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Net increase in postretirement benefit obligation
2,407 2,407

Net increase in other liabilities

3,370 20 32,608 14,207 (31,560) 18,645
Total adjustments

(53,635) 133,258 132,021 402,281 (290,174) 323,751
Net cash provided by (used in) operating activities

175,965 4,492 (6,101) 537,871 (158,876) 553,351
Cash flows from investing activities:

Net (increase) decrease in money market investments
(62,300) 775 2,357 (334,854) 127,068 (266,954)
Purchases of investment securities:

Available-for-sale
(6,808) (2)  (793,475) 732,365 (67,920)
Held-to-maturity
(2,749,665) (14,277,166)  (17,026,831)
Other
(928) (46,858)  (47,786)
Proceeds from calls, paydowns, maturities and redemptions of investment securities:

Available-for-sale
1,801,852 (735,548) 1,066,304
Held-to-maturity
2,559,000 900 14,284,651 16,844,551
Other
17,071 17,071
Proceeds from sale of investment securities available-for- sale
5,783 16,605 14,964 37,352
Proceeds from sale of other investment securities
245484 2 865 1 246,352
Net repayments (disbursements) on loans
89,556 (21,550) (125,919) (753,204) (326,865) (1,137,982)
Proceeds from sale of loans
16,367 16,367
Acquisition of loan portfolios
(22,312)  (22,312)
Capital contribution to subsidiary
(300) 500 (200)
Assets acquired, net of cash
(2,378)  (2,378)
Mortgage servicing rights purchased
(25,596)  (25,596)
Acquisition of premises and equipment
(513) (69,094)  (69,607)
Proceeds from sale of premises and equipment
29,501 29,501
Proceeds from sale of foreclosed assets
113,776 113,776
Net cash provided by (used in) investing activities

Explanation of Responses:
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80,537 (3,570) (123,625) (46,254) (203,180) (296,092)
Cash flows from financing activities:

Net increase in deposits
2,148,419 2,249 2,150,668
Net increase in federal funds purchased and assets sold under agreements to repurchase
105,503 549,555 (130,200) 524,858
Net decrease in other short-term borrowings
(125,787)  (45,242) (2,575,473) 127,274 (2,619,228)
Payments of notes payable
(4,583) (1,443,198) 202,449 (1,245,332)
Proceeds from issuance of notes payable
298 89,293 731,496 821,087
Dividends paid to parent company
(159,200) 159,200
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All other
Popular, Inc. PIBI PNA Subsidiaries Elimination = Popular, Inc.
Holding and
(In thousands) Holding Co. Co. Holding Co.  eliminations entries Consolidated
Dividends paid (142,898) (142,898)
Proceeds from
issuance of common
stock 12,836 12,836
Treasury stock
acquired (63) (289) (352)
Capital contribution
from parent (200) 200
Net cash (used in)
provided by financing
activities (255,614) 144,971 (748,890) 361,172 (498,361)
Net increase
(decrease) in cash and
due from banks 888 922 15,245 (257,273) (884) (241,102)
Cash and due from
banks at beginning of
period 2 157 322 949,868 (191) 950,158
Cash and due from
banks at end of period $ 890 $1,079 $ 15,567 $ 692,595 $ (1,075) $ 709,056
75
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Note 27 Subsequent Events

Transaction with Goldman Sachs

On November 3, 2008, the Corporation completed the sale of the loan and servicing assets of PFH to various Goldman
Sachs affiliates. This transaction is described in Note 3 to the consolidated financial statements.

Restructuring Plans

On October 17, 2008, the Board of Directors of Popular, Inc. approved two restructuring plans. The restructuring plan
for Banco Popular North America (the BPNA Restructuring Plan ) contemplates the following measures: closing,
consolidation or sale of underperforming branches in all existing markets; the shutting down, sale or downsizing of
lending businesses that do not generate deposits or fee income; and the reduction of general expenses associated with
functions supporting the aforementioned branch and balance sheet initiatives.

It is anticipated that the BPNA Restructuring Plan will result in estimated combined charges for the Corporation of
$36.6 million, to be recognized during the fourth quarter of 2008 and in 2009, broken down as follows:

($ in millions)

Severance, bonuses and other benefits $14.4
Lease contract terminations and write-off of leasehold improvements 17.9
Other costs, mostly write-downs of core deposit intangibles 4.3
Total $36.6

As a result of the BPNA Restructuring Plan, the exiting and downsizing of certain business lines and reductions in
support functions, the Corporation expects an overall headcount reduction of 30% or about 640 full-time equivalent
positions.

The restructuring plan of E-LOAN (the E-LOAN 2008 Restructuring Plan ) contemplates E-LOAN ceasing to operate
as a direct lender in the fourth quarter of 2008. E-LOAN will continue to market deposit accounts under its name for

the benefit of BPNA and offer loan customers the option of being referred to a trusted consumer lending partner.

It is anticipated that the E-LOAN Restructuring Plan will result in estimated combined charges for the Corporation of
$13.6 million, to be recognized during the fourth quarter of 2008 and in 2009, broken down as follows:

($ in millions)

Severance, bonuses and other benefits $ 6.1
Lease contract terminations and write-off of leasehold improvements 2.5
Other costs, principally write-downs of equipment and other intangibles 5.0
Total $13.6

These estimates are preliminary as management is still in the process of evaluating the cost of implementing the
restructuring plans. Accordingly, no assurance can be given that the final charges may not differ by a significant
amount from these estimates.
BPNA and E-LOAN are part of the BPNA reportable segment.
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS
This report includes management s discussion and analysis ( MD&A ) of the consolidated financial position and
financial performance of Popular, Inc. and its subsidiaries (the Corporation or Popular ). All accompanying tables,
financial statements and notes included elsewhere in this report should be considered an integral part of this analysis.
OVERVIEW
Popular, Inc. (the Corporation or Popular ) is a diversified, publicly owned financial holding company subject to the
supervision and regulation of the Board of Governors of the Federal Reserve System. The Corporation is a financial
services provider with operations in Puerto Rico, the United States, the Caribbean and Latin America. As the leading
financial institution in Puerto Rico, the Corporation offers retail and commercial banking services through its principal
banking subsidiary, Banco Popular de Puerto Rico ( BPPR ), as well as auto and equipment leasing and financing,
mortgage loans, consumer lending, investment banking, broker-dealer and insurance services through specialized
subsidiaries. In the United States, the Corporation operates Banco Popular North America ( BPNA ), including its
wholly-owned subsidiary E-LOAN, and Popular Financial Holdings ( PFH ). BPNA is a community bank providing a
broad range of financial services and products. BPNA operates branches in New York, California, Illinois, New
Jersey, Florida and Texas. E-LOAN markets deposit accounts under its name for the benefit of BPNA and offers loan
customers the option of being referred to a trusted consumer lending partner for loan products. PFH operations were
discontinued in the third quarter of 2008. Disclosures on the discontinued operations as well as recent restructuring
plans in the BPNA and E-LOAN subsidiaries are included in this MD&A. The Corporation, through its transaction
processing company, EVERTEC, continues to use its expertise in technology as a competitive advantage in its
expansion throughout the United States, the Caribbean and Latin America, as well as internally servicing many of its
subsidiaries system infrastructures and transactional processing businesses. Note 25 to the consolidated financial
statements presents information about the Corporation s business segments.
The Corporation reported a net loss of $668.5 million for the quarter ended September 30, 2008, compared with a net
income of $36.0 million in the same quarter of 2007. Table A provides selected financial data and performance
indicators for the quarter and nine-month periods ended September 30, 2008 and 2007.
The following items principally impacted financial results for the quarter ended September 30, 2008:
Losses of $457.3 million, net of tax, related to the discontinued operations of the U.S.-based reporting segment
Popular Financial Holdings. The losses included write-downs of assets held-for-sale to fair value, losses on the
sale of loans, restructuring charges and an unfavorable impact to income tax due to the recording of a valuation
allowance on deferred tax assets of $171.2 million.

Losses from continuing operations of $211.2 million, net of tax, primarily resulting from a valuation allowance
of $189.2 million against the Corporation s deferred tax assets related to U.S. operations which negatively
impacted income tax expense and higher provision for loan losses of $165.8 million as a result of higher credit
losses, particularly in real estate related loans.
Financial results for the quarter and nine months ended September 30, 2008 and 2007 are summarized in Table A. The
Corporation retrospectively adjusted certain information, principally that impacting the statement of operations, to
present in a separate line item the results from discontinued operations from prior periods presented in this Form 10-Q
for comparability purposes. The discussions in this MD&A pertain to Popular, Inc. s continuing operations, unless
otherwise indicated.
Net Loss from Continuing Operations:
Financial results for the quarter ended September 30, 2008 for Popular s continuing operations were principally
impacted by the following items (on a pre-tax basis compared to the third quarter of 2007):
Higher income tax expense by $125.3 million, which includes a $189.2 million adjustment to recognize a
valuation allowance on a part of the deferred tax assets related to the Corporation s continuing U.S.
operations. Given that the Corporation files a consolidated U.S. tax return for its
77
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U.S. operations, the Corporation can continue to benefit from the net operating losses carryforward

derived from the PFH reportable segment losses. Based on the internal assessment of the realization of the
U.S. deferred tax asset, during the third quarter of 2008, management determined that it was appropriate to
establish a valuation allowance of $360.4 million, of which $189.2 million of the impact in income tax
expense is accounted as part of the Corporation s continuing operations. Refer to the Income Taxes section
of this MD&A for further information on deferred tax assets.

Higher provision for loan losses for the third quarter of 2008 by $165.8 million, including $61.9 million in
specific reserves for loans classified as impaired under SFAS No. 114. The increase in provision for loan
losses was driven principally by higher net charge-offs and deteriorating credit quality trends. Details on
credit quality indicators are included in the Credit Risk Management and Loan Quality Section in this
MD&A. The current state of the economy and uncertainty in the private and public sectors has had an
adverse effect on the credit quality of the Corporation s loan portfolios.

Lower net interest income by $7.4 million, and

Higher operating expenses by $4.0 million.
The above were partially offset by higher non-interest income by $11.0 million.

Banco Popular de Puerto Rico reportable segment s net income amounted to $35.4 million for the quarter ended
September 30, 2008, compared to net income of $80.2 million for the same quarter in 2007. The Corporation s banking
business in Puerto Rico continues to feel the pressure of weak economic conditions. The reduction in net income,
when comparing the results for the 2008 and 2007 third quarters, was principally attributed to an increase in its
provision for loan losses of $62.8 million. Revenues derived from deposit accounts and other service fees increased
7%. Management in the Puerto Rico operations continues focusing on addressing credit-related challenges and on
implementing additional income opportunities and cost reduction initiatives to mitigate the additional provision
expense. The expense reduction efforts include (i) reducing headcount by attrition (leveraging human resources
through internal mobility), (ii) focusing on projects that will result in immediate contributions to profitability, and
(iii) rationalizing product lines that consistently fail to deliver adequate returns on equity. Banco Popular de Puerto
Rico will consolidate its consumer-finance operations, Popular Finance, into its retail banking operations. Popular
Finance stopped originating loans on November 1, 2008. Some of Popular Finance s 44 branches will continue to
operate as customer-service operations. The remaining branches of Popular Finance will be closed or sold. Employees
at Popular Finance will be relocated to support other business lines at the Puerto Rico operations.
EVERTEC, the Corporation s processing business, continues to perform well, reporting net income of $8.5 million in
the third quarter of 2008, compared to $8.1 million in the same quarter of the previous year, for an increase of
approximately 5%.
Banco Popular North America ( BPNA ) reportable segment, which includes E-LOAN, reported a net loss for the
quarter ended September 30, 2008 of $139.0 million, compared to a net loss of $1.1 million in the same quarter of
2007. Of the results for the quarter ended September 30, 2008, $51.7 million of those losses pertain to BPNA, while
$87.4 million pertains to E-LOAN. These operations were impacted by an increase of $103.0 million in the provision
for loan losses compared to the same quarter of 2007 and by $94.5 million valuation allowance established for part of
the deferred tax assets in the third quarter of 2008. The Corporation has concluded that an accelerated downturn of the
U.S. economy requires a leaner, more efficient U.S. business model. As such, the Corporation is reducing the size of
its banking operations in the U.S. mainland to a level suited to present economic conditions. The objective of the
restructuring plan for this reportable segment is to improve profitability in the short term, increase liquidity and lower
credit costs, and over time achieve a greater integration with corporate functions in Puerto Rico. Refer to the
Subsequent Events section of this MD&A for information on the BPNA restructuring plan approved by the
Corporation s Board of Directors in October 2008.
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TABLE A
Financial Highlights

Financial Condition Highlights At September 30, Average for the nine months**
(In thousands) 2008 2007 Variance 2008 2007 Variance
Money market investments 309,497 $ 635,097 $ (325,600) $ 651,043 $ 449,722 $ 201,321
Investment and trading securities 8,962,130 9,999,296 (1,037,166) 8,949,770 10,574,675 (1,624,905)
Loans 26,581,169* 33,320,804  (6,739,635) 26,513,808 25,110,127 1,403,681
Total earning assets 35,852,796* 43,955,197 (8,102,401) 36,114,621 36,134,524 (19,903)
Total assets 40,390,142 47,280,131 (6,889,989) 41,391,639 47,168,015 (5,776,376)
Deposits 27,911,397 26,601,515 1,309,882 27,268,864 24,972,662 2,296,202
Borrowings 8,479,537* 16,016,991 (7,537,454) 7,519,439 9,750,011  (2,230,572)
Stockholders equity 3,007,473 3,803,721 (796,248) 3,440,296 3,870,770 (430,474)
Operating Highlights Third Quarter Nine months ended September 30,
(In thousands, except per share information) 2008 2007 Variance 2008 2007 Variance
Net interest income $ 324,282 $331,646 $ (7,364) $ 990,338 $ 968,342 $ 21,996
Provision for loan losses 252,160 86,340 165,820 602,561 219,477 383,084
Non-interest income 187,928 176,925 11,003 688,477 683,078 5,399
Operating expenses 322,915 318,961 3,954 976,548 973,372 3,176
(Loss) income from continuing operations
before income tax (62,865) 103,270  (166,135) 99,706 458,571 (358,865)
Income tax expense 148,308 23,056 125,252 152,467 105,598 46,869
(Loss) income from continuing operations,
net of income tax (211,173) 80,214  (291,387) (52,761) 352,973 (405,734)
Loss from discontinued operations, net of
income tax (457,370)  (44,211) (413,159) (488,242) (123,373) (364,869)
Net (loss) income $(668,543) $ 36,003 $(704,546) $(541,003) $ 229,600 $(770,603)
Net (loss) income applicable to common
stock $(679,772) $ 33,024 $(712,796) $(561,213) $ 220,665 $(781,878)
Earnings per common share:
Basic and diluted (losses) earnings from
continuing operations $ (079 $ 028 $ (1.07) $ (0.26) $ 123 $ (1.49)
Basic and diluted (losses) earnings
from discontinued operations $ (@163 $ (©16) $ 147 $ 174 $ (044) $ (1.30)
Basic and diluted (losses) earnings ~ Total $ 242 $ 012 $ (@54 $ (.00 $ 079 $ (2.79)
Selected Statistical Information
Nine months ended
Third Quarter September 30,
2008 2007 2008 2007
Common Stock Data Market price
High $ 11.17 $ 16.18 $ 14.07 $ 18.94
Low 5.12 11.38 5.12 11.38
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End 8.29 12.28
Book value per share at period end 8.59 12.94
Dividends declared per share 0.08 0.16
Dividend payout ratio (6.65%) 135.35%
Profitability Ratios Return on assets (6.55%) 0.30%
Return on common equity (93.32) 3.52
Net interest spread (taxable equivalent) 3.42 3.27
Net interest margin (taxable equivalent) 3.89 3.88
Capitalization Ratios Equity to assets 8.54% 8.29%
Tangible equity to assets 6.97 6.77
Internal capital generation (80.56) (1.20)

Tier I capital to risk
Total capital to risk
Leverage ratio

&

ek

Excludes assets
/ liabilities from
discontinued
operations as of
September 30,

2008 as follows:

$626 million in
loans,

$630 million in
earning assets,
and

$166 million in
borrowings.
These are
included as part
of Assets/
Liabilities from
discontinued

operations in the

consolidated
statement of
condition as of
such date.

Excludes
averages of
assets /
liabilities from
discontinued
operations.
Averages for
September 30,

Table of Contents

adjusted assets 9.09 10.73
adjusted assets 10.35 11.98
7.17 8.31

8.29

8.59

0.40
(23.85%)

(1.75%)
(24.57)
3.44
3.92

8.31%
6.75
(26.24)
9.09
10.35
7.17

12.28

12.94
0.48

60.71%

0.65%
8.01
3.22
3.83

8.21%
6.68
2.98
10.73
11.98
8.31

10



2007 were
retrospectively
adjusted to
conform to the
September 30,
2008
presentation.
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The Corporation, like other financial institutions, is subject to a number of risks, many of which are outside of
management s control, though efforts are made to manage those risks while optimizing returns. Among the risks to
which the Corporation is subject are: (1) market risk, which is the risk that changes in market rates and prices will
adversely affect the Corporation s financial condition or results of operations, (2) liquidity risk, which is the risk that
the Corporation will have insufficient cash or access to cash to meet operating needs and financial obligations, (3)
credit risk, which is the risk that loan customers or other counterparties will be unable to perform their contractual
obligations, and (4) operational risk, which is the risk of loss resulting from inadequate or failed internal processes,
people and systems, or from external events. In addition, the Corporation is subject to legal, compliance and
reputational risks, among others.
As a financial services company, the Corporation s earnings are significantly affected by general business and
economic conditions. Lending and deposit activities and fee income generation are influenced by the level of business
spending and investment, consumer income, spending and savings, capital market activities, competition, customer
preferences, interest rate conditions and prevailing market rates on competing products. The Corporation continuously
monitors general business and economic conditions, industry-related indicators and trends, competition, interest rate
volatility, credit quality indicators, loan and deposit demand, operational and systems efficiencies, revenue
enhancements and changes in the regulation of financial services companies. The Corporation operates in a highly
regulated environment and may be adversely affected by changes in federal and local laws and regulations. Also,
competition with other financial institutions could adversely affect its profitability.
The description of the Corporation s business contained in Item 1 of the Corporation s Form 10-K for the year ended
December 31, 2007, while not all inclusive, discusses additional information about the business of the Corporation
and risk factors, many beyond the Corporation s control that, in addition to the other information in this Form 10-Q,
including Item 1A of Part III; readers should consider.
Further discussion of operating results, financial condition and credit, market and liquidity risks is presented in the
narrative and tables included herein.
The shares of the Corporation s common (BPOP) and preferred stock (BPOPO and BPOPP) are traded on the National
Association of Securities Dealers Automated Quotation ( NASDAQ ) system.
DISCONTINUED OPERATIONS
On August 29, 2008, the Corporation announced that it had entered into an agreement to sell loans, residual interests
and servicing related assets of PFH and Popular, FS to Goldman Sachs Mortgage Company, Goldman, Sachs & Co.
and Litton Loan Servicing, LP. The transaction closed on November 3, 2008. This sale resulted in a reduction in
assets, mostly accounted at fair value, of over $900 million, and provided over $700 million in additional liquidity.
In addition, on September 18, 2008, the Corporation announced the consummation of the sale of manufactured
housing loans of PFH to 215t Mortgage Corp. and Vanderbilt Mortgage and Finance, Inc. The transaction provided
approximately $198 million in cash and resulted in a reduction in unpaid principal balance of loans held at PFH of
approximately $309 million.
The above actions and past sales and restructuring plans executed at PFH in the past two years have resulted in the
discontinuance of the Corporation s PFH operations. This includes exiting all business activities, consisting of loan
origination channels and loan servicing functions previously conducted at PFH. As of September 30, 2008, the
Corporation reclassified $789 million of net assets of the PFH business to discontinued operations, substantially all of
which were classified as held-for-sale as of September 30, 2008.
The proceeds from the PFH asset sales will be used for repayment of the Corporation s medium-term notes due in

80
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2009 as well as other debt maturities. The Corporation reported a net loss for the discontinued operations of

$457.3 million in the third quarter of 2008. The loss included write-downs of assets held-for-sale to fair value, losses
on the sale of loans, restructuring charges and the recording of a valuation allowance on deferred tax assets of
$171.2 million.

Assets and liabilities of discontinued operations, substantially all of which are classified as held-for-sale, were
estimated as follows as of September 30, 2008:

September 30,

($ in millions) 2008

Loans $ 626
Servicing rights 37
Servicing advances 280
Residual interests 4
Other 22
Total assets $ 969
Secured borrowings $ 166
Other liabilities 14
Total liabilities $ 180
Net assets $ 789

The following table provides financial information for the discontinued operations for the quarter and nine months
ended September 30, 2008 and 2007.

Quarter ended Nine months ended

September September 30, September September 30,
($ in millions) 30, 2008 2007 30, 2008 2007
Net interest income $ 1.6 $ 285 $ 30.7 $ 118.1
Provision for loan losses 10.5 61.8 19.0 140.1
Non-interest (loss) income, including fair
value adjustments on loans and MSRs (256.4) 9.9 (255.4) (60.5)
Operating expenses, including reductions in
value of servicing advances and other real
estate 126.3 28.0 193.0 110.0
Loss on disposition during the period(1) (53.5) (53.5)
Pre-tax loss from discontinued operations $(445.1) $ (71.2) $(490.2) $ (192.5)
Income tax expense (benefit) 12.2 (27.0) (2.0) (69.1)
Loss from discontinued operations, net of
tax $(457.3) $ 44.2) $(488.2) $ (123.4)
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(1) Loss on disposition during the period is associated to the sale of manufactured housing loans in September 2008,
which included lower of cost or market adjustments at reclassification from loans held-in-portfolio to loans
held-for-sale.

As part of these actions at PFH, the Corporation entered into a restructuring plan (the PFH Discontinuance
Restructuring Plan ) to eliminate employment positions, terminate contracts and incur other costs associated with the
sale. Further information on the restructuring plan is provided in the Restructuring Plans section in this MD&A.
As of September 30, 2008, on a pro-forma basis after giving effect to the sale of PFH s loan and servicing assets
described above, the Corporation s capital ratios are estimated as follows: Tier I capital ratio of approximately 9.43%,
total capital ratio of approximately 10.69%, and leverage ratio of approximately 7.15%. Refer to Table K for the
Corporation s regulatory capital ratios and amounts of total risk-based capital, Tier I risk-based capital and Tier I
leverage at September 30, 2008.
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SUBSEQUENT EVENTS

Transaction with Goldman Sachs

On November 3, 2008, the Corporation completed the sale of the loans and servicing assets of PFH to various
Goldman Sachs affiliates. Refer to the Discontinued Operations section of this MD&A for further information.
Restructuring Plans

The Corporation has concluded that an accelerated downturn of the U.S. economy requires a leaner, more efficient
U.S. business model. As such, the Corporation is reducing the size of its banking operations in the U.S. mainland to a
level suited to present economic conditions. On October 17, 2008, the Board of Directors of Popular, Inc. approved
two restructuring plans for the BPNA reportable segment. The objective of the restructuring plans is to improve
profitability in the short term, increase liquidity and lower credit costs, and over time achieve a greater integration
with corporate functions in Puerto Rico.

The restructuring plan for Banco Popular North America (banking operations) (the BPNA Restructuring Plan )
contemplates the following measures: closing, consolidation or sale of underperforming branches in all existing
markets; the shutting down, sale or downsizing of lending businesses that do not generate deposits or fee income; and
the reduction of general expenses associated with functions supporting the aforementioned branch and balance sheet
initiatives.

It is anticipated that the BPNA Restructuring Plan will result in estimated combined charges for the Corporation of
$36.6 million, to be recognized during the fourth quarter of 2008 and in 2009, broken down as follows:

($ in millions)

Severance, bonuses and other benefits $14.4
Lease contract terminations and write-off of leasehold improvements 17.9
Other costs, mostly write-downs of core deposit intangibles 4.3
Total $36.6

As a result of the BPNA Restructuring Plan, the exiting and downsizing of certain business lines and reductions in
support functions, the Corporation expects an overall headcount reduction of 30% or about 640 full-time equivalent
positions.

The BPNA Restructuring Plan is expected to achieve annual expense savings at BPNA of approximately $50 million
and is expected to be rolled out in the fourth quarter 2008 with an estimated completion date of June 2009.

The restructuring plan of E-LOAN (the E-LOAN 2008 Restructuring Plan ) contemplates E-LOAN ceasing to operate
as a direct lender in the fourth quarter of 2008. E-LOAN will continue to market deposit accounts under its name for
the benefit of BPNA and offer loan customers the option of being referred to a trusted consumer lending partner. All
operational and support functions will be transferred to BPNA and EVERTEC by July 2009.

It is anticipated that the E-LOAN 2008 Restructuring Plan will result in estimated combined charges for the
Corporation of $13.6 million, to be recognized during the fourth quarter of 2008 and in 2009, broken down as follows:

($ in millions)

Severance, bonuses and other benefits $ 6.1
Lease contract terminations and write-off of leasehold improvements 2.5
Other costs, principally write-downs of equipment and other intangibles 5.0
Total $13.6
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Annualized expected savings from the E-LOAN 2008 Restructuring Plan are estimated at approximately $37 million.
These estimates are preliminary as management is still in the process of evaluating the cost of implementing the
restructuring plans. Accordingly, no assurance can be given that the final charges may not differ by a significant
amount from these estimates.
Legislation
On October 3, 2008, Congress passed the Emergency Economic Stabilization Act of 2008 ( EESA ), which provides the
U.S. Secretary of the United States Treasury Department ( Treasury ) with broad authority to deploy up to $750 billion
into the financial system to help restore stability and liquidity to U.S. markets. On October 24, 2008, Treasury
announced plans to direct $250 billion of this authority into preferred stock investments by Treasury in qualified
financial institutions as part of the Troubled Asset Relief Program ( TARP ) Capital Purchase Program.
The program is voluntary and requires an institution to comply with a number of restrictions and provisions, including
limits on executive compensation, stock redemptions and declaration of dividends. Applications must be submitted by
November 14, 2008 and are subject to approval by the Treasury. This program provides for a minimum investment of
1% of Risk-Weighted Assets, with a maximum investment equal to the lesser of 3% of Total Risk-Weighted Assets or
$25 billion. The perpetual preferred stock investment will have a dividend rate of 5% per year, until the fifth
anniversary of the Treasury investment, and a dividend rate of 9%, thereafter. This program also requires the Treasury
to receive warrants for common stock equal to 15% of the capital invested by the Treasury. Participation in the
program is not automatic and subject to approval by the Treasury.
Furthermore, the EESA included a provision for an increase in the amount of deposits insured by the Federal Deposit
Insurance Corporation ( FDIC ) to $250,000. On October 14, 2008, the FDIC announced a new program the
Temporary Liquidity Guarantee Program that provides unlimited deposit insurance on funds in noninterest-bearing
transaction deposit accounts not otherwise covered by the existing deposit insurance limit of $250,000.
RESTRUCTURING PLANS IN PLACE AS OF SEPTEMBER 30, 2008
PFH Discontinuance Restructuring Plan
As previously indicated in the Discontinued Operations section of this MD&A, in August 2008 the Corporation
entered into a new restructuring plan for its PFH operations to eliminate employment positions, terminate contracts
and incur other costs associated with the discontinuance of PFH s operations It is anticipated that the PFH
Discontinuance Restructuring Plan will result in estimated combined charges for the Corporation of approximately
$14 million, from which $5.1 million was recognized during the third quarter of 2008 and the remainder is expected to
be recognized during the fourth quarter of 2008 and 2009. The costs consist of severance bonuses and other employee
benefits, lease and contract termination expenses, and other costs, principally consisting of software, equipment and
fixed asset impairments. Full-time equivalent employees at the PFH reportable segment were 299 as of September 30,
2008.
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During the quarter ended September 30, 2008, the PFH Discontinuance Restructuring Plan resulted in charges, on a
pre-tax basis, broken down as follows:

Impairments on Restructuring

long-lived

(In thousands) assets costs Total
Quarter ended:
September 30, 2008 $ 3,916(a) $ 1,164(b) $5,080
Total $ 3,916 $1,164 $5,080
(a) Fixed assets and

prepaid

expenses

(b) Severance,

retention

bonuses and

other employee

benefits
The PFH Discontinuance Restructuring Plan charges incurred in the third quarter of 2008 are included in the line item

Loss from discontinued operations, net of tax in the consolidated statement of operations.

PFH Branch Network Restructuring Plan
Given the disruption in the capital markets since the summer of 2007 and its impact on funding, management of the
Corporation concluded during the fourth quarter of 2007 that it would be difficult to generate an adequate return on
the capital invested at Equity One s consumer service branches.
The Corporation closed Equity One s consumer service branches during the first quarter of 2008 as part of the
initiatives to exit the subprime loan origination operations at PFH (the PFH Branch Network Restructuring Plan ). The
PFH Branch Network Restructuring Plan followed the sale on March 1, 2008 of approximately $1.4 billion of PFH
consumer and mortgage loans that were originated through Equity One s consumer branch network to American
General Financial ( American General ). This company hired certain of Equity One s consumer services employees and
retained certain branch locations. During the quarter ended March 31, 2008, Equity One closed substantially all
branches not assumed by American General.
During the quarter and nine months ended September 30, 2008 and as part of this particular restructuring plan, the
Corporation incurred certain costs, on a pre-tax basis, as detailed in the table below.

Nine months

Quarter ended ended

September 30, September 30,
(In thousands) 2008 2008
Personnel costs $ 63 $ 8,468(a)
Net occupancy expenses 5,905(b)
Equipment expenses 675
Communications 590
Other operating expenses 1,021(c)
Total restructuring charges $ 63 $ 16,659
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(a) Severance,
retention
bonuses and
other benefits

(b) Lease
terminations

(c) Contract

cancellations

and branch

closing costs
Also, during the fourth quarter of 2007 and as disclosed in the 2007 Annual Report, the Corporation recognized
impairment charges on long-lived assets of $1.9 million, mainly associated with leasehold improvements, furniture
and equipment.
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As of September 30, 2008, the PFH Branch Network Restructuring Plan has resulted in combined charges for 2007
and 2008, broken down as follows:

Impairments
on Restructuring
long-lived
(In thousands) assets costs Total
Quarter ended:
December 31, 2007 $ 1,892 $ 1,892
March 31, 2008 $17,029 17,029
June 30, 2008 (433) (433)
September 30, 2008 63 63
Total $ 1,892 $16,659 $18,551

The following table presents the changes during 2008 in the reserve for restructuring costs associated with the PFH
Branch Network Restructuring Plan.

Restructuring
(In thousands) costs
Balance at January 1, 2008
Charges in quarter ended March 31 $17,029
Cash payments (4,728)
Balance at March 31, 2008 12,301
Charges in quarter ended June 30 412
Cash payments (7,913)
Reversals (845)
Balance at June 30, 2008 3,955
Charges in quarter ended September 30 63
Cash payments (1,615)
Balance as of September 30, 2008 $ 2,403

The PFH Branch Network Restructuring Plan charges are included in the line item Loss from discontinued operations,
net of tax in the consolidated statements of operations for 2008 and 2007.

E-LOAN Restructuring Plan

As indicated in the 2007 Annual Report, in November 2007, the Corporation began a restructuring plan for its Internet
financial services subsidiary E-LOAN (the E-LOAN Restructuring Plan ). This plan included a substantial reduction of
marketing and personnel costs at E-LOAN and changes in E-LOAN s business model. At that time, the changes
included concentrating marketing investment toward the Internet and the origination of first mortgage loans that
qualify for sale to government sponsored entities ( GSEs ). Also, as a result of escalating credit costs in the current
economic environment and lower liquidity in the secondary markets for mortgage related products, in the fourth
quarter of 2007, the Corporation determined to hold back the origination by E-LOAN of home equity lines of credit,
closed-end second lien mortgage loans and auto loans. The E-LOAN Restructuring Plan resulted in charges recorded

in the fourth quarter of 2007 amounting to $231.9 million, which included $211.8 million in non-cash impairment

Table of Contents 19



Edgar Filing: JETBLUE AIRWAYS CORP - Form 4

losses related to its goodwill and trademark intangible assets.
The cost-control plan initiative and changes in loan origination strategies incorporated as part of the plan resulted in
the elimination of over 400 positions between the fourth quarter of 2007 and first quarter of 2008. Full-time equivalent
employees at E-LOAN were 300 as of September 30, 2008, compared with 806 as of September 30, 2007.
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The following table presents the changes in restructuring costs reserves for 2008 associated with the E-LOAN
Restructuring Plan.

Restructuring

(In thousands) costs
Balance at January 1, 2008 $ 8,808
Payments (4,628)
Reversals (301)
Balance at March 31, 2008 3,879
Payments (936)
Balance at June 30, 2008 2,943
Payments (460)
Reversals (1,036)
Balance as of September 30, 2008 $ 1,447

The Corporation does not expect to incur additional significant restructuring costs related to this specific E-LOAN

Restructuring Plan during the remainder of year 2008. The associated liability outstanding as of September 30, 2008 is

mostly related to lease terminations.

The E-LOAN Restructuring Plan charges are part of the results of the BPNA reportable segment. Refer to Note 25 to

the consolidated financial statements for disclosures on the financial results of E-LOAN for the quarter and nine

months ended September 30, 2008 and the comparable periods in 2007.

These costs related to E-LOAN do not consider the new restructuring plan approved in October 2008 which was

disclosed in the Subsequent Events section of this MD&A and which eliminated loan origination activities at

E-LOAN.

SFAS No. 159 FAIR VALUE OPTION ELECTION

SFAS No. 159 provides entities the option to measure certain financial assets and financial liabilities at fair value with

changes in fair value recognized in earnings each period. SFAS No. 159 permits the fair value option election on an

instrument-by-instrument basis at initial recognition of an asset or liability or upon an event that gives rise to a new

basis of accounting for that instrument.

As indicated in Note 2 to the consolidated financial statements, the Corporation elected to measure at fair value certain

loans and borrowings outstanding at January 1, 2008 pursuant to the fair value option provided by SFAS No. 159. All

of these financial instruments pertained to the operations of Popular Financial Holdings, and at the SFAS No. 159

adoption date included:
Approximately $1.2 billion of whole loans held-in-portfolio by PFH outstanding as of December 31, 2007.
These whole loans consisted principally of first lien residential mortgage loans and closed-end second lien
loans that were originated through the exited origination channels of PFH (e.g. asset acquisition, broker and
retail channels), and home equity lines of credit that had been originated by E-LOAN but sold to PFH as part of
the Corporation s 2007 U.S. reorganization. Also, to a lesser extent, the loan portfolio included mixed-use /
multi-family loans (small commercial category) and manufactured housing loans.

Approximately $287 million of owned-in-trust loans and $287 million of bond certificates associated with PFH
securitization activities that were outstanding as of December 31, 2007. The owned-in-trust loans are pledged
as collateral for the bond certificates as a financing vehicle through on-balance sheet securitization

transactions. The owned-in-trust loans include first lien residential mortgage loans, closed-end second lien
loans, mixed-use / multi-family loans (small commercial category) and manufactured housing loans. The
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majority of the portfolio is comprised of first lien residential mortgage loans.
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Upon adoption of SFAS No. 159, the Corporation recognized a negative after-tax adjustment to beginning retained
earnings due to the transitional adjustment for electing the fair value option, as detailed in the following table.

Cumulative
effect
January 1,
January 1, adjustment to 2008
2008 (Carrying January 1, 2008 fair value
retained (Carrying
value prior to earnings value
(In thousands) adoption) Gain (Loss) after adoption)
Loans $1,481,297 $ (494,180) $ 987,117
Notes payable (bond certificates) $ (286,611) $ 85,625 $(200,986)
Pre-tax cumulative effect of adopting fair value option
accounting $ (408,555)
Net increase in deferred tax asset 146,724
After-tax cumulative effect of adopting fair value option
accounting $ (261,831)

The fair value adjustments in the loan portfolios recorded upon adoption of SFAS No. 159 on January 1, 2008 were
mainly the result of factors such as:

In general, the loan portfolio is, in the most part, considered subprime and due to market conditions, considered
distressed assets in a very illiquid market.

There was a significant deterioration in the delinquency profile of the second-lien closed-end mortgage loan
portfolio

Property values obtained on subprime loans in foreclosure were declining dramatically. As property values do
not justify initiating a foreclosure action, the loan in essence could behave as an unsecured loan.

A substantial share of PFH s closed-end second lien portfolio has combined loan-to-values greater than 90%.

The consumer loans measured at fair value also include home equity lines of credit that although were
considered prime based on FICO scores, the portfolio had deteriorated. Similar to second lien closed-end loans,
the HELOCs were also behaving as an unsecured loan.

Certain of the loan portfolios were trading at distressed levels based on the small trading activity available for
the products and the expected return by the investors rather than the actual performance and fundamentals of
these loans.

Similar factors and continuing disruptions in the capital markets and credit deterioration contributed to the further
decline in value of the loan portfolio during 2008.

The following table presents the differences as of September 30, 2008 between the aggregate fair value, including
accrued interest, and aggregate unpaid principal balance ( UPB ) of those loans / notes payable for which the fair value
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option was elected. The fair value of these assets as of September 30, 2008 was determined based on the pricing terms

of the sales agreement with Goldman Sachs.

Aggregate fair
Aggregate UPB
value as of as

September 30, of September 30,
(In thousands) 2008 2008
Loans:
Mortgage $ 442,140 $ 779,071
Consumer 78,802 246,090
Commercial 62,870 120,556
Total loans $ 583,812 $ 1,145,717
Notes payable (bond certificates) $(166,436) $ (242,883)

Unrealized
(loss) gain

$(336,931)
(167,288)
(57,686)

$(561,905)

$ 76,447

During the quarter and nine-months ended September 30, 2008, the Corporation recognized $137.2 million and
$169.8 million, respectively, in losses attributable to changes in the fair value of loans, including net losses
attributable to changes in instrument-specific credit spreads. During the quarter and nine months ended September 30,
2008, the Corporation recognized $3.4 million and $9.6 million, respectively, in losses attributable to changes in
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the fair value of notes payable (bond certificates). These losses were included in the caption Loss from discontinued
operations, net of tax in the consolidated statement of operations.

These financial instruments are included as part of Assets / Liabilities from discontinued operations in the
consolidated statement of condition as of September 30, 2008. PFH, which held the SFAS No. 159 loan portfolio, was
financed primarily by advances from its holding company, Popular North America ( PNA ). In turn, PNA depended
totally on the capital markets to raise financing to meet its financial obligations. Given the mounting pressure to
address PNA s liquidity needs and the continuing problems with accessing the U.S. capital markets given the current
unprecedented market conditions, management decided that the only viable option available to permanently raise the
liquidity required by PNA was to sell PFH assets. This decision was taken in the third quarter of 2008.

The following table provides information on non-performing loans measured at fair value pursuant to SFAS No. 159.

Non-Performing I.oans Measured at Fair Value pursuant to SFAS No. 159

Unpaid principal

Fair value as of balance as of

September 30, September 30, Unrealized
(Dollars in thousands) 2008 2008 losses
Commercial $ 5,704 $ 16,399 $ (10,695)
Mortgage 58,693 160,356 (101,663)
Consumer 405 8,678 (8,273)
Total non-performing loans measured at fair value $ 64,802 $ 185,433 $ (120,631)
Loans past due 90 days or more $ 64,802 $ 185,433 $ (120,631)

RECENT ACCOUNTING PRONOUNCEMENTS AND INTERPRETATIONS

SFAS No. 157 Fair Value Measurements

SFAS No. 157, issued in September 2006, defines fair value, establishes a framework of measuring fair value and
requires enhanced disclosures about fair value measurements. SFAS No. 157 requires companies to disclose the fair
value of its financial instruments according to a fair value hierarchy. The fair value hierarchy ranks the quality and
reliability of the information used to determine fair values. Financial assets carried at fair value will be classified and
disclosed in one of the three categories in accordance with the hierarchy. The three levels of the fair value hierarchy
are (1) quoted market prices for identical assets or liabilities in active markets, (2) observable market-based inputs or
unobservable inputs that are corroborated by market data, and (3) unobservable inputs that are not corroborated by
market data. SFAS No. 157 was effective for financial statements issued for fiscal years beginning after November 15,
2007, and interim periods within those fiscal years. In February 2008, the Financial Accounting Standards Board

( FASB ) issued financial staff position FSP FAS No. 157-2 which defers for one year the effective date for
nonfinancial assets and nonfinancial liabilities that are recognized or disclosed at fair value on a nonrecurring basis.
The staff position also amends SFAS No. 157 to exclude SFAS No. 13 Accounting for Leases and its related
interpretive accounting pronouncements that address leasing transactions. The Corporation adopted the provisions of
SFAS No. 157 that were not deferred by FSP FAS No. 157-2, commencing in the first quarter of 2008. The provisions
of SFAS No. 157 are to be applied prospectively. Refer to Note 13 to these consolidated financial statements for the
disclosures required for the nine-month period ended September 30, 2008. The adoption of SFAS No. 157 in

January 1, 2008 did not have an impact in beginning retained earnings.

FSP No. 157-3 Determining the Fair Value of a Financial Asset When the Market for that Asset Is Not Active

In October 2008, the FASB issued FASB Staff Position No. FAS 157-3, Determining the Fair Value of a Financial
Asset When the Market for That Asset Is Not Active ( FSP 157-3 ). FSP 157-3 clarifies the application of FAS 157 in a
market that is not active. The FSP is intended to address the following application issues: (a) how the reporting entity s
own assumptions (that is, expected cash flows and appropriately risk-adjusted discount rates) should be considered
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when measuring fair value when relevant observable inputs do not exist; (b) how available observable inputs in a
market that is not active should be considered when measuring fair value; and (c) how the use of market quotes (for
example, broker quotes or pricing services for the same or similar financial assets) should be considered when
assessing the relevance of observable and unobservable inputs available to measure fair value. FSP 157-3 is
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effective on issuance, including prior periods for which financial statements have not been issued. The Corporation
adopted FSP 157-3 for the quarter ended September 30, 2008 and the effect of adoption on the consolidated financial
statements was not material.

SFAS No. 159 The Fair Value Option for Financial Assets and Liabilities  Including an Amendment of FASB
Statement No. 115

In February 2007, the FASB issued SFAS No. 159, which provides companies with an option to report selected
financial assets and liabilities at fair value. The election to measure a financial asset or liability at fair value can be
made on an instrument-by-instrument basis and is irrevocable. The difference between the carrying amount and the
fair value at the election date is recorded as a transition adjustment to beginning retained earnings. Subsequent
changes in fair value are recognized in earnings. The statement also establishes presentation and disclosure
requirements designed to facilitate comparisons between companies that choose different measurement attributes for
similar types of assets and liabilities. It also requires entities to display the fair value of those assets and liabilities for
which the company has chosen to use fair value on the face of the balance sheet.

The Corporation adopted the provisions of SFAS No. 159 in January 2008 as previously described in the SFAS

No. 159 Fair Value Option Election section in this MD&A and in Note 12 to the consolidated financial statements.
FSP FIN No. 39-1 Amendment of FASB Interpretation No. 39

In April 2007, the FASB issued Staff Position FSP FIN No. 39-1, which defines right of setoff and specifies what
conditions must be met for a derivative contract to qualify for this right of setoff. It also addresses the applicability of
a right of setoff to derivative instruments and clarifies the circumstances in which it is appropriate to offset amounts
recognized for those instruments in the statement of condition. In addition, this FSP permits the offsetting of fair value
amounts recognized for multiple derivative instruments executed with the same counterparty under a master netting
arrangement and fair value amounts recognized for the right to reclaim cash collateral (a receivable) or the obligation
to return cash collateral (a payable) arising from the same master netting arrangement as the derivative instruments.
The adoption of FSP FIN No. 39-1 in January 2008 did not have a material impact on the Corporation s consolidated
financial statements and disclosures. The Corporation s policy is not to offset the fair value amounts recognized for
multiple derivative instruments executed with the same counterparty under a master netting arrangement nor to offset
the fair value amounts recognized for the right to reclaim cash collateral (a receivable) or the obligation to return cash
collateral (a payable) arising from the same master netting arrangement as the derivative instruments.

SFAS No. 141-R Statement of Financial Accounting Standards No. 141(R), Business Combinations (a revision of
SFAS No. 141)

SFAS No. 141(R), issued in December 2007, will significantly change how entities apply the acquisition method to
business combinations. The most significant changes affecting how the Corporation will account for business
combinations under this statement include the following: the acquisition date will be the date the acquirer obtains
control; all (and only) identifiable assets acquired, liabilities assumed, and noncontrolling interests in the acquiree will
be stated at fair value on the acquisition date; assets or liabilities arising from noncontractual contingencies will be
measured at their acquisition date at fair value only if it is more likely than not that they meet the definition of an asset
or liability on the acquisition date; adjustments subsequently made to the provisional amounts recorded on the
acquisition date will be made retroactively during a measurement period not to exceed one year; acquisition-related
restructuring costs that do not meet the criteria in SFAS No. 146 Accounting for Costs Associated with Exit or
Disposal Activities will be expensed as incurred; transaction costs will be expensed as incurred; reversals of deferred
income tax valuation allowances and income tax contingencies will be recognized in earnings subsequent to the
measurement period; and the allowance for loan losses of an acquiree will not be permitted to be recognized by the
acquirer. Additionally, SFAS No. 141(R) will require new and modified disclosures surrounding subsequent changes
to acquisition-related contingencies, contingent consideration, noncontrolling interests, acquisition-related transaction
costs, fair values and cash flows not expected to be collected for acquired loans, and an enhanced goodwill
rollforward. The Corporation will be required to prospectively apply SFAS No. 141(R) to all business combinations
completed on or after January 1, 2009. Early adoption is not permitted. For business combinations in which the
acquisition date was before the effective date, the provisions of SFAS No. 141(R) will apply to the subsequent
accounting for deferred income tax valuation allowances and income tax contingencies and will require any changes
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in those amounts to be recorded in earnings. Management will be evaluating the effects that SFAS No. 141(R) will
have on the financial condition, results of operations, liquidity, and the disclosures that will be presented on the
consolidated financial statements.
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SFAS No. 160 Statement of Financial Accounting Standards No. 160, Noncontrolling Interest in Consolidated
Financial Statements, an amendment of ARB No. 51
In December 2007, the FASB issued SFAS No. 160, which amends ARB No. 51, to establish accounting and
reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. SFAS
No. 160 will require entities to classify noncontrolling interests as a component of stockholders equity on the
consolidated financial statements and will require subsequent changes in ownership interests in a subsidiary to be
accounted for as an equity transaction. Additionally, SFAS No. 160 will require entities to recognize a gain or loss
upon the loss of control of a subsidiary and to remeasure any ownership interest retained at fair value on that date.
This statement also requires expanded disclosures that clearly identify and distinguish between the interests of the
parent and the interests of the noncontrolling owners. SFAS No. 160 is effective on a prospective basis for fiscal
years, and interim periods within those fiscal years, beginning on or after December 15, 2008, except for the
presentation and disclosure requirements, which are required to be applied retrospectively. Early adoption is not
permitted. Management will be evaluating the effects, if any, that the adoption of this statement will have on its
consolidated financial statements.
SFAS No. 161 Disclosures about Derivative Instruments and Hedging Activities
In March 2008, the FASB issued SFAS No. 161, an amendment of SFAS No. 133. The standard requires enhanced
disclosures about derivative instruments and hedged items that are accounted for under SFAS No. 133 and related
interpretations. The standard will be effective for all of the Corporation s interim and annual financial statements for
periods beginning after November 15, 2008, with early adoption permitted. The standard expands the disclosure
requirements for derivatives and hedged items and has no impact on how the Corporation accounts for these
instruments. Management will be evaluating the enhanced disclosure requirements.
SFAS No. 162 The Hierarchy of Generally Accepted Accounting Principles”
SFAS No. 162, issued by the FASB in May 2008, identifies the sources of accounting principles and the framework
for selecting the principles to be used in the preparation of financial statements that are presented in conformity with
generally accepted accounting principles in the United States. This statement is effective 60 days following the SEC s
approval of the Public Company Accounting Oversight Board amendments to AU Section 411, The Meaning of
Present Fairly in Conformity with Generally Accepted Accounting Principles. Management does not expect SFAS
No. 162 to have a material impact on the Corporation s consolidated financial statements. The Board does not expect
that this statement will result in a change in current accounting practice. However, transition provisions have been
provided in the unusual circumstance that the application of the provisions of this statement results in a change in
accounting practice.
Staff Accounting Bulletin No. 109 ( SAB 109 ) Written Loan Commitments Recorded at Fair Value through Earnings
On November 5, 2007, the SEC issued Staff SAB 109, which requires that the fair value of a written loan commitment
that is marked-to-market through earnings should include the future cash flows related to the loan s servicing rights.
However, the fair value measurement of a written loan commitment still must exclude the expected net cash flows
related to internally developed intangible assets (such as customer relationship intangible assets). SAB 109 applies to
two types of loan commitments: (1) written mortgage loan commitments for loans that will be held-for-sale when
funded that are marked-to-market as derivatives under SFAS No. 133 (derivative loan commitments); and (2) other
written loan commitments that are accounted for at fair value through earnings under SFAS No. 159 s fair-value
election.
SAB 109 supersedes SAB 105, which applied only to derivative loan commitments and allowed the expected future
cash flows related to the associated servicing of the loan to be recognized only after the servicing asset had been
contractually separated from the underlying loan by sale or securitization of the loan with servicing retained. SAB 109
will be applied prospectively to derivative loan commitments issued or modified in fiscal quarters beginning after
December 15, 2007. The implementation of SAB 109 did not have a material impact to the Corporation s consolidated
financial statements, including disclosures.

90

Table of Contents 29



Edgar Filing: JETBLUE AIRWAYS CORP - Form 4

Table of Contents

FASB Staff Position (FSP) FAS 140-3, Accounting for Transfers of Financial Assets and Repurchase Financing
Transactions

The objective of FSP FAS 140-3, issued by the FASB in February 2008, is to provide implementation guidance on
whether the security transfer and contemporaneous repurchase financing involving the transferred financial asset must
be evaluated as one linked transaction or two separate de-linked transactions.

Current practice records the transfer as a sale and the repurchase agreement as a financing. The FSP FAS 140-3
requires the recognition of the transfer and the repurchase agreement as one linked transaction, unless all of the
following criteria are met: (1) the initial transfer and the repurchase financing are not contractually contingent on one
another; (2) the initial transferor has full recourse upon default, and the repurchase agreement s price is fixed and not at
fair value; (3) the financial asset is readily obtainable in the marketplace and the transfer and repurchase financing are
executed at market rates; and (4) the maturity of the repurchase financing is before the maturity of the financial asset.
The scope of this FSP is limited to transfers and subsequent repurchase financings that are entered into
contemporaneously or in contemplation of one another.

FSP FAS 140-3 will be effective for the Corporation on January 1, 2009. Early adoption is prohibited. The
Corporation will be evaluating the potential impact of adopting this FSP.

FASB Staff Position (FSP) FAS 142-3, Determination of the Useful Life of Intangible Assets

FSP FAS 142-3, issued by the FASB in April 2008, amends the factors that should be considered in developing
renewal or extension assumptions used to determine the useful life of a recognized intangible asset under FASB
Statement No. 142 Goodwill and Other Intangible Assets . In developing these assumptions, an entity should consider
its own historical experience in renewing or extending similar arrangements adjusted for entity specific factors or, in
the absence of that experience, the assumptions that market participants would use about renewals or extensions
adjusted for the entity specific factors.

FSP FAS 142-3 shall be applied prospectively to intangible assets acquired after the effective date. This FSP will be
effective for the Corporation on January 1, 2009. Early adoption is prohibited. The Corporation will be evaluating the
potential impact of adopting this FSP.

FSP No. FAS 133-1 and FIN 45-4 Disclosures about Credit Derivatives and Certain Guarantees: An Amendment of
FASB Statement No. 133 and FASB Interpretation No. 45; and Clarification of the Effective Date of FASB Statement
No. 161

FSP FAS 133-1 and FIN 45-4 requires disclosures by sellers of credit derivatives and additional disclosures about the
current status of the payment/performance risk of financial guarantees. FSP FAS 133-1 and FIN 45-4 are effective
for financial statements issued for fiscal years and interim periods beginning after November 15, 2008. Accordingly,
the Corporation will adopt the provisions of FSP FAS 133-1 and FIN 45-4 in the first quarter 2009. The Corporation
does not expect the adoption of the provisions of FSP FAS 133-1 and FIN 45-4 to have any material impact on the
Corporation s financial condition and results of operations.

CRITICAL ACCOUNTING POLICIES / ESTIMATES

The accounting and reporting policies followed by the Corporation and its subsidiaries conform to generally accepted
accounting principles in the United States of America and general practices within the financial services industry.
Various elements of the Corporation s accounting policies, by their nature, are inherently subject to estimation
techniques, valuation assumptions and other subjective assessments. These estimates are made under facts and
circumstances at a point in time and changes in those facts and circumstances could produce actual results that differ
from those estimates.

Management has discussed the development and selection of the critical accounting policies and estimates with the
Corporation s Audit Committee. The Corporation has identified as critical accounting policies those related to
securities classification and related values, loans and allowance for loan losses, retained interests on transfers of
financial assets (valuations of residual interests and mortgage servicing rights), income taxes, goodwill and other
intangible assets, and pension and postretirement benefit obligations. For a summary of the Corporation s previously
identified critical accounting policies and estimates, refer to that particular section in the MD&A included in Popular,
Inc. s2007 Financial Review and Supplementary Information to Stockholders, incorporated by reference in Popular,
Inc. s Annual Report on Form 10-K for the year ended December 31, 2007 (the 2007 Annual Report ).
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Also, refer to Note 1 to the consolidated financial statements included in the 2007 Annual Report for a summary of the
Corporation s significant accounting policies.
Furthermore, commencing in the first quarter of 2008, management identified as critical accounting policies and
estimates the Fair Value Measurement of Financial Instruments as a result of the adoption of SFAS No. 157 and SFAS
No. 159.
As disclosed in the Corporation's 2007 Annual Report, management considers income taxes as a critical accounting
estimate. Given the magnitude of the valuation allowance recorded on deferred tax assets as of September 30, 2008,
this MD&A includes a discussion of the Corporation's accounting policy with respect to this accounting aspect.
Income taxes are accounted for in accordance with Statement of Financial Accounting Standards No. 109, Accounting
for Income Taxes ( SFAS No. 109 ). The Corporation records income taxes under the asset and liability method,
whereby deferred tax assets and liabilities are recognized based on the future tax consequences attributable to
temporary differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax basis, and attributable to operating loss and tax credit carryforwards. Deferred tax assets and liabilities
are measured using enacted tax rates expected to apply in the years in which the temporary differences are expected to
be recovered or paid. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in earnings
in the period when the changes are enacted. SFAS No. 109 requires a reduction of the carrying amounts of deferred
tax assets by a valuation allowance if, based on the available evidence, it is more likely than not (defined by SFAS
No. 109 as a likelihood of more than 50 percent) that such assets will not be realized. Accordingly, the need to
establish valuation allowances for deferred tax assets are assessed periodically by the Corporation based on the SFAS
No. 109 more-likely-than-not realization threshold criterion. In the assessment for a valuation allowance, appropriate
consideration is given to all positive and negative evidence related to the realization of the deferred tax assets. This
assessment considers, among other matters, all sources of taxable income available to realize the deferred tax asset,
including the future reversal of existing temporary differences, the future taxable income exclusive of reversing
temporary differences and carryforwards, taxable income in carryback years and tax-planning strategies. In making
such assessments, significant weight is given to evidence that can be objectively verified.
The valuation of deferred tax assets requires judgment in assessing the likely future tax consequences of events that
have been recognized in our financial statements or tax returns and future profitability. Our accounting for deferred
tax consequences represents our best estimate of those future events. Changes in our current estimates, due to
unanticipated events or otherwise, could have a material impact on our financial condition and results of operations.
Fair Value Measurement of Financial Instruments
Effective January 1, 2008, the Corporation is required to determine the fair market values of its financial instruments
based on the fair value hierarchy established in SFAS No. 157, which requires an entity to maximize the use of
observable inputs and minimize the use of unobservable inputs when measuring fair value.
The Corporation currently measures at fair value on a recurring basis its trading assets, available-for-sale securities,
mortgage servicing rights and residual interests on a recurring basis. From time to time, the Corporation may be
required to record at fair value other assets on a nonrecurring basis, such as loans held-for-sale, loans
held-for-investment and certain other assets. These nonrecurring fair value adjustments typically result from the
application of lower-of-cost-or-market accounting or write-downs of individual assets. Also, the Corporation carries
certain loans and borrowings at fair value upon the adoption of SFAS No. 159. These loans and borrowings are part of
the assets held-for-sale by PFH as of September 30, 2008 and are included in the categories of Assets / Liabilities
from discontinued operations in the consolidated statement of condition.
The Corporation categorizes its assets and liabilities measured at fair value under the three-level hierarchy as required
by SFAS No. 157. The classification of assets and liabilities within the hierarchy is based on whether the inputs to the
valuation methodology used for fair value measurement are observable or unobservable. Observable inputs reflect the
assumptions market participants would use in pricing the asset or liability based on market data obtained from
independent sources. Unobservable inputs reflect the Corporation s estimates about assumptions that market
participants would use in pricing the asset or liability based on the best information available. The hierarchy is broken
down into three levels based on the reliability of inputs as follows:
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Level 1- Unadjusted quoted prices in active markets for identical assets or liabilities that the Corporation has
the ability to access at the measurement date. Valuation on these instruments does not necessitate a significant
degree of judgment since valuations are based on quoted prices that are readily available in an active market.

Level 2- Quoted prices other than those included in Level 1 that are observable either directly or indirectly.
Level 2 inputs include quoted prices for similar assets or liabilities in active markets, quoted prices for identical
or similar assets or liabilities in markets that are not active, or other inputs that are observable or that can be
corroborated by observable market data for substantially the full term of the financial instrument.

Level 3- Valuations include unobservable inputs that are supported by little or no market activity and that are
significant to the fair value measurement of the financial asset or liability. The fair value is estimated using
modeling techniques such as discounted cash flow analyses. These modeling techniques incorporate
assessments regarding assumptions that market participants would use in pricing the asset or the liability,
including assumptions about the risks inherent in a particular valuation technique, the effect of a restriction on
the sale or use of an asset, and the risk of nonperformance. Assessments with respect to assumptions that
market participants would make are inherently difficult to determine and use of different assumptions could
result in material changes to these fair value measurements.
Refer to Note 13 to the consolidated financial statements for information on the Corporation s fair value measurement
disclosures required by SFAS No. 157, including assets and liabilities categorized by the three levels of the hierarchy.
As of September 30, 2008, approximately $7.8 billion or 95% out of the $8.2 billion of assets from continuing
operations measured at fair value on a recurring basis used market-based or market-derived valuation inputs in their
valuation methodology and, therefore, were classified as Level 1 or Level 2. Approximately 5% of the assets from
continuing operations measured at fair value on a recurring basis were classified as Level 3 since their valuation
methodology considered significant unobservable inputs. The assets from discontinued operations measured at fair
value on a recurring basis amounting to $0.6 billion were all classified as Level 3 in the hierarchy. Also, the bond
certificates from discontinued operations measured at fair value were classified as Level 3 in the hierarchy.
Additionally, the Corporation reported $796 million of financial assets that were measured at fair value on a
nonrecurring basis during the nine-month period ended September 30, 2008 that were still held as of such date and
were all classified as Level 3 in the hierarchy.
The estimate of fair value reflects the Corporation s judgment regarding appropriate valuation methods and
assumptions. The amount of judgment involved in estimating the fair value of a financial instrument is affected by a
number of factors, such as type of instrument, the liquidity of the market for the instrument, and the contractual
characteristics of the instrument.
In determining fair value, the Corporation maximizes the use of observable inputs and minimizes the use of
unobservable inputs by requiring that the observable inputs be used when available.
If listed prices or quotes are not available, the Corporation employs valuation models that primarily use market-based
inputs including yield curves, interest rates, volatilities, and credit curves, among other considerations. When market
observable data is not available, the valuation of financial instruments becomes more subjective and involves
substantial judgment. The need to use unobservable inputs generally results from the lack of market liquidity for
certain types of loans and securities, which results in diminished observability of both actual trades and assumptions
that would otherwise be available to value these instruments. When fair values are estimated based on modeling
techniques, such as discounted cash flow models, the Corporation considers assumptions such as interest rates,
prepayment speeds, default rates, loss severity rates and discount rates. Valuation adjustments are limited to those
necessary to ensure that the financial instrument s fair value is adequately representative of the price that would be
received or paid in the marketplace. These adjustments include, for example, amounts that reflect counterparty credit
quality, the Corporation s creditworthiness, and constraints on liquidity.
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As of September 30, 2008, the Corporation s portfolio of trading and investment securities available-for-sale amounted
to $8.0 billion and represented 98% of the Corporation s assets from continuing operations measured at fair value on a
recurring basis. As of September 30, 2008, net unrealized gains on the trading portfolio approximated $11.8 million,
while for securities available-for-sale the unrealized net losses approximated $23.6 million. Fair values for most of the
Corporation s trading and investment securities are classified under the Level 2 category. Refer to Note 13 to the
consolidated financial statements for more detailed information on the significant security types, hierarchy levels and
general description of the particular valuation methodologies for trading and investment securities. Also, Note 6
provides a detail of the Corporation s investment securities available-for-sale, which represent a significant share of the
financial assets measured at fair value as of September 30, 2008.
The fair value of a loan is impacted by the nature of the asset and the market liquidity and activity. When available,
the Corporation uses observable market data, including recent closed market transactions, to value loans. When this
data is unobservable, the Corporation uses valuation methodologies using current market interest rate data adjusted for
factors such as credit risk. When appropriate, loans are valued using collateral values as a practical expedient. As
previously indicated, the Corporation measured at fair value $584 million in loans as of September 30, 2008 pursuant
to the SFAS No. 159 election which were classified as part of Assets from discontinued operations . The loans
measured at fair value pursuant to SFAS No. 159 were valued internally utilizing the pricing terms of the sales
agreement with Goldman Sachs as the best available fair value indicator.
Mortgage servicing rights ( MSRs ), which amounted to $165 million as of September 30, 2008 including $37 million
of MSRs from discontinued operations, do not trade in an active market with readily observable prices. MSRs for the
banking operations are priced using a discounted cash flow model. The valuation model considers servicing fees,
portfolio characteristics, prepayments assumptions, delinquency rates, late charges, other ancillary revenues, cost to
service and other economic factors. Refer to the Critical Accounting Policies / Estimates section of the 2007 Annual
Report for information on the valuation methodologies followed by the Corporation with respect to MSRs. Disclosure
of the key economic assumptions used to measure MSRs and a sensitivity analysis to adverse changes to these
assumptions is included in Note 8 to the consolidated financial statements. The MSRs related to PFH operations were
valued as of September 30, 2008 by allocating a portion of the estimated fair value of the servicing related assets to be
sold to Goldman Sachs, which was based on the price terms under the agreement. PFH s MSRs are included as part of
Assets from discontinued operations in the consolidated statement of condition.
NET INTEREST INCOME
Net interest income is the Corporation s primary source of earnings. Tables B and C present the different components
of the Corporation s net interest income from continuing operations, on a taxable equivalent basis, for the quarter and
nine months ended September 30, 2008, compared with the same periods in 2007, segregated by major categories of
interest earning assets and interest bearing liabilities.
The interest earning assets include the investment securities and loans that are exempt from income tax, principally in
Puerto Rico. The main sources of tax-exempt interest income are investments in obligations of the U.S. Government,
some U.S. Government agencies and sponsored entities of the Puerto Rico Commonwealth and its agencies, and assets
held by the Corporation s international banking entities, which are tax exempt under Puerto Rico laws. To facilitate the
comparison of all interest related to these assets, the interest income has been converted to a taxable equivalent basis,
using the applicable statutory income tax rates at each respective quarter and nine-month period. The taxable
equivalent computation considers the interest expense disallowance required by the Puerto Rico tax law.
Average outstanding securities balances are based upon amortized cost excluding any unrealized gains or losses on
securities available-for-sale. Non-accrual loans have been included in the respective average loans and leases
categories. Loan fees collected and costs incurred in the origination of loans are deferred and amortized over the term
of the loan as an adjustment to interest yield. Interest income for quarter and nine months ended September 30, 2008
included favorable impacts of $3.5 million and $13.0 million, respectively, consisting principally of amortization of
loan origination costs and fees, amortization of net premiums on loans purchased, and prepayment penalties and late
payment charges. The favorable impact for the quarter and nine month period ended September 30, 2007 was
$6.8 million and $19.0 million, respectively. The negative variance in this category was mainly influenced by a lower
amount of origination fees, prepayment penalties and late fees.
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Analysis of Levels & Yields on a Taxable Equivalent Basis for Continuing Operations
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Quarter ended September 30,

Average Volume

2008

($ in millions)

2007 Variance

$ 599 $ 538 $ 61
8,212 9,618 (1,406)
539 660 (121)
9,350 10,816 (1,466)
15,936 15,085 851
1,115 1,164 (49)
4,607 4,829 (222)
4,785 4,572 213
26,443 25,650 793
$35,793 $36,466 $ (673)
$ 5,108 $ 4579 $ 529
5,561 5,684 (123)
12,480 11,403 1,077
23,149 21,666 1,483
4,886 8,371 (3,485)
2,235 948 1,287
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Average Yields / Costs

2008

2.29%

4.99

7.83

4.98

5.91
7.81
7.09
10.24

6.98

6.46%

1.77%
1.43

391

2.85

3.03

5.05

2007 Variance

5.27%

5.21

6.28

5.28

7.76
7.94
7.40
10.63

8.21

7.34%

2.68%
2.03

4.76

3.60

5.16

5.17

(2.98%)
(0.22)
1.55

(0.30)

(1.85)
(0.13)
(0.31)
(0.39)

(1.23)

(0.88%)

(0.91%)
(0.60)

(0.85)

(0.75)

(2.13)

(0.12)

Interest

2008

Money

market

investments $ 3,455

Investment

securities 102,537

Trading

securities 10,605
116,597

Loans:

Commercial

& 236,661

Leasing 21,772

Mortgage 81,706

Consumer 122,883
463,022

Total

earning

assets $579,619

Interest

bearing

deposits:

NOW and

money

market** $ 22,771

Savings 20,040

Time

deposits 122,800
165,611

Short-term

borrowings 37,233

Medium and

long-term

debt 28,355

2007

(In thousands)

$ 7,155 § (3,700) $ (4414) $

125,251
10,459

142,865

294,923
23,107
89,299

122,106

529,435

$672,300

$ 30,980
29,028

136,817

196,825

108,971

12,341

Variance

(22,714)
146

(26,268)

(58,262)
(1,335)
(7,593)

777

(66,413)

$(92,681) $(92,137) $

Variance
Attributable to

Rate

(5,497)
2,271

(7,640)

(74,132)
(383)
(3,575)
(6,407)

(84,497)

Volume

714
(17,217)
(2,125)

(18,628)

15,870
(952)
(4,018)

7,184

18,084

(544)

$ (8,209) $(11,666) $ 3,457

(8,988)
(14,017)

(31,214)

(71,738)

16,014

(6,050)
(27,609)

(45,325)

(38,397)

(327)

(2,938)
13,592

14,111

(33,341)

16,341
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Total
interest
bearing
30,270 30,985 (715) 3.04 4.07 (1.03) liabilities 231,199 318,137 (86,938) (84,049) (2,889)
Non-interest
bearing
demand
4,106 3,980 126 deposits
Other
sources of
1,417 1,501 (84) funds

$35,793 $36,466 $ (673) 2.57% 3.46% (0.89%)

Net interest
3.89% 3.88% 0.01% margin

Net interest

income on a

taxable

equivalent

basis 348,420 354,163 (5,743) $ (8,088) $ 2,345

Net interest
342% 3.27% 0.15% spread

Taxable
equivalent
adjustment 24,138 22,517 1,621

Net interest
income $324,282 $331,646 $ (7,364)

Note: The changes
that are not due
solely to volume or
rate are allocated to
volume and rate
based on the
proportion of the
change in each

category.
Includes
commercial
construction
*  loans.

Rk
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Includes interest
bearing demand
deposits
corresponding
to certain
government
entities in
Puerto Rico.

As shown in Table B, the decrease in average earning assets was mainly due to the Corporation s strategy of not
reinvesting maturities of low yielding investments. Increases in both commercial loans and consumer loans partially
offset the reduction in the investments category. Construction loans accounted for 54% of the increase in the
commercial loans category. The performance of these loans will continue to challenge the Corporation in the current
economic environment; however the performance of these loans is being closely monitored. The increase in the
consumer loans category was mainly due to a higher balance of home equity lines of credit ( HELOCs ) from the
E-LOAN subsidiary. E-LOAN discontinued the origination of these loans earlier this year as part of its restructuring
plan. The Corporation s funding mix was also modified with a portion of borrowings being replaced by brokered
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certificates of deposits and the Corporation increasing its long-term borrowings position in both BPPR and BPNA.

Refer to the Financial Condition section of this MD&A for further discussion of variance explanations.

The decrease in net interest income was mainly the result of the following factors:
The Federal Reserve ( FED ) lowered the federal funds target rate by 275 basis points from September 30, 2007
to September 30, 2008. The reduction in market rates impacted the yield of several of the Corporations earning
assets during that period. These assets include; commercial and construction loans of which 63% have floating
or adjustable rates; floating rate collateralized mortgage obligations, and HELOCsS, as well as the origination of
loans in a low interest rate environment.

Liquidity concerns during the second half of 2007 prompted the Corporation to enter into certain financing
agreements which limited the expected benefit of reduced market rates in the overall cost of funds. The
increase of $1.3 billion in the quarterly average balance of brokered certificates of deposit, which carry a
higher rate than short-term borrowings, impacted negatively the results for the third quarter of 2008.

The previously mentioned reduction in the yield of floating rate HELOCs as well as reductions made during

2007 in the uncollectible interest reserve for credit cards, which generated a positive impact in income during

the third quarter of 2007, contributed to the reduction in yield of the consumer loan portfolio.
Favorable items impacting net interest income include a lower cost for borrowings and interest bearing deposits. The
decreases in market rates impacted the variance in addition to reductions in the rates paid for certain non-maturity
deposits.
As shown in Table C, net interest income on a taxable equivalent basis for the nine month period ended September 30,
2008 increased mainly due to a change in the mix of average earning assets. Low yielding investments matured while
the loan portfolio continued its growth. The dynamics of this movement left earning assets in line with the third
quarter of 2007 while the loan portfolio yield is over 200 basis points higher than the investments.
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TABLE C

Analysis of Levels & Yields on a Taxable Equivalent Basis for Continuing Operations
Nine-month period ended September 30,

Variance
Average Volume Average Yields / Costs Interest Attributable to
)08 2007 Variance 2008 2007 Variance 2008 2007 Variance Rate Volume
($ in millions) (In thousands)
Money
market
651 $ 450 $ 201 297% 5.38% (2.41%) investments $ 14,459 $ 18,104 $ (3,645 $ (9,992) $ 6,34
Investment
8,254 9,953 (1,699) 5.07 5.14 (0.07) securities 313,800 383,929 (70,129) (5,559) (64,57(
Trading
696 621 75 7.35 6.10 1.25 securities 38,295 28,324 9971 6,305 3,606¢
9,601 11,024 (1,423) 5.09 5.21 (0.12) 366,554 430,357 (63,803) (9,246) (54,55
Loans:
Commercial
15,714 14,795 919 6.25 7.79 (1.54) * 734,934 861,588 (126,654) (175,918) 49,26¢
1,115 1,185 (70) 797 7.88 0.09 Leasing 66,672 70,055 (3,383) 780 (4,16
4,769 4,698 71 7.23 7.31 (0.08) Mortgage 258,495 257,448 1,047 (2,813) 3,86(
4,916 4,432 484 10.23 10.52 (0.29) Consumer 376,719 349,092 27,627 (12,640) 40,26
26,514 25,110 1,404 7.23 8.18 (0.95) 1,436,820 1,538,183 (101,363) (190,591) 89,22¢
Total
earning
36,115 $36,134 $ (19) 6.67% 7.28% (0.61%) assets $1,803,374 $1,968,540 $ (165,166) $(199,837) $ 34,67
Interest
bearing
deposits:
NOW and
money
4996 $ 4383 $ 613 1.92% 2.61% (0.69%) market ** $ 71,919 $ 85,622 $ (13,703) $ (25,459) $ 11,75¢
5,606 5,741 (135) 1.56 1.99 (0.43) Savings 65,295 85,481 (20,186) (13,049) (7,13
Time
12,529 10,837 1,692 4.17 4.71 (0.54) deposits 391,382 381,554 9,828 (54,022) 63,85(
23,131 20,961 2,170 3.05 3.53 (0.48) 528,596 552,657 (24,061) (92,530) 68,46
Short-term

5,549 8,804 (3,255) 3.32 517  (1.85) borrowings 137,824 340,162  (202,338) (108,149)  (94,18¢
Medium and
long-term

1,971 946 1,025 5.14 560 (0.46) debt 75,823 39,667 36,156 (3,511) 39,66
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30,651

4,137

1,327

36,115

30,711 (60) 3.23

4,012 125

1,411 (84)
$36,134 $ (19 2.75%
Note: The changes

3.92%

3.44%

that are not due
solely to volume
or rate are
allocated to
volume and rate
based on the
proportion of
the change in
each category.

Includes
commercial
construction
loans.
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4.06

3.45%

3.83%

3.22%

(0.83)

(0.70%)

0.09%

0.22%

Total
interest
bearing
liabilities 742,243 932,486  (190,243)
Non-interest
bearing
demand
deposits
Other
sources of
funds

Net interest
margin

Net interest

Income on a

taxable

equivalent

basis 1,061,131 1,036,054 25,077 $

Net interest
spread

Taxable
equivalent
adjustment 70,793 67,712 3,081

Net interest
income $ 990,338 $ 968,342 $ 21,996

(204,190)

13,94

4353 § 20,72
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bearing demand
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to certain
government
entities in

e Puerto Rico.

PROVISION FOR LOAN LOSSES

The provision for loan losses in the continuing operations totaled $252.2 million, or 148% of net charge-offs, for the
quarter ended September 30, 2008, compared with $86.3 million or 136%, respectively, for the same quarter in 2007.
The provision for loan losses for the quarter ended September 30, 2008, when compared with the same quarter in
2007, reflects higher net charge-offs by $107.1 million, mainly in construction loans by $53.9 million, consumer loans
by $27.3 million, commercial loans by $18.0 million, and mortgage loans by $7.8 million. Provision and net
charge-offs information for prior periods was retrospectively adjusted to exclude discontinued operations from

continuing operations for comparative purposes.
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The current state of the economy and uncertainty in the private and public sectors has had an adverse effect on the
credit quality of the Corporation s loan portfolios. The economic slowdown could cause those adverse effects to
continue, as delinquency rates may increase in the short-term, until more sustainable economic growth resumes and
property values stabilize.

The higher level of provision for the quarter ended September 30, 2008 was mainly attributable to the continuing
deterioration in the commercial and construction loan portfolios due to current economic conditions and the slowdown
in the United States housing sector. The allowance for loan losses for commercial and construction credits has
increased, particularly the specific reserves for loans considered impaired. During the quarter ended September 30,
2008, the Corporation recorded $61.9 million in specific reserves for loans classified as impaired under SFAS

No. 114.

Further information on net charge-offs and non-performing assets is provided in the Credit Risk Management and
Loan Quality section of this MD&A.

NON-INTEREST INCOME

Non-interest income from continuing operations totaled $187.9 million for the quarter ended September 30, 2008, an
increase of 6%, compared with the same quarter in 2007. For the nine-month period ended September 30, 2008,
non-interest income from continuing operations totaled $688.5 million, an increase of 1% when compared to the same
period of the previous year.

Refer to Table D for a breakdown of non-interest income by major categories for the quarters and nine months ended
September 30, 2008 and 2007.

TABLE D

Non-Interest Income

Quarter ended September 30, Nine months ended September 30,
(In thousands) 2008 2007 $ Variance 2008 2007 $ Variance
Service charges on
deposit accounts $ 52,433 $ 49,704 $ 2,729 $155,319 $146,567 $ 8,752
Other service fees:
Credit card fees and
discounts 27,138 25,975 1,163 81,664 74,498 7,166
Debit card fees 28,170 16,228 11,942 79,880 49,184 30,696
Processing fees 13,044 11,674 1,370 38,587 35,463 3,124
Insurance fees 12,378 14,410 (2,032) 38,254 40,624 (2,370)
Sale and
administration of
investment products 6,890 8,043 (1,153) 25,966 22,614 3,352
Mortgage servicing
fees, net of fair value
adjustments (1,407) 4,706 (6,113) 13,809 16,257 (2,448)
Trust fees 2,906 2,880 26 9,038 7,806 1,232
Other fees 6,183 5,947 236 19,451 19,266 185
Total other service fees 95,302 89,863 5,439 306,649 265,712 40,937
Net (loss) gain on sale (9,132) (776) (8,356) 69,430 112,842 (43,412)

and valuation
adjustments of
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investment securities

Trading account profit 6,669 9,239 (2,570) 38,547 29,765
Gain on sale of loans

and valuation

adjustments on loans

held-for-sale 6,522 6,975 (453) 25,696 40,224
Other operating
income 36,134 21,920 14,214 92,836 87,968

Total non-interest
income $187,928 $176,925 $11,003 $688,477 $683,078

8,782

(14,528)

4,868

$ 5399

Major variance explanations in non-interest income for the quarter ended September 30, 2008, when compared to the

same quarter of the previous year, were as follows:

An increase in other operating income mostly related to $21.1 million in gains on the sale of a New York real
estate property by the U.S. banking subsidiary during this quarter, which was partially offset by lower referral
and escrow closing services income from E-LOAN due to the downsizing of its operations in 2008 and from

lower revenues derived from investments accounted for under the equity method;

Other service fees for the quarter ended September 30, 2008, increased by 6% when compared to the same
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quarter of the previous year. A detail of other service fees by category is shown in the Table D. There were
higher debit card fees as a result of higher revenues from merchants due in part to a change in the pricing
structure for transactions processed from a fixed charge per transaction to a variable rate based on the amount
of the transaction, as well as higher surcharging income from the use of Popular s automated teller machine
network, which were partially offset by unfavorable changes in the fair value of the servicing assets during this
quarter;

These variances were partially offset by:
Higher net loss on sale and valuation adjustments of investment securities, which consisted of the following:

Quarter ended September 30, Nine months ended September 30,
(In thousands) 2008 2007 $ Variance 2008 2007 $ Variance
Net gain (loss) on sale
of investment securities $ 15 $(776) $ 791 $78,577 $120,443 $(41,866)
Valuation adjustments
of investment securities 9,147) (9,147) (9,147) (7,601) (1,546)
Total $(9,132) $(776) $(8,356) $69,430 $112,842 $(43,412)

During the quarter ended September 30, 2008, the Corporation recorded other-than-temporary impairments on
investment securities held by the corporate group of $9.1 million, principally associated to equity investments in a
U.S. financial institution.
Major variance explanations in non-interest income for the nine months ended September 30, 2008, when compared to
the same period in 2007, were as follows:
Other service fees for the nine months ended September 30, 2008, increased by 15% when compared to the
same period of the previous year. Refer to Table D for a detail of other service fees by major categories. Debit
card fees were the principal driver of the increase in other service fees due to similar factors described in the
quarterly results. Also, credit card fees increased due to higher merchant fees and credit card interchange fees
due to higher merchant sales volume;

Trading account profits increased for the nine-month period ended September 30, 2008, which was principally
related to a gross gain of approximately $8.8 million on the sale of approximately $232 million in principal
balance of residential mortgage loans originated in Puerto Rico from BPPR s portfolio, which were securitized
into Fannie Mae mortgage-backed securities and sold in the secondary markets in the second quarter of 2008.

Service charges on deposit accounts also increased primarily in BPPR due to higher account analysis fees in
commercial accounts which price structure varies according to transaction volume, compensating deposit
balances and earnings credit given to the customer which also varies with interest rates;

Other operating income increased by $4.9 million. During the nine months ended September 30, 2008, the
Corporation realized the $21.1 million gain on the sale of the New York real estate property and also a
$12.8 million gain on the sale of six retail bank branches of BPNA in Houston, Texas to Prosperity Bank in
January 2008. The impact of these two items was offset in part by lower revenues derived from investments
accounted for under the equity method and lower other referral and escrow closing services income from
E-LOAN due to the downsizing of its operations, among the principal factors.

The variances in those categories for the nine-month period were partially offset by:
Lower net gain on sale and valuation adjustments of investment securities by $43.4 million. The decrease in the
net gain on sale of investment securities for the nine-month period ended September 30, 2008, compared with
the same period in 2007, was mostly related to $118.7 million in realized gains on the sale of the Corporation s
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interest in Telecomunicaciones de Puerto Rico, Inc. ( TELPRI ) during the first quarter of 2007. This was
partially offset by $49.3 million in realized gains due to the redemption by Visa of shares of common stock
held by the Corporation during the first quarter of 2008 and by $28.3 million in capital gains from sales of
$2.4 billion in U.S. agency securities during the second quarter of 2008. The proceeds from the sale of
securities in the second quarter of 2008 were reinvested primarily in U.S. agency securities, and to a lesser
extent in mortgage-backed securities with a longer average duration.
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Lower gain on sales of loans and unfavorable valuation adjustments on loans held-for-sale, which are broken
down as follows:

Quarter ended September 30, Nine months ended September 30,
(In thousands) 2008 2007 $ Variance 2008 2007 $ Variance
Gain on sales of loans $6,877 $10,227 $(3,350) $25,923 $46,161 $(20,238)
Lower of cost or market
valuation adjustment on
loans held-for-sale (355) (3,252) 2,897 (227) (5,937) 5,710
Total $6,522 $ 6,975 $ 453) $25,696 $40,224 $(14,528)

The decrease in gains on sales of loans for the nine months ended September 30, 2008, when compared to the same
period of the previous year, was primarily related to lower origination volumes and lower yields at E-LOAN due to
the weakness in the U.S. mainland mortgage and housing market and to the downsizing of E-LOAN s operations,
partially offset by higher gain on the sales of Small Business Administration ( SBA ) loans by the U.S. banking
subsidiary and higher gain on the sales of leases by the U.S. leasing subsidiary.

OPERATING EXPENSES

Refer to Table E for a breakdown of operating expenses of the continuing operations by major categories.

TABLE E

Operating Expenses

Quarter ended September 30, Nine months ended September 30,
(In thousands) 2008 2007 $ Variance 2008 2007 $ Variance
Personnel costs $148,230 $145,273 $ 2,957 $459,515 $457,774 $ 1,741
Net occupancy
expenses 26,510 27,083 (573) 81,218 76,185 5,033
Equipment expenses 26,305 28,324 (2,019) 84,312 87,259 (2,947)
Other taxes 13,301 12,766 535 39,905 35,644 4,261
Professional fees 31,780 29,498 2,282 88,964 87,689 1,275
Communications 12,574 15,115 (2,541) 38,137 44,669 (6,532)
Business promotion 16,216 27,479 (11,263) 51,064 83,410 (32,346)
Printing and supplies 3,269 3,760 (491) 10,763 11,536 (773)
Other operating
expenses 40,764 27,429 13,335 113,722 81,176 32,546
Amortization of
intangibles 3,966 2,234 1,732 8,948 8,030 918
Total $322,915 $318,961 $ 3,954 $976,548 $973,372 $ 3,176

Personnel expenses rose by 2%, compared with the same quarter of the previous year. The increase in personnel costs
is primarily a result of annual salary revisions and lower deferred salaries as a result of lower volume of loan
originations. Excluding PFH, FTEs were 10,744 as of September 30, 2008, a decrease of 503 from the same date in
2007. This reduction was mainly due to a reduction in E-LOAN s headcount as a result of the E-LOAN Restructuring
Plan by 506 full-time equivalent employees ( FTEs ), when compared to September 30, 2007.

Professional fees for the quarter ended September 30, 2008 increased when compared to the same quarter of 2007 as a
result of consulting and advisory services associated to the U.S. sale transactions and valuation services. This was
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partially offset by lower loan origination costs, such as appraisals and title recording fees, at E-LOAN, and temporary
workforce services. For the quarter ended September 30, 2008, other operating expenses increased when compared to
the same quarter of the previous year mainly due to higher FDIC insurance assessments, credit card interchange and
processing costs, repossessed property expenses, and losses on disposition of assets, among others. There was also a
higher amortization of intangibles for the quarter ended September 30, 2008 mostly due to fair value revisions to core
deposit intangibles on the acquisition of the Citibank retail branches in Puerto Rico based on final analyses completed
this quarter.
Partially offsetting these increases in quarterly results were reductions in business promotion, communication
expenses, and equipment expenses. The reduction in business promotion for the quarter resulted principally from the
downsizing of E-LOAN s operations and from cost control measures on marketing expenditures. The decrease in
communication expenses for the quarter ended September 2008, compared with the same quarter in 2007, was
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mainly due to lower telephone expenses, including savings derived from changes in telephone communication
technology. Equipment expenses also decreased primarily associated with E-LOAN.

For the nine-month period ended September 30, 2008, operating expenses for the continuing operations increased less
than 1% compared with the same period of the previous year. Similar factors as described for the quarterly results
principally impacted the variances. In addition, net occupancy expenses increased by 7% for the nine-month period
ended September 30, 2008, when compared to the same period of the previous year mainly due to higher electricity
and rental expenses. Increases in other taxes for the nine months ended September 30, 2008, when compared to the
same period of 2007, resulted from higher personal property taxes resulting from tax settlement from previous years in
certain Puerto Rico municipalities.

INCOME TAXES

Income tax expense from continuing operations amounted to $148.3 million for the quarter ended September 30,
2008, compared with income tax expense of $23.1 million for the same quarter of 2007. As previously indicated in the
Overview section of this MD&A, during the quarter ended September 30, 2008, the Corporation recorded a valuation
allowance on deferred tax assets of the U.S. mainland operations of $360.4 million. The recording of this valuation
increased income tax expense by $189.2 million on the continuing operations and $171.2 million on the discontinued
operations for the quarter and year-to-date periods ended September 30, 2008. The deferred tax assets and full
valuation allowance pertains to the continuing operations for statement of condition purposes.

The components of the income tax expense (benefit) for the continuing operations for the quarter ended September 30,
2008 is as follows:

Puerto Rico and other

jurisdictions U.S. jurisdiction Consolidated
% of % of % of

pre-tax pre-tax pre-tax
(In thousands) Amount income Amount loss Amount loss
Computed income tax at
statutory rates $ 13,356 39% $ (33,989) 35% $ (20,633) 33%
Benefits of net tax
exempt interest income (14,811) 43) (929) 1 (15,740) 25
Effect of income subject
to preferential tax rate 66 66
Difference in tax rates
due to multiple
jurisdictions 1,456 4 1,456 2)
Deferred tax valuation
allowance 189,232 (195) 189,232 (301)
State taxes and others (929) 3) (5,144) 5 (6,073) 10
Income tax expense
(benefit) $ (862) (3%) $149,170 (154%) $148,308 (235%)

Income tax expense for the continuing operations amounted to $152.5 million for the nine-month period ended
September 30, 2008, compared with $105.6 million for the same period in 2007. The increase in income tax expense
was primarily due to the impact on the recording of the valuation allowance previously indicated, partially offset by
lower pre-tax earnings, and higher exempt interest income net of disallowance of expenses attributed to such exempt

income.
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The Corporation s deferred tax assets as of September 30, 2008 amounted to $1.0 billion ($663 million, net of the
valuation allowance) compared to $520 million as of December 31, 2007. Note 21 to the consolidated financial
statements provides the composition of the net deferred tax assets as of such dates. Of the deferred tax assets as of
September 30, 2008, $322 million are related to the Corporation s U.S. mainland operations (net of the valuation
allowance) and $341 million pertain to the Puerto Rico operations. Of the amount related to the U.S. operations,
without considering the valuation allowance, $358 million is attributable to net operating losses of such operations,
which had an expiration term of up to 20 years. The Corporation assessed the realization of the deferred tax assets by
weighting all available negative and positive evidence, including future profitability, taxable income on carryback
years and tax planning strategies. This evaluation was made in accordance with SFAS No. 109 Accounting for Income
Taxes ( SFAS No. 109 ) which requires the recognition of a valuation allowance for the deferred tax assets if it is more
likely than not (a
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likelihood of more than 50%) that some portion or all of the deferred tax asset will not be realized. The realization of
the deferred tax assets is dependent upon the generation of enough taxable income before the end of the expiration
period.

The Corporation s U.S. mainland operations are in a cumulative loss position for the three-year period ended
September 30, 2008. For purposes of assessing the realizability of the deferred tax assets in the U.S. mainland, this
cumulative taxable loss position is considered significant negative evidence and has caused us to conclude that the
Corporation will not be able to fully realize the deferred tax assets in the future. However, management has also
concluded that $322 million of the U.S. deferred tax assets will be realized. In making this analysis, management
evaluated the factors that contributed to these losses in order to assess whether these factors were temporary or
indicative of a permanent decline in the earnings of the U.S. mainland operations. Based on the analysis performed,
management determined that the cumulative loss position was caused primarily by a significant increase in credit
losses in two of its main businesses due to the unprecedented current credit market conditions, losses related to the
PFH discontinued business, and restructuring charges. In assessing the realizability of the deferred tax assets,
management has considered all four sources of taxable income mentioned in SFAS No. 109 and described in the
Critical Accounting Policies / Estimates section of this MD&A, including its forecast of future taxable income, which
includes assumptions about the unprecedented deterioration in the economy and in credit quality. The forecast
includes cost reductions initiated in connection with the reorganization of the U.S. mainland operations and two
tax-planning strategies. The two strategies considered in management s analysis include reducing the level of interest
expense in the U.S. operations by transferring such debt to the Puerto Rico operations and the transfer of a profitable
line of business to the U.S. mainland operations. Based on the analysis as of September 30, 2008, and the weight of
the evidence available, management determined that the Corporation s U.S. operations will not generate sufficient
taxable income in the foreseeable future to fully realize the deferred tax assets. Accordingly, management concluded
that it is more likely than not that the Corporation will not be able to fully realize the benefit of these deferred tax
assets and thus, a valuation allowance for $360.4 million was recorded during the third quarter of 2008. Management
will reassess the realizability of the deferred tax assets during the fourth quarter of the year. If future events differ
from management s September 30, 2008 assessment, an additional or full valuation allowance may need to be
established which would likely have a material adverse effect on the Corporation's results of operations, financial
condition and capital position.

Refer to Note 21 to the consolidated financial statements for further information on the Corporation s income taxes.
Also, you can refer to Item 1A. Risk Factors of this Form 10-Q for additional information.

REPORTABLE SEGMENT RESULTS

The Corporation s reportable segments for managerial reporting purposes consist of Banco Popular de Puerto Rico,
EVERTEC and Banco Popular North America. These reportable segments pertain only to the continuing operations of
Popular, Inc. As previously indicated, the operations of PFH that were considered a reportable segment were
discontinued in the third quarter of 2008. Also, a Corporate group has been defined to support the reportable
segments. For managerial reporting purposes, the costs incurred by the corporate group are not allocated to the
reportable segments. For a description of the Corporation s reportable segments, including additional financial
information and the underlying management accounting process, refer to Note 25 to the consolidated financial
statements. Financial information for interim periods prior to 2008 was restated to conform to the 2008 presentation.
The Corporate group had a net loss of $138.0 million in the third quarter of 2008, compared with a net loss of

$7.9 million in the same quarter of 2007. The Corporate group had net loss of $157.1 million for the nine months
ended September 30, 2008, compared with net income of $66.4 million for the same period in 2007. The Corporate
group's financial results for the quarter and nine months ended September 30, 2008 included an unfavorable impact to
income taxes due to an allocation (for segment reporting purposes) of $116.3 million of the $360.4 million valuation
allowance on the deferred tax assets of the U.S. mainland operations to Popular North America ( PNA ), holding
company of the U.S. operations. PNA files a consolidated tax return. During the nine months ended September 30,
2007, the Corporate group realized net gains on the sale and valuation adjustment of investment securities
approximating $107.3 million, mainly due to gains on the sale of the Corporation s interest in TELPRI during the first
quarter of 2007.
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Highlights on the earnings results for the reportable segments are discussed below.
Banco Popular de Puerto Rico
The Banco Popular de Puerto Rico reportable segment reported net income of $35.4 million for the quarter ended
September 30, 2008, a decrease of $44.8 million, or 56%, when compared with the same quarter in the previous year,
primarily associated to an increase in the provision for loan losses. The main factors that contributed to the variance in
results for the quarter ended September 30, 2008, when compared to the third quarter of 2007, included:
lower net interest income by $3.4 million, or 1%, primarily due to a lower rate environment in the
latter part of 2007 and 2008. The lower market rates had a negative impact in the average yield of
commercial and construction loans, as well as on the yield of floating rate collateralized mortgage
obligations. In addition, the Corporation s strategy of not renewing low yielding investments
contributed to a lower average balance in the investments category. Furthermore, the acquisition
of brokered certificates of deposit during the latter part of 2007 prevented the Corporation s cost of
funds from fully benefiting from the decreases in market rates. These unfavorable variances were
partially offset by a reduction in the cost of non-maturity deposits as well as a lower cost of
short-term borrowings.

higher provision for loan losses by $62.8 million, or 95%, primarily associated with the current
economic conditions, including a recessionary cycle in Puerto Rico and deteriorating credit
quality trends in the commercial and construction loan portfolios. During the quarter ended
September 30, 2008, the Corporation recorded $32.7 million in specific reserves for loans
classified as impaired under SFAS No. 114 in the Puerto Rico operations. The ratio of allowance
for loan losses to loans held-in-portfolio for the Banco Popular de Puerto Rico reportable segment
was 3.00% as of September 30, 2008, compared with 2.22% as of September 30, 2007. The
provision for loan losses represented 124% of net charge-offs for the third quarter of 2008,
compared with 136% of net charge-offs in the same period of 2007. The annualized net
charge-offs to average loans held-in-portfolio for the Banco Popular de Puerto Rico operations
was 2.60% for the quarter ended September 30, 2008, compared with 1.23% in the same quarter
of the previous year.

higher non-interest income by $3.8 million, or 3%, mainly due to a favorable variance in the
caption of other service fees during the third quarter of 2008, principally related to increase fee
income from debit cards and credit cards; partially offset by unfavorable adjustments in the value
of servicing rights primarily due to higher prepayment speed assumption. Also, there were higher
service charges on deposit accounts by $2.8 million; partially offset by lower trading profits by
$2.6 million, principally related to the mortgage banking operations.

higher operating expenses by $14.2 million, or 8%, primarily associated with higher credit card
interchange and processing costs, personnel costs, professional fees and amortization of
intangibles, among others.

lower income taxes by $31.8 million, due to an income tax benefit of $2.5 million in the third

quarter of 2008 compared to an income tax expense of $29.2 million in the same quarter of the

previous year. The variance was due to lower income before taxes and higher exempt interest

income net of disallowance of expenses related to the exempt income.
Net income for the nine months ended September 30, 2008 totaled $226.7 million, a decrease of $20.4 million, or 8%,
compared with the same period in the previous year. These results reflected:

higher net interest income by $15.2 million, or 2%;

higher provision for loan losses by $162.6 million, or 92%;
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higher non-interest income by $124.7 million, or 35%;
higher operating expenses by $45.7 million, or 8%; and

lower income tax expense by $48.1 million, or 55%.
Factors similar to those described in the quarterly variances above were the contributors to the variances in the
nine-month periods. Also included in non-interest income for the nine months ended September 30, 2008 was the gain
on redemption of Visa stock amounting to approximately $40.9 million recognized in the first quarter of 2008,
$28.3 million in gains on the sale of $2.4 billion in U.S. agency securities during the second quarter of 2008, and
higher trading profits by $8.8 million, principally due to the sale of mortgage-backed securities.
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EVERTEC

EVERTEC s net income for the quarter ended September 30, 2008 totaled $8.5 million, an increase of 5% compared

with the results of the same quarter in the previous year.

The principal factors that contributed to the variance in results for the quarter ended September 30, 2008, when

compared with the third quarter of 2007, included:
higher non-interest income by $3.8 million, or 6%, primarily due to higher transaction processing fees mainly
related to the automated teller machine ( ATM ) network and point-of-sale ( POS ) terminals, higher cash
processing fees, information technology ( IT ) consulting services and business process outsourcing, among
others.

higher operating expenses by $3.1 million, or 6%, primarily due to higher personnel, professional fees and
other operating expenses; and

higher income tax expense by $0.2 million or 6%.
Net income for the nine months ended September 30, 2008 totaled $33.7 million, an increase of $11.8 million, or
54%, compared to $21.9 million for the same period in the previous year. These results reflected:
higher non-interest income by $19.9 million, or 11%. The results for the nine months ended September 30,
2008 included $7.6 million in gains on the redemption of Visa stock held by ATH Costa Rica during the first
quarter of 2008. Also, there were higher fees related to the volume of transactions processed in the ATM
network and POS terminals, higher cash processing, item processing, payment processing, I'T consulting
services, and business process outsourcing.

higher operating expenses by $5.7 million, or 4%; and

higher income tax expense by $2.3 million, or 20%.
Banco Popular North America
Banco Popular North America reported a net loss of $139.0 million for the quarter ended September 30, 2008,
compared to a net loss of $1.1 million for the third quarter of 2007. The main factors that contributed to the quarterly
variance in this reportable segment included:

lower net interest income by $4.6 million, or 5%;

higher provision for loan losses by $103.0 million, primarily due to higher net charge-offs in the construction,
mortgage, consumer and commercial loan portfolios. During the quarter ended September 30, 2008, the
Corporation recorded $29.2 million in specific reserves for commercial, construction and mortgage loans
classified as impaired under SFAS No. 114 in the Banco Popular North America reportable segment.
Furthermore, the consumer loan portfolio has been impacted by higher losses in home equity lines of credit and
second lien mortgage loans, which similar to first mortgage loans, have been unfavorably impacted by the
deterioration in the U.S. residential housing market. The increase in the provision for loan losses considers
inherent losses in the portfolios evidenced by an increase in non-performing loans in this reportable segment by
$211 million, when compared to September 30, 2007. The ratio of allowance for loan losses to loans
held-in-portfolio for the Banco Popular North America reportable segment was 2.37% as of September 30,
2008, compared with 0.97% as of September 30, 2007. The provision for loan losses represented 185% of net
charge-offs for the third quarter of 2008, compared with 137% of net charge-offs in the same period of 2007.
The annualized net charge-offs to average loans held-in-portfolio for the Banco Popular North America
operations was 2.60% for the quarter ended September 30, 2008, compared with 0.62% in the same quarter of
the previous year.

higher non-interest income by $16.5 million, or 46%, mainly due to gains of $21.1 million on the sale of a real
estate property;
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lower operating expenses by $17.2 million, or 15%. E-LOAN s expenses were reduced by $20.2 million
principally in business promotion, personnel costs, professional fees, equipment expenses and net occupancy
expenses. The reduction at E-LOAN was partially offset by higher personnel costs by $1.3 million and other
operating expenses at the banking subsidiary, including higher FDIC assessments.
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income tax expense of $61.4 million in the third quarter of 2008, compared with income tax benefit of
$2.7 million in the third quarter of 2007. Although the BPNA reportable segment had higher operating losses in
the third quarter of 2008, the tax benefits were offset by the recording of a $94.5 valuation allowance on
deferred tax assets.

Net loss for the nine months ended September 30, 2008 totaled $175.3 million, compared to net income of

$22.8 million for the same period in the previous year. These results reflected:
higher net interest income by $1.5 million, or less than 1%;

higher provision for loan losses by $220.5 million;

lower non-interest income of $3.0 million, or 2%, mainly due to lower gain on sale of loans and valuation
adjustments on loans held-for-sale by $27.1 million primarily related to E-LOAN. This unfavorable variance
was partially offset by the $12.8 million gain on the sale of the Texas branches and $21.1 million gain in the
sale of real estate.

lower operating expenses by $46.9 million, or 14%; and

income tax expense of $33.4 million for the nine months ended September 30, 2008, compared to income tax
expense of $10.2 million for the same period in the previous year.
FINANCIAL CONDITION
Refer to the consolidated financial statements included in this report for the Corporation s consolidated statements of
condition and to Table A for financial highlights on major line items of the statements of condition. At September 30,
2008, total assets were $40.4 billion, which included $969 million from the discontinued operations. Total assets at
December 31, 2007 were $44.4 billion and $47.3 billion at September 30, 2007. Assets from discontinued operations
consisted mostly loans and mortgage servicing related assets. Total liabilities for the discontinued operations were
$180 million, mostly in the form of secured borrowings.
Investment securities
A breakdown of the Corporation s investment securities available-for-sale and held-to-maturity is provided in Table F.
Notes 6 and 7 to the consolidated financial statements provide additional information by contractual maturity
categories and unrealized gains / losses with respect to the Corporation s available-for-sale and held-to-maturity
investment securities portfolio. The Corporation holds investment securities primarily for liquidity, yield enhancement
and interest rate risk management. The portfolio primarily includes very liquid, high quality debt securities.
TABLE F

Breakdown of Investment Securities Available-for-Sale and Held-to-Maturity

September December September
30, 31, 30,

(In millions) 2008 2007 Variance 2007 Variance
U.S. Treasury securities $ 4642 $ 471.1 $ (6.9 $ 4758 $ (11.6)
Obligations of U.S. Government
sponsored entities 5,111.3 5,893.1 (781.8) 6,014.6 (903.3)
Obligations of Puerto Rico, States
and political subdivisions 286.4 178.0 108.4 178.3 108.1
Collateralized mortgage obligations 1,553.1 1,396.8 156.3 1,469.7 83.4
Mortgage-backed securities 850.5 1,010.1 (159.6) 949.5 (99.0)
Equity securities 14.7 34.0 (19.3) 41.3 (26.6)
Others 8.4 16.5 (8.1) 28.6 (20.2)
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The vast majority of these investment securities, or approximately 97%, are rated the equivalent of AAA by the major
rating agencies. The mortgage-backed securities ( MBS ) and collateralized mortgage obligations ( CMOs ) are
investment grade securities, all of which are rated AAA by at least one of the three major rating agencies as of
September 30, 2008. All MBS held by the Corporation and approximately 88% of the CMOs held as of September 30,
2008 are guaranteed by government sponsored entities.

105

Table of Contents 59



Table of Contents

Edgar Filing: JETBLUE AIRWAYS CORP - Form 4

The decline in the Corporation s available-for-sale and held-to-maturity investment portfolios from the end of the third
quarter of 2007 and year-end 2007 to September 30, 2008 was mainly associated with maturities of securities.

Loan portfolio

A breakdown of the Corporation s loan portfolio, the principal category of earning assets, at period-end, is presented in

Table G.
TABLE G

Loans Ending Balances

(In thousands)

Loans held-in-portfolio,
net of unearned:
Commercial
Construction

Lease financing
Mortgage (1)

Consumer

Total loans
held-in-portfolio

Loans held-for-sale

measured at lower of cost

or market:
Commercial
Lease financing
Mortgage
Consumer

Total loans held-for-sale
measured at lower of cost
or market

(1) Includes
residential
construction.

(2) Loans from
discontinued
operations for
the period ended
September 30,

Table of Contents

September 30,
2008(2)

$13,832,344
2,134,250
1,124,021
4,487,501
4,757,919

$26,336,035

$ 24,920

220,214

$ 245,134

December 31,
2007

$13,661,643
1,941,372
1,097,803
6,071,374
5,249,264

$28,021,456

$ 24,148
66,636
1,363,426
435,336

$ 1,889,546

Variance
September 30,
2008
Vs.
December 31,
2007

$ 170,701

192,878

26,218
(1,583,873)
(491,345)

$(1,685,421)

$ 772
(66,636)
(1,143,212)
(435,336)

$(1,644,412)

September 30,
2007

$13,706,245
1,757,589
1,156,773
10,480,501
5,796,393

$32,897,501

$ 63,228

360,075

$ 423,303

Variance
September 30,
2008
Vs.
September 30,
2007

$ 126,099
376,661
(32,752)

(5,993,000)
(1,038,474)

$(6,561,466)

$ (38,308)

(139,861)

$ (178,169)
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2008 are

presented as

part of Assets

from
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operations in the

consolidated

statement of

condition. Refer

to Note 3 to the

consolidated

financial

statements for

further

information.
The growth in the commercial and construction loan portfolio was principally attained at the BPPR and BPNA
segments. The growth in the construction loan portfolio included loans to builders and developers of residential real
estate and other commercial property.
The reduction in mortgage loans held-in-portfolio from December 31, 2007 to September 30, 2008 was primarily due
to the discontinued operations of PFH. As of December 31, 2007 the PFH reportable segment had $1.4 billion in
mortgage loans held-in-portfolio. Also, the decrease was due to the securitization into FNMA mortgage-backed
securities of approximately $307 million ( UPB ) of residential mortgage loans by BPPR in the second quarter of 2008.
As indicated previously in the Non-Interest Income section of this MD&A, $232 million of these MBS were sold in
the secondary markets during the second quarter of 2008. The sale proceeds were reinvested in U.S. agency securities.
The objective of the sale was to reduce the Corporation s level of mortgage loans retained in portfolio and enhance its
return on risk-weighted capital. The decrease in mortgage loans held-for-sale was associated to the origination and
pooling of loans by E-LOAN and the mortgage banking subsidiary in the Puerto Rico operations. The reduction in
mortgage loans held-in-portfolio from September 30, 2007 to the same date in 2008 was influenced by similar factors
coupled with the impact of the recharacterization transaction completed by PFH in December 2007 which, at that
time, resulted in a reduction of approximately $3.2 billion in loans. The PFH reportable segment held $5.9 billion in
mortgage loans held-in-portfolio at September 30, 2007.
The decrease in consumer loans held-in-portfolio from December 31, 2007 to September 30, 2008 was mainly due to
the impact of the reclassification of PFH s discontinued operations as well as the sales of auto loan portfolios by
E-LOAN during June 2008 and lower volume of personal loans in Banco Popular de Puerto Rico operations. The PFH
reportable segment held consumer loans held-in-portfolio amounting to $242 million at December 31, 2007 and
$1.0 billion at September 30, 2007.
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The reduction in mortgage and consumer loans held-for-sale from the end of 2007 to September 30, 2008 was mainly
due to the sale of $1.4 billion of PFH s loans to American General on March 1, 2008. The decrease in the lease
financing portfolio held-for-sale from December 31, 2007 to September 30, 2008 was principally due to the sale of
approximately $66 million of lease financings by Popular Equipment Finance, a subsidiary of BPNA, during the first

quarter of 2008.
Other assets

Table H provides a breakdown of the Other Assets caption presented in the consolidated statements of condition. The
other assets related to the discontinued operations were disclosed separately.

TABLE H

Breakdown of Other Assets

(In thousands)

Net deferred tax assets
Securitization advances and
related assets

Bank-owned life insurance
program

Prepaid expenses
Investments under the
equity method

Derivative assets

Trade receivables from
brokers and counterparties
Others

Total

(1) Other assets
from
discontinued
operations for
the period ended
September 30,
2008 are
presented as
part of Assets
from
discontinued
operations in the
consolidated
statement of
condition. Refer
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September 30,

2008(1)

$ 663,260

222,298
153,698

117,766
50,335

17,100
187,762

$1,412,219

December 31,

2007
$ 525,369
168,599

215,171
188,237

89,870
76,958

1,160
191,630

$1,456,994

Variance

September 30,

2008
Vs.

December 31,

2007
$ 137,891
(168,599)

7,127
(34,539)

27,896
(26,623)

15,940
(3,868)

$ (44,775)

September 30,

2007
$ 420,288
82,980

212,698
187,725

85,806
64,981

8,714
181,497

$1,244,689

Variance

September 30,

2008
Vs.

September 30,

2007
$ 242,972
(82,980)

9,600
(34,027)

31,960
(14,646)

8,386
6,265

$ 167,530
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to Note 3 to the

consolidated

financial

statements for

further

information on

the discontinued

operations.

Deferred tax

assets, net of the

valuation

allowance, for

statement of

condition

purposes are

included as part

of continuing

operations as of

September 30,

2008.

Explanations for the principal variances in the continuing operations from December 31, 2007 and September 30,
2007 to September 30, 2008 were:

Increase in net deferred tax assets was mostly due the net operating losses of the U.S. operations recognized
during the nine months ended September 30, 2008 and an increase related to timing differences in the
recognition of the provision for loan losses under GAAP and actual net charge offs under the tax code, partially
offset by the aforementioned recording of the valuation allowance on deferred tax assets of the U.S. operations.
Refer to the Income Tax section of this MD&A for further information and to Note 21 to the consolidated
financial statements for a detail of deferred tax assets.

Securitization advances and related assets as of December 31, 2007 and September 30, 2007 pertained to the

PFH reportable segment that was discontinued in 2008. Related balances outstanding as of September 30, 2008

are included as part of Assets from discontinued operations in the consolidated statement of condition.
Other assets from the discontinued operations amounted to $282 million at September 30, 2008, compared to
$204 million at December 31, 2007 and $108 million at September 30, 2007. These other assets consisted principally
of servicing advances. The increase in servicing advance requirements was primarily as a result of slower prepayment
rates and higher delinquency levels. The Corporation, acting as a servicer in certain PFH securitization transactions, is
required under certain servicing agreements to advance its own funds to meet contractual remittance requirements for
investors, process foreclosures and pay property taxes and insurance premiums. Funds are also advanced to maintain
and market real estate properties on behalf of investors. As the servicer, the Corporation is required to advance funds
only to the extent that it believes the advances are recoverable. The advances have the highest standing in terms of
repayment priority over payments made to bondholders of each securitization trust. The Corporation funds these
advances from several internal and external funding sources. As of September 30, 2008, the servicing advances were
held-for-sale and accounted at lower of cost or market value, with value indicators determined based on the price
terms stipulated in the agreement with the prospective third-party buyer indicated in
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Note 3 to the consolidated financial statements. As of December 31, 2007 and September 30, 2007, the servicing
advances were accounted at cost and were deemed collectible in full.

Deposits, borrowings and capital

The composition of the Corporation s financing to total assets at September 30, 2008 and December 31, 2007 is
included in Table I as follows:

TABLE 1

Financing to Total Assets

% increase

(decrease) from % of total assets

September December December 31, September  December
30, 31, 2007 to 30, 31,
September 30,
(Dollars in millions) 2008 2007 2008 2008 2007
Non-interest bearing deposits $ 4,066 $ 4511 (9.9%) 10.0% 10.2%
Interest-bearing core deposits 15,978 15,553 2.7 39.6 35.0
Other interest-bearing deposits 7,868 8,271 4.9) 19.5 18.6
Federal funds and repurchase
agreements 3,730 5,437 (31.4) 9.2 12.2
Other short-term borrowings 507 1,502 (66.2) 1.3 34
Notes payable 4,242 4,621 (8.2) 10.5 10.4
Others 992 934 6.2 2.5 2.1
Stockholders equity 3,007 3,582 (16.1) 7.4 8.1
A breakdown of the Corporation s deposits at period-end is included in Table J.
TABLE J
Deposits Ending Balances
Variance Variance
September 30, September 30,
September 30, December 31, 2008 Vs. September 30, 2008 Vs.
December 31, September 30,
(In thousands) 2008 2007 2007 2007 2007
Demand deposits * $ 4,731,724 $ 5,115,875 $ (384,151) $ 4,641,736 $ 89,988
Savings, NOW and
money market deposits 9,884,674 9,804,605 80,069 9,328,094 556,580
Time deposits 13,294,999 13,413,998 (118,999) 12,631,685 663,314
Total $27,911,397 $28,334,478 $ (423,081) $26,601,515 $ 1,309,882

*  Includes interest
and non-interest
bearing demand
deposits.
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Brokered certificates of deposit totaled $3.1 billion at September 30, 2008 and December 31, 2007, and represented
11% of total deposits. Brokered certificates of deposit amounted to $2.1 billion at September 30, 2007, or 8% of total
deposits. Brokered certificates of deposit, which are typically sold through an intermediary to small retail investors,
provide access to longer-term funds that are available in the market area and provide the ability to raise additional
funds without pressuring retail deposit pricing. One of the strategies followed by management in response to the
unprecedented market disruptions during 2007 was the utilization of brokered certificates of deposit to replace
uncommitted lines of credit. Management reduced partially the overall outstanding balance of brokered certificates of
deposit during the quarter ended June 30, 2008 when brokered certificates of deposit totaled $2.1 billion. This
reduction was replaced with short-term borrowings. During the quarter ended September 30, 2008, the Corporation s
banking subsidiary in Puerto Rico increased brokered certificates of deposit to further strengthen its level of on-hand
liquidity amidst the recent financial industry developments of the third quarter.

The decrea
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