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Bank Reports First Quarter Loss on CMO Write Down  Key Data: 
Industry: Financial Services 

Price: $5.00 

52 Week Range: $3.20-$16.93 
Market Cap: $481.5 mil. 

Shares O/S: 93.6 mil. 

Book Value/Share: $5.27 

Price/Book: 0.95x 

Dividend Yield *: 3.20% 

Trailing P/E Ratio**: 4.13x 

2008 operating EPS: $1.21 

2009 operating EPS est.: $0.88 

* cash yield basis ** operating basis 

Rating Raised to “Buy”, Price Target Now $7 
 

First Quarter Results: Butterfield reported a net loss for 1Q09 of $20.8 
million ($0.22 per fully diluted share), compared to a profit of $36.3 million 
($0.38 per share) for the same period last year. The quarterly loss was the 
result of one-time losses of $40.9 million – of which $37.5 related to the 
write-down of a single CMO investment held in the Bank’s held-to-maturity 
portfolio. 

On an operating basis (excluding gains and losses), quarterly profit stood 
at $18.1 million, or $0.20 per share – a decline of 48.9% from 1Q08 
operating income of $35.4 million. EBITDA came in at $22.5 million, or $0.23 
per share – a year-on-year decline of 47.5%. 

The Bank reported revenues before gains and losses of $88.9 
million, which compared to $126.2 million last year – a decline 
of 29.6%. 

Net interest income before credit-related provisions of $49.3 
million was down year-on-year by $18.3 million, or 27.1%. The 
decline was due to the prevailing low levels of global interest 
rates and a lower asset base. Average interest-earning assets 
fell year-on-year by 14.0%, or $1.7 billion, to $10.4 billion – which 
contributed $9.5 million to the total decline. 

Non-interest income was $40.6 million, representing a year-on-
year decline of $18.2 million, or 31.2%. Factors contributing to 
this slump include the sale of Butterfield’s fund services business 

in 4Q08 and sharp year-on-year declines in asset management, foreign exchange and trust revenues. 

NTB  2-year chart: 

Total assets for the Group as of March 31, 2009 were $10.6 billion, down 17.2% from $12.8 billion a year ago, and 
down 3.3% from year-end assets of $10.9 billion. Assets under management decreased year-on-year by 26.9%, 
from $11.3 billion to $8.3 billion, and were down 8.8% from the year-end figure of $9.1 billion. Assets under 
administration increased during the quarter by 2.7% to $55 billion, reflecting continued growth in the Bermuda 
trust business. 

Customer loans remained relatively flat at $4.3 billion, while customer deposits declined 20.0% year-on-year, 
from $11.6 billion to $9.3 billion. The bank’s loan-to-customer deposits ratio of 46.1% compared to 37.8% a year 
ago and 47.0% at year-end 2008. 

Total operating expenses decreased year-on-year by $16.3 million, or 18.3%, to $72.9 million. Salaries and 
benefits were down $8.9 million, primarily due to the sale of the Bank’s fund services unit. 

Shareholders’ equity fell by $25.0 million, or 4.8% during the first quarter, from $518.4 million to $493.4 million. This 
decline was due, in most part, to the losses realized on Butterfield’s held-to-maturity portfolio. 

Financial Review and Outlook: The expected write-downs of Butterfield’s investment book have continued 
to undermine the Bank’s profitability into 1Q09. At year-end 2008, management stress-tested their CMO 
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portfolio using 60% loss-severity assumptions (up from 50%.)  The resulting estimate of “possible future discounts in 
the carrying value of potentially problematic CMO’s” was $44.0 million. The Bank increased loss-severity 
assumption to 70% this past quarter and decided to realize a loss of $37.5 million on the most distressed security. 
We now anticipate that the majority of write-downs to the investment portfolio have been taken. With an 
estimated $450 million in CMO’s (at cost) and $700 million in asset-backed securities remaining on Butterfield’s 
balance sheet, we would estimate a worst-case scenario of $40-50 million in potential future losses. Given the 
underlying fundamentals of the Bank, they should be able to absorb such losses over the next 5 to 6 quarters. 

The terms of Butterfield’s $200 million preference share issue, announced in early March along with 2008 results, 
will soon be forthcoming and will serve to strengthen the balance sheet significantly. The Bank’s first quarter Tier 
1 and total capital ratios of 7.7% and 10.1%, respectively, have dipped below the 5-year averages of 8.8% and 
12.3%. Management reports that the $200 million in new capital would boost these ratios to 11.1% and 14.5% – 
well above historical norms. 

The Bank did not early adopt the new FASB rules (FSP 155-a, FSP 157-e, FSP 107-1) regarding inactive securities 
and mark-to-market accounting. They will employ these standards beginning in 2Q09 – which should further 
solidify the balance sheet, at least in the near-term. The long-term effects, however, will most likely be marginal.  

After several quarters of rising costs due to headcount additions and infrastructure spending, Butterfield 
experienced some welcome expense relief during the past few quarters. The sale/merger of the Bank’s fund 
services division and the conclusion of a large IT project contributed mainly in this area.  

The weakening of the UK pound against the US dollar was significant factor in the decline in customer deposits, 
total assets, and AUM. The pound fell from a level of 1.98 in 1Q08 to 1.43 in 1Q09; this 28% decline had a 
profoundly negative impact when translating the balance sheets and AUM of Butterfield’s UK and Guernsey 
operations. 

Financial Summary:       
BMD$ (in millions) 2006 2007 2008 2009E 2010E 1Q08 1Q09
Revenue, operating $408.1 $470.0 $464.4 $385.0 $410.0 $126.2 $88.9 
Net Income, reported 134.1 146.0 4.8 41.5 95.0 36.3 (20.8) 
Net Income, operating 127.9 146.3 113.9 87.5 106.0 35.4 18.1 
Reported EPS (diluted) $1.39 $1.53 $0.05 $0.24 $0.90 $0.38 ($0.22) 
Operating EPS (diluted)  $1.32 $1.52 $1.21 $0.88 $1.10 $0.37 $0.20 
Total Assets 11,133 11,911 10,912 10,800 11,200 12,900 10,600 

 

Forecast and Recommendation: Butterfield has continued to write down their permanently-impaired 
mortgage and asset-backed investments on a gradual, systematic basis – a process which we foresaw 
following the release of the Bank’s 2007 annual report.  In fiscal 2008, Butterfield incurred losses and writedowns 
of $151.8 million, while 1Q09 saw a further $40.9 million. The uncertainty related to future losses, combined with 
weakening fundamentals for the banking industry, have had a devastating effect on Butterfield’s share price; 
the stock has fallen by 51.4% year-to-date, touching a recent low of $3.20.  

While we do not expect credit spreads to increase substantially over the next few quarters we do see two 
potential catalysts for a rebound in Butterfield’s operating earnings: 1) a rebound in the UK pound/US dollar 
exchange rate, which should boost contributions from the Bank’s UK and Guernsey operations; and 2) an 
increase in assets under management and a resulting improvement in fee income due to the recent rally in 
worldwide equity markets.  

We apply an 8.0x multiple to our 2009 operating earnings estimate of $0.88 per share to arrive at our one-year 
target price of $7.00 on NTB shares. We currently rate Butterfield Bank shares with a Buy rating.  
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Important Ratings and Disclosure Information 
 
Rating Structure: There are three categories within the LOM Investment Rating System: “Buy”, “Hold”, and “Sell”. The rating category 
assigned to each company is based on the analysis of four factors: intrinsic value, relative value, capital flow/market sentiment, and 
fundamental catalysts (both long and short-term.) A combination of these factors is used to formulate specific one-year share price targets 
and estimates of total return. Total return estimates are derived from estimated capital appreciation plus projected cash dividends during 
the twelve calendar months following the report release date. In order to assign a “Buy” rating, the estimated one-year total return on a 
given company’s stock must be greater than +15.0%. Stocks in the “Hold” category have estimated one-year total returns in the range of -
15.0% to +15.0%. Stocks rated “Sell” have estimated one-year total returns of less than -15.0%. 
 
From time to time, LOM may identify its investment rating on a covered company as being “Under Review” or “Suspended”. Usage of these 
terms indicates that LOM does not currently maintain an investment recommendation regarding purchase or sale of the company's 
securities and is attempting to obtain, or is in the process of reviewing, additional information regarding the company. Where these terms 
are used, additional details on the specific circumstances are provided in the corresponding discussion of the company. 
 
General Disclosures: This report has been prepared by LOM Securities (Bermuda) Limited (“LOM”) and is in no way sponsored by the 
issuer reviewed in this report. LOM has made every effort to ensure that the contents herein have been compiled from sources believed 
reliable. However, LOM does not warrant the accuracy, adequacy, timeliness and/or completeness of this information and expressly 
disclaims any liability for errors or omissions in this information. All estimates and opinions contained in this report are subject to change 
without notice and are provided in good faith, but without any legal responsibility.  
 
Nothing contained in this report constitutes legal, accounting, and/or tax advice. This material has been prepared for general circulation 
and without regard to the individual financial circumstances of persons who receive it. It is recommended that advice be sought from a 
qualified investment professional prior to the implementation of any financial plan. This presentation is for informational purposes only, and 
does not constitute a solicitation to buy or sell any individual security. 
 
To the fullest extent permitted by law, neither LOM, nor any of its affiliates, nor any other person, accepts any liability whatsoever for any 
direct or consequential loss arising from the use of this report or the information contained herein. The information provided herein is not 
intended for distribution to or for use by, any person or entity in any country or jurisdiction where such distribution or use would be contrary 
to laws or regulations which would subject LOM or its affiliates to any registration requirement within such country or jurisdiction. 
 
Conflict Disclosures: At the time of this report, LOM Securities (Bermuda) Limited (“LOM”) or an associated firm may make a market in the 
shares of this company. 
 
In the past 12 months, LOM or an associated firm may have received compensation from this company for investment banking services.   
 
In the past 12 months, LOM or an associated firm may have received compensation from this company for non-investment banking 
securities-related services. 
 
The analyst or a household member may have a long position in the common shares of this company. 
 
LOM, its affiliated companies, or their officers and employees may have a long position in the common shares of this company. 
 
Investors should assume that LOM or an associated firm expects to receive or intends to seek compensation from this company for 
investment banking or other services in the next six months. 
 
LOM may buy or sell shares in the securities contained in this report following its publication, with no advance public notice.  
 
The material contained herein may not be re-printed, in full or in part, without the prior expressed written consent of LOM.  
 
LOM Securities (Bermuda) Limited is licensed to conduct investment business by the Bermuda Monetary Authority. 
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