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Washington, D.C. 20549
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b ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES
EXCHANGE ACT OF 1934
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0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES
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For the transition period from to
COMMISSION FILE NUMBER 001-14793
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Indicate by check mark if the registrant is a well- known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yeso No p

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15 (d) of the Act.
Yes o No p

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes p No o

Indicate by checkmark whether the registrant has submitted electronically and posted on its corporate Website, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes o No o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant s knowledge, in definite proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer p Non-accelerated filer o Smaller reporting
(Do not check if a smaller company o
reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes o No b

The aggregate market value of the voting common equity held by non affiliates of the registrant as of June 30,
2009 (the last day of the registrant s most recently completed second quarter) was $328,696,232 based on the closing
price of $3.95 per share of common stock on the New York Stock Exchange on June 30, 2009. The registrant had no
nonvoting common equity outstanding as of June 30, 2009. For the purposes of the foregoing calculation only,
registrant has treated as common stock held by affiliates only common stock of the registrant held by its directors and
executive officers and voting stock held by the registrant s employee benefit plans. The registrant s response to this
item is not intended to be an admission that any person is an affiliate of the registrant for any purposes other than this
response.

Indicate the number of shares outstanding of each of the registrant s classes of common stock, as of the latest
practicable date: 92,542,722 shares as of January 31, 2010.
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DOCUMENTS INCORPORATED BY REFERENCE
Portions of the Registrant s Proxy Statement for the Annual Meeting of Stockholders to be held in April 2010, which
will be filed with the Securities and Exchange Commission within 120 days after the end of the registrant s fiscal year
ended December 31, 2009, are incorporated by reference into Part III, Items 10, 11, 12, 13 and 14, of this Form-10-K.
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Forward Looking Statements

This Form 10-K contains forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995. When used in this Form 10-K or future filings by First BanCorp (the Corporation ) with the
Securities and Exchange Commission ( SEC ), in the Corporation s press releases or in other public or stockholder
communications, or in oral statements made with the approval of an authorized executive officer, the word or phrases

would be,  will allow, intendsto, will likely result, are expected to, should, anticipate and similar expressic
meant to identify forward-looking statements.

First BanCorp wishes to caution readers not to place undue reliance on any such forward-looking statements,
which speak only as of the date made, and represent First BanCorp s expectations of future conditions or results and
are not guarantees of future performance. First BanCorp advises readers that various factors could cause actual results
to differ materially from those contained in any forward-looking statement. Such factors include, but are not limited
to, the following:

uncertainty about whether the Corporation s actions to improve its capital structure will have their intended
effect;

the strength or weakness of the real estate market and of the consumer and commercial credit sector and their
impact on the credit quality of the Corporation s loans and other assets, including the Corporation s construction
and commercial real estate loan portfolios, which have contributed and may continue to contribute to, among
other things, the increase in the levels of non-performing assets, charge-offs and the provision expense;

adverse changes in general economic conditions in the United States and in Puerto Rico, including the interest
rate scenario, market liquidity, housing absorption rates, real estate prices and disruptions in the U.S. capital
markets, which may reduce interest margins, impact funding sources and affect demand for all of the
Corporation s products and services and the value of the Corporation s assets, including the value of derivative
instruments used for protection from interest rate fluctuations;

the Corporation s reliance on brokered certificates of deposit and its ability to continue to rely on the issuance
of brokered certificates of deposit to fund operations and provide liquidity;

an adverse change in the Corporation s ability to attract new clients and retain existing ones;

a decrease in demand for the Corporation s products and services and lower revenues and earnings because of
the continued recession in Puerto Rico and the current fiscal problems and budget deficit of the Puerto Rico
government;

a need to recognize additional impairments of financial instruments or goodwill relating to acquisitions;

uncertainty about regulatory and legislative changes for financial services companies in Puerto Rico, the
United States and the U.S. and British Virgin Islands, which could affect the Corporation s financial
performance and could cause the Corporation s actual results for future periods to differ materially from prior
results and anticipated or projected results;

uncertainty about the effectiveness of the various actions undertaken to stimulate the U.S. economy and
stabilize the U.S. financial markets, and the impact such actions may have on the Corporation s business,
financial condition and results of operations;

changes in the fiscal and monetary policies and regulations of the federal government, including those

determined by the Federal Reserve System (the Federal Reserve ), the Federal Deposit Insurance Corporation
( FDIC ), government-sponsored housing agencies and local regulators in Puerto Rico and the U.S. and British

Table of Contents 7



Edgar Filing: FIRST BANCORP /PR/ - Form 10-K
Virgin Islands;

the risk that the FDIC may further increase the deposit insurance premium and/or require special assessments
to replenish its insurance fund, causing an additional increase in our non-interest expense;

risks of an additional allowance as a result of an analysis of the ability to generate sufficient income to
4
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realize the benefit of the deferred tax asset;
risks of not being able to recover the assets pledged to Lehman Brothers Special Financing, Inc.;
changes in the Corporation s expenses associated with acquisitions and dispositions;
developments in technology;

the impact of Doral Financial Corporation s financial condition on the repayment of its outstanding secured
loans to the Corporation;

risks associated with further downgrades in the credit ratings of the Corporation s securities;
general competitive factors and industry consolidation; and

the possible future dilution to holders of our Common Stock resulting from additional issuances of Common
Stock or securities convertible into Common Stock.

The Corporation does not undertake, and specifically disclaims any obligation, to update any of the forward-
looking statements to reflect occurrences or unanticipated events or circumstances after the date of such statements
except as required by the federal securities laws.

Investors should carefully consider these factors and the risk factors outlined under Item 1A, Risk Factors, in this
Annual Report on Form 10-K.

5
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PART 1

FirstBanCorp, incorporated under the laws of the Commonwealth of Puerto Rico, is sometimes referred to in this
Annual Report on Form 10-K as the Corporation , we , our , the Registrant .

Item 1. Business
GENERAL

First BanCorp is a publicly-owned financial holding company that is subject to regulation, supervision and
examination by the Federal Reserve Board (the FED ). The Corporation was incorporated under the laws of the
Commonwealth of Puerto Rico to serve as the bank holding company for FirstBank Puerto Rico ( FirstBank or the

Bank ). The Corporation is a full service provider of financial services and products with operations in Puerto Rico, the
United States and the US and British Virgin Islands. As of December 31, 2009, the Corporation had total assets of
$19.6 billion, total deposits of $12.7 billion and total stockholders equity of $1.6 billion.

The Corporation provides a wide range of financial services for retail, commercial and institutional clients. As of
December 31, 2009, the Corporation controlled three wholly-owned subsidiaries: FirstBank, FirstBank Insurance
Agency, Inc. ( FirstBank Insurance Agency ) and Grupo Empresas de Servicios Financieros (d/b/a PR Finance Group ).
FirstBank is a Puerto Rico-chartered commercial bank, FirstBank Insurance Agency is a Puerto Rico-chartered
insurance agency and PR Finance Group is a domestic corporation.

FirstBank is subject to the supervision, examination and regulation of both the Office of the Commissioner of
Financial Institutions of the Commonwealth of Puerto Rico ( OCIF ) and the Federal Deposit Insurance Corporation
(the FDIC ). Deposits are insured through the FDIC Deposit Insurance Fund. In addition, within FirstBank, the Bank s
United States Virgin Islands operations are subject to regulation and examination by the United States Virgin Islands
Banking Board, and the British Virgin Islands operations are subject to regulation by the British Virgin Islands
Financial Services Commission. FirstBank Insurance Agency is subject to the supervision, examination and regulation
of the Office of the Insurance Commissioner of the Commonwealth of Puerto Rico and operates nine offices in Puerto
Rico. PR Finance Group is subject to the supervision, examination and regulation of the OCIF.

FirstBank conducted its business through its main office located in San Juan, Puerto Rico, forty-eight full service
banking branches in Puerto Rico, sixteen branches in the United States Virgin Islands (USVI) and British Virgin
Islands (BVI) and ten branches in the state of Florida (USA). FirstBank had six wholly-owned subsidiaries with
operations in Puerto Rico: First Leasing and Rental Corporation, a vehicle leasing company with two offices in Puerto
Rico; First Federal Finance Corp. (d/b/a Money Express La Financiera), a finance company specializing in the
origination of small loans with twenty-seven offices in Puerto Rico; First Mortgage, Inc. ( First Mortgage ), a
residential mortgage loan origination company with thirty-eight offices in FirstBank branches and at stand alone sites;
First Management of Puerto Rico, a domestic corporation; FirstBank Puerto Rico Securities Corp, a broker-dealer
subsidiary created in March 2009 and engaged in municipal bond underwriting and financial advisory services on
structured financings principally provided to government entities in the Commonwealth of Puerto Rico; and FirstBank
Overseas Corporation, an international banking entity organized under the International Banking Entity Act of Puerto
Rico. FirstBank had three subsidiaries with operations outside of Puerto Rico: First Insurance Agency VI, Inc., an
insurance agency with three offices that sells insurance products in the USVI; and First Express, a finance company
specializing in the origination of small loans with three offices in the USVL

Effective July 1, 2009, the Corporation consolidated the operations of FirstBank Florida, formerly a stock savings
and loan association indirectly owned by the Corporation, with and into FirstBank Puerto Rico and dissolved Ponce
General Corporation, former holding company of FirstBank Florida. On October 30, 2009, the Corporation divested
its motor vehicle rental operations held through First Leasing and Rental Corporation through the sale of such
business.

6
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BUSINESS SEGMENTS

The Corporation has six reportable segments: Commercial and Corporate Banking; Mortgage Banking; Consumer
(Retail) Banking; Treasury and Investments; United States Operations; and Virgin Islands Operations. These segments
are described below:

Commercial and Corporate Banking

The Commercial and Corporate Banking segment consists of the Corporation s lending and other services for the
public sector and specialized industries such as healthcare, tourism, financial institutions, food and beverage, shopping
centers and middle-market clients. The Commercial and Corporate Banking segment offers commercial loans,
including commercial real estate and construction loans, and other products such as cash management and business
management services. A substantial portion of this portfolio is secured by the underlying value of the real estate
collateral, and collateral and the personal guarantees of the borrowers are taken in abundance of caution. Although
commercial loans involve greater credit risk than a typical residential mortgage loan because they are larger in size
and more risk is concentrated in a single borrower, the Corporation has and maintains a credit risk management
infrastructure designed to mitigate potential losses associated with commercial lending, including strong underwriting
and loan review functions, sales of loan participations and continuous monitoring of concentrations within portfolios.

Mortgage Banking

The Mortgage Banking segment conducts its operations mainly through FirstBank and its mortgage origination
subsidiary, FirstMortgage. These operations consist of the origination, sale and servicing of a variety of residential
mortgage loans products. Originations are sourced through different channels such as branches, mortgage bankers and
real estate brokers, and in association with new project developers. FirstMortgage focuses on originating residential
real estate loans, some of which conform to Federal Housing Administration ( FHA ), Veterans Administration ( VA )
and Rural Development ( RD ) standards. Loans originated that meet FHA standards qualify for the federal agency s
insurance program whereas loans that meet VA and RD standards are guaranteed by their respective federal agencies.
In December 2008, the Corporation obtained from the Government National Mortgage Association ( GNMA ) the
necessary Commitment Authority to issue GNMA mortgage-backed securities. Under this program, during 2009, the
Corporation completed the securitization of approximately $305.4 million of FHA/V A mortgage loans into GNMA
MBS.

Mortgage loans that do not qualify under these programs are commonly referred to as conventional loans.
Conventional real estate loans could be conforming and non-conforming. Conforming loans are residential real estate
loans that meet the standards for sale under the Fannie Mae ( FNMA ) and Freddie Mac ( FHLMC ) programs whereas
loans that do not meet the standards are referred to as non-conforming residential real estate loans. The Corporation s
strategy is to penetrate markets by providing customers with a variety of high quality mortgage products to serve their
financial needs faster and simpler and at competitive prices. The Mortgage Banking segment also acquires and sells
mortgages in the secondary markets. Residential real estate conforming loans are sold to investors like FNMA and
FHLMC. More than 90% of the Corporation s residential mortgage loan portfolio consists of fixed-rate, fully
amortizing, full documentation loans that have a lower risk than the typical sub-prime loans that have adversely
affected the U.S. real estate market. The Corporation is not active in negative amortization loans or option adjustable
rate mortgage loans (ARMs) including ARMs with teaser rates.

Consumer (Retail) Banking

The Consumer (Retail) Banking segment consists of the Corporation s consumer lending and deposit-taking
activities conducted mainly through its branch network and loan centers in Puerto Rico. Loans to consumers include
auto, boat, lines of credit, and personal loans. Deposit products include interest bearing and non-interest bearing
checking and savings accounts, Individual Retirement Accounts (IRA) and retail certificates of deposit. Retail
deposits gathered through each branch of FirstBank s retail network serve as one of the funding sources for the lending
and investment activities.

7
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Consumer lending has been mainly driven by auto loan originations. The Corporation follows a strategy of seeking
to provide outstanding service to selected auto dealers that provide the channel for the bulk of the Corporation s auto
loan originations. This strategy is directly linked to our commercial lending activities as the Corporation maintains
strong and stable auto floor plan relationships, which are the foundation of a successful auto loan generation
operation. The Corporation s commercial relations with floor plan dealers are strong and directly benefit the
Corporation s consumer lending operation and are managed as part of the consumer banking activities.

Personal loans and, to a lesser extent, marine financing and a small revolving credit portfolio also contribute to
interest income generated on consumer lending. Credit card accounts are issued under the Bank s name through an
alliance with FIA Card Services (Bank of America), which bears the credit risk. Management plans to continue to be
active in the consumer loans market, applying the Corporation s strict underwriting standards.

Treasury and Investments

The Treasury and Investments segment is responsible for the Corporation s treasury and investment management
functions. In the treasury function, which includes funding and liquidity management, this segment sells funds to the
Commercial and Corporate Banking, Mortgage Banking, and Consumer (Retail) Banking segments to finance their
lending activities and purchases funds gathered by those segments. Funds not gathered by the different business units
are obtained by the Treasury Division through wholesale channels, such as brokered deposits, Advances from the
FHLB and repurchase agreements with investment securities, among others.

Since the Corporation is a net borrower of funds, the securities portfolio does not result from the investment of
excess funds. The securities portfolio is a leverage strategy for the purposes of liquidity management, interest rate
management and earnings enhancement.

The interest rates charged or credited by Treasury and Investments are based on market rates.

United States Operations

The United States operations segment consists of all banking activities conducted by FirstBank in the United States
mainland. The Corporation provides a wide range of banking services to individual and corporate customers in the
state of Florida through its ten branches and two specialized lending centers. In the United States, the Corporation
originally had an agency lending office in Miami, Florida. Then, it acquired Coral Gables-based Ponce General (the
parent company of Unibank, a savings and loans bank in 2005) and changed the savings and loan s name to FirstBank
Florida. Those two entities were operated separately. In 2009, the Corporation filed an application with the Office of
Thrift Supervision to surrender the Miami-based FirstBank Florida charter and merge its assets into FirstBank Puerto
Rico, the main subsidiary of First BanCorp. The Corporation placed the entire Florida operation under the control of a
new appointed Executive Vice President. The merger allows the Florida operations to benefit by leveraging the capital
position of FirstBank Puerto Rico and thereby provide them with the support necessary to grow in the Florida market.

Virgin Islands Operations

The Virgin Islands operations segment consists of all banking activities conducted by FirstBank in the U.S. and
British Virgin Islands, including retail and commercial banking services. In 2002, after acquiring Chase Manhattan
Bank operations in the Virgin Islands, FirstBank became the largest bank in the Virgin Islands (USVI & BVI), serving
St. Thomas, St. Croix, St. John, Tortola and Virgin Gorda, with 16 branches. In 2008, FirstBank acquired the Virgin
Island Community Bank ( VICB ) in St. Croix, increasing its customer base and share in this market. The Virgin
Islands operations segment is driven by its consumer and commercial lending and deposit-taking activities. Loans to
consumers include auto, boat, lines of credit, personal loans and residential mortgage loans. Deposit products include
interest bearing and non-interest bearing checking and savings accounts, Individual Retirement Accounts (IRA) and
retail certificates of deposit. Retail deposits gathered through each branch serve as the funding sources for the lending
activities.

8
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For information regarding First BanCorp s reportable segments, please refer to Note 33, Segment Information, to
the Corporation s financial statements for the year ended December 31, 2009 included in Item 8 of this Form 10-K.
Employees

As of December 31, 2009, the Corporation and its subsidiaries employed 2,713 persons. None of its employees are
represented by a collective bargaining group. The Corporation considers its employee relations to be good.
SIGNIFICANT EVENTS DURING 2009
Participation in the U.S. Treasury Department s Capital Purchase Program

On January 16, 2009, the Corporation entered into a Letter Agreement with the United States Department of the
Treasury ( Treasury ) pursuant to which Treasury invested $400,000,000 in preferred stock of the Corporation under the
Treasury s Troubled Asset Relief Program Capital Purchase Program. Under the Letter Agreement, which incorporates
the Securities Purchase Agreement Standard Terms (the Purchase Agreement ), the Corporation issued and sold to
Treasury (1) 400,000 shares of the Corporation s Fixed Rate Cumulative Perpetual Preferred Stock, Series F, $1,000
liquidation preference per share (the Series F Preferred Stock ), and (2) a warrant dated January 16, 2009 (the Warrant )
to purchase 5,842,259 shares of the Corporation s common stock (the Warrant shares ) at an exercise price of $10.27
per share. The exercise price of the Warrant was determined based upon the average of the closing prices of the
Corporation s common stock during the 20-trading day period ended December 19, 2008, the last trading day prior to
the date the Corporation s application to participate in the program was preliminarily approved. The Purchase
Agreement is incorporated into Exhibit 10.4 hereto by reference to Exhibit 10.1 of the Corporation s Form 8-K filed
with the SEC on January 20, 2009.

The Series F Preferred Stock qualifies as Tier 1 regulatory capital. Cumulative dividends on the Series F Preferred
Stock will accrue on the liquidation preference amount on a quarterly basis at a rate of 5% per annum for the first five
years, and thereafter at a rate of 9% per annum, but will only be paid when, as and if declared by the Corporation s
Board of Directors out of assets legally available therefore. The Series F Preferred Stock will rank pari passu with the
Corporation s existing 7.125% Noncumulative Perpetual Monthly Income Preferred Stock, Series A, 8.35%
Noncumulative Perpetual Monthly Income Preferred Stock, Series B, 7.40% Noncumulative Perpetual Monthly
Income Preferred Stock, Series C, 7.25% Noncumulative Perpetual Monthly Income Preferred Stock, Series D, and
7.00% Noncumulative Perpetual Monthly Income Preferred Stock, Series E, in terms of dividend payments and
distributions upon liquidation, dissolution and winding up of the Corporation. The Purchase Agreement contains
limitations on the payment of dividends on common stock, including limiting regular quarterly cash dividends to an
amount not exceeding the last quarterly cash dividend paid per share, or the amount publicly announced (if lower), of
common stock prior to October 14, 2008, which is $0.07 per share. The ability of the Corporation to purchase, redeem
or otherwise acquire for consideration, any shares of its common stock, preferred stock or trust preferred securities are
subject to restrictions outlined in the Purchase Agreement, including upon a default in the payment of dividends. The
Corporation suspended the payment of dividends effective in August 2009. These restrictions will terminate on the
earlier of (a) January 16, 2012 and (b) the date on which the Series F Preferred Stock is redeemed in whole or
Treasury transfers all of the Series F Preferred Stock to third parties that are not affiliates of Treasury.

The shares of Series F Preferred Stock are non-voting, other than having class voting rights on certain matters that
could adversely affect the Series F Preferred Stock. If dividends on the Series F Preferred Stock have not been paid for
an aggregate of six quarterly dividend periods or more, whether or not consecutive, the Corporation s authorized
number of directors will be increased automatically by two and the holders of the Series F Preferred Stock, voting
together with holders of any then outstanding parity stock, will have the right to elect two directors to fill such newly
created directorships at the Corporation s next annual meeting of stockholders or at a special meeting of stockholders
called for that purpose prior to such annual meeting. These preferred share directors will be elected annually and will
serve until all accrued and unpaid dividends on the Series F Preferred Stock have been declared and paid in full.

9
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On January 13, 2009, the Corporation filed a Certificate of Designations (the Certificate of Designations ) with the
Puerto Rico Department of State for the purpose of amending its Certificate of Incorporation to fix the designations,
preferences, limitations and relative rights of the Series F Preferred Stock.

As per the Purchase Agreement, prior to January 16, 2012, the Corporation may redeem, subject to the approval of
the Board of Governors of the Federal Reserve System, the shares of Series F Preferred Stock only with proceeds
from one or more Qualified Equity Offerings, as such term is defined in the Certificate of Designations. After
January 16, 2012, the Corporation may redeem, subject to the approval of the Board of Governors of the Federal
Reserve System, in whole or in part, out of funds legally available therefore, the shares of Series F Preferred Stock
then outstanding. Pursuant to the American Recovery and Reinvestment Act of 2009, subject to consultation with the
appropriate Federal banking agency, the Secretary of Treasury may permit a TARP recipient to repay any financial
assistance previously provided under TARP without regard to whether the financial institution has replaced such funds
from any other source.

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

in the event of a stock split, subdivision, reclassification or combination of the outstanding shares of common
stock;

until the earlier of the date the Treasury no longer holds the Warrant or any portion thereof or January 16,
2012, if the Corporation issues shares of common stock or securities convertible into common stock for no
consideration or at a price per share that is less than 90% of the market price on the last trading day preceding
the date of the pricing of such sale. Any amounts that the Corporation receives in connection with the issuance
of such shares or convertible securities will be deemed to be equal to the sum of the net offering price of all
such securities plus the minimum aggregate amount, if any, payable upon exercise or conversion of any such
convertible securities; no adjustment will be required with respect to (i) consideration for or to fund business or
asset acquisitions, (ii) shares issued in connection with employee benefit plans and compensation arrangements
in the ordinary course consistent with past practice approved by the Corporation s Board of Directors, (iii) a
public or broadly marketed offering and sale by the Corporation or its affiliates of the Corporation s common
stock or convertible securities for cash pursuant to registration under the Securities Act or issuance under

Rule 144A on a basis consistent with capital raising transactions by comparable financial institutions, and

(iv) the exercise of preemptive rights on terms existing on January 16, 2009;

in connection with the Corporation s distributions to security holders (e.g., stock dividends);
in connection with certain repurchases of common stock by the Corporation; and

in connection with certain business combinations.

None of the shares of Series F Preferred Stock, the Warrant, or the Warrant shares are subject to any contractual
restriction on transfer. The Series F Preferred Stock and the Warrant were issued in a private placement exempt from
registration pursuant to Section 4(2) of the Securities Act of 1933, as amended. The Corporation registered for resale
shares of Series F Preferred Stock, the Warrant and the Warrant shares, and the sale of the Warrant shares by the
Corporation to any purchasers of the Warrant. In addition, under the shelf registration, the Corporation registered the
resale of 9,250,450 shares of common stock by or on behalf of the Bank of Nova Scotia, its pledges, donees,
transferees or other successors in interest.

Under the terms of the Purchase Agreement, (i) the Corporation amended its compensation, bonus, incentive and
other benefit plans, arrangements and agreements (including severance and employment agreements), to the extent
necessary to be in compliance with the executive compensation and corporate governance requirements of Section
111(b) of the Emergency Economic Stability Act of 2008 and applicable guidance or regulations and (ii) each Senior
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Executive Officer, as defined in the Purchase Agreement, executed a written waiver releasing Treasury and the
Corporation from any claims that such officers may otherwise have as a result of the Corporation s amendment of such
arrangements and agreements to be in compliance with Section 111(b). Until such time as Treasury ceases to own any
debt or equity securities of the Corporation acquired pursuant to the Purchase Agreement, the Corporation must
maintain compliance with these requirements.
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Reduction of credit exposure with financial institutions

The Corporation has continued working on the reduction of its credit exposure with Doral and R&G Financial.
During the second quarter of 2009, the Bank purchased from R&G Financial $205 million of residential mortgages
that previously served as collateral for a commercial loan extended to R&G . The purchase price of the transaction
was retained by the Corporation to fully pay off the commercial loan, thereby significantly reducing the Corporation s
exposure to a single borrower. As of December 31, 2009, there still an outstanding balance of $321.5 million due from
Doral.

Surrender of the stock savings and loans association charter in Florida

Effective July 1, 2009 as part of the merger of FirstBank Florida with and into FirstBank Puerto Rico, FirstBank
Florida surrendered its stock savings and loans association charter granted by the Office of Thrift Supervsion. Under
the regulatory oversight of the Federal Deposit Insurance Corporation and under the FirstBank Florida trade name,
FirstBank continues to offer the same services offered by the former stock savings and loans association through its
branch network in Florida.

Dividend Suspension

On July 30, 2009, after reporting a net loss for the quarter ended June 30, 2009, the Corporation announced that the
Board of Directors resolved to suspend the payment of the common and preferred dividends, including the Series F
Preferred Stock, effective with the preferred dividend payments for the month of August 2009.

Business Developments

Effective July 1, 2009, the Corporation consolidated the operations of FirstBank Florida, formerly a stock savings
and loan association indirectly owned by the Corporation, with and into FirstBank Puerto Rico and dissolved Ponce
General Corporation, former holding company of FirstBank Florida.

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

The Corporation s credit as long-term issuer is currently rated B by Standard & Poor s ( S&P ) and B- by Fitch
Ratings Limited ( Fitch ); both with negative outlook.

FirstBank s long-term senior debt rating is currently rated B1 by Moody s Investor Service ( Moodys ), four notches
below their definition of investment grade; B by S&P, and B by Fitch, both five notches under their definition of
investment grade. The outlook on the Bank s credit ratings from the three rating agencies is negative.

WEBSITE ACCESS TO REPORT

The Corporation makes available annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, and amendments to those reports, filed or furnished pursuant to section 13(a) or 15(d) of the Securities
Exchange Act of 1934, free of charge on or through its internet website at www.firstbankpr.com, (under the Investor
Relations section), as soon as reasonably practicable after the Corporation electronically files such material with, or
furnishes it to, the SEC.

The Corporation also makes available the Corporation s corporate governance guidelines, the charters of the audit,
asset/liability, compensation and benefits, credit, strategic planning, corporate governance and nominating committees
and the codes and principles mentioned below, free of charge on or through its internet website at
www firstbankpr.com (under the Investor Relations section):

Code of Ethics for Senior Financial Officers

Code of Ethics applicable to all employees

Independence Principles for Directors
12
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The corporate governance guidelines, and the aforementioned charters and codes may also be obtained free of
charge by sending a written request to Mr. Lawrence Odell, Executive Vice President and General Counsel, PO Box
9146, San Juan, Puerto Rico 00908.

The public may read and copy any materials First BanCorp files with the SEC at the SEC s Public Reference Room
at 100 F Street, NE, Washington, DC 20549. In addition, the public may obtain information on the operation of the
Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet site that contains
reports, proxy, and information statements, and other information regarding issuers that file electronically with the
SEC at its website (www.sec.gov).

MARKET AREA AND COMPETITION

Puerto Rico, where the banking market is highly competitive, is the main geographic service area of the
Corporation. As of December 31, 2009, the Corporation also had a presence in the state of Florida and in the United
States and British Virgin Islands. Puerto Rico banks are subject to the same federal laws, regulations and supervision
that apply to similar institutions in the United States mainland.

Competitors include other banks, insurance companies, mortgage banking companies, small loan companies,
automobile financing companies, leasing companies, brokerage firms with retail operations, and credit unions in
Puerto Rico, the Virgin Islands and the state of Florida. The Corporation s businesses compete with these other firms
with respect to the range of products and services offered and the types of clients, customers, and industries served.

The Corporation s ability to compete effectively depends on the relative performance of its products, the degree to
which the features of its products appeal to customers, and the extent to which the Corporation meets clients needs
and expectations. The Corporation s ability to compete also depends on its ability to attract and retain professional and
other personnel, and on its reputation.

The Corporation encounters intense competition in attracting and retaining deposits and its consumer and
commercial lending activities. The Corporation competes for loans with other financial institutions, some of which are
larger and have greater resources available than those of the Corporation. Management believes that the Corporation
has been able to compete effectively for deposits and loans by offering a variety of transaction account products and
loans with competitive features, by pricing its products at competitive interest rates, by offering convenient branch
locations, and by emphasizing the quality of its service. The Corporation s ability to originate loans depends primarily
on the rates and fees charged and the service it provides to its borrowers in making prompt credit decisions. There can
be no assurance that in the future the Corporation will be able to continue to increase its deposit base or originate
loans in the manner or on the terms on which it has done so in the past.

SUPERVISION AND REGULATION

Recent Events affecting the Corporation

Events since early 2008 affecting the financial services industry and, more generally, the financial markets and the
economy as a whole, have led to various proposals for changes in the regulation of the financial services industry. In
2009, the House of Representatives passed the Wall Street Reform and Consumer Protection Act of 2009, which,
among other things, calls for the establishment of a Consumer Financial Protection Agency having broad authority to
regulate providers of credit, savings, payment and other consumer financial products and services; creates a new
structure for resolving troubled or failed financial institutions; requires certain over-the-counter derivative transactions
to be cleared in a central clearinghouse and/or effected on the exchange; revises the assessment base for the
calculation of the Federal Deposit Insurance Corporation ( FDIC ) assessments; and creates a structure to regulate
systemically important financial companies, including providing regulators with the power to require such companies
to sell or transfer assets and terminate activities if they determine that the size or scope of activities of the company
pose a threat to the safety and soundness of the company or the financial stability of the United States. Other proposals
have been made, including additional capital and liquidity requirements and limitations on size or types of activity in
which banks may engage. It is not clear at this time which of these proposals will be finally
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enacted into law, or what form they will take, or what new proposals may be made, as the debate over financial reform
continues in 2010. The description below summarizes the current regulatory structure in which the Corporation
operates. In the event the regulatory structure change significantly, the structure of the Corporation and the products
and services it offers could also change significantly as a result.

Bank Holding Company Activities and Other Limitations

The Corporation is subject to ongoing regulation, supervision, and examination by the Federal Reserve Board, and
is required to file with the Federal Reserve Board periodic and annual reports and other information concerning its
own business operations and those of its subsidiaries. In addition, the Corporation is subject to regulation under the
Bank Holding Company Act of 1956, as amended ( Bank Holding Company Act ). Under the provisions of the Bank
Holding Company Act, a bank holding company must obtain Federal Reserve Board approval before it acquires direct
or indirect ownership or control of more than 5% of the voting shares of another bank, or merges or consolidates with
another bank holding company. The Federal Reserve Board also has authority under certain circumstances to issue
cease and desist orders against bank holding companies and their non-bank subsidiaries.

A bank holding company is prohibited under the Bank Holding Company Act, with limited exceptions, from
engaging, directly or indirectly, in any business unrelated to the businesses of banking or managing or controlling
banks. One of the exceptions to these prohibitions permits ownership by a bank holding company of the shares of any
corporation if the Federal Reserve Board, after due notice and opportunity for hearing, by regulation or order has
determined that the activities of the corporation in question are so closely related to the businesses of banking or
managing or controlling banks as to be a proper incident thereto.

Under the Federal Reserve Board policy, a bank holding company such as the Corporation is expected to act as a
source of financial strength to its banking subsidiaries and to commit support to them. This support may be required at
times when, absent such policy, the bank holding company might not otherwise provide such support. In the event of a
bank holding company s bankruptcy, any commitment by the bank holding company to a federal bank regulatory
agency to maintain capital of a subsidiary bank will be assumed by the bankruptcy trustee and be entitled to a priority
of payment. In addition, any capital loans by a bank holding company to any of its subsidiary banks must be
subordinated in right of payment to deposits and to certain other indebtedness of such subsidiary bank. As of
December 31, 2009, FirstBank was the only depository institution subsidiary of the Corporation.

The Gramm-Leach-Bliley Act (the GLB Act ) revised and expanded the provisions of the Bank Holding Company
Act by including a section that permits a bank holding company to elect to become a financial holding company and
engage in a full range of financial activities. In April 2000, the Corporation filed an election with the Federal Reserve
Board and became a financial holding company under the GLB Act. The GLB Act requires a bank holding company
that elects to become a financial holding company to file a written declaration with the appropriate Federal Reserve
Bank and comply with the following (and such compliance must continue while the entity is treated as a financial
holding company): (i) state that the bank holding company elects to become a financial holding company; (ii) provide
the name and head office address of the bank holding company and each depository institution controlled by the bank
holding company; (iii) certify that all depository institutions controlled by the bank holding company are
well-capitalized as of the date the bank holding company files for the election; (iv) provide the capital ratios for all
relevant capital measures as of the close of the previous quarter for each depository institution controlled by the bank
holding company; and (v) certify that all depository institutions controlled by the bank holding company are
well-managed as of the date the bank holding company files the election. All insured depository institutions controlled
by the bank holding company must have also achieved at least a rating of satisfactory record of meeting community
credit needs under the Community Reinvestment Act during the depository institution s most recent examination.

A financial holding company ceasing to meet these standards is subject to a variety of restrictions, depending on
the circumstances. If the Federal Reserve Board determines that any of the financial holding company s subsidiary
depository institutions are either not well-capitalized or not well-managed, it must notify the financial holding
company. Until compliance is restored, the Federal Reserve Board has broad discretion to impose appropriate
limitations on the financial holding company s activities. If compliance is not restored within 180 days, the Federal
Reserve Board may ultimately require the financial holding company to divest its depository institutions or in the
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alternative, to discontinue or divest any activities that are permitted only to non-financial holding company bank
holding companies.

The potential restrictions are different if the lapse pertains to the Community Reinvestment Act requirement. In
that case, until all the subsidiary institutions are restored to at least satisfactory Community Reinvestment Act rating
status, the financial holding company may not engage, directly or through a subsidiary, in any of the additional
activities permissible under the GLB Act or make additional acquisitions of companies engaged in the additional
activities. However, completed acquisitions and additional activities and affiliations previously begun are left
undisturbed, as the GLB Act does not require divestiture for this type of situation.

Financial holding companies may engage, directly or indirectly, in any activity that is determined to be (i) financial
in nature, (ii) incidental to such financial activity, or (iii) complementary to a financial activity and does not pose a
substantial risk to the safety and soundness of depository institutions or the financial system generally. The GLB Act
specifically provides that the following activities have been determined to be financial in nature : (a) lending, trust and
other banking activities; (b) insurance activities; (c) financial or economic advice or services; (d) pooled investments;
(e) securities underwriting and dealing; (f) existing bank holding company domestic activities; (g) existing bank
holding company foreign activities; and (h) merchant banking activities. The Corporation offers insurance agency
services through its wholly-owned subsidiary, FirstBank Insurance Agency and through First Insurance Agency V. L.,
Inc., a subsidiary of FirstBank. In association with JP Morgan Chase, the Corporation, through FirstBank Puerto Rico
Securities, Inc., a wholly owned subsidiary of FirstBank, also offers municipal bond underwriting services focused
mainly on municipal and government bonds or obligations issued by the Puerto Rico government and its public
corporations. Additionally, FirstBank Puerto Rico Securities, Inc. offers financial advisory services.

In addition, the GLB Act specifically gives the Federal Reserve Board the authority, by regulation or order, to
expand the list of financial or incidental activities, but requires consultation with the Treasury, and gives the Federal
Reserve Board authority to allow a financial holding company to engage in any activity thatis complementary to a
financial activity and does not pose a substantial risk to the safety and soundness of depository institutions or the
financial system generally.

Under the GLB Act, if the Corporation fails to meet any of the requirements for being a financial holding company
and is unable to resolve such deficiencies within certain prescribed periods of time, the Federal Reserve Board could
require the Corporation to divest control of one or more of its depository institution subsidiaries or alternatively cease
conducting financial activities that are not permissible for bank holding companies that are not financial holding
companies.

Sarbanes-Oxley Act

The Sarbanes-Oxley Act of 2002 ( SOA ) implemented a range of corporate governance and accounting measures to
increase corporate responsibility, to provide for enhanced penalties for accounting and auditing improprieties at
publicly traded companies, and to protect investors by improving the accuracy and reliability of disclosures under
federal securities laws. In addition, SOA has established membership requirements and responsibilities for the audit
committee, imposed restrictions on the relationship between the Corporation and external auditors, imposed additional
responsibilities for the external financial statements on our chief executive officer and chief financial officer,
expanded the disclosure requirements for corporate insiders, required management to evaluate its disclosure controls
and procedures and its internal control over financial reporting, and required the auditors to issue a report on the
internal control over financial reporting.

Since the 2004 Annual Report on Form 10-K, the Corporation has included in its annual report on Form 10-K its
management assessment regarding the effectiveness of the Corporation s internal control over financial reporting. The
internal control report includes a statement of management s responsibility for establishing and maintaining adequate
internal control over financial reporting for the Corporation; management s assessment as to the effectiveness of the
Corporation s internal control over financial reporting based on management s evaluation, as of year-end; and the
framework used by management as criteria for evaluating the effectiveness of the Corporation s internal control over
financial reporting. As of December 31, 2009, First BanCorp s management concluded that its
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internal control over financial reporting was effective. The Corporation s independent registered public accounting
firm reached the same conclusion.
Emergency Economic Stabilization Act of 2008

On October 3, 2008, the Emergency Economic Stabilization Act of 2008 (the EESA ) was signed into law. The
EESA authorized the Treasury to access up to $700 billion to protect the U.S. economy and restore confidence and
stability to the financial markets. One such program under the Treasury Department s Troubled Asset Relief Program
(TARP) was action by Treasury to make significant investments in U.S. financial institutions through the Capital
Purchase Program (CPP). The Treasury s stated purpose in implementing the CPP was to improve the capitalization of
healthy institutions, which would improve the flow of credit to businesses and consumers, and boost the confidence of
depositors, investors, and counterparties alike. All federal banking and thrift regulatory agencies encouraged eligible
institutions to participate in the CPP.

The Corporation applied for, and the Treasury approved, a capital purchase in the amount of $400,000,000. The
Corporation entered into a Letter Agreement with the Treasury, pursuant to which the Corporation issued and sold to
the Treasury for an aggregate purchase price of $400,000,000 in cash (i) 400,000 shares of the Series F Preferred
Stock, and (2) the Warrant to purchase 5,842,259 shares of the Corporation s common stock at an exercise price of
$10.27 per share, subject to certain anti-dilution and other adjustments. The TARP transaction closed on January 16,
2009.

Under the terms of the Letter Agreement with the Treasury, (i) the Corporation amended its compensation, bonus,
incentive and other benefit plans, arrangements and agreements (including severance and employment agreements) to
the extent necessary to be in compliance with the executive compensation and corporate governance requirements of
Section 111(b) of the Emergency Economic Stability Act of 2008 and applicable guidance or regulations issued by the
Secretary of Treasury on or prior to January 16, 2009 and (ii) each Senior Executive Officer, as defined in the
Purchase Agreement, executed a written waiver releasing Treasury and the Corporation from any claims that such
officers may otherwise have as a result the Corporation s amendment of such arrangements and agreements to be in
compliance with Section 111(b). Until such time as Treasury ceases to own any debt or equity securities of the
Corporation acquired pursuant to the Purchase Agreement, the Corporation must maintain compliance with these
requirements.

American Recovery and Reinvestment Act of 2009

On February 17, 2009, the Congress enacted the American Recovery and Reinvestment Act of 2009 ( Stimulus
Act ). The Stimulus Act includes federal tax cuts, expansion of unemployment benefits and other social welfare
provisions, and domestic spending in education, health care, and infrastructure, including energy sector. The Stimulus
Act includes new provisions relating to compensation paid by institutions that receive government assistance under
TARP, including institutions that have already received such assistance, effectively amending the existing
compensation and corporate governance requirements of Section 111(b) of the EESA. The provisions include
restrictions on the amounts and forms of compensation payable, provision for possible reimbursement of previously
paid compensation and a requirement that compensation be submitted to non-binding say on pay shareholders votes.

On June 10, 2009, the Treasury issued regulations implementing the compensation requirements under ARRA,
which amended the requirements of EESA. The regulations became applicable to existing and new TARP recipients
upon publication in the Federal Register on June 15, 2009. The regulations make effective the compensation
provisions of ARRA and include rules requiring: (i) review of prior compensation by a Special Master; (ii) restrictions
on paying or accruing bonuses, retention awards or incentive compensation for certain employees; (iii) regular review
of all employee compensation arrangements by the company s senior risk officer and compensation committee to
ensure that the arrangements do not encourage unnecessary and excessive risk-taking or manipulation of reporting
earnings; (iv) recoupment of bonus payments based on materially inaccurate information; (v) prohibition on severance
or change in control payments for certain employees; (vi) adoption of policies and procedures to avoid excessive
luxury expenses; and (vii) mandatory say on pay votes (which was effective beginning in February 2009). In addition,
the regulations also introduce several additional requirements and restrictions, including: (i) Special Master review of
ongoing compensation in certain situations; (ii) prohibition on
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tax gross-ups for certain employees; (iii) disclosure of perquisites; and (iv) disclosure regarding compensation
consultants.
Homeowner Affordability and Stability Plan

On February 18, 2009, President Obama announced a comprehensive plan to help responsible homeowners avoid
foreclosure by providing affordable and sustainable mortgage loans. The Homeowner Affordability and Stability Plan,
a $75 billion federal program, provides for a sweeping loan modification program targeted at borrowers who are at
risk of foreclosure because their incomes are not sufficient to make their mortgage payments. It also includes
refinancing opportunities for borrowers who are current on their mortgage payments but have been unable to refinance
because their homes have decreased in value. Under the Homeowner Stability Initiative, Treasury will spend up to
$50 billion dollars to make mortgage payments affordable and sustainable for middle-income American families that
are at risk of foreclosure. Borrowers who are delinquent on the mortgage for their primary residence and borrowers
who, due to a loss of income or increase in expenses, are struggling to keep their payments current may be eligible for
a loan modification. Under the Homeowner Affordability and Stability Plan, borrowers who are current on their
mortgage but have been unable to refinance because their house has decreased in value may have the opportunity to
refinance into a 30-year, fixed-rate loan. Through the program, Fannie Mae and Freddie Mac will allow the
refinancing of mortgage loans that they hold in their portfolios or that they guarantee in their own mortgage-backed
securities. Lenders were able to begin accepting refinancing applications on March 4, 2009. The Obama
Administration announced on March 4, 2009 the new U.S. Department of the Treasury guidelines to enable servicers
to begin modifications of eligible mortgages under the Homeowner Affordability and Stability Plan. The guidelines
implement financial incentives for mortgage lenders to modify existing first mortgages and sets standard industry
practice for modifications.

Temporary Liquidity Guarantee Program

The FDIC adopted the Temporary Liquidity Guarantee Program ( TLGP ) in October 2008 following a
determination of systemic risk by the Secretary of the Treasury (after consultation with the President) that was
supported by recommendations from the FDIC and the Board of Governors of the Federal Reserve System. The TLGP
is part of a coordinated effort by the FDIC, the Treasury, and the Federal Reserve System to address unprecedented
disruptions in the credit markets and the resultant difficulty of many financial institutions to obtain funds and to make
loans to creditworthy borrowers. On October 23, 2008, the FDIC s Board of Directors (Board) authorized the
publication in the Federal Register of an interim rule that outlined the structure of the TLGP. The interim rule was
finalized and a final rule was published in the Federal Register on November 26, 2008. Designed to assist in the
stabilization of the nation s financial system, the FDIC s TLGP is composed of two distinct components: the Debt
Guarantee Program ( DGP ) and the Transaction Account Guarantee Program ( TAG program ). Under the DGP, the
FDIC guarantees certain senior unsecured debt issued by participating entities. Under the TAG program, the FDIC
guarantees all funds held in qualifying noninterest-bearing transaction accounts at participating insured depository
institutions ( IDIs ). The DGP initially permitted participating entities to issue FDIC-guaranteed senior unsecured debt
until June 30, 2009, with the FDIC s guarantee for such debt to expire on the earlier of the maturity of the debt (or the
conversion date, for mandatory convertible debt) or June 30, 2012. To reduce the potential for market disruptions at
the conclusion of the DGP and to begin the orderly phase-out of the program, on May 29, 2009 the Board issued a
final rule that extended for four months the period during which certain participating entities could issue
FDIC-guaranteed debt. All IDIs and those other participating entities that had issued FDIC-guaranteed debt on or
before April 1, 2009 were permitted to participate in the extended DGP without application to the FDIC. Other
participating entities that received approval from the FDIC also were permitted to participate in the extended DGP.
The expiration of the guarantee period was also extended from June 30, 2012 to December 31, 2012. As a result, all
such participating entities were permitted to issue FDIC-guaranteed debt through and including October 31, 2009,
with the FDIC s guarantee expiring on the earliest of the debt s mandatory conversion date (for mandatory convertible
debt), the stated maturity date, or December 31, 2012.

On October 20, 2009, the FDIC established a limited, six-month emergency guarantee facility upon expiration of
the DGP. Under this emergency guarantee facility, certain participating entities can apply to the FDIC for permission
to issue FDIC-guaranteed debt during the period starting October 31, 2009 through April 30, 2010. The fee for issuing

Table of Contents 24



Edgar Filing: FIRST BANCORP /PR/ - Form 10-K

debt under the emergency facility will be at least 300 basis points, which the FDIC reserves the right to increase on a
case-by-case basis, depending upon the risks presented by the issuing entity. The TAG Program has
17

Table of Contents 25



Edgar Filing: FIRST BANCORP /PR/ - Form 10-K

Table of Contents

been extended until June 30, 2010. The cost of participating in the program increased after December 31, 2009.
Separately, Congress extended the temporary increase in the standard coverage limit to $250,000 until December 31,
2013. FirstBank currently participates in the TLGP solely through the TAG program.

USA Patriot Act

Under Title IIT of the USA Patriot Act, also known as the International Money Laundering Abatement and
Anti-Terrorism Financing Act of 2001, all financial institutions are required to, among other things, identify their
customers, adopt formal and comprehensive anti-money laundering programs, scrutinize or prohibit altogether certain
transactions of special concern, and be prepared to respond to inquiries from U.S. law enforcement agencies
concerning their customers and their transactions. Presently, only certain types of financial institutions (including
banks, savings associations and money services businesses) are subject to final rules implementing the anti-money
laundering program requirements of the USA Patriot Act.

Failure of a financial institution to comply with the USA Patriot Act s requirements could have serious legal and
reputational consequences for the institutions. The Corporation has adopted appropriate policies, procedures and
controls to address compliance with the USA Patriot Act and Treasury regulations.

Privacy Policies

Under Title V of the GLB Act, all financial institutions are required to adopt privacy policies, restrict the sharing of
nonpublic customer data with parties at the customer s request and establish policies and procedures to protect
customer data from unauthorized access. The Corporation and its subsidiaries have adopted policies and procedures in
order to comply with the privacy provisions of the GLB Act and the Fair and Accurate Credit Transaction Act of 2003
and the regulations issued thereunder.

State Chartered Non-Member Bank and Banking Laws and Regulations in General

FirstBank is subject to regulation and examination by the OCIF and the FDIC, and is subject to certain
requirements established by the Federal Reserve Board. The federal and state laws and regulations which are
applicable to banks regulate, among other things, the scope of their businesses, their investments, their reserves
against deposits, the timing and availability of deposited funds, and the nature and amount of and collateral for certain
loans. In addition to the impact of regulations, commercial banks are affected significantly by the actions of the
Federal Reserve Board as it attempts to control the money supply and credit availability in order to influence the
economy. Among the instruments used by the Federal Reserve Board to implement these objectives are open market
operations in U.S. government securities, adjustments of the discount rate, and changes in reserve requirements
against bank deposits. These instruments are used in varying combinations to influence overall economic growth and
the distribution of credit, bank loans, investments and deposits. Their use also affects interest rates charged on loans or
paid on deposits. The monetary policies and regulations of the Federal Reserve Board have had a significant effect on
the operating results of commercial banks in the past and are expected to continue to do so in the future. The effects of
such policies upon our future business, earnings, and growth cannot be predicted.

References herein to applicable statutes or regulations are brief summaries of portions thereof which do not purport
to be complete and which are qualified in their entirety by reference to those statutes and regulations. Any change in
applicable laws or regulations may have a material adverse effect on the business of commercial banks, and bank
holding companies, including FirstBank and the Corporation.

As a creditor and financial institution, FirstBank is subject to certain regulations promulgated by the Federal
Reserve Board, including, without limitation, Regulation B (Equal Credit Opportunity Act), Regulation DD (Truth in
Savings Act), Regulation E (Electronic Funds Transfer Act), Regulation F (Limits on Exposure to Other Banks),
Regulation O (Loans to Executive Officers, Directors and Principal Shareholders), Regulation W (Transactions
Between Member Banks and Their Affiliates), Regulation Z (Truth in Lending Act), Regulation CC (Expedited Funds
Availability Act), Regulation X (Real Estate Settlement Procedures Act), Regulation BB (Community Reinvestment
Act) and Regulation C (Home Mortgage Disclosure Act).
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During 2008, federal agencies adopted revisions to several rules and regulations that will impact lenders and
secondary market activities. In 2008, the Federal Reserve Bank revised Regulation Z, adopted under the Truth in
Lending Act (TILA) and the Home Ownership and Equity Protection Act (HOEPA), by adopting a final rule which
prohibits unfair, abusive or deceptive home mortgage lending practices and restricts certain mortgage lending
practices. The final rule also establishes advertisement standards and requires certain mortgage disclosures to be given
to the consumers earlier in the transaction. The rule was effective in October 2009. The final rule regarding the TILA
also includes amendments revising disclosures in connection with credit cards accounts and other revolving credit
plans to ensure that information provided to customers is provided in a timely manner and in a form that is readily
understandable.

There are periodic examinations by the OCIF and the FDIC of FirstBank to test the Bank s compliance with various
statutory and regulatory requirements. This regulation and supervision establishes a comprehensive framework of
activities in which an institution can engage and is intended primarily for the protection of the FDIC s insurance fund
and depositors. The regulatory structure also gives the regulatory authorities discretion in connection with their
supervisory and enforcement activities and examination policies, including policies with respect to the classification
of assets and the establishment of adequate loan loss reserves for regulatory purposes. This enforcement authority
includes, among other things, the ability to assess civil money penalties, to issue cease-and-desist or removal orders
and to initiate injunctive actions against banking organizations and institution-affiliated parties. In general, these
enforcement actions may be initiated for violations of laws and regulations and for engaging in unsafe or unsound
practices. In addition, certain bank actions are required by statute and implementing regulations. Other actions or
failure to act may provide the basis for enforcement action, including the filing of misleading or untimely reports with
regulatory authorities.

Dividend Restrictions

The Corporation is subject to certain restrictions generally imposed on Puerto Rico corporations with respect to the
declaration and payment of dividends (i.e., that dividends may be paid out only from the Corporation s net assets in
excess of capital or, in the absence of such excess, from the Corporation s net earnings for such fiscal year and/or the
preceding fiscal year). The Federal Reserve Board has also issued a policy statement that as a matter of prudent
banking, a bank holding company should generally not maintain a given rate of cash dividends unless its net income
available to common shareholders has been sufficient to fund fully the dividends and the prospective rate of earnings
retention appears to be consistent with the organization s capital needs, asset quality, and overall financial condition.
On February 24, 2009, the Federal Reserve published the Applying Supervisory Guidance and Regulations on the
Payment of Dividends, Stock Redemptions, and Stock Repurchases at Bank Holding Companies (the Supervisory
Letter ) which discusses the ability of bank holding companies to declare dividends and to redeem or repurchase equity
securities. The Supervisory Letter is generally consistent with prior Federal Reserve supervisory policies and
guidance, although places greater emphasis on discussions with the regulators prior to dividend declarations and
redemption or repurchase decisions even when not explicitly required by the regulations. The Federal Reserve
provides that the principles discussed in the letter are applicable to all bank holding companies, but are especially
relevant for bank holding companies that are either experiencing financial difficulties and/or receiving public funds
under the Treasury s TARP Capital Purchase Program. To that end, the Supervisory Letter specifically addresses the
Federal Reserve s supervisory considerations for TARP participants.

The Supervisory Letter provides that a board of directors should eliminate, defer, or severely limit dividends if:
(i) the bank holding company s net income available to shareholders for the past four quarters, net of dividends paid
during that period, is not sufficient to fully fund the dividends; (ii) the bank holding company s rate of earnings
retention is inconsistent with capital needs and overall macroeconomic outlook; or (iii) the bank holding company will
not meet, or is in danger of not meeting, its minimum regulatory capital adequacy ratios. The Supervisory Letter
further suggests that bank holding companies should inform the Federal Reserve in advance of paying a dividend that:
(i) exceeds the earnings for the quarter in which the dividend is being paid; or (ii) could result in a material adverse
change to the organization s capital structure.

As of December 31, 2009, the principal source of funds for the Corporation s parent holding company is dividends
declared and paid by its subsidiary, FirstBank. The ability of FirstBank to declare and pay dividends on its
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capital stock is regulated by the Puerto Rico Banking Law, the Federal Deposit Insurance Act (the FDIA ), and FDIC
regulations. In general terms, the Puerto Rico Banking Law provides that when the expenditures of a bank are greater
than receipts, the excess of expenditures over receipts shall be charged against undistributed profits of the bank and

the balance, if any, shall be charged against the required reserve fund of the bank. If the reserve fund is not sufficient

to cover such balance in whole or in part, the outstanding amount must be charged against the bank s capital account.
The Puerto Rico Banking Law provides that, until said capital has been restored to its original amount and the reserve
fund to 20% of the original capital, the bank may not declare any dividends.

In general terms, the FDIA and the FDIC regulations restrict the payment of dividends when a bank is
undercapitalized, when a bank has failed to pay insurance assessments, or when there are safety and soundness
concerns regarding such bank.

In addition, the Purchase Agreement entered into with the Treasury contains limitations on the payment of
dividends on common stock, including limiting regular quarterly cash dividends to an amount not exceeding the last
quarterly cash dividend paid per share, or the amount publicly announced (if lower), of common stock prior to
October 14, 2008, which is $0.07 per share. Also, upon issuance of the Series F Preferred Stock, the ability of the
Corporation to purchase, redeem or otherwise acquire for consideration, any shares of its common stock, preferred
stock or trust preferred securities is subject to restrictions, including limitations when the Corporation has not paid
dividends. These restrictions will terminate on the earlier of (a) the third anniversary of the closing date of the
issuance of the Series F Preferred Stock and (b) the date on which the Series F Preferred Stock has been redeemed in
whole or Treasury has transferred all of the Series F Preferred Stock to third parties that are not affiliates of Treasury.
The restrictions described in this paragraph are set forth in the Purchase Agreement.

On July 30, 2009, after reporting a net loss for the quarter ended June 30, 2009, the Corporation announced that the
Board of Directors resolved to suspend the payment of the common and preferred dividends, including the TARP
preferred dividends, effective with the preferred dividend payments for the month of August 2009.

Limitations on Transactions with Affiliates and Insiders

Certain transactions between financial institutions such as FirstBank and its affiliates are governed by
Sections 23A and 23B of the Federal Reserve Act and by Regulation W. An affiliate of a financial institution is any
corporation or entity, that controls, is controlled by, or is under common control with the financial institution. In a
holding company context, the parent bank holding company and any companies which are controlled by such parent
bank holding company are affiliates of the financial institution. Generally, Sections 23A and 23B of the Federal
Reserve Act (i) limit the extent to which the financial institution or its subsidiaries may engage in covered transactions
(defined below) with any one affiliate to an amount equal to 10% of such financial institution s capital stock and
surplus, and contain an aggregate limit on all such transactions with all affiliates to an amount equal to 20% of such
financial institution s capital stock and surplus and (ii) require that all covered transactions be on terms substantially
the same, or at least as favorable to the financial institution or affiliate, as those provided to a non-affiliate. The term

covered transaction includes the making of loans, purchase of assets, issuance of a guarantee and other similar
transactions. In addition, loans or other extensions of credit by the financial institution to the affiliate are required to
be collateralized in accordance with the requirements set forth in Section 23A of the Federal Reserve Act.

The GLB Act requires that financial subsidiaries of banks be treated as affiliates for purposes of Sections 23A and
23B of the Federal Reserve Act, but (i) the 10% capital limitation on transactions between the bank and such financial
subsidiary as an affiliate is not applicable, and (ii) notwithstanding other provisions in Sections 23A and 23B, the
investment by the bank in the financial subsidiary does not include retained earnings of the financial subsidiary. The
GLB Act provides that: (1) any purchase of, or investment in, the securities of a financial subsidiary by any affiliate of
the parent bank is considered a purchase or investment by the bank; and (2) if the Federal Reserve Board determines
that such treatment is necessary, any loan made by an affiliate of the parent bank to the financial subsidiary is to be
considered a loan made by the parent bank.

The Federal Reserve Board has adopted Regulation W which interprets the provisions of Sections 23A and 23B.
The regulation unifies and updates staff interpretations issued over the years, incorporates several new interpretations
and provisions (such as to clarify when transactions with an unrelated third party will be attributable
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to an affiliate), and addresses new issues arising as a result of the expanded scope of nonbanking activities engaged in
by banks and bank holding companies in recent years and authorized for financial holding companies under the GLB
Act.

In addition, Sections 22(h) and (g) of the Federal Reserve Act, implemented through Regulation O, place
restrictions on loans to executive officers, directors, and principal stockholders. Under Section 22(h) of the Federal
Reserve Act, loans to a director, an executive officer, a greater than 10% stockholder of a financial institution, and
certain related interests of these, may not exceed, together with all other outstanding loans to such persons and
affiliated interests, the financial institution s loans to one borrower limit, generally equal to 15% of the institution s
unimpaired capital and surplus. Section 22(h) of the Federal Reserve Act also requires that loans to directors,
executive officers, and principal stockholders be made on terms substantially the same as offered in comparable
transactions to other persons and also requires prior board approval for certain loans. In addition, the aggregate
amount of extensions of credit by a financial institution to insiders cannot exceed the institution s unimpaired capital
and surplus. Furthermore, Section 22(g) of the Federal Reserve Act places additional restrictions on loans to executive
officers.

Federal Reserve Board Capital Requirements

The Federal Reserve Board has adopted capital adequacy guidelines pursuant to which it assesses the adequacy of
capital in examining and supervising a bank holding company and in analyzing applications to it under the Bank
Holding Company Act. The Federal Reserve Board capital adequacy guidelines generally require bank holding
companies to maintain total capital equal to 8% of total risk-adjusted assets, with at least one-half of that amount
consisting of Tier I or core capital and up to one-half of that amount consisting of Tier II or supplementary capital.
Tier I capital for bank holding companies generally consists of the sum of common stockholders equity and perpetual
preferred stock, subject in the case of the latter to limitations on the kind and amount of such perpetual preferred stock
that may be included as Tier I capital, less goodwill and, with certain exceptions, other intangibles. Tier II capital
generally consists of hybrid capital instruments, perpetual preferred stock that is not eligible to be included as Tier I
capital, term subordinated debt and intermediate-term preferred stock and, subject to limitations, allowances for loan
losses. Assets are adjusted under the risk-based guidelines to take into account different risk characteristics, with the
categories ranging from 0% (requiring no additional capital) for assets such as cash to 100% for the bulk of assets,
which are typically held by a bank holding company, including multi-family residential and commercial real estate
loans, commercial business loans and commercial loans. Off-balance sheet items also are adjusted to take into account
certain risk characteristics.

The federal bank regulatory agencies risk-based capital guidelines for years have been based upon the 1988 capital
accord ( Basel I ) of the Basel Committee, a committee of central bankers and bank supervisors from the major
industrialized countries. This body develops broad policy guidelines for use by each country s supervisors in
determining the supervisory policies they apply. In 2004, it proposed a new capital adequacy framework ( Basel II ) for
large, internationally active banking organizations to replace Basel 1. Basel II was designed to produce a more
risk-sensitive result than its predecessor. However, certain portions of Basel II entail complexities and costs that were
expected to preclude their practical application to the majority of U.S. banking organizations that lack the economies
of scale needed to absorb the associated expenses.

Effective April 1, 2008, the U.S. federal bank regulatory agencies adopted Basel II for application to certain
banking organizations in the United States. The new capital adequacy framework applies to organizations that:

(1) have consolidated assets of at least $250 billion; or (ii) have consolidated total on-balance sheet foreign exposures
of at least $10 billion; or (iii) are eligible to, and elect to, opt-in to the new framework even though not required to do
so under clause (i) or (ii) above; or (iv) as a general matter, are subsidiaries of a bank or bank holding company that
uses the new rule. During a two-year phase in period, organizations required or electing to apply Basel II will report
their capital adequacy calculations separately under both Basel I and Basel Il on a parallel run basis. Given the high
thresholds noted above, FirstBank is not required to apply Basel II and does not expect to apply it in the foreseeable
future.

On January 21, 2010, the federal banking agencies, including the Federal Reserve Board, issued a final risk-based
regulatory capital rule related to the Financial Accounting Standards Board s adoption of amendments to the
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These accounting standards make substantive changes to how banks account for securitized assets that are currently
excluded from their balance sheets as of the beginning of the Corporation s 2010 fiscal year. The final regulatory
capital rule seeks to better align regulatory capital requirements with actual risks. Under the final rule, banks affected
by the new accounting requirements generally will be subject to higher minimum regulatory capital requirements.

The final rule permits banks to include without limit in tier 2 capital any increase in the allowance for lease and
loan losses calculated as of the implementation date that is attributable to assets consolidated under the requirements
of the variable interests accounting requirements. The rule provides an optional delay and phase-in for a maximum of
one year for the effect on risk-based capital and the allowance for lease and loan losses related to the assets that must
be consolidated as a result of the accounting change. The final rule also eliminates the risk-based capital exemption
for asset-backed commercial paper assets. The transitional relief does not apply to the leverage ratio or to assets in
conduits to which a bank provides implicit support. Banks will be required to rebuild capital and repair balance sheets
to accommodate the new accounting standards by the middle of 2011.

Deposit Insurance

Under current FDIC regulations, each depository institution is assigned to a risk category based on capital and
supervisory measures. In 2009, the FDIC revised the method for calculating the assessment rate for depository
institutions by introducing several adjustments to an institution s initial base assessment rate. A depository institution
is assessed premiums by the FDIC based on its risk category as adjusted and the amount of deposits held. Higher
levels of banks failures over the past two years have dramatically increased resolution costs of the FDIC and depleted
the deposit insurance fund. In addition, the amount of FDIC insurance coverage for insured deposits has been
increased generally from $100,000 per depositor to $250,000 per depositor. In light of the increased stress on the
deposit insurance fund caused by these developments, and in order to maintain a strong funding position and restore
the reserve ratios of the deposit insurance fund, the FDIC: (i) imposed a special assessment in June, 2009,

(i) increased assessment rates of insured institutions generally, and (iii) required them to prepay on December 30,
2009 the premiums that are expected to become due over the next three years. FirstBank obtained a waiver from the
FDIC to make such prepayment.

FDIC Capital Requirements

The FDIC has promulgated regulations and a statement of policy regarding the capital adequacy of state-chartered
non-member banks like FirstBank. These requirements are substantially similar to those adopted by the Federal
Reserve Board regarding bank holding companies, as described above.

The regulators require that banks meet a risk-based capital standard. The risk-based capital standard for banks
requires the maintenance of total capital (which is defined as Tier I capital and supplementary (Tier 2) capital) to
risk-weighted assets of 8%. In determining the amount of risk-weighted assets, weights used (ranging from 0% to
100%) are based on the risks inherent in the type of asset or item. The components of Tier I capital are equivalent to
those discussed below under the 3.0% leverage capital standard. The components of supplementary capital include
certain perpetual preferred stock, mandatorily convertible securities, subordinated debt and intermediate preferred
stock and, generally, allowances for loan and lease losses. Allowance for loan and lease losses includable in
supplementary capital is limited to a maximum of 1.25% of risk-weighted assets. Overall, the amount of capital
counted toward supplementary capital cannot exceed 100% of core capital.

The capital regulations of the FDIC establish a minimum 3.0% Tier I capital to total assets requirement for the
most highly-rated state-chartered, non-member banks, with an additional cushion of at least 100 to 200 basis points for
all other state-chartered, non-member banks, which effectively will increase the minimum Tier I leverage ratio for
such other banks from 4.0% to 5.0% or more. Under these regulations, the highest-rated banks are those that are not
anticipating or experiencing significant growth and have well-diversified risk, including no undue interest rate risk
exposure, excellent asset quality, high liquidity and good earnings and, in general, are considered a strong banking
organization and are rated composite I under the Uniform Financial Institutions Rating System. Leverage or core
capital is defined as the sum of common stockholders equity including retained earnings, non-cumulative perpetual
preferred stock and related surplus, and minority interests in consolidated subsidiaries, minus all intangible assets
other than certain qualifying supervisory goodwill and certain purchased mortgage servicing rights.

22

Table of Contents 33



Edgar Filing: FIRST BANCORP /PR/ - Form 10-K

Table of Contents

34



Edgar Filing: FIRST BANCORP /PR/ - Form 10-K

Table of Contents

In August 1995, the FDIC published a final rule modifying its existing risk-based capital standards to provide for
consideration of interest rate risk when assessing the capital adequacy of a bank. Under the final rule, the FDIC must
explicitly include a bank s exposure to declines in the economic value of its capital due to changes in interest rates as a
factor in evaluating a bank s capital adequacy. In June 1996, the FDIC adopted a joint policy statement on interest rate
risk. Because market conditions, bank structure, and bank activities vary, the agency concluded that each bank needs
to develop its own interest rate risk management program tailored to its needs and circumstances. The policy
statement describes prudent principles and practices that are fundamental to sound interest rate risk management,
including appropriate board and senior management oversight and a comprehensive risk management process that
effectively identifies, measures, monitors and controls such interest rate risk.

Failure to meet capital guidelines could subject an insured bank to a variety of prompt corrective actions and
enforcement remedies under the FDIA (as amended by Federal Deposit Insurance Corporation Improvement Act of
1991 ( FDICIA ), and the Riegle Community Development and Regulatory Improvement Act of 1994, including, with
respect to an insured bank, the termination of deposit insurance by the FDIC, and certain restrictions on its business.

Under certain circumstances, a well-capitalized, adequately capitalized or undercapitalized institution may be
treated as if the institution were in the next lower capital category. A depository institution is generally prohibited
from making capital distributions (including paying dividends), or paying management fees to a holding company if
the institution would thereafter be undercapitalized. Institutions that are adequately capitalized but not well-capitalized
cannot accept, renew or roll over brokered deposits except with a waiver from the FDIC and are subject to restrictions
on the interest rates that can be paid on such deposits. Undercapitalized institutions may not accept, renew or roll over
brokered deposits.

The federal bank regulatory agencies are permitted or, in certain cases, required to take certain actions with respect
to institutions falling within one of the three undercapitalized categories. Depending on the level of an institution s
capital, the agency s corrective powers include, among other things:

prohibiting the payment of principal and interest on subordinated debt;

prohibiting the holding company from making distributions without prior regulatory approval;
placing limits on asset growth and restrictions on activities;

placing additional restrictions on transactions with affiliates;

restricting the interest rate the institution may pay on deposits;

prohibiting the institution from accepting deposits from correspondent banks; and

in the most severe cases, appointing a conservator or receiver for the institution.

A banking institution that is undercapitalized is required to submit a capital restoration plan, and such a plan will
not be accepted unless, among other things, the banking institution s holding company guarantees the plan up to a
certain specified amount. Any such guarantee from a depository institution s holding company is entitled to a priority
of payment in bankruptcy.

As of December 31, 2009, FirstBank was well-capitalized. A bank s capital category, as determined by applying the
prompt corrective action provisions of law, however, may not constitute an accurate representation of the overall
financial condition or prospects of the Bank, and should be considered in conjunction with other available information
regarding financial condition and results of operations.
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Set forth below are the Corporation s, FirstBank s capital ratios as of December 31, 2009, based on Federal Reserve
and FDIC guidelines, respectively.

Well-Capitalized

First
BanCorp First Bank Minimum
As of December 31, 2009
Total capital (Total capital to risk-weighted assets) 13.44% 12.87% 10.00%
Tier 1 capital ratio (Tier 1 capital to risk-weighted assets) 12.16% 11.70% 6.00%
Leverage ratio(1) 8.91% 8.53% 5.00%

(1) Tier 1 capital to
average assets.
24
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Activities and Investments

The activities as principal and equity investments of FDIC-insured, state-chartered banks such as FirstBank are
generally limited to those that are permissible for national banks. Under regulations dealing with equity investments,
an insured state-chartered bank generally may not directly or indirectly acquire or retain any equity investments of a
type, or in an amount, that is not permissible for a national bank.

Federal Home Loan Bank System

FirstBank is a member of the Federal Home Loan Bank (FHLB) system. The FHLB system consists of twelve
regional Federal Home Loan Banks governed and regulated by the Federal Housing Finance Agency. The Federal
Home Loan Banks serve as reserve or credit facilities for member institutions within their assigned regions. They are
funded primarily from proceeds derived from the sale of consolidated obligations of the FHLB system, and they make
loans (advances) to members in accordance with policies and procedures established by the FHLB system and the
board of directors of each regional FHLB.

FirstBank is a member of the FHLB of New York (FHLB-NY) and as such is required to acquire and hold shares
of capital stock in that FHLB for a certain amount, which is calculated in accordance with the requirements set forth in
applicable laws and regulations. FirstBank is in compliance with the stock ownership requirements of the FHLB-NY.
All loans, advances and other extensions of credit made by the FHLB-NY to FirstBank are secured by a portion of
FirstBank s mortgage loan portfolio, certain other investments and the capital stock of the FHLB-NY held by
FirstBank.

Ownership and Control

Because of FirstBank s status as an FDIC-insured bank, as defined in the Bank Holding Company Act, First
BanCorp, as the owner of FirstBank s common stock, is subject to certain restrictions and disclosure obligations under
various federal laws, including the Bank Holding Company Act and the Change in Bank Control Act (the CBCA ).
Regulations pursuant to the Bank Holding Company Act generally require prior Federal Reserve Board approval for
an acquisition of control of an insured institution (as defined in the Act) or holding company thereof by any person (or
persons acting in concert). Control is deemed to exist if, among other things, a person (or persons acting in concert)
acquires more than 25% of any class of voting stock of an insured institution or holding company thereof. Under the
CBCA, control is presumed to exist subject to rebuttal if a person (or persons acting in concert) acquires more than
10% of any class of voting stock and either (i) the corporation has registered securities under Section 12 of the
Securities Exchange Act of 1934, or (ii) no person will own, control or hold the power to vote a greater percentage of
that class of voting securities immediately after the transaction. The concept of acting in concert is very broad and also
is subject to certain rebuttable presumptions, including among others, that relatives, business partners, management
officials, affiliates and others are presumed to be acting in concert with each other and their businesses. The
regulations of the FDIC implementing the CBCA are generally similar to those described above.

The Puerto Rico Banking Law requires the approval of the OCIF for changes in control of a Puerto Rico bank. See

Puerto Rico Banking Law.
Standards for Safety and Soundness

The FDIA, as amended by FDICIA and the Riegle Community Development and Regulatory Improvement Act of
1994, requires the FDIC and the other federal bank regulatory agencies to prescribe standards of safety and soundness,
by regulations or guidelines, relating generally to operations and management, asset growth, asset quality, earnings,
stock valuation, and compensation. The FDIC and the other federal bank regulatory agencies adopted, effective
August 9, 1995, a set of guidelines prescribing safety and soundness standards pursuant to FDIA, as amended. The
guidelines establish general standards relating to internal controls and information systems, internal audit systems,
loan documentation, credit underwriting, interest rate exposure, asset growth and compensation, fees and benefits. In
general, the guidelines require, among other things, appropriate systems and practices to identify and manage the risks
and exposures specified in the guidelines. The guidelines prohibit excessive compensation as an unsafe and unsound
practice and describe compensation as excessive when the
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amounts paid are unreasonable or disproportionate to the services performed by an executive officer, employee,
director or principal shareholder.
Brokered Deposits

FDIC regulations adopted under the FDIA govern the receipt of brokered deposits by banks. Well-capitalized
institutions are not subject to limitations on brokered deposits, while adequately-capitalized institutions are able to
accept, renew or rollover brokered deposits only with a waiver from the FDIC and subject to certain restrictions on the
interest paid on such deposits. Undercapitalized institutions are not permitted to accept brokered deposits. As of
December 31, 2009, FirstBank was a well-capitalized institution and was therefore not subject to these limitations on
brokered deposits. The FDIC and other bank regulators may also exercise regulatory discretion to enforce limits on
the acceptance of brokered deposits if they have safety and soundness concerns as to an over reliance on such funding.

Puerto Rico Banking Law

As a commercial bank organized under the laws of the Commonwealth, FirstBank is subject to supervision,
examination and regulation by the Commonwealth of Puerto Rico Commissioner of Financial Institutions
( Commissioner ) pursuant to the Puerto Rico Banking Law of 1933, as amended (the Banking Law ). The Banking Law
contains provisions governing the incorporation and organization, rights and responsibilities of directors, officers and
stockholders as well as the corporate powers, lending limitations, capital requirements, investment requirements and
other aspects of FirstBank and its affairs. In addition, the Commissioner is given extensive rule-making power and
administrative discretion under the Banking Law.

The Banking Law authorizes Puerto Rico commercial banks to conduct certain financial and related activities
directly or through subsidiaries, including the leasing of personal property and the operation of a small loan business.

The Banking Law requires every bank to maintain a legal reserve which shall not be less than twenty percent
(20%) of its demand liabilities, except government deposits (federal, state and municipal) that are secured by actual
collateral. The reserve is required to be composed of any of the following securities or combination thereof: (1) legal
tender of the United States; (2) checks on banks or trust companies located in any part of Puerto Rico that are to be
presented for collection during the day following the day on which they are received; (3) money deposited in other
banks provided said deposits are authorized by the Commissioner, subject to immediate collection; (4) federal funds
sold to any Federal Reserve Bank and securities purchased under agreements to resell executed by the bank with such
funds that are subject to be repaid to the bank on or before the close of the next business day; and (5) any other asset

that the Commissioner identifies from time to time.
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The Banking Law permits Puerto Rico commercial banks to make loans to any one person, firm, partnership or
corporation, up to an aggregate amount of fifteen percent (15%) of the sum of: (i) the bank s paid-in capital; (ii) the
bank s reserve fund; (iii) 50% of the bank s retained earnings; subject to certain limitations; and (iv) any other
components that the Commissioner may determine from time to time. If such loans are secured by collateral worth at
least twenty five percent (25%) more than the amount of the loan, the aggregate maximum amount may reach one
third (33.33%) of the sum of the bank s paid-in capital, reserve fund, 50% of retained earnings and such other
components that the Commissioner may determine from time to time. There are no restrictions under the Banking
Law on the amount of loans that are wholly secured by bonds, securities and other evidence of indebtedness of the
Government of the United States, or of the Commonwealth of Puerto Rico, or by bonds, not in default, of
municipalities or instrumentalities of the Commonwealth of Puerto Rico. The revised classification of the
mortgage-related transactions as secured commercial loans to local financial institutions described in the Corporation s
restatement of previously issued financial statements (Form 10-K/A 2004) caused the mortgage-related transactions to
be treated as two secured commercial loans in excess of the lending limitations imposed by the Banking Law. In this
regard, FirstBank received a ruling from the Commissioner that results in FirstBank being considered in continued
compliance with the lending limitations. The Puerto Rico Banking Law authorizes the Commissioner to determine
other components which may be considered for purposes of establishing its lending limit, which components may lie
outside the traditional elements mentioned in Section 17. After consideration of other components, the Commissioner
authorized the Corporation to retain the secured loans to the two financial institutions as it believed that these loans
were secured by sufficient collateral to diversify, disperse and significantly diffuse the risks connected to such loans
thereby satisfying the safety and soundness considerations mandated by Section 28 of the Banking Law. In July 20009,
FirstBank entered into a transaction with one of the institutions to purchase $205 million in mortgage loans that served
as collateral to the loan to this institution.

The Banking Law prohibits Puerto Rico commercial banks from making loans secured by their own stock, and
from purchasing their own stock, unless such purchase is made pursuant to a stock repurchase program approved by
the Commissioner or is necessary to prevent losses because of a debt previously contracted in good faith. The stock
purchased by the Puerto Rico commercial bank must be sold by the bank in a public or private sale within one year
from the date of purchase.

The Banking Law provides that no officers, directors, agents or employees of a Puerto Rico commercial bank may
serve as an officer, director, agent or employee of another Puerto Rico commercial bank, financial corporation,
savings and loan association, trust corporation, corporation engaged in granting mortgage loans or any other
institution engaged in the money lending business in Puerto Rico. This prohibition is not applicable to the affiliates of
a Puerto Rico commercial bank.

The Banking Law requires that Puerto Rico commercial banks prepare each year a balance summary of their
operations, and submit such balance summary for approval at a regular meeting of stockholders, together with an
explanatory report thereon. The Banking Law also requires that at least ten percent (10%) of the yearly net income of
a Puerto Rico commercial bank be credited annually to a reserve fund. This credit is required to be done every year
until such reserve fund shall be equal to the total paid-in-capital of the bank.

The Banking Law also provides that when the expenditures of a Puerto Rico commercial bank are greater than
receipts, the excess of the expenditures over receipts shall be charged against the undistributed profits of the bank, and
the balance, if any, shall be charged against the reserve fund, as a reduction thereof. If there is no reserve fund
sufficient to cover such balance in whole or in part, the outstanding amount shall be charged against the capital
account and no dividend shall be declared until said capital has been restored to its original amount and the reserve
fund to twenty percent (20%) of the original capital.

The Banking Law requires the prior approval of the Commissioner with respect to a transfer of capital stock of a
bank that results in a change of control of the bank. Under the Banking Law, a change of control is presumed to occur
if a person or a group of persons acting in concert, directly or indirectly, acquire more than 5% of the outstanding
voting capital stock of the bank. The Commissioner has interpreted the restrictions of the Banking Law as applying to
acquisitions of voting securities of entities controlling a bank, such as a bank holding company. Under the Banking
Law, the determination of the Commissioner whether to approve a change of control filing is final and
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The Finance Board, which is composed of the Commissioner, the Secretary of the Treasury, the Secretary of
Commerce, the Secretary of Consumer Affairs, the President of the Economic Development Bank, the President of the
Government Development Bank, and the President of the Planning Board, has the authority to regulate the maximum
interest rates and finance charges that may be charged on loans to individuals and unincorporated businesses in Puerto
Rico. The current regulations of the Finance Board provide that the applicable interest rate on loans to individuals and
unincorporated businesses, including real estate development loans but excluding certain other personal and
commercial loans secured by mortgages on real estate properties, is to be determined by free competition.
Accordingly, the regulations do not set a maximum rate for charges on retail installment sales contracts, small loans,
and credit card purchases and set aside previous regulations which regulated these maximum finance charges.
Furthermore, there is no maximum rate set for installment sales contracts involving motor vehicles, commercial,
agricultural and industrial equipment, commercial electric appliances and insurance premiums.

International Banking Act of Puerto Rico ( IBE Act )

The business and operations of First BanCorp Overseas ( First BanCorp IBE , the IBE division of First BanCorp),
FirstBank International Branch ( FirstBank IBE , the IBE division of FirstBank) and FirstBank Overseas Corporation
(the IBE subsidiary of FirstBank) are subject to supervision and regulation by the Commissioner. Under the IBE Act,
certain sales, encumbrances, assignments, mergers, exchanges or transfers of shares, interests or participation(s) in the
capital of an international banking entity (an IBE ) may not be initiated without the prior approval of the
Commissioner. The IBE Act and the regulations issued thereunder by the Commissioner (the IBE Regulations ) limit
the business activities that may be carried out by an IBE. Such activities are limited in part to persons and assets
located outside of Puerto Rico.

Pursuant to the IBE Act and the IBE Regulations, each of First BanCorp IBE, FirstBank IBE and FirstBank
Overseas Corporation must maintain books and records of all its transactions in the ordinary course of business. First
BanCorp IBE, FirstBank IBE and FirstBank Overseas Corporation are also required thereunder to submit to the
Commissioner quarterly and annual reports of their financial condition and results of operations, including annual
audited financial statements.

The IBE Act empowers the Commissioner to revoke or suspend, after notice and hearing, a license issued
thereunder if, among other things, the IBE fails to comply with the IBE Act, the IBE Regulations or the terms of its
license, or if the Commissioner finds that the business or affairs of the IBE are conducted in a manner that is not
consistent with the public interest.

Puerto Rico Income Taxes

Under the Puerto Rico Internal Revenue Code of 1994 (the Code ), all companies are treated as separate taxable
entities and are not entitled to file consolidated tax returns. The Corporation, and each of its subsidiaries are subject to
a maximum statutory corporate income tax rate of 39% or an alternative minimum tax ( AMT ) on income earned from
all sources, whichever is higher. The excess of AMT over regular income tax paid in any one year may be used to
offset regular income tax in future years, subject to certain limitations. The Code provides for a dividend received
deduction of 100% on dividends received from wholly owned subsidiaries subject to income taxation in Puerto Rico
and 85% on dividends received from other taxable domestic corporations.

On March 9, 2009, the Puerto Rico Government approved Act No. 7 (the Act ), to stimulate Puerto Rico s economy
and to reduce the Puerto Rico Government s fiscal deficit. The Act imposes a series of temporary and permanent
measures, including the imposition of a 5% surtax over the total income tax determined, which is applicable to
corporations, among others, whose combined income exceeds $100,000, effectively resulting in an increase in the
maximum statutory tax rate from 39% to 40.95%. This temporary measure is effective for tax years that commenced
after December 31, 2008 and before January 1, 2012.

In computing the interest expense deduction, the Corporation s interest deduction will be reduced in the same
proportion that the average exempt assets bear to the average total assets. Therefore, to the extent that the Corporation
holds certain investments and loans that are exempt from Puerto Rico income taxation, part of its interest expense will
be disallowed for tax purposes.
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The Corporation has maintained an effective tax rate lower than the maximum statutory tax rate of 40.95% during
2009 mainly by investing in government obligations and mortgage-backed securities exempt from U.S. and Puerto
Rico income tax combined with income from the IBE units of the Corporation and the Bank and the Bank s subsidiary,
FirstBank Overseas Corporation. The IBE, and FirstBank Overseas Corporation were created under the IBE Act,
which provides for Puerto Rico tax exemption on net income derived by IBEs operating in Puerto Rico (except for
year tax years commenced after December 31, 2008 and before January 1, 2012, in which all IBE s are subject to the
special 5% tax on their net income not otherwise subject to tax pursuant to the PR Code, as provided by Act. No. 7).
Pursuant to the provisions of Act No. 13 of January 8, 2004, the IBE Act was amended to impose income tax at
regular rates on an IBE that operates as a unit of a bank, to the extent that the IBE net income exceeds 20% of the
bank s total net taxable income (including net income generated by the IBE unit) for taxable years that commenced on
July 1, 2005, and thereafter. These amendments apply only to IBEs that operate as units of a bank; they do not impose
income tax on an IBE that operates as a subsidiary of a bank.

United States Income Taxes

The Corporation is also subject to federal income tax on its income from sources within the United States and on
any item of income that is, or is considered to be, effectively connected with the active conduct of a trade or business
within the United States. The U.S. Internal Revenue Code provides for tax exemption of portfolio interest received by
a foreign corporation from sources within the United States; therefore, the Corporation is not subject to federal income
tax on certain U.S. investments which qualify under the term portfolio interest .

Insurance Operations Regulation

FirstBank Insurance Agency is registered as an insurance agency with the Insurance Commissioner of Puerto Rico
and is subject to regulations issued by the Insurance Commissioner relating to, among other things, licensing of
employees, sales, solicitation and advertising practices, and by the FED as to certain consumer protection provisions
mandated by the GLB Act and its implementing regulations.

Community Reinvestment

Under the Community Reinvestment Act ( CRA ), federally insured banks have a continuing and affirmative
obligation to meet the credit needs of their entire community, including low- and moderate-income residents,
consistent with their safe and sound operation. The CRA does not establish specific lending requirements or programs
for financial institutions nor does it limit an institution s discretion to develop the type of products and services that it
believes are best s