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Earnings Review 

November 2, 2020 

 

First BanCorp (FBP - NYSE - Recent Price: $6.49) 

FBP: Anticipating Efficiencies from Santander Transaction, NIM 

Stabilization; Capital Levels Remain Strong. Discontinuing Coverage. 

3Q20 Results: First BanCorp reported 3Q20 net income to common shareholders of $27.9 

million, compared to the $20.6 million recorded in 2Q20. On a per share basis, 3Q20 results 

were $0.13 compared to $0.09 in the prior quarter. There were several special items in 3Q20 

results, including merger & restructuring costs of $10.4 million ($6.5 million after-tax), an 

$8.0 million tax benefit related to partial reversal of the deferred tax asset valuation allowance, 

$5.3 million in securities gains, and $1.0 million ($0.6 million after-tax) in COVID-19 related 

expenses. In the prior quarter, special items included a $5.0 million ($3.1 million after tax) 

insurance recovery related to hurricanes Irma and Maria, merger & restructuring costs of $2.9 

million ($1.8 million after-tax), and $3.0 million ($1.9 million after-tax) in COVID-19 related 

expenses. The 3Q20 special items had a $6.4 million positive after-tax impact on results 

compared to the $0.6 million negative after-tax impact in 2Q20. Excluding these items from 

both quarters, adjusted net income available to common shareholders for 3Q20 was roughly 

$21.7 million or $0.10 per share compared to $21.3 million or $0.10 per share in 2Q20. The 

adjusted 3Q20 earnings of $0.10 fell $0.04 shy of our $0.14 estimate and $0.05 short of the 

$0.15 median Street estimate. The quarter was characterized by a higher-than-expected loan 

loss provision and lower net interest income, partially offset by higher noninterest income. 

Highlights of the quarter include: 

• Net interest income rose $13.5 million or 10.0% sequentially to $148.7 million, as a 

16.7% increase in average earning assets was offset by 31 bps of contraction in the 

NIM (on a tax equivalent basis, excluding valuations) to 4.07%. The NIM 

compression was driven by a 44 bps decline in average earning asset yields offset 

partially by a 23 bps decrease in the average cost of interest bearing liabilities. The 

jump in average earning assets was driven by the acquisition of the Banco Santander 

Puerto Rico (BSPR) operations, completed on September 1, 2020. BSPR operations 

contributed approximately $14.0 million to the increase in net interest income for the 

quarter.  

• Noninterest income increased $9.0 million or 43.3% linked-quarter. If we exclude 

the special items from both quarters – securities gains of $5.3 million in 3Q20 and 

insurance proceeds of $5.0 million in 2Q20 – “core” noninterest income rose $8.6 

million or 53.6%, primarily due to the BSPR acquisition, which substantial increases 

in service charges on deposits and helped push a 92.6% rise in mortgage banking 
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revenues, though increased mortgage activity and low interest rates also assisted with 

this item.   

• Noninterest expenses increased $17.7 million or 19.7% sequentially. If we strip out 

the $10.4 million of 3Q20 and $2.9 million of 2Q20 merger & restructuring 

expenses, noninterest expenses advanced $10.0 million or 11.6% LQ, primarily 

driven by the BSPR operations, which added roughly $10.7 million to 3Q20 

expenses. Compensation rose $3.5 million while occupancy expenses climbed $2.7 

million.   

• The loan loss provision advanced $7.9 million or 20.2% from 2Q20 to $46.9 million 

in 3Q20. The increase reflects $38.9 million recorded for non-PCD loans acquired 

in the BSPR transaction, offset by lower reserve build in the legacy loan portfolio. 

The remaining $8.0 provision in the quarter was well below our $20.0 million 

projection and the $39.0 million recorded in the prior quarter.  

• Net charge-offs of $11.4 million represented 0.45% of average loans, up from 0.43% 

in 2Q20. Net charge-offs exceeded the provision for legacy loans by roughly $3.4 

million, but with the additional reserves on acquired PCD loans, the allowance for 

loan losses increased $65.4 million or 20.5% to $384.7 million. The ACL declined 

to 3.25% of loans held-for-investment from 3.41% at the end of the prior quarter. If 

we exclude PPP loans from the analysis, the ratio of ACL to loans-held-for-

investment was 3.38% at September 30, 2020 compared to 3.55% at June 30, 2020. 

• Inflows to nonaccrual increased to $18.4 million in 3Q20 from $10.7 million in 

2Q20. The growth was largely driven by commercial & construction loans, which 

saw inflows rise $3.9 million sequentially due to a $3.5 million construction loan in 

Puerto Rico, and a $2.4 million increase in residential mortgage loan inflows. NPLs 

remained fairly stable in most loan categories, though construction NPLs climbed 

advanced roughly $3.5 million due to the aforementioned $3.5 million loan in PR, 

while commercial mortgage NPLs dipped $4.4 million. This resulted in a $2.7 drop 

in NPLs. There was also a $7.3 million decrease in OREO and a $0.5 million 

reduction in other repossessed property. Performing TDRs declined $3.0 million or 

0.7% sequentially. Consequently, total NPAs decreased approximately $13.5 million 

or 1.9% LQ. NPAs/Assets fell to 1.57% at September 30, 2020 from 2.16% at June 

30, 2020. 

• First BanCorp’s direct exposure to Puerto Rico government debt climbed from 

$203.5 million last quarter to $400.3 million. The bulk of this exposure - $335.3 

million or 83.8% - is to municipalities, not the central government. 

• Gross loans held-for-investment advanced $2.5 billion or 26.5% linked-quarter, 

driven by the addition of $2.6 billion in loans from the BSPR acquisition. The Puerto 

Rico region saw an increase of $2.5 billion while Florida climbed $3.2 million and 

the Virgin Islands experienced a decline of $3.4 million. The majority of growth in 

the portfolio was in the commercial segment (up $1.5 billion), and the residential 

mortgage (+$747 million) segments. The consumer segment was up a more modest 

$258 million.  

• Loan originations, including renewals and draws from existing commitments, but 

excluding credit card utilization, increased from $902.9 million in 2Q20 to $971.1 

million in 3Q20, an advance of roughly 7.6%. If we exclude PPP loan originations 

from both periods, originations grew 81.2% sequentially. Originations increased 

$217.0 million in the commercial and construction segment. The bank also saw a 

$75.8 million rise in residential mortgages, and a $135.6 million increase in 

consumer loan originations. Loan originations increased in all three of FBPs 

geographic regions, with the biggest increases occurring in the Puerto Rico and 



   First BanCorp (FBP)         

3 

 

Florida. Originations in Puerto Rico grew $379.4 million sequentially (excluding 

PPP loans).  

• Total deposits increased $4.5 billion or 42.1% LQ to $15.2 billion. Interest bearing 

deposits advanced $3.1 billion while noninterest bearing accounts grew $1.4 billion. 

The increase was primarily driven by the addition of $4.1 billion in deposits from the 

BSPR acquisition. Government deposits contributed growth of $782.9 million, 

$115.8 million, and $0.7 million in the Puerto Rico, Virgin islands, and Florida 

regions, respectively. Puerto Rico experienced a $3.7 billion rise in customer 

deposits. Meanwhile, Florida, and the US Virgin Islands regions posted declines of 

$30.3 million and $14.5 million, respectively. Brokered CDs and non-maturity 

deposits fell $56.0 million LQ.  

• Tangible book value per share fell 1.6% to $9.67 at September 30, 2020 from $9.83 

at June 30, 2020. The TCE ratio now stands at 12.33%, down from 15.25% at June 

30, 2020.  

• Regulatory capital ratios declined noticeably compared to June 30, 2020 driven by 

the BSPR transaction, but they remain far in excess of the minimums to be 

considered well capitalized. The total capital to risk-weighted assets ratio stood at 

20.32% at September 30, 2020, down from 25.08% as of June 30, 2020. Despite the 

significant reductions in regulatory capital ratios stemming from the BSPR 

acquisition, FBP still has very high capital ratios.  

Earnings Estimates: 

The recent quarter included the completion of FBP’s acquisition of BSPR, a significant event 

for the bank. While the transaction creates a lot of noise in the results for 3Q20, we still see 

progress on several fronts. FBP continues to improve its funding mix and lower the cost of 

funds. There are still opportunities for further funding cost reductions as higher-cost CDs 

mature. We still expect pressure on asset yields from the low rate environment, but some of 

this pressure will be offset in coming quarters by purchase accounting accretion on the non-

PCD portion of acquired loans and by accelerated fee recognition from PPP loan forgiveness. 

We are projecting modest NIM compression of 2-4 bps per quarter over the next 3-4 quarters. 

More rapid redeployment or reductions of excess liquidity could provide an added boost to the 

NIM beyond our projections.  

Loan deferrals and payment moratoriums, coupled with government relief programs, have 

forestalled any significant deterioration in credit quality so far. However, we still expect 

increases in NPLs and charge-offs to occur over the next year or so. Still, given the favorable 

trends in asset quality and the reserve build-up that FBP has accomplished over the last three 

quarters, we have left our provision projection mostly unchanged from our prior estimates at 

around $75 million for 2021. 

After making these adjustments, we are reducing our 2020 estimate from $0.41 to $0.40. If we 

exclude merger & restructuring charges from 2020 results, our “core” EPS estimate is $0.44. 

We are also reducing our 2021 estimate from $0.93 to $0.89 and our 2022 estimate from $1.41 

to $1.33. 

 

Outlook: 

Currently, FBP is trading at 67.1% of tangible book value, slightly more than half the 113.8% 

valuation for the median mainland peer bank. We believe that much of this discount stems 

from a Puerto Rico discount due to the string of calamities that have hit Puerto Rico in recent 

years, including a government debt crisis, hurricane Maria, earthquakes in early 2020, and now 
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the COVID-19 pandemic. Investors are wary about the economy in Puerto Rico. However, the 

recent 3Q20 earnings reports from FBP and its island competitors BPOP and OFG show that 

economic activity on the island is better than many people expected, as huriicane and COVID-

19 relief programs are providing significant support for the economy. In addition, early results 

from FBP’s takeover of BSPR appear to be going well and management has made favorable 

revisions to the TBV dilution and payback period expected for the transaction. We still believe 

FBP will benefit from bigger market share and improved efficiency.  

Despite the challenges facing Puerto Rico, we believe that FBP has the capital to get through 

the current pandemic and that the addition of BSPR operations PR offers the promise of 

improving profitability. The bank’s strong capital position post-acquisition also offers the 

possibility of increased return of shareholder capital through a higher dividend and/or share 

repurchases in 2021. We think FBP remains an attractive investment.   

While we have enjoyed covering First BanCorp for over to twenty years, shifting corporate responsibilities do 

not allow us time to provide the same level of diligence to our equity research as we would like. Consequently, 

we are discontinuing coverage of First BanCorp. 

 

 

 

Exhibit 1: 

 

 

 

 

 

3Q19 2Q20 3Q20 LQ1
YOY

Loans Held for Investment ($000)2 8,968,420 9,366,216 11,847,275 106.0% 32.1%

Total Deposits ($000)2 9,132,899 10,696,686 15,202,898 168.5% 66.5%

Average Earning Assets ($000) 11,718,309 12,884,410 15,035,381 66.8% 28.3%

Total Revenue ($000) 165,826 156,102 178,630 57.7% 7.7%

   Net Interest Income ($000) 144,425 135,210 148,696 39.9% 3.0%

NIM (FTE) 5.06% 4.38% 4.07% -0.31% -0.99%

   Average Securities Yield 3.14% 2.03% 1.41% -0.62% -1.73%

   Average Loan HFI Yield 6.85% 6.32% 6.19% -0.13% -0.66%

   Average Cost of Int.-bearing Deposits 1.19% 0.92% 0.73% -0.19% -0.46%

Efficiency Ratio 55.8% 57.5% 62.0% 4.56% 6.2%

NCO Ratio 0.61% 0.43% 0.45% 0.02% -0.16%

1. Linked quarter changes for the balances are annualized.

2. Loans Held for Investment and Total Deposits balances are end of period balances.

Source: company filings

First BanCorp: 3Q20 Highlights

Actual Results Change
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Disclosure Appendix 

Analyst Certification: 

I, Joseph Gladue, the primary analyst covering this issuer, certify that: 1) all of the views expressed 

in this report accurately reflect my personal views about the subject security or issuer, and 2) no part 

of my compensation was, is, or will be directly or indirectly related to the specific recommendations 

or views expressed in this report. 

Risk Factors: 

The realization of any or all of the following risk factors, among others, may adversely affect the 

company’s stock price and prevent it from reaching our target price, if one is established:  

• a weakening of the United States economy and the regional and local economies in which 

the company conducts operations 

• unanticipated loan losses or securities-related losses 

• a weakening of local real estate markets or the soundness and liquidity of the securities 

market for real-estate backed assets 

• failure to maintain sufficient excess capital or liquidity to conduct operations 

• the effects of trade, monetary, and fiscal policies and laws, including interest rate policies 

of the Board of Governors of the Federal Reserve System 

• the effects of increased inflation, a flatter yield curve, or increased volatility in financial 

markets 

• inability to attract core deposits or continue to obtain third party financing on favorable 

terms 

• adverse legal action against the company or litigation initiated by the company 

• inability to successfully integrate acquired operations or to maintain sufficient excess 

capital post the close of a transaction 

 

Investment Rating Definitions: 

Investment ratings reflect the analyst’s assessment of the subject stock’s return potential relative to 

the NASDAQ Bank Index. There are three investment rating tiers: 

• Outperform/Buy: The subject stock’s total return is expected to exceed the return of the 

NASDAQ Bank Index by 10% or more over the next 12-month period.  

• Neutral/Hold: The subject stock’s total return is expected to be comparable with the return 

of the NASDAQ Bank Index over the next 12-month period. 

• Underperform/Sell: The subject stock’s total return is expected to be less than the return 

of the NASDAQ Bank Index by 10% or more over the next 12-month period. 

 

 
 

Rating Categories Count % of Total Count % of Category

Outperform/Buy NA 0% 0 0%

Neutral/Hold NA 0% 0 0%

Underperform/Sell NA 0% 0 0%

Total 0 0%

Provided in the Last 12 Months

Investment Banking Services

Investment Rating Distributions (as of September 30, 2020)

All Covered Companies
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Other Important Disclosures: 

J. Alden Associates, Inc. (DBA Alden Securities) is a FINRA-registered broker-dealer. 

Alden Securities expects to receive compensation for investment banking services from the subject 

company in the next three months and/or seeks to receive such compensation. 

Analyst compensation is based, in part, on Alden Securities' profitability, which includes revenues 

from investment banking. 

Target prices, if applicable, are derived from our 12 Month Valuation Assessment. Our 12 Month 

Valuation Assessment is based on a blend of several relative value methodologies. 

Alden Securities shares in the commissions for trades that are executed through Tourmaline 

Partners, LLC. 
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FBP: Closing Price, Rating, & Target Price History

10/23/19, 
O, $12.50

5/1/20, 
O, $9.00

11/7/17, 
O, $6.00

1/30/18, 
O, $7.00

4/30/18, 
N, $8.00

7/26/18, 
O, $9.50

10/25/18, 
O, $10.00

1/30/19, 
O, $11.50

3/6/19, 
N, $11.50


