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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended September 30, 2018

Commission File Number: 001-33912
Enterprise Bancorp, Inc.
(Exact name of registrant as specified in its charter)

Massachusetts 04-3308902
(State or other jurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)

222 Merrimack Street, Lowell, Massachusetts 01852
(Address of principal executive offices) (Zip code)
(978) 459-9000

(Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. x Yes o No

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit and post such files)  x Yes o No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company or an emerging growth company. See definition for "large accelerated filer," "accelerated

filer," "smaller reporting company," and "emerging growth company" in Rule 12b-2 of the Exchange Act (Check
one):
Large accelerated filer o Accelerated filer x

Non-accelerated filer o Smaller reporting company o Emerging growth company o

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

o Yes x No

As of October 31, 2018, there were 11,700,064 shares of the issuer's common stock outstanding, par value $0.01 per
share.
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Item 1 - Financial Statements
ENTERPRISE BANCORP, INC.
Consolidated Balance Sheets
(Unaudited)

(Dollars in thousands) September 30, December 31,

2018 2017
Assets
Cash and cash equivalents:
Cash and due from banks $29.453 $40,310
Interest-earning deposits 35,672 14,496
Total cash and cash equivalents 65,125 54,806
Investment securities at fair value 434,280 405,206
Federal Home Loan Bank ("FHLB") stock 2,593 5,215
Loans held for sale 618 208
Loans, less allowance for loan losses of $34,534 at September 30, 2018 and $32,915 at 2.275.958 2,236,989
December 31, 2017
Premises and equipment, net 37,649 37,022
Accrued interest receivable 11,701 10,614
Deferred income taxes, net 14,040 10,751
Bank-owned life insurance 29,971 29,466
Prepaid income taxes 1,017 1,301
Prepaid expenses and other assets 11,996 20,330
Goodwill 5,656 5,656
Total assets $2,890,604 $2,817,564
Liabilities and Stockholders' Equity
Liabilities
Deposits:
Customer deposits $2,487,873  $2,293,872
Brokered deposits 123,839 147,490
Total deposits 2,611,712 2,441,362
Borrowed funds 497 89,000
Subordinated debt 14,857 14,847
Accrued expenses and other liabilities 20,238 40,067
Accrued interest payable 1,315 478
Total liabilities 2,648,619 2,585,754

Commitments and Contingencies
Stockholders' Equity
Preferred stock, $0.01 par value per share; 1,000,000 shares authorized; no shares

issued

Common stock, $0.01 par value per share; 40,000,000 shares authorized; 11,703,874

shares issued and outstanding at September 30, 2018 and 11,609,853 shares issued and 117 116
outstanding at December 31, 2017

Additional paid-in capital 90,725 88,205
Retained earnings 160,380 143,073
Accumulated other comprehensive (loss) income (9,237 ) 416
Total stockholders' equity 241,985 231,810
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Total liabilities and stockholders' equity $2,890,604 $2,817,564

See the accompanying notes to the unaudited consolidated interim financial statements.
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ENTERPRISE BANCORP, INC.
Consolidated Statements of Income
(Unaudited)

(Dollars in thousands, except per share data)
Interest and dividend income:

Loans and loans held for sale

Investment securities

Other interest-earning assets

Total interest and dividend income

Interest expense:

Deposits

Borrowed funds

Subordinated debt

Total interest expense

Net interest income

Provision for loan losses

Net interest income after provision for loan losses
Non-interest income:

Investment advisory fees

Deposit and interchange fees

Income on bank-owned life insurance, net
Net (losses) gains on sales of investment securities
Net gains on sales of loans

Other income

Total non-interest income

Non-interest expense:

Salaries and employee benefits

Occupancy and equipment expenses
Technology and telecommunications expenses
Adpvertising and public relations expenses
Audit, legal and other professional fees
Deposit insurance premiums

Supplies and postage expenses

Other operating expenses

Total non-interest expense

Income before income taxes

Provision for income taxes

Net income

Basic earnings per share
Diluted earnings per share

Basic weighted average common shares outstanding

Three months ended Nine months ended
September 30,

2018

$28,109 $24,892

2,742
497
31,348

3,697
6

233
3,936
27,412
750
26,662

1,388
1,552
167
(34
47
604
3,724

12,970
2,110
1,568
586
435
418
236
1,652
19,975
10,411
2,429
$7,982

$0.68
$0.68

2017

2,017
136
27,045

1,509
169
233
1,911
25,134
1,225
23,909

1,311
1,527
174

) (284

88
628
3,444

12,177
1,993
1,601
597
381
371
248
1,465
18,833
8,520
3,014
$ 5,506

$0.48
$0.47

September 30,
2018 2017
$81,786 $ 70,544
7,835 5,901
818 302
90,439 76,747
8,770 4,117
332 422
692 692
9,794 5,231
80,645 71,516
2,650 1,630
77,995 69,886
4214 3,803
4,608 4,389
505 527
(33 ) 485
179 359
1,775 1,954
11,248 11,517
38,345 36,661
6,304 5,877
4,760 4,789
2,418 2,013
1,361 1,058
1,264 1,130
734 726
5,044 4,753
60,230 57,007
29,013 24,396
6,632 7,723
$22,381 $16,673
$1.92 $1.44
$1.91 $1.43

11,697,95111,589,039 11,671,494 1,557,054
Diluted weighted average common shares outstanding 11,770,7191,669,159 11,745,93391,640,373
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See the accompanying notes to the unaudited consolidated interim financial statements.
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ENTERPRISE BANCORP, INC.
Consolidated Statements of Comprehensive Income
(Unaudited)

(Dollars in thousands)

Net income

Other comprehensive (loss) income, net of taxes:

Gross unrealized holding (losses) gains on investments arising during the
period

Income tax benefit (expense)

Net unrealized holding (losses) gains, net of tax

Less: reclassification adjustment for net (losses) gains included in net income
Net realized (losses) gains on sales of securities during the period
Income tax benefit (expense)

Reclassification adjustment for (losses) gains realized, net of tax

Total other comprehensive (loss) income, net
Comprehensive income

Three months
;r(;ded September September 30,
2018 2017 2018 2017
$7,982 $5,506 $22,381 $16,673

Nine months ended

(3,363 ) (1,180 ) (12,467 ) 5,251

752 431 2,787 (1,885 )
(2,611 ) (749 ) (9,680 ) 3,366

(34 ) (@284 )33 ) 485
7 112 6 (164 )
@7 H)yamnz @i ) 321

(2,584 ) (577
$5,398 $4,929

) (9,653 ) 3,045
$12,728 $19,718

See the accompanying notes to the unaudited consolidated interim financial statements.
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ENTERPRISE BANCORP, INC.
Consolidated Statement of Changes in Stockholders' Equity
(Unaudited)

Additional _ . Accumulated )
. Common, ., . Retained Other ,
(Dollars in thousands) Paid-in . .. Stockholders
Stock Capital Earnings ComprehensweE uit
P (Loss)/Income quity
Balance at December 31, 2017 $ 116 $88,205 $143,073 $ 416 $231,810
Net income 22,381 22,381
Other comprehensive loss, net (9,653 ) (9,653 )
Common stock dividend paid ($0.435 per share) 5,074 ) (5,074 )
Common stock issued under dividend reinvestment plan — 1,061 1,061
Common stock issued other — 106 106
Stock-based compensation 1 1,479 1,480
Net sett.lement for employee taxes on restricted stock o (434 ) (434 )
and options
Stock options exercised, net — 308 308
Balance at September 30, 2018 $ 117 $90,725 $160,380 $ (9,237 ) $241,985

See the accompanying notes to the unaudited consolidated interim financial statements.
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ENTERPRISE BANCORP, INC.
Consolidated Statements of Cash Flows
(Unaudited)

(Dollars in thousands)
Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Provision for loan losses

Depreciation and amortization

Stock-based compensation expense

Income on bank-owned life insurance, net

Net losses (gains) on sales of investment securities
Mortgage loans originated for sale

Proceeds from mortgage loans sold

Net gains on sales of loans

Changes in:

(Increase) decrease in other assets

Increase in other liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Proceeds from sales of investment securities

Net proceeds (purchases) from FHLB capital stock
Proceeds from maturities, calls and pay-downs of investment securities
Purchase of investment securities

Net increase in loans

Additions to premises and equipment, net

Net cash used in investing activities

Cash flows from financing activities:

Net increase in deposits

Net (decrease) increase in borrowed funds

Cash dividends paid

Proceeds from issuance of common stock

Net settlement for employee taxes on restricted stock and options
Proceeds from stock option exercises

Net cash provided by financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental financial data:
Cash paid for: interest
Cash paid for: income taxes

Supplemental schedule of non-cash investing activity:
Net purchases of investment securities not yet settled

Nine months ended
September 30,
2018 2017

$22,381 $16,673

2,650 1,630
5,158 5,250
1,386 1,287
505 ) (5827 )
33 485 )
(8,850 ) (16,033 )
8,619 17,085

a7 ) 359 )

(4,503 ) 1,342
741 2,458
26,931 28,321

13,359 65,114

2,622 (5,131 )
26,664 21,135

(91,274 ) (91,890 )
(41,619 ) (179,432
4,178 ) (6,253 )
(94,426 ) (196,457

170,350 33,752
(88,503 ) 138,584
(5,074 ) (4,676 )

1,167 1,179
434 ) @825 )
308 338

77,814 168,352

10,319 216
54,806 50,475
$65,125 $50,691

$8,957  $5,221
$6,818 $7,825

$995 $1,631

10
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See accompanying notes to the unaudited consolidated interim financial statements.
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ENTERPRISE BANCORP, INC.
Notes to the Unaudited Consolidated Interim Financial Statements

(1)Summary of Significant Accounting Policies
(a) Organization of Holding Company and Basis of Presentation

The accompanying unaudited consolidated interim financial statements and these notes should be read in conjunction

with the December 31, 2017 audited consolidated financial statements and notes thereto contained in the 2017 Annual
Report on Form 10-K of Enterprise Bancorp, Inc. as filed with the Securities and Exchange Commission (the "SEC")

on March 13, 2018 (the "2017 Annual Report on Form 10-K").

The accompanying unaudited consolidated interim financial statements of Enterprise Bancorp, Inc. (the "Company,"
"Enterprise," "we," or "our"), a Massachusetts corporation, include the accounts of the Company and its wholly owned
subsidiary, Enterprise Bank and Trust Company, commonly referred to as Enterprise Bank (the "Bank"). The Bank is
a Massachusetts trust company and state chartered commercial bank organized in 1989. Substantially all of the
Company's operations are conducted through the Bank and its subsidiaries. The Company has not materially changed
its accounting policies from those disclosed in its 2017 Annual Report on Form 10-K. See Item (f) "Recent
Accounting Pronouncements" under the subheading "Accounting pronouncements adopted by the Company" below in
this Note 1.

The Bank's subsidiaries include Enterprise Insurance Services, LLC and Enterprise Wealth Services, LLC, organized
under the laws of the State of Delaware for the purposes of engaging in insurance sales activities and offering
non-deposit investment products and services, respectively. In addition, the Bank has the following subsidiaries that
are incorporated in the Commonwealth of Massachusetts and classified as security corporations in accordance with
applicable Massachusetts General Laws: Enterprise Security Corporation; Enterprise Security Corporation II; and
Enterprise Security Corporation III. The security corporations, which hold various types of qualifying securities, are
limited to conducting securities investment activities that the Bank itself would be allowed to conduct under
applicable laws.

The Company’s headquarters and the Bank’s main office are located at 222 Merrimack Street in Lowell, Massachusetts.
At September 30, 2018, the Company had 24 full service branch banking offices serving the Greater Merrimack

Valley and North Central regions of Massachusetts and Southern New Hampshire (Southern Hillsborough and
Rockingham counties). Through the Bank and its subsidiaries, the Company offers a range of commercial, residential
and consumer loan products, deposit products and cash management services, electronic banking options, and
insurance services. The Company also provides a range of investment advisory, wealth management and trust services
delivered via two channels, Enterprise Wealth Management and Enterprise Wealth Services. The services offered
through the Bank and its subsidiaries are managed as one strategic unit and represent the Company's only reportable
operating segment.

The Federal Deposit Insurance Corporation (the "FDIC") and the Massachusetts Division of Banks (the "Division")
have regulatory authority over the Bank. The Bank is also subject to certain regulatory requirements of the Board of
Governors of the Federal Reserve System (the "Federal Reserve Board") and, with respect to its New Hampshire
branch operations, the New Hampshire Banking Department. The business and operations of the Company are
subject to the regulatory oversight of the Federal Reserve Board. The Division also retains supervisory jurisdiction
over the Company.

The accompanying unaudited consolidated interim financial statements and notes thereto have been prepared in
accordance with U.S. generally accepted accounting principles ("GAAP") for interim financial information and the

12
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instructions for SEC Form 10-Q through the rules and interpretive releases of the SEC under federal securities law. In
the opinion of management, the accompanying unaudited consolidated interim financial statements reflect all
necessary adjustments consisting of normal recurring accruals for a fair presentation. All significant intercompany
balances and transactions have been eliminated in the accompanying unaudited consolidated interim financial
statements. Certain previous years' amounts in the consolidated financial statements, and notes thereto, have been
reclassified to conform to the current year's presentation. Interim results are not necessarily indicative of results to be
expected for the entire year, or any future period.

The Company has evaluated subsequent events and transactions from September 30, 2018 through the date this
Quarterly Report on Form 10-Q (this "Form 10-Q") was filed with the SEC for potential recognition or disclosure as
required by GAAP and determined that there were no material subsequent events requiring recognition or disclosure.

13
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(b) Uses of Estimates

In preparing the unaudited consolidated interim financial statements in conformity with GAAP, management is
required to exercise judgment in determining many of the methodologies, assumptions and estimates to be utilized.
These assumptions and estimates affect the reported values of assets and liabilities as of the balance sheet date and
income and expenses for the period then ended. As future events and their effects cannot be determined with
precision, actual results could differ significantly from these estimates should the assumptions and estimates used
change over time due to changes in circumstances. Changes in those estimates resulting from continuing change in
the economic environment and other factors will be reflected in the consolidated financial statements and results of
operations in future periods.

As discussed in the Company's 2017 Annual Report on Form 10-K, the three most significant areas in which
management applies critical assumptions and estimates are the estimates of the allowance for loan losses, impairment
review of investment securities and the impairment review of goodwill. Refer to Note 1, "Summary of Significant
Accounting Policies," to the Company's consolidated financial statements included in the Company's 2017 Annual
Report on Form 10-K for accounting policies related to these significant estimates. The Company has not changed its
significant accounting policies from those disclosed in its 2017 Annual Report on Form 10-K.

(c) Restricted Instruments

Certain of the Company's derivative agreements contain provisions for collateral to be posted if the derivative
exposure exceeds a threshold amount. When the Company has pledged cash as collateral for this purpose, the cash is
carried as restricted cash within cash and cash equivalents. See Note 7, "Derivatives and Hedging Activities" for more
information about the Company's collateral related to its derivatives.

The Bank is also required by the Federal Reserve Bank of Boston (the "FRB") to maintain in reserves certain amounts
of vault cash and/or deposits with the FRB. The average daily cash balance on hand for reserve requirements included
in “Cash and Due from Banks” was approximately $3.2 million, based on the two week computation period
encompassing September 30, 2018.

As a member of the FHLB, the Company is required to purchase certain levels of FHLB capital stock at par value in
association with outstanding advances from the FHLB. From time to time, the FHLB may initiate the repurchase, at
par value, of "excess" levels of its capital stock held by member banks. This stock is classified as a restricted
investment and carried at cost, which management believes approximates fair value. FHLB stock represents the only
restricted investment held by the Company.

Management regularly reviews its holdings of FHLB stock for other-than-temporary-impairment ("OTTI"). Based on
management's periodic review, the Company has not recorded any OTTI charges on this investment to date. If it was
determined that a write-down of FHLB stock was required, impairment would be recognized through a charge to
earnings.

See Note 2, "Investment Securities," for additional information on management's OTTI review.

(d) Revenue Recognition-Accounting Standard Codification (“ASC”) Topic 606

On January 1, 2018, the Company adopted Accounting Standards Update ("ASU") No. 2014-09, "Revenue from
Contracts with Customers-Topic 606" ("ASC 606"). The core principles require an entity to recognize revenue to

depict the transfer of goods and services to customers as performance obligations are satisfied. While the majority of

14
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the Company’s revenue is generated from contracts with customers, our primary sources of revenue, interest and
dividend income (primarily loan interest income), are outside of the scope of ASC 606 and accounted for under other
ASC topics. We did not identify any material changes needed in either our process of recording revenue or any
income statement reclassifications necessary upon the adoption of the new revenue recognition standard.

The primary areas of non-interest income on the Company's Consolidated Statements of Income that are within the
scope of ASC 606 are discussed below.

Investment advisory fees consist of income generated through Enterprise Wealth Management and Enterprise Wealth
Services. Enterprise Wealth Management income is primarily generated by managing customers' financial assets.
Revenue is recognized as our performance obligation is completed each month. Enterprise Wealth Services revenue is
generated through

15
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a third-party arrangement to refer, manage and service customers. For new sales and referrals along with transactional

type charges, the performance obligation is based on a point in time and the payment is received and revenue is

recognized in the same month as the revenue generating activity. For managing and servicing customers, revenue is

recognized when our performance obligation is completed each month.

Deposit and interchange fees are comprised of deposit account related charges and income generated from electronic
payment interchanges. Deposit account charges consist of certain transactional analysis fees net of earning balance
credits, monthly account service fees, and transactional fees such as overdraft fees. Analysis and monthly services fees
are recognized over the period the service is performed. For transactional fees, the performance obligation and the
revenue is recognized at a point of time and payment is typically received as the service is rendered. Interchange
income is generated primarily from retail debit card transactions processed through the card payment network. The
performance obligation and the revenue are recognized when the service is performed.

The following non-interest income components are not subject to ASC 606: income on bank-owned life insurance
("BOLI"), net gains on sales of investment securities, and net gains on sales of loans, and are covered under other
ASC topics. The remaining revenue items in non-interest income are not material.

For further information on the Company's adoption of ASU 2014-09, see Item (f) "Recent Accounting
Pronouncements" under the subheading "Accounting pronouncements adopted by the Company" below in this Note 1.

See also the Company's most recent 2017 Annual Report on Form 10-K Note 1, "Summary of Significant Accounting
Policies," to the Company's consolidated financial statements for additional accounting policies on revenue
recognition related to loans, investments, gains and losses on debt security sales, and net gains on loans held for sale.

(e) Income Taxes

The Company and its subsidiaries file income tax returns in the U.S. federal jurisdiction and in the states of
Massachusetts and New Hampshire within the directives of the respective enacted tax legislation. The Company uses
the asset and liability method of accounting for income taxes. Under this method, deferred tax assets and liabilities
are recognized for the future tax expense or benefit attributable to differences between the financial statement carrying
amounts and the tax basis of assets and liabilities. The deferred tax assets and liabilities are reflected at currently
enacted income tax rates applicable to the period in which the deferred tax assets or liabilities are expected to be
realized or settled. As changes in tax laws or rates are enacted, deferred tax assets and liabilities will be adjusted
accordingly through the provision for income taxes in the period that includes the enactment date.

The Company's policy is to classify interest resulting from underpayment of income taxes as income tax expense in
the first period the interest would begin accruing according to the provisions of the relevant tax law. The Company
classifies penalties resulting from underpayment of income taxes as income tax expense in the period for which the
Company claims or expects to claim an uncertain tax position or in the period in which the Company's judgment
changes regarding an uncertain tax position.

The income tax provisions will differ from the expense that would result from applying the federal statutory rate to
income before taxes, due primarily to the impact of tax-exempt interest from certain investment securities, loans and
BOLI and tax benefits from equity compensation deductions.

The Company did not have any unrecognized tax benefits accrued as income tax liabilities or receivables or as
deferred tax items at September 30, 2018. The Company is subject to U.S. federal and state income tax examinations
by taxing authorities for the 2015 through 2017 tax years.
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(f) Recent Accounting Pronouncements
Accounting pronouncements adopted by the Company

In May 2014, the Financial Accounting Standards Board ("FASB") issued ASU No. 2014-09, "Revenue from
Contracts with Customers (Topic 606)." This ASU is intended to create a single source of revenue guidance which is
more principles based than current revenue guidance. The guidance affects any entity that either enters into contracts
with customers to transfer goods or services, or enters into contracts for the transfer of non-financial assets, unless
those contracts are within the scope of other standards. In the first quarter of 2018, the Company adopted ASU
2014-09. Because the largest portion of the

10
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Company's revenue, interest and dividend income, is specifically excluded from the scope of this ASU, and because
the Company recognizes the majority of the remaining revenue sources in a manner that is consistent with this ASU,
the adoption of this standard in the first quarter of 2018 did not materially impact the Company's consolidated
financial statements, results of operations or disclosures.

For further information regarding the Company's revenue policies, see Item (d) "Revenue Recognition-ASC Topic
606" above in this Note 1.

In January 2016, the FASB issued ASU No. 2016-01, "Financial Instruments - Overall (Subtopic 825-10):
Recognition and Measurement of Financial Assets and Financial Liabilities," which updates certain aspects of
recognition, measurement, presentation and disclosure of financial instruments.

Among other things, ASU No. 2016-01:

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; and

Requires separate presentation of financial assets and financial liabilities by measurement category and form of
financial asset (i.e., securities or loans and receivables) on the balance sheet or the accompanying notes to the
financial statements.

Because the Company's did not have any equity securities on January 1, 2018, the adoption of this ASU by the
Company in the first quarter of 2018 did not have a material impact on the Company's consolidated financial
statements, results of operations or disclosures. The fair value changes of equity securities that will be recognized in
net income in the future will depend on the amount of dollars invested and the magnitude of changes in equity market
values.

For further information regarding the Company's recognition and measurement of financial assets and liabilities, see
Note 2, "Investment Securities," and Note 12, "Fair Value Measurements," in this Form 10-Q.

In August 2016, the FASB issued ASU No. 2016-15, "Statement of Cash flows (Topic 230) - Classification of Certain
Cash Receipts and Cash Payments." The amendments in this update are intended to reduce diversity in practice
related to the presentation of eight specific cash flow issues. Because this amendment primarily impacts the
presentation and classification of information, this ASU did not materially impact the Company's consolidated
financial statements and results of operations upon adoption in the first quarter of 2018.

In November 2016, the FASB issued ASU No. 2016-18, "Statement of Cash flows-Restricted Cash (Topic 230)." The
amendments in this update clarify the inclusion of restricted cash in the cash and cash equivalents beginning-of-period
and end-of period reconciliation on the statement of cash flows. Because this amendment primarily impacts the
presentation and classification of information, this ASU did not have a material impact on the Company's consolidated
financial statements and results of operations upon adoption in the first quarter of 2018.

For further information regarding the Company's restricted cash, see Item (c) "Restricted Instruments" above in this
Note 1.

In March 2017, the FASB issued ASU No. 2017-07, "Compensation-Retirement Benefits (Topic 715): Improving the

Presentation of Net Periodic Pension Cost and Net Periodic Postretirement Benefit Cost." The amendments in this
update outline the presentation, classification and disclosure requirements for service cost and other components of
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net benefit costs. Because this amendment primarily impacts the presentation and classification of information, the
adoption of this ASU in the first quarter of 2018 did not have a material impact on the Company's consolidated
financial statements and results of operations.

For further information regarding the Company's compensation retirement benefits, see Note 9, "Supplemental
Retirement Plans and Other Post-retirement Benefit Obligations."

In May 2017, the FASB issued ASU No. 2017-09, "Compensation - Stock Compensation (Topic 718): Scope of
Modification Accounting." The amendments in this update apply to entities that change the terms of an outstanding
share-based payment award. The amendments are intended to reduce diversity in practice as well as cost and
complexity when applying guidance in Topic 718 to the modification of the terms and conditions of a share-based
payment award. This ASU
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provides guidance on the three modifications to share-based payment awards and conditions that must be met in order
to exempt an entity from modification accounting under topic 718. The adoption of this ASU in the first quarter of
2018 did not have an impact on the Company's consolidated financial statements, results of operations or disclosures
because to date the Company has not made any such modifications.

For further information regarding the Company's stock compensation, see Note 10, "Stock-Based Compensation."
Accounting pronouncements not yet adopted by the Company (in order of effective date of implementation)

In February 2016, the FASB issued ASU No. 2016-02, "Leases (Topic 842)," which supersedes previous leasing
guidance in Topic 840. Under the new guidance, lessees are required to recognize lease assets and lease liabilities on
the balance sheet for all leases with terms longer than 12 months. Leases will be classified as either finance or
operating, with classification affecting the pattern of expense recognition in the income statement. The new standard
is effective for fiscal years beginning after December 15, 2018, including interim periods within those fiscal years.
The FASB has since issued additional related ASU amendments intended to clarify and improve certain aspects of the
guidance and implementation of Topic 842 but do not change the core principles of the guidance in Topic 842. The
effective dates are the same as the effective date in Topic 842. In accordance with the guidance as amended, the
Company may elect to apply the new standard at either the adoption date (leases existing at, or entered into after
January 1, 2019) and recognize a cumulative effect adjustment to retained earnings upon adoption, or use the modified
retrospective transition approach which would require recording leases at the beginning of the earliest comparative
period presented in the consolidated financial statements (January 1, 2017 for the Company), with certain practical
expedients available.

The Company is currently evaluating the effects of this ASU on the Company's consolidated financial statements,
results of operations and disclosures and is planning on applying the new lease standard on leases existing at January
1, 2019 rather than the earliest comparative period. Based on the Company's evaluation to date, management believes
the only significant implication of this ASU on the Company relates to operating leases of our facilities, mainly
branch leases, of which there were 16 as of September 30, 2018. Upon adoption of this ASU the balance sheet will
reflect both lease liabilities, equal to the present value of future lease payments, and right-of-use assets, equal to the
lease liability plus payments made to lessors adjusted for prepaid or accrued rent and any initial direct costs incurred.
The Company currently does not believe that either the lease liabilities or the right-of-use assets recorded upon
implementation will be material. In addition, the Company will recognize lease expense in the income statement on a
straight-line basis similar to current operating leases. The straight-line expense will reflect the interest expense on the
lease liability (effective interest method) and amortization of the right-of-use asset and be presented in the operating
expense section of the income statement. Management believes that lease expense under the new standard will
generally approximate lease expense under current GAAP. The foregoing observations are subject to change as
management completes their evaluation.

In June 2018, the FASB issued ASU No. 2018-07, "Compensation-Stock-Based Compensation (Topic 718):
Improvements to Nonemployee Shared-Based Payment Accounting.” The amendments in the ASU expand the scope
of Topic 718 to include share based payment transactions for acquiring goods and services from nonemployees except
for share-based payments used to effectively provide (1) financing to the issuer or (2) awards granted in conjunction
with selling goods or services to customers as part of a contract. Additionally, Topic 718 has been updated for specific
guidance on inputs to an option pricing model and the attribution of cost (that is, the period of time over which
share-based payment awards vest and the pattern of cost recognition over that period). The amendments in this update
are effective for public business entities for fiscal years beginning after December 15, 2018, including interim periods
within that fiscal year. Early adoption is permitted. From time to time, the Company issues shares to community
members for consulting on regional advisory councils. These shares vest immediately and the cost, which is based on
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the market price on the date of grant and deemed to be immaterial, is expensed in the period in which the services are
rendered. The adoption of this standard will not have a material impact on the Company's consolidated financial
statements, results of operations or disclosures.

In June 2016, the FASB issued ASU No. 2016-13, "Financial Instruments - Credit Losses (Topic 326): Measurement
of Credit Losses on Financial Instruments.” The amendments in this ASU require a financial asset (or a group of
financial assets) measured at amortized cost basis to be presented at the net amount expected to be collected.
Previously, when credit losses were measured under GAAP, an entity generally only considered past events and
current conditions in measuring the incurred loss and generally recognition of the full amount of credit losses was
delayed until the loss was probable of occurring. The amendments in this ASU eliminate the probable initial
recognition threshold in current GAAP and, instead, reflect an entity’s current estimate of all expected credit losses
(commonly known as "CECL").

12
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The measurement of expected credit losses is based on relevant information about past events, including historical
experience, current conditions, and reasonable and supportable forecasts that affect the collectability of the reported
amount. An entity must use judgment in determining the relevant information and estimation methods that are
appropriate in its circumstances. The income statement reflects the measurement of credit losses for newly recognized
financial assets, as well as the expected increases or decreases of expected credit losses that have taken place during
the period. The allowance for credit losses is a valuation account that is deducted from the amortized cost basis of the
financial asset(s) to present the net fair value at the amount expected to be collected on the financial asset.

Credit losses on available-for-sale debt securities should be measured in a manner similar to current GAAP. However,
the amendments in this update require that credit losses be presented as an allowance rather than as a write-down.
Unlike current GAAP, the ASU provides for reversals of credit losses in future period net income in situations where
the estimate of loss declines.

An entity will apply the amendments in this update through a cumulative-effect adjustment to retained earnings as of
the beginning of the first reporting period in which the guidance is effective (that is, a modified-retrospective
approach). For public business entities that are SEC filers, such as the Company, the amendments in this update are
effective for fiscal years beginning after December 15, 2019, including interim periods within those fiscal years. Early
adoption for fiscal years beginning after December 15, 2018 is permitted.

In April 2018, banking regulators issued a proposed revision to their capital rules that addresses the regulatory capital
treatment of credit loss allowances under the CECL methodology and, if enacted as proposed, would allow banking
organizations to phase in the day-one regulatory capital effects of CECL adoption over three years.

The Company has established a project committee and an implementation plan for this ASU. The impact of the
adoption of ASU No. 2016-13 on the Company's operations, financial results, disclosures, and controls is under
evaluation.

In January 2017, the FASB issued ASU No. 2017-04, "Intangibles-Goodwill and Other (Topic 350)-Simplifying the
Test for Goodwill Impairment.” The main provision in this ASU eliminated Step 2 of the goodwill impairment test
and instead requires an entity to perform its annual, or interim, goodwill impairment test by comparing the fair value
of the reporting unit with its carrying amount. An impairment charge would be recognized for the amount the carrying
value exceeds the reporting unit's fair value as long as the amount recognized does not exceed the amount of goodwill
allocated to the reporting unit. For public business entities that are SEC filers, such as the Company, the amendments
in this update are effective for fiscal years beginning after December 15, 2019, including interim periods within those
fiscal years. Early adoption is permitted for impairment tests performed on testing dates after January 1, 2017.
Goodwill carried on the Company’s consolidated financial statements was $5.7 million at both September 30, 2018 and
December 31, 2017. This asset is related to the Company’s acquisition of two branch offices in July 2000. The
Company does not expect the adoption of ASU No. 2017-01 to have a material impact on the Company's consolidated
financial statements and results of operations.

In August 2018, the FASB issued ASU No. 2018-13, "Fair Value Measurement (Topic 820-Disclosure
Framework-Changes to the Disclosure Requirements for Fair Value Measurement." The amendments in this update
modify the disclosure requirements primarily related to level 3 fair value measurements of the fair value hierarchy.
This amendment is effective for fiscal years beginning after December 15, 2019 and interim periods within those
fiscal years. Early adoption is permitted. Because this ASU primarily relates to disclosure requirements, the Company
does not expect the adoption of ASU No. 2018-13 to have a material impact on the Company's consolidated financial
statements and results of operations.

In August 2018, the FASB issued ASU No. 2018-15, "Intangibles-Goodwill and Other- Internal-use Software
(Subtopic 350-40): Customer's Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement
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That is a Service Contract." The major provision in the amendments in this update require an entity to capitalize
certain implementation costs incurred in a hosting arrangement that is a service contract in accordance with current
GAAP for internal-use software and expense these costs over the term of the hosting arrangement. Additionally, these
capitalized implementation costs are required to be reviewed for impairment in accordance with current GAAP for
internal-use software. This amendment is effective for fiscal years beginning after December 15, 2019 and interim
periods within those fiscal years. Early adoption is permitted. The amendments in this update should be applied either
retrospectively or prospectively to all implementation costs incurred after the date of adoption. The Company does not
expect the adoption of ASU No. 2018-15 to have a material impact on the Company's consolidated financial
statements and results of operations.
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In August 2018, the FASB issued ASU No. 2018-14, "Compensation-Retirement Benefits-Defined Benefit
Plans-General (Subtopic 715-20) -Disclosure Framework-Changes to the Disclosure Requirements for Defined
Benefit Plans." The amendments in this update modify the disclosure requirements on defined benefit plans including
requiring disclosures about significant gains and losses related to changes in the benefit obligation. This amendment is
effective for fiscal years ending after December 15, 2020. Early adoption is permitted. Because this ASU primarily
relates to disclosure requirements and the balances of the benefit plans impacted by this ASU are immaterial to the
Company, the adoption of ASU No. 2018-14 will not have a material impact on the Company's consolidated financial
statements and results of operations.

(2) Investment Securities

As of September 30, 2018, the investment portfolio was primarily comprised of debt securities, with a small portion of
the portfolio invested in equity securities. The Company had only debt securities at December 31, 2017, as the equity
portfolio was liquidated during 2017, in order to reduce the magnitude of the impact from market fluctuations on
earnings due to new accounting rules in effect on January 1, 2018.

See Note 12, "Fair Value Measurements," below for further information regarding the Company's fair value
measurements for available-for-sale securities and refer to Note 1, Item (c¢) "Restricted Instruments" for information
regarding the Company's investment in FHLB stock.

Debt Securities

The amortized cost and fair values of debt securities at the dates specified are summarized as follows:
September 30, 2018

(Dollars in thousands) AmortizedUnrealized Unrealized Fair

cost gains losses Value
Federal agency obligations) $48,858 $§ — $ 581 $48,277
Residential federal agency MBS® 162,118 1 5,996 156,123
Commercial federal agency MBS() 78,774  — 2,587 76,187
Municipal securities 141,608 312 2,783 139,137
Corporate bonds 12,636 3 290 12,349
Certificates of deposits® 950 — 6 944
Total debt securities, at fair value  $444,944 $ 316 $ 12243 $433,017

December 31, 2017
AmortizedUnrealized Unrealized Fair

(Dollars in thousands)

cost gains losses Value
Federal agency obligations() $51,769 $ 30 $ 82 $51,717
Residential federal agency MBS™ 141,054 71 971 140,154
Commercial federal agency MBS 66,777 9 286 66,500
Municipal securities 132,603 2,097 354 134,346
Corporate bonds 11,546 63 67 11,542
Certificates of deposits® 950 — 3 947
Total debt securities, at fair value  $404,699 $ 2,270 $ 1,763 $405,206

(1) These categories may include investments issued or guaranteed by government sponsored enterprises such as
Fannie Mae ("FNMA"), Freddie Mac ("FHLMC"), Federal Farm Credit Bank ("FFCB"), or one of several Federal
Home Loan Banks, as well as, investments guaranteed by Ginnie Mae ("GNMA"), a wholly-owned government
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entity.
Certificates of deposit ("CDs") represent term deposits issued by banks that are subject to FDIC insurance and
purchased on the open market.
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Included in the residential and commercial federal agency mortgage-backed securities ("MBS") categories were
collateralized mortgage obligations ("CMOs") issued by U.S. agencies with fair values totaling $198.7 million and
$171.7 million at September 30, 2018 and December 31, 2017, respectively.

As of the dates reflected in the tables above, all of the Company’s debt securities were classified as available-for-sale
and carried at fair value. Net unrealized appreciation and depreciation on debt securities available-for-sale, net of
applicable income taxes, are reflected as a component of accumulated other comprehensive income (loss).

The net unrealized gain or loss in the Company's debt security portfolio fluctuates as market interest rates rise and
fall. Due to the predominantly fixed rate nature of this portfolio, as market rates fall, the value of the portfolio rises,
and as market rates rise, the value of the portfolio declines. The unrealized gains or losses on debt securities will also
decline as the securities approach maturity. Unrealized losses on debt securities that are deemed OTTI are generally
charged to earnings, as described further in Note 1, "Summary of Significant Accounting Policies" under Item (d)
"Investments" to the Company's consolidated financial statements in the Company's recent 2017 Annual Report on
Form 10-K. Gains or losses will be recognized in the income statement if the securities are sold.

The following tables summarize debt securities having temporary impairment, due to the fair market values having
declined below the amortized costs of the individual investments, and the period that the investments have been
temporarily impaired at September 30, 2018 and December 31, 2017.

September 30, 2018
Less than 12 months 12 months or longer Total

(Dollars in thousands) Fair Unrealized Fair Unrealized Fair Unrealized # of.
Value Losses Value Losses Value Losses holdings
Federal agency obligations $46,316 $ 541 $1,961 $ 40 $48,277 $ 581 15
Residential federal agency MBS 110,892 4,115 39,955 1,881 150,847 5,996 48
Commercial federal agency MBS 55,771 1,671 20,416 916 76,187 2,587 23
Municipal securities 98,033 2,017 14,601 766 112,634 2,783 184
Corporate bonds 9,291 175 2,849 115 12,140 290 68
Certificates of deposit — — 944 6 944 6 4

Total temporarily impaired debt

.. $320,303 $ 8,519 $80,726 $ 3,724  $401,029 $12,243 342
securities

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

(Dollars in thousands) Fair Unrealized Fair Unrealized Fair Unrealized # of .
Value Losses Value Losses Value Losses holdings

Federal agency obligations $34,344 $ 82 $— $ — $34,344 $ 82 9
Residential federal agency MBS 109,308 882 2,015 89 111,323 971 30
Commercial federal agency MBS 35,859 205 5,190 81 41,049 286 11
Municipal securities 16,983 129 10,210 225 27,193 354 50
Corporate bonds 2,802 23 2,913 44 5,715 67 33
Certificates of deposit 947 3 — — 947 3 4

Total temporarily impaired debt

.. $200,243 $ 1,324 $20,328 $ 439 $220,571 $ 1,763 137
securities

During the nine months ended September 30, 2018 and 2017, the Company did not record any fair value impairment
charges (OTTI) on its investments in debt securities. At September 30, 2018, management did not consider any debt
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securities to have OTTI and attributes the unrealized losses to increases in current market yields compared to the
yields at the time the investments were purchased by the Company. Management regularly reviews the portfolio for
debt securities with unrealized losses that are other-than-temporarily impaired. There have been no material changes
to the Company's process for assessing investments for OTTI as reported in the 2017 Annual Report on Form 10-K.
For more information about the Company's
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assessment for OTTI, see Note 2, "Investment Securities" to the Company's consolidated financial statements in the
Company's recent 2017 Annual Report on Form 10-K.

The contractual maturity distribution at September 30, 2018 of total debt securities was as follows:
Amortized Fair

Cost Value

Due in one year or less $23,352  $23,330

Due after one, but within five years 101,987 100,345

Due after five, but within ten years 133,953 130,153

Due after ten years 185,652 179,189

Total debt securities $444.944 $433,017

(Dollars in thousands)

Scheduled contractual maturities shown above may not reflect the actual maturities of the investments. The actual
MBS/CMO cash flows likely will be faster than presented above due to prepayments and amortization. Similarly,
included in the fair value of debt securities above are callable securities, comprised of municipal securities and
corporate bonds totaling $75.0 million, which can be redeemed by the issuers prior to the maturity presented above.
Management considers these factors when evaluating the interest rate risk in the Company's asset-liability
management program.

From time to time, the Company may pledge debt securities as collateral for deposit account balances of municipal
customers, and for borrowing capacity with the FHLB and the FRB. The fair value of debt securities pledged as
collateral for these purposes was $431.1 million at September 30, 2018.

Sales of debt securities, including pending trades based on trade date, if applicable, for the three and nine months
ended September 30, 2018 and September 30, 2017 are summarized as follows:
Three months ~ Nine months

ended ended September
September 30, 30,
(Dollars in thousands) 2018 2017 2018 2017
Amortized cost of debt securities sold () $654 $58,857 $1,322 $61,119
Gross realized gains on sales — 7 3 39
Gross realized losses on sales 34 )a,634 )36 ) 1,634 )

Total proceeds from sales of debt securities $620 $57,230 $1,289 $59,524

Amortized cost of investments sold is determined on a specific identification
basis.

ey

Equity Securities

As of September 30, 2018, the Company held equity securities with a fair value of $1.3 million, compared to no
equity securities at December 31, 2017. At September 30, 2018, the equity portfolio consisted primarily of
investments in a diversified group of mutual funds, with a portion of the portfolio invested in individual common
stock of entities in the financial services industry.

The Company adopted ASU 2016-01 in the first quarter of 2018. As a result, the fair market value fluctuations
associated with the equity portfolio are recognized in the Company’s Consolidated Statement of Income in the "Other
income" line item. During the three and nine months ended September 30, 2018, the related fair value gain/loss on
equity securities was immaterial.
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There were no sales on equity securities in the three or nine months ended September 30, 2018. For the three and nine
months ended September 30, 2017, the amortized cost of equity securities sold based on trade date, if applicable,
amounted to $2.0 million and $9.1 million, respectively, resulting in net realized gains of $1.3 million and $2.1
million, respectively. The amortized cost of equity securities sold is determined on a specific identification basis.
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(3)Loans

The Company specializes in lending to business entities, non-profit organizations, professional practices and
individuals. The Company's primary lending focus is on the development of high quality commercial relationships
achieved through active business development efforts, long-term relationships with established commercial
developers, strong community involvement and focused marketing strategies. Loans made to businesses include
commercial mortgage loans, construction and land development loans, secured and unsecured commercial loans and
lines of credit, and letters of credit. The Company also originates equipment lease financing for businesses. Loans
made to individuals include conventional residential mortgage loans, home equity loans and lines, residential
construction loans on owner-occupied primary and secondary residences, and secured and unsecured personal loans
and lines of credit. The Company manages its loan portfolio to avoid concentration by industry, relationship size and
source of repayment to lessen its credit risk exposure.

See Note 4, "Allowance for Loan Losses," for information on the Company's credit risk management, non-accrual,
impaired and troubled debt restructured loans and the allowance for loan losses.

Major classifications of loans at the periods indicated were as follows:

(Dollars in thousands) September 30, December 31,

2018 2017
Commercial real estate $1,254,066 $1,201,351
Commercial and industrial 477,897 498,802
Commercial construction 252,868 274,905
Total commercial loans 1,984,831 1,975,058
Residential mortgages 220,015 195,492
Home equity loans and lines 98,369 91,706
Consumer 9,725 10,293
Total retail loans 328,109 297,491
Gross loans 2,312,940 2,272,549
Deferred loan origination fees, net (2,448 ) (2,645 )
Total loans 2,310,492 2,269,904
Allowance for loan losses (34,534 ) (32,915 )
Net loans $2,275,958  $2,236,989

Loan Portfolio Classifications
-Commercial loans:

Commercial real estate loans include loans secured by both owner-use and non-owner occupied real estate. These
loans are typically secured by a variety of commercial and industrial property types, including one-to-four and
multi-family apartment buildings, office, industrial or mixed-use facilities, strip shopping centers, or other commercial
properties, and are generally guaranteed by the principals of the borrower. Commercial real estate loans generally
have repayment periods of approximately 15 to 25 years. Variable interest rate loans have a variety of adjustment
terms and underlying interest rate indices, and are generally fixed for an initial period before periodic rate adjustments
begin.

Commercial and industrial loans include seasonal revolving lines of credit, working capital loans, equipment
financing (including equipment leases), and term loans. Also included in commercial and industrial loans are loans
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partially guaranteed by the U.S. Small Business Administration ("SBA"), and loans under various programs and
agencies. Commercial and industrial credits may be unsecured loans and lines to financially strong borrowers, loans
secured in whole or in part by real estate unrelated to the principal purpose of the loan or secured by inventories,
equipment, or receivables, and are generally guaranteed by the principals of the borrower. Variable rate loans and
lines in this portfolio have interest rates that are periodically adjusted, with loans generally having fixed initial
periods. Commercial and industrial loans have average repayment periods of one to seven years.
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Commercial construction loans include the development of residential housing and condominium projects, the
development of commercial and industrial use property, and loans for the purchase and improvement of raw land.
These loans are secured in whole or in part by the underlying real estate collateral and are generally guaranteed by the
principals of the borrowers. In many cases, these loans move into the permanent commercial real estate portfolio
when the construction phase is completed.

Construction lenders work to cultivate long-term relationships with established developers. The Company limits the
amount of financing provided to any single developer for the construction of properties built on a speculative basis.
Funds for construction projects are disbursed as pre-specified stages of construction are completed. Regular site
inspections are performed, prior to advancing additional funds, at each construction phase, either by experienced
construction lenders on staff at the Bank or by independent outside inspection companies. Commercial construction
loans generally are variable rate loans and lines of credit with interest rates that are periodically adjusted and generally
have terms of one to three years.

From time to time, the Company participates with other banks in the financing of certain commercial projects.
Participating loans with other institutions provide banks the opportunity to retain customer relationships and reduce
credit risk exposure among each participating bank, while providing customers with larger credit vehicles than the
individual bank might be willing or able to offer independently. In some cases, the Company may act as the lead
lender, originating and servicing the loans, but participating out a portion of the funding to other banks. In other
cases, the Company may participate in loans originated by other institutions. In each case, the participating bank funds
a percentage of the loan commitment and takes on the related pro-rata risk. In each case in which the Company
participates in a loan, the rights and obligations of each participating bank are divided proportionately among the
participating banks in an amount equal to their share of ownership and with equal priority among all banks. When the
participation qualifies as a sale under GAAP, the balances participated out to other institutions are not carried as assets
on the Company's consolidated financial statements. The Company performs an independent credit analysis of each
commitment and a review of the participating institution prior to participation in the loan, and an annual review
thereafter of each participating institution. Loans originated by other banks in which the Company is a participating
institution are carried in the loan portfolio at the Company's pro-rata share of ownership. Loans originated by other
banks in which the Company is a participating institution amounted to $69.7 million at September 30, 2018 and $91.6
million at December 31, 2017. See also "Loans serviced for others" below for information related to commercial loans
participated out to various other institutions.

Letters of credit are conditional commitments issued by the Company to guarantee the financial obligation or
performance of a customer to a third party. The credit risk involved in issuing letters of credit is essentially the same
as that involved in extending loan facilities to customers. If the letter of credit is drawn upon, a loan is created for the
customer, generally a commercial loan, with the same criteria associated with similar commercial loans.

-Residential mortgage loans:

Enterprise originates conventional mortgage loans on one-to-four family residential properties. These properties may
serve as the borrower's primary residence, or as vacation homes or investment properties. Loan-to-value limits vary,
generally from 75% for multi-family, owner-occupied properties, up to 97% for single family, owner-occupied
properties, with mortgage insurance coverage required for loan-to-value ratios greater than 80% based on program
parameters. In addition, financing is provided for the construction of owner-occupied primary and secondary
residences. Residential mortgage loans may have terms of up to 30 years at either fixed or adjustable rates of interest.
Fixed and adjustable rate residential mortgage loans are generally originated using secondary market underwriting and
documentation standards.
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Depending on the current interest rate environment, management projections of future interest rates and the overall
asset-liability management program of the Company, management may elect to sell those fixed and adjustable rate
residential mortgage loans which are eligible for sale in the secondary market, or hold some or all of this residential
loan production for the Company's portfolio. Mortgage loans are generally not pooled for sale, but instead sold on an
individual basis. The Company may retain or sell the servicing when selling the loans. Loans sold are subject to
standard secondary market underwriting and eligibility representations and warranties over the life of the loan and are
subject to an early payment default period covering the first four payments for certain loan sales. Loans classified as
held for sale are carried as a separate line item on the balance sheet.
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-Home equity loans and lines of credit:

Home equity term loans are originated for one-to-four family residential properties with maximum original
loan-to-value ratios generally up to 80% of the automated valuation or appraised value of the property securing the
loan. Home equity loan payments consist of monthly principal and interest based on amortization ranging from 3 to
15 years. The rates may be variable or fixed.

The Company originates home equity revolving lines of credit for one-to-four family residential properties with
maximum original loan-to-value ratios generally up to 80% of the automated valuation or appraised value of the
property securing the loan. Home equity lines generally have interest rates that adjust monthly based on changes in
the Wall Street Journal Prime Rate, although minimum rates may be applicable. Some home equity line rates may be
fixed for a period of time and then adjusted monthly thereafter. The payment schedule for home equity lines requires
interest only payments for the first 10 years of the lines. Generally at the end of 10 years, the line may be frozen to
future advances, and principal plus interest payments are collected over a 15-year amortization schedule or, for
eligible borrowers meeting certain requirements, the line availability may be extended for an additional interest only
period.

-Consumer loans:

Consumer loans consist primarily of secured or unsecured personal loans, unsecured loans under energy efficiency
financing programs in conjunction with Massachusetts public utilities, and unsecured overdraft protection lines on
checking accounts extended to individual customers. The aggregate amount of overdrawn deposit accounts are
reclassified as loan balances.

Loans serviced for others

At September 30, 2018 and December 31, 2017, the Company was servicing residential mortgage loans owned by
investors amounting to $17.1 million and $18.4 million, respectively. Additionally, the Company was servicing
commercial loans originated by the Company and participated out to various other institutions amounting to $74.8
million and $70.7 million at September 30, 2018 and December 31, 2017, respectively. See the discussion above
under the heading "Commercial loans" for further information regarding commercial participations.

Loans serving as collateral

Loans designated as qualified collateral and pledged to the FHLB for borrowing capacity for the periods indicated are
summarized below:

(Dollars in thousands) September 30, December 31,

2018 2017
Commercial real estate $ 203,189 $ 224,703
Residential mortgages 205,208 187,524
Home equity 8,614 9,405

Total loans pledged to FHLB $ 417,011 $ 421,632
See Note 12, "Fair Value Measurements," below for further information regarding the Company's fair value

measurements for loans, and Note 7, "Derivatives and Hedging Activities," below for information regarding
interest-rate swap agreements related to certain commercial loans.
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(4) Allowance for Loan Losses
Allowance for probable loan losses methodology

On a quarterly basis, management prepares an estimate of the allowance necessary to cover estimated probable credit
losses. The Company uses a systematic methodology to measure the amount of estimated loan loss exposure inherent
in the portfolio for purposes of establishing a sufficient allowance for loan losses. The methodology makes use of
specific reserves for loans individually evaluated and deemed impaired, and general reserves for larger groups of
homogeneous loans, which are collectively evaluated relying on a combination of qualitative and quantitative factors
that may affect credit quality of the pool.

There have been no material changes to the Company's underwriting practices, credit risk management system, or to
the allowance assessment methodology used to estimate loan loss exposure as reported in the 2017 Annual Report on
Form 10-K. Refer to Note 4, "Allowance for Loan Losses," to the Company's consolidated financial statements
contained in the 2017 Annual Report on Form 10-K for further discussion of management's methodology used to
estimate a sufficient allowance for loan losses, the credit risk management function and adversely classified loan
rating system.

The balances of loans as of September 30, 2018 by portfolio classification and evaluation method are summarized as
follows:
Loans individually Loans collectively

(Dollars in thousands) evaluated for evaluated for Gross Loans
impairment impairment

Commercial real estate $ 14,297 $ 1,239,769 $1,254,066

Commercial and industrial 12,192 465,705 477,897

Commercial construction 1,736 251,132 252,868

Residential mortgages 613 219,402 220,015

Home equity loans and lines 536 97,833 98,369

Consumer 107 9,618 9,725

Total gross loans $ 29,481 $ 2,283,459 $2,312,940

The balances of loans as of December 31, 2017 by portfolio classification and evaluation method are summarized as
follows:

Loans individually Loans collectively

(Dollars in thousands) evaluated for evaluated for Gross Loans
impairment impairment

Commercial real estate $ 13,739 $ 1,187,612 $1,201,351

Commercial and industrial 10,096 488,706 498,802

Commercial construction 1,624 273,281 274,905

Residential mortgages 397 195,095 195,492

Home equity loans and lines 371 91,335 91,706

Consumer 35 10,258 10,293

Total gross loans $ 26,262 $ 2,246,287 $2,272,549

See "Financial Condition," in Item 2, "Management's Discussion and Analysis," under the headings "Credit Risk" and
"Allowance for Loan Losses" in this Form 10-Q for additional information about changes in the Company's credit
quality indicators since December 31, 2017.

36



Edgar Filing: ENTERPRISE BANCORP INC /MA/ - Form 10-Q

Credit quality indicators

Early detection of credit issues is critical to minimize credit losses. Accordingly, management regularly monitors
internal credit quality indicators such as, among others, the risk classification of adversely classified loans, past due
and non-accrual loans, impaired and restructured loans, and the level of foreclosure activity. These credit quality
indicators are discussed below.
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Adversely classified loans

The Company's loan risk rating system classifies loans depending on risk of loss characteristics. The classifications
range from "substantially risk free" for the highest quality loans and loans that are secured by cash collateral, through
a satisfactory range of "minimal," "moderate," "better than average," and "average" risk, to the regulatory
problem-asset classifications of "criticized," for loans that may need additional monitoring, and the more severe
adverse classifications of "substandard," "doubtful," and "loss" based on criteria established under banking
regulations. Loans which are evaluated to be of weaker credit quality are placed on the "watch credit list" and
reviewed on a more frequent basis by management.

Adversely classified loans may be accruing or in non-accrual status and may be additionally designated as impaired or
restructured, or some combination thereof.

The following tables present the Company's credit risk profile for each portfolio classification by internally assigned
adverse risk rating category as of the periods indicated:

September 30, 2018

Adversely Classified ~ Not Adversely

(Dollars in thousands) Substandddubtful Loss Classified Gross Loans
Commercial real estate $17,686 $ — $ —$1,236,380 $1,254,066
Commercial and industrial 12,776 542 — 464,579 477,897
Commercial construction 2,233 — — 250,635 252,868
Residential mortgages 1,548 — — 218,467 220,015
Home equity loans and lines 584 — — 97,785 98,369
Consumer 125 9 — 9,591 9,725

Total gross loans $34,952 $ 551 $ -$27277437 $2,312,940

December 31, 2017
Adversely Classified ~ Not Adversely

(Dollars in thousands) Substandddubtful Loss Classified Gross Loans
Commercial real estate $12,895 $§ — $ —$1,188,456 $1,201,351
Commercial and industrial 9,915 48 1 488,838 498,802
Commercial construction 1,624 — — 273,281 274,905
Residential mortgages 1,355 — — 194,137 195,492
Home equity loans and lines 513 — — 91,193 91,706
Consumer 52 10 — 10,231 10,293

Total gross loans $26354 $ 58 $ 1 $2246,136 $2,272,549

Total adversely classified loans amounted to 1.54% of total loans at September 30, 2018, as compared to 1.16% at
December 31, 2017.
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Past due and non-accrual loans

The following tables present an age analysis of past due loans by portfolio classification as of the dates indicated:
Balance at September 30, 2018

Past
. 30-59 Dagh-89 Days Due 90 Total Past Gross Non-accrual
(Dollars in thousands) Past Due Past Due  days or Due Loans Current Loans Loans Loans
more
Commercial real estate $3,974 $ 546 $4,311 $ 8,831 $1,245235 $1,254,066 $ 7,180
Commercial and industrial 1,424 1,476 1,211 4,111 473,786 477,897 3,123
Commercial construction 4984 — — 4,984 247,884 252,868 185
Residential mortgages 620 196 322 1,138 218,877 220,015 482
Home equity loans and lines 273 331 38 642 97,727 98,369 535
Consumer 108 1 101 210 9,515 9,725 116
Total gross loans $11,383 $ 2,550 $5,983 $19916 $2,293,024 $2,312,940 $ 11,621
Balance at December 31, 2017
Past
. 30-59 Da$s89 Days Due 90 Total Past Non-accrual
(Dollars in thousands) Past Du®ast Due  days or Due Loans Current Loans Gross Loans Loans
more
Commercial real estate $4,200 $ 69 $3.,569 $ 7,838 $1,193,513 $1,201,351 $ 6,751
Commercial and industrial 374 527 327 1,228 497,574 498,802 1,294
Commercial construction 2,526 518 — 3,044 271,861 274,905 193
Residential mortgages 1,931 93 89 2,113 193,379 195,492 262
Home equity loans and lines 491 120 12 623 91,083 91,706 463
Consumer 51 5 45 101 10,192 10,293 69

Total gross loans $9,573 $ 1,332 $4,042 $ 14,947 $2257,602 $2,272,549 §$ 9,032

At September 30, 2018 and December 31, 2017, all loans past due 90 days or more were carried as non-accrual, in
addition to those loans less than 90 days past due where reasonable doubt existed as to the full and timely collection of
interest or principal that have also been designated as non-accrual, despite their payment due status shown in the

tables above.

Non-accrual loans that were not adversely classified amounted to $83 thousand at September 30, 2018 and $21
thousand at December 31, 2017. These balances primarily represented the guaranteed portions of non-performing
SBA loans. The majority of the non-accrual loan balances were also carried as impaired loans during the periods

noted, and are discussed further below.

The ratio of non-accrual loans to total loans amounted to 0.50% at September 30, 2018 and 0.40% at December 31,
2017.

At September 30, 2018, additional funding commitments for non-accrual loans were not material.

Impaired loans

Impaired loans are individually significant loans for which management considers it probable that not all amounts due
(principal and interest) will be collected in accordance with the original contractual terms. Impaired loans include

loans that have been modified in a troubled debt restructuring ("TDR"), see "Troubled debt restructurings" below.
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Impaired loans are individually evaluated for credit loss and a specific allowance reserve is assigned for the amount of
the estimated probable credit loss.

The carrying value of impaired loans amounted to $29.5 million and $26.3 million at September 30, 2018 and

December 31, 2017, respectively. Total accruing impaired loans amounted to $17.9 million and $17.4 million at
September 30, 2018 and
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December 31, 2017, respectively, while non-accrual impaired loans amounted to $11.6 million and $8.9 million as of
September 30, 2018 and December 31, 2017, respectively.

The following tables set forth the recorded investment in impaired loans and the related specific allowance allocated
by portfolio classification as of the dates indicated:

Balance at September 30, 2018

Unpaid Recorded Recorded

"]iotal recorded . . Related
. contractua . Investment investment o
(Dollars in thousands) .. 1nvestment in . . specific

principal | . withno  with

impaired loans allowance

balance allowance allowance
Commercial real estate $15,460 $ 14,297 $14,094 $ 203 $ 40
Commercial and industrial 12,681 12,192 7,303 4,889 2,439
Commercial construction 1,799 1,736 1,736 — —
Residential mortgages 684 613 481 132 1
Home equity loans and lines 710 536 536 — —
Consumer 162 107 92 15 15
Total $31,496 $ 29,481 $24242 $ 5,239 $ 2,495

Balance at December 31, 2017

Unpaid "]iotal recorded Recorded Recorded Related

. contractua . Investment investment e

(Dollars in thousands) .. - 1nvestment in . . specific

principal | . withno  with

impaired loans allowance

balance allowance allowance
Commercial real estate $15,132 $ 13,739 $12,850 $ 889 $ 59
Commercial and industrial 10,458 10,096 7,053 3,043 1,284
Commercial construction 1,678 1,624 1,624 — —
Residential mortgages 511 397 262 135 5
Home equity loans and lines 543 371 371 — —
Consumer 36 35 — 35 35
Total $28,358 $ 26,262 $22,160 $ 4,102 $ 1,383

The following table presents the average recorded investment in impaired loans by portfolio classification and the
related interest recognized during the three months indicated:

Three Months Ended Three Months Ended
September 30, 2018 September 30, 2017
. Average redatdegbt income Average redatdegkt income
(Dollars in thousands) . . . .
investment recognized investment recognized
Commercial real estate $13,847 $ 90 $15401 $ 92
Commercial and industrial 12,975 100 12,264 94
Commercial construction 1,717 23 1,617 21
Residential mortgages 615 1 315 —
Home equity loans and lines 498 — 451 1
Consumer 108 — 27 —
Total $29,760 $ 214 $30,075 $ 208
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The following table presents the average recorded investment in impaired loans by portfolio classification and the
related interest recognized during the nine months indicated:

Nine Months Ended Nine Months Ended
September 30, 2018 September 30, 2017
. Average redatdegbt income Average rebmedest income
(Dollars in thousands) . . . .
investment recognized investmentrecognized
Commercial real estate $13,680 $ 279 $14394 $ 271
Commercial and industrial 11,741 266 12,503 275
Commercial construction 1,676 68 1,884 70
Residential mortgages 624 1 293 —
Home equity loans and lines 491 — 518 (1 )
Consumer 69 — 18 —
Total $28,290 $ o614 $29,610 $ 615

At September 30, 2018, additional funding commitments for impaired loans was not material. The Company's
obligation to fulfill the additional funding commitments on impaired loans is generally contingent on the borrower's
compliance with the terms of the credit agreement. If the borrower is not in compliance, additional funding
commitments may or may not be made at the Company's discretion.

Troubled debt restructurings

Loans are designated as a TDR when, as part of an agreement to modify the original contractual terms of the loan as a
result of financial difficulties of the borrower, the Bank grants the borrower a concession on the terms that would not
otherwise be considered. Typically, such concessions may consist of one or a combination of the following: a
reduction in interest rate to a below market rate, taking into account the credit quality of the note; extension of
additional credit based on receipt of adequate collateral; or a deferment or reduction of payments (principal or interest)
which materially alters the Bank's position or significantly extends the note's maturity date, such that the present value
of cash flows to be received is materially less than those contractually established at the loan's origination. All loans
that are modified are reviewed by the Company to identify if a TDR has occurred. TDR loans are included in the
impaired loan category and, as such, these loans are individually reviewed and evaluated and a specific reserve is
assigned for the amount of the estimated probable credit loss.

Total TDR loans, included in the impaired loan balances above, as of September 30, 2018 and December 31, 2017,
were $21.5 million and $20.3 million, respectively. TDR loans on accrual status amounted to $17.9 million and $17.4
million at September 30, 2018 and December 31, 2017, respectively. TDR loans included in non-performing loans
amounted to $3.6 million at September 30, 2018 and $2.9 million at December 31, 2017. The Company continues to
work with customers, particularly commercial relationships, and enters into loan modifications (which may or may not
be TDRs) to the extent deemed to be necessary or appropriate while attempting to achieve the best mutual outcome
given the individual financial circumstances and future prospects of the borrower.

At September 30, 2018, additional funding commitments for TDR loans were not material. The Company's obligation
to fulfill the additional funding commitments on TDR loans is generally contingent on the borrower's compliance with
the terms of the credit agreement. If the borrower is not in compliance, additional funding commitments may or may
not be made at the Company's discretion.
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The following table sets forth the post modification balances of TDRs listed by type of modification for TDRs that
occurred during the periods indicated:

(Dollars in thousands)

Loan advances with adequate collateral

Extended maturity date

Temporary payment reduction and payment re-amortization of remaining principal over

extended term

Temporary interest only payment plan

Other payment concessions
Total

Amount of specific reserves included in the allowance for loan losses associated with

TDRs listed above

Nine months ended

September 3@eptember 30,

2018 2017

Number of Number of
moun moun

restructuringsestructurings

— $— 1 $357

— — 1 984

8 368 7 831

2 148 3 179

3 590 — —

13 $1,106 12 $2,351
$475 $ 83

Loans modified as TDRs during the three month periods ended September 30, 2018 and September 30, 2017 are

detailed below:

(Dollars in thousands)

Commercial real estate
Commercial and industrial
Commercial construction
Residential mortgages

Home equity loans and lines

Consumer
Total

Three months ended
September 30, 2018 September 30, 2017
Pre-modification Post-modification Pre-modification Post-modification

Numts¢aroding

restwootdechgs
investment

1$ 10

4 735

5% 745

outstanding Numtstawding outstanding
recorded regieactdehgs recorded
investment investment investment
$ — 2% 577 $ 571
729 — —

— 1 136 136

— 11 1

$ 729 4% 714 $ 708

Payment defaults, during the three month periods ended September 30, 2018 and September 30, 2017, on loans
modified as TDRs within the preceding twelve months are detailed below:
Three months ended

(Dollars in thousands)

Commercial real estate
Commercial and industrial
Commercial construction
Residential mortgages

September 30,
2018

Niober

of modification
TDRsstanding
thaecorded
defaubtstadnent
—$ —

3 600

September 30,
2017

Nunktuest-

of modification
TDRuitstanding
that recorded
defairltedtment
— % _
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Home equity loans and lines 1 92 — —
Consumer e — —
Total 4% 692 — $ —
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Loans modified as TDRs during the nine month periods ended September 30, 2018 and September 30, 2017 by

portfolio classification are detailed below:
Nine months ended

outstanding
recorded
investment
$ 689
1,525

136

September 30, 2018 September 30, 2017
Pre-modification Post-modification Pre-modification Post-modification
. Numbestaxfdin outstandin Numbtstaxfdin
(Dollars in thousands) restrﬁcundmgsg recorded ¢ restrucmdmgsg
investment investment investment
Commercial real estate 3 $ 141 $ 148 3 $ 696
Commercial and industrial 8 897 854 7 1,446
Commercial construction —_— — —_—
Residential mortgages — — — 1 136
Home equity loans and lines 2 112 104 — —
Consumer —_— — 1 1
Total 13 $ 1,150 $ 1,106 12 $ 2,279

1
$ 2,351

There were $22 thousand subsequent charge-offs associated with the new TDRs noted in the table above during the
nine months ended September 30, 2018 and there were no charge-offs for the nine months ended September 30, 2017.

Payment defaults by portfolio classification, during the nine month period ended September 30, 2018 and
September 30, 2017 on loans modified as TDRs within the preceding twelve months are detailed below:

Nine months ended
September 30, September 30,
2018 2017
Nober NuRdste
of modification of modification
(Dollars in thousands) TDhRsstanding TD®ststanding
thatcorded tharecorded
defaubtstdnent defmntsdment
Commercial real estate —$ — 1 $ 585
Commercial and industrial 4 673 3 267
Commercial construction —_ —_—
Residential mortgages e ——
Home equity loans and lines 2 104 ——
Consumer —_ —_—
Total 6% 777 4 $ 852

Other real estate owned ("OREQO")

The Company carried no OREO at September 30, 2018, December 31, 2017 or September 30, 2017. There were no
additions, sales or write downs on OREO during the nine months ended September 30, 2018 or 2017.

At September 30, 2018, the Company had no consumer mortgage loans secured by residential real estate properties for
which formal foreclosure proceedings were in process according to local requirements of the applicable jurisdictions

compared with $101 thousand at December 31, 2017.

Allowance for loan loss activity
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The allowance for loan losses is established through a provision for loan losses, a direct charge to earnings. Loan
losses are charged against the allowance when management believes that the collectability of the loan principal is
unlikely. Recoveries on loans previously charged-off are credited to the allowance.
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The allowance for loan losses amounted to $34.5 million at September 30, 2018, compared to $32.9 million at
December 31, 2017, and $33.2 million at September 30, 2017. The allowance for loan losses to total loans ratio was
1.49% at September 30, 2018, 1.45% at December 31, 2017 and 1.51% at September 30, 2017. Based on
management's judgment as to the existing credit risks inherent in the loan portfolio, as discussed above under the
heading "Credit Quality Indicators," management believes that the Company's allowance for loan losses is adequate to
absorb probable losses from specifically known and other probable credit risks associated with the portfolio as of
September 30, 2018.

Changes in the allowance for loan losses by portfolio classification for the three months ended September 30, 2018 are
presented below:

(Dollars in thousands) Cmml Real Cmml a‘md Cmml - Resid. Home Consumer Total
Estate Industrial Constr Mortgage Equity

Beginning Balance at June 30, 2018 $18,414 $11,043 $3,544 $ 939  $645 $ 212 $34,797

Provision 49 559 131 60 55 )6 750

Recoveries 21 37 — — 51 19 128

Less: Charge offs — 1,114 — 27 1,141

Ending Balance at September 30,2018 $ 18,484  $10,525 $3,675 $ 999 $641 $ 210 $34,534

Changes in the allowance for loan losses by portfolio classification for the nine months ended September 30, 2018 are
presented below:
Cmml Real Cmml and Cmml Resid. Home

(Dollars in thousands) Estate Industrial Constr MortgageEquity ConsumerTotal
Beginning Balance at December 31, 2017 $17,545 $9,669 $3947 $ 904 $608 $ 242 $320915
Provision 918 1,885 272 ) 95 (19 ) 43 2,650
Recoveries 21 202 — — 52 36 311
Less: Charge offs — 1,231 — — — 111 1,342
Ending Balance at September 30, 2018 $18,484 $10,525 $3,675 $ 999 $641 $ 210 $34,534

Ending allowance balance:
Allocated to loans individually evaluated for

L $ 40 $2439 $— $1 $— §$ 15 $2,495
impairment

.Alloc‘ated to loans collectively evaluated for $18,444 $8,086 $3,675 $ 998 $641 $ 195  $32,039
impairment

Changes in the allowance for loan losses by portfolio classification for the three months ended September 30, 2017 are
presented below:
Cmml Real Cmml and Cmml Resid. Home

(Dollars in thousands) Estate Industrial Constr Mortgage Equity Consumer Total
Beginning Balance at June 30, 2017 $ 15,645 $10,987 $3,484 $989 $622 $ 231 $31,958
Provision 475 216 432 32 42 28 1,225
Recoveries 61 48 — — 1 1 111
Less: Charge offs — 104 — — — 6 110

Ending Balance at September 30, 2017 $ 16,181 $ 11,147 $3,916 $ 1,021 $665 $ 254 $33,184
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Changes in the allowance for loan losses by portfolio classification for the nine months ended September 30, 2017 are
presented below:
Cmml Real Cmml and Cmml Resid. = Home

(Dollars in thousands) Estate Industrial Constr Mortgage Equity ConsumerTotal
Beginning Balance at December 31, 2016 $14,902 $11,204 $3,406 $960 $634 $ 236 $31,342
Provision 1,086 (127 ) 510 61 28 72 1,630
Recoveries 193 391 — — 3 6 593
Less: Charge offs — 321 — — — 60 381
Ending Balance at September 30, 2017 $16,181 $11,147 $3916 $1,021 $665 $ 254 $33,184
Ending allowance balance:

.Alloc‘ated to loans individually evaluated for $ 386 $1778 $— $— $26 S 36 $2.226
impairment

.Alloc‘ated to loans collectively evaluated for $15,795 $9,369  $3916 $1,021 $639 $ 218  $30,958
impairment

(5)Deposits

Deposits are summarized as follows:

(Dollars in thousands) September 30, December 31,

2018 2017
Non-interest bearing demand deposits $ 735,828 $ 705,846
Interest-bearing checking 401,138 391,111
Savings 196,793 193,385
Money market 899,120 807,931
Certificates of deposit $250,000 or less 190,979 150,445
Certificates of deposit more than $250,000 64,015 45,154
Total customer deposits 2,487,873 2,293,872
Brokered deposits (1) 123,839 147,490
Total deposits $2,611,712  $2,441,362

(1)Brokered CDs $250,000 and under.

Total customer deposits (deposits excluding brokered deposits) include reciprocal balances received from
participating banks in nationwide deposit networks as a result of our customers electing to participate in Company
offered programs which allow for enhanced FDIC insurance. Essentially, the equivalent of the customers' original
deposited funds comes back to the Company as customer deposits within the appropriate category under total
customer deposits. The Company's balances in these reciprocal products were $284.8 million and $249.6 million at
September 30, 2018 and December 31, 2017, respectively.

See Note 12, "Fair Value Measurements," below for further information regarding the Company's fair value
measurements for deposits.

(6)Borrowed Funds and Subordinated Debt
The Company had $497 thousand in borrowed funds at September 30, 2018 linked to outstanding commercial loans

under various community reinvestment programs of the FHLB. At December 31, 2017, borrowed funds consisted of
FHLB borrowings amounting to $89.0 million.
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The Company had $14.9 million of outstanding subordinated debt (net of deferred issuance costs) at September 30,
2018 and $14.8 million at December 31, 2017, which consisted of $15.0 million in aggregate principal amount of
Fixed-to-Floating Rate Subordinated Notes (the "Notes") issued in January 2015, with a 15 year term. Original debt
issuance costs were $190
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thousand and have been netted against the subordinated debt on the consolidated balance sheet in accordance with
accounting guidance. These costs are being amortized to interest expense over the life of the Notes.

The Notes are intended to qualify as Tier 2 capital for regulatory purposes and pay interest at a fixed rate of 6.00% per
annum through January 30, 2025, after which floating rates apply. Refer to Note 7, "Borrowed Funds and
Subordinated Debt," to the Company's consolidated financial statements contained in the 2017 Annual Report on
Form 10-K for additional information about the Company's subordinated debt.

See Note 12, "Fair Value Measurements," below for further information regarding the Company's fair value
measurements for borrowed funds and subordinated debt. See Note 2, "Investments," and Note 3, "Loans" above for
further information regarding securities and loans pledged for borrowed funds. Refer to the "Liquidity" section in Item
2, "Management's Discussion and Analysis," for additional information about other sources of funding available to the
Company.

(7)Derivatives and Hedging Activities

Interest-rate lock commitments related to the origination of mortgage loans that will be sold are considered derivative
instruments. The commitments to sell loans are also considered derivative instruments. The Company generally does
not pool mortgage loans for sale, but instead sells the loans on an individual basis. To reduce the net interest-rate
exposure arising from its loan sale activity, the Company enters into the commitment to sell these loans at essentially
the same time that the interest-rate lock commitment is quoted on the origination of the loan. The Company estimates
the fair value of these derivatives based on current secondary mortgage market prices. At September 30, 2018 and
December 31, 2017, the estimated fair value of the Company's interest rate lock commitments and commitments to
sell these mortgage loans were deemed immaterial.

The Company may use interest rate swaps as part of its interest rate risk management strategy. Interest rate swap
agreements may be entered into as hedges against future interest rate fluctuations on specifically identified assets or
liabilities. The Company had no derivative fair value hedges or derivative cash flow hedges at September 30, 2018 or
December 31, 2017.

The Company has a “Back-to-Back Swap” program whereby the Bank enters into an interest rate swap with a qualified
commercial banking customer and simultaneously enters into an equal and opposite interest rate swap with a swap
counterparty. The customer interest rate swap agreement allows commercial banking customers to convert a
floating-rate loan payment to a fixed-rate payment.

The transaction structure effectively minimizes the Bank’s net risk exposure resulting from such transactions.
Customer-related credit risk is minimized by the cross collateralization of the loan and the interest rate swap
agreement.

Back-to-Back Swaps are not speculative; rather, the transactions result from a service the Company provides to certain
commercial customers. Back-to-Back Swaps do not meet hedge accounting requirements and therefore changes in the
fair value of both the customer swaps and the counterparty swaps, which have an offsetting relationship, are
recognized directly in earnings. As a result of this offsetting relationship, there were no net gains or losses recognized
in income on Back-to-Back Swaps during the nine months ended September 30, 2018 or September 30, 2017.

Each Back-to-Back Swap transaction consists of two interest-rate swaps (a customer swap and offsetting counterparty

swap) and amounted to a total number of six interest rate swaps outstanding at both September 30, 2018 and
December 31, 2017, with an aggregate notional amount of $28.7 million and $29.4 million on those respective dates.
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Asset derivatives are included in the line item prepaid expenses and other assets and liability derivatives are included
in the accrued expenses and other liabilities line item on the consolidated balance sheets, respectively.

29

52



Edgar Filing: ENTERPRISE BANCORP INC /MA/ - Form 10-Q

Table of Contents ENTERPRISE BANCORP’ IN.C' ) . .
= Notes to the Unaudited Consolidated Interim Financial Statements

The table below presents the fair value and classification of the Company’s derivative financial instruments for the
periods presented:

As of September 30, As of December

2018 31,2017

Asset Liability Asset Liability

Dollars in thousands .. . . .-
( ) Derivatilxsrivatives Derivabeesvatives

Interest rate contracts - pay floating, received fixed $— $ 1,123 $25 $ 568
Interest rate contracts - pay fixed, receive floating 1,123 — 543 —
Total interest rate swaps $1,123 $ 1,123 $568 $ 568

By using derivative financial instruments, the Company exposes itself to counterparty-credit risk. Credit risk is the
risk of failure by the counterparty to perform under the terms of the derivative contract. When the fair value of a
derivative contract is positive, the counterparty owes the Company, which creates credit risk for the Company. When
the fair value of a derivative is negative, the Company owes the counterparty and, therefore, it does not possess credit
risk. The credit risk in derivative instruments is mitigated by entering into transactions with highly-rated
counterparties that management believes to be creditworthy. The counterparty was rated A and A2 by Standard &
Poor's and Moody’s, respectively, at September 30, 2018. Additionally, counterparty interest rate swaps contain
provisions for collateral to be posted if the derivative exposure exceeds a threshold amount.

The Company had credit risk exposure amounting to $1.1 million and $543 thousand at September 30, 2018 and
December 31, 2017, respectively, relating to interest rate swaps with counterparties. The Company held cash collateral
of $980 thousand at September 30, 2018 and $480 thousand at December 31, 2017. Collateral held by the Company is
restricted and not considered an asset of the Company. Therefore, it is not carried on the Company's consolidated
balance sheet.

Interest rate swaps with the counterparty are subject to master netting agreements. The table below presents the
Company's asset derivative positions and the potential effect of those netting arrangements on its financial position, as
of the periods presented. Interest rate swaps with customers are not subject to master netting agreements and therefore
are not included in the table below.

As of September 30, 2018

Net
Gross
Amounts
Amounts
Gross . of Assets
Offset in
Amountt . Presented
(Dollars in thousands) of in the
.St%i[ement
Recogm(z)? Statement
Assets _. ) of
Financial . .
.. Financial
Position ..
Position
Asset Derivatives
Interest rate contracts - pay fixed, receive floating $1,123 $ —$ 1,123

As of December 31, 2017
(Dollars in thousands) Gross Gross Net
Amourtmiounts Amounts
of  Offsetin of Assets
Recogtliged Presented
AssetsStatement in the
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of Statement

Financial of

Position  Financial
Position

Interest rate contracts - pay fixed, receive floating $568 $ 25 $ 543
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The Company's interest rate swaps with counterparties contain credit-risk-related contingent provisions. These
provisions provide the counterparty with the right to terminate its derivative positions and require the Company to
settle its obligations under the agreements if the Company defaults on certain of its indebtedness.

The Company also participates in loans originated by third party banks, where the originating bank utilizes a
back-to-back interest rate swap structure; however, the Company is not a party to the swap agreements. Under the
terms of the loan participations, the Company has accepted contingent liabilities that would only be realized if the
swaps were terminated early and there were outstanding losses not covered by the underlying borrowers and the
borrowers' pledged collateral. If applicable, the Company’s swap-loss exposure would be equal to the percentage of
the Company’s participation in the underlying loan applied to the originating bank's swap loss. At September 30,
2018, the Company had one such participation loan and, at December 31, 2017, the Company had two such
participation loans. Management considers the risk of material swap loss exposure related to these participation loans
to be unlikely based on the swap market value, as well as the borrower's financial and collateral strength.

(8)Stockholders' Equity
Shares Authorized and Share Issuance

The Company’s authorized capital is divided into common stock and preferred stock. The Company is authorized to
issue 40,000,000 shares of common stock, with a par value of $0.01, and as of September 30, 2018 had 11,703,874
shares issued and outstanding. The Company is authorized to issue 1,000,000 shares of preferred stock, with a par
value of $0.01. No preferred stock has been issued as of the date of this Form 10-Q. Holders of common stock are
entitled to one vote per share, and are entitled to receive dividends if and when declared by the Company's Board of
Directors (the "Board"). Dividend and liquidation rights of the common stock may be subject to the rights of any
outstanding preferred stock.

The Company has a shareholders rights plan. Under the plan, each share of common stock includes a right to purchase
under certain circumstances one one-hundredth of a share of the Company’s Series A Junior Participating Preferred
Stock, par value $0.01 per share, at a purchase price of $122.50 per one one-hundredth of a preferred share, subject to
adjustment, or, in certain circumstances, to receive cash, property, shares of common stock or other securities of the
Company. The rights are not presently exercisable and remain attached to the shares of common stock until the
occurrence of certain triggering events that would ordinarily be associated with an unsolicited acquisition or attempted
acquisition of 10% or more of the Company’s outstanding shares of common stock. The rights have no voting or
dividend privileges, and unless and until they become exercisable, have no dilutive effect on the earnings of the
Company. The rights will expire, unless earlier redeemed, exchanged, or otherwise rescinded by the Company, on
January 13, 2028.

The Company's stock incentive plans permit the Board to grant, under various terms, stock options (for the purchase
of newly issued shares of common stock), restricted stock awards, restricted stock units and stock appreciation rights
to officers and other employees, non-employee directors and consultants.

The Company issues stock options and restricted stock awards to officers and other employees and restricted stock
awards and stock compensation in lieu of cash fees to non-employee directors. The restricted stock awards allow for
the non-forfeitable receipt of dividends, and the voting of all shares, whether or not vested, throughout the vesting
periods at the same proportional level as common shares outstanding. The unvested restricted stock awards are the
Company's only participating securities and are included in shares outstanding. Unvested participating restricted
awards amounted to 106,879 shares and 117,219 shares as of September 30, 2018 and December 31, 2017,
respectively.
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Upon vesting, restricted stock awards may be net share-settled to cover payment for employee tax obligations,
resulting in shares of common stock being reacquired by the Company and returned to the pool of shares reserved for
issuance under the incentive plans. Chapter 156D of the Massachusetts General Laws, a statute known as the
Massachusetts Business Corporation Act, which applies to Massachusetts corporations such as the Company,
eliminates the concept of “treasury stock” and provides that shares reacquired by a Massachusetts company will be
treated as authorized but unissued shares.

The Company's stock incentive plans also allow for newly issued shares of common stock to be issued without
restrictions to officers and other employees, non-employee directors and consultants. From time to time, the Company
issues shares to community members for consulting on regional advisory councils and grants shares of fully vested
stock as employee anniversary awards. These shares vest immediately and the cost, which is based on the market price
on the date of grant and deemed to be immaterial, is expensed in the period in which the services are rendered.
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In addition to shares issued to employees, non-employee directors and community members for consulting on regional
advisory councils, and shares issued through equity offerings, the Company maintains a dividend reinvestment and
direct stock purchase plan (“DRSPP”) for stockholders and new investors to reinvest or purchase additional shares of
common stock directly from the Company.

See Note 10, "Stock-Based Compensation," below for additional information regarding the Company's stock incentive
plans. See Note 11, "Earnings per Share," below for additional information regarding unvested participating restricted
awards and the Company's earnings per share calculation.

Comprehensive Income

Comprehensive income is defined as all changes to stockholders' equity except investments by and distributions to
stockholders. Net income is one component of comprehensive income, with other components referred to in the
aggregate as other comprehensive income. At September 30, 2018, the Company's only other comprehensive income
component is the net unrealized holding gains or losses on available-for-sale debt securities, net of deferred income
taxes. Prior to the adoption of ASU No. 2016-01, other comprehensive income also included unrealized holding gains
or losses on available-for-sale equity securities. Pursuant to GAAP, the Company initially excludes these unrealized
holding gains and losses from net income; however, they are later reported as reclassifications out of accumulated
other comprehensive income into net income when the debt securities are sold. When debt securities are sold, the
reclassification of realized gains and losses on available-for-sale securities are included on the Consolidated
Statements of Income under the "non-interest income" subheading on the line item "net gains on sales of investment
securities" and the related income tax expense is included in the line item "provision for income taxes," both of which
are also detailed on the Consolidated Statements of Comprehensive Income under the subheading "reclassification
adjustment for net (losses) gains included in net income."

Refer to Note 10, "Stockholders' Equity," to the Company's consolidated financial statements included in the
Company's 2017 Annual Report on Form 10-K for additional information relating to capital adequacy requirements,
dividends and the DRSPP.

(9) Supplemental Retirement Plan and Other Post-Retirement Benefit Obligations
Supplemental Employee Retirement Plan ("SERP")

The Company has salary continuation agreements with two of its current executive officers and one former executive
officer. These salary continuation agreements provide for predetermined fixed-cash supplemental retirement benefits
to be provided for a period of 20 years after each individual reaches a defined "benefit age." The individuals covered
under the SERP have reached the defined benefit age and are receiving payments under the plan. Additionally, the
Company has not recognized service costs in the current or prior year as each officer had previously attained their
individually defined benefit age and was fully vested under the plan.

This non-qualified plan represents a direct liability of the Company, and as such has no specific assets set aside to
settle the benefit obligation. The funded status is the aggregate amount accrued, or the "accumulated benefit
obligation," which is equal to the present value of the benefits to be provided to the employee or any beneficiary.
Because the Company's benefit obligations provide for predetermined fixed-cash payments, the Company does not
have any unrecognized costs to be included as a component of accumulated other comprehensive income.
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Total net periodic benefit costs, comprised of interest costs only, were $26 thousand and $78 thousand for the three
and nine months ended September 30, 2018, respectively, compared to $29 thousand and $87 thousand for the three
and nine months ended September 30, 2017, respectively.

Benefits paid amounted to $69 thousand and $207 thousand for both the three and nine months ended September 30,
2018 and September 30, 2017, respectively. The Company anticipates accruing an additional $26 thousand to the
SERP during the remainder of 2018.

Supplemental Life Insurance

The Company has provided supplemental life insurance through split-dollar life insurance arrangements for certain
executive and senior officers on whom the Bank owns BOLI.
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These arrangements provide a death benefit to the officer's designated beneficiaries that extend to postretirement
periods for some of the supplemental life insurance plans. The Company has recognized a liability for these future
postretirement benefits.

These non-qualified plans represent a direct liability of the Company, and as such has no specific assets set aside to
settle the benefit obligation. The funded status is the aggregate amount accrued, or the "accumulated postretirement
benefit obligation," which is the present value of the post-retirement benefits associated with this arrangement.

The following table illustrates the net periodic post-retirement benefit cost for the supplemental life insurance plans
for the periods indicated:

Three Nine
months months
ended ended
September September
30, 30,
(Dollars in thousands) 2018 2017 2018 2017
Service cost $(17) $B3) $(52) $9)
Interest cost 62 22 186 68

Net periodic benefit cost $45 $19 $134 $59
(10) Stock-Based Compensation

The Company currently has two individual stock incentive plans: the 2009 plan, as amended, and the 2016 plan, as
amended. As of September 30, 2018, an aggregate of 414,312 shares remain available for future grants under the
plans.

The Company's stock-based compensation expense related to these plans includes stock options and stock awards to
officers and other employees included in salary and benefits expense, and stock awards and stock compensation in
lieu of cash fees to non-employee directors both included in other operating expenses. Total stock-based
compensation expense was $501 thousand and $1.4 million for the three and nine months ended September 30, 2018,
respectively, compared to $467 thousand and $1.3 million for the three and nine months ended September 30, 2017,
respectively.

A tax benefit associated with employee exercises and vesting of stock compensation of approximately $274 thousand
was recorded as a reduction of the Company's income tax expense for the nine months ended September 30, 2018,
compared with $832 thousand for the nine months ended September 30, 2017. These amounts, treated as discrete tax
items in the period in which they occur, will vary from year to year as a function of the volume of share-based
payments vested or exercised and the then current market price of the Company's stock in comparison to the
compensation cost recognized in the Company's consolidated financial statements.

Stock Option Awards
The Company recognized stock-based compensation expense related to stock option awards of $48 thousand and $150

thousand for the three and nine months ended September 30, 2018, respectively, compared to $49 thousand and $152
thousand for the three and nine months ended September 30, 2017, respectively.
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The table below provides a summary of the options granted, including the fair value as a percentage of the market
value of the stock at the date of grant and the average assumptions used during the periods indicated:

Nine Months

Ended September

30,

2018 2017
Options granted 14,755 15,009
Term in years 10 10
Weighted average assumptions used in the fair value model:
Expected volatility 37 % 40 %
Expected dividend yield 210 % 2.09 %
Expected life in years 6.5 7
Risk-free interest rate 286 % 235 %
Weighted average market price on date of grants $34.33  $30.46
Per share weighted average fair value $11.98 $11.34
Fair value as a percentage of market value at grant date 35 % 37 %

Options granted during the first nine months of 2018 and 2017 generally vest 50% in year two and 50% in year four,
on the anniversary date of the awards.

The Company utilizes the Black-Scholes option valuation model in order to determine the per share grant date fair
value of option grants.

Stock Awards

Stock-based compensation expense recognized in association with stock awards amounted to $403 thousand and $1.0
million for the three and nine months ended September 30, 2018, respectively, compared to $358 thousand and $929
thousand for the three and nine months ended September 30, 2017, respectively.

Restricted stock awards are granted at the market price on the date of the grant. Employee awards generally vest over
four years in equal portions beginning on or about the first anniversary date of the award or are performance based
awards that vest upon the Company achieving certain predefined performance objectives. Non-employee director
awards generally vest over two years in equal portions beginning on or about the first anniversary date of the award.

The table below provides a summary of restricted stock awards granted during the periods indicated:

Nine Months

Ended

September 30,
Restricted Stock Awards (number of underlying shares) 2018 2017
Two year vesting 7,280 6,944
Four year vesting 16,666 16,253
Performance-based vesting 20,559 25,623
Total restricted stock awards granted 44,505 48,820
Weighted average grant date fair value $34.33 $30.46
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Stock in Lieu of Directors' Fees

In addition to restricted stock awards discussed above, the non-employee members of the Company's Board may opt
to receive newly issued shares of the Company's common stock in lieu of cash compensation for attendance at Board
and Board Committee meetings. Stock-based compensation expense related to these directors' fees amounted to $50
thousand and $187 thousand for the three and nine months ended September 30, 2018, respectively, compared to $60
thousand and $206 thousand for the three and nine months ended September 30, 2017, respectively, and is included in
other operating expenses. In January 2018, non-employee directors were issued 7,326 shares of common stock in lieu
of 2017 annual cash fees of $281 thousand at a market value price of $38.39 per share, the market value of the
common stock on the opt-in measurement date of January 3, 2017.

For further information regarding the Company's stock awards, see Note 8, "Stockholders' Equity," above under the
caption "Shares Authorized and Share Issuance.” There have been no material changes to the terms of the Company's
stock incentive plans or the terms for vesting, forfeiture and settlement for options and restricted stock awards granted
and outstanding under such plans as reported in the 2017 Annual Report on Form 10-K. Refer to Note 12,
"Stock-Based Compensation Plans," in the Company's 2017 Annual Report on Form 10-K for further information on
the Company's stock incentive plans, stock options and restricted awards including descriptions of the assumptions
used in the valuation model for stock options.

(11)Earnings per Share

Basic earnings per share are calculated by dividing net income available to common stockholders by the weighted
average number of common shares outstanding (including participating securities) during the year. The Company's
only participating securities are unvested restricted stock awards that contain non-forfeitable rights to dividends. See
Note 8, "Stockholders' Equity," under the caption "Shares Authorized and Share Issuance," above for further
information regarding the Company's participating securities. Diluted earnings per share reflects the effect on
weighted average shares outstanding of the number of additional shares outstanding if dilutive stock options were
converted into common stock using the treasury stock method.

The table below presents the increase in average shares outstanding, using the treasury stock method, for the diluted
earnings per share calculation for the periods indicated:

Three months ended Nine months ended

September 30, September 30,

2018 2017 2018 2017
Basic weighted average common shares outstanding 11,697,951 11,589,039 11,671,494 11,557,054
Dilutive shares 72,768 80,120 74,441 83,319

Diluted weighted average common shares outstanding 11,770,719 11,669,159 11,745,935 11,640,373

There were 29,260 options outstanding at September 30, 2018 that were determined to be anti-dilutive and therefore
excluded from the calculation of dilutive shares for both the three and nine months ended September 30, 2018. These
options, which were not dilutive at that date, may potentially dilute earnings per share in the future.

(12)Fair Value Measurements

The FASB defines the fair value of an asset or liability to be the price which a seller would receive in an orderly
transaction between market participants (an exit price) and also establishes a fair value hierarchy segregating fair
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value measurements using three levels of inputs: (Level 1) quoted market prices in active markets for identical assets
or liabilities; (Level 2) significant other observable inputs, including quoted prices for similar items in active markets,
quoted prices for identical or similar items in markets that are not active, inputs such as interest rates and yield curves,
volatilities, prepayment speeds, credit risks and default rates which provide a reasonable basis for fair value
determination or inputs derived principally from observed market data; and (Level 3) significant unobservable inputs
for situations in which there is little, if any, market activity for the asset or liability. Unobservable inputs must reflect
reasonable assumptions that market participants would use in pricing the asset or liability, which are developed on the
basis of the best information available under the circumstances.
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The following tables summarize significant assets and liabilities carried at fair value and placement in the fair value
hierarchy at the dates specified:
September 30, 2018
Fair Value Measurements using:

(Dollars in thousands) Fair Value(Levelllgvel 2) (Level 3)
Assets measured on a recurring basis:

Debt securities $433,017 $ —$ 433,017 $ —
Equity securities 1,263 1,263— —

FHLB stock 2,593 — — 2,593
Interest rate swaps 1,123 — 1,123 —

Assets measured on a non-recurring basis:

Impaired loans (collateral dependent) 2,717 — — 2,717

Liabilities measured on a recurring basis:
Interest rate swaps $1,123 $ —$ 1,123 $ —

December 31, 2017
Fair Value Measurements using:

(Dollars in thousands) Fair Value(Levelllgvel 2) (Level 3)
Assets measured on a recurring basis:

Debt securities $405,206 $ —$ 405,206 $ —
Equity securities — — — —

FHLB stock 5,215 — — 5,215
Interest rate swaps 568 — 568 —

Assets measured on a non-recurring basis:

Impaired loans (collateral dependent) 2,696 — — 2,696

Liabilities measured on a recurring basis:
Interest rate swaps $568 $ —$ 568 $ —

The Company did not transfer any assets between the fair value measurement levels during the nine months ended
September 30, 2018 or the year ended December 31, 2017.

All of the Company's debt securities are considered "available-for-sale" and are carried at fair value. The debt
security category above includes federal agency obligations, commercial and residential federal agency MBS,
municipal securities, corporate bonds and certificates of deposits, as held at those dates. The Company utilizes
third-party pricing vendors to provide valuations on its debt securities. Fair values provided by the vendors were
generally determined based upon pricing matrices utilizing observable market data inputs for similar or benchmark
securities in active markets and/or based on a matrix pricing methodology which employs The Bond Market
Association's standard calculations for cash flow and price/yield analysis, live benchmark bond pricing and
terms/condition data available from major pricing sources. Therefore, management regards the inputs and methods
used by third-party pricing vendors to be "Level 2 inputs and methods" as defined in the "fair value hierarchy." The
Company periodically obtains a second price from an impartial third party on debt securities to assess the
reasonableness of prices provided by the primary independent pricing vendor.

The Company's equity portfolio fair value is measured based on quoted market prices for the shares; therefore, these
securities are categorized as Level 1 within the fair value hierarchy.
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The Bank is required to purchase FHLB stock at par value in association with advances from the FHLB. This stock is
classified as a restricted investment and carried at cost which management believes approximates fair value; therefore,
these securities are categorized as Level 3 measures. See Note 1, "Summary of Significant Accounting Policies," Item
(c) "Restricted Instruments" for further information regarding the Company's fair value assessment of FHLB capital
stock.
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Impaired loan balances in the table above represent those collateral dependent impaired commercial loans where
management has estimated the probable credit loss by comparing the loan's fair value against the expected realizable
fair value of the collateral (appraised value, or internal analysis less estimated cost to sell, adjusted as necessary for
changes in relevant valuation factors subsequent to the measurement date). Certain inputs used in these assessments,
and possible subsequent adjustments, are not always observable, and therefore, collateral dependent impaired loans
are categorized as Level 3 within the fair value hierarchy. A specific allowance is assigned to the collateral dependent
impaired loan for the amount of management's estimated probable credit loss. The specific allowances assigned to the
collateral dependent impaired loans amounted to $1.6 million at September 30, 2018 compared to $872 thousand at
December 31, 2017.

The fair values for the interest rate swap assets and liabilities represent a FASB Level 2 measurement and are based on
settlement values adjusted for credit risks and observable market interest rate curves. The settlement values are based
on discounted cash flow analysis, a widely accepted valuation technique, reflecting the contractual terms of the
derivatives, including the period to maturity, and uses observable market-based inputs, including interest rate curves.
Credit risk adjustments consider factors such as the likelihood of default by the Company and its counterparties, its net
exposures and remaining contractual life. The change in value of interest rate swap assets and liabilities attributable to
credit risk was not significant during the reported periods. Refer also to Note 7, "Derivatives and Hedging Activities,"
for additional information on the Company's interest rate swaps.

Letters of credit are conditional commitments issued by the Company to guarantee the financial obligation or
performance of a customer to a third party. The fair value of these commitments was estimated to be the fees charged
to enter into similar agreements, and accordingly these fair value measures are deemed to be FASB Level 2
measurements. In accordance with the FASB, the estimated fair values of these commitments are carried on the
consolidated balance sheet as a liability and amortized to income over the life of the letters of credit, which are
typically one year. The estimated fair value of these commitments carried on the consolidated balance sheet at
September 30, 2018 and December 31, 2017 were deemed immaterial.

Interest rate lock commitments related to the origination of mortgage loans that will be sold are considered derivative
instruments. The commitments to sell loans are also considered derivative instruments. The Company generally does
not pool mortgage loans for sale, but instead sells the loans on an individual basis. To reduce the net interest rate
exposure arising from its loan sale activity, the Company enters into the commitment to sell these loans at essentially
the same time that the interest rate lock commitment is quoted on the origination of the loan. The Company estimates
the fair value of these derivatives based on current secondary mortgage market prices. These commitments are
accounted for in accordance with FASB guidance. The fair values of the Company's derivative instruments are
deemed to be FASB Level 2 measurements. At September 30, 2018 and December 31, 2017, the estimated fair value
of the Company's interest rate lock commitments and commitments to sell these mortgages loans were deemed
immaterial.

The following table presents additional quantitative information about assets measured at fair value on a recurring and
non-recurring basis for which the Company utilized Level 3 inputs (significant unobservable inputs for situations in
which there is little, if any, market activity for the asset or liability) to determine fair value as of September 30, 2018:

Fair  Valuation Unobservable Input Value or

(Dollars in thousands) Unobservable Input

Value Technique Range
Assets measured on a recurring
basis:
FHLB stock $2,503 FHLB Stated Par N/A

Value
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Assets measured on a non-recurring

basis:
Impaired loans (collateral Appraisal of Appraisal
dependent) $2,717 collateral adjustments (1) 3% - 30%

(1) Appraisals may be adjusted by management for qualitative factors such as economic conditions and estimated
liquidation expenses.

Estimated Fair Values of Assets and Liabilities
In addition to disclosures regarding the measurement of assets and liabilities carried at fair value on the consolidated

balance sheet, the Company is also required to disclose fair value information about financial instruments for which it
is practicable to estimate that value, whether or not recognized on the consolidated balance sheet.
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The carrying values, estimated fair values and placement in the fair value hierarchy of the Company's consolidated
financial instruments for which fair value is only disclosed but not recognized on the consolidated balance sheet at the
dates indicated are summarized as follows:
September 30, 2018

Fair value

measurement

%evf}evel 2 Level 3
Il‘tl uts  Inputs

(Dollars in thousands) Carryllggir Value
Amount

Inpu
Financial assets:
Loans held for sale $618 $ 618 $-$618 $ —
Loans, net 2,275,95812 983 — — 2,242,983
Financial liabilities:
Certificates of deposit (including brokered) 378,83%76,319 — 376,319 —
Borrowed funds 497 227 — 227 —
Subordinated debt 14,85713,711 — 13,711

December 31, 2017

Fair value
measurement
. Level
(Dollars in thousands) Carryllggir Value 1 fevel 2 Level 3
Amount

Inplllltlyuts Inputs

Financial assets:

Loans held for sale $208 $ 208 $-$208 $ —
Loans, net 2,236,9886,169 — — 2,236,169
Financial liabilities:

Certificates of deposit (including brokered) 343,08%41,765 — 341,765 —
Borrowed funds 89,00(88,996 — 88,996 —
Subordinated debt 14,84714,208 — 14,208

Excluded from the tables above are certain financial instruments with carrying values that approximated their fair
value at the dates indicated, as they were short-term in nature or payable on demand. These include cash and cash
equivalents, and non-term deposit accounts. The respective carrying values of these instruments would all be
considered to be classified within Level 1 of their fair value hierarchy.

Also excluded from these tables are the fair values of commitments for unused portions of lines of credit and

commitments to originate loans that were short-term, at current market rates and estimated to have no significant
change in fair value.
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Management's discussion and analysis should be read in conjunction with the Company's (also referred to herein as
"Enterprise," "us," "we," or "our") unaudited consolidated interim financial statements and notes thereto contained in
this Form 10-Q and the consolidated financial statements and notes thereto contained in the Company's Annual Report
on Form 10-K for the year ended December 31, 2017 (the "2017 Annual Report on Form 10-K").

Special Note Regarding Forward-Looking Statements

This Quarterly Report on Form 10-Q (this "Form 10-Q") contains certain forward-looking statements concerning
plans, objectives, future events or performance and assumptions and other statements that are other than statements of
historical fact. Forward-looking statements may be identified by reference to a future period or periods or by use of
forward-looking terminology such as "will," "should," "could," "anticipates," "believes," "expects," "intends," "may,"
"plans," "pursue," "views" and similar terms or expressions. Various statements contained in Item 2 - "Management's
Discussion and Analysis of Financial Condition and Results of Operations" and Item 3 - "Quantitative and Qualitative
Disclosures About Market Risk" of this Form 10-Q including, but not limited to, statements related to management's
views on the banking environment and the economy, competition and market expansion opportunities, the interest rate
environment, credit risk and the level of future non-performing assets and charge-offs, potential asset and deposit
growth, future non-interest expenditures and non-interest income growth, and borrowing capacity are forward-looking
statements. The Company cautions readers that such forward-looking statements reflect numerous assumptions and
involve a number of risks and uncertainties that could cause the Company's actual results to differ materially from
those expressed in, or implied by, the forward-looking statement. Any forward-looking statements in this Form 10-Q
are based on information available to the Company as of the date of this Form 10-Q, and the Company undertakes no
obligation to publicly update or otherwise revise any forward-looking statement, whether as a result of new
information, future events or otherwise, except as required by applicable law. The following important factors, among
others, could cause the Company's results for subsequent periods to differ materially from those expressed in any
forward-looking statement made herein: (i) changes in interest rates could negatively impact net interest income; (ii)
changes in the business cycle and downturns in the local, regional or national economies, including deterioration in
the local real estate market, could negatively impact credit and/or asset quality and result in credit losses and increases
in the Company's allowance for loan losses; (iii) changes in consumer spending could negatively impact the
Company's credit quality and financial results; (iv) increasing competition from larger regional and out-of-state
banking organizations as well as non-bank providers of various financial services could adversely affect the
Company's competitive position within its market area and reduce demand for the Company's products and services;
(v) deterioration of securities markets could adversely affect the value or credit quality of the Company's assets and
the availability of funding sources necessary to meet the Company's liquidity needs; (vi) technology-related risk,
including technological changes and technology service interruptions or failure could adversely impact the Company's
operations and increase technology-related expenditures; (vii) cyber-security risk including security breaches and
identity theft could impact the Company's reputation, increase regulatory oversight and impact the financial results of
the Company; (viii) increases in employee compensation and benefit expenses could adversely affect the Company's
financial results; (ix) changes in laws and regulations that apply to the Company's business and operations, including
without limitation, the Dodd-Frank Wall Street Reform and Consumer Protection Act (the "Dodd-Frank Act"), and the
Tax Cuts and Jobs Act enacted on December 22, 2017, the Economic Growth, Regulatory Relief and Consumer
Protection Act enacted on May 24, 2018 and the additional regulations or repeals that may be forthcoming as a result
thereof, could cause the Company to incur additional costs and adversely affect the Company's business environment,
operations and financial results; (x) changes in accounting and/or auditing standards, policies and practices, as may be
adopted or established by the regulatory agencies, FASB, or the Public Company Accounting Oversight Board could
negatively impact the Company's financial results; (xi) our ability to enter new markets successfully and capitalize on
growth opportunities, including the receipt of required regulatory approvals; (xii) future regulatory compliance costs,
including any increase caused by new regulations imposed by the government's current administration; and (xiii) the
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risks and uncertainties described in the documents that the Company files or furnishes to the SEC, including those
discussed under Item 1A, "Risk Factors" of the Company's 2017 Annual Report on Form 10-K, which could have a
material adverse effect on the Company's business, financial condition and results of operations. Therefore, the
Company cautions readers not to place undue reliance on any such forward-looking information and statements.
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Executive Summary

Net income for the three months ended September 30, 2018 of $8.0 million, an increase of $2.5 million, or 45%,
compared to the same three-month period in 2017. Diluted earnings per share were $0.68 for the three months ended
September 30, 2018, compared to $0.47 for the same three-month period in 2017, an increase of 45%. Net income for
the nine months ended September 30, 2018 amounted to $22.4 million, an increase of $5.7 million, or 34%, compared
to the same nine-month period in 2017. Diluted earnings per share were $1.91 for the nine months ended

September 30, 2018, compared to $1.43 for the same nine-month period in 2017, an increase of 34%.

The increase in our 2018 third quarter and year-to-date earnings as compared to 2017 is largely attributable to our
growth over the last twelve months and the positive impact of lower federal income tax rates in 2018 from the 2017
Tax Cuts and Jobs Act (the "2017 Tax Act"). Total assets, loans, and customer deposits have increased 6%, 5%, and
12%, respectively, as compared to September 30, 2017.

Strategically, our focus remains on organic growth and continually planning for and investing in our future, as we
continue to actively look for new branch locations.

Composition of Earnings

The Company's earnings are largely dependent on its net interest income, which is the difference between interest
earned on loans and investments and the cost of funding (primarily deposits and borrowings). Net interest income
expressed as a percentage of average interest earning assets is referred to as net interest margin. The Company reports
net interest margin on a tax equivalent basis ("margin").

Net interest income for the three months ended September 30, 2018 amounted to $27.4 million, an increase of $2.3
million, or 9%, compared to the same period in 2017. Net interest income for the nine months ended September 30,
2018 amounted to $80.6 million, an increase of $9.1 million, or 13%, compared to the nine months ended

September 30, 2017. The increase in net interest income was due largely to loan growth. Average loan balances
(including loans held for sale) increased $163.0 million for the three months ended September 30, 2018, and $195.0
million for the nine months ended September 30, 2018, compared to the same 2017 respective period averages.
Margin was 3.89% for the three months ended September 30, 2018, compared to 4.03% for the three months ended
September 30, 2017. Margin was 3.95% for both the nine months ended September 30, 2018 and September 30, 2017.
See the discussion under the heading "Results of Operations" below, in this Item 2, for further information regarding
changes in margin.

The re-pricing frequency of the Company’s assets and liabilities are not identical, and therefore subject the Company
to the risk of adverse changes in interest rates. This is often referred to as “interest rate risk” and is reviewed in more
detail in Part I, Item 3, “Quantitative and Qualitative Disclosures About Market Risk,” of this Form 10-Q and in Item
7A, “Quantitative and Qualitative Disclosures About Market Risk,” of the Company's 2017 Annual Report on

Form 10-K.

For the three months ended September 30, 2018, the provision to the allowance for loan losses amounted to $750
thousand, compared to $1.2 million during the three months ended September 30, 2017. For the nine months ended
September 30, 2018 and September 30, 2017, the provision to the allowance for loan losses amounted to $2.7 million
and $1.6 million, respectively.
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The primary factor in the increase in the year-to-date provision for loan losses compared to the prior year was a $1.4
million increase in the balance of the allowance for loan losses allocated to impaired and classified loans for the nine
months ended September 30, 2018, compared to a decrease of $762 thousand during the nine months ended
September 30, 2017. This increase in 2018 was primarily due to credit deterioration of impaired and classified
commercial relationships for which management determined that the additional provisions were necessary based on a
review of underlying collateral values, individual business circumstances, and credit metrics.

Also affecting the provision for loan losses compared to the prior year were:

Net charge-offs of $1.0 million for the nine months ended September 30, 2018, compared to net recoveries of $212
thousand for the nine months ended September 30, 2017.

Total non-performing loans as a percentage of total loans amounted to 0.50% at September 30, 2018, compared to
0.57% at September 30, 2017.
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:Fhe ratio of adversely classified loans (substandard, doubtful, loss) to total loans amounted to 1.54% at September 30,
2018, compared to 1.32% at September 30, 2017.

Loan growth for the nine months ended September 30, 2018 was $40.6 million, compared to $179.6 million
during the nine months ended September 30, 2017.

The allowance for loan losses to total loans ratio was 1.49% at September 30, 2018, 1.45% at December 31, 2017 and
1.51% at September 30, 2017.

For further information regarding loan quality statistics and the allowance for loan losses, see the sections below
under the heading "Financial Condition" titled "Asset Quality" and "Allowance for Loan Losses."

Non-interest income for the three months ended September 30, 2018 amounted to $3.7 million, an increase of $280
thousand, or 8%, compared to the same quarter in the prior year. Non-interest income for the nine months ended
September 30, 2018 amounted to $11.2 million, a decrease of $269 thousand, or 2%, compared to the nine months
ended September 30, 2017. The changes in both the quarter and year-to-date periods were primarily due to gains or
losses on investment security sales in the prior periods. In the 2018 year-to-date period, the Company benefited from
increases in investment advisory fees.

Non-interest expense for the quarter ended September 30, 2018 amounted to $20.0 million, an increase of $1.1
million, or 6%, compared to the same quarter in the prior year. For the nine months ended September 30, 2018,
non-interest expense amounted to $60.2 million, an increase of $3.2 million, or 6%, compared to the nine months
ended September 30, 2017. Increases in expenses over the same periods in the prior year primarily related to the
Company's strategic growth and market initiatives, particularly salaries and employee benefits expense, occupancy
and equipment expenses, and other professional costs. The 2018 year-to-date period also included higher advertising
and public relations expenses, which included the Company's Celebration of Excellence, a community recognition
event, in the second quarter of 2018.

The provision for income taxes for the quarter ended September 30, 2018 amounted to $2.4 million, a decrease of
$585 thousand, or 19%, compared to the same quarter in the prior year. The provision for income taxes amounted to
$6.6 million for the nine months ended September 30, 2018, a decrease of $1.1 million, or 14%, compared to the nine
months ended September 30, 2017. Decreases in the income tax provision were primarily due to the positive impact of
the 2017 Tax Act, partially offset by lower tax benefits from equity compensation deductions in the current year
(which amounted to $274 thousand for the nine months ended September 30, 2018, compared to $832 thousand for
the nine months ended September 30, 2017) and higher taxable income levels.

Sources and Uses of Funds

The Company's primary sources of funds are customer and brokered deposits, Federal Home Loan Bank ("FHLB")
borrowings, current earnings and proceeds from the sales, maturities and pay-downs on loans and investment
securities. The Company may also, from time to time, utilize overnight borrowings from correspondent banks.
Additionally, funding for the Company may be generated through equity transactions, including the dividend
reinvestment and direct stock purchase plan or the exercise of stock options, and occasionally the issuance of debt
securities or the sale of new stock. The Company's sources of funds are intended to be used to originate loans,
purchase investment securities, conduct operations, expand the branch network, and pay dividends to stockholders.

The investment portfolio is primarily used to provide liquidity, manage the Company's asset-liability position and to
invest excess funds, providing additional sources of revenue. Total investments, the second-key component of interest
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earning assets, amounted to $434.3 million at September 30, 2018, an increase of $29.1 million, or 7%, since
December 31, 2017, and comprised 15% and 14% of total assets at September 30, 2018 and December 31, 2017,
respectively.

Enterprise's main asset strategy is to grow loans, the largest component of interest earning assets, with a focus on high
quality commercial lending relationships. Total loans, comprising 80% of total assets at September 30, 2018
compared to 81% at December 31, 2017, amounted to $2.31 billion at September 30, 2018, compared to $2.27 billion
at December 31, 2017, an increase of $40.6 million, or 2%. Total commercial loans amounted to $1.98 billion, or 86%
of gross loans, at September 30, 2018, which was consistent with the composition at December 31, 2017.

Management's preferred strategy for funding asset growth is to grow relationship-based deposit balances, preferably

transactional deposits (comprised of demand deposit accounts, checking accounts and traditional savings accounts).
Asset
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growth in excess of transactional deposits is typically funded through non-transactional deposits (comprised of money
market accounts, commercial tiered rate or "investment savings" accounts and term certificates of deposit) and
wholesale funding (brokered deposits and borrowed funds).

At September 30, 2018, customer deposits (total deposits excluding brokered deposits) amounted to $2.49 billion, or
86% of total assets, compared to $2.29 billion, or 81% of total assets, at December 31, 2017. Customer deposits
increased $194.0 million, or 8%, with growth achieved across all deposit categories, with the largest growth in money
market accounts and CD balances.

Wholesale funding amounted to $124.3 million at September 30, 2018, or 4% of total assets, compared to $236.5
million at December 31, 2017, or 8% of total assets. Since December 31, 2017, wholesale funding has decreased
$112.2 million, or 47%. Wholesale funding included primarily brokered CD's at September 30, 2018. At

December 31, 2017, wholesale funding included brokered CD's of $147.5 million and FHLB advances of $89.0
million. The Company's level of wholesale funding has decreased since December 31, 2017 as increases in customer
deposit balances have exceeded loan growth.

Opportunities and Risks

This Opportunities and Risks discussion should be read in conjunction with Item 1A "Risk Factors," and the section
titled "Opportunities and Risks" contained in Item 7 "Management's Discussion and Analysis of Financial Conditions
and Results of Operations" included in the Company's 2017 Annual Report on Form 10-K, which addresses other
factors and details that could adversely affect the Company's business, reputation, its future results of operations and
financial condition.

The Company's business model is to provide a full range of diversified financial products and services through a
highly-trained staff of knowledgeable banking professionals, with an in-depth understanding of our markets, and a
commitment to open and honest communication with customers.

Enterprise faces robust competition to attract and retain customers within existing and neighboring geographic
markets. The Company's ability to achieve its long-term strategic growth and market share objectives will depend in
part upon management's continued success in differentiating the Company in the marketplace and its ability to
strengthen its competitive position. Management believes the Company has differentiated itself from the competition
by building a solid reputation within the local market as a dependable commercial-focused community bank,
delivering consistent and exceptional customer service, offering competitive products and taking an active role in
support of the communities we serve. The Company actively seeks to increase market share and strengthen its
competitive position through continuous reviews of deposit product offerings, cash management and ancillary services
and state-of-the-art delivery channels, targeted to businesses, non-profits, professional practice groups, municipalities
and consumers' needs. In addition, Enterprise carefully plans market expansion through active development of new
branch locations, identifying markets strategically located to complement existing locations while expanding the
Company's geographic market footprint. In July 2017, the Company opened its 24 branch office, located in
Windham, NH, its 7t branch in Southern New Hampshire. In addition, the Company recently relocated the Salem,
NH and Leominster, MA branches. We believe these two new, larger, and custom-designed branches, in prime
locations, will provide improved, state-of-the-art experiences in these communities to better serve and attract
customers. Our consistent branch expansion is aimed at achieving not only deposit market share growth, but also is
intended to contribute to loan originations and generate referrals for investment advisory and wealth management,
trust and insurance services, and cash management products.

Management continues to undertake significant strategic initiatives, including investments in employee hiring,
training and development; marketing and public relations; technology and electronic delivery methods; ongoing
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improvements, renovations or strategic relocation of existing facilities; and the continued cultivation of recently added
branches. Industry consolidation also provides management the opportunity to recruit experienced banking
professionals with market knowledge who complement the Enterprise sales and service culture. While management
recognizes that such investments increase expenses in the short term, Enterprise believes that such initiatives are a
necessary investment in the long-term growth and earnings potential of the Company and will help the Company to
capitalize on current opportunities in the marketplace for community banks such as Enterprise. However, lower than
expected returns on these investments, such as slower than anticipated loan and deposit growth in new branches
and/or lower than expected adoption rates or income generated from new technology or initiatives, could decrease
anticipated revenues and net income on such investments in the future.

Changes in government regulation or oversight could affect the Company in substantial and unpredictable ways. The
current administration's legislative agenda is not yet fully known, but it may include certain deregulatory measures for
the banking industry, including the structure and powers of the Consumer Finance Protection Bureau and other areas
under the Dodd-Frank Act, in addition to extensive corporate tax reform contained in the 2017 Tax Act enacted in
December 2017 and the Economic
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Growth, Regulatory Relief and Consumer Protection Act enacted on May 24, 2018. Accordingly, it is difficult to
anticipate the continued impact that this expansive legislation, if or when fully enacted, will have on the Company, its
customers and the financial industry generally. The Company maintains a Compliance Management Program (the
"CMP") designed to meet regulatory and legislative requirements. The CMP provides a framework for tracking and
implementing regulatory changes, monitoring the effectiveness of policies and procedures, conducting compliance
risk assessments, and educating employees in matters relating to regulatory compliance.

Operational risk includes the threat of loss from inadequate or failed internal processes, people, systems or external
events, due to, among other things: fraud or error; the inability to deliver products or services; failure to maintain a
competitive position; lack of, or insufficient information security, cyber-security or physical security; inadequate
procedures or controls followed by third-party service providers; or violations of ethical standards. In addition to
intensive and ongoing employee training and employee and customer awareness campaigns, controls to manage
operational risk include, but are not limited to, technology administration, information security, third-party
management, and disaster recovery and business continuity planning. Any system of controls or contingency plan,
however well designed and operated, is based in part on certain assumptions and can provide only reasonable, not
absolute, assurances that the objectives of the controls and procedures will be met. Any breakdown in the integrity of
these information systems, infrastructure, or cyber-security measures, or the Company's inability to identify, respond
and correct such breakdown, could result in a loss of customer business, expose customers' personal information to
unauthorized parties, damage the Company's reputation, subject the Company to increased costs and additional
regulatory scrutiny, and expose the Company to civil litigation and possible financial liability, any of which could
have a material adverse effect on the Company's business, financial condition and results of operations.

Accounting Policies/Critical Accounting Estimates

As discussed in the Company's 2017 Annual Report on Form 10-K, the three most significant areas in which
management applies critical assumptions and estimates that are particularly susceptible to change relate to the
determination of the allowance for loan losses, impairment review of investment securities and the impairment review
of goodwill. The Company has not changed its significant accounting and reporting policies from those disclosed in
its 2017 Annual Report on Form 10-K.

Financial Condition

Total assets increased $73.0 million, or 3%, since December 31, 2017, to $2.89 billion at September 30, 2018. The
balance sheet composition and changes since December 31, 2017 are discussed below.

Cash and cash equivalents

Cash and cash equivalents is comprised of cash on hand and cash items due from banks, interest-earning deposits
(deposit accounts, excess reserve cash balances, money markets, and money market mutual funds accounts) and
federal funds ("fed funds") sold. Cash and cash equivalents amounted to 2% of total assets at both September 30, 2018
and December 31, 2017. Balances in cash and cash equivalents will fluctuate due primarily to the timing of net deposit
flows, borrowing and loan inflows and outflows, investment purchases and maturities, calls and sales proceeds, and
the immediate liquidity needs of the Company.

Investments

At September 30, 2018, the fair value of the investment portfolio amounted to $434.3 million, an increase of $29.1
million, or 7%, since December 31, 2017. The investment portfolio represented 15% of total assets at September 30,
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2018 and 14% of total assets at December 31, 2017. The Company had only debt securities at December 31, 2017, as
the equity portfolio was liquidated during 2017 in order to reduce the magnitude of the impact from market
fluctuations on earnings due to new accounting rules in effect January 1, 2018. As of September 30, 2018, the
investment portfolio was primarily comprised of debt securities, with a small portion of the portfolio invested in
equity securities.

During the nine months ended September 30, 2018, the Company purchased $71.1 million in securities. The Company
had principal pay downs, calls and maturities totaling $26.7 million during the nine months ended September 30,
2018.

During the nine months ended September 30, 2018, management sold debt securities with an amortized cost of
approximately $1.3 million realizing net losses on sales of $33 thousand. For the nine months ended September 30,
2017, the Company recognized net gains of $485 thousand on investment sales, primarily from equity securities
mostly offset by losses realized from a debt security portfolio restructuring.
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See also Note 2, "Investment Securities," and Note 12, "Fair Value Measurements," to the Company's unaudited
consolidated interim financial statements contained in Item 1 above for further information regarding the Company's
unrealized gains and losses on debt securities, including information about investments in an unrealized loss position
for which an other-than-temporary impairment has or has not been recognized, and investments pledged as collateral,
as well as the Company's fair value measurements for investment securities.

Debt Securities
The following table summarizes the fair value of debt securities at the dates indicated:

September 30, December 31, September 30,

2018 2017 2017
(Dollars in thousands) Amount Percent Amount Percent Amount Percent
Federal agency obligations) $48,277 11.1 % $51,717 12.8 % $75,072 19.6 %

Residential federal agency MBS 156,123  36.1 % 140,154 34.6 % 100,958 264 %
Commercial federal agency MBS 76,187  17.6 % 66,500 16.4 % 64,796 169 %

Municipal securities 139,137 32.1 % 134,346 33.2 % 129,762 339 %
Corporate bonds 12,3499 29 % 11,542 28 % 11,356 3.0 %
Certificates of deposits® 944 0.2 % 947 0.2 % 952 02 %
Total debt securities $433,017 100.0% $405,206 100.0% $382,896 100.0%

These categories may include investments issued or guaranteed by government sponsored enterprises such as
Fannie Mae ("FNMA"), Freddie Mac ("FHLMC"), Federal Farm Credit Bank ("FFCB"), or one of several Federal
Home Loan Banks, as well as, investments guaranteed by Ginnie Mae ("GNMA"), a wholly-owned government
entity.

Certificates of deposits ("CDs") represent term deposits issued by banks that are subject to FDIC insurance and
purchased on the open market.

ey

2)

Included in the residential and commercial federal agency MBS categories were collateralized mortgage obligations
(“CMOs”) issued by U.S. agencies totaling $198.7 million, $171.7 million, and $110.2 million at September 30, 2018,
December 31, 2017 and September 30, 2017, respectively.

Net unrealized losses on the debt securities portfolio amounted to $11.9 million at September 30, 2018, compared to
net unrealized gains of $507 thousand at December 31, 2017 and $3.6 million at September 30, 2017. The Company
attributes the increase in net unrealized losses in the current period to the impact of increases in current market yields
compared to the yields at the time the investments were purchased by the Company. Unrealized gains or losses on
debt securities are carried on the balance sheet and will be recognized in the statements of income if the investments
are sold. However, should an investment be deemed "other-than-temporarily impaired" ("OTTI"), the Company is
required to write-down the fair value of the investment. See “Impairment Review of Securities” under the heading
“Critical Accounting Estimates” in Item 7 of the Company's 2017 Annual Report on Form 10-K for additional
information regarding the accounting for OTTIL.

Equity Securities

As of September 30, 2018, the Company held equity securities with a fair value of $1.3 million, compared to no
equity securities at December 31, 2017 and $3.0 million at September 30, 2017. In the first quarter of 2018, the
Company adopted ASU 2016-01, "Financial Instruments - Overall (Subtopic 825-10): Recognition and Measurement
of Financial Assets and Financial Liabilities," and as a result the fair value fluctuations associated with the equity

80



Edgar Filing: ENTERPRISE BANCORP INC /MA/ - Form 10-Q

portfolio is recognized in the Company’s consolidated statement of income, in the "Other income" line item. During
the three and nine months ended September 30, 2018, the Company’s fair value gain (loss) on equity securities was
immaterial. The fair value changes of equity securities that will be recognized in net income in the future will depend
on the amount of dollars invested in equities and the magnitude of changes in equity market values.

Federal Home Loan Bank Stock
The Bank is required to purchase stock of the FHLB at par value in association with advances from the FHLB; this

stock is classified as a restricted investment and carried at cost, which management believes approximates fair value.
The Company's
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investment in FHLB stock was $2.6 million at September 30, 2018, $5.2 million at December 31, 2017 and $7.2
million at September 30, 2017.

See Note 1, "Summary of Significant Accounting Policies," Item (c), "Restricted Instruments," to the Company's
unaudited consolidated interim financial statements contained in Item 1 above for further information regarding the
Company's investment in FHLB stock.

Loans

Total loans represented 80% of total assets at September 30, 2018 and 81% of total assets at December 31, 2017.
Total loans increased $40.6 million, or 2%, compared to December 31, 2017, and $108.1 million, or 5%, since
September 30, 2017. The 2018 year-to-date compression in the rate of net loan growth was due to declines in both
commercial loan originations and line advances, and higher levels of refinances and paydowns compared to the prior
year. The mix of loans within the portfolio remained relatively unchanged with commercial loans amounting to
approximately 86% of gross loans at September 30, 2018, reflecting a continued focus on commercial loan growth.

The following table sets forth the loan balances by certain loan categories at the dates indicated and the percentage of
each category to gross loans:

September 30, 2018 December 31,2017  September 30, 2017
(Dollars in thousands) Amount Percent Amount Percent Amount Percent
Commercial real estate $1,254,066 54.2 % $1,201,351 529 % $1,153,108 523 %
Commercial and industrial 477,897 20.7 % 498,802 21.9 % 512,736 233 %
Commercial construction 252,868 10.9 % 274,905 12.1 % 245,453 11.1 %

Total commercial loans 1,984,831 85.8 % 1,975,058 86.9 % 1,911,297 86.7 %
Residential mortgages 220,015 9.5 % 195,492 8.6 % 194,375 88 %
Home equity loans and lines 98,369 43 % 91,706 4.0 9% 89,044 40 %
Consumer 9,725 04 % 10,293 0.5 % 10,085 05 %
Total retail loans 328,109 142 % 297,491 13.1 % 293,504 133 %
Gross loans 2,312,940 100.0% 2,272,549 100.0% 2,204,801 100.0%
Deferred fees, net (2,448 ) (2,645 ) (2,428 )

Total loans 2,310,492 2,269,904 2,202,373

Allowance for loan losses (34,534 ) (32,915 ) (33,184 )

Net loans $2,275,958 $2,236,989 $2,169,189

As of September 30, 2018, commercial real estate loans increased $52.7 million, or 4%, compared to December 31,
2017, and increased 9% compared to September 30, 2017. Commercial real estate loans are typically secured by a
variety of owner-use and non-owner occupied (investor) commercial and industrial property types including
one-to-four and multi-family apartment buildings, office, industrial or mixed-use facilities, strip shopping centers or
other commercial properties and are generally guaranteed by the principals of the borrower.

As of September 30, 2018, commercial and industrial loans balances decreased $20.9 million, or 4%, compared to
December 31, 2017 and decreased 7% compared to September 30, 2017. These loans include seasonal revolving lines
of credit, working capital loans, equipment financing (including equipment leases), and term loans. Also included in
commercial and industrial loans are loans partially guaranteed by the U.S. Small Business Administration ("SBA"),
and loans under various programs and agencies. Commercial and industrial credits may be unsecured loans and lines
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to financially strong borrowers, loans secured in whole or in part by real estate unrelated to the principal purpose of
the loan or secured by inventories, equipment, or receivables, and are generally guaranteed by the principals of the
borrower.

Commercial construction loans decreased by $22.0 million, or 8%, since December 31, 2017, but increased 3%
compared to September 30, 2017. Commercial construction loans include the development of residential housing and
condominium projects, the development of commercial and industrial use property and loans for the purchase and
improvement of raw land.
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These loans are secured in whole or in part by underlying real estate collateral and are generally guaranteed by the
principals of the borrowers. In many cases, these loans move into the permanent commercial real estate portfolio when
the construction phase is completed.

Retail loan balances increased by $30.6 million, or 10%, since December 31, 2017, and have increased by 12% since
September 30, 2017. The increase over the same period in the prior year was primarily with loans secured by
residential property.

At September 30, 2018, commercial loan balances participated out to various banks amounted to $74.8 million,
compared to $70.7 million at December 31, 2017, and $67.7 million at September 30, 2017. These balances
participated out to other institutions are not carried as assets on the Company's financial statements. Commercial loans
originated by other banks in which the Company is a participating institution are carried at the pro-rata share of
ownership and amounted to $69.7 million, $91.6 million and $89.4 million at September 30, 2018, December 31,
2017, and September 30, 2017, respectively. In each case, the participating bank funds a percentage of the loan
commitment and takes on the related pro-rata risk. The rights and obligations of each participating bank are divided
proportionately among the participating banks in an amount equal to their share of ownership and with equal priority
among all banks. Participating loans with other institutions provide banks the opportunity to retain customer
relationships and reduce credit risk exposure among each participating bank, while providing customers with larger
credit vehicles than the individual bank might be willing or able to offer independently.

See Note 3, "Loans," to the Company's unaudited consolidated interim financial statements contained in Item 1 of this
Form 10-Q for information on loans serviced for others and loans pledged as collateral.

Credit Risk

Inherent in the lending process is the risk of loss due to customer non-payment, or "credit risk." The Company's
commercial lending focus may entail significant additional credit risks compared to long-term financing on existing,
owner-occupied residential real estate. The Company seeks to lessen its credit risk exposure by managing its loan
portfolio to avoid concentration by industry, relationship size, and source of repayment, and through sound
underwriting practices and the risk management function; however, management recognizes that loan losses will
occur and that the amount of these losses will fluctuate depending on the risk characteristics of the loan portfolio and
economic conditions.

Non-performing assets are comprised of non-accrual loans, deposit account overdrafts that are more than 90 days past
due and OREO. The designation of a loan or other asset as non-performing does not necessarily indicate that loan
principal and interest will ultimately be uncollectible. However, management recognizes the greater risk
characteristics of these assets and therefore considers the potential risk of loss on assets included in this category in
evaluating the adequacy of the allowance for loan losses. The level of delinquent and non-performing assets is largely
a function of economic conditions and the overall banking environment and the individual business circumstances of
borrowers. Despite prudent loan underwriting, adverse changes within the Company's market area, or deterioration in
local, regional or national economic conditions, could negatively impact the Company's level of non-performing
assets in the future.
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Asset Quality

The following table sets forth information regarding non-performing assets, trouble debt restructuring ("TDR") loans
and delinquent loans 60-89 days past due as to interest or principal, held by the Company at the dates indicated:

(Dollars in thousands) September 30, December 31, September 30,

2018 2017 2017
Non-accrual loan summary:
Commercial real estate $7,180 $6,751 $8,058
Commercial and industrial 3,123 1,294 3,428
Commercial construction 185 193 197
Residential 482 262 267
Home equity 535 463 477
Consumer 106 34 35
Total non-accrual loans 11,611 8,997 12,462
Overdrafts > 90 days past due 10 35 27
Total non-performing loans 11,621 9,032 12,489
OREO — — —
Total non-performing assets $11,621 $9,032 $12,489
Total Loans $2,310,492 $2,269,904  $2,202,373
Accruing TDR loans not included above $17,870 $17,356 $17,301
Delinquent loans 60-89 days past due and still accruing $1,787 $1,026 $746
Loans 60-89 days past due and still accruing to total loans  0.08 % 0.05 % 0.03 %
Adversely classified loans to total loans 1.54 % 1.16 % 1.32 %
Non-performing loans to total loans 0.50 % 0.40 % 0.57 %
Non-performing assets to total assets 0.40 % 0.32 % 0.46 %
Allowance for loan losses $34,534 $32,915 $33,184
Allowance for loan losses to non-performing loans 297.17 % 364.43 % 265.71 %
Allowance for loan losses to total loans 1.49 % 1.45 % 1.51 %

The net increase in non-accrual loans since December 31, 2017 was due primarily to the migration of commercial
relationships in the commercial and industrial, and commercial real estate portfolios. These additions, among others,
were partially offset by principal paydowns and credit rating upgrades during the period. The majority of non-accrual
loans were also carried as impaired loans during the periods and the changes since December 31, 2017 are discussed
further below.

At September 30, 2018 and December 31, 2017, the Company had adversely classified loans (loans carrying
"substandard," "doubtful" or "loss" classifications) amounting to $35.5 million and $26.4 million, respectively. Total
adversely classified loans amounted to 1.54% of total loans at September 30, 2018, compared to 1.16% at

December 31, 2017. The increase in adversely classified loans since December 31, 2017 encompassed the non-accrual
additions noted above, as well as additional credit downgrades on commercial relationships that, based on
management's review, did not warrant non-accrual or impaired status at September 30, 2018. Adversely classified
loans that were performing but possessed potential weaknesses and, as a result, could ultimately become
non-performing loans amounted to $24.0 million at September 30, 2018 and $17.4 million at December 31, 2017. The
remaining balances of adversely classified loans were non-accrual loans, amounting to $11.5 million at September 30,
2018 and $9.0 million at December 31, 2017. Non-accrual loans that were not adversely classified amounted to $83
thousand and $21 thousand at September 30, 2018 and December 31, 2017, respectively, and primarily represented
the guaranteed portions of non-performing SBA loans.
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Total impaired loans amounted to $29.5 million and $26.3 million at September 30, 2018 and December 31, 2017,
respectively. Total accruing impaired loans amounted to $17.9 million and $17.4 million at September 30, 2018 and
December 31, 2017, respectively, while non-accrual impaired loans amounted to $11.6 million and $8.9 million as of
September 30, 2018 and December 31, 2017, respectively.
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In management's opinion, the majority of impaired loan balances at September 30, 2018 and December 31, 2017 were
supported by expected future cash flows or, for those collateral dependent loans, the net realizable value of the
underlying collateral. Based on management's assessment at September 30, 2018, impaired loans totaling $24.2
million required no specific reserves and impaired loans totaling $5.2 million required specific reserve allocations of
$2.5 million. At December 31, 2017, impaired loans totaling $22.2 million required no specific reserves and impaired
loans totaling $4.1 million required specific reserve allocations of $1.4 million. Management closely monitors
impaired relationships for the individual business circumstances, and underlying collateral or credit deterioration to
determine if additional reserves are necessary.

Total TDR loans included in the impaired loan amounts above as of September 30, 2018 and December 31, 2017 were
$21.5 million and $20.3 million, respectively. TDR loans on accrual status amounted to $17.9 million and $17.4
million at September 30, 2018 and December 31, 2017, respectively. TDR loans included in non-performing loans
amounted to $3.6 million at September 30, 2018 and $2.9 million at December 31, 2017. The Company continues to
work with customers, particularly commercial relationships, and enters into loan modifications (which may or may not
be TDRs) to the extent deemed to be necessary or appropriate while attempting to achieve the best mutual outcome
given the individual financial circumstances and future prospects of the borrower.

The Company carried no OREO at September 30, 2018, December 31, 2017 and September 30, 2017. There were no
additions, sales or write-downs on OREO during the nine months ended September 30, 2018 or 2017.

Allowance for Loan Losses

The allowance for loan losses is an estimate of probable credit risk inherent in the loan portfolio as of the specified
balance sheet dates. On a quarterly basis, management prepares an estimate of the allowance necessary to cover
estimated probable credit losses. The Company maintains the allowance at a level that it deems adequate to absorb all
reasonably anticipated probable losses from specifically known and other credit risks associated with the portfolio.
Management closely monitors the credit quality of individual delinquent and non-performing relationships, industry
concentrations, the local and regional real estate market and current economic conditions.

There have been no material changes to the Company's underwriting practices, credit risk management system, or to
the allowance assessment methodology used to estimate loan loss exposure as reported in the 2017 Annual Report on
Form 10-K. Please refer to Note 4, "Allowance for Loan Losses," to the Company's consolidated financial statements
contained in the 2017 Annual Report on Form 10-K for further discussion of management's methodology used to
estimate a sufficient allowance for loan losses, the credit risk management function and adversely classified loan
rating system.

The allowance for loan losses to total loans ratio was 1.49% at September 30, 2018, 1.45% at December 31, 2017, and
1.51% at September 30, 2017. Based on management's judgment as to the existing credit risks inherent in the loan
portfolio, as discussed above under the headings "Credit Risk" and "Asset Quality," management believes that the
Company's allowance for loan losses is adequate to absorb probable losses from specifically known and other
probable credit risks associated with the portfolio as of September 30, 2018.
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The following table summarizes the activity in the allowance for loan losses for the periods indicated:

(Dollars in thousands)
Balance at beginning of year

Provision charged to operations
Recoveries on charged-off loans:

Commercial real estate

Commercial and industrial

Commercial construction

Residential

Home equity

Consumer

Total recoveries
Charged-off loans

Commercial real estate

Commercial and industrial

Commercial construction

Residential

Home equity

Consumer

Total charged off

Net loans charged off (recovered)

Ending Balance

Nine Months Ended
September 30,

2018 2017
$32,915 $31,342
2,650 1,630
21 193

202 391

52 3

36 6

311 593
1,231 321

111 60
1,342 381
1,031 212 )
$34,534 $33,184

Annualized net loans charged off (recovered): Average loans outstanding 0.06

% (0.01 )%

See Note 4, “Allowance for Loan Losses” to the Company's consolidated financial statements, contained in Item 1 in
this Form 10-Q, for further information regarding credit quality and the allowance for loan losses.
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Deposits

Total deposits amounted to $2.61 billion as of September 30, 2018, an increase of $170.4 million, or 7%, compared to
December 31, 2017. Total deposits as a percentage of total assets were 90% at September 30, 2018 and 87% at
December 31, 2017.

The following table sets forth the deposit balances by certain categories at the dates indicated and the percentage of
each category to total deposits:

September 30, 2018 December 31, 2017 September 30, 2017

(Dollars in thousands) Amount Percent Amount Percent Amount Percent
Non-interest bearing demand deposits $735,828 28.2 % $705,846 289 % $717,879 312 %
Interest-bearing checking 401,138 154 % 391,111 16.0 % 359,308 15.6 %
Total checking 1,136,966 43.6 % 1,096,957 449 % 1,077,187 46.8 %
Savings 196,793 7.5 % 193,385 79 % 198,595 8.6 %
Money markets 899,120 344 % 807,931 33.1 % 770,006 334 %
Total savings/money markets 1,095913 419 % 1,001,316 41.0 % 968,601 420 %
Certificates of deposit (CDs) 254,994 9.8 % 195,599 8.0 % 174,393 76 %
Total customer deposits 2,487,873 953 % 2,293,872 93.9 % 2,220,181 96.4 %
Brokered deposits (1) 123,839 47 % 147,490 6.1 % 82,492 36 %
Total deposits $2,611,712 100.0% $2,441,362 100.0% $2,302,673 100.0%

(1)Brokered CDs $250,000 and under.

As of September 30, 2018, customer deposits (deposits, excluding brokered deposits) increased $194.0 million, or 8%,
since December 31, 2017, and $267.7 million, or 12%, since September 30, 2017. There were increases across all
deposit categories since December 31, 2017, with the largest growth in money market accounts and CD balances.

Total customer deposits include reciprocal balances received from participating banks in nationwide deposit networks
as a result of our customers electing to participate in Company offered programs which allow for enhanced FDIC
insurance. Essentially, the equivalent of the original deposited funds comes back to the Company as customer deposits
within the appropriate category under total customer deposits. The Company's balances in these reciprocal products
were $284.8 million, $249.6 million and $222.7 million at September 30, 2018, December 31, 2017 and

September 30, 2017, respectively.

Management utilizes brokered deposits as cost effective wholesale funding sources to support continued loan growth
and as part of the Company's asset-liability management strategy to protect against rising rates. At September 30,
2018, December 31, 2017, and September 30, 2017 brokered deposits were comprised only of selected term brokered
CDs from large money center banks in increments of $250,000 or less. As of September 30, 2018, brokered CDs
decreased $23.7 million, or 16%, compared to December 31, 2017. Brokered CDs outstanding at September 30, 2018
had a weighted average remaining life of less than six months. See also "Wholesale Funding" below.

Borrowed Funds

The Company had borrowed funds of $497 thousand at September 30, 2018 linked to outstanding commercial loans
under a community reinvestment program of the FHLB. At December 31, 2017 and September 30, 2017, borrowed
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funds, comprised wholly of FHLB borrowings, amounted to $89.0 million and $149.3 million, respectively.

At September 30, 2018, the Bank had the capacity to borrow additional funds from the FHLB of up to approximately
$530.0 million and capacity to borrow from the FRB Discount Window of approximately $135.0 million.
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Wholesale Funding

Wholesale funding includes brokered deposits and borrowed funds as discussed above. Since December 31, 2017,
wholesale funding has decreased $112.2 million, or 47%, as customer deposit growth has exceeded loan growth.

The following table sets forth the breakout of wholesale funding by composition at the dates indicated and the
percentage of each category to total wholesale funding:
September 30, December 31, September 30,
2018 2017 2017
(Dollars in thousands) Amount Percent Amount Percent Amount Percent
Brokered deposits $123,839 99.6 % $147,490 62.4 % $82,492 35.6 %
Borrowed funds 497 04 % 89,000 37.6 % 149,255 644 %
Wholesale funding ~ $124,336 100.0% $236,490 100.0% $231,747 100.0%

See "Liquidity" below for additional information.
Subordinated Debt

The Company had $14.9 million (net of deferred issuance costs) of outstanding subordinated debt at September 30,
2018, compared to $14.8 million at both December 31, 2017 and September 30, 2017, which consisted of $15.0
million in aggregate principal amount of Fixed-to-Floating Rate Subordinated Notes (the "Notes") issued in January
2015, in a private placement to an accredited investor. See also Note 6, "Borrowed Funds and Subordinated Debt," to
the Company's unaudited consolidated interim financial statements contained in Item 1 above for further information
regarding the Company's subordinated debt.

Liquidity

Liquidity is the ability to meet cash needs arising from, among other things, fluctuations in loans, investments,
deposits and borrowings. Liquidity management is the coordination of activities so that cash needs are anticipated and
met readily and efficiently. The Company's liquidity policies are set and monitored by the Company's Board of
Directors (the "Board"). The duties and responsibilities related to asset-liability management matters are also covered
by the Board. The Company's asset-liability objectives are to engage in sound balance sheet management strategies,
maintain liquidity, provide and enhance access to a diverse and stable source of funds, provide competitively priced
and attractive products to customers and conduct funding at a low cost relative to current market conditions. Funds
gathered are used to support current commitments, to fund earning asset growth, and to take advantage of selected
leverage opportunities.

The Company's liquidity is maintained by projecting cash needs, balancing maturing assets with maturing liabilities,
monitoring various liquidity ratios, monitoring deposit flows, maintaining cash flow within the investment portfolio,
and maintaining wholesale funding resources.

At September 30, 2018, the Company's wholesale funding sources primarily included borrowing capacity at the FHLB
(generally overnight and short-term advances) and brokered deposits (generally short or long term CDs). In addition,
the Company maintains overnight fed fund purchase arrangements with correspondent banks and has access to the
FRB Discount Window.

Management believes that the Company has adequate liquidity to meet its obligations. However, if, as a result of

general economic conditions or other events, these sources of external funding become restricted or are eliminated, the
Company may not be able to raise adequate funds or may incur substantially higher funding costs or operating
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restrictions in order to raise the necessary funds to support the Company's operations and growth.
The Company has in the past also increased capital and liquidity by offering shares of the Company's common stock

for sale to its existing stockholders and new investors and through the issuance of subordinated debt. See "Capital
Resources," below for information on the Company's capital planning.
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Capital planning by the Company and the Bank considers current capital needs and anticipated future growth.
Historically, the primary sources of capital for the Company and the Bank have been proceeds from the issuance of
common stock and subordinated debt. Ongoing sources of capital include the retention of earnings, less dividends

paid, proceeds from the exercise of employee stock options and proceeds from purchases of shares pursuant to the
Company’s dividend reinvestment plan and direct stock purchase plan (together, the "DRSPP"). The Company believes
its current capital is adequate to support ongoing operations.

Management believes, as of September 30, 2018, that the Company and the Bank met all capital adequacy
requirements to which they were subject. As of September 30, 2018, the Company met the definition of "well
capitalized" under the applicable Federal Reserve Board regulations and the Bank qualified as "well capitalized" under
the prompt corrective action regulations of Basel III and the FDIC.

The Company's and the Bank's actual capital amounts and ratios are presented as of September 30, 2018 in the tables

below:
Minimum Capital Minimum Capital

Actual for Capital Adequacy To Be
Purposes(!) Well Capitalized®
(Dollars in thousands) Amount Ratio Amount Ratio Amount Ratio
The Company
Total Capital (to risk weighted assets) $290,819 11.98% $ 194,203 8.00 % N/A N/A
Tier 1 Capital (to risk weighted assets) $245.566 10.12% $ 145,652 6.00 % N/A N/A

Tier 1 Capital (to average assets) or Leverage ratio $245,566 8.34 % $117,735 4.00 % N/A N/A
Common equity tier 1 capital (to risk weighted assets) $245,566 10.12% $ 109,239 4.50 % N/A N/A

The Bank
Total Capital (to risk weighted assets) $290,630 11.97% $ 194,203 8.00 % $242,754 10.00 %
Tier 1 Capital (to risk weighted assets) $260,234 10.72% $ 145,652 6.00 % $194,203 8.00 %

Tier 1 Capital (to average assets) or Leverage ratio $260,234 8.84 % $117,802 4.00 % $147,253 5.00 %
Common equity tier 1 capital (to risk weighted assets) $260,234 10.72% $ 109,239 4.50 % $157,790 6.50 %

(1) Before application of the capital conservation buffer of 1.875% as of September 30, 2018, see discussion below.
(2) For the Bank to qualify as “well capitalized," it must maintain at least the minimum ratios listed. This prompt
corrective action framework does not apply to the Company.

Under regulations adopted by the federal bank regulatory agencies known as the “Basel III Rules,” capital ratio
requirements increased in January 2015 for all banking organizations, and also include a "capital conservation buffer,"
of 2.50% above the regulatory minimum risk-based capital adequacy requirements shown above. The capital
conservation buffer requirement began to be phased in beginning in January 2016 at 0.625% of risk-weighted assets
and will increase by that amount each year until fully implemented in January 2019. If a banking organization dips
into its capital conservation buffer it may be restricted in its ability to pay dividends and discretionary bonus payments
to its executive officers. Both the Company's and the Bank's actual ratios, as outlined in the table above, would exceed
the Basel III risk-based capital requirement with full capital conservation buffer as of September 30, 2018.
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The Basel III minimum capital ratio requirements as applicable to the Company and the Bank in 2019 after the full
phase-in period are summarized in the table below:
Basel III Minimum for

Capital Adequacy Basel III Additional Capital Basel III "Adequate" Ratio with

Conservation Buffer Capital Conservation Buffer
Purposes
Total Capital (to risk 8.00% 2.50% 10.50%
weighted assets)
Tier I Capital (to risk 6.00% 2.50% 8.50%
weighted assets)
Tier 1 Capital (to average g0 9 4.00%
assets) or Leverage ratio
Common equity tier 1
capital (to risk weighted 4.50% 2.50% 7.00%

assets)

The Company maintains a DRSPP which enables stockholders, at their discretion, to elect to reinvest cash dividends
paid on their shares of the Company's common stock by purchasing additional shares of common stock from the
Company at a purchase price equal to fair market value. Under the DRSPP, stockholders and new investors also have
the opportunity to purchase shares of the Company's common stock without brokerage fees, subject to monthly
minimums and maximums.

For the nine months ended September 30, 2018, the Company paid $5.1 million in cash dividends. Stockholders
utilized the dividend reinvestment portion of the DRSPP to purchase an aggregate of 30,251 shares of the Company's
common stock, totaling $1.1 million. The direct purchase component of the DRSPP was used by stockholders to
purchase 2,511 shares of the Company's common stock, totaling $89 thousand, during the nine months ended
September 30, 2018.

On October 16, 2018, the Company announced a quarterly dividend of $0.145 per share to be paid on December 3,
2018 to stockholders of record as of November 12, 2018. The 2018 dividend rate represents a 7.4% increase over the
2017 dividend rate.

For further information about the Company's capital, see Note 8 and Note 10, both titled "Stockholders' Equity," to the
Company's unaudited consolidated financial statements contained in Item 1 of this Form 10-Q and to the Company's
consolidated financial statements contained in the 2017 Annual Report on Form 10-K, respectively.

Assets Under Management

Total assets under management includes total assets, loans serviced for others and investment assets under
management. Loans serviced for others and investment assets under management are not carried as assets on the
Company's consolidated balance sheet, and as such, total assets under management is not a financial measurement
recognized under GAAP, however management believes its disclosure provides information useful in understanding
the trends in total assets under management.

The Company provides a wide range of investment advisory and wealth management services, including brokerage,
trust, and investment management (together, "investment advisory services"). Also included in the investment assets
under management total are customers' commercial sweep arrangements that are invested in third-party money market
mutual funds.
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As of September 30, 2018, investment assets under management, which are reflected at fair market value, increased
$38.1 million, or 5%, since December 31, 2017 and increased $82.5 million, or 10%, since September 30, 2017.

As of September 30, 2018, total assets under management increased $114.0 million, or 3%, since December 31, 2017
and $252.9 million, or 7%, since September 30, 2017.

The following table sets forth the value of assets under management and its components at the dates indicated:

(Dollars in thousands) September 30, December 31, September 30,

2018 2017 2017
Total assets $2,890,604 $2817,564 $2,725472
Loans serviced for others 91,931 89,059 86,738
Investment assets under management 883,032 844,977 800,499
Total assets under management $ 3,865,567 $3,751,600 $3,612,709
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Results of Operations

Three Months Ended September 30, 2018 vs. Three Months Ended September 30, 2017

Unless otherwise indicated, the reported results are for the three months ended September 30, 2018 with the "same
period," the "comparable period," and "prior period" being the three months ended September 30, 2017. Average

yields are presented on a tax equivalent basis.

The Company's net income for the third quarter of 2018 amounted to $8.0 million, compared to $5.5 million for the
same period in 2017, an increase of $2.5 million, or 45%. Diluted earnings per share were $0.68 and $0.47 for the
three months ended September 30, 2018 and September 30, 2017, respectively, an increase of 45%.

Net Interest Income

The Company's net interest income for the quarter ended September 30, 2018 amounted to $27.4 million, compared to
$25.1 million for the quarter ended September 30, 2017, an increase of $2.3 million, or 9%. The increase in net
interest income over the comparable period was due primarily to revenue generated from loan growth.

Net Interest Margin

The Company's margin was 3.89% for the three months ended September 30, 2018, compared to 4.03% for the quarter
ended September 30, 2017. Margin was 4.03% for the quarter ended June 30, 2018. Margin has decreased since the
June 2018 quarter due primarily to higher balances in lower-yielding other interest earning assets in the current

quarter.

Rate / Volume Analysis

The following table sets forth the extent to which changes in interest rates and changes in the average balances of
interest-earning assets and interest-bearing liabilities have affected interest income and expense during the three
months ended September 30, 2018 compared to the three months ended September 30, 2017. For each category of
interest-earning assets and interest-bearing liabilities, information is provided on changes attributable to: (1) volume
(change in average portfolio balance multiplied by prior period average rate); (2) interest rate (change in average
interest rate multiplied by prior period average balance); and (3) rate and volume (the remaining difference).

(Dollars in thousands)

Interest Income

Loans and loans held for sale
Investment securities

Other interest earning assets (1)
Total interest-earning assets
Interest Expense

Interest checking, savings and money market

Certificates of deposit
Brokered CDs

Borrowed funds

Total interest-bearing funding
Change in net interest income

Net
Change

$3,217
725
361
4,303

1,140
573
475

Increase (decrease) due to

Volume Rate

$1,880 $1,140

437 30
210 59
2,527 1,229
75 986
169 275
201 154

(163 ) (164 ) 44

2,025

281 1,459

Rate/
Volume

$ 197
258
92
547

79
129
120
43 )
285

$2,278 $2,246 $(230 ) $262
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Income on other interest-earning assets includes interest on deposits and fed funds sold, and dividends on FHLB
stock.
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The following table presents the Company's average balance sheet, net interest income and average rates for the three
months ended September 30, 2018 and 2017:

AVERAGE BALANCES, INTEREST AND AVERAGE YIELDS

Three Months Ended Three Months Ended
September 30, 2018 September 30, 2017

. Average Average Average Average
(Dollars in thousands) Balancge Interest Yiel d(i Balancge Interest Yiel d(i
Assets:
Loans and loans held for sale ?) $2,312,367 $28,109 4.85 % $2,149,365 $24,892 4.65 %
Investments 438,812 2,742 2777 % 375,236 2,017 273 %
Other interest earning assets ) 92,602 497 2.13 % 36,271 136 1.48 %
Total interest-earning assets 2,843,781 31,348 4.44 % 2,560,872 27,045 433 %
Other assets 96,663 110,750
Total assets $2,940,444 $2,671,622
Liabilities and stockholders' equity:
Int chkg, savings and money market $1,516,177 2,023  0.53 % $1,396,589 883 025 %
Certificates of deposit 247,709 945 1.51 % 170,500 372 0.87 %
Brokered CDs 151,520 729 1.91 % 84,649 254 1.19 %
Borrowed funds 1,585 6 1.59 % 53,181 169 1.26 %
Subordinated debt ) 14,855 233 6.23 % 14,842 233 623 %
Total interest-bearing funding 1,931,846 3,936 0.81 % 1,719,761 1911 044 %
Net interest rate spread 3.63 % 3.89 %
Demand deposits 747,642 — 704,177 —
Total deposits, borrowed funds and subordinated debt 2,679,488 3,936 0.58 % 2,423,938 1911 0.31 %
Other liabilities 20,565 17,714
Total liabilities 2,700,053 2,441,652
Stockholders' equity 240,391 229,970
Total liabilities and stockholders' equity $2,940,444 $2,671,622
Net interest income $27.412 $25,134
Net interest margin (tax equivalent) 3.89 % 4.03 %

Average yields are presented on a tax equivalent basis. The tax equivalent effect associated with loans and
(1)investments, which was not included in the interest amount above, was $459 thousand and $845 thousand for the
quarters ended September 30, 2018 and September 30, 2017, respectively.
(2) Average loans and loans held for sale include non-accrual loans and are net of average deferred loan fees.
(3) Average investments are presented at average amortized cost.
(4) Average other interest earning assets include interest earning deposits, fed funds sold and FHLB stock.
(5) The subordinated debt is net of average deferred debt issuance costs.

55

99



Edgar Filing: ENTERPRISE BANCORP INC /MA/ - Form 10-Q

100



Edgar Filing: ENTERPRISE BANCORP INC /MA/ - Form 10-Q

Table of Contents
Interest and Dividend Income

For the third quarter of 2018, total interest and dividend income amounted to $31.3 million, an increase of $4.3
million, or 16%, compared to the prior period. The increase resulted primarily from an increase of $282.9 million, or
11%, in the average balance of interest earning assets and an 11 basis point increase in the average yield. The yield on
interest earning assets has increased since the prior period primarily from increases in market rates and loans repricing
at higher rates.

Interest income on loans and loans held for sale, which accounts for the majority of interest income, amounted to
$28.1 million for the three months ended September 30, 2018, an increase of $3.2 million, or 13%, over the
comparable period, due to both loan growth and an increase in the average yields on loans and loans held for sale. The
average balances of loans and loans held for sale increased $163.0 million, or 8%, for the three months ended
September 30, 2018 compared to the same period in 2017, and average yields increased 20 basis points.

Income on investment securities amounted to $2.7 million, an increase of $725 thousand, or 36%, compared to the
same period in 2017. This increase primarily resulted from an increase of $63.6 million, or 17%, in the average
balance of investment securities. Average investment yields also increased 4 basis points.

Income on other interest-earning assets amounted to $497 thousand for the three months ended September 30, 2018,
an increase of $361 thousand, compared to the same quarter in the prior year. This increase was due to both an
increase of $56.3 million in the average balance of other interest-earning assets and an increase of 65 basis points in
the average yield on other interest-earning assets due mainly to higher rates earned since the prior period.

Interest Expense

For the three months ended September 30, 2018, total interest expense amounted to $3.9 million, an increase of $2.0
million compared to the prior period. The increase in total interest expense was primarily due to an increase in average
rates and to a lesser extent increases in average balances. Average rates on interest-bearing funding increased 37 basis
points over the same period in the prior year, primarily in response to higher market rates, and the average balance of
interest-bearing funding increased $212.1 million, or 12%, over the same period in 2017.

Interest expense on interest checking, savings and money market accounts amounted to $2.0 million, an increase of
$1.1 million compared to the same period due primarily to an increase in average rates of 28 basis points. Average
balances also increased $119.6 million, or 9%.

Interest expense on CDs amounted to $945 thousand, an increase of $573 thousand, compared to the same period in
the prior year, primarily due to increases in both average rates and average balances. Average rates increased 64 basis
points and average balances increased $77.2 million, or 45%.

Interest expense on brokered CDs amounted to $729 thousand, an increase of $475 thousand, compared to the 2017
period, due to increases in both average brokered CD balances and average rates. Average balances increased $66.9
million, or 79%, and average rates increased 72 basis points.

Interest expense on borrowed funds amounted to $6 thousand, a decrease of $163 thousand, or 96%, due to a decrease
in the average balances, partially offset by an increase in average rates. Average balances decreased $51.6 million, or

97%, while average rates increased 33 basis points compared to prior period.

The average balance of non-interest bearing demand deposits increased $43.5 million, or 6%, as compared to the same
period in 2017. Non-interest bearing demand deposits are an important component of the Company's core funding
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strategy. This non-interest bearing funding source represented 28% and 30% of total average deposit balances for the
three months ended September 30, 2018 and September 30, 2017, respectively.

Provision for Loan Loss

The provision for loan losses amounted to $750 thousand for the three months ended September 30, 2018, a decrease
of $475 thousand compared to the prior period.
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The provision for loan losses is a significant factor in the Company's operating results. For further discussion
regarding the provision for loan losses and management's assessment of the adequacy of the allowance for loan losses
see "Credit Risk," "Asset Quality," and "Allowance for Loan Losses" under "Financial Condition" in this Item 2
above, and "Credit Risk," "Asset Quality," and "Allowance for Loan Losses" in the Financial Condition section of
Management's Discussion and Analysis of Financial Condition and Results of Operations in the Company's 2017
Annual Report on Form 10-K.

There have been no material changes to the Company's underwriting practices or to the allowance for loan loss
methodology used to estimate loan loss exposure as reported in the Company's 2017 Annual Report on Form 10-K.

Non-Interest Income

Non-interest income for the three months ended September 30, 2018 amounted to $3.7 million, an increase of $280
thousand, or 8%, as compared to the same period in 2017. The change in the quarter was due to $1.6 million in net
losses on investment security sales in the 2017 period, predominantly from a debt security portfolio restructuring,
partially offset by gains on equity sales of $1.3 million.

Non-Interest Expense

Non-interest expense for the three months ended September 30, 2018 amounted to $20.0 million, an increase of $1.1
million, or 6%, compared to the prior period. The significant changes are discussed below:

Salaries and employee benefits increased by $793 thousand, or 7%, primarily to support the Company's strategic
growth and market expansion initiatives since the prior period.

Occupancy and equipment expenses increased $117 thousand, or 6%, due in large part to the addition of the
Windham, NH branch and the relocation of the Salem, NH and Leominster, MA branches.

Income Taxes

The effective tax rate for the three months ended September 30, 2018 was 23.3%, compared to 35.4% for the three
months ended September 30, 2017. The decrease in rate was primarily due to the positive impact of the 2017 Tax Act,
which reduced the Company’s federal statutory tax rate beginning in 2018 to 21% from its 2017 level of approximately
35%.

Results of Operations
Nine Months Ended September 30, 2018 vs. Nine Months Ended September 30, 2017

Unless otherwise indicated, the reported results are for the nine months ended September 30, 2018 with the "same
period," the "comparable period," "prior year," and "prior period" being the nine months ended September 30, 2017.
Average yields are presented on a tax equivalent basis.

The Company's net income for the nine months ended September 30, 2018 amounted to $22.4 million, compared to
$16.7 million for the same period in 2017, an increase of $5.7 million, or 34%. Diluted earnings per share were $1.91

and $1.43 for the nine months ended September 30, 2018 and September 30, 2017, respectively, an increase of 34%.

Net Interest Income
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The Company's net interest income for the nine months ended September 30, 2018 was $80.6 million, compared to
$71.5 million for the nine months ended September 30, 2017, an increase of $9.1 million, or 13%. The increase in net
interest income over the comparable period was due primarily to income generated from loan growth.

Net Interest Margin
The Company's margin was 3.95% for both the nine months ended September 30, 2018 and September 30, 2017.

Yields on interest-earnings assets and average rates on interest-bearing funding have increased due to changes in the
economic environment as compared the same period in the prior year.
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Rate / Volume Analysis

The following table sets forth the extent to which changes in interest rates and changes in the average balances of
interest-earning assets and interest-bearing liabilities have affected interest income and expense during the nine
months ended September 30, 2018 compared to the nine months ended September 30, 2017. For each category of
interest-earning assets and interest-bearing liabilities, information is provided on changes attributable to: (1) volume
(change in average portfolio balance multiplied by prior period average rate); (2) interest rate (change in average
interest rate multiplied by prior period average balance); and (3) rate and volume (the remaining difference).

Increase (decrease) due to

(Dollars in thousands) g}elgnge Volume Rate \R/?)tli/me
Interest Income

Loans and loans held for sale $11,242 $6,654 $3,835 $753
Investment securities 1,934 1,018 183 733
Other interest-earning assets (1) 516 220 171 125
Total interest-earning assets 13,692 7,892 4,189 1,611

Interest Expense
Interest checking, savings and money market 1,865 102 1,659 104

Certificates of deposit 1,388 388 722 278

Brokered CDs 1,400 819 262 319

Borrowed funds (90 ) (194 ) 195 91 )

Subordinated debt — 1 — (1 )

Total interest-bearing funding 4,563 1,116 2,838 609

Change in net interest income $9,129 $6,776 $1,351 $1,002

(I)Income on other interest-earning assets includes interest on deposits and fed funds sold, and dividends on FHLB

stock.
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The following table presents the Company's average balance sheet, net interest income and average rates for the nine

months ended September 30, 2018 and 2017:

AVERAGE BALANCES, INTEREST AND AVERAGE YIELDS

Nine months ended Nine months ended
September 30, 2018 September 30, 2017

. Average Average Average Average
(Dollars in thousands) Balancge Interest Yiel d(i Balancge Interest Yiel d(i
Assets:
Loans and loans held for sale ?) $2,294,006 $81,786 4.79 % $2,098,992 $70,544 4.55 %
Investment Securities 426,108 7,835 274 % 377273 5,901 2.65 %
Other interest-earning assets () 51,535 818 2.12 % 29,748 302 1.35 %
Total interest-earnings assets 2,771,649 90,439 443 % 2,506,013 76,747 4.23 %
Other assets 97,808 107,542
Total assets $2,869,457 $2,613,555
Liabilities and stockholders' equity:
Interest checking, savings and money market $1,442,949 4,332 040 % $1,386,227 2,467 024 %
Certificates of deposit 232,145 2,374 1.37 % 166,546 986 0.79 %
Brokered CDs 166,579 2,064 1.66 % 74,584 664 1.19 %
Borrowed funds 27,094 332 1.64 % 50,179 422 1.12 %
Subordinated debt ) 14,852 692 6.23 % 14,839 692 623 %
Total interest-bearing funding 1,883,619 9,794 0.70 % 1,692,375 5,231 041 %
Net interest rate spread 3.73 % 3.82 %
Demand deposits 731,664 — 680,817 —
Total deposits, borrowed funds and subordinated debt 2,615,283 9,794  0.50 % 2,373,192 5,231 0.29 %
Other liabilities 19,313 16,732
Total liabilities 2,634,596 2,389,924
Stockholders' equity 234,861 223,631
Total liabilities and stockholders' equity $2,869,457 $2,613,555
Net interest income $80,645 $71,516
Net interest margin (tax equivalent) 395 % 395 %

Average yields are presented on a tax equivalent basis. The tax equivalent effect associated with loans and
(1)investments, which was not included in the interest amount above, was $1.4 million for the nine months ended
September 30, 2018 and $2.5 million for the comparable period in 2017.
(2) Average loans and loans held for sale include non-accrual loans and are net of average deferred loan fees.
(3) Average investment balances are presented at average amortized cost.
(4) Average other interest earning assets includes interest-earning deposits, fed funds sold, and FHLB stock.
(5) The subordinated debt is net of average deferred debt issuance costs.
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Interest and Dividend Income

Total interest and dividend income amounted to $90.4 million for the nine months ended September 30, 2018, an
increase of $13.7 million, or 18%, compared to the prior period. The increase resulted from both an increase of
$265.6 million, or 11%, in the average balance of interest-earning assets, mainly loans, as well as a 20 basis point
increase in average yields. The yield on interest earning assets has increased since the prior period primarily from
increases in market rates and loans repricing at higher rates.

Interest income on loans and loans held for sale, which accounts for the majority of interest income, amounted to
$81.8 million, an increase of $11.2 million, or 16%, over the comparable period, due mainly to an increase of average
loans and loans held for sale balances by $195.0 million, or 9%, compared to the prior period. Additionally, the
average yield on loans and loans held for sale also increased 24 basis points since the same period in 2017 and
amounted to 4.79% for the nine months ended September 30, 2018,

Income on investment securities amounted to $7.8 million, an increase of $1.9 million, or 33%, compared to the same
period in 2017. This increase primarily resulted from an increase in the average balance of investment securities by
$48.8 million, or 13%. Additionally, the yield on investment securities increased by 9 basis points, primarily due to
the restructuring of the debt portfolio during the second half of 2017.

Other interest-earning assets income amounted to $818 thousand for the nine months ended September 30, 2018, an
increase of $516 thousand compared to the prior period. The increase resulted from both a $21.8 million, or 73%
increase in the average balances and a 77 basis point increase in the average yield.

Interest Expense

For the nine months ended September 30, 2018, total interest expense amounted to $9.8 million, an increase of $4.6
million, or 87%, over the same period in 2017 due to increases in both the cost of funds and average interest-bearing
balances. The average rate on interest-bearing funding increased by 29 basis points and the average balances increased
$191.2 million, or 11%.

Interest expense on interest checking, savings and money market accounts amounted to $4.3 million, an increase of
$1.9 million, or 76%, compared to the prior period due primarily to an increase in average rates of 16 basis points over
the comparable period.

Interest expense on CDs amounted to $2.4 million, an increase of $1.4 million over the same period in 2017 due to
increases in both the average rate, which increased 58 basis points, and the average balances, which increased $65.6
million, or 39%.

Interest expense on brokered CDs amounted to $2.1 million, an increase of $1.4 million, due primarily to an increase
the average balances and to a lesser extent an increase in rates. Average balances increased $92.0 million and the
average rate increased 47 basis points.

Interest expense on borrowed funds amounted to $332 thousand, a decrease of $90 thousand, or 21%, due to a
decrease in average balances since the prior year, partially offset by higher average rates. Average balances decreased
$23.1 million, or 46%, while average rates increased 52 basis points since the prior period, mainly due to higher
interest rates on FHLB borrowings.

For the nine months ended September 30, 2018, the average balance of non-interest bearing demand deposits
increased $50.8 million, or 7%, as compared to the same period in 2017. Non-interest bearing demand deposits are an
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important component of the Company's core funding strategy. This non-interest bearing funding source represented
28% and 29% of total average deposit balances for the nine months ended September 30, 2018 and September 30,
2017, respectively.

Provision for Loan Loss

The provision for loan losses amounted to $2.7 million for the nine months ended September 30, 2018, an increase of
$1.0 million compared to the same period in 2017. This increase in the provision compared to the prior period was
due primarily to an increase in the balance of the allowance for loan losses allocated to impaired and classified loans
for the nine months ended September 30, 2018, compared to a decrease during the nine months ended September 30,
2017.
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The provision for loan losses is a significant factor in the Company's operating results. For further discussion
regarding the provision for loan losses and management's assessment of the adequacy of the allowance for loan losses
see "Credit Risk," "Asset Quality," and "Allowance for Loan Losses" under "Financial Condition" in this Item 2
above, and "Credit Risk," "Asset Quality," and "Allowance for Loan Losses" in the Financial Condition section of
Management's Discussion and Analysis of Financial Condition and Results of Operations in the Company's 2017
Annual Report on Form 10-K.

There have been no material changes to the Company's underwriting practices or to the allowance for loan loss
methodology used to estimate loan loss exposure as reported in the Company's 2017 Annual Report on Form 10-K.

Non-Interest Income
Non-interest income for the nine months ended September 30, 2018 amounted to $11.2 million, a decrease of $269
thousand, or 2%, as compared to the nine months ended September 30, 2017. The significant changes are discussed

below:

Investment advisory fees increased $411 thousand, or 11%, and was primarily driven by asset growth due to new
business and market appreciation.

Deposit and interchange fees increased $219 thousand, or 5%, primarily due to increases in ATM interchange fee
income in the current year.

Net (losses) gains on sales of investment securities decreased $518 thousand. The change compared to the prior year
was primarily due to net gains primarily from equity securities, mostly offset by losses realized from a debt security

portfolio restructuring in 2017.

Net gain on sales of loans decreased $180 thousand, or 50%, due to a lower volume of activity in loans held for sale in
the current year.

Non-Interest Expense

Non-interest expense for the nine months ended September 30, 2018 amounted to $60.2 million, an increase of $3.2
million, or 6%, compared to the same period in 2017. The significant changes are discussed below:

Salaries and employee benefits increased $1.7 million, or 5%, primarily to support the Company's strategic growth
and market expansion initiatives since the prior period.

Occupancy and equipment expenses increased $427 thousand, or 7%, due in large part to the addition of the
Windham, NH branch and the relocation of the Salem, NH and Leominster, MA branches.

Advertising and public relations expenses increased $405 thousand, or 20%, primarily due to the Company's
Celebration of Excellence, a community recognition event, in the second quarter of 2018.

Audit, legal and other professional fees increased $303 thousand, or 29%, largely in other professional costs to further
support the Company's strategic initiatives.

Income Taxes
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The effective tax rate for the nine months ended September 30, 2018 was 22.9%, compared to 31.7% for the nine
months ended September 30, 2017. The decrease in rate was primarily due to the positive impact of the 2017 Tax Act.
Partially offsetting the impact of the federal tax rate change were lower tax benefits from equity compensation
deductions in the current year (which amounted to approximately $274 thousand for the nine months ended
September 30, 2018 compared to $832 thousand for the nine months ended September 30, 2017).

Recent Accounting Pronouncements

See Note 1, Item (f), “Recent Accounting Pronouncements” to the Company's unaudited consolidated financial
statements in this Form 10-Q for information regarding recent accounting pronouncements.
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Item 3 - Quantitative and Qualitative Disclosures About Market Risk

There have been no material changes in the results of the Company's net interest income sensitivity analysis as
reported in the Company's 2017 Annual Report on Form 10-K. The Company can be subject to margin compression
depending on the economic environment and the shape of the yield curve. Under the Company's current balance sheet
position, the Company's margin generally performs slightly better over time in a rising rate environment, while it
generally decreases in a declining rate environment and when the yield curve is flattening or inverted. At

September 30, 2018, management continues to consider the Company's primary interest rate risk exposure to be
margin compression that may result from changes in interest rates and/or changes in the mix of the Company's balance
sheet components. This would include the mix of fixed versus variable rate loans and investments on the asset side,
and higher cost versus lower cost deposits and overnight borrowings versus term borrowings and certificates of
deposit on the liability side. Refer to heading “Results of Operations” contained within Management’s Discussion and
Analysis of Financial Condition and Results of Operations for further discussion of margin.

Item 4 - Controls and Procedures
Evaluation of Disclosure Controls and Procedures

The Company maintains a set of disclosure controls and procedures and internal controls designed to ensure that the
information required to be disclosed in reports that it files or furnishes to the SEC under the Securities Exchange Act
of 1934, as amended (the "Exchange Act"), is recorded, processed, summarized and reported within the time periods
specified in the SEC's rules and forms.

The Company carried out an evaluation as of the end of the period covered by this Form 10-Q under the supervision
and with the participation of the Company's management, including its principal executive officer and principal
financial officer, of the effectiveness of the design and operation of the Company's disclosure controls and procedures
pursuant to Exchange Act Rule 13a-15(b). Based upon that evaluation, the Company's principal executive officer and
principal financial officer concluded that the Company's disclosure controls and procedures are effective as of
September 30, 2018.

Changes in Internal Control over Financial Reporting
There has been no change in the Company's internal control over financial reporting that has occurred during the

Company's most recent fiscal quarter (i.e., the three months ended September 30, 2018) that has materially affected, or
is reasonably likely to materially affect, the Company's internal control over financial reporting.
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PART II - OTHER INFORMATION

Item 1 - Legal Proceedings

There are no material pending legal proceedings to which the Company or its subsidiaries are a party or to which any
of its property is subject, other than ordinary routine litigation incidental to the business of the Company. Management
does not believe resolution of any present litigation will have a material adverse effect on the business, consolidated
financial condition or results of operations of the Company.

Item 1A - Risk Factors

Management believes that there have been no material changes in the Company's risk factors as reported in the
Company's 2017 Annual Report on Form 10-K.

Item 2 - Unregistered Sales of Equity Securities and Use of Proceeds

The following table represents information with respect to repurchases of common stock made by the Company
during the three months ended September 30, 2018:

Total number of Average Price Total Number of Shares Purchased Maximum Number of Shares

shares repurchased Paid Per as Part of Publicly Announced Plans that May Yet Be Purchased
@ Share or Programs Announced Under the Plans or Programs
July 1,910 $37.86 — —
August — — — —
September — — — —

(1) Amounts include shares repurchased that were not part of a publicly announced repurchase plan or program. These
shares were owned and tendered by employees as payment for taxes upon vesting of restricted stock (net settlement of
shares).

Item 3 - Defaults upon Senior Securities

Not Applicable.

Item 4 - Mine Safety Disclosures

Not Applicable.

Item 5 - Other Information

Not Applicable.
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Item 6 - Exhibits
EXHIBIT INDEX

Exhibit No. Description

1Amended and Restated Articles of Organization of the Company. as amended as of June 4. 2013 incorporated by
""" reference to the Company's Current Report on Form 8-K filed June 10, 2013 (File No. 001-33912).
Articles of Amendment to the Restated Articles of Organization of the Company. as amended as of May 16.
3.1.22017 incorporated by reference to the Company's Current Report on Form 8-K filed May 18. 2017 (File No.
001-33912).

Articles of Amendment to the Amended and Restated Articles of Organization of the Company. as amended as
3.1.3of January 5. 2018. incorporated by reference to the Company’s Current Report on Form 8-K filed January 11,
2018 (File No. 001-33912).

Amended and Restated Bylaws of the Company. as amended as of January 15. 2013. incorporated by reference to
"~ Exhibit 3.2 to the Company's Current Report on Form 8-K filed on January 22. 2013 (File No. 001-33912).

31.1*Certification of Principal Executive Officer under Securities Exchange Act Rule 13a-14(a)
31.2*Certification of Principal Financial Officer under Securities Exchange Act Rule 13a-14(a)

2 Pursuant to Securities Exchange Act Rule 13a-14(b)

The following materials from Enterprise Bancorp, Inc.’s Quarterly Report on Form 10-Q for the quarter ended
September 30, 2018 were formatted in XBRL (eXtensible Business Reporting Language): (i) Consolidated
Balance Sheets as of September 30, 2018 and December 31, 2017; (ii) Consolidated Statements of Income for

.. the three and nine months ended September 30, 2018 and 2017; (iii) Consolidated Statements of Comprehensive
Income for the three and nine months ended September 30, 2018 and 2017; (iv) Consolidated Statements of
Changes in Equity for the nine months ended September 30, 2018; (v) Consolidated Statements of Cash Flows
for the nine months ended September 30, 2018 and 2017; and (vi) Notes to Unaudited Consolidated Interim
Financial Statements.

*Filed herewith
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

ENTERPRISE BANCORP, INC.

DATE:November 6, 2018 By:/s/ James A. Marcotte
James A. Marcotte
Executive Vice President,
Chief Financial Officer and Treasurer
(Principal Financial Officer)
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