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Forward-L ooking Statements

Theinformation included in this report may contain certain forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995. These include descriptions of products or services, plans or objectives for future operations, and forecast of revenues,
earnings, cash flows, or other measures of economic performance. Forward-looking statements can be identified by the fact that they do not relate
strictly to historical or current facts.

Forward-looking statements are not guarantees of future performance and, by their nature, involve certain risks, uncertainties, estimates and
assumptions by management that are difficult to predict. Various factors, some of which are beyond the Corporation’s control, could cause actual
resultsto differ materially from those expressed in, or implied by, such forward-looking statements. Factors that might cause such a difference
include, but are not limited to, the rate of growth in the economy, as well as general business and economic conditions; changesin interest rates,
aswell asthe magnitude of such changes; the fiscal and monetary policies of the federal government and its agencies; the relative strength or
weakness of the consumer and commercial credit sectors and of the real estate markets; the performance of the stock and bond markets;
competition in the financial servicesindustry; possible legislative, tax or regulatory changes; and difficulties in combining the operations of
acquired entities.

All forward-looking statements are based upon information available to Popular, Inc. as of the date of thisreport. Management assumes ho
obligation to update or revise any such forward-looking statements to reflect occurrences or unanticipated events or circumstances after the date
of such statements.

Moreover, the outcome of legal proceedings, as discussed in “Part |, Item 3. Legal Proceedings,” isinherently uncertain and depends on judicial
interpretations of law and the findings of regulators, judges and juries.
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PART |
POPULAR, INC.

ITEM 1. BUSINESS

Popular, Inc. (the “ Corporation™”) isadiversified, publicly owned bank holding company, registered under the Bank Holding Company Act of
1956, as amended (the “BHC Act") and, accordingly, subject to the supervision and regulation of the Board of Governors of the Federal Reserve
System (“the Federal Reserve Board”). The Corporation was incorporated in 1984 under the laws of the Commonwealth of Puerto Rico and isthe
largest financial institution based in Puerto Rico, with consolidated assets of $44.4 billion, total deposits of $28.3 hillion and stockholders’ equity
of $3.6 hillion at December 31, 2007. At December 31, 2007, the Corporation ranked 30th among bank holding companies based on total assets
according to information gathered and disclosed by the Federal Reserve System.

The Corporation operates in three target markets: Puerto Rico, the mainland United States and processing and other technology servicesin
Puerto Rico, Venezuela, Florida and the Dominican Republic.

Puerto Rico

The Corporation offersin Puerto Rico acomplete array of retail and commercial banking services through its principal bank subsidiary, Banco
Popular de Puerto Rico (“Banco Popular” or the “Bank). Banco Popular was organized in 1893 and is Puerto Rico’s largest bank with consolidated
total assets of $26.7 billion, deposits of $18.8 billion and stockholder’s equity of $1.8 hillion at December 31, 2007. The Bank accounted for 60% of
the total consolidated assets of the Corporation at December 31, 2007. Banco Popular has the largest retail franchise in Puerto Rico, with 196
branches and over 615 automated teller machines. The Bank also operates seven branchesin the U.S. Virgin Islands, one branch in the British
Virgin Islands and one branch in New Y ork. Banco Popular’s deposits are insured under the Deposit Insurance Fund (“DIF”) of the Federal
Deposit Insurance Corporation (the “FDIC”). Effective November 30, 2007 Banco Popular completed the acquisition of Citibank, N.A.’sretail
operationsin Puerto Rico, which consisted of 17 branches (prior to branch closings due to synergies), $1.0 billion in deposits and $220 millionin
loans.

Banco Popular has three subsidiaries;

. Popular Auto, Inc., Puerto Rico’s largest vehicle financing, leasing and daily rental company,
. Popular Finance, Inc., asmall personal loan and mortgage company with 45 offices and seven mortgage centersin Puerto Rico, and

. Popular Mortgage, Inc., amortgage loan company with 32 officesin Puerto Rico.

Puerto Rico operations also provide financial advisory, investment and security brokerage services for institutional and retail customers
through Popular Securities, Inc., awholly-owned subsidiary of the Corporation. Popular Securities, Inc. is a securities broker-dealer with
operationsin Puerto Rico. In December 2007, the Corporation completed the acquisition of Smith Barney’slocal broker-dealer operations. This
acquisition added approximately $1.2 billion in assets under its management (thus, are not included in the Corporation’s consolidated financial
statements).

Insurance services are offered through Popular Insurance, Inc., awholly-owned non-bank subsidiary of Banco Popular, National Association
(“Banco Popular, N.A.”) and an indirect subsidiary of Popular North America (“PNA”). Popular Insurance, Inc., isageneral insurance agency with
total assets of $57.9 million at December 31, 2007. Also, the Corporation ownsin Puerto Rico Popular Life RE, areinsurance company. Insurance
services are also provided through Popular Insurance V.1., Inc., awholly-owned subsidiary of Popular International Bank, Inc. (“PIB") and an
insurance agency.

The Corporation has other three subsidiaries: PIB organized in 1992 that operates as an “international banking entity” under the International
Banking Center Regulatory Act of Puerto Rico (the “IBC Act”).
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PIB isaregistered bank holding company under the BHC Act and is principally engaged in providing managerial servicesto its subsidiaries. The
other two subsidiaries are Popular Capital Trust | and Popular Capital Trust 11, statutory business trusts.

Mainland United States

Popular North America, Inc. functions as a holding company for the Corporation’s operationsin the mainland United States. PNA, awholly
owned subsidiary of PIB and an indirect wholly-owned subsidiary of the Corporation, was organized in 1991 under the laws of the State of
Delaware and is aregistered bank holding company under the BHC Act. As of December 31, 2007, PNA had five direct subsidiaries all of which
were wholly- owned:

. Banco Popular North America (“BPNA”), afull service commercia bank incorporated in the state of New Y ork;
. Popular Financia Holdings, Inc. (“PFH"), aconsumer finance company;
. BanPonce Trust | and Popular North America Capital Trust I, statutory businesstrusts; and

. Banco Popular, National Association (“Banco Popular, N.A.”), afederally chartered national bank with its main office in Orlando,
Florida, which as of December 31, 2007, operated one branch, with assets of $49.2 million and deposits of $20.9 million.

The banking operations of BPNA in the mainland United States are based in six states. In New Y ork, BPNA operates 33 branches, which
accounted for aggregate assets of $3.2 billion and total deposits of $3.2 billion at December 31, 2007. BPNA also operates 20 branchesin lllinois
and 50 in Californiawith total assets of $1.9 billion and $3.4 billion, respectively, and deposits of $1.9 billion and $2.2 hillion, respectively. In
addition, BPNA has 14 branchesin New Jersey with total assets of $813 million and deposits of $912 million as of December 31, 2007, and 23
branchesin Floridawith total assets of $2.2 billion and deposits of $1.5 billion. At December 31, 2007, BPNA operated seven branchesin Texas
with aggregate assets of $2.1 hillion and total deposits of $193 million. However, as mentioned below on January 10, 2008, the Corporation
completed the sale of six Houston branches of BPNA to Prosperity Bank and only retains one branch in Arlington, Texas.

In addition, BPNA owns all of the outstanding stock of E-LOAN, Inc. (“E-LOAN"), Popular Equipment Finance, Inc (formerly Popular Leasing,
USA), Popular FS, LLC and Popular Insurance Agency USA, Inc. In January 2007, E-LOAN, aswell as all of itsdirect and indirect subsidiaries,
with the exception of E-LOAN Insurance Services, Inc. and E-LOAN International, Inc., became operating subsidiaries of BPNA. Prior to the
consummation of this U.S. reorganization, E-LOAN was a direct wholly-owned subsidiary of PFH. E-LOAN offers online consumer direct lending
and provides an online platform to raise deposits for BPNA. In November 2007, the Corporation’s Board of Directors adopted arestructuring plan
for E-LOAN. For moreinformation about the E-L OAN restructuring plan, see below “ Significant U.S. Strategic Events’. Popular Equipment
Finance, Inc. offers small to mid-ticket commercial and medical equipment financing with 24 officesin 15 states and total assets of $350 million as of
December 31, 2007. Popular FS, LLC had total assets amounting to $42 million at December 31, 2007. Popular Insurance Agency USA, Inc. acts as
an agent or broker for issuing insurance with total assets of $4 million as of December 31, 2007.

PFH hasthe following direct subsidiaries: Equity One, Inc. (“Equity One”), Popular Housing Services, Inc., Popular Financial Management, LLC
and Popular Mortgage Servicing, Inc. PFH, after certain restructuring events mentioned below under “ Significant U.S. Strategic Events’ and
“Events Subsequent To Y ear-End 2007” continues exiting the loan origination business, but continuesto carry a maturing loan portfolio of
$3.1 hillion at Equity One and $169 million at Popular Housing Servicing, Inc. at December 31, 2007. However, through Popular Mortgage Servicing,
PFH leveragesits servicing platform to generate revenue through diverse fees related to the acquired mortgage servicing rights. As of
December 31, 2007 PFH had total assets of $3.9 billion.
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Processing and Other Technology Services

The Corporation’ s financial transaction processing and technology functions are provided through EVERTEC, Inc., EVERTEC USA, Inc., ATH
CostaRica, SA., EVERTEC LATINOAMERICA, SOCIEDAD ANONIMA (formerly named EVERTEC, Centroamérica Sociedad Anonima) and T.1.I.
Smart Solutions Inc. EVERTEC, Inc., awholly-owned subsidiary of the Corporation provides electronic data processing and consulting services,
sale and rental of electronic data processing equipment, and sale and maintenance of computer software to clientsin the United States, the
Caribbean and Latin Americathrough officesin Puerto Rico, Venezuela, Floridaand the Dominican Republic. EVERTEC, Inc. also provides
technology and processing services to other units of the Corporation. For the year ended December 31, 2007, net income of EVERTEC, Inc. totaled
$26 million. EVERTEC USA, Inc., awholly-owned subsidiary of PNA, offersfinancial transaction processing and information technology solutions
inthe U.S. mainland. ATH Costa Ricaand EVERTEC LATINOAMERICA, SOCIEDAD ANONIMA, wholly-owned subsidiaries of PIB, provide
ATM switching and driving servicesin San José, CostaRica. T.1.l. Smart Solutions Inc., also awholly-owned subsidiary of PIB, is atechnology
company based also in Costa Rica that devel ops financial processing software applications and sells hardware products (ATM, POS and
communication products).

In addition, PIB, awholly owned subsidiary of the Corporation, has equity investmentsin Consorcio de Tarjetas Dominicanas (CONTADO), the
largest merchant acquirer and ATM network in the Dominican Republic, in Banco Hipotecario Dominicano (BHD) also in the Dominican Republic
and in Servicios Financieros, S.A. (Serfinsa), the largest ATM network in El Salvador.

Significant U.S. Strategic Events

Thefollowing significant U.S. initiatives were adopted to improve the Corporation’ s balance sheet, profitability and liquidity. Certain of these
events occurred in 2007, while others are expected to be effected in early 2008.

PFH Restructuring Plan

In January 2007, the Corporation adopted a Restructuring and Integration Plan at PFH, the holding company of Equity One (the “ PFH
Restructuring Plan”). The PFH Restructuring Plan called for PFH to exit the whol esal e subprime mortgage loan origination business during early
first quarter of 2007 and to shut-down the wholesale broker, retail and call center business divisions. Also, the plan included consolidating PFH
support functions with its sister U.S. banking entity, Banco Popular North America, creating a single integrated North American financia services
unit. At that time, Popular decided to continue the operations of Equity One and its subsidiaries with over 130 consumer services branches,
principally dedicated to direct subprime loan origination, consumer finance and mortgage servicing.

The PFH Restructuring Plan resulted in restructuring costs amounting to approximately $14.7 million in 2007, primarily in severance and lease
termination charges. In 2006, the Corporation recognized $7.2 million in impairment of long-lived assets and $14.2 million in the impairment of PFH’s
goodwill asaresult of the PFH Restructuring Plan. Exiting these origination channels also impacted financial results by reducing new loan volumes
and, thus, had an impact on revenues generated by the sale of loans.

E-LOAN Restructuring Plan

In November 2007, the Board of Directors of the Corporation adopted a restructuring plan for its Internet financial services subsidiary E-LOAN
(the “E-LOAN Restructuring Plan”). Considering E-LOAN’ s operating lossesin light of current market conditions and other factors, the Board of
Directors approved a substantial reduction of marketing and personnel costs at E-L OAN and changesin E-LOAN’s business model to align it with
revenue expectations. The changes include concentrating marketing investment toward the Internet and the origination of first mortgage loans that
qualify for sale to government sponsored entities (GSESs). Also, as aresult of escalating credit costsin the current economic environment and
lower liquidity in the secondary markets for mortgage related products, in December
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2007, the Corporation determined to hold back the origination by E-LOAN of home equity lines of credit, closed-end second lien mortgage loans
and auto loans. The E-LOAN Restructuring Plan continues to promote the Internet deposit gathering initiative with BPNA. As part of the E-LOAN
Restructuring Plan, the Corporation evaluated the value of E-LOAN’srecorded goodwill and trademark by considering the changesin E-LOAN’s
business model and the unprecedented conditions in the mortgage loan business. The E-L OAN Restructuring Plan resulted in charges recorded in
the fourth quarter of 2007 as described in the table below (on a pre-tax basis).

Fourth Quarter

(In millions) 2007
Severance, retention bonuses and other benefits $ 46
L ease terminations 4.2
Other 0.8
Total restructuring charges $ 96
Impairment of long-lived assets (1) 105
Impairment of trademark and goodwill (2) 2118
Total restructuring and impairment charges $231.9

(1) Impairment of leasehold improvements, equipment and intangibl e assets with definitive lives
(2)  Goodwill impairment of $164.4 million and trademark impairment of $47.4 million

The cost-control plan initiative and changes in loan origination strategies incorporated as part of the plan will result in the elimination of over
400 positions between the fourth quarter of 2007 and first quarter of 2008. As aresult of the E-LOAN Restructuring Plan, operating expenses are
expected to be reduced by approximately $77 million for 2008. E-LOAN’ s estimated net losses for the year ended December 31, 2008 are expected to
decline by $15 million, resulting principally from the reduction in operating expenses, partially offset by the related tax impact and by lower volume
of loan originationsin certain business channels that are impacted by this plan.

Recharacterization of Certain On-Balance Sheet Securitizations as Sales under FASB Statement No. 140

From 2001 through 2006, the Corporation conducted 21 mortgage |oan securitizations that were sales for legal purposes but did not qualify for
sale accounting treatment at the time of inception because the securitization trusts did not meet the criteriafor qualifying special purpose entities
(“QSPES”) contained in SFAS No. 140 “ Accounting for Transfers and Servicing of Financial Assetsand Extinguishment of Liabilities’. Asaresult,
the transfers of the mortgage |oans pursuant to these securitizations were initially accounted for as secured borrowings with the mortgage loans
continuing to be reflected as assets on the Corporation’s consolidated statement of financial condition with appropriate footnote disclosure
indicating that the mortgage loans were, for legal purposes, sold to the securitization trusts.

As part of the Corporation’s strategy of exiting the subprime business at PFH, on December 19, 2007, PFH and the trustee for each of the related
securitization trusts amended the provisions of the related pooling and servicing agreements to del ete the discretionary provisionsthat prevented
the transactions from qualifying for sale treatment. These changesin the primary discretionary provisions included:

. deleting the provision that grants the servicer “ sole discretion” to have the right to purchase for its own account or for resale from the
trust fund any loan which is 91 days or more delinquent;

. deleting the provision that grants the servicer (PFH) “sole discretion” to sell loans with respect to which it believes default isimminent;

. deleting the provision that grants the servicer “ sole discretion” to determine whether an immediate sale of areal estate owned (“REQO”)
property or continued management of such REO property isin the best interest of the certificateholders; and

. deleting the provision that grants the residual holder (PFH) to direct the trustee to acquire derivatives post closing.
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The Corporation obtained alegal opinion, which among other considerations, indicated that each amendment (@) is authorized or permitted
under the pooling and servicing agreement related to such amendment, and (b) will not adversely affect in any material respect the interests of any
certificateholders covered by the related pooling and servicing agreement.

The amendments to the pooling and servicing agreement allowed the Corporation to recognize 16 out of the 21 transactions as sales under
SFAS No. 140. When accounting for the transfers as sales, the Corporation (i) reclassified the loans as held-for-sale with the corresponding lower
of cost or market adjustment as of the date of the transfer, (ii) removed from the Corporation’s books approximately $3.2 billion in mortgage loans
and $3.1 billion in related liabilities representing secured borrowings, (iii) recognized assets referred to as residual interests, which represent the fair
value of residual interest certificates that wereissued by the securitization trusts and retained by PFH, and (iv) recognized mortgage servicing
rights, which represent the fair value of PFH’sright to continue to service the mortgage loans transferred to the securitization trusts. As part of the
recharacterization, the Corporation recognized residual interests of $38 million and MSRs of $18 million. The Corporation had previously recorded
MSRsin several of these securitization transactions, which amounted to $18 million at December 31, 2007. The net impact of the recharacterization
transaction was a pretax loss of $90.1 million, whichisincluded in the caption “ (L oss) gain on sale of loans and val uation adjustments on loans
held-for-sale” in the consolidated statement of operations.

Because the loans in these trusts continued to be reflected as assets on the Corporation’s consolidated financial statements prior to affecting
the loan recharacterization transaction, the Corporation was required to record charge-offs and make provision for inherent loan losses relating to
such loansin accordance with FASB Statement No. 5, “ Accounting for Contingencies.”

Thisloan recharacterization transaction as sale on the Corporation’sfinancial statements reflects management’s current strategy of exiting the
subprime mortgage origination business of PFH. It also provides investors a better portrayal of the legal rights and obligations related to these
transactions and will allow them to better assess their economic impact on the Corporation’sfinancial condition. The removal of the mortgage
assets from Popular’ s books had a favorable impact on its capital ratios and reduced the amount of subprime mortgagesin the Corporation’s
books. The loan recharacterization transaction contributed with a reduction in non-performing mortgage loans of approximately $316 million, when
compared to December 31, 2006.

Events Subsequent To Year-End 2007
Sale of BPNA's Retail Bank Branchesin Houston

On January 10, 2008, the Corporation completed the sale of six branches of BPNA in Houston, Texas to Prosperity Bank. Prosperity Bank paid a
premium of 10.10% for approximately $125 million in deposits, and purchased certain loans and other assets attributable to the branches. Prosperity
retained all branch-based employees. BPNA continues to operate its mortgage business based in Houston as well asits franchise and small
business lending activitiesin Texas. BPNA will also continue to maintain aretail branch in Arlington, Texas.

PFH Branch Network and Restructuring Plan

Given the unprecedented disruption in the capital markets since the summer of 2007 and itsimpact on funding, Popular’ s management
concluded that it would be difficult to generate an adequate return on the capital invested at Equity One’s consumer service branches.

In January 2008, the Corporation signed of an Asset Purchase Agreement (the “ Agreement”) to sell certain assets of Equity One, the U.S.
mainland consumer finance operations of PFH, to American General Finance, Inc., amember of American International Group. The closing of the
Agreement with effective date of March 1, 2008 resulted in the sale of asignificant portion of Equity One’s mortgage loan and consumer loan
portfolio approximating $1.4 billion. This portfolio was reclassified by the Corporation from
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loans held-in-portfolio to loans held-for-sale in December 2007. American General Finance, Inc. will hire certain Equity One's consumer services
employees and will retain certain branch locations. Equity One will close all remaining consumer branches. Workforce reductions at Equity One will
result in the loss of employment for those employees at the consumer services branches not hired by American General Finance, Inc., aswell asfor
other related support functions.

This strategic initiative resulted in the adoption of an additional restructuring plan at PFH (the “PFH Branch Network Restructuring Plan”)
during the first quarter of 2008. It is anticipated that this restructuring plan (the “ PFH Branch Network Restructuring Plan”) will result in estimated
combined charges for the Corporation of approximately $19.5 million, of which $1.9 million in impairment charges related to long-lived assets,
primarily leasehold improvements, furniture and equipment, were recognized on December 31, 2007, and the remainder is expected to be
substantially incurred in the first quarter of 2008.

Adoption of Statement of Financial Accounting Standards No. 159 “ The Fair Value Option for Financial Assets and Financial
Liabilities” (SFASNo. 159)

The Corporation adopted the provisions of SFAS No. 159 in January 2008. Management elected the fair value option for approximately
$287 million of loans and $287 million of bond certificates associated to PFH’s on-bal ance sheet securitizations that were outstanding at
December 31, 2007 (transactions excluded from the above mentioned recharacterization transaction). These loans serve as collateral for the bond
certificates. Due to accounting constraints, the Corporation is unable to recharacterize these |oans securitizations as sales. Additionally, the
Corporation elected the fair value option for approximately $1.2 hillion of whole loans held-in-portfolio by PFH. These whole loans consist
principally of mortgage |oans and second-liens that were originated through the exited business of PFH and home equity lines of credit that had
been originated by E-LOAN prior to the 2007 U.S. reorganization. Due to their subprime characteristics and current market disruptions, these loans
are being held-in-portfolio as potential buyers have withdrawn from the market given heightened concerns over credit quality of borrowers and
continued deterioration in the housing markets. Management understands that accounting for these loans at fair value provides a more relevant
and transparent measurement of the realizable value of the assets and differentiates the PFH portfolio from that |oan portfolio that the Corporation
will continue to originate through other channels outside PFH. The measurement of the bond certificates at fair value reflects the actual exposure
of the Corporation after considering the credit risk to be borne by the certificateholders on the on-balance sheet securitization. Management
understands that the adoption of the fair value option for the financial assets and liabilities selected better reflects the inherent risks of these
instruments and reflects the intention of the Corporation to discontinue most of the businesses previously conducted at PFH.

Asaresult of the adoption of SFAS No. 159, the Corporation expects to recognize a hegative pre-tax adjustment that could range between
$280 million and $300 million ($158 million and $169 million after tax) due to the transitional adjustment for electing the fair value option on existing
instruments at adoption. That amount represents the difference between the fair value and the carrying value of the loans at date of adoption. This
negative adjustment would not impact earnings but instead be reflected as a reduction of beginning retained earnings as of January 1, 2008.
Subseguent increases or decreases in the fair value of the assets and liabilities accounted under SFAS No. 159 provisionswill be recorded as
val uation adjustments through earnings in the consolidated statement of operations. The fair value adjustments disclosed here are only estimates
as management isin the process of validating the methodol ogies used to val ue the assets and liabilities and the results of such valuations. Also,
management continues to evaluate the impact that SFAS No. 159 will have on the consolidated financial statements, including disclosures.

REGULATION AND SUPERVISION

Described below are the material elements of selected laws and regulations applicable to the Corporation, PIB, PNA and their respective
subsidiaries. The descriptions are not intended to be complete and are qualified in their entirety by reference to the full text of the statutes and
regulations described. Changesin applicable law or regulation, and in their application by regulatory agencies, cannot be predicted, but they may
have amaterial effect on the business and results of the Corporation, PIB, PNA and their respective subsidiaries.
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General

The Corporation, PIB and PNA are bank holding companies subject to supervision and regulation by the Federal Reserve Board under the BHC
Act. Under the BHC Act, prior to the adoption of the Gramm Leach Bliley Act in 1999, the activities of bank holding companies and their non-
banking subsidiaries were limited to the business of banking and activities closely related to banking, and no bank holding company could directly
or indirectly acquire ownership or control of more than 5% of any class of voting shares or substantially all of the assets of any company in the
United States, including a bank, without the prior approval of the Federal Reserve Board. In addition, bank holding companies generally have been
prohibited under the BHC Act from engaging in non-banking activities, unless they were found by the Federal Reserve Board to be closely related
to banking. The Gramm Leach Bliley Act authorized bank holding companiesthat qualify as“financial holding companies’ to engagein a
substantially broader range of non-banking activities, subject to certain conditions. The Corporation has elected to be treated as afinancial
holding company under the provisions of the Gramm Leach Bliley Act. See “ The Gramm-Leach Bliley Act ” below for information regarding
changesto theserules.

Banco Popular, BPNA and Banco Popular, N.A. are subject to supervision and examination by applicable federal and state banking agencies
including, in the case of Banco Popular, the Federal Reserve Board and the Office of the Commissioner of Financial Institutions of Puerto Rico, in
the case of BPNA, the Federal Reserve Board and the New Y ork State Banking Department and in the case of Banco Popular, N.A., the Office of
the Comptroller of the Currency (“OCC") and the Commissioner of Financial Institutions of Puerto Rico. Banco Popular, BPNA and Banco Popular,
N.A. are subject to requirements and restrictions under federal and state law, including requirements to maintain reserves agai nst deposits,
restrictions on the types and amounts of |oans that may be granted and the interest that may be charged thereon, and limitations on the other
types of investments that may be made and the types of servicesthat may be offered. VVarious consumer laws and regul ations also affect the
operations of Banco Popular, BPNA and Banco Popular, N.A. See “The Gramm-Leach Bliley Act” below for information about changes made to
these rules. In addition to the impact of regulations, commercial banks are affected significantly by the actions of the Federal Reserve Board asit
attemptsto control the money supply and credit availability in order to influence the economy.

Prompt Corrective Action

The Federal Deposit Insurance Act (the “FDIA™) requires, among other things, the federal banking agencies to take prompt corrective actionin
respect of depository institutions that do not meet minimum capital requirements. The FDIA establishesfive capital tiers: “well capitalized”,
“adequately capitalized”, “ undercapitalized”, “ significantly undercapitalized”, and “ critically undercapitalized” . The relevant capital measures are
the total risk-based capital ratio, the Tier 1 risk-based capital ratio and the leverageratio.

Rules adopted by the federal banking agencies provide that a depository institution will be deemed to be (1) well capitalized if it maintains a
leverageratio of at least 5%, aTier 1 risk-based capital ratio of at least 6% and atotal risk-based capital ratio of at least 10% and is not subject to
any written agreement or directive to meet a specific capital level; (2) adequately capitalized, if it isnot well capitalized, but maintains aleverage
ratio of at least 4% (or at least 3% if given the highest regulatory rating in its most recent report of examination and not experiencing or anticipating
significant growth), aTier 1 risk-based capital ratio of at least 4% and atotal risk-based capital ratio of at least 8%; (3) undercapitalized if it failsto
meet the standards for adequately capitalized institutions (unlessit is deemed significantly or critically undercapitalized); (4) significantly
undercapitalized if it has aleverageratio of lessthan 3%, aTier 1 risk-based capital ratio of less than 3% or atotal risk-based capital ratio of less
than 6%; and (5) critically undercapitalized if it has tangible equity equal to 2% or less of total assets.

At December 31, 2007, Banco Popular, BPNA and Banco Popular, N.A. were all well capitalized. An ingtitution’s capital category, as determined
by applying the prompt corrective action provisions of law, may not constitute an accurate representation of the overall financial condition or
prospects of the
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institution, and the capital condition of the Corporation’s banking subsidiaries should be considered in conjunction with other available
information regarding the Corporation’ s financial condition and results of operations.

The appropriate federal banking agency may, under certain circumstances, reclassify awell capitalized insured depository institution as
adequately capitalized. The appropriate agency is also permitted to require an adequately capitalized or undercapitalized institution to comply with
the supervisory provisions asif the institution were in the next lower category (but not treat a significantly undercapitalized institution as critically
undercapitalized) based on supervisory information other than the capital levels of the institution.

The FDIA providesthat an institution may be reclassified if the appropriate federal banking agency determines (after notice and opportunity
for hearing) that the institution isin an unsafe or unsound condition or deems the institution to be engaging in an unsafe or unsound practice.

The FDIA generally prohibits adepository institution from making any capital distribution (including payment of adividend) or paying any
management fee to its holding company if the depository institution would thereafter be undercapitalized. Undercapitalized depository institutions
are subject to restrictions on borrowing from the Federal Reserve System. In addition, undercapitalized depository institutions are subject to
growth limitations and are required to submit capital restoration plans. A depository institution’s holding company must guarantee the capital
plan, up to an amount equal to the lesser of 5% of the depository institution’s assets at the time it becomes undercapitalized or the amount of the
capital deficiency when theinstitution failsto comply with the plan. The federal banking agencies may not accept a capital plan without
determining, among other things, that the plan is based on realistic assumptions and islikely to succeed in restoring the depository institution’s
capital. If adepository institution fails to submit an acceptable plan, it istreated asif it is significantly undercapitalized. Significantly
undercapitalized depository institutions may be subject to a number of requirements and restrictions, including ordersto sell sufficient voting
stock to become adequately capitalized, requirements to reduce total assets and cessation of receipt of deposits from correspondent banks.
Critically undercapitalized depository institutions are subject to appointment of areceiver or conservator.

The capital-based prompt corrective action provisions of the FDIA apply to FDIC-insured depository institutions such as Banco Popular,
BPNA and Banco Popular, N.A., but they are not directly applicable to holding companies such as the Corporation, PIB and PNA, which control
such institutions. However, the federal banking agencies have indicated that, in regulating holding companies, they may take appropriate action at
the holding company level based on their assessment of the effectiveness of supervisory actions imposed upon subsidiary insured depository
institutions pursuant to such provisions and regul ations.

Holding Company Structure

Banco Popular, BPNA and Banco Popular, N.A. are subject to restrictions under federal law that limit the transfer of funds by any of them to the
Corporation, PIB, PNA, or any of the Corporation’s other non-banking subsidiaries, whether in the form of loans, other extensions of credit,
investments or asset purchases. Such transfers by Banco Popular, BPNA and Banco Popular, N.A. to any of the Corporation, PIB, PNA, or any of
the Corporation’s other non-banking subsidiaries are limited in amount to 10% of the transferring institution’s capital stock and surplus and, with
respect to the Corporation and all of its non-banking subsidiaries, to an aggregate of 20% of the transferring institution’s capital stock and
surplus. For these purposes an institution’s capital stock and surplusincludesitstotal risk-based capital plus (1) the balance of its allowance for
loan losses not included therein and (2) the amount of certain investments made by the institution in “financial subsidiaries’ that is subject to
these limits and is required to be deducted from the institution’s capital for regulatory capital purposes. Furthermore, any such loans and
extensions of credit are required to be secured in specified amounts. In addition, federal law requires that any transaction between Banco Popular,
BPNA or Banco Popular, N.A., on the one hand, and the Corporation, PIB, PNA or any of the Corporation’s other non-banking subsidiaries, on the
other hand, be carried out on an arm’ s length basis.
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Under the Federal Reserve Board policy, a bank holding company such as the Corporation, PIB or PNA is expected to act as a source of
financial strength to each of its subsidiary banks and to commit resources to support each subsidiary bank. This support may be required at times
when, absent such policy, the bank holding company might not otherwise provide such support. In addition, any capital loans by abank holding
company to any of its subsidiary depository institutions are subordinated in right of payment to deposits and to certain other indebtedness of
such subsidiary depository institution. In the event of a bank holding company’s bankruptcy, any commitment by the bank holding company to a
federal banking agency to maintain the capital of a subsidiary depository institution will be assumed by the bankruptcy trustee and entitled to a
priority of payment. Banco Popular, BPNA and Banco Popular, N.A. are currently the only depository institution subsidiaries of the Corporation,
PIB and PNA.

Because the Corporation, PIB and PNA are holding companies, their right to participate in the assets of any subsidiary upon the latter’s
liquidation or reorganization will be subject to the prior claims of the subsidiary’s creditors (including depositors in the case of subsidiary
depository institutions) except to the extent that the Corporation, PIB or PNA, as the case may be, may itself be a creditor with recognized claims
against the subsidiary.

Under the FDIA, adepository institution, the deposits of which are insured by the FDIC, can be held liable for any lossincurred by, or
reasonably expected to be incurred by, the FDIC in connection with (i) the default of acommonly controlled FDIC-insured depository institution or
(ii) any assistance provided by the FDIC to any commonly controlled FDIC-insured depository institution “in danger of default”. “Default” is
defined generally as the appointment of a conservator or areceiver, and “in danger of default” is defined generally as the existence of certain
conditionsindicating that adefault is likely to occur in the absence of regulatory assistance. Banco Popular, BPNA and Banco Popular, N.A. are
currently FDIC-insured depository institution subsidiaries of the Corporation and are subject to this cross-guarantee liability. In some
circumstances (depending upon the amount of the loss or anticipated |oss suffered by the FDIC), cross-guarantee liability may result in the
ultimate failure or insolvency of one or more insured depository institutions in a holding company structure. Any obligation or liability owed by a
subsidiary depository institution to its parent company is subordinated to the subsidiary depository institution’s cross-guarantee liability with
respect to commonly controlled FDIC-insured depository institutions.

Dividend Restrictions

The principal source of cash flow for the Corporation is dividends from Banco Popular. Various statutory provisions limit the amount of
dividends Banco Popular may pay to the Corporation without regulatory approval. As amember bank subject to the regulation of the Federal
Reserve Board, Banco Popular must obtain the approval of the Federal Reserve Board for any dividend, if the total of all dividends declared by the
member bank during the calendar year would exceed the total of its net income (as reportable in its Report of Condition and Income) for that year,
combined with its retained net income (as defined by regulation) for the preceding two years, less any required transfersto surplus or to afund for
the retirement of any preferred stock. In addition, amember bank may not declare or pay adividend in an amount greater than its undivided profits
asreported in its Report of Condition and Income, unless the member bank has received the approval of the Federal Reserve Board. A member
bank also may not permit any portion of its permanent capital to be withdrawn unless the withdrawal has been approved by the Federal Reserve
Board. For this purpose, permanent capital means the total of the bank’s perpetual preferred stock and related surplus, common stock and surplus
and minority interestsin consolidated subsidiaries, as reportable in the Report of Condition and Income. At December 31, 2007, Banco Popul ar
could have declared a dividend of approximately $45 million without the approval of the Federal Reserve Board and BPNA could not declare any
dividends without the approval of the Federal Reserve Board.

The payment of dividends by Banco Popular, BPNA and Banco Popular, N.A. may also be affected by other regulatory requirements and
policies, such as the maintenance of adequate capital. If, in the opinion of the applicable regulatory authority, a depository institution under its
jurisdiction isengaged in, or isabout to engage in, an unsafe or unsound practice (that, depending on the financial condition of the depository
institution, could include the payment of dividends), such authority may require, after notice and hearing, that such depository institution cease
and desist from such practice. The OCC and FDIC have
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indicated that the payment of dividends would constitute an unsafe and unsound practice if the payment would deplete adepository institution’s
capital base to an inadequate level. Under the FDIA, an insured institution may not pay any dividend if payment would cause it to become
undercapitalized or if it already is undercapitalized. See “—Prompt Corrective Action” above. Moreover, the Federal Reserve Board and the FDIC
have issued policy statements stating that the bank holding companies and insured banks should generally pay dividends only out of current
operating earnings.

Under the American Jobs Creation Act of 2004, subject to compliance with certain conditions, distributions of U.S. sourced dividendsto a
corporation organized under the laws of the Commonwealth of Puerto Rico are subject to awithholding tax of 10% instead of the 30% applied to
other foreign corporations. The Corporation’s U.S. mainland subsidiaries earnings are considered permanently invested. Accordingly, this 2004
law which lowered the withholding tax rate to 10% is not expected to have amaterial impact on the Corporation in the foreseeabl e future.

See " —Puerto Rico Regulation-General” below for a description of certain restrictions on Banco Popular’s ability to pay dividends under Puerto
Rico law.

FDIC Insurance Assessments

Banco Popular, BPNA and Banco Popular, N.A. are subject to FDIC deposit insurance assessments. In 2006 the President signed the Federal
Deposit Insurance Reform Act of 2005 (the “Reform Act”). The Reform Act provided for the merger of the Bank Insurance Fund (“BIF") and
Savings Association Insurance Fund (“ SAIF") into asingle Deposit I nsurance Fund, an increase in the maximum amount of FDIC insurance
coverage for certain retirement accounts, and possible “inflation adjustments” in the maximum amount of coverage available with respect to other
insured accounts. In addition, it granted a one-time initial assessment credit (of approximately $4.7 billion) to recognize institutions' past
contributions to the fund.

The deposits of Banco Popular, BPNA and Banco Popular, N.A. are insured up to the applicable limits by the Deposit Insurance Fund (“DIF")
of the FDIC and are subject to deposit insurance assessments to maintain the DIF.

Under the Reform Act, the FDIC made significant changes to its risk-based assessment system so that effective January 1, 2007 the FDIC
imposes insurance premiums based upon a matrix that is designed to more closely tie what banks pay for deposit insurance to the risks they pose.
The new FDIC risk-based assessment system imposed premiums based upon factors that vary depending upon the size of the bank. These factors
are: for banks with less than $10 billion in assets — capital level, supervisory rating, and certain financial ratios; for banks with $10 billion up to
$30 billion in assets — capital level, supervisory rating, certain financial ratios and (if at least one is available) debt issuer ratings, and additional
risk information; and for banks with over $30 billion in assets — capital level, supervisory rating, debt issuer ratings (unless none are availablein
which case certain financial ratios are used), and additional risk information. The FDIC has adopted a new base schedule of rates that the FDIC can
adjust up or down, depending on the revenue needs of the DIF, and has set initial premiums that range from 5 cents per $100 of domestic deposits
for the banks in the lowest risk category to 43 cents per $100 of domestic deposits for banks in the highest risk category. The new assessment
system is expected to result in increased annual assessments on the deposits of our bank subsidiaries of 5 to 7 basis points per $100 of deposits.
Our bank subsidiaries will utilize the $8 million remaining balance of the FDIC credit to offset a portion of the 2008 insurance premium assessment.

The Deposit Insurance Funds Act of 1996 separated the Financing Corporation (“FICO”) assessment to service the interest on its bond
obligations from the DIF assessment. The amount assessed on individual institutions by the FICO isin addition to the amount, if any, paid for
deposit insurance according to the FDIC' s risk-rel ated assessment rate schedules. The current FICO annual assessment is 1.14 cents per $100 of
deposits. The above-referenced FDIC credit may not be used to offset FICO assessments. As of December 31, 2007, the Corporation had aDIF
deposit assessment base of approximately $27.6 billion.
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Brokered Deposits

FDIC regulations adopted under FDIA govern the receipt of brokered deposits. Under these regulations, a bank cannot accept, roll over or
renew brokered deposits (which term is defined also to include any deposit with an interest rate more than 75 basis points above prevailing rates)
unlessitis (i) well capitalized or (ii) adequately capitalized and receives awaiver from the FDIC. A bank that is adequately capitalized may not pay
an interest rate on any deposits in excess of 75 basis points over certain prevailing market rates specified by regulation. There are no such
restrictions on abank that iswell capitalized. The Corporation does not believe the brokered deposits regulation has had or will have a material
effect on the funding or liquidity of Banco Popular, BPNA or Banco Popular, N.A.

Capital Adequacy

Information about the capital composition of the Corporation as of December 31, 2007 and for the four previous yearsis presented in Tablel
“Capital Adequacy Data” on page 36 in the “Management’s Discussion and Analysis of Financial Condition and Results of
Operations’ (“MD&A").

Under the Federal Reserve Board's risk-based capital guidelinesfor bank holding companies and member banks, the minimum ratio of qualifying
total capital (“ Total Capital”) to risk-weighted assets (including certain off-balance sheet items, such as standby letters of credit) is 8%. Under the
capital guidelines, abanking organization’s Total Capital isdivided into tiers. “Tier 1 Capital” consists of common equity, retained earnings,
minority interest in equity accounts of consolidated subsidiaries, qualifying non-cumulative perpetual preferred stock and alimited amount of
cumulative perpetual preferred stock less goodwill and certain other intangible assets. Not more than 25% of qualifying Tier 1 Capital may consist
of noncumulative perpetual preferred stock, trust preferred securities or other “so-called” restricted core capital elements. “ Tier 2 Capital” consists
of, among other things, alimited amount of subordinated debt, other preferred stock, certain other instruments and alimited amount of loan and
leaselossreserves. “ Tier 3 Capital” consists of qualifying unsecured subordinated debt. The sum of Tier 2 and Tier 3 Capital may not exceed the
amount of Tier 1 Capital.

In addition, the Federal Reserve Board has established minimum leverage ratio guidelines for bank holding companies and member banks. These
guidelines provide for aminimum ratio of Tier 1 Capital to total assets, less goodwill and certain other intangible assets discussed below (the
“leverageratio”) of 3% for bank holding companies and member banks that have the highest regulatory rating or have implemented the Federal
Reserve Board's market risk capital measure. All other bank holding companies and member banks are required to maintain a minimum leverage
ratio of 4%. The guidelines also provide that banking organizations experiencing internal growth or making acquisitions are expected to maintain
strong capital positions substantially above the minimum supervisory levels, without significant reliance on intangible assets. Furthermore, the
guidelinesindicate that the Federal Reserve Board will continue to consider a “tangible Tier 1 leverage ratio” and other indicia of capital strength
in evaluating proposals for expansion or new activities. Thetangible Tier 1 leverageratio istheratio of abanking organization’s Tier 1 Capital less
all intangibles, to total assetslessall intangibles.

Banco Popular and BPNA are subject to the risk-based and | everage capital requirements adopted by the Federal Reserve Board. Banco
Popular, N.A. is subject to substantially similar requirements of the OCC. See Consolidated Financial Statements, Note 21 “ Regulatory Capital
Requirements’ on page 112 and 113 for the capital ratios of the Corporation, Banco Popular and BPNA. Failure to meet capital guidelines could
subject the Corporation and its depository institution subsidiariesto avariety of enforcement remedies, including the termination of deposit
insurance by the FDIC and to certain restrictions on its business. See “- Prompt Corrective Action”.

In November 2007, the Federal Reserve Board approved the final rulesto implement new risk based capital requirementsin the United States for
large, internationally active banking organizations. The new advanced capital adequacy framework, known as Basel |1 would replace the current
U.S. capital rules which are based on the Basel Capital Accord of 1988 (Basel 1). Basel |1 would be mandatory for core banking organizations which
areinstitutions with at least $250 billion in total assets or at least $10 billion
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in foreign exposure and optional for others (non-core banking organizations which include opt-in banks voluntarily adopting Basel Il and general
banks not adopting advanced approaches).

Thenew U.S. Basel Il ruleistechnically consistent with the international approaches and includes prudential safeguards for the implementation
process. These safeguards include a requirement that banking organizations must successfully complete afour-quarter parallel run period before
operating under the new capital framework and a requirement that an institution satisfactorily completes three transitional periods (each lasting at
least one year) in which floors are applied to capital requirements. Also, thereisacommitment by the agencies to perform ongoing analysisto
ensure Basel |1 isworking asintended. A banking organization would need approval from its primary federal regulator to move into each
transitional floor period and then to moveto full Basel I1.

To correct differences between core and non-core banking organizations, Basel | A was proposed on 2005. On July 2007, regul ators discarded
Basel 1A and agreed to issue a proposed rule that would provide all non-core banking organizations with an option to adopt a standardized
approach under Basel 11. Thisframework isintended to be finalized before the core banking organizations may begin the first transitional floor
period under Basel 11 (2009). Although the Corporation is a non-core banking organization, the Corporation understands that the new capital
adequacy guidelines provide a framework which more closely aligns regulatory capital requirements with actual risks, thus enhancing risk
management practices.

In January 2003, the Financial Accounting Standards Board (the “FASB”) issued FASB Interpretation No. 46, Consolidation of Variable Interest
Entities (“FIN 46”), which addresses the consolidation rules to be applied to “variable interest entities” asdefined in FIN 46. In December 2003 the
FASB amended FIN 46 in FASB interpretation No. 46 (revised December 2003) (“FIN 46R”). FIN 46R, appliesto certain variable interest entities by
no later than March 15, 2004. Under FIN 46R issuer trusts may constitute variable interest entities.

Historically, issuer trusts that issued trust preferred securities have been consolidated by their parent companies and the accounts of such
issuer trusts have been included in the consolidated financial statements of such parent companies. In addition, trust preferred securities have
been treated as eligible for Tier 1 capital treatment by bank holding companies under Federal Reserve rules and regulations relating to minority
interests in equity accounts of consolidated subsidiaries. As of December 31, 2007, $824 million in trust preferred securities that the Corporation
treated as Tier 1 capital under existing Federal Reserve Board guidelines were outstanding. The Corporation has determined that the issuer trusts
for itstrust preferred securities transactions are variable interest entities. The variable interest entities were deconsolidated commencing with the
Corporation’s December 31, 2003 financial statements.

On March 1, 2005, the Federal Reserve Board adopted afinal rule that allows the continued limited inclusion of trust preferred securitiesin the
Tier 1 capital of bank holding companies (BHCs). Under the final rule, trust preferred securities and other restricted core capital elements became
subject to stricter quantitative limits.

The Federal Reserve Board' sfinal rule limitsrestricted core capital elementsto 25 percent of all core capital elements, net of goodwill less any
associated deferred tax liability. Internationally active BHCs, defined as those with consolidated assets greater than $250 billion or on-balance-
sheet foreign exposure greater than $10 billion, are subject to a 15 percent limit. They may, however, include qualifying mandatory convertible

preferred securities up to the generally applicable 25 percent limit. Amounts of restricted core capital elementsin excess of these limits generally
may beincluded in Tier 2 capital. Thefinal rule provides afive-year transition period, ending March 31, 2009, for application of the quantitative

limits.
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Interstate Banking L egislation

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 amended the FDIA to permit a bank holding company, with Federal
Reserve Board approval, to acquire banks located in states other than the holding company’s home state without regard to whether the
transaction is prohibited under state law. In addition, national and state banks with different home states are permitted to merge across state lines,
with approval of the appropriate federal banking agency. States are also allowed to permit de novo interstate branching. Once abank has
established branchesin a state through an interstate merger transaction, the bank may establish or acquire additional branches at any locationin
the state where any bank involved in the interstate merger transaction could have established or acquired branches under applicable federal or
state law. A bank that has established a branch in a state through de novo branching (if permitted under state laws) may establish and acquire
additional branchesin such state in the same manner and to the same extent as a bank having abranch in such state as aresult of an interstate
merger. |f a state opted out of interstate branching within the specified time period, no bank in any other state may establish abranch in the state
that has opted out, whether through an acquisition or de novo. For purposes of the Riegle-Neal Act amendmentsto the FDIA, Banco Popular is
treated as a state bank and is subject to the same restrictions on interstate branching as other state banks. However, for purposes of the
International Banking Act (the “IBA”), Banco Popular is considered to be aforeign bank and may branch interstate by merger or de novo to the
same extent as adomestic bank in Banco Popular’s home state, which is New Y ork for purposes of the IBA. The Corporation has not yet
determined how these statutes will be harmonized, with respect either to which federal agency will approve interstate transactions or with respect
towhich “home state” determination ruleswill apply.

The Gramm-L each-Bliley Act

The Gramm-Leach-Bliley Act was enacted on November 12, 1999. Among other things, the Gramm-Leach-Bliley Act: (i) alowsbank holding
companies whose subsidiary depository institutions meet management, capital and Community Reinvestment Act standardsto engagein a
substantially broader range of nonbanking activities than was previously permissible, including insurance underwriting and making merchant
banking investmentsin commercia and financial companies; (ii) allows insurers and other financial services companies to acquire banks;

(iii) removes various restrictions that previously applied to bank holding company ownership of securities firms and mutual fund advisory
companies; and (iv) establishes the overall regulatory structure applicable to bank holding companies that also engage in insurance and securities
operations.

In order for abank holding company to engage in the broader range of activities that are permitted by the Gramm-L each-Bliley Act (i) all of its
depository institution subsidiaries must be well capitalized (as described above) and well managed and (ii) it must file a declaration with the Federal
Reservethat it electsto be a“financial holding company.” The Corporation, PIB and PNA have elected to be treated as financial holding
companies. A depository institution is deemed to be “well managed” if at its most recent inspection, examination or subsequent review by the
appropriate federal banking agency (or the appropriate state banking agency), the depository institution received at least a “ satisfactory”
compositerating and at least a “ satisfactory” rating for management. In addition, to commence any new activity permitted by the Gramm-L each-
Bliley Act and to acquire any company engaged in any new activities permitted by the Gramm-L each-Bliley Act, each insured depository
institution subsidiary of the financial holding company must have received at least a “ satisfactory” rating in its most recent examination under the
Community Reinvestment Act.

The Gramm-Leach-Bliley Act also modified other laws, including laws related to financial privacy and community reinvestment. The new
financial privacy provisions generally prohibit financial institutions, including the Corporation’s bank subsidiaries, from disclosing nonpublic
personal financial information to third parties unless customers have the opportunity to “opt out” of the disclosure.
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Anti-Money Laundering Initiative and the USA PATRIOT Act

On October 26, 2001, the President signed into law comprehensive anti-terrorism legislation known asthe USA PATRIOT Act of 2001 (the
“USA PATRIOT Act”). Title 11 of the USA PATRIOT Act substantially broadened the scope of U.S. anti-money laundering laws and regul ations
by imposing significant new compliance and due diligence obligations, creating new crimes and penalties and expanding the extra-territorial
jurisdiction of the United States.

The U.S. Treasury Department (the “ Treasury”) has issued and, in some cases proposed, a number of regulations implementing the USA
PATRIQOT Act that apply certain of its requirementsto financial institutions, including the Corporation’s bank and broker-dealer subsidiaries. The
regulations impose new obligations on financial institutions to maintain appropriate policies, procedures and controlsto detect, prevent and report
money laundering and terrorist financing and to verify the identity of customers. Certain of those regulations impose specific due diligence
requirements on financial institutions that maintain correspondent or private banking relationships with non-U.S. financial institutions or persons.

Failure of afinancial institution to comply with the USA PATRIOT Act’s requirements could have serious legal and reputational consequences
for the institution. The Corporation believesthat the cost of compliance with Title 111 of the USA PATRIOT Act isnot likely to be material to the
Corporation.

Community Reinvestment Act

The Community Reinvestment Act requires banksto help serve the credit needs of their communities, including credit to low and moderate
income individual s and geographies. Should the Corporation or its bank subsidiaries fail to serve adequately the community, potential penalties
may include regulatory denials of applicationsto expand branches, relocate, add subsidiaries and affiliates, expand into new financial activities and
merge with or purchase other financial institutions.

Office of Foreign Assets Control Regulation

The United States has imposed economic sanctions that affect transactions with designated foreign countries, national s and others. These are
typically known asthe “OFAC” rules based on their administration by the U.S. Treasury Department Office of Foreign Assets Control (“OFAC”).
The OFA C-administered sanctions targeting countries take many different forms. Generally, however, they contain one or more of the following
elements: (i) restrictions on trade with or investment in a sanctioned country, including prohibitions against direct or indirect imports from and
exports to asanctioned country and prohibitions on “U.S. persons” engaging in financial transactions relating to making investmentsin, or
providing investment-rel ated advice or assistance to a sanctioned country; and (ii) ablocking of assetsin which the government or specially
designated nationals of the sanctioned country have an interest, by prohibiting transfers of property subject to U.S. jurisdiction (including
property in the possession or control of U.S. persons). Blocked assets (e.g., property and bank deposits) cannot be paid out, withdrawn, set off or
transferred in any manner without alicense from OFAC. Failure to comply with these sanctions could have serious legal and reputational
consequences.

Legidative I nitiatives

Various other legislative proposals, including proposalsto limit the investments that a depository institution may make with FDIC insured
funds, are from time to time introduced in Congress. The Corporation cannot determine the ultimate effect that such potential legislation, if
enacted, or implementing regulations would have upon its financial condition or results of operations.
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Puerto Rico Regulation

General. Asacommercial bank organized under the laws of Puerto Rico, Banco Popular is subject to supervision, examination and regulation by
the Office of the Commissioner of Financial Institutions of Puerto Rico (the “ Office of the Commissioner”), pursuant to the Puerto Rico Banking
Act of 1933, asamended (the “Banking Law”).

Section 27 of the Banking Law requiresthat at |east ten percent (10%) of the yearly net income of Banco Popular be credited annually to a
reserve fund. This apportionment must be done every year until the reserve fund is equal to the total of paid-in capital on common and preferred
stock. During 2007 Banco Popular transferred $28 million to the reserve fund in order to comply with this requirement.

Section 27 of the Banking Law also provides that when the expenditures of a bank are greater than its receipts, the excess of the former over the
latter must be charged against the undistributed profits of the bank, and the balance, if any, must be charged against the reserve fund. If the
reserve fund is not sufficient to cover such balance in whole or in part, the outstanding amount must be charged against the capital account and
no dividend may be declared until capital has been restored to its original amount and the reserve fund to 20% of the original capital.

Section 16 of the Banking Law requires every bank to maintain alegal reserve that, except as otherwise provided by the Office of the
Commissioner, may not be less than 20% of its demand liabilities, excluding government deposits (federal, state and municipal) which are secured
by collateral. If abank is authorized to establish one or more bank branches in a state of the United States or in aforeign country, where such
branches are subject to the reserve requirements of that state or country, the Office of the Commissioner may exempt said branch or branches from
the reserve requirements of Section 16. Pursuant to an order of the Federal Reserve Board dated November 24, 1982, Banco Popular has been
exempted from the reserve requirements of the Federal Reserve System with respect to deposits payable in Puerto Rico. Accordingly, Banco
Popular is subject to the reserve requirements prescribed by the Banking Law.

Section 17 of the Banking Law permits abank to make loansto any one person, firm, partnership or corporation, up to an aggregate amount of
fifteen percent (15%) of the paid-in capital and reserve fund of the bank. As of December 31, 2007, the legal lending limit for the Bank under this
provision was approximately $119 million. In the case of loans which are secured by collateral worth at |east 25% more than the amount of theloan
the maximum aggregate amount isincreased to one third of the paid-in capital of the bank, plusitsreserve fund. If theinstitution iswell capitalized
and had been rated 1 in the last examination performed by the Office of the Commissioner or any regulatory agency, itslegal lending limit shall also
include 15% of 50% of its undivided profits and for loans secured by collateral worth at least 25% more than the amount of the loan, the capital of
the bank shall also include 33 1/3% of 50% of its undivided profits. Institutions rated 2 in their last regulatory examination may include this
additional component in their legal lending limit only with the previous authorization of the Office of the Commissioner. There are no restrictions
under Section 17 on the amount of loans that are wholly secured by bonds, securities and other evidence of indebtedness of the Government of
the United States or Puerto Rico, or by current debt bonds, not in default, of municipalities or instrumentalities of Puerto Rico.

Section 14 of the Banking Law authorizes abank to conduct certain financial and related activities directly or through subsidiaries, including
finance leasing of personal property, originating and servicing mortgage |oans and operating a small loan company. Banco Popular engagesin
these activities through its wholly-owned subsidiaries, Popular Auto, Inc., Popular Mortgage, Inc. and Popular Finance, Inc., respectively, all of
which are organized and operate in Puerto Rico.

The Finance Board, which includes as its members the Commissioner of Financial Institutions, the Secretary of the Treasury, the Secretary of
Commerce, the Secretary of Consumer Affairs, the President of the Planning Board, and the President of the Government Development Bank for
Puerto Rico, has the authority to regulate the maximum interest rates and finance charges that may be charged on loansto individuals and
unincorporated businessesin Puerto Rico. The current regulations of the Finance Board provide that the applicable interest rate on loans to
individual s and unincorporated businesses (including
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real estate development loans but excluding certain other personal and commercial 1oans secured by mortgages on real estate properties and
finance charges on retail installment sales and for credit card purchases) isto be determined by free competition.

IBC Act. Under the IBC Act, without the prior approval of the Office of the Commissioner, PIB may not amend its articles of incorporation or
issue additional shares of capital stock or other securities convertible into additional shares of capital stock unless such shares are issued directly
to the shareholders of PIB previously identified in the application to organize the international banking entity, in which case notification to the
Office of the Commissioner must be given within ten business days following the date of the issue. Pursuant to the IBC Act, without the prior
approval of the Office of the Commissioner, PIB may not initiate the sale, encumbrance, assignment, merger or other transfer of sharesif by such
transaction a person or persons acting in concert could acquire direct or indirect control of 10% or more of any class of PIB’s stock. Such
authorization must be requested at |east 30 days prior to the transaction.

PIB must submit to the Office of the Commissioner areport of its condition and results of operation on aquarterly basis and its annual audited
financial statements at the close of itsfiscal year. Under the IBC Act, PIB may not deal with “domestic persons” as such term isdefined in the IBC
Act. Also, it may only engage in those activities authorized in the IBC Act, the regulations adopted there under and its license.

The IBC Act empowers the Office of the Commissioner to revoke or suspend, after a hearing, the license of an international banking entity
(“IBE") if, among other things, it failsto comply with the IBC Act, regulationsissued by the Office of the Commissioner or the terms of itslicense
or if the Office of the Commissioner finds that the business of the IBE is conducted in amanner not consistent with the public interest.

In January 2004, the Government of Puerto Rico approved alegislation that partially eliminates the tax exempt status of an IBE that operatesasa
division or branch of abank in Puerto Rico. In order to be subject to tax, the IBE’ s net taxable income must exceed 40% in 2004, 30% in 2005, and
20% in 2006 and thereafter, of the net taxable income of the bank as awhole. If these thresholds are exceeded, the IBE will be taxed at regular tax
rates on its net taxable income that exceeds the applicable threshold. Currently, management of the Corporation does not expect any financial
impact from this law because the net taxable income of Banco Popular’s IBE has not exceeded and is not expected to exceed 20% of Banco
Popular’s net taxable income.

In August 2005, the Government of Puerto Rico approved an increase in the maximum statutory tax rate from 39.0% to 41.5% to corporations and
partnerships for atwo-year period. The tax rate was applied retroactively effective January 1, 2005 to al of the Corporation’s subsidiaries doing
businessin Puerto Rico with fiscal years ended December 31, 2005. In addition, in May 2006, the Government of Puerto Rico approved an
additional one year transitory tax applicable only to the banking industry that rai sed the maximum statutory tax rate to 43.5% for taxable years
commenced during calendar year 2006. For taxable years beginning after December 31, 2006, the maximum statutory tax rate was 39%.

Employees

At December 31, 2007, the Corporation employed directly 12,303 persons. None of its employees are represented by a collective bargaining

group.
Segment Disclosure
Note 32 to the Financial Statements, “ Segment Reporting” on pages 135 through 139 of the Annual Report isincorporated by reference herein.

The Corporation’s corporate structure consists of four reportable segments — Banco Popular de Puerto Rico, Banco Popular North America,
Popular Financial Holdings and EVERTEC. Also, a corporate group supports the reportable segments.
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In early 2007, the Corporation changed its basis of presentation by combining the operations of Banco Popular North America and Popular
Financial Holdings segmentsinto a single reportable segment named Popular North America. Thiswas the result of the previously mentioned
restructuring plan of the Popular Financial Holdings operations and the Corporation’s U.S. Reorganization. At that time, the Corporation decided
to continue the operations of Equity One and its subsidiaries which are principally dedicated to direct subprime loan origination, consumer finance
and mortgage servicing. However, given the unforeseen disruption in the capital markets since the summer of 2007 and itsimpact on funding,
management now believesthat it will be difficult to generate an adequate return on the capital invested at Equity One and its subsidiaries. As
such, commencing in late fourth quarter of 2007, the Corporation redefined its Popular North America reportable segment by segregating it in two
separate reportable segments: Banco Popular North America and Popular Financial Holdings.

Management re-defined its plans and allocation of resources with respect to the Corporation’s U.S. operations and istaking stepsto exit the
PFH business, except for its mortgage servicing unit. Part of these stepsincluded the recharacterization of a substantial portion of PFH’s on-
balance sheet mortgage |oan securitization as sales, the signing in early 2008 of an Asset Purchase Agreement to sell certain assets of Equity One
and the expected closure of its remaining consumer branch network during 2008. The remaining loan portfolio that will remain in PFH’sbookswill
decline asit runs-off. Due to the expected discontinuance of the business, management has redefined how to allocate resources for future growth
potential inthe U.S. operations.

Management determined the reportabl e segments based on the internal reporting used to eval uate performance and to assess where to allocate
resources. The segments were determined based on the organizational structure, which focuses primarily on the markets the segments serve, as
well as on the products and services offered by the segments.

The following table presents the Corporation’s long-lived assets by geographical area, other than financial instruments, long-term customer
relationships, mortgage and other servicing rights and deferred tax assets. Long-lived assets |located in foreign countries represent the
investments under the equity method in the Dominican Republic and El Salvador and other long-lived assets located in Costa Rica, Venezuelaand

the Dominican Republic.

2007 2006 2005
Puerto Rico
Premises and equipment $477,681,159 $473,335,423 $472,386,760
Goodwill 222,438,229 96,942,455 94,650,541
Other intangible assets 24,557,452 10,210,815 9,694,734
Investments under the equity method 16,530,392 22,481,879 21,434,700
$741,207,232 $602,970,572 $598,166,735
United States
Premises and equipment $103,439,003 $116,202,309 $119,529,381
Goodwill 404,249,194 568,648,617 557,070,780
Other intangible assets 38,673,692 97,342,728 100,513,344
Investments under the equity method 24,148,846 1,454,175 812,183
$570,510,735 $783,647,829 $777,925,688
Foreign Countries
Premises and equipment $ 7,042,695 $ 5,601,939 $ 4,655,313
Goodwill 4,073,107 2,262,444 2,262,444
Other intangible assets 1,325,230 — —
Investments under the equity method 49,190,174 42 857,928 40,497,852
$ 61,631,206 $ 50,722,311 $ 47,415,609
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Availability on website

We make available free of charge, through our investor relations section at our website, www.popular.com, our Form 10-K, Form 10-Q and Form
8-K reports and all amendments to those reports as soon as reasonably practicable after such material is electronically filed with or furnished to the
SEC.

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

Transactionswith Doral Financial Corporation

Doral Announcements. In April 2005, Dora Financia Corporation (“Doral”) announced that its previously filed financial statements for periods
from January 1, 2000 through December 31, 2004 should no longer be relied on and that the financial statements for some or al of the periods
included therein should be restated because of issues relating to the methodol ogy used to calculate the fair value of its portfolio of floating rate
interest-only strips (“10s”). On February 27, 2006, Doral filed a Form 10-K/A (Amendment No. 1) for the year ended December 31, 2004 (the
“Amended Doral 2004 10-K”). Inthe Amended Doral 2004 10-K, Doral stated that it was reducing its retained earnings through December 31, 2004
by $921 million on apre-tax basis and that $596 million of the $921 million reduction was attributable to recharacterization of mortgage loan sales
transactions as secured borrowings and $283 million was attributabl e to valuation of 10s.

In September 2006, Doral announced that the Securities and Exchange Commission had approved afinal settlement with Doral, which resolved
the SEC'sinvestigation of Doral. Doral has also stated that the U.S. Attorney’s Office for the Southern District of New Y ork is conducting an
investigation of these matters. Actions have been brought by or on behalf of securities holders of Doral in relation to these matters. In April 2007,
Doral agreed to a settlement in which Doral and itsinsurers agreed to pay an aggregate of $129 million.

Estimates of Value Provided by Popular Securities. Between October 2002 and December 2004, Popular Securities, Inc., awholly-owned
subsidiary of the Corporation, provided quarterly estimates of the value of portfolios of 10s on behalf of Doral. In accordance with its
understanding regarding the engagement, in providing those estimates of value, Popular Securities utilized assumptions provided by Doral that
may not have been consistent with the actual terms of the 10 portfolios. Asoriginaly filed on March 15, 2005, Doral’s Form 10-K for the year
ended December 31, 2004 stated that “to determine the fair value of its 1O portfolio”, Doral engaged a*“ party” to provide an “external valuation”
that “consists of a cash flow valuation model in which all economic and portfolio assumptions are determined by the preparer”. Popular Securities
believes that this characterization is not appropriate if it was meant to apply to Popular Securities' work.

In the Amended Doral 2004 10-K, Doral stated that counsel for its Audit Committee and independent directors had investigated the process it
used to obtain “third-party 10 valuations’, that the investigation had concluded that the process “was flawed”, that Doral representatives “ may
have improperly provided inaccurate information” concerning the 10 portfolio to the parties performing the third-party valuation, and that the
counsel conducting the investigation had “limited accessto the third parties who performed the |O valuation.” The Corporation believes that
Doral considers Popular Securities to be one of the parties that provided Doral with “third-party 10 valuations.”

Transactionswith Doral Relating to Mortgage Loans and | Os. Between 1996 and 2004, BPPR purchased mortgage |oans from Doral for an
aggregate purchase price of approximately $1.6 billion. The remaining balance of these mortgage loans recorded on the Corporation’s consolidated
statement of condition at December 31, 2007 was $375 million.
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In the first six months of 2000, the Corporation sold mortgage loans to Doral Bank, asubsidiary of Doral, in two transactions, each for an
aggregate sale price of $100 million, and entered into two agreements, contemporaneously with the sale agreements, to purchase mortgage loans
from Doral, each for an aggregate purchase price of $100 million. The Corporation recorded again of $2.2 million in the first quarter of 2000 and of
$1.9 million in the second quarter of 2000 from the sales of mortgagesto Doral Bank.

The purchases of mortgage loans from Doral for an aggregate price of $1.6 billion were often accompanied by separate recourse and other
financial arrangements. The sale of mortgagesto Doral Bank for an aggregate purchase price of $200 million were accompanied by separate
recourse arrangements.

On December 15, 2005, Doral announced that it was reversing “anumber of transactionsinvolving the generally contemporaneous purchase
and sale of mortgage loans from and to local financial institutions,” including “transactions covering the purchase and sale of approximately
$200 million in mortgages with alocal financia institution during 2000” because Doral’s Audit Committee determined that there was “insufficient
contemporaneous documentation regarding the business purpose for these transactionsin light of the timing and similarity of the purchase and
sale amounts and the other terms of the transactions.”

In the December 15, 2005 release, Doral stated that it was treating the sales of mortgage loans by it as “loans payable secured by mortgage
loans.” The Corporation believes that the contemporaneous purchases and sales of mortgage |oans entered into by the Corporation were the ones
reversed by Doral.

The Corporation has reviewed the foregoing mortgage loan purchase and sal e transactions, as well as the public statements by Doral, and
believes that the transactions qualify for sale (or in the case of purchases, purchase) treatment under the financial accounting standard at that
time. Accordingly, it has not reversed any of these transactions.

Between 1996 and 2004, the Corporation purchased 10s from Doral for an aggregate purchase price of $110 million. Over the same period Doral
repurchased | Osit had previously sold to the Corporation for an aggregate purchase price of $54 million. The remaining balance of these 10s
recorded on the Corporation’s consolidated statement of condition at December 31, 2007 was $37 million. These |Os have been reclassified from
investments available-for-sale to loans to Doral because they are accompanied by 100% guarantees from Doral of the principal and the fixed yield
and because of the source of the cash flow for payments on the 1Os.

In the Amended Doral 2004 10-K, Doral stated that Doral had “failed to detect, document and communicate certain side agreements entered into
by Doral’s former treasurer guaranteeing afixed yield to apurchaser” of its10s and that thisfailure “resulted in the improper accounting for these
transactions as sales and the associated improper recognition of gainson sales.” Doral stated that it reversed the sales of the | Os and recorded the
transaction as a secured borrowing. It also stated that “gains on sales of trading securities” accounted for at the time of the sales of the |0Os were
reversed.

Transactionswith R& G Financial Corporation

R& G Announcements. In April 2005, R& G Financial Corporation (“R&G”) announced that its previously filed financial statementsfor periods
from January 1, 2003 through December 31, 2004 needed to be restated and should no longer be relied upon because of issuesrelating to the
methodology used in valuing its portfolio of residual interests retained in certain mortgage loan transfers. In July 2005, R& G further announced
that its previously filed financial statementsfor period from January 1, 2002 through December 31, 2002 needed to be restated and should no longer
be relied upon. On November 2, 2007, R& G filed a Form 10-K/A (Amendment No. 1) for the year ended December 31, 2004 (the “ Amended R& G
2004 10-K™). In the Amended R& G 2004 10-K, R& G stated that it was reducing its retained earnings and capital reserves through December 31,
2004 by $345 million on a pre-tax basis and that $237 million of the $345 million reduction was attributabl e to recharacterization of certain mortgage
loan transfers as secured borrowings.
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In February 2008, R& G announced that the Securities and Exchange Commission had approved afinal settlement with R& G, which resolved the
SEC'sinvestigation of R& G . R& G has announced that the U.S. Attorney’s Office for the Southern District of New Y ork is also conducting an
informal inquiry into these matters. Actions have been brought by or on behalf of securities holders of R& G in relation to these matters.

Purchases of Mortgage Loansfrom R& G. Between 2003 and 2004, BPPR entered into various mortgage |oan purchase transactionswith R& G
in the amount of $176 million. These mortgage loan purchase transactions had recourse provisions and other financial arrangements. In the
Amended R& G 2004 10-K, R& G disclosed that it had determined, after areview of al of itstransactionsthat it had previously characterized as
mortgage loan sales, to recharacterize certain of those transactions as secured borrowings collateralized by real estate mortgage loans, including,
as of December 31, 2004, $155 million of transactions with BPPR. At December 31, 2007, the remaining balance of the mortgage loans purchased
from R& G recorded on the Corporation’s consolidated statement of condition was $96 million. The Corporation has concluded that its previously
filed financial statements arefairly stated and that no restatement is necessary.

Cooper ation with I nvestigations; Possible Consequences

The Corporation and its employees have provided information in connection with certain of the above-mentioned investigations by the
Securities and Exchange Commission and the U.S. Attorney’s Office for the Southern District of New Y ork and are continuing to cooperatein
connection with the investigations of these matters. Although neither the Corporation nor BPPR is aparty to the civil litigation involving Doral or
R& G, the Corporation is unable to predict what adverse consequences, if any, or other effects the Corporation’s dealingswith Doral or R& G, the
civil litigation related to Doral or R& G or the related investigations could have on the Corporation or BPPR.

ITEM 1A.RISK FACTORS

Weaknessin the economy and in thereal estate market in the geographic footprint of Popular has adver sely impacted and may continueto
adver sely impact Popular.

A significant portion of the Corporation’sfinancial activities and credit exposure is concentrated in Puerto Rico (the “Island”) and the Island’s
economy has been deteriorating. If the decline in economic activity continues, this could result in, among other things, adownturnin loan
originations, anincrease in the level of non-performing assets, an increase in the rate of foreclosure 10ss on mortgage |oans and areduction in the
value of the Corporation’sloans and loan servicing portfolio, all of which would adversely affect the Corporation’s profitability.

The Puerto Rico Planning Board registered a contraction of 1.4 percent for the fiscal year ended June 30, 2007 and projects a further decline of
1.8 percent for the current fiscal year ending June 30, 2008.
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The current state of the economy and uncertainty in the private and public sectors has had an adverse effect on the credit quality of the
Corporation’sloan portfolios. The continuation of the economic slowdown could cause those adverse effects to continue, as delinquency rates
may increase in the short-term, until more sustainable growth resumes. Also, a potential reduction in consumer spending may also impact growth
in other interest and non interest revenue sources of the Corporation.

A prolonged economic slowdown, a continuing declinein thereal estate market in the U.S. mainland, and ongoing disruptionsin the capital
markets have harmed and could continueto harm the results of operations of PFH, one of the Cor poration’s business segments.

Theresidential 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. “Bust” cyclesin the housing sector affect our business by decreasing the volume of
loans originated and increasing the level of credit losses related to our mortgage loans.
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The housing market in the U.S. is undergoing a correction of historic proportions. After aperiod of several years of booming housing markets,
fueled by liberal credit conditions and rapidly rising property values, since early 2007, the sector has been in the midst of a substantial dislocation,
since 2007. It has had a significant impact on some of the Corporation’s U.S-based business sectors and has the potential to affect its ongoing
financial results and condition. The general level of property valuesin the U.S., as measured by several indices widely followed by the market, has
declined. These declines are the result of ongoing market adjustments that are aligning property values with income levels and home inventories.
The supply of homesin the market hasincreased substantially, and additional property value decreases may be required to clear the overhang of
excess inventory in the U.S. market. Declining property values could impact the credit quality of the Corporation’s U.S. mortgage |oan portfolio
because the value of the homes underlying the loansis a primary source of repayment in the event of foreclosure. It is possible that in the event of
foreclosurein aloan from this portfolio, the current market value of the underlying collateral isinsufficient to cover the loan amount owed.

The exposure of the Corporation’sloan portfolio to the 1-4 family residential mortgage sector in the U.S. has declined. As of December 31, 2007,
mortgage loans collateralized by 1-4 family residential property in the continental U.S. amounted to $4.7 billion, as compared to $9.2 billion as of
December 31, 2006. This represents a decrease of $4.5 billion, or 49%. As of year-end 2007, $2.4 billionin 1-4 family residential mortgage loansin
the U.S. were at PFH and $2.3 hillion at BPNA.

The Corporation has made loans to borrowers that had FICO scores 660 or below through its subsidiary PFH. As of December 31, 2007,
approximately 75% of PFH’s mortgage loan portfolio of $1 billion was subprime, meaning that it had a credit score per loan of 660 or below. This
profile of borrower has been particularly affected by the current housing environment. Even though the Corporation has exited this business
segment, the rates of delinquencies, foreclosures and osses on the remaining loans in portfolio could continue rising in the current environment.
Rising unemployment, higher interest rates on mortgage loans, declinesin housing prices and an overall tightening of credit standards by lenders
tend to have a greater negative effect on the ability of such borrowersto repay their mortgage loans.

An additional risk factor related to the residential mortgage loan sector isthe repricing of adjustable rate mortgage loans (*ARMS"). Of the
subprime mortgage loans held-in-portfolio at PFH as of year-end 2007, $320 million or 32% were ARMSs. These loanstypically have alow fixed rate
for aninitial period (two or three years) and afterwards the rate “floats” or adjusts periodically based on a market rate of interest, such asLIBOR.
Many of the ARMs currently outstanding are schedule to reset before the end of 2008. It is possible that in some of these loans, when rates
adjust, there will be a substantial increase in the underlying loan payment, possibly enough to pressure the cash flow of the underlying debtor and
increase the likehood of delinquency.

Any sustained period of increased delinquencies, foreclosures or 1osses could harm the Corporation’s ability to sell loans, the pricesit receives
for itsloans, the values of its mortgage loans held-for-sale or itsresidual interestsin securitizations, which could harm the Corporation’sfinancial
condition and results of operations. In addition, any material declinein real estate values would weaken the Corporation’s collateral loan-to-value
ratios and increase the possibility of lossif aborrower defaults. In such event, the Corporation will be subject to the risk of loss on such mortgage
assets arising from borrower defaults, to the extent not covered by third-party credit enhancement.

Refer to the Management’s Discussion and Analysisin this Form 10-K for further information on PFH’s credit exposure associated with its
subprime mortgage |oan portfolio and the Restructuring Plan executed in 2007, which has reduced the Corporation’s exposure in thisindustry
sector.

A prolonged economic downturn or recession would likely result in an increase in delinquencies, defaultsand foreclosuresand in areduction of
theloan origination activity which would adver sely affect the Corporation’sfinancial results.

A period of reduced economic growth or arecession has historically resulted in areduction in lending activity and an increase in the rate of
defaultsin commercial loans, consumer loans and residential
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mortgages. A recession may have asignificant adverse impact on the net interest income and feeincome. The Corporation may also experience
significant losses on the loan portfolio due to a higher level of defaults on commercial loans, consumer loans and residential mortgages.

Financial resultsare constantly exposed to market risk.

Market risk refersto the probability of variationsin the net interest income or the market value of assets and liabilities due to interest rate
volatility. Despite the varied nature of market risks, the primary source of this risk to the Corporation isthe impact of changesin interest rates on
net interest income.

Net interest income is the difference between the revenue generated on earning assets and the interest cost of funding those assets. Depending
on the duration and repricing characteristics of the assets, liabilities and off-balance sheet items, changesin interest rates could either increase or
decrease the level of net interest income. For any given period, the pricing structure of the assets and liabilitiesis matched when an equal amount
of such assets and liabilities mature or repricein that period. Any mismatch of interest-earning assets and interest-bearing liabilitiesisknown asa
gap position. A positive gap denotes asset sensitivity, which means that an increasein interest rates could have a positive effect on net interest
income, while adecrease in interest rates could have a negative effect on net interest income.

The Corporation is subject to interest rate risk because of the following factors:

. Assets and liabilities may mature or reprice at different times. For example, if assets reprice slower than liabilities and interest rates are
generally rising, earnings may initially decline.

. Assets and liabilities may reprice at the same time but by different amounts. For example, when the general level of interest ratesisrising,
we may increase rates charged on loans by an amount that is|ess than the general increase in market interest rates because of intense
pricing competition. Also, basis risk occurs when assets and liabilities have similar repricing frequencies but are tied to different market
interest rate indices that may not move in tandem.

. Short-term and long-term market interest rates may change by different amounts, i.e., the shape of the yield curve may affect new loan
yields and funding costs differently.

. The remaining maturity of various assets and liabilities may shorten or lengthen as interest rates change. For example, if long-term
mortgage interest rates decline sharply, mortgage-backed securities held in the securities available-for-sal e portfolio may prepay
significantly earlier than anticipated, which could reduce portfolio income. If prepayment rates increase, the Corporation would be
required to amortize net premiums into income over a shorter period of time, thereby reducing the corresponding asset yield and net
interest income. Prepayment risk also has a significant impact on mortgage-backed securities and collateralized mortgage obligations,
since prepayments could shorten the weighted average life of these portfolios.

. Interest rates may have an indirect impact on loan demand, credit losses, |oan origination volume, the value of securities holdings,
including interest-only strips, gains and losses on sales of securities and loans, the value of mortgage servicing rights and other sources
of earnings.

In limiting interest rate risk to an acceptable level, management may alter the mix of floating and fixed rate assets and liabilities, change pricing
schedul es, adjust maturities through sales and purchases of investment securities, and enter into derivative contracts, among other alternatives.
The Corporation may suffer losses or experience lower spreads than anticipated in initial projections as management implement strategiesto
reduce future interest rate exposure.
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Thehedging transactionsthat the Cor poration entersinto may not be effective in managing the exposureto market risk, including interest rate
risk.

The Corporation uses derivatives, to alimited extent, to manage part of the exposure to market risk caused by changesin interest rates or basis
risk. The derivative instruments that the Corporation may utilize also have their own risks, which include: (1) basisrisk, which istherisk of loss
associated with variations in the spread between the asset yield and funding and/or hedge cost; (2) credit or default risk, which istherisk of
insolvency or other inability of the counterparty to a particular transaction to perform its obligations there under; and (3) legal risk, which isthe
risk that the Corporation is unable to enforce certain terms of such instruments. All or any of such risks could expose the Corporation to losses.

Reductionsin the Corporation’scredit ratings or those of any of its subsidiarieswould increase the cost of borrowing fundsand makethe
Corporation’s ability to raise new funds or renew maturing debt more difficult.

Credit ratings are an important component of the Corporation’sliquidity profile. Among other factors, credit ratings are based on the financial
strength, the credit quality of and concentrationsin the Corporations’ loan portfolio, the level and volatility of earnings, capital adequacy, the
quality of management, the liquidity of the Corporation’s balance sheet, the availability of a significant base of core retail and commercial deposits,
and the ability to access a broad array of wholesale funding sources.

In December, 2007, Moody’s Investor Service (“Moodys”) downgraded by one notch to “A3”, the senior debt rating of the Corporation and
reduced the short-term rating to “ P-2". The ratings were put on “watch negative”. The funding challenges at the bank holding company aswell as
the profitability of the U.S. business were given as the primary concerns underlying the downgrades. In January, 2008, M oodys upgraded the
ratings outlook to “stable” and removed the ratings watch which has been in effect. Initiatives completed by management to address the bank
holding companies’ funding challenges were cited as prompting the change, although the profitability of the U.S. business continuesto be a
ratings concern.

After the end of the third quarter of 2007, Fitch Ratings reduced the short-term credit rating of Popular, Inc. and Popular North America, Inc. to
“F-2" from“F-1", and placed their long senior rating of “A-" on negative rating watch. Fitch Ratings mentioned that the rating actions reflected
credit quality pressures from our sub-prime loan exposure as well as amore difficult environment for bank holding company funding. In both
cases, Fitch Ratings maintained that it believes that both situations are challenging but manageable. In January, 2008, Fitch Ratings announced
that it was affirming the Corporation’s senior debt rating at “A-* aswell asremoving the rating from “watch negative”. The outlook was
maintained “ negative’. Management actions related to bank holding company liquidity were highlighted by the agency as underlying the removal
of the “watch”, but U.S. business profitability concerns have kept the ratings outlook negative, until these challenges are resolved.

Standard & Poor’s Rating Services (“ S& P") currently rates our debt “BBB+" for long-term debt and “A-2” for short-term obligations, both with
astable outlook.

Changesin the Corporation’s credit ratings or the credit ratings of any of its subsidiariesto alevel below “investment grade” would adversely
affect the Corporation’s ability to raise fundsin the capital markets. The Corporation’s counterparties are also sensitiveto therisk of aratings
downgrade. In the event of adowngrade, the cost of borrowing funds would increase. In addition, the Corporation’s ability to raise new fundsin
the capital markets or renew maturing debt may be impaired.

The Corporation’s ability to compete successfully in the marketplace for deposits depends on various factors, including service, convenience
and financial stability asreflected by the operating results and credit ratings by nationally recognized credit agencies. A downgrade in credit
ratings may impact the ability to raise deposits, but the Corporation believes that the impact should not be material. Deposits at all of its banking
subsidiaries are federally insured (subject to limitations established by the FDIC), which is expected to mitigate the effect of adowngrade in the
credit ratings.
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A failureto comply with financial covenantsin contractual agreements could accelerate payments of related borrowings.

In the course of borrowing from institutional lenders and other investors, the Corporation has entered into contractual agreementsto maintain
certain levels of debt, capital and asset quality, among other financial covenants. Failing to comply with those agreements may result in an event
of default, which could accelerate the repayment of the related borrowings. An event of default would also affect the Corporation’s ability to raise
new funds or renew maturing debt.

The Corporation issubject to default risk in itsloan portfolio.

The Corporation is subject to therisk of loss from loan defaults and foreclosures with respect to the loans originated or acquired. The
Corporation establishes provisions for loan losses, which lead to reductions in the income from operations, in order to maintain the allowance for
future loan losses at alevel which is deemed appropriate by management based upon an assessment of the quality of the loan portfolio in
accordance with established procedures and guidelines. There can be no assurance that management has accurately estimated the level of future
loan losses or that the Corporation will not have to increase the provision for loan lossesin the future as aresult of future increasesin non-
performing loans or for other reasons beyond its control.

The Corporation operatesin a highly regulated environment and may be adver sely affected by changesin federal and local laws and regulations.

The Corporation is subject to extensive regulation, supervision and examination by federal and Puerto Rico banking authorities. Any changein
applicable federal or Puerto Rico laws or regulations could have a substantial impact on its operations. Additional laws and regulations may be
enacted or adopted in the future that could significantly affect the Corporation’s powers, authority and operations, which could have a material
adverse effect on the Corporation’s financial condition and results of operations. Further, regulators, in the performance of their supervisory and
enforcement duties, have significant discretion and power to prevent or remedy unsafe and unsound practices or violations of laws by banks and
bank holding companies. The exercise of thisregulatory discretion and power may have a negative impact on the Corporation.

Competition with other financial institutions could adver sely affect the Corporation’s profitability.

The Corporation faces substantial competition in originating loans and in attracting deposits. The competition in originating loans comes
principally from other U.S., Puerto Rico and foreign banks, mortgage banking companies, consumer finance companies, insurance companies and
other institutional lenders and purchasers of loans. Certain of the Corporation’s competitors are not subject to the same extensive regulation that
governs the Corporation’s business.

The Corporation anticipates that it will encounter greater competition with the expansion of its operations on the U.S. mainland. Many
institutions with which the Corporation competes on the U.S. mainland have significantly greater assets, capital, name recognition, customer
loyalty and other resources. Asaresult, certain of its competitors may have advantages in conducting certain businesses and providing certain
services.

Increased competition could require that the Corporation increase the rates offered on deposits or lower the rates charged on loans, which
could adversely affect its profitability.

Rating downgrades on the Gover nment of Puerto Rico’s debt obligations could affect the value of the Cor poration’sloansto the Gover nment and
itsportfolio of Puerto Rico Government securities.

Even though Puerto Rico’s economy is closely integrated to that of the U.S. mainland and its government and many of itsinstrumentalities are
investment grade-rated borrowersin the U.S. capital
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markets, the fiscal situation of the Government of Puerto Rico hasled nationally recognized rating agencies to downgrade its debt obligations.

Asaresult of the Government’sfiscal challengesin 2006, Moodys and S& P then downgraded the rating of its obligations, but maintaining them
within investment-grade levels. Since then, actions by the Government have improved the credit outlook. As of December 31, 2007, S& P rated the
Government’s general obligations at BBB-, while Moodys rated them at Baa3- both in the lowest notch of investment grade. In November 2007,
Moody’s upgraded the outlook of the Commonwealth’s credit ratings to “ stable” from “negative” Injustifying their changein outlook, Moody’s
recognized the progress the Commonwealth has made in addressing the fiscal challengesit hasfaced in recent years. In particular it mentioned the
controlsimposed on public spending and the implementation of the salestax as two favorable developments.

Factors such as the government’s ability to implement meaningful stepsto curb operating expenditures, improve managerial and budgetary
controls, and eliminate the government’ s reliance on operating budget |oans from the Government Development Bank of Puerto Rico will be key
determinants of future ratings stability. Also, the inability to agree on future fiscal year Commonwealth budgets could result in ratings pressure
from the rating agencies.

It isuncertain how the financial markets may react to any potential future ratings downgrade in Puerto Rico’s debt obligations. However, a
deterioration in the fiscal situation with possible negative ratings implications, could adversely affect the value of Puerto Rico’s Government
obligations.

A substantial portion of the Corporation’s credit exposure to the Government of Puerto Rico is either collateralized loans or obligations that
have a specific source of income or revenues identified for their repayment. Some of these obligations consist of senior and subordinated loans to
public corporations that obtain revenues from rates charged for services or products, such as water and electric power utilities. Public corporations
have varying degrees of independence from the central Government and many receive appropriations or other payments from the central
Government. The Corporation also has loans to various municipalities for which the good faith, credit and unlimited taxing power of the applicable
municipality has been pledged to their repayment. These municipalities are required by law to levy special property taxes in such amounts as shall
be required for the payment of all of its general obligation bonds and loans. Another portion of these |oans consist of special obligations of
various municipalities that are payable from the basic real and personal property taxes collected within such municipalities. The full good faith and
credit obligations of the municipalities have afirst lien on the basic property taxes.

At December 31, 2007, the Corporation had $1.0 billion of credit facilities granted to or guaranteed by the P.R. Government and its political
subdivisions, of which $150 million are uncommitted lines of credit. Of these total credit facilities granted, $914 million in loans were outstanding at
December 31, 2007. A substantial portion of the credit exposure to the Government of Puerto Rico has an identified repayment stream, which
includes in some cases the good faith, credit and unlimited taxation power of certain municipalities and, an assignment of basic property taxes and
other revenues.

Furthermore, as of December 31, 2007, the Corporation had outstanding $178 million in Obligations of Puerto Rico, States and Political
Subdivisions as part of itsinvestment portfolio. Of that portfolio, $55 million was in the form of Puerto Rico Commonwealth’s Appropriation
Bonds, which are currently rated Bal, one notch below investment grade, by Moody’s and BBB-, the lowest investment grade rating, by S& P,
another nationally recognized credit rating agency. At December 31, 2007, the Appropriation Bonds indicated above represented approximately
$1.8 million in unrealized losses in the Corporation’s portfolio of investment securities available- for- sale. The Corporation is closely monitoring
the political and economic situation of the Island and evaluates the portfolio for any declinesin value that management may consider being other-
than- temporary. Management has the intent and ability to hold these investments for areasonable period of time or up to maturity for aforecasted
recovery of fair value up to (or beyond) the cost of these investments.
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Our incometax provision and other tax liabilities may beinsufficient if taxing authorities are successful in asserting tax positionsthat are
contrary to our position. Additionally, continued loss from operationsin futurereporting periods may require usto adjust the valuation
allowance against our deferred tax assets.

From time to time, we are audited by various federal, state and local authorities regarding income tax matters. Significant judgment is required to
determine our provision for income taxes and our liabilities for federal, state, local and other taxes. Our audits are in various stages of completion;
however, no outcome for a particular audit can be determined with certainty prior to the conclusion of the audit, appeal and, in some cases,
litigation process. Although we believe our approach to determining the appropriate tax treatment is supportable and in accordance with Statement
of Financial Accounting Standards No. 109, “ Accounting for Income Taxes,” and FASB Interpretation No. 48, “ Accounting for Uncertainty in
Income Taxes,” it is possible that the final tax authority will take atax position that is materially different than that which isreflected in our income
tax provision and other tax reserves. As each audit is conducted, adjustments, if any, are appropriately recorded in our Consolidated Financial
Statements in the period determined. Such differences could have a material adverse effect on our income tax provision or benefit, or other tax
reserves, in the reporting period in which such determination is made and, consequently, on our results of operations, financial position and/or
cash flows for such period.

Our deferred tax assets should be reduced by avaluation allowance, if, based on the weight of available evidence, it is more-likely-than-not that
some portion or all of the deferred tax assets will not be realized. In determining the more-likely-than-not criterion, we evaluate all positive and
negative evidence as of the end of each reporting period. Future adjustments, either increases or decreases, to our deferred tax asset valuation
allowance will be determined based upon changes in the expected realization of our net deferred tax assets. The realization of our deferred tax
assets ultimately depends on the existence of sufficient taxableincome in either the carryback or carryforward periods under the tax law. Dueto
significant estimates utilized in establishing the valuation allowance and the potential for changesin facts and circumstances, it is reasonably
possible that we will be required to record adjustments to the val uation allowance in future reporting periods. Our results of operations would be
impacted negatively if we determine that increases to our deferred tax asset valuation allowance are required in afuture reporting period.

Certain of the provisions contained in the Cor poration’s Certificate of I ncor poration have the effect of making it more difficult to changethe
Board of Directors, and may makethe Board of Directorslessresponsiveto stockholder control.

The Corporation’s certificate of incorporation provides that the members of the Board of Directors are divided into three classes as nearly equal
as possible. At each annual meeting of stockholders, one-third of the members of the Board of Directors will be elected for athree-year term, and
the other directorswill remain in office until their three-year terms expire. Therefore, control of the Board of Directors cannot be changed in one
year, and at least two annual meetings must be held before a mgjority of the members of the Board of Directors can be changed. The Corporation’s
certificate of incorporation also provides that adirector, or the entire Board of Directors, may be removed by the stockholders only for cause by a
vote of at |least two-thirds of the combined voting power of the outstanding capital stock entitled to vote for the election of directors. These
provisions have the effect of making it more difficult to change the Board of Directors, and may make the Board of Directors less responsiveto
stockholder control. These provisions also may tend to discourage attempts by third partiesto acquire the Corporation because of the additional
time and expense involved and a greater possibility of failure, and, as aresult, may adversely affect the price that a potential purchaser would be
willing to pay for the capital stock, thereby reducing the amount a stockholder might realize in, for example, atender offer for the Corporation’s
capital stock.
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Preferred rightsissued under the Cor poration’s Stockholder Protection Rights Agreement may have an anti-takeover effect.

Holders of shares of our common stock are entitled to a preferred right to purchase the Corporation’s Series A Participating Cumulative
Preferred Stock in certain circumstances. Preferred rights become exercisableif aperson or group has acquired 10% or more of the shares of
common stock or atender or exchange offer is commenced which, if consummated, would result in a person becoming the beneficial owner of 10%
or more of the common stock. The preferred rights may be deemed to have an anti-takeover effect and generally may cause substantial dilution to a
person or group that attempts to acquire the Corporation under circumstances not approved by the Board of Directors.

For further information of other risks faced by the Corporation please refer to the MD& A section of the Annual Report.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None

ITEM 2. PROPERTIES

As of December 31, 2007, Banco Popular owned and wholly or partially occupied approximately 92 branch premises and other facilities
throughout Puerto Rico. It also owned 5 parking garage buildings and approximately 36 lots held for future development or for parking facilities
also in Puerto Rico, one building in the U.S. Virgin Islands and one in the British Virgin Islands. In addition, as of such date, Banco Popular leased
properties mainly for branch operationsin approximately 136 locationsin Puerto Rico and 6 locationsin the U.S. Virgin Islands. At December 31,
2007, BPNA had 172 offices (principally bank branches) of which 25 were owned and 147 were leased. These offices were located throughout New
York, Illinois, New Jersey, California, Texas, Florida and Washington D.C. In addition, BPNA leased a six story office building in Rosemont, Illinois.
This building houses the headquarters of BPNA. The Corporation’s management believes that each of itsfacilitiesis well maintained and suitable
for its purpose. The principal properties owned by the Corporation for banking operations and other services are described below:

Popular Center, the San Juan metropolitan area headquarters, located at 209 Mufioz Rivera Avenue, Hato Rey, Puerto Rico, atwenty-story office
building. Approximately 45% of the office spaceis |eased to outside tenants. In addition, it has an adjacent parking garage with capacity for
approximately 1,095 cars. As of December 31, 2007, amajor re-devel opment at the ground and promenade levels was underway to establish retail
businesses including sit-down restaurants and other food vendors.

Popular Center North Building, afive-story building, on the same block as Popular Center. The new facilities are connected to the main building
by the parking garage and to the Popular Street building by a pedestrian bridge. It provides additional office space and parking for 100 cars. It also
houses six movie theatres with stadium type seating for approximately 600 persons total.

Popular Street Building, a parking and office building located at Ponce de Ledn Avenue and Popular Street, Hato Rey, Puerto Rico. The building
has approximately 102,000 rentabl e square feet occupied approximately 74% by Banco Popular units. Ground level areas available for retail use are
currently being leased. It has parking facilitiesfor 1,165 cars.

Cupey Center Complex, one building, three stories high, and three buildings, two stories high each, located in Cupey, Rio Piedras, Puerto Rico.
The computer center operations and other operational and support services are some of the main activities housed at these facilities. The facilities
areamost fully occupied by EVERTEC' s personnel. Banco Popular maintains afull service branch and some support servicesin these facilities.
The Complex aso includes a parking garage building with capacity for 1,000 cars and houses arecreational center for employees.

31




Table of Contents

Stop 22 Building, atwelve story structure located in Santurce, Puerto Rico. A branch, the Accounting Department, the People Division, the
Asset Protection Division and the Auditing Division are the main occupants of this facility, which is 82% occupied by Banco Popular personnel.

Centro Europa Building — a seven-story office and retail building in Santurce, Puerto Rico. The Bank’ s training center occupies approximately
26% of this building. The remaining spaceis rented to outside tenants. The building also includes a parking garage with capacity for approximately
613 cars.

Old San Juan Building, atwelve-story structure located at Old San Juan, Puerto Rico. Banco Popular occupies approximately 25% of the
building for a branch operation, an exhibition room and other facilities. The rest of the building is rented or available for rent to outside tenants.

Guaynabo Corporate Office Park Building, atwo-story building located in Guaynabo, Puerto Rico. Recently remodeled, this building isfully
occupied by Popular Insurance, Inc. asits headquarters. As of December 31, 2007, an adjacent four-level parking garage with capacity for
approximately 300 cars, and facilities for a potable water cistern and a diesel storage tank, was under construction.

AltamiraBuilding, a new nine-story office building located in Guaynabo, Puerto Rico. A seven-level parking garage with capacity for
approximately 550 carsis also part of this property that houses the centralized offices of Popular Mortgage, Inc. and Popular Auto, Inc. It also
includes afull service branch and the mortgage servicing division of Banco Popular.

Banco Popular Virgin Islands Center, a three-story building housing a Banco Popular branch and centralized offices. The building isfully
occupied by Banco Popular personnel.

Popular Center -Tortola, afour-story, 20,000 square feet building located in Tortola, British Virgin Islands. A Banco Popular branchislocated in
thefirst story while the commercial credit department occupies the second story. The third and fourth floors are available for outside tenants.

New Y ork Building, anine-story owned structure with two underground levelslocated at 7 West 51st Street, New Y ork City. BPNA occupies
approximately 36% of the office space. The remaining 64% of the building is leased.

ITEM 3. LEGAL PROCEEDINGS

The Corporation and its subsidiaries are defendants in various lawsuits arising in the ordinary course of business. Management believes, based
on the opinion of legal counsel, that the aggregate liabilities, if any, arising from such actions would not have a material adverse effect on the
financial position and results of operations of the Corporation.

ITEM 4. SUBMISSION OF MATTERSTO A VOTE OF SECURITY HOLDERS

Not Applicable.

PART 11

ITEM 5. MARKET FOR REGISTRANT'SCOMMON EQUITY, RELATED STOCKHOLDER MATTERSAND ISSUER PURCHASES OF
EQUITY SECURITIES

The Corporation’s common stock (the “Common Stock”) is traded on the National Association of Securities Deal ers Automated Quotation
System (NASDAQ) under the symbol “BPOP’. Information concerning the range of high and low sales prices for the Corporation’s common
sharesfor each quarterly period during 2007 and the previous four years, aswell as cash dividends declared

32




Table of Contents

is contained under Table J, “Common Stock Performance”, on page 38 inthe MD& A in the Annual Report, and isincorporated herein by reference.

Asof February 27, 2008, the Corporation had 10,485 stockholders of record of its Common Stock, not including beneficial owners whose shares
are held in record names of brokers or other nominees. The last sales price for the Corporation’s Common Stock on such date, as quoted on the
NASDAQ was $11.39 per share.

On February 26, 2003 and March 24, 2003, the Corporation issued 6,500,000 shares and 975,000 shares, respectively, of its 6.375%
Noncumulative Monthly Income Preferred Stock, 2003 Series A (the “ Series A Preferred Stock”) having aliquidation preference value of $25 per
share. The Series A Preferred Stock ranks senior to the Corporation’s outstanding Series A Participating Cumulative Preferred Stock, with respect
to dividend rights and rights on liquidation. The terms of the Series A Preferred Stock do not permit the Corporation to declare or pay any
dividends on the Common Stock (1) unless all accrued and unpaid dividends on the Series A Preferred Stock for the 12 dividend periods preceding
the dividend payment have been paid and the full dividend on the Series A Preferred Stock for the current monthly dividend period is
contemporaneously declared and paid or set aside for payment or (2) if the Corporation has defaulted in the payment of the redemption price of
any shares of Series A Preferred Stock called for redemption.
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Additional information concerning legal or regulatory restrictions on the payment of dividends by the Corporation and Banco Popular is
contained under the caption “Regulation and Supervision” in Item 1 herein.

The Puerto Rico Internal Revenue Code of 1994, as amended, generally imposes awithholding tax on the amount of any dividends paid by
corporations to individuals, whether residents of Puerto Rico or not, trusts, estates and foreign corporations or partnerships not engaged in trade
or business within Puerto Rico at a preferential 10% withholding tax rate. If the recipient isaforeign corporation or partnership engaged in trade or
business within Puerto Rico or a domestic corporation the dividend will be taxed at regular rates but will be allowed an 85% dividend received
deduction.

Prior to the first dividend distribution for the taxabl e year, individuals who are residents of Puerto Rico may elect to be taxed on the dividends at
the regular rates, in which case the preferential 10% tax will not be withheld from such year’ s distributions.

A United States citizen who is anon-resident of Puerto Rico will not be subject to Puerto Rico tax on dividends if said individual’s grossincome
from sources within Puerto Rico during the taxable year does not exceed $1,300 if single, or $3,000 if married, and Form AS 2732 of the Puerto Rico
Treasury Department, “ Withholding Tax Exemption Certificate in the Case of Nonresident Individuals — Citizens of the United States’, isfiled
with the withholding agent.

U.S. incometax law permits a credit against U.S. income tax liability, subject to certain limitations, for certain foreign income taxes (including
income tax imposed by Puerto Rico) paid or deemed paid with respect to such dividends.

The information about the securities authorized for issuance under the Corporation’s equity based plans, refer to Part |11, Item 12 on this
Corporation’s Annual Report on Form 10-K.

The Corporation previously filed two registration statements covering the offering of the Corporation’s common stock, at market prices, asan
investment option for employee and employer contributions under the following plansfor its U.S.-based employees: the Popular Financial
Holdings, Inc. Savings and Retirement Plan (formerly known as the Equity One, Inc. Savings and Retirement Plan (the “PFH Plan™)) and the
Popular, Inc. USA 401(k) Savings and Investment Plan (the “U.S. Surviving Plan”). Effective April 1, 2006, the PFH Plan was merged with and into
the U.S. Surviving Plan. Asaresult of an error in recordkeeping and the merger of the PFH Plan with and into the U.S. Surviving Plan and the
participation of E-LOAN employeesin the Plan starting January 1, 2007, the latter two of which had the effect of significantly increasing the
number of participantsin the U.S. Surviving Plan, the amount of sharesissued under the U.S. Surviving Plan has exceeded the amount of shares
registered. For the quarter ended September 30, 2007, the number of unregistered shares sold under the U.S. Surviving Plan was 76,236 shares. The
Corporation has determined that the offer and sale of the shares and interestsin the U.S. Surviving Plan above the amount registered were not
exempt from registration under the Securities Act, and that such sale should have been registered under the Securities Act. Under the applicable
provisions of the federal securitieslaws, plan participants that purchased unregistered shares of common stock may seek to rescind the
transaction within one year following the date of purchase. Approximately 686,487 unregistered shares were sold to plan participants under the
U.S. Surviving Plan from August 9, 2006 to August 8, 2007 which coversthe one year period (the “ Rescission Period”) prior to the filing of the
registration statement referred to in the first sentence of this paragraph. All shares of common stock under all the above-referenced Planswere
purchased by the Plans on the open market. During that period, the Corporation’s common stock price ranged from alow of $12.47 per shareto a
high of $20.12 per share. The closing price of the Corporation’s common stock on November 7, 2007 was $9.22 per share. On August 9, 2007, the
Corporation registered 5,000,000 shares of common stock and related interestsin the U.S. Surviving Plan for offer to plan participants.

On October 22, 2007, the Corporation filed aregistration statement pursuant to which the Corporation offered to repurchase from participantsin
the U.S. Surviving Plan any unregistered shares purchased on behalf of plan participants during the Rescission Period. Asaresult of this
rescission offering the Corporation acquired 227,183 shares and recognized an expense of $2.1 million.

In April 2004, the Corporation’s shareholders adopted the Popular, Inc. 2004 Omnibus I ncentive Plan. The maximum number of shares of
common stock issuable under this Plan is 10,000,000.

The following table sets forth the details of purchases of Common Stock during the quarter ended December 31, 2007 by the Corporation in the
open market to satisfy awards made under its 2004 Omnibus Incentive Plan.

Issuer Purchases of Equity Securities

Not in thousands

Total Number of Maximum Number of
Shares Purchased as Shares that May Yet
Total Number of Average Part of Publicly be Purchased Under
Shares Price Paid per Announced Plansor  the Plans or Programs
Period Purchased Share Programs (@
October 1 — October 31 — — — 8,572,608
November 1 — November 30 6,046 $10.12 6,046 8,566,563
December 1 — December 31 — — — 8,566,563
Total December 31, 2007 6,046 $10.12 6,046 8,566,563

(@ Includessharesforfeited.

Stock Performance Graph (1)

The graph below compares the cumulative total stockholder return during the measurement period with the cumulative total return, assuming
reinvestment of dividends, of the Nasdaq Bank Index and the Nasdag Composite Index.
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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, 2002, plus (ii) the change in the per share price since the measurement date, by the share
price at the measurement date.

Comparison of Five Year Cumulative Total Return
Total Return asof December 31
(December 31, 2002=100)
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—=— POPULAR, INC.
—a— NASDAC Bank index
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Index

150 : *\
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(1) Unlessthe Corporation specifically states otherwise, this Stock Performance Graph shall not be deemed to be incorporated by reference and
shall not constitute soliciting material or otherwise be considered filed under the Securities Act of 1933 or the Securities Exchange Act of
1934.

ITEM 6. SELECTED FINANCIAL DATA

Theinformation required by thisitem appearsin Table C, “ Selected Financial Data’, on pages 6 and 7 and the text under the caption “ Statement
of Operations Analysis’ on page 19 inthe MD& A in the Annual Report, and isincorporated herein by reference.

The Corporation’sratio of earningsto fixed charges and of earningsto fixed charges and preferred stock dividends on a consolidated basis for
each of thelast five yearsisasfollows:
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Y ear ended December 31,

2007 2006 2005 2004 2003

Ratio of Earningsto Fixed Charges:

Excluding Interest on Deposits (A) 1.4x 1.8x 2.2x 2.4x

Including Interest on Deposits (A) 1.3x 1.5x 1.7x 1.8x
Ratio of Earningsto Fixed Charges and Preferred Stock

Dividends:

Excluding Interest on Deposits (A) 1.4x 1.8x 2.1x 2.3

Including Interest on Deposits (A) 1.3x 1.5x 1.7x 1.7x

(A) During 2007, earnings were not sufficient to cover fixed charges or preferred dividends and the ratios were less than 1:1. The Corporation
would have had to generate additional earnings of $125 million to achieveratios of 1:1 in 2007.

For purposes of computing these consolidated ratios, earnings represent income before income taxes, plus fixed charges. Fixed charges
represent all interest expense (ratios are presented both excluding and including interest on deposits), the portion of net rental expense, whichis
deemed representative of the interest factor and the amortization of debt issuance expense. Theinterest expense includes changesin the fair value
of the non-hedging derivatives.

The Corporation’s long-term senior debt and preferred stock on a consolidated basis as of December 31 of each of the last fiveyearsis:

Y ear ended December 31,

(In thousands) 2007 2006 2005 2004 2003
Long-term obligations $4,621,352 $8,737,246 $9,893,577 $10,305,710 $7,117,025
Non-cumulative Preferred Stock of the Corporation 186,875 186,875 186,875 186,875 186,875

ITEM 7. MANAGEMENT’SDISCUSSION AND ANALYSISOF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Theinformation required by thisitem appears on page 3 through 68 under the caption MD& A, and isincorporated herein by reference.

TableL, “Maturity Distribution of Earning Assets”, on page 47 inthe MD& A in the Annual Report, takes into consideration prepayment
assumptions as determined by management based on the expected interest rate scenario. The Corporation does not have a policy with respect to
rolling over maturing loans, but rolls over loans only on a case-by-case basis after review of such loansin accordance with the Corporation’s
lending criteria.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK

Theinformation regarding the market risk of the Corporation’s investments appears on page 37 through 50 in the MD&A in the Annual Report,
and isincorporated herein by reference.

ITEM 8. FINANCIAL STATEMENTSAND SUPPLEMENTARY DATA

Theinformation required by thisitem appears on pages 74 through 151, in the Annual Report and on page 71 under the caption “ Statistical
Summary — 2006-2007 Quarterly Financial Data’ in the Annual Report and isincorporated herein by reference.

ITEM 9. CHANGESIN AND DISAGREEMENTSWITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not Applicable.
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ITEM 9A. CONTROL SAND PROCEDURES

Disclosure Controls and Procedur es

The Corporation’s management, with the participation of the Corporation’s Chief Executive Officer and Chief Financial Officer, has evaluated
the effectiveness of the Corporation’s disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(€) under the
Exchange Act) as of the end of the period covered by this report. Based on such evaluation, the Corporation’s Chief Executive Officer and Chief
Financial Officer have concluded that, as of the end of such period, the Corporation’s disclosure controls and procedures are effectivein
recording, processing, summarizing and reporting, on atimely basis, information required to be disclosed by the Corporation in the reports that it
files or submits under the Exchange Act and such information is accumulated and communicated to management, as appropriate, to allow timely
decisions regarding required disclosures.

Management’s Assessment on Internal Control Over Financial Reporting

Management’s Assessment of Internal Control over Financial Reporting is on page 74 of the Corporation’s Annual Report and isincorporated
by reference herein.

Internal Control over Financial Reporting

There have been no changesin the Corporation’sinternal control over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15
(f) under the Exchange Act) that occurred during the quarter ended on December 31, 2007, that have materially affected, or are reasonably likely to
materially affect, the Corporation’sinternal control over financial reporting.
ITEM 9A(T). CONTROL SAND PROCEDURES

Not Applicable.

ITEM 9B. OTHER INFORMATION

None

PART 111
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
The information contained under the captions “ Shares Beneficially Owned by Directors and Executive Officers of the Corporation”, “ Section 16

(a) Beneficial Ownership Reporting Compliance”, “ Corporate Governance and Governance Matters’, “Nominees for Election as Directors and other
Directors’ and “Named Executive Officers’ in the Proxy Statement are incorporated herein by reference.

The Board has adopted a Code of Ethicsto be followed by the Corporation’s employees, officers (including the Chief Executive Officer, Chief
Financial Officer and Corporate Comptroller) and directors to achieve conduct that reflects the Corporation’s ethical principles. The Code of Ethics
isavailable on our website at www.popular.com. We will post on our website any amendments to the Code of Ethics or any waiversto the Chief
Executive Officer, Chief Financial Officer, Corporate Comptroller or directors.

ITEM 11. EXECUTIVE COMPENSATION

The information under the captions “ Compensation of Directors’, “ Executive Compensation Program”, “ Executive Compensation” and
“Compensation Committee I nterlocks and Insider Participation” in the Proxy Statement isincorporated herein by reference.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERSAND MANAGEMENT AND RELATED STOCKHOLDERS

MATTERS

The information under the captions “ Principal Stockholders’ and “ Shares Beneficially Owned by Directors and Executive Officers of the

Corporation” in the Proxy Statement isincorporated herein by reference.

The following table set forth information as of December 31, 2007 regarding securitiesissued and issuable to directors and eligible employees

under the Corporation’s equity based compensation plans.

Number of
Securities
Remaining
Available for
Future Issuance

Number of Under Equity
Securities Weighted- Compensation
to be Issued Average Plans
Upon Exercise Price (Excluding
Exer cise of of Securities Reflected
Outstanding Outstanding inthe
Plan Category Plan Options Options First Column)
Equity compensation plans approved by security holders 2001 Stock Option Plan 2,407,310 $18.83 0
2004 Omnibus Incentive Plan 684,882 27.03 8,566,563
Equity compensation plans not approved by security — — —
hol der
Total 3,092,192 $20.64 8,566,563

ITEM 13. CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

Theinformation under the caption “Family Relationships’ and “ Other Relationships, Transactions and Events” in the Proxy Statement is

incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEESAND SERVICES

Information regarding principal accounting fees and servicesis set forth under “ Disclosure of Auditors Fees’ inthe Proxy Statement, whichis

incorporated herein by reference.
PART IV

ITEM 15 EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a). Thefollowing financial statements and reports included on pages 75 through 151 of the financial review section of the Corporation’s

Annual Report to Shareholders are incorporated herein by reference:
1) Financial Statements:

Report of Independent Registered Public Accounting Firm
Consolidated Statements of Condition as of December 31, 2007 and 2006

Consolidated Statements of Operations for each of the yearsin the three-year period ended December 31, 2007
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Consolidated Statements of Cash Flowsfor each of the yearsin the three-year period ended December 31, 2007

Consolidated Statements of Changes in Stockholders’ Equity for each of the yearsin the three-year period ended December 31,
2007

Consolidated Statements of Comprehensive Income for each of the yearsin the three-year period ended December 31, 2007
Notes to Consolidated Financial Statements

(2) Financial Statement Schedules: No schedules are presented because the information is not applicable or isincluded in the Consolidated
Financial Statements described in (a).1 above or in the notes thereto.

(3) Exhibits

The exhibitslisted on the Exhibits Index on page 40 of thisreport are filed herewith or are incorporated herein by reference
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EXHIBIT INDEX

Description

31

3.2

41

42

43

44

45

4.6

4.7

48

49

410

Composite Articles of Incorporation of the Corporation, as currently in effect (incorporated by reference to Exhibit 3.1 of the
Corporation’s Annual Report on Form 10-K for the fiscal year ended December 31, 2005).

Bylaws of the Corporation, as amended (incorporated by reference to Exhibit 3.1 of the Corporation’s Quarterly Report on
Form 10-Q for the quarter ended September 30, 2007).

Form of Certificate representing the Corporation’s common stock, par value $6 (incorporated by reference to Exhibit 4.1 of the
Corporation’s Annual report on Form 10-K for the fiscal year ended December 31, 1998 (File No. 033-61601).

Stockholder Protection Rights Agreement, dated as of August 13, 1998, between the Corporation and Banco Popular de Puerto
Rico as Rights Agent, including Form of Rights Certificate attached as Exhibit B thereto (incorporated by reference to

Exhibit 4.1 of the Corporation’s Current Report on Form 8-K (File No. 000-13818), dated August 13, 1998 and filed on August 21,
1998).

Senior Indenture of the Corporation, dated as of February 15, 1995, as supplemented by the First Supplemental Indenture
thereto, dated as of May 8, 1997, each between the Corporation and JP Morgan Chase Bank (formerly known as The First
National Bank of Chicago), astrustee (incorporated by reference to Exhibit 4(d) to the Registration Statement No. 333-26941 of
the Corporation, Popular International Bank, Inc., and Popular North America, Inc., asfiled with the SEC on May 12, 1997).
Second Supplemental Indenture of the Corporation, dated as of August 5, 1999, between the Corporation and JP Morgan Chase
Bank (formerly known as The First National Bank of Chicago), astrustee (incorporated by reference to Exhibit 4(e) to the
Corporation’s Current Report on Form 8-K (File No. 002-96018), dated August 5, 1999, as filed with the SEC on August 17,
1999).

Subordinated Indenture dated as of November 30, 1995, between the Corporation and JP Morgan Chase Bank (formerly known
as The First National Bank of Chicago), astrustee (incorporated by reference to Exhibit 4(e) of the Corporation’s Registration
Statement No. 333-26941, dated May 12, 1997).

Senior Indenture of Popular North America, Inc., dated as of October 1, 1991, as supplemented by the First Supplemental
Indenture thereto, dated as of February 28, 1995, and the Second Supplemental Indenture thereto, dated as of May 8, 1997, each
among Popular North America, Inc., the Corporation, as guarantor, and JP Morgan Chase Bank (formerly known as The First
National Bank of Chicago), astrustee, (incorporated by reference to Exhibit 4(f) to the Registration Statement No. 333-26941 of
the Corporation, Popular International Bank, Inc. and Popular North America, Inc., asfiled with the SEC on May 12, 1997).
Third Supplemental Indenture of Popular North America, Inc., dated as of August 5, 1999, among Popular North America, Inc.,
the Corporation, as guarantor, and JP Morgan Chase Bank (formerly known as The First National Bank of Chicago), astrustee
(incorporated by reference to Exhibit 4(h) to the Corporation’s Current Report on Form 8-K (File No. 002-96018), dated

August 5, 1999, asfiled with the SEC on August 17, 1999).

Form of Fixed Rate Medium-Term Note, Series E, of Popular North America, Inc., endorsed with the guarantee of the
Corporation (incorporated by reference to Exhibit 4(q) of the Corporation’s Current Report on Form 8-K (File No. 002-96018),
dated August 5, 1999 and filed on August 17, 1999).

Form of Floating Rate Medium-Term Note, Series E, of Popular North America, Inc., endorsed with the guarantee of the
Corporation (incorporated by reference to Exhibit 4(r) of the Corporation’s Current Report on Form 8-K (File No. 002-96018),
dated August 5, 1999 and filed on August 17, 1999).

Administrative Procedures governing Medium-Term Notes, Series E, of Popular North America, Inc., guaranteed by the
Corporation (incorporated by reference to Exhibit 10(b) of the Corporation’s Current Report on Form 8-K (File No. 002-96018),
dated August 5, 1999 and filed on August 17, 1999).
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411

412

413

4.14

415

4.16

417

418

419

4.20

421

422

4.23

4.24

Form of Fixed Rate Medium-Term Note, Series F, of Popular North America, Inc., endorsed with the guarantee of the
Corporation (incorporated by reference to Exhibit 4(g) of the Corporation’s Current Report on Form 8-K (File No. 000-13818),
dated June 23, 2004 and filed on July 2, 2004).

Form of Floating Rate Medium-Term Note, Series F, of Popular North America, Inc., endorsed with the guarantee of the
Corporation (incorporated by reference to Exhibit 4(h) of the Corporation’s Current Report on Form 8-K (File No. 000-13818),
dated June 23, 2004 and filed on July 2, 2004).

Administrative Procedures governing Medium-Term Notes, Series F, of Popular North America, Inc., guaranteed by the
Corporation (incorporated by reference to Exhibit 10(b) of the Corporation’s Current Report on Form 8-K (File No. 000-13818),
dated June 23, 2004 and filed on July 2, 2004).

Junior Subordinated Indenture, among BanPonce Financial Corp., (Popular North America, Inc.) BanPonce Corporation
(Popular, Inc.) and JP Morgan Chase Bank (formerly known as The First National Bank of Chicago), as Debenture Trustee
(incorporated by reference to Exhibit (4)(a) of the Corporation’s Current Report on Form 8-K (File No. 000-13818), dated and
filed on February 19, 1997).

Amended and Restated Trust Agreement of BanPonce Trust |, anong BanPonce Financial Corp., (Popular North America, Inc.)
as Depositor, BanPonce Corporation, (Popular, Inc.) as Guarantor, JP Morgan Chase Bank (formerly known as The First
National Bank of Chicago), as Property Trustee, First Chicago Delaware, Inc., as Delaware Trustee, and the Administrative
Trustee named therein (incorporated by reference to Exhibit (4)(f) of the Corporation’s Current Report on Form 8-K (File

No. 000-13818) dated and filed on February 19, 1997).

Form of Capital Security Certificate for BanPonce Trust | (incorporated by reference to Exhibit (4)(g) of the Corporation’s
Current Report on Form 8-K (File No. 000-13818), dated and filed on February 19, 1997).

Guarantee Agreement relating to BanPonce Trust |, by and among BanPonce Financial Corp., (Popular North America, Inc.) as
Guarantor, BanPonce Corporation, (Popular, Inc.) as Additional Guarantor, and the First National Bank of Chicago, as
Guarantee Trustee (incorporated by reference to Exhibit (4)(h) of the Corporation’s Current Report on Form 8-K (File No. 000-
13818), dated and filed on February 19, 1997).

Form of Junior Subordinated Deferrable Interest Debenture for BanPonce Financial Corp. (Popular North America, Inc.)
(incorporated by reference to Exhibit (4)(i) of the Corporation’s Current Report on Form 8-K (File No. 000-13818), dated and filed
on February 19, 1997).

Form of Subordinated Note of the Corporation (incorporated by reference to Exhibit 4.10 of the Corporation’s Annual Report on
Form 10-K for thefiscal year ended December 31, 1999 (File No. 000-13818).

Form of Certificate representing the Corporation’s 6.375% Non-Cumulative Monthly Income Preferred Stock, 2003 Series A.
(incorporated by reference to Exhibit 99.1 of the Corporation’s Current Report on Form 8-K dated and filed on February 26,
2003).

Certificate of Designation, Preference and Rights of the Corporation’s 6.375% Non-Cumulative Monthly Income Preferred
Stock, 2003 Series A (incorporated by reference to Exhibit 99.1 of the Corporation’s Current Report on Form 8-K dated and filed
on February 26, 2003).

Form of Note Linked to the S& P 500® Index due September 30, 2008, (incorporated by reference to Exhibit (4)(e) of the
Corporation’s Current Report on Form 8-K dated September 30, 2003, as filed with the SEC on Octaober 1, 2003).

Form of Certificate of Trust of each of Popular Capital Trust |, Popular Capital Trust |1, Popular Capital Trust 111, and Popular
Capital Trust IV dated September 5, 2003 (incorporated by reference to Exhibit 4.3 to the Registration Statement on Form S-3
(Registration Nos. 333-108559 and 333-108559-04) filed with the SEC on September 5, 2003).

Amended and Restated Declaration of Trust and Trust Agreement of Popular Capital Trust I, dated as of October 31, 2003,
among the Corporation, JP Morgan Chase I nstitutional Services (formerly Bank One Trust Company, N.A.), JP Morgan Chase
Bank (formerly known as The First National Bank of Chicago), the Administrative Trustees named therein and the holders from
time to time, of the undivided beneficial ownership interestsin the assets of the Trust (incorporated by reference to Exhibit 4.1
of the Corporation’s Current Report on Form 8-K dated October 31, 2003, asfiled with the SEC on November 4, 2003).
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4.25

4.26

4.27

4.28

4.29

4.30

431

4.32

433

4.34

4.35

4.36

4.37

4.38

4.39

Guarantee Agreement relating to Popular Capital Trust |, dated as of October 31, 2003, between the Corporation and JP Morgan
Chase Institutional Services (incorporated by reference to Exhibit 4.4 of the Corporation’s Current Report on Form 8-K dated
October 31, 2003, as filed with the SEC on November 4, 2003).

Certificate of Junior Subordinated Debenture relating to the Corporation’s 6.70% Junior Subordinated Debentures, Series A
Due November 1, 2033 (incorporated by reference to Exhibit 4.6 of the Corporation’s Current Report on Form 8-K dated October
31, 2003, asfiled with the SEC on November 4, 2003).

Indenture dated as of October 31, 2003, between the Corporation and JP Morgan Chase Institutional Services (formerly Bank
One Trust Company, N.A.) Debenture (incorporated by reference to Exhibit 4.2 of the Corporation’s Current Report on Form 8-
K dated October 31, 2003, asfiled with the SEC on November 4, 2003).

First Supplemental Indenture, dated as of October 31, 2003, between the Corporation and JP Morgan Chase I nstitutional
Services (formerly Bank One Trust Company, N.A.) (incorporated by reference to Exhibit 4.3 of the Corporation’s Current
Report on Form 8-K dated October 31, 2003, as filed with the SEC on November 4, 2003).

Global Capital Securities Certificate for Popular Capital Trust | (incorporated by reference to Exhibit 4.5 of the Corporation’s
Current Report on Form 8-K dated October 31, 2003, asfiled with the SEC on November 4, 2003).

Form of Junior Subordinated Indenture between Popular North America, Inc., the Corporation and J.P. Morgan Trust Company,
National Association (incorporated by reference to Exhibit 4(a) to the Registration Statement on Form S-3/A (Registration

No. 333-118197) filed with the SEC on September 9, 2004).

Certificate of Trust of Popular North America Capital Trust | (incorporated by reference to Exhibit 4(b) to the Registration
Statement on Form S-3/A (Registration No. 333-118197) filed with the SEC on September 9, 2004).

Trust Agreement of Popular North America Capital Trust | (incorporated by reference to Exhibit 4(c) to the Registration
Statement on Form S-3/A (Registration No. 333-118197) filed with the SEC on September 9, 2004).

Form of Amended and Restated Trust Agreement of Popular North America Capital Trust | (incorporated by reference to Exhibit
4(d) to the Registration Statement on Form S-3/A (Registration No. 333-118197) filed with the SEC on September 9, 2004).

Form of Capital Security Certificate for Popular North America Capital Trust | (incorporated by reference to Exhibit 4(e) to the
Registration Statement on Form S-3/A (Registration No. 333-118197) filed with the SEC on September 9, 2004).

Form of Guarantee Agreement for Popular North America Capital Trust | (incorporated by reference to Exhibit 4(f) to the
Registration Statement on Form S-3/A (Registration No. 333-118197) filed with the SEC on September 9, 2004).

Amended and Restated Declaration of Trust and Trust Agreement of Popular Capital Trust I, dated as of November 30, 2004,
among the Corporation, JP Morgan Trust Company, National Association (formerly Bank One Trust Company, N.A.), Chase
Manhattan Bank USA, National Association (as successor to Bank One Delaware, Inc.), the Administrative Trustees named
therein and the holders from time to time, of the undivided beneficial ownership interestsin the assets of the Trust
(incorporated by reference to Exhibit 4.1 of the Corporation’s Current Report on Form 8-K dated December 3, 2004, asfiled with
the SEC on December 3, 2004).

Form of Guarantee Agreement relating to Popular Capital Trust Il (incorporated by reference to Exhibit 4.7 to the Registration
Statement on Form S-3 (Registration No. 333-120340) filed with the SEC on November 10, 2004).

Certificate of Junior Subordinated Debenture relating to the Corporation’s 6.125% Junior Subordinated Debentures, Series A
due December 1, 2034 (incorporated by reference to Exhibit 4.6 of the Corporation’s Current Report on Form 8-K dated
December 3, 2004, asfiled with the SEC on December 3, 2004).

Second Supplemental Indenture, dated as of November 30, 2004, between the Corporation and JP Morgan Trust Company,
National Association (formerly Bank One Trust Company, N.A.) (incorporated by reference to Exhibit 4.3 of the Corporation’s
Current Report on Form 8-K dated December 3, 2004, as filed with the SEC on December 3, 2004).
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4.40

441
10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

Global Capital Securities Certificate for Popular Capital Trust | (incorporated by reference to Exhibit 4.5 of the Corporation’s
Current Report on Form 8-K dated December 3, 2004, as filed with the SEC on December 3, 2004).

Popular North America, Inc. 6.85% Senior Note due on 2012.

Amendment to Popular, Inc. Senior Executive Long-Term Incentive Plan, dated April 23, 1998 (incorporated by reference to
Exhibit 10.8.2. of the Corporation’s Annual Report on Form 10-K for the fiscal year ended December 31, 1998 (File No. 033-
61601).

Popular, Inc. 2001 Stock Option Plan (incorporated by reference to Exhibit 4.4 of the Corporation’s Registration Statement on
Form S-8, dated May 10, 2001).

Interest Calculation Agency Agreement, dated as of August 6, 1999, between the Corporation and JP Morgan Chase Bank
(formerly known as The First National Bank of Chicago) (incorporated by reference to Exhibit 10(c) of the Corporation’s
Current Report on Form 8-K (File No. 002-96018), dated August 5, 1999 and filed on August 17, 1999).

Interest Calculation Agency Agreement, dated as of August 6, 1999, between Popular North America, Inc. and JP Morgan
Chase Bank (formerly known as The First National Bank of Chicago) (incorporated by reference to Exhibit 10(d) of the
Corporation’s Current Report on Form 8-K (File No. 002-96018), dated August 5, 1999 and filed on August 17, 1999).
Distribution Agreement, dated March 21, 2003, among the Corporation, Credit Suisse First Boston LLC, J.P. Morgan Securities
Inc., Keefe, Bruyette & Woods, Inc., Merrill Lynch, Pierce, Fenner & Smith Incorporated, Popular Securities, Inc. and UBS
Warburg LLC, (incorporated by reference to Exhibit 1(A) of the Corporation’s Current Report on Form 8-K (File No. 000-13818),
dated March 21, 2003 and filed on March 26, 2003).

Distribution Agreement, dated March 21, 2003, among Popular North America, Inc., the Corporation, Credit Suisse First Boston
LLC, J.P. Morgan Securities Inc., Keefe, Bruyette & Woods, Inc., Merrill Lynch, Pierce, Fenner & Smith Incorporated, Popular
Securities, Inc. and UBS Warburg LL C(incorporated by reference to Exhibit 1(B) of the Corporation’s Current Report on

Form 8-K (File No. 000-13818), dated March 21, 2003 and filed on March 26, 2003).

Distribution Agreement of the Banco Popular de Puerto Rico Bank Notes, dated September 24, 1996, among Banco Popular de
Puerto Rico, Merrill Lynch & Co., Merrill Lynch, Pierce, Fenner & Smith Incorporated, Bear Stearns & Co. Inc. and Credit
Suisse First Boston Corporation (incorporated by reference to Exhibit 10.16 of the Corporation’s Annual Report on Form 10-K
for thefiscal year ended December 31, 2000 (File No. 002-96018)).

Amendment, dated May 12, 2000, to The Distribution Agreement, dated September 24, 1996, among Banco Popular de Puerto
Rico, Merrill Lynch & Co., Merrill Lynch, Pierce, Fenner & Smith Incorporated, Bear Stearns & Co., Inc. and Credit Suisse First
Boston Corporation (incorporated by reference to Exhibit 10.17 of the Corporation’s Annual Report on Form 10-K for the fiscal
year ended December 31, 2000 (File No. 002-96018)).

Issuing and Paying Agency Agreement of the Banco Popular de Puerto Rico Bank Notes, dated September 24, 1996, among
Banco Popular de Puerto Rico and JP Morgan Chase Bank (formerly The Chase Manhattan Bank) (incorporated by referenceto
Exhibit 10.18 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended December 31, 2000 (File No. 002-
96018)).

Amendment No. 1, dated May 12, 2000 to Issuing and Paying Agency Agreement, dated September 24, 1996, among Banco
Popular de Puerto Rico and JP Morgan Chase Bank (formerly The Chase Manhattan Bank) (incorporated by reference to
Exhibit 10.19 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended December 31, 2000 (File No. 002-
96018)).

Interest Calculation Agreement of the Banco Popular de Puerto Rico Notes, dated September 24, 1996, among Banco Popul ar
de Puerto Rico and JP Morgan Chase Bank (formerly The Chase Manhattan Bank) (incorporated by reference to Exhibit 10.20
of the Corporation’s Annual Report on Form 10-K for the fiscal year ended December 31, 2000 (File No. 002-96018)).

43




Table of Contents

Exhibit No.

Description

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

Amendment No. 1, dated May 12, 2000 to the Interest Cal culation Agreement, dated September 24, 1996, among Banco Popular
de Puerto Rico and JP Morgan Chase Bank (formerly The Chase Manhattan Bank) (incorporated by reference to Exhibit 10.21
of the Corporation’s Annual Report on Form 10-K for the fiscal year ended December 31, 2000 (File No. 002-96018)).

Amended Administrative Procedures for Fixed and Floating Rate Bank Notes, dated May 12, 2000 to Exhibit G of The
Distribution Agreement, dated September 24, 1996, among Banco Popular de Puerto Rico, Merrill Lynch & Co., Merrill Lynch
Pierce, Fenner & Smith Incorporated, Bear Stearns & Co., Inc. and Credit Suisse First Boston Corporation (incorporated by
reference to Exhibit 10.22 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended December 31, 2000 (File
No. 002-96018)).

Form of Global Fixed and Floating Rate Bank Note of the Banco Popular de Puerto Rico Bank Notes, dated September 24, 1996
and amended through Administrative Procedures, dated May 12, 2000 (incorporated by reference to Exhibit 10.23 of the
Corporation’s Annual Report on Form 10-K for the fiscal year ended December 31, 2000 (File No. 002-96018)).

Popular, Inc. 2004 Omnibus Incentive Plan (incorporated by reference to Exhibit 10.21 of the Corporation’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2005).

Form of Compensation Agreement for Directors Elected Chairman of a Committee (incorporated by reference to Exhibit 10.1 of
the Corporation’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2004).

Form of Compensation Agreement for Directors not Elected Chairman of a Committee (incorporated by reference to Exhibit 10.2
of the Corporation’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2004).

Compensation Agreement for Federic V. Salerno as director of Popular, Inc. (incorporated by reference to Exhibit 10.3 of the
Corporation’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2004).

Compensation Agreement for William J. Teuber as director of Popular, Inc. (incorporated by reference to Exhibit 10.4 of the
Corporation’s Quarterly Report on Form 10-Q for the year ended September 30, 2004).

Compensation agreement for Michael Masin as director of the Corporation, dated January 25, 2007.

Popular, Inc. 2006 Incentive Award and Agreement, dated as of March 13, 2006, between the Corporation and Richard L.
Carrion (incorporated by reference to Exhibit 10.32 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2005).

Popular, Inc. 2006 Incentive Award and Agreement, dated as of March 13, 2006, between the Corporation and Jorge A.
Junguera (incorporated by reference to Exhibit 10.33 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2005).

Popular, Inc. 2006 Incentive Award and Agreement, dated as of March 13, 2006, between the Corporation and David H. Chafey,
Jr. (incorporated by reference to Exhibit 10.34 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2005).

Popular, Inc. 2006 Incentive Award and Agreement, dated as of March 13, 2006, between the Corporation and Brunilda Santos
de Alvarez (incorporated by reference to Exhibit 10.35 of the Corporation’s Annual Report on Form 10-K for the fiscal year
ended December 31, 2005).

Popular, Inc. 2006 Incentive Award and Agreement, dated as of March 13, 2006, between the Corporation and Amilcar L.
Jordan (incorporated by reference to Exhibit 10.36 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2005).

Popular, Inc. 2006 Incentive Award and Agreement, dated as of March 13, 2006, between the Corporation and Tere Loubriel
(incorporated by reference to Exhibit 10.37 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2005).

Popular, Inc. 2006 Incentive Award and Agreement, dated as of March 13, 2006, between the Corporation and Roberto R.
Herencia (incorporated by reference to Exhibit 10.38 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2005).

Popular, Inc. 2006 Incentive Award and Agreement, dated as of March 13, 2006, between the Corporation and Félix M. Villamil
(incorporated by reference to Exhibit 10.39 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2005).

Popular, Inc. 2006 Incentive Award and Agreement, dated as of March 13, 2006, between the Corporation and Cameron E.
Williams (incorporated by reference to Exhibit 10.39 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2006).
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Exhibit No. Description
10.30 Resignation, Retirement and Transition Agreement between the Corporation and Cameron E. Williams (incorporated by
reference to Exhibit 10.1 to the Corporation’s Current Report on Form 8-K filed on January 9, 2007).
10.31 Popular, Inc. 2007 Incentive Award and Agreement, dated as of January 25, 2007, between the Corporation and Richard L.
Carrion (incorporated by reference to Exhibit 10.41 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2006).
10.32 Popular, Inc. 2007 Incentive Award and Agreement, dated as of January 25, 2007, between the Corporation and Jorge A.
Junguera (incorporated by reference to Exhibit 10.42 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2006).
10.33 Popular, Inc. 2007 Incentive Award and Agreement, dated as of January 25, 2007, between the Corporation and David H.
Chafey, Jr. (incorporated by reference to Exhibit 10.43 of the Corporation’s Annual Report on Form 10-K for thefiscal year
ended December 31, 2006).
10.34 Popular, Inc. 2007 Incentive Award and Agreement, dated as of January 25, 2007, between the Corporation and Brunilda Santos
de Alvarez (incorporated by reference to Exhibit 10.44 of the Corporation’s Annual Report on Form 10-K for the fiscal year
ended December 31, 2006).
10.35 Popular, Inc. 2007 Incentive Award and Agreement, dated as of January 25, 2007, between the Corporation and Amilcar L.
Jordan (incorporated by reference to Exhibit 10.45 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2006).
10.36 Popular, Inc. 2007 Incentive Award and Agreement, dated as of January 25, 2007, between the Corporation and Tere Loubriel
(incorporated by reference to Exhibit 10.46 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2006).
10.37 Popular, Inc. 2007 Incentive Award and Agreement, dated as of January 25, 2007, between the Corporation and Roberto R.
Herencia (incorporated by reference to Exhibit 10.47 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2006).
10.38 Popular, Inc. 2007 Incentive Award and Agreement, dated as of January 25, 2007, between the Corporation and Félix M. Villamil
(incorporated by reference to Exhibit 10.48 of the Corporation’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2006).
10.39 Popular, Inc. 2008 Incentive Award and Agreement, dated as of February 21, 2008, between the Corporation and Richard L.
Carrion.
10.40 Popular, Inc. 2008 Incentive Award and Agreement, dated as of February 21, 2008, between the Corporation and Jorge A.
Junquera.
10.41 Popular, Inc. 2008 Incentive Award and Agreement, dated as of February 21, 2008, between the Corporation and David H.
Chafey, Jr.
10.42 Popular, Inc. 2008 Incentive Award and Agreement, dated as of February 21, 2008, between the Corporation and Brunilda
Santos de Alvarez.
10.43 Popular, Inc. 2008 Incentive Award and Agreement, dated as of February 21, 2008, between the Corporation and Amilcar L.
Jordan.
10.44 Popular, Inc. 2008 Incentive Award and Agreement, dated as of February 21, 2008, between the Corporation and Roberto R.
Herencia.
10.45 Popular, Inc. 2008 Incentive Award and Agreement, dated as of February 21, 2008, between the Corporation and Félix M.
Villamil.
10.46 Popular, Inc. 2008 Incentive Award and Agreement, dated as of February 21, 2008, between the Corporation and Eduardo
Negron.
10.47 Popular, Inc. 2008 Incentive Award and Agreement, dated as of February 21, 2008, between the Corporation and Tere Loubriel.
121 The Corporation’'s Computation of Ratio of Earningsto Fixed Charges.
131 The Corporation’s Annual Report to Shareholders for the year ended December 31, 2007.
211 Schedule of Subsidiaries of the Corporation
231 Consent of Independent Registered Public Accounting Firm.
311 Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
321 Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
32.2 Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Popular, Inc. has not filed as exhibits certain instruments defining the rights of holders of debt of Popular, Inc. not exceeding 10% of the total
assets of Popular, Inc. and its consolidated subsidiaries. Popular, Inc. hereby agreesto furnish upon request to the Commission a copy of each
instrument defining the rights of holders of senior and subordinated debt of Popular, Inc., or of any of its consolidated subsidiaries.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15 (d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

POPULAR, INC.
(Registrant)

By: S\RICHARD L. CARRION
Richard L. Carrién
Chairman of the Board, President and Chief
Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, thisreport has been signed below by the following persons on behalf of
the Registrant and in the capacities and on the dates indicated.

S\RICHARD L. CARRION

Richard L. Carrién

S\JORGE A. JUNQUERA

Jorge A. Junquera
Senior Executive Vice President

S\ILEANA GONZALEZ

Ileana Gonzdlez
Senior Vice President

SJUAN J. BERMUDEZ

Juan J. Bermudez

S\MARIA LUISA FERRE

MariaLuisaFerré

S\MICHAEL MASIN

Michael Masin

S\MANUEL MORALES

Manuel Morales Jr.

S\IFRANCISCO M. REXACH

Francisco M. Rexach Jr.

S\FREDERIC V. SALERNO

Frederic V. Salerno

S\WILLIAM J. TEUBER

William J. Teuber Jr.

SJOSE R. VIZCARRONDO

José R. Vizcarrondo

(Back To Top)

Chairman of the Board, President, Chief Executive Officer 02-28-08
and Principal Executive Officer

Principal Financial Officer 02-28-08
Principal Accounting Officer 02-28-08
Director 02-28-08
Director 02-28-08
Director 02-28-08
Director 02-28-08
Director 02-28-08
Director 02-28-08
Director 02-28-08
Director 02-28-08
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Exhibit 4.41

(Face of Security)

THISSECURITY ISA GLOBAL SECURITY WITHIN THE MEANING OF THE INDENTURE HEREINAFTER REFERRED TO AND IS
REGISTERED IN THE NAME OF A DEPOSITARY OR A NOMINEE THEREOF. THISSECURITY MAY NOT BE EXCHANGED IN WHOLE OR
IN PART FOR A SECURITY REGISTERED, AND NO TRANSFER OF THISSECURITY IN WHOLE OR IN PART MAY BE REGISTERED, IN
THE NAME OF ANY PERSON OTHER THAN SUCH DEPOSITARY OR A NOMINEE THEREOF, EXCEPT IN THE LIMITED
CIRCUMSTANCES DESCRIBED IN THE INDENTURE.

UNLESSTHISCERTIFICATE ISPRESENTED BY AN AUTHORIZED REPRESENTATIVE OF THE DEPOSITORY TRUST COMPANY, A
NEW YORK CORPORATION (“DTC"), TO POPULAR NORTH AMERICA, INC. ORITSAGENT FOR REGISTRATION OF TRANSFER,
EXCHANGE OR PAYMENT, AND ANY CERTIFICATE ISSUED ISREGISTERED IN THE NAME OF CEDE & CO. ORIN SUCH OTHER NAME
ASISREQUESTED BY AN AUTHORIZED REPRESENTATIVE OF DTC (AND ANY PAYMENT ISMADE TO CEDE & CO. OR TO SUCH
OTHERENTITY ASISREQUESTED BY AN AUTHORIZED REPRESENTATIVE OF DTC), ANY TRANSFER, PLEDGE OR OTHER USE
HEREOF FOR VALUE OR OTHERWISE BY OR TO ANY PERSON ISWRONGFUL INASMUCH ASTHE REGISTERED OWNER HEREOF,
CEDE & CO.,HASAN INTEREST HEREIN.




CUSIP No. 733188 AA4
ISIN No. US733188AA40

POPULAR NORTH AMERICA, INC.
6.85% SENIOR NOTE DUE 2012

Payment of Principal, Premium, if any,
and Interest Guaranteed by

POPULAR, INC.

Popular North America, Inc., a corporation duly organized and existing under the laws of the State of Delaware (hereinafter called the
“Company”, which term includes any successor Person under the Indenture), for value received, hereby promisesto pay to Cede & Co., or
registered assigns, the principal sum of Two Hundred Seventy Five Million U.S. dollars ($275,000,000) on December 21, 2012 and to pay interest
thereon, from December 21, 2007 or from the most recent Interest Payment Date to which interest has been paid or duly provided for, semi-annually
on June 21 and December 21 in each year, commencing June 21, 2008 ,and at the Maturity of the principal hereof, at the rate per annum equal to
6.85%, until the principal hereof ispaid or made available for payment. Notwithstanding the foregoing, interest on any principal that is overdue
shall be payable on demand.

The interest so payable, and punctually paid or duly provided for, on any Interest Payment Date will, as provided in the Indenture, be paid to
the Person in whose name this Security (or one or more Predecessor Securities) isregistered at the close of business on the first calendar day of
June and December, as applicable (whether or not a Business Day, as such term is defined in Section 3 on the reverse hereof), next preceding such
Interest Payment Date, unless otherwise provided on the face hereof (a“Regular Record Date”). Any interest so payable, but not punctually paid
or duly provided for, on any Interest Payment Date will forthwith cease to be payable to the Holder on such Regular Record Date and such
Defaulted Interest either may be paid to the Person in whose name this Security (or one or more Predecessor Securities) isregistered at the close of
business on a Special Record Date for the payment of such Defaulted Interest to be fixed
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by the Trustee, notice whereof shall be given to the Holder of this Security not less than 10 days prior to such Special Record Date, or may be paid
in any other lawful manner not inconsistent with the requirements of any securities exchange on which this Security may be listed, and upon such
notice as may be required by such exchange, all as more fully provided in the Indenture.

Except as provided in the next paragraph, payment of any amount payable on this Security will be madein U.S. dollars at the office or agency of
the Company maintained for that purpose in the Borough of Manhattan, The City of New Y ork (or at any other office or agency maintained by the
Company for that purpose), against surrender of this Security in the case of any payment due at the Maturity of the principal hereof; provided,
however, that, at the option of the Company and subject to the next paragraph, payment of interest may be made by check mailed to the address of
the Person entitled thereto as such address shall appear in the Security Register.

Payment of any amount payable on this Security will be madein U.S. dollars by wire transfer of immediately available funds to an account
maintained by the payee with a bank located in the Borough of Manhattan, The City of New Y ork, if (i) the principal of this Security isat |east
$10,000,000 and (ii) the Holder entitled to receive such payment transmits awritten request for such payment to be made in such manner to the
Paying Agent at its Corporate Trust Office, Attention: Securities Processing Division, on or before the Regular Record Date preceding the day on
which such payment isto be made; provided that, in the case of any such payment due at the Maturity of the principal hereof, this Security must
be surrendered at the office or agency of the Company maintained for that purpose in the Borough of Manhattan, The City of New Y ork (or at any
other office or agency maintained by the Company for that purpose) in time for the Paying Agent to make such payment in such fundsin
accordance with its normal procedures. Any such request made with respect to any payment on this Security payable to a particular Holder will
remain in effect for all later payments on this Security payable to such Holder, unless such request is revoked on or before the Regular Record
Date preceding the day on which such payment isto be made, in which case such revocation shall be effective for such
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payment and all later payments; provided that in the case of any payment due at Maturity of the principal of this Security to be effective any
request for revocation must be made no later than the 15th day prior to the Maturity of the principal of this Security. In the case of any payment of
interest payable on an Interest Payment Date, such written request must be made by the Person who is the registered Holder of this Security on
the relevant Regular Record Date. The Company will pay any administrative costsimposed by banks in connection with making payments by wire
transfer with respect to this Security, but any tax, assessment or other governmental charge imposed upon any payment will be borne by the
Holder of this Security and may be deducted from the payment by the Company or the Paying Agent.

Notwithstanding any provision of this Security or the Indenture, the Company may make any and all payments of principal, premium (if any)
and interest on this Security pursuant to the applicable procedures of the Depositary for this Security as permitted in the Indenture.

Notwithstanding any provision of this Security or the Indenture, if any amount of principal, premium (if any) or interest would otherwise be due
on this Security on aday (the “ Specified Day”) that is not a Business Day, such amount may be paid or made available for payment on the next
succeeding Business Day with the same force and effect as if such amount were paid on the Specified Day. The provisions of this paragraph shall
apply to the Security in lieu of the provisions of Section 113 of the Indenture.

Referenceis hereby made to the further provisions of this Security set forth on the reverse hereof, which further provisions shall for all
purposes have the same effect asif set forth at this place.

Unless the certificate of authentication hereon has been executed by the Trustee by manual signature, this Security shall not be entitled to any
benefit under the Indenture or be valid or obligatory for any purpose.

(Face of Security continued on next page)
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IN WITNESS WHEREOF, the Company has caused this instrument to be duly executed.
Dated: December 21, 2007
POPULAR NORTH AMERICA, INC.

By /s Roberto R. Herencia

Name: Roberto R. Herencia
Title: President

[SEAL]

By /s Chris McFadden

Name: Chris McFadden
Titlee  Senior Vice President and Comptroller

Attest: /9 Brunilda Santos de Alvarez

This Security is one of the Securities of the series designated herein and referred to in the within-mentioned Indenture.

THE BANK OF NEW YORK TRUST COMPANY, N.A.,
as Trustee

By

Authorized Officer




(Reverse of Security)
1. Securitiesand | ndenture

This Security isone of aduly authorized issue of securities of the Company (herein called the “ Securities’), al unconditionally guaranteed by
Popular, Inc. (hereinafter called the “ Guarantor”) and issued and to be issued in one or more series under an Indenture, dated as of October 1, 1991,
as supplemented by the First Supplemental Indenture, dated as of February 28, 1995, the Second Supplemental Indenture, dated as of May 8, 1997,
and the Third Supplemental Indenture, dated as of August 5, 1999 (together herein called the “Indenture”, which term shall have the meaning
assigned to it in such instrument), duly executed and delivered by the Company and the Guarantor to The Bank of New Y ork Trust Company, N.A.
(successor in interest to JPMorgan Chase Bank, N.A.), as Trustee (herein called the “Trustee”, which term includes any successor trustee under
the Indenture) and as Successor Trustee to Citibank, N.A., and reference is hereby made to the Indenture for a statement of the respective rights,
limitations of rights, duties and immunities thereunder of the Company, the Guarantor, the Trustee and the Holders of the Securities and of the
terms upon which the Securities are, and are to be, authenticated and delivered.

2. Seriesand Denominations

This Security is one of the series designated on the face hereof, initialy limited to an aggregate principal amount of Two Hundred Seventy Five
Million U.S dollars ($275,000,000) (or the equivalent thereof in any other currency or currencies or currency units), which amount may be increased
at the option of the Company if in the future it determinesthat it may wish to sell additional Securities of this series. References herein to “this
series” mean the series of securities designated on the face hereof. References herein to the “ Securities” include (unless the context otherwise
requires) any other securitiesissued as described in this paragraph and forming a single series with the Securities.

The Securities are issuable only in registered form without couponsin “ Authorized Denominations”, which term shall mean $100,000 and any
integral multiples of $1,000 in excess thereof.

(Reverse of Security continued on next page)
-6-




3. BusinessDay and U.S. Dallars

For all purposes of this Security, the term “Business Day” means each Monday, Tuesday, Wednesday, Thursday or Friday that is neither a
legal holiday nor aday on which commercia banking institutionsin New Y ork City generally are authorized or required by law, regulation or
executive order to close.

Referencesin this Security to “U.S. dollars’ shall mean, as of any time, the coin or currency that isthen legal tender for the payment of public
and private debtsin the United States of America.

4. Redemption at the Company’s Option
Except as provided below, this Security shall not be redeemable at the option of the Company before the Stated Maturity Date.

In the event that the Guarantor shall be obligated to pay any Additional Amounts due to achangein law, regulation or interpretation, the
Company may, at its option, redeem this Security as awhole at a redemption price of 100% of the principal amount thereof together with accrued
interest to the date fixed for redemption.

5. Transfer and Exchange

As provided in the Indenture and subject to certain limitations therein set forth, the transfer of this Security isregistrablein the Security
Register, upon surrender of this Security for registration of transfer at the office or agency of the Company in any place where the principal of and
any premium and interest on this Security are payable, duly endorsed by, or accompanied by awritten instrument of transfer in form satisfactory to
the Company and the Security Registrar duly executed by, the Holder hereof or his or her attorney duly authorized in writing, and thereupon one or
more new Securities of this series and of like tenor, of Authorized Denominations and for the same aggregate principal amount, will be issued to
the designated transferee or transferees.

As provided in the Indenture and subject to certain limitations therein set forth, Securities of this
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series are exchangeable for alike aggregate principal amount of Securities of this series and of like tenor of a different Authorized Denomination, as
requested by the Holder surrendering the same.

No service charge shall be made for any such registration of transfer or exchange, but the Company may require payment of a sum sufficient to
cover any tax or other governmental charge payable in connection therewith.

Prior to due presentment of this Security for registration of transfer, the Company, the Guarantor, the Trustee and any agent of the Company,
the Guarantor or the Trustee may treat the Person in whose name this Security isregistered as the owner hereof for all purposes, whether or not
this Security be overdue, and neither the Company nor the Guarantor nor the Trustee nor any such agent shall be affected by notice to the
contrary.

If this Security isa Global Security, this Security shall be subject to the provisions of the Indenture relating to Global Securities, including the
limitationsin Section 305 thereof on transfers and exchanges of Global Securities.

6. Remedies.

If an Event of Default with respect to Securities of this series shall occur and be continuing, the principal of the Securities of this series may be
declared due and payabl e in the manner and with the effect provided in the Indenture.

Asprovided in and subject to the provisions of the Indenture, the Holder of this Security shall not have the right to institute any proceeding
with respect to the Indenture or for the appointment of areceiver or trustee or for any other remedy thereunder, unless such Holder shall have
previously given the Trustee written notice of a continuing Event of Default with respect to the Securities of this series, the Holders of not less
than 25% in principal amount of the Securities of this series at the time Outstanding shall have made written request to the Trustee to institute
proceedingsin respect of such Event of Default as Trustee and offered the Trustee indemnity reasonably satisfactory to it, and the Trustee shall
not
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have received from the Holders of amajority in principal amount of Securities of this series at the time Outstanding a direction inconsistent with
such request, and shall have failed to institute any such proceeding, for 60 days after receipt of such notice, request and offer of indemnity. The
foregoing shall not apply to any suit instituted by the Holder of this Security for the enforcement of any payment of principal hereof or any
premium or interest hereon on or after the respective due dates expressed herein.

No reference herein to the Indenture and no provision of this Security or of the Indenture shall alter or impair the obligation of the Company,
which is absolute and unconditional, to pay the principal of (and premium, if any) and interest on this Security at the times, place and rate, and in
the coin or currency, herein prescribed.

7.  Modification and Waiver.

The Indenture permits, with certain exceptions as therein provided, the amendment thereof and the modification of the rights and obligations of
the Company and the Guarantor and the rights of the Holders of the Securities of each seriesto be affected under the Indenture at any time by the
Company, the Guarantor and the Trustee with the consent of the Holders of amajority in principal amount of the Securities at the time Outstanding
of all seriesto be affected (considered together as one class for this purpose). The Indenture also contains provisions (i) permitting the Holders of
amajority in principal amount of the Securities at the time Outstanding of all seriesto be affected under the Indenture (considered together as one
classfor this purpose), on behalf of the Holders of all Securities of such series, to waive compliance by the Company and the Guarantor with
certain provisions of the Indenture and (ii) permitting the Holders of amajority in principal amount of the Securities at the time Outstanding of any
series to be affected under the Indenture (with each such series considered separately for this purpose), on behalf of the Holders of all Securities
of such series, to waive certain past defaults under the Indenture and their consequences. Any such consent or waiver by the Holder of this
Security shall be conclusive and binding upon such Holder and upon all future Holders of this Security and of any Security issued upon the
registration of transfer hereof or in exchange herefor
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or in lieu hereof, whether or not notation of such consent or waiver is made upon this Security.
8.  Governing Law.
This Security and the Indenture shall be governed by and construed in accor dance with the laws of the State of New Y ork.
9. Defined Terms
All terms used in this Security that are defined in the Indenture shall have the meaning assigned to them in the Indenture.
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-10-




GUARANTEE
OF
POPULAR, INC.

Popular, Inc. (the “ Guarantor”) hereby unconditionally guaranteesto the Holder of this Security duly authenticated and delivered by the
Trustee, the due and punctual payment of the principal, and premium, if any, of (including any amount in respect of original issue discount), and
interest, if any (together with any Additional Amounts payable pursuant to the terms of this Security), on this Security and the due and punctual
payment of the sinking fund payments, if any, and analogous obligations, if any, provided for pursuant to the terms of this Security, when and as
the same shall become due and payable, whether at Stated Maturity or upon redemption, repayment or upon declaration of acceleration or
otherwise according to the terms of this Security and of the Indenture. In case of default by the Company in the payment of any such principal
(including any amount in respect of original issue discount), any premium or interest (together with any Additional Amounts payable pursuant to
the terms of this Security), sinking fund payment, or analogous obligation, the Guarantor agrees duly and punctually to pay the same. The
Guarantor hereby agreesthat its obligations hereunder shall be as principal and not merely as surety, and shall be absol ute and unconditional
irrespective of any extension of the time for payment of this Security, any modification of this Security, any invalidity, irregularity or
unenforceability of this Security or the Indenture, any failure to enforce the same or any waiver, modification, consent or indulgence granted to the
Company with respect thereto by the Holder of this Security or the Trustee, or any other circumstances which may otherwise constitute alegal or
equitable discharge of a surety or guarantor. The Guarantor hereby waives diligence, presentment, demand of payment, filing of claims with a court
in the event of merger or bankruptcy of the Company, any right to require a demand or proceeding first against the Company, protest or notice
with respect to this Security or the indebtedness evidenced thereby and all demands whatsoever, and covenants that this guarantee will not be
discharged asto this Security except by payment in full of the principal of (including any amount payablein respect of original issue discount),
and any
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premium or interest (together with any Additional Amounts payable pursuant to the terms of this Security), thereon.

The Guarantor irrevocably waives any and all rightsto which it may be entitled, by operation of law or otherwise, upon making any payment
hereunder (i) to be subrogated to the rights of a Holder against the Company with respect to such payment or otherwise to be reimbursed,
indemnified or exonerated by the Company in respect thereof or (ii) to receive any payment, in the nature of contribution or for any other reason,
from any other obligor with respect to such payment.

This guarantee shall not be valid or become obligatory for any purpose with respect to this Security until the certificate of authentication on
this Security shall have been signed by the Trustee.

This guaranteeis governed by and construed in accordance with the laws of the State of New Y ork.
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IN WITNESS WHEREOF, Popular, Inc. has caused this guarantee to be signed by its duly authorized officers and has caused its corporate seal
to be affixed hereunto or imprinted hereon.

POPULAR, INC.

By: /9 Richard L. Carrion

Name: Richard L. Carrion
Title: Chairman, President and Chief Executive Officer

By: /¢/ Jorge A. Jungquera

Name: Jorge A. Junquera
Title: Senior Executive Vice President and Chief Financial
Officer

[SEAL]

Attest:




ABBREVIATIONS

The following abbreviations, when used in the inscription on the face of this Security, shall be construed as though they were written out in full
according to applicable laws or regulations.

TEN COM - Astenantsin common
TEN ENT - Astenants by the entireties
JT TEN - asjoint tenants with the right of survivorship and not as tenantsin common
UNIF GIFT MIN ACT - Custodian
(Cust) (Minor)

under Uniform Giftsto Minors Act

(State)

Additional abbreviations may also be used
though not in the abovelist.

-14-




ASSIGNMENT
FOR VALUE RECEIVED, the undersigned hereby sell(s), assign(s) and transfer(s) unto

PLEASE INSERT SOCIAL SECURITY OR OTHER
IDENTIFYING NUMBER OF ASSIGNEE

(Please Print or Typewrite Name and Address
Including Postal Zip Code of Assignee)

the attached Security and all rights thereunder, and hereby irrevocably constitutes and appoints

to transfer said Security on the books of the Company, with full power of substitution in the premises.
Dated:

Signature Guaranteed

NOTICE: Signature must be guaranteed. Notice: The signature to this assignment must correspond with the name of the Holder
aswritten upon the face of the attached Security in every particular, without alteration
or enlargement or any change whatsoever.
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SCHEDULE OF INCREASES OR DECREASES

The following increases or decreasesin
this Global Note have been made:

Principal Amount of Signature of
this Global Note authorized
Amount of decrease Amount of increase following such signatory of
in Principal Amount in Principal Amount decrease or Trustee or Notes
Date of Exchange of this Global Note of this Global Note increase Custodian
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Section 3: EX-10.20 (EX-10.20 COMPENSATION AGREEMENT FOR
MICHAEL MASIN)



Exhibit 10.20

[7] POPULAR, Inc..

January 25, 2007

PERSONAL AND CONFIDENTIAL
Mr. Michael Masin

Times Square Tower

7 Times Square

New York, NY 10036

Dear Mr. Masin:

We are very pleased to have you on the Board of Directors (the “Board”) of Popular, Inc. (the “ Corporation”), and are writing to set forth the
general terms of your compensation as a Director, pursuant to resolutions adopted by the Board (without your participation) on July 14, 2004.
Theseterms are, of course, subject to future modification by the Board.

As compensation for your services, you will receive:

- An annual retainer fee (the “Annual Retainer”) of $6,667 for the period ending on the day the 2007 annual meeting of shareholders of the
Corporation is held and $20,000 for each subsequent twel ve month period that you are a Director or $25,000 if you are el ected Chairman of
any Board committee;

- $1,000 for each meeting of the Board or of aBoard committee that you attend (the “Meeting Fee”); and

- A grant of $11,667 payable in Restricted Stock of Popular, Inc. (the “Restricted Stock™) under the Popular, Inc. 2004 Omnibus Incentive Plan
(the “Omnibus Plan”) for the period ending on the day the 2007 annual meeting of shareholders of the Corporation is held and an annual
grant of $35,000 payable in Restricted Stock under the Omnibus Plan for each subseguent twelve month period that you are a Director.

The Annual Retainer will be paid annually in advance, within the 30 days following the annual Corporation’s shareholder meeting, in cash unless
you elect to receive payment in Restricted Stock. The Meeting Fee may be paid in cash on a per meeting basis or quarterly in arrearsin Restricted
Stock. The number of shares of Restricted Stock to be delivered in payment of an Annual Retainer and/or Meeting Fee shall be determined based
on the per share closing price of the Corporation’s common stock on the date payment is made and the amount of the Annual Retainer and/or

M eeting Fee owed you.




If you elect to receive payment in the form of Restricted Stock, such shares shall be subject to the terms of the Annual Retainer and/or Meeting
Fee Restricted Stock Agreement (attached hereto). If you elect to receive Restricted Stock you must return to us the attached Director
Compensation Election Form and the executed Annual Retainer and/or Meeting Fee Restricted Stock Agreement. If you do not provide uswith a
completed election form prior to such date, the Annual Retainer will be paid to you annually in advance in cash and the Meeting Fee will be paid in
cash on a per meeting basis. Once you have made an election to receive Restricted Stock, the election will be applicable to all future payments of
the Annual Retainer and/or Meeting Fee, unless you notify usin writing of your desireto no longer receive Restricted Stock. In such case, your
notice will apply to compensation payable for the year following receipt of the notice.

If you do not currently elect to receive the Annual Retainer and/or the Meeting Fee in the form of Restricted Stock, you may make such an election
for future payments of either compensation element, by sending us awritten notice with respect to the Annual Retainer, at least 30 days prior to
the date of such year’s annual meeting of the Corporation’s shareholders for which the election would be in effect and, with respect to the
Meeting Fees, at least 30 days prior to Board of Director’s meeting for which you want to commence receiving the Meeting Feein the form of
Restricted Stock.

An election to receive the Annual Retainer and/or Meeting Fee in the form of Restricted Stock will result in deferral of taxation of those amounts
until such later year asthe restrictions lapse.

Dividends paid on your Restricted Stock will be reinvested in your name in the Popular, Inc. Dividend Reinvestment Plan. The dividend will be
subject to Puerto Rico income taxesin the year paid by the Corporation at a special 10% rate.

Y our grant of Restricted Stock is covered by a separate agreement attached hereto. We have enclosed the following documents in connection with
the foregoing:

1. Director Compensation Election Form,

2. Annual Grant Restricted Stock Agreement,

3. Annual Retainer and/or Meeting Fee Restricted Stock Agreement, and
4. Omnibus Plan

Please complete and sign the Director Compensation Election Form and sign the Annual Grant Restricted Stock Agreement where indicated. If you
elect to receive payment of the Annual Retainer and/or the Meeting Fee in Restricted Stock, please sign the Annual Retainer and/or Meeting Fee
Restricted Stock Agreement. Return all of the executed documents to Marie Reyes Rodriguez at the Corporate Secretary’s Office. Pleaseretain a
copy of these documents for your records.




Once more, thank you for joining the Board of Directors of Popular, Inc. We look forward to working with you.
Cordialy,

Richard L. Carrién
Chairman of the Board, President & CEO




] POPULAR, Inc..

ANNUAL GRANT
RESTRICTED STOCK AGREEMENT

This Annual Grant Restricted Stock Agreement (“ Agreement”) by and between Popular, Inc. (the “ Corporation”) and Michael Masin
(“Director”) is entered pursuant to the meeting of the Board of Directors of the Corporation held on the 14th day of July 2004, whereby the
Corporation in consideration of Director’s services asamember of the Board of Directors of the Corporation and/or its wholly owned subsidiary,
Banco Popular de Puerto Rico (“BPPR”), granted to the Director a number of restricted shares of the Corporation’s Common Stock (the “ Restricted
Stock™) subject to the terms and conditions hereinafter set forth and the terms and conditions of the Popular, Inc. 2004 Omnibus Incentive Plan
(the“Plan”), acopy of which is attached hereto as Exhibit A. Capitalized terms not otherwise defined herein shall having the meaning ascribed
themin the Plan.

1. NUMBER OF SHARES. Pursuant to the terms of the Director’s Compensation letter dated January 25, 2007, the Corporation has agreed to grant
to the Director SIX THOUSAND SIX HUNDRED SIXTY SEVEN DOLLARS ($6,667) worth of Restricted Stock for the period ending on the day the
2007 annual meeting of the Corporation’s shareholdersis held and an annual grant of THIRTY FIVE THOUSAND DOLLARS ($35,000) for each
subsequent year the Director is such of the Corporation and/or BPPR, based on the per share closing price of the Corporation’s Common Stock on
the Grant Date. The Grant Date shall be the day the Restricted Stock is purchased for the Director with respect to the period ending the day of the
2007 annual meeting of shareholders of the Corporation and with respect to subsequent annual grants, within the 30 days following the annual
meeting of the Corporation’s shareholders. For all purposes the Grant Price shall be zero ($0).

The Restricted Stock shall be subject to all the terms, conditions, and restrictions set forth in this Agreement and the Plan. In the event any
stock dividend, stock split, recapitalization or other change affecting the outstanding common stock of the Corporation as aclassis effected
without consideration, then any new, substituted or additional securities or other property (including money paid other than as aregular cash
dividend) that is by reason of any such transaction distributed with respect to shares of Restricted Stock will beimmediately subject to the
provisions of this Agreement in the same manner and to the same extent as the Restricted Stock with respect to which such change was effected.
Cash dividends paid on Restricted Stock shall be reinvested in Common Stock through the Corporation’s Dividend Reinvestment Plan.

2. FORFEITURE AND TRANSFER RESTRICTIONS, All Restricted Stock granted to Director shall be issued and delivered on the Grant Date. In the
event Director’s relationship with the Corporation or BPPR, as applicable, isterminated for Cause (as defined in the Plan), or if Director, Director’s
legal representative, or other holder of the Restricted Stock attempts to sell, exchange, transfer, pledge, or otherwise dispose of any Restricted
Stock, all Restricted Stock will beimmediately forfeited without any further action by the Corporation.
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Restricted Stock may not be assigned, transferred, pledged or otherwise disposed of in any way other than by the Last Will and Testament of
the Director or the laws of descent and distribution, subject to the bylaws of the Corporation. Any Restricted Stock held by a beneficiary shall be
subject to the restrictions imposed on such Restricted Stock. Any such attempt at assignment, transfer, pledge or other disposition shall be
without effect.

3. SECURITIES LAW COMPLIANCE. Notwithstanding anything to the contrary contained herein, no shares under this Agreement may be granted
unless the shares of Restricted Stock issuable upon such grant are then registered under the Securities Act of 1933, asamended (the “ Securities
Act”) or, if such shares of Restricted Stock are not then so registered, the Corporation has determined that such grant and issuance would be
exempt from the registration requirements of the Securities Act. The grant of shares must also comply with other applicable laws and regulations
governing the grant, and no grant of shareswill be permitted if the Corporation determines that such purchase would not be in material compliance
with such laws and regulations.

4. STOCK LEGEND. The Corporation and Director agree that all certificates representing all shares of Restricted Stock that at any time are
subject to the provisions of this Agreement and the Plan will have endorsed upon them in bold-faced type alegend substantially in the following
form:

THE SHARES REPRESENTED BY THIS CERTIFICATE MAY NOT BE SOLD, ASSIGNED, TRANSFERRED, ENCUMBERED OR IN ANY
MANNER DISPOSED OF, EXCEPT IN COMPLIANCE WITH THE TERMS OF AN ANNUAL GRANT RESTRICTED STOCK AGREEMENT
BETWEEN THE CORPORATION AND THE INITIAL HOLDER OF THE SHARES. THE ANNUAL GRANT RESTRICTED STOCK
AGREEMENT MAY GRANT CERTAIN PURCHASE OPTIONS TO THE CORPORATION, PROVIDES FOR FORFEITURE OF THE STOCK IN
CERTAIN CIRCUMSTANCES, AND IMPOSES RESTRICTIONS ON THE TRANSFER OF THESE SHARES. A COPY OF THE ANNUAL
GRANT RESTRICTED STOCK AGREEMENT ISON DEPOSIT AT THE PRINCIPAL OFFICE OF THE CORPORATION AND WILL BE
FURNISHED BY THE CORPORATION TO THE REGISTERED HOLDER HEREOF UPON WRITTEN REQUEST.

5. AGREEMENT NOT A SERVICE CONTRACT. This Agreement is not an employment or service contract, and nothing in this Agreement nor the
Plan shall be deemed to create in any way whatsoever any obligation for the Director to continue his relationship with the Corporation or BPPR, as
applicable, or of the Corporation or BPPR, as applicable, to continue the rel ationship with the Director.

6. SECTION 83(b) ELECTION. Director acknowledgesthat if heis subject to taxation under the United States Internal Revenue Code of 1986, as
amended (the “Code"), under Section 83(b) of the Code, the difference between the Grant Price and its fair market value at the time any forfeiture
restrictions applicable to such Restricted Stock |apse is reportable as ordinary income at that time. For this purpose, the term “forfeiture
restrictions” includes the forfeiture provisions, and restrictions described in Section 2 of this Agreement.
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Notwithstanding the preceding, Director understands that he or she may elect to be taxed at the time the Restricted Stock is acquired hereunder,
rather than when and as such Restricted Stock ceases to be subject to such forfeiture restrictions, by filing an election under Section 83(b) of the
Code with the Internal Revenue Service within 30 days after the Grant Date. If the Grant Price equals the fair market value of the Restricted Stock
on such date, or if itislikely that the fair market value of the Restricted Stock at the time any forfeiture restrictions lapse will exceed the Grant Price,
the election may avoid adverse tax consequencesin the future. A form for making this election is attached as Exhibit B. Director understands that
the failure to make this filing within said 30 day period will result in the recognition of ordinary income by Director (in the event the fair market
value of the Restricted Stock increases after Grant Date) as the forfeiture restrictions lapse. Director acknowledgesthat it is his or her sole
responsibility, and not the Corporation’s, to file atimely election under Section 83(b). Director further acknowledges that the election under
Section 83(b) is an election that must be made with respect to each separate grant of Restricted Stock that is subject to this Agreement.

7. NOTICES. Any notices provided for in this Agreement or the Plan shall be given in writing and shall be deemed effectively given upon receipt
or, in the case of notices delivered by mail by the Corporation to the Director, five (5) days after deposit in the United States mail, postage prepaid,
addressed to the Director at the last address the Director provided to the Corporation and/or BPPR. Notice to the Corporation and/or BPPR shall
be given in writing and shall be deemed effectively given upon receipt or, in the case of notices delivered by mail to the Corporation and/or BPPR
by the Director, five (5) days after deposit in the United States mail, postage prepaid, addressed to Chief Legal Officer, Popular, Inc./Banco Popular
de Puerto Rico, Board of Directors (751), PO Box 362708, San Juan, Puerto Rico 00936-2708.

8. RIGHTS AS A SHAREHOLDER. Except for the restrictions set forth in this Agreement and the Plan and unless otherwise determined by the
Corporation, the Director shall be entitled to all of the rights of a shareholder with respect to the shares of Restricted Stock awarded pursuant to
this Agreement including the right to vote such shares of Restricted Stock and to receive dividends and other distributions (if any) payable with
respect to such shares. Provided, however, that cash dividends paid on Restricted Stock shall be reinvested in Common Stock through the
Corporation’s Dividend Reinvestment Plan.

9. TAX WITHHOLDING. The Corporation may withhold or cause to be withheld from any Restricted Stock grant (or Director’s compensation) any
Federal, Puerto Rico, state or local taxes required by law to be withheld with respect to such Restricted Stock grant. By acceptance of this
Agreement, Director agreesto such deductions.

10. GOVERNING LAW. All questions arising with respect to this Agreement and the provisions of the Plan shall be determined by application of
the laws of the Commonwealth of Puerto Rico except to the extent such governing law is preempted by Federal law. The obligation of the
Corporation to grant and deliver Restricted Stock under this Agreement is subject to applicable laws and to the approval of any governmental
authority required in connection with the authorization, issuance, sale, or delivery of such Restricted Stock.

11. SEVERABILITY. If any provision of this Agreement is held to beillegal or invalid for any reason, the illegality or invalidity shall not affect the
remaining provisions of the




Agreement, but such provision shall be fully severable and the Agreement shall be construed and enforced asiif theillegal or invalid provision had
never been included in the Agreement.

12. SUCCESSORS. This Agreement shall be binding upon the Director, hislegal representatives, heirs, legatees, distributees, and shall be
binding upon the Corporation and its successors and assigns.

IN WITNESS WHEREOF, the parties hereto have entered into this Agreement this 25™ day of January 2007.

POPULAR, INC.

By: /s Tere Loubriel

Name: Tere Loubriel

Title: Executive Vice President

People, Communications and Planning

DIRECTOR: /s/ Michael Masin

Name: Michael Masin




EXHIBIT B
Section 83(b) Statement
This statement is being made under Section 83(b) of the Internal Revenue Code, pursuant to Treas. Reg. Section 1.83-2.
The person who performed the servicesis:

Name:

Address:

Taxpayer ldentification No.:
Taxable Year: Calendar Y ear
The property with respect to which the election isbeing madeis____shares of Common Stock of Popular, Inc. (the “ Restricted Stock”).

The property was issued on ,

The property is subject to forfeiture if for any reason stockholder’s relationship with the issuer is terminated prior to vesting of the property.
The forfeiture provision lapses according to Section 2 of the Agreement.

Thefair market value at the time of transfer (determined without regard to any restriction other than arestriction that by itstermswill never
lapse) is$___ per share.

The value of such property was$____ per share on the Grant Date.
A copy of this statement is being furnished to Popular, Inc., for whom Director rendered the service underlying the transfer of property.

This statement is executed as of ,

Director




[l POPULAR Inc.

ANNUAL RETAINER AND/OR MEETING FEE
RESTRICTED STOCK AGREEMENT

This Annual Retainer and/or Meeting Fee Restricted Stock Agreement (“ Agreement”) by and between Popular, Inc. (the “ Corporation”) and
Michael Masin (“Director”) is entered pursuant to the meeting of the Board of Directors of the Corporation held the 14th day of July 2004, whereby
the Corporation in consideration of Director’s services asamember of the Board of Directors of the Corporation and/or its wholly owned
subsidiary, Banco Popular de Puerto Rico (“BPPR”), granted to the Director certain compensation for his services as such and Director elected to
receive some or all of such compensation in anumber of restricted shares of the Corporation’s Common Stock (the “ Restricted Stock™), subject to
the terms and conditions hereinafter set forth and the terms and conditions of the Popular, Inc. 2004 Omnibus Incentive Plan (the “Plan”), a copy
of which is attached hereto as Exhibit A. Capitalized terms not otherwise defined herein shall having the meaning ascribed them in the Plan.

1. NUMBER OF SHARES. Pursuant to the terms of the Director’s Compensation letter dated January 25, 2007 (the “ Compensation Letter”), the
Corporation and/or BPPR has agreed to pay the Director certain compensation and the Director has elected to receive such compensation in the
form of Restricted Stock. The number of shares of Restricted Stock shall be based on the per share closing price of the Corporation’s Common
Stock on the Grant Date and the total amount of compensation owed to the Director on the Grant Date. The Grant Date shall be the day the
Restricted Stock is purchased for the Director which date shall be within the 30 days following the date the compensation is payable to the
Director pursuant to the Compensation Letter. For all purposes the Grant Price shall be zero ($0).

The Restricted Stock shall be subject to all the terms, conditions, and restrictions set forth in this Agreement and the Plan. In the event any
stock dividend, stock split, recapitalization or other change affecting the outstanding common stock of the Corporation asaclassis effected
without consideration, then any new, substituted or additional securities or other property (including money paid other than as aregular cash
dividend) that is by reason of any such transaction distributed with respect to shares of Restricted Stock will beimmediately subject to the
provisions of this Agreement in the same manner and to the same extent as the Restricted Stock with respect to which such change was effected.
Cash dividends paid on Restricted Stock shall be reinvested in Common Stock through the Corporation’s Dividend Reinvestment Plan.

2. FORFEITURE AND TRANSFER RESTRICTIONS, All Restricted Stock granted to Director shall be issued and delivered on the Grant Date. In the
event Director’s relationship with the Corporation or BPPR, as applicable, isterminated for Cause (as defined in the Plan), or if Director, Director’s
legal representative, or other holder of the Restricted Stock attempts to sell, exchange, transfer, pledge, or otherwise dispose of any Restricted
Stock, all Restricted Stock will beimmediately forfeited without any further action by the Corporation.
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Restricted Stock may not be assigned, transferred, pledged or otherwise disposed of in any way other than by the Last Will and Testament of
the Director or the laws of descent and distribution, subject to the bylaws of the Corporation. Any Restricted Stock held by a beneficiary shall be
subject to the restrictions imposed on such Restricted Stock. Any such attempt at assignment, transfer, pledge or other disposition shall be
without effect.

3. SECURITIES LAW COMPLIANCE. Notwithstanding anything to the contrary contained herein, no shares under this Agreement may be granted
unless the shares of Restricted Stock issuable upon such grant are then registered under the Securities Act of 1933, asamended (the “ Securities
Act”) or, if such shares of Restricted Stock are not then so registered, the Corporation has determined that such grant and issuance would be
exempt from the registration requirements of the Securities Act. The grant of shares must also comply with other applicable laws and regulations
governing the grant, and no grant of shareswill be permitted if the Corporation determines that such purchase would not be in material compliance
with such laws and regulations.

4. STOCK LEGEND. The Corporation and Director agree that all certificates representing all shares of Restricted Stock that at any time are
subject to the provisions of this Agreement and the Plan will have endorsed upon them in bold-faced type alegend substantially in the following
form:

THE SHARES REPRESENTED BY THIS CERTIFICATE MAY NOT BE SOLD, ASSIGNED, TRANSFERRED, ENCUMBERED OR IN ANY
MANNER DISPOSED OF, EXCEPT IN COMPLIANCE WITH THE TERMS OF AN ANNUAL RETAINER AND/OR MEETING FEE
RESTRICTED STOCK AGREEMENT BETWEEN THE CORPORATION AND THE INITIAL HOLDER OF THE SHARES. THE ANNUAL
RETAINER AND/OR MEETING FEE RESTRICTED STOCK AGREEMENT MAY GRANT CERTAIN PURCHASE OPTIONS TO THE
CORPORATION, PROVIDES FOR FORFEITURE OF THE STOCK IN CERTAIN CIRCUMSTANCES, AND IMPOSES RESTRICTIONS ON THE
TRANSFER OF THESE SHARES. A COPY OF THE ANNUAL RETAINER AND/OR MEETING FEE RESTRICTED STOCK AGREEMENT ISON
DEPOSIT AT THE PRINCIPAL OFFICE OF THE CORPORATION AND WILL BE FURNISHED BY THE CORPORATION TO THE
REGISTERED HOLDER HEREOF UPON WRITTEN REQUEST.

5. AGREEMENT NOT A SERVICE CONTRACT. This Agreement is not an employment or service contract, and nothing in this Agreement nor the
Plan shall be deemed to create in any way whatsoever any obligation for the Director to continue his relationship with the Corporation or BPPR, as
applicable, or of the Corporation or BPPR, as applicable, to continue the rel ationship with the Director.

6. SECTION 83(b) ELECTION. Director acknowledgesthat if heis subject to taxation under the United States Internal Revenue Code of 1986, as
amended (the “ Code"), under Section 83(b) of the Code, the difference between the Grant Price and its fair market value at the time any forfeiture
restrictions applicable to such Restricted Stock lapse is reportable as ordinary
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income at that time. For this purpose, the term “forfeiture restrictions” includes the forfeiture provisions, and restrictions described in Section 2 of
this Agreement.

Notwithstanding the preceding, Director understands that he or she may elect to be taxed at the time the Restricted Stock is acquired hereunder,
rather than when and as such Restricted Stock ceases to be subject to such forfeiture restrictions, by filing an election under Section 83(b) of the
Code with the Internal Revenue Service within 30 days after the Grant Date. If the Grant Price equals the fair market value of the Restricted Stock
on such date, or if itislikely that the fair market value of the Restricted Stock at the time any forfeiture restrictions lapse will exceed the Grant Price,
the election may avoid adverse tax consequencesin the future. A form for making this election is attached as Exhibit B. Director understands that
the failure to make this filing within said 30 day period will result in the recognition of ordinary income by Director (in the event the fair market
value of the Restricted Stock increases after Grant Date) as the forfeiture restrictions lapse. Director acknowledgesthat it is his or her sole
responsibility, and not the Corporation’s, to file atimely election under Section 83(b). Director further acknowledges that the election under
Section 83(b) is an election that must be made with respect to each separate grant of Restricted Stock that is subject to this Agreement.

7. NOTICES. Any notices provided for in this Agreement or the Plan shall be given in writing and shall be deemed effectively given upon receipt
or, in the case of notices delivered by mail by the Corporation to the Director, five (5) days after deposit in the United States mail, postage prepaid,
addressed to the Director at the last address the Director provided to the Corporation and/or BPPR. Notice to the Corporation and/or BPPR shall
be given in writing and shall be deemed effectively given upon receipt or, in the case of notices delivered by mail to the Corporation and/or BPPR
by the Director, five (5) days after deposit in the United States mail, postage prepaid, addressed to Chief Legal Officer, Popular, Inc./Banco Popular
de Puerto Rico, Board of Directors (751), PO Box 362708, San Juan, Puerto Rico 00936-2708.

8. RIGHTS AS A SHAREHOLDER. Except for the restrictions set forth in this Agreement and the Plan and unless otherwise determined by the
Corporation, the Director shall be entitled to all of the rights of a shareholder with respect to the shares of Restricted Stock awarded pursuant to
this Agreement including the right to vote such shares of Restricted Stock and to receive dividends and other distributions (if any) payable with
respect to such shares. Provided, however, that cash dividends paid on Restricted Stock shall be reinvested in Common Stock through the
Corporation’s Dividend Reinvestment Plan.

9. TAX WITHHOLDING. The Corporation may withhold or cause to be withheld from any Restricted Stock grant (or Director’s compensation) any
Federal, Puerto Rico, state or local taxes required by law to be withheld with respect to such Restricted Stock grant. By acceptance of this
Agreement, Director agreesto such deductions.

10. GOVERNING LAW. All questions arising with respect to this Agreement and the provisions of the Plan shall be determined by application of
the laws of the Commonwealth of Puerto Rico except to the extent such governing law is preempted by Federal law. The obligation of the
Corporation to grant and deliver Restricted Stock under this Agreement is subject to applicable laws and to the approval of any governmental
authority required in connection with the authorization, issuance, sale, or delivery of such Restricted Stock.
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11. SEVERABILITY. If any provision of this Agreement is held to beillegal or invalid for any reason, the illegality or invalidity shall not affect the
remaining provisions of the Agreement, but such provision shall be fully severable and the Agreement shall be construed and enforced asif the

illegal or invalid provision had never been included in the Agreement.

12. SUCCESSORS. This Agreement shall be binding upon the Director, hislegal representatives, heirs, legatees, distributees, and shall be
binding upon the Corporation and its successors and assigns.

IN WITNESS WHEREOF, the parties hereto have entered into this Agreement this 25th day of January 2007.

POPULAR, INC.

By: /s Tere Loubriel

Name: Tere Loubriel

Title: Executive Vice President

People, Communications and Planning

DIRECTOR: /s/ Michael Masin

Name: Michael Masin
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EXHIBIT B
Section 83(b) Statement
This statement is being made under Section 83(b) of the Internal Revenue Code, pursuant to Treas. Reg. Section 1.83-2.
The person who performed the servicesis:

Name:

Address:

Taxpayer ldentification No.:
Taxable Year: Calendar Y ear
The property with respect to which the election isbeing madeis____shares of Common Stock of Popular, Inc. (the “ Restricted Stock”).

The property was issued on ,

The property is subject to forfeiture if for any reason stockholder’s relationship with the issuer is terminated prior to vesting of the property.
The forfeiture provision lapses according to Section 2 of the Agreement.

Thefair market value at the time of transfer (determined without regard to any restriction other than arestriction that by itstermswill never
lapse) is$___ per share.

The value of such property was$____ per share on the Grant Date.
A copy of this statement is being furnished to Popular, Inc., for whom Director rendered the service underlying the transfer of property.

This statement is executed as of ,

Director

(Back To Top)
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Exhibit 10.39

POPULAR, INC.
2008 INCENTIVE AWARD AND AGREEMENT

SECTION 1
Introduction

Section 1.1. Purpose. Popular, Inc. (the “ Corporation”) has established and maintains the 2004 Omnibus Incentive Plan (the “Plan”) to, among
others, provide flexibility to the Corporation and its affiliates to attract, retain and motivate their officers, executives and other key employees
through the grant of awards and to adjust its compensation practices to the best compensation practices and corporate governance trends as they
develop from time to time. The Corporation hereby grants a Short-Term Annual Incentive Award and aLong-Term Incentive Award (the “Award”)
under the Plan to the following person (the “ Granteg”):

Richard L. Carrion
SECTION 2
Definitions

When used in this Award, unless the context clearly requires a different meaning, the following words and terms shall have the meanings set
forth below. Terms not otherwise defined herein shall have the meaning ascribed to them in the Plan. Whenever appropriate, words and terms used
in the singular shall be deemed to include the plural, and vice versa, and the masculine gender shall be deemed to include the feminine gender.

Section 2.1. “ Affiliate” shall mean any corporation or other form of entity of which the Corporation owns, from timeto time, directly or
indirectly, 50% or more of the total combined voting power of all classes of stock or other equity interests.

Section 2.2. “Eligible Earnings’ shall mean the Grantee's base salary (prior to any deferrals under a cash or deferred compensation plan
sponsored by the Corporation or an Affiliate) paid during the Plan Y ear. From time to time the Plan Administrator may, in its sole discretion,
establish rules for determining the amounts of Eligible Earnings for employees who become Grantees other than on the first day of aPlan Y ear as
well as any reduction of Eligible Earnings as aresult of paid leave of absences.

Section 2.3. “ Extraordinary Items’ shall mean extraordinary, unusual and/or non-recurring items of income and expenses.

Section 2.4. “Net Income” for any Plan Y ear shall mean net income excluding the effects of Extraordinary Itemsfor that Plan Y ear.
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Section 2.5. “Performance Goal” shall mean:

(@ Withregardto the Short-Term Annual Incentive Award: After-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year:

i “Corporate Performance Goal” means the Corporation’s after-tax Net Income

(b) Withregard to the Restricted Stock Award: The Corporation’s after-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year.

(c) Withregard to the Performance Shares Award: The Corporation’s simple average 3-year Return on Equity (“ROE”) during the Performance
Cycle.

The 2008 threshold, target and maximum Performance Goals shall be determined by the Plan Administrator and communicated to the Grantee by
March 31, 2008. Such Performance Goals may be revised by the Plan Administrator during the Plan Y ear.

Section 2.6. “ Performance Cycle,” with regard to the Performance Shares Award, shall be the calendar years 2008, 2009 and 2010.

Section 2.7. “ Performance Shares,” shall mean an award in units denominated in the Corporation’s common stock, par value $6.00 per share,
the number of such units which may be adjusted over the Performance Cycle based upon the satisfaction of the Performance Goal, pursuant to
Article X of the Plan.

Section 2.8. “Plan Administrator” shall mean the Compensation Committee of the Board of Directors of the Corporation.
Section 2.9. “Plan Year” shall be the 2008 calendar year.

Section 2.10. “Restricted Period” shall mean the period of time during which the shares of Restricted Stock are subject to forfeiture or
restrictions on transfer pursuant to Article V111 of the Plan.

Section 2.11. “Restricted Stock” shall mean shares of the Corporation’s common stock, par value $6.00 per share, subject to forfeiture and
restrictions on transferability in accordance with Article VI1II of the Plan.

Section 2.12. “Return on Equity” shall mean theratio of after-tax net income divided by average shareholder’s equity of a calendar year,
excluding the effects of Extraordinary Items.
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SECTION 3
Award
Section 3.1. Short-Term Annual Incentive Award — General
The Short-Term Annual Incentive Award of the Grantee shall be an amount in cash equal to the sum of the Grantee's:
(i)  Corporate Performance Component, as described in Section 3.2.(a); plus
(i)  Strategic and Personal Performance Component, as described in Section 3.2.(b).
Section 3.2. Short-Term Annual Incentive Award — Components

(@ Corporate Performance Component: For the 2008 Plan Y ear, the Grantee’ s Corporate Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined asfollows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 40%
100% 85%
110% and above 135%

(b) Strategic and Personal Performance Component: Based on the strategic and personal performance of the Grantee during the Plan Y ear, the
Plan Administrator may grant between 0% and 15% of the Grantee's Eligible Earnings.

Section 3.3. Long-Term Incentive Award — Restricted Stock
The Restricted Stock Award shall be an amount equal to a percentage of the Grantee's Eligible Earnings determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 50%
100% 100%
105% 105%
Over 105% 4% for every % over 105% performance, not to exceed 125%
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Section 3.4. Long-Term Incentive Award — Perfor mance Shares

The Granteeis hereby granted the Performance Shares Award described below. The Grantee will earn a number of shares of the Corporation’s
common stock based on the Corporation’s achievement of the Performance Goal at the end of the Performance Cycle.

2008-2010 Average Shares of Popular, Inc.
3-year ROE Common Stock
Below threshold 0
Threshold 31,344 (50% of target)
Target 62,688
Maximum 125,376 (200% of target)
SECTION 4

Payment of Award
Section 4.1 Short-Term Annual Incentive Award. The Short Term Annual Incentive Award shall be payable in cash as soon as practicable
after the Plan Administrator has determined the amount of those Awards.
Section 4.2. Long Term Annual Incentive Award. — Restricted Stock

(@ TheRestricted Stock Award shall be paid in Restricted Stock to be purchased on the open market. The number of shares of Restricted Stock
payable shall be based on the average price per sharefor all shares purchased by the Corporation to pay Awards approved concurrently by
the Plan Administrator.

(b) Except as otherwise provided in paragraph (c) below, the restrictions on 100% of the Restricted Stock awarded to the Grantee will l1apse upon

termination of the Grantee's employment on or after the date the Grantee both has attained age 55 and completed 10 years of service, as
determined pursuant to personnel policies and procedures.

(c) If the Grantee's employment isterminated for Cause, the Grantee will forfeit the Restricted Stock awarded that was subject to restrictions at
the time of termination for Cause.

(d) Thesharesof Restricted Stock awarded to the Grantee herein may not be sold, assigned, transferred, pledged, hypothecated or otherwise
encumbered by the Grantee during the Restricted Period, except as may be provided under the Plan.

(e) For the consequences of the termination of employment with respect to the shares of Restricted Stock awarded to the Grantee, which may
result in the forfeiture of such shares of Restricted Stock, please refer to Article V111 of the Plan and to the Prospectus of the Plan.
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(f)

©)

@

(b)

Cash dividends paid on the Restricted Stock, and on all of the Common Stock that may be subsequently acquired with such cash dividends,
will be invested in the purchase of additional shares of Common Stock of the Corporation in accordance with the Popular, Inc. Dividend
Reinvestment and Stock Purchase Plan (DRIP). Such shares are not subject to the restrictions described in paragraph (d) above and are
immediately vested.

The Restricted Stock shall be held in custody by the Trust Division of Banco Popular de Puerto Rico. The Grantee shall have the right to
vote the Restricted Stock.

Section 4.3. Long Term Annual Incentive Award. — Perfor mance Shares

The Performance Shares earned by the Grantee will be determined and delivered to the Grantee as soon as practicable subsequent to the
determination of the Corporation’sfinancial results for the Performance Cycle and approval by the Plan Administrator. The corresponding
shares of the Corporation’s common stock will be purchased on the open market.

For the consequences of the termination of employment with respect to the Performance Shares awarded to the Grantee, which may result in
the forfeiture of such Performance Shares, please refer to Article IX of the Plan and to the Prospectus of the Plan. Notwithstanding the terms
of Article IX of the Plan, in the event of termination by reason of Approved Retirement during the applicable Performance Cycle, the Grantee
shall receive a payment (based on the Corporation’s results during the Performance Cycle) at the end of the Performance Cycle assuming
that Grantee had been an active employee during the entire Performance Cycle.

SECTION 5

Tax Considerations

Section 5.1. Certain Income Tax Considerations. The granting of the Award may have certain income tax considerations to the Grantee, which

are generally described in the Prospectus of the Plan.

SECTION 6
Miscellaneous

Section 6.1 Leave of Absence. The Plan Administrator may establish a method for adjusting the Award of the Grantee if he wason an

approved leave of absence during the Plan Y ear and may establish different methods for different forms of leave of absence.

Section 6.2. The Plan. This Award is subject to the terms of the Plan, a copy of which has been provided to you.
Section 6.3. Controlling Law. The laws of the Commonwealth of Puerto Rico shall be controlling in all mattersrelating to this Award.
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Section 6.4. Titles and Captions. Titles and captionsin this document are used only for convenience and are not to be used in the
interpretation of this Award.

IN WITNESS WHEREOF, Popular, Inc. and the Grantee have executed this Incentive Award and Agreement as of the 21st day of February, 2008.

POPULAR, INC. GRANTEE
/S Tere Loubriel /S Richard L. Carrion
By: TereLoubriel By: Richard L. Carrion
Title: Executive Vice President Date: February 21, 2008

Date: February 21, 2008

(Back To Top)
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POPULAR, INC.
2008 INCENTIVE AWARD AND AGREEMENT

SECTION 1
Introduction

Section 1.1. Purpose. Popular, Inc. (the “ Corporation”) has established and maintains the 2004 Omnibus Incentive Plan (the “Plan”) to, among
others, provide flexibility to the Corporation and its affiliates to attract, retain and motivate their officers, executives and other key employees
through the grant of awards and to adjust its compensation practices to the best compensation practices and corporate governance trends as they
develop from time to time. The Corporation hereby grants a Short-Term Annual Incentive Award and aLong-Term Incentive Award (the “Award”)
under the Plan to the following person (the “ Granteg”):

JorgeA. Junquera
SECTION 2
Definitions

When used in this Award, unless the context clearly requires a different meaning, the following words and terms shall have the meanings set
forth below. Terms not otherwise defined herein shall have the meaning ascribed to them in the Plan. Whenever appropriate, words and terms used
in the singular shall be deemed to include the plural, and vice versa, and the masculine gender shall be deemed to include the feminine gender.

Section 2.1. “ Affiliate” shall mean any corporation or other form of entity of which the Corporation owns, from timeto time, directly or
indirectly, 50% or more of the total combined voting power of all classes of stock or other equity interests.

Section 2.2. “Eligible Earnings’ shall mean the Grantee's base salary (prior to any deferrals under a cash or deferred compensation plan
sponsored by the Corporation or an Affiliate) paid during the Plan Y ear. From time to time the Plan Administrator may, in its sole discretion,
establish rules for determining the amounts of Eligible Earnings for employees who become Grantees other than on the first day of aPlan Y ear as
well as any reduction of Eligible Earnings as aresult of paid leave of absences.

Section 2.3. “ Extraordinary Items’ shall mean extraordinary, unusual and/or non-recurring items of income and expenses.

Section 2.4. “Net Income” for any Plan Y ear shall mean net income excluding the effects of Extraordinary Itemsfor that Plan Y ear.
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Section 2.5. “Performance Goal” shall mean:

(@ Withregardto the Short-Term Annual Incentive Award: After-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year:

i “Corporate Performance Goal” means the Corporation’s after-tax Net Income

ii.  “Circle Performance Goal” means the weighted average of Banco Popular de Puerto Rico Circle, Processing Circle, Banco Popular North
AmericaCircle, and Popular Financial Holdings Circle, with Corporate Circle results and Popular, Inc. eliminations allocated among the
business circlesin accordance with the cost allocation method utilized by the Corporate Comptroller.

(b) Withregard to the Restricted Stock Award: The Corporation’s after-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year.

(c) Withregard to the Performance Shares Award: The Corporation’s simple average 3-year Return on Equity (“ROE”) during the Performance
Cycle.

The 2008 threshold, target and maximum Performance Goals shall be determined by the Plan Administrator and communicated to the Grantee by
March 31, 2008. Such Performance Goals may be revised by the Plan Administrator during the Plan Y ear.

Section 2.6. “ Performance Cycle,” with regard to the Performance Shares Award, shall be the calendar years 2008, 2009 and 2010.

Section 2.7. “ Performance Shares,” shall mean an award in units denominated in the Corporation’s common stock, par value $6.00 per share,
the number of such units which may be adjusted over the Performance Cycle based upon the satisfaction of the Performance Goal, pursuant to
Article1X of the Plan.

Section 2.8. “Plan Administrator” shall mean the Compensation Committee of the Board of Directors of the Corporation.
Section 2.9. “Plan Year” shall be the 2008 calendar year.

Section 2.10. “Restricted Period” shall mean the period of time during which the shares of Restricted Stock are subject to forfeiture or
restrictions on transfer pursuant to Article V111 of the Plan.

Section 2.11. “Restricted Stock” shall mean shares of the Corporation’s common stock, par value $6.00 per share, subject to forfeiture and
restrictions on transferability in accordance with Article V111 of the Plan.

Section 2.12. “Return on Equity” shall mean theratio of after-tax net income divided by average shareholder’s equity of a calendar year,
excluding the effects of Extraordinary ltems.
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SECTION 3
Award
Section 3.1. Short-Term Annual Incentive Award — General
The Short-Term Annual Incentive Award of the Grantee shall be an amount in cash equal to the sum of the Grantee's:

(i)  Corporate Performance Component, as described in Section 3.2.(a); plus
(ii)  Circle Performance Component, as described in Section 3.2.(b); plus
(i)  Strategic and Persona Performance Component, as described in Section 3.2.(c).
Section 3.2. Short-Term Annual Incentive Award — Components

(@ Corporate Performance Component: For the 2008 Plan Y ear, the Grantee’ s Corporate Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

(b) Circle Performance Component: For the 2008 Plan Y ear, the Grantee' s Circle Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined asfollows:

% of Circle % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

() Strategic and Personal Performance Component: Based on the strategic and personal performance of the Grantee during the Plan Y ear, the
Plan Administrator may grant between 0% and 20% of the Grantee's Eligible Earnings.
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Section 3.3. Long-Term Incentive Award — Restricted Stock
The Restricted Stock Award shall be an amount equal to a percentage of the Grantee's Eligible Earnings determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 25%
100% 50%
105% 55%
Over 105% 2% for every % over 105% performance, not to exceed 65%

Section 3.4. Long-Term Incentive Award — Perfor mance Shares

The Granteeis hereby granted the Performance Shares Award described below. The Grantee will earn a number of shares of the Corporation’s
common stock based on the Corporation’s achievement of the Performance Goal at the end of the Performance Cycle.

2008-2010 Average Shares of Popular, Inc.
3-year ROE Common Stock
Below threshold 0
Threshold 11,391 (50% of target)
Target 22,781
Maximum 45,562 (200% of target)
SECTION 4

Payment of Award
Section 4.1 Short-Term Annual Incentive Award. The Short Term Annual Incentive Award shall be payable in cash as soon as practicable
after the Plan Administrator has determined the amount of those Awards.
Section 4.2. Long Term Annual Incentive Award. — Restricted Stock
(@ TheRestricted Stock Award shall be paid in Restricted Stock to be purchased on the open market. The number of shares of Restricted Stock
payable shall be based on the average price per sharefor all shares purchased by the Corporation to pay Awards approved concurrently by
the Plan Administrator.
(b) Except as otherwise provided in paragraph (d) below, the restrictions on 40% of the Restricted Stock awarded to the Grantee will 1apse upon

termination of the Grantee's employment on or after the date the Grantee both has attained age 55 and completed 10 years of service, as
determined pursuant to personnel policies and procedures.
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(c) Except as otherwise provided in paragraph (d) below, the restrictions on the remaining 60% of the Restricted Stock awarded to the Grantee
will lapse on the earlier of: i) termination of the Grantee's employment on or after the date the Grantee has both attained age 55 and completed
10 years of service, as determined pursuant to personnel policies and procedures; or ii) as provided below:

% of Award Free

Period of Time After the Award* of Restrictions
1year 12%
2 years 12%
3years 12%
4 years 12%
5years 12%

* specific vesting dates will be determined by the Plan Administrator

(d) If the Grantee's employment isterminated for Cause, the Grantee will forfeit the Restricted Stock awarded that was subject to restrictions at
the time of termination for Cause.

(e) Thesharesof Restricted Stock awarded to the Grantee herein may not be sold, assigned, transferred, pledged, hypothecated or otherwise
encumbered by the Grantee during the Restricted Period, except as may be provided under the Plan.

(f)  For the consequences of the termination of employment with respect to the shares of Restricted Stock awarded to the Grantee, which may
result in the forfeiture of such shares of Restricted Stock, please refer to Article V111 of the Plan and to the Prospectus of the Plan.

(g Cashdividends paid on the Restricted Stock, and on all of the Common Stock that may be subsequently acquired with such cash dividends,
will be invested in the purchase of additional shares of Common Stock of the Corporation in accordance with the Popular, Inc. Dividend
Reinvestment and Stock Purchase Plan (DRIP). Such shares are not subject to the restrictions described in paragraph (€) above and are
immediately vested.

(h) The Restricted Stock shall be held in custody by the Trust Division of Banco Popular de Puerto Rico. The Grantee shall have the right to
vote the Restricted Stock.

Section 4.3. Long Term Annual Incentive Award. — Perfor mance Shares

(@ The Performance Shares earned by the Grantee will be determined and delivered to the Grantee as soon as practicable subsequent to the
determination of the Corporation’sfinancial results for the Performance Cycle and approval by the Plan Administrator. The corresponding
shares of the Corporation’s common stock will be purchased on the open market.
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(b) For the consequences of the termination of employment with respect to the Performance Shares awarded to the Grantee, which may result in
the forfeiture of such Performance Shares, please refer to Article IX of the Plan and to the Prospectus of the Plan. Notwithstanding the terms
of Article IX of the Plan, in the event of termination by reason of Approved Retirement during the applicable Performance Cycle, the Grantee
shall receive a payment (based on the Corporation’s results during the Performance Cycle) at the end of the Performance Cycle assuming
that Grantee had been an active employee during the entire Performance Cycle.

SECTION 5

Tax Considerations

Section 5.1. Certain Income Tax Considerations. The granting of the Award may have certain income tax considerations to the Grantee, which
are generally described in the Prospectus of the Plan.

SECTION 6
Miscellaneous

Section 6.1 Leave of Absence. The Plan Administrator may establish a method for adjusting the Award of the Grantee if he wason an
approved leave of absence during the Plan Y ear and may establish different methods for different forms of leave of absence.

Section 6.2. The Plan. This Award is subject to the terms of the Plan, a copy of which has been provided to you.
Section 6.3. Controlling Law. The laws of the Commonwealth of Puerto Rico shall be controlling in all mattersrelating to this Award.

Section 6.4. Titles and Captions. Titles and captionsin this document are used only for convenience and are not to be used in the
interpretation of this Award.

IN WITNESS WHEREOF, Popular, Inc. and the Grantee have executed this Incentive Award and Agreement as of the 21st day of February, 2008.

POPULAR, INC. GRANTEE
/S Tere Loubriel /SI Jorge A. Jungquera
By: TereLoubriel By: Jorge A. Jungquera
Title: Executive Vice President Date: February 21, 2008

Date: February 21, 2008

(Back To Top)
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POPULAR, INC.
2008 INCENTIVE AWARD AND AGREEMENT

SECTION 1
Introduction

Section 1.1. Purpose. Popular, Inc. (the “ Corporation”) has established and maintains the 2004 Omnibus Incentive Plan (the “Plan”) to, among
others, provide flexibility to the Corporation and its affiliates to attract, retain and motivate their officers, executives and other key employees
through the grant of awards and to adjust its compensation practices to the best compensation practices and corporate governance trends as they
develop from time to time. The Corporation hereby grants a Short-Term Annual Incentive Award and aLong-Term Incentive Award (the “Award”)
under the Plan to the following person (the “ Granteg”):

David H. Chafey, Jr.
SECTION 2
Definitions

When used in this Award, unless the context clearly requires a different meaning, the following words and terms shall have the meanings set
forth below. Terms not otherwise defined herein shall have the meaning ascribed to them in the Plan. Whenever appropriate, words and terms used
in the singular shall be deemed to include the plural, and vice versa, and the masculine gender shall be deemed to include the feminine gender.

Section 2.1. “ Affiliate” shall mean any corporation or other form of entity of which the Corporation owns, from timeto time, directly or
indirectly, 50% or more of the total combined voting power of all classes of stock or other equity interests.

Section 2.2. “Eligible Earnings’ shall mean the Grantee's base salary (prior to any deferrals under a cash or deferred compensation plan
sponsored by the Corporation or an Affiliate) paid during the Plan Y ear. From time to time the Plan Administrator may, in its sole discretion,
establish rules for determining the amounts of Eligible Earnings for employees who become Grantees other than on the first day of aPlan Y ear as
well as any reduction of Eligible Earnings as aresult of paid leave of absences.

Section 2.3. “ Extraordinary Items’ shall mean extraordinary, unusual and/or non-recurring items of income and expenses.

Section 2.4. “Net Income” for any Plan Y ear shall mean net income excluding the effects of Extraordinary Itemsfor that Plan Y ear.
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Section 2.5. “Performance Goal” shall mean:

(@ Withregardto the Short-Term Annual Incentive Award: After-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year:

i “Corporate Performance Goal” means the Corporation’s after-tax Net Income

ii.  “Circle Performance Goal” means the Banco Popular de Puerto Rico Circle, comprising Banco Popular de Puerto Rico, Popular Finance,
Popular Auto, Popular Mortgage, BPNAT Culebra Branch, Popular Securities, and Popular Insurance (including RE and V1).

(b) Withregard to the Restricted Stock Award: The Corporation’s after-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year.

(c) Withregard to the Performance Shares Award: The Corporation’s simple average 3-year Return on Equity (“ROE”) during the Performance
Cycle.

The 2008 threshold, target and maximum Performance Goals shall be determined by the Plan Administrator and communicated to the Grantee by
March 31, 2008. Such Performance Goals may be revised by the Plan Administrator during the Plan Y ear.
Section 2.6. “ Performance Cycle,” with regard to the Performance Shares Award, shall be the calendar years 2008, 2009 and 2010.

Section 2.7. “ Performance Shares,” shall mean an award in units denominated in the Corporation’s common stock, par value $6.00 per share,
the number of such units which may be adjusted over the Performance Cycle based upon the satisfaction of the Performance Goal, pursuant to
Article1X of the Plan.

Section 2.8. “Plan Administrator” shall mean the Compensation Committee of the Board of Directors of the Corporation.
Section 2.9. “Plan Year” shall be the 2008 calendar year.

Section 2.10. “Restricted Period” shall mean the period of time during which the shares of Restricted Stock are subject to forfeiture or
restrictions on transfer pursuant to Article V111 of the Plan.

Section 2.11. “Restricted Stock” shall mean shares of the Corporation’s common stock, par value $6.00 per share, subject to forfeiture and
restrictions on transferability in accordance with Article V111 of the Plan.

Section 2.12. “Return on Equity” shall mean theratio of after-tax net income divided by average shareholder’s equity of a calendar year,
excluding the effects of Extraordinary ltems.
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SECTION 3
Award
Section 3.1. Short-Term Annual Incentive Award — General
The Short-Term Annual Incentive Award of the Grantee shall be an amount in cash equal to the sum of the Grantee's:

(i)  Corporate Performance Component, as described in Section 3.2.(a); plus
(ii)  Circle Performance Component, as described in Section 3.2.(b); plus
(i)  Strategic and Persona Performance Component, as described in Section 3.2.(c).
Section 3.2. Short-Term Annual Incentive Award — Components

(@ Corporate Performance Component: For the 2008 Plan Y ear, the Grantee’ s Corporate Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

(b) Circle Performance Component: For the 2008 Plan Y ear, the Grantee' s Circle Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined asfollows:

% of Circle % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

() Strategic and Personal Performance Component: Based on the strategic and personal performance of the Grantee during the Plan Y ear, the
Plan Administrator may grant between 0% and 20% of the Grantee's Eligible Earnings.
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Section 3.3. Long-Term Incentive Award — Restricted Stock
The Restricted Stock Award shall be an amount equal to a percentage of the Grantee's Eligible Earnings determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 25%
100% 50%
105% 55%
Over 105% 2% for every % over 105% performance, not to exceed 65%

Section 3.4. Long-Term Incentive Award — Perfor mance Shares

The Granteeis hereby granted the Performance Shares Award described below. The Grantee will earn a number of shares of the Corporation’s
common stock based on the Corporation’s achievement of the Performance Goal at the end of the Performance Cycle.

2008-2010 Average Shares of Popular, Inc.
3-year ROE Common Stock
Below threshold 0
Threshold 14,740 (50% of target)
Target 29,480
Maximum 58,960 (200% of target)
SECTION 4

Payment of Award

Section 4.1 Short-Term Annual Incentive Award. The Short Term Annual Incentive Award shall be payable in cash as soon as practicable
after the Plan Administrator has determined the amount of those Awards.

Section 4.2. Long Term Annual Incentive Award. — Restricted Stock

(@ TheRestricted Stock Award shall be paid in Restricted Stock to be purchased on the open market. The number of shares of Restricted Stock
payable shall be based on the average price per sharefor all shares purchased by the Corporation to pay Awards approved concurrently by

the Plan Administrator.

(b) Except as otherwise provided in paragraph (d) below, the restrictions on 40% of the Restricted Stock awarded to the Grantee will 1apse upon
termination of the Grantee's employment on or after the date the Grantee both has attained age 55 and completed 10 years of service, as

determined pursuant to personnel policies and procedures.
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(c) Except as otherwise provided in paragraph (d) below, the restrictions on the remaining 60% of the Restricted Stock awarded to the Grantee
will lapse on the earlier of: i) termination of the Grantee's employment on or after the date the Grantee has both attained age 55 and completed
10 years of service, as determined pursuant to personnel policies and procedures; or ii) as provided below:

% of Award Free

Period of Time After the Award* of Restrictions
1year 12%
2 years 12%
3years 12%
4 years 12%
5years 12%

* specific vesting dates will be determined by the Plan Administrator

(d) If the Grantee's employment isterminated for Cause, the Grantee will forfeit the Restricted Stock awarded that was subject to restrictions at
the time of termination for Cause.

(e) Thesharesof Restricted Stock awarded to the Grantee herein may not be sold, assigned, transferred, pledged, hypothecated or otherwise
encumbered by the Grantee during the Restricted Period, except as may be provided under the Plan.

(f)  For the consequences of the termination of employment with respect to the shares of Restricted Stock awarded to the Grantee, which may
result in the forfeiture of such shares of Restricted Stock, please refer to Article V111 of the Plan and to the Prospectus of the Plan.

(g Cashdividends paid on the Restricted Stock, and on all of the Common Stock that may be subsequently acquired with such cash dividends,
will be invested in the purchase of additional shares of Common Stock of the Corporation in accordance with the Popular, Inc. Dividend
Reinvestment and Stock Purchase Plan (DRIP). Such shares are not subject to the restrictions described in paragraph (€) above and are
immediately vested.

(h) The Restricted Stock shall be held in custody by the Trust Division of Banco Popular de Puerto Rico. The Grantee shall have the right to
vote the Restricted Stock.

Section 4.3. Long Term Annual Incentive Award. — Perfor mance Shares

(@ The Performance Shares earned by the Grantee will be determined and delivered to the Grantee as soon as practicable subsequent to the
determination of the Corporation’sfinancial results for the Performance Cycle and approval by the Plan Administrator. The corresponding
shares of the Corporation’s common stock will be purchased on the open market.
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(b) For the consequences of the termination of employment with respect to the Performance Shares awarded to the Grantee, which may result in
the forfeiture of such Performance Shares, please refer to Article IX of the Plan and to the Prospectus of the Plan. Notwithstanding the terms
of Article IX of the Plan, in the event of termination by reason of Approved Retirement during the applicable Performance Cycle, the Grantee
shall receive a payment (based on the Corporation’s results during the Performance Cycle) at the end of the Performance Cycle assuming
that Grantee had been an active employee during the entire Performance Cycle.

SECTION 5

Tax Considerations

Section 5.1. Certain Income Tax Considerations. The granting of the Award may have certain income tax considerations to the Grantee, which
are generally described in the Prospectus of the Plan.

SECTION 6
Miscellaneous

Section 6.1 Leave of Absence. The Plan Administrator may establish a method for adjusting the Award of the Grantee if he wason an
approved leave of absence during the Plan Y ear and may establish different methods for different forms of leave of absence.

Section 6.2. The Plan. This Award is subject to the terms of the Plan, a copy of which has been provided to you.
Section 6.3. Controlling Law. The laws of the Commonwealth of Puerto Rico shall be controlling in all mattersrelating to this Award.

Section 6.4. Titles and Captions. Titles and captionsin this document are used only for convenience and are not to be used in the
interpretation of this Award.

IN WITNESS WHEREOF, Popular, Inc. and the Grantee have executed this Incentive Award and Agreement as of the 21st day of February, 2008.

POPULAR, INC. GRANTEE
/S/ Tere Loubriel /S/ David H. Chafey, Jr.
By: TereLoubriel By: David H. Chafey, Jr.
Title: Executive Vice President Date: February 21, 2008

Date: February 21, 2008

(Back To Top)
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POPULAR, INC.
2008 INCENTIVE AWARD AND AGREEMENT

SECTION 1
Introduction

Section 1.1. Purpose. Popular, Inc. (the “ Corporation”) has established and maintains the 2004 Omnibus Incentive Plan (the “Plan”) to, among
others, provide flexibility to the Corporation and its affiliates to attract, retain and motivate their officers, executives and other key employees
through the grant of awards and to adjust its compensation practices to the best compensation practices and corporate governance trends as they
develop from time to time. The Corporation hereby grants a Short-Term Annual Incentive Award and aLong-Term Incentive Award (the “Award”)
under the Plan to the following person (the “ Granteg”):

Brunilda Santosde Alvarez
SECTION 2
Definitions

When used in this Award, unless the context clearly requires a different meaning, the following words and terms shall have the meanings set
forth below. Terms not otherwise defined herein shall have the meaning ascribed to them in the Plan. Whenever appropriate, words and terms used
in the singular shall be deemed to include the plural, and vice versa, and the masculine gender shall be deemed to include the feminine gender.

Section 2.1. “ Affiliate” shall mean any corporation or other form of entity of which the Corporation owns, from timeto time, directly or
indirectly, 50% or more of the total combined voting power of all classes of stock or other equity interests.

Section 2.2. “Eligible Earnings’ shall mean the Grantee's base salary (prior to any deferrals under a cash or deferred compensation plan
sponsored by the Corporation or an Affiliate) paid during the Plan Y ear. From time to time the Plan Administrator may, in its sole discretion,
establish rules for determining the amounts of Eligible Earnings for employees who become Grantees other than on the first day of aPlan Y ear as
well as any reduction of Eligible Earnings as aresult of paid leave of absences.

Section 2.3. “ Extraordinary Items’ shall mean extraordinary, unusual and/or non-recurring items of income and expenses.

Section 2.4. “Net Income” for any Plan Y ear shall mean net income excluding the effects of Extraordinary Itemsfor that Plan Y ear.
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Section 2.5. “Performance Goal” shall mean:

(@ Withregardto the Short-Term Annual Incentive Award: After-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year:

i “Corporate Performance Goal” means the Corporation’s after-tax Net Income

ii.  “Circle Performance Goal” means the weighted average of Banco Popular de Puerto Rico Circle, Processing Circle, Banco Popular North
AmericaCircle, and Popular Financial Holdings Circle, with Corporate Circle results and Popular, Inc. eliminations allocated among the
business circlesin accordance with the cost allocation method utilized by the Corporate Comptroller.

(b) Withregard to the Restricted Stock Award: The Corporation’s after-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year.

(c) Withregard to the Performance Shares Award: The Corporation’s simple average 3-year Return on Equity (“ROE”) during the Performance
Cycle.

The 2008 threshold, target and maximum Performance Goals shall be determined by the Plan Administrator and communicated to the Grantee by
March 31, 2008. Such Performance Goals may be revised by the Plan Administrator during the Plan Y ear.

Section 2.6. “ Performance Cycle,” with regard to the Performance Shares Award, shall be the calendar years 2008, 2009 and 2010.

Section 2.7. “ Performance Shares,” shall mean an award in units denominated in the Corporation’s common stock, par value $6.00 per share, the
number of such unitswhich may be adjusted over the Performance Cycle based upon the satisfaction of the Performance Goal, pursuant to
Article IX of the Plan.

Section 2.8. “Plan Administrator” shall mean the Compensation Committee of the Board of Directors of the Corporation.
Section 2.9. “Plan Year” shall be the 2008 calendar year.

Section 2.10. “ Restricted Period” shall mean the period of time during which the shares of Restricted Stock are subject to forfeiture or
restrictions on transfer pursuant to Article V111 of the Plan.

Section 2.11. “Restricted Stock” shall mean shares of the Corporation’s common stock, par value $6.00 per share, subject to forfeiture and
restrictions on transferability in accordance with Article V111 of the Plan.

Section 2.12. “Return on Equity” shall mean the ratio of after-tax net income divided by average shareholder’s equity of acalendar year,
excluding the effects of Extraordinary ltems.
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SECTION 3
Award
Section 3.1. Short-Term Annual Incentive Award — General
The Short-Term Annual Incentive Award of the Grantee shall be an amount in cash equal to the sum of the Grantee's:

(i)  Corporate Performance Component, as described in Section 3.2.(a); plus
(ii)  Circle Performance Component, as described in Section 3.2.(b); plus
(i)  Strategic and Persona Performance Component, as described in Section 3.2.(c).
Section 3.2. Short-Term Annual Incentive Award — Components

(@ Corporate Performance Component: For the 2008 Plan Y ear, the Grantee’ s Corporate Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

(b) Circle Performance Component: For the 2008 Plan Y ear, the Grantee' s Circle Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined asfollows:

% of Circle % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

() Strategic and Personal Performance Component: Based on the strategic and personal performance of the Grantee during the Plan Y ear, the
Plan Administrator may grant between 0% and 20% of the Grantee's Eligible Earnings.
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Section 3.3. Long-Term Incentive Award — Restricted Stock
The Restricted Stock Award shall be an amount equal to a percentage of the Grantee's Eligible Earnings determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 25%
100% 50%
105% 55%
Over 105% 2% for every % over 105% performance, not to exceed 65%

Section 3.4. Long-Term Incentive Award — Perfor mance Shares

The Granteeis hereby granted the Performance Shares Award described below. The Grantee will earn a number of shares of the Corporation’s
common stock based on the Corporation’s achievement of the Performance Goal at the end of the Performance Cycle.

2008-2010 Average Shares of Popular, Inc.
3-year ROE Common Stock
Below threshold 0
Threshold 6,213 (50% of target)
Target 12,426
Maximum 24,852 (200% of target)
SECTION 4

Payment of Award
Section 4.1 Short-Term Annual Incentive Award. The Short Term Annual Incentive Award shall be payable in cash as soon as practicable
after the Plan Administrator has determined the amount of those Awards.
Section 4.2. Long Term Annual Incentive Award. — Restricted Stock
(@ TheRestricted Stock Award shall be paid in Restricted Stock to be purchased on the open market. The number of shares of Restricted Stock
payable shall be based on the average price per sharefor all shares purchased by the Corporation to pay Awards approved concurrently by
the Plan Administrator.
(b) Except as otherwise provided in paragraph (d) below, the restrictions on 40% of the Restricted Stock awarded to the Grantee will 1apse upon

termination of the Grantee's employment on or after the date the Grantee both has attained age 55 and completed 10 years of service, as
determined pursuant to personnel policies and procedures.




] POPULAR, Inc..

(c) Except as otherwise provided in paragraph (d) below, the restrictions on the remaining 60% of the Restricted Stock awarded to the Grantee
will lapse on the earlier of: i) termination of the Grantee's employment on or after the date the Grantee has both attained age 55 and completed
10 years of service, as determined pursuant to personnel policies and procedures; or ii) as provided below:

% of Award Free

Period of Time After the Award* of Restrictions
1year 12%
2 years 12%
3years 12%
4 years 12%
5years 12%

* specific vesting dates will be determined by the Plan Administrator

(d) If the Grantee's employment isterminated for Cause, the Grantee will forfeit the Restricted Stock awarded that was subject to restrictions at
the time of termination for Cause.

(e) Thesharesof Restricted Stock awarded to the Grantee herein may not be sold, assigned, transferred, pledged, hypothecated or otherwise
encumbered by the Grantee during the Restricted Period, except as may be provided under the Plan.

(f)  For the consequences of the termination of employment with respect to the shares of Restricted Stock awarded to the Grantee, which may
result in the forfeiture of such shares of Restricted Stock, please refer to Article V111 of the Plan and to the Prospectus of the Plan.

(g Cashdividends paid on the Restricted Stock, and on all of the Common Stock that may be subsequently acquired with such cash dividends,
will be invested in the purchase of additional shares of Common Stock of the Corporation in accordance with the Popular, Inc. Dividend
Reinvestment and Stock Purchase Plan (DRIP). Such shares are not subject to the restrictions described in paragraph (€) above and are
immediately vested.

(h) The Restricted Stock shall be held in custody by the Trust Division of Banco Popular de Puerto Rico. The Grantee shall have the right to
vote the Restricted Stock.

Section 4.3. Long Term Annual Incentive Award. — Perfor mance Shares

(@ The Performance Shares earned by the Grantee will be determined and delivered to the Grantee as soon as practicable subsequent to the
determination of the Corporation’sfinancial results for the Performance Cycle and approval by the Plan Administrator. The corresponding
shares of the Corporation’s common stock will be purchased on the open market.
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(b) For the consequences of the termination of employment with respect to the Performance Shares awarded to the Grantee, which may result in
the forfeiture of such Performance Shares, please refer to Article IX of the Plan and to the Prospectus of the Plan. Notwithstanding the terms
of Article IX of the Plan, in the event of termination by reason of Approved Retirement during the applicable Performance Cycle, the Grantee
shall receive a payment (based on the Corporation’s results during the Performance Cycle) at the end of the Performance Cycle assuming
that Grantee had been an active employee during the entire Performance Cycle.

SECTION 5

Tax Considerations

Section 5.1. Certain Income Tax Considerations. The granting of the Award may have certain income tax considerations to the Grantee, which
are generally described in the Prospectus of the Plan.

SECTION 6
Miscellaneous

Section 6.1 Leave of Absence. The Plan Administrator may establish a method for adjusting the Award of the Grantee if he wason an
approved leave of absence during the Plan Y ear and may establish different methods for different forms of leave of absence.

Section 6.2. The Plan. This Award is subject to the terms of the Plan, a copy of which has been provided to you.
Section 6.3. Controlling Law. The laws of the Commonwealth of Puerto Rico shall be controlling in all mattersrelating to this Award.

Section 6.4. Titles and Captions. Titles and captionsin this document are used only for convenience and are not to be used in the
interpretation of this Award.

IN WITNESS WHEREOF, Popular, Inc. and the Grantee have executed this Incentive Award and Agreement as of the 21st day of February, 2008.

POPULAR, INC. GRANTEE
/S Tere Loubriel /S/ Brunilda Santos de Alvarez
By: TereLoubriel By: Brunilda Santos de Alvarez
Title: Executive Vice President Date: February 21, 2008

Date: February 21, 2008

(Back To Top)

Section 8: EX-10.43 (EX-10.43 2008 INCENTIVE AWARD AND
AGREEMENT/AMILCAR L. JORDAN)



Exhibit 10.43

] POPULAR, Inc..

POPULAR, INC.
2008 INCENTIVE AWARD AND AGREEMENT

SECTION 1
Introduction

Section 1.1. Purpose. Popular, Inc. (the “ Corporation”) has established and maintains the 2004 Omnibus Incentive Plan (the “Plan”) to, among
others, provide flexibility to the Corporation and its affiliates to attract, retain and motivate their officers, executives and other key employees
through the grant of awards and to adjust its compensation practices to the best compensation practices and corporate governance trends as they
develop from time to time. The Corporation hereby grants a Short-Term Annual Incentive Award and aLong-Term Incentive Award (the “Award”)
under the Plan to the following person (the “ Granteg”):

Amilcar L. Jordan
SECTION 2
Definitions

When used in this Award, unless the context clearly requires a different meaning, the following words and terms shall have the meanings set
forth below. Terms not otherwise defined herein shall have the meaning ascribed to them in the Plan. Whenever appropriate, words and terms used
in the singular shall be deemed to include the plural, and vice versa, and the masculine gender shall be deemed to include the feminine gender.

Section 2.1. “ Affiliate” shall mean any corporation or other form of entity of which the Corporation owns, from timeto time, directly or
indirectly, 50% or more of the total combined voting power of all classes of stock or other equity interests.

Section 2.2. “Eligible Earnings’ shall mean the Grantee's base salary (prior to any deferrals under a cash or deferred compensation plan
sponsored by the Corporation or an Affiliate) paid during the Plan Y ear. From time to time the Plan Administrator may, in its sole discretion,
establish rules for determining the amounts of Eligible Earnings for employees who become Grantees other than on the first day of aPlan Y ear as
well as any reduction of Eligible Earnings as aresult of paid leave of absences.

Section 2.3. “ Extraordinary Items’ shall mean extraordinary, unusual and/or non-recurring items of income and expenses.

Section 2.4. “Net Income” for any Plan Y ear shall mean net income excluding the effects of Extraordinary Itemsfor that Plan Y ear.
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Section 2.5. “Performance Goal” shall mean:

(@ Withregardto the Short-Term Annual Incentive Award: After-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year:

i “Corporate Performance Goal” means the Corporation’s after-tax Net Income

ii.  “Circle Performance Goal” means the weighted average of Banco Popular de Puerto Rico Circle, Processing Circle, Banco Popular North
AmericaCircle, and Popular Financial Holdings Circle, with Corporate Circle results and Popular, Inc. eliminations allocated among the
business circlesin accordance with the cost allocation method utilized by the Corporate Comptroller.

(b) Withregard to the Restricted Stock Award: The Corporation’s after-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year.

(c) Withregard to the Performance Shares Award: The Corporation’s simple average 3-year Return on Equity (“ROE”) during the Performance
Cycle.

The 2008 threshold, target and maximum Performance Goals shall be determined by the Plan Administrator and communicated to the Grantee by
March 31, 2008. Such Performance Goals may be revised by the Plan Administrator during the Plan Y ear.

Section 2.6. “ Performance Cycle,” with regard to the Performance Shares Award, shall be the calendar years 2008, 2009 and 2010.

Section 2.7. “ Performance Shares,” shall mean an award in units denominated in the Corporation’s common stock, par value $6.00 per share,
the number of such units which may be adjusted over the Performance Cycle based upon the satisfaction of the Performance Goal, pursuant to
Article1X of the Plan.

Section 2.8. “Plan Administrator” shall mean the Compensation Committee of the Board of Directors of the Corporation.
Section 2.9. “Plan Year” shall be the 2008 calendar year.

Section 2.10. “Restricted Period” shall mean the period of time during which the shares of Restricted Stock are subject to forfeiture or
restrictions on transfer pursuant to Article V111 of the Plan.

Section 2.11. “Restricted Stock” shall mean shares of the Corporation’s common stock, par value $6.00 per share, subject to forfeiture and
restrictions on transferability in accordance with Article V111 of the Plan.

Section 2.12. “Return on Equity” shall mean theratio of after-tax net income divided by average shareholder’s equity of a calendar year,
excluding the effects of Extraordinary ltems.
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SECTION 3
Award
Section 3.1. Short-Term Annual Incentive Award — General
The Short-Term Annual Incentive Award of the Grantee shall be an amount in cash equal to the sum of the Grantee's:

(i)  Corporate Performance Component, as described in Section 3.2.(a); plus
(ii)  Circle Performance Component, as described in Section 3.2.(b); plus
(i)  Strategic and Persona Performance Component, as described in Section 3.2.(c).
Section 3.2. Short-Term Annual Incentive Award — Components

(@ Corporate Performance Component: For the 2008 Plan Y ear, the Grantee’ s Corporate Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

(b) Circle Performance Component: For the 2008 Plan Y ear, the Grantee' s Circle Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined asfollows:

% of Circle % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

() Strategic and Personal Performance Component: Based on the strategic and personal performance of the Grantee during the Plan Y ear, the
Plan Administrator may grant between 0% and 20% of the Grantee's Eligible Earnings.
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Section 3.3. Long-Term Incentive Award — Restricted Stock
The Restricted Stock Award shall be an amount equal to a percentage of the Grantee's Eligible Earnings determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 25%
100% 50%
105% 55%
Over 105% 2% for every % over 105% performance, not to exceed 65%

Section 3.4. Long-Term Incentive Award — Perfor mance Shares

The Granteeis hereby granted the Performance Shares Award described below. The Grantee will earn a number of shares of the Corporation’s
common stock based on the Corporation’s achievement of the Performance Goal at the end of the Performance Cycle.

2008-2010 Average Shares of Popular, Inc.
3-year ROE Common Stock
Below threshold 0
Threshold 6,213 (50% of target)
Target 12,426
Maximum 24,852 (200% of target)
SECTION 4

Payment of Award
Section 4.1 Short-Term Annual Incentive Award. The Short Term Annual Incentive Award shall be payable in cash as soon as practicable
after the Plan Administrator has determined the amount of those Awards.
Section 4.2. Long Term Annual Incentive Award. — Restricted Stock
(@ TheRestricted Stock Award shall be paid in Restricted Stock to be purchased on the open market. The number of shares of Restricted Stock
payable shall be based on the average price per sharefor all shares purchased by the Corporation to pay Awards approved concurrently by
the Plan Administrator.
(b) Except as otherwise provided in paragraph (d) below, the restrictions on 40% of the Restricted Stock awarded to the Grantee will 1apse upon

termination of the Grantee's employment on or after the date the Grantee both has attained age 55 and completed 10 years of service, as
determined pursuant to personnel policies and procedures.
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(c) Except as otherwise provided in paragraph (d) below, the restrictions on the remaining 60% of the Restricted Stock awarded to the Grantee
will lapse on the earlier of: i) termination of the Grantee's employment on or after the date the Grantee has both attained age 55 and completed
10 years of service, as determined pursuant to personnel policies and procedures; or ii) as provided below:

% of Award Free

Period of Time After the Award* of Restrictions
1year 12%
2 years 12%
3years 12%
4 years 12%
5years 12%

* specific vesting dates will be determined by the Plan Administrator

(d) If the Grantee's employment isterminated for Cause, the Grantee will forfeit the Restricted Stock awarded that was subject to restrictions at
the time of termination for Cause.

(e) Thesharesof Restricted Stock awarded to the Grantee herein may not be sold, assigned, transferred, pledged, hypothecated or otherwise
encumbered by the Grantee during the Restricted Period, except as may be provided under the Plan.

(f)  For the consequences of the termination of employment with respect to the shares of Restricted Stock awarded to the Grantee, which may
result in the forfeiture of such shares of Restricted Stock, please refer to Article V111 of the Plan and to the Prospectus of the Plan.

(g Cashdividends paid on the Restricted Stock, and on all of the Common Stock that may be subsequently acquired with such cash dividends,
will be invested in the purchase of additional shares of Common Stock of the Corporation in accordance with the Popular, Inc. Dividend
Reinvestment and Stock Purchase Plan (DRIP). Such shares are not subject to the restrictions described in paragraph (€) above and are
immediately vested.

(h) The Restricted Stock shall be held in custody by the Trust Division of Banco Popular de Puerto Rico. The Grantee shall have the right to
vote the Restricted Stock.

Section 4.3. Long Term Annual Incentive Award. — Perfor mance Shares

(@ The Performance Shares earned by the Grantee will be determined and delivered to the Grantee as soon as practicable subsequent to the
determination of the Corporation’sfinancial results for the Performance Cycle and approval by the Plan Administrator. The corresponding
shares of the Corporation’s common stock will be purchased on the open market.
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(b) For the consequences of the termination of employment with respect to the Performance Shares awarded to the Grantee, which may result in
the forfeiture of such Performance Shares, please refer to Article IX of the Plan and to the Prospectus of the Plan. Notwithstanding the terms
of Article IX of the Plan, in the event of termination by reason of Approved Retirement during the applicable Performance Cycle, the Grantee
shall receive a payment (based on the Corporation’s results during the Performance Cycle) at the end of the Performance Cycle assuming
that Grantee had been an active employee during the entire Performance Cycle.

SECTION 5

Tax Considerations

Section 5.1. Certain Income Tax Considerations. The granting of the Award may have certain income tax considerations to the Grantee, which
are generally described in the Prospectus of the Plan.

SECTION 6
Miscellaneous

Section 6.1 Leave of Absence. The Plan Administrator may establish a method for adjusting the Award of the Grantee if he wason an
approved leave of absence during the Plan Y ear and may establish different methods for different forms of leave of absence.

Section 6.2. The Plan. This Award is subject to the terms of the Plan, a copy of which has been provided to you.
Section 6.3. Controlling Law. The laws of the Commonwealth of Puerto Rico shall be controlling in all mattersrelating to this Award.

Section 6.4. Titles and Captions. Titles and captionsin this document are used only for convenience and are not to be used in the
interpretation of this Award.

IN WITNESS WHEREOF, Popular, Inc. and the Grantee have executed this Incentive Award and Agreement as of the 21st day of February, 2008.

POPULAR, INC. GRANTEE
/S Tere Loubriel /S/ Amilcar L. Jordan
By: TereLoubriel By: Amilcar L. Jordan
Title: Executive Vice President Date: February 21, 2008

Date: February 21, 2008

(Back To Top)
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POPULAR, INC.
2008 INCENTIVE AWARD AND AGREEMENT

SECTION 1
Introduction

Section 1.1. Purpose. Popular, Inc. (the “ Corporation”) has established and maintains the 2004 Omnibus Incentive Plan (the “Plan”) to, among
others, provide flexibility to the Corporation and its affiliates to attract, retain and motivate their officers, executives and other key employees
through the grant of awards and to adjust its compensation practices to the best compensation practices and corporate governance trends as they
develop from time to time. The Corporation hereby grants a Short-Term Annual Incentive Award and aLong-Term Incentive Award (the “Award”)
under the Plan to the following person (the “ Granteg”):

Roberto R. Herencia
SECTION 2
Definitions

When used in this Award, unless the context clearly requires a different meaning, the following words and terms shall have the meanings set
forth below. Terms not otherwise defined herein shall have the meaning ascribed to them in the Plan. Whenever appropriate, words and terms used
in the singular shall be deemed to include the plural, and vice versa, and the masculine gender shall be deemed to include the feminine gender.

Section 2.1. “ Affiliate” shall mean any corporation or other form of entity of which the Corporation owns, from timeto time, directly or
indirectly, 50% or more of the total combined voting power of all classes of stock or other equity interests.

Section 2.2. “Eligible Earnings’ shall mean the Grantee's base salary (prior to any deferrals under a cash or deferred compensation plan
sponsored by the Corporation or an Affiliate) paid during the Plan Y ear. From time to time the Plan Administrator may, in its sole discretion,
establish rules for determining the amounts of Eligible Earnings for employees who become Grantees other than on the first day of aPlan Y ear as
well as any reduction of Eligible Earnings as aresult of paid leave of absences.

Section 2.3. “ Extraordinary Items’ shall mean extraordinary, unusual and/or non-recurring items of income and expenses.

Section 2.4. “Net Income” for any Plan Y ear shall mean net income excluding the effects of Extraordinary Itemsfor that Plan Y ear.
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Section 2.5. “Performance Goal” shall mean:

(@ Withregardto the Short-Term Annual Incentive Award: After-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year:

i “Corporate Performance Goal” means the Corporation’s after-tax Net Income

ii.  “Circle Performance Goal” means the Banco Popular North America and Popular Financial Holdings Circles comprising:

Banco Popular North America Circle= BPNA, E-LOAN, Popular Equipment Finance Inc., Popular Insurance Agency USA, and
Banco Popular National Association (US Operations - Mortgage Business Unit)

Popular Financial Holdings Circle = Popular Financial Holdings and Popular FSLLC

(b) Withregard to the Restricted Stock Award: The Corporation’s after-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year.

(c) Withregard to the Performance Shares Award: The Corporation’s simple average 3-year Return on Equity (“ROE”) during the Performance
Cycle.

The 2008 threshold, target and maximum Performance Goals shall be determined by the Plan Administrator and communicated to the Grantee by
March 31, 2008. Such Performance Goals may be revised by the Plan Administrator during the Plan Y ear.

Section 2.6. “ Performance Cycle,” with regard to the Performance Shares Award, shall be the calendar years 2008, 2009 and 2010.

Section 2.7. “ Performance Shares,” shall mean an award in units denominated in the Corporation’s common stock, par value $6.00 per share,
the number of such units which may be adjusted over the Performance Cycle based upon the satisfaction of the Performance Goal, pursuant to
Article1X of the Plan.

Section 2.8. “Plan Administrator” shall mean the Compensation Committee of the Board of Directors of the Corporation.
Section 2.9. “Plan Year” shall be the 2008 calendar year.

Section 2.10. “Restricted Period” shall mean the period of time during which the shares of Restricted Stock are subject to forfeiture or
restrictions on transfer pursuant to Article V111 of the Plan.

Section 2.11. “Restricted Stock” shall mean shares of the Corporation’s common stock, par value $6.00 per share, subject to forfeiture and
restrictions on transferability in accordance with Article V111 of the Plan.

Section 2.12. “Return on Equity” shall mean theratio of after-tax net income divided by average shareholder’s equity of a calendar year,
excluding the effects of Extraordinary ltems.
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SECTION 3
Award
Section 3.1. Short-Term Annual Incentive Award — General
The Short-Term Annual Incentive Award of the Grantee shall be an amount in cash equal to the sum of the Grantee's:

(i)  Corporate Performance Component, as described in Section 3.2.(a); plus
(ii)  Circle Performance Component, as described in Section 3.2.(b); plus
(i)  Strategic and Persona Performance Component, as described in Section 3.2.(c).
Section 3.2. Short-Term Annual Incentive Award — Components

(@ Corporate Performance Component: For the 2008 Plan Y ear, the Grantee’ s Corporate Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

(b) Circle Performance Component: For the 2008 Plan Y ear, the Grantee' s Circle Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined asfollows:

% of Circle % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

() Strategic and Personal Performance Component: Based on the strategic and personal performance of the Grantee during the Plan Y ear, the
Plan Administrator may grant between 0% and 20% of the Grantee's Eligible Earnings.
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Section 3.3. Long-Term Incentive Award — Restricted Stock
The Restricted Stock Award shall be an amount equal to a percentage of the Grantee's Eligible Earnings determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 25%
100% 50%
105% 55%
Over 105% 2% for every % over 105% performance, not to exceed 65%

Section 3.4. Long-Term Incentive Award — Perfor mance Shares

The Granteeis hereby granted the Performance Shares Award described below. The Grantee will earn a number of shares of the Corporation’s
common stock based on the Corporation’s achievement of the Performance Goal at the end of the Performance Cycle.

2008-2010 Average Shares of Popular, Inc.
3-year ROE Common Stock
Below threshold 0
Threshold 10,355 (50% of target)
Target 20,710
Maximum 41,420 (200% of target)
SECTION 4

Payment of Award

Section 4.1 Short-Term Annual Incentive Award. The Short Term Annual Incentive Award shall be payable in cash as soon as practicable
after the Plan Administrator has determined the amount of those Awards.

Section 4.2. Long Term Annual Incentive Award. — Restricted Stock

(@ TheRestricted Stock Award shall be paid in Restricted Stock to be purchased on the open market. The number of shares of Restricted Stock
payable shall be based on the average price per sharefor all shares purchased by the Corporation to pay Awards approved concurrently by
the Plan Administrator.

(b) Except as otherwise provided in paragraph (d) below, the restrictions on 40% of the Restricted Stock awarded to the Grantee will lapse on the
date the Grantee both has attained age 55 and completed 10 years of service, as determined pursuant to personnel policies and procedures.
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©

Except as otherwise provided in paragraph (d) below, the restrictions on the remaining 60% of the Restricted Stock awarded to the Grantee
will lapse on the earlier of: i) the date the Grantee has both attained age 55 and completed 10 years of service, as determined pursuant to
personnel policies and procedures; or ii) as provided below:

% of Award Free

Period of Time After the Award* of Restrictions
1year 12%
2 years 12%
3years 12%
4 years 12%
5years 12%

(d

C)

(f)

©)

(h)

@

specific vesting dates will be determined by the Plan Administrator

If the Grantee's employment isterminated for Cause, the Grantee will forfeit the Restricted Stock awarded that was subject to restrictions at
the time of termination for Cause.

The shares of Restricted Stock awarded to the Grantee herein may not be sold, assigned, transferred, pledged, hypothecated or otherwise
encumbered by the Grantee during the Restricted Period, except as may be provided under the Plan.

For the conseguences of the termination of employment with respect to the shares of Restricted Stock awarded to the Grantee, which may
result in the forfeiture of such shares of Restricted Stock, please refer to Article V111 of the Plan and to the Prospectus of the Plan.

Cash dividends paid on the Restricted Stock, and on all of the Common Stock that may be subsequently acquired with such cash dividends,
will be invested in the purchase of additional shares of Common Stock of the Corporation in accordance with the Popular, Inc. Dividend
Reinvestment and Stock Purchase Plan (DRIP). Such shares are not subject to the restrictions described in paragraph (€) above and are
immediately vested.

The Restricted Stock shall be held in custody by the Trust Division of Banco Popular de Puerto Rico. The Grantee shall have the right to
vote the Restricted Stock.

Section 4.3. Long Term Annual Incentive Award. — Perfor mance Shares

The Performance Shares earned by the Grantee will be determined and delivered to the Grantee as soon as practicable subsequent to the
determination of the Corporation’sfinancial results for the Performance Cycle and approval by the Plan Administrator. The corresponding
shares of the Corporation’s common stock will be purchased on the open market.
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(b) For the consequences of the termination of employment with respect to the Performance Shares awarded to the Grantee, which may result in
the forfeiture of such Performance Shares, please refer to Article IX of the Plan and to the Prospectus of the Plan. Notwithstanding the terms
of Article IX of the Plan, in the event of termination by reason of Approved Retirement during the applicable Performance Cycle, the Grantee
shall receive a payment (based on the Corporation’s results during the Performance Cycle) at the end of the Performance Cycle assuming
that Grantee had been an active employee during the entire Performance Cycle.

SECTION 5

Tax Considerations

Section 5.1. Certain Income Tax Considerations. The granting of the Award may have certain income tax considerations to the Grantee, which
are generally described in the Prospectus of the Plan.

SECTION 6
Miscellaneous

Section 6.1 Leave of Absence. The Plan Administrator may establish a method for adjusting the Award of the Grantee if he wason an
approved leave of absence during the Plan Y ear and may establish different methods for different forms of leave of absence.

Section 6.2. The Plan. This Award is subject to the terms of the Plan, a copy of which has been provided to you.
Section 6.3. Controlling Law. The laws of the Commonwealth of Puerto Rico shall be controlling in all mattersrelating to this Award.

Section 6.4. Titles and Captions. Titles and captionsin this document are used only for convenience and are not to be used in the
interpretation of this Award.

IN WITNESS WHEREOF, Popular, Inc. and the Grantee have executed this Incentive Award and Agreement as of the 21st day of February, 2008.

POPULAR, INC. GRANTEE
/S Tere Loubriel /S/ Roberto R. Herencia
By: TereLoubriel By: Roberto R. Herencia
Title: Executive Vice President Date: February 21, 2008

Date: February 21, 2008

(Back To Top)
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POPULAR, INC.
2008 INCENTIVE AWARD AND AGREEMENT

SECTION 1
Introduction

Section 1.1. Purpose. Popular, Inc. (the “ Corporation”) has established and maintains the 2004 Omnibus Incentive Plan (the “Plan”) to, among
others, provide flexibility to the Corporation and its affiliates to attract, retain and motivate their officers, executives and other key employees
through the grant of awards and to adjust its compensation practices to the best compensation practices and corporate governance trends as they
develop from time to time. The Corporation hereby grants a Short-Term Annual Incentive Award and aLong-Term Incentive Award (the “Award”)
under the Plan to the following person (the “ Granteg”):

Felix M. Villamil
SECTION 2
Definitions

When used in this Award, unless the context clearly requires a different meaning, the following words and terms shall have the meanings set
forth below. Terms not otherwise defined herein shall have the meaning ascribed to them in the Plan. Whenever appropriate, words and terms used
in the singular shall be deemed to include the plural, and vice versa, and the masculine gender shall be deemed to include the feminine gender.

Section 2.1. “ Affiliate” shall mean any corporation or other form of entity of which the Corporation owns, from timeto time, directly or
indirectly, 50% or more of the total combined voting power of all classes of stock or other equity interests.

Section 2.2. “Eligible Earnings’ shall mean the Grantee's base salary (prior to any deferrals under a cash or deferred compensation plan
sponsored by the Corporation or an Affiliate) paid during the Plan Y ear. From time to time the Plan Administrator may, in its sole discretion,
establish rules for determining the amounts of Eligible Earnings for employees who become Grantees other than on the first day of aPlan Year as
well as any reduction of Eligible Earnings asaresult of paid leave of absences.

Section 2.3. “ Extraordinary Items’ shall mean extraordinary, unusual and/or non-recurring items of income and expenses.

Section 2.4. “Net Income” for any Plan Y ear shall mean net income excluding the effects of Extraordinary Itemsfor that Plan Y ear.
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Section 2.5. “Performance Goal” shall mean:

(@ Withregardto the Short-Term Annual Incentive Award: After-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year:

i “Corporate Performance Goal” means the Corporation’s after-tax Net Income

ii. “Circle Performance Goal” means the Processing Circle, comprising EVERTEC, EVERTEC USA, ATH CostaRica, Contado, Serfinsa,
EVERTEC LATINOAMERICA, SOCIEDAD ANONIMA, and TIl Smart Solutions.

(b) Withregard to the Restricted Stock Award: The Corporation’s after-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year.

(c) Withregard to the Performance Shares Award: The Corporation’s simple average 3-year Return on Equity (“ROE”) during the Performance
Cycle.

The 2008 threshold, target and maximum Performance Goals shall be determined by the Plan Administrator and communicated to the Grantee by
March 31, 2008. Such Performance Goals may be revised by the Plan Administrator during the Plan Y ear.
Section 2.6. “ Performance Cycle,” with regard to the Performance Shares Award, shall be the calendar years 2008, 2009 and 2010.

Section 2.7. “ Performance Shares,” shall mean an award in units denominated in the Corporation’s common stock, par value $6.00 per share,
the number of such units which may be adjusted over the Performance Cycle based upon the satisfaction of the Performance Goal, pursuant to
Article1X of the Plan.

Section 2.8. “Plan Administrator” shall mean the Compensation Committee of the Board of Directors of the Corporation.
Section 2.9. “Plan Year” shall be the 2008 calendar year.

Section 2.10. “Restricted Period” shall mean the period of time during which the shares of Restricted Stock are subject to forfeiture or
restrictions on transfer pursuant to Article V111 of the Plan.

Section 2.11. “Restricted Stock” shall mean shares of the Corporation’s common stock, par value $6.00 per share, subject to forfeiture and
restrictions on transferability in accordance with Article V111 of the Plan.

Section 2.12. “Return on Equity” shall mean theratio of after-tax net income divided by average shareholder’s equity of a calendar year,
excluding the effects of Extraordinary ltems.
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SECTION 3
Award
Section 3.1. Short-Term Annual Incentive Award — General
The Short-Term Annual Incentive Award of the Grantee shall be an amount in cash equal to the sum of the Grantee's:

(i)  Corporate Performance Component, as described in Section 3.2.(a); plus
(ii)  Circle Performance Component, as described in Section 3.2.(b); plus
(i)  Strategic and Persona Performance Component, as described in Section 3.2.(c).
Section 3.2. Short-Term Annual Incentive Award — Components

(@ Corporate Performance Component: For the 2008 Plan Y ear, the Grantee’ s Corporate Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

(b) Circle Performance Component: For the 2008 Plan Y ear, the Grantee' s Circle Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined asfollows:

% of Circle % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

() Strategic and Personal Performance Component: Based on the strategic and personal performance of the Grantee during the Plan Y ear, the
Plan Administrator may grant between 0% and 20% of the Grantee's Eligible Earnings.
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Section 3.3. Long-Term Incentive Award — Restricted Stock
The Restricted Stock Award shall be an amount equal to a percentage of the Grantee's Eligible Earnings determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 25%
100% 50%
105% 55%
Over 105% 2% for every % over 105% performance, not to exceed 65%

Section 3.4. Long-Term Incentive Award — Perfor mance Shares

The Granteeis hereby granted the Performance Shares Award described below. The Grantee will earn a number of shares of the Corporation’s
common stock based on the Corporation’s achievement of the Performance Goal at the end of the Performance Cycle.

2008-2010 Average Shares of Popular, Inc.
3-year ROE Common Stock
Below threshold 0
Threshold 6,213 (50% of target)
Target 12,426
Maximum 24,852 (200% of target)
SECTION 4

Payment of Award
Section 4.1 Short-Term Annual Incentive Award. The Short Term Annual Incentive Award shall be payable in cash as soon as practicable
after the Plan Administrator has determined the amount of those Awards.
Section 4.2. Long Term Annual Incentive Award. — Restricted Stock
(@ TheRestricted Stock Award shall be paid in Restricted Stock to be purchased on the open market. The number of shares of Restricted Stock
payable shall be based on the average price per sharefor all shares purchased by the Corporation to pay Awards approved concurrently by
the Plan Administrator.
(b) Except as otherwise provided in paragraph (d) below, the restrictions on 40% of the Restricted Stock awarded to the Grantee will 1apse upon

termination of the Grantee's employment on or after the date the Grantee both has attained age 55 and completed 10 years of service, as
determined pursuant to personnel policies and procedures.
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(c) Except as otherwise provided in paragraph (d) below, the restrictions on the remaining 60% of the Restricted Stock awarded to the Grantee
will lapse on the earlier of: i) termination of the Grantee's employment on or after the date the Grantee has both attained age 55 and completed
10 years of service, as determined pursuant to personnel policies and procedures; or ii) as provided below:

% of Award Free

Period of Time After the Award* of Restrictions
1year 12%
2 years 12%
3years 12%
4 years 12%
5years 12%

* specific vesting dates will be determined by the Plan Administrator

(d) If the Grantee's employment isterminated for Cause, the Grantee will forfeit the Restricted Stock awarded that was subject to restrictions at
the time of termination for Cause.

(e) Thesharesof Restricted Stock awarded to the Grantee herein may not be sold, assigned, transferred, pledged, hypothecated or otherwise
encumbered by the Grantee during the Restricted Period, except as may be provided under the Plan.

(f)  For the consequences of the termination of employment with respect to the shares of Restricted Stock awarded to the Grantee, which may
result in the forfeiture of such shares of Restricted Stock, please refer to Article V111 of the Plan and to the Prospectus of the Plan.

(g Cashdividends paid on the Restricted Stock, and on all of the Common Stock that may be subsequently acquired with such cash dividends,
will be invested in the purchase of additional shares of Common Stock of the Corporation in accordance with the Popular, Inc. Dividend
Reinvestment and Stock Purchase Plan (DRIP). Such shares are not subject to the restrictions described in paragraph (€) above and are
immediately vested.

(h) The Restricted Stock shall be held in custody by the Trust Division of Banco Popular de Puerto Rico. The Grantee shall have the right to
vote the Restricted Stock.

Section 4.3. Long Term Annual Incentive Award. — Perfor mance Shares

(@ The Performance Shares earned by the Grantee will be determined and delivered to the Grantee as soon as practicable subsequent to the
determination of the Corporation’sfinancial results for the Performance Cycle and approval by the Plan Administrator. The corresponding
shares of the Corporation’s common stock will be purchased on the open market.
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(b) For the consequences of the termination of employment with respect to the Performance Shares awarded to the Grantee, which may result in
the forfeiture of such Performance Shares, please refer to Article IX of the Plan and to the Prospectus of the Plan. Notwithstanding the terms
of Article IX of the Plan, in the event of termination by reason of Approved Retirement during the applicable Performance Cycle, the Grantee
shall receive a payment (based on the Corporation’s results during the Performance Cycle) at the end of the Performance Cycle assuming
that Grantee had been an active employee during the entire Performance Cycle.

SECTION 5

Tax Considerations

Section 5.1. Certain Income Tax Considerations. The granting of the Award may have certain income tax considerations to the Grantee, which
are generally described in the Prospectus of the Plan.

SECTION 6
Miscellaneous

Section 6.1 Leave of Absence. The Plan Administrator may establish a method for adjusting the Award of the Grantee if he wason an
approved leave of absence during the Plan Y ear and may establish different methods for different forms of leave of absence.

Section 6.2. The Plan. This Award is subject to the terms of the Plan, a copy of which has been provided to you.
Section 6.3. Controlling Law. The laws of the Commonwealth of Puerto Rico shall be controlling in all mattersrelating to this Award.

Section 6.4. Titles and Captions. Titles and captionsin this document are used only for convenience and are not to be used in the
interpretation of this Award.

IN WITNESS WHEREOF, Popular, Inc. and the Grantee have executed this Incentive Award and Agreement as of the 21st day of February, 2008.

POPULAR, INC. GRANTEE
/S Tere Loubriel /S Felix M. Villamil
By: TereLoubriel By: Felix M. Villamil
Title: Executive Vice President Date: February 21, 2008

Date: February 21, 2008

(Back To Top)
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POPULAR, INC.
2008 INCENTIVE AWARD AND AGREEMENT

SECTION 1
Introduction

Section 1.1. Purpose. Popular, Inc. (the “ Corporation”) has established and maintains the 2004 Omnibus Incentive Plan (the “Plan”) to, among
others, provide flexibility to the Corporation and its affiliates to attract, retain and motivate their officers, executives and other key employees
through the grant of awards and to adjust its compensation practices to the best compensation practices and corporate governance trends as they
develop from time to time. The Corporation hereby grants a Short-Term Annual Incentive Award and aLong-Term Incentive Award (the “Award”)
under the Plan to the following person (the “ Granteg”):

Eduardo Negron
This agreement will apply upon Mr. Negron's appointment to the role of Executive Vice President of People and Communications on April 1, 2008.

SECTION 2
Definitions

When used in this Award, unless the context clearly requires a different meaning, the following words and terms shall have the meanings set
forth below. Terms not otherwise defined herein shall have the meaning ascribed to them in the Plan. Whenever appropriate, words and terms used
in the singular shall be deemed to include the plural, and vice versa, and the masculine gender shall be deemed to include the feminine gender.

Section 2.1. “ Affiliate” shall mean any corporation or other form of entity of which the Corporation owns, from timeto time, directly or
indirectly, 50% or more of the total combined voting power of all classes of stock or other equity interests.

Section 2.2. “Eligible Earnings’ shall mean the Grantee's base salary (prior to any deferrals under a cash or deferred compensation plan
sponsored by the Corporation or an Affiliate) paid during the Plan Y ear. From time to time the Plan Administrator may, in its sole discretion,
establish rules for determining the amounts of Eligible Earnings for employees who become Grantees other than on the first day of aPlan Year as
well as any reduction of Eligible Earnings asaresult of paid leave of absences.

Section 2.3. “ Extraordinary Items’ shall mean extraordinary, unusual and/or non-recurring items of income and expenses.

Section 2.4. “Net Income” for any Plan Y ear shall mean net income excluding the effects of Extraordinary Itemsfor that Plan Y ear.

1
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Section 2.5. “Performance Goal” shall mean:

(@ Withregardto the Short-Term Annual Incentive Award: After-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year:

i “Corporate Performance Goal” means the Corporation’s after-tax Net Income

ii.  “Circle Performance Goal” means the weighted average of Banco Popular de Puerto Rico Circle, Processing Circle, Banco Popular North
AmericaCircle, and Popular Financial Holdings Circle, with Corporate Circle results and Popular, Inc. eliminations allocated among the
business circlesin accordance with the cost allocation method utilized by the Corporate Comptroller.

(b) Withregard to the Restricted Stock Award: The Corporation’s after-tax Net Income (prior to change in accounting principle) for the 2008 Plan
Year.

(c) Withregard to the Performance Shares Award: The Corporation’s simple average 3-year Return on Equity (“ROE”) during the Performance
Cycle.

The 2008 threshold, target and maximum Performance Goals shall be determined by the Plan Administrator and communicated to the Grantee by
March 31, 2008. Such Performance Goals may be revised by the Plan Administrator during the Plan Y ear.

Section 2.6. “ Performance Cycle,” with regard to the Performance Shares Award, shall be the calendar years 2008, 2009 and 2010.

Section 2.7. “ Performance Shares,” shall mean an award in units denominated in the Corporation’s common stock, par value $6.00 per share,
the number of such units which may be adjusted over the Performance Cycle based upon the satisfaction of the Performance Goal, pursuant to
Article1X of the Plan.

Section 2.8. “Plan Administrator” shall mean the Compensation Committee of the Board of Directors of the Corporation.
Section 2.9. “Plan Year” shall be the 2008 calendar year.

Section 2.10. “Restricted Period” shall mean the period of time during which the shares of Restricted Stock are subject to forfeiture or
restrictions on transfer pursuant to Article V111 of the Plan.

Section 2.11. “Restricted Stock” shall mean shares of the Corporation’s common stock, par value $6.00 per share, subject to forfeiture and
restrictions on transferability in accordance with Article V111 of the Plan.

Section 2.12. “Return on Equity” shall mean theratio of after-tax net income divided by average shareholder’s equity of a calendar year,
excluding the effects of Extraordinary ltems.
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SECTION 3
Award
Section 3.1. Short-Term Annual Incentive Award — General
The Short-Term Annual Incentive Award of the Grantee shall be an amount in cash equal to the sum of the Grantee's:

(i)  Corporate Performance Component, as described in Section 3.2.(a); plus
(ii)  Circle Performance Component, as described in Section 3.2.(b); plus
(i)  Strategic and Persona Performance Component, as described in Section 3.2.(c).
Section 3.2. Short-Term Annual Incentive Award — Components

(@ Corporate Performance Component: For the 2008 Plan Y ear, the Grantee’ s Corporate Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

(b) Circle Performance Component: For the 2008 Plan Y ear, the Grantee' s Circle Performance Component shall be an amount equal to a
percentage of the Grantee's Eligible Earnings, determined asfollows:

% of Circle % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 20%
100% 40%
110% and above 60%

() Strategic and Personal Performance Component: Based on the strategic and personal performance of the Grantee during the Plan Y ear, the
Plan Administrator may grant between 0% and 20% of the Grantee's Eligible Earnings.
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Section 3.3. Long-Term Incentive Award — Restricted Stock
The Restricted Stock Award shall be an amount equal to a percentage of the Grantee's Eligible Earnings determined as follows:

% of Corporate % of Eligible
Performance Goal Earnings
Below 90% 0%
90% 25%
100% 50%
105% 55%
Over 105% 2% for every % over 105% performance, not to exceed 65%

Section 3.4. Long-Term Incentive Award — Perfor mance Shares

The Granteeis hereby granted the Performance Shares Award described below. The Grantee will earn a number of shares of the Corporation’s
common stock based on the Corporation’s achievement of the Performance Goal at the end of the Performance Cycle.

2008-2010 Average Shares of Popular, Inc.
3-year ROE Common Stock
Below threshold 0
Threshold 5,283 (50% of target)
Target 10,566
Maximum 21,133 (200% of target)
SECTION 4

Payment of Award
Section 4.1 Short-Term Annual Incentive Award. The Short Term Annual Incentive Award shall be payable in cash as soon as practicable
after the Plan Administrator has determined the amount of those Awards.
Section 4.2. Long Term Annual Incentive Award. — Restricted Stock
(@ TheRestricted Stock Award shall be paid in Restricted Stock to be purchased on the open market. The number of shares of Restricted Stock
payable shall be based on the average price per sharefor all shares purchased by the Corporation to pay Awards approved concurrently by
the Plan Administrator.
(b) Except as otherwise provided in paragraph (d) below, the restrictions on 40% of the Restricted Stock awarded to the Grantee will 1apse upon

termination of the Grantee's employment on or after the date the Grantee both has attained age 55 and completed 10 years of service, as
determined pursuant to personnel policies and procedures.
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(c) Except as otherwise provided in paragraph (d) below, the restrictions on the remaining 60% of the Restricted Stock awarded to the Grantee
will lapse on the earlier of: i) termination of the Grantee's employment on or after the date the Grantee has both attained age 55 and completed
10 years of service, as determined pursuant to personnel policies and procedures; or ii) as provided below:

% of Award Free

Period of Time After the Award* of Restrictions
1year 12%
2 years 12%
3years 12%
4 years 12%
5years 12%

* specific vesting dates will be determined by the Plan Administrator

(d) If the Grantee's employment isterminated for Cause, the Grantee will forfeit the Restricted Stock awarded that was subject to restrictions at
the time of termination for Cause.

(e) Thesharesof Restricted Stock awarded to the Grantee herein may not be sold, assigned, transferred, pledged, hypothecated or otherwise
encumbered by the Grantee during the Restricted Period, except as may be provided under the Plan.

(f)  For the consequences of the termination of employment with respect to the shares of Restricted Stock awarded to the Grantee, which may
result in the forfeiture of such shares of Restricted Stock, please refer to Article V111 of the Plan and to the Prospectus of the Plan.

(g Cashdividends paid on the Restricted Stock, and on all of the Common Stock that may be subsequently acquired with such cash dividends,
will be invested in the purchase of additional shares of Common Stock of the Corporation in accordance with the Popular, Inc. Dividend
Reinvestment and Stock Purchase Plan (DRIP). Such shares are not subject to the restrictions described in paragraph (€) above and are
immediately vested.

(h) The Restricted Stock shall be held in custody by the Trust Division of Banco Popular de Puerto Rico. The Grantee shall have the right to
vote the Restricted Stock.

Section 4.3. Long Term Annual Incentive Award. — Perfor mance Shares

(@ The Performance Shares earned by the Grantee will be determined and delivered to the Grantee as soon as practicable subsequent to the
determination of the Corporation’sfinancial results for the Performance Cycle and approval by the Plan Administrator. The corresponding
shares of the Corporation’s common stock will be purchased on the open market.
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(b) For the consequences of the termination of employment with respect to the Performance Shares awarded to the Grantee, which may result in
the forfeiture of such Performance Shares, please refer to Article IX of the Plan and to the Prospectus of the Plan. Notwithstanding the terms
of Article IX of the Plan, in the event of termination by reason of Approved Retirement during the applicable Performance Cycle, the Grantee
shall receive a payment (based on the Corporation’s results during the Performance Cycle) at the end of the Performance Cycle assuming
that Grantee had been an active employee during the entire Performance Cycle.

SECTION 5

Tax Considerations

Section 5.1. Certain Income Tax Considerations. The granting of the Award may have certain income tax considerations to the Grantee, which
are generally described in the Prospectus of the Plan.

SECTION 6
Miscellaneous

Section 6.1 Leave of Absence. The Plan Administrator may establish a method for adjusting the Award of the Grantee if he wason an
approved leave of absence during the Plan Y ear and may establish different methods for different forms of leave of absence.

Section 6.2. The Plan. This Award is subject to the terms of the Plan, a copy of which has been provided to you.
Section 6.3. Controlling Law. The laws of the Commonwealth of Puerto Rico shall be controlling in all mattersrelating to this Award.

Section 6.4. Titles and Captions. Titles and captionsin this document are used only for convenience and are not to be used in the
interpretation of this Award.

IN WITNESS WHEREOF, Popular, Inc. and the Grantee have executed this Incentive Award and Agreement as of the 21st day of February, 2008.

POPULAR, INC. GRANTEE
/S Tere Loubriel /SI Eduardo Negron
By: TereLoubriel By: Eduardo Negron
Title: Executive Vice President Date: February 21, 2008

Date: February 21, 2008

(Back To Top)
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POPULAR, INC.
2008 PERFORMANCE SHARESAWARD AND AGREEMENT

SECTION 1

Introduction

Section 1.1. Purpose. Popular, Inc. (the “ Corporation”) has established and maintains the 2004 Omnibus Incentive Plan (the “Plan”) to, among
others, provide flexibility to the Corporation and its affiliates to attract, retain and motivate their officers, executives and other key employees
through the grant of awards and to adjust its compensation practices to the best compensation practices and corporate governance trends as they
develop from time to time. The Corporation hereby grants a Performance Shares Award (the “ Award”) under the Plan to the following person (the
“Grantee”):

TerelLoubrie
SECTION 2

Definitions

When used in this Award, unless the context clearly requires a different meaning, the following words and terms shall have the meanings set
forth below. Terms not otherwise defined herein shall have the meaning ascribed to them in the Plan. Whenever appropriate, words and terms used
in the singular shall be deemed to include the plural, and vice versa, and the masculine gender shall be deemed to include the feminine gender.

Section 2.1. “ Affiliate” shall mean any corporation or other form of entity of which the Corporation owns, from timeto time, directly or indirectly,
50% or more of the total combined voting power of all classes of stock or other equity interests.

Section 2.2. “Extraordinary Items’ shall mean extraordinary, unusual and/or non-recurring items of income and expenses.
Section 2.3. “ Performance Goal” shall mean:

The Corporation’s simple average 3-year Return on Equity (“ROE") during the Performance
Cycle.

The 2008 threshold, target and maximum Performance Goals shall be determined by the Plan Administrator and communicated to the Grantee by
March 31, 2008. Such Performance Goals may be revised by the Plan Administrator during the Plan Y ear.

Section 2.4. “ Performance Cycle” shall be the calendar years 2008, 2009 and 2010.
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Section 2.5. “ Performance Shares,” shall mean an award in units denominated in the Corporation’s common stock, par value $6.00 per share, the
number of such unitswhich may be adjusted over the Performance Cycle based upon the satisfaction of the Performance Goal, pursuant to
Article IX of the Plan.

Section 2.6. “Plan Administrator” shall mean the Compensation Committee of the Board of Directors of the Corporation.

Section 2.7. “ Return on Equity” shall mean theratio of after-tax net income divided by average shareholder’s equity of acalendar year,
excluding the effects of Extraordinary Items.

SECTION 3

Award
Section 3.1. Performance Shares

The Granteeis hereby granted the Performance Shares Award described below. The Grantee will earn a number of shares of the Corporation’s
common stock based on the Corporation’s achievement of the Performance Goal at the end of the Performance Cycle.

2008-2010 Average Shares of Popular, Inc.
3-year ROE Common Stock
Below threshold 0
Threshold 6,731 (50% of target)
Target 13,462
Maximum 26,923 (200% of target)
SECTION 4

Payment of Award
Section 4.1. Performance Shares
(a) The Performance Shares earned by the Grantee will be determined and delivered to the Grantee as soon as practicabl e subsequent to the

determination of the Corporation’sfinancial results for the Performance Cycle and approval by the Plan Administrator. The corresponding
shares of the Corporation’s common stock will be purchased on the open market.

(b) For the consequences of the termination of employment with respect to the Performance Shares awarded to the Grantee, which may result in
the forfeiture of such Performance Shares, please refer to Article IX of the Plan and to the Prospectus of the Plan. Notwithstanding the terms of
Article IX of the Plan, in the event of termination by reason of Approved Retirement during the applicable Performance Cycle, the Grantee shall

2




[l POPULAR. Inc.

receive a payment (based on the Corporation’s results during the Performance Cycle) at the end of the Performance Cycle assuming that
Grantee had been an active employee during the entire Performance Cycle.

SECTION 5

Tax Considerations

Section 5.1. Certain Income Tax Considerations. The granting of the Award may have certain income tax considerations to the Grantee, which
are generally described in the Prospectus of the Plan.

SECTION 6

Miscellaneous

Section 6.1 L eave of Absence. The Plan Administrator may establish a method for adjusting the Award of the Grantee if he was on an approved
leave of absence during the Performance Cycle and may establish different methods for different forms of leave of absence.

Section 6.2. The Plan. This Award is subject to the terms of the Plan, a copy of which has been provided to you.
Section 6.3. Controlling Law. The laws of the Commonwealth of Puerto Rico shall be controlling in all matters relating to this Award.

Section 6.4. Titles and Captions. Titles and captions in this document are used only for convenience and are not to be used in the interpretation
of this Award.

IN WITNESS WHEREOF, Popular, Inc. and the Grantee have executed this Performance Shares Award and Agreement as of the 21st day of
February, 2008.

POPULAR, INC. GRANTEE

/S Richard L. Carrién /S Tere Loubriel

By: Richard L. Carrion By: Tere Loubriel

Title: Chairman and CEO Date: February 21, 2008

Date: February 21, 2008

(Back To Top)
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COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
AND PREFERRED STOCK DIVIDENDS
(Dollarsin thousands)

(Loss) Income before income taxes
Fixed charges:
Interest expense
Estimated interest component of net rental payments
Total fixed chargesincluding interest on deposits
Less: Interest on deposits
Total fixed charges excluding interest on deposits
Income before income taxes and fixed charges(including
interest on deposits)
Income before income taxes and fixed charges(excluding
interest on deposits)
Preferred stock dividends
Ratio of earningsto fixed charges
Including Interest on Deposits
Excluding Interest on Deposits
Ratio of earningsto fixed charges & Preferred Stock
Dividends
Including Interest on Deposits
Excluding Interest on Deposits

Y ear Ended December 31,

Exhibit 12.1

2007

($149,238)

1,678,781
37,187
1,715,968
765,793
950,175

$1,566,730

$ 800,937
11,913

(A)
(A)

(A)
(A)

2006
$ 455,716

1,636,531
31,047
1,667,578
580,094
1,087,484

$2,123,294

$1,543,200
11,913

1.3x
1.4x

1.3x
1.4x

2005 2004 2003
$ 680,942 $ 628,067 $ 597,410
1,241,652 840,754 749,550
27,454 25,068 22,940
1,269,106 865,822 772,490
430,813 330,351 342,891
838,293 535,471 429,599
$1,950,048 $1,493,889 $1,369,900
$1,519,235 $1,163,538 $1,027,009
11,913 11,913 9,919
1.5x 1.7x 1.8x
1.8x 2.2 2.4x
1.5x 1.7x 1.7x
1.8x 2.1x 2.3

(A) During 2007, earnings were not sufficient to cover fixed charges or preferred dividends and the ratios were less than 1:1. The Corporation
would have had to generate additional earnings of $125 million to achieveratios of 1:1 in 2007.

(Back To Top)
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Popular, Inc. isafull service financial institution based in Puerto Rico with operations in Puerto Rico, the United States, the Caribbean and Latin
America. Astheleading financial institution in Puerto Rico, with over 300 branches and offices, the Corporation offers retail and commercial
banking services through its franchise, Banco Popular de Puerto Rico, aswell as auto and equipment leasing and financing, mortgage loans,
consumer lending, investment banking, broker/dealer and insurance services through specialized subsidiaries. In the United States, the
Corporation operates Banco Popular North America, including its wholly-owned subsidiary E-LOAN, and Popular Financial Holdings. Banco
Popular North America, acommunity bank, provides awide range of financial services and products and operates branchesin New Y ork,
Cdlifornia, Illinois, New Jersey, Floridaand Texas. E-L OAN offers online consumer direct lending, while Popular Financial Holdings is dedicated to
mortgage servicing. The Corporation, through its transaction processing company, EVERTEC, continues to use its expertise in technology as a
competitive advantage in its expansion throughout the United States, the Caribbean and Latin America, as well asinternally servicing many of the
Corporation’s subsidiaries’ system infrastructures and transactional processing businesses. The Corporation is exporting its 114 years of
experience through these regions while continuing its commitment to meeting the needs of retail and business clients through innovation, and to
fostering growth in the communitiesit serves.
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Decisions we made during 2007 were extremely difficult, but will place usin abetter position moving forward.
Letter | 2007 | to Shareholders

Popular’sfinancia performancein 2007 was significantly influenced by the negative impact of the mortgage industry downturn in the results
of our non-banking operationsin the United States and by actions we undertook to address that situation. These decisions, while extremely
difficult, place usin abetter position going forward as we focus on our core banking franchise in the mainland. In Puerto Rico, our financia
services business continued delivering strong results, despite an economic recession and deteriorating credit quality. EVERTEC, our
processing business, showed steady earnings growth and made progress on several strategic fronts.

Popular reported a net loss of $64.5 million for 2007, compared with anet income of $357.7 million in 2006. Basic and diluted net loss per
common share for the year was $0.27, compared with a net income per common share of $1.24 for 2006. These losses represented a negative
return on assets (ROA) of 0.14% and a negative return on common equity (ROE) of 2.08%, compared to 0.74% and 9.73% in 2006,
respectively.

Our results for 2007 were negatively affected by (i) a$274.9 million increase in the provision for loan losses in 2007 as compared to 2006,
driven by the slowdown in the United States housing sector and weak economic conditionsin Puerto Rico; (i) a$90.1 million pre-tax loss
related to the recharacterization of several on-balance sheet securitizations at Popular Financial Holdings (PFH); (iii) areduction of
$85.1 million inthe fair value of residual interests recognized by PFH in previous securitizations;
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Popular, Inc. At-a-Glance
Banco Popular de Puerto Rico

> Approximately 1.4 million clients

> 204 branches and 111 offices throughout Puerto Rico and the Virgin Islands

> 6,442 FTEs as of 12/31/07

> 615 ATMs and 28,000 POS throughout Puerto Rico and the Virgin Islands

> #1 market share in Total Deposits (34.9% — 9/30/07) and Total Loans (23.0% — 9/30/07)
> $27.1 billion in assets, $16.6 billion in loans and $18.8 billion in deposits as of 12/31/07

Banco Popular North America

> 147 branches throughout six states (Florida, California, New Y ork, New Jersey, Texas, and lllinois)
> 24 leasing offices with a presencein 15 states

> 2,923 FTEs as of 12/31/07

> 5th SBA lender in the United Statesin terms of dollars of loans

> E-LOAN held $1.5 billion in deposits and originated $3.6 billion in loans during 2007

> $13.4 billion in assets, $10.3 billion in loans and $9.8 billion in total deposits as of 12/31/07

EVERTEC

> 11 offices throughout the United States and L atin America serving 15 countries

> 1,765 FTEs as of 12/31/07

> Processed over 1 billion transactions in 2007, of which more than 535 million corresponded to the ATH® Network
> 4,944 ATMs and over 100,500 POS throughout the United States and Latin America

Popular Financial Holdings

> 135 officesin 16 states as of 12/31/07

> Total originations amounted to $3.4 billion in 2007

> Mortgage portfolio serviced for others of $9.4 billion as of 12/31/07

> 930 FTEsas of 12/31/07

> $3.9 billion in assets and $3.3 billion in loans

Letter to Shareholders, continued

(iv) $16.6 million in restructuring charges at PFH; and (v) $231.9 million in restructuring and impairment charges at E-L OAN. These negative
variances were partially offset by apre-tax gain of $118.7 million stemming from the sale of the Corporation’s shares of common stock of
Telecomunicaciones de Puerto Rico, Inc. (TELPRI) in March of 2007.

Our stock pricefell 41% during 2007, closing the year at $10.60. We are extremely disappointed with our financial results aswell asthe
performance of our stock. We recognize these results are unacceptable and have begun a process to realign our operationsin the United States to
take them to acceptabl e profitability levels.

United States



At Popular Financial Holdings (PFH), our mainland United States sub-prime lending operation, we reduced the size of the business and took
measures to lessen our exposure to the sub-prime mortgage market. At E-LOAN, we adapted the business model and right-sized our infrastructure
to reflect amarket with significantly lower volumes, higher delinquencies and apractically illiquid secondary market. In the case of Banco Popular
North America (BPNA), we embarked on a process to focus our resources to improve the profitability of our retail franchise.

Popular Financial Holdings

PFH recorded a net loss of $269.4 million in 2007. These results reflect the deterioration of the sub-prime mortgage business as well as charges
related to some of the initiatives we undertook during the year.

In January of 2007, we adopted a restructuring plan for PFH which included the decisions to exit the whol esal e sub-prime origination business,
to consolidate support functionswith its sister United States banking entity, Banco Popular North America, and to focus on profitable businesses.

Asaresult of the restructuring plan and the decision to exit the whol esal e sub-prime business, we completed the recharacterization of certain
on-balance sheet securitizations that allowed us to recognize these transactions as sales. Consequently, we removed approximately $3.2 billionin
mortgage loans and $3.1 billion in related liabilities from our balance sheet. The impact of the recharacterization was a pre-tax loss of $90.1 million.
The removal of these mortgage assets from our books improves capital and credit quality ratios and reduces the amount of sub-prime mortgages
on our books.

Most of PFH’s remaining |oan portfolio amounting to approximately $1.5 billion and $287 million of bond certificates associated with on-balance
sheet securitizations will be presented at market value based on FAS 159 (Fair Value Option for Financial Assets and Financial
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Liabilities). The adoption of FAS 159, which will be implemented on January 1st, will result in a negative pre-tax adjustment that could range
between $280 million and $300 million that will have no impact in the income statement since it will be deducted from retained earnings.

At the time of the January 2007 restructuring, we decided to continue the operations of Equity One and its subsidiaries, which are dedicated to
originating and servicing consumer finance loans through a network of over 130 offices. However, given increasing funding costs stemming from
the disruption in the capital markets that began in the summer of 2007, we became convinced that it would become progressively more difficult to
generate an adequate return on the capital invested at Equity One. In January 2008, we announced the signing of an agreement to sell certain
assets of Equity Oneto American General Financial, amember of the American International Group (AlG). As part of the agreement, American
General acquired asignificant portion of Equity One’'s mortgage |oan and consumer loan portfolio approximating $1.4 billion as well as 24 of Equity
One's branches. We will be closing the remaining branches. The transaction, which closed on March 1, 2008, resulted in restructuring charges of
$19.5 million, most of which will be recorded in the first quarter, and generated a pre-tax gain of approximately $50 million.

The combined effect of the aforementioned initiativesis areduction of PFH’s mortgage loans held-in portfolio from $6.9 billion in the beginning
of 2007 to approximately $1.3 hillion as of December 2007, of which $1 billion is sub-prime compared to a sub-prime portfolio amounting to
$4.6 billion as of December 2006. Also, these initiatives enable us to present a clearer picture of Popular’sreal exposurein this business.

Banco Popular North America

Banco Popular North America (BPNA), which includes E-LOAN as asubsidiary, reported a net loss of $195.4 million in 2007. Thisloss was driven
by anet loss of $245.7 million at E-LOAN.

BPNA'’s banking operations generated a net income of $50.5 million, which, even though positive, was 50% below 2006. BPNA'sresults were
adversely affected by increased credit costs and lower net interest income. BPNA's provision totaled $77.8 million, 106% higher than in 2006, due
to the higher non-performing assets in the construction loan and mortgage portfolios. Net interest income was $14.5 million below 2006 levels due
to tighter margins.

Given the challenges we face, we took action to focus and prioritize resources. In October 2007, we announced the sale of six of our Houston,
Texas branches to Prosperity Bank. Prosperity Bank paid a premium of 10.10% for approximately $125 million in deposits, and purchased certain
loans and assets attributabl e to the branches. We will focus our efforts on improving the performance of the branch network we have built in the
United Statesto enhance the value of our retail franchise.

E-LOAN incurred a net loss of $245.7 million in 2007, which includes restructuring charges of $20.1 million and goodwill and trademark
impairment charges amounting to $211.8 million.

Wewill focus our efforts to enhance the value of our retail franchise.

E-LOAN'’s business continued to be severely impacted by market conditions during 2007. A general decline in mortgage origination volume,
significant increases in delinquencies and foreclosures and reduced liquidity in the secondary markets prompted us to restructure E-LOAN. In
November 2007, we adopted a restructuring plan that substantially reduced marketing and personnel expenses and focused E-LOAN in the
origination of agency conforming first mortgage loans. This plan resulted in restructuring charges of $20.1 million in the fourth quarter of 2007 and
is expected to reduce operating expenses by $77 million in 2008.

Given the changes to the business model and the challenging environment faced by the mortgage industry in the United States, we conducted
an assessment of the value of E-LOAN’srecorded goodwill and trademark. The review resulted in the recognition of an impairment. This charge
was anon-cash transaction and did not impact Popular’sliquidity or regulatory capital ratios.

E-LOAN continues to be an important element for Popular given itstechnology platform, the wide geographic reach of its products, its ability to
rai se deposits for the Corporation and its widely known and respected brand.
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Letter to Shareholders, continued
Puerto Rico

Our financial services operationsin Puerto Rico, which consist of Banco Popular de Puerto Rico and other specialized subsidiaries, performed very
well in 2007 despite an economy in recession, deteriorating credit quality and aggressive competition. These results confirm our capacity not only
to withstand these negative forces, but to strengthen our position even in the most challenging of times.

Net income for the Puerto Rico circle totaled $327.3 million, $28.6 million lower than in 2006. Financial results were impacted by deterioration in
credit quality, which translated in a provision for loan losses of $243.7 million, 73% higher than the previous year. Net charge-offs rose by 69%,
reaching $191 million, mostly in the commercial, credit card and personal loan portfolios. Throughout the year, we focused on proactively
managing credit quality by tightening underwriting standards, anticipating possible losses, increasing spreads and improving collection efforts.

Notwithstanding our careful approach in the credit arena, we were able to defend and increase our market share across the board. Market share
gains get tougher every year, considering we are already the top player in seven out of the nine key product categories we closely track. During
2007, we improved our position in eight out of the nine categories, accounting for 23% of total loans and 35% of total depositsin the market. We
will continue to focus on profitable market growth to further solidify our leadership position in Puerto Rico.

In addition to growing our existing business, we strengthened our franchise with the acquisition of Citibank’slocal retail business and Smith
Barney’slocal retail brokerage operations. The retail business acquisition included 17 branches (seven of which were consolidated), approximately
$1 billion in deposits, mostly core deposits, and over $220 million in loans. Including these deposits, Popular’s market share rose to approximately
38%. We welcomed over 200 new colleagues and a solid client base which offers great potential to cross-sell additional Popular products. The
local securities businessis highly concentrated, with 60% of assets under management (AUM) controlled by the top two players. The Smith
Barney transaction strengthens our sales force and provides additional business volume ($1.2 billion in AUM), significantly closing the gap
between Popular Securities and the second player.

Improving cost efficiency remained one of Banco Popular’s prioritiesin 2007. Expenses were 4.7% higher than in 2006, in great part due to costs
related to the conversion of Citibank’sretail and brokerage operations. However, even though these costs were not in the original budget, total
expenses for the year were below budget due to disciplined spending in other areas. Asaresult of our cost efficiency efforts throughout the last
three years, we have improved our efficiency ratio from 55.8% in 2005 to 52.9% in 2007.

We expect the tough economic scenario to persist well into 2008, but as we proved in 2007, discipline, afocus on execution and a strong
franchise can not only get us through the toughest times, it can make us emerge even stronger than before.

Aswe proved in 2007, discipline and focus on execution can make us emerge stronger.
EVERTEC

EVERTEC, our processing unit with operations in Puerto Rico, the Caribbean and Latin America, increased revenues, net income and transaction
volumein 2007 despite arecession in its main market, Puerto Rico, and increased competition from larger processing companies across all regions.

EVERTEC's net incomein 2007 reached $31.3 million, an increase of 20% over 2006. These results were driven by good revenue growth, mainly
from clients other than Popular companies, combined with tight expense management.

In addition to solid financial results, EVERTEC made important progressin several of itskey strategic areas, such as enhancing the
competitiveness of the ATH® Network. For over 20 years, ATH® has been the preferred, as well asthe most secure and cost effective payment
method for Puerto Ricans. During 2007, the ATH® network processed over 535 million transactions through 4,944 ATMs and 100,500 POS
terminals. In recent years, ATH® has experienced increased competition from Visaand MasterCard due to the rise in signature debit cards. In
response to this challenge, the ATH® Network in Puerto Rico updated its price structure to give greater financial
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incentives to member banks while remaining the lowest-cost alternative for merchants. These changes will solidify and protect the ATH® brand and
foster long-term growth of the business.

In Puerto Rico, we added several financial institutions to our client roster as well as expanded the services offered to existing clients. EVERTEC
now processes approximately 75% of all checks and electronic interchange in Puerto Rico. We expanded our workforce management business with
the acquisition of SENSE, a software development company that provides solutions for human resources, payroll, and time and attendance. The
health systems business acquired a portfolio of medical providers and increased the number of processed transactions by approximately 20%.
EVERTEC Latin Americahad an excellent year, significantly increasing revenues and adding important customers in the region, despite the entry
of international processors resulting from the acquisition of local banks by large international players.

EVERTEC' sresults and strategic accomplishments during 2007 corroborate the strategy we laid out four years ago of leveraging our existing
infrastructure to generate additional revenues and further diversify our sources of income.

Moving Forward

Throughout this challenging year, the guidance and support of our Board of Directors has been very significant and greatly appreciated. | would
like to recognize José B. Carrion (Pepe) for his service in the Banco Popular and Popular, Inc. Boards. For seven years, this organization greatly
benefited from his counsel and insight. Pepe retired in 2007 upon reaching the mandatory retirement age. At the same time, we are extremely
pleased to welcome Michael Masin to our Board of Directors. | know that Michael’s vast experience as part of the management and the Boards of
some of the top corporationsin the United States will be of great value to Popular.

Also, after serving Popular for 30 years, our Executive Vice President in charge of People, Communications and Planning, Tere Loubriel will
retirein March. Tere held awide variety of positions throughout the years, all of them with the same level of dedication and commitment to
excellence. We will miss her tremendously and wish her the best. Eduardo Negron, our Deputy Chief Legal Officer for seven years, will direct the
People and Communi cations area going forward.

In retrospect, 2007 was definitely one of the most challenging years that our Corporation has faced to date. Unprecedented conditions and
turmoil in the financial servicesindustry have put our organization to the test. Our people responded as they always have, focusing their attention
and energy to define and execute what was necessary to tackle the issues at hand. Now, more than ever, we are confident about our ability to go
forward and return Popular to the growth and profitability levelsthat have characterized this organization’s history.

Richard L. Carrién
Chairman, President
and Chief Executive Officer

Institutional Values

Social Commitment

We are committed to work actively in promoting the social and economic well-being of the communities we serve.
Customer

We achieve satisfaction for our customers and earn their loyalty by adding value to each interaction. Our relationship with the customer takes
precedence over any particular transaction.

Integrity

We are guided by the highest standards of ethics, integrity and morality. Our customers’ trust is of utmost importance to our institution.
Excellence

We believe there is only one way to do things: the right way.

Innovation

We foster a constant search for new solutions as a strategy to enhance our competitive advantage.

Our People

We strive to attract, develop, compensate and retain the most qualified people in awork environment characterized by discipline and affection.
Shareholder Value

Our goal isto produce high and consistent financial returns for our shareholders, based on along-term view.
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25-Y ear Historical Financial Summary

(Dollarsin millions,

except per share data) 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
Selected Financial
Information
Net Interest Income $ 1449 $ 156.8 $ 1749 $ 184.2 $ 2077 $ 2325 $ 260.9 $ 284.2 $ 407.8 $ 4402 $ 4921
Non-Interest Income 19.6 19.0 26.8 41.4 41.0 54.9 63.3 70.9 131.8 1245 125.2
Operating Expenses 127.3 137.2 156.0 168.4 185.7 195.6 212.4 229.6 345.7 366.9 412.3
Net Income 26.8 29.8 32.9 38.3 38.3 47.4 56.3 63.4 64.6 85.1 109.4
Assets 2,974.1 3,526.7 4,141.7 4,531.8 5,389.6 5,706.5 5,972.7 8,983.6 8,780.3 10,002.3 11,5134
Net Loans 1,075.7 1,373.9 1,715.7 2,271.0 2,768.5 3,096.3 3,320.6 5,373.3 5,195.6 5,252.1 6,346.9
Deposits 2,3475 2,870.7 3,365.3 3,820.2 4,491.6 4,715.8 4,926.3 7,422.7 7,207.1 8,038.7 8,522.7
Stockholders' Equity 182.2 203.5 226.4 283.1 308.2 341.9 383.0 588.9 631.8 752.1 834.2
Market Capitalization $ 1193 $ 159.8 $ 216.0 $ 304.0 $ 260.0 $ 355.0 $ 430.1 $ 479.1 $ 579.0 $ 987.8 $ 1,014.7
Return on Assets
(ROA) 0.95% 0.94% 0.89% 0.88% 0.76% 0.85% 0.99% 1.09% 0.72% 0.89% 1.02%
Return on Equity
(ROE) 15.86% 15.83% 15.59% 15.12% 13.09% 14.87% 15.87% 15.55% 10.57% 12.72% 13.80%
Per Common Sharel
Net Income — Basic $ 019 $ 021 $ 023 $ 025 $ 024 $ 0.30 $ 035 $ 040 $ 027 $ 0.35 $ 0.42
Net Income — Diluted $ 019 $ 021 $ 023 $ 025 $ 024 $ 0.30 $ 035 $ 0.40 $ 027 $ 0.35 $ 0.42
Dividends (Declared) 0.06 0.06 0.07 0.08 0.09 0.09 0.10 0.10 0.10 0.10 0.12
Book Value 1.24 1.38 1.54 1.73 1.89 2.10 2.35 2.46 2.63 2.88 3.19
Market Price $ 083 $ 111 $ 150 $ 200 $ 167 $ 222 $ 269 $ 200 $ 241 $ 3.78 $ 3.88
Assetsby Geographical
Area
Puerto Rico 94% 91% 92% 92% 94% 93% 92% 89% 87% 87% 79%
United States 5% 8% 7% 7% 5% 6% 6% 9% 11% 10% 16%
Caribbean and Latin
America 1% 1% 1% 1% 1% 1% 2% 2% 2% 3% 5%
Total 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Traditional Delivery
System
Banking Branches
Puerto Rico 112 113 115 124 126 126 128 173 161 162 165
VirginIslands 3 3 3 3 3 3 3 3 3 3 8
United States 6 9 9 9 9 10 10 24 24 30 32
Subtotal 121 125 127 136 138 139 141 200 188 195 205
Non-Banking Offices
Popular Financial
Holdings 27 41 58
Popular Cash
Express
Popular Finance 14 17 18 26 26 26 26
Popular Auto 4 9 9 9 8
Popular Leasing,
U.SA.
Popular
Mortgage
Popular
Securities
Popular
Insurance
Popular
Insurance
Agency
U.SA.
Popular
Insurance, V.1.
EVERTEC
Subtotal 14 17 22 35 62 76 92
Total 121 125 127 136 152 156 163 235 250 271 297
Electronic Delivery
System
ATMs?
Owned and
Driven
Puerto Rico 30 78 94 113 136 153 151 211 206 211 234
Caribbean 3 3 3 3 3 3 8
United States 6 11
Subtotal 30 78 94 113 139 156 154 214 209 220 253
Driven
Puerto Rico 6 36 51 55 68 65 54 73 81 86
Caribbean
Subtotal 6 36 51 55 68 65 54 73 81 86
Total 30 84 130 164 194 224 219 268 282 301 339

Transactions(in
millions)



Electronic

Transactions3 0.6 44 7.0 8.3 12.7 14.9 16.1 18.0 23.9 28.6 33.2

Items Processed 102.1 110.3 123.8 134.0 139.1 159.8 161.9 164.0 166.1 170.4 171.8
Employees (full-time

equivalent) 3,832 4,110 4,314 4,400 4,699 5,131 5,213 7,023 7,006 7,024 7,533

1 Per common share data adjusted for stock splits.
2 Does not include host-to-host ATMs (2,186 in 2007) which are neither owned nor driven, but are part of the ATHe® Network.

3 From 1981 to 2003, electronic transactions include ACH, Direct Payment, TelePago, Internet Banking and ATH® Network transactionsin
Puerto Rico. Since 2004, these numbers wer e adjusted to include ATH® Network transactions in the Dominican Republic, Costa Rica, El
Salvador and United States, health care transactions, wire transfers, and other el ectronic payment transactionsin addition to those
previously stated.
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1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
$ 5355 $ 5842 $ 6813 $ 7840 $ 8730 $ 9537 $ 9828 $ 10568 $ 1,160.2 $ 1,2847 $ 1,3755 $ 1,424.2 $ 1,427.9 $ 1,449.4
141.3 173.3 205.5 247.6 291.2 372.9 464.1 491.8 543.8 626.0 608.8 785.3 809.5 694.3
447.8 486.8 541.9 636.9 720.4 837.5 876.4 926.2 1,029.0 1,113.1 1,171.0 1,328.2 1,485.1 1,704.6
124.7 146.4 185.2 209.6 232.3 257.6 276.1 304.5 351.9 470.9 489.9 540.7 357.7 -64.5
12,778.4 15,675.5 16,764.1 19,300.5 23,160.4 25,460.5 28,057.1 30,744.7 33,660.4 36,434.7 44,401.6 48,623.7 47,404.0 44,411.4
7,781.3 8,677.5 9,779.0 11,376.6 13,078.8 14,907.8 16,057.1 18,168.6 19,582.1 22,602.2 28,742.3 31,710.2 32,736.9 29,911.0
9,012.4 9,876.7 10,763.3 11,749.6 13,672.2 14,173.7 14,804.9 16,370.0 17,614.7 18,097.8 20,593.2 22,638.0 24,438.3 28,334.4
1,002.4 1,141.7 1,262.5 1,503.1 1,709.1 1,661.0 1,993.6 2,272.8 2,410.9 2,754.4 3,104.6 3,449.2 3,620.3 3,581.9
$ 9237 $ 12768 $ 22305 $ 33503 $4611.7 $ 37902 $35781 $3954 $ 44764 $59602 $ 76856 $ 5,836.5 $ 5,003.4 $ 2,968.3
1.02% 1.04% 1.14% 1.14% 1.14% 1.08% 1.04% 1.09% 1.11% 1.36% 1.23% 1.17% 0.74% -0.14%
13.80% 14.22% 16.17% 15.83% 15.41% 15.45% 15.00% 14.84% 16.29% 19.30% 17.60% 17.12% 9.73% -2.08%
$ 046 $ 053 $ 067 $ 075 $ 08 $ 092 $ 099 $ 1.09 $ 131 $ 174 % 1.79 $ 1.98 $ 1.24 -$0.27
$ 046 $ 053 $ 067 $ 075 $ 08 $ 092 $ 099 $ 109 $ 131 $ 174 % 1.79 $ 1.97 $ 1.24 -$0.27
0.13 0.15 0.18 0.20 0.25 0.30 0.32 0.38 0.40 0.51 0.62 0.64 0.64 0.64
3.44 3.96 4.40 5.19 5.93 5.76 6.96 7.97 9.10 9.66 10.95 11.82 12.32 12.12
$ 352 $ 48 $ 844 $ 1238 $ 1700 $ 1397 $ 1316 $ 1454 $ 1690 $ 2243 $ 2883 $ 2115 $ 17.95 $ 10.60
76% 75% 74% 74% 71% 71% 2% 68% 66% 62% 55% 53% 52% 59%
20% 21% 22% 23% 25% 25% 26% 30% 32% 36% 43% 45% 45% 38%
4% 4% 4% 3% 4% 4% 2% 2% 2% 2% 2% 2% 3% 3%
100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
166 166 178 201 198 199 199 196 195 193 192 194 191 196
8 8 8 8 8 8 8 8 8 8 8 8 8 8
34 40 44 63 89 91 95 96 96 97 128 136 142 147
208 214 230 272 295 298 302 300 299 298 328 338 341 351
73 91 102 117 128 137 136 149 153 181 183 213 159 135
51 102 132 154 195 129 114 4 — —
28 31 39 44 48 47 61 65 36 43 43 49 52 51
10 9 8 10 10 12 12 20 18 18 18 17 15 12
7 8 10 11 13 13 11 15 14 11 24
3 3 3 11 13 21 25 29 32 30 33 32 32
1 2 2 2 3 4 7 8 9 12 12 13
2 2 2 2 2 2 2 2
1 1 1 1 1 1 1
1 1 1 1 1 1
4 4 4 5] 5] 7 8 12 11
111 134 153 183 258 327 382 427 460 431 423 354 297 282
319 348 383 455 553 625 684 727 759 729 751 692 638 633
262 281 327 391 421 442 478 524 539 557 568 583 605 615
8 8 9 17 59 68 37 39 53 57 59 61 65 69
26 38 53 71 94 99 109 118 131 129 163 181 192 187
296 327 389 479 574 609 624 681 723 743 790 825 862 871
88 120 162 170 187 102 118 155 174 176 167 212 226 433
97 192 265 851 920 823 926 1,110 1,216 1,726 1,360 1,454
88 120 259 362 452 953 1,038 978 1,100 1,286 1,383 1,938 1,586 1,887




384 447 648 841 1,026 1,562 1,662 1,659 1,823 2,029 2,173 2,763 2,448 2,758

43.0 56.6 78.0 111.2 130.5 159.4 199.5 206.0 236.6 255.7 568.5 625.9 690.2 772.7
1745 175.0 173.7 171.9 170.9 171.0 160.2 149.9 145.3 138.5 133.9 140.3 150.0 175.2

7,606 7,815 7,996 8,854 10,549 11,501 10,651 11,334 11,037 11,474 12,139 13,210 12,508 12,303
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Board of Directors

Richard L. Carrién

Chairman, President, Chief Executive Officer,
Popular, Inc.

Juan J. Bermudez

Partner, Bermldez & Longo, S.E.
MariaLuisaFerré

President, Grupo Ferré Rangel
Michael Masin

Senior Partner, O'Melvany & Myers
Manudl MoralesJr.

President, Parkview Realty, Inc.
Francisco M. Rexach Jr.

President, Capital Assets, Inc.
FredericV. Salerno

Investor

William J. Teuber Jr.

Vice Chairman, EMC Corporation
JoséR. Vizcarrondo

President and Chief Executive Officer
Desarrollos Metropolitanos, S.E.
Samuel T. Céspedes, Esq.

Secretary of the Board of Directors, Popular, Inc.

Corporate Leadership Circle

Richard L. Carrién

Chairman, President, Chief Executive Officer,
Popular, Inc.

David H. Chafey Jr.

Senior Executive Vice President, Popular, Inc.
President, Banco Popular de Puerto Rico
Roberto R. Herencia

Executive Vice President, Popular, Inc.
President, Banco Popular North America
Amilcar Jordéan, Esqg.

Executive Vice President, Risk Management, Popular, Inc.
JorgeA. Junquera

Senior Executive Vice President,

Chief Financia Officer, Popular, Inc.
TerelLoubrid

Executive Vice President,

People, Communications and Planning, Popular, Inc.
Brunilda Santosde Alvarez, Esq.

Executive Vice President,

Chief Legal Officer, Popular, Inc.

Félix M. Villamil

Executive Vice President, Popular, Inc.
President, EVERTEC, Inc.

Our Creed

Banco Popular isalocal institution dedicating its efforts exclusively to the enhancement of the social and economic conditionsin Puerto Rico and
inspired by the most sound principles and fundamental practices of good banking.

Banco Popular pledgesits efforts and resources to the development of a banking service for Puerto Rico within strict commercial practices and so
efficient that it could meet the requirement of the most progressive community of the world.

These words, written in 1928 by Don Rafael Carridn Pacheco, Executive Vice President and President (1927—-1956), embody the phil osophy of
Popular, Inc.

Our People

The men and women who work for our institution, from the highest executive to the employees who handle the most routine tasks, feel a special
pridein serving our customers with care and dedication. All of them feel the personal satisfaction of belonging to the “Banco Popular Family,”
which fosters affection and understanding among its members, and which at the same time firmly complies with the highest ethical and moral
standards of behavior.



These words by Don Rafael Carrién Jr., President and Chairman of the Board (1956—-1991), were written in 1988 to commemor ate the 95th
anniversary of Banco Popular de Puerto Rico, and reflect our commitment to human resour ces.
Corporate Information

Independent Registered Public Accounting Firm
PricewaterhouseCoopers LLP

Annual Meeting

The 2008 Annual Stockholders’ Meeting of Popular, Inc. will be held on Friday, April 25, at 9:00 am. at Centro Europa Building in San Juan, Puerto
Rico.

Additional Information

The Annual Report to the Securities and Exchange Commission on Form 10-K and any other financial information may also be viewed by visiting
our website:

Www.popular.com
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following management’s discussion and analysis (“MD&A”") provides you with information management believes necessary for
understanding the financial performance of Popular, Inc. and its subsidiaries (the “ Corporation” or “Popular”). All accompanying tables,
consolidated financial statements and corresponding notes included in this “Financial Review and Supplementary Information - 2007 Annual
Report” (“the report”) should be considered an integral part of thisMD&A.

FORWARD-LOOKING STATEMENTS

Theinformation included in this report may contain certain forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995. These include descriptions of products or services, plans or objectives for future operations, and forecast of revenues,
earnings, cash flows, or other measures of economic performance. Forward-looking statements can be identified by the fact that they do not relate
strictly to historical or current facts.

Forward-looking statements are not guarantees of future performance and, by their nature, involve certain risks, uncertainties, estimates and
assumptions by management that are difficult to predict. Various factors, some of which are beyond the Corporation’s control, could cause actual
resultsto differ materially from those expressed in, or implied by, such forward-looking statements. Factors that might cause such a difference
include, but are not limited to, the rate of growth in the economy, as well as general business and economic conditions; changesin interest rates,
aswell asthe magnitude of such changes; the fiscal and monetary policies of the federal government and its agencies; the relative strength or
weakness of the consumer and commercial credit sectors and of the real estate markets; the performance of the stock and bond markets;
competition in the financial servicesindustry; possible legislative, tax or regulatory changes; and difficulties in combining the operations of
acquired entities.

All forward-looking statements are based upon information available to the Corporation as of the date of this report. Management assumes no
obligation to update or revise any such forward-looking statements to reflect occurrences or unanticipated events or circumstances after the date
of such statements.

OVERVIEW

The Corporation isafinancia holding company, which is subject to the supervision and regulation of the Board of Governors of the Federal
Reserve System. Since its foundation more than a century ago, Popular has evolved from acommercia bank based in Puerto Rico to adiverse
financial services company with operationsin Puerto Rico, the United States, the Caribbean and Latin America. The Corporation ranked 30th
among the top 50 bank holding companies based on total assets as per information gathered and disclosed by the Federal Reserve System as of
December 31, 2007.

The Corporation operates four principal businesses or operating segments: Banco Popular de Puerto Rico, Banco Popular North America,
Popular Financial Holdings and EVERTEC. Astheleading financial institution in Puerto Rico, the Corporation offers retail and commercial banking
services through its principal banking subsidiary, Banco Popular de Puerto Rico (“BPPR”), as well as auto and equipment leasing and financing,
mortgage loans, consumer lending, investment banking, broker-dealer and insurance services through specialized subsidiaries. In the United
States, the Corporation operates Banco Popular North America (“BPNA”), including its wholly-owned subsidiary E-LOAN, and Popular Financial
Holdings (“PFH"). BPNA isacommunity bank providing a broad range of financial services and products to the communitiesit serves. BPNA
operates branchesin New Y ork, California, Illinois, New Jersey, Florida and Texas. E-LOAN offers online consumer direct lending and provides an
online platform to raise deposits for BPNA. PFH, after certain restructuring events discussed later in thisMD&A, is currently exiting the loan
origination business, but still carries amaturing loan portfolio that approximated $3.3 billion at December 31, 2007, of which a carrying amount of
$1.4 billion was classified as held-for-sale. Also, PFH continues to service for others over $9.4 billion in mortgage loans. The Corporation, through
its transaction processing company, EVERTEC, continues to use its expertise in technology as a competitive advantage in its expansion
throughout the United States, the Caribbean and Latin America, aswell asinternally servicing many of the Corporation’s subsidiaries’ system
infrastructures and transactional processing businesses. Note 32 to the consolidated financial statements, aswell as the Reportable Segments
sectioninthisMD&A, present further information about the Corporation’s business segments.

Popular, Inc.’sfinancial performance for the year ended December 31, 2007 reflected a net loss of $64.5 million, compared with net income of
$357.7 million for 2006. The reduction in the Corporation’s results of operations continued to reflect the impact of unprecedented adverse market
conditions, particularly on Popular's U.S. mainland operations.

Net lossesin the Corporation’s U.S. operations, which include the reportable segments of Banco Popular North Americaand PFH, amounted to
$467.8 million for the year ended December 31, 2007, compared to net income of $5.0 million in 2006. The year 2007 was marked by very important
decisions with respect to Popular’s U.S. operations, which had a significant impact in the financial results for the year, including:

. the implementation of various restructuring plans, resulting in the recognition of significant associated costs, which approximated
$36.7 million, and of non-cash impairment losses related to E-LOAN’s goodwill and trademark approximating $211.8 million, and
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TableA

Components of Net (Loss) Income as a Percentage of Average Total Assets

For the Year
2007 2006 2005 2004 2003
Net interest income 3.08% 2.96% 3.07% 3.45% 3.71%
Provision for loan losses (1.19) (0.60) (0.42) (0.45) (0.57)
Sales and val uation adjustments of investment securities 0.12 0.01 0.11 0.04 0.21
(Loss) gain on sale of loans and valuation adjustments
on loans held-for-sale (0.08) 0.24 0.18 0.11 0.15
Trading (losses) gains (0.01) 0.07 0.06 — (0.03)
Other non-interest income 1.44 1.36 1.34 1.38 1.48
3.36 4.04 434 453 4.95
Operating expenses (3.62) (3.08) (2.86) (2.94) (3.22)
Net (loss) income before tax and cumulative effect of
accounting change (0.26) 0.96 1.48 1.59 1.74
Income tax 0.12 (0.22) (0.32) (0.36) (0.38)
Cumulative effect of accounting change, net of tax — — 0.01 — —
Net (loss) income (0.149)% 0.74% 1.17% 1.23% 1.36%

. the loan recharacterization transaction of the mgjority of the on-balance sheet securitizations at PFH which resulted in a net pre-tax 1oss of
approximately $90.1 million.

These U.S. strategic events are explained in detail in the Significant U.S. Strategic Events section of thisMD&A and are integral to the
understanding of the 2007 financial results.

The Corporation’s operations in Puerto Rico continued to perform well despite adifficult economic environment, which presents credit
challenges and has led to arecessionary cycle. Solidifying Popular’s presence in the Puerto Rico market and sustaining the Corporation’s
confidence in this market, in 2007, the Corporation completed the acquisition of Citibank’s retail banking operations in Puerto Rico, which added 17
branches to BPPR’sretail branch network prior to branch closing due to synergies, and contributed approximately $1 billion in deposits and
$220 million inloans. Also, Popular Securities, a subsidiary within the Banco Popular de Puerto Rico reportable segment, strengthened its
brokerage sales force and increased its assets under its management by acquiring Smith Barney’sretail brokerage operationsin Puerto Rico. Both
of these acquisitionstook place in the latter part of the fourth quarter of 2007. The Corporation recorded $147 million in goodwill and other
intangibles related to these two acquisitions.

Information on the analysis of financial resultsfor the Puerto Rico, including EVERTEC, and U.S. operationsis provided in the Reportable
Segments section of thisMD&A.

Table A presents afive-year summary of the components of net (Ioss) income as a percentage of average total assets. Table B presentsthe
changesin net (loss) income applicable to common stock and (losses) earnings per common share for the last three years. In addition, Table C
provides selected financial datafor the past 10 years. A glossary of selected financial terms has been included at the end of thisMD&A.

Financial resultsfor the year ended December 31, 2007 were principally impacted by the following items (on a pre-tax basis), compared to the
year 2006:

. A $274.9 million increase in the provision for loan losses, which was mostly influenced by a slowdown in the housing sector, principally
in the U.S. mainland, and weak economic conditionsin Puerto Rico and the U.S. mainland that impacted the commercial and consumer
sectors and has resulted in higher delinquencies. Refer to the Credit Risk Management and L oan Quality section of thisMD&A for amore
detailed analysis of the allowance for loan losses, net charge-offs, non-performing assets and credit quality statistics.

. A decrease of $115.2 million in non-interest income, mostly driven by loss on sale of loans that includes the impact of the PFH loan
recharacterization transaction described in detail in the Significant U.S. Strategic Events sectionin thisMD& A and unfavorable valuation
adjustments on loans held-for-sale due to illiquidity in certain markets and higher credit |0ss expectations which impacted price margins.
Also, the decrease in non-interest income was the result of reductionsin valuein the residual interests of PFH. These unfavorable
variances were partially offset by higher gains on sale of equity securities by the Corporation’s holding company and higher service fees.
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TableB

Changesin Net (Loss) Income Applicable to Common Stock and (L osses) Earnings per Common Share

2007 2006 2005
(In thousands, except per common share amounts) Dollars * Per share Dollars Per share Dollars Per share
Net income applicable to common stock for
prior year $ 345,763 $1.24 $ 528,789 $198 $ 477,995 $1.79
Increase (decrease) from changesin:
Net interest income 21,480 0.08 3,703 0.01 48,696 0.18
Provision for loan losses (274,890) (0.99) (92,488) (0.35) (16,615) (0.06)
Sales and val uation adjustments of
investment securities 50,800 0.18 (47,754) (0.18) 36,859 0.14
Trading account (37,752) (0.14) 5,237 0.02 30,210 0.11
Sales of loans and valuation adjustments
on loans held-for-sale (156,391) (0.56) 34,124 0.13 39,129 0.15
Other non-interest income 28,174 0.10 32,603 0.12 70,306 0.27
Impairment losses on long-lived assets* (5,112) (0.02) (7,232) (0.03) — —
Goodwill and trademark impairment
| osses* (197,512) (0.71) (14,239) (0.05) — —
Amortization of intangibles 1,933 0.01 (2,798) (0.02) (1,735) (0.02)
All other operating expenses (18,787) (0.06) (132,604) (0.50) (155,453) (0.58)
Income tax 165,888 0.60 42,029 0.16 (4,210) (0.01)
Cumulative effect of accounting change — — (3,607) (0.02) 3,607 0.01
Net (loss) income before preferred stock
dividends and change in average
common shares (76,406) (0.27) 345,763 1.29 528,789 1.99
Change in average common shares** — — — (0.05) — (0.02)
Net (loss) income applicable to common
stock $ (76,406) $(0.27) $ 345,763 $1.24 $ 528,789 $1.98

* Associated with the PFH Restructuring Plan, PFH Branch Network Restructuring Plan, and E-L OAN Restructuring Plan.

**  Reflectsthe effect of the shares repurchased, plus the sharesissued through the Dividend Reinvestment Plan and the subscription rights
offering, and the effect of stock options exercised in the years presented.

. Higher operating expenses by $219.5 million, which includes restructuring charges that are detailed in the Significant U.S. Strategic Events
section inthisMD&A.

The above unfavorable variances were partially offset by:

. Higher net interest income by $21.5 million. For further information refer to the Net Interest Income and Market Risk sections of this
MD&A.

. Income tax benefit of $59.0 million in 2007, compared to income tax expense of $106.9 million in 2006. Refer to the Income Tax section of
thisMD&A for additional information.

Total assets at December 31, 2007 amounted to $44.4 billion, or $3.0 billion lower than total assets at the same date in the previous year. Total
earning assets at December 31, 2007 decreased by $2.8 billion, or 6%, compared with December 31, 2006. As of December 31, 2007, loans, the
primary interest-earning asset category for the Corporation, totaled $29.9 billion, reflecting a decline of $2.8 billion, or 9%, from December 31, 2006.
Asexplained in the Significant U.S. Strategic Events section of thisMD& A, the loan recharacterization transaction and the PFH Restructuring Plan
contributed substantially to the reduction in total loans. For more detailed information on lending activities, refer to the Statement of Condition
Analysisand Credit Risk Management and L oan Quality sections of thisMD& A. Investment and trading securities, the second largest component
of interest-earning assets, accounted for $0.6 billion of the decline in total assets from December 31, 2006.

Assets at December 31, 2007 were funded principally through deposits, primarily time deposits. Deposits supported approximately 64% of the
asset base, while borrowings, other liabilities and stockholders’ equity accounted for approximately 36%. As of December 31, 2006, 52% of total
assets were funded through deposits, while borrowings, other liabilities and stockhoders' equity accounted for 48%. In the third quarter of 2007,
the Corporation increased its reliance on brokered certificates of deposit, as aresult of expected reduced availability of hon-deposit funding.
Beginning in the third quarter of 2007,
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TableC
Selected Financial Data

(Dollars in thousands, except per share data) 2007 2006 2005
CONDENSED INCOME STATEMENTS
Interest income $ 3,128,171 $ 3,064,441 $ 2,665,859
Interest expense 1,678,781 1,636,531 1,241,652
Net interest income 1,449,390 1,427,910 1,424,207
Provision for loan losses 562,650 287,760 195,272
Net gain (loss) on sale and valuation adjustment of investment securities 55,159 4,359 52,113
Trading account (loss) profit (2,464) 35,288 30,051
(Loss) gain on sale of loans and valuation adjustments on |oans held-for-sale (38,970) 117,421 83,297
Other non-interest income 680,591 652,417 619,814
Operating expenses 1,704,551 1,485,073 1,328,200
Income tax (benefit) expense (59,002) 106,886 148,915
Net (gain) loss of minority interest — — —
Cumulative effect of accounting change, net of tax — — 3,607
Net (loss) income $ (64,493) $ 357,676 $ $540,702
Net (loss) income applicable to common stock $ (76,406) $ 345,763 $ $528,789
PER COMMON SHARE DATA*
Net (loss) income:
Basic before cumulative effect of accounting change $ 027y % 124 $ 197
Diluted before cumulative effect of accounting change (0.27) 1.24 1.96
Basic after cumulative effect of accounting change (0.27) 1.24 1.98
Diluted after cumulative effect of accounting change (0.27) 1.24 1.97
Dividends declared 0.64 0.64 0.64
Book value 12.12 12.32 11.82
Market price 10.60 17.95 21.15
Outstanding shares:
Average — basic 279,494,150 278,468,552 267,334,606
Average — diluted 279,494,150 278,703,924 267,839,018
End of period 280,029,215 278,741,547 275,955,391
AVERAGE BALANCES
Net loans™ $ 32,749,993 $ 32,078,716 $ 29,730,913
Earning assets 43,789,693 44,930,391 43,245,684
Total assets 47,104,935 48,294,566 46,362,329
Deposits 25,569,100 23,264,132 22,253,069
Borrowings 16,866,754 20,545,546 20,091,520
Total stockholders’ equity 3,861,426 3,741,273 3,274,808
PERIOD END BALANCES
Net |oans** $ 29,911,002 $ 32,736,939 $ 31,710,207
Allowance for loan losses 548,832 522,232 461,707
Earning assets 40,901,854 43,660,568 45,167,761
Total assets 44,411,437 47,403,987 48,623,668
Deposits 28,334,478 24,438,331 22,638,005
Borrowings 11,560,596 18,533,816 21,296,299
Total stockholders' equity 3,581,882 3,620,306 3,449,247
SELECTED RATIOS
Net interest yield (taxable equivalent basis) 3.52% 3.44% 3.59%
Return on average total assets (0.14) 0.74 117
Return on average common stockholders' equity (2.08) 9.73 17.12
Dividend payout ratio to common stockholders (233.89) 51.02 32.31
Efficiency ratio 81.99 67.16 62.30
Overhead ratio 69.70 47.31 38.12
Tier | capital to risk-adjusted assets 10.12 10.61 11.17
Total capital to risk-adjusted assets 11.38 11.86 12.44

*

Per share datais based on the average number of shares outstanding during the periods, except for the book value and market price which
are based on the information at the end of the periods. All per share data have been adjusted to reflect two stock splits effected in the form of

dividends on July 8, 2004 and July 1, 1998.



** |ncludes|oans held-for-sale.
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2004 2003 2002 2001 2000 1999 1998

$ 2,216,265 $ 2,034,238 $ 2,023,797 $ 2,095,862 $ 2,150,157 $ 1,851,670 $ 1,651,703

840,754 749,550 863,553 1,039,105 1,167,396 897,932 778,601

1,375,511 1,284,688 1,160,244 1,056,757 982,761 953,738 873,012

178,657 195,939 205,570 213,250 194,640 148,948 137,213

15,254 71,004 (3,342) 27 11,201 638 8,933

(159) (10,214) (804) (1,781) 1,991 (1,582) 3,653

44,168 53,572 52,077 45,633 39,673 34,890 23,036

549,508 511,558 495,832 447,937 411,195 338,970 255,624

1,171,012 1,113,083 1,029,002 926,209 876,433 837,482 720,354

144,705 130,326 117,255 105,280 100,797 85,120 74,671

— (435) (248) 18 1,152 2,454 328

— — — 686 — — —

$ 489,908 $ 470915 $ 351932 $ 304538 $ 276103 $ 257558 $ 232348

$ 477,995 $ 460,996 $ 349422 $ 296,188 $ 267,753 $ 249,208 $ 223998

$ 1.79 $ 1.74 $ 131 $ 1.09 $ 0.99 $ 0.92 $ 0.83

1.79 1.74 131 1.09 0.99 0.92 0.83

1.79 1.74 131 1.09 0.99 0.92 0.83

1.79 1.74 131 1.09 0.99 0.92 0.83

0.62 051 0.40 0.38 0.32 0.30 0.25

10.95 9.66 9.10 7.97 6.96 5.76 5.93

28.83 2243 16.90 14.54 13.16 13.97 17.00

266,302,105 265,481,840 267,830,164 272,476,576 271,814,952 271,171,268 271,064,172

266,674,856 265,505,832 267,830,550 272,476,938 271,814,952 271,171,268 271,064,172

266,582,103 265,783,802 264,878,094 272,724,728 271,997,234 271,308,584 271,274,654

$ 25,143,559 $ 20,730,041 $ 18,729,220 $ 17,045,257 $ 15,801,887 $ 13,901,290 $ 11,930,621

37,621,648 32,781,355 30,194,914 26,414,204 24,893,366 22,244,959 19,261,949

39,898,775 34,674,761 31,822,390 27,957,107 26,569,755 23,806,372 20,432,382

19,409,055 17,757,968 16,984,646 15,575,791 14,508,482 13,791,338 12,270,101

16,954,909 13,835,437 12,190,076 9,805,000 9,674,547 7,825,855 6,268,921

2,903,137 2,545,113 2,150,386 2,096,534 1,884,525 1,712,792 1,553,258

$ 28,742,261 $ 22,602,192 $ 19,582,119 $ 18,168,551 $ 16,057,085 $ 14,907,754 $ 13,078,795

437,081 408,542 372,797 336,632 290,653 292,010 267,249

41,812,475 34,451,748 31,899,765 29,139,288 26,339,431 23,754,620 21,591,950

44,401,576 36,434,715 33,660,352 30,744,676 28,057,051 25,460,539 23,160,357

20,593,160 18,097,828 17,614,740 16,370,042 14,804,907 14,173,715 13,672,214

19,882,202 14,949,236 12,955,966 11,588,221 10,785,239 9,154,468 7,297,742

3,104,621 2,754,417 2,410,879 2,272,818 1,993,644 1,660,986 1,709,113
3.95% 4.28% 4.19% 4.33% 4.23% 4.65% 4.91%

1.23 1.36 111 1.09 1.04 1.08 114

17.60 19.30 16.29 14.84 15.00 15.45 15.41

32.85 27.05 30.76 33.10 3247 3156 28.42

59.86 60.51 60.42 59.81 61.45 63.16 62.35

40.88 37.01 41.82 41.11 41.96 48.71 49.15

11.82 12.43 9.85 9.96 10.44 10.17 10.82

1321 13.93 1152 11.74 12.37 12.29 13.14
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the U.S. credit markets were marked by unprecedented instability and disruption, making even routine asset sale and funding activities much more
challenging for financial institutions. Credit spreads widened significantly and rapidly as many investors allocated their funds to only the highest-
quality financial assets such as U.S. government securities. The result of these actions by market participants made it more difficult for corporate
borrowersto raise financing in the capital markets. In light of this scenario, the Corporation determined at that time to substitute overnight
borrowings with longer term funding. Furthermore, the increase in deposits was the result of the acquisition of the Citibank retail branchesin
Puerto Rico in the fourth quarter of 2007, which contributed with approximately $1 billion in deposits, principally in time deposits and savings
accounts. For additional data on funding sources refer to the Statement of Condition Analysisand Liquidity Risk sections of thisMD&A.

Stockholders’ equity at December 31, 2007 showed a reduction of $38 million, compared to December 31, 2006. The impact of the net loss for the
year 2007 and the dividend payouts was partially offset by the net impact of unrealized gainsin the valuation of available-for-sale securities at
year-end 2007 of $21 million, compared to unrealized losses of $155 million in year-end 2006.

The Corporation’s common stock declined 41% in market value in 2007 closing at $10.60. The Corporation’s market capitalization at
December 31, 2007 was $3.0 hillion, compared with $5.0 billion at December 31, 2006. The shares of the Corporation’s common and preferred stock
are traded on the National Association of Securities Dealers Automated Quotations (“NASDAQ") system under the symbols BPOP and BPOPO,
respectively. Table J shows the Corporation’s common stock performance on aquarterly basis during the last five years, including market prices
and cash dividends declared.

The Corporation, like other financial institutions, is subject to a number of risks, many of which are outside of management’s control, though
efforts are made to manage those risks while optimizing returns. Among the risks assumed are (1) market risk, which isthe risk that changesin
market rates and prices will adversely affect the Corporation’s financial condition or results of operations, (2) liquidity risk, which isthe risk that
the Corporation will have insufficient cash or access to cash to meet operating needs and financial obligations, (3) credit risk, which istherisk that
loan customers or other counterparties will be unable to perform their contractual obligations, and (4) operational risk, which istherisk of loss
resulting from inadequate or failed internal processes, people and systems, or from external events. These four risks are covered in greater detail
throughout thisMD&A.. In addition, the Corporation is subject to legal, compliance and reputational risks, among others.

Asafinancial services company, the Corporation’s earnings are significantly affected by general business and economic conditions. Lending
and deposit activities and fee income generation are influenced by the level of business spending and investment, consumer income, spending
and savings, capital market activities, competition, customer preferences, interest rate conditions and prevailing market rates on competing
products. The Corporation continuously monitors general business and economic conditions, industry-related indicators and trends, competition,
interest rate volatility, credit quality indicators, loan and deposit demand, operational and systems efficiencies, revenue enhancements and
changesin the regulation of financial services companies. The Corporation operatesin a highly regulated environment and may be adversely
affected by changesin federal and local laws and regulations. Also, competition with other financial institutions could adversely affect its
profitability.

The description of the Corporation’s business and risk factors contained in Item 1 and 1A of its Form 10-K for the year ended December 31,
2007, while not all inclusive, discusses additional information about the business of the Corporation and the material risk factorsthat, in addition to
the other information in this report, readers should consider.

Further discussion of operating results, financial condition and businessrisksis presented in the narrative and tablesincluded herein.

Significant U.S. Strategic Events

Thefollowing significant U.S. initiatives were adopted to improve the Corporation’s balance sheet, profitability and liquidity. Certain of these
events occurred in 2007, while others are expected to be effected in early 2008.

PFH Restructuring Plan

In January 2007, the Corporation adopted a Restructuring and Integration Plan at PFH, the holding company of Equity One (the “PFH
Restructuring Plan”). The PFH Restructuring Plan called for PFH to exit the whol esal e subprime mortgage loan origination business during early
first quarter of 2007 and to shut-down the wholesale broker, retail and call center business divisions. Also, the plan included consolidating PFH
support functionswith its sister U.S. banking entity, Banco Popular North America, creating a single integrated North American financial services
unit. At that time, Popular decided to continue the operations of Equity One and its subsidiaries (“ Equity One"), with over 130 consumer services
branches, principally dedicated to direct subprime loan origination, consumer finance and mortgage servicing.

The PFH Restructuring Plan resulted in restructuring costs amounting to approximately $14.7 million in 2007, primarily in severance and lease
termination charges. In 2006, the Corporation recognized $7.2 million in impairment of long-lived assets and $14.2 million in the impairment of PFH’s
goodwill asaresult of
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the PFH Restructuring Plan. Refer to the Operating Expenses section inthisMD& A for a breakdown of these costs by major categories. Exiting
these origination channels also impacted financial results by reducing new loan volumes and, thus, had an impact on revenues generated by the
sale of loans.

Refer to the Events Subsequent to Y ear-End 2007 section of thisMD& A for additional steps taken by management with respect to PFH’s
operations in 2008, which resulted in a second restructuring plan, namely the PFH Branch Network Restructuring Plan.

E-LOAN Restructuring Plan

In November 2007, the Board of Directors of Popular adopted arestructuring plan for its Internet financial services subsidiary E-LOAN (the “E-
LOAN Restructuring Plan™). Considering E-LOAN’ s operating losses in light of current market conditions and other factors, the Board of Directors
approved a substantial reduction of marketing and personnel costs at E-L OAN and changesin E-LOAN'’s business model to align it with revenue
expectations. The changes include concentrating marketing investment toward the Internet and the origination of first mortgage loans that qualify
for sale to government sponsored entities (“GSES’). Also, asaresult of escalating credit costsin the current economic environment and lower
liquidity in the secondary markets for mortgage related products, in December 2007, the Corporation determined to hold back the origination by E-
LOAN of home equity lines of credit, closed-end second lien mortgage loans and auto loans. The E-L OAN Restructuring Plan continues to
promote the Internet deposit gathering initiative with BPNA. As part of the E-LOAN Restructuring Plan, the Corporation evaluated the value of E-
LOAN’srecorded goodwill and trademark by considering the changesin E-LOAN's business model and the unprecedented conditionsin the
mortgage loan business. The E-LOAN Restructuring Plan resulted in charges recorded in the fourth quarter of 2007 amounting to $231.9 million,
which included $211.8 million in non-cash impairment losses related to its goodwill and trademark intangible assets. Refer to the Operating
Expenses section inthisMD& A for a breakdown of these costs by major categories.

The cost-control plan initiative and changes in loan origination strategies incorporated as part of the plan will result in the elimination of over
400 positions between the fourth quarter of 2007 and first quarter of 2008. As aresult of the E-LOAN Restructuring Plan, operating expenses are
expected to be reduced by approximately $77 million for 2008. E-LOAN’ s estimated net losses for the year ended December 31, 2008 are expected to
decline by $15 million, resulting principally from the reduction in operating expenses, partially offset by the related tax impact and by lower volume
of loan originationsin certain business channels that are impacted by this plan.

Recharacterization of Certain On-Balance Sheet Securitizations as Sales under FASB Statement No. 140

From 2001 through 2006, the Corporation conducted 21 mortgage |oan securitizations that were sales for legal purposes but did not qualify for sale
accounting treatment at the time of inception because the securitization trusts did not meet the criteriafor qualifying special purpose entities
(“QSPES”) contained in SFAS No. 140 “ Accounting for Transfers and Servicing of Financial Assetsand Extinguishment of Liabilities’. Asaresult,
the transfers of the mortgage |oans pursuant to these securitizations were initially accounted for as secured borrowings with the mortgage loans
continuing to be reflected as assets on the Corporation’s consolidated statement of financial condition with appropriate footnote disclosure
indicating that the mortgage loans were, for legal purposes, sold to the securitization trusts.

As part of the Corporation’s strategy of exiting the subprime business at PFH, on December 19, 2007, PFH and the trustee for each of the related
securitization trusts amended the provisions of the related pooling and servicing agreements to del ete the discretionary provisionsthat prevented
the transactions from qualifying for sale treatment. These changesin the primary discretionary provisions included:

. deleting the provision that grants the servicer “ sole discretion” to have the right to purchase for its own account or for resale from the
trust fund any loan which is 91 days or more delinquent;

. deleting the provision that grants the servicer (PFH) “sole discretion” to sell loans with respect to which it believes default isimminent;

. deleting the provision that grants the servicer “ sole discretion” to determine whether an immediate sale of areal estate owned (“REQO”)
property or continued management of such REO property isin the best interest of the certificateholders; and

. deleting the provision that grants the residual holder (PFH) to direct the trustee to acquire derivatives post closing.

The Corporation obtained alegal opinion, which among other considerations, indicated that each amendment (@) is authorized or permitted
under the pooling and servicing agreement related to such amendment, and (b) will not adversely affect in any material respect the interests of any
certificateholders covered by the related pooling and servicing agreement.

The amendments to the pooling and servicing agreement allowed the Corporation to recognize 16 out of the 21 transactions as sales under
SFAS No. 140. When accounting for the transfers as sales, the Corporation (i) reclassified the loans as held-for-sale with the corresponding lower
of cost or market adjustment as of the date of the transfer, (ii) removed from the Corporation’s books
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approximately $3.2 hillion in mortgage loans and $3.1 billion in related liabilities representing secured borrowings, (iii) recognized assetsreferred to
asresidual interests, which represent the fair value of residual interest certificates that were issued by the securitization trusts and retained by
PFH, and (iv) recognized mortgage servicing rights, which represent the fair value of PFH’sright to continue to service the mortgage loans
transferred to the securitization trusts. As part of the recharacterization, the Corporation recognized residual interests of $38 million and M SRs of
$18 million. The Corporation had previously recorded MSRsin several of these securitization transactions, which amounted to $18 million at
December 31, 2007. The net impact of the recharacterization transaction was a pre-tax loss of $90.1 million, which isincluded in the caption “ (L 0ss)
gain on sale of loans and valuation adjustments on loans held-for-sale” in the consolidated statement of operations.

Because the loans in these trusts continued to be reflected as assets on the Corporation’s consolidated financial statements prior to affecting
the loan recharacterization transaction, the Corporation was required to record charge-offs and make provision for inherent loan losses relating to
such loansin accordance with FASB Statement No. 5, “ Accounting for Contingencies.”

Thisloan recharacterization transaction as sale on the Corporation’sfinancial statements reflects management’s current strategy of exiting the
subprime mortgage origination business of PFH. It also providesinvestors a better portrayal of the legal rights and obligations related to these
transactions and will allow them to better assess their economic impact on the Corporation’ s financial condition. The removal of the mortgage
assets from Popular’ s books had a favorable impact on its capital ratios and reduced the amount of subprime mortgagesin the Corporation’s
books. The loan recharacterization transaction contributed with a reduction in non-performing mortgage loans of approximately $316 million, when
compared to December 31, 2006.

Events Subsequent To Year-End 2007
Sale of BPNA's Retail Bank Branchesin Houston

On January 10, 2008, the Corporation completed the sale of six branches of BPNA in Houston, Texas to Prosperity Bank. Prosperity Bank paid a
premium of 10.10% for approximately $126 million in deposits, as well as purchased certain loans and other assets attributabl e to the branches.
Prosperity retained all branch-based employees. BPNA continues to operate its mortgage business based in Houston as well asits franchise and
small business lending activitiesin Texas. BPNA will also continue to maintain aretail branch in Arlington, Texas.

PFH Branch Network Restructuring Plan

Given the unprecedented disruption in the capital markets since the summer of 2007 and itsimpact on funding, Popular’ s management concluded
that it would be difficult to generate an adequate return on the capital invested at Equity One’s consumer service branches.

In January 2008, the Corporation sighed an Asset Purchase Agreement (the “ Agreement”) to sell certain assets of Equity One, the U.S.
mainland consumer finance operations of Popular Financial Holdings, to American General Finance, Inc., amember of American International
Group. The closing of the Agreement with effective date of March 1, 2008 resulted in the sale of asignificant portion of Equity One's mortgage
loan and consumer loan portfolio approximating $1.4 billion. This portfolio was reclassified by the Corporation from loans held-in-portfolio to loans
held-for-sale in December 2007. American General Finance, Inc. will hire certain Equity One's consumer services employees and will retain certain
branch locations. Equity Onewill close al remaining consumer branches. Workforce reductions at Equity One will result in the loss of employment
for those employees at the consumer services branches not hired by American General Finance, Inc., aswell asfor other related support functions.

This strategic initiative resulted in the adoption of an additional restructuring plan at PFH (the “PFH Branch Network Restructuring Plan”)
during the first quarter of 2008. It is anticipated that this restructuring plan (the “ PFH Branch Network Restructuring Plan”) will result in estimated
combined charges for the Corporation of approximately $19.5 million, of which $1.9 million in impairment charges related to long-lived assets,
primarily leasehold improvements, furniture and equipment, were recognized on December 31, 2007, and the remainder is expected to be
substantially incurred in the first quarter of 2008.

Adoption of Statement of Financial Accounting Standards No. 159 “ The Fair Value Option for Financial Assets and Financial
Liabilities” (SFASNo. 159)

The Corporation adopted the provisions of SFAS No. 159 in January 2008. Management elected the fair value option for approximately $287 million
of loans and $287 million of bond certificates associated to PFH’ s on-bal ance sheet securitizations that were outstanding at December 31, 2007
(transactions excluded from the recharacterization transaction described in Note 23 to the consolidated financial statements). These loans serve as
collateral for the bond certificates. Due to accounting constraints, the Corporation is unabl e to recharacterize these loan securitizations as sal es.
Additionally, the Corporation elected the fair value option for approximately $1.2 billion of whole loans held-in-portfolio by PFH. These whole
loans consist principally of mortgage loans, including second-liens, that were originated through the exited business of PFH and home equity lines
of credit that had been originated by E-LOAN prior to the 2007 U.S. reorganization. Due to their subprime characteristics and current market
disruptions, these loans are being held-in-portfolio as
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potential buyers have withdrawn from the market given heightened concerns over credit quality of borrowers and continued deterioration in the
housing markets. Management understands that accounting for these loans at fair value provides a more relevant and transparent measurement of
the realizable value of the assets and differentiates the PFH portfolio from that 1oan portfolio that the Corporation will continue to originate
through other channels outside PFH. The measurement of the bond certificates at fair value reflects the actual liability of the Corporation after
considering the credit risk to be borne by the certificatehol ders on the on-balance sheet securitization. Management understands that the adoption
of thefair value option for the financial assets and liabilities selected better reflects the inherent risks of these instruments and reflects the
intention of the Corporation to discontinue most of the businesses previously conducted at PFH.

Asaresult of the adoption of SFAS No. 159, the Corporation expects to recognize a hegative pre-tax adjustment that could range between
$280 million and $300 million ($158 million and $169 million after-tax) due to the transitional adjustment for electing the fair value option on existing
instruments at adoption. That amount represents the difference between the fair value and the carrying value of the loans at date of adoption. This
negative adjustment would not impact earnings but instead be reflected as a reduction of beginning retained earnings as of January 1, 2008.
Subseguent increases or decreases in the fair value of the assets and liabilities accounted under SFAS No. 159 provisionswill be recorded as
val uation adjustments through earnings in the consolidated statement of operations. The fair value adjustments disclosed here are only estimates
as management isin the process of validating the methodol ogies used to val ue the assets and liabilities and the results of such valuations. Also,
management continues to eval uate the impact that SFAS No. 159 will have on the consolidated financial statements, including disclosures.

CRITICAL ACCOUNTING POLICIES/ ESTIMATES

The accounting and reporting policies followed by the Corporation and its subsidiaries conform with generally accepted accounting principles
(“GAAP") in the United States of Americaand general practices within the financial servicesindustry. The Corporation’s significant accounting
policies are described in detail in Note 1 to the consolidated financial statements and should be read in conjunction with this section.

Critical accounting policies require management to make estimates and assumptions, which involve significant judgment about the effect of
mattersthat are inherently uncertain and that involve a high degree of subjectivity. These estimates are made under facts and circumstances at a
point in time and changes in those facts and circumstances could produce actual resultsthat differ from those estimates. The following MD& A
section isasummary of what management considers the Corporation’s critical accounting policies/ estimates.

Securities Classification and Related Values

Management determines the appropriate classification of debt and equity securities at the time of purchase. Debt securities are classified as held-
to-maturity (“HTM”) when the Corporation has the intent and ability to hold the securitiesto maturity. HTM securities are reported on the
Corporation’sfinancial statements at amortized cost. Debt and equity securities classified as trading securities are reported at fair value, with
unrealized gains and losses included in earnings. Debt and equity securities not classified as HTM or trading, except for equity or other securities
which do not have readily available fair values, are classified as available-for-sale ( “AFS’). Securities AFS are reported at fair value, with
unrealized gains and losses excluded from earnings and reported net of taxesin accumulated other comprehensive income (a component of
stockholders’ equity). At December 31, 2007, unrealized net gains on the AFS securities, net of taxes, amounted to $21 million. Investmentsin
equity or other securitiesthat do not have publicly and readily determinable fair values are classified as other investment securitiesin the
statement of condition and carried at the lower of cost or realizable value.

The assessment of fair value appliesto certain of the Corporation’s assets and liabilities, including the trading and investment portfolios. Fair
values are volatile and are affected by factors such as market interest rates, technical factors affecting supply and demand, prepayment speeds and
discount rates.

Fair values for most of the Corporation’ s trading and investment securities, including publicly-traded equity securities, are based on quoted
market prices. If quoted market prices are not readily available, fair values are based on quoted prices of similar instruments. For information on the
determination of the fair value of interest-only strips derived from securitization transactions, refer to the critical accounting policy described under
the section Retained Interests on Transfers of Financial Assets — Subprime Mortgage L oan Securitizations, in thisMD&A. Significant changesin
factors such asinterest and prepayment rates could affect the value of the trading, AFS and HTM securities and cause the Corporation to
recognize other-than-temporary impairments, thereby adversely affecting results of operations. Management assesses the fair value of its portfolio
at least on aquarterly basis. Factors considered include for example, the nature of the investment, severity and duration of possible impairments,
industry reports, sector credit ratings, economic environment, creditworthiness of the issuers and any guarantees, and the ability to hold the
security until maturity or recovery. Any impairment that is considered other-than-temporary isrecorded directly in the statement of operations.
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Notwithstanding the judgment required in determining the fair value of the Corporation’s assets and liabilities, management believes that its
estimates of fair value are reasonabl e given the process of obtaining external prices, periodic reviews of internal models and the consistent
application of methodologies from period to period.

Loansand Allowancefor L oan L osses
Interest on loansis accrued and recorded as interest income based upon the principal amount outstanding.

Recognition of interest income on commercial and construction loans, lease financing, conventional mortgage loans and closed-end consumer
loansis discontinued when loans are 90 days or more in arrears on payments of principal or interest, or when other factors indicate that the
collection of principal and interest is doubtful. Income is generally recognized on open-end (revolving credit) consumer loans until the loans are
charged-off. Closed-end consumer loans and |eases are charged-off when payments are 120 daysin arrears. In the case of the Corporation’s non-
bank consumer and mortgage lending subsidiaries, however, closed-end consumer loans, including second mortgages, are charged-off when
payments are 180 days delinquent. Open-end (revolving credit) consumer loans, including second mortgages, are charged-off when payments are
180 daysin arrears.

One of the most critical and complex accounting estimatesis associated with the determination of the allowance for loan losses. The provision
for loan losses charged to current operationsis based on this determination. The methodology used to establish the allowance for loan lossesis
based on SFAS No. 114 “ Accounting by Creditors for Impairment of aLoan” (asamended by SFAS No. 118) and SFAS No. 5 “Accounting for
Contingencies.” Under SFAS No. 114, the Corporation has defined as impaired |oans those commercial loans that amount to $250,000 or more and
with interest and /or principal 90 days or more past due. Also, specific commercial loans over $500,000 are deemed impaired when, based on current
information and events, management considersthat it is probable that the debtor will be unable to pay all amounts due according to the
contractual terms of the loan agreement. An allowance for loan impairment is recognized to the extent that the carrying value of an impaired
commercial loan exceeds the present val ue of the expected future cash flows discounted at the loan’s effective rate, the observable market price of
theloan, if available, or the fair value of the collateral if theloan is collateral dependent. The allowance for impaired commercial loansis part of the
Corporation’s overall allowance for loan losses. SFAS No. 5 provides for the recognition of aloss allowance for groups of homogeneous loans. To
determine the allowance for loan losses under SFAS No. 5, the Corporation applies a historic loss and volatility factor to specific loan balances
segregated by loan type and legal entity. For subprime mortgage |oans, the allowance for loan losses is established to cover at |east one year of
projected losses which are inherent in these portfolios.

The Corporation’s management eval uates the adequacy of the allowance for loan losses on a monthly basis following a systematic
methodology in order to provide for known and inherent risksin the loan portfolio. In devel oping its assessment of the adequacy of the allowance
for loan losses, the Corporation must rely on estimates and exercise judgment regarding matters where the ultimate outcome is unknown, such as
economic devel opments affecting specific customers, industries or markets. Other factors that can affect management’s estimates are the years of
historical datato include when estimating losses, the level of volatility of lossesin a specific portfolio, changes in underwriting standards,
financial accounting standards and loan impairment measurement, among others. Changes in the financial condition of individual borrowers, in
economic conditions, in historical loss experience and in the condition of the various markets in which collateral may be sold, may al affect the
required level of the allowance for loan losses. Consequently, the business, financial condition, liquidity, capital and results of operations could
also be affected.

A discussion about the process used to estimate the allowance for loan lossesis presented in the Credit Risk Management and L oan Quality
section of thisMD&A.

Retained Interestson Transfersof Financial Assets
— SubprimeMortgage L oan Securitizations

In subprime mortgage |oan securitizations, the Corporation combines the subprime mortgage |oans that are originated or purchased in poolsto
serve as collateral for asset-backed securities that areissued and sold to the public. In connection with PFH’s securiti zation transactions, the
Corporation is party to pooling and servicing agreements in which the Corporation transfers (on a servicing retained basis) certain of the
Corporation’sloansto aspecial purpose entity, which in turn transfers the loans to a securitization trust vehicle.

In order to determine the proper accounting treatment for each securitization transaction, management eval uates whether or not the Corporation
retained or surrendered control over the transferred assets by reference to the conditions set forth in SFAS No. 140, “ Accounting for Transfers
and Servicing of Financial Assets and Extinguishment of Liabilities — areplacement of FASB Statement No. 125.” All terms of these transactions
are evaluated against the conditions set forth in this statement, including among the principal factors the isolation of transferred assets from the
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transferor, transferee’ s right to pledge or exchange the transferred assets, and entitlement and obligation to repurchase or redeem the assets.

When the transfer of subprime mortgage loansis executed in a manner such that the Corporation surrenders control over the collateral and
meets all required sale criteriaof SFAS No. 140, the transfer is accounted for as a sal e to the extent that consideration other than beneficial
interestsisreceived in exchange (“ off-balance sheet securitizations”). In accordance with SFAS No. 140, again or loss on the sale is recognized
based on the carrying amount of the financial assetsinvolved in the transfer, allocated between the assets transferred and the retained interests
based on their relative fair value at the date of transfer. In aloan securitization accounted for as a sale of assets, the Corporation normally retains
the right to service the underlying mortgage |oans and also retains the residual interest certificates. The estimated fair value of the securitization
componentsis considered a critical accounting estimate as the valuation assumptions used regarding economic conditions and the make-up of the
collateral, including interest rates, principal payments, prepayments and loan defaults, are highly uncertain and require a high degree of judgment.

During 2007, the Corporation conducted one off-balance sheet asset securitization that involved the transfer of mortgage loansto aqualifying
special purpose entity (“QSPE”), which in turn transferred these assets and their titlesto different trusts. Approximately $461 million in adjustable
(“ARM") and fixed-rate loans were securitized and sold by PFH during 2007 as part of this off-balance sheet asset securitization and PFH realized a
gain on sale of approximately $13.5 million. As part of this transaction, the Corporation initially recognized M SRs of $8 million and residual
interests of $5 million. Also, in December 2007, the Corporation completed the recharacterization of certain on-balance sheet securitizations that
allowed the Corporation to recognize the transactions as sales under SFAS No. 140. This recharacterization was described in the Significant U.S.
Strategic Events section of thisMD&A.

When the Corporation transfers financial assets and the transfer fails any one of the SFAS No. 140 sales criteria, the Corporation is not
permitted to derecognize the transferred financial assets and the transaction is accounted for as a secured borrowing. In these cases, the assets
remain on the Corporation’s financial statements and aliability is recorded for the rel ated asset-backed securities (“on-balance sheet
securitizations”). The loans transferred to the trusts are included on the consolidated statement of condition as pledged | oans held-in-portfolio.
During 2007, PFH did not execute any on-balance sheet securitization.

Therecorded residual interests and M SRs resulting from the subprime mortgage |oan securitizations are subject to the valuation techniques
described below since quoted market prices for these types of assets are not readily available because these assets are not actively traded.

Residual interests

Under SFAS No. 140, residual interests retained in securitizations or other financial assets that can contractually be prepaid or otherwise settled in
such away that the holder would not recover substantially all of itsinvestment shall be subsequently measured like investmentsin debt securities
classified as available-for-sale or trading under SFAS No. 115.

Residual interests retained as part of off-balance sheet securitizations of subprime mortgage loans prior to 2006 have been classified as
investment securities avail able-for-sale and are presented at fair value in the consolidated statements of condition. PFH’sresidual interests
classified as available-for-sale as of December 31, 2007 amounted to $5 million.

Commencing in January 2006 and as permitted by accounting guidance, the residual interests derived from newly-issued PFH’s off-balance
sheet securitizations and from the recharacterization were accounted for as trading securities. Trading securities are marked-to-market with
changesin value reflected in current period earnings (favorable and unfavorable val ue changes) as opposed to available-for-sale securitiesin
which the changes in value are recorded as unrealized gains (losses) through equity, unless unfavorable changes are considered other-than
temporary. Residual interests from PFH’s securitizations and recharacterization accounted for as trading securities amounted to $40 million at
December 31, 2007.

Management’s determination to prospectively classify theresidual interests as trading securities was driven by accounting considerations and
not by intent to actively trade these assets. Iliquidity in the subprime markets had a direct impact on the value and liquidity of the Corporation’s
residual interests aswill be described below. Given market conditions, management does not anticipate selling these residual interestsin the near
term unless an opportunity arises as part of strategic initiatives.

The cash flows the Corporation receives on residual interests are dependent on the interest rate environment, default and prepayment
experience of the borrowers of the underlying mortgage loan collateral and the interest spread between the coupon on the underlying loans and
the cost of financing, considering overcollateralization, which is designed to protect the primary security holder from credit 1oss on the underlying
loans. As payments are received, they are applied to the cost basis of the residual interest. Each period, the accretable yield for each residual
interest is evaluated and, to the extent there has been a change in the estimated cash flows, it is adjusted and applied prospectively. The accretable
yield isrecorded as interest income with a corresponding increase to the cost basis of the residual interest.
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The Corporation reviews the residual interests for potential impairment on a quarterly basis and records impairment in accordance with SFAS
No. 115 and EITF 99-20 “ Recognition of Interest Income and Impairment on Purchased and Retained Beneficial Interestsin Securitized Financial
Assets” (“EITF 99-20"). Management’s basis in determining when these securities must be written down to fair value due to other-than-temporary
impairment is based on EITF 99-20. Whenever the current fair value of the residual interests classified as available-for-saleislower than its current
amortized cost, management evaluates if an impairment charge for the deficiency isrequired to be taken through earnings. If there has been an
adverse changein estimated cash flows (considering both the timing and amount of flows), then the residual interest security iswritten-down to
fair value, which becomes the new amortized cost basis. The Corporation recognized other-than-temporary impairment losses on these residual
interests of $45.4 million for the year ended December 31, 2007 that are classified as part of net gain (loss) on sale and val uation adjustment of
investment securities in the consolidated statements of operations. During 2007, all declinesin fair valuein residual interests classified as
available-for-sale were considered other-than-temporary.

Thefair value determinations for residual interests classified as trading securities are also performed on a quarterly basis. Any valuation
adjustment related to these particular residual interestsisreflected in earnings asit occurs and is recorded as part of trading account (loss) profit
in the consolidated statements of operations. The Corporation recognized trading losses on these residual interests of $39.7 million for the year
ended December 31, 2007.

Thefair value of the residual interests for each securitization is determined by using athird-party cash flow valuation model to calculate the
present value of projected future cash flows. However, all economic assumptions areinternally developed and provided to the third-party (the
internal-based valuation). The assumptions, which are highly uncertain and require a high degree of judgment, include primarily market discount
rates, anticipated prepayment speeds, delinquency and loss rates. The assumptions used are drawn from a combination of internal and external
data sources. The principal assumptions and their sources are summarized below:

. Prepayment rates on loan collateral are estimated by product types (adjustable and fixed rate mortgages) by analyzing internal loan
collateral prepayment performance and prepayment data obtained from research reports and publications provided by industry
participants.

. Discount rates are determined based on the inherent risk associated with the specific cash flow stream and rates of return observed in the
capital markets for instruments with similar cash flow characteristics.

. Futureinterest rates are projected from aforward yield curve obtained from nationally recognized market data service providers, such as
Bloomberg.

. Credit losses are estimated by utilizing an industry standard predictive credit performance model and allocated over the expected life of
the collateral by utilizing a default curve devel oped by a nationally recognized credit rating agency. Credit losses are determined for the
major product types (adjustable and fixed rate mortgages) in the collateral pool being securitized and are calibrated by analyzing actual
loss experience realized by the Corporation to that projected by the model for the same type of collateral.

These assumptions are periodically refined as datais updated, accumulated and analyzed, tools utilized for analysis become more sophisticated
and market conditions change. Thisis based on the same framework utilized to determine the initial assumptions used to calculate fair value. Any
measurement of the fair value of residual interestsislimited by the existing conditions and the assumptions utilized as of a particular point in time.
Those same assumptions may not be appropriate if applied at adifferent point in time.

A third-party valuation of the residual interests, in which all economic assumptions are determined by this third-party (the external-based
valuation), is obtained on a quarterly basisin connection with the preparation of the financial statements, and is used by management as a
benchmark to evaluate the adequacy of the cash flow model and the reasonableness of the assumptions and fair val ue estimates devel oped
internally for the internal-based valuation. The external-based valuations are analyzed and assumptions are evaluated and incorporated in the
internal-based valuation model when deemed necessary and agreed by management.

The Corporation requires that internally determined assumptions be documented and validated quarterly, and that significant deviationsin
assumptions when compared with outside sources be investigated and substantiated with factual data.

In 2007, the subprime mortgage market has continued to experience (1) deteriorating credit performance trends, particularly in loans originated in
2005, 2006 and 2007, (2) unprecedented turmoil with subprime lenders due to increases in losses, bankruptcies and liquidity problems, (3) lower
levels of housing activity and home price appreciation, and (4) ageneral tightening of credit standards that may adversely affect subprime
borrowers when trying to refinance their mortgages. Furthermore, since the third quarter of 2007, the U.S. credit markets have been affected by
unprecedented instability and disruption, making even routine asset sales much more challenging. Credit spreads have widened
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significantly and rapidly, as many investors have allocated their funds to only the highest-quality financial assets such as U.S. government
securities.

These factors led to an increase in cash flow uncertainty for investorsin subprime mortgage securities thereby causing risk premiumsto
increase. Given theincreasein risk premiums, along with lower liquidity for subprime mortgage securities observed in the market, in the first quarter
of 2007, the Corporation changed the discount rate utilized to discount projected residual cash flowsfrom 17% at the end of the fourth quarter in
2006 to 25% at March 31, 2007. Market liquidity deteriorated further during the third quarter of 2007, as evidenced by wider spreads on
subordinated interestsin newly issued asset-backed security transactions. As aresult of the incremental market disruptions, management
increased again the discount rate utilized in the valuation of the residual intereststo 30% in the third quarter of 2007 and to 40% in the fourth
quarter of 2007.

For the reasons described below, the prepayment assumption for fixed-rate |oans was changed to 20.7% HEP (“home equity prepayment curve”)
by December 31, 2007 from the 28% HEP utilized at the same date in the previous year. The HEP model assumes that prepayment speedsincrease
evenly over the seasoning ramp of 12 months. The revised HEP reflects a decrease in the long-term projected prepayment rates for the fixed-rate
mortgage collateral influenced by factors such as decreasesin home prices, slowdown in the purchases and sal es of both new and existing homes,
and interest rates behavior, which impact refinance activity.

With respect to credit losses, reduction in home prices, declining demand for housing units leading to rising inventories, housing affordability
challenges and a general tightening of underwriting standards are expected to lead to higher future cumulative credit |osses. Based on an analysis
by management of PFH’s historical collateral performance, risk model estimates and rating agency |oss coverage levels, the cumulative credit loss
assumptions were al so changed, worsening throughout all quarters of 2007. The cumulative credit loss estimates range between 3.35% and 11.03%
as of December 31, 2007, compared to 1.28% and 3.19% basis points at December 31, 2006. The increase reflects current conditions in the housing
and credit markets and higher delinquenciesin 2005 through 2007 vintages.

Refinements to assumptions, as well as model mechanics, are typical in the on-going modeling process. As such, enhancementsto the
estimation process are to be expected in the normal assumption development process. Management believes that the value of the Corporation’s
residual interests as of December 31, 2007 is reasonabl e, but no assurance can be provided that future changesin interest rates, prepayments and
loss experience, or changes in the market discount rate will not require additional write-downs.

Refer to Note 23 to the consolidated financial statements for information on the key economic assumptions used in measuring the fair value of
theresidual interests at the dates of the securitizations and as of the end of 2007. Also, such note provides a sensitivity analysis based on
immediate changes to the most critical assumptions used in determining the fair value at December 31, 2007.

Mortgage Servicing Rights
The Corporation accounts for mortgage servicing rights (“MSRs”) at fair value.

Thefair value of servicing rightsis estimated by using a cash flow valuation model which calcul ates the present value of estimated future net
servicing cash flows, taking into consideration actual and expected loan prepayment rates, discount rates, servicing costs, and other economic
factors, which are determined based on current market conditions.

Similar to the residual interests, the Corporation estimates fair value of MSRs using athird-party valuation model that cal culates the present
value of projected future cash flowsin which all economic assumptions are determined by the Corporation. The valuation of M SRs requires the
Corporation to make estimates of numerous market assumptions, such asinterest rates, prepayment assumptions, servicing costs, discount rates,
and the payment performance of the underlying loans. These M SRs are valued using a static interest rate simulation.

Economic assumptions are reviewed for reasonableness on a quarterly basis and adjusted as necessary to reflect current and anticipated market
conditions. Thus, any measurement of the fair value of MSRsis limited by the existing conditions and the assumptions utilized as of a particular
point in time. Those same assumptions may not be appropriate if applied at adifferent point in time.

Third-party valuations of the fair value of the subprime mortgage loans' MSRs, in which all economic assumptions are determined by the third
party, are obtained on aquarterly basis, and are used by management only as a benchmark to evaluate the reasonableness of the fair value
estimates made internally. These external-based val uations are analyzed and assumptions are evaluated and incorporated in the internal-based
valuation model when validated and agreed upon by management. The Corporation requires that internally determined assumptions be
documented and validated quarterly, and that significant deviationsin assumptions when compared with outside sources be investigated and
substantiated with factual data.

Refer to Note 22 to the consolidated financial statements for information on the impact of the adoption of SFAS No. 156 and other information
on the Corporation’s MSRs. Refer to Note 23 to the consolidated financial statements for information on the key economic assumptions used in
measuring the fair value of the
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MRSs recorded by PFH and BPPR at the dates of the securitizations, recharacterization or sales and as of December 31, 2007. Also, Note 23
provides a sensitivity analysis based on immediate changes to the most critical assumptions used in determining the fair value at December 31,
2007.

Income Taxes

The calculation of our periodic income taxesis complex and requires the use of estimates and judgments. The Corporation has recorded two
accrualsfor incometaxes: (1) the net estimated amount currently due or to be received from taxing jurisdictions, including any reserve for potential
examination issues, and (2) adeferred income tax that represents the estimated impact of temporary differences between how the Corporation
recognizes assets and liabilities under GAAP, and how such assets and liabilities are recognized under the tax code. Differences in the actual
outcome of these future tax consequences could impact the Corporation’s financial position or its results of operations. In estimating taxes,
management assesses the relative merits and risks of the appropriate tax treatment of transactions taking into consideration statutory, judicial and
regulatory guidance. Valuation allowances are established, when necessary, to reduce the deferred tax assets to the amount expected to be
realized. The net deferred tax asset at December 31, 2007 amounted to $520 million of which $215 million was related to timing differencesin the
recognition of the provision for loan losses under GAAP and actual charge offs under the tax code, and $175 million was related to net operating
losses carryforward in the U.S. operations. The realization of the deferred tax asset related to the net operating loss carryforward of the
Corporation’s U.S. operations is dependent upon the existence of, or generation of, taxable income prior to their expiration term of 20 years. Based
on the information available as of December 31, 2007, the Corporation expectsto fully realize the net deferred tax asset. Refer to Note 27 to the
consolidated financial statements for the Corporation’s net deferred tax assets and val uation allowance regquirements at December 31, 2007.

Changesin the Corporation’s estimates can occur due to changesin tax rates, new business strategies, newly enacted guidance, and resolution
of issues with taxing authorities regarding previously taken tax positions. Such changes could affect the amount of accrued taxes. The current
income tax payable for 2007 has been paid during the year in accordance with estimate tax payments rules. Any remaining payment will not have
any significant impact on liquidity and capital resources.

SFASNo. 109, “Accounting for Income Taxes,” requires the recognition of income taxes on the unremitted earnings of subsidiaries, unless
these can be remitted on atax-free basis or are permanently invested. The Corporation’s U.S. subsidiaries (which are considered foreign under
Puerto Rico income tax law) have never remitted retained earnings. The Corporation considers the reinvestment of such earnings permanent. The
Corporation’s subsidiaries in the United States file a consolidated return. As of December 31, 2007, the Corporation had no current or accumul ated
earnings and profits on its combined U.S. subsidiaries’ operations and, accordingly, the recognition of adeferred tax liability was not considered
necessary.

During thefirst quarter of 2007, the Corporation adopted Financial Interpretation No. 48, “ Accounting for Uncertainty in Income Taxes — an
Interpretation of FASB Statement 109" (FIN 48), which prescribes a recognition threshold and measurement attribute for the financial statement
recognition and measurement of atax position taken or expected to be taken in atax return. Under the accounting guidance, atax benefit from an
uncertain position may be recognized only if itis“more likely than not” that the position is sustainable based on its technical merits. The tax
benefit of aqualifying position isthe largest amount of tax benefit that is greater than 50 percent likely of being realized upon ultimate settlement
with ataxing authority having full knowledge of all relevant information. Based on management’s assessment, there was no impact on retained
earnings as of January 1, 2007 dueto the initial application of the provisions of FIN 48 since the Corporation did not recognize any change in the
liability for unrecognized tax benefits. The amount of unrecognized tax benefits, including accrued interest, as of December 31, 2007 amounted to
$22.2 million. Refer to Note 27 to the consolidated financial statements for further information on the impact of FIN 48. The amount of unrecognized
tax benefits may increase or decrease in the future for various reasons including adding amounts for current tax year positions, expiration of open
income tax returns due to the statutes of limitation, changesin management’s judgment about the level of uncertainty, status of examinations,
litigation and legislative activity and the addition or elimination of uncertain tax positions. Although the outcome of tax auditsis uncertain, the
Corporation believes that adequate amounts of tax, interest and penalties have been provided for any adjustments that are expected to result from
open years. The Corporation does not anticipate a significant change to the total amount of unrecognized tax benefits within the next 12 months.

From time to time, the Corporation is audited by various federal, state and local authorities regarding income tax matters. The auditsarein
various stages of completion; however, no outcome for a particular audit can be determined with certainty prior to the conclusion of the audit,
appeal and, in some cases, litigation process. Although management believesits approach to determining the appropriate tax treatment is
supportable and in accordance with Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes,” and FASB
Interpretation No. 48, “ Accounting for Uncertainty in Income Taxes,” it is possible that the final tax authority will take atax position that is
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different than that which is reflected in the Corporation’ sincome tax provision and other tax reserves. As each audit is conducted, adjustments, if
any, are appropriately recorded in the consolidated financial statement in the period determined. Such differences could have an adverse effect on
our income tax provision or benefit, or other tax reserves, in the reporting period in which such determination is made and, consegquently, on our
results of operations, financial position and/or cash flows for such period.

Goodwill and Other Intangible Assets

The Corporation’s goodwill and other identifiable intangible assets having an indefinite useful life are tested for impairment based on the
requirements of SFAS No. 142, “ Goodwill and Other Intangible Assets.” Intangibles with indefinite lives are evaluated for impairment at least
annually and on amore frequent basis if events or circumstances indicate impairment could have taken place. Such events could include, among
others, a significant adverse change in the business climate, an adverse action by aregulator, an unanticipated change in the competitive
environment and a decision to change the operations or dispose of areporting unit.

As of December 31, 2007, goodwill totaled $631 million, while other intangibles with indefinite useful lives, mostly associated with E-LOAN’s
trademark, amounted to $17 million. Refer to Notes 1 and 12 to the consolidated financial statementsfor further information on goodwill and other
intangible assets. Note 12 to the consolidated financial statements provides an allocation of goodwill by business segment.

During 2007, the Corporation performed the annual goodwill impairment evaluation for the entire organization. The reporting units utilized for
this evaluation were those that are one level below the business segmentsidentified in Note 12 to the consolidated financial statements. The
impairment evaluation is performed in two steps. Thefirst step of the goodwill evaluation processisto determineif potential impairment existsin
any of the Corporation’s reporting units, and is performed by comparing the fair value of the reporting units with their carrying amount, including
goodwill. If required from the results of this step, a second step measures the amount of any impairment loss. The second step process estimates
the fair value of the unit’sindividual assetsand liabilitiesin the same manner asif a purchase of the reporting unit wastaking place. If theimplied
fair value of goodwill calculated in step two isless than the carrying amount of goodwill for the reporting unit, an impairment isindicated and the
carrying value of goodwill iswritten down to the calculated value.

In determining the fair value of areporting unit, the Corporation generally uses a combination of methods, including market price multiples of
comparable companies and the discounted cash flow analysis.

The computations require management to make estimates and assumptions. Critical assumptionsthat are used as part of these evaluations
include:

. selection of comparable publicly traded companies, based on nature of business, location and size;
. selection of comparable acquisition transactions;

. the discount rate applied to future earnings, based on an estimate of the cost of equity;

. the potential future earnings of the reporting unit;

. market growth and new business assumptions;

. the relative weight given to the valuations derived by the different valuation methods.

For purposes of the market comparable approach, valuations were determined by cal cul ating average price multiples of relevant revenue drivers
from a group of companies that are comparable to the reporting unit being analyzed and applying those price multiplesto the revenue drivers of
the reporting unit. While the market price multiple is not an assumption, a presumption that it provides an indicator of the value of the reporting
unit isinherent in the valuation. The determination of the market comparables also involves a degree of judgment.

For purposes of the discounted cash flows approach, the valuation is based on estimated future cash flows. The Corporation usesitsinternal
Asset Liability Management Committee (AL CO) forecasts to estimate future cash flows. The cost of equity used to discount the cash flowswas
calculated using the Ibbotson BuildUp Method and ranged from 10.88% to 18.62%.

Asindicated in the Significant U.S. Strategic Events section of thisMD& A, management made a decision during the fourth quarter of 2007 to
restructure the operations of E-L OAN. Asaresult, management updated the val uation test of E-LOAN’s goodwill during the fourth quarter of 2007
to consider the new business developments at that subsidiary. Asaresult of thisimpairment analysis, the Corporation recorded goodwill
impairment losses of $164.4 million associated with the operations of E-LOAN.

The annual goodwill impairment evaluation performed for the other reporting units resulted in no impairment of goodwill or other intangible
assetswith indefinite lives.

The goodwill impairment eval uation process requires the Corporation to make estimates and assumptions with regard to the fair value of the
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 the Corporation’s results of operations and the reporting units where the goodwill is recorded. However, had our
estimated fair value calculated for all units evaluated using the market comparabl e approach been approximately 10% lower, there would
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till be no indication of impairment for any of the Corporation’s reporting units.

The valuation of the E-LOAN trademark was performed using a valuation approach called the “relief-from-royalty” method. The basis of the
“relief-from-royalty” method isthat, by virtue of having ownership of the trademarks and trade names, Popular is relieved from having to pay a
royalty, usually expressed as a percentage of revenue, for the use of trademarks and trade names. The main estimates involved in the valuation of
thisintangible asset included the determination of:

. an appropriate royalty rate;
. the revenue projections that benefit from the use of thisintangible;
. the after-tax royalty savings derived from the ownership of the intangible; and

. the discount rate to apply to the projected benefits to arrive at the present value of thisintangible.

Since estimates are an integral part of thistrademark impairment analysis, changesin these estimates could have a significant impact on the
calculated fair value.

Based on the impairment eval uation test completed as of December 31, 2007, the Corporation recorded impairment losses of $47.4 million
associated with E-LOAN'’strademark.

Pension and Postr etirement Benefit Obligations

The Corporation provides pension and restoration benefit plans for certain employees of various subsidiaries. The Corporation also provides
certain health care benefits for retired employees of BPPR. The benefit costs and obligations of these plans are impacted by the use of subjective
assumptions, which can materially affect recorded amounts, including expected returns on plan assets, discount rates, rates of compensation
increase and health care trend rates. Management applies judgment in the determination of these factors, which normally undergo evaluation
against industry assumptions and the actual experience of the Corporation. The Corporation uses an independent actuarial firm for assistancein
the determination of the pension and postretirement benefit costs and obligations. Detailed information on the plans and related valuation
assumptions are included in Note 24 to the consolidated financial statements.

The Corporation periodically reviewsits assumption for long-term expected return on pension plan assets in the Banco Popular de Puerto Rico
Retirement Plan, which is the Corporation’slargest pension plan with amarket value of assets of $516.5 million at December 31, 2007. The expected
return on plan assets is determined by considering atotal fund return estimate based on aweighted average of estimated returns for each asset
classin the plan. Asset class returns are estimated using current and projected economic and market factors such as real rates of return, inflation,
credit spreads, equity risk premiums and excess return expectations.

Aspart of the review, the Corporation’s independent consulting actuaries performed an analysis of expected returns based on the plan’s asset
allocation at January 1, 2008. Thisanalysisisvalidated by the Corporation and used to devel op expected rates of return. Thisforecast reflects the
actuarial firm’'sview of expected long-term rates of return for each significant asset class or economic indicator; for example, 9.0% for large/ mid-
cap stocks, 5.3% for fixed income, and 2.7% inflation at January 1, 2008. A range of expected investment returnsis developed, and thisrangerelies
both on forecasts and on broad-market historical benchmarks for expected returns, correlations, and volatilities for each asset class.

As aconseguence of recent reviews, the Corporation left unchanged its expected return on plan assets for year 2008 at 8.0%, similar to the
expected rate assumed in 2006 and 2007.

Pension expense for the Banco Popular de Puerto Rico Retirement Plan in 2007 amounted to $0.6 million. Thisincluded a credit of $41.4 million
reflecting the expected return on assets.

Pension expense is sensitive to changes in the expected return on assets. For example, decreasing the expected rate of return for 2008 from
8.00% to 7.50% would increase the projected 2008 expense for the Banco Popular de Puerto Rico Retirement Plan by approximately $2.5 million.

On December 31, 2006, the Corporation adopted SFAS No. 158 “Employers Accounting for Defined Benefit Pension and Other Postretirement
Plans—an amendment of FASB Statements No. 87, 88, 106, and 132(R)”, and commenced to account for the underfunded status of the
Corporation’s pension and postretirement benefit plansasaliability, with an offset, net of tax, in accumulated other comprehensive income. The
determination of the fair value of pension plan obligations involves judgment, and any changes in those estimates could impact the Corporation’s
consolidated statement of financial condition. The valuation of pension plan obligationsis discussed above. Management believes that the fair
val ue estimates of the pension plan assets are reasonable given that the plan assets are managed, in the most part, by the fiduciary division of
BPPR, which is subject to periodic audit verifications. Also, the composition of the plan assets, as disclosed in Note 24 of the consolidated
financial statements, is primarily in equity and debt securities, which have readily determinable quoted market prices.

The Corporation uses the Citigroup Yield Curve to discount the expected program cash flows as a guide in the selection of the discount rate, as
well asthe Citigroup Pension Liability Index. The Corporation decided to use adiscount rate of 6.40% to determine the benefit obligation at
December 31, 2007, compared with 5.75% at December 31, 2006.
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A 40 basis point decrease in the assumed discount rate of 6.40% as of the beginning of 2008 would increase the projected 2008 expense for the
Banco Popular de Puerto Rico Retirement Plan by approximately $2.0 million. The change would not affect the minimum required contribution to the
Plan.

The Corporation also provides a postretirement health care benefit plan for certain employees of BPPR. This plan was unfunded (no assets were
held by the plan) at December 31, 2007. The Corporation had an accrual for postretirement benefit costs of $126 million at December 31, 2007.
Assumed health care trend rates may have significant effects on the amounts reported for the health care plan. Note 24 to the consolidated
financial statements provides information on the assumed rates considered by the Corporation and on the sensitivity that a one-percentage point
changein the assumed rate may have in the cost components and postretirement benefit obligation of the Corporation.

STATEMENT OF QOPERATIONS ANALYSIS
Net I nterest Income

Net interest income isthe Corporation’s primary source of earnings representing 68% of total revenues (defined as net interest income plus non-
interest income) for 2007, compared to 64% in 2006. It is defined as the difference between the revenue generated on interest earning assets less
the interest cost of funding those assets. Various factors may cause the net interest income to fluctuate from period to period, which may include
interest rate volatility, the shape of the yield curve, changesin volume and mix of earning assets and interest bearing liabilities, repricing
characteristics of assets and liabilities, and derivative transactions, among others.

Interest earning assets include investment securities and loans that are exempt from income tax, principally in Puerto Rico. The main sources of
tax-exempt interest income are investments in obligations of some U.S. Government agencies and sponsored entities of the Puerto Rico
Commonwealth and its agencies, and assets held by the Corporation’sinternational banking entities, which are tax-exempt under Puerto Rico laws.
To facilitate the comparison of all interest datarelated to these assets, the interest income has been converted to ataxable equivalent basis, using
the applicable statutory income tax rates. The marginal tax rate for the Puerto Rico subsidiaries in 2007 was 39%, compared to 43.5% for BPPR and
41.5% for the other Puerto Rico subsidiariesin 2006. The marginal tax rate was 41.5% for all the Puerto Rico subsidiariesin 2005. The decreasein
the marginal tax rate was responsible for the majority of the reduction in the taxable equivalent benefit between 2006 and 2007, as shown in Table
D. The taxable equivalent computation considers the interest expense disallowance required by the Puerto Rico tax law, also affected by the
mentioned decreasein tax rate.

Average outstanding securities balances are based on amortized cost excluding any unrealized gains or 10sses on securities available-for-sale.
Non-accrual loans have been included in the respective average loans and | eases categories. Loan fees collected and costs incurred in the
origination of loans are deferred and amortized over the term of the loan as an adjustment to interest yield. Interest income for the year ended
December 31, 2007 included an unfavorable impact of $8.4 million, consisting principally of amortization of net loan origination costs (net of
origination fees) and amortization of net premiums on loans purchased, partially offset by prepayment penalties and | ate payment charges. These
amounts approximated unfavorable impacts of $18 million and $42 million, respectively, for the years ended December 31, 2006 and 2005. The
reduction in the unfavorable impact for 2007, compared with 2006 and 2005, was mainly the result of alower balance of premium amortized related
to mortgage | oans purchased by PFH, mainly in years prior to 2006, due to reduced |oan prepayments and to the direct impact of the maturity run-
off of the purchased mortgage loan portfolio.

In 2007, management continued its strategy to improve the net interest margin by not reinvesting maturities of securities; focusing on growing
the commercial and consumer loan portfolio; and reducing the level of residential mortgage loans (mainly through areduction of volume at PFH).
These strategies assisted in increasing the yield on earning assets and reduced the Corporation’s dependence on wholesal e funding, while the
purchase of the Citibank retail network in Puerto Rico provided a more stable funding source.

However, even though the Corporation showed improvement in its margin, the year 2007 presented various challenges: Internet-based deposits
carry a higher rate than deposits from branches due to the competitive nature of this business channel, the liquidity crisisthat took placein the
second half of 2007 |ead the Corporation to enter into certain financing agreements which may delay the expected benefit of reduced market
interest rates, and competitive pressures that resulted in increasesin the cost of interest bearing deposits, and that affected the volume and
spreads of consumer and mortgage loansin the Puerto Rico subsidiaries.

During 2006, the Federal Reserve (“FED”) raised the federal funds target rate 100 basis points, increasing this rate from 4.25% on December 31,
2005 to 5.25% by June 30, 2006 and remaining at that rate as of December 31, 2006. In 2007, the FED reduced the federal fundsrate 50 basis points
in September 2007, 25 basis pointsin October 2007 and 25 basis points in December 2007, reaching 4.25% at December 31, 2007. Asaresult of
financial markets remaining under considerable stress, further credit tightening throughout 2007 for some businesses and househol ds, the housing
sector contracting and some labor markets softening, among other considerations, the FED announced these interest rate cutsin 2007.
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The average key index rates for the years 2005 through 2007 were as follows:

2007 2006 2005
Prime rate 8.05% 7.96% 6.19%
Fed fundsrate 5.05 4.96 3.20
3-month LIBOR 5.30 5.20 357
3-month Treasury Bill 4.46 4.84 3.20
10-year Treasury 4.63 4.79 4.28
FNMA 30-year 6.24 6.32 5.72

Table D presents the different components of the Corporation’s net interest income, on ataxable equivalent basis, for the year ended
December 31, 2007, as compared with the same period in 2006, segregated by major categories of interest earning assets and interest bearing
liabilities.

The decrease in average earning assets for the year ended December 31, 2007, compared with the previous year, was principally due to the
Corporation’s decision not to reinvest maturities of securities, mainly U.S. Government agencies, as well as selling low yielding mortgage loansin
the second half of 2006. These strategies, in addition to the growth in the commercial and consumer loan portfolios and the reduction experienced
in the Corporation’s U.S. subprime mortgage |oan originations, contributed to a change in the mix of earning assets and funding sources. Refer to
the Statement of Condition Analysis section of thisMD& A for additional information on factors that contributed to the fluctuation in major
earning assets categories.

The Corporation’s funding sources al so experienced a change in its mix, which contributed to the variance attributable to the change in volume
shown in Table D. The declinein low yielding assets, an increase in the Corporation’s deposit base, and liquidity measures taken in the second
half of 2007 in response to market disruptions, resulted in reduced levels of borrowed money. The E-LOAN Internet deposit gathering initiative,
launched in the latter part of 2006, aswell asincreasesin non-Internet certificates of deposit, including brokered CDs and money market accounts,
coupled with the deposits derived from the acquisition of Citibank’sretail branchesin Puerto Rico, contributed also to the reduction in borrowed
money.

Theincrease in the net interest margin for the year ended December 31, 2007, compared with the previous year, was partly attributed to the
following factors:

. Theyield for commercial loans increased, when compared to 2006, in part due to a high proportion of these loans with floating rates. As of
December 31, 2007, approximately 63% of the portfolio of commercial and construction loans had floating or adjustable interest rates. For
the majority of 2007, rates remained higher than 2006. In addition, due to the timing of the rate resets, certain adjustable rate portfolios
have not had the complete impact of the decrease in market rates that occurred in the last quarter of 2007.

. Theyield of residential mortgage loans increased, when compared to 2006, mainly as aresult of a decrease in the premium amortization for
secured mortgage loans due to a slowdown in the prepayment activity in the U.S. market, aswell asthe direct impact of the maturity run-
off of the purchased mortgage portfolio.

. Theyield of consumer |oansincreased, when compared to 2006, mainly as aresult of higher rates for the Puerto Rico consumer loan
portfolio, and a higher volume and rate of credit cards. The yield of the credit card portfolio increased by 39 basis points.

Partially offsetting the above mentioned favorabl e variances were the following negative impacts:

. Increased cost of interest bearing deposits as aresult of a higher proportion of I nternet-based deposits raised through the E-LOAN
platform and higher rates for money markets and time deposits. The overall increase in the Corporation’s cost of deposits was also
affected by the lagged impact of the FED’srate increase in 2006 and competitive pressures.

. Higher cost of short-term borrowings primarily as aresult of the tightening performed by the FED during 2006 and higher funding costsin
response to the market disruptionsin the second half of 2007.

. Increase in the cost of long-term debt, in part due to secured debt with floating rates derived from on-bal ance sheet mortgage loan
securitizations that were outstanding for most of the year prior the |oan recharacterization transaction that took effect in late December
2007.

. Unfavorable impact of mark-to-market adjustment related to derivative instruments that were associated with borrowed funds. The
Corporation recognized $15.9 million in derivative losses for the year ended December 31, 2007, compared with derivative losses of
$8.2 million in 2006, which are included as funding costs on borrowed funds. Most of these derivatives are economically hedging long-
term debt. The decline in the fair value of the derivative instruments was influenced by disruptionsin the financial markets during the
third quarter of 2007 and the reduction in interest rates by the FED in the second half of 2007.

As part of itsasset / liability management strategies, the Corporation has entered into some activitieswith derivative financial instrumentsto
protect its exposure to market risk. Refer to the Market Risk — Derivatives section of thisMD& A and Note 30 to the audited consolidated financial
statements for additional
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information regarding the Corporation’ sinvolvement in derivative activities.

Asshownin Table D, the decrease in net interest income on ataxable equivalent basis from 2005 to 2006 was mainly the result of alower taxable
equivalent adjustment and lower net interest margin, partially offset by an increasein average earning assets. The decrease in the net interest
margin for the year ended December 31, 2006, compared with 2005, was partly attributed to a higher average cost of interest bearing liabilities,
principally due to the tightening in monetary policy by the FED. During 2006, the FED raised the federal fundstarget rate from 4.25% on
December 31, 2005 to 5.25% by June 30, 2006 and remaining at that rate as of December 31, 2006. Also, there was an increase in the cost of long-
term debt resulting primarily from secured debt with floating rates derived from mortgage |oan on-balance sheet securitization transactions by PFH
and higher cost of interest bearing deposits. Partially offsetting these unfavorabl e variances were higher yields in commercial, mortgage and
consumer loans. Contributorsto theincreasein loan yields for 2006 included the favorable impact of rising ratesin collateralized mortgage
obligations and commercial |oans with floating rates, adecline in premium amortization on mortgage loans purchased due to a slowdown in the
prepayment activity in the U.S. market, aswell as a decrease in the amount of mortgage |oans purchased as part of PFH’ s operations. Also
contributing to this variance were the impact of sales of low yielding mortgage |oans during the third quarter of 2006 and maturities of low yielding
securities during 2006, mainly agency securities.

The decrease in the taxabl e equivalent adjustment from 2005 to 2006, as shown in Table D, was mainly the result of a higher cost of funds,
partialy offset by the increase in exempt interest income and a greater benefit derived from a higher statutory rate in 2006, when compared to 2005,
as mentioned above. Puerto Rico tax law requires that an interest expense be assigned to the exempt interest incomein order to calculate a net
benefit. The interest expense is determined by applying the ratio of exempt assetsto total assets to the Corporation’stotal interest expensein
Puerto Rico. To the extent that the cost of funds increases at afaster pace than the yield of earning assets, the net benefit will be reduced. The
cost of fundsincreased in part due to the FED’ stightening in monetary policy, which increased the federal funds target rate by 100 basis points
during 2006.

Average tax-exempt earning assets approximated $8.9 hillion in 2007, of which 83% represented tax-exempt investment securities, compared with
$9.7 hillion and 87% in 2006, and $10.0 billion and 88% in 2005.

Provision for L oan L osses

The Corporation’s provision for loan losses for the year ended December 31, 2007 increased by $274.9 million, compared with 2006, and exceeded
net charge-offs by $139.6 million. Thisincrease was mainly attributed to higher net charge-offs by $193.4 million, mainly in the mortgage, consumer,
and commercial loan portfolios, which reflect the continued credit problemsin the U.S. mainland subprime mortgage market, aswell as higher
delinguenciesin U.S. and Puerto Rico, duein part by the slowdown in the economy. Also, the increase reflects probable losses inherent in the loan
portfolio, asaresult of current economic conditions and deteriorating market trends, primarily in the mortgage and commercial loan sectors. The
net charge-offsto average loans held-in-portfolio ratio deteriorated, increasing to 1.31% in 2007, from 0.74% in 2006 and 0.62% in 2005.

The provision for loan losses for the year ended December 31, 2006 increased by $92.5 million, or 47%, and exceeded net-charge offs by
$58 million compared with 2005. Thisincrease was mainly attributed to the growth in the loan portfolio and higher net charge-offs, mainly in the
consumer loan portfolio in Puerto Rico. Also, theincrease reflected probable losses inherent in the loan portfolio asaresult of economic
conditions and deteriorating market trends in 2006, primarily in the subprime mortgage |oan sectors and in the commercial portfolio, evidenced by
an increase in non-performing assets from 2005 to 2006.

Refer to the Credit Risk Management and L oan Quality section for adetailed analysis of non-performing assets, allowance for loan losses and
selected loan losses statistics. Also, refer to Table G and Note 9 to the consolidated financial statements for the composition of the loan portfolio.
Non-Interest Income

Refer to Table E for a breakdown on non-interest income by major categories for the past five years. Non-interest income accounted for 32% of
total revenuesin 2007, while it represented 36% of total revenuesin the years 2006 and 2005.

Non-interest income for the year ended December 31, 2007, compared with the previous year, was mostly impacted by:
. Higher other service fees, which are detailed by category in Table E.

= The favorable variance in credit card fees was due to higher merchant fees resulting from higher volume of purchases and late
payment fees due to greater volume of credit card accounts billed at a higher average rate pursuant to a change in contract terms.

= Theincrease in debit card fees was mostly due to the change in the automatic teller machines’ interchange fees from afixed rateto a
variablerate, as well as higher transactional volume. Also, the increaseis associated to higher surcharge revenues from non-BPPR
users of the ATM terminals.
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TableD
Net Interest Income — Taxable Equivalent Basis

Y ear ended December 31,

(Dollars in millions) (In thousands)
Variance
Average Volume Average Yields/ Costs Interest Attributable to
2007 2006 Variance 2007 2006 Variance 2007 2006 Variance Rate Volume
Money market
$ 514 $ 564 ($50) 5.17% 5.56% (0.39%) investments $ 26,565 $ 31,382 ($4,817) ($1,824) ($2,993)
9,854 11,774 (1,920) 5.19 5.14 0.05 Investment securities 511,208 605,588 (94,380) 5,061 (99,441)
672 513 159 6.44 6.63 (0.19) Trading securities 43,306 34,004 9,302 (992) 10,294
11,040 12,851 (1,811) 5.26 5.22 0.04 581,079 670,974 (89,895) 2,245 (92,140)
Loans:
Commercial and
15,082 13,613 1,469 7.72 7.63 0.09 construction 1,164,918 1,038,497 126,421 11,693 114,728
1,178 1,283 (105) 7.89 7.57 0.32 Leasing 92,940 97,166 (4,226) 3,950 (8,176)
10,954 12,113 (1,159) 7.12 6.93 0.19 Mortgage 780,012 839,515 (59,503) 22,472 (81,975)
5,536 5,070 466 10.82 10.53 0.29 Consumer 599,085 533,692 65,393 9,047 56,346
32,750 32,079 671 8.05 7.82 0.23 2,636,955 2,508,870 128,085 47,162 80,923
$43,790 $44,930 ($1,140) 7.35% 7.08% 0.27% Total earning assets $3,218,034 $3,179,844 $ 38,190 $ 49,407 ($11,217)
Interest bearing
deposits:
NOW and money
$ 4,429 $ 3,878 $ 551 2.60% 2.06% 0.54% market* $ 115,047 $ 79,820 $ 35,227 $ 17,963 $ 17,264
5,698 5,440 258 1.96 1.43 0.53 Savings 111,877 77,611 34,266 4,513 29,753
11,399 9,977 1,422 4.73 4.24 0.49 Time deposits 538,869 422,663 116,206 46,221 69,985
21,526 19,295 2,231 3.56 3.01 0.55 765,793 580,094 185,699 68,697 117,002
Short-term
8,685 10,677 (1,992) 5.16 4.86 0.30 borrowings 448,172 518,960 (70,788) 30,623 (101,411)
Medium and long-term
8,181 9,868 (1,687) 5.68 5.45 0.23 debt 464,816 537,477 (72,661) 19,458 (92,119)
Total interest
bearing
38,392 39,840 (1,448) 4.37 4.11 0.26 liabilities 1,678,781 1,636,531 42,250 118,778 (76,528)
Non-interest bearing
4,043 3,970 73 demand deposits
1,355 1,120 235 Other sources of funds
$43,790 $44,930 ($1,140) 3.83% 3.64% 0.19%
3.52% 3.44% 0.08% Net interest margin
Net interest income
on ataxable
equivalent basis 1,539,253 1,543,313 (4,060) ($69,371) $ 65,311
2.98% 2.97% 0.01% Net inter est spread
Taxableequivalent
adjustment 89,863 115,403 (25,540)
Net interest income $1,449,390 $1,427,910 $ 21,480

Notes: The changesthat are not due solely to volume or rate are allocated to volume and rate based on the proportion of the changein each
category.

* Includesinterest bearing demand deposits corresponding to certain government entities in Puerto Rico.

= The increase in mortgage servicing fees was related to higher servicing fees due to the growth in the portfolio of loans serviced for
others, which rose by approximately $7.2 billion from December 31, 2006 to December 31, 2007 as well as, higher late payment fees derived
from the serviced portfolio as aresult of increased delinguencies primarily associated with the U.S. mainland. Also, the positive variance
was impacted by the adoption of SFAS No. 156, in which the Corporation elected fair value measurement and, as aresult, the residential
mortgage servicing rights are no longer amortized in proportion to and over the period of estimated net servicing income. Refer to Note 22
to the consolidated financial statements for detailed information
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(Dollarsin millions) (In thousands)
Variance
Average Volume Average Yields/ Costs Interest Attributable to
2006 2005 Variance 2006 2005 Variance 2006 2005 Variance Rate Volume
Money market
$ 564 $ 797 ($233) 5.56% 4.18% 1.38% investments $ 31,382 $ 33,319 ($1,937) $ 8,592 ($10,529)
11,774 12,230 (456) 5.14 4.83 0.31 Investment securities 605,588 591,089 14,499 38,049 (23,550)
513 488 25 6.63 6.65 (0.02) Trading securities 34,004 32,427 1,577 (123) 1,700
12,851 13,515 (664) 5.22 4.86 0.36 670,974 656,835 14,139 46,518 (32,379)
Loans:
Commercial and
13,613 11,815 1,798 7.63 6.73 0.90 construction 1,038,497 794,899 243,598 113,981 129,617
1,283 1,303 (20) 7.57 7.57 — Leasing 97,166 98,618 (1,452) 60 (1,512)
12,113 12,238 (125) 6.93 6.53 0.40 Mortgage 839,515 799,332 40,183 48,421 (8,238)
5,070 4,375 695 10.53 10.12 0.41 Consumer 533,692 442,662 91,030 16,012 75,018
32,079 29,731 2,348 7.82 7.18 0.64 2,508,870 2,135,511 373,359 178,474 194,885
$44,930 $43,246 $1,684 7.08% 6.46% 0.62% Total earning assets $3,179,844 $2,792,346 $387,498 $ 224,992 $ 162,506
Interest bearing
deposits:
NOW and money
$ 3,878 $ 3,732 $ 146 2.06% 1.49% 0.57% market* $ 79,820 $ 55,645 $ 24,175 $ 20,257 $ 3918
5,440 5,677 (237) 1.43 1.23 0.20 Savings 77,611 69,940 7,671 9,953 (2,282)
9,977 8,776 1,201 4.24 3.48 0.76 Time deposits 422,663 305,228 117,435 72,341 45,094
19,295 18,185 1,110 3.01 2.37 0.64 580,094 430,813 149,281 102,551 46,730
Short-term
10,677 10,327 350 4.86 3.38 1.48 borrowings 518,960 349,203 169,757 162,016 7,741
Medium and long-term
9,868 9,764 104 5.45 4.73 0.72 debt 537,477 461,636 75,841 73,812 2,029
Total interest
bearing
39,840 38,276 1,564 4.11 3.24 0.87 liabilities 1,636,531 1,241,652 394,879 338,379 56,500
Non-interest bearing
3,970 4,069 (99) demand deposits
1,120 901 219 Other sources of funds
$44,930 $43,246 $1,684 3.64% 2.87% 0.77%
3.44% 3.59% (0.15%) Net interest margin
Net interest income
on ataxable
equivalent basis 1,543,313 1,550,694 (7,381) ($113,387) $ 106,006
2.97% 3.22% (0.25%) Net inter est spread
Taxableequivalent
adjustment 115,403 126,487 (11,084)
Net interest income $1,427,910 $1,424,207 $ 3,703

on the adoption of SFAS No. 156. Any fair value adjustment of MSRsisrecorded in “ other service fees’ in the consolidated statements of
operations together with the loan servicing fees charged to third-parties on the serviced portfolio. These favorable variances were partially
offset by lower prepayment fees on loans serviced due to a slowdown in prepayments.

= Other fees decreased mainly as aresult of lower brokered |oan fees on services provided to mortgage brokers on the origination of loans for
their portfolio. Thisreduction in servicing fees was aresult of the discontinuation of PFH’s broker-origination channel as part of the PFH
Restructuring Plan.
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» Favorable variancein the net gain on sale and val uation adjustments of investment securities, which consisted of:

Y ear ended December 31,

(In thousands) 2007 2006 $ Variance
Net gain on sale of investment securities $120,328 $ 22,233 $ 98,095
Valuation adjustments of investment securities (65,169) (17,874) (47,295)
Total $ 55,159 $ 4,359 $ 50,800

The favorable variance in the net gain on sale of investment securities for the year ended December 31, 2007, compared with the same period in
2006, was mainly due to $118.7 million in gains from the sale of the Corporation’s interest in Telecomunicaciones de Puerto Rico, Inc. (“TELPRI")
during the first quarter of 2007. The gain on sale of investment securities in 2006 included gains of $13.6 million from the sale of marketable equity
securitiesand FNMA securities.

The unfavorable variance in valuation adjustments of investment securities, considered other-than-temporary, included a negative valuation
adjustment of $45.4 million in PFH’ sresidual interests classified as available-for-sale and $19.5 million in certain equity securities for 2007. During
2006, the negative valuation adjustments were mostly associated to $17.8 million of PFH’sresidual interests. For information on the conditions that
impacted PFH’ sresidual interests during 2007 and 2006, refer to the Critical Accounting Policies/ Estimates section of thisMD&A.

» Unfavorable variancein trading account (loss) profit, which consisted of:

Y ear ended December 31,

(In thousands) 2007 2006 $ Variance
Mark-to-market of PFH’ s residual interests $(39,661) $ (971 $(38,690)
Other trading account profit 37,197 36,259 938

Total $ (2,464) $35,288 $(37,752)

PFH’sresidual interests classified as trading securities were also unfavorably impacted by credit and market eventsin the U.S. subprime market
during 2007 as described previously inthisMD&A.

» Unfavorable variancein gain on sales of loans and negative adjustments in the valuation of loans held-for-sale, particularly mortgage
|oans, were as follows:

Y ear ended December 31,

(In thousands) 2007 2006 $Variance
Loss on sale of loans related to loan recharacterization by PFH $(90,144) — $ (90,144)
Gain on sales of loans, excluding |oan recharacterization 76,564 $117,421 (40,857)
Lower of cost or market valuation adjustment on loans held-for-sale (25,390) — (25,390)
Total $(38,970) $117,421 $(156,391)

The negative variance associated to the |0ss on the loan recharacterization transaction by PFH was explained in the Significant U.S. Strategic
Events section of thisMD&A.

Excluding the PFH loan recharacterization transaction, the decrease in gain on sales of loans for 2007, compared to 2006, was principally dueto
lower volume of loans originated at PFH due to exiting the whol esal e subprime mortgage business, coupled with lower origination volume at E-
LOAN dueto market conditions and the lack of liquidity in the private secondary markets. There were also lower gains on sale of SBA loans by the
Corporation’s U.S. banking subsidiary. The decrease was partially offset by the fact that during 2006, BPPR realized a $20.1 million loss on the bulk
sale of mortgage loans, and there were no similar losses during 2007.

The unfavorable lower of cost or market valuation adjustment on loans held-for-sale resulted principally from the deterioration in the U.S.
subprime mortgage market and lack of liquidity in the private secondary markets experienced during the second half of 2007, which negatively
impacted price margins, coupled with credit deterioration.

For the year ended December 31, 2006, non-interest income increased $24.2 million, or 3%, compared with 2005. There were higher gainson sale
of loans by $34.1 million mainly dueto E-LOAN’s production, as this subsidiary was acquired in the fourth quarter of 2005, partially offset by
losses in the Puerto Rico operations that resulted from the bulk sale of approximately $0.6 billion of mortgage loansto aU.S. financial institution
during 2006 and lower sales volumes and price margins due to the slowdown in the housing market. Other operating income rose by $34.9 million
during 2006, when compared to the previous year, due to higher revenues from E-LOAN related in part to mortgage loan closing services and
business referral fees, higher dividend income derived from the Corporation’sinvestment in TELPRI, higher income derived from securitization
related invested funds,
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TableE
Non-Interest Income
Y ear ended December 31,
Five-Year

(Dollars in thousands) 2007 2006 2005 2004 2003 CGR*

Service charges on deposit accounts $196,072 $190,079 $181,749 $165,241 $161,839 4.45%

Other servicefees:

Credit card fees and discounts 102,176 89,827 82,062 69,702 60,432 11.53
Debit card fees 76,573 61,643 52,675 51,256 45,811 12.52
Insurance fees 55,824 53,889 50,734 38,924 29,855 18.02
Processing fees 47,476 44,050 42,773 40,169 40,003 5.37
Sale and administration of

investment products 30,453 27,873 28,419 22,386 21,174 7.12
Mortgage servicing fees, net of

amortization and fair value

adjustments 11,708 (2,750) 6,226 7,412 6,853 (0.36)
Trust fees 11,157 9,316 8,290 8,872 7,830 4.23
Check cashing fees 387 737 17,122 21,680 24,420 (55.07)
Other fees 27,503 36,290 43,200 35,150 48,014 (6.99)

Total other service fees 363,257 320,875 331,501 295,551 284,392 6.45

Net gain on sale and valuation
adjustments of investment
securities 55,159 4,359 52,113 15,254 71,094 —

Trading account (loss) profit (2,464) 35,288 30,051 (159) (10,214) 25.11

(Loss) gain on sale of loans and
valuation adjustments on loans
held-for-sale (38,970) 117,421 83,297 44,168 53,572 —

Other operating income 121,262 141,463 106,564 88,716 65,327 10.89

Total non-interest income $694,316 $809,485 $785,275 $608,771 $626,010 5.01%

* C.G.R. refersto compound growth rate.

and higher revenues from services on the structuring of bond issues, among others. These favorable variances were partially offset by a decrease
of $47.8 million in net gains on sale and unfavorable val uation adjustments of other-than-temporary impairments of investment securities available-
for-sale, principally residual interests of PFH. Additionally, there were lower check cashing fees and other fees as aresult of the lack of revenue
originally produced by the Corporation’s check cashing operationsin the U.S., which were sold during the fourth quarter of 2005.
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TableF
Operating Expenses

Y ear ended December 31,

Five-Year
(Dollars in thousands) 2007 2006 2005 2004 2003 CGR.
Salaries $ 519,523 $ 517,178 $ 474,636 $ 427,870 $ 388,527 7.50%
Pension, profit sharing and other
benefits 148,666 151,493 148,053 143,148 137,917 3.24
Total personnel costs 668,189 668,671 622,689 571,018 526,444 6.45
Net occupancy expenses 123,621 116,742 108,386 89,821 83,630 9.51
Equipment expenses 127,472 135,877 124,276 108,823 104,821 5.16
Other taxes 50,111 44,543 39,197 40,260 37,904 6.17
Professional fees 149,854 141,534 119,281 95,084 82,325 12.10
Communications 66,877 68,283 63,395 60,965 58,038 441
Business promotion 115,388 129,965 100,434 75,708 73,277 13.43
Printing and supplies 17,438 17,741 18,378 17,938 19,111 (2.63)
Impairment losses on long-lived
assets 12,344 7,232 — — — —
Other operating expenses:
Credit card processing, volume and
interchange expenses 41,695 30,707 29,700 26,965 23,869 18.25
Transportation and travel 16,142 18,064 19,426 14,968 13,811 3.04
All other* 93,225 79,098 73,459 61,618 82,009 7.62
Goodwill and trademark impairment
losses 211,750 14,239 — — — —
Amortization of intangibles 10,445 12,377 9,579 7,844 7,844 2.79
Subtotal 1,036,362 816,402 705,511 599,994 586,639 13.92
Total $1,704,551 $1,485,073 $1,328,200 $1,171,012 $1,113,083 10.62%
Efficiency ratio** 81.99% 67.16% 62.30% 59.86% 60.51%
Personnel costs to average assets 1.42 1.38 134 143 152
Operating expenses to average assets 3.62 3.08 2.86 294 321
Employees (full-time equival ent) 12,303 12,508 13,210 12,139 11,474
Assets per employee (in millions) $ 3.61 $ 3.79 $ 3.68 $ 3.66 $ 3.18
* Includesinsurance, sundry losses, FDIC assessment and other real estate expenses, among others.

**  Non-interest expense divided by net interest income plus recurring non-interest income.
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Operating Expenses

Refer to Table F for the detail of operating expenses by major categories along with various related ratios for the last five years. Operating
expenses totaled $1.7 billion for the year ended December 31, 2007, an increase of $219.5 million, or 15%, compared with the same period in 2006.
Included in operating expenses for 2007 are approximately $248.5 million in impairment charges and costs associated to the PFH Restructuring Plan,
E-LOAN Restructuring Plan and PFH Branch Network Restructuring Plan described previously in thisMD&A. In 2006, there were $21.4 millionin
impairment charges associated with the PFH Restructuring Plan. The table bel ow segregates these 2007 costs by categories within operating
expenses.

PFH E-LOAN PFH Branch
Restructuring Restructuring  Network Restructuring
(in millions) Plan Plan Plan Total
Personnel costs (1) $ 78 $ 46 — $ 124
Net occupancy expenses (2) 45 4.2 — 8.7
Equipment expenses 0.3 04 — 0.7
Professional fees (3) 18 04 — 2.2
Other operating expenses 0.3 — — 0.3
Total restructuring expenses $14.7 $ 96 — $ 243
Impairment of long-lived assets (4) — 105 19 124
Impairment of trademark and goodwill (5) — 2118 — 2118
Total restructuring and impairment charges $14.7 $231.9 $1.9 $248.5

(1) Severance, stay bonuses, related taxes and other employee benefits

(2) Leaseterminations

(3) Outplacement services and professional services contract termination

(4) Impairment of leasehold improvements, equipment and intangibl e assets with definitive lives
(5) Goodwill impairment of $164.4 million and trademark impairment of $47.4 million

Isolating the impact of the different charges associated to the restructuring plans named above, operating expenses increased (decreased) from
2006 to 2007 asfollows:

Charges 2007, excluding 2006,
related to charges related to excluding
restructuring restructuring impairment

(in millions) 2007 plans plans charges Variance
Personnel costs $ 668.2 $ 124 $ 655.8 $ 668.7 $(12.9)
Net occupancy expenses 1236 8.7 1149 116.7 (1.8)
Equipment expenses 127.5 0.7 126.8 135.9 9.
Other taxes 50.1 — 50.1 445 5.6
Professional fees 149.9 2.2 147.7 141.5 6.2
Communications 66.9 — 66.9 68.3 (2.4)
Business promotion 1154 — 1154 130.0 (14.6)
Printing and supplies 174 — 174 17.7 0.3
Impairment losses on long-lived assets (1) 12.3 124 0.2) — 0.2)
Other operating expenses 1511 0.3 150.8 118.1 32.7
Impact of changein fiscal period — — — 9.7 9.7)
Goodwill and trademark impairment losses (1) 2118 2118 — — —
Amortization of intangibles 104 — 104 124 (2.0)
Total $1,704.6 $248.5 $1,456.1 $1,463.5 $ (7.4)

(1) For comparative purposes, this table excludes $7.2 million in impairment of long-lived assets and $14.2 million in goodwill impairment losses
taken in 2006 that were associated to the PFH Restructuring Plan.

Excluding the severance costs associated with the restructuring plans, the decrease in personnel costs for 2007, compared to 2006, was
principally the result of lower headcount resulting from the PFH Restructuring Plan which took effect in early 2007. The PFH reportable segment’s
personnel expenses, excluding $7.8 million related to the PFH Restructuring Plan, decreased by $37.1 million during 2007, compared to the previous
year. PFH was impacted by areduction in headcount as described below. The reduction in the PFH reportable segment’s personnel costs was
partly offset by increasesin the Corporation’s other reportable segments, including the Puerto Rico and U.S. mainland operations. These increases
were mostly associated to the impact of merit increases across the Corporation’s subsidiaries, increased headcount, higher commissions on certain
businesses, medical insurance costs and savings plan expenses, among other factors, coupled with lower cost deferrals due to alower volume of
loan originations. At December 31, 2007, the Corporation’s full-time eguivalent employees (“FTES’) were 12,303, compared with 12,508 at
December 31, 2006.

Other operating expenses categories reflecting greater variances in 2007 compared to 2006, excluding the impact of the restructuring plans, are
described below.



Equipment expenses declined mostly as aresult of lower electronic equipment depreciation, maintenance and repair expenses, and
software package amortization, aswell as
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lower equipment reguirements due to the streamlining of PFH’s operations.

. Other taxes increased mainly associated to higher municipal license taxes, personal property taxes, examination banking fees and the new
salestax implemented in Puerto Rico in the later part of 2006.

. Professional fees also increased principally due to higher business strategy consulting, computer service fees, credit collection, imaging
services and programming services, among others.

. Business promotion expenses experienced a reduction mainly as aresult of cost control measures on marketing expenditures on the U.S.
mainland operations, primarily at E-LOAN, and lower expenditures at PFH due to the streamlining of operationsin 2007. These reductions
were partially offset by higher costs related to the loyalty reward program in the Puerto Rico operations.

. Other operating expenses rose primarily as aresult of higher other real estate expenses associated with the increased administrative and
foreclosure costs resulting from a higher number of repossessed units and additional write downsin the collateral value of repossessed
real estate propertiesin the U.S. mainland. The increase in other operating expensesis also due to higher credit card processing and
interchange expenses, primarily due to higher volume of transactions at a higher average rate.

. Impact of change in fiscal period of certain subsidiaries represents anet loss for the month of December 2005 in those subsidiaries that
changed their fiscal year in 2006, as described in the Corporation’s 2006 Annual Report.

The efficiency ratio measures how much of acompany’srevenue is used to pay operating expenses. As stated in the Glossary of Selected
Financial Termsincluded in this 2007 Annual Report, in determining the efficiency ratio, the Corporation includes recurring non-interest income
items, thusisolating income items that may be considered volatile in nature. Management believes that the exclusion of those items would permit
greater comparability for analytical purposes. Amounts within non-interest income not considered recurring in nature by the Corporation
amounted to $64.6 million during the year ended December 31, 2007, compared with $26.0 million in the same period of the previous year. Non-
recurring gains during 2007 corresponded principally to net gains on sale and val uation adjustments of investment securities available-for-sale,
whereas 2006 was mainly impacted by gains on the sale of real estate properties. The efficiency ratio was mainly unfavorably impacted by the
impairment losses that resulted from the eval uation of the goodwill and trademark of E-LOAN and the restructuring charges related to the three
restructuring plans previously discussed.

For the year 2006, total operating expenses increased $156.9 million, or 12%, from 2005, mainly resulting from E-LOAN’s operations, which had
only impacted 2005 results since its acquisition in November 2005. E-LOAN’ s share of the increase in operating expenses for 2006, compared to
2005, was approximately $133 million. Popular Cash Express (“PCE”), sold in late 2005, contributed with a reduction of $28 million in operating
expenses for 2006, which represented the subsidiary’s costs for the year 2005. Isolating the above impact in operating expenses from E-LOAN and
PCE, the Corporation’s operating expenses for the year ended December 31, 2006 increased $52 million, or 4%, compared with the previous year.

For the year ended December 31, 2006, personnel costs increased by $46.0 million, or 7%, compared with 2005. E-LOAN contributed with
$46.4 million of thisincrease, while PCE contributed with a reduction of $10.1 million. The increase was mainly attributed to higher salaries and
related taxes, bonuses, health insurance costs and savings plan expenses, partially offset by lower incentive compensation, training costs and
profit sharing. All other operating expenses for the year 2006, excluding personnel costs, increased by $110.9 million, or 16%, compared with 2005.
E-LOAN contributed with approximately $86.1 million of thisincrease, mostly in business promotion and professional fees. PCE represented a
reduction of approximately $17.6 million, principally in net occupancy expenses. Excluding the impact of E-LOAN and PCE, the most significant
variances were goodwill impairment losses during 2006 of $14.2 million at PFH, higher net occupancy expenses by $11.1 million resulting from
business expansion in the U.S. mainland, the impact of achange in thisfiscal year of certain of the Corporation’s subsidiaries amounting to a pre-
tax loss of $9.7 million, and higher equipment expenses by $8.8 million driven by software maintenance and systems technol ogy investments to
support business processes. These variances were partially offset by areduction of $14.9 million in business promotion expenses, excluding E-
LOAN and PCE operations, resulting from lower expenses related to the loyalty rewards program as aresult of alower cost structure and changes
in the redemption requirements, and by cost control measures.

Income Tax Expense

Income tax benefit for the year ended December 31, 2007 was $59.0 million, compared with an income tax expense of $106.9 million for 2006. This
variance was primarily due to the pre-tax losses for 2007, in the Corporation’s U.S. operations, and to higher income subject to a preferential tax
rate on capital gainsin Puerto Rico when compared to 2006. In addition, income tax expense in the Puerto Rico operations decreased due to the
expiration of the
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transitory provision that increased the statutory tax rate for Puerto Rico corporationsin 2006, as described earlier in the Net Interest Income
section of thisMD&A. The impact of these changes was partially offset by lower net tax-exempt interest income and by the reversal of several tax
positions during 2006 upon the completion of various federal and Puerto Rico tax audits.

Income tax expense for the year ended December 31, 2006 was $106.9 million, compared with $148.9 million in 2005, a decrease of $42.0 million, or
28%. This decline was primarily due to lower pre-tax earnings, partially offset by a decrease in net tax-exempt interest income and by lower income
subject to apreferential tax rate on capital gainsin Puerto Rico. In addition, income tax expense reflected a change in the statutory tax rate from
41.5% to 43.5% in BPPR effective in 2006 and there was lower reversal of certain tax positions during 2006 as compared to 2005.

Refer to Note 27 to the consolidated financial statements for additional information on income taxes.

Fourth Quarter Results
Refer to the Statistical Summary 2006-2007 Quarterly Financial Data presented in thisMD&A.

Net interest margin, on ataxable equivalent basis, was 3.53% for the fourth quarter of 2007, compared to 3.52% in the same period of 2006. Net
interest income, on ataxable equivalent basis, declined by $3.1 million, or less than 1%, compared with the fourth quarter of 2006. The reduction
was principally due to alower taxable equivalent adjustment, as aresult of the lower marginal tax rate in 2007 of 39%, which was discussed in the
Net Interest Income section of thisMD&A. The average volume of earning assets declined by $0.4 billion, primarily due to a$0.9 billion net
reduction in money markets and securities, offset in part by an increase in average loans of $0.5 billion, mainly commercial and consumer loans,
reduced in part by alower average volume of mortgage loans. Earning assets were funded principally through interest bearing deposits, which on
average rose by $3.0 hillion, and non-interest bearing sources of funds, which rose on average by $0.3 billion. Borrowed funds decreased $3.7
billion. Refer to the Statement of Condition and Liquidity sections of thisMD& A for explanations on changes in the mix of earning assets and
funding sources.

The provision for loan losses for the fourth quarter of 2007 increased by $94.8 million, compared with the same quarter in 2006, principally dueto
higher net charge-offs and to higher delinquencies, atrend exhibited throughout the year due to weak economic conditions. The net charge-offsto
average loans held-in-portfolio ratio deteriorated, increasing to 1.75% in the fourth quarter of 2007, from 0.93% for the same quarter in 2006. Net
charge-offsfor the quarter ended December 31, 2007 were $141.5 million, compared with $73.4 million in the same quarter of the previousyear. The
increase was experienced in mortgage loans by $37.2 million, consumer loans by $16.7 million and commercial loans by $16.1 million. Theincrease
in net charge-offs on mortgage loans primarily reflects the continued credit problemsin the U.S. mainland subprime mortgage market. Increasesin
net charge-offsin the commercial loan and consumer |oan portfolios are principally due to higher delinquenciesin Puerto Rico resulting from the
slowdown in the economy. The commercial |oan sector in the Corporation’s U.S. mainland operations also experienced higher charge-offs.

Non-interest income amounted to $71.8 million for the quarter ended December 31, 2007, compared with $205.3 million for the same quarter in
2006. This decline was mostly the result of the $90.1 million pre-tax loss resulting from the loan recharacterization transaction by PFH, and to higher
losses on the valuation of PFH’ sresidual interest by $15.0 million for the fourth quarter of 2007, compared to the same period in 2006. Also, there
were lower gains on the sale of real estate property in the fourth quarter of 2007 by approximately $10.5 million, compared to the same quarter in the
previous year. These unfavorable variances were partially offset by higher other service fees that included debit and credit card fees, offset in part
by an unfavorable change in the fair value of mortgage servicing rights during the fourth quarter of 2007 due to market conditions, including
changesin delinquency curves and increased servicing costs.

Operating expenses for the fourth quarter of 2007 totaled $621.2 million, representing an increase of $242.3 million, compared with the same
quarter in 2006. Thisincrease was principally driven by $211.8 million in impairment losses related to E-LOAN’ s goodwill and trademark, and to
$20.1 million in other charges taken in the fourth quarter of 2007 associated to the E-LOAN Restructuring Plan. The fourth quarter of 2006 included
$21.4 million inimpairment charges related to goodwill and long-lived assets on the PFH Restructuring Plan. Other factors impacting the increase in
other operating expenses for the fourth quarter of 2007, when compared to the same quarter in 2006, included higher salariesin part due to merit
increases, additional headcount from the Puerto Rico acquisitions, lower expense deferrals due to lower loan origination volumes, higher other real
estate expenses and credit collection expenses, partially offset by lower equipment and business promotion expenses, among other factors.

Income tax benefit amounted to $95.5 million in the fourth quarter of 2007, compared to income tax expense of $18.8 million in the same quarter of
2006. The main factorsimpacting this variance were the operating losses recorded in the U.S. operations primarily as aresult of the loan
recharacterization and the restructuring plans.
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REPORTABLE SEGMENT RESULTS

The Corporation’s reportabl e segments for managerial reporting purposes consist of Banco Popular de Puerto Rico, EVERTEC, Banco Popular
North America, and PFH. Also, a Corporate group supports the reportable segments. For managerial reporting purposes, the costs incurred by the
Corporate group are not allocated to the four reportable segments.

Prior to the fourth quarter of 2007, all U.S. operations were in asingle segment referred to as Popular North America. Given the events and
strategic moves commenced by management in the fourth quarter of 2007 with respect to selling or discontinuing PFH’ s loan origination branch
operations, including the prospective sale of asignificant portion of its branch portfolio during the first quarter of 2008 and the sale or closure of
its consumer branch network, management determined that the Popular North America (U.S. operations) would no longer be evaluated asasingle
reportable segment. As aresult, commencing in the fourth quarter of 2007, the Corporation’s Popular North America reportable segment was
segregated in two segments: Banco Popular North America, which includes the operations of E-LOAN; and PFH.

Asaresult of further disruptionsin the subprime market, liquidity constraints with respect to financing the operations of PFH and further loan
credit deterioration, the Corporation determined to exit this business and allow the existing loan portfolio that cannot be sold due to lack of market
or to legal constraints (i.e. for the on-balance sheet securitization not recharacterized) to mature. Asindicated in the Events Subsequent to Y ear-
End 2007 section of thisMD& A, management opted to account for a substantial portion of PFH’s maturing loans held-in-portfolio at fair value
commencing on January 1, 2008. PFH will continue to operate itsloan servicing unit.

For amore complete description of the Corporation’s reportable segments, including additional financial information and the underlying
management accounting process, refer to Note 32 to the consolidated financial statements.

The Corporate group had a net income of $44.2 million in 2007, compared with anet loss of $28.8 million in 2006 and a net income of $9.0 million
in 2005. In 2007, the Corporation’s holding compani es within the Corporate group realized net gains on the sale and val uation adjustment of
investment securities, mainly marketable equity securities, approximating $95.5 million, mainly due to again on the sale of TELPRI sharesin the
first quarter of 2007, while in 2006 these gains amounted to $13.9 million.

Highlights on the earnings results for the reportable segments are discussed below.

Banco Popular de Puerto Rico

The Corporation’s core operations in Puerto Rico continued to perform well during 2007 despite a difficult economic environment which presented
credit challenges, aggressive competition and an economy experiencing a greater slowdown than in the previous year. Asindicated earlier, Banco
Popular de Puerto Rico grew itsretail banking business by acquiring Citibank’s retail banking operations, which added 17 branches prior to branch
closings due to synergies. Also, Popular Securities, a subsidiary within the Banco Popular de Puerto Rico reportable segment, strengthened its
brokerage sales force and assets under management by acquiring Smith Barney’ s retail brokerage operationsin Puerto Rico. Both of these
acquisitionstook place in the latter part of the fourth quarter of 2007.

Banco Popular de Puerto Rico reportable segment reported net income of $327.3 million in 2007, a decrease of $28.6 million, or 8%, when
compared with the previous year. Net income amounted to $355.9 million for 2006 and $398.7 million for 2005. The main factors that contributed to
the variance 2007 compared to 2006 included:

 Higher net interest income by $42.9 million, or 5%, primarily related to the commercial banking business;

 Higher provision for loan losses by $102.6 million, or 73%, primarily associated with higher net charge-offs mainly in the consumer and
commercial loan portfolios due to higher delinquencies resulting from the slowdown in the economy. The provision for loan losses
represented 127% of net charge-offsfor 2007, compared with 124% in 2006. The net charge-offs to average loans held-in-portfolio for the
Banco Popular de Puerto Rico operations was 1.22% for the year ended December 31, 2007, compared with 0.77% in the previous year. The
ratio of allowance for loan losses to loans hel d-in-portfolio for the Banco Popular de Puerto Rico reportable segment was 2.31% at
December 31, 2007, compared with 2.09% at December 31, 2006;

 Higher non-interest income by $53.6 million, or 12%, mainly due to higher other service fees by $42.0 million, primarily in debit and credit card
fees and mortgage servicing fees. Also, there was afavorable variance in the caption of gains on sale of loans by $16.4 million because of a
$20.1 million loss on the bulk sale of mortgage loansin the third quarter of 2006;

 Higher operating expenses by $34.1 million, or 5%, primarily associated with higher professional fees, personnel costs, business promation,
other operating taxes and other operating expenses, which include credit card processing and interchange expenses. Despite the 5% increase
in operating costs, this reportable segment managed costs through disciplined spending during 2007;
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. Lower income tax expense by $11.7 million, or 9%, primarily due to lower taxable income in 2007 than in the previous year.

EVERTEC

EVERTEC isthe Corporation’s reportabl e segment dedicated to processing and technology outsourcing services, servicing customersin Puerto
Rico, the Caribbean, Central Americaand the U.S. mainland. EVERTEC provides support internally to the Corporation’s subsidiaries, aswell asto
third parties. EVERTEC increased transaction volume, revenues and net income during 2007 in spite of arecession in its main market, Puerto Rico,
and in spite of increased competition from larger competitors across al regionsit serves. During 2007, EVERTEC focused on leveraging its existing
product offering to achieve strong revenue growth, enhancing competitiveness of the automated teller machine network, continuously improving
quality levels, and continuing to devel op its technology infrastructure.

For the year ended December 31, 2007, net income for the reportable segment of EVERTEC totaled $31.3 million, an increase of $5.3 million, or
20%, compared with $26.0 million for 2006. Net income amounted to $24.7 million for 2005. Factors that contributed to the variancein results for
2007 when compared to 2006 included:

. Lower net interest loss by $1.1 million, or 57%, primarily due to increased revenues from funds invested in securities;

. Higher non-interest income by $12.4 million, or 5%, mostly as aresult of higher el ectronic transactions processing fees related to point of
sale and the automated teller machine network, other item processing fees associated with cash depot services and payment processing,
and anincreasein I T consulting services, among others;

. Higher operating expenses by $5.7 million, or 3%, primarily due to higher personnel costs, including impact of merit increases, higher
headcount, commissions and medical costs, among other factors, and professional services primarily in programming services. These
variances were partially offset by lower equipment expenses due to lower software package expenses and lower depreciation of electronic
equipment.

. Higher income tax expense by $2.5 million, or 17%, primarily due to higher taxable income in 2007 compared to the previous year.

Banco Popular North America

For the year ended December 31, 2007, the reportable segment of Banco Popular North America, which includes the operations of E-LOAN, had a
net loss of $195.4 million, compared to net income of $67.5 million for 2006 and $97.6 million for 2005. E-LOAN’s net loss for the year ended
December 31, 2007 amounted to $245.7 million, compared to net losses of $33.0 million in 2006 and $1.6 million in 2005. E-L OAN was acquired by the
Corporation in the fourth quarter of 2005.

The main factors that contributed to the variance in results for 2007 as compared to results ayear earlier for the Banco Popular North America
reportable segment included:

. Lower net interest income by $9.4 million, or less than 3%;

. Higher provision for loan losses by $49.0 million, or 105%, primarily due to higher net charge-offs in the mortgage and commercial loan
portfolios. The provision for loan losses represented 166% of net charge-offs for 2007, compared with 116% of net charge-offsin 2006.
The net charge-offsto average |oans held-in-portfolio for the Banco Popular North America operations was 0.62% for the year ended
December 31, 2007, compared with 0.45% in the previous year. Theratio of allowance for |oan losses to loans held-in-portfolio for the
Banco Popular North America reportable segment was 1.26% at December 31, 2007, compared with 1.00% at December 31, 2006. The
increase in the allowance for loan losses reflects potential losses inherent in the loan portfolio as aresult of current economic conditions
and deteriorating market trends, primarily in the subprime mortgage |oan sector and in the commercial portfolio, evidenced by an increase
in non-performing assets. Refer to the Overview of Mortgage Loan Exposure section in the Credit Risk Management and Loan Quality
area of thisMD&A for further information on the Corporation’s subprime mortgage loan exposure.

. Lower non-interest income by $32.6 million, or 15%, mainly due to an unfavorable variance in the caption of gain on sale of loans and
valuation adjustments on loans held-for-sale by $25.7 million mainly due to lower loan volume originated and sold by E-LOAN, lower price
margins due to market conditions, reduced gains on sale of SBA loans by BPNA due to lower volume, and unfavorable lower of cost or
market adjustments on mortgage loans held-for-sale due to less liquidity in the secondary markets. Also, contributing to the unfavorable
variance in non-interest income for this reportable segment were lower gains on the sale of real estate properties by $10.4 million. These
unfavorable variances were partially offset by higher service charges on deposits by $5.3 million;

. Higher operating expenses by $238.7 million, or 53%, mainly due to the $211.8 million impairment |osses related
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to E-LOAN’ sgoodwill and trademark. Also included in the increase for 2007 are the $9.6 million of restructuring charges and $10.5 million
in impairment losses on long-lived assets as aresult of the E-LOAN restructuring plan. Other increasesin personnel costs, net occupancy
and eguipment expenses were partially offset by lower business promotion expenses; and

. Income tax benefit of $29.5 million in 2007, compared to income tax expense of $37.3 million in 2006. The variance is mainly attributed to
higher lossesin the operations of E-LOAN, aswell aslower taxable income at BPNA.

Popular Financial Holdings

For the year ended December 31, 2007, net loss for the reportable segment of Popular Financial Holdings totaled $269.4 million, compared to a net
loss of $61.7 million for 2006. Net income amounted to $10.5 million for 2005. The main factors that contributed to this variance in results for 2007
compared to 2006 included:

. Lower net interest income by $32.9 million, or 19%, mostly the result of margin compression, including the impact of higher cost of funds,
and areduction in earning assets due to the downsizing of the operation that took effect in 2007;

. Higher provision for loan losses by $121.2 million, or 121%, primarily due to higher net charge-offsin the mortgage loan portfolio due to
the continued credit problemsin the U.S. mainland subprime mortgage market. The provision for |oan losses represented 129% of net
charge-offsfor 2007, compared with 131% of net charge-offsin 2006. The net charge-offs to average loans held-in-portfolio for the
Popular Financial Holdings operations was 2.36% for the year ended December 31, 2007, compared with 0.99% for the year ended
December 31, 2006. Theratio of allowance for loan losses to loans held-in-portfolio for the Popular Financial Holdings reportable segment
was 2.41% at December 31, 2007, compared with 1.46% at December 31, 2006;

. Non-interest losses of $179.4 million in 2007, compared to non-interest income of $39.0 million in 2006. The variance was mainly due to the
$90.1 million unfavorable impact of PFH’ s loan recharacterization transaction, lower gains on the sale of loans resulting because of lower
volume of loans originated and sold as aresult of the exiting of the wholesale subprime mortgage business during 2007, and lower price
margins. Also, the reduction in non-interest income includes the impact of the unfavorable valuation adjustments of PFH’sresidual
interests of $85.1 million in 2007, compared with $18.7 million in 2006;

. Lower operating expenses by $47.0 million, or 23%, mainly due to theimpact of the downsizing of PFH'’s operations during 2007 and the
fact that the year 2006 included $14.2 million in goodwill impairment losses and $7.2 million in impairment losses on long-lived assets. This
was in part offset by $16.6 million in restructuring charges and impai rment losses on long-lived assets taken in 2007 as part of the PFH
Restructuring Plan and PFH Branch Network Restructuring Plan described in the Operating Expenses section of thisMD&A; and

. Income tax benefit of $150.5 million in 2007, compared to $32.8 million in 2006, mostly due to higher operating losses.

STATEMENT OF CONDITION ANALYSIS
Assets

Refer to the consolidated financial statementsincluded in this Annual Report for the Corporation’s consolidated statements of condition as of
December 31, 2007 and 2006. Also, refer to the Statistical Summary 2003-2007 in thisMD& A for condensed statements of condition for the past
five years. Earning assets at calendar year-end 2007 totaled $40.9 billion, a decrease of 6%, when compared to $43.7 hillion at December 31, 2006.
This decline was principally due to the strategic decisions made with respect to PFH’ s reportabl e segment, which included exiting the wholesale
subprime mortgage origination business since early 2007 and areduction in loans of approximately $3.2 billion that resulted from the loan
recharacterization transaction discussed earlier, offset in part by growth in other loan portfolio categories.

The portfolio of investment securities, including trading and other securities, totaled $10.0 billion at December 31, 2007, compared with
$10.6 billion at December 31, 2006, a decrease of 6%. Notes 6 and 7 to the consolidated financial statements provide additional information of the
Corporation’s available-for-sale and hel d-to-maturity investment portfolios. Also, refer to the Market Risk section of thisMD&A, which includes a
table with the breakdown of the trading portfolio by major types of securities at December 31, 2007. The decline in the Corporation’sinvestment
securities portfolio was mainly associated with the determination of not replacing securities that were maturing, in part because the interest spread
was not favorable, and also as part of the Corporation’s strategy to deleverage the balance sheet and reduce lower yielding assets.

A breakdown of the Corporation’s loan portfolio, the principal category of earning assets, is presented in Table G.

The main challenge during 2007 for the Corporation’s commercial business sector was maintaining portfolio growth while curtailing
delinquency. Commercial loansincreased by $1.1 billion, or 8%, from December 31, 2006 to the same date in 2007, and included growth in
commercial mortgage, participations, franchise, SBA and construction loans, among others. Commercial construction loans, which areincluded as
part of commercial
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TableG
L oans Ending Balances (including L oans Held-for-Sal€)

As of December 31,

Five-Year
(Dallars in thousands) 2007 2006 2005 2004 2003 CGR.
Commercia* $15,627,163 $14,536,837 $12,757,886 $10,897,747 $ 8,571,165 13.96%
Leasefinancing 1,164,439 1,226,490 1,308,091 1,164,606 1,053,821 5.60
Mortgage** 7,434,800 11,695,156 12,872,452 12,641,329 9,708,536 (0.09)
Consumer 5,684,600 5,278,456 4,771,778 4,038,579 3,268,670 12.90
Total $29,911,002 $32,736,939 $31,710,207 $28,742,261 $22,602,192 8.84%

* Includes commercial construction.
** |ncludesresidential construction.

loansin Table G, totaled $1.9 hillion at December 31, 2007, an increase of 37%, compared with $1.4 billion at December 31, 2006. The growth in the
construction loan sector was focused on experienced devel opers, small condos, and the social interest market.

The decrease in the lease financing portfolio from December 31, 2006 to the end of 2007 was mostly reflected in the Puerto Rico operations,
whose |easing portfolio decreased by approximately $74 million, or 8%, compared to December 31, 2006. Asin the prior year, the Corporation’s
lease financing subsidiary in Puerto Rico (“the Island”) was impacted by strong competition and slowdown in the I sland’s economy. The Banco
Popular North America reportable segment al so reflected adeclinein its lease financing portfolio, including the runoff of underperforming lease
financings.

Mortgage loans at December 31, 2007 decreased by $4.3 billion, or 36%, from December 31, 2006. The PFH reportable segment’s mortgage loan
portfolio was reduced by $4.5 billion. This decline at PFH was principally the result of the af orementioned strategies, which included exiting the
whol esal e mortgage |oan origination channel and completing the loan recharacterization transaction. The latter strategy of converting on-balance
sheet securitizations to sale transactions resulted in the removal of approximately $3.2 billion in mortgage loans from the Corporation’s books.
Also, PFH completed one new off-balance sheet securitization transaction in 2007 involving approximately $461 million in unpaid principal balance
of mortgage loans. The reduction in mortgage loans by PFH was partially offset by increases in the Banco Popular de Puerto Rico reportable
segment. Despite the slowdown in the housing market, Popular Mortgage in Puerto Rico increased its loan production due to successful sales
efforts and market share gained from past major competitors. Also, the Banco Popular North America reportable segment was impacted by growth
in non-conventional mortgages. Refer to the Overview of Mortgage L oan Exposure section in the Credit Risk Management and L oan Quality area
of thisMD&A for further information on the Corporation’s mortgage |oan exposure.

A breakdown of the Corporation’s consumer loan portfolio at December 31, 2007 and 2006 follows:

(In thousands) 2007 2006 Change % Change
Personal $3,276,675 $2,457,619 $ 819,056 33%
Credit cards 1,128,137 1,032,546 95,591 9
Auto 1,040,743 1,570,308 (529,565) (34
Other 239,045 217,983 21,062 10
Total $5,684,600 $5,278,456 $ 406,144 8%

Theincrease in personal |oans from December 31, 2006 to December 31, 2007 was principally attributed to higher volume of home equity lines of
credit in the Banco Popular North America operations, particularly from loan originations by E-LOAN. Also, the increase in personal loanswas
associated to the Citibank acquisition in Puerto Rico, which contributed with over $180 million in personal loans at acquisition date. Credit cards
also increased from December 31, 2006 to the same date in 2007, principally in the Banco Popular de Puerto Rico reportable segment, whose credit
card portfolio grew 8% from the end of 2006, mostly as aresult of higher sales volume, new credit cards launched, effective mailing campaigns that
included convenience checks, and volume generated for benefits derived from the loyalty rewards program, among other factors. Banco Popular
North America also contributed with anewly originated credit card portfolio of approximately $12 million, as aresult of initiating the credit cards
issuance business during 2007. Auto loans decreased from the end of 2006 to the same date in 2007 by $530 million, or 34%. There was adeclinein
the auto loan portfolio of the Banco Popular North America reportable segment by approximately $508 million. BPNA's auto loan portfolio
continues to runoff because of management’s decision to cease auto loan originations through dealer channels. Furthermore, the Corporation
completed asale of over $275 million in auto loans to a third-party buyer in December
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2007, which had been originated by E-L OAN. Also contributing to the reduction in the Corporation’s auto loan portfolio was the economic
slowdown in the Puerto Rico market, which reduced automobile sales and decreased the size of the overall auto loan market. The “other” category
of consumer loans includes marine loans and revolving lines of credit. The increasein this category is principally dueto reserve lines of credit by
approximately $16 million from the Citibank portfolio acquired. Despite the growth in the consumer lending business, this businessin Puerto Rico
was negatively impacted by the economic downturn in the Island which hasled to a deterioration of credit quality, as evidenced by theincreasein
consumer loan charge-offs, depicted later in the Credit Risk Management and Loan Quality section of thisMD&A.

Servicing assets increased $32 million, or 19%, from December 31, 2006 to the same date in 2007. Refer to Note 22 to the consolidated financial
statements for further information on the composition and accounting for servicing assets. The growth in servicing rights was mainly due to
purchased mortgage servicing rights in the PFH operations, mortgage servicing rights derived from the off-balance sheet securitization executed
by PFH in 2007 and the loan recharacterization transaction, and from sales and securitizations of originated loans by the Puerto Rico operations.
Also, theincrease was duein part to the adoption of SFAS No. 156 during 2007, pursuant to which the Corporation elected to account for
residential mortgage servicing rights at fair value. These favorable impacts were offset in part by reductionsin the servicing rightsvalue, asa
result of maturity run-off of the serviced portfolio.

The following table provides a breakdown of the principal categoriesthat comprise the caption of “Other assets” in the consolidated statements
of condition as of December 31, 2007 and 2006.

(In thousands) 2007 2006 Change

Net deferred tax assets $ 525,369 $ 359,433 $ 165,936
Bank-owned life insurance program 215,171 206,331 8,840
Prepaid expenses 188,237 168,717 19,520
Securitization advances and rel ated assets 168,599 181,387 (12,788)
Investments under the equity method 89,870 66,794 23,076
Derivative assets 76,958 55,413 21,545
Others 192,790 408,816 (216,026)
Tota $1,456,994 $1,446,891 ($10,103)

Explanations for the most significant variancesin other assets follow:

. The decreasein “others” was mainly due to trade receivables of $232 million outstanding at December 31, 2006 for mortgage-backed
securities sold prior to year-end, with settlement date in January 2007.

. Theincrease in net deferred tax assets was mostly associated with PFH due to the impact of the loss on the |oan recharacterization
transaction and on the valuation of PFH’sresidual interests since these |osses were recognized for tax purposesin adifferent period
causing atiming difference. Also, the increase is due to the net operating loss carryforwards in certain tax jurisdictions and to the reversal
of adeferred tax liability due to the impairment of E-LOAN'’s trademark. Transactions that were treated as on-balance sheet securitizations
for accounting purposes were treated as sales for tax purposes since inception. Refer to Note 27 to the consolidated financial statements
for the composition of deferred tax assets as of December 31, 2007, compared to the results at December 31, 2006.

Goodwill and other intangible assets at December 31, 2007 reflected a decline of $75 million, or 10%, when compared to December 31, 2006. This
reduction was principally the result of the aforementioned write-down in E-LOAN’s goodwill and trademark for $211.8 million, partially offset by
recorded goodwill and core deposit intangibles of $126 million and $21 million, respectively, that are related to the Citibank retail business
acquisition and Smith Barney’sretail brokerage operations by the Banco Popular de Puerto Rico reportable segment in late 2007. After recording
the estimated impairment charge, the full amount of E-LOAN’s goodwill of $164.4 million was eliminated while the balance in trademark remains at
approximately $16.4 million, out of atotal of $63.8 million prior to theimpairment charge. Refer to Note 12 to the consolidated financia statements
for further information on goodwill and the composition of other intangible assets by reportable business segments.

Deposits, Borrowingsand Other Liabilities

The composition of the Corporation’s financing to total assets at December 31, 2007 and 2006 was as follows:

% increase (decrease) % of total assets
(Dollarsin millions) 2007 2006 from 2006 to 2007 2007 2006
Non-interest bearing deposits $ 4,511 $ 4222 6.8% 10.2% 8.9%
Interest-bearing core deposits 15,553 14,923 42 35.0 315
Other interest-bearing deposits 8,271 5,293 56.3 18.6 11.2
Federal funds and repurchase agreements 5,437 5,762 (5.6) 12.2 12.2
Other short-term borrowings 1,502 4,034 (62.8) 3.4 85
Notes payable 4,621 8,737 (47.2) 10.4 184
Others 934 813 14.9 2.1 1.7

Stockholders’ equity 3,582 3,620 1.1 8.1 7.6
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TableH
Deposits Ending Balances

As of December 31,

Five-Year

(Dollars in thousands) 2007 2006 2005 2004 2003 CGR.
Demand deposits* $ 5,115,875 $ 4,910,848 $ 4,415,972 $ 4,173,268 $ 3,726,707 8.72%
Savings, NOW and money market

deposits 9,804,605 9,200,732 8,800,047 8,865,831 7,839,291 5.19
Time deposits 13,413,998 10,326,751 9,421,986 7,554,061 6,531,830 15.12
Total $28,334,478 $24,438,331 $22,638,005 $20,593,160 $18,097,828 9.97%
* Includesinterest and non-interest bearing demand deposits.

The Corporation’s deposits by categories for 2007 and previous years are presented in Table H. Total depositsincreased $3.9 billion, or 16%,
from the end of 2006 to December 31, 2007. The acquisition of the Citibank retail branchesin Puerto Rico in the fourth quarter of 2007 contributed
with approximately $1 billion in deposits, principally in time deposits and savings accounts.

Time deposits totaled $13.4 billion at December 31, 2007. When compared to December 31, 2006, this category increased by $3.1 billion, or 30%.
Brokered certificates of deposit reflected asignificant increase of $2.3 billion. Theincrease in brokered certificates of deposit is directly related to
the Corporation’s decision to substitute short-term borrowings with deposits as aresult of continued instability in the global financial and capital
markets during the second half of 2007. Refer to the Liquidity Risk section later in thisMD&A for further information on the Corporation’s banking
subsidiaries and holding companies liquidity position. Also, theincrease in time deposits from December 31, 2006 to December 31, 2007 was due to
time deposits from the Citibank retail branch acquisition, competitive interest rate campaigns by BPPR focused on certificates of deposit to
individuals, growth in IRA deposits and increased volume of time deposits gathered through the E-LOAN Internet platform, among other factors.
At December 31, 2007, $791 million in time deposits were gathered through the E-LOAN on-line platform, an increase of $365 million, or 86%, when
compared to December 31, 2006.

Savings, NOW and money market depositsincreased 7%, when compared to December 31, 2006. This growth was mainly derived from the
acquisition of the Citibank branchesin Puerto Rico.

Borrowed funds totaled $11.6 billion at December 31, 2007, adecrease of $7 billion, or 38%, compared to December 31, 2006. This decline was
principally due to the loan recharacterization transaction discussed earlier, which reduced the balance of securitized debt in the form of bond
certificates to investors by approximately $3.1 billion. Also, the Corporation placed greater reliance on deposits. Several strategieswere putin
place by the Corporation’s banking subsidiaries to mitigate the impact of current market conditions on liquidity risk. Among the strategies
implemented was the utilization of unpledged liquid assets to raise financing in the repo markets, the proceeds of which were also used to pay off
unsecured borrowings. Furthermore, the reduction in borrowed funds was also impacted by the strategy to deleverage the balance sheet and not
reinvest proceeds obtained from maturing securities. Refer to Notes 14 through 18 to the consolidated financial statements for additional
information on the Corporation’s borrowings at December 31, 2007 and 2006. Also, refer to the Liquidity Risk section of thisMD& A for additional
information on the Corporation’s funding sources at December 31, 2007.

Stockholders Equity

Total stockholders’ equity at December 31, 2007 and December 31, 2006 was $3.6 billion. The reduction in stockholders' equity due to the net loss
for the year 2007 and to the dividend payouts was partially offset by the net impact of unrealized gains in the valuation of available-for-sale
securities at year-end 2007 of $21 million, compared to unrealized losses of $155 million in year-end 2006. Refer to the consolidated statements of
condition and of stockholders' equity included in the accompanying consolidated financial statements for further information on its composition.
Also, the disclosures of accumulated other comprehensive income (loss), an integral component of stockholders' equity, areincluded in the
consolidated statements of comprehensive income.

The Corporation offers adividend reinvestment and stock purchase plan for its stockholders that allows them to reinvest their quarterly
dividendsin shares of common stock at a 5% discount from the average market price at the time of the issuance, aswell as purchase shares of
common stock directly from the Corporation by making optional cash payments at prevailing market prices. During 2007, $20.2 million in additional
capital was issued under the plan, compared to $16.5 million in 2006.

The Corporation continues to exceed the well-capitalized guidelines under the federal banking regulations. At December
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Tablel
Capital Adequacy Data

As of December 31,

(Dollars in thousands) 2007 2006 2005 2004 2003
Risk-based capital:
Tier | capital $ 3,361,132 $ 3,727,860 $ 3,540,270 $ 3,316,009 $ 2,834,599
Supplementary (Tier I1) capital 417,132 441,591 403,355 389,638 341,840
Total capital $ 3,778,264 $ 4,169,451 $ 3,943,625 $ 3,705,647 $ 3,176,439
Risk-weighted assets:
Balance sheet items $30,294,418 $32,519,457 $29,557,342 $26,561,212 $21,384,288
Off-bal ance sheet items 2,915,345 2,623,264 2,141,922 1,495,948 1,411,402
Total risk-weighted assets $33,209,763 $35,142,721 $31,699,264 $28,057,160 $22,795,690
Ratios:
Tier | capital (minimum required - 4.00%) 10.12% 10.61% 11.17% 11.82% 12.43%
Total capital (minimum required - 8.00%) 11.38 11.86 12.44 1321 13.93
Leverageratio* 7.33 8.05 7.47 7.78 8.00
Equity to assets 8.20 17.75 7.06 7.28 7.34
Tangible equity to assets 6.64 6.25 5.86 6.59 6.76
Equity to loans 11.79 11.66 11.01 11.55 12.28
Internal capital generation rate (6.61) 4.48 10.93 10.82 12.84

* All banks are required to have aminimum Tier | leverage ratio of 3% or 4% of adjusted quarterly average assets, depending on the bank’s
classification.

31, 2007 and 2006, BPPR, BPNA and Banco Popular, National Association (“BP, N.A.”) were all well-capitalized. Table | presentsthe Corporation’s
capital adequacy information for the years 2003 to 2007. Note 21 to the consolidated financial statements presents further information on the
Corporation’sregulatory capital requirements.

Included within surplusin stockholders' equity at December 31, 2007 was $374 million corresponding to a statutory reserve fund applicable
exclusively to Puerto Rico banking institutions. This statutory reserve fund totaled $346 million at December 31, 2006. The Banking Act of the
Commonwealth of Puerto Rico requiresthat aminimum of 10% of BPPR’s net income for the year be transferred to a statutory reserve account until
such statutory reserve equals the total of paid-in capital on common and preferred stock. During 2007, $28 million were transferred to the statutory
reserve. Any losses incurred by abank must first be charged to retained earnings and then to the reserve fund. Amounts credited to the reserve
fund may not be used to pay dividends without the prior consent of the Puerto Rico’s Commissioner of Financial Institutions. The failureto
maintain sufficient statutory reserves would preclude BPPR from paying dividends. At December 31, 2007 and 2006, BPPR was in compliance with
the statutory reserve requirement. The more relevant capital requirements applicable to the Corporation are the federal banking agencies capital
requirementsincludedin Tablel.

The average tangible equity amounted to $3.1 billion and $3.0 billion for the years ended December 31, 2007 and 2006, respectively. Total
tangible equity was $2.9 billion at December 31, 2007 and $2.8 billion at the end of 2006. The average tangible eguity to average tangible assets
ratio for 2007 was 6.64%, compared with 6.25% in 2006.

OFF-BALANCE SHEET FINANCING ENTITIES

The Corporation, through certain subsidiaries of PFH, conducted a program of asset securitizations that involved the transfer of mortgage loans to
aspecial purpose entity depositor, which in turn transferred those mortgage loans to different securitization trusts, thus isolating those loans from
the Corporation’s assets. The securitization trusts that constituted “ qualified special purpose entities” (“QSPES’) under the provisions of SFAS
No. 140 and are associated with securitizations that qualified for sale accounting under SFAS No. 140 are not consolidated in the Corporation’s
financial statements. The investorsin these off-balance sheet securitizations have no recourse to the Corporation’s assets or revenues. The
Corporation’s creditors have no recourse to any assets or revenues of the special purpose entity depositor, or the securitization trust funds. As of
December 31, 2007 and 2006, the Corporation had mortgage |oans of approximately $5.4 billion and $2.3 hillion, respectively, in securitization
transactions that qualified for off-balance sheet treatment. These transactions had liabilitiesin the form of debt securities payable to investors from
the assetsinside each securitization trust of approximately $5.1 billion and $2.3 billion at the end of 2007 and 2006, respectively. The Corporation
retained servicing responsibilities and certain subordinated interests in these securitizations in the form of residual interests. Their valueis
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subject to credit, prepayment and interest rate risks on the transferred financial assets. The servicing rights and residual interests retained by the
Corporation are recorded in the statement of condition as of December 31, 2007 at fair value. Refer to the Significant U.S. Strategic Events and
Critical Accounting Policies/ Estimates sectionsinthisMD& A for further information.

RISK MANAGEMENT

Risk identification and monitoring are key elementsin overall risk management. The Corporation’s primary risk exposures are market, liquidity,
credit and operational risks, all of which are discussed in the following sections.

Market Risk

Market risk isthe risk of loss arising from adverse changesin the fair value of financial instruments or other assets due to changesin interest rates,
currency exchange rates or equity prices. The financial results and capital levels of Popular, Inc. are constantly exposed to market risk. It isa
primary responsibility of the Corporation’s Board of Directors (“the Board”) and management to ensure that the level of market risk assumed
throughout all of the subsidiaries of Popular aswell as on a consolidated basis, iswithin policy guidelines approved by the Board. The Board
delegates the monitoring of thisrisk to the Board's Risk Management Committee, and its management to the Market Risk Committee (“the
Committee”) of Popular, Inc., which is composed of certain executive officers, and senior officers from the business, treasury and finance areas.
The Committee’' s primary goal isto ensure that the market risk assumed by the Corporation remains within the parameters of the Board’ s policies.

I nterest Rate Risk

Interest rate risk represents the exposure of the Corporation’s profitability or market value to changesin interest rates. Management considers
interest rate risk (IRR) apredominant market risk in terms of its potential impact on earnings.

The Corporation is subject to various categories of interest rate risk, including:

. Repricing or Term Structure Risk — this risk arises due to mismatchesin the timing of rate changes and cash flows from the Corporation’s
assets and liabilities. For example, if assets reprice or mature at afaster pace than liabilities and interest rates are generally declining,
earnings could initialy decline.

. Basis Risk — thisrisk involves changes in the spread rel ationship of the different rates that impact the Corporation’s balance sheet. This
type of risk is present when assets and liabilities have similar repricing frequencies but are tied to different market interest rate indexes.

. Yield Curve Risk — short-term and long-term market interest rates may change by different amounts; for example, the shape of the yield
curve may affect new loan yields and funding costs differently.

. Options Risk — changesin interest rates may shorten or lengthen the maturities of assets and liabilities. For example, prepayments, which
tend to increase when market rates decline, may accel erate maturities for mortgage related products. In addition, call optionsin the
Corporation’sinvestment portfolios may be exercised in adeclining rate. Conversely, the opposite would occur in arising interest rate
scenario.

In addition to the risks detailed above, interest rates may have an indirect impact on loan demand, credit losses, |oan origination volume, the
value of the Corporation’sinvestment securities holdings, including residual interests, gains and losses on sales of securities and loans, the value
of mortgage servicing rights, and other sources of earnings.

In limiting interest rate risk to an acceptable level, management may alter the mix of floating and fixed rate assets and liabilities, change pricing
schedul es, adjust maturities through sales and purchases of investment securities, and enter into derivative contracts, among other alternatives.

The Corporation maintains aformal asset and liability management process to quantify, monitor and control interest rate risk and to assist
management in maintaining stability in the net interest income under varying interest rate environments.

The Committee implements the market risk policies approved by the Board as well as the risk management strategies reviewed and adopted in
Committee meetings. The Committee measures and monitors the level of short and long-term IRR assumed by the Corporation and its subsidiaries.
It uses simulation analysis and static gap estimates for measuring short-term IRR. Duration analysisis used to quantify the level of long-term IRR
assumed, and focuses on the estimated economic value of the Corporation, that is, the difference between the estimated market value of financial
assets less the estimated value of financial liabilities. Due to the importance of critical assumptionsin measuring market risk, the risk models
incorporate third-party developed datafor critical assumptions such as prepayment speeds on mortgage-rel ated products, estimates on the
duration of the Corporation’s deposits and interest rate scenarios.

Static gap analysis measures the volume of assets and liabilities maturing or repricing at afuture point in time. The repricing volumes typically
include adjustments for anticipated future asset prepayments and for differences in sensitivity to market rates. The volume of assets and liabilities
repricing during future periods, particularly within one year, is used as one short-term indicator of IRR. Table K presents the static gap estimate for
the
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TableJ
Common Stock Performance
Cash Book
Dividends Vaue Dividend Price/ Market/
Market Price Declared Per Payout Dividend Earnings Book
High Low Per Share Share Ratio Yield * Ratio Ratio
2007 $12.12 (233.89%)  4.38% (39.26x) 87.46%
4th quarter $121/2 $ 82/3 $0.16
3rd quarter 167 1178 0.16
2nd quarter 17 157 0.16
1t quarter 19 1576 0.16
2006 12.32 51.02 3.26 14.48 145.70
4th quarter $ 192/ 3 % 172/ 9 $0.16
3rd quarter 207g 1775 0.16
2nd quarter 2 187> 0.16
1st quarter 21's 1975 0.16
2005 11.82 3231 2.60 10.68 178.93
4th quarter $24 $ 201/ 9 $0.16
3rd quarter 275 21l 0.16
2nd quarter 2574 23 0.16
1st quarter 28 235 0.16
2004 10.95 32.85 2.50 16.11 263.29
4th quarter $ 287/ 8 $ 241/ 2 $0.16
3rd quarter 2673 215 0.16
2nd quarter 22 20 0.16
1st quarter 24 215 0.14
2003 9.66 27.05 2.45 12.93 232.14
4th quarter $ 237/ 9 9 198/ 9 $0.14
3rd quarter 207s 1873 0.13
2nd quarter 2075 17 0.14
1st quarter 175 16 0.10

* Based on the average high and low market price for the four quarters.
Note: All per share data has been adjusted to reflect the two-for-one stock split effected in the form of adividend on July 8, 2004.

Corporation as of December 31, 2007. These static measurements do not reflect the results of any projected activity and are best used as early
indicators of potential interest rate exposures. They do not incorporate possible action that could be taken to manage the Corporation’sIRR.

Theinterest rate sensitivity gap is defined as the difference between earning assets and interest bearing liabilities maturing or repricing within a
given time period. At December 31, 2007, the Corporation’s one-year cumulative positive gap was $3.3 billion or 8.12% of total earning assets.

Net interest income simulation analysis performed by legal entity and on a consolidated basisis another tool used by the Corporation in
estimating the potential change in future earnings resulting from hypothetical changesin interest rates. Sensitivity analysisis calculated on a
monthly basis using a simulation model, which incorporates actual balance sheet figures detailed by maturity and interest yields or costs, the
expected balance sheet dynamics, reinvestments, and other non-interest related data. Simulations are processed using various interest rate
scenariosto estimate how sensitive future net interest income isto changesin interest rates. The asset and liability management group also
performs validation procedures on various assumptions used as part of the sensitivity analysis.
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TableK
Interest Rate Sensitivity

As of December 31, 2007
By Repricing Dates

After After After
Within three months  six months  nine months Non-interest
0-30 31-90 but within but within but within After one bearing

(Dollars in thousands) days days six months  nine months one year year funds Total
Assets:
Money market

investments $ 871,747 $ 134072 $ 39 % 394 $ 100 $ 1,006,712
Investment and trading

securities 1,837,550 867,905 204,831 499261 $ 998,672 5,575,921 9,984,140
Loans 10,700,337 2,473,069 1,447,674 1,495,593 1,017,525 12,776,804 29,911,002
Other assets $3,509,583 3,509,583

Total 13,409,634 3,475,046 1,652,904 1,995,248 2,016,197 18,352,825 3,509,583 44,411,437
Liabilitiesand

stockholders’ equity:
Savings, NOW, money

market and other

interest bearing

demand accounts 2,054,835 13,595 8,341,261 10,409,691
Other time deposits 2,069,485 3,109,235 2,450,131 1,231,682 1,027,080 3,526,385 13,413,998
Federal funds purchased

and assets sold under

agreementsto

repurchase 2,704,165 1,306,568 1,426,532 5,437,265
Other short-term

borrowings 1,201,067 120,100 180,812 1,501,979
Notes payable 736,410 85,827 549,453 43,060 605,763 2,600,839 4,621,352
Non-interest bearing

deposits 4,510,789 4,510,789
Other non-interest bearing

liabilities and minority

interest 934,481 934,481
Stockholders' equity 3,581,882 3,581,882

Total $ 8,765,962 $4,635325 $3,180,396 $1,274,742 $1,632,843  $15,895,017 $9,027,152 $44,411,437
Interest rate swaps 385,315 189,925 (105,641) (4,728) (204,401) (260,470)

Interest rate sensitive gap 5,028,987 (970,354)  (1,633,133) 715,778 178,953 2,197,338
Cumulative interest rate

sensitive gap 5,028,987 4,058,633 2,425,500 3,141,278 3,320,231 5,517,569
Cumulative interest rate

sensitive gap to

earning assets 12.30% 9.92% 5.93% 7.68% 8.12% 13.49%

Simulation analyses are based on many assumptions, including relative levels of market interest rates, interest rate spreads, loan prepayments
and deposit decay. Thus, they should not berelied upon asindicative of actual results. Further, the estimates do not contemplate actions that
management could take to respond to changes in interest rates. By their nature, these forward-looking computations are only estimates and may be
different from what may actually occur in the future.

Based on the results of the simulation analyses as of December 31, 2007, the Corporation’s net interest income for the next twelve monthsis
estimated to increase by $50.4 million in a hypothetical 200 basis points parallel rising rate scenario, and the change for the same period, utilizing a
similar size declining rate scenario, is an estimated decrease of $44.3 million. Both hypothetical rate scenarios consider the gradual change to be
achieved during atwelve-month period from the prevailing rates at December 31, 2007.

The Corporation’s loan and investment portfolios are subject to prepayment risk, which results from the ability of athird party to repay debt
obligations prior to maturity. At December 31, 2007 and 2006, net discount associated with loans acquired represented less than 1% of the total
loan portfolio, while net premiums associated with portfolios of AFS and HTM securities approximated 2% of these investment securities
portfolios. Prepayment risk also could have a significant impact on the duration of mortgage-backed securities and collateralized mortgage
obligations, since prepayments could shorten the weighted average life of these portfolios. Table L, which presents the maturity distribution of
earning assets, takes into consideration prepayment assumptions, as determined by management, based on the expected interest rate scenario.

Duration analysis measures longer-term IRR, in particular the duration of the market value of equity. It expressesin general termsthe sensitivity
of the market value of equity to changesin interest rates. The estimated market value of equity is obtained from the
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market value of the cash flows from the Corporation’s financial assets and liabilities, which are primarily payments of interest and repayments of
principal. Thus, the market value of equity incorporates all expected future cash flows from net interest income as well as principal repayments,
whereas other measures of IRR focus primarily on short-term net interest income.

The duration of the market value of portfolio equity (“MVPE") isameasure of itsriskiness. The MV PE is equal to the estimated market value of
the Corporation’s assets minus the estimated market value of the liabilities. The duration of MV PE is equal to the product of the market value of
assets times its duration, minus the product of the market value of liabilitiestimesits duration, divided by the market value of equity. In general,
the longer the duration of MV PE, the more sensitive isits market value to changesin interest rates.

Duration measures the expected length of afinancial asset or liability. In particular, it equals the weighted average maturity of the present value
of al the cash flows of afinancial asset or liability where the weights are equal to the present val ue of each cash flow. The present value of cash
flows occurring in the future is the estimated market value as of a certain date. The sensitivity of the market value of afinancial asset or liability to
changesin interest ratesis primarily afunction of its duration. In general terms, the longer the duration of an asset or liability, the greater isthe
sensitivity of its market value to interest rate changes. Since duration measures the term of afinancial asset or liability, it is usually expressed in
terms of years or months.

Duration of equity is evaluated by management on amonthly basis. The duration of equity at December 31, 2007 was in compliance with the
Corporation’s established MV PE policy limitsin amost likely interest rate scenario.

Trading

The Corporation’s trading activities are another source of market risk and are subject to policies and risk guidelines approved by the Board of
Directors to manage such risks. Most of the Corporation’ s trading activities are limited to mortgage banking activities and the market-making
activities of the Corporation’s broker-dealer business. In anticipation of customer demand, the Corporation carries an inventory of capital market
instruments and maintains market liquidity by quoting bid and offer prices to and trading with other market makers and clients. Positions are also
taken in interest rate sensitive instruments, based on expectations of future market conditions. These activities constitute the proprietary trading
business and are conducted by the Corporation to provide customers with securities inventory and liquidity. Also, asindicated in the Critical
Accounting Policies/ Estimatesin thisMD&A, the Corporation had $40 million in residual interests derived from PFH’s off-bal ance sheet
securitization transactions classified as trading securities.

Trading instruments are recognized at market value, with changes resulting from fluctuationsin market prices, interest rates or exchange rates
reported in current period income. Further information on the Corporation’ s risk management and trading activitiesisincluded in Note 30 to the
consolidated financial statements.

In the opinion of management, the size and composition of the trading portfolio does not represent a potentially significant source of market risk
for the Corporation.

At December 31, 2007, the trading portfolio of the Corporation amounted to $768 million and represented 2% of total assets, compared with $382
million and 1% a year earlier. Mortgage-backed securities represented 90% of the trading portfolio at the end of 2007, compared with 55% in 2006.
The mortgage-backed securities are investment grade securities, al of which are rated AAA by at least one of the three major rating agencies at
December 31, 2007. A significant portion of the trading portfolio is hedged against market risk by positions that offset the risk assumed. This
portfolio was composed of the following at December 31, 2007:

Weighted
(Dollars in thousands) Amount Average Yield*
M ortgage-backed securities $687,754 6.32%
Commercial paper 6,331 5.69
U.S. Treasury and agencies 273 3.13
Puerto Rico and U.S. Government obligations 14,097 5.63
Interest-only strips 42,312 14.92
Other 17,188 4.47
$767,955 6.73%

* Not on ataxable equivalent basis.

At December 31, 2007, the trading portfolio of the Corporation had an estimated duration of 4.0 years and a one-month value at risk (VAR) of
approximately $3.6 million, assuming a confidence level of 95%. VAR is akey measure of market risk for the Corporation. VAR represents the
maximum amount that the Corporation can expect to lose with 95% confidence within one month in the course of itsrisk taking activities. Its
purpose is to describe the amount of capital needed to absorb potential losses from adverse market volatility. There are numerous assumptions
and estimates associated with VAR modeling, and actual results could differ from these assumptions and estimates.

The Corporation enters into forward contracts to sell mortgage-backed securities with terms lasting |ess than a month which are accounted for
astrading derivatives. These contracts are recognized at fair value with changes directly reported in current period income. Refer to the
Derivatives section that followsin thisMD&A for additional information. At December 31, 2007, the fair value of these forward contracts was not
significant.
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The Corporation does not participate in any trading activitiesinvolving commodity contracts.

Derivatives

Derivatives are used by the Corporation to protect against changesin net interest income and cash flows as part of its overall interest rate risk
management strategy. Derivative instruments that the Corporation may use include, among others, interest rate swaps and caps, index options,
and forward contracts. The Corporation does not use highly leveraged derivative instrumentsin itsinterest rate risk management strategy. The
Corporation also entersinto foreign exchange contracts and interest rate swaps and caps for the benefit of commercial customers. The Corporation
economically hedgesits exposure related to these commercial customer derivatives by entering into offsetting third-party contracts with approved,
reputable counterparties with substantially matching terms and currencies. Refer to Note 30 to the consolidated financial statements for further
information on the Corporation’sinvolvement in derivative instruments and hedging activities.

The Corporation’s derivatives activities are entered primarily to offset the impact of market volatility on the economic value of assets or
liabilities. The net effect on the market value of potential changesin interest rates of derivatives and other financial instrumentsis analyzed. The
effectiveness of these hedgesis monitored to ascertain that the Corporation is reducing market risk as expected. Derivatives transactions are
generally executed with instruments with a high correlation to the hedged asset or liability. The underlying index or instrument of the derivatives
used by the Corporation is selected based on its similarity to the asset or liability being hedged. Asaresult of interest rate fluctuations, hedged
fixed and variable interest rate assets and liabilitieswill appreciate or depreciate in fair value. The effect of this unrealized appreciation or
depreciation is expected to be substantially offset by the Corporation’s gains or losses on the derivative instruments that are linked to these
hedged assets and liabilities. Management will assessif circumstances warrant liquidating or replacing the derivatives position in the hypothetical
event that high correlation is reduced. Based on the Corporation’s derivative instruments outstanding at December 31, 2007, it is not anticipated
that such a scenario would have amaterial impact on the Corporation’s financial condition or results of operations.

Certain derivative contracts al so present credit risk because the counterparties may not meet the terms of the contract. If a counterparty failsto
perform, the Corporation’s credit risk is equal to the net fair value of the derivative contract. The Corporation minimizes credit risk through
approvals, limits and monitoring procedures. The Corporation deals exclusively with counterparties that have high quality credit ratings. Further,
as applicable under the terms of the master arrangements, the Corporation may obtain collateral, where appropriate, to reduce risk. The Corporation
has not incurred losses from counterparty nonperformance on derivatives. Credit risk related to derivativesis not considered significant at
December 31, 2007.

Cash Flow Hedges

In a cash flow hedging strategy, the Corporation manages the variability of cash payments due to interest rate fluctuations by the effective use of
derivatives linked to hedged assets and liabilities. The notional amount of derivatives designated as cash flow hedges as of December 31, 2007
amounted to $343 million. The cash flow hedges outstanding related to forward contracts or “to be announced” (“ TBA”) mortgage-backed
securities that are sold and bought for future settlement to hedge the sale of mortgage-backed securities and loans prior to securitization, had a
notional amount of $143 million at December 31, 2007. The seller agrees to deliver on a specified future date, a specified instrument, at a specified
price or yield. These securities are hedging a forecasted transaction and thus qualify for cash flow hedge accounting.

In conjunction with the issuance of medium-term notes, the Corporation entered into interest rate swaps to convert floating rate debt to fixed
rate debt with the objective of minimizing the exposure to changes in cash flows due to higher interest rates. At December 31, 2007, these contracts
had a notional amount of $200 million. Refer to Note 30 to the consolidated financial statements for additional quantitative information on these
derivative contracts.

Fair Value Hedges
The Corporation did not have any outstanding derivatives designated as fair value hedges at December 31, 2007.

Trading and Non-Hedging Derivative Activities

The Corporation takes derivatives positions based on market expectations or to benefit from price differential s between financial instruments and
markets. However, these derivatives instruments are mostly utilized to economically hedge arelated asset or liability. Also, to alesser extent, the
Corporation may also enter into various derivatives to provide these types of products to customers. These types of free-standing derivatives are
carried at fair value with changesin fair value recorded as part of the results of operationsfor the period.

Following is adescription of the most significant of the Corporation’s derivative activities that do not qualify for hedge accounting as defined
in SFAS No. 133 “Accounting for Derivative Instruments and Hedging Activities’ (as amended). Refer to Note 30 to the consolidated financial
statements for additional
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guantitative and qualitative information on these derivative instruments.

During 2006 and most of 2007, the Corporation had interest rate caps in conjunction with a series of securitizations of mortgage loansin order to
limit the interest rate payable to the security holders. These contracts were designated as non-hedging derivatives and were marked-to-market,
thus impacting earnings. However, at the end of 2007, these caps were no longer required to be consolidated by the Corporation as aresult of the
recharacterization transaction described in the Significant U.S. Strategic Events section of thisMD& A since they pertained to the bond certificates
issued by the trust. During 2007, the Corporation recognized an increase in interest expense of $3.1 million due to unfavorable changesin fair value
associated with interest rate caps, compared to $8.2 million in additional interest expense for 2006.

At December 31, 2007, the Corporation also had outstanding $2.0 billion in notional amount of interest rate swap agreements with a negative fair
value (liability) of $4.0 million, which were not designated as accounting hedges, some of which had offsetting positions. The agreements seek
various strategies, including among others:

. utilizing the instrumentsin the Corporation’s capacity as an intermediary on behalf of its customers;

. economically hedging the cost of short-term borrowings;

. economically hedging the payments on the bond certificates offered as part of an on-balance sheet securitization;
. economically converting to afixed-rate the cost of funding a portion of the auto loans held-in-portfolio; and

. economically hedging the changesin fair value of loans acquired and originated prior to securitization.

For the year ended December 31, 2007, the impact of the mark-to-market of interest rate swaps not designated as accounting hedges was a net
decrease in earnings of approximately $11.6 million, primarily in the interest expense category of the statement of operations, compared with an
earnings reduction of approximately $1.8 millionin 2006 mainly in the trading profit (loss) category of the income statement. Some of the strategies
for which the derivatives held by the Corporation were utilized are not expected to be employed by the Corporation in the near term or are not
expected to have a significant impact during 2008. The Corporation cancelled all swaps related to the auto loans because a substantial amount of
that loan portfolio was sold in December 2007. Additionally, the Corporation is no longer entering into swaps to economically hedge changesin
the fair value of loans prior to securitization because that strategy was related to the operations of PFH that were exited in 2007. The Corporation
has $200 million remaining in swaps that are economically hedging the cost of short-term borrowing. These swaps will mature in December 2008.
Additionally, at December 31, 2007, the Corporation continued to hold an interest swap with anotional amount of $185 million that is associated
with hedging the payments of bond certificates offered as part of one on-balance sheet securitization that remained outstanding at year-end 2007
because it did not qualify for recharacterization as aresult of the existence of the derivative instrument. The Corporation will account for the
related bond certificate at fair value upon adoption of SFAS No. 159 in 2008.

The Corporation also entersinto interest rate lock commitments (“IRLCS’) in connection with one of its subsidiary’s mortgage banking
activitiesto fund mortgage loans at interest rates previously agreed (locked) by both the Corporation with the customer for specified periods of
time. When the borrower locksitsinterest rate, the Corporation effectively extends a put option to the customer, whereby the customer is not
obligated to enter into the loan agreement but the Corporation must honor the interest rate for the specified time period. The Corporationis
exposed to interest rate risk during the period of the IRLC through the sale of the underlying loan due to changesin interest rates. These IRLCs are
recognized at fair value with changesin fair value recorded in the consolidated statement of operations. Outstanding |RL Cs expose the
Corporation to the risk that the price of the loans associated with the commitments might decline from inception of the rate lock to funding of the
loan due to increases in mortgage interest rates. To protect against this risk, the Corporation utilizes forward loan sales commitmentsto
economically hedge therisk of potential changesin the value of the loans that would result from the commitments. The Corporation expects that
the changesin the fair value of these derivative instruments will offset changesin the fair value of the IRLCs. At December 31, 2007, the
Corporation had outstanding |RL Cs with anotional amount of $149 million and a negative fair value (liability) of $128 thousand.

Additionally, at December 31, 2007, the Corporation had forward contracts with a notional amount of $693 million and a negative fair value
(liability) of $3.2 million not designated as accounting hedges. These forward contracts are considered derivatives under SFAS No. 133 and are
recorded at fair value. Subsequent changesin the val ue of these forward contracts are recorded in the statement of operations. These forward
contracts are principally used to economically hedge the changesin fair value of mortgage loans held-for-sal e and mortgage pipeline through both
mandatory and best efforts forward sale agreements. These forward contracts are entered into in order to optimize the gain on sales of loansand /
or mortgage-backed securities. For the year ended December 31, 2007, the impact of the mark-to-market of the forward contracts not designated as
accounting hedges was a reduction to earnings of $11.2 million, which wasincluded in the categories of trading account profit and gain on
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sale of loansin the consolidated statement of operations. In 2006, the unfavorable impact to earnings was $1.9 million.

Furthermore, the Corporation has over-the-counter option contracts which are utilized in order to limit the Corporation’s exposure on customer
deposits whose returns are tied to the S& P 500 or to certain other equity securities or commodity indexes. The Corporation, through its Puerto
Rico banking subsidiary, BPPR, offers certificates of deposit with returnslinked to these indexesto its retail customers, principally in connection
with IRA accounts, and certificates of deposit sold through its broker-dealer subsidiary. At December 31, 2007, these deposits amounted to
$187 million, or less than 1% of the Corporation’s total deposits. In these certificates, the customer’s principal is guaranteed by BPPR and insured
by the FDIC to the maximum extent permitted by law. The instruments pay areturn based on the increase of these indexes, as applicable, during the
term of the instrument. Accordingly, this product gives customers the opportunity to invest in a product that protects the principal invested but
allows the customer the potential to earn areturn based on the performance of the indexes.

Therisk of issuing certificates of deposit with returnstied to the applicable indexesis hedged by BPPR. BPPR purchases index options from
financial institutions with strong credit standings, whose return is designed to match the return payabl e on the certificates of deposit issued. By
hedging therisk in this manner, the effective cost of the deposits raised by this product is fixed. The contracts have amaturity and an index equal
to the terms of the pool of client’s deposits they are economically hedging.

The purchased option contracts areinitially accounted for at cost (i.e., amount of premium paid) and recorded as aderivative asset. The
derivative asset is marked-to-market on amonthly basis with changesin fair value charged to earnings. The deposits are hybrid instruments
containing embedded options that must be bifurcated in accordance with SFAS No. 133. Theinitial value of the embedded option (component of
the deposit contract that pays areturn based on changesin the applicable indexes) is bifurcated from the related certificate of deposit andis
initially recorded as a derivative liability and a corresponding discount on the certificate of deposit isrecorded. Subsequently, the discount on the
deposit is accreted and included as part of interest expense while the bifurcated option is marked-to-market with changesin fair value charged to
earnings. The purchased option contracts are marked-to-market on aquarterly basis.

The purchased index options are used to economically hedge the bifurcated embedded option. These option contracts do not qualify for hedge
accounting in accordance with the provisions of SFAS No. 133 and therefore cannot be designated as accounting hedges. At December 31, 2007,
the notional amount of the index options on deposits approximated $211 million with afair value of $46 million (asset) while the embedded options
had a notional value of $187 million with afair value of $44 million (liability).

Refer to Note 30 to the consolidated financial statements for a description of other non-hedging derivative activities utilized by the Corporation
during 2007 and 2006.

Foreign Exchange

The Corporation conducts business in certain Latin American markets through several of its processing and information technology services and
products subsidiaries. Also, it holds interestsin Consorcio de Tarjetas Dominicanas, S.A. (“CONTADOQ") and Centro Financiero BHD, S.A.
(“BHD") in the Dominican Republic. Although not significant, some of these businesses are conducted in the country’sforeign currency. The
resulting foreign currency translation adjustment, from operations for which the functional currency is other than the U.S. dollar, isreported in
accumulated other comprehensive lossin the consolidated statements of condition, except for highly-inflationary environmentsin which the
effects are included in other operating income in the consolidated statements of operations.

During the year ended December 31, 2006, approximately $0.8 million in net remeasurement gains on the investments held by the Corporation in
the Dominican Republic were reflected in other operating income instead of accumulated other comprehensive loss. In 2007, the Corporation
ceased to consider the Dominican Republic asa*highly inflationary economy” and as such, the foreign currency translation adjustment was
reported as part of other comprehensive loss. Refer to the consolidated statement of comprehensive incomein the financial statementsfor related
amounts corresponding to the year 2007.

At December 31, 2007, the Corporation had approximately $35 million in an unfavorable foreign currency translation adjustment as part of
accumul ated other comprehensive loss, compared to unfavorable adjustments of $37 million at December 31, 2006 and $36 million at December 31,
2005.

Liquidity Risk

For afinancial institution, liquidity risk may arise whenever the institution cannot generate enough cash from either assets or liabilities to meet
its obligations when they become due, without incurring unacceptable losses. Cash requirements for afinancial institution are primarily made up of
deposit withdrawals, contractual loan funding, the repayment of borrowings as they mature and the ability to fund new and existing investments
as opportunities arise. An institution’sliquidity may be pressured if, for example, its credit rating is downgraded, it experiences a sudden and

unexpected substantial cash outflow, or some other event causes counterparties to avoid exposure to the institution. Aninstitution is also
exposed to liquidity risk if marketson
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which it depends are subject to loss of liquidity. The objective of effective liquidity management isto ensure that the Corporation remains
sufficiently liquid to meet all of itsfinancial obligations, finance expected future growth and maintain a reasonabl e safety margin for cash
commitments under both normal operating conditions and under unpredictabl e circumstances of industry or market stress.

To achieve this objective, the Board of Directors, through the Risk Management Committee, is responsible for approving policies regarding
liquidity risk management aswell as approving operating and contingency procedures, and supervising their implementation. Liquidity is managed
at the level of the holding companies that own the banking and non-banking subsidiaries. Also, it is managed at the level of the banking and non-
banking subsidiaries. The Corporation’s Corporate Treasurer is responsible for implementing the policies and procedures approved by the Risk
Management Committee and for monitoring the liquidity position on an ongoing basis.

The Corporation has established policies and procedures to assist it in remaining sufficiently liquid to meet all of itsfinancial obligations,
finance expected future growth and maintain a reasonable saf ety margin for cash commitments under both normal operating conditions and
unsettled market environments.

Liquidity, Funding and Capital Resources

The U.S. credit markets have been marked by unprecedented instability and disruption since the beginning of the third quarter of 2007, making
most funding activities much more challenging for financial institutions. Credit spreads have widened significantly and rapidly, as many investors
allocated their fundsto only the highest-quality financial assets such as U.S. government securities. The result of these actions by market
participants made it more difficult for corporate borrowers to raise financing in the credit markets and reduced the value of most financial assets
except the highest-quality obligations.

Several sectors have been significantly impacted, including the money markets, the corporate debt market and more recently, the municipal
securities and student loan markets. A primary catalyst of the market disruptions has been an abrupt shift by investors away from non-government
securitiesinto U.S. Government obligations, and the unwillingness to assume many types of risk.

The Corporation has historically financed a portion of its business in the money and corporate bond markets, both of which have been affected
by financial market devel opments since the beginning of the third quarter of 2007. Asit became more challenging to raise financing in the capital
markets, the Corporation’s management took actions to reduce the use of borrowings to finance its businesses and thus ensure access to stable
sources of liquidity. These actions, which are explained below, included, for example, replacing short-term unsecured borrowings with deposits
and increasing secured lines of credit.

The Corporation’sliquidity position is closely monitored on an ongoing basis. Management believes that its current sources of liquidity are
adequate to meet the funding needsin the normal course of business. Sources of liquidity include both those available to the banking affiliates
and to alesser extent, those expected to be available with third party providers. The former include access to stable base of core deposits and
secured sources of credit. Thelatter include credit lines and anticipated debt offerings in the capital markets. In addition to these, asset sales can
be a source of liquidity to the Corporation. Even if some of these alternatives may not be available temporarily, it is expected that in the normal
course of business, our funding sources are adequate.

The following sections provide further information on the Corporation’s major funding activities and needs, aswell astherisksinvolved in
these activities. A more detailed description of the Corporation’s borrowings and available lines of credit, including itsterms, isincluded in Notes
14 through 18 to the consolidated financial statements. Also, the consolidated statements of cash flows in the accompanying consolidated
financial statements provide information on the Corporation’s cash inflows and outflows.

Banking Subsidiaries

Primary sources of funding for the Corporation’s banking subsidiaries (BPPR, BPNA and BP,N.A., or “the banking subsidiaries’) include retail and
commercial deposits, purchased funds, institutional borrowings, and to alesser extent, |oan sales. The principal uses of funds for the banking
subsidiaries include loan and investment portfolio growth, repayment of obligations as they become due, dividend paymentsto the holding
company, and operational needs. In addition, the Corporation’s banking subsidiaries maintain borrowing facilities with the Federal Home Loan
Banks (“FHLB") and at the discount window of the Federal Reserve Bank of New Y ork (“FED”), and have a considerable amount of collateral that
can be used to raise funds under these facilities. Borrowings from the FHLB or the FED discount window require the Corporation to post securities
or whole loans as collateral. The banking subsidiaries must maintain their FHL B memberships to continue accessing this source of funding.

To mitigate exposure to funding risk for the banking subsidiariesin the current environment, concrete steps have been taken by management to
reduce the need to access the money markets for financing, including relying more on deposits than borrowings.

Deposits

Deposits are a key source of funding as they tend to be less volatile than institutional borrowings and their cost isless sensitiveto
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changesin market rates. Core deposits are generated from alarge base of consumer, corporate and institutional customers.

Total deposits at the Corporation increased from $24.4 billion at December 31, 2006 to $28.3 billion at December 31, 2007, an increase of
$3.9 billion or 16%. Asindicated previously inthisMD&A, the growth in deposits was impacted by the acquisition of the Citibank retail branches
in Puerto Rico and by measures taken in the fourth quarter of 2007 to raise brokered certificates of deposit in the U.S. national CD market.

Core deposits have historically provided the Corporation with a sizable source of relatively stable and low-cost funds. Asindicated in the
glossary, for purposes of defining core deposits, the Corporation excludes brokered certificates of deposits with denominations under $100,000.

Core depositstotaled $20.1 billion, or 71% of total deposits, at December 31, 2007, compared to $19.1 billion and 78% at December 31, 2006. Core
deposits financed 49% of the Corporation’s earning assets at December 31, 2007 compared to 44% at December 31, 2006.

Certificates of deposit with denominations of $100,000 and over at December 31, 2007 totaled $5.3 billion, or 19% of total deposits. Their
distribution by maturity was as follows:

(In thousands)

3 months or less $2,839,025
3to 6 months 859,462
6 to 12 months 664,980
Over 12 months 914,223

$5,277,690

The Corporation had $3.1 billion in brokered certificates of deposit at December 31, 2007, which represented 11% of itstotal deposits, compared
to $866 million and 4% at December 31, 2006. Approximately 2% of the brokered certificates of deposit outstanding at December 31, 2007 are
callable, but only at the option of the Corporation. Brokered certificates of deposit, which are typically sold through an intermediary to small retail
investors, provide access to longer-term funds that are available in the market area and provide the ability to raise additional funds without
pressuring retail deposit pricing. In the event that any of the Corporation’s banking subsidiaries fall under the regulatory capital ratios of awell-
capitalized institution, that banking subsidiary faces the risk of not being able to raise brokered deposits. Each of the Corporation’s banking
subsidiaries were considered well-capitalized at December 31, 2007. One of the strategies followed by management in response to the
unprecedented market disruptions described above, was the utilization of brokered certificates of deposit to replace uncommitted lines of credit.

Average deposits for the year ended December 31, 2007 represented 58% of average earning assets, compared with 52% and 51% for the years
ended December 31, 2006 and 2005, respectively. Table M summarizes average deposits for the past five years.

The Corporation’s ability to compete successfully in the marketplace for deposits depends on various factors, including pricing, service,
convenience and financial stability as reflected by operating results and credit ratings (by nationally recognized credit rating agencies). Although
adowngradein the credit rating of the Corporation may impact its ability to raise deposits or the rate it isrequired to pay on such deposits,
management does not believe that the impact should be material. Deposits at all of the Corporation’s banking subsidiaries are federally insured and
thisis expected to mitigate the effect of adowngrade in credit ratings.

Borrowings

Liquidity on the liability sideis also generated through the ability to obtain wholesale funding through a variety of sources, including advances
from FHLB, federal funds purchased, repurchase agreements whereby investment securities and |oans are pledged as collateral, and advances
under lines of credit with correspondent banks, among other sources.

Borrowings at the banking subsidiaries, excluding intercompany balances between the three entities, amounted to $6.2 billion at December 31,
2007, compared with $8.1 billion at December 31, 2006.

The use of borrowings was decreased substantially at the banking subsidiaries during 2007. Management decided to eliminate the use of
unsecured short-term borrowings, primarily by raising deposits. Another strategy implemented by management during the second half of 2007
included the utilization of unpledged liquid assets to raise financing in the repo markets, the proceeds of which were also used to pay off
unsecured borrowings. Short-term unsecured borrowings at the banking subsidiaries excluding intercompany balances between the three entities
were reduced from $3.8 billion at December 31, 2006 to $626 million at December 31, 2007, which represents a decrease of $3.2 billion or 84%.
Outstanding repurchase agreements at the banking subsidiaries, also excluding the intercompany balances between the three entities, were
$3.8 hillion at December 31, 2007, an increase of $384 million or 11%, when compared to December 31, 2006.

The Corporation’s banking subsidiaries have the ability to borrow funds from the FHLB at competitive prices. At December 31, 2007, the
banking subsidiaries had short-term and long-term credit facilities authorized with the FHL B aggregating $2.6 billion based on assets pledged with
the FHLB at that date. Outstanding borrowings under these credit facilities totaled $1.7 billion at December 31, 2007, compared with $781 million at
year-end
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2006. Such advances are collateralized by securities and mortgage loans and do not have restrictive covenants. Refer to Note 17 to the
consolidated financial statements for additional information.

At December 31, 2007, the banking subsidiaries had a borrowing capacity at the FED discount window of approximately $3.0 billion, which
remained unused, compared with $2.9 billion at December 31, 2006. Thisfacility isacollateralized source of credit that is highly reliable even under
difficult market conditions. The amount available under thisline is dependent upon the balance of |oans and securities pledged as collateral.

Bank Holding Companies

The principal sources of funding for the holding companies have included dividends received from its banking and non-banking subsidiaries and
proceeds from the issuance of medium-term notes, commercial paper, junior subordinated debentures and equity. Banking laws place certain
restrictions on the amount of dividends a bank may make to its parent company. Such restrictions have not had, and are not expected to have, any
material effect on the Corporation’s ability to meet its cash obligations. The principal uses of these funds include the repayment of maturing debt,
dividend payments to shareholders and subsidiary funding through capital or debt.

The Corporation’s bank holding companies (“BHCS’, Popular, Inc., Popular North America and Popular International Bank, Inc.) have borrowed
in the money markets and the corporate debt market primarily to finance their non-banking subsidiaries. The recent restructuring and asset sales
related to the Corporation’s U.S. non-banking business will substantially reduce the BHC' s need for capital markets borrowingsin the future.
However, it may pursue such transactionsif market conditions are sufficiently favorable, to sell assets or refund maturing debt.

Current conditions have made market access more uncertain. As an alternative to capital markets financing, the Corporation worked on several
initiatives to ensure that adequate funding sources are available, notwithstanding potential market conditions.

At December 31, 2007, the BHCs had borrowings (excluding intercompany balances) maturing asindicated in the table below:

(In thousands)

2008 $1,736,802
2009 914,843
2010 2,000
2011 1,000
2012 and thereafter 1,123,305

$3,777,950

The BHCsrenewed arevolving credit agreement in October 2007. Thisfacility was used as backup for the Corporation’s commercial paper
program, which was a source of short-term funding. Due to adverse market conditions, the size of the facility was reduced from $555 million at
December 31, 2006 to $235 million in October 2007. In December 2007, the entire balance of commercial paper outstanding backed-up by thisfacility
was repaid and the revolving credit facility was terminated.

During the fourth quarter of 2007, the Corporation successfully completed a capital markets-based financing and issued $275 million of its 6.85%
senior notes maturing in December 2012. These funds were used to repay short-term borrowings. Also, the Corporation successfully negotiated a
committed credit facility with aleading global banking institution, whereby the Corporation can borrow up to $500 million secured by PFH loans
eligible per terms under the credit line agreement. This credit lineisintended to serve as a contingent source of readily-available liquidity, and
matures in November 2008.

The BHCs have additional sources of liquidity available, in the form of credit facilities available from affiliate banking subsidiaries and third
party providers, aswell as dividends that can be paid by the subsidiaries and assets that could be sold or financed.

Non-banking subsidiaries

The principal sources of funding for the non-banking subsidiariesinclude internally generated cash flows from operations, borrowed funds from
the holding companies or their direct parent companies, wholesal e funding and asset securitizations, loan sal es repurchase agreements and
warehousing lines of credit. The principal uses of funds for the non-banking subsidiaries include loan portfolio growth, repayment of maturing
debt and operational needs.

The Corporation, asaresult of previously announced U.S. restructuring initiatives and expected asset sales, has exited its PFH non-banking
lending businesses. Consequently, what will remain is primarily a discontinued businessline, principally with a portfolio of mortgage and
consumer loans which isrunning off. The financing required for this remaining businessis expected to be minimal.

Any operating cash needs that may be required by the discontinued business are expected to be provided by funding from affiliates. Additional
sources of liquidity can be provided by asset sales and secured financings.

The Corporation, acting as servicer in certain securitization transactions, is required under certain servicing agreementsto advance its own
funds to meet contractual remittance requirements for investors, process foreclosures and pay property taxes and insurance premiums. Funds are
also advanced to maintain and market real estate properties on behalf of investors. Asthe servicer, the Corporation isrequired to advance funds
only to the extent that it believes the advances are recoverable. The advances have the highest standing in terms of repayment priority over
payments made to bondhol ders of each securitization trust. Servicing advance requirements have increased in 2007 primarily as aresult of slower
prepayment rates and higher delinquency levels. The Corporation funds these advances from several internal and external funding sources.

Other Funding Sources

The Corporation may also raise funding through approved, but uncommitted revolving lines of credit or federal funds lines with authorized



counterparties. These lines are available at the option of the counterparty.

Theinvestment securities portfolio provides an additional source of liquidity, which may be created through either securities sales or
repurchase agreements. The Corporation’s portfolio consists primarily of liquid U.S. Treasury and government
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TableL
Maturity Distribution of Earning Assets

As of December 31, 2007

Maturities
After one year
through five years After five years
Fixed Variable Fixed Variable
One year interest interest interest interest
(In thousands) or less rates rates rates rates Total
Money market securities $ 1,006,712 $ 1,006,712
Investment and trading securities 3,808,688 $ 3,494,566 $ 128,169 $2,302,180 9,733,603
Loans:
Commercia 5,199,899 2,602,186 2,691,172 1,289,815 $1,902,719 13,685,791
Construction 1,260,830 21,734 631,303 15,219 12,286 1,941,372
Leasefinancing 480,569 674,842 9,028 1,164,439
Consumer 3,033,168 1,710,400 398,694 200,086 342,252 5,684,600
Mortgage 2,830,252 1,721,474 339,714 2,217,324 326,036 7,434,800
Total $17,620,118 $10,225,202 $4,189,052 $6,033,652 $2,583,293 $40,651,317

Notes: Equity securities available-for-sale and other investment securities, including Federal Reserve Bank stock and Federal Home L oan Bank
stock held by the Corporation, are not included in thistable.
L oans held-for-sale have been allocated according to the expected sale date.

sponsored agency securities that can be used to raise fundsin the repo markets. At December 31, 2007, the investment and trading securities
portfolios, as shownin TableL, totaled $9.7 billion, of which $3.8 billion, or 39%, had maturities of one year or less. Mortgage-rel ated investments
in Table L are presented based on expected maturities, which may differ from contractual maturities, since they could be subject to prepayments.
The availability of the repurchase agreement would be subject to having sufficient available un-pledged collateral at the time the transactions are
to be consummated. The Corporation’s un-pledged investment and trading securities, excluding other investment securities, amounted to

$1.9 billion as of December 31, 2007. A substantial portion of these securities could be used to raise financing quickly in the U.S. money markets.

Additional liquidity may be provided through loan maturities, prepayments and sales. The loan portfolio can also be used to obtain funding in
the capital markets. In particular, mortgage |oans and some types of consumer loans, have secondary markets which the Corporation may use. The
maturity distribution of the loan portfolio as of December 31, 2007 is presented in Table L. As of that date, $12.8 billion or 43% of the loan portfolio
was expected to mature within one year. The contractual maturities of loans have been adjusted to include prepayments based on historical data
and prepayment trends.

Another potential source of funding istheissuance of shares of common or preferred stock, or hybrid securities.

Risksto Liquidity

Theimportance of the Puerto Rico market for the Corporation is an additional risk factor that could affect its financing activities. In the case of an
extended economic slowdown in Puerto Rico, the credit quality of the Corporation could be affected and, as aresult of higher credit costs,
profitability may decrease. The substantial integration of Puerto Rico with the U.S. economy may limit the probability of a prolonged recessionin
Puerto Rico, but aU.S. recession, concurrently with a slowdown in Puerto Rico, may make arecovery in the local economic cycle more challenging.

Factorsthat the Corporation does not control, such as the economic outlook of its principal markets and regulatory changes, could affect its
ability to obtain funding. In order to prepare for the possibility of such a scenario, management has adopted contingency plansfor raising
financing under stress scenarios when important sources of funds that are usually fully available, are temporarily unavailable. These plans call for
using alternate funding mechanisms such as the pledging or securitization of certain asset classes and accessing committed credit lines and loan
facilities put in place with the FHL B, leading commercial banks and the FED. The Corporation has a substantial amount of assets available for
raising funds through these channels and is confident that it has adequate alternativesto rely on under a scenario where some primary funding
sources are temporarily unavailable.

Total lines of credit outstanding are not necessarily a measure of the total credit available on a continuing basis. Certain of these
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TableM
Average Total Deposits
For the Y ear
Five-Year
(Dollars in thousands) 2007 2006 2005 2004 2003 CGR.
Non-interest bearing demand deposits $ 4,043,427 $ 3,969,740 $ 4,068,397 $ 3,918,452 $ 3,495,099 4.62%
Savings accounts 5,697,509 5,440,101 5,676,452 5,407,600 5,190,527 3.60
NOW, money market and other interest
bearing demand accounts 4,429,448 3,877,678 3,731,905 2,965,941 2,550,480 12.10
Certificates of deposit:
Under $100,000 3,949,262 3,768,653 3,382,445 3,067,220 2,877,946 7.05
$100,000 and over 5,928,983 4,963,534 4,266,983 3,144,173 2,881,836 15.23
Certificates of deposit 9,878,245 8,732,187 7,649,428 6,211,393 5,759,782 11.52
Other time deposits 1,520,471 1,244,426 1,126,887 905,669 762,080 15.10
Total interest bearing deposits 21,525,673 19,294,392 18,184,672 15,490,603 14,262,869 9.37
Total deposits $25,569,100 $23,264,132 $22,253,069 $19,409,055 $17,757,968 8.53%

lines could be subject to collateral requirements, standards of creditworthiness, leverage ratios and other regulatory requirements, among other
factors.

Maintai ning adequate credit ratings on Popular’s debt obligations is an important factor for liquidity, because the credit ratings influence the
Corporation’s ahility to borrow, the cost at which it can raise financing and access to funding sources. The credit ratings are based on the financial
strength, credit quality and concentrations in the loan portfolio, the level and volatility of earnings, capital adequacy, the quality of management,
the liquidity of the balance sheet, the availability of asignificant base of coreretail and commercial deposits, and the Corporation’s ability to
access abroad array of wholesale funding sources, among other factors. Changesin the credit rating of the Corporation or any of its subsidiaries
to alevel below “investment grade” may affect the Corporation’s ability to raise fundsin the capital markets. The Corporation’s counterparties are
sensitive to therisk of arating downgrade. In the event of adowngrade, it may be expected that the cost of borrowing fundsin the institutional
market would increase. In addition, the ability of the Corporation to raise new funds or renew maturing debt may be more difficult.

In December 2007, Moody’s Investor Service (“Moodys”) downgraded by one notch to “A3", the senior debt rating of the Corporation and
reduced the short-term rating to “P-2". The ratings were put on “watch negative”, which implies that within a short period of time there wasthe
possibility of an additional downgrade. The funding challenges at the bank holding company as well as the profitability of the U.S. business were
given asthe primary concerns underlying the downgrades.

In January 2008, Moodys upgraded the ratings outlook to “stable” and removed the ratings watch which had been in effect. Initiatives executed
by management to address the bank holding companies’ funding challenges were cited as prompting the change, although the profitability of the
U.S. business continues to be aratings concern.

After the end of the third quarter of 2007, Fitch Ratings reduced the short-term credit rating of Popular, Inc. and Popular North America, Inc. to
“F-2" from “F-1", and placed their long-term senior debt rating of “A-" on negative rating watch. Fitch Ratings mentioned that the rating actions
reflected credit quality pressures from our sub-prime loan exposure as well as a more difficult environment for bank holding company funding. In
both cases, Fitch Ratings maintained that it believes that both situations are challenging but manageable.

In January 2008, Fitch Ratings announced that it was affirming the Corporation’s senior debt rating at “A-" aswell asremoving the rating from
“watch negative”. The outlook was maintained “ negative”. Management actions related to bank holding company liquidity were highlighted by
the agency as underlying the removal of the “watch”, but U.S. business profitability concerns have kept the ratings outlook negative, until these
challenges areresolved.

Standard & Poor’s Rating Services (“S&P") currently rates our debt “BBB+” for long-term debt and “A-2" for short-term obligations, both with
astable outlook.

Credit ratings are an important factor in accessing the credit markets. Even though the Corporation is currently several notches above the
investment-grade threshold with each of the rating agencies, the possibility of ratings downgrades can affect our ability to rai se unsecured
financing at competitive rates.
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The Corporation and BPPR' s debt ratings at December 31, 2007 were as follows:

Popular, Inc. BPPR
Short-term Long-term Short-term Long-term
debt debt debt debt
Fitch F-2 A- F-1 A-
Moody’s P-2 A3 P-1 A2
kP A-2 BBB+ A-2 A-

The ratings above are subject to revisions or withdrawal at any time by the assigning rating agency. Each rating should be evaluated
independently of any other rating.

Some of the Corporation’s borrowings and deposits are subject to “rating triggers’, contractual provisionsthat accel erate the maturity of the
underlying obligationsin the case of achangein rating. Therefore, the need for the Corporation to raise funding in the marketplace could increase
more than usual in the case of arating downgrade. The amount of obligations subject to rating triggers that could accel erate the maturity of the
underlying obligations was $38 million at December 31, 2007.

In the course of borrowing from institutional lenders, the Corporation has entered into contractual agreementsto maintain certain levels of debt,
capital and asset quality, among other financial covenants. If the Corporation wereto fail to comply with those agreements, it may result in an
event of default. Such failure may accelerate the repayment of the related obligations. An event of default could also affect the ability of the
Corporation to raise new funds or renew maturing borrowings. At December 31, 2007, the Corporation had $215 million in outstanding obligations
subject to covenants, including those which are subject to rating triggers. At December 31, 2007, one of the Corporation’s U.S. subsidiaries was
not complying with a particular covenant with respect to one credit facility. A written waiver was obtained. Obligations outstanding under this
credit facility approximated $87 million at December 31, 2007, and was paid in full in February 2008.

Contractual Obligations and Commercial Commitments

The Corporation has various financial obligations, including contractual obligations and commercial commitments, which require future cash
payments on debt and |ease agreements. Also, in the normal course of business, the Corporation enters into contractual arrangements whereby it
commits to future purchases of products or services from third parties. Obligations that are legally binding agreements whereby the Corporation
agrees to purchase products or services with a specific minimum quantity defined at afixed, minimum or variable price over a specified period of
time are defined as purchase obligations.

At December 31, 2007, the aggregate contractual cash obligationsincluding purchase obligations and borrowings maturities were:

Payments Due by Period

Less than 1to3 3tob5 After 5

(In millions) 1year years years years Total

Certificates of deposit $ 9,911 $2,534 $ 854 $ 115 $13,414
Fed funds and repurchase agreements 4,038 237 763 399 5,437
Other short-term borrowings 1,502 1,502
L ong-term debt 1,490 1,302 654 1,175 4,621
Purchase obligations 170 67 29 9 275
Annual rental commitments under operating leases 49 74 55 203 381
Capital leases 1 3 3 19 26
Total contractual cash obligations $17,161 $4,217 $2,358 $1,920 $25,656

Purchase obligationsinclude major legal and binding contractual obligations outstanding at the end of 2007, primarily for services, equipment
and real estate construction projects. Services include software licensing and maintenance, facilities maintenance, supplies purchasing, and other
goods or services used in the operation of the business. Generally, these contracts are renewabl e or cancelable at least annually, although in some
cases to secure favorabl e pricing concessions, the Corporation has committed to contracts that may extend for several years.

As of December 31, 2007, the Corporation’s liability on its pension and postretirement benefit plans amounted to $164.0 million. During 2008, the
Corporation expects to contribute $5.7 million to the pension and benefit restoration plans, and $6.3 million to the postretirement benefit plan to
fund current benefit payment requirements. Obligations to these plans are based on current and projected obligations of the plans, performance of
the plan assets, if applicable, and any participant contributions. Refer to Note 24 to the consolidated financial statements for further information on
these plans. Management believes the effect of the pension and postretirement plans on liquidity is not significant to the Corporation’s overall
financial condition.

As of December 31, 2007, the liability for uncertain tax positions, excluding associated interest and penalties, was $22.2 million pursuant to FIN
No. 48, which was described in the Critical Accounting Policies section. Thisliability represents an estimate of tax positions that the Corporation
hastaken in itstax returns which may ultimately not be sustained upon examination by the tax authorities. The ultimate amount
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and timing of any future cash settlements cannot be predicted with reasonabl e certainty. Under the statute of limitation, the liability for uncertain
tax positions expire as follows: 2008 - $2.3 million, 2009 - $4.2 million, 2010 - $4.4 million, 2011 - $5.9 million and 2012 - $5.4 million.

A number of business and asset acquisition agreements to which the Corporation is a party may require the Corporation to make contingent
paymentsin future yearsif certain predetermined goals, such as revenue or loan origination targets, are achieved within a specified time.
M anagement estimates that the maximum future payments under these agreements at December 31, 2007 approximated $5.8 million.

The Corporation also utilizes lending-related financial instrumentsin the normal course of business to accommodate the financial needs of its
customers. The Corporation’s exposure to credit losses in the event of nonperformance by the other party to the financial instrument for
commitmentsto extend credit, standby letters of credit and commercial letters of credit is represented by the contractual notional amount of these
instruments. The Corporation uses credit procedures and policies in making those commitments and conditional obligations asit doesin extending
loans to customers. Since many of the commitments may expire without being drawn upon, the total contractual amounts are not representative of
the Corporation’s actual future credit exposure or liquidity requirements for these commitments.

At December 31, 2007 the contractual amounts related to the Corporation’s off-balance sheet lending and other activities were:

Amount of Commitment — Expiration Period

Less than 1to3 3to5 After 5
(In millions) 1year years years years Total
Commitments to extend credit $6,240 $1,149 $370 $151 $7,910
Commercial letters of credit 25 1 — — 26
Standby letters of credit 145 27 2 — 174
Commitmentsto originate mortgage loans 95 18 — — 113
Unfunded investment obligations — 7 — 32 39
Total $6,505 $1,202 $372 $183 $8,262

The Corporation also entersinto derivative contracts under which it isrequired either to receive cash or pay cash, depending on changesin
interest rates. These contracts are carried at fair value on the consolidated statements of condition with the fair value representing the net present
value of the expected future cash recei pts and payments based on market rates of interest as of the statement of condition date. The fair value of
the contract changes daily asinterest rates change.

The Corporation isamember of the Visa USA network through its subsidiary BPNA. On October 3, 2007, the Visa organization completed a
series of restructuring transactions to combine its affiliated operating companies, including Visa USA, under a single holding company, Visa, Inc.
Asaresult of Visa srestructuring, the Corporation’s membership interest in Visa USA was exchanged for an approximately 0.00874% equity
interest in Visalnc. Class USA stock. On November 11, 2007, VisalInc. filed aregistration statement with the Securities and Exchange Commission
for the offer and sale of its common stock to the public. Visa has disclosed that it plansto use the proceeds from itsinitial public offering to
partially redeem Visa USA members equity interests and to fund the settlement of certain Visa USA related litigation.

Pursuant to the Visa USA bylaws, BPNA isobligated to indemnify Visa, Inc. for certain losses. On October 3, 2007, a L oss Sharing Agreement
(“LSA™) became effective which reaffirmed the Corporation’s abligation to indemnify Visa, Inc. for potential future settlement of certain litigation.
The Corporation’sindemnification obligation islimited to its 0.00874% proportionate equity interest in Visa USA. The Corporation recorded an
estimated liability related to its obligation to indemnify Visafor covered litigation of $223 thousand as of December 31, 2007.

If the Visainitial public offering is successfully completed, the Corporation is expected to receive cash in partial redemption of its equity interest
currently carried at zero value. Further, management expects that the indemnification obligation to Visawill be reduced when Visaeither disburses
funds for negotiated settlements, or funds an escrow account designated for settlement of covered litigation. Management expects that the gain to
be realized from redemption of Visa shareswill more than exceed the indemnification obligations recorded to date.

BPPR isamember of Visalnternational, as such is not impacted by the indemnification obligation.

Refer to the notes to the consolidated financial statements for further information on the Corporation’s contractual obligations, commercial
commitments, and derivative contracts.
Credit Risk Management and L oan Quality

Credit risk represents the possibility of loss from the failure of aborrower or counterparty to perform according to the terms of a credit-related
contract. Credit risk arises primarily from the Corporation’s lending activities, aswell asfrom other on- and off-balance sheet credit instruments.
Credit risk management is
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based on analyzing the creditworthiness of the borrower, the adequacy of underlying collateral given current events and conditions, and the
existence and strength of any guarantor support.

The Corporation manages credit risk by maintai ning sound underwriting standards, monitoring and evaluating loan portfolio quality, itstrends
and collectibility, and assessing reserves and loan concentrations. Also, credit risk is mitigated by recruiting qualified and highly skilled credit
officers, implementing and monitoring lending policies and collateral requirements, and instituting credit review procedures to ensure appropriate
actions to comply with laws and regulations. The Corporation’s credit policies require prompt identification and quantification of asset quality
deterioration or potential lossin order to ensure the adequacy of the allowance for loan losses. Included in these policies, primarily determined by
the amount, type of loan and risk characteristics of the credit facility, are various approval levels and lending limit constraints, ranging from the
branch or department level to those that are more centralized. When considered necessary, the Corporation requires collateral to support credit
extensions and commitments, which is generally in the form of real estate and personal property, cash on deposit and other highly liquid
instruments.

At December 31, 2007, the Corporation’s credit exposure was centered in its $29.9 billion total 1oan portfolio, which represented 73% of its
earning assets. The portfolio composition for the last five yearsis presented in Table G.

The Corporation’s Credit Strategy Committee (“ CRESCO”) oversees all credit-related activities and is responsible for managing the
Corporation’s overall credit exposure and devel oping credit policies, standards and guidelines that define, quantify, and monitor credit risk.
Through the CRESCO, management reviews asset quality ratios, trends and forecasts, problem loans, eval uates the provision for loan losses and
assesses the methodology and adequacy of the allowance for loan losses on a monthly basis. The analysis of the allowance adequacy is
presented to the Risk Management Committee of the Board of Directors for review, consideration and ratification on a quarterly basis.

The Corporation also has a Corporate Credit Risk Management Division (“CCRMD”), which is centralized and independent of the lending
function. It overseesthe credit risk rating system and reviews the adequacy of the allowance for |oan losses in accordance with generally accepted
accounting principles (“GAAP’) and regulatory standards. In addition, thereis a Credit Risk Management (“CRM”) function at the Corporation’s
Puerto Rico and U.S. mainland operations. The CCRMD'’ s functions include managing and controlling the Corporation’s credit risk, which is
accomplished through various techniques applied at different stages of the credit-granting process. A CRM representative, who is a permanent
member of the Executive Credit Committee, oversees adherence to policies and procedures established for the initial underwriting of the credit
portfolio. Also, the CRM performs ongoing monitoring of the portfolio, including potential areas of concern for specific borrowersand / or
geographic regions. The CRM strivesto identify problem loans early and has specialized workout officers, who are independent of the originating
unit, that handle substantially all commercial loans which are past due over 90 days, have filed bankruptcy, or are considered problem |oans based
on their risk profile.

The Corporation also has a Credit Process Review Group within the CRM, which performs annual comprehensive credit process reviews of
several middle markets, construction, asset-based and corporate banking lending groups in BPPR. This group evaluates the credit risk profile of
each originating unit along with each unit’s credit administration effectiveness, including the assessment of the risk rating representative of the
current credit quality of the loans, and the eval uation of collateral documentation. The monitoring performed by this group contributes to assess
compliance with credit policies and underwriting standards, determine the current level of credit risk, evaluate the effectiveness of the credit
management process and identify control deficienciesthat may arise in the credit-granting process. Based on its findings, the Credit Process
Review Group recommends corrective actions, if necessary, that help in maintaining a sound credit process. CCRMD has contracted an outside
loan review firm to perform the credit process reviewsin the U.S. mainland operations. The CCRMD and CRM participate in defining the review
plan with the outside loan review firm and actively participate in the discussions of the results of the loan reviews with the business units. The
CRM may periodically review the work performed by the outside loan review firm. CRM reports the results of the loan process reviews to the Audit
Committee of the Corporation’s Board of Directors. Beginning in 2008, the loan review function for the U.S. mainland operations will have an
internal officer in charge of this process. The loan review plan for 2008 will be conducted by thisinternal resource in ajoint effort with the outside
loan review firm.

The Corporation issues certain credit-related off-balance sheet financial instrumentsincluding commitmentsto extend credit, standby letters of
credit and commercial letters of credit to meet the financing needs of its customers. For these financial instruments, the contract amount represents
the credit risk associated with failure of the counterparty to perform in accordance with the terms and conditions of the contract, and the declinein
value of the underlying collateral. The credit risk associated with these financial instruments varies depending on the counterparty’s
creditworthiness and the value of any collateral held. Refer to Note 28 to the consolidated financial statements and to the Contractual Obligations
and Commercial Commitments section of thisMD&A
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for the Corporation’s involvement in these credit-related activities.

The Corporation is also exposed to credit risk by using derivative instruments, but manages the level of risk by only dealing with counterparties
of good credit standing, entering into master netting agreements whenever possible and, when appropriate, obtaining collateral. Refer to Note 30
to the consolidated financial statementsfor further information on the Corporation’sinvolvement in derivative instruments and hedging activities.

The Corporation manages the exposure to a single borrower, industry or product type through participations and |oan sales. The Corporation
maintains adiversified portfolio intended to spread its risk and reduce its exposure to economic downturns, which may occur in different segments
of the economy or in particular industries. Industry and loan type diversification is reviewed quarterly.

The Corporation’s credit risk exposure is spread among individual consumers, small and medium businesses, as well as corporate borrowers
engaged in awide variety of industries. Only 327 of these commercial lending relationships have credit rel ations with an aggregate exposure of
$10 million or more. Highly leveraged transactions and credit facilities to finance speculative real estate ventures are minimal, and there are no
loans to less devel oped countries. The Corporation limits its exposure to concentrations of credit risk by the nature of itslending limits.

The Corporation has made a substantial number of loans to subprime borrowers mainly through its subsidiary PFH. The actual rates of
delinguencies, foreclosures and losses on these loans could be higher during economic slowdowns. Rising unemployment, higher interest rates or
declinesin housing pricestend to have a greater negative effect on the ability of such borrowersto repay their mortgage loans. All the factors
mentioned above also impact the value of residual interests created as aresult of off-balance sheet securitizations conducted through PFH. Refer
to the Overview of Mortgage L oan Exposure section for further information.

Geographical and Government Risk

The Corporation is also exposed to geographical and government risk. The Corporation’s assets and revenue composition by geographical area
and by business segment is presented in Note 32 to the consolidated financial statements.

A significant portion of the Corporation’sfinancial activities and credit exposure is concentrated in Puerto Rico. Consequently, itsfinancial
condition and results of operations are dependent on the Island’s economic conditions. An extended economic slowdown or recessionary cycle,
adverse political or economic developmentsin Puerto Rico or natural disasters, such as hurricanes affecting the Island, could result in adownturn
in loan originations, an increase in the level of non-performing assets, an increase in the rate of foreclosure loss on mortgage loans and a reduction
in the value of the Corporation’s loans and loan servicing portfolio, all of which would adversely affect the Corporation’s profitability and financial
condition.

The economy of Puerto Rico continued deteriorating during 2007. The weak fiscal position of the P.R. Government and strained consumer
finances, which were impacted by the effects of rising unemployment rates, oil prices, utilities and taxes, among others, affected the P.R. economy
considerably. The current state of the economy and uncertainty in the private and public sectors has had an adverse effect on the credit quality of
the Corporation’s loan portfolios. A prolonged economic slowdown, which has led to arecessionary cycle could cause those adverse effectsto
continue, as delinquency rates may continue to increase in the short-term until more sustainable growth resumes.

Even though Puerto Rico’s Government and many of itsinstrumentalities are investment-grade rated borrowersin the U.S. capital markets, the
current fiscal situation of the Puerto Rico (“P.R. Government”) led nationally recognized rating agencies to downgrade the credit rating of the P.R.
Government’s debt obligations during 2006. In November 2007, Moody’ s changed the outlook of the P.R. Government’s credit ratingsto “ stable”
from “negative’. In justifying its change in outlook, Moody’ s recognized the progress the P.R. Government has made in addressing the fiscal
challengesit hasfaced in recent years. In particular, it mentioned the controls imposed on public spending and the implementation of the salestax
astwo favorable devel opments. The rating agencies have maintained the negative outlook for the Puerto Rico obligation bonds. Factors, such as
the government’s ability to implement meaningful stepsto curb operating expenditures, improve managerial and budgetary controls, and eliminate
the government’s reliance on loans from the Government Devel opment Bank of Puerto Rico to cover budget deficits, will be key determinants of
future rating changes.

At December 31, 2007, the Corporation had $1.0 billion of credit facilities granted to or guaranteed by the P.R. Government and its political
subdivisions, of which $150 million were uncommitted lines of credit. Of these total credit facilities granted, $914 million in loans were outstanding
at December 31, 2007. A substantial portion of the Corporation’s credit exposure to the Government of Puerto Rico are either collateralized loans or
obligations that have a specific source of income or revenues identified for its repayment. Some of these obligations consist of senior and
subordinated loans to public corporations that obtain
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revenues from rates charged for services or products, such aswater and electric power utilities. Public corporations have varying degrees of
independence from the Central Government and many receive appropriations or other payments from it. The Corporation also hasloansto various
municipalities for which the good faith, credit and unlimited taxing power of the applicable municipality has been pledged to their repayment.
These municipalities are required by law to levy special property taxesin such amounts as shall be required for the payment of al of its general
obligation bonds and loans. Another portion of these loans consists of special obligations of various municipalities that are payable from the
basic real and personal property taxes collected within such municipalities. The good faith and credit obligations of the municipalities have afirst
lien on the basic property taxes.

Furthermore, as of December 31, 2007, the Corporation had outstanding $178 million in Obligations of Puerto Rico, States and Political
Subdivisions as part of itsinvestment portfolio. Refer to Notes 6 and 7 to the consolidated financial statements for additional information. Of that
total, $155 million was exposed to the creditworthiness of the P.R. Government and its municipalities. Of that portfolio, $55 million wasin the form
of Puerto Rico Commonwealth Appropriation Bonds, which are currently rated Bal, one notch below investment grade, by Moody’s, while
Standard & Poor’s Rating Services (“ S& P”) rates them as investment grade. At December 31, 2007, the Appropriation Bonds represented
approximately $1.8 million in unrealized lossesin the Corporation’s portfolio of investment securities available-for-sale. The Corporation is closely
monitoring the political and economic situation of the Island and evaluates the portfolio for any declinesin value that management may consider
being other-than-temporary. Management has the intent and ability to hold these investments for a reasonabl e period of time or up to maturity for
aforecasted recovery of fair value up to (or beyond) the cost of these investments.

Asfurther detailed in Notes 6 and 7 to the consolidated financial statements, a substantial portion of the Corporation’sinvestment securities
represented exposure to the U.S. Government in the form of U.S. Treasury securities and obligations of U.S. Government sponsored entities. In
addition, $134 million of residential mortgages and $352 million in commercial loans were insured or guaranteed by the U.S. Government or its
agencies at December 31, 2007.

Overview of Mortgage Loan Exposure

Deteriorating conditionsin the U.S. mainland housing market and, to alesser extent, in Puerto Rico accelerated throughout 2007. As many lenders
have been forced out of business or have severely curtailed their operations and most remaining lenders have increased nonconforming mortgage
interest rates and tightened underwriting standards, many borrowers, particularly subprime borrowers and borrowers in markets with declining
housing prices, have been unable to refinance existing loans. Borrowers in markets with declining housing prices may find themselves unable to
refinance their loans, as aresult of diminished equity in their homes.

In astressed housing market with increasing delinquencies and declining housing prices, such as currently exists, the adequacy of collateral
securing the loan becomes a much more important factor in determining future loan performance, as a borrower with more equity in the property
has a greater vested interest in keeping the loan current than a borrower with little to no equity in the property. Also, in the event that the
Corporation hasto foreclose on a property, the extent to which the outstanding balance on the loan exceeds the collateral value will determine the
severity of loss.

Theresidential mortgage loan origination business has historically been cyclical, with periods of strong growth and profitability followed by
periods of shrinking volumes and industry-wide losses. Because the Corporation made |oans to borrowers that have FICO® scores of 660 or below,
the actual rates of delinquencies, foreclosures and |osses on these |oans could be higher during economic slowdowns. Rising unemployment,
higher interest rates, declinesin housing prices and an overall tightening of credit standards by lenders tend to have a greater negative effect on
the ability of such borrowersto repay their mortgage loans.

The following table provides information on the Corporation’s mortgage |oan exposure for loans held-in-portfolio, (thus excluding |oans held-
for-sale) at December 31, 2007. Subprime mortgage |oans refer to mortgage |oans made to individual s with a FICO® score of 660 or below. FICO®
scores are used as an indicator of the probability of default for loans.

Prime Subprime

(In billions) loans loans Total
Banco Popular de Puerto Rico $1,119 $1,236 $2,355
Banco Popular North America 510 1,199 1,709
Popular Financial Holdings:

- Owned-in-trust 57 229 286

- Owned — originated through whol esale channels (“ centralized”) 199 716 915

- Owned — originated through consumer branches 74 69 143
Sub-total $1,959 $3,449 5,408

Other not classified as prime or subprime loans 663
Total Popular, Inc. $6,071

Mortgage |oans held-in-portfolio that are considered subprime under the above definition for the Banco Popular de Puerto Rico reportable
segment approximated 42% of itstotal mortgage loans held-in-portfolio as of December 31, 2007. The Corporation, however, believesthat the
particular characteristics of BPPR’s subprime portfolio limit its exposure under current market conditions. BPPR's loans are fixed-rate fully
amortizing, full-
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documentation loans that do not have the level of layered risk associated with subprime loans offered by certain major U.S. mortgage |oan
originators. Deteriorating economic conditions have impacted the mortgage delinquency ratesin Puerto Rico increasing the levels of non-accruing
mortgage loans. However, BPPR has not to date experienced significant increasesin losses. The annualized ratio of mortgage |oans net charge-offs
to average mortgage loans held-in-portfolio for this subprime portfolio was 0.04% for the year ended December 31, 2007.

BPNA'’s mortgage loans held-in-portfolio considered subprime under the above definition, isolating E-LOAN, approximated 71% of itstotal
mortgage loans held-in-portfolio as of December 31, 2007. This portfolio has principally two products - either 7/1 ARMSs (fixed-rate interest until
end of year seven in which interest rate beginsto reset annually until maturity) or 30 years fixed-rate mortgages that do not have the level of
layered risk associated with subprime loans offered by certain major U.S. mortgage |oan originators. For example, BPNA's subprime mortgage loan
portfolio has minimal California market exposure, loans are underwritten to the fully indexed rate, and there are no interest-only, piggybacks or
option ARM loans (Refer to Glossary for general descriptions of these loan types). Furthermore, the loans are 100% owner occupied. Also, the
first interest rate reset on the 7/1 ARMsis not until 2012. Deteriorating economic conditionsin the U.S. mainland housing market have impacted
the mortgage industry delinquency rates; however, the levels of non-accruing mortgage loansin BPNA's subprime mortgage portfolio have been
lower than PFH’ s subprime mortgage portfolio. The non-accruing loans to loans held-in-portfolio ratio for BPNA'’s subprime mortgage loans was
3.67% at December 31, 2007. The annualized ratio of mortgage loans net charge-offs to average mortgage |oans held-in-portfolio for this subprime
portfolio was 1.28% for the year ended December 31, 2007. As aresult of higher delinquency and net charge-offs experience, BPNA recorded a
higher provision for loan lossesin the fourth quarter of 2007 to cover for inherent losses in this portfolio. The average loanto value (“LTV") at
December 31, 2007 in BPNA's portfolio was 89.36%. Effective late December 2007, BPNA launched several initiatives designed to reduce the
overall credit exposure in the portfolio that involve the purchase, by either the borrower or BPNA, of private mortgage insurance.

Mortgage loans held-in-portfolio for PFH, excluding Popular FS, that are considered subprime approximated 73% of itstotal mortgage loans
held-in-portfolio as of December 31, 2007. In the past, PFH originated mortgage loans through various channel s including bulk acquisitions,
mortgage loan brokers and its retail branch network. As part of the PFH Restructuring Plan, PFH ceased originating loans through all channels
except for loans originated directly through its consumer finance branches and the customer loan center. Thisresulted in asignificant reduction in
total originations of mortgage loans at PFH during 2007. Also, as aresult of the loan recharacterization transaction discussed previously, the
Corporation reduced its exposure to subprime mortgage loans by the end of 2007. The loan recharacterization transaction contributed with a
reduction of approximately $2.4 billion in subprime mortgages based on portfolio data reported in the Corporation’ s Form 10-Q as of September 30,
2007. Also, asindicated in the Events Subsequent to Y ear-End 2007 section of thisMD&A, during December 2007, the Corporation reclassified
approximately $1.4 billion carrying amount in mortgage and consumer loans originated through PFH’ s consumer branches from loans held-in-
portfolio to loans held-for-sale with the intent to sell these loans by the end of the first quarter of 2008. Since the exposurein this held-for-sale
portfolio is short-term and a sales price was set with the prospective buyer, these |oans are excluded from the previous tabular presentation which
segregates prime and subprime mortgage loans. The prospective sale of this consumer branch portfolio is expected to reduced the Corporation’s
subprime mortgage loan exposurein its portfolio of loans to be held until maturity by over $700 million.

Approximately $287 million of the loans held-in-portfolio by PFH as of December 31, 2007 were identified as “ owned-in-trust” for purposes of
these disclosures. These loans were pledged as collateral for asset-backed securities issued by the Corporation (in the form of bond certificates) as
afinancing vehicle through on-balance sheet securitization transactions. Because these loan securitizations did not meet the sale criteria under
SFAS No. 140, the transactions were treated as on-bal ance sheet securitizations for accounting purposes. These “owned-in-trust” loans do not
pose the same magnitude of risk to the Corporation as those |oans owned outright because the potential |osses related to “ owned-in-trust” loans
above overcollaterization levelswill be borne by the holders of the bonds and not by the Corporation. Overcollateralization is defined as atype of
credit enhancement by which an issuer of bond certificates pledges mortgage loans as collateral in excess of the principal amount of bond
certificatesissued to cover possible losses. As of December 31, 2007, the collateral balance on the five securitizations deal s accounted as “on-
balance sheet securitizations” approximated $308 million, which exceeded the outstanding balance of the bond certificates by $24 million. The
allowance for loan losses recorded for these “ owned-in-trust” loans amounted to approximately $5.3 million at December 31, 2007.

An additional risk factor related to the residential mortgage loan sector isthe repricing of adjustable rate mortgage loans (“ARMS"). Inthe U.S.
mortgage market, a substantial amount of ARMs were originated in recent years. These loanstypically have alow fixed rate for an initial period
(two or three years) and afterwards the rate “floats” or adjusts periodically based on a market
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TableN
Non-Performing Assets

As of December 31,

(Dollars in thousands) 2007 2006 2005 2004 2003
Non-accrual loans:
Commercial (including construction) $362,019 $158,214 $133,746 $122,593 $168,266
L ease financing 10,182 11,898 2,562 3,665 7,494
Mortgage 349,381 499,402 371,885 395,749 344,916
Consumer 49,090 48,074 39,316 32,010 36,350
Total non-performing loans 770,672 717,588 547,509 554,017 557,026
Other real estate 81,410 84,816 79,008 59,717 53,898
Total non-performing assets $852,082 $802,404 $626,517 $613,734 $610,924
Accruing loans past-due 90 days or more $109,569 $ 99,996 $ 86,662 $ 79,091 $ 75,557
Non-performing assets to loans held-in-portfolio 3.04% 2.51% 2.02% 2.19% 2.74%
Non-performing loans to loans held-in-portfolio 2.75 2.24 1.77 1.98 249
Non-performing assets to assets 1.92 1.69 1.29 1.38 1.68
Interest lost $ 71,037 $ 58,223 $ 46,198 $ 45,089 $ 45,541

rate of interest, such as LIBOR. Of PFH’s subprime mortage |oans held-in-portfolio at December 31, 2007, $320 million or 32% were ARMs. Many of
the ARMs currently outstanding are schedul e to reset before the end of 2008. It is possible that in some of these |oans, when rates adjust, there
will be asubstantial increase in the underlying loan payment, possibly enough to pressure the cash flow of the underlying debtor and increase the
likehood of delinquency.
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Thetable below providesinformation on PFH’s mortgage |oans held-in-portfolio segregated between owned and “ owned-in-trust” loans.

Owned (a) Owned-in-Trust (b)
($ in millions) 12-31-07 12-31-06 12-31-07 12-31-06
Current Balance (c)
($in millions) $1,063 $2,191 $ 286 $4,543
First Liens $ 925 $1,868 $ 284 $4,511
Second Liens $ 138 $ 323 $ 2 $ 32
Weighted-aver age coupon (WAC) 8.76% 8.87% 8.76% 7.55%
Avg. Loan-to-Value (LTV) (d) 85.59% 82.66% 81.45% 83.39%
Avg. Loan Balance ($ in thousands) $ 91 $ 69 $ 112 $ 140
Avg. FICO score (€) 606 607 596 620
Bankruptcy (% of $) 3.81% 2.95% 4.31% 2.18%
Total Delinquency 18.52% 8.66% 21.35% 10.93%
30 Days (% of $) 4.78% 2.54% 6.20% 3.48%
60 Days (% of $) 241% 0.89% 2.38% 1.30%
90+ Days (% of $) 4.80% 2.48% 3.88% 1.84%
Foreclosure (% of $) 6.53% 2.75% 8.89% 4.31%
Business Channel
Broker 29% 22% 53% 17%
Asset Acquisition 24% 17% 10% 2%
Retail Mortgage (call centers) 7% 5% 16% 6%
Customer Loan Center (“CLC") (f) 23% 6% 19% 4%
Decentralized (branches) 14% 47% — —
Other 3% 3% 2% 1%
Product Type
Fixed-rate ARM 62% 69% 35% 60%
(Adjustable rate mortgage) 21% 20% 51% 29%
Balloon 16% 10% 13% 4%
Interest only — Fixed — — — 1%
Interest only — ARM 1% 1% 1% 6%

(@ Owned portfolio — represents mortgage loans originated / acquired, but not sold / securitized

(b) Owned-in-trust — represents mortgage loans securitized in on-bal ance sheet securitizations, as such, are part of PFH’s portfolio under SFAS
No. 140.

(c) Excluding deferred fees, origination costs, net premiums and other items.

(d) LTV —alendingrisk ratio calculated by dividing the total amount of the mortgage or loan by the fair value of the property. The LTV
presented is based on amounts at loan origination date.

(e) FICO® — the Corporation uses external credit scores as a useful measure for assessing the credit quality of aborrower. These scores are
numbers supplied by credit information providers, based on statistical models that summarize an individual’s credit record. FICO® scores,
developed by Fair Isaac Corporation, are the most commonly used credit scores.

(f) CLC— unit that anticipates possible refinancing needs of the customer and makes efforts to retain the customer by offering the company’s
products.

The U.S. government and the mortgage industry have taken stepsto limit the negative effects of the subprime mortgage crisis on the financial
markets and the economy as awhole. Many of these initiatives have focused on lenders being able to modify mortgages so that distressed or
potentially distressed debtors can continue to make payments on their mortgages. Refer to the Off-Balance Financing Entities section in this
MD&A for information on certain of these market initiatives.

Non-Performing Assets

A summary of non-performing assets by loan categories and related ratiosis presented in Table N. Non-performing assets include past-due loans
that are no longer accruing interest, renegotiated loans and real estate property acquired through foreclosure. During 2004, the Corporation
adopted the standard industry practice of placing commercial and construction loans on non-accrual statusif payments of principal or interest are
delinquent 90 days or more, instead of 60 days or more, which was its previous policy.

Thelevel of non-performing loans has been mostly impacted by the effects of a continuing downturn in the economy of Puerto Rico and a
slowdown in the U.S. economy, which has affected both the commercial and consumer sectors. The Puerto Rico economy continued to contract
during 2007 asit has been impacted by consumers’ finances under stress, unemployment rates at high levels, rising operational costs which
pressure businesses, caution on capital spending, slowdown in the housing market, among other factors. The growth of the U.S. economy also fell
in the latter part of 2007, in part, as aresult of the credit crunch that took effect in the second half of 2007. The slowdown was triggered by aslump
in building activity as housing prices significantly declined. Also, the U.S. economy faced the threats of lower consumer spending while, at the
same time, addressing inflation as oil and other commodity costs were rising. With the aim of boosting the economy and avoiding arecessionin



the U.S. mainland, the U.S. Government approved an economic stimulus package during early 2008, which includes a series of tax rebates. The
economic stimulus package, which is also applicable to Puerto Rico, is anticipated to also have a positive impact on the economy of Puerto Rico.
Also, asindicated in the Net Interest Income section of thisMD&A, the FED reduced its key interest rate to 3% asit tries to stimulate economic
momentum.

Non-performing commercial loans as of December 31, 2007 reflected an increase of $204 million from December 31, 2006, mainly due to
deteriorating economic conditions in Puerto Rico and the U.S. mainland. The percentage of non-performing commercial loansto commercia loans
held-in-portfolio rose from 1.09% at the end of 2006 to 2.32% at the same date in 2007. For December 31, 2005, thisratio was 1.06%. Of the total
increase in non-performing commercial 1oans between the end of 2006 and 2007, $95 million of the increase pertained to commercial construction
loans. Commercial loans considered impaired under the Corporation’s criteriafor FAS 114 amounted to $322 million at December 31, 2007,
compared with $208 million at the same date in 2006.

Non-performing consumer loans represented 0.94%, 0.92% and 0.83% of consumer loans held-in-portfolio at December 31, 2007, 2006, and 2005,
respectively. Theratio for 2007 remained at alevel very close to 2006, in part, because the portfolio growth in consumer |oans has been mostly in
credit cards which are not placed in non-accrual status under the Corporation’s policy and
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in home equity lines of credit which is mostly arelatively newly originated portfolio from the 2007 vintage. Theincrease in this ratio from 2005 to
2006 resulted from higher delinquency levels, partially offset by portfolio growth.

Non-performing mortgage loans, which decreased by $150 million, or 30%, since December 31, 2006, represented 41% of total non-performing
assets and 5.75% of total mortgage loans held-in-portfolio at December 31, 2007, compared with 62% and 4.51%, respectively, at December 31,
2006, and 59% and 3.02%, respectively, at December 31, 2005. The decline was directly related to the PFH |oan recharacterization transaction which
resulted in areduction in non-performing mortgage loans of approximately $316 million, which was partially offset by increasesin non-performing
mortgage loansin PFH’s remaining owned portfolio, the Puerto Rico operations and BPNA in the amount of $167 million. Theincrease at these
reportable segments was mainly due to the continued deterioration in the subprime market in the U.S. mainland, as well as higher delinquencies
triggered by deteriorating economic conditions in Puerto Rico. The increase in non-performing mortgage loans since December 31, 2005 to 2006
was also due to similar factors, which were already being experienced to alesser extent during 2006. Ratios of mortgage |oans net charge-offsasa
percentage of the average mortgage loans held-in-portfolio are presented later in the Allowance for Loan Losses section of thisMD&A.

Non-performing financing leases represented 0.93% of the lease financing portfolio at December 31, 2007, compared with 0.97% at the end of
2006, remaining at arelatively stable level. Non-performing financing leases represented 0.20% of the lease financing portfolio at December 31,
2005. Theincrease in non-performing leases for 2006, compared to the earlier year, was mainly the impact of a system conversion. The new lease
system identifies non-accruing leases at actual days past dueinstead of installments past due, which was the previous system parameter. The
impact in interest reversals or charge-offs, asaresult of this system conversion, was not significant.

Other real estate owned, representing real estate property acquired through foreclosure, at December 31, 2007 reflected a decrease of $3 million,
or 4%, compared with December 31, 2006. This decline resulted because of the elimination of $68 million in other real estate property, as aresult of
PFH’s loan recharacterization transaction since the properties belong to the trust and had to be excluded from the Corporation’s accounting
records at the time the securitization was recharacterized as a sale transaction. This decline was offset by increases in other of the Corporation’s
reportable segments. With the slowdown in the housing market, there is a continued economic deterioration in certain geographic areas, which
also has a softening effect on the market for resal e of repossessed real estate properties. Defaulted loans have increased, and these |loans move
through the default process to the other real estate classification. The combination of increased flow of defaulted |oans from the loan portfolio to
other real estate owned and the slowing of the liquidation market has resulted in an increase in the number of units on hand.

Under the standard industry practice, closed-end consumer |oans are not customarily placed on non-accrual status prior to being charged-off.
Excluding the closed-end consumer |oans from non-accruing at December 31, 2007, adjusted non-performing assets would have been $803 million,
or 2.87%, of loans held-in-portfolio, compared with $754 million or 2.36%, respectively, at December 31, 2006. The allowance to non-performing
loans ratio at December 31, 2007 and 2006 would have been 76.06% and 78.00%, respectively. The declinein this ratio reflects a higher proportion
of real estate secured loans in non-performing status. Given the change in policy in 2004 for placing commercial loans on non-accrual status as
previously discussed, and excluding the closed-end consumer |oans from non-accruing at December 31, 2005, adjusted non-performing assets
would have been $587 million, or 1.89%, of loans held-in-portfolio, and the allowance to non-performing loans ratio would have been 90.85% at
December 31, 2005.

Oncealoan isplaced in non-accrual status, the interest previously accrued and uncollected is charged against current earnings and thereafter
income s recorded only to the extent of any interest collected. Refer to Table N for information on the interest income that would have been
realized had these |oans been performing in accordance with their original terms.

In addition to the non-performing loans discussed earlier, there were $50 million of commercial loans at December 31, 2007, whichin
management’ s opinion are currently subject to potential future classification as non-performing, and therefore are considered impaired for
purposes of the analysisunder SFAS No. 114. At December 31, 2006 and 2005, these potential problem loans approximated $103 million and $30
million, respectively. The decline from December 31, 2006 to the same date in 2007 was mainly dueto a particular commercial lending relationship in
the Corporation’s Puerto Rico banking operations.
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TableO
Allowance for Loan Losses and Selected Loan L osses Statistics
(Dollars in thousands) 2007 2006 2005 2004 2003
Balance at beginning of year $ 522,232 $ 461,707 $ 437,081 $ 408,542 $ 372,797
Allowances acquired 7,290 — 6,291 27,185 13,697
Provision for |oan losses 562,650 287,760 195,272 178,657 195,939
Impact of change in reporting period* — 2,510 1,586 — —
1,092,172 751,977 640,230 614,384 582,433
Charge-offs:
Commercial (including construction) 98,542 55,605 64,559 64,931 80,069
Lease financing 23,722 24,526 20,568 37,125 22,995
Mortgage 144,654 59,613 48,212 33,032 29,495
Consumer 222,155 149,776 108,110 103,393 100,040
489,073 289,520 241,449 238,481 232,599
Recoveries:
Commercial (including construction) 19,985 17,283 22,067 19,778 20,594
Lease financing 8,695 10,643 10,939 11,385 11,477
Mortgage 1,314 979 775 1,440 467
Consumer 35,982 30,870 29,145 28,575 26,170
65,976 59,775 62,926 61,178 58,708
Net loans charged-off:
Commercial 78,557 38,322 42,492 45,153 59,475
Lease financing 15,027 13,883 9,629 25,740 11,518
Mortgage 143,340 58,634 47,437 31,592 29,028
Consumer 186,173 118,906 78,965 74,818 73,870
423,097 229,745 178,523 177,303 173,891
Write-downsrelated to loans transferred to loans held-
for-sale 120,243 — — — —
Balance at end of year $ 548,832 $ 522232 $ 461,707 $ 437,081 $ 408,542
L oans held-in-portfolio:
Outstanding at year end $28,021,456 $32,017,017 $31,011,026 $27,991,533 $22,330,600
Average 32,181,596 31,246,079 28,830,965 24,881,341 20,258,913
Ratios:
Allowance for loan lossesto year end loans held-in-
portfolio 1.96% 1.63% 1.49% 1.56% 1.83%
Recoveries to charge-offs 13.49 20.65 26.06 25.65 25.24
Net charge-offs to average loans held-in-portfolio 131 0.74 0.62 0.71 0.86
Net charge-offs earnings coverage 1.04x 3.27x 4.94x 4.59x 4.59x
Allowance for loan losses to net charge-offs 1.30 2.27 2.59 247 2.35
Provision for loan losses to:
Net charge-offs 1.33 1.25 1.09 1.01 113
Average loans held-in-portfolio 1.75% 0.92% 0.68% 0.72% 0.97%
Allowance to non-performing assets 64.41 65.08 73.69 71.22 66.87
Allowance to non-performing loans 71.21 72.78 84.33 78.89 73.34

* Represents the net effect of provision for loan losses, less net charge-offs corresponding to the impact of the changein fiscal period at
certain subsidiaries described in the overview section (change from fiscal to calendar reporting year for non-banking subsidiaries).
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TableP
Allocation of the Allowance for Loan Losses

Asof December,

(Dollarsin millions) 2007 2006 2005 2004 2003
Per centage of Percentage of Percentage of Percentage of Percentage of
Allowance  Loansin Each Allowance LoansinEach  Allowance LoansinEach  Allowance LoansinEach  Allowance LoansinEach
for Category to for Category to for Category to for Category to for Category to
LoanLosses Total Loans* LoanLosses Total Loans* LoanlLosses Total Loans* LoanlLosses Total Loans* LoanlLosses Total Loans*
Commercial $222.7 55.7% $204.0 45.3% $184.4 40.7% $179.0 38.9% $171.5 38.4%
Lease financing 25.6 3.9 24.8 3.8 27.6 4.2 28.7 4.2 29.8 4.7
Mortgage 70.0 21.7 92.2 34.6 72.7 39.7 67.7 425 55.5 42.3
Consumer 230.5 18.7 201.2 16.3 177.0 15.4 161.7 14.4 151.7 14.6
Total $548.8 100.0% $522.2 100.0% $461.7 100.0% $437.1 100.0% $408.5 100.0%

* Note: For purposes of thistable, the term loans refers to loans held-in-portfolio (excludes |oans held-for-sal€)

Another key measure used to evaluate and monitor the Corporation’s asset quality isloan delinquencies. L oans delinquent 30 days or more and
delinquencies as a percentage of their related portfolio category at December 31, 2007 and 2006 are presented below.

(Dollarsinmillions) 2007 2006
Loans delinguent 30 days or more $2,011 $1,917
Total delinquencies as a percentage of total loans:
Commercial 4.97% 2.93%
Leasefinancing 4.36 9.30
Mortgage 12.28 9.97
Consumer 4.75 4.00
Total 6.72% 5.86%

Accruing loans past due 90 days or more are composed primarily of credit cards, FHA / VA and other insured mortgage loans, and delinquent
mortgage loans included in the Corporation’s financial statements pursuant to GNMA's buy-back option program. Under SFAS No. 140, servicers
of loans underlying Ginnie Mae mortgage-backed securities must report as their own assets the defaulted |oans that they have the option to
purchase, even when they elect not to exercise that option. Also, accruing loans past due 90 days or more include residential conventional loans
purchased from other financial institutions that, although delinquent, the Corporation has received timely payment from the sellers/ servicers, and,
in someinstances, have partial guarantees under recourse agreements.

Allowancefor Loan Losses

The allowance for loan losses is maintained at alevel sufficient to provide for estimated |oan |osses based on evaluations of inherent risksin the
loan portfolio. The Corporation’s management eval uates the adequacy of the allowance for loan losses on amonthly basis. Some of the factors
that management considers in determining the allowance are current economic conditions and the resulting impact on Popular’ s loan portfolio, the
composition of the portfolio by loan types and risk profiles, historical 10ss experience, the current level of the allowancein relation to total loans
and to historical losslevels, results of periodic credit reviews of individual loans, collateral values of properties securing certain loans, regulatory
reguirements and loan impai rment measurement, among others.

The Corporation’s methodol ogy to determine its allowance for loan losses follows the guidance in SFAS No. 114 (as amended by SFAS
No. 118) and SFAS No. 5. Under SFAS No. 114, commercial loans over a predetermined amount areidentified for impairment evaluation on an
individual basis and specific impairment reserves are calculated. SFAS No. 5 provides for the recognition of aloss contingency for agroup of
homogeneous loans, which are not individually evaluated under SFAS No. 114, when it is probable that aloss has been incurred and the amount
can be reasonably estimated. To determine the allowance for loan losses under SFAS No. 5, the Corporation applies a historic loss and volatility
factor to specific loan balances segregated by |oan type and legal entity.

Theresult of the exercise described above is compared to stress-tested levels of historic losses over a period of time, recent tendencies of
losses and industry trends. Management considers all indicators derived from the process described herein, along with qualitative factors that may
cause estimated credit |osses associated with the loan portfolios to differ from historical loss experience. The final outcome of the provision for
loan losses and the appropriate level of the allowance for loan losses for each subsidiary and the Corporation is a determination made by the
CRESCO, which actively reviews the Corporation’s allowance for loan | osses.
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Management’s eval uation of the quantitative factors (historical net charge-offs, statistical 1oss estimates, etc.), aswell as qualitative factors
(current economic conditions, portfolio composition, delinquency trends, etc.), resultsin the final determination of the provision for loan losses to
maintain alevel of allowance for loan losses which is deemed to be adequate. Since the determination of the allowance for |oans losses considers
projections and assumptions, actual losses can vary from the estimated amounts.

Refer to Table O for asummary of the activity in the allowance for loan losses and selected |oan |osses statistics for the past 5 years.

Table P details the breakdown of the allowance for loan losses by |oan categories. The breakdown is made for analytical purposes, and it isnot
necessarily indicative of the categoriesin which future loan losses may occur.

Also, the following table presents net charge-offs to average loans held-in-portfolio by loan category for the years ended December 31, 2007,
2006 and 2005:

2007 2006 2005
Commercial (including construction) 0.52% 0.28% 0.36%
Leasefinancing 1.28 1.08 0.74
Mortgage 1.37 0.51 0.42
Consumer 3.41 2.38 181
Total 1.31% 0.74% 0.62%

Theincreasein the ratio of commercial loans net charge-offs to average loans hel d-in-portfolio for the year ended December 31, 2007 was mostly
associated with deterioration in the economic conditions in Puerto Rico and in the U.S. mainland. Theratio of commercial loans net charge-offsto
average commercial loans held-in-portfolio in the Banco Popular de Puerto Rico reportable segment was 0.62% for the year ended December 31,
2007, compared to 0.33% for the previous year. Also, an increase was experienced in the Banco Popular North America reportable segment, whose
ratio was 0.31% for 2007, compared with 0.21% for 2006. The allowance for |oan losses corresponding to commercial loans held-in-portfolio
represented 1.43% of that portfolio at December 31, 2007, compared with 1.41% in 2006 and 1.46% in 2005. The ratio of alowance to non-performing
loans in the commercial loan category was 61.50% at the end of 2007, compared with 129.0% in 2006 and 137.9% in 2005. The decreasein thisratio
from 2006 to 2007 was related to the significant increase in commercia non-performing loans which are mostly secured by real estate and other
collateral and for which no specific reserves were considered necessary as part of the SFAS No. 114 impairment analysis. The portion of the
allowance for loan losses related to impaired loans at December 31, 2007, 2006 and 2005 was $54 million, $37 million and $20 million, respectively.
Further disclosures with respect to impaired loans are included in Note 7 to the consolidated financial statements.

Theincrease in net charge-offs to average loans held-in-portfolio in the lease financing portfolio from 2006 to 2007 was the result of higher
delinguenciesin the Banco Popular de Puerto Rico reportable segment. This was partially offset by a decrease in net charge-offs to average loans
held-in-portfolio in the lease financing portfolio of the Banco Popular North America operations. There was alarge amount of charge-offsin the
U.S. leasing subsidiary during 2006 related to a particular customer lending relationship. The allowance for loan losses to the lease financing
portfolio was 2.34% at December 31, 2007, compared with 2.03% at the same date in 2006 and 2.11% in 2005.

Mortgage loans net charge-offs as a percentage of average mortgage |oans held-in-portfolio increased primarily due to the slowdown in the
housing sector and higher delinquency levels, primarily in the Corporation’s U.S. subprime mortgage |oan portfolio. Thisincrease also reflectsthe
impact of the reduction in the mortgage loan portfolio at PFH. The increase in net charge-offs on mortgage loans for 2007, when compared to 2006,
included an increase of $34 million in net charge-offs on second liens mortgages at PFH. The mortgage |oans net charge-offs to average mortgage
loans held-in-portfolio ratio at PFH, excluding Popular FS, for 2007 was 2.10%, compared with 0.77% in 2006 and 0.62% in 2005. Refer to the
Overview of Mortgage L oan Exposure section in thisMD& A for information on PFH’s mortgage loan portfolio, including credit statistics.
Deteriorating economic conditions have al so impacted the mortgage delinquency rates in Puerto Rico, thusincreasing the levels of non-accruing
mortgage loans. However, no significant increase in losses has occurred. The mortgage |oans net charge-off to average mortgage loans held-in-
portfolio ratio in the Banco Popular de Puerto Rico reportable segment was 0.04% for the year ended December 31, 2007. Historicaly, the
Corporation has experienced alow level of lossesin its Puerto Rico mortgage |oan portfolio. The Corporation’s allowance for |oan losses for
mortgage loans held-in-portfolio represented 1.15% of that portfolio at December 31, 2007, compared with 0.83% in 2006 and 0.59% in 2005. The
increase in thisratio from 2006 to 2007 was the result of higher trend of net charge-offs, the inherent losses in the subprime portfolio due to
economic conditions and the slowdown in that sector’s housing market, which has affected home values and thus, impacts the initial write-downs
to fair value at the time of a property foreclosure.

Consumer loans net-charge offs for 2007 reflected an increase of 57%, when compared to 2006, and also as a percentage of the average
consumer loan portfolio. Theincrease in this ratio was associated with higher delinquenciesin Puerto Rico and growth in unsecured consumer
loans, primarily personal loans and credit
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cards. The allowance for loan losses for consumer loans held-in-portfolio represented 4.39% of that portfolio at December 31, 2007, compared with
3.86% in 2006 and 3.71% in 2005. The increase in this ratio was the result of increased levels of delinquencies and charge-offs coupled with higher
loan volumes.

Included in Table O as part of the reconciliation of the allowance for loan losses as of December 31, 2007 was $120 million of write-downsin
value due to credit considerations arising from loan transfers to held-for-sale. This amount principally consisted of $74 million pertaining to the
loans recharacterized in December 2007 and $43 million related to the $1.5 billion portfolio that will be sold by PFH in thefirst quarter of 2008. The
loans were reclassified from held-in-portfolio to held-for-sale at the lower of cost or fair value at the time the decision to sell was made. The charge-
off ratiosincluded in Table O does not consider the removal of the allowance for |oan losses upon the transfer of loans to held-for-sale.

Operational Risk Management

Operational risk can manifest itself in various ways, including errors, fraud, business interruptions, inappropriate behavior of employees, and
failureto perform in atimely manner, among others. These events can potentially result in financial 10osses and other damages to the Corporation,
including reputational harm. The successful management of operational risk is particularly important to adiversified financial services company
like Popular because of the nature, volume and complexity of its various businesses.

To monitor and control operational risk and mitigate related | osses, the Corporation maintains a system of comprehensive policies and controls.
The Corporation’s Operational Risk Committee (“ORCQO”), which is composed of senior level representatives from the business lines and corporate
functions, provides executive oversight to facilitate consistency of effective policies, best practices, controls and monitoring tools for managing
and assessing all types of operational risks across the Corporation. The Operational Risk Management Division, within the Corporation’s Risk
Management Group, serves as ORCO’s operating arm and is responsible for establishing baseline processes to measure, monitor, limit and manage
operational risk. In addition, the Internal Audit Division provides oversight about policy compliance and ensures adeguate attention is paid to
correct the identified issues.

Operational risksfall into two major categories: business specific and corporate-wide affecting all business lines. The primary responsibility for
the day-to-day management of business specific risks relies on business unit managers. Accordingly, business unit managers are responsibl e of
ensuring that appropriate risk containment measures, including corporate-wide business segment specific policies and procedures, controls and
monitoring tools, arein place to minimize risk occurrence and loss exposures. Examples of these include personnel management practices, data
reconciliation processes, transaction processing monitoring and analysis and contingency plans for systems interruptions. To manage corporate-
widerisks, specialized groups such as Legal, Information Security, Business Continuity, Finance and Compliance, assist the business unitsin the
development and implementation of risk management practices specific to the needs of the individual businesses.

Operational risk management plays a different rolein each category. For business specific risks, the Operational Risk Management Group works
with the segments to ensure consistency in policies, processes, and assessments. With respect to corporate-wide risks, such asinformation
security, business continuity, legal and compliance, the risks are assessed and a consolidated corporate view is devel oped and communicated to
the businesslevel.

LOSS MITIGATION FOR SECURITIZED MORTGAGE L OANS
Loan Modification Program

In October 2007, in response to market conditions and guidance issued by the American Securitization Forum (“ASF”) and the SEC' s Office of
Chief Accountant (the “OCA™), PFH instituted aloan modification program (the “ Modification Program”) for its securitized U.S. subprime
residential adjustable-rate mortgage loans (“ Subprime ARM Loans’). In addition to having to comply with parameters set forth in the transaction
documents governing the securitized loans, a concern was raised by the industry that modifying a Subprime ARM L oan owned by a QSPE could
result in disqualification of that QSPE, thereby disallowing the related securitization transaction from being accounted for using off-bal ance sheet
accounting treatment. The OCA, in aJuly 18, 2007 Memorandum to SEC Chairman Christopher Cox regarding “ Accounting for Loan
Modifications,” concluded that, subject to certain limitations, modifying a Subprime ARM Loan when default is “ reasonably foreseeable” does not
preclude continued off-balance sheet treatment for the related QSPE under SFAS No. 140.

Consistent with the above-referenced guidance and the transaction documents governing the securitization transactions, the Modification
Program permitted PFH, as servicer, to modify a Subprime ARM Loan if, among other things, the modification:

. would be consistent with generally accepted servicing practices;
. would bein the collective best interest of the holders of the related asset-backed securities;

. would bein responseto adefault or a“reasonably foreseeable” default; and
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. would provide the borrower with along term and sustai nabl e sol ution.

Permissible modifications to a Subprime ARM Loan under the Modification Program included the postponement of the loan’sinterest rate reset
date, conversion to afixed-rate loan and reduction of the loan’sinterest rate cap on reset.

The ASF Framework and Subprime ARM Loans

On December 6, 2007, the ASF, working with various constituency groups aswell as representatives of U.S. federal government agencies, issued
the Streamlined Foreclosure and Loss Avoidance Framework for Securitized Subprime Adjustable Rate Mortgage Loans (the “ ASF
Framework™). The ASF Framework provides guidance for servicersto streamline borrower evaluation procedures and to facilitate the use of
foreclosure and loss prevention effortsin an attempt to reduce the number of U.S. subprime residential mortgage borrowers who might default in
the coming year because the borrowers cannot afford to pay the increased |oan interest rate after their Subprime ARM Loan interest rate resets.

The ASF Framework isfocused on Subprime ARM Loansthat have an initial fixed interest rate period of 36 months or less, areincluded in
securitized pools, were originated between January 1, 2005 and July 31, 2007, and have an initial interest rate reset date between January 1, 2008
and July 31, 2010. The ASF Framework directs servicersto categorize Subprime ARM Loansinto one of three segments:

. Segment 1: Current Subprime ARM Loans (under the ASF Framework, “ current” means a Subprime ARM Loan that is not more than 30
days delinquent, and has not been more than 1 x 60 days delinquent in the last 12 months, both determined under the OTS method) where
the borrower islikely to be able to refinance into any available mortgage product, including FHA, FHA Secure or other readily available
mortgage industry products.

. Segment 2: Current Subprime ARM Loans where the borrower is unlikely to be able to refinance into any readily available mortgage
industry product.

= Subprime ARM Loans belong in Segment 2 (a*“ Segment 2 Subprime ARM Loan”), if
= they have a current loan-to-valueratio (based on thefirst lien Subprime ARM L oan only) greater than 97%, or

= they do not satisfy the other FHA Secure requirements, including that program’s delinquency history, debt-to-incomeratio at
origination and loan amount standards, and the servicer cannot determine whether they are eligible for another mortgage
industry product without conducting an underwriting analysis.

= Subject to certain limitations, Segment 2 Subprime ARM loans are eligible for afast track |oan modification under which the
interest rate will be kept at the existing initial rate, generally for five years following the upcoming reset date.

. Segment 3: Subprime ARM Loans where the borrower is not Current and is demonstrating difficulty meeting the introductory rate on the
Subprime ARM Loan.

Sinceitsissuance on December 6, 2007, PFH, inits capacity as servicer and in conjunction with its Modification Program, has followed the
guidance provided by the ASF Framework with respect to Subprime ARM Loans. While auniform industry definition of what constitutes a
“subprime loan” does not exist, PFH generally considers aloan to be a Subprime ARM Loan if its FICO scoreis |less than 660.

The following supplemental information regarding PFH’ s implementation of the ASF Framework with respect to Subprime ARM Loans
securitized by PFH is provided as of December 31, 2007:

. Segment 1.
= Amount of Subprime ARM Loansthat fall within this category: $398 million

= During 2007, $996.3 thousand worth of loansin this segment were subject to aloan modification.
. Segment 2:

= Amount of Subprime ARM Loans that fall within this category: $62.4 million

= During 2007, $175.9 thousand worth of loansin this segment were subject to aloan modification.
. Segment 3:

= Amount of Subprime ARM L oans that fall within this category: $128.3 million

= During 2007, $1.92 million worth of loansin this segment were subject to loss mitigation activities.

On January 8, 2008, the OCA issued aletter (the “OCA Letter”) addressing accounting issues that may be raised by the ASF Framework.
Specifically, the OCA Letter expressed the view that if a Segment 2 Subprime ARM Loan is modified pursuant to the ASF Framework and that |oan
could legally be modified, the OCA will not object to continued status of the transferee as a QSPE under SFAS No. 140. In reaching its ultimate
conclusion, the OCA noted that the ASF Framework indicated that for a Segment 2 Subprime ARM Loan, the servicer could presume that the
borrower would be unable to pay pursuant to the original terms of the loan after the interest rate reset, and thus, a default on the loan would
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be “reasonably foreseeable” in the absence of a modification. Concurrent with the issuance of the OCA Letter, the OCA requested the FASB to
immediately address the issues that have arisen in the application of the QSPE guidance in SFAS No. 140. Any loan modifications we make in
accordance with the ASF Framework will not have an impact on our off-balance sheet accounting treatment of the Subprime ARM Loans
securitized by PFH and currently owned by QSPEs and will not have a material effect on our accounting treatment of our retained interestsin those
securitizations of Subprime ARM Loans.

The following supplemental information regarding QSPE’ s that own Subprime ARM L oans that were securitized by PFH is provided as of
December 31, 2007:

Total assets $5.34 hillion
Subprime ARM Loan $1.51 hillion
Other assets (including real estate owned) $0.15 hillion

Total beneficial interest issued $5.05 hillion
Held by third-party investors $5.01 hillion
Retained by the Corporation $0.04 hillion

As of December 31, 2007 and 2006 the amount of loans classified as real estate owned in QSPE’s that owned Subprime ARM Loanstotaled
$153.6 million and $13.3 million respectively. The $140.3 million increase was due to a $39.5 million increase in defaults and the progression of
delinquent loansinto real estate owned status and the addition of $100.7 million of loansin real estate owned status owned by securitization trusts
that prior to December 31, 2007 did not qualify as QSPE'’s.

Recently Issued Accounting Pronouncementsand I nter pretations
SFASNo. 157 “ Fair Value Measurements’

SFAS No. 157, issued in September 2006, definesfair value, establishes aframework of measuring fair value and requires enhanced disclosures
about fair value measurements. SFAS No. 157 requires companiesto disclose the fair value of itsfinancial instruments according to afair value
hierarchy. The fair value hierarchy ranks the quality and reliability of the information used to determine fair values. Financial assets carried at fair
value will be classified and disclosed in one of the three categoriesin accordance with the hierarchy. The three levels of the fair value hierarchy are
(1) quoted market pricesfor identical assets or liahilitiesin active markets, (2) observable market-based inputs or unobservable inputsthat are
corroborated by market data, and (3) unobservable inputs that are not corroborated by market data. SFAS No. 157 is effective for financial
statementsissued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years. In February 2008, the FASB
decided to issue afinal staff position that defersfor one year the effective date for nonfinancial assets and nonfinancial liabilitiesthat are
recognized or disclosed at fair value on a nonrecurring basis. The staff position also amends SFAS No. 157 to exclude SFAS No. 13 “ Accounting
for Leases’ and its related interpretive accounting pronouncements that address leasing transactions. The Corporation adopted the provisions of
SFAS No. 157 that were not deferred, commencing in thefirst quarter of 2008. The provisions of SFAS 157 are to be applied prospectively. The
Corporation is currently assessing the impact of SFAS No. 157 on its consolidated financial statements, including disclosures.

SFASNo. 159 “ The Fair Value Option for Financial Assets and Financial Liabilities— Including an Amendment of FASB Statement No. 115”

In February 2007, the FASB issued SFAS No. 159, which provides companies with an option to report selected financial assets and liabilities at fair
value. The election to measure afinancial asset or liability at fair value can be made on an instrument-by-instrument basis and isirrevocable. The
difference between the carrying amount and the fair value at the election date is recorded as a transition adjustment to opening retained earnings.
Subsequent changesin fair value are recognized in earnings. The statement al so establishes presentation and disclosure requirements designed to
facilitate comparisons between companies that choose different measurement attributes for similar types of assets and liabilities. It also requires
entitiesto display the fair value of those assets and liabilities for which the company has chosen to use fair value on the face of the balance sheet.
The new statement does not eliminate disclosure requirementsincluded in other accounting standards, including requirements for disclosures
about fair value measurementsincluded in SFAS No. 157, “ Fair Vaue Measurements,” and SFAS No. 107, “ Disclosures about Fair Value of
Financial Instruments.” The Corporation adopted the provisions of SFAS No. 159 in January 2008. Refer to the Events Subsequent to Y ear-End
2007 section for adiscussion of the estimated impact of the adoption of SFAS No. 159.

FSPFIN No. 39-1 “ Amendment of FASB Interpretation No. 39"

In April 2007, the FASB issued Staff Position FSP FIN No. 39-1, which defines “right of setoff” and specifies what conditions must be met for a
derivative contract to qualify for thisright of setoff. It also addresses the applicability of aright of setoff to derivative instruments and clarifies the
circumstancesin which it is appropriate to offset amounts recognized for those instruments in the statement of financial position. In addition, this
FSP permits the offsetting of fair value amounts recognized for multiple derivative instruments executed with the same counterparty under a master
netting arrangement and fair val ue amounts recognized
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for the right to reclaim cash collateral (areceivable) or the obligation to return cash collateral (a payable) arising from the same master netting
arrangement as the derivative instruments. Thisinterpretation is effective for fiscal years beginning after November 15, 2007, with early application
permitted. The adoption of FSP FIN No. 39-1 in 2008 did not have a material impact on the Corporation’s consolidated financial statements.

SOP 07-01" Clarification of the Scope of the Audit and Accounting Guide Investment Companies and Accounting by Parent Companies and
Equity Method Investors for Investmentsin Investment Companies’

The Statement of Position 07-1 (“SOP 07-01"), issued in June 2007, provides guidance for determining whether an entity iswithin the scope of the
American Institute of Certified Public Accountants (“AICPA™) Audit and Accounting Guide for Investment Companies (“the AICPA Guide’).
Additionally, it provides guidance as to whether a parent company or an equity method investor can apply the specialized industry accounting
principles of the AICPA Guide. SOP 07-01 was to be effective for fiscal years beginning on or after December 15, 2007. On February of 2008, the
FASB issued afinal staff position that indefinitely defers the effective dates of SOP 07-01 and, for entities that meet the definition of an
“investment company” in SOP 07-01, of FSP FIN 46(R)-7, “ Application of FASB Interpretation No. 46(R) to Investment Companies.” The FASB
decision wasin response to several implementation issues that arose after SOP 07-1 was issued. Nevertheless, management is evaluating the
impact, if any, that the adoption of SOP 07-01 may have on its consolidated financial statements and disclosures.

FSP FIN No. 46(R) - 7 “ Application of FASB Interpretation No. 46(R) to Investment Companies’

In May 2007, the FASB issued Staff Position FSP FIN No.46(R) -7, which amends the scope of the exception on FIN No.46(R) to indicate that
investments accounted for at fair value, in accordance with the specialized accounting guidance in the AICPA Guide, are not subject to
consolidation under FIN No. 46(R). Management is eval uating the impact, if any, that the adoption of thisinterpretation may have on its
consolidated financial statements and disclosures. Asindicated under the guidance of SOP 07-01, which was previously described, the
implementation of FSP FIN No. 46(R) - 7 isindefinitely delayed until further notification by the FASB.

SFASNo. 141-R* Statement of Financial Accounting Standards No. 141(R), Business Combinations (arevision of SFAS No. 141)”

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations.” SFAS No. 141(R) will significantly change how entities apply the
acquisition method to business combinations. The most significant changes affecting how the Corporation will account for business combinations
under this statement include the following: the acquisition date will be the date the acquirer obtains control; al (and only) identifiable assets
acquired, liabilities assumed, and noncontrolling interests in the acquiree will be stated at fair value on the acquisition date; assets or liabilities
arising from noncontractual contingencieswill be measured at their acquisition date at fair value only if it is more likely than not that they meet the
definition of an asset or liability on the acquisition date; adjustments subsequently made to the provisional amounts recorded on the acquisition
date will be made retroactively during a measurement period not to exceed one year; acquisition-related restructuring costs that do not meet the
criteriain SFAS No. 146, “ Accounting for Costs Associated with Exit or Disposal Activities,” will be expensed as incurred; transaction costs will
be expensed as incurred; reversals of deferred income tax val uation allowances and income tax contingencieswill be recognized in earnings
subsequent to the measurement period; and the allowance for |oan losses of an acquiree will not be permitted to be recognized by the acquirer.
Additionally, SFAS 141(R) will require new and modified disclosures surrounding subsequent changes to acquisition-related contingencies,
contingent consideration, noncontrolling interests, acquisition-related transaction costs, fair values and cash flows not expected to be collected
for acquired loans, and an enhanced goodwill rollforward. The Corporation will be required to prospectively apply SFAS 141(R) to all business
combinations completed on or after January 1, 2009. Early adoption is not permitted. For business combinations in which the acquisition date was
before the effective date, the provisions of SFAS 141(R) will apply to the subsequent accounting for deferred income tax val uation allowances and
income tax contingencies and will require any changes in those amounts to be recorded in earnings. Management will be eval uating the effects
that SFAS 141(R) will have on the financial condition, results of operations, liquidity, and the disclosures that will be presented on the
consolidated financial statements.

SFASNo. 160 “ Statement of Financial Accounting Standards No. 160, Noncontrolling Interest in Consolidated Financial Statements, an
amendment of ARB No. 51"

In December 2007, the FASB issued SFAS No. 160, which amends ARB No. 51 to establish accounting and reporting standards for the
noncontrolling interest in a subsidiary and for the deconsolidation of asubsidiary. SFAS No. 160 will require entitiesto classify honcontrolling
interests as a component of stockholders' equity in the consolidated financial statements and will require subsequent changes in ownership
interests in asubsidiary to be accounted for as an equity transaction. Additionally, SFAS No. 160 will require entities to recognize again or loss
upon the loss of control of a subsidiary and to remeasure
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any ownership interest retained at fair value on that date. This statement also requires expanded disclosures that clearly identify and distinguish
between the interests of the parent and the interests of the noncontrolling owners. SFAS 160 is effective on a prospective basis for fiscal years,
and interim periods within those fiscal years, beginning on or after December 15, 2008, except for the presentation and disclosure requirements,
which are required to be applied retrospectively. Early adoption is not permitted. Management will be evaluating the effects, if any, that the
adoption of this statement will have on its consolidated financial statements.

Saff Accounting Bulletin No. 109 (“ SAB 109”) “ Written Loan Commitments Recorded at Fair Value through Earnings’

On November 5, 2007, the SEC issued Staff Accounting Bulletin No. 109 (SAB 109), which requires that the fair value of awritten loan commitment
that is marked to market through earnings should include the future cash flows related to the loan’s servicing rights. However, thefair value
measurement of awritten loan commitment still must exclude the expected net cash flowsrelated to internally developed intangible assets (such as
customer relationship intangibl e assets).

SAB 109 appliesto two types of loan commitments: (1) written mortgage loan commitments for loans that will be held-for-sale when funded that
are marked to market as derivatives under FAS 133 (derivative loan commitments); and (2) other written loan commitments that are accounted for at
fair value through earnings under Statement 159’ sfair-value el ection.

SAB 109 supersedes SAB 105, which applied only to derivative loan commitments and allowed the expected future cash flows related to the
associated servicing of the loan to be recognized only after the servicing asset had been contractually separated from the underlying loan by sale
or securitization of the loan with servicing retained. SAB 109 will be applied prospectively to derivative loan commitmentsissued or modified in
fiscal quarters beginning after December 15, 2007.

The Corporation is currently evaluating the potential impact of adopting this SAB 109.

Saff Position (FSP) FAS 140-d, “ Accounting for Transfers of Financial Assets and Repurchase Financing Transactions’ (“ FSP FAS140-d”) In
February 2008, the FASB issued FASB Staff Position (FSP) FAS 140-d, “ Accounting for Transfers of Financial Assets and Repurchase Financing
Transactions.” The objective of this FSPisto provide implementation guidance on whether the security transfer and contemporaneous repurchase
financing involving the transferred financial asset must be evaluated as one linked transaction or two separate de-linked transactions.

Current practice records the transfer as a sale and the repurchase agreement as a financing. The FSP requires the recognition of the transfer and
the repurchase agreement as one linked transaction, unless all of the following criteriaare met: (1) theinitial transfer and the repurchase financing
are not contractually contingent on one another; (2) theinitial transferor has full recourse upon default, and the repurchase agreement’spriceis
fixed and not at fair value; (3) the financial asset isreadily obtainablein the marketplace and the transfer and repurchase financing are executed at
market rates; and (4) the maturity of the repurchase financing is before the maturity of the financial asset. The scope of this FSPislimited to
transfers and subsequent repurchase financings that are entered into contemporaneously or in contemplation of one another.

The FSP will be effective for the Corporation on January 1, 2009. Early adoption is prohibited. The Corporation will be evaluating the potential
impact of adopting this FSP.
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Glossary of Selected Financia Terms

Allowance for Loan Losses - The reserve established to cover credit losses inherent in loans held-in-portfolio.

Asset Securitization - The process of converting receivables and other assets that are not readily marketabl e into securities that can be placed and
traded in capital markets.

Basis Point - Equals to one-hundredth of one percent. Used to express changes or differencesin interest yields and rates.
Book Value Per Common Share - Total common shareholders’ equity divided by the total number of common shares outstanding.

Brokered Certificate of Deposit - Deposit purchased from a broker acting as an agent for depositors. The broker, often a securities broker-dealer,
pools CDs from many small investors and markets them to financial institutions and negotiates a higher rate for CDs placed with the purchaser.

Cash Flow Hedge - A derivative designated as hedging the exposure to variabl e cash flows of aforecasted transaction.
Common Shares Outstanding - Total number of shares of common stock issued less common shares held in treasury.

Core Deposits - A deposit category that includes all non-interest bearing deposits, savings deposits and certificates of deposit under $100,000,
excluding brokered certificates of deposit with denominations under $100,000. These deposits are considered a stable source of funds.

Cumulative Total Return to Common Stockholders - Was obtained by dividing (i) the cumulative amount of dividends per share, assuming
dividend reinvestment since the measurement point December 31, 2001 plus (ii) the change in the per share price since the measurement date, by
the share price at the measurement date.

Derivative - A contractual agreement between two parties to exchange cash or other assets in response to changesin an external factor, such as
an interest rate or aforeign exchange rate.

Dividend Payout Ratio - Dividends paid on common shares divided by net income applicable to shares of common stock.

Duration - Expected life of afinancial instrument taking into account its coupon yield / cost, interest payments, maturity and call features. Duration
attempts to measure actual maturity, as opposed to final maturity. Duration measures the time required to recover adollar of price in present value
terms (including principal and interest), whereas average life computes the average time needed to collect one dollar of principal.

Earning Assets - Assetsthat earn interest, such asloans, investment securities, money market investments and trading account securities.
Efficiency Ratio - Non-interest expense divided by net interest income plus recurring non-interest income.
Effective Tax Rate - Income tax expense divided by income before taxes.

Fair Value Hedge - A derivative designated as hedging the exposure to changesin the fair value of arecognized asset or liability or afirm
commitment.

Gap - The difference that exists at a specific period of time between the maturities or repricing terms of interest-sensitive assets and interest-
sensitiveliabilities.

Goodwill - The excess of the purchase price of net assets over the fair value of net assets acquired in a business combination.

Interest-only Loan - A non-amortized loan in which interest is due at regular intervals until maturity, when the entire balanceis due.

Interest-only Strip - The holder receivesinterest payments based on the current value of the loan collateral. High prepayments can return less to
the holder than the dollar amount invested.

Interest Rate Caps/ Floors - Aninterest rate cap is acontractual agreement between two counterparties in which the buyer, in return for paying a
fee, will receive cash payments from the seller at specified datesif rates go above a specified interest rate level known as the strike rate (cap). An
interest rate floor is a contractual agreement between two counterparties in which the buyer, in return for paying afee, will receive cash payments
from the seller at specified datesif interest rates go below the strike rate.

Interest Rate Swap — Financial transactions in which two counterparties agree to exchange streams of payments over time according to a
predetermined formula. Swaps are normally used to transform the market exposure associated with aloan or bond borrowing from one interest rate
base (fixed-term or floating rate).
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Interest-Sensitive Assets/ Liabilities - Interest-earning assets/ liabilities for which interest rates are adjustable within a specified time period due
to maturity or contractual arrangements.

Net Charge - Offs - The amount of loans written-off as uncollectible, net of the recovery of loans previously written-off.
Net Income Applicable to Common Stock - Net income less dividends paid on the Corporation’s preferred stock.

Net Income Per Common Share - Basic - Net income applicable to common stock divided by the number of weighted-average common shares
outstanding.

Net Income Per Common Share - Diluted - Net income applicable to common stock divided by the sum of weighted-average common shares
outstanding plus the effect of common stock equivalents that have the potential to be converted into common shares.

Net Interest Income - The difference between the revenue generated on earning assets, less the interest cost of funding those assets.
Net Interest Margin - Net interest income divided by total average earning assets.

Net Interest Spread - Difference between the average yield on earning assets and the average rate paid on interest bearing liabilities, and the
contribution of non-interest bearing funds supporting earning assets (primarily demand deposits and stockholders' equity).

Non-Performing Assets - Includes |oans on which the accrual of interest income has been discontinued due to default on interest and / or principal
payments or other factorsindicative of doubtful collection, loans for which the interest rates or terms of repayment have been renegotiated, and
real estate which has been acquired through foreclosure.

Options Adjustable Rate Mortgage - is an adjustable rate mortgage (“ARM") which consists of taking an index (i.e 12-month Treasury Average,
Cost of Deposit Index, etc.), then adding a margin to total the final interest rate. Unlike other ARM’swhere the principal and interest or simple
interest payment is calculated from the total of the index and margin, the Options ARM may offer 4 monthly payment options every month
depending on the loan program, giving the borrower the opportunity to choose which payment gets made based on the borrower’s economic
condition at the time the payment is due. Four basic payment options that exist are the minimum payment option, interest-only payment, 30-year
payment and 15-year payment.

Option Contract - Conveys aright, but not an obligation, to buy or sell a specified number of units of afinancial instrument at a specific price per
unit within a specified time period. The instrument underlying the option may be a security, afutures contract (for example, an interest rate option),
acommodity, acurrency, or a cash instrument. Options may be bought or sold on organized exchanges or over the counter on a principal-to-
principal basisor may beindividually negotiated. A call option gives the holder the right, but not the obligation, to buy the underlying instrument.
A put option gives the holder the right, but not the obligation, to sell the underlying instrument.

Overcollaterization - A type of credit enhancement by which an issuer of securities pledged collateral in excess of what is needed to adequately
cover the repayment of the securities plus areserve. By pledging collateral with a higher face value than the securities being offered for sale, an
issuer of mortgage-backed bonds can get a more favorable rating from arating agency and also guard against the possibility that the bonds may
be called before maturity because of mortgage prepayments.

Overhead Ratio - Operating expenses | ess non-interest income divided by net interest income.

Piggyback Loan - is ahome financing option in which a property is purchased using more than one mortgage from two or more lenders. As
compared with standard home mortgage programs, combined rates for piggyback |oans are often higher than standard loans. This is because of
the risk amounts that each lender is assuming. Also, many piggyback |oans attach alarge balloon payment at the end of aloan that is substantially
larger than the standard mortgage payments.

Provision For Loan Losses - The periodic expense needed to maintain the level of the allowance for loan losses at alevel consistent with
management’ s assessment of the loan portfolio in light of current economic conditions and market trends, and taking into account loan impairment
and net charge-offs.

Return on Assets - Net income as a percentage of average total assets.

Return on Equity - Net income applicable to common stock as a percentage of average common stockholders’ equity.




Table of Contents

68
Servicing Right - A contractual agreement to provide certain billing, bookkeeping and collection services with respect to a pool of loans.
Tangible Equity - Consists of stockholders' equity less goodwill and other intangible assets.

Tier 1 Leverage Ratio - Tier 1 Risk-Based Capital divided by average adjusted quarterly total assets. Average adjusted quarterly assets are
adjusted to exclude non-qualifying intangible assets and disallowed deferred tax assets.

Tier 1 Risk - Based Capital - Consists of common stockholders’ equity (including the related surplus, retained earnings and capital reserves),
qualifying noncumul ative perpetual preferred stock, qualifying trust preferred securities and minority interest in the equity accounts of
consolidated subsidiaries, less goodwill and other disallowed intangible assets, disallowed portion of deferred tax assets and the deduction for
nonfinancial equity investments.

Total Risk-Adjusted Assets - The sum of assets and credit equivalent off-balance sheet amounts that have been adjusted according to assigned
regulatory risk weights, excluding the non-qualifying portion of allowance for |oan and |lease |osses, goodwill and other intangible assets.

Total Risk-Based Capital - Consistsof Tier 1 Capital plusthe allowance for loan losses, qualifying subordinated debt and the allowed portion of
the net unrealized gains on avail able-for-sal e equity securities.

Treasury Stock - Common stock repurchased and held by the issuing corporation for possible future issuance.
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Statistical Summary 2003-2007
Statements of Condition
As of December 31,
(In thousands) 2007 2006 2005 2004 2003
Assets
Cash and due from banks $ 818,825 $ 950,158 $ 906,397 $ 716,459 $ 688,090
Money market investments:
Federal funds sold and securities purchased under
agreements to resell 883,686 286,531 740,770 879,321 764,780
Time deposits with other banks 123,026 15,177 8,653 319 8,046
Bankers' acceptances — — — — 67
1,006,712 301,708 749,423 879,640 772,893
Trading securities, at fair value 767,955 382,325 519,338 385,139 605,119
Investment securities available-for-sale, at fair value 8,515,135 9,850,862 11,716,586 11,162,145 10,051,579
Investment securities held-to-maturity, at amortized
cost 484,466 91,340 153,104 340,850 186,821
Other investment securities, at lower of cost or
redizable value 216,584 297,394 319,103 302,440 233,144
Loans held-for-sale, at lower of cost or market 1,889,546 719,922 699,181 750,728 271,592
L oans held-in-portfolio: 28,203,566 32,325,364 31,308,639 28,253,923 22,613,879
Less — Unearned income 182,110 308,347 297,613 262,390 283,279
Allowance for loan |osses 548,832 522,232 461,707 437,081 408,542
27,472,624 31,494,785 30,549,319 27,554,452 21,922,058
Premises and equipment, net 588,163 595,140 596,571 545,681 485,452
Other real estate 81,410 84,816 79,008 59,717 53,898
Accrued income receivable 216,114 248,240 245,646 207,542 176,152
Servicing Assets 196,645 164,999 141,489 57,183 56,792
Other assets 1,456,994 1,446,891 1,184,311 989,191 712,245
Goodwill 630,761 667,853 653,984 411,308 191,490
Other intangible assets 69,503 107,554 110,208 39,101 27,390
$44,411,437 $47,403,987 $48,623,668 $44,401,576 $36,434,715
Liabilitiesand Stockholders Equity
Liabilities:
Deposits:
Non-interest bearing $ 4,510,789 $ 4,222,133 $ 3,958,392 $ 4,173,268 $ 3,726,707
Interest bearing 23,823,689 20,216,198 18,679,613 16,419,892 14,371,121
28,334,478 24,438,331 22,638,005 20,593,160 18,097,828
Federal funds purchased and assets sold under
agreements to repurchase 5,437,265 5,762,445 8,702,461 6,436,853 5,835,587
Other short-term borrowings 1,501,979 4,034,125 2,700,261 3,139,639 1,996,624
Notes payable 4,621,352 8,737,246 9,893,577 10,180,710 6,992,025
Subordinated notes — — — 125,000 125,000
Other liabilities 934,372 811,424 1,240,002 821,491 633,129
40,829,446 43,783,571 45,174,306 41,296,853 33,680,193
Minority interest in consolidated subsidiaries 109 110 115 102 105
Stockholders’ equity:
Preferred stock 186,875 186,875 186,875 186,875 186,875
Common stock 1,761,908 1,753,146 1,736,443 1,680,096 837,566
Surplus 568,184 526,856 452,398 278,840 314,638
Retained earnings 1,319,467 1,594,144 1,456,612 1,129,793 1,601,851
Treasury stock — at cost (207,740) (206,987) (207,081) (206,437) (205,527)
Accumulated other comprehensive (loss) income,
net of tax (46,812) (233,728) (176,000) 35,454 19,014
3,581,882 3,620,306 3,449,247 3,104,621 2,754,417
$44,411,437 $47,403,987 $48,623,668 $44,401,576 $36,434,715
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Statistical Summary 2003-2007
Statements of Operations

(In thousands, except per

For the year ended December 31,

common share information) 2007 2006 2005 2004 2003
Interest Income:
Loans $2,615,314 $2,486,453 $2,116,299 $1,751,150 $1,550,036
Money market investments 25,190 29,626 30,736 25,660 25,881
Investment securities 445,769 516,237 488,814 413,492 422,295
Trading securities 41,898 32,125 30,010 25,963 36,026
Total interest income 3,128,171 3,064,441 2,665,859 2,216,265 2,034,238
Less— Interest expense 1,678,781 1,636,531 1,241,652 840,754 749,550
Net interest income 1,449,390 1,427,910 1,424,207 1,375,511 1,284,688
Provision for |oan |osses 562,650 287,760 195,272 178,657 195,939
Net interest income after provision for loan losses 886,740 1,140,150 1,228,935 1,196,854 1,088,749
Net gain on sale and valuation adjustment of

investment securities 55,159 4,359 52,113 15,254 71,094
Trading account (loss) profit (2,464) 35,288 30,051 (159) (10,214)
(Loss) gain on sale of loans and val uation adjustments

on loans held-for-sale (38,970) 117,421 83,297 44,168 53,572
All other operating income 680,591 652,417 619,814 549,508 511,558

1,581,056 1,949,635 2,014,210 1,805,625 1,714,759
Operating Expenses:
Personnel costs 668,189 668,671 622,689 571,018 526,444
All other operating expenses 1,036,362 816,402 705,511 599,994 586,639
1,704,551 1,485,073 1,328,200 1,171,012 1,113,083

(Loss) income before tax, minority interest and

cumulative effect of accounting change (123,495) 464,562 686,010 634,613 601,676
Income tax (benefit) expense (59,002) 106,886 148,915 144,705 130,326
Net gain of minority interest — — — — (435)
(Loss) income before cumulative effect of accounting

change (64,493) 357,676 537,095 489,908 470,915
Cumulative effect of accounting change, net of tax — — 3,607 — —
Net (L oss) Income ($64,493) $ 357,676 $ 540,702 $ 489,908 $ 470,915
Net (Loss) Income Applicable to Common Stock ($76,406) $ 345763 $ 528,789 $ 477,995 $ 460,996
Basic EPS Before Cumulative Effect of Accounting

Change* ($0.27) $ 1.24 $ 1.97 $ 1.79 $ 1.74
Diluted EPS Before Cumulative Effect of Accounting

Change* ($0.27) $ 1.24 $ 1.96 $ 1.79 $ 174
Basic EPS After Cumulative Effect of Accounting

Change* ($0.27) $ 1.24 $ 1.98 $ 1.79 $ 1.74
Diluted EPS After Cumulative Effect of Accounting

Change* ($0.27) $ 1.24 $ 1.97 $ 1.79 $ 174
Dividends Declared per Common Share $ 0.64 $ 0.64 $ 0.64 $ 0.62 $ 0.51

* The average common shares used in the computation of basic earnings (losses) per common share were 279,494,150 for 2007,

278,468,552 for 2006; 267,334,606 for 2005; 266,302,105 for 2004 and 265,481,840 for 2003. The average common shares used in the
computation of diluted earnings (losses) per common share were 279,494,150 for 2007; 278,703,924 for 2006; 267,839,018 for 2005;

266,674,856 for 2004 and 265,595,832 for 2003.
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Statistical Summary 2006-2007

Quarterly Financial Data

2007 2006

(In thousands, except per Fourth Third Second First Fourth Third Second First
common share information) Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
Summary of Operations
Interest income $ 779,439 $790,226 $784,911 $773,595 $778,863 $781,331 $762,037 $742,210
Interest expense 416,564 430,110 413,494 418,613 418,534 439,293 396,258 382,446
Net interest income 362,875 360,116 371,417 354,982 360,329 342,038 365,779 359,764
Provision for loan losses 203,044 148,093 115,167 96,346 108,272 63,445 67,096 48,947
Net (loss) gain on sale and

val uation adjustment of

investment securities (24,698) (3,089) 1,175 81,771 (680) 7,123 (14,424) 12,340
Other non-interest income 96,458 170,094 202,200 170,405 205,997 184,226 198,410 216,493
Operating expenses 621,197 346,973 361,053 375,328 378,916 359,923 362,980 383,254
(Loss) income before

income tax (389,606) 32,055 98,572 135,484 78,458 110,019 119,689 156,396
Income tax

(benefit) expense (95,513) (3,948) 23,622 16,837 18,826 27,859 22,308 37,893
Net (loss) income ($294,093) $ 36,003 $ 74,950 $118,647 $ 59,632 $ 82,160 $ 97,381 $118,503
Net (loss) income

applicable to common

stock ($297,071) $ 33,024 $ 71,972 $115,669 $ 56,654 $ 79,181 $ 94,403 $115,525
Net (loss) income per

common share:

(basic and diluted) ($1.06) $ 012 $ 0.26 $ 041 $ 020 $ 028 $ 034 $ 042
Selected Average

Balances
(In'millions)
Total assets $ 46,918 $ 47,057 $ 47,140 $ 47,310 $ 47,299 $ 48,376 $ 48,565 $ 48,957
Loans 32,700 32,875 32,766 32,658 32,171 32,273 31,941 31,924
Interest earning assets 43,630 43,728 43,828 43,978 43,992 44,948 45,196 45,604
Deposits 27,339 25,646 24,924 24,333 24,204 23,217 22,976 22,644
Interest bearing liabilities 38,099 38,391 38,422 38,663 38,732 39,841 40,094 40,714
Selected Ratios
Return on assets (2.49%) 0.30% 0.64% 1.02% 0.50% 0.67% 0.80% 1.02%

Return on equity (32.32) 3.52 7.80 12.91 6.20 8.75 10.72 14.04
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Statistical Summary 2003-2007

Average Balance Sheet and

Summary of Net Interest Income

On a Taxable Equivalent Basis*

(Dollars in thousands) 2007 2006
Average Average Average Average
Balance Interest Rate Balance Interest Rate
Assets
Interest earning assets:
Money market investments $ 513,704 26,565 5.17% | $ 564,423 $ 31,382 5.56%
U.S. Treasury securities 498,232 21,164 4.25 521,917 22,930 4.39
Obligations of U.S. Government
entities 6,294,489 310,632 4.93 7,527,841 368,738 490
Obligations of Puerto Rico, States
and political subdivisions 185,035 12,546 6.78 188,690 13,249 7.02
Collateralized mortgage obligations
and mortgage-backed securities 2,575,941 148,620 5.77 3,063,097 177,206 5.79
Other 299,894 18,246 6.08 472,746 23,465 4.96
Total investment securities 9,853,591 511,208 5.19 11,774,291 605,588 5.14
Trading account securities 672,405 43,307 6.44 512,960 34,004 6.63
Loans (net of unearned income) 32,749,993 2,636,954 8.05 32,078,716 2,508,870 7.82
Total interest earning
assets/ Interest income 43,789,693 3,218,034 7.35% | 44,930,390 $3,179,844 7.08%
Total non-interest earning
assets 3,315,242 3,364,176
Total assets $47,104,935 $48,294,566
Liabilitiesand Stockholders Equity
Interest bearing liabilities:
Savings, NOW, money market and
other interest bearing demand
accounts $10,126,956 $ 226,924 2.24% | $ 9,317,779 $ 157,431 1.69%
Time deposits 11,398,715 538,869 4.73 9,976,613 422,663 4.24
Short-term borrowings 8,685,663 448,172 5.16 10,677,161 518,960 4.86
Notes payable 8,181,089 464,816 5.68 9,868,385 537,477 5.45
Subordinated notes
Preferred beneficial interest in junior
subordinated deferrableinterest
debentures guaranteed by the
Corporation
Total interest bearing
liabilities/ Interest
expense 38,392,423 1,678,781 4.37 39,839,938 1,636,531 411
Total non-interest bearing
ligbilities 4,851,086 4,713,355
Total liabilities 43,243,509 44,553,293
Stockholders' equity 3,861,426 3,741,273
Total liabilities and stockholders equity $47,104,935 $48,294,566
Net interest income on ataxable
equivalent basis $1,539,253 $1,543,313
Cost of funding earning assets 3.83% 3.64%
Net interest margin 3.52% 3.44%
Effect of the taxable equivalent
adjustment 89,863 115,403
Net interest income per books $1,449,390 $1,427,910
* Shows the effect of the tax exempt status of some loans and investments on their yield, using the applicable statutory income tax rates.

The computation considersthe interest expense disallowance required by the Puerto Rico Internal Revenue Code. Thisadjustment is
shown in order to compare the yields of the tax exempt and taxabl e assets on a taxable basis.



Note:  Average |loan balances include the average balance of non-accruing loans. No interest income is recognized for these loansin
accordance with the Corporation’s policy.




Table of Contents

Popular, Inc. | 2007 | Annual Report 73
2005 2004 2003
Average Average Average Average Average Average
Balance Interest Rate Balance Interest Rate Balance Interest Rate
$ 797,166 $ 33,319 418% | $ 835,139 $ 25,660 3.07% | $ 833,237 $ 25,881 3.11%
551,328 25,613 4.65 550,997 26,600 4383 472,114 24,615 521
7,574,297 364,081 4381 6,720,329 322,854 4.80 6,451,157 356,008 5.52
247,220 14,954 6.05 255,244 13,504 5.29 201,505 13,570 6.73
3,338,925 163,853 491 3,233,378 128,421 3.97 3,062,564 118,097 3.86
518,516 22,588 4.36 402,112 15,406 3.83 407,105 16,267 4,00
12,230,286 591,089 483 11,162,060 506,785 454 10,594,445 528,557 4,99
487,319 32,427 6.65 480,890 27,387 5.70 623,632 37,887 6.08
29,730,913 2,135,511 7.18 25,143,559 1,765,290 7.02 20,730,041 1,562,083 7.54
43,245,684 $2,792,346 6.46% 37,621,648 $2,325,122 6.18% 32,781,355 $2,154,408 6.57%
3,116,645 2,277,127 1,893,406
$46,362,329 $39,898,775 $34,674,761
$ 9,408,358 $ 125,585 1.33% | $ 8,373,541 $ 92,026 1.10% | $ 7,741,007 $ 102,293 1.32%
8,776,314 305,228 348 7,117,062 238,325 3.35 6,521,861 240,598 3.69
10,327,417 349,203 3.38 8,782,042 165,425 1.88 8,390,874 147,456 1.76
9,644,925 453,489 4,70 8,047,867 336,415 418 5,124,604 234,776 458
119,178 8,147 6.84 125,000 8,563 6.85 125,000 8,539 6.83
194,959 15,888 8.15
38,276,192 1,241,652 3.24 32,445,512 840,754 2.59 28,098,305 749,550 2.67
4,811,329 4,550,126 4,031,343
43,087,521 36,995,638 32,129,648
3,274,808 2,903,137 2,545,113
$46,362,329 $39,898,775 $34,674,761
$1,550,694 $1,484,368 $1,404,858
2.87% 2.23% 2.29%
3.59% 3.95% 4.28%
126,487 108,857 120,170
$1,424,207 $1,375,511 $1,284,688
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Management’s Report to
Stockholders

[} POPULAR, Inc.

To Our Stockholders:

Management 's Assessment of Internal Control Over Financial Reporting

The management of Popular, Inc. (the Corporation) is responsible for establishing and maintaining adeguate internal control over financial
reporting as defined in Rules 13a— 15(f) and 15d — 15(f) under the Securities Exchange Act of 1934 and for our assessment of internal control
over financial reporting. The Corporation’sinternal control over financial reporting is a process designed to provide reasonabl e assurance
regarding the reliability of financial reporting and the preparation of financial statementsfor external purposesin accordance with accounting
principles generally accepted in the United States of America, and includes controls over the preparation of financial statementsin accordance
with the instructions to the Consolidated Financial Statements for Bank Holding Companies (Form FR Y-9C) to comply with the reporting
reguirements of Section 112 of the Federal Deposit Insurance Corporation Improvement Act (FDICIA). The Corporation’sinternal control over
financial reporting includes those policies and procedures that:

(i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of
the Corporation;

(ii) provide reasonable assurance that transactions are recorded as hecessary to permit preparation of financial statementsin accordance with
accounting principles generally accepted in the United States of America, and that receipts and expenditures of the Corporation are being made
only in accordance with authorizations of management and directors of the Corporation; and

(iii) provide reasonabl e assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the Corporation’s
assets that could have amaterial effect on the financial statements.

Because of itsinherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectivenessto future periods are subject to the risk that controls may become inadequate because of changesin conditions, or that
the degree of compliance with the policies or procedures may deteriorate.

The management of Popular, Inc. has assessed the effectiveness of the Corporation’sinternal control over financial reporting as of December 31,
2007. In making this assessment, management used the criteria set forth in the Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO).

Based on our assessment, management concluded that the Corporation maintained effective internal control over financial reporting as of
December 31, 2007 based on the criteriareferred to above.

The Corporation’s independent registered public accounting firm, PricewaterhouseCoopers, LL P, has audited the effectiveness of the
Corporation’sinternal control over financial reporting as of December 31, 2007, as stated in their report dated February 29, 2008 which appears
herein.

4
oA -

Richard L. Carrién Jorge A. Jungquera
Chairman of the Board, Senior Executive Vice President
President and Chief Executive Officer and Chief Financial Officer
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Report of Independent Registered
Public Accounting Firm

PRICEWATERHOUSE(COPERS (@

TotheBoard of Directorsand
Stockholder s of Popular, Inc.

In our opinion, the accompanying consolidated statements of condition and the related consolidated statements of operations, comprehensive
income, changesin stockholders' equity and cash flows present fairly, in al material respects, the financial position of Popular, Inc. and its
subsidiaries at December 31, 2007 and 2006, and the results of their operations and their cash flows for each of the three yearsin the period ended
December 31, 2007 in conformity with accounting principles generally accepted in the United States of America. Also in our opinion, the
Corporation maintained, in all material respects, effective internal control over financial reporting as of December 31, 2007, based on criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COS0O). The Corporation’s management is responsible for these financial statements, for maintaining effective internal control over financia
reporting and for its assessment of the effectiveness of internal control over financial reporting, included in the accompanying Management’s
Report to Stockholders. Our responsibility isto express opinions on these financial statements and on the Corporation’sinternal control over
financial reporting based on our integrated audits. We conducted our auditsin accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audits to obtain reasonabl e assurance about whether the
financial statements are free of material misstatement and whether effective internal control over financial reporting was maintained in all material
respects. Our audits of the financial statementsincluded examining, on atest basis, evidence supporting the amounts and disclosuresin the
financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal control over financial
reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control
based on the assessed risk. Our audits also included performing such other procedures as we considered necessary in the circumstances. We
believe that our audits provide a reasonabl e basis for our opinions.

Asdiscussed in Note 1 to the consolidated financial statements, the Corporation changed the manner in which it accounts for defined benefit
pension and other postretirement pension plansin 2006.

A company’sinternal control over financial reporting is a process designed to provide reasonabl e assurance regarding the reliability of financial
reporting and the preparation of financial statementsfor external purposesin accordance with generally accepted accounting principles.
Management’s assessment and our audit of Popular, Inc.’sinternal control over financial reporting also included controls over the preparation of
financial statements in accordance with the instructions to the Consolidated Financial Statements for Bank Holding Companies (Form FR Y-9C) to
comply with the reporting requirements of Section 112 of the Federal Deposit Insurance Corporation Improvement Act (FDICIA). A company’s
internal control over financial reporting includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statementsin accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have amaterial effect on the financial statements.
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PRICEWATERHOUSE(COPERS

Because of itsinherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectivenessto future periods are subject to the risk that controls may become inadequate because of changesin conditions, or that
the degree of compliance with the policies or procedures may deteriorate.

AT wn'\um\ww:-w Lred

PRICEWATERHOUSECOOPERSLLP
San Juan, Puerto Rico
February 29, 2008

CERTIFIED PUBLIC ACCOUNTANTS
(OF PUERTO RICO)

License No. 216 Expires December 1, 2010
Stamp 2287568 of the P.R.

Society of Certified Public

Accountants has been affixed

to thefile copy of thisreport.




Table of Contents

Popular, Inc. | 2007 | Annual Report 77
Consolidated Statements of Condition
December 31,
(In thousands, except share information) 2007 2006
Assets
Cash and due from banks $ 818,825 $ 950,158
Money market investments:
Federal funds sold 737,815 84,350
Securities purchased under agreementsto resell 145,871 202,181
Time deposits with other banks 123,026 15,177
1,006,712 301,708
Trading securities, at fair value:
Pledged securities with creditors’ right to repledge 673,958 193,619
Other trading securities 93,997 188,706
Investment securities available-for-sale, at fair value:
Pledged securities with creditors’ right to repledge 4,249,295 3,743,924
Other securities available-for-sale 4,265,840 6,106,938
Investment securities held-to-maturity, at amortized cost (market value 2007 - $486,139; 2006 - $92,764) 484,466 91,340
Other investment securities, at lower of cost or realizable value (fair value 2007 - $216,819; 2006 - $412,593) 216,584 297,394
Loans held-for-sale, at lower of cost or market value 1,889,546 719,922
L oans held-in-portfolio:
L oans held-in-portfolio pledged with creditors' right to repledge 149,610 306,320
Other loans held-in-portfolio 28,053,956 32,019,044
Less— Unearned income 182,110 308,347
Allowance for loan |osses 548,832 522,232
27,472,624 31,494,785
Premises and equipment, net 588,163 595,140
Other real estate 81,410 84,816
Accrued income receivable 216,114 248,240
Servicing assets (2007 - $191,624 at fair value) 196,645 164,999
Other assets 1,456,994 1,446,891
Goodwill 630,761 667,853
Other intangible assets 69,503 107,554
$44,411,437 $47,403,987
Liabilitiesand Stockholders Equity
Liabilities:
Deposits:
Non-interest bearing $ 4,510,789 $ 4,222,133
Interest bearing 23,823,689 20,216,198
28,334,478 24,438,331
Federal funds purchased and assets sold under agreements to repurchase 5,437,265 5,762,445
Other short-term borrowings 1,501,979 4,034,125
Notes payable 4,621,352 8,737,246
Other liabilities 934,372 811,424
40,829,446 43,783,571
Commitments and contingencies (See Notes 26, 28, 30, 33, 34)
Minority interest in consolidated subsidiaries 109 110
Stockholders’ Equity:
Preferred stock, $25 liquidation value; 30,000,000 shares authorized; 7,475,000 issued and outstanding in
both periods presented 186,875 186,875
Common stock, $6 par value; 470,000,000 shares authorized in both periods presented; 293,651,398 shares
issued (2006 - 292,190,924) and 280,029,215 shares outstanding (2006 - 278,741,547) 1,761,908 1,753,146
Surplus 568,184 526,856
Retained earnings 1,319,467 1,594,144
Treasury stock-at cost, 13,622,183 shares (2006 - 13,449,377) (207,740) (206,987)
Accumulated other comprehensive loss, net of tax of ($15,438) (2006 - ($84,143)) (46,812) (233,728)
3,581,882 3,620,306
$44,411,437 $47,403,987

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Operations

Year ended December 31,

(In thousands, except per share information) 2007 2006 2005
Interest Income:

Loans $2,615,314 $2,486,453 $2,116,299

Money market investments 25,190 29,626 30,736

Investment securities 445,769 516,237 488,814

Trading securities 41,898 32,125 30,010

3,128,171 3,064,441 2,665,859
Interest Expense:

Deposits 765,793 580,094 430,813

Short-term borrowings 448,172 518,960 349,203

Long-term debt 464,816 537,477 461,636

1,678,781 1,636,531 1,241,652
Net interest income 1,449,390 1,427,910 1,424,207
Provision for loan losses 562,650 287,760 195,272
Net interest income after provision for loan losses 886,740 1,140,150 1,228,935
Service charges on deposit accounts 196,072 190,079 181,749
Other service fees (Note 35) 363,257 320,875 331,501
Net gain on sale and val uation adjustment of investment securities 55,159 4,359 52,113
Trading account (loss) profit (2,464) 35,288 30,051
(Loss) gain on sale of loans and valuation adjustments on |oans held-for-sale (38,970) 117,421 83,297
Other operating income 121,262 141,463 106,564

1,581,056 1,949,635 2,014,210
Operating Expenses:

Personnel costs:

Salaries 519,523 517,178 474,636
Pension, profit sharing and other benefits 148,666 151,493 148,053
668,189 668,671 622,689

Net occupancy expenses 123,621 116,742 108,386

Equipment expenses 127,472 135,877 124,276

Other taxes 50,111 44,543 39,197

Professional fees 149,854 141,534 119,281

Communications 66,877 68,283 63,395

Business promotion 115,388 129,965 100,434

Printing and supplies 17,438 17,741 18,378

Impairment losses on long-lived assets 12,344 7,232 —

Other operating expenses 151,062 118,128 122,585

Impact of changein fiscal period at certain subsidiaries — 9,741 —

Goodwill and trademark impairment losses 211,750 14,239 —

Amortization of intangibles 10,445 12,377 9,579

1,704,551 1,485,073 1,328,200
(Loss) income before income tax and cumul ative effect of accounting change (123,495) 464,562 686,010
Income tax (benefit) expense (59,002) 106,886 148,915
(Loss) income before cumulative effect of accounting change (64,493) 357,676 537,095
Cumulative effect of accounting change, net of tax — — 3,607
Net (Loss) Income $ (64,493) $ 357,676 $ 540,702
Net (L oss) Income Applicable to Common Stock $ (76,406) $ 345,763 $ 528,789
Basic (L oss) Earnings per Common Share (EPS)

Before Cumulative Effect of Accounting Change $ (0.27) $ 124 $ 1.97
Diluted EPS Before Cumulative Effect of Accounting Change $ (0.27) $ 124 $ 1.96
Basic EPS After Cumulative Effect of Accounting Change $ (0.27) $ 124 $ 1.98
Diluted EPS After Cumulative Effect of Accounting Change $ (0.27) $ 124 $ 197
Dividends Declared per Common Share $ 0.64 $ 0.64 $ 0.64

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Cash Flows
Year ended December 31,
(In thousands) 2007 2006 2005
Cash Flows from Operating Activities:
Net (loss) income $  (64,493) $ 357,676 $ 540,702
Less: Cumulative effect of accounting change, net of tax — — 3,607
Less: Impact of changein fiscal period of certain subsidiaries, net of tax — (6,129) —
Net (loss) income before cumulative effect of accounting change and change in fiscal
period (64,493) 363,805 537,095
Adjustmentsto reconcile net (loss) incometo net cash provided by operating activities:
Depreciation and amortization of premises and equi pment 78,563 84,388 81,947
Provision for loan losses 562,650 287,760 195,272
Goodwill and trademark impairment losses 211,750 14,239 —
Impairment losses on long-lived assets 12,344 7,232 —
Amortization of intangibles 10,445 12,377 9,579
Amortization and fair value adjustment of servicing assets 61,110 62,819 25,766
Net gain on sale and valuation adjustment of investment securities (55,159) (4,359) (52,113)
Net gain on disposition of premises and equipment (12,296) (25,929) (29,079)
Loss (gain) on sale of loans and val uation adjustments on loans held-for-sale 38,970 (117,421) (83,297)
Net amortization of premiums and accretion of discounts on investments 20,238 23,918 35,288
Net amortization of premiums on loans and deferred |oan origination fees and
costs 90,511 130,091 127,235
Earnings from investments under the equity method (21,347) (12,270) (10,982)
Stock options expense 1,763 3,006 5,226
Net disbursements on loans held-for-sale (4,803,927) (6,580,246) (4,321,658)
Acquisitions of loans held-for-sale (550,392) (1,503,017) (733,536)
Proceeds from sale of loans held-for-sale 4,127,794 6,782,081 4,127,381
Net decrease in trading securities 1,222,585 1,368,975 1,160,980
Net decrease (increase) in accrued income receivable 11,832 (4,209) (30,808)
Net (increase) decrease in other assets (94,215) 49,708 (172,879)
Net increasein interest payable 5,013 32,477 35,218
Deferred income taxes (223,740) (26,208) (3,679)
Net increase in postretirement benefit obligation 2,388 4112 5,451
Net increase (decrease) in other liabilities 71,575 (83,544) 20,431
Total adjustments 768,455 505,980 391,743
Net cash provided by operating activities 703,962 869,785 928,838
Cash Flowsfrom Investing Activities:
Net (increase) decrease in money market investments (638,568) 381,421 160,061
Purchases of investment securities:
Available-for-sale (160,712) (254,930) (4,243,162)
Held-to-maturity (29,320,286) (20,863,367) (33,579,802)
Other (112,108) (66,026) (77,716)
Proceeds from calls, paydowns, maturities and redemptions of investment securities:
Available-for-sale 1,608,677 1,876,458 3,317,198
Held-to-maturity 28,935,561 20,925,847 33,787,268
Other 44,185 88,314 61,053
Proceeds from sales of investment securities available-for-sale 58,167 208,802 388,596
Proceeds from sale of other investment securities 246,352 — —
Net disbursements on loans (1,457,925) (1,587,326) (343,093)
Proceeds from sale of loans 415,256 938,862 297,805
Acquisition of loan portfolios (22,312) (448,708) (2,650,540)
Net liabilities assumed (assets acquired), net of cash 719,604 (3,034) (411,782)
Mortgage servicing rights purchased (26,507) (23,769) (5,039)
Acquisition of premises and equipment (104,866) (104,593) (159,166)
Proceeds from sale of premises and equipment 63,455 87,913 71,053
Proceeds from sale of foreclosed assets 175,974 138,703 117,159
Net cash provided by (used in) investing activities 423,947 1,294,567 (3,270,107)
Cash Flows from Financing Activities:
Net increase in deposits 2,889,524 1,789,662 1,371,668
Net (decrease) increase in federal funds purchased and assets sold under agreements to
repurchase (325,180) (3,053,167) 2,227,888
Net (decrease) increase in other short-term borrowings (2,612,801) 1,226,973 (766,277)



Payments of notes payable (2,463,277) (3,469,429) (2,650,972)
Proceeds from issuance of notes payable 1,425,220 1,506,298 2,341,011
Dividends paid (190,617) (188,321) (182,751)
Proceeds from issuance of common stock 20,414 55,846 193,679
Treasury stock acquired (2,525) (367) (1,467)
Net cash (used in) provided by financing activities (1,259,242) (2,132,505) 2,532,779
Cash effect of changein fiscal period and change in accounting principle — 11,914 (1,572)
Net (decrease) increasein cash and due from banks (131,333) 43,761 189,938
Cash and due from banks at beginning of period 950,158 906,397 716,459
Cash and due from banks at end of period $ 818,825 $ 950,158 $ 906,397

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Changes in Stockholders’ Equity

Year ended December 31,

(In thousands, except share information) 2007 2006 2005
Preferred Stock:
Balance at beginning and end of year $ 186,875 $ 186,875 $ 186,875
Common Stock:
Balance at beginning of year 1,753,146 1,736,443 1,680,096
Common stock issued under Dividend Reinvestment Plan 8,702 5,154 4372
| ssuance of common stock — 11,312 51,688
Options exercised 60 237 287
Balance at end of year 1,761,908 1,753,146 1,736,443
Surplus:
Balance at beginning of year 526,856 452,398 278,840
Common stock issued under Dividend Reinvestment Plan 11,466 11,323 13,263
| ssuance of common stock — 28,281 129,219
I ssuance cost of common stock — 1,462 (5,636)
Stock options expense on unexercised options, net of forfeitures 1,713 2,826 5,003
Options exercised 149 566 709
Transfer from retained earnings 28,000 30,000 31,000
Balance at end of year 568,184 526,856 452,398
Retained Earnings:
Balance at beginning of year 1,594,144 1,456,612 1,129,793
Net (loss) income (64,493) 357,676 540,702
Cumulative effect of accounting change (adoption of SFAS No. 156 and EITF 06-5) 8,667 — —
Cash dividends declared on common stock (178,938) (178,231) (170,970)
Cash dividends declared on preferred stock (11,913) (11,913) (11,913)
Transfer to surplus (28,000) (30,000) (31,000)
Balance at end of year 1,319,467 1,594,144 1,456,612
Treasury Stock — At Cost:
Balance at beginning of year (206,987) (207,081) (206,437)
Purchase of common stock (2,525) (367) (1,467)
Reissuance of common stock 1,772 461 823
Balance at end of year (207,740) (206,987) (207,081)
Accumulated Other Comprehensive
L oss:
Balance at beginning of year (233,728) (176,000) 35,454
Other comprehensive income (10ss), net of tax 186,916 (17,877) (211,454)
Adoption of SFAS No. 158 — (39,851) —
Balance at end of year (46,812) (233,728) (176,000)
Total stockholders' equity $3,581,882 $3,620,306 $3,449,247
Disclosur e of changesin number of shares:
Year ended December 31,
2007 2006 2005
Preferred Stock:
Balance at beginning and end of year 7,475,000 7,475,000 7,475,000
Common Stock — | ssued:
Balance at beginning of year 292,190,924 289,407,190 280,016,007
I ssued under the Dividend Reinvestment Plan 1,450,410 858,905 728,705
| ssuance of common stock — 1,885,380 8,614,620
Options exercised 10,064 39,449 47,858
Balance at end of year 293,651,398 292,190,924 289,407,190
Treasury stock (13,622,183) (13,449,377) (13,451,799)
Common Stock — Outstanding 280,029,215 278,741,547 275,955,391

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Comprehensive Income
Year ended December 31,
(In thousands) 2007 2006 2005
Net (loss) income $ (64,493) $357,676 $ 540,702
Other comprehensiveincome (loss), before tax:
Foreign currency translation adjustment 2,113 (386) (785)
Adjustment of pension and postretirement benefit plans 18,121 (1,539) (2,354)
Unrealized holding gains (losses) on securities available-for-sale arising during the
period 239,390 (12,194) (222,604)
Reclassification adjustment for gainsincluded in net income (55) (4,359) (51,591)
Unrealized net losses on cash flow hedges (4,782) (1,573) (3,316)
Reclassification adjustment for losses included in net income 1,077 1,839 4,247
Cumulative effect of accounting change (243) — (203)
Reclassification adjustment for gainsincluded in net income — — (20)
255,621 (18,212) (276,526)
Income tax (expense) benefit (68,705) 335 65,072
Total other comprehensive income (loss), net of tax 186,916 (17,877) (211,454)
Comprehensive income, net of tax $122,423 $339,799 $ 329,248
Tax Effects Allocated to Each Component of Other Comprehensive Income:
Year ended December 31,
(In thousands) 2007 2006 2005
Underfunding of pension and postretirement benefit plans $ (6,926) $ 600 $ 918
Unrealized holding gains (losses) on securities available-for-sale arising during the period (63,104) 2,747 62,225
Reclassification adjustment for gainsincluded in net income 8 (2,898) 2,270
Unrealized net losses on cash flow hedges 1,723 630 1,916
Reclassification adjustment for losses included in net income (406) (744) (2,257)
Income tax (expense) benefit $(68,705) $ 335 $65,072
Disclosure of accumulated other compr ehensive (10ss) income:
Year ended December 31,
(In thousands) 2007 2006 2005
Foreign currency translation adjustment $(34,588) $ (36,701) $ (36,315)
Minimum pension liability adjustment — (3,893) (2,354)
Tax effect — 1,518 918
Adoption of SFAS No. 158 — 3,893 —
Tax effect — (1,518) —
Net of tax amount — — (1,436)
Underfunding of pension and postretirement benefit plans (51,139) (69,260) —
Tax effect 20,108 27,034 —
Net of tax amount (31,031) (42,226) —
Unrealized gains (losses) on securities available-for-sale 27,092 (212,243) (195,690)
Tax effect (5,950) 57,146 57,297
Net of tax amount 21,142 (155,097) (138,393)
Unrealized (losses) gains on cash flow hedges (3,615) 90 (176)
Tax effect 1,280 (37) 77
Net of tax amount (2,335) 53 (99)
Cumulative effect of accounting change, net of tax — 243 243
Accumul ated other comprehensive loss $(46,812) $(233,728) $(176,000)

The accompanying notes are an integral part of the consolidated financial statements.
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Note 1 — Nature of Operationsand Summary of Significant Accounting Policies:

The accounting and financial reporting policies of Popular, Inc. and its subsidiaries (the “ Corporation”) conform with accounting principles
generally accepted in the United States of Americaand with prevailing practices within the financial servicesindustry. The followingisa
description of the most significant of these policies:

Nature of operations

The Corporation isadiversified, publicly owned financial holding company subject to the supervision and regulation of the Board of Governors of
the Federal Reserve System. The Corporation isafull service financial services provider with operationsin Puerto Rico, the United States, the
Caribbean and Latin America. Astheleading financial institution in Puerto Rico, the Corporation offers retail and commercial banking services
through its principal banking subsidiary, Banco Popular de Puerto Rico (“BPPR”), aswell as auto and equipment |easing and financing, mortgage
loans, consumer lending, investment banking, broker-deal er and insurance services through specialized subsidiaries. In the United States, the
Corporation operates Banco Popular North America (“BPNA”), including its wholly-owned subsidiary E-L OAN, and Popular Financial Holdings
(“PFH"). BPNA isacommunity bank providing a broad range of financial services and productsto the communitiesit serves. BPNA operates
branchesin New Y ork, California, Illinois, New Jersey, Florida and Texas. E-LOAN offers online consumer direct lending and provides an online
platform to raise deposits for BPNA. As described in Note 2 to the consolidated financial statements, E-LOAN is currently in arestructuring
process of its operations. PFH, after certain restructuring events discussed in Note 2 to the consolidated financial statements, isin the process of
exiting the loan origination business, but continues to carry a maturing loan portfolio and operates a mortgage |oan servicing unit. The
Corporation, through its transaction processing company, EVERTEC, continuesto useits expertise in technology as a competitive advantagein its
expansion throughout the United States, the Caribbean and Latin America, aswell asinternally servicing many of its subsidiaries’ system
infrastructures and transactional processing businesses. Note 32 to the consolidated financial statements presents further information about the
Corporation’s business segments.

Business combinations

During the fourth quarter of 2007, the Corporation acquired Citibank’s retail banking operations in Puerto Rico, which added 17 branchesto
BPPR’sretail branch network prior to branch closings due to synergies, and contributed with approximately $997,000,000 in deposits and
$220,000,000 in loans. The purchase price paid was approximately $123,540,000. Also, Popular Securities, a subsidiary within the Banco Popular de
Puerto Rico reportable segment, strengthened its brokerage sales force and increased its assets under management by acquiring Smith Barney’s
retail brokerage operationsin Puerto Rico. This acquisition added approximately $1,200,000,000 in assets under its management (thus, are not
included in the Corporation’s consolidated financial statements). As part of these acquisitions, which were accounted as business combinations,
the Corporation recorded approximately $125,893,000 in goodwill and $21,325,000 in other intangibles assets. The later consisted primarily of core
deposit intangibles.

Business combinations are accounted for under the purchase method of accounting. Under the purchase method, assets and liabilities of the
business acquired are recorded at their estimated fair values as of the date of acquisition with any excess of the cost of the acquisition over the fair
value of the net tangible and intangibl e assets acquired recorded as goodwill. Results of operations of the acquired business areincluded in the
income statement from the date of acquisition.

Principles of consolidation

The consolidated financial statements include the accounts of Popular, Inc. and its subsidiaries. Intercompany accounts and transactions have
been eliminated in consolidation. In accordance with Financial Accounting Standards Board (“FASB”) Interpretation (“FIN”) No. 46(R),
“Consolidation of Variable Interest Entities (revised December 2003) — an interpretation of ARB No. 51" (“FIN No. 46(R)"), the Corporation also
consolidates any variableinterest entities (“VIES’) for which it isthe primary beneficiary and therefore will absorb the mgjority of the entity’s
expected losses, receive amajority of the entity’s expected returns, or both. Assets held in afiduciary capacity are not assets of the Corporation
and, accordingly, are not included in the consolidated statements of condition.

Unconsolidated investments, in which there is at least 20% ownership, are generally accounted for by the equity method, with earnings
recorded in other operating income; those in which there isless than 20% ownership, are generally carried under the cost method of accounting,
unless significant influenceis exercised. Under the cost method, the Corporation recognizes income when dividends are received.

Limited partnerships are accounted for by the equity method as required by EITF D-46 “ Accounting for Limited Partnership
Investments” (“EITF D-46"). EITF D-46 requires that all limited partnerships are accounted for by the equity method pursuant to paragraph 8 of
AICPA Statement of Position 78-9 “ Accounting for
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Investmentsin Real Estate Ventures’, which requires the use of the equity method unless the investor’sinterest isso “minor” that the limited
partner may have virtually no influence over partnership operating and financial policies.

Statutory business trusts that are wholly-owned by the Corporation and are issuers of trust preferred securities are not consolidated in the
Corporation’s consolidated financial statementsin accordance with the provisions of FIN No. 46(R).

In the normal course of business, except for the Corporation’s banks and the parent holding company, the Corporation utilized a one-month lag
in the consolidation of the financial results of its other subsidiaries (the “non-banking subsidiaries’), mainly to facilitate timely reporting. In 2005,
the Corporation commenced atwo-year plan to change the reporting period of its non-banking subsidiaries to a December 31st calendar period,
primarily as part of astrategic plan to put in place an integrated corporate-wide financial system and to facilitate the consolidation process. The
impact of this change in net income was included as a cumulative effect of accounting change in the Corporation’s consolidated financial results
for the quarter ended March 31, 2005, and corresponds to the financial results for the month of December 2004 of the non-banking subsidiaries
which implemented the change in the first reporting period of 2005. In the first quarter of 2006, the Corporation completed the second phase of the
two-year plan, and as such, the financial results for the month of December 2005 of PFH (excluding E-L OAN which already had a December 31st
year-end closing), Popular FS, Popular Securities and Popular North America (holding company only) were included in a separate line within
operating expenses (before tax) in the consolidated statement of operations for the year ended December 31, 2006. The financial impact amounted
to aloss of $9,741,000 (before tax). After tax, this change resulted in anet loss of $6,129,000. As of the end of thefirst quarter of 2006, all
subsidiaries of the Corporation had aligned their year-end closings to December 31st, similar to the parent holding company. There are no
unadjusted significant intervening events resulting from the difference in fiscal periods which management believes may materially affect the
financial position or results of operations of the Corporation for the year ended December 31, 2006.

Use of estimates in the preparation of financial statements

The preparation of financial statementsin conformity with accounting principles generally accepted in the United States of Americarequires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and contingent assets and liabilities at
the date of the financial statements, and the reported amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

Investment securities
Investment securities are classified in four categories and accounted for as follows:

. Debt securities that the Corporation has the intent and ability to hold to maturity are classified as securities held-to-maturity and reported
at amortized cost. The Corporation may not sell or transfer held-to-maturity securities without calling into question itsintent to hold other
debt securities to maturity, unless a nonrecurring or unusual event that could not have been reasonably anticipated has occurred.

. Debt and equity securities classified as trading securities are reported at fair value, with unrealized gains and losses included in earnings.

. Debt and equity securities not classified as either securities held-to-maturity or trading securities, and which have areadily available fair
value, are classified as securities avail able-for-sale and reported at fair value, with unrealized gains and losses excluded from earnings and
reported, net of taxes, in accumulated other comprehensive income. The specific identification method is used to determine realized gains
and losses on securities available-for-sale, which are included in net gain (loss) on sale and val uation adjustment of investment securities
in the consolidated statements of operations.

. Investmentsin equity or other securities that do not have readily available fair values are classified as other investment securitiesin the
consolidated statements of condition. These securities are stated at the lower of cost or realizable value. The source of thisvalue varies
according to the nature of the investment, and is primarily obtained by the Corporation from valuation analyses prepared by third-parties
or from information derived from financial statements available for the corresponding venture capital and mutual funds. Stock that is
owned by the Corporation to comply with regulatory requirements, such as Federal Reserve Bank and Federal Home Loan Bank (“FHLB")
stock, isincluded in this category. Their realizable value equal s their cost.

The amortization of premiumsis deducted and the accretion of discountsis added to net interest income based on the interest method over the
outstanding period of the related securities, except for asmall portfolio of mortgage-backed securities for which the Corporation utilizes a method
which approximates the interest method, but which incorporates factors such as actual prepayments. The results of the alternative method do not
differ materially from those obtained using the interest method. The cost of securities sold is determined by specific identification. Net realized
gains or losses on sales of investment securities and unrealized | oss val uation adjustments considered other than temporary, if any, on securities
available-for-sale, held-to-maturity
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and other investment securities are determined using the specific identification method and are reported separately in the consolidated statements
of operations. Purchases and sales of securities are recognized on atrade-date basis.

Derivative financial instruments

The Corporation uses derivative financial instruments as part of its overall interest rate risk management strategy to minimize significant unplanned
fluctuations in earnings and cash flows caused by interest rate volatility.

All derivatives are recognized on the statement of condition at fair value. When the Corporation entersinto a derivative contract, the derivative
instrument is designated as either afair value hedge, cash flow hedge or as afree-standing derivative instrument. For afair value hedge, changes
in thefair value of the derivative instrument and changesin the fair value of the hedged asset or liability or of an unrecognized firm commitment
attributabl e to the hedged risk are recorded in current period earnings. For a cash flow hedge, changesin the fair value of the derivative
instrument, to the extent that it is effective, are recorded net of taxes in accumulated other comprehensive income and subsequently reclassified to
net income in the same period(s) that the hedged transaction impacts earnings. The ineffective portions of cash flow hedges are immediately
recognized in current earnings. For free-standing derivative instruments, changesin the fair values are reported in current period earnings.

Prior to entering a hedge transaction, the Corporation formally documents the relationship between hedging instruments and hedged items, as
well asthe risk management objective and strategy for undertaking various hedge transactions. This processincludes linking all derivative
instruments that are designated as fair value or cash flow hedges to specific assets and liabilities on the statement of condition or to specific
forecasted transactions or firm commitments along with aformal assessment, at both inception of the hedge and on an ongoing basis, asto the
effectiveness of the derivative instrument in offsetting changes in fair values or cash flows of the hedged item. If it is determined that the
derivativeinstrument is not highly effective as a hedge, hedge accounting is discontinued and the adjustment to fair value of the derivative
instrument isrecorded in current period earnings.

In January 2007, the Corporation adopted SFAS No. 155, “ Accounting for Certain Hybrid Financial Instruments — an Amendment of FASB
Statements No. 133 and 140.” SFAS No. 155 permits companies to elect, on atransaction-by-transaction basis, to apply afair value measurement to
hybrid financial instruments that contain an embedded derivative that would otherwise require bifurcation under SFAS No. 133. The statement also
clarifieswhich interest-only strips and principal-only strips are not subject to the requirements of SFAS No. 133; establishes arequirement to
evaluate interestsin securitized financial assetsto identify interests that are freestanding derivatives or that are hybrid financial instruments that
contain an embedded derivative requiring bifurcation; clarifies that concentrations of credit risk in the form of subordination are not embedded
derivatives; and amends SFAS No. 140 to eliminate the prohibition on a qualifying special-purpose entity from holding aderivative financial
instrument that pertains to a beneficial interest other than another derivative financial instrument. The adoption of SFAS No. 155 did not have a
material impact on the Corporation’s consolidated financial statements during 2007.

Loans

Loans are classified as |oans hel d-in-portfolio when management has the intent and ability to hold the loan for the foreseeabl e future, or until
maturity or payoff. The foreseeable future is amanagement judgment which is determined based upon the type of loan, business strategies,
current market conditions, balance sheet management and liquidity needs. Management’s view of the foreseeabl e future may change based on
changes in these conditions. When a decision is made to sell or securitize aloan that was not originated or initially acquired with the intent to sell
or securitize, theloan is reclassified from held-in-portfolio into held-for-sale. Due to changing market conditions or other strategic initiatives,
management’ sintent with respect to the disposition of the loan may change, and accordingly, loans previously classified as held-for-sale may be
reclassified into held-in-portfolio. Loans transferred between loans hel d-for-sale and hel d-in-portfolio classifications are recorded at the lower of
cost or market at the date of transfer.

Loans held-for-sale include residential mortgages, and to alesser extent consumer and commercial loans. Loans held-for-sale are stated at the
lower of cost or market, cost being determined based on the outstanding |oan balance | ess unearned income, and fair value determined, generally
in the aggregate. Fair value is measured based on current market pricesfor similar loans, outstanding investor commitments, bids received from
potential purchasers, prices of recent sales or securitizations or discounted cash flow analyses which utilizesinputs and assumptions which are
believed to be consistent with market participants’ views. The cost basis also includes consideration of deferred origination fees and costs, which
arerecognized in earnings at the time of sale. The amount, by which cost exceeds market value, if any, isaccounted for as a valuation allowance
with changes therein included in the determination of net income (loss) for the period in which the change occurs. At December 31, 2007, the lower
of cost or market valuation allowance for outstanding loans held-for-sale amounted to $652,000. As of December 31, 2006, the fair value of loans
held-for-sale substantially exceeded their cost.

Loans held-in-portfolio are reported at their outstanding principal balances net of any unearned income, charge-offs, unamortized deferred fees
and costs on originated loans, and
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premiums or discounts on purchased loans. Fees collected and costsincurred in the origination of new loans are deferred and amortized using the
interest method or a method which approximates the interest method over the term of the loan as an adjustment to interest yield.

Nonaccrual loans are those loans on which the accrual of interest is discontinued. When aloan is placed on nonaccrual status, any interest
previously recognized and not collected is generally reversed from current earnings.

Recognition of interest income on commercial loans, construction loans, lease financing, conventional mortgage loans and closed-end
consumer loansis discontinued when the loans are 90 days or more in arrears on payments of principal or interest or when other factors indicate
that the collection of principal and interest is doubtful. Income is generally recognized on open-end (revolving credit) consumer loans until the
loans are charged-off. Closed-end consumer loans and |eases are charged-off when they are 120 daysin arrears. In the case of the Corporation’s
non-bank consumer and mortgage lending subsidiaries, however, closed-end consumer loans, including second mortgages, are charged-off when
payments are 180 days delinquent. Open-end (revolving credit) consumer loans are charged-off when 180 daysin arrears.

Lease financing

The Corporation leases passenger and commercial vehicles and equipment to individual and corporate customers. The finance method of
accounting is used to recognize revenue on lease contracts that meet the criteria specified in SFAS No. 13, “Accounting for Leases,” as amended.
Aggregate rentals due over the term of the leases |ess unearned income are included in finance | ease contracts receivable. Unearned incomeis
amortized using a method which resultsin approximate level rates of return on the principal amounts outstanding. Finance lease origination fees
and costs are deferred and amortized over the average life of the loans as an adjustment to the interest yield.

Revenue for other leasesis recognized as it becomes due under the terms of the agreement.

Allowance for loan |osses

The Corporation follows a systematic methodology to establish and evaluate the adequacy of the allowance for loan losses to provide for inherent
lossesin the loan portfolio. This methodol ogy includes the consideration of factors such as current economic conditions, portfolio risk
characteristics, prior loss experience and results of periodic credit reviews of individual loans. The provision for loan losses charged to current
operations is based on such methodology. L oan losses are charged and recoveries are credited to the allowance for loan | osses.

The methodology used to establish the allowance for loan losses is based on SFAS No. 114 “ Accounting by Creditorsfor Impairment of a
Loan” (asamended by SFAS No. 118) and SFAS No. 5 “Accounting for Contingencies.” Under SFAS No. 114, commercial loans over a predefined
amount are identified for impairment evaluation on an individual basis. The Corporation has defined asimpaired |oans those commercial loans that
amount to $250,000 or more and with interest and /or principal 90 days or more past due. Also, specific commercial loans over $500,000 are deemed
impaired when, based on current information and events, management considersthat it is probable that the debtor will be unable to pay all
amounts due according to the contractual terms of the loan agreement. A specific allowance for loan impairment is recognized to the extent that the
carrying value of an impaired commercial |oan exceeds the present value of the expected future cash flows discounted at the |oan’s effective rate;
the observable market price of the loan; or thefair value of the collateral if the loan is collateral dependent. The allowance for impaired commercial
loansis part of the Corporation’s overall allowance for loan losses. Meanwhile, SFAS No. 5 provides for the recognition of aloss allowance for
groups of homogeneous loans. To determine the allowance for loan losses under SFAS No. 5, the Corporation applies a historic loss and volatility
factor to specific loan balances segregated by |oan type and legal entity.

Cash payments received on impaired loans are recorded in accordance with the contractual terms of the loan. The principal portion of the
payment is used to reduce the principal balance of the loan, whereas the interest portion is recognized as interest income. However, when
management believes the ultimate collectibility of principal isin doubt, the interest portion is applied to principal .

Transfers and servicing of financial assets and extinguishment of liabilities

Thetransfer of financial assets in which the Corporation surrenders control over the assetsis accounted for as a sale to the extent that
consideration other than beneficial interestsisreceived in exchange. SFAS No. 140 “ Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities— a Replacement of SFAS No. 125" setsforth the criteriathat must be met for control over transferred assets to
be considered to have been surrendered, which includes, amongst others: (1) the assets must be isolated from creditors of the transferor, (2) the
transferee must obtain the right (free of conditions that constrain it from taking advantage of that right) to pledge or exchange the transferred
assets, and (3) the transferor cannot maintain effective control over the transferred assets through an agreement to repurchase them before their
maturity. When the Corporation transfers financial assets and the transfer fails any one of the SFAS No. 140 criteria, the Corporation is prevented
from derecognizing the transferred financial assets and the transaction is accounted for as a secured borrowing. For federal and Puerto Rico
income
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tax purposes, the Corporation treats the transfers of loans which do not qualify as “true sales” under SFAS No. 140, as sales, recognizing a
deferred tax asset or liability on the transaction.

Upon completion of atransfer of financial assets that satisfies the conditions to be accounted for as a sale, the Corporation derecognizes all
assets sold; recognizes all assets obtained and liabilities incurred in consideration as proceeds of the sale, including servicing assets and servicing
liabilities, if applicable; initially measures at fair value assets obtained and liabilitiesincurred in a sale; and recognizesin earnings any gain or 10ss
onthesale.

SFAS No. 140 requires atrue sale analysis of the treatment of the transfer under state law asif the Corporation was a debtor under the
bankruptcy code. A true sale legal analysisincludes several legally relevant factors, such asthe nature and level of recourse to the transferor, and
the nature of retained interestsin the loans sold. The analytical conclusion asto atrue saleis never absolute and unconditional, but contains
qualifications based on the inherent equitable powers of a bankruptcy court, aswell as the unsettled state of the common law. Once the legal
isolation test has been met under SFAS 140, other factors concerning the nature and extent of the transferor’s control over the transferred assets
are taken into account in order to determine whether derecognition of assetsis warranted, including whether the special purpose entity (“ SPE”)
has complied with rules concerning qualifying special-purpose entities (“ QSPES”).

Paragraphs 35-55 of SFAS No. 140, asinterpreted by the FASB Staff Implementation Guide: A Guide to Implementation of Statement 140 on
Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities (“ Statement 140 Guide”), provides numerous
conditions that must be met for atransferee to meet the QSPE exception in paragraph 9(b) of SFAS No. 140. The basic underlying principlein this
guidanceisthat assets transferred to a securitization trust should be accounted for as a sale, and recorded off-balance sheet, only when the
transferor has given up control, including decision-making ability, over those assets. If the servicer maintains effective control over the transferred
financial assets, off-balance sheet accounting by the transferor is not appropriate. Paragraphs 35(b) and 35(d) of SFAS No. 140 and the related
interpretative guidancein SFAS No. 140 and the Statement 140 Guide discuss the permitted activities of a QSPE. The objective isto significantly
limit the permitted activities so that it is clear that the transferor does not maintain effective control over the transferred financial assets.

The Corporation, through its subsidiary PFH, conducted asset securitizations that involved the transfer of mortgage loansto QSPEs, whichin
turn transferred these assets and their titles to different trusts, thusisolating those loans from the Corporation’s assets. These off-balance sheet
securitizations completed by PFH consisted primarily of subprime mortgage loans, which PFH continues to service. The Corporation’s defines
subprime loans as those loans with a current FICO score of 660 or below. A uniform industry definition of what constitutes a subprime loan does
not exist.

As part of theinitiatives taken by the government and the mortgage industry, in late 2007, the American Securitization Forum (“ASF”) issued
the “ Streamlined Foreclosure and L oss Avoidance Framework for Securitized Subprime Adjustable Rate Mortgage Loans’ (the “ ASF Framework”).
This ASF Framework provides recommended guidance for servicersto streamline borrower evaluation procedures and to facilitate the effective use
of al forms of foreclosure and loss prevention efforts for securitized subprime ARMs. Segment 2 includes current loans where the borrower is
unlikely to be able to refinance into any readily available mortgage industry product. The ASF Framework indicates that for Segment 2 subprime
ARM loans, the servicer can presume that the borrower would be unable to pay pursuant to the original terms of the loan after the interest rate
reset, and thus, the loan is “ reasonabl e foreseeable” of default in absence of a modification.

The PFH off-balance sheet QSPE’ s have limitations on permitted activities. The permitted activities include the ability of the servicer to modify
subprime mortgages when default is “reasonably foreseeable.” The Corporation adopted the screening criteriain Segment 2 of the ASF Framework
for purposes of determining the subprime adjustable rate mortgage (“ARM”) loans where default is “ reasonably foreseeable.”

The Corporation sells mortgage loans to the Government National Mortgage Association (“GNMA”) in the normal course of business and
retains the servicing rights. The GNMA programs under which the loans are sold allow the Corporation to repurchase individual delinquent loans
that meet certain criteria. At the Corporation’s option, and without GNMA's prior authorization, the Corporation may repurchase the delinquent
loan for an amount equal to 100% of the remaining principal balance of the loan. Under SFAS No. 140, once the Corporation has the unconditional
ability to repurchase the delinquent loan, the Corporation is deemed to have regained effective control over the loan and recognizes the loan on its
balance sheet as well as an offsetting liability, regardless of the Corporation’sintent to repurchase the loan.

Servicing assets

The Corporation periodically sells or securitizes loans while retaining the obligation to perform the servicing of such loans. In addition, the
Corporation may purchase or assume the right to service loans originated by others. Whenever the Corporation undertakes an obligation to
service aloan, management assesses whether a servicing asset or liability should be recognized. A servicing asset is recognized whenever the
compensation for servicing is expected to more than adequately compensate the servicer for performing the servicing.
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Likewise, aservicing liability would be recognized in the event that servicing fees to be received are not expected to adequately compensate the
Corporation for its expected cost. Servicing assets are separately presented on the consolidated statement of condition. Upon adoption of SFAS
No. 156 “ Accounting for Servicing of Financial Assets — an Amendment of FASB No. 140" in January 2007, the Corporation no longer records
mortgage servicing rights on securitizations accounted for as secured borrowings.

Commencing in January 2007, all separately recognized servicing assets are initially recognized at fair value. For subsequent measurement of
servicing rights, the Corporation has el ected the fair value method for mortgage servicing rights (“MSRs”) while all other servicing assets,
particularly related to Small Business Administration (“SBA”) commercial loans, follow the amortization method. Under the fair value measurement
method, M SRs are recorded at fair value each reporting period, and changesin fair value are reported in other service feesin the consolidated
statement of operations. Under the amortization method, servicing assets are amortized in proportion to, and over the period of, estimated
servicing income and assessed for impairment based on fair value at each reporting period. Contractual servicing feesincluding ancillary income
and late fees, aswell asfair value adjustments, and impairment losses, if any, are reported in other service feesin the consolidated statement of
operations. Loan servicing fees, which are based on a percentage of the principal balances of the loans serviced, are credited to income as loan
payments are collected.

Thefair value of servicing rightsis estimated by using a cash flow valuation model which calcul ates the present value of estimated future net
servicing cash flows, taking into consideration actual and expected loan prepayment rates, discount rates, servicing costs, and other economic
factors, which are determined based on current market conditions.

For purposes of evaluating and measuring impairment of capitalized servicing assets that are accounted under the amortization method, the
amount of impairment recognized, if any, isthe amount by which the capitalized servicing assets per stratum exceed their estimated fair value.
Temporary impairment is recognized through a valuation allowance with changes included in net income for the period in which the change occurs.
If itislater determined that al or a portion of the temporary impairment no longer exists for aparticular stratum, the valuation allowance is reduced
through arecovery in earnings. Any fair value in excess of the cost basis of the servicing asset for agiven stratum is not recognized. Servicing
rights subsequently accounted under the amortization method are also reviewed for other-than-temporary impairment. When the recoverability of
an impaired servicing asset accounted under the amortization method is determined to be remote, the unrecoverable portion of the valuation
allowanceis applied as adirect write-down to the carrying value of the servicing rights, precluding subsequent recoveries.

Refer to Note 22 to the consolidated financial statements for information on the classes of servicing assets defined by the Corporation and the
impact of adopting SFAS No. 156 in January 2007.

Residual interests

The Corporation sells residential mortgage loans to QSPESs, which in turn issue asset-backed securities to investors. The Corporation retains an
interest in the loans sold in the form of mortgage servicing rights and residual interests. Theresidual interest represents the present val ue of future
excess cash flows resulting from the difference between the interest received from the obligors on the loans and the interest paid to the investors
on the asset-backed securities, net of credit osses, servicing fees and other expenses. The assets and liabilities of the QSPEs are not included in
the Corporation’s consolidated statements of condition, except for the retained interests previously described. Theresidual interests related with
securitizations performed prior to 2006 are classified as available-for-sal e securities and are measured at fair value. The residual interests derived
from securitizations performed in 2006 and thereafter, including those residual interests derived from the recharacterization transaction that is
described in Note 23 to the consolidated financial statements, are accounted as trading securities and are also measured at fair value. Refer to Note
23 for additional information on the residual interests classifications. The classification of the residual interests as trading securities was driven by
accounting considerations as permitted under SFAS No. 115 and the interpretative guidance. It is not management’sintention to actively trade
these residual interests.

Fair value estimates of the residual interests are based on the present value of the expected cash flows of each residual interest. Factors
considered in the valuation model for calculating the fair value of these subordinated interests include market discount rates, anticipated
prepayment, delinquency and loss rates on the underlying assets. The residual interests are valued using forward yield curvesfor interest rate
projections. The valuations are performed by using athird-party model with assumptions provided by the Corporation.

The Corporation recognizes the excess of cash flowsrelated to the residual interests at the acquisition date over theinitial investment
(accretableyield) asinterest income over the life of the residual using the effective yield method. The yield accreted becomes a component
of theresiduals basis. On aregular basis, estimated cash flows are updated based on revised fair value estimates of the residual, and as such
accretable yields are recal cul ated to reflect the change in the underlying cash flow. Adjustmentsto the yield are accounted for
prospectively asa
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change in estimate, with the amount of periodic accretion adjusted over the remaining life of the beneficial interest.

On aquarterly basis, management performs afair value analysis of the residual intereststhat are classified as available-for-sale and eval uates
whether any unfavorable changein fair value is other-than-temporary as required under SFAS No 115 “Accounting for Certain Investmentsin
Debt and Equity Securities’. The Corporation follows the accounting guidance in EITF 99-20, “ Recognition of Interest Income and Impai rment on
Purchased and Retained Interestsin Securitized Financial Assets” to evaluate when adeclinein fair value of abeneficial interest that results from
an adverse change in estimated cash flows should be considered an other-than-temporary impairment. Whenever the current fair value of the
residual interest classified as available-for-sale is lower than its current amortized cost, management evaluatesto see if an impairment charge for
the deficiency isrequired to be taken through earnings. If there has been an adverse change in estimated cash flows (considering both the timing
and amount of flows), then the residual interest is written-down to fair value, which becomes the new amortized cost basis. To determine whether a
changeisadverse, the present value of the remaining estimated cash flows as estimated on the last revision are compared against the present
value of the estimated cash flows at the current reporting date. If the present val ue of the cash flows estimated at the last revision is greater than
the present value of the current estimated cash flows, the change is considered other-than-temporary. During 2006 and 2007, all declinesin fair
valueinresidual interests classified as available-for-sale were considered other-than-temporary.

For residual interests classified astrading securities, the fair value determinations are also performed on a quarterly basis. SFAS No. 115
providesthat changesin fair value in those securities are reflected in earnings as they occur. For residual interests held in the trading category,
there is no need to evaluate them for other-than-temporary impairments.

The methodology for determining other-than-temporary impairment is different from the periodic adjustment of accretable yield because the
periodic adjustment of accretableyield isused to determine the appropriate interest income to be recognized in the residual interest and the other-
than-temporary assessment is used to determine whether the recorded value of the residual interest isimpaired. For both, the estimate of cash
flowsisacritical component. For the adjustment to accretable yield when thereis afavorable or an adverse change in estimated cash flows from
the cash flows previously projected, the amount of accretable yield should be recal culated as the excess of the estimated cash flows over a
reference amount. The reference amount isthe initial investment less cash received to date | ess other-than-temporary impairments recognized to
date plusthe yield accreted to date. Thisis based on the accounting guidance prescribed by EITF 99-20.

Premises and equipment

Premises and equipment are stated at cost |ess accumul ated depreciation and amortization. Depreciation is computed on a straight-line basis over

the estimated useful life of each type of asset. Amortization of leasehold improvements is computed over the terms of the respective leases or the
estimated useful lives of the improvements, whichever is shorter. Costs of maintenance and repairs which do not improve or extend the life of the

respective assets are expensed as incurred. Costs of renewal s and betterments are capitalized. When assets are disposed of, their cost and related
accumulated depreciation are removed from the accounts and any gain or lossis reflected in earnings as realized or incurred, respectively.

The Corporation capitalizes interest cost incurred in the construction of significant real estate projects, which consist primarily of facilities for
its own use or intended for lease. The amount of interest cost capitalized isto be an allocation of the interest cost incurred during the period
required to substantially complete the asset. The interest rate for capitalization purposesisto be based on aweighted average rate on the
Corporation’s outstanding borrowings, unless there is a specific new borrowing associated with the asset. Interest cost capitalized for the years
ended December 31, 2007, 2006 and 2005 was not significant.

The Corporation has operating |ease arrangements primarily associated with the rental of premises to support the branch network or for general
office space. Certain of these arrangements are non-cancel able and provide for rent escalations and renewal options. Rent expense on non-
cancelable operating leases with scheduled rent increases are recognized on a straight-line basis over the lease term.

Impairment on long-lived assets

The Corporation evaluates for impairment its long-lived assets to be held and used, and long-lived assets to be disposed of, whenever events or
changesin circumstances indicate that the carrying amount of an asset may not be recoverable under the provision of SFAS No. 144 “ Accounting
for the Impairment of Disposal of Long-Lived Assets’. In the event of an asset retirement, the Corporation recognizes aliability for an asset
retirement obligation in the period in which it isincurred if areasonable estimate of fair value of such liability can be made. The associated asset
retirement costs are capitalized as part of the carrying amount of the long-lived asset.

Other real estate
Other real estate, received in satisfaction of debt, isrecorded at the lower of cost (carrying value of the loan) or the appraised value
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less estimated costs of disposal of the real estate acquired, by charging the allowance for loan losses. Subsequent to foreclosure, any lossesin the
carrying value arising from periodic reevaluations of the properties, and any gains or losses on the sale of these properties are credited or charged
to expense in the period incurred and are included as a component of other operating expenses. The cost of maintaining and operating such
propertiesis expensed asincurred.

Goodwill and other intangible assets

The Corporation accounts for goodwill and identifiable intangible assets under the provisions of SFAS No. 142, “Goodwill and Other Intangible
Assets.” Goodwill isrecognized when the purchase price is higher than the fair value of net assets acquired in business combinations under the
purchase method of accounting. Goodwill is not amortized, but is tested for impairment at least annually or more frequently if events or
circumstances indicate possible impairment using a two-step process at each reporting unit level. Thefirst step of the goodwill impairment test,
used to identify potential impairment, compares the fair value of areporting unit with its carrying amount, including goodwill. If the fair value of a
reporting unit exceeds its carrying amount, the goodwill of the reporting unit is not considered impaired and the second step of the impairment test
isunnecessary. If needed, the second step consists of comparing the implied fair value of the reporting unit goodwill with the carrying amount of
that goodwill. In determining the fair value of areporting unit, the Corporation generally uses a combination of methods, which include market
price multiples of comparable companies and the discounted cash flow analysis. Goodwill impairment losses are recorded as part of operating
expensesin the consolidated statement of operations.

Other intangibl e assets deemed to have an indefinite life are not amortized, but are tested for impairment using a one-step process which
compares the fair value with the carrying amount of the asset. In determining that an intangible asset has an indefinite life, the Corporation
considers expected cash inflows and legal, regulatory, contractual, competitive, economic and other factors, which could limit the intangible
asset’suseful life. The evaluation of E-LOAN'’ s trademark, an indefinite life intangible asset, was performed using a val uation approach called the
“relief-from-royalty” method. The basis of the “relief-from-royalty” method isthat, by virtue of having ownership of the trademark, the Corporation
isrelieved from having to pay aroyalty, usually expressed as a percentage of revenue, for the use of the trademark. The main estimatesinvolved in
the valuation of thisintangible asset included the determination of an appropriate royalty rate; the revenue projections that benefit from the use of
thisintangible; the after-tax royalty savings derived from the ownership of the intangible; and the discount rate to apply to the projected benefits
to arrive at the present value of thisintangible. Since estimates are an integral part of thistrademark impairment analysis, changesin these
estimates could have a significant impact on the calculated fair value. Trademark impairment losses are recorded as part of operating expensesin
the consolidated statements of operations.

Other identifiable intangibl e assets with afinite useful life, mainly core deposits, are amortized using various methods over the periods
benefited, which range from 3to 11 years. These intangibles are evaluated periodically for impairment when events or changesin circumstances
indicate that the carrying amount may not be recoverable. Impairments on intangible assets with afinite useful life are evaluated as long-lived
assets under the guidance of SFAS No. 144 and are included as part of “impairments on long-lived assets” in the category of operating expenses
in the consolidated statements of operations.

For further disclosures required by SFAS No. 142, refer to Note 12 to the consolidated financial statements.

Bank-Owned Life Insurance

Bank-owned life insurance represents life insurance on the lives of certain employees who have provided positive consent allowing the
Corporation to be the beneficiary of the policy. Bank-owned life insurance policies are carried at their cash surrender value. The Corporation
recognizes income from the periodic increases in the cash surrender value of the policy, as well as insurance proceeds received, which are recorded
as other operating income, and are not subject to income taxes.

The cash surrender value and any additional amounts provided by the contractual terms of the bank-owned insurance policy that are realizable
at the balance sheet date are considered in determining the amount that could be realized, and any amounts that are not immediately payable to the
policyholder in cash are discounted to their present value. In determining “the amount that could be realized,” it is assumed that policies will be
surrendered on an individual-by-individual basis. This accounting policy follows the guidance in EITF Issue No. 06-5 “ Accounting for Purchases
of Life Insurance — Determining the Amount That Could Be Realized in Accordance with FASB Technical Bulletin No. 85-4, Accounting for
Purchases of Life Insurance” (“EITF 06-5"), which became effective in 2007. The Corporation adopted the EITF 06-5 guidance in the first quarter of
2007 and as a result recorded a $907,000 cumul ative effect adjustment to beginning retained earnings (reduction of capital) for the existing bank-
owned life insurance arrangement.

Assets sold/purchased under agreements to repurchase/resell

Repurchase and resell agreements are treated as collateralized financing transactions and are carried at the amounts at which the assets will be
subsequently reacquired or resold as specified in the respective agreements.
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It isthe Corporation’s policy to take possession of securities purchased under resell agreements. However, the counterparties to such
agreements maintain effective control over such securities, and accordingly those are not reflected in the Corporation’s consolidated statements of
condition. The Corporation monitors the market val ue of the underlying securities as compared to the related receivabl e, including accrued
interest, and requests additional collateral if deemed appropriate.

It isthe Corporation’s policy to maintain effective control over assets sold under agreements to repurchase; accordingly, such securities
continue to be carried on the consolidated statements of condition.

Guarantees, including indirect guarantees of indebtedness of others

The Corporation, as aguarantor, recognizes at the inception of a guarantee, aliability for the fair value of the obligation undertaken in issuing the
guarantee. Refer to Note 34 to the consolidated financial statements for further disclosures.

Treasury stock

Treasury stock isrecorded at cost and is carried as areduction of stockholders' equity in the consolidated statements of condition. At the date of
retirement or subsequent reissue, the treasury stock account is reduced by the cost of such stock. The difference between the consideration
received upon issuance and the specific cost is charged or credited to surplus.

Income and expense recognition — Processing business

Revenue from information processing and other servicesisrecognized at the time services are rendered. Rental and maintenance servicerevenueis
recognized ratably over the corresponding contractual periods. Revenue from software and hardware sales and related costs is recognized at the
time software and equipment isinstalled or delivered depending on the contractual terms. Revenue from contracts to create data processing
centers and the related cost is recognized as project phases are completed and accepted. Operating expenses are recognized as incurred. Project
expenses are deferred and recognized when the related income is earned. The Corporation applies Statement of Position (SOP) 81-1 “ Accounting
for Performance of Construction-Type and Certain Production-Type Contracts” as the guidance to determine what project expenses must be
deferred until the related incomeis earned on certain long-term projects that invol ve the outsourcing of technological services.

Income Recognition — Insurance agency business

Commissions and fees are recognized when related policies are effective. Additional premiums and rate adjustments are recorded as they occur.
Contingent commissions are recorded on the accrual basis when the amount to be received is notified by the insurance company. Commission
income from advance businessis deferred. An allowanceis created for expected adjustments to commissions earned relating to policy
cancellations.

Income Recognition — Investment banking revenues

Investment banking revenue is recorded as follows: underwriting fees at the time the underwriting is completed and income is reasonably
determinable; corporate finance advisory fees as earned, according to the terms of the specific contracts and sales commissions on atrade-date
basis.

Foreign exchange

Assets and liabilities denominated in foreign currencies are translated to U.S. dollars using prevailing rates of exchange at the end of the period.
Revenues, expenses, gains and losses are translated using weighted average rates for the period. The resulting foreign currency translation
adjustment from operations for which the functional currency is other than the U.S. dollar is reported in accumul ated other comprehensive income
(loss), except for highly inflationary environments in which the effects areincluded in other operating income.

The Corporation conducts businessin certain Latin American markets through several of its processing and information technology services
and products subsidiaries. Also, it holds interestsin Consorcio de Tarjetas Dominicanas, S.A. (“CONTADQ") and Centro Financiero BHD, S.A.
(“BHD”) in the Dominican Republic. Although not significant, some of these businesses are conducted in the country’sforeign currency.

The Corporation monitors the inflation levelsin the foreign countries where it operates to evaluate whether they meet the “ highly inflationary
economy” test prescribed by SFAS No. 52, “Foreign Currency Tranglation.” Such statement defines highly inflationary asa* cumulativeinflation
of approximately 100 percent or more over a 3-year period.” In accordance with the provisions of SFAS No. 52, thefinancial statements of aforeign
entity in ahighly inflationary economy are remeasured as if the functional currency were the reporting currency.

During 2007, the foreign currency translation adjustment from operationsin the Dominican Republic were reported in accumulated other
comprehensive income (1oss). Since June 2004 through December 31, 2006, the Corporation’sinterests in the Dominican Republic were remeasured
into the U.S. dollar because the economy was considered highly inflationary under the test prescribed by SFAS No. 52. During the year ended
December 31, 2006, approximately $765,000 in net remeasurement gains on the investments held by the Corporation in the Dominican Republic were
reflected in other operating income instead of accumulated other comprehensive (loss) income (2005 — $568,000). These net
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gainsrelate to improvement in the Dominican peso’s exchange rate to the U.S. dollar from $45.50 at June 30, 2004, when the economy reached the
“highly inflationary” threshold, to $33.35 at the end of 2006. The unfavorable cumulative translation adjustment associated with these interests at
the reporting date in which the economy became highly inflationary approximated $31,787,000.

Refer to the disclosure of accumulated comprehensive income included in the accompanying consolidated statements of comprehensive income
(loss) for the outstanding balances of unfavorable foreign currency translation adjustments at December 31, 2007, 2006 and 2005.

Income taxes

The Corporation recognizes deferred tax assets and liabilities for the expected future tax consequences of events that have been recognized in the
Corporation’sfinancial statements or tax returns. Deferred income tax assets and liabilities are determined for differences between financial
statement and tax bases of assets and liabilities that will result in taxable or deductible amountsin the future. The computation is based on enacted
tax laws and rates applicable to periodsin which the temporary differences are expected to be recovered or settled. A deferred tax valuation
allowanceis established if it is considered more likely than not that all or a portion of the deferred tax assetswill not be realized.

Positions taken in the Corporation’ s tax returns may be subject to challenge by the taxing authorities upon examination. Uncertain tax positions
areinitially recognized in the financial statementswhen it is more likely than not the position will be sustained upon examination by the tax
authorities. Such tax positions are both initially and subsequently measured as the largest amount of tax benefit that is greater than 50% likely of
being realized upon settlement with the tax authority, assuming full knowledge of the position and all relevant facts. Interest on income tax
uncertaintiesis classified within income tax expense in the statement of operations, while the penalties, if any, are accounted for as other operating
expenses.

The Corporation accounts for the taxes collected from customers and remitted to governmental authorities on anet basis (excluded from
revenues).

During thefirst quarter of 2007, the Corporation adopted FASB Interpretation No. 48, “ Accounting for Uncertainty in Income Taxes — an
Interpretation of FASB Statement 109" (“FIN 48"). FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement
recognition and measurement of atax position taken or expected to be taken in atax return. Based on management’s assessment, there was no
impact on retained earnings as of January 1, 2007 dueto theinitial application of the provisions of FIN 48. Also, as aresult of the implementation,
the Corporation did not recognize any change in the liability for unrecognized tax benefits. Refer to Note 27 to the consolidated financial
statements for further information on the impact of FIN 48.

Employees' retirement and other postretirement benefit plans

Pension costs are computed on the basis of accepted actuarial methods and are charged to current operations. Net pension costs are based on
various actuarial assumptions regarding future experience under the plan, which include costs for services rendered during the period, interest
costs and return on plan assets, as well as deferral and amortization of certain items such as actuarial gains or losses. The funding policy isto
contribute to the plan as necessary to provide for services to date and for those expected to be earned in the future. To the extent that these
requirements are fully covered by assetsin the plan, a contribution may not be made in a particular year.

The cost of postretirement benefits, which is determined based on actuarial assumptions and estimates of the costs of providing these benefits
in the future, is accrued during the years that the employee renders the required service.

SFASNo. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans” requires the recognition of the funded
status of each defined pension benefit plan, retiree health care and other postretirement benefit plans on the statement of condition. The
Corporation adopted SFAS No. 158 as of December 31, 2006. See Note 24 for disclosures on the impact of this accounting pronouncement.

Stock-based compensation

In 2002, the Corporation opted to use the fair value method of recording stock-based compensation as described in SFAS No. 123 “ Accounting for
Stock Based Compensation”. The Corporation adopted SFAS No. 123-R “ Share-Based Payment” on January 1, 2006 using the modified
prospective transition method.

Comprehensive income

Comprehensive incomeis defined as the change in equity of a business enterprise during a period from transactions and other events and
circumstances, except those resulting from investments
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by owners and distributions to owners. The presentation of comprehensive income isincluded in separate consolidated statements of
comprehensive income (10ss).

Earnings (losses) per common share

Basic earnings (losses) per common share are computed by dividing net income, reduced by dividends on preferred stock, by the weighted
average number of common shares of the Corporation outstanding during the year. Diluted earnings per common share take into consideration the
weighted average common shares adjusted for the effect of stock options and restricted stock, using the treasury stock method.

Satement of cash flows

For purposes of reporting cash flows, cash includes cash on hand and amounts due from banks.

Reclassifications

Certain reclassifications have been made to the 2006 and 2005 consolidated financial statementsto conform with the 2007 presentation.

Recently issued accounting pronouncements and interpretations
SFASNo. 157 “ Fair Value Measurements’

SFAS No. 157, issued in September 2006, definesfair value, establishes aframework of measuring fair value and requires enhanced disclosures
about fair value measurements. SFAS No. 157 requires companiesto disclose the fair value of itsfinancial instruments according to afair value
hierarchy. The fair value hierarchy ranks the quality and reliability of the information used to determine fair values. Financial assets carried at fair
value will be classified and disclosed in one of the three categoriesin accordance with the hierarchy. The three levels of the fair value hierarchy are
(1) quoted market pricesfor identical assets or liahilitiesin active markets, (2) observable market-based inputs or unobservable inputsthat are
corroborated by market data, and (3) unobservable inputs that are not corroborated by market data. SFAS No. 157 is effective for financial
statementsissued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years. In February 2008, the FASB
decided to issue afinal staff position that defersfor one year the effective date for nonfinancial assets and nonfinancial liabilitiesthat are
recognized or disclosed at fair value on a nonrecurring basis. The staff position also amends SFAS No. 157 to exclude SFAS No. 13 “ Accounting
for Leases’ and its related interpretive accounting pronouncements that address leasing transactions. The Corporation adopted the provisions of
SFAS No. 157 that were not deferred, commencing in thefirst quarter of 2008. The provisions of SFAS 157 are to be applied prospectively. The
Corporation is currently assessing the impact of SFAS No. 157 on its consolidated financial statements, including disclosures.

SFASNo. 159 “ The Fair Value Option for Financial Assets and Liabilities — Including an Amendment of FASB Statement No. 115"

In February 2007, the FASB issued SFAS No. 159, which provides companies with an option to report selected financial assets and liabilities at fair
value. The election to measure afinancial asset or liability at fair value can be made on an instrument-by-instrument basis and isirrevocable. The
difference between the carrying amount and the fair value at the election date is recorded as a transition adjustment to opening retained earnings.
Subsequent changesin fair value are recognized in earnings. The statement al so establishes presentation and disclosure requirements designed to
facilitate comparisons between companies that choose different measurement attributes for similar types of assets and liabilities. It also requires
entitiesto display the fair value of those assets and liabilities for which the company has chosen to use fair value on the face of the balance sheet.
The new statement does not eliminate disclosure requirementsincluded in other accounting standards, including requirements for disclosures
about fair value measurementsincluded in SFAS No. 157, “ Fair Vaue Measurements,” and SFAS No. 107, “ Disclosures about Fair Value of
Financial Instruments.” The Corporation adopted the provisions of SFAS No. 159 in January 2008.

Management adopted the fair value option for approximately $287 million of loans and $287 million of bond certificates associated to PFH’s on-
balance sheet securitizations that were outstanding at December 31, 2007 (transactions excluded from the recharacterization transaction described
in Note 23 to the consolidated financial statements). These loans serve as collateral for the bond certificates. Due to accounting constraints, the
Corporation is unable to recharacterize these |oan securitizations as sales. Additionally, the Corporation plans to elect the fair value option for
approximately $1.2 hillion of whole loans held-in-portfolio by PFH. These whole loans consist principally of mortgage |oans and second-liens that
were originated through the exited business of PFH and home equity lines of credit that had been originated by E-LOAN prior to the 2007 U.S.
Reorganization, which is described in Note 2 to the consolidated financial statements. Due to their subprime characteristics and current market
disruptions, these loans are being held-in-portfolio as potential buyers have withdrawn from the market, given heightened concerns over credit
quality of borrowers and continued deterioration in the housing markets. Management understands that accounting for these loans at fair value
provides a more relevant and transparent measurement of the realizable value of the assets and differentiates the PFH portfolio from that loan
portfolio that the Corporation will continue to originate through other channels
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outside PFH. The measurement of the bond certificates at fair value reflects the actual liability of the Corporation, after considering the credit risk
to be borne by the certificateholders on the on-balance sheet securitization. Management understands that the adoption of the fair value option
for the financial assets and liabilities selected better reflects the inherent risks of these instruments and reflects the intention of the Corporation to
discontinue most of the businesses previously conducted at PFH.

The Corporation expects to recognize a negative pre-tax adjustment that could range between $280 million and $300 million ($158 million and
$169 million after tax) due to the transitional adjustment for electing the fair value option on the previously described financial instruments. That
amount represents the difference between the fair value and the carrying value of the loans at date of adoption. This negative adjustment would
not impact earnings but instead be reflected as areduction of beginning retained earnings as of January 1, 2008. Subsequent increases or
decreasesin thefair value of the assets and liabilities accounted under SFAS No. 159 provisions will be recorded as val uation adjustments
through earnings in the consolidated statement of income. The fair val ue adjustments from the adoption of SFAS No. 159 disclosed here are only
estimates as management isin the process of validating the methodol ogies used to value the assets and liabilities and the results of such
valuations. Also, management continuesto evaluate the impact that SFAS No. 159 will have on the consolidated financial statements, including
disclosures.

FSPFIN No. 39-1 “ Amendment of FASB Interpretation No. 39"

In April 2007, the FASB issued Staff Position FSP FIN No. 39-1, which defines “right of setoff” and specifies what conditions must be met for a
derivative contract to qualify for thisright of setoff. It also addresses the applicability of aright of setoff to derivative instruments and clarifies the
circumstancesin which it is appropriate to offset amounts recognized for those instruments in the statement of financial position. In addition, this
FSP permits the offsetting of fair value amounts recognized for multiple derivative instruments executed with the same counterparty under a master
netting arrangement and fair value amounts recognized for the right to reclaim cash collateral (areceivable) or the obligation to return cash
collateral (apayable) arising from the same master netting arrangement as the derivative instruments. Thisinterpretation is effective for fiscal years
beginning after November 15, 2007, with early application permitted. The adoption of FSP FIN No. 39-1 in 2008 did not have amaterial impact on
the Corporation’s consolidated financial statements and disclosures.

SOP 07-01" Clarification of the Scope of the Audit and Accounting Guide Investment Companies and Accounting by Parent Companies and
Equity Method Investors for Investmentsin Investment Companies’

The Statement of Position 07-1 (“SOP 07-01"), issued in June 2007, provides guidance for determining whether an entity iswithin the scope of the
American Institute of Certified Public Accountants (“AICPA™) Audit and Accounting Guide for Investment Companies (“the AICPA Guide’).
Additionally, it provides guidance as to whether a parent company or an equity method investor can apply the specialized industry accounting
principles of the AICPA Guide. SOP 07-01 was to be effective for fiscal years beginning on or after December 15, 2007. On February of 2008, the
FASB issued afinal staff position that indefinitely defers the effective dates of SOP 07-01 and, for entities that meet the definition of an
“investment company” in SOP 07-01, of FSP FIN 46(R)-7, “ Application of FASB Interpretation No. 46(R) to Investment Companies.” The FASB
decision wasin response to several implementation issues that arose after SOP 07-1 was issued. Nevertheless, management is evaluating the
impact, if any, that the adoption of SOP 07-01 may have on its consolidated financial statements and disclosures.

FSP FIN No. 46(R) — 7 “ Application of FASB Interpretation No. 46(R) to Investment Companies’

In May 2007, the FASB issued Staff Position FSP FIN No.46(R) -7, which amends the scope of the exception on FIN No.46(R) to indicate that
investments accounted for at fair value, in accordance with the specialized accounting guidance in the AICPA Guide, are not subject to
consolidation under FIN No. 46(R). Management is eval uating the impact, if any, that the adoption of thisinterpretation may have on its
consolidated financial statements and disclosures. Asindicated under the guidance of SOP 07-01, which was previously described, the
implementation of FSP FIN No. 46(R) — 7 isindefinitely delayed until further notification by the FASB.

SFAS No. 141-R “ Statement of Financial Accounting Standards No. 141(R), Business Combinations (a revision of SFASNo. 141)”

In December 2007, the FASB issued SFAS No. 141(R) “Business Combinations.” SFAS No. 141(R) will significantly change how entities apply the
acquisition method to business combinations. The most significant changes affecting how the Corporation will account for business combinations
under this statement include the following: the acquisition date will be the date the acquirer obtains control; al (and only) identifiable assets
acquired, liabilities assumed, and noncontrolling interests in the acquiree will be stated at fair value on the acquisition date; assets or liabilities
arising from noncontractual contingencieswill be measured at their acquisition date at fair value only if itis more
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likely than not that they meet the definition of an asset or liability on the acquisition date; adjustments subsequently made to the provisional
amounts recorded on the acquisition date will be made retroactively during a measurement period not to exceed one year; acquisition-related
restructuring costs that do not meet the criteriain SFAS No. 146 “ Accounting for Costs Associated with Exit or Disposal Activities” will be
expensed asincurred; transaction costs will be expensed asincurred; reversals of deferred income tax valuation allowances and income tax
contingencies will be recognized in earnings subsequent to the measurement period; and the allowance for loan losses of an acquiree will not be
permitted to be recognized by the acquirer. Additionally, SFAS 141(R) will require new and modified disclosures surrounding subsequent changes
to acquisition-related contingencies, contingent consideration, noncontrolling interests, acquisition-rel ated transaction costs, fair values and cash
flows not expected to be collected for acquired loans, and an enhanced goodwill rollforward. The Corporation will be required to prospectively
apply SFAS 141(R) to all business combinations completed on or after January 1, 2009. Early adoption is not permitted. For business combinations
in which the acquisition date was before the effective date, the provisions of SFAS 141(R) will apply to the subsequent accounting for deferred
income tax valuation allowances and income tax contingencies and will require any changesin those amounts to be recorded in earnings.
Management will be evaluating the effectsthat SFAS 141(R) will have on the financial condition, results of operations, liquidity, and the
disclosures that will be presented on the consolidated financial statements.

SFASNo. 160 “ Statement of Financial Accounting Standards No. 160, Noncontrolling Interest in Consolidated Financial Statements, an
amendment of ARB No. 51"

In December 2007, the FASB issued SFAS No. 160, which amends ARB No. 51, to establish accounting and reporting standards for the
noncontrolling interest in a subsidiary and for the deconsolidation of asubsidiary. SFAS No. 160 will require entitiesto classify honcontrolling
interests as a component of stockholders' equity on the consolidated financial statements and will require subsequent changesin ownership
interestsin asubsidiary to be accounted for as an equity transaction. Additionally, SFAS No. 160 will require entities to recognize again or loss
upon the loss of control of asubsidiary and to remeasure any ownership interest retained at fair value on that date. This statement also requires
expanded disclosures that clearly identify and distinguish between the interests of the parent and the interests of the noncontrolling owners.
SFAS 160 is effective on a prospective basis for fiscal years, and interim periods within those fiscal years, beginning on or after December 15, 2008,
except for the presentation and disclosure requirements, which are required to be applied retrospectively. Early adoption is not permitted.
Management will be evaluating the effects, if any, that the adoption of this statement will have on its consolidated financial statements.

Saff Accounting Bulletin No. 109 (“ SAB 109”) “ Written Loan Commitments Recorded at Fair Value through Earnings’

On November 5, 2007, the SEC issued Staff Accounting Bulletin No. 109 (SAB 109), which requires that the fair value of awritten loan commitment
that is marked to market through earnings should include the future cash flows related to the loan’s servicing rights. However, thefair value
measurement of awritten loan commitment still must exclude the expected net cash flowsrelated to internally developed intangible assets (such as
customer relationship intangibl e assets).

SAB 109 appliesto two types of loan commitments: (1) written mortgage loan commitments for loans that will be held-for-sale when funded that
are marked to market as derivatives under FAS 133 (derivative loan commitments); and (2) other written loan commitments that are accounted for at
fair value through earnings under Statement 159’ sfair-value el ection.

SAB 109 supersedes SAB 105, which applied only to derivative loan commitments and allowed the expected future cash flows related to the
associated servicing of the loan to be recognized only after the servicing asset had been contractually separated from the underlying loan by sale
or securitization of the loan with servicing retained. SAB 109 will be applied prospectively to derivative loan commitmentsissued or modifiedin
fiscal quarters beginning after December 15, 2007.

The Corporation is currently evaluating the potential impact of adopting this SAB 109.

Saff Position (FSP) FAS 140-d, “ Accounting for Transfers of Financial Assets and Repurchase Financing Transactions”
(*FSP FAS140-d")

In February 2008, the FASB issued FASB Staff Position (FSP) FAS 140-d, “ Accounting for Transfers of Financial Assets and Repurchase
Financing Transactions.” The objective of this FSP isto provide implementation guidance on whether the security transfer and contemporaneous
repurchase financing involving the transferred financial asset must be evaluated as one linked transaction or two separate de-linked transactions.

Current practice records the transfer as a sale and the repurchase agreement as a financing. The FSP requires the recognition of the transfer and
the repurchase agreement as one linked transaction, unless all of the following criteriaare met: (1) theinitial transfer and the repurchase financing
are not contractually contingent on one another; (2) theinitial transferor has full recourse upon default, and the repurchase agreement’spriceis
fixed and not at fair value; (3) the financial asset isreadily obtainablein the marketplace and the transfer and repurchase financing are executed at
market rates; and (4) the maturity of the repurchase financing is before the
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maturity of the financial asset. The scope of this FSP islimited to transfers and subsequent repurchase financings that are entered into
contemporaneously or in contemplation of one another.

The FSP will be effective for the Corporation on January 1, 2009. Early adoption is prohibited. The Corporation will be evaluating the potential
impact of adopting this FSP.
Note2 — Restructuring plans:
PFH Restructuring Plan

In January 2007, the Corporation announced the adoption of a Restructuring and Integration Plan for PFH, including PFH’s Internet financial
services subsidiary E-LOAN (the “ PFH Restructuring Plan”). Based on a comprehensive strategic and financial assessment of all the PFH
operations by Popular’s management, the Plan called for PFH to exit the whol esal e nonprime mortgage origination business, focus on existing
profitable businesses at the time, and consolidate support functions with its sister U.S. banking entity BPNA, creating a single integrated North
American financia services unit. The PFH Restructuring Plan for 2007 included among the principal milestones:

. Exiting the wholesale nonprime mortgage origination business at PFH during early first quarter 2007 and shutting down the wholesale
broker, retail and call center business divisions;

. Consolidating support activities at PFH (Finance, Credit Risk, Compliance, Human Resources, Facilities) within BPNA;

. Integrating PFH’ s existing commercial lending businessesinto BPNA'’s business lending groups;

. Focusing on the core Equity One (subsidiary of PFH) network of consumer finance branches;

. Growing the third party mortgage servicing business operated by Popular Mortgage Servicing Inc., asubsidiary of PFH (“PMSI”); and

. Leveraging the E-LOAN brand, technology and Internet financial services platform over the next several yearsto complement BPNA's
community banking growth strategy.

Refer to the PFH Branch Network Restructuring Plan section presented in this Note 2 to the consolidated financial statements for information on
additional actionsat PFH in January 2008.

SFASNo. 146, “ Accounting for Costs Associated with Exit or Disposal Activities,” requiresthat aliability for acost associated with an exit or
disposal activity shall be recognized and measured initially at itsfair value in the period in which the liability isincurred, except for aliability for
one-time termination benefits that isincurred over time.

The PFH Restructuring Plan resulted in charges between the fourth quarter of 2006 and the year ended December 31, 2007 as follows:

December 31, December 31,
(In millions) 2007 2006
Personnel costs $ 7.8(a) —
Net occupancy expenses 4.5(b) —
Equipment expenses 0.3 —
Professional fees 1.8(c) —
Other operating expenses 0.3 —
Total restructuring charges $14.7 —
Impairment of long-lived assets = $ 7.2(d)
Impairment of goodwill — 14.2(e)
Total $14.7 $21.4

(@ Severance, stay bonuses, related taxes, and other employee benefits
(b) Leaseterminations

(c) Outplacement and professional services contract terminations

(d) Consists mostly of software and |easehold improvements

(e) Attributable to businesses exited at PFH

Of the above restructuring costs, approximately $3.2 million was recognized as aliability as of December 31, 2007.
The Corporation does not expect to incur additional significant restructuring costs related to the PFH Restructuring Plan.

As part of the PFH Restructuring Plan, during early 2007, the Corporation actively worked in an internal corporate reorganization of its U.S.
subsidiaries (the “ Reorganization”). After notifying the Board of Governors of the Federal Reserve System and obtaining approval of the
Corporation’s Board of Directorsin January 2007, E-LOAN, aswell asall of itsdirect and indirect subsidiaries, with the exception of E-LOAN
Insurance Services, Inc. and E-LOAN International, Inc., became operating subsidiaries of BPNA. Prior to the consummation of thisU.S.
Reorganization, E-LOAN was a direct wholly-owned subsidiary of PFH.

E-LOAN Restructuring Plan

In November 2007, the Board of Directors of the Corporation adopted arestructuring plan for its Internet financial services subsidiary E-LOAN



(the “E-LOAN Restructuring Plan”). Considering E-LOAN’ s operating lossesin light of current market conditions and other factors, the Board of
Directors approved a substantial reduction of marketing and personnel costs at E-L OAN and changesin E-LOAN’s business model to align it with
revenue expectations. The changes include concentrating marketing investment toward the Internet and the origination of first mortgage loans that
qualify for sale to government sponsored entities (“GSES’). Also, asaresult of escalating credit costsin the current economic environment and
lower liquidity in the secondary markets for mortgage related products, the Corporation determined to hold back the origination by E-LOAN of
home equity lines of credit, closed-end second lien mortgage loans and auto loans. The E-LOAN Restructuring Plan continues to promote the
Internet deposit gathering initiative with BPNA.
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As part of the E-LOAN Restructuring Plan, the Corporation evaluated the value of E-LOAN’s recorded goodwill and trademark by considering the
changesin E-LOAN's business model and the unprecedented conditionsin the mortgage loan business.

The E-LOAN Restructuring Plan costs were as follows:

Y ear ended

December 31,
(In millions) 2007
Personnel costs $ 4.6(9)
Net occupancy expenses 4.2(b)
Equipment expenses 0.4(c)
Professional fees 0.4(c)
Total restructuring charges $ 96
Impairment of long-lived assets 10.5(d)
Impairment of goodwill and trademark 211.8(e)
Total $231.9

(@ Severance, stay bonuses, related taxes, and other employee benefits

(b) Leaseterminations

() Servicecontract terminations

(d) Consists mostly of leasehold improvements, equipment and intangible assets with definitive lives
() Goodwill impairment of $164.4 million and trademark impairment of $47.4 million

The above restructuring costs were recognized as aliability as of December 31, 2007.

PFH Branch Network Restructuring Plan

Given the unforeseen disruption in the capital markets since the summer of 2007 and itsimpact on funding, management of the Corporation
concluded during the fourth quarter of 2007 that it would be difficult to generate an adequate return on the capital invested at Equity One's
consumer service branches.

In January 2008, the Corporation announced the signing of an Asset Purchase Agreement (the “ Agreement”) to sell certain assets of Equity
Oneto American General Finance, Inc., amember of American International Group. The closing of the Agreement with effective date of March 1,
2008 resulted in the sale of asignificant portion of Equity One's mortgage loan and consumer loan portfolio approximating $1.4 billion. This
portfolio was reclassified by the Corporation from loans held-in-portfolio to |oans hel d-for-sale in December 2007. American Genera Finance, Inc.
will hire certain Equity One's consumer services employees and will retain certain branch locations. Equity One will close al remaining consumer
branches not purchased by American General. Workforce reductions at Equity One will result in the loss of employment for those employees at the
consumer services branches not hired by American General, aswell asfor other related support functions. The individuals whose jobs will be
eliminated will receive from Equity One atransitional severance package, professional counseling, outplacement and support during this process.

This strategic initiative resulted in the adoption of an additional restructuring plan at PFH (the “PFH Branch Network Restructuring Plan”)
during the first quarter of 2008. It is anticipated that this restructuring plan (the “ PFH Branch Network Restructuring Plan”) will result in estimated
combined charges for the Corporation broken down as follows:

Fourth

Quarter
(In millions) 2007 2008 Total
Personnel costs — $ 81 $ 8.1(a)
Net occupancy expenses — 5.6 5.6(b)
Other — 21 2.1(c)
Total restructuring charges — 15.8 15.8
Impairment of long-lived assets $1.9 — 1.9(d)
Other costs — 18 1.8(e)
Total combined estimated costs $1.9 $17.6 $19.5

(@ Severance, retention bonuses and other benefits
(b) Leaseterminations

(c) Contract cancellations and branch closing costs
(d) Leasehold improvements, furniture and equipment
(e) Bonuses and other benefits for retained employees

These estimates are preliminary and may vary as Popular’ s management implements the PFH Branch Network Restructuring Plan. The estimates
do not incorporate the final outcome of the number of employees and branches retained by American General under the final agreement.



Note 3 — Subsequent events:

In January 2008, the Corporation signed the Agreement to sell certain assets of Equity One to American General Finance, Inc. Refer to Note 2 to
the consolidated financial statements for additional information.

On January 10, 2008, the Corporation completed the sale of six Houston branches of BPNA to Prosperity Bank. Prosperity Bank paid a premium
of 10.10% for approximately $125,340,000 in deposits, as well as purchased certain |oans and other assets attributable to the branches. The
purchase price approximated $104,287,000. Prosperity retained all branch-based employees. BPNA will continue to operate its mortgage business
based in Houston, aswell asits franchise and small business lending activitiesin Texas. BPNA will also continue to maintain aretail branchin
Arlington, Texas.




Table of Contents

98

Note4 — Restrictions on cash and duefrom banksand highly liquid securities:

The Corporation’s subsidiary banks are required by federal and state regulatory agencies to maintain average reserve balances with the Federal
Reserve Bank or with a correspondent bank. Those required average reserve balances were approximately $678,473,000 at December 31, 2007 (2006
- $621,387,000). Cash and due from banks, aswell as other short-term, highly liquid securities, are used to cover the required average reserve

bal ances.

In compliance with rules and regulations of the Securities and Exchange Commission, at December 31, 2007, the Corporation had securities with
amarket value of $273,000 (2006 — $445,000) segregated in a special reserve bank account for the benefit of brokerage customers of its broker-
dealer subsidiary. These securities are classified in the consolidated statement of condition within the other trading securities category.

Asrequired by the Puerto Rico International Banking Center Law, at December 31, 2007 and 2006, the Corporation maintained separately for its
two international banking entities (“IBES"), $600,000 in time deposits, equally split for the two IBEs, which were considered restricted assets.

Aspart of aline of credit facility with afinancial institution, at December 31, 2007 and 2006, the Corporation maintained restricted cash of
$1,860,000 as collateral for the line of credit. The cash is being held in certificates of deposit, which mature in less than 90 days. The line of creditis
used to support letters of credit.

At December 31, 2007, the Corporation had restricted cash of $3,500,000 to support aletter of credit related to a service settlement agreement.

Note5 — Securities purchased under agreementstoresell:

The securities purchased underlying the agreementsto resell were delivered to, and are held by, the Corporation. The counterparties to such
agreements maintain effective control over such securities. The Corporation is permitted by contract to repledge the securities, and has agreed to
resell to the counterparties the same or substantially similar securities at the maturity of the agreements.

Thefair value of the collateral securities held by the Corporation on these transactions at December 31, was as follows:

(In thousands) 2007 2006

Repledged $146,712 $179,303
Not repledged 14,193 103,124
Total $160,905 $282,427

The repledged securities were used as underlying securities for repurchase agreement transactions.




Table of Contents

Popular, Inc.| 2007 | Annual Report 99

Note 6 — I nvestment securities available-for-sale:

The amortized cost, gross unrealized gains and losses, approximate market value (or fair value for certain investment securities where no market
guotations are avail able), weighted average yield and contractual maturities of investment securities available-for-sale at December 31, 2007 and
2006 (2005 — only market valueis presented) were as follows:

2007
Gross Gross Weighted
Amortized unrealized unrealized Market average
cost gains losses value yield

(Dollars in thousands)
U.S. Treasury securities

Within 1 year $ 9993 $ 3 — $ 9,9% 3.57%
After 5to 10 years 466,111 — $ 5,011 461,100 3.83
476,104 3 5,011 471,096 3.82
Obligations of U.S. government sponsored entities
Within 1 year 1,315,128 113 4,642 1,310,599 3.75
After 1to 5 years 3,593,239 49,022 487 3,641,774 4.45
After 5to 10 years 470,357 2,669 756 472,270 4.24
After 10 years 71,304 1,167 — 72,471 5.96
5,450,028 52,971 5,885 5,497,114 428
Obligations of Puerto Rico, States and political
subdivisions
Within 1 year 12,429 56 54 12,431 4.94
After 1to 5 years 7,889 96 25 7,960 5.69
After 5to 10 years 23,947 255 88 24,114 4.44
After 10 years 58,941 63 2,017 56,987 498
103,206 470 2,184 101,492 490
Collateralized mortgage obligations
Within 1 year 190 — — 190 6.06
After 1to 5 years 7,491 3 34 7,460 5.25
After 5to 10 years 127,490 370 609 127,251 5.00
After 10 years 1,268,121 3,381 9,863 1,261,639 5.15
1,403,292 3,754 10,506 1,396,540 5.14
M ortgage-backed securities
Within 1 year 27,318 1 203 27,116 297
After 1to 5 years 94,119 104 872 93,351 3.94
After 5to 10 years 69,223 206 523 68,906 4.60
After 10 years 826,642 4,379 10,266 820,755 5.33
1,017,302 4,690 11,864 1,010,128 5.08
Equity securities (without contractual maturity) 33,299 690 36 33,953 453
Other
After 1to 5 years 23 — — 23
After 5to 10 years 68 — — 68
After 10 years 47721 — — 4721
4,812 — — 4,812 13.27
$8,488,043 $62,578 $35,486 $8,515,135 451%
2006 2005
Gross Gross Weighted
Amortized unrealized unrealized Market average Market
cost gains losses value yield value
(Dollars in thousands)
U.S. Treasury securities
Within 1 year — — — — — $ 14792
After 1to 5 years $ 29,343 — $ 2711 $ 29,072 3.99% 29,108
After 5to 10 years 475,310 — 29,547 445,763 3.82 —
After 10 years — — — — — 460,425
504,653 — 29,818 474,835 3.83 504,325

Obligations of U.S. government
sponsored entities
Within 1 year 902,898 — 5711 897,187 3.63 1,194,359



After 1to 5 years 2,234,285 $ 57 43,896 2,190,446 4.03 2,929,326

After 5to 10 years 3,393,190 — 96,794 3,296,396 4.45 3,513,737
After 10 years 72,879 — 1,123 71,756 5.93 73,254
6,603,252 57 147,524 6,455,785 421 7,710,676

Obligations of Puerto Rico, States and
political subdivisions

Within 1 year 6,695 18 10 6,703 5.44 451
After 1to 5 years 19,688 105 179 19,614 5.32 26,971
After 5to 10 years 18,227 20 164 18,083 5.10 12,793
After 10 years 73,604 122 3,184 70,542 5.04 66,439
118,214 265 3,537 114,942 5.12 106,654
Collateralized mortgage obligations
After 1to 5 years 10,040 — 105 9,935 5.75 12,707
After 5to 10 years 134,487 343 1,890 132,940 5.01 41,236
After 10 years 1,513,086 4,561 15,196 1,502,451 5.34 1,794,820
1,657,613 4,904 17,191 1,645,326 5.32 1,848,763
M ortgage-backed securities
After 1to 5 years 150,884 54 3,661 147,277 4.37 209,991
After 5to 10 years 74,668 46 2,288 72,426 443 109,688
After 10 years 836,298 1,358 20,543 817,113 5.35 1,054,063
1,061,850 1,458 26,492 1,036,816 5.15 1,373,742
Equity securities (without contractual
maturity) 70,954 6,692 3,901 73,745 1.85 82,534
Other
Within 1 year — — — — 6,655
After 1to 5 years 121 27 — 148 11,892
After 5to 10 years 307 329 — 636 1,265
After 10 years 45,898 2,731 — 48,629 70,080
46,326 3,087 — 49,413 14.06 89,892
$10,062,862 $16,463 $228,463 $9,850,862 451% $11,716,586

The weighted average yield on investment securities avail able-for-sale is based on amortized cost; therefore, it does not give effect to changes
infair value.

Securities not due on a single contractual maturity date, such as mortgage-backed securities and collateralized mortgage obligations, are
classified in the period of final contractual maturity. The expected maturities of collateralized mortgage obligations, mortgage-backed securities and
certain other securities may differ from their contractual maturities because they may be subject to prepayments or may be called by the issuer.
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The“other” category is composed substantially of residual interests derived from off-bal ance sheet mortgage |oan securitizations by PFH.

The aggregate amortized cost and approximate market value of investment securities available-for-sale at December 31, 2007, by contractual
maturity, are shown below:

(In thousands) Amortized cost Market value
Within 1 year $1,365,058 $1,360,332
After 1to 5 years 3,702,761 3,750,568
After 5to 10 years 1,157,196 1,153,709
After 10 years 2,229,729 2,216,573
Total $8,454,744 $8,481,182
Equity securities 33,299 33,953
Total investment securities available-for-sale $8,488,043 $8,515,135

Proceeds from the sale of investment securities available-for-sale during 2007 were $58,167,000 (2006 — $208,802,000; 2005 - $388,596,000). Gross
realized gains and losses on securities available-for-sale during 2007 were $8,036,000 and $4,299,000, respectively (2006 — $22,924,000 and
$691,000; 2005 — $68,946,000 and $1,529,000).

The following table shows the Corporation’s gross unrealized losses and fair value of investment securities avail able-for-sale, aggregated by
investment category and length of time that individual securities have been in a continuous unrealized |oss position, at December 31, 2007 and
2006:

December 31, 2007

Less than 12 months

Amortized Unrealized Market
(In thousands) Cost Losses Vaue
Obligations of U.S. government sponsored entities $ 67,107 $ 185 $ 66922
Obligations of Puerto Rico, States and political subdivisions 2,600 2 2,598
Collateralized mortgage obligations 349,084 2,453 346,631
M ortgage-backed securities 99,328 667 98,661
Equity securities 28 10 18
$518,147 $3,317 $514,830
12 months or more
Amortized Unrealized Market
(In thousands) Cost Losses Vaue
U.S. Treasury securities $ 466,111 $ 5,011 $ 461,100
Obligations of U.S. government sponsored entities 1,807,457 5,700 1,801,757
Obligations of Puerto Rico, States and political subdivisions 65,642 2,182 63,460
Collateralized mortgage obligations 430,034 8,053 421,981
M ortgage-backed securities 656,879 11,197 645,682
Equity securities 300 26 274
$3,426,423 $32,169 $3,394,254
Total
Amortized Unrealized Market
(In thousands) Cost Losses Vaue
U.S. Treasury securities $ 466,111 $ 5,011 $ 461,100
Obligations of U.S. government sponsored entities 1,874,564 5,885 1,868,679
Obligations of Puerto Rico, States and political subdivisions 68,242 2,184 66,058
Collateralized mortgage obligations 779,118 10,506 768,612
M ortgage-backed securities 756,207 11,864 744,343
Equity securities 328 36 292
$3,944,570 $35,486 $3,909,084
December 31, 2006
Less than 12 months
Amortized Unrealized Market
(In thousands) Cost Losses Vaue
U.S. Treasury securities $ 19421 $ 134 $ 19,287
Obligations of U.S. government sponsored entities 425,076 4,345 420,731
Obligations of Puerto Rico, States and political subdivisions 21,426 259 21,167
Collateralized mortgage obligations 501,705 4,299 497,406
M ortgage-backed securities 28,958 484 28,474
Equity securities 11,180 3,699 7,481



$1,007,766 $13,220 $994,546
12 months or more

Amortized Unrealized Market

(In thousands) Cost L osses Value
U.S. Treasury securities $ 485,232 $ 29,684 $ 455,548
Obligations of U.S. government sponsored entities 6,097,274 143,179 5,954,095
Obligations of Puerto Rico, States and political subdivisions 55,238 3,278 51,960
Collateralized mortgage obligations 564,217 12,892 551,325
M ortgage-backed securities 954,293 26,008 928,285
Equity securities 300 202 98
$8,156,554 $215,243 $7,941,311

Total

Amortized Unrealized Market

(In thousands) Cost L osses Value
U.S. Treasury securities $ 504,653 $ 29,818 $ 474,835
Obligations of U.S. government sponsored entities 6,522,350 147,524 6,374,826
Obligations of Puerto Rico, States and political subdivisions 76,664 3,537 73,127
Collateralized mortgage obligations 1,065,922 17,191 1,048,731
M ortgage-backed securities 983,251 26,492 956,759
Equity securities 11,480 3,901 7,579
$9,164,320 $228,463 $8,935,857

At December 31, 2007, “Obligations of Puerto Rico, States and political subdivisions” include approximately $55 million in Commonwealth of
Puerto Rico Appropriation Bonds (“ Appropriation Bonds'). The rating on these bonds by Moody’s Investors Service (“Moody’s”) isBal, one
notch below investment grade, while Standard & Poor’s (“ S&P") rates them as investment grade. As of December 31, 2007, the Appropriation

Bonds indicated above represented approximately $1.8 millionin
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unrealized losses in the Corporation’s available-for-sal e investment securities portfolio. The Corporation is closely monitoring the political and
economic situation of the Island and eval uates its avail able-for-sale portfolio for any declinesin value that management may consider being other-
than-temporary. Management has the intent and ability to hold these investments for areasonabl e period of time for aforecasted recovery of fair
value up to (or beyond) the cost of these investments.

During the year ended December 31, 2007, the Corporation recognized through earnings approximately $65,169,000 in lossesin the investment
securities avail able-for-sal e portfolio that management considered to be other-than-temporarily impaired. These realized |osses were associated
withinterest-only strips and equity securities.

The unrealized |oss positions of available-for-sale securities at December 31, 2007 are primarily associated with U.S. agency-issued collateralized
mortgage obligations, mortgage-backed securities, and to alesser extent, U.S. Government-sponsored entities and Treasury obligations. The vast
majority of these securities are rated the equivalent of AAA by the major rating agencies. The investment portfolio is structured primarily with
highly liquid securities, which possess alarge and efficient secondary market. Valuations are performed at least on a quarterly basis using third
party providers and dealer quotes. Management believes that the unrealized losses in the available-for-sale portfolio at December 31, 2007 are
temporary and are substantially related to market interest rate fluctuations and not to deterioration in the creditworthiness of the issuers. Also,
management has the intent and ability to hold these investments for areasonable period of time for aforecasted recovery of fair value up to (or
beyond) the cost of these investments.

The following table states the name of issuers, and the aggregate amortized cost and market value of the securities of such issuer (includes
available-for-sale and held-to-maturity securities), when the aggregate amortized cost of such securities exceeds 10% of stockholders’ equity. This
information excludes securities of the U.S. Government agencies and corporations. Investmentsin obligationsissued by a state of the U.S. and its
political subdivisions and agencies, which are payable and secured by the same source of revenue or taxing authority, other than the U.S.
Government, are considered securities of asingleissuer.

2007 2006
Amortized Market Amortized Market
(In thousands) cost Vaue cost Vaue
FNMA $1,132,834 $1,128,544 $1,539,651 $1,517,525
FHLB 5,649,729 5,693,170 6,230,841 6,086,885
Freddie Mac 918,976 913,609 1,149,185 1,134,853

Note 7 — Investment securities held-to-maturity:

The amortized cost, gross unrealized gains and losses, approximate market value (or fair value for certain investment securities where no market
guotations are available), weighted average yield and contractual maturities of investment securities held-to-maturity at December 31, 2007 and
2006 (2005 — only amortized cost is presented) were as follows:

2007
Gross Gross Weighted
Amortized unrealized unrealized Market average
cost gains losses value yield

(Dollars in thousands)
Obligations of U.S. goverment sponsored entities Within

1lyear $395,974 $ 15 $1,497 $394,492 411%
Obligations of Puerto Rico States and political
subdivisions
Within 1 year 1,785 2 1 1,786 5.59
After 1to 5 years 11,745 197 — 11,942 484
After 5to 10 years 12,754 690 25 13,419 5.92
After 10 years 50,180 2,219 — 52,399 6.00
76,464 3,108 26 79,546 5.80
Collateralized mortgage obligations
After 10 years 310 — 17 293 5.45
Other
Within 1 year 6,228 25 2 6,251 6.47
After 1to 5 years 5,490 69 2 5,557 5.71
11,718 94 4 11,808 6.12
$484,466 $3,217 $1,544 $486,139 4.43%
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2006 2005
Gross Gross Weighted
Amortized unrealized unrealized Market average Amortized
cost gains losses value yield cost

(Dollars in thousands)
Obligations of U.S. government
sponsored entities
Within 1 year $ 3,017 — — $ 3,017 5.19% $ 42,011

Obligations of Puerto Rico, States and
political subdivisions

Within 1 year 1,360 — — 1,360 494 5,270
After 1to 5 years 7,002 $ 28 $ 53 6,977 5.47 6,918
After 5to 10 years 10,515 213 3 10,725 5.93 9,870
After 10 years 53,275 1,318 105 54,488 6.06 56,190
72,152 1,559 161 73,550 5.96 78,248

Collateralized mortgage obligations
After 10 years 381 — 21 360 5.45 497

Other

Within 1 year 6,570 16 — 6,586 5.52 29,928
After 1to 5 years 9,220 44 13 9,251 5.65 1,420
After 5to 10 years — — — — — 1,000
15,790 60 13 15,837 5.59 32,348
$91,340 $1,619 $195 $92,764 5.87% $153,104

Securities not due on a single contractual maturity date, such as collateralized mortgage obligations, are classified in the period of final
contractual maturity. The expected maturities of collateralized mortgage obligations and certain other securities may differ from their contractual
maturities because they may be subject to prepayments or may be called by the issuer.

The aggregate amortized cost and approximate market value of investment securities held-to-maturity at December 31, 2007, by contractual
maturity, are shown below:

(In thousands) Amortized cost Market value
Within 1 year $403,987 $402,529
After 1to 5 years 17,235 17,499
After 5to 10 years 12,754 13,419
After 10 years 50,490 52,692
Total investment securities held-to-maturity $484,466 $486,139

The following table shows the Corporation’s gross unrealized losses and fair val ue of investment securities held-to-maturity, aggregated by
investment category and length of time that individual securities have been in a continuous unrealized |oss position, at December 31, 2007 and
2006:

December 31, 2007

Less than 12 months

Amortized Unrealized Market
(In thousands) Cost Losses Vaue
Obligations of U.S. government sponsored entities $196,129 $1,497 $194,632
Obligations of Puerto Rico, States and political subdivisions 1,883 26 1,857
Other 1,250 1 1,249

$199,262 $1,524 $197,738

12 months or more

Amortized Unrealized Market

(In thousands) Cost Losses Vaue
Collateralized mortgage obligations $ 310 $17 $ 293
Other 1,250 3 1,247
$1,560 $20 $1,540

Total

Amortized Unrealized Market

(In thousands) Cost Losses Vaue
Obligations of U.S. government sponsored entities $196,129 $1,497 $194,632

Obligations of Puerto Rico, States and political subdivisions 1,883 26 1,857



Collateralized mortgage obligations 310 17 293
Other 2,500 4 2,496

$200,822 $1,544 $199,278

December 31, 2006

12 months or more and Total

Amortized Unrealized Market
(In thousands) Cost Losses Vaue
Obligations of Puerto Rico, States and political subdivisions $26,623 $161 $26,462
Collaterized mortgage obligations 381 21 360
Other 1,250 13 1,237
$28,254 $195 $28,059

Management believes that the unrealized losses in the held-to-maturity portfolio at December 31, 2007 are temporary and are substantially
related to market interest rate fluctuations and not to deterioration in the creditworthiness of the issuers. Also, management has the intent and
ability to hold these investments until maturity.
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Note 8 — Pledged assets:

At December 31, 2007 and 2006, certain securities and |oans were pledged to secure public and trust deposits, assets sold under agreements to
repurchase, other borrowings and credit facilities available. The classification and carrying amount of pledged assets, which the secured parties
are not permitted to sell or repledge the collateral, at December 31, were as follows:

(In thousands) 2007 2006
Investment securities available-for-sale $ 2,944,643 $ 2,644,027
Investment securities held-to-maturity 339 658
Loans held-for-sale 42 428 332,058
L oans held-in-portfolio 8,489,814 10,260,198
$11,477,224 $13,236,941

Pledged securities and loans that the creditor has the right by custom or contract to repledge are presented separately on the consolidated
statements of condition.

Note 9 — L oans and allowancefor loan losses:

The composition of loans held-in-portfolio at December 31, was asfollows:

(In thousands) 2007 2006
L oans secured by real estate:

Insured or guaranteed by the U.S. Government or its agencies $ 134,116 $ 94125
Guaranteed by the Commonwealth of Puerto Rico 138,823 125,600
Commercial loans secured by real estate 7,497,731 7,185,965
Residential conventional mortgages 5,731,809 10,739,777
Construction and land devel opment 2,301,254 1,664,592
Consumer loans secured by real estate 1,426,800 701,934
17,230,533 20,511,993
Depository institutions 10,209 11,267
Commercial, industrial and agricultural 4,842,500 4,741,862
Leasefinancing 1,270,484 1,410,728
Consumer for household, credit cards and other consumer expenditures 3,820,457 4,636,398
Obligations of states and political subdivisions 582,310 510,844
Other 447,073 502,272
$28,203,566 $32,325,364

As of December 31, 2007, loans on which the accrual of interest income had been discontinued amounted to $770,672,000 (2006 — $717,588,000;
2005 — $547,509,000). If these loans had been accruing interest, the additional interest income realized would have been approximately $71,037,000
(2006 — $58,223,000; 2005 — $46,198,000). Non-accruing loans as of December 31, 2007 include $49,090,000 (2006 — $48,074,000; 2005 —
$39,316,000) in consumer loans.

The commercial loans that were considered impaired at December 31, and the related disclosures follow:

December 31,

(In thousands) 2007 2006
Impaired loans with arelated allowance $174,029 $125,728
Impaired loansthat do not require allowance 147,653 82,462

Total impaired loans $321,682 $208,190
Allowance for impaired loans $ 53,959 $ 36,998
Average balance of impaired loans during the year $288,374 $156,951
Interest income recognized on impaired loans during the year $ 9484 $ 3,858

Note 1 to the consolidated financial statements, under the heading of “ Allowance for Loan Losses,” describes the characteristics of those loans
that the Corporation considers impaired loans for evaluation under the SFAS No. 114 accounting framework. As prescribed by SFAS No. 114,
when aloan isimpaired, the measurement of the impairment may be based on (1) the present value of the expected future cash flows of the
impaired loan discounted at the loan’s original effectiveinterest rate, (2) the observable market price of the impaired loan, or (3) the fair value of the
collateral if theloanis collateral dependent. A loanis collateral dependent if the repayment of the loan is expected to be provided solely by the
underlying collateral. Theloans classified as “Impaired loans that do not require an allowance” in the previous table were collateral dependent
commercial loans. The Corporation performed adetailed analysis based on the fair value of theindividual loans' collateral less estimated costs to
sell and determined it to be adequate to cover any losses. Management monitors on a quarterly basisif there have been any significant changes
(increases or decreases) in the fair value of the collateral of acollateral dependent impaired loan and adjusts their specific credit reservesto the
extent necessary.

The changesin the allowance for loan losses for the year ended December 31, were as follows:



(In thousands) 2007 2006 2005

Balance at beginning of year $ 522,232 $ 461,707 $ 437,081
Net allowances acquired 7,290 — 6,291
Provision for loan losses 562,650 287,760 195,272
Impact of change in reporting period — 2,510 1,586
Recoveries 65,976 59,775 62,926
Charge-offs (489,073) (289,520) (241,449)
Write-downs related to loans transferred to |oans held-for-sale (120,243) — —
Balance at end of year $ 548,832 $ 522,232 $ 461,707
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The components of the net financing leases receivable at December 31, were:

(In thousands) 2007 2006
Total minimum |ease payments $1,050,011 $1,168,685
Estimated residual value of |eased property 211,473 237,235
Deferred origination costs, net of fees 9,000 4,808
L ess— Unearned financing income 172,680 184,238
Net minimum |ease payments 1,097,804 1,226,490
Less— Allowance for |loan losses 25,648 24,842
$1,072,156 $1,201,648

At December 31, 2007, future minimum |lease payments are expected to be received as follows:

(In thousands)

2008 $ 334,803
2009 271,753
2010 217,003
2011 136,983
2012 and thereafter 83,469

$1,050,011

Note 10 — Related party transactions:

The Corporation grants loans to its directors, executive officers and certain related individual s or organizations in the ordinary course of business.
The movement and balance of these |oans were asfollows:

Executive

(In thousands) Officers Directors Total

Balance at December 31, 2005 $ 5,263 $ 29,439 $ 34,702
New loans 2,084 26,705 28,789
Payments (1,535) (23,903) (25,438)
Other changes (1,851) (7,138) (8,989)
Balance at December 31, 2006 $ 3,961 $ 25,103 $ 29,064
New loans 2,781 34,897 37,678
Payments (2,199) (25,886) (28,085)
Other changes 54 (1,295) (1,2412)
Balance at December 31, 2007 $ 4,597 $ 32,819 $ 37,416

The amounts reported as “other changes” include changesin the status of those who are considered related parties.

Management believes these |oans have been consummated on terms no less favorable to the Corporation than those that would have been
obtained if the transactions had been with unrelated parties and do not invol ve more than the normal risk of collection.

At December 31, 2007, the Corporation’s banking subsidiaries held deposits from related parties amounting to $38,149,000 (2006 — $32,760,000).

From time to time, the Corporation, in the ordinary course of business, obtains services from related parties or makes contributions to non-profit
organizations that have some association with the Corporation. Management believes the terms of such arrangements are consistent with
arrangements entered into with independent third parties.

During 2007, the Corporation engaged, in the ordinary course of business, the legal services of certain law firmsin Puerto Rico, in which the
Secretary of the Board of Directors of Popular, Inc. and immediate family members of an executive officer of the Corporation acted as Senior
Counsel or as partners. The fees paid to these law firms for fiscal year 2007 amounted to approximately $2,004,000 (2006 — $1,622,000). Thesefees
included $507,000 (2006 — $93,000) paid by the Corporation’s clients in connection with commercial |oan transactions and $50,000 (2006 —
$23,000) paid by mutual funds managed by the Bank. In addition, one of these law firms leases office space in the Corporation’s headquarters
building, which is owned by BPPR. During 2007, thislaw firm made |ease payments of approximately $889,000. It also engages BPPR as trustee of
itsretirement plan and paid approximately $50,000 for these services.

During 2006, the Corporation paid to an insurance broker, who was considered arelated party, approximately $1,642,000 in commissions for the
institutional insurance business of the Corporation and its subsidiaries.

During 2006, the Corporation made payments of approximately $1,163,000 under construction contracts granted to a special partnership whose
officer and partner is considered arelated party. These contracts were granted on the basis of competitive bids or approved by the Audit
Committee, asrequired by the Corporation’spolicy.

For the year ended December 31, 2007, the Corporation made contributions of approximately $2,097,000 to non-profit organizations, principally
Banco Popular Foundations dedicated to philanthropic work (2006 — $2,508,000).
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Premises and equipment are stated at cost |ess accumulated depreciation and amortization as follows:

Useful life

(In thousands) inyears 2007 2006
Land $ 80,254 $ 84,753
Buildings 10-50 400,808 397,863
Equipment 3-10 579,842 586,001
L easehold improvements 2-10 107,497 111,794
1,088,147 1,095,658
Less— Accumulated depreciation and amortization 624,959 610,267
463,188 485,391
Construction in progress 44721 24,996
$ 588,163 $ 595,140

Depreciation and amortization of premises and equipment for the year 2007 was $78,563,000 (2006 — $84,388,000; 2005 — $81,947,000), of which
$26,913,000 (2006 — $26,398,000; 2005 — $23,979,000) was charged to occupancy expense and $51,650,000 (2006 — $57,990,000; 2005 —
$57,968,000) was charged to equipment, communications and other operating expenses. Occupancy expense is net of rental income of $29,521,000

(2006 — $28,374,000; 2005 — $23,100,000).

Note 12 — Goodwill and other intangible assets:

The changesin the carrying amount of goodwill for the years ended December 31, 2007 and 2006, allocated by reportable segment, and in the case
of Banco Popular de Puerto Rico, as an additional disclosure, by business area, were as follows (refer to Note 32 for a discussion of the

Corporation’s reportable segments):

2007
Balance at Purchase Balance at
January 1, Goodwill accounting December 31,
(In thousands) 2007 acquired adjustments Other 2007
Banco Popular de Puerto Rico:
Commercial Banking $ 14,674 $ 20,697 — — $ 35,371
Consumer and Retail Banking 34,999 101,408 — — 136,407
Other Financial Services 4,391 3,788 $ 442 — 8,621
Banco Popular North America:
Banco Popular North America 404,237 — — — 404,237
E-LOAN 164,410 — = $(164,410) —
Popular Financial Holdings — — — — —
EVERTEC 45,142 837 329 (183) 46,125
Total Popular, Inc. $667,853 $126,730 $ 771 $(164,593) $ 630,761
2006
Balance at Purchase Balance at
January 1, Goodwill accounting December 31,
(In thousands) 2006 acquired adjustments Other 2006
Banco Popular de Puerto Rico:
Commercial Banking $ 14,674 — — — $ 14,674
Consumer and Retail Banking 34,999 — — — 34,999
Other Financial Services 4,110 — $ 281 — 4,391
Banco Popular North America:
Banco Popular North America 404,447 — — $ (210 404,237
E-LOAN 138,387 — 26,023 — 164,410
Popular Financial Holdings 14,236 — 3 (14,239) —
EVERTEC 43,131 $1,511 500 — 45,142
Total Popular, Inc. $653,984 $1,511 $26,807 $(14,449) $667,853

In 2007, the goodwill acquired was related to the acquisitions of Citibank’sretail branch network in Puerto Rico and Smith Barney’sretail
brokerage operations in Puerto Rico. These acquisitions were described in Note 1 to the consolidated financial statements. The amount included in
the “other” category was related mostly to goodwill impairment losses of $164,410,000 in the Banco Popular North America reportable segment that
were associated with the write-off of E-LOAN’s goodwill asaresult of E-LOAN’s Restructuring Plan described in Note 2 to the consolidated
financial statements. In determining the fair value of areporting unit, the Corporation generally uses a combination of methods, including market
price multiples of comparable companies and the discounted cash flow analysis. The valuation technique used to evaluate E-L OAN at the time of
the goodwill impairment determination considered both of these approaches. Refer to Note 1 to the consolidated financial statements for the
Corporation’s accounting policy with respect to goodwill and other intangibl e assets.



In 2006, the amount included in the “ other” category was mainly related to goodwill impairment losses of $14,239,000 in the Popular Financial
Holdings reportable segment. These losses were associated with the updated goodwill impairment eval uation during the fourth quarter of 2006 due
to the exited operations of PFH as part of the PFH Restructuring Plan. Refer to Note 2 to the consolidated financial statements for information on
this plan. The Banco Popular North Americareportable segment also included an amount in the “other” category related to the sale of the
remaining retail outlets of Popular Cash Express (“PCE”) to PLS Financial during the first quarter of 2006.

Purchase accounting adjustments consist of adjustmentsto the value of the assets acquired and liabilities assumed resulting from the
completion of appraisals or other valuations, adjustmentsto initial estimates recorded for transaction costs, if any, and contingent consideration
paid during a contractual contingency period. The purchase accounting adjustments for 2006 at the Banco Popular North America reportable
segment were mostly related to E-LOAN’s acquisition.
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At December 31, 2007, other than goodwill, the Corporation had $17,270,000 of identifiable intangibles with indefinite useful lives, mostly
associated with E-LOAN'strademark (2006 -$64,555,000; 2005 — $58,919,000). During the fourth quarter of 2007, the Corporation recognized
impairment losses of $47,341,000 related to E-L OAN’s trademark, as aresult of the E-LOAN’s Restructuring Plan described in Note 2 to the
consolidated financial statements. There were no impairment |osses recognized in 2006 and 2005 related to other intangible assets with indefinitive
lives.

The valuation of the E-LOAN trademark was performed using a valuation approach called the “relief-from-royalty” method. The basis of the
“relief-from-royalty” method isthat, by virtue of having ownership of the trademark, the Corporation isrelieved from having to pay aroyalty,
usually expressed as a percentage of revenue, for the use of trademark. The main attributesinvolved in the valuation of thisintangible asset
include the royalty rate, revenue projections that benefit from the use of thisintangible, after-tax royalty savings derived from the ownership of the
intangible, and the discount rate to apply to the projected benefits to arrive at the present value of thisintangible.

The following table reflects the components of other intangible assets subject to amortization at December 31.:

2007 2006
Gross Accumulated Gross Accumulated
(In thousands) Amount Amortization Amount Amortization
Core deposits $66,381 $23,171 $76,708 $48,367
Other customer relationships 10,375 4131 11,156 2,171
Other intangibles 8,164 5,385 9,099 3,426
Total $84,920 $32,687 $96,963 $53,964

During the year ended December 31, 2007, the Corporation recognized $10,445,000 in amortization expense related to other intangible assets with
definite lives (2006 — $12,377,000; 2005 -$9,579,000). During the fourth quater of 2007, core depositsintangibles with a gross amount of $21,068,000
were acquired as aresult of the acquisition of the retail branches of Citibank in Puerto Rico based on a preliminary estimate prepared by
management. On the other hand, certain core deposits with a gross amount of $31,395,000 became fully amortized during 2007 and, as such, their
gross amount and accumul ated amortization were eliminated from the tabular disclosure presented above. Also in December 2007, the Corporation
recorded impairment losses of $846,000 and $725,000 associated with the write-off of a customer relationship and other intangibles, respectively, as
aresult of the E-LOAN Restructuring Plan. The other intangibles were principally related to lease contracts and proprietary technology intangibles
that were recorded when E-L OAN was acquired in 2005. Thisamount isincluded in the caption of impairment |osses on long-lived assets on the
consolidated statement of operations. In December 2006, the Corporation recorded an impairment loss of $654,000 associated with the write-off of a
customer relationship intangible asset due to the exited operations at PFH, also included in the caption of impairment |osses on long-lived assets.

The following table presents the estimated aggregate amortization expense of the intangible assets with definite lives that the Corporation has
at December 31, 2007, for each of the next five years:

(In thousands)

2008 $9,728
2009 8,370
2010 7,518
2011 6,163
2012 5,154

Note 13 — Deposits:
Total interest bearing deposits at December 31, consisted of:

(In thousands) 2007 2006
Savings accounts $ 5,638,862 $ 5,811,192
NOW, money market and other interest bearing demand 4,770,829 4,078,255
10,409,691 9,889,447

Certificates of deposit:

Under $100,000 8,136,308 5,774,438
$100,000 and over 5,277,690 4,552,313
13,413,998 10,326,751
$23,823,689 $20,216,198

A summary of certificates of deposit by maturity at December 31, 2007, follows:

(In thousands)

2008 $ 9,911,475
2009 1,645,847
2010 887,574
2011 359,820
2012 494,256

2013 and thereafter 115,026




$13,413,998

At December 31, 2007, the Corporation had brokered certificates of deposit amounting to $3,116,274,000 (2006 -$865,685,000). Brokered
certificates of deposit amounting to $2,992,897,000 acquired in denominations of $1,000 under a
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master certificate of deposit have been classified in the “under $100,000” category at December 31, 2007 (2006 — $740,746,000).
The aggregate amount of overdraftsin demand deposit accounts that were reclassified to loans was $144,000,000 as of December 31, 2007 (2006
— $135,764,000).
Note 14 — Federal funds purchased and assets sold under agreementsto repurchase:

The following table summarizes certain information on federal funds purchased and assets sold under agreements to repurchase at December 31.:

(Dollars in thousands) 2007 2006 2005
Federal funds purchased $ 303,492 $1,276,818 $1,500,575
Assets sold under agreements to repurchase 5,133,773 4,485,627 7,201,886
Total amount outstanding $5,437,265 $5,762,445 $8,702,461
Maximum aggregate balance outstanding at any month-end $6,942,722 $8,963,244 $8,883,733
Average monthly aggregate bal ance outstanding $5,644,863 $7,290,853 $7,430,174
Weighted average interest rate:

For the year 5.24% 5.03% 3.61%

At December 31 4.40 5.12 4,22

The following table presentsthe liahility associated with the repurchase transactions (including accrued interest), their maturities and weighted
average interest rates. Also, it includes the carrying value and approximate market value of the collateral (including accrued interest) as of
December 31, 2007 and 2006. The information excludes repurchase agreement transactions which were collateralized with securities or other assets
held-for-trading purposes or which have been obtained under agreementsto resell:

2007
Weighted
Repurchase Carrying value Market value average
liability of collateral of collateral interest rate
(Dollars in thousands)
U.S. Treasury securities
After 30 to 90 days $ 173,924 $ 173,826 $ 173,826 4.31%
173,924 173,826 173,826 431
Obligations of U.S. government sponsored entities
Overnight 79 558 558 3.84
Within 30 days 844,189 866,577 866,577 4.69
After 30 to 90 days 716,972 736,239 736,239 458
After 90 days 632,460 717,494 717,494 434
2,193,700 2,320,868 2,320,868 455
M ortgage-backed securities
Overnight 17,257 15,568 15,568 3.84
Within 30 days 51,225 54,844 54,844 497
After 30 to 90 days 60,069 43,442 43,442 2.75
After 90 days 538,440 523,265 523,265 419
666,991 637,119 637,119 411
Collateralized mortgage obligations
Overnight 57,747 61,080 61,080 3.84
Within 30 days 611,385 641,017 641,017 499
After 30 to 90 days 304,416 305,086 305,086 5.33
After 90 days 175,099 200,535 200,535 437
1,148,647 1,207,718 1,207,718 493
Loans Within 30 days 216,311 331,131 331,131 5.54
216,311 331,131 331,131 5.54

$4,399,573 $4,670,662 $4,670,662 4.62%
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2006
Weighted
Repurchase Carrying value Market value average
liability of collateral of collateral interest rate
(Dollars in thousands)
U.S. Treasury securities
Within 30 days $ 182,721 $ 179,717 $ 179,717 5.21%
After 30 to 90 days 245,169 239,623 239,623 5.22
427,890 419,340 419,340 5.21
Obligations of U.S. government sponsored entities
Overnight 310,970 316,302 316,302 5.28
Within 30 days 824,313 834,329 834,329 5.30
After 30 to 90 days 704,362 715,041 715,041 5.26
After 90 days 383,639 421,510 421,510 450
2,223,284 2,287,182 2,287,182 5.15
Mortgage - backed securities
Overnight 45,319 51,601 51,601 3.16
Within 30 days 31,903 34,449 34,449 5.32
After 30 to 90 days 50,045 44,699 44,699 2.32
After 90 days 465,447 435,756 435,756 422
592,714 566,505 566,505 4.03
Collateralized mortgage obligations
Overnight 53,201 61,755 61,755 3.16
Within 30 days 281,146 288,715 288,715 5.33
After 90 days 232,083 244,418 244,418 4.66
566,430 594,888 594,888 4385
Loans
Overnight 110,087 183,038 183,038 5.90
Within 30 days 147,513 150,724 150,724 5.80
257,600 333,762 333,762 5.84
$4,067,918 $4,201,677 $4,201,677 4.99%
Note 15 — Other short-term borrowings:
Other short-term borrowings as of December 31, consisted of:
(Dollars in thousands) 2007 2006
Advances with FHLB paying interest monthly at afixed rate of 4.63% (2006 - 5.39% to 5.40%) $ 72,000 $ 230,000
Advances with FHLB paying interest at maturity at fixed rates ranging from 4.38% to 4.58% 570,000 —
Advances under credit facilities with other institutions at:
- fixed rates ranging from 4.59% to 5.50% (2006 - 5.38% to 5.65%) 487,000 386,000
- floating rates ranging from 0.45% to 0.75% over the 1-month LIBOR rate (1-month LIBOR rate at
December 31, 2006 was 5.32%) — 481,062
- afloating rate of 0.20% over the 3-month LIBOR rate (3-month LIBOR rate at December 31, 2006 was
5.36%) — 10,000
Commercial paper at rates ranging from 4.25% to 5.00% (2006 - 4.80% to 5.44%) 7,329 193,383
Term funds purchased at:
- fixed rates of 4.92% (2006 - 5.30% to 5.38%) 280,000 2,140,900
- floating rates ranging from 0.06% to 0.08% over the fed fundsrate (Fed funds rate at December 31, 2006
was 5.38%) — 500,000
Others 85,650 92,780
$1,501,979 $4,034,125

The weighted average interest rate of other short-term borrowings at December 31, 2007 was 4.74% (2006 — 5.36%; 2005 — 4.31%). The
maximum aggregate bal ance outstanding at any month-end was approximately $3,797,270,000 (2006 -$4,034,125,000; 2005 — $3,370,943,000)

.The

average aggregate balance outstanding during the year was approximately $3,040,801,000 (2006 — $3,386,308,000; 2005 -$2,897,243,000). The

weighted average interest rate during the year was 5.00% (2006 — 4.50%; 2005 - 2.89%)).

Note 17 presents additional information with respect to available credit facilities.







Table of Contents

Popular, Inc. | 2007 | Annual Report 109

Note 16 — Notes payable:
Notes payable outstanding at December 31, consisted of the following:

(Dollars in thousands) 2007 2006
Advances with FHLB:
- with maturities ranging from 2008 through 2018 paying interest at fixed rates ranging from 2.51% to 6.98%
(2006 - 2.44% t0 6.98%) $ 813,958 $ 289,881
-maturing in 2007 paying interest quarterly at the 3-month LIBOR rate less 0.04% (3-month LIBOR rate at
December 31, 2006 was 5.36%) — 6,000
-maturing in 2007 paying interest monthly at the 1-month LIBOR rate plus 0.02% (1-month LIBOR rate at
December 31, 2006 was 5.32%) — 5,000
-maturing in 2008 paying interest monthly at a floating rate of 0.0075% over the 1-month LIBOR rate (1-
month LIBOR rate at December 31, 2007 was 4.60%; 2006 - 5.32%) 250,000 250,000
Advances under revolving lines of credit maturing in 2007 paying interest monthly at afloating rate of 0.90%
over the 1-month LIBOR rate (1-month LIBOR rate at December 31, 2006 was 5.32%) — 426,687

Advances under revolving lines of credit with maturities ranging form 2008 through 2009 paying interest
quarterly at floating rates ranging from of 0.20% to 0.35% (0.35% - December 31, 2006) over the 3-month

LIBOR rate (3-month LIBOR rate at December 31, 2007 was 4.70%; 2006 - 5.36%) 110,000 69,994
Term notes with maturities ranging from 2008 through 2012 paying interest semiannually at fixed rates

ranging from 3.60% to 6.85% (2006 - 3.25% to 5.65%) 2,038,259 2,014,928
Term notes maturing in 2030 paying interest monthly at fixed rates ranging from 3.00% to 6.00% 3,100 3,100

Term notes with maturities ranging from 2008 through 2013 paying interest monthly at floating rates of 3.00%
over the 10-year US treasury notes rate (10-year US treasury notes rate at December 31, 2007 was 4.03%;

2006 - 4.70%) 6,805 10,428
Term notes with maturities until 2009 paying interest quarterly at afloating rate of 0.40% (2006 - 0.35% to

0.40%) over the 3-month LIBOR rate (3-month LIBOR rate at December 31, 2007 was 4.70%; 2006 - 5.36%) 199,706 349,295
Secured borrowings with maturities ranging from 2009 through 2032 paying interest monthly at fixed rates

ranging from 6.04% to 7.04% (2006 - 3.52% to 7.12%) 59,241 2,695,916

Secured borrowings with maturities ranging from 2008 through 2046 paying interest monthly at rates ranging
from 0.32% to 3.12% (2006 - 0.10% to 3.50%) over the 1-month LIBOR rate(1-month LIBOR rate at

December 31, 2007 was 4.60%; 2006 - 5.32%) 227,743 1,708,650
Notes linked to the S& P500 Index maturing in 2008 36,498 36,112
Junior subordinated deferrable interest debentures with maturities ranging from 2027 through 2034 with fixed

interest rates ranging from 6.13% to 8.33% (Refer to Note 18) 849,672 849,672
Other 26,370 21,583

$4,621,352 $8,737,246

The aggregate amounts of maturities of notes payable at December 31, 2007 were as follows:

Notes
Y ear Payable
(In thousands)

2008 $1,490,227
2009 1,037,361
2010 264,748
2011 154,197
2012 500,249
Later years 1,174,570
Total $4,621,352

Note 17 — Unused lines of credit and other funding sour ces:

At December 31, 2007, the Corporation had borrowing facilities available with the Federal Home Loan Banks (FHLB) whereby the Corporation
could borrow up to approximately $2,569,498,000 based on the assets pledged with the FHL B at that date (2006 -$897,269,000). Refer to Notes 15
and 16 for the amounts of FHL B advances outstanding under these facilities at December 31, 2007 and 2006.

The FHLB advances are collateralized with investment securities and mortgage loans, do not have restrictive covenants and do not have
callable features. The maximum borrowing potential with the FHLB is dependent on certain restrictive computations determined by the FHLB and
which are dependent on the amount and type of assets available for collateral, among the principal factors. The available lines of credit with the
FHLB included in this note are based on the assets pledged as collateral with the FHLB as of the end of the years presented. At December 31, 2007
and 2006, the FHLB advances had no callable features. Also, at December 31, 2007, there were $35,000,000 in putable advances with fixed rates
ranging from 5.34% to 6.55% and maturities extending up to 2010 (2006 — $35,000,000). The FHLB has the option to convert the putable advances
before maturity on any given conversion date to an adjustable rate advance of predetermined index for the remaining term to maturity, at the
FHLB’sdiscretion.



At December 31, 2007, the Corporation maintained acommitted line of credit with an unaffiliated bank under formal agreement that provide for
financing of consumer loans. The maximum committed amount under this credit facility amounted to $86,500,000 at December 31, 2007. The full
amount was drawn under the credit facility at December 31, 2007 and isincluded in Note 14 to the consolidated financial statementsin the category
of repurchase agreements. The interest rate charged on these borrowingsis based on LIBOR plus a spread. This credit facility requires
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compliance with certain financial and non-financial covenants. As of December 31, 2007, the Corporation was in breach of atangible net worth
covenant, but received awritten waiver for the covenant violation. This collateralized credit facility was paid in full in early 2008.

In 2007, the Corporation entered into a master repurchase agreement to finance the loan portfolio of PFH. This agreement provides a maximum
committed amount of $500,000,000 as of December 31, 2007. The full amount, subject to collateralization requirements under the credit line, was
available for use as of such date. The Corporation paid acommitment fee of $5,000,000 during 2007, which is being amortized to interest expense
during the term of the agreement. This agreement has a termination date in November 2008. The interest rate charged is based on LIBOR plusa
spread. This credit facility requires compliance with certain financial and non-financial covenants. As of December 31, 2007, the Corporation wasin
compliance with all financial covenants. Popular, Inc. and Popular North America holding compani es serve as guarantors under the agreement.

Asof December 31, 2006, the Corporation maintained committed lines of credit under formal agreements for the financing of auto, mortgage and
consumer loans. As of such date, the maximum committed amount available under these lines of credit approximated $1,810,000,000, of which
$1,022,847,000 was outstanding. At December 31, 2006, the amount outstanding was distributed in the statement of condition within the categories
of repurchase agreements (Note 14), advances under credit facilities with other institutions (Note 15) and advances under revolving lines of credit
(Note 16). Borrowings under these facilities are collateralized by the related mortgage, consumer or auto loans being financed or their security
interests. These committed lines of credit expired or had renewal datesin 2007.

The Corporation has established a borrowing facility at the discount window of the Federal Reserve Bank of New Y ork. At December 31, 2007,
the borrowing capacity at the discount window approximated $3,004,752,000, which remained unused at December 31, 2007 (2006 - $2,935,472,000).
Thefacility isacollateralized source of credit that is highly reliable even under difficult market conditions. The amount available under thislineis
dependent upon the balance of loans and securities pledged as collateral .

At December 31, 2006, the Corporation and its subsidiary Popular North America had obtained a committed credit facility from a syndicate of
institutions (the lenders). Under this credit facility, which required the payment of facility and utilization fees, the Corporation could have
requested the lenders to extend credit in the form of revolving loans, in an aggregate principal amount at any time outstanding not in excess of
$555,000,000. Thisfacility could had been used for general corporate purposes and also served as a backup facility to the Corporation’s
commercial paper program. As of December 31, 2007, this short-term credit facility had been terminated.

Note18 — Trust preferred securities:

At December 31, 2007 and 2006, the Corporation had established four trusts for the purpose of issuing trust preferred securities (the “ capital
securities”) to the public. The proceeds from such issuances, together with the proceeds of the related i ssuances of common securities of the
trusts (the “common securities”), were used by the trusts to purchase junior subordinated deferrable interest debentures (the “junior subordinated
debentures”) issued by the Corporation. The sole assets of the trusts consisted of the junior subordinated debentures of the Corporation and the
related accrued interest receivable. These trusts are not consolidated by the Corporation under FIN No. 46 (R).

The junior subordinated debentures are included by the Corporation as notes payable in the consolidated statements of condition. The
Corporation also recorded in the caption of other investment securities in the consolidated statements of condition, the common securities issued
by the issuer trusts. The common securities of each trust are wholly-owned, or indirectly wholly-owned, by the Corporation.
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Financial data pertaining to the trusts follows:

(Dollarsin thousands, including reference notes)
Popular North
BanPonce Popular Capital America Capital Popular Capital

Issuer Trust | Trust | Trust | Trust 11
I ssuance date February 1997 October 2003 September 2004  November 2004
Capital securities $ 144,000 $300,000 $250,000 $130,000
Distribution rate 8.327% 6.700% 6.564% 6.125%
Common securities $ 4,640 $ 9,279 $ 7,732 $ 4,021
Junior subordinated
debentures aggregate
liquidation amount $ 148,640 $309,279 $257,732 $134,021
Stated maturity date February 2027  November 2033  September 2034  December 2034
Reference notes (@,(c).(e).(f).(9) (b).(d).(f) (@,(0).(f) (b).(d).(f)

(@ Statutory businesstrust that is wholly-owned by Popular North America (PNA) and indirectly wholly-owned by the Corporation.

(b) Statutory businesstrust that is wholly-owned by the Corporation.

(c) Theobligations of PNA under the junior subordinated debentures and its guarantees of the capital securities under thetrust are fully and
unconditionally guaranteed on a subordinated basis by the Corporation to the extent set forth in the applicable guarantee agreement.

(d) These capital securitiesare fully and unconditionally guaranteed on a subordinated basis by the Corporation to the extent set forth in the

applicable guarantee agreement.

(6) Theoriginal issuance was for $150,000. The Corporation had reacquired $6,000 of the 8.327% capital securities.

(f)  The Corporation has the right, subject to any required prior approval from the Federal Reserve, to redeem after certain dates or upon the
occurrence of certain events mentioned below, the junior subordinated debentures at aredemption price equal to 100% of the principal

amount, plus accrued and unpaid interest to the date of redemption. The maturity of the junior subordinated debentures may be shortened at
the option of the Corporation prior to their stated maturity dates (i) on or after the stated optional redemption dates stipulated in the
agreements, in whole at any time or in part from timeto time, or (ii) in whole, but not in part, at any time within 90 days following the
occurrence and during the continuation of atax event, an investment company event or a capital treatment event as set forth in the
indentures relating to the capital securities, in each case subject to regulatory approval. A capital treatment event would include a changein
the regulatory capital treatment of the capital securities asaresult of the recent accounting changes affecting the criteriafor consolidation of
variable interest entities such asthe trust under FIN 46(R).

(g Sameas(f) above, except that the investment company event does not apply for early redemption.

The Capital Securities of Popular Capital Trust | and Popular Capital Trust Il are traded on the NASDAQ under the symbols “BPOPN” and

“BPOPM”, respectively.

Note 19 — (L 0ss) ear nings per common share:

The following table sets forth the computation of (loss) earnings per common share (“EPS”), basic and diluted, for the years ended December 31:

(In thousands, except share information) 2007 2006 2005
Net (loss) income $ 64493) $ 357,676 $ 540,702
Less: Preferred stock dividends 11,913 11,913 11,913
Net (loss) income applicable to common stock after cumulative effect of accounting

change ($ 76406) $ 345763 $ 528,789
Net (loss) income applicable to common stock before cumulative effect of accounting

change ($ 76406) $ 345763 $ 525182
Average common shares outstanding 279,494,150 278,468,552 267,334,606
Average potential common shares — 235,372 504,412
Average common shares outstanding — assuming dilution 279,494,150 278,703,924 267,839,018
Basic EPS before cumul ative effect of accounting change ($ 027) $ 124 $ 197
Diluted EPS before cumul ative effect of accounting change ($ 027) $ 124 $ 1.96
Basic EPS after cumulative effect of accounting change ($ 027) $ 124 $ 1.98
Diluted EPS after cumulative effect of accounting change ($ 027) $ 124 $ 1.97

Potential common shares consist of common stock issuable under the assumed exercise of stock options and under restricted stock awards,

using the treasury stock method. This method assumes that the potential common shares are issued and the proceeds from exercise, in addition to
the amount of compensation cost attributed to future services, are used to purchase common stock at the exercise date. The difference between
the number of potential sharesissued and the shares purchased is added asincremental sharesto the actual number of shares outstanding to



compute diluted earnings per share. Stock optionsthat result in lower potential sharesissued than shares purchased under the treasury stock
method are not included in the computation of dilutive earnings per share since their inclusion would have an antidilutive effect in earnings per
share.

For year 2007, there were 2,431,830 weighted average antidilutive stock options outstanding (2006 — 1,896,057; 2005 — 1,511,877).

Note 20 — Stockholders' equity:

During the fourth quarter of 2005, existing shareholders of record of the Corporation’s common stock at November 7, 2005 fully subscribed to an
offering of 10,500,000 newly issued shares of Popular, Inc.’s common stock at a price of $21.00 per share under a subscription rights offering. This
offering resulted in $216,326,000 in additional capital, of which $175,271,000 impacted stockholders' equity at December 31, 2005 and the remainder
impacted the Corporation’sfinancial conditioninthe
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first quarter of 2006. As of December 31, 2005, this subscription rights offering resulted in 8,614,620 newly issued shares of common stock; the
remaining 1,885,380 were issued during the first quarter of 2006.

The Corporation has adividend reinvestment and stock purchase plan under which stockholders may reinvest their quarterly dividendsin
shares of common stock at a 5% discount from the average market price at the time of issuance, as well as purchase shares of common stock
directly from the Corporation by making optional cash payments at prevailing market prices.

The Corporation’s authorized preferred stock may be issued in one or more series, and the shares of each series shall have such rights and
preferences as shall be fixed by the Board of Directors when authorizing the issuance of that particular series. The Corporation’s only outstanding
class of preferred stock isits 6.375% noncumul ative monthly income preferred stock, 2003 Series A. These shares of preferred stock are perpetual,
nonconvertible and are redeemable solely at the option of the Corporation beginning on March 31, 2008. The redemption price per shareis $25.50
from March 31, 2008 through March 30, 2009, $25.25 from March 31, 2009 through March 30, 2010 and $25.00 from March 31, 2010 and thereafter.

During the year 2007, cash dividends of $0.64 (2006 — $0.64; 2005 — $0.64) per common share outstanding amounting to $178,938,000 (2006 —
$178,231,000; 2005 — $170,970,000) were declared. In addition, dividends declared on preferred stock amounted to $11,913,000 (2006 — $11,913,000;
2005 —$11,913,000). Dividends payable to shareholders of common stock at December 31, 2007 was $44,849,000 (2006 — $44,614,000; 2005 —
$42,791,000).

The Banking Act of the Commonwealth of Puerto Rico requires that a minimum of 10% of BPPR’s net income for the year be transferred to a
statutory reserve account until such statutory reserve equals the total of paid-in capital on common and preferred stock. Any lossesincurred by a
bank must first be charged to retained earnings and then to the reserve fund. Amounts credited to the reserve fund may not be used to pay
dividends without the prior consent of the Puerto Rico Commissioner of Financial Institutions. The failure to maintain sufficient statutory reserves
would preclude BPPR from paying dividends. BPPR's statutory reserve fund totaled $374,192,000 at December 31, 2007 (2006 —$346,192,000; 2005
— $316,192,000). During 2007, $28,000,000 (2006 — $30,000,000; 2005 — $31,000,000) was transferred to the statutory reserve account. At
December 31, 2007, 2006 and 2005, BPPR was in compliance with the statutory reserve requirement.

Note 21 — Regulatory capital requirements:

The Corporation and its banking subsidiaries are subject to various regulatory capital requirementsimposed by the federal banking agencies.
Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by regulatorsthat, if
undertaken, could have a direct material effect on the Corporation’s consolidated financial statements. Under capital adequacy guidelines and the
regulatory framework for prompt corrective action, the Federal Reserve Bank and the other bank regulators have adopted quantitative measures
which assign risk weightings to assets and off-balance sheet items and al so define and set minimum regulatory capital requirements. The

regul ations define well-capitalized levels of Tier I, total capital and Tier | leverage of 6%, 10% and 5%, respectively. Management has determined
that as of December 31, 2007 and 2006, the Corporation exceeded all capital adequacy requirementsto which it is subject.

At December 31, 2007 and 2006, BPPR, BPNA and Banco Popular, National Association (BP, N.A.) were well-capitalized under the regulatory
framework for prompt corrective action, and there are no conditions or events since December 31, 2007 that management believes have changed
theinstitutions’ category.

The adjustment to capital asaresult of the adoption of SFAS No. 158 on December 31, 2006 did not impact the regulatory capital ratios of the
Corporation or any of its banking subsidiaries. In December 2006, regulatory agencies announced an interim decision that SFAS No. 158 would not
affect regulatory capital of banking organizations. Thisisthe position taken by the Corporation until the agenciesissue thefinal rules.

The Corporation has been designated by the Federal Reserve Board as a Financial Holding Company (“FHC") and is eligible to engagein
certain financial activities permitted under the Gramm-Leach-Bliley Act of 1999. FHC status is subject to certain requirementsincluding
maintenance of the Corporation’s banking subsidiaries’ status as being well-capitalized and well managed and maintaining satisfactory CRA
(“Community Reinvestment Act”) ratings. There are no conditions or events since December 31, 2006 that management believes have changed the
Corporation’s FHC status.
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The Corporation’s risk-based capital and leverage ratios at December 31, were asfollows:

Actual Capital adequacy minimum
requirement
(Dollars in thousands) Amount Ratio Amount Ratio
2007
Total Capital (to Risk-Weighted Assets):
Corporation $ 3,778,264 11.38% $ 2,656,781 8%
BPPR 2,173,648 11.15 1,559,039 8
BPNA 1,103,117 10.32 855,338 8
Tier | Capital (to Risk-Weighted Assets):
Corporation $ 3,361,132 10.12% $ 1,328,391 4%
BPPR 1,498,030 7.69 779,519 4
BPNA 976,878 9.14 427,669 4
Tier | Capital (to Average Assets):
Corporation $ 3,361,132 7.33% $ 1,375,270 3%
1,833,694 4
BPPR 1,498,030 5.82 772,414 3
1,029,886 4
BPNA 976,878 7.55 388,233 3
517,644 4
Actual Capital adequacy minimum
requirement
(Dollars in thousands) Amount Ratio Amount Ratio
2006
Total Capital (to Risk-Weighted Assets):
Corporation $4,169,451 11.86% $2,811,418 8%
BPPR 2,362,713 12.81 1,475,460 8
BPNA 1,032,555 11.04 748,329 8
Tier | Capital (to Risk-Weighted Assets):
Corporation $3,727,860 10.61% $1,405,709 4%
BPPR 1,700,583 9.22 737,730 4
BPNA 944,506 10.10 374,165 4
Tier | Capital (to Average Assets):
Corporation $3,727,860 8.05% $1,389,915 3%
1,853,220 4
BPPR 1,700,583 6.90 739,850 3
986,467 4
BPNA 944,506 791 358,115 3
477,486 4

The following table also presents the minimum amounts and ratios for the Corporation’s banks to be categorized as well-capitalized under
prompt corrective action:

(Dollars in thousands) 2007 2006

Amount Ratio Amount Ratio
Total Capital (to Risk-Weighted Assets):
BPPR $1,948,798 10% $1,844,325 10%
BPNA 1,069,173 10 935,412 10

Tier | Capital (to Risk-Weighted Assets):
BPPR $1,169,279 6% $1,106,595 6%
BPNA 641,504 6 561,247 6



Tier | Capital (to Average Assets):
BPPR $1,287,357 5% $1,233,083 5%
BPNA 647,055 5 596,858 5

Note 22 — Servicing assets:

The Corporation recognizes as assets the rights to service loans for others, whether these rights are purchased or result from asset transfers (sales
and securitizations). Commencing in 2007 and in accordance with SFAS No. 156, the Corporation no longer records servicing rightsin connection
with on-bal ance sheet mortgage loan securitizations.

Effective January 1, 2007, under SFAS No. 156, the Corporation identified servicing rights related to residential mortgage loans as a class of
servicing rights and elected to apply fair value accounting to these mortgage servicing rights (“MSRS"). These M SRs are segregated between
loans serviced by PFH and by the Corporation’s banking subsidiaries. Fair value determination is performed on a subsidiary basis, with
assumptions varying in accordance with the types of assets or markets served (i.e. PFH -primarily subprime mortgage loans vs. banking
subsidiaries —primarily conforming loans).

Classes of servicing rights were determined based on the different markets or types of assets served. Management also considered trendsin the
markets and el ections by other major participants in the industries served in determining the accounting methodol ogy to be followed for the
different types of servicing rights.

Under the fair value accounting method of SFAS No. 156, purchased M SRs and M SRs resulting from asset transfers are capitalized and carried
at fair value. Prior to the adoption of SFAS No. 156, the Corporation capitalized purchased residential MSRs at cost, and M SRs from asset transfers
based on the relative fair value of the servicing right and the residential mortgage |oan at
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the time of sale. Prior to SFAS No. 156, both purchased M SRs and M SRs from asset transfers were accounted for at quarter-end at the lower of
cost or market value.

Effective January 1, 2007, upon the remeasurement of the MSRs at fair value in accordance with SFAS No. 156, the Corporation recorded a
cumulative effect adjustment to increase the 2007 beginning balance of M SRs by $15,330,000, which resulted in a$9,574,000, net of tax, increasein
the retained earnings account of stockholders' equity. The table below reconciles the balance of MSRs as of December 31, 2006 and January 1,
2007.

Banking subsidiaries PFH
(In thousands) Residentia MSRs Residentia MSRs Total
Balance at December 31, 2006 $77,801 $82,338 $160,139
Remeasurement upon adoption of SFAS No. 156 (@) 13,630 1,700 15,330
Balance at January 1, 2007 $91,431 $84,038 $175,469

(@ Theremeasurement effect, net of deferred taxes, amounted to $9.6 million on a consolidated basis.

At the end of each quarter, the Corporation uses a discounted cash flow model to estimate the fair value of MSRs, which is benchmarked
against third party opinions of fair value. The discounted cash flow model incorporates assumptions that market participants would usein
estimating future net servicing income, including estimates of prepayment speeds, discount rate, cost to service, escrow account earnings,
contractural servicing feeincome, prepayment and late fees, among other considerations. The Corporation uses assumptions in the model that it
believes are comparabl e to those used by brokers or other service providers. Refer to Note 23 to the consolidated financial statementsfor
information on assumptions used in the valuation model of M SRs as of December 31, 2007.

The changes in mortgage servicing assets for the year ended December 31, 2007 were as follows:

Banking subsidiaries PFH

(In thousands) Residentia MSRs Residentia MSRs Total

Fair value at January 1, 2007 $ 91,431 $ 84,038 $175,469
Purchases 4,256 22,251 26,507
Servicing from securitizations or asset transfers 22,817 26,048 48,865
Changes due to payments on loans (1) (9,117) (35,516) (44,633)
Changesin fair value due to changes in valuation model inputs or assumptions 1,213 (15,743) (14,530)
Other changes 12 (66) (54)
Fair value at December 31, 2007 $110,612 $ 81,012 $191,624

(1) Represents changes dueto collection / realization of expected cash flows over time.

Residential mortgage loans serviced for others were $20,509,655,000 at December 31, 2007 (2006 —$13,267,700,000; 2005 — $9,164,361,000).
The changesin amortized MSR'’ s for the years ended December 31, 2006 and 2005 were asfollows:

(In thousands) 2006 2005

Balance at beginning of year $137,701 $ 54,326
Rights originated 62,877 103,092
Rights purchased 23,769 5,039
Amortization (63,202) (24,756)
Balance at end of year 161,145 137,701
Less: Valuation allowance 1,006 951
Balance at end of year, net of valuation allowance $160,139 $136,750
Fair value at end of year $175,469 $150,627

Included in the table above were $11,207,000 in rights originated and $2,796,000 in amortization corresponding to the activity for the month of
December 2005 for PFH, which changed itsfiscal year in thefirst quarter of 2006, as described in Note 1 to the consolidated financial statements.

The activity in the valuation allowance for impai rment of recognized servicing assets for the years ended December 31, 2006 and 2005 was as
follows:

(In thousands) 2006 2005
Balance at beginning of year $ 951 $ 920
Additions charged to operations 536 362
Reductions credited to operations (481) (331)
Balance at end of year $1,006 $ 951

Net mortgage servicing fees, acomponent of other service feesin the consolidated statement of income, include the changes from period to
period in fair value of the MSRs, which may result from changes in the valuation model inputs or assumptions (principally reflecting changesin
discount rates and prepayment speed assumptions) and other changes, representing changes due to collection / realization of expected cash flow.
Prior to the adoption of SFAS No. 156, the Corporation carried residential M SRs at the lower cost of market, with amortization of M SRs and
changesin the M SRs valuation allowance recognized in net mortgage servicing fees.






Table of Contents

Popular, Inc. | 2007 | Annual Report 115

The changes in servicing rights associated with Small Business Administration (“SBA”) commercial loans, the other class of servicing assets
held by the Corporation, will continue to be accounted for at the lower of cost or market method as follows:

(In thousands) 2007 2006 2005

Balance at beginning of year $ 4,860 $4,739 $ 3,777
Rights originated 2,051 2,534 1,972
Rights purchased 3 — —
Amortization (1,893) (2,413) (1,010)
Balance at end of year $ 5,021 $ 4,860 $4,739
Less: Valuation allowance — — —
Balance at end of year, net of valuation allowance $ 5,021 $ 4,860 $4,739
Fair value at end of year $ 7,324 $ 7,705 $ 7,200

SBA loans serviced for others were $527,241,000 at December 31, 2007 (2006-$477,869,000; 2005-$367,352,000).

Note 23 — Retained interestson transfers of financial assets:

During the years ended December 31, 2007 and 2006, the Corporation retained servicing responsibilities and other residual interests on various
securitization transactions and whole loan sales of residential mortgage and commercial loans performed by various subsidiaries. Valuation
methodol ogies used in determining the fair value of the retained interests, including servicing assets and residual assets, are disclosed in Note 1 to
the consolidated financial statements.

Popular Financial Holdings

During 2007 and 2006, the Corporation, through its subsidiary PFH, retained mortgage servicing rights (“MSRs”) and residual interests on
mortgage loan securitizations.

During 2007, the Corporation conducted one off-balance sheet asset securitization that involved the transfer of mortgage loansto aqualifying
special purpose entity (“QSPE”), which in turn transferred these assets and their titlesto different trusts, thusisolating those loans from the
Corporation’ s assets. Approximately $460,767,000 in adjustable (“ ARM”) and fixed-rate loans were securitized and sold by PFH during 2007 as part
of this off-balance sheet asset securitization and PFH realized a gain on sale of approximately $13,466,000. As part of this transaction, the
Corporation initially recognized M SRs of $8,040,000 and residual interests of $4,667,000. Also, in December 2007, the Corporation completed the
recharacterization of certain on-balance sheet securitizations that allowed the Corporation to recognize the transactions as sales under SFAS
No. 140.

From 2001 through 2006, the Corporation conducted 21 mortgage |oan securitizations that were sales for legal purposes but did not qualify for
sale accounting treatment at the time of inception because the securitization trusts did not meet the criteriafor QSPES contained in SFAS No. 140.
Asaresult, the transfers of the mortgage loans pursuant to these securitizations were initially accounted for as secured borrowings with the
mortgage |oans continuing to be reflected as assets on the Corporation’s consolidated statement of financial condition with appropriate footnote
disclosure indicating that the mortgage loans were, for legal purposes, sold to the securitization trusts.

As part of the Corporation’s strategy of exiting the subprime business at PFH and improving the Corporation’s capital ratios, on December 19,
2007, PFH and the trustee for each of the related securitization trusts amended the provisions of the related pooling and servicing agreements to
delete the discretionary provisionsthat prevented the Corporation from removing the loans from its accounting books. These changesin the
primary discretionary provisionsincluded:

. deleting the provision that grants the servicer “ sole discretion” to have the right to purchase for its own account or for resale from the
trust fund any loan which is 91 days or more delinquent;

. deleting the provision that grants the servicer (PFH) “sole discretion” to sell loans with respect to which it believes default isimminent;

. deleting the provision that grants the servicer “ sole discretion” to determine whether an immediate sale of areal estate owned (“REQO”)
property or continued management of such REO property isin the best interest of the certificateholders; and

. deleting the provision that grants the residual holder (PFH) to direct the trustee to acquire derivatives post closing.

The Corporation obtained alegal opinion which among other considerationsindicated that each amendment (a) is authorized or permitted under
the pooling and servicing agreement related to such amendment, and (b) will not adversely affect in any material respect the interests of any
certificateholders covered by the related pooling and servicing agreement.

The amendments to the provisions of the pooling and servicing agreement allowed the Corporation to recognize 16 out of the 21 transactions as
sales under SFAS No. 140. When accounting for the transfers as sales, the Corporation (i) reclassified the |oans as held-for-sale with the
corresponding lower of cost or market adjustment as of the date of the transfer, (ii) removed from the Corporation’ s books approximately
$3,221,003,000 in mortgage loans and $3,083,259,000 in related liabilities representing secured borrowings, (iii) recognized assets referred to as
residual interests, which represent the fair value of residual interest certificates that were issued by the securitization trusts and retained by PFH,
and (iv) recognized mortgage servicing rights, which represent the fair value of PFH’sright to continue to service the mortgage loans transferred
to the securitization trusts. As part of the recharacterization, the Corporation recognized residual
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interests of $38,308,000 and M SRs of $18,008,000. The Corporation had previously recorded MSRsin several of these securitization transactions
and their outstanding fair value approximated $17,505,000 at December 31, 2007. The impact of the recharacterization transaction was a pre-tax loss
of $90,143,000, which isincluded in the caption “ (L oss) gain on sale of loans and valuation adjustments on loans held-for-sale” in the consolidated
statement of income.

During 2006, the Corporation conducted three off-bal ance sheet asset securitizations that involved the transfer of mortgage |oans to QSPES.
Approximately $1,024,633,000 in ARM and fixed-rate |oans were securitized and sold by PFH during 2006, with again on sale of approximately
$18,849,000. As part of these transactions, the Corporation initially recognized MSRs of $18,542,000 and residual interests of $36,927,000.

When the Corporation transfers financial assets and the transfer fails any one of the SFAS No. 140 criteria, the Corporation is not permitted to
derecognize the transferred financial assets and the transaction is accounted for as a secured borrowing (“ on-balance sheet securitization”). The
loans areincluded in Note 8 as pledged |oans held-in-portfolio.

The Corporation did not execute any on-balance sheet securitization during 2007. During 2006, the Corporation completed three on-balance
sheet securitizations consisting of approximately $1,163,619,000 in adjustable and fixed-rate nonprime mortgage loans. As part of these
transactions, the Corporation recognized MSRs of $16,521,000.

Under SFAS No. 140, interest-only strips, retained interestsin securitizations or other financial assets that can contractually be prepaid or
otherwise settled in such away that the holder would not recover substantially all of itsinvestment shall be subsequently measured like
investmentsin debt securities classified as avail able-for-sale or trading under SFAS No. 115.

Residual interests retained as part of off-balance sheet securitizations of subprime mortgage loans prior to 2006 had been classified as
investment securities avail able-for-sale and are presented at fair value in the consolidated statements of condition. PFH’sresidual interests
classified as available-for-sale as of December 31, 2007 amounted to $4,812,000 (2006 —$49,413,000). The Corporation reviewsthe residual interests
for potential impairment on a quarterly basis and recordsimpairment in accordance with SFAS No. 115 and EITF 99-20. Management’s basisin
determining when these securities must be written down to fair value due to other-than-temporary impairment is based on EITF 99-20. Whenever
the current fair value of the residual interests classified as available-for-sale is lower than its current amortized cost, management evaluates to seeif
an impairment charge for the deficiency isrequired to be taken through earnings. If there has been an adverse change in estimated cash flows
(considering both the timing and amount of flows), then residual interest security iswritten down to fair value, which becomes the new amortized
cost basis. The Corporation recognized other-than-temporary impairment |osses on these residual interests of $45,379,000 for the year ended
December 31, 2007 (2006 — $17,761,000) and are classified as part of net gain (loss) on sale and valuation adjustment of investment securitiesin
the consolidated statement of income. During 2007, al declinesin fair value in residual interests classified as available-for-sal e have been
considered other-than-temporary.

Commencing in January 2006 and as permitted by accounting guidance, the residual interests derived from newly-issued PFH’s off-balance
sheet securitizations and from the recharacterization previously described, were accounted as trading securities. Management’s determination to
prospectively classify the residual interests as trading securities was driven by accounting considerations and not by intent to actively trade these
assets. Trading securities are marked-to-market through earnings (favorable and unfavorabl e val ue changes) as opposed to available-for-sale
securitiesin which the changes in value are recorded as unrealized gains (losses) through equity, unless unfavorabl e changes are considered
other-than-temporary. The fair value determinations for residual interests classified as trading securities are also performed on aquarterly basis.
Any valuation adjustment related to these particular residual interestsisreflected in earnings asit occurs and is recorded as part of trading
account profit (loss) in the consolidated statements of operations. Residual interests from PFH’s securitizations and recharacterization accounted
for astrading securities amounted to $40,197,000 at December 31, 2007 (2006 — $36,552,000). The Corporation recognized trading losses on these
residual interests of $39,661,000 for the year ended December 31, 2007 (2006 — $970,000).

PFH receives average annual servicing fees based on a percentage of the outstanding loan balance. In 2007, those average fees were 0.50% for
mortgage loans (2006 - 0.50%).
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Key economic assumptions used in measuring the retained interests at the date of the securitization and recharacterization transactions
completed during the year ended December 31, 2007 were:

MSRs
Residual Fixed-rate ARM
interests loans loans
Average prepayment speed 20.7% to 28% 20.7% to 28% 30% to 35%
(Fixed-rate |oans)
30% to 35%
(ARM loans)
Weighted average life of collateral (inyears) 6.8 years 4.2 years 2.6 years
Cumulative credit |osses 4.21%t0 13.13% — —
Discount rate (annual rate) 25%t0 40% 17% 17%

In connection with the securitizations, PFH’ s retained interests are subordinated to investors' interests. Their valueis subject to credit,
prepayment and interest rate risks on the transferred financial assets. The securitization related assets recorded in the statements of condition at
year-end were asfollows:

(In thousands) 2007 2006

Residual interests $ 45,009 $85,965
MSRs 58,578 67,855
Servicing advances 167,610 42 617

At December 31, 2007 and 2006, key economic assumptions used to estimate the fair value of the residual interests and M SRs derived from
PFH’ s securitizations and the sensitivity of residual cash flowsto immediate changes in those assumptions were as follows:

December 31, 2007

MSRs
Residual Fixed-rate ARM
(Dollars in thousands) interests loans loans
Carrying amount of retained interests $ 45,009 $ 47,243 $ 11,335
Fair value of retained interests $ 45,009 $ 47,243 $ 11,335
Weighted average collateral life (in years) 7.6 years 4.3 years 2.6 years
Weighted average prepayment speed (annual rate) 20.7% (Fixed-rate loans) 20.7% 30.0%

30% (ARM loans)

Impact on fair value of 10% adverse change $ 5,031 $ (192 $ 272

Impact on fair value of 20% adverse change $ 6,766 $ (886) $ 688
Weighted average discount rate (annual rate) 40.0% 17.0% 17.0%

Impact on fair value of 10% adverse change $ (2,884) $ (1,466) $ (229

Impact on fair value of 20% adverse change $ (5,427) $ (2,846) $  (441)
Cumulative credit losses 3.35% t0 11.03% — —

Impact on fair value of 10% adverse change $ (8,829) — —

$

Impact on fair value of 20% adverse change (15,950) — —
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December 31, 2006
MSRs
Residual Fixed-rate ARM
(Dollars in thousands) interests loans loans
Carrying amount of retained interests $85,965 $38,017 $29,838
Fair value of retained interests $85,965 $37,815 $32,212
Weighted average collateral life (in years) 3.2 years 3.1years 2.1 years
Weighted average prepayment speed (annual rate) 28% (Fixed-rate |oans)
35% (ARM loans) 28% 35%
Impact on fair value of 10% adverse change $(5,543) $ 210 $ (149)
Impact on fair value of 20% adverse change $(9,284) $ 234 $ (200)
Weighted average discount rate (annual rate) 17% 16% 16%
Impact on fair value of 10% adverse change $(4,172) $ (901) $ (542
Impact on fair value of 20% adverse change $(8,081) $(1,761) $(1,060)
Cumulative credit losses 1.28%to 3.19% — —
Impact on fair value of 10% adverse change $(4,792) — —
Impact on fair value of 20% adverse change $(9,558) — —

PFH, as servicer, collects prepayment penalties on a substantial portion of the underlying serviced loans. As such, an adverse changein the
prepayment assumptions with respect to the M SRs could be partially offset by the benefit derived from the prepayment penalties estimated to be

collected.

The amountsincluded in the tables above exclude any purchased M SRs since these assets were not derived from securitizations or loan sales

executed by the Corporation.

Certain cash flows received from and paid to securitization trusts for the years ended December 31, 2007 and 2006, included:

(In thousands) 2007 2006

Servicing fees received $ 18,115 $20,440
Servicing advances, net of repayments 124,993 8,726
Other cash flows received on retained interests 19,899 25,250

Banking subsidiaries

In addition, the Corporation’s banking subsidiaries retain servicing responsibilities on the sale of wholesale mortgage |oans and |oans guaranteed
by the Small Business Administration (“SBA”). Also, servicing responsibilities are retained under pooling / selling arrangements of mortgage
loans into mortgage-backed securities, primarily GNMA and FNMA securities. Substantially all mortgage |oans securitized by the banking
subsidiaries have fixed rates. Under these servicing agreements, the banking subsidiaries do not earn significant prepayment penalties on the

underlying loans serviced.

Gains of $21,092,000 and $42,672,000 were realized by the banking subsidiaries on the securitization transactions that met the sale criteria under
SFAS No. 140 and the whole loan sales involving retained interests, which took place in 2007 and 2006, respectively.

The banking subsidiaries receive average annual servicing fees based on a percentage of the outstanding loan balance. In 2007, those weighted
average fees were 0.26% for mortgage loans (2006 — 0.27%) and 1.07% for SBA loans (2006 — 1.10%).

Key economic assumptions used in measuring the servicing rights retained at the date of the securitizations and whole |oan sales by the

banking subsidiaries were:

Residential Mortgage SBA
Loans Loans
2007 2006 2007 2006
Prepayment speed 9.5% 13.9% 18.3% 17.0%
Weighted average life (in years) 10.6 years 8.3 years 3.0years 3.3years
Discount rate (annual rate) 10.7% 10.2% 13.0% 13.0%

At December 31, 2007 and 2006, key economic assumptions used to estimate the fair value of servicing rights derived from transactions
performed by the banking subsidiaries and the sensitivity of residual cash flows to immediate changes in those assumptions were as follows:

December 31, 2007

Residential
(Dollars in thousands) Mortgage Loans SBA Loans
Carrying amount of retained interests $ 86,453 $5,021
Fair value of retained interests $ 86,453 $7,324



Weighted average life (in years) 125 years 3.0years
Weighted average prepayment speed (annual rate) 8.0% 18.3%
Impact on fair value of 10% adverse change ($1,983) ($348)
Impact on fair value of 20% adverse change ($3,902) ($706)
Weighted average discount rate (annual rate) 10.83% 13.00%
Impact on fair value of 10% adverse change ($2,980) ($209)
Impact on fair value of 20% adverse change ($5,795) ($427)
December 31, 2006
Residential
(Dollars in thousands) Mortgage Loans SBA Loans
Carrying amount of retained interests $ 62,784 $4,860
Fair value of retained interests $ 73,332 $7,705
Weighted average life (in years) 9.2 years 3.3years
Weighted average prepayment speed (annual rate) 14.0% 17.0%
Impact on fair value of 10% adverse change ($1,868) ($355)
Impact on fair value of 20% adverse change ($4,151) ($724)
Weighted average discount rate (annual rate) 10.3% 13.0%
Impact on fair value of 10% adverse change ($2,142) ($235)
Impact on fair value of 20% adverse change ($4,200) ($479)
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The amounts of M SRs presented in the table above exclude purchased M SRs.

The expected credit losses for the residential mortgage |oans securitized / sold are minimal. Also, no credit |osses are anticipated on the retained

servicing assets derived from the sale of SBA |oans since the participation sold is substantially guaranteed by SBA.

The sensitivity analyses presented in the tables above for residual interests and servicing rights of PFH and the banking subsidiaries are
hypothetical and should be used with caution. Asthe figuresindicate, changesin fair value based on a 10 and 20 percent variation in assumptions
generally cannot be extrapolated because the relationship of the change in assumption to the change in fair value may not belinear. Also, in the
sensitivity tablesincluded herein, the effect of avariation in a particular assumption on the fair value of the retained interest is cal culated without
changing any other assumption; in reality, changes in one factor may result in changesin another (for example, increasesin market interest rates

may result in lower prepayments and increased credit |osses), which might magnify or counteract the sensitivities.

Quantitative information about delinquencies, net credit losses, and components of securitized financial assets and other assets managed
together with them by the Corporation for the years ended December 31, 2007 and 2006, were as follows:

2007
Total principal Principal amount
amount of loans, 60 days or more Net credit
(In thousands) net of unearned past due losses
L oans (owned and managed):
Commercia $15,746,646 $ 478,067 $ 78,557
L easefinancing 1,164,439 18,653 15,027
Mortgage 16,026,827 1,325,228 160,319
Consumer 5,684,600 141,142 186,173
Less:
L oans securitized / sold (8,711,510) (760,931) (16,979)
Loans held-for-sale (1,889,546) — —
L oans held-in-portfolio $28,021,456 $1,202,159 $423,097
2006
Total principal Principal amount
amount of loans, 60 days or more Net credit
(In thousands) net of unearned past due losses
L oans (owned and managed):
Commercia $ $14,599,245 $ 186,257 $ 38,322
L easefinancing 1,226,490 35,083 13,883
Mortgage 17,083,839 927,036 67,478
Consumer 5,278,456 117,976 118,906
Less:
L oans securitized / sold (5,451,091) (204,701) (8,844)
Loans held-for-sale (719,922) — —
L oans held-in-portfolio $32,017,017 $1,061,651 $229,745

Under the GNMA securitizations, the Corporation, as servicer, hasthe right to repurchase, at its option and without GNMA’s prior
authorization, any loan that is collateral for aGNMA guaranteed mortgage-backed security when certain delinguency criteriaare met. At thetime
that individual loans meet GNMA's specified delinquency criteriaand are eligible for repurchase, the Corporation is deemed to have regained
effective control over theseloans. At December 31, 2007, the Corporation had recorded $41,564,000 in mortgage loans under this buy-back option
program (2006 — $24,822,000).

Note 24 — Employee benéefits:

Pension and benefit restoration plans

Certain employees of BPPR and BPNA are covered by non-contributory defined benefit pension plans. Pension benefits are based on age, years of
credited service, and final average compensation.

BPPR'’s non-contributory, defined benefit retirement plan is currently closed to new hires and to employees who as of December 31, 2005 were
under 30 years of age or were credited with lessthan 10 years of benefit service. The retirement plan’s benefit formulais based on a percentage of
average final compensation and years of service. Normal retirement age under the retirement plansis age 65 with 5 years of service. Pension costs
are funded in accordance with minimum funding standards under the Employee Retirement Income Security Act of 1974 (“ERISA”). Benefits under
the BPPR retirement plan are subject to the U.S. Internal Revenue Code limits on compensation and benefits. Benefits under restoration plans
restore benefits to selected employees that are limited under the retirement plan due to U.S. Internal Revenue Code limits and a compensation
definition that excludes amounts deferred pursuant to nonqualified arrangements.

Effective April 1, 2007, the Corporation froze its non-contributory, defined benefit retirement plan, which covered substantially all salaried
employees of BPNA hired before June 30, 2004. This plan was in the process of termination on December 31, 2007. These actionswere also
applicableto the related plan that restored benefits to sel ect employees that were limited under the retirement plan.

The Corporation’s funding policy isto make annual contributions to the plansin amounts which fully provide for all benefits as they become



due under the plans.

The Corporation’s pension fund investment strategy isto invest in a prudent manner for the exclusive purpose of providing benefitsto
participants. A well defined internal structure has been established to develop and implement arisk-controlled investment strategy that istargeted
to produce atotal return that, when combined with the bank’s contributions to the fund, will maintain the fund’s ability to meet all required benefit
obligations. Risk is controlled through diversification of asset types, such as
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investments in domestic and international equities and fixed income.

Equity investments include various types of stock and index funds. Also, this category includes Popular, Inc.’s common stock. Fixed income
investmentsinclude U.S. Government securities and other U.S. agencies obligations, corporate bonds, mortgage loans, mortgage-backed
securities and index funds, among others. A designated committee, with the assistance of an external consultant, periodically reviewsthe
performance of the pension plans’ investments and assets allocation. The Trustee and the money managers are allowed to exercise investment
discretion, subject to limitations established by the pension plans’ investment policies. The plans forbid money managersto enter into derivative
transactions, unless approved by the Trustee.

The overall expected long-term rate-of-return-on-assets assumption reflects the average rate of earnings expected on the fundsinvested or to
be invested to provide for the benefitsincluded in the benefit obligation. The assumption has been determined by reflecting expectations
regarding future rates of return for the plan assets, with consideration given to the distribution of the investments by asset class and historical
rates of return for each individual asset class. Thisprocessis reeval uated at least on an annual basis and if market, actuarial and economic
conditions change, adjustmentsto the rate of return may come into place.

The plans weighted-average asset allocations at December 31, by asset category were as follows:

2007 2006
Equity securities 69% 67%
Fixed income securities 31 31
Other — 2

100% 100%

The plans' target allocation for 2007 and 2006, by asset category, approximated 70% in equity securities and 30% in debt securities.

At December 31, 2007, these plansincluded 2,745,720 shares (2006 — 2,745,720) of the Corporation’s common stock with a market value of
approximately $29,105,000 (2006 -$49,286,000). Dividends paid on shares of the Corporation’s common stock held by the plan during 2007
amounted to $1,757,000 (2006 — $1,757,000).

Asindicated in Note 1, the Corporation adopted SFAS No. 158 as of December 31, 2006. Under SFAS No. 158 each overfunded planis
recognized as an asset and each underfunded plan is recognized as aliability. Theinitial impact of the standard due to unrecognized prior service
costs or credits and net actuarial gains or losses aswell as subsequent changes in the funded status was recognized as a component of
accumulated comprehensive lossin stockholders’ equity. Additional minimum pension liabilities (“AMPL") and related intangibl e assets were also
derecognized upon adoption of the new standard. The following table summarizes the effect of required changesin the AMPL as of December 31,
2006 prior to the adoption of SFAS No. 158 aswell astheimpact of the initial adoption of SFAS No. 158.

Pension Plans:

December 31, December 31,
2006 prior 2006 Post
AMPL and SFAS AMPL and
SFAS No. 158 AMPL No. 158 SFAS No. 158
(In thousands) Adjustments Adjustment Adjustment Adjustment
Prepaid pension costs $21,071 — ($21,071) —
Benefit liabilities (4,595) — (28,007) ($32,602)
Accumulated other comprehensive loss — — 49,078 49,078

Benefit Restoration Plans:

December 31, December 31,
2006 prior to 2006 Post
AMPL and SFAS AMPL and
SFAS No. 158 AMPL No. 158 SFAS No. 158
(In thousands) Adjustments Adjustment Adjustment Adjustment
Prepaid pension costs $ 2,057 — ($2,057) —
Benefit liabilities (5,634) — (6,507) ($12,141)

Accumulated other comprehensive loss 2,354 $1,539 8,564 12,457
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The following table sets forth the aggregate status of the plans and the amounts recognized in the consolidated financial statements at
December 31:

Benefit
Pension Plans Restoration Plans Total
(In thousands) 2007
Changein benefit obligation:

Benefit obligation at beginning of year $ 569,457 $ 29,619 $ 599,076
Service cost 11,023 898 11,921
Interest cost 31,850 1,677 33,527
Curtailment gain (1,291) (334) (1,625)
Actuarial (gain) loss (30,314) (2,5112) (32,825)
Benefits paid (25,392) (284) (25,676)
Benefit obligations at end of year $ 555,333 $ 29,065 $ 584,398

Change in plan assets:
Fair value of plan assets at beginning of year $ 536,856 $ 17477 $ 554,333
Actual return on plan assets 13,624 2,053 15,677
Employer contributions 1,002 1,154 2,156
Benefits paid (25,392) (284) (25,676)
Fair value of plan assets at end of year $ 526,090 $ 20,400 $ 546,490
Amounts recognized in accumul ated other comprehensive loss under SFAS No. 158:
Net prior service cost $ 1130 ($356) $ 774
Net loss 44,879 8,709 53,588
Accumulated other comprehensive loss (AOCL) $ 46,009 $ 8353 $ 54,362
Reconciliation of net (liability) / asset:
Net (liability) / asset at beginning of year ($32,602) ($12,141) ($44,743)
Amount recognized in AOCL at beginning of year, pre-tax 49,078 12,457 61,535
(Accrual) / prepaid at beginning of year 16,476 316 16,792
Net periodic benefit (cost) / income (959) (2,040) (2,999)
Additional benefit (cost) / income 247 258 505
Contributions 1,002 1,154 2,156
(Accrual) / prepaid at end of year 16,766 (312 16,454
Amount recognized in AOCL (46,009) (8,353) (54,362)
Net (liability) / asset at end of year ($29,243) ($8,665) ($37,908)
Accumulated benefit obligation $ 512,238 $ 24,438 $ 536,676
Benefit
Pension Plans Restoration Plans Total
(In thousands) 2006
Changein benefit obligation:

Benefit obligation at beginning of year $ 567,154 $ 29,316 $ 596,470
Service cost 12,509 1,047 13,556
Interest cost 30,558 1,601 32,159
Actuarial (gain) loss (18,265) (983) (19,248)
Benefits paid (23,561) (300) (23,861)
Transfer of obligation* 1,062 (1,062) —
Benefit obligations at end of year $ 569,457 $ 29,619 $ 599,076

Changein plan assets:
Fair value of plan assets at beginning of year $ 509,457 $ 12,259 $ 521,716
Actual return on plan assets 49,037 (20) 49,017
Employer contributions 1,923 5,538 7,461
Benefits paid (23,561) (300) (23,861)
Fair value of plan assets at end of year $ 536,856 $ 17,477 $ 554,333
Amounts recognized in accumulated other comprehensive loss under SFAS No. 158:
Net prior service cost $ 1340 ($412) $ 928
Net loss 47,738 12,869 60,607
Accumulated other comprehensive loss $ 49,078 $ 12,457 $ 61,535
Reconciliation of net (liability) asset:
Net (liability) asset at beginning of year $ 20,485 ($3,228) $ 17,257
Net periodic benefit cost (5,289) (2,637) (7,926)

Contributions 1,923 5,538 7,461



Amount recognized in AOCL (49,078) (12,457) (61,535)

Transfer of unrecognized amounts* (643) 643 —
Net (liability) asset at end of year ($32,602) ($12,141) ($44,743)
Accumulated benefit obligation $ 504,976 $ 20,801 $ 525,777

*

Benefit obligations were transferred from the benefit restoration plans to the qualified retirement plan due to removal of the compensation
limit “sunset provisions” under the Pension Protection Act of 2006. Pro-rata amounts of the unrecognized prior service costs and | osses
were also transferred.

Of thetotal liabilities of the pension plans and benefit restoration plans as of December 31, 2007, approximately $3,459,000 and $294,000,
respectively, were considered current liabilities.
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The change in accumul ated other comprehensive loss (“AOCL"), pre-tax for the plans was as follows:

Benefit

(In thousands) Pension Plans Restoration Plans Total
Accumulated other comprehensive loss at January 1, 2007 $49,078 $12,457 $61,535
Increase (decrease) in AOCL.:
Recognized during the year:

Prior service (cost) / credit (210) 56 (154)

Actuarial (losses) / gains 250 (736) (486)
Ocurring during the year:

Net actuarial losses/ (gains) (3,109) (3,424) (6,533)
Total decreasein AOCL (3,069) (4,104) (7,173)
Accumulated other comprehensive loss at December 31, 2007 $46,009 $ 8,353 $54,362

The amountsin accumulated other comprehensive loss that are expected to be recognized as components of net periodic benefit cost
(credit) during 2008 are asfollows:

(In thousands) Pension Plans  Benefit Restoration Plans
Net prior service cost (credit) $ 266 ($53)
Net loss (250) 686

Information for plans with an accumul ated benefit obligation in excess of plan assets for the years ended December 31, follows:

Benefit
(In thousands) Pension Plans Restoration Plans
2007 2006 2007 2006
Projected benefit obligation $13,075 $13,721 $29,065 $29,619
Accumulated benefit obligation 13,075 9,318 24,438 20,801
Fair value of plan assets 9,616 8,075 20,400 17,477

Information for plans with plan assetsin excess of the accumulated benefit obligation for the years ended December 31, follows:

Pension Plans

(In thousands) 2007 2006

Projected benefit obligation $542,258 $555,736
Accumulated benefit obligation 499,163 495,658
Fair value of plan assets 516,474 528,781

The actuarial assumptions used to determine benefit obligations for the years ended December 31, were as follows:

2007 2006
Discount rate 6.40% (P.R. Plan) 5.75%
4.50% (U.S. Plan)*
Rate of compensation increase — weighted average 4.60% 4.20%

* A discount rate of 4.50% was used to remeasure liabilities under the U.S. retirement plan as of January 31, 2007 to reflect plan freeze as of
April 1, 2007 and pending plan termination.

The actuarial assumptions used to determine the components of net periodic pension cost for the years ended December 31, were asfollows:

Benefit
Pension Plans Restoration Plans
2007 2006 2005 2007 2006 2005
Discount rate 5.75% (P.R. Plan) 5.50% 5.75% 5.75% 5.50% 5.75%
4.50% (U.S. Plan)

Expected return on plan assets 8.00% 8.00% 8.00% 8.00% 8.00% 8.00%
Rate of compensation increase —

weighted average 4.80% 4.20% 5.10% 4.80% 4.20% 5.10%

The components of net periodic pension cost for the years ended December 31, were asfollows:

Benefit
Pension Plans Restoration Plans

(In thousands) 2007 2006 2005 2007 2006 2005
Components of net periodic pension

cost:

Service cost $ 11,023 $ 12,509 $ 15,274 $ 898 $ 1,047 $ 967



Interest cost 31,850 30,558 29,873 1,677 1,601 1,330
Expected return on plan assets (42,121) (39,901) (40,674) (1,473) (1,056) (843)
Amortization of asset obligation — — (862) — — —
Amortization of prior service cost 207 177 345 (53) (55) (93)
Amortization of net loss — 1,946 271 991 1,100 719
Net periodic cost (benefit) 959 5,289 4,227 2,040 2,637 2,080
Curtailment loss (gain) (247) — 1,982 (258) — (338)
Total cost $ 712 $ 5289 $ 6,209 $1,782 $ 2,637 $1,742

In October 2005, the Board of Directors of BPPR adopted an amendment for the Puerto Rico Retirement and Tax Qualified Retirement
Restoration Plans to freeze benefits for all employees under age 30 or who have lessthan 10 years of credited service effective January 1, 2006. As
part of the amendment, these empl oyees were 100% vested in their accrued benefit as of December 31, 2005. The expense for these plans was
remeasured as of September 30, 2005 to consider this change using a discount rate of 5.50%. Curtailment costs were considered for these plans and
areincluded as part of the December 31, 2005 disclosures. In connection with the plan’s change, these employees received a base salary increase

according to their age and years of service, effective January 1, 2006.

During 2008, the Corporation expects to contribute $3,359,000 to the pension plans and $2,302,000 to the benefit restoration plans.




Table of Contents

Popular, Inc.| 2007 |Annua Report 123
The following benefit payments, attributable to past and estimated future service, as appropriate, are expected to be paid:

Benefit
(In thousands) Pension Restoration Plans
2008 $ 39,854 $ 842
2009 28,075 781
2010 29,436 1,019
2011 30,847 1,253
2012 32,336 1,467
2013 - 2017 185,002 10,749

Postretirement health care benefits

In addition to providing pension benefits, BPPR provides certain health care benefits for retired employees. Regular employees of BPPR, except for
employees hired after February 1, 2000, may become eligible for health care benefits, provided they reach retirement age while working for BPPR.

The adoption of SFAS No. 158 also impacted the accounting for the postretirement health care benefits plan. The following table summarizes
the impact of theinitial adoption of SFAS No. 158 on December 31, 2006.

December 31, December 31,
2006 prior 2006 Post
SFAS No. 158 SFAS No 158. SFAS No. 158
(In thousands) adjustments adjustment Adjustment
Postretirement liabilities $(126,881) $(7,725) $(134,606)
Accumulated other comprehensive loss — $7,725 $ 7,725

The amountsin accumulated other comprehensive loss that are expected to be recognized as components of net periodic benefit cost for the
postretirement health care benefit plan during 2008 are as follows:

(In thousands)
Net prior service cost (credit) $(1,046)

The status of the Corporation’s unfunded postretirement benefit plan at December 31, was as follows:

(In thousands) 2007 2006
Changein benefit obligation:
Benefit obligation at beginning of the year $ 134,606 $ 143,183
Service cost 2,312 2,797
Interest cost 7,556 7,707
Benefits paid (6,434) (6,304)
Actuarial gain (11,994) (22,777)
Benefit obligation at end of year $ 126,046 $ 134,606
Funded status at end of year:
Benefit obligation at end of year $(126,046) $(134,606)
Fair value of plan assets — —
Funded status at end of year $(126,046) $(134,606)
Amounts recognized in accumul ated other comprehensive loss under SFAS No. 158:
Net prior service cost $ (4,299 $ (5345
Net loss 1,076 13,070
Accumul ated other comprehensive (income) loss $ (3223 $ 7,725
Reconciliation of net (liability) / asset:
Net (liability) / asset at beginning of year $(134,606) $(122,769)
Amount recognized in accumulated other comprehensive loss at beginning of year, pre-tax 7,725 —
(Accrual) / prepaid at beginning of year (126,881) (122,769)
Net periodic benefit (cost) / income (8,822 (10,416)
Contributions 6,434 6,304
(Accrual) / prepaid at end of year (129,269) (126,881)
Amount recognized in accumul ated other comprehensive income (10ss) 3,223 (7,725)
Net (liability) / asset at end of year $(126,046) $(134,606)

Of thetotal postretirement liabilities as of December 31, 2007, approximately $6,284,000 were considered current liabilities.

The change in accumulated other comprehensive income, pre-tax for the postretirement plan was as follows:

(In thousands)




Accumulated other comprehensive loss at January 1, 2007 $ 7,725
Increase (decrease) in accumulated other comprehensive income (10ss):
Recognized during the year:

Prior service (cost) / credit 1,046
Ocurring during the year:

Net actuarial losses (gains) (11,994)
Total decrease in accumulated other comprehensive loss $(10,948)
Accumulated other comprehensive income at December 31, 2007 $ (3.223)

The weighted average discount rate used in determining the accumulated postretirement benefit obligation at December 31, 2007 was 6.40%
(2006 - 5.75%).
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The weighted average discount rate used to determine the components of net periodic postretirement benefit cost for the year ended
December 31, 2007 was 5.75% (2006 — 5.50%; 2005 - 5.75%).

The components of net periodic postretirement benefit cost for the year ended December 31, were asfollows:

(In thousands) 2007 2006 2005

Service cost $ 2,312 $ 2,797 $ 2,713
Interest cost 7,556 7,707 8,267
Amortization of prior service benefit (1,046) (1,046) (1,046)
Amortization of net loss — 958 1,691
Total net periodic benefit cost $ 8,822 $10,416 $11,625

The assumed health care cost trend rates at December 31, were as follows:

To determine postretirement benefit obligation:

2007 2006
Initial health care cost trend rate 8.00% 9.00%
Ultimate health care cost trend rate 5.00% 5.00%
Y ear that the ultimate trend rate is reached 2011 2011
To determine net periodic benefit cost:

2007 2006
Initial health care cost trend rate 9.00% 10.00%
Ultimate health care cost trend rate 5.00% 5.00%
Y ear that the ultimate trend rate is reached 2011 2011

The Plan provides that the cost will be capped to 3% of the annual health care cost increase affecting only those employeesretiring after
February 1, 2001.

Assumed health care trend rates generally have a significant effect on the amounts reported for ahealth care plan. A one-percentage-point
change in assumed health care cost trend rates would have the following effects:

1-Percentage 1-Percentage
(In thousands) Point Increase Point Decrease
Effect on total service cost and interest cost components $ 436 $ (379)
Effect on postretirement benefit obligation 6,100 (5,300)

The Corporation expects to contribute $6,284,000 to the postretirement benefit plan in 2008 to fund current benefit payment requirements.
The following benefit payments, attributable to past and estimated future service, as appropriate, are expected to be paid:

(In thousands)

2008 $6,284
2009 6,628
2010 6,939
2011 7,223
2012 7,458
2013 - 2017 41,915

Savings plans

The Corporation also provides contributory savings plans pursuant to Section 1165(e) of the Puerto Rico Internal Revenue Code and Section 401
(k) of the U.S. Internal Revenue Code, as applicable, for substantially all the employees of the Corporation. Investmentsin the plans are
participant-directed, and employer matching contributions are determined based on the specific provisions of each plan. Employees are fully
vested in the employer’s contribution after five years of service. The cost of providing these benefitsin 2007 was $17,383,000 (2006 — $27,306,000;
2005 - $32,975,000).

The plans held 14,972,919 (2006 — 14,483,925; 2005 -15,950,027) shares of common stock of the Corporation with a market value of approximately
$158,713,000 at December 31, 2007 (2006 - $259,986,000; 2005 — $337,343,000).

Note 25 — Stock-based compensation:

The Corporation maintained a Stock Option Plan (the “ Stock Option Plan™), which permitted the granting of incentive awards in the form of
qualified stock options, incentive stock options, or non-statutory stock options of the Corporation. In April 2004, the Corporation’s shareholders
adopted the Popular, Inc. 2004 Omnibus Incentive Plan (the “Incentive Plan”), which replaced and superseded the Stock Option Plan.
Nevertheless, all outstanding award grants under the Stock Option Plan continue to remain in effect at December 31, 2007 under the original terms



of the Stock Option Plan.

Stock Option Plan

Employees and directors of the Corporation or any of its subsidiaries were eligible to participate in the Stock Option Plan. The Board of Directors
or the Compensation Committee of the Board had the absolute discretion to determine the individual s that were eligible to participate in the Stock
Option Plan. This plan provides for the issuance of Popular, Inc.’s common stock at a price equal to its fair market value at the grant date, subject
to certain plan provisions. The shares are to be made available from authorized but unissued shares of common stock or treasury stock.
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The Corporation’s policy has been to use authorized but unissued shares of common stock to cover each grant. The maximum option termisten
years from the date of grant. Unless an option agreement provides otherwise, all options granted are 20% exercisabl e after the first year and an
additional 20% is exercisable after each subsequent year, subject to an accel eration clause at termination of employment due to retirement.

The following table presents information on stock options as of December 31, 2007:

Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Remaining Exercise
Price Price of Life of Options Options Price of
Range Options Options Outstanding Exercisable Options
per Share Outstanding Outstanding inYears (fully vested) Exercisable
$14.39 - $18.50 1,511,613 $15.81 4.73 1,394,068 $15.73
$19.25 - $27.20 1,580,579 $25.27 6.50 1,008,413 $25.02
$14.39 - $27.20 3,092,192 $20.64 5.63 2,402,481 $19.63

The aggregate intrinsic value of options outstanding as of December 31, 2007 was $7,311,000 (2006 — $24,097,000). There was no intrinsic value
of options exercisable as of December 31, 2007 (2006 — $2,642,000).

The following table summarizes the stock option activity and related information:

Options Weighted-Average
Outstanding Exercise Price
Outstanding at January 1, 2005 2,584,620 $18.76
Granted 707,342 27.20
Exercised (47,858) 16.14
Forfeited (20,401) 22.18
Outstanding at December 31, 2005 3,223,703 $20.63
Granted — —
Exercised (39,449) 15.78
Forfeited (37,818) 23.75
Expired (1,637) 24.05
Outstanding at December 31, 2006 3,144,799 $20.65
Granted — —
Exercised (10,064) 15.83
Forfeited (19,063) 25.50
Expired (23,480) 20.08
Outstanding at December 31, 2007 3,092,192 $20.64

The stock options exercisable at December 31, 2007 totaled 2,402,481 (2006 — 1,949,522; 2005 - 1,501,447). The cash received from the stock
options exercised during the year ended December 31, 2007 amounted to $159,000. The total intrinsic value of options exercised during the year
ended December 31, 2007 was $28,000 (2006 — $86,000; 2005 — $247,000).

The fair value of these options was estimated on the date of the grants using the Black-Scholes Option Pricing Model. The weighted average
assumptions used for the grant issued during 2005 was:

2005
Expected dividend yield 2.56%
Expected life of options 10years
Expected volatility 17.54%
Risk-freeinterest rate 4.16%
Weighted average fair value of options granted (per option) $ 5.95

There were no new stock option grantsissued by the Corporation under the Stock Option Plan during 2007 and 2006.

During the year ended December 31, 2007, the Corporation recognized $1,763,000 in stock options expense, with atax benefit of $700,000 (2006
— $3,006,000, with atax benefit of $1,221,000; 2005 — $5,226,000, with atax benefit of $2,095,000). The total unrecognized compensation cost at
December 31, 2007 related to non-vested stock option awards was $1,674,000 and is expected to be recognized over aweighted-average period of
1.3 years.

Incentive Plan

The Incentive Plan permits the granting of incentive awards in the form of Annual Incentive Awards, L ong-term Performance Unit Awards,
Options, Stock Appreciation Rights, Restricted Stock, Restricted Units, or Performance Shares. Participants in the Incentive Plan are designated by
the Compensation Committee of the Board of Directors (or its delegate as determined by the Board). Employees and directors of the Corporation
and/ or any of its subsidiaries are eligible to participate in the Incentive Plan. The shares may be made available from common stock purchased by
the Corporation for such purpose, authorized but unissued shares of common stock or treasury stock. The Corporation’s policy with respect to the
shares of restricted stock has been to purchase such shares in the open market to cover each grant.



Under the Incentive Plan, the Corporation has issued only restricted shares, which become vested based on the employees' continued service
with Popular. The compensation cost associated with the shares of restricted stock is estimated based on atwo-prong vesting schedule, unless
otherwise stated in an agreement. Thefirst part is vested ratably over five years commencing at the date of grant and the second part is vested at

termination of employment after attainment of 55 years of age and 10 years of service. The five-year vesting part is accel erated at termination of
employment after attaining 55 years of age and 10 years of service.

Beginning in 2007, the Corporation authorized the issuance of performance shares, in addition to restricted shares, under a
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long-term incentive plan. The performance shares award consists of the opportunity to receive shares of Popular Inc.’s common stock provided
the Corporation achieves certain performance goals during a 3-year performance cycle. The compensation cost associated with the performance
shares will be recorded ratably over athree-year performance period. The performance shares will be granted at the end of the three-year period

and will be vested at grant date. As of December 31, 2007, no shares have been granted under this plan.

The following table summarizes the restricted stock activity under the Incentive Plan and related information to members of management:

Restricted Weighted-Average
Stock Grant Date Fair Value
Nonvested at January 1, 2005 — —
Granted 172,622 $27.65
Vested — —
Forfeited — —
Nonvested at January 1, 2006 172,622 $27.65
Granted 444,036 20.54
Vested — —
Forfeited (5,188) 19.95
Nonvested at December 31, 2006 611,470 $22.55
Granted — —
Vested (304,003) 22.76
Forfeited (3,781) 19.95
Nonvested at December 31, 2007 303,686 $22.37

During the year ended December 31, 2007, no shares of restricted stock were awarded to management under the Incentive Plan (2006 — 444,036;
2005 — 172,622).

During the year ended December 31, 2007, the Corporation recognized $2,432,000 of restricted stock expense related to management incentive
awards, with an income tax benefit of $944,000 (2006 — $2,296,000, with atax benefit of $898,000; 2005 — $3,998,000, with a tax benefit of
$1,524,000). The fair market value of the restricted stock was $1,538,000 at grant date and $1,286,000 at vesting date. This differencetriggersa
shortfall of $252,000 that was recorded as an additional income tax expense since the Corporation does not have any pool of windfall tax benefit.
The fair market value at grant date of the restricted stocks earned was $5,383,000. The total unrecognized compensation cost related to non-vested
restricted stock awards was $3,984,000 and is expected to be recognized over a weighted-average period of 2.8 years.

The following table summarizes the restricted stock activity under the Incentive Plan and related information to members of the Board of
Directors:

Restricted Weighted-Average
Stock Grant Date Fair Value
Nonvested at January 1, 2005 20,802 $23.51
Granted 29,208 23.71
Vested (3,062) 23.87
Forfeited — —
Nonvested at January 1, 2006 46,948 $23.61
Granted 32,267 19.82
Vested (2,601) 23.54
Forfeited — —
Nonvested at December 31, 2006 76,614 $22.02
Granted 38,427 15.89
Vested (115,041) 19.97
Forfeited — —

Nonvested at December 31, 2007 — —

During the year ended December 31, 2007, the Corporation granted 38,427 (2006 — 32,267; 2005 — 29,208) shares of restricted stock to members
of the Board of Directors of Popular, Inc. and BPPR, which became vested at grant date. During this period, the Corporation recognized $538,000 of
restricted stock expense related to these restricted stock grants, with atax benefit of $210,000 (2006 — $570,000, with atax benefit of $222,000; 2005
— $635,000, with atax benefit of $247,000). The fair value of all restricted stocks outstanding as of December 31, 2007 was $2,196,000.

Note 26 — Rental expense and commitments:

At December 31, 2007, the Corporation was obligated under a number of noncancelable leases for land, buildings, and equipment which require
rentals (net of related sublease rentals) asfollows:

Minimum Sublease

payments rentals Net
Y ear (In thousands)
2008 $ 49,018 $ 2,169 $ 46,849

2009 40,231 1,842 38,389



2010 33,957 1331 32,626

2011 28,785 1,260 27,525
2012 26,205 997 25,208
Later years 202,742 4,452 198,290

$380,938 $12,051 $368,887

Total rental expense for the year ended December 31, 2007 was $84,515,000 (2006 — $70,562,000; 2005 — $62,395,000), which isincluded in net
occupancy, equipment and communication expenses, according to their nature.
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Note 27 — Incometax:

The components of income tax expense for the years ended December 31, are summarized below.

(In thousands) 2007 2006 2005
Current income tax expense:

Puerto Rico $ 157,436 $131,687 $113,888
Federal and States 7,302 2,848 38,162
Subtotal 164,738 134,535 152,050
Deferred income tax (benefit) expense:

Puerto Rico (11,982) (6,596) (10,986)
Federal and States (211,758) (21,053) 7,851
Subtotal (223,740) (27,649) (3,135)
Total income tax (benefit) expense $ (59,002 $106,886 $148,915

Thereasons for the difference between the income tax expense applicable to income before provision for income taxes and the amount
computed by applying the statutory tax ratein Puerto Rico, were asfollows:

2007 2006 2005
% of % of % of
pre-tax pre-tax pre-tax

(Dollars in thousands) Amount loss Amount income Amount income
Computed income tax at statutory rates $(48,163) 39% $202,084 43.5% $284,694 41.5%
Benefits of net tax exempt interest

income (60,304) 49 (70,250) (15) (78,216) (11)
Effect of income subject to capital gain

tax rate (24,555) 20 (2,426) 1) (24,612) 4
Non deductible goodwill impairment 57,544 (47)
Differencein tax rates due to multiple

jurisdictions 27,038 (22) (12,549) 3 (14,886) 2
States taxes and other (10,562) 9 (9,973 2 (18,065) 3
Income tax (benefit) expense $(59,002) 48% $106,886 22.5% $148,915 21.5%

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and their tax bases. Significant components of the Corporation’s deferred tax assets and liabilities at December 31, were as
follows:

(In thousands) 2007 2006
Deferred tax assets:
Tax credits available for carryforward $ 20,132 $ 23,568
Net operating loss and donation carryforward available 175,349 35,327
Deferred compensation 4,993 4.452
Postretirement and pension benefits 62,548 71,277
Unrealized net loss on trading and available-for-sale securities — 51,417
Deferred loan origination fees 8,333 5,766
Allowance for loan losses 214,544 200,155
Amortization of intangibles — 168
Unearned income 1,488 1,218
Deferred gains 16,355 —
Unrealized loss on derivatives 932 —
Basis difference related to securitizations treated as sales for tax and borrowings for books 66,105 7,588
Intercompany deferred gains 17,017 16,369
Other temporary differences 14,204 19,725
Total gross deferred tax assets 602,000 437,030

Deferred tax ligbilities:
Differences between the assigned values and the tax bases of assets and liabilities recognized in purchase

business combinations 17,254 38,546
Unrealized net gain on trading and available for sale securities 19,367 —
Deferred loan origination costs 9,938 24112
Accelerated depreciation 10,346 12,037
Amortization of intangibles 8,819 —
Unrealized gain on derivatives — 258
Other temporary differences 16,266 2,628

Total gross deferred tax liabilities 81,990 77,581




Valuation allowance 39 39

Net deferred tax asset $519,971 $359,410

The net deferred tax asset shown in the table above at December 31, 2007 isreflected in the consolidated statements of condition as
$525,369,000 in deferred tax assets (in the “ other assets” caption) (2006 — $359,433,000) and $5,398,000 in deferred tax liahilities (in the “ other
lighilities” caption) (2006 - $23,000), reflecting the aggregate deferred tax assets or liabilities of individual tax-paying subsidiaries of the
Corporation.

At December 31, 2007, the Corporation had total credits of $20,132,000 that will reduce the regular income tax liability in future years expiring in
annual installments through the year 2016.

A valuation allowance of $39,000 is reflected in 2007 and 2006, related to deferred tax assets arising from temporary differences for which the
Corporation could not determine the
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likelihood of itsrealization. Based on the information available, the Corporation expectsto fully realize all other items comprising the net deferred
tax asset as of December 31, 2007.

The net operating loss carryforwards (“NOLS") outstanding at December 31, 2007 expire asfollows:

(In thousands)

2013 $ 1,573
2014 1,832
2016 7,263
2017 8,542
2018 14,640
2019 1
2021 76
2022 971
2023 1,248
2026 495
2027 138,708

$175,349

Under the Puerto Rico Internal Revenue Code, the Corporation and its subsidiaries are treated as separate taxabl e entities and are not entitled to
file consolidated tax returns. The 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.

The Corporation has never received any dividend payments fromits U.S. subsidiaries. Any such dividend paid from aU.S. subsidiary to the
Corporation would be subject to a 10% withholding tax based on the provisions of the U.S. Internal Revenue Code. The Corporation’sU.S.
subsidiaries (which are considered foreign under Puerto Rico income tax law) have never remitted retained earnings. The Corporation considers the
reinvestment of such earnings permanent. The Corporation’s subsidiariesin the United States file a consolidated return. As of December 31, 2007,
the Corporation had no current or accumulated earnings and profits on its combined U.S. subsidiaries’ operations and, accordingly, the
recognition of adeferred tax liability was not considered necessary.

The Corporation’s subsidiaries in the United States file a consolidated federal income tax return. The Corporation’ s federal income tax (benefit)
provision for 2007 was ($196,462,000) (2006 — $26,994,000; 2005 — $34,571,000). The intercompany settlement of taxes paid is based on tax sharing
agreements which generally allocate taxes to each entity based on a separate return basis.

Thetransitory provision approved by the Government of Puerto Rico which increased the statutory tax rate for corporations expired in year
2007, accordingly, the maximum rate is 39%.

The Corporation adopted FIN 48 effective January 1, 2007. Theinitial adoption of FIN 48 had no impact on the Corporation’ s financial
statements since management determined that there was no need to recognize changes in the liability for unrecognized tax benefits.

The reconciliation of unrecognized tax benefits, including accrued interest, was as follows:

(In millions) Total
Balance as of January 1, 2007 $20.4
Additionsfor tax positions related to the current year 59
Additionsfor tax positions of prior years 0.2
Reductions for tax positions of prior years 4.3
Balance as of December 31, 2007 $22.2

As of December 31, 2007, the related accrued interest approximated $2,900,000. M anagement determined that as of December 31, 2007 there was
no need to accrue for the payment of penalties. The Corporation’s policy isto report interest related to unrecognized tax benefitsin income tax
expense, while the penalties, if any, are reported in other operating expenses in the consolidated statements of operations.

After consideration of the effect on U.S. federal tax of unrecognized U.S. state tax benefits, the total amount of unrecognized tax benefits,
including U.S. and Puerto Rico that, if recognized, would affect the Corporation’s effective tax rate, was approximately $20,900,000 as of
December 31, 2007.

The amount of unrecognized tax benefits may increase or decrease in the future for various reasons including adding amounts for current tax
year positions, expiration of open income tax returns due to the statutes of limitation, changes in management’s judgment about the level of
uncertainty, status of examinations, litigation and legislative activity, and the addition or elimination of uncertain tax positions.

The Corporation and its subsidiaries file income tax returnsin Puerto Rico, the U.S. federal jurisdiction, various U.S. states and political
subdivisions, and foreign jurisdictions. As of December 31, 2007, the following years remain subject to examination: U.S. Federal jurisdiction —
2005 and 2006 and Puerto Rico — 2003 through 2006. The U.S. Internal Revenue Service (“1RS’) commenced an examination of the Corporation’s
U.S. operations tax return for 2005 that is anticipated to be finished by the first quarter of 2008. As of December 31, 2007, the IRS has not proposed
any adjustment as aresult of the audit. Although the outcome of tax auditsis uncertain, the Corporation believes that adequate amounts of tax,
interest, and penalties have been provided for any adjustments that are expected to result from open years. The Corporation does not anticipate a
significant changeto the
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total amount of unrecognized tax benefits within the next 12 months.

Note 28 — Off-balance sheet activitiesand concentration of credit risk:
Off-balance sheet risk

The Corporation is aparty to financial instruments with off-balance sheet credit risk in the normal course of business to meet the financial needs of
its customers. These financial instruments include loan commitments, letters of credit, and standby letters of credit. These instrumentsinvolve, to
varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the consolidated statements of condition.

The Corporation’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for commitmentsto
extend credit, standby letters of credit and financial guarantees written is represented by the contractual notional amounts of those instruments.
The Corporation uses the same credit policiesin making these commitments and conditional obligations asit does for those reflected on the
consolidated statements of condition.

Financial instruments with off-balance sheet credit risk at December 31, whose contract amounts represent potential credit risk were as follows:

(In thousands) 2007 2006
Commitments to extend credit:
Credit card lines $3,143,717 $2,896,090
Commercial lines of credit 4,259,851 4,329,664
Other unused credit commitments 506,680 508,815
Commercial letters of credit 25,584 20,689
Standby letters of credit 174,080 180,869
Commitments to originate mortgage loans 112,704 547,695

Commitments to extend credit

Contractual commitmentsto extend credit are legally binding agreements to lend money to customers for a specified period of time. To extend
credit, the Corporation eval uates each customer’s creditworthiness. The amount of collateral obtained, if deemed necessary, is based on
management’s credit evaluation of the counterparty. Collateral held varies but may include cash, accounts receivable, inventory, property, plant
and equipment and investment securities, among others. Since many of the loan commitments may expire without being drawn upon, the total
commitment amount does not necessarily represent future cash requirements.

Letters of credit

There are two principal types of letters of credit: commercial and standby letters of credit. The credit risk involved in issuing letters of credit is
essentially the same as that involved in extending loan facilities to customers.

In general, commercial letters of credit are short-term instruments used to finance a commercial contract for the shipment of goods from a seller
to abuyer. Thistype of letter of credit ensures prompt payment to the seller in accordance with the terms of the contract. Although the commercial
letter of credit is contingent upon the satisfaction of specified conditions, it represents acredit exposure if the buyer defaults on the underlying
transaction.

Standby letters of credit are issued by the Corporation to disburse fundsto athird party beneficiary if the Corporation’s customer failsto
perform under the terms of an agreement with the beneficiary. These letters of credit are used by the customer as a credit enhancement and
typically expire without being drawn upon.

Other commitments

At December 31, 2007, the Corporation also maintained other non-credit commitments for $38,750,000, primarily for the acquisition of other
investments (2006 — $43,378,000).

Geographic concentration

Asof December 31, 2007, the Corporation had no significant concentrations of credit risk and no significant exposure to highly leveraged
transactionsin itsloan portfolio. Note 32 provides further information on the asset composition of the Corporation by geographical area as of
December 31, 2007 and 2006.

Included in total assets of Puerto Rico areinvestmentsin obligations of the U.S. Treasury and U.S. Government agencies amounting to
$5,397,104,000 and $5,439,152,000 in 2007 and 2006, respectively.

Note 29 — Disclosures about fair value of financial instruments:

Thefair value of financial instrumentsisthe amount at which an asset or obligation could be exchanged in a current transaction between willing
parties, other than in aforced or liquidation sale. Fair value estimates are made at a specific point in time based on the type of financial instrument
and relevant market information. Many of these estimates involve various assumptions and may vary significantly from amounts that could be
realized in actual transactions.

The information about the estimated fair values of financial instruments presented hereunder excludes al nonfinancial instruments and certain
other specificitems.



Derivatives are considered financial instruments and their carrying value equals fair value. For disclosures about the fair
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value of derivative instrumentsrefer to Note 30 to the consolidated financial statements.

For those financial instruments with no quoted market prices available, fair values have been estimated using present value calcul ations or other
valuation techniques, aswell as management’s best judgment with respect to current economic conditions, including discount rates, estimates of
future cash flows, and prepayment assumptions.

Thefair values reflected herein have been determined based on the prevailing interest rate environment as of December 31, 2007 and 2006,
respectively. In different interest rate environments, fair value estimates can differ significantly, especially for certain fixed rate financial
instruments. In addition, the fair values presented do not attempt to estimate the value of the Corporation’s fee generating businesses and
anticipated future business activities, that is, they do not represent the Corporation’s value as a going concern. Accordingly, the aggregate fair
value amounts presented do not represent the underlying value of the Corporation.

The following methods and assumptions were used to estimate the fair values of significant financial instruments at December 31, 2007 and
2006:

Short-term financial assets and liabilities have relatively short maturities, or no defined maturities, and little or no credit risk. The carrying
amounts reported in the consolidated statements of condition approximate fair value. Included in this category are: cash and due from banks,
federal funds sold and securities purchased under agreementsto resell, time deposits with other banks, bankers acceptances, customers' liabilities
on acceptances, accrued interest receivable, federal funds purchased and assets sold under agreements to repurchase, short-term borrowings,
acceptances outstanding and accrued interest payable. Resell and repurchase agreements with long-term maturities are valued using discounted
cash flows based on market rates currently available for agreements with similar terms and remaining maturities.

Trading and investment securities, except for investments classified as other investment securitiesin the consolidated statement of condition,
are financial instruments that regularly trade on secondary markets. The estimated fair value of these securities was determined using either market
prices or dealer quotes, where available, or quoted market prices of financial instruments with similar characteristics. Trading account securities
and securities available-for-sale are reported at their respective fair valuesin the consolidated statements of condition since they are marked-to-
market for accounting purposes. These instruments are detailed in the consolidated statements of condition and in Notes 4, 5 and 30.

The estimated fair value for loans held-for-sale is based on secondary market prices. The fair values of the loan portfolios have been determined
for groups of loanswith similar characteristics. Loans were segregated by type such as commercial, construction, residential mortgage, consumer,
and credit cards. Each loan category was further segmented based on loan characteristics, including repricing term and pricing. The fair value of
most fixed-rate |oans was estimated by discounting scheduled cash flows using interest rates currently being offered on loans with similar terms.
For variable rate loans with frequent repricing terms, fair values were based on carrying values. Prepayment assumptions have been applied to the
mortgage and installment loan portfolio. The fair value of the loans was also reduced by an estimate of credit lossesin the portfolio. Generally
accepted accounting principles do not require, and the Corporation has not performed afair valuation of its |ease financing portfolio, thereforeit is
included in the loanstotal at its carrying amount.

Thefair value of deposits with no stated maturity, such as non-interest bearing demand deposits, savings, NOW, and money market accounts
is, for purposes of thisdisclosure, equal to the amount payable on demand as of the respective dates. The fair value of certificates of deposit is
based on the discounted value of contractual cash flows, using interest rates currently being offered on certificates with similar maturities.

Long-term borrowings were valued using discounted cash flows, based on market rates currently available for debt with similar terms and
remaining maturities and in certain instances using quoted market rates for similar instruments at December 31, 2007 and 2006, respectively.

Commitmentsto extend credit were valued using the fees currently charged to enter into similar agreements. For those commitments where a
future stream of feesis charged, the fair value was estimated by discounting the projected cash flows of fees on commitments, which are expected
to be disbursed, based on historical experience. Thefair value of letters of credit is based on fees currently charged on similar agreements.
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Carrying or notional amounts, as applicable, and estimated fair values for financial instruments at December 31, were:

2007 2006
Carrying Fair Carrying Fair
(In thousands) amount value amount value
Financial Assets:
Cash and money market investments $ 1,825,537 $ 1,825,537 $ 1,251,866 $ 1,251,866
Trading securities 767,955 767,955 382,325 382,325
Investment securities available-for-sale 8,515,135 8,515,135 9,850,862 9,850,862
Investment securities held-to-maturity 484,466 486,139 91,340 92,764
Other investment securities 216,585 216,819 297,394 412,593
L oans held-for-sale 1,889,546 1,983,502 719,922 737,439
L oans held-in-portfolio, net 27,472,624 27,511,573 31,494,785 31,448,328
Financial Liabilities:
Deposits $28,334,478 $28,432,009 $24,438,331 $24,416,523
Federal funds purchased 303,492 303,492 1,276,818 1,276,818
Assets sold under agreements to repurchase 5,133,773 5,149,571 4,485,627 4474171
Short-term borrowings 1,501,979 1,501,979 4,034,125 4,034,125
Notes payable 4,621,352 4,536,434 8,737,246 8,647,942
Notional Fair Notional Fair
(In thousands) amount value amount value
Commitmentsto extend credit and letters of credit:
Commitmentsto extend credit $7,910,248 $17,199 $7,734,569 $19,110
Letters of credit 199,664 1,960 201,558 1,935

Note 30 — Derivativeinstruments and hedging activities:

The discussion and tables below provide a description of the derivative instruments used as part of the Corporation’sinterest rate risk
management strategies. The Corporation incorporates the use of derivative instruments as part of the overall interest rate risk management
strategy to minimize significant unplanned fluctuationsin earnings and cash flows that are caused by interest rate volatility. The Corporation’s
goal isto manageinterest rate sensitivity by modifying the repricing or maturity characteristics of certain balance sheet assets and liabilities so
that the net interest income is not, on amaterial basis, adversely affected by movementsin interest rates. The Corporation uses derivativesinits
trading activities to facilitate customer transactions, to take proprietary positions and as means of risk management. Asaresult of interest rate
fluctuations, hedged fixed and variable interest rate assets and liabilities will appreciate or depreciate in market value. The effect of this unrealized
appreciation or depreciation is expected to be substantially offset by the Corporation’s gains or losses on the derivative instruments that are
linked to these hedged assets and liabilities. Asamatter of policy, the Corporation does not use highly leveraged derivative instruments for
interest rate risk management.

By using derivative instruments, the Corporation exposesitself to credit and market risk. If a counterparty failsto fulfill its performance
obligations under a derivative contract, the Corporation’s credit risk will equal the fair value gainin a derivative. Generally, when the fair value of a
derivative contract is positive, thisindicates that the counterparty owes the Corporation, thus creating a repayment risk for the Corporation. When
the fair value of aderivative contract is negative, the Corporation owes the counterparty and, therefore, assumes no repayment risk. To manage
the level of credit risk, the Corporation deals with counterparties of good credit standing, enters into master netting agreements whenever possible
and, when appropriate, obtains collateral. Credit risk related to derivatives was not significant at December 31, 2007 and 2006. The Corporation has
not incurred any losses from counterparty nonperformance on derivatives.

Market risk isthe adverse effect that achangein interest rates, currency exchange rates, or implied volatility rates might have on the value of a
financial instrument. The Corporation manages the market risk associated with interest rates, and to alimited extent, with fluctuationsin foreign
currency exchange rates, by establishing and monitoring limits for the types and degree of risk that may be undertaken. The Corporation regularly
measures thisrisk by using static gap analysis, simulations and duration analysis.

The Corporation’ s treasurers and senior finance officers at the subsidiaries are responsible for evaluating and implementing hedging strategies
that are developed through analysis of data derived from financial simulation models and other internal and industry sources. The resulting
hedging strategies are then incorporated into the Corporation’s overall interest rate risk management and trading strategies. The resulting
derivative activities are monitored by the Corporate Treasury and Corporate Comptroller’s areas within the Corporation.

Cash Flow Hedges
Derivative financia instruments designated as cash flow hedges for the years ended December 31, 2007, and 2006 are presented bel ow:

2007
Notional Derivative Derivative Equity
(In thousands) Amount Assets Liabilities OocCl I neffectiveness
Asset Hedges
Forward commitments $142,700 $169 $ 509 (%207) —




Liability Hedges
Interest rate swaps $200,000 — $3,179 ($2,066)

Total $342,700 $169 $3,688 ($2,273)
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Notional Derivative Derivative Equity

(In thousands) Amount Assets Liabilities ocCl I neffectiveness
Asset Hedges

Forward commitments $190,000 $ 175 $ 2 $106 —
Liability Hedges

Interest rate swaps $390,000 $ 887 $523 $237 —
Total $580,000 $1,062 $525 $343

The Corporation utilizes forward contracts to hedge the sale of mortgage-backed securities with duration terms over one month. Interest rate
forwards are contracts for the delayed delivery of securities, which the seller agreesto deliver on a specified future date at a specified price or
yield. These securities are hedging a forecasted transaction and thus qualify for cash flow hedge accounting in accordance with SFAS No. 133, as
amended. Changesin the fair value of the derivatives are recorded in other comprehensive income. The amount included in accumul ated other
comprehensive income corresponding to these forward contractsis expected to be reclassified to earnings in the next twelve months. These

contracts have a maximum remaining maturity of 78 days.

During 2006, the Corporation entered into interest rate swap contracts to convert floating rate debt to fixed rate debt with the objective of
minimizing the exposure to changes in cash flows due to changesin interest rates. These interest rate swaps have a maximum remaining maturity of

1.3 years.

For cash flow hedges, gains and losses on derivative contracts that are reclassified from accumulated other comprehensive incometo current
period earnings are included in the line item in which the hedged item is recorded and in the same period in which the forecasted transaction

affects earnings.

Fair Value Hedges

At December 31, 2007 and 2006, there were no derivatives designated as fair value hedges.

Trading and Non-Hedging Activities

The fair value and notional amounts of non-hedging derivatives at December 31, 2007, and 2006 were:

December 31, 2007

Fair Vaues

(In thousands) Notional Amount Derivative Assets Derivative Liabilities
Forward contracts $ 693,096 $ 74 $ 3,232
Interest rate swaps associated with:

- short-term borrowings 200,000 — 1,129

- bond certificates offered in an on-balance sheet securitization 185,315 — 2,918

- swaps with corporate clients 802,008 — 24,593

- swaps offsetting position of corporate client swaps 802,008 24,593 —
Credit default swap 33,463 — —
Foreign currency and exchange rate commitments w/clients 146 — 1
Foreign currency and exchange rate commitments w/counterparty 146 2 —
Interest rate caps 150,000 27 —
Interest rate caps for benefit of corporate clients 50,000 — 18
Index options on deposits 211,267 45,954 —
Index options on S& P notes 31,152 5,962 —
Bifurcated embedded options 218,327 — 50,227
Mortgage rate lock commitments 148,501 258 386
Total $3,525,429 $76,870 $82,504
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December 31, 2006

Fair Vaues
(In thousands) Notional Amount Derivative Assets Derivative Liabilities
Forward contracts $ 400,572 $ 1,277 $ 125
Call options and put options 37,500 83 46
Interest rate swaps associated with:
- short-term borrowings 400,000 2,153 —
- bond certificates offered in an on-bal ance sheet securitization 516,495 90 1,168
- financing of auto loans held-in-portfolio 470,146 728 —
- auto loans approvals locked interest rates 17,442 22 —
- swaps with corporate clients 410,533 — 2,146
- swaps offsetting position of corporate client swaps 410,533 2,146 —
- investment securities 89,385 — 1,645
- mortgage loans prior to securitization 75,000 302 —
Credit default swap 33,463 — —
Foreign currency and exchange rate commitments w/clients 103 — 2
Foreign currency and exchange rate commitments w/counterparty 103 2 —
Interest rate caps 889,417 4,099 —
Interest rate caps for benefit of corporate clients 50,000 — 90
Index options on deposits 204,946 38,323 —
Index options on S& P notes 31,152 5,648 —
Bifurcated embedded options 229,455 — 43,844
Mortgage rate lock commitments 215,676 13 635
Total $4,481,921 $54,886 $49,701

Forward Contracts

The Corporation has forward contracts to sell mortgage-backed securities with terms lasting less than a month, which were accounted for as
trading derivatives. Also, the Corporation has loan sale commitments to economically hedge the changesin fair value of mortgage loans held-for-
sale and mortgage pipeline associated with interest rate lock commitments through both mandatory and best efforts forward sal e agreements.
These contracts are recognized at fair value with changes directly reported in income. These contracts are entered into in order to optimize the gain
on sales of loans and / or mortgage-backed securities, given levels of interest rate risk consistent with the Corporation’s business strategies.

Call Options and Put Options
The Corporation has option contracts that grant the purchaser the right to buy or sell the underlying asset by a certain date at a specified price.
Interest Rates Swaps and Foreign Currency and Exchange Rate Commitments

The Corporation has outstanding interest rate swap derivative contracts to economically hedge the cost of certain short-term borrowings.
Changesin their fair value are recognized in interest expense.

The Corporation also has an interest rate swap to economically hedge the payments of bond certificates offered as part of an on-balance sheet
securitization. The swap contract is marked-to-market and the resulting impact is recognized as part of interest expense.

At the end of 2007, the Corporation canceled certain amortizing swap contracts that economically converted to afixed rate the cost of funds
associated with certain auto loans held-in-portfolio as aresult of selling most of the auto loan portfolio. In 2006 and most of 2007, these amortizing
swaps economically hedged the interest rate changes in auto loan approvals. Changesin fair value were recognized as part of interest expense.

In addition to using derivative instruments as part of itsinterest rate risk management strategy, the Corporation also utilizes derivatives, such as
interest rate swaps and foreign exchange contracts in its capacity as an intermediary on behalf of its customers. The Corporation minimizesits
market risk and credit risk by taking offsetting positions under the same terms and conditions with credit limit approval s and monitoring
procedures. Market value changes on these swaps and other derivatives are recognized in income in the period of change.

Credit Default Swaps

The credit default swap (“CDS”) alows one party to transfer the credit risk to another for afeein case of acredit default. The credit default relates
to the failure to make payment obligations due to bankruptcy or insolvency. It is not foreseen that the Corporation will have to make any payments
associated with the CDS.

The CDS outstanding at December 31, 2006 and 2007 to which the Corporation is a party is associated to net settlement payments on interest
rate swaps, not principal bond payments. The payment obligation is the net spread between two rates. A number of firms participated in the
economics of the CDS transaction and the Corporation was all ocated a percentage of the total notional amount of the underlying interest rate
swaps. Under the CDS, the Corporation guarantees the third-party entity’s (“the third-party entity”) performance under a series of interest rate
swaps that the third-party entity has with the counterparty to the CDS (“the counterparty”). The nature of the specific credit default event that will
trigger a payment obligation by the Corporation under the CDS consists of the failure by the third-party entity to pay any one of the periodic
payments due under the underlying swaps or a termination payment with the
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counterparty. Also, although not athird-party entity credit event under the terms of the CDS, the interest rate swaps agreement between the third-
party entity and the counterparty has an additional termination event which isthe withdrawal, suspension or ratings downgrade of the third-party
entity to arating below BBB- by any of the three major agencies. The termination event will only trigger the Corporation’s performance if the third-
party entity failsto pay its obligation under the interest rate swaps. Neither of these eventsis expected to occur because of the third-party entity’s
credit standing. The underlying interest rate swaps are in the money in favor of the third-party entity. The CDS maturesin April 2008, which also
reduces the Corporation’s exposure to losses. Under the CDS, the counterparty has no obligation to the Corporation other than having made the
initial premium payment, which amounted to $104,000. As aresult, the Corporation is not subject to the credit risk of the counterparty.

Interest Rate Caps

During 2007, the Corporation entered into a $100,000,000 interest rate cap to mitigate its exposure to rising interest rates on short-term borrowings.
The Corporation also entered into interest rate caps as an intermediary on behalf of its customers and simultaneously took offsetting positions
under the same terms and conditions thus minimizing its market and credit risks.

Asaresult of the recharacterization transactionsin 2007, the interest rate caps that the Corporation had in conjunction with a series of mortgage
loans under securitization were no longer required to be consolidated under the Corporation’s statement of condition. Changesin fair value of
these caps were recognized in the consolidated statement of operations as part of interest expense, while the derivative contract value was
included as other assets.

Index and Embedded Options

In connection with customers’ deposits offered by the Corporation whose returns are tied to the performance of the Standard and Poor’s 500 (S& P
500) stock market index and other deposits whose returns are tied to other stock market indexes, certain equity securities performance or a
commodity index, the Corporation bifurcated the related options embedded within the customers' deposits from the host contract which does not
qualify for hedge accounting in accordance with SFAS No. 133. In order to limit the Corporation’s exposure to changesin these indexes, the
Corporation purchases index options from major broker dealer companieswhich returns are tied to the same indexes. Accordingly, the embedded
options and the related index options are marked-to-market through earnings. These options are traded in the over the counter (“OTC") market.
OTC options are not listed on an options exchange and do not have standardized terms. OTC contracts are executed between two counterparties
that negotiate specific agreement terms, including the underlying instrument, amount, exercise price and expiration date. The Corporation also had
bifurcated and accounted for separately the option related to the issuance of notes payable whose return is linked to the S& P 500 Index. In order
to limit its exposure, the Corporation has arelated S& P 500 index option intended to produce the same cash outflows that the notes could produce.

Mortgage Rate Lock Commitments

Mortgage rate lock commitmentsto fund mortgage loans at interest rates previously agreed for a specified period of time are accounted for as
derivatives as per SFAS No. 133, as amended. Forward sale commitments are utilized to economically hedge the interest rate risk associated with
the time lag between when fixed rate mortgage loans are rate-locked and when they are committed for sale or exchange in the secondary market.

Note 31 — Supplemental disclosure on the consolidated statements of cash flows:

As previously mentioned in Note 1 in 2005, the Corporation commenced atwo-year plan to change the reporting period of its non-banking
subsidiariesto a December 31st calendar period. Theimpact of this change corresponded to the financial results for the month of December 2004 of
those non-banking subsidiaries which implemented the change in the first reporting period of 2005 and the month of December 2005 for those
which implemented the change in the first reporting period of 2006 .

The following table reflects the effect in the Consolidated Statements of Cash Flows of the change in reporting period mentioned above for the
year ended December 31:

(In thousands) 2006 2005

Net cash used in operating activities $ (80,906) $(26,648)
Net cash (used in) provided by investing activities (104,732) 19,503
Net cash provided by financing activities 197,552 5,573
Net increase (decrease) in cash and due from banks $ 11,914 $ (1,572

Also, related to the difference in the reporting period of certain non-banking subsidiaries, as aresult of the one-month lag, certain intercompany
transactions between subsidiaries having different year-end periods remained outstanding at December 31, 2005. In balancing the consolidated
statement of condition, management reversed an intercompany elimination in order to reinstall loans outstanding to third parties. The impact of
thisreversal resulted in an increase of $429,000,000 in the caption of other liabilities at December 31, 2005. For the cash flow statement
presentation, for the year ended December 31, 2005, this amount was reflected as cash provided by financing activities, while the reinstallment of
loan disbursements was presented as cash flows used in investing
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activities. As of December 31, 2006, all subsidiaries have aligned their year-end closing to that of the Corporation’s calendar year.

Additional disclosures on cash flow information as well as non-cash activities are listed in the following table:

(In thousands) 2007 2006 2005
Income taxes paid $ 160,271 $ 194,423 $ 196,028
Interest paid 1,673,768 1,604,054 1,206,434
Non-cash activities:
Loans transferred to other real estate 203,965 116,250 113,840
Loanstransferred to other property 36,337 34,340 24,395
Total loans transferred to foreclosed assets 240,302 150,590 138,235

Assets and liabilities removed as part of the recharacterization of on-balance sheet
securitizations:

Mortgage |loans 3,221,003 — —
Secured borrowings (3,083,259) — —
Other assets 111,446 — —
Other liabilities (13,513) — —
Transfers from loans held-in-portfolio to loans held-for-sale (a) 1,580,821 23,634 —
Transfers from loans held-for-sale to |oans held-in-portfolio 244,675 591,365 668,591
L oans securitized into trading securities (b) 1,321,655 1,398,342 1,304,749
Available-for-sale securities transferred to loans held-in-portfolio — — 42 174
Recognition of mortgage servicing rights on securitizations or asset transfers 48,865 62,877 103,092
Recognition of residual interests on securitizations 42 975 36,927 61,126
Business acquisitions:
Fair value of loans and other assets acquired 225,972 — 1,491,521
Goodwill and other intangible assets acquired 149,123 4,005 337,180
Deposits and other liabilities assumed (1,094,699) (971) (1,416,919)
@) In 2007 it excludes the $3.2 billion in mortgage |oans from the recharacterization that were reclassified to |oans held-for-sale and immediately

removed from the Corporation’s books. In 2006 it excludes $589 million in individual mortgage loans transferred to held-for-sale and sold as
well as $613 million (2005-$552 million) securitized into trading securities and immediately sold.

(b) Includes loans securitized into trading securities and subsequently sold before year end.

Note 32 — Segment reporting:

The Corporation’s corporate structure consists of four reportable segments — Banco Popular de Puerto Rico, Banco Popular North America,
Popular Financial Holdings and EVERTEC. Also, acorporate group has been defined to support the reportable segments.

In early 2007, the Corporation changed its basis of presentation by combining the operations of Banco Popular North America and Popular
Financial Holdings segmentsinto a single reportable segment named Popular North America. Thiswas the result of arestructuring plan of the
Popular Financial Holdings operations and the Corporation’s U.S. Reorganization described in Note 2 to the consolidated financial statements. At
that time, the Corporation decided to continue the operations of Equity One and its subsidiaries (“ Equity One”), which are principally dedicated to
direct subprime loan origination, consumer finance and mortgage servicing. However, given the unforeseen disruption in the capital markets since
the summer of 2007 and its impact on funding, management now believes that it will be difficult to generate an adequate return on the capital
invested at Equity One. As such, commencing in late fourth quarter of 2007, the Corporation redefined its Popular North Americareportable
segment by segregating it in two separate reportable segments: Banco Popular North America and Popular Financial Holdings.

Management re-defined its plans and allocation of resources with respect to the Corporation’s U.S. operations and istaking stepsto exit the
PFH business, except for its mortgage servicing unit. Part of these stepsincluded the recharacterization of a substantial portion of PFH’s on-
balance sheet mortgage |oan securitization as sales, the signing in early 2008 of an Asset Purchase Agreement to sell certain assets of Equity One
and the expected closure of its remaining consumer branch network during 2008. The remaining loan portfolio that will remain in PFH’sbookswill
decline asit runs off. Due to the expected discontinuance of the business, management has redefined how to allocate resources for future growth
potential inthe U.S. operations.

Management determined the reportabl e segments based on the internal reporting used to eval uate performance and to assess where to allocate
resources. The segments were determined based on the organizational structure, which focuses primarily on the markets the segments serve, as
well as on the products and services offered by the segments.

Banco Popular de Puerto Rico:

Given that Banco Popular de Puerto Rico constitutes a significant portion of the Corporation’s results of operations and total assets as of
December 31, 2007, additional disclosures are provided for the business areasincluded in this reportable segment, as described below:

. Commercial banking represents the Corporation’ s banking operations conducted at BPPR, which are targeted mainly to corporate, small
and middle size businesses. It includes aspects of the lending and depository businesses, as well as other finance and advisory services.
BPPR allocates funds across segments based on duration matched transfer pricing
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at market rates. This area also incorporates income related with the investment of excess funds, aswell as a proportionate share of the
investment function of BPPR.

. Consumer and retail banking represents the branch banking operations of BPPR which focus on retail clients. It includes the consumer
lending business operations of BPPR, aswell as the lending operations of Popular Auto, Popular Finance, and Popular Mortgage. These
three subsidiaries focus respectively on auto and lease financing, small personal loans and mortgage loan originations. This area also
incorporates income related with the investment of excess funds from the branch network, aswell as a proportionate share of the
investment function of BPPR.

. Other financial servicesinclude the trust and asset management service units of BPPR, the brokerage and investment banking operations
of Popular Securities, and the insurance agency and reinsurance businesses of Popular Insurance, Popular Insurance V.1. and Popular Life
Re. Most of the servicesthat are provided by these subsidiaries generate profits based on fee income.

Banco Popular North America:

Banco Popular North America’s reportable segment consists of the banking operations of BPNA, E-LOAN, Popular Equipment Finance, Inc. and
Popular Insurance Agency, U.S.A. BPNA operates through a branch network with presence in 6 states, while E-LOAN provides online consumer
direct lending and supports BPNA's deposit gathering through its online platform. Asindicated in Note 2 to the consolidated financial statements,
E-LOAN isin the process of restructuring its operations, which include refocusing its loan origination efforts toward a reduced mix of loan product
offerings. Popular Insurance Agency, U.S.A. offersinvestment and insurance services across the BPNA branch network. Popular Equipment
Finance, Inc. provides mainly small to mid-ticket commercial and medical equipment financing. The U.S. operations also include the mortgage
business unit of Banco Popular, National Association.

Dueto the significant lossesin the E-LOAN operations, impacted in part by the restructuring charges and impairment losses as described in
Note 2 to the consolidated financial statements, management has determined to provide as additional disclosure the results of E-LOAN apart from
the other BPNA subsidiaries.

Popular Financial Holdings:

PFH’s clienteleis primarily subprime borrowers. After considering the restructuring events discussed in Note 2 to the consolidated financial
statements, PFH continues to carry a maturing loan portfolio that approximated $3.3 billion at December 31, 2007, of which $1.4 billion was
classified as held-for-sale. Also, PFH continues to provide mortgage loan services for others. As previously indicated, PFH isin the process of
exiting the mortgage |oan and consumer |oan origination business.

EVERTEC:

This reportable segment includes the financial transaction processing and technol ogy functions of the Corporation, including EVERTEC, with
officesin Puerto Rico, Florida, the Dominican Republic and Venezuela; EVERTEC USA, Inc. incorporated in the United States; and ATH Costa
Rica, SA., EVERTEC LATINOAMERICA, SOCIEDAD ANONIMA and T.I.I. Smart Solutions Inc. located in Costa Rica. In addition, this reportable
segment includes the equity investmentsin Consorcio de Tarjetas Dominicanas, S.A. and Servicios Financieros, S.A. de C.V. (“ Serfinsa’), which
operate in the Dominican Republic and El Salvador, respectively. This segment provides processing and technology services to other units of the
Corporation aswell asto third parties, principally other financial institutionsin Puerto Rico, the Caribbean and Central America.

The Corporate group consists primarily of the holding companies. Popular, Inc., Popular North Americaand Popular International Bank,
excluding the equity investmentsin CONTADO and Serfinsa, which due to the nature of their operations, are included as part of the EVERTEC
segment. The holding companies obtain funding in the capital markets to finance the Corporation’s growth, including acquisitions. The Corporate
group also includes the expenses of the four administrative corporate areas that are identified as critical for the organization: Finance, Risk
Management, Legal and People, Communications and Planning. These corporate administrative areas have the responsibility of establishing
policy, setting up controls and coordinating the activities of their corresponding groupsin each of the reportable segments.

The Corporation may periodically reclassify reportable segment results based on modifications to its management reporting and profitability
measurement methodol ogies and changes in organizational alignment.

The accounting policies of the individual operating segments are the same as those of the Corporation described in Note 1. Transactions
between reportable segments are primarily conducted at market rates, resulting in profits that are eliminated for reporting consolidated results of
operations.
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2007
At December 31, 2007
Popular, Inc.
Banco Popular Banco Popular Popular Financial Intersegment
(In thousands) de Puerto Rico North America Holdings EVERTEC Eliminations
Net interest income (l0ss) $ 957,822 $ 370,605 $ 140,670 $ (80 $ 3,301
Provision for loan losses 243,727 95,486 221,431
Non-interest income (loss) 485,548 185,962 (179,379) 241,627 (150,390)
Goodwill and trademark impairment losses 211,750
Amortization of intangibles 1,909 7,602 934
Depreciation expense 41,684 16,069 2,352 16,162 (72)
Other operating expenses 714,457 450,576 157,476 174,877 (137,688)
Income tax expense (benefit) 114,311 (29,477) (150,520) 17,547 (2,086)
Net income (loss) $ 327,282 $ (195,439) $ (269,448) $ 31,284 $ (7,243
Segment assets $27,102,493 $13,364,306 $3,905,279 $228,746 $(417,828)
At December 31, 2007
Total
Reportable Total
(In thousands) Segments Corporate Eliminations Popular, Inc.
Net interest income (l0ss) $ 1,471,575 $ (23,382 $ 1,197 $ 1,449,390
Provision for loan losses 560,644 2,006 562,650
Non-interest income 583,368 117,981 (7,033) 694,316
Goodwill and trademark impairment losses 211,750 211,750
Amortization of intangibles 10,445 10,445
Depreciation expense 76,195 2,368 78,563
Other operating expenses 1,359,698 55,205 (11,110) 1,403,793
Income tax benefit (50,225) (9,215) 438 (59,002
Net (loss) income $ (113,564) $ 44235 $ 4836 $ (64,493
Segment assets $44,182,996 $6,550,752 $(6,322,311) $44,411,437
2006
At December 31, 2006
Popular, Inc.
Banco Popular Banco Popular Popular Financial Intersegment
(In thousands) de Puerto Rico North America Holdings EVERTEC Eliminations
Net interest income (l0ss) $ 914,907 $ 379,977 $ 173532 $ (1,8%4)
Provision for loan losses 141,083 46,472 100,205
Non-interest income 431,940 218,590 38,977 229,237 $(141,096)
Goodwill and trademark impairment losses 14,239
Amortization of intangibles 2,540 8,881 357 599
Depreciation expense 43,556 15,811 6,159 16,599 (72)
Other operating expenses 679,892 422,640 179,907 169,117 (140,392
Impact of changein fiscal period (2,072 6,181
Income tax expense (benefit) 125,985 37,280 (32,809) 15,052 (367)
Net income (loss) $ 355,863 $ 67,483 $ (61,730) $ 25,976 $ (265
Segment assets $25,501,522 $13,565,992 $8,396,926 $223,384 $(588,707)
At December 31, 2006
Total
Reportable Total
(In thousands) Segments Corporate Eliminations Popular, Inc.
Net interest income (l0ss) $ 1,466,522 $ (39,741) $ 1,129 $ 1,427,910
Provision for loan losses 287,760 287,760
Non-interest income 777,648 36,642 (4,805) 809,485
Goodwill and trademark impairment losses 14,239 14,239
Amortization of intangibles 12,377 12,377
Depreciation expense 82,053 2,335 84,388
Other operating expenses 1,311,164 57,342 (4,178) 1,364,328
Impact of changein fiscal period 4109 3,495 2,137 9,741
Income tax expense (benefit) 145,141 (37,515) (740) 106,886
Net income (loss) $ 387,327 $ (28,756) $ (895) $ 357,676




Segment assets $47,099,117 $6,376,487 $(6,071,617) $47,403,987
2005
At December 31, 2005
Popular, Inc.
Banco Popular Banco Popular Popular Financial Intersegment

(In thousands) de Puerto Rico North America Holdings EVERTEC Eliminations
Net interest income (l0ss) $ 897,007 $ 359,836 $ 201,349 $ (404)
Provision for loan losses 98,732 23,238 73,288
Non-interest income 428,249 149,604 52,664 221,369 $(139,633)
Amortization of intangibles 2,522 6,783 30 244
Depreciation expense 42 508 15,678 4,916 17,405 (72)
Other operating expenses 681,133 309,151 159,087 166,929 (139,502)
Income tax expense 104,907 56,796 6,205 12,149 (57)
Net income before cumul ative effect of

accounting change $ 395454 $ 97,794 $ 10,487 $ 24,238 $ ®)
Cumulative effect of accounting change 3,221 (209) 412 (247)
Net income after cumul ative effect of

accounting change $ 398,675 $ 97,585 $ 10,487 $ 24,650 $ (250
Segment assets $26,522,983 $12,593,434 $9,411,263 $250,749 $(509,764)

At December 31, 2005
Total
Reportable Total

(In thousands) Segments Corporate Eliminations Popular, Inc.
Net interest income (l0ss) $ 1,457,788 $ (34,959) $ 1,378 $ 1,424,207
Provision for loan losses 195,258 14 195,272
Non-interest income 712,253 73,612 (590) 785,275
Amortization of intangibles 9,579 9,579
Depreciation expense 80,436 1,511 81,947
Other operating expenses 1,176,798 59,988 (112) 1,236,674
Income tax expense (benefit) 180,000 (31,417) 332 148,915
Net income before cumul ative effect of accounting change $ 527,970 $ 8557 $ 568 $ 537,09
Cumulative effect of accounting change 3,177 430 3,607
Net income after cumulative effect of accounting change $ 531,147 $ 8987 $ 568 $ 540,702
Segment assets $48,268,665 $6,333,610 $(5,978,607) $48,623,668

During the year ended December 31, 2007, the Corporation’s holding companies realized net gains on sale of securities, mainly marketable
equity securities, of approximately $114,944,000 (2006 — $14,000,000; 2005 — $59,706,000). These gains are included as part of “non-interest

income” within the Corporate group.
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Additional disclosureswith respect to the Banco Popular de Puerto Rico reportable segment are as follows:

2007

At December 31, 2007

Banco Popular de Puerto Rico

Consumer Total
Commercial and Retail Other Financial Banco Popular
(In thousands) Banking Banking Services Eliminations de Puerto Rico
Net interest income $ 379673 $ 566,635 $ 10,909 $ 605 $ 957,822
Provision for loan losses 79,810 163,917 243,727
Non-interest income 91,596 303,945 90,969 (962) 485,548
Amortization of intangibles 565 860 484 1,909
Depreciation expense 14,457 26,001 1,226 41,684
Other operating expenses 178,193 470,184 66,466 (386) 714,457
Impact of changein fiscal period
Income tax expense 56,613 46,812 10,860 26 114,311
Net income $ 141631 $ 162,806 $ 22,842 $ 3 $ 327,282
Segment assets $11,601,186  $19,407,327 $478,252 $(4,384,272) $27,102,493
2006
At December 31, 2006
Banco Popular de Puerto Rico
Consumer Total
Commercial and Retail Other Financial Banco Popular
(In thousands) Banking Banking Services Eliminations de Puerto Rico
Net interest income $ 342419 $ 561,788 $ 10,229 $ 471 $ 914,907
Provision for loan losses 43,952 97,131 141,083
Non-interest income 94,517 248,117 91,303 (1,997) 431,940
Amortization of intangibles 881 1,338 321 2,540
Depreciation expense 14,192 28,214 1,150 43,556
Other operating expenses 174,427 444,024 62,175 (734) 679,892
Impact of changein fiscal period (2,072 (2,072
Income tax expense 60,476 51,351 14,491 (333) 125,985
Net income $ 143008 $ 187,847 $ 25,467 $ (459) $ 355,863
Segment assets $11,283,178  $17,935,610 $581,981 $(4,299,247) $25,501,522
2005
At December 31, 2005
Banco Popular de Puerto Rico
Consumer Total
Commercial and Retail Other Financial Banco Popular
(In thousands) Banking Banking Services Eliminations de Puerto Rico
Net interest income $ 304,142 $ 579,852 $ 12,970 $ 43 $ 897,007
Provision for loan losses 26,600 72,132 98,732
Non-interest income 144,008 208,567 77,351 (1,677) 428,249
Amortization of intangibles 881 1,332 309 2,522
Depreciation expense 14,296 26,903 1,309 42 508
Other operating expenses 199,670 424,783 58,112 (1,432) 681,133
Income tax expense 47,706 47,309 9,988 (96) 104,907
Net income before cumulative effect of accounting
change $ 158,997 $ 215960 $ 20,603 $ (106) $ 395454
Cumulative effect of accounting change 3,797 755 (1,3312) 3,221
Net income after cumulative effect of accounting
change $ 158,997 $ 219,757 $ 21,358 $ (1,437) $ 398,675
Segment assets $10,404,721  $18,537,688 $1,043,096 $(3,462,522) $26,522,983
Additional disclosures with respect to the Banco Popular North America reportable segment are as follows:
2007
At December 31, 2007
Banco Popular North America
Total
Banco Popular Banco Popular
(In thousands) North America E-LOAN  Eliminations North America




Net interest income $ 348,728 $ 20925 $ 952 $ 370,605
Provision for loan losses 77,832 17,654 95,486
Non-interest income 112,954 74,270 (1,262) 185,962
Goodwill and trademark impairment losses 211,750 211,750
Amortization of intangibles 4810 2,792 7,602
Depreciation expense 12,835 3,234 16,069
Other operating expenses 287,831 162,706 39 450,576
Impact of changein fiscal period

Income tax expense (benefit) 27,863 (57,218) (122) (29,477)
Net income (loss) $ 5051 $ (245723) $ (227) $ (195,439)
Segment assets $13,965,898 $1,178,438  $(1,780,030) $13,364,306

2006
At December 31, 2006
Banco Popular North America
Total

(In thousands)

Banco Popular
North America

E-LOAN Eliminations

Banco Popular
North America

Net interest income $ 363,249 $ 16,601 $ 127 $ 379,977
Provision for loan losses 37,834 8,638 46,472
Non-interest income 127,697 92,188 (1,295) 218,590
Amortization of intangibles 6,041 2,840 8,881
Depreciation expense 12,917 2,894 15,811
Other operating expenses 272,158 150,482 422,640
Income tax expense (benefit) 60,707 (23,018) (409) 37,280
Net income $ 101,289 $ (33,047) $ (759) $ 67483
Segment assets $12,259,704 $1,308,263 $(1,975) $13,565,992
2005
At December 31, 2005
Banco Popular North America
Total

Banco Popular

Banco Popular

(In thousands) North America E-LOAN North America
Net interest income $ 357,256 $ 2,580 $ 359,836
Provision for loan losses 22,871 367 23,238
Non-interest income 130,538 19,066 149,604
Amortization of intangibles 6,368 415 6,783
Depreciation expense 15,156 522 15,678
Other operating expenses 286,374 22,777 309,151
Income tax expense (benefit) 57,617 (821) 56,796
Net income (loss) before cumulative effect of accounting change 99,408 (1,614) 97,794
Cumulative effect of accounting change (209) (209)
Net income (loss) after cumulative effect of accounting change $ 99,199 $ (1,614) $ 97,585
Segment assets $12,037,377 $556,057 $12,593,434
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I nter segment revenues*

(In thousands) 2007 2006 2005
Banco Popular de Puerto Rico:

P.R. Commercial Banking $ 1519 $ (619 $ (2437)

P.R. Consumer and Retail Banking 3,311 (1,409) (5,743)

P.R. Other Financial Services (449 (326) (399)
EVERTEC (140,949) (138,172 (139,100)
Banco Popular North America:

Banco Popular North America (8,597) (1,212) 1,563

E-LOAN (8,220) (608) (24)
Popular Financial Holdings 6,296 1,250 6,507
Total intersegment revenues $(147,089) $(141,096) $(139,633)

* For purposes of the intersegment revenues disclosure, revenues include interest income (expense) related to internal funding and other non-
interest income derived from intercompany transactions, mainly related to gain on sales of loans and processing / information technology
services.

Geographic Information

(In thousands) 2007 2006 2005
Revenues*:
Puerto Rico $1,567,276 $1,396,714 $1,252,906
United States 488,038 762,313 891,820
Other 88,392 78,368 64,756
Total consolidated revenues $2,143,706 $2,237,395 $2,209,482

* Total revenuesinclude net interest income, service charges on deposit accounts, other service fees, net gain on sale and valuation
adjustment of investment securities, trading account (loss) profit, (loss) gain on sale of loans and val uation adjustments on loans held-for-
sale and other operating income.

Selected Balance Sheet Information:

(In thousands) 2007 2006 2005
Puerto Rico
Total assets $26,017,716 $24,621,684 $25,759,437
Loans 15,679,181 14,735,092 14,130,645
Deposits 17,341,601 13,504,860 13,093,540
United States
Total assets $17,093,929 $21,570,276 $21,780,226
Loans 13,517,728 17,363,382 17,023,443
Deposits 9,737,996 9,735,264 8,370,150
Other
Total assets $ 1,299,792 $ 1,212,027 $ 1,084,005
Loans 714,093 638,465 556,119
Deposits 1,254,881 1,198,207 1,174,315

Note 33 — Contingent liabilities:

The Corporation is adefendant in anumber of legal proceedings arising in the normal course of business. Management believes, based on the
opinion of legal counsel, that the final disposition of these matterswill not have amaterial adverse effect on the Corporation’sfinancial position or
results of operations.

Note 34 — Guar antees:

The Corporation has obligations upon the occurrence of certain events under financial guarantees provided in certain contractual agreements.
These various arrangements are summarized bel ow.

The Corporation issues financial standby letters of credit and hasrisk participation in standby letters of credit issued by other financial
institutions, in each case to guarantee the performance of various customersto third parties. If the customer failsto meet itsfinancial or
performance obligation to the third party under the terms of the contract, then, upon their request, the Corporation would be obligated to make the
payment to the guaranteed party. In accordance with the provisions of FIN No. 45, at December 31, 2007 and 2006, the Corporation recorded a
liability of $636,000 and $658,000, respectively, which representsthe fair value of the obligations undertaken in issuing the guarantees under the
standby letters of credit issued or modified after December 31, 2002. The fair value approximates the fee received from the customer for issuing



such commitments. These fees are deferred and are recognized over the commitment period. The contract amountsin standby letters of credit
outstanding at December 31, 2007 and 2006, shown in Note 28, represent the maximum potential amount of future payments the Corporation could
be required to make under the guaranteesin the event of nonperformance by the customers. These standby letters of credit are used by the
customer as a credit enhancement and typically expire without being drawn upon. The Corporation’s standby letters of credit are generally
secured, and in the event of nonperformance by the customers, the Corporation has rights to the underlying collateral provided, which normally
includes cash and marketabl e securities, real estate, receivables and others. Management does not anticipate any material 1osses related to these
instruments.

The Corporation securitizes mortgage loans into guaranteed mortgage-backed securities subject to limited, and in certain instances, lifetime
credit recourse on the loans that serve as collateral for the mortgage-backed securities. Also, from time to time, the Corporation may sell in bulk
sale transactions, residential mortgage loans and SBA commercial |oans subject to credit recourse or to certain representations and warranties from
the Corporation to the purchaser. These representations and warranties may relate to borrower creditworthiness, loan documentation, collateral,
prepayment and early payment defaults. The Corporation may be required to repurchase the loans under the credit recourse agreements or
representation and warranties. Generally, the Corporation retains the right to service the loans when securitized or sold with credit recourse.

At December 31, 2007, the Corporation serviced $3,386,885,000 (2006 — $3,054,325,000) in residential mortgage |oans with credit recourse or
other servicer-provided credit enhancement. In the event of any customer default, pursuant to the credit recourse provided, the Corporation is
required to reimburse the third party investor. The maximum potential amount of future payments that the Corporation would be required to make
under the agreement in the event of nonperformance by the borrowersis equivalent to the total outstanding balance of the residential mortgage
loans serviced. In the event of nonperformance, the Corporation has rights to the underlying
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collateral securing the mortgage loan, thus, historically the losses associated to these guarantees had not been significant. At December 31, 2007,
the Corporation had reserves of approximately $4,731,000 (2006 — $3,066,000) to cover the estimated credit 10ss exposure. At December 31, 2007,
the Corporation also serviced $17,122,770,000 (2006 — $10,213,375,000) in mortgage loans without recourse or other servicer-provided credit
enhancement. Although the Corporation may, from time to time, be required to make advances to maintain aregular flow of scheduled interest and
principal paymentsto investors, including special purpose entities, this does not represent an insurance against losses. These loans serviced are
mostly insured by FHA, VA, and others, or the certificates arising in securitization transactions may be covered by a funds guaranty insurance
policy.

Also, in the ordinary course of business, the Corporation sold SBA loans with recourse, in which servicing was retained. At December 31, 2007,
SBA loans serviced with recourse amounted to $119,483,000 (2006 - $62,408,000). Due to the guaranteed nature of the SBA loans sold, the
Corporation’s exposure to loss under these agreements should not be significant.

Popular, Inc. Holding Company (“PIHC") fully and unconditionally guarantees certain borrowing obligationsissued by certain of its wholly-
owned consolidated subsidiaries totaling $2,877,794,000 at December 31, 2007 (2006 — $3,278,827,000). In addition, at December 31, 2007 and 2006,
PIHC fully and unconditionally guaranteed $824,000,000 of Capital Securitiesissued by four wholly-owned issuing trust entities that have been
deconsolidated based on FIN No. 46R. Refer to Note 18 to the consolidated financial statements for further information.

A number of the acquisition agreements to which the Corporation is a party and under which it has purchased various types of assets,
including the purchase of entire businesses, require the Corporation to make additional paymentsin future yearsif certain predetermined goals,
such as revenue targets, are achieved or certain specific events occur within a specified time. Management’s estimated maximum future payments
at December 31, 2007 approximated $5,829,000 (2006 -$4,606,000). Due to the nature and size of the operations acquired, management does not
anticipate that these additional paymentswill have amaterial impact on the Corporation’s financial condition or results of future operations.

The Corporation isamember of the Visa USA network through its subsidiary BPNA. On October 3, 2007, the Visa organization completed a
series of restructuring transactions to combine its affiliated operating companies, including Visa USA, under a single holding company, Visa, Inc.
Asaresult of Visa srestructuring, the Corporation’s membership interest in Visa USA was exchanged for an approximately 0.00874% equity
interest in Visalnc. Class USA stock. On November 11, 2007, VisalInc. filed aregistration statement with the Securities and Exchange Commission
for the offer and sale of its common stock to the public. Visa has disclosed that it plansto use the proceeds from itsinitial public offering to
partially redeem Visa USA members equity interests and to fund the settlement of certain Visa USA related litigation.

Pursuant to the Visa USA bylaws, BPNA isobligated to indemnify Visa, Inc. for certain losses. On October 3, 2007, a L oss Sharing Agreement
(“LSA™) became effective which reaffirmed the Corporation’s abligation to indemnify Visa, Inc. for potential future settlement of certain litigation.
The Corporation’sindemnification obligation islimited to its 0.00874% proportionate equity interest in Visa USA. The Corporation recorded an
estimated liability related to its obligation to indemnify Visafor covered litigation of $223,000 as of December 31, 2007.

If the Visainitial public offering is successfully completed, the Corporation is expected to receive cash in partial redemption of its equity interest
currently carried at zero value. Further, management expects that the indemnification obligation to Visawill be reduced when Visaeither disburses
funds for negotiated settlements, or funds an escrow account designated for settlement of covered litigation. Management expects that the gain to
be realized from redemption of Visa shareswill more than exceed the indemnification obligations recorded to date.

Note 35 — Other servicefees:

The caption of other service feesin the consolidated statements of income consists of the following major categories as of December 31,

(In thousands) 2007 2006 2005

Credit card fees and discounts $102,176 $ 89,827 $ 82,062
Debit card fees 76,573 61,643 52,675
Insurance fees 55,824 53,889 50,734
Processing fees 47 476 44,050 42773
Mortgage servicing fees, net of amortization and fair value adjustments 11,708 (2,750) 6,226
Other 69,500 74,216 97,031

Total $363,257 $320,875 $331,501
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Note 36 — Popular, Inc. (Holding Company only) financial information:

The following condensed financial information presents the financial position of Holding Company only as of December 31, 2007 and 2006, and the

results of its operations and cash flows for each of the three yearsin the period ended December 31, 2007.

Statements of Condition

December 31,
(In thousands) 2007 2006
ASSETS
Cash $ 1391 $ 2
Money market investments 46,400 8,700
Investments securities held-to-maturity, at amortized cost 626,129 430,000
Other investment securities, at lower of cost or realizable value 14,425 143,469
Investment in BPPR and subsidiaries, at equity 1,817,354 1,690,968
Investment in Popular International Bank and subsidiaries, at equity 767,608 1,257,748
Investment in other subsidiaries, at equity 232,972 228,655
Advancesto subsidiaries 712,500 452,400
Loansto affiliates 10,000 10,000
Loans 2,926 5,249
Less— Allowance for |oan losses 60 40
Premises and equipment 23,772 25,628
Other assets 42969 62,042
Total assets $4,298,386 $4,314,821
LIABILITIES AND STOCKHOLDERS EQUITY
Other short-term borrowings $ 165,000 $ 150,787
Notes payable 480,117 484,406
Accrued expenses and other liabilities 71,387 59,322
Stockholders’ equity 3,581,882 3,620,306
Total liabilities and stockholders equity $4,298,386 $4,314,821
Statements of Operations
Y ear ended December 31,
(In thousands) 2007 2006 2005
Income:
Dividends from subsidiaries $ 383,100 $247,899 $171,000
Interest on money market and investment securities 38,555 39,286 34,259
Other operating income 9,862 17,518 11,771
Gain on sale and valuation adjustment of investment securities 115,567 290 50,469
Interest on advances to subsidiaries 19,114 6,069 416
Interest on loans to affiliates 1,144 1,256 1,176
Interest on loans 382 457 530
Total income 567,724 312,775 269,621
Expenses:
Interest expense 37,095 36,154 43,850
Provision for loan losses 2,007 14
Operating expenses 2,226 1,057 1,380
Total expenses 41,328 37,211 45,244
Income before income taxes and equity in undistributed earnings of subsidiaries 526,396 275,564 224,377
Income taxes 30,288 1,648 3,155
Income before equity in undistributed earnings of subsidiaries 496,108 273,916 221,222
Equity in undistributed (losses) earnings of subsidiaries (560,601) 83,760 319,480
Net (loss) income $ (64,493) $357,676 $540,702
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Statements of Cash Flows

Y ear ended December 31,

(In thousands) 2007 2006 2005
Cash flows from operating activities:
Net (loss) income $ (64,493 $ 357,676 $ 540,702
Adjustmentsto reconcile net (loss) income to net cash provided by operating activities:
Equity in undistributed losses (earnings) of subsidiaries and dividends from
subsidiaries 177,501 (331,659) (490,480)
Provision for loan losses 2,007 14
Net gain on sale and valuation adjustment of investment securities (115,567) (290) (50,469)
Net amortization of premiums and accretion of discounts on investments (8,244) (427) (546)
Net amortization of premiums and deferred loan origination fees and costs (54) (99)
Earnings from investments under the equity method (4,612) (2,507) (3,097)
Stock options expense 568 684 305
Net decrease (increase) in other assets 28,340 (9,192 6,941
Deferred income taxes 1,156 (569) (182)
Net increasein interest payable 1,508 647 1,349
Net increase in other liabilities 4,354 10,158 5,722
Total adjustments 87,011 (333,209) (530,542)
Net cash provided by operating activities 22,518 24,467 10,160
Cash flows from investing activities:
Net (increase) decrease in money market investments (37,700) 221,300 (181,500)
Purchases of investment securities:
Available-for-sale (6,808) (127,628)
Held-to-maturity (4,087,972) (269,683)
Other (445)
Proceeds from maturities and redemptions of investment securities:
Available-for-sale 110,432
Held-to-maturity 3,900,087 269,683 150,000
Other 2,646 500
Proceeds from sales of investment securities available-for-sale 5,783 17,781 57,458
Proceeds from sale of other investment securities 245,484
Capital contribution to subsidiaries (36,000) (75,000)
Net change in advancesto subsidiaries and affiliates (260,100) (442,400) 15,569
Net repayments on loans 337 459 216
Acquisition of premises and equipment (522) (4,939) (3)
Proceeds from sale of premises and equipment 11
Proceeds from sale of foreclosed assets 99 297
Dividends received from subsidiaries 383,100 247,899 171,000
Net cash provided by investing activities 141,700 6,845 120,896
Cash flows from financing activities:
Net decrease in assets sold under agreements to repurchase (6,690)
Net decrease in commercial paper (4,501)
Net increase in other short-term borrowings 14,213 150,787
Payments of notes payable (5,000) (50,450) (135,763)
Proceeds from issuance of notes payable 397 393 5,383
Cash dividends paid (190,617) (188,321) (182,751)
Proceeds from issuance of common stock 20,414 55,678 193,679
Treasury stock acquired (2,236) (93)
Net cash used in financing activities (162,829) (32,006) (130,643)
Net increase (decrease) in cash 1,389 (694) 413
Cash at beginning of year 2 696 283
Cash at end of year $ 1,391 $ 2 $ 696

The principal source of income for the Holding Company consists of dividends from BPPR. As members subject to the regulations of the
Federal Reserve System, BPPR and BPNA must obtain the approval of the Federal Reserve Board for any dividend if the total of all dividends
declared by each entity during the calendar year would exceed the total of its net income for that year, as defined by the Federal Reserve Board,
combined with its retained net income for the preceding two years, less any required transfersto surplus or to afund for the retirement of any
preferred stock. The payment of dividends by BPPR may also be affected by other regulatory requirements and policies, such as the maintenance
of certain minimum capital levels described in Note 21. At December 31, 2007, BPPR could have declared adividend of approximately $44,954,000
(2006 — $208,109,000; 2005 — $230,685,000) without the approval of the Federal Reserve Board. At December 31, 2007, BPNA was required to
obtain the approval of the Federal Reserve Board to declare adividend. The Corporation has never received dividend paymentsfromits U.S.

subsidiaries.



Note 37 — Condensed consolidating financial infor mation of guarantor and issuer s of registered guaranteed securities:

The following condensed consolidating financial information presents the financial position of Popular, Inc. Holding Company (“PIHC”) (parent
only), Popular International Bank, Inc. (“PIBI”), Popular North America, Inc. (“PNA”) and all other subsidiaries of the Corporation as of
December 31, 2007 and 2006, and the results of their operations and cash flows for each of the years ended December 31, 2007, 2006 and 2005,
respectively.

In 2005, the Corporation commenced atwo-year plan to change its non-banking subsidiaries to a calendar reporting year-end. As of
December 31, 2005, Popular Securities, Inc., Popular North America (holding company), Popular FS, LLC and Popular Financial Holdings, Inc.
(“PFH"), including its wholly-owned subsidiaries, except E-L OAN, which already had a December 31st year-end since its acquisition, continued to
have afiscal year that ended on November 30. Accordingly, their financial information as of November 30, 2005 correspondsto their financial
information included in the consolidated financial statements of Popular, Inc. as of December 31, 2005. As of December 31, 2006, all subsidiaries
have aligned their year-end closing to that of the Corporation’s calendar year.

PIHC, PIBI and PNA are authorized issuers of debt securities and preferred stock under a shelf registration statement filed with the Securities
and Exchange Commission.

PIBI is an operating subsidiary of PIHC and is the holding company of its wholly-owned subsidiaries: ATH CostaRicaS.A., EVERTEC
LATINOAMERICA, SOCIEDAD ANONIMA (formerly named EVERTEC, Centroamérica Sociedad Anonima), T.I.I. Smart Solutions Inc., Popular
Insurance V.1, Inc. and PNA.

PNA isan operating subsidiary of PIBI and is the holding company of its wholly-owned subsidiaries:




Table of Contents

Popular, Inc. | 2007 | Annual Report 143

. PFH, including its wholly-owned subsidiaries Equity One, Inc., Popular Financial Management, LL C, Popular Housing Services, Inc., and
Popular Mortgage Servicing, Inc.;

. BPNA, including its wholly-owned subsidiaries Popular Equipment Finance, Inc. (formerly Popular Leasing, U.S.A.), Popular Insurance
Agency, U.SA., Popular FS, LLC, and E-LOAN;

. BP, N.A., including its wholly-owned subsidiary Popular Insurance, Inc.; and
. EVERTEC USA, Inc.

PIHC fully and unconditionally guarantees all registered debt securities and preferred stock issued by PIBI and PNA. As described in Note 36
to the consolidated financial statements, the principal source of income for PIHC consists of dividends from BPPR.
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Condensed Consolidating Statement of Condition

At December 31, 2007

Popular, Inc. PIBI PNA All other Elimination Popular, Inc.
(In thousands) Holding Co. Holding Co. Holding Co.  Subsidiaries Entries Consolidated
ASSETS
Cash and due from banks $ 1,391 $ 376 $ 400 $ 910303 $ (93645 $ 818,825
Money market investments 46,400 300 151 1,281,206 (321,345) 1,006,712
Trading account securities, at fair value 769,698 (1,743) 767,955
Investment securities available-for-sale, at fair
value 31,705 8,483,430 8,515,135
Investment securities held-to-maturity, at
amortized cost 626,129 1,250 287,087 (430,000) 484,466
Other investment securities, at lower of cost or
redizable value 14,425 1 12,392 189,766 216,584
Investment in subsidiaries 2,817,934 648,720 1,717,823 413,566 (5,598,043)
Loans held-for-sale, at lower of cost or market
value 1,889,546 1,889,546
L oans held-in-portfolio 725,426 25,150 2978528 32,737,346 (8,262,884) 28,203,566
Less — Unearned income 182,110 182,110
Allowance for loan losses 60 548,772 548,832
725,366 25,150 2,978,528 32,006,464 (8,262,884) 27,472,624
Premises and equipment, net 23,772 131 564,393 (133) 588,163
Other real estate 81,410 81,410
Accrued income receivable 1,675 62 14,271 233,010 (32,904) 216,114
Servicing assets 196,645 196,645
Other assets 40,740 60,814 47,210 1,349,916 (41,686) 1,456,994
Goodwill 630,761 630,761
Other intangible assets 554 68,949 69,503
$4,298,386 $768,378 $4,770,906 $49,356,150 $(14,782,383) $44,411,437
LIABILITIESAND STOCKHOLDERS EQUITY
Liabilities:
Deposits:
Non-interest bearing $ 4604376 $ (93587) $ 4,510,789
Interest bearing 24,015,437 (191,748) 23,823,689
28,619,813 (285,335) 28,334,478
Federal funds purchased and assets sold
under agreements to repurchase $ 168,892 5,391,273 (122,900) 5,437,265
Other short-term borrowings $ 165,000 1,155,773 2,494,090 (2,312,884) 1,501,979
Notes payable 480,117 2,754,339 7,303,782 (5,916,886) 4,621,352
Subordinated notes 430,000 (430,000)
Other liabilities 71,387 $ 116 62,059 884,859 (84,049) 934,372
716,504 116 4,141,063 45,123,817 (9,152,054) 40,829,446
Minority interest in consolidated
subsidiaries 109 109
Stockholders' equity:
Preferred stock 186,875 186,875
Common stock 1,761,908 3,961 2 70,421 (74,384) 1,761,908
Surplus 563,183 851,193 734,964 3,404,586 (4,985,742) 568,184
Retained earnings (deficit) 1,324,468 (46,897) (99,806) 770,339 (628,637) 1,319,467
Treasury stock, at cost (207,740) (664) 664 (207,740)
Accumulated other comprehensive loss, net
of tax (46,812) (39,995) (5,317) (12,458) 57,770 (46,812)
3,581,882 768,262 629,843 4,232,224 (5,630,329) 3,581,882
$4,298,386 $768,378 $4,770,906 $49,356,150 $(14,782,383) $44,411,437
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At December 31, 2006

Popular, Inc. PIBI PNA All other Elimination Popular, Inc.
(In thousands) Holding Co. Holding Co. Holding Co. Subsidiaries Entries Consolidated
ASSETS
Cash and due from banks $ 2 $ 157 $ 322 $1015470 $ (65,793) $ 950,158
Money market investments 8,700 1,075 2,553 508,424 (219,044) 301,708
Trading account securities, at fair value 382,325 382,325
Investment securities available-for-sale, at fair value 71,262 9,782,815 (3,215) 9,850,862
Investment securities held-to-maturity, at amortized
cost 430,000 2,157 89,183 (430,000) 91,340
Other investment securities, at lower of cost or
redizable value 143,469 5,001 26,152 122,772 297,394
Investment in subsidiaries 3,177,371 1,135,808 2,062,710 816,684 (7,192,573)
Loans held-for-sale, at lower of cost or market value 719,922 719,922
L oans held-in-portfolio 467,649 2,958,559 35,467,096 (6,567,940) 32,325,364
Less — Unearned income 308,347 308,347
Allowance for loan losses 40 522,192 522,232
467,609 2,958,559 34,636,557 (6,567,940) 31,494,785
Premises and equipment, net 25,628 134 569,545 (167) 595,140
Other real estate 84,816 84,816
Accrued income receivable 1,058 12 11,581 264,089 (28,500) 248,240
Other assets 60,430 42,883 28,125 1,528,398 (47,946) 1,611,890
Goodwill 667,853 667,853
Other intangible assets 554 107,000 107,554
$4,314,821 $1,258,355 $5,090,136 $51,295,853  $(14,555,178) $47,403,987
LIABILITIESAND STOCKHOLDERS EQUITY
Liabilities:
Deposits:
Non-interest bearing $ 4287868 $ (65735 $ 4,222,133
Interest bearing 20,283,441 (67,243) 20,216,198
24,571,309 (132,978) 24,438,331
Federal funds purchased and assets sold under
agreements to repurchase $ 159,829 5,739,416 (136,800) 5,762,445
Other short-term borrowings $ 150,787 894,959 5,297,595 (2,309,216) 4,034,125
Notes payable 484,406 2,835,595 9,651,217 (4,233,972) 8,737,246
Subordinated notes 430,000 (430,000)
Other liabilities 59,322 $ 60 78,988 758,613 (85,559) 811,424
694,515 60 3,969,371 46,448,150 (7,328,525) 43,783,571
Minority interest in consolidated subsidiaries 110 110
Stockholders' equity:
Preferred stock 186,875 186,875
Common stock 1,753,146 3,961 2 70,421 (74,384) 1,753,146
Surplus 521,855 851,193 734,964 3,182,285 (4,763,441) 526,856
Retained earnings 1,599,145 458,922 406,811 1,804,476 (2,675,210) 1,594,144
Treasury stock, at cost (206,987) (2,146) 2,146 (206,987)
Accumulated other comprehensive loss, net of tax (233,728) (55,781) (21,012) (207,443) 284,236 (233,728)
3,620,306 1,258,295 1,120,765 4,847,593 (7,226,653) 3,620,306
$4,314,821 $1,258,355 $5,090,136 $51,295,853  $(14,555,178) $47,403,987
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Condensed Consolidating Statement of Operations

Y ear ended December 31, 2007

Popular, Inc. PIBI PNA Other Elimination Popular, Inc.
(In thousands) Holding Co. Holding Co. Holding Co. Subsidiaries Entries Consolidated
INTEREST INCOME:
Loans $ 20,640 $ 343 $ 158,510 $2,803,356 $ (367,535) $2,615,314
Money market investments 1,147 370 52 36,833 (13,212) 25,190
Investment securities 37,408 1,800 894 434,406 (28,739) 445,769
Trading securities 41,898 41,898
59,195 2,513 159,456 3,316,493 (409,486) 3,128,171
INTEREST EXPENSE:
Deposits 774,840 (9,047) 765,793
Short-term borrowings 3,644 59,801 502,115 (117,388) 448 172
Long-term debt 33,451 149,461 577,406 (295,502) 464,816
37,095 209,262 1,854,361 (421,937) 1,678,781
Net interest income (l0ss) 22,100 2,513 (49,806) 1,462,132 12,451 1,449,390
Provision for loan losses 2,007 560,643 562,650
Net interest income (loss) after
provision for loan losses 20,093 2,513 (49,806) 901,489 12,451 886,740
Service charges on deposit accounts 196,072 196,072
Other service fees 475,510 (112,253) 363,257
Net gain (loss) on sale and valuation
adjustment of investment
securities 115,567 (20,083) (40,325) 55,159
Trading account loss (2,343) (121) (2,464)
Loss on sale of loans and val uation
adjustments on loans held-for-
sae (30,823) (8,247) (38,970)
Other operating income (10ss) 9,862 15,410 (1,592 137,025 (39,443) 121,262
145,522 (2,160) (51,398) 1,636,605 (147,513) 1,581,056
OPERATING EXPENSES:
Personnel costs:
Salaries 21,062 389 500,709 (2,637) 519,523
Pension, profit sharing and
other benefits 5,878 69 143,464 (745) 148,666
26,940 458 644,173 (3,382 668,189
Net occupancy expenses 2,327 29 3 121,262 123,621
Equipment expenses 1,755 3 125,914 (200) 127,472
Other taxes 1,557 48,554 50,111
Professional fees 12,103 20 47 281,537 (143,853) 149,854
Communications 518 66,517 (158) 66,877
Business promotion 2,768 113,319 (699) 115,388
Printing and supplies 75 1 17,362 17,438
Impairment losses on long-lived
assets 12,344 12,344
Other operating expenses (45,817) (400) 446 198,038 (1,205) 151,062
Impact of changein fiscal period at
certain subsidiaries Goodwill and
trademark impairment losses 211,750 211,750
Amortization of intangibles 10,445 10,445
2,226 107 500 1,851,215 (149,497) 1,704,551
Income (loss) beforeincome tax and
equity in earnings (losses) of
subsidiaries 143,296 (2,267) (51,898) (214,610) 1,984 (123,495)
Income tax expense (benefit) 30,288 (18,164) (71,315) 189 (59,002
Income (loss) before equity in
earnings (losses) of subsidiaries 113,008 (2,267) (33,734) (143,295) 1,795 (64,493)
Equity in (losses) earnings of
subsidiaries (177,501) (504,146) (473,478) (499,018) 1,654,143
NET (LOSS) INCOME $ (64,493) $(506,413) $(507,212) $ (642,313) $1,655,938 $ (64,493)
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Condensed Consolidating Statement of Operations

Y ear ended December 31, 2006

Popular, Inc. PIBI PNA Other Elimination Popular, Inc.
(In thousands) Holding Co. Holding Co. Holding Co. Subsidiaries Entries Consolidated
INTEREST INCOME:
Loans $ 7,782 $149,166 $2,615,635 $(286,130) $2,486,453
Money market investments 2,199 $ 143 520 38,785 (12,021) 29,626
Investment securities 37,087 1,397 1,403 504,376 (28,026) 516,237
Trading securities 32,125 32,125
47,068 1,540 151,089 3,190,921 (326,177) 3,064,441
INTEREST EXPENSE:
Deposits 583,850 (3,756) 580,094
Short-term borrowings 537 1,238 26,806 559,750 (69,371) 518,960
Long-term debt 35,617 177,061 585,618 (260,819) 537,477
36,154 1,238 203,867 1,729,218 (333,946) 1,636,531
Net interest income (10ss) 10,914 302 (52,778) 1,461,703 7,769 1,427,910
Provision for loan losses 287,760 287,760
Net interest income (loss) after provision for
loan losses 10,914 302 (52,778) 1,173,943 7,769 1,140,150
Service charges on deposit accounts 190,079 190,079
Other service fees 429,805 (108,930) 320,875
Net gain (loss) on sale and valuation adjustment
of investment securities 290 13,598 (16,253) 6,724 4,359
Trading account profit 18,346 16,942 35,288
Gain on sale of loans and valuation adjustments
on loans held-for-sale 122,853 (5,432) 117,421
Other operating income (l0ss) 17,518 7,006 (271) 157,896 (40,686) 141,463
28,722 20,906 (53,049) 2,076,669 (123,613) 1,949,635
OPERATING EXPENSES:
Personnel costs:
Salaries 19,812 379 500,209 (3,222) 517,178
Pension, profit sharing and other benefits 5,487 66 146,832 (892) 151,493
25,299 445 647,041 (4,114) 668,671
Net occupancy expenses 2,341 14 2 114,385 116,742
Equipment expenses 1,820 8 12 134,150 (113) 135,877
Other taxes 1,218 43,325 44,543
Professional fees 14,631 46 225 264,672 (138,040) 141,534
Communications 621 67,764 (102) 68,283
Business promotion 4,590 126,604 (1,229) 129,965
Printing and supplies 70 1 17,670 17,741
Impairment losses on long-lived assets 7,232 7,232
Other operating expenses (49,533) (399) 436 169,125 (1,501) 118,128
Impact of change in fiscal period at certain
subsidiaries 3,495 4,109 2,137 9,741
Goodwill impairment losses 14,239 14,239
Amortization of intangibles 12,377 12,377
1,057 114 4,171 1,622,693 (142,962) 1,485,073
Income (loss) before income tax and equity in
earnings (losses) of subsidiaries 27,665 20,792 (57,220) 453,976 19,349 464,562
Income tax expense (benefit) 1,648 (15,363) 116,867 3,734 106,886
Income (loss) before equity in earnings (Iosses)
of subsidiaries 26,017 20,792 (41,857) 337,109 15,615 357,676
Equity in earnings (losses) of subsidiaries 331,659 (42,410) (2,602) (46,768) (239,879)

NET INCOME (LOSS) $357,676 $(21,618) $(44,459) $ 290,341  $(224,264) $ 357,676
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Condensed Consolidating Statement of Operations

Y ear ended December 31, 2005

Popular, Inc. PIBI PNA Other Elimination Popular, Inc.
(In thousands) Holding Co. Holding Co. Holding Co. Subsidiaries Entries Consolidated
INTEREST INCOME:
Loans $ 2,122 $142,050 $2,207,183 $(235,056) $2,116,299
Money market investments 3,955 $ 8 90 45,350 (18,667) 30,736
Investment securities 30,304 598 1,264 484,345 (27,697) 488,814
Trading securities 30,010 30,010
36,381 606 143,404 2,766,888 (281,420) 2,665,859
INTEREST EXPENSE:
Deposits 439,269 (8,456) 430,813
Short-term borrowings 256 988 17,488 387,362 (56,891) 349,203
Long-term debt 43,594 154,508 488,839 (225,305) 461,636
43,850 988 171,996 1,315,470 (290,652) 1,241,652
Net interest (loss) income (7,469) (382) (28,592) 1,451,418 9,232 1,424,207
Provision for loan losses 14 195,258 195,272
Net interest (loss) income after provision for loan
losses (7,483) (382) (28,592) 1,256,160 9,232 1,228,935
Service charges on deposit accounts 181,749 181,749
Other service fees 435,505 (104,004) 331,501
Net gain (loss) on sale and valuation adjustment of
investment securities 50,469 9,236 (6,694) (898) 52,113
Trading account profit 16,625 13,426 30,051
Gain on sale of loans and valuation adjustment on
loans held-for-sale 106,598 (23,301) 83,297
Other operating income 11,771 5,971 127,680 (38,858) 106,564
54,757 14,825 (28,592) 2,117,623 (144,403) 2,014,210
OPERATING EXPENSES:
Personnel costs:
Salaries 367 478,118 (3,849) 474,636
Pension, profit sharing and other benefits 58 149,092 (1,097) 148,053
425 627,210 (4,946) 622,689
Net occupancy expenses 14 108,372 108,386
Equipment expenses 31 2 10 124,294 (61) 124,276
Other taxes 1,021 38,176 39,197
Professional fees 4,536 16 80 249,558 (134,909) 119,281
Communications 56 63,412 (73) 63,395
Business promotion 6,292 94,142 100,434
Printing and supplies 18,378 18,378
Other operating expenses (10,556) 32 486 134,136 (1,513) 122,585
Amortization of intangibles 9,579 9,579
1,380 489 576 1,467,257 (141,502) 1,328,200
Income (loss) before income tax, cumulative
effect of accounting change and equity in
earnings of subsidiaries 53,377 14,336 (29,168) 650,366 (2,901) 686,010
Income tax expense (benefit) 3,155 (10,266) 156,797 (771) 148,915
Income (loss) before cumulative effect of
accounting change and equity in earnings of
subsidiaries 50,222 14,336 (18,902) 493,569 (2,130) 537,095
Cumulative effect of accounting change, net of tax 691 4,494 (1,578) 3,607
Income (loss) before equity in earnings of
subsidiaries 50,222 15,027 (18,902) 498,063 (3,708) 540,702
Equity in earnings of subsidiaries 490,480 84,018 101,512 62,055 (738,065)
NET INCOME $540,702 $99,045 $ 82,610 $ 560,118 $(741,773) $ 540,702
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Y ear ended December 31, 2007

Popular, Inc. PIBI PNA Other Elimination Popular, Inc.
(In thousands) Holding Co. Holding Co. Holding Co. Subsidiaries Entries Consolidated
Cash flows from operating activities:
Net loss $ (64,493) $(506,413) $(507,212) $ (642,313) $ 1,655,938 $ (64,493)
Adjustments to reconcile net loss to net cash
provided by operating activities:
Equity in undistributed losses of subsidiaries 177,501 504,146 473,478 499,018 (1,654,143)
Depreciation and amortization of premises and
equipment 2,365 3 76,271 (76) 78,563
Provision for loan losses 2,007 560,643 562,650
Goodwill and trademark impairment losses 211,750 211,750
Impairment losses on long-lived assets 12,344 12,344
Amortization of intangibles 10,445 10,445
Amortization and fair value adjustment of
servicing assets 61,110 61,110
Net (gain) loss on sale and valuation
adjustment of investment securities (115,567) 20,083 40,325 (55,159)
Net loss (gain) on disposition of premises and
equipment 1 (12,297) (12,296)
Loss on sale of loans and valuation adjustments
on loans held-for-sale 30,823 8,147 38,970
Net amortization of premiums and accretion
of discounts on investments (8,244) 7 28,508 (33) 20,238
Net amortization of premiums on loans and
deferred loan origination fees and costs 100,153 (9,642) 90,511
Earnings from investments under the equity
method (4,612) (15,410) 1,592 (1,293) (1,624) (21,347)
Stock options expense 568 1,195 1,763
Net disbursements on loans held-for-sale (4,803,927) (4,803,927)
Acquisitions of loans held-for-sale (550,392) (550,392)
Proceeds from sale of loans held-for-sale 4,127,794 4,127,794
Net decrease in trading securities 1,220,842 1,743 1,222,585
Net (increase) decrease in accrued income
receivable (617) (51) (2,690) 10,786 4,404 11,832
Net decrease (increase) in other assets 26,591 4,005 (8,339) (123,355) 6,883 (94,215)
Net increase (decrease) in interest payable 1,508 (7,762) 15,617 (4,350) 5,013
Deferred income taxes 1,156 (18,164) (237,455) 30,723 (223,740)
Net increase in postretirement benefit
obligation 2,388 2,388
Net increase in other liabilities 4,354 55 8,180 95,369 (36,383) 71,575
Total adjustments 87,011 512,835 446,298 1,376,662 (1,654,351) 768,455
Net cash provided by (used in) operating activities 22,518 6,422 (60,914) 734,349 1,587 703,962
Cash flows from investing activities:
Net (increase) decrease in money market
investments (37,700) 775 2,402 (706,347) 102,302 (638,568)
Purchases of investment securities:
Available-for-sale (6,808) 2 (886,267) 732,365 (160,712)
Held-to-maturity (4,087,972) (25,232,314) (29,320,286)
Other (928) (111,180) (112,108)
Proceeds from calls, paydowns, maturities and
redemptions of investment securities:
Available-for-sale 2,344,225 (735,548) 1,608,677
Held-to-maturity 3,900,087 900 25,034,574 28,935,561
Other 44,185 44,185
Proceeds from sales of investment securities
available-for-sale 5,783 17,572 34,812 58,167
Proceeds from sale of other investment
securities 245,484 2 865 1 246,352
Net disbursements on loans (259,763) (25,150) (129,969) (2,904,713) 1,861,670 (1,457,925)
Proceeds from sale of loans 415,256 415,256
Acquisition of loan portfolios (22,312) (22,312)
Capital contribution to subsidiary (300) (111,025) 111,325
Net liabilities assumed, net of cash 719,604 719,604
Mortgage servicing rights purchased (26,507) (26,507)
Acquisition of premises and equipment (522) (104,386) 42 (104,866)



Proceeds from sale of premises and equipment 11 63,444 63,455
Proceeds from sale of foreclosed assets 175,974 175,974
Dividends received from subsidiary 383,100 (383,100)
Net cash provided by (used in) investing activities 141,700 (6,203) (127,630) (1,272,976) 1,689,056 423,947
Cash flows from financing activities:
Net increase in deposits 3,041,881 (152,357) 2,889,524
Net increase (decrease) in federal funds
purchased and assets sold under agreements
to repurchase 9,063 (348,143) 13,900 (325,180)
Net increase (decrease) in other short-term
borrowings 14,213 260,815 (2,292,160) (595,669) (2,612,801)
Payments of notes payable (5,000) (444,583) (3,913,642) 1,899,948 (2,463,277)
Proceeds from issuance of notes payable 397 363,327 4,217,588 (3,156,092) 1,425,220
Dividends paid to parent company (383,100) 383,100
Dividends paid (190,617) (190,617)
Proceeds from issuance of common stock 20,414 20,414
Treasury stock acquired (2,236) (289) (2,525)
Capital contribution from parent 111,325 (111,325)
Net cash (used in) provided by financing activities (162,829) 188,622 433,460 (1,718,495) (1,259,242)
Net increase (decrease) in cash and due from banks 1,389 219 78 (105,167) (27,852) (131,333)
Cash and due from banks at beginning of period 2 157 322 1,015,470 (65,793) 950,158
Cash and due from banks at end of period $ 1,391 376 400 $ 910,303 $ (93,645 $ 818,825
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Condensed Consolidating Statement of Cash Flows

Y ear ended December 31, 2006

Popular, Inc. PIBI PNA Other Elimination Popular, Inc.
(In thousands) Holding Co. Holding Co. Holding Co. Subsidiaries Entries Consolidated
Cash flows from operating activities:
Net income (loss) $ 357,676 $(21,618) $ (44,459) $ 290,341 $ (224,264) $ 357,676
Less: Impact of change in fiscal period
of certain subsidiaries, net of tax (2,271) (2,638) (1,220) (6,129)
Net income (loss) before impact of
changein fiscal period 357,676 (21,618) (42,188) 292,979 (223,044) 363,805
Adjustments to reconcile net income
(loss) to net cash provided by
operating activities:
Equity in undistributed (earnings) losses
of subsidiaries (331,659) 42,410 2,602 46,768 239,879
Depreciation and amortization of
premises and equipment 2,333 2 82,126 (73) 84,388
Provision for loan losses 287,760 287,760
Goodwill and trademark impairment
|osses 14,239 14,239
Amortization of intangibles 12,377 12,377
Impairment losses on long-lived assets 7,232 7,232
Amortization of servicing assets 62,849 (30) 62,819
Net (gain) loss on sale and valuation
adjustment of investment securities (290) (13,598) 16,253 (6,724) (4,359)
Net loss (gain) on disposition of
premises and equipment 4 (25,933) (25,929)
Net gain on sale of loans (122,853) 5,432 (117,421)
Net amortization of premiums and
accretion of discounts on
investments (427) 14 (118) 24,648 (199) 23,918
Net amortization of premiums on
loans and deferred loan origination
fees and costs (54) 135,974 (5,829) 130,091
Earnings from investments under the
equity method (2,507) (6,995) (1,286) (1,482) (12,270)
Stock options expense 684 2,322 3,006
Net disbursements on loans held-for-
sde (6,580,246) (6,580,246)
Acquisitions of loans held-for-sale (1,547,800) 44,783 (1,503,017)
Proceeds from sale of loans held-for-
sde 6,826,864 (44,783) 6,782,081
Net decrease in trading securities 1,369,462 (487) 1,368,975
Net (increase) decrease in accrued
income receivable (527) 21 963 (11,612) 6,946 (4,209)
Net (increase) decrease in other assets (11,002) 4,636 24,566 25,715 5,793 49,708
Net increase (decrease) in interest
payable 647 (23) 2,828 35,984 (6,959) 32,477
Deferred income taxes (569) (15,471) (48,800) 38,632 (26,208)
Net increase in postretirement benefit
obligation 4,112 4,112
Net increase (decrease) in other
liabilities 10,158 6 30,341 (86,169) (37,880) (83,544)
Total adjustments (333,209) 26,471 45,713 529,986 237,019 505,980
Net cash provided by operating activities 24,467 4,853 3,525 822,965 13,975 869,785
Cash flows from investing activities:
Net decrease (increase) in money
market investments 221,300 (775) (2,407) 485,269 (321,966) 381,421
Purchases of investment securities:
Available-for-sale (20,574) (708,142) 473,786 (254,930)
Held-to-maturity (269,683) (20,593,684) (20,863,367)
Other (13,010) (53,016) (66,026)
Proceeds from calls, paydowns,
maturities and redemptions of
investment securities:
Available-for-sale 10,360 2,338,309 (472,211) 1,876,458
Held-to-maturity 269,683 20,656,164 20,925,847



Other 2,646 85,668 88,314
Proceeds from sales of investment

securities available-for-sale 17,781 28,662 154,426 7,933 208,802
Net disbursements on loans (441,941) (127,083) (1,881,055) 862,753 (1,587,326)
Proceeds from sale of loans 938,862 938,862
Acquisition of loan portfolios (448,708) (448,708)
Capital contribution to subsidiary (36,000) (4,000) (4,127) (30,084) 74,211
Assets acquired, net of cash (3,034) (3,034)
Mortgage servicing rights purchased (23,769) (23,769)
Acquisition of premises and equipment (4,939) (102,971) 3,317 (104,593)
Proceeds from sale of premises and
equipment 91,230 (3,317) 87,913
Proceeds from sale of foreclosed assets 99 138,604 138,703
Dividends received from subsidiary 247,899 60,763 (308,662)
Net cash provided by (used in) investing
activities 6,845 3,313 (136,267) 1,104,832 315,844 1,294,567
Cash flows from financing activities:
Net increase in deposits 1,724,205 65,457 1,789,662

Net increase (decrease) in federal funds
purchased and assets sold under

agreements to repurchase 18,129 (3,328,993) 257,697 (3,053,167)
Net increase (decrease) in other short-
term borrowings 150,787 (46,112) 535,857 1,128,136 (541,695) 1,226,973
Payments of notes payable (50,450) (907,062) (3,464,344) 952,427 (3,469,429)
Proceeds from issuance of notes
payable 393 485,614 2,318,236 (1,297,945) 1,506,298
Dividends paid to parent company (308,662) 308,662
Dividends paid (188,321) (188,321)
Proceeds from issuance of common
stock 55,678 3,300 (3,132) 55,846
Treasury stock acquired (93) (274) (367)
Capital contribution from parent 36,000 34,104 (70,104)
Net cash (used in) provided by financing
activities (32,006) (10,112) 132,538 (1,894,292) (328,633) (2,132,505)
Cash effect of change in fiscal period 78 19,570 (7,734) 11,914
Net (decrease) increase in cash and due
from banks (694) (1,946) (126) 53,075 (6,548) 43,761
Cash and due from banks at beginning of
period 696 2,103 448 962,395 (59,245) 906,397

Cash and due from banks at end of period $ 2 $ 157 $ 322 $ 1,015,470 $ (65793) $ 950,158
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Condensed Consolidating Statement of Cash Flows

Y ear ended December 31, 2005

Popular, Inc. PIBI PNA Other Elimination  Popular, Inc.
(In thousands) Holding Co. Holding Co. Holding Co. Subsidiaries Entries Consolidated
Cash flows from operating activities:
Net income $ 540,702 $ 99,045 $ 82,610 $ 560,118 $ (741,773) $ 540,702
Less: Cumulative effect of accounting change,
net of tax 691 4,494 (1,578) 3,607
Net income before cumulative effect of
accounting change 540,702 98,354 82,610 555,624 (740,195) 537,095
Adjustments to reconcile net income (loss) to
net cash provided by (used in) operating
activities:
Equity in undistributed earnings of subsidiaries (490,480) (84,018) (101,512) (62,055) 738,065
Depreciation and amortization of premises
and equipment 1,511 80,508 (72) 81,947
Provision for loan losses 14 195,258 195,272
Amortization of intangibles 9,579 9,579
Amortization of servicing assets 25,813 (47) 25,766
Net (gain) loss on sale and valuation
adjustment of investment securities (50,469) (9,236) 6,694 898 (52,113)
Net gain on disposition of premises and
equipment (29,079) (29,079)
Net gain on sale of loans (106,598) 23,301 (83,297)
Net amortization of premiums and accretion
of discounts on investments (546) 10 36,518 (694) 35,288
Net amortization of premiums on loans and
deferred loan origination fees and costs (99) 134,452 (7,118) 127,235
Earnings from investments under the equity
method (3,097) (5,518) (790) (1,577) (10,982)
Stock options expense 305 4,887 34 5,226
Net disbursements on loans held-for-sale (4,321,658) (4,321,658)
Acquisitions of loans held-for-sale (733,536) (733,536)
Proceeds from sale of loans held-for-sale 4,127,381 4,127,381
Net decrease in trading securities 1,161,956 (976) 1,160,980
Net increase in accrued income receivable (347) (33) (1,146) (32,159) 2,877 (30,808)
Net decrease (increase) in other assets 5,777 2,613 2,856 (159,492) (24,633) (172,879)
Net increase in interest payable 1,349 3 323 36,421 (2,878) 35,218
Deferred income taxes (182) (10,266) 7,097 (328) (3,679)
Net increase in postretirement benefit
obligation 5,451 5,451
Net increase (decrease) in other liabilities 5,722 (212) 7,010 7,627 93 20,431
Total adjustments (530,542) (96,200) (102,735) 394,275 726,945 391,743
Net cash provided by (used in) operating
activities 10,160 2,154 (20,125) 949,899 (13,250) 928,838
Cash flows from investing activities:
Net (increase) decrease in money market
investments (181,500) (31) 209,122 132,470 160,061
Purchases of investment securities:
Available-for-sale (127,628) (71,293) (4,954,363) 910,122 (4,243,162)
Held-to-maturity (2,431) (33,577,371) (33,579,802)
Other (445) (770) (76,501) (77,716)
Proceeds from calls, paydowns, maturities and
redemptions of investment securities:
Available-for-sale 110,432 4,978 4,115,508 (913,720) 3,317,198
Held-to-maturity 150,000 250 33,637,018 33,787,268
Other 500 60,553 61,053
Proceeds from sales of investment securities
available-for-sale 57,458 32,111 299,027 388,596
Net repayments (disbursements) on loans 15,785 (156,327) (568,155) 365,604 (343,093)
Proceeds from sale of loans 297,805 297,805
Acquisition of loan portfolios (2,650,540) (2,650,540)
Capital contribution to subsidiary (75,000) (75,000) (478,510) (306,868) 935,378
Assets acquired, net of cash (411,782) (411,782)
Mortgage servicing rights purchased (5,039) (5,039)
Acquisition of premises and equipment (3) (159,163) (159,166)
Proceeds from sale of premises and equipment 71,053 71,053



Proceeds from sale of foreclosed assets 297 116,862 117,159
Dividends received from subsidiary 171,000 150,000 52,500 (373,500)
Net cash provided by (used in) investing activities 120,896 (116,363) (480,660) (3,850,334) 1,056,354 (3,270,107)
Cash flows from financing activities:
Net increase in deposits 1,261,945 109,723 1,371,668
Net (decrease) increase in federal funds
purchased and assets sold under agreements
to repurchase (6,690) 45,926 2,438,448 (249,796) 2,227,888
Net (decrease) increase in other short-term
borrowings (4,501) 41,286 382,213 (817,323) (367,952) (766,277)
Payments of notes payable (135,763) (15,808) (3,558,141) 1,058,740 (2,650,972)
Proceeds from issuance of notes payable 5,383 13,518 3,362,405 (1,040,295) 2,341,011
Dividends paid to parent company (373,500) 373,500
Dividends paid (182,751) (182,751)
Proceeds from issuance of common stock 193,679 193,679
Treasury stock acquired (1,467) (1,467)
Capital contribution from parent 75,000 75,000 784,915 (934,915)
Net cash (used in) provided by financing
activities (130,643) 116,286 500,849 3,097,282  (1,050,995) 2,532,779
Cash effect of change in accounting principle (28) (1,544) (1,572)
Net increase in cash and due from banks 413 2,049 64 195,303 (7,891) 189,938
Cash and due from banks at beginning of period 283 54 384 767,092 (51,354) 716,459
Cash and due from banks at end of period 696 $ 2,103 448 $ 962,395 $ (59,245) $ 906,397
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Section 15: EX-21.1 (EX-21.1 SCHEDULE OF SUBSIDIARIES)



POPULAR, INC.

ASOF DECEMBER 31, 2007

Subsidiaries of the Registrant

Name

EXHIBIT 21.1

Jurisdiction of
Incor poration

Banco Popular de Puerto Rico
Popular Auto, Inc.
Popular Finance, Inc.
Popular Mortgage, Inc.
EVERTEC, INC.
Evertec Dominicana, S.A.
Evertec de Venezuela, C.A.
Scan Data Puerto Rico
SENSE SOFTWARE INTERNATIONAL CORP.
Popular Capital Trust |
Popular Capital Trust 11
Popular International Bank, Inc.
ATH CostaRica, SA.
EVERTEC LATINOAMERICA, SOCIEDAD ANONIMA
Popular InsuranceV.1., Inc.
Popular North America, Inc.
Popular Financial Holdings, Inc.
E-Loan Insurance Services, Inc.
Equity One, Inc.
E-Loan Auto Fund Two, LLC
Equity One Consumer Funding, LLC
Equity One, Inc.
Equity One Consumer Loan Company
Equity One Holding Company
Equity One Funding Company
Equity One, Incorporated
Equity One of West Virginia
Popular ABS, Inc.
Popular Financial Services, LLC
Popular Warehouse Lending, LLC
Popular Financial Management, LLC
Popular Housing Services, Inc.
Popular Mortgage Servicing, Inc
Popular North America Capital Trust |
Banco Popular North America
BPNA Real Estate, Inc.
E-Loan, Inc.
Escrow Closing Services, Inc.
Equity Real Estate Solutions, LLC
Popular FS, LLC
Popular Equipment Finance, Inc.
Popular Insurance Agency USA, Inc.
Banco Popular, National Association
Popular Insurance, Inc.
BanPonce Trust |
EVERTEC USA, Inc.
T.l.1. Smart Solutions, Inc.
TARJETASINTELIGENTES INTERNACIONALES SOCIEDAD ANONIMA
T.l.I. SMART SOLUTIONS, SOCIEDAD ANONIMA
SERVICIOS EFT GUATEMALA, SOCIEDAD ANONIMA
Popular Securities, Inc.
Popular Life RE
Metropolitana de Préstamos, Inc. (Inactive)
Popular Assets Management, Inc. (Inactive)
Puerto Rico Parking Corporation (Inactive)

Puerto Rico
Puerto Rico
Puerto Rico
Puerto Rico
Puerto Rico
Dominican Republic
Venezuela
Puerto Rico
Puerto Rico
Puerto Rico
Puerto Rico
Puerto Rico
CostaRica
CostaRica
U.S. Virgin Idlands
New Jersey
Delaware
Delaware
Delaware
Delaware
Delaware
New Jersey
New Jersey
Delaware
Delaware
Pennsylvania
West Virginia
Delaware
Delaware
New Jersey
Delaware
Delaware
Delaware
Delaware
New York
New York
Delaware
Delaware
Pennsylvania
Delaware
Delaware
Delaware
Florida
Puerto Rico
Delaware
Delaware
British Virgin Islands
CostaRica
Guatemaa
Guatemaa
Puerto Rico
Puerto Rico
Puerto Rico
Puerto Rico
Puerto Rico
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EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statement on Forms S-3 (Nos. 333-135114 and 333-135093) and Forms
S-8 (Nos. 333-145272, 333-128909, 333-115482, 333-60666, 333-53114 and 333-80167) of Popular, Inc. our report dated February 29, 2008 relating to
the financial statements and the effectiveness of internal control over financial reporting, which appearsin the Annual Report to Sharehol ders,
whichisincorporated by reference in this Annual Report on Form 10-K.

S/ PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP
San Juan, Puerto Rico

February 29, 2008
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EXHIBIT 31.1
[} POPULAR, Inc.

CERTIFICATION
I, Richard L. Carrién, certify that:
1. | have reviewed this annual report on Form 10-K of Popular, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by
thisreport;

3. Based on my knowledge, the financial statements, and other financial information included in thisreport, fairly present in all material respectsthe
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(€e)) and internal control over financia reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15
(f)) for the registrant and have:

(@ Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

(c) Evauated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
fourth fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(@ All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal controls over financial reporting.

Date: February 28, 2008

By: /d RichardL. Carrion

Richard L. Carrién
Chief Executive Officer
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EXHIBIT 31.2
[} POPULAR, Inc.

CERTIFICATION
I, Jorge A. Junquera, certify that:
1. | have reviewed this annual report on Form 10-K of Popular, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by
thisreport;

3. Based on my knowledge, the financial statements, and other financial information included in thisreport, fairly present in all material respectsthe
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(€e)) and internal control over financia reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15
(f)) for the registrant and have:

(@ Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

(c) Evauated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
fourth fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(@ All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal controls over financial reporting.

Date: February 28, 2008

By: /s/ Jorge A. Jungquera

Jorge A. Junquera
Chief Financial Officer
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Section 19: EX-32.1 (EX-32.1 SECTION 906 CERTIFICATION OF THE
CEO)



EXHIBIT 32.1

[} POPULAR, Inc.

CERTIFICATION PURSUANT TO
18 U.S.C. Section 1350

Pursuant to 18 U.S.C. Section 1350, the undersigned officer of Popular, Inc. (the“Company”), hereby certifies that the Company’s Annual
Report on Form 10-K for the year ended December 31, 2007 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d), as
applicable, of the Securities Exchange Act of 1934 and that the information contained in the Report fairly presents, in all material respects, the
financial condition and results of operations of the Company.

Dated: February 28, 2008

By: /d RichardL. Carrion
Name: Richard L. Carriéon
Title: Chief Executive Officer

A signed original of this written statement has been provided to the Company and will be retained by the Company and furnished to the
Securities and Exchange Commission or its staff upon request.
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EXHIBIT 32.2

[} POPULAR, Inc.

CERTIFICATION PURSUANT TO
18 U.S.C. Section 1350

Pursuant to 18 U.S.C. Section 1350, the undersigned officer of Popular, Inc. (the“Company”), hereby certifies that the Company’s Annual
Report on Form 10-K for the year ended December 31, 2007 (the “Report”) fully complies with the requirements of Section 13(a) or 15(d), as
applicable, of the Securities Exchange Act of 1934 and that the information contained in the Report fairly presents, in all material respects, the
financial condition and results of operations of the Company.

Dated: February 28, 2008

By:  /s/ Jorge A. Jungquera

Name: Jorge A. Junquera
Title: Chief Financial Officer

A signed original of this written statement has been provided to the Company and will be retained by the Company and furnished to the
Securities and Exchange Commission or its staff upon request.

(Back To Top)



