrelow:

Commercial and Corporate Banking

The Commercial and Corporate Banking segmemsists of the Corporation’s lending and other ises/for large customers represented by
the public sector and specialized and middle-mackents. The Commercial and Corporate Banking sagroffers commercial loans, including
commercial real estate and construction loansoémel products such as cash management and bugsiaesgement services. A substantial
portion of the commercial loan portfolio is secutsdcommercial real estate. Although commerciahtomvolve greater credit risk than a typi
mortgage loan because they are larger in size amd risk is concentrated in a single borrower,Qloeporation has and maintains an effective
credit risk management infrastructure designeditmate potential losses associated with commeteiading, including strong underwriting and
loan review functions, sales of loan participatiansl continuous monitoring of concentrations withbantfolios.

Mortgage Banking

The Mortgage Banking segment conducts itsaijmers mainly through FirstBank and its mortgaggination subsidiary, FirstMortgage.
These operations consist of the origination, sateservicing of a variety of residential mortgagaris products. Originations are sourced thr
different channels, such as branches and mortgaijecal estate brokers, and in association with pject developers. FirstMortgage focuses
on originating residential real estate loans, sofnghich conform to Federal Housing AdministratidRHA"), Veterans Administration (“VA”)
and Rural Development (“RD”) standards. Loans oatgd that meet FHA standards qualify for the fadagency’s insurance program whereas
loans that meet VA and RD standards are guaratedukir respective federal agencies. Mortgageddhat do not qualify under these progr
are commonly referred to as conventional loans.v€ntional real estate loans could be conformingrasrdconforming. Conforming loans are
residential real estate loans that meet the stdedar sale under the Fannie Mae and Freddie Magrams whereas loans that do not meet the
standards are referred to as non-conforming resalenal estate loans. The Corporation’s straiegy penetrate markets by seeking to provide
customers with a variety of high quality mortgageducts to serve their financial needs faster antereasily than the competition and at
competitive prices. The Mortgage Banking segmesu atquires and sells mortgages in the secondaiketsaFrom time to time, residential r
estate conforming loans are sold to secondary Buikgr Fannie Mae and Freddie Mac. More than 90%hefCorporation’s residential mortgage
loan portfolio consists of fixed-rate, fully amaitig, full documentation loans that have a lowsk than the typical sub-prime loans that have
already affected the U.S. real estate market. TdrpdZation is not active in negative amortizatioaris or option adjustable rate mortgage loans
(ARMS) including ARMs with teaser rates.

Consumer (Retail) Banking

The Consumer (Retail) Banking segment consistise Corporation’s consumer lending and deptagitag activities conducted mainly
through its branch network and loan centers. Laar®nsumers include auto, credit card and perdoaak. Deposit products include checking
and savings accounts, Individual Retirement Acca(iRA) and retail certificates of deposit. Ret#glposits gathered through each branch of
FirstBank’s retail network serve as one of the fagdsources for lending and investment activities.

Consumer lending growth has been mainly driwgauto loan originations. The growth of this paiib has been achieved through a strategy
of providing outstanding service to selected awalers who provide the channel for the bulk of@oeporation’s auto loan originations. This
strategy is directly linked to the Corporation’srwoercial lending activities as the Corporation neims strong and stable auto floor plan
relationships, which are the foundation of a susftg®uto loan generation operation. The Corponationtinues to strengthen commercial
relations with floor plan dealers, which directlgrefit the Corporation’s consumer lending operatiod are managed as part of the consumer
banking activities.
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Personal loans and, to a lesser extent, méinaecing and a small credit card portfolio alemtribute to interest income generated on
consumer lending. Management plans to continue tactive in the consumer loans market, applyingitbiporation’s strict underwriting
standards.

Treasury and Investments

The Treasury and Investments segment is refilerfor the Corporatios’investment portfolio and treasury functions desdyto manage a
enhance liquidity. This segment sells funds toGleenmercial and Corporate Banking, Mortgage Bankamgi Consumer (Retail) Banking
segments to finance their lending activities anctpases funds gathered by those segments.

The interest rates charged or credited bysingaand Investments are based on market rates.

For information regarding First BanCorp’s repble segments, please refer to Note 31, “Segiméatmation,” to the Corporation’s financial
statements for the year ended December 31, 20Q@@ext in Item 8 of this Form 10-K.

Employees

As of December 31, 2007, the Corporation andlibsidiaries employed approximately 3,000 pexshone of its employees are represented
by a collective bargaining group. The Corporationgiders its employee relations to be good.

RECENT SIGNIFICANT EVENTS
Settlement of Class Action Lawst

On November 28, 2007, the United States Ris@burt for the District of Puerto Rico approvée settlement of all claims in the
consolidated securities class action relating ¢oabcounting for mortgage-related transactions dédimeRe: First BanCorp Securities
Litigations.”

Under the terms of the settlement, the Cotpmgaid an aggregate of $74.25 million. The mangpayment had no impact on the
Corporation’s earnings or capital in 2007. As retibel in First BanCorp’s audited Consolidated Finarstatements for 2005, included in the
Corporation’s 2005 Annual Report on Form 10-K, @@poration accrued $74.25 million in 2005 for gaential settlement of the class action
lawsuit. In 2007, the Corporation recognized incarhapproximately $15.1 million from an agreemezached with insurance companies and
former executives of the Corporation for indemmifyexpenses, which was accounted for as “Insur&simbursements and Other Agreements
Related to a Contingency Settlement” on the Codatéid Statement of Income.

SEC Investigatior

On August 7, 2007, First BanCorp announcetti@SEC had approved a final settlement withGbhgporation, which resolved the
previously disclosed SEC investigation of the Coapion’s accounting for the mortgage-related tratieas with Doral Financial Corporation
(“Doral”) and R&G Financial Corporation (“R&G Finaral”).

Under the settlement with the SEC, the Conpameagreed, without admitting or denying any wradaimg, to the issuance of a Federal Court
Order enjoining it from committing future violatisrof certain provisions of the federal securit@sd. The Corporation also agreed to the
payment of an $8.5 million civil penalty and thegbrgement of $1 to the SEC. The SEC may requasttt civil penalty be subject to
distribution pursuant to the Fair Fund provisiohS$ection 308(a) of the Sarbanes-Oxley Act of 200# monetary payment had no impact on
the Corporation’s earnings or capital in 2007. éected in First BanCorp’previously filed audited Consolidated Financigt&ments for 200
the Corporation accrued $8.5 million in 2005 foz ffotential settlement with the SEC. In connectiith the settlement, the Corporation
consented to the entry of a final judgment to impEat
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the terms of the agreement. The United Statesi€ti§€lourt for the Southern District of New York s@anted to the entry of the final judgment in
order to consummate the settlement. The monetameat was made on October 15, 2007.

Regulatory Actions

On November 20, 2007, the Corporation annoditicat, following the most recent Safety and Sowsdrexamination of FirstBank, the FDIC
and the OCIF terminated the Order to Cease andsDdatied March 16, 2006 related to the mortgageeeltransactions with other financial
institutions and the Order to Cease and Desistidatgust 24, 2006 related to the Bank’s complianith the Bank Secrecy Act (“BSA”).

In February 2006, the OTS imposed restrictiom$-irstBank Florida as a result of safety anchsioess concerns derived from the Compsny’
previous announcement that it would restate i@srfoial statements. Under these restrictions, FarskB-lorida cannot make any payments to the
Corporation or its affiliates pursuant to a taxféigragreement nor can FirstBank Florida employegeive consultative services from an
executive officer of the Corporation or its afftis without the prior written approval of OTS’ Regal Director. Additionally, FirstBank Florida
cannot enter into any agreement to sell loans ppantions of any loans to the Corporation or ffdiates nor can FirstBank Florida make any
payment to the Corporation or its affiliates viaiatercompany account or arrangement unless pursoanpre-existing contractual agreement
for services rendered in the normal course of lssinAlso, FirstBank Florida cannot pay divideraligs parent, Ponce General, a wholly owned
subsidiary of First BanCorp, without prior approfraim the OTS.

On March 17, 2006, the Corporation announbadit had agreed with the FED to a cease andtdasier issued with the consent of the
Corporation (the “Consent Order”). The Consent ©grtkelresses certain concerns of banking regulegtatng to the incorrect accounting for
and documentation of mortgage-related transactigtisDoral and R&G. The Corporation had initiallgported those transactions as purchases
of mortgage loans when they should have been ateddor as secured loans to the financial insbngibecause, as a legal and accounting
matter, they did not constitute “true sales” bukea financing arrangements. The Consent Ordelinegjthe Corporation to take various
affirmative actions, including engaging an indepamcconsultant to review the mortgage portfoliod prepare a report including findings and
recommendations, submitting capital and liquidityitingency plans, providing notice prior to thetiming of additional debt or the restructuring
or repurchasing of debt, obtaining approval prioptirchasing or redeeming stock, filing amendedileggry reports upon completion of the
restatement of financial statements, and obtairegglatory approval prior to paying dividends aftevse payable in March 2006. The
requirements of the Consent Order have been sulahacompleted and reported to the regulatorezpiired by the Consent Order.

The Corporation has continued working on #ttuction of its exposure to Doral and R&G. The taunding balance of loans to Doral and
R&G amounted to $382.6 million and $242.0 millioespectively, as of December 31, 2007.

During the first quarter of 2007, the Corpamatentered into various agreements with R&G retato prior transactions accounted for as
commercial loans secured by mortgage loans andtpemsgh trust certificates from R&G subsidiariEgst, through a mortgage payment
agreement, R&G paid the Corporation approximat&l illion to reduce the commercial loan that R&f@Rier Bank, R&G’s banking
subsidiary, had outstanding with the Corporationaddition, the remaining balance of $271 millioaswe-documented as a secured loan from
the Corporation to R&G. Second, R&G and the Corfionsamended various agreements involving, asefitite of the transaction,
approximately $183.8 million of securities collatkred by loans that were originally sold througrefgrantor trusts. The modifications to the
original agreements allow the Corporation to tthase transactions as “true sales” for accountmblegal purposes, as such, these commercial
loans secured by trust certificates were classHiedvailable for sale securities. The executiath@fagreements enabled the Corporation to 1
the remaining requirements of the Consent Ordér hdinking regulators relating to the mortgage-eeldtansactions that the Corporation
recharacterized for accounting and legal purpose®mmercial loans secured by the mortgage loathpass-through trust certificates.

Restatemen

With the filing during 2007 of the 2006 Forf-K for the fiscal year ended December 31, 2006 gimarterly financial statements on Form
10-Q for 2007 quarters and the quarterly finansiatements on Form 10-Q for 2006
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quarters (which includes restated financial infatiorafor March 31, 2005 and the 2004 quarters)dbeporation became current with its SEC
periodic reporting obligations.

Issuance of common equil

On August 24, 2007, First BanCorp entered ingtockholder Agreement relating to its sale prigate placement of 9,250,450 shares or
of the Corporation’s common stock (“Common Stodk’)T'he Bank of Nova Scotia (“Scotiabank”), a lafgeancial institution with operations
around the world, at a price of $10.25 per sharsyant to the terms of an Investment Agreemengdigéebruary 15, 2007 (the “Investment
Agreement”). The net proceeds to First BanCorpr aftecounts and expenses were $91.9 million. Tharitees sold to Scotiabank were issued
pursuant to the exemption from registration in Bect(2) of the Securities Act of 1933, as amendRdsuant to the Investment Agreement,
Scotiabank has the right to require the Corporatioregister the Common Stock for resale by Scatilibor successor owners of the Common
Stock.

First BanCorp has agreed to give Scotiabarnikad any decision to commence a process invgitire sale of First BanCorp during the
18 months after Scotiabank’s investment is made tamegotiate with Scotiabank exclusively for 2¢/slthereafter if Scotiabank so requests. In
addition, during the 18-month period Scotiabank miag notice to First BanCorp providing its offeracquire the Corporation. First BanCorp
has agreed to negotiate the offer received on elugixe basis for a period of 30 days. Also, ABahCorp has agreed to give Scotiabank notice
of the terms of any proposed acquisition receivethfa third party during the 18-month period andltow Scotiabank five business days to
indicate whether it will present a counteroffemdly, ScotiaBank is entitled to an observer attinge of the Board of Directors of First
BanCorp, including any committee meetings of thaf8oof Directors of First BanCorp subject to certihitations. The observer has no voting
rights.

Business Developmen

On January 28, 2008, FirstBank acquired Vitglands Community Bank (VICB) in St. Croix, U.Sir§in Islands. VICB has three branches
on St. Croix and deposits of approximately $56ionill

Recent Puerto Rico Legislatio

On December 10, 2007, the Governor of Pueito Bigned Act No. 181 (“Act 181"). Act 181 redudég special tax rate on long term capital
gains applicable to individuals, estates and trivsta 12.5% to 10%. In the case of the sale of peaperty or stock by nonresident individuals
the applicable rate will be 25%, however, if thdividual is a U.S. citizen, the rate will be 10%€eTlspecial tax rate on long term capital gain:
corporations and partnerships was reduced from 20%%. The special tax rates established by Attvtill apply only to transactions that
occurred on July 1, 2007 and after.

On December 14, 2007, the Governor of Puerto Bigned Act No. 197 (“Act 197hich provides certain credits when individualsghase
certain new or existing homes. The incentives arobiows: (a) for a new constructed home that wdalhstitute the individuals principal
residence, a credit equal to 20% of the sales pri&25,000, whichever is lower; (b) for new consted homes that will not constitute the
individuals principal residence, a credit of 10%lué sales price or $15,000, whichever is lowed; @) for existing homes a credit of 10% of
sales price or $10,000, whichever is lower. Ceeditder Act 197 need to be certified by the SegretiTreasury and the maximum amount of
credits to be granted under Act 197 is $220,000,000

From the homebuyer’s perspective: (1) theviddial may benefit from the credit no more thanceyi(2) the amount of credit granted will be
credited against the principal amount of the mayég43) the individual must acquire the propertfobe June 30, 2008; and (4) for new
constructed homes constituting the principal resigeand existing homes, the individual must livé as his or her principal residence at least
three consecutive years. Noncompliance with thisirement will affect only the homebuyer’s creditdanot the tax credit granted to the
financial institution.

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

Credit Ratings

On December 6, 2007, Standard & Poors (“S&R'gjvision of the McGraw Hill Companies, Inc.,iafied the BB+ long-term counterparty
credit rating of First Bank. At the same time, S&doved the rating from CreditWatch with negativglications where it was placed on
October 3, 2005 to stable outlook. On February?BD7, Fitch Ratings, Ltd., a subsidiary of Fimal8d\., affirmed First BanCorp’s long-term
issuer default rating of BB and removed the Corponadrom Rating Watch Negative. The rating outlaskegative.

WEBSITE ACCESS TO REPORT

The Corporation makes available annual regmrtBorm 10-K, quarterly reports on Form 10-Q, entrreports on Form B; and amendmen
to those reports, filed or furnished pursuant tisa 13(a) or 15(d) of the Securities Exchange #&ct934, free of charge on or through our
internet website at www.firstbankpr.cgn‘Sobre nosotros” section, SEC Filings link),sa®n as reasonably practicable after the Corparatio
electronically files such material with, or furneshit to, the SEC.

The Corporation also makes available the Gaian’s corporate governance standards, the alsasfehe audit, compensation and benefits,
corporate governance and nominating committeegtendodes mentioned below, free of charge on outir our internet website at
www.firstbankpr.con{*Sobre nosotros,” Governance Documents link):

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

The corporate governance standards, and tineraéntioned charters and codes may also be obthiw of charge by sending a written
request to Mr. Lawrence Odell, Executive Vice Riest and General Counsel, PO Box 9146, San JuantoPRico 00908.

The public may read and copy any materialstlHanCorp files with the SEC at the SEC’s PubkddrRence Room at 100 F Street, NE,
Washington, DC 20549. In addition, the public méayain information on the operation of the Publiddkence Room by calling the SEC at 1-
800-SEC-0330. The SEC maintains an Internet sitedbintains reports, proxy, and information statetsieand other information regarding
issuers that file electronically with the SEC atitebsite ( www.sec.gov
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MARKET AREA AND COMPETITION

Puerto Rico, where the banking market is ligldmpetitive, is the main geographic service afghe Corporation. As of December 31,
2007, the Corporation also had a presence thrdaglubsidiaries in the United States and Britistgivii Islands and through its loan agency and
its federally chartered stock savings associatioflorida (USA). Puerto Rico banks are subjechtodame federal laws, regulations and
supervision that apply to similar institutions lretUnited States mainland.

Competitors include other banks, insurancepaomes, mortgage banking companies, small loan aaiep, automobile financing companies,
leasing companies, vehicle rental companies, bageefirms with retail operations, and credit union®uerto Rico, the Virgin Islands and the
state of Florida. The Corporation’s businesses ampith these other firms with respect to the eaofproducts and services offered and the
types of clients, customers, and industries served.

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

The Corporation encounters intense competitiattracting and retaining deposits and in itsszoner and commercial lending activities. The
Corporation competes for loans with other finaniiatitutions, some of which are larger and haeatgr 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 conipefieatures, by pricing its products at competitinterest rates, by offering convenient
branch locations, and by emphasizing the qualitysofervice. The Corporatianability to originate loans depends primarily ba tates and fe
charged and the service it provides to its borrgvieimaking prompt credit decisions. There candpassurance that in the future the
Corporation will be able to continue to increasediéposit base or originate loans in the mannendhe terms on which it has done so in the
past.

SUPERVISION AND REGULATION
Bank Holding Company Activities and Other Limitatis

The Corporation is subject to ongoing reguolatisupervision, and examination by the FederakResBoard, and is required to file with the
Federal Reserve Board periodic and annual reppnd®ther information concerning its own businessrapions and those of its subsidiaries. In
addition, under the provisions of the Bank Hold@gmpany Act, a bank holding company must obtaireFeldReserve Board approval before it
acquires directly or indirectly ownership or comwbmore than 5% of the voting shares of anothait or merges or consolidates with another
bank holding company. The Federal Reserve Boaodhals authority under certain circumstances teisgase and desist orders against bank
holding companies and their non-bank subsidiaries.

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

Under the Federal Reserve Board policy, a thenidting company such as the Corporation is expect@ct as a source of financial strengt
its banking subsidiaries and to commit supporh&ant. This support may be required at times whesgrisuch policy, the bank holding
company might not otherwise provide such supparthé event of a bank holding company’s bankrupaey, commitment by the bank holding
company to a federal bank regulatory agency to tamircapital of a subsidiary bank will be assumedhe bankruptcy trustee and be entitled to
a priority of payment. In addition, any capital h@aby a bank holding company to any of its subsjdi@nks
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must be subordinated in right of payment to depaaiid to certain other indebtedness of such saogidank. As of December 31, 2007,
FirstBank and FirstBank Florida were the only defoog institution subsidiaries of the Corporation

The Gramm-Leach-Bliley Act revised and expahtte provisions of the Bank Holding Company Actifigluding a section that permits a
bank holding company to elect to become a finarfedding company to engage in a full range of ficiahactivities. The Gramm-Leach-Bliley
Act requires a bank holding company that electsetmome a financial holding company to file a writtkeclaration with the appropriate Federal
Reserve Bank and comply with the following (andrsaompliance must continue while the entity istiedeas a financial holding company):

(i) state that the bank holding company electsetwolme a financial holding company; (ii) provide tteene and head office address of the bank
holding company and each depository institutionticdied by the bank holding company; (iii) certityat all depository institutions controlled

the bank holding company are well-capitalized athefdate the bank holding company files for tlee®bn; (iv) provide the capital ratios for all
relevant capital measures as of the close of theiqus quarter for each depository institution colfeéd by the bank holding company; and (v)
certify that all depository institutions controlleg the bank holding company are well-managed d@keoflate the bank holding company files the
election. All insured depository institutions canited by the bank holding company must have al$deaed at least a rating of “satisfactory
record of meeting community credit needs” underGoenmunity Reinvestment Act during the depositoistitution’s most recent examination.
In April 2000, the Corporation filed an electiontivthe Federal Reserve Board and became a finamaidihg company.

Financial holding companies may engage, dirextindirectly, in any activity that is determish¢o be (i) financial in nature, (ii) incidental to
such financial activity, or (iii) complementary adfinancial activity and does not pose a substarigia to the safety and soundness of depository
institutions or the financial system generally. Thiemm-Leach-Bliley Act specifically provides thhe following activities have been
determined to be “financial in nature”: (a) lenditgist and other banking activities; (b) insuraactvities; (c) financial or economic advice or
services; (d) pooled investments; (e) securitietennriting and dealing; (f) existing bank holdingnepany domestic activities; (g) existing bank
holding company foreign activities; and (h) merdhaenking activities. The Corporation offers inswra agency services through its wholly-
owned subsidiary, FirstBank Insurance Agency anoludh First Insurance Agency V. L., Inc., a sulmigiof FirstBank.

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

Under the Gramm-Leach-Bliley Act, if the Coration fails to meet any of the requirements fanpe financial holding company and is
unable to resolve such deficiencies within cerfaiscribed periods of time, the Federal ReservedBoauld require the Corporation to divest
control of one or more of its depository institutisubsidiaries or alternatively cease conductingrfcial activities that are not permissible for
bank holding companies that are not financial hgdiompanies.

Sarbanes-Oxley Act

On July 20, 2002, President Bush signed imwothe Sarbanes-Oxley Act of 2002 (“SOA”"), whiclplemented legislative reforms intended
to address corporate and accounting fraud. SOAagmteforms of various business practices and museaspects of corporate governance.
Most of these requirements have been implementedduylations issued by the SEC. The following sienmary of certain key provisions of
SOA.

In addition to the establishment of an accimgnoversight board that enforces auditing, qualdptrol and independence standards and is
funded by fees from all publicly traded compan®B®A places restrictions on the scope of servicasrttay be provided by accounting firms to
their public corporation audit clients. Any non-#wgkrvices being provided to a public corporatadlit client requires pre-approval by the
corporation’s audit committee. In addition, SOA reslkertain changes to the requirements for rotati@ertain persons involved in the audit
after a period of time. SOA requires chief exeaatifficers and chief financial officers, or their
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equivalent, to certify to the accuracy of periodiports filed with the SEC, subject to civil andhanal penalties if they knowingly or willingly
violate this certification requirement. In additjamounsel is required to report evidence of a niteiolation of the securities laws or a breach of
fiduciary duties to the corporation’s chief exeeatbfficer or its chief legal officer, and, if suofficer does not appropriately respond, to report
such evidence to the audit committee or other aincibmmittee of the board of directors or the baotself.

Under SOA, longer prison terms may apply tqpooate executives who violate federal securiti@gst the period during which certain types
of suits can be brought against a corporationsoofficers is extended; and bonuses and otheryehaged compensation received by the Chief
Executive Officer and Chief Financial Officer pritor restatement of a corporation’s financial staets are now subject to disgorgement if such
restatement was due to misconduct. Executiveslsograohibited from insider trading during retiremi@lan “blackout” periods, and loans to
corporations’ executives and directors (other tloams by financial institutions permitted by fedetdes or regulations) are prohibited. In
addition, as a result of the legislation, publionpanies must make certain disclosures on an aatetebasis and directors and executive officers
must report changes in ownership in a corporatisatirities within two business days of the change.

SOA increases responsibilities and codifigtade requirements related to audit committeesulflip companies and how they interact with
the corporation’s “registered public accountingrfit Audit committee members must be independentaaadarred from accepting consulting,
advisory or other compensatory fees from the isdneaddition, companies are required to disclobetiver at least one member of the comm
is a “financial expert” (as such term is definedtbg SEC) and if not, the reasons why. A corponésioegistered public accounting firm is
prohibited from performing statutorily mandated iusérvices for a corporation if the corporatischief executive officer, chief financial offic
controller, chief accounting officer or any persamving in equivalent positions had been employedueh firm and participated in the audit of
such corporation during the one-year period prexgttie audit initiation date. SOA also prohibity affficer or director of a corporation or any
other person acting under their direction fromigkany action to fraudulently influence, coercenipalate, or mislead any independent public
or certified accountant engaged in the audit ofdbmporation’s financial statements for the purpofeendering the financial statements
materially misleading.

SOA also has provisions relating to inclusidmanagement’s assessment of internal control fim@ncial reporting in the annual report on
Form 10-K. The law also requires the corporasandependent registered public accounting firnt issues the audit report to attest to and rt
on the effectiveness of internal control over ficiahreporting. Since the 2004 Annual Report omird0-K, the Corporation has included its
management’s assessment regarding the effectiveh#ss Corporation’s internal control over fina@aieporting. The internal control report
includes a statement of management’s responsifiditgstablishing and maintaining adequate intecoatrol over financial reporting for the
Corporation; management’s assessment as to thetiegieess of the Corporation’s internal control ofileancial reporting based on
management’s evaluation, as of year-end; and #mdwork used by management as criteria for evalyiie effectiveness of the Corporation’s
internal control over financial reporting. As of &enber 31, 2007, First BanCorp’s management coedltigat its internal control over financial
reporting was effective based on the criteria gghfin Internal Control — Integrated Frameworkuisgd by the Committee of Sponsoring
Organizations of the Treadway Commission (“COSQOte Corporation’s independent registered publioanting firm reached the same
conclusion.

USA Patriot Act

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

Failure of a financial institution to complyitivthe USA Patriot Act’s requirements could haeeéaus legal and reputational consequences for
the institutions. The Corporation has adopted gmate policies, procedures and controls to addtesspliance with the USA Patriot Act and
U.S. Treasury Department regulations.
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Privacy Policies

Under the Gramm-Leach-Bliley Act, all finandiastitutions are required to adopt privacy pairestrict the sharing of nonpublic customer
data with parties at the customer’s request arabbsh policies and procedures to protect custatata from unauthorized access. The
Corporation and its subsidiaries have adopted igsliand procedures in order to comply with thegmyprovisions of the Gramm-Leach-Bliley
Act and the Fair and accurate Credit TransactionoA2003 and the regulations issued thereunder

State Chartered Non-Member Bank; Federal Savingsri&aBanking Laws and Regulations in General

FirstBank is subject to extensive regulatiod axamination by the OCIF and the FDIC, and igexthio certain requirements established by
the Federal Reserve Board. FirstBank Florida edeffally regulated savings bank subject to extensgulation and examination by the OTS,
and subject to certain Federal Reserve regulatiiims federal and state laws and regulations whielapplicable to banks and savings banks
regulate, among other things, the scope of thaiimasses, their investments, their reserves agaépstsits, the timing and availability of
deposited funds, and the nature and amount of alfeteral for certain loans. In addition to the map of regulations, commercial banks are
affected significantly by the actions of the Fed&easerve Board as it attempts to control the maupply and credit availability in order to
influence the economy. References herein to agpécstatutes or regulations are brief summarigsodions thereof which do not purport to be
complete and which are qualified in their entireyyreference to those statutes and regulations.change in applicable laws or regulations may
have a material adverse effect on the businessrofreercial banks, thrifts and bank holding comparireguding FirstBank, FirstBank Florida
and the Corporation. However, management is notewafany current proposals by any federal or stegelatory authority that, if implement:
would have or would be reasonably likely to haveaerial effect on the liquidity, capital resourceperations of FirstBank, FirstBank Flor
or the Corporation.

As a creditor and financial institution, FBsink is subject to certain regulations promulgdtedhe Federal Reserve Board, including, witt
limitation, Regulation B (Equal Credit Opportunigt), Regulation DD (Truth in Savings Act), Regidet E (Electronic Funds Transfer Act),
Regulation F (Limits on Exposure to Other Bankgg®ation O (Loans to Executive Officers, Directars Principal Shareholders),
Regulation Z (Truth in Lending Act), Regulation @Expedited Funds Availability Act), Regulation XéRl Estate Settlement Procedures Act),
Regulation BB (Community Reinvestment Act) and Ratjon C (Home Mortgage Disclosure Act). On Decentt® 2007, the Federal Reserve
Board proposed for public comment certain changdédsigulation Z (Truth in Lending) to protect consumfrom unfair or deceptive home
mortgage lending and advertising practices. Thegsed regulation would prohibit a lender from engggdn a pattern or practice of lending
without considering a borrower’s ability to repdne loans from sources other than the home’s valug prohibit a lender from making a loan by
relying on income or assets that it does not vefiffiymments are due on this proposal in March 2808,regulations could be issued later this
year.

There are periodic examinations by the OCIé thie FDIC of FirstBank and by the OTS of FirstBé&iérida to test each bank’s compliance
with various statutory and regulatory requirememtss regulation and supervision establishes a celrgnsive framework of activities in which
an institution can engage and is intended priméoifythe protection of the FDIC’s insurance fundl alepositors. The regulatory structure also
gives the regulatory authorities extensive disorein connection with their supervisory and enfaneat activities and examination policies,
including policies with respect to the classificatiof assets and the establishment of adequatddeameserves for regulatory purposes. This
enforcement authority includes, among other thitigs ability to assess civil money penalties, snéscease-and-desist or removal orders and to
initiate injunctive actions against banking orgaians and institutiomffiliated parties. In general, these enforcemetibas may be initiated f
violations of laws and regulations and for engadgimgnsafe or unsound practices. In addition, cettank actions are required by statute and
implementing regulations. Other actions or failtoect may provide the basis for enforcement actimriuding the filing of misleading or
untimely reports with regulatory authorities.
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On August 3, 2007, the OTS issued an advaatieenof proposed rulemaking under its authoritgtamed in the Federal Trade Commission
Act as to unfair or deceptive acts or practicess Fiew rule would apply only to savings associajand would likely address the issues that
arise in the context of mortgage lending or sengciThe OTS asks whether existing bank regulatargiance on unfairness or deception, suc
the guidelines for residential mortgage lendingcpcas adopted by the Office of the Comptrollettaf Currency should be addressed in
regulation form. This advance notice could resukdditional regulation of credit practices to addra variety of consumer protection issues.

The U.S. Congress is also considering legisiathich would affect mortgage lending in the W@witStates by establishing a national standard
as to abusive lending practices, including a mimmatandard requiring that borrowers have a readerdtility to repay the loan. The House of
Representatives passed The Mortgage Reform anePkadiatory Lending Act of 2007 on November 15, 200i8. unclear whether legislation
this area will become law.

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 ouyydrdm the Corporation’s net assets in excess pitakbor, in the absence of such excess, from
the Corporation’s net earnings for such fiscal yaad/or the preceding fiscal year). The FederaEResBoard has also issued a policy statement
that provides that bank holding companies shouttegly pay dividends only out of current operat@agnings.

As of December 31, 2007, the principal sowfcfinds for the Corporation is dividends declaaed paid by its subsidiary, FirstBank. The
ability of FirstBank to declare and pay dividendsits capital stock is regulated by the Puerto Fieoking Law, the Federal Deposit Insurance
Act (the “FDIA"), and FDIC regulations. In general terms, the PuRito Banking Law provides that when the expendgwka bank are grea
than receipts, the excess of expenditures oveiptscghall be charged against undistributed prafitthhe bank and the balance, if any, shall be
charged against the required reserve fund of th&.bathe reserve fund is not sufficient to cogeich balance in whole or in part, the outstan
amount must be charged against the bank’s capitaluat. The Puerto Rico Banking Law provides thatil said capital has been restored to its
original amount and the reserve fund to 20% ofatiginal capital, the bank may not declare anyabwds.

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

In addition, the Consent Order with the FetBeserve imposes certain restrictions on divideagiments. The Corporation may not pay
dividends or other payments without the permissibthe Federal Reserve Bank. The Federal Resemk Bas approved all requests for
approval of dividend declarations since the Corfionsagreed to the Consent Order.

Limitations on Transactions with Affiliates and Inders

Certain transactions between financial ingtivs such as FirstBank and FirstBank Florida dfitlaties are governed by Sections 23A and
23B of the Federal Reserve Act and by RegulatiolWaffiliate of a financial institution is any quoration or entity, that controls, is controlled
by, or is under common control with the financiatitution. In a holding company context, the patsank holding company and any companies
which are controlled by such parent bank holdingngany are affiliates of the financial institutiddenerally, Sections 23A and 23B of the
Federal Reserve Act (i) limit the extent to whible financial institution or its subsidiaries mayage in “covered transactions” (defined below)
with any one affiliate to an amount equal to 109 w¢h financial institutiors capital stock and surplus, and contain an agtgeigait on all sucl
transactions with all affiliates to an amount eqoa20% of such financial institution’s capital skoand surplus and (ii) require that all “covered
transactions” be on terms substantially the samat least as favorable to the financial institntar affiliate, as those provided to a non-affdiat
The term “covered transaction” includes the maldhtpans, purchase of assets, issuance of a gearantl other similar transactions. In
addition, loans or other extensions of credit b/ fihancial
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institution to the affiliate are required to belatdralized in accordance with the requirement$as#t in Section 23A of the Federal Reserve ,

The Gramm-Leach-Bliley Act requires that fineh subsidiaries of banks be treated as affilifdepurposes of Sections 23A and 23B of the
Federal Reserve Act, but (i) the 10% capital litidta on transactions between the bank and suchdiabsubsidiary as an affiliate is not
applicable, and (ii) notwithstanding other provisdn Sections 23A and 23B, the investment by #rekhn the financial subsidiary does not
include retained earnings of the financial subsidiihe Gramm-Leach-Bliley Act provides that: (hlygpurchase of, or investment in, the
securities of a financial subsidiary by any afféiaf the parent bank is considered a purchasevestment by the bank; and (2) if the Federal
Reserve Board determines that such treatment &ssary, any loan made by an affiliate of the paank to the financial subsidiary is to be
considered a loan made by the parent bank.

The Federal Reserve Board has adopted ReguMtiwhich interprets the provisions of Section#& 2®d 23B. The regulation unifies and
updates staff interpretations issued over the y@aerporates several new interpretations andipiavs (such as to clarify when transactions
with an unrelated third party will be attributaldéean affiliate), and addresses new issues arasrgresult of the expanded scope of nonbanking
activities engaged in by banks and bank holdingpammes in recent years and authorized for finarfméding companies under the Gramm-
Leach-Bliley Act.

In addition, Sections 22(h) and (g) of the é&ratiReserve Act, implemented through Regulatioplége restrictions on loans to executive
officers, directors, and principal stockholdersdédnSection 22(h) of the Federal Reserve Act, ldarssdirector, an executive officer, a greater
than 10% stockholder of a financial institutiondarertain related interests of these, may not ekdegether with all other outstanding loans to
such persons and affiliated interests, the findme&itution’s loans to one borrower limit, genlyaequal to 15% of the institution’s unimpaired
capital and surplus. Section 22(h) of the FedeesdRve Act also requires that loans to directorscuative officers, and principal stockholders be
made on terms substantially the same as offeredriparable transactions to other persons and edgores prior board approval for certain
loans. In addition, the aggregate amount of exterssof credit by a financial institution to insidezannot exceed the institution’s unimpaired
capital and surplus. Furthermore, Section 22(dhefFederal Reserve Act places additional restristion loans to executive officers. On
December 6, 2006, the Federal Reserve Board anaduhe approval of, and invited public consentaminterim rule amending Regulation O
that will eliminate several statutory reporting afisiclosure requirements relating to insider legdifhe interim rule does not alter the substa
restrictions on loans by insured depository insititus to their insiders.

The Consent Order with the FED imposed sondiiadal restrictions and reporting requirementgios Corporation. Under this Consent
Order, the Corporation and its Non-Bank affiliasésll not, directly or indirectly, enter into, paipate, or in any other manner engage in any
covered transaction with the Subsidiary Banks, pikae permitted by section 23A of the Federal Resgict; shall not directly or indirectly,
enter into, participate, or in any other manneragiggin any transaction with any Insider without phier written approval; and must submit a
monthly report summarizing all covered transacti@ssdefined in section 23A of the Federal Res@otebetween First BanCorp, the N&ank
Affiliates, and the Subsidiary Banks.

In February 2006, the OTS imposed restrictiom$irstBank Florida, formerly Unibank, a subsigliacquired by First BanCorp in
March 2005. Under these restrictions, FirstBankiBlbocannot make any payments to the Corporatiats @ffiliates pursuant to a tax-sharing
agreement nor can the bank employ or receive ctaisd services from an executive officer of the@@wation or its affiliates without the prior
written approval of the OTS Regional Director. Atitehally, FirstBank Florida cannot enter into amgreement to sell loans or any portions of
any loans to the Corporation or its affiliates nan the bank make any payment to the Corporatidts affiliates via an intercompany account
arrangement unless pursuant to a pre-existing @ctotal agreement for services rendered in the ricowaise of business.

Federal Reserve Board Capital Requirements

The Federal Reserve Board has adopted capiégjuacy guidelines pursuant to which it assebgeadequacy of capital in examining and
supervising a bank holding company and in analyajogjications to it under the Bank Holding Comp&wy. The Federal Reserve Board caf
adequacy guidelines generally require bank holding
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companies to maintain total capital equal to 8%otdl risk-adjusted assets, with at least one-tfaifiat amount consisting of Tier | or core
capital and up to one-half of that amount congistifiiTier Il or supplementary capital. Tier | capitor bank holding companies generally
consists of the sum of common stockholders’ eqaiity perpetual preferred stock, subject in the oafiee latter to limitations on the kind and
amount of such perpetual preferred stock that neeipn@luded as Tier | capital, less goodwill andthwiertain exceptions, other intangibles. Tier
Il capital generally consists of hybrid capitaltinsnents, perpetual preferred stock that is ngildk to be included as Tier | capital, term
subordinated debt and intermediate-term prefet@cksand, subject to limitations, allowances faridosses. Assets are adjusted under the risk-
based guidelines to take into account differeikt clsaracteristics, with the categories ranging f¥ (requiring no additional capital) for assets
such as cash to 100% for the bulk of assets, wdmiehypically held by a bank holding company, iniihg multi-family residential and

commercial real estate loans, commercial busireesssland commercial loans. Off-balance sheet itdsuwsare adjusted to take into account
certain risk characteristics.

In addition to the riskased capital requirements, the Federal ReservelBequires bank holding companies to maintain mimmuim leverag
capital ratio of Tier | capital to total assets300%. Total assets for purposes of this calculadi@mot include goodwill and any other intangible
assets and investments that the Federal Reservd Betermines should be deducted. The Federal ReBerard has announced that the 3.0%
Tier | leverage capital ratio requirement is theimium for the top-rated bank holding companies autrsupervisory, financial or operational
weaknesses or deficiencies or those which arexpetriencing or anticipating significant growth. ®ttbank holding companies will be expected
to maintain Tier | leverage capital ratios of a&de4.0% or more, depending on their overall comdlitAs of December 31, 2007, the Corpora
exceeded each of its capital requirements and wasllacapitalized institution as defined in the Eeal Reserve Board regulations.

The federal banking agencies are currentlyyairey regulatory capital requirements as partrob#ort to implement the Basel Committee on
Banking Supervision’s new capital adequacy framéwor large, internationally active banking orgaations (Basel Il), as well as to update
their risk-based capital standards to enhanceigkesensitivity of the capital charges, to reflehanges in accounting standards and financial
markets, and to address competitive equity questioat may be raised by U.S. implementation oBhsel 1l framework. Accordingly, the
federal agencies, including the Federal ReservedBaad the FDIC, are considering several revistonggulations issued in response to an
earlier set of standards published by the Baselr@Gittee in 1988 (Basel 1). On September 25, 20086 dinking agencies proposed in a notice of
proposal a new risk-based capital adequacy framewader Basel Il. The framework is intended to proelrisk-based capital requirements that
are more risk-sensitive than the existing risk-basgpital rules. On February 15, 2007, U.S. bankigencies released proposed supervisory
guidance to accompany the September Basel Il nofipeoposed rulemaking. The guidance includesdsteds to promote safety and soundness
and to encourage the comparability of regulatopitehmeasures across banks.

A final rule implementing advanced approacbfeBasel 11 was published jointly by the U.S. barnkiagencies on December 7, 2007. This
establishes regulatory capital requirements andrsigory expectations for credit and operationsksifor banks that choose or are required to
adopt the advanced approaches, and articulatesegdhatandards for the supervisory review of chpidaquacy for those banks. The final rule
retains the three groups of banks identified ingtaposed rule: (i) large or internationally acthenks that are required to adopt advanced ci
approaches under Basel Il (core banks); (ii) bah&svoluntarily decide to adopt the advance apgrea (opt-in banks); and (iii) banks that do
not adopt the advanced approaches (general bamidfor which the provisions of the final rule @amapplicable. The final rule also retains the
proposed rule definition of a core bank as a bhakmeets either of two criteria: (i) consolidagasgets of $250 billion or more, or
(i) consolidated total on-balance-sheet foreigpasure of $10 billion or more. Also, a bank is aecbank if it is a subsidiary of a bank or bank
holding company that uses advanced approachekisAtioment, the provisions of the final rule aré¢ aygplicable to the Corporation.

The agencies expect to publish in the nearréua proposed rule that would provide all non-dzaeks with the option to adopt a standardized
approach under Basel Il.
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FDIC Risk-Based Assessment System

Under a new rule adopted by the FDIC in Noven#06, beginning in 2007, the FDIC placed easlitirtion that it insures in one of four
risk categories using a two-step process basddfirsapital ratios and then on other relevantrimfation (the supervisory group assignment).
Beginning in 2007, FDIC insurance premium rategeanetween 5 and 43 cents per $100 in accessiptesiie The Corporation experienced
significant increases in the insurance assessrasragesult of this new assessment system. Futarges could increase or decrease depending
on the volume of deposits, upward or downward ckang the regulatory ratings given to the institntupon examination results and or changes
in the Corporation’s credit ratings.

FDIC Capital Requirements

The FDIC has promulgated regulations and t@stant of policy regarding the capital adequacsgtafe-chartered non-member banks like
FirstBank. These requirements are substantialljlairto those adopted by the Federal Reserve Baayarding bank holding companies, as
described above. In addition, FirstBank Florida traasnply with similar capital requirements adopbgothe OTS.

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

The capital regulations of the FDIC and theSG8Btablish a minimum 3.0% Tier | capital to tassets requirement for the most highly-rated
state-chartered, non-member banks, with an additicurshion of at least 100 to 200 basis pointafoother state-chartered, non-member banks,
which effectively will increase the minimum Tietelverage ratio for such other banks from 4.0% @8/4%or more. Under these regulations, the
highest-rated banks are those that are not antiicgpar experiencing significant growth and havdlswdeversified risk, including no undue
interest rate risk exposure, excellent asset gqudligh liquidity and good earnings and, in genesiaé considered a strong banking organization
and are rated composite | under the Uniform Firgrostitutions Rating System. Leverage or cordtehjs defined as the sum of common
stockholders’ equity including retained earningsnftumulative perpetual preferred stock and relateglus, and minority interests in
consolidated subsidiaries, minus all intangibleetsssther than certain qualifying supervisory goitidand certain purchased mortgage servicing
rights.

In August 1995, the FDIC and OTS publishethalfrule modifying their existing risk-based capbistandards to provide for consideration of
interest rate risk when assessing the capital asgof a bank. Under the final rule, the FDIC megplicitly include a bank’s exposure to
declines in the economic value of its capital duettanges in interest rates as a factor in evalyatibank’s capital adequacy. In June 1996, the
FDIC and OTS adopted a joint policy statement dergst rate risk. Because market conditions, bamktsire, and bank activities vary, the
agencies concluded that each bank needs to deitglown interest rate risk management programreildo its needs and circumstances. The
policy statement describes prudent principles aadtges that are fundamental to sound interestrisik management, including appropriate
board and senior management oversight and a coensiie risk management process that effectivelgtifies, measures, monitors and cont
such interest rate risk.

Failure to meet capital guidelines could sabg@n insured bank to a variety of prompt corrextictions and enforcement remedies under the
FDIA (as amended by Federal Deposit Insurance Catjpom Improvement Act of 1991 (“FDICIA”), and tliiegle Community Development
and Regulatory Improvement Act of 1994, includingth respect to an insured bank, the terminatiodegfosit insurance by the FDIC, and
certain restrictions on its business. In generah$e undercapitalized depository institutions ax@hjbited from making any capital
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distributions (including dividends), are subjectéstrictions on borrowing from the Federal Res&ystem, are subject to growth limitations
are required to submit capital restoration plans.

As of December 31, 2007, FirstBank and FirstBalorida were well-capitalized. A bank’s capitategory, as determined by applying the
prompt corrective action provisions of law, howeveay not constitute an accurate representatiaheobverall financial condition or prospects
of the Bank, and should be considered in conjunatiith other available information regarding finealcondition and results of operations.

Set forth below are the Corporation’s, FirsiBa and FirstBank Florida’s capital ratios as afd@mber 31, 2007, based on Federal Reserve,
FDIC and OTS guidelines, respectively.

Banking Subsidiaries

Well-
FirstBank Capitalized
First BanCorp FirstBank Florida Minimum
As of December 31, 200
Total capital (Total capital to ri-weighted asset: 13.8% 13.2% 10.92% 10.0(%
Tier 1 capital ratio (Tier 1 capital to ri-weighted asset: 12.61% 11.9¢% 10.42% 6.0(%
Leverage ratio (1 9.2% 8.85% 7.7% 5.0(%

(1) Tier 1 capital to average assets in the o&sérst BanCorp and FirstBank and Tier 1 Capitehtijusted total assets in the case of FirstBank
Florida.

Activities and Investments

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

Federal Home Loan Bank System

FirstBank is a member of the Federal Home LBank (FHLB) system. The FHLB system consists dlt# regional Federal Home Loan
Banks governed and regulated by the Federal Housimance Board (FHFB). The Federal Home Loan Baekge as reserve or credit facilities
for member institutions within their assigned regioThey are funded primarily from proceeds derifreth the sale of consolidated obligations
of the FHLB system, and they make loans (advartcesiembers in accordance with policies and proasiastablished by the FHLB system
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 anidl sbares of capital stock in that FHLB
for a certain amount, which is calculated in aceok with the requirements set forth in applicddoles and regulations. FirstBank is in
compliance with the stock ownership requirementhefFHLB-NY. All loans, advances and other extensiof credit made by the FHLRY to
FirstBank are secured by a portion of FirstBanktzrtgage loan portfolio, certain other investmemid the capital stock of the FHLB-NY held
by FirstBank.

FirstBank Florida is a member of the FHLB dfafta and is subject to similar requirements asetof FirstBank.
Ownership and Control

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

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

Cross-Guarantees

Under the FDIA, a depository institution (whiterm includes both banks and savings associatithhesdeposits of which are insured by the
FDIC, can be held liable for any loss incurred dryreasonably expected to be incurred by, the ADI€nnection with (i) the default of a
commonly controlled FDIC-insured depository indiitn or (ii) any assistance provided by the FDIGuy commonly controlled FDIC-insured
depository institution “in danger of default.” “Daflt” is defined generally as the appointment obaservator or a receiver and “in danger of
default” is defined generally as the existenceasfain conditions indicating that a default is likeo occur in the absence of regulatory
assistance. In some circumstances (depending lpcmtount of the loss or anticipated loss suffeégethe FDIC), cross-guarantee liability may
result in the ultimate failure or insolvency of coremore insured depository institutions liablehe FDIC, and any obligations of that bank to its
parent corporation are subordinated to the subgithank’s cross-guarantee liability with respectéonmonly controlled insured depository
institutions. FirstBank and FirstBank Florida atgrently the only FDIC-insured depository instituts controlled by the Corporation and
therefore subject to this guaranty provision.

Standards for Safety and Soundness

The FDIA, as amended by FDICIA and the Riggtenmunity Development and Regulatory Improvemerttdfd 994, requires the FDIC a
the other federal bank regulatory agencies to pitesstandards of safety and soundness, by regotatir guidelines, relating generally to
operations and management, asset growth, asséygeatnings, stock valuation, and compensatidre FDIC and the other federal bank
regulatory agencies adopted, effective August 9518 set of guidelines prescribing safety and dnass standards pursuant to FDIA, as
amended. The guidelines establish general standaalsg to internal controls and information €yss, internal audit systems, loan
documentation, credit underwriting, interest ratpasure, asset growth and compensation, fees arefitse In general, the guidelines require,
among other things, appropriate systems and peacticidentify and manage the risks and exposyesfied in the guidelines. The guidelines
prohibit excessive compensation as an unsafe aswlad practice and describe compensation as exeesben the amounts paid are
unreasonable or disproportionate to the servicesnmeed by an executive officer, employee, direcoprincipal shareholder.

Brokered Deposits

FDIC regulations adopted under the FDIA gowbereceipt of brokered deposits by banks. Weditatized institutions are not subject to
limitations on brokered deposits, while adequatelpitalized institutions are able to accept, renewollover brokered deposits only with a
waiver from the FDIC and subject to certain resiits on the interest paid on such deposits. Uragdtalized institutions are not permitted to
accept brokered deposits. As of December 31, ZBi@stBank was a well-capitalized institution andswherefore not subject to these limitations
on brokered deposits.
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Puerto Rico Banking Law

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

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

The Banking Law requires every bank to mamtalegal reserve which shall not be less than tyvearcent (20%) of its demand liabilities,
except government deposits (federal, state andcipat), that are secured by actual collateral. idserve 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 colledfiaring the day following the day on which they ezeeived, (3) money deposited in other
banks provided said deposits are authorized b tmamissioner, subject to immediate collection;fétleral funds sold to any Federal Reserve
Bank and securities purchased under agreemengsétl executed by the bank with such funds thasabgect to be repaid to the bank on or
before the close of the next business day; andr{)ther asset that the Commissioner identifies fime to time.

The Banking Law permits Puerto Rico commerb&iks to make loans to any one person, firm, pestiip or corporation, up to an aggregate
amount of fifteen percent (15%) of the sum oftl{g bank’s paid-in capital; (ii) the bank’s resefurd; (iii) 50% of the banls retained earning
subject to certain limitations, and (iv) any otkemponents that the Commissioner may determine fiomn to time. If such loans are secured by
collateral worth at least twenty five percent (25%@re than the amount of the loan, the aggregai@mnuzn amount may reach one third
(33.33%) of the sum of the bank’s paid-in capiteterve fund, 50% of retained earnings and sudtr a@dmponents that the Commissioner may
determine from time to time. There are no restidiunder the Banking Law on the amount of loaasdhe wholly secured by bonds, securities
and other evidence of indebtedness of the Goverhaofehe United States, or of the Commonwealth wéi®o Rico, or by bonds, not in default,
of municipalities or instrumentalities of the Commmeealth of Puerto Rico. The revised classificatibthe mortgage-related transactions as
secured commercial loans to local financial insititos included in the Corporation’s restatemerprefviously issued financial statements (Form
10-K/A 2004), caused the mortgage-related transastio be treated as two secured commercial loaesdess of the lending limitations
imposed by the Banking Law. In this regard, FirstBeaeceived a ruling from the Commissioner thatitssin FirstBank being considered in
continued compliance with the lending limitatiofie Puerto Rico Banking Law authorizes the Commiesi to determine other components
which may be considered for purposes of establishilending limit, which components may lay odesthe traditional elements mentioned in
Section 17. After consideration of other compongthiis Commissioner authorized the Corporation taimehe secured loans to Doral and R&G
as it believed that these loans were secured Ifigisuit collateral to diversify, disperse and sfigantly diffuse the risks connected to such loans
thereby satisfying the safety and soundness comagides mandated by Section 28 of the Puerto Raakiig Law.

The Banking Law prohibits Puerto Rico commarbianks from making loans secured by their ownkstand from purchasing their own
stock, unless such purchase is made pursuantitelarepurchase program approved by the Commissimie necessary to prevent losses
because of a debt previously contracted in godl.fahe stock purchased by the Puerto Rico commidoank 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 copiahdrank may serve or discharge a pos
of officer, director, agent or employee of anotReerto Rico commercial bank, financial corporatisavings and loan association, trust
corporation, corporation engaged in granting maégl@ans or any other institution engaged in theeydending business in Puerto Rico. This
prohibition is not applicable to the affiliatesaPuerto Rico commercial bank.
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The Banking Law requires that Puerto Rico caruial banks prepare each year a balance summangiofoperations, and submit such
balance summary for approval at a regular meetirsgockholders, together with an explanatory refioeteon. The Banking Law also requires
that at least ten percent (10%) of the yearly nedine of a Puerto Rico commercial bank be creditedially to a reserve fund. This credit is
required to be done every year until such resamd thall be equal to the total paid-in-capitathef bank.

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

The Banking Law requires the prior approvallef Commissioner with respect to a transfer oftahptock of a bank that results in a change
of control of the bank. Under the Banking Law, amtje of control is presumed to occur if a persoa giroup of persons acting in concert,
directly or indirectly, acquire more than 5% of th&standing voting capital stock of the bank. Twemmissioner has interpreted the restrictions
of the Banking Law as applying to acquisitions ofing securities of entities controlling a bankgls@as a bank holding company. Under the
Banking Law, the determination of the Commissionbether to approve a change of control filing iafiand non-appealable.

The Finance Board, which is composed of them@sioner, the Secretary of the Treasury, theedagr of Commerce, the Secretary of
Consumer Affairs, the President of the Economicédgwment Bank, the President of the Government Reweent Bank, and the President of
the Planning Board, has the authority to regula¢enhiaximum interest rates and finance chargesihgtbe charged on loans to individuals and
unincorporated businesses in Puerto Rico. The ruregulations of the Finance Board provide thatapplicable interest rate on loans to
individuals and unincorporated businesses, inclydéal estate development loans but excluding iceother personal and commercial loans
secured by mortgages on real estate propertitsbis determined by free competition. Accordingyg regulations do not set a maximum rate
for charges on retail installment sales contrantsfar credit card purchases and set aside prevemdations which regulated these maximum
finance charges. Furthermore, there is no maximatmset for installment sales contracts involvirganvehicles, commercial, agricultural and
industrial equipment, commercial electric applismaad insurance premiums.

International Banking Act of Puerto Rico (“IBE Act)

The business and operations of First BanCBE FirstBank IBE and FirstBank Overseas Corporatice subject to supervision and
regulation by the Commissioner. Under the IBE Aeftain sales, encumbrances, assignments, meegetgnges or transfers of shares, inte
or participation(s) in the capital of an internati banking entity (an “IBE”"Jnay not be initiated without the prior approvalioeé Commissione
The IBE Act and the regulations issued thereungiehe Commissioner (the “IBE Regulations”) limietbusiness activities that may be carried
out by an IBE. Such activities are limited in p@rpersons and assets located outside of Puerto Ric

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

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

Puerto Rico Income Taxes
Under the Puerto Rico Internal Revenue CodE98# (the “Code”)all companies are treated as separate taxablésrditd are not entitled
file consolidated tax returns. The Corporation, aadh of its subsidiaries are
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subject to a maximum statutory corporate incomeasex of 39% or an alternative minimum tax (“AMT0h income earned from all sources,
whichever is higher. The excess of AMT over regutaome tax paid in any one year may be used webfegular income tax in future years,
subject to certain limitations. The Code providessd dividend received deduction of 100% on diviiereceived from wholly owned
subsidiaries subject to income taxation in Puertm Rnd 85% on dividends received from other taxaldmestic corporations.

In computing the interest expense deductiom Qorporation’s interest deduction will be reduethe same proportion that the average
exempt assets bear to the average total assetefdiee to the extent that the Corporation holdsade investments and loans which are exempt
from Puerto Rico income taxation, part of its ietrexpense will be disallowed for tax purposes.

The Corporation has maintained an effectixeréde lower than the maximum statutory tax rat83¥ as of December 31, 2007, mainly by
investing in government obligations and mortgagekbd securities exempt from U.S. and Puerto Ricorime tax combined with income from
the IBE units of the Corporation and the Bank dr@lBank’s subsidiary, FirstBank Overseas Corpanafitne IBE, and FirstBank Overseas
Corporation were created under the IBE Act, whiabvjiles for Puerto Rico tax exemption on net incalesved by IBEs operating in Puerto
Rico. Pursuant to the provisions of Act No. 13 afidary 8, 2004, the IBE Act was amended to imposeme tax at regular rates on IBEs that
operate as units of a bank, to the extent thatBEs net income exceeds 25% of the bank’s totataetble income (including net income
generated by the IBE unit) for taxable years tloaimenced on July 1, 2005, and thereafter. Thesaedments apply only to IBEs that operat
units of a bank; they do not impose income taxmiB& that operates as a subsidiary of a bank.

Act 41 of August 1, 2005 amended the Codenigyoising a temporary additional tax of 2.5% on agable income for all corporations. This
temporary tax effectively increased the statutasyrate from 39% to 41.5%. The Act became effediivaaxable years commencing after
December 31, 2004 and ending on or before DeceBhe2006 and therefore was effective for the 20052006 taxable years with a retroac
effect to January 1, 2005.

Act 89 of May 13, 2006 amended the Puerto Riternal Revenue Code by imposing a 2% additior@me tax on income subject to req:
taxes of all corporations operating pursuant to 2%cbf 1933 (The Puerto Rico Banking Act). Act 88sneffective for the taxable year that
commenced after December 31, 2005 and on or b&fecember 31, 2006 and, therefore, increased thaatatax for the 2006 taxable year to
43.5%. The statutory tax reverted to 39% for tagalelars commencing after December 31, 2006.

United States Income Taxes

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

Insurance Operations Regulation

FirstBank Insurance Agency is registered amsumrance agency with the Insurance CommissiohBuerto Rico and is subject to regulations
issued by the Insurance Commissioner relatingntmrey other things, licensing of employees, salggitation and advertising practices, and to
the FED as to certain consumer protection provsimandated by the Gramm-Leach-Bliley Act and itglementing regulations.

Community Reinvestment

Under the Community Reinvestment Act (“CRAf8derally insured banks have a continuing andra#iive obligation to meet the credit
needs of their entire community, including low- andderatencome residents, consistent with their safe anshd@peration. The CRA does |
establish specific lending requirements or progréonginancial institutions nor does it limit anstitution’s discretion to develop the type of
products and services that it believes are bestdtn its particular community, consistent wite thBRA. The CRA requires the federal
supervisory agencies, as part of the general exatimimof supervised banks, to assess the bankosdex
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meeting the credit needs of its community, assigeréormance rating, and take such record andgatito account in their evaluation of certain
applications by such bank. The CRA also requirkmstitutions to make public disclosure of theiR& ratings. FirstBank and FirstBank Florida
received a “satisfactory” CRA rating in their mostent examinations by the FDIC and the OTS, raisbyg.

Mortgage Banking Operations

FirstBank is subject to the rules and regatatiof the FHA, VA, FNMA, FHLMC, HUD and GNMA withespect to originating, processing,
selling and servicing mortgage loans and the isseiand sale of mortgage-backed securities. Thdse and regulations, among other things,
prohibit discrimination and establish underwritiggidelines that include provisions for inspectians! appraisals, require credit reports on
prospective borrowers and fix maximum loan amotentsl, with respect to VA loans, fix maximum interestes. Moreover, lenders such as
FirstBank are required annually to submit to FHA,\FNMA, FHLMC, GNMA and HUD audited financial sehents, 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 wfite applicable regulations, policies and procesluvortgage origination activities are
subject to, among others, the Equal Credit Oppdstukct, Federal Truth-in-Lending Act, and the R&atate Settlement Procedures Act and the
regulations promulgated thereunder which, amongrdthings, prohibit discrimination and require thisclosure of certain basic information to
mortgagors concerning credit terms and settlemestscFirstBank is licensed by the Commissionereutige Puerto Rico Mortgage Banking
Law, and as such is subject to regulation by then@ssioner, with respect to, among other thinggnsing requirements and establishment of
maximum origination fees on certain types of magtgéan products.

Section 5 of the Puerto Rico Mortgage Banliag requires the prior approval of the Commissidioethe acquisition of control of any
mortgage banking institution licensed under sueh Eor purposes of the Puerto Rico Mortgage Bankiag, the term “control” means the
power to direct or influence decisively, directlyindirectly, the management or policies of a magtg banking institution. The Puerto Rico
Mortgage Banking Law provides that a transactiat tesults in the holding of less than 10% of thistanding voting securities of a mortgage
banking institution shall not be considered a clegsingcontrol.

Recent Legislation
Refer to “Recent Significant Events — Recamid Rico Legislation” above for information redeung significant legislation approved during
2007 that may have an effect in the Corporatiopsrations and financial results.
Item 1A. Risk Factors

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

Risks Relating to the Corporation’s Business
Banking regulators could take adverse action agditise Corporation

The Corporation is subject to supervision gegllation by the FED. The Corporation is a bankling company that qualifies as a financial
holding corporation. As such, the Corporation ienpited to engage in a broader spectrum of aatizithan those permitted to bank holding
companies that are not financial holding companiescontinue to qualify as a financial holding corgtion, each of the Corporation’s banking
subsidiaries must continue to qualify as “well-¢alzed” and “well-managed.” As of December 31, 20the Corporation and its banking
subsidiaries continue to satisfy all applicableizdguidelines. This, however, does not prevemkireg regulators from taking adverse actions
against the Corporation as a result of the ConSeder or related internal control matters. If ther@ration were not to continue to qualify as a
financial holding corporation, it might be
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required to discontinue certain activities and rhayprohibited from engaging in new activities withprior regulatory approval.

The FED, in the performance of its supervisammgd enforcement duties, has significant discredioth power to initiate enforcement actions for
violations of laws and regulations and unsafe @ound practices. Failure of the Corporation to liarimacompliance with the terms of the
Consent Order could result in the imposition ofiiddal cease and desist orders and/or in monewglpes.

Downgrades in the Corporation’s credit ratings calipotentially increase the cost of borrowing funds

The credit ratings of the Corporation andtfank and their outstanding securities are sub@edbwngrades as a result of, among other
things, their results and operations. For exanfplewing the Corporation’s announcement on Octabikr2005 that the SEC had issued a
formal order of investigation, the major rating ages downgraded the Corporation’s and FirstBamétings in a series of actions. In respon:
this announcement, Fitch Ratings, Ltd. loweredGbeporation’s long-term senior debt rating from BB8 BB and placed the rating on negatl
outlook after removing it from Rating Watch Negatistandard & Poors lowered the long-term senibt dad counterparty rating of FirstBank
from BBB- to BB+ and placed the rating on stabldank after removing it from Credit Watch with neiya implications and Moody’s Investor
Service lowered FirstBank’s long-term senior deding from Baa3 to Bal and placed the rating oratieg outlook. Any future downgrades
may adversely affect the Corporation’s and FirstBaability to access capital and result in morengent covenants and higher interest rates
under the terms of any future indebtedness.

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

The Corporation’s liquidity is contingent upibs ability to obtain external sources of fundiodinance its operations. Downgrades in credit
ratings can hinder the Corporation’s access toreatéunding and/or cause external funding to beam@xpensive, which could in turn adversely
affect the results of operations.

Fluctuations in interest rates may impact the Comadion’s results of operations

Increases in interest rates are the primamketaisk affecting the Corporation. Interest rades highly sensitive to many factors, such as
governmental monetary policies and domestic arefriational economic and political conditions that laeyond the control of the Corporation.

From 2004 to 2007, increases in interest naggmtively affected the following areas of the @wation’s business:
* The netinterest incom
» The value of owned securities, including interest swaps; an
» the volume of loans originated, particularly moggdoans
Increases in interest rates may reduce net interiesome

Increases in short-term interest rates mayaeadet interest income, which is the principal ponent of the Corporation’s earnings. Net
interest income is the difference between the ammaeived by the Corporation on its interest-aggrassets and the interest paid by the
Corporation on its interest-bearing liabilities. ¥hinterest rates rise, the Corporation must pasermointerest on its liabilities while the intetes
earned on its assets does not rise as quickly.fiiiscause the Corporatignprofits to decrease. This adverse impact on egsris greater whe
the slope of the yield curve flattens, that is, wkbort-term interest rates increase more thanterg rates.
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Increases in interest rates may reduce the valudoldings of securities

Fixed-rate securities entered into by the Gaation are generally subject to decreases in magdee when interest rates rise, which may
require recognition of a loss, (e.g., the idendifion of other-than-temporary impairment on itsikade for sale or held to maturity investments
portfolio) thereby potentially affecting adverséhe results of operations.

Increases in interest rates may reduce demand fartgage and other loans

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

Decreases in interest rates may increase the exsercif embedded calls in the investment securitiesfplio

Future net interest income could be affectethk Corporation’s holding of callable securiti®se recent drop in the long end of the yield
curve has the effect of increasing the probabditthe exercise of embedded calls in the approxetya2.1 billion U.S. Agency securities
portfolio that if substituted with new lower-yieldvestments may negatively impact the Corporatiamtarest income.

Decreases in interest rates may reduce net intenesbme due to the current unprecedented re-pricimgsmatch of assets and liabilities tied
to short-term interest rates (Basis Risk)

Basis risk occurs when market rates for déffieifinancial instruments, or the indices usedricepassets and liabilities, change at different
times or by different amounts. Recent liquiditygmeres affecting the U.S. financial markets hawsed a wider than historical spread between
brokered CDs costs and LIBOR rates for similar rihis in turn, is preventing the Corporation froapturing the full benefit of recent drops
in interest rates as the Corporation’s loan pddffunded by LIBOR-based brokered CDs continuem&intain the same historical spread to
short-term LIBOR rates. To the extent that suclsguees fail to subside in the near future, the mdrgtween the Corporation’s LIBOR-based
assets and LIBOR-based liabilities may compressaaversely affect net interest income.

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

The Corporation is subject to the risk of l&esn loan defaults and foreclosures with respedhé loans it originates. The Corporation
establishes a provision for loan losses, whichddgadeductions in its income from operations, rides to maintain its allowance for inherent I¢
losses at a level which its management deems &pppriate based upon an assessment of the gaflityloan portfolio. Although the
Corporation’s management utilizes its best judgnireproviding for loan losses, there can be no @sge that management has accurately
estimated the level of inherent loan losses ortt@atCorporation will not have to increase its ps@mn for loan losses in the future as a result of
future increases in non performing loans or foeotleasons beyond its control. Any such increasése Corporation’s provision for loan losses
or any loan losses in excess of its provision danl losses would have an adverse effect on theo€airpn’s future financial condition and rest
of operations. Given the difficulties of the Coration’s largest borrowers, Doral and R&G Finandia¢ Corporation can give no assurance that
these borrowers will continue to repay their seddoans on a timely basis or that the Corporatidhoentinue to be able to accurately assess
any risk of loss from the loans to these finaniriatitutions.

The Corporation is subject to greater credit risktiwrespect to its portfolio of construction and sonercial loans

The Corporation invests in construction loand mortgage loans secured by income-producindeamt$al buildings and commercial
properties through its banking subsidiaries. THears are subject to greater credit risk than coresiand residential mortgage loans. These
types of loans involve greater credit risk tharidestial mortgage loans because they are largge@) concentrate more risk in a single borrg
and are generally more sensitive to economic cimmdit The properties securing these loans arehalser to dispose of in foreclosure.

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

Substantially all of the loan portfolio of t®rporation is located within the boundaries & thS. economy. Whether the collateral is located
in Puerto Rico, the U.S. Virgin Islands or the Un&inland, the performance of the Corporation’silpartfolio and the collateral value backing
the transactions are dependent upon the perfornrazed conditions within each specific area rethte market. Recent economic reports
related to the real estate market in Puerto Rid@ate that certain pockets of the real estate etaie subject to readjustments in value driven
not by demand but more by the purchasing powehetbnsumers and general economic conditions. ithSelorida we are seeing the negative
impact associated with low absorption rates anggnty value adjustments due to overbuilding. A Bigant decline in collateral valuations for
collateral dependent loans may require increases in
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the Corporation’s specific provision for loan lossad an increase in the general valuation allogiafiny such increase would have an adverse
effect on the Corporation’s future financial comatitand results of operations.

The Corporation’s business concentration in Puef®co imposes risks

The Corporation conducts its operations irraggaphically concentrated area, as its main maketerto Rico. This imposes risks from lack
of diversification in the geographical portfoliohd@ Corporation’s financial condition and result®pérations are highly dependent on the
economic conditions of Puerto Rico, where advenditigal or economic developments, natural disastetc., could affect the volume of loan
originations, increase the level of nonperformisgeds, increase the rate of foreclosure lossesams] and reduce the value of the Corporation’s
loans and loan servicing portfolio.

These factors could materially and advers#gcathe Corporation’s financial condition anduks of operations. The Corporation had
substantial secured loans to two local financistifations, Doral and R&G, in the aggregate amair#624.6 million and $932.0 million as of
December 31, 2007 and 2006, respectively.

First BanCorp’s credit quality may be adversely afted by Puerto Rico’s current economic condition

Beginning in 2005 and continuing through 20@nMumber of key economic indicators suggestetthigaeconomy of Puerto Rico was slow
down.

Construction remained weak during 2007, axtmbination of rising interest rates, the Commaalit¥s fiscal situation and decreasing
public investment in construction projects affedteel sector. During the period from January to Nolver of the calendar year 2007, cement
production, a real indicator of construction adtivdeclined by 11.7% as compared to the same ¢h@i8006. As of September 2007, exports
decreased by 11.7%, while imports decreased by638 & negative trade, which continues since theriegative trade balance of the last decade
was registered in November 2006. Tourism activdg blso declined during fiscal year 2007. Totathigistrations for the fiscal year 2007
declined 5.1 % as compared to the fiscal year 2D06ing 2007 new vehicle sales decreased by 13&dpthest since 1993. In 2007, average
employment declined by 1.27% while the average rermobunemployed increased by 3.30%; the unemploymege increased to 11.2% when
compared to the December 2006 unemployment rat8.@f6.

In general, the Puerto Rico economy contintsettend of decreasing growth, primarily due tcaker manufacturing, softer consumption and
decreased government investment in construction.

The above economic concerns and uncertaintyeiprivate and public sectors may also have aarad effect on the credit quality of the
Corporation’s loan portfolios, as delinquency raies expected to increase in the short-term, tiidieconomy stabilizes. Also, a potential
reduction in consumer spending may also impact tiramvother interest and non-interest revenue ssuof the Corporation.

Rating downgrades on the Government of Puerto Rgdebt obligations may affect the Corporation’s dieexposure

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

In May 2006, Moody’s Investors Service dowrtpd the Government’s general obligation bond ratinBaa3 from Baa2, and put the credit
on “watch list” for possible further downgrades.eT@ommonwealth’s appropriation bonds and someeéttbordinated revenue bonds were
also downgraded by one notch and are now ratedvdakestment grade at Bal. Moody’s commented thiatection reflects the Government’s
strained financial condition, the ongoing politicainflict and lack of agreement regarding the messunecessary to end the
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government’s multi-year trend of financial deteaitton. Standard & Poor’s Rating Services still sdtee Government’s general obligations two
notches above junk at BBB, and the Commonwealtfsa@priation bonds and some of the subordinatedme® bonds BBB-, still investment-
grade rated.

In July 2006, S&P and Moody'’s affirmed theiedit ratings on the Commonwealth debt, and remalediebt from their respective watch
lists, thus reducing the probability of a downgradéhe near future. These actions resulted dfieiGovernment approved the budget for the
2007 fiscal year, which runs from July 2006 throdghe 2007 and included the establishment of asades tax. Revenues from the sales tax are
to be dedicated primarily to fund the governmenfierating expenses, and, to a lesser extent, &y iggpvernment debt and fund local municipal
governments.

Both rating agencies maintained the negatisttook for the Puerto Rico general obligation barfectors such as the government’s ability to
implement meaningful steps to curb operating exjteres, improve managerial and budgetary conteoisgl, eliminate the government’s reliance
on operating budget loans from the Government greent Bank of Puerto Rico will be key determinaftéuture rating improvement and
restoration of a stable long-term outlook. A repefadn impasse on future fiscal year Commonwealtiiglet agreements could result in negative
ratings actions from the rating agencies.

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

A prolonged economic slowdown or the decline in tleal estate market in the U.S. mainland could hathe results of operations

The residential mortgage loan origination hass has historically been cyclical, enjoying pasiof strong growth and profitability followed
by periods of shrinking volumes and industry-widsdes. The market for residential mortgage loagir@tions is currently in decline and this
trend could also reduce the level of mortgage IdhesCorporation may produce in the future and exhhg impact our business. During periods
of rising interest rates, refinancing originatidos many mortgage products tend to decrease aacthreomic incentives for borrowers to refina
their existing mortgage loans are reduced. In adithe residential mortgage loan origination bass is impacted by home values. Over the
past eighteen months, residential real estate satumany areas of the U.S. mainland have decraggeadly, which has led to lower volumes
higher losses across the industry, adversely inmaour mortgage business.

The actual rates of delinquencies, foreclosared losses on loans could be higher during ecenglowdowns. Rising unemployment, higher
interest rates or declines in housing prices terfthive a greater negative effect on the abilitgafowers to repay their mortgage loans. Any
sustained period of increased delinquencies, foseces or losses could harm the Corporation’stghdisell loans, the prices the Corporation
receives for loans, the values of mortgage loaig-foe-sale or residual interests in securitizasipwhich could harm the Corporation’s financial
condition and results of operations. In additiamy enaterial decline in real estate values wouldkeeahe collateral loan-to-value ratios and
increase the possibility of loss if a borrower détffa In such event, the Corporation will be subjedhe risk of loss on such mortgage asset
arising from borrower defaults to the extent notared by third-party credit enhancement.

Changes in regulations and legislation could havdimancial impact on First BanCorp

As a financial institution, the Corporatiorsisbject to the legislative and rulemaking autlyasitvarious regulatory and legislative bodies.
Any change in regulations and/or legislation, wketin the United States or Puerto Rico, could tefieancial impact on the results of
operations of the Corporation.

29




Table of Contents

Controversy surrounding parcels of land underlyiragsignificant construction loan of the CorporatiorRaseo Caribe, could have a
significant effect on the Corporation’s results afperations

- Litigation in connection with the Opinion of thecBstary of Justice of Puerto Rit

The Corporation announced in a press releatseldecember 11, 2007, that the Secretary ofcéustiPuerto Rico issued an opinion stating
that various of the parcels of land upon which tamsion of the Paseo Caribe project is being cotetliare of public domain and therefore not
eligible for sale to private parties. The Corparathad further stated that, as a result of thigiopi First BanCorp (through its banking
subsidiary FirstBank) had filed a declaratory judgtilawsuit in San Juan Superior Court requestiagthe court declare that the tracts of land
in question never constituted public domain propektter the filing of this action the Superior Qthas held two hearings in which it has heard
oral arguments and received briefs and evidenae &b parties involved, including First BanCorpetbepartment of Justice, the Paseo Caribe
developer, the Hotel Development Corporation artbHiHotels. On February 8, 2008 the San Juan Sup@ourt issued its judgment ruling
that the properties in question are not of pubtimdin but legally belong to Paseo Caribe. This jn€elgt will be followed by an appellate proc
until the Supreme Court of Puerto Rico, the cod@itést result in Puerto Rico, renders its finaluatigations on this matter. The Corporation
intends to pursue certain legal processes in daodexpedite the final resolution of this mattertbg Supreme Court of Puerto Rico.

In terms of the construction, following thed@enber 11, 2007 decision by the Secretary of Jydtie Regulations and Permits Board
("ARPE") issued a 60 days temporary suspensiohetobnstuction permits. The temporary suspensigheo€onstruction permits expired on
February 26, 2008, but upon such expiration ARRIBeed with another order extending the suspenefahe permits for an additional 60 da
On February 28, 2008, the Puerto Rico Supreme Ceuoked ARPE's determination thus allowing theticwration of the construction of the
Paseo Caribe project.

- Details on the Financing of the Proje

The Corporation has approximately $114 milladriinancing outstanding with Paseo Caribe alledgb the various construction and
development phases within the overall project.tAelates to the parcels of land that the Secretbdystice deems of public domain, the amount
of loans outstanding is approximately $47 millidie loans are current as of the date of the fiifthis Annual Report on Form 10-K.
Additionally, the mortgage liens on the tractsarid securing the Corporation’s loans are insurel title insurance policies purchased at the
time of the closing of the financing. The title imance covers any defect in title that includds tih the property being vested differently than
stated in the policy, the title becoming non-maakét, or the invalidity or enforceability of the ntgage lien.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties
As of December 31, 2007, First BanCorp owtnedftllowing three main offices located in Pueriod?®
Main offices

- Headquarters — Located at First Federal Bwgld1519 Ponce de Ledn Avenue, Santurce, Puedn, Ril6 story office building.
Approximately 60% of the building, an undergrouhckee level parking lot and an adjacent parkingtetowned by the Corporatic

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

- Consumer Lending Center — A three-story bngdvith a three-level parking lot located at 876fMéz Rivera Avenue, corner Jesus T.
Pifiero Avenue, Hato Rey, Puerto Rico. These fasliare fully occupied by the Corporation. In aidadit during 2006, First BanCorp
purchased the following office located in Puertod?

In addition, during 2006, First BanCorp pursdd a building located on 1130 Mufioz Rivera Avetiagp Rey, Puerto Rico. These facilities
are being remodeled and expanded to accommodatehboperations, data processing,
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administrative and certain headquarter officesstBaink expects to commence occupancy as soon &splkde but not earlier than 2009.

In addition, the Corporation owned 29 branct affice premises and auto lots and leased 17#&hrpremises, loan and office centers and
other facilities. All of these premises are locate®uerto Rico, Florida and in the U.S. and Bhiti4rgin Islands. Management believes that the
Corporation’s properties are well maintained arelsaitable for the Corporation’s business as ptseonducted.

Item 3. Legal Proceedings

During 2007, the Corporation continued to bejsct to various legal proceedings, including tetpry investigations and civil litigation, as a
result of the restatement of the 2004 financiabinfation. For information on these proceedingsagserefer to Note 32 to the audited financial
statements included in Item 8, Financial StatemantsSupplementary data, of this Annual Report@mFL0-K and to “Recent Significant
Events,” above.

Additionally, the Corporation and its subsitia are defendants in various lawsuits arisingpéordinary course of business. In the opinic
the Corporation’s management, except as describblidte 32 to the audited financial statements ihetlin Item 8, Financial Statements and
Supplementary data, of this Annual Report on Fo@aKland in “Recent Significant Events”, above, fflending and threatened legal
proceedings of which management is aware will mvieha material adverse effect on the financial itawrdor results of operations of the
Corporation.

Item 4. Submission of Matters to a Vote of SecurityHolders

First BanCorp held its annual meeting of stmt#lers on October 31, 2007. The proposals subdriti¢he meeting and the results of the
voting thereon were reported under Part Il, Iteof the Company’s Quarterly Report on Form 10-Qtfer quarter ended September 30, 2007,
and are incorporated herein by reference.
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PART Il

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

The Corporation’s common stock is traded anNlew York Stock Exchange (“NYSE”) under the symBBP. On December 31, 2007, there
were 520 holders of record of the Corporation’s swn stock.

The following table sets forth, for the calanduarters indicated, the high and low closingsakices and the cash dividends declared on the
Corporation’s common stock during such periodssTable reflects the effect of the June 2005 tweesfte stock split on the Corporation’s
outstanding shares of common stock as of June(ly.2

Dividends
Quarter ended High Low Last Per Share
2007:
Decembe $10.1¢ $ 6.1¢F $ 7.2¢ $0.07
Septembe 11.0¢ 8.62 9.5(C 0.07
June 13.6¢ 10.9¢ 10.9¢ 0.07
March 13.52 9.0¢ 13.2¢ 0.07
2006:
Decembe $10.7¢ $ 9.3¢ $ 9.5 $0.07
Septembe 11.1¢ 8.6¢ 11.0¢ 0.07
June 12.22 8.9( 9.3C 0.07
March 13.1¢ 12.2( 12.3¢ 0.07
2005:
Decembe $15.5¢ $10.61 $12.41 $0.07
Septembe 26.07 16.5( 16.92 0.07
June 21.31 17.31 20.0¢ 0.07
March 32.2¢ 20.7¢ 21.1¢ 0.07

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

The Series A, B, C, D, and E Preferred Stacikron parity with respect to dividend rights aights upon liquidation, winding up or
dissolution. Holders of each series of preferredlstvill be entitled to receive cash dividends, whand if declared by the board of directors of
First BanCorp out of funds legally available fovidiends.

The terms of the Corporation’s preferred stdolnot permit the Corporation to declare, settaprapay any dividend or make any other
distribution of assets on, or redeem, purchasegsat or otherwise acquire shares of common stock any other class of stock of First
BanCorp ranking junior to the preferred stock, salell accrued and unpaid dividends on the prafesteck and any parity stock, for the twelve
monthly dividend periods ending on the immediafmiyceding dividend payment date, shall have be&hgraare paid contemporaneously; the
full monthly dividend on the preferred stock ang aarity stock for the then current month has bereis contemporaneously declared and paid
or declared and set apart for payment; and thed@atipn has not defaulted in the payment of themgation price of any shares of the preferred
stock and any parity stock called for redemptiéthé Corporation is unable to pay in full the diends on the preferred stock and on any other
shares
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of stock of equal rank as to the payment of diviterall dividends declared upon the preferred stackany such other shares of stock will be
declared pro rata.

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

Dividends

The Corporation has a policy of paying qudyteash dividends on its outstanding shares of comstock. Accordingly, the Corporation
declared a cash dividend of $0.07 per share fdr qaarter of 2007, 2006 and 2005. In terms of fkielend payment, the Corporation is
confident, based on internal projections, thatiit lbe able to continue paying the current dividéadhe common and preferred shareholders
during 2008. See the discussion under “Dividendditi®ns” under Item 1 for additional informati@encerning restrictions on the payment of
dividends that apply to the Corporation and FirstBa

First BanCorp did not purchase any of its ggsecurities during 2007 or 2006.

The Puerto Rico Internal Revenue Code reqtiresvithholding of income tax from dividend incomerived by resident U.S. citizens, spe
partnerships, trusts and estates and non-resid&ntcitizens, custodians, partnerships, and cotipoiafrom sources within Puerto Rico.

Resident U.S. Citizens

A special tax of 10% is imposed on eligibleidénds paid to individuals, special partnershipssts, and estates to be applied to all
distributions unless the taxpayer specifically edatherwise. Once this election is made it isviomable. However, the taxpayer can elect to
include in gross income the eligible distributiorseived and take a credit for the amount of tethald. If the taxpayer does not make this
election on the tax return, then he can exclude fgooss income the distributions received and tteplowithout claiming the credit for the tax
withheld.

Nonresident U.S. Citizens

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

U.S. Corporations and Partnerships

Corporations and partnerships not organizettuRuerto Rico laws that have not engaged in toateisiness 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 have engaged in tradeusiniess in Puerto Rico are not subject to the 10%thaiding, but they must declare the
dividend as gross income on their Puerto Rico inetew return.

For information regarding securities authadizer issuance under First BanCorp’s stock-basaapemsation plans, refer to Part Ill, Iltem 11.
Executive Compensation in this Annual Report omir@n-K.
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STOCK PERFORMANCE GRAPH

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

The graph below compares the cumulative sitadkholder return of First BanCorp during the nobeasient period with the cumulative total
return, assuming reinvestment of dividends, of38& 500 Index and the S&P Supercom Banks Index“Reer Group”). The Performance
Graph assumes that $100 was invested on Decemp20@2 in each of First BanCorp’s common stock,38& 500 Index and the Peer Group.
The comparison in this table are set forth in respao SEC disclosure requirements, and are threrafd intended to forecast or be indicative
future performance of First BanCorp’s common stock.

The cumulative total stockholder return wataoted by dividing (i) the cumulative amount of idiends per share, assuming dividend
reinvestment since the measurement point, DeceBihe&002, plus (ii) the change in the per shareggince the measurement date, by the ¢
price at the measurement date.

PERFORMAMNCE OF FIRST BANCORP'S
COMMON STOCK BASED ON TOTAL RETURN

550 I I | } |
12/31/2002 12/31/2003 12/131/2004 12/31/2005 12/31/2006 12/31/2007
First Bank — SR 500 = = = SEP Supercom Banks Index
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth certain seldatensolidated financial data for each of the frears in the period ended December 31, 2007.
This information should be read in conjunction vtttle audited consolidated financial statementsthadelated notes thereto.

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

Year ended December 31

2007 2006 2005 2004 2003
Condensed Income Statement:
Total interest incom $ 1,189,24 $ 1,288,81. $ 1,067,591 $ 690,33: $ 549,46¢
Total interest expens 738,23 845,11¢ 635,27 292,85! 297,52¢
Net interest incom 451,01¢ 443,69: 432,31¢ 397,48: 251,93¢
Provision for loan and lease los: 120,61( 74,99 50,64« 52,80( 55,91t
Non-interest incom 67,15¢ 31,33¢ 63,07 59,62 106,79¢
Non-interest expense 307,84 287,96: 315,13: 180,48( 164,63(
Income before income tax 89,71¢ 112,07t 129,62( 223,82t 138,19:
Income tax expens 21,58 27,44: 15,01¢ 46,50( 18,291
Net income 68,13¢ 84,63« 114,60: 177,32t 119,89
Net income attributable to common stockholc 27,86( 44,35¢ 74,32¢ 137,04¢ 89,53¢
Per Common Share Results (1)
Net income per common share dilu $ 0.32 $ 0.5¢ $ 0.9C $ 1.6F $ 1.0¢
Net income per common share be $ 0.3 $ 0.54 $ 0.92 $ 1.7¢C $ 1.12
Cash dividends declart $ 0.2¢ $ 0.2¢ $ 0.2¢ $ 0.24 $ 0.22
Average shares outstandi 86,54¢ 82,83t 80,841 80,41¢ 79,98¢
Average shares outstanding dilu 86,86¢ 83,13¢ 82,77: 83,01( 81,96¢
Book value per common she $ 9.4z $ 8.1€ $ 8.01 $ 8.1C $ 6.54
Balance Sheet Data
Loans and loans held for s: $11,799,74 $11,263,98 $12,685,92 $ 9,697,99 $ 7,041,05!
Allowance for loan and lease loss 190,16¢ 158,29¢ 147,99¢ 141,03¢ 126,37¢
Money market and investment securi 4,811,41 5,544,18: 6,653,92. 5,699,20: 5,368,12:
Total asset 17,186,93 17,390,25 19,917,65 15,637,04 12,679,04.
Deposits 11,034,52 11,004,28 12,463,75 7,912,32: 6,771,86'
Borrowings 4,460,001 4,662,27. 5,750,19 6,300,57: 4,634,23
Total common equit 871,54t 679,45: 647,74: 654,23: 523,72:
Total equity 1,421,641 1,229,55 1,197,84 1,204,33: 1,073,82:
Selected Financial Ratios (In Percent)
Profitability:
Return on Average Asse 0.4C 0.44 0.64 1.3C 1.1¢
Return on Average Total Equi 5.14 7.0€ 8.9¢ 15.7: 13.31
Return on Average Common Equ 3.5¢ 6.8t 10.2¢ 23.7¢ 18.21
Average Total Equity to Average Total Ass 7.7C 6.2t 7.0¢ 8.2¢ 8.64
Dividend payout ratic 88.3: 52.5( 30.4¢ 14.1C 19.6¢
Efficiency ratio (2) 59.41 60.62 63.61 39.4¢ 45.8¢
Asset Quality:
Allowance for loan and lease losses to loans
receivable 1.61 1.41 1.17 1.4¢€ 1.8C
Net charg-offs to average loar 0.7¢ 0.5t 0.3¢ 0.4¢ 0.6€
Provision for loan and lease losses to net cl-offs 1.3€x 1.1€x 1.12x 1.3&x 1.35x
Other Information:
Common Stock Pric $ 7.2¢ $ 9.5: $ 12.4] $ 31.7¢ $ 19.7¢

(1) Amounts presented were recalculated, whelicaiye, to retroactively consider the effect of thune 30, 2005 two-for-one common stock
split.

(2) Nonr-interest expense to the sum of net interest incantenon-interest income. The denominator includes recurring income and
changes in the fair value of derivative instrumeartd financial instruments measured at fair valugen SFAS 15¢
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

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

DESCRIPTION OF BUSINESS

First BanCorp and subsidiaries is a diverdifieancial holding company headquartered in SamJBuerto Rico offering a full range of
financial products to consumers and commercialozasts through various subsidiaries. First BanCsthé holding company of FirstBank
Puerto Rico (“FirstBank” or the “Bank”), Ponce GesleCorporation (the holding company of FirstBanarkla), Grupo Empresas de Servicios
Financieros (d/b/a “PR Finance Group”) and FirstBarsurance Agency. Through its wholly-owned suiasids, the Corporation operates
offices in Puerto Rico, the United States and 8miWirgin Islands and the State of Florida (USAgaplizing in commercial banking, residential
mortgage loan originations, finance leases, petdoaas, small loans, vehicle rental, insurancenageservices and international banking.

The Corporatiors results of operations are sensitive to fluctutio interest rates. Changes in interest ratesnzdarially affect key earniny
drivers such as the volume of loan originations,imerest income earned, and gains/losses ontimesd security holdings. The Corporation
manages interest rate risk on an ongoing basisigfirasset/liability management strategies, whiate liacluded the use of various derivative
instruments. The Corporation also manages cregfitinherent in its loan portfolios through its ungeting, loan review and collection
functions.
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OVERVIEW OF RESULTS OF OPERATIONS

Net income for the year ended December 317 200ounted to $68.1 million or $0.32 per dilutedhooon share, compared to $84.6 milliol
$0.53 per diluted common share for 2006 and $1d4ll&n or $0.90 per diluted common share for 2005.

The Corporation’s financial performance foe frear ended December 31, 2007, as compared yednended December 31, 2006, was
principally impacted by the following factors: (@)higher provision for loan and lease losses, whicteased by $45.6 million to $120.6 million
for year 2007 from $75.0 million a year ago, driv®nincreases in the provisions related to the ttooson loan portfolio of the Corporation’s
loan agency in Florida (the “Miami Agency”) and iaases in the general reserves allocated to tteuomer loan portfolio, (2) a decrease in core
net interest income, which on an adjusted tax edent basis (for definition and reconciliation bfstnon-GAAP measure, refer to ttidet
Interest Incom” discussion below) decreased 10% for 2007 as comparhe previous year from $529.9 million to $4¥Gillion as a result of
the continued pressure of the flattening of thédyoeirve and the decrease in the average volunmarest earning assets, and (3) higher non-
interest expenses, which increased by $19.9 mifiom $288.0 million for 2006 to $307.8 million ftlne year ended December 31, 2007,
resulting primarily from increases in employeesnpensation and benefits expense and the deposibimse premium expense. These factors
were partially offset by lower non-cash losses ltggyfrom the valuation of derivative instrumemtsd financial instruments, in particular the
negative impact in 2006 financial results of th®$amillion unrealized loss related to changehnfhir value of derivative instruments prior to
the implementation of the long-haul method of actmg on April 3, 2006. Furthermore, financial riksdor 2007 were positively impacted by:
(1) income of approximately $15.1 million recogrdz#uring 2007 from an agreement reached with ima@&arriers and former executives for
indemnity of expenses related to the settlemetti®tlass action lawsuit brought against the Carpmm (2) a decrease of $9.3 million in other-
than-temporary impairment charges, as compare@Q6,2elated to equity securities (3) the fluctoiatiesulting from gains and losses recorded
on partial repayments of certain secured commeladals extended to local financial institutionsg é4) lower professional fees expenses due to
the conclusion during 2006 of the Audit Committei@t®rnal investigation that led to the restatenmnotess of the 2004 financial statements.
The following table summarizes the effect of theramentioned factors and other factors that siggnifily impacted financial results in previous
years on net income attributable to common stoaédrsland earnings per common share for the lsst trears:
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Year ended December 31

2005

In thousands, except per common share amc Dollars Per share Dollars Per share Dollars Per share
Net income attributable to comm:
stockholders for prior ye: $ 44,35¢ $ 052 $ 74,32¢ $ 0.9C $137,04¢ $ 1.6f
Increase (decrease) from change:
Net interest incom 7,322 0.0¢ 11,37¢ 0.14 34,83¢ 0.4z
Provision for loan losse (45,619 (0.55) (24,34°) (0.29) 2,15¢ 0.0z
Net gain (loss) on investments a
impairments 5,46¢ 0.0€ (20,539 (0.25) 2,88 0.0z
Gain (loss) on partial
extinguishment and
recharacterization of secured
commercial loans to local
financial institutions 13,13 0.1€ (10,640) (0.13) — —
Gain on sale of credit card
portfolio 2,31¢ 0.0 50C 0.01 (5,539 (0.07)
Insurance reimbursement and o
agreements related to a
contingency settleme 15,07¢ 0.1¢ — — — —
Other norinterest incom a79) (0.00 (1,069 (0.01) 6,104 0.0¢
Employees’ compensation and
benefits (12,840 (0.1t (25,44 (0.3)) (19,639 (0.29
Professional fee 11,34¢ 0.1z (18,70¢) (0.29) (9,227 (0.1))
Deposit insurance premiu (5,079 (0.06) (36€) (0.00 (269) (0.00
Provision for contingencie — — 82,75( 1.0C (82,750 (2.00
All other operating expenst (13,31) (0.1¢) (11,067) (0.19) (22,777 (0.27)
Income tax provisiol 5,85¢ 0.07 (12,42¢6) (0.15) 31,48¢ 0.3¢
Net income before preferred stc
dividends and change in average
common share 27,86( 0.3¢ 44,35¢ 0.54 74,32¢ 0.9C
Change in average common she — (0.07) — (0.07) — —
Net income attributable to common
stockholder: $ 27,86( $ 0.32 $ 44,35¢ $ 0.5: $ 74,32¢ $ 0.9C

* Net income for the year ended December 31, 2007368sl million compared to $84.6 million and $11¢#llion for the years ende

December 31, 2006 and 2005, respectiv

Diluted earnings per common share for the year @micember 31, 2007 amounted to $0.32 compared.&8 &nd $0.90 for the years en(
December 31, 2006 and 2005, respectiv

Net interest income for the year ended Decembe2@17 was $451.0 million compared to $443.7 millzord $432.3 million for the yea

ended December 31, 2006 and 2005, respectivelyinthhease in 2007 was principally due to the effiedhe financial results of years 2006
and 2005 of unrealized losses related to changéifair value of derivative instruments prioith@ implementation of the long-haul method
of accounting on April 3, 2006. Previous to thessetquarter of 2006, the Corporation recorded chaimgthe fair value of derivative
instruments as non-hedging instruments throughatioeis as part of interest expense. The adoptidaiofalue hedge accounting in the
second quarter of 2006 and the adoption of SFAS ‘T8t Fair Value Option for Financial Assets andancial Liabilities” in 2007 reduced
the accounting volatility that previously resulfedm the accounting asymmetry created by accouritinghe financial liabilities at amortized
cost and the derivatives at fair value. The markatrket valuation changes for the year ended Deeeib, 2007 amounted to a net non-cash
loss of $9.1 million, compared to net I-cash losses of $58.2 million and $73.4 million2606 and 2005, respective

Net interest income on an adjusted tax equivalasisi(for definition and reconciliation of this -GAAP measure, refer to tdlet Interest
Incom¢” discussion below) decreased 10% for 2007, as cadpar2006, (from $529.9 million in 2006 to $47&#lion in 2007) and 7% for
2006, as compared to 2005 (from $566.9 millionG02to $529.9 million in 2006). Adjusted tax equérd net interest income excludes the
effect of mark-to-market valuation changes on deiiee instruments and financial liabilities measuag fair value and includes an adjustment
that increases interest income on tax-exempt gexs1end loans by an amount which makes tax-ex@mptne comparable, on a pre-tax
basis, to the Corporation’s taxable income. Thealse in adjusted tax equivalent net interest ircon2007, as compared to 2006, was
mainly driven by the continued pressure of thadlesing of the yield curve during most of 2007 anel decrease in the average volume of
interest earning assets primarily attributed torggayment of approximately $2.4 billion receivenhfi a local financial institution reducing

the balance of its secured commercial loan withGbhgporation during the latter part of the secondrter of 2006

Notwithstanding the decrease in net interest incoman adjusted tax equivalent basis in absolutestethe Corporation has been abli
maintain its net interest margin at a relativebbét level. Net interest margin for the year enBedember 31, 2007 was 2.83%, compared to
2.84% for the previous year reflecting the effefc
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the Corporation’s decision to deleverage ilatee sheet primarily by the repayment of high-tmstowings with the proceeds from the sale
of lower yielding securities as well as the effetthe steepened yield curve during the last quaft@007. During the second half of 2007 the
Corporation sold approximately $556 million and @4fillion of low-yield mortgage-backed securitiesdd).S. Treasury investments,
respectively, and used the proceeds in part tadpsyn high cost borrowings as they matured. The Qartpn reinvested approximately

$566 million in higher yielding U.S. Agency mortgabacked securities. Also, the Corporation was @bfeitigate in part the pressure of the
sustained flatness of the yield curve during mé&087 by the redemption of its $150 million meditienm note which carried a cost higher
than the overall cost of fundin

The decrease in adjusted tax equivalent netéat income for 2006, as compared to 2005, waslyndiiven by the reduction in the net
interest margin, which on an adjusted tax equivabasis decreased by 39 basis points due to ttierfiag of the yield curve, and fluctuations
in net interest incurred on interest rate swape. décrease in net interest margin for 2006 as coeda 2005 was also attributable to the
above noted payment of $2.4 billion received frolacal financial institution during the second geeaiof 2006 that significantly reduced its
secured commercial loan with the Corporation. Pedsdrom the repayment were invested temporarighortterm investments, reducing t
Corporation’s average yield on interest-earningss he decrease in the interest margin for 289@pmpared to 2005, was partially offset
by the increase in the average volume of integasting assets of $1.1 billion attributable to ghewth in the construction and residential I¢
portfolios as well as sh-term investments

The increase in short-term rates during 20@V 2006 resulted in a change in net interest settfeémayments included as part of interest
expense. For 2007, the net settlement paymentsterest rate swaps resulted in charges to intexgsinse of $12.3 million compared to

$8.9 million for 2006 and net interest realizeds@f..7 million recognized as a reduction to inteeegtense in 2005, as the rates paid under the
variable leg of the swaps exceeded the rates medeiuring 2007 and 200

» The provision for loan and lease losses for ter 2007 was $120.6 million compared to $75.0 ariliand $50.6 million for the years 2006
and 2005, respectively. The increase in the Cotmora provision for 2007 was due to a deterionatio the credit quality of the Corporatien’
loan portfolio which is associated with the weakgnéconomic conditions in Puerto Rico and the stommin the United States housing
sector. These conditions resulted in higher netgehaffs relating to Puerto Rico consumer loanweal as commercial and construction
loans, representing an increase of $6.9 million$&d million, respectively, as compared to 2006 higher provisions allocated to the
Corporation’s construction loan portfolio origindtey the Miami Agency. During the second half 0020the Corporation recorded a specific
reserve of $8.1 million on four construction condoimmm-conversion loans (“condo conversion” loanghvan aggregate principal balance at
the date of the evaluation of $60.5 million exteshtie a single borrower through the Miami Agencydzhen an updated impairment analysis
that incorporated new appraisals. Refer to theudision under the “Risk Management” section belomafoanalysis of the allowance for loan
and lease losses and -performing assets and related rat

The above mentioned troubled relationship entiami Agency comprised four condo conversion fotirat the Corporation had placed in
non-accrual status during the second and thirdtersaof 2007. For the third quarter of 2007, thep@oation updated the impairment analysis
on the relationship and requested new appraisatgefiected collateral deficiency as comparechoG@orporation’s recorded investment in
the loans. The aggregate unpaid principal balahtieearelationship classified as non-accrual desgdao $46.4 million as of December 31,
2007, net of a charge-off of $3.3 million recordedhis relationship in the fourth quarter of 200fe charge-off was recorded at the time of
sale of one of the loans in the relationship withbatstanding principal balance of $14.1 milliorites time of sale. This sale was made at a
price of $10.8 million, which exceeded the recordaestment in the loan (loan receivable less sjppa@serve) by approximately $1 million.
The Corporation continues to work on different mitgives to decrease the recorded investment ingheaccruing relationship on the Miami
Agency.

The Corporation maintains a constant monitodghthe Miami Agency portfolio. Recent loan reviesfsowed that the Miami Agency
construction loan portfolio has an added suscéit§ihd current general market conditions and e=sthte trends in the U.S. market due to the
oversupply of available property inventory and desard price pressures. Based on these factors dathded review of the portfolio, the
Corporation determined it was prudent to increaseegal provisions allocated to this portfo
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The increase in the provision during 2006,@sared to 2005, principally reflects growth in erporation’s commercial, excluding loans
to local financial institutions, and consumer palitfs, and increasing trends in non-performing foerperienced during 2006 as compared to
2005. The Corporation’s net charge-offs and notiepeting loans were affected by the fiscal and ecoigssituation of Puerto Rico.

According to the Puerto Rico Planning Board, PuRitm has been in the midst of a recession sine¢hind quarter of 2005. The slowdown

in activity is the result of, among other thinggghrer utility prices, higher taxes, governmentadigpet imbalances, the upward trend in short-
term interest rates and the flattening of the y@ldve, and higher levels of oil price

» Non-interest income for the year ended December 307 2@as $67.2 million compared to $31.3 million &&8.1 million for the years ended
December 31, 2006 and 2005, respectively. The aserén non-interest income in 2007, compared t® 28@s mainly attributable to the
income recognition of approximately $15.1 millicar indemnity of expenses, mainly from insuranceiess, related to the settlement of the
class action lawsuit brought against the Corponaodecrease of $9.3 million in other-than-tempoi@pairment charges related to the
Corporation’s equity securities portfolio, the fluation resulting from gains and losses recordegastial repayments of certain secured
commercial loans extended to local financial ingigins (a gain of $2.5 million recorded in 2007 gared to a loss of $10.6 million recorded
in 2006), a higher gain on the sale of its creditdgortfolio (a gain of $2.8 million recorded i@ compared to $0.5 million recorded in
2006) pursuant to a strategic alliance reached avlthS. financial institution and higher incomenfrgervice charges on loans (an increase of
$0.9 million or 16% as compared to 2006) due toirteecase in the loan portfolio volume driven byvnariginations.

The decrease in non-interest income in 200@pewed to 2005, was mainly attributable to theeafmntioned $10.6 million loss recorded in
2006 on the partial extinguishment of a securedrmermial loan extended to Doral Financial Corpora{itboral”), an increase in other-than-
temporary impairment charges of $6.9 million in @erporation’s investment portfolio and lower gaamsthe sale of investments of

$13.7 million. These negative variances were partidfset by increases of $1.8 million in commizsiincome from the Corporation’s
insurance business and $1.3 million in servicegson deposit accounts and loz

* Nor-interest expense for 2007 was $307.8 million comgao $288.0 million and $315.1 million for theaye 2006 and 2005, respectively.
The increase in non-interest expenses for 200@ompared to 2006, was mainly due to a $12.8 milinmmease in employees’ compensation
and benefits expense primarily due to increaséisaéraverage compensation and related fringe bergfitl to employees, coupled with the
accrual of approximately $3.3 million for a voluntaeparation program established by the Corparatopart of its cost saving strategies, a
$5.1 million increase in the deposit insurance puemexpense resulting from changes in the premialtutation by the Federal Deposit
Insurance Corporation (“FDIC") effective in 2007$4.5 million increase in occupancy and equipmepeases mainly attributable to
increases in costs associated with the expansitedCorporation’s branch network and loan origorabffices and an increase of
$6.4 million in other operating expenses primaaitiributable to a $3.3 million increase relateddsts associated with capital raising efforts
in 2007 not qualifying for capitalization coupledthvincreased costs associated with foreclosutierscbn the aforementioned loan
relationship at the Miami Agency. These factorseygartially offset by an $11.3 million decreaseinfessional fees attributable to the
conclusion during 2006 of the Audit Commit's review and the restatement proc:

The decrease in non-interest expense for 200fared to 2005 was mainly due to the accrual®@bdf $74.25 million and $8.5 million
recorded in connection with potential settlemetitthe class action lawsuits and Securities and Bxgh Commission (“SEC”) investigation,
respectively, as a result of the Corporation’sateshent. Excluding these accruals, non-interestresgy during 2006 increased by

$55.6 million compared to 2005 mainly due to insesaof $25.4 million in employees’ compensation bewefits, $6.9 million in occupancy
and equipment and $14.6 million in professionasfdee to legal, accounting and consulting feescis®sal with the internal review conduc
by the Corporatic’s Audit Committee as a result of the restatemendancement and other related legal and regulatertyens.

» Income tax expense for the year ended Decemh&@0BY was $21.6 million (or 24% of pre-tax earsingompared to $27.4 million (or 24%
of pre-tax earnings) and $15.0 million (or 12% cé-pax earnings) for the years ended December@J§ and 2005, respectively. The
decrease in income tax expense in 2007 as compagaD6 was primarily due to a lower taxable incaroapled with the effect of a lower
statutory tax rate in Puerto Rico for 2007 (39%2007 compared to 43.5% in 200
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The increase in income tax expense in 200@®apared to 2005 was primarily due to the recognitbdeferred tax benefits of $28.5 million
in 2005 related to the potential class action lawsettlement that was partially offset by a deseegn the current income tax provision due to
lower taxable income. The decrease in current irctar provision for 2006 compared to 2005 was yadnle to a decrease in taxable inci
partially offset by a change in the Corporatiorfepgortion of exempt and taxable income coupled waittincrease in non-qualifying income
of the International Banking Entities that underrent legislation were taxed at regular ra

» Total assets as of December 31, 2007 amount®tiA@ billion, a reduction of $203.3 million compdrto $17.4 billion as of December 31,
2006. The decline was driven from the sale of itmesit securities and prepayments and maturiti@svestment securities not reinvested as
part of the Corporation’s strategy to deleveragditlance sheet and protect its net interest margirthe use of funds to pay down brokered
certificates of deposit (“CDs”) and repurchase agrents as they matured. Furthermore, the Corpatatieferred tax asset as of
December 31, 2007 decreased by $72.0 million apaoed to the balance as of December 31, 2006, yndird to the effect of adoption of
SFAS 159 on January 1, 2007 of approximately $&8llfon and a reversal related with the class actettlement paid in 200

« Total liabilities as of December 31, 2007 wer&.81billion, a reduction of $395.4 million compared$16.2 billion as of December 31, 2006.
The decrease is mainly attributable to decreasteral funds purchased and securities sold umgerchase agreements consistent with the
deleverage of the investment portfolio and to #eemption of the Corporation’s $150 million calkafiked-rate medium-term note during
2007. This was partially offset by an increasehimamount of advances from the FHI

» The Corporation’s stockholders’ equity amounte®1.4 billion as of December 31, 2007, an incredsg192.1 million compared to the
balance as of December 31, 2006. The increasedkistlders’ equity as of December 31, 2007 maiolysists of after-tax adjustments to
beginning retained earnings of approximately $9iil8on from the adoption of SFAS 159 and net prxt® of approximately $91.9 million
from the issuance to the Bank of Nova Scc“Scotiaban”) of 9.250 million shares of common stock in Augu3d?2.

e Total loan production, including purchases, far year ended December 31, 2007 was $4.1 billiompaoed to $4.9 billion and $6.5 billion
for the years ended December 31, 2006 and 20Q%ectgely. The decrease in loan production was nalne to decreases in the origination
of residential real estate and commercial loang. ddcrease in mortgage and commercial loan pramuftir 2007 compared to 2006 and
2005 was attributable, among other things, to down in the Puerto Rico and U.S. housing maaket to stricter underwriting standar

» Total non-performing loans as of December 31,7208s $413.1 million compared to $252.1 milliorod®ecember 31, 2006. The increase
was mainly attributable to an increase of $94.2iomilin our non-performing residential real estim@ns (mostly in Puerto Rico), as compared
to the balance as of December 31, 2006, and theomisdy described classification as non-accruarg loan relationship in the Miami
Agency, amounting to approximately $46.4 millionci$December 31, 2007, net of a chaafeef $3.3 million recorded to this relationship
the fourth quarter of 2007 . Total non-performingns of $413.1 million as of December 31, 2007%dd an increase of only 2% as
compared to the balance as of the end of the pus\railing quarter ended on September 30, 200& . ddrporation has already started
foreclosure proceedings on the real estate caddlstef the impaired loans relationship from the Mi&gency. The common form of
foreclosure in Puerto Rico is judicial foreclosarel in average foreclosure proceedings takes Idhgerin the United States (non-judicial).

In average, foreclosure proceedings in Puerto Rikes 14 to 20 months in comparison to an averb§ermnths in the United States based
on HUC's foreclosure timeframe

The Corporation may experience additional iases in the volume of its non-performing residémiartgage loan portfolio due to Puerto
Rico’s current economic recession. The Corporattanted during the third quarter of 2007 a loass lmétigation program providing
homeownership preservation assistance. The Coiporaas completed approximately 183 loan modifaradi related to residential mortgage
loans with an outstanding principal balance of §28illion before the modification, that involvesartges in one or more of the loan terms to
bring a defaulted loan current and provide sustd@affordability.
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CRITICAL ACCOUNTING POLICIES AND PRACTICES

The accounting principles of the Corporatiod she methods of applying these principles confatith generally accepted accounting
principles in the United States and to generaltares within the banking industry. The Corporat®ntitical accounting policies relate to the 1)
allowance for loan and lease losses; 2) other-teamporary impairments; 3) income taxes; 4) clasaiion and related values of investment
securities; 5) valuation of financial instrumer@}derivative financial instruments; and 7) incoreeognition on loans. These critical accounting
policies involve judgments, estimates and assumgptinade by management that affect the recordetsaase liabilities and contingent assets
and liabilities disclosed as of the date of thaficial statements and the reported amounts of vegeand expenses during the reporting periods.
Actual results could differ from estimates, if @ifént assumptions or conditions prevail. Certabereinations inherently have greater reliance
on the use of estimates, assumptions, and judgraad{sas such, have a greater possibility of prioduesults that could be materially different
than those originally reported.

Allowance for Loan and Lease Losses

The Corporation maintains the allowance fanland lease losses at a level that managementiemadequate to absorb losses inherent in
the loans and leases portfolio. The adequacy dodiltbevance for loan and lease losses is reviewed guarterly basis as part of the Corporason’
continued evaluation of its asset quality. Thefptids of residential mortgage loans, consumer $pauto loans and finance leases are
individually considered homogeneous and each parti®evaluated collectively for impairment. Intiesating the allowance for loan and lease
losses, management uses historical informationtdban and lease losses as well as other factohsdimg the effects on the loan portfolio of
current economic indicators and their probable ichpa the borrowers, information about trends oargh-offs and non-accrual loans, changes
in underwriting policies, risk characteristics redat to the particular loan category and delinqiesicThe Corporation measures impairment
individually for those commercial and real estai@ns with a principal balance exceeding $1 milliloaccordance with the provisions of SFAS
114, “Accounting by Creditors for Impairment of adn.” A loan is impaired when, based on currerdrimiation and events, it is probable that
the Corporation will be unable to collect all amtsudue according to the contractual terms of the lagreement. An allowance for impaired
loans is established based on the present valerpaicted future cash flows or the fair value ofcbiateral, if the loan is collateral dependeh
foreclosure is probable, the creditor is requikedheasure the impairment based on the fair valdleeo€ollateral. The fair value of the collateral
is generally obtained from appraisals. Updated @ppls are obtained when the Corporation deternhredoans are impaired and for certain
loans on a spot basis selected by specific charstits such as delinquency levels and loan-to@aatios. Should the appraisal show a
deficiency, the Corporation records a specificva#lace for loan losses related to these loans.

As a general procedure, the Corporation imtgrmeviews appraisals on a spot basis as paheofinderwriting and approval process. For
construction loans in the Miami Agency, appraisats reviewed by an outsourced contracted apprésee a loan backed by real estate
collateral deteriorates or is accounted for in @enrual status, a full assessment of the valubeotollateral is performed. If the Corporation
commences litigation to collect an outstanding loanommences foreclosure proceedings againstrawer (which includes the collateral), a
new appraisal report is requested and the boolevaladjusted accordingly, either by a correspand&serve or a charge-off.

The allowance for loan and lease losses regignificant judgments and estimates. The Cotjporastablishes the allowance for loan and
lease losses based on whether it has classifidddhe and leases as loss or probable loss cyriehrent in the portfolio. The Corporation
establishes an allowance to cover the total amoluany assets classified as a “loss,” the problsie exposure of other classified assets, and the
estimated losses of assets not classified. Theuadgpf the allowance for loan and lease lossbased upon a number of factors including
historical loan and leases loss experience thatmayepresent current conditions inherent in thetfplio. For example, factors affecting the
Puerto Rico, Florida (USA), US Virgin Islands’ oritish Virgin Islands’ economies may contributed®linquencies and defaults above the
Corporation’s historical loan and lease losses. Tamoration addresses this risk by actively mampthe delinquency and default experience
and by considering current economic and marketitiond. Based on the assessments of current conditthe
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Corporation makes appropriate adjustments to thetically developed assumptions when necessaagijtest historical factors to account for
present conditions.

Other-than-temporary impairments

The Corporation evaluates its investment stéesiifor impairment on a quarterly basis or eaifi@ther factors indicative of potential
impairment exist. An impairment charge in the cdidsded statements of income is recognized wheméuoéine in the fair value of investments
below their cost basis is judged to be other-tleanpiorary. The Corporation considers various fadtodetermining whether it should recognize
an impairment charge, including but not limitedttee length of time and extent to which the failugshas been less than its cost basis and the
Corporation’s intent and ability to hold the invesint for a period of time sufficient to allow fomyaanticipated recovery in market value. For
debt securities, the Corporation also considergranother factors, the obligartepayment ability on its bond obligations anctésh and capit
generation ability. Any change in the factors eatdd to determine the need for an impairment cheogl have an impact on that decision.

Income Taxes

The Corporation is required to estimate incaaxes in preparing its consolidated financialestants. This involves the estimation of current
income tax expense together with an assessmeetgfarary differences resulting from the differenicethe carrying amounts of assets and
liabilities for financial reporting purposes ane thmounts used for income tax purposes. The detatiomn of current income tax expense
involves estimates and assumptions that requir€trporation to assume certain positions basedksanterpretation of current tax regulations.
Management assesses the relative benefits andofiske appropriate tax treatment of transactiteléng into account statutory, judicial and
regulatory guidance and recognizes tax benefitg whien deemed probable. Changes in assumptiorndiaffeestimates may be required in the
future and estimated tax liabilities may need tonoeeased or decreased accordingly. The accruakafontingencies is adjusted in light of
changing facts and circumstances, such as thegs®gif tax audits, case law and emerging legislalibe Corporation’s effective tax rate
includes the impact of tax contingencies and chamgeuch accruals, as considered appropriate bagesent. When particular matters arise, a
number of years may elapse before such mattesuaited by the taxing authorities and finally resaol. Favorable resolution of such matters or
the expiration of the statute of limitations magutk in the release of tax contingencies whichraoegnized as a reduction to the Corporation’s
effective rate in the year of resolution. Unfavdeabettlement of any particular issue could incegthe effective rate and may require the use of
cash in the year of resolution. As of December2B07, there were no open income tax investigatimfisrmation regarding income taxes is
included in Note 25 to the Corporation’s auditedhficial statements.

The determination of deferred tax expenseeoelit is based on changes in the carrying amafrassets and liabilities that generate
temporary differences. The carrying value of thepdaation’s net deferred tax assets assumes thaanporation will be able to generate
sufficient future taxable income based on estimatesassumptions. If these estimates and relateohmtions change, the Corporation may be
required to record valuation allowances againddéferred tax assets resulting in additional inceamxeexpense in the consolidated statements of
income. Management evaluates its deferred taxsaeget quarterly basis and assesses the needdtuation allowance, if any. A valuation
allowance is established when management beli&eagsttis more likely than not that some portioritefdeferred tax assets will not be realized.
Changes in valuation allowance from period to pkedce included in the Corporation’s tax provisiarthie period of change (see Note 25 to the
consolidated audited financial statements).

SFAS 109, “Accounting for Income Taxes,” raggicompanies to make adjustments to their finhstaéements in the quarter that new tax
legislation is enacted. In the third quarter of 20ie Puerto Rico legislature passed and the goveigned into law a temporary two-year
additional surtax of 2.5% applicable to corporasiofhe surtax was applicable to taxable years Bigeember 31, 2004 and increases the
maximum marginal corporate income tax rate from 36%1.5% until December 31, 2006. On May 13, 200 an effective date of Januan
2006, the Government of Puerto Rico signed Law8@owhich imposes an additional 2.0% income taxIbocanpanies covered by the Puerto
Rico Banking Act which resulted in an additional taovision of $1.7 million for 2006. For 2007 theaximum marginal corporate income tax
rate was 39%.
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Act 98 of May 16, 2006, amended the Puert@Riternal Revenue Code by imposing a tax of 5% twe 2005 taxable net income
applicable to corporations with gross income oved illion, which was required to be paid July 2@06. The Corporation can use the full
payment as a tax credit in its income tax returnfdture years. The prepayment of tax resulteddishursement of $7.1 million. No net income
tax expense was recorded since the prepaymenbevilsed as a tax credit in future taxable years.

The Corporation adopted Financial Accountitgn8ards Board Interpretation No. (“FIN”) 48, “Aagating for Uncertainty in Income Taxes
— an interpretation of FASB Statement No. 109" dffecJanuary 1, 2007. FIN 48 clarifies the accaupfior uncertainty in income taxes
recognized in an enterprise’s financial stateman&cordance with SFAS 109. This Interpretatiogspribes a recognition threshold and
measurement attribute for the financial statemecbgnition and measurement of a tax position takesxpected to be taken in a tax return. This
Interpretation also provides guidance on derecamgnitlassification, interest and penalties, actioignin interim periods, disclosure, and
transition. The cumulative effect of adoption oNF48 resulted in an increase of $2.6 million to tegerves with offsetting adjustments to
retained earnings. Additionally, in connection witle adoption of FIN 48, the Corporation electedl&ssify interest and penalties related to
unrecognized tax portions as components of incexexpense.

Investment Securities Classification and Related Maes

Management determines the appropriate claasifin of debt and equity securities at the timpuithase. Debt securities are classified as
held-to-maturity when the Corporation has the ihterd ability to hold the securities to maturityelt-to-maturity (“HTM”) securities are stated
at amortized cost. Debt and equity securities Egsdied as trading when the Corporation hasrtent to sell the securities in the near term.
Debt and equity securities classified as tradiraysges are reported at fair value, with unreaizmins and losses included in earnings. Deb
equity securities not classified as HTM or tradiegcept for equity securities which do not havelilgaavailable fair values, are classified as
available-for-sale (“AFS”). AFS securities are repd at fair value, with unrealized gains and lsssecluded from earnings and reported net of
deferred taxes in accumulated other comprehensoa@re (a component of stockholders’ equity). Inwestts in equity securities that do not
have publicly and readily determinable fair valaes classified as other equity securities in tagestent of financial condition and carried at the
lower of cost or realizable value. The assessmiefairovalue applies to certain of the Corporat®assets and liabilities, including the
investment portfolio. Fair values are volatile amd affected by factors such as market interessrgrepayment speeds and discount rates.
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Valuation of financial instruments

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

Effective January 1, 2007, the Corporatiorctele to early adopt SFAS 157, “Fair Value Measurd&FAS 157 defines fair value as the
exchange price that would be received for an asseaid to transfer a liability (an exit price)time principal or most advantageous market fo
asset or liability in an orderly transaction betweearket participants on the measurement date. IBARIso establishes a fair value hierarchy
which requires an entity to maximize the use ofeobable inputs when measuring fair value. The stethdescribes three levels of inputs that
may be used to measure fair value:

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

Level 2 Inputs other than quoted prices included withinélel/that are observable for the asset or liahiétsher directly or indirectly,
such as quoted prices for similar assets or lt#@sli quoted prices in markets that are not actvether inputs that are
observable or can be corroborated by observablkehdata for substantially the full term of theetssor liabilities.

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

The following is a description of the valuatimethodologies used for instruments measuredratdhie:

Callable Brokered CDs (Level 2 inputs)

The fair value of brokered CDs, included witldieposits, is determined using discounted cashdlwalyses over the full term of the CDs. -
valuation uses a “Hull-White Interest Rate Treeprgach for the CDs with callable option componeatsindustry-standard approach for
valuing instruments with interest rate call optionBe model assumes that the embedded optionxareis=d economically. The fair value of
CDs is computed using the outstanding principal @morhe discount rates used are based on US ddB&R and interest rate swap rates. At-
the-money implied swaption volatility term struauwolatility by time to maturity) is used to califte the model to current market prices and
value the cancellation option in the deposits. &ffe January 1, 2007, the Corporation updatechéthodology to calculate the impact of its «
credit standing as required by SFAS 157.

Mediun-Term Notes (Level 2 inputs)

The fair value of term notes is determineagsi discounted cash flow analysis over the futhtef the borrowings. This valuation also uses
the “Hull-White Interest Rate Treepproach to value the option components of the testes. The model assumes that the embedded optie
exercised economically. The fair value of mediummt@otes is computed using the notional amounttandsng. The discount rates used in the
valuations are based on US dollar LIBOR and intei@e swap rates. At-the-money implied swaptiolatility term structure (volatility by time
to maturity) is used to calibrate the model to entrmarket prices and value the cancellation optigdhe term notes. Effective January 1, 2007,
the Corporation updated its methodology to caleuthé impact of its own credit standing as requbgSFAS 157. For the medium-term notes,
the credit risk is measured using the differencgiefd curves between Swap rates and Treasury aat@senor comparable to the time to mati
of the note and option.
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The fair value of investment securities is itierket value based on quoted market prices, whaitehle, (Level 1) or market prices obtained
from third-party pricing services for identical csmparable assets (Level 2). If listed prices artgs are not available, fair value is based upon
externally developed models that are unobservaiplgts due to the limited market activity of thetinment (Level 3), as is the case with certain
private label mortgage-backed securities held kyGbrporation. Unlike U.S. agency mortgage-baclestisties, the fair value of these private
label securities cannot be readily determined beedhey are not actively traded in securities mark&ignificant information used for fair value
determination is proprietary with regards to sgeaharacteristics such as the prepayment modalwieilows the amortizing schedule of the
underlying loans, which is an unobservable input.

Private label mortgage-backed securities allateralized by mortgages on single-family resttdrproperties in the United States. The
Corporation derived the fair value for these prviaibel securities based on a market valuationwveddrom a third party. The market valuation
is calculated by discounting the estimated net das¥s over the projected life of the pool of unigérg assets using prepayment, default and
interest rate assumptions that market participantdd commonly use for similar mortgage asset elasbat are subject to prepayment, credit
and interest rate risk.

Derivative Instrument

The fair value of the derivative instrumergprovided by valuation experts and counterpagtiesel 2). Certain derivatives with limited
market activity, as is the case with derivativarmsients named as “reference caps”, are valued @siternally developed models that consider
unobservable market parameters (Level 3). Refereaps are used to mainly hedge interest rate misérent on private label mortgage-backed
securities, thus are tied to the notional amournthefunderlying mortgage loans originated in thééthStates. Significant information used for
fair value determination is proprietary with regatd specific characteristics such as the prepaymedel which follows the amortizing
schedule of the underlying loans, which is an urolkable input.

The Corporation derived the fair value of refece caps based on a market valuation receiveddrthird party. The valuation model uses
Black formula which is a benchmark standard inririal industry. The Black formula uses as inputsdtrike price of the cap, forward LIBOR
rates, volatility estimates and discount ratesstoveate the option value. LIBOR rates and swapsrated in the model are obtained from
Bloomberg L.P. (“Bloomberg”) every day and buildaeoupon curve based on the Bloomberg LIBOR/Swape: The discount factor is then
calculated from the zero coupon curve. The capdasstim of all caplets. For each caplet, the ratesist at the beginning of each reporting period
and payments are made at the end of each periedcash flow of caplet is then discounted from gayment date.

Derivative Financial Instruments

As part of the Corporation’s overall interegtie risk management, the Corporation utilizesvdive instruments, including interest rate
swaps, interest rate caps and options to managie#ttrate risk. In accordance with SFAS 133, “Arting for Derivative Instruments and
Hedging Activities”, all derivative instruments areeasured and recognized on the Consolidated Staterof Financial Condition at their fair
value. On the date the derivative instrument catigaentered into, the Corporation may desigrtaederivative as (1) a hedge of the fair value
of a recognized asset or liability or of an unrategd firm commitment (“fair value” hedge), (2) adge of a forecasted transaction or of the
variability of cash flows to be received or paithted to a recognized asset or liability (“castwfldnedge) or (3) as a “standalone” derivative
instrument, including economic hedges that the G@fon has not formally documented as a fair valueash flow hedge. Changes in the fair
value of a derivative instrument that is highlyeetive and that is designated and qualifies ag-a&due hedge, along with changes in the fair
value of the hedged asset or liability that isilattiable to the hedged risk (including gains os&sson firm commitments), are recorded in
current-period earnings as interest income or éstegxpense depending upon whether an asset iitylighbeing hedged. Similarly, the changes
in the fair value of standalone derivative instrumseor derivatives not qualifying or designatediedge accounting under SFAS 133 are
reported in current-period earnings as interesirme or interest expense depending upon wethersan asliability is being economically
hedged. Changes in the fair value of a derivatigtriment that is highly effective and that is geated and qualifies as a cash-flow hedge, if
any, are recorded in other comprehensive incontieeirstockholders’ equity section of the Consolide¢atements of Financial Condition until
earnings are affected by the variability of castwl (e.g., when periodic settlements on a varigdie-asset or liability are recorded in earnings).
None of the Corporatics derivative instruments qualified or has beerigiested as a cash flow hedge.

Prior to entering into an accounting hedgegeaa&tion or designating a hedge, the Corporationdtly documents the relationship between
hedging instrument and the hedged item, as welasisk management objective and strategy for takieg the hedge transaction. This pro
includes linking all derivative instruments tha¢ @esignated as fair value or cash flow hedgepeoific assets and liabilities on the statements
of financial condition or to specific firm commitmis or forecasted transactions along with a fomsakssment at both inception of the hedge
and on an ongoing basis as to the effectivenetedalerivative instrument in offsetting changefain values or cash flows of the hedged item.
The Corporation discontinues hedge accounting pasfely when it determines that the derivativaas effective or will no longer be effective
in offsetting changes in the fair value or cashvBmf the hedged item, the derivative expirespld,r terminated, or management determines
that designation of the derivative as a hedgingunsent is no longer appropriate. When a fair vdiadge is discontinued, the hedged asset or
liability is no longer adjusted for changes in faidue and the existing basis adjustment is anexftar accreted over the remaining life of the
asset or liability as a yield adjustment.

The Corporation recognizes unrealized gaimklasses arising from any changes in fair valudesivative instruments and hedged items, as
applicable, as interest income or interest expdepending upon whether an asset or liability is¢pdiedged.
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The Corporation occasionally purchases orimaigs financial instruments that contain embedtird/atives. At inception of the financial
instrument, the Corporation assesses: (1) if tom@wic characteristics of the embedded derivatieeckearly and closely related to the econc
characteristics of the financial instrument (hastteact), (2) if the financial instrument that endis both the embedded derivative and the host
contract is measured at fair value with changdaimvalue reported in earnings, or (3) if a sepamstrument with the same terms as the
embedded instrument would not meet the definitiba derivative. If the embedded derivative doesmeet any of these conditions, it is
separated from the host contract and carried avéhiie with changes recorded in current periodiiegs as part of net interest income.
Information regarding derivative instruments islired in Note 30 to the Corporation’s audited ficiahstatements.

Effective January 1, 2007, the Corporatiorctele to early adopt SFAS 159. This Statement allemtgies to choose to measure certain
financial assets and liabilities at fair value wattly changes in fair value reflected in earnindgee f&ir value option may be applied on an
instrument-by-instrument basis. This statemenffesctive for periods after November 15, 2007, hoareearly adoption is permitted provided
that the entity also elects to apply the provisiohSFAS 157, “Fair Value Measurement.” The Corpioradecided to early adopt SFAS 159 for
approximately $4.4 billion, of the callable brokeé€Ds and approximately $15.4 million of the caléafixed medium-term notes (“SFAS 159
liabilities™), both of which were hedged with inest rate swaps. First BanCorp had been followieddhg-haul method of accounting, which
was adopted on April 3, 2006, under SFAS 133, Hergortfolio of callable interest rate swaps, dd#tebrokered CDs and callable notes. One of
the main considerations in the determination tdyesdtopt SFAS 159 for these instruments was toielite the operational procedures required
by the long-haul method of accounting in termsa@umentation, effectiveness assessment, and mpragddures followed by the Corporation
to fulfill the requirements specified by SFAS 133.

With the Corporation’s elimination of the usfethe longhaul method in connection with the adoption of SE&S, the Corporation no long
amortizes or accretes the basis adjustment foBE#S 159 liabilities. The basis adjustment amotitiraor accretion is the reversal of the basis
differential between the market value and book @akcognized at the inception of fair value hedgmanting as well as change in value of the
hedged brokered CDs and medium-term notes recagjsinee the implementation of the long-haul mett®idce the time the Corporation
implemented the long-haul method, it has recognibhedasis adjustment and the changes in the wline hedged brokered CDs and medium-
term notes based on the expected call date ohgteiments. The adoption of SFAS 159 also reqtiresecognition, as part of the initial
adoption adjustment to retained earnings, of alhefunamortized placement fees that were paiddke counterparties upon the issuance of the
elected brokered CDs and medium-term notes. ThpdZation previously amortized those fees throughiegs based on the expected call date
of the instruments. SFAS 159 also establishestii@adccrued interest should be reported as pdnediir value of the financial instruments
elected to be measured at fair value. The impathiietierecognition of the basis adjustment andittzenortized placement fees as of January 1,
2007 resulted in a cumulative after-tax reductimnetained earnings of approximately $23.9 millidhis negative charge was included in the
total cumulative after-tax increase to retainedhizgys of $91.8 million that resulted with the adoptof SFAS 159. Refer to Note 27 to the
audited consolidated financial statements for negldisclosures and further information on the iotd adoption of this accounting
pronouncement.

Prior to the implementation of the long-hawdthod First BanCorp reflected changes in the falue of those swaps as well as swaps related
to certain loans as non-hedging instruments thrapgrations as part of net interest income.

Income Recognition on Loans

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

Loans on which the recognition of interesoime has been discontinued are designated as nanrazdNVhen loans are placed on non-
accruing status, any accrued but uncollected isténeome is reversed and charged against
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interest income. Consumer, commercial and morti@ayes are classified as hon-accruing when interegdtprincipal have not been received for
a period of 90 days or more. This policy is alspligal to all impaired loans based upon an evaloatitthe risk characteristics of said loans, loss
experience, economic conditions and other pertifators. Loan and lease losses are charged aademées are credited to the allowance for
loan and lease losses. Closed-end consumer lodrisases are charged-off when payments are 120inaysears. Open-end (revolving credit)
consumer loans are charged-off when payments &eldys in arrears.

The Corporation may also classify loans in-aooruing status and recognize revenue only wheh payments are received because of the
deterioration in the financial condition of the mwer and payment in full of principal or interéshot expected. In addition, the Corporation
started during the third quarter of 2007 a loams Imstigation program providing homeownership preagon assistance. Loans modified through
this program are reported as npexforming loans and interest is recognized onsa tasis. When there is reasonable assuranceayfmemt an
the borrower has made payments over a sustain@tiptre loan is returned to accruing status.

Recent Accounting Pronouncements

The Financial Accounting Standards Board (“BASand the SEC have issued the following accounfironouncements and discussions
relevant to the Corporation’s operations:

On April 30, 2007, the FASB issued FASB SRdfition No. FIN 39-1 (“FSP FIN 39-1 "), which antsnFIN 39, “Offsetting of Amounts
Related to Certain Contracts.” FSP FIN 39-1 impactities that enter into master netting arrangdsas part of their derivative transactions by
allowing net derivative positions to be offsetlir financial statements against the fair valuenodants (or amounts that approximate fair value)
recognized for the right to reclaim cash collaterathe obligation to return cash collateral unitheise arrangements. FSP FIN 39-1 is effective
for fiscal years beginning after November 15, 2CGithough early application is permitted. The Cogpion analyzed the impact of FSP FIN B9-
on its financial statements considering its poitfolf derivative instruments. As of December 3102he Corporation has not been able to ¢
this pronouncement since FSP FIN 39-1 applies tmbash collateral and all of the collateral reediwor delivered to counterparties for
derivative instruments are investment securities.

In November 2007, the SEC issued Staff AcdogrBulletin No. (“SAB”) 109 “Written Loan Commitnms That Are Accounted For At Fair
Value Through Earnings Under Generally Acceptedodinting Principles”. This interpretation expresesviews of the staff regarding written
loan commitments that are accounted for at faine@hrough earnings under generally accepted atoguprinciples. SAB 109 supersedes SAB
105, “Application of Accounting Principles to Lo&ommitments,” which provided the prior views of staff regarding derivative loan
commitments that are accounted for at fair valueugh earnings pursuant to SFAS 133. SAB 109 egpethe current view of the staff that,
consistent with the guidance in SFAS 156, “Accongfior Servicing of Financial Assets”, and SFAS 5@ expected net future cash flows
related to the associated servicing of the loamlshioe included in the measurement of all writtean commitments that are accounted for at fair
value through earnings. SAB 109 is effective fecél quarters beginning after December 15, 200&.Jdrporation is currently evaluating the
effect, if any, of the adoption of this interprédaton its Financial Statements, commencing on dani, 2008.

In December 2007, the FASB issued SFAS 160ntdntrolling Interests in Consolidated Financiat&ments—an amendment of ARB
No. 51" This Statement amends ARB 51 to establish acdéogrind reporting standards for the noncontrollittgrest in a subsidiary and for the
deconsolidation of a subsidiary. It clarifies taatoncontrolling interest in a subsidiary is an evghip interest in the consolidated entity that
should be reported as equity in the consolidateahitial statements. It requires consolidated reetnire to be reported at amounts that includ
amounts attributable to both the parent and theomnolling interest. It also requires discloswe,the face of the consolidated statement of
income, of the amounts of consolidated net incottrébatable to the parent and to the noncontroliimgrest. This Statement is effective for
fiscal years, and interim periods within thosedisgears, beginning on or after December 15, 288 (s, January 1, 2009, for entities with
calendar year-ends). Earlier adoption is prohibifgde Corporation is currently evaluating the effécany, of the adoption of this statement on
its Financial Statements, commencing on Janua?®Q9.
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In December 2007, the FASB issued SFAS 14BRsihess CombinationsThis Statement retains the fundamental requiremiersatemer
141 that the acquisition method of accounting (WwiStatement 141 called the purchase method) befasall business combinations and for an
acquirer to be identified for each business contlmnaThis Statement defines the acquirer as thiéyehat obtains control of one or more
businesses in the business combination and establtie acquisition date as the date that the mrcadhieves control. This Statement requires
an acquirer to recognize the assets acquirediabitities assumed, including contingent liabilgiand any noncontrolling interest in the acquiree
at the acquisition date, measured at their fameslas of that date, with limited exceptions spettiin the Statement. This Statement applies
prospectively to business combinations for whiahdhkquisition date is on or after the beginnintheffirst annual reporting period beginning on
or after December 15, 2008. An entity may not ajfpbefore that date. The Corporation is curreethgluating the effect, if any, of the adoption
of this statement on its Financial Statements.

RESULTS OF OPERATIONS

First BanCorp’s results of operations depemharily upon its net interest income, which is tliference between the interest income earned
on its interest-earning assets, including investrsenurities and loans, and the interest expendts amterest-bearing liabilities, including
deposits and borrowings. Net interest income iscéfd by various factors including the interest stenario, the volumes, mix and composition
of interest-earning assets and interest-bearibgitias; and the re-pricing and/or maturity misigtabf these assets and liabilities. Refer to “Risk
Management — Interest Rate Risk Management” betovadditional information on the Corporation’s egpce to interest rate risk. The
Corporation’s results of operations also depentherprovision for loan and lease losses, non-istagpenses (such as personnel, occupancy
and other costs), non-interest income (mainly sercharges and fees on loans and deposit accotlm&sgsults of its hedging activities, gains
(losses) on investments and gains (losses) orof&dans, and income taxes.

Net Interest Income

Net interest income is the excess of intezasted by First BanCorp on its interest-earningtassver the interest incurred on its interest-
bearing liabilities. First BanCorp’s net interastome is subject to interest rate risk due to ¢hpricing and maturity mismatch of the
Corporation’s assets and liabilities. Net inteissbme for the year ended December 31, 2007 was.@486illion, compared to $443.7 million
and $432.3 million for 2006 and 2005, respectiv€lp.a tax equivalent basis and excluding the chaigthe fair value of derivative
instruments, the ineffective portion resulting fréar value hedge accounting in 2006, the basigsidjent amortization or accretion and
unrealized gains and losses on SFAS 159 liabilitiesinterest income for the year ended Decembg?@07 was $475.4 million, compared to
$529.9 million and $566.9 million for 2006 and 20@&spectively.

The following tables include a detailed anslys net interest income. Part | presents avevagigmes and rates on an adjusted tax equivalent
basis and Part Il presents, also on an adjusteedaivalent basis, the extent to which changestarest rates and changes in volume of interest-
related assets and liabilities have affected thep@ation’s net interest income. For each categbimterest-earning assets and interest-bearing
liabilities, information is provided on changegiatitable to changes in volume (changes in volura#iplied by old rates), and changes in rate
(changes in rate multiplied by old volumes). Rabvdsmne variances (changes in rate multiplied by gearin volume) have been allocated to the
changes in volume and rate based upon their regpgurcentage of the combined totals.
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For periods after the adoption of fair valeele accounting and SFAS 159, the net interestrirde computed on an adjusted tax equivalent
basis by excluding: (1) the change in the fair gadfiderivative instruments, (2) the ineffectivetpm of designated hedges, (3) the basis
adjustment amortization or accretion and (4) urzedlgains or losses on SFAS 159 liabilities. Femigqns prior to the adoption of hedge
accounting, the net interest income is computedroadjusted tax equivalent basis by excludingnipgaict of the change in the fair value of
derivatives (refer to explanation below regardihgriges in the fair value of derivative instruments)
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Part |

Average volume Interest Income (1) / expens Average rate (1)
Year ended December 31 2007 2006 2005 2007 2006 2005 2007 2006 2005
(Dollars in thousands

Earning assett

Money market investmen $ 440,59¢ $ 144453 $ 636,11 $ 22,158 $ 72,75t $ 22,191 5.0%% 5.04% 3.4%%
Government obligations (: 2,687,011 2,827,191  2,493,72! 159,57 170,08¢ 166,72: 594 6.02% 6.6%
Mortgage-backed securitie 2,296,85! 2,540,39.  2,738,38: 117,38! 128,09¢ 152,81 5.11% 5.04% 5.5&%

Corporate bond 7,711 8,341 48,311 51C 574 2487 6.61% 6.88% 5.15%
FHLB stock 46,29 26,91« 71,58¢ 2,861 2,00¢ 3,28¢ 6.18% 7.46% 4.5%
Equity securities 8,137 27,15¢ 50,78¢ 3 35C 1,68¢ 0.0 1.2% 3.32%

Total investments (S 5,486,60: 6,874,53'  6,038,91l 302,48 373,87: 349,180 551% 544 5.7t%
Residential real estate loa 2,914,62 2,606,66: 1,813,501 188,29 171,33 121,06¢ 6.4% 6.5% 6.68%
Construction loan 1,467,62. 1,462,23! 710,75! 121,91° 126,59: 52,30( 8.31% 8.66% 7.3t%
Commercial loan 4,797,441 5,593,01! 7,171,361 362,71 401,027 395,28( 756% 7.17% 5.51%
Finance lease 379,51( 322,43: 243,38 33,15: 28,93« 22,26 8.7/ 8.9% 9.1%%
Consumer loan 1,729,54 1,783,38: 1,570,46! 202,61¢ 214,96 191,07: 11.71% 12.0%% 12.1%%
Total loans (4)(5 11,288,74 11,767,73 11,509,47 908,69 942,85! 781,98( 8.052% 8.01% 6.7%

Total earning asse $16,775,34 $ 18,642,27 $17,548,38 $1,211,17¢ $1,316,72! $1,131,16 7.22% 7.06% 6.45%

Interes-bearing liabilities:
Interest-bearing checking

accounts $ 44342( $ 371,42. $ 376,36( $ 11,368 $ 591¢ $ 4,730 25% 1.5% 1.2%
Savings accoun 1,020,39! 1,022,68! 1,092,93: 15,031 12,97( 12,57: 14% 1.2% 1.15%
Certificates of depos 9,291,90I 10,479,50 8,386,46: 498,04 531,18 306,68° 5.3¢% 5.01% 3.66%
Interest bearing deposi 10,755,71 11,873,60 9,855,76! 524,45( 550,07" 323,98¢ 4.8t% 4.6% 3.2%
Other borrowed fund 3,449,49: 4,543,26.  5,001,38. 172,89( 223,06¢ 207,50¢ 5.01% 4.91% 4.1%%
FHLB advance: 723,59t 273,39! 890,68( 38,46¢ 13,70 32,75¢ 53% 5.01% 3.6&%

Total interest-bearing

liabilities (6) $14,928,80 $ 16,690,26 $15,747,82 $ 735,80¢ $ 786,85( $ 564,24¢ 4.9% 4.71% 3.5&%
Net interest incom $ 475,37« $ 529,87F $ 566,91¢
Interest rate spree 22% 2.3"% 2.8%
Net interest margil 28% 284 3.2%

(1) On an adjusted tax equivalent basis. The adjuatedquivalent yield was estimated by dividing itherest rate spread on exempt assets by
(1 less Puerto Rico statutory tax rate (39% for7280d 43.5% for the Corporation’s Puerto Rico baglgubsidiary in 2006, 41.5% for all
other subsidiaries in 2006 and 41.5% for all subsigs in 2005)) and adding to it the cost of inrbearing liabilities. When adjusted to a
tax equivalent basis, yields on taxable and exerspets are comparable. Changes in the fair valderofative instruments (including the
ineffective portion after the adoption of hedgeaotting in the second quarter of 2006), unrealga&ids or losses on SFAS 159 liabilities,
and basis adjustment amortization or accretioreactuded from interest income and interest expémsaverage rate calculation purposes
because the changes in valuation do not affeatast@aid or receive:

(2) Government obligations include debt issued by govemt sponsored agenci

(8) Unrealized gains and losses in avail-for-sale securities are excluded from the average vexdL

(4) Average loan balances include the average c-accruing loans, on which interest income is recogghiwhen collectec

(5) Interestincome on loans includes $11.1 mill®14.9 million, and $11.0 million for 2007, 2006 a2@05, respectively, of income from
prepayment penalties and late fees related to ¢ipdCatior’ s loan portfolio

(6) Unrealized gains and losses on SFAS 159 liabilaresexcluded from the average volur
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Part 11
2007 compared to 200! 2006 compared to 200!
Increase (decrease Increase (decrease
Due to: Due to:
Volume Rate Total Volume Rate Total

(Dollars in thousands
Interest income on interest-earning

assets
Money market investmen $ (50,48%) $ (115 $ (50,600 $ 37,48( $ 13,08¢ $ 50,56¢
Government obligation (8,259 (2,257) (20,51¢) 21,17¢ (17,815 3,364
Mortgagebacked securitie (12,367) 1,654 (10,719 (10,5979 (14,129 (24,717
Corporate bond (42) (23 (64) (2,409 49C (1,919
FHLB stock 1,32¢ (477) 852 (2,699 1,41¢ (1,277)
Equity securitie: (149 (202) (347 (579 (758 (1,33¢)
Total investment (69,979 (1,419 (71,38%) 42,39: (17,70) 24,68¢
Residential real estate loa 20,07( (3,109 16,96 52,54( (2,279 50,267
Construction loan 457 (5,137 (4,675 63,66: 10,63( 74,29:.
Commercial loans (1 (58,602) 20,28¢ (38,319 (200,08 105,83 5,74
Finance lease 5,054 (83E) 4,21¢ 7,162 (491) 6,671
Consumer loan (6,396 (5,959 (12,35) 25,78t (1,889 23,89¢
Total loans (39,41 5,25¢ (34,159 49,06¢ 111,80° 160,87:
Total interest incom (109,39) 3,84 (105,54) 91,45¢ 94,10( 185,55¢
Interest expense on interest-bearing
liabilities:
Deposits (53,15)) 27,524 (25,62)) 75,38¢ 150,70¢ 226,08t
Other borrowed fund (54,267) 4,08z (50,179 (20,757 36,317 15,56¢
FHLB advance: 23,88: 877 24,76( (26,829 7,77C (19,059
Total interest expens (83,529 32,48 (51,046 27,81 194,79( 222,60:
Change in net interest incor $ (25,867 $(28,639) $ (54,50) $ 63,64¢ $(100,690) $(37,049

(1) Significant decrease in volume substantiedlates to the payment received of $2.4 billiomfra local financial institution to partially
extinguish a secured commercial loan during themsgguarter of 200¢

A portion of the Corporation’s interest-eaignissets, mostly investments in obligations of sbii® Government agencies and sponsored
entities, generate interest which is exempt froooime tax, principally in Puerto Rico. Also interastd gains on sale of investments held by the
Corporation’s international banking entities ane-¢xempt under the Puerto Rico tax law. To fad#itdne comparison of all interest data related
to these assets, the interest income has beenrtedve a taxable equivalent basis. The tax eqentalield was estimated by dividing the inte
rate spread on exempt assets by (1 less the FRiedcstatutory tax rate (39% for 2007, 43.5% fa @orporation’s Puerto Rico banking
subsidiary in 2006, 41.5% for all other subsidisiiie 2006 and 41.5% for all subsidiaries in 20@B)) adding to it the average cost of interest-
bearing liabilities. The computation considersititerest expense disallowance required by Puero Rix law.

The presentation of net interest income exolyithe effects of the changes in the fair valuéhefderivative instruments, including the
ineffective portion for designated hedges afteratieption of fair value accounting, the basis adjent amortization or accretion, and unreal
gains or losses on SFAS 159 liabilities providedittmhal information about the Corporation’s neteirest income and facilitates comparability
and analysis. The changes in the fair value ofihésative instruments, the basis adjustment ametditin or accretion, and unrealized gains or
losses on SFAS 159 liabilities have no effect dargst due or interest earned on interest-beassegta or interediearing liabilities, respectivel
or on interest payments exchanged with swap copauties.

The following table reconciles the interestame on an adjusted tax equivalent basis set fofart | above to interest income set forth in
Consolidated Statements of Income:

Year ended December 31

2007 2006 2005
(Dollars in thousands
Interest income on an adjusted tax equivalent t $1,211,17: $1,316,72! $1,131,16
Less: tax equivalent adjustme (15,297) (27,987) (61,16¢)
Plus: net unrealized (loss) gain on derivativesifeeic undesignated hedg: (6,63¢) 75 (2,417
Total interest incom $1,189,24 $1,288,81. $1,067,59
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The following table summarizes the componeithie changes in fair values of interest rate saap interest rate caps, which are includs
interest income:

Year ended December 31
2007 2006 2005
(Dollars in thousands
Unrealized (loss) gain on derivatives (economicasighated hedges

Interest rate cay $ (3,98Y) $ (472 $ (4,039
Interest rate swaps on corporate ba — 27 823
Interest rate swaps on loa (2,659 52C 80%
Net unrealized (loss) gain on derivatives (econamnidesignated hedge $ (6,639) $ 75 $ (2,41))

The following table summarizes the componefisterest expense for the years ended Decemh&08¥, 2006 and 2005. As mentioned
before, the net interest margin analysis excludeshanges in the fair value of derivatives, unizedlgains or losses on SFAS 159 liabilities, the
ineffective portion of derivative instruments dagted as fair value hedges under SFAS 133, andiatsis adjustment:

Year ended December 31

2007 2006 2005
(Dollars in thousands

Interest expense on inter-bearing liabilities $713,91¢ $757,96¢ $620,77:
Net interest incurred (realized) on interest ratass 12,32 8,92¢ (71,650
Amortization of placement fees on brokered cewiiés of depos 9,05¢ 19,89¢ 15,09¢
Amortization of placement fees on med-term note 507 59 28
Interest expense excluding net unrealized andzeghligain) loss on derivatives (designat

and economic undesignated hedges), net unreabzah SFAS 159 liabilities and

accretion of basis adjustmer 735,80 786,85( 564,24
Net unrealized and realized loss on derivativesiphated and economic undesigne

hedges) and SFAS 159 liabiliti 4,48¢ 61,89¢ 71,02%
Accretion of basis adjustme (2,067 (3,626
Total interest expens $738,23: $845,11¢ $635,27:

The following table summarizes the componefithe net unrealized and realized gain and losdesivatives (designated and economic
undesignated hedges) and net unrealized loss o5 358 liabilities which are included in interesperse:

Year ended December 31
2007 2006 2005
(Dollars in thousands
Unrealized (gain) loss on derivatives (designatediges— ineffective portion):

Interest rate swaps on brokered certificates obsli¢ $ — $ (3,989 $ —

Interest rate swaps on medi-term notes — (720 —
Net unrealized (gain) loss on derivatives (desigtidtedge— ineffective portion) — (4,709 —
Unrealized and realized (gain) loss on derivatfeg®nomic undesignated hedge

Interest rate swaps and other derivatives on beukeertificates of depos (66,826 62,52 69,16

Interest rate swaps and other derivatives on me-term notes 692 4,08: 1,86(
Net unrealized (gain) loss on derivatives (econamidesignated hedge (66,139 66,60¢ 71,02:
Unrealized loss (gain) on SFAS 159 liabiliti

Unrealized loss on brokered certificates of deg 71,11¢ — —

Unrealized gain on medit-term notes (499 — —
Net unrealized loss on SFAS 159 liabilit 70,62: — —

Net unrealized loss on derivatives (designatedemathomic undesignated hedges) and S
159 liabilities $ 4,48t $61,89¢ $71,02:
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The following table summarizes the componenthe accretion of basis adjustment which areuidet! in interest expense:

Year ended December 31
2007 2006 2005
(Dollars in thousands
Accretion of basis adjustments on fair value hed

Interest rate swaps on brokered certificates obsli¢ $ — $ (3,576 $ —
Interest rate swaps on medi-term notes (2,06 (50 —
Accretion of basis adjustments on fair value hec $ (2,06 $ (3,626 $ —

Interest income on interest-earning assetaaily represents interest earned on loans recks\aid investment securities.

Interest expense on interest-bearing liabgiprimarily represents interest paid on brokerBd,®ranch-based deposits, repurchase
agreements and notes payable.

Net interest incurred or realized on interast swaps primarily represents net interest exgddion pay-float swaps that hedge (economically
or under fair value hedge accounting) brokered &t medium-term notes.

The amortization of broker placement feesesents the amortization of fees paid to brokersugguance of related financial instruments
(i.e., brokered CDs). For 2007, the amortizatiobmker placement fees includes the derecognitfdheounamortized balance of placement fees
related to the $150 million note redeemed pridt¢@ontractual maturity during the second quaastewell as the amortization of placement fees
for brokered CDs not elected for fair value optiorder SFAS 159.

Unrealized gains or losses on derivativesasgmt: (1) for economic or undesignated hedgekidimg derivative instruments economically
hedging SFAS 159 liabilities — changes in the failue of derivatives, primarily interest rate swapsit economically hedge liabilities (i.e.,
brokered CDs and medium-term notes) or assetsl@ians and corporate bonds), and (2) for desigihagelges —the ineffectiveness represen
by the difference between the changes in the firevof the derivative instrument (i.e., interegerswaps) and changes in fair value of the
hedged item (i.e., brokered CDs and medium-terrag)ot

For 2007, the Corporation recognized a redlless of approximately $10.7 million related te tiermination of interest rate swaps that were
no longer economically hedging brokered CDs ag thational amounts exceeded the balances of tHebed CDs. Also during 2007, the
Corporation recorded a realized loss of $5.4 nrillielated to the termination of an interest ratapthat economically hedged the $150 million
medium-term note that was redeemed prior to itedteontractual maturity. The realized losses getestantially offset by the reversal of the
cumulative mark-to-market valuation of the swapsfathe date of the transactions, resulting in reguction of earnings of approximately
$0.9 million for 2007.

Unrealized gains or losses on SFAS 159 ligdlirepresent the change in the fair value oflitas (medium-term notes and brokered CDs),
other than the accrual of interests, for which@meporation elected the fair value option under SEA9.

For 2007, the basis adjustment, which reptssbe basis differential between the market valug the book value of the $150 million
medium-term note recognized at the inception agf\falue hedge accounting on April 3, 2006, as waelthanges in fair value recognized after
the inception until the discontinuance of fair v@hedge accounting on January 1, 2007, was ametizaccreted based on the expected
maturity of the liability as a yield adjustment.&'hinamortized balance of the basis adjustment exexcdgnized as part of the redemption of the
$150 million note resulting in an adjustment tonéags of $1.9 million recognized as an accretiobadis adjustment, during the second quarter
of 2007. For 2006, the basis adjustment represkatamortization or accretion of the basis difféiedrbetween the market value and the book
value of the hedged liabilities recognized at tieeption of fair value hedge accounting, which aamrtized or accreted to interest expense
based on the expected maturity of the hedged iligsilas changes in value after the inception efléimg-haul method.
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As shown on the tables above, the resultpefations for 2007, 2006, and 2005 were signifiganipacted by changes in the valuation of
derivative instruments that hedge economicallyratar fair value designation the Corporation’s brekeCDs and medium-term notes and by
unrealized gains and losses on SFAS 159 liabiliibe adoption of fair value hedge accounting duthe second quarter of 2006 and SFAS
effective January 1, 2007, reduced the earningatilib} caused by the fluctuation in the valuatimiderivative instruments.

Derivative instruments, such as interest sataps, are subject to market risk. While the Cafon does have certain trading derivatives to
facilitate customer transactions, the Corporatioasdnot utilize derivative instruments for spedutapurposes. The Corporatienderivatives at
mainly composed of interest rate swaps that aré tesseonvert the fixed interest payment on its lerekl certificates of deposit and medium-term
notes to variable payments (receive fixed/pay ftapt Refer to the “Risk Management — DerivativéSalission below for further details
concerning the notional amounts of derivative insients and additional information. As is the cagth imvestment securities, the market value
of derivative instruments is largely a functiontleé financial market's expectations regarding thtere direction of interest rates. Accordingly,
current market values are not necessarily indieativthe future impact of derivative instrumentsnat interest income. This will depend, for the
most part, on the shape of the yield curve as agethe level of interest rates.

2007 compared to 2006

Net interest income increased to $451.0 nmilfir 2007 from $443.7 million in 2006. The increas net interest income for the year 2007, as
compared to 2006, was mainly driven by the effe@006 earnings of unrealized noash losses related to changes in the fair valdeative
instruments prior to the implementation of fairn@hedge accounting using the long-haul methodpmil 8, 2006. During the first quarter of
2006, the Corporation recorded changes in thevédire of derivative instruments as non-hedgingumsents through operations recording
unrealized losses of $69.7 million for non-hedgevddives as part of interest expense. The adoptfdair value hedge accounting in the second
guarter of 2006 and the adoption of SFAS 159 in72@@luced the accounting volatility that previouslgulted from the accounting asymmetry
created by accounting for the financial liabilitetsamortized cost and the derivatives at fair @althe change in the valuation of derivative
instruments, the net unrealized loss on SFAS Hifllities, the basis adjustment and the ineffegtiogion on designated hedges recorded as
of net interest income (“the valuation changes8utted in a net non-cash loss of $9.1 million {602, compared to a net unrealized loss of
$58.2 million for 2006.

For the year ended December 31, 2007, naesitthcome on an adjusted tax equivalent basiedsed 10% as compared to the previous
year from $529.9 million to $475.4 million. Netémest income on an adjusted tax equivalent basis@as the valuation changes. The decrease
in net interest income on an adjusted tax equitdlansis was mainly driven by the continued pressfitae flattening of the yield curve during
most of 2007 and the decrease in the average vabfinéerest-earning assets primarily due to thmyenent of approximately $2.4 billion
received from a local financial institution redugithe balance of its secured commercial loan viighGorporation during the latter part of the
second quarter of 2006. This partially extinguiseedured commercial loan yielded 150 basis pow#s 8-month LIBOR. The repayment
caused a reduction in net interest income of apprately $15.0 million when comparing results foe fear ended December 31, 2007 to
previous year results. Furthermore, the adjuste@dgaivalent basis includes an adjustment thaesmses interest income on texempt securitie
and loans by an amount which makes tax-exempt irccomparable, on a pre-tax basis, to the Corparattaxable income. The tax equivalent
adjustment declined to $15.3 million for 2007 fré28.0 million for 2006 mainly due to the decreaséhie interest rate spread on tax-exempt
assets resulting from the sustained flatness ofitid curve as well as changes in the proportibiao-exempt assets to total assets and changes
in the statutory income tax rate in Puerto Rico.

Notwithstanding the decrease in adjusted tpivalent net interest income in absolute terms,Qbrporation has been able to maintain its net
interest margin on an adjusted tax equivalent tetsasrelatively stable level. Net interest marginthe year ended December 31, 2007 was
2.83%, compared to 2.84% for the previous yeaectfig the effect of the Corporation’s decisiordédeverage its balance sheet as well as the
effect of the steepened yield curve during thedastrter of 2007. During the second half of 200¥ @orporation sold approximately
$556 million and $400 million of low-yield mortgadmcked securities and U.S. Treasury investmergpertively, and used the proceeds in
to pay down high cost borrowings as they maturéd: Corporation re-invested approximately $566 onillin higher-yielding U.S. Agency
mortgage-backed securities.
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The Corporation was able to mitigate the presstiteeosustained flatness of the yield curve durmgst of 2007 by the redemption of its

$150 million medium-term notes which carried a dugher than the overall cost of funding and byitiease in the amount of structured repos
entered into by the Corporation which price beldBQR or are structured to lock-in interest ratest @re lower than yields on the securities
serving as collateral for an extended period.

Total interest income on an adjusted tax egeivt basis decreased by $105.5 million, mainlytduee decrease in average interest-earning
assets. The Corporation’s average interest-eaasngts decreased by $1.9 billion or 10% for 20@@pawed to 2006. For the investment
portfolio, the decrease in average volume was mairiVen by the use of short-term investments frayeshort-term brokered CDs as these
matured and the sale of low-yield mortgage-baclestisties and U.S. government obligations représgrat decrease of approximately
$70.0 million in interest income on investmentsteifreceiving the repayment of $2.4 billion frorfoeal financial institution, the Corporation
invested the proceeds in money market investmBusng the second half of 2006, the Corporatiordus@art of the proceeds to repay short-
term brokered certificates of deposit, mainly iskire2006, as these matured. For the loan portfthie decrease in average volume, was mainly
driven by the aforementioned payment of $2.4 hillieceived in 2006 from a local financial institutireducing the balance of a secured
commercial loan, partially offset by loan origiratis that resulted in increases in the average talaithe residential, construction and
consumer loan portfolios. Declining loan yieldstha Corporation’s residential, construction andstoner loan portfolios attributed to the
increase in the balance of non-performing loans atlversely affected interest income during 2007.

The Corporation’s total interest expense, @diclg changes in the fair value of derivatives #aineffective portion and basis adjustment
amortization or accretion, decreased by $51.0 anilér 6% in 2007 compared to 2006. The decreasgdrest expense was due to the
deleverage of the Corporation’s balance sheet lingéow-yielding investment securities and usjmgyt of the proceeds to pay down high cost
borrowings as they matured. This was partially eiftsy a higher average cost of borrowings duegbédri short-term interest rates experienced
during most of 2007 as compared to 2006. During72@8 compared to 2006, the average volume of dsplecreased by $1.1 billion and the
related average rate increased by 25 basis ptietsiverage volume of other borrowed funds decdelgé1.1 billion and the related average
rate increased by 10 basis points and the averlgene of FHLB advances increased by $450.2 miliiad the related average rate increased by
31 basis points. The decrease in the average vodfiinéerest-bearing liabilities resulted in a dsgse in total interest expense due to volume of
$83.5 million that was partially offset by the irase in the average cost of funds which resultedh imcrease in interest expense due to rate of
$32.5 million. The increase in shdgrm rates also resulted in a change in net pagraninterest rate swaps included as part of istengpense
For the year ended December 31, 2007, the ne¢s&ttit payments on such interest rate swaps resultdrges of $12.3 million to total
interest expense, compared to charges of $8.%millir 2006, as the rates paid under the variggef the swaps exceeded the rates received.

2006 compared to 2005

Net interest income increased to $443.7 mmilfir 2006 from $432.3 million in 2005. The increas net interest income for the year 2006 as
compared to 2005 was mainly driven by a lower meealized loss on the valuation changes coupleld thé increase in the average volume of
interest-earnings assets of $1.1 billion attribleadsimarily to the growth in the Corporation’s foand investment portfolios, in particular the
construction and residential real estate loan pliot as well as short-term investments, partiaffget by a decrease in net interest margin. Non-
cash losses due to the valuation changes amounti$®8.2 million were recorded in 2006, compared twet non-cash loss of $73.4 million in
2005. The reduction in net interest margin on gnstdd tax equivalent basis during 2006 as compar@005 was due primarily to increases in
short-term interest rates coupled with the mismatetiveen the re-pricing profile of the Corporatoassets and liabilities. On average, the
Corporation’s liabilities re-price and/or matureles than its assets. Thus, increases in shomt-teterest rates reduce net interest income, which
is an important part of the Corporation’s earningse decrease in the Corporation’s net interesggmavas particularly significant with respect
to the Corporation’s portfolio of
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investment securities, excluding money market imsnts. Assuming a funding cost equal to the weidpatverage cost of the Corporation’s
other borrowed funds, the interest rate spreadherCorporation’s portfolio of investment securitiexcluding money market instruments, was
approximately 0.64% for the year ended Decembe2B26 compared to 1.90% for the year ended DeceBthe2005. For further details on the
Corporation’s interest rate risk profile, refer‘Risk Management — Interest Rate Risk Managemaeetttian of this discussion. The increase in
short-term rates also resulted in a change in agihpnts on interest rate swaps included as pamterest expense. For the year ended
December 31, 2006, the net settlement paymentaanisterest rate swaps resulted in charges of §8l@n to interest expense, compared to
benefits of $71.7 million for the year ended Decentkil, 2005. In addition, net interest income was affected by the repayment of $2.4 bill
received from a local financial institution durittee second quarter of 2006. Proceeds from the nepatywere invested temporarily in shtetm
investments, reducing the Corporation’s averagkl yie interest-earning assets.

On an adjusted tax equivalent basis, netésténcome excluding the changes in the fair vafugerivative instruments and the ineffective
portion and basis adjustment amortization or ammetlecreased by $37.0 million for 2006 comparedd05. The decrease in the net interest
income for 2006 excluding the changes in the falue of derivatives, the ineffective portion andibadjustment, was primarily due to a
reduction in the Corporation’s net interest mamginan adjusted tax equivalent basis offset in ipaihcreases in the Corporation’s average
balance of interest-earning assets. The decreass interest rate margin during 2006 was due pilynt the upward trend of short-term
interest rates, the flattening of the yield curamed the re-pricing mismatch of the Corporation'sess and liabilities. On average, the
Corporation’s liabilities re-price and/or maturelea than its assets. Thus, increases in shomt-teterest rates reduce net interest income, which
is an important part of the Corporation’s earningse average rate paid by the Corporation on ity é@st-bearing liabilities increased by 113
basis points during 2006, from 3.58% to 4.71%, iyailuie to re-pricing of the Corporation’s interéstaring deposits, mainly from the issuance
of brokered CDs at higher rates and from net istareurred on the interest rate swaps that hduggetinstruments, and increases in rates paid
on FHLB advances, and other borrowed funds tie2ttmonth LIBOR. The average yield earned on the G@tfon’s interest-earning assets
increased by 61 basis points during 2006, from%.4& 7.06%, mainly due to the peicing of variable rate commercial loans and thigipation
of new commercial loans at higher rates.

The decrease in net interest margin on arstatjuax equivalent basis for 2006 was also atalida to the payment of $2.4 billion received
from a local financial institution during the secogquarter of 2006 that significantly reduced thegooation’s outstanding secured commercial
loan with a local financial institution. Proceedsrf the aforementioned repayment were investeddeanipy in short-term investment, reducing
the Corporation’s average yield on interest-earrisgets. During the second half of 2006, the Catmr used a substantial amount of the
proceeds of the loan repayments to repay higheraatistanding brokered CDs that matured duringttind and fourth quarter of 2006.

The Corporation’s average interesirning assets increased by $1.1 billion or 6%2€86 compared to 2005. The increase in averagénga
asset was principally due to increases in the Gatfmm’s loan portfolio, mainly in the constructiand residential real estate portfolios, and
increases in money market investments. Residaetidlestate loans and construction loans accodotete largest growth in the portfolio with
average volumes rising by $793.2 million and $75#ifion, respectively, during 2006 compared to 200he Corporation’s average volume of
the commercial loan portfolio decreased by $1.6olilin 2006 compared to 2005. The decrease ilCmporation’s commercial loan portfolio
was mainly due to the payment from a local finahicistitution of $2.4 billion to partially pay dowits secured commercial loan with the
Corporation. The payment significantly reduced @ueporation’s loans-to-one borrower exposure.

For the loan portfolio, the growth in averagdume, mainly driven by loan originations, repnesel a positive increase of $49.1 million in
interest income on loans. The increases due tmfaé&11.8 million are primarily attributable toetlorigination of new loans at higher rates ar
the re-pricing of variable rate loans. The majodfythe Corporation’s commercial and constructioans are variable rate loans tied to shemna
rates indexes. During 2006, the Federal Reservé& Baneased its targeted federal funds rate bylde¥8s points, and correspondingly LIBOR
and Prime rates also increased. Both indexes atlusthe Corporation to re-price the majoritytsffioating rate loans including secured loans
to local financial institutions (refer to the “Fimaial Condition-Loans Receivable” section of thiscdission), contributing to higher interest
income. As of December 31, 2006, 82% of the comiakand 95% of the construction loan portfolios wasiable rate loans.
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Average volume increases in the Corporation/estment portfolio contributed to increases ialtinterest income for 2006. This increase
was partially offset by negative rate variancesinigan government obligations and mortgage-bacgerfolios. Average money market
investments increased by $808.4 million. After reic the repayment of $2.4 billion from a locaidincial institution, the Corporation invested
the proceeds in money market investments. Duriagéitond half of 2006, the Corporation used agidhte proceeds to repay short-term
brokered certificates of deposit, mainly issue@®96, as these matured. The average yield receivedoney market investments also increased
from 3.49% in 2005 to 5.04% in 2006. The increasgi¢lds was due to increases in short-term rateisg 2005 and 2006. Average government
obligations increased by $333.5 million, while theerage yield decreased by 67 basis points. Thiedse in average volume and decrease in
average yield was due to the re-investment of mdsérom prepayments on securities and larger velofmew investments at lower rates. The
average volume and average yield earned on theo@aipn's mortgage-backed securities portfolio dased by $198.0 million and 54 basis
points, respectively, in 2006 compared to 2005. déerease in the average volume of mortgage-basd@drities was due to the Corporation’s
decision not to reinvest maturities and prepaymesasived from mortgage-backed securities. Proceds prepayments and maturities of
mortgage-backed securities were utilized to furalvgin in higher yielding loans. The growth in theeeage balance of investments represented a
positive increase in interest income on investmdo&sto volume of $42.4 million and a negative aace due to rate of $17.7 million.

The Corporation’s total interest expense, @diclg changes in the fair value of interest ratagsvand the ineffective portion and basis
adjustment amortization or accretion, increase®282.6 million or 39% in 2006 compared to 2005. Trfegease in interest expense was due to
higher rates paid on liabilities due to the re-gcof short-term (i.e., deposits and repurchaseeagents) and long-term (i.e., long-term
repurchase agreements and other advances) liedilitet interest incurred on interest rate swapuments, and increases in the average volume
of interest-bearing deposits to support the Cotpmrés loan and investment portfolio growth. Theeeage volume of deposits increased by
$2.0 billion and the average rate increased byhE3s points during 2006 compared to 2005, whiéeatverage volume of other borrowed funds
and FHLB advances decreased by $458.1 million &1d 8 million, respectively, and the average ratedased by 76 basis points and 133 t
points, respectively. The increase in the averajamwe of interest-bearing liabilities coupled witte increase in rates resulted in an increase in
interest expense due to volume of $27.8 million due to rate of $194.8 million. The increase inrst@rm rates also resulted in a change in net
payments on interest rate swaps included as pantarest expense. For the year ended Decemb@088, the net settlement payments on such
interest rate swaps resulted in charges of $8.Bomilo interest expense, or a net increase of@B0llion in interest expense compared to the
previous year, as the rates paid under the variaglef the swaps exceeded the rates received.

In summary, positive volume variances resglfiom an increase in average interest-earningsasse offset by negative rate variances
derived from a higher cost of funds, despite highelds on the loans. The net impact on net intéane®me and earnings was negative on a
rate/volume basis. The Corporation’s net intenespie (on a tax equivalent basis and excludinggésim the fair value of derivative
instruments, the ineffective portion on designdtedges and basis adjustments) decreased by $3lidhmhe net result of a positive volume
variance of $63.6 million and a negative rate var&aof $100.7 million. The net interest margin @ased from 3.23% for the year 2005 to 2.
for 2006. The contraction is primarily due to thet fo inverted yield curve and has been partidylsignificant with respect to the Corporation’s
portfolio of investment securities, excluding momagrket instruments.

Net interest income on an adjusted tax egantdbasis for 2006 includes a tax equivalent adjast of $28.0 million, compared to an
adjustment of $61.2 million for 2005. The decreiasgx equivalent adjustments was mainly due toveel interest rate spread on tax-exempt
assets.

Provision for Loan and Lease Losses

The provision for loan and lease losses isgdthto earnings to maintain the allowance for laad lease losses at a level that the Corporatior
considers adequate to absorb probable losses tyrirgmerent in the portfolio. The adequacy of Hilwwance for loan and lease losses is also
based upon a number of additional factors includiiis¢orical loan and lease loss experience, cugeahomic conditions, the fair value of the
underlying collateral and the financial conditiditlee borrowers, and, as such, includes amountstbais judgments and estimates made by
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the Corporation. Although the Corporation belietrest the allowance for loan and lease losses iguate, factors beyond the Corporation’s
control, including factors affecting the economié$uerto Rico, the United States (principally #state of Florida), the U.S. Virgin Islands and
the British Virgin Islands may contribute to delirepcies and defaults, thus necessitating additi@sairves.

During 2007, the Corporation provided $120iBiom for loan and lease losses, as compared sG#illion in 2006 and $50.6 million in
2005.

Refer to the discussions under “Risk Manageéme@redit Risk Management — Allowance for Loan dedse Losses and Non-performing
Assets” below for analysis of the allowance form@nd lease losses and non-performing assets kteldeatios.

2007 compared to 2006

First BanCorp’s provision for loan and leasssks for the year ended December 31, 2007 inch&gs®45.6 million, or 61%, compared to
year 2006. The increase in the provision was piilsndue to deterioration in the credit quality dftCorporation’s loan portfolio associated with
the weakening economic conditions in Puerto Riabtie slowdown in the United States housing sebtgparticular, the increase was mainly
related to specific and general provisions reléteithe Miami Agency construction loan portfolio aindreases in the general reserves allocat
the consumer loan portfolio.

During the third quarter of 2007, the Corpmnatrecorded an impairment of $8.1 million on feendo conversion loans, with an aggregate
principal balance of $60.5 million at the time bétimpairment evaluation, extended to a singledveer through the Miami Agency based on an
updated impairment analysis that incorporated nggvaisals. The increase in non-accrual loans aathehoffs during 2007, other than the
aforementioned loan relationship in the Miami Ageres compared to 2006, was attributable to weak@mic conditions in Puerto Rico. Pue
Rico is in the midst of a recession caused by, anodher things, higher utilities prices, highergaaxgovernment budgetary imbalances, the
upward trend in short-term interest rates and ltietd-inverted yield curve, and higher levels dffmices.

The above-mentioned troubled relationshighin Miami Agency comprised four condo conversiomitnat the Corporation had placed in
non-accrual status during the second and thirdtersaof 2007. For the third quarter of 2007, thepOoation updated the impairment analysis on
the relationship and requested new appraisalgé¢fiatted collateral deficiency as compared toGbeporation’s recorded investment in the
loans. The aggregate unpaid principal balanceefehationship classified as non-accrual decreas&d6.4 million as of December 31, 2007,
net of a charge-off of $3.3 million recorded tosthélationship in the fourth quarter of 2007. Tharge-off was recorded at the time of sale of
one of the loans in the relationship with an outdiag principal balance of $14.1 million at the ¢irof sale. This sale was made at a price of
$10.8 million, which exceeded the recorded investnethe loan (loan receivable less specific reseby approximately $1 million. The
Corporation continues to work on different alteives to decrease the recorded investment in theagoruing relationship on the Miami
Agency.

The Corporation maintains a constant monigpdhthe Miami Agency portfolio. Recent loan revieshowed that the Miami Agency
construction loan portfolio has an added suscéityibd current general market conditions and esthte trends in the U.S. market due to the
oversupply of available property inventory and deward price pressures. Based on these factors dathéded review of the portfolio, the
Corporation determined it was prudent to increaseegal provisions allocated to this portfolio.

Refer to the discussion under “Risk Manageme@tedit Risk Management — Allowance for Loan &edse Losses and Non-performing
Assets” below for additional information concernithg economy on geographic areas where the Corpombes business and the Corporason’
outlook for the performance of its loan portfolio.

Net charge-offs for 2007 were $88.7 million7@»% of average loans), compared to $64.7 milllmB%% of average loans) for 2006. The
increase in net charge-offs for the year 2007, amegbto 2006, was mainly associated with the Catpmr’'s commercial and construction loan
portfolio, as well as its finance lease and consupan portfolios due to higher delinquency levekperienced during 2007 and to significantly
higher
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recoveries on loans during 2006. Included in 2@0& charge-off of $3.3 million associated with of¢he loans of the previously mentioned
impaired condo conversion loan relationship inNiiami Agency. The increase in net charge-offs imprily the result of the aforementioned
deteriorating economic conditions in Puerto Ricd #re slowdown in the U.S. housing market. Rec@gemade from previously written-off
accounts were $6.1 million and $12.5 million fol0ZCand 2006, respectively.

2006 compared to 2005

The Corporation’s provision for loan and lebssses increased by $24.4 million or 48% durin@&6ompared to 2005. The increase in the
provision principally reflected growth in the Corption’s commercial, excluding loans to local fiegl institutions, and consumer portfolios,
and increasing trends in non-performing loans d@rpeed during 2006 as compared to 2005. The Catipata net charge-offs and non-
performing loans were affected by the fiscal anghemic situation of Puerto Rico. According to theeRo Rico Planning Board, Puerto Rico
has been in a midst of a recession. The slowdovactinity has been the result of, among other thitggher utilities prices, higher taxes,
government budgetary imbalances, the upward tnestiort-term interest rates and the flattenindiefytield curve, and higher levels of oil
prices.

Net charge-offs to average loans outstandirgngd 2006 were 0.55% as compared to 0.39% in 2008 .provision for loan and lease losses
totaled 116% of net charge-offs for 2006, compaved 112% of net charge-offs, for 2005. The inceeas$19.7 million in net charge-offs in
2006, compared with the previous year, was maiaipmosed of $24.8 million of higher charge-offs ansumer loans. The increase in net
charge-offs in consumer and commercial portfolic\ae to the economic situation of the island.
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Non-Interest Income

The following table presents the compositibnan-interest income:

Year ended December 31 2007 2006 2005
(Dollars in thousands

Other service charges on loz $ 6,89: $ 5,94t $ 5,431
Service charges on deposit accol 12,76¢ 12,59 11,79¢
Mortgage banking activitie 2,81¢ 2,25¢ 3,79¢
Rental income 2,53¢ 3,264 3,46°
Insurance incom 10,877 11,28 9,44:
Other commissions and fe 273 1,47C 911
Other norinterest incomt 13,32: 12,85 15,89¢

Non-interest income before net (loss) gain on investsiénsurance reimbursement and
other agreements related to a contingency settilemengain (loss) on partial
extinguishment and recharacterization of secureaheercial loans to local financial

institutions and gain on sale of credit card pdidfi 49,491 49,67( 50,73¢
Net gain on sale of investme 3,18¢ 7,057 20,71
Impairment on investmen (5,910 (15,25) (8,379
Net (loss) gain on investme (2,726 (8,194 12,33¢
Insurance reimbursement and other agreementsdetatecontingency settleme 15,07¢ — —
Gain (loss) on partial extinguishment and recharazation of secured commercial loans 1

local financial institution: 2,491 (10,640 —
Gain on sale of credit cards portfo 2,81¢ 50C —

Total $67,15¢ $ 31,33¢ $63,071

Non-interest income primarily consists of gthervice charges on loans; service charges orsdegmrounts; commissions derived from
various banking, securities and insurance actsjigains and losses on mortgage banking activiied;net gains and losses on investments and
impairments.

Other service charges on loans consist mahdgrvice charges on credit card-related actwitie
Service charges on deposit accounts includahmhofees and other fees on deposit accounts.

Income from mortgage banking activities ina@adjains on sales of loans and revenues earnediftnistering residential mortgage loans
originated by the Corporation and subsequently watll servicing retained. In addition, lower-of-ta@s-market valuation adjustments to the
Corporation’s residential mortgage loans held e portfolio are recorded as part of mortgage banéctivities.

Rental income represents income generatedédZbrporation’s subsidiary, First Leasing and Re@brporation, on the rental of various
types of motor vehicles.

Insurance income consists of insurance coniomssarned by the Corporation’s subsidiary FiratBmsurance Agency, Inc., and the Bank’s
subsidiary in the U.S. Virgin Islands, FirstBankudimance V.I., Inc. These subsidiaries offer a widkeety of insurance business.

Other commissions and fees income is the re$aln agreement with a major investment bankirrg fo participate in bond issues by the
Government Development Bank for Puerto Rico, andgreement with an international brokerage firrmddiusiness in Puerto Rico to offer
brokerage services in selected branches of thedCatipn.

The other non-interest income category is amsep of miscellaneous fees such as debit and a=ditinterchange fees and check fees.
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The net gain (loss) on investment securidlects gains or losses as a result of sales thatansistent with the Corporation’s investment
policies as well as other-than-temporary impairnwrarges on the Corporation’s investment portfolio.

2007 compared to 2006

First BanCorp’s non-interest income f602 amounted to $67.2 million, compared to $31.[Banifor 2006. The increase in non-interest
income was mainly attributable to income recogniitid approximately $15.1 million for agreementsctezd with insurance carriers and former
executives for reimbursement of expenses relatéitetgettlement of the class action lawsuit browagjatinst the Corporation coupled with lower
other-than-temporary impairment charges on cedhthe Corporation’s equity securities portfolig, @mpared to 2006. For 2007, other-than-
temporary impairment charges on equity securit@sehsed by $9.3 million, as compared to impairrobatges recognized for 2006. Also, a
change of $13.1 million in net gains and lossesteel to partial repayments of certain secured cawiaidoans extended to local financial
institutions (2007-net gain of $2.5 million; 2006-etrdoss of $10.6 million), a higher gain on theesail its credit card portfolio and higher
income from service charges on loans contributdati¢dncrease in non-interest income during 200Goaspared to 2006.

During 2006, the Corporation recorded a nes$ lof $10.6 million on the partial extinguishmehasecured commercial loan extended to a
local financial institution as a result of a serdgredit agreements reached with Doral FinanCwiporation (“Doral”) to formally document as
secured borrowings the loan transfers betweendhéep that previously had been accounted for ewosly as sales. The terms of the credit
agreements specified: (1) a floating interest payrbased on a spread over 90-day LIBOR subjecttipa(2) an amortization schedule tied to
the scheduled amortization of the underlying mayggbans subject to a maximum maturity of 10 ye@psmandatory prepayments as a resu
actual prepayments from the underlying mortgaged;(d) an option to Doral to prepay the loan withpenalty at any time.

On May 31, 2006, First BanCorp received a g@giment from Doral, substantially reducing theabak of approximately $2.9 billion in
secured commercial loans to approximately $450anilhs of that date. In connection with the repayimihe Corporation and Doral entered i
a sharing agreement on May 25, 2006 with respecttiain profits or losses that Doral would incsipart of the sales of the mortgages that
previously collateralized the commercial loanssFBanCorp agreed to reimburse Doral for 40% ofrbielosses incurred by Doral as a result of
sales or securitization of the mortgages, subgecettain conditions and subject to a maximum reirsément of $9.5 million, which would be
reduced proportionately to the extent that Dordlrdit sell the mortgages. As a result of the Ibssieg agreement and the extinguishment of the
secured commercial loans by Doral, the Corporagmorded a net loss of $10.6 million, composedséés realized as part of the loss sharing
agreement and the difference between the carnahgewof the loans and the net payment received Donal.

In connection with the repayment, Doral andti8anCorp also agreed to share the profits,\if eeceived from any subsequent sales or
securitization of the mortgage loans, in the san@qrtion that the Corporation shared in the lossebject to a maximum of $9.5 million.

During the first quarter of 2007, the Corparatentered into various agreements with R&G Fimarelating to prior transactions accounted
for as commercial loans secured by mortgage loadgass-through trust certificates from R&G Finahsubsidiaries. First, through a mortgage
payment agreement, R&G Financial paid the Corponagpproximately $50 million to reduce the commariman that R&G Premier Bank,
R&G Financial’s banking subsidiary, had outstandivith the Corporation. In addition, the remainiregdnce of the loans secured by mortgage
loans of approximately $271 million was re-docuneeirés a secured loan from the Corporation to R&@rgial. The terms of the credit
agreement specified: (1) a floating interest paynbased on a spread over 90-day LIBOR; (2) loamlshioe payable in arrears in sixty equal
consecutive monthly installment of principal (schied amortization plus any unscheduled principabveries) and interest maturing on
February 22, 2012; (3) R&G Financial shall delit@the Corporation and maintain at all times a firgority security interest with a collateral
value as a percentage of loans of 103% for FHA/M@tgage loans, 105% for conventional conforming tgege loans and 111% of
conventional non-conforming mortgage loans; andR&¥ Financial may, at its option, prepay the le@thout premium or penalty. Second,
R&G Financial and the Corporation
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amended various agreements involving, as of the afathe transaction, approximately $183.8 millafrsecurities collateralized by loans that
were originally sold through five grantor trusthiéfmodifications to the original agreements allbes Corporation to treat these transactions as
“true sales” for accounting and legal purposesractiaracterize the loans as securities collatedliy loans. As a result of the agreements and
the partial extinguishment of the secured commeklw#, the Corporation recorded a net gain of $Rilion related to the difference between
the carrying value of the loans, the net paymecgived and the fair value of the securities reativem R&G Financial.

For the year 2007, the Corporation recordgdia of $2.8 million on the sale of the credit cpaitfolio pursuant to a strategic alliance
reached with a U.S. financial institution, compate@ gain of $0.5 million recorded in 2006.

Higher income from service charges on loartschvincreased by $0.9 million or 16% as compace@06, was due to the increase in the
portfolio volume driven by new originations. Loanginations for 2007 amounted to $4.1 billion.

2006 compared to 2005

For 2006, non-interest income decreased by7$3dllion as compared to 2005. The decrease inintamest income for 2006, compared to
2005, was mainly attributable to the above notadass of $10.6 million on the partial extinguishmhef a secured commercial loan to a local
financial institution, an increase in other-thampmrary impairment charges of $6.9 million in ther@ration’s investment portfolio and lower
gains on investments of $13.7 million. These negatariances were partially offset by increase$108 million in commission income from the
Corporation’s insurance business and $1.3 milliosdrvice charges on deposit accounts and loans.

Mortgage banking activities income decrease@h5 million for 2006 compared to 2005. The daseein 2006 was principally due to a
$1.0 million lower-of-cost-or-market negative vaioa adjustment to the Corporation’s loans helds@le portfolio as a result of increases in
long-term interest rates coupled with a lower voduofi mortgage loan sales.

Insurance income for 2006 increased by $1IBomior 19% compared to the same period in 200% ihcrease for 2006 was due to an
increase in the volume of business through crolisgatrategies, marketing efforts and the stratdégcations of the Corporation’s insurance
offices.

Service charges on deposit accounts and e#meice charges on loans increased by $0.8 mifliwh$0.5 million, respectively, during 2006
compared to 2005. The increase for 2006 primaeflects a larger volume of accounts and transagtiming 2006.

Net loss on investments for 2006 amountedt@ #illion compared to a net gain of $12.3 millimn the same period in 2005. The decrease
in 2006 was principally due to a lower volume desacoupled with a net increase of $6.9 milliomther-than-temporary impairments in the
Corporation’s investment portfolio related to cartequity securities. Management concluded thatidwines in value of the securities were
other-than-temporary, and wrote down the cost hzfdisese securities to the market value as otfitlie of the analysis. Management evaluates
investment securities for impairment on a quartbdgis or earlier if other factors indicative otgmtial impairment exist.

63




Table of Contents

Non-Interest Expense

The following table presents the componentsaof-interest expenses:

Year ended December 31 2007 2006 2005
(Dollars in thousands

Employee’ compensation and benef $140,36: $127,52: $102,07¢
Occupancy and equipme 58,89« 54,44( 47,58:
Deposit insurance premiu 6,681 1,61¢ 1,24¢
Other taxes, insurance and supervisory 21,29: 17,88: 14,071
Professional fee— recurring 13,48( 11,45t 7,317
Professional fee— nor-recurring 7,271 20,64( 6,07(
Servicing and processing fe 6,574 7,29 6,57
Business promotio 18,02¢ 17,67: 18,71¢
Communication 8,56z 9,16t 8,642
Provision for contingencie — — 82,75(
Other 26,69( 20,27¢ 20,08t
Total $307,84: $287,96. $315,13.

2007 compared to 2006

The Corporation’s non-interest expenses f@720creased by $19.9 million, or 7%, compareddd& The increase in non-interest expenses
was mainly due to increases in employees’ compemsand benefits as well as deposit insurance pren@ixpenses, occupancy and equipment
expenses, other taxes and insurance fees, andexghenses associated with legal contingenciesafigrtiffset by a decrease in professional fi

Employees’ compensation and benefits expeiase)07 increased by $12.8 million, or 10%, coneglto 2006. The increase in employees’
compensation and benefits expenses was primarédytalincreases in the average compensation aneéddlnge benefits paid to employees
coupled with the accrual of approximately $3.3 moillfor a voluntary separation program establishgthe Corporation as part of its cost sa\
strategies.

For the year ended December 31, 2007, thesitepsurance premium expense increased by $5lbbmiks compared to 2006. The increase
in the deposit insurance premium expense was dadeatoges in the premium calculation adopted by-kC during 2007.

Occupancy and equipment expenses for 200@ased by $4.5 million, or 8%, compared to 2006. ifibheease in occupancy and equipment
expenses in 2007 is mainly attributable to incredseosts associated with the expansion of the@@ation’s branch network and loan
origination offices.

Other taxes, insurance and supervisory fegeased by $3.4 million, or 19%, compared to 2006 @ a higher expense related to prepaid
municipal and property taxes recorded during 2007.

For 2007, other expenses increased by $6ltbbmibr 32%, compared to 2006. The increase ie#xpenses for 2007 was mainly due to a
$3.3 million increase related to costs associatéld eapital raising efforts in 2007 not qualifyifgr capitalization coupled with increased costs
associated with foreclosure actions on the afore¢iomed loan relationship at the Miami Agency.

Professional fees decreased during 2007 by3$tillion, or 35%, compared to 2006. The decrewas primarily attributable to lower legal,
accounting and consulting fees due to the conahudioing the third quarter of 2006 of the interrealiew conducted by the Corporation’s Audit
Committee and the restatement process. Furthectieds in non-recurring professional service expsrere expected as the Corporation
continues to move forward with its business strigewithout the distraction of restatement-relatesdters and legal issues.

2006 compared to 2005
Non-interest expense for 2006 decreased by2$8illion compared to 2005. Non-interest expemse2005 includes accruals of
$74.25 million and $8.5 million for the possiblgtlment of class action lawsuits and the SEC
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investigation, respectively, relating to the Cogim’s restatement. Excluding these accruals,int@rest expense during 2006 increased by
$55.6 million compared to 2005. The increase wamindue to increases in employees’ compensatiahbemefits, occupancy and equipment
and professional fees.

Employees’ compensation and benefits increas2606 by $25.4 million or 25% as compared to®20lhe increase is mainly attributable to
increases in average salary and employee benefith@adcount from approximately 2,700 employeas &ecember 31, 2005, to
approximately 3,000 employees as of December 316.ZDhe increase in headcount was mostly attribeitiabincreases associated with the
Corporation’s loan origination and deposit gathgéfforts, in particular at FirstBank Puerto Ri€@rstBank Florida, FirstMortgage, and the
Corporation’s small loan company as well as inagsas support areas, in particular audit and ccanpk, credit risk management, finance and
accounting and information technology and bankipgrations. The increase was also attributableaantiplementation of SFAS 123R and the
expensing of the fair value of stock options giteemployees. During 2006, the Corporation recofted million in stock-based compensation
expense.

Occupancy and equipment expenses increaseyd2006 by $6.9 million or 14% compared to 200Be Tncrease in occupancy and
equipment expenses in 2006 as compared to 2008manily attributable to increases in costs asgediavith the expansion of the Corporation’s
branch network and loan origination offices. Theréase also reflects higher electricity costs aedadditional operating costs from the
acquisition of FirstBank Florida.

Other taxes, insurance and supervisory fegeased during 2006 by $3.8 million or 27% compaoe2005. During 2006, the Corporation
experienced increased insurance costs mainly celatmcreases in rate and coverage of directord’cdficers’liability insurance and expense
higher amount of municipal and property taxes,@smared to 2005.

Professional fees expenses increased duriag B9 $18.7 million compared to 2005. The increfas006 was primarily due to legal,
accounting and consulting fees associated witlintieenal review conducted by the Corporation’s A@ibmmittee as a result of the restatement
announcement and other related legal and regulatogeedings which amounted to $20.6 million in@@0mpared to $6.1 million in 2005.

Following the announcement of the Corporasohudit Committee review, the Corporation and dartd its current and former officers were
named as defendants in separate class actiorfildttate in 2005. The securities class actionsenmnsolidated. Based on available evidence
and discussions with the lead plaintiff, the Cogtiom accrued $74.25 million in the 2005 finanai@tements for a possible settlement of the
class action. Subsequently, in 2007, the Corparatisolved the securities class action lawsuit withapproval of the stipulation of settlement
filed with the United States District Court for tBéstrict of Puerto Rico in the amount of $74.28limm. The monetary payment was made du
the second half of 2007.

In addition, the Corporation held discussiwiith the staff of the SEC regarding a possible lkggm to its investigation of the Corporation’s
restatement, and accrued $8.5 million in its cadatéd financial statements for the year ended Béee 31, 2005 in connection with a potential
settlement of the SEC’s investigation of the Cogpion. On August 7, 2007, First BanCorp announbatithe SEC approved a final settlement
with the Corporation, which resolved the SEC inigedton. Under the settlement with the SEC, thepBaation agreed, without admitting or
denying any wrongdoing, to be enjoined from futvi@ations of certain provisions of the securiti@&s. The Corporation also agreed to the
payment of an $8.5 million civil penalty and thegirgement of $1 to the SEC. In connection withsgstlement, the Corporation consented to
the entry of a final judgment to implement the terof the agreement. The United States District Clmuthe Southern District of New York
must consent to the entry of the final judgmentrider to consummate the settlement. The monetamy@at was made on October 15, 2007.
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Income Tax Provision

Income tax expense includes Puerto Rico anglitvislands income taxes as well as applicable teé@eral and state taxes. The Corporatic
subject to Puerto Rico income tax on its incomenfadl sources. As a Puerto Rico corporation, BemiCorp is treated as a foreign corporation
for U.S. income tax purposes and is generally siltjeUnited States income tax only on its incomoenf sources within the United States or
income effectively connected with the conduct tfaale or business within the United States. Anyndag paid is creditable, within certain
conditions and limitations, against the CorporasdPuerto Rico tax liability. The Corporation isalsubject to U.S. Virgin Islands (“VI”) taxes
on its income from sources within the VI jurisdati Any such tax paid is creditable against thepGation’s Puerto Rico tax liability, subject
certain conditions and limitations.

Under the Puerto Rico Internal Revenue CodE98#, as amended (“PR Code”), First BanCorp igestibo a maximum statutory tax rate of
39%, except that in years 2005 and 2006 an additibansitory tax rate of 2.5% was signed into lawthe Governor of Puerto Rico. In
August 2005, the Government of Puerto Rico appra@vednsitory tax rate of 2.5% that increased th&imum statutory tax rate from 39.0% to
41.5% for a two-year period. On May 13, 2006, veatheffective date of January 1, 2006, the Goveofh®uerto Rico approved an additional
transitory tax rate of 2.0% applicable only to c@mies covered by the Puerto Rico Banking Act, asrattad, such as FirstBank, which raisec
maximum statutory tax rate to 43.5% for taxablergye@mmenced during calendar year 2006. The PR @lsdencludes an alternative minim
tax of 22% that applies if the Corporation’s regutecome tax liability is less than the alternatmenimum tax requirements.

The Corporation has maintained an effectixeréde lower than the maximum statutory rate malbylynvesting in government obligations :
mortgage-backed securities exempt from U.S. andi®&eco income taxes and by doing business throuoighinational banking entities (“IBEg”
of the Corporation and the Bank and through thekBasubsidiary FirstBank Overseas Corporation, imolr the interest income and gain on
sales is exempt from Puerto Rico and U.S. incomatitan. The IBEs and FirstBank Overseas Corporatiere created under the International
Banking Entity Act of Puerto Rico, which provides total Puerto Rico tax exemption on net incomevee by IBEs operating in Puerto Rico.
Since 2004, IBEs that operate as a unit of a baykzome taxes at normal rates to the extenttttealBES’ net income exceeds predetermined
percentages of the bank’s total net taxable incaheepercentage is 20% of total net taxable inctoméxable years commencing after July 1,
2005.

For additional information relating to incortaxes, see Note 25 to the Corporation’s auditeahfiral statements.
2007 compared to 2006

For the year ended December 31, 2007, thedZatipn recognized an income tax expense of $21ll®m compared to $27.4 million in
2006. The decrease in income tax expense was ndielyo lower taxable income coupled with the éftéa lower statutory tax rate in Puerto
Rico for 2007 (39% in 2007 compared to 43.5% in&0As of December 31, 2007, the Corporation evalliits ability to realize the deferred
tax asset and concluded, based on the evidendalaeaihat it is more likely than not that somelo# deferred tax asset will not be realized and
thus, established a valuation allowance of $4.%anil compared to a valuation allowance amountm§.1 million as of December 31, 2006.
As of December 31, 2007, the deferred tax assegfrthe valuation allowance of $4.9 million, améeshto approximately $90.1 million
compared to $162.1 million as of December 31, 200@. significant decrease in the deferred tax assiie to the reversal during the third
quarter of 2007 of the deferred tax asset relatabid class action lawsuit contingency of $74.2Biani recorded as of December 31, 2005 and
due to the tax impact of the adoption of SFAS IBBJanuary 1, 2007, of approximately $58.7 millidrhe Corporation reached an agreement
with the lead class action plaintiff during 200 igrayments totaling the previously reserve amotifi7d.25 million were made.
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2006 compared to 2005

The income tax provision for 2006 increasedbg.4 million compared to 2005. The increase i@628s compared to 2005 was mainly due to
a decrease in deferred tax benefits of $2&lbon mainly due to deferred tax benefits recatde 2005 related to the possible class action ldty
settlement that was partially offset by a decréaske current tax provision due to lower taxalpleame.

The Corporation evaluated its ability to realthe deferred tax asset and concluded, basedadalde evidence, that it is more likely than not
that some of the deferred tax assets will not bézed and thus, established a valuation allowafi&s.1 million. As of December 31, 2006, the
deferred tax asset, net of the valuation allowaansunted to approximately $162.1 million compae#130.1 million as of December 31,
2005, including a valuation allowance of $3.2 roifli

The current income tax provision of $59.2 ioillin 2006 decreased by $16.1 million compare2l005. The decrease in 2006 as compared tc
2005 was mainly due to a decrease in taxable inquarity offset by a change in the proportion ofrape and taxable income as a result of
increases in the Corporation’s taxable income geadrfrom the Corporation’s loan portfolios andréeses in tax exempt income mainly from
the Corporation’s investment portfolios and by acréase in nowgualifying IBE income that under current legislativere taxed at regular rat
As discussed above, income from IBEs that opesate it of a bank that exceed certain thresholelsaxed at regular income tax rates. The
current income tax provision was also impactedhgytemporary surtax of 2.0% over FirstBank’s nealde income, explained above, which
resulted in an additional income tax provision dfBmillion.

The income tax provision includes total defdrincome tax benefits of $31.7 million and $60iRiom for 2006 and 2005, respectively, wh
are mainly attributable to temporary differencdatesl to unrealized losses on derivative instrusiantd class action lawsuit settlement.

OPERATING SEGMENTS

Based upon the Corporation’s organizationaicstire and the information provided to the Chigle@ting Decision Maker and to a lesser
extent to the Board of Directors, the operatingmsesgts are driven primarily by the Corporation’sdegntities. As of December 31, 2007, the
Corporation had four reportable segments: Commiegioih Corporate Banking; Mortgage Banking; Consu(®etail) Banking; and Treasury
and Investments, as well as an Other categoryctafgother legal entities reported separately maggregate basis. Management determine
reportable segments based on the internal repariad to evaluate performance and to assess whalletate resources. Other factors such as
the Corporation’s organizational chart, naturehef products, distribution channels and the econaimicacteristics of the products were also
considered in the determination of the reportab@greents. For information regarding First BanCorpjsortable segments, please refer to Note
31 “Segment Information” to the Corporation’s firdal statements for the year ended December 3T, R@0uded in Item 8 of this Form 10-K.

The accounting policies of the segments agesttme as those described in Note 1 — “Nature sfr@gs and Summary of Significant
Accounting Policies” to the Corporation’s auditédaicial statements for the year ended Decembe2@®X, included in Item 8 of this Form 10-
K. The Corporation evaluates the performance oktlgments based on net interest income after ttnated provision for loan and lease los:
non-interest income and direct non-interest experBee segments are also evaluated based on tregewsnlume of their interestarning asse
less the allowance for loan and lease losses.
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The Treasury and Investment segment loanssftmthe Consumer (Retail) Banking, Mortgage Bagkind Commercial and Corporate
Banking segments to finance their lending actisi@d borrows funds from those segments. The Caars(Retail) Banking segment also loans
funds to other segments. The interest rates changexkdited by Treasury and Investment and thesGmrer (Retail) Banking segments are
allocated based on market rates. The differencedset the allocated interest income or expenseten@orporation’s actual net interest income
from centralized management of funding costs isntepgl in the Treasury and Investments segment.

Consumer (Retail) Banking

The Consumer (Retail) Banking segment consistise Corporation’s consumer lending and depiagitag activities conducted mainly
through its branch network and loan centers. Laar®nsumers include auto, credit card and perdoaak. Deposit products include checking
and savings accounts, Individual Retirement Acca@fiRA) and retail certificates of deposit. Ret#glposits gathered through each branch of
FirstBank’s retail network serve as one of the fagdsources for the lending and investment acésiti

Consumer lending growth has been mainly driweauto loan originations. The growth of thesetfolips has been achieved through a
strategy of providing outstanding service to seld@uto dealers that provide the channel for tiie dfithe Corporation’s auto loan originations.
This strategy is directly linked to our commerda&iding activities as the Corporation maintainsrsgrand stable auto floor plan relationships,
which are the foundation of a successful auto emeration operation. The Corporation continuegrengthen the commercial relations with
floor plan dealers, which directly benefit the Cangtion’s consumer lending operation and are mahageart of the consumer banking
activities.

Personal loans and, to a lesser extent, ménaecing and a small credit card portfolio alemtribute to interest income generated on
consumer lending. Management plans to continue tactive in the consumer loans market, applyingtbiporation’s strict underwriting
standards.

The highlights of the Consumer (Retail) Bagkgggment financial results for the year ended Bes 31, 2007 include the following:

. Segment income before taxes for the year endedrbleee31, 2007 was $82.9 million compared to $138i1Bon and $112.5 milliol
for the years ended December 31, 2006 and 20Q%ecteely.

. Net interest income for the year ended DecembeP@17 was $205.3 million compared to $238.5 millzrd $200.8 million for th
years ended December 31, 2006 and 2005, respgcfiled decrease in net interest income for the 2687 as compared to 2006
was primarily attributable to a decrease in theage of interest-earning assets due to princigeymments and chargsfts relating tc
the auto and personal loans portfolio coupled withsale of approximately $15.6 million during 2@ Zhe Corporatiors credit car
portfolio. The increase for 2006 compared to 20@5 wainly driven by the increase in the averagamel of interest-earning assets
primarily due to new loan originations, in partiaulncreases in the auto and personal loans piort

. The provision for loan and lease losses for #r Y007 increased by $20.2 million compared tcstiree period in 2006 and
$1.5 million when comparing 2006 with the same gein 2005. The increase in the provision for laad lease losses was mainly
due to a higher general reserve for the Puerto Baosumer loan portfolio, particularly auto loaas,a result of weak economic
conditions in Puerto Rico. Increasing trends in-performing loans and charge-offs experienced gu2id07 and 2006 were affected
by the fiscal and economic situation of Puerto Risccording to the Puerto Rico Planning Board, Ru&ico has been in a midst of
a recession since the third quarter of 2005. Towddbwn in activity is the result of, among otheintys, higher utilities prices, higher
taxes, government budgetary imbalances, the uptsamd in short-term interest rates and the flattgraf the yield curve, and higher
levels of oil prices

. Nor-interest income for the year ended December 317 2¢as $27.3 million compared to $23.5 million &&8.1 million for the
years ended December 31, 2006 and 2005, respegctived
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increase in non-interest income for 200 7G@svpared to 2006, was driven by a gain on salecoédit card portfolio of $2.8 million
resulted from a portfolio sold pursuant to a sggatalliance agreement reached with a U.S. findimegtitution.

. Direct non-interest expenses for the year endeceBiber 31, 2007 were $94.1 million compared ta%86llion and $77.3 million
for the years ended December 31, 2006 and 20Q%ectgely. The increase in direct operating expdas@007 and 2006 was mail
due to increases in employees’ compensation anefitieand occupancy and equipment. The increasenployees’ compensation
and benefits was mainly from increases in the heaolcin the Corporation’s retail bank branch netwooupled with increases in
average salary and employee benefits to suppogrtheth of the segmer

Commercial and Corporate Banking

The Commercial and Corporate Banking segmemsists of the Corporation’s lending and other ises/for the public sector and specialized
industries such as healthcare, tourism, finanogtitutions, food and beverage, shopping centedsvdddle-market clients. The Commercial and
Corporate Banking segment offers commercial loertdiding commercial real estate and constructi@ms$, and other products such as cash
management and business management services. farstiddgportion of this portfolio is secured by comrcial real estate. Although commer:
loans involve greater credit risk because theyiager in size and more risk is concentrated imgle borrower, the Corporation has and
maintains an effective credit risk management sitftecture designed to mitigate potential losses@ated with commercial lending, including
strong underwriting and loan review functions, sal&loan participations and continuous monitorfigoncentrations within portfolios.

For this segment, the Corporation followsrategy aimed to cater to customer needs in the eacial loans middle market segment by
building strong relationships and offering fina@alutions that meet customers’ unique needstiBggin 2005, the Corporation expanded its
distribution network and participation in the commial loans middle market segment by focusing astammers with financing needs up to
$5 million. The Corporation established 5 regiooféices that provide coverage throughout PuertmRite offices are staffed with sales,
marketing and credit officers able to provide ahhigyvel of personalized service and prompt decisiaking.

The highlights of the Commercial and CorpoBamking segment financial results for the yeareehDecember 31, 2007 include the
following:

. Segment income before taxes for the year endedrbleere31, 2007 was $77.8 million compared to $123IBon and $145.9 milliol
for the years ended December 31, 2006 and 20Q%ecteely.

. Net interest income for the year ended Decembe2@17 was $135.9 million compared to $154.7 milleord $153.5 million for th
years ended December 31, 2006 and 2005, respgcfiled decrease in net interest income for the 2687 was mainly driven by a
decrease in the average volume of interest-eaasegts. The decrease in the segment’s average eollimeresiearning assets wi
mainly due to the substantial partial repaymeriz# billion received from Doral in May 2006 thatluced the segment’s
outstanding secured commercial loan from localrfaial institutions. The repayment also reduceddbgporation’s loans-to-one
borrower exposure. The slight increase in net @sieincome in 2006 as compared to 2005 is maitdijpatable to an increase in net
interest margin due to the increase in short-textes: The majority of the Corporation’s commereiadl construction loans are
variable rate loans tied to short-term indexes.imyP006, the Federal Reserve Bank increasedrgeteed federal funds rate by 108
basis points, and, correspondingly, LIBOR and Priates also increase

. The provision for loan and lease losses for #2007 was $41.2 million compared to $7.9 milkord $2.7 million for the years
2006 and 2005, respectively. The increase in theigion for loan and lease losses for 2007, conthar®006, was mainly driven |
higher general and specific reserves relatingediiami Agency construction loan portfolio due e tslowdown of the U.S. housil
market, an $8.1 million charge due to the colldtenpairment on the previously discussed troubtehl relationship in the Miami
Agency, and to the increase in the loan portfdlite increase fc
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2006, compared to 2005, was primarily attiable to the growth in the Corporation’s commerpiattfolio coupled with increasing
trends in no-performing loans and chat-offs experienced during 200

. Total non-interest income for the year ended Desr 31, 2007 amounted to $6.3 million comparea non-interest loss of
$6.1 million and non-interest income of $5.6 miflitor the years ended December 31, 2006 and 2@@®cavely. The fluctuation in
non-interest income for 2007, as compared to 2808,2006 as compared to 2005, was mainly attriteitalthe net loss of
$10.6 million on the partial extinguishment of @wed commercial loan to a local financial instdnt recorded in 200t

. Direct non-interest expenses for 2007 were $&8liion compared to $16.9 million and $10.5 milliger 2006 and 2005,
respectively. The increase in direct operating ezspefor 2007, as compared to 2006, was mainly frammeases in employees’
compensation due to increases in average salargraptbyee benefits and increases in foreclosuataglexpenses associated with
the impaired loans in the Miami Agency coupled wite expense allocated to this segment relateaet&DIC insurance premium
expense . The increase for 2006, as compared & 23 driven by increases in employeasnpensation and benefits primarily
to the full deployment of the Corporation’s middierket business strategy and increases in aveadayy snd employee benefits to
support the growth of the segment. The staffinthefmiddle market regional offices was done duiig5 with the full year salary
expense effect in 200

Mortgage Banking

The Mortgage Banking segment conducts itsaifmers mainly through FirstBank and its mortgaggination subsidiary, FirstMortgage.
These operations consist of the origination, sateservicing of a variety of residential mortgagaris products. Originations are sourced thr
different channels such as branches, mortgage twotaal estate brokers, and in association with pr@ject developers. FirstMortgage focuses
on originating residential real estate loans, sofnghich conform to Federal Housing Administrati@RHA"), Veterans Administration (“VA”)
and Rural Development (“RD") standards. Loans oaggd that meet FHA standards qualify for the faldegency’s insurance program whereas
loans that meet VA and RD standards are guaratedukir respective federal agencies. Mortgageddhat do not qualify under these progr
are commonly referred to as conventional loans.v€ntional real estate loans could be conformingrasrdconforming. Conforming loans are
residential real estate loans that meet the stdedar sale under the Fannie Mae and Freddie Magrams whereas loans that do not meet the
standards are referred to as non-conforming resalenal estate loans. The Corporation’s straiegp penetrate markets by providing
customers with a variety of high quality mortgageducts to serve their financial needs faster, Bmgnd at competitive prices.

The Mortgage Banking segment also acquiressalisl mortgages in the secondary markets. From tintime, residential real estate
conventional conforming loans are directly sold-emnie Mae and Freddie Mac, or are grouped intdspafds1 million or more in aggregate
principal balance and exchanged for Fannie Mageddie Mac-issued mortgage-backed securities, whielCorporation sells to investors.

The highlights of the Mortgage Banking segnfergncial results for the year ended Decembe280y include the following:

. Segment income before taxes for the year endeérbleer 31, 2007 was $18.6 million compared to $84lion and $25.5 million
for the years ended December 31, 2006 and 20Q%ectgely.

. Net interest income for the year ended Decembe2@17 was $39.0 million compared to $43.4 milliow &39.0 million for the
years ended December 31, 2006 and 2005, respgciived decrease in net interest income for 200¢pagared to 2006, was
principally due to declining loan yields on theidestial mortgage loan portfolio resulting from tinerease in non-performing loans.
The increase in net interest income for the ye@628s compared to 2005, was mainly driven byrbesase in the average
outstanding balance of mortgage loans, partialiyatfoy a reduction in ni
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interest margin due to the flattening of the yielove and by a significantly higher balance of-accruing loans

The provision for loan and lease losses for ter Y007 was $1.6 million compared to $4.0 milkod $2.1 million for the years
ended December 31, 2006 and 2005, respectivelyd&brease in 2007, as compared to 2006, was dbe fact that in 2006 after a
detailed review of the residential mortgage loartfpto the Corporation determined that it was rnegtb increase its allowance for
loan and lease losses based on the deterioratithe @conomic conditions in Puerto Rico and theciase in the home price index in
Puerto Rico. The Corporation continues to updateatimlysis on a yearly basis, the latest beinganckl 2007 when the Corporation
obtained similar results. As a consequence, the@ation determines that the allowance for loasdgdor the residential mortgage
loan portfolio is maintained at an adequate leVbE increase in the provision for loan and leassds for 2006, as compared to 2!
was mainly due to growth in the segment’s portfebhaipled with increasing trends in non-performiogris and revisions to the
allowance based on deteriorating economic condit|

Non-interest income for the year ended December 307 2¢as $3.0 million compared to $2.5 million and%@illion for the years
ended December 31, 2006 and 2005, respectivelyirthease for 2007 was driven by higher servicegdmgmon loans associated v
the growth in the residential mortgage loans pédfecoupled with a negative lower-of-cost-or-markefjustment of $1.0 million
recorded in 2006 to the loans-held-for-sale padfdrhis negative adjustment, resulting from insesain long-term rates, was the
main reason for the decrease in -interest income for 2006 as compared to 2(

Direct non-interest expenses for 2007 were $&fillBon compared to $17.5 million and $15.4 millifor the years 2006 and 2005,
respectively. The increase in direct operating ezspefor 2007 was mainly due to increases in empley@verage salary
compensation and higher employer benefits. The @atjn continued to commit substantial resouroehits segment with the goal
of becoming a leading institution in the highly qoetitive residential mortgage loans marl

Treasury and Investments

The Treasury and Investments segment is rafiplerfor the Corporatios’investment portfolio and treasury functions desijto manage a
enhance liquidity. This segment sells funds toGleenmercial and Corporate Banking, Mortgage Bankamg, Consumer (Retail) Banking
segments to finance their lending activities as @lurchases funds gathered by those segmentitéhest rates charged or credited by
Treasury and Investments are based on market rates.

The highlights of the Treasury and Investmaetgment financial results for the year ended Déegr@l, 2007 include the following:

Segment loss before taxes for the year endedrileme31, 2007 amounted to $14.5 million compared lwss of $79.2 million and a
loss of $12.8 million for the years ended Decen8igr2006 and 2005, respective

Net interest loss for the year ended December @17 2vas $4.5 million compared to a loss of $63.Beoniand a loss o

$20.7 million for the years ended December 31, 20862005, respectively. The lower net interest fos 2007 was caused by the
effect in 2006 earnings of non-cash losses fronmgésa in the fair value of derivative instrument®pto the implementation of the
long-haul method of accounting on April 3, 2006 ring the first quarter of 2006, the Corporationareted unrealized losses of
$69.7 million for non-hedge derivatives as parnbérest expense. The adoption of fair value hedg®unting in the second quarter
of 2006 and the adoption of SFAS 159 in 2007 redulke accounting volatility that previously resdlfieom the accounting
asymmetry created by accounting for the finandadilities at amortized cost and the derivativefaatvalue. The increase in net
interest loss for the year 2006, as compared t6,208s mainly driven by negative changes in theatidn of derivative instrument
mainly interest rate swaps that hedge designatédiadesignated brokered CDs in 2006, chang
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net payments on interest rate swaps incladguhrt of interest expense, and a reduction imterest margin due to the flattening of
the yield curve. The decrease in net interest m&mi 2006 was also attributable to the paymer$iz# billion received from a local
financial institution. Proceeds from the repaymeate invested temporarily in short-term investmexttgero or negative margin,
reducing the segment’s net interest margin. Duttiegsecond half of 2006, the Corporation used agfdhe repayment proceeds to
repay higher rate outstanding brokered CDs thatiredt

. Non-interest loss for the year ended December 31, 20@dunted to $2.2 million compared to a loss o8%$8illion and non-interest
income of $12.9 million for the years ended Decen3ie 2006 and 2005, respectively. The decreasennnterest loss for 2007 w
driven by lower other-than-temporary impairmentrgies in the Corporation’s equity securities poitfolvhich decreased by
$9.3 million as compared to 2006. The decreaseiminterest income for 2006 was mainly attributablen increase in other-than-
temporary impairment charges of $6.9 million in @arporatior's investment portfolio when compared to 2C

. Direct non-interest expenses for 2007 were $ilBomcompared to $7.7 million and $5.0 millionrfthe years 2006 and 2005,

respectively. The increase in direct operating egspefor 2007 and 2006 was mainly due to increasemployeestompensation ar
benefits.
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FINANCIAL CONDITION AND OPERATING DATA ANALYSIS
Financial Condition

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

December 31 2007 2006 2005
(Dollars in thousand
Assets
Interes-earning asset:
Money market investmen $ 440,59¢ $ 1,44453. $ 636,11
Government obligation 2,687,01 2,827,19 2,493,72!
Mortgage-backed securitie 2,296,85! 2,540,39: 2,738,38!
Corporate bond 7,711 8,341 48,311
FHLB stock 46,29: 26,91« 71,58¢
Equity securitie: 8,13: 27,15t 50,78¢
Total investment 5,486,60: 6,874,53! 6,038,91I
Residential real estate loa 2,914,622 2,606,66. 1,813,50!
Construction loan 1,467,62. 1,462,23! 710,75!
Commercial loan 4,797,441 5,593,01 7,171,36!
Finance lease 379,51( 322,43 243,38
Consumer loan 1,729,54 1,783,38. 1,570,46:
Total loans 11,288,74 11,767,73 11,509,47
Total interes-earning asse 16,775,34 18,642,27 17,548,38
Total nor-interes-earning assets (. 438,86. 540,63t 452 ,65:
Total asset $17,21420 $ 19,182,91 $18,001,03

Liabilities and stockholders’ equity
Interes-bearing liabilities:

Interes-bearing checking accour $ 44342( $ 371,42. $ 376,36(
Savings accoun 1,020,39! 1,022,68! 1,092,93:
Certificates of depos 9,291,90I 10,479,50 8,386,46.
Interest bearing deposi 10,755,71 11,873,60 9,855,76:
Other borrowed fund 3,449,49: 4,543,26: 5,001,38:
FHLB advance: 723,59t 273,39 890,68(
Total interes-bearing liabilities 14,928,80 16,690,26 15,747,82
Total nor-interes-bearing liabilities (2 959,36: 1,294,56. 976,70"
Total liabilities 15,888,16 17,984,822 16,724,53
Stockholder’ equity:
Preferred stoc 550,10( 550,10( 550,10(
Common stockholde’ equity 775,93¢ 647,98: 726,40¢
Stockholder’ equity 1,326,03! 1,198,08: 1,276,50!
Total liabilities and stockholde’ equity $17,214,20 $ 19,182,91  $18,001,03

(1) Includes the allowance for loan losses and theat@n on investment securities availe-for-sale.
(2) Includes changes in fair value on liabilities edetto be measured at fair value under SFAS

The Corporation’s total average assets weve2fillion and $19.2 billion as of December 3102@&nd 2006, respectively; a decrease for
2007 of $2.0 billion or 10% as compared to 2006 @hcrease in average assets was due to deleverddire balance sheet. In particular, the
Corporation made use of short-term money marketstnaents to pay down brokered certificates depasttisrepurchase agreements as they
matured and sold lower yielding U.S. Treasury amdtgage-backed securities. The average balandeafdmmercial loan portfolio decreased
by $795.6 million due to the repayment of $2.4idwilreceived from a local financial institutionliey 2006 and the partial extinguishment of
$50 million and the recharacterization of approxieha$183.8 million of secured commercial loanseexted to R&G Financial in
February 2007. As of December 31, 2006, the iner@aaverage assets compared to 2005 was mainljod(® an increase of $808.4 million
money market instruments due to the repayment df Biflion received from a local financial institom that was temporarily invested in short-
term investments; (2) an increase of $793.2 millioresidential real estate loans; (3) an incred$¥'51.5 million in construction loans; and
(4) an increase of $212.9 million in consumer lodf®ese positive variances were
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partially offset by a decrease of $1.6 billion onzmercial loans mainly due to the repayment of $2ln received from a local financial
institution in May 2006.

The Corporation’s total average liabilitiesres¢15.9 billion and $18.0 billion as of Decembg&r 3007 and 2006, respectively, a decrease of
$2.1 billion or 12% as compared to 2006. The deszréa average liabilities for 2007, as compare?l06, was driven by a lower average
balance of brokered CDs and repurchase agreemeat® dhe deleveraging of the Corporat®balance sheet. In addition, the redemption o
Corporation’s $150 million medium-term notes durthg second quarter of 2007, which carried a cigten than the overall cost of funding,
contributed to the decrease in average liabilitiea007. These reductions were partially offsetlhyigher average volume of advances from
FHLB.

As of December 31, 2006, the increase in @eeliabilities compared to 2005 was mainly duenttréases in brokered CDs partially offset by
decreases in other borrowed funds and FHLB advaf¢esincrease in brokered CDs and decrease in FkthBBnces was partly due to the
Corporation’s decision to replace FHLB advancethase matured since the collateral was under et@afu@uring 2005, the FHLB evaluated
the eligibility of collateral that secured the coential loans to local financial institutions anchctuded that such collateral was not eligible to
secure advances from the FHLB.

Assets

The Corporation’s total assets as of DecerBlheP007 amounted to $17.2 billion as comparedL#@4billion as of December 31, 2006, a
decrease of $203.3 million. The decrease in tasé® as of December 31, 2007, compared to tatetsaas of December 31, 2006, resulted from
an overall decrease in investment securities. Asipusly noted, the Corporation, as part of itatstgy, has deleveraged its balance sheet by
selling lower yield investments securities to payvd and retire higher cost brokered CDs and re@magelagreements as they matured. For the
year 2007 approximately $956 million of lower yield U.S. Treasury bonds and mortgage-backed semuitere sold, of which approximately
$566 million were opportunistically re-investedhigher yielding U.S. Agency mortgage-backed seiagit-urthermore, the Corporation’s
deferred tax asset decreased by $72.0 million @v¥2lue to the effect of the adoption of SFAS 159amuary 1, 2007 in the amount of
approximately $58.7 million and a reversal relatethe class action settlement paid in 2007.

Loans Receivable

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

December 31 2007 2006 2005 2004 2003
(Dollars in thousands

Residential real estate loans, including loans Faldale $ 3,164,42 $ 2,772,63i $ 2,346,94! $1,322,65! $1,023,18:
Commercial mortgag 1,279,25. 1,215,041 1,090,19: 690,90( 683,76¢
Construction loan 1,454,64. 1,511,60: 1,137,11 398,45: 328,17¢
Commercial loan 3,231,121 2,698,14. 2,421,21! 1,871,85. 1,623,96.
Commercial loans to local financial institutions

collateralized by real estate mortgages and pass-

through trust certificate 624,59° 932,01¢ 3,676,31 3,841,90i 2,061,43
Total commercial loan 6,589,61! 6,356,80: 8,324,84. 6,803,11. 4,697,34.
Finance lease 378,55t 361,63: 280,57: 212,23: 159,69¢
Consumer loan 1,667,15 1,772,917 1,733,56! 1,359,99! 1,160,82!

Total loans, gros 11,799,74 11,263,98 12,685,92 9,697,99 7,041,05!
Less:

Allowance for loan and lease loss (190,169 (158,296 (147,999 (141,036 (126,379

Total loans, ne $11,609,57: $11,105,68 $12,537,93 $9,556,95! $6,914,67
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Lending Activities

Gross total loans increased by $535.8 miliroA007, or 5%, when compared to 2006 due to arease in the Corporation’s commercial loan
portfolio (other than secured loans to local finahimstitutions) and the increase in the residdntiortgage loan portfolio driven by new
originations. As shown in the table above, the 2@@ns portfolio was comprised of commercial (568é¥idential real estate (27%), and
consumer and finance leases (17%). Of the totasgiaans of $11.8 billion for 2007, approximatedg8have credit risk concentration in Puerto
Rico, 12% in the United States and 8% in the Vilglands, as shown in the following table.

Puerto Virgin
As of December 31, 200 Rico Islands United States Total
(Dollars in thousands

Residential real estate loans, including loans Faldale $2,373,60. $430,16¢ $ 360,65: $ 3,164,42.
Commercial mortgag 837,09° 65,95 376,20: 1,279,25.
Construction loan 668,13« 143,56: 642,94¢ 1,454,64.
Commercial loan 3,071,06! 133,37t 26,69( 3,231,121
Commercial loans to local financial institutiondlateralized by real este

mortgages and pe-through trust certificate 624,59° — — 624,59°
Total commercial loan 5,200,88! 342,88¢ 1,045,84. 6,589,61!
Finance lease 378,55¢ — 378,55¢
Consumer loan 1,482,49 142,53: 42,12 1,667,15

Total loans, gros $9,435,54, $915,58¢ $1,448,61! $11,799,74

First BanCorp relies primarily on its retadtwork of branches to originate residential andscomer loans. The Corporation supplements its
residential mortgage originations with wholesale/ieing release purchases from small mortgage bhanker purpose of the following
presentation, the Corporation separately presemgsunercial loans to local financial institutionhase it believes this approach provides a
better representation of the Corporation’s comna¢qmioduction capacity.

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

For the year ended December 3:

2007 2006 2005 2004 2003
(Dollars in thousands

Beginning balanc $11,105,68 $12,537,93 $ 9,556,95! $6,914,67 $5,523,11:
Residential real estate loans originated and pgext 715,20: 908,84¢ 1,372,491 765,48t 546,70:
Construction loans originated and purcha 678,00: 961,74t 1,061,77. 309,05: 259,68
Commercial loans originated and purcha 1,898,15 2,031,62! 2,258,55! 1,014,94 924,71
Secured commercial loans disbursed to local fireinc

institutions — — 681,40 2,228,05! 1,258,78:
Finance leases originat 139,59¢ 177,39( 145,80¢ 116,20( 67,33
Consumer loans originated and purche 653,18( 807,97¢ 992,94 746,11: 583,08
Total loans originated and purchas 4,084,14. 4,887,599 6,512,97: 5,179,85. 3,640,291
Sales and securitizations of lo¢ (147,04 (167,38)) (118,52) (180,819 (228,82¢)
Repayments and prepayme (3,084,53)) (6,022,63) (3,803,80) (2,263,04) (1,938,30)
Other (decreases) increaX)@ (348,67%) (129,827 390,32 (93,717) (81,605
Net increase (decreas 503,89« (1,432,24) 2,980,97. 2,642,28 1,391,56!
Ending balanci $11,609,57. $11,105,68 $12,537,93 $ 9,556,95! $6,914,67
Percentage increase (decres 4.54% -11.4% 31.1% 38.21% 25.2(%

(1) Includes the change in the allowance for loan aadé losses and cancellation of loans due to gussession of the collater
(2) For 2007, includes the recharacterizatioseafurities collateralized by loans of approxima&133.8 million previously accounted for as a
secured commercial loan with R&G Financial. For 20acludes $470 million of loans acquired as pathe Ponce General acquisitic
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Residential Real Estate Loans

Residential real estate loan production arrdhmses for the year ended December 31, 2007 dectdy $193.6 million, compared to the
same period in 2006 and decreased by $463.6 mittimmpared to the same period in 2005. The decirasertgage loan production was
attributable to deteriorating economic conditiom®uerto Rico, the slowdown in the United Statasshy market and stricter underwriting
standards. The Corporation decided to make ceatdjiurstments to its underwriting standards desidoeshhance the credit quality of its
mortgage loan portfolio, in light of worsening maeconomic conditions in Puerto Rico. The Corporatigesidential real estate loan portfolic
primarily composed of fully amortizing fixed-ratedns. In accordance with the Corporatgahderwriting guidelines, residential real estagas
are fully documented loans and the Corporatiorotsagtively involved in the origination of negatigenortization loans or option adjustable rate
mortgage loans.

Residential real estate loans represent 188talfloans originated and purchased for 2007 Wik residential mortgage loans balance
increasing by $391.8 million, from $2.8 billion 2006 to $3.2 billion in 2007. The Corporation’saségy is to penetrate markets by providing
customers with a variety of high quality mortgageducts. The Corporation’s residential mortgage loaginations continued to be driven by
FirstMortgage. The Corporation continued to cormsulbstantial resources to this operation with thed gbbecoming a leading institution in the
highly competitive residential mortgage loans markée Corporation established FirstMortgage asadsalone subsidiary in 2003. As of
December 31, 2007, FirstMortgage had a distributietwork of 26 mortgage centers, including staruhalcenters and offices located within
FirstBank Puerto Rico branches. FirstMortgage smpphts its internal direct originations throughrétail network with an indirect business
strategy. The Corporation’s Partners in Businestyiaion of FirstMortgage, partners with mortgdgekers in Puerto Rico to purchase ongoing
mortgage loan production. FirstMortgage Realty @rdaunched in 2005, focuses on building relatiguskvith realtors by providing resources,
office amenities and personnel, to assist reatebtakers in building their individual businessesl closing transactions. FirstMortgage’s multi-
channel strategy has proven to be effective inurapg business.

Commercial and Construction Loans

In recent years, the Corporation has emphdsiammercial lending activities and continues togieate this market. A substantial portion of
this portfolio is collateralized by real estatetdlcommercial loans originated and purchased ateduio $2.6 billion for 2007, a decrease of
$417.2 million when compared to originations dur@6, for total commercial loans portfolio of $@ilion at December 31, 2007. As a result
of new originations net of prepayments and matsjtthe commercial loans balance, excluding seaogunercial loans to local financial
institutions, increased by $0.5 billion, from $Bifion as of December 31, 2006 to $6.0 billionchdDecember 31, 2007.

The decrease in commercial and constructian froduction for 2007, compared to 2006, was maok to adverse economic conditions in
Puerto Rico and in the U.S. real estate marken¢jpally in the state of Florida) and the implenagian of stricter underwriting standards.
According to the Puerto Rico Planning Board, PuRittb has been in a midst of a recession, causstgvadown in the commercial business
activity. The U.S. mainland real estate market als® slowed, influenced, among other things, byimiag home prices and an oversupply of
available property inventory. Increases in propersurance premiums along with rising gas pricesadso affecting the areas in which the
Corporation does business in the U.S. mainland,Amce the third quarter of 2006, the Corporatienided to limit the origination and reduce
the exposure of condo conversion loans in the m&nland. As a result, the condo conversion loatf@@ decreased from its peak in May
2006 of approximately $653 million to approximat&805 million as of December 31, 2007.

Although commercial loans involve greater dredk because they are larger in size and maieisi concentrated in a single borrower, the
Corporation has and continues to develop an effectiedit risk management
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infrastructure that mitigates potential losses eisged with commercial lending, including strongdenwriting and loan review functions, sales
loan participations, and continuous monitoring @ficentrations within portfolios.

The Corporation’s commercial loans are pritgarariable and adjustable rate loans. Commerogh loriginations come from existing
customers as well as through referrals and di@datitations. The Corporation follows a strateggnad to cater to customer needs in the
commercial loans middle-market segment by builditigng relationships and offering financial solagdhat meet customers’ unique needs.
Starting in 2005, the Corporation expanded itgithistion network and participation in the commerdi@ns middle market segment by focusing
on customers with financing needs in amounts Ubtmillion. The Corporation established 5 regiouffices that provide coverage throughout
Puerto Rico. The offices are staffed with salesketing and credit officers able to provide a higiel of personalized service and prompt
decision-making.

The Corporation has a significant lending @nication of $382.6 million in one mortgage origoran Puerto Rico, Doral, as of
December 31, 2007. The Corporation has outstarki2d@.0 million with another mortgage originatoAnerto Rico, R&G Financial, for total
loans to mortgage originators amounting to $624ilBam as of December 31, 2007. These commerciah$oare secured by individual mortgage
loans on residential and commercial real estatBecember 2005, the Corporation obtained a waiaen the Office of the Commissioner of
Financial Institutions of the Commonwealth of PadRico with respect to the statutory limit for imdiual borrowers (loan to one borrower
limit). In May 2006, FirstBank Puerto Rico received¢ash payment from Doral of approximately $2[Hobi, substantially reducing the balance
of the secured commercial loan extended to thétutisn. The Corporation has continued workingtbe reduction of these exposures with both
financial institutions.

As previously discussed, the execution ofapeeements entered into with R&G Financial duri@@2enabled First BanCorp to fulfill the
remaining requirement of the consent order signigdl banking regulators relating to the mortgagexiesd transactions with R&G Financial that
First BanCorp previously accounted for as commeélo@ns secured by mortgage loans and pass-thrioughcertificates.

Consumer Loans

Consumer loan originations and purchasesrmeipally driven through the Corporation’s retadtwork. For the year ended December 31,
2007, consumer loan originations amounted to $668llibn, a decrease of $154.8 million or 19% comguhto the same period in 2006. The
decrease in consumer loan originations was attiilatto a lower volume of business resulting fratmesise economic conditions of Puerto Rico
coupled with stricter underwriting standards puplace to improve the credit quality of the porifolThe decrease of $105.8 million in the
consumer loan balance as of December 31, 2007, a@upo the balance as of December 31, 2006, wasodorincipal repayments, higher
charge-offs and the sale of approximately $15.8ionilof the Corporation’s credit card portfolio guant to a strategic alliance agreement
reached with a U.S. financial institution. Consure&n originations are driven by auto loan origioas through a strategy of providing
outstanding service to selected auto dealers wihnige the channel for the bulk of the Corporaticewo loan originations. This strategy is
directly linked to our commercial lending activiias the Corporation maintains strong and stalitefor plan relationships, which are the
foundation of a successful auto loan generatiomadjme. The Corporation will continue to strengtttba commercial relations with floor plan
dealers, which directly benefit the Corporatioromsumer lending operation.

Finance Leases

Originations of finance leases, which are myastmposed of loans to individuals to finance &leguisition of motor vehicles, decreased by
$37.8 million or 21% to $139.6 million during 206@mpared to 2006. Driven by new originations thefptio balance increased by
$16.9 million in 2007. These leases typically hive-year terms and are collateralized by a segimierest in the underlying assets. The
Corporation exposure to operating leases is minimal
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Investment Activities

The Corporation’s investment portfolio as afd@mber 31, 2007 amounted to $4.8 billion, a dsere&$732.8 million when compared with
the investment portfolio of $5.5 billion as of Dedeer 31, 2006. The decrease in investment secrimuilted mainly from prepayments and
maturities received from the Corporation’s investingortfolio coupled with the sale of low-yield U.Breasury and mortgage-backed securities
during 2007 consistent with the Corporation’s diecigo deleverage the balance sheet. For the \y@#3f, Approximately $956 million of lower
yielding U.S. Treasury bonds and mortgage-backedritees were sold, of which approximately $566limil were opportunistically re-invested
in higher yielding U.S. Agency mortgage-backed siéies. The Corporation’s decision to deleveragebilance sheet was influenced, among
other things, by the flat to inverted yield curvelao protect net interest margin. As a result,Gloeporation decided to repay higher rate
maturing liabilities, in particular brokered CDs\darepurchase agreements as they matured.

Total purchases of investment securities, oy those invested on a short-term basis (morekeh investments) during 2007 amounted to
approximately $1.1 billion and were composed maaflynortgage-backed securities in the amount oB%%8lion with a weighted average
coupon of 5.76% and government agency securitidda8. Treasury securities in the amount of $52lianiwith a weighted average coupor
4.46%.

The following table presents the carrying eatli investments as of December 31, 2007 and 2006:

2007 2006
(Dollars in thousands
Money market investmen $ 183,13¢ $ 456,47(
Investment securities he-to-maturity:
U.S. Government and agencies obligati 2,365,14 2,258,041
Puerto Rico Government obligatio 31,22 31,71¢
Mortgage«backed securitie 878,71« 1,055,37!
Corporate bond 2,00C 2,00C
3,277,08: 3,347,13:
Investment securities availa-for-sale:
U.S. Government and agencies obligati 16,03 403,59:
Puerto Rico Government obligatio 24,521 25,30z
Mortgage«backed securitie 1,239,16! 1,253,85:
Corporate bond 4,44¢ 4,961
Equity securitie: 2,11¢ 12,71¢
1,286,28! 1,700,42.
Other equity securitie 64,90¢ 40,15¢
Total investment $4,811,41. $5,544,18.
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Mortgage-backed securities as of Decembe2@07 and 2006, consist of:

2007 2006
(Dollars in thousands

Helo-to-maturity:

FHLMC certificates $ 11,27« $ 15,43¢
FNMA certificates 867,44( 1,039,93
878,71« 1,055,37!

Available-for-sale:
FHLMC certificates 158,95! 7,57¢
GNMA certificates 44,34( 374,36¢
FNMA certificates 902,19¢ 871,54(
Mortgage pas-through certificate 133,67¢ 37C
1,239,16! 1,253,85:
Total mortgag-backed securitie $2,117,88: $2,309,22!

The carrying amounts of investment securitlassified as available-for-sale and held-to-matwas of December 31, 2007 by contractual
maturity (excluding mortgage-backed securities muathey market investments) are shown below:

Carrying amount Weighted average yield ¥
(Dollars in thousands

U.S. Government and agencies obligati

Due within one yea $ 254,88 4.14
Due after five years through ten ye 7,001 6.0t
Due after ten yeal 2,119,291 5.82
2,381,17! 5.64
Puerto Rico Government obligatio
Due after one year through five ye 13,741 4.9¢
Due after five years through ten ye 24,69t 5.8(
Due after ten yeal 17,30 B.5%
55,74: 5.52
Corporate bond
Due after five years through ten ye 1,10z 7.7C
Due after ten yeal 5,34¢ 7.1€
6,44¢ 7.25
Total 2,443,37!
Mortgage-backed securitie 2,117,88:
Equity securitie: 2,11¢€
Total investment securities availa-for-sale and he-to-maturity $ 4,563,36!

Total proceeds from the sale of securitiesnduthe year ended December 31, 2007 amounteda®.$Million (2006 —$232.5 million).

In 2007, the Corporation realized gross gairs5.1 million (2006 — $7.3 million, 2005 — $21million), and realized gross losses of
$1.9 million (2006 — $0.2 million, 2005 — $0.7 nidlh).

During the year ended December 31, 2007, tirpd@ation recognized through earnings approxirgaibl9 million (2006 — $15.3 million,
2005 — $8.4 million) of losses in the investmerdwséies available-for-sale portfolio that manageteonsidered to be other-than-temporarily
impaired; as such, the cost basis of these sexmiritas written down to the market value as of #te df the analyses and reflected in earnings as
arealized loss. The impairment losses were relatedjuity securities.
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Net interest income of future periods may fiected by the acceleration in prepayments of nagéggbacked securities. Acceleration in the
prepayments of mortgage-backed securities woul@tguelds on securities purchased at a premiurtheaamortization of premiums paid upon
acquisition of these securities would acceleratversely, acceleration in the prepayments of nagregbacked securities would increase yields
on securities purchased at a discount, as the eaoh of the discount would accelerate. Also,in&gtrest income in future periods might be
affected by the Corporation’s investment in cakadbcurities. The recent drop in rates in the kmdyof the yield curve had the effect of
increasing the probability of the exercise of entdseticalls in the approximately $2.1 billion U.S.elgy securities portfolio during 2008. Low
reinvestment rates and a time lag between cakpgyments and/or the maturity of investments atubhceinvestment of proceeds into new
investments, might also affect net interest incoise risks are directly linked to future periogiiarket interest rate fluctuations. Refer to the
“Risk Management — Interest Rate Risk Managemesntisn of this Management'’s Discussion and Analf@igurther analysis of the effects
of changing interest rates on the Corporation’smetrest income and for the interest rate risk aga@ment strategies followed by the
Corporation.

80




Table of Contents

Investment Securities and Loans Receivable Mat@$

The following table presents the maturitiesepricing of the loan and investment portfolioch®ecember 31, 2007:

(Dollars in thousands)

2-5 Years Over 5 Years
Fixed Variable Fixed Variable
One Year Interest Interest Interest Interest
or Less Rates Rates Rates Rates Total
Money market investmen $ 183,13t $ — $ — $ — $ — $ 183,13¢
Mortgage¢-backed securitie 247,29’ 476,04¢ 29¢€ 1,394,23! — 2,117,88:
Other securitie(®) 321,89( 13,94¢ — 2,174,55I — 2,510,39:
Total investment 752,32: 489,99° 29¢€ 3,568,79! — 4,811,41:
Loans(@
Residential real esta 497,69: 365,39: — 2,301,33 — 3,164,42.
Commercial and commercial
mortgage 4,094,92! 602,29" 192,58 192,92¢ 52,23¢ 5,134,97.
Constructior 1,396,25 26,12¢ — 32,25¢ — 1,454,64.
Finance lease 96,62! 281,93! — — — 378,55¢
Consume| 655,85 944 ,65¢ — 13,08¢ 53,55: 1,667,15:
Total loans 6,741,35: 2,220,40: 192,58 2,539,61: 105,79( 11,799,74
Total earning asse $7,493,67 $2,710,40! $192,88: $6,108,40 $105,79( $16,611,15

(1) Equity securities availak-for-sale and other equity securities were included wutids“ one year or less categ”.
(2) Non-accruing loans were included under “one year or less categ’”.

Sources of Funds

The Corporation’s principal funding sources Aranch-based deposits, retail brokered CDstuistnal deposits, federal funds purchased,
securities sold under agreements to repurchases patyable and FHLB advances.

As of December 31, 2007, total liabilities amted to $15.8 billion, a decrease of $395.4 millks compared to $16.2 billion as of
December 31, 2006. The decrease in total lialslias attributable to less federal funds purchasedsecurities sold under repurchase
agreements consistent with the deleveraging ointhestment portfolio and the redemption of the @ogtion’s $150 million callable fixed-rate
medium-term note during 2007. This was offset bynanease in the amount of advances from the FHLB.

81




Table of Contents

The Corporation maintains unsecured uncomchlitees of credit with other banks. As of Decem®&y 2007, the Corporation’s total unused
lines of credit with these banks amounted to $128llfon. As of December 31, 2007, the Corporatiad an available line of credit with the
FHLB, guaranteed with excess collateral pledgethéo-HLB in the amount of $543.7 million.

Deposits

Total deposits amounted to $11.0 billion aPetember 31, 2007, $11.0 billion as of Decembe2806 and $12.5 billion as of December
2005.

The following table presents the compositibtotal deposits:

December 31,

Weighted average rate: 2007 2006 2005
as of December 31, 20( (Dollars in thousands
Savings accoun 1.93% $ 1,036,66: $ 984,33: $ 1,034,04
Interes-bearing checking accour 2.15% 518,57( 433,27¢ 375,30¢
Certificates of depos 5.09% 8,857,40! 8,795,69: 10,243,39
Interes-bearing deposit 4.63% 10,412,63 10,213,30 11,652,74
Nor-interes-bearing deposit 621,88 790,98! 811,00¢
Total $11,034,52 $11,004,28 $12,463,75
Interes-bearing deposits
Average balance outstandi $10,755,71' $11,873,60 $ 9,855,76.
Non-interes-bearing deposits
Average balance outstandi $ 56399 $ 771,34. $ 791,81
Weighted average rate during the period on inteseating
deposits (1 4.88% 4.62% 3.2%%

(1) Excludes changes in the fair value of cadidiiiokered CDs elected to be measured at fair valder SFAS 159 and changes in the fair
value of derivatives that hedge (economically adenfair value hedge accounting) brokered CDs hadtsis adjustmer

Total deposits are composed of branch-baspdsits, brokered CDs and, to a lesser extenttuistnal deposits. Institutional deposits
include, among others, certificates issued to agsraf the Government of Puerto Rico and to Govemragencies in the Virgin Islands.

Total deposits slightly increased as of Decendd, 2007, when compared to December 31, 200&rdby an increase in interest-bearing
checking accounts as the Corporation added newuptedo expand its client base, coupled with ehsligcrease in brokered CDs. Brokered
CDs, which are certificates sold through brokenspanted to $7.2 billion as of December 31, 2007 gared to $7.1 billion as of December 31,
2006. The use of brokered CDs has been particulapprtant to the growth of the Corporation. Thetwation encounters intense competition
in attracting and retaining deposits in Puerto Ridwe brokered CDs market is a very competitive lamdd market in which the Corporation has
been able to obtain substantial amounts of funtirgiort periods of time. This strategy enhancedCbrporation’s liquidity position, since the
brokered CDs are unsecured and can be obtainedbstbsitially longer maturities than other reguiail deposits. Also, the Corporation has the
ability to convert the fixed-rate brokered CDs bog-term adjustable rate liabilities using inténede swap agreements. For the year ended
December 31, 2007, the Corporation issued $4.®biih brokered CDs (including rollover of shaetrm brokered CDs) compared to $4.9 bill
for the year ended December 31, 2006. Refer t6Rek Management — Interest Rate Risk Managemeattien of this Management’s
Discussion and Analysis for further discussion miefiest rate risk management strategies followetth&yCorporation.

As of December 31, 2007, 61% of the valueetdit brokered CDs held by the Corporation washeform of long-term fixed callable
certificates, in which the Corporation retains timtion to cancel the certificates before maturty.of December 31, 2007, the average remai
maturity on the long-term callable brokered CDsragpnated 9.31 years (2006 — 10.60 years) and eshbrtterm fixed brokered certificates
deposits
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approximated 0.52 years (2006 — 0.45 years). Wkamgunterest rate swaps, the Corporation mainbnemically hedges those brokered CDs
with long-term maturities.

The following table presents a maturity sumyrircertificates of deposit with balances of $T@®@ or more, including brokered CDs, as of
December 31, 2007. As of December 31, 2007, brok€i2s over 100,000 amounted to $7.2 billion. Brekle€Ds are sold by third-party
intermediaries in denominations of $100,000 or.less

(Dollars in thousand

Three months or les $ 1,582,36:
Over three months to six mont 700,00(
Over six months to one ye 1,038,03:
Over one yea 4,740,52i

Total $ 8,060,92.
Borrowings

As of December 31, 2007, total borrowings amed to $4.5 billion as compared to $4.7 billiod &%.8 billion as of December 31, 2006 and
2005, respectively.

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

As of December 31

Weighted average rate 2007 2006 2005
as of December 31, 20! (Dollars in thousands
Federal funds purchased and securities sold umpteements to
repurchass 4.47%  $3,094,64( $3,687,72. $4,833,88:
Advances from FHLE 4.7%% 1,103,001 560,00( 506,00(
Notes payabli 4.7¢% 30,54: 182,82¢ 178,69:
Other borrowing: 7.51% 231,81° 231,71¢ 231,62:
Total (1) 4.7(%  $4,460,000 $4,662,27. $5,750,19
Weighted average rate during the pel 5.06% 4.9% 4.08%

(1) Includes $2.6 billion as of December 31, 2007 wlachtied to variable rates or matured within ary

The Corporation uses federal funds purchasgdirchase agreements, advances from the Fedarsd Hoan Bank (FHLB), notes payable
and other borrowings, such as trust preferred gesjras additional funding sources.

The Corporation’s investment portfolio is stasgially funded with repurchase agreements. OrthefCorporation’s strategies is the use of
structured repurchase agreements. Under thesenagmés the Corporation attempts to reduce expdselrgerest rate risk by lengthening the
final maturities of its liabilities while keepingifiding cost low. During 2007, the Corporation irased the amount of its structured repos to
$2.3 billion from $1.4 billion as of December 3D05. Some of the new repos entered in the periad steuctured as “flipper repowihich price
below LIBOR for an extended period with a floor andap and other repos were structured to locfeiman extended period, interest rates lower
than yields of the securities pledged.

FirstBank is a member of the FHLB system abthims advances to fund its operations under ateodl agreement with the FHLB that
requires the Bank to maintain minimum qualifyingnigages as collateral for advances taken. As okBer 31, 2007, the outstanding balance
of FHLB advances was $1.1 billion.

In the past, the Corporation undertook sevamahcing transactions to diversify its fundingusces. Among its funding sources are notes
payable with an outstanding balance of $30.5 nnilas of December 31, 2007. During 2007, the Cotmraedeemed a $150 million medium-
term note which carried a cost higher than the all’eost of funding. The derecognition of the unatized balance of the basis adjustment,
placement fees and debt issue
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costs resulted in adjustments to earnings of apmately $1.3 million, increasing the Corporation@t interest income.

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

Also in 2004, FBP Statutory Trust Il, a statyttrust that is wholly-owned by the Corporatiordanot consolidated in the Corporation’s
financial statements, sold to institutional invest®125 million of its variable rate trust prefefsecurities. The proceeds of the issuance, tot
with the proceeds of the purchase by the Corparatf$3.9 million of FBP Statutory Trust |l varigbitate common securities, were used by FBP
Statutory Trust Il to purchase $128.9 million aggre principal amount of the Corporation’s Juniob&dinated Deferrable Debentures.

The trust preferred debentures are presenttgiCorporation’s Consolidated Statement of FRifedrCondition as Other Borrowings, net of
related issuance costs. The variable rate trugtipeel securities are fully and unconditionally tareeed by the Corporation. The $100 million
Junior Subordinated Deferrable Debentures issugtidoZorporation in April 2004 and the $125 millissued in September 2004, mature on
September 17, 2034 and September 20, 2034, resglgctiowever, under certain circumstances, thauritatof Junior Subordinated Debentures
may be shortened (which shortening would resudt imandatory redemption of the variable rate trustgored securities). The trust preferred
securities, subject to certain limitations, quabfy Tier | regulatory capital under current Fed®sderve rules and regulations.

Off-Balance Sheet Arrangements

In the ordinary course of business, the Cation engages in financial transactions that ategewmrded on the balance sheet, or may be
recorded on the balance sheet in amounts thatféeeedt than the full contract or notional amouwffithe transaction. These transactions are
designed to (1) meet the financial needs of custen{2) manage the Corporation’s credit, markdiopridity risks, (3) diversify the
Corporation’s funding sources and (4) optimize tpi
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As a provider of financial services, the Caogimn routinely enters into commitments with bfiance sheet risk to meet the financial nee
its customers. These commitments may include loamngitments and standby letters of credit. Thesensibments are subject to the same credit
policies and approval process used fobatance sheet instruments. These instruments iaytlwarying degrees, elements of credit andest
rate risk in excess of the amount recognized irstatement of financial position. As of December 3107, commitments to extend credit and
commercial and financial standby letters of craditounted to approximately $1.7 billion and $112illion, respectively. Commitments to
extend credit are agreements to lend to custonsdiang as the conditions established in the contnacmet. Generally, the Corporation’s
mortgage banking activities do not enter into ies¢rate lock agreements with its prospective egrs.

Contractual Obligations and Commitments

The following table presents a detail of thatumities of the Corporation’s contractual obligas and commitments, which consist of
certificates of deposits, longrm contractual debt obligations, operating leastiger contractual obligations, commitments td mertgage loan
and commitments to extend credit:

Contractual Obligations and Commitments
(As of December 31, 2007)
(Dollars in thousands

Total Less than 1 yea 1-3 years 3-5 years After 5 years
Contractual obligations (1
Certificates of depos $ 8,857,40! $ 3,933,53 $1,218,25! $ 344,84( $3,360,76
Federal funds purchased and securities sold unde
agreements to repurche 3,094,64i 807,14t 387,50( 700,00( 1,200,00!
Advances from FHLE 1,103,00! 922,00( 97,00( 74,00( 10,00(
Notes payabli 30,54: — — 16,23 14,30¢
Other borrowing: 231,81° — — — 231,81°
Operating lease 63,18¢ 10,16¢ 15,80z 10,41¢ 26,79¢
Other contractual obligatior 17,95¢ 4,051 7,80¢ 6,09t —
Total contractual obligatior $13,398,54 $ 5,676,90. $1,726,36! $1,151,59 $4,843,68!
Commitments to sell mortgage loe $ 11,80 $ 11,80:
Standby letters of crec $ 112,69( $ 112,69
Commitments to extend cred
Lines of credit $ 1,171,41 $ 1,171,41
Letters of credi 41,47¢ 41,47¢
Commitments to originate loal 455,13¢ 455,13¢
Total commercial commitmen $ 1,668,02! $ 1,668,02!

(1) $30.7 million of tax liability, including acaed interest of $8.6 million, associated with wagnized tax benefits under FIN 48 has been

excluded due to the high degree of uncertaintyriigg the timing of future cash outflows associatgth such obligations

The Corporation has obligations and commitmémimake future payments under contracts, sudelatsand lease agreements, and under
other commitments to sell mortgage loans at fdneand commitments to extend credit. Commitmemesxtend credit are agreements to len
a customer as long as there is no violation of@mdition established in the contract. Other cartra obligations result mainly from contracts
for rental and maintenance of equipment. Sinceatedommitments are expected to expire withoutdpeimwn upon, the total commitment
amount does not necessarily represent future eaghrements. In the case of credit cards and patdioes of credit, the Corporation can at any
time and without cause cancel the unused credlitfac
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Capital

The Corporation’s stockholders’ equity amodrtie $1.4 billion as of December 31, 2007, compaoe$tl.2 billion as of December 31, 20086,
an increase of $192.1 million. The increase inldtotders’ equity for 2007 is due to the sale of5®@.2nillion shares of First BanCorp’s common
stock to Scotiabank in a private placement. Scatifitpaid a purchase price of $10.25 per First Bapl€@ommon share, for a total purchase
price of approximately $94.8 million. The net preds to First BanCorp after discounts and expenses approximately $91.9 million.
Scotiabank acquired 10% of First BanCorp’s outstendommon shares as of the close of the transadis of December 31, 2007, First
BanCorp had 92,504,506 common shares outstanding.

Additional increases in stockholders’ equityrer mainly composed of after-tax adjustments torimaigg retained earnings of approximately
$91.8 million from the adoption of SFAS 159 and imebme of $68.1 million for 2007, partially offsey dividends declared of $64.9 million
during 2007.

As of December 31, 2007, First BanCorp, FiestlBPuerto Rico and FirstBank Florida were in coamule with regulatory capital
requirements that were applicable to them as adiaaholding company, a state norember bank and a thrift, respectively (i.e., totghital an
Tier 1 capital to risk-weighted assets of at |&¥tand 4%, respectively, and Tier 1 capital to agerassets of at least 4%). Set forth below are
First BanCorp, FirstBank Puerto Rico and FirstBRidrida’s regulatory capital ratios as of December 31, 20@¥ December 31, 2006, basel
existing Federal Reserve, Federal Deposit Insur@uacporation and the Office of Thrift Supervisionidelines.

Banking Subsidiaries

Well-
FirstBank Capitalized
First BanCorp FirstBank Florida Minimum

As of December 31, 200
Total capital (Total capital to ri-weighted asset: 13.8t% 13.2% 10.92% 10.0(%
Tier 1 capital ratio (Tier 1 capital to ri-weighted asset: 12.61% 11.9¢% 10.42% 6.0(%
Leverage ratio (1 9.2% 8.85% 7.7<% 5.0(%
As of December 31, 200
Total capital (Total capital to ri-weighted asset: 12.25% 12.25% 11.3%% 10.0(%
Tier 1 capital ratio (Tier 1 capital to ri-weighted asset: 11.06% 11.02% 10.9¢% 6.0(%
Leverage ratio (1 7.82% 7.7¢% 7.91% 5.0(%

(1) Tier 1 capital to average assets in the o&sérst BanCorp and FirstBank and Tier 1 Capitehtijusted total assets in the case of FirstBank
Florida.

As of December 31, 2007, FirstBank and FirstBalorida were considered well-capitalized bardspurposes of the prompt corrective
action regulations adopted by the FDIC. To be amreid a well-capitalized institution under the FBI€gulations, an institution must maintain
a Leverage Ratio of at least 5%, a Tier 1 CapitdldRof at least 6% and a Total Capital Ratio deast 10%, and not be subject to any written
agreement or directive to meet a specific capéttbr

Dividends

For each of the years ended on December 37, ZD06 and 2005, the Corporation declared inexgage cash dividends of $0.28 per com
share. Total cash dividends paid on common shanesiated to $24.6 million for 2007 (or an 88% dividegpayout ratio), $23.3 million for 2006
(or a 53% dividend payout ratio) and $22.6 millfon2005 (or a 30% dividend payout ratio). Dividerikclared on preferred stock amounted to
$40.3 million in 2007, 2006 and 2005.
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RISK MANAGEMENT
Background

During the first quarter of 2006, the Boardiesved the Corporatios’risk management program with the assistancetsfdsiconsultants ar
counsel. This effort resulted in the realignmenthef Corporation’s risk management functions ardeattioption of an enterprise-wide risk
management process. The Board appointed a seni@mgament officer as Chief Risk Officer (“CRO”) amplpointed this officer to the Risk
Management Council (“RMC”) with reporting respornibiles to the CEO and the Audit Committee. In ditdi, the Board established an
Asset/Liability Risk Committee of the Board, witheysight responsibilities for risk management, uildhg asset quality, portfolio performance,
interest rate and market sensitivity, and portfdiiersification. In addition, the Asset/Liabiliigisk Committee has authority to examine the
Corporation’s assets and liabilities, such asritkéred CDs, to facilitate appropriate oversighthigy Board. Finally, management is required to
bring to the attention of the Asset/Liability RiSlommittee new forms of transactions or variantfoohs of transactions that the Asset/Liability
Risk Committee has not yet reviewed to enable thgefLiability Risk Committee to fully evaluate tbensequences of such transactions to the
Corporation. In addition, management is requireldring to the attention of the Audit Committee nfanms of transactions or variants of forms
of transactions for which the Corporation has retednined the appropriate accounting treatmenthéble the Audit Committee to fully evalui
the accounting treatment of such transactions.

During 2006 and 2007, management continuedfioe and enhance its risk management policiex;gases and procedures to maintain
effective risk management and governance, incluiagtifying, measuring, monitoring, controllingjtigating and reporting of all material
risks.

General

Risks are inherent in virtually all aspectshad 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 ensuretttea€orporatiors risk taking activities ai
consistent with the Corporation’s objectives arstt tolerance and that there is an appropriate balbatween risk and reward in order to
maximize shareholder value.

The Corporation has in place a risk manageifnanmtework to monitor, evaluate and manage thecral risks assumed in conducting its
activities. First BanCorp’s business is subjeatitght broad categories of risks: (1) interest rele, (2) market risk, (3) credit risk, (4) liqutgli
risk, (5) operational risk, (6) legal and compliantsk, (7) reputation risk, and (8) contingendskri
Risk Definition
Interest Rate Ris

Interest rate risk is the risk to earningsapital arising from adverse movements in interatss.

Market Risk

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

Credit Risk

Credit risk is the risk to earnings or capéeking from a borrower’s or a counterparty’sdad to meet the terms of a contract with the
Corporation or otherwise to perform as agreed. Refe—Credit Risk Management” section below forther details.
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Liquidity Risk
Liquidity risk is the risk to earnings or ctghiarising from the possibility that the Corpoeatiwill not have sufficient cash to meet the short

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

Operational Risk

Operational risk is the risk of loss resultingm inadequate or failed internal processes, leeapd systems or from external events. This risk
is inherent across all functions, products andisesvof the Corporation.

Legal and Compliance Ri

Legal and compliance risk is the risk of negaimpact to business activities, earnings or tedpiegulatory relationships or reputation as a
result of failure to adhere to or comply with regfidns, laws, industry codes or rules, regulatoiyeetations or ethical standards.

Reputational Ris

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

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

Risk Governance

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

Board of Directors

The Board of Directors provides oversight asthblishes the objectives and limits of the Capion’s risk management activities. The
Asset/Liability Risk Committee and the Audit Comted# assist the Board of Directors in executing théponsibility.

Asset/Liability Risk Committe

The Asset/Liability Risk Committee of the Corption is appointed by the Board of Directors geist the Board of Directors in its oversight
of risk management, including asset quality, pddfperformance, interest rate and market sensgjtignd portfolio diversification. In addition,
the Asset/Liability Risk Committee has the authotit examine the Corporation’s assets and liaéditin so doing, the Committee’s primary
general functions involve:

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

. The identification of the Corporati’s risk tolerance levels relating to its assetslefulities;
. The evaluation of the adequacy and effectivenésise Corporation’s risk management process rejat the Corporation’s assets and
liabilities, including manageme’s role in that proces
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. The evaluation of the Corporat’s compliance with its risk management processinglab the Corporatic’s assets and liabilities; a

. The approval of loans and other business mattdswving the lending authorities approved by the Bb.

Audit Committet

The Audit Committee of First BanCorp is appgethby the Board of Directors to assist the Bodricectors in its oversight of risk
management processes related to compliance, apesathe Corporation’s internal audit function, aimel Corporation’s external financial
reporting and internal control over financial refoag process. In performing this function, the Audommittee is assisted by the CRO, the R
and other members of senior management.

Risk Management Count

The RMC is responsible for supporting the CR@easuring and managing the Corporation’s aggeagsk profile. The RMC executes
management’s oversight role regarding risk managéeméis committee is designed to ensure that pipeapriate authorities, resources,
responsibilities and reporting are in place to supan effective risk management program. The RMQr&il consists of various senior
executives throughout the Corporation and meets monthly basis. The RMC is responsible for engutirat the Corporation’s overall risk
profile is consistent with the Corporation’s objeets and risk tolerance levels. The RMC is alspoesible for ensuring that there are
appropriate and effective risk management procdsseentify, measure and manage risks on an agtgdinsis. Refer to “Interest Rate Risk,
Credit Risk, Liquidity, Operational, Legal and R&gory Risk Management - Operational Risk” discasdielow for further details of matters
discussed in the RMC.

Other Management Committees

As part of its governance framework, the Cosgion has various risk management related-comesitt€hese committees are jointly
responsible for ensuring adequate risk measureamghinanagement in their respective areas of atighéti the management level, these
committees include:

(1) Management’s Investment and Asset Liability Cotteei — oversees interest rate and market riskidiijumanagement and other related
matters. Refer t“—Interest Rate Risk Managem” discussion below for further detai

(2) Information Technology Steering Committee — spansible for the oversight of and counsel on mattedated to information technology
including the development of information managenpmiicies and procedures throughout the Corpora

(3) Bank Secrecy Act Committee — is responsible fa@arsight, monitoring and reporting of the Corparyats compliance with Bank Secrecy
Act.

(4) Credit Committees (Delinquency and Credit ManageihCommittee) — oversee and establish standardsddit risk management
processes within the Corporation. The Credit Manesgeg Committee is responsible for the approvabahk above an established size
threshold. The Delinquency Committee is respondiii¢he periodic reviews of (1) past due loan$,a2erdrafts, (3) non-accrual loans,
(4) OREO assets, and (5) the b’'s watch list and nc-performing loans

Executive Officer

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

(1) Chief Executive Officer and Chief Operating Offi— responsible for the overall risk governance stmg

(2) Chief Risk Officer — responsible for the overgighthe risk management organization as well sls gbvernance processes. In addition,
the CRO manages the operational risk prog!
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(3) Chief Credit Office- manages the Corporati's credit risk prograrn

(4) Chief Financial Officer — in combination with ti®rporation’s Treasurer, manages the Corporatiotésest rate and market and
liquidity risks programs and in combination witretB@orporation’s Chief Accounting Officer is respitne for the implementation of
accounting policies and practices in accordanck génherally accepted accounting principles in théedl States and applicable
regulatory requirement

(5) Chief Accounting Officer — responsible for thevdivpment and implementation of the Corporatiosoainting policies and practices
and the review and monitoring of critical accoustsl transactions to ensure that they are managstordance with generally accepted
accounting principles in the United States andiapple regulatory requiremen

Other Officers

In addition to the centralized Enterprise Ridknagement function, certain lines of businessamgorate functions have their own Risk
Managers and support staff. The Risk Managersewkjporting directly within their respective linetusiness or function, facilitate
communications with the Corporation’s risk functamnd works in partnership with the CRO to enslignaent with sound risk management
practices and expedite the implementation of therprise risk management framework and policies.

Interest Rate Risk, Credit Risk, Liquidity, Operational, Legal and Regulatory Risk Management

The following discussion highlights First Bao’s adopted policies and procedures for interestriskecredit risk, liquidity risk, operation
risk, legal and regulatory risk.

Interest Rate Risk Management

First BanCorp manages its asset/liability posiin order to limit the effects of changes iteirest rates on net interest income. The
Management'’s Investment and Asset Liability Comeeitvf the Corporation (“MIALCO”) oversees intereste risk, liquidity management and
other related matters. The MIALCO, which reportshte Investment Sub-committee of the Board of Doex Asset/Liability Risk Committee,
composed of senior management officers, includiegQhief Executive Officer, the Chief Financial ioéfr, the Chief Operating Officer, the
Chief Risk Officer, the Whole-Sale Banking Execatithe Risk Manager of the Treasury and InvestrDepiartment, the Financial Risk
Manager and the Treasurer.

Committee meetings focus on, among other thingrrent and expected conditions in world finahgiarkets, competition and prevailing
rates in the local deposit market, liquidity, udized gains and losses in securities, recent gogged changes to the investment portfolio,
alternative funding sources and their costs, hefdgid the possible purchase of derivatives sucwaps and caps, and any tax or regulatory
issues which may be pertinent to these areas. TAR®D approves funding decisions in light of ther@aoration’s overall growth strategies and
objectives. On a quarterly basis, the MIALCO periera comprehensive asset/liability review, exangnirierest rate risk as described below
together with other issues such as liquidity arlteh

The Corporation performs on a quarterly bagsigt interest income simulation analysis on a @ldeted basis to estimate the potential ch:
in future earnings from projected changes in irgterates. These simulations are carried out owereayear and a five-year time horizon,
assuming gradual upward and downward interestmateements of 200 basis points, achieved duringedvevmonth period. Simulations are
carried out in two ways:

(1) using a static balance sheet as the Catipoarhad on the simulation date, and
(2) using a growing balance sheet based antagrowth patterns and strategies.

The balance sheet is divided into groups sétssand liabilities detailed by maturity or reeprg and their corresponding interest yields and
costs. As interest rates rise or fall, these sitraria incorporate expected future lending rategecil and expected future funding sources and
cost, the possible exercise of options, changes in
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prepayment rates, deposits decay and other fagtich may be important in projecting the futurewtio of net interest income.

The Corporation uses asset-liability managemeftware to project future movements in the Coafion’s balance sheet and income
statement. The starting point of the projectionsegally corresponds to the actual values of thar sheet on the date of the simulations. For
the December 31, 2007 simulation and based onghdisant downward shift in rates experiencedreg beginning of 2008, the Corporation’s
MIALCO decided to update the rates as of the enthafiary 2008 and use these as the starting moititd projections.

These simulations are highly complex, andmaay simplifying assumptions that are intendeceftect the general behavior of the
Corporation over the period in question. Therelmamo assurance that actual events will match thesemptions in all cases. For this reason,
the results of these simulations are only approtiona of the true sensitivity of net interest inaoito changes in market interest rates. During
2007, the Corporation began a process of refinimyemhancing interest rate risk measurement angsisalhe Corporation is in the process of
implementing a more sophisticated software to mesathie Corporation’s interest rate risk profile.

The following table presents the results efshimulations as of December 31, 2007 and 2006si€mt with prior years, these exclude non-
cash changes in the fair value of derivatives drllS159 liabilities:

December 31, 200 December 31, 200
Net Interest Income Risk (projected for 20 Net Interest Income Risk (projected for 20
Static Simulatior Growing Balance She Static Simulatior Growing Balance She
(Dollars in millions) $ Change % Change $ Change % Change $ Change % Change $ Change % Change
+200 bps ram| ($ 8.1) (1.62%)  ($ 8.9 (1.6€%)  ($34.6) (6.86€%)  ($36.9 (7.1%)
-200 bps ram| ($13.2) (2.66%)  ($13.2) (2.6(%) 50.7 10.1% 20.2 3.9%

Future net interest income could be affectethk Corporatiors investments in callable securities. The recenp @n the long end of the yie
curve has the effect of increasing the probabdftthe exercise of embedded calls in the approxépai2.1 billion U.S. Agency securities
portfolio during 2008.

The decrease in net interest income risk 286 to 2007, on growing balance sheet scenaiimapity relates to the change in the mix of
floating and fixed rate assets and liabilities.p&st of the strategy to limit the interest ratd @sd reduce the re-pricing gaps of the Corporation
assets and liabilities, the maturity and the répgidrequency of the liabilities has been extenttebnger terms. Also, the concentration of long-
term fixed rate securities has been reduced.

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

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

Interest rate swaps- Interest rate swap agreements generally invdleeeskchange of fixed and floating-rate interestpayt obligations
without the exchange of the underlying principahc® a substantial portion of the Corporation’sigamainly commercial loans, yield
variable rates, the interest rate swaps are ulifiaeconvert fixed-rate brokered certificates gbalgt (liabilities), mainly those with long-
term maturities, to a variable rate to better malehvariable rate nature of these loans.

Interest rate cap agreementsinterest rate cap agreements provide the righgdeive cash if a reference interest rate risesabh
contractual rate. The value increases as the referaterest rate rises. The Corporation entecsiimérest rate cap agreements to protect
against rising interest rates. Specifically, thieriest rate of the Corporation’s commercial loansther financial institutions is generally a
variable rate limited to the weighted-average couplthe referenced residential mortgage collatéeak a contractual servicing fee. The
Corporation utilizes interest rate cap agreemengsdtect against rising interest rates.
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Structured repurchase agreement3he Corporation uses structured repurchase agnetsmwith embedded call options, to reduce the
Corporation’s exposure to interest rate risk bygteening the contractual maturities of its lialpdé, while keeping funding costs low. Another

type of structured repurchase agreement inclugagchased agreements with embedded cap corrid@se instruments also provide
protection for a rising rate scenario.
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The following table summarizes the notionabamt of all derivative instruments as of DecemhkrZ007 and 2006:

Notional Amount
As of December 31

2007 2006
(Dollars in thousands

Interest rate swap agreemet
Pay fixed versus receive floatil $ 80,21 $ 80,72
Receive fixed versus pay floatil 4,164,26. 4,802,37!
Embedded written optior 53,51¢ 13,51¢
Purchased optior 53,51¢ 13,51¢
Written interest rate cap agreeme 128,07¢ 125,20(
Purchased interest rate cap agreem 294,98: 330,60°
$4,774,56! $5,365,92

The following table summarizes the notional amafrdll derivatives by the Corporation’s designatasof December 31, 2007 and 2006:

Notional Amount
December 31

2007

2006

(Dollars in thousands

Economic undesignated hedg

Interest rate swaps used to hedge fixed rate icattfs of deposit, notes payable and Ic $4,244,47. $ 336,47
Embedded options on stock index depc 53,51¢ 13,51¢
Purchased options used to manage exposure tootiersarket on embedded stock index opti 53,51¢ 13,51¢
Written interest rate cap agreeme 128,07¢ 125,20(
Purchased interest rate cap agreem 294,98:. 330,60°
Total derivatives not designated as he 4,774,56! 819,31(
Designated hedge
Fair value hedge
Interest rate swaps used to hedge fixed rate icatgls of depos $ — $4,381,17!
Interest rate swaps used to hedge fixed and stemaotes payabl — 165,44.
Total fair value hedge — 4,546,61
Total $4,774,56! $5,365,92
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The majority of the Corporation’s derivativepresent interest rate swaps used mainly to cotoreg-term fixed-rate brokered CDs to a
variable rate. A summary of these interest ratepsves of December 31, 2007 and 2006 follows:

As of December 31
2007 2006
(Dollars in thousands

Pay fixed/receive floating (generally used to ecoimally hedge variable rate loan

Notional amoun $ 80,21 $ 80,72
Weighted average receive rate at year 7.09% 7.38%
Weighted average pay rate at year 6.75% 6.37%

Floating rates range from 167 to 252 basis poin¢s &IBOR rate

Receive fixed/pay floating (generally used to ecuivally hedge fixed-rate brokered CDs and notes

payable):

Notional amoun $4,164,26. $4,802,37!
Weighted average receive rate at year 5.26% 5.1%
Weighted average pay rate at year 5.01% 5.42%

Floating rates range from minus 5 basis pointsltbdsis points over- month LIBOR rate

The changes in notional amount of interes sataps outstanding during the years ended Decedib@007 and 2006 follows:
Notional amount

(Dollars in thousand
Pay-fixed and receiv-floating swaps

Balance at December 31, 20C $ 109,32(
Canceled and matured contra (28,600
New contract: —
Balance at December 31, 20C 80,72(
Canceled and matured contra (50¢)
New contract: —
Balance at December 31, 20C $ 80,21:

Receivfixed and pay floating swap

Balance at December 31, 20C $ 5,751,12
Canceled and matured contra (948,759
New contract: —
Balance at December 31, 20C 4,802,37!
Canceled and matured contra (638,109
New contract: —
Balance at December 31, 20C $ 4,164,26.

As of December 31, 2007, derivatives not deastigd or not qualifying for hedge accounting withaaitive fair value of $14.7 million
(December 31, 2006 — $15.0 million) and a negdimevalue of $67.2 million (December 31, 2006 —6& million) were recorded as part of
“Other Assets” and “Accounts payable and otheriliidds,” respectively, in the Consolidated Statenseof Financial Condition. As of
December 31, 2006, derivatives qualifying for fatue hedge accounting with a negative fair valu®1@6.7 million were recorded as part of
“Accounts payable and other liabilities” in the Golidated Statement of Financial Condition.

Derivative instruments, such as interest sataps, are subject to market risk. The Corporagiderivatives are mainly composed of interest
rate swaps that are used to convert the fixedaastgrayment on its brokered certificates of deparsit medium-term notes to variable payments
(receive fixed/pay floating). As is the case witlkéstment securities, the market value of deriesitistruments is largely a function of the
financial market's expectations regarding the fetdirection of interest rates. Accordingly, currerdrket values are not necessarily
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indicative of the future impact of derivative ingtments on earnings. This will depend, for the npast, on the shape of the yield curve as well as
the level of interest rates. In addition, effectdanuary 1, 2007 the Corporation adopted SFAS 458 $ubstantial portion of its brokered
certificates of deposit portfolio and certain mediterm notes for which changes in fair value ase aécorded in current period earnings.

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

Fair Value Change

Year Ended
(Dollars in thousands December 31, 20C
Fair value of contracts outstanding at the begigmihthe yea $ (127,979
Contracts realized or otherwise settled duringyter 15,06:
Changes in fair value during the y¢ 60,46¢
Fair value of contracts outstanding at the endhefyeal $ (52,45()
Source of Fair Value
(Dollars in thousands Payments Due by Peric
Maturity Maturity
Less Thai Maturity Maturity In Excess Total
As of December 31, 200 One Yeal 1-3 Years 3-5 Years of 5 Years Fair Value
Prices provided by external sourt $ (129 $ (749 $ (680 $(52,45() $(52,45()

Prior to April 2006, none of the derivativesiruments held by the Corporation qualified fordgedccounting. Effective April 3, 2006, the
Corporation adopted the long-haul method of effertess testing under SFAS 133 for substantiallgfate interest rate swaps that hedge its
callable brokered CDs and medium-term notes. Thg-ftaul method requires periodic assessment ofeheflgctiveness and measurement of
ineffectiveness. The ineffectiveness results toetktent the changes in the fair value of the dékieado not offset the changes in fair value of the
hedged liability. Prior to the implementation oirfealue hedge accounting, the Corporation recordegart of interest expense, unrealized
losses in the valuation of interest rate swapgppfaimately $69.7 million during the first quartzr2006.

Effective January 1, 2007, the Corporationdksdt to early adopt SFAS 159 for its callable brekleCDs and certain fixed mediuterm note:
(“Notes”) that were hedged with interest rate sw&pse of the main considerations to early adopt SEB9 for these instruments was to
eliminate the operational procedures required kyldhg-haul method of accounting in terms of docutaon, effectiveness assessment, and
manual procedures followed by the Corporation tfllfthe requirements specified by SFAS 133. Umatoption of SFAS 159, First BanCorp
selected the fair value measurement for approxim&ee4 billion, or 63%, of the brokered CDs potidoand for approximately $15.4 million, or
9%, of the Notes. The CDs and Notes chosen fofaihe@alue measurement option were hedged at Jariy&007 by callable interest rate sw
with the same terms and conditions. The adopticBFAS 159 resulted in a positive after-tax impaatetained earnings of approximately
$91.8 million. Under SFAS 159, this one-time creudits recognized as an adjustment to beginningnedagarnings.

As a result of the implementation of SFEED and the discontinuance of hedge accountihgf #ie derivative instruments held by the
Corporation as of December 31, 2007 were considetedomic undesignated hedges.

The decrease in the notional amount of dexigahstruments during 2007 is partially due to: tfie termination of certain interest rate swaps
that were no longer economically hedging broker&d @s the notional balances exceeded those oftkerded CDs, and (2) the termination of
an interest rate swap that economically hedge&15© million medium-term note redeemed during g@osd quarter of 2007. The notional
amount of the interest rate swaps previously teklcbnomically hedge brokered CDs that were cagtellring 2007 amounted to
$142.2 million with a weighted-average pay-rat®&&8% and a weighted-average receive-rate of 5. 22 interest rate swap previously held
to economically hedge the $150 million medium-termte had a notional amount of $150.0 million withagy-rate of 6.00% and a receirate of

5.54% at the time of cancellation.
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The use of derivatives involves market andlitmésk. The market risk of derivatives stems pijrally from the potential for changes in the
value of derivative contracts based on changestérest rates. The credit risk of derivatives arisem the potential of default from the
counterparty. To manage this credit risk, the Coapon deals with counterparties of good credihdiag, enters into master netting agreements
whenever possible and, when appropriate, obtaiteteral. Master netting agreements incorporatbtsi@f set-off that provide for the net
settlement of contracts with the same counterpartiye event of default.

Derivative Counterparty Credit Exposure

(Dollars in thousands)

(Dollars in thousands

December 31, 2007

Total
Number of Exposure at Negative Total

Rating (1) Counterparties (2) Notional Fair Value (3) Fair Values Fair Value
AA 1 $ 90,01¢ $ — $ (929 $ (929
AA- 5 2,411,57! 7,057 (32,16)) (25,109)
A+ 5 2,010,49: 5,07¢ (24,09)) (19,017)
A 1 74,40( 2,30t (875) 1,43(
cccC 1 3,76¢ 72 — 72
Subtotal 13 $4,590,25( $ 14,51: $ (58,056 $(43,549)
Other derivatives

Caps (4 128,07" — (47) (47)

Equity-indexed options (4 53,51¢ — (9,049 (9,049

Loans (4) 2,72( 18¢€ — 18¢€

$4,77456 $  14,70: $ (67,15)) $(52,45()
(Dollars in thousands December 31, 200!
Total
Number of Exposure at Negative Total

Rating (1) Counterparties (2 Notional Fair Value (3) Fair Values Fair Value
AA+ 1 $ 240,77. $ — $ (6559 $ (6,559
AA- 7 3,088, 24 3,08: (87,046 (83,96
A+ 4 1,690,06! 2,84: (44,63)) (41,799
BBB- 1 205,40° 9,08¢ — 9,08¢
Subtotal 13 $5,224,49: $ 15,01 $(138,230  $(123,22)
Other derivatives

Caps (4) 125,20( = (390 (390)

Equity-indexed options (4 13,51¢ — (4,347) (4,347)

Loans (4) 2,72( — (18) (18)

$5,365,92 $ 15,01 $(142,99)  $(127,979

(1) Based on the S&P and Fitch Long Term Issuer CRalitngs
(2) Based on legal entities. Affiliated legal entitea®e reported separete
(3) For each counterparty, this amount includes devigatwith a positive fair value excluding the reldtaccured interest receivable/paya

(4) These derivatives represent transactionstedlntal companies or institutions for which aditeating is not readily available. The credit
exposure is mitigated because a transactions hdtlsame terms and conditions was bought with a @ianterparty

Credit Risk Management

First BanCorp is subject to credit risk mainlith respect to its portfolio of loans receivabled off-balance sheet instruments, mainly
derivatives and loan commitments. Loans receivedpeesents loans that First BanCorp holds for itmrest and, therefore, First Bancorp is at
risk for the term of the loan. Loan commitmentsresgnt commitments to extend credit, subject taifipeondition, for specific amounts and
maturities. These commitments may expose the Catiporto credit risk and are subject to the samieveand approval process as for loans.
Refer to “Contractual Obligations and Commitmerabbve for further details. The credit risk of
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derivatives arises from the potential of countefypardefault on its contractual obligations. To raga this credit risk, the Corporation deals with
counterparties of good credit standing, entersimaster netting agreements whenever possible ameh appropriate, obtains collateral. For
further details and information on the Corporatdeérivative credit risk exposure, refer to “—Imtetr Rate Risk Management” section above.
The Corporation manages its credit risk throughlitigolicy, underwriting, quality control and antaslished delinquency committee. The
Corporation also employs proactive collection assimitigation efforts.

The Corporation may also encounter risk ofidkfin relation to its securities portfolio. Thecsirities held by the Corporation are principally
mortgagebacked securities and U.S. Treasury and agencyisesuThus, a substantial portion of these insgnts are guaranteed by mortga
a U.S. government-sponsored entity or the fulhfaid credit of the U.S. government and are dedmbd of the highest credit quality.

Management’s Credit Committee, comprised ef@orporation’s Chief Credit Risk Officer and otlsenior executives, has primary
responsibility for setting strategies to achieve @orporation’s credit risk goals and objectivesode goals and objectives are documented in the
Corporation’s Credit Policy.

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

The provision for loan and lease losses isgdthto earnings to maintain the allowance for laad lease losses at a level that the Corporatior
considers adequate to absorb probable losses itthierihe portfolio. The Corporation establishes #tiowance for loan and lease losses based
on its asset classification report to cover thaltamount of any assets classified as a “loss,ptbhbable loss exposure of other classified assets,
and the estimated probable losses of assets rusifidal. The adequacy of the allowance for loanlaade losses is also based upon a number of
additional factors including historical loan andde loss experience, current economic condititvestatir value of the underlying collateral, and
the financial condition of the borrowers, and, asts includes amounts based on judgments and é¢emede by the Corporation. Although
management believes that the allowance for loarieage losses is adequate, factors beyond the tiqrds control, including factors affectil
the economies of Puerto Rico, the United Stateadjpally the state of Florida), the U.S.VI or Bsh VI may contribute to delinquencies and
defaults, thus necessitating additional reserves.
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For small, homogeneous loans, including regidemortgage loans, auto loans, consumer loamsnée lease loans, and commercial and
construction loans in amounts under $1.0 millibre, Corporation evaluates a specific allowance basealerage historical loss experience for
each corresponding type of loans and market camditiThe methodology of accounting for all probdbseses is made in accordance with the
guidance provided by SFAS 5, “Accounting for Cogéncies.”

Commercial and construction loans in amourts 1.0 million are individually evaluated on aagerly basis for impairment in accordance
with the provisions of SFAS 114, “Accounting by @iters for Impairment of a Loan.” A loan is impairevhen, based on current information
and events, it is probable that the Corporatiohlvélunable to collect all amounts due accordintpé&ocontractual terms of the loan agreement.
The impairment loss, if any, on each individualnadentified as impaired is generally measured dhasethe present value of expected cash
flows discounted at the loan’s effective intereder As a practical expedient, impairment may basueed based on the loambservable mark
price, or the fair value of the collateral, if thean is collateral dependent. If foreclosure ishadole, the creditor is required to measure the
impairment based on the fair value of the colldterhae fair value of the collateral is generallyta@ibed from appraisals. Updated appraisals are
obtained when the Corporation determines that leaa@smpaired, as it did recently with respecto@an relationships in the Miami Agency and in
Puerto Rico, which are discussed below, and fadagetoans on a spot basis selected by specificackeristics such as delinquency levels and
loan-to-value ratios. Should the appraisal showfecigncy, the Corporation records an allowancddan losses related to these loans.

As a general procedure, the Corporation imtéymeviews appraisals on a spot basis as pateotinderwriting and approval process. For
construction loans in the Miami Agency, appraisaks reviewed by an outsourced contracted appraf3ace a loan backed by real estate
collateral deteriorates or is accounted for in meorual status, a full assessment of the valubeo€ollateral is performed. If the Corporation
commences litigation to collect an outstanding loanommences foreclosure proceedings againstrawer (which includes the collateral), a
new appraisal report is requested and the boolevaladjusted accordingly, either by a correspand&serve or a charge-off.

In 2006, the Corporation hired an independensulting firm to perform an assessment of thilesdial real estate loan portfolio in Puerto
Rico. This review included, among other things, phiechase of realtors’ data to confirm recent prgpealues and purchase of appraisers’
databases for the same reason. The independeasiaesd determined that, based on the deteriorafitiie economic conditions in Puerto Rico
and the increase in the home price index in PURito, the Corporation needed to increase its allm@dor loan and lease losses.

The Corporation continues to update the arsatys a yearly basis, the latest being in March72@8en the Corporation obtained similar
results. Historically, the residential real esfadetfolio losses have not been significant. Mor@nt®0% of the residential loan portfolio is fixed
rate, thus there is no re-pricing risk.

The Credit Risk area requests new collatgrptaisals for impaired collateral dependent loémsrder to determine present market condit
in Puerto Rico and the Virgin Islands, and to gapigmerty appreciation rates, opinions of valuerarpiested for a sample of delinquent
residential real estate loans. The valuation infdiom gathered through these appraisals is corezidarthe Corporation’s allowance model
assumptions.

Substantially all of the Corporation’s loarrtfalio is located within the boundaries of the Uesonomy. Whether the collateral is located in
Puerto Rico, the U.S. Virgin Islands or the U.Sinteand, the performance of the Corporation’s loartfolio and the value of the collateral
backing the transactions are dependent upon ttierpeance of and conditions within each specificamieal estate market. Recent economic
reports related to the real estate market in PuRido indicate that certain pockets of the reahtesimarket are subject to readjustments in value
driven not by demand but more by the purchasinggsafthe consumers and general economic conditldowever, the outlook is for a stable
real estate market with values not growing in deréaeas due to the self-inflicted wounds assodiatith the governmental and political
environment in Puerto Rico. The Corporation is geted by healthy loan to value ratios set uponimaigapproval and driven by the
Corporation’s regulatory and credit policy standarthe real estate market for the U.S. Virgin Id&remains fairly strong.
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The following table sets forth an analysighe activity in the allowance for loan and leasssks during the periods indicated:

Year ended December 31 2007 2006 2005 2004 2003
(Dollars in thousands
Allowance for loan and lease losses, beginningeair $158,29¢ $147,99¢ $141,03¢ $126,37¢ $111,91:
Provision for loan and lease los: 120,61( 74,991 50,64+ 52,79¢ 55,91¢
Loans charge-off:
Residential real esta (98%) (997) (94%) (254) (47%)
Commercial and Constructic (15,170 (6,03¢) (8,55¢) (6,190 (6,48¢)
Finance lease (10,399 (5,727 (2,749 (2,899 (2,424
Consumel (68,287) (64,455 (39,669) (34,709 (38,745
Recoveries 6,09: 12,51¢ 6,87¢ 5,901 6,68¢
Net charg-offs (88,739 (64,699 (45,049 (38,14)) (41,449
Other adjustmeni®) — — 1,36: — —
Allowance for loan and lease losses, end of $190,16¢ $158,29¢ $147,99¢ $141,03¢ $126,37¢
Allowance for loan and lease losses to year era tot
loans receivabl 1.61% 1.41% 1.17% 1.4€% 1.8(%
Net charg-offs to average loans outstanding during tt
year 0.7<% 0.55% 0.3%% 0.4% 0.6€%

Provision for loan and lease losses to net chaffge-o
during the yea 1.3€x 1.1€x 1.12x 1.3& 1.35%x

(1) Represents allowance for loan losses from the aitopn of First Bank Floride
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The following table sets forth information cemning the allocation of the Corporation’s allowarior loan losses by loan category and the
percentage of loans in each category to total learsf the dates indicated:

Allocation of Allowance for Loan and Lease Losses

As of December 31 2007 2006 2005 2004 2003
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent

Residential real estate loe  $ 8,24( 2% $ 6,48¢ 25% $ 3,40¢ 18% $ 1,59 14% $ 4,29¢ 15%

Commercial mortgage
loans 13,69¢ 11% 13,70¢ 11% 9,827 9% 8,95¢ 7% 11,74¢ 10%

Construction loan 38,10¢ 12% 18,43¢ 13% 12,62 9% 5,077 4% 3,71C 5%

Commercial loans
(including loans to local

financial institutions 63,03( 33% 53,92¢ 32% 58,117 48% 70,90¢ 59% 58,08¢ 52%
Finance lease 6,44~ 3% 6,194 3% 4,68 2% 4,042 2% 4,31( 2%
Consumer loan 60,64¢ 14% 59,54 16% 59,33¢ 14% 50,457 14% 44,23( 16%

Total Allowance for Loan
and Lease Losst $190,16¢ 10C% $158,29¢ 10C% $147,99¢ 10C% $141,03¢ 10C% $126,37¢ 10C%

First BanCorp’s allowance for loan and leasssés was $190.2 million as of December 31, 20@vipared to $158.3 million as of
December 31, 2006 and $148.0 million as of DecerBheR005. First BanCorp's ratio of the allowanoeldan and lease losses to period end
total loans was 1.61% as of December 31, 2007, eosdto 1.41% as of December 31, 2006 and 1.178b@scember 31, 2005. The provision
for loan and lease losses for the year ended Deze&ih 2007 amounted to $120.6 million, compare$it®.0 million and $50.6 million for 20!
and 2005, respectively. The increase in the promigias primarily due to deterioration in the cregliality of the Corporation’s loan portfolio,
which is associated with the weakening economiditmms in Puerto Rico and the slowdown in the EdiStates housing sector. In particular,
the increase is mainly related to specific and gan@ovisions related to the Miami Agency constiart loan portfolio and increases in the
general reserves allocated to the consumer loafofior

The provision for loan losses totaled 136%&tfcharge-offs for the year ended December 317, 288mpared with 116% of net charge-offs
for the same period in 2006 and 112% for the saen@g in 2005. Net charge-offs for 2007 increasg&®4.0 million compared to the 2006.
The increase in net charge-offs during 2007 wasipaomposed of higher charge-offs in commercial eonstruction loans, finance leases and
consumer loans of approximately $9.1 million, $ahiflion and $3.8 million, respectively. The increds charge-offs was impacted by weak
economic conditions in Puerto Rico and the slowdawthe U.S. housing sector. The market in Pueito Ras been affected and may continue
to be affected by issues related to the Puerto Btomomy associated with Government budgetary nsadted political issues.

The U.S. mainland real estate market alselaged, influenced, among other things, by decieasproperty values, increases in property
taxes and insurance premiums, the tightening afiteeigination standards, overbuilding in certaneas and general market economic condi
that may threaten the performance of the Corparaiman portfolio in the U.S. mainland, principathe Corporation’s construction loan
portfolio in the Miami Agency. Approximately 44% tife Corporation’s exposure in the U.S. mainlancbisiprised of construction loans,
including condo-conversion loans. However, the @oaion expects a stable performance on its coct#ruloan portfolio in the U.S. mainland
due to the overall comfortable loan-to-value ratiospled with a group of strong developers.

The Corporation also does business in theeEag&aribbean Region, where the Corporation’s fuantfolio is stable. Growth has been fueled
by a recent Government change and an expansit iconstruction, residential mortgage and smalti lmasiness sectors. The Corporation
expects a stable performance on its loan portfolihe Eastern Caribbean region.

Prior to the $8.1 million specific loan logserve recognized during the third quarter of 280& Corporation’s specific allowance remained
relatively unchanged from the 2006 year-end becafifiee timing of the identification of the impaitédoans and the nature of the loans. Most of
First BanCorp’s loan portfolios have real estatbateral (excluding the consumer loan portfoliojrther, most of its impaired loans have real
estate collateral. Given that the real estate namki@uerto Rico has not experienced significamides in market values, the market value of
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the real estate collateral of impaired loans inrfeuRico (after deducting the estimated cost tbaad other necessary adjustments, etc.) has
sufficient to cover the recorded investment.

There are two main factors that accountedifemet increase in impaired loans during 200th@)aforementioned troubled loan relationship
in the Miami Agency totaling $46.4 million as of @amber 31, 2007 after the sale of one loan inelaionship, with a principal balance of
approximately $14.1 million, during the fourth gtearof 2007 and (ii) one loan relationship in Padrico related to several credit facilities
totaling $36.3 million as of December 31, 2007 it same time, the Corporation’s impaired loansafesed by approximately $30.6 million
during 2007 (other than the sale of the impaireohlm the Miami Agency) as a result of loans paidlil, loans no longer considered impaired
and loans charged-off, which had a related impaitmeserve of $6.2 million. In addition, the Coration increased its impaired loans by
approximately $28.2 million associated with sevardividual loans, most of them residential mortgégans or loans secured by real estate, of
which $1.3 million had a related impairment resesf/@approximately $0.2 million.

The loan relationship in the Miami Agency rbabove is the only relationship from the Corpar@s Miami Agency that has been placed in
non-accrual status as of the date of the filinthedf Annual Report on Form 10-K. Since the Corgoratietermined that foreclosure was the only
alternative to collect on the loan, the Corporatietermined the four loans in the relationshipearbpaired as of June 30, 2007 and evaluated
the fair value of the collateral. Based on an asialperformed at the time at which the loans wéassified as impaired, no impairment was
necessary because the loans were fully collatexhnd secured with real estate. The impairmenysiagerformed at the time incorporated
appraisals used in the granting of the loans. Ruite latter part of the third quarter and the beiig of the fourth quarter, the Corporation
performed an impairment analysis of all four loafisis analysis was performed by the Credit Rislkaafter an analysis of key factors such as
selling expenses, estimated time to sell and dldétaeview of new appraisals received. The Corponadetermined that there was a collateral
deficiency of approximately $8.1 million, thus, additional provision to the Corporation’s loan lesserves was necessary due to the
impairment of the collateral on the loan relatiapsh

The Corporation recorded a charge-off of $8ilion in connection with the sale of one loartfire above noted relationship in the Miami
Agency during the fourth quarter of 2007. Such s&s made at a price that exceeded the recordedtment in the loan (loan receivable less
specific reserve) by approximately $1 million.

The Corporation has been working with authedtizepresentatives of the borrower to mitigateulienate loss from this relationship. To date,
the Corporation has hired an external legal coutassglipport the loan collection effort; in additiaghe Corporation entered into a “Management
Agreement” with a specialized realty company théitmwanage, lease, operate, maintain and repagetbf the projects for and on behalf of the
Corporation. The Corporation has incurred out-afkat expenditures, including legal fees, in conioactvith the resolution of the relationship
described above, amounting to approximately $11Bami First BanCorp’s expenditures ultimately wdépend on the length of time, the amount
of professional assistance required, the natutkeoproceedings in which the loans are finally ébveed and the amount of proceeds upon the
disposition of the collateral and other factors sugceptible to current estimation.

The troubled loan relationship in Puerto Riezame impaired in the second quarter of 2007 t&# & $36.3 million was deemed impaired as
of December 31, 2007. Although the loan continodset impaired as of December 31, 2007, due to atordum of principal payments and
decline in cash flows of the borrower’s busineke, €orporation will continue to analyze on a quéytbasis the available collateral to determine
if there is any collateral deficiency.
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Nor-accruing and Non-performing Assets

Total non-performing assets are the sum ofammruing loans, foreclosed real estate, otherssgssed properties and non-accruing
investment securities. Non-accruing loans and iinwests are loans and investments as to which sttes@o longer being recognized. When
loans and investments fall into nageruing status, all previously accrued and unctdidinterest is reversed and charged againsesttercome
Nor-accruing Loans Policy

Residential Real Estate Loans The Corporation classifies real estate loanom-accruing status when interest and principal lmetbeen
received for a period of 90 days or more.

Commercial Loans- The Corporation places commercial loans (inclgdiommercial real estate and construction loanepimaccruing
status when interest and principal have not beegived for a period of 90 days or more. The risgasure of this portfolio is diversified as to
individual borrowers and industries among othetdes In addition, a large portion is secured wéhl estate collateral.

Finance Leases- Finance leases are classified in non-accruingstahen interest and principal have not been vedefor a period of
90 days or more.

Consumer Loans- Consumer loans are classified in non accruingistahen interest and principal have not been vedefior a period of
90 days or more.
Other Real Estate Owned (OREO)

OREO acquired in settlement of loans is cdratthe lower of cost (carrying value of the loanjair value less estimated costs to sell off the
real estate at the date of acquisition (estimatatizable value).
Other Repossessed Property

The other repossessed property category iasluepossessed boats and autos acquired in settlefdeans. Repossessed boats and autos ar
recorded at the lower of cost or estimated faiueal
Investment Securitie

This category presents investment securigelssified to non-accruing status, at their cagyamount.

Past Due Loan

Past due loans are accruing commercial lodnishnare contractually delinquent 90 days or mBist due commercial loans are current as to
interest but delinquent in the payment of principal

The Corporation may also classify loans in-aooruing status and recognize revenue only wheh payments are received because of the
deterioration in the financial condition of the tmwer and payment in full of principal or interéshot expected. The Corporation started during
the third quarter of 2007 a loan loss mitigatioogram providing homeownership preservation assistaooans modified through this program
are reported as non-performing loans and intesagidognized on a cash basis. When there is relslgomssurance of repayment and the
borrower has made payments over a sustained pénedhan is returned to accruing status.
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The following table presents non-performingeds as of the dates indicated:

As of December 31 2007 2006 2005 2004 2003
(Dollars in thousands

Non-accruing loans

Residential real esta $209,07 $114,82¢ $ 54,771 $ 31,571 $ 26,327
Commercial, commercial real estate and construt 148,93 82,71 35,81« 32,45¢ 38,30¢
Finance lease 6,25( 8,04¢ 3,27 2,212 3,181
Consumel 48,78¢ 46,501 40,45¢ 25,42 17,711
413,05( 252,08° 134,32: 91,66¢ 85,52¢
Other real estate ownt 16,11¢ 2,87( 5,01¢ 9,25¢ 4,617
Other repossessed prope 10,15« 12,10z 9,631 7,291 6,87¢
Investment securitie — — — 3,75(
Total nor-performing asset $439,32( $267,06( $148,97: $108,21: $100,77:
Past due loan $ 75,45¢ $ 31,64t $ 27,501 $ 18,35¢ $ 23,49:
Non-performing assets to total ass 2.5t% 1.54% 0.75% 0.6% 0.7%
Non-accruing loans to total loal 3.5(% 2.2% 1.0€% 0.95% 1.21%
Allowance for loan and lease loss $190,16¢ $158,29¢ $147,99¢ $141,03¢ $126,37¢
Allowance to total nc-accruing loan: 46.0% 62.7% 110.19% 153.86% 147. 7%
Allowance to total non-accruing loans excluding
residential real estate loa 93.23% 115.3% 186.06% 234.7% 213.4&%

As a result of the increase in delinquendies,Corporation’s non-accruing loans to total loeat® increased 126 basis points from 2.24% as
of December 31, 2006 to 3.50% as of December 317 2@d total non-accruing loans increased by $16dlldn, or 64%, from $252.1 million
as of December 31, 2006 to $413.1 million as ofddemer 31, 2007. The increase in m@forming loans as of December 31, 2007, compa
December 31, 2006, was mainly attributable to taaidrs: (i) continued increase in non-performingni®in residential real estate of
approximately $94.2 million, or 82%, mostly in PieeRico, and (ii) classification as non-accruabog loan relationship in the Corporation’s
Miami Agency of approximately $46.4 million, netdfarge-offs recorded to this relationship in therth quarter of 2007. Since the third
quarter of 2006, the Corporation decided to lifné brigination of, and thereby reduce the exposureondo conversion loans in the U.S.
mainland. As a result, the condo conversion loatf@a decreased from its peak in May 2006 of apmately $653 million to approximately
$305 million as of December 31, 2007, including $4€.4 million in non-accrual loans. In view of pemt conditions, the Corporation may
experience further deterioration in this portfadi® the market attempts to absorb an oversupplyaifadle property inventory in the face of the
deteriorating real estate market.

With respect to the increasing trends in nerfgrming residential mortgage loans, during thedtuarter of 2007, the Corporation
established a loan loss mitigation program progdiomeownership preservation assistance. First Bgnikas completed approximately 183
loan modifications, related to residential mortglgns with an outstanding balance of $26.0 millkefiore the modification, that involves
changes in one or more of the loan terms to bridgfaulted loan current and provide sustainablerdéibility. Changes may include the
refinancing of any past-due amounts, includingriegeand escrow, the extension of the loans mgtanitl modifications to the loan rate. Loans
modified through this program are reported as perferming loans and interest is recognized onsh tasis. When there is reasonable assu
of repayment and the borrower has made paymentsaosiestained period, the loan is returned to angrstatus.

The Corporation’s residential mortgage loartfpbio amounted to $3.2 billion or approximately% of the total loan portfolio as of
December 31, 2007. More than 90% of the Corporaimsidential mortgage loan portfolio consistdixéd-rate, fully amortizing, full
documentation loans that have a lower risk thartythigal subprime loans that have already affected the U.$.estate market. The Corporat
has not been active in negative amortization laaraption adjustable rate mortgage loans (ARMshuegser rates.
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As of December 31, 2007, the ratio of allowaafar loan and lease losses to total non-accruiagd was 46.04%, compared to 62.79% as of
December 31, 2006. The decrease mainly reflecigheehproportion of loans collateralized by reabés to total non-accruing loans.
Historically, the Corporation has experienced thedst rate of losses on its residential real egtatdolio as the real estate market in Puerto
has not shown significant declines in the markétevaf properties and the overall comfortable ldavalue ratios. As a consequence, the
provision and allowance for loans and lease lodgksot increase proportionately with the increimseon-accruing loans. The annualized ratio
of residential mortgage loans net charge-offs &rage mortgage loans was 0.03% for the year endedrbber 31, 2007.

Liquidity Risk
Liquidity refers to the level of cash and élig loans and investments to meet loan and invastmommitments, potential deposit outflows

and debt repayments. MIALCO, using measures ofdigudeveloped by management, which involves tbe of several assumptions, reviews
the Corporation’s liquidity position on a monthlgdis. The Treasury and Investments Division reviggsneasures on a weekly basis.

The Corporation utilizes different sourceswfding to help ensure that adequate levels ofdituare available when needed. Diversification
of funding sources is of great importance as itgmts the Corporation’s liquidity from market diptions. The principal sources of short-term
funds are deposits, securities sold under agreantemépurchase, and lines of credit with the FHItB other unsecured lines established with
financial institutions. MIALCO reviews credit avability on a regular basis. In the past, the Coafion has securitized and sold auto and
mortgage loans as supplementary sources of fun@oammercial paper has also provided additional ifumds well as long-term funding
through the issuance of notes and long-term brakeeetificates of deposit. The cost of these differalternatives, among other things, is taken
into consideration. The Corporation’s principal isé funds are the origination of loans and theyepent of maturing deposit accounts and
borrowings.

Over the last four years, the Corporationd@emitted substantial resources to its mortgag&ibgrsubsidiary, FirstMortgage Inc., with the
goal of becoming a leading institution in the highbmpetitive residential mortgage loans marketaAesult, residential real estate loans as a
percentage of total loans receivable have increasedtime from 14% at December 31, 2004 to 27%etember 31, 2007. Commensurate with
the increase in its mortgage banking activities,@orporation has also invested in technology ardgnnel to enhance the Corporation’s
secondary mortgage market capabilities. The enltbcaeabilities improve the Corporation’s liquidfiyofile as it allows the Corporation to
derive, if needed, liquidity from the sale of magg loans in the secondary market. Recent disngptiothe credit markets and a reduced
investors’ demand for mortgage debt have adveedédgted the liquidity of the secondary mortgagekats. The U.S. (including Puerto Rico)
secondary mortgage market is still highly liquidange part because of the sale or guarantee pregnzaintained by FHA, VA, HUD, FNMA
and FHLMC.

A large portion of the Corporation’s fundirgretail brokered CDs issued by the Bank subsidlarthe event that the Corporation’s Bank
subsidiary falls under the ratios of a well-capziadl institution, it faces the risk of not beindeato replace this source of funding. The Bank
currently complies with the minimum requirementsatfos for a “well-capitalized” institution and €® not foresee falling below required levels
to issue brokered deposits. In addition, the avetagm to maturity of the retail brokered CDs wppraximately 6 years as of December 31,
2007. Approximately 61% of the value of these fiedtes is callable at the Bank’s option.

Certificates of deposit with denominationss@00,000 or higher amounted to $8.1 billion as e€&nber 31, 2007 of which $7.2 billion were
brokered CDs.

The following table presents a maturity sumyrarbrokered CDs with denominations of $100,00bigher as of December 31, 2007:
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Total
(In thousands
Less than one ye: $ 2,570,95!
Over one year to five yea 1,282,73:
Over five years to ten yea 1,009,04.
Over ten year 2,314,32:
Total $ 7,177,06.

The Corporation’s liquidity plan contemplates attive sources of funding that could provide siigaifit amounts of funding at a reasonable
cost. The alternative sources of liquidity inclutle sale of assets; including commercial loan pigdtions and residential mortgage loans,
securitization of auto loans, and the Federal ResBorrowings in Custody program.

Operational Risk

The Corporation faces ongoing and emergirigarsl regulatory pressure related to the activttias surround the delivery of banking and
financial products. Coupled with external influeaceich as market conditions, security risks, agdllgsk, the potential for operational and
reputational loss has increased. In order to ntitigad control operational risk, the Corporatioa iaveloped, and continues to enhance, sp
internal controls, policies and procedures thatdesignated to identify and manage operationalaisippropriate levels throughout the
organization. The purpose of these mechanismspsotdde reasonable assurance that the Corporatmrsiness operations are functioning
within the policies and limits established by magagnt.

The Corporation classifies operational rigloitwo major categories: business specific andamate-wide affecting all business lines. For
business specific risks, a risk assessment groukswaith the various business units to ensure sb@scy in policies, processes and assessn
With respect to corporate wide risks, such as mfiion security, business recovery, legal and cameé, the Corporation has specialized
groups, such as the Legal Department, InformateeuBty, Corporate Compliance, Information Techggland Operations. These groups assist
the lines of business in the development and impteation of risk management practices specifitéorteeds of the business groups. All these
matters are discussed in the RMC.

Legal and Regulatory Risk

Legal and regulatory risk includes the rislnoh-compliance with applicable legal and regulatequirements, the risk of adverse legal
judgments against the Corporation, and the riskat@unterpar’s performance obligations will be unenforceableeTorporation is subject to
extensive regulation in the different jurisdictidnswhich it conducts it business, and this regulascrutiny has been significantly increasing
over the last several years. The Corporation habkshed and continues to enhance procedures loasiegal and regulatory requirements that
are reasonably designed to ensure compliance Witipplicable statutory and regulatory requiremes2006 as part of the implementation of
the enterprise risk management framework, the Gatjpm revised and implemented a new corporate tiamge function, headed by a newly
designated Compliance Director. The Corporatiorésn@liance Director reports to the Chief Risk Offiead is responsible for the oversight of
regulatory compliance and implementation an enisgprvide compliance risk assessment process. Thglance Officers roles were also
established in each major business areas withtdiporting relationships to the Corporate Comml@froup.

Impact of Inflation and Changing Prices

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

Unlike most industrial companies, substantiall of the assets and liabilities of a finandradtitution are monetary in nature. As a result,
interest rates have a greater impact on a finamg#tution’s performance than the
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effects of general levels of inflation. Interesieranovements are not necessarily correlated wigimgés in the prices of goods and services.

Concentration Risk

The Corporation conducts its operations irraggaphically concentrated area, as its main méaketerto Rico. However, the Corporation
continues diversifying its geographical risk asdeviced by its operations in the Virgin Islands #mdugh FirstBank Florida.

The Corporation has a significant lending @oritation of $382.6 million in one mortgage origoran Puerto Rico, Doral, as of
December 31, 2007. The Corporation has outstarki?d@.0 million with another mortgage originatoHnerto Rico, R&G Financial, for total
loans to mortgage originators amounting to $624ilbam as of December 31, 2007. These commerciah$oare secured by individual mortgage
loans on residential and commercial real estatBecember 2005, the Corporation obtained a waiaen the Office of the Commissioner of
Financial Institutions of the Commonwealth of PadRico with respect to the statutory limit for imdiual borrowers (loan to one borrower
limit). Of the total gross loans of $11.8 billioarf2007, approximately 80% have credit risk coneitn in Puerto Rico, 12% in the United
States and 8% in the Virgin Islands.

Selected Quarterly Financial Data

Financial data showing results of the 2007 206 quarters is presented below. In the opinfananagement, all adjustments necessary
fair presentation have been included. These reatdtsinaudited.

2007
March 31 June 30 September 3C December 31
(Dollars in thousands, except for per share res
Interest income $298,58! $305,87: $295,93: $288,86(
Net interest incom 117,43! 117,21t 105,02¢ 111,33
Provision for loan losse 24,91« 24,62¢ 34,26( 36,80¢
Net income 22,83: 23,79 14,14: 7,367
Net income (loss) attributable to common stockhis 12,76: 13,72¢ 4,07: (2,702
Earnings (loss) per common st-basic $ 0.1t $ 0.1€ $ 0.0f $ (0.09)
Earnings (loss) per common st-diluted $ 0.1F $ 0.1€ $ 0.0f $ (0.09)
2006
March 31 June 30 September 3C December 31
(Dollars in thousands, except for per share res
Interest income $327,70! $344,44: $317,71: $298,95:
Net interest incom 72,81¢ 126,23¢ 122,70: 121,93!
Provision for loan and lease los: 19,37¢ 9,35¢ 20,56( 25,70:
Net income 3,86: 31,80: 26,68: 22,28¢
Net (loss) income attributable to common stockhi (6,206 21,73¢ 16,61 12,217
(Loss) earnings per common sk-basic $ (0.0 $ 0.2¢ $ 0.2 $ 0.1¢
(Loss) earnings per common sk-diluted $ (00§ $ 0.2¢ $ 0.2 $ 0.1f

Fourth Quarter Financial Summal

The financial results for the fourth quarté2607, as compared to the same period in 2006 wencipally impacted by the following items
on a pre-tax basis:

- Anincrease in the provision for loan and leasedsf $11.1 million for fourth quarter of 2007 ,casnpared to the fourth quarter of 2006,
to higher provisions for the commercial and cordtan loan portfolios, particularly to the Miami &gcy construction loan portfolio,
attributed to the slowdown in the United Statesdiog market
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- A decrease in net interest income of $10.6iomlfor the fourth quarter of 2007, as comparetheosame period in 2006. During 2007 and
2006, net interest income was impacted by the tialu@hanges and hedging activities. The Corponatézorded a net unrealized loss in
valuation changes of $3.3 million for the fourthager of 2007, compared to a net unrealized gaB6d3 million for the same period in 2006.
The negative fluctuation is principally attributatib the fair value of certain derivative instrunggfnown as “referenced interest rate caps”
that the Corporation bought in 2004 to mainly heitgerest rate risk inherent in certain mortgagekied securities. While rates rose through
mid-2006 the caps appreciated in value. As the econoyaie turned and rates began to fall along witheexations of further drops, the va
of the caps diminished. The value of the capsl&ead to current rates as well as to forward rageeetations. The unrealized loss on the
referenced interest rate caps for the fourth quaft2007 amounted to $3.7 million compared to arealized loss of $0.9 million for the
fourth quarter of 2006. Furthermore, the Corporatiecorded lower net non-cash gains ($0.5 millmmtle fourth quarter of 2007 compared
to $7.2 million for the fourth quarter of 2006)atdd to changes in the fair value of other denvegiinstruments and financial liabilities that
were elected to be measured at fair value upontefopf SFAS 159, in 200°

- Anincrease in non-interest expenses of $7IBomifor the fourth quarter of 2007, as comparedhe same period in 2006, in particular
increases in employees’ compensation and beniefifsiding the voluntary separation program charig®303 million recognized during the
fourth quarter, the deposit insurance premium egpeasulting from changes in the premium calcubaltip the Federal Deposit Insurance
Corporation (“FDIC") and increases in occupancy agdipment expenses mainly attributable to incre@seosts associated with the
expansion of the Corporation’s branch network araah lorigination offices. Increases in forecloswgktied expenses were also experienced
during the fourth quarter of 2007 relating to tmeypously reported impaired loan relationship ia Miami Agency.

- Anincrease of $5.6 million in non-interestamee for the fourth quarter of 2007, as comparetiécsame period in 2006. This increase is due
to aggregate realized gains of $4.7 million onghle of approximately $443 million of FNMA and GNMAortgage-backed securities,
$100 million of U.S. Treasury investment securiti@sl certain equity securities, compared to azedlgain of $1.6 million for the same
guarter a year ago coupled with lower o-thar-temporary impairment charges related to the Cotmn's investment securities portfoli

Notwithstanding the decrease in net intemesdiine for the fourth quarter of 2007, as compawatie fourth quarter of 2006, the Corporat®n’
net interest income showed signs of improvemennduhe fourth quarter of 2007. Net interest incdiorethe fourth quarter of 2007 rose 6% to
$111.3 million from $105.0 million for the previotrailing quarter ended on September 30, 2007.ifitrease in net interest income is
attributable to: (1) an improved net interest maugjie to reductions in short-term rates coupled tie further deleverage of the Corporation’s
balance sheet by the sale of lower yielding investihsecurities and use of the proceeds to pay dagincost borrowings, and (2) a lower non-
cash net loss resulting from the valuation of darixes and the valuation of financial liabilitidleeed to be measured at fair value under the
provisions of SFAS 159.

Changes in Internal Controls over Financial Reporthg
Refer to Item 9A.

CEO and CFO Certifications

First Bancorp's Chief Executive Officer andeé@lrinancial Officer have filed with the Securggiand Exchange Commission the certifications
required by Section 302 of the Sarbanes-Oxley A2002 as Exhibit 31.1 and 31.2 to this Annual Répa Form 10-K.

In addition, in 2007, First Bancorp's Chiefeeutive Officer certified to the New York Stock Ewge that he was not aware of any violation
by the Corporation of the NYSE corporate governdistimg standards.
Item 7A. Quantitative and Qualitative Disclosures &out Market Risk

The information required herein is incorpodelty reference to the information included undergbb caption “Interest Rate Risk
Management” in the Management’s Discussion and ysmabf Financial Condition and Results of Opernadisection in this Form 10-K.

107




Table of Contents

Item 8. Financial Statements and Supplementary Data

The consolidated financial statements of Bi@tiCorp, together with the report thereon of RvaterhouseCoopers LLP, First BanCorp’s
independent registered public accounting firm,iactuded herein beginning on page F-1 of this Faf¥K.
Item 9. Changes in and Disagreements with Account&on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures
Disclosure Controls and Procedures

First BanCorp’s management, under the sugervisnd with the participation of its Chief ExeatiOfficer and Chief Financial Officer, has
evaluated the effectiveness of First BanCorp’sld&ae controls and procedures as such term igetbfn Rules 13a-15(e) and 15d-15(e)
promulgated under the Securities and Exchange At®®4, as amended (the Exchange Act), as of tbeoéthe period covered by this Annual
Report on Form 10-K. Based on this evaluation,@E0© and CFO concluded that, as of December 31,,280TCorporation’s disclosure
controls and procedures were effective to enswakitiiormation required to be disclosed by the @oagion in reports that the Corporation files
or submits under the Exchange Act is recorded,gue@d, summarized and reported within the timeg@sspecified in SEC rules and forms and
is accumulated and reported to the Corporation’sagament, including the CEO and CFO, as appropiaadiow timely decisions regarding
required disclosure.

Management’s Report on Internal Control over Finandal Reporting

Our management’s report on Internal Contr@rdvinancial Reporting is set forth in Item 8 andadrporated herein by reference.

The effectiveness of the Corporation’s intéouatrol over financial reporting as of Decembér 2007, has been audited by
PricewaterhouseCoopers LLP, an independent regisfmrblic accounting firm, as stated in their réparset forth in Item 8.
Changes in Internal Control over Financial Reporting

There have been no changes to the Corporatiot€rnal control over financial reporting duriogr most recent quarter ended December 31,
2007 that have materially affected, or are reaslyriddely to materially affect, the Corporation’sternal control over financial reporting.
Item 9B. Other Information

None.
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PART Il

Item 10. Directors, Executive Officers and Corpora¢ Governance

Information in response to this Item is inamated herein by reference to the sections entittddrmation with Respect to Nominees for
Director of First BanCorp, Directors whose Termsitimie and Executive Officers of the CorporationtigCorporate Governance and Related
Matters” contained in Corporation’s definitive Pyo®tatement for its 2008 Annual Meeting of Stockleos (the “Proxy Statement”) to be filed
with the Securities and Exchange Commission wittii days of the close of First BanCorp’s 2007 figear.

Iltem 11. Executive Compensation

Information in response to this Item is inamated herein by reference to the sections entil@inpensation Discussion and Analysis,”
“Tabular Executive Compensation,” “Compensatioagctors,” and “Compensation Committee ReportFirst BanCorp’s Proxy Statement.

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

Information in response to this Item is inamated herein by reference to the section entitiheficial Ownership of Securities” in First
BanCorp’s Proxy Statement.
Item 13. Certain Relationships and Related Transa@ns, and Director Independence

Information in response to this Item is inamated herein by reference to the sections entiflexitain Relationships and Related Person
Transactions” and “Corporate Governance and Reldters” of First BanCorp’s Proxy Statement.
Item 14. Principal Accountant Fees and Services

Information in response to this Item is inamated herein by reference to the section entffedlit Fees” of First BanCorp’s Proxy
Statement.

PART IV

Item 15. Exhibits, Financial Statement Schedules
(a) List of documents filed as part of this report.
(1) Financial Statements.

The following consolidated financial statenseot First BanCorp, together with the report therebFirst BanCorp’s independent registered
public accounting firm, PricewaterhouseCoopers Ld&ed February 29, 2008, are included herein Inégyon page F-1:

- Report of Independent Registered Public Accourfding.
- Consolidated Statements of Financial Conditionfd3exember 31, 2007 and 20(

- Consolidated Statements of Income for Each of thred Years in the Period Ended December 31, -
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Consolidated Statements of Changes in Stockh¢ Equity for Each of the Three Years in the Period&hDecember 31, 200
Consolidated Statements of Comprehensive Incomedoh of the Three Years in the Period Ended Deeef3ib, 2007
Consolidated Statements of Cash Flows for Eacheofrhree Years in the Period Ended December 37,..

Notes to the Consolidated Financial Stateme

(2) Financial statement schedules.

All financial schedules have been omitted biseahey are not applicable or the required infoionds shown in the financial statements or
notes thereto.

(3) Exhibits listed below are filed herewith gart of this Form 10-K or are incorporated helsirreference.

Index to Exhibits:

No. Exhibit

3.1 Certificate of Incorporation(l

3.2 By-Laws of First BanCorp, as amended effective Aug@8s2007

3.3 Certificate of Designation creating the 7.125%-cumulative perpetual monthly income preferred st&gdries A (2
3.4 Certificate of Designation creating the 8.35% -cumulative perpetual monthly income preferred st&gries B (3
3.5 Certificate of Designation creating the 7.40% -cumulative perpetual monthly income preferred st&sies C (4
3.6 Certificate of Designation creating the 7.25% -cumulative perpetual monthly income preferred st&sries D (5
3.7 Certificate of Designation creating the 7.00% -cumulative perpetual monthly income preferred st&sgries E (6
4.0 Form of Common Stock Certificate(

4.1 Form of Stock Certificate for 7.125% r-cumulative perpetual monthly income preferred st&gies A (2

4.2 Form of Stock Certificate for 8.35% n-cumulative perpetual monthly income preferred st@gies B (3

4.3 Form of Stock Certificate for 7.40% n-cumulative perpetual monthly income preferred st&gies C (4

4.4 Form of Stock Certificate for 7.25% r-cumulative perpetual monthly income preferred st&@gries D (5

4.5 Form of Stock Certificate for 7.00% n-cumulative perpetual monthly income preferred st&gries E (7

10.1  FirstBank's 1987 Stock Option Plan(

10.2  FirstBant's 1997 Stock Option Plan(

10.3 Investment agreement between The Bank of Nova &eoti First BanCorp dated as of February 15, 20(

14.1  Code of Ethics for Senior Financial Officers(:

14.2  Code of Ethics applicable to all employees(

14.3  Policy Statement and Standards of Conduct for MembEBoard of Directors, Executive Officers anéhBipal Shareholders(1!
14.4  Independence Principles for Directors of First Barg; as amended effective August 28, 2

21.1  List of First BanCor’s subsidiarie

31.1  Section 302 Certification of the CE

31.2  Section 302 Certification of the CF

32.1  Section 906 Certification of the CE

32.2

Section 906 Certification of the CF




1)
@)
3
4
©®)
(6)
@)
®)
©)

Incorporated by reference from Registration statéroa Form -4 filed by the Corporation on April 15, 19¢

Incorporated by reference to First BanC's registration statement on Fori-3 filed by the Corporation on March 30, 19
Incorporated by reference to First BanC's registration statement on Fori-3 filed by the Corporation on September 8, 2(
Incorporated by reference to First BanC's registration statement on Fori-3 filed by the Corporation on May 18, 20(
Incorporated by reference to First BanC's registration statement on Fort-3/A filed by the Corporation on January 16, 2C
Incorporated by reference to Fori-A filed by the Corporation on September 26, 2(

Incorporated by reference to Exhibit 4.1 from tleerf &-K filed by the Corporation on September 5, 2C

Incorporated by reference from the Forn-K for the year ended December 31, 1998 filed byGbegporation on March 26, 199
Incorporated by reference to Exhibit 10.01 from Hoem ¢-K filed by the Corporation on February 22, 20

(10) Incorporated by reference from the Forn-K for the year ended December 31, 2003 filed byGbeporation on March 15, 200
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SIGNATURES

Pursuant to the requirements of the Secutitiehange Act of 1934 the Corporation has duly eduhis report to be signed on its behalf by
the undersigned hereunto duly authorized.

FIRST BANCORP.

By: /s/ Luis M. Beaucham Date: 2/29/0¢

Luis M. Beauchamp Chairmz
President and Chief Executive Offic

Pursuant to the requirements of the Secuttiehange Act of 1934, this report has been sidgnyetthe following persons on behalf of the
registrant and in the capacities and on the dattisated.

/s/ Luis M. Beaucham Date: 2/29/0
Luis M. Beaucham,

Chairman

President and Chief Executive Offic

/s/ Aurelio Aleméar Date: 2/29/0
Aurelio Aleman

Senior Executive Vice President a

Chief Operating Office

/s/ Fernando Scherr Date: 2/29/0
Fernando Scherrer, CF

Executive Vice President al
Chief Financial Office!

/s/ Fernando Rodrigu-Amaro Date: 2/29/0

Fernando Rodriguez Amat
Director

/sl Jorge L. Dia; Date: 2/29/0

Jorge L. Diaz
Director

/s/ Sharee Ann Umpier-Catinchi Date: 2/29/0

Sharee Ann Umpier-Catinchi,
Director

/sl José Teixido Date: 2/29/0
José Teixidor, Directc

/s/ José L. Ferr-Canals Date: 2/29/0
José L. Ferre-Canals, Directo

/s/ José Menénd-Cortada Date: 2/29/0
José Menénd-Cortada, Leau

Director

/sl Frank Kolodzie Date: 2/29/0

Frank Kolodziej, Directo

/s/ Héctor M. Nevare Date: 2/29/0
Héctor M. Nevares, Directc
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/sl José F. Rodrigut

José F. Rodriguez, Direct

/s/ Pedro Romer

Pedro Romero, CP.
Senior Vice President ar
Chief Accounting Office
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Management’s Report on Internal Control Over Finandal Reporting
To the Board of Directors and Stockholders of FfahCorp:

The management of First BanCorp (the Corporatismg¢$ponsible for establishing and maintaining adegjinternal control over financial
reporting as defined in Rules 13a-15(f) and 15d)15{der the Securities Exchange Act of 1934 amdir assessment of internal control over
financial reporting. The Corporatianinternal control over financial reporting is @pess designed to provide reasonable assuranaeliregthe
reliability of financial reporting and preparatioffinancial statements for external purposes toatance with accounting principles generally
accepted in the United States of America (“GAARiYlancludes controls over the preparation of finahstatements in accordance with the
instructions for the Consolidated Financial Statetaéor Bank Holding Companies (Form FR Y-9C) tongdy with the requirements of
Section 112 of the Federal Deposit Insurance Catmor Improvement Act (FDICIA).

Internal control over financial reporting includb®se policies and procedures that (i) pertaitnéonbaintenance of records that, in reasonable
detail, accurately and fairly reflect the transaws and dispositions of the assets of the comg@hyprovide reasonable assurance that
transactions are recorded as necessary to pemniréparation of financial statements in accordavitte GAAP, and that receipts and
expenditures of the company are being made ordgdordance with authorizations of management amdtirs of the company; and

(iif) provide reasonable assurance regarding prgmeior timely detection of unauthorized acquisitiose, or disposition of the compasi@sset
that could have a material effect on the finansiatements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods afgext to the risk that controls may become inadégbecause of changes in conditions, or that
the degree of compliance with the policies or pdures may deteriorate.

The management of First BanCorp has assessedf¢ittivefness of the Corporatianinternal control over financial reporting as cfd@mber 31
2007. In making this assessment, the Corporatied tiee criteria set forth by the Committee of tiperg&oring Organizations of the Treadway
Commission (COSO) in Internal Control-IntegratedriRework.

Based on our assessment, management concludgtigh@brporation maintained effective internal cohaver financial reporting as of
December 31, 2007.

The effectiveness of the Corporation’s internaltoarover financial reporting as of December 31020has been audited by
PricewaterhouseCoopers LLP, an independent regisfarblic accounting firm, as stated in their répdrich appears herein.

/sl Luis Beauchamp

Luis Beauchamp

Chairman of the Board, President
and Chief Executive Officer

/s/ Fernando Scherrer
Fernando Scherrer
Executive Vice President
and Chief Financial Officer
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PricewaterhouseCoopers L
254 Mufioz Rivera Avent
BBVA Tower, 9t Floor
Hato Rey, PR 009:
Telephone (787) 75909(
Facsimile (787) 76809

Report of Independent Registered Public Accountingrirm

To the Board of Directors and
Stockholders of First BanCorp

In our opinion, the accompanying consolidated statgs of financial condition and the related coidstéd statements of income,
comprehensive income, changes in stockholderstyquid cash flows present fairly, in all materedpects, the financial position of First
BanCorp and its subsidiaries (the “Corporation”patember 31, 2007 and 2006, and the results ofdperations and their cash flows for each
of the three years in the period ended Decembe2@17 in conformity with accounting principles geadly accepted in the United States of
America. Also in our opinion, the Corporation mained, in all material respects, effective interc@htrol over financial reporting as of
December 31, 2007, based on criteria establishedemal Control - Integrated Framewoigsued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO#g Thrporation’s management is responsible for thieaacial statements, for
maintaining effective internal control over finaakieporting and for its assessment of the effectss of internal control over financial
reporting, included in the accompanying ManagenseRe&port on Internal Control Over Financial RepaytiOur responsibility is to express
opinions on these financial statements and on trpdation’s internal control over financial regog based on our integrated audits. We
conducted our audits in accordance with the statsdairthe Public Company Accounting Oversight Bogfdited States). Those standards
require that we plan and perform the audits toialiasonable assurance about whether the finastai@ments are free of material misstate!
and whether effective internal control over finaceporting was maintained in all material respe@ur audits of the financial statements
included examining, on a test basis, evidence stippahe amounts and disclosures in the finarst@iements, assessing the accounting
principles used and significant estimates made &gagement, and evaluating the overall financiaéstant presentation. Our audit of internal
control over financial reporting included obtainiag understanding of internal control over finahoggorting, assessing the risk that a material
weakness exists, and testing and evaluating thigrdaad operating effectiveness of internal conbaded on the assessed risk. Our audits also
included performing such other procedures as wsidered necessary in the circumstances. We beleteur audits provide a reasonable b
for our opinions.

As discussed in Note 1 to the consolidated findrstetements, the Corporation has adopted in 2007B, “Accounting for Uncertainty in
Income Taxes—an Interpretation of FASB StatementI8”, SFAS No. 157, “Fair Value Measurements” &AS No. 159, “The Fair Value
Option for Financial Assets and Liabilities”. Indition, the Corporation changed the manner in witieltccounts for share-based compensation
in 2006.

A company’s internal control over financial repogiis a process designed to provide reasonableaasuregarding the reliability of financial
reporting and the preparation of financial statetséor external purposes in accordance with gelyeaatepted accounting principles.
Management'’s assessment and our audit of First Bgr<Cinternal control over financial reporting @liscluded controls over the preparation of
financial statements in accordance with the insimas to the Consolidated Financial Statement8#&mk Holding Companies (Form FR Y-9C)
to comply with the reporting requirements of Sectid 2 of the Federal Deposit Insurance Corpordtiggrovement Act (FDICIA). A

company’s internal control over financial reportingludes those policies and procedures that (fapeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettilansactions and dispositions of the assetseaédimpany; (ii) provide reasonable assurance
transactions are recorded as necessary to perapation of financial statements in accordanch génerally accepted accounting principles,
and that receipts and expenditures of the compenpeing made only in accordance with authorizatioihmanagement and directors of the
company; and (iii) provide reasonable assurance
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regarding prevention or timely detection of unauited acquisition, use, or disposition of the compa assets that could have a material effect
on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements. Also, projections of any
evaluation of effectiveness to future periods afgext to the risk that controls may become inadégibecause of changes in conditions, or that
the degree of compliance with the policies or pdures may deteriorate.

PricewaterhouseCoopers LLP
San Juan, Puerto Rico
February 29, 2008

CERTIFIED PUBLIC ACCOUNTANTS
(OF PUERTO RICO)

License No. 216 Expires Dec. 1, 2010
Stamp 2287582 of P.R. Society of
Certified Public Accountants has been
affixed to the file copy of this report
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FIRST BANCORP
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

(In thousands, except for share informati December 31, 20C December 31, 20C
Assets
Cash and due from ban $ 195,80¢ $ 112,34:
Money market instrumen 148,57¢ 377,29¢
Federal funds sol 7,951 42,05
Time deposits with other financial institutio 26,60( 37,12
Total money market investmer 183,13¢ 456,47(
Investment securities available for sale, at faiue:
Securities pledged that can be repled 789,27 1,373,46
Other investment securitit 497,01! 326,95¢
Total investment securities available for < 1,286,28! 1,700,42.
Investment securities held to maturity, at amodizest:
Securities pledged that can be repled 2,522,50! 2,661,08:
Other investment securitit 754,57 686,04:
Total investment securities held to maturity, fafue of $3,261,934 (20(- $3,256,966 3,277,08. 3,347,13.
Other equity securitie 64,90¢ 40,15¢
Loans, net of allowance for loan and lease los§84@0,168 (200t $158,296 11,588,65 11,070,44
Loans held for sale, at lower of cost or mai 20,92/ 35,23¢
Total loans, ne 11,609,57 11,105,68
Premises and equipment, | 162,63! 155,66:
Other real estate ownt 16,11¢ 2,87(C
Accrued interest receivable on loans and invests 107,97¢ 112,50!
Due from customers on acceptan 747 15C
Other asset 282,65 356,86
Total asset $ 17,186,993 $ 17,390,25
Liabilities & Stockholders’ Equity
Liabilities:
Nor-interes-bearing deposit $ 621,88: $ 790,98!
Interes-bearing deposits (20(- includes $4,186,563 measured at fair va 10,412,63 10,213,30
Federal funds purchased and securities sold umpleements to repurcha 3,094,641 3,687,72
Advances from the Federal Home Loan Bank (FH 1,103,00! 560,00(
Notes payable (20C- includes $14,306 measured at fair val 30,54: 182,82¢
Other borrowing: 231,81° 231,71¢
Bank acceptances outstand 747 15C
Accounts payable and other liabiliti 270,01: 493,99!
Total liabilities 15,765,28 16,160,70
Commitments and contingencies (Notes 26, 29 ani
Stockholder’ equity:
Preferred stock, authorized 50,000,000 sharesedsand outstanding 22,004,000 shares at $25 lijaida
value per shar 550,10( 550,10(
Common stock, $1 par value, authorized 250,000sb@0es; 102,402,306 shares issued (2@B151,85
shares 102,40: 93,15:
Less: Treasury stock (at par vall (9,89¢) (9,89¢)
Common stock outstandir 92,50¢ 83,25¢
Additional paic-in capital 108,27¢ 22,751
Legal surplus 286,04¢ 276,84
Retained earning 409,97¢ 326,76
Accumulated other comprehensive loss, net of tavefieof $227 ( 200¢ $221) (25,264) (30,167
Total stockholder equity 1,421,641 1,229,55
Total liabilities and stockholde’ equity $ 17,186,993 $ 17,390,25

The accompanying notes are an integral part oktetgtements.
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FIRST BANCORP
CONSOLIDATED STATEMENTS OF INCOME

Year ended December 31

(In thousands, except per share d 2007 2006 2005
Interest income:
Loans $ 901,94: $ 936,05. $ 772,10(
Investment securitie 265,27! 281,84 273,60
Money market investmen 22,03 70,91¢ 21,88¢
Total interest incom 1,189,24 1,288,81. 1,067,59I
Interest expense:
Deposits 528,74( 605,03: 393,15:
Federal funds purchased and repurchase agree 148,30¢ 195,32¢ 179,12
Advances from FHLE 38,46« 13,70¢ 32,75¢
Notes payable and other borrowir 22,71¢ 31,05¢ 30,23¢
Total interest expens 738,23 845,11¢ 635,27
Net interest incom 451,01¢ 443,69:¢ 432,31¢
Provision for loan and lease losse 120,61( 74,99: 50,64
Net interest income after provision for loan arakke losse 330,40t 368,70: 381,67¢
Non-interest income:
Other service charges on loe 6,89: 5,94¢ 5,431
Service charges on deposit accol 12,76¢ 12,59 11,79¢
Mortgage banking activitie 2,81¢ 2,25¢ 3,79¢
Net (loss) gain on investments and impairm (2,726 (8,199 12,33¢
Net gain (loss) on partial extinguishment and reati@rization of secured commercial
loans to local financial institutior 2,49 (10,640 —
Rental income 2,53¢ 3,26¢ 3,46:
Gain on sale of credit card portfo 2,81¢ 50C —
Insurance reimbursements and other agreementsdetaa contingency settleme 15,07¢ — —
Other norinterest incom: 24,47 25,61! 26,25(
Total nor-interest incoms 67,15¢ 31,33¢ 63,07
Non-interest expenses
Employee’ compensation and benef 140,36: 127,52: 102,07¢
Occupancy and equipme 58,89« 54,44( 47,58
Business promotio 18,02¢ 17,67 18,71¢
Professional fee 20,75! 32,09¢ 13,38
Taxes, other than income tax 15,36¢ 12,42¢ 9,80¢
Insurance and supervisory fe 12,61¢ 7,067 5,51(
Provision for contigencie — — 82,75(
Other norinterest expense 41 ,82¢ 36,73¢ 35,29¢
Total nor-interest expense 307,84« 287,96: 315,13:
Income before income tax provisior 89,71¢ 112,07¢ 129,62(
Income tax provision 21,58 27,44 15,01¢
Net income $ 68,13¢ $ 84,63 $ 114,60«
Dividends to preferred stockholde 40,27¢ 40,27¢ 40,27¢
Net income attributable to common stockholder: $ 27,86( $ 44,35¢ $ 74,32¢
Net income per common share
Basic $ 0.32 $ 0.54 $ 0.9z
Diluted $ 0.32 $ 0.5 $ 0.9C

&

0.2

&

0.2¢

©

Dividends declared per common shar 0.2¢

The accompanying notes are an integral part oktettements.
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FIRST BANCORP

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands
Cash flows from operating activities:
Net income

Adjustment to reconcile net income to net cash igiexy by operating activitie:

Depreciatior

Amortization of core deposit intangik

Provision for loan and lease los:

Deferred income tax provision (bene

Stocl-based compensation recogni:

Gain on sale of investments, 1

Other-thar-temporary impairments on availa-for-sale securitie

Derivative instruments and hedging activities |

Net gain on sale of loans and impairme

Net (gain) loss on partial extinguishment and reatirization of secured commerc
loans to local financial institutior

Net amortization on premiums and discounts andrdeddoan fees and cos

Amortization of broker placement fe

Accretion of basis adjustments on fair value hec

Net accretion of premium and discounts on investrseaurities

Amortization of discount on subordinated nc

Gain on sale of credit cards portfo

(Decrease) increase in accrued income tax pa'

Decrease (increase) in accrued interest recei

(Decrease) increase in accrued interest pay

Decrease (increase) in other as:

(Decrease) increase in other liabilit

Total adjustment

Net cash provided by operating activities

Cash flows from investing activities:

Principal collected on loar

Loans originatet

Purchase of loar

Proceeds from sale of loa

Proceeds from sale of repossessed a

Purchase of servicing ass

Proceeds from sale of availa-for-sale securitie

Purchase of securities held to matu

Purchase of securities avails-for-sale

Principal repayments and maturities of securitedsl o maturity

Principal repayments of securities available fde

Additions to premises and equipm

(Increase) decrease in other equity secur

Cash received for net liabilities assumed on adiuisof busines:

Net cash (used in) provided by investing activitie

Cash flows from financing activities:

Net increase (decrease) in depo

Net (decrease) increase in federal funds purchaseédecurities sold under repurch
agreement

Net FHLB advances taken (pai

Repayments of notes payable and other borrow

Dividends paic

Exercise of stock optior

Issuance of common sto

Treasury stock acquire

Net cash (used in) provided by financing activitie

Net (decrease) increase in cash and cash equis
Cash and cash equivalents at beginning of pe

Cash and cash equivalents at end of peric

Year Ended December 31

2007 2006 2005
$ 68,13 $ 8463 $ 114,60
17,66¢ 16,81 15,41:
3,29¢ 3,38t 3,70¢
120,61 74,99: 50,64
13,65¢ (31,719 (60,229

2,84¢ 5,38(

(3,189 (7,057 (20,719
5,91( 15,25" 8,37t
6,13 61,82( 73,44
(2,246) (1,690 (3,270
(2,497) 10,64( —
(663) (2,56¢) (1,725)
9,56: 19,95¢ 15,12
(2,067) (3,626) —
(42,029 (35,939 (30,019
— 544
(2,819 (500) —
(3,419) (39,707) 28,36:
4,397 (8,819 (43,999
(13,809) 33,91( 58,80(
4,40¢ 12,08¢ (33,206)
(123,61) 14,45' 103,54
(7,849) 137,07 164,80
60,29: 221,71 279,41
3,084,53 6,022,63: 3,803,80.
(3,813,64)  (4,718,92)  (6,058,10)
(270,499 (168,66:) (454,87))
150,70 169,42; 120,68:
52,76¢ 50,89 33,33
(1,857) (1,156) —
959,21: 232,48 252,74¢
(511,279 (447,48)  (2,540,82)
(576,10() (225,37) (1,221,38)
623,37 574,79 2,511,73
214,21 217,828 325,98:
(24,64) (55,52 (28,92)
(23,42) 2,20¢ 41,69
— — (78,40%)
(136,62)) 1,653,14 (3,292,54)
59,49¢ (1,550,71) 4,120,05,
(593,079  (1,146,15) 668,52:
543,00 54,00( (1,132,00)
(150,000) — (127,99)
(64,88)) (63,56¢) (62,91%)
— 19,75¢ 2,09t
91,92 — —
— — (965)
(113,53)  (2,686,68) 3,466,79:
(189,86) (811,829 453,66!
568,81 1,380,64 926,97
$ 37894 $ 56881  $1,380,64




Cash and cash equivalents inclu

Cash and due from ban $ 195,80 $ 112,34 $ 155,84¢
Money market instrumen 183,13¢ 456,47( 1,224,79.
Total Cash and cash equivalent $ 378,94! $ 568,81: $ 1,380,641

The accompanying notes are an integral part oktettements.
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FIRST BANCORP
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

Year Ended December 31

(In thousands 2007 2006 2005
Preferred Stock $ 550,10( $ 550,10( $ 550,10(
Common Stock Outstanding:
Balance at beginning of ye 83,25¢ 80,87¢ 40,38¢
Issuance of common sto 9,25( —
Common stock issued under stock option | — 2,37¢ 76
Treasury stock acquired before June 30, 2005 stplik — — (28)
Shares issued as a result of stock split on Jun2C8iH — — 40,43¢
Balance at end of ye: 92,50¢ 83,25¢ 80,87t
Additional Paid-In-Capital:
Balance at beginning of ye 22,757 — 4,86:
Issuance of common sto 82,67« — —
Treasury stock acquire — — (937)
Shares issued under stock option — 17,37 2,01¢
Stocl-based compensation recogni: 2,84¢ 5,38( —
Adjustment for stock split on June 30, 2( — — (5,949
Balance at end of ye 108,27¢ 22,75 —
Capital Reserve:
Balance at beginning of ye — — 82,82t
Transfer to legal surplt — — (82,825

Balance at end of ye: — — —

Legal Surplus:

Balance at beginning of ye 276,84 265,84 183,01¢
Transfer from retained earnin 9,201 11,00« —
Transfer from capital resen — — 82,82¢
286,04¢ 276,84¢ 265,84
Retained Earnings:
Balance at beginning of ye 326,76 316,69° 299,50:
Net income 68,13¢ 84,63« 114,60:
Cash dividends declared on common sl (24,605 (23,290() (22,639
Cash dividends declared on preferred s (40,27¢) (40,27¢) (40,27¢)
Cumulative adjustment for accounting change (adoptif FIN 48) (2,615 — —
Cumulative adjustment for accounting change (adoptif SFAS No. 159 91,77¢ — —
Adjustment for stock split on June 30, 2( — — (34,499
Transfer to legal surplt (9,207) (11,004
Balance at end of ye: 409,97¢ 326,76: 316,69’
Accumulated Other Comprehensive (Loss) Income, Netf Tax:
Balance at beginning of ye (30,167 (15,675 43,63¢
Other comprehensive income (loss), net of 4,90z (14,497 (59,317
Balance at end of ye: (25,264 (30,167) (15,675
Total Stockholders’ Equity $1,421,64 $1,229,55. $1,197,84.

The accompanying notes are an integral part okteetements.
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FIRST BANCORP
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(In thousands 2007
Net income $68,13¢

Other comprehensive income (los

Unrealized gains (losses) on securit

Unrealized holding gains (losses) arising duringpkriod 2,171
Less: Reclassification adjustment for net lossrigand other-thatemporary impairmen
included in net incom 2,72¢
Income tax benefit related to items of other corhpresive incomu 6
Other comprehensive income (loss) for the peried of tax 4,90z
Total comprehensive incon $73,03¢

The accompanying notes are an integral part oktettements.

Year ended December 31

2006 2005
$ 84,63« $114,60
(22,897 (47,839
8,19« (12,389
205 911
(14,497 (59,31
$ 70,14 $ 55,29
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FIRST BANCORP
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 — Nature of Business and Summary of Signifimt Accounting Policies

The accompanying financial statements have peepared in conformity with accounting principtgEmnerally accepted in the United State
America (“GAAP”) and with prevailing practices withthe financial services industry. The followirgya description of First BanCorp’s (“First
BanCorp” or “the Corporation”) most significant pmés:

Nature of business

First BanCorp is a publicly-owned, Puerto Ratmrtered bank holding company that is subjecéglation, supervision and examination by
the Board of Governors of the Federal Reserve 8ystde Corporation is a full service provider afdncial services and products with
operations in Puerto Rico, the United States aadJtfs. and British Virgin Islands.

The Corporation provides a wide range of fgiahservices for retail, commercial and institatib clients. As of December 31, 2007, the
Corporation controlled four wholly-owned subsidégri FirstBank Puerto Rico (“FirstBank” or the “Bapk-irstBank Insurance Agency, Inc.
(“FirstBank Insurance Agency”), Grupo Empresas de/i8ios Financieros (d/b/a “PR Finance Group”) &uwhce General Corporation, Inc.
("Ponce General”). FirstBank is a Puerto Rico-olaati commercial bank, FirstBank Insurance AgeneyRsierto Rico-chartered insurance
agency, PR Finance Group is a domestic corporatiwhPonce General is the holding company of a &lgeshartered stock savings association
in Florida (USA), FirstBank Florida. FirstBank islgect to the supervision, examination and regoitatif both the Office of the Commissione
Financial Institutions of the Commonwealth of PadRico (“OCIF”) and the Federal Deposit Insuranggporation (the “FDIC”). Deposits are
insured through the FDIC Deposit Insurance FundhWiFirstBank, there are two separately regulaesinesses: (1) the Virgin Islands
operations; and (2) the Miami loan agency (the ‘Widgency”). The U.S. Virgin Islands operationsFafstBank are subject to regulation and
examination by the United States Virgin Islands IBag Board, and the British Virgin Islands operasaare subject to regulation by the British
Virgin Islands Financial Services Commission. Bestk's loan agency in the State of Florida is ratgd by the Office of Financial Regulation
of the State of Florida, the Federal Reserve Bdrktlanta and the Federal Reserve Bank of New York.

FirstBank Insurance Agency is subject to tiygesvision, examination and regulation by the @ffad the Insurance Commissioner of the
Commonwealth of Puerto Rico. PR Finance Group ligesti to the supervision, examination and regutatibthe OCIF. FirstBank Florida is
subject to the supervision, examination and reguiatf the Office of Thrift Supervision (the “OTS”)

As of December 31, 2007, FirstBank conductedhiisiness through its main office located in $&m, Puerto Rico, forty-eight full service
banking branches in Puerto Rico, twenty-two brascheghe United States Virgin Islands (USVI) andtiBh Virgin Islands (BVI) and a loan
agency in Miami, Florida (USA). FirstBank had faunolly-owned subsidiaries with operations in Pudttoo: First Leasing and Rental
Corporation, a vehicle leasing and daily rental pany with seven offices in Puerto Rico; First Fadi&inance Corp. (d/b/a Money Express La
Financiera), a finance company with thirty-nineia#é in Puerto Rico; First Mortgage, Inc. (“FirsbNbage”), a residential mortgage loan
origination company with twenty-six offices in RiB&nk branches and at stand alone sites and FitktBaerseas Corporation, an international
banking entity (“IBE”) organized under the Interioatal Banking Entity Act of Puerto Rico. FirstBahkd three subsidiaries with operations
outside of Puerto Rico: First Insurance AgencylINt,, an insurance agency with two offices thalissesurance products in the USVI; First
Express, a finance company specializing in theirmaitipn of small loans with three offices in theWSand First Trade, Inc. which provides
foreign sales corporation management services.

The Corporation also operates in the UnitedeStmainland through its federally chartered s&zkngs association First Bank Florida.
FirstBank Florida provides a wide range of banlgegvices to individual and corporate customersuginats nine branches in the U.S. mainle
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Principles of consolidation

The consolidated financial statements inclilndeaccounts of the Corporation and its subsidsaid significant intercompany balances and
transactions have been eliminated in consolidation.

Statutory business trusts that are wholly-aiving the Corporation and are issuers of trust prefiesecurities are not consolidated in the
Corporation’s consolidated financial statementadoordance with the provisions of Financial Intetation No. (“FIN") 46R, “Consolidation of
Variable Interest Entities — an Interpretation dkRB No. 51".

Reclassifications
For purposes of comparability, certain prieripd amounts have been reclassified to conforthe®007 presentation.
Use of estimates in the preparation of financial stements

The preparation of financial statements infoonity with GAAP requires management to make eatgm and assumptions that affect the
reported amounts of assets and liabilities andimgant assets and liabilities at the date of tharftial statements, and the reported amounts of
revenues and expenses during the reporting pekiidal results could differ from those estimates.

Stock split

All references to the numbers of common shanesper share amounts in the financial staten@msotes to the financial statements have
been adjusted to reflect the June 30, 2005 twaif@-common stock split.

Cash and cash equivalents

For purposes of reporting cash flows, cashaasth equivalents include cash on hand, amountfamebanks and short-term money market
instruments with original maturities of three maontr less.

Securities purchased under agreements to resell

The Corporation purchases securities undevesigents to resell the same securities. The cowartgmetains control over the securities
acquired. Accordingly, amounts advanced under thgseements represent short-term loans and aeetexl as assets in the statements of
financial condition. The Corporation monitors tharket value of the underlying securities as comp&ethe related receivable, including
accrued interest, and requests additional colletdian deemed appropriate.

Investment securities
The Corporation classifies its investments in defut equity securities into one of four categories:

Held-to-maturity- Securities which the entity has the intent aniitglbo hold-to-maturity. These securities arergadt at amortized cost. The
Corporation may not sell or transfer held-to-mayusiecurities without calling into question itsent to hold other debt securities to maturity,
unless a nonrecurring or unusual event that cooldhave been reasonably anticipated has occurred.

Trading- Securities that are bought and held principaillythe purpose of selling them in the near termesEhsecurities are carried at fair
value, with unrealized gains and losses reportegaimings. As of December 31, 2007 and 2006, thpdtation did not hold investment
securities for trading purposes.

Available-for-sale Securities not classified as held-to-maturityrading. These securities are carried at fair vakith unrealized holding
gains and losses, net of deferred tax, reportether comprehensive income as a separate compohstuickholders’ equity.

Other equity securitiesEquity securities that do not have readily avdddair values are classified as other equity gées in the
consolidated statements of financial condition. Sehgecurities are stated at the lower of costalizesble value. This category is principally
composed of stock that is owned by the Corporatiacomply with Federal Home Loan Bank (FHLB) redats requirements. Their realizable
value equals their cost.
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Premiums and discounts on investment secsidtie amortized as an adjustment to interest inaomavestments over the life of the related
securities under the interest method. Net realiggds and losses and valuation adjustments comsidgher-than-temporary, if any, related to
investment securities are determined using theifspétentification method and are reported in Nioterest income as net (loss) gain on
investments and impairments. Purchases and satesofities are recognized on a trade-date basis.

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

The Corporation evaluates for impairment ébtdand equity securities when their fair markéti@das remained below cost for six
consecutive months or more, or earlier if othetdeindicative of potential impairment exist. Iistiments are considered to be impaired when
their cost exceeds fair market value.

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

The impairment analysis of the fixed incomeeistments places special emphasis on the analyfie oash position of the issuer, its cash and
capital generation capacity, which could increasdiminish the issuer’s ability to repay its borfaligations. The Corporation also considers its
intent and ability to hold the fixed income sedestuntil recovery. If management believes, basethe analysis, that the issuer will not be able
to service its debt and pay its obligations imaelly manner, the security is written down to mamaget’s estimate of net realizable value. For
securities written down to their estimated netiradlle value, any accrued and uncollected intésesso reversed. Interest income is then
recognized when collected.

The impairment analysis of equity securitepérformed and reviewed on an ongoing basis barsélde latest financial information and any
supporting research report made by a major broksfiag. This analysis is very subjective and basedong other things, on relevant financial
data such as capitalization, cash flow, liquiddystematic risk, and debt outstanding of the issdanagement also considers the issuer’'s
industry trends, the historical performance ofdtaek, as well as the Corporation’s intent to hblel security for an extended period. If
management believes there is a low probabilityecbvering book value in a reasonable time franen #n impairment will be recorded by
writing the security down to market value. As posly mentioned, equity securities are monitoredomngoing basis but special attention is
given to those securities that have experiencezthng in fair value for six months or more. An iampnent charge is generally recognized when
the fair value of an equity security has remaingdificantly below cost for a period of twelve cegsitive months or more.

Loans

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

Loans on which the recognition of interesoime has been discontinued are designated as nanrazdNVhen loans are placed on non-
accruing status, any accrued but uncollected isténeome is reversed and charged against interastne. Consumer, commercial and mortc
loans are classified as non-accruing when intemredtprincipal have not been received for a perfd@Dadays or more. This policy is also applied
to all impaired loans based upon an evaluatiomefrisk characteristics of said loans, loss expedgeconomic conditions and other pertinent
factors. Loan and lease losses are charged anderse® are credited to the allowance for loan @&ade losses. Closed-end consumer loans and
leases are charged-off when payments are 120 daysdars. Open-end (revolving credit) consumendaae charged-off when payments are
180 days in arrears.

The Corporation may also classify loans in-aooruing status and recognize revenue only wheh payments are received because of the
deterioration in the financial condition of the bwer and payment in full of
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principal or interest is not expected. In additithre Corporation started during the third quarfe2@07 a loan loss mitigation program providing
homeownership preservation assistance. Loans reddlirough this program are reported as perferming loans and interest is recognized
cash basis. When there is reasonable assuranepayiment and the borrower has made payments etestained period, the loan is returned to
accruing status.

Loans held for sale

Loans held for sale are stated at the lowearest-or-market. The amount by which cost exceealket value in the aggregate portfolio of
loans held for sale, if any, is accounted for &slaation allowance with changes therein includethe determination of net income. As of
December 31, 2007 and 2006, the aggregate faiewalloans held for sale exceeded their cost.

Allowance for loan and lease losses

The Corporation maintains the allowance fanland lease losses at a level that managementiemadequate to absorb losses currently
inherent in the loans and leases portfolio. Thehoglogy used to establish the allowance for lazhlaase losses is based on Statement of
Financial Accounting Standard No. (“SFAS”) 114, ‘@eunting by Creditors for Impairment of a Loan” @aeended by SFAS No. 118), and
SFAS 5, “Accounting for Contingencies.” Under SFABI, commercial loans over a predefined amounidemified for impairment evaluation
on an individual basis.

The adequacy of the allowance for loan angdédasses is reviewed on a quarterly basis aoptre Corporatiors continued evaluation of |
asset quality. The portfolios of residential moggdoans, consumer loans, auto loans and finaaseseare individually considered
homogeneous and each portfolio is evaluated colkdgtfor impairment. In estimating the allowanae foan and lease losses, management use:
historical information about loan and lease lossewell as other factors including the effectstomlban portfolio of current economic indicators
and their probable impact on the borrowers, infdromaabout trends on charge-offs and non-accruwaidpchanges in underwriting policies, risk
characteristics relevant to the particular loaegaty and delinquencies. The Corporation measuorpairment individually for those commerc
and real estate loans with a principal balanceediog $1 million in accordance with the provisi@isSFAS 114. A loan is impaired when,
based on current information and events, it is abbd that the Corporation will be unable to collettamounts due according to the contractual
terms of the loan agreement. An allowance for imgzhloans is established based on the present ghkpected future cash flows or the fair
value of the collateral, if the loan is collatedalpendent. If foreclosure is probable, the credit@equired to measure the impairment based on
the fair value of the collateral. The fair valuetioé collateral is generally obtained from appiaisdpdated appraisals are obtained when the
Corporation determines that loans are impairedfandertain loans on a spot basis selected by Bpetiaracteristics such as delinquency levels
and loan-to-value ratios. Should the appraisal saaegficiency, the Corporation records a speclfmxance for loan losses related to these
loans.

As a general procedure, the Corporation imtéyrmeviews appraisals on a spot basis as pateotinderwriting and approval process. For
construction loans in the Miami Agency, appraisatks reviewed by an outsourced contracted apprdsere a loan backed by real estate
collateral deteriorates or is accounted for in @gorual status, a full assessment of the valubeo€ollateral is performed. If the Corporation
commences litigation to collect an outstanding loanommences foreclosure proceedings againstrawer (which includes the collateral), a
new appraisal report is requested and the boolevaladjusted accordingly, either by a correspand&serve or a charge-off.

The allowance for loan and lease losses regignificant judgments and estimates. The Cotjporastablishes the allowance for loan and
lease losses based on whether it has classifidlddhe and leases as loss or probable loss cyriehrent in the portfolio. The Corporation
establishes an allowance to cover the total amoluany assets classified as a “loss,” the probkisie exposure of other classified assets, and the
estimated losses of assets not classified. Theuadgpf the allowance for loan and lease lossbased upon a number of factors including
historical loan and leases loss experience thatmoayepresent current conditions inherent in thetfplio. For example, factors affecting the
Puerto Rico, Florida (USA), US Virgin Islands’ orifish Virgin Islands’ economies may contributedelinquencies and defaults above the
Corporation’s historical loan and lease
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losses. The Corporation addresses this risk byedgtmonitoring the delinquency and default expeceeand by considering current economic
and market conditions. Based on the assessmeatsreht conditions, the Corporation makes appropiaajustments to the historically
developed assumptions when necessary to adjustibatfactors to account for present conditions.

Cash payments received on impaired loansem@ded in accordance with the contractual ternteefoan. The principal portion of the
payment is used to reduce the principal baland¢bkeofoan, whereas the interest portion is recoghézeinterest income. However, when
management believes the ultimate collectibilitypdhcipal is in doubt, the interest portion is apglto principal.

Transfers and servicing of financial assets and eixtguishment of liabilities

After a transfer of financial assets that fies for sale accounting, the Corporation dere@egmfinancial assets when control has been
surrendered, and derecognizes liabilities whemgxished.

The transfer of financial assets in which @wporation surrenders control over the assetsdgumted for as a sale to the extent that
consideration other than beneficial interests ¢gireed in exchange. SFAS 140, “Accounting for Tfanand Servicing of Financial Assets and
Liabilities — a Replacement of SFAS No. 125,” detsh the criteria that must be met for control otransferred assets to be considered to have
been surrendered, which includes: (1) the assess$ bauisolated from creditors of the transferoy tf2 transferee must obtain the right (free of
conditions that constrain it from taking advantafi¢hat right) to pledge or exchange the transteassets, and (3) the transferor cannot maintair
effective control over the transferred assets thihoan agreement to repurchase them before theirityatWhen the Corporation transfers
financial assets and the transfer fails any ontb@fSFAS 140 criteria, the Corporation is prevefitech derecognizing the transferred financial
assets and the transaction is accounted for asuaeskeborrowing.

Premises and equipment

Premises and equipment are carried at costfrmecumulated depreciation. Depreciation is med on the straight-line method over the
estimated useful life of each type of asset. Arzation of leasehold improvements is computed dvetérms of the leases (contractual term
lease renewals that are “reasonably assured”eoedtimated useful lives of the improvements, wéneh is shorter. Costs of maintenance and
repairs, which do not improve or extend the lifelt# respective assets, are expensed as incurosts @f renewals and betterments are
capitalized. When assets are sold or disposetheif, tost and related accumulated depreciatiomean®ved from the accounts and any gain or
loss is reflected in earnings.

The Corporation has operating lease agreenpeintgirily associated with the rental of premisesupport the branch network or for general
office space. Certain of these arrangements arecancelable and provide for rent escalation andwahoptions. Rent expense on non-
cancelable operating leases with scheduled rergdises is recognized on a straight-line basis threeclease term.

Other real estate owned (OREO)

Other real estate owned, which consists dfestate acquired in settlement of loans, is reed@t the lower of cost (carrying value of the
loan) or fair value minus estimated cost to sedlibal estate acquired. Subsequent to forecloganes or losses resulting from the sale of these
properties and losses recognized on the periodicataations of these properties are credited orgauhto income. The cost of maintaining and
operating these properties is expensed as incurred.
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Goodwill and other intangible assets

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

. Definite life intangibles, mainly core deposise amortized over their estimated life, generafiya straight-line basis, and are reviewed
periodically for impairment when events or chanigesircumstances indicate that the carrying amaoay not be recoverabl

. Gooduwill and other indefinite life intangibles aret amortized but are reviewed periodically for aiyment at least annuall

The Corporation performed impairment testslieryears ended December 31, 2007, 2006 and 2@D8etermined that no impairment was
needed to be recognized for those periods for gdbamd other intangible assets. For further disales, refer to Note 11 to the consolidated
financial statements.

Securities sold under agreements to repurchase

The Corporation sells securities under agregsn® repurchase the same or similar securitiese@lly, similar securities are securities from
the same issuer, with identical form and type, lsinthaturity, identical contractual interest ratgimilar assets as collateral and the same
aggregate unpaid principal amount. The Corporatains control over the securities sold underdtageements. Accordingly, these
agreements are considered financing transactiahsh@nsecurities underlying the agreements remmatind asset accounts. The counterparty to
certain agreements may have the right to repleugedllateral by contract or custom. Such assetp@sented separately in the statements of
financial condition as securities pledged to cadithat can be repledged.

Income taxes

The Corporation uses the asset and liabil#yhmd for the recognition of deferred tax assetslabilities for the expected future tax
consequences of events that have been recognitied @orporation’s financial statements or taxmetuDeferred income tax assets and
liabilities are determined for differences betwéeancial statement and tax bases of assets apitities that will result in taxable or deductible
amounts in the future. The computation is basedr@tted tax laws and rates applicable to periodioh the temporary differences are
expected to be recovered or settled. Valuatiomatwes are established, when necessary, to reéfeeat! tax assets to the amount that is r
likely than not to be realized. In estimating tax@anagement assesses the relative merits andfitiks appropriate tax treatment of
transactions taking into account statutory, judiaia regulatory guidance, and recognizes tax litsraily when deemed probable.

The Corporation adopted Financial Accountitgn8ards Board Interpretation No. (“FIN”) 48, “Aagating for Uncertainty in Income Taxes
— an interpretation of FASB Statement No. 109,” effifee January 1, 2007. FIN 48 clarifies the accounfor uncertainty in income taxes
recognized in an enterprise’s financial stateman&cordance with SFAS 109. This Interpretatiogspribes a recognition threshold and
measurement attribute for the financial statemecbgnition and measurement of a tax position takesxpected to be taken in a tax return. This
Interpretation also provides guidance on derecagnitlassification, interest and penalties, actioignin interim periods, disclosure, and
transition. The adoption of FIN 48 reduced the beijig balance of retained earnings as of Janua2@d7 by $2.6 million. Additionally, in
connection with the adoption of FIN 48, the Corpioraelected to classify interest and penaltieanif, related to unrecognized tax portions as
components of income tax expense. Refer to Nofer2f&equired disclosures and further informationtioe impact of the adoption of this
accounting pronouncement.
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Treasury stock

The Corporation accounts for treasury stogkaaitvalue. Under this method, the treasury stackant is increased by the par value of each
share of common stock reacquired. Any excess paidipare over the par value is debited to additipa@-in capital for the amount per share
that was originally credited. Any remaining excesssharged to retained earnings.

Stock-based compensation

Between 1997 and 2007, the Corporation hadak ®ption plan covering certain employees. Orudan1, 2006, the Corporation adopted
SFAS 123 (RevisedAccounting for Stock-Based Compensatiging the “modified prospective” method. Under timisthod and since all
previously issued stock options were fully vestetha time of adoption, the Corporation expenseddir value of all employee stock options
granted after January 1, 2006 (which is the sammdsr the prospective method). Prior to adoptilba,Corporation accounted for the plan ut
the recognition and measurement principles of Antiag Principles Board Opinion No. (“APB”) 2Bccounting for Stock Issued to Employees
and related Interpretations where no stock-basqiloyme compensation cost was reflected in net im;a@s all options granted under the plan
had an exercise price equal to the market valikeofinderlying common stock on the date of thetg@ptions granted are not subject to ves
requirements. The compensation expense associdtedxpensing stock options for 2007 and 2006 vpgsaximately $2.8 million and
$5.4 million, respectively. The proforma effectanhation for the year 2005 is presented in Notéo2Be consolidated financial statements. The
stock option plan expired in the first quarter 602 and there is no other plan in place.

Comprehensive income
Comprehensive income includes net income heditrealized gain (loss) on securities availabtestle, net of estimated tax effect.
Derivative financial instruments

As part of the Corporation’s overall interestie risk management, the Corporation utilizesvdive instruments, including interest rate
swaps, interest rate caps and options to managiesttrate risk. In accordance with SFAS 133, “Arting for Derivative Instruments and
Hedging Activities” (“SFAS 133")all derivative instruments are measured and reeegindn the Consolidated Statements of Financiatlfion
at their fair value. On the date the derivativerimment contract is entered into, the Corporati@y mesignate the derivative as (1) a hedge of the
fair value of a recognized asset or liability oramf unrecognized firm commitment (“fair value” hedig(2) a hedge of a forecasted transaction or
of the variability of cash flows to be receivedpaid related to a recognized asset or liabilityaéte flow” hedge) or (3) as a “standalone”
derivative instrument, including economic hedged the Corporation has not formally documented fasravalue or cash flow hedge. Changes
in the fair value of a derivative instrument thahighly effective and that is designated and djealas a fair-value hedge, along with changes in
the fair value of the hedged asset or liabilityt isaattributable to the hedged risk (includingrgadr losses on firm commitments), are recordt
current-period earnings as interest income or ésteexpense depending upon whether an asset iitylighbeing hedged. Similarly, the changes
in the fair value of standalone derivative instrumseor derivatives not qualifying or designatedHedge accounting under SFAS 133 are
reported in current-period earnings as interesirme or interest expense depending upon whethessat ar liability is being economically
hedged . Changes in the fair value of a derivatisgrument that is highly effective and that isigaated and qualifies as a cash-flow hedge, if
any, are recorded in other comprehensive incontieeirstockholders’ equity section of the Consolidég¢atements of Financial Condition until
earnings are affected by the variability of castw8 (e.g., when periodic settlements on a varigdie-asset or liability are recorded in earnings).
None of the Corporatic's derivative instruments qualified or has beerigtested as a cash flow hedge.

Prior to entering into an accounting hedgedaation or designating a hedge, the Corporationdfly documents the relationship between
hedging instrument and the hedged item, as welasisk management objective and strategy for takiieg the hedge transaction. This pro
includes linking all derivative instruments tha¢ alesignated as fair value or cash flow hedgepdoiic assets and liabilities on the statements
of financial condition or to specific firm commitmis or forecasted transactions along with a formsaessment at both
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inception of the hedge and on an ongoing basie teeteffectiveness of the derivative instrumerdfisetting changes in fair values or cash
flows of the hedged item. The Corporation discamghedge accounting prospectively when it detersiihat the derivative is not effective or
will no longer be effective in offsetting changeghe fair value or cash flows of the hedged itdma,derivative expires, is sold, or terminated, or
management determines that designation of theateré&vas a hedging instrument is no longer appat@riwhen a fair value hedge is
discontinued, the hedged asset or liability isorgger adjusted for changes in fair value and thstieg basis adjustment is amortized or accreted
over the remaining life of the asset or liabilityayield adjustment.

The Corporation recognizes unrealized gaimklasses arising from any changes in fair valudesivative instruments and hedged items, as
applicable, as interest income or interest expdepending upon whether an asset or liability isi¢péiedged.

The Corporation occasionally purchases orimaigs financial instruments that contain embedtiiatives. At inception of the financial
instrument, the Corporation assesses: (1) if tom@wic characteristics of the embedded derivatieeckearly and closely related to the econc
characteristics of the financial instrument (hasttcact), (2) if the financial instrument that endiEs both the embedded derivative and the host
contract is measured at fair value with changdaiimvalue reported in earnings, or (3) if a sepamstrument with the same terms as the
embedded instrument would not meet the definitiba derivative. If the embedded derivative doesmeet any of these conditions, it is
separated from the host contract and carried mv&hiie with changes recorded in current periodiegs as part of net interest income.
Information regarding derivative instruments islired in Note 30 to the Corporation’s audited ficiahstatements.

Effective January 1, 2007, the Corporatiorctelé to early adopt SFAS 159, “The Fair Value Opfior Financial Assets and Financial
Liabilities.” This Statement allows entities to dse to measure certain financial assets and liasikat fair value with any changes in fair value
reflected in earnings. The fair value option mayapglied on an instrument-by-instrument basis. Btasement is effective for periods after
November 15, 2007, however, early adoption is piechiprovided that the entity also elects to appé/provisions of SFAS 15“Fair Value
Measurement.” The Corporation decided to early a86AS 159 for approximately $4.4 billion, of thallable brokered CDs and approximately
$15.4 million of the callable fixed medium-term est(“SFAS 159 liabilities”), both of which were hggtl with interest rate swaps. First
BanCorp had been following the long-haul methodadounting, which was adopted on April 3, 2006,ar8FAS 133, for the portfolio of
callable interest rate swaps, callable brokered @izscallable notes. One of the main consideraiiotize determination to early adopt SFAS
159 for these instruments was to eliminate the atfm@ral procedures required by the long-haul metifatcounting in terms of documentation,
effectiveness assessment, and manual procedulesddl by the Corporation to fulfill the requiremsmsipecified by SFAS 133.

With the Corporation’s elimination of the usfethe longhaul method in connection with the adoption of SE&S, the Corporation no long
amortizes or accretes the basis adjustment foBE#S 159 liabilities. The basis adjustment amotitiraor accretion is the reversal of the basis
differential between the market value and book @akcognized at the inception of fair value hedgmanting as well as the change in value of
the hedged brokered CDs and medium-term notes nezadjsince the implementation of the long-haullradt Since the time the Corporation
implemented the long-haul method, it has recognctethges in the value of the hedged brokered CBsredium-term notes based on the
expected call date of the instruments. The adomf@FAS 159 also requires the recognition, as @ttie initial adoption adjustment to retait
earnings, of all of the unamortized placement feaswere paid to broker counterparties upon theasce of the elected brokered CDs and
medium-term notes. The Corporation previously arpedt those fees through earnings based on the &xpeall date of the instruments. SFAS
159 also establishes that the accrued interestdbeueported as part of the fair value of thafficial instruments elected to be measured at fair
value. The impact of the derecognition of the basdisistment and the unamortized placement feef Janaary 1, 2007 resulted in a cumulative
after-tax reduction to retained earnings of apprmately $23.9 million. This negative charge wasudeld in the total cumulative after-tax
increase to retained earnings of $91.8 million tkeatlted with the adoption of SFAS 159. Refer ted\27 to the audited consolidated financial
statements for required disclosures and furtherin&tion on the impact of adoption of this accaugipronouncement.
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Prior to the implementation of the long-hawdthod First BanCorp reflected changes in the falue of those swaps as well as swaps related
to certain loans as non-hedging instruments thrapgrations as part of net interest income.

Valuation of financial instruments

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

Effective January 1, 2007, the Corporatiorcteld to early adopt SFAS 157. This Statement defiaie value as the exchange price that wi
be received for an asset or paid to transfer ditialan exit price) in the principal or most aditageous market for the asset or liability in an
orderly transaction between market participantthermeasurement date. SFAS 157 also establistadsvalfue hierarchy which requires an
entity to maximize the use of observable inputsmimeasuring fair value. The standard describe tleneels of inputs that may be used to
measure fair value:

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

Level 2 Inputs other than quoted prices included withinélel/that are observable for the asset or liabiétsher directly or indirectly,
such as quoted prices for similar assets or lt#&sli quoted prices in markets that are not actvether inputs that are
observable or can be corroborated by observablkendata for substantially the full term of theetssor liabilities.

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

The following is a description of the valuatimethodologies used for instruments measuredratdhie:

Callable Brokered CDs (Level 2 inputs)

The fair value of brokered CDs, included witldieposits, is determined using discounted cashdloalyses over the full term of the CDs. -
valuation uses a “Hull-White Interest Rate Treeprgach for the CDs with callable option componeatsindustry-standard approach for
valuing instruments with interest rate call optionBe model assumes that the embedded optionxareis=d economically. The fair value of
CDs is computed using the outstanding principal @morl he discount rates used are based on US ddB&R and swap rates. At-the-money
implied swaption volatility term structure (volatyl by time to maturity) is used to calibrate thedel to current market prices and value the
cancellation option in the deposits. Effective Jamul, 2007, the Corporation updated its methodotogcalculate the impact of its own credit
standing as required by SFAS 157.

Mediun-Term Notes (Level 2 inputs)

The fair value of term notes is determineagsi discounted cash flow analysis over the futhtef the borrowings. This valuation also uses
the “Hull-White Interest Rate Treepproach to value the option components of the testes. The model assumes that the embedded optie
exercised economically. The fair value of mediummt@otes is computed using the notional amounttandsng. The discount rates used in the
valuations are based on US dollar LIBOR and swagsrat-the-money implied swaption volatility testructure (volatility by time to maturity)
is used to calibrate the model to current markieegrand value the cancellation option in the teates. Effective January 1, 2007, the
Corporation updated its methodology to calculageihpact of its own credit standing as requiredSBAS 157. For the medium-term notes, the
credit risk is measured using the difference indyairves between Swap rates and Treasury rategeabr comparable to the time to maturity of
the note and option.
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Investment Securitie

The fair value of investment securities is itierket value based on quoted market prices, whaitehle, (Level 1) or market prices obtained
from third-party pricing services for identical csmparable assets (Level 2). If listed prices artgs are not available, fair value is based upon
externally developed models that are unobservaiplgts due to the limited market activity of thetinment (Level 3), as is the case with certain
private label mortgage-backed securities held kyGbrporation. Unlike U.S. agency mortgage-baclestisties, the fair value of these private
label securities cannot be readily determined beedhey are not actively traded in securities mark&ignificant information used for fair value
determination is proprietary with regards to sgeaharacteristics such as the prepayment modalwieilows the amortizing schedule of the
underlying loans, which is an unobservable input.

Private label mortgage-backed securities allateralized by mortgages on single-family resttdrproperties in the United States. The
Corporation derived the fair value for these prviaibel securities based on a market valuationwveddrom a third party. The market valuation
is calculated by discounting the estimated net das¥s over the projected life of the pool of unigérg assets using prepayment, default and
interest rate assumptions that market participantdd commonly use for similar mortgage asset elasbat are subject to prepayment, credit
and interest rate risk.

Derivative Instruments

The fair value of the derivative instrumergprovided by valuation experts and counterpagtiesel 2). Certain derivatives with limited
market activity, as is the case with derivativarmsients named as “reference caps”, are valued @siternally developed models that consider
unobservable market parameters (Level 3). Refereaps are used to mainly hedge interest rate misérent on private label mortgage-backed
securities, thus are tied to the notional amournthefunderlying mortgage loans originated in thééthStates. Significant information used for
fair value determination is proprietary with regatd specific characteristics such as the prepaymedel which follows the amortizing
schedule of the underlying loans, which is an urolkable input.

The Corporation derived the fair value of refece caps based on a market valuation receiveddrthird party. The valuation model uses
Black formula which is a benchmark standard inririal industry. The Black formula uses as inputsdtrike price of the cap, forward LIBOR
rates, volatility estimates and discount ratesstoveate the option value. LIBOR rates and swapsrated in the model are obtained from
Bloomberg L.P. (“Bloomberg”) every day and buildaeoupon curve based on the Bloomberg LIBOR/Swape: The discount factor is then
calculated from the zero coupon curve. The capdasstim of all caplets. For each caplet, the ratesist at the beginning of each reporting period
and payments are made at the end of each periedcash flow of caplet is then discounted from gayment date.

Income recognition — Insurance agencies business

Commission revenue is recognized as of thectffe date of the insurance policy or the datectisomer is billed, whichever is later. The
Corporation also receives contingent commission finsurance companies as additional incentivadébieving specified premium volume
goals and/or the loss experience of the insuratez@ by the Corporation. Contingent commissioomfinsurance companies are recognized
when determinable, which is generally when suchro@sions are received or when the Corporation veseiata from the insurance companies
that allows the reasonable estimation of these atsoilithe Corporation maintains an allowance to coeenmissions that management estim
will be returned upon the cancellation of a policy.

Advertising costs
Advertising costs for all reporting periode &xpensed as incurred.
Earnings per common share

Earnings per share-basic is calculated byddigi income attributable to common stockholdersheyweighted average number of outstanding
common shares. The computation of earnings peesfifuted is similar to the computation of earnipgs share-basic except that the number of
weighted average common shares is increased tdiei¢the number of additional common shares thatdvoave been outstanding if the dilut
common shares had been issued. Potential commeoesstansist of common stock issuable under thenzes$exercise of stock options using
the treasury stock method. This method assumeshthgtotential common shares are issued and tloegads from exercise are used to purchase
common stock at the exercise date. The differeeteden the number of potential shares issued anghtires purchased is added as increm
shares to the actual number of shares outstandiogmpute diluted earnings per share. Stock optiveisresult in lower potential shares issued
than shares purchased under the treasury stoclodchath not included in the computation of dilutearnings per share since their inclusion
would have an antidilutive effect in earnings peaire. The computation of earnings per share corssatey stock splits or stock dividends and
these are retroactively recognized in all periodgsented in the financial statements.

Recently issued accounting pronouncements

The Financial Accounting Standards Board (“BASand the Securities Exchange Commission (“SH@i)e issued the following accounting
pronouncements and discussions relevant to thedZaiipn’s operations:

On April 30, 2007, the FASB issued FASB Sedfition No. FIN 39-1 (“FSP FIN 39-1"), which amen@IN 39, “Offsetting of Amounts
Related to Certain Contracts.” FSP FIN 39-1 impactities that enter into master netting arrangdsas part of their derivative transactions by
allowing net derivative positions to be offset lire financial statements against the fair valuenobants (or amounts that approximate fair value)
recognized for the right to reclaim cash collaterathe obligation to return cash collateral unitheise arrangements. FSP FIN 39-1 is effective
for fiscal years beginning after November 15, 2Gfhough early application is permitted. The Cogpion analyzed the impact of FSP FIN B9-
on its financial statements considering its poitfolf derivative instruments. As of December 3102xhe Corporation has not been able to ¢



this pronouncement
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since FSP FIN 39-1 applies only to cash collatenal all of the collateral received or delivereaddninterparties for derivative instruments are
investment securities.

In November 2007, the SEC issued Staff AcdogrBulletin No. (“SAB”) 109 “Written Loan Commitnmgs That Are Accounted For At Fair
Value Through Earnings Under Generally Acceptedodeting Principles.” This interpretation expresesviews of the staff regarding written
loan commitments that are accounted for at faine@hrough earnings under generally accepted atioguprinciples. SAB 109 supersedes SAB
105, “Application of Accounting Principles to Lo&ommitments,” which provided the prior views of staff regarding derivative loan
commitments that are accounted for at fair valueugh earnings pursuant to SFAS 133. SAB 109 egpeethe current view of the staff that,
consistent with the guidance in SFAS 156, “Acconmfior Servicing of Financial Assets”, and SFAS i@ expected net future cash flows
related to the associated servicing of the loamishioe included in the measurement of all writtean commitments that are accounted for at fair
value through earnings. SAB 109 is effective fecél quarters beginning after December 15, 200&.Jdrporation is currently evaluating the
effect, if any, of the adoption of this interprévaton its Financial Statements, commencing on dignl, 2008.

In December 2007, the FASB issued SFAS 160nténtrolling Interests in Consolidated Financi&t&ments—an amendment of ARB
No. 51" This Statement amends ARB 51 to establish acéogrind reporting standards for the noncontrollittgrest in a subsidiary and for the
deconsolidation of a subsidiary. It clarifies taatoncontrolling interest in a subsidiary is an evghip interest in the consolidated entity that
should be reported as equity in the consolidateahitial statements. It requires consolidated retnire to be reported at amounts that includs
amounts attributable to both the parent and theomnolling interest. It also requires discloswe,the face of the consolidated statement of
income, of the amounts of consolidated net incottrédbatable to the parent and to the noncontrollimgrest. This Statement is effective for
fiscal years, and interim periods within thosedisgears, beginning on or after December 15, 2@ (s, January 1, 2009, for entities with
calendar year-ends). Earlier adoption is prohibifgde Corporation is currently evaluating the effécany, of the adoption of this statement on
its Financial Statements, commencing on Janua2pQ9.

In December 2007, the FASB issued SFAS 14BRsihess CombinationsThis Statement retains the fundamental requirermier@satemer
141 that the acquisition method of accounting (Wwitatement 141 called the purchase method) befasall business combinations and for an
acquirer to be identified for each business contlmnaThis Statement defines the acquirer as thiéyehat obtains control of one or more
businesses in the business combination and establtie acquisition date as the date that the mrcaéhieves control. This Statement requires
an acquirer to recognize the assets acquirediabitities assumed, including contingent liabilgiand any noncontrolling interest in the acquiree
at the acquisition date, measured at their fameslas of that date, with limited exceptions spettiin the Statement. This Statement applies
prospectively to business combinations for whiahdhkquisition date is on or after the beginningheffirst annual reporting period beginning on
or after December 15, 2008. An entity may not apiphefore that date. The Corporation is curreethaluating the effect, if any, of the adoption
of this statement on its Financial Statements.
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Note 2 — Restrictions on Cash and Due from Banks

The Corporation’s bank subsidiary is requipgdaw, as enforced by the OCIF, to maintain mimmaverage weekly reserve balances to
cover demand deposits. The amount of those minimnenage reserve balances for the week ended Dec&hp2007 was $220 million (2006
— $165 million). As of December 31, 2007 and 200&, Bank complied with the requirement. Cash andfie banks as well as other short-
term, highly liquid securities are used to cover thquired average reserve balances.

As of December 31, 2007 and 2006, and as medjby the Puerto Rico International Banking Ldwe, Corporation maintained separately for
two of its international banking entities (IBEsBOP,000 in time deposits, which were considerettiotsd assets equally split between the two
IBEs.

Note 3 — Money Market Investments
Money market investments are composed of mameket instruments, federal funds sold, and tieogdits with other financial institutions.

Money market investments as of December 307 2hd 2006 were as follows:

2007 2006
(Dollars in thousands
Balance Balance
Money market instruments, interest ranging fronv24o 4.40% (200-4.87% to 5.29% $148,57¢ $377,29¢
Federal funds sold, interest 4.05% (2(- 5.15%) 7,957 42,05;
Time deposits with other financial institutionstarest ranging from 3.90% to 4.72% (2(- 5.14% to 5.38% 26,60( 37,12¢
Total $183,13t $456,47(

As of December 31, 2007 and 2006, none of the Gatjpm’s money market investments were pledged.
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Note 4 — Investment Securities
Investment Securities Available-for-Sale

The amortized cost, gross unrealized gaind@sses, approximate fair value, weighted-averagle yand contractual maturities of investment
securities available-for-sale as of December 3072dhd 2006 were as follows:

December 31, 200° December 31, 200!
Gross Weighted Gross Weighted
Amortized Unrealized Fair average Amortized Unrealized Fair average
cost gains losses value yield% cost gains losses value yield%

(Dollars in thousands)
Obligations of U.S.
government sponsored

agencies
After 5 to 10 year: $ 697 $ 26 $ — $ 7,001 6.05 $ 402,554 $ 6 $11,82( $ 390,72 4.31
After 10 years 8,98¢ 47 — 9,031 6.21 12,98« — 12C 12,86« 6.1¢€

Puerto Rico government

obligations:
After 1 to 5 year: 13,94 141 347 13,741 4.9¢ 4,63¢ 12¢ — 4,761 6.1€
After 5 to 10 year: 7,24t 247 99 7,39 5.67 15,53¢ 21¢ 50¢€ 15,24t 4.8¢
After 10 years 3,41¢ 37 66 3,381 5.64 5,37¢ 98 17¢€ 5,29¢ 5.8¢

United States and Puerto
Rico government

obligations 40,56 49¢€ 512 40,55: 5.62 441,07: 44¢  12,62¢ 428,89: 4.4z
Mortgage-backed
securities
FHLMC certificates
Within 1 year 98 1 — 99 5.5C 82 — — 82 5.9¢
After 1 to 5 year: 64C 20 — 66C 7.01 1,66¢ 36 — 1,70z 6.9¢
After 10 years 158,07( 23E 111 158,19 5.6C 5,84¢ 55 11C 5,791 5.61
158,80¢ 25€ 111 158,95 5.61 7,59¢ 91 11C 7,57 5.92
GNMA certificates:
After 1 to 5 year: 49€ 8 — 504 6.4¢ 86€ 10 — 87¢€ 6.44
After 5 to 10 year: 70¢ 6 5 70¢ 6.01 79¢E 3 3 79¢E 5.5¢
After 10 years 42,66¢ 582 12C 43,127 5.9¢ 379,36 47C 7,13¢ 372,69 5.2¢

43,86¢ 59€ 12t 44,34( 5.94 381,02 488 7,13¢ 374,36t 5.2¢

FNMA certificates:

After 1 to 5 year: 34 1 — 35 7.0¢ 90 — — 90 7.34
After 5 to 10 year: 289,12! 13¢ 75C 288,51 4.9 18,04( 10 30E 17,74¢ 4.87
After 10 years 608,94: 5,29( 582 613,65( 5.6& 864,50° 674 11,47¢ 853,70! 5.1¢
898,10 5,42¢ 1,332 902,19¢ 5.4z 882,63 684 11,78 871,54( 5.17
Mortgage pass-through
certificates:
After 10 years 162,08: 3 28,40: 133,67¢ 6.14 367 3 — 37C 7.2¢

Mortgage-backed securitie 1,262,861 6,284 29,97¢ 1,239,16! 5.5k 1,271,62. 1,261 19,03C 1,253,85 5.21
Corporate bonds

After 5 to 10 year: 1,30( — 19¢ 1,102 7.7C 1,30( — 83 1,213 7.7C
After 10 years 4,412 — 1,06¢ 3,34¢ 7.97 4,417 — 668 3,744 7.97
Corporate bond 5,71 — 1,264 4,44¢ 7.91 5,71 — 751 4,961 7.91
Equity securities (without
contractual maturity 2,63¢ — 522 2,11€ — 12,40¢ 452 143 12,71¢ 3.7C
Total investment securitie
available-for-sale $1,311,77 $6,782 $32,27¢ $1,286,28! 5,58 $1,730,81 $2,16z $32,55( $1,700,42: 5.01
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Maturities of mortgage-backed securities aseld on contractual terms assuming no prepayntexpected maturities of investments might
differ from contractual maturities because they rhaysubject to prepayments and/or call options.Wéighted-average yield on investment
securities available-for-sale is based on amortezed and, therefore, does not give effect to charg fair value. The net unrealized gain or loss
on securities available-for-sale is presented asgbaccumulated other comprehensive income.

The aggregate amortized cost and approximat&ehvalue of investment securities availabledale as of December 31, 2007, by
contractual maturity are shown below:

Amortized Cost Fair Value
(Dollars in thousands
Within 1 year $ 98 $ 99
After 1 to 5 year: 15,117 14,94(
After 5 to 10 year: 305,35: 304,71¢
After 10 years 988,57 964,41:
Total 1,309,13! 1,284,17|
Equity securitie: 2,63¢ 2,11¢
Total investment securities availa-for-sale $ 1,311,77 $1,286,28I
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The following table shows the Corporation’sidable-for-sale investments’ fair value and groseealized losses, aggregated by investment
category and length of time that individual secesithave been in a continuous unrealized lossiposas of December 31, 2007 and 2006:

As of December 31, 200

Less than 12 months 12 months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

(In thousands
Debt securities

Puerto Rico government obligatio $ — $ — $ 13,64¢ $ 51z $ 13,64¢ $ 51z
Mortgage-backed securities

FHLMC 48,20: 40 3,43¢ 71 51,63¢ 111

GNMA 62¢ 11 26,881 114 27,51: 12¢

FNMA 285,97: 274 221,90: 1,05¢ 507,87! 1,33

Mortgage pas-through certificate 133,33 28,40 — — 133,33 28,40

Corporate Bonds — — 4,44¢ 1,26¢ 4,44¢ 1,26¢

Equity securities 1,38¢ 522 — — 1,38¢ 522

$469,52: $ 29,25/ $270,32: $ 3,01¢ $739,84. $ 32,27

As of December 31, 200
Less than 12 months 12 months or more Total
Unrealized Unrealized Unrealized
Fair vValue __Losses Fair value Losses Fair Value __Losses

(In thousands
Debt securities

Obligations of U.S. Government

sponsored agencir $ 21,80: $ 14€ $381,79( $ 11,79« $ 403,59. $ 11,94(
Puerto Rico government obligatio — — 13,47« 68€ 13,47« 68€
Mortgage-backed securities
FHLMC 30 — 3,90 11C 3,93: 11C
GNMA 354,07 7,13¢ — — 354,07 7,13¢
FNMA 376,81 4,71¢ 465,60t 7,062 842,41¢ 11,781
Corporate Bonds — — 4,961 751 4,961 751
Equity securities 1,62¢ 143 — — 1,62¢ 143

$754,34" $ 12,14, $869,73: $ 20,40 $1,624,08. $ 32,55(

The Corporation’s investment securities pdidfes comprised principally of (i) mortgage-backsekcurities issued or guaranteed by FNMA,
GNMA or FHLMC and other securities secured by mageloans and (ii) U.S. Treasury and agencies s$iesuand obligations of the Puerto
Rico Government. Thus, payment of a substantigigroof these instruments is either guaranteectoured by mortgages together with a U.S.
government sponsored entity or is backed by tHddith and credit of the U.S. or Puerto Rico Gawaent. Principal and interest on these
securities are therefore deemed recoverable. Trealired losses in the available-for-sale portfakoof December 31, 2007 are substantially
related to market interest rate fluctuations anddederioration in the creditworthiness of the esu The Corporation’s policy is to review its
investment portfolio for possible other-than-tergegrimpairment, at least quarterly. As of Decenmer2007, management has the intent and
ability to hold these investments for a reasongbléod of time for a forecasted recovery of faitueaup to (or beyond) the cost of these
investments; as a result, the impairments are densil temporary.

During the year ended December 31, 2007, thredation recorded other-than-temporary impairmenmtapproximately $5.9 million (2006
— $15.3 million, 2005 — $8.4 million) on certain éyusecurities held in its available-for-sale poti#. Management concluded that the
declines in value of the securities were other-than
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temporary; as such, the cost basis of these siesuwis written down to the market value as ofdéue of the analyses and reflected in earnings
as a realized loss.

Total proceeds from the sale of securitiesnguthe year ended December 31, 2007 amounteda@®.&®nillion (2006 — 32.5 million, 200*
— $252.7 million). The Corporation realized grossgaf $5.1 million (2006 — $7.3 million, 2005 — %2 million), and realized gross losses
of $1.9 million (2006 — $0.2 million, 2005 — $0.7illion).

Investments Held-to-Maturity

The amortized cost, gross unrealized gaind@sses, approximate fair value, weighted-averagle yand contractual maturities of investment
securities held-to-maturity as of December 31, 280d 2006 were as follows:

December 31, 200° December 31, 200!
Gross Weighted Gross Weighted
Amortized Unrealized Fair average Amortized Unrealized Fair average
cost gains losses value yield % cost gains losses value yield %

(Dollars in thousands
U.S. Treasury securitie
Due within 1 yea $ 254,88 $ 36¢ $ 24 $ 255,22° 414 $ 158,40 $44 % — $ 158,44t 4.97

Obligations of other U.S.
Government sponsorec

agencies

Due within 1 yea — — — — — 24,69t 5 — 24,70( 5.2t

After 10 years 2,110,26! 1,48¢ 2,16C 2,109,59: 5.82 2,074,94. — 53,66¢ 2,021,27! 5.8
Puerto Rico government

obligations:

After 5 to 10 year: 17,30: 541 107 17,73¢ 5.8t 16,71¢  55& 11F 17,15¢ 5.84

After 10 years 13,92( — 25¢€ 13,66¢ 5.5C 15,00( 53 — 15,05: 5.5C
United States and Puerto

Rico government

obligations 2,396,36! 2,39¢ 2,547 2,396,211 5.64 2,289,751 65t 53,78: 2,236,62 5.7¢
Mortgage-backed

securities

FHLMC certificates

After 5 to 10 year: 11,274 — 11€ 11,15¢ 3.6t 15,43¢ — 577 14,86! 3.61

FNMA certificates:

After 5 to 10 year: 69,55: — 1,067 68,48¢ 4.3C 14,23« — 484 13,75( 3.8C

After 10 years 797,88 61 13,78t 784,16: 4.4z 1,025,70. 48 36,06« 989,68° 4.4C
Mortgage-backed

securities 878,71 61 14,96¢ 863,80° 4.4C 1,055,37! 48 37,12¢ 1,018,29 4.3¢
Corporate Bonds

After 10 years 2,00C — 91 1,90¢ 5.8C 2,00( 40 — 2,04( 5.8C
Total investment securitie

helc-to-maturity $3,277,08. $2,457 $17,60¢ $3,261,93 5.31 $3,347,13 $74% $90,90¢ $3,256,96! 5.3¢

Maturities of mortgage-backed securities asell on contractual terms assuming no prepayntexpected maturities of investments might
differ from contractual maturities because they rhaysubject to prepayments and/or call options.

The aggregate amortized cost and approximat&ehvalue of investment securities held-to-mafuas of December 31, 2007, by contractual
maturity are shown below:

Amortized Cost Fair Value
(Dollars in thousands
Within 1 year $ 254,88. $ 255,22
After 5 to 10 year: 98,12¢ 97,38(
After 10 years 2,924,07. 2,909,32
Total Investment securities h-to-maturity $ 3,277,08 $3,261,93
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The Corporation has securities held-to-matuhat are considered cash and cash equivalentararzlassified as money market investments
on the Consolidated Statements of Financial Camuis follows:

December 31, 200 December 31, 200/
Gross Gross
Amortized Unrealized Fair Amortized Unrealized Fair
cost gains losses value cost gains losses value

(Dollars in thousands
U.S. government and U.S.
government sponsored

agencie
Due within 30 day: $ 45,99 $ 3 $ — $ 45,99; $199,97: $ 27 $ — $200,00(
After 30 days up to

60 days 21,93 1 10 21,92¢ — — — —
After 60 days up to

90 days 79,19: 41 — 79,23: 175,88! 78 — 175,96:.

$147,11 $ 45 $ 10 $147,15. $375,85¢ $ 10% $ — $375,96:

The following table shows the Corporation’sdat-maturity investments’ fair value and grossealized losses, aggregated by investment
category and length of time that individual secesithave been in a continuous unrealized lossiposas of December 31, 2007 and 2006:

As of December 31, 200

Less than 12 month: 12 months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

(In thousands
Debt securities
Other U.S. government sponsored

agencie $616,57. $ 1,56¢ $ 24,46¢ $ 592 $ 641,04 $ 2,16(
U.S. Treasury note 24,69 24 — — 24,69 24
Puerto Rico government obligatio 13,66¢ 25€ 4,20( 107 17,86¢ 363
Mortgage-backed securities
FHLMC — — 11,15¢ 11€ 11,15¢ 11€
FNMA 849,34: 14,85 849,34 14,85
Corporate Bonds 1,90¢ 91 — — 1,90¢ 91

$656,84. $ 1,93¢ $889,16¢ $ 15,66 $1,546,01! $ 17,60¢
As of December 31, 2006
Less than 12 months 12 months or more Total
Unrealized Unrealized Unrealized
Fair value _Losses _Fair value Losses Fair Value _Losses

(In thousands
Debt securities
Other U.S. government sponsored

agencies $ — $ — $2,021,27! $ 53,66¢ $2,021,27! $ 53,66¢
Puerto Rico government obligatio — — 3,97¢ 11& 3,97¢ 115

Mortgage-backed securities
FHLMC — — 14,86! 577 14,86: 577
FNMA 24,58¢ 1,02( 975,51( 35,52¢ 1,000,09! 36,54¢
$ 24,58¢ $ 1,02( $3,015,62 $ 89,88t $3,040,21. $ 90,90¢
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Held-to-maturity securities in an unrealizedd position as of December 31, 2007 are primardytgage-backed securities and U.S. Agency
securities. The vast majority of them are ratedettp@ivalent of AAA by the major rating agencieseTinrealized losses in the held-to-maturity
portfolio as of December 31, 2007 are substantialigted to market interest rate fluctuations aoddeterioration in the creditworthiness of the
issuers; as a result, the impairment is considtenegborary. At this time, the Corporation has therih and ability to hold these investments until
maturity.

The following table states the name of issugmnsl the aggregate amortized cost and market wélthe securities of such issuers (includes
available-for-sale and held-to-maturity securitieghen the aggregate amortized cost of such semugkceeds 10% of stockholdeesjuity. This
information excludes securities of the U.S. and. EBvernment. Investments in obligations issued Byate of the U.S. and its political
subdivisions and agencies that are payable andexkby the same source of revenue or taxing aughather than the U.S. Government, are
considered securities of a single issuer and irctiebt and mortgage-backed securities.

2007 2006
Amortized Amortized
Cost Fair Value Cost Fair Value
(In thousands
FHLMC $1,203,39! $1,201,81° $1,012,86: $ 991,14:
GNMA 43,86¢ 44,34( 381,02 374,36¢
FNMA 2,700,601 2,691,19; 2,839,63. 2,763,87.
FHLB 283,03! 282,80( 428,16( 423,81¢
RG Crown Mortgage Loan Tru 161,74« 133,33 — —

Note 5 — Other Equity Securities

Institutions that are members of the FHLB sgstire required to maintain a minimum investmerittii.B stock. Such minimum is calculat
as a percentage of aggregate outstanding mortgaiggsn additional investment is required thatisuated as a percentage of total FHLB
advances, letters of credit, and the collateraliz@dion of interest-rate swaps outstanding. Theksts capital stock issued at $100 par. Both
stock and cash dividends may be received on FHo8kstAs of December 31, 2007, 2006 and 2005, thhp@ation received $2.9 million,
$2.0 million and $3.3 million, respectively, in diends from FHLB stock.

As of December 31, 2007 and 2006, there warestments in FHLB stock with a book value of $6&iftion and $38.4 million, respectively.
The estimated market value of such investments iedemption value determined by the ultimate verability of its par value.

The Corporation has other equity securities tfo not have a readily available fair value. @h®unt of such securities as of December 31,
2007 and 2006 was $1.6 million and $1.7 milliorspectively.
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Note 6 — Interest and Dividend on Investments

A detail of interest on investments and FHLifAdend income follows:

Interest on money market investmet
Taxable
Exempt

Mortgage-backed securitie:
Taxable
Exempt

PR Government obligations, U.S. Treasury securdreU.S. Government agenci
Taxable
Exempt

Equity securities
Taxable
Exempt

Other investment securities (including FHLB divideir
Taxable
Exempt

Total interest and dividends on investme

2007

$ 4,80t
17,22¢
22,03

2,04¢
110,81¢
112,86(

148,98t
_148,98(

3
3

3,42¢

3,42¢

$287,30¢

The following table summarizes the componenisterest and dividend income on investments:

Interest income on investment securities and momasket investment
Dividends on FHLB stoc
Net interest settlement on interest rate sv

Interest income excluding unrealized (loss) gairerivatives (economic hedge

Unrealized (loss) gain on derivatives (economicgesy from interest rate caps and intere

rate swaps on corporate bor
Total interest income and dividends on investm
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2007

$287,99(
2,861

290,85

(3,545)
$287,30

Year ended December 31

2006
(In thousands

$ 21,81¢
49,09¢
70,91«

3,121
121,68
124,80t

154,07¢
154,07¢

274
76

35C
2,57¢
31
2,61(

$352,76:

Year ended December 31

2006
(In thousands

$350,75(
2,00¢

(29
352,73

27
$352,76:

2005

$ 2,97¢
18,91:
21,88¢

3,391
127,37
130, 76¢

134,61«
134,61

58¢€
1,03¢
1,62¢

5,66¢
92¢

6,59¢

$295,49(

2005

$291,85¢
3,28¢

(479)
294,66

822
$295,49(
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Note 7 — Loans Receivable

The following is a detail of the loan portfwli

December 31 December 31
2007 2006
(In thousands)
Residential real estate loans, mainly securedrsyfiortgage: $ 3,143,49 $ 2,737,39
Commercial loans
Construction loan 1,454,64. 1,511,60:
Commercial mortgage loal 1,279,25 1,215,041
Commercial loan 3,231,12i 2,698,14.
Loans to local financial institutions collateralizby real estate mortgages and pass-through trust
certificates 624,59 932,01:
Commercial loan 6,589,61! 6,356,80:
Finance lease 378,55¢ 361,63.
Consumer loan 1,667,15 1,772,91
Loans receivabl 11,778,82 11,228,74
Allowance for loan and lease loss (190,16%) (158,29¢)
Loans receivable, ni 11,588,65 11,070,44
Loans held for sal 20,92« 35,23¢
Total loans $11,609,57 $11,105,68

As of December 31, 2007 and 2006, the Corjmordtad a net deferred origination fee on its Ipartfolio amounting to $5.9 million and
$3.8 million, respectively. Total loan portfolionet of an unearned income of $70.4 million and.$Taillion as of December 31, 2007 and
2006, respectively.

As of December 31, 2007, loans in which theraal of interest income had been discontinued amsolto $413.1 million (2006 —
$252.1 million). If these loans had been accruirigrest, the additional interest income realizedliddave been $22.7 million (2006 —
$14.1 million; 2005 — $7.0 million). Past due atitl accruing loans, which are contractually deliegqt 90 days or more, amounted to
$75.5 million as of December 31, 2007 (2006 — $3iildon).

As of December 31, 2007, the Corporation veagising residential mortgage loans owned by othggregating $759.2 million (2006 —
$592.0 million) and construction loans owned byeoshaggregating $15.5 million (2006 — $39.7 miljion

As of December 31, 2007, the Corporation veagising commercial loan participations owned blyers aggregating $176.3 million (2006 —
$167.8 million).

Various loans secured by first mortgages vassegned as collateral for certificates of depasitividual retirement accounts and advances
from the Federal Home Loan Bank. The mortgagesgeléds collateral amounted to $2.2 billion as ofédeber 31, 2007 (2006 —.® billion).

The Corporation’s primary lending area is Bu&ico. The Corporation’s Puerto Rico banking sdibsy, First Bank, also lends in the U.S.
and British Virgin Islands markets and in the Udittates (principally in the state of Florida). T®erporation has a significant lending
concentration of $382.6 million in one mortgagegorator in Puerto Rico, Doral Financial Corporat{Boral”), as of December 31, 2007. The
Corporation has outstanding $242.0 million with #¥eo mortgage originator in Puerto Rico, R&G Finah€orporation (“R&G Financial”) for
total loans granted to mortgage originators amagrio $624.6 million as of December 31, 2007. Theseamercial loans are secured by
individual mortgage loans on residential and conuiaéreal estate.
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Of the total net loans receivable of $11.6dyilfor 2007, approximately 80% have credit riglhcentration in Puerto Rico, 12% in the United
States and 8% in the Virgin Islands.

In February 2007, the Corporation entered Watioous agreements with R&G Financial relatingtior transactions accounted for as
commercial loans secured by mortgage loans andthemsgh trust certificates from R&G Financial siglisries. First, through a mortgage
payment agreement, R&G Financial paid the Corponagipproximately $50 million to reduce the commariman that R&G Premier Bank,
R&G Financials Puerto Rico banking subsidiary, had outstandiitiy the Corporation. In addition, the remainingdrade of the loans secured
mortgage loans of approximately $271 million wasloeumented as a secured loan from the Corporaii®&G Financial. The terms of the
credit agreement specified: (1) a floating intepestment based on a spread over 90-day LIBORpg&?) should be payable in arrears in sixty
equal consecutive monthly installment of princisadheduled amortization plus any unscheduled gratcecoveries) and interest maturing on
February 22, 2012; (3) R&G Financial shall delit@the Corporation and maintain at all times & fargority security interest with a collateral
value as a percentage of loans of 103% for FHA/M@tgage loans, 105% for conventional conforming tgege loans and 111% of
conventional non-conforming mortgage loans; andR&¥% Financial may, at its option, prepay the le@thout premium or penalty. Second,
R&G Financial and the Corporation amended varigre@ments involving, as of the date of the tramsacapproximately $183.8 million of
securities collateralized by loans that were oafiinsold through five grantor trusts. The modifioas to the original agreements allowed the
Corporation to treat these transactions as “trles$éor accounting and legal purposes and theanextterization of certain secured commercial
loans as securities collateralized by loans. Theeagents enabled the Corporation to fulfill the agérng requirement of the consent order sic
with banking regulators relating to the mortgagetesl transactions with R&G Financial that FirsnBarp accounted for as commercial loans
secured by the mortgage loans and pass-througicttitficates.

As part of the agreements entered into with3R&inancial, the Corporation recognized a net gai$2.5 million in 2007 as a result of the
differential between the carrying value of the Ipathe net payment received and the fair valueaotfisties obtained from R&G Financial.
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Note 8 — Allowance for loan and lease losses

The changes in the allowance for loan anceléasses were as follows:

Year ended December 31

2007 2006 2005
(In thousand:
Balance at beginning of ye $158,29¢ $ 147,99¢ $141,03¢
Provision charged to incon 120,61( 74,991 50,64«
Losses charged against the allowa (94,83() (77,209 (51,920
Recoveries credited to the allowar 6,092 12,51¢ 6,87¢
Other adjustmeni®) — 1,36:
Balance at end of ye: $190,16¢ $ 158,29¢ $147,99¢

(1) Represents allowance for loan losses from the aitiui of FirstBank Florida

The allowance for impaired loans is part & &tlowance for loan and lease losses. The alloevfsrdampaired loans covers those loans for
which management has determined that it is prokthlkethe debtor will be unable to pay all the amtewdue, according to the contractual terms
of the loan agreement, and does not necessaritggept loans for which the Corporation will incusubstantial loss. As of December 31, 2007,
impaired loans and their related allowance wer®lkkswys:

2007 2006 2005
(In thousands

Impaired loan: $151,81¢ $63,02: $59,80:
Impaired loans with valuation allowan 66,94 63,02: 59,80!
Allowance for impaired loan 7,528 9,98¢ 9,21¢
During the year

Average balance of impaired loa 116,36: 54,08 59,68
Interest income recognized on impaired lo 6,58¢ 3,23¢ 4,58¢

The Corporation recognized an impairment ol $8illion during the third quarter of 2007 on fdodividual condominium-conversion loans,
with an aggregate principal balance of $60.5 milliextended to a single borrower through the Ceatpam’'s Miami Agency based on an upda
impairment analysis that incorporated new apprsidaliring the fourth quarter of 2007, the Corpamattharged-off approximately $3.3 million
associated with the sale of one of the four loaesipusly reported as impaired.

There are two main factors that accountedhfemet increase in impaired loans during 200th@)aforementioned troubled loan relationship
in the Miami Agency totaling $46.4 million as of @mamber 31, 2007 after the sale of one loan inelaionship, with a principal balance of
approximately $14.1 million, during the fourth gtearof 2007 and (ii) one loan relationship in Padrico related to several credit facilities
totaling $36.3 million as of December 31, 2007 & same time, the Corporation’s impaired loansafesed by approximately $30.6 million
during 2007 (other than the sale of the impaireohlm the Miami Agency) as a result of loans paidlil, loans no longer considered impaired
and loans charged-off, which had a related impaitmeserve of $6.2 million. In addition, the Coration increased its impaired loans by
approximately $28.2 million associated with sevardividual loans, most of them residential mortgdoans or loans secured by real estate, of
which $1.3 million had a related impairment resest/@approximately $0.2 million.
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Note 9 — Related Party Transactions

The Corporation granted loans to its diregtexecutive officers and certain related individual entities in the ordinary course of business.
The movement and balance of these loans were lag/fol

Amount

(In thousand:
Balance at December 31, 20C $ 79,40:
New loans 57,62:
Payment: (15,800
Other change (2,372)
Balance at December 31, 20C 118,85:
New loans 82,61:
Payment: (20,939
Other change 2,04:
Balance at December 31, 20C $ 182,57:

These loans do not involve more than norns&l oif collectibility and management considers thay present terms that are no more favol
than those that would have been obtained if trdisachad been with unrelated parties. The amaemtsrted as other changes include changes
in the status of those who are considered relatetieg, mainly due to new directors and executffieers. None of the loans extended to related
parties were delinquent as of December 31, 2007.

From time to time, the Corporation, in theinedy course of its business, obtains services figlated parties or makes contributions to non-
profit organizations that have some associatioh #ie Corporation. Management believes the ternssidh arrangements are consistent with
arrangements entered into with independent thirdgza
Note 10 — Premises and Equipment

Premises and equipment is comprised of:

Useful life Year ended December 31
in years 2007 2006
(Dollars in thousands

Buildings and improvemen 10-4C $ 80,04« $ 75,51¢
Leasehold improvemen 1-15 41,32¢ 37,57:
Furniture and equipme 3-1C 107,37! 98,39:
228,74! 211,48:
Accumulated depreciatic (116,219 (100,039
112,53 111,44:
Land 21,86 21,824
Projects in progres 28,23¢ 22,39t
Total premises and equipment, $ 162,63! $ 155,66:

Depreciation and amortization expense amoutat&d 7.7 million, $16.8 million and $15.4 millidar the years ended December 31, 2007,
2006 and 2005, respectively.
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Note 11 — Goodwill and Other Intangibles

Goodwill as of December 31, 2007 amounted2®. B million (December 31, 2006 — $28.7 milliorgcognized as part of “Other Assets,”
resulting primarily from the acquisition of Poncert&ral Corporation in 2005. No goodwill impairmerats recognized during 2007 and 2006
and 2005.

As of December 31, 2007, the gross carryingwarhand accumulated amortization of core depntngibles was $41.2 million and
$18.3 million, respectively, recognized as part@ther Assets” in the Consolidated Statements nAR¢€ial Condition (December 31, 2006 —
$41.2 million and $15.0 million, respectively). Dng the year ended December 31, 2007, the amadizakpense of core deposit intangibles
amounted to $3.3 million (2006 — $3.4 million; 2085%$3.7 million).

The following table presents the estimated-agate annual amortization expense of the coregiteiptangible:

(Dollars in thousands

2008 $ 3,26¢
2009 3,061
2010 2,32¢
2011 2,32¢
2012 and thereaftt 11,95¢

Note 12 — Deposits and Related Interest

Deposits and related interest consist of tlewing:

December 31
2007 2006
(In thousands

Type of account and interest ra

Nonr-interest bearing checking accou $ 621,88: $ 790,98!
Savings accoun+ 0.60% to 5.00% (200- 1.00% to 5.00% 1,036,66: 984,33:
Interest bearing checking accou— 0.40% to 5.00% (200- 1.01% to 5.00% 518,57( 433,27¢
Certificates of depos—0.75% to 7.00% (200- 0.75% to 7.25% 1,680,34. 1,696,21.
Brokered certificates of deposit — 3.20% to 6.50% (200- 3.00% to 6.13% 7,177,06: 7,099,47!

$11,034,52 $11,004,28

(1) Includes $4,186,563 measured at fair value as cEBer 31, 2007
The weighted average interest rate on totabsi¢s as of December 31, 2007 and 2006 was 4.T8P4.82%, respectively.

As of December 31, 2007, the aggregate amafumierdrafts in demand deposits that were rediadsas loans amounted to $13.6 million
(2006 — $22.2 million).
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The following table presents a summary ofifieates of deposit, including brokered certificatef deposits, with a remaining term of more
than one year as of December 31, 2007:

Total

(In thousands

Over one year to two yea $ 855,41!
Over two years to three ye: 362,84«
Over three years to four ye¢ 179,01
Over four years to five yea 165,82¢
Over five year: 3,360,76'
Total $4,923,86!

As of December 31, 2007, certificates of d&g@Ds) in denominations of $100,000 or higher amted to $8.1 billion (2006 —8%0 billion)
including brokered CDs of $7.2 billion (2006 — $Dbillion) at a weighted average rate of 5.20% (26866.06%). As of December 31, 2007,
unamortized broker placement fees amounted tor@dlibn (2006 — $41.3 million), which are amortizegter the contractual maturity of the
brokered CDs under the interest method. For fuiitifermation regarding the impact of the adoptiétSBAS 159 with respect to broker
placement fees amortization refer to Note 1.

As of December 31, 2007, deposit accounteibso government agencies with a carrying valug3df7.8 million (2006 — $334.1 million)
were collateralized by securities with an amortizedt of $356.4 million (2006 — $401.3 million) aadtimated market value of $356.8 million
(2006 - $399.1 million), and by municipal obligatgowith a carrying value and estimated market vafu&30.5 million (2006 — $31.5 million).

A table showing interest expense on deposits\is:

Year ended December 31

2007 2006 2005
(In thousands
Interest bearing checking accou $ 11,36¢ $ 5,91¢ $ 4,73(
Savings 15,037 12,97( 12,57
Certificates of depos 82,767 80,28 52,76¢
Brokered certificates of depo: 419,57 505,86( 323,08:;
Total $528,74( $605,03: $393,15:

The interest expense on deposits includesahation to market of interest rate swaps thagledarokered CDs (economically or under fair
value hedge accounting), the related interest g, the amortization of broker placement feesathortization of basis adjustment and
changes in fair value of callable brokered CDstel@dor the fair value option under SFAS 159 (“SFEED brokered CDs”).
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The following are the components of interegtemse on deposits:

2007 2006 2005
(In thousand:

Interest expense on depos $515,39: $ 530,18: $308,89:
Amortization of broker placement fees 9,05¢ 19,89¢ 15,09¢
Interest expense on deposits excluding net uneshlizss on derivatives ( undesignated ¢

designated hedges), SFAS 159 brokered CDs andtiaccod basis adjustment on fair

value hedge 524,45( 550,07" 323,98
Net unrealized loss on derivatives (undesignateddmsignated hedges) and SFAS

brokered CD: 4,29( 58,53: 69,16:
Accretion of basis adjustment on fair value hec — (3,576 —

Total interest expense on depo: $528,74( $ 605,03 $393,15:.

(1) For 2007 the amortization of broker placement feeelated to brokered CDs not elected for thevfalue option under SFAS 1E

Total interest expense on deposits includesest exchanged on interest rate swaps that Hedgaomically or under fair value hedge
accounting) brokered CDs that for the year endeckeBwber 31, 2007 amounted to net interest incurfé&d ®.3 million (2006 — net interest
incurred of $8.9 million; 2005 — net interest reall of $71.7 million).

Note 13 — Federal Funds Purchased and SecuritiesI8dJnder Agreements to Repurchase

Federal funds purchased and securities saldnegreements to repurchase (repurchase agreg¢moamssst of the following:

December 31

2007 2006
(In thousands
Federal funds purchased, interest ranging from%.&95.12% $ 161,25¢ $ —
Repurchase agreements, interest ranging from 3t2@67% (200¢- 3.26% to 5.84% 2,933,39I 3,687,72
Total $3,094,64! $3,687,72

The weighted average interest rates on fedienak purchased and repurchase agreements agefmber 31, 2007 and 2006 were 4.47% and
4.87%, respectively.

Federal funds purchased and repurchase agnéemature as follows:

December 31, 20C
(In thousands

One to thirty day: $ 807,14¢
Over thirty to ninety day —
Over ninety days to one ye —
Over one yea 2,287,501
Total $ 3,094,641
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The following securities were sold under agrests to repurchase:

December 31, 200

Amortized Approximate Weighted
cost of fair value average
underlying Balance of of underlying interest
Underlying securitie securities borrowing securities rate of security
(Dollars in thousands
U.S. Treasury securities and obligations of othe3.Government
Sponsored Agencie $1,984,59 $1,759,94 $1,984,35 5.82%
Mortgage-backed securitie 1,323,22 1,173,44. 1,317,52. 5.0€%
Total $3,307,82; $2,933,39! $3,301,87!
Accrued interest receivab $ 28,25:
December 31, 200!
Amortized Approximate Weighted
cost of fair value average
underlying Balance of of underlying interest
Underlying securitie securities borrowing securities rate of security
(Dollars in thousands
U.S. Treasury securities and obligations of othe3.Government
Sponsored Agencie $2,459,97 $2,233,29 $2,394,92. 5.58%
PR Government securitir 374 34C 398 6.4&%
Mortgage-backed securitie 1,601,68! 1,454,009 1,564,73! 4.88%
Total $4,062,03! $3,687,72. $ 3,960,05!
Accrued interest receivab $ 38,41L

The maximum aggregate balance outstandingyatreonth-end during 2007 was $3.7 billion (2006 4-8%billion). The average balance
during 2007 was $3.1 billion (2006 —4 4 billion). The weighted average interest raterdu2007 and 2006 was 4.74% and 4.72%, respegt

As of December 31, 2007 and 2006, the seearithderlying such agreements were delivered tbaembeing held by the dealers with which
the repurchase agreements were transacted.
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Repurchase agreements as of December 31, @@fiihed by counterparty, were as follows:

Weighte(-average

Counterparty Amount maturity (in months
(Dollars in thousand
Barclays Capita $ 428,69( 1
Citigroup Global Market: 400,00( 84
Credit Suisse First Bostc 884,50( 64
Morgan Stanle 260,20( 48
JP Morgar 860,00( 83
UBS Financial Services In 100,00( 61
$ 293330
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Note 14 — Advances from the Federal Home Loan BanlEHLB)

Following is a detail of the advances from Et¢LB:

December 31

Maturity Interest rate 2007 2006
(Dollars in thousands
December 19, 200 5.6(% $ — $ 20,00(
January 2, 200 4.56% 100,00( —
January 2, 200 4.11% 90,00( —
January 2, 200 4.4(% 30,00( —
January 4, 200 4.28% 200,00( —
January 7, 200 4.2% 48,00( —
January 25, 200 3.81% 10,00C 10,00(
June 19, 200 5.61% 15,00C 15,00(
October 9, 200! 5.1(% 14,000 14,00(
October 16, 200 5.0% 15,00C  15,00(
November 17, 200 tied to 3-month LIBOR (4.94% and 5.41% at 200,00( 200,00(
December 31, 2007 and December 31, 2006, resplg
December 15, 2008 tied to 3-month LIBOR (5.03% and 5.40% at 200,00( 200,00(
December 31, 2007 and December 31, 2006, respkg
January 15, 200 5.6% 20,000 20,00(
June 19, 200 5.6(% 15,000 15,00(
July 21, 200¢ 5.44% 20,000 20,00(
October 24, 200 4.38% 10,00( —
December 14, 200 4.9¢% 7,00( 7,00(
March 15, 201( 4.84% 8,00( —
May 21, 201( 5.1€% 10,00( —
December 14, 201 4.91% 7,00( 7,00(
March 14, 201: 4.8€% 8,00( —
May 21, 2011 5.1% 10,00( —
October 19, 201 5.22% 10,00C 10,00(
December 14, 201 4.9%% 7,00( 7,00
March 14, 201: 4.88% 9,00( —
May 21, 201z 5.22% 10,00( —
September 26, 201 4.95% 10,00( —
October 24, 201 4.65% 10,00( —
May 21, 2013 5.2€% 10,00( —

$1,103,001 $560,00(

Advances are received from the FHLB under duahces, Collateral Pledge and Security AgreenteatGollateral Agreement). Under the
Collateral Agreement, the Corporation is requiediaintain a minimum amount of qualifying mortgagd#lateral with a market value of
generally 125% or higher than the outstanding adesnAs of December 31, 2007, the estimated vdlspexific mortgage loans pledged as
collateral amounted to $1.5 billion (2006 — $1.0idm), as computed by the FHLB for collateral pasps. The carrying value of such loans as
of December 31, 2007 amounted to $2.2 billion (280&1.9 billion). In addition, securities with apmoximate market value of $0.8 million
(2006 — $1.0 million) and a carrying value of $@n8lion (2006 — $1.0 million) were pledged to thelEB.
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Note 15 — Notes Payable

Notes payable consist of:

December 31

2007 2006
(Dollars in thousands

Callable fixe«-rate notes, bearing interest at 6.00%, maturin@ctober 1, 2024 (1 $ — $151,55:
Callable steprate notes, bearing step increasing interest fr@@9% to 7.00% (5.50% as of December 31, :

and 5.00% as of December 31, 2006), maturing opligctl8, 2019, measured at fair value under SFAS

159 as of December 31, 20( 14,30¢ 15,61¢
Dow Jones Industrial Average (DJIA) linked prindipeotected notes

Series A, maturing on February 28, 2( 7,84t 7,52¢

Series B, maturing on May 27, 20 8,39 8,13:

$30,54: $182,82!

(1) During 2007, the Corporation redeemed thed#hllion medium-term note. The derecognition of tmamortized balances of the basis
adjustment, placement fees and debt issue costited$n adjustments to earnings of approximatdl8$nillion, increasing the
Corporatior's net interest incom

Note 16 — Other Borrowings

Other borrowings consist of:

December 31
2007 2006
(Dollars in thousands

Junior subordinated debentures due in 2034, irttbezging at a floating rate of 2.75% over threaitho

LIBOR (2007- 7.74%, 200¢- 8.11%) $102,95: $102,85:

Junior subordinated debentures due in 2034, iritbezging at a floating rate of 2.50% over threaitho
LIBOR (2007- 7.43%, 200¢- 7.87%) 128,86t 128,86t
$231,81° $231,71¢
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Note 17 — Unused Lines of Credit

The Corporation maintains unsecured uncomchlitees of credit with other banks. As of Decem®&y 2007, the Corporation’s total unused
lines of credit with these banks amounted to $1#Bom (2006 — $55 million). As of December 31, 2007, the Corpmrahas an available lir
of credit with the FHLB guaranteed with excessateltal already pledged, in the amount of $543.Toni(2006 — $687.7 million).

Note 18 — Earnings per Common Share

The calculations of earnings per common sfarthe years ended December 31, 2007, 2006 ans f200w:

Year ended December 31
2007 2006 2005
(In thousands, except per share d

Net income:
Net income $ 68,13¢ $ 84,63« $114,60:
Less: Preferred stock divide! (40,276 (40,276 (40,276
Net income attributable to common stockholc $ 27,86( $ 44,35¢ $ 74,32¢

Weighted-Average Shares:

Basic weighted average common shares outstal 86,54¢ 82,83t 80,841

Average potential common shal 317 303 1,924

Diluted weighted average number of common sharestanding 86,86¢ 83,13¢ 82,77
Earnings per common share:

Basic $ 0.3z $ 0.54 $ 0.97

Diluted $ 0.32 $ 0.5% $ 0.9

Potential common shares consist of commorkstsuable under the assumed exercise of stockraptising the treasury stock method. This
method assumes that the potential common sharéssaetl and the proceeds from exercise are ugagt¢cbase common stock at the exercise
date. The difference between the number of potestires issued and the shares purchased is agdd@ett@mental shares to the actual number
of shares outstanding to compute diluted earniegsipare. Stock options that result in lower paatshares issued than shares purchased unde
the treasury stock method are not included in treputation of dilutive earnings per share sincér thelusion would have an antidilutive effect
in earnings per share. For the years ended Dece3db@007, a total of 2,020,600 (2006 — 2,054,005 — 1,706,600) stock options were not
included in the computation of dilutive earnings pleare since their inclusion would have an antitlie effect on earnings per share. For the
year ended December 31, 2007, there were 2,04§2088 — 2,346,494; 2005 — 1,632,470) weighted aeeautstanding stock options,
respectively, which were excluded from the compatetf dilutive earnings per share because thewaetidilutive.

Note 19 — Regulatory Capital Requirements

The Corporation is subject to various regulatmpital requirements imposed by the federal bapkgencies. Failure to meet minimum
capital requirements can result in certain mangaad possibly additional discretionary actiongdgyulators that, if undertaken, could have a
direct material effect on the Corporation’s finaldtatements. Under capital adequacy guidelindgtaregulatory framework for prompt
corrective action, the
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Corporation must meet specific capital guidelirrest involve quantitative measures of the Corporagiassets, liabilities, and certain difance
sheet items as calculated under regulatory acauyptiactices. The Corporatian¢apital amounts and classification are also stibpequalitative
judgment by the regulators about components, risigitings and other factol

Capital standards established by regulatiegsire the Corporation to maintain minimum amowamid ratios of Tier 1 capital to total average
assets (leverage ratio) and ratios of Tier 1 atal tapital to risk-weighted assets, as definetthéregulations. The total amount of risleighted
assets is computed by applying risk-weighting fexcto the Corporation’s assets and certain offimdasheet items, which vary from 0% to
100% depending on the nature of the asset.

As of December 31, 2007, the Corporation wasompliance with the minimum regulatory capitajuigements.

As of December 31, 2007 and 2006, the Corporand each of its subsidiary banks were categdras “well-capitalized” under the
regulatory framework for prompt corrective actidimere are no conditions or events since Decemhe2®I/ that management believes have
changed any subsidiary bank’s capital category.

The Corporation’s and its banking subsidiarggulatory capital positions were as follows:

Regulatory requirement

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

(Dollars in thousands
At December 31, 200’
Total Capital (to Risk-Weighted

Assets)
First BanCory $1,735,64 13.86% $1,001,58: 8% N/A N/A
FirstBank $1,570,98: 13.2% $ 949,85¢ 8% $1,187,32. 10%
FirstBank Floride $ 69,44¢ 10.92% $ 50,87¢ 8% $ 63,59¢ 10%
Tier | Capital (to Risk-Weighted
Assets)
First BanCorf. $1,578,99: 12.61% $ 500,79: 4% N/A N/A
FirstBank $1,422,37! 11.98% $ 474,92 4% $ 712,39 6%
FirstBank Floride $ 66,24( 10.42% $ 25,43¢ 4% $ 38,15¢ 6%
Leverage ratio (1
First BanCorg $1,578,99: 9.2%% $ 679,51t 4% N/A N/A
FirstBank $1,422,37! 8.85% $ 643,06 4% $ 803,83: 5%
FirstBank Floride $ 66,24( 7.7%% $ 33,99¢ 4% $ 42,49¢ 5%
At December 31, 200t
Total Capital (to Risk-Weighted
Assets)
First BanCorg $1,471,94 12.25% $ 961,29¢ 8% N/A N/A
FirstBank $1,398,52' 12.25% $ 913,14 8% $1,141,42' 10%
FirstBank Floride $ 63,97( 11.3%% $ 45,08¢ 8% $ 56,351 10%
Tier | Capital (to Risk-Weighted
Assets)
First BanCorg $1,329,05! 11.06% $ 480,64 4% N/A N/A
FirstBank $1,258,07- 11.02% $ 456,57: 4% $ 684,85¢ 6%
FirstBank Floride $ 61,77( 10.96% $ 22,54 4% $ 33,81« 6%
Leverage ratio (1
First BanCorg $1,329,05! 7.82% $ 679,71t 4% N/A N/A
FirstBank $1,258,07- 7.7¢% $ 647,23 4% $ 809,04¢ 5%
FirstBank Floride $ 61,77( 7.91% $ 31,25: 4% $ 39,06¢ 5%

(1) Tier 1 Capital to average assets in the o&&dérst BanCorp and First Bank and Tier 1 Capitehdjusted total assets in the case of First
Bank Florida.
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Note 20 — Stock Option Plan

Between 1997 and 2007, the Corporation hadak ®ption plan (“the 1997 stock option plactvering certain employees. This plan allo
for the granting of up to 8,696,112 purchase opgtion shares of the Corporation’s common stock timiceemployees. The options granted
under the plan could not exceed 20% of the numbeommon shares outstanding. Each option providethe purchase of one share of
common stock at a price not less than the fair etar&lue of the stock on the date the option wastgd. Stock options are fully vested upon
issuance. The maximum term to exercise the opt®ten years. The stock option plan provides fpraportionate adjustment in the exercise
price and the number of shares that can be purdhiagke event of a stock dividend, stock splitlassification of stock, merger or
reorganization and certain other issuances andhiifbns such as stock appreciation rights.

Under the 1997 stock option plan, the Compgms&ommittee had the authority to grant stockrapiation rights at any time subsequent to
the grant of an option. Pursuant to the stock apgtien rights, the Optionee surrenders the righéxercise an option granted under the plan in
consideration for payment by the Corporation oharount equal to the excess of the fair market vafube shares of common stock subject to
such option surrendered over the total option pofcguch shares. Any option surrendered shall beetked by the Corporation and the shares
subject to the option shall not be eligible fortfigr grants under the option plan. The 1997 stetion plan expired in the first quarter of 2007
and there is no other plan in place.

Prior to the adoption of SFAS 123R on Jandar3006, the Corporation accounted for the plareatite recognition and measurement
principles of APB 25, and related Interpretatidds. stock-based employee compensation cost wastedlén net income, as all options granted
under the plan had an exercise price equal to tr&ehvalue of the underlying common stock on tate @f the grant. Options granted are not
subject to vesting requirements. The table beltwstilates the effect on net income and earningsipare if the Corporation had applied the fair
value recognition provisions of SFAS 123 to stoelsdd employee compensation granted in 2005.

Pro formanet income and earnings per common share

December 31, 200!
(Dollars in thousands, exct
per share dat¢

Net income
As reportec $ 114,60«
Deduct: Stoc-based employee compensation expense determined fairdealue methot 6,11¢
Pro forma $ 108,48t
Earnings per common shar-basic:
As reportec $ 0.9z
Pro forma $ 0.84
Earnings per common shar-diluted:
As reportec $ 0.9C
Pro forma $ 0.8z

On January 1, 2006, the Corporation adopte®iSSE23R,“Share-Based Paymentlsing the “modified prospective” method. Under this
method and since all previously issued stock optisare fully vested at the time of the adoptioe, @orporation expenses the fair value of all
employee stock options granted after January 16 2688me as the prospective method). The compensatjzense associated with stock options
for the year ended December 31, 2007 and 2006 pmeximately $2.8 million and $5.4 million, respigety. All employee stock options
granted during 2007 and 2006 were fully vestethatime of grant.
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The activity of stock options during the yeaded December 31, 2007 is set forth below:

For the year ended December 31, 2
Weighte-Average

Remaining
Weighte(-Average Contractual Tern Aggregate Intrisic
Number of option Exercise Prict (Years) Value (in thousand
Beginning of yea 3,024,411 % 13.9¢
Options grante: 1,170,00! 9.2C
Options cancelle (57,500 14.4z2
End of period outstanding and exercise 4,136,91! $ 12.6( 6.8 $ 45

The fair value of options granted in 2007, 2@@d 2005, that was estimated using the Black{8staption pricing, and the assumptions used
are as follows:

2007 2006 2005
Weightec-average stock price at grant date and exercise $ 9.2( $ 12.21 $ 23.92
Stock option estimated fair vall $2.4(-$2.4¢ $2.8¢-$4.6( $6.4(-$6.41
Weightec-average estimated fair val $ 2.4: $ 4.3¢€ $ 6.4C
Expected stock option term (yea 4.31-4.5¢ 4.22-4.31 4.25-4.27
Expected volatility 32% 39%-46% 28%
Weightec-average expected volatili 32% 45% 28%
Expected dividend yiel 3.C% 2.2%3.2% 1.C%
Weightec-average expected dividend yie 3.C% 2.3% 1.C%
Risk-free interest rat 5.1% 4.7%-5.6% 4.2%

The Corporation uses empirical research daéstimate option exercises and employee termmatithin the valuation model; separate
groups of employees that have similar historicareise behavior are considered separately for tialupurposes. The expected volatility is
based on the historical implied volatility of the@oration’s common stock at each grant date otiservhistorical volatilities based upon 260
observations (working days) were obtained from Biberg L.P. and used as inputs in the model. Theelnd yield is based on the historical 12-
month dividend yield observable at each grant dEtte.risk-free rate for the period is based onohisal zero coupon curves obtained from
Bloomberg L. P. at the time of grant based on thtéa’s expected term.

For 2007, no stock options were exercisedh@asceeds from options exercised during 2006 &@% 2mounted to $19.8 million and $2.1
million, respectively. The total intrinsic value options exercised during 2006 and 2005 was apmrately $10.0 million and $0.8 million,
respectively.

Note 21 — Stockholders’ Equity
Common stock

The Corporation has 250,000,000 authorizedeshaf common stock with a par value of $1 perehas of December 31, 2007, there were
102,402,306 (2006 — 93,151,856) shares issued 2504,506 (2006 — 83,254,056) shares outstandingn® 2005, the Corporation declared a
two-for-one or 100% stock split on its 40,437,52&standing shares of common stock as of June Ily. A5 a result, a total of 45,386,428
additional shares of common stock were issued or 30, 2005, of which 4,948,900 shares were redoaddreasury stock.

On August 24, 2007, First BanCorp entered ingtockholder Agreement relating to its sale prigate placement of 9,250,450 shares or
of the Corporation’s common stock (“Common Stodk’)T'he Bank of Nova Scotia (“Scotiabank”), a lafgeancial institution with operations
around the world, at a price of $10.25 per sharsyant to the terms of an Investment Agreemengdigéebruary 15, 2007 (the “Investment
Agreement”). The net proceeds to First
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BanCorp after discounts and expenses were $91li@miThe securities sold to Scotiabank were isquagduant to the exemption from
registration in Section 4(2) of the Securities AE1933, as amended. Pursuant to the Investmergehgent, Scotiabank has the right to require
the Corporation to register the Common Stock feake by Scotiabank, or successor owners of the GamBtock.

First BanCorp has agreed to give Scotiabanikad any decision to commence a process invgitire sale of First BanCorp during the
18 months after Scotiabank’s investment is made tamegotiate with Scotiabank exclusively for 2¢/slthereafter if Scotiabank so requests. In
addition, during the 18-month period Scotiabank miag notice to First BanCorp providing its offeracquire the Corporation. First BanCorp
has agreed to negotiate the offer received on elugixe basis for a period of 30 days. Also, ABahCorp has agreed to give Scotiabank notice
of the term of any proposed acquisition receivednfia third party during the 18-month period andltow Scotiabank five business days to
indicate whether it will present a counteroffemdly, Scotiabank is entitled to an observer attings of the Board of Directors of First
BanCorp, including any committee meetings of thaf8oof Directors of First BanCorp subject to certihitations. The observer has no voting
rights.

The Corporation issued 2,379,000 shares ohoomstock during 2006 (2005 — 152,746) as patefexercise of stock options or pursuant to
stock appreciation rights granted under the Cotors stock-based compensation plan. No sharesmimon stock were issued during 2007
under the Corporation’s stock-based compensatiam. @lhe 2005 number of shares issued have beestedijio reflect the effect of the June 30,
2005 two-for-one stock split.

Stock repurchase plan and treasury stock

The Corporation has a stock repurchase prograder which from time to time it repurchases shafecommon stock in the open market and
holds them as treasury stock. Under this progremCorporation purchased a total of 28,000 (56g@0es as adjusted for the June 2005 stock
split) shares of common stock at a cost of $965di#thg the second quarter of 2005. No shares wincon stock were repurchased during 2007
and 2006 by the Corporation. As of December 31720t 2006, from the total amount of common stegurchased, 9,897,800 shares were
held as treasury stock and were available for gé¢merporate purposes.

Preferred stock

The Corporation has 50,000,000 authorizedeshaf non-cumulative and non-convertible prefestedk with a par value of $25, redeemable
at the Corporation’s option subject to certain trirhis stock may be issued in series and the slodieach series shall have such rights and
preferences as shall be fixed by the Board of Darsovhen authorizing the issuance of that paricséries. During 2007 and 2006, the
Corporation did not issue preferred stock. The Grapion has five outstanding series of non conblarfpreferred stock: 7.125% non-cumulative
perpetual monthly income preferred stock, Serie8.85% non-cumulative perpetual monthly income gmmefd stock, Series B; 7.40% non-
cumulative perpetual monthly income preferred st&gties C; 7.25% non-cumulative perpetual moritidpme preferred stock, Series D; and
7.00% non-cumulative perpetual monthly income prefitstock, Series E, which trade on the NYSE. lichedation value per share is $25.
Annual dividends of $1.75 per share (Series EB#A5 per share (Series D), $1.85 per share (S8)iegh2.0875 per share (Series B) and
$1.78125 per share (Series A) are payable monftdgclared by the Board of Directors. Dividendsldeed on preferred stock for each of the
years 2007, 2006 and 2005 amounted to $40.3 million

Capital reserve

The capital reserve account was establishedntply with certain regulatory requirements of @€IF related to the issuance of subordinated
notes by FirstBank in 1995. An amount equal to Wi%e principal of the notes was set aside eaah fyem retained earnings until the reserve
equaled the total principal amount. The subordmatgtes were repaid on December 20, 2005, the 'maotgsrity date; the balance in capital
reserve was transferred to the legal surplus ad¢éowaccordance with the approval of the OCIF.
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Legal surplus

The Banking Act of the Commonwealth of Pudttoo requires that a minimum of 10% of FirstBank&t income for the year be transferred
to legal surplus, until such surplus equals thal toft paid-in-capital on common and preferred st@akounts transferred to the legal surplus
account from the retained earnings account araveitable for distribution to the stockholders. digrDecember 2005, the Bank transferred
$82.8 million from the capital reserve accountegdl surplus upon the maturity of the subordinaietgs on December 20, 2005 and with prior
approval from the OCIF. The amount transferred eded 10% of FirstBank’s net income for the yeareenbecember 31, 2005.

Dividends

On March 17, 2006, the Corporation announbadtlit had agreed with the Board of Governors effkederal Reserve System to a cease and
desist order issued with the consent of the Cotfmrdthe “Consent Order”The Consent Order addresses certain concerns kifngaregulator
relating to the incorrect accounting for and docaotagon of mortgage-related transactions with Darad R&G. The Corporation had initially
reported those transactions as purchases of mertgags when they should have been accounted fr@sed loans to the financial institutions
because, as a legal and accounting matter, theyadidonstitute “true sales” but rather financimgaagements.

The Consent Order requires the Corporatidake various affirmative actions, including engagam independent consultant to review the
mortgage portfolios and prepare a report includindings and recommendations, submitting capital kguidity contingency plans, providing
notice prior to the incurring of additional debttbe restructuring or repurchasing of debt, obtajrapproval prior to purchasing or redeeming
stock, filing amended regulatory reports upon catiph of the restatement of financial statememntd, @btaining regulatory approval prior to
paying dividends after those payable in March 200 requirements of the Consent Order have bdestamtially completed and reported to
regulators as required by the Consent Order.

Subsequent to the effectiveness of the Cor@edwrs, the Corporation have requested and olotaimigten approval from the Federal Reserve
Board for the payment of dividends by the Corparrato the holders of its preferred stock, commalstind trust preferred stock. The written
approvals have been obtained in accordance withinregents of the Consent Order.

Note 22 — Employees’ Benefit Plan

FirstBank provides contributory retirementrgursuant to Section 1165(e) of the Puerto Riterhal Revenue Code for Puerto Rico
employees and Section 401(k) of the U.S. IntermaleRue Code for U.S.V.l. and U.S. employees (thar$?). All employees are eligible to
participate in the Plans after completion of thmeanths of service for purposes of making electiefedal contributions and one year of service
for purposes of sharing in the Bank’s matchinglifjed matching and qualified nonelective contrilomis. Under the provisions of the Plans, the
Bank contributes 25% of the first 4% of the pap#it's compensation contributed to the Plans. Partitspare permitted to contribute up to 1
of their annual compensation, limited to $8,000yar ($15,500 for U.S.V.I. and U.S. employees)difidnal contributions to the Plans are
voluntarily made by the Bank as determined by sl of Directors. The Bank had a total plan expasfsh1.4 million for each of the years
ended December 31, 2007 and 2006, and $1.3 mfbiothe year ended December 31, 2005.

FirstBank Florida provides a contributory rethent plan pursuant to Section 401(k) of the Uh&rnal Revenue Code for its U.S. employees
(the “Plan”). All employees are eligible to parpieie in the Plan after six months of service. Uriderprovisions of the Plan, FirstBank Florida
contributes 50% of the participant’s contributignto a maximum of 3% of the participant’s compeiasatParticipants are permitted to
contribute up to 18% of their annual compensatiomited to $15,500 per year (participants over 8@ng of age are permitted an additional
$5,000 contribution). FirstBank Florida had totEmpexpenses of approximately $114,000 for theyfedlr 2007, approximately $87,000 for the
year ended December 31, 2006 and approximatelY0863or the year ended December 31, 2005.
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Note 23 — Other Non-interest Income

A detail of other non-interest income follows:

Year ended December 31

2007 2006 2005
(In thousands
Other commissions and fe $ 273 $ 1,47C $ 911
Insurance incom 10,877 11,28¢ 9,44:
Other 13,32: 12,857 15,89¢
Total $ 24,47. $ 25,611 $ 26,25(

Note 24 — Other Non-interest Expenses

A detail of other non-interest expenses folow

Year ended December 31

2007 2006 2005
(In thousands
Servicing and processing fe $ 6,57¢ $ 7,291 $ 6,57
Communication 8,562 9,16t 8,64z
Depreciation and expenses on reve— earning equipmer 2,14¢ 2,45t 2,22¢
Supplies and printin 3,40z 3,494 3,094
Other 21,14 14,325 14,76¢
Total $41,82¢ $ 36,73¢ $ 35,29¢

Note 25 — Income Taxes

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

Under the Puerto Rico Internal Revenue CodE96#, as amended (“PR Code”), the Corporationisnglibsidiaries are treated as separate
taxable entities and are not entitled to file cadidsted tax returns and, thus, the Corporatiorpisable to utilize losses from one subsidiary to
offset gains in another subsidiary. Accordinglypider to obtain a tax benefit from a net operaloss, a particular subsidiary must be able to
demonstrate sufficient taxable income within thplagable carry forward period (7 years under the@®ile). The PR Code provides a dividend
received deduction of 100% on dividends receivethffcontrolled” subsidiaries subject to taxatiorPnerto Rico and 85% on dividends
received from other taxable domestic corporati@igidend payments from a U.S. subsidiary to thepoeation are subject to a 10% withhold
tax based on the provisions of the U.S. InternaldRae Code.

Under the PR Code, First BanCorp is subjeet teaximum statutory tax rate of 39%, except thateiars 2005 and 2006, an additional
transitory tax rate of 2.5% was signed into lawthy Governor of Puerto Rico. In August 2005, thee&oment of Puerto Rico approved a
transitory tax rate of 2.5% that increased the maxn statutory
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tax rate from 39.0% to 41.5% for a two-year periblis law was effective for taxable years beginrafigr December 31, 2004 and ending on or
before December 31, 2006. Accordingly, the Corponatecorded an additional current income tax miovi of $2.8 million and $3.6 million
during the years ended December 31, 2006 and 2888ectively. Deferred tax amounts have been ajusr the effect of the change in the
income tax rate expected to apply to taxable incomibe period in which the deferred tax assetalility is expected to be settled or realized.

In addition, on May 13, 2006, with an effeetidate of January 1, 2006, the Governor of Puedo &proved an additional transitory tax rate
of 2.0% applicable only to companies covered byRherto Rico Banking Act as amended, such as Bask, which raised the maximum
statutory tax rate to 43.5% for taxable years conuad during calendar year 2006. This law was effedor taxable years beginning after
December 31, 2005 and ending on or before DeceBthe2006. Accordingly, the Corporation recordedhdditional current income tax
provision of $1.7 million during the year ended Betber 31, 2006. The PR Code also includes an atteenminimum tax of 22% that applies if
the Corporation’s regular income tax liability ésk than the alternative minimum tax requirements.

Act 98 of May 16, 2006 amended the PR Codarposing a tax of 5% over the 2005 taxable netime@pplicable to corporations with gr
income over $10 million, which was required to laédpJuly 31, 2006. The Corporation can use thepayiment as a tax credit in its income tax
return for future years. The prepayment of tax ltedun a disbursement of $7.1 million. No incorag expense was recorded since the
prepayment will be used as a tax credit in futar@ble years.

The components of income tax expense for &aesyended December 31 are summarized below:

Year ended December 31

2007 2006 2005
(In thousands
Current income tax expen $ 7,92¢ $ 59,157 $ 75,23¢
Deferred income tax expense (bene 13,65¢ (31,719 (60,229
Total income tax expent $21,58: $ 27,44 $ 15,01¢

The differences between the income tax expappécable to income before provision for incoraeets and the amount computed by appl
the statutory tax rate in Puerto Rico were as ¥ailo

Year ended December 31

2007 2006 2005
% of % of % of
pre-tax pre-tax pre-tax
Amount income Amount income Amount income
(In thousands
Computed income tax at statutory r $ 34,99( 39.(% $ 46,51: 41.5% $ 53,79: 41.5%
Federal and state tax 227 0.3% 1,657 1.5% 4,99¢ 3.9%
Non-tax deductible expens: 1,111 1.2% 2,23 2.C% 3,52¢ 2.7%
Benefit of net exempt incorr (23,979 -26.7% (34,609 -30.% (57,5279 -44. 4%
Deferred tax valuation allowan: (1,250 -1.4% 3,20¢ 2.%% 2,84i 2.2%
2% temporary tax applicable to bar — — 1,702 1.5% — —
Net operating loss carry forwa 7,00z 7.8% — — — —
Othel-net 3,47¢ 3.9% 6,72¢ 6.C% 7,37¢ 5.7%
Total income tax provisio $ 21,58 24.1% $ 27,44 24.5% $ 15,01¢ 11.6%
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Deferred income taxes reflect the net taxatéfef temporary differences between the carrymgunts of assets and liabilities for financial
reporting purposes and their tax bases. Significantponents of the Corporatiendeferred tax assets and liabilities as of Dece®be2007 an
2006 were as follows:

December 31
2007 2006
(In thousands
Deferred tax asse

Allowance for loan and lease los $ 74,11¢ $ 61,70¢
Unrealized losses on derivative activit 4,35¢ 82,22
Deferred compensatic 1,301 2,31z
Legal reserve 123 29,19¢
Reserve for insurance premium cancellati 711 703
Net operating loss and donation carryforward awdel 7,19¢ 2,552
Impairment on investmen 4,20t 4,42¢
Tax credits available for carryforwa 7,115 7,113
Unrealized net loss on availa-for-sale securitie 33: —
Other reserves and allowanc 3,49( 1,69(
Deferred tax asst 102,95 191,92!
Deferred tax liability;
Unrealized gain on availal-for-sale securitie — 14t
Broker placement fee — 15,22:
Differences between the assigned values and taesliHsassets and liabilities recognized in purchase
business combinatior 4,88t 5,05¢
Unrealized gain on other investme 582 46¢
Other 2,44¢ 2,881
Deferred tax liability 7,91% 23,77:
Valuation allowanct (4,91)) (6,057)
Deferred income taxes, n $ 90,13( $162,09¢

In assessing the realizability of deferreddagets, management considers whether it is nialg than not that some portion or all of the
deferred tax assets will not be realized. The @tenrealization of deferred tax assets is depengunt the generation of future taxable income
during the periods in which those temporary diffexes become deductible. Management considers lieelsled reversal of deferred tax
liabilities, projected future taxable income, aa® planning strategies in making this assessmemaléation allowance of $4.9 million and $6.1
million is reflected in 2007 and 2006, respectiveglated to deferred tax assets arising from teargdlifferences for which the Corporation
could not determine the likelihood of its realipaiti Based on the information available, includimgjgctions for future taxable income over the
periods in which the deferred tax assets are dddeictnanagement believes it is more likely thahthat the Corporation will realize all other
items comprising the net deferred tax asset aseeEBber 31, 2007 and 2006. The amount of the @eféax asset considered realizable,
however, could be reduced in the near term if et of future taxable income during the carryfodyzeriod are reduced.

The tax effect of the unrealized holding gairloss on securities available-for-sale, excludhmg Corporation’s international banking entities,
was computed based on a 20% capital gain taxaateis included in accumulated other compreherian@me as part of stockholders’ equity.

The Corporation adopted FIN 48 as of JanuaB007. FIN 48 prescribes a comprehensive modehfofinancial statement recognition,
measurement, presentation and disclosure of incarencertainties with respect to positions takeaexpected to be taken on income tax
returns. The adoption of FIN 48 reduced the begigmhialance of retained earnings as of JanuaryQZ, B9 $2.6 million. Under FIN 48, income
tax benefits are recognized and measured basedaupramstep model: 1) a tax position must be midedyl than not to be sustained based solely
on its technical merits in order to be recognized] 2) the benefit is measured as the largestrdoi@unt of that position that is more likely tt
not to be sustained upon settlement. The differbeteeen the benefit recognized in accordance Mith48 and the tax benefit claimed on a
return is referred to as an unrecognized tax be(fefirB”).
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As of January 1, 2007 (the date of adoptith®,balance of the Corporation’s UTBs amounted2®. % million, excluding accrued interest. No
additions or reductions to these UTBs, nor new UiBge been recorded, since the adoption date. Beoémber 31, 2007, the balance of the
Corporation’s UTBs including accrued interest antedrto $30.7 million, all of which would, if recomed, affect the Corporatiosieffective ta:
rate. The Corporation classifies all interest aadatties, if any, related to tax uncertaintiesra®ine tax expense. As of December 31, 2007, the
Corporation’s accrual for interest that relatea eincertainties amounted to $8.6 million. As otBmber 31, 2007 there is no need to accrue for
the payment of penalties. For the year ended Deeeth 2007, the total amount of interest recoghtzgthe Corporation as part of income tax
expense related with tax uncertainties was $2.BamilThe amount of UTBs may increase or decreashe future for various reasons, includ
changes in the amounts for current tax year posifiexpiration of open income tax returns due ¢ostlatutes of limitations, changes in
management’s judgment about the level of uncegtagtatus of examinations, litigation and legislatactivity and the addition or elimination of
uncertain tax positions. The Corporation does néitgpate any significant changes to its UTBs witttie next 12 months.

The Corporation’s liability for income taxexiudes the liability for UTBs, and interest whiehates to tax years still subject to review by
taxing authorities. Audit periods remain open friew until the statute of limitations has passéte statute of limitations under the PR Code is
4 years; and for Virgin Islands and U.S. incomegasposes is 3 years after a tax return is dudegt, fivhichever is later. The completion of an
audit by the taxing authorities or the expiratidritee statute of limitations for a given audit meficould result in an adjustment to the
Corporation’s liability for income taxes. Any suabjustment could be material to results of openatir any given quarterly or annual period
based, in part, upon the results of operationghf@given period. All tax years subsequent to 2@®2ain open to examination under the PR (
and taxable years subsequent to 2003 remain opeataination for Virgin Islands and U.S. income paxpose.

Note 26 — Lease Commitments

As of December 31, 2007, certain premisesessed with terms expiring through the year 202f2 Torporation has the option to renew or
extend certain leases from two to ten years beyloadriginal term. Some of these leases requir@adyenent of insurance, increases in property
taxes and other incidental costs. As of DecembeR@Q7, the obligation under various leases foltows

Year Amount

(Dollars in thousand

2008 $ 10,16¢
2009 8,571
2010 7,231
2011 5,651
2012 4,761
2013 and later yea 26,79¢
Total $ 63,18¢
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Rental expense included in occupancy and eagmp expense was $11.2 million in 2007 (2006 - $haillion; 2005 — $8.9 million).

Note 27 — FAIR VALUE

As discussed in Note 1 — “Nature of Businasd Summary of Significant Accounting Policies”,edffive January 1, 2007, the Corporation
adopted SFAS 157, which provides a framework foasoneing fair value under GAAP.

The Corporation also adopted SFAS 159 effecianuary 1, 2007. SFAS 159 generally permits tha@sorement of selected eligible financial
instruments at fair value at specified electioredafhe Corporation elected to adopt the fair vajpieon for certain of its brokered CDs and
medium-term notes on the adoption date. SFAS 1§9ines that the difference between the carryingevélefore the election of the fair value
option and the fair value of these instrumentsdz®mrded as an adjustment to beginning retainednggrim the period of adoption.

The following table summarizes the impact @dgting the fair value option for certain brokef@bs and medium-term notes on January 1,
2007. Amounts shown represent the carrying valubegffected instruments before and after the ghsim accounting resulting from the
adoption of SFAS 159.

Transition Impact

Ending Statement of Net Opening Statement of
Financial Condition Increase Financial Condition
as of December 31, 20( in Retained Earnings as of January 1, 2007
(In thousands (Prior to Adoption) (1) upon Adoption (After Adoption of Fair Value Option)
Callable brokered COC $ (4,513,02) $ 149,62. $ (4,363,39)
Mediurr-term notes (15,63Y) 84( (14,797
Cumulative-effect adjustment (p-tax) 150,46
Tax impact (58,68)
Cumulative-effect adjustment (net of tax), incretseetained
earnings $ 91,77¢

(1) Net of debt issue costs, placement fees and bdjsistnent as of December 31, 20

Fair Value Option
Callable Brokered CDs and Certain Medium-Term Notes

The Corporation elected to account at faiugdbr certain financial liabilities that were hedgwith interest rate swaps that were designated
for fair value hedge accounting in accordance BREAS 133. As of December 31, 2007, these liakdlitneluded callable brokered CDs with an
aggregate fair value of $4.19 billion and principalance of $4.20 billion recorded in interest-beadeposits; and certain medium-term notes
with a fair value of $14.31 million and principadlance of $15.44 million recorded in notes payaloieerest paid on these instruments continues
to be recorded in interest expense and the acintexe@st is part of the fair value of the SFAS 1ia8ilities. Electing the fair value option allows
the Corporation to eliminate the burden of compiyivith the requirements for hedge accounting uig#AS 133 (e.g., documentation and
effectiveness assessment) without introducing agenwolatility. Interest rate risk on the callablekered CDs and mediuterm notes measur:
at fair value under SFAS 159 continues to be ecacaliy hedged with callable interest rate swapslite same terms and conditions. The
Corporation did not elect the fair value option floe vast majority of other brokered CDs becaussdlare not hedged by derivatives that
gualified or designated for hedge accounting iroedance with SFAS 133. Effective January 1, 200& ,Gorporation discontinued the use of
value hedge accounting for interest rate swapsibdged the $150 million medium-term note sinceirtkerest rate swaps were no longer
effective in offsetting the changes in the fairuebf the $150 million medium-term note and, asm@sequence, the Corporation did not elect the
fair value option for this note either. The Corgam redeemed the $150 million medium-term notdrduthe second quarter of 2007.

Callable brokered CDs and medium-term notesvfich the Corporation has elected the fair valpgon are priced by valuation experts
using observable market data in the institutionatkats.
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Fair Value Measurement

SFAS 157 defines fair value as the exchange pinat would be received for an asset or patdatasfer a liability (an exit price) in the
principal or most advantageous market for the awskdbility in an orderly transaction between ketrparticipants on the measurement date.
SFAS 157 also establishes a fair value hierarchiglmequires an entity to maximize the use of olmigle inputs and minimize the use of
unobservable inputs when measuring fair value.staedard describes three levels of inputs that Imeaysed to measure fair value:

Level 1 Level assets and liabilities include equity sims that are traded in an active exchange madsetvell as certain U.S. Treasury
and other U.S. government and agency securiti¢satharaded by dealers or brokers in active markédluations are obtained
from readily available pricing sources for markansactions involving identical assets or liatsht

Level 2 Observable inputs other than Level 1 prices, ssauated prices for similar assets or liabilitiggpted prices in markets that :
not active; or other inputs that are observableaor be corroborated by observable market dataufwstantially the full term of
the assets or liabilities. Level 2 assets andlltas include (i) mortgage-backed securities fdrieh the fair value is estimated
based on valuations obtained from third-party pdcservices for identical or comparable asselsg¢ibt securities with quoted
prices that are traded less frequently than exaviregled instruments and (iii) derivative contrautd financial liabilities (e.g.,
callable brokered CDs and medium-term notes eldotefhir value option under SFAS 159) whose vatudetermined using a
pricing model with inputs that are observable ia tharket or can be derived principally from or oborated by observable
market data

Level 3 Unobservable inputs that are supported by littlao market activity and that are significanthe fair value of the assets or
liabilities. Level 3 assets and liabilities inclufileancial instruments whose value is determingdgupricing models for which
the determination of fair value requires significemanagement judgment or estimati

Estimated Fair Value

The information about the estimated fair vadfiéinancial instruments required by GAAP is pregel hereunder. The disclosure requirements
exclude certain financial instruments and all nimadficial instruments. Accordingly, the aggregatevalue amounts presented do not represent
management’s estimate of the underlying value ®fCQbrporation.

The estimated fair value is subjective in patand involves uncertainties and matters of siggnift judgment and, therefore, cannot be
determined with precision. Changes in the undeglgasumptions used in calculating fair value caigdificantly affect the results. In addition,
the fair value estimates are based on outstandifambes without attempting to estimate the valuanditipated future business. Therefore, the
estimated fair value may materially differ from thedue that could actually be realized on a sale.

The following table presents the estimatedvfalue and carrying value of financial instrumessof December 31, 2007 and 2006 as well as
assets and liabilities measured at fair value mtarring basis, including financial liabilitiesrfavhich the Corporation has elected the fair value
option.

F-50




Table of Contents

December 31, 200

Fair Value Measurements Using

Total Carrying

Total Carrying Amount in Assets/Liabilities
Amount in Statement of Measured at Fair
Statement of Fair Value Financial Value on a
Financial Condition Estimate Condition Fair Value Estimate recurring basis
(In thousands 12/31/2007 (1 12/31/2007 (2 12/31/2006 (1 12/31/2006 (2 12/31/07 Level 1 Level 2 Level 3
Assets:
Cash and due from banks and money
market investment $ 378,94! $ 378,98( $ 568,81 $ 568,91¢ $ — $ — $ — —
Investment securities available for sale 1,286,28! 1,286,28! 1,700,42: 1,700,42: 1,286,28! 22,59¢ 1,130,01: 133,67¢
Investment securities held to matur 3,277,08: 3,261,93 3,347,13 3,256,961 — — — —
Other equity securitie 64,90¢ 64,90¢ 40,15¢ 40,15¢ — — — —
Loans receivable, including loans held
sale 11,609,57: 11,513,06 11,105,68 10,977,48 — — — —
Derivatives, included in assets | 14,701 14,70: 15,018 15,018 14,701 — 9,59¢ 5,10%
Liabilities:
Deposits (4. 11,034,52 11,030,22 11,004,28 10,673,24 4,186,56: — 4,186,56: —
Federal funds purchased and securities
sold under agreements to repurct 3,094,641 3,137,09. 3,687,72 3,679,53! — — — —
Advances from FHLE 1,103,001 1,107,34 560,00( 560,41¢ — — — —
Notes Payable (£ 30,54 30,04 182,82¢ 177,55!¢ 14,30¢ — 14,30¢ —
Other borrowing: 231,81° 217,90¢ 231,71¢ 231,71¢ — — — —
Derivatives, included in liabilities (¢ 67,151 67,15: 142,99: 142,99: 67,151 — 67,15 —
(1) This column discloses carrying amount, informatiequired annually by SFAS 10
(2) This column discloses fair value estimates requiredually by SFAS 10°
(8) Carried at fair value prior to the adoption of SFRED.
(4) Amounts include Callable Brokered CDs for which @arporation has elected the fair value option uri8fAS 159
(5) Amounts include Mediurterm notes for which the Corporation has electedfir value option under SFAS 1t
Changes in Fair Value for the Year Endec
December 31, 2007, for items Measured at Fair Valueursuant
to Election of the Fair Value Option
Total
Changes in
Fair Value
Changes in Fair Value included it Changes in Fair Value included it Included in
Interest Expense Interest Expense Current -Period
(In thousands on Deposits (1. on Notes Payable (1 Earnings (1)
Callable brokered CC $ 298,64 $ — $ 298,64:
Mediurr-term notes — 294 294
$ 298,64 $ 294 $ 298,93!

(1) Changes in fair value for the year ended Demr 31, 2007 include interest expense on callatakered CDs of $227.5 million, and
interest expense on medium-term notes of $0.8anillinterest expense on callable brokered CDs asdlum-term notes that the
Corporation has elected to carry at fair value urlde provisions of SFAS 159 are recorded in irteexpense in the Consolidated
Statements of Income based on their contractugd i
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The table below presents a reconciliatioralbassets and liabilities measured at fair valu@@ecurring basis using significant unobservable
inputs (Level 3) for the year ended December 30,720

Level 3 Instruments Only

Total Fair Value Measurements (Year ended Decembed1, 2007)

(In thousands Derivatives (1) Securities Available For Sale (Z
Beginning balanc $ 9,08¢ $ 37C
Total losses (realized/unrealize
Included in earning (3,985 —
Included in other comprehensive inco — (28,407
New instruments acquire — 182,37¢
Principal repayments and amortizat — (20,66)
Transfers in and/or out of Level — —
Ending balanc: $ 5,108 $ 133,67¢

(1) Amounts related to the valuation of interest ratp agreements which were carried at fair valuer poithe adoption of SFAS 15

(2) Amounts mostly related to certain availaldedale securities collateralized by loans acquiinetie first quarter of 2007 as part of the
recharacterization of certain secured commercaidc
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The table below summarizes changes in uneshlizsses recorded in earnings for the year endeémber 31, 2007 for Level 3 assets and
liabilities that are still held as of December 3Q07.

Level 3 Instruments Only

Changes in Unrealized Losse
(Year ended December 31, 200
(In thousands Derivatives (1)

Changes in unrealized losses relating to assetdidtield at reporting date(2):

Interest income on loar $ 44C
Interest income on investment securi 3,54k
$ 3,98t

(1) Amount represents valuation of interest rate capexgents which were carried at fair value prioth® adoption of SFAS 15
(2) Unrealized losses of $28.4 million on Level 3 aablé for sale securities were recognized as pasttefr comprehensive incon

During 2007, the Corporation did not recogdiaay realized gain or loss for Level 3 financratruments.

Additionally, fair value is used on a non-retug basis to evaluate certain assets in accoslatith GAAP. Adjustments to fair value usually
result from the application of lower-of-cost-market accounting (e.g., loans held for salei@dmat the lower of cost or fair value and repesee
assets) or write-downs of individual assets (ggodwill, loans).

As of December 31, 2007 no impairment or viadueadjustment was recognized for assets recodrdzéair value on a non-recurring basis,
except for certain loans as shown in the followtiaigie:

Year ended
Carrying value as of December 31, 20C December 31, 200’
(In thousands Level 1 Level 2 Level 3 Total Losses
Loans (1) $— $59,41¢ $— $5,187

(1) Relates to certain impaired collateral depenidbans. The impairment was measured based daithelue of the collateral, which is
derived from appraisals that take into considengginces in observed transactions involving simélasets in similar locations, in
accordance with the provisions of SFAS 1.

The following is a description of the valuatimethodologies used for instruments for which stimeated fair value is presented as well as for
instruments that the Corporation has elected tinerddue option. The estimated fair value was clltad using certain facts and assumptions,
which vary depending on the specific financial instent.

Cash and due from banks and money market investmest

The carrying amount of cash and due from bamiksmoney market investments are reasonable ¢stroftheir fair value. Money market
investments include held-to-maturity U.S. Governtragligations which have a contractual maturitttobe months or less. The fair value of
these securities is based on market prices pro\ogiedputable broker dealers.

Investment securities available for sale and heldbtmaturity

The fair value of investment securities is th@rket value based on quoted market prices, whaitehle, or market prices provided by
recognized broker dealers. If listed prices or ga@re not available, fair value is based uporreally developed models that use unobservable
inputs due to the limited market activity of thetiument.
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Other Equity Securities

Equity or other securities that do not haveadily available fair value are stated at theraatizable value. This category is principally
composed of stock that is owned by the Corporatiacomply with Federal Home Loan Bank (FHLB) redats requirements. Their realizable
value equals their cost.

Loans receivable, including loans held for sale

The fair value of all loans was estimated gsiiscounted present values. Loans were clasdifiegipe such as commercial, residential
mortgage, credit cards and automobile. These aasagories were further segmented into fixed- atjdséable-rate categories. Floating-rate
loans were valued at book value if they reprickeast once every three months, as were credit. [iites fair value of fixed-rate loans was
calculated by discounting expected cash flows thinaihe estimated maturity date. Recent prepaymgrdreence was assumed to continue for
fixed-rate non-residential loans. For residentiattgage loans, prepayment estimates were basecepayment experiences of generic U.S.
mortgage-backed securities pools with similar ctigrstics (eg. coupon and seasonality) and adjusised on the Corporatierhistorical date
Discount rates were based on the Treasury Yield€at the date of the analysis, with an adjustmehich reflects the risk and other costs
inherent in the loan category.

For impaired collateral dependent loans, thgairment was measured based on the fair valueeatdllateral, which is derived from
appraisals that take into consideration pricesbiseovable transactions involving similar assetsinmilar locations, in accordance with the
provisions of SFAS 114.

Deposits

The estimated fair value of demand depositksavings accounts, which are deposits with nanddfimaturities, equals the amount payab
demand at the reporting date. For deposits witledtanaturities, but that reprice at least quartehg fair value is also estimated to be the
recorded amounts at the reporting date.

The fair values of fixed-rate retail deposiith stated maturities are based on the presenewaf the future cash flows expected to be paid on
the deposits. The cash flows are based on conédatiaturities; no early repayments are assumeaobDig rates are based on the LIBOR vyield
curve. The estimated fair value of total depositdwedes the fair value of core deposit intangiblelsich represent the value of the customer
relationship measured by the value of demand depasd savings deposits that bear a low or zeeoafainterest and do not fluctuate in respc
to changes in interest rates.

The fair value of brokered CDs, included witkieposits, is determined using discounted cashdlwalyses over the full term of the CDs. ~
valuation uses a “Hull-White Interest Rate Treepach for the CDs with callable option componeatsindustry-standard approach for
valuing instruments with interest rate call optiohbe model assumes that the embedded optionsareised economically. The fair value of
CDs is computed using the outstanding principal @morl he discount rates used are based on US ddB&R and swap rates. At-the-money
implied swaption volatility term structure (volatyl by time to maturity) is used to calibrate thedel to current market prices and value the
cancellation option in the deposits. Effective Jamul, 2007, the Corporation updated its methodotogcalculate the impact of its own credit
standing.

Federal funds purchased and securities sold undeigaeements to repurchase

Federal funds purchased and some repurchaseragnts reprice at least quarterly, and theitantking balances are estimated to be their fair
value. Where longer commitments are involved, ¥alue is estimated using exit price indicationsrfrorokers of the cost of unwinding the
transactions as of December 31, 2007. Securitidsusmler agreements to repurchase are collatedatigénvestment securities.
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Advances from FHLB

The fair value of advances from FHLB with fikeaturities is determined using discounted casli inalyses over the full term of the
borrowings, or using indications from brokers of fair value of similar transactions. The cash 8@gsumed no early repayment of the
borrowings. Discount rates are based on the LIB@RIycurve. For advances from FHLB that repricertgrdy, their outstanding balances are
estimated to be their fair value. Advances from BHire collateralized by mortgage loans and to seleextent investment securities.

Derivative instruments

The fair value of the derivative instrumentsswrovided by valuation experts and counterpar@estain derivatives with limited market
activity are valued using externally developed niedleat consider unobservable market parameters.

Term notes payable

The fair value of term notes is determineahgsi discounted cash flow analysis over the futhtef the borrowings. This valuation also uses
the “Hull-White Interest Rate Treelpproach to value the option components of the testes. The model assumes that the embedded optie
exercised economically. The fair value of mediummt@otes is computed using the notional amounttadsng. The discount rates used in the
valuations are based on US dollar LIBOR and swgsrat-the-money implied swaption volatility testructure (volatility by time to maturity)
is used to calibrate the model to current markigegrand value the cancellation option in the teates. Effective January 1, 2007, the
Corporation updated its methodology to calculageithpact of its own credit standing. The net gaimf fair value changes attributable to the
Corporation’s own credit to the medium-term notswhich the Corporation has elected the fair valpgon amounted to $1.6 million for year
ended December 31, 2007. For the medium-term tiogesredit risk is measured using the differencgefd curves between Swap rates and
Treasury rates at a tenor comparable to the tinmeatoirity of the note and option.

Other borrowings
Other borrowings consist of junior subordimbtiebentures. The market value was based on naiikes provided by reputable broker
dealers.
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Note 28 — Supplemental Cash Flow Information

Supplemental cash flow information follows:

Year Ended December 31
2007 2006 2005
(In thousands

Cash paid for

Interest on borrowing $721,54! $720,43¢ $559,64:

Income tax 10,14: 91,77¢ 44,53¢
Non-cash investing and financing activitie

Additions to other real estate own 17,10¢ 2,98¢ 3,90¢

Additions to auto repossessic 104,72¢ 113,60¢ 72,89:

Capitalization of servicing asse 1,28t 1,121 1,481

Recharacterization of secured commercial loangasrgies collateralized by loa 183,83( — —

Note 29 — Commitments and Contingencies

The following table presents a detail of cotmeints to extend credit, standby letters of cradd commitments to sell loans:

December 31
2007 2006
(In thousands

Financial instruments whose contract amounts reptesedit risk
Commitments to extend cred

To originate loan: $ 455,13t $ 539,26°
Unused credit card line 19 21,47¢
Unused personal lines of cre 61,73 50,27¢
Commercial lines of cred 1,109,66. 1,331,82.
Commercial letters of crec 41,47¢ 40,91¢
Standby letters of crec 112,69( 97,31¢
Commitments to sell loar 11,80: 55,23¢

The Corporation’s exposure to credit losshim évent of nonperformance by the other party edittancial instrument on commitments to
extend credit and standby letters of credit isesented by the contractual amount of those instnisn®anagement uses the same credit po
in entering into commitments and conditional ohliigas as it does for on-balance sheet instruments.

Commitments to extend credit are agreemerientbto a customer as long as there is no vialaticany condition established in the contract.

These commitments generally expire within one yBarce certain commitments are expected to expiteowt being drawn upon, the total
commitment amount does not necessarily represtemiefgash requirements. In the case of credit candspersonal lines of credit, the
Corporation can, at any time and without cause @lahe unused credit facility. The amount of cafat, obtained if deemed necessary by the
Corporation upon extension of credit, is based anagement’s credit evaluation of the borrower. Rate

F-56




Table of Contents

charged on the loans that are finally disbursedteeates being offered at the time the loanslsed; therefore, no fee is charged on these
commitments. The fee is the amount that is useteagstimate of the fair value of commitments.

In general, commercial and standby lettersredlit are issued to facilitate foreign and domeestide transactions. Normally, commercial and
standby letters of credit are short-term commitmersied to finance commercial contracts for thersbigt of goods. The collateral for these
letters of credit includes cash or available cormuiatines of credit. The fair value of commerciald standby letters of credit is based on the
fees currently charged for such agreements, whidf ®ecember 31, 2007 and 2006 was not significant

Commitments to sell loans represent commitmentered into under agreements with FNMA and FHListGhe sale, at fair value, of
residential mortgage loans originated by the Cation.

Note 30 — Derivative Instruments and Hedging Activies

The primary market risk facing the Corporatisinterest rate risk, which includes the risktttlzanges in interest rates will result in changes
in the value of its assets or liabilities and tis& that net interest income from its loan and steent portfolios will change in response to
changes in interest rates. The overall objectivin@fCorporation’s interest rate risk managemetivities is to reduce the variability of earnings
caused by changes in interest rates.

The Corporation uses various financial instats, including derivatives, to manage the interast risk related primarily to the values of its
brokered CDs and medium-term notes.

The Corporation designates a derivative dee# fair value hedge, cash flow hedge or as anaguic undesignated hedge when it enters
the derivative contract. As part of the interest risk management, the Corporation has enteredaiseries of interest rate swap agreements.
Under the interest rate swaps, the Corporationesgngth other parties to exchange, at specifieghvats, the difference between fixed-rate and
floating-rate interest amounts calculated by refeeeto an agreed notional principal amount. Netregt settlements on interest rate swaps and
unrealized gains and losses arising from chang&srinalue are recorded as an adjustment to isténeome or interest expense depending on
whether an asset or liability is being hedged. ABecember 31, 2007, all derivatives held by thepBoation were considered economic
undesignated hedges.

Effective January 1, 2007, the Corporationmeld SFAS 159 for its callable brokered CDs andréign of its callable fixed medium-term
notes that were hedged with interest rate swap®Afrig fair value hedge accounting under SFAS 18t&rest rate risk on the callable brokered
CDs and medium-term notes elected for the faire/alption under SFAS 159 continues to be economibadiged with callable interest rate
swaps. Prior to the implementation of SFAS 159 ,Gbeporation had been following the lohgul method of accounting under SFAS 133, w
was adopted on April 3, 2006, for its portfolioaalable interest rate swaps, callable brokered @igscallable notes. The long-haul method
requires periodic assessment of hedge effectivarabsneasurement of ineffectiveness. The ineffentigs results to the extent that changes in
the fair value of a derivative do not offset changethe fair value of the hedged item. The Corponarecognized, as a reduction to interest
expense, approximately $4.7 million for the yeadeshDecember 31, 2006, representing ineffectiveoesterivatives that qualified as fair value
hedges under SFAS 133.

In addition, effective on January 1, 2007, @weporation discontinued the use of fair valuegeedccounting under SFAS 133 for an interest
rate swap that hedged a $150 million medium-terte.nbhe Corporation’s decision was based on therdgation that the interest rate swap
was no longer effective in offsetting the changethe fair value of the $150 million medium-terntedAfter the discontinuance of hedge
accounting, the basis adjustment, which repregbatbasis differential between the market valuethrdook value of the $150 million medium-
term note recognized at the inception of fair valedge accounting on April 3, 2006, as well as gkarin fair value recognized after the
inception until the discontinuance of fair valuelge accounting on January 1, 2007, was being aredrtir accreted over the remaining life of
the liability as a yield adjustment. The $150 miflimedium-term note was redeemed prior to its ritgtduring the second quarter of 2007.
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The following table summarizes the notionabamt of all derivative instruments as of DecemhkrZ007 and 2006:

Notional Amount
December 31
2007 2006
(In thousands

Interest rate swap agreemet

Pay fixed versus receive floatil $ 80,21 $ 80,72
Receive fixed versus pay floatil 4,164,26. 4,802,37!
Embedded written optior 53,51¢ 13,51¢
Purchased optior 53,51¢ 13,51¢
Written interest rate cap agreeme 128,07¢ 125,20(
Purchased interest rate cap agreem 294,98: 330,60°

$4,774,56 $5,365,92

The following table summarizes the notional amafrdll derivatives by the Corporation’s designatasof December 31, 2007 and 2006:

Notional amounts

As of As of
December 31 December 31
2007 2006

(In thousands)
Economic undesignated hedg

Interest rate swaps used to hedge fixed rate icattf of deposit, notes payable and Ic $4,244,47. $ 336,47
Embedded options on stock index depc 53,51¢ 13,51¢
Purchased options used to manage exposure tootiersarket on embedded stock index opti 53,51¢ 13,51¢
Written interest rate cap agreeme 128,07! 125,20(
Purchased interest rate cap agreem 294,98 330,60°
Total derivatives not designated as hec 4,774,561 819,31(

Designated hedge
Fair value hedge

Interest rate swaps used to hedge i-rate certificates of depos $ — $4,381,17!
Interest rate swaps used to hedge I- and ste-rate notes payab — 165,44
Total fair value hedge — 4,546,61
Total $4,774,56 $5,365,92

As of December 31, 2007, derivatives not desigd or not qualifying as a hedge with a positarevalue of $14.7 million (2006 —
$15.0 million) and a negative fair value of $67.#ion (2006 — $16.3 million) were recorded as “®thAssets” and “Accounts payable and
other liabilities”, respectively, in the ConsoliddtStatements of Financial Condition. As of Decen®ie 2006, derivatives qualifying for fair
value hedge accounting with a negative fair valu®1@6.7 million were recorded as “Accounts payabid other liabilities” in the Consolidated
Statements of Financial Condition.
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Derivative instruments, such as interest sataps, are subject to market risk. The Corporagiderivatives are mainly composed of interest
rate swaps that are used to convert the fixedaastgrayment on its brokered certificates of deparsit medium-term notes to variable payments
(receive fixed/pay floating). As is the case witlkéstment securities, the market value of deriesitistruments is largely a function of the
financial market's expectations regarding the fetdirection of interest rates. Accordingly, currerdrket values are not necessarily indicative of
the future impact of derivative instruments on @&gys. This will depend, for the most part, on thayge of the yield curve as well as the level of
interest rates. In addition, effective January@Q2the Corporation adopted SFAS 159 for a suliatgrdrtion of its brokered certificates of
deposit portfolio and certain medium-term noteswWbich changes in fair value are also recordediiment period earnings.

A summary of interest rate swaps as of Decer@bge2007 and 2006 follows:

December 31
2007 2006
(Dollars in thousands

Pay fixed/receive floating (generally used to ecoimally hedge variable rate loan

Notional amoun $80,21: $80,72(
Weighted average receive rate at year 7.09% 7.38%
Weighted average pay rate at year 6.75% 6.37%

Floating rates range from 167 to 252 basis poinés &-month LIBOR rate

December 31
2007 2006
(Dollars in thousands

Receive fixed/pay floating (generally used to ecoiwally hedge fixed-rate brokered CDs and notes

payable):

Notional amoun $4,164,26. $4,802,37!
Weighted average receive rate at year 5.2t% 5.16%
Weighted average pay rate at year 5.01% 5.42%

Floating rates range from minus 5 basis pointsltbdsis points over-month LIBOR rate

The changes in notional amount of interest sataps outstanding during the years ended Dece3db@007 and 2006 follows:

Notional amount
(Dollars in thousand
Pay-fixed and receiv-floating swaps

Balance at December 31, 20C $ 109,32(
Canceled and matured contra (28,600
New contract: —
Balance at December 31, 20C 80,72(
Canceled and matured contra (50€)
New contract: —
Balance at December 31, 20C $ 80,21:

Receiv-fixed and pay floating swap

Balance at December 31, 20C $ 5,751,12i
Canceled and matured contra (948,75
New contract: —
Balance at December 31, 20C 4,802,37!
Canceled and matured contra (638,109
New contract: —
Balance at December 31, 20C $ 4,164,26.
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The decrease in the notional amount of dexigahstruments during 2007 is partially due to: tfie termination of certain interest rate swaps
that were no longer economically hedging broker&d @s the notional balances exceeded those oftkered CDs, and (2) the termination of
an interest rate swap that economically hedge®15® million medium-term note redeemed during #neosd quarter of 2007. The notional
amount of the interest rate swaps previously teklcbnomically hedge brokered CDs that were cagtelliring 2007 amounted to
$142.2 million with a weighted-average pay-rat&@&8% and a weighted-average receive-rate of 5.228interest rate swap previously held
to economically hedge the $150 million medium-termte had a notional amount of $150.0 million withagy-rate of 6.00% and a receirate of
5.54% at the time of cancellation.

Indexed options are generally over-the-couf@arC) contracts that the Corporation enters intorder to receive the appreciation of a
specified Stock Index (e.g., Dow Jones Industriain@osite Stock Index) over a specified period ichexge for a premium paid at the contrsct’
inception. The option period is determined by thetcactual maturity of the notes payable tied ®plkrformance of the Stock Index. The credit
risk inherent in these options is the risk thatékehange party may not fulfill its obligation.

Interest rate caps are option-like contrauas tequire the writer, i.e., the seller, to pag plurchaser at specified future dates the amdunt, i
any, by which a specified market interest rate essehe fixed cap rate, applied to a notional fpeicamount.

To satisfy the needs of its customers, thep@mtion may enter into non-hedging transactiomstl@se transactions, generally, the
Corporation participates as a buyer in one of tireements and as the seller in the other agreameler the same terms and conditions.

In addition, the Corporation enters into dertzontracts with embedded derivatives that doreqtire separate accounting as these are clearly
and closely related to the economic characteristithe host contract. When the embedded deriv@ibssesses economic characteristics that are
not clearly and closely related to the economiaattaristics of the host contract, it is bifurcatealrried at fair value, and designated as a tgadin
or non-hedging derivative instrument.

Interest-Rate Credit and Market Risk

The Corporation uses derivative instrumentsiémage interest rate risk. By using derivativérimaents, the Corporation is exposed to credit
and market risk. If the counterparty fails to penfocredit risk is equal to the extent of the Cogbion’s fair value gain in the derivative. When
the fair value of a derivative instrument contriggbositive, this generally indicates that the deygparty owes the Corporation and, therefore,
creates a credit risk for the Corporation. Whenfétievalue of a derivative instrument contrachégative, the Corporation owes the counterg
and, therefore, it has no credit risk. The Corporaminimizes the credit risk in derivative instrants by entering into transactions with
reputable broker dealers that are reviewed perdigliby the Corporation’s Management’s Investmerd Asset Liability Committee
(MIALCO) and by the Board of Directors. The Corpiima also maintains a policy of requiring that@dirivative instrument contracts be
governed by an International Swaps and Derivathgsociation Master Agreement, which includes a jgion for netting; most of the
Corporation’s agreements with derivative countetfpainclude bilateral collateral arrangements. biteteral collateral arrangement permits the
counterparties to perform margin calls in the faftash or securities in the event that the fairkeavalue of the derivative favors either
counterparty. The book value and aggregate maedaewof securities pledged as collateral for irgerate swaps as of December 31, 2007 was
$255 million and $253 million, respectively (2006 $345 million and $355 million, respectively). TBerporation has a policy of diversifying
derivatives counterparties to reduce the risk émgtcounterparty will default.

The Corporation has credit risk of $14.7 milli(2006 — $15.0 million) related to derivativetimsnents with positive fair values. The credit
risk does not consider the value of any collateral the effects of legally enforceable master mgtiigreements. There were no credit losses
associated with derivative instruments classifiedi@signated hedges or undesignated economic hixtdghe years ended December 31, 2007
and 2006. As of December 31, 2007 and 2006, there wo derivative counterparties in default. A©etember 31, 2007, the Corporation h¢
total net receivable of $8.4 million (2006 — $5.4lion) related to the swap transactions and al te¢h receivable related to other derivative
instruments of $0.4 million (2006 — $0.6 millioMhe net
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settlements receivable and net settlements papahleterest rate swaps are included as part oféOftssets” and “Accounts payable and other
liabilities”, respectively, on the Consolidated t8taents of Financial Condition.

Market risk is the adverse effect that a clesingnterest rates or implied volatility rates lwasthe value of a financial instrument. The
Corporation manages the market risk associatedintighest rate contracts by establishing and mangdimits as to the types and degree of
that may be undertaken.

The Corporation’s derivative activities arenttored by the MIALCO as part of its risk-managerneversight of the Corporation’s treasury
functions.

Note 31 — Segment Information

Based upon the Corporation’s organizationaicstire and the information provided to the Chigle@ting Decision Maker and to a lesser
extent the Board of Directors, the operating sedgmare driven primarily by the Corporation’s legalities. As of December 31, 2007, the
Corporation had four reportable segments: Commiegioih Corporate Banking; Mortgage Banking; Consu(®etail) Banking; and Treasury
and Investments, as well as an Other categoryctaftpother legal entities reported separately ggregate basis. Management determined the
reportable segments based on the internal repariad to evaluate performance and to assess whalletate resources. Other factors such as
the Corporation’s organizational chart, naturehef products, distribution channels and the econaimicacteristics of the products were also
considered in the determination of the reportabgmeents.

The Commercial and Corporate Banking segmemsists of the Corporation’s lending and other ises/for large customers represented by
the public sector and specialized and middle-mackents. The Commercial and Corporate Banking sagroffers commercial loans, including
commercial real estate and construction loansoémer products such as cash management and busiaesgiement services. The Mortgage
Banking segment’s operations consist of the oriipna sale and servicing of a variety of residdrtiartgage loans. The Mortgage Banking
segment also acquires and sells mortgages in tumdary markets. In addition, the Mortgage Banldeagment includes mortgage loans
purchased from other local banks or mortgage beokére Consumer (Retail) Banking segment consfdtseoCorporation’s consumer lending
and deposit-taking activities conducted mainly tigio its branch network and loan centers. The Trgamd Investment segment is responsible
for the Corporation’s investment portfolio and segy functions executed to manage and enhancalifguihis segment loans funds to the
Commercial and Corporate Banking, Mortgage Bankind Consumer (Retail) Banking segments to finahe tending activities and borrows
from those segments. The Consumer (Retail) Bans@ggnent also loans funds to other segments. Teeestitrates charged or credited by
Treasury and Investments and the Consumer (R8ailking segments are allocated based on markeat rEte difference between the allocated
interest income or expense and the Corporatiortisahoet interest income from centralized managémefunding costs is reported in the
Treasury and Investments segment. The Other catégarainly composed of insurance, finance leasesogher products.

The accounting policies of the segments agesttime as those described in Note 1 — “Nature sinBas and Summary of Significant
Accounting Policies”.

The Corporation evaluates the performance of thensats based on net interest income after the aahprovision for loan and lease los
non-interest income and direct non-interest expernBee segments are also evaluated based on tregawolume of their interestarning asse
less the allowance for loan and lease losses.
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The following table presents information abthé reportable segments:

For the year ended December 3:
2007

Interest incom

Net (charge) credit for transfer
funds

Interest expens

Net interest incom

Provision for loan and lease los:
Non-interest income (los¢

Net gain on partial extinguishment &
recharacterization of secured
commercial loans to a local
financial institution

Direct nor-interest expense

Segment income (los
Average earning asse

For the year ended December 3:
2006

Interest incomt

Net (charge) credit for transfer
funds

Interest expens

Net interest incom

Provision for loan and lease los:

Non-interest income (los:

Net loss on partial extinguishment
secured commercial loans to a lo
financial institution

Direct nor-interest expense
Segment income (los

Average earning asse

For the year ended December 3:
2005

Interest incomt

Net (charge) credit for transfer
funds

Interest expense

Net interest incom

Provision for loan and lease los:

Non-interest income (los:

Direct nor-interest expense
Segment incom

Average earning asse

Net Income:

Total income for segments and otl
Other norinterest incomt

Other operating expens

Income before income tax
Income taxe:

Mortgage Consumer Commercial and Treasury and
Banking (Retail) Banking Corporate Investments Other Total
(In thousands
$ 165,15¢ $ 184,35 $ 425,10¢ $ 284,16 $ 130,46: $ 1,189,24
(126,149 101,39: (289,20)) 336,15( (22,195 -
— (80,404 — (624,84() (32,987) (738,23’)
39,01/ 205,34( 135,90¢ (4,525 75,27¢ 451,01¢
(1,645 (55,637) (41,17¢) — (22,15¢) (120,610
3,01¢ 27,31 3,77¢ (2,167 17,63 49,58¢
—_ — 2,497 — — 2,491
(21,816) (94,127) (23,167 (7,847) (45,409 (192,35()
$ 18,57: $ 82,89¢ $ 77,84¢ $ (14,529 $ 25,34¢ $ 190,13
$2,558,77! $ 1,824,66 $ 5,471,09 $5,401,14 $1,312,66! $16,568,35.
$ 148,81: $ 201,60¢ $ 472,17¢ $ 350,03¢ $ 116,17¢ $ 1,288,81.
(105,43)) 108,97¢ (317,449 334,14¢ (20,25)) —
— (72,128 — (747,409 (25,589 (845,119
43,38( 238,46( 154,73: (63,215 70,33¢ 443,69
(3,989 (35,48 (7,936) = (27,585 (74,997
2,471 23,54 4,59( (8,319 19,68¢ 41,97¢
— — (10,640 — — (10,640
(17,450 (86,90%) (16,917 (7,677) (43,890) (172,83
$ 24,41 $ 139,61¢ $ 123,83( $ (79,209 $ 18,54¢ $ 227,20(
$2,283,68 $ 1,919,08 $ 6,298,32 $6,787,58, $1,156,71.  $18,445,38
$ 107,36« $ 176,00 $ 406,43¢ $ 293,43 $ 84,34¢ $ 1,067,59
(68,326 78,02¢ (252,98)) 255,95 (12,672 -
— (53,25%) — (570,05¢) (11,967 (635,27))
39,03¢ 200,78: 153,45! (20,664) 59,71 432,31¢
(2,060) (34,00 (2,699 — (11,887 (50,644
3,94¢ 23,05t 5,64¢ 12,87¢ 17,54¢ 63,07¢
(15,43) (77,317) (10,49¢) (5,017%) (32,697) (140,95¢)
$ 2549 $ 112,51¢ $ 145,90: $  (12,80¢) $ 32,68 $ 303,79
$1,634,84! $ 1,706,64 $ 7,299,87 $6,027,74! $ 785,32! $17,454,44
The following table presents a reconciliatajrthe reportable segment financial informationhe consolidated totals:
Year ended December 31
2007 2006 2005
(In thousands
$ 190,13 $ 227,20( $ 303,79
15,07¢ = —
(115,49) (115,12 (174,17%
89,71¢ 112,07¢ 129,62(
(21,587) (27,447 (15,016)
68,13¢ $ 84,63« $ 114,60:

Total consolidated net incon




Average asset:

Total average earning assets for segm $16,568,35. $18,445,38 $17,454,44
Average non earning ass! 645,85: 737,52¢ 546,59¢
Total consolidated average ass $17,214,20 $19,182,91 $18,001,03
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The following table presents revenues andcgstliebalance sheet data by geography based ooddu#ohn in which the transaction is

originated:

2007 2006 2005

(Dollars in thousands

Revenues
Puerto Ricc $ 1,045,52 $ 1,107,45: $ 1,015,64
United State: 123,06¢ 133,08 52,38¢
Other 87,81¢ 79,61° 62,64
Total consolidated revenu $ 1,256,40: $ 1,320,14! $ 1,130,66
Selected Balance Sheet Informati
Total assets
Puerto Ricc $14,633,21 $14,688,75 $17,697,56.
United State: 1,540,80: 1,742,24. 1,382,08:
Other 1,012,90! 959,25¢ 838,00¢
Loans:
Puerto Ricc $ 9,413,11: $ 8,777,26 $10,634,54
United State: 1,448,61. 1,594,14. 1,271,69i
Other 938,01! 892,57: 779,68¢
Deposits:
Puerto Rico (1 $ 9,484,10: $ 9,318,93 $10,998,19.
United State:! 532,68 580,91° 476,16¢
Other 1,017,73 1,104,43 989,39

(1) Includes brokered certificates of deposit useditwlfactivities conducted in Puerto Rico and inUimi#ed States

Note 32 —Litigations

As of December 31, 2007, First BanCorp andutssidiaries were defendants in various legalgedings arising in the ordinary course of
business. Management believes that the final dispo®of these matters will not have a material@de effect on the Corporation’s financial
position or results of operations, except as desdrbelow.

On August 7, 2007, First BanCorp announcetlttteaSEC approved a final settlement with the Gration, which resolved the previously
disclosed SEC investigation of the Corporation'scamting for the mortgage-related transactions Witinal and R&G Financial. The
Corporation had announced on December 13, 200%thaagement, with the concurrence of the Boardidibrs, had determined to restate its
previously reported financial statements to coritscaccounting for the mortgage-related transastién August 2006, the Audit Committee
completed its review and the Corporation filed Ameended 2004 Form 10-K with the SEC on Septembge2@66, the 2005 Form 10-K on
February 9, 2007 and the 2006 Form 10-K on JuB09,.

Under the settlement with the SEC, the Corimmeagreed, without admitting or denying any wrdaimg, to the issuance of a Federal Court
Order enjoining it from committing future violatierof the federal securities laws. The Corporatiso agreed to the payment of an $8.5 million
civil penalty and the disgorgement of $1 to the SEkk SEC may request that the civil penalty beemho distribution pursuant to the Fair
Fund provisions of Section 308(a) of the SarbanegyOAct of 2002. The monetary payment had no inmpacthe Corporation’s earnings or
capital in 2007. As reflected in First BanCorp’syipusly filed audited Consolidated Financial Staats for 2005, the Corporation accrued
$8.5 million in 2005 for the potential settlemerittwthe SEC. In connection with the settlement,Gloeporation consented to the entry of a final
judgment to implement the terms of the agreerr
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The United States District Court for the SauthDistrict of New York consented to the entnithod final judgment in order to consummate
settlement. The monetary payment was made on Qcidhe007.

On November 28, 2007, the United States Ris@oburt for the District of Puerto Rico approvée settlement of all claims in the
consolidated securities class action relating ¢oabcounting for mortgage-related transactions dédimeRe: First BanCorp Securities
Litigation”.

Under the terms of the settlement the Corpamgiaid an aggregate of $74.25 million. The monepayment had no impact on the
Corporation’s earnings or capital in 2007. As retibel in First BanCorp’s audited Consolidated Finar8tatements, included in the
Corporation’s 2005 Annual Report on Form 10-K, @@ poration accrued $74.25 million in 2005 for grgential settlement of the class action
lawsuit. In 2007, the Corporation recognized incarhapproximately $15.1 million from an agreemezached with insurance companies and
former executives of the Corporation for indemmfyexpenses which were accounted for as “Insur&smbursements and Other Agreements
Related to a Contingency Settlement” on the Codatdid Statement of Income, of which approximat&yl $nillion had not been collected as of
December 31, 2007 and are accounted for as Acc&®eusivable included as part of “Other Assets"f@n€onsolidated Statement of Financial
Condition.

Note 33 — First BanCorp (Holding Company Only) Financial Information

The following condensed financial informatipresents the financial position of the Holding Camp only as of December 31, 2007 and
2006, and the results of its operations and castsffor the years ended on December 31, 2007, 200@005.
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Statements of Financial Condition

Assets

Cash and due from ban
Money market instrumen
Investment securities availa-for-sale, at marke
Mortgage-backed securitie
Equity investment
Other investment securitit
Loans receivabl
Investment in FirstBank Puerto Rico, at eqi
Investment in FirstBank Insurance Agency, at eq
Investment in Ponce General, at eq!
Investment in PR Finance, at eqt
Accrued interest receivahb
Investment in FBP Statutory Trus
Investment in FBP Statutory Trust
Other asset

Total asset

Liabilities & Stockholders’ Equity

Liabilities:
Other borrowing
Accounts payable and other liabiliti
Total liabilities
Stockholder’ equity
Total liabilities and stockholde’ equity
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Year ended December 31,

2007

2006

(Dollars in thousands

$ 43,51¢ $ 14,58
46,29: 30C
41,23 —
2,117 12,71¢
1,55( 1,42t
2,597 65,161

1,457,89" 1,338,02:
4,63: 2,98:

106,12( 103,27
2,97¢ 2,627
37€ 401
3,00: 3,00:
3,86¢ 3,86¢
1,50% 55,707
$1,717,77: $1,604,15.

$ 282,56 $ 288,26
13,56¢ 86,33«

296,13: 374,60

1,421,641 1,229,55:

$1,717,77: $1,604,15.
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Statements of Income

Income:
Interest income on investment securi
Interest income on other investme
Interest income on loar
Dividends from FirstBank Puerto Rit
Dividends from other subsidiari
Other income

Expense
Notes payable and other borrowir
Provision (recovery) for loan loss
Other operating expens

Net (loss) gain on investments and impairmi

Net loss on partial extinguishment and recharardaéian of secured commercial loans t
local financial institutior

Income before taxes and equity in undistributediegs (losses) of subsidiari
Income tax (provision) benet

Equity in undistributed earnings (losses) of suiasids

Net income

Other comprehensive income (loss), net of

Comprehensive incomr
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Year ended December 31,
2006
(Dollars in thousands

$  34¢
17¢
3,981
107,30:
14,50(
543
126,85¢

22,37t

(71
5,39(
27,69

(12,529

86,63
1,381
(3,389
84,63
(14,49:)
$ 70,14:

2005

$  75€
2,972
4,18¢
67,88(
24C

417
76,45:

16,51¢
16¢
9,654
26,33¢
2,58¢

52,70¢
53
61,84¢
114,60

(59,31)
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Statements of Cash Flows

Cash flows from operating activitie

Net Income

Adjustments to reconcile net income to net caskigenl by operating activitie:

Provision (recovery) for loan loss

Deferred income tax provision (bene

Equity in undistributed (earnings) losses of suiasies
Net loss (gain) on sale of investment secur

Loss on impairment of investment securi

Net loss on partial extinguishment and recharazaéicn of secured commercial loans

local financial institutior
Accretion of discount on investment securil
Net decrease (increase) in other as
Net (decrease) increase in other liabilit
Total adjustment

Net cash provided by operating activit
Cash flows from investing activitie
Capital contribution to subsidiarir

Principal collected on loar
Purchases of securities availe-for-sale

Sales, pricipal repayments and maturity of avadlebl-sale and held-to-maturity

securities
Cash paid on acquisitiol
Other investing activitie
Net cash provided by (used in) investing activi

Cash flows from financing activitie

Proceeds from purchased funds and other -term borrowings
Repayments of purchased funds and other -term borrowings
Issuance of common sto

Payment to repurchase common st

Exercise of stock optior

Cash dividends pai

Net cash provided by (used in) financing activi

Net increase (decrease) in cash and cash equis
Cash and cash equivalents at the beginning ofehe
Cash and cash equivalents at end of the

Cash and cash equivalents inclu

Cash and due from ban

Money market instrumen
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Year ended December 31,

2007 2006 2005
(In thousands

$ 68,13¢ $ 84,63¢ $ 114,60
1,30C (71) 16¢
1,714 (2,572 (70)
(18,45¢) 3,38¢ (61,84¢)
73z (2,726 (10,969
5,91( 15,25! 8,37¢
1,201 — —
(197) — —
52,51¢ (52,379 (276)
(72,639 2,544 8,90¢
(27,919 (36,56%) (55,71))
40,22 48,07 58,89:
_ — (110,000
1,622 9,827 9,00z
— (460) (34,58
11,40: 5,461 56,62
— (103,67()
437 — 687
13,46: 14,82t (181,947
— 123,24° 944,37:
(5,800 (130,52) (970,71)
91,92¢ — —
— — (965)
— 19,75¢ 2,094
(64,88:) (63,56¢) (62,915
21,24 (51,085 (88,129
74,92¢ 11,81: (211,179
14,88¢ 3,07z 214,25(
$ 89,81: $ 14,88¢ $ 3,07¢
$ 43,51¢ $ 14,58¢ $ 2,772
46,29: 30C 30C
$ 89,81: $ 14,88¢ $ 3,07C
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Note 34 — Subsequent Events

On January 28, 2008, First Bank acquired Viilgland Community Bank (VICB) in St.Croix, U.S.ngin Islands. VICB has three branches
on St. Croix and deposits of approximately $56ionill

In February 2008, the Corporation entered amt@greement with the Puerto Rico Department e&Juiry that establishes an allocation
schedule for the deductibility of the Class Actfmyment made by the Corporation during 2007. Assalt of such agreement, the Corporation’s
deferred income tax benefit will increase by appraately $5.4 million during the first quarter of @R
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EXHIBIT 3.2

BY-LAWS OF
FIRSTBANCORP

ARTICLE |

STOCKHOLDERS

Section 1.Place of MeetingsAll annual and special meetings of stockholderdl $lgaheld at the principal office of the Corpoaatior at suc
other place as the board of directors may determine

Section 2.Annual Meeting A meeting of the stockholders of the Corporationtfe election of directors and for the transactibany other
business of the Corporation shall be held annuwailliyin 120 days after the end of the Corporatidigsal year on such date and at such time
within such 120-day period as the board of directony determine; provided, however, that if, theuah meeting cannot occur within such 120-
day period because the Corporation, for any reasamot submit to stockholders an annual repott aitdited financial information, the board
of directors shall within a reasonable period ofeiafter the submission to stockholders of an dmepart with audited financial information set
a date and time for the annual meeting of the $tolclers of the Corporation.

Section 3.Special MeetingSpecial meetings of the stockholders, for any psepmr purposes, may be called at any time by tasidnt or
by the board of directors.

Section 4.Conduct of MeetingsAnnual and special meetings shall be conducteddnralance with the most current edition of Robert’s
Rules of Order unless otherwise prescribed by edguis of the board of directors or theselByws. The board of directors shall designate, v
present, either the Chairman of the Board or Pessitb preside at such meetings.

Section 5.Notice of MeetingsNotice of annual meetings of stockholders shalinaded to each stockholder of the Corporation astiéen
days (10) days, but not more than sixty (60) daya po the date for each such meeting.

Section 6.Fixing of Record Datd-or the purpose of determining stockholders eutittenotice of or to vote at any meeting of stodédbes
or any adjournment thereof, or stockholders euwtittereceive payment of any dividend, or in ordemiake a determination of stockholders for
any other proper purpose, the board of directoafi ik in advance a date as the record date fgrsarch determination of stockholders. Such
date in any case shall be not more than fifty ¢&)s prior to the date on which the particularagtrequiring such determination of
stockholders, is to be taken. When a determinatf@iockholders entitled to vote at any meetingtotkholders has been made as provided in
this section 6, such determination shall applyrp adjournment thereof.

Section 7.Voting Lists.At least ten (10) days before each meeting of thekbolders, the officer or agent having chargéhefstock transfer
books for shares of the Corporation shall makenaptete list of the stockholders entitled to vots@ath meeting, or any adjournment thereof,
arranged in alphabetical order, with the addresmdfthe number of shares held by each. Thisflistozkholders shall be kept on file at the
principal office of the Corporation and shall béjggt to inspection by any stockholder at any tadneng usual business hours for a period of
(10) days prior to such meeting. Such list shalbdle produced and kept open at the time and pfabe meeting and shall be subject to the
inspection of any stockholder during the entireetiof the meeting. The original stock transfer bebéll constitute prima facie evidence of the
stockholders entitled to examine such list or tfanlsooks or to vote at any meeting of stockholders

Section 8.Quorum.A majority of the outstanding shares of the Corioraentitled to vote, represented in person opitoxy, shall constitut
a quorum at a meeting of stockholders. If less thamjority of the outstanding shares is represeate meeting, a majority of the shares so
represented may adjourn the meeting from timente tivithout further notice; provided that the daft¢he adjourned meeting shall not be less
than eight (8) days after the date for which thst fineeting was called. At such adjourned meetinghéch a quorum shall be present or
represented, any business may be transacted whgth have been at the meeting as originally natifiethe stockholders present at a duly
organized meeting may continue to transact busimetiisadjournment, notwithstanding the withdrawlknough stockholders to leave less than
a quorum.

Section 9.Proxies.At all meetings of stockholders, a stockholder mate by proxy executed in writing by the stockheoldeby his duly
authorized attorney in fact. Proxies solicited ehdlf of the management shall be voted as dirdnyatie stockholder or, in the absence of such
direction, as




determined by a majority of the board of directéhxies must be filed with the Secretary of thegooation. No proxy shall be valid more than
twelve months from the date of its execution exdept proxy coupled with an interest.

Section 10.Voting of Shares in the Name of Two or More Persdilsen ownership stands in the name of two or morsgpss, in the
absence of written instructions to the Corporatmthe contrary, at any meeting of the stockholdétie Corporation any one or more of such
stockholders may cast, in person or by proxy, eiés to which such ownership is entitled. In therg\an attempt is made to cast conflicting
votes, in person or by proxy, by the several pegsonvhose names shares of stock stand, the vatetes to which those persons are entitled
shall be cast as directed by a majority of thoddihg such and present in person or by proxy ah sneeting, but no votes shall be cast for such
stock if a majority cannot agree.

Section 11.Voting of Shares by Certain Holde@hares standing in the name of another corporatiybe voted by any officer, agent or
proxy as the by-laws of such corporation may pibscior, in the absence of such provision, as tdadof directors of such corporation may
determine. Shares held by an administrator, execgt@rdian or conservator may be voted by hinmegiin person or by proxy, without a
transfer of such shares into his name. Sharesistaimdthe name of a trustee may be voted by hitheein person or by proxy, but no trustee
shall be entitled to vote shares held by him withtetransfer of such shares into his name. Sh#aedisg in the name of a receiver may be w
by such receiver without the transfer thereof imtoname if authority to do so is contained in pprapriate order of the court or other public
authority by which receiver was appointed.

A stockholder whose shares are pledged skahtitled to vote such shares until the shares baen transferred into the name of the pledge,
and thereafter the pledge shall be entitled to ttegeshares so transferred.

Neither treasury shares of its own stock tgldhe Corporation nor shares held by another catjom, if a majority of the shares entitled to
vote for the election of directors of such othemporation are held by the Corporation, shall besdat any meeting or counted in determining
total number of outstanding shares at any givee fion purposes of any meeting.

Section 12 Cumulative VotingStockholders shall not be entitled to cumulatertheies for the election of directors.

Section 13Inspector of Electionin advance of any meeting of stockholders, the dbofdirectors may appoint any persons other than
nominees for office as inspectors of election toaacsuch meeting or any adjournment thereof. Tumaber of inspectors shall be either one or
three. Any such appointment shall not be alterdtetneeting. If inspectors of election are noagpointed, the Chairman of the Board or the
President may, and at the request of not fewer tdrapercent (10%) of the votes represented anteting shall, make such appointment at the
meeting. If appointed at the meeting, the majaritthe votes present shall determine whether oribree inspectors are to be appointed. In case
any person appointed as inspector fails to appefaile or refuses to act, the vacancy may bedilly appointment by the board of directors in
advance of the meeting or at the meeting by ther@laa of the Board or the President.

The duties of such inspectors shall inclugedétermining the number of shares of stock amdvititing power of each share, the shares of
stock represented at the meeting, the existenaggabrum, the authenticity, validity and effecipodxies; (ii) receiving votes, ballots or conse
(i) hearing and determining all challenges anésgjions in any way arising in connection with tight to vote; (iv) counting and tabulating all
votes or consents; (v) determining the result; @dsuch acts as may be proper to conduct theiefeor vote with fairness to all stockholders.

Section 14 Nominating CommitteeThe board of directors shall act as a nominatingrodtee for selecting the management nominees for
election as directors. Except in the case of a nemsubstituted as a result of the death or otivapacity of a management nominee, the
nominating committee shall deliver written nomioais to the Secretary at least twenty (20) days poithe date of the annual meeting. No
nominations for directors except those made byntireinating committee shall be voted at the annwesting unless other nominations by
stockholders are made in writing and deliverechto$ecretary of the Corporation at least thirty) (8ys prior to the date of the annual meeting.
Ballots bearing the name of all the persons norathaly the nominating committee and by stockholdsrall be provided for use at the annual
meeting. However, if the nominating committee skeillor refuse to act at least twenty (20) dayismpto the annual meeting, nominations for
directors may be made at the annual meeting byseookholder entitled to vote and shall be votedrupo




ARTICLE Il
BOARD OF DIRECTORS

Section 1.General Powerslhe business and affairs of the Corporation stelifder the direction of the board of directorse Bbard of
directors shall annually elect a Chairman of thalcaand President from among its members and désijnate, when present, either the
Chairman of the Board or the President to presdidts aneetings.

Section 2.Number and TerniThe board of directors shall consist of such nunabelirectors as established from time to time ésotution o
the board of directors approved by a majority oédiors; provided that, the total number of diresthall always be an odd number and not less
than five (5) or more than fifteen (15). The boefdlirectors shall be divided into three classeseemly equal in number as possible. The
members of each class shall be elected for a téthree years and until their successors are elete qualified. One class shall be elected by
ballot annually.

Section 3.Regular Meetings All regular meetings of the board of directoralsbe held at the principal office of the Corpdazator at such
other place as the board of directors may determine

Section 4.Qualification.Each director shall be of legal age.

Section 5.Special meetingsSpecial meetings of the board of directors mayded by or at the request of the Chairman of thar8, the
president or one-third of the directors, and ahgulace as the board of directors shall designate.

Section 6.Notice. Written notice of any special meeting shall be gite each director at least two (2) business daggigus thereto if
delivered personally or by fax or telegram or astdive (5) days previous thereto if deliveredngil at the address at which the director is most
likely to be reached. Such notice shall be deerod¢hle delivered when deposited in the U.S. madddressed, with postage thereon prepaid if
mailed or when delivered to the telegraph compésgiit by telegram. Any director may waive noti€ewoy meeting by a writing filed with the
Secretary. The attendance of a director at a ngesthiall constitute a waiver of notice of such nagtexcept where a director attends a meeting
for the express purpose of objecting to the traimsaof any business because the meeting is ndtlvcalled or convened. Neither the busir
to be transacted at, nor the purpose of, any ngeefithe board of directors need be specified értbtice or waiver of notice of such meeting.

Section 7.Quorum.A majority of the directors shall constitute a quorfor the transaction of business at any meetfrigeoboard of
directors, but if less than such majority is présgra meeting, a majority of the directors preseay adjourn the meeting from time to time.
Notice of any adjourned meeting shall be giverhimdame manner as prescribed by Section 6 of thide\ll.

Section 8.Telephonic Meetings Permittelllembers of the board of directors, or any committegignated by the board of directors, may
participate in a meeting thereof by means of tadeghconference or similar communications equiprbgnnheans of which all persons
participating in the meeting can hear each othed,rticipation in the meeting pursuant to thisti®a 8 shall constitute presence in person at
such meeting.

Section 9.Manner of Acting.The act of the majority of the directors preserd ateeting at which a quorum is present shall beth of the
board of directors, unless a greater number iscpbeEd by applicable laws or regulations or by hBg-Laws.

Section 10ResignationAny Director may resign at any time by sending &@tem notice of such resignation to the principfdice of the
Corporation addressed to the Chairman of the Boatle President. Unless otherwise specified thegeich resignation shall take effect upon
receipt thereof by the Chairman of the Board orRhesident.

Any nominee for director who fails to recetbe requisite majority vote at an annual or spewi@éting held for the purpose of electing
directors must, promptly following certification tfe stockholder vote, tender his or her resignatiothe Board. The Board will act on the
tendered resignation within 90 days following degdition of the stockholder vote and shall takeaactvith respect to the vacancy on the Board
in accordance with Section 12 of this Article II.

Section 11 Removal At a meeting of stockholders called expressly fiat purpose, any director may be removed for chysevote of
seventy-five percent (75%) of the shares thenledttb vote at an election of directors.

Section 12 VacanciesAny vacancy occurring in the board of directors rbayfilled by the affirmative vote of a majority thfe remaining
directors. A director elected to fill a vacancy Itba elected to serve until the next election ioéctors by the stockholders. Any directorship to
be filled by reason of an




increase in the number of directors, may be fibgdlection by the board of directors for a ternoffice continuing only until the next election
of directors by the stockholders.

Section 13.CompensatiorDirectors shall receive such reasonable compemsationay be established from time to time by trerdof
directors by resolution approved by an absoluteonitgjthereof.

ARTICLE Il
COMMITTEES

Section 1.Appointment.The board of directors, by resolution adopted lyagority of the full Board, may, from time to tina@point, any
number of committees, composed of one or more Wiresuch other administrative and executive offiGes the Board may determine.

Section 2.Authority. These committees shall and may exercise those pdhvatrthe board of directors may so delegate halll Isave the
name or names that from time to time the boardreftbrs may determine by resolution.

Section 3.Appointment and Term of OfficdMembers of the committees shall be appointed byBtierd for such terms as the Board may
determine, and all members of the committees skealle at the pleasure of the Board.

Section 4.Quorum.A majority of the members of any committee shalsttute a quorum. A majority of the votes castlistiecide every
question or matter submitted to a committee.

Section 5.Ex Oficio MembersThe Chairman and the President, and any officéngat the absence of the President shall be égioff
members of all the committees.

ARTICLE IV
OFFICERS

Section 1.Positions.The officers of the Corporation shall be a Predideme or more Vice Presidents, a Secretary angastrer, each of
whom shall be elected by the board of directore Bbard of directors may also designate the chairofithe Board as an officer. The President
shall be the Chief Executive Officer, unless thardoof directors designates the Chairman of thedBaa Chief Executive Officer. The offices
the Secretary and Treasurer may be held by the pamsen and a Vice President may also be eitheB¢lseetary or the Treasurer. The board of
directors may also elect or authorize the appointroésuch other officers as the business of thep@ation may require. The officers shall have
such authority and perform such duties as the bofaditectors may from time to time authorize otedtenine. In the absence of action by the
board of directors, the officers shall have suclwgrs and duties as generally pertain to their rdspeoffices.

Section 2.Election and Term of Officélhe officers of the Corporation shall be electeduaily at the first meeting of the board of diresto
held after the annual meeting of the stockholdéthe election of officers is not held at such g, such election shall be held as soon
thereafter as possible. Each officer shall holiteffintil a successor has been duly elected anifigdar until the officer’'s death, resignation or
removal in the manner hereinafter provided. Electio appointment of an officer, employee or agéallsnot of itself create contractual rights.
The board of directors may authorize the Corponatiioenter into an employment contract with anyceif in accordance with regulations of the
Board; but no such contract shall impair the riginitract with any officer in accordance with regiglas of the Board; but no such contract shall
impair the right of the board of directors to rera@ny officer at any time in accordance with Sec8wmf this Article IV.

Section 3.Removal.Any officer may be removed by the board of direstahenever, in its judgment, the best intereshefGorporation will
be served thereby, but such removal, other thangose, shall be without prejudice to the contiatghts, if any, of the person so removed.

Section 4.VacanciesA vacancy in any office because of death, resignatiemoval, disqualification or otherwise, mayfiled by the of
directors for the unexpired portion of the term.

Section 5.RemunerationThe remuneration of the officers shall be fixedhirome to time by the board of directors.

ARTICLE V
STOCK, STOCK CERTIFICATES AND THEIR TRANSFER




Section 1.Registered Share All shares of stock of the Corporation shalrégistered shares on the books of the Bank. Nostatiding the
above, a stockholder of the Bank may request tieaCiorporation issue a Certificate of Stock. Inhsciccumstances the stock certificates shall
conform with section 3 of this Article V.

Section 2.Transfer.Shares of stock shall be transferable on the bobise Corporation, and a transfer book shall bg kewhich all
transfer of stock shall be recorded. Every persmoming a stockholder by such transfer shall, epprtion to his or her shares, succeed to all
rights and liabilities of the prior holder of sushares.

Section 3.Stock CertificatesCertificates of stock shall bear the signaturehef€hairman, the President or any Vice Presidehicfwmay be
engraved, printed or impressed), and shall be digmenually or by facsimile process by the Secretagn Assistant Secretary, or any other
officer appointed by the board of directors forttharpose, to be known as an Authorized Officed, tre seal of the Corporation shall be
engraved thereon. Each certificate shall recitéoface that the stock represented thereby, msteaable only upon the books of the Corporation
properly endorsed.

Section 4.0wner of Record, Attachment, Pled@hares of stock are transferable by all means rézed by law, if there is no attachment
levied against them under competent authority alsubng as the transfer is not signed and recdrdee transfer books the Corporation shall be
entitled to consider as owner thereof the party abpears as such in said books.

Section 5.Lost or Destroyed Stock Certificatén.the event any certificate of stock shall be mstiestroyed the Board may order a new
certificate to be issued in its place upon recegjhdnch proof of loss and such bond of indemnityeftee as may be satisfactory to the board of
directors. New certificates may be issued witheguiring any bond when in the judgment of the badrdirectors it is proper to do so.

Section 6.Transfer AgentThe board of directors may designate any persorttvein or not an officer of the Corporation, as ktivansfer
agent or registrar of the Coporation with respe@tock Certificates or other securities issuethigyCorporation.

ARTICLE VI
CORPORATE SEAL

Section 1.Seal.The board of directors shall provide a suitabld,ssgaring the name of the Corporation, which shalunder the custody of
the Secretary.

ARTICLE VI
MISCELLANEOUS PROVISIONS

Section 1.Fiscal YearThe fiscal year of the Corporation shall be therdar year.

Section 2.Dividends.The board of directors may from time to time degland the Corporation may pay dividends in cash shares of the
capital stock of the Corporation, in the manner apdn the terms and conditions provided by appletws and regulations and the
Corporation’s Articles of Incorporation.

Section 3.Conflict with New LawsThe provisions of these By-laws in conflict withyaand all new statutes shall become revoked without
affecting the validity of the remaining provisiohereof.

Section 4.Unforeseen Cases and Evei8hould cases and events not provided for in thgskaBvs arise, the board of directors shall decide
on the proper action to be taken in accordance tivéhauthority and powers vested upon it by Law,Alticles of Incorporation and these By-
Laws.

Section 5, AmendmentsThese By-Laws may be altered, amended or repeakbdew By-Laws may be adopted in accordance with
applicable provisions of law and of the Corporasofrticles of Incorporation.






EXHIBIT 14.4

INDEPENDENCE PRINCIPLES FOR DIRECTORS OF FIRST BANC ORP
(as revised August 28, 2007)

Pursuant to New York Stock Exchange listirapdrds, the Board of Directors (the “Board”) aSEBanCorp. (the “Corporation”) has
adopted these director independence standardd to &$ determination of director independencectBuwles require that the Corporation’s
Board be composed of a majority of members thairatependent directors.

To be considered independent for purposeleset standards, a director must be affirmativelgrd@ned, by resolution of the Board as a
whole, after due deliberation and a review of ratenvinformation, to have no direct or indirect nmiterelationship with the Corporation other
than as a director. In each case, the Board withthly consider all relevant facts and circumstameesshall apply the following standards:

A director is not independent if:
a. He or she is an employee or has betmnithe past three years employed by the Corpmrati
b.  His or her immediate family memBés or has been within the last three years, anuikecofficer of the Corporation.

c. He or she receives, or whose immedé&tely member receives or has received during argie-month period within the last three
years, more than $100,000 in direct compensatmm the Corporation, excluding director and commifeees and pension and other forms of
deferred compensation for prior service, providechscompensation is not contingent in any way artinaed service.

d. He or she has not been deemed indepthgehe full board of directors.
e. He or she or an immediate family menibercurrent partner of a firm who serves as &erival or external auditor of the Corporation.
f.  He or she is an employee of a firm vgkeoves as an internal or external auditor of thep@mation.

g. He or she has an immediate family memli® is an employee of a firm who serves as ariatl or external auditor of the Corporation
and who participates in said firm’s audit, assueaoictax compliance (excluding tax planning) pieti

h. He or she or an immediate family membeurrently or has been within the past threes/éaut no longer is) a partner in the firm who
serves as an internal or external auditor of theo@ation and personally worked on the Corporaianidit during that time.

i. He or she is employed or has been epgplavithin the last three years, or whose immedaat@ly member is employed or has been
employed within the last three years as an exeeuwtificer of another company where any of the Cafon’s present executives serve or sel
within the same period of time on that company’sipensation committee.

j-  He or she is an executive officer oremmployee or has been within the last three yeanshose immediate family member is an
executive officer or has been within the last thyears, of a company that makes payments to, eives payments from, the listed company for
property or services in an amount which, in angleifiscal year, exceeds the greater of $1 millmm2% of such other company’s consolidates
gross revenues. Except that donations to tax exerganizations will not be considered “payments’garposes of this provision.

k. He or she regularly acts as a consyjltatvisor or in a similar capacity in matters tbahcern or impact corporate strategic decisions,
structure or planning.

1The amended regulations defimemediate Family Member as a person#s spouse, parents, children, sibhngghers- or fathers -in-law,
sons- or daughters-in-law, brothers- or sistefganor anyone (other than domestic employees) wiaoes such person#s home.
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1. He or she regularly acts as managementisultant, advisor or in a similar capacity rdgay matters related to the operation of the
corporation’s business. A director of the Corpanativill not fail to be independent under these &ples solely as a result of lending
relationships, deposit or other banking relatiopshietween the Corporation and its subsidiarieshemne hand, and a company with which the
director is affiliated by reason of being a directafficer or a significant shareholder, on theesthrovided that:

a) such relationships are in the ordinary courdeusfness of the corporation and are on substbntied same terms as those prevailing at
the time for comparable transactions with non-atiéd person; and

b) with respect to such extensions of credit bydtgoration or its subsidiaries to such companisosubsidiaries:

1. such extensions of credit have been made in kange with applicable law, including regulatiorobthe board of governors of the
federal reserve and the provisions of the Puerto Ranking law applicable to loans to directors afiters.

2. no event of default has occurred under the sxtarof credit.

m. He or she is an executive officer axinhan of the board of a tax-exempt entity thahimithe past 12 months received significant
contributions from the Company (revenue of the gneaf 2% of the entity’s consolidated gross revanar $1 million is considered significant).

n. He or she has any other relationshiitis the Company or with members of senior managétet the Board determines to be material.
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FIRST BANCORP
AS OF DECEMBER 31, 2007

Subsidiaries of the Registrant

Name
First Bank

First Leasing and Rental Corporati
First Federal Finance Corp. (D/B/A/ Money Expre
First Insurance VI, Inc
First Trade, Inc
First Mortgage, Inc
First Express, Inc
FirstBank Overseas Corporati
Grupo Empresas de Servicios Financieros (D/B/A RRar€e)
FirstBank Insurance Agency, Ir
Ponce General Corporation, It
FirstBank Floride

EXHIBIT 21.1

Jurisdiction of Incorporation

Puerto Ricc
Puerto Rico

Puerto Rico

U.S. Virgin Islands
U.S. Virgin Islands
Puerto Rico

U.S. Virgin Islands
Puerto Rico
Puerto Rico
Puerto Rico
Florida

Florida






EXHIBIT 31.1

CERTIFICATION

I, Luis M. Beauchamp, certify that:

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

2. Based on my knowledge, this report does not dortay untrue statement of a material fact or dmitate a material fact necessary to make
the statements made, in light of the circumstanoeler which such statements were made, not misigadih respect to the period covered
by this report

3. Based on my knowledge, the financial statememtd,other financial information included in thipoet, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegas presented in this repo

4. The registrant’s other certifying officer andreaesponsible for establishing and maintainingldsure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) ardriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and
15¢-15(f)) for the registrant and hav

(@)

(b)

(€)

(d)

Designed such disclosure controls and phaess, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepal

Designed such internal control over finahegporting, or caused such internal control diremcial reporting to be designed under our
supervision, to provide reasonable assurance rieggifte reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygedeaccounting principle

Evaluated the effectiveness of the regmtsadisclosure controls and procedures and predentthis report our conclusions about the
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psint based on such evaluation;

Disclosed in this report any change inrégistrant’s internal control over financial repog that occurred during the registrant’s most
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, ttegjistrant’s internal control over financial
reporting; anc

5. The registrang other certifying officer and | have disclosedsdxdon our most recent evaluation of internal @miver financial reporting, 1
the registrar s auditors and the audit committee of the regit's board of directors (or persons performing thewadent functions)

(@) All significant deficiencies and materiataknesses in the design or operation of internakrabover financial reporting which are
reasonably likely to adversely affect the regis’s ability to record, process, summarize and refgmancial information; ant
(b) Any fraud, whether or not material, thatdtves management or other employees who havendisant role in the registrant’s internal
control over financial reporting
Date: February 29, 2008 By: /s/ Luis M. Beauchamp

Luis M. Beauchamg
Chairman, President and
Chief Executive Officer






EXHIBIT 31. 2

CERTIFICATION

I, Fernando Scherrer, certify that:

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

2. Based on my knowledge, this report does not dortay untrue statement of a material fact or dmitate a material fact necessary to make
the statements made, in light of the circumstanoeler which such statements were made, not misigadih respect to the period covered
by this report

3. Based on my knowledge, the financial statememtd,other financial information included in thipoet, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegas presented in this repo

4. The registrant’s other certifying officer andreaesponsible for establishing and maintainingldsure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) ardriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and
15¢-15(f)) for the registrant and hav

(@)

(b)

(€)

(d)

Designed such disclosure controls and phaess, or caused such disclosure controls and guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepal

Designed such internal control over finahegporting, or caused such internal control diremcial reporting to be designed under our
supervision, to provide reasonable assurance rieggifte reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygedeaccounting principle

Evaluated the effectiveness of the regmtsadisclosure controls and procedures and predentthis report our conclusions about the
effectiveness of the disclosure controls and proces] as of the end of the period covered by #psint based on such evaluation;

Disclosed in this report any change inrégistrant’s internal control over financial repog that occurred during the registrant’s most
recent fiscal quarter that has materially affecteds reasonably likely to materially affect, ttegjistrant’s internal control over financial
reporting; anc

5. The registrang other certifying officer and | have disclosedsdxdon our most recent evaluation of internal @miver financial reporting, 1
the registrar s auditors and the audit committee of the regit's board of directors (or persons performing thewadent functions)

(@) All significant deficiencies and materiataknesses in the design or operation of internakrabover financial reporting which are
reasonably likely to adversely affect the regis’s ability to record, process, summarize and refgmancial information; ant
(b) Any fraud, whether or not material, thatdtves management or other employees who havendisant role in the registrant’s internal
control over financial reporting
Date: February 29, 2008 By: /s/ Fernando Scherre

Fernando Scherrer, CP.
Executive Vice President and
Chief Financial Officer






EXHIBIT 32.1

CERTIFICATION

Pursuant to 18 U.S.C.sec.1350, the undersigffeer of First BanCorp. (the “Company”) herebsrtifies, to such officer’'s knowledge, that
the Annual Report on Form 10-K for the year endeddnber 31, 2007 (the “Report”) fully complies witte requirements of Section 13(a) or

15(d), as applicable, of the Securities Exchangeof&934 and that the information contained in eport fairly presents, in all material
respects, the financial condition and results @rapons of the Company.

Dated: February 29, 2008 By: /s/ Luis M. Beauchamp

Luis M. Beauchamg
Chairman, President and
Chief Executive Officer







EXHIBIT 32.2

CERTIFICATION

Pursuant to 18 U.S.C.sec.1350, the undersigffeer of First BanCorp. (the “Company”) herebsrtifies, to such officer’'s knowledge, that
the Annual Report on Form 10-K for the year endeddnber 31, 2007 (the “Report”) fully complies witte requirements of Section 13(a) or

15(d), as applicable, of the Securities Exchangeof&934 and that the information contained in eport fairly presents, in all material
respects, the financial condition and results @rapons of the Company.

Dated: February 29, 2008 By: /s/ Fernando Scherre

Fernando Scherrer, CP
Executive Vice President and
Chief Financial Officer




