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price of $10.00 on the New York Stock Exchange on that date.
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Company’s definitive proxy statement relating to the 2018 annual meeting of shareholders are
incorporated herein by reference in response to Items 10 through 14 of Part III, except for certain information set forth
herein under Item 12.
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FORWARD-LOOKING STATEMENTS

The information included in this annual report on Form 10-K contains certain forward-looking statements within the
meaning of the Private Securities Litigation Reform Act of 1995. These forward-looking statements may relate to the
financial condition, results of operations, plans, objectives, future performance and business of OFG Bancorp (“we,”
“our,” “us” or “Oriental”), including, but not limited to, statements with respect to the adequacy of the allowance for loan
losses, delinquency trends, market risk and the impact of interest rate changes, capital markets conditions, capital
adequacy and liquidity, and the effect of legal proceedings and new accounting standards on the Oriental’s financial
condition and results of operations. All statements contained herein that are not clearly historical in nature are
forward-looking, and the words “anticipate,” “believe,” “continues,” “expect,” “estimate,” “intend,” “project” and similar expressions
and future or conditional verbs such as “will,” “would,” “should,” “could,” “might,” “can,” “may,” or similar expressions are
generally intended to identify forward-looking statements.

These statements are not guarantees of future performance and involve certain risks, uncertainties, estimates and
assumptions by management that are difficult to predict. Various factors, some of which by their nature are beyond
Oriental’s control, could cause actual results to 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 and employment levels, as well as general business and economic conditions;

•     changes in interest rates, as well as the magnitude of such changes;

•     the credit default by the government of Puerto Rico;

•     amendments to the fiscal plan approved by the Financial Oversight and Management Board of Puerto Rico;

•     determinations in the court-supervised debt-restructuring process under Title III of PROMESA for the Puerto
Rico government and all of its agencies, including some of its public corporations;

•     the impact of property, credit and other losses in Puerto Rico as a result of hurricanes Irma and Maria;

•     the amount of government, private and philanthropic financial assistance for the reconstruction of Puerto Rico’s
critical infrastructure, which suffered catastrophic damages caused by hurricane Maria;

•     the pace and magnitude of Puerto Rico’s economic recovery;

•     the potential impact of damages from future hurricanes and natural disasters in Puerto Rico;

•     the fiscal and monetary policies of the federal government and its agencies;

•     changes in federal bank regulatory and supervisory policies, including required levels of capital;
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•     the relative strength or weakness of the commercial and consumer credit sectors and the real estate market in
Puerto Rico;

•     the performance of the stock and bond markets;

•     competition in the financial services industry; and

•     possible legislative, tax or regulatory changes. 

Other possible events or factors that could cause results or performance to differ materially from those expressed in
these forward-looking statements include the following: negative economic conditions that adversely affect the
general economy, housing prices, the job market, consumer confidence and spending habits which may affect, among
other things, the level of non-performing assets, charge-offs and provision expense; changes in interest rates and
market liquidity which may reduce interest margins, impact funding sources and affect the ability to originate and
distribute financial products in the primary and secondary markets; adverse movements and volatility in debt and
equity capital markets; changes in market rates and prices which may adversely impact the value of financial assets
and liabilities; liabilities resulting from litigation and regulatory investigations; changes in accounting standards, rules
and interpretations; increased competition; Oriental’s ability to grow its core businesses; decisions to downsize, sell or
close units or otherwise change Oriental’s business mix; and management’s ability to identify and manage these and
other risks.

All forward-looking statements included in this annual report on Form 10-K are based upon information available to
Oriental as of the date of this report, and other than as required by law, including the requirements of applicable
securities laws, Oriental 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.
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ITEM 1.      BUSINESS 

General

Oriental is a publicly-owned financial holding company incorporated on June 14, 1996 under the laws of the
Commonwealth of Puerto Rico, providing a full range of banking and financial services through its subsidiaries.
Oriental is subject to the provisions of the U.S. 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”).

Oriental provides comprehensive banking and financial services to its clients through a complete range of banking and
financial solutions, including commercial, consumer, auto, and mortgage lending; checking and savings accounts;
financial planning, insurance, financial services, and investment brokerage; and corporate and individual trust and
retirement services. Oriental operates through three major business segments: Banking, Wealth Management, and
Treasury, differentiating the Oriental brand through customer segmentation and innovative solutions, primarily in
Puerto Rico. Oriental provides these services through various subsidiaries including, a commercial bank, Oriental
Bank (the "Bank"), a securities broker-dealer, Oriental Financial Services Corp. (“Oriental Financial Services”), an
insurance agency, Oriental Insurance, LLC (“Oriental Insurance”), a retirement plan administrator, Oriental Pension
Consultants, Inc. (“OPC”), and a commercial lender, OFG USA LLC ("OFG USA"), which is part of the Bank.  All of
our subsidiaries are based in San Juan, Puerto Rico, except for OPC which is based in Boca Raton, Florida and OFG
USA which is based in Cornelius, North Carolina. Oriental has 48 branches in Puerto Rico. Oriental’s long-term goal is
to strengthen its banking and financial services franchise by expanding its lending businesses, increasing the level of
integration in the marketing and delivery of banking and financial services, maintaining effective asset-liability
management, growing non-interest revenue from banking and financial services, and improving operating efficiencies.

Oriental’s strategy involves:

•        Expanding its ability to attract deposits and build relationships with customers by refining service delivery and
providing innovative banking technologies for day-to-day customer transactions, and achieving sustainable levels of
differentiation in the market;

•        Focusing on greater growth in commercial and consumer lending, trust and financial services and insurance
products;

•        Improving operating efficiencies, and continuing to maintain effective asset-liability management; 
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•        Implementing a broad ranging effort to instill in employees and make customers aware of Oriental’s
determination to effectively serve and advise its customer base in a responsive and professional manner; and

•        Matching its portfolio of investment securities with the related funding to achieve favorable spreads, and
primarily investing in U.S. government-sponsored agency obligations.

Together with a highly experienced group of senior and mid-level executives and the benefits from the acquisitions of
Eurobank Puerto Rico and the Puerto Rico operations of Banco Bilbao Vizcaya Argentaria, S.A. (“BBVA”), this
strategy has resulted in sustained growth in Oriental’s deposit-taking activities, commercial, consumer and mortgage
lending and financial service activities, allowing Oriental to distinguish itself in a highly competitive industry.
Oriental is not immune from general and local financial and economic conditions. Past experience is not necessarily
indicative of future performance, but given market uncertainties and on a reasonable time horizon of three to five
years, this strategy is expected to maintain its steady progress towards Oriental’s long-term goal.

Oriental’s principal funding sources are branch deposits, securities sold under agreements to repurchase, Federal Home
Loan Bank (“FHLB”) advances, wholesale deposits, and subordinated capital notes. Through its branch network,
Oriental Bank offers personal non-interest and interest-bearing checking accounts, savings accounts, certificates of
deposit, individual retirement accounts (“IRAs”) and commercial non-interest bearing checking accounts. The FDIC
insures the Bank’s deposit accounts up to applicable limits. Management makes retail deposit pricing decisions
periodically, adjusting the rates paid on retail deposits in response to general market conditions and local competition.
Pricing decisions take into account the rates being offered by other local banks, the London Interbank Offered Rate
(“LIBOR”), and mainland U.S. market interest rates.

1
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Segment Disclosure

Oriental has three reportable segments: Banking, Wealth Management, and Treasury. Management established the
reportable segments based on the internal reporting used to evaluate performance and to assess where to allocate
resources. Other factors such as Oriental’s organizational structure, nature of products, distribution channels and
economic characteristics of the products were also considered in the determination of the reportable segments.
Oriental measures the performance of these reportable segments based on pre-established annual goals involving
different financial parameters such as net income, interest rate spread, loan production, and fees generated. 

For detailed information regarding the performance of Oriental’s operating segments, please refer to Note 27 in
Oriental’s accompanying consolidated financial statements.

Banking Activities

The Bank, Oriental’s main subsidiary, is a full-service Puerto Rico commercial bank with its main office located in
San Juan, Puerto Rico. The Bank has 48 branches throughout Puerto Rico and was incorporated in October 1964 as a
federal mutual savings and loan association. It became a federal mutual savings bank in July 1983 and converted to a
federal stock savings bank in April 1987. Its conversion from a federally-chartered savings bank to a commercial bank
chartered under the banking law of the Commonwealth of Puerto Rico, on June 30, 1994, allowed the Bank to more
effectively pursue opportunities in its market and obtain more flexibility in its businesses. As a Puerto Rico-chartered
commercial bank, it is subject to examination by the FDIC and the Office of the Commissioner of Financial
Institutions of Puerto Rico (the “OCFI”). The Bank offers banking services such as commercial, consumer, and
mortgage lending, savings and time deposit products, financial planning, and corporate and individual trust services,
and capitalizes on its retail banking network to provide commercial and mortgage lending products to its clients. The
Bank has an operating subsidiary, OFG USA, which is organized in Delaware. It also has two international banking
entities (each an “IBE”) organized in Puerto Rico pursuant to the International Banking Center Regulatory Act of Puerto
Rico, as amended (the “IBE Act”), one is a unit operating within the Bank, named Oriental Overseas (the “IBE Unit”), and
the other is a wholly-owned subsidiary of the Bank, named Oriental International Bank, Inc. (the “IBE Subsidiary”). The
IBE Unit and IBE Subsidiary offer the Bank certain Puerto Rico tax advantages, and their services are limited under
Puerto Rico law to persons and assets/liabilities located outside of Puerto Rico.

Banking activities include the Bank’s branches and mortgage banking activities with traditional retail banking products
such as deposits, commercial loans, consumer loans and mortgage loans. The Bank’s significant lending activities are
with consumers located in Puerto Rico. The Bank’s lending transactions include a diversified number of industries and
activities, all of which are encompassed within four main categories: commercial, consumer, mortgage and auto.
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Oriental’s mortgage banking activities are conducted through a division of the Bank. The mortgage banking activities
include the origination of mortgage loans for the Bank’s own portfolio, and the sale of loans directly into the secondary
market or the securitization of conforming loans into mortgage-backed securities. The Bank originates Federal
Housing Administration (“FHA”) insured mortgages, Veterans Administration (“VA”) guaranteed mortgages, and Rural
Housing Service (“RHS”) guaranteed loans that are primarily securitized for issuance of Government National Mortgage
Association (“GNMA”) mortgage-backed securities which can be resold to individual or institutional investors in the
secondary market. Conventional loans that meet the underwriting requirements for sale or exchange under standard
Federal National Mortgage Association (the “FNMA”) or the Federal Home Loan Mortgage Corporation (the “FHLMC”)
programs are referred to as conforming mortgage loans and are also securitized for issuance of FNMA or FHLMC
mortgage-backed securities. The Bank is an approved seller of FNMA, as well as FHLMC, mortgage loans for
issuance of FNMA and FHLMC mortgage-backed securities. The Bank is also an approved issuer of GNMA
mortgage-backed securities. Oriental outsources the servicing of the residential mortgage loan portfolio acquired in
2012 as part of its acquisition of the Puerto Rico operations of Banco Bilbao Vizcaya Argentaria (the "BBVAPR
Acquisition") and services the GNMA, FNMA, and FHLMC pools that issues, and the rest of its residential mortgage
loan portfolio.

Loan Underwriting

Auto loans:  Oriental provides financing for the purchase of new or used motor vehicles. These loans are generated
mainly through dealers authorized and approved by the auto credit department committee of Oriental. The auto credit
department has the specialized structure and resources to provide the service required for this product according to
market demands and trends. The auto loan credit policy establishes specific guidance and parameters for the
underwriting and origination processes. Underwriting procedures, lending 

2
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limits, interest rate approval, insurance coverage, and automobile brand restrictions are some parameters and internal
controls implemented to ensure the quality and profitability of the auto loan portfolio. The credit scoring system is a
fundamental part of the decision process.

Consumer loans:   Consumer loans include personal loans, credit cards, lines of credit and other loans made by banks
to individual borrowers. All loan originations must be underwritten in accordance with Oriental’s underwriting criteria,
and include an assessment of each borrower’s personal financial condition, including verification of income, assets,
Fair Isaac Corporation ("FICO") score, and credit reports.

Residential mortgage loans:  All loan originations, regardless of whether originated through Oriental’s retail banking
network or purchased from third parties, must be underwritten in accordance with Oriental’s underwriting criteria,
including loan-to-value ratios, borrower income qualifications, debt ratios and credit history, investor requirements,
and title insurance and property appraisal requirements. Oriental’s mortgage underwriting standards comply with the
relevant guidelines set forth by the Department of Housing and Urban Development (“HUD”), VA, FNMA, FHLMC,
federal and Puerto Rico banking regulatory authorities, as applicable. Oriental’s underwriting personnel, while
operating within Oriental’s loan offices, make underwriting decisions independent of Oriental’s mortgage loan
origination personnel. 

Commercial loans:  Commercial loans include lines of credit and term facilities to finance business operations and to
provide working capital for specific purposes, such as to finance the purchase of assets, equipment or inventory. Since
a borrower’s cash flow from operations is generally the primary source of repayment, Oriental’s analysis of the credit
risk focuses heavily on the borrower’s debt-repayment capacity. Commercial term loans generally have terms from one
to five years, may be collateralized by the asset being acquired, real estate, or other available assets, and bear interest
rates that float with the prime rate, LIBOR or another established index, or are fixed for the term of the loan. Lines of
credit are extended to businesses based on an analysis of the financial strength and integrity of the borrowers and are
generally secured primarily by real estate, accounts receivables or inventory, and have a maturity of one year or less.
Such lines of credit bear an interest rate that floats with a base rate, the prime rate, LIBOR, or another established
index. 

Sale of Loans and Securitization Activities

Oriental may engage in the sale or securitization of the residential mortgage loans that it originates. Oriental is an
approved issuer of GNMA-guaranteed mortgage-backed securities which involves the packaging of FHA loans, RHS
loans and VA loans into pools.  Oriental can also act as issuer in the case of conforming conventional loans which
involves grouping these types of loans into pools and issuing FNMA or FHLMC mortgage-backed securities. The
issuance of mortgage-backed securities provides Oriental with the flexibility of either selling the security into the open
market or retaining it on books. In the case of conforming conventional loans, Oriental may also sell such loans
through the FNMA and FHLMC cash window programs. 

Edgar Filing: OFG BANCORP - Form 10-K

12



Wealth Management Activities

Wealth management activities are generated by such businesses as securities brokerage, trust services, retirement
planning, insurance, pension administration, and other financial services.

Oriental Financial Services is a Puerto Rico corporation and Oriental’s subsidiary engaged in securities brokerage
activities in accordance with Oriental’s strategy of providing fully integrated financial solutions, covering various
investment alternatives such as tax-advantaged fixed income securities, mutual funds, stocks, and bonds to retail and
institutional clients. It also offers separately-managed accounts and mutual fund asset allocation programs sponsored
by unaffiliated professional asset managers. These services are designed to meet each client’s specific needs and
preferences, including transaction-based pricing and asset-based fee pricing. It has managed and participated in public
offerings and private placements of debt and equity securities in Puerto Rico and has engaged in municipal securities
business with the Commonwealth of Puerto Rico and its instrumentalities, municipalities, and public corporations.
Oriental Financial Services, a member of FINRA and the Securities Investor Protection Corporation, is a registered
securities broker-dealer pursuant to Section 15(b) of the Securities Exchange Act of 1934. The broker-dealer does not
carry customer accounts and is, accordingly, exempt from the Customer Protection Rule (SEC Rule 15c3-3) pursuant
to subsection (k)(2)(ii) of such rule. It clears securities transactions through Pershing LLC, a clearing agent that carries
the accounts of its customers on a “fully disclosed” basis.

Oriental Insurance is a Puerto Rico limited liability company and Oriental’s subsidiary engaged in insurance agency
services. It was established by Oriental to take advantage of the cross-marketing opportunities provided by financial
modernization legislation. 

3
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Oriental Insurance currently earns commissions by acting as a licensed insurance agent in connection with the
issuance of insurance policies by unaffiliated insurance companies and continues to cross market its services to
Oriental’s existing customer base.

OPC, a Florida corporation, is Oriental’s subsidiary engaged in the administration of retirement plans in the U.S.,
Puerto Rico, and the Caribbean.

Corporate and individual trust services are provided by the Bank’s trust division.

Treasury Activities

Treasury activities encompass all of Oriental’s treasury-related functions. Oriental’s investment portfolio consists of
mortgage-backed securities, obligations of U.S. government-sponsored agencies, Puerto Rico government and agency
obligations and money market instruments. Agency mortgage-backed securities, the largest component of the
investment portfolio, consist principally of pools of residential mortgage loans that are made to consumers and then
resold in the form of pass-through certificates in the secondary market, the payment of interest and principal of which
is guaranteed by GNMA, FNMA or FHLMC.

Market Area and Competition

The main geographic business and service area of Oriental is in Puerto Rico, where the banking market is highly
competitive. Puerto Rico banks are subject to the same federal laws, regulations and supervision that apply to similar
institutions in the United States of America. Oriental also competes with brokerage firms with retail operations, credit
unions, savings and loan cooperatives, small loan companies, insurance agencies, and mortgage banks in Puerto Rico.
Oriental encounters intense competition in attracting and retaining deposits and in its consumer and commercial
lending activities. Management believes that Oriental has been able to compete effectively for deposits and loans by
offering a variety of transaction account products and loans with competitive terms, by emphasizing the quality of its
service, by pricing its products at competitive interest rates, by offering convenient branch locations, and by offering
financial planning and financial services at most of its branch locations. The phase-out consolidation of three failed
Puerto Rico banks in 2010 and the failure of another Puerto Rico bank in 2015 has created an environment for more
rational loan and deposit pricing. Oriental’s ability to originate loans depends primarily on the services that it provides
to its borrowers, in making prompt credit decisions, and on the rates and fees that it charges.

Regulation and Supervision
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General

Oriental is a financial holding company subject to supervision and regulation by the Federal Reserve Board under the
BHC Act, as amended by the Gramm-Leach-Bliley Act and the Dodd-Frank Wall Street Reform and Consumer
Protection Act (the “ Dodd-Frank Act”). The qualification requirements and the process for a bank holding company
that elects to be treated as a financial holding company requires that a bank holding company and all of the subsidiary
banks controlled by it at the time of election must be and remain at all times “well capitalized” and “well managed.”

Oriental elected to be treated as a financial holding company as permitted by the Gramm-Leach-Bliley Act. Under the
Gramm-Leach-Bliley Act, if Oriental fails to meet the requirements for being a financial holding company and is
unable to correct such deficiencies within certain prescribed time periods, the Federal Reserve Board could require
Oriental to divest control of its depository institution subsidiary or alternatively cease conducting activities that are not
permissible for bank holding companies that are not financial holding companies.

Financial holding companies may engage, directly or indirectly, in any activity that is determined to be (i) financial in
nature or incidental to such financial activity, or (ii) complementary to a financial activity provided it does not pose a
substantial risk to the safety and soundness of depository institutions or the financial system generally. The
Gramm-Leach-Bliley Act specifically provides that the following activities have been determined to be “financial in
nature”: (a) lending, trust and other banking activities; (b) insurance activities; (c) financial, investment or economic
advisory services; (d) securitization of assets; (e) securities underwriting and dealing; (f) existing bank holding
company domestic activities; (g) existing bank holding company foreign activities; and (h) merchant banking
activities. A financial holding company may generally commence any activity, or acquire any company, that is
financial in nature without prior approval of the Federal Reserve Board. As provided by the Dodd-Frank Act, a
financial holding company may not acquire a company, without prior Federal Reserve Board approval, in a
transaction in which the total consolidated assets to be acquired by the financial holding company exceed $10 billion.

4
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In addition, the Gramm-Leach-Bliley Act specifically gives the Federal Reserve Board the authority, by regulation or
order, to expand the list of financial or incidental activities, but requires consultation with the U.S. Treasury
Department and gives the Federal Reserve Board authority to allow a financial holding company to engage in any
activity that is complementary to a financial activity and does not pose a substantial risk to the safety and soundness of
depository institutions or the financial system.

Oriental is required to file with the Federal Reserve Board and the SEC periodic reports and other information
concerning its own business operations and those of its subsidiaries. In addition, Federal Reserve Board approval must
also be obtained before a bank holding company acquires all or substantially all of the assets of another bank or
merges or consolidates with another bank holding company. The Federal Reserve Board also has the authority to issue
cease and desist orders against bank holding companies and their non-bank subsidiaries.

The Bank is regulated by various agencies in the United States and the Commonwealth of Puerto Rico. Its main
regulators are the OCFI and the FDIC. The Bank is subject to extensive regulation and examination by the OCFI and
the FDIC, and is subject to the Federal Reserve Board’s regulation of transactions between the Bank and its affiliates.
The federal and Puerto Rico laws and regulations which are applicable to the Bank regulate, among other things, the
scope of its business, its investments, its reserves against deposits, the timing of the availability of deposited funds,
and the nature and amount of and collateral for certain loans. In addition to the impact of such regulations, commercial
banks are affected significantly by the actions of the Federal Reserve Board as it attempts to control the money supply
and credit availability in order to control inflation in the economy.

Oriental’s mortgage banking business is subject to the rules and regulations of FHA, VA, RHS, FNMA, FHLMC,
HUD and GNMA with respect to the origination, processing, servicing and selling of mortgage loans and the sale of
mortgage-backed securities. Those rules and regulations, among other things, prohibit discrimination and establish
underwriting guidelines which include provisions for inspections and appraisal reports, require credit reports on
prospective borrowers and fix maximum loan amounts, and, with respect to VA loans, fix maximum interest rates.
Mortgage origination activities are subject to, among others, the Equal Credit Opportunity Act, the Truth-in-Lending
Act, the Real Estate Settlement Procedures Act and the regulations promulgated thereunder which, among other
things, prohibit discrimination and require the disclosure of certain basic information to mortgagors concerning credit
terms and settlement costs. Oriental is also subject to regulation by the OCFI with respect to, among other things,
licensing requirements and maximum origination fees on certain types of mortgage loan products.

Oriental and its subsidiaries are subject to the rules and regulations of certain other regulatory agencies. Oriental
Financial Services, as a registered broker-dealer, is subject to the supervision, examination and regulation of FINRA,
the SEC, and the OCFI in matters relating to the conduct of  its securities business, including record keeping and
reporting requirements, supervision and licensing of employees, and obligations to customers.

Oriental Insurance is subject to the supervision, examination and regulation of the Office of the Commissioner of
Insurance of Puerto Rico in matters relating to insurance sales, including but not limited to, licensing of employees,
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sales practices, charging of commissions and reporting requirements.

Dodd-Frank Wall Street Reform and Consumer Protection Act

The Dodd-Frank Act implements a variety of far-reaching changes and has been described as the most sweeping
reform of the financial services industry since the 1930’s.  It has a broad impact on the financial services industry,
including significant regulatory and compliance changes, such as: (i) enhanced resolution authority of troubled and
failing banks and their holding companies; (ii) enhanced lending limits strengthening the existing limits on a
depository institution’s credit exposure to one borrower; (iii) increased capital and liquidity requirements;
(iv) increased regulatory examination fees; (v) changes to assessments to be paid to the FDIC for federal deposit
insurance; (vi) prohibiting bank holding companies, such as Oriental, from including in regulatory Tier 1 capital
future issuances of trust preferred securities or other hybrid debt and equity securities; and (vii) numerous other
provisions designed to improve supervision and oversight of, and strengthening safety and soundness for, the financial
services sector. Additionally, the Dodd-Frank Act establishes a new framework for systemic risk oversight within the
financial system to be distributed among new and existing federal regulatory agencies, including the Financial
Stability Oversight Council, the Federal Reserve Board, the Office of the Comptroller of the Currency and the FDIC.
Further, the Dodd-Frank Act addresses many corporate governance and executive compensation matters that affect
most U.S. publicly traded companies, including Oriental. A few provisions of the Dodd-Frank Act became effective
immediately, while various provisions have become effective in stages. Many of the requirements called for in the
Dodd-Frank Act have been implemented over time and most are subject to implementing regulations.
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The Dodd-Frank Act also created a new consumer financial services regulator, the Bureau of Consumer Financial
Protection (the “CFPB”), which assumed most of the consumer financial services regulatory responsibilities previously
exercised by federal banking regulators and other agencies. The CFPB’s primary functions include the supervision of
“covered persons” (broadly defined to include any person offering or providing a consumer financial product or service
and any affiliated service provider) for compliance with federal consumer financial laws. It has primary authority to
enforce the federal consumer financial laws, as well as exclusive authority to require reports and conduct
examinations for compliance with such laws, in the case of any insured depository institution with total assets of more
than $10 billion and any affiliate thereof.  The CFPB also has broad powers to prescribe rules applicable to a covered
person or service provider in connection with any transaction with a consumer for a consumer financial product or
service, or the offering of a consumer financial product or service.  

Holding Company Structure

The Bank is subject to restrictions under federal laws that limit the transfer of funds to its affiliates (including
Oriental), whether in the form of loans, other extensions of credit, investments or asset purchases, among others. Such
transfers are limited to 10% of the transferring institution’s capital stock and surplus with respect to any affiliate
(including Oriental), and, with respect to all affiliates, to an aggregate of 20% of the transferring institution’s capital
stock and surplus. Furthermore, such loans and extensions of credit are required to be secured in specified amounts,
carried out on an arm’s length basis, and consistent with safe and sound banking practices.

Under the Dodd-Frank Act, a bank holding company, such as Oriental, must serve as a source of financial strength for
any subsidiary depository institution. The term “source of financial strength” is defined as the ability of a company to
provide financial assistance to its insured depository institution subsidiaries in the event of financial distress at such
subsidiaries. This support may be required at times when, absent such requirement, the bank holding company might
not otherwise provide such support. In the event of a bank holding company’s bankruptcy, any commitment by the
bank holding company to a federal bank regulatory agency to maintain capital of a subsidiary bank will be assumed by
the bankruptcy trustee and be entitled to a priority of payment. In addition, any capital loans by a bank holding
company to any of its subsidiary banks are subordinate in right of payment to deposits and to certain other
indebtedness of such subsidiary bank. The Bank is currently the only depository institution subsidiary of Oriental.

Since Oriental is a financial holding company, its 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 the Bank) except to the extent that Oriental is a creditor with recognized claims against the subsidiary.

Dividend Restrictions

The principal source of funds for Oriental is the dividends from the Bank. The ability of the Bank to pay dividends on
its common stock is restricted by the Puerto Rico Banking Act of 1933, as amended (the “Banking Act”), the Federal
Deposit Insurance Act, as amended (the “FDIA”), and the FDIC regulations. In general terms, the Banking Act provides
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that when the expenditures of a bank are greater than its receipts, the excess of expenditures over receipts shall be
charged against the undistributed profits of the bank and the balance, if any, shall be charged against the required
reserve fund of the bank. If there is no sufficient reserve fund to cover such balance in whole or in part, the
outstanding amount shall be charged against the bank’s capital account. The Banking Act provides that until said
capital has been restored to its original amount and the reserve fund to 20% of the original capital, the bank may not
declare any dividends. In general terms, the FDIA and the FDIC regulations restrict the payment of dividends when a
bank is undercapitalized, when a bank has failed to pay insurance assessments, or when there are safety and soundness
concerns regarding a bank.

The payment of dividends by the Bank may also be affected by other regulatory requirements and policies, such as
maintenance of adequate capital. If, in the opinion of the regulatory authority, a depository institution under its
jurisdiction is engaged in, or is about 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 Federal Reserve Board
has a policy statement that provides that an insured bank or bank holding company should not maintain its existing
rate of cash dividends on common stock unless (i) the organization’s net income available to common shareholders
over the past year has been sufficient to fully fund the dividends and (ii) the prospective rate of earnings retention
appears consistent with the organization’s capital needs, asset quality, and overall financial condition.  In addition, all
insured depository institutions are subject to the capital-based limitations required by the Federal Deposit Insurance
Corporation Improvement Act of 1991 (“FDICIA”).
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Federal Home Loan Bank System

The FHLB system, of which the Bank is a member, consists of 12 regional FHLBs governed and regulated by the
Federal Housing Finance Agency. The FHLB serves as a credit facility for member institutions within their assigned
regions. They are funded primarily from proceeds derived from the sale of consolidated obligations of the FHLB
system. They make loans (i.e., advances) to members in accordance with policies and procedures established by the
FHLB and the boards of directors of each regional FHLB.

As a system member, the Bank is entitled to borrow from the FHLB of New York (the “FHLB-NY”) and is required to
invest in FHLB membership and activity-based stock.  The Bank must purchase membership stock equal to the greater
of $1,000 or 0.15% of certain mortgage-related assets held by the Bank.  The Bank is also required to purchase
activity-based stock equal to 4.50% of outstanding advances to the Bank by the FHLB. The Bank is in compliance
with the membership and activity-based stock ownership requirements described above. All loans, advances and other
extensions of credit made by the FHLB to the Bank are secured by a portion of the Bank’s mortgage loan portfolio,
certain other investments, and the capital stock of the FHLB held by the Bank. The Bank is required to maintain a
minimum amount of qualifying collateral with a fair value of at least 110% of the outstanding advances.

Prompt Corrective Action Regulations

Pursuant to the Dodd-Frank Act, federal banking agencies adopted capital rules that became effective January 1, 2014
for advanced approaches banking organizations (i.e., those with consolidated assets greater than $250 billion or
consolidated on-balance sheet foreign exposures of at least $10 billion) and January 1, 2015 for all other covered
organizations (subject to certain phase-in periods through January 1, 2019) replaced their general risk-based capital
rules, advanced approaches rule, market risk rule, and leverage rules.

The new capital rules provide certain changes to the prompt corrective action regulations adopted by the agencies
under Section 38 of the FDIA, as amended by FDICIA.  These regulations are designed to place restrictions on U.S.
insured depository institutions if their capital levels begin to show signs of weakness.  The five capital categories
established by the agencies under their prompt corrective action framework are: “well capitalized,” “adequately
capitalized,” “undercapitalized,” “significantly undercapitalized” and “critically undercapitalized”.  
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