Closing this book

Still a high quality bank — but two things concern me

16 February 2023

FTER ITS MOST RECENT
ARESULTS, WE HAVE A

GOOD OPPORTUNITY TO
TAKE MONEY OF THE TABLE.

To be clear: neither were the results
bad, nor is the bank suddenly low
quality. The Management even
announced a new share repurchase
program of the equivalent of 6% of
stock outstanding. I think this is the
main driver for the strong pop of its
stock — from the low 30s now to the
high 30s.

In my last update from November, I
wrote that Butterfield (NTB) is
strengthening within the rising
interest rates environment, due to a
strong loan portfolio with mostly
variable rates. They posted strong
and improving results, even record
numbers on some metrics again.

But this advantage compared to
other banks is diminishing. NTB
already started in the prior quarter
to switch to fixed-rate loans. This
continued in the last quarter with a
decreasing interest rate sensitivity
(see the screenshot below). In its
earnings presentation, NTB even
shows that other competing banks
are due to benefit way more than
NTB itself.

At the same time, deposit costs are
rising. It seems as if NTB were
already approaching its net interest
margin top.

All the best, B

Alan Galecki

Founder of Financial-Engineering.net
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This locking in and smoothing of
the otherwise very volatile business
cycle for Butterfield is not a bad
thing per se, but it takes steam out
of the boiler concerning the upside.
New business is slowing down due
to macroeconomic uncertainty and
way higher interest rates. Organic
growth will be more difficult.

Together with the valuation of more
than 2.3x tangible book value -
which is not low for a bank, maybe
okay for a higher quality bank — I
miss the clear upside and margin of
safety. The PE ratio is ca. 9x which
isn’t high. But an exotic bank with
no growth will likely have a
depressed earnings multiple.

Besides slowing growth, we have
Butterfield’s investment portfolio
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that I don’t like. With rising interest
rates, the long-term bonds NTB
mainly holds, suffered massively in
price. That’s okay for so long as the
bonds will be paid back. The
accounting losses will only be
temporary. But they locked in low
returns, while the accounting losses
lower the capital ratios of the
balance sheet. This is holding back
the bank from higher distributions.
That’s also the reason why the
dividend isn’t growing.

With an inverted yield curve, i.e.
short-term bonds offering more
yield than long-term bonds, they
lost their attractiveness. It goes
even so far that China and Japan —
the two biggest holders of US bonds
which NTB mainly also holds — are
selling their holdings. Bid for long-
term bonds is shrinking!
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2 China's holdings of U.S. Treasuries skid
" to 12-year low; Japan also cuts holdings
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With this, I'd close this chapter.

The price return since my report is
+12.1%, the total return including
one dividend payment +13.5%.
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Risk warning and terms of usage
Before using the report, please study carefully the following key points:
. My Site is a personal blog and not a regulated financial, tax or legal advisory service aimed at giving you specific advice

with regards to buying, selling or holding financial instruments of any kind. You may use my Site to access my opinion
and other information I provide. None of it constitutes financial, legal or tax advice. Where I make paid-for products
available (like with this report), these are solely offered to contribute to the operating costs of my research.

. All material published on my Site is solely for information and entertainment purposes. It is not a replacement for you
recetving financial, tax or legal advice from your personal, regulated financial or legal advisor. Neither is it a
replacement for doing your own research and due diligence.

. My Site is only provided for your general information and use. It is not intended to cater for your particular requirements
for financial, tax or legal advice. The author does not accept any liability for any loss suffered by any reader or user of the
Site as a result of any decision. It is a condition of me allowing you access to my Site that you assume full responsibility
for using the Site, and that you accept that I will not be liable for any action you take in reliance on information on the
Site or procured through the Site.

All the contents and materials published on my website are part of a personal blog. Some of the discussed investments on this blog
or separate published reports like this on my blog could be part of the personal portfolio of the author. Howeuver, the author is
never responsible for publishing or updating detailed information about his private transactions. Anyway, the author is not
issuing any transaction recommendations, neither buy nor hold nor sell in his blog posts or other published materials including the
paid for content.

All information contained on my website or separately published reports like this on this blog are for information purposes only
and only contain the opinion und assumptions of the author which in themselves can all be wrong. The reference to the analyzed
companies on this blog is neither an offer nor a request to subscribe to shares of this company. The provided opinions and
assumptions are for information purposes only and are not considered as recommendations for investments.

Information from external sources are indicated appropriately. The author does not assume any responsibility or liability for the
accuracy, correctness and completeness of those information, even though he deems them to be. Before making any use of the
contents you must extensively research and assess on your own, if the published information are suitable for you own purpose and
are compatible with your individual situation and goals.

The presented opinions and assumptions are those of the author only at the time of publication and may not agree with
information provided at a later time. From time to time, the author may publish updates to his past writings, but is never
responsible or liable for doing so. It is only a voluntary service.

This blog and all its articles, research reports, media appearances and any related content serve purely to inform and inspire
readers to look out for new investment opportunities and research themselves — as a starting point for or additional individual
opinion as part of an investment research process. The reader is self-responsible to do own extensive research and use a variety of
other sources and never base any investment decisions solely on this website or the content published there.

Any valuations of stocks or companies given on this website and its publications are highly subjective and theoretical results of
studies of a range of possible outcomes, which do not to have come this way anytime in the future. The author is not forecasting
any outcomes or likely share prices. The performance of the past is no indicator for future performance and does not provide
necessarily any indication of future performance. The value of investments and their possible returns are not guaranteed and may
increase as well as decrease and thus cause substantial losses for the investor.

Potential investors or interested persons are strongly advised to consult their personal professional advisor for the evaluation of
the investment risk and the investment strategy in order to determine the appropriateness of an investment bases on their
individual situation.

The author is not paid, sponsored or otherwise compensated by any of the companies discussed in these reports.

Using any of the information contained on this blog financial-engineering.net or published material are at the reader’s own risk.
There is no advisory relationship between the reader / user and the author.

It is prohibited to re-publish the content f this website without the express written permission of the author.
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