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First BanCorp (FBP)  
 
Action (long/short): Long 
Asset Class: Common stock 
Expected Timeframe: 1-2 years 
Situation (Growth, Value, Special Situation, etc.): Deep Value 
Current Price: $5.69 
Target Price: $9.00 
Diluted Shares (MM): $207M 
Cash & Cash Equivalents (MM): $623M 
Debt (MM): $11.6B 
Currency: $USD 
 
Elevator Pitch 
 
The market systematically underestimates the speed with which the earnings power of certain distressed banks will 
increase after credit risk has been sufficiently mitigated. Successfully exploiting that temporary mispricing will result in 
excellent returns to investors with significantly less risk than high levels of loan loss provisions might otherwise imply. 
First BanCorp (FBP) in Puerto Rico is at such an inflection point. 
 
The common stock of previously distressed FBP has been significantly de-risked. Management has taken decisive 
action to rehabilitate the loan portfolio and demonstrates good cost control. Lower provisioning expenses, funding 
costs, and noninterest expenses are improving the bank’s net interest margin, putting FBP on the cusp of a notable 
increase in earnings power. Independent of earnings growth, the recapture of a deferred tax allowance (DTA) will also 
provide a significant increase in tangible book value per share. Value drivers in the company are (1) mitigation of the 
remaining credit risk in the loan portfolio, (2) growth in tangible book value and (3) margin expansion. The bank is 
well-capitalized. 
 
The intrinsic value of First BanCorp can be determined via several methods that estimate shares are currently worth 
between $7.85 to $9.00 per share, depending on certain key assumptions, compared to the recent trading price of 
$5.69. That gap should close due to both increased ROA and multiple expansion. Catalysts include a stabilization of 
the island government’s fiscal woes, a continual decline in loan loss provisions, DTA recapture, the lifting of an FDIC 
consent order, the U.S. government exiting its stake, and/or further consolidation in the overbanked Puerto Rico 
market. A margin of safety exists in the company’s current discount to pro-forma tangible book value. The risk of 
significant and permanent capital loss is low. 
 
Background on First BanCorp (FBP) 
 
The Commonwealth of Puerto Rico (PR) is an island the size of Connecticut with the population of the city of Los 
Angeles and GDP close to that of Las Vegas. Approximately 175 Fortune 500 companies have facilities on the island. 
PR possesses 270 miles of beachfront, and almost as many tourists visit the island every year – 3.6 million – as live 
there. Puerto Rico is the fifth largest biopharmaceutical manufacturing hub in the world, and in 2009 produced 16 of 
the top 20-selling pharmaceuticals on the mainland U.S. The island’s capital of San Juan is home to the fourth largest 
port in the Western Hemisphere.  
 
Puerto Rico is serviced by 8 banks with approximately 420 branches and $52B in total deposits. First BanCorp (FBP) 
is the second largest commercial bank by assets ($9.9B) in Puerto Rico, with 47 branches and employing 
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approximately 2,500 people. The bank was chartered in 1948 with capital of $200,000 and went public in 1987. FBP 
is also the largest bank in the Virgin Islands (11 branches, $820M in deposits), and has 14 branches in central and 
south Florida, where it operates a full-line commercial bank and has recently been hiring. Included among its wholly-
owned subsidiaries is a residential mortgage loan origination company with 37 offices on the island. FBP also offers 
insurance products for personal lines on an agency basis, and brokerage services in its branches through a strategic 
alliance. 
 
Banking in Puerto Rico is highly competitive. Tax incentives and the tropical climate make it a desirable locale for 
corporations and the wealthy. On average there are approximately 8 bank branches every square mile on the island. 
Strong mortgage banking growth on the island in the early 2000s was driven by low rates and housing shortages due 
to population growth. By 2006, however, cracks began to showing in the island’s banking sector, just as Congress 
ended a corporate tax incentive (“Section 936”) that made profits from goods manufactured in PR exempt from 
taxation. A six-year recession began, from which Puerto Rico has only recently and barely emerged.  
 
The ’08 - ‘09 credit crisis saw the failure of three banks on the island which held $21B in total assets. First BanCorp 
suffered primarily due to bad construction loans. FBP never offered negative amortization loans or ARMs. The 
overwhelming majority of its residential mortgage portfolio was fixed rate, fully amortizing, full doc loans. NPLs at the 
bank peaked at $1.64B, or 12.4% of total loans receivable, in Q1 2010. $685M of those NPLs were construction 
loans. 
 
It is no small irony that FBP’s survival of the credit crisis may have been due in part to poor decisions by a previous 
uninspiring management team. In 2005, the SEC launched an investigation into the accounting of mortgage loans that 
FBP was in the process of acquiring from two large mortgage originators in Puerto Rico. That transaction was 
terminated before the sale was consummated, and FBP fortuitously avoided assuming loans so toxic that one of 
those originators, R&G Financial Corp, failed and the other, Doral Financial, had to run into the arms of private equity 
investors to survive.   
 
Nonetheless, other loans tied to luxurious real-estate developments started to go bad at a rapid rate throughout the 
island, and FBP took down $400M in TARP funds in early 2009. After NPAs peaked at 13% of related assets in June 
2010, First BanCorp became subject to an FDIC consent order requiring it to raise capital. In October 2011, FBP was 
able to shore up its balance sheet via the sale of $525 million of common equity to Thomas H. Lee Partners and 
Oaktree Capital Management at $3.50 per share. The bank also converted the Treasury's previous investment in 
preferreds to 32.9 million shares of common at an effective price of $9.66 per share ($318 million).  A 1:15 reverse 
stock split was also part of that recapitalization. This summer, T.H. Lee, the U.S. Treasury and Oaktree sold a 
combined 28 million shares of FBP in a secondary at $6.75 each, reducing Treasury’s stake to approximately 10%. 
Both T. H. Lee and Oaktree now own approximately 20% of FBP each and retain seats on the board. 
 
Since relieving the prior inferior management team in 2009, CEO Aurelio Aleman and CFO Orlando Berges-Gonzalez 
have done an admirable job of deleveraging the balance sheet, stabilizing credit risk, and restructuring the company’s 
capital base – specifically through three bulk loan sales, unwinding $1.0 billion of high cost repos, and converting 
some construction loans to commercial mortgage loans to qualify for a government backstop. The company has also 
ceased originating construction loans. No additional bulk loan sales are planned. Management is closing monitoring 
two TDRs (troubled debt restructured loans) that have an outstanding total balance of $417 million but which are still 
accruing. 
 
In 2012, FBP re-entered the credit card business with the acquisition of a $400 million portfolio of FirstBank-branded 
credit cards and 150,000 mainly Puerto Rico-based customers. The card portfolio is of prime quality and was 
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acquired to bolster the bank’s consumer cross-selling initiatives. On the recent Q3 call management noted that losses 
in that card loan portfolio have been low.  
 
Also of note: in early 2007 Canada-based Scotiabank Group acquired 10% of First BanCorp. Local press reports 
portrayed the investment as the first step in an eventual acquisition of FBP.  Scotiabank ultimately sold its interest in 
FBP in 2010, however, after buying the failed PR bank R&G Financial. In April of 2010, local press reported that 
KeyCorp (KEY) may have been preparing a bid for FBP, but no further details ever emerged. In December 2010, the 
private equity backed Doral Financial made an unsolicited bid to acquire First BanCorp in an all-stock deal. The FBP 
board rejected the offer.   
 
 
Financial Snapshot 
 
First BanCorp currently funds its loans through a combination of CDs, other deposits, repurchase agreements, 
Federal Home Loan Bank advances, and subordinated notes. Banks in Puerto Rico typically finance less of their 
loans with customer deposits than do their peer banks on the mainland, and as a result they often raise money via 
brokered deposits from savers in the continental U.S. The FDIC continues to appear to implicitly endorse this use of 
brokered CDs for PR banks.  
 
As of Q3 2013, non-brokered deposits at FPB totaled $6.8 billion, and the cost of deposits continued to decrease as 
management reduces its reliance on costlier and less sticky brokered deposits. FBP’s reliance on brokered CDs has 
fallen to 33% of total deposits (from 60% at the peak) and is expected to normalize to 20% of the mix as the bank 
continues to focus on growing core deposits. FBP actively manages interest rate risk using cap agreements, swaps 
and other strategies. Given the relatively high percentage of brokered CDs in the total deposit base, and the resultant 
mismatch in interest rate sensitivity between loans and deposit base, active management of interest rate risk seems 
appropriate. 
 
As of September 30, 2013, the company’s loan portfolio totaled $9.6B and consisted of $2.5 billion in residential 
mortgage loans, or about 26%, $4.9 billion in commercial loans (including $2.7B C&I and $1.8B commercial 
mortgages), or about 51%, and $1.8 billion in consumer loans, or approximately 19%.  Management has expressed 
the desire to opportunistically grow the loan portfolio to $10B in size by the end of 2014 through increased market 
share in the consumer and residential mortgage markets and rebuilding the bank’s commercial book in Puerto Rico 
and Florida. By geography, 85% of the bank’s loans are in Puerto Rico, as are 83% of the bank’s current NPLs. Total 
loan originations during the most recent quarter were $920 million.  
 
FBP’s capital ratios currently exceed the FDIC and Federal Reserve requirements for a well-capitalized institution. 
Total capital, Tier 1 capital, and leverage ratios were 16.89%, 15.61%, and 11.65%, respectively, as of September 30, 
2013. The bank is expected to maintain minimum capital ratios of 12% total capital, 10% tier 1, and 8% leverage. 
In addition, the common equity Tier 1 capital ratio was 12.55% and the tangible common equity ratio was 8.65% as of 
the end of Q3 ’13. Even after backing out the $225 million of trust preferreds that will be phased out of tier 1 capital 
under Basel III, FBP will still have $275 million of excess capital relative to the 10% minimum required in the FDIC 
consent order. In addition, more excess capital is expected by the end of 2014, assuming a $520M deferred tax 
allowance (approximately $2.51 per share) is fully recaptured as anticipated. 
 
FBP has maintained relatively good cost controls relative to peers in Puerto Rico, targeting a medium-term efficiency 
ratio of 55%, though management expects that ratio to remain between 60% and 65% in 2H:13.  FBP’s reserves are 
slightly higher than its peers. Net interest margin for the most recent quarter was 4.3%, ROA was 0.5% and the 
bank’s loan loss allowance was 3.04%. 
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Why Are Shares Cheap? 
 
FBP shares declined significantly this summer due primarily to increased concerns about the solvency of the Puerto 
Rican government.  
 
Exposure to the PR Government 
 
In mid-July, Detroit filed for Chapter 9 bankruptcy protection. In August, a Barron’s cover about the fiscal outlook for 
Puerto Rico seemed to spark a wave of sudden concern about the Commonwealth’s solvency. There appeared to be 
a causal relationship between the bankruptcy of Detroit and a subsequent focus by the financial media on Puerto 
Rico’s fiscal challenges – ostensibly because retail investors represent the largest segment of owners of PR 
municipal bonds.  
 
A poor fiscal outlook for Puerto Rico, however, was not actually news.  The Commonwealth has been attempting to 
deal with its challenges for years. 
 
Nonetheless, headlines about the finances of the government of PR have continued to appear with regular frequency 
the last few months. And rational or not, FBP shares have declined in lockstep with PR muni bonds. 
 
There is no denying that Puerto Rico has some significant fiscal challenges ahead. As highlighted by Barron’s, the PR 
government has $30B in unfunded pension liabilities and nearly $70B of total debt, flaming concerns about the widely 
held, triple-tax-exempt muni debt of the island.  
 
However, most reporting to date on the fiscal woes of the Commonwealth has failed to capture the significant 
progress the government has made the last few years. And to be clear, Puerto Rico currently has no liquidity, 
solvency or market access issues. No crisis is imminent - nor are the Commonwealth’s legitimate fiscal challenges 
going unaddressed. In addition, many media reports seem to conflate solvency and/or liquidity risk with systemic risk 
in the municipal bond market.  
 
These fears not only appear premature, but they are crowding out important facts that paint a less hyperbolic picture 
of the government’s fiscal status, including the following: 
 

(1) The maturity schedules of the government and its agencies are laddered, and the near-term maturities are 
not particularly onerous. Over each of the next 5 years, for instance, PR’s debt maturities remain at less than 
4% of its total debt. In addition, debt service is only about 6% of the government’s annual budget – and the 
Commonwealth is due to repay only 21% of its debt within the next 10 years. 

(2) The Commonwealth has already implemented a series of financial reforms during the past two years that 
have positively impacted its credit quality and growth prospects. These reforms include overhauling the tax 
system, streamlining the island’s licensing and permitting process, reducing government expenditures, and 
establishing a framework for the effective privatization of state assets. 

(3) The government has already decreased its budget deficit and deficit financing significantly to an anticipated 
shortfall of $800 million in fiscal 2014, from $3.3 billion in fiscal 2009. 

(4) Tax revenue has increased by nearly $1.4 billion annually due to changes in corporate sales and use taxes. 
(5) Preliminary revenues for October were $856 million, $262 million higher than the year ago period and, more 

importantly, $110 million over budget. 
(6) The governor has enacted comprehensive and sustainable pension reforms, eliminating an annual $900 

million shortfall, increasing the retirement age, requiring bigger employee contributions, and cutting bonuses 
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and merit pensions. It was politically unpopular with the unions and was challenged but ultimately upheld by 
the Puerto Rican Supreme Court. One could argue that by converting from a defined-benefit plan to a 
defined-contribution plan, PR is now in a better place than many state and local governments on the 
mainland in that the island’s pension liabilities will no longer be growing in the future. 

(7) The constitution of Puerto Rico specifically protects general-obligation and guaranteed debt issued by the 
Commonwealth via a first lien on revenue. Bondholders get paid first - before pensioners, government 
employees and officials. 

(8) Puerto Rico cannot file for Chapter 9 bankruptcy. That option exists only for municipalities located in a state 
that allows for muni-bankruptcy filings. A state can't declare itself bankrupt, and neither can the municipalities 
of any U.S. territory. 

(9) Considerable dry powder in terms of liquidity risk exists in the form of the GDB, the Government Development 
Bank for Puerto Rico, which could provide stability and back-up market access to the government if ever 
needed. 

(10)  Serious efforts to step up tax compliance and enforcement are underway at long last. An estimated 30% of 
Puerto Rico’s economic activity is unreported, and modest success in investigating tax crimes and cracking 
down on noncompliance may represent a potential upside surprise to revenues. 
 

See this presentation from October 15th for the latest official Update on Fiscal and Economic Development Progress 
in PR: 
 
http://www.gdb-pur.com/documents/UpdateonFiscalandEconomicProgressWebcast-Final.pdf 
 
In the accompanying webcast, when referring to the island’s bonds, PR Governor Garcia Padilla said, “We will do 
everything, and I repeat, everything, that is necessary for Puerto Rico to honor all its commitments. It’s not only 
constitutional, but is also a moral obligation.” And given the Commonwealth’s near-term dependence on deficit 
borrowing, access to the capital markets remains an important feature of the governor’s fiscal strategy. 
 
The governor’s five-year economic plan calls for creating more than 90,000 jobs that would add as much as $7 billion 
to the economy by 2016, and another 130,000 jobs and as much as $12 billion of growth by 2018. The governor has 
said he plans to have a balanced budget no later than fiscal 2016. 
  
We shall see.  In the interim, the next fiscal year is likely to be a critical test for the island, as the island government 
aims to reduce the fiscal deficit to $800 million, down from $2.2 billion in the fiscal year that ended in June, on 
spending of $10 billion.  Any additional rating agency actions will therefore likely be on hold until late in the current 
fiscal year. 
  
A survey of recent commentary from long-tenured U.S. muni mutual fund managers includes statements like this: 
“Our team has researched and invested in the island's muni bonds for decades and believe that the fiscal conditions 
on the island are better now than they have been in the past 6 years.” 
 
Superficial comparisons of Puerto Rico to Greece and/or Detroit are also tenuous at best.  In short, Greek banks held 
$63B of Greek government assets, approximately 13% of the total asset base, because Greek government securities 
and loans represented a primary pillar of local banks’ borrowing strategies.  This is simply not the case among PR 
banks, including FBP. And while it is true that Detroit received no federal aid to help it avoid a Chapter 9 filing, Puerto 
Rico also has $70B of debt outstanding - with more than 75% of that being held largely by U.S. retail investors. 
Should problems in PR worsen dramatically, federal aid will almost certainly be on the table. 
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Given that systemic importance of PR debt in the muni market – 2% of the $3.7T total, held by three out of every four 
U.S. muni mutual funds – there is a clear precedent for the U.S. government to step in if needed. Specifically, the 
U.S. government has the following three levers it has used to address previous instances of liquidity risk: (1) provide 
guarantees to facilitate the issuance of debt at reasonable yields (i.e. the TLGP program for US corporates in 2008, 
and the LTRO program in 2012 for European sovereigns); (b) granting the Government Development Bank for Puerto 
Rico access to the Fed’s discount window, and/or (c) tax credits. It seems rational to presume the U.S. government 
could step in again for PR if needed. And while it’s hard to see the parties coming together in Washington to solve 
any problems of late, if there is a constituency that both sides want to attempt to appease, it’s probably Hispanic 
voters. 
 
In summary, then, Puerto Rico is currently experiencing no liquidity or market access problems. No existential threats 
are imminent and risk is lower than the headlines might imply. With regards to solvency, recent fiscal reforms in 
Puerto appear sufficient to at least delay a default event, and due to potential assistance from the U.S. government in 
the medium term, default is not necessarily assured, either. The lack of a clear “trigger event” in particular is 
conspicuous by its absence. It’s just going to take time to get more clarity either way. And it’s probably wise for muni 
bond investors to pay close attention in the meantime. 
 
When it comes to common stock investors in First BanCorp, the odds appear high that the current fiscal angst will be 
a bump on the road towards a higher valuation. On the recent Q3 conference call, FBP CEO Aleman pointedly stated, 
“We feel very comfortable with the exposure we have to the government.”  Left unsaid was that the bank has already 
been living under the fiscal clouds of high government deficits since 2006. 
 
Management believes that its exposure to the PR government is the most conservative of all local banks. Of its 
$327M in direct loan exposure (3.4% of total loans), $199M is backed by the good faith, credit and unlimited taxing 
power of various municipalities, $80 million is to public corporations that have the ability to raise rates, and the 
remaining $48 million consists of short-term facilities with the central government – one related to oil supplies and the 
other guaranteed by property taxes. In addition, the bank does not rely on any uncommitted inter-bank lines of credit 
to fund its operations. 
 
Thus, the probability of a significant near-term impact on First BanCorp due explicitly to the fiscal woes of the Puerto 
Rican government seems quite low.   
 
The Macro Outlook 
 
Estimates of Puerto Rico’s annual GDP growth earlier this year bracketed a range of numbers that could probably 
best be described as, “better, yet still uninspiring.” More recently, the PR government announced that the economy 
will likely shrink 0.8% in fiscal 2014, reversing an earlier estimate calling for an expansion. It’s apparently too difficult 
for even the politicians to expect a significant near-term improvement in the PR economy. 
  
Historically, economic growth in Puerto Rico tends to lag that of the United States by approximately 18 months. 
Growth in the near-term now, however, will clearly be driven by the government’s fiscal policies discussed above. And 
despite the negative headlines, there is a case to be made that momentum is building for eventual economic 
expansion.  
 
For instance, earlier this year, PR announced several new initiatives that more prominently position the island as a tax 
haven. The government is attempting to use local tax perks to bolster the economy by giving the wealthy an 
opportunity to completely avoid both federal and local taxation on passive income. Hedge fund billionaire John 
Paulson appeared to briefly consider a move to Puerto Rico earlier this year for just that reason. Then, in September, 
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Paulson acquired a majority interest in an exclusive 480-acre beachfront complex near San Juan in what might be 
interpreted as a major bet on Puerto Rico's tourism sector, too.   
 
To be clear, a sample size of one billionaire is not statistically significant. Nonetheless, the point is that hyperbolic 
predictions about Puerto Rico’s dire economy could be overblown. 
 
That aside, investors don’t need to have a strong opinion about GDP growth in PR to do well investing in FBP at 
recent prices. First, the bank has likely already experienced the vast majority of its impairments, given how far asset 
values on Puerto Rico have fallen. Second, though the economy may be uninspiring and the fiscal outlook 
disconcerting, First BanCorp has plenty of capital on hand and a battle-hardened management team.  
 
Most importantly, though - the company has numerous internal levers that make it unnecessary to rely on GDP 
expansion to boost earnings in the short-term. Specifically, the pending release of reserves will render any near-term 
forecast of the company’s earnings based on economic growth irrelevant, in any case.  
 
Should the economy remain uninspiring or even falter for any reason, it is conceivable that the FDIC might further 
delay the lifting of the consent order that FBP is currently operating under - but that would probably best be 
considered an inconvenience more than a real risk.  
 
Management is much more important than macro. The company has already demonstrated its ability to mitigate credit 
risk independent of local economic growth. It is unclear why the bank would suddenly lose that ability now. 
 
 
Is It Cheap For Temporary Reasons? 
 
In a word, yes. 
 
As described more below, the market can be predictably slow to re-price certain banks at key inflection points with 
respect to credit risk due to backwards-looking loan loss provision accounting. In addition, due to the pro-cyclical 
nature of that provisioning, earnings power can rapidly increase once a bank is through the lag and reserves begin to 
be released. 
 
Therefore the recent decline in FBP shares due to those government fiscal concerns should prove temporary as loan 
loss provisions decrease and the company’s earnings expand significantly.  
 
 
What Is It Worth? 
 
The most important question to answer when analyzing a distressed bank is: will the bank be able to earn its way out 
of the crisis?  In other words - will the bank be able to effectively buffer itself from credit losses with operating profits? 
 
There are three key aspects of assessing that ability - (1) understanding the bank’s credit risk, (2) estimating 
operating profits, and (3) ensuring capital adequacy. Subsequent analysis should also reveal the terms under which 
the bank should optimally return to normalized earnings – i.e. either on a slower organic growth path, or via an 
accelerated means through dilutive capital injection. 
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Once those issues are satisfactorily addressed, and assuming a bank is a candidate for additional due diligence and 
then eventual investment, the question of the timing of an investment becomes paramount due to the volatility of 
shares. History can be helpful here. 
 
Banks systematically misevaluate credit risk over the business cycle. The consequences of this mispricing of risk can 
wreak havoc on a bank’s books in numerous ways. It’s not the recidivist tendencies of bank managers that are the 
most intriguing causes of these systematic errors, however. It’s the accounting - and in particular, that related to loan 
loss provisions. 
 
Provisioning is the act of building loan loss reserves on the balance sheet through an expense line item on the 
income statement.   
 
And one of the conceptual underpinnings of modern credit risk management is that expected losses from bad loans 
have to be covered by loan loss provisions, while unexpected losses have to be covered by bank capital. While 
various regulatory constraints explicitly link the expansion of bank lending with bank capital, no such constraints exist 
when it comes to provisioning rules.  And those loan loss provisions have a direct impact on bank profits.  
 
A bank’s provisioning policies are also intended to be backward-looking. As a consequence, they make a bank’s 
earnings pro-cyclical. In other words, the current accounting requirements around loan loss provisions (and by 
extension reserves) in effect make the good times great for banks - and the bad times particularly lousy. 
 
In those good times, a bank’s loan loss reserves are low. Loan officers get complacent and relax their underwriting 
standards. Then the business cycle turns, credit impairments and defaults occur, and banks have to rush to increase 
their provisions and raise those reserves before the dreaded credit crunch. If banks are required to increase their 
reserves during an economic downturn - at the same time the banks’ funds are already constrained - then the logical 
response of a bank is to reduce its lending activity, which only further magnifies the bank’s difficulties. And, as seen in 
‘07 - ’09, many banks that entered the cycle with loan loss reserves that were too low couldn’t increase their 
provisions fast enough, and subsequently blew a hole in their own balance sheets. 
 
So loan loss provisioning is pro-cyclical because it is backward-looking.  And therein lies the opportunity.  
 
Valuing FBP 
 
While on the path to recovery, certain distressed banks will reach an inflection point in credit quality during which bad 
debt charges may remain high or even rise after non-performing loans (NPLs) peak and credit risk has been 
sufficiently mitigated.  This is largely due to the backward-looking accounting inherent in loss provisioning. Assuming 
the bank has been appropriately rehabilitated prior to that point, the bank’s share price during this “provisioning lag” 
likely represents the optimal point of risk/reward for minority investors.   
 
FBP shares are at that inflection point. Credit should continue to improve at a modest pace, though provisioning may 
remain elevated in the short-term, for reasons explained above. The bank’s balance sheet, however, has stabilized. 
NPAs are down almost 60% from the peak and the company’s construction portfolio, which accounted for one-third of 
its earlier losses, is now down to just 2% of loans. The company is reducing its reliance on brokered CDs and growing 
its core deposit base, so net interest margins should expand even further. NPLs will continue to be resolved and 
replaced with performing loans. 
 
So a window exists for the opportunistic investor who can effectively differentiate between the consequences of 
provision accounting related to the timing of the recognition of credit losses and the actual levels of losses incurred. 
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Furthermore, in the case of distressed banks located in economies with poor macro outlooks, the provisioning lag and 
discount to intrinsic value can become even more pronounced - despite there potentially being little to no correlation 
between a bank’s post-provision-lag earnings and area GDP growth.   
 
All of these improvements are beginning to allow FBP’s core earnings power to begin to shine through. And profits will 
keep rising as the bank’s bad loan portfolio continues to run off and related expenses begin to fade into the 
background, too.  
 
Tangible book value per common share of FBP on September 30, 2013, was $5.32.  Assuming full recapture of the 
deferred tax allowance of approximately $2.51 per share, FBP’s adjusted tangible book value per share is $7.83. At 
the recent market price of $5.69 per share, then, shares are currently trading at 0.73x Price/Adjusted TBV. Were 
shares to trade up to Adjusted TBV, investors would realize a gain of 38%.  More importantly, however, is that FBP’s 
book value appears to be on the cusp of experiencing potentially significant additional growth as the release of 
reserves and reduced provisioning losses boosts book value further at an accelerated pace.  As such, investors’ 
returns could be significantly more over time as the intrinsic value of FBP shares increase in steady lockstep with that 
book value.  Additionally, should FBP ever decide to pursue another bulk sale of loans at a later time, the resultant hit 
to book value would be mitigated through the organic growth of earnings in the interim. 
 
Attempting to determine the intrinsic value of a distressed bank via normalized earnings can be quite imprecise. 
Nonetheless, here is another back of the envelope way to think about valuing First BanCorp:  
 
FBP earned pre-tax, pre-provision (PTPP) income of $50.9 million in Q3. Let’s assume a 10% increase to that figure, 
to reflect both additional income from, say, conversion of the best credit risks in their origination operations as well as 
a continued decrease in expenses due to credit stabilization, declining cost of funds and further expected reductions 
in non-interest expenses. If we annualize those results, then FBP will produce $224M in pre-tax, pre-provision 
earnings over the subsequent twelve months.  And on 207M shares outstanding at the end of Q3, First BanCorp 
would be earning $1.08 per share before tax and provisions. 
 
To quickly estimate normalized loan loss provisions, we’ll give a 40% haircut to FBP’s (still elevated) provisions in Q3, 
annualize that number, put it on a per share basis, and would then see $0.26 per share in normalized loan loss 
provisions. On a pre-tax basis, core earnings would therefore be $0.82 per share. And let’s presume that FBP is able 
to use its net operating loss as a tax shield for the next ten years, so the tax rate looking ahead would be 0%.  
 
On an after provision, after tax basis, then, FBP would produce $0.82 per share in earnings. 
 
And if we presume those shares deserve a P/E ratio of 11, then First BanCorp shares would be worth $9.02 each - 
again, compared to the recent market price of $5.69 per share. 
 
Clearly this example is sensitive to a number of different inputs, any one of which could produce significantly different 
conclusions. But none of those assumptions are particularly heroic, either, and they all do help underscore the 
ultimate conclusion of this write-up: 
 
First BanCorp shares at current prices represent an extremely attractive long-term investment. 
 


