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March 4, 2016
Chairman’s Letter
It is my honor to report to you that 2015 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 is hovering around 5% and federal deficits are at less than 3% of GDP, which puts the US in a very enviable
position as compared to many countries. The real estate market remains strong in our core markets of New York and
Miami, and has continued its recovery in most other parts of the country. The Federal Reserve maintained interest
rates at near-zero levels throughout the year but is now indicating that rates may increase in the near future.
Internationally, growth has continued to diverge amongst countries - with slow or negative growth in Europe and
Latin America. The prospect of higher U.S. interest rates, a precipitous decline in the price of oil (and many other
commodities), and a Chinese slowdown have caused several Emerging Market countries to experience heavy capital
outflows.
In this economic context, Interaudi Bank is very happy to report significant growth in 2015, with a continuation of
our record of uninterrupted yearly profits since our creation in 1983
Deposits grew 9.9% from $1.47 to $1.61 billion. Liquidity remained very high, with cash and cash equivalents at
$608.6 million, and portfolio investments (mostly U.S. government agency or corporate securities) at $465 million.
Highly liquid assets totaled $1074 million (73% of our total deposits), a continuing indicator of the conservatism
and strength of our Bank.
Loans increased by 16.4%, while high lending standards were maintained. Classified loans remained at very low
levels, and we anticipate no significant loan losses in the current environment.
Our risk-based total capital ratio stood at 16.24% at year-end (significantly above the regulatory requirement).
Net income for the year stood at $15.8 million pre-tax, and $9.2 million after taxes, an increase of 26.1% over the
previous year.
The Board of Directors has voted a dividend distribution of $23 per share, representing 40% 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 t eam 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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Crowe Horwath LLP

Independent Member Crowe Horwath International

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Interaudi Bank
New York, New York
Report on the Financial Statements
We have audited the accompanying consolidated financial statements of Interaudi Bank and Subsidiaries (the Bank),
which comprise the c onsolidated statements of fi nancial condition as of December 31, 2015 and 2014, and the
related consolidated statements of income, comprehensive income, changes in shareholders’ equity, and cash flows
for the years then ended, and the related notes to the financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We
conducted our audits in acc ordance with auditing standards generally accepted in t he United States of Am erica.
Those standards require that we p lan and perform the audit to ob tain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of m aterial misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and
fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate in
the circumstances. An a udit also in cludes evaluating the appropriateness of acco unting policies used and t he
reasonableness of si gnificant accounting estimates made by m anagement, as well as evaluating the
overall
presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

(Continued)
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Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Interaudi Bank and Subsidiaries as of Decem ber 31, 2015 and 2014, a nd the results of thei r
operations and their cash flows for the years then ended in accordance with accounting principles generally accepted
in the United States of America.
Report on Other Legal and Regulatory Requirements
We also have examined in accordance with attestation standards established by the American Institute of Certified
Public Accountants, Interaudi Bank and Subsidiaries’ internal control over financial reporting as of December 31,
2015, based on criteria established in the 2013 Internal Control Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) and our report dated February 25, 2016, expressed
an unqualified opinion.

Crowe Horwath LLP
New York, New York
February 25, 2016
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INTERAUDI BANK AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
December 31, 2015 and 2014

ASSETS
Cash and cash equivalents
Cash and due from banks
Interest-bearing deposits with banks
Total cash and cash equivalents

2015
$

468,968,621
139,696,931
608,665,552

Short-term time deposits and placements with banks

299,127,566

352,091,253

166,270,725
465,398,291

36,459,870
388,551,123

1,074,063,843

1,059,481,159

726,187,079

623,946,052

3,283,400
740,832
9,758,348

3,224,939
645,087
11,264,192

$ 1,814,033,502

$ 1,698,561,429

$

$

Loans, net
Bank premises and equipment, net
Accrued interest receivable
Other assets

Other liabilities and accrued expenses
Total liabilities
Shareholders’ equity
Common stock, $25 par value
Authorized 165,000 shares in 2015 and 2014 and
outstanding 161,200 shares in 2015 and 2014
Additional paid-in capital
Retained earnings
Accumulated other comprehensive (loss) income
Total shareholders’ equity
Total liabilities and shareholders’ equity

626,096,683
44,479,340
670,576,023
354,013

Total cash and cash equivalents, short-term deposits and
placements with banks, and investments

LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities
Deposits
Demand
Savings
Time
Total deposits
Borrowings
Securities sold under agreements to repurchase
Borrowings from Federal Home Loan Bank (FHLB)
Total borrowings

$

-

Investment securities
Available-for-sale (at fair value)
Held-to-maturity (fair value of $165,281,197 in 2015
and $36,564,491 in 2014)
Total investment securities

Total assets

2014

901,043,374
233,975,998
482,751,672
1,617,771,044

707,929,467
228,473,787
535,913,386
1,472,316,640

10,000,000
65,000,000
75,000,000

10,000,000
100,000,000
110,000,000

3,468,612

2,809,980

1,696,239,656

1,585,126,620

4,030,000
18,555,368
96,159,654
(951,176)
117,793,846
$ 1,814,033,502

4,030,000
18,455,147
89,718,256
1,231,406
113,434,809
$ 1,698,561,429

See accompanying notes to consolidated financial statements.
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INTERAUDI BANK AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
Years ended December 31, 2015 and 2014

2015
Interest and dividend income
Loans, including fees
Securities and other investments
Interest-bearing deposits with banks
Total interest and dividend income

$

Interest expense
Deposits
Borrowings
Total interest expense

31,589,913
4,426,221
1,461,240
37,477,374

2014
$

27,931,001
4,480,140
1,482,536
33,893,677

4,526,302
2,020,919
6,547,221

4,226,188
3,578,905
7,805,093

30,930,153
486,000
30,444,153

26,088,584
284,000
25,804,584

3,869,036
2,402,573
1,058,326
173,028
420,876
7,923,839

3,258,419
2,263,153
827,097
368,711
1,046,375
7,763,755

Non-interest expense
Salaries and employee benefits
Occupancy expenses
FDIC insurance premium
Depreciation and amortization
General and administrative
Total non-interest expense

14,005,469
1,285,696
985,000
717,315
5,506,114
22,499,594

13,306,502
1,165,340
824,500
664,297
5,006,271
20,966,910

Income before income tax provision
Income tax provision

15,868,398
6,599,000

12,601,429
5,250,000

Net interest income
Provision for loan losses
Net interest income after provision for loan losses
Non-interest income
Commissions, fees, and other income
Investment management fees
Foreign exchange gains, net
Securities gains, net
Other income
Total non-interest income

Net income

$

9,269,398

$

7,351,429

See accompanying notes to consolidated financial statements.
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INTERAUDI BANK AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
Years ended December 31, 2015 and 2014

2015
Net income

$

Unrealized (losses) gains on securities:
Unrealized holding (loss) gain arising
during the period
Reclassification adjustment for gains
included in net income
Tax effect
Net of tax
Comprehensive income

$

9,269,398

2014
$

7,351,429

(3,560,643)

70,074

(173,028)
1,551,089

(368,711)
140,626

(2,182,582)

(158,011)

7,086,816

$

7,193,418

See accompanying notes to consolidated financial statements.
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INTERAUDI BANK AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY
Years ended December 31, 2015 and 2014

Additional
Paid-In
Capital

Common
Stock
Balance at January 1, 2014

$

4,030,000

$

Accumulated
Other
Comprehensive
Income (Loss)

Retained
Earnings

18,372,206

$

84,952,427

$

Total

1,389,417

$ 108,744,050

-

7,351,429

Net income

-

-

7,351,429

Other comprehensive loss, net of tax

-

-

-

Stock-based compensation expense

-

82,941

-

Cash dividends declared and paid

-

-

4,030,000

18,455,147

89,718,256

1,231,406

113,434,809

Net income

-

-

9,269,398

-

9,269,398

Other comprehensive loss, net of tax

-

-

-

Stock-based compensation expense

-

100,221

-

Cash dividends declared and paid

-

-

Balance at December 31, 2014

Balance at December 31, 2015

$

4,030,000

$

18,555,368

(158,011)
-

(2,585,600)

-

(2,182,582)
-

(2,828,000)
$

96,159,654

$

(951,176)

(158,011)
82,941
(2,585,600)

(2,182,582)
100,221
(2,828,000)
$ 117,793,846

See accompanying notes to consolidated financial statements.
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INTERAUDI BANK AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2015 and 2014

2015
Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities
Securities gains, net
Net accretion of discount on securities
Amortization of loan fees
Deferred income tax benefit
Stock-based compensation expense
Depreciation and amortization
Provision for loan losses
(Increase) decrease in accrued interest receivable
Others, net
Net cash provided by operating activities

$

9,269,398

2014
$

7,351,429

(173,028)
(320,639)
(1,254,504)
(343,409)
100,221
717,315
486,000
(95,745)
4,058,974
12,444,583

(368,711)
(559,307)
(1,318,725)
(174,154)
82,941
664,297
284,000
157,840
980,324
7,099,934

354,013
(22,495,350)

(354,013)
(145,105,572)

72,216,328
(245,000,000)

102,862,370
(34,970,312)

115,191,850
(101,472,523)
(775,776)
(181,981,458)

41,697,438
(85,702,912)
(267,002)
(121,840,003)

Cash flows from financing activities
Net increase in deposits
Proceeds from borrowings from FHLB
Repayments of long-term borrowings from FHLB
Dividends paid
Net cash provided by financing activities

145,454,404
35,000,000
(70,000,000)
(2,828,000)
107,626,404

260,554,163
(20,000,000)
(2,585,600)
237,968,563

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

(61,910,471)
670,576,023

123,228,494
547,347,529

Cash flows from investing activities
Decrease (increase) in short-term time deposits and
placements with banks
Purchases of available-for-sale securities
Proceeds from sales, maturities, and prepayments of
available-for-sale securities
Purchases of held-to-maturity securities
Proceeds from calls, maturities, and prepayments of
held-to-maturity securities
Net increase in loans
Purchases of premises and equipment
Net cash used in investing activities

Cash and cash equivalents at end of year

$

608,665,552

$

670,576,023

Supplemental disclosure of cash flow information
Interest paid during the year

$

6,524,185

$

7,779,925

Income taxes paid during the year

$

6,692,451

$

5,809,000

See accompanying notes to consolidated financial statements.
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INTERAUDI BANK AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 1 – ORGANIZATION
Interaudi Bank and Subsidiaries (the Bank) was established June 6, 1983, as a commercial bank chartered by the
State of New York. The Bank is a member of the Federal Deposit Insurance Corporation (FDIC) and provides full
banking facilities to domestic and foreign clients. The Bank is subject to the regulations of certain federal and state
agencies and undergoes periodic examinations by those regulatory authorities.
NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES
Nature of Operations and Principles of Consolidation: The consolidated financial statements include the accounts of
the Bank and its wholly owned subsidiaries after elimination of all significant intercompany transactions and
balances.
The Bank provides financial services through its offices in New York City, New York and Miami, Florida. Its
primary deposit products are checking, savings, and time deposit accounts, and its primary lending products are
residential mortgages, commercial real estate and construction loans. Substantially all loans are secured by specific
items of collateral including business assets and commercial and residential real estate. There are no significant
concentrations of loans to any one industry or customer; however, the customers’ ability to repay their loans is
dependent on the real estate and general economic conditions in the area.
Use of Estimates: T he preparation of the consolidated financial statements in conformity with U.S. Generally
Accepted Accounting Principles (US GAAP) requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the
consolidated financial statements, and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.
Subsequent Events: The Bank has evaluated subsequent events for recognition and disclosure through February 25,
2016, which is the date the financial statements were available to be issued.
Cash and Cash Equivalents: For purposes of the consolidated financial statements, the Bank has defined cash and
cash equivalents as cash and due from banks, interest-bearing deposits with banks, which have an original maturity
of 90 days or less from the time of purchase, and Federal funds sold. Net cash flows are reported for customer loan
and deposit transactions, short term time deposits and placements with banks, interest bearing deposits with banks
and repurchase agreements.
Short-Term Time Deposits and Placements with Banks: From time to time, the Bank enters into certificate of
deposit transactions and placements with banks, which mature beyond 90 days but not more than 365 days.
Investment Securities: M anagement determines the appropriate classification of securities at the time of purchase.
Securities that management has the positive intent and ability to hold until maturity are classified as held-to-maturity
securities. Such securities are reported at amortized cost. Securities not classified as held-to-maturity are classified as
available-for-sale and are used as part of the Bank's asset and liability management, and may be sold in response to
changes in interest rates, prepayments, and other factors. Available-for-sale securities are stated at fair value, with the
unrealized gains and losses, net of tax, reported as a component of other comprehensive income in shareholders' equity.

(Continued)
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INTERAUDI BANK AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (Continued)
The amortized cost of securities classified as held-to-maturity or available-for-sale is adjusted for amortization of
premiums and accretion of discounts to maturity. Premiums and discounts are amortized or accreted on a straightline basis, which approximates the effective interest method. Such amortization is included in interest income on
investment securities. Realized gains and losses and, if applicable, declines in the fair value of individual securities
judged to be other-than-temporary, are included in securities gains, net in the consolidated statements of income.
Other-than-temporary impairment, which is equal to the difference between the security's amortized cost basis and
its fair value at the statement of financial condition date, is required to be separated into (i) the amount representing
the decrease in cash flows expected to be collected (hereinafter referred to as "credit loss"), which is recognized in
earnings, and (ii) the amount related to all other factors, which is recognized in other comprehensive income in
circumstances in which a holder concludes it will not recover the entire cost basis of an impaired security and the
holder does not intend to sell the security and has concluded it is not likely that they will be required to sell the
security before recovery of its amortized cost basis. If these conditions are not met, the entire unrealized loss is
recognized in income.
Gains and losses on the disposition of available-for-sale securities are recognized using the specific-identification
method in the period in which they occur.
Loans and Allowance for Loan Losses: Loans are stated at the principal balance outstanding, net of unearned fee
income and allowance for loan losses. Interest on loans is accrued based on the principal balance outstanding. Loans
are considered past due when either interest or principal is unpaid as of the contractual due date. Loans are placed on
non-accrual status when full collection of principal is uncertain or when interest and principal payments are 90 days
past due unless the loan is both well secured and in the process of collection. When interest accrual is discontinued,
all unpaid accrued interest is reversed, unless the loan is well secured and has realizable value sufficient to discharge
the loan debt including accrued interest. Interest income is subsequently recognized only to the extent cash payments
are received. Loans are returned to accrual status when loans become current as to principal and interest and have
demonstrated a sustained ability to make loan payments in accordance with contractual terms of the loan.
The allowance for loan losses is a v aluation allowance for probable incurred credit losses. The allowance is
increased by provisions charged to income and decreased by loans charged off, net of recoveries. The allowance is
based upon management's evaluation of credit risk in the loan portfolio, including such factors as the volume and
character of loans outstanding, loan loss experience, and general economic conditions.
Management believes that the allowance for loan losses is adequate. While management uses available information
to recognize losses on loans, future additions to the allowance may be necessary based on changes in economic
factors. In addition, various regulatory agencies, as an integral part of their examination process, periodically review
the Bank's allowance for loan losses. Such agencies may require the Bank to recognize additions to the allowance
based on their judgment of information available to them at the time of their examination.
The allowance consists of specific and general components. The specific component relates to loans that are
individually classified as impaired when, based on current information and events, it is probable that the Bank will
be unable to collect all amounts due according to the contractual terms of the loan agreement. Loans classified as
substandard or below by the Bank’s internal risk-rating system are individually evaluated for impairment. If a loan is
impaired, a portion of the allowance is allocated so that the loan is reported, net, at the present value of estimated
future cash flows using the loan’s existing rate or at the fair value of collateral if repayment is expected solely from
the collateral.

(Continued)
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INTERAUDI BANK AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

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 g reater 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.

(Continued)
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INTERAUDI BANK AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (Continued)
Loans are considered restructured troubled loans when the Bank modifies the terms of a loan agreement to provide a
debtor experiencing financial difficulty a concession. A troubled debt restructuring can involve an acceptance of
assets or an equity interest in the debtor in satisfaction of a loan, a reduction of the stated interest rate or principal
amount of a loan, or an extension of a loan's due date.
The Bank measures impairment loss on a troubled debt restructuring only if the present value of the future cash
flows specified by the new contractual terms is less than the recorded investment in the loan before the restructuring.
If a troubled debt restructuring is considered to be a collateral dependent loan, the loan is reported net at the fair
value of the collateral. Impairment loss will be recorded as a provision through the allowance for loan losses.
The amount of interest income to be recognized represents the amortization of the allowance established at the
restructuring date plus the contractual or modified interest rate on the loan.
Loan Fees: Loan fees are deferred and accreted to interest income over the lives of the loans using the straight-line
method, which is not materially different from using the effective interest rate method.
Other Real Estate Owned (OREO): Assets acquired through or instead of foreclosure are initially recorded at the
fair value less estimated selling costs when acquired, establishing a new cost basis. Operating costs after acquisition
are included in other expenses in the consolidated statements of income. Permanent improvements made to OREO
that increase the property's value are eligible for capitalization to the cost of OREO. There was no other real estate
owned as of December 31, 2015 or 2014.
Bank Premises and Equipment: Bank premises and equipment, including leasehold improvements, are carried at
cost less accumulated depreciation and amortization. Depreciation and amortization are computed on a straight-line
basis and are charged to non-interest expense over the estimated useful lives of the assets. Building and leasehold
improvements are amortized over the estimated useful life of the improvement or the lease term, whichever is
shorter. Furniture and equipment are amortized over three to five years. Maintenance and repairs are charged to
general and administrative expense as incurred.
Federal Home Loan Bank (FHLB) Stock: T he Bank is a member of the FHLB system. Members are required to
own a certain amount of stock based on the level of borrowings and other factors, and may invest in additional
amounts. FHLB stock is carried at cost, classified as a restricted security and periodically evaluated for impairment
based on ultimate recovery of par value. Both cash and stock dividends are reported as income.
Securities Sold Under Agreements to Repurchase: The Bank enters into repurchase agreements on sales of identical
securities. The amounts borrowed under repurchase agreements are carried on the consolidated statements of
financial condition at the contractual amount borrowed. Interest incurred on repurchase agreements is reported as
interest expense.
Loan Commitments and Related Financial Instruments: Financial instruments include off-balance-sheet credit
instruments, such as commitments to make loans and commercial letters of credit, issued to meet customer financing
needs. The face amount for these items represents the exposure to loss, before considering customer collateral or
ability to repay. Such financial instruments are recorded when they are funded. Instruments, such as standby letters
of credit, that are considered financial guarantees are recorded at fair value at inception.
Foreign Exchange: Monetary assets and liabilities denominated in foreign currencies and foreign exchange forward
contracts are revalued monthly at current rates of exchange. Revenues and expenses in foreign currency are
translated at the spot rate at transaction date.

(Continued)
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INTERAUDI BANK AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (Continued)
Income Taxes: D eferred 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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INTERAUDI BANK AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (Continued)
Stock-Based Compensation: In 2015 and 2013, the Bank issued 1,000 and 400 shares of restricted stock to certain
employees with a three-year cliff vesting. Compensation cost is recognized for restricted stock awards issued to
employees, based on the fair value of these awards at the date of grant. The market price of the Bank’s common
stock at the date of grant was determined by an independent third party.
Compensation cost is recognized over the required service period, generally defined as the vesting period. For
awards with graded vesting, compensation cost is recognized on a straight-line basis over the requisite service period
for the entire award.
Comprehensive Income: Comprehensive income consists of net income and other comprehensive income. Other
comprehensive income includes unrealized gains and losses on securities available-for-sale which are also
recognized as separate components of equity.
Loss Contingencies: Loss contingencies including claims and legal actions arising in the ordinary course of
business are recorded as liabilities when the likelihood of loss is probable and an amount or range of loss can be
reasonably estimated. Management does not believe there now are such matters that will have a material effect on
the financial statements.
Reclassifications: Some items in the prior year financial statements were reclassified to conform to the current
presentation. Reclassifications had no effect on prior year net income or shareholders’ equity.
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INTERAUDI BANK AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 3 – INVESTMENT SECURITIES
The carrying values of available-for-sale and held-to-maturity securities, gross unrealized gains, gross unrealized
losses, and fair value at December 31, 2015 and 2014, were:

2015
Available-for-sale securities
Mortgage-backed obligations of
U.S. federal agencies and U.S.
government-sponsored entities
Asset-backed securities
Corporate and other securities
Money market and other investment
funds

Amortized
Cost

$

Held-to-maturity securities
Mortgage-backed obligations of
U.S. federal agencies and U.S.
government-sponsored entities
U.S. Treasury and government
sponsored entity obligations

2014
Available-for-sale securities
Mortgage-backed obligations of
U.S. federal agencies and U.S.
government-sponsored entities
Asset-backed securities
Corporate and other securities
Money market and other investment
funds

62,214,886
66,517,063
169,397,397

Unrealized
Gains

$

552,996
335,804

2,614,990
300,744,336

888,800

1,297,254

50,843

164,973,471
166,270,725

6,511
57,354

Unrealized
Losses

$

Fair Value

(2,111)
(2,170,204)
(333,255)

$

(2,505,570)

62,765,771
64,346,859
169,399,946
2,614,990
299,127,566

-

1,348,097

(1,046,882)
(1,046,882)

163,933,100
165,281,197

$

467,015,061

$

946,154

$

(3,552,452)

$

464,408,763

$

85,512,978
75,771,059
187,301,772

$

1,180,523
97,183
985,514

$

(586)
(5,250)
(140,483)

$

86,692,915
75,862,992
188,146,803

Held-to-maturity securities
Mortgage-backed obligations of
U.S. federal agencies and U.S.
government-sponsored entities
U.S. Treasury and government
sponsored entity obligations
$

1,388,543
349,974,352

2,263,220

1,489,204

87,887

-

1,577,091

34,970,666
36,459,870

16,734
104,621

0

34,987,400
36,564,491

386,434,222

$

2,367,841

(146,319)

$

(146,319)

1,388,543
352,091,253

$

388,655,744

At December 31, 2015 and 2014, mortgage-backed obligations of U.S. federal agencies and U.S. governmentsponsored entities, with a carrying value of $21,304,273 and $38,519,054, respectively, were pledged with Federal
Home Loan Bank of New York; mortgage-backed obligations of U.S. government-sponsored entities, with a
carrying value of $11,756,921 and $12,157,609, respectively, were pledged under repurchase agreements; and other
securities, with a carrying value of $2,988,390 and $2,995,200, respectively, were pledged credit line with major
U.S. financial institutions.
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INTERAUDI BANK AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 3 – INVESTMENT SECURITIES (Continued)
The following table summarizes securities with unrealized losses at December 31, 2015 and 2014, aggregated by
major security type and length of time in a continuous unrealized loss position:
Less Than 12 Months
Fair
Unrealized
Value
Losses
December 31, 2015
Available-for-sale
Mortgage-backed obligations
of U.S. federal agencies and
U.S. government-sponsored
entities
Asset-backed securities
Corporate and other securities
Held-to-maturity
U.S. Treasury and government
sponsored entity obligations

December 31, 2014
Available-for-sale
Mortgage-backed obligations
of U.S. federal agencies and
U.S. government-sponsored
entities
Asset-backed securities
Corporate and other securities
Held-to-maturity
U.S. Treasury and government
sponsored entity obligations

$

221,668 $
2,111
49,604,174
2,064,633
77,427,255
327,755
127,253,097
2,394,499

12 Months or Longer
Fair
Unrealized
Value
Losses

$
14,742,685
1,994,500
16,737,185

$

Fair
Value

Total
Unrealized
Losses

105,571
5,500
111,071

$ 221,668
64,346,859
79,421,755
143,990,282

$

2,111
2,170,204
333,255
2,505,570

153,946,000
153,946,000

1,046,882
1,046,882

0

0

153,946,000
153,946,000

1,046,882
1,046,882

$281,199,097

3,441,381

16,737,185

111,071

297,936,282

3,552,452

586
586

$
22,916
15,000,000
48,754,502
63,777,418

$

- $
15,000,000
48,754,502
63,754,502

5,250
140,483
145,733

$

22,916
22,916

$

$

586
5,250
140,483
146,319

0

0

0

0

0

0

$ 63,754,502

145,733

22,916

586

63,777,418

146,319

The causes of these temporary impairments were changes in market interest rates and widening credit spreads. The
Bank does not intend to sell, and is not more-likely-than-not to be required to sell these securities prior to their
anticipated recovery.
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December 31, 2015 and 2014

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, 2015, 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

Available-for-sale securities
Due in one year or less
Due after one year through five years

$

Government guaranteed mortgage-backed securities
Mortgage-backed securities issued or guaranteed by
U.S. government-sponsored entities
Asset-backed securities
Money market funds

Held-to-maturity securities
Due after one year through five years
Mortgage-backed securities issued or guaranteed by
U.S. government-sponsored entities

44,991,833
124,405,564

Fair Value
$

45,095,769
124,304,177

1,352,545

1,409,931

60,862,341
66,517,063
2,614,990
300,744,336

61,355,840
64,346,859
2,614,990
299,127,566

164,973,471

163,933,100

1,297,254
166,270,725

1,348,097
165,281,197

$ 467,015,061

$ 464,408,763

The proceeds from sales and calls of securities and the associated gains and losses are listed below:
2015
Proceeds
Calls
Sales

$ 115,000,000
16,414,957

Gross gains
Gross losses

2014
$

173,028
-

40,000,000
27,522,989
369,382
671

The tax provision related to these net realized gains and losses was $71,236 and $154,232, respectively.

(Continued)
17.
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NOTE 4 – LOANS AND ALLOWANCE FOR LOAN LOSSES
The composition of the loan portfolio by type of collateral held as of December 31, 2015 and 2014 was as follows:

Loans
Residential mortgages
Commercial real estate and
construction loans
Bank guarantees or cash deposits
Marketable securities
Other collateral
Unsecured loans

Unearned income
Allowance for loan losses
Loans, net

Amount

2015

$ 351,311,444

Percentage

Amount

47.9%

2014

$ 282,688,344

Percentage
44.8%

235,959,848
97,385,047
8,256,461
38,151,305
2,709,820

32.2
13.3
1.1
5.2
0.3

218,527,454
83,758,181
9,060,832
32,507,159
3,992,122

34.7
13.3
1.4
5.2
0.6

733,773,925

100.0%

630,534,092

100.0%

(2,977,041)
(4,609,805)

(2,463,802)
(4,124,238)

$ 726,187,079

$ 623,946,052

Below is an analysis of the age of loans by class that are past due as of December 31, 2015 and 2014. The recorded
net investment in loans excludes accrued interest receivable and loan origination fees due to immateriality.
2015

Loans past due 30 through 89 days
Residential mortgages
Bank guarantees or cash deposits
Unsecured loans
Loans past due 90 days or more
Residential mortgages

2014

$

3,018,744
4,915

$

253,963
815

$

11,265,057

$

324,023

$

14,288,716

$

578,801

Non-accrual loans by type were as follows:
2015

Real estate loans
Residential mortgages

2014

$

11,282,811

$

324,023

$

11,282,811

$

324,023

Closed-end installment loans, amortizing loans secured by real estate, and any other loans and lease financing
receivables with payments scheduled monthly are reported as past due when the borrower is in arrears two or more
monthly payments.
As of December 31, 2015, one loan with a recorded investment of $265,057 was past due 90 days or more and still
accruing.

(Continued)
18.

INTERAUDI BANK AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2015 and 2014

NOTE 4 – LOANS AND ALLOWANCE FOR LOAN LOSSES (Continued)
As of December 31, 2015, there was no troubled debt restructured loans. As of December 31, 2014, there was one
troubled debt restructured loan with a principal balance of $1.8 million, which was fully paid off in 2015. There
were no troubled debt restructured loans for which there was a default within twelve months following the
modification during the years ended December 31, 2015 and 2014. The troubled debt restructuring did not increase
the allowance for loans losses, nor did it result in any charge-offs during the years ended December 31, 2015 and
2014.
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.
As of December 31, 2015 and 2014, the Bank had impaired loans totaling $11,547,867 and $2,124,023, respectively.
There were no specific reserves allocated to these impaired loans as of December 31, 2015 or 2014.
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NOTE 4 – LOANS AND ALLOWANCE FOR LOAN LOSSES (Continued)
Allowance for possible loan losses and the recorded investment in loans by segment and based on impairment method for year-end December 31, 2015 and 2014 were as follows:

2015
Allowance for possible loan losses
Allowance balance attributable to loans:
Individually evaluated for impairment
Collectively evaluated for impairment

Real
Estate

Bank
Guarantees or
Cash Deposits

Marketable
Securities

Other
Collateral

Unsecured
Loans

Unallocated
Reserve

Total

$

4,005,191

$

39,048

$

73,349

$

408,124

$

31,198

$

52,895

$

4,609,805

Allowance balance at December 31, 2015

$

4,005,191

$

39,048

$

73,349

$

408,124

$

31,198

$

52,895

$

4,609,805

Loans
Individually evaluated for impairment
Collectively evaluated for impairment

$

11,547,867
575,723,425

$

97,385,047

$

8,256,461

$

38,151,305

$

2,709,820

$

-

$

11,547,867
722,226,058

Total loan balance at December 31, 2015

$ 587,271,292

$

97,385,047

$

8,256,461

$

38,151,305

$

2,709,820

$

-

$ 733,773,925

$

3,582,617

$

33,607

$

75,205

$

380,286

$

52,523

$

-

$

4,124,238

Allowance balance at December 31, 2014

$

3,582,617

$

33,607

$

75,205

$

380,286

$

52,523

$

-

$

4,124,238

Loans
Individually evaluated for impairment
Collectively evaluated for impairment

$

2,124,023
499,091,775

$

83,758,181

$

9,060,832

$

32,507,159

$

3,992,122

$

-

$

2,124,023
628,410,069

Total loan balance at December 31, 2014

$ 501,215,798

$

83,758,181

$

9,060,832

$

32,507,159

$

3,992,122

$

-

$ 630,534,092

2014
Allowance for possible loan losses
Allowance balance attributable to loans:
Individually evaluated for impairment
Collectively evaluated for impairment
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NOTE 4 – LOANS AND ALLOWANCE FOR LOAN LOSSES (Continued)
Changes in the allowance for loan losses for the years-end December 31, 2015 and 2014, by portfolio segment were as follows:
Real
Estate

Bank Guarantees
or Cash Deposits

Marketable
Securities

Other
Collateral

Unsecured
Loans

Unallocated
Reserve

Total

Balance at January 1, 2014
Charge-off
Recoveries
Provision
Balance at December 31, 2014
Charge-off
Recoveries
Provision

$

3,007,872
574,745
3,582,617
422,574

$

32,796
811
33,607
5,441

$

59,453
15,752
75,205
(1,856)

$

662,386
(282,100)
380,286
27,838

$

75,224
(621)
440
(22,520)
52,523
(775)
342
(20,892)

$

2,688 $
(2,688)
52,895

3,840,419
(621)
440
284,000
4,124,238
(775)
342
486,000

Balance at December 31, 2015

$

4,005,191

$

39,048

$

73,349

$

408,124

$

31,198

$

52,895

4,609,805

$

The following table presents information related to impaired loans by class of loans as of and for the years ended December 31, 2015 and 2014:

December 31, 2015
With no related allowance recorded:
Residential mortgages
Total
December 31, 2014
With no related allowance recorded:
Residential mortgages
Commercial real estate and construction loans
Total

Unpaid
Principal
Balance

Recorded
Investment

Allowance for
Loan Losses
Allocated

Average
Recorded
Investment

Interest
Income
Recognized

Cash Basis
Interest
Recognized

$

11,547,867

$

11,547,867

$

-

$

11,687,384

$

299,102

$

34,507

$

11,547,867

$

11,547,867

$

-

$

11,687,384

$

299,102

$

34,507

$

324,023
1,800,000

$

324,023
1,800,000

$

-

$

336,058
1,800,735

$

77,601

$

19,737
-

$

2,124,023

$

2,124,023

$

-

$

2,136,793

$

77,601

$

19,737
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NOTE 4 – LOANS AND ALLOWANCE FOR LOAN LOSSES (Continued)
All loans are monitored by internally assigned grades used for classification of loans. A loan is considered "special mention" if it possess credit weaknesses creating more than
normal risk, and should have the careful attention of management. A loan is considered "substandard" if it involves more than a normal risk due to the financial condition or
unfavorable record of the borrower, insufficiency of security, or other factors. "Substandard" loans generally are characterized by a weakness that creates a distinct possibility that
the Bank will sustain a loss if not corrected. A loan is classified as "doubtful" if a substantial loss is probable, but not as yet definitely ascertainable in amount. All others loan that
do not fall into the above mentioned categories are considered "pass" loans. Updates to internally assigned grades are made regularly and/or upon significant developments.
The following table presents credit risk profile by class as of December 31, 2015 and 2014:

December 31, 2015
Grade
Pass
Special mention
Substandard
Doubtful

December 31, 2014
Grade
Pass
Special mention
Substandard
Doubtful

Residential
Mortgages

Commercial
Bank
Real Estate and
Guarantees or
Construction Loans Cash Deposits

Marketable
Securities

Other
Collateral

Unsecured
Loans

Total

$ 339,763,577
547,867
11,000,000
-

$ 235,959,848
-

$

97,385,047
-

$

8,256,461
-

$

38,151,305
-

$

2,709,820
-

$ 722,226,058
547,867
11,000,000
-

$ 351,311,444

$ 235,959,848

$

97,385,047

$

8,256,461

$

38,151,305

$

2,709,820

$ 733,773,925

$ 271,330,043
11,358,301
-

$ 216,727,454
1,800,000
-

$

83,758,181
-

$

9,060,832
-

$

32,489,408
17,751
-

$

3,992,122
-

$ 617,358,040
13,176,052
-

$ 282,688,344

$ 218,527,454

$

83,758,181

$

9,060,832

$

32,507,159

$

3,992,122

$ 630,534,092
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NOTE 5 – BANK PREMISES, EQUIPMENT, AND LEASEHOLD IMPROVEMENTS
As of December 31, 2015 and 2014, bank premises, equipment, and leasehold improvements consisted of the
following:
2015
$

Building
Furniture and equipment
Leasehold improvements
Accumulated depreciation and amortization

2,000,000
5,359,629
5,831,698
13,191,327

2014
$

(9,907,927)

Total bank premises and equipment, net

$

3,283,400

2,000,000
4,755,688
5,659,863
12,415,551
(9,190,612)

$

3,224,939

Depreciation expense was $717,315 and $664,297, for 2015 and 2014, respectively.
NOTE 6 – DEPOSITS
As of December 31, 2015 and 2014, substantially all customer time deposits had maturities within one year. As of
December 31, 2015 and 2014, interest-bearing deposits greater than $250,000 totaled $520,003,955 and
$555,704,128 and non-interest-bearing deposits greater than $250,000 totaled $725,258,197 and $553,235,545,
respectively.
As of December 31, 2015 and 2014, scheduled maturities of brokered long-term time deposits were as follows:
Due in:
2018
2019
2020
Total

$

17,947,000
5,000,000
9,000,000

$

31,947,000

As of December 31, 2015 and 2014, interest-bearing deposits, which include savings, money market and time
deposits, amounted to $716,727,670 and $764,387,173, respectively.
Time deposits of more than $250,000 were $365,066,844 and $407,959,690 at year-end 2015 and 2014,
respectively. As of December 31, 2015 and 2014, deposit overdrafts of $1,161,842 and $1,565,514, respectively, are
included in loans.
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NOTE 7 – SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE
The Bank has entered into repurchase agreements regarding certain securities to obtain financing. The counterparties
to these agreements may have sold, loaned or otherwise disposed of, such securities to other parties in the normal
course of their operations, and have agreed to resell to the Bank identical securities at the maturities of these
agreements.
Information concerning securities sold under agreements to repurchase as of December 31, 2015 and 2014 i s
summarized as follows:
2015
Balance outstanding at end of year
Average interest cost at end of year
Daily average balance during the year
Average interest cost during the year
Amortized cost of underlying collateral at end of year
Estimated fair value of underlying collateral at end of year
Maximum month-end balance during the year
Maturity date

2014

$

10,000,000
1.91%
$ 10,000,000
1.91%
$ 11,564,669
$ 11,756,921
$ 10,000,000
August 3, 2016

$

10,000,000
1.91%
$ 10,000,000
1.91%
$ 11,841,487
$ 12,157,609
$ 10,000,000
August 3, 2016

NOTE 8 – BORROWINGS FROM FEDERAL HOME LOAN BANK
As a member of the Federal Home Loan Bank of New York (FHLB), the Bank may borrow, on a secured basis, an
amount not to exceed 20 times the FHLB stock held by the Bank, as increased or decreased by other FHLB deposits
or borrowings and subject to satisfaction of the FHLB's lending criteria and collateral requirements.
As of December 31, 2015 and 2014, the contractual maturities of FHLB borrowings were as follows:
Due in:
2015
2016
2017
2018
2019
2020

2015
N/A
40,000,000
10,000,000
10,000,000
5,000,000
$

65,000,000

2014
70,000,000
5,000,000
10,000,000
10,000,000
5,000,000
$

100,000,000

During the years ended 2015 and 2014, the FHLB borrowings had fixed rates ranging from 0.53% to 2.61% and
1.55% to 4.94%, respectively, and a weighted average rate were 1.20% and 2.92%, respectively.
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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 $124,369,151 and $129,635,529 of first mortgage loans under a blanket lien arrangement and
$21,304,273 and $38,519,054 of mortgage-backed obligations of U.S. federal agencies and U.S. governmentsponsored entities at year-end 2015 and 2014. Based on this collateral and the Bank’s holdings of FHLB stock, the
Bank is eligible to borrow up to a total of $113,602,403 as of year-end 2015.
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, 2015 and 2014, the Bank held $3,766,400 and $5,200,600 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:
2016
2017
2018
2019
2020

$

40,471,047
10,364,347
273,500
10,220,617
5,044,967

$

66,374,478

NOTE 9 – INCOME TAXES
The components of the income tax provision for the years ended December 31, 2015 and 2014 were as follows:
2015

Current tax expense
Federal
State and local

$

Deferred tax benefit
Federal
State and local

5,549,823
1,392,586
6,942,409

2014
$

(349,509)
6,100
(343,409)

Total income tax provision

$

6,599,000

3,843,758
1,580,396
5,424,154
(138,622)
(35,532)
(174,154)

$

5,250,000
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NOTE 9 – INCOME TAXES (Continued)
As of December 31, 2015, the effective tax rate for the Bank is 41.59%. This differs from the U.S. federal statutory
income tax rate at 34% primarily due to state and local income taxes.
The differences between book and taxable income are due to permanent and temporary items. Permanent items are
differences between book and taxable income that do not reverse. Temporary items are differences between book
and taxable income that eventually reverse, and give rise to deferred tax assets and liabilities.
As of December 31, 2015 and 2014, the Bank had net deferred tax assets of $3,543,225 and $1,648,726,
respectively. As of December 31, 2015, the Bank had total gross deferred tax assets of $3,716,099 primarily due to
deferred tax on allowance for loan losses, accrued compensation, net unrealized loss on available-for-sale securities,
financial statement depreciation in excess of allowable tax depreciation and other provisions. Total deferred tax
liabilities at December 31, 2015, were $172,874 on other deferred expense items. As of December 31, 2014, the
Bank had total gross deferred tax assets of $2,599,114 primarily due to deferred tax on allowance for loan losses,
accrued compensation, financial statement depreciation in excess of allowable tax depreciation and other provisions.
Total deferred tax liabilities at December 31, 2014, were $950,388 on net unrealized gain on available-for-sale
securities and other deferred expense items.
The Bank did not record a valuation allowance for deferred tax assets at December 31, 2015 or 2014, as it is more
likely than not that these assets will be realized in the future.
The Bank had no unrecognized tax benefits as of December 31, 2015 and 2014. The Bank does not expect
significant changes in the unrecognized tax benefits to occur within the next 12 months.
The Bank operates in the U.S. tax jurisdiction, and tax years 2012 to 2014 remain subject to examination by Internal
Revenue Service (IRS), New York State Department of Taxation and Finance, New York City Department of
Finance, Florida Department of Revenue and State of California Franchise Tax Board.
NOTE 10 – RELATED-PARTY TRANSACTIONS
In the normal course of business, certain shareholders, directors and executive officers, together with their affiliates,
have balances and transactions with the Bank. Included in the accompanying consolidated financial statements are
loans of $47,130,776 and $42,415,058 at December 31, 2015 and 2014, respectively. Also included are deposits of
$85,039,618 and $74,612,438 at December 31, 2015 and 2014, respectively. Interest income and expense recognized
on such asset and liability balances amounted to $2,149,298 and $846,540, respectively, for the year ended
December 31, 2015; and $1,977,213 and $851,408, respectively, for the year ended December 31, 2014.
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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 m eans of managing its interest rate risk. As of
December 31, 2015 and 2014, there were no interest rate swap agreements outstanding.
At December 31, 2015 and 2014, the fair value of foreign exchange forward contracts included in other assets and
liabilities on the consolidated statements of financial condition was as follows:

2015
Foreign exchange
forward contracts sold
Foreign exchange
forward contracts
purchased

2014
Foreign exchange
forward contracts sold
Foreign exchange
forward contracts
purchased

Fair Value
Assets
Liabilities
$

-

$

-

Number of
Outstanding Contracts
Assets
Liabilities

Notional Amount
Assets
Liabilities
-

$

30,146

300,000

$

-

-

1

-

1,506,100

-

1

$

-

$

30,146

$

300,000

$

1,506,100

1

1

$

29,897

$

-

$

300,000

$

-

1

-

3,192,078

-

2

3,192,078

1

2

$

29,897

76,495
$

76,495

$

300,000

$

As of December 31, 2015 and 2014, the Bank was party to the following outstanding financial instruments involving
off-balance sheet risk (at their notional amounts):
2015
Standby letters of credit
Commercial letters of credit
Commitments to grant loans

$

11,842,393
216,753
91,602,314

2014
$

13,769,167
14,212,269
62,412,124
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NOTE 11 – FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK (Continued)
The Bank provides guarantees to its customers in the form of standby letters of credit. Generally, the terms of
standby letters of credit range from three to twelve months, and the Bank receives a fee for the guarantees. The
guarantees are generally collateralized or supported by other types of recourse provisions (i.e., pledged assets such
as cash and time deposits, and counter-guarantees). The maximum amount of undiscounted future payments related
to such guarantees as of December 31, 2015 and 2014, was $11,842,393 and $13,769,167, respectively.
NOTE 12 – LEASE COMMITMENTS
The Bank currently leases land and office space in New York City, New York, and office space in Miami, Florida,
and White Plains, New York.
Future minimum annual rental commitments under the agreements were as follows:
2016
2017
2018
2019
2020
Thereafter through 2092

$

969,663
967,347
801,292
533,236
493,866
35,311,445

$

39,076,849

For the years ended December 31, 2015 and 2014, rent expense was $956,616 and $827,253, respectively, which is
included in occupancy expense in the consolidated statements of income.
NOTE 13 – FAIR VALUE MEASUREMENTS
Fair value is the exchange price that would be received for an asset or paid to transfer a liability (exit price) in the
principal or most advantageous market for the asset or liability in an orderly transaction between market participants
on the measurement date. There are three levels of inputs that may be used to measure fair values:
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 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,
2015 and 2014, by fair valuation hierarchy:

2015
Available-for-sale securities
Mortgage-backed obligations of
U.S. federal agencies and U.S.
government-sponsored entities
Asset-backed securities
Corporate and other securities
Money market funds

Foreign exchange forwards
Assets
Liabilities
2014
Available-for-sale securities
Mortgage-backed obligations of
U.S. federal agencies and U.S.
government-sponsored entities
Asset-backed securities
Corporate and other securities
Money market funds

Foreign exchange forwards
Assets
Liabilities

Total
Carrying Value

Level 1

Level 2

Level 3

$

62,765,771
64,346,859
169,399,946
2,614,990

$

-

$

62,765,771
64,346,859
169,399,946
2,614,990

$

-

$

299,127,566

$

-

$

299,127,566

$

-

$

30,146

$

-

$

30,146

$

-

$

86,692,915
75,862,992
188,146,803
1,388,543

$

-

$

86,692,915
75,862,992
188,146,803
1,388,543

$

-

$

352,091,253

$

-

$

352,091,253

$

-

$

29,897
76,495

$

-

$

29,897
76,495

$

-
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NOTE 13 – FAIR VALUE MEASUREMENTS (Continued)
The carrying amounts and estimated fair values of the Bank's financial instruments as of December 31, 2015 and
2014 were as follows:

Financial assets
Cash and due from banks
Interest-bearing deposits with banks
Short-term time deposits and
placements with banks
Investment securities
Available for sale
Held to maturity
Loans, net
Accrued interest receivable
FHLB stock
Foreign exchange forwards
Financial liabilities
Deposits
Borrowings from Federal Home
Loan Bank (FHLB)
Securities sold under repurchase
agreement
Accrued interest payable
Foreign exchange forwards

2015

Carrying
Value
$

468,968,621
139,696,931

$

Fair
Value

Carrying
Value

468,968,621
139,696,931

$

2014

626,096,683
44,479,340

$

Fair
Value
626,096,683
44,479,340

-

-

354,013

354,013

299,127,566
166,270,725
726,187,079
740,832
3,766,400
-

299,127,566
165,281,197
726,868,591
740,832
N/A
-

352,091,253
36,459,870
623,946,052
645,087
5,200,600
29,897

352,091,253
36,564,491
627,446,375
645,087
N/A
29,897

$ 1,617,771,044

$ 1,617,554,162

$ 1,472,316,640

$ 1,472,184,793

65,000,000

64,895,313

100,000,000

100,252,443

10,000,000
439,234
30,146

9,997,597
439,234
30,146

10,000,000
416,196
76,495

10,114,151
416,196
76,495

The following methods and assumptions were used by the Bank in estimating the fair value of each class of financial
instrument:
Cash and Due from Banks: The fair value of cash and due from banks approximates the carrying amounts
reported in the consolidated statements of financial condition.
Interest-Bearing Deposits with Banks: The fair value of federal funds sold, securities purchased to be resold,
and interest-bearing deposits with banks approximates the carrying amounts.
Short-Term Time Deposits and Placements with Banks: The fair values of short-term time deposits and
placements with banks, which mature within 365 days, approximate the carrying amounts.
Loans: For loans that re-price frequently and with no significant change in credit risk, or loans that mature
within twelve months of the statement of financial condition date, the fair values are based on carrying values.
The fair value of fixed rate loans with remaining maturities of twelve months or greater are estimated using a
discounted cash flow analysis, using interest rates currently being offered for similar loans.
Accrued Interest Receivable/Payable: Fair value approximates the carrying amounts reported in the
consolidated statements of financial condition for these receivables/payables.
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NOTE 13 – FAIR VALUE MEASUREMENTS (Continued)
FHLB Stock: It is not practical to determine the fair value of FHLB Stock due to restrictions placed on its
transferability.
Deposits: The fair values disclosed for demand deposits are equal to the amount payable on demand at the
reporting date (i.e., their carrying amounts). The fair values for time deposits and savings deposits, which
reprice frequently or mature within six months of the balance sheet date, are based upon their carrying values.
Fixed rate time and savings deposits which mature after six months of the balance sheet date are estimated using
a discounted cash flow analysis, using interest rates currently being offered for deposits.
Borrowings From FHLB and Securities Sold Under Agreements to Repurchase: The fair value of fixed rate
borrowings is estimated using a discounted cash flow analysis, using interest rates currently being offered for
similar borrowings.
Other Short-Term Borrowings: Other short-term borrowed funds have remaining maturities of 90 days or less
and, accordingly, the carrying amount is considered to be a reasonable estimate of fair value.
Commitments to Grant Loans, Commercial and Standby Letters of Credit: The fair value of off-balance sheet,
credit-related financial instruments are based on fees currently charged to enter into similar agreements taking
into account the remaining terms of the agreements and the counterparties’ credit standing. The fair value is not
material.
Fair value estimates are dependent upon subjective assumptions and involve significant uncertainties resulting in
variability in estimates with changes in assumptions. The above disclosed fair values do not reflect any premium or
discount that could result from offering for sale at one time the Bank's entire holdings of a particular financial
instrument. In addition, potential taxes and other expenses that would be incurred in an actual sale or settlement are
not reflected in the amounts disclosed.
NOTE 14 – ACCUMULATED OTHER COMPREHENSIVE INCOME
The following is significant amounts reclassified out of accumulated other comprehensive income for the year ended
December 31, 2015:
Details about
Accumulated Other
Comprehensive
Income Components

Amount
Reclassified From
Accumulated Other
Comprehensive Income

Unrealized gains and losses on
available-for-sale securities

$

Total reclassifications, net of tax

$

173,028
(71,236)
101,792

Affected Line Item
in the Statement
Where Net
Income is Presented
Securities gain, net
Income tax provision
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NOTE 15 – EMPLOYEE BENEFITS
All employees of the Bank are eligible to contribute to a 401(k) plan effective as of their date of hire. The Bank will
make a matching contribution of 50% of the first 6% of the employee's compensation subject to IRS limit. The
Bank's contribution expense in 2015 and 2014 totaled $175,814 and $169,204, respectively, which is included in
salaries and employee benefits in the consolidated statements of income.
NOTE 16 – REGULATORY MATTERS
The FDIC has issued regulations classifying and defining capital for all banks into the following components: (1)
Common Equity Tier I capital and Tier I capital, which includes tangible shareholders' equity for common stock and
certain perpetual preferred stock, and (2) Tier II capital, which includes a portion of the allowance for loan losses.
The Bank is subject to various regulatory capital requirements administered by the federal banking agencies. Failure
to meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions
by regulators that, if undertaken, could have a direct material effect on the Bank's consolidated financial statements.
Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the Bank must meet
specific capital guidelines that involve quantitative measures of the Bank's assets, liabilities, and certain off-balancesheet items calculated under regulatory accounting practices. The Bank's capital amounts and classifications are also
subject to qualitative judgments by the regulators about components, risk weightings, and other factors.
The final rules implementing Basel Committee on Banking Supervision’s capital guidelines for U.S. banks (Basel III
rules) became effective on January 1, 2015 with full compliance with all of the requirements being phased in over a
multi-year schedule, and fully phased in by January 1, 2019. Capital amounts and ratios for December 31, 2014 are
calculated using Basel I rules. Quantitative measures established by regulation to ensure capital adequacy requires
the Bank to maintain minimum amounts and ratios (set forth in the following table) of Total, Tier I capital and
Common Equity Tier I capital (as defined in the regulations) to risk-weighted assets (as defined), and of Tier I
capital (as defined) to average assets (as defined). Management believes, as of December 31, 2015 and 2014, that
the Bank met all capital adequacy requirements to which it is subject.
As of December 31, 2015, the most recent notification from the FDIC categorized the Bank as well capitalized
under the regulatory framework for prompt corrective action. To be categorized as well capitalized, the Bank must
maintain minimum total risk-based, Tier I risk-based, Common Equity Tier I risk-based and Tier I leverage ratios
(set forth in the following table). Management believes there have been no conditions or events since this
notification that would have changed the Bank's categorization.
The Bank’s actual capital amounts and ratios are presented in the following table (dollar amounts in thousands):

Amount

Actual
Percentage

For Capital
Adequacy Purposes
Amount
Percentage

To be Well Capitalized
Under Prompt
Corrective Action
Amount
Percentage

As of December 31, 2015
Total capital (to risk-weighted assets)
Tier I capital (to risk-weighted assets)
CET I capital (to risk-weighted assets)
Tier I capital (to average assets)

$ 123,392
118,745
118,745
118,745

16.24%
15.63
15.63
6.90

$

60,779
45,584
34,188
68,797

>8.0%
>6.0
>4.5
>4.0

$

75,974
60,779
49,383
85,997

>10.0%
>8.0
>6.5
>5.0

As of December 31, 2014
Total capital (to risk-weighted assets)
Tier I capital (to risk-weighted assets)
Tier I capital (to average assets)

$ 116,359
112,204
112,204

16.15%
15.57
6.75

$

57,652
28,826
66,465

>8.0%
>4.0
>4.0

$

72,064
43,239
83,081

>10.0%
>6.0
>5.0
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Dividend Restrictions: N ew York State chartered banks are subject to certain restrictions on the amount of
dividends that they may declare without prior regulatory approval. As of December 31, 2015, the Bank had
$16,589,147 available for dividend declaration without prior regulatory approval.

_____________________________________________________________________________________________

33.

Interaudi Bank
Head Office

Interaudi Bank
Miami Branch

19 East 54th Street
New York, NY 10022
Phone: (212) 833-1000
Telefax: (212) 833-1033
Member F.D.I.C.
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Not F.D.I.C. Insured

19 East 54th Street, 6th Floor
New York, NY 10022
Phone (212) 833-1090
www.ameraudi.com
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