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A Note to Our Stockholders:

Transition. Change.

[ had the opportunity this September to trace the warpaths that my
father followed in Europe in World War II and that my grandfather
followed in World War I. I traveled from Omaha Beach in Normandy
through France to Soissons and Chateau Thierry. I stood on Omaha
Beach, drove by the infamous hedgerows of Normandy, walked through
the remnants of first world war trenches, and visited the town of
Ypres, completely destroyed by the Germans and completely rebuilt
by Belgium after the war. I visited Jouainges, a small town where my
grandfather enlisted in the French army in 1917. I visited museums

and graveyards. Many, many graveyards.

We talk quite a bit these days about the speed of change and the difficulty
in managing it. But how much faster was change in those days of war,
when in a few moments the work of generations upon generations
could be obliterated with a few bombs or artillery shells? My travels
made me appreciate the hardship and sacrifices our ancestors made,
but they also made me think about the change they must have had
to deal with coming home. The change in their youth from frat boys
to seasoned warriors, the change in their lives from killers to family
men, the change from having a job to looking for one, the change
in their country from war time production to a peacetime economy.
This is the harsh reality for all veterans of all wars.

So, the pace of our technological change from phones to smartphones,
from computers to iPads, credit cards to debit cards, and branch
banking to web banking, while brisk to be sure, seems pretty modest

and manageable compared to the changes of 70 years ago.
2014 was a year of transition and change at your bank.

Stephan von Schenk became the first president of The Adirondack
Trust Company without a last name of Wait in 76 years. We also con-
verted our core data processing system from “Banker 80”, 1980 that s,



to the best available technology. We made a significant investment in
people and software to make sure that our compliance efforts are equal
to the challenge of the flood of new law and regulation streaming forth
from Washington and New York. And at the very end of the year we
were presented with an opportunity to invest in one of our subsidiaries
which will be accretive to earnings beginning nextyear. AsJack Arnold
mentions in his remarks, if all of the one time adjustments were to be
backed out of our income statement for the year, net income would
have been slightly better in 2014 than it was in 2013. Total equity
capital declined slightly by 1.8 percent as a result of a revaluation of
our net pension plan assets. In spite of the decline in the recorded
value, our pension plan remains considerably overfunded, a very

unusual and positive condition for a defined benefit plan.

Your bank reached a number of important milestones during the year.
The Trust division reached an all time high of $500 million in total
assets and record net income for the year. Loans increased 10 percent,
deposits 5.3 percent, both new records. Consumer loans increased a
remarkable 64 percent above last year’s numbers, thanks to a strong
effort by Jenifer Riggi and her indirect car loan department. This
helped to offset a market decline in home mortgage refinancing. In
spite of the growth in our loan portfolio, delinquent loans declined
for the third year in a row to less than 1 percent of loans outstanding.

Our insurance subsidiary reported record revenue for the year.

Because of the investments made in 2014, net income will begin an
upward trajectory next year in spite of increased compliance costs
and continued pressures on our net interest margin. We thank you

for your continued support and look forward to the new year.

s

Charles V. Wait

Chairman

Michael T. Dennis
1946 - 2014

Director 1990 - 2011
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Financial Narrative:

For the twelve months ended December 31, 2014, total assets of $1.03 billion
and deposits of $901 million were up 4.2% and 5.3% respectively.

Gross loans were up 10% or $56 million to a record $624 million. The growth
in loans was primarily in the commercial real estate and consumer lines of
business. The investment portfolio was down 21% or $62 million, as we
allowed the portfolio to run off to help fund loan growth, increase the yield
on earning assets and maintain a strong liquidity position. Other assets were
down 5.7% due to the decrease in the value of our pension asset, although it
still maintains a healthy funded status. The decline in equity of 1.8% is also
due in part to the decline in the value of our pension asset, net of taxes.

Net income of $4.8 million was down in 2014, primarily due to a one-time
pretax expense of $2.25 million, associated with our continued initiative to
grow one of our subsidiary companies. We are confident that this investment
will further strengthen our company and should provide continued high yields.
Net interest income was up 1.9% primarily due to the significant growth in our
loan portfolio. We have provided $750 thousand to the loan loss reserve this
year.

Non-interest income was down $881 thousand or 4.7%, due primarily to lower
net gains from loan sales. Our Insurance Agency reported record revenue of
$11.4 million, up $78 thousand or 70 basis points compared to last year. Trust
revenue was also up $156 thousand. Check processing continues to decline as
electronic payment processing continues to increase.

Non-interest expense was up $3 million, due primarily to the one-time
expense mentioned above. We also increased our contribution to our ESOP
plan this year by $700 thousand to $1 million. Compensation and benefits
expense was down slightly compared to last year. Data processing cost were
up due to cost associated with the implementation of our new core operating
system. Consulting costs were up $582 thousand as we have engaged outside
professional services for assistance with auditing and regulatory compliance
support in response to the growing regulatory environment in our industry.

Return on average assets and equity for 2014 was 47 basis points and 4.1%,
respectively. After adjusting for the on-time expenses incurred this year,
the return on average assets and equity would be 74 basis points and 6.4%,
respectively.

Highlights of the financial statements are presented on the following pages.
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Jack Arnold, CPA
CAO, CFO & Treasurer

Respectfully submitted,
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We take banking to beart:

The Adirondack Trust Company — Main Office
473 Broadway
Saratoga Springs, New York
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Consolidated Statements of Condition

Assets

ASSETS

Cash and due from banks.............cc...........

Securities:

Obligations of U.S. government.............

Obligations of federal agencies..............

Obligations of state and

municipal subdivisions.............c.........

Corporate .........ccevviiiiiiiiiiiii e

Other seCurities ..........covveeveveeevreeecnneenne.
Loans:

Commercial loans.........c.ccccveeeveieenneennnn.

Residential loans ..........ccccceeeviieviiennnn.

Other [0ans .......c.cccoveeeieeeiieeiie e

Allowance for loan losses.......................
Accrued interest receivable .......................
Bank premises, furniture and fixtures, net..
Other real estate owned ..........ccccvveeveeennen.
Goodwill and other intangibles, net...........
Other assets........ooveeveerierieieeiienieeeieene

TOTALASSETS ...

As of December 31,

2014

$115,174,200.70

154,364,066.29
16,241,802.92

35,914,531.34
27,146,144.99
311,799.12

358,077,964.20
170,669,738.99
94,610,157.22
(9,338,306.37)
2,306,969.40
26,596,700.41
3,150,541.30
20,257,737.09
18,196,490.80

$1,033,680,538.40

Liabilities and Stockholders' Equity

As of December 31,

2013 2014 2013

LIABILITIES
Demand deposits
Savings deposits .......

Time deposits .......ccvvvirveivirieirieieieeeeae

$224,490,202.36
485,327,533.58
191,158,579.59

900,976,315.53
25,334,028.34

Total deposits ......cccecvevverenirinenienenne.
Other liabilities ........ccocveveiieiiiieiieeieee.

TOTAL LIABILITIES 926,310,343.87

STOCKHOLDERS' EQUITY
Common stock ($50 par value per share;
80,000 shares authorized, 76,425 and
76,414 shares issued, respectively)............
Surplus ...oveeveecnnennene.
Retained earnings
Accumulated other comprehensive loss.....

3,821,250.00
6,588,518.00
100,651,674.73
(3,691,248.20)

TOTAL STOCKHOLDERS' EQUITY ........... 107,370,194.53

TOTAL LIABILITIES AND
STOCKHOLDERS' EQUITY......couverrennrrnnns $1,033,680,538.40




Statements of Income

Interest and dividend income:
Interest and fees on loans ..................
Interest and dividends on securities ...
Other interest income...........cccco.......

Total interest and dividend income ....

Interest expense:
Deposits and escrow accounts...........

Net interest income.........cccouveeennne

Provision for loan losses.....................
Net interest income after provision for
loan losses

Non-interest income:

Commissions and fees from
insurance sales.........ccc.coevveeeneene..

Trust service fees .......oovveeeveeeveeeeeneenn,

Service charges on deposits...............

Net gains from loan sales ..................

Net gains from securities transactions

Other iNCOMEe......ccvvevveeeceeeeeeeen,

Total non-interest income..............

Non-interest expense:
Compensation and benefits ...............
Premises and equipment, net.............
Other expenses ........cccccevecevevvevnenne

Total non-interest expense.............

Income before income tax expense ...
Income tax expense............c..oceeuens

Net Income

Net Income per common share..............

For the years ended December 31,
2014 2013

$24,511,934.44
3,550,125.85
137,806.94

28,199,867.23

1,322,263.25
26,877,603.98
750,000.00

26,127,603.98

11,359,750.50
2,214,404.25
1,355,043.55
405,530.67
142,081.31
2,302,803.09

17,779,613.37

20,926,554.17
4,101,400.53
12,633,226.51

37,661,181.21

6,246,036.14
1,485,435.52

$4,760,600.62

$62.30

Changes In Loan Reserves

Balance at beginning of year
Recoveries credited ...............
Provision .........

Losses charged

Balance at end of year...........cccccccoeviininnnns

For the years ended December 31,
2014 2013

$8,867,996.04
103,085.80
750,000.00
(382,775.47)

$9,338,306.37

Changes In Stockholders' Equity

Balance at beginning of year ..........c.ccocveenee.

Net Income

Issued 11 and 11 shares
common stock, respectively..................

Cash dividends declared............cc...couv...

Change in unrealized gain on securities
available for sale, net of tax ..................

Change in pension and post
retirement benefit plans funded
status, net of tax ..occeovvveeevveeeveeeeieeennn

Balance at end of year............cccccoceiininnnns

For the years ended December 31,
2014 2013

$109,350,518.77
4,760,600.62
19,470.00

(3,897,394.50)

(324,851.35)

(2,538,149.01)

$107,370,194.53
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Photograph taken by Tom Stock
of The Adirondack Trust Company staff
in front of the Main Office on November 27, 2012.
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