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FORWARD-LOOKING STATEMENTS

Statements in this report that are not statements of historical fact, including statements that include terms such as “will,”
“may,” “should,” “believe,” “expect,” “forecast,” “anticipate,” “estimate,” “project,” “intend,” “likely,” “optimistic” and “plan” and statements
about future or projected financial and operating results, plans, projections, objectives, expectations, and intentions,
are forward-looking statements. Forward-looking statements include, but are not limited to, descriptions of plans and
objectives for future operations, products or services; projections of our future revenue, earnings or other measures of
economic performance; forecasts of credit losses and other asset quality trends; statements about our business and
growth strategies; and expectations about economic and market conditions and trends. These forward-looking
statements express our current expectations, forecasts of future events, or long-term goals. They are based on
assumptions, estimates, and forecasts that, although believed to be reasonable, may turn out to be incorrect. Actual
results could differ materially from those discussed in the forward-looking statements for a variety of reasons,
including:

•economic, market, operational, liquidity, credit, and interest rate risks associated with our business;

•economic conditions generally and in the financial services industry, particularly economic conditions within
Michigan and the regional and local real estate markets in which our bank operates;
•the failure of assumptions underlying the establishment of, and provisions made to, our allowance for loan losses;

•

the failure of assumptions underlying our estimate of probable incurred losses from vehicle service contract payment
plan counterparty contingencies, including our assumptions regarding future cancellations of vehicle service contracts,
the value to us of collateral that may be available to recover funds due from our counterparties, and our ability to
enforce the contractual obligations of our counterparties to pay amounts owing to us;
•increased competition in the financial services industry, either nationally or regionally;
•our ability to achieve loan and deposit growth;
•volatility and direction of market interest rates;
•the continued services of our management team; and
•implementation of new legislation, which may have significant effects on us and the financial services industry.

This list provides examples of factors that could affect the results described by forward-looking statements contained
in this report, but the list is not intended to be all-inclusive. The risk factors disclosed in Part I – Item 1A of our Annual
Report on Form 10-K for the year ended December 31, 2015, as updated by any new or modified risk factors
disclosed in Part II – Item 1A of any subsequently filed Quarterly Report on Form 10-Q, include all known risks our
management believes could materially affect the results described by forward-looking statements in this report.
However, those risks may not be the only risks we face. Our results of operations, cash flows, financial position, and
prospects could also be materially and adversely affected by additional factors that are not presently known to us that
we currently consider to be immaterial, or that develop after the date of this report. We cannot assure you that our
future results will meet expectations. While we believe the forward-looking statements in this report are reasonable,
you should not place undue reliance on any forward-looking statement. In addition, these statements speak only as of
the date made. We do not undertake, and expressly disclaim, any obligation to update or alter any statements, whether
as a result of new information, future events, or otherwise, except as required by applicable law.
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Part I - Item 1. INDEPENDENT BANK CORPORATION AND SUBSIDIARIES
Condensed Consolidated Statements of Financial Condition

September
30,
2016

December 31,
2015

(unaudited)
(In thousands, except share
amounts)

Assets
Cash and due from banks $ 38,610 $ 54,260
Interest bearing deposits 75,706 31,523
Cash and Cash Equivalents 114,316 85,783
Interest bearing deposits - time 7,233 11,866
Trading securities 152 148
Securities available for sale 603,112 585,484
Federal Home Loan Bank and Federal Reserve Bank stock, at cost 15,507 15,471
Loans held for sale, carried at fair value 38,008 27,866
Loans
Commercial 784,976 748,398
Mortgage 522,833 498,036
Installment 268,357 234,017
Payment plan receivables 31,188 34,599
Total Loans 1,607,354 1,515,050
Allowance for loan losses (22,043 ) (22,570 )
Net Loans 1,585,311 1,492,480
Other real estate and repossessed assets 4,989 7,150
Property and equipment, net 40,375 43,103
Bank-owned life insurance 53,779 54,402
Deferred tax assets, net 32,156 39,635
Capitalized mortgage loan servicing rights 11,048 12,436
Vehicle service contract counterparty receivables, net 2,608 7,229
Other intangibles 2,019 2,280
Accrued income and other assets 27,706 23,733
Total Assets $ 2,538,319 $ 2,409,066

Liabilities and Shareholders' Equity
Deposits
Non-interest bearing $ 725,166 $ 659,793
Savings and interest-bearing checking 1,009,354 988,174
Reciprocal 46,636 50,207
Time 425,804 387,789
Total Deposits 2,206,960 2,085,963
Other borrowings 11,527 11,954
Subordinated debentures 35,569 35,569
Vehicle service contract counterparty payables 538 797
Accrued expenses and other liabilities 32,823 23,691
Total Liabilities 2,287,417 2,157,974

Shareholders’ Equity
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Preferred stock, no par value, 200,000 shares authorized;  none issued or outstanding - -
Common stock, no par value, 500,000,000 shares authorized; issued and outstanding:
21,227,974 shares at September 30, 2016 and 22,251,373 shares at December 31, 2015 323,303 339,462
Accumulated deficit (69,386 ) (82,334 )
Accumulated other comprehensive loss (3,015 ) (6,036 )
Total Shareholders’ Equity 250,902 251,092
Total Liabilities and Shareholders’ Equity $ 2,538,319 $ 2,409,066

See notes to interim condensed consolidated financial statements (unaudited)

3

Edgar Filing: INDEPENDENT BANK CORP /MI/ - Form 10-Q

6



Index
INDEPENDENT BANK CORPORATION AND SUBSIDIARIES
Condensed Consolidated Statements of Operations

Three months
ended
September 30,

Nine months ended
September 30,

2016 2015 2016 2015
(unaudited) (unaudited)
(In thousands, except per share amounts)

Interest Income
Interest and fees on loans $18,597 $17,869 $55,361 $52,859
Interest on securities
Taxable 2,537 1,901 7,261 5,528
Tax-exempt 330 228 860 667
Other investments 281 295 884 922
Total Interest Income 21,745 20,293 64,366 59,976
Interest Expense
Deposits 1,254 987 3,520 2,961
Other borrowings 493 465 1,455 1,382
Total Interest Expense 1,747 1,452 4,975 4,343
Net Interest Income 19,998 18,841 59,391 55,633
Provision for loan losses (175 ) (244 ) (1,439 ) (1,037 )
Net Interest Income After Provision for Loan Losses 20,173 19,085 60,830 56,670
Non-Interest Income
Service charges on deposit accounts 3,281 3,294 9,164 9,261
Interchange income 1,943 2,169 5,797 6,551
Net gains (losses) on assets
Mortgage loans 3,556 1,812 7,727 5,735
Securities (45 ) 45 302 97
Mortgage loan servicing, net 858 (556 ) (454 ) 476
Title insurance fees 319 281 860 874
Net gain on branch sale - 1,193 - 1,193
Other 1,796 1,881 5,701 5,881
Total Non-Interest Income 11,708 10,119 29,097 30,068
Non-Interest Expense
Compensation and employee benefits 13,031 12,029 36,912 35,605
Data processing 1,971 2,001 6,008 5,958
Occupancy, net 1,919 1,940 5,982 6,399
Furniture, fixtures and equipment 990 998 2,939 2,915
Communications 670 754 2,280 2,184
Loan and collection 568 816 1,964 2,938
Advertising 455 406 1,410 1,338
Legal and professional 420 519 1,178 1,352
FDIC deposit insurance 187 350 852 1,044
Interchange expense 276 279 809 859
Credit card and bank service fees 203 197 588 602
Net (gains) losses on other real estate and repossessed assets 263 5 98 (173 )
Provision for loss reimbursement on sold loans 45 (35 ) 30 (59 )
Costs related to unfunded lending commitments 73 26 6 46
Vehicle service contract counterparty contingencies (39 ) 30 (10 ) 89
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Other 1,497 1,564 4,423 4,512
Total Non-Interest Expense 22,529 21,879 65,469 65,609
Income Before Income Tax 9,352 7,325 24,458 21,129
Income tax expense 2,979 2,278 7,547 6,682
Net Income $6,373 $5,047 $16,911 $14,447
Net Income Per Common Share
Basic $0.30 $0.22 $0.79 $0.63
Diluted $0.30 $0.22 $0.78 $0.62
Dividends Per Common Share
Declared $0.08 $0.06 $0.24 $0.18
Paid $0.08 $0.06 $0.24 $0.18

See notes to interim condensed consolidated financial statements (unaudited)
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INDEPENDENT BANK CORPORATION AND SUBSIDIARIES
Condensed Consolidated Statements of Comprehensive Income

Three months ended
September 30,

Nine months ended
September 30,

2016 2015 2016 2015
(unaudited) (unaudited)
(In thousands) (In thousands)

Net income $ 6,373 $ 5,047 $16,911 $14,447
Other comprehensive income, before tax
Securities available for sale
Unrealized gains arising during period 451 1,366 4,899 1,830
Change in unrealized gains for which a portion of other than temporary
impairment has been recognized in earnings (24 ) 10 47 -
Reclassification adjustments for gains included in earnings (15 ) - (298 ) (75 )
Unrealized gains recognized in other comprehensive
income on securities available for sale 412 1,376 4,648 1,755
Income tax expense 144 482 1,627 615
Unrealized gains recognized in other comprehensive
income on available for sale securities, net of tax 268 894 3,021 1,140
Other comprehensive income 268 894 3,021 1,140
Comprehensive income $ 6,641 $ 5,941 $19,932 $15,587

See notes to interim condensed consolidated financial statements (unaudited)
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INDEPENDENT BANK CORPORATION AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows

Nine months ended September
30,
2016 2015
(unaudited - In thousands)

Net Income $ 16,911 $ 14,447
Adjustments to Reconcile Net Income to Net Cash From Operating Activities
Proceeds from sales of loans held for sale 222,610 227,381
Disbursements for loans held for sale (225,025 ) (223,446 )
Provision for loan losses (1,439 ) (1,037 )
Deferred federal income tax expense 8,726 7,210
Deferred loan fees (1,634 ) (1,189 )
Depreciation, amortization of intangible assets and premiums and accretion of
discounts on securities, loans and interest bearning deposits - time 3,831 3,345
Net gains on mortgage loans (7,727 ) (5,735 )
Net gains on securities (302 ) (97 )
Net (gains) losses on other real estate and repossessed assets 98 (173 )
Vehicle service contract counterparty contingencies (10 ) 89
Share based compensation 1,200 1,153
Gain on branch sale - (1,193 )
Net gain on sale of fixed assets (2 ) (152 )
Increase in accrued income and other assets (5,540 ) (359 )
Increase (decrease) in accrued expenses and other liabilities 1,409 (684 )
Total Adjustments (3,805 ) 5,113
Net Cash From Operating Activities 13,106 19,560
Cash Flow Used in Investing Activities
Proceeds from the sale of securities available for sale 56,451 11,786
Proceeds from the maturity of securities available for sale 32,590 25,458
Principal payments received on securities available for sale 117,513 94,333
Purchases of securities available for sale (213,839 ) (195,623 )
Purchases of interest bearing deposits - time - (4,100 )
Proceeds from the maturity of interest bearing deposits - time 4,613 4,576
Purchase of Federal Reserve Bank stock (407 ) (272 )
Redemption of Federal Reserve Bank stock 371 391
Redemption of Federal Home Loan Bank stock - 4,514
Net increase in portfolio loans (loans originated, net of principal payments) (73,673 ) (56,407 )
Purchase of portfolio loans (15,000 ) -
Net cash paid in branch sale - (7,229 )
Proceeds from the collection of vehicle service contract counterparty receivables 4,671 255
Proceeds from the sale of other real estate and repossessed assets 3,854 5,619
Proceeds from life insurance 2,235 -
Proceeds from the sale of property and equipment 23 490
Capital expenditures (1,717 ) (2,925 )
Net Cash Used in Investing Activities (82,315 ) (119,134 )
Cash Flow From Financing Activities
Net increase in total deposits 120,997 145,313
Net increase (decrease) in other borrowings 5 (1 )
Payments of Federal Home Loan Bank Advances (432 ) (399 )
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Net decrease in vehicle service contract counterparty payables (259 ) (27 )
Dividends paid (5,149 ) (4,118 )
Proceeds from issuance of common stock 61 103
Repurchase of common stock (16,854 ) (9,025 )
Share based compensation withholding obligation (627 ) (1,091 )
Net Cash From Financing Activities 97,742 130,755
Net Increase in Cash and Cash Equivalents 28,533 31,181
Cash and Cash Equivalents at Beginning of Period 85,783 74,016
Cash and Cash Equivalents at End of Period $ 114,316 $ 105,197
Cash paid during the period for
Interest $ 4,811 $ 4,302
Income taxes 437 229
Transfers to other real estate and repossessed assets 1,791 2,843
Transfer of payment plan receivables to vehicle service contract counterparty
receivables 40 431
Purchase of securities available for sale not yet settled 7,440 7,717

See notes to interim condensed consolidated financial statements (unaudited)
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INDEPENDENT BANK CORPORATION AND SUBSIDIARIES
Condensed Consolidated Statements of Shareholders' Equity

Nine months ended
September 30,
2016 2015
(unaudited)
(In thousands)

Balance at beginning of period $251,092 $250,371
Cumulative effect of change in accounting principle 1,247 -
Balance at beginning of period, as adjusted 252,339 250,371
Net income 16,911 14,447
Cash dividends declared (5,149 ) (4,118 )
Issuance of common stock 61 103
Share based compensation 1,200 1,153
Share based compensation withholding obligation (627 ) (1,091 )
Repurchase of common stock (16,854 ) (9,025 )
Net change in accumulated other comprehensive loss, net of related tax effect 3,021 1,140
Balance at end of period $250,902 $252,980

See notes to interim condensed consolidated financial statements (unaudited)
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NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1.Preparation of Financial Statements

The condensed consolidated financial statements have been prepared pursuant to the rules and regulations of the
Securities and Exchange Commission. Certain information and note disclosures normally included in annual financial
statements prepared in accordance with U.S. generally accepted accounting principles (“GAAP”) have been condensed
or omitted pursuant to those rules and regulations, although we believe that the disclosures made are adequate to make
the information not misleading.  The unaudited condensed consolidated financial statements should be read in
conjunction with the audited consolidated financial statements and notes for the year ended December 31, 2015
included in our Annual Report on Form 10-K.

In our opinion, the accompanying unaudited condensed consolidated financial statements contain all the adjustments
necessary to present fairly our consolidated financial condition as of September 30, 2016 and December 31, 2015, and
the results of operations for the three and nine-month periods ended September 30, 2016 and 2015.  The results of
operations for the three and nine-month periods ended September 30, 2016, are not necessarily indicative of the results
to be expected for the full year.  Certain reclassifications have been made in the prior period financial statements to
conform to the current period presentation.  Our critical accounting policies include the determination of the
allowance for loan losses, the determination of vehicle service contract counterparty contingencies, the valuation of
originated mortgage loan servicing rights and the valuation of deferred tax assets.  Refer to our 2015 Annual Report
on Form 10-K for a disclosure of our accounting policies.

2.New Accounting Standards

In June 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
2014-12, “Compensation – Stock Compensation (Topic 718) – Accounting for Share-Based Payments When the Terms of
an Award Provide That a Performance Target Could Be Achieved After the Requisite Service Period”.  This ASU
amends existing guidance related to the accounting for share-based payments when the terms of an award provide that
a performance target could be achieved after the requisite service period. These amendments require that a
performance target that affects vesting and that could be achieved after the requisite service period be treated as a
performance condition.  The total amount of compensation cost recognized during and after the requisite service
period should reflect the number of awards that are expected to vest and should be adjusted to reflect those awards that
ultimately vest. The requisite service period ends when the employee can cease rendering service and still be eligible
to vest in the award if the performance target is achieved. This amended guidance became effective for us on January
1, 2016, and did not have a material impact on our consolidated operating results or financial condition.

In May 2014, the FASB issued ASU 2014-09, “Revenue from Contracts with Customers (Topic 606)”. This ASU
supersedes and replaces nearly all existing revenue recognition guidance, including industry-specific guidance,
establishes a new control-based revenue recognition model, changes the basis for deciding when revenue is recognized
over time or at a point in time, provides new and more detailed guidance on specific topics and expands and
improves disclosures about revenue. In addition, this ASU specifies the accounting for some costs to obtain or fulfill a
contract with a customer.  This amended guidance is effective for us on January 1, 2018, and is not expected to have a
material impact on our consolidated operating results or financial condition.
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NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(unaudited)

In January 2016, the FASB issued ASU 2016-01, “Financial Instruments – Overall (Subtopic 825-10) – Recognition and
Measurement of Financial Assets and Financial Liabilities”.  This ASU amends existing guidance related to the
accounting for certain financial assets and liabilities. These amendments, among other things, requires equity
investments (except those accounted for under the equity method of accounting, or those that result in consolidation of
the investee) to be measured at fair value with changes in fair value recognized in net income, requires public business
entities to use the exit price notion when measuring the fair value of financial instruments for disclosure purposes,
requires separate presentation of financial assets and financial liabilities by measurement category and form of
financial asset and eliminates the requirement for public business entities to disclose the method(s) and significant
assumptions used to estimate the fair value that is required to be disclosed for financial instruments measured at
amortized cost. This amended guidance is effective for us on January 1, 2018, and is not expected to have a material
impact on our consolidated operating results or financial condition.

In February 2016, the FASB issued ASU 2016-02, “Leases (Topic 842)”.  This ASU amends existing guidance related
to the accounting for leases. These amendments, among other things, requires lessees to account for most leases on the
balance sheet while recognizing expense on the income statement in a manner similar to existing guidance.  For
lessors the guidance modifies the classification criteria and the accounting for sales-type and direct finance leases.
This amended guidance is effective for us on January 1, 2019, and is not expected to have a material impact on our
consolidated operating results or financial condition.

In March 2016, the FASB issued ASU 2016-09, “Compensation – Stock Compensation (718) Improvements to
Employee Share-Based Payment Accounting”.  This ASU amends existing guidance in an effort to simplify certain
aspects of accounting for share-based payments. The areas for simplification in this ASU include income tax
consequences, classification of awards as either equity or liabilities and classification on the statement of cash flows. 
This amended guidance is effective for us on January 1, 2017, with early adoption permitted.  We adopted this
amended guidance during the second quarter of 2016 using a modified retrospective approach.  The impact of this
adoption was to adjust our January 1, 2016 Condensed Consolidated Statement of Financial Position to reflect
cumulative effect adjustments as follows:

January 1,
2016
Originally
Presented

Cumulative
Retrospective
Adjustments

January 1,
2016
Adjusted

(Dollars in thousands)

Deferred tax assets $39,635 $ 1,247 $40,882
Total assets $2,409,066 $ 1,247 $2,410,313
Common stock $339,462 $ 62 $339,524
Accumulated deficit $(82,334 ) $ 1,185 $(81,149 )
Total Shareholders’ Equity $251,092 $ 1,247 $252,339
Total Liabilities and Shareholders’ Equity $2,409,066 $ 1,247 $2,410,313
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NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(unaudited)

The adjustments above reflect the recording of $1.23 million of unrealized excess benefits on share based
compensation and $0.06 million (impact to equity of $0.02 million after consideration of deferred taxes)  for the
impact of making an accounting policy election to account for forfeitures as they occur.  After January 1, 2016, excess
tax benefits or deficiencies resulting from share-based payments will be recognized as tax benefit or expense when
they occur.  Tax benefits of zero and $0.3 million were recorded during the three and nine month periods ended
September 30, 2016, respectively as a result of share awards vesting during the periods.  In addition, we have elected
to apply the  amendments related to the presentation of excess tax benefits in the statement of cash flows on a
prospective basis.

In June 2016, the FASB issued ASU 2016-13, “Financial Instruments — Credit Losses (Topic 326), Measurement of
Credit Losses on Financial Instruments”.  This ASU significantly changes how entities will measure credit losses for
most financial assets and certain other instruments that are not measured at fair value through net income.  This ASU
will replace today’s “incurred loss” approach with an “expected loss” model for instruments measured at amortized cost.
For available-for-sale debt securities, allowances will be recorded rather than reducing the carrying amount as is done
under the current other-than-temporary impairment model. This ASU also simplifies the accounting model for
purchased credit-impaired debt securities and loans. This amended guidance is effective for us on January 1, 2020. 
We have not yet determined what the impact will be on our consolidated operating results or financial condition.

3.Securities

Securities available for sale consist of the following:

Amortized Unrealized
Cost Gains Losses Fair Value
(In thousands)

September 30, 2016
U.S. agency $29,482 $508 $41 $ 29,949
U.S. agency residential mortgage-backed 168,233 1,857 132 169,958
U.S. agency commercial mortgage-backed 13,694 214 16 13,892
Private label mortgage-backed 33,482 374 278 33,578
Other asset backed 142,058 435 305 142,188
Obligations of states and political subdivisions 156,539 2,115 665 157,989
Corporate 50,787 792 124 51,455
Trust preferred 2,921 - 471 2,450
Foreign government 1,635 18 0 1,653
Total $598,831 $6,313 $2,032 $ 603,112

December 31, 2015
U.S. agency $47,283 $309 $80 $ 47,512
U.S. agency residential mortgage-backed 195,055 1,584 583 196,056
U.S. agency commercial mortgage-backed 34,017 94 83 34,028
Private label mortgage-backed 5,061 161 319 4,903
Other asset backed 117,431 54 581 116,904
Obligations of states and political subdivisions 145,193 941 1,150 144,984
Corporate 38,895 9 290 38,614
Trust preferred 2,916 - 433 2,483
Total $585,851 $3,152 $3,519 $ 585,484
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NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(unaudited)

Our investments’ gross unrealized losses and fair values aggregated by investment type and length of time that
individual securities have been at a continuous unrealized loss position follows:

Less Than Twelve
Months Twelve Months or More Total
Fair
Value

Unrealized
Losses Fair Value

Unrealized
Losses

Fair
Value

Unrealized
Losses

(In thousands)

September 30, 2016
U.S. agency $1,604 $ 3 $ 8,147 $ 38 $9,751 $ 41
U.S. agency residential mortgage-backed 22,982 48 19,099 84 42,081 132
U.S. agency commercial mortgage-backed 3,455 14 257 2 3,712 16
Private label mortgage- backed 12,202 18 1,429 260 13,631 278
Other asset backed 22,147 96 16,998 209 39,145 305
Obligations of states and political
subdivisions 17,853 91 15,203 574 33,056 665
Corporate 3,776 14 2,892 110 6,668 124
Trust preferred - - 2,450 471 2,450 471
Total $84,019 $ 284 $ 66,475 $ 1,748 $150,494 $ 2,032
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