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PART 1 -ITEM 1 - FINANCIAL STATEMENTS
ENTERPRISE FINANCIAL SERVICES CORP AND SUBSIDIARIES
Condensed Consolidated Balance Sheets (Unaudited)

(in thousands, except share and per share data) March 31, December 31,

2018 2017
Assets
Cash and due from banks $81,604 $91,084
Federal funds sold 1,099 1,223
Interest-bearing deposits (including $1,295 and $1,365 pledged as collateral, respectively) 60,398 61,016
Total cash and cash equivalents 143,101 153,323
Interest-bearing deposits greater than 90 days 2,400 2,645
Securities available for sale 652,272 641,382
Securities held to maturity 70,579 73,749
Loans held for sale 1,748 3,155
Loans 4,190,845 4,097,050
Less: Allowance for loan losses 44,650 42,577
Total loans, net 4,146,195 4,054,473
Other real estate 455 498
Other investments, at cost 29,263 26,661
Fixed assets, net 32,127 32,618
Accrued interest receivable 17,277 14,069
State tax credits held for sale (including $350 and $400 carried at fair value, respectively) 42,364 43,468
Goodwill 117,345 117,345
Intangible assets, net 10,399 11,056
Other assets 117,577 114,783
Total assets $5,383,102 $5,289,225
Liabilities and Shareholders' Equity
Demand deposits $1,101,705 $1,123,907
Interest-bearing transaction accounts 875,880 915,653
Money market accounts 1,445,459 1,342,931
Savings 210,029 195,150
Certificates of deposit:
Brokered 201,082 115,306
Other 447,222 463,467
Total deposits 4,281,377 4,156,414
Subord}nated debentures and notes (net of debt issuance cost of $1,103 and $1,136, 118,118 118,105
respectively)
Federal Home Loan Bank advances 224,624 172,743
Other borrowings 166,589 253,674
Accrued interest payable 2,046 1,730
Other liabilities 35,333 37,986
Total liabilities 4,828,087 4,740,652

Shareholders' equity:

Preferred stock, $0.01 par value;

5,000,000 shares authorized; 0 shares issued and outstanding

Common stock, $0.01 par value; 30,000,000 shares authorized; 23,867,710 and 23,781,1 122
shares issued, respectively

39 238
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Treasury stock, at cost; 756,588 and 691,673 shares, respectively (26,326 ) (23,268
Additional paid in capital 348,092 350,061
Retained earnings 244,573 225,360
Accumulated other comprehensive loss (11,563 ) (3,818
Total shareholders' equity 555,015 548,573
Total liabilities and shareholders' equity $5,383,102 $5,289,225

See accompanying notes to consolidated financial statements.
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ENTERPRISE FINANCIAL SERVICES CORP AND SUBSIDIARIES
Condensed Consolidated Statements of Operations (Unaudited)
Three months

ended March 31,
(in thousands, except per share data) 2018 2017
Interest income:
Interest and fees on loans $50,450 $39,926
Interest on debt securities:
Taxable 3,987 3,230
Nontaxable 282 386
Interest on interest-bearing deposits 240 130
Dividends on equity securities 205 68
Total interest income 55,164 43,740
Interest expense:
Interest-bearing transaction accounts 806 675
Money market accounts 3,353 1,493
Savings accounts 125 82
Certificates of deposit 1,899 1,215
Subordinated debentures and notes 1,368 1,164
Federal Home Loan Bank advances 1,258 330
Notes payable and other borrowings 184 139
Total interest expense 8,993 5,098
Net interest income 46,171 38,642
Provision for portfolio loan losses 1,871 1,533
Provision reversal for purchased credit impaired loan losses — 148 )
Net interest income after provision for loan losses 44,300 37,257
Noninterest income:
Service charges on deposit accounts 2,851 2,510
Wealth management revenue 2,114 1,833
Card services revenue 1,516 1,037
Gain on state tax credits, net 252 246
Gain on sale of investment securities 9 —
Miscellaneous income 2,800 1,350
Total noninterest income 9,542 6,976
Noninterest expense:
Employee compensation and benefits 16,491 15,208
Occupancy 2,406 1,929
Data processing 1,467 1,633
Professional fees 849 837
FDIC and other insurance 917 824
Loan legal and other real estate expense 299 345
Merger related expenses — 1,667
Other 6,714 4,293
Total noninterest expense 29,143 26,736
Income before income tax expense 24,699 17,497
Income tax expense 3,778 5,106

Net income $20,921 $12,391
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Earnings per common share

Basic $0.91  $0.57
Diluted 0.90 0.56
See accompanying notes to consolidated financial statements.

2




Edgar Filing: ENTERPRISE FINANCIAL SERVICES CORP - Form 10-Q

ENTERPRISE FINANCIAL SERVICES CORP AND SUBSIDIARIES
Condensed Consolidated Statements of Comprehensive Income (Unaudited)

Three months

ended March 31,
(in thousands) 2018 2017
Net income $20,921 $12,391
Other comprehensive income (loss), net of tax:
Unrealized gains (losses) on investment securities arising during the period, net of income tax (6.904 ) 567

expense (benefit) for three months of $(2,265) and $348, respectively
Less: Reclassification adjustment for realized gains on sale of securities available for sale included

in net income, net of income tax expense for three months of $2 and $0, respectively {a ) —
Total other comprehensive income (loss) (6,911 ) 567
Total comprehensive income $14,010 $12,958

See accompanying notes to consolidated financial statements.
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ENTERPRISE FINANCIAL SERVICES CORP AND SUBSIDIARIES
Condensed Consolidated Statements of Shareholders’ Equity (Unaudited)

. CommonTreasury . Retained
(in thousands, except per share data) Stock  Stock palq in carnings
capital
Balance December 31, 2017 $ 238  $(23,268) $350,061 $225,360
Net income — — — 20,921
Other comprehensive income — — — —
Total comprehensive income — — — 20,921
Cash dividends paid on common shares, $0.11
— — — (2,542
per share
Repurchase of common shares — (3,058 ) — —
Issuance under equity compensation plans,
86,598 shares, net ! o (2,687 ) —
Share-based compensation — — 718 —
Reclassification adjustments for change in o L L 334
accounting policies
Balance March 31, 2018 $ 239  $(26,326) $348,092 $244,573
. CommonTreasury Ale.tlonal Retained
(in thousands, except per share data) paid in .
Stock  Stock . earnings
capital
Balance December 31, 2016 $ 203 $(6,632 ) $213,078 $182,190
Net income — — — 12,391
Other comprehensive income — — — —
Total comprehensive income — — — 12,391
Cash dividends paid on common shares, $0.11
— — — (2,579
per share
Issuance under equity compensation plans,
93,236 shares, net ! o 2152 ) —
Share-based compensation — — 866 —
Shares issued in connection with acquisition of
Jefferson County Bancshares, Inc., 3,299,865 33 — 141,696 —
shares, net
Reclassification for the adoption of o . (5229 ) 5229

share-based payment guidance
Balance March 31, 2017

$ 237

Additional

$(6,632 ) $348,259 $197,231 $ (1,174

See accompanying notes to consolidated financial statements.
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)

Accumulated
other Total
. shareholders'
comprehensive .
quity

income (loss)
$ (3,818 ) $548,573

— 20,921
(6,911 ) (6,911 )
(6,911 ) 14,010

— (2,542 )
— (3,058 )
— (2,686 )
— 718

(834 ) —

$ (11,563 ) $555,015

Accumulated
other Total

. shareholders'
comprehenswee uit
income (loss) quity
$ (1,741 ) $387,098
— 12,391
567 567
567 12,958
— (2,579 )
— (2,151 )
— 866
— 141,729

) $537,921
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ENTERPRISE FINANCIAL SERVICES CORP AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows (Unaudited)

Three months ended March 31,
(in thousands, except share

2018 2017
data)
Cash flows from operating
activities:
Net income $ 20,921 $ 12,391
Adjustments to reconcile net
income to net cash provided
by operating activities
Depreciation 849 387
Provision for loan losses 1,870 1,385
Deferred income taxes 2,290 962
Net amortlzatlon of debt 533 1310
securities
Amortization of intangible 656 446
assets
Gain on sale of investment © ) o
securities
Mortgage loans originated (12,389 ) (38.602 )
for sale
Proceeds from mortgage 13.917 42710
loans sold
Gain on state tax credits, net (252 ) (246 )
Share-based compensation 718 866
Net accretion of loan
discount (67 ) (1,014 )
Changes in:
Accrued interest receivable (3,209 ) 1,682
Accrued interest payable 315 156
Other assets (888 ) (1,728 )
Other liabilities (2,640 ) (51,693 )
Net cash Provide.d.b‘y (used 22215 (30,988 )
in) operating activities
Cash flows from investing
activities:
Proceeds from JCB
acquisition, net of cash — 6,171
purchase price
Net increase in loans (93,125 ) (57,054 )
Proceeds from the sale of 1.451 143,554

securities, available for sale
Proceeds from the paydown

or maturity of securities, 19,683 42,223
available for sale

Proceeds from the paydown

or maturity of securities, 1,639 1,180
held to maturity

12



Edgar Filing: ENTERPRISE FINANCIAL SERVICES CORP - Form 10-Q

Proceeds from the

redemption of other 13,514
investments

Proceeds from the sale of 1356
state tax credits held for sale =’
Payments for the
purchase/origination of:
Available for sale debt
securities

Other investments (17,864
State tax credits held for sale—
Fixed assets (370
NeF c.a‘sh used in investing (114,029
activities

Cash flows from financing
activities:

Net increase (decrease) in
noninterest-bearing deposit (22,202
accounts

Net increase in

interest-bearing deposit 147,165
accounts

Proceeds from Federal

(40,313

Home Loan Bank advances 484,500
Repayments of Federal

Home Loan Bank advances (432,500
Net decrease in other

borrowings (87,085
Cash dividends paid on (2,542
common stock ’
Payments for the repurchase

of common stock (3,058
Paymepts for the issuance of (2,686
equity instruments, net

Net cash provided by

financing activities 81,592
Net increase (decrease) in

cash and cash equivalents (10,222
Cash and cash equivalents,

beginning of period 153,323
Cash and cash equivalents,

end of period $ 143,101
Supplemental disclosures of

cash flow information:

Cash paid during the period

for:

Interest $ 8,677
Income taxes 685

Noncash transactions:
Common shares issued in  —
connection with JCB

12,033

4,093

(169,842

(20,318
(1,298
(247

(39,505

9,646

23,316

681,181
(530,681
(98,040

(2,579

(2,151
80,692
10,199
198,802

$ 209,001

$ 4,289
28

141,729

~— ~— = ~—

13
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acquisition
See accompanying notes to consolidated financial statements.

5
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ENTERPRISE FINANCIAL SERVICES CORP AND SUBSIDIARIES
Notes to Condensed Consolidated Financial Statements (Unaudited)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies used by Enterprise Financial Services Corp (the "Company" or "Enterprise") in the
preparation of the condensed consolidated financial statements are summarized below:

Business and Consolidation

Enterprise is a financial holding company that provides a full range of banking and wealth management services to
individuals and corporate customers located in the St. Louis, Kansas City, and Phoenix metropolitan markets through
its banking subsidiary, Enterprise Bank & Trust (the "Bank").

Operating results for the three months ended March 31, 2018 are not necessarily indicative of the results that may be
expected for any other interim period or for the year ending December 31, 2018. For further information, refer to the
consolidated financial statements and footnotes thereto included in the Company's Annual Report on Form 10-K for
the year ended December 31, 2017.

Basis of Financial Statement Presentation

The condensed consolidated financial statements of the Company and its subsidiaries have been prepared in
accordance with the accounting principles generally accepted in the United States of America ("U.S. GAAP") for
interim financial information and with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X. The
condensed consolidated financial statements include the accounts of the Company and its subsidiaries, all of which are
wholly owned. All intercompany accounts and transactions have been eliminated.

During the first quarter of 2018, the Company adopted Accounting Standards Update ("ASU") 2016-01, "Financial
Instruments-Overall (Subtopic 825-10): Recognition and Measurement of Financial Assets and Financial Liabilities."
ASU 2016-01 requires equity investments to be measured at fair value through earnings, and eliminates the
available-for-sale classification for equity securities with readily determinable fair values. The guidance also provides
an alternative to measure equity securities without readily determinable fair values at cost less impairment (if any),
plus or minus observable price changes from an identical or similar investment of the same issuer (the “measurement
alternative”). The Company elected the measurement alternative for its qualifying equity securities. The adoption of
this update resulted in an insignificant increase to retained earnings which was reclassified from accumulated other
comprehensive income.

In addition, the Company early adopted ASU 2017-12, "Derivatives and Hedging (Topic 815): Targeted
Improvements to Accounting for Hedging Activities." The objective of ASU 2017-12 is to improve the financial
reporting of hedging relationships by better aligning an entity's risk management activity with the economic objectives
in undertaking those activities. The adoption of this update had an insignificant impact on the Company's consolidated
financial statements.

The Company also early adopted ASU 2018-02, "Income Statement - Reporting Comprehensive Income (Topic 220):
Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income” during the first quarter of
2018. The ASU allows a reclassification from accumulated other comprehensive income to retained earnings for
stranded tax effects resulting from the Tax Cuts and Jobs Act. The adoption of this update resulted in an increase to
retained earnings of $0.8 million being reclassified from accumulated other comprehensive income.
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In the opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary for a
fair presentation have been included.

16
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Revenue

The Company adopted ASU 2014-09 in the first quarter of 2018 using the modified retrospective approach. The
Company's revenues are primarily composed of interest income on financial instruments, including investment
securities, which are excluded from the scope of the new guidance. Certain other noninterest income from loans,
investment securities and derivative financial instruments is also excluded from this guidance. Service charges on
deposit accounts, wealth management revenue, card services revenue, and gain on sale of other real estate are within
the scope of the guidance; however, there were no accounting policy changes as the Company's policies were
consistent with the new guidance. Other noninterest income sources of revenue are considered immaterial.
Implementation of this guidance did not change current business practices or have any changes to the Company's
consolidated financial statements.

Descriptions of our revenue-generating activities that are within the scope of this guidance, which are presented in our
income statement as components of noninterest income are as follows:

Service charges on deposit accounts - represents fees generated from a variety of deposit products and services
provided to customers under a day-to-day contract. These fees are recognized on a daily or monthly basis.

Wealth management revenue - represents monthly fees earned from directing, holding, and managing customers’
assets. Revenue is recognized over regular intervals, either monthly or quarterly.

.Card services revenue - represents revenue earned from merchant, debit and credit cards as incurred and includes a
contra revenue account for rebates.

Gain on sale of other real estate - represents income recognized at delivery of control of a property at the time of a
real estate closing.

Income Taxes

The SEC staff issued SAB 118, which provides guidance on accounting for the tax effects of the Tax Cuts and Jobs
Act of 2017 (“Tax Act”). SAB 118 provides a measurement period that should not extend beyond one year from the Tax
Act enactment date for companies to complete the accounting under ASC 740. In accordance with SAB 118, a
company must reflect the income tax effects of those aspects of the Act for which the accounting under ASC 740 is
complete. To the extent that a company’s accounting for certain income tax effects of the Tax Act is incomplete but it
is able to determine a reasonable estimate, it must record a provisional estimate in the financial statements. If a
company cannot determine a provisional estimate to be included in the financial statements, it should continue to
apply ASC 740 on the basis of the provisions of the tax laws that were in effect immediately before the enactment of
the Tax Act. The Company has recorded amounts based on the information known and reasonable estimates used as of
March 31, 2018, but are subject to change based on a number of factors. The Company will complete its analysis of
certain tax positions at the time it files its tax returns for the year ended December 31, 2017 and will be able to
conclude if any further adjustments to the provisional estimate of the impact recorded is required.

NOTE 2 - EARNINGS PER SHARE

Basic earnings per common share data is calculated by dividing net income by the weighted average number of
common shares outstanding during the period. Common shares outstanding include common stock and restricted stock
awards where recipients have satisfied the vesting terms. Diluted earnings per common share gives effect to all
dilutive potential common shares outstanding during the period using the treasury stock method.

The following table presents a summary of per common share data and amounts for the periods indicated.
Three months
ended March 31,

(in thousands, except per share data) 2018 2017

17
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Net income as reported

Weighted average common shares outstanding
Additional dilutive common stock equivalents

$20,921 $12,391

23,115 21,928
172 381

Weighted average diluted common shares outstanding 23,287 22,309

Basic earnings per common share:
Diluted earnings per common share:

For the three months ended March 31, 2018 and 2017, there were no common stock equivalents excluded from the

$091  $0.57
$0.90 $0.56

earnings per share calculations because their effect would have been anti-dilutive.

7
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NOTE 3 - INVESTMENTS

The following table presents the amortized cost, gross unrealized gains and losses and fair value of securities available

for sale and held to maturity:

(in thousands)

Available for sale securities:

Obligations of U.S. Government-sponsored enterprises
Obligations of states and political subdivisions

Agency mortgage-backed securities
U.S. Treasury bills

Total securities available for sale
Held to maturity securities:

Obligations of states and political subdivisions

Agency mortgage-backed securities
Total securities held to maturity

(in thousands)

Available for sale securities:

March 31, 2018

. .Gross Gross )
Amortized . ) Fair
Unrealized Unrealized
Cost ) Value
Gains Losses
$99,800 $ — $(1,698 ) $98,192
32,611 386 (209 ) 32,788
524,738 360 (13,713 ) 511,385

9,955 —
$667,194 $ 746

$12,552 § 7
58,027 —
$70,579 $ 7

December 31, 2017

. .Gross
Amortized

(48 ) 9,907
$(15,668 ) $652,272

$(241 ) $12,318
(1,579 ) 56,448
$(1,820 ) $68,766

Gross )
Fair

Unrealized Unrealized

Cost .
Gains

Obligations of U.S. Government-sponsored enterprises $99,878 $ 6

Obligations of states and political subdivisions

Agency mortgage-backed securities
Total securities available for sale
Held to maturity securities:

Obligations of states and political subdivisions

Agency mortgage-backed securities
Total securities held to maturity

34,181 674
513,082 727
$647,141 $ 1,407

$14,031 $ 69
59,718 16
$73,749 $ 85

Losses Value

$(660 ) $99,224
(213 ) 34,642

(6,293 ) 507,516
$(7,166 ) $641,382

$ (46 ) $14,054
(330 ) 59,404
$(376 ) $73,458

At March 31, 2018, and December 31, 2017, there were no holdings of securities of any one issuer in an amount
greater than 10% of shareholders’ equity, other than U.S. Government agencies and sponsored enterprises. The agency
mortgage-backed securities are all issued by U.S. Government-sponsored enterprises. Securities having a fair value of
$401.1 million and $500.0 million at March 31, 2018, and December 31, 2017, respectively, were pledged as
collateral to secure deposits of public institutions and for other purposes as required by law or contract provisions.
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The amortized cost and estimated fair value of debt securities at March 31, 2018, by contractual maturity, are shown
below. Expected maturities may differ from contractual maturities because borrowers may have the right to call or
prepay obligations with or without call or prepayment penalties. The weighted average life of the mortgage-backed
securities is approximately 5 years.

Available for sale  Held to maturity

. Estimated ) stimated
. Amortized__ . Amortized, .
(in thousands) Cost Fair Cost
Value Value
Due in one year or less $2,404 $2,419 $— $—

Due after one year through five years 120,488 118,875 865 858

Due after five years through ten years 14,514 14,647 10,820 10,613

Due after ten years 5,050 4,946 867 847

Agency mortgage-backed securities 524,738 511,385 58,027 56,448
$667,194 $652,272 $70,579 $ 68,766

The following table represents a summary of investment securities that had an unrealized loss:

March 31, 2018
Less than 12 months 12 months or more  Total

(in thousands) Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

Obhgat‘lons of U.S. Government-sponsored $98.192 $1.698 $— § $98.192 $1.698

enterprises

Obligations of states and political subdivisions 23,766 423 361 27 24,127 450

Agency mortgage-backed securities 408,153 10,017 121,046 5,275 529,199 15,292

U.S. Treasury bills 9,907 48 — 9,907 48

$540,018 $12,186 $121,407 $ 5,302 $661,425 $ 17,488

December 31, 2017
Less than 12 months 12 months or more  Total

(in thousands) Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

Obhgat‘lons of U.S. Government-sponsored $89.309 $ 660 $_ §_ $89.309 $ 660

enterprises

Obligations of states and political subdivisions 13,951 259 — — 13,951 259

Agency mortgage-backed securities 469,655 6,034 12,229 589 481,884 6,623

$572,915 $6,953  $12,229 $ 589 $585,144 $ 7,542

The unrealized losses at both March 31, 2018, and December 31, 2017, were primarily attributable to changes in
market interest rates since the securities were purchased. Management systematically evaluates investment securities
for other-than-temporary declines in fair value on a quarterly basis. This analysis requires management to consider
various factors, which include among other considerations (1) the present value of the cash flows expected to be
collected compared to the amortized cost of the security, (2) duration and magnitude of the decline in value, (3) the
financial condition of the issuer or issuers, (4) structure of the security, and (5) the intent to sell the security or
whether it is more likely than not the Company would be required to sell the security before its anticipated recovery in
market value. At March 31, 2018, management performed its quarterly analysis of all securities with an unrealized
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loss and concluded no individual securities were other-than-temporarily impaired.
NOTE 4 - LOANS

The loan portfolio is comprised of loans originated by the Company and loans that were acquired in connection with
the Company’s acquisitions. These loans are accounted for using the guidance in the Accounting Standards
Codification (ASC) section 310-30 and 310-20. Loans accounted for using ASC 310-30 are sometimes referred to as
purchased credit impaired ("PCI") loans.

The table below shows the loan portfolio composition including carrying value by segment of loans accounted for at
amortized cost, which includes our originated loans, and loans accounted for as PCI.

(in thousands) March 31, December 31,
2018 2017

Loans accounted for at amortized cost $4,124,239 $ 4,022,896

Loans accounted for as PCI 66,606 74,154

Total loans $4,190,845 $4,097,050

The following tables refer to loans not accounted for as PCI loans.
Below is a summary of loans by category at March 31, 2018 and December 31, 2017:

(in thousands) March 31, December 31,

2018 2017
Commercial and industrial $1,981,684 $1,918,720
Real estate:
Commercial - investor owned 811,244 769,275
Commercial - owner occupied 568,773 554,589
Construction and land development 306,824 303,091
Residential 328,192 341,312
Total real estate loans 2,015,033 1,968,267
Consumer and other 128,436 137,234
Loans, before unearned loan fees 4,125,153 4,024,221
Unearned loan fees, net 914 ) (1,325 )

Loans, including unearned loan fees $4,124,239 $4,022,896

A summary of the activity in the allowance for loan losses and the recorded investment in loans by class and category
based on impairment methodology through March 31, 2018, and at December 31, 2017, is as follows:

Commercial CRE- CRE-  Construction . .
. . Residential Consumer
(in thousands) and investor owner  and land Total
. . . real estate and other
industrial owned occupied development

Allowance for loan losses:

Balance at December 31, 2017 $26406 $3.,890 $3,308 $ 1,487 $2,237 $ 838 $38,166
i)r:s\;lsslon (provision reversal) for loan 730 648 190 35 259 1 ) 1.871
Losses charged off (732 ) — — — (254 ) (49 ) (1,035 )
Recoveries 956 8 4 206 73 14 1,261
Balance at March 31, 2018 $27410 $4,546 $3,502 $ 1,728 $2,315 $ 762 $40,263
9
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Commercial CRE - CRE - Construction . .
. . Residential Consumer
(in thousands) and investor owner and land Total
. . . real estate and other
industrial owned  occupied development

Balance March 31, 2018
Allowance for loan losses - Ending balance:
Individually evaluated for

Hndiv] $2.794  $— $99 $ $— $— $2.893
lmpalrment

Collectively evaluated for 24616 4546 3403 1,728 2315 762 37.370
lmpalrment

Total $27.410  $4.546  $3.502  $1.728 $2315  $762  $40.263
Loans - Ending balance:

Individually evaluated for $12313  $416  $2.198 $— $1777  $325 $17.029
lmpalrment

Collectively evaluated for 1969371 810,828 566575 306824 326415 127197 4.107.210
lmpalrment

Total $1.981.684 $811.244 $568.773 $ 306,824  $328.192 $127.522 $4.124.239

Balance December 31, 2017
Allowance for loan losses - Ending balance:
Individually evaluated for

eV} $2,508  $— $71 $— $— $— $2,579
1mpa1rment

Collectively evaluated for 23898 3,890 3237 1487 2237 838 35,587
1mpa1rment

Total $26,406  $3,890 $3,308 $ 1,487 $2,237  $838  $38,166
Loans - Ending balance:

Individually evaluated for $12,665  $422  $1975 $136 $1,602  $375  $17,175
1mpa1rment

Collectively evaluated for

-one 1,906,055 768,853 552,614 302,955 339,710 135,534 4,005,721
1mpa1rment

Total $1,918,720 $769,275 $554,589 $ 303,091  $341,312 $135,909 $4,022,896

A summary of nonperforming loans individually evaluated for impairment by category at March 31, 2018 and
December 31, 2017, and the income recognized on impaired loans is as follows:

March 31, 2018
Unpaid Recorded Recorded

(in thousands) Co'ntr'actuTai\./estment InYestment Fll;zglolrded Related ﬁzsf)?i:d
Principal With No ~ With Allowance
Investment Investment
Balance Allowance Allowance
Commercial and industrial $21,353 $ 2,470 $ 9,843 $12,313 $ 2,794 $ 13,278
Real estate:
Commercial - investor owned 558 416 — 416 — 418
Commercial - owner occupied 755 267 484 751 99 753
Construction and land development — — — — — —
Residential 2,103 1,777 — 1,777 — 1,985
Consumer and other 325 325 — 325 — 341
Total $25,094 $ 5,255 $10,327 $15,582 $ 2,893 $ 16,775

December 31, 2017
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(in thousands)

Commercial and industrial
Real estate:

Unpaid Recorded Recorded
Contractuldvestment Investment

Principal With No

Balance Allowance Allowance

$20,750 $ 2,321

Commercial - investor owned 560 422
Commercial - owner occupied 487 —
Construction and land development 441 136
Residential 1,730 1,602
Consumer and other 375 375
Total $24,343 $ 4,856

10

With
$ 10,344

487

$ 10,831

Total
Recorded
Investment

$ 12,665

422

487

136
1,602
375

$ 15,687

Related
Allowance

$ 2,508

71

$ 2,579

Average
Recorded
Investment

$ 16,270

521

490

331
1,735
375

$ 19,722
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Three
months
ended
March 31,
(in thousands) 2018 2017
Total interest income that would have been recognized under original terms  $534 $315
Total cash received and recognized as interest income on non-accrual loans 11 23
Total interest income recognized on accruing, impaired loans 11 33

The recorded investment in nonperforming loans by category at March 31, 2018 and December 31, 2017, is as
follows:
March 31, 2018

Restructured,
(in thousands) Non-accrnak on Total
non-accrual
Commercial and industrial $11,589 § 724 $12,313
Real estate:
Commercial - investor owned 416 — 416
Commercial - owner occupied 751 — 751
Construction and land development — — —
Residential 1,777 — 1,777
Consumer and other 325 — 325
Total $14,858 $ 724 $15,582
December 31, 2017
Restructured,
(in thousands) Non-accrnak on Total
non-accrual
Commercial and industrial $11,9496 $ 719 $12,665
Real estate:
Commercial - investor owned 422 — 422
Commercial - owner occupied 487 — 487
Construction and land development 136 — 136
Residential 1,602 — 1,602
Consumer and other 375 — 375
Total $14,968 $ 719 $15,687

At March 31, 2018, loans over 90 days past due and still accruing interest totaled $0.3 million. There were no loans
over 90 days past due and still accruing interest at December 31, 2017.

There were no portfolio loans restructured during the three months ended March 31, 2018 and 2017.
As of March 31, 2018, the Company had $1.9 million in specific reserves allocated to $8.1 million of loans that have

been restructured. During the three months ended March 31, 2018 and 2017, there were no portfolio loans that
subsequently defaulted.

11

24



Edgar Filing: ENTERPRISE FINANCIAL SERVICES CORP - Form 10-Q

The aging of the recorded investment in past due loans by portfolio class and category at March 31, 2018 and
December 31, 2017 is shown below.

March 31, 2018

90 or
13)(11_539 More Total
(in thousands) Days Past Current Total
Past
Due Past  Due
Due
Commercial and industrial $3,669 $5,150 $8,819 $1,972,865 $1,981,684
Real estate:
Commercial - investor owned — — — 811,244 811,244
Commercial - owner occupied 945 — 945 567,828 568,773
Construction and land development 497 — 497 306,327 306,824
Residential 401 1,026 1,427 326,765 328,192
Consumer and other — 325 325 127,197 127,522
Total $5,512 $6,501 $12,013 $4,112,226 $4,124,239

December 31, 2017

90 or
13)(11_539 More Total
(in thousands) Days Past Current Total
Past
Due Past  Due
Due
Commercial and industrial $7,882 $1,770 $9,652 $1,909,068 $1,918,720
Real estate:
Commercial - investor owned 934 — 934 768,341 769,275
Commercial - owner occupied — — — 554,589 554,589
Construction and land development 76 — 76 303,015 303,091
Residential 1,529 945 2,474 338,838 341,312
Consumer and other 407 — 407 135,502 135,909
Total $10,828 $2,715 $13,543 $4,009,353 $4,022,896

The Company categorizes loans into risk categories based on relevant information about the ability of borrowers to
service their debt, such as current financial information, payment experience, credit documentation, and current
economic factors among other factors. This analysis is performed on a quarterly basis. The Company uses the
following definitions for risk ratings:

Grades 1, 2, and 3 — Includes loans to borrowers with a continuous record of strong earnings, sound balance sheet
eondition and capitalization, ample liquidity with solid cash flow, and whose management team has experience and
depth within their industry.

Grade 4 — Includes loans to borrowers with positive trends in profitability, satisfactory capitalization and balance sheet
condition, and sufficient liquidity and cash flow.

Grade 5 — Includes loans to borrowers that may display fluctuating trends in sales, profitability, capitalization, liquidity,
and cash flow.

Grade 6 — Includes loans to borrowers where an adverse change or perceived weakness has occurred, but may be
correctable in the near future. Alternatively, this rating category may also include circumstances where the borrower

is starting to reverse a negative trend or condition, or has recently been upgraded from a 7, 8, or 9 rating.

Grade 7 — Watch credits are borrowers that have experienced financial setback of a nature that is not determined to be
severe or influence ‘ongoing concern’ expectations. Although possible, no loss is anticipated, due to strong collateral
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and/or guarantor support.

12
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Grade 8 — Substandard credits will include those borrowers characterized by significant losses and sustained downward
¢rends in balance sheet condition, liquidity, and cash flow. Repayment reliance may have shifted to secondary sources.
Collateral exposure may exist and additional reserves may be warranted.

Grade 9 — Doubtful credits include borrowers that may show deteriorating trends that are unlikely to be corrected.
Collateral values may appear insufficient for full recovery, therefore requiring a partial charge-off, or debt
renegotiation with the borrower. The borrower may have declared bankruptcy or bankruptcy is likely in the near term.
All doubtful rated credits will be on non-accrual.

The recorded investment by risk category of the loans by portfolio class and category at March 31, 2018, which is
based upon the most recent analysis performed, and December 31, 2017 is as follows:

March 31, 2018
Watch Substandard

(in thousands) Pass (1-6) ) ®) Total
Commercial and industrial $1,823,444 $99,251 $ 58,989 $1,981,684
Real estate:

Commercial - investor owned 784,937 21,371 4,936 811,244
Commercial - owner occupied 534,493 28,834 5,446 568,773
Construction and land development 295,632 10,989 203 306,824
Residential 317,750 2,606 7,836 328,192
Consumer and other 126,394 9 1,119 127,522
Total $3,882,650 $163,060 $ 78,529 $4,124,239

December 31, 2017
Watch Substandard

(in thousands) Pass (1-6) ) ®) Total
Commercial and industrial $1,769,102 $94,002 $ 55,616 $1,918,720
Real estate:

Commercial - investor owned 754,010 10,840 4,425 769,275
Commercial - owner occupied 514,616 34,440 5,533 554,589
Construction and land development 292,766 9,983 342 303,091
Residential 329,742 3,648 7,922 341,312
Consumer and other 134,704 10 1,195 135,909
Total $3,794,940 $152,923 $ 75,033 $4,022,896
13
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Below is a summary of PCI loans by category at March 31, 2018 and December 31, 2017:

March 31, 2018 December 31, 2017
Weighted- Recorded Weighted- Recorded
(in thousands) Average Investment Average Investment
Risk Rating! PCI Loans Risk Rating! PCI Loans
Commercial and industrial 6.35 $ 2,966 6.38 $3,212
Real estate:
Commercial - investor owned 7.26 37,137 7.36 42,887
Commercial - owner occupied 6.39 10,886 6.48 11,332
Construction and land development 6.04 5,553 5.99 5,883
Residential 6.02 10,008 5.99 10,781
Consumer and other 2.76 56 2.84 59
Total $ 66,606 $ 74,154

IRisk ratings are based on the borrower's contractual obligation, which is not reflective
of the purchase discount.

The aging of the recorded investment in past due PCI loans by portfolio class and category at March 31, 2018 and
December 31, 2017 is shown below:

March 31, 2018

90 or

13)(11_539 More Total
(in thousands) Days Past  Current Total

Past

Due Past Due

Due

Commercial and industrial $— $— $—  $2,966 $2,966
Real estate:
Commercial - investor owned 944 — 944 36,193 37,137
Commercial - owner occupied — 665 665 10,221 10,886
Construction and land development 88 — 88 5,465 5,553
Residential 84 204 378 9,630 10,008
Consumer and other — — — 56 56
Total $1,116 $959 $2,075 $64,531 $66,606

December 31, 2017

90 or

]33(11_539 More Total
(in thousands) Days Past  Current Total

Past

Due Past  Due

Due

Commercial and industrial $— $—  $—  $3212 $3,212
Real estate:
Commercial - investor owned — 3,034 3,034 39,853 42,887
Commercial - owner occupied — 673 673 10,659 11,332
Construction and land development —  — — 5,883 5,883
Residential 328 255 583 10,198 10,781
Consumer and other 59 59

Total $328 $3,962 $4,290 $69,864 $74,154
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The following table is a roll forward of PCI loans, net of the allowance for loan losses, for the three months ended

March 31, 2018 and 2017.

(in thousands)

Contractual Non-accretable Accretable Carrying

Cashflows Difference Yield Amount
Balance December 31, 2017 $112,710 $ 29,005 $13,962 $69,743
Principal reductions and interest payments (12,142 ) — — (12,142)
Accretion of loan discount — — (1,755 ) 1,755
Changes in contractual and expected cash flows due to 2.863 o o 2.863
remeasurement
Balance March 31, 2018 $103,431 $ 29,005 $12,207 $62,219
Balance December 31, 2016 $66,003 $ 18,902 $13,176  $33,925
Acquisitions 70,435 11,669 8,550 50,216
Principal reductions and interest payments 4,310 ) — — (4,310 )
Accretion of loan discount — — (1,389 ) 1,389
Changes in contractual and expected cash flows due to 3.166 (307 ) 1,165 2,308
remeasurement
Reductions due to disposals (1,341 ) (345 ) (264 ) (732 )

Balance March 31, 2017 $133,953 $ 29,919 $21,238 $82,796
The accretable yield is recognized in interest income over the estimated life of the acquired loans using the effective
yield method. Outstanding customer balances on PCI loans were $85.9 million and $94.9 million as of March 31,
2018, and December 31, 2017, respectively.

NOTE 5 - COMMITMENTS AND CONTINGENCIES

The Company issues financial instruments with off balance sheet risk in the normal course of the business of meeting
the financing needs of its customers. These financial instruments include commitments to extend credit and standby
letters of credit. These instruments may involve, to varying degrees, elements of credit and interest rate risk in excess
of the amounts recognized in the consolidated balance sheets.

The Company’s extent of involvement and maximum potential exposure to credit loss in the event of nonperformance
by the other party to the financial instrument for commitments to extend credit and standby letters of credit is
represented by the contractual amount of these instruments.

The Company uses the same credit policies in making commitments and conditional obligations as it does for
financial instruments included on its consolidated balance sheets. At March 31, 2018, the amount of unadvanced
commitments on impaired loans was insignificant.

The contractual amounts of off-balance-sheet financial instruments as of March 31, 2018, and December 31, 2017, are
as follows:

(in thousands) March 31, December 31,

2018 2017
Commitments to extend credit $1,267,362 $ 1,298,423
Letters of credit 51,836 73,790
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Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Commitments usually have fixed expiration dates or other termination clauses, may have

15
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significant usage restrictions, and may require payment of a fee. Of the total commitments to extend credit at

March 31, 2018, and December 31, 2017, approximately $123.9 million and $112.0 million, respectively, represent
fixed rate loan commitments. Since certain of the commitments may expire without being drawn upon or may be
revoked, the total commitment amounts do not necessarily represent future cash requirements. The Company
evaluates each customer’s credit worthiness on a case-by-case basis. The amount of collateral obtained, if deemed
necessary by the Company upon extension of credit, is based on management’s credit evaluation of the borrower.
Collateral held varies, but may include accounts receivable, inventory, premises and equipment, and real estate. Other
liabilities includes $0.4 million for estimated losses attributable to the unadvanced commitments at March 31, 2018,
and December 31, 2017.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance or
payment of a customer to a third party. These standby letters of credit are issued to support contractual obligations of
the Company’s customers. The credit risk involved in issuing letters of credit is essentially the same as the risk
involved in extending loans to customers. As of March 31, 2018, the approximate remaining terms of standby letters
of credit range from 1 month to 3 years and 6 months.

Contingencies

The Company and its subsidiaries are, from time to time, parties to various legal proceedings arising out of their
businesses. Management believes there are no such proceedings pending or threatened against the Company or its
subsidiaries which, if determined adversely, would have a material adverse effect on the business, consolidated
financial condition, results of operations or cash flows of the Company or any of its subsidiaries.

NOTE 6 - DERIVATIVE FINANCIAL INSTRUMENTS

The Company is a party to various derivative financial instruments that are used in the normal course of business to
meet the needs of its clients and as part of its risk management activities. These instruments include interest rate
swaps and option contracts and foreign exchange forward contracts. The Company does not enter into derivative
financial instruments for trading purposes.

Hedging Instruments. At March 31, 2018, the Company has no outstanding derivative contracts used to manage risk.

Client-Related Derivative Instruments. The Company enters into interest rate swaps to allow customers to hedge
changes in fair value of certain loans while maintaining a variable rate loan on its own books. The Company also
enters into foreign exchange forward contracts with clients, and enters into offsetting foreign exchange forward
contracts with established financial institution counterparties. The table below summarizes the notional amounts and
fair values of the client-related derivative instruments:

Asset Derivatives Liability Derivatives
(Other Assets) (Other Liabilities)
Notional Amount Fair Value Fair Value
(in thousands) March 31, December 31, March 3IDecember 31, March 3DDecember 31,
2018 2017 2018 2017 2018 2017
Non-designated hedging instruments
Interest rate swap contracts $379,778 $ 394,852 $2,524 $ 2,061 $2,524 $ 2,061
Foreign exchange forward contracts 1,482 1,528 1,482 1,528 1,482 1,528

Changes in the fair value of client-related derivative instruments are recognized currently in operations. For the three
months ended March 31, 2018 and 2017, the gains and losses offset each other due to the Company's hedging of the
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client swaps and foreign exchange contracts with other bank counterparties.
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NOTE 7 - FAIR VALUE MEASUREMENTS

Below is a description of certain assets and liabilities measured at fair value.

The following table summarizes financial instruments measured at fair value on a recurring basis as of March 31,
2018 and December 31, 2017, segregated by the level of the valuation inputs within the fair value hierarchy utilized to

measure fair value:

(in thousands)

Assets

Securities available for sale

Obligations of U.S. Government-sponsored enterprises
Obligations of states and political subdivisions
Residential mortgage-backed securities

U.S. Treasury bills

Total securities available for sale

Other investments

State tax credits held for sale

Derivative financial instruments

Total assets

Liabilities
Derivative financial instruments
Total liabilities

(in thousands)

Assets
Securities available for sale
Obligations of U.S. Government-sponsored enterprises

March 31, 2018

Quoted
Prices
A tiv (S)l;imﬁcant Significant Total
Marke 8 Unobservable :

bser Fair
for Inputs Inputs Value
Identicnlp (Level 3)
Assets evel 2)
(Level
D
$— $98,192 $ — $98,192
— 32,788 — 32,788
— 511,385 — 511,385
— 9,907 — 9,907
$— $652272 § — $652,272
171 — — 171
R — 350 350
— 4,006 — 4,006
$171 $656,278 $ 350 $656,799
$— $4,006 $ — $4,006
$— $4,006 $ — $4,006
December 31, 2017
Quoted
Prices

@mﬁcant Significant Total

M%Eets }irll)(l)llzsservable Fair
Ide? ‘clé (Level 3)  value
(Level
D
$-$99224 $ — $99,224
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Obligations of states and political subdivisions
Residential mortgage-backed securities

Total securities available for sale

State tax credits held for sale

Derivative financial instruments

Total assets

Liabilities
Derivative financial instruments
Total liabilities

— 34,642 —
—507,516 —
$-$641382 $ —
- 400
—3,589 —
$-$644,971 $ 400
$-$3,580 $ —
$-$3,580 $ —

34,642
507,516
$641,382
400
3,589
$645,371

$3,589
$3,589

Securities available for sale. Securities classified as available for sale are reported at fair value utilizing Level 2 and

Level 3 inputs. Fair values for Level 2 securities are based upon dealer quotes, market spreads, the U.S.

17
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Treasury yield curve, trade execution data, market consensus prepayment speeds, credit information and the bond's
terms and conditions at the security level.

Other investments. At March 31, 2018, of the $29.3 million of other investments on the condensed consolidated
balance sheet, approximately $0.2 million were carried at fair value. The remaining $29.1 million of other investments
were accounted for at cost. Other investments reported at fair value represent equity securities with quoted market
prices (Level 1).

State tax credits held for sale. At March 31, 2018, of the $42.4 million of state tax credits held for sale on the
condensed consolidated balance sheet, approximately $0.4 million were carried at fair value. The remaining $42.0
million of state tax credits were accounted for at cost.

The Company is not aware of an active market that exists for the 10-year streams of state tax credit financial
instruments. However, the Company’s principal market for these tax credits consists of Missouri state residents who
buy these credits and local and regional accounting firms who broker them. As such, the Company employed a
discounted cash flow analysis (income approach) to determine the fair value.

The remaining state tax credits carried at fair value are expected to be sold within the next several quarters. The state
tax credit assets are reported as Level 3 assets.

Derivatives. Derivatives are reported at fair value utilizing Level 2 inputs. The Company obtains counterparty
quotations to value its interest rate swaps. In addition, the Company validates the counterparty quotations with third
party valuation sources. Derivatives with negative fair values are included in Other liabilities in the consolidated
balance sheets. Derivatives with positive fair value are included in Other assets in the consolidated balance sheets.
There were no transfers between Level 1 and Level 2 during the three months ended March 31, 2018 and 2017.

Level 3 financial instruments

The following table presents the changes in Level 3 financial instruments measured at fair value on a recurring basis
as of March 31, 2018 and 2017.

.Purchases, sales, issuances and settlements. There were no Level 3 purchases during the quarters ended March 31,
2018 or 2017.

Transfers in and/or out of Level 3. There were no Level 3 transfers during the quarters ended March 31, 2018 and
2017.

Securities
available
for sale,
at fair
value
Three
months
ended
March
31,
(in thousands) 202817
Beginning balance $-$3,089
Total gains:
Included in other comprehensive income —4
Purchases, sales, issuances and settlements:
Purchases —_
Transfer in and/or out of Level 3 —_
Ending balance $-$3,093

Change in unrealized gains relating to assets still held at the reporting date ~ $-$4
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State tax
credits held for
sale
Three months
ended March
31,
(in thousands) 2018 2017
Beginning balance $400 $3,585
Total gains:
Included in earnings 3 40
Purchases, sales, issuances and settlements:
Sales 53 ) (2,167)
Ending balance $350 $1,458

Change in unrealized gains (losses) relating to assets still held at the reporting date ~ $(13 ) $(606 )

From time to time, the Company measures certain assets at fair value on a nonrecurring basis. These include assets
that are measured at the lower of cost or fair value that were recognized at fair value below cost at the end of the
period. The following table presents financial instruments and non-financial assets measured at fair value on a
non-recurring basis as of March 31, 2018.

(D (D (D (D
Quoted Total
Prices in losses
Active  Significant Significant for the
Total Markets Other Unobservable three
(in thousands) Fair  for Observable months
. Inputs
Value Identical Inputs (Level 3) ended
Assets  (Level 2) March
(Level 31,
1) 2018
Impaired loans $2,929 $ —3 —$ 2,929 $ 882
Other real estate 455 — — 455 43
Total $3,384 $ —3$ —3$ 3,384 $ 925

(1) The amounts represent only balances measured at fair value during the period and still held as of the reporting
date.

Impaired loans are reported at the fair value of the underlying collateral for collateral dependent loans. Fair values for
impaired loans are obtained from current appraisals by qualified licensed appraisers or independent valuation
specialists. At March 31, 2018, impaired loans measured on a non-recurring basis had a principal balance of $3.5
million, with a valuation allowance of $0.6 million.

Other real estate owned is adjusted to fair value upon foreclosure of the underlying loan. Subsequently, foreclosed
assets are carried at the lower of carrying value or fair value less costs to sell. Fair value of other real estate is based
upon the current appraised values of the properties as determined by qualified licensed appraisers and the Company’s
judgment of other relevant market conditions.
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Following is a summary of the carrying amounts and fair values of the Company’s financial instruments on the
consolidated balance sheets at March 31, 2018 and December 31, 2017. Fair values that are not estimable are listed at
the carrying value.

March 31, 2018 December 31, 2017
Carrying Estimated Carrying Estimated

in thousands . .
( ) Amount fair value Amount fair value

Balance sheet assets

Cash and due from banks $81,604 $81,604 $91,084 $91,084
Federal funds sold 1,099 1,099 1,223 1,223
Interest-bearing deposits 62,798 62,798 63,661 63,661
Securities available for sale 652,272 652,272 641,382 641,382
Securities held to maturity 70,579 68,766 73,749 73,458
Other investments, at cost 29,263 29,263 26,661 26,661
Loans held for sale 1,748 1,748 3,155 3,155
Derivative financial instruments 4,006 4,006 3,589 3,589
Portfolio loans, net 4,146,195,158,694 4,054,4734,096,741
State tax credits, held for sale 42,364 41,072 43,468 44,271
Accrued interest receivable 17,277 17,277 14,069 14,069

Balance sheet liabilities

Deposits 4,281,371,276,006 4,156,414,153,323
Subordinated debentures and notes 118,118 105,751 118,105 105,031
Federal Home Loan Bank advances 224,624 224,665 172,743 172,893

Other borrowings 166,589 166,471 253,674 253,530
Derivative financial instruments 4,006 4,006 3,589 3,589
Accrued interest payable 2,046 2,046 1,730 1,730

For information regarding the methods and assumptions used to estimate the fair value of each class of financial
instruments for which it is practical to estimate such value, refer to Note 18 — Fair Value Measurements in the
Company's Annual Report on Form 10-K for the year ended December 31, 2017.
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The following table presents the level in the fair value hierarchy for the estimated fair values of only the Company’s
financial instruments that are not already presented on the condensed consolidated balance sheets at fair value at
March 31, 2018, and December 31, 2017.

Estimated Fair Value

Measurement at Balance at
Reporting Date Using March 31,
(in thousands) %eieelvel 2 Level 3 2018
Financial Assets:
Securities held to maturity $-$68,766 $ —3$ 68,766
Portfolio loans, net —_ 4,158,694 4,158,694
State tax credits, held for sale —_ 40,722 40,722
Financial Liabilities:
Deposits 3,633,073 643,023 4,276,096
Subordinated debentures and notes —105,751 — 105,751
Federal Home Loan Bank advances —224,665 — 224,665
Other borrowings —166,471 — 166,471
Estimated Fair Value
Measurement at Balance at
Reporting Date Using December
(in thousands) %eieelvel 2 Level 3 31,2017
Financial Assets:
Securities held to maturity $-$73,458 $ —$ 73,458
Portfolio loans, net —_ 4,096,741 4,096,741
State tax credits, held for sale —_ 43,871 43,871
Financial Liabilities:
Deposits 3,577,641 575,682 4,153,323
Subordinated debentures and notes —105,031 — 105,031
Federal Home Loan Bank advances —172,893 — 172,893
Other borrowings —253,530 — 253,530

NOTE 8 - NEW AUTHORITATIVE ACCOUNTING GUIDANCE

Financial Accounting Standards Board (the "FASB") ASU 2017-08 "Receivables - Nonrefundable Fees and Other
Costs (Subtopic 310-20), Premium Amortization on Purchased Callable Debt Securities" In March 2017, the FASB
issued ASU 2017-08, "Receivables - Nonrefundable Fees and Other Costs (Subtopic 310-20)" which shortens the
amortization period of certain callable debt securities held at a premium to the earliest call date. The amendments are
effective for public business entities for annual periods beginning after December 15, 2018, including interim periods
within those annual periods, with early adoption being permitted. The Company has evaluated the new guidance and
does not expect it to have a material impact on the Company's consolidated financial statements.

FASB ASU 2016-13 "Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses on Financial
Instruments” In June 2016, the FASB issued ASU 2016-13, "Financial Instruments (Topic 326)" which changes the
methodology for evaluating impairment of most financial instruments. The ASU replaces the currently used incurred
loss model with a forward-looking expected loss model, which will generally result in a more timely recognition of

41



Edgar Filing: ENTERPRISE FINANCIAL SERVICES CORP - Form 10-Q

losses. The guidance becomes effective for fiscal years beginning after December 15, 2019, including interim periods
within those fiscal years. Early adoption is permitted for fiscal years beginning after December 15, 2018, including
interim periods within those fiscal years. The Company has formed an implementation team that includes members of
accounting, credit, and loan operations to review the requirements of ASU 2016-13. The Company has not determined
the impact this standard may have on its financial statements.
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FASB ASU 2016-02 "Leases (Topic 842)" In February 2016, the FASB issued ASU 2016-02, "Leases (Topic 842)"
which requires organizations that lease assets ("lessees") to recognize the assets and liabilities for the rights and
obligations created by leases with terms of more than 12 months. The recognition, measurement, and presentation of
expenses and cash flows arising from a lease by a lessee remains dependent on its classification as a finance or
operating lease. The criteria for determining whether a lease is a finance or operating lease has not been significantly
changed by this ASU. The ASU also requires additional disclosure of the amount, timing, and uncertainty of cash
flows arising from leases, including qualitative and quantitative requirements. The guidance becomes effective for
periods beginning after December 15, 2018, including interim periods therein. Early adoption will be permitted. The
Company has formed a lease implementation team that includes members of accounting, facilities and operations to
review lease contracts and the requirements of ASU 2016-02. The Company expects the adoption of this standard will
increase total assets on the Company's consolidated balance sheet and utilize capital.
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ITEM 2: MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Safe Harbor Statement Under the Private Securities Litigation Reform Act of 1995

Some of the information in this report contains “forward-looking statements” within the meaning of and intended to be
covered by the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. Forward-looking
statements typically are identified with use of terms such as “may,” “might,” “will, “should,” “expect,” “plan,” “anticipate,” “b
“estimate,” “predict,” “potential,” “could,” “continue” and the negative of these terms and similar words, although some
forward-looking statements may be expressed differently. Forward-looking statements also include, but are not limited
to, statements regarding plans, objectives, expectations or consequences of statements about the future performance,
operations products and services of the Company and its subsidiaries. Our ability to predict results or the actual effect
of future plans or strategies is inherently uncertain. You should be aware that our actual results could differ materially
from those contained in the forward-looking statements due to a number of factors, including, but not limited to: our
ability to efficiently integrate acquisitions into our operations, retain the customers of these businesses and grow the
acquired operations; credit risk; changes in the appraised valuation of real estate securing impaired loans; outcomes of
litigation and other contingencies; exposure to general and local economic conditions; risks associated with rapid
increases or decreases in prevailing interest rates; consolidation within the banking industry; competition from banks
and other financial institutions; our ability to attract and retain relationship officers and other key personnel; burdens
imposed by federal and state regulation; changes in regulatory requirements; changes in accounting regulation or
standards applicable to banks; and other risks discussed under the caption “Risk Factors” of our most recently filed
Form 10-K or within this Form 10-Q, all of which could cause the Company’s actual results to differ from those set
forth in the forward-looking statements.

EEINT3 99 ¢

LT3

Readers are cautioned not to place undue reliance on our forward-looking statements, which reflect management’s
analysis and expectations only as of the date of such statements. Forward-looking statements speak only as of the date
they are made, and the Company does not intend, and undertakes no obligation, to publicly revise or update
forward-looking statements after the date of this report, whether as a result of new information, future events or
otherwise, except as required by federal securities law. You should understand that it is not possible to predict or
identify all risk factors. Readers should carefully review all disclosures we file from time to time with the Securities
and Exchange Commission which are available on our website at www.enterprisebank.com under "Investor
Relations."

Introduction

The following discussion describes the significant changes to the financial condition of the Company that have
occurred during the first three months of 2018 compared to the financial condition as of December 31, 2017. In
addition, this discussion summarizes the significant factors affecting the results of operations, liquidity and cash flows
of the Company for the three months ended March 31, 2018, compared to the same periods in 2017. This discussion
should be read in conjunction with the accompanying condensed consolidated financial statements included in this
report and our Annual Report on Form 10-K for the year ended December 31, 2017.
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Executive Summary

Below are highlights of our financial performance for the three months ended March 31, 2018, as compared to the
linked quarter ended December 31, 2017, and prior year period. The Company closed its acquisition of Jefferson
County Bancshares, Inc. ("JCB") on February 10, 2017. The results of operations of JCB are included in our
consolidated results since this date and, therefore, were not included for the full prior year period.

(in thousands, except per share data)

EARNINGS

Total interest income

Total interest expense

Net interest income

Provision for portfolio loans
Provision reversal for PCI loans

Net interest income after provision for loan losses

Total noninterest income

Total noninterest expense

Income before income tax expense
Income tax expense

Net income

Basic earnings per share
Diluted earnings per share

Return on average assets

Return on average common equity

Return on average tangible common equity
Net interest margin (fully tax equivalent)
Efficiency ratio

Tangible book value per common share

ASSET QUALITY )

Net charge-offs (recoveries)
Nonperforming loans

Classified assets

Nonperforming loans to portfolio loans
Nonperforming assets to total assets (1)
Allowance for loan losses to portfolio loans

Net charge-offs to average loans (annualized)

For the Three Months ended/At
December 31, March 31,

March 31,
2018

$55,164
8,993
46,171
1,871
44,300
9,542
29,143
24,699
3,778
$20,921

$0.91
0.90

1.59 %
1531 %
1992 %
3.80 %
5231 %
$18.49

$(226 )
15,582
77,195
0.38 %
0.30 %
0.98 %
0.02 %

2017

$ 54,789
7,385
47,404
3,186
279
44,497
11,112
28,260
27,349
19,820
$ 7,529

$0.33
0.32

0.57
5.37
6.99
3.93
48.29
$18.20

$3,313
15,687
73,239
0.39
0.31
0.95
0.33

)

%
%
%
%
%

%
%
%
%

2017

$43,740
5,098
38,642
1,533
148 )
37,257
6,976
26,736
17,497
5,106
$12,391

$0.57
0.56

1.10 %
10.65 %
1296 %
3.73 %
58.61 %
$17.59

$(56 )
13,847
86,879
0.36 %
0.33 %
1.03 %
0.01 )%

(1) Excludes purchased credit impaired loans and related assets, except for their inclusion

in total assets.
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Below are highlights of the Company's Core performance measures, which we believe are important measures of
financial performance, but are non-GAAP measures. For additional information, refer to the reconciliation of Core
performance measures included in this MD&A section under the caption "Use of Non-GAAP Financial Measures".

For the Three Months ended

) March 31, December 31, March 31,
(in thousands)

2018 2017 2017
CORE PERFORMANCE MEASURES (1)
Net interest income $45,405 $ 44,901 $37,567
Provision for portfolio loans 1,871 3,186 1,533
Noninterest income 8,520 11,118 6,976
Noninterest expense 29,129 28,146 24,946
Income before income tax expense 22,925 24,687 18,064
Income tax expense 3,340 6,692 4,916
Net income $19,585 $17,995 $13,148
Earnings per share $0.84 $0.77 $0.59
Return on average assets 149 % 1.37 % 117 %
Return on average common equity 1434 % 12.84 % 1129 %
Return on average tangible common equity 18.64 % 16.71 % 1375 %
Net interest margin (fully tax equivalent) 3.74 % 3.73 % 3.63 %
Efficiency ratio 54.02 % 50.24 % 56.01 %

(1) A non-GAAP measure. A reconciliation has been included in this MD&A
section under the caption "Use of Non-GAAP Financial Measures."

For the three months ended March 31, 2018 compared to the three months ended March 31, 2017, the Company noted
the following trends:

The Company reported net income of $20.9 million, or $0.90 per diluted share, for the three months ended March 31,
2018, compared to $12.4 million, or $0.56 per diluted share, for the same period in 2017. The $0.34 increase in
earnings per share primarily increased from growth in the balance sheet related to the acquisition of JCB as well as
organic loan and deposit growth. The Company's efficiency ratio improved to 52.3% for the quarter ended March 31,
2018, compared to 58.6% for the prior year period.

On a core basis!, net income grew 49% to $19.6 million, or $0.84 per diluted share, for the quarter ended March 31,
2018, compared to $13.1 million, or $0.59 per diluted share, in the prior year period. The diluted core earnings per
share! increase of $0.25 was primarily due to higher levels of core net interest income from continued growth in
earning asset balances combined with 11 basis points of core net interest margin! expansion, and a lower effective tax
rate, which resulted from U.S. corporate tax reform.

Net interest income for the first three months of 2018 increased $7.5 million or 19%, from the prior year period
due to strong portfolio loan growth, net interest margin expansion and the acquisition of JCB.

Net interest margin for the first quarter of 2018 increased seven basis points to 3.80% when compared to the prior
year period of 3.73%. Core net interest margin!, which excludes incremental accretion on non-core acquired loans,
increased 11 basis points to 3.74% for the first three months of 2018 from the prior year period primarily due to the
impact of interest rate increases on portfolio loans out-pacing the increase in deposit and borrowing costs.
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Noninterest income for the first three months of 2018 increased $2.6 million or 37%, compared to the prior year
period primarily due to $1.2 million from certain recoveries, in addition to higher income from deposit
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service charges, wealth management revenue, and card services from the acquisition of JCB, as well as growth in the
client base.

Noninterest expenses were $29.1 million for the quarter ended March 31, 2018, compared to $26.7 million for the
quarter ended March 31, 2017. Noninterest expenses for the 2017 period included $1.7 million of merger related
expenses. Core noninterest expenses! were $29.1 million for the three months ended March 31, 2018, compared to
$24.9 million for the prior year period primarily due to increases in compensation and benefit expense and other
operating expenses from the acquisition of JCB, along with tax credit amortization of $0.8 million.

Balance sheet highlights:

.Loans — Portfolio loans increased to $4.2 billion at March 31, 2018, increasing $95 million when compared to
December 31, 2017 primarily in the commercial and industrial, and commercial real estate categories.

Deposits — Total deposits at March 31, 2018 were $4.3 billion, an increase of $125 million, or 3% from December 31,
2017. Core deposits, defined as total deposits excluding time deposits, were $3.6 billion at March 31, 2018, an
increase of $55 million from the linked quarter.

Asset quality — Nonperforming loans were $15.6 million at March 31, 2018, compared to $14.9 million at

December 31, 2017. Nonperforming loans represented 0.38% and 0.39% of portfolio loans at March 31, 2018 and
December 31, 2017, respectively.

Provision for portfolio loan losses was $1.9 million for the three months ended March 31, 2018, compared to $1.5
million for the three months ended March 31, 2017. See Item 1, Note 5 — Portfolio Loans, and Provision and Allowance
for Loan Losses in this section for more information.
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1A non-GAAP measure. A reconciliation has been included in this MD&A section under the caption "Use of
Non-GAAP Financial Measures."
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RESULTS OF OPERATIONS
Net Interest Income
Average Balance Sheet

Non-core acquired loans were those acquired from the FDIC and were previously covered by shared-loss agreements.
These loans continue to be accounted for as purchased credit impaired loans. Approximately $38 million of loans

acquired from JCB's portfolio are also accounted for as purchased credit impaired loans. However, all loans acquired
from JCB are included in portfolio loans. The following table presents, for the periods indicated, certain information
related to our average interest-earning assets and interest-bearing liabilities, as well as, the corresponding interest rates
earned and paid, all on a tax equivalent basis.
Three months ended March 31,

(in thousands)

Assets

Interest-earning assets:

Taxable portfolio loans (1)
Tax-exempt portfolio loans (2)
Non-core acquired loans - contractual

Non-core acquired loans - incremental

accretion
Total loans

Taxable investments in debt and equity

securities

Non-taxable investments in debt and equity 42128

securities (2)
Short-term investments

Total securities and short-term investments 809,905

Total interest-earning assets
Noninterest-earning assets:
Cash and due from banks
Other assets

Allowance for loan losses
Total assets

Liabilities and Shareholders' Equity
Interest-bearing liabilities:
Interest-bearing transaction accounts
Money market accounts

Savings

Certificates of deposit

Total interest-bearing deposits
Subordinated debentures

FHLB advances

Other borrowed funds

Total interest-bearing liabilities
Noninterest bearing liabilities:
Demand deposits

Other liabilities

2018 2017
Average Interest Average Average Interest Ayerage
Balance Income/Expen Yie Balance Income/Expen hed
P slgate P ﬁgate
$4,072,639 $ 48,891 487 % $3,466,637 $ 37,827 443 %
37,206 489 5.33 44,820 693 6.27
29,125 426 5.93 39,287 595 6.14
766 10.67 1,075 11.10
4,138,970 50,572 4.96 3,550,744 40,190 4.59
698,459 4,192 2.43 580,600 3,298 2.30
375 3.61 56,626 622 4.45
69,318 240 1.40 71,228 130 0.74
4,807 2.41 708,454 4,050 2.32
4,948,875 55,379 4.54 4,259,198 44,240 4.21
88,630 75,226
346,376 283,448
43,769 ) (44,284 )
$5,340,112 $4,573,588
$862,912 $ 806 0.38 % $765,405 $ 675 0.36 %
1,391,055 3,353 0.98 1,193,350 1,493 0.51
201,852 125 0.25 154,348 82 0.22
603,736 1,899 1.28 548,705 1,215 0.90
3,059,555 6,183 0.82 2,661,808 3,465 0.53
118,110 1,368 4.70 112,497 1,164 4.19
302,548 1,258 1.69 144,903 330 0.91
207,442 184 0.36 246,041 139 0.23
3,687,655 8,993 0.99 3,165,249 5,098 0.65
1,064,771 906,951
33,620 29,311
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Total liabilities 4,786,046 4,101,511

Shareholders' equity 554,066 472,077

Total liabilities & shareholders' equity $5,340,112 $4,573,588

Net interest income $ 46,386 $ 39,142

Net interest spread 355 % 3.56 %

Net interest margin 3.80 % 373 %

Core net interest margin (3) 374 % 3.63 %
Average balances include non-accrual loans. The income on such loans is included in interest but is
recognized only upon receipt. Loan fees, net of amortization of deferred loan origination fees and costs,
included in interest income are approximately $1.0 million and $0.8 million for the three months ended
March 31, 2018 and 2017 respectively.

Non-taxable income is presented on a fully tax-equivalent basis using a 24.7% and 38.0% tax rate in 2018 and

(2)2017, respectively. The tax-equivalent adjustments were $0.2 million and $0.5 million for the three months ended

March 31, 2018 and 2017, respectively.

A non-GAAP measure. A reconciliation has been included in this MD&A section under the caption "Use of

Non-GAAP Financial measures."

ey
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Rate/Volume

The following table sets forth, on a tax-equivalent basis for the periods indicated, a summary of the changes in interest
income and interest expense resulting from changes in yield/rates and volume.

(in thousands)

Interest earned on:

Taxable portfolio loans

Tax-exempt portfolio loans (3)

Non-core acquired loans

Taxable investments in debt and equity securities
Non-taxable investments in debt and equity securities (3)
Short-term investments

Total interest-earning assets

2018 compared to 2017
Three months ended March
31,

Increase (decrease) due to
Volume(Rate(2) Net

$7,056 $4,008 $11,064
(108 ) 96 ) (204 )
418 ) (©0 ) @478 )
699 195 894
(142 ) (105 ) (247 )
€ ) 113 110

$7,084 $4,055
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