CONFIDENTIAL TREATMENT REQUESTED

VIA ELECTRONIC MAIL
(WITH ORIGINAL SENT VIA OVERNIGHT COURIER)

March 5, 2009

Mr. Neil M. Barofsky

Special Inspector General

Office of the Special Inspector General
Troubled Asset Relief Program

1500 Pennsylvania Avenue, N.W., Suite 1064
Washington, D.C. 20220

RE: Response to the Office of the Special Inspector General for Troubled Asset Relief
Program’s Request for Information

Dear Mr. Barofsky:

In response to your letter, dated February 6, 2009, regarding a request for information associated with the
participation by First Banks, Inc., a bank holding company headquartered in St. Louis, Missouri (“First
Banks” or the “Company™), in the Troubled Asset Relief Program’s Capital Purchase Program (“TARP”),
First Banks hereby submits the information presented in this letter and the supplemental information
contained in the exhibits attached hereto.

On December 31, 2008, First Banks entered into a Letter Agreement, including a Securities Purchase
Agreement — Standard Terms (“Purchase Agreement”), with the United States Department of the
Treasury (the “U.S. Treasury”) pursuant to the TARP. Under the terms of the Purchase Agreement, on
December 31, 2008, First Banks issued to the U.S. Treasury, 295,400 shares of senior preferred stock
(“Class C Preferred Stock™) and a warrant (“Warrant™), to acquire up to 14,784.78478 shares of a separate
series of senior preferred stock (“Class D Preferred Stock™) for an aggregate purchase price of $295.4
million (the “TARP Proceeds”), pursuant to the standard TARP terms and conditions for non-public
companies as described and set forth in the Purchase Agreement and the Warrant. Pursuant to the terms
of the Warrant, the U.S. Treasury exercised the Warrant on December 31, 2008 and paid the exercise
price by having First Banks withhold, from the shares of Class D Preferred Stock that would otherwise be
delivered to the U.S. Treasury upon such exercise, shares of Class D Preferred Stock issuable upon
exercise of the Warrant with an aggregate liquidation amount equal in value to the aggregate exercise
price of $14,784.78. The senior preferred stock and the Warrant were issued in a private placement
exempt from registration pursuant to Section 4(2) of the Securities Act of 1933, as amended.

Pursuant to your request, the following discussion is intended to outline (a) First Banks’ anticipated use of
TARP funds; (b) whether the TARP funds were segregated from other institutional funds; (c) First Banks®
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actual use of TARP funds to date; and (d) First Banks’ expected use of unspent TARP funds. It is also
intended to provide First Banks’ specific plans, and the status of implementation of those plans, for
addressing executive compensation requirements associated with the TARP funding.

Actual and Expected Use of TARP Funds

First Banks immediately invested $200.0 million of the TARP Proceeds into its wholly-owned subsidiary
bank, First Bank, also headquartered in St. Louis, Missouri, primarily to be utilized for future lending
activities (as further described below). First Banks retained the remaining $95.4 million in its holding
company in a money market deposit account at First Bank, primarily to be utilized for future operating
requirements. By maintaining these funds at First Bank, they represent a portion of the general liquidity /
funding position and therefore, are available for First Bank to use and deploy in the conduct of its daily
operations. Exclusive of the scgregation of the TARP funds between these two separate legal entities, the
remaining TARP Proceeds were not segregated from the other institutional funds of First Bank or its
parent company, primarily due to the fact that each of these entities manages its respective daily liquidity
position based on the total funds available from all liquidity sources, which spans across all segments of
the Company’s business and changes on a daily basis primarily as a result of transactions with First
Bank’s loan and deposit customers.

First Banks’ primary anticipated use of the TARP Proceeds is to invest the majority of the funds into First
Bank, primarily to be utilized for future lending activities, thereby providing available credit facilities to
its existing and future customers across multiple business segments. Presently, First Bank offers a broad
range of commercial and consumer lending products and services. Commercial lending includes
commercial, financial and agricultural loans, real estate construction and development loans, commercial
real estate loans, small business lending, asset-based loans, trade financing and insurance premium
financing. Consumer lending includes residential real estate, home equity and installment lending. First
Bank’s cxtensive line of lending products and services are offered to customers primarily within its
geographic areas, which include eastern Missouri, Illinois, including the Chicago metropolitan area,
southern and northern California, Houston and Dallas, Texas, and Florida, including Bradenton and the
greater Tampa metropolitan area. Certain loan products, including insurance premium financing loans,
are generally available on a nationwide basis. At December 31, 2008, January 31, 2009 and February 28,
2009, First Bank’s loan-to-deposit ratio was 98.46%, 98.53% and 98.84%, respectively.

From January 1, 2009 through February 28, 2009, First Banks utilized a portion of the TARP Procceds to
fund new loans and to renew existing loans. As demonstrated in Exhibit #1, Summary of Loan
Production, during the 59 days following receipt of the TARP Proceeds, First Bank originated a total of
1,593 new loans and lines of credit across all lending disciplines with total commitments aggregating
approximately $239.0 million and total loan disbursements aggregating approximately $200.6 million. In
addition, First Bank renewed 665 loans to existing customers with total loan commitments aggregating
approximately $454.7 million and total loan disbursements aggregating approximately $354.0 million.
Furthermore, First Bank extended a total of 29 new letters of credit and renewed 34 existing letters of
credit with combined aggregate commitments of approximately $24.7 million and combined aggregate
disbursements of approximately $21.8 million.
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Pending future deployment through First Bank’s lending activities, the remaining TARP Proceeds that
were invested in First Bank by its parent company were included with other institutional funds, as
previously discussed above, and have either been temporarily invested in short-term investments, which
arc primarily maintained within First Bank’s correspondent demand dcposit account at the Federal
Reserve Bank of St. Louis (“FRB™), or have been invested in First Bank’s investment portfolio, which is
primarily comprised of available-for-sale investment securitics. As summarized on Exhibit #2, Summary
of Investment Portfolio Purchases, First Bank has increased it available-for-sale investment portfolio by
an aggregate of $65.8 million during the period from January 1, 2009 through February 28, 2009. In
particular, First Bank has primarily invested these funds in mortgage-backed securities and corporate
bonds. In addition, a portion of these investment securities have been, or likely will be in the future,
pledged in connection with deposits of public and trust funds, securities sold under agreements to
repurchase and for other purposes as required by law. Also during this time period, First Bank utilized a
portion of its excess liquidity to reduce certain borrowings with the Federal Home Loan Bank of Des
Moines and the FRB. On February 17, 2009, First Bank repaid in full a $100.0 million outstanding
advance from the FHLB and on February 26, 2009, First Bank repaid in full a $100.0 million outstanding
advance from the FRB.

As previously discussed, First Banks® present and future primary objective is to deploy the TARP
Proceeds through future lending activities across multiple disciplines. In light of current economic
conditions and severely declining real estate values, First Bank has continued to shift its lending practices
away from real estate construction and development lending towards consumer and small business
lending as well as commercial, financial and agricultural lending.

As demonstrated in Exhibit #1, during the period from January 1, 2009 through February 28, 2009, First
Bank has increased its residential mortgage, consumer and small business lending activities. During this
time period, First Bank experienced a substantially increased volume of residential mortgage loans
originated to customers that are refinancing existing residential mortgage loans or applying for new
residential mortgage loans. From January 1, 2009 through February 28, 2009, First Bank originated 663
new mortgage loans held for sale with total loan commitments and total loan disbursements aggregating
approximately $104.9 million. First Bank intends to continue to originate, package and sell the majority
ol its residential mortgage loan production volume into the secondary mortgage market primarily in the
form of mortgage-backed sccurities issued through the Federal National Mortgage Association. In
addition, First Bank has increased its lending activities within its small business sector, primarily funding
loans through its Business Banking Group that are partially guaranteed under programs offered through
the U.S. Small Business Administration. First Bank has also increased its consumer and installment
lending activities and its lending activities within its healthcare sector, which are reflected as commercial
rcal estate loans in Exhibit #1. From January 1, 2009 through February 28, 2009, First Bank originated
360 new consumer and installment loans with total loan commitments aggregating approximately $3.9
million and total loan disbursements aggregating approximately $3.4 million. With respect to First
Bank’s efforts to further realign its loan portfolio, First Bank originated 287 new commercial, [inancial
and industrial loans with total loan commitments aggregating approximately $39.4 million and total loan
disbursements aggregating approximately $33.5 million, whereas First Bank only originated 16 new real
estate construction and development loans with total loan commitments aggregating approximately $8.6
million and total loan disbursements aggregating approximately $2.8 million during this same time
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period. In addition, First Bank originated 25 new commercial real estate loans with total loan
commitments aggregating approximately $26.5 million and total loan disbursements aggregating
approximately $24.7 million. Furthermore, First Bank extended 12 new lines of credit across all lending
disciplines with total line of credit commitments aggregating approximately $33.3 million and total loan
disburscments under the lines of credit aggregating approximately $15.5 million.

First Bank continues to seck opportunities to provide credit facilities to existing and future customers
across all of its gcographic markets, subject to terms and conditions that are prudent and acceptable in

light of declining economic conditions and a currently distressed financial services industry.

Exccutive Compensation Requirements Associated with TARP Funding

In connection with its participation in the TARP, the Company is required under the Emergency
Economic Stabilization Act of 2008 (“"EESA™), for the duration of the period that the U.S. Treasury holds
any equity or debt position in the Company acquired under the TARP, to take the following actions with
respect to its executive compensation arrangements relating to its “Senior Executive Officers” (the
“SEOs™):

* Require that SEO bonus and incentive compensation are subject to recovery or “clawback™ by
the Company it the payments were based on materially inaccurate financial statements or any
other materially inaccurate performance metric criteria;

* Prohibit any “golden parachute™ payment to the SEOs, generally meaning any payment in the
nature of compensation to (or for the benefit of) an SEO made in connection with an applicable
severance from employment to the extent the aggregate present value of such payments equals or
exceeds an amount equal to three times the SEOQ’s “base amount” (generally defined as the five-
year average of the executive’s compensation); and

* Agree that it will be subject to Section 162(m)(5) of the Internal Revenue Code (the “Code™),
which reduces the annual tax deduction limit for remuneration paid to the SEQs during any
taxable year from $1,000,000 to $500,000 and eliminates the availability of the exception to the
deduction limit for performance-based compensation, as defined in the Code.

In order to comply with these requirements, the Company entered into an Omnibus Amendment
Agreement with each of the named executive officers. The Omnibus Amendment Agreements have the
effect of amending each named executive officer’s compensation, bonus, incentive and other benefit
plans, arrangements and agreements, as described in this section, as necessary to comply with the TARP
requirements described above for any year in which the U.S. Treasury holds an equity or debt position in
the Company. As a result, all named executive officer compensation arrangements are potentially subject
to limitation in accordance with these requirements. The Omnibus Amendment Agreements also permit
the Company to take any actions necessary to amend the SEOs’ incentive compensation arrangements in
the event that the Company’s Compensation Committee determines, pursuant to the analysis described
below, that any such arrangements encourage the SEQOs to take unnecessary and excessive risks that
threaten the value of the Company.
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In addition, the Compensation Committee is required to meet at least annually with the Company’s Chief
Risk Officer or other senior risk officers to discuss and review the relationship between the Company’s
risk management policies and practices and its SEO incentive compensation arrangements, identifying
and making reasonable efforts to limit any features in such compensation arrangements that might lead to
the SEOs taking unnecessary or excessive risks that could threaten the value of the Company. The
Compensation Committee, on behalf of the Company, must certity that it has completed the review and
taken any necessary actions.

In response to this requirement, in January 2009, the First Banks Board of Directors, which has served as
the Compensation Committee, met and reviewed the compensation requirements under the TARP and
approved the appointment of the Company’s Director of Risk Management and its General Counsel as
“senior risk officers™ for purposes of the compensation review. The senior risk officers are presently
completing a comprehensive review of the Company’s compensation program including an analysis of
the Company’s incentive compensation plans and an analysis of the Company’s overall risk structure and
key risks identified within the Company. Upon completion of the analysis, the senior risk officers will
present their findings to the Compensation Committee at a meeting scheduled to take place on March 19,
2009. At that time, the Company will make appropriate changes to its incentive compensation plans, if
any, to the extent that the Compensation Committee determines that the Company’s compensation
program encourages the SEOs to take unnecessary and excessive risks that threaten the value of the
Company.

In addition to the requirements of the EESA set forth above, the recently enacted American Recovery and
Reinvestment Act of 2009 (the “ARRA”™) contains a number of significant new limitations on executive
compensation for TARP participants. Because the regulations under the ARRA have not yet been issued,
the ultimate impact of these limitations on the Company’s executive compensation program is uncerlain.
As a result, the Company’s Compensation Committee intends to assess what actions may be necessary in
response to these limitations and take any necessary actions.

Independent of the Company’s participation in the TARP, the Company’s executive management has
determined that no SEO will receive any bonus or incentive compensation in 2009. As a family owned
company, First Banks has historically conservatively compensated its executive officers while
maintaining key talent and has never engaged in the practice of using extravagant compensation packages
or perquisites to reward exccutive officers. The Compensation Committee intends to continue to apply
these long-held philosophies in setting future compensation within the limits of the TARP and any other
applicable regulations.

Confidential Treatment Request

We respectfully request confidential treatment of the information included in this letter and the exhibits
hereto, and any other language or documents which may at any time be submitted in connection with this
letter and which may be marked “Confidential” or for which confidential treatment may be requested
(collectively, the “Confidential Materials™). The Confidential Materials contain highly sensitive, non-
public commercial and financial information reflecting the business operations and financial condition of
the Company which is exempt from disclosure under the Freedom of Information Act, 5 U.S.C. § 552 (the
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“FOIA™). The Confidential Materials qualify at least under § 552(b)(4) of the FOIA as trade secrets and
commercial or financial information that is privileged or confidential. A disclosure of the Confidential
Materials would create a severe competitive disadvantage to the Company as it would provide insight into
internal policies, procedures and analyses not otherwise available to the public.

For your reference, we have marked all of the Confidential Materials as “Confidential.” In the event that
any disclosure of the Confidential Materials is contemplated, we respectfully ask that we be provided with

notice and the opportunity to further justify our request for confidential treatment.

Certification by Duly Authorized Senior Executive Qfficer

I certify that the information contained in this letter and in the supplemental information included in the
exhibits attached hereto, including all statements, representations and supporting information provided is
complete and accurate, to the best of my knowledge and belief, subject to the requirements and penaltics
set forth in Title 18, United States Code, Section 1001.

Should you require additional information with respect to this letter or the supplemental information
included herewith, please contact me at (314) 854-5401 or via e-mail at terry.mccarthy@fbol.com.

Sincerely,
ad / /
R Y N—

Terrance M. McCarthy
President and Chief Executive Officer

Enclosures
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