
 

EuroBancshares, Inc. Reports Financial Results for the First Quarter Ended March 31, 2008

San Juan, Puerto Rico, May 1, 2008 - EuroBancshares, Inc. (Nasdaq: EUBK) (the "Company") today reported its results for 
its first quarter ended March 31, 2008.

Net Income

EuroBancshares reported a net loss of $1.0 million, or $(0.06) per diluted share, for the first quarter ended March 31, 2008, 
compared with a net income of $502,000, or $0.02 per diluted share, and $1.3 million, or $0.06 per diluted share, for the 
quarters ended December 31, 2007 and March 31, 2007, respectively.

Return on Average Assets (ROAA) for the first quarter of 2008 was (0.15)%, compared to 0.08% and 0.21% for the quarters 
ended December 31, 2007 and March 31, 2007, respectively. Return on Average Common Equity (ROAE) for the first quarter 
of 2008 was (2.33)%, compared to 1.20% and 3.27% for the quarters ended December 31, 2007 and March 31, 2007, 
respectively.

Rafael Arrillaga-Torréns, Jr., Chairman of the Board, President and Chief Executive Officer said, "While the Puerto Rico 
economy continues to present significant challenges, and the United States economy is facing similar issues, it is noteworthy 
that our nonperforming assets remained essentially flat on a linked quarter basis.

"On the other hand, the dramatic reductions in interest rates mandated by the FED to stimulate the national economy impacted 
our interest income adversely. However, we ended the quarter on a positive note as our cost of funds commenced to reflect 
said interest reductions as we experienced lower funding costs in short-term borrowings and began to call our callable broker 
deposits.

"These modest achievements reflect our efforts to navigate the uncharted waters in certainly the most difficult economic times 
for the financial industry that we can recall. Our philosophy during these times is to continue to work with our customers. We 
believe that both they and we will benefit from taking a long-term view, which will most surely take us to a safe harbor."

Net Interest Income

The Company reported total interest income of $42.6 million for the first quarter of 2008, compared to $44.3 million for the 
fourth quarter of 2007 and $42.3 million for the first quarter ended March 31, 2007. The decrease during the quarter ended 
March 31, 2008 when compared to the previous quarter was mainly driven by the net effect of decreased yields resulting from 
interest rate cuts of 200 basis points during the first quarter of 2008, partially offset by an increase in average interest-earning 
assets. The average interest yield on a fully taxable equivalent basis we received for interest-earning assets decreased to 
7.09% during the quarter ended March 31, 2008, from 7.57% and 7.69% for the fourth quarter of 2007 and the quarter ended 
March 31, 2007, respectively. Average interest-earning assets increased to $2.633 billion for the quarter ended March 31, 
2008, compared to $2.523 billion and $2.358 billion for the fourth quarter of 2007 and the first quarter ended March 31, 2007, 
respectively.

Total interest expense was $27.4 million for the quarter ended March 31, 2008, compared to $28.1 million and $25.3 million for 
the fourth quarter of 2007 and the first quarter ended March 31, 2007, respectively. The decrease during the quarter ended 
March 31, 2008 when compared to the previous quarter resulted also from the net effect of a decrease in the cost of funds, as 
explained further below, partially offset by an increase in average interest-bearing liabilities. The average interest rate on a 
fully taxable equivalent basis we paid for interest-bearing liabilities decreased to 5.13% during the quarter ended March 31, 
2008, from 5.47% and 5.34% for the fourth quarter of 2007 and the first quarter ended March 31, 2007, respectively. Average 
interest-bearing liabilities increased to $2.414 billion for the quarter ended March 31, 2008, compared to $2.302 billion and 
$2.120 billion for the fourth quarter of 2007 and the quarter ended March 31, 2007, respectively.

Net interest margin and net interest spread on a fully taxable equivalent basis was 2.39% and 1.96% for the quarter ended 
March 31, 2008, respectively, compared to 2.58% and 2.10% for the fourth quarter of 2007, and 2.89% and 2.35% for the first 
quarter ended March 31, 2007. The decrease in net interest margin and net interest spread during the quarter ended March 
31, 2008 when compared to the fourth quarter of 2007 and the first quarter ended March 31, 2007 was caused primarily by: (i) 
the reduction in interest rates by the Federal Reserve, which resulted in the reduction of the Prime Rate by 100 basis points 
during the last four months of 2007 and another 200 basis points during the first quarter of 2008; and (ii) the write-off of 
$463,000 in unamortized commissions related to $162.4 million in broker deposits that were called back during the first quarter 
of 2008. Although borrowing costs were influenced by the interest rate cuts, our broker deposits remained at higher levels, 
causing our borrowing costs to decrease at a lower pace. The fierce competition for core deposits on the Island and the fact 
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that our broker deposits remained at higher levels made other short-term borrowings an attractive funding alternative. During 
the first quarter of 2008, the average interest rate on a fully taxable equivalent basis we paid for other borrowings decreased to 
5.40%, from 6.57% and 7.00% for the fourth quarter of 2007 and the first quarter ended March 31, 2007, respectively. Average 
other borrowings increased to $559.9 million for the first quarter of 2008, compared to $438.5 million and $393.3 million for the 
fourth quarter of 2007 and the first quarter ended March 31, 2007, respectively.

Without the effect of the above mentioned write-off of $463,000 in unamortized commissions, net interest margin and spread on 
a fully taxable equivalent basis would have been 2.46% and 2.04%, respectively.

Provision for Loan and Lease Losses

The provision for loan and lease losses for the quarter ended March 31, 2008 was $7.8 million, or 82.09% of net charge-offs, 
compared to $5.3 million, or 136.69% of net charge-offs, for the same quarter in 2007, and $6.9 million, or 141.18% of net 
charge-offs, for the quarter ended December 31, 2007. The increase in our provision for loan and lease losses during the first 
quarter of 2008 when compared to the previous quarter was mainly caused by a deterioration in our commercial loans portfolio, 
which resulted in additional adjustments to the loss factors considered when determining the adequacy of our allowance for 
loan and lease losses. During the first quarter of 2008, the periodic evaluation of the allowance for loan and lease losses 
primarily considered the level of net charge-offs, delinquencies, related loss experience and overall economic conditions. Some 
of these factors are discussed further in the Loans and Asset Quality and Delinquency sections of this document.

Non-Interest Income 

The Company's non-interest income for the quarter ended March 31, 2008 increased to $3.6 million, from $2.4 million for the 
fourth quarter of 2007. The increase during the first quarter of 2008 when compared to the previous quarter was mainly due to 
a $1.1 million increase in gain on sale of loans, resulting from a $1.2 million gain on sale of $37.7 million of lease financing 
contracts in March 2008.

Non-interest income increased to $3.6 million for the quarter ended March 31, 2008, compared to $1.9 million for the same 
quarter in 2007. Such increase was mainly due to the combined effect of: (i) a $102,000 net loss on sale of repossessed 
vehicles during the first quarter of 2008, compared to a net loss of $446,000 for the same quarter in 2007; and (ii) a $1.2 
million gain on sale of lease financing contracts in March 2008, as previously mentioned.

Non-Interest Expense

Non-interest expense for the quarter ended March 31, 2008 was $13.3 million, compared to $12.1 million for the same quarter 
in 2007. Such increase was mainly due to the combined effect of: (i) an increase of $345,000 in occupancy expenses for the 
quarter ended March 31, 2008 primarily related to a $209,000 increase in utilities, equipment maintenance, and data, 
communications, and security services, related to the expansion of our branch network, and $63,000 mainly related to the 
phasing-out of Telefónica Empresas ("TE") for the premises we previously occupied, as part of the information technology 
outsourcing agreement we entered with TE in August 2007 (of which, once TE relocates to its own facilities, $27,000 will be 
paid as part of TE outsourcing fees); (ii) a $374,000 increase in professional services for the quarter ended March 31, 2008, 
which include an increase of $270,000 related to TE outsourcing fees (note that there was a reduction of $154,000 in related 
salaries and employee benefits, a reduction of $21,000 in related SOX expenses, both experienced during the first quarter of 
2008, and estimated quarterly savings of $104,000 in other operational costs transferred to TE), and a $40,000 increase in 
regulatory examination fees as a consequence of our asset growth; (iii) a $388,000 increase in other expenses for the quarter 
ended March 31, 2008 mainly associated with municipal and other taxes, commissions and service fees on credit and debit 
cards, and other miscellaneous expenses; and (iv) a $194,000 increase in insurance expense mainly related to the FDIC's 
insurance premium assessment, which, during fiscal year 2007, was net of a one time assessment credit of $669,000.

Non-interest expense increased to $13.3 million for the quarter ended March 31, 2008, compared to $11.5 million for the fourth 
quarter of 2007. Such increase was mainly due to the combined effect of: (i) a $1.5 million increase in salaries resulting mainly 
from a $1.0 million decrease in the bonus expense recorded during the fourth quarter of 2007, normal salary increases, and an 
increase in certain employees' benefits, which are generally accrued at the beginning of the year; and (ii) a $190,000 increase 
in insurance expense, mainly related to the FDIC's insurance premium assessment, as previously explained.

The efficiency ratio on a fully taxable equivalent basis for the quarter ended March 31, 2008 was 68.62%, compared to 63.98% 
for the quarter ended March 31, 2007, and 61.31% for the quarter ended December 31, 2007.

Income Tax Expense

Puerto Rico income tax law does not provide for the filing of a consolidated tax return; therefore, the income tax expense 
reflected in our consolidated income statement is the sum of our income tax expense and the income tax expenses of our 
individual subsidiaries. Our revenues are generally not subject to U.S. federal income tax.



For the quarter ended March 31, 2008, we recorded an income tax benefit of $1.2 million, compared to an income tax expense 
of $260,000 and an income tax benefit of $218,000 for the quarters ended March 31, 2007 and December 31, 2007, 
respectively. Our income tax benefit for the quarter ended March 31, 2008 was mainly caused by a deferred tax benefit of $1.2 
million, as explained further below.

Our current income tax expense for the quarter ended March 31, 2008 decreased to $9,000, from $1.3 million for the same 
quarter in 2007, and $602,000 in the quarter ended December 31, 2007. These decreases in our current income tax expense 
were mainly due to a taxable loss in our banking subsidiary related to: (i) the recognition of charge-off on loans, for which 
specific allowances were previously determined; and (ii) a loss before income taxes of $2.2 million as of March 31, 2008, 
compared to income before taxes of $1.6 million and $284,000 for the quarters ended March 31, 2007 and December 31, 
2007, respectively.

Our deferred tax benefit for the quarter ended March 31, 2008 increased to $1.2 million, from $1.1 million for the same quarter 
in 2007, and $820,000 in the quarter ended December 31, 2007. These increases were mainly due to the net effect of: (i) a 
decrease in the deferred tax assets primarily from a decrease in our allowance for loan and lease losses upon the recognition 
of charge-off on loans, as mentioned above; (ii) an increase in the deferred tax asset related to the net operating loss 
carryforward from the taxable loss in our banking subsidiary; and (iii) an increase in the deferred tax liability related to the new 
servicing asset in connection with the $37.7 million sale of lease financing contracts in March 2008, as previously mentioned. 

As of March 31, 2008, we had net deferred tax assets of $12.1 million, compared to $10.9 million as of December 31, 2007. In 
assessing the realizability of deferred tax assets, management considers whether it is more likely than not that some portion or 
all of the deferred tax assets will be realized. The ultimate realization of deferred tax assets is dependent upon the generation 
of future taxable income during the periods in which those temporary differences become deductible. Management considers 
the scheduled reversal of deferred tax liabilities; projected future taxable income; our compliance with the Financial Accounting 
Standards Board Interpretation No. 48, Accounting for Uncertainty in Income Taxes; and tax planning strategies in making this 
assessment. We believe it is more likely than not that the benefits of these deductible differences at March 31, 2008 will be 
realized.

Balance Sheet Summary and Asset Quality Data

Assets

Total assets increased to $2.794 billion as of March 31, 2008 from $2.751 billion as of December 31, 2007. The increase was 
mainly due to the net effect of: (i) a $31.9 million decrease in interest bearing deposits; (ii) a $14.6 million increase in securities 
purchased under agreements to resell; (iii) a $86.1 million increase in the investment securities portfolio; and (iv) a $21.8 
million decrease in net loans, net of the $37.7 million sale of lease financing contracts, as previously mentioned. The decrease 
in interest bearing deposits was mainly associated to the increase in our investment portfolio. Details on investment securities 
and loan portfolio variances are discussed further below.

Investments

During the first quarter of 2008, the investment portfolio increased by approximately $86.1 million to $837.4 million from $751.3 
million as of December 31, 2007. This increase was primarily due to the net effect of: (i) the purchase of $227.5 million in 
mortgage-backed securities, FHLB obligations, Puerto Rico government agencies obligations, and a corporate note; (ii) $111.3 
million in US government agencies that matured or were called-back during the quarter; and (iii) prepayments of approximately 
$32.6 million on mortgage-backed securities and FHLB obligations. 

Since 2007, we have been analyzing different market opportunities in an attempt to improve our investment portfolio's average 
yield and to maintain an adequate average life. Similar to the second half of 2007, during the first quarter of 2008, the market 
continued to present some good investment opportunities as a result of the liquidity crises faced by financial institutions in the 
mainland, which has forced them to reduce their total assets by selling part of their investment securities portfolios at wider 
spreads. During the quarter ended March 31, 2008, we were able to purchase approximately $227.5 million in mortgage-
backed securities, FHLB obligations, Puerto Rico government agencies obligations, and a corporate note, all with an estimated 
average life of approximately 4.5 years and an estimated average yield of 5.08%. Purchased mortgage-backed securities 
totaled $172.9 million and included approximately $101.4 million in mortgage back securities issued by US government 
sponsored enterprises, $1.5 million in collateralized mortgage obligations guaranteed by US government sponsored 
enterprises and $70.1 million in private label collateral mortgage obligations with FICO scores and loan-to-values similar to 
FNMA and FHLMC underwriting standards and characteristics. As of March 31, 2008, after the above-mentioned transactions, 
the estimated average maturity of the investment portfolio was approximately 5.1 years and the average yield was 
approximately 5.12%, compared to an estimated average maturity of 4.8 years and an average yield of 5.06% for the year 
ended December 31, 2007.

Loans



Total loans, net of unearned, decreased by $23.5 million, or 5.07% on an annualized basis, to $1.835 billion as of March 31, 
2008, from $1.859 billion as of December 31, 2007. This decrease was mainly the net effect of: (i) a $56.2 million, or 58.35% 
annualized decrease in lease financing contracts from $385.4 million as of December 31, 2007 to $329.2 million as of March 
31, 2008; (ii) a $12.8 million, or 4.67% annualized increase in commercial loans, from $1.095 billion as of December 31, 2007 
to $1.108 billion as of March 31, 2008; (iii) a $11.5 million, or 22.54% annualized increase in construction loans, from $203.3 
million as of December 31, 2007 to $214.8 million as of March 31, 2008; and (iv) a $10.9 million, or 40.22% annualized 
increase in residential mortgages, from $108.3 million as of December 31, 2007 to $119.2 million as of March 31, 2008.

The $56.2 million decrease in lease financing contracts includes the sale of $37.7 million in March 2008, as previously 
mentioned. From time to time, we sell lease financing contracts on a limited recourse basis to other financial institutions and, 
typically, we retain the right to service the leases we sell. In this sale, we retained the right to service the leases sold, 
surrendered control of the lease financing receivables, and accounted for the transaction as sale, recognizing a net gain of 
approximately $1.2 million.

The $12.8 million increase in commercial loans resulted from the net effect of an $18.3 million increase in commercial loans 
secured by real estate and a $5.5 million decrease in other commercial loans. As of March 31, 2008, commercial loans secured 
by real estate equaled $810.6 million, or 73.19% of total commercial loans. Out of the $810.6 million in commercial loans 
secured by real estate, $465.9 million have loan-to-values equal or lesser than 80%. 

The $11.5 million increase in construction loans secured by real estate resulted from disbursements on loan commitments we 
made during or before last fiscal year, which were primarily related to loans for the construction of residential multi-family 
projects that, although private, are moderately priced or of the affordable type supported by government assisted programs, 
and other loans for land development and the construction of commercial real estate property. We did not grant any new 
construction loans during the first quarter of 2008.

Asset Quality and Delinquency

Non-performing assets consist of loans 90 days or more past due and still accruing interest, loans and leases on nonaccrual 
status, other real estate owned ("OREO"), and other repossessed assets. Non-performing assets remained at $111.6 million as 
of March 31, 2008 when compared to the fourth quarter of 2007. Non-performing assets as of March 31, 2007 amounted to 
$71.2 million.

Non-performing loans, which are comprised of loans 90 days or more past due and still accruing interest, and loans and leases 
on nonaccrual status, amounted to $98.3 million as of March 31, 2008, compared to $98.1 million as of December 31, 2007 
and $59.3 million as of March 31, 2007. While non-performing loans remained stable during the first quarter of 2008 when 
compared to the fourth quarter of 2007, significant changes during the quarter included a $2.0 million increase in loans over 90 
days past due still accruing interest and a $1.8 million decrease in nonaccrual loans.

The $2.0 million increase in loans over 90 days still accruing interest was mainly due to the net effect of a $748,000 increase in 
other commercial and industrial loans; a $1.1 million decrease in lease financing contracts; and a $2.4 million increase in 
overdrafts, of which approximately $1.3 million was covered as of April 24, 2008.

The $1.8 million decrease in nonaccrual loans was mainly attributable to a $1.4 million decrease in commercial loans.

Repossessed assets decreased to $13.3 million as of March 31, 2008, compared to $13.5 million as of December 31, 2007. 
Repossessed assets as of March 31, 2007 amounted to $11.9 million. The decrease during the quarter ended March 31, 2008 
when compared to the previous quarter was mainly attributable to the net effect of: (i) a decrease of $884,000 in OREO 
resulting from the net effect of the sale of three properties and the foreclosure of three properties, including the sale of 18 land 
lots in the amount of $1.1 million, which had been repossessed to a commercial customer during the fourth quarter of 2007; 
and (ii) an increase of $685,000 in other repossessed assets, mainly in the inventory of repossessed boats.

Annualized net charge-offs as a percentage of average loans was 2.05% for the quarter ended March 31, 2008, compared to 
1.05% for the fourth quarter of 2007, and 0.88% for the quarter ended March 31, 2007. Net charge-offs during the first quarter 
of 2008 included a $3.1 million partial charge-off to a commercial business relationship in the food retailing industry, for which a 
specific allowance had been previously determined.

Net charge-offs for the quarter ended March 31, 2008 were $9.5 million, compared to $4.9 million and $3.9 million for the 
quarters of December 2007 and March 2007, respectively. Net charge-offs for the quarter ended March 31, 2008, compared to 
the quarters ended December 31, 2007 and March 31, 2007 were as follows: (i) $3.5 in net charge-offs on commercial loans 
secured by real estate for the quarter ended March 31, 2008, which included the above-mentioned partial charge-off, 
compared to a net charge-off of $159,000 and a net recovery of $24,000 for the quarters ended December 31, 2007 and 
March 31, 2007; (ii) $2.8 million in net charge-offs on other commercial and industrial loans for the first quarter of 2008, 
compared to $1.4 million and $373,000 for the quarters ended December 31, 2007 and March 31, 2007, respectively; (iii) 



$585,000 in net charge-offs on consumer loans for the first quarter of 2008, compared to $385,000 and $403,000 for the 
quarters ended December 31, 2007 and March 31, 2007, respectively; (iv) $2.5 million in net charge-offs on lease financing 
contracts for the first quarter of 2008, compared to $2.8 for the fourth quarter of 2007 and $3.0 million for the quarter ended 
March 31, 2007; and (v) $162,000 in net charge-offs on other loans for the first quarter of 2008, compared to $48,000 and 
$134,000 in net charge-offs for the quarters ended December 31, 2007 and March 31, 2007, respectively. 

Loans between 30 and 89 days past due and still accruing interest amounted to $128.5 million, $92.0 million, and $57.1 million 
for the quarters ended March 31, 2008, December 31, 2007 and March 31, 2007, respectively.

The increase in loans between 30 and 89 days past due and still accruing interest during the first quarter of 2008 when 
compared to the previous quarter was mainly due to the combined effect of an increase of $29.1 million in loans secured by 
real estate, a $4.9 million increase in other commercial and industrial loans, and a $2.3 million increase in lease financing 
contracts. The $29.1 million increase in the loans secured by real estate was mainly caused by three commercial business 
relationships with loan-to-values lesser than 80%, of which one was in the warehousing industry amounting to $14.6 million; 
another was in the construction industry amounting to $9.4 million; and the other was in the real estate industry amounting to 
$5.2 million. Two of these commercial business relationships amounting to $24.0 million became current as of April 24, 2008. 

Allowance for Loan and Lease Losses

The allowance for loan and lease losses was $26.4 million as of March 31, 2008, compared to $28.1 million as of December 31, 
2007, and $20.4 million as of March 31, 2007. The allowance for loan and lease losses is affected by net charge-offs, loan 
portfolio growth, and also by the provision for loan and lease losses for each related period, which was certainly impacted by 
the overall economic condition on the Island. Net charge-offs for the quarter ended March 31, 2008 increased to $9.5 million, 
from $4.9 million during the quarter ended December 31, 2007. Net charge-offs during the first quarter of 2008 included a $3.1 
million partial charge-off to a commercial business relationship, for which, as mentioned before, a specific allowance had been 
previously determined. We believe that the allowance for loan and lease losses is adequate and it represents 1.44% of total 
loans as of March 31, 2008.

Deposits and Borrowings

Total deposits as of March 31, 2008 amounted to $1.967 billion, compared to $1.993 billion as of December 31, 2007. This 
$26.5 million decrease was mainly due to the net effect of: (i) a $56.7 million decrease in broker deposits; and (ii) a $24.9 
million increase in jumbo time deposits. The fierce competition for core deposits on the Island continued during the first quarter 
of 2008. Because of this fierce competition for local deposits, and the fact that rates on broker deposits have remained at 
higher levels, other short-term borrowings result in an attractive funding alternative, lowering funding costs when compared to 
broker deposits and the unusually higher rates offered locally for time deposits. We decided to pursue the use of the other 
short-term borrowing alternatives in an attempt to control increases in our funding cost. As a result, other borrowings increased 
to $611.8 million as of March 31, 2008, from $547.5 million as of December 31, 2007.

Stockholders' Equity

The Company's stockholders' equity increased to $182.2 million as of March 31, 2008, from $179.9 million as of December 31, 
2007, representing an annualized increase of 5.07%. Besides earnings and losses from operations, the Company's 
stockholders' equity was impacted by an accumulated other comprehensive gain of $2.5 million and $1.1 million as of March 
31, 2008 and December 31, 2007, respectively. In addition, the following items also impacted the Company's stockholders' 
equity:

● the exercise of 250,862, 4,000, 50,000 and 357,000 stock options in February 2007, July 2007, January 2008 and 
March 2008, respectively, for a total of $3.2 million; and

● the repurchase of 285,368 shares for $2.5 million during the second and third quarters of 2007 in connection with a 
stock repurchase program approved by the Board of Directors on May 31, 2007.

About EuroBancshares, Inc.

EuroBancshares, Inc. is a diversified financial holding company headquartered in San Juan, Puerto Rico, offering a broad array 
of financial services through its wholly-owned banking subsidiary, Eurobank; EBS Overseas, Inc., an international banking 
entity subsidiary of Eurobank; and its wholly-owned insurance agency, EuroSeguros. 

Forward-Looking Statements 

Statements concerning future performance, events, expectations for growth and market forecasts, and any other guidance on 
future periods, constitute forward-looking statements that are subject to a number of risks and uncertainties that might cause 



actual results to differ materially from stated expectations. Specific factors include, but are not limited to, loan volumes, the 
ability to expand net interest margin, loan portfolio performance, the ability to continue to attract low-cost deposits, success of 
expansion efforts, competition in the marketplace and general economic conditions. The financial information contained in this 
release should be read in conjunction with the consolidated financial statements and notes included in EuroBancshares' most 
recent reports on Form 10-K and Form 10-Q, as filed with the Securities and Exchange Commission as they may be amended 
from time to time. Results of operations for the most recent quarter are not necessarily indicative of operating results for any 
future periods. Any projections in this release are based on limited information currently available to management, which is 
subject to change. Although any such projections and the factors influencing them will likely change, the bank will not 
necessarily update the information, since management will only provide guidance at certain points during the year. Such 
information speaks only as of the date of this release. Additional information on these and other factors that could affect our 
financial results are included in filings by EuroBancshares with the Securities and Exchange Commission.

-Financial Tables Follow- 









AT THE COMPANY
Rafael Arrillaga-Torréns, Jr.
Chairman, President and CEO
Yadira R. Mercado
Executive Vice-President, CFO
787/751-7340

AT FINANCIAL RELATIONS BOARD
Marilynn Meek
General Inquiries
212-827-3773


