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March 13, 2017 

Chairman’s Letter 

We are happy to report to you that 2016 was another excellent year for Interaudi Bank. 

In the United States, the economy continued to grow and create jobs at a slow but steady rate. The 
unemployment rate has dipped below 5% and GDP continues to grow at around 2% per year. The Federal 
Reserve increased rates once in December. While rates remain at very low levels, the inflationary fiscal 
policies that are cornerstones of the new Trump administration could lead to a sustained increase in rates. 
Although real estate remained robust across most of the country, the Miami real estate market showed signs of 
weakness in light of increased supply and a stronger dollar (discouraging certain international buyers). 

Internationally, Europe continues to struggle in light of the Brexit vote in the United Kingdom and the rise of 
populist parties and politicians across the continent. Emerging markets stabilized after a difficult 2015 
although prospects remain far from certain due to depressed commodity prices, political instability and a 
retreat in international trade. 

In this economic context, Interaudi Bank continues to steadily grow its client base and improve its service 
offering. The bank has been particularly active last year in improving its systems and infrastructure to 
accommodate this growth. 2016 marks a continuation of our record of uninterrupted yearly profits since our 
creation in 1983. 

Deposits were slightly up from $1.617 to $1.619 billion.  Liquidity remained very high, with cash, cash 
equivalents and short term deposits with banks at $662 million, and portfolio investments (mostly U.S. 
government agency or corporate securities) at $355 million. Highly liquid assets totaled $1.018 billion (63% 
of our total deposits), a continuing indicator of the conservatism and strength of our Bank. 

We increased our loan book by 10% while maintaining our high lending standards.  We anticipate no 
significant loan losses in the current environment. 

Our risk-based total capital ratio stood at 17.84% at year-end (significantly above the regulatory requirement). 

Net income for the year stood at $21.4 million pre-tax, and $12.8 million after taxes, an increase of 38% over 
the previous year. 

The Board of Directors has voted a dividend distribution of $30 per share, representing 38% of profits. 

We remain determined to provide quality banking services to a select group of customers, and we are 
committed to maintaining the conservative, personalized style of banking that has retained the trust and 
confidence of our clients over the years. 

As these results and commitments are a team effort, I would like to thank members of our Board of Directors, 
officers and staff for their loyalty and professionalism, and express our gratitude to our customers for their 
continued confidence and friendship. 

Joseph G. Audi 
Chairman and CEO 
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NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
The general component covers non-impaired loans and is based on historical loss experience adjusted for current 
factors. The historical loss experience is determined by portfolio segment and is based on the actual loss history 
experienced by the Bank over the most recent seven years. This actual loss experience is supplemented with other 
economic factors based on the risks present for each portfolio segment. These economic factors include 
consideration of the following:  levels of and trends in delinquencies and impaired loans; levels of and trends in 
charge-offs and recoveries; trends in volume and terms of loans; effects of any changes in risk selection and 
underwriting standards; other changes in lending policies, procedures, and practices; experience, ability, and depth 
of lending management and other relevant staff; national and local economic trends and conditions; industry 
conditions; and effects of changes in credit concentrations. The following portfolio segments have been identified:  
bank guarantees or cash deposit, commercial real estate and construction loans, residential mortgages, marketable 
securities, other collateral and unsecured loans.  
 
The risk characteristics of each of the identified portfolio classes are as follows: 
 

Bank Guarantees or Cash Deposit:  Pledged deposit loans represent a minimal risk of loss as they are 
collateralized by either cash at the Bank or a letter of credit from another financial institution. The Bank 
generally has an unconditional right of offset for any delinquencies. 
 
Commercial Real Estate and Construction Loans:  Commercial real estate loans are secured by multi-family 
and nonresidential real estate and generally have larger balances and involve a greater degree of risk than 
residential real estate loans. Commercial real estate loans depend on the global cash flow analysis of the 
borrower and the net operating income of the property, the borrower’s expertise, credit history and profitability, 
and the value of the underlying property. Commercial real estate is also subject to adverse market conditions 
that cause a decrease in market value or lease rates, obsolescence in location or function and market conditions 
associated with oversupply of units in a specific region. Construction loans represent an increased risk as the 
property does not have a use or potential cash flow during this time. Bank involvement from the beginning of 
the loan to completion of the construction is vital. Construction loans are generally controlled through 
controlled draws upon percentage of completion verified by an independent party. 
 
Residential Mortgages:  Residential real estate loans are generally made on the basis of the borrower’s ability to 
make repayment from his or her employment income or other income, and which are secured by real property 
whose value tends to be more easily ascertainable. Repayment of residential real estate loans is subject to 
adverse employment conditions in the local economy leading to increased default rate and decreased market 
values from oversupply in a geographic area. In general, residential real estate loans depend on the borrower’s 
continuing financial stability and, therefore, are likely to be adversely affected by various factors, including job 
loss, divorce, illness or personal bankruptcy. Furthermore, the application of various federal and state laws, 
including federal and state bankruptcy and insolvency laws, may limit the amount that can be recovered on such 
loans. 
 
Marketable Securities:  Loans secured by marketable securities represents a low credit risk and are controlled 
by daily mark-to-market of the collateral and a right to liquidate the collateral under certain conditions. 
 
Other Collateral:  Loans secured by other collateral such as receivables, inventory, art and partnership interests. 
 
Unsecured Loans:  Unsecured loans are generally made on the basis of the borrower’s ability to make 
repayment from his or her employment income or other income. 
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NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Income Taxes:  Deferred tax assets or liabilities are recognized for the estimated future tax effects attributable to 
temporary differences and carryforwards. A temporary difference is the difference between the tax basis of an asset 
or liability and its reported amount in the consolidated financial statements. A valuation allowance, if any, is 
recorded to reduce deferred tax assets to an amount that “more likely than not” will be realized. Deferred tax assets 
and liabilities are determined at currently enacted income tax rates applicable to the period in which the deferred tax 
assets and liabilities are expected to be realized or settled. As changes in tax laws or rates are enacted, deferred tax 
assets and liabilities are adjusted through the provision for income taxes. 
 
The Bank recognizes the financial statement effects of a tax position when it is “more likely than not” based on the 
technical merits, that the position will be sustained upon examination. The amount recognized is the largest amount 
of tax benefit that is greater than 50% likely of being realized on examination. For tax positions not meeting the 
“more likely than not” test, no tax benefit is recorded. Interest related to income taxes if any, is included in income 
tax expense while tax penalties are included in other expenses in the consolidated statements of income. 
 
Fair Value Measurement:  The Bank uses fair value measurement on certain financial instruments. The fair value of 
a financial instrument is the amount that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between willing market participants at the measurement date (i.e., the exit price). When determining the 
fair value for assets and liabilities carried at fair value, the Bank considers the principal or most advantageous 
market in which it would transact and uses assumptions that market participants would use when pricing the asset or 
liability. The assets and liabilities measured at fair value are available-for-sale securities and foreign exchange 
forward contracts. 
 
The Bank's measurement of fair values is based upon quoted market prices, where available. If listed prices or 
quotes are not available, fair value is based upon either using broker or dealer quotes or internally developed models 
that use primarily independently-sourced market parameters, including interest rate yield curves and currency rates. 
Valuation adjustments may be made to ensure that financial instruments are recorded at fair value. These 
adjustments include amounts to reflect counterparty credit quality and the Bank's creditworthiness that are applied 
consistently over time. Fair value estimates involve uncertainties, and matters of significant judgment regarding 
interest rates, credit risk, prepayments and other factors, especially in the absence of broad markets for particular 
items and changes in assumptions in market conditions could significantly affect these estimates. 
 
The Bank also utilizes a three-level hierarchy for disclosure of fair value measurements. The valuation hierarchy is 
based upon the transparency of inputs to the valuation of an asset or liability as of the measurement date. The three 
levels are defined as follows: 
 

Level l:  Quoted market prices for identical instruments in active markets. 
 
Level 2:  Quoted prices for similar instruments in active markets; quoted prices for identical or similar products 
in markets that are not active; and model-derived valuations in which all significant inputs and significant value 
drivers are observable in active markets. 
 
Level 3:  Model-derived valuations in which one or more significant inputs or significant value drivers are 
unobservable. 
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NOTE 3 – INVESTMENT SECURITIES (Continued) 
 
The amortized cost and fair value of available-for-sale and held-to-maturity securities by contractual maturity at 
December 31, 2016, are shown below. Expected maturities may differ from contractual maturities because 
borrowers may have the right to call or prepay obligations with or without call or prepayment penalties. Securities 
not due at a single maturity date are shown separately. 
 
 Amortized 
 Cost Fair Value 
 Available-for-sale securities 
  Due in one year or less $ 36,031,738 $ 36,086,495 
  Due after one year through five years  55,870,619  55,879,918 
 
 Government guaranteed mortgage-backed securities  1,301,935  1,347,515 
 Mortgage-backed securities issued or guaranteed by 
   U.S. government-sponsored entities  134,915,242  134,131,843 
 Asset-backed securities  48,259,880  47,152,629 
 Money market and other investment funds  2,571,977  2,571,977 
    278,951,391  277,170,377 
 
  
 Held-to-maturity securities 
  Due after one year through five years  24,990,539  24,972,700  
  
 Mortgage-backed securities issued or guaranteed by 
   U.S. government-sponsored entities  53,570,380  53,389,612 
    78,560,919  78,362,312 
 
   $ 357,512,310 $ 355,532,689 
 
 
The proceeds from sales and calls of securities and the associated gains and losses are listed below: 
 
 2016 2015 
 
Proceeds  
 Calls $   184,980,000  $   115,000,000 
 Sales       44,544,526 16,414,957 
  
 Gross gains        319,109       173,028 
 Gross losses     (122,480)                      - 
 
The tax provision related to these net realized gains and losses was $81,525 and $71,236, respectively. 
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NOTE 4 – LOANS AND ALLOWANCE FOR LOAN LOSSES (Continued) 
 
There were two loans with a recorded investment of $5,949,662 and one loan with a recorded investment of 
$265,057 past due 90 days or more and still accruing as of December 31, 2016 and 2015, respectively.  
 
As of December 31, 2016 and 2015, there were no troubled debt restructured loans.  
 
A loan is considered to be in default once it is 90 days contractually past due under the modified terms. In order to 
determine whether a borrower is experiencing financial difficulty, an evaluation is performed of the probability that 
the borrower will be in payment default on any of its debt in the foreseeable future without the modification. This 
evaluation is performed under the Bank’s internal underwriting policy. 
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NOTE 5 – BANK PREMISES, EQUIPMENT, AND LEASEHOLD IMPROVEMENTS 
 
As of December 31, 2016 and 2015, bank premises, equipment, and leasehold improvements consisted of the 
following: 
 
 2016 2015 
 
 Building $ 2,000,000 $ 2,000,000 
 Furniture and equipment  5,966,926  5,359,629 
 Leasehold improvements  5,930,022  5,831,698 
    13,896,948  13,191,327 
 
 Accumulated depreciation and amortization  (10,712,293)  (9,907,927) 
 
  Total bank premises and equipment, net $ 3,184,655 $ 3,283,400 
 
Depreciation expense was $804,366 and $717,315, for 2016 and 2015, respectively. 
 
 
NOTE 6 – DEPOSITS 
 
As of December 31, 2016 and 2015, substantially all customer time deposits had maturities within one year. As of 
December 31, 2016 and 2015, interest-bearing deposits greater than $250,000 totaled $512,517,595 and 
$520,003,955 and non-interest-bearing deposits greater than $250,000 totaled $719,579,688 and $725,258,197, 
respectively. 
 
As of December 31, 2016 and 2015, scheduled maturities of brokered long-term time deposits were as follows: 
 
 Due in: 
 2018 $ 17,947,000  
 2019  5,000,000 
 2020  9,000,000 
  
 Total $ 31,947,000 
 
As of December 31, 2016 and 2015, interest-bearing deposits, which include savings, money market and time 
deposits, amounted to $702,932,458 and $716,727,670, respectively.  
 
Time deposits of more than $250,000 were $382,545,331 and $365,066,844 at year-end 2016 and 2015, 
respectively. As of December 31, 2016 and 2015, deposit overdrafts of $1,919,103 and $1,161,842, respectively, are 
included in loans. 
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NOTE 8 – BORROWINGS FROM FEDERAL HOME LOAN BANK (Continued) 
 
Each advance is payable at its maturity date, with a prepayment penalty for fixed rate advances. The advances were 
collateralized by $161,986,341 and $124,369,151 of first mortgage loans under a blanket lien arrangement and 
$6,095,416 and $21,304,273 of mortgage-backed obligations of U.S. federal agencies and U.S. government-
sponsored entities at year-end 2016 and 2015. Based on this collateral and the Bank’s holdings of FHLB stock, the 
Bank is eligible to borrow up to a total of $117,083,941 as of year-end 2016. 
 
The Federal Home Loan Bank Act requires the Bank, as a member, to purchase FHLB stock in an amount equal to 
the sum of 0.2% of its aggregate unpaid residential mortgage loan principal balances, and 4.5% of outstanding 
FHLB advances. As of December 31, 2016 and 2015, the Bank held $4,748,400 and $3,766,400 respectively, of 
FHLB stock, which is included in other assets in the consolidated statements of financial condition. 
 
Payments over the next six years, including contractual interest, are as follows: 
 

2017 $ 70,367,981 
2018   273,500 
2019   10,220,617 
2020  5,044,967 
2021  - 
 
 $ 85,907,065 
 

 
NOTE 9 – INCOME TAXES 
 
The components of the income tax provision for the years ended December 31, 2016 and 2015 were as follows: 
 
 2016 2015 
 Current tax expense 
  Federal $ 7,190,271 $ 5,549,823 
  State and local  1,977,740  1,392,586 
    9,168,011  6,942,409 
 
 Deferred tax benefit 
  Federal  (481,334)  (349,509) 
  State and local     (85,677)  6,100 
    (567,011)  (343,409) 
 
 Total income tax provision $ 8,601,000 $ 6,599,000
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NOTE 11 – FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK 
 
In the normal course of business, the Bank is party to various types of financial instruments, which involve potential 
credit and interest rate risk in excess of the amounts recognized in the consolidated statements of financial condition. 
These risks are monitored and controlled in conjunction with the Bank's on-balance sheet activities. 
 
In meeting its customers' financing needs, the Bank issues commitments to extend credit, commercial letters of 
credit, and standby letters of credit. For these types of commitments, the contractual amounts of the financial 
instruments represent the maximum potential credit risk in the event of non-performance by the counterparty. 
However, since not all commitments are drawn down prior to their expiration, the contractual amounts do not 
necessarily represent actual future liquidity and credit risk. The actual credit risk related to these activities is 
controlled by the evaluation of the customer's creditworthiness and need and extent of collateral. Management 
determines the necessity of a reserve on these lending commitments. 
 
As part of its own hedging, investing, and liquidity management activities, the Bank is party to forward contracts 
involving the purchase and sale of foreign currencies. Risks arise from the possible inability of counterparties to 
meet the terms of the contracts and from movements in exchange rates. The Bank controls the credit and exchange 
rate risks of such transactions through credit approvals, trading limits, and posting of collateral. The Bank from time 
to time will enter into interest rate swap agreements as a means of managing its interest rate risk. As of 
December 31, 2016 and 2015, there were no interest rate swap agreements outstanding. 
 
At December 31, 2016 and 2015, the fair value of foreign exchange forward contracts included in other assets and 
liabilities on the consolidated statements of financial condition was as follows: 
 
        Number of 
  Fair Value   Notional Amount   Outstanding Contracts  
   Assets Liabilities Assets Liabilities Assets Liabilities 
2016 
Foreign exchange 
  forward contracts sold $ - $ - $ - $ -  -  -  
Foreign exchange 
  forward contracts 
  purchased  -  -  -  -  -  - 
 
   $ - $ - $ - $ -  -  - 
 
2015 
Foreign exchange 
  forward contracts sold $ - $ - $ 300,000 $ -  1  - 
Foreign exchange 
  forward contracts 
  purchased  -  30,146  -  1,506,100  -  1 
 
   $ - $ 30,146 $ 300,000 $ 1,506,100  1  1 
 
As of December 31, 2016 and 2015, the Bank was party to the following outstanding financial instruments involving 
off-balance sheet risk (at their notional amounts): 
 
 2016 2015 
 
 Standby letters of credit $ 12,879,198 $ 11,842,393 
 Commercial letters of credit  626,810  216,753 
 Commitments to grant loans  101,132,688  91,602,314 
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NOTE 13 – FAIR VALUE MEASUREMENTS (Continued) 
 
The Bank used the following methods and significant assumptions to estimate fair value: 
 

Investment Securities:  The fair values for investment securities are determined by quoted market prices for 
identical instruments in active markets, if available (Level 1). For securities where quoted prices are not 
available, fair values are calculated based on market prices of similar securities or quoted prices for identical or 
similar products in markets that are not active; and model derived valuations in which all significant inputs and 
significant value drivers are observable in active markets. (Level 2). 
 
Foreign Exchange Forward Contracts:  Fair values for foreign exchange forward contracts, which also are the 
amounts recognized in the consolidated statements of financial condition, are valued using dealer or broker 
quotes that use as their basis readily observable market parameters and are classified within Level 2 of the 
valuation hierarchy. 

 
The following table presents the financial instruments measured at fair value on a recurring basis as of December 31, 
2016 and 2015, by fair valuation hierarchy: 
 
 Total 
 Carrying Value Level 1 Level 2 Level 3 
2016 
Available-for-sale securities 
 Mortgage-backed obligations of 
   U.S. federal agencies and U.S. 
   government-sponsored entities $ 135,479,358 $ - $ 135,479,358 $ - 
 Asset-backed securities  47,152,629  -  47,152,629  - 
 Corporate and other securities  91,966,413  -  91,966,413  - 
 Money market and other investment 
   funds  2,571,977  -  2,571,977  - 
 
   $ 277,170,377 $ - $ 277,170,377 $ - 
 
Foreign exchange forwards 
 Assets $ - $ - $ - $ - 
 Liabilities  -  -  -  - 
 
2015 
Available-for-sale securities 
 Mortgage-backed obligations of 
   U.S. federal agencies and U.S. 
   government-sponsored entities $ 62,765,771 $ - $ 62,765,771 $ - 
 Asset-backed securities  64,346,859  -  64,346,859  - 
 Corporate and other securities  169,399,946  -  169,399,946  - 
 Money market and other investment 
   funds  2,614,990  -  2,614,990  - 
 
   $ 299,127,566 $ - $ 299,127,566 $ - 
 
Foreign exchange forwards 
 Assets $ - $ - $ - $ - 
 Liabilities  30,146  -  30,146  - 
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