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We are long-term relationship bankers.
We want more than to simply give a loan.
We want to understand your business and
establish a relationship that will allow us
to serve both your business and personal
financial needs.
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@ T. 786 552 0550
Banesco Center
150 Alhambra Circle, Suite 100
Coral Gables, FL 33134

banescousa.com

@ Coral way
T. 305 858 0545
2121 SW 3rd Avenue
Miami, FL 33129

’ Weston
T. 954 306 7610
316 Indian Trace, Weston Lakes Plaza
Weston, FL 33326

’ Doral
T. 305 597 1700
9500 NW 41st Street, Suite 100
Doral, FL 33178

' Palm Aire
T. 954 229 7555
6499 Powerline Road
Fort Lauderdale, FL 33309

’ Puerto Rico
T. 787 765 1420
255 Ponce de Ledn Ave. Suite 124
Hato Rey, PR 00917
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BANESCO
INTERNATIONAL
(zROUP

Multinational Loan Portfolio $56.1 billion
Multinational Deposit Portfolio $75.1 billion

More than 8.8 million customers
More than 19,000 staff members

UETTER Fro v

JORGE SALAS
PrESIDENT & CEO
BaNesco USA

Dear Banesco USA customers, investors and friends

It is my pleasure to present to you the Banesco USA Annual Report
that summarizes our performance during 2014. Without a doubt,
this past year was full of challenges and achievements for Banesco
USA and Banesco International.

At the end of 2014, Banesco USA posted net income of $2.2million,
while total assets reached $920.3 million, representing a 12%
increase compared to 2013. The loan portfolio reached $643.6
million at the close of 2014, growing $110.6 million, or 21%,
compared to the previous year.

The 21% increase in the loan portfolio was primarily driven by the
growth in commercial and industrial loans, trade finance, commercial
and residential real estate loans. During 2015, Banesco USA will
continue its growth strategy in those areas and will direct special
efforts to increasing its portfolio of small & medium businesses. To
achieve this goal, we will offer financial solutions tailored to meet
the needs of our clients by providing access to our services in a
convenient, trustworthy and consistent way.

2014 was another exceptional year for the Banesco International
Group: total assets of $131,335.61 million, loan portfolio of
$61,961.21 million and $4,185.39 million in Deposits were achieved.
These numbers are the result of our commitment to the Values that
defines us: Responsibility, Reliability, Quality and Innovation.

Throughout 2015, we will remain fully committed to maintaining
the quality and efficiency of our products and services and reaffirm
our heartfelt appreciation for our customers and the community
we serve.

Sincerely,
Jorge Salas

banescousa.com

(44

THROUGHOUT 2015, WE WILL REMAIN
FULLY COMMITTED TO MAINTAINING
THE QUALITY AND EFFICIENCY OF
OUR PRODUCTS AND SERVICES
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OUR
VALUES

(GIVING LIFE TO QUR VALUES

Being part of the Banesco family carries great responsibility;
every project,task, and assignment must be carried out with
great enthusiasm, dedication, honesty and commitment.

banescousa.com

LEARNING FROM (QUR EXPERIENCES

Years of experience have taught us that success lies in work
inspired by Banesco’s values. These values have always
distinguished us as a company and as individuals; they have

helped us become a leading company. Today, we are recognized

for the strength and charisma of our talented team.
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Responsibility

We respond to our obligations
with accuracy and passion. We
stand by our commitment. We
use our time wisely. We give the
best to everyone.

Reliability

We say the truth under all
circumstances. We respond
with honesty. We acknowledge
our mistakes. We ask for
assistance when necessary.

r

Innovation

We are visionary. We offer
new solutions. We seek
ideas and technologies that
promote change.

Quality

We perform every task with
the utmost care. We intend
to be the best. We strive to
exceed the expectations of
our stakeholders.

90
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OUR
PRODUCTS

PERSONAL BANKING

Banesco USA offers Domestic and
International Personal Banking.

Both include personal checking accounts, interest
checking, personal money market, personal
savings and certificate of deposit. Moreover,
Banesco USA offers individuals an array of loans

to fit their needs including
residential mortgage loans, home
equity loans, auto loans and
boat loans.

banescousa.com

BUSINESS BANKING

Banesco USA offers Domestic
and International Business Banking.

Both include business checking accounts,
business money market, business savings and
certificate of deposit. Moreover, Banesco USA
offers businesses a variety of commercial loans
designed to fit their needs. These include:

Commercial real estate, term
commercial loans, commercial
line of credit, asset guaranteed
loan and owner occupied /
SBA 504.

80
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We offer banking services that enhance the effectiveness of all your
financial plans and goals through our full menu of products
and services.

BanescOnline

Banesco USA offers the convenience of simple
and secure access to your accounts from any
computer with an Internet connection.

Banesco Mobile Banking

Banesco USA offers an application for
smartphones that allows clients to access their
accounts anywhere at any time.

Cash Management Services

Manage your business accounts efficiently with
tools and services that give you immediate,
accurate information: Remote Deposit Capture
(RDC), LockBox and Fraud Prevention Services.

banescousa.com

Merchant Services

In collaboration with First Data, one of the
leading credit and debit card processors in the
world, we offer a Merchant Services program for
both credit and debit card processing.

Trusteer

Banesco USA offers security software called
Rapport by Trusteer, which guarantees safety in
online banking.

Banesco Visa® Check Card

Gives clients a wide array of services, so they
can easily and safely manage their Personal and
Business Accounts.
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CARLOS PALOMARES
Chairman of the Board

Banking executive with more than 40 years of experience in
U.S. and international financial markets.

Former Chairman of Miami Dade County’s Beacon Council,
Enterprise Florida board member; member of Greater Miami
Chamber of Commerce Executive Committee.

Graduate of New York University.

RICARDO AYALA
Director
Banking executive with more than 20 years of experience in

the financial sector, where he has held several senior-level
management positions.

Served on the Boards of several large financial institutions,
Chairman of Banesco Panama.

Graduate of the University of Miami.

FREDERICK BRENNER

Director
Banking executive with more than 40 years of senior-
level commercial bank management experience, holding

management positions in banks in Latin America and
the U.S.

Graduate of the University of California (Berkeley).

SENO BRIL
Director

Owner of real estate firm The Decorus Group, has more
than 30 years of experience in senior management roles
in the consumer financial services industry in the U.S. and
international markets.

Graduate of the Institute of International Studies in Geneva.

banescousa.com

FRANCISCO ]. PAREDES
Director

Retired Senior Partner of Deloitte & Touche, LLP with Regional Executive
responsibilities for Latin America and the Caribbean.40 years of public
accounting experience serving domestic and International clients in
diversified industries and with transactions in the capital markets.

Former Chairman of the State of Florida Board of Accountancy.

Graduate of Florida State University.

Luis XAVIER [, UJAN
Director and Investor
Economist with more than 25 years of experience in the financial sector.

Founding partner of the Banesco Financial Organization; currently serving
as Banesco Seguros Board Chairman.

Graduate of the Universidad Catélica Andrés Bello.

RAOUL ROBAU
Director

President of real estate brokerage firm Robau & Associates.

Member of the Miami Board of Realtors, La Liga Contra el Cancer Board
member and Judge for the Miami Herald’s Silver Knight Awards.

Graduate of the University of Houston.

JORGE SALAS
Director, President and CEO

Banking executive with extensive experience as an international banker and
a member of the Banesco Group for 16 years.

Graduate of Universidad Metropolitana, Caracas and the University of
Chicago.

AUGUSTO J SIGARRETA
Director

Banking executive with more than 40 years of experience who has held key
positions at a multinational bank level.

Graduate of the University of Puerto Rico.

MERCEDES ESCOTET
Secretary of the Board and CFO

Executive with more than 25 years of executive management experience
in both international and domestic banking; one of the key executives
responsible for the organization of Banesco USA.

Graduate of Simén Bolivar University and the University of West Virginia.
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MANAGEMENT
TEAM

JORGE SALAS
President and CEO

Mr. Salas has extensive experience as an international
banker and has been a member of the Banesco Group for 16
years. A former executive with the Inter-American Investment
Corporation, Mr. Salas holds Masters degrees in Business
Administration and Public Policy from the University of
Chicago.

MARITZA ABADIA

Executive Vice-President
Puerto Rico Country Manager

Ms. Abadia is a professional banker and certified public
accountant with more than 30 years experience in Corporate
Banking.

MERCEDES ESCOTET

Executive Vice-President
Chief Financial Officer

Ms. Escotet is responsible for directing Banesco’s overall
financial, accounting, budget, credit, tax, and treasury
functions as well as being the Secretary to the Board of
Directors.

[Louis M. FERREIRA

Executive Vice-President
Chief Credit and Risk Officer

Mr. Ferreira is a financial industry veteran with experience
as both a lender and federal banking regulator. He has held
senior positions with banks in NJ and NY, as well as the
Office of Comptroller of the Currency. Mr. Ferreira has been
recognized for his role in examinations across all banking
business lines.

B

banescousa.com

ALINA D. GARCIA-DUANY

Executive Vice-President
Chief Lending Officer

Ms. Garcia-Duany has been a Banker for over 30 years. She
is responsible for the production of the Bank’s commercial,
residential, construction and consumer loans as well as
Trade Business and Correspondent Banking.

Luis ALFREDO (3RAU

Senior Vice-President
International Depositary Sales and Services

Mr. Grau is responsible for the relationship with all
International Customers. Mr. Grau will apply his expertise
in International Markets to provide the clients with financial
and investment solutions that are aligned with the values of
Banesco USA.

LLETICIA PINO

Executive Vice-President
Operations Officer

Ms. Pino currently serves as the Executive Vice President &
Operations Officer who brings over 30 years of experience
from both international and domestic operations. She is
responsible for the daily operations of the Bank as well as
Human Resources and other administrative areas.

ALBA PRESTAMO

Executive Vice-President
Chief BSA and Compliance Officer

Ms. Prestamo brings over 36 years of experience, with vast
expertise in risk management, including overseeing the Bank
Secrecy Act and anti-money laundering compliance.
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MANAGEMENT
[DISCUSSION
AND ANALYSIS

Financial Condition and Results of Operations

The following management’s discussion and analysis (MD&A) is

intended to assist readers in understanding the financial condition

and results of operations of the Bank as of December 31, 2014

and for the year then ended. This discussion should be read in

conjunction with the audited financial statements, accompanying

footnotes and other supplemental financial data included in this
annual report.

TOTAL
ASSETS

Total Assets closed the year 2014 at $920.3 million

Total assets closed the year 2014 at $920.3
million, an increase of $100.2 million, or 12
percent, compared to the previous year. The net
loan portfolio, which closed the year at $643.6
million, or 70 percent of total assets, grew by 21
percent since the end of 2013. The investment
securities portfolio of $225.8 million at the end of

2014, or 25 percent of total assets, decreased by
4 percent compared to the previous year. Cash
and cash equivalents showed an increase of $1.3
million, or 4 percent, compared to 2013. The
changes to the balance sheet composition have
improved the performance of the balances when
compared to earnings.
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CASH AND EQUIVALENTS

The Bank continues to maintain significantly
high liquidity levels as part of its asset-liability
management strategies. A significant part of
those strategies is holding liquid assets in the
form of cash and cash equivalents, primarily
deposits with the Federal Reserve Bank. At

the close of 2014, cash and cash equivalents
reached $32.9 million, 4 percent of total assets,
an increase of 4 percent compared to the close
of 2013.

INVESTMENT SECURITIES

The investment portfolio, which represents
approximately 25 percent of total assets, is
composed of high-quality debt instruments
issued by U.S. Government Agencies (22
percent), U.S. Government Sponsored
Enterprises MBSs (51 percent), U.S. Government
Sponsored Enterprises CMOs (2 percent),
Municipal Securities (13 percent) and Corporate
Securities (12 percent).

The composition of the investment securities
portfolio at December 31, 2014 is illustrated in
the chart on page 12.

The Bank manages its investment portfolio with
strategies designed to provide the optimum
combination of liquidity, interest income, credit
risk and market risk. The investment portfolio’s
market and credit risks are managed on a
continuous basis by the Bank’s Treasury Unit and
monitored by the bank’s ALCO Committee.

LoANS, NET

The net loan portfolio reached $643.6 million

at the close of 2014, growing $110.6 million,

or 21 percent, compared to the previous year.
This increase was primarily driven by prudent
growth in Commercial and Industrial and Trade
Finance loan portfolios with an increase of $61.7
million or 50 percent; Complemented by growth
in Commercial and Residential Real Estate loan
portfolios, which grew a total of $49.3 million, or
12 percent in 2014. Offset by higher allowance
for loan losses, which increased $0.3 million, or
5 percent in 2014.

The increase in the Commercial and Industrial
and Trade Finance loan portfolios is the result of
the rebalancing strategy initiated during 2009,
with the primary goal of reducing the Bank’s
concentration in real estate loans. This strategy
has resulted in a decrease in the Real Estate loan
portfolio concentration.

(OTHER ASSETS

Other assets decreased $4.4 million compared to
prior year. Other assets consist of:

$4.6 million in Property and equipment, net,
which decreased $0.7 million from prior year
mostly attributed to depreciation expense.

$2.2 million in accrued interest receivable
which decreased $0.1 million compared to
prior year.

$4.0 million in Deferred Tax Assets which was
$7.9 million in the prior year. This decrease is
a result of lower income before income taxes,
decrease in Allowance for Loan Losses and

a decreased deferred tax benefit as a result
of the unrealized loss in the AFS investment
portfolio, which is lower than prior year.

$2.9 million in foreclosed assets that is a net
increase of $0.2 million in other real estate
owned from prior year, which is a result of a
new property during the year.

$1.3 million in prepaid and other assets,
which remain similar to prior year.

bﬂNUfl(
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DEPrPOSITS AND SECURITIES SOLD
UNDER AGREEMENT TO REPURCHASE

Deposits and securities sold under agreements
to repurchase (repo accounts, including
customer’s overnight sweep repo accounts)
reached an all-time high of $780.7 million at the
close of 2014, representing an increase of $62.4
million from 2013. This positive change was
primarily driven by the growth achieved in core
deposits during 2014.

banescousa.com

Core deposits, comprised of non-interest and
interest bearing (NOW) demand deposits, money
market, savings and time deposit accounts

with balances under $100 thousand, grew by
$63.5 million, or 9 percent in 2014. Non-core
deposits, essentially time deposits with balances
over $100 thousand, decreased $2.4 million,

or 13 percent during the year. Repo accounts
increased $1.3 million, or 50 percent, compared
to the previous year.
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The increase in core deposits is the result

of the collaboration of all business units in
enriching existing customer relationships

as a way of building a solid foundation on
which new relationships can be identified and
developed. This strategy also contributed in
2014 to the continuation of a favorable trend

in the composition of the deposit balances.
Non-interest bearing demand deposit accounts
represented 39 percent of total deposits at the
close of 2014; there was an increase in interest
bearing accounts which helped stimulate the
growth in 2014. At the same time, total time
deposits decreased to 10 percent in 2014. The
portfolio growth in interest bearing accounts
partially offset by the protracted low interest rate
environment, contributed to a slight increase in
interest expense during the year.

ADVANCES FROM THE
FEDERAL HOME [, OAN BANK

The Federal Home Loan Bank offers its member
institutions fixed or variable rate secured lines
of credit based on the institution’s condition and
creditworthiness. The Bank utilizes medium to
long-term fixed rate advances as one of its pools
to manage balance sheet interest rate sensitivity
risk. Advances from the Federal Home Loan
Bank closed the year at $50.0 million, which
increased $30.0 million compared to 2013. The
$50.0 million in advances mature within the next
4 years.

At December 31, 2014 the Bank had a credit line
of approximately $177 million, with an unused
borrowing capacity of approximately $127
million.

STOCKHOLDER’S EQUITY

Stockholder’s equity grew by $8.4 million or 11
percent during the year. Other comprehensive
Income gain of $6.2 million, primarily the
after-tax net unrealized fair value losses in the
available for sale investment portfolio were lower
than in 2013 and Net income of $2.2 million
were the contributing factors for this increase in
shareholder’s equity.

Tier 1 Risk-Based Capital as a percentage

of Risk-Weighted Assets decreased to 13.1
percent in 2014 from 13.7 percent a year earlier.
Total Risk-Based Capital to Risk-Weighted
Assets increased to 14.2 percent in 2014 from
15.0 percent in 2013. These decreases are
the result of an increase of 17 percent in total
Risk-Weighted Assets, coupled with a less
proportionate increase of 11 percent in Tier

1 Risk-Based Capital and Total Risk-Based
Capital.

Total Risk-Weighted Assets increased
approximately $95.2 million, as a result of
the growth in the portion of the loan portfolio
allocated to a higher risk weight category for
regulatory capital computation purposes.

Net income of $2.2 million in 2014

Net income of $2.2 million in 2014 represents
a slight decrease from the net income of $2.6
million in 2013. The main driver contributing
to these results was a significant increase in
the net interest margin, which improved from
$31.0 million in 2013 to $33.9 million in 2014,
an increase of $2.9 million or 9 percent and

a provision for income taxes of $0.1 million

banescousa.com

compared to $1.6 million in 2013. This positive
result was offset by a decrease of $0.7 million

or 10 percent in Noninterest Income, which
decreased from $7.3 million in 2013 to 6.6 million
in 2014. The Bank’s Total Noninterest Expenses
also increased $4.9 million in 2014 or 15 percent
from 2013.
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NET [NTEREST [NCOME

Net interest income before provision for loan
losses increased $2.9 million, or 9 percent, to
$33.9 million in 2014, from $31.0 million in 2013.
The higher net interest income in 2014 was

due primarily an increase in average interest-
earning assets of $65 million in 2014 and a
slight increase in the net interest margin from
4.0 percent in 2013 to 4.1 percent in 2014,
which reflects management’s efforts to improve
the balance sheet composition during the low-
interest rate environment that existed during the
year to improve earnings.

NON-INTEREST EXPENSE

Total non-interest expense increased by $4.9
million, or 15 percent, during the year. The
bank’s continued balance sheet growth and
expansions of the South Florida and Puerto Rico
markets attributed to the increased expenses.
The Bank is also continuously preparing a

solid foundation for diversified growth with the
purpose of sustainable profitability.

NON-INTEREST [NCOME

In 2014, total non-interest income decreased by
$0.7 million, or 10 percent. The factors leading to
this result were lower gain on securities, gain on
acquired assets and loan fees; partially offset by
the improved level of fees on deposit accounts
and other services as the bank diversified
revenue streams with Trade Finance and Exim
Bank lending.

Gain on securities for 2014 was $0.1 million;
the sales of investment securities available

for sale stem from the Treasury Unit’s ongoing
assessment of the total return profile of each
security versus the market for investments of
similar risk, the mitigation of the significant risk
to equity arising from prepayments (beyond
contractual) on investment securities with
material market appreciation, and management
of the duration of the balance sheet.

PROVISION FOR [,OAN ],OSSES

The provision for loan losses totaled $0.1
million in 2014, a decrease of 95 percent from
$1.6 million in 2013. Most of the decrease

is attributed to the decrease in the loan loss
rates. In 2014, the Bank charged-off a net $0.3
million in impairments primarily associated with
commercial and industrial loans, compared to
net charge-offs of $0.5 million in 2013.

The South Florida real estate sector continued to
show signs of improvement and unemployment
is stabilizing, however challenges persist. The
Bank has required significantly lower provisions
to the allowance for loan losses and was able to
achieve a continued low level of non-performing
loans throughout the current real estate market

cycle.

INCOME T AXES

In 2014, the Bank recorded an income tax
expense of $1.1 million, compared to $1.8 million
the prior year. This change is mainly associated
to lower income before taxes.

banescousa.com

Total Assets

Total Gross Loans

Millions

Millions
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Total Deposits

Loan Portfolio

Millions
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[l Commercial & Industrial
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$776.7

2014

banescousa.com

Deposit Portfolio

Investment Portfolio

. Money Market and Savings
. Time Deposits

Interest Bearing DDA
. Non-Interest Bearing DDA

51.5%
12.7%

2.2%

U.S. Government Agencies . Collateral Mortgage Obligations
. Municipals . Mortgage Back Securities
. Corporate Debt
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BANESCO [USA
FINANCIAL
STATEMENTS

December 31, 2014 and 2013

The Bank prepares its financial statements in
accordance with accounting principles generally
accepted in the United States of America. In
this section, we review the main variations of
the summary balance sheets and statements of
operations at the close of 2014 with respect to the
amounts presented at the close of 2013.

This statement has not been reviewed, or confirmed for accuracy
or relevance, by the Federal Deposit Insurance Corporation.
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BANESCO USA

FINANCIAL STATEMENTS

DECEMBER 31, 2014 AnD 2013

AMBAF

MORRISON BROWN ARG & FAREA, LLC
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BANESCO USA
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BUSts in Sccordance with ssditing standards generally sccapted in e Linied States of Amirica, Those standands TOTAL ASSETS $___9w2ss5432 3 420069489
require that we plan and perform B aud® to oblain reasonable asswance about whether the financial sistements
ore Wee of mabeial misstatesnent LIABILITIES AND STOCKHOLDERS® EQUNTY
An msdt invokes perfonming procedares o obiain sudd evidence about the amounts and dsclotses in e
financisl stalements. The pocedures selected depend on the sudiior's udgment, including e sssessment of the DEPOSITS
nisks of materal msstatement of the Gnancal stalements, whether due 10 fmed of emor, In making those risk Haninberes! beanng demand deposits & 306,133,012 ] F5T, 118,409
:umm‘n:. the suditer considers inlernal confrol felevant o ®he Bank's pleparalion and fair presentation of the Inkprest BEarng Gomand deposis 146,759,510 105 574 861
ancial stalements in order 1o design awdd procedures that are appropriate in the droamstances, bot not for the
purpose of axpressing an opition on e efectiveness of e Bank's itemal control. ARccorSingly, we axpres no Mionay marit and Savengs seoounis 231,160,831 217,074,354
such opieon. &n sudit also includes evalsstng e appropiafensss of sccourdng polioes sed and e Time deposits of $100,000 or more 16,829,770 18,006,189
reasonableness of significant sccounding esimales made by managemenl. &5 well &% evaluaBng e overall Time depasis of kess than $100.000 106,047 350 118 823,053
presentation of e financial statemernis.
) ) ) TOTAL DEPCEITS TTE, 740,503 715,620,956
W bebewe that the aud® evidence we have oblained & sufcient and appropriate to provide a basis for cur audit
apic. Securities sald under agreements 1o repurchase 3,950,013 2,624 871
Opinicn Fadgral Home Loan Bank advances 50,000,000 20,000,000
Ini cwe opinion, B Eaancal slalements feferned 1o aboyve peesent barly, in ol matersl respects, ™o inancial posiion e iy itdnlicd A7
i 3
ol B LiZk g of O3 per 31 2014 and 2012, and e e of B i B e b e Accrued supenses and olher labiktes b e T A cg 21F
yiars i anded n accordance with accounting princples. geredally accepbied in B Uniled Statles ol Amanca. TETAL LIABILITIES B34 504 80T ?ﬂﬁﬁ!mﬁ-
Emphasis-of -Matter
COMMITMEMNTS AND COMTINGEMCIES [MOTES: 14 AND 168}
A dincumsed in NOTE 1, @ December 2013, ®w Bank eetafed ivto o Consant Agresment vith Se Fadeeal Depeit
Insurance Corporation (FONC) and the Flodda Office of Financial Regulation {OFR). in conneclion with cestain STOCHHOLDERS EQUATY
defciencies in i complance wih e Bank Secrecy Act (BSA) and Anb-Money Loundering (AAL) lwes and Commen sleck. 55 par valus; 6000000 shades authorized;
rl'nlll'l_'lﬂl'# The Bank antered inls T r:u-m-ni Agreamaent with it regulsion, withoul admising of disming the & .56, 304 shares issusd and outstanding in 3014 and 3013 A3 B30 26 B3 530
allegations, and has been dligenty working to implement a program bo cornect Bhese defidencies and non- Additional pakd-in capital RO 43 63T &0 BAT G437
comphsnce, The Bank has betn cooperating with its regulators concerming these deficiencies and the acions being Rotainsd o8 . 7,049,084 4871 164
ki bo Soimply with B e of the Consenl Agreament. The Bank hie net restived sy monelany anfersemsnt ; ! 3
action from the reguiatory agencies, bul it cannot predicl whether o to what extent monetary or other penalies may Accurmiuisted other comprehensive loss, rel of 1axes {1,742 705 (7,535 08T}
O S ENEL I I CORON OIS oM o S K. TOTAL STOCKHOLDERS' EQUITY 85,760,825 77410544
Dhprisent. Ener, %J- Basut TOTAL LIABILITIES AND STOCKHOLDERS ECQUITY $ 90285432 §  BI0,060.489

The accompanying noles are an ifegral pan of these financial stalements,
2
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The gccompanying nodes ang an inegral part of these financial stalements.

A

banescousa.com

{ < BANESCO USA ETATIMEHTS OF COMPRTNTHSAT [LCa5] Icoaa
li'POY~ Fos Tk YEaRd Encen DECEWmER 31, 2004 ant 2013
STATEWMENTS OF OPERATIONS
Fom THE YEARS ENED DECEWBER 31,
2014 3043 4
MTEREST AMD DIDEMD INCOME: HET INCOME § 2177020
Loan and fees on loans 5 31 690 5T ¥ 28,380 661
PR S e D, 5187 479 5648, 769 CTHER COMPREHEMESIVE INCOME, NET OF TAX
Federnl furcds sald RS 11183 :
Federal Mome Loan Bank siock 3027 45 588 Unigalired gasd (lised) on ecuitgs
Unreakzed holding gans arising duing period (ref of income £ 028030
TOTAL INTEREST AND DIVIDEND INCOME 37 241074 34, 197 662 e of b 83,881 000)
IMTEREET EXPEMEES: Less: rechassification sdustment for gasns imcloded in net
Fasdaral Hoers k advaecas
Loan Blank s 2L ST COMPREHENSIVE INCOME $ 8,370,209
TOTAL INTEREST EXPFENSES 3B LS 314,204
HET NTOREST mCOME BIFORE PROVISION FOR wa
Liad LUGEED g 0883430 HET INCCME $ 1B0Y408
PROWESION FOR LDAMN LOSSES E‘SE ‘I.‘E-ITI1EH- OTHER COMPREHENSIVE LOSE, HET oF TAX
HET IMTEREST INCOME AFTER PROWVISION FOR
LOAM LOSSES 13768 7TTE 6 336 22 Unrealized gard (loises) on securfees
Unmeakred holding oased anging duning parica (nel of income
HOMIMTEREST BICOME: taes of approdmately $4 881 5600 & (5 908457y
Sarvice Tews on loans and daposts R R 1380 683 Less: reciassification adjusiment oo gair. inchsded in nel
Cait of kb o Fra WPanE Shiuf S, (Nolstss 5140 319 and GBE BOE seturmulited mcame {ned of income tanes of approximately $258 00d) [ 3.534 818
oher comprehensee inoome {l26s) reclassifcations for unveaksed ned gains on
pvmilable for sale secuntes, respectvely. | 148319 6046808 COMPREHENSIVE LOSS § (8,534,320
Gain on resolution of soouined assets 1585 &3 1817516
Coomrireaaie Bnd s 1,731,000 1,436,948
TOTAL HOMINTEREST INCOME & 5AT T T 3M.053
HOMINTEREST EXPENIES:
The accompanying noles legral part of ese Snancial salements.
Salhries BN armoicyes el 2257853 18,891,508 oo e -
Cocupancy ANTaE 3182380
Professanal s & 176 353 3064, 744
EL i dale — 1801 784 1782625
EOH raurance 1244 378 AT
Depreciaben and amatiraban 1553744 1.338.238
Advertreng 3800 72558
CoEnrLinec Bon TG 588 BS5.136
Travel and enlertareant 28 55T 412 508
Irsurmnos #nd loanse fees 3T M9 300,237
Orffical Suppliar 113434 171,288
Forsciossd suusty, nat 8 Cean 4.7
Special Fasels real BNie ToiES EApEnLes (32,000 16,000
Db EETEI- 1,104 m
TOTAL NONINTEREST EXPENSES AT Ol 0 FE202.TH)
IRCOME BEFORE INCOME TAXES 3ITT.TM 4,454 465
PROVISION FOR INCOME TARXES. inciudes spprovimately $55.000 and 3258, 000
of inooere y evpenses from reolsssdoaton ieme respeciely ) 1,058 804 1,844 057
MET IRCOME ¥ ZATT RIQ - 2,600 ERE
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BALAMCES AT JANUARY 1, 2013

Rt s
Pracuspdy frorm e msumnce of commen sck

(e crrperteer
BALANCES AT DECIMIE R 31, 3013

Fl Pt

O i Erpireg frinT
BALRMGES AT DEOEMEER 31, 204

BAMNESCO USA

STATEMENTE OF Cranaln i STOCHHDERE EquTy

Fow THE YiEaas Brceo DEcensin 31, 20048 as 3003

Aot D
L] [y
Ciamymon Sioch Padhin Fagtmerad IneeaTe (o
T P ek Capinl Evmoin gt f Tt Total
AT § DI M3 5§ 22000 6 METH B DRI
2805 4 2805 4
1288 ) £ 447400 10,857 8000 . - 17,000,000
P A P B (B8 A1)
T i A ) B BT wATL I8 i, 8Ty T
2477 2077
. . . ' A1 3 .2 )
AP B MANLEN B SAMINN B Teaow & [LT0%) B IATMEN

This Ecormpiiying nobes e an segoal pa of these Enencisl Sibsmesnts.

&

BANESCO USA
STATEMEMTS OF CasH FLows
Fior THE YEARS ENDED DECEMBER 31,
Fd Fai B
CASH FLOWS FROM OPERATING ACTIATIES
Mt income £ 27T § 2500 .&30
Adpsimenis 0 reconoibe nel Foome 1o net cash provsded by
Oparating Setted:
Provison for loan oesrs 5 BE0 1 64T 168
FProvigesn Ao foneclkosesd assets = 158,270
DaprecibSen 4/l Srorbrates 1553 744 1,330 738
Mot smortizaton of discourts on rvestmen] scuities
availlabia for sale 1 458 o9 2538 008
Gain on sabes ol S st s (148 319) (B8 B0E)
Gain an sales of forsclosed atasts - (405 471)
Apnortizabon of delemed bam fees (122420} (198,257
Banrtien Ban o PAanHBE MASN S3ET0 F3570
Defered msoma tax beneii 16T (T8 813y
Changes in cpembing asssts and babiities
Boprued iierest mosnabie =5 3 53 737
Fropaid gapanses and ohae aniats (130 340} {191 306y
Foreciosed pssets - =
B Evlnasl pEakle 154 238 2TTa
Botnmd expensis and other kabirbes [T 9 | 1086319
HET CaSH FROVIDED BY CFPFERATING ACTITIES 4 B4 411 T.318 M5
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of v siment secunbes avada bis for saks [ e 4O ) 58 222 oaay
Purdhass of Fedara] Hems Loam Bank sk (1,755 000} (58 00
Matyrities arsd prrcipal repay™snt on ireiiment Sscurites
avalable for saly TS 2 o8 48 TG
Procssds trom sales. of ressimant seconsss aamilatis for sals 5 30 539 B4 43T 840
Maturities ared prircipal repayrrsnt on invesimant seiyrites hald & rabrity - 2,000 00
Mk increase im loans (R0, T SRS [ l=h - rr i 2T
Proossds from sales of loneclossd mmasls = T.IrR,4£38
Punchiiss o propenty Snd S pinint [EEREE]] (2 2T BT
HET CASH USED N INVESTING ACTIVITIES (905 Tl 031} (T 158 203)
CASH FLOWS FROM FIBMMCING ACTIVITIES;
Mat increass in depoarty B, 110537 35 05 401
Met inorease (deomeass) in seourites sokd under agresTents i nepuchass 1328 142 (1,407 Sany
Ml inrpass o Fedem| Home Loan Bank sdvanoss 30 000, 00 5,000,000
Proossds from the nsuancs of common sock - 17 000 )
HET CASH FROVIDED BY FIRANCING ACTIITIES 2 475 aTa o5 S8T 7R3
HET INCREASE (DECREASE] IN CASH AND CASH EQUNALEMTS 1,338 0% (12,853 235)
CASH AND CASH ECUNALENTS, BEQINNING OF YEAR 31 554 oo &4 418 2
CASH AND CASH ECUNALENTS, END OF YEAR §  JIAS0.053 31554 e
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Changs in uniealized geing o dvibashs Nor Sl sbtuntas, sl of e ] 8192 181 5 L EE)
Transfer of loans o foreciosed awsats [ [ [ 3,581 470
Interest pakd on deposts. and bomowed Tunds ! 320550 ; 114032
Cash paid for income axes EEEE TR ] 131 Lo

The accompanying notes are an integral pan of these financial statemeanls.
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BANESCO USA

MOTES TO FiINANCIAL STATEMENTS
DeceMeeR 31, 2014 anp 2013

GENERAL

Banesco USA (the “Bank®), a state-chartered bank, incorporated in the State of Florida, The Bank cumenty
cperates i Scutheast Flonda and Puerto Rico, hawing seven offices In cperation at December 31, 2014 and

2013. The Bank is 8 member of the Federal Deposit Insurance Corporation (FDICY), is supervised and reguisted
by the Office of the Finandial Regulation of the State of Florida and by the FDIC,

The Bank offers a vasiety of banking serdces to individual and corporate customers theough its banking offices
located in Scuth Florida and Puerto Rico,

In Decarenber 2013, the Bank entered infe & Consent Agrasmant with the Federal Depasit insuranese Corparaticn
(FDIC) and the Flomkda Office of Financal Regulation (OFR), in connection with cerlain defichendes in its
compliance with the Bank Secrecy Act (BSA) and Ansi-Moaey Laundering (AML) laws and regulaions. The Bank
enftered into the Consent Agreement with its reguistors, withou? admitling o denying the allegations, and has
bein diligantly waorkdng ta impbement & progam B comact thess defidencies and non-compliancs. The Bank has
been cooperating with its reguatons concemang theae deficlencies and the actions being taken to comply with the
tesrns of the Consent Agreement The Bank has nof received any monetary enforcement action from the
regulatory agendies, bul it cannod predict whether or to whal exlent monetary of other penalties may be imposed
by i85 regulators or obher agencies relating Bo these matiers (MOTE 145).

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Accounting Policies

The accompanying financial statements have been prepared in conformity with accounting principles generally
accepind in the United States of Amarica, The following is a summary of the significant accounting policies
fellorwed by T Bank.

The acccunting policies and reporting practices of the Bank conform to the predomenant practices in the banking
industry and are based on sccounting prnciples generally accepled in the Uniled Stales of America (U5,
GAAPY,

Use of Estimates

The preparation of Snancial statements in confosmity with accounting principles generally accepbed in the US.
requires managemand to make esimates and assumptions that affect the reporied amounts of assets and
[Eabilities and disclosune of conBingen assets and Eabilities o the date of Be inancial staiements and the repored
armowunts af revenues and expenses during the reparting perod. Acteal results could differ signi from those
csimates, Malerial estimates that are particulardy susceptible to significant change in the near ferm relate o the
delermination of the allowance for loan losses, determinabon of fair values of scquired assets and assumed
Eabilities, loss estimabes relafed 1o scquined loams and foreclosed asaels, and the Bair valee of fnancial
nsiramesnts,

Acquisitions

Banesco USA accounts for all business combinalions under the acquisiion method of accounting in sccordance
with Accounting Standard Codification ("A5C%) Topic 805, Accordingly, the acquiring institution should recognize
and messure the idenilable sssete acquired, the llabdites assemed, and any non-conioling inberests in the
acquires, il ary, The application of the nquaimnnﬂm:l miay fesult in the acquirer recognizing some assats
and linbilities not presiously recognized by the acquiree. The aoquiring institution should then recognize and
measure either geodwill or @ gain on bargain purchase, In addiion, acquisition-related costs and restructuring
coats afe recognized & peviod expenses ae incurmed,

af=

BANESCO USA

MOTES TO FiNANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

banescousa.com

Acquisitions [continued)

Ag dacussied in MOTE 3, Banesco USA purchaged substantially all the aseets and assusmed substanially ol e
kabilities ol Security Bank, MN.A (SBMNA) headguartered in Forl Lauderdale. Florids on May 4 2012, This
trarsacon was completed with the assistance of the FDIC, which had been appointed receiver by the applicable
banking authority price to consummation, The acquired assets and assumed liabilties of this fransaction were
miaaured at satemated fair valus, Mansgamant made nt astimates and sxarcsd significant judgmant in
pccounting for this Tansaction. Management judgmentaly stratfed the loan podtiolic based on similar risk
characterisSss and engaged an independent third party 1o estimabe collsteral values, caloulate expected cash
fows, and deive loss facdors 1o measure fal values for loans. Foreclosed assets were valed based upan
pending sales conacs of apprased values, adjusied for current magiont conditiors. Management used quated ar
current markel prices to determine the fir value of investment securities, short tenm borrowings and lang term
obligations that were assumed in this transaction.

Bargain Purchase and Intang ible Assets

Bargan purchasa regressnts the excess of the fair vakie of net sssels acqured over cosi of the scquered assels.
Intangible adsels consisl prnaily of core deposil Ntangibles, which fepresent e excess of the faw value of
deposits aoquired over their carying valees and are amorized over the period in which the Bank expects o
demve benefit from the deposits. Intangible assets other fhan goodwill, which are determined to hawe finite Foes,
are amorized over the pedod benefted, generally five o #leen years and are penodcally reviewed Tor
ressonabilensss. The recoverability of other iftangibles is evaluated il avents of drcumstances indicabe possble
impaiment. Intangible assels amounied fo 52212828 and 5315058, as of December 31, 2014 and 2013,
respactiealy. and are included in prapald expanses and sthar assets on the accompanying balance shoets,

Cash and Cash Equivalenis

The Bank considers cash and cash equivalents with & malunty of three months or less from their crignal
purchade dabe 1o be cash equivalents. Cash equivalents nclude cash and due from banks and mlenest beanng
deposits in other inancial institutions,

Investrment Secunmiies

Investment securiies consist of LS, government agencies issued secwities, US. government agencies
sponsored, collateraled mortgage obligations, morgage-backed securities, corporate bonds, and municipal
secunites. Coftan debt securiies thal management has the positive infenl and abilty to hald to maturity are
dassified as held-lo-maturity”™ and recorded a1 amortized cosi. Trading securities are recorded ol fair value with
changes in fair value induded in eamings, Securities not dassified a5 held-to-mahwity oo trading, incduding equity
socynites with readily doterminable fadr values, ang classifed as “available for sale® and recorded at falr valse,
with urwealized gasme and |esses excuded from earmings and repored in other compretensiee (loss) ncomsa, As
of December 31, 2014 and 2013 the Bank invesimen] securities were all classifed as avalable for sale.

Purchase premiums and dscounts are recogrized in inferes! income wiang he mberest method over the leims of
the securities. Dedines in the fair value of held-to-matwity and avallable for sale secuwrities below their cost that
are deemed fo be otherthan-demporary are reflecied in eamings as realized losses. In debermining whether
o= Ihar-lemEOrary impainment ssts, menl corsilerns many tactons, incudng (1) Ge length of time
and the exlent 1o which the far value has been less than cosl, (2) the inancial condiion and near-lerm prospects
of the issuer, and (3} the intent and ability of the Bank fo retain its investments in the issuer for a period of ime
sufficient 1o allow Bor any anficpated recovery in fair valise. Gaing and lesses on the sale of securities are
recofded on e rade date and are dedermened usang the speciBo identifcation methad.

Federal Home Loan Bank Stock

Federad Home Loan Bank ("FHLET) stock = a resindled assel, caried at cosl, and evaluated for impairment. As
of December 31, 2014 and 2013, FHLE siock amounded to 32 988 300 and 51,823 300, respectively,
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BANESCO USA

MOTES TO FiINANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Loans

The Bank's accounling methods Tor koans differ depending on whether the loans are originated or puichased, and
for purchased loans, whether the loans were acquired as a resull of a business combination o purchased

individually or as a portiolio,
Legacy Loans and Leases:

Loans are reporbed at thelr pringpal outstanding balance ned of deferred knan fpes o costs, uneamed income and
thie pllcwanss for loan keeses. Loam origination and commitment fees and the coxls sssociated with the
origination of bans are deferred and amortized using the inberest method over the life of the related loan. Interest
income is generally recognized when income i eamed using the simple inferest o elective yield method.

Im many lending transactions., collateral is cbisined to provide an additional measure of security, Generally, the
cash flow and eamings power of the borrower represent the primary souroe of repaymaent and collateral is
considered a8 an additional saleguard on an acceplable credit ek The need for collateral & debermined on a
case by case basis after considering the cument and prospective creditworthiness of the barower, terms of the

lending ransaction and economic condiians,

The Bank classifies all lcans and leases past due when the payment of principal and interest, based upan
contractial berms., is not made as of its dus date. Charge aBs on commercial loans are recorded when available

infcemation confirms the loan is nod fully collectible and the loss is reasonably quantifiable. Consumes loans are
subject to mandatory chasge off ai & speciled delinguency date conskstant with regulaiory guidelines,

Purchased Loans:

Loars acoguired in a business combination are recorded at their fair value at the acqusition date. Credil discounts
are incuded in the determination of fair valse; theredore, an allowancs for lan losses B nof recorded af the
acpuasibon dake.

I determining the fair valse of purchased loans 81 acquisiion date, and in subsequent sccounting, the Bank
aggregates purchased loans into pools of loans with commeon characterstics, The Bank reviews each koan at
acquisition to debermine if it should be accounted for as a kpan that has eeperienced credit detenioration and &
probable that at acquisition, the Bank will not be able to collact Al the comrachual principal and interest dus fom
e Biorcemes. The Bank considers substanBally & loana acquired via FOIC assisted iransactions o meed the
eriteria of loame acquired with evidence of impairment, unless fe laan fype i@ epecifcally excluded Fam the
scope of Accouning Standards Codification ["ASCT) 310-30 Loans and Debt Securies Acquired with
Dwtenorated Credi Quality, such as loans with active revaleer features o because management has minimal
doubt of the collection of the lpan. This policy is based on the following peneral themes suTounding an FOIC
assistod ransAcSan:

1) There it & high digres of sncertainty surrounding the quality of underwriting of the tailed inautions thal made
the original boan,

2 Management of the Bank has Emited dus diligence Bme prios bo deal execution, and

3 I many ins@nces, loans were made in geographical areas that hawve experienced significant economic
mnmnmwmnmumem Laans acguirgd with svidaence of ifnparmant are
cassified a8 Purchased Credil imgaired (PO loans.

The Bank makes an estimate of the laans' conractual prncipal and contractuial interes! payments as well as the
todal cash fows B expects io colect from the peals of loans, which indudes undiscounted expected prindpal and
interest

BANESCO USA

MOTES TO FiNANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

banescousa.com

Loans [continued)
Burchagad Loang: {canbnued)

The excess of conlractual amounts over the (olal cash lows expedied (o be collected from the loans = refered 1o
a5 non-acoretable difference, which i not accreted info income. The excess of the expected undiscounted cash
flows over the falr value of the loans is refered fo s acoretable discount. Acorelable discount is recognized as
interest income on B levelyield basis over the life of the lbans. Management has not included prepaymant
assumphians in s medeling of confractual or expected cash Sows. The Bank continues to esmate cash fows
expecied o e collecied ower the life of the bans. Subsequent indfesses in lotal cash Bows expected o be
collected are recogrized as an adustment 1o the acorelable yield with the amount of peiodic scaelion adpsted
ol the remaining life of the lbans. Subsequent deoreates in cash flows expacied to be collected over the e of
the loans are secognized as impairment in the current pericd through allowance for loan losses, Gain on
resodution of acquired assels represents the nel setlement amount between the proceeds recedeed and the
carmyng amount of thie kxans.

The Bank generally places loans on nonacorual siatus when the full and Smely collection of nterest o princpal
besomes unceriain, pai of the prncipal balanca has Been off, the laan has Been reslroeciured bl = nol
meelng e terme of the restructune, o the laan reaches 80 days pesl due. AN inberest acciued bul nod collected
for loans that are placed on non-acorual stahes or loans: that ane charged off is reversed against interest income.
The interest on these kans is accounied for on the cash-bass or cosl-recovery merthod, undl guadifying to refum
1o acerual stabus. Loans are reburmed 1o accreal siatus when all the principal and inlerest amounts. coriraciually
due are brought cument and fulure payments are reasonably assured.

The Bank has determined thal the entire balance of a loan is contractually delnouent for all classes if the
mErmm paymen B nol received by the specfied due dabe on the bormower's stalement. Inferesl and fees
continue 1o acorse on past due loans until the dade the loan goes imo non-soonual status, il applicable.

A loan i consldened irgaired when, based on cieTent information and events, it is probable that the Bank will be
unable to colect the scheduled payments. of plincpal of interest when doe acconding o e confracieal terms of
the loan agreement. Faclors considered by management in determining impairment inclede payment status,
collateral value, and the probabilty of collecting scheduled principal and inerest payments when due. Loans that
exprience insignikcant payment delays and payment shortlalls generally are net classified as impaired.
Management defermsnes the signibcance of payment dedaye and payment shortalls on 8 cage-by-case Bagis,
taking ime consideration all of the circumstances surrounding the loan and the borrewer, induding the length of
the deday, the reasons for the delay, the bomower's prior payment record, and the amcant of the shortfall in
relaban ta the princpal and interest owed. |mparment s measued on A lan by loan basis by either e present
value of expecied fulure cash Aows discouned al ;e laans efective mbenest rale. e leane ablainable markal
price, or the fair walue of the collateral less selling costs, if the loan is collateral dependent. If management
defermines that the value of the impaired loan is less than the recorded investment in the ban (outstanding
principal balance, not of previcus charge-ofts, and net of defered lean Teks of Cost), impainment i recegnized
tharctngh an allowanos satimate of 8 change-off to Be allowanes,

When the ulimate collectability of the total principal of an impaired koan is doubtiul and the loan s on nonaccrual
Hlatus, all payments are applied 10 princpal, under the coed meethid, WWhen the ulimate colleciabilty of
e fodal principal of an impaired loan ® nof in doubl and e [oan B oh nonaccnual stabue, conraciual infereat s
credited to inberest income when recefved, under the cash basis method.

44

VSN ooseueg

S]USWeBIS |BloUBUIH



197

VSN oosaueyg

Sjuswelelg [elouBUI4

bﬂNUfl(

(2014)

QEPOY“&

BANESCO USA

MOTES TO FiINANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Loans (contimued)

In situatons where, due 1o a bosrewers Bnancial diffculies, management grants a concesson for other than an
meighificant period of Gme Do the bomower thal would nol ofensise be granbed, the loan is classifed as &
troubled debt restrucuring ("TDRT), Managemsnt attempts fo identify bomewers in finandial difficulty early and
waork with them o modify terms before their loan reaches nonaccrual status, Howeser, due 1o the complexity of
moditying tenma, marry eans afe modified after nonacerual stahss has been established. The mediled terms may
incliede rate reductions, paymenl forbearance, principal forbearance, princpal Torgiveness and ofher acions
intended bo minimize the economio loss to the Bank and avoid foredosure of the collateral. In cases where the
bomowers are granted new terms it provide for 2 reduction of either interest or principal, management
Mreeasures the impadment on the restuciurng as detailed above for impaited loang.

Im ddition o the allowanoe for the pocled postiolics, management has developed a separaie allowance for loans
that are identified as impaired through a TOR and is induded in the Bank's allowance for loan lesses, These
kans are excluded Fam pocled loas lorecast and & separale reserve B provided under the acceunting guidance
Ter loan imparment. Resdential loans wioss terms have been modified in a TOR are also ndividually analyzed

oo estimabed impairment.

Cerain TORs ae dassifed a8 nonperformng at the tme of restruciure and may only be retumed to perormng
slatus after comtideding the borrower's susiasined repayment performance for a ressonable peficd, generally si
manths.

Allowance lor Loan Losses [CALLY)

The allowanoe for loan losses reflects management's judgment of probable loan losses inhenent inthe portiolio at
the balance sheet date, Management uses a disciplined process and methedology to establish the allowance for
kosses each quarter. To defermene e total allowance for laan bosses, the Bank estimates the reserves needed
fee each segment of thi portfako. mduding loans analyzed individually and loans analyzed on a pooled basis.

In determining the balance of the allowance account, loans are pocled by portiolio segment and managemant
evaluales the allowance for loan losses on each segment and a8 a whole on a regular basis 1o maimain the
allewance st an adequale level bated on Ectols which, i management's pdgment, desse curmenl fecognitich
in esfimating loan losses, Such faclors indude changes in prevailing economic condiions, historical experience,
changes in the character and siza of te loan portiolic and the overall cradit worthiness of the bomowers,

The fellewing is how management determines Be balance of the general component fof the allawance for loan
losses aocount for each segment of the loans:

Land and Land Development Feal Estate Consinucon; Commencial Real Esiate. Commercial and Indusiial
Loars; Resdential Real Estate, and Cther Loans.

All loans are growped by collateral typs with similar riak chasacteniaties and a histoneal change-off rate for the Lest

eight quartens s used. A weighted average loss faclor i calculated and applied to the lean balance for each
group.

1=
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MOTES TO FiNANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

banescousa.com

Allowance for Losn Losses [MALL") [continued)

Chizalitatee factors are applied to historical beee rale based an MAkaGement's expenance. D bo thee static pature
of the portiolio, the nine facions used ane:

» Lending Policies and Procedures.
« Intemational. Mational, Regional, and Local Econames Conditicns
+ Malung o Volume of the Pafols and Terms of Loans

s Experience, Ability, and Depth of Lending and Credit Management
= Lewels and trends in delinquendes, non-accruals, and Risk Rating
« Cuality of Loan Revew System

+ \alue of Undedying Colateral

¢ Exrilences aind EMect of Coadt Concenlrabong

« Orher Extemal Consequenses

The adusied loss rates ane applied bo the oubstanding balances of each loan grouping.

Changes in these faciors could result in material adjustments 1o the allowance for loan losses and provision for
loan losses. The lesses the Bank may wismately inour could differ materially from the amoamnis assumed in
artrving at the alowance for lean losaes,

The Bank prevides lor lean leases thicugh 8 provisien for loan lesses charged 1o operabions. When management
bedieves that a loan balance is uncollectible, the loan balance is charged against the allowance for loan losses.
Subsequent recoveries, if any, are credited to the allowaince for loan losses,

Ini pedcifian to the allowance for lan kosses, the Bank also estimates probable bosses related fo unfunded lending
commitments, sich as leflers of credit, Snancial guarantess and unfunded loan commitments. Unfunded lending
commilments are subject to ndidual reviews and e Bank applies ®e same adusied loss rates s hose
applied 1o simiar loan pools based on risk classificalion in calculating the overall allowance for loan losses.
These risk classifications, in conjuncion with an analysis of hisforical loss experence, cumend economic
condians, performance rends within apecific portiolie segments, and amy ofher pedinent informalion, resull in
e estirmation of the resene for unfunded lending commitments. Provision for canedt losses relabed 1o the loan
poitfolio and wnfunded lending commitments are reporied in the statements of operations. At December 31, 2014
and 2013, the allowance for unfunded lending commitments amounts to 5440803 and $578471 respectively,
and i2 included in Loars, nef on the acompanying balance sheets.

Also, vanous reguiaiony agences, a5 an integral par of Mer examnaion process, pericdically review the Bank's
allowancs Tor loan losses. Such agencies may require the Bank 1o recognize addiSoms to the allowance o loan
losses based on their judgments of information available to them at the time of their examinaion.

For PCl lpans, a valuation allowance is established when it i probable thal the Bank will be unable ta collect all
thir ensh flows axpacied ot poquisiion plus sddiional cash fows expacted o be collected ansing from changes in
estmaies aler acquisiBon. A specifc allowance (8 esiablished when subsequent evaluations of expected cash
flvws from PCI loans reflect a decreass in those esfimates. The Bank reassesses cash fows onits ban portiolio
based on cumend circumstances and events, Occasionally, external factors non-controllable by the Bank could
resul in cash flows not performing in line with sxpeciations. H & pecl of leans has pald in oxcess of ts cammying
value and management considers that the informaticn on the peal B swech that it can no kanger estmale an
expectaion of cash flows in a manner that is refiable, the Bank dsconSnues the scorual of income on that
porticio and recognizes income on a cash basis based on the payments of inlerest for the pool, A gain is
recognized for e amount of excess cash colected on the peol when all leans in the peol have been disposed of,

The Bank uses assumplions and meéthodologies thal are relevant to estimaling the level of impairment and
probable kosses in the loan porifolio, Ta the exient that the data supporting such assumptions has limitations,
management's pdgment and experience play a iy role in recording the allwance ssimates. Addiions to the
allewance fof loan lesaes are made by provisions charged to eamings. Furthermese, an improvement in the
expected cash flows related to PCI lcans would réesult in & reducion of the required specfic allowance with a
corresponding oredit to the provision,

2
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MOTES TO FiINANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Allowance for Loan Losses (“ALL") (contined)
Bk grading:

The grackng amalysis eshimales the capability of the bosrower to fepay the conbiactual oblgaBon of the loan
agreement a5 scheduled or af all, The Bank's inbemnal credt risk grading sysiem is based on sxpericnces with

mimilagly graded loans. Credit risk grades for classided loans are refreshed each quarier, and pass grades are
dane annually.

The Bank's intemally assigned grades are as folows:

Pass = Loans indicate different bevels of sabsfactory finandal condian and performande.

Spedal Mention - Loans are exhibiting potential weaknesses deserving managements dose atlention.
Substandard — Loans are axhibiting wel-defined woaknesses that jpopardize repaymaent of the debt
Drcubitfal — Loans whene the possitility of loss s extremely high.

Los= — Loans are considered uncollectible.

Intenest Inome
Inderest income is recognized as earmed, based upon the principal ameunt cutstanding, on an accrual basis,

Praperty and Equipment, Net

Property and equipment are camied at cost, kess accumulated depreciation and amortization. Depreciation is
compauted on e straight-line method over the esimated uselul lives of the assets. Leasehold improsemants are
arnori@ed over the remaining ferm of the apphicabds leases of their usehd lives, whichever is shoner. Estimaled
umEhd Fres of hese assets are s Tollows:

Coampater equpment and soltwade 1o 5 years
Furniture and equipment 3o T yeans
Leaschold improvements Ehorter of ife or berm of lease

Maintenance and repairs are charged 1o eapense as intuned, implovements and beflerments are capitalized.
Vikhen jlems are refred of are otherwise disposed of, the related costs and accurmulaled depreciaion and
ameetization ang removed from the accounts and any resulting gains or losses are credited or charged o income,

Foreclosed Assets

Ansets acquired through or in lew of loan forecioswe are held for sale and are iniSially recorded af fal valoe less
estmated costs to sell ot the date of foreclsune, establshing a new cost basis. Subsequent 1o foreclosure,
valuabions are penodically perlormed by management, and e adsets are cammied 1 e lower of carmying amouni
o Faw value e cost fo sell. Al December 31, 2014 and 2013, lwecdosed atsels amounted o 52 850 721 and

$2 812 500, respectively,

Securities Sokd Under Agresments 1o Repurchass

Securities sold under agrecments to repurchase ane classified as secured borrewings and are reflecied ol the
amound of cash in conmection with the ransaction. The Bank may be required to provide additional collateral
based on the fair value of the underdying securities (NOTE ),

Income Tanes

Income taxes are accounded for under the asset and Rabilty method, Deferred tax awsets and Eabilities are
recognized for the fsture tae consequences atinbutable to dfferences between the financial statement canmying
amounts of existing assets and liabdities and thelr respective tax basks and loss and tax credil
cairylorwards. Defered tax assels and liabfiies are measured using enacled tax rabes expected [o apply o
taxable income in the years in which those ary differences are expected to be recavered or seitfed. The
effect on deferred tax assets and liabiltes of & changs in tax mles B recognized in income in the period that
Inechsdies thie @nacimsent date,

=13
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DeceMBeR 31, 2014 anp 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

banescousa.com

Income Taxes [continued)

The Bank recognizes positions faken or acpected to b taken 0 & b refun in accordance with exsting
atcouning guidance on income lawes whith & fecoghition thieshold and measurement process,
Interest and penalties on tax Babilities, if any, would be recorded in interest expense and other noninbenest
CEPENSE, respectively,

Impairment of Long-Lived Assoets

The Bank's long-lived asseis. such as propedy and aquipment, are reviewed for impaismant whanever svents or
changes in circumstances indcale that the camying amount of an assel may nel be recoverable, Recoverablity of
assals 1o be held and used i measured by a comparsan of the carying amount of an assel o estimaled
urfiscounted futune cash fows expected fo be genesated by the asset, If the carmging amount of an asset
excpeds its estimated fuhee cash fiows, an impairmaent charge is recognized for the amount by which the canmying
amoun of the asael exceads the fae value of the asssl Assels (o be daposed of wolld be aeparabely presenbed
r the balance shes and reporied at the lower of the carmying amouwnt of far value less cosls 1o sell, and are no
langer depeeciated, The assets and liabilities of a disposal group dassified as held for sale would be presented
separsiely in the approphiate assel and Bability sections of the balance sheet. The Bank did not recognize an
impairment charge during the years ended December 31, 2014 and 2013,

Advertising Costs

Advertising Costs are expenses as incsred. Al December 31, 2014 and 2013, advertising costs amounted 1o
§351,500 and $572,560, respectvely.

Interest Rate Risk

The Bank's performance is dependent 1o a large extend on its net interest moome, which is the difference
between interest income on inberest-eaming assets and inferest expense on interest-bearning Eabilities. The Bank,
e most inancial instilvtions, is affected by changes in general interest rate bevels and by other economic facicrs

ite confrol. IMerest rale risk afises nom mismatches bebwean e dollar amount of repricing or matuning
asaets and liabilies (the inlemest rale sensilivity gap). More liablities repricing of maturing than assets over a
given time frame is considered linbiiy-sensitive, or a negative gap. An assel-sensifive position will generallly
erance eaFMInGE i 8 f8ing inlerest rate ervonment and will negatively impact eamngs in a falling interest rate
ervitanment, while a liablity-sensiive posiion will generally enhance eamings = a falling iMerest rate
ervironment and negateely impact earnings in a rfsing interest rale erdonment. FluctuaBions in inlerest rafes
are not predictable or controllable. The Bank has attempled to implement asset and liablity management
sirabogies bo mitigate thi impact 1o et interest income resulting Som changes in maket inees! rates.

Concentration of Credit Risk

Caedit ek represents the madmum sccountng boss thal would ba at the reportng date if

fasded completaly bo pertorm as contracted and any collasleral of secunty proved 1o be of io value.
Concentrations of credit risk (whether on or off-balance sheef) arsing from finandial instrements exis! in relation
to cerain groups of cusfomers, & group concentration asrises when a number of counterparties have imilar
econamed characierstics thal would cause their abslity o meel contrachual cblgations 1o e simdardly afected by
changed in econame: of ofher condiiorns. The Bank dosd Aol have & sighibican) exposure fo any ndeidual

customer of counferparty,

Maost of the Bank's business activity is with customers located within €5 primady market area, which includes
Mears-Dade and Broward Counes, Flofida. The Bank's laan portlolio B concenirabed lasgely in real saiabe and
commercial baans in Zouth Florida, Circumstances, which negatively impact the South Flodida real estale industry
or the Scuth Florida economy, in generad, could adwersely impact the Bank's loan portiolio.

Al Ao Bmes duning e year, the Bank has marianed deposits with ather inancal nebtulions in exceds of
amounts received, The exposure 1o the Bank from these Fansactions is solely dependent upon daily balances
and the financial strength of the respective instition,
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MOTES TO FiINANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Comprehensive Income (Loss)

Comprenensive income (lcss) consists of net income and ofher comprehensive income (loss).  Other
comprehenaive income (loss) includes wniealized gaing on securities avalabbe for aale, and undealized losses
nelabed 1o Taslors olher han ofedil on debl Saciunbe,

Fair Value Measurement

Fair values of Brancial instruments aie estimaled usng relevant markel infeimation and alher assumplions, as
mare hully discosed in NOTE 17. Fair vale estimates involve uncetainties and matters of signiScant judgment.
Changes in assumpBons o in marked condiBons could significantly affect the estimates.

Subsequent Events

The Bank has evaluated subseguent events. theough March 13, 2015 which is the date the financial stslements
were ayvadable 1o be issued,

In February 2013, the Financial Accounting Standards Board [[FASET) sued an acoounting standard wpdate o
improve the Wansparency of reporting reclassifications oul of accumulated cther comprehensive income (loss].
The update s oflective prospectively for repoding periods beginning after December 15, 2013 with early
application permitied. The adoplion of this accouniing standard update did nol have a materal impact on the
Bank's Snancial statements.

Im Janzary 2014, the FASS issued an accounting siandand update which intends to danify when a credilor should
be considered o have received physical posasession of residential real esiale property collaterabzing 8 consumer
morigage loan such that the lsan should be derecogrized and the related real estate recognied, The update

also requires additional disclosures and is 1o be applied either or with a modified retrospective
method, The updabe is efectve for annual pertods beginning after December 15, 2014 and intenm pericds. within
arnual paricds beginning after December 15, 2015, The Bank |8 cumenty evaluating the eflect the wpdabe will
hanee on its Bnancal stabements.

Reclassification
Cariain amouwnts in the 2013 fnancial stalements have been redassified o confonm fo the 2074 presantalion_

BANESCO USA

MOTES TO FiNANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

FEDERALLY ASSISTED ACQUISITION

banescousa.com

On May 4, 2012, Banesco LISA purchased substantially all the assets and assumed substantialty all the Rabilities
of SBNA from the FDIC, as recerser of SBNA. SBNA ocperaled three branches located n the oties of MNarth
Lauderdale, Doral and Miami, Flonda.

The acquisiions of SEMA were accouried for wnder the acquisiion method of accounting. The ned assets
acquired and bargasn purchase gain are presented in the fellcwing table. The purchased assels and assumed
kabilitiag weare recorded a1 aoqusitan date at thair respactive tair valse. Fair vallues are prefiminany and subject io
refinement for up ta one year after the dasing date # additional nformation regardng the closing date fai values
becomes pvailable.

The Statement of cperaions inclides bargsin purchase galn of 52,116,370 thsl resulted Fom the SEMA
acruisitions.

The fliowang table presents the assets acquined and ablities assumed, as recorded by SENA an the scquisiton
date and adusted for purchase accounting adusiments.

My 4, HH2
As Recorded Fair Valse As recoeded by
by SENA Aol s trnenis Banesco USA

Ameaty
Cash and due from banks & 24.750257 E . 3 24705
Irresirment seounaes, ot e value 3,445 840 : L ETE =T
Leards 63,613,202 (15828333 & 53,754 955
Farpcionnd aisata 4305818 135 b £ 5T
Irfargibis aassty - 00000 € 00000
Cthar awsats 608,718 144.152) o S SET

Titial dcissirts § 102813038 F (15 TEIEI) § ST 00308
abdhas
Diepcenits

Manrmoest beanng 5 398477 % . 5 ZES4TENT

iyt B 58,171,908 . 58171 808

Tobal deponirts 97 7B - ST. TS
Cithar lakilSey 1 500 - £l 1500
Total lakalines H EHL!'I! ] T & - Tk
Bargain Purchase Gain Reconciliation:
Excess of ssarty soquired over babdibes awssmed & 4452523 H LR =k
Aggregas Fair valas edusinars 5 [i57E3630) 5 (15753 &30)
Gaah resetepsd froen e FDIC 3 13T AT
Bargin Purchase Gain on AcquisiSon of 5BNA 5 2118370

Explanaticn of fair value sdjustments:

& Adusimend reflacts e e valos sdustment based on Benesco USAs evakaton of the aoquired loan porfolio
ard vindors penad I:F'ﬂgl-d-ffl--nf £322.851.

b= Audpustment reflects the esSmated forecliosed asset lowsos ysed on Banesco USA"S eealuaton of e aogquined
forecinssd asset portiolas.

ﬁWWWmMWHMIMHHM O ke

d= Adjustment refeots the newersal of goorued nenest receivabds on th soguined loen potfols as of the sooqustion dae.
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DeceMBeR 31, 2014 anp 2013

3, FEDERALLY ASSISTED ACOUISITION (CONTINUED)
Results of operations for SBNA prior to the acquisition date are not indluded in the statement of operations. Due
to the significant amcunt of fair value adjustments and the mesulting accreSon of those farr value adisstments.
hisborical results of SBMNA are nob relevant 10 Baneseo USAS resulis of operaticns. Thorelore, no peo feema
nbarmation is presented.
Accounting standards prohibdl camying ower an allowance for koan losses on acquired loans, However, the e
value adjustments recorded on the kan paifolio at the date of the acquisition 1ake inle consideraion eslimealed
lossas inherent n he lan portiolo.

4. INVESTHMENT SECURITIES
Available for Sale

The amorized cost. gress unsakzed pawne, groas wnreakzed holdng losses, and tair vakie of invesbment
secunibes available Tor sake, by major security, as of December 31, 2014 and 2013 are o folows:

December 11, 2004

et ] g
Unreakrsd Uregalhaed
Amartiped Holding Halkding Far
Cogl Cagirel Liary Vil

Seourthes available for sake:
WS povbimaminsl SGancaii dilised diooiiee 5  BNTSE 5 B0 L (51 518 § M EETE
IS powimeinl aQencis spossoled 13,564,145 440 (245, 3800 13,700,343
{olabe adired modgage obigations 5117 50 . {151 5068 o G5 o0
erigage -t cload decuitien 117,505,381 &1 B {1,558 4045 116 250 S5
Mg 78,518,239 285,072 53 2a) 28,7105
Corporate bonds AR T 5253 (T4 5L% Fhas L]

§ 214,634,508 ;] 447,243 ¥ (331383 §  IDEE4DAER

Do b I-‘IIH'II
Crosd CHaa
Wi bzid Uregahaed
Ameriped bkieg iy Fa
iCoal Gaing (LT Wl

Securtien weilabls for aalks
U5 govermimesnt sgencies nvsed necurtiey H 870 Sl H ' ] (82 18 5 B3E TR
5. possermimesnt agencies sponsoned 12,551 5% " {1,037 ooy 11554 581
olzberaimed mocigage clhigainn § {287 . (ZH042h 5,787 b
lorigape backed seourises 1 54 088 373 oA 5 845,278 147 583 5N
Blursspaais 3, BET S03 28 553 [l froh ] 26 B81 558
Caprperale bonds ]?_I_mm 45§50 if I’HEH 25,778 A8

§ 247083504 L] 155,034 §  (DETETY) 3 E4.0,3E

Investrment securities pledged bo secure borrowings

under securifes sold under agreaments o repurchase had a

fair value of spprodimartedy $7 940,000 and 58 376 000 at December 31, 2014 and 2013, respectively

Proceeds Trom the sales of investment securities available for sabe Tof the years ended December 31, 2014 and
2013 amounted to 554,240,939 and £84 597 840, respectively, For the years ended December 31, 2014 and
£013, there were net gains of 148,319 and 2688 808, respectively
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INVESTMENT SECURITIES (CONTINUED)

banescousa.com

Available for Sale {continued)

Expected matriies of secuites availablo for sals will differ from contraciual maunties Docause BOMovwWers have
e right 1o call of repay clligations with of withaut call of repayment penalties. The amertized cost and b value
of securiies avadable for sale by contractual maturity are as follows, as of December 31;

2014
Securibos Avalable for Salo

Amerazed Finir
Gost Walue
D afiar cnd year Fecugh five years 3 53,016,074 5 4955403
Due afier five years Twough fen years 38,508 245 a¥ a8 618
Dhr sl e By yang: 164,712, 180 A2 i 34T
£ 228834508 § 226 840,368
Informaliion penaining bo secuilies with gross uniealized holding losses, aggregabed by imvestment categorny and
length of time that individual secuwities have been in a continuous loss position at December 31 follows:
Lm e TR
ke T Lo g Bl e ] Tas
T T s
Ll S bl Lrerad, v
[ P g Iy g =g
il A W T WM (e T
Fimimster 17 200
S e e ey ] e ] ol ] ™ ¥ Ll 0 ¥ R a e 1 (LR
WS e g LE R - - LRl o [P PR TS0 S Lo
Caweryom rompsss - - R [LELE & jald e 1131 s
L T = oot idEiE i (LRI LER 5 L F - FL] 11 i -y
[T [ [LET ] TG i Ana FIT e
Corprree B BATY i S 30 FEoie R FE T - T daiy
A Ebse ) e 3 iskekie 0 (Riehh ) LI 5 i el
L Fawr Tuniem
Py bk b i v Mirw i)
Camin Fazas Comi
[ ] R LR
Fad Haddaj Wi il L] Femlatj
e . s dmw e ‘el L e
Dmcmemim 10 F7E
- e L PR g e, BN B . 1] . £ o Il FRE B pd s & RSN L] [ 53]
L GO e e R (RF LR 4] 1650 248 (RF R0 il T
= FEE°E & _FitT =15 LF- .l . T BTy
Morboa g faca mel L b LLFLE e 48213 E:F ST 1 T A PR
L L ] ITHA TR frd L Ei ] S IELTE [ Rtre] JRFE T 1.5 500
Clcrprsio bussin Ll N LT Jlohahy, BT LI gl rin,

i 1h|.== I ==:h| _ur_-l= L] Eﬂ‘l- * TLda afs 1 E:-alrn

The Bank is proactive in determining what possible negative effects could impact eir investment partfolia, The
Bank pesforms assessments o determine whather there have been any events or econamis crcumsiances o
inedicabe thal & secunty on which thare 18 a0 unrealzed boss B iImpared on a0 other-Bhan-lemporany BEsE.
Management considers many Tactors in their analysis. including the (1) severity and duration of the impaisment,
(2] the specific oredit raling of the security, [3) the inbent and abdity to hald thess securiies for a pericd of Bme
wntil the walue of the sewunty recevers, (4] whether the cument market is considered an inactive markel where
mosl aabes are cormsdered dslessed salos of disorderly ransactions, and mest importanty (5) management
eslimales the portion of lods atfributable o credil vaing & discounied cash flow model. The Bank esimales the
expecied cash Sows of the underlying collseral psing inferest rafe and prepayment risk models that incorporate
managament’s best estimate of current ey assumplions, such as delault mates, loss severty and prepayment
rabes. Based on Bhe exprcied cash flows dedived fom the modsl, he Bank expects lo recever the remaining
wnrealired losses on the securities.
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BANESCO USA

MOTES TO FiINANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

INVESTMENT SECURITIES (CONTINUED)

Available for sale (continued)

A5 of December 31, 2004 and 2013, the Bank had 51 265 494 and 55 445 274, respectivaly. in uneealized osses
relabing to its morigage-backed secnfes. Recent changes in inlerest rales and central bank activity in Enancial
markets have caused changes in the value of morigage backed securities 1o Aucluale wnsteadiy. The contractual
cash Sows of these secunbes are from US, government sponsored agencies, As of December 31, 2014 and
2013, the Bank does ol consider ose nvesiments 1o be cher-than-lemporary impaired because the Bank
does nol milend o sell the seouribes belore r of their amorlized cosl bases, which may be malwity, and it
is more ks than not that the Bank will not be required to sell the seourites.

A1 December 31, 2014 and 2013, the unsealized losses noled in the Bank's ULS. govemment apendes issued
securities, ULS. government agencies sponsored and collateralized morigage obligations; relate principally to
inderasd rabe changes, crech spread and reduced bpudty in apphcable markets. However wiihoul
recavery in e neas term such thal liguidity returns 1o the applicable markels and spreads rebumn to levels that
refect underlying credit characterisSios, otherthan-temporary impairments may ocour in fuhse periods, The
conbrachsal cash flows of these secusities are guaranteed by an agency of the U5, government. As of December
3, 2014 and 2013, the Bank doss not consider those Investments to be other-than-temporarnily impaired bacause
i Bank does nol @bend o sell the seairiies before recovery of their amoired cosl bases, which may be
maburity, and it is maore likely than not thad the Bank will nol be required 1o sell the securnifies.

Al December 31, 2014 and 2013, the Bank had an vnrealized loss on all corporabe bonds fotaling ST48.843 and
51 498 457 respectively. 85 of Decembser 31, 2014 and 2013, the Bank does nod consider the corporate bonds 1o
b athar-than-temporany iImpaned bacause the daclne in market vahse i3 afinbutabde o in Inkarest rakes
and nod credil qualty, he Bank does nol nbend (o sell the securities before recovery af ther amorlized cosl bases,
whith may be mahsity, and it is more Ekely than not that the Bank will not be required to sell the securities.

A Decombar 31, 2014 and 2013, the Bank had an nreakzed loss on all muncipal bonds lotaling 5353652 and
§3,724 703 respectively. As of December 31, 2014 and 2013, exchiding one misicipal bomd frem the Highway &
Transpoetation agency of Puerte Rico, which has a book value of 542208 and has been written down to the
current falr market value, the Bank doss not consider the municipal bends o be other-than-temparanly impasned
becauge the decdene in markel value s atinbotable o changes n inferesd rabes and nod onedd quality, e Bank
dses nol inlend bo sell the sscunBes bafore recovery of their amorlized cosl bages, which may be mahity, and it
s more oty than not Shat the Bank will neot be required to sell the securities.

BANESCO USA

MOTES TO FiNANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

LOANS AND ALLOWANCE FOR LOAN LOSSES

banescousa.com

The following s & summary of laars cutatanding as of Decomber 31;
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The Bank had pledged approcimately $140.5458 530 and $123,235,001 of loans as collateral for
advances from the Federal Home Loan Bank of Adanta as of December 31, 2014 and 2013, respecively.

Management has an established methodology to determine the adeguacy of the allowance for loan losses that
assesses e nisks and losses inherent in the lean portiplio. For purposes of determining the allewance for loan
loases, the Bank hes segmented the loans in e porticlic by product type. Loans are segmenbed b the
lellewdng pocls: kand and land development, real estale consuclion. residential real eziate, commencal real
estale, commercal and andusirial, consumer and obher.

The tolal alowance reflects management’s eslimale of loan losses inherent in the loan portiolio at the balance
sheet date. The Bank considers the allowance for loan losses of 57,244 562 and $8.929,180 adequate to cover
the lan losses inherent in the loan poetfolic at December 31, 3004 and 2003, respectively,

(1) Purchase Mon-Credit Impaired Loans; (2) Purchased Credit Impaired Loans,

The following table summanizes the Bank's loans acquired duing 3012, the contrachsally requied payments
receivable, cash flows expected io be collecied, and fair value at the sequisiton date, May 4, 2012,

BE My pralion
L] PR Wodsl Purtiodii
Cairying Value Al G e VY
Dlaaing Crita acfunsll Toksl Corvbafunl lauirg
Builisid b Clih Phiwi Caih Flisi Bl
74w larrdy residentul § 2500 ¥ 3T Rl i ¥ Lo B B ¥ 230N 1] B3 e
oty &) SPRITTRrET PP s 74,480 297 13,019 555 i T M 1 270 (e BEA R
Total resl dvtoia 0T 0 RT Oi T R A 370 0 100 0T feld
LePar Logry

i G e ' . el Ll B Sl
Cmrerercl g 4310 417 IV A B N3 - & 11
ey i e T 2 i Mmr oy
ot ata : : - -3 pich
Tolall oihar Hosra 4EII|- :I':I'H,E B AL 5535 JE!H} 0045 Pl

5 uibdrrial [ L] ] § 47 143 BEE B0 507 3T 7 173 181 437 BT
i acaselatie dteseree ) : £11500 U0y
Subdidal 1,500 403 T 0,1 PR 531

Accarlable decan 35,318 34T 08, 55T S5 AT gy
ol vates S_speies b Taess 3 Siless

20

cs

VSN ooseueg

S]USWeBIS |BloUBUIH



€9

VSN oosaueyg

Sjuswelelg [elouBUI4

bﬂNUﬁl{

(2014)

IPEPOV‘&

BANESCO USA

MOTES TO FiINANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

6. LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)

The following table summasizes the Bank's loars acquired during 2012, the outstandng balance and related
carrying amcunt al the acquisition date, May 4, 2012,
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The following tables summarize the Bank's loans acquired during 2013, the oulstanding balance and redated
carryng amount &8 of December 31, 2014 and 2013,
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The follewing table summarnizes the Bank's amount of acoretable yield discount ot the beginning and end of the
paviod, reconciled for addiions, accretion, dsposats of lpans, and reclasstications to or from “non-acoreiable
diflerence” a8 of December 31, 2014:
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MOTES TO FiNANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)

banescousa.com

The following iakde s emmadizes the Bank's sllowance Tof loan loases assocated with PCI leans a8 of Decomber
3, 2014

Beginning Balanoe 5 6.2
Prosisicn Bor loan keges {259,777
Charge-cifs {17, 536)

Alipaance for PGl ans al December 31, 2014 % 42,918

Changes in the allpwancs for lpan lossas and the recorded investment in Lagacy and PRNCT loans are as folloes
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MOTES TO FiINANCIAL STATEMENTS MOTES TO FiNANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013 DeceMBeR 31, 2014 anp 2013
5  LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED) 5  LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)

Legaty and PNCI loan credit exposures by intemally assigned grades are as fallows: Performing and nonperforming Legacy and PRC loans based on payment activity are as follows:
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Nonperiorreng leans also inchede cetain loans that have been modified in TORs where economic concessions

harvr beean granted (o bomowars whv have experienced Bnancial dificulties.

Payment activity is reviewed by management on a monthly basis to deferming how loans are performing. Loans
are considered to be nonperforming when the lean & greater than 50 days delinquent. Certain TOR's that are

greaber than 90 days pasi due are consldered poriorming, based on thair adherence with their medilied berms.

MHonperforming loans, non-accrual loans and 90 days or more past due loans represent 0,28% and 1675 of tolal
loans. as of Decomber 31, 2044 and 2013, Managemant believes the likelikocd of loss for nonparforming loans

has decreased for the cument period due (o mpdovemsents in te Sconomy.
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BANESCO USA

MOTES TO FiINANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)

The follwing tables incudes an aging anabysis of the recerded investment of past due Legacy and PHCE leans
a8 of December 31, 2014 and 2013, Cartain loans over 80 days or mone pasl dus with inlenest and principal ans

still nccrsng,
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BANESCO USA

MOTES TO FiNANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)

banescousa.com

Thee following iable includes the recorded investment and unpaid principal balances for impaired Legacy lnans
with the associaled allowance amount, if applicable, Management defermined the specific waluation allewance
based on e prosend valse of expected uhare cash flows, dscounied at the loan's effective interast rate,
excapl when e femaining seulce af fer the loan is the operalion of hquidation of the collateral. In
those cases, the cument fair value of the collateral, less selling costs was used fo defermine the specific
valuation allpwance reconded,

Alun presented are the sverage recorded investments @ the mpaited laams and e related amount of interest
recognized during the Bme within the pesiod that the impaired bans were impaired. The average balances are
calcylated based on the month-end balances of the financing receiables of the penod reparied,
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MOTES TO FiINANCIAL STATEMENTS

DeceMBeR 31, 2014 anp 2013

6. LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)

Legacy and PRCI loans on non-accrsal status by loan segmen are as foll ows:
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The fallovdn g lables present Foubled debl restructurings a8 of Decamber 31, 2014 and 2013
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BANESCO USA

MOTES TO FiNANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

LOANS AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)

The follewing table presents nswly restructured Logacy and PN lcans el occumed duing the yess anded
Daecamiber 31, 2014 and 2013,
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Commaial raal g
Codrureiidl il #5lEbe lav i i i
Commarncial ard ndunifrial 1 -1]213- -1!!15
Total 1 ) ] 48814 L] 4B 818

Az of Decembar 31, 2014 and 2013, thers were no recorded invesiment and modifications for froubled debt
restructuring within the kast year where a concession has been made, that then defsulted duing the year.

A5 of December 31, 3014 and 2013, thers were o commitments o lend addiional lunds to bomowers wath an
mpalrad |ean,

PROPERTY AND EQUIPMENT, NET

banescousa.com

Property and equipment, net, is summarized as folows at December 31;

2014 X013
Lieasehold improvements 3 & 318,707 5 i T 3594
Furniture and sqapmant 3244 483 3,084, 156
Compules equipment and soltware 2 550, 78 1,064,194
Wik In progress 13,376 258,124
Al work 12,911 12911

10,128 266 8,377 378
Less;
Accumulated depredation and amotization 5572 284 4 130,826
Froperty and equspment, ned 3 4. 585982 - 5,246,555

Dwpreciation and amortization of property and equipment amounted 1o 51,553,744 and $1,339 238 for the years
ended Decembar 31, 3014 and 2013, respectively.
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BANESCO USA

MOTES TO FiINANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

FORECLOSED ASSETS, NET

8.

The Bank's inventony of foreclosed assets, ned by property type, is listed below at December 31, 2014 and 20103:

2014 2013
Amount Sormcund
Lard and land development 5 2830731 5 2812500
Balance at end of year 5 28807 s 2,612 BO0

Foredosed assels are presented net of an alowance bor lesses. An analysin of ihe allowance for loeses on
foredosed assets is as fallows ot Decembser 31:

2014 20113
Balancs &t Bagennirg of yiear 5 159,970 5 TR 544
Provision bor losges . 158 870
Recovery on sales of foreclosed assets - (278 544)
Charge afts . -
Balanop al end of year 5 158 870 - 158,870

Expenses applicable to foreckoeed agsels include the fellowing at December 31

2014 2013
Prosision for losses 5 = 5 155 970
Recovery on sakes of Toreclosed assets . (278, 544)
Operating expenses &8 081 120
Balance ol end of year § 88,081 § 387

DEPOSITS

Al Decamber 31, 2014, the scheduled maturities of ime deposits are as Tolleas:

2015 i T8, 5 06
2018 20,827 010
2017 2 878 £98
2018 6,787 BEO
20me BSS 420
Therealter 3, (el 428

¥ 122,687,181

Al December 31, 2004 snd 2013, overdrafts amounting to 5438012 snd S187 470, respectively, were reclassifed
from demand deposits to loans on the balance sheots

25
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MOTES TO FiNANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

#.  SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

Tha Tllowing sets forth informaison concdiming sacunies sHd under agresments 1o repurchase s of December
3:

2014 2013
Secunites sold under agreements to repurchase 5 35950013 5  2634.8T
Fair walue of securities pledged fior
repurchass agraemenis £ T.540337 §  BIATSIN
Maxirmum amownt outslanding at amy
month-end during the year 5 3065475 5 13413888
fwerage amount outstanding during the year g 2185214 g 3,349 BBT
Wisighted-average inberest rate for the year 0.07 % 0.07%

All securities sold under agreements 1o repurchase matured within 20 days of December 31, 2014 and 2013,

FEDERAL HOME LOAN BANK ADVANCES

banescousa.com

A Dpcembaer 31, 2014 and 2013, the Bank had Faderal Home Loan Bank ("FHLE") advances wers as foliows:

Year of Intenest
Maturity Rate 2014 2013
2014 0.365% 5 - 5 10,000,000
2018 0.21% 40,000,000 -
207 3.00%: 5,000, 000 5,000,000
2018 B 5 000,000 5,000,000
% 50,000,000 § 20,000,000

The FHLE advances agreement requires the Bank bo maintain certain loans as collaleral for these advances
(MOTE 5). At December 31, 2014 and 2013, the Bank was in complance with this requirement of the FHLE
membership agreement. Al December 31, 2074 and 2013, FHLE stock held by the Bank amounted 1o 52,588 300
and 51,823,300, respectivety,

The Eank has a kv of crodt with FHLE of Aflanta that allews drasing up to 20% of talad assets. As of December
3, 2014 and 2013, the unused portion of the line amounted o approximately 5127 050,000 and 5103 235,001,
respectively, Addonally, the Bank maintains mnused nes of credits with other fimancial instituSons for
approcmately 510,000, 000,
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MOTES TO FiINANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

11, INCOME TAXES

The provision for [bened Fom) income taoes s as lollows. a8 of Decamber 31:

Theie actual income ax expense Tor 2014 and 2013 differs Fom he stalutory 1ax expenss for the year (compubed
by appiang the US. federal corparabe tax rate of 34% bo moome befare pravision Bor (benefit from) smcams taxes)

s Pollors:

€9
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Cument:
Faderal
Sinte

Detemod:

Federal
Starte

Tatal

Federad taxes at stabutcny rate

Saabe income taxes, net of federal

tax benefi

Change in valuation allowance on axpired
carryforward

Other permanent differances

Todnl

Ferderad inans at stabutony rate
State income taxes, net of federal
tax banods

Other permanent differences

Tedal

-

114 2013

5 757 802 % 2187735
174 B5E 406045

937 758 2 503 TR0
- 155 580 2 (B93,319)
11,486 A5 404
167 DdE (Td8 813}

$ 1099804 § 1844967

Effective

2014 Tax Rate
5 14428 34.0%
118,872 6%

(57 .451) {1.&%)
(76,043} (2.3%)

§ 1,099,804 23.5%
Effisctive

2013 Tax Rate
$§ 1814818 34.0%
162,113 6%
168, 336 3.8%

$ 1844967 41.4%

11,

BANESCO USA

MOTES TO FiNANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

INCOME TAXES [CONTINUED)

banescousa.com

The Bank's defemed thy assets and defemed tax isbiltes are as follows as of Decambser 31

2014 203
Desfairad Loy assals:
et unrealized loss
on secunties available-for-gale L4 1,051,438 £ 4.7BV. 503
Aliowance for loan losses 2530 64 2393573
Oiher real eslale owined 207 484 183 616
Aconaly - 100,471
Loan leses 4325 430 335,027
Onganizatonal and stan-up costs 84812 58,714
Capital loss cannyfonwand - 57451
Plor-aciial intefesl 16,079 72290
Prossion for off balance shewt risk 165,789 217679
4.450,112 5,248 324
Less valuation alowance - {57, 451)
Deferred tax asseds & 490,112 8, 188873
Defemed tax Babilties:
Core deposit intangibles 30,563 62017
Depreciable property 436 8T 200.910
Delerred ta Unkility S 1 . 1
Mok defarred tax asset 4 4,022,832 5 7,926,946

In Assaasing the realizabiay of delerred fa Assats, management consdersd whather it 8 mone Weely than nat
thal some portion of all of the delerred fax assels will mof be realized. The wimate realization of defered tax
assets i dependent upon the generation of future taxable income during the periods in which those temporary
differences become deductble, Managemsent considers the scheduled reversal of deferred tax lisbiles,
prajeciad huture Acabis incomiz, and B planning siralegues In making this Assessment.

The LS. Federal paisdiction, Florida, and Puerio Rico ame e major tax prisdictions whene the Bank Sles incomae
tax retums. The Bank ks generally no longer subject to US. Federal, Siate, or foreign examinations by fax
authorilies for yeans before 2011,

For the year ended December 31, 2004 and 2013, the Bank did not have aey unrecognized tax benefis as a
resuilt of ta positens taken during A pror pericd or during the cusrent penod. Mo interest of penalties kave been
recorded &5 & resull of tax uncetainbes.
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MOTES TO FiINANCIAL STATEMENTS
DeceMBeR 31, 2014 anp 2013

RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Bank grants loans to and sccepts deposits from s evecutive officers,
principal sharshclders, directors, and its afiliates. A5 December 31, these amounts. are summarnized as follows:

2014
Ranga of
Interest Rate Balance
Loans 4500 bo 5.13% § 1167299
Dapagits. 005% to 1.00% %  2BE5.888

Sequrities s0ld under agreements o nepurchase 0% 1o 0.10% 5 14-BI.I:I1+

2013
Range of
Intenest Bate Balance
Loaines A4 75% 0 5.13% 3 TEDAaT2
Du-plhﬂ-l‘h!- 0U05% b 1.00%: 5 5263540

‘Seturities sold under agreements to repurnchase 001% to 0.10% 5 1,328,600

A ol Decermber 37, 2004 and 2013, the aggregale amownt of sccrued inlered] recanable from afliates of he
Bank tolaled 32% and 37, respectvely. Interest income and interest expense for the years ended December 31,
2014 and 2013 amaunted o $55 500 and 536 207 and 523,625 and 515 813, respectively.

EMPLOYEE BENEFIT FLAN

The Bank has adopted & retremaent savings plan (the "“Retirement Plan™)y (8 400k plan) covering sulbistanialy al
eligible employees efective January 1, 2005, The Retwement Plan includes a provision thal the Bank may
contribude bo the sccounts of eligible employees for whom a salary deferral is made. Employess may contribule
up to 80% of thalr compensation subject to certain limits based on federal tax less. The Bank contribated
5337.10% and 5230,932 tewards the Retremant Flan in 2014 and 2013, respectively.

FINANCIAL INSTRUMENTS WATH OFF-BALANCE-SHEET RISK

The Bank = a party to fnancial insfruments with off-balance sheet ek in Bhe normal counse of business. to meet
the financang nesds of its customers. These Snancial nsruments nolude commitments o extend credit, unused
ines of credit and standby letters of oredit,

The Bank's exposure to credit boss in the evenl of nonperormance by the olher party 1o the Snandal irstruments
fod cormmmalments 1o exlend credll, unused ines of credi, slandby beiters of oedit ane repressnted by the
contraciual amount of thase instruments. The Bank uses the same credit policies in making these commitments
a5 if does Tor on-balance-sheet instruments.

Unfunded commiiments under commerdal lnes of credd, revolving oedit Bnes and owerdrafl profeciion
agrecmeenis are commiments for possible fuhee extensions of credit fo cxisSng customers, These Enes of credit
are usually collaterslized and usualy do nat contain 8 specified maturity date and ultimately may ot be drawn
upan b0 the total exient to which the Bank is commiited.

33

BAMNESCO USA

MOTES T FINANCIAL STATEMENTS
DecoMBERr 31, 2004 ano 2013

FINANCIAL INSTRUMENTS WITH OFF-BALAMNCE-SHEET RISK [CONTINUED)

Commitments to exiend credit are agreements to lend 10 a customer as long as there is no viclation of any
condtion establshed in the contract. Commitments generally have fxed-sxpration dates of ofher terminatkan
clauses and may require payment of a fee. Since some of e commibments are expecied o expins without being
dravem upan, the lolal commment amounts do not necessarly represent fulure cash requirements, The Bank
evaluates each customer's oredit worthiness on a case-by-case basis, The amount of collateral obtained, if
deamed necessarny by the Bank vpon extenskon of credit, B based on managements credd evaluation of the
counterparty.

Standby letiers of credit are condiional commitments issued by the Bank to guarantes the performance of a
customer to a thind pasty. The credt risk invedved in Esuing betters of credit B essentially the same as that
Fveleed in extending loans to customers. The Bank's standby lefers of cedit ane secured by cash collateral at
December 31, 2004 and 2013, A summary of the amounts of the Bank's financial instruments, with off-balance
gheet sk, is as folows s December 31

_2014 _2013

Conlract Conbract

Amaunt Asrigasni
Unusad lines af cnpdi 5 101,777 492 5 95420570
Commilrmand 10 extend cradit 5 12.920,000 S 31,250,000
Slandby letlers of credl 5 278376801 S 47 355 BT

REGULATORY MATTERS

banescousa.com

The Bank, as a state-charfered bank, is subject o various reguiaiony capstal requirements adminstened by the
federal banking agencies, Failure to meet minimum capital requinements can iniliste certain mandatory and
pessibly adddional dscretionary acons by roguiatces that, if undertaken, could have a direct matenial effect an
the Bank's Anancal stalements. Unds capital adequacy gusdelines and e regulalody Bamewerk fof prompl
porrective action, the Bank must meet spedlic capital guidsiries that involve quantitative measures of the Bank's
asscts. Eabilities and certain off-balance-sheed fems as calculated under regulsiony accounting practices, The
Bank's capial amounts and classification are also subjrct to qualitative jdgmants by e regulafors aboul

EOMponents, risk weightings and other lactors.

Cuantitalee measures establshed by reguiation to cnsure capital adequaty require the Bank o maintain
mErHmLIm Ameunis and ratios (se forth in the table below) of total and Ther 1 capiial (as defined in the reguiations)
o ek wesighted aseets (8 defined) and aof Teer 1 capital (a2 defined) o sverage sccate (a2 defined). In addition.
the regulabors require that the Bank maintain an 83 Tier 1 cap®al to average assets ratio for the first three years
of operations, Management bebeves, as of December 31, 2004 and 2013, that the Bank meets all capital
acyquacy requirgments to which it Is subject

As of December 31, 2014 and 2013, the mosi recent notification from the regulatory authorities categorized the
Bank as wel capitalized under the reguiatony framework for prompl comective action, To be categorized as wel
capitalized, an institution mast maintan mnimum Total nek-based, Tier | fsk-based and Tior | levorage
pefceantages as &8 forth in the following lables. There afe no condiiong of eveniz ince Tal noWifcaion that
management believes have changed the Bank's category.
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MOTES T FiNANCIAL STATEMENTS
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REGULATORY MATTERS (CONTINUED)
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Bank regulations limit the amcount of dividends that may be paid without prior approwval of the Bank's regulatory
agency. Paymend of dvidends B resticled for 8 minimiem of three years frem the commencement date of
operalions.

In December 2013, the Bank enered nlo a Consent Agreement with the Federal Deposil Insurance Corporaion
(FDIC) and the Florda Office of Financial Regulation (OFR]. in connection with cerain deficencies in its
comphance with the Bank Secrecy Aot (BS54} and Anti-Money Laundering (A0L) laws and reguiations, The Bani
entered Inde e Consent Agreemsent wilh s reguistors, without or derying the slegations, and has
been dikgently working to implement a program o correct these deftences and non-complance. The Bank has
been cooperating with its regulators concerning these defidencies and the actions being taken to comply with the
terma of the Consent Agresmend. The Bank has nod recefved any monetary enforcement action from the
regulatony agences, bt | cannct predct whather or to whal exbent monetary of othver penalties may be imposad
by its requialon of olher agencies relating lo these malters,

The Bank balieves that it is taking all appropriate steps to achieve compliance with the terms of the Consent
Crcdar with respect 1o the Bsues involving the Bank Secrecy Act. While the Bank beleves that it has appropriale
policies and procedures in place_ of will implement such policies and procedures, to achieve full compliance with
the Consent Sgreement, there is no assurance when the Bank will be in full compiance with the terms of the
Consent Agreament with the FOIC and OFR

Regulatory Capital Developments

Thae Snal Basel W0l nules, which inciude cerpin Fensition provisicns, will become effecive for community Banks on
Jorwary 1, 2015, Basel Il changes Tier 1 and total capilal calculations and fanmally esiablishes & common aquity
Tier 1 capital ralio. Basel (] introduces new minimum capilal ralios and bulfer requirements and a supplementary
leverage ratio; changes the composition of reguiaiory capital; revises the asdequabely capitalized minimum
requiements undar the Prompl Comective Action framsrwork; and introdeces 8 siandardized approach o the
calculation of rsk-weighted assets. Basel Wl will replace the Bank's cument regulsiory capital requirements
effective January 1, 2015,

BAMNESCO USA

MOTES T FINANCIAL STATEMENTS
DecoMBERr 31, 2004 ano 2013

COMMITMENTS AND CONTINGENCIES

17,

Operating Leases

The Bank ig oblEgated under noncancelable operating beases lor ofce space and fof ihe rental of office
pquipment expifing on wadous date through 2019, Minimum rent paymems under operating leases are
recognized on a straight-lne basis over the term of the lease. Thesa leases contain escalation clauses providing
for Incroased rent axpense based on dgher o fixed rate or an increase (n the average corsumer price ndex,
Rental expense for ofice space and for afice squipment was $2 697 782 and 52 821,025 for e yvears ended
December 31, 2014 and 2013, respechively, and is incduded in cocupancy expense in the accompanying
statemants of operaBions,

Al December 31, 2014, future minimum rental commitments under these noncancellable leases were

approamately as follows:
Year ending Decomber 31,
X115 194202
2015 1,781,997
2017 1,793 340
2018 1,520 552
2013 1.308.071
Thersafer 2551 5%
§  10.989.908
Loss Contingencics

Logs contingencies, incheding claims and legal scons arising in the ordinary course of business, are recorded as
kabilities when the likelihood of loss is probable and an amownt or range of loss can be reascnably estimated
Managemen does nol bebeve there are such maters that will have a material efect on the nancal stabements,

FAIR VALUE MEASUREMENTS

banescousa.com

Determination of Fair Value

The Bank uses tair walee measuremsanis o record Bair value adpusiments Bo cenain aasets and liabiiSes and o
determineg fair value disclosures. In accordance with the Tar value measurements accounting guidance, the Eair
value of a financial instrument is the price that would be recetved to sell an assel or paid to ansfer a Eabdity in
an orderly transaction bebwesn market participants ot the measurement date. Fair value is best determined based
upon guolied markel pricks. Howeved, in many inslances, there are no qualed markel prices for the Bank's
various Bnancial instruments. In cases where quobed markel prices ane not avaiable, fsir values are based on
estimates using present value or other valualion techniques. Those technigues are significantly aflected by the
sssumptions vsed, including the discount rate and estimates of fulure cash flows. Accordingly, the fal valug
eafifmales may nod be realizad in an immedisle sefifement of the nsiremsant.

The recend fae valee guidance provides 8 consistent definition of falr value, which focuses on exit price in an
orderly fransaction (thal s, notl a forced liguidstion of daiessed sale) between markel pamicpanis al the
measurement dale under current marked conditions. If there has been a significant decrease in the volume and
leved of activity for the asset or linbdity, & change in valuation technigue or the wse of multiple valuation
Technequees may e appropiate. In such inslances, delermining the price at which wiling markel particspants
would fransast af ihe measuremen! date under cumen! market conditions depends on the facts and
dicumstances and requires the use of significant judgment. The fai value is a reasonable poind within the range
that b3 meost reprosantaive of talr value under cunrent marked conditions,
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BAMNESCO USA

MOTES T FiNANCIAL STATEMENTS
DeEcoMBERr 31, 2004 Ano 2013

FAIR VALUE MEASUREMENTS (CONTINUED)

Fair Value Hierarchy

In dccordance with this giidance, the Bank groups its financial assets and Snancial Kabilties generally measured
ak fair vadue In three levels, based on the markets in which the assets and liabdites are traded and the reliabdlity
of thir Bssumptons wed to daterming fadr value. Thers have been no changes i the mathodologhes used at
December 31, 2014 and 2013,

Lewel 1 - Valuation is based on guobed prices in aclive markets for identical sssets or Rabiltes that the reporting
erility hars the ability to acosss al the measurement dale, Level 1 asssts and liabifSes generally indude debl and
equity secunities that are traded in an active exchange market. Valuations are obtained from readily available
pricing scurces for market transactions imvolving identical asseis o liabilites.

Lewed 2 = Valuaton i based an inputs obher than quobed prices ncuded within level 1 that ane obssreable for the
asset or linbility, cither directly or indirecly, The valuation mary be based on quoled prices for similar assets or
kabidlities; quaoted prices in markets that ane nol active; of ofher nputs that sre observable or can be comoborated
by observable market data for substartially the full term of the asset or Eability.

Livwad 3 — Valuaan is based on mobasnable inputs that are supporied by bie ar no markel actdty and that are
sgnificant 1o the fair valee of the assets or Eabiities. Level 3 assets and linbiities include financial instruments
whose value is determined using pricing modeds, disccunted cash flow methodologies, oo similar technigues, as
weirll B8 insbrumants o which determination of falr value requines significant management wdgment o estimation.

A fnancial instrument's categonzation within the valuation hierarchy i based upon the lowest kevel of input that =
sgnificant to the fair value maasursment,

The following methods and assumplions were used 1o estimate the fair value of each significant dass of financial
instmame=ngs for which A s practicable o esimate fair vake:

Lash and Cash Equivalents - For these shar-derm instruments, the camying amount & a reasonable estimate of
Taar valus,

= When instuments are iraded in sacondary madkels and quabed maiiel prces do nal exist
for swch secunilies, management generally rebes on prices obtsined from mdependent wendors o third party
broker-dealers. Managemsend reviews pricing methodologies provided by the vendors and third parfy broker-
dealers in crder 1o determine if chservable maske! nformation & being ullized. Secuities measured with prcng
mmwlmmquMauwnmmmmm”eamﬂdm Leved 2 of Bhe hieraschy and
ulmmml-m wsing qualed markel prices for similas securities, pricing models o discounled cash low analyses
utilizing inputs observable in the market where avaiable. The spedfic investment haldings which are included in
the Lovel 2 classication are U5 govemnment issued secuites; U5, government agencies collateralized
morigage obligations. mongage-backed securities, corporale bonds and municpal securities.

- The carrying valise of the FHLB stock approximates fair value based on the redemplion provisions
of the FHLB.

Loans - For variable-rate lcans that reprice frequently and hawve no significant change in credt risk, ir values are
based on carmying values. Fair values for certain fixed-rabe monigages (e.g. one-to-dour famiy residential),
commercial real esiale and commercial loans are estimated using discounted cash Bow analyses, using nberest
rabes cufrently being oMered for loans with simdar lefms lo bedroweis of @milas aedl quality.

A vl Payable - Carrying amounts ol acoued inleresl receivable and payable
lpprnnlnﬂulh hr'-'-lll.lu -:hu h:! Ihr :'-Im-rl term nahare of these nancial instruments.

Deposits - Fair value of demand deposits, meney marked and saving accounts is e amount payable on demand
{carrying amount) 8f December 31, 3014 and 2013, The iair value of fived-maturity time depesits are estimated
using discounted cash Bow anales using e rabes culrenty ofered fof deposits of sirmillar remaining matuntes.

7
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FAIR VALUE MEASUREMENTS (CONTINUED)

banescousa.com

Fair Value Hierarchy [continwed)

- Borrowings under repurchase agesments and ofher shor-lerm bormowings maturing within
ningty days approximate iheir fair values. Fair values of other lang-lerm borrowings ane estmaied using
discounted cash fSow analysis based on the Bank's cument incremental borrowing rates for similar types of
IbmerwAT BTANETES,

: 5 ol - The faer valee of off-
uam—aruﬂ cedtraiaied Tnancial Ihafuments tre selmaind isting the fess cuTEntly charged to enter into
similasr agreements, taking into account the remaining tenms of the agreements and the present aredibwarthiness
of the counterparties,

lterms Measured ai Fair Valie on a Recurnng Basis

Thaa mﬂ bl r&prmntn the Bank's Snancal instruments measurad al fair value on a I'Eﬂ.l'l'l'lﬂ basiE Tar
each of the: fair value hierarchy levels:

Rl 1 Liwad Lawal 3 Toisl
Dy 31 304
LS, grenrmmind agoncios s aosantey 5 - $ A55TT i H . 5 AT R
LL5. QUetimimers agencies
. g bl - 108,333 17 : i3 T
Lk g - il B LTTIGE » A5 Bl * o 5% 5
Cowprihe: bovsdl a PRt RET] . FiFa i RET]
Ilyricipal pecuriies - o e ] - ., 730,65
s . 3 _msswws 3 s 3 msswom
el 1 Ll Lwel 3 Toial
Decomber 312013
L1 8, oetiteTaeil Spbfditi Miivdd il 5 - 5 22T Y i - - 13271 )
L5, grepmmand agoncios
wollaeinhed Morigage oibgalara a 5 TAT 55 . 5 T4T BES
Lorlaage-buckad uec Loy . 147 B f & 147 Al £
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There were no Bnancial Rabises measured at Tair valie on a recurming basts at December 31, 2014 and 2013,
Itermis Measured ai Fair Value on 8 Nenrecurming Basis

Impasad Loans

Cariain asgels that ane considened impaired ane nof measured ai fair value on an ongoing bass bul are subject 1o
fair value measurements. These instruments are measunsd al fair value on a nonrsourting basis and include

certain loans that have been deemed 1o necessitate an impainment analysis.

When a loan is deemed impaired, the Bank's. management measures impaiment based on the present value of
sxpacied fhare cash Scws discounted at the (ean's effective intevest rate, except that as a practical methcd,
i ment may be measuied based on e taif value of the loan of o the tair value of the undéeying collateral i
ihe loan is collateral dependent. As of December 31, 2014 and 2013, loans deemed 1o be impaired based on tai
vilue measurement totaled 59481 253 and 565 490 377, respectively, with the portion deemed fo be impaied
incheded in the allowance Tor loan lnsses.

Caollateral dependend loans and loans based on the present value of expected future cash Bows discounted at the
lnan's effective interest rate are classified in Level 3 of the fair value hierarchy as the valuation technique requires
mipats that are both significant and unebservable,
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MOTES TO FINANCIAL STATEMENTS MOTES TO FINANCIAL STATEMENTS
Decomerr 31, 2004 ano 2013 DecomoEr 31, 2004 ano 2013
17. FAIR VALUE MEASUREMENTS (CONTINUED) 17. FAIR VALUE MEASUREMENTS (CONTINUED)
Iterrs Measured af Fair Value on a Noenresurming Basis (continued) Iterrs Measured af Fair Value on a Noenresurring Basis (continued)
Foreclased Assofs ;‘mWamwmr-dﬂﬁrmhdtulruw“u{mﬂunnhmmimmlmuw-ulnlmnatnuurlw
1, 2013
Foredosed aasels are vakied al the legser of the third party appraisals (ess mansgements estimate of the costs
to sell or the camying cost of the foreclosed assel Fpprallt: generaly use the maskel approach valuation —_— 283
technigue and use market observable data to formulate an opinion of the fair value of the properties, However, - ‘,':_
the appraiser uses professional udgment in delermining the Tair value of the property and the Bank may also —
adjursd the value far changes in marke! conditions subsegquent 1o e valuation date when current appraisals are R — 5 HssiEH F 21 554
mot available, As a consequence of the carmying cost or the third party appraisal and adusiments therein, the i Tor naim I3HA0.358 T
values of the properties are considered a Level 3 valuaSion, Fedatial Homa Loan Bank slock 1,823,550 1573 500
Lisarra, el 300000, 55 ] e G2
B il Mtk FIT5 0 T.375 oA
The fallovang table represents the Bank's inancial instruments measieed at fa value on & nonfecurnng o each
of ihe Eair value hisraschy levels: e
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Eﬂ; ware no Snancial abilties measured at fair value on a nonrecuring basis o December 31, 2014 and
13,
The camying amounts and estimated fair values of the Bank's fnandial instrements were as follows at December
M, 2014:
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DomMmEsTic USA

Customer Service
T. 786.552.0550

Automated Voice Response System
T. 1.888.228.1576

Email
CustomerService@BanescoUSA.com

INTERNATIONAL

Customer Service
T. 0.800.1.BanescoBan | 0.800.1228226

Automated Voice Response System
T. 0.800.1.BanescolVR | 0.800.1228487

Email
InternationalDept@BanescoUSA.com

Banescousa.com ,@Banescousa

LENDING DEPARTMENT

Residential / Consumer Lending
T. 786.552.0570
E. ResidentialLending@BanescoUSA.com

Consumer Real Estate Lending
T. 786.552.0562
E. CommercialLending@BanescoUSA.com

Commercial Loans
T. 786.552.0587
E. CommercialLoans@BanescoUSA.com

Construction Lending
T. 786.552.0590
E. ConstructionLending@BanescoUSA.com

f Banesco Usa (@ Banescousa
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