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 Indicate the number of shares outstanding of each of the registrant’s classes of common stock, as of the latest
practicable date: 217,238,369 shares as of February 15, 2019.

Documents incorporated by reference: Portions of the definitive proxy statement relating to the registrant’s annual
meeting of stockholders scheduled to be held on May 16, 2019 are incorporated by reference in this Form 10-K in
response to items 10, 11, 12, 13 and 14 of Part III. 
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Forward Looking Statements

This Form 10-K contains forward-looking statements within the meaning of Section 27A of the Securities Act of
1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as amended (the
“Exchange Act”), which are subject to the safe harbor created by such sections. When used in this Form 10-K or future
filings by First BanCorp. (the “Corporation,” “we,” “us,” or “our”) with the U.S. Securities and Exchange Commission (the
“SEC”), in the Corporation’s press releases or in other public or stockholder communications made by the Corporation,
or in oral statements made on behalf of the Corporation with the approval of an authorized executive officer, the
words or phrases “would,” “intends,” “will likely result,” “expect,” “should,” “anticipate,” “look forward,” “believes,” and other terms
of similar meaning or import in connection with any discussion of future operating, financial or other performance are
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 to advise readers that these forward-looking statements are not guarantees of
future performance and involve certain risks, uncertainties, estimates, and assumptions by us that are difficult to
predict.  Various factors, some of which are beyond our control, could cause actual results to differ materially from
those expressed in, or implied by, such forward-looking statements. 

Factors that could cause results to differ from those expressed in the Corporation’s forward-looking statements include,
but are not limited to, risks described or referenced below in Part I, Item 1A, “Risk Factors” and the following:

•          changes in economic and business conditions, including those caused by past or future natural disasters, that
directly or indirectly affect the financial health of the Corporation’s customer base in the geographic areas we serve;

•          the actual pace and magnitude of economic recovery in the Corporation’s service areas that were affected by
Hurricanes Irma and Maria during 2017 compared to management’s current views on the economic recovery;

•          uncertainty as to the ultimate outcomes of actions taken, or those that may be taken, by the Puerto Rico
government, or the oversight board established by the Puerto Rico Oversight, Management, and Economic Stability
Act (“PROMESA”) to address the Commonwealth of Puerto Rico’s financial problems, including the filing of a form of
bankruptcy under Title III of PROMESA, which provides a court debt restructuring process similar to U.S. bankruptcy
protection, and the effects of measures included in the Puerto Rico government fiscal plan, or any revisions to it, on
our clients and loan portfolios;
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•          uncertainty about whether the Federal Reserve Bank of New York (the “New York FED” or “Federal Reserve”)
will continue to provide approvals for receiving dividends from FirstBank Puerto Rico (“FirstBank” or the “Bank”),
making payments of dividends on non-cumulative perpetual preferred stock and common stock, or payments on
trust-preferred securities or subordinated debt, incurring, increasing or guaranteeing debt or repurchasing any capital
securities, despite the consents that have enabled the Corporation to receive quarterly dividends from FirstBank since
the second quarter of 2016, to pay quarterly interest payments on the Corporation’s subordinated debentures associated
with its trust-preferred securities since the second quarter of 2016, to pay monthly dividends on the non-cumulative
perpetual preferred stock since December 2016, and to pay quarterly dividends on common stock since December
2018;

•          a decrease in demand for the Corporation’s products and services resulting in lower revenues and earnings
because of the continued economic recession in Puerto Rico;

•          uncertainty as to the availability of certain funding sources, such as brokered certificates of deposit (“brokered
CDs”);

•          the Corporation’s reliance on brokered CDs to fund operations and provide liquidity;

•          the risk of not being able to fulfill the Corporation’s cash obligations in the future due to the Corporation’s need
to receive regulatory approvals to declare or pay any dividends and to take dividends or any other form of payment
representing a reduction in capital from FirstBank or FirstBank’s failure to generate sufficient cash flow to make a
dividend payment to the Corporation;

•          the weakness of the real estate markets and of the consumer and commercial sectors and their impact on the
credit quality of the Corporation’s loans and other assets, which have contributed and may continue to contribute to,
among other things, high levels of non-performing assets, charge-offs and provisions for loan and lease losses, and
may subject the Corporation to further risk from loan defaults and foreclosures;

•          the ability of FirstBank to realize the benefits of its net deferred tax assets;

3 
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•          adverse changes in general economic conditions in Puerto Rico, the United States (“U.S.”), the U.S. Virgin
Islands (“USVI”), and the British Virgin Islands (“BVI”), including the interest rate environment, market liquidity,
housing absorption rates, real estate prices, and disruptions in the U.S. capital markets, which may reduce interest
margins, affect funding sources and demand for all of the Corporation’s products and services, and reduce the
Corporation’s revenues and earnings and the value of the Corporation’s assets;

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

•          the risk that additional portions of the unrealized losses in the Corporation’s investment portfolio are
determined to be other-than-temporary, including additional impairments on the Corporation’s remaining $8.2 million
exposure to Puerto Rico government’s debt securities held as part of the available-for-sale securities portfolio;

•          uncertainty about legislative, tax or regulatory changes that affect financial services companies in Puerto Rico,
the U.S., the USVI and the BVI, which could affect the Corporation’s financial condition or performance and could
cause the Corporation’s actual results for future periods to differ materially from prior results and anticipated or
projected results;

•          changes in the fiscal and monetary policies and regulations of the U.S. federal government and the Puerto Rico
and other governments, including those determined by the Board of the Governors of the Federal Reserve System (the
“Federal Reserve Board”), the New York FED, the Federal Deposit Insurance Corporation (the “FDIC”),
government-sponsored housing agencies, and regulators in Puerto Rico and the USVI and BVI;

•          the risk of possible failure or circumvention of controls and procedures and the risk that the Corporation’s risk
management policies may not be adequate;

•          the Corporation’s ability to identify and address cyber-security risks such as data security breaches, malware,
“denial of service” attacks, “hacking” and identify theft, a failure of which could disrupt our business and result in the
disclosure of and/or misuse or misappropriation of confidential or proprietary information, disruption or damage to
our systems, increased costs, losses or adverse effect to our reputation;

•          the risk that the FDIC may increase the deposit insurance premium and/or require special assessments to
replenish its insurance fund, causing an additional increase in the Corporation’s non-interest expenses;
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•          the impact on the Corporation’s results of operations and financial condition of acquisitions and dispositions;

•          a need to recognize impairments on the Corporation’s financial instruments, goodwill and other intangible
assets relating to acquisitions;

•          the effect of a continued rising interest rate scenario on the Corporation’s businesses, business practices and
results of operations;

•          the risk that the impact of the occurrence of any of these uncertainties on the Corporation’s capital would
preclude further growth of the Bank and preclude the Corporation’s Board of Directors from declaring dividends;

•          uncertainty as to whether FirstBank will be able to continue to satisfy its regulators regarding, among other
things, its asset quality, liquidity plans, maintenance of capital levels and compliance with applicable laws,
regulations, and related requirements; and

•          general competitive factors and industry consolidation.

The Corporation does not undertake, and specifically disclaims any obligation, to update any “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 refer to Item 1A. Risk Factors, in this Annual Report on Form 10-K, for a discussion of these factors
and certain risks and uncertainties to which the Corporation is subject.
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PART I

First BanCorp., 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” or “the registrant.”

Item 1. Business 

GENERAL

First BanCorp. is a publicly owned financial holding company that is subject to regulation, supervision and
examination by Federal Reserve Board.  The Corporation was incorporated under the laws of the Commonwealth of
Puerto Rico to serve as the bank holding company for FirstBank. The Corporation is a full service provider of
financial services and products with operations in Puerto Rico, the U.S., the USVI and the BVI. As of December 31,
2018, the Corporation had total assets of $12.2 billion, total deposits of $9.0 billion, and total stockholders’ equity of
$2.0 billion.

The Corporation provides a wide range of financial services for retail, commercial and institutional clients. As of
December 31, 2018, the Corporation controlled two wholly-owned subsidiaries: FirstBank and FirstBank Insurance
Agency, Inc. (“FirstBank Insurance Agency”). FirstBank is a Puerto Rico-chartered commercial bank, and FirstBank
Insurance Agency is a Puerto Rico-chartered insurance agency.

FirstBank is subject to the supervision, examination and regulation of both the Office of the Commissioner of
Financial Institutions of Puerto Rico (“OCIF”) and the FDIC.  Deposits are insured through the FDIC Deposit Insurance
Fund. In addition, within FirstBank, the Bank’s USVI operations are subject to regulation and examination by the
United States Virgin Islands Banking Board; its BVI operations are subject to regulation by the British Virgin Islands
Financial Services Commission; and its operations in the state of Florida are subject to regulation and examination by
the Florida Office of Financial Regulation. The Consumer Financial Protection Bureau (“CFPB”) regulates FirstBank’s
consumer financial products and services.  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 four
offices in Puerto Rico, and two offices in the USVI and the BVI.

As of December 31, 2018, FirstBank conducts its business through its main office located in San Juan, Puerto Rico, 46
banking branches in Puerto Rico, 11 banking branches in the USVI and the BVI, and 10 banking branches in the state
of Florida (USA). As of December 31, 2018, FirstBank has 6 wholly owned subsidiaries with operations in Puerto
Rico: First Federal Finance Corp. (d/b/a Money Express La Financiera), a finance company specializing in the
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origination of small loans with 28 offices in Puerto Rico; First Management of Puerto Rico, a domestic corporation,
which holds tax-exempt assets; FirstBank Puerto Rico Securities, Corp. (“FirstBank Securities”), a subsidiary formerly
engaged in broker-dealer activities; FirstBank Overseas Corporation, an international banking entity organized under
the International Banking Entity Act of Puerto Rico; and two other companies that hold and operate certain other real
estate owned (“OREO”) properties. On August 1, 2018, the Bank’s Board of Directors approved a resolution to dissolve
the broker-dealer subsidiary FirstBank Securities. Accordingly, FirstBank Securities filed the required Form BDW for
the withdrawal of its registration from the SEC and the Financial Industry Regulatory Authority and its license to
operate as broker-dealer was terminated effective September 30, 2018. Management is in the process of completing
the dissolution of FirstBank Securities as a legal entity under the state laws.

BUSINESS SEGMENTS

The Corporation has six reportable segments: Commercial and Corporate Banking; Consumer (Retail) Banking;
Mortgage Banking; Treasury and Investments; United States Operations; and Virgin Islands Operations. These
segments are described below as well as in Note 35, “Segment Information,” to the consolidated financial statements for
the year ended December 31, 2018 included in Item 8 of this Form 10-K.
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Commercial and Corporate Banking

The Commercial and Corporate Banking segment consists of the Corporation’s lending and other services for large
customers represented by specialized and middle-market clients and the public sector in Puerto Rico. FirstBank has
developed expertise in a wide variety of industries. The Commercial and Corporate Banking segment offers
commercial loans, including commercial real estate and construction loans, and floor plan financings, as well as other
products, such as cash management and business management services. A substantial portion of the commercial and
corporate banking portfolio is secured by the underlying value of the real estate collateral and the personal guarantees
of the borrowers.  This segment also includes the Corporation’s broker-dealer activities.

Consumer (Retail) Banking

The Consumer (Retail) Banking segment consists of the Corporation’s consumer lending and deposit-taking activities
conducted mainly through FirstBank’s branch network in Puerto Rico. Loans to consumers include auto, boat and
personal loans, credit cards, and lines of credit.  Deposit products include interest-bearing and non-interest bearing
checking and savings accounts, Individual Retirement Accounts (IRA) and retail certificates of deposit (“retail CDs”).
Retail deposits gathered through each branch of FirstBank’s retail network serve as one of the funding sources for the
lending and investment activities. Other activities included in this operating segment are finance leases and insurance
agency activities in Puerto Rico.

Mortgage Banking

These operations consist of the origination, sale, and servicing of a variety of residential mortgage loan products and
related hedging activities in Puerto Rico. Originations are sourced through different channels, such as FirstBank
branches and purchases from mortgage bankers, and in association with new project developers.  The Mortgage
Banking segment focuses on originating residential real estate loans, some of which conform to Federal Housing
Administration (the “FHA”), Veterans Administration (the “VA”) and Rural Development (the “RD”) standards. Loans
originated that meet the FHA’s standards qualify for the FHA’s insurance program whereas loans that meet the
standards of the VA and RD are guaranteed by those respective federal agencies.

Mortgage loans that do not qualify under these programs are commonly referred to as conventional loans.
Conventional real estate loans can be conforming or 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 those 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 through a faster and simpler process and at competitive prices.  The Mortgage Banking
segment also acquires and sells mortgages in the secondary markets. Residential real estate conforming loans are sold
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to investors like FNMA and FHLMC. Most of the Corporation’s residential mortgage loan portfolio consists of
fixed-rate, fully amortizing, full documentation loans. The Corporation has commitment authority to issue
Government National Mortgage Association (“GNMA”) mortgage-backed securities. Under this program, the
Corporation has been selling FHA/VA mortgage loans into the secondary market since 2009.

Treasury and Investments

The Treasury and Investments segment is responsible for the Corporation’s treasury and investment management
functions. The treasury function, which includes funding and liquidity management, lends funds to the Commercial
and Corporate Banking, Mortgage Banking, and the Consumer (Retail) Banking segments to finance their respective
lending activities and borrows from those segments. Funds not gathered by the different business units are obtained by
the Treasury function through wholesale channels, such as brokered deposits, advances from the Federal Home Loan
Bank (“FHLB”), and repurchase agreements involving investment securities, among others.
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United States Operations

The United States Operations segment consists of all banking activities conducted by FirstBank on the U.S. mainland.
FirstBank provides a wide range of banking services to individual and corporate customers, primarily in southern
Florida through 10 banking branches. The United States Operations segment offers an array of both consumer and
commercial banking products and services. Consumer banking products include checking, savings and money market
accounts, retail CDs, internet banking services, residential mortgages, home equity loans, lines of credit, and
automobile loans. Retail deposits, as well as FHLB advances and brokered CDs assigned to this operation, serve as
funding sources for its lending activities. Deposits gathered through FirstBank’s branches in the U.S. also serve as one
of the funding sources for lending and investment activities in Puerto Rico.

The commercial banking services include checking, savings and money market accounts, retail CDs, internet banking
services, cash management services, remote data capture, and automated clearing house, or ACH, transactions.  Loan
products include the traditional commercial and industrial and commercial real estate products, such as lines of credit,
term loans and construction loans. 

Virgin Islands Operations

The Virgin Islands Operations segment consists of all banking activities conducted by FirstBank in the USVI and the
BVI, including retail and commercial banking services, with a total of 11 banking branches serving the islands in the
USVI of St. Thomas, St. Croix, and St. John, and the island of Tortola in the BVI. The Virgin Islands Operations
segment is driven by its consumer, commercial lending and deposit-taking activities. 

Loans to consumers include auto, boat, lines of credit, and personal and residential mortgage loans.  Deposit products
include interest-bearing and non-interest bearing checking and savings accounts, IRAs, and retail CDs.  Retail
deposits gathered through each branch serve as the funding sources for its own lending activities.

Employees

As of February 1, 2019, the Corporation and its subsidiaries had 2,643 full-time equivalent employees. None of its
employees is represented by a collective bargaining group. The Corporation considers its employee relations to be
good.
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SIGNIFICANT EVENTS SINCE THE BEGINNING OF 2018

Continuing effects of natural disasters affecting First BanCorp.

Two strong hurricanes affected the Corporation’s service areas during September 2017. The following summarizes the
more significant continuing financial repercussions of these natural disasters for the Corporation and for its major
subsidiary, FirstBank.

Credit Quality and Allowance for Loan and Lease Losses

Relationship officers have continued to closely monitor the performance of hurricane-affected commercial loan
customers during 2018. Information provided by these commercial loan officers and statistics on the performance of
consumer and residential credits were factored into the determination of the allowance for loan and lease losses as of
December 31, 2018. Although the identification and evaluation of hurricane-affected credits has been completed,
management’s assessment of the hurricanes’ effect is still subject to uncertainties, both those specific to some individual
customers, such as the resolution of insurance claims, and those applicable to the overall economic prospects of the
hurricane-affected areas as a whole. During 2018, the Corporation recorded a net loan loss reserve release of
approximately $16.9 million in connection with revised estimates associated with the effects of the hurricanes. The
revised estimates were primarily attributable to updated assessments of financial performance and repayment
prospects of certain individually-assessed commercial credits, updated payment patterns and probability of default
credit risk analyses applied to consumer borrowers, and lower reserve requirements resulting from payments received
during 2018 that reduced the balance of the consumer and residential mortgage loan portfolios outstanding on the
dates of the hurricanes.   In addition, during 2018, consumer loan charge-offs totaling $10.9 million were taken
against previously established hurricane-related qualitative reserves. These charge offs were directly linked to the
performance of consumer borrowers that were subject to payment deferral programs.
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As of December 31, 2018, the hurricane-related qualitative allowance amounted to $19.2 million (December 31, 2017
- $55.6 million). The Corporation’s approach to estimating the hurricanes’ impact on credit quality is presented in Note
1, “Nature of Business and Summary of Significant Accounting Policies – Allowance for Loan and Lease Losses,” to the
consolidated financial statements included in Item 8 of this Form 10-K. 

Disaster Response Plan Costs, Casualty Losses and Related Insurance

The Corporation has incurred a variety of costs to operate in disaster response mode, and some facilities and their
contents, including certain OREO properties, were damaged by the storms.  The Corporation maintains insurance for
casualty losses, as well as for reasonable and necessary disaster response costs and certain revenue lost through
business interruption. Insurance claim receivables were established for some of the individual costs, when incurred,
based on management’s understanding of the underlying coverage and when realization of the claim was deemed
probable. During 2018, the Corporation reached settlement on certain insurance claims arising from the hurricanes. As
a result, the Corporation received insurance proceeds of approximately $6.8 million, primarily related to repairs and
maintenance costs incurred on some facilities, including certain OREO properties, $1.0 million related to recoveries of
disaster response costs, and $0.8 million related to a loan receivable fully charged-off in prior periods. Recoveries
from insurance proceeds in excess of losses incurred, amounting to $0.5 million for 2018, were recognized as a gain
from insurance proceeds. As of December 31, 2018, the Corporation still had an insurance claim receivable of $3.4
million. Management also believes that there is a possibility that some gains will be recognized with respect to
casualty and lost revenue claims in future periods, but this is contingent on reaching agreement on the Corporation’s
claims with the insurance carriers.

Liquidity Management

The Corporation experienced rapid accumulation of deposits after the hurricanes in the fourth quarter of 2017 and
during 2018. Total deposits as of December 31, 2018, excluding brokered CDs, increased $567.0 million from
December 31, 2017 and $928.5 million since September 30, 2017.  The most significant increase was in
non-interest-bearing demand deposits, which grew 31%, or $561.8 million, from December 31, 2017 and 51%, or
$809.3 million, since September 30, 2017.  Hurricane-related factors, such as the effect of disaster relief funds and
settlements of insurance claims, contributed to this growth.  Although management expects the balances accumulated
by deposit customers in the hurricane-affected areas to reduce over time, it is difficult to predict when and to what
degree, and there may be further growth as insurance claims are resolved and additional disaster-recovery funds are
distributed.

Repurchase of Trust-Preferred Securities

During the first quarter of 2018, the Corporation completed the repurchase of $23.8 million of trust-preferred
securities of the FBP Statutory Trust I that were auctioned in a public sale at which the Corporation was invited to
participate. The Corporation repurchased and cancelled the repurchased trust-preferred securities, which resulted in a
commensurate reduction in the related Floating Rate Junior Subordinated Debenture. The Corporation’s winning bid
equated to 90% of the $23.8 million par value. The 10% discount resulted in a gain of approximately $2.3 million,
which is reflected in the consolidated statement of income as a “Gain on early extinguishment of debt.”
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Transfer of Nonaccrual Loans Held for Investment to Held for Sale and Sales of Nonaccrual Loans

During the first and third quarters 2018, the Corporation transferred $74.4 million in nonaccrual commercial and
construction loans to held for sale. The aggregate recorded investment in these loans of $96.6 million was written
down to $74.4 million, which resulted in charge-offs of $22.2 million, of which $6.5 million was taken against
previously-established reserves for loan losses, resulting in a charge to the provision for loan and lease losses of $15.7
million in 2018.  Approximately $57.2 million of the nonaccrual commercial and construction loans transferred to
loans held for sale were eventually sold during the second, third and fourth quarters of 2018, resulting in an additional
net loss of $2.7 million recorded as part of “other non-interest income” in the consolidated statement of income.
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U.S. Department of Treasury exercised warrant

On May 17, 2018, the U.S. Department of Treasury (the “U.S. Treasury”) exercised its warrant to purchase 1,285,899
shares of the Corporation’s common stock on a cashless basis, resulting in the issuance of 730,571 shares of common
stock.

Reinstatement of quarterly cash common stock dividends

On November 14, 2018, for the first time since June 2009, the Corporation’s Board of Directors, after receiving
regulatory approval, declared a quarterly cash dividend of $0.03 per common share, which was paid on December 14,
2018, to common stockholders of record on November 30, 2018. Total cash dividends paid on shares of common
stock amounted to $6.5 million for 2018 (or a dividend payout ratio per share of 6.46% for the fourth quarter of 2018).
The Corporation has received regulatory approval to pay quarterly dividends on common stock through December
2019, subject to conditions established in the agreement with regulators. Thereafter, the Corporation intends to request
approval in future periods to continue quarterly dividend payments on common stock.

Partial Reversal of Deferred Tax Assets Valuation Allowance

The Corporation recognized an income tax benefit of $63.2 million in the fourth quarter of 2018 related to the partial
reversal of the valuation allowance recorded against the deferred tax assets of its bank subsidiary, FirstBank.  The
Corporation concluded that, as of December 31, 2018, it is more likely than not that FirstBank will generate sufficient
taxable income within the applicable net operating loss carry-forward periods to partially realize its deferred tax assets
related to net operating loss carryforwards (“NOLs”) in Puerto Rico.

This conclusion, and the resulting partial reversal of the deferred tax asset valuation allowance, is based upon
consideration of a number of factors, including, among others,: (i) a three-year cumulative income position; (ii)
sustained periods of profitability following the hurricane events in 2017; and (iii) forecasts of future profitability,
under several potential scenarios that support the partial utilization of NOLs prior to their expiration between 2021
through 2024.  As a result of the partial reversal, the Corporation’s deferred tax asset amounted to $319.9 million as of
December 31, 2018 (net of a valuation allowance of $100.7 million, including a valuation allowance of $68.1 million
against the deferred tax assets of the Corporation’s banking subsidiary, FirstBank).  See Note 26, “Income Taxes,” in
Item 8 of the consolidated financial statements included in Item 8 of this Form 10-K for a detailed discussion on the
Corporation’s deferred tax assets and the respective valuation allowance. 
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Puerto Rico Government Fiscal Situation, Government Actions, and the Corporation’s exposure to the Puerto
Rico Government

A significant portion of our financial activities and credit exposure is concentrated in the Commonwealth of Puerto
Rico, which has been in an economic recession since 2006 that has been exacerbated by the effects of Hurricanes Irma
and Maria in 2017.  The New Fiscal Plan approved by the PROMESA oversight board, as revised on October 23,
2018 (the “New Fiscal Plan”), projects a contraction in Puerto Rico’s gross national product of 8.0% for fiscal year 2018,
followed by projected growths of 7.9% and 5.5% for fiscal years 2019 and 2020, respectively. Such projected growth
was based on an assumption that over $82 billion of disaster relief funding will enter the economy of Puerto Rico
from federal and private sources. Of the total disaster relief funding of $82 billion, estimated amounts of
approximately $66 billion are to be used for public assistance, $3 billion for individual assistance, $8 billion for
private and business insurance pay outs, and $5 billion is related to other federal funding. On July 30, 2018, HUD
approved a $1.5 billion disaster recovery plan submitted by the Puerto Rico government that primarily focuses on the
restoration of damaged and destroyed homes, businesses and infrastructure.  The disaster recovery action plan
includes the following activities: (i) housing ($1 billion) – for rebuilding and repairs of damaged properties, rental
assistance, and appliances; (ii) economic revitalization ($145 million) – for eligible businesses to help-revitalize the
post-disaster economy, including through grants; and (iii) infrastructure ($100 million) – for repairs of the damaged
infrastructure in Puerto Rico. In February 2019, the Puerto Rico governor announced that HUD authorized the
disbursement and use of funds approved through the aforementioned disaster recovery plan.  
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The Puerto Rico Economic Activity Index (the “EDB-EAI”) in November 2018 was 120.3, close to pre-hurricane levels
of 122.1 in August 2017, and a 21.5% growth compared to post-hurricane levels of 99.0 in November 2017, mainly
related to interruption of the electric energy system in 2017 due to hurricanes Irma and Maria. The EDB-EAI is a
coincident index of economic activity for Puerto Rico made up of four indicators (non-farm payroll employment,
electric power generation, cement sales and gasoline consumption). The cement sales for November 2018 totaled 1.2
million of 94-pound bags, an increase of 6.3% over the prior month, and an annual increase of 64.3%. Estimated
gasoline consumption in November 2018 was 78.1 million gallons, a 2.8% decrease when compared with October
2018, and a decrease of 6.7% compared to the same period in 2017.  Electric power generation for November 2018
totaled 1,532.5 million kilowatt-hours, an increase of 3.3% over the prior month, and an annual increase of 94.7%
compared with the same period in 2017. The revised version of the New Fiscal Plan projects that the hurricanes will
create a spike in inflation of 1.6% in fiscal year 2018, with subsequent average increases of about 1.49% over the next
six years, until fiscal year 2023.  The seasonally adjusted unemployment rate in Puerto Rico was 8.3% in December
2018, compared to 11.0% in December 2017.  The Puerto Rico labor force participation rate was 40.8% as of
December 2018.  The average of the labor force participation rate in Puerto Rico was 45.05% from 1990 until 2017,
reaching an all-time high of 49.80% in February of 2007 and a record low of 38.6% in October of 2017.  Based on
information published by the Puerto Rico government, the labor force estimate was 1.1 million people as of December
2018, a reduction of 1.4% when compared with December 2017. The New Fiscal Plan reflects a 5.5% decline in
population by fiscal year 2023. 

 Based on information published by the Puerto Rico Treasury, the net revenues of the Puerto Rico government’s
General Fund in November 2018 totaled $556.9 million, which was $16.8 million less than in November 2017, and
$25.5 million over projections of the New Fiscal Plan.  The net revenue to the General Fund for the first five months
of fiscal year ending June 30, 2019 totaled $3,540.2 million, an increase of $611.8 million, compared with the same
period of the previous fiscal year.

Government Development Bank for Puerto Rico Liquidation Plan

On July 14, 2017, the PROMESA oversight board authorized the Government Development Bank for Puerto Rico (the
“GDB”) to pursue the restructuring of its debts under Title VI of PROMESA and conditionally certified the GDB’s
Restructuring Support Agreement (“RSA”) under the relevant provisions of Title VI.  The PROMESA oversight board’s
decision was in response to a request from Puerto Rico’s Fiscal Agency and Financial Advisory Authority, dated June
30, 2017, in which the agency noted that the proposed restructuring, along with certain related settlements
contemplated by the RSA, will result in an efficient wind down of the GDB’s operations and a comprehensive financial
restructuring of the GDB’s obligations. The RSA provides for the organized and consensual restructuring of a
substantial portion of the GDB’s liabilities, including the GDB public bonds, deposit claims by municipalities and
certain non-public entities, and claims under certain GDB-issued letters of credit and guarantees. In exchange for
releasing the GDB from liability relating to these claims, the claim-holders will receive new bonds to be issued by a
new entity.

On April 20, 2018, the PROMESA oversight board approved the new GDB fiscal plan. The new GDB fiscal plan
authorizes the recently amended terms of RSA. It also paves the way for the GDB’s operational wind-down, provides
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for a simplified transaction structure, and ensures equal treatment of creditors. It also offers municipalities offset
rights against their deposit claims.

New Fiscal Plan

The New Fiscal Plan approved by the PROMESA oversight board, uses a six-year horizon and projects a 5.5% decline
in population by fiscal year 2023.  In addition, the revised New Fiscal Plan established an annual emergency reserve
of $130 million for 10 years. As mentioned above, it also assumes $82 billion in disaster relief funding and projects
that a $30 billion surplus will be generated through fiscal year 2033. The New Fiscal Plan includes a series of
structural reforms in areas, such as: (i) human capital and labor; (ii) ease of doing business; (iii) power sector reform;
and (iv) infrastructure reform.  The New Fiscal Plan also proposes fiscal measures projected to drive $12.4 billion in
increased revenues and reduced expenditures through fiscal year 2023 and projects that structural reforms will drive a
cumulative 1.21% increase in growth by Fiscal year 2058.
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Commonwealth of Puerto Rico Budget

On May 10, 2018, the Puerto Rico governor proposed the Commonwealth of Puerto Rico’s budget for fiscal year
2018-2019. The proposed consolidated budget amounts to $25.3 billion and comes from the following sources:

•    $8.7 billion from General Fund

•    $8.1 billion from Federal Funds

•    $7.5 billion from Revenue Funds

•    $0.4 billion from Special State Funds

•    $0.6 billion from Other Governmental Funds

The recommended General Fund budget amounted to $8.7 billion, a net decrease of $0.8 billion when compared with
the budget approved for the fiscal year 2017-2018. On the other hand, the Federal Funds budgeted amount in the
proposed budget shows an increase of $1.8 billion or 28% more compared with the budget for fiscal year 2017-2018.
However, the PROMESA oversight board concluded that the proposed Commonwealth of Puerto Rico budget for
fiscal year 2018-2019 does not comply with the Fiscal Plan approved on April 19, 2018.   On June 29, 2018, the
PROMESA oversight board stated that, because of the Puerto Rico government’s failure to enact labor reform,
including the repeal of the law on unjustified work dismissals ( Law 80), it had certified a new revised version of the
New Fiscal Plan that reflects, among others changes, a reduction of the projected 30-year surplus of the central
government to $14.4 billion from the previous projection between $39 billion to $40 billion, the elimination of
Christmas bonuses for public employees, and lower funding for infrastructure and municipalities.

On June 30, 2018, the PROMESA oversight board certified a revised budget for fiscal year 2019 that outlines
expenditures of $8.8 billion from the General Fund and $20.7 billion from the consolidated budget.

On July 5, 2018, the Puerto Rico government filed a lawsuit seeking declaratory judgment that clarifies the
PROMESA oversight board’s power over the Commonwealth’s budget.

On August 7, 2018, the U.S. District Judge Laura Taylor Swain ruled that the PROMESA oversight board has the
power to enforce fiscal discipline through the budgetary process, but lacks authority to demand changes in laws.

Puerto Rico Tax Reform of 2018 – Law Act 257
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On December 10, 2018, the Governor of Puerto Rico signed into Law Act 257 (the “Puerto Rico Tax Reform of 2018”
or “Act 257”), which amends numerous provisions of the Puerto Rico Internal Revenue Code of 2011, including, among
others, (i) a reduction in the Puerto Rico corporate tax rate from 39% to 37.5%; (ii) an increase in the net operating
and capital losses usage limitation from 80% to 90%; (iii) amendments to the provisions related to “pass-through”
entities that provide that corporations that own 50% or more of a partnership will not be able to claim a current or
carryover non partnership NOL deduction against a partnership distributable share, and (iv) other limitations on
certain deductions such as meals and entertainment deductions.  As a result of the enactment of Act 257, the
Corporation recorded in the fourth quarter of 2018 a one-time charge to income tax expense of $9.9 million related to
the remeasurement of the Corporation’s deferred tax assets arising from the aforementioned decrease in the maximum
statutory tax rate in Puerto Rico from 39% to 37.5% (net of the $5.6 million related impact in the valuation
allowance). The PROMESA oversight board expressed concerns regarding certain provisions of Act 257. In
particular, the PROMESA oversight board indicated that it has not received enough evidence from the Puerto Rico
government to conclude that Act 257 will not negatively impact the Puerto Rico government’s fiscal Plan. It has not
yet been determined whether Act 257 will be further amended to accommodate any mandate from the PROMESA
oversight board.   The PROMESA oversight board issued a letter to the Governor of Puerto Rico on December 27,
2018 stating that Act 257 is not in compliance with PROMESA with respect to Articles 132 through 163, regarding
the video lottery terminals (VLTs) that operate outside casinos in Puerto Rico.
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The Third Amended Title III Plan of Adjustment (the “COFINA plan”)

On February 4, 2019, the U.S. District Judge Laura Taylor Swain, approved the COFINA plan, a restructuring
agreement for bondholders of debt issued by the Puerto Rico Sales Tax Financing Corporation (“COFINA,” by its
Spanish acronym). The COFINA plan restructures $18.0 billion of COFINA debt, which represents 24% of Puerto
Rico’s funded debt. In addition, the COFINA plan reduced the annual cash flow to COFINA from a maximum of $1.8
billion to $992 million and provides to the Government of Puerto Rico an average annual savings of $425 million for
the next 40 years.

Recent Developments

On February 15, 2019, the U.S. Court of Appeals for the First Circuit held that members of the PROMESA oversight
board created by PROMESA are “Officers of the Unites States” subject to the U.S. Constitution’s Appointments Clause
and directed the district court to enter a declaratory judgement to the effect that PROMESA’s protocol for the
appointment of Board Members is unconstitutional.

This matter arose from the restructuring of Puerto Rico’s public debt under PROMESA. In May 2017, the PROMESA
oversight board exercised its authority under Title III of PROMESA to initiate debt adjustment proceedings on behalf
of the Puerto Rico government. Appellants sought to dismiss the Title III proceedings, arguing that the PROMESA
oversight board lacked authority to initiate them because the PROMESA oversight board members were illegally
appointed in contravention of the Appointments Clause. The district court rejected Appellants’ motions to dismiss. The
First Circuit reversed in part, (1) the Territorial Clause does not displace the Appointments Clause in an
unincorporated territory such as Puerto Rico; (2) Board Members are “Principal” “Officers of the United States” subject to
the Appointments Clause; and (3) therefore, the process PROMESA provides for the appointment of Board Members
is unconstitutional.  The U.S. Court of Appeals for the First Circuit set a 90-day period to allow President Donald
Trump and the U.S. Senate to constitutionally validate the appointments or reconstitute the PROMESA oversight
board.

On February 22, 2019, the U.S. Court of Appeals for the First Circuit affirmed the district court’s dismissal of
Plaintiffs’ complaint against the PROMESA oversight board and its members and executive director alleging that the
PROMESA oversight board had exceeded its power under PROMESA during the 2019 fiscal plan and the
Commonwealth of Puerto Rico’s budget development and certification processes, holding that the complaint was
properly dismissed.

Exposure to the Puerto Rico Government
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As of December 31, 2018, the Corporation had $214.6 million of direct exposure to the Puerto Rico government, its
municipalities and public corporations, compared to $214.5 million as of December 31, 2017. As of December 31,
2018, approximately $191.9 million of the exposure consisted of loans and obligations of municipalities in Puerto
Rico that are supported by assigned property tax revenues and for which, in most cases, the good faith, credit and
unlimited taxing power of the applicable municipality have been pledged to their repayment, compared to $184.6
million as of December 31, 2017.  Approximately 75% of the Corporation’s municipality exposure consisted primarily
of senior priority obligations concentrated in three of the largest municipalities in Puerto Rico. These municipalities
are required by law to levy special property taxes in such amounts as are required for the payment of all of their
respective general obligation bonds and notes. The PROMESA oversight board has not designated any of the
Commonwealth’s 78 municipalities as covered entities under PROMESA.  However, while the revised fiscal plan
certified by the PROMESA oversight board did not contemplate a restructuring of the debt of Puerto Rico’s
municipalities, the plan did call for the gradual elimination of budgetary subsidies provided to municipalities.
Furthermore, municipalities are also likely to be affected by the negative economic and other effects resulting from
expense, revenue or cash management measures taken to address the Puerto Rico government’s fiscal and liquidity
shortfalls, as well as measures included in fiscal plans of other government entities.  In addition to municipalities, the
Corporation’s total direct exposure included a $14.5 million loan to an affiliate of the Puerto Rico Electric Power
Authority (“PREPA”) and obligations of the Puerto Rico government, specifically bonds of the Puerto Rico Housing
Finance Authority, at an amortized cost of $8.2 million as part of its available-for-sale investment securities portfolio
(fair value of $7.0 million as of December 31, 2018).
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In addition, as of December 31, 2018, the Corporation had $112.1 million in exposure to residential mortgage loans
that are guaranteed by the Puerto Rico Housing Finance Authority. Residential mortgage loans guaranteed by the
Puerto Rico Housing Finance Authority are secured by the underlying properties and the guarantees serve to cover
shortfalls in collateral in the event of a borrower default. The Puerto Rico government guarantees up to $75 million of
the principal under the mortgage loan insurance program. According to the most recently-released audited financial
statements of the Puerto Rico Housing Finance Authority, as of June 30, 2016, the Puerto Rico Housing Finance
Authority’s mortgage loans insurance program covered loans in an aggregate of approximately $576 million. The
regulations adopted by the Puerto Rico Housing Finance Authority require the establishment of adequate reserves to
guarantee the solvency of the mortgage loan insurance fund. As of June 30, 2016, the most recent date as to which
information is available, the Puerto Rico Housing Finance Authority had a restricted net position for such purposes of
approximately $77.4 million.

As of December 31, 2018, the Corporation had $677.3 million of public sector deposits in Puerto Rico, compared to
$490.3 million as of December 31, 2017. Approximately 34% is from municipalities and municipal agencies in Puerto
Rico and 66% is from public corporations and the central government and agencies in Puerto Rico.

During 2018, the Corporation reached resolution on the three commercial mortgage loans granted to the hotel industry
in Puerto Rico that were formerly guaranteed by the Puerto Rico Tourism Development Fund (“TDF”).   Historically,
the borrower and the operations of the underlying collateral of these loans were the primary sources of repayment and
the TDF, which is a subsidiary of the GDB, provided a secondary guarantee for payment performance.  The
Corporation sold in 2018 two of these three loans that carried an aggregate book value of $27.2 million (net of
cumulative charge-offs of $22.0 million), realizing an additional loss of $2.7 million at the time of sale. In addition,
the largest of these three facilities was paid-off during the fourth quarter of 2018. This facility carried a book value of
$28.8 million (net of cumulative charge-offs of $28.4 million) and a loan loss recovery of $7.4 million was recorded at
the time of the repayment in 2018.  The sales and repayments of such loans resulted in a $70.8 million reduction in
nonaccrual loans during 2018.

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 and proxy statements on Schedule 14A, filed or furnished pursuant to
section 13(a), 14(a) or 15(d) of the Exchange Act, free of charge on or through its internet website at
www.1firstbank.com (under “Investor Relations”), 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 and principles, the charters of
the audit, asset/liability, compensation and benefits, credit, compliance, risk, corporate governance and nominating
committees and the codes of conduct and independence principles mentioned below, free of charge on or through its
internet website at www.1firstbank.com (under “Investor Relations”):
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•    Code of Ethics for CEO and Senior Financial Officers

•    Code of Ethics applicable to all employees

•    Corporate Governance Standards

•    Independence Principles for Directors

The corporate governance guidelines and principles 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.
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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, 2018, the Corporation also had a presence in the state of Florida and in the USVI and the BVI.
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 in 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 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

Most of the regulations required under the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the
“Dodd-Frank Act”) now have been adopted. Although there is a possibility of additional Dodd-Frank Act-related
regulations in the future, the pace of new regulations under the Dodd-Frank Act is expected to abate. Future
legislation, however, may increase the regulation and oversight of the Corporation and FirstBank, although it is also
possible that future legislation could reduce the regulatory compliance obligations of FirstBank and the Corporation.
Any change in applicable laws or regulations, however, may have a material adverse effect on the business of
commercial banks and bank holding companies, including FirstBank and the Corporation.

Dodd-Frank Act
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The Dodd-Frank Act significantly changed the regulation of financial institutions and the financial services industry. 
The Dodd-Frank Act includes numerous provisions that have affected and will affect large and small financial
institutions alike, including banks and bank holding companies and how they will be regulated in the future. As a
result of the Dodd-Frank Act, there has been and will be in the future additional regulatory oversight and supervision
of the Corporation and its subsidiaries.

The Dodd-Frank Act, among other things, imposes new capital requirements on bank holding companies; provides
that a bank holding company must serve as a source of financial and managerial strength to each of its subsidiary
banks and stand ready to commit resources to support each of them; changes the base for FDIC insurance assessments
to a bank’s average consolidated total assets minus average tangible equity, rather than its deposit base, and
permanently raises the current standard deposit insurance limit to $250,000; and expands the FDIC’s authority to raise
insurance premiums.  The legislation also calls for the FDIC to raise the ratio of reserves to deposits from 1.15% to
1.35% for deposit insurance purposes by September 30, 2020 and to “offset the effect” of increased assessments on
insured depository institutions with assets of less than $10 billion.
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The CFPB, which was created by the Dodd-Frank Act, has broad rulemaking, supervisory and enforcement authority
over consumer financial products and services, including deposit products, residential mortgages, home-equity loans
and credit cards, and contains provisions on mortgage-related matters such as steering incentives and determinations
as to a borrower’s ability to repay the principal amount and prepayment penalties. 

The CFPB has primary examination and enforcement authority over FirstBank and other banks with over $10 billion
in assets with respect to consumer financial products and services.

The Dodd-Frank Act also limits interchange fees payable on debit card transactions. The Federal Reserve Board’s
current debit card interchange rule caps a debit card issuer’s base fee at 21 cents per transaction and allows an
additional 5 basis-point charge per transaction to help cover fraud losses. The debit card interchange rule has reduced
our interchange fee revenue in line with industry-wide expectations since 2011.

The Dodd-Frank Act includes provisions that affect corporate governance and executive compensation at all
publicly-traded companies and allows financial institutions to pay interest on business checking accounts.  The
legislation also restricts proprietary trading, places restrictions on the owning or sponsoring of hedge and private
equity funds, and regulates the derivatives activities of banks and their affiliates. 

Section 171 of the Dodd-Frank Act (the “Collins Amendment”), among other things, eliminates certain trust-preferred
securities from Tier I capital.  Preferred securities issued under the U.S. Treasury’s Troubled Asset Relief Program
(“TARP”) are exempt from this treatment.  Bank holding companies, such as the Corporation, were required to fully
phase out these instruments from Tier 1 capital by January 1, 2016; however, these instruments may remain in Tier 2
capital until the instruments are redeemed or mature.

Regulatory Capital and Liquidity Coverage Developments.   

The federal banking agencies adopted new rules for U.S. banks that revise important aspects of the minimum
regulatory capital requirements, the components of regulatory capital, and the risk-based capital treatment of bank
assets and off-balance sheet exposures.  The final rules, which currently apply to the Corporation and FirstBank,
generally are intended to align U.S. regulatory capital requirements with international regulatory capital standards
adopted by the Basel Committee on Banking Supervision (“Basel Committee”), in particular the most recent
international capital accord adopted in 2010 (and revised in 2011) known as “Basel III.”  The current rules increase the
quantity and quality of capital required by, among other things, establishing a minimum common equity capital
requirement and an additional common equity Tier 1 capital conservation buffer. In addition, the current rules revise
and harmonize the bank regulators’ rules for calculating risk-weighted assets to enhance risk sensitivity and address
weaknesses that have been identified, by applying a variation of the Basel III “standardized approach” for the
risk-weighting of bank assets and off-balance sheet exposures to all U.S. banking organizations other than large
internationally active banks.

Consistent with Basel III and the Collins Amendment, the current rules also establish a more conservative standard for
including an instrument such as trust-preferred securities as Tier 1 capital for bank holding companies with total
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consolidated assets of $15 billion or more as of December 31, 2009.  Bank holding companies such as the Corporation
were required to fully phase out these instruments from Tier I capital by January 1, 2016, although qualifying trust-
preferred securities may be included as Tier 2 capital until the instruments are redeemed or mature. As of December
31, 2018, the Corporation had $178.6 million in trust-preferred securities that are subject to a full phase-out from Tier
1 capital under the final regulatory capital rules discussed above.  During the first quarter of 2018, the Corporation
completed the repurchase of $23.8 million of trust-preferred securities of the FBP Statutory Trust I that were
auctioned in a public sale at which the Corporation was invited to participate. This transaction is described in more
detail in “Significant Events Since the Beginning of 2018” above.

The current capital rules became effective for the Corporation and our subsidiary bank on a multi-year transitional
basis starting on January 1, 2015, and, in general, are fully effective as of January 1, 2019, although certain elements
of the new rules have been deferred by the federal banking agencies.  The new general minimum regulatory capital
requirements and the “standardized approach” for risk weighting of a banking organization’s assets, however, fully apply
to us.  The rules have increased our regulatory capital requirements and require us to hold more capital against certain
of our assets and off-balance sheet exposures.  The Corporation’s estimated pro-forma common equity Tier 1 ratio,
Tier 1 capital ratio, total capital ratio, and the leverage ratio under the Basel III rules, giving effect as of December 31,
2018 to all the provisions that were deferred, were 19.86%, 20.26%, 23.50%, and 15.37%, respectively.  These ratios
would exceed the fully phased-in minimum capital ratios under Basel III.    

15 

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

32



These regulatory capital requirements are discussed in further detail in “Regulation and Supervision – Bank and Bank
Holding Company Regulatory Capital Requirements.”    

International Regulatory Capital and Liquidity Coverage Developments

International regulatory developments can affect the regulation and supervision of U.S. banking organizations,
including the Corporation and FirstBank. Both the Basel Committee and the Financial Stability Board (established in
April 2009 by the Group of Twenty (“G-20”) Finance Ministers and Central Bank Governors) have agreed to take action
to strengthen regulation and supervision of the financial system with greater international consistency, cooperation
and transparency, including the adoption of Basel III and a commitment to raise capital standards and liquidity buffers
within the banking system under Basel III. 

In late 2014, the Basel Committee issued its final requirements for a Net Stable Funding Ratio (“NSFR”).  The NSFR
compares the amount of an institution’s available stable funding (“ASF”, the ratio’s numerator) to its required stable
funding (“RSF”, the ratio’s denominator) to measure how the institution’s asset base is funded.  ASF is defined as the
portion of capital and liabilities expected to be reliable over the time horizon considered by the NSFR, which extends
to one year. While the NSFR is intended to be applied to large, internationally active banks, at the discretion of
national supervisors it can be applied to other banking organizations or classes of banking organizations.  As proposed
by the U.S. federal banking agencies in May 2016, however, the NSFR requirements would not apply to the
Corporation.

Consumer Financial Protection Bureau.

CFPB regulations issued over the past few years implement the Dodd-Frank Act amendments to the Equal Credit
Opportunity Act, the Truth in Lending Act (“TILA”), and the Real Estate Settlement Procedures Act (“RESPA”).  In
general, among other changes, these regulations collectively: (i) require lenders to make a reasonable good faith
determination of a prospective residential mortgage borrower’s ability to repay based on specific underwriting criteria
and set standards related to the determination by mortgage lenders of a consumer’s ability to repay the mortgage; (ii)
require stricter underwriting of “qualified mortgages,” discussed below, that presumptively satisfies the ability to pay
requirement (thereby providing the lender a safe harbor from non-compliance claims); (iii) specify new limitations on
loan originator compensation and establish criteria for the qualifications of, and registration or licensing of, loan
originators; (iv) further restrict certain high-cost mortgage loans by expanding the coverage of the Home Ownership
and Equity Protections Act of 1994; (v) expand mandated loan escrow accounts for certain loans; (vi) revise existing
appraisal requirements under the Equal Credit Opportunity Act and require provision of a free copy of all appraisals to
applicants for first lien loans; (vii) establish new appraisal standards for most “higher-risk mortgages” under TILA; (viii)
combine in a single, new form required loan disclosures under TILA and RESPA; (ix) define a “qualified mortgage” for
purposes of the Dodd Frank Act; and (x) afford safe harbor legal protections for lenders making qualified loans that
are not “higher priced.”

The CFPB also has issued regulations setting forth new mortgage servicing rules that apply to the Bank. 

The regulations affect notices given to consumers as to delinquency, foreclosure alternatives and loss mitigation,
modification applications, interest rate adjustments and options for avoiding “force-placed” insurance.  Servicers are
prohibited from processing foreclosures when a loan modification is pending, and must wait until a loan is more than
120 days delinquent before initiating a foreclosure action.

The servicer must provide direct and ongoing access to its personnel, and provide prompt review of any loss
mitigation application.  Servicers must maintain accurate and accessible mortgage records for the life of a loan and
until one year after the loan is paid off or transferred. 
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In October 2016, the CFPB adopted further changes to these mortgage servicing rules.  These changes generally
clarify and amend provisions regarding force-placed insurance notices, policies and procedures, early intervention,
loss mitigation requirements and periodic statement requirements under the CFPB mortgage servicing rules.  The
amendments also address proper compliance regarding certain servicing requirements when a consumer is a potential
or confirmed successor in interest, is in bankruptcy, or sends a cease communication request under the Fair Debt
Collection Practices Act. These amendments became generally effective in October 2017, although provisions relating
to successors-in-interest and periodic statements when a consumer is in bankruptcy became effective in April 2018. 
These new mortgage servicing standards added to our costs of conducting a mortgage servicing business.
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The Dodd-Frank Act directs the CFPB to publish rules and forms that combine certain disclosures that consumers
receive in connection with applying for and closing on a mortgage loan under the TILA and the RESPA. Consistent
with this requirement, the CFPB has amended Regulation X (Real Estate Settlement Procedures Act) and Regulation
Z (Truth in Lending) to establish new disclosure requirements and forms in Regulation Z for most closed-end
consumer credit transactions secured by real property. In addition to combining the existing disclosure requirements
and implementing new requirements imposed by the Dodd-Frank Act, the rule provides extensive guidance regarding
compliance with those requirements.

Under new leadership (Michael Mulvaney, who was appointed acting Director of the CFPB in November 2017, and
more recently Kathy Kraninger, who was confirmed as permanent Director in December 2018), however, the CFPB
has taken and may continue to take regulatory actions that may have material deregulatory effects, including the
reconsideration of existing CFPB regulations, and an assessment of the effectiveness of other regulatory actions.  The
nature, scope and impact of these actions, however, and their impact on the Corporation and FirstBank, cannot be
predicted at this time.

Economic Growth, Regulatory Relief, and Consumer Protection Act. 

In May 2018, President Trump signed into law the Economic Growth, Regulatory Relief, and Consumer Protection
Act ("EGRRCPA").  EGRRCPA makes a number of changes to the Dodd-Frank Act and other federal banking laws
that were generally intended to be deregulatory in nature.  While many of the more significant changes apply to large
banking organizations and not to mid-size banking organizations such as the Corporation, other provisions of
EGRRCPA make changes to certain banking law requirements that we believe will help reduce our regulatory burden,
including:

•Prohibiting federal banking regulators from imposing higher regulatory capital requirements on High Volatility
Commercial Real Estate (“HVCRE”) exposures unless they are for acquisition, development or construction (“ADC”),
and clarifying ADC status;

•Exempting from federal mortgage appraisal requirements certain transactions involving real property in rural areas
and valued at less than $400,000; and

•Directing the CFPB to provide guidance on the applicability of the TILA-RESPA Integrated Disclosure rule to
mortgage assumption transactions and construction-to-permanent home loans, as well the extent to which lenders can
rely on model disclosures that do not reflect recent regulatory changes.

Since EGRRCPA’s enactment, the federal banking agencies (the Federal Reserve Board, FDIC and the Office of the
Comptroller of the Currency) have taken rulemaking and other actions to implement the legislation’s requirements, and
are expected to continue doing so in 2019.  Despite these changes, most provisions of the Dodd-Frank Act and its
implementing regulations remain in place and will continue to result in additional operating and compliance costs that
could have a material adverse effect on our business, financial condition, results of operation. 

Dodd-Frank Act Stress Tests ("DFAST").
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On July 6, 2018, bank regulatory agencies issued a joint interagency statement regarding the impact of EGRRCPA on,
among other things, the Dodd-Frank Act stress-testing requirements applicable to bank holding companies and other
financial companies.  According to the interagency statement, EGRRCPA gave immediate relief from the
company-run stress testing requirements for bank holding companies with total consolidated assets of less than $100
billion, but the agencies have extended the deadlines for all regulatory requirements related to company-run stress
testing for depository institutions with average total consolidated assets of less than $100 billion until November 25,
2019. In turn, the federal banking agencies have proposed rule changes that, among other things, fully implement the
asset threshold increase for company-run stress tests. Pursuant to direction from the regulators, the Corporation was
provided similar relief and is no longer required to submit company-run annual stress tests. Notwithstanding these
amendments to the stress testing requirements, the federal banking agencies indicated through interagency guidance
that the capital planning and risk management practices of institutions with total assets less than $100 billion would
continue to be reviewed through the regular supervisory process.  Although the Corporation will continue to monitor
its capital consistent with the safety and soundness expectations of the federal regulators, the Corporation will no
longer conduct company-run stress testing as a result of the legislative and regulatory amendments. The Corporation
continues to use customized stress testing to support the business and as part of its capital planning process.
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The Volcker Rule.   

This section of the Dodd-Frank Act, subject to important exceptions, generally prohibits a banking entity such as the
Corporation or FirstBank from acquiring or retaining any ownership in, or acting as sponsor to, a hedge fund or
private equity fund (“covered fund”).  The Volcker Rule also prohibits these entities from engaging, for their own
account, in short-form proprietary trading of certain securities, derivatives, commodity futures and options on these
instruments.

Final regulations implementing the Volcker Rule have been adopted by the financial regulatory agencies and are now
generally effective.

The Corporation and the Bank are not engaged in proprietary trading as defined in the Volcker Rule. In addition, a
review of the Corporation’s investments was undertaken to determine if any meet the Volcker Rule’s definition of
covered funds. Based on that review, the Corporation’s investments are not considered covered funds under the
Volcker Rule. 

Community Reinvestment Act and Home Mortgage Disclosure Act Regulations.  

The Community Reinvestment Act (“CRA”) encourages banks to help meet the credit needs of the local communities in
which the banks offer their services, including low- and moderate-income individuals, consistent with the safe and
sound operation of the bank.

The CRA requires the federal supervisory agencies, as part of the general examination of supervised banks, to assess
the bank’s record of meeting the credit needs of its community, assign a performance rating, and take such record and
rating into account in their evaluation of certain applications by such bank. The CRA also requires all institutions to
make public disclosure of their CRA ratings. FirstBank received a “satisfactory” CRA rating in its most recent
examination by the FDIC.

Failure to adequately serve the communities could result in the denial by the regulators of proposals to merge,
consolidate or acquire new assets, as well as expand or relocate branches. 

The federal bank regulatory agencies have amended their respective CRA regulations primarily to conform to changes
made by the CFPB to Regulation C, which implements the Home Mortgage Disclosure Act (“HMDA”).

Since 1995, the Federal Reserve Board, the FDIC, and the Office of the Comptroller of the Currency have conformed
certain definitions in their respective CRA regulations to the scope of loans reported under Regulation C and believe
that continuing to do so produces a less burdensome CRA performance evaluation process. In particular, the agencies
have amended their CRA regulations to revise the definitions of "home mortgage loan" and "consumer loan," as well
as the public file content requirements. These revisions maintain consistency between the CRA regulations and
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amendments to Regulation C, which generally became effective on January 1, 2018.

In addition, the final rule contains technical corrections and removes obsolete references to the Neighborhood
Stabilization Program.

The amendments to the CRA regulations also became effective on January 1, 2018.

Future Legislation and Regulation.

While the federal agencies have adopted regulations that implement many requirements of the Dodd-Frank Act,
important regulatory actions (e.g., the adoption of rules regarding the compensation of financial institutions
executives) that could have an impact on the Corporation and the Bank remain to be taken.  Additional consumer
protection laws may be enacted, and the FDIC, Federal Reserve and CFPB have adopted and may adopt in the future
new regulations that have addressed or may address, among other things, banks’ credit card, overdraft, collection,
privacy and mortgage lending practices.  Additional consumer protection regulatory activity is possible in the near
future. 

Any proposals and legislation, if finally adopted and implemented, would change banking laws and our operating
environment and that of our subsidiaries in ways that could be substantial and unpredictable.  We cannot determine
whether such proposals and legislation will be adopted, or the ultimate effect that such proposals and legislation, if
enacted, or regulations issued to implement the same, would have upon our financial condition or results of
operations.
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Bank Holding Company Activities and Other Limitations

The Corporation is registered and subject to regulation under the Bank Holding Company Act of 1956, as amended
(the “Bank Holding Company Act” or “BHC 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,
and assess substantial civil money penalties, against bank holding companies and their non-bank subsidiaries. In
addition, 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.

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.

The Bank Holding Company Act also permits a bank holding company to elect to become a financial holding
company and engage in a broad range of activities that are financial in nature. The Corporation filed an election with
the Federal Reserve Board and became a financial holding company under the Bank Holding Company Act.  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 Bank Holding
Company 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) domestic activities permitted for existing bank holding
company; (g) foreign activities permitted for existing bank holding company; and (h) merchant banking activities.

A financial holding company that ceases to meet certain standards is subject to a variety of restrictions, depending on
the circumstances, including precluding the undertaking of new activities or the acquisition of shares or control of
other companies. 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
alternative, to discontinue or divest any activities that are not permitted to non-financial holding company bank
holding companies. The Corporation and FirstBank must be well-capitalized and well-managed for regulatory
purposes, and FirstBank must earn “satisfactory” or better ratings on its periodic CRA examinations to preserve the
financial holding company status. The Corporation currently is restricted in its ability to engage in new activities or
the acquisition of shares or control of other companies without the prior written approval of the Federal Reserve
Board 
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The potential restrictions are different if the lapse pertains to the CRA.  In that case, until all the subsidiary institutions
are restored to at least a “satisfactory” CRA rating status, the financial holding company may not engage, directly or
through a subsidiary, in any of the additional financial activities permissible under the Bank Holding Company 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 Bank Holding Company Act does not
require divestiture for this type of situation.

Under provisions of the Dodd-Frank Act and Federal Reserve Board policy, a bank holding company such as the
Corporation is expected to act as a source of financial and managerial 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, 2018, and
the date hereof, FirstBank was and is the only depository institution subsidiary of the Corporation.  The Dodd-Frank
Act directs the Federal Reserve Board to adopt regulations adopting the statutory source-of-strength requirements, but
implementing regulations have not yet been proposed.
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USA PATRIOT Act and Other Anti-Money Laundering Requirements. 

As a regulated depository institution, FirstBank is subject to the Bank Secrecy Act, which imposes a variety of
reporting and other requirements, including the requirement to file suspicious activity and currency transaction reports
that are designed to assist in the detection and prevention of money laundering, terrorist financing and other criminal
activities. In addition, under Title III of the USA PATRIOT Act of 2001, 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.

Regulations implementing the Bank Secrecy Act and the USA PATRIOT Act are published and primarily enforced by
the Financial Crimes Enforcement Network (“FinCEN”), a bureau of the U.S. Treasury.  Failure of a financial
institution, such as the Corporation or the Bank, to comply with the requirements of the Bank Secrecy Act or the USA
PATRIOT Act could have serious legal and reputational consequences for the institution, including the possibility of
regulatory enforcement or other legal action, including significant civil money penalties. The Corporation also is
required to comply with federal economic and trade sanctions requirements enforced by the Office of Foreign Assets
Control (“OFAC”), a bureau of the U.S. Treasury.  The Corporation has adopted appropriate policies, procedures and
controls to address compliance with the Bank Secrecy Act, USA PATRIOT Act and economic/trade sanctions
requirements, and to implement banking agency, U.S. Treasury and OFAC regulations.

In May 11, 2016, FinCEN issued its final rules under the Bank Secrecy Act to clarify and strengthen customer due
diligence requirements for: Banks; brokers or dealers in securities; mutual funds; and futures commission merchants
and introducing brokers in commodities (the “Rule”). The Rule contains explicit customer due diligence requirements
and include a new requirement to identify and verify the identity of beneficial owners of legal entity customers,
subject to certain exclusions and exemptions. Under the Rule, covered financial institutions must establish procedures
to:

•          Identify each natural person that directly or indirectly owns 25% or more of the equity interests of a legal
entity customer (the “ownership prong”);

•          Identify one natural person with “significant responsibility to control, manage, or direct” a legal entity customer
(the “control prong”), which may be a person reported under the ownership prong; and,

•          Verify the identities of those persons according to risk-based procedures, which procedures must include the
elements currently required under the Customer Identification Rule at a minimum. Identification of those beneficial
owners must be conducted at the time a new account is opened.
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Compliance with the Rule’s requirements was mandatory by May 11, 2018 (the “Applicability Date”). FirstBank
implemented the Rule by the Applicability Date.

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

FirstBank is subject to regulation and examination by the OCIF, the CFPB and the FDIC, and is subject to
comprehensive federal and state (Commonwealth of Puerto Rico) regulations dealing with a wide variety of subjects.
The federal and state laws and regulations that 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.  

20 

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

42



There are periodic examinations by the OCIF, the CFPB and the FDIC of FirstBank to test the Bank’s conformance to
safe and sound banking practices and compliance with various statutory and regulatory requirements. This regulation
and supervision establishes a comprehensive framework and oversight of activities in which a banking institution can
engage.  The regulation and supervision by the FDIC are 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, issue cease-and-desist or removal orders and
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.

Written Agreement

FirstBank was notified by the FDIC that the Consent Order under which the Bank had been operating since June 2,
2010 was terminated effective April 29, 2015.  FirstBank is required to maintain capital at specified levels pursuant to
applicable law and its agreement with its regulators and currently exceeds all minimum capital requirements.

In October 2017, the Federal Reserve Bank of New York terminated the formal written agreement (the “Written
Agreement”) entered into on June 3, 2010 between the Corporation and the Federal Reserve. However, the Corporation
has agreed with its regulators to continue to obtain approval before paying dividends, receiving dividends from the
Bank, making payments on subordinated debt or trust preferred securities, incurring or guaranteeing debt or
purchasing or redeeming any corporate stock.

Dividend Restrictions

The Federal Reserve Board’s “Applying Supervisory Guidance and Regulations on the Payment of Dividends, Stock
Redemptions, and Stock Repurchases at Bank Holding Companies” (the “Supervisory Letter”) discusses the ability of
bank holding companies to declare dividends and to repurchase equity securities.  The Supervisory Letter is generally
consistent with prior Federal Reserve supervisory policies and guidance, although it 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 Board provides that the principles discussed in the letter
are applicable to all bank holding companies.

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
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consistent with the organization’s capital needs, asset quality, and overall financial condition. 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 principal source of funds for the Corporation’s parent holding company is dividends declared and paid by its
subsidiary, FirstBank. Pursuant to its agreement with the Federal Reserve, the Corporation cannot directly or
indirectly take dividends or any other form of payment representing a reduction in capital from the Bank without the
prior approval of the Federal Reserve. The ability of FirstBank to declare and pay dividends on its 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.
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On November 14, 2018, for the first time since July 2009, the Corporation’s Board of Directors, after receiving
regulatory approval, declared a quarterly cash dividend of $0.03 per common share, which was paid on December 14,
2018 to common stockholders of record on November 30, 2018. Total cash dividends paid on shares of common stock
amounted to $6.5 million for 2018. In addition, since the fourth quarter of 2016, following receipt of the requisite
regulatory approval, the Corporation has paid monthly cash dividends on its outstanding shares of Series A through E
Noncumulative Perpetual Monthly Income Preferred Stock. The Corporation has to date received approval to pay the
monthly dividends on the Corporation’s Series A through E Preferred Stock and quarterly dividends on common stock
through December 2019, subject to conditions established in the agreement with regulators.  Further, after December
2019, the Corporation intends to continue to request the Federal Reserve’s approval to enable it to continue to pay the
monthly dividends on its Series A through E Preferred Stock and quarterly dividends on common stock, although
there is no assurance that any dividends will be declared on the Corporation’s Series A through E Preferred Stock or
common stock in any future periods So long as any shares of preferred stock remain outstanding, we cannot declare,
set apart or pay any dividends on shares of our common stock unless any accrued and unpaid dividends on our
preferred stock for the twelve monthly dividend periods ending on the immediately preceding dividend payment date
have been paid or are paid contemporaneously and the full monthly dividend on our preferred stock for the then
current month has been or is contemporaneously declared and paid or declared and set apart for payment.

Financial Privacy and Cybersecurity

The federal banking regulators have adopted rules that limit the ability of banks and other financial institutions to
disclose non-public information about consumers to non-affiliated third parties. These limitations require disclosure of
privacy policies to consumers and, in some circumstances, allow consumers to prevent disclosure of certain personal
information to a non-affiliated third party. These regulations affect how consumer information is used in diversified
financial companies and conveyed to outside vendors. In addition, consumers may also prevent disclosure of certain
information among affiliated companies that is assembled or used to determine eligibility for a product or service,
such as that shown on consumer credit reports and application information. Consumers also have the option to direct
banks and other financial institutions not to share information about transactions and experiences with affiliated
companies for the purpose of marketing products or services.

The federal banking regulators regularly issue guidance regarding cybersecurity intended to enhance cyber risk
management standards among financial institutions. A financial institution is expected to establish multiple lines of
defense and to ensure their risk management processes address the risk posed by potential threats to the institution. A
financial institution’s management is expected to maintain sufficient processes to effectively respond and recover the
institution’s operations after a cyber-attack. A financial institution is also expected to develop appropriate processes to
enable recovery of data and business operations if a critical service provider of the institution falls victim to this type
of cyber-attack. The Corporation’s Information Security Program reflects the requirements of this guidance.

Limitations on Transactions with Affiliates and Insiders

Certain transactions between FDIC-insured banks financial institutions such as FirstBank and its affiliates are
governed by Sections 23A and 23B of the Federal Reserve Act and by Federal Reserve Regulation W. An affiliate of a
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bank is, in general, any corporation or entity that controls, is controlled by, or is under common control with the bank.

In a holding company context, the parent bank holding company and any companies that are controlled by such parent
bank holding company are affiliates of the bank. Generally, Sections 23A and 23B of the Federal Reserve Act (i) limit
the extent to which the bank or its subsidiaries may engage in “covered transactions” (defined below) with any one
affiliate to an amount equal to 10% of such bank’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 bank’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 bank 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 bank to the affiliate
are required to be collateralized in accordance with the requirements set forth in Section 23A of the Federal Reserve
Act. The Dodd-Frank Act added derivatives and securities lending and borrowing transactions to the list of “covered
transactions” subject to Section 23A restrictions.
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In addition, Sections 22(h) and (g) of the Federal Reserve Act, implemented through Regulation O, place restrictions
on commercial bank loans to executive officers, directors, and principal stockholders of the bank and its affiliates.
Under Section 22(h) of the Federal Reserve Act bank loans to a director, an executive officer, a greater than 10%
stockholder of the bank, and certain related interests of these persons, may not exceed, together with all other
outstanding loans to such persons and affiliated interests, the bank’s loans to one borrower limit, generally equal to
15% of the bank’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 bank to insiders cannot exceed the bank’s unimpaired capital and
surplus. Furthermore, Section 22(g) of the Federal Reserve Act places additional restrictions on loans to executive
officers.

Executive Compensation

In 2010, the federal banking agencies adopted interagency guidance governing incentive-based compensation
programs, which applies to all banking organizations regardless of asset size. This guidance uses a principles-based
approach to ensure that incentive-based compensation arrangements appropriately tie rewards to longer-term
performance and do not undermine the safety and soundness of banking organizations or create undue risks to the
financial system.  The interagency guidance is based on three major principles: (i) balanced risk-taking incentives; (ii)
compatibility with effective controls and risk management; and (iii) strong corporate governance.  The guidance
further provides that, where appropriate, the banking agencies will take supervisory or enforcement action to ensure
that material deficiencies that pose a threat to the safety and soundness of the organization are promptly addressed.

In May 2016, as required under section 956 of the Dodd-Frank Act, the federal banking agencies, along with other
federal regulatory agencies, proposed regulations (first proposed in 2011) governing incentive-based compensation
practices at covered banking institutions, which would include, among others, all banking organizations with assets of
$1 billion or greater.  These proposed rules are intended to better align the financial rewards for covered employees
with an institution’s long-term safety and soundness. Portions of these proposed rules would apply to the Corporation
and FirstBank. Those applicable provisions would generally (i) prohibit types and features of incentive-based
compensation arrangements that encourage inappropriate risk because they are “excessive” or “could lead to material
financial loss” at the banking institution; (ii) require incentive-based compensation arrangements to adhere to three
basic principles: (1) a balance between risk and reward; (2) effective risk management and controls; and (3) effective
governance; and (iii) require appropriate board of directors (or committee) oversight and recordkeeping and
disclosures to the banking institution’s primary regulatory agency. The nature and substance of any final action to
adopt these proposed rules, and the timing of any such action, are not known at this time.

Bank and Bank Holding Company Regulatory Capital Requirements
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The Federal Reserve Board has adopted risk-based and leverage 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’s historical risk-based capital guidelines were
based upon the 1988 capital accord (“Basel I”) of the Basel Committee.  These historical requirements, however, which
included a legacy simplified risk-weighting system for the calculations of risk-based assets, as well as lower leverage
capital requirements, were superseded by new risk-based and leverage capital requirements that went into effect, on a
multi-year transitional basis, on January 1, 2015. The FDIC has adopted substantively identical requirements that
apply to insured banks under its regulation and supervision. These requirements are part of a revised regulatory capital
framework for U.S. banking organizations (the “Basel III rules”) adopted by the banking agencies that is based on
international regulatory capital requirements adopted by the Basel Committee over the past several years. 

The Basel III rules introduced new minimum capital ratios and capital conservation buffer requirements, change the
composition of regulatory capital, require a number of new adjustments to and deductions from regulatory capital, and
introduced a new “Standardized Approach” for the calculation of risk-weighted assets that replaced the risk-weighting
requirements under prior U.S. regulatory capital rules.  The new minimum regulatory capital requirements and the
Standardized Approach for the calculation of risk-weighted assets became effective for the Corporation on January 1,
2015.
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Although the Corporation and FirstBank became subject to the Basel III rules beginning on January 1, 2015, certain
requirements of the Basel III rules are being phased-in over several years and, in general, are effective as of January 1,
2019. Certain elements of the rules also have been deferred by the federal banking agencies. The Corporation and
FirstBank compute risk-weighted assets using the Standardized Approach required by the Basel III rules. 

The Basel III rules require the Corporation to maintain an additional capital conservation buffer of 2.5% to avoid
limitations on both (i) capital distributions (e.g., repurchases of capital instruments, dividends and interest payments
on capital instruments), and (ii) discretionary bonus payments to executive officers and heads of major business lines.
The phase-in of the capital conservation buffer began on January 1, 2016 with a first year requirement of 0.625% of
additional Common Equity Tier 1 Capital (“CET1”), which was progressively increased over a four-year period,
increasing by that same percentage amount on each subsequent January 1 until it reached the fully phased-in 2.5%
CET1 requirement on January 1, 2019.

Under the fully phased-in Basel III rules, in order to be considered adequately capitalized, the Corporation is required
to maintain: (i) a minimum CET1 capital to risk-weighted assets ratio of at least 4.5%, plus the 2.5% capital
conservation buffer, resulting in a required minimum CET1 ratio of at least 7%; (ii) a minimum ratio of total Tier 1
capital to risk-weighted assets of at least 6.0%, plus the 2.5% capital conservation buffer, resulting in a required
minimum Tier 1 capital ratio of 8.5%; (iii) a minimum ratio of total Tier 1 plus Tier 2 capital to risk-weighted assets
of at least 8.0%, plus the 2.5% capital conservation buffer, resulting in a required minimum total capital ratio of
10.5%; and (iv) a required minimum leverage ratio of 4%, calculated as the ratio of Tier 1 capital to average
on-balance sheet (non-risk adjusted) assets.

In addition, the Basel III rules require a number of new deductions from and adjustments to CET1, including
deductions from CET1 for certain intangible assets, and deferred tax assets dependent upon future taxable income; the
four-year phase-in period for these adjustments generally began on January 1, 2015.  Mortgage servicing assets and
deferred tax assets attributable to temporary differences, among others, are required to be deducted to the extent that
any one such category exceeds 10% of CET1 or all such categories in the aggregate exceed 15% of CET1.

The Basel III rules also require that certain non-qualifying capital instruments, including cumulative preferred stock
and trust preferred securities (“TRUPs”), be excluded from Tier 1 capital. In general, banking organizations such as the
Corporation began to phase out TRUPs from Tier 1 capital on January 1, 2015. The outstanding balances owed on the
Corporation’s TRUPs were fully phased out from Tier 1 capital as of January 1, 2016. However, the Corporation’s
TRUPs may continue to be included in Tier 2 capital until the instruments are redeemed or mature.

On November 21, 2017, the Federal Reserve Board, FDIC, and the Office of the Comptroller of the Currency
finalized an extension of the phase-in of certain Basel III rules for banks not using the Basel advanced approaches.
The extension, which was effective January 1, 2018, pauses the full transition to the Basel III treatment of mortgage
servicing assets, certain deferred tax assets, investments in the capital of unconsolidated financial institutions and
minority interests, pending the banking agencies’ broader efforts, announced in September 2017, to simply the
regulatory capital rules that apply to banking organizations that are not subject to the advanced approaches capital
rules. Because the advanced approaches rules apply only to banking organizations with more than $250 billion in total
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consolidated assets or at least $10 billion in total on-balance sheet foreign exposure, the extension relief applies
broadly to community, midsize, and regional banks, including the Corporation and FirstBank.

The Corporation and FirstBank compute risk weighted assets using the Standardized Approach required by the Basel
III rules. The Standardized Approach for risk-weightings has expanded the risk-weighting categories from the four
major risk-weighting categories under the previous regulatory capital rules (0%, 20%, 50%, and 100%) to a much
larger and more risk-sensitive number of categories, depending on the nature of the assets. In a number of cases, the
Standardized Approach results in higher risk weights for a variety of asset categories. Specific changes to the
risk-weightings of assets include, among other things: (i) applying a 150% risk weight instead of a 100% risk weight
for high volatility commercial real estate acquisition, development and construction loans, (ii) assigning a 150% risk
weight to exposures that are 90 days past due (other than qualifying residential mortgage exposures, which remain at
an assigned risk-weighting of 100%), (iii) establishing a 20% credit conversion factor for the unused portion of a
commitment with an original maturity of one year or less that is not unconditionally cancellable, in contrast to the 0%
risk-weighting under the prior rules and (iv) requiring capital to be maintained against on-balance-sheet and
off-balance-sheet exposures that result from certain cleared transactions, guarantees and credit derivatives, and
collateralized transactions (such as repurchase agreement transactions).
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Prompt Corrective Action. 

The Prompt Corrective Action (“PCA”) provisions of the FDIA require the federal bank regulatory agencies to take
prompt corrective action against any undercapitalized insured depository institution.  The FDIA establishes five
capital categories: well-capitalized, adequately capitalized, undercapitalized, significantly undercapitalized, and
critically undercapitalized. Well-capitalized insured depository institutions (“institutions”) significantly exceed the
required minimum level for each relevant capital measure.  Adequately capitalized institutions include institutions that
meet but do not significantly exceed the required minimum level for each relevant capital measure. Undercapitalized
institutions consist of those that fail to meet the required minimum level for one or more relevant capital measures.
Significantly undercapitalized institutions are those with capital levels significantly below the minimum requirements
for any relevant capital measure. Critically undercapitalized institutions have minimal capital and are at serious risk
for government seizure.   

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.  An 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 agencies’ 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.
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An 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 institution’s holding company guarantees the plan up to a certain specified
amount.  Any such guarantee from an institution’s holding company is entitled to a priority of payment in bankruptcy. 

The banking agencies’ Basel III rules, discussed above, revise the PCA requirements by (i) introducing a separate
CET1 ratio requirement for each PCA capital category (other than critically undercapitalized) with the required CET1
ratio being 6.5% for well-capitalized status; (ii) increasing the minimum Tier 1 capital ratio requirement for each PCA
capital category with the minimum Tier 1 capital ratio for well-capitalized status being 8% (as compared to the
previous 6%); and (iii) eliminating the previous provision that allows a bank with a composite supervisory rating of 1
to have a 3% leverage ratio and still be adequately capitalized and maintaining the minimum leverage ratio for
well-capitalized status at 5%. The Basel III rules do not change the total risk-based capital requirement (10% for
well-capitalized status) for any PCA capital category.  The new PCA requirements became effective on January 1,
2015.

A bank’s capital category, as determined by applying the prompt corrective action provisions of the law, may not
constitute an accurate representation of the overall financial condition or prospects of a bank, such as the Bank, and
should be considered in conjunction with other available information regarding the financial condition and results of
operations of the bank.
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     Set forth below are the Corporation's and FirstBank's capital ratios as of December 31, 2018 based on Federal
Reserve and FDIC guidelines:

Banking Subsidiary

First
BanCorp. FirstBank

General
Well-Capitalized

Minimum

As of December 31, 2018
Total capital (Total capital to
    risk-weighted assets) 24.00% 23.51% 10.00%
Common Equity Tier 1 Capital (Common Equity
    Tier 1 capital to  risk-weighted assets) 20.30% 18.76% 6.50%
Tier 1 capital ratio (Tier 1 capital
    to risk-weighted assets) 20.71% 22.25% 8.00%
Leverage ratio (1) 15.37% 16.53% 5.00%
_______________
(1) Tier 1 capital to average assets.

Deposit Insurance

The increase in deposit insurance coverage to up to $250,000 per customer, the FDIC’s expanded authority to increase
insurance premiums, as well as the increase in the number of bank failures after the 2008 financial crisis, resulted in
an increase in deposit insurance assessments for all banks, including FirstBank. The Dodd-Frank Act changed the
requirements for the Deposit Insurance Fund by requiring that the designated reserve ratio for the Deposit Insurance
Fund for any year not be less than 1.35 percent of estimated insured deposits or the comparable percentage of the new
deposit assessment base.  In addition, the FDIC must take steps as necessary for the reserve ratio to reach 1.35 percent
of estimated insured deposits by September 30, 2020.  If the reserve ratio exceeds 1.5 percent, the FDIC must
dividend to Deposit Insurance Fund members the amount above the amount necessary to maintain the Deposit
Insurance Fund at 1.5 percent, but the FDIC Board of Directors may, in its sole discretion, suspend or limit the
declaration of payment of dividends.  The FDIC has adopted a Deposit Reserve Fund restoration plan that projects that
the designated reserve ratio will reach 1.35 percent by the 2020 deadline. The FDIC has also adopted a final rule
raising its industry target ratio of reserves to insured deposits to 2 percent, 65 basis points above the statutory
minimum, but the FDIC does not project that goal to be met for several years.

The FDIC assessment rules currently define the assessment base for deposit insurance as required by the Dodd-Frank
Act, specify assessment rates, implement the Dodd-Frank Act’s Deposit Insurance Fund dividend provisions, and
revise the risk-based assessment system for all large insured depository institutions (institutions with at least $10
billion in total assets), such as FirstBank. In March 2016, the FDIC adopted a rule, which became effective on July 1,
2016, to increase the Deposit Insurance Fund to the statutorily required minimum level of 1.35 percent. Among other
things, the rule imposes on banks with at least $10 billion in assets (which includes the Bank) a surcharge of 4.5 cents
per $100 of their assessment base, after making certain adjustments.
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On September 30, 2018, the Deposit Insurance Fund Reserve Ratio reached 1.36 percent, exceeding the statutorily
required minimum reserve ratio of 1.35 percent ahead of the September 30, 2020, deadline required under the
Dodd-Frank Act. FDIC regulations provide for two changes to deposit insurance assessments upon reaching the
minimum: (1) surcharges on insured depository institutions with total consolidated assets of $10 billion or more, such
as FirstBank, will cease; and (2) small banks will receive assessment credits for the portion of their assessments that
contributed to the growth in the reserve ratio from between 1.15 percent and 1.35 percent, to be applied when the
reserve ratio is at or above 1.38 percent.

FDIC Insolvency Authority

Under Puerto Rico banking laws (discussed below), the OCIF may appoint the FDIC as conservator or receiver of a
failed or failing FDIC-insured Puerto Rican bank, such as the Bank, and the FDIA authorizes the FDIC to accept such
an appointment. In addition, the FDIC has broad authority under the FDIA to appoint itself as conservator or receiver
of a failed or failing state bank, including a Puerto Rican bank. If the FDIC is appointed conservator or receiver of a
bank upon the bank’s insolvency or the occurrence of other events, the FDIC may sell or transfer some, part or all of a
bank’s assets and liabilities to another bank, or liquidate the bank and pay out insured depositors, as well as uninsured
depositors and other creditors to the extent of the closed bank’s available assets. As part of its insolvency authority, the
FDIC has the authority, among other things, to take possession of and administer the receivership estate, pay out estate
claims, and repudiate or disaffirm certain types of contracts to which the bank was a party if the FDIC believes such
contract is burdensome and its disaffirmance will aid in the administration of the receivership.  In resolving the estate
of a failed bank, the FDIC as receiver will first satisfy its own administrative expenses, and the claims of holders of
U.S. deposit liabilities also have priority over those of other general unsecured creditors.
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Activities and Investments

The activities as “principal” of FDIC-insured, state-chartered banks, such as FirstBank, are generally limited to those
that are permissible for national banks. Similarly, 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 eleven 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 and, as such, is required to acquire and hold shares of capital stock
in the FHLB of New York in an amount 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 of New York. All
loans, advances and other extensions of credit made by the FHLB to FirstBank are secured by a portion of FirstBank’s
mortgage loan portfolio, certain other investments and the capital stock of the FHLB held by FirstBank.

Ownership and Control

Because of FirstBank’s status as an FDIC-insured bank, as defined in the Bank Holding Company Act, the
Corporation, 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 adopted pursuant to the Bank Holding Company Act and the CBCA generally require prior
Federal Reserve Board or other federal banking agency approval or non-objection 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 group of persons acting in concert) acquires 25% or
more 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 group of persons acting in concert) acquires 10% or more of any
class of voting stock and either (i) the corporation has registered securities under Section 12 of the Exchange Act, or
(ii) no person (or group of persons acting in concert) will own, control or hold the power to vote a greater percentage
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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 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 implementing regulations and guidelines of the FDIC and the other
federal bank regulatory agencies 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 regulations and guidelines require, among other things, appropriate
systems and practices to identify and manage the risks and exposures specified in the guidelines. The regulations and
guidelines prohibit excessive compensation as an unsafe and unsound practice and describe compensation as
excessive when the amounts paid are unreasonable or disproportionate to the services performed by an executive
officer, employee, director or principal shareholder. Failure to comply with these standards can result in
administrative enforcement or other adverse actions against the bank.

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.
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 Puerto Rico Banking Law

As a commercial bank organized under the laws of the Commonwealth of Puerto Rico, FirstBank is subject to
supervision, examination and regulation by OCIF pursuant to the Puerto Rico Banking Law of 1933, as amended (the
“Banking Law”).

The Banking Law contains various provisions relating to FirstBank and its affairs, including its incorporation and
organization, the rights and responsibilities of its directors, officers and stockholders and its corporate powers, lending
limitations, capital requirements, and investment requirements. 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 a 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 and 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.

Section 17 of the Banking Law permits Puerto Rico commercial banks to make loans to any one person, firm,
partnership or corporation in an aggregate amount of up to 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%) of 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, subject to certain
limitations, 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 may be wholly secured by bonds, securities and other
evidences 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 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
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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 officer, director, agent or employee 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 any such position with an affiliate 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.
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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 amount in
the reserve fund equals 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, acquires 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
non-appealable.

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 52”) 

The business and operations of FirstBank International Branch (“FirstBank IBE” or the “IBE division of FirstBank”) and
FirstBank Overseas Corporation (the IBE subsidiary of FirstBank) are subject to supervision and regulation by the
Commissioner. FirstBank and FirstBank Overseas Corporation were created under the IBE Act 52, which provides for
total Puerto Rico tax exemption on net income derived by IBEs operating in Puerto Rico on the specific activities
identified in the IBE Act. An IBE that operates as a unit of a bank pays income taxes at the corporate standard rates to
the extent that the IBE’s net income exceeds 20% of the bank’s total net taxable income. Under the IBE Act 52, 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 52 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.
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Pursuant to the IBE Act 52 and the IBE Regulations, each of FirstBank IBE and FirstBank Overseas Corporation must
maintain in Puerto Rico books and records of all its transactions in the ordinary course of business. 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 52 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 52, 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.

In 2012, the Puerto Rico government approved Act Number 273 (“Act 273”).  Act 273 replaces, prospectively, IBE Act
52 with the objective of improving the conditions for conducting international financial transactions in Puerto Rico. 
An IBE existing on the date of approval of Act 273, such as FirstBank IBE and FirstBank Overseas Corporation, can
continue operating under IBE Act 52, or, it can voluntarily convert to an International Financial Entity (“IFE”) under
Act 273 so it may broaden its scope of Eligible IFE Activities, as defined below, and obtain a grant of tax exemption
under Act 273.
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IFEs are licensed by the Commissioner, and authorized to conduct certain Act 273 specified financial transactions
(“Eligible IFE Activities”). Once licensed, an IFE can request a grant of tax exemption (“Tax Grant”) from the Puerto Rico
Department of Economic Development and Commerce, which will enumerate and secure the following tax benefits
provided by Act 273 as contractual rights (i.e., regardless of future changes in Puerto Rico law) for a fifteen (15) year
period:

(i)                to the IFE:

•          a fixed 4% Puerto Rico income tax rate on the net income derived by the IFE from its Eligible IFE Activities;
and

•          full property and municipal license tax exemptions on such activities.

(ii)               to its shareholders:

6% income tax rate on distributions to Puerto Rico resident shareholders of earnings and profits derived from
the Eligible IFE Activities; and

• 

full Puerto Rico income tax exemption on such distributions to non-Puerto Rico resident shareholders.• 

The primary purpose of IFEs is to attract Unites States and foreign investors to Puerto Rico. Consequently, Act 273
authorizes IFEs to engage in traditional banking and financial transactions, principally with non-residents of Puerto
Rico. Furthermore, the scope of Eligible IFE Activities encompasses a wider variety of transactions than those
previously authorized to IBEs.

Act 187, as amended, enacted on November 17, 2015, requires the Commissioner to issue a Certificate of Compliance
every two years in order to certify the compliance with law of companies organized under IBE Act 52.

As of the date of the issuance of this Annual Report on Form 10-K, FirstBank IBE and FirstBank Overseas
Corporation are operating under IBE Act 52.

Puerto Rico Income Taxes
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Under the Puerto Rico Internal Revenue Code of 2011, as amended (the “2011 PR Code”), the Corporation and its
subsidiaries are treated as separate taxable entities and are not entitled to file consolidated tax returns and, thus, the
Corporation is generally not entitled to utilize losses from one subsidiary to offset gains in another subsidiary.
Accordingly, in order to obtain a tax benefit from a NOL, a particular subsidiary must be able to demonstrate
sufficient taxable income within the applicable NOL carry-forward period. The 2011 PR Code allows entities
organized as limited liability companies to perform an election to become a non-taxable “pass-through” entity and
utilize losses to offset income from other “pass-through” entities, subject to certain limitations, with the remaining net
income passing-through to its partner entities. The 2011 PR Code provides a dividend received deduction of 100% on
dividends received from “controlled” subsidiaries subject to taxation in Puerto Rico and 85% on dividends received
from other taxable domestic corporations.

On December 10, 2018, the Governor of Puerto Rico signed into Law Act 257 to amend some of the provisions of the
of 2011PR Code, as amended.  Act 257 introduces various changes to the current income tax regime in the case of
individuals and corporations, and the sales and use taxes that are effective January 1, 2019. See “Significant Events
Since the Beginning of 2018 – Puerto Rico Government Fiscal Situation, Government Actions and Exposure to Puerto
Rico Government” discussion above for additional details about changes introduced by the Act 257.

The Corporation has maintained an effective tax rate lower than the maximum statutory rate in Puerto Rico mainly by
investing in government obligations and mortgage-backed securities exempt from U.S. and Puerto Rico income taxes
and by doing business through an IBE unit of the Bank, and through the Bank’s subsidiary, FirstBank Overseas
Corporation, whose interest income and gain on sales is exempt from Puerto Rico income taxation. The IBE and
FirstBank Overseas Corporation were created under the International Banking Entity Act of Puerto Rico, which
provides for total Puerto Rico tax exemption on net income derived by IBEs operating in Puerto Rico on the specific
activities identified in the IBE Act.  An IBE that operates as a unit of a bank pays income taxes at the corporate
standard rates to the extent that the IBE’s net income exceeds 20% of the bank’s total net taxable income.
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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 any 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 that qualify under the term “portfolio interest.”  

On December 22, 2017, the United States president signed H.R.1, The Tax Cuts and Jobs Acts, effective January 1,
2018, which includes an overhaul of individual, business and international taxes and has affected our branch
operations in the U.S. and the USVI. The bill includes measures reducing corporate taxes from 35% to 21%, repealing
the corporate alternative minimum tax regime, changing business deductions and NOLs, and imposing a 15.5% tax on
mandatory repatriation of liquid assets, a 10% tax on base erosion payments, and a minimum 10.5% tax on inclusion
of global intangible low-tax income by U.S. shareholders, among other significant changes. The main provisions
affecting our operations in the U.S. and the USVI include: the change in tax rate to 21%, the limitation to the amount
certain financial institutions, including the Bank, may deduct for premiums paid to the FDIC, and changes in
permanent differences, such as meals and entertainment deductions. Other significant provisions, such as the base
erosion and anti-abuse tax, do not affect the Corporation’s U.S. and USVI branch operations since these operations’
receipts do not exceed the annual threshold of U.S. effectively connected gross receipts.

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, the licensing of
employees and sales and solicitation and advertising practices, and by the Federal Reserve as to certain consumer
protection provisions mandated by the GLB Act and its implementing regulations.

Mortgage Banking Operations

In addition to FDIC and CFPB regulation, FirstBank is subject to the rules and regulations of the FHA, VA, FNMA,
FHLMC, GNMA, and HUD with respect to originating, processing, selling and servicing mortgage loans and the
issuance and sale of mortgage-backed securities. Those rules and regulations, among other things, prohibit
discrimination and establish underwriting guidelines that include provisions for inspections and appraisals, require
credit reports on prospective borrowers and fix maximum loan amounts, and, with respect to VA loans, fix maximum
interest rates. Moreover, lenders such as FirstBank are required annually to submit audited financial statements to the
FHA, VA, FNMA, FHLMC, GNMA and HUD and each regulatory entity has its own financial requirements.
FirstBank’s affairs are also subject to supervision and examination by the FHA, VA, FNMA, FHLMC, GNMA and
HUD at all times to assure compliance with applicable regulations, policies and procedures. Mortgage origination
activities are subject to, among other requirements, the Equal Credit Opportunity Act, Federal Truth-in-Lending Act,
and the Real Estate Settlement Procedures Act and the regulations promulgated thereunder that, among other things,
prohibit discrimination and require the disclosure of certain basic information to mortgagors concerning credit terms
and settlement costs. FirstBank is licensed by the Commissioner under the Puerto Rico Mortgage Banking Law, and,
as such, is subject to regulation by the Commissioner, with respect to, among other things, licensing requirements and
the establishment of maximum origination fees on certain types of mortgage loan products.

Section 5 of the Puerto Rico Mortgage Banking Law requires the prior approval of the Commissioner for the
acquisition of control of any mortgage banking institution licensed under such law. For purposes of the Puerto Rico
Mortgage Banking Law, the term “control” means the power to direct or influence decisively, directly or indirectly, the
management or policies of a mortgage banking institution. The Puerto Rico Mortgage Banking Law provides that a
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transaction that results in the holding of less than 10% of the outstanding voting securities of a mortgage banking
institution shall not be considered a change in control.
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Item 1A. Risk Factors

RISKS RELATING TO THE CORPORATION’S BUSINESS

The continuing effects of the September 2017 Hurricanes Maria and Irma may result in additional credit losses.

Two strong hurricanes (Maria and Irma) affected the Corporation’s service areas during 2017 and caused significant
damage to the infrastructure and property and severely disrupted normal economic activity in all of these regions. 
Significant overall uncertainties inherent in the Corporation’s initial assessment of hurricane-related credit losses have
largely been addressed in the year since the hurricanes.  Commercial loan officers have continued to closely monitor
the performance of hurricane-affected commercial loan customers during 2018.  Information provided by these
officers and statistics on the performance of consumer credits were factored into management’s determination of the
allowance for loan losses at December 31, 2018.  Although the identification and evaluation of hurricane-affected
credits has been completed, management’s assessment of the hurricanes’ effect is still subject to uncertainties, both
those specific to certain individual customers, such as the resolution of insurance claims, and those applicable to the
overall economic prospects of the hurricane-affected areas. Some of these uncertainties include how and when
government, private or philanthropic funds will be invested in the affected communities, and how delays in
foreclosure actions due to court-related backlogs may ultimately affect the values of the underlying real estate
collateral of our residential mortgage portfolio.  During 2018, the Corporation recorded a net loan loss reserve release
of approximately $16.9 million in connection with revised estimates associated with the effects of the hurricanes. In
addition, during 2018, consumer loan charge-offs totaling $10.9 million were taken against previously established
hurricane-related qualitative reserves.  With the future resolution of uncertainties and the ongoing collection of
information on individual commercial customers and statistics on the consumer and residential loan portfolios, the
loss estimate will be revised as needed. Any changes in the allowance calculation will be reflected in the provision for
loan losses as they occur.  As such, if this estimate proves to be incorrect, it may adversely affect our financial
condition and results of operations. 

The Corporation’s force-placed insurance policies could be disputed by the customer.

     The Corporation maintains force-placed insurance policies that have been put into place when a borrower’s
insurance policy on a property was cancelled, lapsed or was deemed insufficient and the borrower did not secure a
replacement policy. A borrower may make a claim against the Corporation under such force-placed insurance policy
and the failure of the Corporation to resolve such a claim to the borrower’s satisfaction may result in a dispute between
the borrower and the Corporation, which if not adequately resolved, could have an adverse effect on the Corporation.

Our level of non-performing assets may adversely affect our future results from operations.

We continue to have a high level of nonaccrual loans as of December 31, 2018, even though the level decreased by
$165.8 million to $332.1 million as of December 31, 2018, or 33%, from $497.8 million as of December 31, 2017. 
Our nonaccrual loans represent approximately 4% of our $8.9 billion loan portfolio as of December 31, 2018. In
addition, we have a high level of total non-performing assets, even though they decreased by $183.5  million to
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$467.1  million as of December 31, 2018, or 28%, from $650.6 million as of December 31, 2017. Despite the overall
decrease in non-performing asset levels for the entire year, during 2018, the Corporation designated as nonaccrual
certain large commercial loans, including two commercial mortgage loans totaling $69.8 million related to a legacy
commercial loan relationship that operates in both the Florida and Puerto Rico regions with independent sources of
repayment.   If we are unable to effectively maintain the quality of our loan portfolio, our financial condition and
results of operations may be materially and adversely affected.

Certain funding sources may not be available to us and our funding sources may prove insufficient and/or costly to
replace.

FirstBank relies primarily on customer deposits, the issuance of brokered CDs, and advances from the FHLB of New
York to maintain its lending activities and to replace certain maturing liabilities. As of December 31, 2018, we had
$555.6 million in brokered CDs outstanding, representing approximately 6% of our total deposits, and a reduction of
$594.9 million from the year ended December 31, 2017. Approximately $259.6 million in brokered CDs mature over
the next twelve months, and the average term to maturity of the retail brokered CDs outstanding as of December 31,
2018, was approximately 1.3 years. None of these CDs are callable at the Corporation’s option.

     Although FirstBank has historically been able to replace maturing deposits and advances, we may not be able to
replace these funds in the future if our financial condition or general market conditions change. The use of brokered
deposits has been particularly important for the funding of our operations. If we are unable to issue brokered deposits,
or are unable to maintain access to other funding sources, our results of operations and liquidity would be adversely
affected.

Alternate sources of funding may carry higher costs than sources currently utilized, particularly since the Federal
Reserve has been increasing rates. If we are required to rely more heavily on more expensive funding sources,
profitability would be adversely affected.
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We may determine to seek debt financing in the future to achieve our long-term business objectives. Any future debt
financing by the Corporation requires the prior approval of the Federal Reserve, and the Federal Reserve may not
approve such financing. Additional borrowings, if sought, may not be available to us, or if available, may not be on
acceptable terms. The availability of additional financing will depend on a variety of factors such as market
conditions, the general availability of credit, our credit ratings and our credit capacity. In addition, the Bank may seek
to sell loans as an additional source of liquidity. If additional financing sources are unavailable or are not available on
acceptable terms, our profitability and future prospects could be adversely affected.     

We depend on cash dividends from FirstBank to meet our cash obligations.

As a holding company, dividends from FirstBank have provided a substantial portion of our cash flow used to service
the interest payments on our trust-preferred securities and other obligations. As stated above, we agreed to request
approval from our regulators before receiving any cash dividends from FirstBank. In addition, FirstBank is limited by
law in its ability to make dividend payments and other distributions to us based on its earnings and capital position. 
Our inability to receive approval from our regulators to receive dividends from FirstBank, or FirstBank’s failure to
generate sufficient cash flow to make dividend payments to us, may adversely affect our ability to meet all projected
cash needs in the ordinary course of business and may have a detrimental impact on our financial condition.

If we do not obtain our regulators’ approval to pay interest, principal or other sums on subordinated debentures or
trust-preferred securities, a default may occur.

Following the termination of the Written Agreement, the Corporation agreed with the Federal Reserve to continue to
obtain the approval of the Federal Reserve before paying dividends, receiving dividends from FirstBank, making any
distributions of interest, principal or other sums on subordinated debentures or trust-preferred securities, incurring or
guaranteeing debt or purchasing or redeeming any corporate stock. Although the Corporation has received regulatory
approvals that has enabled it to pay scheduled quarterly interest payments on the trust-preferred securities since the
second quarter of 2016, it may not receive such approvals in the future. It is the intent of the Corporation to request
approvals in future periods to continue to make regularly scheduled quarterly interest payments on the Corporation’s
outstanding subordinated debentures associated with its trust-preferred securities. 

Under the subordinated debentures’ indentures, we have the right, from time to time, and without causing an event of
default, to defer payments of interest on the subordinated debentures by extending the interest payment period at any
time and from time to time during the term of the subordinated debentures for up to twenty consecutive quarterly
periods. We may need to elect extension periods for future quarterly interest payments if the Federal Reserve advises
us that it will not approve such future quarterly interest payments or if we do not receive the approval from our
regulators before receiving any cash dividends from FirstBank given that, as mentioned above, dividends from
FirstBank have provided a substantial portion of our cash flow used to service the interest payments on our
outstanding subordinated debentures. Our inability to receive approval from the Federal Reserve to make distributions
of interest, principal or other sums on our trust-preferred securities and subordinated debentures or to receive cash
dividends from FirstBank could result in a default under those obligations if we need to defer such payments for
longer than twenty consecutive quarterly periods.

Credit quality may result in additional losses.
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The quality of our loans has continued to be under pressure as a result of continued recessionary conditions in the
markets we serve and the continuing effects of Hurricanes Irma and Maria that have led to, among other things, high
unemployment levels, low absorption rates for new residential construction projects and further declines in property
values. Our business depends on the creditworthiness of our customers and counterparties and the value of the assets
securing our loans or underlying our investments. When the credit quality of the customer base materially decreases or
the risk profile of a market, industry or group of customers changes materially, our business, financial condition,
allowance levels, asset impairments, liquidity, capital and results of operations are adversely affected.

We have a commercial and construction loan portfolio held for investment in the amount of $3.8 billion as of
December 31, 2018. Due to their nature, these loans entail a higher credit risk than consumer and residential mortgage
loans, since they are larger in size, concentrate more risk in a single borrower and are generally more sensitive to
economic downturns. Furthermore, given the slowdown in the real estate market, the properties securing these loans
may be difficult to dispose of if they are foreclosed. During the first and third quarters 2018, the Corporation
transferred $74.4 million in nonaccrual commercial and construction loans to held for sale. The aggregate recorded
investment in these loans of $96.6 million was written down to $74.4 million, which resulted in charge-offs of $22.2
million, of which $6.5 million was taken against previously-established reserves for loan losses, resulting in a charge
to the provision for loan and lease losses of $15.7 million in 2018.  Approximately $57.2 million of the nonaccrual
commercial and construction loans transferred to loans held for sale were eventually sold during the second, third and
fourth quarters of 2018, resulting in an additional net loss of $2.7 million.  We may incur additional losses over the
near term, either because of continued deterioration of the quality of loans or because of additional sales of problem
loans, which would likely accelerate the recognition of losses.  Any such losses would adversely impact our overall
financial performance and results of operations.   
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Our allowance for loan and lease losses may not be adequate to cover actual losses, and we may be required to
materially increase our allowance, which may adversely affect our capital, financial condition and results of
operations.

We are subject to the risk of loss from loan defaults and foreclosures with respect to the loans we originate and
purchase. We establish a provision for loan and lease losses, which leads to reductions in our income from operations,
in order to maintain our allowance for inherent incurred loan and lease losses at a level that our management deems to
be appropriate based upon an assessment of the quality of the loan and lease portfolio. Management may fail to
accurately estimate the level of inherent incurred loan and lease losses or may have to increase our provision for loan
and lease losses in the future as a result of new information regarding existing loans, future increases in nonaccrual
loans, foreclosure actions and loan modifications, changes in economic and other conditions affecting borrowers or for
other reasons beyond our control. In addition, the bank regulatory agencies periodically review the adequacy of our
allowance for loan and lease losses and may require an increase in the provision for loan and lease losses or the
recognition of additional classified loans and loan charge-offs, based on judgments that are different from those of
management.

The level of the allowance reflects management’s estimates based upon various assumptions and judgments as to
specific credit risks, its evaluation of industry concentrations, loan loss experience, current loan portfolio quality,
present economic, political and regulatory conditions and unidentified losses inherent in the current loan portfolio.
The determination of the appropriate level of the allowance for loan and lease losses inherently involves a high degree
of subjectivity and requires management to make significant estimates and judgments regarding current credit risks
and future trends, all of which may undergo material changes. If our estimates prove to be incorrect, our allowance for
credit losses may not be sufficient to cover losses in our loan portfolio and our expense relating to the additional
provision for credit losses could increase substantially.

Any such increases in our provision for loan and lease losses or any loan losses in excess of our provision for loan and
lease losses would have an adverse effect on our future financial condition and results of operations. Given the
difficulties facing some of our largest borrowers, these borrowers may fail to continue to repay their loans on a timely
basis or we may not be able to assess accurately any risk of loss from the loans to these borrowers. See our risk factor
“The continuing effects of the September 2017 Hurricanes Maria and Irma may result in additional credit losses” above
for additional information about uncertainties surrounding the ultimate effect of the hurricanes on the affected regions.

Changes in collateral values of properties located in stagnant or distressed economies may require increased
reserves.

 Further deterioration of the value of real estate collateral securing our construction, commercial and residential
mortgage loan portfolios would result in increased credit losses.  As of December 31, 2018, approximately 1%, 17%
and 36% of our loan portfolio held for investment consisted of construction, commercial mortgage and residential real
estate loans, respectively.

 Whether the collateral that underlies our loans is located in Puerto Rico, the USVI, the BVI, or the U.S. mainland, the
performance of our loan portfolio and the collateral value backing the transactions are dependent upon the
performance of and conditions within each specific real estate market.  Puerto Rico, where most of the collateral is
located, has been in an economic recession since 2006. Sustained weak economic conditions that have affected Puerto
Rico over the last several years have resulted in declines in collateral values.
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 Construction and commercial loans, mostly secured by commercial and residential real estate properties, entail a
higher credit risk than consumer and residential mortgage loans since they are larger in size, may have less collateral
coverage, concentrate more risk in a single borrower and are generally more sensitive to economic downturns. As of
December 31, 2018, our commercial mortgage and construction real estate loans held for investment in Puerto Rico
amounted to $1.0 billion or 65% of the total $1.6 billion commercial mortgage and construction real estate loans,
which constituted 18% of the total loan portfolio.

     We measure the impairment of a loan based on the fair value of the collateral, if collateral dependent, which is
generally obtained from appraisals. Updated appraisals are obtained when we determine that loans are impaired and
are updated annually thereafter. In addition, appraisals are also obtained for certain residential mortgage loans on a
spot basis based on specific characteristics such as delinquency levels, age of the appraisal and loan-to-value ratios.
The appraised value of the collateral may decrease or we may not be able to recover collateral at its appraised value. A
significant decline in collateral valuations for collateral dependent loans has required and, in the future, may require
increases in our specific provision for loan losses and an increase in the general valuation allowance. Any such
increase would have an adverse effect on our future financial condition and results of operations.  
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Interest rate shifts may reduce net interest income.

Shifts in short-term interest rates have reduced net interest income in the past and, in the future, may reduce net
interest income, which is the principal component of our earnings. Net interest income is the difference between the
amounts received by us on our interest-earning assets and the interest paid by us on our interest-bearing liabilities.
Differences in the re-pricing structure of our assets and liabilities may result in changes in our profits when interest
rates change. Net interest income in 2018 benefitted from the upward repricing of variable rate commercial and
construction loans combined with an improved funding mix that was driven by the increase in the proportion of
interest-earning assets funded by the growth in non-interest bearing deposits.

Increases in interest rates may reduce demand for mortgage and other loans.

Higher interest rates increase the cost of mortgage and other loans to consumers and businesses and may reduce future
demand for such loans, which may negatively impact our profits by reducing the amount of loan interest income.

Accelerated prepayments may adversely affect net interest income.

In general, fixed-income portfolio yields would decrease if the re-investment of pre-payment amounts is at lower
rates.  Net interest income could also be affected by prepayments of mortgage-backed securities. Acceleration in the
prepayments of mortgage-backed securities would lower yields on these securities, as the amortization of premiums
paid upon the acquisition of these securities would accelerate. Conversely, acceleration in the prepayments of
mortgage-backed securities would increase yields on securities purchased at a discount, as the accretion of the
discount would accelerate. These risks are directly linked to future period market interest rate fluctuations. Also, net
interest income in future periods might be affected by our investment in callable securities because decreases in
interest rates might prompt the early redemption of such securities.

Changes in interest rates on loans and borrowings may adversely affect net interest income.

Basis risk is the risk of adverse consequences resulting from unequal changes in the difference, also referred to as the
“spread” or basis, between the rates for two or more different instruments with the same maturity and occurs when
market rates for different financial instruments or the indices used to price assets and liabilities change at different
times or by different amounts. For example, the interest expense for liability instruments such as brokered CDs might
not change by the same amount as interest income received from loans or investments. To the extent that the interest
rates on loans and borrowings change at different rates and by different amounts, the margin between our
LIBOR-based assets and the higher cost of the brokered CDs might be compressed and adversely affect net interest
income.

If all or a significant portion of the unrealized losses in our investment securities portfolio on our consolidated
statement of financial condition is determined to be other-than-temporarily impaired, we would recognize a
material charge to our earnings and our capital ratios would be adversely affected.

     For the years ended December 31, 2016, 2017 and 2018, we recognized a total of $6.7 million, $12.2 million and
$50 thousand, respectively, in other-than-temporary impairments. These impairments were primarily related to three
Puerto Rico government debt securities that were sold during 2017. To the extent that any portion of the unrealized
losses in our investment securities portfolio of $59.1 million as of December 31, 2018 is determined to be
other-than-temporary and, in the case of debt securities, the loss is related to credit factors, we would recognize a
charge to earnings in the quarter during which such determination is made and capital ratios could be adversely
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affected. Even if we do not determine that the unrealized losses associated with this portfolio require an impairment
charge, increases in unrealized losses on available-for-sale securities adversely affect our tangible common equity
ratio, which may adversely affect credit rating agency and investor sentiment towards us. Any negative perception
also may adversely affect our ability to access the capital or credit markets or might increase our cost of capital.
Valuation and other-than-temporary impairment determinations will continue to be affected by external market factors
including default rates, severity rates and macro-economic factors.

Downgrades in our credit ratings could further increase the cost of borrowing funds.

The Corporation’s ability to access new non-deposit sources of funding, even if approved by the Federal Reserve,
could be adversely affected by downgrades in our credit ratings. The Corporation’s liquidity is to a certain extent
contingent upon its ability to obtain external sources of funding to finance its operations. The Corporation’s current
credit ratings and any downgrades in such credit ratings can hinder the Corporation’s access to new forms of external
funding and/or cause external funding to be more expensive, which could in turn adversely affect results of operations.
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Defective and repurchased loans may harm our business and financial condition.

In connection with the sale and securitization of loans, we are required to make a variety of customary representations
and warranties relating to the loans sold or securitized. Our obligations with respect to these representations and
warranties are generally outstanding for the life of the loan, and relate to, among other things:

•          compliance with laws and regulations;

•          underwriting standards;

•          the accuracy of information in the loan documents and loan files; and

•          the characteristics and enforceability of the loan.

    A loan that does not comply with these representations and warranties may take longer to sell, may impact our
ability to obtain third-party financing for the loan, and may not be saleable or may be saleable only at a significant
discount. If such a loan is sold before we detect non-compliance, we may be obligated to repurchase the loan and bear
any associated loss directly, or we may be obligated to indemnify the purchaser against any loss, either of which could
reduce our cash available for operations and liquidity. Management believes that it has established controls to ensure
that loans are originated in accordance with the secondary market’s requirements, but mistakes may be made, or certain
employees may deliberately violate our lending policies.

We are subject to certain regulatory restrictions that may adversely affect our operations.

We are subject to supervision and regulation by the Federal Reserve Board and the FDIC. We are a bank holding
company and a financial holding company under the Bank Holding Company Act of 1956, as amended. The Bank is
also subject to supervision and regulation by the Puerto Rico Office of the Commissioner of Financial Institutions.

Under federal law, financial holding companies are permitted to engage in a broader range of “financial” activities than
those permitted to bank holding companies that are not financial holding companies.  A financial holding company
that ceases to meet certain standards is subject to a variety of restrictions, depending on the circumstances, including
the prohibition from undertaking new activities or acquiring shares or control of other companies. The Corporation
currently is restricted in its ability to engage in new financial activities or the acquisition of shares or control of other
companies without the prior written approval of the Federal Reserve Board.

    On October 3, 2017, the Federal Reserve terminated the Written Agreement entered into on June 3, 2010 by the
Corporation and the Federal Reserve.    Although the Written Agreement is now terminated, the Corporation has
agreed with its regulators to continue to obtain approval before paying dividends, receiving dividends from the Bank,
making payments on subordinated debt or trust preferred securities, incurring or guaranteeing debt or purchasing or
redeeming any corporate stock. If we fail to comply with the requirements from our regulators, we may become
subject to regulatory enforcement action and other adverse regulatory actions that might have a material and adverse
effect on our operations.
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Our controls and procedures may fail or be circumvented, our risk management policies and procedures may be
inadequate and operational risks could adversely affect our consolidated results of operations.

We may fail to identify and manage risks related to a variety of aspects of our business, including, but not limited to,
operational risk, interest-rate risk, trading risk, fiduciary risk, legal and compliance risk, liquidity risk and credit risk.
We have adopted and periodically improved various controls, procedures, policies and systems to monitor and manage
risk. Any improvements to our controls, procedures, policies and systems, however, may not be adequate to identify
and manage the risks in our various businesses. If our risk framework is ineffective, either because it fails to keep pace
with changes in the financial markets or our businesses or for other reasons, we could incur losses or suffer
reputational damage or find ourselves out of compliance with applicable regulatory mandates or expectations.

We may also be subject to disruptions from external events that are wholly or partially beyond our control, which
could cause delays or disruptions to operational functions, including information processing and financial market
settlement functions. In addition, our customers, vendors and counterparties could suffer from such events. Should
these events affect us, or the customers, vendors or counterparties with which we conduct business, our consolidated
results of operations could be negatively affected. When we record balance sheet reserves for probable loss
contingencies related to operational losses, we may be unable to accurately estimate our potential exposure, and any
reserves we establish to cover operational losses may not be sufficient to cover our actual financial exposure, which
may have a material impact on our consolidated results of operations or financial condition for the periods in which
we recognize the losses.
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Cyber-attacks, system risks and data protection breaches could present significant reputational, legal and
regulatory costs.

     Information security risks for financial institutions have significantly increased in recent years, especially as we
continue to expand customer services via the internet and other remote service channels, and the sophistication and
activities of organized crime, hackers, terrorists and other external parties have increased. These threats may derive
from fraud or malice on the part of our employees or third-party providers, or may result from human error or
accidental technological failure. These threats include cyber-attacks such as computer viruses, malicious code,
phishing attacks or information security breaches and could lead to the misappropriation of consumer account and
other information.

    We have an Information Security Program which continuously monitors cyber-related risks and ultimately ensures
protection for the processing, transmission and storage of confidential, proprietary and other information in our
computer systems and networks. Furthermore, a formal vendor management program is in place to categorize and
oversee third-party and vendor risks. The Corporation’s system of internal controls also incorporates an
organization-wide protocol for the appropriate reporting and escalation of information security matters to management
and the Corporation’s Board of Directors, to ensure effective and efficient resolution and, if necessary, disclosure of
any matters. The Corporation’s Board of Directors is actively engaged in the oversight of the Corporation’s continuous
efforts to reinforce and enhance its operational resilience.

    To date, we have not experienced any material impact related to cyber-attacks or other information security
breaches. However, future attacks or breaches could lead to security breaches of the networks, systems or devices that
our customers use to access our integrated products and services, which in turn could result in the unauthorized
disclosure, release, gathering, monitoring, misuse, loss or destruction of confidential, proprietary and other
information (including account data information) or data security compromises. Such attacks or breaches could also
cause service interruptions, malfunctions or other failures in the physical infrastructure or operations systems that
support our businesses and customers (such as the lack of availability of our value-added services), as well as the
operations of our customers or other third parties.  In addition, they could lead to damage to our reputation with our
customers and other parties and the market, additional costs to us (such as the costs of repairing systems, adding new
personnel or protection technologies or compliance costs), regulatory penalties, financial losses to both us and our
customers and partners and the loss of customers and business opportunities. If such attacks are not detected
immediately, their effect could be compounded.

We rely on other companies to perform key aspects of our business infrastructure.

Third parties perform key aspects of our business operations such as data processing, information security, recording
and monitoring transactions, online banking interfaces and services, internet connections and network access. While
we believe that we have selected these third-party vendors carefully, we do not control their actions. Any significant
problems caused by these third parties, including those resulting from disruptions in communication services provided
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by a vendor, failure of a vendor to handle current or higher volumes, failure of a vendor to provide services for any
reason, the provision by a vendor of poor performance of services, or failure of a vendor to notify us of a reportable
event, could adversely affect our ability to deliver products and services to our customers and otherwise conduct our
business. Financial or operational difficulties of a third-party vendor could also hurt our operations if those difficulties
interfere with the vendor’s ability to serve us. Replacing these third-party vendors could also create significant delay
and expense. Accordingly, use of such third parties creates an inherent risk to our business operations.
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Competition for our executives and other key employees is intense, and we may not be able to attract and retain the
highly skilled people we need to support our business.

Our success depends, in large part, on our ability to attract and retain key people. Competition for the best people in
most activities in which we engage can be intense, and we may not be able to hire people or retain them, particularly
in light of uncertainty concerning compensation restrictions applicable to banks but not applicable to other financial
services firms. The unexpected loss of services of one or more of our key personnel could adversely affect our
business because of the loss of their skills, knowledge of our markets and years of industry experience and, in some
cases, because of the difficulty of promptly finding qualified replacement employees. Similarly, the loss of our
executives or other key employees, either individually or as a group, could result in a loss of customer confidence in
our ability to execute banking transactions on their behalf. 

Our compensation practices are subject to review and oversight by the Federal Reserve Board. We also may be subject
to limitations on compensation practices by the FDIC or other regulators, which may or may not affect our
competitors. Limitations on our compensation practices could have a negative impact on our ability to attract and
retain talented senior leaders in support of our long term strategy.

Our compensation practices are subject to oversight by the Federal Reserve Board and the FDIC. Any deficiencies
in our compensation practices may be incorporated into our supervisory ratings, which can affect our ability to
make acquisitions or perform other actions. In addition, the regulation of our compensation practices may change
in the future.

Our compensation practices are subject to oversight by the Federal Reserve Board and the FDIC. As discussed above,
the Corporation currently is subject to the 2010 interagency guidance governing the incentive compensation activities
of regulated banks and bank holding companies.  Our failure to satisfy these restrictions and guidelines could expose
us to adverse regulatory criticism, lowered supervisory ratings, and restrictions on our operations and acquisition
activities.  In addition, the federal banking agencies have proposed new regulations under the Dodd-Frank Act that
place restrictions on the incentive compensation practices of banking organizations with $1 billion or more in assets.

The scope and content of the U.S. banking regulators’ policies on executive compensation are continuing to develop
and are likely to continue evolving in the near future. It cannot be determined at this time whether compliance with
such policies will adversely affect the ability of the Corporation and its subsidiaries to hire, retain and motivate their
key employees.

Further increases in the FDIC deposit insurance premium or in FDIC required reserves may have a significant
financial impact on us.

The FDIC insures deposits at FDIC-insured depository institutions up to certain limits (currently, $250,000 per
depositor account). The FDIC charges insured depository institutions premiums to maintain the Deposit Insurance
Fund (the “DIF”).  In the event of a bank failure, the FDIC takes control of a failed bank and, if necessary, pays all
insured deposits up to the statutory deposit insurance limits using the resources of the DIF. The FDIC is required by
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law to maintain adequate funding of the DIF, and the FDIC may increase premium assessments to maintain such
funding.

     The Dodd-Frank Act requires the FDIC to increase the DIF’s reserves against future losses, which will require
institutions with assets greater than $10 billion, such as FirstBank, to bear an increased responsibility for funding the
prescribed reserve to support the DIF. Among other things, the Dodd-Frank Act requires the FDIC to bolster the DIF
by increasing the required reserve ratio for the industry to 1.35 percent (the ratio of reserves to insured deposits) by
September 30, 2020.

     The FDIC’s revised rule on deposit insurance assessments implements a provision in the Dodd-Frank Act that
changes the assessment base for deposit insurance premiums from one based on domestic deposits to one based on
average consolidated total assets minus average Tier 1 capital. The rule changes the assessment rate schedules for
insured depository institutions so that approximately the same amount of revenue would be collected under the new
assessment base as would be collected under the previous rate schedule and the schedules previously proposed by the
FDIC. The rule also revises the risk-based assessment system for all large insured depository institutions (generally,
institutions with at least $10 billion in total assets, such as FirstBank). Under the rule, the FDIC uses a scorecard
method to calculate assessment rates for all such institutions.

On September 30, 2018, the Deposit Insurance Fund Reserve Ratio reached 1.36 percent, exceeding the statutorily
required minimum reserve ratio of 1.35 percent ahead of the September 30, 2020 deadline required under the
Dodd-Frank Act. FDIC regulations provide for two changes to deposit insurance assessments upon reaching the
minimum: (1) surcharges on insured depository institutions with total consolidated assets of $10 billion or more, such
as FirstBank, will cease; and (2) small banks will receive assessment credits for the portion of their assessments that
contributed to the growth in the reserve ratio from between 1.15 percent and 1.35 percent, to be applied when the
reserve ratio is at or above 1.38 percent.

The FDIC may further increase FirstBank’s premiums or impose additional assessments or prepayment requirements in
the future. The Dodd-Frank Act removed the statutory cap for the reserve ratio, leaving the FDIC free to set this cap
going forward.
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Our businesses may be adversely affected by litigation.

From time to time, our customers, or the government on their behalf, makes claims and take legal action relating to
our performance of fiduciary or contractual responsibilities. We have also faced employment lawsuits and other legal
claims. In any such future claims or actions, demands for substantial monetary damages may be asserted against us,
resulting in financial liability or an adverse effect on our reputation among investors or on customer demand for our
products and services. We may be unable to accurately estimate our exposure to litigation risk when we record
balance sheet reserves for probable loss contingencies. As a result, reserves we establish to cover any settlements or
judgements may not be sufficient to cover our actual financial exposure, which has occurred in the past and may again
occur, resulting in a material adverse impact on our consolidated results of operations or financial condition.

In the ordinary course of our business, we are also subject to various regulatory, governmental and law enforcement
inquiries, investigations and subpoenas. These may be directed generally to participants in the businesses in which we
are involved or may be specifically directed at us. In regulatory enforcement matters, claims for disgorgement, the
imposition of penalties and the imposition of other remedial sanctions are possible.

In the past, following periods of volatility in the market price of a company’s securities, securities class action
litigation has often been instituted. A securities class action suit against us could result in substantial costs, potential
liabilities and the diversion of management’s attention and resources.

The resolution of legal actions or regulatory matters, when unfavorable, has had and could in the future have a
material adverse effect on our consolidated results of operations for the quarter in which such actions or matters are
resolved or a reserve is established.

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

Our relationships with many of our customers are predicated upon our reputation as a fiduciary and a service provider
that adheres to the highest standards of ethics, service quality and regulatory compliance. Adverse publicity,
regulatory actions, litigation, operational failures, the failure to meet customer expectations and other issues with
respect to one or more of our businesses could materially and adversely affect our reputation, or our ability to attract
and retain customers or obtain sources of funding for the same or other businesses. Preserving and enhancing our
reputation also depends on maintaining systems and procedures that address known risks and regulatory requirements,
as well as our ability to identify and mitigate additional risks that arise due to changes in our businesses, the market
places in which we operate, the regulatory environment and customer expectations. If we fail to promptly address
matters that bear on our reputation, our reputation may be materially adversely affected and our business may suffer.

Changes in accounting standards issued by the Financial Accounting Standards Board may adversely affect our
financial statements.

Our financial statements are subject to the application of U.S. Generally Accepted Accounting Principles (“GAAP”),
which are periodically revised and expanded. Accordingly, from time to time, we are required to adopt new or revised
accounting standards issued by the Financial Accounting Standards Board (“FASB”). The FASB has issued several
financial accounting and reporting standards that will govern key aspects of the Corporation’s financial statements or
interpretations thereof when those standards become effective, including those areas where the Corporation is required
to make assumptions or estimates. For example, the FASB’s new accounting standard on credit losses, which will
become effective for the Corporation on January 1, 2020, will require earlier recognition of credit losses on financial
assets. The new accounting model requires that lifetime “expected credit losses” of financial assets not recorded at fair
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value through net income, such as loans and held-to-maturity securities, be recorded at inception of the financial asset,
replacing the multiple existing impairment models under GAAP which generally require that a loss be “incurred” before
it is recognized. Accordingly, the new accounting model presents operational challenges and will require the
Corporation to change how it makes assumptions and estimates on loan and lease losses as well as other financial
assets. For additional information on this and other accounting standards, see Note 1, “Nature of Business and
Summary of Significant Accounting Policies” to the consolidated financial statements included in Item 8 of this Form
10-K.

Other changes to financial accounting or reporting standards or interpretations, whether promulgated or required by
the FASB or other regulators, could also present operational challenges and could require the Corporation to change
certain of the assumptions or estimates it previously used in preparing its financial statements, which could negatively
impact how it records and reports its financial condition and results of operations generally and/or with respect to
particular businesses. For additional information on the key areas for which assumption and estimates are used in
preparing the Corporation’s financial statements, see Note 1, “Nature of Business and Summary of Significant
Accounting Policies” of the consolidated financial statements included in Item 8 of this Form 10-K.
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Any impairment of our goodwill or amortizable intangible assets may adversely affect our operating results.

     If our goodwill or amortizable intangible assets become impaired, we may be required to record a significant
charge to earnings. Under GAAP, we review our amortizable intangible assets for impairment when events or changes
in circumstances indicate that the carrying value may not be recoverable.

     Goodwill is tested for impairment at least annually. Factors that may be considered a change in circumstances,
indicating that the carrying value of the goodwill or amortizable intangible assets may not be recoverable, include
reduced future cash flow estimates and slower growth rates in the industry.

     The goodwill impairment evaluation process requires us to make estimates and assumptions with regards to the fair
value of our reporting units. Actual values may differ significantly from these estimates. Such differences could result
in future impairment of goodwill that would, in turn, negatively impact our results of operations and the reporting unit
to which the goodwill relates. We conducted our most recent evaluation of goodwill during the fourth quarter of 2018.

     If we are required to record a charge to earnings in our consolidated financial statements because we identify an
impairment of goodwill or amortizable intangible assets, our results of operations could be adversely affected.

Recognition of deferred tax assets is dependent upon the generation of future taxable income by the Bank.

As of December 31, 2018, the Corporation had a deferred tax asset of $319.9 million (net of a valuation allowance of
$100.7 million, including a valuation allowance of $68.1 million against the deferred tax assets of the Corporation’s
banking subsidiary FirstBank). Under Puerto Rico law, the Corporation and its subsidiaries, including FirstBank, are
treated as separate taxable entities and are not entitled to file consolidated tax returns.  Accordingly, to obtain a tax
benefit from NOLs, a particular subsidiary must be able to demonstrate sufficient taxable income.  Nonetheless, the
2011 PR Code allows entities organized as limited liability companies to perform an election to become a non-taxable
“pass-through” entity and utilize losses to offset income from other “pass-through” entities, subject to certain limitations,
with the remaining net income passing-through to its partner entities. To obtain the full benefit of the applicable
deferred tax asset attributable to NOLs, FirstBank and its pass-through entities must have sufficient taxable income
within the applicable carry forward period. Pursuant to the 2011 PR Code, the carryforward period for NOLs incurred
during taxable years that commenced after December 31, 2004 and ended before January 1, 2013 is 12 years; for
NOLs incurred during taxable years commencing after December 31, 2012 the carryover period is 10 years.
Accounting for income taxes requires that companies assess whether a valuation allowance should be recorded against
their deferred tax asset based on an assessment of the amount of the deferred tax asset that is more likely than not to
be realized.

Although the Corporation recognized a partial reverse of its valuation allowance related to its deferred tax assets based
on a conclusion that, as of December 31, 2018, it is more likely than not that FirstBank will generate sufficient taxable
income withn the applicable NOL carry-forward periods to realize a significant portion of its deferred tax assets,
thereby reducing the Corporation’s valuation allowance to $100.7 million as of December 31, 2018 from $191.2
million as of December 31, 2017, due to significant estimates utilized in determining the valuation allowance and the
potential for changes in facts and circumstances, it is reasonably possible that, in the future, the Corporation will not
be able to reverse the remaining valuation allowance or that the Corporation will need to increase its current deferred
tax asset valuation allowance.

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

81



The Corporation’s judgments regarding tax accounting policies and the resolution of tax disputes may impact the
Corporation’s earnings and cash flow.

Significant judgment is required in determining the Corporation’s effective tax rate and in evaluating its tax positions.
The Corporation provides for uncertain tax positions when such tax positions do not meet the recognition thresholds
or measurement criteria prescribed by applicable GAAP.

Fluctuations in federal, state, local and foreign taxes or a change to uncertain tax positions, including related interest
and penalties, may impact the Corporation’s effective tax rate. When particular tax matters arise, a number of years
may elapse before such matters are audited and finally resolved. In addition, tax positions may be challenged by the
Puerto Rico Department of Treasury (“PRTD”), the United States Internal Revenue Service (“IRS”) and the tax authorities
in the jurisdictions in which we operate and we may estimate and provide for potential liabilities that may arise out of
tax audits to the extent that uncertain tax positions fail to meet the recognition standard under applicable GAAP.
Unfavorable resolution of any tax matter could increase the effective tax rate and could result in a material increase in
our tax expense. Resolution of a tax issue may require the use of cash in the year of resolution.
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Changes in the Tax Law in multiple jurisdictions can materially affect our operations, tax obligations and effective
tax rate.

First BanCorp. is subject to Puerto Rico income tax on its income from all sources.  As a Puerto Rico corporation, it is
treated as a foreign corporation for U.S. and USVI income tax purposes and is generally subject to U.S. and USVI
income tax only on its income from sources within the U.S. and USVI or income effectively connected with the
conduct of a trade or business in those regions. The USVI jurisdiction imposes income taxes based on the U.S.
Internal Revenue Code under the “mirror system” established by the Naval Service Appropriations Act of 1922.
However, the USVI jurisdiction also imposes an additional 10% surtax on the USVI tax liability, if any.

These tax laws are complex and subject to different interpretations. We must make judgments and interpretations
about the application of these inherently complex tax laws when determining our provision for income taxes, our
deferred tax assets and liabilities, and our valuation allowance. In addition, legislative changes, particularly changes in
tax laws, could adversely impact our results of operations.

On December 22, 2017, the United States president signed H.R.1, approved by Congress, including an overhaul of
individual, business and international taxes, which impacts corporations doing business in the U.S. and the USVI (the
“US Tax Reform”), but not in Puerto Rico. The US Tax Reform requires new computations to be performed that were
not previously required in U.S. tax law and judgment is required in the interpretation of the provisions of the US Tax
Reform.  Some international provisions of the US Tax Reform, such as the GILTI tax, could also result in the
relocation of U.S. Controlled Foreign Corporations (“CFC”) doing business in Puerto Rico, which could have a
significant impact on the economy of Puerto Rico and consequently on the operations of the Corporation. Also, the
US Tax Reform could trigger changes in tax law or increase taxes in the USVI jurisdiction in order to offset the
effects of the reduction in income tax rate in the USVI. 

On December 10, 2018, the Governor of Puerto Rico signed into Law the Act 257 to amend some of the provisions of
the 2011PR Code, as amended.  Act 257 introduces various changes to the current income tax regime in the case of
individuals and corporations, and the sales and use taxes that were effective January 1, 2019, including, among others,
(i) a reduction in the Puerto Rico corporate tax rate from 39% to 37.5%; (ii) an increase in the net operating and
capital losses usage limitation from 80% to 90%; (iii) amendments to the provisions related to “pass-through” entities
that provide that corporations that own 50% or more of a partnership will not be able to claim a current or carryover
non partnership NOL deduction against a partnership distributable share; and (iv) other limitations on certain
deductions, such as meals and entertainment deductions.  In the fourth quarter of 2018, the Corporation recorded a
one-time charge of $9.9 million related to the remeasurement of deferred tax assets resulting from the aforementioned
reduction in the corporate tax rates (net of the $5.6 million related impact in the valuation allowance).

Changes in Puerto Rico, the U.S. or other jurisdiction’s applicable tax laws or tax authorities’ new interpretations, could
result in increases in our overall taxes and the Corporation’s financial condition or results of operations may be
adversely impacted.
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Our ability to use our net operating loss (NOL) carryforwards may be limited.

The Corporation has Puerto Rico, U.S. and USVI sourced NOLs carryforwards. Section 382 of the U.S. Internal
Revenue Code (“Section 382”) and Section 1034.04(u) of the 2011 PR Code (“Section 1034.04(u)”), which is significantly
similar to Section 382, limit the ability to utilize U.S., USVI and Puerto Rico NOLs, respectively, at such jurisdictions
following an event of an ownership change.  Generally, an ownership change occurs when certain shareholders
increase their aggregate ownership by more than 50 percentage points over their lowest ownership percentage over a
three-year testing period. However, Puerto Rico Section 1034.04(u) has an exemption (“the Capital Raise Exemption”),
which allows a change in control to be exempt from Section 1034.04(u) if the purpose of the issuance is to raise
capital for the operations of the entity, and immediately after the issuance, and for no less than five years, the entity’s
shares are marketed in one or more recognized stock exchanges. Upon the occurrence of a Section 382 or Section
1034.04(u) ownership change, the use of NOLs attributable to the period prior to the ownership change is subject to
limitations and only a portion of the U.S., USVI and Puerto Rico NOLs, as applicable, may be used by the
Corporation to offset the annual U.S., USVI and Puerto Rico taxable income, if any. During 2017, the Corporation
completed a formal ownership change analysis within the meaning of Section 382 covering a comprehensive period,
and concluded that an ownership change, for U.S. and USVI purposes only, occurred during the period evaluated. The
Section 382 limitation resulted in higher U.S. liabilities than we would have incurred in the absence of such limitation.
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Furthermore, it is possible that the utilization of our Puerto Rico, U.S. and USVI NOLs could be further limited due to
future changes in our stock ownership, as a result of either sales of our outstanding shares or issuances of new shares
that could separately or cumulatively trigger an ownership change and, consequently, a Section 1034.04(u) or Section
382 limitation. Any Section 1034.04(u) limitation for Puerto Rico resulting from any such future stock ownership
changes could result in material adjustments to our deferred tax assets, earnings and cash flows.  Any further Section
382 limitations may result in greater U.S. and USVI tax liabilities than we would incur in the absence of such a
limitation and any increased liabilities could adversely affect our earnings and cash flow. We may be able to mitigate
the adverse effects associated with a Section 382 limitation in the U.S. and USVI to the extent that we could credit any
resulting additional U.S. and USVI tax liability against our tax liability in Puerto Rico.  However, our ability to credit
U.S. and USVI taxes against Puerto Rico taxes is subject to limitations and will depend on our tax profile and other
factors at each annual taxable period.    

We must respond to rapid technological changes, and these changes may be more difficult or expensive than
anticipated.

    If competitors introduce new products and services embodying new technologies, or if new industry standards and
practices emerge, our existing product and service offerings, technology and systems may become obsolete.
Furthermore, if we fail to adopt or develop new technologies or to adapt our products and services to emerging
industry standards, we may lose current and future customers, which could have a material adverse effect on our
business, financial condition and results of operations. The financial services industry is changing rapidly and, in order
to remain competitive, we must continue to enhance and improve the functionality and features of our products,
services and technologies. These changes may be more difficult or expensive than we anticipate.

RISKS RELATING TO THE BUSINESS ENVIRONMENT AND OUR INDUSTRY

Continuation of the economic slowdown and decline in the real estate market in Puerto Rico could continue to
harm our results of operations.

The residential mortgage loan origination business has historically been cyclical, enjoying periods of strong growth
and profitability followed by periods of shrinking volumes and industry-wide losses. The market for residential
mortgage loan originations has declined over the past few years and this trend may continue to reduce the level of
mortgage loans we produce in the future and adversely affect our business. During periods of rising interest rates, the
refinancing of many mortgage products tends to decrease as the economic incentives for borrowers to refinance their
existing mortgage loans are reduced. In addition, the residential mortgage loan origination business is impacted by
home values.

 The actual rates of delinquencies, foreclosures and losses on loans have been higher during the economic slowdown
in the United States in the late 2000s and early 2010s and in Puerto Rico since 2006. Rising unemployment, volatile
interest rates and declines in housing prices have had a negative effect on the ability of borrowers to repay their
mortgage loans. Any sustained period of increased delinquencies, foreclosures or losses could continue to adversely
affect our ability to sell loans, the prices we receive for loans, the values of mortgage loans held for sale or residual
interests in securitizations, which could continue to adversely affect our financial condition and results of operations.
In addition, any additional material decline in real estate values would further weaken the loan-to-value ratios and
increase the possibility of loss if a borrower defaults. In such event, we will be subject to the risk of loss on such real
estate arising from borrower defaults to the extent not covered by third-party credit enhancement.
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The Corporation’s credit quality and the value of our portfolio of Puerto Rico government securities has been and
in the future may be adversely affected by Puerto Rico’s economic condition, and may be affected by actions taken
by the Puerto Rico government or the PROMESA oversight board to address the ongoing fiscal and economic
challenges in Puerto Rico.

A significant portion of our financial activities and credit exposure is concentrated in the Commonwealth of Puerto
Rico, which has been in an economic recession since 2006 that has been exacerbated by the effects of Hurricanes Irma
and Maria in 2017.  The New Fiscal Plan approved by the PROMESA oversight board, projects a contraction in
Puerto Rico’s gross national product of 8.0% for fiscal year 2018, followed by projected growths of 7.9% and 5.5% for
fiscal years 2019 and 2020, respectively. Such projected growth was based on an assumption that over $82 billion of
disaster relief funding will enter the economy of Puerto Rico from federal and private sources. Of the total disaster
relief funding of $82 billion, estimated amounts of approximately $66 billion are to be used for public assistance, $3
billion for individual assistance, $8 billion for private and business insurance pay outs, and $5 billion is related to
other federal funding. On July 30, 2018, HUD approved a $1.5 billion disaster recovery plan submitted by the Puerto
Rico government that primarily focuses on the restoration of damaged and destroyed homes, businesses and
infrastructure.  The disaster recovery action plan includes the following activities: (i) housing ($1 billion) – for
rebuilding and repairs of damaged properties, rental assistance, and appliances; (ii) economic revitalization ($145
million) – for eligible businesses to help-revitalize the post-disaster economy, including through grants; and (iii)
infrastructure ($100 million) – for repairs of the damaged infrastructure in Puerto Rico. In February 2019, the Puerto
Rico governor announced that HUD authorized the disbursement and use of funds approved through the
aforementioned disaster recovery plan.  

The EDB-EAI in November 2018 was 120.3, close to pre-hurricane levels of 122.1 in August 2017, and a 21.5%
growth compared to post-hurricane levels of 99.0 in November 2017, mainly related to interruption of the electric
energy system in 2017 due to hurricanes Irma and Maria. The EDB-EAI is a coincident index of economic activity for
Puerto Rico made up of four indicators (non-farm payroll employment, electric power generation, cement sales and
gasoline consumption). The cement sales for November 2018 totaled 1.2 million of 94-pound bags, an increase of
6.3% over the prior month, and an annual increase of 64.3%. Estimated gasoline consumption in November 2018 was
78.1 million gallons, a 2.8% decrease when compared with October 2018, and a decrease of 6.7% compared to the
same period in 2017.  Electric power generation for November 2018 totaled 1,532.5 million kilowatt-hours, an
increase of 3.3% over the prior month, and an annual increase of 94.7% compared with the same period in 2017. The
revised version of the New Fiscal Plan projects that the hurricanes will create a spike in inflation of 1.6% in fiscal year
2018, with subsequent average increases of about 1.49% over the next six years, until fiscal year 2023.  The
seasonally adjusted unemployment rate in Puerto Rico was 8.3% in December 2018, compared to 11.0% in December
2017.  The Puerto Rico labor force participation rate was 40.8% as of December 2018.  The average of the labor force
participation rate in Puerto Rico was 45.05% from 1990 until 2017, reaching an all-time high of 49.80% in February
of 2007 and a record low of 38.6% in October of 2017.  Based on information published by the Puerto Rico
government, the labor force estimate was 1.1 million people as of December 2018, a reduction of 1.4% when
compared with December 2017.

The New Fiscal Plan reflects a 5.5% decline in population by fiscal year 2023.  In addition, the revised New Fiscal
Plan established an annual emergency reserve of $130 million for 10 years. As mentioned above, it also assumes $82
billion in disaster relief funding and projects that a $30 billion surplus will be generated through fiscal year 2033. The
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New Fiscal Plan includes a series of structural reforms in areas, such as: (i) human capital and labor; (ii) ease of doing
business; (iii) power sector reform; and (iv) infrastructure reform.  The New Fiscal Plan also proposes fiscal measures
projected to drive $12.4 billion in increased revenues and reduced expenditures through fiscal year 2023 and projects
that structural reforms will drive a cumulative 1.21% increase in growth by Fiscal year 2058.

Based on information published by the Puerto Rico Treasury, the net revenues of the Puerto Rico government’s
General Fund in November 2018 totaled $556.9 million, which was $16.8 million less than in November 2017, and
$25.5 million over projections in the New Fiscal Plan.  The net revenue to the General Fund for the first five months
of the fiscal year ending June 30, 2019 totaled $3,540.2 million, an increase of $611.8 million, compared with the
same period of the previous fiscal year.
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On February 4, 2019, the U.S. District Judge Laura Taylor Swain, approved the COFINA plan, a restructuring
agreement for bondholders of debt issued by the Puerto Rico Sales Tax Financing Corporation (“COFINA,” by its
Spanish acronym). The COFINA plan restructures $18.0 billion of COFINA debt, which represents 24% of Puerto
Rico’s funded debt. In addition, the COFINA plan, reduced the annual cash flow to COFINA from a maximum of $1.8
billion to $992 million and provides to the Government of Puerto Rico an average annual savings of $425 million for
the next 40 years.

As of December 31, 2018, the Corporation had $214.6 million of direct exposure to the Puerto Rico government, its
municipalities and public corporations, compared to $214.5 million as of December 31, 2017. As of December 31,
2018, approximately $191.9 million of the exposure consisted of loans and obligations of municipalities in Puerto
Rico that are supported by assigned property tax revenues and for which, in most cases, the good faith, credit and
unlimited taxing power of the applicable municipality have been pledged to their repayment, compared to $184.6
million as of December 31, 2017.  Approximately 75% of the Corporation’s municipality exposure consisted primarily
of senior priority obligations concentrated in three of the largest municipalities in Puerto Rico. These municipalities
are required by law to levy special property taxes in such amounts as are required for the payment of all of their
respective general obligation bonds and notes. The PROMESA oversight board has not designated any of the
Commonwealth’s 78 municipalities as covered entities under PROMESA.  However, while the New Fiscal Plan
certified by the PROMESA oversight board did not contemplate a restructuring of the debt of Puerto Rico’s
municipalities, the plan did call for the gradual elimination of budgetary subsidies provided to municipalities.
Furthermore, municipalities are also likely to be affected by the negative economic and other effects resulting from
expense, revenue or cash management measures taken to address the Puerto Rico government’s fiscal and liquidity
shortfalls, as well as measures included in fiscal plans of other government entities.  In addition to municipalities, the
total direct exposure also included a $14.5 million loan to an affiliate of PREPA and obligations of the Puerto Rico
government, specifically bonds of the Puerto Rico Housing Finance Authority, at an amortized cost of $8.2 million as
part of its available-for-sale investment securities portfolio (fair value of $7.0 million as of December 31, 2018).

In addition, as of December 31, 2018, the Corporation had $112.1 million in exposure to residential mortgage loans
that are guaranteed by the Puerto Rico Housing Finance Authority. Residential mortgage loans guaranteed by the
Puerto Rico Housing Finance Authority are secured by the underlying properties and the guarantees serve to cover
shortfalls in collateral in the event of a borrower default. The Puerto Rico government guarantees up to $75 million of
the principal under the mortgage loan insurance program. According to the most recently-released audited financial
statements of the Puerto Rico Housing Finance Authority, as of June 30, 2016, the Puerto Rico Housing Finance
Authority’s mortgage loans insurance program covered loans in an aggregate of approximately $576 million. The
regulations adopted by the Puerto Rico Housing Finance Authority require the establishment of adequate reserves to
guarantee the solvency of the mortgage loan insurance fund. As of June 30, 2016, the most recent date as to which
information is available, the Puerto Rico Housing Finance Authority had a restricted net position for such purposes of
approximately $77.4 million.

As of December 31, 2018, the Corporation had $677.3 million of public sector deposits in Puerto Rico, compared to
$490.3 million as of December 31, 2017. Approximately 34% is from municipalities and municipal agencies in Puerto
Rico and 66% is from public corporations and the central government and agencies in Puerto Rico.
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Future deterioration in economic activity and the potential impact on asset values resulting from the hurricanes, when
added to Puerto Rico’s ongoing fiscal crisis and recession, could materially adversely affect our business, financial
condition, liquidity, results of operations and capital position. 
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Continuation of the economic slowdown and decline in the U.S. Virgin Islands could continue to harm our results
of operations.

The fiscal health of the government of the USVI over the past 10 years has shown signs of deterioration evidenced by
persistent budgetary deficits and projected future revenue shortfalls. In September 15, 2016, the government of the
USVI developed a five-year financial plan, designed to return the general fund to fiscal stability. The fiscal
stabilization plan included a number of revenue enhancement initiatives as well as reductions to government operating
expenses. Many of the USVI government’s revenue enhancement initiatives are subject to legislative approval and are
in the form of tax increases that could potentially have an adverse effect on the economy. The fiscal stabilization plan
is also predicated on access of the government to the financial markets in order to issue deficit financing to cover the
operating deficits incurred in 2017 and 2018.

The passage of hurricanes Irma and Maria through the region caused significant damage to the USVI’s core
infrastructure, including housing, electricity and the government’s ability to provide certain essential services. Since
the hurricanes, most schools have reopened, energy and water consumers have service, street light fixtures have been
repaired or replaced, and tourism has been recovering. Considering the aforementioned challenges, the government
has decided to amend the five-year financial plan in order to create new revenues, reduce public spending, and create a
fair salary payment system for public employees.  Further declines in the economic activity of this region could result
in further adverse effects on our profitability and credit quality.

To the extent that the fiscal condition of the USVI government continues to deteriorate, the U.S. Congress or the
government of the USVI may enact legislation allowing for the restructuring of the financial obligations of the USVI
government entities or imposing a stay on creditor remedies, including by making PROMESA applicable to the USVI.

As of December 31, 2018, the Corporation had total exposure to the USVI government and its instrumentalities of
$55.8 million, approximately $32.6 million was owed by public corporations of the USVI and $23.2 million was owed
by an independent instrumentality of the USVI government. All loans are currently performing and up to date on
principal and interest payments.

Difficult market conditions have affected the financial industry and may adversely affect us in the future.

Given that most of our business is in Puerto Rico and the United States and given the degree of interrelation between
Puerto Rico’s economy and that of the United States, we are exposed to downturns in the U.S. economy, including
factors such as unemployment and underemployment levels in the United States and real estate valuations. The
deterioration of these conditions adversely affected us in the past and, in the future, could adversely affect the credit
performance of mortgage loans, credit default swaps and other derivatives, and result in significant write-downs of
asset values by financial institutions, including government-sponsored entities as well as major commercial banks and
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investment banks.
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Despite improving labor markets in the U.S. in the past year, an elevated amount of underemployment and household
debt, the volatile interest rate environment, along with a continued sluggish recovery in the consumer real estate
market and certain commercial real estate markets in the U.S. pose challenges for the U.S. economic performance and
the financial services industry.

In particular, we may face the following risks:

•          Our ability to assess the creditworthiness of our customers may be impaired if the models and approaches we
use to select, manage, and underwrite the loans become less predictive of future behaviors.

•          The models used to estimate losses inherent in the credit exposure, particularly those under the new credit loss
accounting model with which we must comply beginning in 2020, require difficult, subjective, and complex
judgments, including forecasts of economic conditions and how these economic predictions might impair the ability of
the borrowers to repay their loans, which may no longer be capable of accurate estimation and which may, in turn,
impact the reliability of the models.

•          Our ability to borrow from other financial institutions or to engage in sales of mortgage loans to third parties
(including mortgage loan securitization transactions with government-sponsored entities and repurchase agreements)
on favorable terms, or at all, could be adversely affected by further disruptions in the capital or credit markets or other
events, including deteriorating investor expectations.

•          Competitive dynamics in the industry could change as a result of consolidation of financial services companies
in connection with current market conditions.

•          Expected future regulation of our industry may increase our compliance costs and limit our ability to pursue
business opportunities.

•          There may be downward pressure on our stock price.  

     Any future deterioration of economic conditions in the U.S. and disruptions in the financial markets could
adversely affect our ability to access capital, our business, financial condition and results of operations.

The failure of other financial institutions could adversely affect us.

Our ability to engage in routine funding transactions could be adversely affected by future failures of financial
institutions and the actions and commercial soundness of other financial institutions. Financial institutions are
interrelated as a result of trading, clearing, counterparty and other relationships. We have exposure to different
industries and counterparties and routinely execute transactions with counterparties in the financial services industry,
including brokers and dealers, commercial banks, investment banks, investment companies and other institutional
clients. In certain of these transactions, we are required to post collateral to secure the obligations to the
counterparties. In the event of a bankruptcy or insolvency proceeding involving one of such counterparties, we may
experience delays in recovering the assets posted as collateral, or we may incur a loss to the extent that the
counterparty was holding collateral in excess of the obligation to such counterparty or under other circumstances, such
as the loss in 2013 of our assets that we pledged to Lehman Brothers, Inc.

In addition, many of these transactions expose us to credit risk in the event of a default by our counterparty or client.
The credit risk may be exacerbated when the collateral held by us cannot be realized or is liquidated at prices not
sufficient to recover the full amount of the loan or derivative exposure due to us. Any losses resulting from our routine
funding transactions may materially and adversely affect our financial condition and results of operations.
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Legislative and regulatory actions taken now or in the future may increase our costs and impact our business,
governance structure, financial condition or results of operations.

We and our subsidiaries are subject to extensive regulation by multiple regulatory bodies. These regulations may
affect the manner and terms of delivery of our services. If we do not comply with governmental regulations, we may
be subject to fines, penalties, lawsuits or material restrictions on our businesses in the jurisdiction where the violation
occurred, which may adversely affect our business operations. Changes in these regulations can significantly affect the
services that we are asked to provide as well as our costs of compliance with such regulations. In addition, adverse
publicity and damage to our reputation arising from the failure or perceived failure to comply with legal, regulatory or
contractual requirements could adversely affect our ability to attract and retain customers.

     The financial crisis of 2008 resulted in regulatory agencies and political bodies placing increased focus and
scrutiny on the financial services industry. The U.S. government intervened on an unprecedented scale, responding by
temporarily enhancing the liquidity support available to financial institutions, establishing a commercial paper funding
facility, temporarily guaranteeing money market funds and certain types of debt issuances and increasing insurance on
bank deposits.

    These programs have subjected financial institutions to additional restrictions, oversight and costs. In addition, new
proposals for legislation are periodically introduced in the U.S. Congress that could further substantially increase
regulation of the financial services industry, impose restrictions on the operations and general ability of firms within
the industry to conduct business consistent with historical practices, including in the areas of interest rates, financial
product offerings and disclosures, and have an effect on 
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bankruptcy proceedings with respect to residential real estate mortgages, among other things. Federal and state
regulatory agencies also frequently adopt changes to their regulations or change the manner in which existing
regulations are applied.

Regulatory uncertainty caused by financial deregulation measures proposed by the Trump administration and
members of the U.S. Congress may increase competition in certain of our investment strategies and adversely affect
our business, financial condition and results of operations.

     The Trump administration’s short-term legislative agenda includes certain deregulatory measures for the U.S.
financial services industry, including changes to the Volcker Rule, the U.S. Risk Retention Rules, the Basel III capital
requirements, the U.S. Treasury’s Financial Stability Oversight Council’s (the “FSOC’s”) authority and other aspects of
the Dodd-Frank Act.  On February 3, 2017, President Trump signed an executive order calling for the administration
to review U.S. financial laws and regulations in order to determine their consistency with a set of core principles
identified in the order.  Limited scope financial services legislation enacted into law in May 2018 made some changes
to the Dodd-Frank Act and other banking laws that were deregulatory in nature, but overall did not have a material
impact on banking organizations with the Corporation’s business and risk profile.

     The 116th Congress, with House of Representatives control passing to the Democratic party, has now been sworn
in.  In turn, whether additional financial services legislation will be enacted in the current session of Congress or
signed by the president remains unclear.   In the absence of legislative change, the Trump administration may seek to
influence the substance of regulatory supervision through, among other things, the appointment of individuals to the
Federal Reserve Board, the FDIC and the CFPB.  The administration nominated, and the Senate confirmed, Jerome
Powell as Chair of the Federal Reserve Board, and Randal Quarles as a Governor and new Vice Chairman for
Supervision.  Further, President Trump is expected to nominate persons to fill other of the Federal Reserve Board’s
seven seats.  In turn, the appointment of new Federal Reserve Board members may increase the likelihood that the
Federal Reserve Board will modify the capital and liquidity requirements for U.S. banking organizations to levels that
are more stringent than those that have been agreed upon at the international level, including the Basel Committee on
Banking Supervision’s Basel III framework.  The Trump administration nominated, and the Senate confirmed, Jelena
McWilliams, a former Senate Banking Committee senior staff member and banking industry executive, as Chair of
the FDIC.

In addition, the Trump administration nominated, and the Senate confirmed, Kathy Kraninger, a former senior official
at the Office of Management and Budget, as the new permanent director of the CFPB. Mick Mulvaney, director of the
Office of Management and Budget, who, prior to Ms. Kraninger’s appointment, was acting Director of the CFPB, took
actions as acting Director that were largely consistent with the announced deregulatory agenda of the Trump
administration and Ms. Kraninger may elect to continue pursuing that agenda.  The impact of these and other future
actions on the CFPB’s regulatory and enforcement activities as they affect FirstBank, however, cannot be predicted
with any certainty at this time.

   Measures focused on deregulation of the U.S. financial services industry may have the effect of increasing
competition for our credit-focused businesses or otherwise reducing investment opportunities.  Increased competition
from banks and other financial institutions in the credit markets could have the effect of reducing credit spreads,
which may adversely affect the revenues of our credit and other businesses, whose strategies include the provision of
credit to borrowers.

   Determining the full extent of the impact on us of any such potential financial reform legislation, or whether any
such particular proposal will become law, or the impact of regulatory changes in the absence of legislation at this
point in time is highly speculative.  However, any such changes may impose additional costs on us, require the
attention of our senior management or Board or result in limitations on the manner in which business is conducted.
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Financial services legislation and regulatory reforms may have a significant impact on our business and results of
operations and on our credit ratings.

As discussed above, the Dodd-Frank Act significantly changed the regulation of financial institutions and the financial
services industry. The Dodd-Frank Act includes, and the regulations developed and to be developed thereunder
include or will include, provisions affecting large and small financial institutions alike. In addition, U.S. banking
organizations, including the Corporation and FirstBank, are subject to new and more stringent regulatory capital
requirements that generally increase the amounts of capital that we need to hold.    

As of December 31, 2018, the Corporation had $178.6 million in trust-preferred securities that are now subject to the
full phase-out from Tier 1 capital under the final regulatory capital rules discussed above.

    Although First BanCorp. and FirstBank were able to meet general well-capitalized capital ratios upon
implementation of the requirements, and we expect both companies will continue to exceed the minimum risk-based
and leverage capital ratio requirements for well-capitalized status under the new capital rules, we may not remain at
such levels.

Additional regulatory proposals and legislation, if finally adopted, could change banking laws and our operating
environment and that of our subsidiaries in substantial and unpredictable ways.  The ultimate effect that such
legislation, if enacted, or regulations would have on our financial condition or results of operations may be adverse.  
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We are subject to regulatory capital adequacy guidelines, and, if we fail to meet these guidelines, our business and
financial condition will be adversely affected.

Under regulatory capital adequacy guidelines, and other regulatory requirements, the Corporation and our banking
subsidiary must meet guidelines that include quantitative measures of assets, liabilities and certain off balance sheet
items, subject to qualitative judgments by regulators regarding components, risk weightings and other factors. If we
fail to meet these minimum capital guidelines and other regulatory requirements, our business and financial condition
will be materially and adversely affected. If we fail to maintain certain capital levels, or are deemed not well managed
under regulatory exam procedures, or if we experience certain regulatory violations, our status as a financial holding
company, and our ability to offer certain financial products will be compromised and our financial condition and
results of operations could be adversely affected.

Monetary policies and regulations of the Federal Reserve Board could adversely affect our business, financial
condition and results of operations.

In addition to being affected by general economic conditions, our earnings and growth are affected by the policies of
the Federal Reserve Board. An important function of the Federal Reserve Board is to regulate the money supply and
credit conditions. 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
for 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 business, financial condition and results of operations may be adverse.

We are subject to numerous laws designed to protect consumers, including the Community Reinvestment Act and
fair lending laws, and failure to comply with these laws could lead to a wide variety of sanctions.

The Community Reinvestment Act, the Equal Credit Opportunity Act, the Fair Housing Act and other fair lending
laws and regulations impose nondiscriminatory lending requirements on financial institutions. The U.S. Department of
Justice and other federal agencies are responsible for enforcing these laws and regulations. A successful regulatory
challenge to an institution's performance under the Community Reinvestment Act or fair lending laws and regulations
could result in a wide variety of sanctions, including damages and civil money penalties, injunctive relief, restrictions
on mergers and acquisitions activity, restrictions on expansion and restrictions on entering new business lines. Private
parties may also have the ability to challenge an institution's performance under fair lending laws in private class
action litigation. Such actions could have a material adverse effect on our business, financial condition and results of
operations.

We face a risk of noncompliance and enforcement action related to the Bank Secrecy Act and other anti-money
laundering statutes and regulations.

The Bank Secrecy Act, the USA PATRIOT Act, and other laws and regulations require financial institutions, among
other duties, to institute and maintain an effective anti-money laundering program and file suspicious activity and
currency transaction reports as appropriate. The Financial Crimes Enforcement Network is authorized to impose
significant civil money penalties for violations of those requirements and has recently engaged in coordinated
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enforcement efforts with the individual federal banking regulators, as well as the U.S. Department of Justice’s Drug
Enforcement Administration. We are also subject to increased scrutiny of compliance with trade and economic
sanctions requirements and rules enforced by OFAC. If our policies, procedures and systems are deemed deficient, we
would be subject to liability, including fines and regulatory actions, which may include restrictions on our ability to
pay dividends and the necessity to obtain regulatory approvals to proceed with certain aspects of our business plan,
including our acquisition plans. Failure to maintain and implement adequate programs to combat money laundering
and terrorist financing could also have serious reputational consequences for us. Any of these results could have a
material adverse effect on our business, financial condition and results of operations.

RISKS RELATING TO AN INVESTMENT IN THE CORPORATION’S COMMON AND PREFERRED
STOCK

Issuance of additional equity securities in the public markets and other capital management or business strategies
that we may pursue could depress the market price of our common stock and could result in dilution of the interest
of holders of our common stock.

Generally, we are not restricted from issuing additional equity securities, including common stock.  We may choose to
sell additional equity securities, or we could be required in the future to identify, consider and pursue additional
capital management strategies to bolster our capital position. We may issue equity securities (including convertible
securities, preferred securities, and options and warrants on our common or preferred stock securities) in the future for
a number of reasons, including to finance our operations and business strategy, such as to make acquisitions, adjust
our leverage ratio, address regulatory capital concerns, or restructure currently outstanding debt or equity securities.
Future issuances of our equity securities, including common stock, in any 
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transaction that we may pursue may dilute the interests of our existing holders of our common stock and preferred
stock and cause the market price of our common stock to decline.

The market price of our common stock may continue to be subject to significant fluctuations and volatility.

The stock markets have frequently experienced high levels of volatility since 2008. These market fluctuations have
adversely affected, and may continue to adversely affect, the trading price of our common stock. In addition, the
market price of our common stock has been subject to significant fluctuations and volatility because of factors
specifically related to our businesses and may continue to fluctuate or decline.

Factors that could cause fluctuations, volatility or a decline in the market price of our common stock, many of which
could be beyond our control, include the following:

•          uncertainties and developments related to the resolution of the Puerto Rico government’s fiscal problems;

•          any regulatory actions against us;

•          changes or perceived changes in the condition, operations, results or prospects of our businesses and market
assessments of these changes or perceived changes;

•          announcements of strategic developments, acquisitions and other material events by us or our competitors,
including any failures of banks;

•          changes in governmental regulations or proposals, or new governmental regulations or proposals, affecting us;

•          a continuing recession in the Puerto Rico market and a lack of growth in our other principal markets in the
USVI, the BVI and the U.S.;

•          the departure of key employees;

•          changes in the credit, mortgage and real estate markets;

•          operating results that vary from the expectations of management, securities analysts and investors;

•          operating and stock price performance of companies that investors deem comparable to us; and

•          the public perception of the banking industry and its safety and soundness.

In addition, the stock market in general, and the NYSE and the other trading markets for the securities of commercial
banks and other financial services companies in particular, have experienced significant price and volume fluctuations
that sometimes have been unrelated or disproportionate to the operating performance of those companies. These broad
market and industry factors may seriously harm the market price of our common stock, regardless of our operating
performance or Puerto Rico’s economic environment. In the past, following periods of volatility in the market price of
a company’s securities, securities class action litigation has often been instituted. A securities class action suit against
us could result in substantial costs, potential liabilities and the diversion of management’s attention and resources.
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Our suspension of dividends may have adversely affected and may further adversely affect our stock price and
could result in the expansion of our Board of Directors.

    The Corporation’s ability to declare and pay dividends is dependent on certain Federal regulatory considerations,
including the guidelines of the Federal Reserve Board regarding capital adequacy and the approval of the Federal
Reserve Board to declare or pay dividends and receive dividends from the Bank to fund any such dividend payments.
The Corporation did not pay any dividends on its common stock between July 2009 and December 2018, after the
Corporation’s Board determined to suspend the payment of dividends on its common stock based on its assessment of
the financial results for the quarter ended June 30, 2009 and applicable Federal Reserve Board guidance.  On
November 14, 2018, for the first time since July 2009, the Corporation’s Board of Directors, after receiving regulatory
approval, declared a quarterly cash dividend of $0.03 per common share that was paid on December 14, 2018 to
common stockholders of record on November 30, 2018. Total cash dividends paid on shares of common stock
amounted to $6.5 million for 2018. In addition, since the fourth quarter of 2016, following receipt of the requisite
regulatory approval, the Corporation has paid monthly cash dividends on its outstanding shares of Series A through E
Noncumulative Perpetual Monthly Income Preferred Stock. The Corporation has to date received approval to pay the
monthly dividends on the Corporation’s Series A through E Preferred Stock and quarterly dividends on common stock
through December 2019, subject to conditions established in the agreement with regulators. Thereafter, the
Corporation intends to continue to request the Federal Reserve’s approval to continue to pay the monthly dividends on
its Series A through E Preferred Stock and quarterly dividends on its common stock.

    If the Corporation does not pay dividends in full for eighteen monthly dividend periods (whether consecutive or
not), the holders of the Series A through E Preferred Stock as to which dividends have not been paid for
eighteen-months, acting as a single class, will be entitled to appoint two additional members to our Board of Directors.
Any member of the Board of Directors appointed by the holders of Series A through E Preferred Stock is required to
vacate his or her office if the Corporation resumes the payment of dividends in full for twelve consecutive monthly
dividend periods.
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Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

As of February 15, 2019, First BanCorp. owned the following three main offices located in Puerto Rico:

-           Headquarters – Located at First Federal Building, 1519 Ponce de León Avenue, Santurce, Puerto Rico, a
16-story office building. Approximately 51% of the building, an underground three level parking garage and an
adjacent parking lot are owned by the Corporation.

-           Service Center – a building located on 1130 Muñoz Rivera Avenue, Hato Rey, Puerto Rico. These facilities
accommodate branch operations, data processing and administrative and certain headquarter offices. The building
houses 180,000 square feet of modern facilities, over 1,000 employees from operations, the FirstBank Insurance
Agency headquarters and the customer service department. In addition, it has parking for 750 vehicles and 9 training
rooms, including classrooms for training tellers and a computer room for interactive trainings, as well as a spacious
cafeteria for employees and customers.

-           Consumer Lending Center – A three-story building with a three-level parking garage located at 876 Muñoz
Rivera Avenue, Hato Rey, Puerto Rico. This facility is fully occupied by the Corporation.

The Corporation owns 20 branch and office premises and parking lots and leases 79 branch premises, loan and office
centers and other facilities. In certain situations, financial services such as mortgage and insurance businesses and
commercial banking services are located in the same building.  All of these premises are located in Puerto Rico,
Florida and the USVI and the BVI. Management believes that the Corporation’s properties are well maintained and are
suitable for the Corporation’s business as presently conducted.

Item 3. Legal Proceedings

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

101



Reference is made to Note 32, “Regulatory Matters, Commitments and Contingencies,” included in the Notes to
consolidated financial statements in Item 8 of this Report, which is incorporated herein by reference.

Item 4. Mine Safety Disclosure.

Not applicable.
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Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters and Issuer Purchases of
Equity Securities

Information about Market and Holders

The Corporation’s common stock is traded on the NYSE under the symbol FBP. On February 15, 2019, there were 378
holders of record of the Corporation’s common stock, not including beneficial owners whose shares are held in the
name of brokers or other nominees. The last sales price for the common stock on that date was $11.15.

On November 14, 2018, for the first time since July 2009, the Corporation’s Board of Directors, after receiving
regulatory approval, declared a quarterly cash dividend of $0.03 per common share that was paid on December 14,
2018 to common stockholders of record at the close of business on November 30, 2018. The Corporation received
approval to pay a common stock dividend through December 2019, subject to conditions established in the agreement
with regulators. In addition, since December 2016, the Corporation has been making monthly dividend payments on
the non-cumulative perpetual monthly income preferred stock which, along with common stock dividend payments,
were suspended during the third quarter of 2009. The common stock ranks junior to all series of preferred stock as to
dividend rights and as to rights on liquidation, dissolution or winding up of the Corporation.

On May 17, 2018, the U.S. Treasury exercised its warrant to purchase 1,285,899 shares of the Corporation’s stock on a
cashless basis resulting in the issuance of 730,571 shares of common stock and the use of 555,328 shares to cover the
strike price of the transaction. Cash paid in lieu of fractional shares was $6.58.

On May 10, 2017, the U.S. Treasury announced that it sold all of its remaining 10,291,553 shares of the Corporation’s
common stock. Since the U.S. Treasury did not recover the full amount of its original investment under TARP,
2,370,571 outstanding restricted shares held by the Corporation’s employees were forfeited, resulting in a reduction in
the number of common shares outstanding.

On December 5, 2016, funds affiliated with Thomas H. Lee Partners, L.P. (“THL”) and funds managed by Oaktree
Capital Management, L.P. (“Oaktree”) completed a secondary offering of the Corporation’s common stock. THL and
Oaktree sold an aggregate of 18 million shares (9 million shares each) of common stock at a price of $5.60 per share.
In addition, the underwriters exercised their option to purchase an additional 2.7 million shares of common stock from
the selling stockholders. Also, on February 7, 2017, THL and Oaktree participated in a second secondary offering in
which they sold an additional aggregate amount of 20 million shares (10 million shares each) of common stock at a
price of $6.36 per share. Subsequently, the underwriters exercised their option to purchase an additional 3 million
shares of common stock from the selling stockholders. Furthermore, on August 3, 2017, THL and Oaktree participated
in a third secondary offering of the Corporation’s common stock in which they sold an aggregate of 20 million shares
(10 million shares each) of common stock at a price of $5.70 per share. The Corporation did not receive any proceeds
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from these offering.

Based on information solely derived from statements filed with the SEC pursuant to Section 13(d), 13(g) or 16 (a) of
the Exchange Act, as of December 31, 2018 each of THL and Oaktree owned less than 5% of the Corporation’s
outstanding common stock.

Effective April 1, 2013, the Corporation’s Board of Directors determined to increase the salary amounts paid to certain
executive officers, primarily by paying the increased salary amounts in the form of shares of the Corporation’s
common stock issued under the Omnibus Plan, instead of cash. During 2018, the Corporation issued 268,709 shares of
common stock (as compared to 582,193 shares during 2017) with a weighted average market value of $6.51 (as
compared to a weighted average market value of $5.64 during 2017) as salary stock compensation. The Corporation
withheld 96,377 shares from the common stock paid to the officers as additional compensation to cover employee
payroll and income tax withholding liabilities in 2018 (2017 – 195,789 shares); these shares are held as treasury shares.
Effective July 1, 2018, the payment of additional salary amounts in the form of stock was eliminated in accordance
with a revised executive compensation program.

In 2018, the Corporation granted 407,886 shares of restricted stock to certain executive officers, other employees, and
independent directors (2017 – 1,099,756 shares).  In connection with the vesting of restricted stock in 2018, the
Corporation withheld 337,689 shares of restricted stock (2017 – 243,102 shares) to cover employee payroll and income
tax withholding liabilities; these shares are also held as treasury shares.

As of December 31, 2018 and December 31, 2017, the Corporation had 4,554,369 and 4,104,303 shares held as
treasury stock, respectively.
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The Corporation has 50,000,000 authorized shares of preferred stock. First BanCorp. has five outstanding series of
nonconvertible, noncumulative preferred stock: 7.125% noncumulative perpetual monthly income preferred stock,
Series A (liquidation preference $25 per share); 8.35% noncumulative perpetual monthly income preferred stock,
Series B (liquidation preference $25 per share); 7.40% noncumulative perpetual monthly income preferred stock,
Series C (liquidation preference $25 per share); 7.25% noncumulative perpetual monthly income preferred stock,
Series D (liquidation preference $25 per share); and 7.00% noncumulative perpetual monthly income preferred stock,
Series E (liquidation preference $25 per share) (collectively, the “Series A through E Preferred Stock”). Effective
January 17, 2012, the Corporation delisted all of its outstanding series of preferred stock from the NYSE. The
Corporation has not arranged for listing on another national securities exchange or for quotation of the Series A
through E Preferred Stock in a quotation medium.

The Series A through E Preferred Stock rank on a parity with respect to dividend rights and rights upon liquidation,
winding up or dissolution. Holders of each series of preferred stock are entitled to receive cash dividends, when, as
and if declared by the board of directors of First BanCorp. out of funds legally available for dividends.

The terms of the Corporation’s Series A through E Preferred Stock do not permit the Corporation to declare, set apart
or pay any dividend or make any other distribution of assets on, or redeem, purchase, set apart or otherwise acquire
shares of common stock or of any other class of stock of First BanCorp. ranking junior to the preferred stock, unless
all accrued and unpaid dividends on the preferred stock and any parity stock for the twelve monthly dividend periods
ending on the immediately preceding dividend payment date shall have been paid or are paid contemporaneously; the
full monthly dividend on the preferred stock and any parity stock for the then current month has been or is
contemporaneously declared and paid or declared and set apart for payment; and the Corporation has not defaulted in
the payment of the redemption price of any shares of the preferred stock and any parity stock called for redemption.  If
the Corporation is unable to pay in full the dividends on the preferred stock and on any other shares of stock of equal
rank as to the payment of dividends, all dividends declared upon the preferred stock and any such other shares of stock
will be declared pro rata.

The Corporation may not issue shares ranking, as to dividend rights or rights on liquidation, winding up and
dissolution, senior to the Series A through E Preferred Stock, except with the consent of the holders of at least
two-thirds of the outstanding aggregate liquidation preference of such preferred stock.

Dividends

 The Corporation had a policy of paying quarterly cash dividends on its outstanding shares of common stock subject to
its earnings and financial condition until June 2009. On November 14, 2018, for the first time since June 2009, the
Corporation’s Board of Directors, after receiving regulatory approval, declared a quarterly cash dividend of $0.03 per
common share which was paid on December 14, 2018, to common stockholders of record at the close of business on
November 30, 2018. The Corporation received approval to pay this dividend through December 2019, subject to
conditions established in the agreement with regulators. In addition, for the first time since July 2009, following the
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requisite regulatory approval, on December 8, 2016, the Corporation announced the declaration of a cash dividend on
its outstanding shares of Series A through E Noncumulative Perpetual Monthly Income Preferred Stock for the month
of December 2016. Since then, the Corporation has continued to pay monthly dividend payments on the
non-cumulative perpetual monthly income preferred stock. The Corporation has received regulatory approval to pay
the monthly dividends on the Corporation’s Series A through E Preferred Stock through December 2019, subject to
conditions established in the agreement with regulators. See the discussion under “Dividend Restrictions” under Item 1
for additional information concerning restrictions on the payment of dividends that apply to the Corporation and
FirstBank.
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On October 3, 2017, the Federal Reserve Board terminated the Written Agreement entered into on June 3, 2010 by the
Corporation and the Federal Reserve Board. However, the Corporation has agreed with its regulators to continue to
obtain approval before paying dividends, receiving dividends from the Bank, making payments on subordinated debt
or trust preferred securities, incurring or guaranteeing debt or purchasing or redeeming any corporate stock.

The 2011 PR Code, as amended, requires the withholding of income taxes from dividend income sourced within
Puerto Rico to be received by any individual, resident of Puerto Rico or not, trusts and estates and by non-resident
custodians, partnerships, and corporations.

Residents of Puerto Rico

A special tax of 15% withheld at source is imposed, in lieu of a regular tax, on any eligible dividends paid to
individuals, trusts, and estates. Eligible dividends include dividends paid by a domestic Puerto Rico corporation.
However, the taxpayer can perform an election to be excluded from the 15% special tax and be taxed at regular rates.
Once this election is made it is irrevocable. The election allows the taxpayer to include in ordinary income the eligible
dividends received and take a credit for the amount of tax withheld in excess, if any.

Nonresident U.S. Citizens

Dividends paid to a U.S. citizen who is not a resident of Puerto Rico will be subject to a 15% income tax. 
Nonresident U.S. citizens have the right to partial or total exemptions when a Withholding Tax Exemption Certificate
(PR Treasury Department Form AS 2732) is properly completed and filed with the Corporation. The Corporation, as
withholding agent, is authorized to withhold a tax of 15% only from the excess of the income paid over the applicable
tax-exempt amount.

Nonresident individuals that are non US citizens

Dividends paid to any individual who is not a citizen of the United States and who is not a resident of Puerto Rico will
generally be subject to a 15% Puerto Rico income tax which will be withheld at source.

Foreign Corporations and Partnerships
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Corporations and partnerships not organized under Puerto Rico laws that have not engaged in a trade or business in
Puerto Rico during the taxable year in which the dividend, if any, is paid are subject to the 10% dividend tax
withholding. Corporations or partnerships not organized under the laws of Puerto Rico that have engaged in a trade or
business in Puerto Rico are not subject to the 10% withholding, but they must declare any dividend as ordinary
income on their Puerto Rico income tax return.
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    Securities authorized for issuance under equity compensation plans

    The following table summarizes equity compensation plans approved by security holders and equity compensation
plans that were not approved by security holders as of December 31, 2018:

(c)
(a) (b) Number of

Securities
Remaining
Available for

Future Issuance
Under Equity
Compensation
Plans (Excluding

Securities
Reflected in

Column (a))         

Number of
Securities to
be Issued
Upon

Exercise of
Outstanding
Options,

warrants and
rights

Weighted
Average

Exercise Price of
Outstanding
Options,

warrants and
rightsPlan category

Equity compensation plans, approved by stockholders - $ - 6,897,855(1)
Equity compensation plans
  not approved by stockholders N/A N/A N/A
Total - $ - 6,897,855

(1) Securities available for future issuance under the First BanCorp. 2008 Omnibus Incentive Plan (the "Omnibus
Plan"), which was initially approved by stockholders on April 29, 2008. Most recently, on May 24, 2016, the Omnibus
Plan was amended to, among other things, increase the number of shares of common stock reserved for issuance under
the Omnibus Plan, to extend the term of the Omnibus Plan to May 24, 2026 and to re-approve the material terms of
the performance goals under the Omnibus Plan for purpose of the then effective Section 162(m) of the U.S. Internal
Revenue Code of 1986, as amended. The Omnibus Plan provides for equity-based compensation incentives through
the grant of stock options, stock appreciation rights, restricted stock, restricted stock units, performance shares, and
other stock-based awards. As amended, this plan provides for the issuance of up to 14,169,807 shares of common
stock, subject to adjustments for stock splits, reorganization and other similar events. As of December 31, 2018,
6,897,855 shares of Common Stock were available for future issuance under the Omnibus Plan.

    Purchase of equity securities by the issuer and affiliated purchasers

    The following table provides information relating to the Corporation's purchases of shares of its common stock in
the three-month period ended December 31, 2018:

Maximum
Number of Shares
That May Yet be
Purchased Under
These Plans or
Programs

Total Number of
Shares Purchased as
Part of Publicly
Announced Plans
Or Programs

Total number
of shares

purchased (1)
Average Price

PaidPeriod

October, 2018  -    $ - - -
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November, 2018  -    - - -
December, 2018  704  8.71 - -
Total  704  $ 8.71 - -

(1) Reflects the withholding of shares of common stock to cover minimum tax withholding obligations from the
common stock upon vesting of restricted stock. The Corporation intends to continue to satisfy statutory tax
withholding obligations in connection with the vesting of outstanding restricted stock through the withholding of
shares.
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STOCK PERFORMANCE GRAPH

The following Performance Graph shall not be deemed incorporated by reference by any general statement
incorporating by reference this Annual Report on Form 10-K into any filing under the Securities Act or the Exchange
Act, except to the extent that First BanCorp. specifically incorporates this information by reference, and shall not
otherwise be deemed filed under these Acts.

The graph below compares the cumulative total stockholder return of First BanCorp. during the measurement period
with the cumulative total return, assuming reinvestment of dividends, the S&P 500 Index and the S&P Supercom
Banks Index (the “Peer Group”). The Performance Graph assumes that $100 was invested on December 31, 2013 in
each of First BanCorp. common stock, the S&P 500 Index and the Peer Group. The comparisons in this table are set
forth in response to SEC disclosure requirements, and are therefore not intended to forecast or be indicative of future
performance of First BanCorp.’s common stock.

     The cumulative total stockholder return was obtained by dividing (i) the cumulative amount of dividends per share,
assuming dividend reinvestment since the measurement point, December 31, 2013 plus (ii) the change in the per share
price since the measurement date, by the share price at the measurement date.
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Item 6. Selected Financial Data

   The following table sets forth certain selected consolidated financial data for each of the five years in the period ended
December 31, 2018. This information should be read in conjunction with the audited consolidated financial statements and the
related notes thereto.

SELECTED FINANCIAL DATA
Year Ended December 31,

(In thousands, except for per share and financial ratios) 2018 2017 2016 2015 2014
Condensed Income Statements:
            Total interest income $ 624,967 $ 588,423 $ 585,292 $ 605,569 $ 633,949
            Total interest expense 99,854 96,872 101,174 103,303 115,876
            Net interest income 525,383 491,551 484,118 502,266 518,073
            Provision for loan and lease losses 59,253 144,254 86,733 172,045 109,530
            Non-interest income 82,310 62,387 87,954 81,325 61,348
            Non-interest expenses 357,802 347,701 355,080 383,830 378,253
            Income before income taxes 190,638 61,983 130,259 27,716 91,638
            Income tax benefit (expense) 10,970 4,973 (37,030) (6,419) 300,649
            Net income 201,608 66,956 93,229 21,297 392,287
            Net income attributable to common
               stockholders - basic    198,932 64,280 93,006 21,297 393,946
            Net income attributable to common
               stockholders - diluted           198,932 64,280 93,006 21,297 393,946
Per Common Share Results:
            Net earnings per common share - basic $ 0.92 $ 0.30 $ 0.44 $ 0.10 $ 1.89
            Net earnings per common share - diluted $ 0.92 $ 0.30 $ 0.43 $ 0.10 $ 1.87
            Cash dividends declared $ 0.03 - - - -
            Average shares outstanding 215,709 213,963 212,818 211,457 208,752
            Average shares outstanding diluted 216,677 216,118 215,794 212,971 210,540
            Book value per common share $ 9.25 $ 8.48 $ 8.05 $ 7.71 $ 7.68
            Tangible book value per common share (1) $ 9.07 $ 8.28 $ 7.83 $ 7.47 $ 7.45
            Dividend payout ratio (percent %) 3.25 - - - -
Balance Sheet Data:
            Total loans, including loans held for sale                $ 8,901,309 $ 8,883,456 $ 8,936,879 $ 9,148,251 $ 9,177,371
            Allowance for loan and lease losses 192,362 231,843 205,603 240,710 222,395
            Money market and investment securities    2,139,503 2,095,177 2,091,196 2,299,520 2,170,401
            Intangible assets 38,757 42,351 46,754 50,583 49,907
            Deferred tax asset, net 319,851 294,809 281,657 311,263 313,045
            Total assets 12,243,561 12,261,268 11,922,455 12,573,019 12,727,835
            Deposits 8,994,714 9,022,631 8,831,205 9,338,124 9,483,945
            Borrowings 1,074,236 1,223,635 1,186,187 1,381,492 1,456,959
            Total preferred equity 36,104 36,104 36,104 36,104 36,104
            Total common equity 2,049,015 1,853,608 1,784,529 1,685,779 1,653,990
            Accumulated other comprehensive loss, net of tax (40,415) (20,615) (34,390) (27,749) (18,351)
            Total equity 2,044,704 1,869,097 1,786,243 1,694,134 1,671,743
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Year Ended December 31,
2018 2017 2016 2015 2014

Selected Financial Ratios (In Percent):
Profitability:
            Return on Average Assets 1.65 0.56 0.75 0.17 3.10
            Return on Average Total Equity 10.64 3.63 5.28 1.26 30.25
            Return on Average Common Equity 10.85 3.71 5.39 1.29 31.38
            Average Total Equity to Average Total Assets 15.52 15.39 14.25 13.23 10.25
            Interest Rate Spread   4.15 4.07 3.88 3.94 4.02
            Interest Rate Margin 4.55 4.36 4.14 4.15 4.20
            Interest Rate Spread - tax equivalent basis (2)  4.34 4.22 3.99 4.08 4.16
            Interest Rate Margin - tax equivalent basis (2) 4.74 4.51 4.25 4.30 4.34
            Tangible common equity ratio (1) 16.14 14.65 14.34 12.84 12.51
            Efficiency ratio (3) 58.88 62.77 62.07 65.77 65.28
Asset Quality:
            Allowance for loan and lease losses to loans held
                 for investment                2.22 2.62 2.31 2.64 2.44
            Net charge-offs to average loans (4) 1.09 1.33 1.37 1.68 1.84
            Provision for loan and lease losses to net
                 charge-offs             0.63x 1.22x 0.71x 1.12x 0.63x
            Non-performing assets to total assets (4) 3.81 5.31 6.16 4.85 5.63
            Nonaccrual loans held for investment to total 
                 loans held for investment (4) 3.57 5.53 6.30 4.86 5.76
            Allowance to total nonaccrual loans held
                 for investment                 62.15 47.36 36.71 54.36 42.45
            Allowance to total nonaccrual loans held for  
                 investment, excluding residential real estate loans       116.41 74.48 51.50 87.92 64.80
Other Information:
            Common stock price: End of period $ 8.60 $ 5.10 $ 6.61 $ 3.25 $ 5.87
___________
(1)  Non-GAAP financial measures. Refer to "Capital" below for additional information about the components and a
reconciliation of these measures.
(2) On a tax-equivalent basis and excluding the changes in the fair value of derivative instruments (see "Net Interest
Income" below for a
       reconciliation of these non-GAAP financial measures).
(3) Non-interest expenses to the sum of net interest income and non-interest income.
(4) Loans used in the denominator in calculating each of these ratios include purchased credit-impaired loans.
However, the Corporation separately tracks
      and reports purchased credit-impaired loans and excludes these from nonaccrual loan and non-performing asset
amounts.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations (MD&A)

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations relates to the
accompanying audited consolidated financial statements of First BanCorp. and should be read in conjunction with
such financial statements and the notes thereto. This section also presents certain financial measures that are not based
on generally accepted accounting principles in the United States (“GAAP”).  See “Basis of Presentation” below for
information about why the non-GAAP financial measures are being presented and the reconciliation of the non-GAAP
financial measures for which the reconciliation is not presented earlier.

Description of Business

First BanCorp. is a diversified financial holding company headquartered in San Juan, Puerto Rico offering a full range
of financial products to consumers and commercial customers through various subsidiaries. First BanCorp. is the
holding company (the “Holding Company”) of FirstBank Puerto Rico and FirstBank Insurance Agency. Through its
wholly-owned subsidiaries, the Corporation operates offices in Puerto Rico, the United States Virgin Islands and
British Virgin Islands, and the State of Florida (USA), concentrating on commercial banking, residential mortgage
loan originations, finance leases, credit cards, personal loans, small loans, auto loans, and insurance agency activities.
On August 1, 2018, the Bank’s Board of Directors approved a resolution to dissolve the broker-dealer subsidiary
FirstBank Securities. Accordingly, FirstBank Securities filed the required Form BDW for the withdrawal of its
registration from the SEC and the Financial Industry Regulatory Authority and its license to operate as broker-dealer
was terminated effective September 30, 2018. Management is in the process of completing the dissolution of
FirstBank Securities as a legal entity under the state laws.

EXECUTIVE Overview of Results of Operations

First BanCorp.'s results of operations depend primarily on its net interest income, which is the difference between the
interest income earned on its interest-earning assets, including investment securities and loans, and the interest
expense incurred on its interest-bearing liabilities, including deposits and borrowings. Net interest income is affected
by various factors, including: the interest rate scenario; the volumes, mix and composition of interest-earning assets
and interest-bearing liabilities; and the re-pricing characteristics of these assets and liabilities. The Corporation's
results of operations also depend on the provision for loan and lease losses, non-interest expenses (such as personnel,
occupancy, the deposit insurance premium and other costs), non-interest income (mainly service charges and fees on
deposits, and insurance income), gains (losses) on sales of investments, gains (losses) on mortgage banking activities,
and income taxes.

The Corporation had net income of $201.6 million, or $0.92 per diluted common share, for the year ended December
31, 2018, compared to a $67.0 million, or $0.30 per diluted common share, for 2017, and $93.2 million, or $0.43 per
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diluted common share, for 2016. 

The key drivers of the Corporation’s GAAP financial results for the year ended December 31, 2018 and 2017, include
the following:

•          Net interest income for the year ended December 31, 2018 was $525.4 million compared to $491.6 million and
$484.1 million for the years ended December 31, 2017 and 2016, respectively. The increase for 2018 compared to
2017 was primarily driven by: (i) a $17.2 million increase in interest income on commercial and construction loans,
primarily associated with the upward repricing of variable rate commercial loans; (ii) a $9.1 million increase in
interest income on investment securities, primarily due to the gradual reinvestment of liquidity and proceeds from
maturing debt securities into higher-yielding U.S. agencies debt securities and MBS; (iii) a $7.5 million increase in
interest income on consumer loans, mainly due to a $77.8 million increase in the average balance of this portfolio,
primarily auto loans and finance leases; and (iv) a $6.5 million increase in interest income from interest-bearing cash
balances, primarily deposits maintained at the Federal Reserve Bank of New York, due to both a higher average
balance and increases in the Federal Funds target rate. 

These variances were partially offset by: (i) a $3.7 million decrease in interest income on residential mortgage loans,
primarily associated with an $81.2 million decrease in the average balance of this portfolio; and (ii) a $2.7 million
increase in total interest expense, driven an increase in the use of long-term FHLB advances during 2018 and higher
market interest rates on the cost of retail CDs and commercial money market accounts tied to variable short-term
interest rates, partially offset by a $480.3 million decrease in the average balance of brokered CDs.
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The net interest margin increased to 4.55% for the year ended December 31, 2018 compared to 4.36% for 2017,
primarily due to the aforementioned upward repricing of variable rate commercial loans, the gradual reinvestment of
liquidity in higher-yielding securities, and an improved funding mix, driven by the increase in the proportion of
interest-earning assets funded by the growth in non-interest bearing deposits.

The increase for 2017 compared to 2016 was primarily driven by: (i) a $12.5 million increase in interest income on
commercial and construction loans, primarily associated with both the upward repricing of variable rate commercial
loans and the growth of the performing commercial portfolios, primarily in the Florida region; (ii) a $4.3 million
decrease in interest expense, including a decrease of $2.8 million in interest expense on brokered CDs, primarily
related to a $509.0 million decrease in the average balance of brokered CDs that offset higher costs on new issuances,
and a $9.3 million decrease in interest expense on repurchase agreements, primarily reflecting the full-year effect of
the repayment of $400 million of repurchase agreements that matured in the third and fourth quarters of 2016 and
carried an average cost of 3.35%, partially offset by increases of $5.2 million and $2.0 million in interest expense on
FHLB advances and non-brokered deposits, respectively; and (iii) a $1.2 million increase in interest income from
deposits maintained at the Federal Reserve Bank of New York, due to increases in the Federal Funds target rate in
2017 and late in 2016.

The aforementioned variances were partially offset by: (i) a $5.6 million decrease in interest income on consumer
loans and finance leases, primarily reflecting a $33.5 million decrease in the average balance of this portfolio,
primarily auto loans, and, to a lesser extent, the effect of a $1.4 million decrease in late payment fees as the
Corporation did not assess late charges during the fourth quarter of 2017 to customers affected by Hurricanes Irma and
Maria that qualified for the three-month payment deferral program established by the Corporation after the hurricanes;
and (ii) a $5.3 million decrease in interest income on residential mortgage loans, reflecting both a higher level of
inflows of residential mortgage loans to non-performing status and a $41.8 million decrease in the average balance of
this portfolio.

•          The provision for loan and lease losses for the year ended December 31, 2018 was $59.3 million compared to
$144.3 million and $86.7 million for 2017 and 2016, respectively. During 2018, the Corporation recorded a net loan
loss reserve release of $16.9 million in connection with revised estimates of the hurricane-related qualitative reserves
associated with the effects of Hurricanes Irma and Maria, compared to hurricane-related charges to the provision of
$71.3 million recorded in 2017.  See “Results of Operations – Provision for Loan and Lease Losses” below for details
about the Corporation’s approach to the estimation of hurricane-related qualitative reserves. On a non-GAAP basis,
excluding the aforementioned effects of the hurricane-related qualitative reserves, the adjusted provision for loan and
lease losses for 2018 was $76.2 million compared to $73.0 million and $86.7 million for 2017 and 2016, respectively. 
The increase in the adjusted provision for loan and lease losses for 2018 compared to 2017 was primarily driven by a
$26.2 million increase in the adjusted provision for loan and lease losses for commercial and construction loans,
driven by charges of $22.3 million related to developments in problem loans resolution strategies, including a $15.7
million charge on loans transferred to held for sale during 2018, partially offset by a $22.6 million decrease in the
adjusted provision for residential mortgage loans, primarily reflecting a decline in charge-offs, nonaccrual and
delinquent loan levels, and the overall decrease in the size of this portfolio.
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The decrease in the adjusted provision for loan and lease losses for 2017 compared to 2016 was primarily driven by:
(i) a $22.1 million decrease in the adjusted provision for commercial and construction loans reflecting, among other
things, lower specific reserve requirements for impaired loans and a $2.9 million increase in loan loss recoveries; and
(ii) a $2.8 million decrease in the adjusted provision for consumer loans and finance leases, mainly related to lower
levels of personal and small loans delinquencies.  These variances were partially offset by an $11.1 million increase in
the adjusted provision for residential mortgage loans, primarily related to a higher level of residential nonaccrual
loans, increased specific reserves for residential mortgage TDRs, and higher loss severity estimates in 2017. 

See “Basis of Presentation” below for additional information and reconciliation of the provision for loan and lease losses
in accordance with GAAP to the non-GAAP adjusted provision for loan and lease losses.

59 

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

119



Net charge-offs totaled $94.7 million for the year ended December 31, 2018, or 1.09% of average loans, a decrease of
$23.3 million, compared to net charge-offs of $118.0 million, or 1.33% of average loans, for 2017 and $121.8 million,
or 1.37% of average loans, for 2016.  The decrease in 2018, compared to 2017, primarily reflects a $24.0 million
decrease in net charge-offs taken on commercial and construction loans and a $4.4 million decrease in net charge-offs
of residential mortgage loans, partially offset by a $5.1 million increase in net charge-offs taken on consumer loans. 
During 2018, the Corporation recorded a loan loss recovery of $7.4 million on a commercial mortgage TDR loan paid
off during the year compared to charge-offs of $27.3 million taken on such loan in 2017. This variance was partially
offset by the effect in 2018 of charge-offs totaling $12.5 million taken on nonaccrual commercial and construction
loans transferred to held for sale.  See “Results of Operations – Provision for Loan and Lease Losses” and “Risk
Management – Allowance for Loan and Lease Losses and Non-Performing Assets” below for an analysis of the
allowance for loan and lease losses and non-performing assets and related ratios.

•          The Corporation recorded non-interest income of $82.3 million for the year ended December 31, 2018
compared to $62.4 million and $88.0 million for the years ended December 31, 2017 and 2016, respectively.  The
increase for 2018 compared to 2017 was primarily driven by: (i) the effect in 2017 of a $12.2 million
other-than-temporary impairment (“OTTI”) charge on three Puerto Rico Government debt securities, specifically bonds
of the GDB and the Puerto Rico Public Buildings Authority; (ii) a $3.7 million increase in revenues from mortgage
banking activities, driven by adjustments recorded in 2018 that reduced the valuation allowance of mortgage servicing
rights and higher servicing fees; (iii) a $3.6 million increase in fee-based income from ATMs, POS, credit and debit
cards, and merchant-related activities; and (iv) a $1.2 million increase in gains from sales of fixed assets, primarily
assets of relocated or closed banking branches in Florida and Puerto Rico.  These variances were partially offset by a
$2.8 million net loss recorded on sales of nonaccrual commercial and construction loans held for sale completed in
2018.

The decrease for 2017 compared to 2016 was primarily driven by: (i) a $6.9 million decrease in revenues from
mortgage banking activities, primarily due to lower conforming loan origination and sales volume associated with
both the drop in business activity in Puerto Rico and the Virgin Islands after the hurricanes and higher market interest
rates; (ii) the effect in 2016 of a $6.1 million gain on sales of $198.7 million of U.S. agency MBS; (iii) a $5.9 million
increase in OTTI charges on bonds of the GDB and the Puerto Rico Public Buildings Authority; (iv) a $2.9 million
decrease in gains associated with repurchases and cancellations of trust-preferred securities; (v) the effect in 2016 of a
$1.5 million gain from the recovery of a residual collateralized mortgage obligation (“CMO”) previously written off;
and (vi) the effect in 2016 of  brokerage and insurance commissions of $1.8 million, primarily related to the sale of
large fixed annuities contracts.

•          Non-interest expenses for 2018 were $357.8 million compared to $347.7 million and $355.1 million for 2017
and 2016, respectively. The increase for 2018 compared to 2017 was primarily driven by: (i) a $7.6 million increase in
employees’ compensation and benefit expenses reflecting, among other things, salary merit increases and adjustments
related to the Corporation’s annual salary review process, higher headcount, and an increase in the Bank’s matching
contribution to the employees’ retirement plans; (ii) a $3.5 million increase in losses from OREO operations reflecting,
among other things, a $2.1 million increase in adverse fair value adjustments to the value of OREO properties and a
$1.3 million increase in OREO operating expenses, including taxes, insurance and maintenance fees; (iii) a $2.3
million increase in business promotion expenses, primarily due to increased advertising, marketing, promotions and
sponsorship-related activities during 2018; and (iv) a $1.3 million increase in occupancy and equipment costs,
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primarily due to hurricane-related expenses incurred in 2018 associated with repairs and security matters.  These
variances were partially offset by a $4.8 million decrease in the FDIC insurance premium expense due to, among
other things, improved earnings trends, reduction in brokered CDs, and higher liquidity levels tied to the growth in
non-interest bearing deposits. 
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The decrease for 2017 compared to 2016 was primarily due to: (i) a $6.3 million decrease in the FDIC insurance
premium expense, mainly related to the effect of reductions in brokered deposits and average assets, a strengthened
capital position, and improved liquidity metrics; (ii) a $2.1 million decrease in the provision for unfunded loan
commitments and letters of credit; (iii) a $0.8 million decrease in write-downs, loss on sales and expenses related to
non-real estate repossessed assets; (iv) a $0.6 million decrease in communications-related matters such as telephone
and postage expenses; (v) a $0.6 million decrease in taxes, other than income taxes, primarily related to decreases in
the sales and use tax expense and in municipal license taxes in Puerto Rico; (vi) a $0.5 million decrease in losses from
OREO operations, primarily reflecting a $1.8 million decrease in write-downs to the value of OREO properties,
partially offset by a $1.2 million decrease in rental income from commercial OREO income-producing properties; and
(vii) a $0.4 million decrease in credit and debit card processing expenses, primarily associated with a lower volume of
transactions affected by the drop in business activity after the hurricanes in 2017.  These variances were partially
offset by: (i) a $1.8 million increase in professional service fees, primarily reflecting higher consulting fees related to
the implementation of new technology systems and higher outsourcing fees related to network services; (ii) a $1.5
million increase in occupancy and equipment costs, primarily due to higher electricity expenses, property taxes and
rental expenses; (iii) a $1.1 million increase in business promotion expenses, reflecting the effect in 2016 of a $2.7
million adjustment recorded to reduce the credit card rewards program liability due to the expiration of reward points
earned by customers up to September 2013 (the conversion date of the credit card portfolio acquired from FIA in May
2012) and costs of approximately $1.0 million related to hurricane relief efforts and assistance to employees incurred
in 2017,  partially offset by a $1.3 million decrease associated with lower advertising and marketing-related activities.

•          For 2018, the Corporation recorded an income tax benefit of $11.0 million compared to income tax benefit of
$5.0 million for 2017 and income tax expense of $37.0 million for 2016. The income tax benefit recorded in 2018
reflects, among other things, the effect of a $63.2 million benefit related to a partial reversal of the deferred tax asset
valuation allowance, partially offset by a one-time charge of $9.9 million associated with the remeasurement of
deferred tax assets resulting from the enactment of Act 257 (net of the $5.6 million related impact in the valuation
allowance).  The income tax benefit recorded in 2017 reflects the effect of the tax benefit related to hurricane-related
charges to the provision for loan and lease losses and a $13.2 million tax benefit recorded as a result of the change in
tax status of certain subsidiaries from taxable corporations to limited liability companies that have elected to be treated
as partnerships for income tax purposes in Puerto Rico.   As of December 31, 2018, the Corporation had a net deferred
tax asset of $319.9 million (net of a valuation allowance of $100.7 million, including a valuation allowance of $68.1
million against the deferred tax assets of the Corporation’s banking subsidiary, FirstBank). See “ Results of Operations –
Income Taxes” below for additional information.

•          As of December 31, 2018, total assets were approximately $12.2 billion, a decrease of $17.7 million from
December 31, 2017. The decrease primarily reflects a $130.2 million decrease in cash and cash equivalents, largely
driven by liquidity used for the repayment of $657.9 million of maturing brokered CDs, the repayment of $200
million of repurchase agreements, the repurchase of $23.8 million of trust-preferred securities, and liquidity reinvested
in higher-yielding U.S. agencies debt and MBS, partially offset by liquidity obtained from the growth in non-interest
bearing deposits.  In addition, the OREO portfolio balance decreased by $16.5 million. 

The aforementioned decreases were partially offset by a $51.6 million increase in available-for-sale investment
securities, driven by purchases of U.S agencies MBS and debt securities, a $25.0 million increase in the net deferred
tax asset, and a $17.9 million increase in total loans.  The decrease in total loans reflects a growth of $168.6 million in
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the Florida region, partially offset by decreases of $103.4 million and $47.4 million in the Virgin Islands and Puerto
Rico, respectively.  Total loans for 2018 reflect an increase in the consumer loan portfolio of $194.8 million, partially
offset by reductions of $125.4 million and $51.6 million in the residential mortgage and commercial and construction
loan portfolios, respectively.  The allowance for loan and lease losses decreased by $35.5 million during 2018
reflecting, among other things, the effect of releases associated with revised estimates of the hurricane-related
qualitative reserve.   See “Financial Condition and Operating Data Analysis – Assets” below for additional information.
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•          As of December 31, 2018, total liabilities were $10.2 billion, a decrease of $193.3 million from December 31,
2017. The decrease was mainly related to: (i) a $594.9 million decrease in brokered CDs; (ii) a $149.9 million
decrease in repurchase agreements; and (iii) the repurchase of $23.8 million of trust-preferred securities.  These
reductions were partially offset by a $318.2 million increase in deposits, excluding brokered CDs and government
deposits, a $248.8 million increase in government deposits, and a $25.0 million increase in FHLB advances. A
significant portion of the increase in non-brokered deposits was in noninterest-bearing demand deposits, which grew
31%, or $561.8 million which, in part, reflects the effect of hurricane-related factors such as settlements of insurance
claims and disaster relief funds.  See “Risk Management – Liquidity and Capital Adequacy” below for additional
information about the Corporation’s funding sources.

•          As of December 31, 2018, the Corporation’s stockholders’ equity was $2.0 billion, an increase of $175.6 million
from December 31, 2017.  The increase was mainly driven by the earnings generated in 2018, partially offset by the
decrease in the fair value of available-for-sale investment securities recorded as part of other comprehensive loss in
total equity and dividends paid on preferred and common stock.  During the fourth quarter of 2018, for the first time
since June 2009, the Corporation declared a quarterly cash dividend of $0.03 per common share, or an aggregate of
$6.5 million. In addition, the Corporation continued to pay monthly dividends on its non-cumulative perpetual
monthly income preferred stock totaling $2.7 million in 2018. The Corporation’s Total Capital, Common equity Tier 1
Capital, Tier 1 Capital and Leverage ratios calculated under the Basel III rules were 24.00%, 20.30%, 20.71%, and
15.37%, respectively, as of December 31, 2018, compared to Total Capital, Common equity Tier 1 Capital, Tier 1
Capital and Leverage ratios of 22.53%, 18.96%, 18.97%, and 14.03%, respectively, as of December 31, 2017. The
Corporation’s tangible common equity ratio increased to 16.14% as of December 31, 2018, from 14.65% as of
December 31, 2017.  See “Risk Management – Capital” below for additional information.

•          Total loan production, including purchases, refinancings, renewals and draws from existing revolving and
non-revolving commitments, was $3.1 billion and $2.9 billion for years ended December 31, 2018 and 2017,
respectively, excluding the utilization activity on outstanding credit cards.  Total loan originations in the Puerto Rico
region of $2.4 billion increased by $304.4 million, compared to 2017.  The growth in the Puerto Rico region consisted
of increases of $237.6 million, $45.5 million, and $21.3 million in consumer, residential, and commercial loans,
respectively.  In addition, total loan originations in the Virgin Islands increased by $26.9 million.  Total loan
originations in the Florida region decreased by $92.4 million, primarily reflected in lower residential mortgage loan
originations.

•          Total non-performing assets were $467.1 million as of December 31, 2018, a decrease of $183.5 million from
December 31, 2017.  The decrease was primarily attributable to: (i) the restoration to accrual status of two large
commercial loans totaling $69.7 million; (ii) sales of $61.9 million of nonaccrual commercial and construction loans
held for sale; (iii) collections on commercial and construction nonaccrual loans of $32.3 million; (iv) commercial and
construction nonaccrual loan charge-offs totaling $40.3 million; (v) a $31.0 million decrease in residential nonaccrual
loans, and (vi) a $16.5 million decrease in the OREO portfolio balance.  These variances were partially offset by the
inflow of two large commercial mortgage loans totaling $69.8 million related to a legacy commercial loan relationship
that operates in both the Florida and Puerto Rico regions with independent sources of repayment.  See “Risk
Management - Non-accruing and Non-performing Assets” below for additional information.
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•          Adversely classified commercial and construction loans, including loans held for sale, decreased by $126.4
million to $356.0 million as of December 31, 2018, driven primarily by the sale of five large commercial and
construction loans totaling $66.1 million, the upgrade in the credit risk classification of several commercial loans
totaling $125.7 million, and collections and charge-offs recorded during 2018.  These variances were partially offset
by the downgrade in the credit risk classification of three large commercial loans totaling $110.4 million, including
the aforementioned $69.8 million in two large commercial loans classified as nonaccrual during 2018.

The Corporation’s financial results for 2018, 2017 and 2016 included the following significant items that management
believes are not reflective of core operating performance, are not expected to reoccur with any regularity or may
reoccur at uncertain times and in uncertain amounts (the “Special Items”):

Year ended December 31, 2018

•          Tax benefit of $63.2 million resulting from the partial reversal of the Corporation’s deferred tax asset valuation
allowance.

•          One-time charge to the income tax expense of $9.9 million related to the enactment of the Puerto Rico Tax
Reform of 2018, specifically in connection with the reduction of the Corporation’s deferred tax assets as a result of the
decrease in the maximum corporate tax rate in Puerto Rico from 39% to 37.5%.

•
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