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PART1I

The disclosures and discussions set forth in this report on Form 10-K are qualified by the next two paragraphs that
follow and by "Item 1A Risk Factors."

Private Securities Litigation Reform Act Safe Harbor Statement

We are making this statement in order to satisfy the "Safe Harbor" provision contamed in the Private Securities
Litigation Reform Act of 1995. The statements contained in this report on Form 10-K that are not statements of
historical fact may include forward-looking statements that involve a number of risks and uncertainties. Words such
as "may,” "will," "could," "should," "would," "believe," "anticipate," "estimate," "expect," "intend," "plan,"
"project,” "assume," "indicate," "continue," "target," "goal,” and similar words or expressions of the future are
intended to identify forward-looking statements. Except for historical information, the matters discussed heérein are
subject to certain risks and uncertainties that may adversely affect our business, financial condition and results of
operations. The following factors, among others, could cause actual results to differ materially from those set forth
in forward looking statements: the regulatory agreements to which we are currently subject to and any operating
restrictions arising therefrom including availability of regulatory approvals: or waivers; changes in economic
conditions and real estate values both nationally and in our market areas; changes in our borrowing facilities,
volume of loan originations and deposit flows; changes in the levels of our non-interest income and provisions for
loan and real estate losses; changes in the composition and credit quality of our loan- portfolio; legislative or
regulatory changes including increased expenses arrsmg therefrom; changes in interest rates which may reduce our
net interest margin and net interest income; increases in competition; technological changes which we may not be
able to implement; changes in accounting or regulatory principles, policies or guidelines; changes in tax laws and
our ability to utilize our deferred tax asset, including NOL and AMT carryforwards; and our ability to attract and
retain key members of management. We assume no obligation to update any forward looking statements. Historical
results are not necessarily indicative of our future prospects. Our risk factors are disclosed in Item 1A of this report
and updated as needed in Item 1A of Part II of our reports on Form 10-Q.

Available Information

Intervest Bancshares Corporation's annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports
on Form 8-K, Proxy Statements and any amendments to those reports, can be obtained (excluding exhibits) without
charge by writing to: Intervest Bancshares Corporation, Attention: Secretary, One Rockefeller Plaza (Suite 400)
New York, New York 10020. In addition, the reports (with exhibits) are available on the Securities and Exchange
Commission's website at www.sec.gov. Intervest Bancshares Corporation also has a website at
www.intervestbancsharescorporation.com that is used for limited purposes. Intervest National Bank has a website at
www.intervestnatbank.com. The information on both of these web sites is not and should not be considered part of
this report and is not 1ncorp0rated by reference in this report.

Item 1. Business
Descrlptlon of Business

Intervest Bancshares Corporation (IBC) is a bank holding company incorporated in 1993 under the laws of the
State of Delaware and its common stock trades on the Nasdaq Global Select Market under the symbol IBCA. IBC is
the parent company of Intervest National Bank (INB) and owns 100% of its capital stock. IBC's primary purpose is
the ownership of INB. It does not engage in any other business activities other than, from time to time, a limited
amount of real estate mortgage lending, including the part1c1pat10n in loans originated by INB. IBC from time to
time may issue debt and equity securities as needed to raise funds for working capital purposes.

IBC also owns 100% of the capital stock of four statutory business trusts (Intervest Statutory Trust IL, III, IV and
V), all of which are unconsolidated entities for financial statement purposes. The trusts do not conduct business and
were formed prior to 2006 for the sole purpose of issuing and administering trust preferred securities and lending
the proceeds to IBC. Prior to 2011, IBC also owned 100% of Intervest Mortgage Corporation (IMC) whose
business had focused on a limited amount of commercial and multifamily real estate lending funded by the issuance
of its subordinated debentures in public offerings. IMC ceased doing business and was merged into IBC effective
January 1, 2011, and IMC's then remaining net assets of $9.5 million were transferred to IBC.
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INB is a nationally chartered commercial bank that opened on April 1, 1999 and accounts for 99% of our assets. In
addition to its headquarters and full-service banking office in Rockefeller Plaza in New York City, INB has a total
of six full-service banking offices in Pinellas County, Florida - four in Clearwater, one in Clearwater Beach and one
in South Pasadena. INB also has an ownership interest in a number of 11m1ted 11ab111ty companies whose sole
purpose is to own title to real estate INB acquires through foreclosure.

References to "we," "us" and "our" in this report refer to IBC and its consolidated subsidiaries on a consohdated
basis, unless otherwise specified. The offices of IBC and INB's headquarters and full-service banking office are
located on the entire fourth floor of One Rockefeller Plaza in New York City, New York 10020-2002. The main
telephone number is 212-218-2800.

Our business is banking and real estate lending conducted through INB's operations. INB conducts a personalized
commercial and consumer banking business that attracts deposits from the general public. It also provides internet
banking services through its:web site www.intervestnatbank.com. INB solicits deposit accounts from individuals, small
businesses and professional firms located throughout its primary market areas in New York and Florida by offering of a
variety of deposit products and prov1d1ng online and telephone banking. INB's web site also attracts deposit customers
from both within and outside its primary market areas. INB uses these deposits, together with funds generated from its
operations, principal repayments of loans. and securities and other sources, to originate mortgage loans secured by real
estate and to purchase investment securities.

INB's deposit flows and the rates it pays on deposits are 1nﬂuenced by interest rates on competing ‘investments
available to depositors and general market rates of interest. INB's loan volume is affected primarily by the interest
rates it charges on loans, customer demand for loans, the general supply of money available for lending purposes,
the rates offered by its- competitors, and the terms and credit risks associated with the loans. INB faces strong
competition in the attraction of deposits and the origination of loans. INB's deposits are insured by the Federal
Deposit Insurance Corporation (FDIC) to the extent permitted by law. INB's core data processing is outsourced and
is performed by Fiserv, Inc, a leading global provider of information management and electronic commerce
systems for the financial services industry.

Our revenues consist of interest, dividends and fees earned on our interest-earning assets, which are comprised of
mortgage loans, securities and othér short-term investments, and noninterest income. Net interest income is the
difference between interest income generated from our interest-earning assets and- interest expense incurred on our
interest-bearing liabilities. Net interest income is dependent upon the interest-rate spread, which is the difference
between the yield earned on interest-earning assets and the rate paid on interest-bearing liabilities.

Our noninterest income is derived mostly from loan and other banklng fees as well as income from loan prepayments.
When a mortgage loan' is repaid prior to maturity, we may recognize prepayment income, which consists of the
recognition of unearned fees associated with such loans at the time of payoff and the receipt of additional prepayment
fees and/or interest in certain cases in accordance with the prepayment provisions in the mortgage loan. The amount and
timing of, as well as income from loan prepayments, if any, cannot be predicted with certainty and can fluctuate
significantly. Normally, the number of mortgage loans that are prepaid tends to increase during periods of declining
interest rates and tends to decrease during periods of increasing interest rates. However, given the nature and type of the
mortgage loans we originate, we may still experience loan prepayments notwithstanding the effects of movements in
interest rates. Loan prepayment income can be significant to our net operatmg results

Qur expenses consist of interest paid on our interesi-bearing 11ab111t1es whlch are compnsed of deposits, borrowed
funds, as well as our operating and general expenses. Our noninterest expenses are derived primarily from the following:
salaries and employee benefits; occupancy and equlpment data processing; advertising and promotion; professional fees
and services; FDIC insurance; general insurance; real estate activities; and other operating and general expenses We
also record provisions for loan and real estate losses.and income tax expense or benefit.

Our proﬁtablhty is affected by all the factors discussed above and is also. significantly influenced by general and
local economic conditions and changes in real estate values in the New York City metropolitan area and the State of
Florida, our primary market areas, and by related monetary and fiscal policies of banking regulatory agenc1es

including the Federal Reserve Bank of New York (FRB) and the FDIC.



INB is subject to the supervision, regulation and examination of the Office of the Comptroller of the Currency of
the United States of America (OCC). IBC is subject to ‘examination and regulation by the FRB and is also a
participant in the U.S. Treasury's Capital Purchase Program. As discussed elsewhere in this report, INB and IBC are
party to formal agreements with their respective primary regulators since early 2010 which also affects our
business. ’ o ' ’ ’ "

Business Strategy -

Our business strategy is to attract deposits and use those deposits along with other funds to originate commercial
and multifamily real estate loans on a profitable basis, while maintaining the combination of efficient customer
service and loan underwriting, a’ low-cost infrastructure and a strong capital position in excess of the well-
capitalized standards to support our current operations and potential future growth. S

We rely upon the relationships we have developed with our borrowers and brokers with whom we have done
business in the past as primary sources of new loans. We believe that our extensive experience with commercial
and multifamily real estate lending coupled with our ability to rapidly and efficiently analyze, process and close
mortgage loans gives us a competitive advantage. '

Our goal is to deliver personalized service and respond with flexibility to customer needs. We consider the ability
of our management to be both accessible and responsive to both brokers and borrowers as a core strength of our
organization, and one of the reasons we can make timely decisions on lending opportunities. Our senior lending
officers have extensive lending expertise with excellent reputations and are known in the market for their
flexibility, ability to structure deals and for honoring commitments. We provide a high level of service due to our
knowledge of our customer-base and the market areas we serve. 'We believe all the aforementioned factors
distinguish us from larger banks that operate in our primary market areas. o C

Our lending model focuses on acquisition loans for income producing properties that have sufficient cash flow to
support the loan's debt service and have rents that are below market with the likelihood of increasing over time. Our
lending activities are comprised almost entirely of the loriginajcfb;rl'fOr,our'Ioan portfolio of first mortgage loans
secured by commercial and multifamily real estate. As a matter. of ‘policy, we do not own or originate
construction/development loans or condominium conversion loans. We generally lend in geographical areas that are
in the process of being revitalized or redeveloped, with a 'cqncéntfation of loans on properties located in New York
and Florida. ' ‘ o ' o )

Market Area for Deposits

Our primary market area for our New York office is the New York metropolitan area, consisting of the five
boroughs of New York City and the areas surrounding them. New York City is the nation’s financial capital and the
home of more than 8 million individuals representing virtually every race:and nationality. It also has a vibrant and
diverse business community with many businesses and professional service firms. Historically, the New York City
metropolitan area has benefited from being the:corporate: headquarters of many large industrial and commercial
national companies, which have, in turn, attracted many smaller companies, particularly within the service industry.
At June 30, 2012, INB ranked 35th out of 91:financial institutions in Manhattan with -2 deposit market share of
0.10%. Total market deposits in-Manhattan at that date exceeded $682 billion. INB's branch:in Rockefeller Center
had a deposit size of $663 million at June 30, 2012 compared to a $987 million average branch size of all financial
institutions operating in Manhattan. S :

Our primary market area for our Florida' offices is Pinellas County, which is the most populous county in the
Tampa Bay area of Florida. This area also has many seasonal residents. The Tampa Bay area is located on the West
Coast of Florida, midway up the Florida peninsula. The major cities in the area are Tampa (Hillsborough County)
and St. Petersburg and Clearwater (Pinellas County). . At June 30, 2012, INB ranked 7th out of 36 financial
institutions in Pinellas County with a deposit market share of 3.18%. Total market:deposits in Pinellas County at
that date exceeded $29 billion. INB's Florida branches had an average deposit size of $152 million per branch at
June 30, 2012 compared: to a $92 million average branch. size of all financial institutions operating in Pinellas
County. INB's deposit-gathering market also includes. its internet web site: www.intervestnatbank.com, which
attracts deposit customers from both within and outside its.primary market areas. T ‘
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Competition

In one or more aspects of our business, we compete with other commercial banks, savings and loan associations,
credit unions, finance companies, mutual funds, insurance companies, brokerage and investment banking
companies, and other financial intermediaries. Most of these competitors are larger than we are and are increasing
their efforts to serve smaller commercial borrowers. In addition, many of these competitors, by virtue of their size
and resources, may enjoy efficiencies and competitive advantages over us in pricing, delivery and marketing of
their products and services. We believe that, despite the continued growth of large institutions and the potential for
large out-of-area banking and financial institutions to enter our market area, there will continue to be opportunities
for efficiently-operated, service-oriented, well-capitalized, community-based banking organizations to grow by
serving customers that are not well served by larger institutions or do not wish to bank with such large institutions.
Competition for depositors’ funds and for credit-worthy loan customers is intense and is based upon interest rates
and other credit and service charges, the quality of service provided, the convenience of banking facilities, the
products offered and, in the case of larger commercial borrowers, relative lending limits. ’

Lending Activities

General. Our lending activities focus on acquisition loans, and to a lesser extent loans to refinance existing
mortgages, on income producing properties that have sufficient cash flow to support the loan's debt service as well
as rents that we believe are below market with the likelihood of increasing over time. Our lending activities are
comprised almost entirely of the origination for our loan portfolio of first mortgage loans secured by commercial
and multifamily real estate (including rental cooperative/condominium apartment buildings, office buildings,
mixed-use properties, retail shopping centers, hotels, restaurants, industrial buildings, warehouses, parking
lots/garages, mobile home parks, self-storage facilities and some vacant land). We also offer commercial and
consumer loans, although we do emphasize such lending. ‘

Sources of Loans. Historically, mortgage brokers have been the source of substantially all of the real estate loans
we originate. The brokers are paid a fee by the borrower upon the funding of the loan. Our reputation within the
real estate community, with both borrowers and brokers, is critical to our ability to originate loans and generate
revenue therefrom. To a lesser extent, our loan originations are also derived from advertising in newspapers and
trade journals, existing customers, direct solicitation by our officers and walk-in customers. Our volume of loan
originations is dependent on a number of factors, including loan demand and whether the terms and credit risks
associated with potential new loans are suitable for our portfolio and meet our underwriting standards. :

Lending Areas. We tend to lend in areas that are in the process of being revitalized or redeveloped, with a
concentration of loans on properties located in New York and Florida. A large number of the properties in New
York are located in Manhattan, Brooklyn, Queens, Long Island, Staten Island and the Bronx. Historically, the bulk
of our multifamily lending activity has been in the New York City market. Many of the multifamily properties
located in New York City and surrounding boroughs consist of. pre- and post-war walkup, elevator and loft
buildings, including brownstones and townhouses, and they ‘may also be subject to rent control and rent
stabilization laws, which limit the ability of the property owners to increase rents and the property's cash flow,
which may in turn limit the borrower's ability to repay those mortgage loans. Outside of New York, nearly all of
our loans on multifamily properties are garden style apartments, which refer to a large development of small
apartment buildings perhaps two to four stories tall. A large number of -the properties ‘in Florida are located in
Clearwater, Tampa, St. Petersburg, Orlando, Fort Lauderdale, Hollywood and Miami. At December 31, 2012, we
also had loans on properties in Connecticut, Georgia, Indiana, Kentucky, Maryland, Michigan, North Carolina,
New Jersey, Ohio, Pennsylvania, South Carolina, South Dakota, Tennessee and Virginia.

Lending Policies and Criteria. Our lending activities are conducted pursuant to INB's Board-approved. written
policies and defined lending limits, including the types and amounts of loans we can originate. As a national bank,
INB may not make a loan or extend credit to a single or related group of borrowers in excess of 15% of INB's
unimpaired capital and surplus. Additional amounts may be loaned, not in excess of 10% of unimpaired capital and
surplus, if such loans or extensions of credit are secured by readily-marketable collateral. INB's internal:policy
requires full approval of its Board if any loan application amount exceeds 5% of its regulatory capital or exceeds
7.5% of regulatory capital for its loan-to-one-borrower limit. " : C



In originating real estate loans; we primarily consider. the net operating income generated by the underlying
property to support the loan's debt service, including whether the rents are below' market, the marketability and
value of the property, the financial resources, income level and managerial expertise of the borrower with respect to
the property, and any lending experience we may have with the borrower. All new loans are referred to one of our
two senior lending officers,. our Chairman-and INB's President, both of whom:have substantial experience in
commercial and multifamily real estate lending. Generally, all loans that we originate must be first reviewed and
approved by INB's Loan Committee, which is comprrsed of three members-of its Board of Dn’ectors one of whom
is also our Chairman. : f Lo s :

As part of our policies for real estate loans, loan-to-value ratios (the ratio that the orlglnal principal amount of the loan
bears to the lower of the purchase price or appraised value of the property securing the-loan at the time of origination) on
loans originated by us typically ‘do not exceed 80% and: in practice, rarely exceed 75%. Additionally, debt service
coverage ratios (the ratio of the net operating income generated by the-property securing the loan to the required debt
service) typically are not less than 1.2 times. For loans on properties where there is limited or no cash flow being
generated (including land loans), we rely on capable hands-on- owners-who, over time, can improve the property and
cash flow therefrom and are able to meet the loan's debt service requlrements through their other-verified sources of
income, while such improvements are being made. ~ :

Our underwriting procedures require the following: an appraisal of the property securing the mortgage loan that is
performed by a licensed or certified appraiser approved by us to determine the property's adequacy.as collateral; a
physical inspection of the property by us; mortgage title insurance; flood insurance when required; fire insurance;
casualty, liability and boiler and machinery insurance; and environmental surveys. In addition, we have an internal
and external appraisal review process to monitor and evaluate third-party appraisals. We also perform other
analyses which may include: the condition and use of the subject property; the property's income-producing
capacity and its current level of rents; and the quality, experience and financial creditworthiness of the property's
owner. Credit reports and other verifications, including searches related to the requlrements of the Office of Foreign
Assets Control (OFAC) and the USA Patriot Act, are obtained to substantlate specific information relating to the
apphcant’s income, credit standing and legal status. We may also require personal guarantees from the principals of
our borrowers as additional security, although loans are often onglnated on a limited recourse basis. Our mortgage
loans are also not insured or guaranteed by govemmental agencies. In the event of a default, our ability to
ultlmately recover our investment in the loan is dependent upon the market value of the mortgaged property.

Lending Risks. Commercial and multifamily real estate loans are generally ‘considered to have more credit risk than
traditional s1ng1e family residential loans because these loans tend to involve larger loan balances and their repayment is
typlcally dependent upon the successful operation and management of the underlying real estate. Included in this
category are loans we originate on vacant or substantially vacant properties, all of which typically have limited or no
income streams and depend upon other sources of cash flow from the borrower for repayment, which add an additional
element of risk. Our vacant land loans normally have no income streams and also depend upon other sources of cash
flow from the borrower for repayment. We define substantially vacant properties as follows: commercial real estate -
occupancy of less than 70% of rentable square feet; and for mu1t1fam11y - occupancy of less than 70% of rentable
apartments. At December 31, 2012, we had approxmately $55 million of such loans.

We also have certain loans categonzed as 1-4 family loans, ‘which consist almost entirely of loans secured by blocks of
investor-owned 1nd1v1dual condomlnrum dwelling units. We normally make these loans to investors who purchase
multiple condo units that remain unsold after a condo conversion or the unsold units in a new condo development. The
units are normally rented for a number of years until the economy improves and the units can be sold as orlglnally
intended. Nearly all of these loans are in our Florida market. Although these loans are classified necessarlly as 14
family as required by regulatory guidance, they are underwritten by us ‘in‘accordance with our commiercial ‘and
multifamily underwriting polices and their risk characteristics are essentially the same as our multifamily real estate
lending, and we risk weight them for regulatory capital purposes at 100%. All the above loans require ongoing
evaluation and monitoring since they may be affected to a'greater degree by adverse condltlons n the real estate markets
or the economy or changes in government regulation. Do : :



Loan Terms. Historically we have originated short-term loans with balloon payments at maturity and with terms of no
more than 5 years and with either fixed or variable interest rates, including loans with predetermined interest rate
increases over the life of the loan. Our real estate loans typically provide for periodic payments of interest and principal
during the term of the loan, with the remaining principal balance and any accrued interest due at the maturity date.
Loans with balloon payments at maturity require a substantial part of or the entire original principal amount to be paid in
one lump sum payment at maturity. If the net revenue from the property, or other sources of cash flow from the
borrower, is not sufficiént to make all debt service payments due on the loan or, if at maturity or the due date of any
balloon payment, the owner of the property fails to raise the funds (through refinancing the loan, sale of the property or
otherwise) to make the lump sum payment, we could sustain a loss on our loan..

We normally charge loan origination fees on the mortgage loans we originate based on a percentage of the principal
amount of the loan. These fees are normally comprised of a fee that is received from the borrower at the time the loan is
originated and another similar fee that is contractually due when the loan is repaid (which we may refer to as an exit
fee). We record this contractual exit fee as a receivable when the loan is originated. The total of origination and exit fees,
net of related direct loan origination costs, are deferred and amortized over the contractual life of the loan as an
adjustment to the loan's yield. We also earn other fee income and charges from the servicing of the loans we originate.
We may also experience loan prepayments and re-investment risk associated with the resulting proceeds.

Recent Lending Trends. Recent conditions in the marketplace as described below have resulted in a large number
of our loans originated prior to 2010 to be repaid through refinancing by other institutions and our new loan
originations being more weighted towards commercial real estate loans, with an emphasis on mixed-use properties
and retail strip centers in the New York City metropolitan area. We have also increased our lending over the last
two years on loans to investors that are secured by blocks of 1-4 family condominiums due to attractive collateral
values and yields in this market, particularly in our Florida market.

Over the past few years, due to increased liquidity in the banking system and widespread increasing competition for
real estate loans, particularly multifamily loans in the New York City metropolitan area, the effective loan rates for
both multifamily and commercial real estate loans have been driven down substantially from historical levels, with
rates most recently being offered at 3% or below for 5 to 10 year multifamily balloon product, with a portion being
interest only loans. In addition to this aggressive pricing by our competitors, government agency programs have
increased the attractiveness of these loans and have further fueled interest rate and term competition. Further, the
low interest rates have driven up the size of these loans in relation to the value of the underlying collateral. We have
also seen a shift over the years of rental properties being converted to condominium or cooperative status which
takes them out of the normal multifamily market. All of these conditions have reduced what we believe to be
suitable lending opportunities for us during the past few years, particularly in the multifamily real estate market.

The trend described above, in addition to gradually reducing the overall yield on our loan portfolio as well as that
of the banking industry in general, has caused our total commercial real estate loans as a percentage of our total
loans to increase since the end of 2008 from 63% to 77% at December 31, 2012, while our multifamily loans,
inclusive of loans on investor owned condominiums, as a percentage of total loans has decreased from 35% to 23%.
The average yield on our entire loan portfolio has also declined from 6.48% in 2008 to 6.06% in 2012.

Additionally, during the same time frame, as a result of competitive market conditions, lower pricing in originating
loans and borrower preference for fixed-rate product, we have originated nearly all fixed-rate loans with somewhat
longer maturities. Fixed-rate loans constituted approximately 89% of our loan portfolio at December 31, 2012. The
portfolio had a weighted average life of approximately 3.9 years at December 31, 2012, compared with 3.0 years at
December 31, 2008. We cannot predict whether all the trends or factors noted above will continue for an additional
extended period and how they will impact our loan origination volumes and profitability over the long term.

At December 31, 2012, our real estate loans consisted of 538 loans with an aggregate principal balance of $1.11
billion and an average loan size of $2.1 million. Loans with principal balances of more than $10 million consisted
of 10 loans with an aggregate principal balance of $129 million, with the largest loan being $16.7 million. Loans
with principal balances of $5 million to $10 million consisted of 38 loans and aggregated to $246 million.



The two tables that follow set forth information regarding the loan portfolio.

At December 31,
(8 in thousands) 2012 2011 2010 2009 2008 -
Commercial real estate loans $ 852,213 $ 864,470 $ 948,275 $1,128,646 $1,081,865
Multifamily loans 208,699 277,096 375,448 524,624 597,363
One to four family 10ans 41,676 12,940 5,148 5,248 2,822
Land loans 7,167 11,218 12,550 32,934 31,430
Commercial business loans 949 1,520 1,454 1,687 684
Consumer loans 359 329 107 616 373
Loans receivable, gross 1,111,063 1,167,573 1,342,982 1,693,755 1,714,537
Deferred loan fees (3,597) (3,783) (5,656) (7,591) (8,826)
Loans receivable, net of deferred fees 1,107,466 1,163,790 1,337,326 1,686,164 1,705,711
Allowance for loan losses. (28,103) (30,415) (34,840) (32,640) (28,524)
Loans receivable, net v $1,079,363. $1,133,375 $1,302,486 $1,653,524 $1,677,187
Yield earned on loan portfolio during the year 6.06% 6.45% 6.36% 6.16% 6.48%
o ’ ' . At or For the Year Ended December 31, y'
(8 in thousands) 2012 2011 2010 2009 2008
Loans that were on nonaccrual status $45,898 $57,240 $52,923 $123,877 $ 108,610
Loans restructured and on accrual status 20,076 9,030 3,632 97,311 -
Accruing loans contractually past due 90'days or'more 4,391 1,925 7,481 6,800 1,964
Interest income not recorded on nonaccrual loans 629 782 2,850 8,950 - 7,999
The table below sets forth information regarding loans of more than $10 million at December 31, 2012. '
(8 in thousands) Principal Current Maturity Days
Property Type Property Location ' Balance Interest Rate Date Past Due Status
Retail : ‘White Plains, New York $ 16,724 430% Apr 2017 " None ‘Accrual
Hotel Orlando, Florida 16,000 5.00% - Jan 2018 “None Accrual
Office building New York, New York 15,612 6.00% Aug 2013 None Accrual
Office building Miami, Florida 14,834 5.00% Oct 2018 None TDR-nonaccrual (1)
Hotel - New York; New York - 11,320 4.00% Dec2016 =~ None - Accrual
Office building Fort Lauderdale, Florida 11,245 6.00% May 2016 None "~ Accrual
Retail Brooklyn, New York 11,044 6.00% Nov 2013 None . -~ Acdrual
Hotel New York, New York 10,835 6.00% Jul 2014 None Accrual
Retail . Manorville, New York 10,462 6.25% Sep 2024 None Accrual
Retail New York, New York 10,425 4.50% Jul 2022 None ~ Accrual
$128,501 - : '

(1) Loan restructured in June 2011 and was performing in accordance with its restructured terms. Monthly payments are interest oﬁly at 5.00%
through June 2013. Beginning July 2013, monthly principal and interést payments resume with a 5.125% interest rate. Thereafter, the interest
rate increases each year on June 1 as follows to: 5.25%, 5.375%, 5.50%, 5.625% and 5.75%. Regulatory guidance requires the loan to remain on
nonaccrual status as of December 31, 2012.

The table below sets forth the activity in the net loan portfolio. .

For the Year Ended December 31

(8 in thousands) : 2012 2011 2010 2009 2008

Loans receivable, net, at beginning of year' $1,133,375 $1,302,486 $1,653,524 - $1,677,187  $1,592,439
Originations o 241,541 82,107 - 76,623 - 200,145 386,892 -
Principal repayments and sales (291,050) (243,698) (287,248) (186,430) (267,490)
Transfers to foreclosed real estate (4,689) (4,375) (40,885) © (27,748) (25,070)
Chargeoffs : , (3,152) 9,598) . (100,146) (8,103) 4,227)
Recoveries 840 155 883 1,354 -
Net decrease in deferred loan fees 186 © 1,873 1,935 1,235 1,574
Net decrease (increase) in allowance for loan losses ) 2,312 4,425 (2,200) (4,116) (6,931)

Loans receivable, net, at end of year $1,079,363 $1,133,375 $1,302,486 $1,653,524 $1,677,187




The following table sets forth information regarding loans outstanding at December 31,2012 by year of origination:

(8 in thousands) Balance % of Balance Rated % of Balance % of
Year Originated (1) Outstanding Total Substandard Outstanding Nonaccrual Outstanding
2004 and prior $ 171,745 16% $ - % $ - %
2005 68,494 6 9,395 14 4,260 6
2006 96,488 9 4,105 4 3,155 3.
2007 166,767 15 45,714 27 27,839 17 -
2008 188,551 17 4,791 3 - 4,192 2
2009 110,755 10 4,515 4 - -
2010 26,269 2 2,738 10 2,496 10
2011 57,743 5 - - - -
2012 224,251 20 3,956 2 3,956 2
$1,111,063 100% $75.214 7% $45,898 4%

(1) Does not consider those loans that have been extended or renewed since the date of original origination.

The table below sets forth information regarding the credit quality of the loan portfolio based on internally assigned
ratings (as defined in note 1 to the financial statements in this report).

: At December 31
(3 in thousands) 2012 2011 2010 2009 2008
Pass rated loans $1,016,424 $1,071,550 $1,216,615- $1,384,452 $1,529,164
Special mention rated loans 19,425 16,062 40,259 131,191 58,322
Substandard rated loans 75214 79,249 86,108 178,112 127,051
Doubtful rated loans - 712 e ' - -
Total loans $1,111,063 $1,167,573 $1,342.982 $1,693,755 $1,714,537

The table below sets fo‘rth'information regarding the credit quality of the loan portfolio at December 31, 2012 by

major category based on internally assigned ratings.

Special

(8 in thousands) Pass Mention Substandard ~ Total

Commercial real estate loans $ 775,136 $17,041 $60,036 $ 852213

Multifamily loans 193,738 2,384 12,577 208,699

One to four family loans 41,676 - ' - 41,676

Land loans ' 4,566 - 2,601 7,167

Commercial business loans 949 - - 949

Consumer loans 359 : - - 359

Total loans $1,016,424 $19,425 $75,214 $1,111,063

The table that follows summarizes loans rated substandard and doubtful at the dates indicated.
' ' At December 31 '

(3 in thousands) 2012 2011 2010 2009 2008
Loans on nonaccrual status $45,898 $57,240 $52,923 - $123,877 . $108,610
TDRs on accruing status 20,076 9,030 3,632 37,782 -
Other non-impaired accruing loans (1) 9,240 13,691 29,553 16,453 18,441
Total substandard and doubtful rated loans (2) $75,214 -$79,961 $86,108 $178,112 $127,051

(1) Represent loans for which there were concerns at the date indicated regarding the ability of the borrowers to meet existing repayment terms.
These loans reflect the distinct possibility, but not the probability, that we will not be able to collect all amounts due according to the contractual
terms of the loans. These loans may never become delinquent, nonaccrual or impaired. :

(2) All of these loans are closely monitored and considered in the determination of the overall adequacy of the allowance for loan losses.

The table below sets forth the geographic distribution of the loan portfolio.

, At December 31;
% of % of % of % of % of
(8 in thousands) Amount Total Amount Total Amount Total Amount Total Amount Total
New York $ 717,141 65% $ 763,770  65% $ 916485 68%  $1,123300 66%  $1,122459  66%
Florida 286,619 26 291,797 25 310,560 23 392,712 23 403,553 23
Other States 107,303 9 112,006 10 115,937 9 177,743 11 188,525 11
$1,111,063  100% $1,167,573  100%  $1,342,982 100%  $1,693,755 100%  $1,714,537 100%




The table below sets forth the scheduled contractual principal repayments of the loan portfolio. .

At December 31,
(8 in thousands) 2012 2011 2010 2009 2008
Due within one year o $ 211,273 $ 211,548 $ 248,566 $ 290,761 $ 377,081
Due over one to five years 608,558 719,439 " 858,184 1,088,987 941,504
Due over five years 291,232 236,586 236,232 314,007 395,952
$1,111,063 '$1,167,573 $1,342,982 $1,693,755 $1,714,537
The table below sets forth the scheduled contractual prmcrpal repayments of the loan portfolio by type
At December 31, 2012
Due Within Due Over One Due Over
(8§ in thousands) One Year -~ to Five Years Five Years Total
Commercial real estate $171,241 $448,760 $232,212 % 852213
Multifamily , 33,872 132,683 42,144 208,699
One to four family ' - 25,514 .. 16,162 41,676
Land 5,261 1,491 415 7,167
Commercial business o S 586 64 o 299 949
Consumer 313 46 - 359
$211,273 $608,558 $291,232 $1,111,063
The table below sets forth the types of properties securing the real estate loan portfolio.-
' ' : " At December 31
($ in thousands) 2012 2011 2010 2009 2008
Commercial Real Estate: P o : ‘. )
Retail $ 533,534 $ 457,865 $ 492,596 $ 546,199 $ 550,905
Office buildings 144,736 210,064 239,047 7294.637 265,123
Industrial/warehouses 26,912 67,061 77,890 . 96,646 83,903
Hotels 68,192 54,841 .55,044 . 94,266 93,168
‘Mobile home parks 23,170 23,025 21,082 23,391 21,351
" Parking lots/garages 23,456 23896 25,488 26,332 29,010
Other 32,213 27,718 37,128 - ATT5 38,405
Multifamily 208,699 277,096 375,448 524,624 597,363
One to four family 41,676 12,940 5,148 5,248 2,822
Land 7,167 11,218 12,550 32,934 31,430
$1,109,755 $1,165 724 $1,341,421 $1,691,452 $1,713,480
The table below sets forth the locatlon of properties securing the real estate loan portfolio at December 31, 2012
($in thousands) New York Florida. Other States Total
Commercial Real Estate:, ) . ,
Retail $381,656 $ 94,063 $ 57,815 $ 533,534
-Office buildings 68,674 46,965 29,097 144,736
Industrial/warehouses 23,854 - 2412 : 646 - 26,912
Hotels 37,778 - 30,414 - 168,192
Mobile home parks ) - 21,487 1,683 . 23,170
Parkmg lots;’garages 23,456 - - 23,456
Other 27,102 5,111 -7 32,213
© Multifamily “151,712 42,172 14,815 208,699
- -One to four family 1,790 - 38,776 1,110 41,676
Land S . 930 4,151 2,086 7,167
Total real estate loans $716,952 $285,551 $107,252 $1,109,755
Loans on nonaccrual status $ 6,764 $36751  § 2383 $ 45898

For additional information concerning the loan portfolio, see note 3 to the financial statements in this report.

Asset Quality -

In addition to. our underwrltmg standards discussed previously, after a loan is orlglnated we undertake various
steps (such as an annual physical inspection of the subject property and periodic monitoring of loan documentation,
rent rolls, cash flows and the value of the property securmg the loan) with the objective of qulckly identifying,
evaluating and initiating corrective actions if necessary ~
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We constantly monitor the payment status of our loans and pursue a timely follow-up on any delinquencies,
including initiating collection procedures even before a loan is 90 days past due, as deemed necessary. We also
assess substantial late fees on delinquent loan payments and other service charges.

Our loans are subject to the risk of default, otherwise known as credit risk, which represents the possibility of us not
recovering amounts due from our borrowers. The credit quality of our loan portfolio is dependent primarily on each
borrower’s ability to-continue to make required loan payments and, in the event a borrower is unable to continue to
do so, the value of the real estate securing the loan. A borrower’s ability to pay in the case of multifamily and
commercial real estate loans is typically dependent on the cash flow generated by underlying property, which can
be impacted by economic conditions. Other factors, such as unanticipated expenditures or changes in financial and
real estate markets, may also impact a borrower’s ability to pay. Real estate values are also impacted by a variety of
other factors including collection or foreclosure delays. Additionally, political issues, including armed conflicts,
acts of terrorism, or natural disasters, such as hurricanes, may have an adverse impact on economic conditions of
the country as a whole and may be more pronounced in specific geographic regions. All of these factors can affect
the rents and occupancy levels of the collateral properties, which in turn affect their market value and the amounts
we may recover in the event of a defaullt.

Loan concentrations are defined as amounts loaned to a number of borrowers engaged. in similar activities or on
properties located in a particular geographic area. Our loan portfolio is ¢oncentrated in commercial real estate and
multifamily mortgage loans. The properties securing these loans are also concentrated in two states, New York and
Florida. Many of the properties securing our loans are also located in geographical areas that are being revitalized
or redeveloped, which can be impacted more severely by a downturn in real estate values.

We place loans on nonaccrual status when principal or interest becomes 90 days or more past due or earlier in
certain cases, unless the loan is well secured and in the process of collection. All previously accrued and
uncollected interest and late charges on loans placed on nonaccrual status are reversed through a charge to interest
income and the amortization of any unearned fee income is discontinued. While loans are on nonaccrual status,
interest income is normally recognized only to the extent cash is received until a return to accrual status is
warranted. In some circumstances, interest continues to acerue on mortgage loans that have matured and the
borrower continues to make monthly payments of principal and interest. These loans are classified as 90 days past
due and still accruing interest if they are well secured and in the process of collection.

We estimate the fair value of the properties that collateralize our impaired loans based on .a variety of information,
including third party appraisals and our management’s judgment of other factors. Our internal policy is to obtain
externally prepared appraisals (or in limited cases indications of value from licensed appraisers or local real estate
brokers) as follows: for all impaired loans; for restructured or renewed loans; upon classification or downgrade of a loan;
upon accepting a deed in lieu of foreclosure; upon transfer of a loan to foreclosed real estate; and at least annually
thereafter for all of our impaired and substandard rated loans and real estate owned through foreclosure. In addition to
obtaining appraisals, we also consider the knowledge and experience of our two senior lending officers (our Chairman
and INB's President) and INB's Chief Credit Officer related to values of properties in our geographical market areas.
These officers take into account various information, including: local and national real estate market data provided by
third parties; the consideration of the type, condition, location and occupancy of the specific collateral property as well
as the current economic conditions and demand for the specific property in the area the property is located in assessing
our internal estimates of fair value. Additionally, we require that all third-party appraisals we receive be reviewed by a
different external appraiser for reasonableness. .

From time to time, we may restructure a loan. A loan that we restructure, for economic or legal reasons related to a
borrower's financial difficulties, and for which we have granted certain concessions to the borrower that we would not
otherwise have considered is considered a troubled debt restructure or TDR. These concessions are made to provide
payment relief generally consisting of the deferral of principal and or interest payments for a period of time, a partial
reduction in interest payments or an extension. of the maturity date. In determining if a concession has been made, we
also consider if the borrower is able to access funds in the general market place at a market rate for debt with similar risk
characteristics as the restructured debt. A loan that is extended or renewed at a stated interest rate equal to the current
interest rate for a new loan originated by us with similar risk is not reported as a TDR.
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We normally place a TDR on nonaccrual status upon restructure and subsequently:return the TDR ‘to an accrual status if
the ultimate collectability of all contractual principal is assured, and the borrower has demonstrated satisfactory payment
performance either before or after the restructuring, usually consisting of a minimum six-month period. '

We may acquire and retain title to real property pursuant to a foreclosure of a mortgage loan in the normal course of
business either directly or through a subsidiary or an affiliated entity. These properties are held for sale. Upon
foreclosure of the property, the related loan is transferred from the loan portfolio to the foreclosed real estate category at
the estimated fair value of the property, less estimated selling costs. Such amount becomes the new cost basis of the
property. Adjustments made to reduce the carrying value at the time of transfer ar¢ charged to the allowance for loan
losses as a loan chargeoff. L - ‘

After foreclosure, we periodically perform market valuations (which include obtaining an appraisal of the collateral
property at least annually) and, based on these valuations, the property is carried at the lower of its cost basis or
estimated fair value less estimated selling costs. Changes in the valuation allowance of the property are charged to the
"Provision for Real Estate Losses". Revenues and expenses from operations of the property are included in the caption
"Real Estate Activities Expenses." : - : S

The table below summarizes nonperforming assets, TDRs, past due loans and selected ratios at the dates indicated.

) ) e o At December 31 ) R

(8 in thousands) N , . 2012 2011 2010 . 2009 2008 .
Nonaccrual loans: o T '

Loans past due 90 days or more $ 5,651 $ 7216 $14,215 $100,209 $100,383

Loans past due 31-89 days (1) oo 52,7192 15,965 - 1,272

Loans past due 0-30 days (1) : 3,956 1,526 - 1,269 - ad 6,955

TDR loans past due 0-30 days (2) 36,291 45,706 21,474 .. .- 23,668 ’ -
Total loans on nonaccrual status : : 45,398 57,240 52,923 .- . $123,877 $108,610
Real estate acquired through foreclosure © 15,923 . 28,278 27,064 .- 31,866 9,081
Investment securities on a cash basis (3) . 3,721 - 4378 - 2,318 1,385 -
Total assets considered nonperforming - - o £ $65,542 $89,896 $82,305 . - $157,128 $117,691
TDR loans on accruing status and 0-30 days past due (4) " '$20,076 °$ 9,030 $3632- - $97311 - -§ -
Loans past due 90 days or-more and still accruing (5) 4391 1,925 7481 6,800 1,964
Loans past due 60-89 days and still accruing - : 3,894 4,008 - - 5907 718,934
Loans past due 31-59 days and still accruing ) 15,497 24,876 7356 + . 1385 . 9
Nonaccrual loans to total gross loans 4.13% 4.90% 394% 7 131% 6.33%
Nonperforming assets to total assets L 3.93% o 4.56% 397% ¢ 654% 7 5.18%
Allowance for loan losses to total net loans 1 2.54% ’ 2.61% 2.61% 1.94% 1.67%
Allowance for loan losses to nonaccrual loans 61.23% 53.14% 65.83% 26.35%: = - 26.26%

(1) We may place a loan on nonaccrual status prior to it chominé past due 90 dails based on thekspeciﬁcb facts and circumstances associated with
each loan that indicate that it is probable the borrower may not be able to continue making monthly payments. Interest income from payments made
on nonaccrual loans is recognized on a cash basis (or when collected) if the outstanding principal is determined to be collectible.

(2) Represent loans whose terms have been modified through the deferral of principal and/or a partial reduction in interest payments, or extension
of maturity term and are current as to payments and performing in accordance with their restructured terms, but.are required to be. classified
nonaccrual in accordance with regulatory guidance. At December 31, 2012, such loans totaled $36 million and were yielding 4.67% on a weighted
average basis. Interest income from payments on such classified loans is also recognized on a cash basis. A TDR that is on nonaccrual status can
only be returned to accrual status if ultimate collectability of contractual principal is assured and the borrower has demonstrated satisfactory
payment performance either before or after the restructuring (usually for a period of no shorter than six months). We have a number of TDRs (which
aggregated to 7 loans or $18.9 million at December 31, 2012) that have been partially charged-off (by a cumulative total of $7.8 million as of
December 31, 2012). For these TDRs, the evaluation for full repayment of contractual principal must include the collectability of amounts charged
off. Although the loans have been partially charged off for financial statement purposes, the borrowers remain obligated to pay“all contractual
principal due on all of the TDRs. S S : ‘ : c

(3) See note 3 to the financial statements included in this report fora disqussion‘:of these securities.

(4) Represent loans whose terms have been modified through the deferral of principal and/or a partial reduction. in interest payments, or extension
of maturity term and are maintained on accrual status. At December 31, 2012, all loans were performing and current and they had a weighted-
average yield of approximately 5.48%. SRR : : '

(5) At December 31, 2012, the balance consisted of two loans that have matured and the borrowers were making monthly loan payments. The loans
were in the process of being extended as of December 31, 2012. S R o
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The table below summarizes the change in total loans on nonaccrual status for the periods indicated.

: For the Year Ended December 31,
(8 in thousands) S 2012 - 2011 2010 2009

Balance at beginning of year $57,240 $52,923 $123,877 $108,610
Net new additions 14,632 36,317 87,933 80,471

Transfers to accruing TDR. category (6,403) - - -

Principal repayments and sales . (11,730) (18,144) (64,625) (29,353)
Chargeoffs (3,152) (9,481) (53,377) (8,103)
Transfers to foreclosed real estate (4,689) (4,375) (40,885) (27,748)
Balance at end of year ' $45,808 $57,240 $ 52,923 $123,877

The table below summarizes the change in TDRs on accrual status for the periods indicated.
For the Year Ended December 31,

($ in thousands) 2012 2011 2010 2009
Balance at beginning of year $ 9,030 $3,632 $97,311 $ -
Net new additions 5,243 5,452 - 9,918 99,816
Transfers from non-accruing TDR category 6,403 - - : -
Principal repayments and sales (600) 54) . (59,748) (2,505)
Chargeoffs - - (43,849) -
Balance at end of year $20,076 $9,030 $ 3,632 $97.311
The table below sets forth information regarding all of our TDRs as of December 31, 2012.
(8 in thousands) Contractual
Principal Carrying  Interest Principal Maturity
Property Type  Property Location Balance Due Value Rate Amortization Date Notes
TDRs on nonaccrual status (1)
Land . LIC,New York $ 285 $ 285  625% Yes Jan 2013 )
Office building ~ Verona, New Jersey 1,633 884  4.00% Yes: Apr 2013
Retail Hempstead, New York 3312 3,023 3.50% Yes Sep 2013
Retail West Palm, Florida 5,549 4320  4.00% No Aug2014
Retail Lake Worth, Florida 5,452 4,685 4.00% No Sep 2014
Multifamily Orlando, Florida 2,304 2,304 4.63% Yes Nov 2015
Multifamily Miami, Florida 2,580 1,955  6.25% Yes - Feb2016
Multifamily Miramar, Florida 3,722 3,001  4.63% Yes Aug 2016
Retail Maple Heights, Ohio 4,757 1,000  4.00% No Apr 2017
Office building ~ Miami, Florida 14,834 14,834 5.00% No Oct 2018 3)
44,428 36,291  4.60% :
TDRs on accrual status
Land Rapid City, South Dakota 2,086 2,086  6.00% " Yes . Dec2012 4
Retail Jamaica, New York 5,010 5,010  6.50% Yes " Feb2013
Retail Woodmere, New York 599 599 6.25% Yes ~ Apr2013 )
Multifamily St. Pete, Florida 1,952 1,952 5.00% Yes May 2013
Warehouse Brooklyn, New York 950 950  4.50% No May 2013 ()]
Land Shelter Island, New York 230 230 10.25% Yes Jun 2013
Retail - New York, New York 5,433 5433  4.50% Yes Mar 2014
Multifamily Lake Worth, Florida 868 868  6.00% Yes Oct 2016
Retail - Monroe, New York 2,948 2,948  5.13% Yes Mar 2017
20,076 - 20,076 5.48%

$64,504 $56,367 4.91%

(1) These TDRs were performing in accordance with their modified terms but were maintained on nonaccrual status as of December 31,2012 in
accordance with regulatory guidance. Interest income on these loans was being recognized on a cash basis. The carrying value for these loans
represents contractual unpaid principal balance less any partial principal chargeoffs (totaling $7.8 million) and interest received and applied as a
reduction of principal (totaling $0.3 million). The borrowers remain obligated to pay all contractual amounts due.

(2) Loan was paid off in January 2013.

(3) Monthly payments are interest only at 5.00% through June 2013, Beginning July 2013, monthly principal and interest payments resume with a
5.125% interest rate. Thereafter, the interest rate increases each year on June 1 as fqllows to: 5.25%, 5.375%, 5.50%, 5.625% and 5.75%.

(4) Loan was in the process of being extended at December 31, 2012.
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The table that follows details real estate we owned through foreclosure at the dates indicated.

(8 in thousands) : w ' : Net Carrymg Value (1) Last
Description of Property City : ‘State Acqurred Dec 31,2012-.-'Dec 31,2011 Appraised
1.1 acres of vacant waterfront land (2) _ ~ Hollywood FL 2/08 .8 - $ 1,876, Sep 2011
335 room vacant hotel (3) ‘ Orlando "FL " 4/09 : - 5,645  Sep 2011
7 story vacant office building and vacant lot Yonkers NY 8/09 1,334 1,334  Jun 2012
146 unit garden apartment complex - 75% occupied Austell GA’ 9/09 2,000 2,850:  Oct2012
39 acres of vacant land partially waterfront Perryville: MD 4/10 1,133 1,133 Dec 2012
622 unit garden apartment complex - 70% occupied ~ Louisville KY 7/10 6,685 . 7,488  Jun 2012
192 unit garden apartment complex - 87% occupied Louisville KY 7/10 3,315 3,389 © . Jun 2012
4 building office park - 65% occupied (4) Jacksonville FL 7/11 - 1,920 - Jun 2012
4 story office building - 50% occupied (5):- . Ft. Lauderdale FL 10/11 - 2,643  Mar2012
27,000 sq. foot industrial warehouse - 65% occupied ~ Sunrise FL 9/12 1,456 - Apr2012
56,475 sq. foot retail strip center (6) : Cary 'NC 11/12 - - May2012
$15,923 $28,278 S

(1) Reported net of any valuation allowance that has been recorded due to decreases in the estimated fair value of the property subsequent to the

date of foreclosure. .

(2) Property sold in the thn'd quarter of 2012 for $1. 3 :million. Property's ongmal cost basis upon transfer to real estate owned was $4.0 million. -
(3) Property sold in the fourth quarter of 2012 for $4.8 million. Property's original cost basis upon transfer to real estate owned was $5.9 million. .
(4) Property sold in the third quarter of 2012 for $1.7 million. Property's ongmal cost basis upon transfer to real estate owned was $1.9 million."
(5) Property sold in the third quarter of 2012 for $1.7 million. Property ] ongmal cost basis upon transfer to real estate owned was $2.6 million.
(6) Property acquired and sold in the fourth quarter of 2012 for $3.3 mllhon Property s original cost basis upon acquisition was $3.2 million.

We review . the estrmated fair value of our portfolio of real estate owned through foreclosure at least quarterly by
performing market valuations of the properties, which normally consist of obtaining externally prepared appraisals at
least annually for every property, as well as performing reviews of economic and real estate market conditions in the
local area where the property is located, including taking into consideration discussions with real estate brokers and
interested buyers, in order to determine if a valuation allowance is needed to reflect any ‘decrease in the estimated fair
value of the property since acquisition. All of the properties owned at December 31, 2012 were being marketed for sale.

The table below summarizes the change in foreclosed real estate for the periods indicated.

For the Year Ended December 31,

2008 ..

(8.in‘thousands) 2012 - - 2011 .+ -2010 _ 2009

“Balance at beginning of year . $28,278 . $27,064 $31,866 $. 9,081 $ -
Transfers from loan portfolio . 4,689 4,375 40,885 27,748 25,099 .
Capital 1mprovements I ] - - 814"
Writedowns to carrymg values subsequent to foreclosure Q) (4,068) @3, 349) (15,509) (2,275) (518)
Sales - (12,882) - < (30,178) (2,698) (16,000)
Gain (loss) on sales and/transfers from loan portfoho L) , 188 y - , 10 (314
Balance at end of year $15,923 $28 278 $27,064 $31,866 $ 9,081

) Recorded as an increase to the valuanon allowance for real estate owned through the provision for real estate losses..

For additional information on nonaccrual loans, TDRs, past due loans, real estate owned through foreclosure and
the valuation allowance for real estate losses, see notes-3 and 6 to the financial statements and the section entitled
"Management's Discussion and Analysis of Financial Condition and Results of Operations” in this report.

14



Allowance for Loan Losses

A detailed discussion of the factors that we use in compu‘ung the allowance for loan losses can be found in Item 7
under the caption "Critical Accounting Policies" in this report. :

The table below sets forth information regarding the activity in our allowance for loan losses.
At or-For the Year Ended December 31, -

(8 in thousands) 2012 2011 2010 2009 . 2008
Allowance at beginning of year (1) % 30415 $ 34840 $ 32640 - $° 28524 $ 21,593
Provision for loan losses charged to expense (3) - . 5,018 -~ 101,463 - 10,865 11,158
Chargeoffs: (3) ‘ . '
Commercial real estate (2,588) (7,186) (59,469) - - (3,253) -
Multifamily (564) - (2412) (34,576) - (1,799) (2,333)
Land - - S (6,101 T (3,05D) (1,894)
Total chargeoffs (3,152) (9,598) (100,146) (8,103) 4,227).
Recoveries: )
Commercial real estate 507 90 . » - _ - -
Multifamily 333 65 883 1,354 -
Total recoveries 840 155 883 1,354 -
Allowance at end of year (1) (2) $ 28,103 $ 30415 $ 34840 ' § 32,640 $ 28,524
Total loans, net of deferred fees $1,107,466 -$1,163,790 $1,337,326 $1,686,164 $1,705,711-
Average loans outstanding during the year $1,149,689 - $1,258,454 $1,489,004 $1,721,688 $1,693,749
Ratio of allowance to net loans receivable ‘ . 2.54% . 2.61% 2.61% 1.94% o 1.67% .
Ratio of net chargeoffs to average loans 0.20% ) 0.75% 6.67% 0.39% 0.25%

(1) Nearly all of the allowance for loan losses is allocated to real estate loans. See note 4 to the financial statements in this report.

(2) The total amount of the allowance at December 31, 2012, 2011, 2010 and 2009, included a specific valuation allowance for impaired
loans in the amount of $5.9 million,$8.0 million, $7.2 million and $13.8 million, respectively.

(3) Includes a $73.4 million provision for loan losses-and $82.2 million of chargeoffs recorded in 2010 in connection with a bulk sale
discussed elsewhere in this report. . v

For additional information and discussion on the allowance for loan losses, see note 4 the financial statements and

the section entitled "Management's Discussion and Analysis of Financial Condition and Results of Operations"

included in this report.

Security Investment Activities

Our security investments are normally purchased by INB and are classified as held to maturity and are carried at
amortized cost when INB has the intent and ability to hold them to maturity. Historically, INB has invested ini debt
securities that are issued directly by the U.S. government or one of its agencies with short- to intermediate-maturity
terms. In March 2012, INB also began purchasing, from time to time, residential mortgage backed securities issued by
U.S. government agencies. INB also owns some corporate securities (less than 1% of the securities portfoho)
consisting of trust-preferred notes that were purchased prior to 2008.

INB's goal is to maintain a securities portfolio with a short weighted-average life of no more than five years, which
allows for the resulting cash flows to either be reinvested in similar securities, used to fund loan commitments, pay
off borrowings or fund deposit outflows as needed. INB's securities portfolio does not contain securities of any
issuer with an aggregate book value and aggregate market value in excess of 10% of its stockholders’ equity,
excluding those issued by the U.S.-government or its agencies (see Itenr 1A "Risk Factors").

Our security investments carry market risk (insofar as increases in market interest rates would generally cause a
decline in their market value), prepayment risk (insofar as they may be called or repaid before their stated maturity
during times of low market interest rates and we may then have to reinvest the funds at a lower interest rate) and
credit risk (insofar as they may default, particularly as it relates to our investments in corporate securities). All of
our investments in corporate securities have become other than temporarily impaired as described in note 2 to the
financial statements in this report.
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INB may from time to time maintain a securities available-for-sale portfolio: for securities that it will hold for
indefinite periods of time that may sold in response to changes in interest rates or -other factors, including
asset/liability management strategies. We have never engaged in trading activities. We may also invest in other
short-term instruments (including overnight and term federal funds, bank:commercial paper and certificates of
deposit) to temporarily invest excess cash flow generated from our deposit-gathering activities and operations.

The table below summarizes the amortized cost (carrying value), contractual maturities and weighted-average yields of
INB's portfoho of securities held to maturity. The table excludes Federal Home Loan Bank of New York (FHLB) and
the Federal Reserve Bank of New York (FRB) stock investments required to be held by INB in order for it to be a
member of these institutions.

“Due Due Due - Due
One Year After One Yearto . . After Five Yearsto- After °
or Less - .Five Years Ten Years ; Ten Years - ~ Total
Carrying  Avg. Carrying Avg.  Carrying Avg. Carrying Avg.  Carrying Avg.
(3 in thousands) Value  Yield Value ~ Yield - Value Yield Value Yield Value - Yield
At December 31, 2012 ‘ .
U.S. government agencies $ 4775 1.16%  $242,248 0.78%  $108,221 1.06% $ - -%  $355244 0.87%
Residential MBS - - 2,073  0.81 10,722 141 71,484 1.84 84,279 1.76
State and Municipal - - 533 125 - - - - 533 1.25
Corporate - - - . - - - 3,721 211 3,721 . 2,11
$ 4,775 1.16%  $244.854 0.78%  $118,943 1.09%  $75205  1.85%  $443,777 . 1.05%
At December 31,2011 o : :
U.S. government agencies $ - - $483,149 1.21%  $207,218 1.76% - $ 5,699 246%  $696,066 1.38%
Corporate - - - - - - 4378 2.09 4378 2.09
v $ - - $483,149:  1.21% - $207218 . 1.76%  $10,077 = 2.30% $700444 1.39%
At December 31,2010 » '
U.S. goverriment agencies $ 5,025 043% $388,852 ' 1.51% $209,313 1.84% - $6,565 227%  $609,755 ' 1.63%
Corporate - - e - - ' - - 4,580  2.02 4,580 2.02
$ 5025 043% $388,852 - 1.51%  $209,313 1.84% - $11,145  2.15% $614,335 . 1.63%
At December 31, 2009 o '
U.S. government agencies $22,077 277%  $440,741 238% $149,742  3.62% $16,524 = 424%  $629,084 2.74%
Corporate - - - - - - 5772 1.67 5,772 1.67
. $22,077 2.77%  $440,741 2.38% $149,742  3.62%  $22296 3.57%  $634,856 2.73%
_ At December 31, 2008
. U.S. government agencies $15,773 341%  $356,804 3.53%  $82,991. 4.73% $11982  497%  $467,550 3.77%
Corporate - - : - - - 8,031.-.5.32 © 8,031 532
$15,773 3.41%  $356,804 3.53%  $82991  4.73%  $20,013.  5.11%  $475,581 3.80%

For additional information and discussion of our security investments, see note 2 the financial statements and the
section entitled "Management’s Discussion and Analysis of Fmanmal Condltlon and Results of Operations" in this
report. .

Sources of Funds

Our primary sources of funds consist of the following: retail deposits obtained through INB's branch offices and the
mail; principal repayments of loans; maturities and calls of securities; borrowings through FHLB advances or the
federal funds market; brokered deposits; and cash flow provided by operating activities.

INB's deposit accounts are solicited from individuals, small businesses and professional firms located throughout
INB's primary market areas through the offering of a variety of deposit products. INB also uses its internet web site
www.intervestnatbank.com to attract deposit customers from both within and outside its primary market areas. INB
believes it does not have a concentration of deposits from any one source. INB's deposit products include the
following: certificates of deposit (including denominations of $100,000 or more); individual retirement accounts
(IRAs); checking and other demand deposit accounts; negotiable order of withdrawal (NOW) accounts; savings
accounts; and money market accounts. Interest rates offered by INB on deposit accounts are normally competitive
with those in INB's primary market areas.
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The determination of rates and terms on deposit accounts also take into account INB's liquidity requirements,
outstanding loan commitments, desired capital levels and government regulations. Maturity terms, service fees and
withdrawal penalties on deposit products are reviewed and established by INB on a periodic basis. INB also offers
internet banking services, ATM services with access to local, state and national networks, wire transfers, automated
clearing house (ACH) transfers, direct deposit of payroll and social security checks and automated drafts for
various accounts. In addition, INB offers safe deposit boxes to its customers in Florida. INB periodically reviews
the scope of the banking products and services it offers consistent with market opportunities and its available
resources. INB relies heavily on certificates of deposit (time dep051ts) as its main source of funds from deposit
accounts.

See the sections "Supervision and Regulation" and "Liquidity and Capital Resources" in this report for additional
information on deposits and a discussion on regulatory restrictions that have been placed on INB with respect to the
pricing of its deposit products and accepting and rolling over maturing brokered deposits.

The table below sets forth the distribution of deposit accounts by type.

At December 31
2012 2011 2010 2009 2008

% of % of % of % of % of
(8 in thousands) Amount Total Amount Total Amount Total Amount Total ~~ Amount Total
Demand $ 5130 04% § 4,702 03% $ 4,149 02% $ 3,429 02% $ 3,275 0.2%
Interest checking 15,185 1.1 . 9915 0.6 10,126 0.6 9,117 04 4,512 0.2
Savings 9,601 0.7 9,505 0.6 10,123 0.6 11,682 0.6 8,262 0.5
Money Market 395825  29.0 438,731 26.4 436,740  24.7 496,065 244 328,660 17.6
Certificates of deposit 936,878  68.8 1,199,171 72.1 1,304,945 739 1,509,691 . 744 1,519,426 815
Total deposits (1) $1,362,619 100.0% $1,662,024 100.0% $1,766,083 100.0% $2,029,984 . 100.0% $1,864,135 100.0%

(1) At December 31, 2012, 2011, 2010, 2009 and 2008, individual retirement account deposits totaled $205 million, $242 million, $260
million, $289 million and $278 million, respectively, most of which were certificates of deposit.

The table below sets forth certificate of deposits by remaining maturity.

At December 31
2012 2011 2010 2009 ' 2008
Wtd- Witd- Wid- Wid- : Wtd-
Avg Avg Avg Avg Avg
Stated Stated Stated Stated Stated
(8 in thousands) Amount Rate Amount Rate Amount Rate Amount Rate Amount Rate
Within one year $519,236 2.92% § 514,667 2.83% $§ 431,881 3.09% $ 591,746 3.63% $ 571,085 4.27%
Over one to two years 181,698 2.79 397,394 3.58 349,174 3.63 256,025 4.28 333,041 4.62
Over two to three years 89,049 2.74 136,226 343 298,287 426 241,217 445 171,647 5.08
Over three to four years 60,119 3.02 67,855 327 113,587 3.78 251,745 461 168,814 5.09
Over four years 86,776  2.93 83,029 391 112,016  4.13 168,958 431 274,839 5.05

$936,878 2.89%  $1,199,171  3.25%  $1,304,945 3.65%  $1,509,691 4.11%  $1,519426 4.67%

The table below sets forth the remaining maturities of certificates of deposit of $100,000 or more.

‘ At December 31

(3 in thousands) 2012 2011 2010 2009 2008
Due within three months or less $ 53,498 $ 69,125 $ 62,432 $ 87,778 $ 78,458
Due over three months to six months 36,727 41,334 24354 . 47,607 36,436 .
Due over six months to one year 163,423 134,353 91,977 78,441 89,549
Due over one year 208,943 355,182 460,167 478,804 458,458
Total $462,591 $599,994 $638,930 $692,630 $662,901
As a percentage of total deposits 34% 36% 36% 34% 36%
Brokered CDs included above (1): $77,889 $127,819 $159,149 $170,117 $173,012

(1) At December 31, 2012, brokered CDs had a remaining maturity as follows: $38 million due within one year $23 million due over one to
two years; and $17 million due over four years.
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The table below sets forth total deposits by offices in New York and Florida.

. At December 31
(8 in thousands) 2012 . 2011 2010 . . 2009 2008
New York Main Office $ 534,155 ‘$ 699,935 $ 824,306 $ 990,777 $ 964,117
Florida Offices (six offices) 828,464 962,089 ) 941,777 1,039,207 - 900,018
) . $1,362,619 $1,662,024 $1,766,083 $2,029,984 $1,864,135

The table below sets forth net deposit flows.

: ‘ , For the Year Ended Decembet 31,
(8 in thousands) o : 2012 0 te. 2011 ¢ 00 2010 2009 - 2008

Net (decrease) increase before interest credlted $(336,533) $(152,558) $(324,496) $ 89,654 $124,487
Net interest credited 37,128 48,499 60,595 76,195 . 80,474
Net deposit (decrease) increase $(299,405) $(104,059) $(263,901) $165 849 $204,961

INB also borrows funds from time to time on an overnight or short-term basis to manage its llquldlty needs. As a
member of the FHLB and FRB, INB can borrow from these 1nst1tut10ns on a secured basis using INB's security
investments and certain loans as collateral, INB also has an agreement w1th two correspondent banks whereby it could
borrow overnight a limited amount of funds on an unsecured basis.

The table below is a summary of certain information regardmg INB's borrowmgs in the aggregate

At or For.the Year. Ended December 31 :
(8 in thousands) : . o 20120 - 2011 2010 2009 2008

Balance at year end N $ - $17,500 . $25,500 - $61,500 $50,500
Maximum amount outstanding at any month end $13,500 $25,500 $55,500 . $61,500  $95200
Average outstanding balance for the year $ 9,087 $21,574 $40,171 $51,042 $33,897
Weighted-average interest rate paid for the year 427% ° o 4.10% . 3.85% 382% . . 3.07%
Weighted-average interest rate at year end Y% . 410% - 4.02% 3.18% 3.81%
Available lines of credit at year end ' $512 000 $761,000 $688 000 $581 000 $457,000

IBC's historical sources of ﬁmds to meet its obligations have been derived from the followrng 1nterest income from
short-term -investments and a limited number of ‘mortgage loans; monthly dividends from INB; and monthly
management fees from INB for prov1d1ng it with certain administrative serwces

IBC's historical sources of working capital have been derived from the issuance of its common stock through pubhc or
private offerings, exercise of its: common stock warrants/options, the issuance of its trust preferred securities and
preferred stock and the issuance of its subordinated debentures.to the public. During 2010, IBC raised a total of $25
million of new capital in two separate cap1tal ra1s1ng transactions. For-a further discussion, see note 10 to the ﬁnanc1a1
statements in this report. _— :

In December 2008, IBC voluntarily applied for and was approved to participate in Troubled Asset Relief Program
(TARP) and sold to the U.S. Treasury 25,000 shares of its Series A Fixed Rate Cumulative-Perpetual Preferred Stock,
with a liquidation preference of $1,000 per share, along with a ten year warrant to-purchase at any time up to 691,882
shares of IBC’s common stock for $5.42 per share, for a total cash investment of $25 million from the Treasury. Since
early 2010, IBC has been prohibited by its primary regulator from paying dividends, making interest payments and
incurring new debt. For a further discussion of TARP and the regulatory limitations, see the section "Supervision and
Regulation" and notes 10, 11 and 19 to the financial statements in this report.

The table below summarizes IBC's outstanding debt in the form of debentures and related accrued interest payable
At December 31

(8 in thousands) 2012 2011 2010 2009 2008
Subordinated debentures - trust preferred securities $56,702 $56,702 $56,702 $56,702 $56,702
Accrued interest payable - trust preferred securities 6,228 4,361 2,262 85 122
$62,930 $61,063 $58,964 $56,787 $56,824
Weighted average interest rate for the year 3.26% 3.65% 3.79% 4.78% 6.16%
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The table below summarizes IBC's outstanding preferred stock held by the U.S Treasury and dividends in arrears."
At December 31

(8 in thousands) : 2012 2011 2010 2009 ~ 2008

Series A preferred stock . . $25,000 $25,000: $25,000 $25,000 - $25,000

Preferred dividends in arrears 4,200 2,800 1,400 - -

Dividend rate for the year S 5.00% 5.00% 5.00% 5.00% 5.00%
Employees

At December 31, 2012, we employed 79 full-time equivalent employees. We prov1de various benefits to our
employees, mcludmg group life, health, dental and disability insurance, a 401(k) retirement plan and a long-term
employee incentive plan. None of our employees are covered by a collective bargaining agreement and we consider
our employee relations to be satisfactory.

Federal and State Taxation

IBC and its subsidiaries file a consolidated federal income tax return and comblned state and city income tax
returns in New York. IBC also files a franchise tax return in Delaware. INB files a state income tax return in
Florida. INB also files state tax returns, as needed, for certain entities that own title to real estate INB acquires
through foreclosure. All the above returns are filed on a calendar year basis and we report our income and expenses
using the accrual method of accounting. Consolidated income tax returns have ‘the effect of eliminating
intercompany income and expense, including dividends, from the computation of our taxable income for the taxable
year in which the items occur. In accordance with an income tax sharing agreement, income tax charges or credits
are allocated among IBC and its subsidiaries on the basis of their respective taxable income or taxable loss that is
included in our income tax returns. .

Banks and bank holding companies are subject to federal and state income taxes in essentially the same manner as
other corporations. Florida, New York State and New York City taxable income is calculated under applicable
sections of the Internal Revenue Code of 1986, as amended (the "Code"), with some modifications required by state
and city law. Although INB's federal income tax liability is determined under provisions of the Code, which is
applicable to all taxpayers, Sections 581 through 597 of the Code apply specifically to financial institutions.

In addition to the regular income tax, we are subject to a Federal alternative minimum tax, or AMT, in an amount
equal to 20% of alternative minimum taxable income to the extent the AMT exceeds our regular-income tax. The
AMT is available as a credit against future regular income tax. New York State imposes an annual franchise tax on
banking corporations, based on net income allocable to New York State. If, however, the application of an
alternative minimum tax (based on taxablée-assets allocated to New York, “alternative” net income, or a flat
minimum fee) results in a greater tax, an alternative minimum tax is imposed. We are also subject to the alternative
minimum tax for New York City (which is similar to the New York State alternative minimum tax).

As a Delaware corporation not earning income in Delaware, IBC is exempt from Delaware corporate income tax
but is required to file an annual report with and pay an annual franchise tax to the State of Delaware. The tax is
imposed as a percentage of the capital base of IBC and is reported in the line item "All other" in the noninterest
expense section of the statements of operations. Total annual franchise tax expense was $0.2 million in 2012, $0.2
million in 2011 and $0.1 million in 2010. ~ '

See note 14 to the financial statements and the section "Critical Accounting Policies" in thls report for a further
discussion of income taxes and our deferred tax asset.
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Investment in Subsidiaries
The followmg table provides information regarding IBC's sub81d1ar1es

At December 31, 2012 s " Subsidiary's Earnings (Loss) For The Period:
Y%of o s " For the Year Ended December 31, ’
Voting : ' '
- Stock Total . IBC'sEquity
Owned Investment  in Underlying - _ _ ‘
(8 in thousands) ) by IBC ByIBC =~ NetAssets - 2012 2011 2010 2009 2008
Interevst National Bank 100% $254,815 $254.815 ° $13,494 $12,704 $(50,242) $5722 '$8,256
Intervest Mortgage Corporation (1) ' - R ) - . - (1,572)  '(1,098) 831
" Intervest Statutory Trusts 100% 1,702 " 1,702 e : - T - -

(1) Prior to 2011, IBC owned 100% of Intervest Mortgage 'Corp'oration‘whose business had focused on commercial and multifarnily real
estate lending funded by the issuance of its subordinated debentures in public offerings. IMC no longer conducts business and was merged
into IBC effective January 1, 2011 and IMC's then remaining net assets of $9.5 million were transferred to IBC on that date. .
INB also has an ownership intérest in a number of limited liability companies whose sole purpose is to own title to
real estate INB acquires through foreclosure. These entities are normally dissolved when the properties are sold.

Supervision and Regulation

The supervision and regulatlon of banks or bank holding compames and their subsidiaries is intended prlmarlly for
the protection of depositors, the FDIC deposit insurance fund (DIF) and the banking system as a whole, and not for
the protection of our stockholders or creditors. The regulatory agencies have broad enforcement power, 1nclud1ng
the power to impose substantial fines and other penalties for violations of laws and regulations. To the extent that
the following information describes statutory and regulatory pr0V151ons and formal agreements, it is quahﬁed in its
entirety by reference to the particular statutory or regulatory.provision or formal agreement. Any changes in the
aforementioned may have a material effect on our business, results of operations and financial condition.

Bank Holding Company Regulatzon

IBC is a holding company under the Bank Holdlng Company Act of 1956 and is subject to supervision; regulation
and examination by FRB. The Act and other federal laws subject bank holding companies to particular restrictions
on the types of activities in which they may engage and to a broad range of supervisory requlrements and act1V1t1es
including regulatory enforcement actions for violations of laws and regulations.

Scope- of Permissible Activities. A bank holding company generally may not engage in, or acqulre or control
directly or indirectly, voting securities or. assets of any company that is engaged in activities other than those of
banking, managing or controlling banks. : :

Source of Strength for Subsidiaries. A bank holding company must serve as a source of financial and managerial
strength for its subsidiary banks and must not conduct its operations in an unsafe or unsound manner. See the
section "Written Agreement" below.

Mergers and Acquzsztzons by Bank Holding Companies. Subject to certain exceptlons a bank holdlng company ‘is
required to obtain the prior approval of the FRB before it may merge or consolidate with another bank holding
company, acquire all or substantially all of the assets of any bank, or, direct or indirect, ownership or control of any
voting securities of any bank or bank holding company, if after such acquisition the bank holding company would
control, directly or indirectly, more than 5% of the voting securities of such bank or bank holding company.

Anti-Tying Restrictions. Subject to certain exceptions, a bank holding company and its subsidiaries are prohibited
from engaging in certain tying arrangements in connectlon with any extension of credit, lease or sale of property or
furnishing of services.

Capital Adequacy. The FRB has>capital 'adevquacy guidelines fbr bank holding companies thaf are based upon a
risk-based capital determination, whereby a bank holding company's capital adequacy is determined. by assigning
different categories of assets and off-balance sheet items to broad risk categories. ,,
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As of December 31, 2012, current guidelines divide the qualifying total capital of a bank holding company into Tier
1 capital (core capital elements), Tier 2 capital (supplementary capital elements) and Tier 3 capital (market risk
capital elements). Tier 1 capital consists primarily of, subject to certain limitations, common stock, noncumulative
perpetual preferred stock, minority interests in consolidated subsidiaries and qualifying trust preferred securities.
Goodwill and certain other intangibles are excluded from Tier 1 capital. Tier 2 capital may consist of, subject to
certain limitations, an amount equal to the allowance for loan and lease losses, limited other types of preferred stock
not included in Tier 1 capital, hybrid capital instruments and term subordinated debt. Tier 3 capital includes
qualifying unsecured subordinated debt. The Tier 1 capital must comprise at least 50% of the qualifying total
capital categories. Every bank holding company has to achieve and maintain a minimum Tier 1 capltal ratio of at
least 4% and a minimum total capital ratio of at least 8% of risk-weighted assets. Bank holding companies are also
required to maintain a minimum ratio of Tier 1 capital to average total consolidated assets (leverage capital ratio) of
at least 3% for strong banks and bank holding companies and a minimum leverage ratio of at least 4% for all other
bank holding companies. At December 31, 2012, IBC's Tier 1 capital and total capital ratios were 20.15% and
21.41%, respectively, and its leverage capital ratio was 14.71%. See the caption entitled Basel I1I in this section for
further discussion of capital requirements.

Dividends. IBC's ability to pay cash dividends on its capital stock is dependent upon its level of cash on hand and
upon the cash dividends received from INB. IBC must first pay its operating and interest expenses from funds it
receives from its subsidiaries. As a result, stockholders may receive cash dividends from IBC only to the extent that
funds are available after payment of the aforementioned expenses. In addition, the FRB generally prohibits a bank
holding company from paying cash dividends except out of its net income, provided that the prospective rate of
earnings retention appears consistent with the bank holding company's capital needs, asset quality and overall
financial condition. In February 2010, the FRB informed IBC that it may not, without the prior approval of the
FRB, pay dividends on or redeem its capital stock, pay interest on or redeem its trust preferred securities, or incur
new debt. See the sections "Written Agreement" and "TARP" below.

Control Acquisitions. The Bank Control Act prohibits a person or group of persons from acquiring "control" of a
bank holding company unless the FRB has been notified and has not objected to the transaction.

Enforcement Authority. The FRB may impose civil or criminal penalties or may institute a cease-and-desist
proceeding for the violation of applicable laws and regulations. IBC is also under the jurisdiction of the Securities
and Exchange Commission (SEC) and various state securities commissions for matters related to the offering and
sale of its securities, and is subject to the SEC rules and regulations relating to periodic reporting, reporting to
shareholders, proxy solicitation and insider trading. IBC's common stock is listed on the Nasdaq Global Select
Market and, as a result, IBC is also subject to the rules of Nasdaq for listed companies.

Written Agreement. In January 2011, IBC entered into a written agreement (the "Federal Reserve Agreement") with
its primary regulator, the FRB, which requires IBC's Board of Directors to take the steps necessary to utilize IBC's
financial and managerial resources to serve as a source of strength to INB, including causing INB to comply with
its Formal Agreement with its primary regulator, the OCC. In addition, as noted earlier, IBC cannot declare or pay
dividends without the prior approval of the FRB and the Director of the Division of Banking Supervision and
Regulation of the Board of Governors (the "Banking Director"). IBC also cannot take any payments representing a
reduction in capital from INB without prior approval of the FRB and IBC cannot not make any distributions of
interest, principal or other sums on its subordinated debentures or trust preferred securities without prior approval
from the FRB and the Banking Director. Further, IBC may not incur, increase or guarantee any debt or purchase or
redeem any shares of its stock without prior approval of the FRB. IBC was also required within 90 days of the date
of the Federal Reserve Agreement to submit a plan to continue to maintain sufficient capital. Finally, IBC must
notify the FRB when appointing any new director or senior executive officer or changing responsibilities of any
senior executive officer, and IBC is also restricted in making certain severance and indemnification payments. We
believe we have taken all necessary actions to promptly address the requirements of the Federal Reserve Agreement
and that IBC is in compliance with such agreement as of the date of filing of this report.
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TARP. The Emergency Economic Stabilization ‘Act. of. 2008 -(EESA) established a the Troubled Asset Relief
Program (TARP). TARP gave the U.S.- Treasury authority to deploy up to $750 billion into the U.S. financial
system with an objective of improving liquidity in the capital markets..In October 2008, Treasury announced plans
to direct $250 billion of this authority into preferred stock investments in banks. On December 23, 2008, IBC
voluntarily applied for and was approved to participate in the above program and sold to the Treasury 25,000 shares
of IBC's newly issued Series A Fixed Rate Cumulatlve Perpetual Preferred Stock, with a liquidation preference of
$1,000 per share, along with a ten year warrant to purchase at any. time up to 691 882 shares of IBC’s common
stock for $5.42 per share, for a total cash investment.of $25 million from the Treasury See note 10 to the financial
statements in this report for a further d1scuss1on of the above transact1on and other regulatory requlrements and
restrlctrons Imposed by TARP. :

Bank Re,qulatzon v

INB is a nationally chartered bank that is subject to regulat1on and examlnatlon by the OCC its primary regulator
and by virtue of the insurance of INB's deposits, it is also subject to the supervision and regulation of the FDIC.
Because INB is a member of the Federal Reserve System, it is subject to regulat1on pursuant to the Federal Reserve
Act. In addition, because the FRB regulates IBC, the FRB also has supervisory authority that directly affects INB.
The FDIC and other federal banking agencies. have broad enforcement powers, including, but not limited to, the
power to terminate deposit insurance and impose substantral ﬁnes and other civil and criminal penalties.

Transactions with Affiliates. Under Section 23A and 23B of the Federal Reserve Act, subject to certain exemptions,
INB may engage in a transaction with an affiliate, ‘as such term is' defined therein, only if the aggregate amount of
the transactions with one affiliate or with all affiliates. does not.exceed 10% or 20%, respectively, of the capital
stock and surplus-of INB: INB is also-generally prohibited from purchasing a low-quality asset from an affiliate.
Any transaction between INB and an affiliate must be on terms and conditions that are consistent with safe and
sound banking practices. Additionally, transactions with afﬁhates .can only be made on terms and under
circumstances, including credit standards, that are substantially the same, or at least as favorable to INB, as those
prevailing at the time for comparable transactions with nonaffiliated companies, or, in the absence of comparable
transactions, on terms and under c1rcumstances 1nclud1ng credrt standards, that in good fa1th would be offered to
nonafﬁhated companies.

Loans to One Borrower INB generally may not make loans or. extend credit to a smgle or related group of
borrowers in excess of 15% of unimpaired capital and surplus An additional amount may be loaned, up to 10% of
unimpaired capital and surplus if the Joan is secured by readily.: marketable collateral, which generally does not
include real estate. As of December 31, 2012, INB was in compliance with the loans-to-one-borrower limitations.

Loans to Insiders. INB is prohibited from extending credit to its gxecutive officers; directors, principal shareholders
and their related interests, collectively referred to as. 1ns1ders " unless the extension of credit is made on
substantially the same terms and in accordance with underwr1t1ng procedures that are not less stringent than those
prevailing at the time for comparable transactions with unrelated persons. INB as.a matter of policy does not extend
such credit and there were no such loans outstandrng at December 31,2012.

Reserve Requzrements Pursuant to Regulation D, INB ‘must hold a percentage of certain types of depos1ts as
reserves in the form-of vault cash, as a deposrt in'a Federal Reserve Bank or as a deposit ina pass-through account
at a correspondent institution. : v :

Dividends. When INB pays cash dividends on its cap1tal stock its pays them to- IBC since IBC is the sole
shareholder of INB. INB's dividend policy is to pay: dividends at levels consistent with maintaining its desired
liquidity and capital ratios and debt servicing obligations. INB's board of directors may declare dividends to be paid
out of INB's undivided profits. No dividends may be paid by INB without the OCC's approval if the total amount of
all dividends, including the proposed dividend, declared.by INB in any, calendar year exceeds INB's total retained
net income for that year, combined with its retained net income of the preceding two years..
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Also, INB may not declare or pay any dividends if, after making the dividend, INB would be "undercapitalized"
and no dividend may be paid by INB if it is in default of any deposit insurance assessment due to the FDIC. In
January 2010, INB suspended its cash dividend payments to IBC as requlred by the OCC. See the sectlon "Formal
Agreement" below.

Capital Adequacy. In general, capital adequacy regulatlons for natronal banks such as INB, are similar to the FRB
guidelines discussed earlier. Under the OCC's current regulations and guidelines as of December 31, 2012, all
banks must maintain minimum ratios of capital as follows: Tier 1 capital to total average assets (leverage ratlo) 4%,
Tier 1 capital to risk-weighted assets - 4%; and total capital to rlsk-welghted assets - 8%.

In April 2009, INB agreed with the OCC to maintain its minimum capltal ratios at spec1ﬁed levels h1gher than those
otherwise required by applicable regulations as follows: Tier 1 capital to total average assets (leverage ratio) - 9%; Tier
1 capital to risk-weighted assets - 10%; and total capital to risk-weighted assets - 12%. At December 31, 2012, INB's
leverage capital ratio, Tier 1 capital and total capltal ratios were 14.44%, 19. 80% and 21.06%, respectwely, See the
section "Formal Agreement" below.

Prompt Corrective Action. Federal banking agencies have the authority to take "prompt corrective action" with
respect to depository institutions that do not meet minimum capital requirements. Applicable regulations divide
banks into five different categories, depending on their level of capital: (i) a well-capitalized bank; (ii) an
adequately capitalized bank; (iii) an undercapitalized bank; (iv) a significantly undercapitalized bank; and (V) a
critically undercapitalized bank. A bank is deemed to be "well-capitalized" if it has a total risk-based capital ratio of
10% or more, a Tier 1 risk-based capital ratio of 6% or more and a leverage ratio of 5% or more, and the bank is not
subject to an order or capital directive to meet and maintain a specific capital level. ‘Currently INB is subject to a
formal agreement to meet and maintain a specific capital level above these ratios as denoted earlier.

Formal Agreement. In December 2010, INB entered into a formal written agreement (the "Formal Agreement")
with the OCC. The Formal Agreement superseded and replaced a Memorandum of Understanding dated April 7,
2009 between INB and the OCC.

The Formal Agreement requires INB to take cer’taln actlons, including (1) creatmg a compliance committee to
monitor and coordinate INB's performance under the Formal Agreement and to submit periodic progress reports to
the OCC, (2) the development of strategic and capital plans covering at least three years, (3) completing an
assessment of management and ensuring effective management, and (4) developing programs related to: (i) loan
portfolio management; (ii) criticized assets; (iii) loan review; (iv) credit concentrations; (v) accounting for other
real estate owned; (vi) maintaining an adequate allowance for loan losses; (vii) liquidity r1sk management; and
(viii) interest rate risk management. -

As of December 31, 2012, INB has achieved compliance with all but two of the articles in the Formal Agreement
and believes it has taken the steps or submitted the additional required documentation to achieve compliance with
these articles, which consist of ensuring effective management and developing a‘loan concentration program. All of
the steps and actions INB has and will continue to take are still subject to the on-going review, satisfaction and
acceptance of the OCC. Consequently, timing with respect to full compliance with the Formal Agreement cannot be
predicted since many of the steps and actions we have taken need to be in place and operating effectively for a
period of time as determined by the OCC in order to achieve full compliance with the Formal Agreement.

The Formal Agreement also limits INB's ability to pay dividends to IBC and requires INB to maintain Tier 1 capital
at least equal to 9% of adjusted total assets, Tier 1 capital at least equal to 10% of risk-weighted assets; and total
risk-based capital at least equal to 12% of rlsk-welghted assets. These are the -same levels that INB agreed to
maintain beginning April 7, 2009. : ,

Interest Rate and Brokered Deposit Restrictions. Financial institutions that are less than well capitalized are barred
from paying interest on their deposit products at rates of interest in excess of 75 basis points above the national rate
unless it receives an exemption from the FDIC that the institution's local market rate is above the national rate.

In addition, they cannot accept, renew or rollover brokered deposits without approval from their primary regulator.
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As a result of INB's Formal Agreement with the OCC, INB is. not allowed to accept, renew or rollover brokered
deposits without the prior approval of:the OCC and it is also required, in the absence of a waiver from the FDIC, to
maintain its deposit pricing at or below the national rates published by the FDIC, plus 75 basis points. INB was in
compliance with all of these requirements at December 31, 2012 and has not accessed the brokered deposit market
since September 2009. See the section "Liquidity and Capital Resources” in this report for a further discussion of these
restrictions and potential impact to our business. : ~

Deposit Insurance Assessments. INB's depos1ts are insured up:to apphcable hm1ts through the FDIC's Deposit
Insurance Fund (DIF) up to a maximum of $250,000 per separately insured depositor. Insured institutions are
required to pay insurance premiums based on the risk each institution poses to DIF. The FDIC also has the
authority to raise or lower assessment rates on insured depos1ts subject to limits, and to 1mpose “special additional
assessments. The FDIC can terminate a depository institution's deposit insurance if it finds that the institution is
being operated in an unsafe and unsound manner Or has violated any ‘rule, regulatlon order or condition
administered by the institution's regulatory authorities. Any termlnatlon of dep031t 1nsurance ‘would have a material
adverse effect on INB.

On December 31, 2009 insured depos1tory 1nst1tut10ns were requlred to prepay thelr estlmated quarterly rlsk-based
‘assessments for all of 2010, 2011 and 2012. INB prepaid a total of $15.8 million on December 31, 2009 which
related to estimated premiums for 2010 _through 2012. The amount was recorded as a prepaid asset and is being
charged to expense during the periods:to which it relates based on actual premiums assessed in such period. Any
unused premium is expected to be credited back to the depository institutions in June 2013.

Under the Dodd-Frank Act (discussed later in this section), the reserve ratio of the DIF is no longer capped at
1.50%, and the FDIC is no longer required to refund excess amounts in the DIF to its member banks. The FDIC, in
addition, has established a higher reserve ratio of 2% as a long-term goal beyond what is required by statute, but
with no implementation deadline for the 2% ratio. Additionally, the reserve ratioin a given year may not be less
than 1.35% of estimated insured deposits, or the comparable percentage of the assessment base. The FDIC has until
September 30; 2020 to raise the reserve ratio of the deposit insurance fund t0.1.35%. In setting the assessments
necessary to meet the 1.35% level, the FDIC adopted assessment rules that look to.larger institutions (those with
more than $10 billion in consolidated assets) to fund more of the cost of raising the reserve ratio to 1.35%. The
FDIC insurance assessment base effective April 1, 2011 is now. defined as average total assets minus tangible
equity. In addition to deposrt hablhtles the new base contains liabilities that did not, previously enter into the
calculation. Although the new base is larger, new lower assessment rates are more than enough to offset this effect
for a large number of community banks with. less than $10 billion in assets. Assessment rates assigned to
1nst1tut10ns continue to depend on the instruction's regulatory exam ratings and other risk measures.

Banks are ass1gned to one of four risk categorles based on two criteria: capltal adequacy and supervisory ratmgs
The three capital groups are well-capitalized, adequately cap1tahzed and undercapitalized, consistent with prompt
corrective action designations. The three supervisory groups are based primarily on CAMELS ratings, although the
FDIC has the ability to consider other factors as well. In general, banks with CAMELS ratings of 1 or 2 are
assigned to the A category, banks with a CAMELS rating of 3 are ass1gned to the B category, and banks with a
CAMELS rating of 4 or 5 are assigned to the C category. ;

The base assessment rates range from 5 basis points for the lowest risk category to 35 basis points for the highest
risk category, with further adjustments (plus or minus) thereto based on an institution's level of unsecured debt and
brokered deposits, which make the total assessment rates range from 2.5 basis points to a high of 45 basis points.
INB's assessment rate for its most recent billing period was 14 basis points. In addition to the assessment for
deposit insurance, institutions are also required to make payments on bonds issued in the late 1980s by the
Financing Corporation to recapitalize a predecessor deposit insurance fund. That payment is established quarterly
and during the four quarters ending December 31, 2012 averaged 0.66 basis points of assessable deposits. These
assessments will continue until the Financing Corporation bonds mature in 2017 to 2019.

Commumty Reinvestment. Under the Community Reinvestment Act (CRA) of 1977 INB must asstst in meeting the
credit needs of the communities in its market areas by, among other things, providing credit to low and moderate-
income individuals and neighborhoods.
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The FDIC applies the lending, investment and service tests to assess a bank's CRA performance and assigns to a
bank a rating of "outstanding," "satisfactory," "needs to improve," or "substantial noncompliance" on the basis of
the bank's performance under these tests. All banks are required to publicly disclose their CRA performance
ratings. INB's latest CRA rating was satisfactory.

Regulation of Lending Activity. In addition to the laws and regulations discussed above, INB is also subject to
certain consumer laws and regulations, including, but not limited to, the Truth in Lending Act, the Real Estate
Settlement Procedures Act, the Equal Credit Opportunity Act of 1974, and their associated Regulations Z, X and B,
respectively.

Monetary Policy and Economic Control. Commercial banking is affected not only by general economic conditions,
but also by the monetary policies of the FRB. Changes in the discount rate on member bank borrowing, availability
of borrowing at the "discount window," open market operations, the imposition of changes in reserve requirements
against member banks' deposits and assets of foreign branches and the imposition of and changes in reserve
requirements against certain borrowings by banks and their affiliates are some of the instruments of monetary
policy available to the FRB. These monetary policies are used in varying combinations to influence overall growth
and distributions of bank loans, investments and deposits, and this use may affect interest rates charged on loans or
paid on deposits. The monetary policies of the FRB, which have a significant effect on the operating results of
commercial banks, are influenced by various factors, including inflation, unemployment, short-term and long-term
changes in the international trade balance and in the fiscal policies of the United States Government. ‘

Other Legislation Affecting Us

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 facilitates the interstate expansion and
consolidation of banking organizations by permitting bank holding companies that are adequately capitalized and
managed to acquire banks located in states outside their home states regardless of whether such acquisitions are
authorized under the law of the host state.

The Gramm-Leach-Bliley Act of 1999, among other things, permits banks, securities firms and insurance companies
to affiliate under a common holding company structure.

The USA Patriot Act of 2001 requires financial institutions to help prevent, detect and prosecute international
money laundering and financing of terrorism. Financial institutions are required to collect customer information,
monitor transactions and report certain information to U.S. law enforcement agencies, such as the U.S. Treasury
Department Office of Foreign Assets Control (OFAC) concerning customers -and their transactions. INB has
systems and procedures in place designed to comply with the USA Patriot Act.

The Sarbanes-Oxley Act of 2002 imposed a myriad of corporate governance and accounting measures designed so
that shareholders have full, accurate and timely information about the public companies in which they invest. All
public companies are affected by the Sarbanes-Oxley Act.

The Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act) of 2010 imposes significant
regulatory and compliance changes, including the imposition of increased capital, leverage, and liquidity
requirements, and numerous other provisions designed to improve supervision and oversight of, and strengthen
safety and soundness within, the financial services sector.

Under the Dodd-Frank Act, bank holding companies are prohibited from including in their Tier 1 regulatory. cap1ta1
certain hybrid debt and equity securities issued on or after May 19, 2010. Among the securities included in this
prohibition .are trust preferred securities (TRUPS), which IBC has used in the past as a tool for raising Tier 1
capital. Although IBC is permitted to continue to include its existing outstanding TRUPS in its Tier 1 capital, the
prohibition on the use of these securities as Tier 1 capital. going forward may limit IBC's ability to raise capital in
the future. The provisions of the Dodd-Frank Act do not apply to any hybrid capital instrument issued prior to
October 4, 2010 to the U.S. government or a U.S. government agency under the EESA, such as TARP.
Accordingly, IBC's outstanding preferred stock held by the U.S. Treasury also continues to count as Tier 1 capital
under the provisions of this legislation.
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Furthermore, under FRB requirements, the amount of qualifying cumulative perpetual preferred stock (excluding
senior preferred stock issued to the U.S. Treasury) and qualifying TRUPS, as well as certain types of minority
interest, that may be included as Tier 1 capital is limited to 25 percent of the 'sum of core capital elements net of
goodwill. We do not have any goodwill or minority interests.

Additionally, the excess amounts of restricted core capital elements in the form of quallfymg TRUPS included in
Tier 2 capital is limited to 50 percent of Tier 1 capital (net of goodwill). However, amounts in excess of this limit
will still be taken into account in the overall assessment of an organization's funding and financial condition. In the
last five years before the underlying subordinated note matures, the associated TRUPS must be treated as limited-
life preferred stock. Thus, in the last five years of the life of the note, the outstanding amount of TRUPS is excluded
from Tier 1 capital and included in Tier 2 capital, subject, together with subordinated debt and other limited-life
preferred stock, to a limit of 50 percent of Tier 1 capital. During this period, the TRUPS will be amortized out of
Tier 2 capital by one-fifth of the original amount (less redemptions) each year and excluded totally from Tier 2
capital during the last year of life of the underlying note.

Basel III. Current risk-based capital guidelines that banks and bank holding companies are subject to may change
beginning in 2013 under new proposed rules, known as Basel III, which generally increase the capital required to
be held and narrow the types of instruments qualifying as appropriate capital and impose a new liquidity
measurement. o '

On June 7, 2012, U.S. regulators (the FRB, the FDIC and the OCC) issued proposed rules to address the
requirements of Basel II1. The objective of the regulators is to establish an integrated regulatory capital framework
that addresses shortcomings that they believe exist in current regulatory capital requirements that became apparent
during the recent financial crisis. The proposed rule would implement in the U.S. the Basel III regulatory capital
reforms from the Basel Committee on Banking Supervision and changes required by the Dodd-Frank Act. The
proposed rules were divided into three to minimize burden on smaller and mid-sized banking organizations and to
allow firms to focus on the aspects of the proposed revisions that are most relevant to them.

The first notice of proposed rulemaking (NPR), titled "Regulatory Capital Rules: Regulatory Capital,
Implementation of Basel III, Minimum Regulatory Capital Ratios, Capital Adequacy, and Transition Provisions"
(the "Capital NPR"), would apply to all depository institutions, bank holding companies with total consolidated
assets of $500 million or more, and all thrift holding companies. This NPR would

(i) increase the quantity and quality of capital required by proposing a new minimum common equity Tier 1
capital ratio of 4.5 percent of risk-weighted assets and a common equity Tier 1 capital conservation buffer of 2.5
percent of risk-weighted assets, and raising the minimum Tier 1 capital ratio from 4 percent to 6 percent of risk-
weighted assets;

(i) revise the definition of capital to improve the ability of regulatory capital instruments to absorb losses
by dividing capital into the following categories: (1) common equity Tier 1 capital (generally consisting of
ordinary common shares and retained earnings not paid out as dividends); (2) additional Tier 1 capital (generally,
non-cumulative perpetual preferred stock, which is preferred stock with no maturlty date); and Tier 2 capital (which
is principally subordinated debt and certain preferred instruments with a minimum original maturity of at least five
years, and a limited amount of loan loss reserves). Furthermore, Tier 2 capital would no longer be divided into
lower and upper Tier 2. Trust preferred securities (TRUPs), which are a form of debt-like preferred instruments,
would be phased out of Tier 1 capital but would generally qualify for Tier 2 capital;

(1i1) establish limitations on capital -distributions, certain discretionary bonus payments and. stock
repurchases if additional specified amounts, or "buffers," of common equity Tier 1 capital are not met; and

(iv) introduce a supplementary leverage ratio for internationally active banking organizations.
The Basel III proposal would also revise prompt corrective action framework by incorporating the new regulatory
capital minimums and updating the definition of tangible common "equity. Prompt corrective action is an

enforcement framework used by the regulators to constrain the activities of banking organizations based on the
level of regulatory capital.
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The second NPR, titled "Regulatory Capital Rules: Standardized Approach for Risk-weighted Assets, Market
Discipline and-Disclosure Requirements", would apply to the same banking organizations as the Capital NPR. This
NPR would revise and harmonize the Board's rules for calculating risk-weighted assets to enhance risk sensitivity
and address perceived weaknesses in current rules. Banks and regulators use risk weighting to assign different
levels of risk to different classes of assets - riskier assets require higher capital cushions and less risky assets require
smaller capital cushions. With respect to risk weightings for certain types of assets, under the, proposed
“standardized approach”, new risk weights would be a551gned to several asset classes effective January 2015.
Examples of asset classes that will have higher risk weights include: many loans that are 90 days past due or on
non-accrual status; non-traditional residential real estate loans, such as interest-only, balloon or negative
amortization mortgages; residential real estate loans with loan-to-value ratios of greater than 80 percent; and certain
“high volatility” commercial real estate loans. Higher capital will also, generally, be needed for certain off-balance
sheet items including: loan commitments of not more than a year that are not unconditionally cancelable by the
bank; and residential real estate loans the bank sells to investors with representations to repurchase if the borrower
" defaults within a set period of time. - '

The third NPR, titled "Regulatory Capital Rules: Advanced Approaches Risk-based Capital Rule; Market Risk
Capital Rule", would apply to banking organizations that are active internationally. Because we have no
international operations, this rule would not apply to us and is not discussed herein.

As the new NPRs phase in, banks could see a decline and/or greater volatility in capital levels to the extent they
hold assets to be adjusted. Also, unrealized gains and losses on all available for sale (AFS) securities would be
included in Tier 1 capital, rather than just equity securities as is the case under current regulatory capital rules,

In summary, Basel I1I will generally require all U.S. banks, large or small, to hold more capital than under existing
rules, especially in the form of common equity. The effect may be to incentivize banks to reduce their risk-
weighted assets by reducing their exposures or their level of risk in order to maintain a sufficient return on equity to
attract investors. Additionally, increased capital requirements may cause a contraction in the supply of credit from
banks, which may drive lending into less regulated parts. of the financial sector. There will also be higher
substantive and procedural burdens on both residential and commercial lending, which ‘may force many such
lenders to exit the industry, and those who remain may be forced to increase pricing for certain mortgage loans.
This may negatively affect the demand for loans, which would in turn limit the number of developers and
homebuyers in the market. The risk-based capital ratios dramatically increase the risk-weighting of several asset
classes, including mortgages that are not “plain vanilla” and problem loans. In November 2012, U.S. regulators
delayed the implementation date of their proposed rules and did not announce a timeframe for implementation due
to concerns from many comment letters they received regarding the impact of the rules and the complexity of their
implementation.

Although it will remain uncertain until final rules have been issued, based on IBC's and INB's most recent
calculation of their estimated pro-forma (unaudited) capital ratios under the new rules, we believe that both entities
would be in compliance with the Basel III requirements. We further believe that both entities would continue to be
considered "well capitalized" under the new proposed standards, notwithstanding higher capital levels that INB or
IBC may be subject to from their primary regulator.

Other Regulation - Mortgage Lending

Residential properties may be subject to rent control and rent stabilization laws, which may restrict the owner from
raising rents on apartments. If real estate taxes, fuel costs and maintenance of and repairs to the property were to
increase substantially, and such increases are not offset by increases in rental income, the ability of the owner of the
property to make payments due on the loan might be adversely affected.

Laws and regulations relating to asbestos require that whenever any work is undertaken in a property in an area in
which asbestos is present, the asbestos must be removed or encapsulated in accordance with such and laws and
regulations.
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The cost of asbestos removal or encapsulation may. be substantial, and if there were not sufficient cash flow from
the property, after debt service on mortgages, to fund the required work, and the owner of the property fails to fund
such work from other sources, the value of the property could be adversely affected, with consequent impairment of
the security for the mortgage. Laws and regulations relating to the storage, disposal and clean up of hazardous or
toxic substances at real property have been adopted. Such laws may impose a lien on the real property superior to
any mortgages on the property. In the event such a lien was imposed.on any property which serves as security for a
mortgage owned by us, the security for such mortgage could be impaired. . o o .

Our lending business is regulated by federal, state and, in certain cases, local laws, including, but not limited to, the
Equal Credit Opportunity Act of 1974 and Regulation B. We are also subject to various other federal, state and
local laws, rules and regulations governing, among other things, the licensing of mortgage lenders and servicers.
We must comply with procedures mandated for mortgage lenders and servicers, and must provide disclosures to
certain borrowers. Failure to comply with these laws, ‘as well as with the laws described above, may result in civil
and criminal liability, termination or suspension of licenses, rights of rescission for mortgage loans, lawsuits and/or
adminiStrative enforcement actions. Additional legislative and 'feguléttory proposals have been mad¢ and others can
be expected. It is not possible to predict whether or in what form final proposals may be adopted and, if adopted,
what their effect will be on us. - B - o -
Item 1A. Risk Factors

The following risk factors contain important information about us and our business and should be read. in.their
entirety. Additional risks and uncertainties not known to us or that we now believe to be not material could also
impair our business. If any of the following risks actually occur, our business, results of operations and financial
condition could suffer significantly. B S ’ R

Risks Related to Qur Business . ; . o A _ ‘
Weak economic and real estate market conditions both nationally and in Florida and New York could continue
10 negatively impact our asset quality, financial condition and operating results.” S e '

Since the end of 2007, we have been negatively impacted by a weak economy, high rates of unemployment,
increased office and retail vacancy rates and lower. commercial real estate values both nationally and in our primary
markets, New York and Florida, all of which have resulted in a significant increase in our nonperforming assets and
associated loan and real estate loss provisions and expenses to carry these assets. Unlike larger banks that are more
geographically diversified, our business and operating results are closely tied to the local economic conditions and
commercial real estate values in New York and Florida. ' - " S

At December 31, 2012, our nonperforming assets amounted to $65.5 million, or3.93% of our total assets, and were
comprised of $9.6 million of nonaccrual loans, $36.3 milliori of restructured loans (TDRs) that were performing
and paying in accordance with their revised terms but are also reported as rionaccrual due to regulatory guidance,
$15.9 million of real estate acquired through foreclosure and $3.7 million of nonaccrual investment securities. At
December 31, 2012, we also had another $20.1 million of accruing TDRs and another $9.2 ‘million of performing
loans for which there were concerns regarding the ability of the borrowers to meet existing repayment terms. All of
the aforementioned loans, totaling $75.2 million, were rated as stibstandard loans at December 31, 2012: o
The timing and amount of the resolution and/or disposition of all these assets cannot be predicted with certainty. In
addition, our ability to complete foreclosure or other proceedings, if necessary, to acquire and sell certain collateral
properties in many cases can be delayed by various factors outside of our control. We may be required to sell these,
as well as other nonaccrual.or problem assets that may arise in the future, at a loss compared.to their current net
carrying values. A sustained and prolonged economic and real estate downturn could continue to édversely affect
the quality of our assets, further increase. our nonperforming 'ass‘e‘,tvs,,k credit losses, real estate losses and related
carrying expenses, and also reduce the demand for our products and services, all of which could adversely affect
our financial condition and operating results. : ; :
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We may have higher loan_and real estate losses than we have allowed for which could adversely affect our
financial condition and operating resullts.

We maintain an allowance for loan losses and a valuation allowance for real estate losses that we believe reflect the
amount of losses inherent in our loan and real estate owned portfolios at a specific point in time. The allowances
may not be adequate to protect us against actual losses that we may incur. There is a risk that we may experience
losses that could exceed the allowances we have set aside. The amount that we may realize from the sale of a
collateral property is dependent upon the market value of the property at the time we are able to find a buyer and
actually sell the asset. Such market value may not, at any given time, be sufficient to satisfy the outstanding
principal amount of the defaulted loan. -

In determining the size of the allowances, we make various assumptions and Jjudgments about the collectability of
our loan portfolio and the estimated market values of the underlying collateral properties and of real estate owned,
which are discussed under the caption "Critical Accounting Policies” in this report. If our assumptions and
judgments prove to be incorrect, we may have to increase these allowances or replenish them after chargeoffs by
recording additional loss provisions. Furthermore, our regulators may require us to make additional provisions for
loan and real estate losses after their periodic review of these portfolios and related allowances based solely on their
Jjudgments. All of the above could adversely affect our financial condition and operating results.

We_are subject to the risks and costs associated with owning real estate, which could adversely affect our
operating results and financial condition. : ‘

From time to time, we need to foreclose on the properties that collateralize our mortgage loans that are in default as
a means of repayment and may thereafter own and operate such properties, which expose us to risks and costs
inherent in the ownership of real estate. Costs associated with the ownership of real estate (principally real estate
taxes, insurance, maintenance and repairs) may exceed the rental income earned from the property, if any, and we
may therefore have to advance additional funds to operate and or maintain the property in order protect our
investment. Property taxes have increased substantially in recent years, and higher taxes may adversely affect our
borrowers’ cash flows and our costs of operating foreclosed propetty as well as real estate values generally. Further,
hazardous substances could be discovered on the properties and we may be required to remove the substances from
and remediate the properties at our expense, which could be substantial. We may not have adequate remedies
against the owners of the properties or other responsible parties and the remedies may involve substantial delay and
expense to us and we may find it difficult to sell the affected properties and we may be forced to own the properties
for an extended period of time. All of the above factors could also adversely affect our operating results and
financial condition.

the risk associated with our loan gort’t_alio.

Our loan portfolio is concentrated in loans secured by commercial and multi-family real estate. This concentration
increases the risk associated with our loan portfolio because the above loans are generally considered riskier than
many other kinds of loans, like single family residential real estate loans, since these loans tend to involve larger
loan balances to one borrower or groups of related borrowers and repayment of such loans is typically dependent
upon the successful operation of the underlying real estate. Additionally, in our portfolio we have loans secured by
vacant or substantially vacant properties as well as some vacant land, all of which typically do not have adequate or
any income streams and depend upon other sources of cash flow from the borrower for repayment. A number of our
borrowers also have more than one mortgage loan outstanding with us. Likewise, a number of these borrowers may
also own other properties that are encumbered by separate mortgages from other lenders. Consequently, an adverse
development with respect to the borrower may expose us to a greater risk of loss with respect to our otherwise
performing loans with the same borrower. Furthermore, banking regulators continue to give commercial real estate
lending greater scrutiny and banks with higher levels of these loans are expected to implement improved
underwriting and risk management policies and portfolio stress testing, as well as maintain higher levels of
allowances for possible losses and capital levels as a result of commercial real estate lending growth and exposures.
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Regardless of the underwriting criteria we utilize, we may experience lending losses.as a result of various factors
beyond our control, including, among other things, changes in market and economic conditions affecting the value
of our loan collateral and problems affecting the credit and business of our borrowers. Our ability to recover our
investment in the mortgage loans we originate is ultimately dependent on the market value of the properties
collateralizing such loans because many of the loans permit no recourse or limited recourse against the property's
owner. Even with personal recourse, successful collection is still difficult to achieve. In addition, our losses in
connection with delinquent and foreclosed loans may be more pronounced becausé our commercial and multifamily
real estate mortgage loans generally defer repayment of a substantial part of the original principal amount until
maturity. All of the above factors could adversely affect our operating results and financial condition.

The properties securing_our loans are concentrated in New York _and_Florida, which_increases the risk
associated with our loan portfolio. : : : . '

The properties securing our loans are concentrated in New York and Florida (our primary lending markets).
Additionally, we have and will continue to lend in geographical areas in both of these states and as well as other
states that are in the process of being revitalized or redeveloped, which can be negatively impacted to a greater
degree in an economic downturn. Properties securing our loans in these types of neighborhoods may be more
susceptible to fluctuations in value than properties in more established areas. '

Political issues, including armed conflicts and. acts of terrorism, may have an adverse impact on economic
conditions of the country as a whole and may be more pronounced in specific geographic regions, which could
negatively affect the market value of the mortgaged properties underlying our loans as well as the levels of rent and
occupancy of income-producing properties. Since a large number of properties underlying our loans are located in
New York City, we may be more vulnerable to the adverse impact of such occurrences than other institutions,
which could have a significant negative impact on us. Florida is especially susceptible to hurricanes and tropical
storms and related flooding and wind damage, as well as other disasters such as the recent BP oil spill in the Gulf of
Mexico. The Northeast can also be affected by hurricanes and other natural disasters as evidenced most recently by
Hurricane Sandy. Such weather and environmental events can disrupt business, result in'damage to properties and
negatively affect the local economy, all of which may adversely affect thé cash flows, values and marketability of
properties that secure our loans. Furthermore, hurricane and other storm damage have increased the cost of property
and casualty insurance premiums, especially in Florida. We cannot predict ‘whether or to what extent damage may
be caused by the occurrence of such events. Such events could affect thé ability of our borrowers to repay their
loans, could impair the value of the collateral securing our loans, and could cause significant property damage, thus
increasing our expenses and/or reducing our revenues. All of the above factors could result in a decline in loan
originations, a decline in the value or destruction of properties securing our loans and an increase in loan
delinquencies, foreclosures or loan and real estate losses, all of which could negatively impact our operating results
and financial condition. : : EE D L

Due to our concentration_in commercial and multifamily real estate loans, the OCC's policies and INB's Formal
Agreement with the OCC require_us to strengthen our management and monitoring systems, which has
increased our expenses and raised the amount of capital we must maintain, ‘ o

The OCC and other bank regulators require banks with concentrations of assets to have management, policies,
procedures and systems appropriate to manage these risks, especially where the real estate loans are concentrated
geographically or in particular lines of business. Commercial real estate (inclusive of multifamily propetties, vacant
land and loans on investor owned 1-4 family condominiums) comprised 99.9% of our total loan portfolio and 67%
of our total assets, and represented 527% of our total stockholders' equity at December 31, 2012. As discussed in
the section "Supervision and Regulation" in this report, we are required to strengthen our management and
monitoring systems and hold higher levels of capital as a'result of the perceived risks of our concentration in
commercial and multifamily real estate loans. We have and will continue to require incréased management time and
costs to monitor these assets in response to the OCC's requirements, including additional personnel and costs of
consultants and other third parties, all of which could negatively impact our operating results.
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Our loans are relatively short-term_and we face the risk of borrowers being unable to refinance or pay their
loans at maturity which could adversely affect our earnings, credit quality and liquidity. ‘

We have historically originated short-term real estate mortgage loans with balloon payments at maturity. Our
borrowers are expected to have to refinance their loans at maturity or payoff the loans at maturity from other
sources of cash or from sales of the underlying collateral property. We are therefore subject to the risks that our
borrowers will not be able to repay us or refinance their loans due to adverse conditions in their businesses,
unavailability of alternative financing, or an inability to timely sell the property securing our loan. These conditions
also reduce the rate of payoffs on our loans, which may negatively impact our liquidity. In addition, any disruptions
in the credit markets or other lenders’ diversification away from commercial real estate or multifamily lending as
well as declines in real estate values may increase our delinquent and nonperforming loans, foreclosures and the
potential for future losses. Problem assets also increase our expenses and take additional time and effort to manage.

We may not be able to fully realize our deferred tax asset which could adversely affect our operating results and
financial condition. ‘ ' ’ )

At December 31, 2012, we had a deferred tax asset of $29.2 million. We perform quarterly reviews of the
realizability of our deferred tax asset and have determined that a valuation allowance was not required at any time during
the reporting periods in this report because we believe that it is more likely than not that our deferred tax asset will be
fully realized. Our ability to fully realize our deferred tax asset could be reduced in the future if our estimates of future
taxable income from our operations and or tax planning strategies do not support the realization of our deferred tax asset.
In addition, the amount of NOLs and certain other tax attributes realizable for income tax purposes may be reduced
under Section 382 of the Internal Revenue Code by sales: of our common stock. See the section "Critical Accounting
Policies” for a further discussion of our deferred tax asset..

We may be required to recognize additional impairment charges on our investment in corporate securities which
would adversely affect our operating results and financial condition. o

INB owns corporate security investments with a net carrying value of $3.7 million at December 31, 2012 that are
classified as held to maturity and summarized in note 2 to the financial statements in this report. The estimated fair
values of these securities are depressed due to the weakened economy and financial condition of a large number of
the issuing banks as well as from restrictions that have been or can be placed.on the payment of interest by
regulatory agencies, which have severely reduced the demand for these securities and rendered their trading market
inactive. From 2009 to 2012, we recorded other than temporary impairment ("OTTI") charges totaling $4.2 million
on these securities. There may be further impairment charges in the future on these investments, which could
adversely affect our operating results and ﬁnancial condition.

Downgrades of the U.S. government's sovereign credit rating and in_the credit ratings of instruments issued,

insured or guaranteed by certain related institutions, agencies and instrumentalities could result in risks to us
and general economic conditions that we are not able to predict.

In August 2011, S&P downgraded the U.S. long-term debt rating from AAA to AA+ and.also ~similarly
downgraded the credit ratings of certain long-term debt instruments issued by other U.S. government agencies
linked to long-term U.S. debt. Such instruments are key assets on the balance sheets of many financial institutions,
including our balance sheet which has approximately $400 million of such securities. These downgrades or future
downgrades, and their impact on the perceived creditworthiness of U.S. government agencies, could adversely
affect the market value of such instruments, and could adversely impact our ability to obtain funding that is
collateralized by affected instruments, as well as affecting the pricing of that funding when it is available. We
cannot predict if, when or how these changes or future changes to the credit ratings will affect economic conditions.
These or future rating downgrades could have a material adverse effect on our business, financial condition and
operating results, and could exacerbate other risks described in this report.

31



Our business strategy may not be successful.

Our business strategy is to- attract deposits and " originate commercial and multi-family real estate loans on a
profitable basis. Our ability to execute this strategy depends on factors outside of our control, including the state of
economic conditions generally and in our market areas in particular, as-well as interest rate trends, the state of credit
markets, loan demand, competition, government regulations, regulatory restrictions, capital needs-and other factors:
We may not be successful in maintaining or increasing the level of our loans and deposits at an acceptable risk or
on profitable terms, while also managing the costs of resolving our nonperforming assets. Our business may not
grow in the future, and it may not be profitable. While we seek continued organic growth when conditions. are
favorable, as our earnings and capital position improve, we may consider, with regulatory approval, the acquisition
of other businéssqs or expansion into new product lines. We may not be able to identify such opportunities, nor
adequately or profitably manage them. '

We depend on a small number of executive officers and other key employees to implement our business strategy
and our business may suffer if we lose their services. ’ : P s ‘

Our success is dependent on the business expertise of a small number of executive officers and other key
employees. Mr. Lowell Dansker, age 62, our Chairman, and Mr. Keith Olsen, age 59, President of INB, have

historically made all of the underwriting and l_e‘nd'ing‘de:cisions‘fo; us. If Mr. Dansker or Mr..Olsen or any of our
other executive officers or key employees (as disclosed in Item 1 of this report) were to become unavailable for any
reason, our business may be adversely affected because of their skills and knowledge of the markets in which we
operate, their years of real éestate lending experience and the difficulty of promptly finding qualified replacement
personnel. To attract and retain qualified personnel to support our business, we offer various employee benefits,
including an executive employment agreement for Mr. Dansker.: We have a written management succession plan
that identifies internal officers to perform executive officer functions in case of temporary disruptions due to such
things as illnesses or leaves of absence. It contains procedures regarding the selection of permanent replacements, if
any, for key officers. This plan may not be effective, and, we may not be able to attract and retain qualified
personnel. Competition for qualified personnel may increase our hiring and retention costs, which could negatively
affect our operating results. .

We face strong competition in our market areas. L

Our primary markets consist of New York .and Florida, which are highly competitive and such competition may
increase further.. We experience competition in both lending and attracting deposits from other banks and nonbanks
located within and outside our primary market areas, some of which are significantly larger institutions with greater
resources, lower cost of funds or a more established market presence. Nonbank competitors for deposits and
deposit-type accounts include savings associations, credit unions, securities firms, investment bankers, money
market funds, life insurance companies and the mutual fund industry. For loans, we experience competition from
other banks, savings associations, finance companies, mortgage bankers and brokers, insurance companies, credit
card.companies, credit unions, pension funds and securities firms. Because our business depends on our ability to
attract deposits and originate loans profitably, our ability to efficiently compete for depositors and borrowers is
critical to our success. External factors that may impact our ability to compete include changes in local ecbnomic
conditions and commercial real estate values, changes in interest rates, regulatory actions that limit the rates we pay
on our deposits to market rates, changes in the credit markets and funds available for lending generally, advances in
technology, changes in government regulations and the consolidation of banks and thrifts within our marketplace.
Our operating results could suffer if we are-not able to successfully compete in these markets.

We depend on brokers for our loan originations and any reduction in referrals could limit our -ability to grow or
maintain the size of our loan portfolio. ' Ve e o

We rely significantly on referrals from real estate mortgage. brokers for our loan origination volume. If those
referrals were to decline or not expand, other sources of loan originations may not be available to us.
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Liquidity risks could negatively affect our operations and business.

Liquidity is essential to our business. An inability to raise funds through deposits, borrowings, repayments:of loans,
or other sources could have a substantial negative effect-on our liquidity. In addition to deposits, our primary
funding sources include unsecured federal funds that we purchase from correspondent banks as well as secured
advances, both short- and longer-term, that are available from the Federal Home Loan Bank of New York and the
Federal Reserve Bank of New York, with the use of our investment securities and certain loans that can be pledged
as collateral. Other sources of liquidity that may be available to-us, but cannot be assured, include our ability to
issue and sell debentures, preferred stock or common stock in public or private transactions.

Our access to adequate amounts of funding sources on terms that are acceptable to us could be impaired by factors
that affect us specifically or the financial services industry or economy in general. ‘Our ability to borrow could be
impaired by factors that are not specific to us, such as a disruption in the financial markets, adverse changes in the
financial condition of our correspondent banks that supply: us with federal funds, or negative views and
expectations about the prospects for the financial services industry-in light of the recent turmoil faced by banking
organizations and the credit markets. Our current level of liquidity sources may not be adequate, or may be
adversely affected in the future, which may reduce the availability of funds to us. In February 2010, consistent with
FRB requirements, we deferred our interest payments on our $56.7 million of outstanding trust preferred securities
and suspended dividend payments on our $25 million of outstanding cumulative preferred stock held by the U.S.
Treasury as part of the TARP program. Furthermore, the FRB has prohibited us from incurring any new
indebtedness or paying dividends without their approval, All of the above could negatively impact our ability to
raise new capital or new debt. ' ' . ' ’

Volatility in the capital and credit markets may negatively impact our business:

Volatility in the capital and credit markets can produce downward pressure on stock prices and reduced credit
availability for certain issuers without regard to those issuers” undetlying financial condition or performance. These
factors could have material adverse effects on our ability to access capital or credit and on our business, financial
condition and operating results. ' R ' S

Changes in interest rates could adversely impact our earnings and we must continugﬂv:identifv and invest in
morigage loans or other instruments with rates of return above our cost of funds. ' ‘ :

As a financial institution, we are subject to the risk of fluctuations in interest rates. A significant change in interest
rates could have a material adverse effect on our profitability, which depends primarily on the generation of net
interest income. Our net interest income is dependent on our interest rate spread, which is the difference between
yields earned on our interest-earning assets and the rates paid on our interest-bearing’ liabilities. As a result, our
success depends on our ability to invest a substantial percentage of our assets in mortgage loans with rates of return
that exceed our cost of funds. We expect lower rates of return from our investment securities, especially our
government securities and overnight investments, than from our loans. Regulatory requirements for greater liquidity
may also adversely affect our profitability. Both the pricing and mix of our interest-earning assets and our interest-
bearing liabilities are impacted by such external factors as our‘local economies, competition for loans and deposits,
the state of the credit markets, government monetary policy and market interest rates. Additionally, ‘as a result of
competitive market conditions and lower pricing in originating loans, we have placed greater reliance on fixed-rate
loan originations with somewhat longer maturities. Fluctuations in interest rates are difficult to predict and manage
and, therefore, we may not be able to maintain a consistent positive interest rate spread. A sudden and substantial
change in interest rates may adversely impact our earnings, our cost of funds, loan demand, and the value of our
collateral and investment securities. For a further discussion of our management of‘interest rate risk, see the caption
entitled "Asset and Liability Management" in this report. * D

Our level of indebtedness may adversely affect our financial condition and our business.

Our borrowed funds (exclusive of deposits) and related interest payable was approximately $63 million at
December 31, 2012. This level of indebtedness could make it difficult for us to satisfy all of our obligations to the
holders of our debt and could limit our ability to obtain additional debt financing to fund our working capital
requirements.
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The inability to incur additional indebtedness could adversely affect our business and financial condition by, among
other things, limiting our flexibility in planning for, or reacting to, changes in our industry; and placing us at a
competitive disadvantage with respect to our competitors who may operate on a less leveraged basis. As a result,
this may make us more vulnerable to changes in economic conditions and require us to dedicate a substantial
portion of our cash flow from operations to the repayment of our 1ndebtedness whlch would reduce the funds
available for other purposes. ‘ -

Reputational risk and social factors may negatively impact us. '

Our ability to attract and retain depositors and customers is highly dependent upon consumer and other external
perceptions of either or both of our business practices and financial condition. Adverse perceptions could damage
our reputation to a level that could lead to difficulties in generating and maintaining deposit accounts, accessing
credit markets and increased regulatory scrutiny on our business. Borrower payment behaviors also affect us.-To
the extent that borrowers determine to stop paying on their loans where the financed properties’ market values are
less than the amount of their loan, or otherwise, our costs and ‘losses may increase. Adverse developments or
perceptions regarding the business practices or financial condition of our competitors, or our industry as a whole,
may also indirectly adversely impact our reputation. In addition, adverse reputational impacts on third parties with
whom we have important relationships may also adversely impact our reputation. All of the above factors may
result in greater regulatory and/or legislative scrutiny, which may lead to laws or regulations that may change or
constrain the manner in which we engage with our customers and the products we offer and may also increase our
litigation risk. If these risks were to materialize they could negatively impact our business, financial condition and
operating results. . - :

Regulatory Risks
We operate in a highly regulated mdustrv and government regulations significantly affect our busmess

The banking industry is extenswely regulated with regulatlons intended primarily to protect dep051tors Regulatlons
affect, among other things, our lending practlces capital structure, investment practrces and asset allocations,
operating practices, and growth anddividend policy. Regulations may limit the manner in which we may conduct
our business, increase our operating and compliance costs and other expenses, reduce our revenues and impose
higher capital and liquidity requirements on us; any or all of which could adversely affect our business. See the
section "Supervision and Regulation" in this report for a further discussion. <

Our current_operations_and_activities are subject to heightened _regulatory overszght wktch mav negatzvelv
impact our business and operatm_g results.

As discussed in greater detail in the section "Supervision and Regulatron" in this report IBC and INB are operatmg
under formal written agreements with their respective primary regulators ‘As a result of these agreements, our
operations, lending activities and capltal levels are subject to helghtened regulatory oversight, over and above the
extensive regulation which normally applies to us under existing regulations, which already has and may continue
to increase our expenses and negatively impact our business. In addition; failure to comply with these heightened
requirements could lead to additional regulatory actions, expenses and. other restr1ct1ons including the possible
sale, merger, liquidation or receivership of INB or IBC

IBC relies on cash dividends from INB to meet its 0bltgatwns.

IBC is a separate and distinct legal entity from INB. Various federal and state laws and regulatlons limit the amount
of dividends that a bank may pay to its parent company. In addition, IBC's right to participate in a distribution of
assets upon the liquidation or reorganization of a subsidiary is subject: to the prior claims of. the subsidiary's
creditors. Prior to January 2010, INB made cash dividend payments to IBC to fund the interest payments on IBC's
outstanding debt and the cash dividend requirements on IBC's outstanding preferred stock held "by the U.S.
Treasury. In January 2010, INB's primary regulator, the OCC, prohlbrted INB from payrng any cash dlvrdends to
IBC. INB accordingly suspended its cash dividend payments :
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Under its Formal Agreement with the OCC, INB may only make payments of dividends or capital distributions to
IBC if: (a) INB is in compliance with its approved capital plan before and after the payment of any dividend; (b)
INB is in compliance with 12 U.S.C. §§ 56 and 60; and (c) prior written determination of no supervisory objection
by the OCC is received. IBC's inability to receive dividends from INB materially and adversely affects IBC's
liquidity and its ability to service its debt, pay its other obligations, or pay cash dividends on its common or
preferred stock, all of which could have a material adverse effect on our business.

IBC is not paying dividends on its preferred stock or common stock and is deferring distributions on its trust
preferred securities.

In January 2010, IBC suspended dividend payments on its outstanding preferred and common stock and
distributions on its trust preferred capital securities pursuant to the written request of its primary regulator. There
can be no assurance that the payment of any such dividends or interest will resume in the future. The payment of
dividends is generally limited to amounts available from current earnings. Furthermore, payments of cash dividends
on our common stock, if any, will also be subject to the prior payment of all accrued and unpaid dividends and
deferred distributions on our Series A Preferred Stock and trust preferred securities. Additionally, current and
proposed regulatory requirements for increased capital and liquidity will limit our ability to pay dividends on our
preferred and common stock and make distributions on our outstanding trust preferred securities. At December 31,
2012, we had $4.2 million of unpaid dividends owing on our preferred stock and $6.2 million of deferred
distributions owing on our trust preferred securities. The failure to resume paying these obligations may adversely
affect our business, including access to credit and capital markets.

FDIC deposit insurance premiums have increased substantially and may increase further, which will adversely
affect our operating results.

Deposit insurance premiums may continue to, remain at a high level and may increase further for all banks,
including the poss1b111ty of additional special assessments. Our current level of FDIC insurance > expense as well as
any further increases thereto will adversely affect our operating results.

We are subject to restrictions as a result of our participation in the U.S Treasury’s Capital Purchase Program.

In December 2008, we voluntarily applied for and were selected to participate in the U.S Treasury’s TARP Capital
Purchase Program and we are now subject to various restrictions many of which were imposed subsequent to
participation as defined in the Program, including standards for executive compensation and corporate governance
for as long as the Treasury holds our Series A Preferred Stock, or any common stock that may be issued to them
pursuant to the warrant they hold. These standards generally apply to our CEO, CFO and the three next most highly
compensated senior executive officers and include (1) ensuring that incentive compensation for senior executives
does not encourage unnecessary and excessive risks that threaten the value of the financial institution; (2) requ1re
clawback of any bonus or incentive compensation paid to a senior executive based on statements of earnings, gains
or other criteria that are later proven to be materially inaccurate; (3) prohibition on making golden parachute
payments to senior executives; and (4) agreement not to deduct for téx purposes executive compensation in excess
of $500,000 for each senior executive. This deductibility limit on executive compensation, which currently only
affects our Chairman’s compensation, increases the overall after-tax cost of our compensation programs. Pursuant
to the American Recovery and Reinvestment Act of 2009, further compensation restrictions, including significant
limitations on incentive compensation and “golden parachute” payments, have been imposed on our most highly
compensated employees, which may make it more difficult for us to retain and recruit qualified personnel, which
could negatively impact our business, financial condltlon and operating results.

Accounting, Systems and Internal Control Risks

Changes in accounting standards may affect our performance. h

Our accounting policies and procedures are fundamental to how we record and report our financial condition and
operating results. Almost annually, there are changes -in the financial accounting and reporting standards that
govern the preparation of financial statements in accordance with GAAP.
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These changes can be difficult to predict and can materially impact how we and the rest of the industry record and
report its financial condition and operating results. The Financial Accounting Standards Board has and continues to
issue a large number of accounting standards that necessarlly require all companies to exercise significant judgment
and interpretation in the application of those standards. For example, banks now need to use "significant" judgment
when assessing the estimated fair value of the assets and liabilities s1tt1ng on their balance sheets even though
market values can change rapidly and may not be representatrve due to the inactivity of cettain markets.
Furthermore, these judgments and estimates could lead to inaccuracy and/or 1ncomparab111ty of financial statements
due to differing conclusions on the same facts and circumstances. Future changes in financial accounting and
reporting standards, including marking all our assets and liabilities to market values, could have a negative effect on
our operatlng results and financial condition and even require us to restate prlor per1od ﬁnanc1a1 statements

The accuracy. of our judgments and estimates about tmancml and accountmg atters wzll im Q act our operatt g
results and financial condition.

We necessarily make certain. estimates and Judgments in preparing our financial statements. The quality and
accuracy of those estimates and Judgrnents will have an 1mpact our operating results.and ﬁnanmal condition. For a
further discussion, see the caption “Critical Accounting Policies” in this report.

Failure to maintain an effective system of internal control over fi nancial reporting may not allow us to be able to
accurately report our financial condition, operating results or prevent fraud. - 5

We regularly review and update our internal control over ﬁnanmal reporting, disclosure controls and procedures,
and corporate governance policies and procedures. We maintain controls and procedures to mitigate against risks
such as processing system failures and errors, and customer or employee fraud. We maintain insurance coverage for
certain of these risks. Any system of controls and procedures, however well designed and operated, is based in part
on certain assumptlons and can provide only reasonable assurances that the objectives of the system are met. Events
could occur which are not prevented or detected by our 1nternal controls or are not insured against or are in excess
of our' insurance limits. Any failure or circumvention of our controls and procedures or failure to comply with
regulations related to controls and procedures could have' a material adverse effect on our busmess operatmg
results and financial condition. : :

A breach of information securitv could negatively affect our business.

We depend upon data processmg, commumcatlon and 1nformat10n ‘exchange on a Varlety of computing platforms
and networks, including over the internet. Communications and information systems are essential to the conduct of
our business, as we use such systems to manage our customer relationships, general ledger, deposits and loans. We
cannot be certain that all of our systems are entirely free from vulnerability to attack, desplte safeguards we have
instituted. We also rely on the services of a variety of vendors to meet our data processing and communication
needs. If information security is breached, information can be lost or misappropriated and could result in financial
loss or costs to us or damages to others. These costs or losses could materially exceed the amount of insurance
coverage, if any, which would adversely affect our earnings. Our ability to meet the needs of our customers
competltlvely, and in a cost-efficient manner, is dependent on our ability to keep pace with technological advances
and to invest in new technology as it becomes available. Many of our competitors have greater resources to invest
in technology than we do and may be better equipped to market new technology-driven products and services. The
inability to keep pace with technological changes on our part could also have a material adverse impact on our
business, financial condition and operating results.

Item 1B. Unresolved Staff Comments
None
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Item 2. Properties

The office of IBC and INB's headquarters and full-service banking office are located in leased premises (of
approximately 21,500 sq. ft.) on the entire fourth floor of One Rockefeller Plaza in New York City, New York,
10020. The lease expires in March 2024.

INB's principal office in Florida is located at 625 Court Street, Clearwater, Florida, 33756. INB also operates five
other branch offices in Florida; three of which are in Clearwater, Florida, at 1875 Belcher Road North, 2175
Nursery Road and 2575 Ulmerton Road; one is at 6750 Gulfport Blvd, South Pasadena, Florida; and one is at 483
Mandalay Avenue, Clearwater Beach, Florida. With the exception of the Belcher and Mandalay offices, which are
leased through September 2022 and January 2016, respectively, INB owns all the properties in which its offices are
located in Florida. Additionally, INB has options to extend the terms of the Belcher lease (for an additional five
years). All the above leases contain operating escalation clauses related to real estate taxes and operatmg costs
based upon various criteria and are accounted for as operating leases.

INB's office at 625 Court Street consists of a two-story building containing approximately 22,000 sq. ft. INB
occupies the ground floor (approximately 8,500 sq. ft.) and leases the 2nd floor to a single commercial tenant. The
branch office at 1875 Belcher Road is a two-story building in which INB leases approximately 5,100 sq. ft. on the
ground floor. The branch office at 2175 Nursery Road is a one-story building contalmng approximately 2,700 sq.
ft., which is entirely occupied by INB. The branch office at 2575 Ulmerton Road is a three-story bu11d1ng

containing approx1mately 17,000 sq. ft. INB occupies the ground floor (approximately 2,500 sq. ft.) and leases the
upper floors to various commercial tenants. The branch office at 6750 Gulfport Blvd. is a one- story building
containing approximately 2,800 sq. ft., which is entirely occupied by INB. The branch office at 483 Mandalay
Avenue is located in a shopping center known as Pelican Walk Plaza in which INB leases approximately 2,100 sq.
ft. In addition, each of INB's Florida offices include drive- -through teller facilities (except for Mandalay) and
Automated Teller Machines (ATMs). INB also owns a two-story building located on property contiguous to its
Court Street office in Florida, which contains approx1mately 12,000 sq. ft. and is leased to commercial tenants. We
believe our current facilities are adequate to meet our present and currently foreseeable needs.

Item 3. Legal Proceedings

We are periodically a party to or otherwise involved in legal proceedings arising in the normal course of business,
such as foreclosure proceedings. Based on review and consultatlon with legal counsel, we do not believe that there
is any pending or threatened proceeding against us, which, if determmed adversely, would have a material effect on
our business, operating results, financial position or liquidity. ‘

Item 4. Mine Safety Disclosures
Not Applicable
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Executive Officers and Other Slgmﬁcant Employees
Executive Officers

Lowell S. Dansker, age 62, has served as Chairman of the Board of Directors, Chief Executive ‘Officer and
Chairman of the Executive Committee of Intervest Bancshares Corporation since August 2006. He previously
served Intervest Bancshares Corporation as President, Treasurer and member of the Executive Committee since
incorporation in 1993, and as Vice Chairman of the Board of Directors from October 2003 to August 2006. Mr.
Dansker also serves as the Chairman, Chief Executive Officer and Chairman of the Executive and Loan
Committees of Intervest National Bank and as an Administrator of Intervest Statutory Trust II through V. Mr.
Dansker received a Bachelor of Science in Business Administration degree from Babson College and a Law degree
from the University of Akron School of Law and has been admitted to practice in New York, Ohio, Florida and the
District of Columbia.

John J. Arvonio, age 50, has served as Chief Fmanc1al Officer and Chief Accountmg Ofﬁcer of Intervest
Bancshares Corporation since August 2006 and December 2005, respectively, and as Senior Vice President, Chief
Financial and Accounting Officer and Secretary of Intervest National Bank since September 2000. Prior to that, Mr.
Arvonio served as Vice President, Controller ‘and Secretary of Intervest National Bank since April 1998. Mr.
Arvonio received a Bachelors degree in Accounting, with honors, from Iona College and is a certified public
accountant. Mr. Arvonio has more than 22 years of banking experience, including serving as Vice President,
Accounting Policy and Technical Advisor for The Greater New York Savings Bank from 1992 to 1997, Manager of
Financial Reporting for the Leasing and Investment Bankmg Divisions of Citibank from 1989 to 1992 and as a
Senior Auditor for Ernst & Young from 1985 to 1989.

Keith A. Olsen, age 59, has served as a Director and as PreSIdent of Intervest Nat10na1 Bank since July 2001 and
February 2008, respectively. Mr. Olsen served as President of the Florida Division of Intervest National Bank from
July 2001 to February 2008. Prior to that, Mr. Olsen was the President of Intervest Bank from 1994 until it merged
into Intervest National Bank in July 2001. Mr. Olsen also served as Senior Vice President of Intervest Bank from
1991 to 1994. Mr. Olsen received an Associates degree from St. Petersburg Junior College and a Bachelors degree
in Business Administration and Finance from the University of Florida, Gainesville. He is also a graduate of the
Florida School of Banking of the University of Florida, Gainesville, the National School of Real Estate Finance of
Ohio State University and the Graduate School of Banking of the South of Loulslana State Umver51ty Mr. Olsen
has been in banking for more than 30 years.

Stephen A. Helman, age 73, has served as a Director, and as Vice President and Secretary of Intervest Bancshares
Corporation since December 2003 and February 2006, respectively. Mr. Helman is also a Vice President and
Director of Intervest National Bank. Mr. Helman also is a member of the Executive Committee of Intervest
Bancshares Corporation and an Administrator of Intervest Statutory Trust V. Mr. Helman received a Bachelor of
Arts degree from the University of Rochester and a law degree from Columbia University. Mr. Helman has been a
practicing attorney for more than 25 years.

Robert W. Tonne, age 58, has served as Vice President and Chief Credit Officer for Intervest National Bank since
February 2010. Mr. Tonne has over 30 years experience in various credit and lending functions. Prior to joining
Intervest National Bank, Mr. Tonne served as a Senior Vice President with Sovereign Bank/Independence
Community Bank from 2000 to May 2009. While at Sovereign/Independence, Mr. Tonne held various positions
including Team Leader/Portfolio Monitoring Department and Credit Deputy for the New York Lending Team.
Prior to 2000, Mr.-Tonne served at Allied Irish Bank, Fleet Bank, and The Bank of New York in various credit and
lending functions. Mr. Tonne began his banking career with The Bank of New York in 1976. Mr. Tonne received a
Masters of Business Administration from Adelph1 University in 1979 and a Bachelor of Business Administration
from Hofstra University in 1976. :
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Other Officers

Lisa Amato, age 41, has served as Vice President, Branch Coordinator for Intervest National Bank since May
2011. Prior to that, Ms Amato worked for Patriot Bank as Vice President, Sales and Service Leader from February
2007 to May 2011 and served on their Compliance Committee. Ms. Amato has more than 11 years of banking
experience with small to large financial institutions. Ms. Amato completed Management training courses at Pasco
Hernando Community College.

Gail Balmaceda, age 41, has served as Vice President and Operations Manager of -the New York Division of
Intervest National Bank since 2007. Prior to that, Ms. Balmaceda has served Intervest National Bank in various
capacities since 1999, including as-an Assistant Vice President from 2006 to 2007 and as. Operatlons Supervisor
from 2003 to 2005. a

John B. Carella, age 55, has served as Vice President, Loan Operations in the New York Division of Intervest
National Bank since September 2006. Mr. Carella also serves as the Secretary of the Loan Committee. He served
as Vice President of Intervest Mortgage Corporation from 2002 to August 2006. Prior to joining Intervest in 1999,
Mr. Carella worked for a real estate lender and attorney from 1985 to 1999. Mr. Carella graduated from Fordham
University, with honors, receiving a Bachelor of Arts degree in History. Mr. Carella has over 25 years of
experience in banking and real estate lending and development.

Matthew E. Englert, age 33, has served as Vice President and ALCO Officer of Intervest National Bank, since
August 2010. Prior to joining Intervest National Bank, Mr. Englert worked for Sovereign Bank, a subsidiary of
Banco Santander, as an Interest Rate Risk Analyst and Treasury Analyst. Mr. Englert earned a Bachelors degree in
Finance from Kutztown University and a Bachelors degree in Political Science from York College of Pennsylvania.

John H. Hoffmann, age 61, has served as Vice President of Intervest National Bank since January 1, 2009. Prior to
that, he served Intervest Mortgage Corporation as its Chief Financial Officer from August 2006 to December 2008
and as its Vice President and Controller from 2002 to August 2006. Mr. Hoffmann was an Accounting Manager for
Smart World Technologies, an Internet service provider, from 1998 to 2000 and a Vice President of Mortgage
Accounting for The Greater New York Savings Bank from 1987 to 1997. Mr. Hoffmann received a Bachelor of
Business Administration degree from Susquehanna University and is a certified publlc accountant. Mr. Hoffmann
has more than 25 years of banking experience. '

Erik E. Larson, age 40, has served as Vice President, Loan Operations Officer in the Florida Division of Intervest
National Bank since October 2005. Prior to that, Mr. Larson was an Assistant Vice President with Intervest
National Bank both in Loan Operations and Branch Management capacities. Mr. Larson joined Intervest National
Bank in 1998. Prior to that, Mr. Larson served in a supervisory position with Barnett Bank. Mr. Larson received a
Bachelors degree in Mathematics from Stockton State College, Pomona New Jersey.

John W. Loock, age 62, has served as Vice President and Controller of Intervest National Bank since September
2007. He previously served as Assistant Vice President and Assistant Controller of Intervest National Bank. from
1999 to August 2007. Mr. Loock received a Bachelor of Mathematics and Master of Business Administration
degrees from Iona College. Mr. Loock has more than 30 years of banking experience encompassing various
positions with small to large banking institutions.

Elizabeth Macias, age 57, has served as Vice President of Information Technology, Systems and Security for
Intervest National Bank since October 2005. Prior to joining Intervest National Bank, Ms. Macias served as Vice
President and Director of Management Information Systems at First Central Savings Bank from April 2004 to
September 2005. Prior to that, Ms. Macias served as Vice President-Director of Management Information Systems
and Product Development for New York National Bank from 1983 to 2004. Ms. Macias received a Bachelors of
Science in Business from Manhattan College and an AAS, in Computer Digital Systems from PSI Institute in New
York. Ms. Macias has worked in the area of Bank Management Information Systems and Technology for over 25
years and Banking in general for over 30 years.
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Michael Primiani, age 52, has served as Vice President, Compliance/BSA Officer and New York Office Security
Officer for Intervest National Bank since December 2005. Prior to joining Intervest National Bank, Mr. Primiani
served as Vice President, BSA Officer and Branch Administrator for First Central Savings Bank from March 2001
to December 2005. Prior to that, Mr. Primiani served as Assistant Vice President and Branch Manager for Astoria
Federal Savings from May 1987 to February 2001, and in various supervisory positions at Astoria Federal Savings
from 1979 to 1987. Mr. Primiani.received an Associate Degree in Business Management from Queensborough
Community College. Mr. Primiani has more that 26 years of banking experience.

Diane S. Rathburn, age 50, has served as Vice President, Operatlons/Human Resource Manager of the Florida
Division of Intervest National Bank since January 2003. Prior to that, Mrs. Rathburn was an Assistant Vice
President, Branch Coordinator and Assistant Vice President, Branch Administrator since August 1999. Mrs.
Rathburn joined Intervest National Bank in July 1991. Prior to that, Mrs. Rathburn served ina superv1sory pos1t10n
of the Bookkeeping Department of Southeast Bank. .

Jack E. Russell III, age 52, has served as Vice President and Loan Relationship Manager for Intervest National
Bank since May 2012. Prior to joining Intervest National Bank, Mr. Russell was with Synovus Bank of Tampa Bay
for 9 years, most recently as a Senior Vice President. Mr. Russell held various positions serving as the Retail and
Business Banking Department Manager and also serving as a Commercial and Commercial Real Estate Lender.
Mr. Russell initiated his career serving 11 years with Barnett Bank after graduatmg from their Management
Associate program and later serving in various capacities in Credit, Commercial Lending and Business Banking.
Mr. Russell received his Bachelors of Science in Business and Management from the University of Florida in 1982,
Mr. Russell has over 29 years of experience w1th various banks developmg and managmg, commerc1a1 and
commercial real estate loans in the Florida market. ~

David B. Stroyan, age 66, has served as Vice ,Pres1,dent of the Florida Division of Intervest National Bank since
November 2008. Prior to that, Mr. Stroyan was Executive Vice President and Senior Loan Officer of Bank of
Central Florida and prior to that was Senior Vice President of Mercantile Bank. Mr. Stroyan réceived a Bachelors
degree from the Georgia Institute of Technology. He is also a graduate of The School of Banklng of the South at
Louisiana State University. Mr. Stroyan has over 25 years of banklng experience. . , :
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PART 11

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities N
Market for Securities

IBC's common stock is listed for trading on the Nasdaq Global Select Market under the symbol "IBCA". At January
31, 2013, there were approximately 80 holders of record of the common stock and approximately 1,625 beneficial
owners of the common stock, which includes persons or entities that hold their stock in nominee form or in street
name through various brokerage firms. At January 31, 2013, there were 21,919,289 shares of common stock
outstanding. The market price of the common stock on the close of business on January 31, 2013 was $4.60 per
share.

The following table shows the high and low sales prices per share for the common stock by calendar quarter for the
periods indicated. :

2012 2011
High Low High Low
First quarter $4.00 $2.55 $3.15 $2.44
Second quarter $4.12 $3.60 $3.70 $2.42
Third quarter $3.90 $3.51 : $3.75 - $2.57

Fourth quarter $4.23 $3.71 $2.96 $2.33
Common Dividends : o

IBC's common stockholders are entitled to receive cash dividends when and if declared by IBC's Board of Directors
out of funds legally available for such purposes. No common dividends have been declared or paid since June 2008.
As discussed below, IBC is currently prohibited from paying dividends.

Preferred Dividends

In February 2010, IBC suspended the declaration and payment of cash dividends on its outstanding 25,000 shares
of Series A Preferred Stock as required by its primary regulator. The shares are held by the U.S. Treasury under the
TARP program. The Treasury or any future holder of those shares is entitled to receive cumulative cash dividends
when and if declared by IBC's Board of Directors at the current annual rate of 5% (which increases to 9% in
December 2013), payable quarterly, including the amount of any accrued and unpaid dividends for any prior
period. IBC has missed 13 quarterly dividend payments as of the date of filing of this report. At December 31,
2012, accumulated and unpaid preferred stock dividends in arrears totaled $4.2 million. Since IBC has missed at
least six quarterly dividend payments, the Treasury, has the right to, and did appoint two directors to IBC's Board
of Directors during 2012. Such right continues until all accrued but unpaid dividends have been paid.

Restrictions on Payment of Dividends

IBC's ability to pay cash dividends is limited under applicable state corporation law to an amount equal to its
surplus, which represents the excess of its net assets over paid-in-capital or, if there is no surplus, its net earnings
for the current and/or immediately preceding fiscal year. The primary source of funds for any cash dividends
payable to IBC's stockholders would be the dividends received from IBC's subsidiary, INB. The payment of cash
dividends by a subsidiary is determined by that subsidiary’s board of directors and is dependent upon a number of
factors, including the subsidiary’s capital requirements, applicable regulatory limitations, results of operations and
financial condition.

IBC's ability to pay cash dividends is further limited by the funding requirements of its outstanding trust preferred
securities, which were issued prior to 2006 to raise additional working capital for INB. In addition, for so long as
the Series A Preferred Stock is outstanding, IBC may not declare or pay dividends on its common stock, or
repurchase shares of its common stock, unless all accrued and unpaid dividends for all past dividend periods on the
Series A Preferred Stock have been paid in full. Furthermore, until all of the Series A Preferred Stock is no longer
owned by the Treasury, subject to limited exceptions, IBC may not pay common dividends in excess of the $0.25
per share that was paid in 2008 without the prior consent of the Treasury.
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INB has historically paid cash dividends to IBC in order to provide funds for the debt service.on IBC's outstanding
trust preferred securities as well as for the cash dividend requirements . of the Series: A Preferred Stock.
In January 2010, INB was also required by its primary regulator, the OCC, to-suspend the declaration and payments
of dividends to IBC. As noted earlier, in February 2010, the FRB also informed IBC that it may not, without the
prior approval of the Federal Reserve Bank of New York, pay dividends on its capital stock or redeem shares of its
capital stock, pay interest on or redéem IBC's trust preferred securities or incur new debt. Accordingly, IBC
suspended such activities. See the section "Supervision and Regulation" in this report for further discussion of the
above restrictions. :

" Share Repurchases 5 ,
There were no shares of common stock repurchased in 2012 or 2011.

Stock Performance Graph . ,
The following graph compares the cumulative total shareholder return of IBC's common stock against the
cumulative total return of the Nasdaq Stock Market (U.S. companies) Composite Index, an index for banks with
total assets of $1 billion to $5 billion, and the Nasdaq Bank index. The graph was prepared by SNL Financial L.C.
and assumes that $100 was invested on December 31, 2007 and that all applicable dividends were reinvested. The
points marked on the horizontal axis correspond to December 31 of each year. Each of the referenced indices is
calculated in the same manner. The graph depicts past performance and should not be considered to be an
indication of future performance. ' '
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Index 12/31/07 . 12/31/08 12/31/09 12/31/10 123111 . 123112
Intervest Bancshares Corporation - 100.00 23.82 19.59 - 17580° - 15.82 23.23
" INASDAQ Composite _ 100.00 60.02 87.24 103.08 © 102.26 120.42
SNL Bank $1B-$5B ‘ 100.00 82.94 59.45 67.39 61.46 .. 75.78
SNL Bank NASDAQ _ 100.00 7262 58.91. 69.51 ~ 61.67 _73.51

The above graph and related information is not deemed to be “soliciting material” or “filed” with the SEC or subject to Regulation
14A or 14C under the Exchange Act or to the liabilities of Section 18 of .the ExchangeAct, and will not be deemed to be
incorporated by reference into any filing under the Securities Act or the Exchange Act, except to-the extent we specificaily
incorporate it by reference into such filings. . ; ‘ .
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Item 6. Selected Financial Data

The table that follows should be read in conjunction with our financial statements, together with the related notes
thereto, and Management's Discussion and Analysis of Financial Condition and Results of Operation, all of which are
contained elsewhere in this report. The financial information in the table is quahﬁed in its entirety by the detalled
information and financial statements appearing elsewhere in this report. :

At ot For The Year Ended December 31,

(8 in thousands, except per.share data) : 2012 . . 2011 . 2010 2009 2008
Financial Condition Data: :
TOtAl ASSELS ... eveetvieeee e e e e $1,665,792 $1,969,540 $2,070,868 $2,401,204 $2,271,833
Cash and cash equivalents ...............coevevieenerivnrenennnnnn. 60,395 29,863 23,911 7977 54,903
Securities held to maturity, net .....................ocoiiiiininn, 443,777 700,444 614,335 634,856 475,581
Loans receivable, net of deferred fees ............................. 1,107,466 1,163,790 1,337,326 1,686,164 1,705,711
Allowance for 10an 10SSeS .........cooevveninieeieeeeiieeaaanannnn, 28,103 30,415 34,840 132,640 < 28,524
Checking and savings deposits ..............cccccevereiernnenan . 29916 . 24,122 24,398 24228 16,049
Money market deposits .................... e ——— ‘ 395,825 . 438,731 . 436,740 496,065 328,660
Certificates 0f deposits .............coeeveiiniiioiiiiin s 858,989 1,071,352 1,145,796 1,339,574 T 1,346,414
Brokered certificates of deposits .................ceceviinennne ' 77,889 - 127,819 " 159,149 - 170,117 © - 173,012
Total depoSsits «......ivnieeiine e e ' 1,362,619 1,662,024 1,766,083 2,029,984 1,864,135
Borrowed funds and related accrued interest payable e 62930 78,606 - 84,676 118,552 149,566
Available lines of credit ..........o.oviviiiiiiniii e, 512,000 761,000 688,000 581,000 457,000
Preferred €qUILY .......ivvveneieeee s eee e, . 24,624 24,238 23,852 23,466 23,080
COMMON EQUILY - .evveevneieeit et 186,323 173,293 162,108 190,588 188,894
Asset Quality Data;
Nonaccrual [0ans ...........coeveeienieneeineessioadennnn, e + . $45,898 ;. $57,240 $52,923 $123.877 $108,610
Foreclosed real estate, net of valuation allowance ............... 15,923 28,278 27,064 31,866 9,081
Investment securities ona cash basis ............c.ovevvererivennnnn, 3,721 4,378 2,318 1,385 -
Accruing troubled debt restructured loans ........................ 20,076 9,030 3,632 97,311 -
Loans 90 days past due and still accruing ........................ 4,391 1,925 7,481 6,800 1,964
Loan chargeoffs .........o.ooiiiiiiiiii e 3,152 9,598 100,146 8,103 4,227
LOAN FECOVETIES . ...vvvieiniee it a e eaanns 840 . 155 883 . 1,354 -
Real estate chargeoffs .............cccoioiviinicin i, 4,766 - 15,614 - -
Impairment writedowns on secunty investments ................. 582 201 1,192 2,258 -
Operations Data: .
Interest and dividend income ...............ocoeeiiiivininininnann, $77,284 $92,837 $107,072 $123,598 $128,497
INterest EXPeNSe ..vvueein e 38,067 50,540 62,692 81,000 90,335
Net interest and dividend income ...............cocevvvnevnnn.nn.. 39,217 42,297 44,380 - 42,598 - 38,162
Provision for 10an 10SSes ..............ccooovvveiiviniireniininnnn, - 5,018 101,463 10,865 11,158
Net interest and dividend income (expense)
after loan 10Ss Provision ..............cccoviviiiinniiniinnnenn, 39,217 37,279 (57,083) 31,733 27,004
NOoNINLErest iNCOME .......ovvvvinirieerieerereeeeeeeeaerennsnn 6,194 4,308 2,110 297 5,026
Noninterest expenses:
Provision for real estate I0SSES ........c..vvuvnvniniieinennennnns 4,068 3,349 15,509 2,275 518
Real estate expenses (1) ..........ooooviniiviiiiniiniieeei 2,146 1,619 4,105 4,945 4,281
Operating eXpenses ..........vvviuieiinerrreenenanenseneninernss . 16,668 © 15,861 19,069 19,864 14,074
Earnings (loss) before incometaxes .................cceeeneennn.. 22,529 20,758 (93,656) 4,946 13,157
Provision (benefit) for income taxes .......cooeevveeneriunenenann.n 10,307 9,512 (40,348) 1,816 5,891
Net earnings (loss) before preferred dividend requirements .... 12222 11,246 (53,308) 3,130 7,266
Preferred dividend requirements (2) ..............c..ovevvniiniin. 1,801 1,730 - 1,667 1,632 41
Net earnings (loss) available to common stockholders .......... - $10421 $9,516 $(54,975) $ 1,498 $ 7225
Per Common Share Data: _ k
Basic earnings (loss) per share ...................... e - %048  ° $045 $(4.95) $0.18 $0.87
Diluted earnings (loss) per share ................0cc..cocoeee. 0.48 045 (495 - 0.18 0.87
Cash dividends per share ......................... BN - - - .- 0.25
Book value pershare (3) ........ooeoeeiiiiiiiii 8.44 8.07 7.61 23.04 22.84
Market price per share ....... e teierieriereeeteaaiaaannns ; 3.89 2.65 2.93 3:28 3.99

(1) Real estate expenses are comprised of expenditures consisting of real estate taxes, insurance, utilities and other charges required to protect
our interest in real estate acquired through foreclosure and properties collateralizing our nonaccrual loans.

(2) Represents dividend requirements on preferred stock held by the U:S. Treasuty and amortization of related preferred stock discount.

(3) Represents common stockholders' equity less preferred dividends in arrears (of $4.2 million, $2.8 million and $1.4 m11110n
at December 31, 2012, 2011 and 2010, respectively) divided by common shares outstanding.
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Item 6. Selected Financial Data, Continued

' b At or For The Year Ended December 31,
(8 in thousands) - 2012 ©2011 2010° 2009 22008
Other Data and Ratios: . : B o R
Common shares outstanding .............oooivmeiviiiiinn.. et . 21,589,589 -+ - 21,125,289 21,126,489 8,270,812 8,270,312
Common stock warrants and options outstanding ............... ‘ 1,078,122 1,085,622 1,045,422 - 1,019,722 . 959,512
Average common shares outstanding used to calculate: ' , . .
Basic earnings (loss) per common share ........ e © 21,566,009 21,126,187 11,101,196 8,270,812 8,259,091
Diluted earnings (loss) per common share .............. e " 21,568,196 21,126,187 11,101,196 8,270,812 8,267,781
Adjusted net earnings (loss) used for SR , : : ST
diluted earnings (loss) per common share...... eeeereinenea, ..:$10,421 $9,516 $(54,975) - . $1,498 $7,225
Net interest margin .........o.coceeeevenennenns O : 2.29% 2.18% L 211% 1.83% 1.79%
Return on average assets ........... e ' 0.66% 0.56% -2.42% 0.13% 0.34%
Return on average COMMON EQUILY .....ccvvveeneneriivrrvmivneens e 6.82% - - 6.74% -32.20% 1.65% 3.94%
Noninterest income to average assets........o.veneeeroeiveeecen, e 2034% . 0.21% 0.10% 0.01% 0.23%
| Noninterest expenses to average assets (4)......coovevesrnn. .. 0.91% 0.78% 0.87% - 0.84% 0.65%
“Nonperforming assets to total assets ............. e ' 3.93% " 4.56% 3.97% 6.54% 5.18%
‘Nonaccrual loans to total gross 10ans..........c.....oeivieeinnn ‘ 4.13% " 4.90% 3.94% " 731% 6.33%
Loans, net of unearned income to deposits ..............cceeeneee 81% 70% 76% ~83% 92%
Loans, net of unearned income to deposits (bank only) ........ 7% . 67% 72% 79% 85%
Allowance for loan losses to total nét loans ..................... o 254% 2.61% 1 261% 1.94% 1.67%
Allowance for loan losses to nonaccrual 10aDS. . /vvveeseeeeen, o 61% '53% 66% 26% 26%
Efficiency ratio (5) .....c.ociivv il et i - - 37% 34% 41% 46% 33%
Average stockholders' equity to average total assets ........n.n. , 11.07% - 943% 8.60% 9.03% 8.55%
Stockholders' equity to total assets ..........cccvvvuviiiiiiniinin ‘ 12.66% 10.03% 8.98% 8.91% 9.33%
Tier 1 capital to average assets..........ooeveeriiuiiniinneinennens 14.71% 11.56% 10.06% 11.17% 12.21%
Tier 1 capital to risk-weighted assets.................oo il 20.15% : 16.58% 13.56% 14.18% . - 14.27%
Total capital to risk-weighted assets.......ooioneeiieeireinienens - 21.41% 17.84% 14.83% 15.44% . 15.52%

(4) For purposes of this calculation, noninterest expenses exclude real estate expenses and provisions for real estate losses.

(5) Defined as noninterest expenses (excluding prov1srons for real estate losses and real estate expenses) as a percentage of net interest and’
dividend income plus noninterest income.

Item 7. Management's Dlscussmn and Analys1s of Fmancral Condltron and Results of Operatlons ,

General : ,
Intervest Bancshares Corporation ("IBC") is the parent company of Intervest National Bank ("INB") References in
this report to "we," "us" and "our" refer to these entities on.a consolidated basis, unless otherwise specified. This
section presents discussion and analysis of our financial condition at December 31, 2012 and 2011, and our results
of operations for each of the three years in the period ended December 31, 2012. This section should be read in
conjunction with our accompanying financial statements and related footnotes in this report. For a detalled
discussion of our business, see Item 1 "Busmess" in thls report

Critical Accounting Policies

Overview. The preparation of our financial statements and the mformatron 1ncluded n management's discussion and
analysis is governed by policies that are based on accounting principles generally accepted in the United States
("GAAP") and general practices within the banking industry. The financial information contained in our financial
statements is, to a significant extent, based on measures of the financial effects of transactions and events that have
already occurred. A variety of factors could affect the ultimate value that is obtained either when earning income,
recognizing an expense, recovering an asset or-relieving a liability. In addrtlon GAAP itself may change from one
previously acceptable method to another method. - :

An accounting policy is deemed to be "critical" if it is important toa company's results of operations and financial
condition, and requires significant judgment and estimates on the part of management in its application. The
preparation of financial statements and related disclosures in conformity with GAAP requires management to make
estimates and assumptions that affect certain amounts reported in our financial statements and related disclosures.
Actual results could differ from these estimates and assumptions.
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We believe that the estimates and assumptions used in connection: with the amounts reported in our financial
statements and related disclosures contained herein are reasonable and made in good faith. We consider our critical
accounting policies to be those that relate to the determination of the following: our allowance for loan losses; our
valuation allowance for real estate losses; other than temporary impairment assessments of our security
investments; and the need for and amount of a valuation allowance for our deferred tax asset. These items are
considered critical accounting estimates because each is highly susceptible to change from period to period and
require us to make numerous assumptions about a variety of information that directly affect the calculation of the
amounts reported in our financial statements. For example, the impact of a large unexpected chargeoff could
deplete the allowance for loan losses and potentially require us to record increased loan loss provisions to replenish
the allowance, which could negatively affect our operating results and financial condition. For a summary of our
other significant accounting policies, see note 1 to the financial statements in this report.

Allowance for Loan Losses. The allowance for loan losses reflects our judgment as to the estimated credit losses
that may result from defaults in our loan portfolio. The allowance for loan losses is established through a loan loss
provision charged to expense. Loans are charged off against the allowance when we believe that the collection of
any portion of the principal amount of the loan balance is confirmed as a loss. Subsequent recoveries of previous
chargeoffs are added back to the allowance.

We evaluate the adequacy of our allowance for loan losses at least quarterly or more frequently when necéssary This
evaluation is inherently subjective as it requires us to make estimates that are susceptible to significant revision as more
information becomes available. The allowance consists of specific and general components. For loans that are not
impaired, the general component of the allowance is based on a number of factors that begin with our actual historical
loss experience by major loan category expressed as a percentage of outstanding loans.

In determining our historical loss rate, we reviewed our chargeoff history over a 5 year period. This charge-off history
excludes those that arose from the May 2010 bulk sale (discussed in greater detail elsewhere in this report), which
comprised the sale of a large number of performing TDRs, nonaccrual loans, other performing loans and some ORE at
sales prices substantially below the appraised values of these assets. The assets were sold substantially below their net
carrying values as we were required to expedite the reduction of our problem assets during a time when the financial
markets were volatile and real property values were depressed. We believe the result of the bulk sale was not indicative
of the ultimate losses that may have occurred had the assets been resolved on an individual basis, over time and not on a
steeply discounted immediate bulk sale basis. A transaction, such as this one, that is unusual and deemed not reflective
of normal charge-off history can be excluded from an historical analysis. We have suffered all of our historical lending
losses in the period from 2008 through 2012. The bulk of our loans originated from 2006 through 2010 continue to
perform during what can be described as the most difficult-economic time period since the Great Depression.

Because our actual loss experience may not adequately predlct the level of losses inherent in the current portfolio, we
then also review other qualitative factors to determine if our historical loss rate should be increased or decreased based
upon a review of those factors. Our evaluation considers the following qualitative factors. The discussion that follows
should be read in conjunction with the section "Lending Activities" in Item 1 "Business" of this report.

(i) Size of our loans. Our loan portfolio has many individual loans with large principal balances. The default of a
loan with a large principal balance may have a greater negative impact on our lending losses and therefore this
factor increases the rlsk proﬁle of our loan portfolio.

(ii) Concentrations of our loans. Our loan portfolio is concentrated in loans secured by commerc1al and multifamily
real estate, including some properties that are vacant or substantially vacant and vacant land, all of which are
generally considered to have more credit risk than traditional 1-4 family residential lending. The properties that
collateralize our loans are also concentrated in two states, New York and Florida, and many are also located in
geographical areas of those states that are being revitalized or redeveloped, which are negatively impacted to a
greater degree in an economic downturn. This factor increases the risk profile of our loan portfolio.
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(iii) Changes-in the quality of our review of specific problem loans, including loans on nonaccrual status, and
estimates of fair value of the underlying properties. We also consider our internal procedures for monitoring loans
and how they may impact our historical loss rate. When a loan experiences payment problems, an internal review is
initiated by INB's Chief Credit Officer to re-evaluate the internal eredit rating that is assigned to the loan. We also
engage an independent third party to perform quarterly reviews of the entire loan portfolio, which includes all
problem loans. Nonaccrual and/or problem loans are normally downgraded or upgraded based on known facts and
circumstances: at the time of review, which includes,the review of rent rolls, financial statements and strength of
borrower's repayment sources and a physical inspection and a determination of the estimated fair value of the
collateral property. Management also takes into-consideration the nature and extent of personal guarantees and
global cash flow analysis in determining credit ratings. : :

We estimate the fair value of the properties that collateralize our impaired loans based on a variety of information,
including third party appraisals and our management’s judgment of other factors. Our internal policy is to obtain
externally prepared appraisals (or in limited cases indications of value from' licensed appraisers or local real estate
brokers) as follows: for all impaired loans; for restructured or renewed loans; upon classification or downgrade of a loan;
upon ‘accepting a deed iin lieu of foreclosure; upon transfer of a loan to foreclosed real estate; and at least annually
thereafter for all of our impaired and substandard rated loans and real estate owned through foreclosure. In addition to
obtaining appraisals, wealso consider the knowledge and-experience of our two senior lending officers (the Chairman
and INB's President) and. INB's Chief Credit Officer related to values of properties in our geographical market areas.
These officers take into account various information, including: local and national real estate market data provided by
third parties; the consideration of the type, condition, location and occupancy of the specific collateral property as well
as the current economic conditions and demand for the spemﬁc property in the area the property is located in assessing
our internal estimates of fair value. Additionally, we require that all thlrd-party appraisals we receive be reviewed by a
different external appralser for reasonableness We Dbelieve the above steps help mitigate the risk proﬁle of our loan
portfolio.

(iv) Changes in the volume of our past due loans nonaccrual loans and adversely classzf ed assets. As discussed
elsewhere in this report, our level of such assets-has.declined significantly since 2010. Our special mention and
substandard rated loans decreased from approximately $59 million and $222 million, respectively, prior to the May
2010 bulk sale, to approximately $19 million and $75.million, respectively, at December 31,.2012. The lower level
of problem assets helps mitigate the risk profile of our loan portfolio.

(v) Adverse situations which may affect our borrowers' ability to repay. Nonaccrual/problem loans are reviewed
individually based on the facts and circumstances known to us at that time. An assessment is made as to whether
there are specific issues unique to each loan or borrower thidt caused the problem or whether such issues identified
are generic/systemic to the entire or a large portion of the loan portfolio and as such increase the risk profile of the
loan portfolio. In addition to the negative impact from the weak economy, high rates of unemployment, and
increased office and retail . vacancy rates, we believe that-a large number of our loans that became nonaccrual over
the last several years also had specific issues unique:to each loan that resulted in the loan being classified as
nonaccrual. When adjusting our historical loss experience, we consider the results of the above assessments.

(vi) Changes in national, regional and local economic and business conditions and other developments that may
affect the collectability of -our loan. portfolio, including impacts of political, - regulatory, legal and competitive
changes on the portfolio. We continually monitor real estate market and economic conditions, both locally in our
lending areas and-on a national level. The monitoring process is done through the review of various publications,
discussions with brokers and existing customers and analysis of market rents. Political and regulatory issues,
including armed conflicts and acts of terrorism, or natural disasters such as hurricanes, may have an adverse impact
on economic conditions as a whole and may be.more pronounced on loans in specific geograph1c regions. When
adjustlng our hlstoncal loss experlence, we also consider the results of the above assessments.

(vii) Changes to our Zendmg policies. and procedures, underwrmng standards risk selection -(loan volumes and
loan terms) and to our -collection, loan chargeoff:and recovery practices. We continually review our lending
policies, procedures and practices.. Furthermore, we believe that we have become more risk averse over the last
several years by being more selective in originating new loans.
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Additionally, we continue to enhance our loan origination and monitoring process, including the following: adding
more detailed policy guidelines for acceptable debt service coverage ratios based on maximum.amortization periods
for commercial and multifamily properties; established more detailed requirements for personal guarantees;
formalized our credit approval process; revised our loan presentation format to the Loan Committee to clearly
identity any policy exceptions; enhanced the portfolio stratification to better identify concentration risks; enhanced
our TDR policy to better identify loans experiencing financial difficulties; enhanced our. credit grading policy;
updated our appraisal requirement policy, including accelerating the ordering of new- appraisals when loans are
experiencing payment difficulty; established a formal third-party review process of all appraisals; established a
criticized asset report committee to review and approve quarterly analyses; created penetration reports evidencing
the obtaining of various types of financial or performance data; and instituted reviews and action plans.on a
quarterly basis for all classified loans. We believe the above steps help mitigate the risk profile of our loan
portfolio.

(viil) Changes in the experience, ability and depth of our lending management and other relevant staff INB's
Chief Credit Officer, who has 25 years of experience, reviews the assignment of credit ratings for all loans and
attends all loan committee meetings and provides his input. We have also added to and :expect to .continue to
expand the number of our loan relationship managers to monitor our loans. These changes coupled with the depth
of our existing staff and the substantial experience of our Chairman and INB's President in commercial and
multifamily real estate lending have had a positive effect on this qualitative factor. We believe there is substantial
experience on our lending and underwrltmg staff and on our Loan Committee, which helps mitigate the risk profile
of our loan portfolio.

In addition to the general component of the allowance discussed above, the specific component of the allowance
relates to loans that are impaired. A loan is normally deemed impaired when, based’ upon current information and
events, it is probable that we will be unable to collect both principal and interest due according to the contractual
terms of the loan agreement. We consider a variety of factors in determining whether a loan is impaired, including
(1) any notice from the borrower that the borrower will be unable to repay all principal and interest amounts
contractually due under the loan agreement, (ii) any delinquency in the principal and/or interest payments other
than minimal delays or shortfalls in payments, and (iii) other information known by us that would indicate the full
repayment of principal and interest is not probable. We generally consider delinquencies of 60 days or less to be
minimal delays, and accordingly do not consider such delinquent loans to be impaired in the absence of other
indications.

Our impaired loans normally consist of loans on nonaccrual status and those classified as troubled debt restructurings
(TDRs). Generally, impairment for all of our impaired loans is calculated on a loan-by-loan basis using either the
estimated fair value of the loan's collateral less estimated selling costs (for collateral dependent loans) or the present
value of the loan's cash flows (for non-collateral dependent loans). Any calculated impairment is recognized as a
valuation allowance within the overall allowance for loan losses and a charge through the provision for loan losses. We
may charge off any portion of the impaired loan with a corresponding decrease to the valuation allowance when such
impairment is confirmed as a loss. The net carrying amount of an impaired loan (net of the valuation allowance) does
not at any time exceed our recorded investment in the loan. :

Valuation Allowance for Real Estate Losses. We maintain a valuation allowance for real estate we acquire -through
foreclosure. We estimate the fair value of our real estate in the same manner as impaired loans. We periodically adjust
the carrying values of the real estate to reflect decreases in estimated fair values resulting: from changing market
conditions through an increase to the Valuatlon allowance for real estate losses and a charge to the prov1s1on for real
estate losses. : g

Summary. We believe, based on information known to us at the date the allowances are calculated that the level of
our allowance for loan losses and valuation allowance for real estate losses was adequate to cover estimated losses
in our loan and real estate owned portfolios. Although we believe we use the best information available to make
determinations with respect to these allowances, future adjustments to one or both allowances may be necessary if
facts and circumstances differ from those previously assumed in their determination.
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Additionally, our regulators, as an integral part of their examination process, periodically review both of these
allowances based on the regulators' judgment concerning information available to them durmg their examination
process as ‘well as other factors they utilize for all banks. Accordmgly, they may require us to take certain
chargeoffs and/or recognize additions to the allowances based on their judgments.

Other Than Temporary Impairment Charges on Security Investments. For a discussion of the factors and
estimates used in assessing for and computing other than temporary impairment charges on our security
investments, see notes 1 and 2 to the financial statements in this report.

Valuation Allowance for Deferred Tax Assets. As disclosed in note 14 to the financial statements. in thls report, we
have a deferred tax asset in the amount of $29 million at December 31, 2012, which included unused net operating loss
(NOLs) and alternative minimum tax credit (AMT) carryfowards. We determin_ed that it was net necessary to maintain a
valuation allowance for our deferred tax asset at any time during the reporting periods in this report because we believe
that it is more likely than not that our deferred tax asset will be fully realized. The need for as well as adjustments
(increases. or decreases) to the deferred tax asset valuation allowance is determined by us based upon changes in the
expected realization of the deferred tax asset. We evaluate our deferred tax asset for recoverability quarterly based on all
available evidence. This process involves significant judgment on our part and includes assumptions that are subject to
change from period to period based on changes in tax laws or variances between our projected earnings and our actual
results. We are required to establish a valuation allowance for deferred tax assets if we determine, based on available
evidence at the time the determination is made, that it is more likely than not that some portion or all of the deferred tax
assets will not be fully realized. In evaluating the more-likely-than-not criterion, we consider all positive and negative
evidence as of the end of each reporting period. The realization of our deferred tax assets ultimately depends on the
existence of sufficient future taxable income in the carryforward period under the tax law. Due to-significant estimates
utilized in establishing the valuation allowance and ‘the potential for changes in facts and circumstances, we may be
required to establish and/or record adjustments to the valuation allowance in future reporting periods. Such a charge
could have a material adverse effect on our results of operations, financial condition and regulatory capital position. The
conclusion not to maintain a valuation allowance as noted above is based on our prior earnings history (exclusive of the
NOL generated in the second quarter of 2010) coupled with evidence (such.as returning to profitability since the third
quarter of 2010) indicating that we will be able to generate an adequate amount of future taxable income over a
reasonable period of time to fully utilize the deferred tax asset. ‘

Our ability to realize our deferred tax asset could be reduced in the future if our estimates of future taxable income from
our operations and tax planning strategies do not support the realization of our deferred tax asset. We also need to
consider that the amount of our NOLs and certain other tax attributes realizable for income tax purposes may be réduced
under Section 382 of the Internal Revenue Code by sales of our common stock, including transactions in the open
market by 5% or greater shareholders, if an ownership change is deemed to have occured under Sectlon 382 of the
Internal Revenue Code by such sales.
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Overview of Financial Results

We reported net earnings available to common stockholders of $10.4 million in 2012 or $0.48 per common share,
compared to net earnings of $9.5 million, or $0.45 per share, in 2011, and a net loss of $55.0 mllhon or $4.95 per share,
in 2010.

Key points regarding our performance are summarized below.

e Our total assets decreased to $1.67 billion at December 31, 2012, from $1.97 billion at December 31 2011 and $2.07 billion at
December 31, 2010.

¢ Our total deposits decreased to $1.36 billion at December 31, 2012, from $1.66 b11110n at December 31,2011 and $1.77 billion at
December 31, 2010.

e Our total loans, net of deferred fees, decreased to $1.11 billion at December 31, 2012, from $1.16 billion at December 31, 2011
and $1.34 billion at December 31, 2010, despite new loan ongrnatrons increasing to $242 million in 2012, from $82 million in

-2011 and $77 million in 2010. : :

» [NB's regulatory capital ratios continued to increase through the retention of earnings and a gradual reduction: in the size of its
balance sheet. INB's ratios at December 31, 2012 were as follows: Tier One Leverage - 14.44%; Tier One Risk-Based Capital-
19.80%; and Total Risk-Based Capital - 21.06%; well above its minimum requirements of 9%, 10% and 12%, respectively.
INB's Tier One Capital amounted to $244 million -and was $92 million in excess of the required minimum for the Tier One
Leverage ratio at December 31, 2012. : :

¢ Our loans on nonaccrual status decreased to $46 million at December 31, 2012, from $57 million at December 31, 2011 and $53
million at December 31, 2010. The category of nonaccrual loans includes certain restructured loans (TDRs) that are current as to
payments and performing in accordance with their renegotiated terms, but are required to be classified nonaccrual based on
regulatory guidance. At December 31, 2012, such loans totaled $36 million compared to $46 million at December 31, 2011 and
$21 million at December 31, 2010. These loans were yielding approximately 5% at December 31,2012,

o Our real estate owned through foreclosure (REO) decreased to $16 million at December 31,2012; from $28 million at December
31,2011 and $27 million at December 31, 2010, :

e QOur provision for loan and real estate losses decreased to an aggregate of $4.1 million in 2012, from $8.4 million in 2011 and
$117.0 million in 2010, while real estate expenses were $2.1 million in 2012, $1.6 million in 2011 and $4.1 million in 2010.

e Our noninterest income (inclusive of loan prepayment income which is s1gmﬁcant to the total) increased to $6.2: million in 2012,
from $4.3 million in 2011 and $2.1 million in 2010.

 Our operating expenses amounted to $16.7 million in 2012, compared to $15.9 million in 2011 and $19.1 million in 2010. Our
efficiency ratio (which measures our ability to control our expenses as a percentage of our revenues) continued to be favorable
and was 37% for 2012, compared to 34% for 2011 and 41% for 2010. ‘

e Our net interest margin (exclusive of loan prepayment income) increased to 2.29% in 2012, from 2. 18% in 2011 and 2.11% in
2010. Net interest and dividend income, which was affected by a smaller balance sheet, decreased to $39.2 million in 2012 from
$42.3 million in 2011 and $44.4 million in 2010. ' '

¢ Our book value per common share (after subtracting preferred dividends in arrears) increased to $8.44 at December 31, 2012,
from $8.07 at December 31, 2011 and $7.61 at December 31, 2010.

Over the last several years, our operating results have been negatively affected to varying degrees by a weak economy,

high rates of unemployment, increased office and retail vacancy rates and an increased supply of distressed properties

for sale in the marketplace at discounted prices, all of which have significantly reduced commercial and multifamily real
estate values both nationally and in our lending areas. These unfavorable conditions, particularly in 2010, caused a large
number of our loans to become underperforming or nonperforming and substantially increased our loan and real estate
loss provisions and related expenses associated with these assets. Our operating results for 2012 and 2011 rebounded
from 2010 primarily due to significantly lower levels of these assets and associated provisions for loan and real estate
losses and other related carrying expenses. Our problem assets totaled $86 million, or 5.1% of total assets, at December
31, 2012, down from a high of $274 million, or 12.0% of total assets, at March 31, 2010.

Since March 2010, we have taken and continue to take various steps to resolve our problem assets, including executing a
bulk sale, proceeding with foreclosures on many of the collateral properties and attempting to sell them, working with
certain borrowers to provide payment relief and, in limited cases, accepting partial payment as full satisfaction of the
loan either directly from the borrower or through the sale of the loan to a third party.
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As discussed in greater detail elsewhere in this report, the net loss for 2010 was largely the result of a bulk sale of certain
non-perforrmng and underperforming loans and real estate owned at significantly discounted prices in comparison to
their carrying values. We also recorded additional provisions for loan and real estate losses during 2010 apart from the
bulk sale due to the weak economy, declining real estate values and recommendations from INB's primary regulator.

Since early 2010, due primarily to higher regulatory capital requirements imposed on INB and decreased suitable
lending opportunities particularly in 2010 and 2011, INB has gradually reduced the size of its balance sheet by steadily
decreasing its deposit rates and encouraging net deposit outflow, repaying borrowed funds and decreasing the volume of
its new loan originations from historical levels. This posture combined with the retention of operating earnings has
increased INB’s regulatory capital ratios 51gmﬁcantly durmg this period, while decreasing its net interest and dividend
income.

In addition to the higher capital requirements, IBC and INB are also operating under regulatory formal agreements since
2010, which have increased our operating expenses, imposed various operating restrictions on our business, including
those impacting our lending and deposit gathering activities, and consumed a large amount of our senior management's
time and focus. As of the date of filing of this report, we believe that we were in compliance with all the requirements of
both formal agreements. INB’s regulator has communicated to us that INB must have sustained performance with
respect to several articles in its formal agreement in order to achieve full compliance. We cannot predict when the
regulators will consider us in full compliance and when they will lift the formal agreements. See the section entitled
"Supervision and Regulation" in Item 1 "Business" in this report for further discussion.

Our real estate lending activities continue to receive increased oversight from our regulators, including among other
things, requiring us to set and manage internal commercial real estate loan concentration limits as a percentage of
INB's regulatory capital, as that ratio is defined by the regulators. Furthermore, we cannot predict if additional
regulatory burdens may be imposed on our business model in the future. Depending on market conditions and
available lending opportunities that are suitable for us, as well as any regulatory constraints that may affect us, the
overall size of INB’s balance sheet or its loan portfolio may decrease further in the near term. :

As a result of our increased capital levels, we are exploring opportunities to repurchase IBC's securities held by the U.S.
Treasury as part of the Capital Purchase Program. We would also need to repay accrued but unpaid interest on IBC's
junior subordinated debentures as well as dividends in arrears on IBC's Series A preferred stock held by the Treasury.
IBC’s main source of funds to undertake the fore’gbing actions would require a cash dividend from INB. The above
actions require the approval of both INB's primary regulator, the OCC, and IBC's primary regulator, the FRB. Late
last year, the Treasury announced that it will continue to conduct perlodlc individual auctions of TARP securities it
owns, including those of IBC, although the precise timing of any auction is not known. In January 2013, IBC and INB
applied for the necessary approvals from their respective regulators to permit us to bid for the preferred stock in any such
auction. There is no assurance that such approvals will be granted. See note 10 to the financial statements included in
this report for a further discussion of the TARP securities.

On January 18, 2013, INB reached a settlement agreement with respect to certain litigation it had pursued in connection
with a foreclosure action it had commenced in 2010 on one of its loans. INB commenced the action to collect insurance
proceeds which it contended had been improperly paid to various third parties. As a result of the settlement, INB
received net proceeds of $2.1 million in February 2013, which was recorded in February 2013 as a $0.7 million recovery
of prior loan charge offs and a $1.4 million recovery of prior real estate expenses associated with the loan and
underlying collateral property. .
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Comparison of Financial Condition at December 31, 2012 and 2011.

A compari_soﬁ cf selected balance sheet information follows:

* AtDecember 31,2012 At December 31, 2011

g ' ‘Carrying " Y%of ' Carrying ' % of
(3 in thousands) s L - Value . - Total Assets .. Value Total Assets
Cash and cash equivalents , : $ 60395 3.6% $ 29,863 1.5%
Securities and other investments I 458,098 275 711,163 36.1°
Loans receivable, net of deferred fees and allowance for loan losses 1,079,363 64.8 ‘ 1,133,375 57.6
Foreclosed real estate, net of valuation allowance . <o 15,923 10 28,278 14
All other assets ) c , : ... 52,013 3.1 66,861 . 34
Total assets ‘ , L. 51665792 100.0% . _ $1,969,540 100.0%
Deposits ' $1362,619  81.8% ' $1,662,024 84.4%
Borrowed funds and related interest payable 62,930 38 78,606 40
All other liabilities. . ) , , 29,296 1.7 , - 31379 - 1.6
Total liabilities o : 1,454,845 873 1,772,009 90,0
Total stockholders' equity 210,947 12.7 ' 197,531 10.0
Total labilities and stockholders' equity $1,665,792 100.0% $1,969,540 100.0%

General

Total assets at. December 31, 2012 decreased to $1.67 bxlhon from $1 97 billion at December 31 2011, pnmanly
reflecting a decrease in security investments and loans, partially offset by an increase in cash and cash equivalents. The -
net decrease in assets was funded by a reduction in deposit liabilities and borrowed funds. :

Cash and Cash Equivalents .

Cash and cash equivalents, which increased to $60 mllhon at. December 3L 2012 from $30 mxlhon at December 31,
2011, include interest-bearing and noninterest-bearing cash balances with banks and other short-term investments.-
The level of cash and cash equivalents fluctuates based on various factors, including our liquidity needs, loan demand,
deposit flows, calls of securities, repayments of borrowed funds and alternative investment opportunities. See the section
"Liquidity and Capital Resources" in this report for a discussion of our liquidity and funding commitments.

Securities and Qther Investments

The table below sets forth information about the composmon of a;nd changes to our security and other investments.

- Balance- ; - -Activity for the Period , . Balance
At Matured - Called - : Amor_uzatlon: : At
_ Dec 31, or By . Prmc1pal -(Premium) Dec 31,
(8 in thousands) 2011 Purchased  Redeemed Issuer  Pdyments Dlscount - OTTI 2012
Securities held to maturity: ' e S '
U.S. government agencies(1) - $696,066 $335,582 $ - 8(675223) % - $(l 180) $§ - $355245
Residential MBS (2) o - 102,555 - 0 o= - (16,895)’ (1,382) - 84,278
State and municipal e - 534 B P , - ) 1) - 533
Corporate (3) 4,378 - - - (75 - (582) 3,721,
700,444 438,671 - (675223) (16,970) (2,563)  (582) 443,777
Securities available for sale: - S o : : : R - :
Mutual fund (4) e - 1,000 - - - - - - - 1,000
Other investments: - . _ : e _
FRB and FHLB stock (5) 9,249 254 (1,352) - - - - 8,151
Time deposits withbanks(6) =~ '~ 1470 3,700 - R - C . - 5,170
' ' $711,163 ~ $443.625  $(1,352)  $(675,223)  $(16,970) $(2,563)  $(582) - - $458,098

(1) Consist of investment grade debt obligations of the Federal Home Loan Bank (FHLB), Federal Farm Credit Bank (FFCB), Federal National Mottgage Association
(FNMA) and Federal Home Loan Mortgage Corporation (FHLMC).

(2) Consist of investment grade residential mortgage-backed securities issued by the Government National Mortgage Association (GNMA), FNMA and FHLMC.

(3) Consist of non-investment grade corporate securities. As discussed in greater detail in note 2 to the financial statements in this report, other than temporary
impairment charges totaling $4.2 million have been recorded on these securities as of December 31, 2012.

(4) Consists of shares owned in an intermediate bond fund that holds securities that are deemed to be qualified under the Community Reinvestment Act.

(5) In order for INB to be a member of the FRB and FHLB, INB must maintain an investment in the capital stock of each entity, which amounted to $5.9 million and
$2.3 million, respectively, at December 31, 2012. The FRB stock has historically paid a dividend of 6%, while the FHLB stock dividend fluctuates quarterly and was
most recently at the rate of 4.5%. The total required investment fluctuates based on INB's capital level for the FRB stock and INB's loans and outstanding FHLB
borrowings for the FHLB stock.

(6) At December 31, 2012, time deposits with banks had a weighted-average yield of 1.14% and remaining maturity of 2.82 years.
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All of the investments in the preceding table were held by INB. Securities are classified as held to maturity ("HTM")-and
are carried at amortized cost when INB has the intent and ability to hold them to maturity. A large portion of the
resulting proceeds from the net reduction in total investments from December 31,2011 was used to fund planned deposit
outflow and repayment of borrowed funds. . . e
At December 31, 2012, the HTM portfolio had a weighted-average yield to earliest call date of 1.05% and a-weighted-
average remaining expected life and contractual maturity of 2.0 years and 7.1 years, respectively. A large number of'the
securities have fixed interest rates or have predetermined rate increases and call features that allow the issuer to call the
security before its stated maturity without penalty. Over the. next twelve months, approximately $222 million. of
securities in the portfolio could potentially be called or repaid assuming market. interest rates remain at or near current
levels. A large portion of the resulting proceeds would then be reinvested into similar securities and potentially at lower
rates. At the time of purchase, securities with callable features routinely have higher yields than non-callable securities
with the same maturity. However, the callable features or the expiration of the non-callable period of the security will
most likely result in the early call of securities in a declining or flat rate environment, which results in re-investment risk
of the proceeds. At December 31, 2012, the HTM portfolio's estimated fair value was $442 m‘ilﬁl:iovn" and the poﬂfdlio had
a net unrealized loss of $1.6 million. See note 2 to the financial statements in this report for information on and a
discussion of unrealized losses. For additional historical information on the securities portfolio, see the caption entitled
"Security Investment Activities" in Item 1 "‘Bus_iness".o_f this report. '

Zoans Receix}d_ble, Net of Deferred Fees.

Total loans receivable, net of unearned fees, amounted to $1.11 billion at December 31,2012; a $56.5 million decrease
from $1.16 billion at December 31, 2011. The décrease was -due to an aggregate of $291.0 million of principal
repayments (resulting from $249.5 million of payoffs and $41.5 million of normal amortization), $2.3 million of net
chargeoffs and $4.7 million transferred to foreclosed real estate, ‘mostly offset by $241.5 million of new loan
originations. : Co

New loan originations during the period had nearly all fixed interest rates and a weighted-average yield, term and loan-
to-value ratio of 4.87%, 5.8 years and 56%, respectively. The new originations were comprised of $141.6 million. of
commercial real estate loans, $72.0 million of multifamily loans, $27.2 million of loans made on investor owned 1-4
family condominiums and $0.7 million of other ‘consumer and business loans. Loans paid off during 2012 had a
weighted-average Vield of 6.15%. At December 31, 2012, loans in the portfolio that had fixed interest rates constituted
approximately 89% of the loan portfolio. The entire loan portfolio had a short weighted-average remaining life of
approximately 3.9 years as of December 31, 2012. See the section "Asset and Liability Management" in this report for a
further discussion of our fixed-rate loans and their impact on our interest rate risk. o -

The loan portfolio at December 31, 2012 was also concentrated 'in’ mortgage loans: secured by:'‘commercial and
multifamily real estate properties located in New York (65%) and Florida (26%). We also had loans in other states. The
properties collateralizing our loans include rental cooperative/condominium apartment buildings, office buildings,
mixed-use properties, shopping centers, hotels, restaurants, industrial buildings, warchouses, parking lots/garages,
mobile home parks, self-storage facilities and some vacant land. o o
For additional information on and discussion of our loan portfolio, see the section entitled "Lending Activities" in Item 1
"Business" and note 3 to the financial statements in this report. 7 o

Nonaccrual and Restructured Loans (Impaired Loans)

Nonaccrual loans amounted to $45.9 million (or 14 loans) at December 31, 2012, compared to $57.2 million (or 21
loans) at December 31, 2011. Loans classified as accruing troubled debt restructured loans (TDRs) amounted to $20.1
million (or 9 loans) at December 31, 2012, compared to $9.0 million (or 5 loans) at December 31, 2011. For additional
information on and discussion of our nonaccrual loans, TDRs and potential problem loans, see note 3 to the financial
statements and the section entitled "Asset Quality" in Item 1 "Business” in this report.
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Allowance for Loan Losses

The allowance for loan losses amounted to $28.1 million at December 31, 2012, compared to $30.4 million at
December 31, 2011. The allowance represented 2.54% of total loans (net of deferred fees) outstanding at December
31, 2012, compared to 2.61% at December 31, 2011. At December 31, 2012 and 2011, the allowance for loan
losses included a specific valuation allowance in the aggregate amount of $5.9 million and $8.0 million,
respectively, for our impaired loans, which consist of our nonaccrual loans and accruing TDRs.

The net decrease in the allowance of $2.3 million was due to $3.2 million of chargeoffs, partially offset by $0.9
million of partial recoveries of prior chargeoffs. The chargeoffs consisted of the following: a portion of 4 loans
classified as nonaccrual TDRs (or $2.0 million of aggregate principal) was charged off in 2012 for financial
statement purposes based on annual updated appraisals received on the underlying collateral properties. Although
these TDR loans continue to perform as agreed under the modified terms, we reduced their carrying value by these
chargeoffs to reflect the lower appraised amounts of the underlying property. The borrowers remain obligated to
pay all contractual principal due on the TDRs. In addition, other chargeoffs totaling $0.3 million were recorded
during 2012 in connection with satisfaction of 3 nonaccrual loans at a discount and another $0.9 million was
partially charged off on 3 other nonaccrual loans due to decreases in the estimated fair value of the underlying
collateral. : '

At December 31, 2012, with respect to all of our impaired loans, which totaled $66.0 million, we have obtained
current appraisals of the underlying collateral as follows: 6% dated within the last 3 months; 18% dated within the
last 4-6 months; 30% dated within the last 7-9 months; and 46% within the last 10-12 months. QOur policy is to
obtain externally prepared appraisals for impaired loans at least annually.

For additional information on and discussion of the allowance for loan losses, see the caption entitled "Allowance
for Loan Losses" in Item 1 "Business" and note 4 to the financial statements in this report. For a discussion of the
criteria used to determine the adequacy of the allowance for loan losses, see the section entitled "Critical
Accounting Policies."

Foreclosed Real Estate

Real estate acquired through foreélosure, net of a valuation allowance, amounted to $15.9 million at December 31,
2012, compared to $28.3 million at December 31, 2011. For additional information on and discussion of foreclosed
real estate, see the section entitled "Asset Quality" in Item 1 "Business" and note 6 to the financial statements in this
report.

All Other Assets
The following table sets forth the composition of all other assets:

At December 31
(3 in thousands) , , 2012 2011
Accrued interest receivable $ 5,191 $ 7,216
Loan fees receivable 3,108 4,188
Income tax receivable 405 376
Premises and equipment, net _ 3,878 4,104
Deferred income tax asset 29,234 38,836
Deferred debenture offering costs, net 779 816
Investment in unconsolidated subsidiaries 1,702 1,702
Deferred issuance costs from brokered CDs 269 496
Prepaid deposit insurance assessments 6,116 8,359
All other 1,331 768
: : $52,013 $66,861

Accrued interest receivable fluctuates based on the level of interest-earning assets and the timing of interest
payments received. Loan fees receivable are fees due to us in accordance with the terms of our mortgage loans.
Such amounts are generally due upon the full repayment of the loan. These fees are recorded as deferred income at
the time a loan is originated and is then amortized to interest income over the life of the loan as a yield adjustment.
The decrease was due to payments exceeding new fees that were charged on new loan originations.
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Premises and equipment decreased as purchases were more than offset by normal depreciation and amortization.
The deferred income tax asset relates to the unrealized benefit for net temporary differences between the our
financial statement carrying amounts of existing assets and liabilities and their respective tax bases that will result
in future income tax deductions. Such items are normally comprised of the allowance for loan losses, valuation
allowance for real estate losses and capitalized real estate expenses, all of which will become tax deductible when
actual chargeoffs are incurred, and our net operating loss carryforward that can be used to offset future taxable
income. The decrease in the deferred tax asset was attributable to the partial utilization in 2012 of our net operating
loss carryforward. See the section "Critical Accounting Policies" and note 14 to the financial statements in this
report for further discussion. v . ‘ ‘ / ,‘
Deferred debenture offering costs consist primarily of underwriters' commissions and are amortized over the terms
of the debentures. The net decrease was due to normal amortization. The investment in unconsolidated subsidiaries
consists of IBC's total common stock investment in its wholly owned business trusts, Intervest Statutory Trust I,
III, TV and V. Prepaid deposit insurance assessments relates to the unamortized portion of the estimated amount of
INB's FDIC insurance premiums (prepaid by INB in December 2009). This prepayment requirement was imposed
on all FDIC insured institutions in order to recapitalize the Deposit Insurance Fund. The prepaid asset will be
charged to expense during the future periods to which it relates. Deferred issuance costs from brokered deposits
decreased due to normal -amortization. These costs are being amortized to interest expense over the life of the

deposits.

Deposits c C
Total deposits at December 31, 2012 decreased to $1.36 billion from $1.66 billion at December 31, 2011, primarily
reflecting decreases of $262 million in certificate of deposit accounts (CDs) and $43 million in money market deposit
accounts. At December 31, 2012, CDs totaled $937 million, and checking, ‘sa'vings and money market accounts
aggregated to $426 million. The same categories of deposit accounts totaled $1.20 billion and- $463 million,
respectively, at December 31, 2011. : S .

INB has steadily lowered its overall deposit rates offered for its deposit products since early 2010 to encourage deposit
outflow (including the ongoing repayment of maturing higher-cost brokered CDs) and reduce the overall size of its
balance sheet. CDs represented 69% of total deposits at December 31, 2012, compared to 72% at December 31, 2011.
At December 31, 2012 and 2011, CDs inchided $78 million and $128 million of brokered deposits, respectively. For
additional information on and discussion of deposits, see the section entitled "Liquidity and Capital Resources” in Item 7
and "Sources of Funds" in Item 1 of this report. . : :

Borrowed Funds and Related Interest Payable : v
The following table summarizes borrowed funds and related interest payable:

- v AtDecember31,2012  AtDecember 31,2011 _
(8 in thousands) Principal  Accrued Interest . Principal ~ Accrued Interest .
~ Debentures outstanding - IBC $56,702 $6,228 $56,702 $4,361
FHLB advances outstanding - INB e - 17,500 , 43
$56,702 $6,228 $74,202 $4.,404

Total borrowed funds and related accrued interest payable decreased to $62.9 million at December 31, 2012, from $78.6
million at December 31, 2011, due to the maturity and repayment of $10.5 million of FHLB advances and the early
retirement of an additional $7.0 million of FHLB advances, partially offset by a $1.9 million increase in accrued interest
payable on IBC's outstanding debt, which is in the form of junior subordinated notes relating to its outstanding trust
preferred securities.

For additional information on and discussion of borrowed funds, see notes 8 through 10 to the financial statements in
this report, as well as the sections entitled "Liquidity and Capital Resources" in Item 7 and "Sources of Funds" in Item 1
of this report.
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All Other Liabilities
The following table sets forth the co'mposition of all other liabilities:

At December 31, - -

(8 in thousands) C 2012 - 2011
Mortgage escrow funds payable ‘ - $17,743 $19,670
Official checks outstanding . 7,003 ] .- 5,000
Accrued interest payable on deposits 2379 © 3,676
All other liabilities _ ‘ 2,171 C 3,033
' : $29,296 - - $31379

Mortgage escrow funds payable fluctuate based on the level of loans outstanding and other factors and represent
advance payments made to us by borrowers for property taxes and insurance that we femit to third parties when due.
Official checks outstanding represent checks issued by INB in the normal course of business which fluctuate based on
banking activity. Accrued interest payable on deposits fluctuates based on total deposits and the timing of interest
payments. All other liabilities are comprised mainly of accrued expenses as well as fees received in connection with loan
commitments that have not yet been funded. '

Stockholders’' Equity

Stockholders' equity increased to $211 .million atvDec,ember 31, 2012 from $198 million at December 31, 2011,
primarily due to $12.2 million of net earnings.

The following table sets forth the changes in stockholders' equity:

. Amount,
(3 in thousands, except per share amounts) Amount Shares Per Share (2)
Common stockholders' equity at December 31, 2011 $173,293 21,125,289 $8.20
Net earnings before preferred dividend requirements 12,222 - 057
Preferred dividends declared (1) - . - -
Amortization of preferred stock discount (386) - (0.02)
Issuance of common stock from option exercises - 100 3.00
Issuance of restricted common stock - 465,400 . -
Forfeiture of restricted stock ' - (1,200) . -
Compensation from stock options and restricted stock 1,194 . = 0.06
Common stockholders' equity at December 31, 2012 ‘ - $186,323 21,589,589 $8.63
Preferred stockholder's equity at December 31, 2011 $ 24,238 25,000
Amortization of preferred stock discount 386 -
Preferred stockholder's equity at December 31, 2012 $ 24,624 25,000
Total stockholders' equity at December 31, 2012 $210,947

(1) Represents dividends associated with 25,000 shares of IBC's Fixed Rate Cumulative Perpetual Preferred Stock, Series A, owned by the U.S.
Treasury. In February 2010, IBC suspended the declaration and payment of preferred dividends. IBC has missed 13 dividend payments as of
the date of filing of this report. At December 31, 2012, the amount of preferred dividends unpaid and in arrears totaled $4.2 million. Dividends
in arrears are recorded as reduction in common stockholders' equity only when they are declared and payable. See notés 10 and 11 to the
financial statements in this report. : »

(2) Common book value per share, after adjusting for preferred dividendsin arrears of $4.2 million, was $8.44 at December 31, 2012.
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Comparison of Results of Operations for the Years Ended December 31, 2012 and 2011.
Overview T - ' e :
In 2012, we reported net earnings available to common stockholders of $10.4 million, or $0.48 per diluted common
share, compared to’ $9.5 million, or $0.45 per diluted common share, in 2011. The results and per share amounts
reported for both periods were net of preferred dividend requirements.
Selected information regarding our results of operations follows:

‘ ' For the Year Ended December 31

- (3 in thousands) i , . 2012 2011 Change
"Interest and dividend income B ' $77,284 - $92,837 - $(15,553)
Interest expense : . : 38,067 50,540 - .. : (12473)
Net interest and dividend income ‘ 39,217 42,297 : *(3,080)
Provision for loan losses.- . i - 5,018 (5,018)
* Noninterest income L : i : 6,194 4,308 1,886
Noninterest expenses:
Provision for real estate losses : ‘ ' . ‘ 4,068 3,349 719
Real estate activities expenses . 5 2,146 1,619 - 527
Operating expenses : 16,668 15,861 807
Earnings before provision for income taxes - . 22,529 20,758 1,771
Provision for income taxes ; 10,307 9,512 .- 195
Net earnings 12,222 11,246 976
Preferred dividend requirements and discount amortization (1) B (1,801) (1,730) (7D
Net earnings available to common stockholders $10421 $ 9,516 $ 905.

(1) Represents dividend requirements on cumulative preferred stock held by the U.S. Treasury and amortization of related preferred stock -
- discount. See note 10 to the financial statements in this report, ‘ : ‘ .

Net Interest and Dividend Income

Net interest and dividend income is our primary source of earnings and is influenced by the amount, distribution and
repricing characteristics of our interest-eatning assets and interest-bearing liabilities as well as by the relative levels and
movements of interest rates. Net interest and dividend income is the difference between interest income earned on our
interest-earning assets, such as loans and securities, and interest expense paid on our interest-bearing liabilities, such as
deposits and borrowings. : '

Our net interest and dividend income (detailed in the table that follows) decreased by $3.1 million to $39.2 million
in 2012 from $42.3 million in 2011. The decrease largely reflected a planned reduction in the size of INB's balance
sheet. In 2012, our total average interest-earning assets decreased by $222 million from 2011, reflecting decreases
of $109 million in average loans and $113 million in average total securities and overnight investments. At the
same time, average deposits and borrowed funds decreased by $185 million and $12 million, respectively, while
our average stockholders' equity increased by $13 million. The reduction in the balance sheet positively impacted
our regulatory capital ratios, but negatively impacted our total net interest and dividend income.

Our net interest margin increased to 2.29% in 2012 from 2.18% in 2011. The margin benefited from an improved
interest rate spread, partially offset by a $25 million decrease in net average interest-earning assets due to a higher
level of cash on hand. The interest rate spread improved by 14 basis points due to a steady reduction in the rates we
paid on deposits and the run off of higher-cost maturing CDs and borrowings, largely offset by payoffs of higher
yielding loans and calls of higher yielding security investments, coupled with the re-investment of a large portion of
these cash inflows into new loans and securities at lower market interest rates. Overall, our average cost of funds
decreased by 43 basis points to 2.40% in 2012, from 2.83% in 2011, while our average yield on interest-earning
assets decreased at a slower pace or by 29 basis points to 4.51% in 2012, from 4.80% in 2011.
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The following table provides information on average assets, liabilities and stockholders' equity; yields earned on interest-earning assets; and
rates paid on interest-bearing liabilities for the periods indicated. The yields and rates shown are based on a computation of income/expense
(including any related fee income or expense) for each year divided by average interest-earning assets/interest-bearing liabilities during each
year. Average balances are derived from daily balances. Net interest margin is computed by dividing net interest and dividend income by the
average of total interest-earning assets during each year. The interest rate spread is the difference between the yield earned on interest-
earning assets and the rate paid on interest-bearing liabilities. The net interest margin is greater than the interest rate spread due to the
additional income eaned on those assets funded by non-interest-bearing liabilities, demand deposits and stockholders' equity.
(. .. For the Year Ended December 31,
2012 2011

- Average Interest Yield/ Average Interest Yield/
(8 in thousands) ) Balance Inc/Exp. Rate _Balance Inc./Exp. Rate
Interest-earning assets: : , -
Commercial real estate loans ' $ 865,576 $52,784 6.10% $ 905,082 $58,469 6.46%
Multifamily loans 246,537 14,610 5.93 333,478 21,425 6.42
1-4 family loans 26,021 1,524 5.86 6,336 381 6.01
Land loans 9,706 666 6.86 11,822 826 6.99
All other loans 1,849 95 5.14 1,736 84 484
Total loans (1) 1,149,689 69,679 6.06 1,258,454 81,185 6.45
U.S. government agencies securities 480,919 6,272 1.30 651,602 11,046 1.70
Residential mortgage-backed securities 61,630 738 1.20 - - -
State and municipal securities 312 4 1.28 - ’ - -
Corporate securities 4,243 52 1.23 4,478 - 48 1.07
Mutual funds and other equity securities 38 1 2.63 - - -
FRB and FHLB stock ] 8,635 492 570 9,528 539 5.66
Total securities 555,777 7,559 1.36 665,608 11,633 1.75
Other interest-earning assets 8,273 - « 46 . 0.56 .-11,806 19 0.16
Total interest-earning assets 1,713,739 $77284 - 451% 1,935,868 $92,837 4.80%
Noninterest-earning assets 125,988 88,089
Total assets $1,839,727 $2,023,957
Interest-bearing liabilities: ‘ . oo . .
Interest checking deposits — $ 13,032 $ 65 0.50% $ 10,381 $ 79 0.76%
Savings deposits ..9,294 34 037 . 9,285 58 0.62
Money market deposits 424949 2,142 050 432,729 3,669  0.85
Certificates of deposit o ’ 1,075,350 ~ 33,590 312 ‘ 1,254,755 -~ 43,776 3.49
Total deposit accounts 1,522,625 35,831 2.35 1,707,150 - 47582 - 279
FHLB advances 9,087 388 427 - 21,574 885 4.10
Debentures - capital securities 56,702 1,848 326 56,702 2,072 3.65
Mortgage note payable - - L 22 1 455
Total borrowed funds 65,789 2,236 340 778298 2,958 3.78
Total interest-bearing liabilities 1,588,414 ' 38,067 . 2.40% - - 1,785,448 50,540 2.83%
Noninterest-bearing deposits - 4,503 . o . 4,293
Noninterest-bearing liabilities _ . 43,163 . 43,262
Preferred stockholder's equity : . 24419 24,041
Common stockholders' equity ; 179,228 ’ : "~ 166,913
Total liabilities and stockholders' equity $1,839,727 $2,023,957
Net interest and dividend income/spread $39217. - 2.11% ) $42,297 1.97%
Net interest-earning assets/margin (2) $ 125325 2.29% _$ 150,420 o 2.18%
Ratio of total interest-earning assets k o
to total interest-bearing liabilities ' 1.08x = . 1.08x
Other Ratios: : S S :
Return on average assets ) : . 0.66% . o ‘ 0.56%
Return on average common equity 6.82% . 6.74%
Noninterest expenses to average assets (3) ) 091% 0.78%
Efficiency ratio (4) 37% S 34%
Average stockbolders' equity to average assets 11.07% 9.43%

(1) Includes average nonaccrual loans of $52 million in 2012 and $51 million in 2011. Interest not recorded on such loans totaled
$0.6 million in 2012 and $0.8 million in 2011.

(2) Net interest margin is reported exclusive of income from loan prepayments, which is reported as a component of noninterest income.
Inclusive of income from loan prepayments, the margin would compute to 2.59% and 2.31% for 2012 and 2011, respectively.

(3) Noninterest expenses for this ratio excludes provisions for loan and real estate losses and real estate activities expenses.

(4) Defined as noninterest expenses (excluding provisions for loan and real estate losses and real estate activities expenses) as a percentage of net
interest and dividend income plus noninterest income.
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The following table provides information regarding changes in interest and dividend income and interest expense.. For each category of
interest-earning assets and interest-bearing liabilities, information is provided on changes attributable to (1) changes in rate (change in rate
multiplied by prior volume), (2) changes in volume (change in volume multiplied. by prior rate) and (3) changes in rate-volume (change in
rate multiplied by change in volume).
For the Year Ended December 31, 2012 vs. 2011
Increase (Decrease) Due To Change In:

(8 in thousands) Rate Volume = Rate/Volume Total
Interest-earning assets: o o
Loans ' B : $(4,912) $(7,094) $ 500 $(11,506)
Securities ’ (2,595) - (2,956) 1477 (4,074
Other interest-earning assets 47 (6 (14) 27
Total interest-earning assets ) (7,460) (10,056) 1,963 (15,553)
Interest-bearing liabilities:
Interest checking deposits @7 20 o 14)
Savings deposits (23) - 1) 24
Money market deposits (1,515) (66) 54 (1,527)
Certificates of deposit (4,643) (6,261) 718 (10,186)
Total deposit accounts (6,208) (6,307) 764  (11,751)
FHLB advances 37 ¢12) 22) (497)
Debentures - capital securities 221) : 0B . (224)
Mortgage note payable - - ) O 1 )]
Total borrowed funds ' ' (185) - (513) 24) (722)
Total interest-bearing liabilities ‘ : ‘ .. (6,393) (6,820) 740 (12,473)

Net change in interest and dividend income . - - $(1,067) - $(3,236) $1,223 $ (3,080)
Provision for Loan Losses o S e . :
There was no tequired provision for loan losses in 2012, compared to a provision of $5.0 million in 201 1. The
decrease was based on our review of the adequacy of the allowance for loan losses and was primarily attributable to
fewer loans outstandlng and fewer credit rating downgrades in"2012 compared to 2011. A detailed discussion of the
factors and estimates we use in determining the adequacy of the allowance for loan losses can be found under the
caption "Critical Accounting Policies" in this report. :

Noninterest Income

Non1nterest income increased by $1.9 m11110n to $6. 2 million in 2012 and is summarlzed as follows:
For the Year Ended December 31,

(8 in thousands) , ‘ ‘ 2 o /(1 V) ' 2011
Customer service fees - ) : ' : $ 473 $ 441
Income from mortgage lending activities and all other fees (1) . . B 1,169 1,552
Income from the early repayment of mortgage loans (2) e o 5,134 . 2,516 .
Impairment writedowns on investments securities (3) S , (582) (201)

$6,194 $4,308
“(1) Consists mostly of fees from expired loan commitments and loan setvicing, maintenance and inspection charges. :
-(2) Consists of the recognition of 'unearned fees a55001ated with ‘such loans at the time of payoff and the receipt of prepayment
- penalties and interest in certain cases. :
(3) Consists of other than temporary nnpan-ment charges on trust preferred securlty investments (whlch are dlscussed in more detail
in note 2 to the financial statements in thls report).

The increase in noninterest income was primarily due to a $2 6 million 1ncrease in loan prepayment income
partially offset by a $0.4 million increase in security impairment charges.

Noninterest Expenses

The provision for real estate losses amounted to $4.1 million in 2012, compared to $3.3 million in 2011. The provisions
are a result of our penodlc market valuations of the properties we own through foreclosure, which required a higher
level of provisions in 2012. The provisions are a function of lower estimated values on several properties we currently
own or owned through foreclosure durmg the year. Decreases in the estimated fair value of real estate acquired through
foreclosure are recorded as an increase to the corresponding valuation allowance and a charge to the provision for real
estate losses. See the section entitled "Asset Quality" in Item 1 "Business" of this report for a list of real estate owned
and their related net carrying values. ' - ' ' '
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Real estate activities expenses increased to $2.1 million in 2012 from $1.6 million in 2011, primarily reflecting a
higher level of expenses (primarily increased repairs, maintenance and insurance costs) associated with several
properties owned through foreclosure. Additionally, the total expense for 2011 was reduced by a $0.2 million gain
recognized from the transfer of one loan to foreclosed real estate (due to the collateral property's then estimated fair
value being greater than the loan's outstanding balance).

Operating expenses are summarized as follows:
For the Year Ended December 31,

(8 in thousands) 2012 2011
Salaries and employee benefits $ 8316 $ 6,945
Occupancy and equipment, net ‘ 2,059 1,779
Data processing 370 416
Professional fees and services 1,576 1,657
Stationery, printing and supplies 170 161
Postage and delivery 96 92
FDIC insurance 2,352 3,045
General insurance 579 560
Director and committee fees 413 415
Advertising and promotion 17 26
All other expenses 720 765
$16,668 $15,861

Operating expenses increased to $16.7 million in 2012, from $15.9 million in 2011, reflecting primarily a $1.4 million
increase in salaries and employee benefits, partially offset by a $0.7 million decrease in FDIC insurance expense. The
increase in salaries and employee benefits was due to a higher level of stock compensation expense ($0.9 million), the
impact of several new officer positions ($0.3 million), normal salary increases ($0.5 million) and an increased cost of
providing- employee benefits ($0.1 million), partially offset by a hlgher level of direct fee income ($0.4 million)
recognized in accordance with GAAP due to higher loan origination volume. We employed 78 people as of December
31, 2012, versus 75 at December 31, 2011. The lower FDIC insurance expense was primarily a function of a lower level
of deposits outstanding. Our efﬁciency ratio, which is a measure of our ability to control expenses, continued to be
favorable and was 37% for 2012, compared to 34% for 2011.

Stock compensation expense for 2012 amounted to $1.2 million compared to $0.3 million in 2011, with the
increase resulting from stock awards described below. On January 19, 2012, we awarded a total of 465,400 shares
of restricted common stock under our shareholder-approved equity incentive plan as follows: a total of 175,000
shares to our executive officers; a total of 240,000 shares to our non-employee directors; and a total of 50,400
shares to our other officers and employees. For the executive officers, the awards vest in two installments, with two
thirds vesting on the second anniversary of the grant and the remaining one ' third on the third anniversary of the
grant. For the non-employee directors, the awards vest 100% on the first anniversary of the grant. For the other
officers and employees, the awards vest in three equal installments, with one third on each of the first three
anniversaries of the grant date. Vesting is subject to the grantee's continued employment with us, or in the case of
non-employee directors, the grantee continuing to serve as our director, on the aforementioned anniversary dates.
All of the awards are subject to accelerated vesting upon the death or disability of the grantee or upon a change in
control of our Company, as defined in the restricted stock agreements. The grant date fair value for each award was
$2.90 per share, or a total fair value of $1.4 million, based on the closing market price of the common stock on the
grant date of January 19, 2012. Such amount is being recognized as stock compensation expense over the related
vesting periods. There were no equity compensation awards made in 2011. For additional information on
outstanding awards; see note 13 to the financial statements in this report.

Provision for Income Taxes

We recorded a provision for income tax expense of $10.3 million on pre-tax income of $22.5 million in 2012,
compared to a provision of $9.5 million on pre-tax income of $20.8 million in 2011. Our effective tax rate
(inclusive of state and local taxes) was 46% in 2012 and 2011. The provision for income tax expense reflected the
partial utilization of our deferred tax asset. For additional information on our deferred tax asset, see note 14 to the
financial statements in this report.
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Comparison of Results of Operatlons for the Years Ended December 31 2011 and 2010.
Overview

In 2011, we reported net earnings available to common stockholders of $9.5 million, or $0.45 per diluted common share,
compared to a net loss available to common stockholders of $55.0 million, or $4.95 per diluted common share, in 2010.
The results and pér share amounts reported for both periods were net of preferred dividend requirements. The net loss
for 2010 was driven by a bulk sale of nonperforming and underperforming assets and additional loan and real estate loss
provisions due to lower commercial real estate values and a weak economy.

In May 2010, we completed a large bulk sale in order to accelerate the reduction of our problem assets. We sold certain
non-performing and underperforming loans and some real estate owned. The assets sold aggregated to approx1mately
$207 million and consisted of $192.6 million of loans and $14.4 million of real estate. The assets were sold at a
substantial discount to their then net carrying values of $197.7 million for net proceeds of $119.1 million. As a result of
the bulk sale, we recorded a $78.7 million combined provision for loan and real estate losses wh1ch contnbuted
approximately $44 million, or 79%, to our net after tax loss of $55 million in 2010.

Selected information regarding our results of 0perat1ons follows:
: : For the Year Ended December 31

(8 in thousands) ~ . 2011 2010 Change
Interest and dividend income _ - $92,837 $107,072 $(14,235)
Interest expense _ 50,540 62,692 (12,152)
Net interest and dividend income 42,297 44,380 (2,083)
Provision for loan losses : : 5,018 101,463 . e (96,445)
Noninterest income - 4,308 2,110 2,198
Noninterest expenses: : .

Provision for real estate losses . ’ 3,349 15,509 (12,160)

Real estate act1v1t1es expenses . . - 1,619 4,105 (2,486)

Operating expenses : N 15,861 19,069 (3,208)
Earnings (loss) before provision (benefit) for income taxes : 20,758 (93,656).. .114414.
Provision (benefit) for income taxes 9,512 (40,348) - 49,860
Net earnings (loss) 11,246 (53,308) 64,554

-+ Preferred dividend requirements and discount amort1zat10n 1) B (1,730) (1,667) - (63) - .

Net earnings (loss) available to common stockholders L $ 9,516 $ (54,975) .. -~ $64,491

(1) Represents dividend requirements on cumulative preferred stock held by the U.S. Treasury and amortization of related preferred stock
discount. See note 10 to the financial statements in this report.

Net Interest and Dividend Income

Our net interest and dividend income decreased by $2.1 million to $42 3 million in 2011 from $44 4 rmlhon in 2010
which reflected a combination of a planned decrease in. our assets and liabilities as well as: decreased lendmg
opportunities.

Total average interest-earning assets decreased by $171 million from 2010, due to a $231 million decrease in loans (due
to payoffs, normal principal repayments and the bulk sale), partially offset by a $59 million net increase in security and
other short-term investments. The net cash inflows of $171 million funded a $156 million decrease in average deposits
and a $19 million reductlon in average borrowed funds.

Our net interest margin 1mproved to 2.18% from 2.11% in 2010, primarily due to our cost of funds decreasing at a faster
pace than the yield on our interest-earning assets. Our average cost of funds decreased by 37 basis points to 2.83%,
from 3.20% in 2010, while the yield on our average earning assets decreased at a slower pace by 28 basis points to
4.80%, from 5.08% in 2010. The lower yield on interest-earning assets reflected the impact of the bulk sale (which
included the sale of $108 million of TDRs and other loans yielding approximately 5%), payoffs of other higher yielding
loans and calls of security investments, coupled with the reinvestment of a large portion of the resulting cash inflows
into new security investments with lower market interest rates, partially offset by the recovery in 2011 of $0.9 million of
past due interest, including $0.5 million from one nonaccrual loan. The decréase in our average cost of funds was due to
lower rates paid on deposit accounts and the repayment of maturing higher-cost brokered CDs and FHLB borrowings.
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The following table provides information for the periods indicated; the contents of which are described above in a similar table in the section
entitled "Comparison of Results of Operatlons for the Years Ended December 31, 2012 and 2011" under the caption "Net Interest and
Dividend Income."

For the Year Ended December 31

2011 . 2010
o Average Interest Yield/ . Average Interest Yield/
(8 in thousands) ) ' Balance | Inc./Exp. Rate Balance Inc./Exp. Rate
Interest-earning assets: '
Commercial real estate loans ~ $ 905,082 - $58,469 6.46% $1,014,911 $ 64,834 6.39%
Multifamily loans ‘ 333,478 21,425 6.42 . 443,969 28,173 6.35
1-4 family loans 6,336 381 6.01 - 5,161 303 5.87
Land loans ' 11,822 ' 826 6.99 23,074 1,233 5.34
All other loans 1,736 84 484 - 1,889 : 95 5.03
Total loans (1) ' : o 1,258,454 - 81,185 6.45 1,489,004 94,638 6.36
U.S. government agencies securities 651,602 11,046 1.70 583,594 11,776 2.02
Corporate securities : 4,478 48 1.07 . 5,915 62 1.15
FRB and FHLB stock 9,528 539 5.66 10,010 573 5.72
Total securities 665,608 11,633 175 599,519 12,411 2.07
Other interest-earning assets i = 11,806 19 0.16 18,502 23 0.12
Total interest-earning assets 1,935,868 $92,837 4.80% 2,107,025 $107,072 5.08%
Noninterest-earning assets . 88,089 93,411
Total assets $2,023,957 $2,200,436
Interest-bearing liabilities: oo
Interest checking deposits $ 10,381 $ 79  076% $ 9722 $ 97 1.00%
Savings deposits 9,285 58 0.62 10,807 91 0.84
Money market deposits 432,729 3,669 0.85 469,813 5,107 1.09
Certificates of deposit 1,254,755 43,776 3.49 1,373,270 53,692 391
Total deposit accounts ' 1,707,150 47,582 2.79 1,863,612 58,987 3.17
FHLB advances ' 21,574 885 4.10 40,171 - 1,546 3.85
Debentures - capital securities 56,702 2,072 3.65 56,702 2,148 3.79
Mortgage note payable 22 1 4.55 ' 158 11 6.96
Total borrowed funds 78,298 2,958 3.78 97,031 3,705 3.82
Total interest-bearing liabilities 1,785,448 50,540 2.83% 1,960,643 62,692 3.20%
Noninterest-beating deposits ‘ ' 4,293 3,524
Noninterest-bearing liabilities : 43,262 . . 47072
Preferred stockholder's equity 24,041 . 23,668
Common stockholders' equity 166,913 165,529
Total liabilities and stockholders' equity $2,023,957 $2,200,436
Net interest and dividend income/spread : ’ $42,297 1.97% . $ 44,380 1.88%
Net interest-earning assets/margin (2) . $ 150,420 : - 2.18% $ 146,382 2.11%
Ratio of total interest-earning assets
to total interest-bearing liabilities 1.08x 1.08x
Other Ratios: : ' C :
Return on average assets . 0.56% -2.42%
Return on average common equity 6.74% ' -32.20% .
Noninterest expenses to average assets (3) 0.78% 0.87%
Efficiency ratio (4) 34% 41%
Average stockholders' equity to average assets 9.43% 8.60%

(1) Includes average nonaccrual loans of $50.6 million in 2011 and $53 2 million in 2010, Interest not recorded on such loans totaled
$0.8 million in 2011 and $2.9 million in 2010. -

(2) Net interest margin is reported exclusive of income from loan prepayments, which is reported as a component of noninterest income.
Inclusive of income from loan prepayments, the margin would compute to 2.31% and 2.17% for 2011 and 2010, respectively.

(3) Noninterest expenses for this ratio excludes provisions for loan and real estate losses and real estate activities expenses.

(4) Defined as noninterest expenses (excluding provisions for loan and real estate losses and real estate activities expenses) as a percentage of net
interest and dividend income plus noninterest income,
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The following table. provides information regarding changes in interest and dividend income and interest expense. For each category of
interest-earning assets and interest-bearing liabilities, information is provided on changes attributable to (1) changes in rate (change in rate
multiplied by prior volume), (2) changes in volume (change in volume multiplied by prior rate) and (3) changes in rate-volume (change in
rate multiplied by change in volume).

For the Year Ended December 31, 2011 vs. 2010
Increase (Decrease) Due To Change In:

(8 in thousands) . Rate Volume  Rate/Volume Total
_ Interest-earning assets: _ ' » ' ’ '
Loans B ‘ » $ 1,405 $(14,574) $ (284) $(13,453)
Securities : ' ’ (1,879) - 1,336 (235) (778)
Other interest-earning assets- L 7 : 1) 3) 4
Total interest-earning assets ' : o (467) -~ (13,246) (522) (14,235)
Interest-bearing liabilities: : B : ' : :
Interest checking deposits ‘ (23) 7 ) (18)
Savings deposits 24 S(3 4 33)
Money market deposits : ' (1,128) (404) . : 94 - (1,438)
Certificates of deposit - : (5,768) (4,634) 486 (9,916)
Total deposit accounts : (6,943) (5,044) 582  (11,405)
FHLB advances - 100 - (716) 45) - (661)
Debentures - capital securities 79) - 3 (76)
Mortgage note payable “) O)] 3 (10)
Total borrowed funds - 17 (725) (39) (747)
Total interest-bearing liabilities (6,926) (5,769) 543 (12,152)

Net change in interest and dividend income $6,459 $(7.477) . $(1,065) - $(2,083)

Provision for Loan Losses

The provision for loan losses decreased to $5.0 million in 2011 from $101.5 million in 2010. Approximately $73.4
million of the decrease was attributable to the provision recorded in 2010 associated with the May 2010 bulk sale of
loans which did not recur, and the remaining decrease of $23.1 million was attributable to fewer problem loans and
credit rating downgrades and a greater decrease in gross loans outstanding as compared to the prior year period. A
portion of the 2010 provision was also a function of input received from INB's primary regulator, which required INB to
place greater emphasis on peer group analysis when evaluating and computing its allowance for loan losses.

Throughout 2010 and 2011, the weak economy, high unemployment, increased office and retail vacancy rates and an
increased supply of distressed properties for sale in the marketplace at discounted prices significantly reduced
commercial and multifamily real estate values both nationally and in our lending areas. These factors negatively
impacted to varying degrees the estimated fair values of the properties that collateralize our problem loans as well as
those properties we have acquired and own or owned through foreclosure. These factors negatively impacted our loan
and real estate owned portfolios, but to a larger degreein 2010. : Co

Noninterest Income

Noninterest income increased by $2.2 million to $4.3 million in 2011 and is summarized as follows:
For the Year Ended December 31,

(8 in thousands) ' ‘ o 2011 2010
Customer service fees ' : $ 441 7§ 460
Income from mortgage lending activities and all other fees (1) : - 1,552 1,646
Income from the early repayment of mortgage loans (2) - R 2,516 1,420
Loss from early call of investment securities (3) - ©17)
Gain on sale of securities available for sale (4) - 693
Impairment writedowns on investments securities (5) . S : (201) (1,192)

$4,308 $2,110

(1) Consists mostly of fees from expired loan commitments and loan servicing, maintenanice and inspection charges.

(2) Consists of the recognition of unearned fees associated with such loans at the time of payoff and the receipt of prepayment
penalties and interest in certain cases. : i :

(3) Consists of the recognition of any unamortized premium or discount at time of call.

(4) See note 2 to the financial statements in this report for a discussion of the gain.

(5) Consists of other than temporary impairment charges on trust prefeired security investments (which are discussed in more detail
in note 2 to the financial statements in this report). v
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The increase in noninterest income was primarily due to a$1.1 million increase in income from loan prepayments
and a $1.0 million decrease in security impairment writedowns. Loan prepayment income for 2011 included $0.9
million from one loan payoff. C

Noninterest Expenses

The provision for real estate losses decreased to $3.3 million in 2011 from $15.5 million in 2010. Approximately $5.3
million of the decrease was attributable to certain properties sold in the May 2010 bulk sale that did not recur and the
remaining $6.9 million reflected the impact of less real estate owned as well as the results of our periodic market
valuations of the properties we own through foreclosure, which did not require the same level of provisions in 2011.
Decreases in the estimated fair value of real estate acquired through foreclosure are recorded as an increase to the
corresponding valuation allowance and a charge to the provision for real estate losses. See the section entitled "Asset
Quality" in Item 1 "Business" of this report for a list of real estate owned and their related net carrying values.
Real estate activities expenses decreased to $1.6 million in 2011 from $4.1 million in 2010, likewise reflecting a lower
level of real estate owned and associated net carrying expenses. Such expenses are comprised of real estate taxes,
insurance, utilities and other charges, net of any rental income earned, required in protecting our interest in real estate
acquired through foreclosure and various properties collateralizing our nonaccrual loans.
Operating expenses are summarized as follows:

For the Year Ended December 31

(8 in thousands) 2011 2010
Salaries and employee benefits : $ 6,945 $ 6,472
Occupancy and equipment, net 1,779 1,812
Data processing 416 1,712
Professional fees and services 1,657 2,368
Stationery, printing and supplies : : le1r - . 173
Postage and delivery 92 126
FDIC insurance 3,045 4,772
General insurance 560 538
Director and committe¢ fees - : : 415 369
Advertising and promotion 26 : 71
All other expenses . 765 . 656
$15,861 ~ $19,069

Operating expenses decreased to $15.9 miltion in 2011 from $19.1 million in 2010, primarily due to decreases of
$1.7 million in FDIC insurance premiums, $1.3 million in data processing costs and $0.7 million in professional
fees, partially offset by a $0.5 million increase in salaries and employee benefits expense.

The decrease in FDIC insurance premiums was nearly all the result of a change in the FDIC's formula for assessing
premiums resulting from the Dodd-Frank Wall Street Reform & Consumer Protection Act as discussed in the
section "Deposit Insurance Assessments" under the caption "Supervision and Regulation" in Item 1 "Business" of
this report. This change in computing and assessing premiums positively impacted INB's FDIC insurance expense
in 2011 by $1.5 million. o ‘

The decrease in data processing costs is due to the conversion in November 2010 of INB's core data processing
system to a lower-cost provider. The expense for 2010 included a $0.6 million nonrecurring conversion fee
associated with the new software. INB uses a third-party service provider to run its core computer system. The new
system is expected to save approximately $0.8 million annually for the next seven years (as compared to the prior
cost structure).

The decrease in professional fees was primarily due to less legal fees associated with problem loans.

The increase in compensation expense was due to an outstanding common stock award (made in December 2010) and
resulting expense recorded over its vesting period (or $0.2 million for 201 1) in accordance with GAAP (see note 14 to
the financial statements in this report) as well as normal salary increases and increased staff (50.2 million) and a higher
cost of providing medical insurance benefits ($0.1 million). ' '

Our efficiency ratio, which is a measure of our abiiity to control expénées and reflects our expenses as a percentage
of our revenues, improved to 34% for 2011, from 41% for 2010. :
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Provision for Income Taxes

We recorded a provision for income tax expense of $9.5 million on pre-tax income of $20.8 million in 2011,
compared to an income tax benefit of $40.3 million on a pre-tax loss of $93.7 million in 2010. Our effective tax rate
(inclusive of state and local taxes) was 46% in 2011, compared to 43% in 2010. The rate for 2010 was negatively
- impacted to a greater degree by a deductibility limit on certain executive compensation resulting from-IBC's
participation in the TARP program. The expense for 2011 reflected the partial utilization of our deferred tax asset.
For additional information on our deferred tax asset, see note 14 to the financial statements in this report.

Off-Balance Sheet and Other Finahcing Arrangements

We are a party to financial instruments with off-balance sheet risk in the normal course of our business to meet the
financing needs of our customers. For a further information on and discussion of these financial instruments, see
note 18 to the financial statements in this report. '

Liquidity and Capital Resources

General. Liquidity risk involves the risk of being 'unéblé to fund our assets with the appropriate duration and rate-
based liabilities, as well as the risk of not being ible to meet unexpected cash needs. We manage our liquidity
position on a daily basis to assure that funds ate available to meet our operating requirements, loan and investment
commitments, deposit withdrawals and debt service obligations. Our primary sources of funds consist of the
following: retail deposits obtained through INB's branch offices and: the mail; principal repayments of loans;
maturities and calls of securities; borrowings through FHLB advances or the federal funds market; brokered
deposits; and cash flow provided by our operating activities. For additional detail concerning our actual cash flows,
see the statements of cash flows in this report.

Intervest National Bank. INB's lending business is dependent on its ability to generate a positive interest rate spread
between the yields earned on its loans and the rates offered on its deposits. INB relies heavily on certificates of
deposit (time deposits) as its main source of funds and needs. to pay competitive interest rates to attract and.retain
deposits to fund its loan originations. The stability of deposits as a funding source is affected by numerous factors,
including returns available to our depositors on alternative investments, safety and FDIC insurance limits, the
quality of our customer service and other competitive forces. :

At December 31, 2012, INB had cash and short-term investments totaling $58 million and approved commitments
to lend of $20 million (which excludes an additional $42 million of potential new loan commitments that were in
process as of December 31, 2012), most of which are anticipated to be fiunded over the next 12 months from cash
on hand. s A . - ' '
Deposits. At December 31, 2012, total deposits amounted to $1.36 billion consisting of CDs totaling $937 million,
and checking, savings and money market accounts aggregating to $426 million. CDs represented 69% of total
deposits and CDs ‘of $100,000 or more totaled $463 million and included $78 million of brokered deposits.
Brokered deposits had a weighted-average remaining term and stated interest rate of 1.8 years and 4.91%,
respectively, at December 31, 2012, and $38 million mature by December 31, 2013. At December 31, 2012, $519
million, or 55% of total CDs (inclusive of brokered deposits), mature within one year. INB. expects to repay its
brokered deposits as they mature and to retain or replace a significant portion of its remaining maturing CDs,
although no assurance can be given that the deposit restrictions discussed below will not negatively impact INB's
ability to retain or attract deposits in the future. These restrictions may negatively impact INB's ability to offer
competitive deposit rates in its primary deposit-gathering market areas. o

In 2012, INB experienced net deposit outflow of $299 million, consisting of the repayment of $50 million of
maturing brokered deposits and $212 million of other maturing CDs and a $37 million net reduction in money
market and checking deposit accounts. INB has steadily lowered its overall deposit rates offered for its deposit
products since early 2010 to encourage deposit outflow and reduce the overall size of its balance sheet. Depending
on market conditions and available lending opportunities, INB may decrease the size of its balance sheet further in
the near term. INB's total deposits may also decrease further due to the expected repayment of its maturing
brokered deposits and from the potential effects of deposit rate restrictions that have been imposed on INB.

64



As a result of its Formal Agreement with the OCC, its primary regulator, INB is required (in the absence of
obtaining a waiver from the FDIC) to maintain its deposit pricing at or below the national rates published by the
FDIC, plus 75 basis points. The FDIC's national rate is a simple average of rates paid by U.S. depository
institutions as calculated by the FDIC. At December 31, 2012, INB was in compliance with this requirement on all
of its deposit products. Rates offered by INB on certain of its deposit products as of December 31, 2012 ranged as
follows: money market accounts — offered at 0.36% (51 basis points below the maximum); 1 year CD — offered at
0.62% (36 basis points below the maximum); 3 year CD - offered at 1.06% (21 basis points below the maximum);
and 5 year CD — offered at 1.59% (the maximum). Furthermore, INB is not allowed to accept, renew or rollover
brokered deposits without the prior approval of the OCC. INB has not accessed the brokered deposit market since
September 2009. : : :

INB expects to fund future deposit outflow, if any, through a portion of the cash flows from the repayments of
loans and/or expected calls of its agency security investments. INB's current objective is to maintain its deposit
rates at levels that are in compliance with its deposit rate restrictions while attempting to promote a stable deposit
base that can be adjusted to meet its cash flow needs. INB has historically targeted its loan-to-deposit ratio in a
range from 75% to 85%. This ratio stood at 77% as of December 31, 2012.

Loans and Securities. At December 31, 2012, INB had $202 million, or 18%, of its loan portfolio (excluding
nonaccrual loans) scheduled to mature within one year. INB expects to extend or refinance a portion of these
maturing loans. Additionally, over the next twelve months, approximately $222 million of INB's security
investments could potentially be called if interest rates remain at or near current levels. Absent a need for these cash
inflows, a large portion is expected to be reinvested into similar securities, with potentially lower market rates.

Borrowed Funds. In 2012, INB repaid $10.5 million of its maturing FHLB advances and retired early another $7.0
million of FHLB advances prior to their contractual maturity dates. At December 31, 2012, INB had no borrowed
funds outstanding. :

Credit lines. At December 31, 2012, INB had available collateral consisting of investment securities and certain
loans that could be pledged to support an aggregate of approximately $482 million in borrowings from the FHLB
and FRB. INB also had access to overnight unsecured lines of credit from two banks totaling $30 million. This total
borrowing capacity of $512 million represents a decrease of $249 million from December 31, 2011, due to a lower
level of security investments outstanding. At December 31, 2012, INB's secured lines of credit represented
approximately 53% of INB's deposits that are considered sensitive (money-market accounts and all certificate of
deposit accounts (CDs), inclusive of brokered CDs, maturing within one year). In the event that any of INB's
existing lines of credit were not accessible or were limited, INB could designate all or a portion of its un-pledged
U.S. government agency investment securities portfolio as available for sale and sell such securities as needed to
provide liquidity.

Capital Resources. As discussed in note 19 to the financial statements in this report, at December 31, 2012, INB's
regulatory capital ratios exceeded its current minimum requirements and INB does not expect to need additional
capital over the next twelve months.

Intervest Bancshares Corporation. At December 31, 2012, IBC had cash and short-term investments totaling $8.1
million, of which $7.8 million was available for use (inclusive of $6.2 million on deposit with INB). At December
31, 2012, IBC had accumulated and unpaid preferred (TARP) dividends in arrears of $4.2 million and accrued and
unpaid interest of $6.2 million on its outstanding trust preferred securities.

Dividend and Interest Payment Restrictions. IBC has historically received cash dividends from INB to fund the
interest payments due on IBC's trust preferred securities as well as for IBC's payment of preferred dividends. Since
January 2010, INB has suspended the declaration and payment of dividends to IBC as required by INB's primary
regulator, the OCC. Since February 2010, IBC, as required by its primary regulator, the FRB, has also suspended
the declaration and payment of dividends on its capital stock and payment of interest on its trust preferred
securities. Dividends in arrears are recorded as a reduction in common. stockholders' equity only when they are
declared and payable. -
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The regularly scheduled interest payments on the trust preferred securities continue to be accrued and are recorded
as interest expense in our financial statements. The interest and preferred dividend payments referred to above can
only resume at such time as both IBC and INB are permitted to do so and upon the determination that such
payments are consistent with IBC's and INB's overall financial performance and capital requirements.

The deferral of interest payments does not constitute a default under the indentures governing the trust preferred
securities. If IBC misses six quarterly preferred dividend payments, whether or not consecutive, the Treasury, the
current holder of the preferred stock, has the right to appoint two directors to IBC's Board of Directors until all
accrued but unpaid dividends have been paid. As of December 31, 2012, IBC had missed 12 consecutive preferred
dividend payments. During 2012, the Treasury exercised its right and appointed two directors to IBC's board. See
notes 10 and 11 to the financial statements in this report for a further discussion of missed dividend payments.

Capital Resources. As discussed in note 19 to the financial statements in this report, IBC's regulatory capital ratios
at December 31, 2012 exceeded its current minimum requirements and IBC does not expect to need additional
capital over the next twelve months. ‘ T

TARP. As a result of our increased capital levels, we are exploring opportunities to repurchase IBC's securities held by
the U.S. Treasury as part of the Capital Purchase Program. We would also need to repay accrued but unpaid interest on
IBC's junior subordinated debentures as well as dividends in arrears on IBC's Series A preferred stock held by the
Treasury. IBC’s main source of funds to undertake the foregoing actions would require a cash dividend from INB.

The above actions require the approval of both INB's primary regulator, the OCC, and IBC's primary regulator, the
FRB. Late last year, the Treasury announced that it will continue to conduct periodic, individual auctions of TARP
securities it owns, including those of IBC, although the precise timing of any auction is not known. In January 2013,
IBC and INB applied for the necessary approvals from their respective regulators to permit us to bid for the preferred
stock in any such auction. There is no assurance that such approvals will be granted. See note 10 to the financial
statements in this report for a further discussion of the TARP securities. o g e S

Other. We consider our current liquidity and sources of funds sufficient to satisfy our outstanding lending
commitments and maturing liabilities. We are not aware of any trends, known demands, commitments or
uncertainties other than those discussed above in this section or elsewhere in this report that are expected to. have a
material impact on our future operating results, liquidity or capital resources. However, there can be no assurances
that adverse conditions will not arise in the credit and capital markets or from the restrictions placed on us by our
regulators (with respect to brokered deposits, caps on deposit rates offered, payment of cash dividends and interest
on debt obligations and the incurrence of new debt) that would adversely impact our liquidity and ability to raise
funds (through attracting and retaining deposits or from borrowings or sales of assets) to meet our operations and
satisfy our outstanding lending commitments and matufing liabilities or raise new working capital if needed. v
Additional information concerning securities held to maturity, loans, deposits, borrowings and preferred stock, including
interest rates and maturity dates thereon, can be found in notes 2, 3, 7, 8, 9 and 10 to the financial statements in this
report, as well as in various places in Item 1 "Business" of this report.
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Contractual Obligations

The table below summarizes our contractual obligations as of December 31, 2012 due within the periods shown.

Amounts Due In
2014 and 2016 and 2018 and

_ (8 in thousands) Total - - 2013 2015 2017 Later
Deposits with stated maturities $ 936,878 $ 519,236 $270,747 $139,536 $ 7,359
Deposits with no stated maturities 425,741 425,741 - - -
Subordinated debentures - capital securities . 56,702 - - - ‘ 56,702
Mortgage escrow payable and official checks outstanding 24,746 24,746 - - -
Unfunded loan commitments and lines of credit (1) 20,008 20,008 - o - -
Operating lease payments : 17,400 . o1461 3,108 3,010 9,821
Accrued interest payable on deposits 2,379 | 2,379 - Co- -
Accrued interest payable on all borrowed funds 6,228 6,228 - - -
Death benefit payments 438 264 174 - -
Preferred cumulative dividends (2) 1,250 1,250 - - -
Preferred cumulative dividends unpaid and in arrears (3) 4,200 4,200 - . - -

$1,495,970 _$1,005,513 $274,029 $142,546 $73,882

(1) Since some of the commitments are expected to expire without being drawn upon, the total commitment amount does not necessarily
represent future cash requirements.

(2) Assumes $25 million of cumulative preferred stock will be outstanding throhgh December 2013 with a dividend rate of 5% per year.
(3) Assumes dividends in arrears and accrued interest payable on TRUPs will be repaid by December 2013.

Regulatory Capital and Regulatory Matters

IBC and INB are subject to various regulatory capital requirements-énd each is operating under formal agreements with
their respective primary regulator as discussed in more detail in the section "Supervision and Regulation" in Item 1
"Business" and in note 19 to the financial statements in this report.

Asset aneriability Management

We have interest rate risk that arises from differences in the repricing of our interest-earning assets and interest-
bearing liabilities within a given time period. The primary objective of our asset/liability management strategy is to
limit, within established board approved policy guidelines, the adverse effect of changes in interest rates on our net
interest income and capital. We have never engaged in trading or hedging activities, nor invested in interest rate
derivatives or entered into interest rate swaps. ' ’

In order to manage interest rate risk, INB uses a third party vendor to prepare quarterly asset and liability
management reports using an earnings simulation model to quantify the effects of various interest rate scenarios on
INB's projected net interest and dividend income over specified periods, and the related impacts on its balance sheet
and capital. These computations begin with our internally prepared gap analysis which is then further adjusted for
additional assumptions regarding balance sheet growth and composition, and the specific pricing and repricing and
maturity characteristics of INB's assets and liabilities. Gap analysis measures the difference between interest-
earning assets and interest-bearing liabilities that mature or reprice within a given time period. There are numerous
assumptions that are made by us to compute the gap and to run the earnings simulation model. A change in any of
these assumptions could materially alter the results of both.

An asset or liability is normally considered to be interest-rate sensitive if it will reprice or mature within one year or
less. The interest-rate sensitivity gap is the difference between interest-earning assets and interest-bearing liabilities
scheduled to mature or reprice within one-year. A gap is considered positive when the amount of interest rate-
sensitive assets exceeds the amount of interest rate-sensitive liabilities. Conversely, a gap is considered negative
when the opposite is true. In a period of rising interest rates, a negative gap would tend to adversely affect net
interest income, while a positive gap would tend to increase net interest income. In a period of falling interest rates,
a negative gap would tend to increase net interest income, while a positive gap would tend to adversely affect net
interest income. If the repricing of our assets and liabilities were equally flexible and moved concurrently, the
impact of any increase or decrease in interest rates on our net interest income would be minimal.
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A simple interest rate gap analysis by itself may not be an accurate indicator of how net interest income will be
affected by changes in interest rates for the following reasons. Income associated with interest-earning assets and
costs associated with interest-bearing liabilities- may not be affected uniformly by changes in interest rates. In
addition, the magnitude.and duration of changes in interest rates may have a significant impact on net interest
income. For example, although certain assets and liabilities may have similar ‘maturities or periods of repricing,
they may react in different degrees to changes in market interest rates. Interest rates on certain types. of assets and
liabilities fluctuate in advance of changes in general market interest rates, while interest rates on other types may
lag behind changes in market rates. Callable features of certain assets and liabilities, in addition to the foregoing,
may also cause actual experience to vary from the analysis. In addition, certain assets with adjustable rates may
have features generally referred to as "interest rate caps and floors," which limit changes in interest rates on a short-
term basis and over the life of the asset. In the event of a change in interest rates, asset prepayment and early
deposit withdrawal levels also could deviate significantly from those assumed in calculating the interest-rate gap.
The amount of loan prepayments cannot be predicted with accuracy and we experience reinvestment risk associated
with the investment of the resulting proceeds. The ability of many borrowers to service their debts also may
decrease in the event of an interest-rate increase, and the behavior of depositors may be different from those
assumed in the gap analysis. :

As discussed elsewhere in this report, the amount of fixed-rate loans in‘our loan portfolio has increased over the last
several years and such loans constitute approximately 89%, or $989 million, of our loan portfolio at December 31,
2012. We also have loans (approximately 10% or $111 million) in the portfolio that have terms that call for
predetermined increases in the interest rate at various times over the life of the loan. Included in our fixed-rate loans
above is approximately $60 million of loans (originated mostly in 2012) whereby the borrower has the option prior
to maturity and with the payment of a specified fee, to extend the loan for a new term at an interest rate per annum
equal to the greater of the old rate or a new rate based on a fixed spread (ranging from 250 to 300 basis points) over
a specified index, subject to meeting our underwriting requirements.. The future repricing of our loans that have
predetermined rate increases or the aforementioned options may not be at the same magnitude as general changes in
market rates. Our loan portfolio at December 31, 2012 also included approximately 1% or $11 million of floating-
rate loans that have a "floor" or minimum rate that was determined in relation to prevailing market rates on the date
of origination. This floor only adjusts upwards in the event of increases in the loan's interest rate. Our entire loan
portfolio had a short weighted average life of approximately 3.9 years at December 31, 2012. -

The table below summarizes our interest-earning assets and interest-bearing liabilities as of December 31, 2012,
scheduled to mature or reprice within the periods shown.

03 4-12 - © QOver 1-5 Over 5

(8 in thousands) ' - Months Months Years Years Total
Loans (1) $ 74,619 $190,586 $619,290 $180,670 $1,065,165
Loans - performing nonaccrual TDRs (1) 9,290 24,046 2,955 - 36,291
Securities held to maturity (2) : 94,104 193,208 148,410 4,334 440,056
Securities available for sale (2) 1,000 - - : - 1,000
Shortt-term investments . 2,754 - - - 2,754
FRB and FHLB stock 2,303 - - 5,848 8,151
Interest-earning time deposits with banks - - 5,170 - 5,170
Total rate-sensitive assets $184,070 $407,840 $775,825 $190,852  $1,558,587
Deposit accounts (3): ‘ : I . ‘

Interest checking $ 15,185 $ - $ R T $. 15,185

Savings 9,601 - - - 9,601

Money market 395,825 - e 395,825

Certificates of deposit 122,731 396,505 410,283 7,359 936,878
Total deposits 543,342 396,505 410,283 ' 7,359 1,357,489
Debentures (1) 56,702 - - - 56,702
Accrued interest on all borrowed funds (1) 6,228 - - - 6,228
Total borrowed funds 62,930 - - - 62,930
Total rate-sensitive liabilities $606,272 $ 396,505 $410,283 $ 7,359 $1,420,419
GARP (repricing differences) $(422,202) $ 11,335 $365,542 $183,493 $ 138,168
Cumulative GAP $(422,202) $(410,867) $(45,325) $138,168 $ 138,168
Cumulative GAP to total assets (25.3)% 24.71% 2. D% 8.3% 8.3%
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Significant assumptions used in preparing the preceding gap table follow:

(1) Floating-rate loans, loans with predetermined rate increases and floating-rate borrowings are included in the period in which their
interest rates are next scheduled to adjust rather than in the period in which they mature. Fixed-rate loans, including those with options
to extend are scheduled according to their contractual maturities. Deferred loan fees and the effect of possible loan prepayments are
excluded from the analysis. Nonaccrual loans of $9.6 million are also excluded from the table.

(2) Securities are scheduled according to the earlier of their next callable date or the date on which the interest rate is scheduled to change.’
A large number of the securities have predetermined interest rate increases or "steps up" to a specified rate on one or more
predetermined dates. Generally, the security becomes eligible for redemption by the issuer at the date of the first scheduled step-up. The
net carrying value (or $3.7 million) of corporate securities that are on a cash basis of accounting are excluded from the table.

(3) Interest checking, savings and money market deposits are regarded as 100% readily accessible withdrawable accounts and certificates of
deposit are scheduled according to their contractual maturity dates. This assumption contributes significantly to the liability sensitive
position reported per the one-year gap analysis. However, if such deposits were treated differently, the one-year gap would then change
accordingly. It should be noted that depositors may not necessarily immediately withdraw funds in the event deposit rates offered by
INB did not change as quickly and uniformly as changes in general market rates. ' , .

At December 31, 2012, the gap analysis above indicated that our interest-bearing liabilities that were scheduled to

mature or reprice within one year exceeded our interest-earning assets that were scheduled to mature or reprice

within one year. This one-year interest rate sensitivity gap amounted to a negative $411 million, or a negative

24.7% of total assets, at December 31, 2012. As a result of the negative one-year gap, the composition of our

balance sheet at December 31, 2012 was considered "liability-sensitive," indicating that our interest-bearing

liabilities would generally reprice with changes in interest rates more rapidly than our interest-earning assets.

The table below summarizes the results of certain scenarios of our earnings simulation model as of December 31,
2012. The model takes into account our gap analysis as further adjusted by additional assumptions, including
deposit decay factors for both rate and non-rate sensitive deposits. Furthermore; in determining the assumed rates
offered on our deposit accounts in the model, we use internally developed beta factors that utilize historical data
based on a specific time frames for both rising and declining interest rate environments. ‘

Rate Shock Scenario
Base 100 200 300

Net interest and Basis Point Basis Point _ Basis Point
(8 in thousands) Dividend Income Decrease (1) Increase (1) : Increase (2)
Next 12 months $37,807 $37,671 - $36,873 $33,229
% change -0.36% -2.47% -12.11%
Next 13-24 months $42,481 $40,832 $40,363 $38,879
% change -3.88% -4.99% -8.48%
2 Year Cumulative $80,288 $78,503 $77,236 $72,108
% change ‘ -2.22% -3.80% -10.19%

(1) The model for this scenario covers a 24 month horizon and assumes interest rate changes are gradually ramped up or down over a 12

month horizon using various assumptions based upon a parallel yield curve shift and are subsequently sustained at those levels for the
remainder of the simulation horizon. ,

(2) The model for this scenario utilizes an instantaneous parallel rate shock and is maintained at those levels for the entire simulation
horizon. :

A sudden and substantial change in interest rates may adversely impact our net interest and dividend income to a
larger extent than noted above if interest rates on our assets and liabilities do not change at the same speed, to the
same extent, or on the same basis, as those assumed in the model.

Recent Accounting Standards Update

See note 1 the financial statements in this report for a discussion of this topic.
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Impact of Inflation and Changmg Prlces

Our financial statements and related ﬁnanCIal data presented in th1s report have been prepared in accordance with
accounting principles generally accepted in the United States of America, which require the measurement of
financial position and operating results in terms of historical dollars without considering changes in the relative
purchasmg power of money over time due to inflation. The primary impact of inflation on our operations is
reflected in increased opeérating costs. Because virtually all of our assets and liabilities are monetary in nature,
changes in interest rates have a more significant impact on our performance than do the effects of changes in the
general rate of inflation and in prices. Interest rates do not necessar11y move in the same direction or in the same
magnitude as the prices of goods and services. = :

Item 7A. Quantitative and Qualitative Disclosures About Market R1sk

Market risk is the risk of loss from adverse changes in market prices and interest rates. Our market I'ISk arises
primarily from interest rate risk inherent in our lending, security investing, deposrt-taklng and borrowing activities.
We do not engage in and accordingly have no risk related to trading accounts, commodities, interest rate hedges or
foreign exchange. The measurement of market risk associated with financial instruments is meanlngful only when
all related and offsetting on-and off-balance sheet transactions are aggregated and the resulting net positions are
identified. Disclosures about the fair value of ﬁnancral 1nstruments Wthh reflect changes in market prices and rates,
can be found in note 20 to the financial statements included in this report We also actively monitor and manage our
interest rate risk exposure as discussed under the caption "Asset and Liability Management" in this report.

Item 8. Financial Statements and Supplementary Data

Financial Statements . -
- The following are included in this item: -

- Management's Report on Internal Control over Financial Reporting (page 7 1

- Report of Independent Registered Public Accounting Firm on Internal Control (page 72)
- Report of Indépendent Registered Public Accountmg Firm (page 73)
- Consolidated Balance Sheets at December 31, 2012 and 2011 (page 74)
- Consolidated Statements of Operations for the Years Ended December 31, 2012, 201 1 and 2010 (page 75)
- Consohdated Statements of Changes in Stockholders" Equ1ty for the Years Ended '

December 31, 2012, 2011°and 2010 (page 76) , '

- Consolidated Statements of Cash Flows for the Years Ended Decémber 31,2012, 2011 and 2010 (page 77)
- Notes to the Consolidated Financial Statements (pages 78 to 112)

Supplementary Data

Other financial statement schedules and inapplicable periods with respect to schedules listed above are omitted because
the conditions requiring their filing do not exist or the information required thereby is 1ncluded in our financial
statements filed, including the notes thereto. :
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INTERVEST BANCSHARES CORPORATION
ONE ROCKEFELLER PLAZA/NEW YORK, N.Y. 10020-2002
TEL: (212)218-2800 / FAX: (212)218-2808

A BANK HOLDING COMPANY - ‘ N e LOWELL S. DANSKER CHAIRMAN &
) ) ' CHIEF EXECUTIVE OFFICER
INTERVEST NATIONAL BANK ' : i STEPHEN A. HELMAN  VICE PRESIDENT
FDIC INSURED : JOHN J.ARVONIO CHIEF FINANCIAL OFFICER

Management's Report on Internal Control Over Financial Reporting

Board of Directors and Stockholders
Intervest Bancshares Corporatxon
New York, New York:

The management of Intervest Bancshares Corporation and subsidiaries (the "Company”) is responsible for
establishing and maintaining effective internal control over financial reporting, mcludmg safeguarding of assets.
_The Company's internal control structure contains momtormg mechanisms and actions are taken to correct
deficiencies identified.

There are inherent limitations in the effectiveness of any internal control, including the possibility of human
error and the circumvention or overriding of controls. Accordingly, even effective internal control can provide
only reasonable assurance with respect to financial statement preparation. Further, because of changes in
conditions, the effectiveness of internal control may vary over time.

Management assessed the effectiveness of the Company's internal control over financial reporting, including
safeguarding of assets, as of December 31, 2012. This assessment was based on criteria for effective internal
control over financial reporting, including safeguarding of assets, described in "Internal Control — Integrated
Framework," issued by the Committee of Sponsoring Orgamzatxons of the Treadway Commission. Based on
this assessment, management believes that, as of December 31, 2012, the Company mamtamed effective
internal control over financial reporting, including safeguarding of assets.

owell S. Dansker, Chairman and Chlef Executive Officer
(Principal Executive Officer)
February 28, 2013

§ leweri
ohn J. Arvonio, Chief Financial and Accounting Officer

(Principal Financial Officer)
February 28, 2013
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' HACKER, JOHNSON & SMITH PA

Fort Lauderdsle =~ Certified Public Accountants
Fort Myers

Orianda . .

Tampa

Report of Independent Registered Public Accounting Firm on Internal Control

Board of Directors and Stockholders
Intervest Bancshares Corporation
New York, New York:

We have audited Intervest Bancshares Corporation and Subsidiaries (the "Company") internal control over financial
reporting as of December 31, 2012, based on criteria established in Internal Control- Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Companys management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reportmg, included in the accompanying management assessment
report (see prior page). Our responsibility is to express an 0p1mon on the Companys mtemal control over ﬂnanclal
reporting based on our audit. g -

We conducted our audit in accordance thh the standards of the Pubhc Company Accounnng Overmght Board
(United States). Those standards require that we plan and perform the audlt to obtain reasonable assurance about
whether effective internal control over financial reportmg was maintained in all material respects. Our audit included
obtaining an understandmg of internal control over financial reporting, assessing the risk that a material weakness
exists and testing and evaluatmg the deSJgn and operating effectiveness of intérnal control based on the assessed risk.
Our audit also included performing such other procedures as we consrdered necessary in’ the clrcumstances We
believe that our audit prowdes a reasonab]e basm for our opmlon

A company's internal control over financial reportmg 15 a progess desxgned to prowde reasonable assurance regardmg
the reliability of financial reporting and, the preparation of financial statements for, external purposes in accordance
with generally accepted accounting principles. A company's internal control over financial reporting includes those
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the. assets of the. company; (2) provide reasonable assurance that
transactions are recorded as necessary to - perrmt preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance
with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets that could have
a material effect on the financial statements.

Because of i lts mherent hmltatlons, mtemal control over financial . reportmg may not. prevent or detect misstatements.
Also, projections. of any. evaluation of effectiveness to future periods are subject to the risk that the controls may
;become inadequate because of changes in conditions, or that the degree of compliance with the policies-or procedures
‘may deteriorate. e -

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as
of December 31, 2012, based on the criteria established in Internal  Control-Integrated Framework 1ssued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). -

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated financial statements as of December 31, 2012 and 2011 and for each of the years in the three-
year period ended December 31, 2012 of the Company and our report dated February 28 .2013 expressed an
unqualified opinion on those financial statements.

Lol s on e

Hacker, Johnson & Smith, P.A., P.C.
Tampa, Florida
February 28, 2013
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HACKER, JOHNSON & SMITH PA

Fort Lauderdale Certified Public Accountants -
Fort Myers

Qrilando

Tampa

Report of Independent Registered Public Accounting Firm

Board of Directoré and Stockholders | ,
Intervest Bancshares Corporation
New York, New York:

We have audited the -accompanying consolidated balance sheets of Intervest Bancshares Corporation and
Subsidiaries (the "Company") as of December 31, 2012 and 2011 and the related consolidated statements of
operations, changes in stockholders' equity, and cash flows for each of the years in the three-year period ended
December 31, 2012. These financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe- that' our audits provide a reasonable basis for our
opinion. o - '

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of the Company at December 31, 2012 and 201 1, and the consolidated results of
its operations and its cash flows for each of the years in the three-year period ended December 31, 2012, in
conformity with U.S. generally accepted accounting principles. = : '

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the Company's internal control over financial reporting as of December 3 1, 2012, based on the
criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated February 28, 2013 expressed an unqualified
opinion on the effectiveness of the Company's internal control over financial reporting. ‘

Ml QZL// pa,bL.

Hacker, Johnson & Smith, P.A., P.C.
Tampa, Florida ‘
February 28, 2013
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Intervest Bancshares Corporation and Subsidiaries

- Consolidated Balance Sheets

See accompanying notes to consolidated financial statements.
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_ At December 31,
($ in thousands, except par value) 2012 2011
ASSETS .
Cash and due from banks $ 57641 $ 22,992
Federal funds sold and other short-term investments 2,754 6,871
Total cash and cash equivalents 60,395 29,863
Time deposits with banks 25,170 1,470
Securities available for sale (estimated fair value of $1,000) 1,000 S -
Securities held to maturity (estimated fair value of $442,166 and $698,804, respectively) 443,777 700,444
Federal Reserve Bank and Federal Home Loan Bank stock, at cost - 8151 9,249
Loans receivable (net of allowance for loan losses of $28,103 and $30,415, respectively) - 1,079,363 1,133,375
Accrued interest receivable ' 5,191 7,216
Loan fees receivable 3,108 4,188
Premises and equipment, net - 3,878 4,104
Foreclosed real estate (net of valuation allowance of $5 339 and $6, 037 respectlvely) 15,923 28,278
Deferred income tax asset ; 29,234 38,836
Other assets . 10,602 12,517
Total assets $1,665,792  $1,969,540
LIABILITIES
Deposits:
Noninterest-bearing demand deposit accounts $ 5130 $ 4702
Interest-bearing deposit accounts: ‘
Checking (NOW) accounts 15,185 9,915
Savings accounts 9,601 9,505
Money market accounts 395,825 438,731
Certificate of deposit accounts 936,878 - 1,199,171
Total deposit accounts 1,362,619 - 1,662,024
Borrowed funds: : R
Federal Home Loan Bank advances - 17,500
Subordinated debentures - capital securities 56,702 56,702
v Accrued interest payable on all borrowed funds 6,228 - 4,404
Total borrowed funds 62,930 78,606
Accrued interest payable on deposits 2,379 3,676
Mortgage escrow funds payable 17,743 - 19,670
Other liabilities 9,174 8,033
__Total liabilities 1,454,845 1,772,009
Commitments and contingencies (notes 5, 9, 10, 16, 17, 18, 19 and 23)
STOCKHOLDERS' EQUITY -
Preferred stock ($1.00 par value; 300,000 shares authorized; 25,000 issued and outstandmg) 25 25
Additional paid-in-capital, preferred ' 24,975 - 24,975
Preferred stock discount - (376) (762)
Common stock ($1.00 par value; 62,000,000 shares authorized; ' ' .
21,589,589 and 21,125,289 shares issued and outstanding, respectlvely) 21,590 21,125
. Additional paid-in-capital, common S 85,726 - 84,765
~ Unearned compensatlon on restricted common stock awards (715) (483)
Retained earnings 79,722 67,886
Total stockholders' equity 210,947 197,531
. Total liabilities and stockholders' equity - $1,665,792  $1,969,540



Intervest Bancshares Corporation and Subsidiaries

Consolidated Statements of Operations

Year Ended December 31,
($ in thousands, except per share data) 2012 2011 2010
INTEREST AND DIVIDEND INCOME R
Loans receivable $69,679  $81,185  $94,638
Securities <5 7,559 11,633 . 12,411
Other interest-edarning assets 46 19 23
Total interest and dividend income 77,284 92,837 .. 107,072
INTEREST EXPENSE '
Deposits - 35,831 47,582 58,987
Subordinated debentures - capital securities 1,848 2,072 2,148
FHLB advances and all other borrowed funds 388 886 1,557
Total interest expense 38,067 50,540 62,692
Net interest and dividend income 39,217 . 42,297 44380
Provision for loan losses , - . 5,018 101,463
Net interest and dividend income (expense) after provision for loan losses 39,217 37,279 (57,083)
NONINTEREST INCOME . _ .
Income from the early repayment of mortgage loans 5,134 2,516 1,420
Income from mortgage lending activities 1,169 1,507 1,646
Customer service fees 473 441 460
Gain from sales of securities available for sale - - 693
Loss from early call of investment securities - - 917)
Impairment writedowns on investment securities (582) (201) (1,192)
All other - 45 -
Total noninterest income 6,194 4308 2,110
NONINTEREST EXPENSES
Salaries and employee benefits 8,316 6,945 6,472
Occupancy and equipment, net 2,059 1,779 1,812
Data processing 370 . 416 1,712
Professional fees and services 1,576 . 1,657 2,368
Stationery, printing, supplies, postage and delivery 266 253 299
FDIC insurance 2,352 3,045 4,772
General insurance . 579 560 538
Director and committee fees 413 415 369
Advertising and promotion 17 26 71
Real estate activities 2,146 1,619 4,105
Provision for real estate losses - 4,068 - 3,349 15,509
Loss on early extinguishment of debt 177 - -
All other 543 765 656
Total noninterest expenses 22882 20829 38,683
Earnings (loss) before provision (benefit) for income taxes 22,529 . 20,758  (93,656)
Provision (benefit) for income taxes 10,307 9,512  (40,348)
Net earnings (loss) 12,222 11,246~ (53,308)
Preferred stock dividend requirements and discount a,rnortlzauon 1,801 1,730 1,667
Net earnings (loss) available to common stockholders ' $10,421 $9,516.  $(54,975)
Basic earnings (loss) per common share $ 048 $ 045 § (4.95)
Diluted earnings (loss) per common share - -$ 048 $ 045 § (495
Cash dividends per common share $ -

'8 -

See accompanying notes to consolidated fi nanczal statements. - -
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Intervest. Bancshares Corporation-and Subsidiaries
Consolidated Statements of Changes in Stockholders' Equity

Year Ended December 31,
(8 in thousands) ' 2012 2011 2010

PREFERRED STOCK i ‘

Balance at beginning and end of year $ 25 §. .25 $ 25

ADDITIONAL PAID-IN-CAPITAL, PREFERRED ‘ '

Balance at beginning and end of year i . 24,975 24975 . 24975

PREFERRED STOCK DISCOUNT o ; ' L

Balance at beginning of year . (62) . (1,148) (1,534)
Amottization of preferred stock discount . 386 386 "~ 386

Balance atend of year .~ . e ' (376) (762) (1,148)

COMMON STOCK - T j i } o

Balance at beginning of year o « » ' 21,125 21,126 8,095
Issuance of 850,000 shares in a private placement ’ ' o v - - 850
Issuance of 11,686,377 shares in a public offering ] o v - ) - 11,686
Issuarice of 100 shares upon exercise of common stock options S : ' - - -
Issuance of 465,400 shares and 319,300 shares of restricted stock ; - 466 ' - 319
Forfeitures of 1,200 and 1,200 shares of restricted stock ' ' 1) ' . -

Issuance of 580,000 shares upon conversion of Class B common stock R : - - - 580
Retirement of 404,339 shares of treasury stock i ' L - - (404)

Balance at end of year - gt 21,590 21,125 21,126

CLASS B COMMON STOCK , o

Balance at beginning of year . . . . e e R - . 580
Conversion of 580,000 shares into common stock o ) L o - - = (580)

Balance at end of year L - - -

. - ADDITIONAL PAID-IN-CAPITAL, COMMON . : ,

Balance at beginning of year _ 84,765 . 84,705 - 81,353
Issuance of 850,000 shares in a private placement, net of issuance costs . - - - - . 3,145
Issuance of 11,686,377 shares in a public offering, net of issuance costs . B - - 9331
Issuance of 465,400 and 319,300 shares of restricted stock o o 884 - 431
Forfeitures of 1,200 and 1,200 shares of restricted stock N - @ ¢)) -
Retirement of 404,339 shares of treasury stock o . - 9,596)
Compensation expense related to grants of stock options - o 79 . 62 41

Balance at end of year _ 85,726 84,765 84,705

UNEARNED COMPENSATION ON RESTRICTED COMMON STOCK AWARDS _ S o

Balance at beginning of year ’ (483) (749 -
Issuance of 465,400 and 319,300 shares of restricted stock o : 1350y - (750
Amortization of unearned compensation to compensation expense . DR 8 266 1

Balance at end of year (715) (483) (749)

RETAINED EARNINGS : .

Balance at beginning of year . 67,886 57,026 ... :.. 110,560
Net earnings (loss) for the year R co 12,222 11,246 (53,308)
Preferred stock dividends accrual reversal e e ‘. . - - 160
Preferred stock discount amortization e (386) .. . . (386) (386)

~_Balance at end of year g R . . - 79,722 - 67,886 57,026
" TREASURY COMMON STOCK i T ‘ - , T ‘

Balance at beginning of year ' o ' S - T (10,000)
Retirement of 404,339 shares of treasury stock ) ‘ ) - - 10,000

Balance af'end of year ) s . e - Ce e -

Total stockholders' equity at endofyear -~ - -~ - o e AR ' $210,947 - $197,531 - $185,960

Total preferred stockholder's equity at end of year C 0 $ 24,624 '$ 24238 ° 8§ 23,852

Total commion stockholders' equity at end of year 186,323 173,293 162,108

Total stockholders' equity at end of year : ‘ $210,947 $197,531 - $185,960

RECONCILIATION OF COMMON SHARES OUTSTANDING e ' E ’ -

Total shares outstanding at beginning of year : o e 21,125,289 21,126,489 - 8,270,812
Issuance of shares in a public offering and private placement A . R ; -0 12,536,377
Issuance of shares upon exercise of options R : . U . . 100 - -
Issuance (forfeitures) of restricted shares, net L ) 464,200 (1,200) - 319,300

" Total shares outstan'ding atend of year S o B 21,589,589 21,125,289 21,126,489

See accompanying notes to consolidated financial statements.
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- Intervest Bancshares Corporation and Subsidiaries
- Consolidated Statements of Cash Flows

Year Ended December 31,
(3 in thousands) 2012 2011 2010
OPERATING ACTIVITIES
Net-earnings (loss) ' $ 12,222 $ 11,246  $ (53,308)
Adjustments to reconcile net earnings (loss) to net cash provided by operating activities: »
Depreciation and amortization 345 357 368
Provisions for loan and real estate losses 4,068 8,367 116,972
Deferred income tax expense (benefit) 9,602 ‘8,243 (29,035)
Compensation expense related to grants of common stock and options 1,194 326 41
Amortization of deferred debenture offering costs 37 37 37
Amortization of premiums (accretion) of discounts and deferred loan fees, net 395 (1,448) 951
Net gain from sale of securities available for sale - - (693)
Net loss (gain) on sales/transfers of foreclosed real estate 93 (188) 127
Net gain from sale of premises - 44) -
Net loss on early extinguishment of debt 177 - -
Impairment writedowns on investment securities 582 201 1,192
Net increase in accrued interest payable on debentures 1,867 2,099 2,177
Net increase (decrease) in official checks outstanding 2,003 (1,605) 1,389
Net decrease in loan fees receivable 1,080 1,282 - 2,420
Net change in all other assets and liabilities 3,506 17,244 (5,798)
Net cash provided by operating activities 37,171 46,117 36,840
INVESTING ACTIVITIES..
Maturities and calls of securities held to maturity 692,193 807,038 789,442
Purchases of securities held to maturity (438,671) (894,680) - (798,231)
Purchases of securities available for sale (1,000) - -
Purchases of interest-earning time deposits with banks (3,700) (1,470) -
Proceeds from sales of securities available for sale - - 24,772
Proceeds from sales of foreclosed real estate 8,749 - 14,035
Proceeds from sales of loans in bulk sale - - 110,001
Proceeds from sales of premises - 379 -
Repayments of loans receivable, net of originations 53,643 161,592 116,640
Redemptions of FRB and FHLB stock, net of purchases 1,098 406 1,053
Purchases of premises and equipment (119) (184) (56)
Net cash provided by investing activities 312,193 73,081 257,656
FINANCING ACTIVITIES
Net decrease in deposits (299,405) (104,059)  (263,901)
Net decrease in mortgage escrow funds payable (1,927) (1,039) (3,654)
Net decrease in FHLB advances - original terms of 3 months or less - - (11,000)
Net decrease in FHLB advances - original terms of more than 3 months (17,500) (8,000) (25,000)
Principal repayments of mortgage note payable . - (148) (19)
Cash received from issuance of common stock, net of issuance costs - - 25,012
Net cash used in financing activities (318,832) (113,246)  (278,562)
Net increase in cash and cash equivalents 30,532 5,952 15,934
Cash and cash equivalents at beginning of year 29,863 23,911 7,977
Cash and cash equivalents at end of year $- 60,395 $29.863 $ 23911
SUPPLEMENTAL DISCLOSURES _ ‘
Cash paid for interest $ 37,503 $ 49342 $ 62,120
Cash paid for (received from refunds of) income taxes, net 734 . (10,340) 929
Loans transferred to foreclosed real estate 4,689 4,375 40,885
Loans originated to finance sales of foreclosed real estate 4,134 - 16,016
Loans held to maturity transferred to loans available for sale - - 110,001
Preferred stock dividend requirements and amortization of related discount 1,801 1,730 1,667
Securities held to maturity transferred to securities available for sale - - 24,079

See accompanying notes to consolidated financial statements.
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Intervest Bancshares Corporation and Subsidiaries
Notes to Consolidated Financial Statements
‘For the Years Ended December 31,2012, 2011 and 2010

1. Description of Business and Summary of Significant Accounting Policies

Intervest Bancshares Corporation (IBC) is a bank holding company incorporated in 1993 under the laws of the State
of Delaware and its common stock trades on the Nasdaq Global Select Market under the symbol IBCA. IBC is the
parent company of Intervest National Bank (INB) and IBC owns 100% of its capital stock. IBC's primary purpose is
the ownership of INB. It does not engage in any other business activities other than, from time to time, a limited
amount of real estate mortgage lending, including the participation in loans originated by INB. IBC also may issue
debt and equity securities as needed to raise funds for working capital purposes. S

" IBC also owns 100% of the capital stock of four statutory business trusts (Intervest Statutory Trust II, III, IV and V),

" all of which are unconsolidated entities for financial statement purposes. The trusts do not conduct business and were
" formed prior to 2006 for the sole purpose of issuing and administering trust preferred securities and lending the
proceeds to IBC. Prior to 2011, IBC also owned 100% of Intervest Mortgage Corporation (IMC) whose business had

focused on commercial and multifamily real estate lending funded by the issuance of its subordinated debentures in
public offerings. IMC was merged into IBC effective January 1, 2011 and IMC's then remaining net assets of $9.5
million were transferred to IBC. | ' o ' "

References to "we," "us" and "our" in this report refer to IBC and its consolidated subsidiaries on a consolidated basis,
- unless otherwise specified. The offices of IBC and INB's headquarters and full-service banking office are located on
the entire fourth floor of One Rockefeller Plaza in New York City, New York, 10020-2002. The main telephone
" number is 212-218-2800. ' ' : o ‘ : '

" Our business is banking and real estate lending conducted through INB's operations. INB is a nationally chartered
commercial bank that opened on April 1, 1999 and accounts for 99% of our consolidated assets. In addition to its
headquarters and full-service banking office in Rockefeller Plaza in New York City, INB has a total of six full-service
banking offices in Pinellas County, Florida - four in Clearwater, one in Clearwater Beach and one in South Pasadena. INB
"also has an ownership interest in a number of limited liability companies whose sole purpose is to own title to real estate
" INB acquires through foreclosure. INB conducts a personalized commercial and consumer banking business that attracts
"deposits from ‘the general public. It also providés internet banking services through its web site
www.intervestnatbank.com. INB solicits deposit accounts from individuals, small businesses and professional firms
Jocated throughout its primary market areas in New York and Florida through the offering of a variety of deposit products
and providing online and telephone banking. INB's web site also attracts deposit customers from both within and outside
its primary market areas. INB uses these deposits, together with funds generated from its operations, principal repayments
_of loans and securities and other sources, to originate mortgage loans secured by commercial and multifamily real estate

and to purchase investment securities. :
Principles of Consolidation, Basis of Presentation and Use of Estimates

The consolidated financial statements in this report (which may also be referred to as "financial statements” throughout this
report). include the accounts of IBC and its consolidated subsidiaries. All significant intercompany balances and
transactions have been eliminated in consolidation. Certain reclassifications have been made to prior year amounts to
- conform to the current ‘year's presentation. Our accounting and reporting policies conform to Generally Accepted
- Accounting Principles ("GAAP") and to general practices within the banking industry. . - R

In preparing the consolidated financial statéments, we are required to make estimates and assumptions that affect the
reported amounts of our assets, liabilities and disclosure of our contingent liabilities as of the date of the consolidated
. financial statements, and revenues and expenses during the- reporting periods. Actual results could differ from those
estimates. Estimates that are particularly susceptible to significant change currently relate to the determination of our
- allowance for loan losses, valuation allowance for real estate losses, other than temporary impairment assessments of our
security investments and the need for and amount of a valuation allowance for our deferred tax asset. These estimates
involve a higher degree of complexity and subjectivity and require assumptions about highly uncertain matters: :Current
market conditions increase the risk and complexity of the judgments in these estimates ‘ SRR
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1. Description of Business and Summary of Significant Accounting Policies, Continued

Cash Equivalents

For purppsés of reporting cash flows, our cash equivalents include cash and balances due from banks, federal funds sold
~ (generally sold for one-day periods) and other short-term investments that have maturities of three months or less from the
time of purchase. ‘ ' : ' S

Securities

General. Securities for which we have the ability and intent to hold until maturity are classified as securities held to
maturity and are carried at cost, adjusted for accretion of discounts and amortization of premiums, which are recognized
into interest income using the interest method over the period to maturity. Securities that are held for indefinite periods of
time which we intend to use as part of our asset/liability management strategy, or that may be sold in response to changes
in interest rates or other factors, are classified as available for sale and are carried at fair value. Unrealized gains and losses
on securities available for sale, net of related income taxes, are reported as a separate component of comprehensive
income. Realized gains and losses from sales of securities are determined using the specific identification method. We do
not purchase securities for the purpose of engaging in trading activities. v

Impairment. We evaluate our security investments for other than temporary impairment ("OTTI") at least quarterly or
more frequently when conditions warrant such evaluation. Impairment is assessed at the individual security level. We
consider an investment security to be impaired if, after a review of available evidence, the full collection of our principal
investment and interest over the life of the security is no longer probable. The assessment for and the amount of
impairment requires the exercise of considerable judgment by us and is entirely an estimate and not a precise
~ determination. : B '

Our impairment evaluation process considers factors such as the expected cash flows of the security, severity, length of
time and anticipated recovery period of the cash shortfalls, recent events specific to the issuer, including investment
downgrades by rating agencies and current and anticipated economic and regulatory conditions of its industry, and the
issuer's financial condition, capital strength and near-term prospects. We also consider our intent and ability to retain the
security for a period of time sufficient to allow for a recovery in fair value, or until maturity. Among the factors that we
consider in determining our intent and ability to retain the security is a review of our capital adequacy, interest rate risk
position and liquidity. If it is deemed that OTTI has occurred, the security is written down to a new cost basis and the
 resulting loss is charged to operations as a component of noninterest income.

INB is a member of the Federal Home Loan Bank of New York (FHLB) and Federal Reserve Bank of New York (FRB)
and is required hold a certain level capital stock of each entity based on various criteria. These investments are carried at
cost and are also periodically reviewed for OTTL

Loans Receivable

General. Loans for which we have the intent and ability to hold for the foreseeable future or until maturity or satisfaction
are carried at their outstanding principal net of chargeoffs, the allowance for loan losses, unamortized discounts and
deferred loan fees or costs. Loan origination and commitment fees, net of certain costs, are deferred and amortized to
interest income as an adjustment to the yield of the related loans over the contractual life of the loans using the interest
method. When a loan is paid off or sold, or if a commitment expires unexercised, any unamortized net deferred amount is
credited or charged to operations. ' -

Loans are placed on nonaccrual status when principal or interest becomes 90 days or more past due or earlier in certain
cases unless the loan is well secured and in the process of collection. Past due status is based on contractual terms of the
loan. When a loan is placed on nonaccrual status, all interest accrued but not collected is reversed against interest income
and amortization of net deferred fee income is discontinued. Interest payments received on loans in nonaccrual status are
recognized as income on a cash basis unless future collections of principal are doubtful, in which case. the payments
received are applied as a reduction of principal. C :
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Loans Receivable, Continued

Loans are returned to accrual status when all the principal and interest amounts contractually due are brought current and
future ‘paym"énts are reasonably assured. For loans that have been partially charged off, if the remaining book balance of
the loan is deemed fully collectible, interest income is recognized on a cash basis but limited to that which would have
been accrued on the recorded balance at the contractual rate. Any cash interest received over this limit is recorded as
recoveries of prior charge offs until these chargeoffs have been fully recovered. ‘ '

Segments. We consider our loan portfolio to be comprised of two segments - (i) real estate loans (which is comprised of
loans secured by commercial real estate and multifamily (5 or more units) real estate, loans secured by vacant land and
loans secured by 1-4 family real estate) and (ii) all other loans (which is comprised of personal and business loans, both
~ secured and unsecured). Each segment has different risk characteristics and methodologies for assessing risk.

Commercial and multifamily real estate loans are generally: considered. to have more credit risk than traditional single
family residential loans because these loans tend to involve larger loan balances and their repayment is typically dependent
~upon the successful operation and management of the underlying real -estate. Included in this category are loans we
. originate on vacant or substantially vacant properties and owner-occupied properties, all of which typically have limited or
1o income streams and depend upon other sources of cash flow from the borrower for repayment, which add an additional
element of risk. Our land loans normally have no income streams and depend upon other sources of cash flow from the
borrower for repayment. Our 1-4 family loans consist almost entirely of loans secured by individual condominium
dwelling units. We normally make these loans to investors who purchase multiple condo units that remain unsold after a
condo conversion or the unsold. units in‘a new, condo development: The units are normally rented for a number of years
. until the economy improves and the units can be sold as was the original intention. Nearly all of these loans are in our

Florida market. Although these loans are classified necessarily as loans secured by 1-4 family real estate as required by
regulatory guidance, they are underwritten in accordance with our commercial and multifamily underwriting polices and
their risk ‘characteristics are essentially the same as our multifamily real estate lending and we risk weight them for
 regulatory capital purposes at 100%. All the above loans requite ongoing evaluation and monitoring since they may be
affected to a greater degree by adverse conditions in the real estate markets or the economy or changes in government
regulation. S :

Our real estate loans typically provide for periodic payments of interest and principal during the term of the loan, with the
remaining principal balance and any accrued interest due at the maturity date. Most of these loans provide for balloon
payments at maturity, which means that a substantial part of or the entire original principal amount is due in one lump sum
- payment at maturity. If the net revenue from the property, is not sufficient to make all debt service payments due on the
Joan or, if at maturity or the due date of any balloon payment, the owner. of the property fails to raise the funds (through
refinancing the loan, sale of the property or otherwise) to make the lump sum payment, we could sustain a loss on our loan.
As part of our written policies for real estate loans, loan-to-value ratios (the ratio that the original principal amount of the
Toan bears to the lower of the purchase price or appraised value of the property securing the loan at the time of origination)
on loans originated by us typically do not exceed 80% and in practice, rarely exceed 75%. Debt sefvice coverage ratios
(the ratio of the net operating income generated by the property securing the loan to the required debt service) on multi-
~ family and commercial real estate loans originated typically are not less than 1.2 times. As noted earlier, we may originate
" mortgage loans on vacant or substantially vacant properties and vacant land for which there is limited or no cash flow
being generated by the operation of the underlying real estate. We may also require personal guarantees from the principals
* of our borrowers as additional security, although loans are often originated on a limited recourse basis. In originating loans,
" we consider the ability of the net operating income generated by the real estate to support the debt service, the financial
resources, income level and managerial expertise of the borrower, the marketability of the property and our lending
experience with the borrower. Our loans are not insured or guaranteed by governmiental agencies. In the event of a default,
our ability to recover our investment is dependent upon the market value of the mortgaged property.
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1. Description of Business and Summary of Significant Accounting Policies, Continued

Loans Receivable, Continued

The "all other loans" segment is comprised of a small number of business and consumer loans that are extended for various
purposes, including lines of credit, personal loans, and personal loans collateralized by deposit accounts. Repayment of
consumer loans is primarily dependent on the personal income of the borrowers, which can be impacted by economic
conditions in their market aréas such as unemployment levels. Loans to busmesses and consumers are extended after a
credit evaluation, including the creditworthiness of the borrower, the purpose of the credit, and the secondary source of
repayment. Risk is mitigated somewhat by the fact that the loans are of smaller individual amounts. :

Risk ratings. We categorize our loans into various risk categones based on an individual analysis of each loan using
relevant information about the ability of borrowers to service their débt, including an ana1y51s of the collateral's value and
cash flows, current financial information about the borrower, historical payment experience, credit documentation and
other available information. All of our loans are assigned a risk grade upon based on our interpretation and conclusions on
of the above data. Loans are normally classified as pass credits until they become past due or management becomes aware
of deterioration in the credit worthiness of the collateral or the borrower based on the information we collect and monitor.
Loans that are classified as substandard or special mention are reviewed at least quarterly to determine if they are
appropnately classified. Further, during the renewal process of any loan, as well as if a loan becomes past due, the loans
risk rating is also reviewed for appropriateness. S

Our internally assigned risk grades are as follows:
Pass — Loan's primary source of repayment is satisfactory, with- secondary sources very 11ke1y to be realized if necessary

Special Mention — Loan has potential weaknesses that deserve close attention. If left uncorrected, these potential
weaknesses may result in the deterioration of the loan's repayment prospects or our credit position at some future date.

Substandard — Loan is 1nadequately protected by the current worth and paylng capacity of the obligor or of the collateral
pledged. Such loans have a well-defined weakness or weaknesses that jeopardize the full repayment of the loan. They are
characterized by the distinct possibility that we will sustain some loss if the deficiencies are not corrected.

Doubtful — Loan has all the weaknesses inherent in one classified substandard with the added characteristics that the
weaknesses make collection or liquidation in full, on the basis of currently existing facts, conditions, and values, highly
questionable and improbable. :

Loss — Loan is considered uncollectible and of such little value that continuance as an asset is not warranted. This
classification does not mean that the asset has absolutely no recovery or salvage value, but rather it is not practical or
desirable to defer writing off this basmally Worthless asset even though partial recovery may be occur in the future.

Restructured Loans (TDRs). A TDR is a loan that we have restructured, for economic or legal reasons related to a
borrower's financial difficulties, and for which we have granted certain concessions to the borrower that we would not
otherwise have considered. In order to be considered a TDR, we must conclude that the restructuring was to a borrower
who is experiencing financial difficulties and the restructured loan constitutes a "concession". We define a concession as a
modification of existing terms granted to a borrower for economic or legal reasons related to the borrower’s financial
difficulties. Concessions include modifying the original loan terms to reduce or defer cash payments required as part of the
loan agreement, including but not limited to: a reduction of the stated interest rate for the remaining original life of the
debt; an extension of the maturity date or dates at an interest rate lower than the current market rate for new debt with
similar risk characteristics, a reduction of the face amount or maturity amount of the debt, or a reduction of accrued interest
owed on the debt. A loan that is extended or renewed at a stated 1nterest rate equal to the current interest rate for a new
loan originated by us with similar risk is not reported as a TDR.
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1. Description of Business and Summary of Significant Accounting Policies, Continued

Loans Receivable, Continued

In determining whether the borrower is experiencing financial difficulties; we consider, among other things, whether the
borrower is in default on its existing loan, or is in an economic position where it is probable the borrower will be in default
on its loan in the foreseeable future without a medification, including whether, without the modification, the borrower
cannot obtain sufficient funds from other sources at an effective interest rate equal to the current market rate for similar
debt for a non-troubled debtor. TDR loans are reviewed for specific impairment in accordance with our allowance for loan
loss methodology with respect to impaired loans. A TDR that is on nonaccrual status is returned to an accrual status if
ultimate collectability of the entire contractual principal is assured and the borrower has demonstrated satisfactory payment
performance either before or after the restructurmg, usually con51st1ng of a six-month period.

Impaired Loans. Loans are deemed to be 1mpa1red when, based upon current information and events, it is probable that we
will be unable to collect both principal and interest due according to the loan's contractual terms. We consider a variety of
factors in determining whether a loan is impaired, including (i) any notice from the borrower that the borrower will be
~unable to repay all principal and interest amounts contractually due under the loan agreement, (ii) any delinquency in the
principal and/or interest payments other than minimal delays or shortfalls in payments, and (iii) other information known
by us that would indicate the full repayment of principal and interest is not.probable. We generally consider delinquencies
of 60 days or less to be minimal delays, and accordingly we do not consider such delinquent loans to be impaired in the
absence of other indications.

Our impaired loans normally consist of loans on nonaccrual status and TDRs. Generally, impairment for all of our
impaired loans is calculated on a loan-by-loan basis using either the estimated fair value of the loan's collateral less
estimated selling costs (for collateral dependent loans) or the present value of the loan's cash flows (for non-collateral
dependent loans). Any calculated impairment is recognized as a valuation allowance within the overall allowance for
loan losses and a, charge through the provision for loan losses..We may charge off any portion of the impaired loan
with a corresponding decrease to the valuation allowance when such impairment is deemed uncollectibie and
confirmed as a loss. The net carrying amount of an 1mpa1red loan (net of the valuation allowance) does not at any time
exceed the recorded investment in the loan.

Allowance for Loan Losses and Loan Chargeoffs

The allowance for loan losses, which includes a valuation allowance for impaired loans is netted agamst loans receivable
“and is increased by provisions charged to opérations and decreased by chargeoffs (net of recoveries). The adequacy of the
allowance is evaluated at least quarterly with consideration given to various factors beginning with our historical lending
loss rate for each major loan type (exclusive of the impact of any transaction that is unusual and deemed not reflective of
normal charge-off history). The historical loss rate is then adjusted either upward or downward based on a review of the
following qualitative factors and their estimated ‘impact to the historical loss rate: (i) the size of our loans; (ii)
concentrations of our loans; (iii) changes in the quality of our review of specific problem loans, including loans on
nonaccrual status, and estimates of fair value of the underlying properties; (iv) changes in the volume of our past due
loans, nonaccrual loans and adversely classified assets. (iv) specific problem loans and estimates of fair value of the
" related collateral; (v) adverse situations which may affect our borrowers' ability to repay; (vi) changes in national,
regional and local economic and business conditions and other developments that may affect the collectability of our
loan portfolio, including impacts of political, regulatory, legal and competitive changes on the portfolio; (vii) changes
to our lending policies and procedures, underwriting standards, risk selection (loan volumes and loan terms) and to
our collection, loan chargeoff and recovery practices; and (viii) changes in the experience, ability and depth of our
lending management and other relevant staff. - :
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1. Description of Business and Summary of Significant Accounting Policies, Continued

Allowance for Loan Losses and Loan Chargeoffs, Continued

We fully or partially charge off an impaired loan when such amount has been deemed uncollectible and confirmed as a
loss. In the case of impaired collateral dependent loans, we normally charge-off the portion of the loan’s recorded
investment that exceeds the appraised value (net of estimated selling costs) of its underlying collateral. The remaining
portion of the valuation allowance that we have provided and maintain on all of our impaired loans for the difference
between the net appraised value and our internal estimate of fair value of the collateral is charged off only when such
amount has been confirmed as a loss, either through the receipt of future appraisals or through our quarterly evaluation of
the factors described below. . :

Consistent with regulatory guidance, we normally maintain a specific valuation allowance on each of our impaired loans.
We believe it is prudent to do so because the process of estimating real estate values is imprecise and subject to changing
market conditions which could cause fluctuations in estimated values. Estimates are subjective in nature, involve
uncertainties and matters of significant judgment and therefore, cannot be determined with precision. Changes in any of
the market assumptions could cause fair value estimates to deviate substantially. Furthermore, commercial real estate
markets and national and local economic conditions remain weak; unemployment rates and vacancy rates in retail and
office properties continue to be high; and the timing of the resolution of impaired loans in many cases remains uncertain,
which increases the negative impact to the portfolio from further declines in real estate values.

Regulatory guidelines require that the appraised value of collateral should be used as a starting point for determining its
estimated fair value. An institution should also consider other factors and events in the environment that may affect the
current fair value of the collateral since the appraisal was performed. The institution’s experience with whether the
appraised values of impaired collateral-dependent loans are actually realized should also be taken into account. In addition,
the timing of when the cash flows are expected to be received from the underlying collateral could affect the fair value of
the collateral if the timing was not contemplated in the appraisal. The consideration of all the above generally results in the
appraised value of the collateral being greater than the institution’s estimate of the collateral’s fair value, less estimated
costs to sell. As a consequence, an institution may necessarily still have a specific reserve on an impaired loan (whether or
not a charge off has been taken) for the amount by which the institution’s estimated fair value of the collateral, less
estimated costs to sell, is believed to be lower than its appraised value. As a result, we maintain a specific valuation
allowance on all of our impaired loans for the reasons described above

We estimate the fair value of the properties that collaterahze our impaired loans based on a variety of mfonnatlon,
including third party appraisals and our management’s Judgment of other factors. Our internal policy is to obtain externally
prepared appraisals as follows (i) for all impaired loans; (ii) for all restructured or renewed loans; (iii) upon classification or
downgrade of a loan; (iv) upon accepting a deed in lieu of foreclosure; (v) upon transfer of a loan to foreclosed real estate;
and at least annually thereafter for all impaired and substandard rated loans and real estate owned through foreclosure. In
addition, we also consider the knowledge and experience of our two senior lending officers (our Chairman and INB's
~ President) and INB's Chief Credit Officer related to values of properties in our lending markets. They take into account
various information, including: discussions with real estate brokers and interested buyers, local and national real estate
market data provided by third parties; the consideration of the type, condition, location, demand for and occupancy of the
specific collateral property and current economic and real estate market conditions in the area the property is located in
assessing our internal estimates of fair value.

Our regulators, as an integral part of their examination process, also periodically review our allowances for loan and real
estate losses. Accordingly, we may be required to take chargeoffs and/or recognize additions to these allowances based on
the regulators’ judgment concerning information available to them during their examination. There were no changes to our
methodology for the allowance for loan loss during the year ended December 31, 2012.
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1. Description of Business and Summary of Significant Accounting Policies, Continued

Premises and Equipment

- Land is carried at cost. Buildings, leasehold improvements and furniture, fixtures and equipment are carried. at cost, less

_accumulated deprec1at10n and amortization. Depreciation is computed using the straight-line method over the estimated
useful life of the asset. Leasehold improvements are amortized using the straight-line method over the terms of the related
leases, or the useful life of the asset, whichever is shorter. Maintenance, repairs and minor improvements are expensed as
incurred, while major improvements are capitalized, - 4 -

Deferred Debenture Offering Costs

‘Costs relating to offerings of our debentures consisting primarily of underwriters' commissions are amortrzed over the life
" of the debentures. At December 31,2012 and 2011, these costs totaled approxrmately $0.8 million, net of accumulated
amortization of $0.3 million.

Foreclosed Real Estate and Valuation Allowance For Real Estate Losses

Real estate that we acquire through loan foreclosure or similar proceedmgs is held for sale: At the time we acquire the
property, the related loan is transferred from the loan portfolio to foreclosed real estate at the estimated fair value of the
- property less estimated selling costs. Such amount becomes the new cost basis of the property. AdJustments made to
reduce the carrying value at the time of transfer z are charged to the allowance for loan losses.

‘We may periodically adjust the carrying values of the real estate to reflect decreases in its estrmated falr value through a
charge to operations (recorded as a provision for real estate losses) and an increase to the valuation allowance for real
estate losses. As the properties are sold, the valuation allowance associated with the property, if any, is charged off. We
~determine the estimated fair value of foreclosed real estate at least quarterly by performing market valuations of the
properties, which normally consist of obtaining externally prepared appraisals at least annually for every property, as well
as performing reviews of economic and real estate market conditions in the local area where the property is located,
including taking into consideration discussions with real estate brokers and interested buyers, in order to determine if a
valuation allowance is needed to reflect any decrease in the estimated fair value of the property since acquisition.

Revenue and expenses from the operations of foreclosed real estate are included in the caption "Real Estate Activities" in
the consolidated statements of operations: This lihe item is comprised of real estate taxes, repairs and maintenance,
insurance, utilities, legal fees and other charges. (net of any rental income earned from the operation of the property). that
. are required in protecting our interest in real estate acquired through foreclosure and various properties collateralizing our
- nonaccrual loans. :

Stock-Based Compensation

We recognize the cost of our employee and director services received in exchange for awards of our equity instruments
(such as restricted stock, stock option and warrant grants) based on the grant-date fair value of the awards. Compensation
cost related to the awards is recognized on a straight-line basis over the requisite service period, which is normally the
vesting period of the grants. The fair value of options and warrants granted is estimated using the Black-Scholes
option-pricing model based on various assumptions that are described in note 13. The fair value of restricted stock
grants is based on the closing market value of the stock as reported on the Nasdagq Stock Market on the grant date.

Advertising Costs

Advertising costs are expensed as incurred.
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1. Description of Business and Summary of Significant Accounting Policies, Continued

Income Taxes

Current income tax expense reflects taxes to be paid or refunded for the current period by applying the provisions of the
enacted tax law to our taxable income or loss. Deferred income taxes are recognized for the tax consequences of temporary
differences by applying enacted statutory tax rates, applicable to future years, to differences between the financial
statement carrying amounts and the tax basis of ‘existing assets and liabilities The effect on deferred tax assets and
liabilities of a change in tax rates is recognized in income tax expense in the period that includes the enactment date.

Deferred tax assets are reduced by a valuation allowance if, based on the weight of evidence available, it is more likely
than not that some portion or all of a deferred tax asset will not be realized.Certain tax benefits attributable to stock
options, restricted stock and warrants are credited to additional paid-in-capital. Accruals of interest and penalties related to
unrecognized tax benefits are recognized in income tax expense.

Uncertain tax positions are recognized if it is more likely (a likelihood of more than 50 percent) than not that the tax
position will be realized or sustained upon examination. A tax position that meets the more-likely-than-not recognition
threshold is initially and subsequently measured as the largest amount of tax benefit that has a greater than 50 percent
likelihood of being realized upon settlement with a taxing authority. The determination of whether or not a tax position has
met the more-likely-than-not recognition threshold considers the facts, circumstances, and information available at the
reporting date and is subject to management's judgment. At December 31, 2012 we were not aware of any uncertain tax
positions that would have a materlal effect on our financial statements.

Earnmgs (Loss) Per Common Share

Basic eamings (loss) per common share is calculated by dividing net earnings (loss) available to common stockholders by
the weighted-average number of shares of all common stock outstanding. Unvested restricted stock is deemed to be issued
and outstanding. Diluted earnings'(loss) per common share is calculated by dividing net earnings (loss) available to
common stockholders by the weighted-average number of shares of common stock and dilutive potential common stock
shares that may be outstanding in the future. Potential common stock shares consist of shares that may arise from
outstanding dilutive common stock warrants and options (the number of which is computed using the "treasury stock
method"). All common stock equivalents were antidilutive in 2010 as a result of the loss incurred by the Company.

When applying the treasury stock method, we add: the assumed proceeds from stock option and warrant exercises; the tax
benefit that would have been ctedited to additional paid-in capital -assuming exercise of non-qualified stock options and
warrants and the unamortized compensation costs related to unvested shares of stock options and warrants. We then divide
this sum by our average stock price for the period to calculate shares assumed to be repurchased. The excess of the number
of shares issuable over the number of shares assumed to be repurchased is added to basic weighted average common shares
to calculate diluted earnings (loss) per common share.

Off-Balance Sheet Financial Instruments

We enter into off-balance sheet financial instruments consisting of commitments to extend credit, unused lines of credit
and from time to time standby letters of credit. Such financial instruments are recorded in the consolidated financial
statements when they are funded or related fees are received.
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1. Description of Business and Summary of Significant Accounting Policies, Continued

Recent Accounting Standards Update

In April 2011, the Financial Accounting Standards Board (the "FASB") issued Accounting Standards Update (ASU) 2011-
03, "Transfers and Servicing: Reconsideration of Effective Control for Repurchase Agreements,” which applies to all
public entities that enter into agreements to transfer financial assets that both entitle and obligate the transferor to
repurchase or redeem the financial assets before their maturity. We adopted ASU 2011-03 on January 1, 2012 and it had
no impact on our consolidated financial statements.

In May 2011, the FASB issued ASU 201 1-04, "Amendments to Achieve Common Fair Value Measurement and
Disclosure Requirements in U.S. GAAP and IFRSs,"” which applies to all entities that are required or permitted to measure
or disclose the fair value of an asset, a liability, or an instrument classified in a reporting entity's shareholders' equity in the
financial statements. We adopted ASU 2011-04 on January 1, 2012 and it had no impact on our consolidated financial
statements other than to expand financial disclosures already provided.

* In June 2011, the FASB issued ASU No. 2011-05, "Presentation of Comprehensive Income,” which, among other things,
~ allows an entity the option to present the total of comprehensive income, the components of net income, and the
components of other comprehensive income either in a single continuous statement of comprehensive income or in two
separate but consecutive statements. We adopted ASU No. 2011-05 on January 1, 2012 and it had no impact on our
consolidated financial statements.

In September 2011, the FASB issued ASU No. 2011-08, "Testing Goodwill for Impairment,” which permits an entity an
option to first perform a qualitative assessment to determine whether it is more likely than not that the fair value of a
reporting unit is less than its carrying amount. We adopted ASU No. 2011-08 on January 1, 2012 and it had no impact on
our consolidated financial statements. We have never had any goodwill.

In December 2011, the FASB issued ASU No. 2011-12 "Deferral of the Effective Date for Amendments to the
Presentation of Reclassifications of Items Out of Accumulated Other Comprehensive Income in ASU No. 2011-05." We
adopted ASU 2011-12 on January 1, 2012 and it had no impact on our consolidated financial statements.

In July 2012, the FASB issued ASU 2012-02, "Testing Indefinite-Lived Intangible Assets for Impairment,” which, among
other things, gives an entities the option to first assess qualitative factors to determine whether the existence of events or
circumstances leads to a determination that it is more likely than not that an indefinite-lived intangible asset'is impaired.
ASU 2012-02 is effective for us On January 1, 2013. Since we do not have intangible assets, this ASU will not have any
impact on our consolidated financial statements.

In January 2013, the FASB issued ASU No. 2013-01, "Clarifying the Scope of Disclosures about Offsetting Assets‘ and
Liabilities," which limits the scope of the new balance sheet offsetting disclosures in ASU 2011-11 to derivatives,
repurchase agreements, and securities lending transactions to the extent that they are (1) offset in the financial statements
or (2) subject to an enforceable master netting arrangement or similar agreement The new requirements will take effect for
our interim and annual reporting periods beginning January 1, 2013. The provisions of ASU 2013-01 are not expected to
impact our consolidated financial statements.

~ In February 2013, the FASB Issued ASU No. 2013-02, "Reporting of Amounts Reclassified Out of Accumulated Other
Comprehensive Income,” which tequires entities to present information about reclassification adjustments from
~accumulated other comprehensive income in their annual financial statements in a single note or on the face of the
financial statements. The new requirements will take effect for our interim and annual reporting periods beginning January
1, 2013. The provisions of ASU 2013-02 are expected to expand our financial disclosures.

86



Intervest Bancshares Corporation and Subsidiaries
Notes to Consolidated Financial Statements
For the Years Ended December 31,2012, 2011 and 2010

2. Securities Held to Maturity and Available for Sale
The carrying value (amortized cost) and estimated fair value of securities held to maturity are as follows

Gross Gross  Estimated Wtd-Avg Witd-Avg
Number of Amortized Unrealized.  Unrealized Fair Wtd-Avg Expected Remaining
(3 in thousands) Securities Cost Gains Losses Value Yield Life Maturity
At December 31, 2012 ‘ » ‘

U.S. government agencies (1) 165  $355,244 $1,109 $ 233 $356,120 0.87% 1.6 Yrs 4.6 Yrs
Residential mortgage-backed (2) 48 84,279 651 72 84,858 1.76% 33 Yrs 17.3 Yrs
State and municipal 1 533 - 3 5300 - 1.25% 42 Yrs 4.3 Yrs
Corporate (3) . 8 3,721 - 3,063 658 2.11% 20.3 Yrs 20.9 Yrs
222 $443,777 $1,760 © $3,371 $442,166 1.05% 2.0 Yrs 7.1 Yrs

At December 31,2011 _ ' ' k
U.S. government agencies - 345 $696,066 $2,381 $ 153 $698,294 1.38% 1.2 Yrs ‘4.8 Yrs
Corporate 8 - 4,378 - 3,868 510 2.09% 219 Yrs 21.9 Yrs
353 $700,444 $2,381 $4,021 $698,804 1.39% 1.2 Yrs 5.0Yrs

(1) Consist of debt obligations of U.S. government sponsored agencies (GSEs) - Federal Home Loan Bank (FHLB), Federal Farm Credit Bank
(FFCB), Federal National Mortgage Association (FNMA) and Federal Home Loan Mortgage Corporation (FHLMC), which are federally chartered
corporations privately owned by shareholders. GSE securities carry no explicit US. government guarantee of credltworthmess Neither principal nor
interest payments are guaranteed by the U.S. government nor do they not constitute a debt or obligation of the U.S. government or any of its agencies
or instrumentalities other than the applicable GSE. In September 2008, FNMA and FHLMC were placed under U.S. government conservatorship.

(2) Consist of $18.7 million of Government National Mortgage Association (GNMA) pass-through certificates, $40.0 million of FNMA participation
cettificates and $25.6 million of FHLMC participation certificates. The GNMA pass-through certificates are guaranteed as to the payment of principal
and interest by the full faith and credit of the U.S. government while the FNMA and FHLMC certificates have an implied guarantee by such agency as
to principal and interest payments.

(3) Consist of variable-rate pooled trust preferred securities backed by obligations of companies in the banking industry. Amortized cost at December
31, 2012 and 2011 is reported net of other than temporary impairment charges of $4.2 million and $3.7 million, respectively.

The estimated fair values of securities held to maturity with gross unrealized losses segregated between securities that have
been in a continuous unrealized loss position for less than twelve months at the respective dates and those that have been in
a continuous unrealized loss position for twelve months or longer are summarized as follows:

Less Than Twelve Months.  Twelve Months or Longer . Total
Estimated Gross . Estimated Gross Estlmated Gross
Number of Fair  Unrealized Fair  Unrealized Fair  Unrealized
(3 in thousands) Securities Value Losses Value Losses Value Losses
At December 31, 2012
U.S. government agencies 53 $129,365 $233 $ - $ - $129365 $ 233
Residential mortgage-backed 14 24,481 . 72 - - 24,481 72
State and municipal 1 530 3 - T 530 3
Corporate 8 - - 658 3,063 658 3,063
76 $154,376 $308 $658 $3,063 $155,034 $3,371
At December 31, 2011
U.S. government agencies 49 $100,058 $153 $ - $ - $100,058 $ 153
Corporate 8 - ' - 510 3,868 ' 510 3,868
57 $100,058 $153 $510 $3,868 $100,568 $4,021

Nearly all of the securities we own are investment grade and have either fixed interest rates or have predetermined
scheduled interest rate increases and nearly all have call or prepayment features that allow the issuer to repay all or a
portion of the security at par before its stated maturity without penalty. In general, as interest rates rise, the estimated fair
value of fixed-rate securities will decrease; as interest rates fall, their value will increase. We generally view changes in fair
value caused by changes in interest rates as temporary, which is consistent with our experience. INB, which holds the
portfolio, has the ability and intent to hold all of these investments for a period of time sufficient for the estimated fair
value of the securities with unrealized losses to recover, which may be at the time of maturity. Historically, INB has
always recovered the cost of its investments in securities upon maturity. We view all the gross unrealized losses related to
the agency, mortgaged-backed and state and municipal securities to be temporary for the reasons noted above.
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2. Securities Held to Maturity and Available for Sale; Continued .

The estimated fair values disclosed in the preceding table for U.S. government agency, mortgage—backed and State and
municipal securities are obtained from third-party brokers who provide quoted prices derived from active markets for
identical or similar securities. INB owns trust preferred securities that are classified as held to matunty The investments in
these debt securities represent beneficial interests in securitized financial assets that have contractual cash ﬂows They
consist of mezzanine-class, variable-rate (indexed to.3 month libor). pooled trust preferred securities backed by debt
obligations of companies in the banking industry: At the time of purchase, these securities were investment grade rated.
The current estimated fair values of these securities are depressed due to various reasons, 1ncludrng the weak economy, the
financial condition of a large number of thé i issuing banks, a number of issuing banks that are no longer in business and
~ restrictions that have been or can be placed on the payment of interest by regulatory agencies, all-of which have severely
- reduced the demand for these securities and rendered their trading market inactive: There has been an adverse change. in
the estimated future cash flows from' these securities due to the reasons cited above such that all of these- securrtles have
been other than temporarily impaired (OTTI) to Varymg degrees as denoted in the table that follows

The followmg table provides various information regardmg trust: preferred securmes . : Lo
(8 in thovsands) © 7 Write Ad] " 'Estimated : o gef o T PVof

Credit Cost Downs Cost Fair Unreahzed % of Collateral Banks Discount (4) Expected
Cusip #(1) Rating Basis 2) ~ Basis Value(3) . Loss Defaulted Deferred  in Pool Margin Rate Cash Flows

At December 31, 2012 ' ’ . o B i ’ ‘
74041PAEO C $999 $ (7970 $ 202 $ 31 $ (171)  3923%  13.76% 39 1.92%" 404% - § 348
74040XAD6 c+ - 1,010 (316) 694 180 (514)  1631%  9.19% 54 1.64%  3.97% 989
74040XAE4 C+ 988 (294) 694 180 (514  1631%  919% - 54 1.85%  4.18% 959
74040XAE4 c+ - 988 (294) 694 180 (514)  1631% - 919% - 54 . . 185% 4.18% 959
74040YAF9 C 952 (718) 234 3202y 2724% 1328% . - 58 1:88%  4.04% 642
74040YAE2 C 972~ (737 235 3 (203)  2724% - 1328% - -58  170% 3.86% 655
74041UAE9 C+ CL022 (539) 483 1 C@R) 0 780%  3117% - 647 136%  3.61% 638
74041UAE9 cr 1,03 " (538) 485 12 (473) 780% 3117% 6470 139%  3.64% 636
'$7,954  $(4;233) -$3,721 $658 $(3 063)- S $5,826

At December 31,2011~ : c : CLTT s Coa o o
74041PAEO .C $ 999 - $ (652).  $ .347 833 8 (314) - 3536% 1055%. - 39 190% . 4.50% $ 369
74040XAD6 . - C+ 1,016 (264) 752 L1460 .. (606) . 1474% . 1628% . . 54 1.80% 4.39% . 784
74040XAE4 C+ 994 (241) 753 . 146 . (607) - 1474%  1628% 54 1.80%  4.39%. 784
T4040XAFA C+ 994 (241) 753 145 T (608 14.74%  1628% 54 180% 439% 784
74040Y AF9 C 981 (676) 305. 5 (300)  2427%  25.71% 58 1.70%  4.40% 307
74040YAE2 c 1,000 695) 305 5 (300)  2427%  25.71% 58 1.70%  4.40% 307
74041UAE9 - Cc+ 1,022 441 581 15 (566) 762% 2497% 64 157%  4.17% 752
74041UAE9 e 1,023 441 582 15 (567) 762%  2497% 64 1.57% 4.17% 752
. $8,029  $(3,651) $4378 $510 $(3,868) - $4,839

(1) All of these securities were on cash basis accounting because INB is currently not receiving all scheduled contractual interest payments on these
securities. A large portion of the contractual cash flows for the interest payments on these securities are being redirected to a more senior class of
bondholders to pay down the principal balance on the more senior class faster. This occurs when deferral and default activity ‘reduces-the-security's
underlying performing collateral to a level where a predetermined coverage test fails and requires cash flows from interest payments to be redirected to a
senior class of security holders. If no additional deferrals or defaults occur, such test w1ll eventually be met again through the redirection of the cash flow
and cash interest payments would resume on INB's bonds, although no-such assurance can be given as to the amount and timing of the resumption, if any.

In 2012, INB received payments on cusrps# 74040XADG, 74040XAEA, 74040YAF 9 and 74040YAE2 totalmg approx1mately $127,000. '

(2) Writedowns are derived based on analysis of various factors and consider the difference between the book value of the secunty and the prOJected
~ present value of the security's cash flows as indicated per an analysis performed using guidance prescnbed by GAAP: '

(3) Obtained from Moody's: pricing service, which uses:-a complex valuation model that factors in numerous assumptions and data; including anticipated
discounts related to illiquid trading markets, credit and interest rate risk, which under GAAP would be considered Level 3 inputs. INB believes that the
actual values that would be realized in an orderly market under normal credit conditions between a willing buyer and seller would approximate the
projected present value (PV) of the securities' cash flows and therefore, these estimated fair values are used for disclosure purposes only and are not used
for caleulating and recording impairment. INB also has the intent and the ability to retain these trust preferred securities until maturity and currently has
no intention of selling them. We view the gross unrealized losses related to these securities to be temporary.
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2. Securities Held to Maturity and Available for Sale, Continued
Notes to the preceding table continued:

(4) In determining whether there is OTTL, INB relies on a cash flow analysis as prescribed under GAAP (ASC 320-10-35) and prepared by a third party
specialist to determine whether conditions are such that the projected cash flows are insufficient to recover INB's principal investment. The basic
methodology under GAAP is to compare the present value of the cash flows that are derived from assumptions made with respect to deferrals, defaults
and prepayments from quarter to quarter. A decline in the present value versus that for the previous quarter is considered to be an adverse change. The
discount margin in the table above represents the incremental credit spread used to derive the discount rate for present value computations. Consistent
with GAAP, we analyze the specific credit characteristics of the collateral underlying each individual security to develop the deferral/default assumptions
for estimated cash flows. This analysis consists of examining available data regarding trends in earnings and capital and problem asset ratios of each bank
in the collateral pool in order to estimate their capacity to continue principal and interest payments on the investments we own. In order to estimate the
expected cash flows, we focused on each bank’s Texas ratio, which is defined as nonperforming assets plus 90 day past due loans divided by tangible
equity plus loan loss reserves. We concluded that banks with Texas ratios of 75% or more may experience greater difficulties in making payments. Based
on our judgment, we determined and used the following assumptions in projecting cash flows: for those banks that were in default, we assumed no cash
flows, for those banks that had deferred payments, we assumed a 15% recovery after a 2 year lag, and for banks that were paying we assumed
prepayments of 1% annually and 100% at maturity and annual defaults of 75 basis points. It should be noted that the results of any discounted cash flow
analysis are significantly affected by variables such as the estimate of the probability of default, discount rates, prepayment rates and the creditworthiness
of the underlying issuers. Therefore, changes in any of these assumptions could cause the results of our cash flow models and OTTI assessments to
deviate and result in different conclusions.

The table below provides a cumulative roll forward of credit losses recognized on securities held to maturity for the
periods indicated.
For the Year Ended December 31,

(8 in thousands) , 2012 2011 2010
Balance at beginning of period $3,651 $3,450 $2,258
Credit losses on debt securities for which OTTI
was not previously recognized - - 787
Additional credit losses on debt securities for which OTTI
was previously recognized 582 201 405
Balance at end of period $4,233 $3,651 $3,450

The following is a summary of the carrying value (amortized cost) and fair value of securities held to maturity as of
December 31, 2012, by remaining period to contractual maturity (ignoring earlier call dates, if any). Actual maturities may
differ from contractual maturities because certain security issuers have the right to call or prepay their obligations. The table
below does not consider the effects of possible prepayments or unscheduled repayments.

: Amortized Estimated Wtd-Avg
(3 in thousands) Cost Fair Value Yield
Due in one year or less $ 4,775 $4,816 1.16%
Due after one year through five years 244,854 245,652 0.78
Due afer five years through ten years 118,943 119,021 1.09
Due after ten years 75,205 72,677 1.85
$443,777 $442,166 1.05%

In March 2010, securities held to maturity with a carrying value of $24.1 million (estimated fair value of $24.8 million)
were transferred to available-for-sale and promptly sold. A gross gain of $0.7 million was realized. The securities sold
consisted non-callable, fixed-rate U.S. government agency securities that were scheduled to mature at various times
through 2013. This transaction was undertaken to enhance INB's capital level in response to its higher regulatory capital
requirements. There were no sales of securities or securities transferred to available-for-sale in 2012 or 2011.

At December 31, 2012, securities available for sale amounted to $1.0 million, which approximated estimated fair value,
and represented approximately 90,000 shares owned in an intermediate bond fund that holds securities that are deemed to
be qualified under the Community Reinvestment Act. At December 31, 2011, there were no securities classified as
available for sale. ’

&9



Intervest Bancshares Corporation and Subsidiaries
Notes to Consolidated Financial Statements
For the Years Ended December 31, 2012, 2011 and 2010

3. Loans Receivable

Major classifications of loans receivable are summarized as follows:
At December 31 2012

At December 31, 2011

(8 in thousands) # of Loans Amount # of Loans Amount
Loans Secured By Real Estate: R -
Commercial loans 376 $ 852,213 347 $ 864,470
Multifamily loans 142 "~ 208,699 156 277,096
One to four family loans 13 41,676 K .+ 12,940-
Land loans 7 7,167 9 11,218
538 1,109,755 518 1,165,724
All Other Loans: ’ I :
Business loans 18 949 19 1,520
Consumer loans 12 359 12 329
30 1,308 31 1,849
Loans receivable, gross 568 1,111,063 549 1,167,573
Deferred loan fees (3,597) (3,783)
Loans receivable, net of deferred fees 1,107,466 1,163,790
Allowance for loan losses (28,103) (30,415)
Loans receivable, net $1,079,363 $1,133,375

At December 31, 2012 and 2011, there were $45.9 million and $57.2 million of loans, respectively, on nonaccrual status,
and $20.1 million and $9.0 million of loans, respectively, classified as accruing TDRs. These loans represented all of our
impaired loans as of those dates. :

At December 31, 2012, there were two loans totaling $4.4 million, compared to one loan of $1.9 rmlhon at December 31,
2011, that were 90 days past due and still accruing interest. This category normaily consists of loans that have matured and
were in the process of being extended, and the borrowers were making monthly payments.

The recorded investment, corresponding spec1ﬁc impairment valuation allowance and unpaid principal balance of our

impaired loans at the dates indicated are summarized follows:

Recorded Investment (1) by State Specific Total
_ Valuation Unpaid #of
(3 in thousands) NY FL NJ OH "SD Total | Allowance (2) Principal (3) = ~Loans
At December 31, 2012
Commercial real estate: ‘ .
Retail $11,837 $9,005 $ - §$1,000 $ - $21,842 $1,966 $27,596 6
Office Building - 17,988 883 - - 18,871 583 19,621 3
Warehouse 950 - - - - 950 28 950 1
Mixed Use 8,632 - 500 - - 9,132 1,248 9,421 4
Multifamily - 12,577 - - - 12,577 1,542 - 14,225 6
Land 515 - - - 2,086 2,601 521 2,601 3
Totals $21,934 $39,570 $1,383 $1,000 $2,086 $65,973 $5,888 $74,414 23
At December 31 2011
Commercial real estate: : . . .

" Retail $9285 $9504 $ 500 $2304 $ - $21,593 $2,741 $26,018 7
Office Building 888 14,834 1,065 - Co- 16,787 884 17,733 3
Warehouse 950 1,800 - - - 2,750 299 3,251 - 2
Mixed Use 5,508 - - - - 5,508 944 © 5,796 4

Multifamily 3,730 13,046 - - - .16,776 2,137 18,122 8
Land 290 2,565 - - - 2,855 1,009 2,855 -2
Totals $20,651  $41,749  $1,565 $2,304. - $ - $66,269 $8,014 $73,775 26

(1) Represents contractual unpaid principal less any partial principal chargeoffs and interest received and applied as a reduction of principal.

(2) Represents a specific valuation allowance against the recorded investment included as part of the overall allowance for loan losses.

(3) Represents contractual unpaid principal balance (for informational purposes only).
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3. Loans Receivable, Continued
Other information related to our impaired loans is summarized as follows:
\ For the Year Ended December 31,

(8 in thousands) 2012 2011 2010

Average recorded investment in nonaccrual loans $52,199 $51,356 $53,207
Total cash basis interest income recognized on nonaccrual loans 2,660 2,437 1,461
Average recorded investment in accruing TDR loans 12,289 5,417 48,554
Total interest income recognized on accruing TDR loans under modified terms 739 - 299 2,150

Age analysis of our loan portfolio by segment at December 31, 2012 is summarized as follows:

Past Due Past Due Past Due N Total
31-59 60-89 90 or more Total Classified

(8 in thousands) Current Days Days Days Past Due Nonaccrual
Accruing Loans: . '

Commercial real estate $799,130 $12,836 $ - $4,391 $17,227 $ -

Multifamily 198,942 - - - - -

One to four family 41,676 : - - - - -

Land 4,221 2,661 - - 2,661 -

All other 1,308 L. - - - -
Total accruing loans 1,045,277 15,497 - 4,391 19,888 -
Nonaccrual Loans (1): ‘ '

Commercial real estate 32,701 - - 3,155 3,155 35,856

Multifamily 7,261 - - 2,496 2,496 9,757

Land 285 - - - -] 285
Total nonaccrual loans 40,247 - - 5,651 5,651 45,398
Total loans $1,085,524 $15,497 $ - $10,042° $25,539 $45,898

Age analysis of our loan portfolio by segment at December 31,2011 is summarized as follows:
Past Due Past Due Past Due Total
31-59 60-89 90 or more Total Classified

(8 in thousands) Current Days Days Days Past Due Nonaccrual
Accruing Loans:

Commercial real estate $ 794,196 $21,807 $3,500 $1,925 $27232 $ -

Multifamily 259,725 3,069 394 - 3,463 -

One to four family 12,940 - - - - -

Land 10,928 - - - - -

All other 1,849 - - - - -
Total accruing loans 1,079,638 24,876 3,894 1,925 30,695 -
Nonaccrual Loans (1):

Commercial real estate 139,854 - - 3,188 3,188 43,042

Multifamily 7,378 - 2,792 3,738 6,530 13,908

Land - - - 290 290 290
Total nonaccrual loans 47,232 - 2,792 7216 10,008 57,240
Total loans $1,126,870 $24.876 $6,686 o $9,141 $40,703 $57,240

(1) The amount of nonaccrual loans in the current column included $36.3 million of TDRs at December 31, 2012 and $45.7 million of TDRs at
December 31, 2011 for which payments are being made in accordance with their restructured terms, but the loans were maintained on nonaccrual
status in accordance with regulatory guidance. The remaining portion at both dates was.comprised of certain paying loans classified nonaccrual due
to concerns regarding the borrowers' ability to continue making payments. Interest income from loan payments on all loans in nonaccrual status is
recognized on a cash basis, provided the remaining principal balance is deemed collectable.
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3. Loans Receivable, Continued

Information regardmg the credrt quality of the loan portfolio based on internally ass1gned grades follows »
(8 in thousands) Pass Special Mention Substandard 1) Doubtful (1) Total
At December 31,2012 : . s R
Commercial real estate ‘ $ 775,136 $17,041 $60,036 : $ - $ 852,213
Multifamily o ) - 193,738 . 2,384 12,577 . T - 208,699
One to four family ’ 41,676 , , - - _ ) - 41,676
Land .- 4,566 - 2,601 - 7,167
All other : - 1,308 - - L - 1,308
Total loans $1,016,424 $19,425 $75,214 $ - $1,111,063
Allocation of allowance for loan losses $ 20037 $ 443 $ 7,623 $ - $ 28,103
At December 31, 2011 ' o ' ' o .
Commercial real estate $ 791,295 $13,108 $59,355 ' T $712 $ 864,470
Multifamily 257,366 2,954 16,776 - 277,096
One to four family 12,940 - - - 12,940
Land . 8,100 - 3,118 - 11,218
All other - 1,849 : - - - - 1,849
Total loans -$1,071,550 $16,062 - $79,249 $712 $1,167,573
Allocation of allowance for loan losses . ‘ - $ 20,353 - $ 392 . $9314 $356 $ 30415

(1) Substandard and doubtful loans consist of $45.9 mllhon of nonaccrual loans, $20.1 million of accruing TDRs and $9.2 million of other
performing loans at December 31, 2012, compared to $57.2 million of nonaccrual loans, $9 0 million of accrumg TDRs and $13. 7 million of
other performing loans at December 31, 2011.

The geographic distribution of the loan portfolio by state follows:

At December 31,2012 At December 31,2011 -
(8 in thousands) : Amount % of Total - Amount - -~ % of Total
New York $ 717,141 64.5% $ 763,770 65.4%
Florida 286,619 ) 25 8 ‘ 291,797 250
New Jersey 26425 -7 24 .. 30,807 - 2.6 -
Pennsylvania 10,270 T 09 22,548 1.9
North Carolina 14,256 13 10,466 09
Georgia 11,752 1.1 ‘ 11,175 1.0
Connecticut : k 11,216 1.0 ) 11,569 - 1.0 -
Virginia 11,758 1.1 ’ 8,203 0.7
Kentucky 7512 0.7 7,674 0.7
South Carolina 5,853 0.5 3,315 03
Ohio 2,260 02 - 3,138 03
All other states . 6,001 0.5 - 3,111 0.2
$1,111,063 100.0% $1,167,573 100.0%
Information regarding loans restructured during 2012 and 2011 i is as follows:
S o Number . Recorded Investment
. (8 in thousands) L - of Loans Pre-Modification Post-Modification
2012 - Commercial real estate - extended maturity date 1 ' - §$5010 %5010
2012 - Multifamily - extended maturity date 1 " 1,805 © 1,805
2012 - Land - extended maturity date 2 520 520
: . L -4 $ 7,335 $ 7,335
2011 - Commercial real estate - modified interest rate and amortization period 4 $23,123 $22,546
2011 - Multifamily - modified interest rate and amortization period 5 11,592 . . 10,246
2011 - Land - modified amortization period 1 2,565 S 2,565
10 $37,280 $35,357

There were no TDRs that defaulted during 2011 or 2012. In 2012, there were two TDRs totaling $6.4 million returned to accrual status
from nonaccrual status. In 2011, there were no TDRs returned to accrual status. In 2012 and 2011, we partially charged off a total of
$2.0 million and $5.8 million of principal on certain performing TDRs (all of which are classified as nonaccrual loans) as result of
updated appraisals indicating that the estimated fair value of the underlying collateral was less than the principal balance of the loan.

The borrowers however remain obligated to pay all contractual principal amounts due.
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3. Loans Receivable, Continued

The distribution of TDRs by acéruing Versus non—acéruing, by loan type and by geographic distribution follows:

(8 in thousands) At December 31, 2012 At December 31, 2011
Non-accruing $36,291 $45,705
Accruing 20,076 9,030

$56,367 $54,735
Commercial real estate - $43,685 $41,923
Multifamily ' 10,081 . 10,247
Land : v 2,601 2,565

$56,367 $54,735
New York $18,478 $14.216
Florida 33,920 37,149
New Jersey 883 1,066
Ohio 1,000 2,304
South Dakota ) 2,086 -

$56,367 $54,735

In May 2010, we sold in bulk $83.7 million of nonaccrual loans, $102.6 million of accruing TDRs and $5.9 million of
other performing loans. The loans were sold at a substantial discount to their net carrying values for total proceeds of
$110.0 million. In connection with the sale, we recorded $82.2 million of loan chargeoffs and a $73.4 million provision for
loan losses.

4, Allowance for Loan Losses
Activity in the allowance for loan losses by loan type for the periods indicated is as follows:
Commercial _ One to Four
(8 in thousands) Real Estate Multifamily ~ Family Land . All Other Total
Balance at December 31, 2009 $19,275 $11,572 $ 124 $1,650 $19 $32,640
Loan chargeoffs ; (59,469) (34,576) - (6,101) - (100,146)
Loan recoveries V - 883 - - - 883
Provision (credit) for loan losses 62,113 33,355 ) 6,004 ©) 101,463
Balance at December 31, 2010 $21,919 $11,234 $ 122 $1,553 $12 $34,840
Loan chargeoffs _ (7,186) 2,412) - - - (9,598)
Loan recoveries . . 90 65 - - - 155
Provision (credit) for loan losses 4,333 39 210 516 2) 5,018
Balance at December 31, 2011 $19,156 $ 8,848 $ 332 $2,069 . $10 $30,415
Loan chargeoffs (2,588) . .. (564) - - - (3,152)
Loan recoveries : ) 507 333 - - - 840
Provision (credit) for loan losses 1,976 (1,736) - 788 o (1,026) o ,(2) -
Balance at December 31, 2012 $19,051 $ 6,881 $1,120 $1,043 $8 $28,103

The following table sets forth the balances of our loans receivable by segment and 1mpa1rment evaluatlon and the
allowance for loan losses associated with such loans at December 31, 2012.

Commercial One to Four !
(8 in thousands) . Real Estate Multifamily Family Land All Other Total
Loans: : : C : o
Individually evaluated for impairment $ 50,795 $ 12,577 $ - $2,601 9 - $ 65973
Collectively evaluated for impairment . 801,418 196,122 41,676 4566 1,308 - 1,045,090
Total loans $852,213 $208,699 $41,676 $7,167 $1,308 $1,111,063
Allowance for loan losses: ) . . _
Individually evaluated for impairment (1) - 3,825 $ 1,542 $ - $ 521 8 - $ 5888
Collectively evaluated for impairment 15,226 5,339 1,120 522 8§ 22,215

Total allowance for loan losses $ 19,051 $ 6,881 $1,12Q $1,043 $ 8 $ 28,103

(1) See note 3 to financial statements in this report.
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4. Allowance for Loan Losses, Continued.

The following table sets forth the balances of our loans receivable by segment and impairment evaluation and ‘the
allowance for loan losses associated with such loans at December 31, 2011.

' Commercial ' - One to Four : ‘
(8 in thousands) " Real Estate Multifamily Family Land Al Other Total
Loans: s
Individually evaluated for impairment $ 46,638 $ 16,776 $ - $ 285 -8 - $ 66,269
Collectively evaluated for impairment 817,832 - 260,320 12,940 8363 1,849 1,101,304
Total loans $864,470 $277,096 “$12,940 $11,218 $1,849 $1,167,573
Allowance for loan losses: S ‘ - IR : L
Individually evaluated for impairment (1) . .~ $§ 4,868 $ 2,137 $ - $ 1,009 $ - $ 8,014
Collectively evaluated for impairment ... 14,288 6,711 332 1,060 10 22,401
Total allowance for loan losses $ 19,156 " $ 8848 $ 332 .$.2069 $ 10 $ 30,415
(1) See note 3 to financial statements in this report. - _ o :
5. Premises and Equipment, Lease Commitments, Rental Expense and Sublease Income
Premises and equipment is as follows:
- At December 31
($in thousands) o 2012 - 2011
Land : $1,264 $1,264
Buildings . - - oot 5,020 - - 5,006 .
Leasehold unprovements 1632 . 1,632 .
Furniture, fixtures and equlpment L7700 1,702
Total cost 9,686 9,604
Less accumulated deprecation and amortization (5,808) (5,500
Net book value $3,878 $4,104

The offices of IBC and INB's headquarters and full-service banking office are located in leased prermses on the entire
fourth floor of One Rockefeller Plaza in New York City, with such lease expiring in March 2024. In addition, INB leases
its Belcher Road and Mandalay Avenue branch offices in Florida, with such leases expiring in September 2022 and
January 2016, respectively. All the leases above contain operating escalation clauses related to taxes and operating costs
based upon various criteria and are accounted for as operatlng leases. INB owns all of its.remaining offices in Florida and
also leases a portion of the space in its office bulldmgs in Florida that is not used for banking operations to other
companies under leases that have expiration dates at various times through April 2014, o

Depreciation and amortization of premises and-equipment is reflected as a component of nomnterest expense in the
consolidated statements of operations and amounted to $0.4 million in 2012, 2011 and 2010.

Future minimum annual lease payments and sublease income due under non-cancelable leases at December 31, 2012 are as

follows: :
- Minimum Rentals -
_ (3 in thousands) Lease Expense (1) ... Sublease Income (2)
In2013 § 1,461 $106
In 2014 © 1,539 23
'In2015 1,569 -
In 2016 1,506 -
In 2017 1,504 -
In 2018 and thereafter 9,821
' $17,400 $129

(1) Rent expense under operating leases aggregated to $1.5 million in 2012, $1.2 mllhon in 2011 and $1.1

million in 2010.

(2) Rent income aggregated to $0.4 million in 2012, 2011 and 2010.
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6. Foreclosed Real Estate and Valuation Allowance for Real Estate Losses

Real estate acquired through foreclosure by property type is summarized as-follows: - R
’ At December 31,2012~ At December 31, 2011

(8 in thousands) # of Properties Amount (1)  # of Properties ~ Amount (1)
Commercial real estate . 2 $ 2,790 4 $11,542
Multifamily ' 3 12,000 - 3 13,727
Land 1 1,133 2 3,009
Real estate acquired through foreclosure 6 $15,923 9 $28,278

(1) Reported net of any associated valuation allowance.

Activity in the valuation allowance for real estate losses is as follows: - :
For the Year Ended December 31;

(8 in thousands) . 2012 2011 _ 2010
Valuation allowance at beginning of year - $6,037 $2,688 - $ 2,793
Provision for real estate losses charged to expense 4,068 3,349 15,509
Real estate chargeoffs: .

Commercial real estate - ' ' T 7(2,280) - (4,963)

Multifamily - - (7,880)

Land (2,486) - (2,771)
Total real estate chargeoffs (4,766) - (15,614)
Valuation allowance at end of year : $5,339 $6,037 $ 2,688

In May 2010, $14.4 million of foreclosed real estate was sold in a bulk sale at substantial discounts to their then net
carrying values for net proceeds of $9.1 million. In connection with the sale, we recorded a $5.3 million provision for real
estate losses and a like amount of real estate chargeoffs, all of which are included in the table above for the year ended
December 31, 2010. o

7. Deposits

Scheduled maturities of certificates of deposit accounts (CDs) are as follows:

At December 31, 2012 At December 31. 2011
' : ' ‘Wtd-Avg - Wtd-Avg
(3 in thousands) Amount Stated Rate Amount - Stated Rate-:
 Within one year , : $519,236 . 2.92% $:514,667 2.83% : .
~Over one to two years 181,698 279 - 397,394 3.58
Over two to three years 89,049 2.74 136,226 . 343
Over three to four years 60,119 3.02 67,855 327
Over four years : . 86,776 293 83,029 3.91
$936,878 -2.89% $1,199,171 3.25%

CDs of $100,000 or more totaled $463 million at December 31, 2012 and $600 million at December 31, 2011.and included
brokered CDs of $78 million and $128 million, respectively. At December 31, 2012, all CDs of $100,000 or more
(inclusive of brokered CDs) by remaining maturity were as follows: $254 million due within one year; $89 million due
over one to two years; $39 million due over two to three years; $30 million due over three to four years; and $51 million
due thereafter. At December 31, 2012, brokered CDs had a weighted average rate of 4.91% and their remaining maturities
were as follows: $38 million due within one year; $23 million due over one to two years; and $17 million due over four
years. :

Interest expense on deposit accounts is as follows: _
For the Year Ended December 31,

(8 in thousands) 2012 2011 2010
Interest checking accounts ' $ 65 $ 79 $ 97
Savings accounts 34 58 91
Money market accounts 2,142 3,669 5,107
Certificates of deposit accounts 33,590 43,776 53,692

$35,831 $47,582 $58,987
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8. FHLB Advances and Lines of Credit

. At December 31,2012, INB had $30 million of unsecured credit lines that were cancelable at any time. As a member

of the FHLB and FRB, INB can borrow from these institutions on a secured basis. At December 31,2012, INB had
‘available collateral consisting of investment securities and certain loans that could be pledged to support additional
total borrowmgs of appr0x1mate1y $482 million from the FHLB and FRB if needed.

*

The followmg is a summary of certam information regardlng INB s borrowmgs m the aggregate

: SN TR ; At or For the Year Ended December 3 1
] ($ in thousands) . Lo . . 2012 o 2011 - 2010

Balance atyearend . $ - $17,500 $25,500
Maximum amount outstanding at any month end during the year ' ' $13,500 $25,500 $55500
Average outstanding balance for the year ‘ ’ . $ 9,087 $21,574 - $40,171 -
Weighted-average interest rate paid for the year ' B 4.27% 4.10% 3:.85% - :
Weighted-average interest rate at year end e S L= " 4.10% - 4.02%; .

In November 2012, FHLB advances totaling to $7.0 million were repaidv with' cash on hand priot to their stated
maturity. A loss of $0.2 million from the early extinguishment of these advances was recorded. ThlS loss represented
a prepayment penalty associated with the early retirement of these advances

9. Subordinated Debentures - Capital Securltles
Capital Securltles (commonly referred to as trust preferred secur1t1es) outstandlng are summanzed as follows: .
At December 31, 2012 _ At December 31 201 1

Accrued ) Accrued
‘ _ ) " Intérest Triterest _ Interest Interest"
(8 in thousands) ' " Principal - Payable © - Rate Principal : Payablé =  Rite”
Capital Securities II - debentures due September 17,2033 i, $15,464 - 81,661 : 326% $15,464 $1,079 - 3.50%
Capital Securities III - debentures due March 17, 2034 15,464 1,577 3.10% 15,464 - 1,025 335%
Capital Securities IV - debentures due September 20, 2034 15,464 1,370 2.71% 15,464 889 2.96%
Capital Securities V - debentures due December 15,2036 .- - 10,310 1,620 1.96%.: 10,310 - 1,368 . - 2.20% .
$56,702 - $6,228 -. . $56,702 $4 361 :

The securities are obligations of IBC's wholly owned statutory business trusts, Intervest Statutory Trust II III IV:-and
V, respectively. Each Trust was formed with a capital contribution from IBC and for the sole purpose of issuing and
administering the Capital Securities. The proceeds from the issuance of the Capital Securities together with the capital
contribution for each Trust were used to acquire IBC's Junior Subordinated Debentures that are due concurrently with
the Capital Securities. The Capital Securities, net of IBC's capital contributions of $1.7 million, total $55 mllhon and
- qualify as regulatory Tier 1 capital up to certain limits. IBC has guaranteed the payment of distributions on, payments
on any redemptions of, and any liquidation distribution with respect to the Capital Securities. Issuance costs
associated with Capital Securities II to IV were capitalized and are being amortized over the contractual life of the
securities using the straight-line method. The unamortized balance totaled approximately $0.7 million at December
31,2012 and $0.8 mllhon at December 31, 2011. There were no 1ssuance costs associated with Capital Secur1t1es V.

Interest payments on the Junior Subordmated Debentures (and the corresponding distributions on the Capital
Securities) are payable in arrears as follows:- )
e Capital Securities II - quarterly at the rate of 2. 95% over 3 month 11bor
o Capital Securities III - quarterly at the rate of 2.79% over 3 ‘month libor;
e Capital Securities IV- quarterly at the rate of 2.40% over 3 month libor; and
e Capital Securities V - quarterly at the rate of 1.65% over 3 month libor.
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9. Subordinated Debentures - Capital Securities, Continued

Interest payments may be deferred-at any time and from time to time during. the term-of the Junior Subordinated
Debentures at IBC's election for up to 20 consecutive quarterly periods, or 5 years. There is no limitation on the
number of extension periods IBC may elect, provided, however, no deferral period may extend beyond the maturity
date of the Junior Subordinated Debentures. During an interest deferral period, interest will continue to accrue on the
Junior Subordinated Debentures and interest on such accrued interest will accrue at an annual rate equal to the interest
rate in effect for such deferral period, compounded quarterly from the date such interest would have been payable
were it not. deferred. At the end of the deferral period, IBC will be obligated to pay all interest then accrued and
unpaid. During the deferral period, among other restrictions, IBC and any affiliate cannot, subject to certain
exceptions: (i) declare or pay any dividends or distributions on, or redeem, purchase or acquire any capital stock of
IBC or its affiliates (other than payment of dividends to IBC); or (ii) make any payment of principal or interest or
premium on, or repay, repurchase or redeem any debt securities of IBC or its affiliates that rank pari passu with or
junior to the Junior Subordinated Debentures. In February 2010, as required by its primary regulator, IBC exercised
its right to defer interest payments. This deferral does not constitute a default under the indentures governing the
securities. At December 31, 2012, IBC had accrued and expensed a total of $6.2 million of deferred interest payments
on the Junior Subordinated Debentures.

The Capital Securities are subject to mandatory redemption as follows: (i) in whole, but not in part, upon repayment
of the Junior Subordinated Debentures at stated maturity or earlier, at the option of IBC, within 90 days following the
occurrence and continuation of certain changes in the tax or capital treatment of the Capital Securities, or a change in
law such that the statutory trust would be considered an investment company, contemporaneously with the
redemption by IBC of the Junior Subordinated Debentures; and (ii) in whole or in part at any time
contemporaneously with the optional redemption by IBC of the Junior Subordinated Debentures in whole or in part.
Any redemption would be subject to the receipt of regulatory approvals. :

10. Stockholders' Equity

Prior to May 24, 2012, IBC had two classes of authorized common stock - Class A and Class B. At IBC's 2012

Annual Meeting of Stockholders held on May 24, 2012, stockholders approved an amendment and restatement of

IBC's Certificate of Incorporation to eliminate any and all references to Class B common stock and to rename its
- Class A common stock "common stock."

* IBC is authorized to issue up to 62,300,000 shares of its capital stock, consisting of 62,000,000 shares of common
stock and 300,000 shares of preferred stock. IBC's board of directors determines the powers, preferences and rights,
and the qualifications, limitations, and restrictions thereof on any series of preferred stock issued. A total of 25,000
shares of preferred stock are designated as Series A and are owned by the U.S. Treasury (the "Treasury") as described
below.

In December 2008, IBC issued and sold to the Treasury 25,000 shares of its Fixed Rate Cumulatrve Perpetual
Preferred Stock, Series A (the "Preferred Shares"), along with a ten year warrant (the "Warrant") to purchase at any
time up to 691,882 shares of IBC's Class A common stock for $5.42 per share, for a total cash investment for both the
shares and the warrant of $25 million from the Treasury (the "Transaction"). The Transaction was completed pursuant
to, and is governed by, the U.S. Treasury's Capital Purchase Program (the "CPP").

GAAP required the Transaction proceeds of $25. million to be allocated between the Preferred Shares and Warrant
based on the ratio of the estimated fair value of the Warrant to the aggregate estimated fair value of both the Preferred
Shares and the Warrant. The value of the Warrant was computed to be $1.6 million using the Black Scholes model
with the following inputs: expected dividend yield of 4.61%; expected stock volatility of 81%, risk-free interest rate
of 1.60% and expected life of 5 years. The value of the Preferred Shares was computed to be $18.7 million based on
the net present value of the expected cash flows over five years using a discount rate of 12%, which represented IBC's
then estimated incremental borrowing rate for a similar transaction in the private sector.
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10. Stockholders' Equity, Continued

The allocation ofthe Transaction proceeds to the Warrant was recorded as a "preferred stock discount" against the
Preferred Shares; with a corresponding and equal entry to-additional paid in common equity in the amount of $1.9
million, computed as follows ($1.6 million divided by the sum of ($1.6 million plus $18.7 million) multiplied by the
Transaction proceeds of $25 million). This discount is being amortized over five years on a stra1ght—11ne basis and
reduces earnings or increases losses available to common stockholders in-each year. :

The Preferred Shares carry a 5% per year cumulative preferred dividend rate, payable quarterly The dividend rate
increases to 9% beginning in December 2013. Dividends compound if they accrue and are not paid and they also
reduce earnings or increase losses available to common stockholders. The Preferred Shares have a liquidation
preference of $1,000 per share, plus accrued and unpaid dividends. IBC may redeem the Preferred Shares at any time,
in whole or in part, subject to the approval of its primary regulator. While the Preferred Shares are outstanding,
certain restrictions apply to IBC, including, among others the following: the Preferred Shares have a senior rank and
IBC cannot issue other preferred stock senior to the Preferred Shares.

The Preferred Shares generally are non-voting, other than in connection with proposals to issue preferred stock senior
to the Preferred :Shares, certain merger transactions, amendments to the rights of the holder of the Preferred Shares,
and other than in connection with the board representation rights mentioned below, or as required by Delaware State
law. IBC cannot pay common stock dividends if Preferred Share dividends are in arrears unpaid. Similar restrictions
apply to IBC's ability to repurchase common stock if Preferred Share dividends are not paid. A failure to pay a total of
six Preferred Share dividends, whether or not consecutive, gives the holders of the Preferred Shares the right to-elect
two directors to IBC's board of directors. That right would continue until IBC pays all dividends in-arrears."In
February 2010, IBC ceased the declaration and payment of dividends on the Preferred Shares as required by IBC's
primary regulator. IBC has 'missed 13 preferred dividend payments as of the date of filing of this report. At December
31, 2012, preferred dividends accumulated and in arrears totaled $4.2 million. In March and October 2012, the
Treasury exercised its right and appointed a director to IBC's Board for a total of two directors.

The Warrant held by the Treasury is exercisable at any time at the option of the Treasury prior to its expiration on
December 23, 2018. The Warrant has anti-dilution protections and certain other protections for the holder, as well as
potential registration rights upon written request from the Treasury. If requested by the Treasury, the Warrant (and the
underlying common stock) may need to be listed ona national securities exchange. The Treasury has agreed not to
exercise voting rights with respect to common shares it may acquire upon exercise of the Warrant. If the Preferred
Shares are redeemed in whole, IBC can purchase the Warrant or any common shares held by the Treasury at their fair
market value at that time. Our senior executive officers have also agreed to limit certain compensation, bonus,
incentive and other benefits plans arrangements, and policies with respect to them during the period that the Treasury
owns any securities acquired in thé Transaction. Among other things, no executive compensatlon in excess of
$500,000 per annum can be deducted for tax purposes.

11. Asset and Dividend R_estrlctlons

INB is required under FRB regulations to maintain reserves against its transaction accounts. At December 31, 2012
and 2011, balances maintained as reserves were approximately $1.0 million and $0.9 million, respectlvely The FRB
pays interest on required and excess reserve balances based on a defined formula.

As a member of the FRB and FHLB, INB must maintain an.investment in the capital stock of each entlty At
December 31, 2012 and 2011, the total investment aggregated to $8.2 million and.$9.2 million, respectively. At
December 31, 2012 and 2011, U.S. government agency security investments with a carrying value of approximately
$17 million and $32 million, respectively, were pledged against lines of credit. At December 31, 2012 and 2011,
certain mortgage loans totaling approximately $105 million and $142 million, respectively, were also pledged against
lines of credit.
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11. Asset and Dividend Restrictions, Continued

The payment of cash dividends by IBC to its common and preferred shareholders:and the payment of cash dividends
by IBC's subsidiaries to IBC itself are subject to various regulatory restrictions, as well as restrictions that may arise
from any outstanding indentures and other capital securities. These restrictions take into-consideration various factors
such as whether there are sufficient net earnings, as defined, liquidity, asset quality, capital adequacy and economic
conditions. In February 2010, the FRB, IBC's primary regulator, informed IBC that it may not, without the prior
approval of the FRB, pay dividends on or redeem its capital stock, pay interest .on or redeem its trust preferred
securities, or incur new debt. INB was also informed by its primary regulator, the OCC, that it cannot pay any cash
dividends to IBC. No cash common or preferred stock dividends were declared or paid in 2012, 2011 and 2010.

12. Profit Sharing Plans

We have a tax-qualified profit sharing plan for our employees in accordance with the provisions of Section 401(k) of the
Internal Revenue Code, whereby our eligible employees meeting certain length-of-service requirements-may make tax-
deferred contributions up to certain limits. We made discretionary matching contributions of up to 4% of employee
compensation, which vest to the employees over a five-year period. Total cash contributions to the plan aggregated to
$161,000, $141,000 and $146,000 in 2012, 2011 and 2010, respectively, and were included in the line item "salaries and
employee benefits" in the consolidated statements of operations.

13. Common Stock Options and Restricted Common Stock

IBC has a shareholder-approved Long Term Incentive Plan (the "Plan") under which stock optlons restricted stock
and other forms of incentive compensation may be awarded from time to time to officers, employees and directors of
IBC and its subsidiaries. The maximum number of shares of common stock that may be awarded under the Plan is
1,500,000. As of December 31, 2012, 331,460 shares of common stock were available for award under the Plan.

A summary of selected information regarding awards made under the Plan for the three- year period ended December
31, 2012 follows:

2012 2011 2010 2010

(8 in thousands, except per/option/share amounts) Stock Grant* . Option Grant Option Grant Stock Grant .
Date of award 01/19/12 - 12/08/1% . 12/09/10 12/09/10 .
Total options or shares of stock awarded 465,400 _ 44,100 - 41,400 319,300.
Exercise price of option NA $2.55 $3.00 “NA
Estimated fair value per option/share (1) © %290 - $1.67 $1.43 $2.35
Total estimated fair value of award ' $1,349,660 $73,647 $59,202 $750,355 -
Assumptions used in Black-Scholes Model: L .

Expected dividend yield (2) . "NA , 0% . . 0% » NA

Expected stock volatility (3) . NA 75% - 12% NA

Risk-free interest rate (4) NA 1.13% 2.82% NA .

Expected term in years (5) NA 60 ' 6.0 NA

(1) The fair value of each option award was estimated as of the grant date of the award using the Bla¢k-Scholes option-pricing model using the
- assumptions'noted in the table above, The assumptions are subjective in nature, involve uncertainties and therefore, cannot be determined with
precision. The Black-Scholes option pricing model also contains certain inherent limitations when applied to options which are not immediately
exercisable and are not traded on public markets. The fair value of the stock awards was based on the closmg market price of the common stock
on the grant date.

(2) No dividends were assumed to be declared and paid for option grants.

(3) Expected stock volatility is estimated based on an assessment of historical volatility of IBC's common stock:

(4) Risk-free interest rate was derived from a U.S. Treasury security having a similar expected life as the option as of the grant date.
(5) Expected term (average hfc) was calculated using the "s1mp11ﬁed method" as prescribed by the'SEC guldance
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13. Common Stock Options and Restricted Common Stock, Continued

A summary of the activity in IBC's outstandmg common stock warrant and options and related 1nformat1on follows

. ($ in thousands, except per share amounts) . Exerc1se Price Per Warrant/Optron Wtd-. Avg
: ) o Exercise
: ' 2.$542(1)° $1710 0 :.$750 - $4.02 $3.00 $2.55 . Total - : Price
Outstanding at December 31, 2009 691,882 123,940 - 130,690 73210 < . - - - 1019722 7 .$ 701
Forfeited/expired (2) ) ) i - (5,800) 8 400) (1,500) - - (15,700 $10.71
.. Qptionsgranted  *-*- - : - : - - 41,400 - P 41,400 -$°3.00
Outstanding at December 31, 2010 - ) 691,882 118,140 122 290 71,710 41,400 - 1,045,422 $ 6.79
Forfeited/expired (2) - (300) (900) (1,200) (1,500) - (3,900) $ 544
Options granted . - - - - - 44,100 44,100 $ 255
Outstanding at December 31, 2011 691,882 117,840 121,390 70,510 39,900 44,100 1,085,622 $ 6.62
Forfeited/expired (2) o : - (1,200) (1,200) (1,600)  (1,600) (1,800) (7,400) $ 6.13
Exercised ' - - - - - (100) - (100) $ 3.00
Outstanding at December 31, 2012 691,882 116,640 120,190 68,910 38,200 42,300 1,078,122 $ 6.63
Expiration date .. ) 12/23/18  12/13/17  12/11/18  12/10/19  12/09/20. . 12/08/21
Vested and exercisable (3) 100% 100% 100% - 100% 66% 33% 96%
Witd-avg contractual remaining term (in years) 6.0 - 4.9 5.9 6.9 79 8.9 6.1
Intrinsic value at December 31,2012 (4). - $34 ‘$57 $91

(1) These options are held by.the U.S. Treasury as described in note 10 to the financial statements.
(2) Represent options forfeited or expired unexercised.

(3) The $3.00 options further vest and become 100% exercisable on December 9, 2013. The $2.55 options further vest and become exercisable
at the rate of 33.33% on December 8 2013 and 2014. Full vesting may occur earlier upon the occurrence of certain events as defined in the
option agreement. .

(4) Intrinsic Value was calculated using the closing price of the common stock on December 31, 2012 of $3.89.

A summary of the act1v1ty in IBC's outstandlng restricted common. stock follows:

Price Per Share
, $2.35 ©$290  Total
Outstanding at December 31,2009 - - -
Shares granted 319,300 ) - 319,300
Outstanding at December 31, 2010 : : 319,300 - 319,300
Shares forfeited - (1,200) - (1,200)
Outstanding at December 31,2011+ - . : R - 318,100 . - - 318,100
Shares granted - 465,400 465,400
Shares forfeited (600) (600) (1,200)
Outstanding at December 31, 2012 (1) o 317,500 464,800 782,300

(1) All outstanding shares of restricted common stock were unvested at December 31, 2012 and subject to forfeiture. Shares issued at a price of
$2.35 on December 9, 2010 will vest 100% on December 9,°2013. Shares issued at a price of $2.90 on January 19, 2012 will vest as follows:
256,600 on January 19, 2013, 133,267 on January 19, 2014 and 74,933 on January 19, 2015. All'shares may vest earlier upon the occurrence of
certain events as defined in the restricted stock agreements. The record holder of the restricted shares possesses all the rights of a holder of our
common stock, including the right to receive dividends on and to vote the restricted shares. The restricted shares may not be sold, transferred,
pledged, assigned, encumbered, or otherwise alienated or hypothecated until they become fully vested and transferable in accordance with the
agreements. Shares held by certain executive officers of IBC have further restrictions on transferability as long IBC is a participant in the TARP
program. .

-Stock-based compensatlon expense is recogmzed on a straight-line bas1s over the Vestmg penod of the awards and

totaled $1,194,000, $326,000 and $41,000, in 2012, 2011 and 2010, respectively. Stock-based compensation expense
is recorded as an expense and included in "Salaries and Employee Benefits" and a corresponding increase to our
stockholders' equity as paid in capital. At December 31, 2012, pre-tax compensation expense related to all nonvested

‘awards of options and restricted stock not yet recognized totaled $777,000 and is expected to be recogmzed in the
future over a weighted average period of approximately 1.6 years.
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14. Income Taxes

We file a consolidated federal income tax return and combined state and city income tax returns in New York. IBC
also files a franchise tax return in Delaware and INB files a state income tax return in Florida. All returns are filed on
a calendar year basis. Our tax returns that have been filed and are no longer subject to examination by taxing
authorities are for years prior to 2008. Our Federal returns for 2008, 2009 and 2010 were under audit as of December
31, 2012 and no adjustments have been proposed as of the date of filing of this report. ’

Allocation of our federal, state and local income tax expense (benefit) between current and deferred portions is as follows:

(8 in thousands) Current Deferred Total
Year Ended December 31, 2012:
Federal $ 370 $ 7,751 $ 8,121
State and Local 335 1,851 2,186

§ 705 $§ 9602 $ 10307

Year Ended December 31, 2011: v
Federal $§ 958 $ 6670 $ 7,628
State and Local 311 1,573 1,884
$ 1,269 $ 8243 $ 9512

Year Ended December 31, 2010:
Federal ‘ $(11,313) $(20,100) $(31,413)
State and Local - (8,935) (8,935)
$(11,313) $(29,035) $(40,348)

The components of the deferred tax expense (benefit) are as follows:
For the Year Ended December 31,

(8 in thousands) . 2012 2011 2010
NOL and AMT credit carryforwards $8,084 $8,138 $(26,636)
Allowances for loan losses and real estate losses 1,315 484 . (940)
Capitalized real estate expenses and nonaccrual interest 1,011 (232) (1,136)
Impairment writedowns on investment securities (282) (86) (517)
Deferred compensation and benefits (355) (48) 124
Depreciation (166) (16) 65
Deferred income (5) 3 5
$9,602 $8,243  $(29,035)
The tax effects of the temporary differences that give rise to the deferred tax asset are as follows:
At December 31
(8 in thousands) 2012 2011
NOL and AMT credit carryforwards $10,414 $18,498
Allowances for loan losses and real estate losses . 14,411 15,726
Capitalized real estate expenses and nonaccrual interest - 1,188 2,199
Impairment writedowns on investment securities 1,857 - 1,575
Deferred compensation and benefits 1,137 782
Depreciation 220 54
Deferred income 7 2
Total deferred tax asset ‘ $29,234 $38,836

Our deferred tax asset relates to the unrealized benefit for net temporary differences between the financial statement
carrying amounts of our existing assets and liabilities and their respective tax bases that will result in future income
tax deductions as well as an unused net operating loss carryforward (NOL) and Federal AMT credit carryforward, all
of which can be applied against and reduce our future taxable income and tax liabilities. At December 31, 2012, the
gross NOL amounted to approximately $15 million for Federal purposes and $47 million for state and local purposes
and the Federal AMT credit carryforward amounted to $1.4 million. The NOL carryforwards expire in 2030. The
AMT credit carryforward has no expiration date.
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14. Income Taxes, Continued

We have determined that a valuation allowance for the deferred tax asset was not required at any time during the
reporting periods in this report because we believe that it is more likely than not that our deferred tax asset will be
fully realized. This conclusion is based on our prior taxable earnings history (exclusive of the NOL generated in the
- second quarter of 2010) coupled with positive evidence (such as taxable earnings generated in 2011 and 2012, and
our future projections of taxable income) indicating that we. will be able to generate an adequate amount of future
taxable income over a reasonable period of time to fully utilize the deferred tax-asset. Our ability to realize our
_ deferred tax asset could be reduced.in the future if our estimates of future taxable income from our operations and tax
planning strategies do not support ‘the realization of our deferred tax asset. In addition, the amount of our net
operating loss carryforwards and certain other tax attributes realizable for income tax purposes may be reduced under
Section 382 of the Internal Revenue Code as a result of future offerings of our cap1ta1 securities, which could trigger a
"change in control" as defined in Section 382. IBC currently has no plan to issue additional capital securities other
than the issuance of shares of common stock in connection with awards under the Plan discussed in note 13.

' The teconciliation between the statutory federal income tax rate and our effeotlve income tax rate is as follows:
For the Year Ended December 31, ,:

- 2012 2011 2010
Federal statutory income tax rate . ,  35.0% 350% (35.00%
Increase (decrease) resulting from: ' ' o o R
State and local income tax rate, net of federal beneﬁt ’ 94 9.3 C84)
-~ All other 1.4 15 . 03

: Effective Income Tax Rate o . 45.8% - 45.8% - (43.1D)%
15. Earnmgs (Loss) Per Common Share v -

“Net earnings (loss) applicable to common stockholders and the welghted-average number of shares used for bas1c and
diluted earnings (loss) per common share computatlons are summanzed in the table that follows ‘

For the Year Ended December 31

2012 2011 2010
Net earnings (loss) available to common stockholders R - 5 $10,421,000 = °$9,516,000 $(54,975,000)
Weighted-Average number of common shares outstanding used for:
Basic Earnings (Loss) Per Common Share v , ) : 21,566,109 21,126,187 11,101,196
Diluted Earnings (Loss) Per Common Share S 21,568,196 21,126,187 11,101,196
Basic Earnings (Loss) Per Common Share ‘ N T $0.48 $0.45 $(4.95)
Diluted Earnings (Loss) Per Common Share (1) $0.48 $0.45 $(4.95)

(1) All outstanding options/warrants were considered for the Diluted EPS computations and, only those that were dilutive. are. included in the
computations above as determined by using the treasury stock method. In 2012 and 2011, 997,622 and 1,085,622 of options/warrants to purchase
common stock, respectivély, were not dilutive because the exercise price of each was above the average market price of our common stock durmg
these periods. In 2010, all outstanding options/warrants of 1,045,422 were not considered dilutive due to the net loss incurred. - -

-16. Contingencies

" We are periodically a party to or otherwise involved in legal proceedings arising in the normal course of business,
such as foreclosure proceedings. Based on review and consultation with our legal counsel, we do not believe that
there is any pending or threatened proceeding agamst us, which, if determined adversely, would have a material effect
on our business, results of operatlons ﬁnanc1a1 position or liquidity. See footnote 23 for addltlonal dlsclosure

17. Contractual Death Benefit. Payments

We are contractually obligated to pay through June 30, 2014 death benefits to the spouse of ‘our former chalrman
Jerome Dansker, pursuant to the terms of his employment agreements with IBC and‘its former subsidiary, IMC. At
December 31, 2012, the remaining amount of death benefit payments payable totaled $0.4 million and they are due as
follows: $0.2 million in 2013 and 2014. In the event of the death-of the former chairman's spouse prior to June 30,
2014, any remaining unpaid payments will be paid by us in a lump sum to the spouse's estate. :
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17. Contractual Death Benefit Payments, Continued

We also have a ten-year employment and supplemental benefits agreement with our current Chairman, Mr. Lowell
Dansker, which expires on June 30, 2014. Pursuant to the agreement, his annual base salary as of July 1, 2012, is
$1.1 million and is subject to annual increases effective July 1st of each year of the term of the agreement based on
- various criteria. Mr. Dansker's employment agreement also contains-certain other provisions, including disability and
death benefits and indemnification. In the event of Mr. Dansker's disability, as defined in the agreement, or death, we
would be obligated to pay to Mr. Dansker's wife or his estate, as applicable, a specified amount over a period equal to
the greater of (i) three years, and (ii) the number- of months remaining in the stated term of the agreement. The
specified amount is equal to a percentage, 50% in the case of disability and 25% in the case of death, of Mr. Dansker's
monthly base salary had the agreement continued in force and effect No provision for this contingent liability has
been made in the consolidated financial statements.

18. Off-Balance Sheet Financial Instruments »

We are party to financial instruments with off-balance sheet risk in the normal course of business to meet the
financing needs of our customers. These instruments can be in the form of commitments to extend credit, unused lines
of credit and standby letters of credit, and may involve, to varying degrees, elements of credit and interest rate risk in
excess of the amounts recognized in our financial statements. Our maximum exposure to credit risk is represented by
the contractual amount of those instruments. Commitments to extend credit are agreements to lend funds to a
customer as long as there is no violation of any condition established in the contract. Such commitments generally
have fixed expiration dates or other termination clauses and normally require payment of fees to us. Since some of the
commitments are expected to expire without being drawn upon, the total commitment amount does not necessarily
represent future cash requirements. We evaluate each customer's creditworthiness on a case-by-case basis. INB from
time to time issues standby letters of credit, which are conditional commitments issued by INB to guarantee the
performance of a customer to a third party. The credit risk involved in the underwriting of letters of credit is
essentially the same as that involved in originating loans. We had no standby letters of credit outstanding at
December 31, 2012.0r 2011. .

The contractual amounts of our off-balance sheet financial instruments are as follows:

At December 31
(8 in thousands) 2012 2011
Commitments to extend credit $19,154 $18,199
Unused lines of credit 854 826

$20,008 $19,025 -

19. Regulatory Capital and Regulatory Matters

General. 1BC is subject to regulation, examination and superv1smn by the FRB. INB is subject to regulatlon examination
and supervision by the Federal Deposit Insurance Corporation ("FDIC"Y and the Office of the Comptroller of the Currency
("OCC"). Both IBC and INB are subject to various minimum regulatory capital requirements. Failure to comply with these
requirements can initiate mandatory and discretionary actions by the aforementioned regulators that, if undertaken, could
~ have a material adverse effect on our financial condition, results of operations and business. Under capital adequacy
guidelines and the regulatory framework for prompt corrective action, we must meet specific capital guidelines that
involve quantitative measures of our assets, liabilities and certain off-balance sheet items as calculated under regulatory
accounting practices. These capital amounts are also subject to qualitative Judgement by the regulators about components,
risk weighting and other factors. Quantitative measures established by the regulations to ensure capital adequacy require us
- to maintain minimum amounts and ratios of total Tier 1 capital to risk-weighted assets, total Tier 1 capital to average assets
-and total regulatory capital to risk weighted assets, as defined by the regulations. ,

Minimum Capital Ratios. In April 2009, INB' agreed with the OCC to maintain its minimum capital ratios at specified
levels higher than those otherwise required by applicable regulatlons the amounts of which are noted in the second table
that follows. ' :
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19. Regulatory Capital and Regulatory Matters, Continued = .

At December 31, 2012 and 2011, we believe that both IBC and INB met all caprtal adequacy requlrements to which
~ they were “subject, As of the date of filing of this report, we are not aware of any conditions or events that would have
' changed the status of such compliance with regulatory capital requlrements from December 31, 2012. There can be no
-assurances that INB or IBC will not be required to mamtam regulatory capltal at higher levels i in the future.

. Information regardlng our regulatory capltal and related ratlos is summarized as follows: o :
~ . INB - ~ . IBC Consolidated

o L — : ‘ _ AtDecember31 : ’ .At December 31
(8 in thousands) ' ’ ' 2012 2011 2012 2011 .
""Tier 1 capital (1) ™~ ' ’ T 8244081 $218,590 ' $249.,465 '$226,325
Tier 2 capital ) o - ‘ S 5566 17,176 - 15,620 - 17,232
. Total risk-based:capital (2) o , L $259.647 $235,766 $265,085 . $243,557
“Net risk- weighted assets for regulatory purposes . .81,232,670 $1,360,811 = $1,238,024 : $1,365,322
Average assets for regulatory purposes T 7 $1,690,329 $1,950,445 © $1,696,410 $1,958,409
“Total capital to risk-weighted assets . 21.06% C1733% 21.41% C T 17:84%
Tier 1 capital to risk-weighted assets ~ =~ SR 19.80% - © 16.06% 20.15% 16.58%
Tier 1.capital to average assets S Do & o 1444% . 11.21% '14.71% . .. 11.56%

(1) IBC's consolidated Tier 1 capital'at December 31, 2012 and 2011 mcluded $55 million of IBC's outstanding qualifying trust preferred securities
and $25 million of IBC's cumulative perpetual preferred stock held by the U.S. Treasury. -

(2) See note 10 for a discussion of preferred dividends in arrears totaling $4.2 million and $2.8 million at December 31, 2012 and 2011, respectrvely
Dividends in arrears have not been deducted from IBC's capltal and are only recorded as reductlon in capital when they have been declared and
becomé payable. :

The table that follows presents 1nformatron regardrng caprtal adequacy ’
‘Capital Requirements

Minimum - Minimum. k ‘
Under Prompt * To Be "Well Capltahzed" Minimum
Corrective ~~ Under Prompt Corrective Under Agreement
: s . Actial Capltal ' Action Provisions Action Provisions - With OCC
(8in thousands) ‘ . . Amount;:; Ratio Amount . Ratio Amount Ratio Amount. Ratio
IBC Consolidated at December 31, 2012 ’ o
Total capital to risk-weighted assets (1) $265,085 21.41% $99,042  8.00% NA ~ NA NA NA
Tier 1 capital to risk-weighted assets (1) -~ - $249,465 - 20.15% .. $49,521 4.00% NA . NA NA .. NA
Tier 1 capital to average assets (1) - - .. $249,465.  14.71% $67,856  4.00% NA . . NA NA. NA
IBC Consolidated at December 31, 201 1. o - . ,
Total capital to risk-weightéd assets’ $243,557 17.84%  $109,226  8.00% NA “NA NA °~ NA
Tiet 1 capital to risk-weighted assets . $226325 16.58% " $ 54,613  4.00% NA NA - NA NA
Tier I capital to average assets . $226,325 - 11.56% = $:78,336. 4.00% NA . NA NA NA
‘INB at December 31,2012: . : L : ; ) ) . .
Total capital to risk-weighted assets ., $259,647  21.06% $98,614  8.00%. $123,267 110.00%  $147,920  12.00%
~ Tier 1 capital.to risk-weighted assets $244,081 19.80%  $49,307  4.00% $ 73,960 6.00% $123267  10.00%
“Tiér 1 capital to average assets $244,081 1444%  $67,613 4.00% - $ 84,516 5.00% $152,130  9.00%
INB at December 31,2011: R R ’ ‘ . : '
Total capital to risk-weighted assets . $235,766 . 17.33%  $108,865  8.00% $136,081 -10.00% - $163,297 .. 12.00%
Tier 1 capital to risk-weighted assets . $218,590 - 16.06% $ 54,432 400% - $ 81,649 .. 6.00% . -$136,081  10.00%
Tier 1 capital to average assets $218,590 11.21% $ 78,018 - 4.00% $ 97,522 5.00% $175,540 . 9.00%

(1) Assuming IBC had excluded all of its eligible outstanding trust preferred securities (which totaled $55 million) from its Tier 1 capital and included
the entire amount in its Trer 2 capltal consolidated proforma capital ratlos at December 31, 2012 would have been 21.41%, 15.71% and 11 46%,
respectively.

The table that follows presents additional information regarding our capital adequacy at December 31, 2012.

INB Regulatory Capital Consolidated Regulatory Capital
(8 in thousands) Actual Required Excess Actual Required Excess
Total capital to risk-weighted assets $259,647 $147,920 $111,727 $265,085 $99,042 © $166,043
Tier 1 capital to risk-weighted assets $244,081 $123,267 $120,814 $249,465 $49,521 $199,944
Tier 1 capital to average assets $244,081 $152,130 $ 91,951 $249,465 $67,856 $181,609
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19. Regulatory Capital and Regulatory Matters, Continued =~

Formal Agreements and Regulatory Restrictions. In December 2010, INB entered into a formal written agreement
(the "Formal Agreement") with its primary regulator, the OCC. The Formal Agreement superseded and replaced a
Memorandum of Understanding entered into on April 7, 2009 between INB and the OCC. The Formal Agreement
requires INB to take certain actions, including (1) creating a compliance committee to monitor and coordinate INB's
performance under the Formal Agreement and to submit periodic progress reports to the OCC, (2) the development of
strategic and capital plans covering at least three years, (3) completing an assessment of management and ensuring
effective management, and (4) developing programs related to: (i) loan portfolio management; (ii) criticized assets;
(iii) loan review; (iv) credit concentrations; (v) accounting for other real estate owned; (vi) maintaining an adequate
allowance for loan losses; (vii) liquidity risk management; and (viii) interest rate risk management.

As of December 31, 2012, INB had achieved compliance with all but two of the articles in the Formal Agreement and
believes it has taken the steps or submitted the additional required documentation to achieve compliance with these
articles, which consist of ensuring effective management and developing a loan concentration program. All of the
steps and actions INB has and will continue to take are still subject to the on-going review, satisfaction and
acceptance of the OCC. Consequently, timing with respect to full compliance with the Formal Agreement cannot be
predicted since many of the steps and actions we have taken need to be in place and operating effectively for a period
of time as determined by the OCC in order to achieve full compliance with the Formal Agreement. ’

The Formal Agreement also limits INB's ability to pay diVidends to TBC and requires INB to maintain Tier 1 capital at
least equal to 9% of adjusted total assets, Tier 1 capital at least equal to 10% of risk-weighted assets; and total risk-
based capital at least equal to 12% of risk-weighted assets. These are the same levels that INB agreed with the OCC to
maintain beginning April 7, 2009. Furthermore, INB is not allowed to accept brokered deposits without the prior
approval of the OCC and it is also required, in the absence of a waiver from the FDIC, based on a determination that
INB operates in high cost deposit markets, to maintain its deposit pricing at or below the national rates published by
the FDIC, plus 75 basis points. The FDIC's national rate is:a simple average of rates paid by U.S. depository
institutions as calculated by the FDIC. At December 31, 2012, INB was in. compliance with the aforementioned
capital and deposit restrictions.

In January 2011, IBC entered into a written agreement (the "Federal Reserve Agreement") with its primary regulator,
the FRB, which requires IBC's Board of Directors to take the steps necessary to utilize IBC's financial and managerial
resources to serve as a source of strength to INB, including causing INB to comply with its Formal Agreement with
its primary regulator, the OCC. In addition, as noted earlier, IBC cannot declare or pay dividends without the prior
approval of the FRB and the Director of the Division of Banking Supervision and Regulation of the Board of
Govemors (the "Banking Director"). IBC also cannot take any payments representing a reduction in capital from INB
without prior approval of the FRB and IBC cannot not make any distributions of interest, principal or other sums on
its subordinated debentures or trust preferred securities without prior approval from the FRB and the Banking
Director. Further, IBC may not incur, increase or guarantee any debt or purchase or redeem any shares of its stock
without prior approval of the FRB. IBC was also required within 90 days of the date of the Federal Reserve
Agreement to submit a plan to continue to maintain sufficient capital. Finally, IBC must notify the FRB when
appointing any new director or senior executive officer or changing responsibilities of any senior executive officer,
and IBC is also restricted in making certain severance and indemnification payments. We believe we have taken all
necessary actions to promptly address the requirements of the Federal Reserve Agreement and that IBC is in
compliance with such agreement as of the date of filing of this report.
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20. Fair Value Measurements

We use fair value measurements to record fair value adjustments to certain assets and liabilities and to determine fair
value disclosures. At December 31,2012, we had only $1.0 million of assets (comprised of securities available for
sale using Level 1 inputs) and no liabilities that were recorded at fair value on a ‘recurring basis. From time to time,
we may be required to record at fair value other assets or liabilities on a non-recurring basis, such as impaired loans,
impaired investment securities and foreclosed real estate. These non-recurring fair value adjustments involve the
application of lower-of-cost-or-market accounting or writedowns of individual assets. In accordance with GAAP, we
group our assets and liabilities at fair value in three levels, based on the markets in which the assets are traded and the
reliability of the assumptions used to determine fair value, as follows:

Level 1 - Valuation is based upon quoted prices for identical instruments traded in actlve markets;

Level 2 - Valuation is based upon quoted prices for similar instruments in active markets, quoted prices for identical or
similar instruments in markets that are not active and model-based Valuatlon techmques for Wthh all significant
assumptions are observable in the market; and

Level 3 - Valuation is generated from model-based techniques that use s1gn1ﬁcant assumptions not observable in the
market. These assumptions reflect our estimates of assumptions that market participants would use in pricing the asset or
liability. Valuation techniques include the use of discounted cash flow models. The results cannot be determined with
precision and may not be realized in an actual sale or immediate settlement of the asset or liability.

We base our fair values on the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. GAAP requires us to maximize the use of observable
inputs and minimize the use of unobservable inputs when measurmg fair value. Our assessment of the significance of a
particular input to the fair value measurement in its entirety requires considerable judgment, by us and considers factors
specific to the asset or liability. See note 1 for a discussion of the valuation methodologies we use for assets measured at
fair value on a non-recurring basis which consist of our impaired loans, impaired securities and foreclosed real estate. Fair
value estimates for all these assets are classified as Level 3.

The followmg tables provide information regarding our assets measured at fair value ona nonrecurring basis.

Outstanding Carrying Value
At December 31,
2012 2011

(8 in thousands) Level 3 Level 3
Impaired loans (1): : R

Commercial real estate $50,795 © $46,638

Multifamily 12,577 16,776

Land 2,601 2,855
Total impaired loans 65,973 66,269
Impaired securities (2) 3,721 4,378
Foreclosed real estate 15,923 28278 ¢

Accumulated Losses on
Outstanding Balance Total Losses (3)

) . AtDecember31, [ For the Yea; Ended December 31 '
(8 in thousands) C 2012 2011 2012 C 2011 2010
Impaired loans: : . R ’ o

.- Commercial real éstate ** - $9,979 - $10,593 | . $1,038 $4,936 $58,828
- Multifamily .. .3,092 3,455 o (364) . 4,190 - 26210
Land _ 521 1,009 _(488) 1,009 4,696
Total impaired loans C 13,592 15,057 186 10,135 89,734
Impaired securities 4,233 3,651 o582 201 1,192

Foreclosed real estate 5,339 6,037 4,161 3,161 15,636
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20. Fair Value Measurements, Continued
Notes to preceding table:

(1) Comprised of nonaccrual loans and accruing TDRs. Outstanding carrying value excludes a specific valuation allowance included in the overall
allowance for loan losses. See note 3 to the financial statements.

(2) Comprised of certain held-to maturity investments in trust preferred securities cons1dered other than temporarily impaired. See note 2 to the
financial statements. <

(3) Represents total losses recognized on all assets measured at falr value on a nonrecurring basis during the period mdlcated The losses for impaired
loans represent the change (before net chargeoffs) during the period in the corresponding specific valuation allowance , while the losses for
foreclosed real estate represent writedowns in carrying values subsequent to foreclosure (recorded as provisions for real estate losses) adjusted for
any gains or losses from the transfer/sale of the properties during the period. It should be noted that a large portion of the losses for impaired loans
and foreclosed real estate in 2010 were attributable to a bulk sale in which a large amount of assets were sold at 51gn1ﬁcant discounts to their
estimated fair values. The losses on investment securities represent OTTI charges recorded as a component of noninterest income as descrlbed in
note 2 to the financial statéments.

The followmg table presents mformaﬁon regarding the change in assets measured at fair value on a nonrecurring basis for
the three-year period ended December 31, 2012. '

Impaired Impaired Foreclosed
(8 in thousands) , . Securities Loans Real Estate
Balance at December 31, 2009 $3,727 $221,188 $31,866
Net new impaired securities and loans : 2,045 97,852 -
Other than temporary impairment writedowns (1,192) - -
Principal repayments/sales - (124,374) (30,051)
Chargeoffs of impaired loans : - - (97,226) -
Impaired loans transferred to foreclosed real estate - (40,885) 40,885
Writedowns of carrying value subsequent to foreclosure - - (15,509)
Loss on sales ‘ - - (127)
Balance at December 31, 2010 $4,580 $ 56,555 $27,064
Net new impaired securities and loans . - 41,768 - -
Other than temporary impairment writedowns (201) - -
Principal repayments/sales - (18,198) -
Chargeoffs of impaired loans ' - (9,481)
Impaired loans transferred to foreclosed real estate - (4,375) 4,375
Writedowns of carrying value subsequent to foreclosure - - (3,349)
Gain on transfers from loans - - 188
All other (1) - -
Balance at December 31, 2011 ) $4,378 $66,269 $28,278
Net new impaired securities and loans - 19,875 -
Other than temporary impairment writedowns (582). - -
Principal repayments/sales as) - (12,330) (12,883)
Chargeoffs of impaired loans - (3,152) -
Impaired loans transferred to foreclosed real estate - (4,689) 4,689
Writedowns of carrymg value subsequent to foreclosure - - (4,068)
Loss on sales ) - - (93)
Balance at December 31, 2012 $3,721 $65,973 $15,923

We are required by GAAP to disclose the estimated fair value of each class of our financial instruments for which it is
practicable to estimate. The fair value of a financial instrument is the current estimated amount that would be exchanged
between willing parties, other than in a forced liquidation. Fair value is best determined based upon quoted market prices.
However, in many instances, there are no quoted market prices for our various financial instruments. In cases where
quoted market prices are not available, fair values are based on estimates using present value or other valuation techniques.
Those techniques are significantly affected by the assumptions used, including the discount rate and estimates of future
cash flows. Accordingly, the fair value estimates may not be realized in an immediate settlement of the instrument.
Additionally, the estimated fair value of our non-financial instruments is excluded from these disclosure requirements.
Accordingly, the aggregate fair value amounts presented in the table that follows may not necessarily represent the
underlying fair value of our Company.
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20. Fair Value Measurements, Continued

The fair value estimates shown in the table that follows are made-at-a specific point in time based on available information.
A significant portion of our financial instruments, such as our mortgage loans, do not have an active marketplace in which
they can be readily sold or purchased to determine fair value. Consequently, fair value estimates for such instruments are
based on assumptions made by us that include the instrument's credit risk characteristics and future estimated cash flows
and prevailing interest rates. As a result, these fair value estimates are subjective in nature, involve uncertainties and
matters of significant judgment and therefore, cannot be determined with precision. Accordingly, changes in any of our
assumptions could cause the fair value estimates to deviate substantially. Fair value estimates included herein are based on
existing on- and off-balance-sheet financial instruments without attempting to estimate the value of anticipated future
business and the fair value of assets and liabilities that are not required to be recorded or disclosed at fair value like
premises and equipment. In addition, the tax ramifications related to the realization of the unrealized gains and losses can
have a significant effect on fair value estimates and have not been considered in the estimates.

The following methods and assumptions were used to estimate the fair value of financial instruments:

Cash, Cash Equivalents and Time Deposits with Banks. The carrying amount is a reasonable estimate of fair value because
of the relatively short time between the ongrnatlon of the instrument and its expected realization.

Securities. Except for our investments in corporate securities, the estimated fair value for our securities held to maturity
and available for sale portfolios is obtained from third-party brokers who provide quoted prices derived from active
markets for identical or similar securities. The estimated fair value of our corporate secunty investments, which currently
do not have an active tradlng market, are obtained from a third-party pricing service, which uses a complex valuation
model that factors in numerous assumptions and data, including anticipated discounts related to 1H1qu1d trading markets,
credit and interest rate risk. The estimated fair value of the FRB and FHLB stock approx1mates carrying value since the
securities are redeemable at cost. -

Loans Receivable. The estimated fair value of accruing loans is based on a discounted cash flow analysis, using interest
rates currently being offered by INB for loans with similar terms to borrowers of sifnilar credit quality.- The determination
. of the estimated fair value of impaired loans was discussed earlier in this footnote: We can make no assurance that our
perception and quantification of all the factors we use in determining the: estimated: fair value of loans, including. our
estimate of perceived credit risk, would be viewed in the same manner as that of a potential investor. Therefore, changes in
any of our assumptions could cause the reported fair value estimates of our loans to deviate substantially.

Deposits. The estimated fair value of deposits with no stated maturity, such as-savings, money market, checking and
noninterest-bearing demand deposit accounts approximates carrying value since these deposits are payable on demand.
The estimated fair value of certificates of deposit is based on the discounted value of their contractual cash flows. The
discount rate used in the present value computatlon was estimated by companson to: current mterest rates offered by INB
for certificates of deposit with similar remaining maturities.

Borrowed Funds and Accrued Interest Payable. The estimated fair value of borrowed funds and related accrued interest
payable is based on a discounted cash flow analysis. The discount rate used in the present value computation was
estimated by comparison to what we believe to be our incremental borrowing rate for similar arrangements.

All Other Financial Assets and Liabilities. The estimated fair value of accrued interest receivable and accrued interest
payable on deposits approximates their carrying values since these instruments are payable on demand or have short-term
maturities. The estimated fair value of loan fees receivable is based on the drscounted value of their contractual cash flows
using the same discount rate that is used to value loans receivable.

Off-Balance Sheet Instruments. The carrying amounts of commitments to lend approximated estimated fair value.
Estimated fair value is based on fees currently charged to enter into similar agreements, taking into account the remaining
terms of the agreements and the counter party's credit standing. ;
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20. Fair Value Measurements, Continued
The carrying and estimated fair values of our financial instruments are as follows:

At December 31,2012 At December 31, 2011
Carrying Fair - Carrying ' Fair
(8 in thousands) ; Value Value Value Value
Financial Assets: . . - -
Cash and cash equivalents (1) . $ . 60,395 $ 60,395 $ 29,863 $ 29,863
Time deposits with banks (1) 5170 5170 1,470 1,470
Securities available for sale, net (1) 1,000 1,000 - -
Securities held to maturity, net (2) 443,777 442,166 700,444 698,804
FRB and FHLB stock (3) - 8,151 8,151 9,249 9,249
Loans receivable, net (3) 1,079,363 1,102,333 1,133,375 1,167,523
Loan fees receivable (3) ‘ 3,108 2,547 4,188 3,454
Accrued interest receivable (3) 5,191 5,191 7,216 7,216
Total Financial Assets ; $1,606,155 $1,626,953 $1,885,805 $1,917,579
Financial Liabilities: ‘ , P -
Deposits (3) ' C 1,362,619 1,389,629  $1,662,024 $1,705,419
Borrowed funds plus accrued interest payable (3) 62,930 62,448 78,606 78,331
.. Accrued interest payable on deposits (3) - 2,379 2,379 3,676 - 3,676
Off-Balance Sheet Financial Instruments: _
Commitments to lend (3) 386 ' 386 589 589
Total Financial Liabilities ) ' $1,428314  $1.454,842 $1,744,895 $1,788,015
Net Financial Assets ' $ 177,841 $ 172,111 $ 140910 $ 129,564

(1) We consider these fair value measurements to be Level 1:

(2) We consider these fair value measurements to be Level 1, except for our corporate security 1nvestments held to maturlty,
which are considered Level 3.

(3) We consider these fair value measurements to be Level 3. .
21, Holding Company Financial Information
The following IBC (parent company only) condensed financial information should be read in conjunction with the other
. notes to the consolidated financial statements.
Condensed Balance Sheets

. . . : At December 31
(8 in thousands) , 2012 2011
ASSETS ’ ' B o
Cash and due from banks - : : ' $ 46 8 49
Short-term investments . 8,070 8,499
Total cash and cash equivalents : 8,116 8,548
Loans receivable (net of allowance for loan losses of $50) . . 2,753 2,796
Investment in consolidated subsidiaries 254,815 240,128
Investment in unconsolidated subsidiaries - Intervest Statutory Trusts . ) 1,702 1,702
- Deferred income tax asset 5,748 4,668
Deferred debenture offering costs; net of amortization o ) 779 816
All other assets 388 464
Total assets ‘ ‘ $274,301  $259,122
LIABILITIES * ‘ : E o :
Debentures payable - capital securities c Ny . . - $56,702 $ 56,702
Accrued interest payable on debentures , , 6,228 4,361
All other liabilities 424 528
Total liabilities C 63,354 61,591
STOCKHOLDERS' EQUITY
Preferred equity, net of preferred stock discount : 24,624 24,238
Common equity 186,323 173,293
Total stockholders' equity 210,947 197,531
Total liabilities and stockholders' equity $274,301 $259,122
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21. Holding Company Financial Information, Continued

Condensed Statements of Operatlons
For the Year Ended December 31

(8 in thousands) 2012 2011 2010
Interest income _ $ 264 $ 475 $ 36
Dividend income from Intervest National Bank (1) - - -
Interest expense ) , 1,848 2,072 2,148

- Net interest expense : (1,584) (1,597) (2,112)
Provision for loan losses ' - 290 -
Management fee income from subsidiaries : , - - 155
Other non-interest income ' ' 5 8 2
All other noninterest expenses 773 816 806
Loss before credit for income taxes (2,352) (2,695) (2,761)
Credit for income taxes 1,080 1,237 1,267
Net loss before earnings (loss) of subsidiaries (1,272) (1,458) (1,494)
Equity in undistributed earnings (loss) of Intervest National Bank » 13,494 12,704  (50,242)
Equity in undistributed loss of Intervest Mortgage Corporation ' - - (1,572)
Consolidated net earnings (loss) 12,222 11,246 (53,308)
Preferred stock dividend requirements and discount amortization (2) 1,801 1,730 1,667
Consolidated net earnings (loss) available to common stockholders - ' $10,421 $9,516 $(54,975)

(1) Represents dividends to fund the debt service on IBC's outstanding: debentures and dividend requirements on IBC's outstanding
preferred stock held by the Treasury. The debt service on the debentures payable is included in IBC's interest expense. The proceeds
from the issuance of the capital securities and preferred stock are invested in the capltal of INB. In 2010, INB suspended the payment
of dividends to IBC as requested by its primary regulator.. » :

(2) Represents dividend requirements on preferred stock held by the U.S Treasury and amortization of related preferred stock discount.

Condensed Statements of Cash Flows .
For the Year Ended December 31 s

(3 in thousands) 2012 - - 2011 2010
OPERATING ACTIVITIES . . '

Consolidated net earnings (loss) $12,222 $11,246 $(53,308)
Adjustments to reconcile net earnings (loss) to net cash used in operating activities:

Equity in (earnings) loss of subsidiaries (13,494). (12,704) 51,814
Increase in accrued interest payable on debentures 1,867 2,099 2,177
All other, net change (1,116) (926) (1,148)
Net cash used in operating activities (521) (285) (465)
INVESTING ACTIVITIES : v

Investment in capital of subsidiary - Intervest Natlonal Bank ' - - (37,600)
Return of capital from subsidiary - Intervest Mortgage Corporation - 229 11,100
Net decrease in loans receivable 45 3,884 -
Net cash provided by (used in) investing activities 45 ) 4,113 (26,500)
FINANCING ACTIVITIES - .

Net increase (decrease) in mortgage escrow funds payable 44 217)

Cash received from issuance of common stock, net of issuance costs - ) - 25,012
Net cash provided by (used in) financing activities 44 217) 25,012
Net (decrease) increase in cash and cash equivalents . . . (432) 3,611 (1,953)
Cash and cash equivalents at beginning of year ’ 8,548 4,937 6,890
Cash and cash equivalents at end of year ' ) ' $38,116 $ 8,548 $ 4,937
SUPPLEMENTAL DISCLOSURES '

Cash paid for interest $ - $ - $ -
Cash paid for (received from refunds of) income taxes, net - (43) . -
Transfer of loans from Intervest Mortgage Corporation v - 7,437 -
Transfer of all other net assets from Intervest Mortgage Corporation - 1,030 -
Subsidiaries' compensation expense related to common stock options 1,194 326 41
Preferred dividend requirements and amortization of preferred stock discount 1,801 1,730 1,667
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22, Selected Quarterly Financial Data (Unaudited)

The following is a summary of:our unaudited interim results of operations and other period-end selected
information by quarter for the years ended December 31, 2012 and 2011.

: - 2012 :

(8 in thousands, except per share amounts) Q1 Q2 Q3 Q4
Interest and dividend income $20,698 $19,706 $19,082 17,798
Interest expense 10,740 10,001 9,223 8,103
Net interest and dividend income 9,958 9,705 - 9,859 9,695
Provision for loan losses - - - -
Net interest and dividend income after provision for loan losses 9,958 9,705 ~ 9,859 _ 9,695
Noninterest income 1,125 1,406 1,187 - 2476
Noninterest expenses:

Provision for real estate losses 511 1,397 1,025 . 1,135

Real estate expenses 460 479 883 324

Operating expenses 4,164 4149 4160 4,195
Earnings before provision for income taxes - 5,948 5,086 4978 6,517
Provision for income taxes " 2,694 2,326 2,300 - 2,987
Net earnings 3,254 2,760 T 2,678 3,530
Preferred dividend requirements and discount amortization 444 . 448 453 456
Net earnings available to common stockholders ) $2.810 $2,312 $2225 $3,074
Basic earnings per common share , o - $0.13 $0.11 " $0.10 $0.14
Diluted earnings per common share ; 0.13 0.11 0.10 $0.14
Cash dividends paid per common share ‘ - . - - -
Total assets . . $1,909,052  $1,862,110  $1,751,880 $1,665,792
Total cash, short-term investments and security investments 691,205 667,509 546,397 518,493
Total loans, net of unearned fees ' S 1,155,437 1,137,780 1,155,171 1,107,466
Total deposits 1,599,653 1,554,615 1,432,209 1,362,619
Total borrowed funds and related accrued interest payable ) 72,064 72,528 69,487 62,930
Total stockholders' equity ) ) 201,051 204,121 207,108 210,947

o 2011

(8 in thousands, except per share amounts) Q1 Q2 Q3 Q4
Interest and dividend income $23,594 $23,917 - $23,160 $22,166
Interest expense 13,243 T 13,044 12,729 - 11,524
Net interest and dividend income 10,351 10,873 10,431 10,642
Provision for loan losses 2,045 © 742 2,191 ) 40
Net interest and dividend income after provision for loan losses 8,306 10,131 8,240 10,602
Noninterest income £ 323 1,007 - 2,004 974
Noninterest expenses )

Provision for real estate losses - 1,278 : 701 1,370

Real estate expenses : 325 554 - 121 -~ 619

Operating expenses 4,410 4,099 - - 3,578 ‘3,774
Earnings before provision for income taxes © 3,894 5,207 5,844 5,813
Provision for income taxes . . i 1,741 2,321 ’ 2,771 2,679
Net earnings 2,153 2,886 3,073 3,134
Preferred dividend requirements and discount amortization 427 428 - 435 - 440
Net earnings available to common stockholders $1,726 $ 2,458 $2,638 $ 2,694
Basic earnings per common share $0.08 $0.12° $0.12 - $0.13
Diluted earnings per common share 0.08 0.12 0.12 0.13
Cash dividends paid per common share - - - -
Total assets $2,014,125 $2,050,379 $1,991,245 $1,969,540
Total cash, short-term investments and security investments 629,124 715262 724,158 741,026
Total loans, net of unearned fees - 1,300,546 1,252,128 1,199,770 1,163,790
Total deposits 1,706,630 1,735,292 1,678,003 1,662,024
Total borrowed funds and related accrued interest payable ' - 82,072 82,634 78,156 T 78,606
Total stockholders’ equity 188,191 191,154 194,305 197,531
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23. Subsequent Event

On January 18, 2013, INB reached a settlement agreement with respect to certain litigation it had pursued-in connection
with a foreclosure action it had commienced in 2010 on one of its loans. INB commenced the action to collect insurance
proceeds which it contended had been improperly pa1d to various third parties. As a result of the settlement INB received
net proceeds of $2.1 million in February 2013, which was recorded in February 2013 as a $0. 7 million recovery of prior
‘loan charge offs and a $1.4 million recovery of prior real estate expenses assomated with the loan and underlymg collateral

property.
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Item 9. Changes In and Disagreements with Accountants on Accountmg and Financial Disclosure
Not Applicable
Item 9A. Controls and Procedures

Our management evaluated, with the participation of our Principal Executive and Financial Officers, the effectiveness
of the design and operation of our disclosure controls and procedures (as defined in Rule 13a-15(e) or 15d-15(e)
under the Securities Exchange Act of 1934) as of December 31, 2012. Based on such evaluation, the Principal
Executive and Financial Officers bave concluded that, as. of December 31, 2012 our disclosure controls and
procedures were effectlve No changes in our internal control over financial reporting were identified in connection
with the evaluation required by paragraph (d) of Rule 13a-15 or Rule 15d-15 under the Exchange Act that occurred
during our most recent fiscal quarter that have materially affected, or are ‘reasonably likely to materially affect our
internal control over financial reporting.

See "Management's Report on Internal Control Over Financial Reporting" and "Report of Independent Registered
Public Accounting Firm on Internal Control" included in Item 8.

Item 9B. Other Information
Not Applicable
PART III

Item 10. Directors, Executive Officers and Corporate Governance

Directors. The information required by this item is contained under the section entitled "Proposal One:
Election of Directors" in IBC's definitive proxy statement for its 2013 Annual Meeting (the "Proxy Statement") to be
held in May 2013, which will be filed with the SEC within 120 days from December 31, 2012, and is incorporated
herein by reference.

Executive Officers. The information required by this item is set forth at the end of Part I of this report under
the caption "Executive Officers and Other Key Employees."

Section 16(a) Beneficial Ownership Reporting Compliance. The information required by this item is
contained under the section entitled "Section 16(a) Beneficial Ownership Reporting Compliance" in the Proxy
Statement and is incorporated herein by reference.

Audit Committee and Audit Committee Financial Expert. The information required by this item regarding
the Audit Committee of our Board of Directors, including information regarding audit committee financial experts
serving on the Audit Committee, is contained in the section of the Proxy Statement entitled "Corporate Governance
Principles and Board Matters" and is incorporated herein by reference.

Code of Business Conduct and Ethics. We have a written code of business conduct and ethics that apply to
our directors, officers and employees, and we also have a written code of ethics for our principal executive and
financial and accounting officers. Our Audit Committee has procedures for the submission of complaints or concerns
regarding financial statement disclosures and other matters. A copy of these documents will be furnished without
charge to beneficial owners of our common stock by writing to: Intervest Bancshares Corporation, Attention:
Secretary, One Rockefeller Plaza (Suite 400) New York, New York 10020.

Item 11. Executive Compensation

The information required by this item regarding the compensation of our named executive officers and our directors is
contained in the sections entitled "Executive Compensation” and "Director Compensation” of the Proxy Statement
and is incorporated herein by reference.

The information required by this item regarding compensation committee interlocks is contained in the Proxy
Statement in the section entitled "Corporate Governance Principles and Board Matters - Compensation Committee
Interlocks and Insider Participation” and is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information required by this item is contained in the sections entitled "Security Ownership of Certain Beneficial
Owners and Management" and "Stock Option Exercises, Grants and Outstanding Equity Awards" of the Proxy
Statement and are incorporated herein by reference.
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Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item is contained in the sections entitled "Corporate Governance Principles and
Board Matters" and "Certain Relationships-and Related Transactions" of the Proxy-Statement and is incorporated
herein by reference.

Item 14. Principal Accountant Fees and Services

The information required by this item is contained in the section entitled "Independent Pubhc Accountants” of the
Proxy Statement-and is incorporated herein by reference. : :

PART IV
Item 15. Exhibits and Financial Statement Schedules-
(a) Documents Filed as Part of this Report . o _ _
(1) Financial Statements: See Part II Item 8 "Financial Statements and Supplementary Data B
(2) Financial Statement Schedules: See Part II Item 8 "Financial Statements and Supplementary Data".

(3) Exhibits: The exhibits required by Ttem 601 of Regulation S-K are listed in the Exhibit Index which follows the
signature page to this report and is incorporated herein by reference.

114



“SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities' Exchange Act of 1934, the Reglstrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

INTERVEST BANCSHARES CORPORATION
(Registrant)

By: /s/ Lowell S. Dansker - Date: February 28, 2013
Lowell S. Dansker,
Chairman and Chief Executive Officer (Principal Executive Officer)

POWER OF ATTORNEY AND SIGNATURES

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below constitutes and appoints Lowell S.
Dansker and Stephen A. Helman and either of them (with full power in each to act alone), as true and lawful attorneys—in—fact,
with full power of substitution, for him and in his name, place and stead, in any and all capacities, to sign any amendments to this
Report on Form 10-K and to file the same, with all exhibits thereto and other documents in‘connection therewith, with the SEC,
hereby ratifying and confirming all that said attorney—in-fact, or their substitute or substitutes, may lawfully do or cause to be
done by virtue thereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report on Form 10-K has been signed by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Chairman, Chief Executive Officer and Director:
(Principal Executive Officer):

By:_/s/ Lowell S. Dansker Date: February 28, 2013
Lowell S. Dansker

Chief Financial and Accounting Officer:
(Principal Financial Officer):

By: /s/ John J. Arvonio Date: February 28, 2013
John J. Arvonio

Vice President, Secretary and Director:

By: /s/ Stephen A. Helman Date: February 28, 2013
Stephen A. Helman

Directors:

By: /s/ Michael A. Callen Date: February 28, 2013
Michael A. Callen

By: /s/ C. Wayne Crowell Date: February 28, 2013
C. Wayne Crowell

By: /s/ Paul R. DeRosa Date: February 28, 2013
Paul R. DeRosa

By: /s/ Wayne F. Holly Date: February 28. 2013
Wayne F. Holly

By: /s/ Susan R. Katzke Date: February 28, 2013
Susan R. Katzke

By: /s/ Lawton Swan, 11 Date: February 28, 2013
Lawton Swan, III

By: /s/ Thomas E. Willett Date: February 28. 2013
Thomas E. Willett

By: /s/ Wesley T. Wood Date: February 28, 2013

Wesley T. Wood
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EXHIBIT INDEX

Incorporated by Reference - :

Exhibit SEC File- - Filing
Number Exhibit Description " Form- Number - Exhibit  Date
1.1* . Underwriting agreement dated October 14, 2010 between IBC and Sandler - 8K | 000-23377 - 1.1 10/15/10
: O’Neill & Partners, L.P. : RN B :
] 2.1* Stock Purchase Agreement dated as of December 18, 2002, by and between R S | : 333-26493 2.2 07/08/05
' IBC and Jean Dansker regarding the purchase and sale of the issued and S
outstanding shares of Intervest Securities Corporation - ; | : :
3.1* Restated Certificate of Incorporation of IBC » 8K 000-23377 3.1 05/25/12
3.2°* Bylaws of IBC as amended 8-K- | 000-23377 3.1 12/17/07
33* Certificate of designation of IBC preferred stock issued to U.S. Treasuxy 8K | 000-23377 3.1 | 12/23/08
' dated as of December. 18, 2008 RS © - 3
4.1* Form of Certificate for Shares of Common Stock of IBC SB-2 |’ 033-82246 4.1 09/15/04
42* Warrant issued to U.S. Treasury to purchase Common Stock 8-K . 000-23377 4.1 12/23/08
4.3 % Form of Indenture between IBC ancf U.S Bank National Association 10-K 000-23377 4.9 03/19/04
o dated as of September:17, 2003 ‘ o ) v ; -
4.4 % Form of Indenture between IBC and U.S Bank National Association 10-Q - | 000-23377 | 4.10 | 11/12/04
: dated as of March 17, 2004 i . )
4.5% _Form of Indenture between IBC and Wilmington Trust Company 10-Q £ 000-23377 411 11/12/04
_ : dated as of September 20, 2004 PR ., 1o
4.6* Form of Indenture between IBC and Wilmington Trust Company 10-Q | 000-23377 41 i 11/02/06
' dated as of September 21, 2006 C o : L : ] .
10.1 +* 1" Employment Agreement between IMC S-1L- 1. 033-96662 102 09/07/95
and Jerome Dansker dated as of July 1, 1995 R N R | a
10.2 +* .| Amendment to Employment Agreement between IMC 10-K 033-27404 | - 10.1 03/31/99
and Jerome Dansker dated as of August 3, 1998 - RN . B
10.3-+* I Employment and Supplemental Benefits Agreement between IBC 40-Q | 000-23377 | 10.06 11/12/04
and Jerome Dansker dated as of July 1, 2004 R - '
104 +* - Employment and Supplemental Benefits Agreement IBC 10-Q 000-23377 10.1 11/12/04
and Lowell S. Dansker dated as of July 1, 2004 ' : o )
10.5+* | Employment Agreement between IMC | S-i1° | 03396662 | - 10.2 11/15/04
and Jerome Dansker, dated as of July 1, 1995 , o 3 ‘
10.6 +* | Amendment to Employment Agreement between, IMC ' 10-Q . | 033-27404 | _10.0 11/10/05
and Jerome Dansker dated as of July 1, 2004 ‘ ) o
10.7 +* | Letter Agreement between IBC and Jean Dansker 8-K 000-23377 99.1 10/06/06
dated as of October 4, 2006 : ;
10.8 +* IBC Long Term Incentive Plan . S-8 - | 333-38651 |. 4.4 11/13/06
10.9+* Amendment to Employment Agreement between IBC' : - ‘ N =
and Lowell Dansker dated as of June 21, 2007 - 8K 000-23377 10.1 06/25/07
10.10 * Securities purchase agreement letter between IBC and U.S. Treasury 8-K 000-23377 10.1 12/23/08
dated as of December 23, 2008
10.11 * Form of waiver dated as of December 23, 2008 8-K 000-23377 10.2 12/23/08
10.12+ Form of Employment Agreement between INB and certain executive officers 10-K 000-23377 10.13 03/02/10
10.13+* | Form of Non-Qualified Option Agreement 10-K 000-23377 10.11 03/02/10
10.14 * Asset Purchase Agreement, dated May 25, 2010, by and among INB, IMC 8-K 000-23377 10.1 05/27/10
and VFC Partners 4 LLC.
10.15 * Investment Agreement, dated May 25, 2010, by and among IBC, Varde 8-K 000-23377 10.2 05/27/10
Investment Partners, L.P. and FC Highway 6 Holdings LLC.
10.16 * Registration Rights Agreement, dated May 25, 2010, by and among IBC, 8-K 000-23377 10.2 05/27/10
Varde Investment Partners, L.P. and FC Highway 6 LLC.
10.17 * Letter Agreement, dated May 25, 2010, between INB and VFI Partners 4 LLC. 8-K 000-23377 10.2 05/27/10
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: Incorporated by Reference
Exhibit File Filing

Number Exhibit Description Form Number Exhibit Date
10.18 * | Agreement to Convert, dated August 25, 2010, by and among IBC, Lowell S. 8-K 000-23377 1.1 8/26/10
Dansker, Jean Dansker and Helene Bergman. v :
10.19* Formal Agreement between INB and The Comptroller of the Currency . 8K . | 000-23377 10.1 12/10/10
10.20+* | Form of Restricted Stock Award Agreement (Named Executive Officer) 8-K 000-23377 10.1 12/15/10
10.21+* | Form of Restricted Stock Award Agreement (Non-Employee Directors) 8-K 000-23377 102 12/15/10
10.22* Formal Agreement between IBC and Federal Reserve Bank of New York v 8-K 000-23377 10.1 01/20/11
10.23+* | Form of Restricted Stock Award Agreement (Named Executive Officer)- - 8-K | 000-23377 10.1 01/23/12
10.24+* | Form of Restricted Stock Award Agreement (Non-Employee Directors) ‘8-K {°000-23377 10.2 01/23/12
10.25+* | Form of Restricted Stock Award Agreement (Employees) 8-K 000-23377 10.3: 01/23/12 .
10.26+* | Form of Restricted Stock Award Agreement (Named Executive Officer) 8-K . |- 000-23377 10.1 01/28/13
10.27+* | Form of Restricted Stock Award Agreement (Non-Employee Directors) 8-K 000-23377 10.2 01/28/13
10.28+* | Form of Restricted Stock Award Agreement (Employees) - 8-K 000-23377: | . 103 01/28/13
12.0 Computation of ratios of earnings to fixed charges - ‘ L C Filed herewith’
14.1 * Code of Business Conduct ' ~10-K 000-23377 “1441 03/28/05
14.2 * Code of Ethics 10-K 000-23377 -14.2 03/28/05
143 * Procedures for Submissions Regarding Questionable Accounting, Internal 10-K 000-23377 | 143 03/12/07
Accounting Controls and Auditing Matters ' K 3 '
21.0 Subsidiaries o ‘ ’ : Filed herewith
23.0 Consent of Independent Registered Public Accounting Firm o Filed herewith
24.0 Power of Attorney (included herein on the signature page) .
31.0 Certification of the principal executive officer pursuant to Section 302 of . '
The Sarbanes-Oxley Act of 2002 R Filed herewith
31.1 Ceriification of the principal financial officer pursuant to Section 302 of - '
The Sarbanes-Oxley Act of 2002 ' L : Filed herewith
32.0 Certification of the principal executive and financial officers pursuant to - )
Section 906 of The Sarbanes-Oxley Act of 2002 ; S Filed herewith -
99.1 Certification of the principal executive officer pursuant to o E
Section 11 of The Emergency Economic Stabilization Act of 2008 , . . Filed herewith
99.2 Certification of the principal financial officer pursuant to Lo e
Section 11 of The Emergency Economic Stabilization Act of 2008 Filed herewith
101 The following materials from Intervest Bancshares Corporation's Annual Report.on Form 10-K for the
year ended December 31, 2012, formatted in Extensible Business Reporting Language (XBRL): (i)
Condensed Consolidated Balance Sheets; (ii) Condensed Consolidated Statements of Operations; (iii) Filed herewith
Condensed Consolidated Statements of Cash Flows; and (iv) related ﬁnancxal statement footnotes. ** ‘

* Previously filed.  + Denotes management contract or compensatory plan or arrangement

** Pursuant to Rule 406T of Regulation S-T, the Interactive Data Files on Exhibit 101 hereto are deemed not filed or part of a registration
statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, as amended, are deemed not filed for purposes of Section
18 of the Securities and Exchange Act of 1934, as amended, and otherwise are not subject to liability under those secnons
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Intervest Bancshé_’i“es"\qup_‘(:)ra'tiolll_» and Subsidiaries

Computation of Ratios of Earnings to Fixed Charges

Exhibit 12.0

" For the Year Ended Decémber 31. 2012

Intervest Bancshares  Intervest Bancshares
,  Corporation. . Corporation
(8 in thousands) Consolidated (stand alone)
Earnings before income taxes (1) $22,529 $(2,352) -
Fixed charges, excluding interest on deposits (2) : S 4037 ¢ © 3,649 -
Earnings before income taxes and fixed charges, excluding interest on deposits 26,566 . 1,297
Interest on deposits o - o 35,831 T
Earnings before income taxes and fixed charges, including interest on deposits $62397 $1,297
Earnings to fixed charges ratios: L
Excluding interest on deposits . 6.58% 0.36x
Including interest on deposits 1.57x ©0.36x

For the Year Ended December 31, 2011

Intervest Bancshares ~ Intervest Bancshares
) , Corporation Corporation
(8 in thousands) Consolidated (stand alone)
" Earnings before income taxes (1) $20,758 $(2,695)
Fixed charges, excluding interest on deposits (2) 4,688 3,802
Earnings before income taxes and fixed charges, excluding interest on depbs‘its_' 25,446 1,107
Interest on deposits _ L I 47,582 -
Eamings before income taxes and fixed charges, including interest on deposits T $73,028 $1,107
_ Earnings to fixed charges ratjos: )
" Excluding interest on deposits 543 x 0.29 x
Including interest on deposits” * ©140% 0.29x

For the Year Ended December 31, 2010

_ » ; Intervest Bancshares ~ Intervest Bancshares
o Corporation Corporation
(8 inthousands) - Consolidated (stand alone)

- (Loss) earnings before income taxes (1) $ (93,656) $(2,761)
Fixed charges, excluding interest on deposits (2) : w5372 3,815
(Loss) eamnings before income taxes and fixed charges, excluding interest on deposits (88,284) 1,054
Interest on deposits . 58,987 -

'_(Loss) earnings before income taxes and fixed charges, including interest on deposits - $(29,297) $1,054
Earnings to fixed charges ratios: t R
Excluding interest on deposits -1643 x 028 x
0.28 x

Including interest on deposits

-046x

(1) IBC's stand alone earnings before income taxes include dividends received from INB, its wholly-owned subsidiary, for purposes
. of this calculation — none were paid 2012, 2011 and 2010. In 2010, INB was required by. its primary regulator to suspend its
dividend payments to IBC. See the section "Supervision and Regulation" in Item 1 "Business" of IBC's annual report on Form 10-K
for the year ended December 31, 2012 for further discussion of this restriction imposed on' INB.

(2) Fixed charges for purposes of this calculation represent the aggregate of interest expense on debentures and other short-term’
borrowings, amortization of debenture offering costs and preferred stock dividend requiretnents, which are compriséd of preferred” *
stock dividends and related preferred stock discount amortization. - R L



Exhibit 31.0
Certification of the Principal Executive Officer
Pursuant'to Section 302 of thE‘SﬁrbaﬁéSQCleey' Actof 2002 -
I, Lowell S. Dansker, certify that: - . SRR A PR AR

1. Ihave reviewed this Annual Report on Form 10-K (the "report") of Intervest Bancshares Corporation (the
"registrant");

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this report; R ' c -

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) and internal control over
financial reporfing (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a)  Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for

" external purposes in accordance with generally accepted accounting principles;

(©) Evaluated the effectiveness of the registrant's disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this report based on such evaluation;
and

(d) Disclosed in this report any change in the registrant's internal control over financial
reporting that occurred during the registrant's most recent fiscal quarter (the registrant's
fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant's internal ‘control over financial
reporting; and cL

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant's auditors and the Audit Committee of the registrant's Board of
Directors (or persons performing the equivalent functions): :

(a) All significant deficiencies and material weaknesses in the'Jdes_ign .of operation of internal
control over financial reporting which are reasonably likely to adversely affect the
registrant's ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant's internal control over financial reporting.
/s/ Lowell S. Dansker )
Lowell S. Dansker, Chairman and Chief Executive Officer =
(Principal Executive Officer)
February 28, 2013



Exhibit 31.1
_ Certification of the Prlnclpal Financial Officer
‘ Pursuant to Sectlon 302 of the Sarbanes-Oxley Act of 2002

1, John J. Arvonio, certify that:

1. Ihave reviewed this Annual Report on Form 10-K (the "report") of Intervest Bancshares Corporation (the
"registrant");

2. Based on my knowledge, this report does not contain any untrue statement of a- material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under whlch such statements were
'made not misleading with respect to the period covered by this report

3. Based on my knowledge the ﬁnanc1a1 statements, and other ﬁnanc1al 1nformat10n 1nc1uded in th1s repott, falrly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the perlods presented in this report

4, The registrant's other certifying ofﬁcer(s) and I are respons1ble for estabhshmg and malntalmng disclosure
controls and procedures (as defined in Exchange Act Riiles 13a-15(¢) and 15d-15(e)) and internal ‘control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

@ Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us:by others
within those entities, particularly during the period in.which this report is being prepared; :

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principleS'

() Evaluated the effectiveness of the registrant's disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this report based on such evaluation;
and

(d) Disclosed in this report any change in the registrant's internal control over financial
reporting that occurred during the registrant's most recent fiscal quarter (the registrant’
fourth fiscal quarter in the case of an annual report) that has materially affected, or is

* reasonably likely to matenally affect the reg1strant's 1nternal control over ﬁnanc1a1
reporting; and ~

5. The registrant's other certifying ofﬁcer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant's auditors and the Audit Committee of the registrant's Board of
Directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the
registrant's ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant's internal control over financial reporting.
/s/ John J. Arvonio
John J. Arvonio, Chief Financial and Accounting Officer
(Principal Financial Officer)
February 28,2013




Exhibit 32

Certification by the Prmclpal Executlve Ofﬁcer and Prlnclpal Financial Officer
Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the filing of the Annual Report on Form 10-K for the year ended December 31, 2012 (the
"report") by Intervest Bancshares Corporation (the *'Company") the undersigned as the principal executive and principal
financial officers of the Company, hereby certlfy pursuant to 18 U S.C. Section 1350, as adopted pursuant to Sectlon 906
of the Sarbanes-Oxley Act of 2002, that, to our knowledge

(1) The report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained-in the report fairly presents in all materlal respects, the financial condition and results of
operations of the Company. ' ’

s/ Lowell S. Dansker

Lowell S. Dansker, Chairman and Chief Executive Officer
(Principal Executive Officer)

February 28, 2013

/s/ John J. Arvonio

John J. Arvonio, Chief Financial and Accounting Officer
(Principal Financial Ofﬁcer)

February 28,2013

A s1gned original of this written statement requlred by Section 906 or other document authentlcatmg, acknowledging, or
otherwise adopting the signatures that appear in typed form within the electronic version of this written statement required by
Section 906, has been provided to the Company and will be retained by the Company and furnished to the Securities and
Exchange Commission or its staff upon request . .



Exhibit 99.1

Certification by the Principal Executive Officer -
Pursuant to 18 U.S.C. Section 111 (b) (4) of
the Emergency Economic Stablhzatlon Act of 2008 As Amended

I, Lowell S. Dansker Prmcrpal Executlve Ofﬁcer certrfy based on my knowledge that:

(i) The compensat1on committee of Intervest Bancshares Corporation (the "Company") has discussed, reviewed and
evaluated with the Company s semor risk officers at least every six months during the perlod begmnmg J anuary 1, 2012
through December 31, 2012 (the "Covered Penod") senior executive officer ("SEO”) compensatron plans and employee
compensatlon plans and the nsks these plans pose to the Company,

(11) The compensation ¢ commrttee of the Company has identified and limited dunng the Covered Penod the features of the
SEO compensation plans that could lead SEOs to take unnecessary and excessive risks that could threaten the value of the
Company, and has identified any features of the employee compensation plans that pose rrsks to the Company and limited
those featurés to ensure that the Company is not unnecessanly exposed to r1sks

(111) The compensatlon comrmttee of the Company has reviewed at least every Six. months durmg the Covered Period the
terms of each employee compensat1on plan and identified the features of the plan that could encourage the manipulation
of reported earnings of the Company to enhance the compensat1on of an employee, and has 11m1ted any such features;

(iv) The compensatlon comrmttee of the Company will certify to the reviews of the SEO compensatron plans and
employee compensation plans requlred under (1) and (iii) above

v) The compensation comrmttee of the Company will provide a narratrve descnptlon of how it hmrted during the
Covered Period features i in:

. (@ SEO compensatron plans that could lead SEOs to take unnecessary and excessive r1sks that could threaten
 the value of the Company;
(b) Employee compensauon plans that unnecessarlly expose the Company to nsks and
(c) Employee compensation plans that could encourage the manlpulatlon of reported earnings of the Company

to enhance the compensation of an employee;

(vi) the Company has required that bonus payments of the SEOs or any of the next twenty most highly compensated
employees, as defined in the regulations and guidance established under Section 111 of EESA, be subject to a recovery or
"clawback" provision during the Covered Period if the bonus payments were based on 'materially inaccurate financial
statements or any other materially inaccurate performance metric criteria; ‘

(vii) the Company has prohibited any golden parachute payment, as defined in the regulations and guidance established
under section 111 of EESA, to an SEO or any of the next five most highly compensated employees during the Covered
Period;

(viii) the Company has limited bonus payments to its applicable employees in accordance with Section 111 of EESA and
the regulations and guidance established thereunder during the Covered Period;



Exhibit 99.1 (continued)
(ix) the Company and its employees have complied with the excessive or luxury expenditures policy, as defined in the
regulations and guidance established under Section 111 of EESA, dunng the Covered Period; and any expenses that,
pursuant to the policy, required approval of the board of directors, a committee of the board of directors, an SEO, or an
executive officer with a similar level of responsibility, were properly approved; ’

(x) the Company will permit a non-binding shareholder resolufion in compliance with any applicable Federal securities
rules and regulations on the disclosures prov1ded under the Federal secunt1es laws related to SEO compensation paid or
accrued during the Covered Period;

(xi) the Company will disclose the amount, nature, and justification for the offering durlng the Covered Period of any
perquisites, as defined in the regulations and guidance established under section 111 of EESA, whose total value exceeds
. $25,000 for each employee subj ect to the bonus payment limitations identified in paragraph (viil);

(xii) the Company will dlsclose whether the Company, the board of dlrectors of the Company, or the compensation
committee of the Company has engaged during the Covered Period a compensat1on consultant, and the services the
compensation consultant or any affiliate of the compensatlon consultant provided durmg this perlod

(xiii) the Company has proh1b1ted the payment of any gross—ups as deﬁned in the regulat10ns and guidance established
under Section 111 of EESA to the SEOs and the next twenty most h1ghly compensated employees during the Covered
Period;

(xiv) the Company has substantially complied with all other requirements related to employee compensation that are
provided in the agreement between the Company and Treasury, including any amendments;

(xv) the Company has submitted to Treasury a complete and accurate list of the SEOs and the twenty next most highly
compensated employees for 2012, with the non-SEOs ranked in descending order of level of annual compensat1on with
the name, title and employer of each SEO and most highly compensated employee identified; and

(xvi) I understand that a knowmg and w111fu1 false or fraudulent statement made in connect10n with this certification may
be punished by fine, imprisonment, or both.

/s/ Lowell S. Dansker

Lowell S. Dansker, Chairman and Chief Executive Officer
(Principal Executive Officer) o
February 28, 2013




Exhibit 99.2

Certification by the Principal Financial Officer
Pursuant to 18 U.S. C. Section 111 (b) @) of
the Emergency Economic Stablhzatlon Act of 2008, As Amended

I, John J. Arvonio, Prmc1pal Financial Ofﬁcer certify, based on my knowledge that

(i) The compensatlon committee of Intervest Bancshares Corporatlon (the "Company") has discussed, rev1ewed and
evaluated with the Company s senior risk officers at_ least every six months durmg the penod begmmng J anuary 1, 2012
through December 31, 2012 (the "Covered Period"), senior executive officer ("SEO") compensatlon plans and employee
compensatlon plans and the risks these plans pose to the Company,

(11) The compensatlon committee of the Company has 1dent1ﬁed and limited durmg the Covered Penod the features of the
SEO compensation plans that could lead SEOs to take unnecessary and excessive r1sks that could threaten the value of the
Company, and has identified any features of the employee compensation plans that pose risks to the Company and limited
those features to ensure that the Company is not unnecessarlly exposed to r1sks \

(iii) The compensatlon committee of the Company has rev1ewed at least every six months during the Covered Penod the
terms of each employee compensatlon plan and identified the features of the plan that could encourage the mampulatlon
of reported earmngs of the Company to enhance the compensation of an employee and has limited any such features

(iv) The compensation committee of the Company will certlfy to the reviews of the SEO compensatlon plans and
employee compensatlon plans required under (1) and (iii) above;

(v) The compensatlon committee of the Company w111 prov1de a narrat1ve descnpt1on of how 1t hmlted dunng the
Covered Period features in:

(@) SEO compensatlon plans that could lead SEOs to take unnecessary and excess1ve I'lSkS that could threaten
the value of the Company, ; o

(b) Employee compensatlon plans that unnecessanly expose the Company to risks; and

(c) Employee compensation plans that could encourage the man1pulat10n of reported earnings of the Cornpany
to enhance the compensation of an employee; '

(vi) the Company has required that bonus payments of the SEOs or any of the next twenty most highly compensated
employees, as defined in the regulations and guidance established under Section 111 of EESA, be subject to a recovery or

"clawback" provision during the Covered Period if the bonus payments were based on materlally inaccurate ﬁnan01a1
statements or any other materially inaccurate performance metric criteria;

(vii) the Company has prohibited any golden parachute payment, as defined in the regulations and guidance established
under section 111 of EESA, to an SEO or any of the next five most highly compensated employees during the Covered
Period;

(viii) the Company has limited bonus payments to its applicable employees in accordance with Section 111 of EESA and
the regulations and guidance established thereunder during the Covered Period;



Exhibit 99.2 (continued)
(ix) the Company and its employees have complied with the excessive or luxury expenditures policy, as defined in the
regulations and guidance established under Section 111 of EESA, durmg the Covered Period; and any expenses that,
pursuant to the policy, required approval of the board of dlrectors a committee of the board of d1rectors an SEO, or an
executive officer with a similar level of responsibility, were properly approved;

(x) the Company will permit a non-binding shareholder resolution in compliance with any applicable Federal securities
rules and regulations on the disclosures provided under the Federal securities laws related to SEO compensation paid or
accrued during the Covered Period;

(xi) the Company will disclose the amount, nature, and justification for the offering during the Covered Period of any
perquisites, as defined in the regulations and guidance established under section 111 of EESA, whose total value exceeds
$25,000 for each employee subject to the bonus payment limitations identified in paragraph (viii); |

(xii) the Company will disclose whether the Company, the board of directors of the Company, or the compensation
committee of the Company has engaged during the Covered Period a compensation consultant, and the services the
compensation consultant or any affiliate of the compensation consultant provided during this period;

(xiii) the Company has prohibited the payment of any gross—ups as defined in the regulations and guidance estabhshed
under Section 111 of EESA, to the SEOs and the next twenty most highly compensated employees during the Covered
Period; '

(xiv) the Company has substantially complied with all other requirements related to employee compensation that are
provided in the agreement between the Company and Treasury, including any amendments;

(xv) the Company has submitted to Treasury a complete and accurate list of the SEOs and the twenty next most highly
compensated employees for 2012, with the non-SEOs ranked in descending order of level of annual compensation, with
the name, title and employer of each SEO and most highly compensated employee identified; and

(xvi) I understand that a knowing and willful false or fraudulent statement made in connection with this certification may
be punished by fine, imprisonment, or both.

/s/ John J. Arvonio

John J. Arvonio, Chief Financial and Accounting Officer
(Principal Financial Officer)

February 28, 2013
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