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PART I

Item 1. Business 

Organization

Enterprise Bancorp, Inc. (the “Company” or “Enterprise”) is a Massachusetts corporation organized in 1996, which
operates as the parent holding company of Enterprise Bank and Trust Company referred to as Enterprise Bank (the
“Bank”). Substantially all of the Company’s operations are conducted through the Bank.  The Bank, a Massachusetts
trust company and state chartered commercial bank which commenced banking operations in 1989, has five wholly
owned subsidiaries which are included in the Company’s consolidated financial statements:

•Enterprise Insurance Services, LLC, organized in 2000 in the state of Delaware for the purpose of engaging ininsurance sales activities;

•Enterprise Investment Services, LLC, organized in 2000 in the state of Delaware for the purpose of offeringnon-deposit investment products and services, under the name of "Enterprise Investment Services" and;

•

Three Massachusetts security corporations, Enterprise Security Corporation (2005), Enterprise Security
Corporation II (2007) and Enterprise Security Corporation III (2007), which hold various types of qualifying
securities. The security corporations are limited to conducting securities investment activities that the Bank
itself would be allowed to conduct under applicable laws.

Enterprise’s headquarters are located at 222 Merrimack Street in Lowell, Massachusetts.

The services offered through the Bank and its subsidiaries are managed as one strategic unit and represent the
Company’s only reportable operating segment.

All material intercompany balances and transactions have been eliminated in consolidation.

Market Area

The Company’s primary market area is the Merrimack Valley and North Central regions of Massachusetts and
Southern New Hampshire.  Enterprise has twenty full service branch banking offices located in the Massachusetts
cities and towns of Acton, Andover, Billerica, Chelmsford, Dracut, Fitchburg, Leominster, Lowell, Methuen,
Tewksbury, Tyngsboro and Westford; and in the New Hampshire towns of Derry, Hudson, Pelham and Salem, which
serve those cities and towns as well as the surrounding communities. The Company has obtained full regulatory
approval and expects to open a branch office in Lawrence, Massachusetts in early Spring 2013.

Management actively seeks to strengthen its market position by capitalizing on market opportunities to grow all
business lines and the continued pursuit of organic growth and strategic expansion within existing and into
neighboring geographic markets.

Products and Services

The Company principally is engaged in the business of attracting deposits from the general public and investing in
loans and investment securities.  Through the Bank and its subsidiaries, the Company offers a range of commercial
and consumer loan products, deposit and cash management products, investment advisory and wealth management,
trust and insurance services.  Management continually examines new products and technologies in order to maintain a
highly competitive mix of offerings and state of the art delivery channels in order to target product lines to customer
needs. These products and services are outlined below.
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Lending Products

•General

The Company specializes in lending to business entities, non-profit organizations, professionals and individuals. The
Company’s primary lending focus is on the development of high quality commercial relationships achieved through
active business development efforts, 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
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lines of credit, and standby 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 primary and secondary residences, and secured and unsecured personal loans and lines of
credit.  The Company seeks to manage its loan portfolio to avoid concentration by industry or loan size to lessen its
credit risk exposure.

Enterprise employs a seasoned commercial lending staff, with commercial lenders supporting each branch location. 
An internal loan review function assesses the compliance of commercial loan originations with the Company’s internal
policies and underwriting guidelines and monitors the ongoing quality of the loan portfolio. The Company also
contracts with an external loan review company to review loans in the commercial loan portfolio on a pre-determined
schedule, based on the type, size, rating, and overall risk of the loan.

The Company maintains internal residential origination and underwriting staffs that originate residential loans and are
responsible for compliance with residential lending regulations, consumer protection and internal policy guidelines.
The Company contracts with an external loan review company to complete a monthly quality control review in
accordance with secondary market underwriting requirements for residential mortgage loans sold. This review also
includes regulatory compliance monitoring. The sample reviewed is based on loan volume originated. Additionally,
the Company's internal compliance department monitors the residential loan origination activity for regulatory
compliance.

A management loan review committee, consisting of senior lending officers, loan review and accounting personnel,
meets monthly and is responsible for setting loan policy and procedures, as well as reviewing loans on the internal
“watched asset list” and classified loan report. An internal credit review committee, consisting of senior lending officers
and loan review personnel, generally meets three times per month, or on an as needed basis, to review loan requests
related to borrowing relationships of certain dollar levels, as well as other borrower relationships recommended for
discussion by committee members.

The Executive Committee of the Company’s Board of Directors (the "Board") approves loan relationships exceeding
certain prescribed dollar limits.  A Loan Committee of the Board reviews current portfolio statistics, problem credits,
construction loan reviews, watched assets, loan delinquencies, and the allowance for loan losses, as well as current
market conditions and issues relating to the construction and real estate development industry and the reports from the
external loan review company.  The Board’s Loan Committee is also responsible for approval of credit related
charge-offs recommended by management.  Approved charge-offs are forwarded to the full Board for ratification.

At December 31, 2012, the Bank’s statutory lending limit, based on 20% of capital (capital stock plus surplus and
undivided profits, but excluding other comprehensive income), to any individual borrower and related entities was
approximately $29 million, subject to certain exceptions provided under applicable law.

See also “Risk Factors” contained in Item 1A, for further discussion on a variety of risks and uncertainties that may
affect the Company’s loan portfolio.

•Commercial Real Estate, Commercial and Industrial, and Commercial Construction 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 family and
multi-family apartment buildings, office 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 fifteen to twenty-five years. Variable interest rate loans have a variety of
adjustment terms and indices, and are generally fixed for an initial period before periodic rate adjustments begin.
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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
partially guaranteed by the Small Business Administration (SBA), and loans under various programs issued in
conjunction with the Massachusetts Development Finance Agency and other agencies. Commercial and industrial
credits may be unsecured loans and lines to financially strong borrowers, 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.

4
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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.  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, either by experienced construction lenders on
staff or by independent outside inspection companies, at each construction phase, prior to advancing additional funds. 
Commercial construction loans generally are periodically adjusted variable rate loans and lines and generally have
terms of one to three years.

From time to time, Enterprise participates with other banks in the financing of certain commercial projects.  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 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.  The balances participated out to other institutions are not carried as assets on the Company’s
financial statements.  Loans originated by other banks in which the Company is the participating institution are carried
in the loan portfolio at the Company’s pro rata share of ownership. The Company performs an independent credit
analysis of each commitment and a review of the participating institution prior to participation in the loan.

Standby letters of credit are conditional commitments issued by the Company to guarantee the financial obligation or
performance by 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 Loans

Enterprise originates conventional mortgage loans on one-to-four family residential properties.  These properties may
serve as the borrower’s primary residence, or be vacation homes or investment properties.  Loan to value limits vary
generally from 80% for adjustable rate and multi-family owner occupied properties, up to 97% for fixed rate loans on
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.

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. Enterprise may retain or sell the servicing when selling the loans.  All loans sold are currently sold
without recourse, but are typically subject to standard secondary market underwriting and eligibility representations
and warranties, 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.

•Home Equity Loans and Lines of Credit
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Home equity term loans are originated for one-to-four family residential properties with maximum combined loan to
value ratios generally up to 80% of the assessed or appraised value of the property securing the loan. Home equity
loan payments consist of monthly principal and interest based on amortization ranging from three to fifteen years. The
rates may also be fixed for three to fifteen years before periodic rate adjustments begin.

The Company originates home equity revolving lines for one-to-four family residential properties with maximum
combined loan to value ratios generally up to 80% of the assessed or appraised value of the property securing the loan.
Home equity lines generally have interest rates that adjust monthly based on changes in the 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 ten years
of the lines. Generally at the end of ten
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years, the line may be frozen to future advances, and principal plus interest payments are collected over a fifteen-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 primarily consist of secured or unsecured personal loans and overdraft protection lines on checking
accounts extended to individual customers. The aggregate amount of overdrawn deposit accounts are reclassified as
loan balances.

•Credit Risk and Allowance for Loan Losses

Information regarding the Company’s credit risk and allowance for loan losses is contained in Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” under the headings “Credit Risk/Asset
Quality” and “Allowance for Loan Losses,” contained in the section “Financial Condition,” and under the heading
“Allowance for Loan Losses” which is contained in the “Critical Accounting Estimates” section of Item 7.

Deposit Products

Deposits have traditionally been the principal source of the Company’s funds. Enterprise offers commercial checking,
business and municipal savings accounts, money market and business sweep accounts, and escrow management
accounts, as well as checking and Simplified Employee Pension (“SEP”) accounts to employees of our business
customers.  A broad selection of competitive retail deposit products are also offered, including personal checking
accounts earning interest or reward points, savings accounts, money market accounts, individual retirement accounts
(“IRA”) and term certificates of deposit (“CDs”). Terms on CDs typically range from one month to forty-eight months.

In addition to the deposit products noted above, the Company also provides customers the ability to allocate money
market deposits and CDs to networks of reciprocating Federal Deposit Insurance Corporation (the “FDIC”) insured
banks. Money market deposits are placed into overnight deposits and CDs are placed into selected term deposits via
nationwide networks in increments that are covered by FDIC insurance.  This allows the Company to offer full FDIC
insurance coverage on larger deposit balances by placing the “excess” funds in FDIC insured accounts or term
certificates issued by other banks participating in the networks. In exchange, the other institutions place
dollar-for-dollar matching reciprocal and insurable deposits with the Company via the networks.  Essentially, the
equivalent of the original deposit comes back to the Company and is available to fund local loan growth. The original
funds placed into the networks are not carried as deposits on the Company's balance sheet, however the network's
reciprocal dollar deposits are carried as non-brokered deposits within the appropriate category under total deposits on
the balance sheet.

Management determines the interest rates offered on deposit accounts based on current and expected economic
conditions, competition, liquidity needs, the volatility of existing deposits, the asset-liability position of the Company
and the overall objectives of the Company regarding the growth and retention of relationships.

Enterprise may also utilize brokered term and overnight deposits from a number of available sources, as an alternative
to borrowed funds to support asset growth in excess of internally generated deposits. Brokered CD terms generally
range from one to twelve months. The Company may also accept CDs and overnight brokered money market deposits,
up to a predetermined amount, through one-way settlements from the nationwide deposit networks discussed above.
These non-reciprocal balances are carried in a sub-category labeled brokered deposits within total deposits.

Cash Management Services
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In addition to the deposit products discussed above, business banking customers may take advantage of cash
management services including remote deposit capture, ACH credit and debit origination, credit card processing,
wholesale and retail lockbox deposit, escrow management, Interest on Lawyers Trust Accounts (or "IOLTA's"), NSF
check recovery, coin and currency processing, check reconciliation, check payment fraud prevention, international and
domestic wire transfers, corporate credit cards, payroll cards, and automated investment sweep of excess funds into
FDIC insured money market and commercial checking accounts.

In addition to on-balance sheet sweep products, third party money market mutual funds are also offered for
commercial sweep accounts.  Management believes that commercial customers benefit from this product flexibility,
while retaining a conservative
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investment option of high quality and safety.  The balances transferred into mutual funds do not represent obligations
of the Company and are not insured by the FDIC.

Product Delivery Channels

In addition to traditional product access channels, on-line banking customers may connect to their bank accounts
securely via personal computer or any internet-enabled phone or mobile device.  Various electronic banking
capabilities include the following: account inquiries, viewing of recent transactions, account transfers; loan payments;
bill payments; person to person payments; check deposits; placement of stop payments; access to images of checks
paid; and access to prior period account statements;  commercial customers can additionally conduct ACH
transactions and wire transfers.

On-line and mobile banking utilize multiple layers of authentication, including personal identification numbers, and
one-time passwords that change with every login, for certain transactions.

Investment Services

The Company provides a range of investment advisory and management services delivered via two channels,
“Enterprise Investment Advisors” and “Enterprise Investment Services.”

Investment advisory and management services includes customized investment management and trust services
provided under the label “Enterprise Investment Advisors” to individuals, family groups, commercial businesses, trusts,
foundations, non-profit organizations, endowments and retirement plans.

Enterprise Investment Advisors primarily utilizes an open-architecture approach to client investment management. 
The philosophy is to identify and hire high performing independent investment management firms on behalf of our
clients.  Since 2008, the Company has partnered with Fortigent Advisors, LLP ("Fortigent"), an investment research
and due diligence firm, to strengthen strategic development, improve manager access and selection and provide
performance monitoring capabilities.  Fortigent performs detailed research and due diligence reviews and provides an
objective analysis of each independent management firm based on historic returns, management quality, longevity,
investment style, risk profile, and other criteria, and maintains ongoing oversight and monitoring of their
performance.  This due diligence is intended to enable the Company to customize investment portfolios to meet each
customer’s financial objectives and deliver superior long-term performance.

Enterprise Investment Advisors also offers the flexibility of an individually managed portfolio, for clients who prefer
customized asset management with a variety of investment options, which includes our Large Cap Core Equity
Strategy, a proprietary blend of value and growth stocks.  Various secondary research sources are utilized with our
individually managed portfolios.

Enterprise Investment Services provides brokerage and management services through a third party arrangement with
Commonwealth Financial Network, a licensed securities brokerage firm, with products designed primarily for the
individual investor.

Insurance Services

Enterprise Insurance Services, LLC, engages in insurance sales activities through a third party arrangement with HUB
International New England, LLC (“HUB”), which is a full service insurance agency, with offices in Massachusetts and
New Hampshire, and is part of HUB International Limited, which operates throughout the United States and Canada.
Enterprise Insurance Services provides, through HUB, a full array of insurance products including property and
casualty, employee benefits and risk-management solutions tailored to serve the specific insurance needs of businesses
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in a range of industries operating in the Company’s market area.
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Investment Activities

The investment portfolio activities are an integral part of the overall asset-liability management program of the
Company.  The investment function provides readily available funds to support loan growth, as well as to meet
withdrawals and maturities of deposits, and attempts to provide maximum return consistent with liquidity constraints
and general prudence, including diversification and safety of investments.

The securities in which the Company may invest are limited by regulation.  In addition, an internal investment policy
restricts fixed income investments to high quality securities within the following categories: U.S. treasury securities,
federal agency obligations (obligations issued by government sponsored enterprises that are not backed by the full
faith and credit of the United States government), mortgage-backed securities (“MBS’s”), including collateralized
mortgage obligations (“CMO’s”), corporate debt instruments and municipal securities (“Municipals”). The Company may
also invest in FDIC insured certificates of deposit and, within prescribed regulatory limits, in both publicly traded and
unlisted equity securities, registered mutual funds and unregistered funds, including private hedge funds, venture
capital and private equity funds and “funds of funds” that may in turn invest in any of the foregoing. Management
utilizes an outside registered investment adviser to manage the corporate and municipal bond portfolios within
prescribed guidelines set by management.  The Company’s internal investment policy also limits the categories within
the investment portfolio, and sets target sector ranges as a percentage of the total portfolio. The effect of changes in
interest rates, market values, timing of principal payments and credit risk are considered when purchasing securities.

Cash equivalents are defined as highly liquid investments with original maturities of three months or less, that are
readily convertible to known amounts of cash and present insignificant risk of changes in value due to changes in
interest rates.  The Company's cash and cash equivalents may be comprised of cash and due from banks,
interest-earning deposits (deposit, money market money market mutual fund accounts and short-term U.S. Agency
Discount Notes,) and overnight and term federal funds ("fed funds") sold to money center banks. Short-term
investments not carried as cash equivalents are classified as “other short-term investments.”

As of the balance sheet dates reflected in this annual report, all of the investment securities within the Company's
investment portfolio were classified as available for sale and carried at fair value. Management regularly reviews the
portfolio for securities with unrealized losses that are other than temporarily impaired (“OTTI”).   If a decline in the
market value of an equity security or fund is considered other than temporary, the cost basis of the individual security
or fund is written down to market value with a charge to earnings. In the case of fixed income securities, the noncredit
portion of the impairment may be recognized in accumulated other comprehensive income with only the credit portion
of the impairment charged to earnings.

Investment transaction summaries, portfolio allocations and projected cash flows are prepared quarterly and presented
to the Asset-Liability Committee of the Company’s Board of Directors (“ALCO”) on a periodic basis.  ALCO regularly
reviews the composition and key risk characteristics of the Company’s investment portfolio, including effective
duration, cash flow, market value at risk and asset class concentration.  Credit risk inherent in the portfolio is closely
monitored by management and presented at least annually to ALCO.  ALCO also designates acceptable and
unacceptable investment practices, approves the selection of securities dealers, and the Company’s ongoing investment
strategy.

The Company is required to purchase Federal Home Loan Bank of Boston (“FHLB”) stock in association with the
Bank’s outstanding advances from the FHLB; this stock is classified as a restricted investment and carried at cost,
which management believes approximates its fair value.

See also “Risk Factors” contained in Item 1A, and "Impairment Review of Investment Securities" contained under the
heading "Critical Accounting Estimates" in Item 7, “Management’s Discussion and Analysis of Financial Condition and
Results of Operations,", for further discussion on a variety of risks and uncertainties that may affect the Company’s
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investment portfolio.

Other Sources of Funds

As discussed above, deposit gathering has been the principal source of funds.  Asset growth in excess of deposits may
be funded through cash flows from our loan and investment portfolios, or the following sources:
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Borrowed Funds

Total borrowing capacity includes borrowing arrangements at the FHLB and the Federal Reserve Bank of Boston
(“FRB”) Discount Window, borrowing arrangements with correspondent banks, and from time-to-time, repurchase
agreements with municipal customers.

Membership in the FHLB provides borrowing capacity based on qualifying collateral balances pre-pledged to the
FHLB, including certain residential loans, home equity lines, commercial loans and U.S. Government and Agency
securities.  Borrowings from the FHLB typically are utilized to fund short-term liquidity needs or specific lending
projects under the FHLB’s community development programs. This facility is an integral component of the Company’s
asset-liability management program.

The FRB Discount Window borrowing capacity is based on the pledge of qualifying collateral balances to the FRB. 
Collateral pledged for this FRB facility consists primarily of certain municipal and corporate securities from the
investment portfolio. Additional types of collateral are available to increase borrowing capacity with the FRB if
necessary.

Pre-established overnight borrowing arrangements with large national and regional correspondent banks provide
additional overnight and short-term borrowing capacity for the Company.

The Company has in the past also borrowed funds from municipal customers by entering into agreements to sell and
repurchase investment securities from the Company’s portfolio.

See also “Risk Factors” contained in Item 1A, for further discussion on a variety of risks and uncertainties that may
affect the Company’s ability to obtain funding and sustain liquidity.

Junior Subordinated Debentures

In March 2000, the Company organized Enterprise (MA) Capital Trust I (the “Trust”), a statutory business trust created
under the laws of Delaware, in order to issue $10.5 million of 10.875% trust preferred securities that mature in 2030
and are callable at a premium if called between 2010 and 2020 (to date, the Company has not called any portion of
these trust preferred securities). The proceeds from the sale of the trust preferred securities were used by the Trust,
along with the Company’s $325 thousand capital contribution, to acquire $10.8 million of the Company’s 10.875%
callable Junior Subordinated Debentures that mature in 2030. The Company contributed $10.3 million of proceeds
from the sale of these securities to the Bank in 2000.

Pursuant to the Accounting Standards Codification (“ASC”) Topic 810 “Consolidation of Variable Interest Entities,”
issued by the Financial Accounting Standards Board (originally issued as Financial Interpretation No. 46R) in
December 2003, the Company carries the $10.8 million of Junior Subordinated Debentures on the Company’s financial
statements as a liability, along with related interest expense, and the $10.5 million of trust preferred securities issued
by the Trust, and the related non-interest expense, are excluded from the Company’s financial statements.

Capital Resources

Capital planning by the Company and the Bank considers current needs and anticipated future growth.  The primary
sources of capital have been the original capitalization of the Bank of $15.5 million from the sale of common stock in
1988 and 1989, the issuance of $10.5 million of trust preferred securities in 2000 by the Trust, and net proceeds of
$8.8 million from the 2009 combined Shareholder Subscription Rights Offering and Supplemental Community
Offering. Ongoing sources of capital include the retention of earnings less dividends paid since the Bank commenced
operations, proceeds from the exercise of employee stock options and proceeds from purchases of shares pursuant to
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the Company’s shareholder dividend reinvestment plan.

Management believes that current capital is adequate to support ongoing operations and that the Company and the
Bank meet all capital adequacy requirements to which they are subject. As of December 31, 2012 and 2011, both the
Company and the Bank qualified as “well capitalized” under current applicable regulations of the Board of Governors of
the Federal Reserve System (the “Federal Reserve Board”) and the FDIC.

See “Capital Requirements” below under the heading “Supervision and Regulation” for information regarding the
Company’s and the Bank’s regulatory capital requirements. 
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Patents, Trademarks, etc.

The Company holds a number of registered service marks and trademarks related to product names and corporate
branding.  The Company holds no other patents, registered trademarks, licenses (other than licenses required to be
obtained from appropriate banking regulatory agencies), franchises or concessions which are material to its business.

Employees

At December 31, 2012, the Company employed 372 full-time equivalent employees, including 150 officers.  None of
the employees are presently represented by a union or covered by a collective bargaining agreement.  Management
believes its employee relations are excellent.

Company Website

Enterprise Bank currently uses outside vendors to design, support and host its internet website.  The underlying
structure of the site allows for the ongoing maintenance of the information to be performed by authorized Company
personnel.  The site provides information on the Company and its products and services. Users have the ability to open
various deposit accounts as well as the ability to submit mortgage loan applications online and, via a link, to access
their on-line account and mobile banking services. The site also provides the access point to a variety of specified
banking services and information, various financial management tools, and investor and corporate information, which
includes a corporate governance page.  The Company’s corporate governance page includes the corporate governance
guidelines, code of business conduct and ethics, and whistleblower and non-retaliation protection policy, as well as the
charters of the Board of Directors’ Audit, Compensation and Personnel, and Corporate Governance/Nominating
committees.

In the Investor Relations section of the site, under the SEC Filings tab, the Company makes available copies of the
Company’s annual report on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K.
Additionally, the site includes all registration statements that the Company has been required to file in connection with
the issuance of its shares. The Company similarly makes available all insider stock ownership and transaction reports
filed with the SEC by executive officers, directors and any 10% stockholders under Section 16 of the Securities
Exchange Act of 1934 (Forms 3, 4 and 5). Access to all of these reports is made available free of charge and is
essentially simultaneous with the SEC’s posting of these reports on its EDGAR system through the SEC website
(www.SEC.gov). The Company’s internet web address is EnterpriseBanking.com.

Competition

Enterprise faces robust competition to attract and retain customers.  National and larger regional banks have a local
presence in the Company’s market area.  These established larger banks, as well as recent larger entrants into the local
market area, have certain competitive advantages, including greater financial resources and the ability to make larger
loans to a single borrower. Numerous local savings banks, commercial banks, cooperative banks and credit unions
also compete in the Company’s market area.  The expanded commercial lending capabilities of credit unions and the
shift to commercial lending by traditional savings banks means that both of these types of traditionally
consumer-orientated institutions now compete for the Company’s targeted commercial customers.  In addition, the
non-taxable status of credit unions allows them certain advantages as compared to taxable institutions such as
Enterprise.  Competition for loans, deposits and cash management services, investment advisory assets, and insurance
business also comes from other businesses that provide financial services, including consumer finance companies,
mortgage brokers and lenders, private lenders, insurance companies, securities brokerage firms, institutional mutual
funds, registered investment advisors, non-bank payment channels, and internet based banks.  Management actively
seeks to strengthen its competitive position by capitalizing on the market opportunities and the continued pursuit of
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strategic growth within existing and neighboring geographic markets.

Management believes that the Company has established a positive reputation within its market area as a dependable
commercial-focused community bank.  Management is committed to differentiating the Company from the
competition by providing a full range of diversified financial services and products with consistent and exceptional
customer service, a highly-trained and dedicated staff of knowledgeable banking professionals, open and honest
communication with clients, and a committed focus on active community involvement which has lead to a strong
referral network with business and community leaders.
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Management continually examines the Company’s product lines and technologies in order to maintain a highly
competitive mix of offerings and delivery channels, and to target products to customer needs. Advances in, and the
increased use of, technology, such as internet and mobile banking, electronic transaction processing and information
security, are expected to have a significant impact on the future competitive landscape confronting financial
institutions.

See also “Supervision and Regulation” below, and Item 1A, “Risk Factors,” and “Opportunities and Risks” included in the
section entitled “Overview,” which is contained in Item 7, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” for further discussion on how new laws and regulations and other factors may
affect the Company’s competitive position, growth and/or profitability.

Supervision and Regulation
General
Set forth below is a description of the significant elements of the laws and regulations applicable to the Company. The
description is qualified in its entirety by reference to the full text of the statutes, regulations and policies that are
described. Moreover, these statutes, regulations and policies are continually under review by the U.S. Congress and
state legislatures and federal and state regulatory agencies. A change in statutes, regulations or regulatory policies
applicable to the Company or its principal subsidiary, the Bank, could have a material effect on our business.
Regulatory Agencies
As a registered bank holding company, the Company is subject to the supervision and regulation of the Federal
Reserve Board and, acting under delegated authority, the FRB pursuant to the Bank Holding Company Act of 1956, as
amended (the “Bank Holding Company Act”).
As a Massachusetts state-chartered bank, the Bank is subject to the supervision and regulation of the Massachusetts
Commissioner of Banks (the “Commissioner”) and, with respect to the Bank's New Hampshire branching operations, the
New Hampshire Banking Department. As a state-chartered bank that is not a member of the Federal Reserve System,
the Bank is also subject to the supervision and regulation of the FDIC.
Bank Holding Company Regulation
As a registered bank holding company, the Company is required to furnish to the FRB annual and quarterly reports of
its operations and may also be required to furnish such additional information and reports as the Federal Reserve
Board or the FRB may require.
Under the Bank Holding Company Act, the Company must obtain the prior approval of the Federal Reserve Board or,
acting under delegated authority, the FRB before (1) acquiring direct or indirect ownership or control of any class of
voting securities of any bank or bank holding company if, after the acquisition, the Company would directly or
indirectly own or control 5% or more of the class; (2) acquiring all or substantially all of the assets of another bank or
bank holding company; or (3) merging or consolidating with another bank holding company. The Company's
acquisition of or merger with another bank holding company or acquisition of another bank would also require the
prior approval of the Massachusetts Board of Bank Incorporation.
Under the Bank Holding Company Act, any company must obtain approval of the Federal Reserve Board or, acting
under delegated authority, the appropriate Federal Reserve Bank prior to acquiring control of the Company or the
Bank. For purposes of the Bank Holding Company Act, “control” is defined as ownership of 25% or more of any class
of voting securities of the Company or the Bank, the ability to control the election of a majority of the directors, or the
exercise of a controlling influence over management or policies of the Company or the Bank.
The Change in Bank Control Act of 1978, as amended (the “Change in Bank Control Act”), and the related regulations
of the Federal Reserve Board require any person or groups of persons acting in concert (except for companies required
to make application under the Bank Holding Company Act), to file a written notice with the Federal Reserve Board or,
acting under delegated authority, the appropriate Federal Reserve Bank, before the person or group acquires control of
the Company. The Change in Bank Control Act defines “control” as the direct or indirect power to vote 25% or more of
any class of voting securities or to direct the management or policies of a bank holding company or an insured bank.
A rebuttable presumption of control arises under the Change in Bank Control Act where a person or group controls
10% or more, but less than 25%, of a class of the voting stock of a company or insured bank which is a reporting

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

20



company under the Securities Exchange Act of
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1934, as amended, such as the Company, or such ownership interest is greater than the ownership interest held by any
other person or group.
Under the Change in Bank Control Act and applicable Massachusetts law, any person or group of persons acting in
concert would also be required to file a written notice with the FDIC and the Commissioner before acquiring any such
direct or indirect control of the Bank.
The Bank Holding Company Act also limits the investments and activities of bank holding companies. In general, a
bank holding company is prohibited from acquiring direct or indirect ownership or control of more than 5% of the
voting shares of a company that is not a bank or a bank holding company or from engaging directly or indirectly in
activities other than those of banking, managing or controlling banks, providing services for its subsidiaries, and
various non-bank activities that are deemed to be closely related to banking. The activities of the Company are subject
to these legal and regulatory limitations under the Bank Holding Company Act and the implementing regulations of
the Federal Reserve Board.
A bank holding company may also elect to become a “financial holding company,” by which a qualified parent holding
company of a banking institution may engage, directly or through its non-bank subsidiaries, in any activity that is
financial in nature or incidental to such financial activity or in any other activity that is complementary to a financial
activity and does not pose a substantial risk to the safety and soundness of depository institutions or the financial
system generally. A bank holding company will be able to successfully elect to be regulated as a financial holding
company if all of its depository institution subsidiaries meet certain prescribed standards pertaining to management,
capital adequacy and compliance with the Community Reinvestment Act of 1977, as amended (the “Community
Reinvestment Act”), such as being “well-capitalized” and “well-managed,” and must have a Community Reinvestment Act
rating of at least “satisfactory.” Financial holding companies remain subject to regulation and oversight by the Federal
Reserve Board. The Company believes that the Bank, which is the Company's sole depository institution subsidiary,
presently satisfies all of the requirements that must be met to enable the Company to successfully elect to become a
financial holding company. However, the Company has no current intention of seeking to become a financial holding
company. Such a course of action may become necessary or appropriate at some time in the future depending upon the
Company's strategic plan.
Under the Federal Reserve Board's “source of strength” doctrine, a bank holding company is required to act as a source
of financial and managerial strength to any subsidiary bank. The holding company is expected to commit resources to
support a subsidiary bank, including at times when the holding company may not be in a financial position to provide
such support. A bank holding company's failure to meet its source-of-strength obligations may constitute an unsafe
and unsound practice or a violation of the Federal Reserve Board's regulations, or both. The source-of-strength
doctrine most directly affects bank holding companies in situations where the bank holding company's subsidiary bank
fails to maintain adequate capital levels. This doctrine was codified by the Dodd-Frank Wall Street Reform and
Consumer Protection Act (“Dodd-Frank Act”), but the Federal Reserve Board has not yet adopted regulations to
implement this requirement.
The Federal Reserve Board also has the power to order a bank holding company to terminate any activity or
investment, or to terminate its ownership or control of any subsidiary, when it has reasonable cause to believe that the
continuation of such activity or investment or such ownership or control constitutes a serious risk to the financial
safety, soundness, or stability of any subsidiary bank of the bank holding company.
Bank holding companies are not permitted to engage in unsound banking practices. For example, the Federal Reserve
Board's Regulation Y requires a holding company to give the Federal Reserve Board prior notice of any redemption or
repurchase of its own equity securities, if the consideration to be paid, together with the consideration paid for any
repurchases in the preceding year, is equal to 10% or more of the company's consolidated net worth. There is an
exception for bank holding companies that are well-managed, well capitalized, and not subject to any unresolved
supervisory issues. The Federal Reserve Board may oppose the transaction if it believes that the transaction would
constitute an unsafe or unsound practice or would violate any law or regulation. As another example, a holding
company could not impair its subsidiary bank's soundness by causing it to make funds available to non-banking
subsidiaries or their customers if the Federal Reserve Board believed it not prudent to do so.
The Financial Institutions Reform, Recovery and Enforcement Act of 1989 (“FIRREA”) expanded the Federal Reserve
Board's authority to prohibit activities of bank holding companies and their non-banking subsidiaries which represent
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unsafe and unsound banking practices or which constitute violations of laws or regulations. FIRREA increased the
amount of civil money penalties which the Federal Reserve Board can assess for activities conducted on a knowing
and reckless basis, if those activities caused a substantial loss to a depository institution. The penalties can be as high
as $1.0 million for each day the activity continues. FIRREA also expanded the scope of individuals and entities
against which such penalties may be assessed.
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Bank Regulation
The Bank is subject to the supervision and regulation of the Commissioner and the FDIC, and, with respect to its New
Hampshire branching operations, of the New Hampshire Banking Department. Federal and Massachusetts laws and
regulations that specifically apply to the Bank's business and operations cover, among other matters, the scope of its
business, the nature of its investments, its reserves against deposits, the timing of the availability of deposited funds,
its activities relating to dividends, investments, loans, the nature and amount of and collateral for certain loans,
borrowings, capital requirements, certain check-clearing activities, branching, and mergers and acquisitions. The Bank
is also subject to federal and state laws and regulations that restrict or limit loans or extensions of credit to, or other
transactions with, “insiders”, including officers, directors and principal shareholders, and loans or extension of credit by
banks to affiliates or purchases of assets from, or other transactions with, affiliates, including parent holding
companies.
The FDIC and the Commissioner may exercise extensive discretion in connection with their supervisory and
enforcement activities and examination policies, including policies with respect to the classification of assets and the
establishment of adequate loan loss reserves for regulatory purposes. If as a result of an examination, the
Commissioner or the FDIC should determine that the financial condition, capital resources, asset quality, earnings
prospects, management, liquidity, or other aspects of the Bank's operations are unsatisfactory or that the Bank or its
management is violating or has violated any law or regulation, the Commissioner and the FDIC have authority to
undertake a variety of enforcement measures of varying degrees of severity, including the following:
•Requiring the Bank to take affirmative action to correct any conditions resulting from any violation or practice;

•Directing the Bank to increase capital and maintain higher specific minimum capital ratios, which may preclude theBank from being deemed to be well capitalized and restrict its ability to engage in various activities;
•Restricting the Bank's growth geographically, by products and services, or by mergers and acquisitions;

•
Requiring the Bank to enter into an informal or formal enforcement action to take corrective measures and cease
unsafe and unsound practices, including requesting the board of directors to adopt a binding resolution or sign a
memorandum of understanding or requesting the Bank to enter into consent order;
•Requiring prior approval for any changes in senior management or the board of directors;
•Removing officers and directors and assessing civil monetary penalties; and

•Taking possession of, closing and liquidating the Bank or appointing the FDIC as receiver under certaincircumstances.

Under the Federal Deposit Insurance Act, as amended (the “FDIA”), and applicable Massachusetts law, the Bank may
generally engage in any activity that is permissible under Massachusetts law and either is permissible for national
banks or the FDIC has determined does not pose a significant risk to the FDIC's Deposit Insurance Fund (“DIF”). In
addition, the Bank may also form, subject to the approvals of the Commissioner and the FDIC, “financial subsidiaries”
to engage in any activity that is financial in nature or incidental to a financial activity. In order to qualify for the
authority to form a financial subsidiary, the Bank would be required to satisfy certain conditions, some of which are
substantially similar to those that the Company would be required to satisfy in order to elect to become a financial
holding company. The Company believes that the Bank would be able to satisfy all of the conditions that would be
required to form a financial subsidiary, although the Company has no current intention of doing so. Such a course of
action may become necessary or appropriate at some time in the future depending upon the Company's strategic plan.
Capital Requirements
The federal banking agencies have adopted risk-based capital guidelines for bank holding companies and banks that
are expected to provide a measure of capital that reflects the degree of risk associated with a banking organization's
operations for both transactions reported on the balance sheet as assets, such as loans, and those recorded as
off-balance sheet items, such as commitments, letters of credit and recourse arrangements. Under these capital
guidelines, banking organizations are required to maintain certain minimum capital ratios, which are obtained by
dividing its qualifying capital by its total risk-adjusted assets and off-balance sheet items. In general, the dollar
amounts of assets and certain off-balance sheet items are “risk-adjusted” and assigned to various risk categories. In
addition to such risk adjusted capital requirements, banking organizations are also required to maintain an additional
minimum “leverage” capital ratio, which is calculated on the basis of average total assets without any adjustment for risk
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being made to the value of the assets. Qualifying capital is classified depending on the type of capital as follows:

•

“Tier 1 capital” consists of common equity, retained earnings, qualifying non-cumulative perpetual preferred
stock, a limited amount of qualifying cumulative perpetual preferred stock and minority interests in the equity
accounts of consolidated subsidiaries, less goodwill and certain other intangible assets. In determining bank
holding company
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compliance with holding company level capital requirements, qualifying Tier 1 capital may count trust preferred
securities, subject to certain criteria and quantitative limits for inclusion of restricted core capital elements in Tier 1
capital provided that the bank holding company has total assets of less than $15.0 billion and such trust preferred
securities were issued before May 19, 2010;

•
“Tier 2 capital” includes, among other things, hybrid capital instruments, perpetual debt, mandatory convertible debt
securities, qualifying term subordinated debt, preferred stock that does not qualify as Tier 1 capital, and a limited
amount of allowance for loan and lease losses; and
•“Tier 3 capital” consists of qualifying unsecured subordinated debt.
Under the federal capital guidelines, there are three fundamental capital ratios: a total risk-based capital ratio, a Tier 1
risk-based capital ratio and a Tier 1 leverage ratio. To be deemed “well capitalized”, a bank holding company must have
a total risk-based capital ratio and a Tier 1 risk-based capital ratio of at least 10% and 6%, respectively, and a bank
must have a total risk-based capital ratio, a Tier 1 risk-based capital ratio and a Tier 1 leverage ratio of at least 10%,
6% and 5%, respectively. At December 31, 2012, the respective capital ratios of both the Company and the Bank
exceeded the minimum percentage requirements to be deemed “well capitalized” under applicable Federal Reserve
Board and FDIC capital rules.
Pursuant to federal regulations, banks and bank holding companies must maintain capital levels commensurate with
the level of risk to which they are exposed, including the volume and severity of problem loans. The federal banking
agencies may change existing capital guidelines or adopt new capital guidelines in the future and have required many
banks and bank holding companies subject to enforcement actions to maintain capital ratios in excess of the minimum
ratios otherwise required to be deemed well capitalized, in which case the affected institution may no longer be
deemed well capitalized and may be subject to restrictions on various activities, including a bank's ability to accept or
renew brokered deposits.
The current risk-based capital guidelines are based upon the 1988 capital accord of the International Basel Committee
on Banking Supervision, a committee of central banks and bank supervisors and regulators from the major
industrialized countries that develops broad policy guidelines for use by each country's supervisors in determining the
supervisory policies they apply.
In 2008, a revised international accord, referred to as Basel II, became mandatory for large internationally active
banking organizations or “core” banks, defined as having total assets of $250 billion or more or consolidated foreign
exposures of $10 billion or more, and emphasized internal assessment of credit, market and operational risk, as well as
supervisory assessment and market discipline in determining minimum capital requirements. Basel II did not apply to,
and was not adopted by, the Company or the Bank.
In September 2010, the Group of Governors and Heads of Supervisors of the Basel Committee on Banking
Supervision, the oversight body of the Basel Committee, published its “calibrated” capital standards for major banking
institutions, referred to as Basel III. Under these standards, when fully phased in on January 1, 2019, banking
institutions will be required to maintain (i) a minimum ratio of Tier 1 common equity to risk-weighted assets of at
least 4.5%, plus 2.5% "capital conservation buffer" (which is added to the Tier 1 common equity ratio, effectively
resulting in a minimum Tier 1 common equity ratio of 7% upon full implementation), (ii) a minimum, Tier 1 capital to
risk-weighted assets ratio of at least 6%, plus the capital conservation buffer (which is added to the Tier 1 capital ratio,
effectively resulting in a minimum Tier 1 capital ratio of 8.5% upon full implementation) (iii) a minimum total capital
to risk-weighted assets of at least 8.0%, plus the capital conservation buffer (which is added to the total capital ratio,
effectively resulting in a minimum total capital ratio of 10.5% upon full implementation), and (iv) a minimum
leverage ratio of 4% calculated as the ratio of Tier 1 capital to average assets. The minimum regulatory capital
thresholds will also be revised to levels that reflect the new capital requirements for all capital categories (including
"well capitalized", "adequately capitalized", "undercapitalized", and "critically undercapitalized"). The Tier 1 common
equity and Tier 1 capital ratio requirements will be phased in incrementally between January 1, 2013 and January 1,
2015; certain new deductions from common equity made in calculating Tier 1 common equity will be phased in
incrementally over a four-year period commencing on January 1, 2014; and a capital conservation buffer will be
phased in incrementally between January 1, 2016 and January 1, 2019. The Basel Committee also announced that a
countercyclical buffer of 0% to 2.5% of common equity or other fully loss-absorbing capital will be implemented
according to national circumstances as an extension of the conservation buffer.
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On June 7, 2012, the U.S. banking agencies requested comment on three proposed rules that, taken together, would
establish an integrated regulatory capital framework implementing the Basel III regulatory capital reforms in the
United States. As proposed, the U.S. implementation of Basel III would lead to significantly higher capital
requirements and more restrictive leverage and liquidity ratios than those currently in place. Once adopted, these new
capital requirements would be phased in
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over time. Additionally, the U.S. implementation of Basel III contemplates that, for banking organizations with less
than $15 billion in assets, the ability to treat trust preferred securities as tier 1 capital would be phased out over a
ten-year period. Comments to the proposed rules were requested by September 7, 2012 in order to begin the gradual
integration of the proposed rules on January 1, 2013. U.S. banking agencies have delayed implementation of the
proposed rules as they continue weighing views expressed during the comment period. The ultimate impact of the
U.S. implementation of the new capital and liquidity standards on the Company and the Bank is currently being
reviewed. At this point we cannot determine the ultimate effect that any final regulations, if enacted, would have upon
our earnings or financial position. In addition, important questions remain as to how the numerous capital and
liquidity mandates of the Dodd-Frank Act will be integrated with the requirements of Basel III. 
 Prompt Corrective Action
The federal banking agencies have issued regulations pursuant to the FDIA defining five categories in which an
insured depository institution will be placed, based on the level of its capital ratios: well-capitalized,
adequately-capitalized, undercapitalized, significantly undercapitalized, and critically undercapitalized. A bank that
may otherwise meet the minimum requirements to be classified as well-capitalized, adequately capitalized, or
undercapitalized may be treated instead as though it were in the next lower capital category if the appropriate federal
banking agency, after notice and opportunity for hearing, determines that an unsafe or unsound condition, or an unsafe
or unsound practice, warrants such treatment. Under the prompt corrective action regulations, a bank that is deemed to
be undercapitalized or in a lesser capital category will be required to submit to its primary federal banking regulator a
capital restoration plan and to comply with the plan.
Any bank holding company that controls a subsidiary bank that has been required to submit a capital restoration plan
will be required to provide assurances of compliance by the bank with the capital restoration plan, subject to
limitations on the bank holding company's aggregate liability in connection with providing such required assurances.
Failure to restore capital under a capital restoration plan can result in the bank being placed into receivership if it
becomes critically undercapitalized. A bank subject to prompt corrective action also may affect its parent holding
company in other ways. These include possible restrictions or prohibitions on dividends or subordinated debt
payments to the parent holding company by the bank, as well as limitations on other transactions between the bank
and the parent holding company. In addition, the Federal Reserve Board may impose restrictions on the ability of the
bank holding company itself to pay dividends, or require divestiture of holding company affiliates that pose a
significant risk to the subsidiary bank, or require divestiture of the undercapitalized subsidiary bank. At each
successive lower capital category, an insured bank may be subject to increased operating restrictions by its primary
federal banking regulator.
Branching
Massachusetts law provides that a Massachusetts banking company can establish a branch anywhere in Massachusetts
provided that the branch is approved in advance by the Commissioner and the FDIC, who consider a number of
factors, including financial history, capital adequacy, earnings prospects, character of management, needs of the
community and consistency with corporate powers. The Bank also may establish branches in any other state if that
state would permit the establishment of a branch by a state bank chartered in that state, which also requires the
approval of the Commissioner, the FDIC and potentially the state banking authority into which the Bank intends to
branch.
Deposit Insurance
The FDIC insures the deposits of federally insured banks, such as the Bank, and thrifts, up to prescribed statutory
limits for each depositor, through the DIF and safeguards the safety and soundness of the banking and thrift industries.
The Dodd-Frank Act permanently raised the standard maximum deposit insurance amount to $250,000. On November
9, 2010, the FDIC Board of Directors also issued a final rule to implement a requirement under the Dodd-Frank Act
that provided temporary unlimited deposit insurance coverage for non-interest bearing accounts and IOLTA's from
December 31, 2010, through December 31, 2012. This temporary unlimited coverage was in addition to, and separate
from, the coverage of at least $250,000 available to each depositor under the FDIC's general deposit insurance rules.
The amount of FDIC assessments paid by each insured depository institution is based on its relative risk of default as
measured by regulatory capital ratios and other supervisory factors. Beginning in 2008, there had been higher levels of
bank failures, which dramatically increased resolution costs of the FDIC and depleted the DIF. In order to maintain a
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strong funding position and restore reserve ratios of the DIF, the FDIC increased assessment rates of insured
depository institutions beginning in the first quarter of 2009, and may continue to do so in the future. On November
12, 2009, the FDIC adopted a requirement for institutions to prepay in 2009 their estimated quarterly risk-based
assessments for the fourth quarter of 2009 and for all of 2010, 2011 and 2012.
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The Bank is generally unable to control the amount of premiums that it is required to pay for FDIC insurance. If there
are additional bank or financial institution failures or if the FDIC otherwise determines, the Bank may be required to
pay even higher FDIC premiums than the recently increased levels. These announced increases and any future
increases in FDIC insurance premiums may have a material and adverse affect on the Company's earnings. In
addition, all FDIC-insured institutions are required to pay assessments to the FDIC to fund interest payments on bonds
issued by the Financing Corporation (“FICO”), an agency of the federal government established to recapitalize the
predecessor to the DIF. These assessments, which are included in Deposit Insurance Premiums on the Consolidated
Statements of Income, will continue until the FICO bonds mature between 2017 and 2019.
In connection with the Dodd Frank Act's requirement that insurance assessments be based on assets, the FDIC has
redefined its deposit insurance premium assessment base to be an institution's average consolidated total assets minus
average tangible equity, as required by the Dodd-Frank Act, and revised its deposit insurance assessment rate schedule
in light of this change to the assessment base. The revised rate schedule and other revisions to the assessment rules,
which were adopted by the FDIC Board of Directors on February 7, 2011, became effective April 1, 2011. Pursuant to
this new rule, the assessment base is larger than the previous assessment base, but the new rates are lower than
previous rates, ranging from approximately 2.5 basis points to 45 basis points (depending on applicable adjustments
for unsecured debt and brokered deposits) until such time as the FDIC's reserve ratio equals 1.15% of total estimated
insured deposits. At least semi-annually, the FDIC will update its loss and income projections for the DIF and, if
needed, will increase or decrease assessment rates, following notice-and-comment rulemaking, if required. The
Dodd-Frank Act requires the FDIC to offset the effect of increasing the reserve ratio on institutions with total
consolidated assets of less than $10 billion. Once the FDIC's reserve ratio equals or exceeds 1.15%, the applicable
assessment rates may range from 1.5 basis points to 40 basis points. The Bank's deposit insurance expense decreased
as a result of the changes to the Bank's deposit insurance premium assessment base implemented by the FDIC
pursuant to the Dodd-Frank Act.
The FDIC implemented two temporary programs under the Temporary Liquidity Guaranty Program (“TLGP”), which
was adopted in October 2008 to strengthen public confidence and encourage liquidity in the nation's banking system:
the Transaction Account Guarantee Program (“TAGP”) (to provide deposit insurance for the full amount of most
non-interest bearing transaction accounts through December 31, 2010) and the Debt Guarantee Program (to guarantee
certain unsecured debt of financial institutions and their holding companies through the earlier of the maturity date of
the debt or June 30, 2012). The Bank was a participant in the TAGP, and provided temporary unlimited deposit
insurance coverage for non-interest bearing accounts and IOLTA's until its ultimate final expiration on December 31,
2012, pursuant to the Dodd-Frank Act requirement referred to above. The Bank also applied for, and was approved for
participation in the Debt Guarantee Program, which expired on October 31, 2009, although neither the Company nor
the Bank issued any guaranteed debt at any time under the program. The Dodd-Frank Act also authorizes the FDIC to
guarantee debt of solvent institutions and their holding companies in a manner similar to the Debt Guarantee Program;
however, the FDIC and the Federal Reserve Board must make a determination that there is a liquidity event that
threatens the financial stability of the United States and the United States Department of the Treasury must approve
the terms of the guarantee program.
Restrictions on Dividends and Other Capital Distributions
The Company's ability to pay dividends on its shares depends primarily on dividends it receives from the Bank. Both
Massachusetts and federal law limit the payment of dividends by the Company and the Bank. Under Massachusetts
law, the Company is generally prohibited from paying a dividend or making any other distribution if, after making
such distribution, it would be unable to pay its debts as they become due in the usual course of business, or if its total
assets would be less than the sum of its total liabilities plus the amount that would be needed if it were dissolved at the
time of the distribution, to satisfy any preferential rights on dissolution of holders of preferred stock ranking senior in
right of payment to the capital stock on which the applicable distribution is made. The Federal Reserve Board also has
further authority to prohibit dividends by bank holding companies if their actions constitute unsafe or unsound
practices. The Federal Reserve Board has issued a policy statement and supervisory guidance on the payment of cash
dividends by bank holding companies, which expresses the Federal Reserve Board's view that a bank holding
company should pay cash dividends only to the extent that, (1) the company's net income for the past year is sufficient
to cover the cash dividends, (2) the rate of earnings retention is consistent with the company's capital needs, asset
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quality, and overall financial condition, and (3) the minimum regulatory capital adequacy ratios are met. It is also the
Federal Reserve Board's policy that bank holding companies should not maintain dividend levels that undermine their
ability to serve as a source of strength to their banking subsidiaries.
Under FDIC regulations and applicable Massachusetts law, the dollar amount of dividends and any other capital
distributions that the Bank may make depends upon its capital position and recent net income. Generally, so long as
the Bank remains adequately capitalized, it may make capital distributions during any calendar year equal to up to
100% of net income for the year to date plus retained net income for the two preceding years. However, if the Bank's
capital becomes impaired or the
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FDIC or Commissioner otherwise determines that the Bank is in need of more than normal supervision, the Bank may
be prohibited or otherwise limited from paying any dividends or making any other capital distributions.
Community Reinvestment Act
The Community Reinvestment Act requires that, in connection with examinations of financial institutions within its
jurisdiction, the FDIC and the Commissioner is to evaluate the record of each financial institution in meeting the
credit needs of its local community, including low and moderate-income neighborhoods. These facts are also
considered in evaluating mergers, acquisitions, and applications to open a branch or facility. Failure to adequately
meet these criteria could impose additional requirements and limitations on us. Additionally, the Bank must publicly
disclose the terms of various Community Reinvestment Act-related agreements. The Bank received a rating of
“satisfactory” on its most recent Community Reinvestment Act examination.
Restrictions on Transactions with Affiliates and Loans to Insiders
The Bank is subject to the provisions of Section 23A of the Federal Reserve Act (the “Affiliates Act”), as such
provisions are made applicable to state non-member banks by Section 18(i) of the Federal Deposit Insurance Act.
Affiliates of a bank include, among other entities, the bank's holding company and companies that are under common
control with the bank.
These provisions place limits on the amount of:
•loans or extensions of credit to affiliates;
•investment in affiliates;

•assets that may be purchased from affiliates, except for real and personal property exempted by the Federal ReserveBoard;

•the amount of loans or extensions of credit to third parties collateralized by the securities or obligations of affiliates;and
•the guarantee, acceptance or letter of credit issued on behalf of an affiliate.

The total amount of the above transactions is limited in amount, as to any one affiliate, to 10% of the Bank's capital
and surplus and, as to all affiliates combined, to 20% of its capital and surplus. In addition to the limitation on the
amount of these transactions, each of the above transactions must also meet specified collateral requirements. The
Bank must also comply with other provisions designed to avoid the purchase or acquisition of low-quality assets from
affiliates. The Dodd-Frank Act expanded the scope of Section 23A, which now includes investment funds managed by
an institution as an affiliate, as well as other procedural and substantive hurdles.
The Bank is also subject to Section 23B of the Federal Reserve Act which, among other things, prohibits the Bank
from engaging in any transaction with an affiliate unless the transaction is on terms substantially the same, or at least
as favorable to the Bank or its subsidiaries, as those prevailing at the time for comparable transactions with
nonaffiliated companies.
Under both Massachusetts and federal law, the Bank is also subject to restrictions on extensions of credit to its
executive officers, directors, principal shareholders and their related interests. These extensions of credit (1) must be
made on substantially the same terms, including interest rates and collateral, as those prevailing at the time for
comparable transactions with third parties and (2) must not involve more than the normal risk of repayment or present
other unfavorable features. The Dodd-Frank Act expanded coverage of transactions with insiders by including credit
exposure arising from derivative transactions (which are also covered by the expansion of Section 23A). The
Dodd-Frank Act prohibits an insured depository institution from purchasing or selling an asset to an executive officer,
director, or principal shareholder (or any related interest of such a person) unless the transaction is on market terms,
and, if the transaction exceeds 10% of the institution's capital, it is approved in advance by a majority of the
disinterested directors.
Concentrated Commercial Real Estate Lending Regulations
The federal banking agencies, including the FDIC, have promulgated guidance governing financial institutions with
concentrations in commercial real estate lending. The guidance provides that a bank has a concentration in
commercial real estate lending if (i) total reported loans for construction, land development, and other land represent
100% or more of total capital or (ii) total reported loans secured by multifamily and non-farm nonresidential
properties (excluding loans secured by owner-occupied properties) and loans for construction, land development, and

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

32



other land represent 300% or more of total capital and the bank's commercial real estate loan portfolio has increased
50% or more during the prior 36 months. If a
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concentration is present, management must employ heightened risk management practices that address the following
key elements: including board and management oversight and strategic planning, portfolio management, development
of underwriting standards, risk assessment and monitoring through market analysis and stress testing, and
maintenance of increased capital levels as needed to support the level of commercial real estate lending. As of
December 31, 2012, the Company did not exceed the levels to be considered to have a concentration in commercial
real estate lending.
The Dodd-Frank Wall Street Reform and Consumer Protection Act
On July 21, 2010, President Obama signed into law the Dodd-Frank Act, which implements significant changes to the
regulation of the financial services industry. Among other reforms discussed throughout this section, the Dodd-Frank
Act includes the following provisions that have affected or are likely to affect us:

•Repeal of the federal prohibitions on the payment of interest on demand deposits effective July 21, 2011, therebypermitting, but not requiring, depository institutions to pay interest on business transaction and other accounts.

•
Imposition of comprehensive regulation of the over-the-counter derivatives market, including provisions that
effectively prohibit insured depository institutions from conducting certain derivatives activities from within the
institution.

•
Implementation of corporate governance revisions, including executive compensation reporting obligations for
financial institutions with total assets of more than $1.0 billion and executive compensation disclosure and proxy
access requirements for all publicly traded companies.

•Increase in the Federal Reserve Board's examination authority with respect to bank holding companies' non-bankingsubsidiaries.

•

Limitations on the amount of any interchange fee charged by a debit card issuer to be reasonable and proportional to
the cost incurred by the issuer effective July 21, 2011. On June 29, 2011, the Federal Reserve Board set the
interchange rate cap at $0.24 per transaction. While these restrictions do not apply to banks like us with less than $10
billion in assets, the rule could affect the competitiveness of debit cards issued by smaller banks. We believe that
market forces may erode the effectiveness of this exemption now that merchants can select more than one network for
transaction routing.

•

Significant increases in the regulation of mortgage lending and servicing by banks and nonbanks.  In particular,
requirements that mortgage originators act in the best interests of a consumer and seek to ensure that a consumer will
have the capacity to repay a loan that the consumer enters into; mandates of comprehensive additional residential
mortgage loan related disclosures; and requirements that mortgage loan securitizers retain a certain amount of risk (as
established by the regulatory agencies).  However, mortgages that conform to the new regulatory standards as
"qualified residential mortgages" will not be subject to risk retention requirements.

Many aspects of the Dodd-Frank Act are subject to rulemaking by various regulatory agencies and will take effect
over several years, making it difficult at this time to anticipate the overall financial impact of this expansive legislation
on the Company, its customers or the financial industry generally.
Consumer Financial Protection Bureau
The Consumer Financial Protection Bureau (“CFPB”) was created under the Dodd-Frank Act to centralize responsibility
for consumer financial protection with broad rulemaking, supervision and enforcement authority for a wide range of
consumer protection laws that would apply to all banks and thrifts, including the Equal Credit Opportunity Act, Truth
in Lending Act, Real Estate Settlement Procedures Act, Fair Credit Reporting Act, Fair Debt Collection Act, the
Consumer Financial Privacy provisions of the Gramm-Leach-Bliley Act and certain other statutes. Banking
institutions with total assets of $10.0 billion or less, such as the Bank, remain subject to the supervision and
enforcement of their primary federal banking regulator with respect to the federal consumer financial protection laws
and such additional regulations as may be adopted by the CFPB.
The CFPB has already finalized rules relating to remittance transfers under the Electronic Fund Transfer Act, which
requires companies to provide consumers with certain disclosures before the consumer pays for a remittance transfer.
These new rules will take effect in February 2013. The CFPB has also amended certain rules under Regulation C
relating to home mortgage disclosure to reflect a change in the asset-size exemption threshold for depository
institutions based on the annual percentage change in the Consumer Price Index for Urban Wage Earners and Clerical
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Workers. In addition, on January 10, 2013, the CFPB released its final “Ability-to-Repay/Qualified Mortgage” rules,
which amend the Truth in Lending Act (Regulation Z). Regulation Z currently prohibits a creditor from making a
higher-priced mortgage loan without regard to the consumer's ability to repay the loan. The final rule implements
sections 1411 and 1412 of the Dodd-Frank Act, which generally require creditors to make a reasonable, good faith
determination of a consumer's ability to repay any consumer credit transaction secured by a
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dwelling (excluding an open-end credit plan, timeshare plan, reverse mortgage, or temporary loan) and establishes
certain protections from liability under this requirement for “qualified mortgages.” The final rule also implements
section 1414 of the Dodd-Frank Act, which limits prepayment penalties. Finally, the final rule requires creditors to
retain evidence of compliance with the rule for three years after a covered loan is consummated. The rule will become
effective January 10, 2014.
Technology Risk Management and Consumer Privacy
State and federal banking regulators have issued various policy statements emphasizing the importance of technology
risk management and supervision in evaluating the safety and soundness of depository institutions with respect to
banks that contract with outside vendors to provide data processing and core banking functions. The use of
technology-related products, services, delivery channels and processes exposes a bank to various risks, particularly
operational, privacy, security, strategic, reputation and compliance risk. Banks are generally expected to prudently
manage technology-related risks as part of their comprehensive risk management policies by identifying, measuring,
monitoring and controlling risks associated with the use of technology.
Under Section 501 of the Gramm-Leach-Bliley Act, the federal banking agencies have established appropriate
standards for financial institutions regarding the implementation of safeguards to ensure the security and
confidentiality of customer records and information, protection against any anticipated threats or hazards to the
security or integrity of such records and protection against unauthorized access to or use of such records or
information in a way that could result in substantial harm or inconvenience to a customer. Among other matters, the
rules require each bank to implement a comprehensive written information security program that includes
administrative, technical and physical safeguards relating to customer information.
Under the Gramm-Leach-Bliley Act, a financial institution must also provide its customers with a notice of privacy
policies and practices. Section 502 prohibits a financial institution from disclosing nonpublic personal information
about a customer to nonaffiliated third parties unless the institution satisfies various notice and opt-out requirements
and the customer has not elected to opt out of the disclosure. Under Section 504, the agencies are authorized to issue
regulations as necessary to implement notice requirements and restrictions on a financial institution's ability to
disclose nonpublic personal information about customers to nonaffiliated third parties. Under the final rule the
regulators adopted, all banks must develop initial and annual privacy notices which describe in general terms the
bank's information sharing practices. Banks that share nonpublic personal information about customers with
nonaffiliated third parties must also provide customers with an opt-out notice and a reasonable period of time for the
customer to opt out of any such disclosure (with certain exceptions). Limitations are placed on the extent to which a
bank can disclose an account number or access code for credit card, deposit or transaction accounts to any
nonaffiliated third party for use in marketing.

Other Operations and Consumer Compliance Laws

The Bank must comply with numerous federal anti-money laundering and consumer protection statutes and
implement regulations, including but not limited to the Truth in Savings Act, Electronic Funds Transfer Act,
Expedited Funds Availability Act, the USA PATRIOT Act of 2001, the Bank Secrecy Act, the Community
Reinvestment Act, the Equal Credit Opportunity Act, the Truth in Lending Act, the National Flood Insurance Act and
various other federal and state privacy protection laws. Failure to comply in any material respect with any of these
laws could subject the Bank to lawsuits and could also result in administrative penalties, including fines and
reimbursements. The Company and the Bank are also subject to federal and state laws prohibiting unfair or fraudulent
business practices, untrue or misleading advertising and unfair competition. These laws and regulations mandate
certain disclosure requirements and regulate the manner in which financial institutions must deal with customers when
taking deposits, making loans, collecting loans, and providing other services. Failure to comply in any material respect
with any of these laws and regulations could subject the Bank to various penalties, including but not limited to
enforcement actions, injunctions, fines or criminal penalties, punitive damages to consumers, and the loss of certain
contractual rights.
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Item 1A. Risk Factors

An investment in the Company’s common stock is subject to a variety of risks and uncertainties including, without
limitation, to those set forth below, any of which could cause the Company's actual results to vary materially from
recent results or from the Company's future results or other forward looking statements that the Company may make
from time to time in news releases, annual reports and other written or oral communications.   The material risks and
uncertainties that management believes affect the Company are described below.  These risks and uncertainties are not
listed in any particular order of priority and are not necessarily the only ones facing the Company.  Additional risks
and uncertainties that management is not aware of or focused on or that management currently deems immaterial may
also impair the Company’s business and results of operations.

This report is qualified in its entirety by these risk factors.  If any of the following risks actually occur, the Company’s
financial condition and results of operations could be materially and adversely affected.  If this were to happen, the
value of the Company’s common stock could decline significantly, and shareholders could lose some or all of their
investment.

The Company’s Profitability Depends Significantly on Economic Conditions in the Company’s Primary Market Areas
The Company’s success depends principally on the general economic conditions of the primary market areas in which
the Company operates.  The local economic conditions in these regions have a significant impact on the demand for
the Company’s products and services as well as the ability of the Company’s customers to repay loans, the value of the
collateral securing loans and the stability of the Company’s deposit funding sources.

Any weakening in general economic conditions in the New England region, or any long-term deterioration of national
and global economies, as well as any possible subsequent effects of negative trends, could further weaken the regional
economy and have long-term adverse consequences on local industries, employment levels, foreclosure rates and
commercial real estate values which could negatively impact the Company’s financial condition, capital position,
liquidity, and performance in a variety of ways.  Potential adverse effects on the Company could include: continued
downward pressure on its net interest margin; deterioration in its asset quality; a decline in the underlying values of
commercial and residential real estate collateral; an increased level of loan delinquencies; an increase in the level of its
allowance for loan losses; a decline in the value of its investment portfolio; unanticipated charges against capital;
restrictions on funding sources, which could adversely impact the Company’s ability to meet cash needs; and a decline
in the market price of the Company’s common stock.

In addition to the consequences of a weakening economic environment, any significant and sustained decline in
general economic conditions caused by national or global political situations, acts of terrorism, an outbreak of
hostilities or other international or domestic occurrences, market interest rate changes, or other factors, could also
impact local economic conditions and, in turn, have a material adverse effect on the Company’s financial condition and
results of operations.

The Company is Subject to Extensive Government Regulation and Supervision
The Company is subject to extensive federal and state regulation and supervision.  Banking regulations are primarily
intended to protect depositors’ funds, federal deposit insurance funds and the banking system as a whole, not the
interests of shareholders.  These regulations affect the Company’s lending practices, capital structure, investment
practices, dividend policy and growth, among other things.  Federal and state statutes and related regulations,
including tax policy and corporate governance rules, can significantly affect the way in which bank holding
companies, and public companies in general, conduct business. 

Changes to federal or state statutes, regulations or regulatory and tax policies, including changes in interpretation or
implementation of new and existing statutes, regulations or policies, or new laws, regulation or accounting rules could
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affect the Company in substantial and unpredictable ways, including subjecting the Company to additional operating,
tax, governance and compliance costs, increasing the Company’s deposit insurance premiums, limiting the types of
financial services and products the Company may offer and/or increasing competition from other non-bank providers
of financial services.

The Dodd-Frank Act, implements significant changes to the regulation of the financial services industry and includes
many reforms and provisions that have affected or are likely to affect the Company. Many aspects of the Dodd-Frank
Act are subject to rulemaking by various regulatory agencies and will take effect over several years, making it difficult
at this time to anticipate the overall financial impact of this expansive legislation on the Company, its customers or the
financial industry generally.

The CFPB was created under the Dodd-Frank Act to centralize responsibility for consumer financial protection with
broad rulemaking authority to administer and carry out the purposes and objectives of the “Federal consumer financial
laws, and to
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prevent evasions thereof,” with respect to all financial institutions that offer financial products and services to
consumers. The CFPB is also authorized to prescribe rules applicable to any covered person or service provider,
identifying and prohibiting acts or practices that are “unfair, deceptive, or abusive” in connection with any transaction
with a consumer for a consumer financial product or service, or the offering of a consumer financial product or service
(“UDAAP authority”). The CFPB has begun to issue final rules and amendments of existing rules, some of which take
effect in 2013. However the ongoing broad rulemaking powers of the CFPB and its UDAAP authority have potential
to have significant impact the operations of financial institutions offering consumer financial products or services.

The U.S. banking agencies have requested comment on three proposed rules that, taken together, would establish an
integrated regulatory capital framework implementing the Basel III regulatory capital reforms in the United States. As
proposed, the U.S. implementation of Basel III would lead to significantly higher capital requirements and more
restrictive leverage and liquidity ratios than those currently in place. Once adopted, these new capital requirements
would be phased in over time. Additionally, the U.S. implementation of Basel III contemplates that, for banking
organizations with less than $15 billion in assets, the ability to treat trust preferred securities as tier 1 capital would be
phased out over a ten-year period. U.S. banking agencies have delayed implementation of the proposed rules as they
continue weighing views expressed during the comment period. The ultimate impact of the U.S. implementation of the
new capital and liquidity standards on the Company and the Bank is currently being reviewed. At this point we cannot
determine the ultimate effect that any final regulations, if enacted, would have upon our earnings or financial position.
In addition, important questions remain as to how the numerous capital and liquidity mandates of the Dodd-Frank Act
will be integrated with the requirements of Basel III.

The Bank is subject to federal and state and fair lending laws, and failure to comply with these laws could lead to
material penalties. Federal and state fair lending laws and regulations, such as the Equal Credit Opportunity Act and
the Fair Housing Act, impose nondiscriminatory lending requirements on financial institutions. The Department of
Justice, CFPB and other federal and state agencies are responsible for enforcing these laws and regulations. Private
parties may also have the ability to challenge an institution's performance under fair lending laws in private class
action litigation. A successful challenge to the Bank's performance under the fair lending laws and regulations could
adversely impact the Bank's rating under the Community Reinvestment Act and result in a wide variety of sanctions,
including the required payment of damages and civil money penalties, injunctive relief, imposition of restrictions on
merger and acquisition activity and restrictions on expansion activity, which could negatively impact the Bank's
reputation, business, financial condition and results of operations.

The Company sells residential mortgage loans in the secondary mortgage market.  Potential changes to this market
resulting from any possible government restrictions on, or restructuring of, the Federal National Mortgage Association
("FNMA") and the Federal Home Loan Mortgage Corporation ("FHLMC") or from any new regulations in this area
could impact the Company’s ability to generate and/or sell these loans.

See the section entitled “Supervision and Regulation” contained in Item 1, “Business”, for additional information
regarding the supervisory and regulatory issues facing the Company.

The Company is Subject to Lending Risk
There are inherent risks associated with the Company’s lending activities.  These risks include, among other things, the
impact of changes in the economic conditions in the market areas in which the Company operates and changes in
interest rates.  In addition, the Company may be impacted by the following risk associated with its lending activities:

Commercial Lending Generally Involves a Higher Degree of Risk than Retail Residential Mortgage Lending
The Company’s loan portfolio consists primarily of commercial real estate, commercial and industrial, and commercial
construction loans.  These types of loans are generally viewed as having more risk of default than owner-occupied
residential real estate loans or consumer loans, and also typically have larger balances. The underlying commercial
real estate values, the actual costs necessary to complete a construction project, or customer cash flow and payment
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expectations on such loans can be more easily influenced by adverse conditions in the related industries, the real estate
market or in the economy in general. Any significant deterioration in the credit quality of the commercial loan
portfolio or underlying collateral values could have a material adverse effect on the Company’s financial condition and
results of operations.

The Company May Need to Increase the Allowance for Loan Losses
The Company maintains an allowance for loan losses, which is established through a provision for loan losses charged
to earnings, that represents management’s estimate of probable losses inherent within the existing portfolio of loans. 
The determination of the appropriate level of the allowance for loan losses inherently involves a high degree of
subjectivity and

21

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

41



requires the Company to make significant estimates of current credit risks and trends, all of which may undergo
material changes. In addition, bank regulatory agencies periodically review the Company’s allowance for loan losses
and may require an increase in the provision for loan losses or the recognition of further loan charge-offs, based on
judgments that differ from those of the Company’s management.  While the Company strives to carefully monitor
credit quality and to identify loans that may become non-performing, it may not be able to identify deteriorating loans
before they become non-performing assets, or be able to limit losses on those loans that have been identified to be
non-performing. Any increases in the allowance for loan losses will result in a decrease in net income and, depending
upon the magnitude of the changes, could have a material adverse effect on the Company’s financial condition and
results of operations.

See the discussions contained in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” under the heading “Allowance for Loan Losses,” which is contained in the “Critical Accounting Estimates”
section and under the headings “Credit Risk/Asset Quality” and “Allowance for Loan Losses,” included in the section
entitled “Financial Condition,” for further information regarding the process by which the Company determines the
appropriate level of its allowance for loan losses.

Increases in the Company's Nonperforming Assets Could Adversely Affect the Company's Results of Operations and
Financial Condition in the Future
Non-performing assets adversely affect net income in various ways. While the Company pays interest expense to fund
non-performing assets, no interest income is recorded on non-accrual loans or other real estate owned, thereby
adversely affecting income and returns on assets and equity. In addition, loan administration and workout costs
increase, resulting in additional reductions of earnings. When taking collateral in foreclosures and similar proceedings,
the Company is required to carry the property or loan at its then-estimated fair market value less estimated cost to sell,
which, when compared to the carrying value of the loan, may result in a loss. These non-performing loans and other
real estate owned also increase the Company's risk profile and the capital that regulators believe is appropriate in light
of such risks, and have an impact on the Company's FDIC risked based deposit insurance premium rate. The
resolution of non-performing assets requires significant time commitments from management and staff. The Company
may experience further increases in non-performing loans in the future, and non-performing assets may result in
further costs and losses in the future, either of which could have a material adverse effect on the Company's financial
condition and results of operations.

The Company's Use of Appraisals in Deciding Whether to Make a Loan Secured by Real Property Does Not Ensure
the Value of the Real Property Collateral
In considering whether to make a loan secured by real property, the Company generally requires an independent
appraisal of the property. However, an appraisal is only an estimate of the value of the property at the time the
appraisal is made, and an error in fact or judgment could adversely affect the reliability of an appraisal. In addition,
events occurring after the initial appraisal may cause the value of the property to decrease. As a result of any of these
factors, the value of collateral backing a loan may be less than estimated at the time of appraisal, and if a default
occurs the Company may not recover the outstanding balance of the loan.

The Company is Subject to Environmental Risks Associated with Owning Real Estate or Collateral
The cost of cleaning up or paying damages and penalties associated with environmental problems could increase the
Company's operating expenses. When a borrower defaults on a loan secured by real property, the Company may
purchase the property in foreclosure or accept a deed to the property surrendered by the borrower. The Company may
also take over the management of commercial properties whose owners have defaulted on loans. The Company also
owns and lease premises where branches and other bank facilities are located. While the Company's lending,
foreclosure and facilities policies and guidelines are intended to exclude properties with an unreasonable risk of
contamination, hazardous substances could exist on some of the properties that the Company may own, acquire,
manage or occupy. Environmental laws could force the Company to clean up the properties at the Company's expense.
It may cost much more to clean a property than the property is worth and it may be difficult or impossible to sell
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contaminated properties. The Company could also be liable for pollution generated by a borrower's operations if the
Company takes a role in managing those operations after a default.

See the discussions contained in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” under the headings “Loans” and “Credit Risk/Asset Quality” included in the section entitled “Financial
Condition,” for further information regarding the Company’s commercial loan portfolio and credit risk.
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The Company’s Investment Portfolio Could Incur Losses
There are inherent risks associated with the Company’s investment activities.  These risks include the impact of
changes in interest rates, weakness in the real estate or other industries, adverse changes in regional or national
economic conditions, and general turbulence in domestic and foreign financial markets, among other things.  These
conditions could adversely impact the fair market value and/or the ultimate collectability of the Company’s
investments. In addition to fair market value impairment, carrying values may be adversely impacted due to a
fundamental deterioration of the individual municipality, government agency, or corporation whose debt obligations
the Company owns or of the individual company or fund in which the Company has invested.

If an investment’s value is deemed other than temporarily impaired, then the Company is required to write down the
carrying value of the investment which may involve a charge to earnings.  The determination of the level of
other-than-temporary impairment (“OTTI”) involves a high degree of judgment and requires the Company to make
significant estimates of current market risks and future trends, all of which may undergo material changes.  Any OTTI
charges, depending upon the magnitude of the charges, could have a material adverse effect on the Company’s
financial condition and results of operations.

As a member of the FHLB, the Company is required to purchase certain levels of FHLB capital stock in association
with the Company's borrowing relationship from the FHLB. 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. If negative events or deterioration in the FHLB financial condition or capital levels
occurs, the Company's investment in FHLB capital stock may become other than temporarily impaired to some
degree.

See the discussions contained in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” under the heading “Impairment Review of Securities,” which is contained in the “Critical Accounting
Estimates” section, and Note 2, "Investments” and Note 3 "Restricted Investments" to the consolidated financial
statements in Item 8 below for further information regarding the process by which the Company determines the level
of other-than-temporary impairment. See also the discussion contained in this Item 1A under the heading “Sources of
External Funding May Become Restricted and Impact the Company's Liquidity.”

The Carrying Value of the Company’s Goodwill Could Become Impaired
In accordance with generally accepted accounting principles, the Company does not amortize goodwill and instead, at
least annually, evaluates whether the carrying value of goodwill has become impaired. Impairment of the goodwill
may occur when the estimated fair value of the Company is less than its recorded book value (i.e., the net book value
of its recorded assets and liabilities). This may occur, for example, when the estimated fair value of the Company
declines due to changes in the assumptions and inputs used in management’s estimate of fair value.  A determination
that goodwill has become impaired results in an immediate write-down of goodwill to its determined value with a
resulting charge to operations.  Any write down of goodwill will result in a decrease in net income and, depending
upon the magnitude of the charge, could have a material adverse effect on the Company’s financial condition and
results of operations.

See the discussions contained in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” under the heading “Impairment Review of Goodwill,” which is contained in the “Critical Accounting
Estimates” section, for further information regarding the process by which the Company determines whether  an
impairment of goodwill has occurred.

The Company is Subject to Interest Rate Risk
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The Company’s earnings and cash flows are largely dependent upon its net interest income, meaning the difference
between interest income earned on interest-earning assets and interest expense paid on interest-bearing liabilities. 
Interest rates are highly sensitive to many factors that are beyond the Company’s control, including monetary policy of
the federal government, inflation and deflation, volatility of domestic and global financial markets, volatility of credit
markets, and competition.  If the interest rates paid on interest-bearing liabilities increase at a faster rate than the
interest rates received on loans and other investments, the Company’s net interest income, and therefore earnings,
could be adversely affected.  Earnings could also be adversely affected if the interest rates received on loans and other
investments fall more quickly than the interest rates paid on interest-bearing liabilities.

See Item 7A, “Quantitative and Qualitative Disclosures about Market Risk,” for further discussions related to the
Company’s management of interest rate risk.

23

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

45



Deposit Outflows May Increase Reliance on Borrowings and Brokered Deposits as Sources of Funds
The Company has traditionally funded asset growth principally through deposits and borrowings.  As a general matter,
deposits are typically a lower cost source of funds than external wholesale funding (brokered deposits and borrowed
funds), because interest rates paid for deposits are typically less than interest rates charged for wholesale funding
(notwithstanding the recent declines in overnight borrowing rates).  If, as a result of competitive pressures, market
interest rates, alternative investment opportunities that present more attractive returns to customers, general economic
conditions or other events, the balance of the Company’s deposits decreases relative to the Company’s overall banking
operations, the Company may have to rely more heavily on wholesale funding in the future.  Any such increased
reliance on wholesale funding could have a negative impact on the Company’s net interest income and, consequently,
on its results of operations and financial condition.

See the discussions contained in the section entitled “Other Sources of Funds” contained in Item 1, “Business,” and in Item
7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” under the heading
“Liquidity,” which is included in the section entitled “Financial Condition” for further information regarding the
Company’s sources of contingent liquidity.

Sources of External Funding Could Become Restricted and Impact the Company’s Liquidity
The Company’s external wholesale funding sources include borrowing capacity at the FHLB and FRB, capacity in the
brokered deposit markets, and through other borrowing arrangements with correspondent banks, as well as accessing
the public equity market through offerings of the Company’s stock. The Company has, in the past, also raised funds
through the issuance of trust preferred securities, which was a common means of raising capital and providing
liquidity previously used by many large and small banking organizations.  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 restrictions in order to
raise the necessary funds to support the Company's operations and growth. Any such increase in funding costs or
restrictions could have a negative impact on the Company’s net interest income and, consequently, on its results of
operations and financial condition.

See the discussions contained in the section entitled “Other Sources of Funds” contained in Item 1, “Business,” and in Item
7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” under the heading
“Liquidity,” which is included in the section entitled “Financial Condition” for further information regarding the
Company’s sources of contingent liquidity.

The Company’s Capital Levels Could Fall Below Regulatory Minimums
The Company and the Bank are both subject to the capital adequacy guidelines of the Federal Reserve Board and
FDIC, respectively.  Failure to meet applicable minimum capital ratio requirements may subject the Company and/or
the Bank to various enforcement actions including restrictions on the ability to open new branches.  If the Company’s
capital levels decline and the Company is unable to raise additional capital to offset that decline, then its capital ratios
may fall below regulatory capital adequacy levels.  The Company’s capital level could decline due to it experiencing
rapid asset growth, or due to other factors, such as, by way of example only, possible future net operating losses,
impairment charges against tangible or intangible assets, or adjustments to retained earnings due to changes in
accounting rules. In addition, the Company may be subject to higher capital requirements under the new Basel III
regulatory capital and liquidity standards once implemented by U.S. banking agencies.

The Company's failure to remain “well capitalized” for bank regulatory purposes could affect customer confidence,
restrict the Company's ability to grow, increase the Company's costs of funds and FDIC insurance costs, prohibit the
Company's ability to pay dividends on common shares, and its ability to make acquisitions, and impact the Company's
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business, results of operation and financial conditions, generally. Under FDIC rules, if the Bank ceases to be a “well
capitalized” institution for bank regulatory purposes, its ability to accept brokered deposits may be restricted, and the
interest rates that it pays may be restricted. At December 31, 2012, both the Company and the Bank were considered
“well capitalized.”

See the sections entitled “Supervision and Regulation” and “Capital Resources” contained in Item 1, “Business”, for
additional information regarding regulatory capital requirements for the Company and the Bank.
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The Trust Wealth Management Fees the Company Receives May Decrease as a Result of Poor Investment
Performance, in Either Relative or Absolute Terms, Which Could Decrease Revenues and Net Earnings
Enterprise Investment Advisors and Enterprise Investment Services derive their revenues primarily from investment
management fees based on assets under management. The Company's ability to maintain or increase assets under
management is subject to a number of factors, including investors' perception of our past investment performance, in
either relative or absolute terms, our ability to maintain customer service levels, competition from investment
management companies, fluctuations in financial markets and various economic conditions. Financial markets are
affected by many factors, all of which are beyond our control, including general economic conditions, securities
market conditions, the level and volatility of interest rates and equity prices, among many other factors. A decline in
the fair value of the assets under management caused by a decline in general market or economic conditions, or any
other reason would decrease wealth management fee income.

Even when market conditions are generally favorable, our investment performance may be adversely affected by the
investment style of our wealth management and investment advisors and the particular investments that they make.
Investment performance is one of the most important factors in retaining existing clients and competing for new
wealth management clients.

Poor investment performance or to the extent our future investment performance is perceived to be poor, in either
relative or absolute terms, could impair our ability to attract and retain funds from existing and new clients which
could reduce the revenues and profitability of our trust and wealth management business.

Investment Advisory and Wealth Management Relationships are Subject to Termination on Short Notice
Investment advisory and wealth management clients can terminate their relationships with us, reduce their aggregate
assets under management, or shift their funds to other types of accounts with different rate structures for any number
of reasons, including investment performance, changes in prevailing interest rates, inflation, changes in investment
preferences of clients, changes in our reputation in the marketplace, change in management or control of clients, loss
of key investment management personnel and financial market performance.

The Use of Independent Investment Research Firms Expose the Company to Additional Risk
The Company relies on outside investment research and due diligence information, which is provided by several
professional independent investment research firms, in selecting both independent management firms and individual
securities for the Company’s investment advisory clients.   These firms are subject to a variety of risks and
uncertainties, including significant exposures to changes in financial market conditions, including the impact of
changes in interest rates, adverse changes in regional or national economic conditions, and general turbulence in
domestic and foreign financial markets, among other things, which could adversely impact the fair market value of
customer portfolios.  Additionally, these firms are subject to risk associated with poor investment decisions, turnover
in key personnel, internal and external securities fraud, information security or data breach, and financial losses,
among others.  Any risk that affects these independent firms could in turn expose the Company itself to various risks. 
The risks to the Company include but are not limited to, the loss of customer business, damage to the Company’s
reputation, exposure of the Company to civil litigation and possible financial liability, and a reduction in fee income,
any of which could have a material adverse effect on the Company’s financial condition and results of operations.

The Company Operates in a Competitive Industry and Market Area
The Company faces substantial competition in all areas of its operations from a variety of different competitors,
several of which are larger and have more financial resources than the Company.  Competitors within the Company’s
market area include not only national, regional, other community banks and internet based banks, but also various
types of other non-bank financial institutions, including credit unions, consumer finance companies, mortgage brokers
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and lenders, as well as private lenders, insurance companies, securities brokerage firms, institutional mutual funds,
registered investment advisors, and other financial intermediaries and non-bank electronic delivery channels.
Additionally, some of these competitors are not subject to the same degree of regulation as the Company and thus may
have a competitive advantage over the Company. If, due to the inability to compete successfully within the Company's
target banking markets, the Company encounters difficulties attracting and retaining customers, it would have a
material adverse effect on the Company's growth and profitability.

See the section entitled “Competition” contained in Item 1, “Business”, for additional information regarding the
competitive issues facing the Company.
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Controls and Procedures Could Fail or Be Circumvented by Theft, Fraud or Robbery
Management regularly reviews and updates the Company’s internal controls over financial reporting, corporate
governance policies and procedures and security controls, including information and physical security, to prevent and
detect theft, fraud or robbery from both internal and external sources.  Any system of controls, 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 system are met.  Any failure or circumvention of the Company’s controls and procedures, or
failure to comply with regulations related to controls and procedures, or a physical theft or robbery, could result in
loss of assets, regulatory actions against the Company, financial loss, damage the Company’s reputation, cause a loss
of customer business, 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, results of operations and financial condition.

See the discussion under the heading “Opportunities and Risks” which is contained in Item 7, “Management’s Discussion
and Analysis of Financial Condition and Results of Operations,” for further information regarding the Company’s
operational risk management.

Failure to Keep Pace With Technological Change Could Affect the Company’s Profitability
The banking industry is continually undergoing rapid technological change with frequent introductions of new
technology-driven products and services.  The effective use of technology increases efficiency and enables financial
institutions to better serve customers and to reduce costs.  Several of the Company’s competitors have substantially
greater resources to invest in technological improvements.  Failure to successfully keep pace with technological
changes affecting the banking industry could have a material adverse effect on the Company’s business and, in turn,
the Company’s financial condition and results of operations.

Information Systems Could Experience an Interruption or Breach in Security
The use of technology-related products, services, delivery channels and processes exposes the Company to various
risks, particularly operational, privacy, security, strategic, reputation and compliance risk. Banks are generally
expected to prudently manage technology-related risks as part of their comprehensive risk management policies by
identifying, measuring, monitoring and controlling risks associated with the use of technology.

The Company relies heavily on communications and information systems to conduct its business.  The occurrence of
any failures, interruptions or security breaches of the Company’s communication or information systems could disrupt
the Company’s ability to conduct business and process transactions for an indeterminable length of time.  The
Company's electronic service delivery channels may experience an intentional interruption or malicious increase in
superfluous activity which could deny the customers' ability to access services for an indeterminable length of time.

The Company also relies on independent firms to provide key services necessary to conducting its business.  These
services include, but are not limited to: electronic funds delivery networks; check clearing houses; electronic banking
services; investment advisory, management and custodial services; correspondent banking services; information
security assessments; and loan underwriting and review services.  As such, these independent firms may have access
to customers' personal information. The occurrence of any failures, interruptions or security breaches of the
independent firms’ systems or in their delivery of services, could also impact the Company's ability to conduct
business and process transactions.

Additionally, any failure or breach of customers’ home, business or mobile information system could also possibly
impact the integrity of the Company’s information systems. 
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These information systems, in general, rely heavily on infrastructures such as electrical grids, voice and data
communication, and internet server networks, which could be subject to failures or disruptions as a result of natural
disasters, power or telecommunications disruptions, acts of terrorism or war, physical or electronic security breaches,
or similar events or disruptions.

Any breakdown in the integrity of these information systems or infrastructure, 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 additional regulatory
scrutiny, and expose the
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Company to civil litigation and possible financial liability, any of which could have a material adverse effect on the
Company’s financial condition and results of operations.

See the discussion under the heading “Opportunities and Risks” which is contained in Item 7, “Management’s Discussion
and Analysis of Financial Condition and Results of Operations,” for further information regarding the Company’s
information security and technology practices and the Company’s Business Continuity Plan.

The Company May Experience a Prolonged Interruption in its Ability to Conduct Business
The Company relies heavily on its personnel, facilities, information systems and third party service providers to
conduct its business.  A material loss of people, core operating facilities, access to information systems or
infrastructure, or failure of key service providers to perform in accordance with contracted service level agreements,
for any number of reasons, could result in an interruption in customer services and ability to conduct transactions, loss
of customer business and damage the reputation of the Company, any of which may have a material adverse effect on
the Company’s financial condition and results of operations.

See the discussion under the heading “Opportunities and Risks” which is contained in Item 7, “Management’s Discussion
and Analysis of Financial Condition and Results of Operations,” for further information regarding the Company’s
Business Continuity Plan.

The Company May Not be Able to Attract and Retain Key Personnel
The Company’s success depends, in large part, on its ability to attract and retain key personnel.  Competition for the
best people in most activities engaged in by the Company can be intense and the Company may not be able to hire or
retain the key personnel that it depends upon for success.  The unexpected loss of key personnel could have a material
adverse impact on the Company’s business because of their skills, knowledge of the Company’s market, years of
industry experience and the difficulty of promptly finding qualified replacement personnel.

Slower than Expected Growth in New Branches and Products Could Adversely Affect the Company’s Profitability
The Company has placed a strategic emphasis on expanding the Bank’s branch network and market share.  Executing
this strategy carries risks of slower than anticipated growth in new branches or new geographic market areas.  New
branches and new products and services require a significant investment of both financial and personnel resources. 
Lower than expected loan and deposit growth in new branches and/or lower than expected fee or other income
generated from new branches could decrease anticipated revenues and net income generated by such investments. In
addition, new branches require the approval of various regulatory agencies, which may or may not approve the
Company’s application for a branch. Opening new branches in existing markets or new market areas could also divert
resources from current core operations and thereby further adversely affect the Company’s growth and profitability.

Growth Strategies Involving Acquisitions Could Adversely Affect the Company’s Profitability
The Company may, in the future, explore growth opportunities through acquisition of other banks, financial services
companies or lines of business.  These activities would involve a number of risks, including, but not limited to: the
potential inaccuracy of the estimates and judgments used to evaluate credit, operations, management, and market risks
with respect to a targeted institution; the time and costs of evaluating new markets, hiring or retaining experienced
local management, and opening new offices and the time lags between these activities and the generation of sufficient
assets and deposits to support the costs of the expansion; the incurrence and possible impairment of goodwill
associated with an acquisition and possible adverse effects on the Company's results of operations; and the risk of loss
of key employees and customers.
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Any future acquisition could adversely affect the Company’s profitability based on management’s ability to
successfully complete the acquisition and integration of the acquired business.

Damage to the Company’s Reputation Could Affect the Company’s Profitability and Shareholders’ Value
The Company is dependent on its reputation within its market area, as a trusted and responsible financial company, for
all aspects of its business with customers, employees, vendors, third-party service providers, and others, with whom
the Company conducts business or potential future business.  Any negative publicity, whether real or perceived,
disseminated by word of mouth, by the general media, by electronic or social networking means, or by other methods,
regarding, among other things, the
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Company’s current or potential business practices or activities, an inability to meet obligations, employees,
management or directors’ ethical standards or actions, or about the banking industry in general, could harm the
Company’s reputation.   Any damage to the Company’s reputation could affect its ability to retain and develop the
business relationships necessary to conduct business which in turn could negatively impact the Company’s financial
condition, results of operations and the market price of the Company’s common stock.

The Trading Volume in the Company’s Common Stock is Less Than That of Larger Companies
Although the Company’s common stock is listed for trading on the NASDAQ Global Market, the trading volume in the
Company’s common stock is substantially less than that of larger companies.  Given the lower trading volume of the
Company’s common stock, significant purchases or sales of the Company’s common stock, or the expectation of such
purchases or sales, could cause significant swings up or down in the Company’s stock price.

The Market Price of the Company’s Common Stock Could be Affected by General Industry Issues
The banking industry may be more affected than other industries by certain economic, credit, regulatory or
information security issues.  Although the Company itself may or may not be directly impacted by such issues, the
Company’s stock price may swing up or down due to the influence, both real and perceived, of these issues, among
others, on the banking industry in general.

Shareholder Dilution Could Occur if Additional Stock is Issued in the Future
If the Company’s Board of Directors should determine in the future that there is a need to obtain additional capital
through the issuance of additional shares of the Company’s common stock or securities convertible into shares of
common stock, such issuances could result in dilution to existing shareholders’ ownership interest. Similarly, if the
Board of Directors decides to grant additional restricted stock shares or options for the purchase of shares of common
stock, the issuance of such additional restricted stock shares and/or the issuance of additional shares upon the exercise
of such options may expose shareholders to dilution.

The Company’s Articles Of Organization, By-Laws and Shareholders Rights Plan as Well as Certain Banking and
Corporate Laws Could Have an Anti-Takeover Effect
Provisions of the Company’s articles of organization and by-laws, its shareholders rights plan and certain federal and
state banking laws and state corporate laws, including regulatory approval requirements for any acquisition of control
of the Company, could make it more difficult for a third party to acquire the Company, even if doing so would be
perceived to be beneficial to the Company’s shareholders.  The combination of these provisions effectively inhibits a
non-negotiated merger or other business combination involving an acquisition of the Company, which, in turn, could
adversely affect the market price of the Company’s common stock.

Directors and Executive Officers Own a Significant Portion of Common Stock
The Company’s directors and executive officers as a group beneficially own approximately 26% of the Company’s
outstanding common stock as of December 31, 2012. As a result of this combined ownership interest, the directors
and executive officers have the ability, if they vote their shares in a like manner, to significantly influence the outcome
of all matters submitted to shareholders for approval, including the election of directors.

The Company Relies on Dividends from the Bank for Substantially All of its Revenue
The Company is a separate and distinct legal entity from the Bank.  It receives substantially all of its revenue from
dividends paid by the Bank.  These dividends are the principal source of funds used to pay dividends on the

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

54



Company’s common stock and interest and principal on the Company’s subordinated debt.  Various federal and state
laws and regulations limit the amount of dividends that the Bank may pay to the Company.  If the Bank is unable to
pay dividends to the Company, then the Company will be unable to service debt, pay obligations or pay dividends on
the Company’s common stock.  The Bank’s inability to pay dividends could have a material adverse effect on the
Company’s business, financial condition, results of operations and the market price of the Company’s common stock.
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See the discussion under the heading “Dividends” which is contained in Item 5, “Market for Registrant’s Common Equity,
Related Stockholder Matters and Issuer Purchases of Equity Securities” below.

Additional Factors Described Elsewhere in This Report
In addition to the factors listed above in this section, additional important factors that could adversely affect the results
of the Company’s future operations are described below under the heading “Special Note Regarding Forward-Looking
Statements” contained in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations.”

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

The Company's principal main office and operational support and lending offices are located in Lowell,
Massachusetts. The main Lowell campus consists of three buildings, two of which are owned and the other leased,
with ample onsite parking.  The Company also owns and maintains a back-up operations facility in the Merrimack
Valley region in Massachusetts. As of December 31, 2012, the Company had twenty full service branch banking
offices serving the Merrimack Valley and North Central regions of Massachusetts and Southern New Hampshire. Of
these branches, 13 are leased and 7 are owned. The Company has also entered into a lease for a new branch in
Lawrence, MA, which is currently under construction and anticipated to open in the early spring of 2013. The
Company believes that all its facilities are well maintained and suitable for the purpose for which they are used.

The Company's leased facilities are contracted under various non-cancelable operating leases, most of which provide
options to extend lease periods and periodic rent adjustments. Several leases provide the Company the right of first
refusal should the property be offered for sale.  The Company has the option to purchase one of its branch offices at an
index adjusted price at any time during any extended term.  The Company’s last five-year extended-term option for this
location ends in September 2020.

See note 6, “Premises and Equipment” and note 15, “Related Party Transactions” to the consolidated financial statements
in Item 8 below, for further information regarding the Company’s lease obligations listed above.

Item 3. 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. After review
with legal counsel, management does not believe resolution of any present litigation will have a material adverse
effect on the consolidated financial condition or results of operations of the Company.

Item 4.Mine Safety Disclosures

Not Applicable.
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PART II

Item 5.Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of EquitySecurities

Market for Common Stock

 The Company’s shares trade on the NASDAQ Global Market under the trading symbol “EBTC”.

The following table sets forth sales volume and price information, to the best of management’s knowledge, for the
common stock of the Company for the periods indicated.

Fiscal Year Trading
Volume

Share Price
High

Share Price
Low

2012
4th Quarter 637,268 $18.19 $15.42
3rd Quarter 974,541 17.50 14.84
2nd Quarter 577,696 16.88 14.49
1st Quarter 501,364 18.00 14.01

2011
4th Quarter 615,223 $14.95 $11.60
3rd Quarter 748,588 17.75 11.81
2nd Quarter 1,466,677 19.83 14.26
1st Quarter 192,516 15.45 13.31

As of March 4, 2013, there were 967 registered shareholders of the Company’s common stock and 9,726,475 shares of
the Company’s common stock outstanding.

Dividends

In 2012, quarterly dividends of $0.11 per share were paid to the Company's stockholders in March, June,
September and December.  Total 2012 dividends of $0.44 per share represented an increase of 4.8% compared to total
dividends of $0.42 paid to the Company's stockholders on a quarterly basis in 2011.

The Company maintains a dividend reinvestment plan (the “DRP”).  The DRP enables stockholders, at their discretion,
to elect to reinvest 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. Stockholders utilized the DRP to
reinvest $1.3 million, of the $4.2 million total dividends paid by the Company in 2012, into 80,392 shares of the
Company’s common stock.
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On January 15, 2013, the Company announced a quarterly dividend of $0.115 per share, paid on March 1, 2013 to
stockholders of record as of February 8, 2013. On an annualized basis, this quarterly dividend represents a 4.5%
increase over the 2012 dividend rate.

As the principal asset of the Company, the Bank currently provides the only source of cash for the payment of
dividends by the Company.  Under Massachusetts law, trust companies such as the Bank may pay dividends only out
of “net profits” and only to
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the extent that such payments will not impair the Bank’s capital stock.  Any dividend payment that would exceed the
total of the Bank’s net profits for the current year plus its retained net profits of the preceding two years would require
the Commissioner’s approval. Applicable provisions of the FDIA also prohibits a bank from paying any dividends on
its capital stock if the bank is in default on the payment of any assessment to the FDIC or if the payment of dividends
would otherwise cause the bank to become undercapitalized.  These restrictions on the ability of the Bank to pay
dividends to the Company may restrict the ability of the Company to pay dividends to the holders of its common
stock.

The statutory term “net profits” essentially equates with the accounting term “net income” and is defined under the
Massachusetts banking statutes to mean the remainder of all earnings from current operations plus actual recoveries
on loans and investments and other assets after deducting from such total all current operating expenses, actual losses,
accrued dividends on any preferred stock and all federal and state taxes.

Securities Authorized for Issuance under Equity Compensation Plans

The following table provides information as of December 31, 2012 with respect to the Company’s Amended and
Restated 1998 Stock Incentive Plan (the “1998 Plan”), 2003 Stock Incentive Plan, as amended, and 2009 Stock
Incentive Plan, as amended, which together constitute all of the Company’s existing equity compensation plans that
have been previously approved by the Company’s stockholders.  The 1998 Plan is closed to future grants, although
several awards previously granted under this plan remain outstanding and may be exercised in the future.  The
Company does not have any existing equity compensation plans, including any existing individual equity
compensation arrangements, which have not been previously approved by the Company’s stockholders.

Plan Category

Number of Securities
to be issued upon
exercise of
outstanding options,
warrants and rights

Weighted-average
exercise price of
outstanding options,
warrants and rights

Number of Securities
remaining available for
future issuance under
equity compensation plans
(excluding securities
reflected in second
column from left)

Equity compensation plans
approved by security holders 649,211 $14.28 534,580

Equity compensation plans not
approved by security holders — — —

TOTAL 649,211 $14.28 534,580
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Performance Graph

The following graph compares the cumulative total return (which assumes the reinvestment of all dividends) on the
Company’s common stock with the cumulative total return reflected by a broad based equity market index and an
appropriate published industry index.  This graph shows the changes over the five-year period ended on December 31,
2012 in the value of $100 invested in (i) the Company’s common stock, (ii) the Standard & Poor's 500 Index, and
(iii) the SNL Bank $1B to $5B index.

Period Ending
Index 12/31/07 12/31/08 12/31/09 12/31/10 12/31/11 12/31/12
Enterprise Bancorp, Inc. 100.00 92.03 92.22 118.66 128.22 152.12
S&P 500 Index 100.00 63.00 79.68 91.68 93.61 108.59
SNL Bank $1B - $5B Index 100.00 82.94 59.45 67.39 61.46 75.78

Sales of Unregistered Securities and Repurchases of Shares

The Company has not sold any equity securities that were not registered under the Securities Act of 1933, as amended,
during the year ended December 31, 2012.  Neither the Company nor any “affiliated purchaser” (as defined in the SEC’s
Rule 10b-18(a) (3)) has repurchased any of the Company’s outstanding shares, nor caused any such shares to be
repurchased on its behalf, during the fiscal year ended December 31, 2012.
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Item 6. Selected Financial Data

Year Ended December 31,
(Dollars in thousands, except per share
data) 2012 2011 2010 2009 2008

EARNINGS DATA
Net interest income $61,910 $58,326 $54,971 $48,446 $42,195
Provision for loan losses 2,750 5,197 5,137 4,846 2,505
Net interest income after provision for
loan losses 59,160 53,129 49,834 43,600 39,690

Non-interest income 11,939 11,154 10,602 9,497 9,421
Other than temporary impairment on
investment securities — (3 ) (8 ) (797 ) (3,702 )

Net gains on sales of investment securities 236 791 875 1,487 305
Non-interest expense 52,612 48,966 45,589 42,623 37,817
Income before income taxes 18,723 16,105 15,714 11,164 7,897
Provision for income taxes 6,348 5,161 5,074 3,218 2,349
Net income $12,375 $10,944 $10,640 $7,946 $5,548

COMMON SHARE DATA
Basic earnings per share $1.29 $1.16 $1.15 $0.96 $0.70
Diluted earnings per share 1.28 1.16 1.15 0.96 0.69
Book value per share at year end 14.42 13.45 12.56 11.84 11.35
Dividends paid per share $0.44 $0.42 $0.40 $0.38 $0.36
Basic weighted average shares
outstanding 9,586,783 9,401,714 9,216,524 8,268,502 7,973,527

Diluted weighted average shares
outstanding 9,660,676 9,445,725 9,221,257 8,279,126 8,005,535

YEAR END BALANCE SHEET
AND OTHER DATA
Total assets $1,665,726 $1,489,163 $1,397,321 $1,304,001 $1,180,477
Loans serviced for others 75,854 67,367 63,807 53,659 28,341
Investment assets under management 592,355 505,163 493,078 433,043 439,711
Total assets under management $2,333,935 $2,061,693 $1,954,206 $1,790,703 $1,648,529

Total loans $1,359,655 $1,245,428 $1,136,938 $1,082,452 $947,045
Allowance for loan losses 24,254 23,160 19,415 18,218 15,269
Investment securities 184,464 140,405 142,060 134,369 154,633
Interest-earning deposits and fed funds 14,728 8,900 28,711 6,835 3,946
Deposits 1,475,027 1,333,158 1,244,071 1,144,948 947,903
Borrowed funds 26,540 4,494 15,541 24,876 121,250
Junior subordinated debentures 10,825 10,825 10,825 10,825 10,825
Total stockholders’ equity 139,549 127,448 116,673 107,664 91,104

RATIOS
Return on average total assets 0.78 % 0.75 % 0.78 % 0.64 % 0.51 %
Return on average stockholders’ equity 9.27 % 8.98 % 9.42 % 8.30 % 6.26 %
Allowance for loan losses to total loans 1.78 % 1.86 % 1.71 % 1.68 % 1.61 %
Stockholders’ equity to total assets 8.38 % 8.56 % 8.35 % 8.26 % 7.72 %

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

61



Dividend payout ratio 34.11 % 36.21 % 34.78 % 39.58 % 51.43 %
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Item 7.Management’s Discussion and Analysis of Financial Condition and Results of Operations

Management’s discussion and analysis should be read in conjunction with the Company’s consolidated financial
statements and notes thereto, contained in Item 8, the information contained in the description of the Company’s
business in Item 1 and other financial and statistical information contained in this annual report.

Special Note Regarding Forward-Looking Statements

This report contains certain “forward-looking statements” within the meaning of the Private Securities Litigation
Reform Act of 1995, including 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 “anticipates”, “believes”, “expects”,
“intends”, “may”, “plans”, “pursue”, “views” and similar terms or expressions. Various statements contained in Item 7 -
“Management's Discussion and Analysis of Financial Condition and Results of Operations” and Item 7A - “Quantitative
and Qualitative Disclosures About Market Risk,” 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 wishes to caution readers that such forward-looking statements reflect numerous
assumptions and involve a number of risks and uncertainties that may adversely affect the Company's future results.
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) changes in technology could adversely impact the Company's operations and increase technology-related
expenditures; (vii) increases in employee compensation and benefit expenses could adversely affect the Company's
financial results; (viii) changes in laws and regulations that apply to the Company's business and operations, including
without limitation the Dodd-Frank Act, the Jumpstart Our Business Startups Act (the "JOBS Act"), and the additional
regulations that will be forthcoming as a result thereof, could adversely affect the Company's business environment,
operations and financial results; (ix) changes in accounting standards, policies and practices, as may be adopted or
established by the regulatory agencies, the Financial Accounting Standards Board (the “FASB”) or the Public Company
Accounting Oversight Board could negatively impact the Company's financial results; (x) our ability to enter new
markets successfully and capitalize on growth opportunities; (xi) future regulatory compliance costs, including any
increase caused by new regulations imposed by the Consumer Finance Protection Bureau; (xii) changes to the
regulatory capital requirements mandated under the proposed rule making pursuant to Basel III; and (xiii) some or all
of the risks and uncertainties described above in Item 1A could be realized, which could have a material adverse effect
on the Company's business, financial condition and results of operation. Therefore, the Company cautions readers not
to place undue reliance on any such forward-looking information and statements.

Critical Accounting Estimates
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The Company’s significant accounting policies are described in note 1, “Summary of Significant Accounting Policies,”
to the consolidated financial statements contained in Item 8.  In applying these accounting policies, management is
required to exercise judgment in determining many of the methodologies, assumptions and estimates to be utilized. 
Certain of the critical accounting estimates are more dependent on such judgment and in some cases may contribute to
volatility in the Company’s reported financial performance should the assumptions and estimates used change over
time due to changes in circumstances. The three most significant areas in which management applies critical
assumptions and estimates include the areas described further below.

34

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

64



Allowance for Loan Losses

The allowance for loan losses is an estimate of credit risk inherent in the loan portfolio as of the specified balance
sheet dates.  The allowance for loan losses is established through a provision for loan losses, which is 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.  The Company
maintains the allowance at a level that it deems adequate to absorb all reasonably anticipated losses from specifically
known and other credit risks associated with the portfolio. Arriving at an appropriate level of allowance for loan losses
involves a high degree of management judgment.

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 rely on a combination of qualitative and quantitative factors that could have an impact on the credit
quality of the portfolio.

Management believes that the allowance for loan losses is adequate to absorb probable losses from specifically known
and other credit risks associated with the loan portfolio as of the balance sheet dates reflected in this annual report. 
While management uses available information to recognize losses on loans, future additions to the allowance may be
necessary.  In addition, various regulatory agencies, as an integral part of their examination process, periodically
review the Company’s allowance for loan losses.  Such agencies may require the Company to recognize additions to
the allowance based on judgments different from those of management.

Management’s assessment of the adequacy of the allowance for loan losses is contained under the headings “Credit
Risk/Asset Quality” and “Allowance for Loan Losses,” which are contained in the “Financial Condition” section of this
Item 7.

Impairment Review of Investment Securities

There are inherent risks associated with the Company’s investment activities which could adversely impact the fair
market value and the ultimate collectability of the Company’s investments.  The determination of other-than-temporary
impairment involves a high degree of judgment and requires management to make significant estimates of current
market risks and future trends. Management’s assessment includes: evaluating the level and duration of the loss on
individual securities; evaluating the credit quality of fixed income issuers; determining if any individual security or
mutual or other fund exhibits fundamental deterioration; and estimating whether it is unlikely that the individual
security or fund will completely recover its unrealized loss within a reasonable period of time, or in the case of fixed
income securities prior to maturity.  While management uses available information to measure other-than-temporary
impairment at the balance sheet date, future write-downs may be necessary based on extended duration of current
unrealized losses, changing market conditions, or circumstances surrounding individual issuers and funds.

Should an investment be deemed “other than temporarily impaired,” the Company is required to write-down the carrying
value of the investment. Such write-down(s) may have a material adverse effect on the Company’s financial condition
and results of operations.  Other than temporary impairment on equity securities is recognized through a charge to
earnings. Other than temporary impairment on fixed income securities is assessed in order to determine the
impairment attributed to the underlying credit quality of the issuer and the portion of noncredit impairment. When
there are credit losses on a fixed income security that management does not intend to sell and it is more likely than not
that the Company will not be required to sell prior to a marketplace recovery or maturity, the portion of the total
impairment that is attributable to the credit loss would be recognized in earnings, and the remaining difference
between the security’s amortized cost basis and its fair value would be included in other comprehensive income. Once
written-down, a security may not be written-up in excess of its new cost basis to reflect future increases in fair value.
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Based on this impairment review, management determined that there were no securities carried in the Company’s
investment securities portfolio at December 31, 2012 that were deemed other than temporarily impaired.

Management’s assessment of impairment of the unrealized losses in the investment portfolio is contained in Note 2,
"Investments,” to the consolidated financial statements in Item 8 below.
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Impairment Review of Goodwill

In accordance with generally accepted accounting principles, the Company does not amortize goodwill and instead, at
least annually, evaluates whether the carrying value of goodwill has become impaired. Impairment of the goodwill
may occur when the estimated fair value of the Company is less than its recorded book value. A determination that
goodwill has become impaired results in an immediate write-down of goodwill to its determined value with a resulting
charge to operations.

The annual impairment test begins with a qualitative assessment of whether it is "more likely than not" that the
reporting unit's fair value is less than its carrying amount. The assessment is performed at the operating unit level.  If
an entity concludes it is not "more likely than not" that the fair value of a reporting unit is less than its carrying
amount, it need not perform a two-step impairment test. In the case of the Company, the services offered through the
Bank and subsidiaries are managed as one strategic unit and represent the Company’s only reportable operating
segment.

Management's qualitative assessment takes into consideration macroeconomic conditions, industry and market
considerations, cost or margin factors, financial performance and share price. Based on this assessment, the Company
determined that it is not more likely than not that the Company's fair value is less than its carrying amount and
therefore goodwill was not considered to be impaired at December 31, 2012.

If the Company's qualitative assessment concluded that it is more likely than not that the fair value of a reporting unit
is less than its carrying amount, it must perform the two-step impairment test to identify potential goodwill
impairment and measure the amount of goodwill impairment loss to be recognized, if any. The first step of the
goodwill impairment test, used to identify potential impairment, compares the estimated fair value of the reporting
unit with its carrying amount, or the book value of the reporting unit, including goodwill.  If the estimated fair value
of the reporting unit equals or exceeds its book value, goodwill is considered not impaired, and the second step of the
impairment test is unnecessary. 

The second step, if necessary, measures the amount of goodwill impairment loss to be recognized.  The reporting unit
must determine fair values for all assets and liabilities, excluding goodwill.  The net of the assigned fair value of
assets and liabilities is then compared to the book value of the reporting unit, and any excess book value becomes the
implied fair value of goodwill.  If the carrying amount of the goodwill exceeds the newly calculated implied fair value
of that goodwill, an impairment loss is recognized in the amount required to write down the goodwill to the implied
fair value.

Overview

Net income for the twelve months ended December 31, 2012 amounted to $12.4 million, an increase of $1.4 million,
or 13%, compared to the same twelve-month period in 2011. Diluted earnings per share were $1.28 for the twelve
months ended December 31, 2012, an increase of $0.12, or 10%, compared to the same period in 2011.

Deposits and loans outstanding have increased by $141.9 million, or 11%, and $114.2 million, or 9%, respectively,
since December 31, 2011. During the quarter ended December 31, 2012, loans outstanding increased $61.3 million,
including $26.4 million of purchased residential loans, and deposits increased $4.6 million. Total assets amounted to
$1.67 billion, which represented an increase of $176.6 million, or 12%, since December 31, 2011, and $28.2 million,
or 2%, since September 30, 2012. Additionally, investment assets under management increased $87.2 million, or 17%,
since December 31, 2011, and $13.4 million, or 2%, since September 30, 2012, to $592.4 million at December 31,
2012.
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Strategically, our focus remains on organic growth and market expansion, while continually planning for our future by
investing in our branch network, technology, progressive product capabilities, and, most importantly, in our people. In
2012, we opened two new branches, in Pelham, NH and Tyngsboro, MA, and anticipate an early spring 2013, opening
of our new Lawrence, MA branch, which will be our twenty-first banking center.

Composition of Earnings

The Company's growth contributed to increases in net interest income and the level of operating expenses for the year
ended December 31, 2012 compared to 2011. In 2012, the provision for loan losses decreased compared to the 2011
period, while non-interest income increased.
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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"). 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 Item 7A, “Quantitative and Qualitative
Disclosures About Market Risk,” of this Form 10-K.

Net interest income increased $3.6 million, or 6%, for the year ended December 31, 2012 and amounted to $61.9
million. The increases in net interest income over the comparable 2011 period was due primarily to revenue generated
from loan growth, which has been funded through non-interest bearing deposits, partially offset by a decrease in
margin. Average balances of loans and loans held for sale for the year ended December 31, 2012 increased $97.5
million compared to the same period in 2011. The margin was 4.27% for the year ended December 31, 2012
compared to 4.37% for the year ended December 31, 2011. For the quarter ended December 31, 2012, the margin was
4.21% compared to 4.39% for the quarter ended December 31, 2011. The margin was 4.20% for the quarter ended
September 30, 2012. Consistent with the industry, the 2012 margin continued to trend downward, as the yield on
interest-earning assets declined faster than the cost of funding, as funding rates have reached a level leaving little
room for significant reductions.

For the twelve months ended December 31, 2012 and 2011, the provision for loan losses amounted to $2.8 million and
$5.2 million, respectively. The decrease in the provision reflects modest credit stabilization within the loan portfolio
compared to the 2011 periods. In making the provision to the allowance for loan losses, management takes into
consideration the level of loan growth, adversely classified and non-performing loans, specific reserves for impaired
loans, net charge-offs, and the estimated impact of current economic conditions on credit quality. The level of loan
growth for the twelve months ended December 31, 2012, excluding $26.4 million of purchased residential loans, was
$87.8 million, compared to $108.5 million during the same period in 2011. These purchased loans are booked at fair
market value and, in accordance with accounting guidance, do not carry an initial allowance for loan losses. The
balance of the allowance for loan losses allocated to impaired loans amounted to $4.1 million at December 31, 2012,
compared to $4.4 million at December 31, 2011. Total non-performing assets as a percentage of total assets were
1.33% at December 31, 2012, compared to 1.83% at December 31, 2011. For the year ended December 31, 2012, the
Company recorded net charge-offs of $1.7 million, the majority of which had reserves specifically allocated in prior
periods. For 2011, net charge-offs were $1.5 million. Management continues to closely monitor the non-performing
assets, charge-offs and necessary allowance levels, including specific reserves. The allowance for loan losses to total
loans ratio was 1.78% at December 31, 2012, compared to 1.86% at December 31, 2011.

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

Non-interest income for the year ended December 31, 2012 amounted to $12.2 million, an increase of $233 thousand,
or 2%, compared to 2011. The increase over the prior year was primarily due to increases in deposit and interchange
fees, investment advisory fees, gains on loan sales, and other income, partially offset by decrease in gains on securities
sales. The increases in other income were primarily in insurance commissions, other fee income and gains on sales of
OREO properties.

For the year ended December 31, 2012, non-interest expense amounted to $52.6 million, an increase of $3.6 million,
or 7%, compared to the prior year.  Increased expenses related to salaries and benefits and technology were primarily
due to the Company's strategic growth initiatives, including branch growth. The year-to-date expenses were also
impacted primarily by increases in legal and other professional services and occupancy expenses, partially offset by
reductions in FDIC insurance expense and costs of advertising and public relations.
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Sources and Uses of Funds

The Company’s primary sources of funds are 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 brokered deposits and overnight borrowings from correspondent banks as
additional funding sources. These funds are used to originate loans, purchase investment securities, conduct
operations, expand the branch network, and pay dividends to shareholders.
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Total assets amounted to $1.67 billion at December 31, 2012, an increase of $176.6 million, or 12%, since
December 31, 2011. Enterprise's main asset strategy is to grow loans, primarily high quality commercial loans.  Total
loans increased $114.2 million, or 9%, since December 31, 2011 and amounted to $1.36 billion, or 82% of total assets.
Total commercial loans amounted to $1.16 billion, or 85% of gross loans at December 31, 2012. 

The investment portfolio is the other key component of earning assets and is primarily used to invest excess funds,
provide liquidity and to manage the Company’s asset-liability position. The carrying value of total investments
amounted to $184.5 million at December 31, 2012, or 11% of total assets, compared to 9% of total assets at
December 31, 2011. Investments increased $44.1 million, or 31%, since December 31, 2011.

Management’s preferred strategy for funding asset growth is to grow low cost deposits (comprised of demand deposit
accounts, interest and business checking accounts and traditional savings accounts).  Asset growth in excess of low
cost deposits is typically funded through higher cost 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 December 31, 2012, total deposits, excluding brokered deposits, amounted to $1.47 billion, representing, an
increase of $138.8 million, or 10%, over December 31, 2011 balances. Deposit growth was noted in all categories
except higher costing certificates of deposits, with the majority of the increase in checking account balances. At
December 31, 2012, checking account balances increased $121.6 million, or 26%, of which 63% of the increase was
in non-interest bearing checking account balances. Management believes that the deposit growth, which occurred
primarily in the first nine months of the year, was primarily attributed to a general inflow of funds into the deposit
market place due to current economics and low returns on other investment options. Management also attributes the
increase to new customer relationship acquisition, based on sales efforts and our ability to differentiate our products
and services for customers seeking an alternative to larger regional and national banks.
The Company had $3.0 million in brokered deposits as of December 31, 2012 and none at December 31, 2011.

Wholesale funding amounted to $29.6 million at December 31, 2012, compared to $4.5 million at December 31,
2011.  At December 31, 2012, wholesale funding was comprised of $26.5 million in FHLB borrowings and $3.0
million of brokered deposits. At December 31, 2011, wholesale funding was comprised of FHLB borrowings.

Opportunities and Risks

The Company’s ability to achieve its long-term growth and market share objectives will depend in part upon the
Company’s continued success in differentiating itself in the market place. 

While the current economic environment continues to present significant challenges for all companies, management
believes that it has also created opportunities for growth and customer acquisition.  Notwithstanding the competitive
landscape facing the Company and the Bank, discussed above under the heading "Competition," in Item 1, "Business",
management believes that customers continue to migrate from larger, national and regional banks to local, stable
community banks, choosing to do business with local professional bankers who can offer them the flexibility,
responsiveness and personalized service that a community bank such as Enterprise provides. 

Management believes that the Company is well positioned to take advantage of the market opportunities created by
the current challenging banking landscape. The Company has built a solid reputation within the local market for
delivering consistently superior customer service and taking an active role in support of the communities we serve.
The Company's banking professionals are committed to upholding the Company’s core values, including significant
community involvement, which has led to a strong network with local business and community leaders.  Management
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believes the Enterprise service culture and business model of providing a full range of diversified financial products
and services through state-of-the-art delivery channels, creates opportunities for the Company to be a leading provider
of banking and investment advisory and wealth management services in its growing market area. These services are
delivered by experienced local banking professionals who possess strong technical skills, have developed in-depth
knowledge of our markets and function as trusted advisors to clients.

The Company seeks to increase deposit share through continuous reviews of deposit product offerings and delivery
channels targeted to customer needs. In addition, Enterprise carefully plans deposit expansion through new branch
development in
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neighboring markets. In the past two years, the Company has continued to build its branch network with the opening
of three new banking centers, with another nearing completion and expected to open in early Spring 2013.

Management believes that Enterprise is also well equipped to capitalize on market potential to grow both the
commercial and residential loan portfolios through strong business development efforts, while utilizing a disciplined
and consistent lending approach and credit review practices, which have served to provide quality asset growth over
varying economic cycles during the Company’s twenty-four year history.  The Company has a skilled lending sales
force with a broad breadth of business knowledge and depth of lending experience to draw upon, supported by a
highly qualified and experienced commercial credit review function.

Management continues to undertake significant strategic initiatives, including ongoing investments in employee
training and development, marketing and public relations, technology and electronic delivery methods, branch
expansion and ongoing renovations of existing branches and operations facilities.  The current industry consolidation
and retrenchment also provides management the opportunity to recruit experienced banking professionals with market
knowledge and who compliment 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
for the long-term growth and earnings of the Company and are reflective of the opportunities in the current
marketplace for community banks such as Enterprise.

Although the national economy appears to have reached a level of stabilization as compared to recent years, the
outlook for meaningful economic growth in the near term remains in question. Additionally, any deterioration of the
current economic environment could weaken the local New England economy, and have adverse repercussions on
local industries leading to increased unemployment and foreclosures, further deterioration of local commercial real
estate values, or other unforeseen consequences, which could have a severe negative impact on the Company’s
financial condition, capital position, liquidity, and performance.  In addition, the loan portfolio consists primarily of
commercial real estate, commercial and industrial, and commercial construction loans.  These types of loans are
typically larger and are generally viewed as having more risk of default than owner occupied residential real estate
loans or consumer loans. Any significant deterioration in the commercial loan portfolio or underlying collateral values
due to a continuation or worsening of the current economic environment could have a material adverse effect on the
Company’s financial condition and results of operations. The risk of loss due to customers’ non-payment of loans or
lines of credit is called “credit risk.”  Credit risk management is reviewed below in this Item 7 under the headings “Credit
Risk/Asset Quality” and “Allowance for Loan Losses.”

In addition, a sustained low interest rate environment caused by the current economic cycle or other factors could
negatively impact the Company's net interest income and results of operation. The re-pricing frequency of interest
earning 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 under Item 7A, “Quantitative
and Qualitative Disclosures About Market Risk.”

The value of the investment portfolio as a whole, or individual securities held, including restricted FHLB capital
stock, could be negatively impacted by any continued volatility in the financial markets or in credit markets, which
could possibly result in the recognition of additional OTTI charges in the future.

Liquidity management is the coordination of activities so that cash needs are anticipated and met, readily and
efficiently.  Liquidity management is reviewed under this Item 7 under the heading “Liquidity.”

Federal banking agencies require the Company and the Bank to meet minimum capital requirements. At December 31,
2012, both the Company and the Bank were categorized as “well capitalized”; however future unanticipated charges
against capital, or changes in regulatory requirements such as Basel III discussed below, could impact those regulatory
capital designations. 
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For additional information regarding the capital levels and capital requirements applicable to the Company and the
Bank and their respective capital levels at December 31, 2012, see the sections entitled “Capital Resources” and “Capital
Requirements” under the heading “Supervision and Regulation” contained in Item 1 “Business” and note 10 “Stockholders’
Equity,” to the consolidated financial statements contained in Item 8 "Financial Statements and Supplementary Data".

In addition, any further changes in government regulation or oversight, including the implementation by the federal
regulatory agencies of the various requirements contained in the Dodd-Frank Act and the proposed rules under Basel
III could affect the Company in substantial and unpredictable ways, including, but not limited to, subjecting the
Company to additional operating, governance and compliance costs, or potential loss of revenue due to the impact of
an enhanced regulatory structure on the
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banking industry, and require all U.S. banking organizations, including community banks, such as Enterprise Bank, to
hold higher amounts of capital, especially common equity, against their risk-weighted assets. Although several
significant aspects of the Dodd-Frank Act expressly apply only to larger, “systemically significant” institutions, they
may have the potential to influence the Company's business decisions, while other parts of the legislation apply either
directly, or potentially indirectly, to activities of community banks, such as Enterprise.

Many aspects of the Dodd-Frank Act are subject to rulemaking by various regulatory agencies and will take effect
over several years, making it difficult at this time to anticipate the overall financial impact of this expansive legislation
on the Company, its customers or the financial industry generally. Likewise, any new consumer financial protection
laws enacted by the CFPB would apply to all banks and thrifts, and may increase the Company's compliance and
operational costs in the future.

Compliance risk includes the threat of fines, civil money penalties, lawsuits and restricted growth opportunities
resulting from violations and/or non-conformance with laws, rules, regulations, prescribed practices, internal policies
and procedures, or ethical standards.  Management has processes in place for the monitoring and management of
compliance risk.

The Company maintains a Compliance Management Program (CMP) designed to meet regulatory and legislative
requirements.  The CMP provides 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.  The Audit Committee of the Board of Directors oversees the effectiveness of the CMP.

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 information or physical security; or violations of ethical standards. Controls to manage
operational risk include, but are not limited to, technology administration, information security, vendor management
and business continuity planning.

The Company's technology administration includes policies and guidelines for the design, procurement, installation,
management and acceptable use of hardware, software and networking devices. The Company has implemented
layered security approaches for all delivery channels that allow employees, customers, or vendors access as required
to the Company's information and technology systems. This strategy includes internal and third party risk assessments,
due diligence on vendors, and project and change management practices. These standards are designed to provide risk
based oversight, coordinate and communicate ideas, and to prioritize and manage technology projects in a manner
consistent with corporate objectives.

Management utilizes a combination of third party information security assessments, key technologies and ongoing
internal evaluations in order to provide a level of protection of non-public personal information and continually
monitors and attempts to safeguard information on its operating systems and those of third party service providers. 
The Company contracts with outside parties to perform a broad scope of both internal and external information
security assessments on the Company’s systems on a regular basis. These third parties conduct penetration testing and
vulnerability scans to test the network configuration and security controls, and assess internal practices aimed at
protecting the Company’s operating systems.  In addition, an outside service provider monitors usage patterns and
identifies unusual activity on bank issued debit/ATM cards.  The Company also utilizes firewall technology and a
combination of software and third-party monitoring to detect intrusion, guard against unauthorized access, and
continuously scan for computer viruses on the Company’s information systems.

The Company may enter into third-party relationships by outsourcing certain operational functions or by using third
parties to provide certain products and services to the Bank’s customers.   Management is responsible for assessing that
activities conducted through third-party relationships are conducted in a safe and sound manner and in accordance
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with applicable laws and regulations, just as if the activity was performed by the Company itself.  The Company has a
third-party vendor management program in order to identify and rate the risks arising from conducting activities
through third party relationships.  These risks may include operational risk and the failure to deliver a particular
product or service, non-compliance with applicable laws and regulations, loss of non-public personal information,
vendor business decisions that are inconsistent with the Company’s strategic goals, or damage to the Company’s
reputation; among others.  The Company’s risk-based, third-party vendor management program is designed to provide
a mechanism to enable management to determine what risk, if any, a particular vendor exposes the Company to, and
to mitigate that risk by properly performing initial and ongoing due diligence when selecting or maintaining
relationships with significant third-party providers.

The Company’s Business Continuity Plan consists of the information and procedures required to enable rapid recovery
from an occurrence that would disable the Company for an extended period.  The plan addresses issues and concerns
regarding the loss of personnel, loss of information and/or loss of access to information under various scenarios
including the following: the
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inability of staff or customers to travel to or to access bank offices; the serious threat of widespread public health or
safety concerns; and the physical destruction or damage of facilities, infrastructure or systems. The plan, which is
reviewed annually, establishes responsibility for assessing a disruption of business, contains alternative strategies for
the continuance of critical business functions during an emergency situation, assigns responsibility for restoring
services, and sets priorities by which critical services will be restored. A bank-owned and maintained secondary
off-site data center provides the Company more control and auxiliary network processing capabilities. Any
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 plan will be met as the assumptions used change over
time or due to changes in circumstances and events.

In addition to the risks discussed above, numerous other factors that could adversely affect the Company’s reputation,
its future results of operations and financial condition are addressed in Item 1A, “Risk Factors.”  This Opportunities and
Risk discussion should be read in conjunction with Item 1A.

Financial Condition

Total assets increased $176.6 million, or 12%, over the prior year, amounting to $1.67 billion at December 31, 2012. 
The increase was primarily attributable to loan and investment growth funded mainly through deposit growth. The
balance sheet composition and changes since the prior year 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, money market, and money market mutual fund accounts) and overnight and term fed funds sold. At both
December 31, 2012 and December 31, 2011, cash and cash equivalents amounted to 3% of total assets. Balances in
cash and cash equivalents will fluctuate primarily due 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

As of December 31, 2012, the fair value of the investment portfolio increased $44.1 million, or 31%, compared to
December 31, 2011.  At December 31, 2012 and 2011, all investments were classified as available for sale and were
carried at fair market value. The increase in investments in the current year is primarily due to excess funds from
deposits exceeding loan growth.

The investment portfolio represented 11% of total assets at December 31, 2012 and 9% of total assets at December 31,
2011.  Fixed income investments comprised the majority of the fair value of the portfolio and represented 94% of total
investments at December 31, 2012, and 95% at December 31, 2011.

41

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

77



The following table summarizes investments at the dates indicated:

December 31,
2012 2011 2010

(Dollars in thousands) Amount Percent Amount Percent Amount Percent
Federal agency obligations(1) $65,685 35.6 % $40,397 28.8 % $40,940 28.8 %
Federal agency mortgage backed securities
(MBS)(1) 49,674 26.9 % 39,688 28.2 % 42,525 29.9 %

Non-agency CMO — — % — — % 2,439 1.7 %
Municipal securities 56,523 30.7 % 51,209 36.5 % 51,589 36.4 %
Corporate bonds 1,914 1.0 % — — % — — %
Certificates of deposit (2) — — % 2,147 1.5 % — — %
Total fixed income securities 173,796 94.2 % 133,441 95.0 % 137,493 96.8 %

Equity investments 10,668 5.8 % 6,964 5.0 % 4,567 3.2 %
Total available for sale investments at fair
value $184,464 100.0 % $140,405 100.0 % $142,060 100.0 %

 ________________________

(1)

These categories may include investments issued or guaranteed by government sponsored enterprises such as
Fannie Mae (FNMA), Freddie Mac (FHLMC), Ginnie Mae (GNMA), Federal Farm Credit Bank (FFCB), or one of
several Federal Home Loan Banks (FHLBs). All agency MBS/CMO investments owned by the Company are
backed by residential mortgages.

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

Included in the federal agency MBS category were Collateralized Mortgage Obligations (“CMO’s”) totaling $23.6
million, $21.8 million and $26.0 million, at December 31, 2012, 2011 and 2010, respectively.

During 2012, the Company recognized net gains amounting to $236 thousand, on the sales of $3.3 million of
investments. Principal paydowns, calls and maturities on fixed income securities totaled $37.3 million during 2012. 
These portfolio cash inflows along with other funds were utilized to purchase $84.0 million of investments during
2012.

As of December 31, 2012, the net unrealized gains in the investment portfolio were $6.4 million compared to $5.0
million at December 31, 2011.  Unrealized gains or losses will only be recognized in the statements of income if the
investments are sold. However, should an investment be deemed “other than temporarily impaired,” the Company is
required to write-down the fair value of the investment. See “Impairment Review of Securities” under the heading
“Critical Accounting Estimates” above in this Item 7 for additional information regarding the accounting for other than
temporary impairment.

See also Note 2, "Investments” and Note 16 "Fair Value Measurements" to the consolidated financial statements in
Item 8 below, for further information regarding the Company’s investment portfolio, including unrealized gains and
losses, other than temporary impairment review and investments pledged as collateral, as well as the Company's fair
value measures for available-for sale investments.
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The contractual maturity distribution as of December 31, 2012, of the fixed income securities above, with the
weighted average tax equivalent yield for each category is set forth below:

Under 1 Year >1 – 5 Years >5 – 10 Years Over 10 Years
(Dollars in thousands) Amount Yield Amount Yield Amount Yield Amount Yield
At amortized cost
Federal agency
obligations $12,492 0.73 % $52,755 0.92 % $— — $— — %

MBS/CMO’s — — % 81 1.73 % 13,022 2.92 % 35,326 2.04 %
Municipal securities 3,274 3.07 % 13,729 2.78 % 26,853 4.50 % 9,581 6.25 %
Corporate bonds — — % $1,082 1.21 % $823 2.22 % — — %
Total fixed income
securities $15,766 1.21 % $67,647 1.30 % $40,698 3.95 % $44,907 2.94 %

At fair value
Total fixed income
securities $15,831 $68,400 $42,917 $46,648

 _____________________

Scheduled contractual maturities may not reflect the actual maturities of the investments. MBS/CMO securities are
shown at their final maturity, however due to prepayments and amortization the actual MBS/CMO cash flows may be
faster than presented above. Included in the municipal, federal agency obligations and corporate bonds categories are
$44.5 million in securities at amortized cost which can be “called” prior to final maturity.  Management considers these
factors when evaluating the net interest margin in the Company’s asset-liability management program.

Federal Home Loan Bank Stock

The Company is required to purchase stock of the FHLB 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.  At
December 31, 2012, the Company’s investment in FHLB capital stock amounted to $4.3 million. 

See Note 3, “Restricted Investments,” to the Company’s Consolidated Financial Statements, contained in Item 8 for
further information regarding the Company’s investment in FHLB stock.

Loans

Total loans increased $114.2 million, or 9%, and amounted to 82% of total assets at December 31, 2012, compared
with 84% of total assets at December 31, 2011.  The Company primarily attributes the increase to its seasoned lending
team, its sales and service culture and geographic market expansion.  The Company has continued to selectively
develop relationships with strong, credit-worthy customers. The mix of loans within the portfolio remained relatively
unchanged with commercial loans amounting to approximately 85% of gross loans at December 31, 2012, reflecting a
continued focus on commercial loan growth.
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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. 

December 31,
2012 2011 2010 2009 2008

(Dollars in thousands) Amount % of
Total Amount % of

Total Amount % of
Total Amount % of

Total Amount % of
total

Commercial real
estate $710,265 52.2 % $650,697 52.2 % $595,075 52.3 % $553,768 51.1 % $472,279 49.8 %

Commercial, &
industrial 328,579 24.1 % 310,706 24.9 % 274,829 24.1 % 263,151 24.3 % 231,815 24.5 %

Commercial
construction 121,367 8.9 % 117,398 9.4 % 111,681 9.8 % 107,467 9.9 % 98,365 10.4 %

Total Commercial 1,160,211 85.2 % 1,078,801 86.5 % 981,585 86.2 % 924,386 85.3 % 802,459 84.7 %
Residential mortgages 120,278 8.8 % 86,311 6.9 % 82,395 7.2 % 87,068 8.0 % 79,125 8.3 %
Home equity loans
and lines of credit 75,648 5.6 % 77,135 6.2 % 70,147 6.2 % 68,392 6.3 % 61,632 6.5 %

Consumer 4,911 0.4 % 4,570 0.4 % 4,228 0.4 % 3,824 0.4 % 4,857 0.5 %
Gross loans 1,361,048 100.0% 1,246,817 100.0% 1,138,355 100.0% 1,083,670 100.0% 948,073 100.0%
Deferred fees, net (1,393 ) (1,389 ) (1,417 ) (1,218 ) (1,028 )
Total loans 1,359,655 1,245,428 1,136,938 1,082,452 947,045
Allowance for loan
losses (24,254 ) (23,160 ) (19,415 ) (18,218 ) (15,269 )

Net loans $1,335,401 $1,222,268 $1,117,523 $1,064,234 $931,776

During 2012, commercial real estate loans increased $59.6 million, or 9%.  Commercial real estate loans are typically
secured by one-to-four and multi-family apartment buildings, office or mixed-use facilities, strip shopping centers or
other commercial or industrial properties.

Commercial and industrial loans increased by $17.9 million, or 6%, since December 31, 2011.  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 under various U.S. Small Business Administration
programs.

Commercial construction loans increased by $4.0 million, or 3%, compared to December 31, 2011.  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.

Residential mortgages (including residential construction loans), home equity mortgages and consumer loans
combined, increased by $32.8 million, or 20%, since December 31, 2011, due primarily to increases in residential
mortgage loans. In the fourth quarter of 2012, the Company purchased a group of residential mortgage loans
amounting to $26.4 million. These purchased loans conform to the Company's own underwriting standards and are
generally consistent with the originated residential mortgage loan production in terms of individual loan size, credit
quality and geographic region.

At December 31, 2012, commercial loan balances participated out to various banks amounted to $53.6 million,
compared to $43.0 million at December 31, 2011.  These balances participated out to other institutions are not carried
as assets on the Company’s financial statements. Loans originated by other banks in which the Company is the
participating institution are carried at the pro-rata share of ownership and amounted to $28.6 million and $33.0 million
at December 31, 2012 and 2011, respectively.  In each case, the participating bank funds a percentage of the loan
commitment and takes on the related risk. The rights and obligations of each participating bank are divided
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proportionately among the participating banks in an amount equal to their share of ownership and with equal priority
among all banks.

Refer to Note 4 "Loans," to the Consolidated Financial Statements, contained in Item 8, for information on related
party loans, loans serviced for others, and loans pledged as collateral.
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The following table sets forth the scheduled maturities of commercial real estate, commercial & industrial and
commercial construction loans in the Company’s portfolio at December 31, 2012. The table also sets forth the dollar
amount of loans which are scheduled to mature after one year which have fixed or adjustable rates.

(Dollars in thousands) Commercial
real estate

Commercial &
industrial

Commercial
construction

Amounts due(1):
One year or less $28,025 $169,696 $71,286
After one year through five years 26,769 69,745 24,956
Beyond five years 655,471 89,138 25,125

$710,265 $328,579 $121,367

Interest rate terms on amounts due after one year:
Fixed $32,113 $61,283 $569
Adjustable $650,127 $97,600 $49,512
__________________________

(1)Scheduled contractual maturities may not reflect the actual maturities of loans.  The average maturity of loans maybe shorter than their contractual terms principally due to prepayments and demand features.

Credit Risk

The Company manages its loan portfolio to avoid concentration by industry and loan size to lessen its credit risk
exposure. In addition, the Company does not have a “sub-prime” mortgage program.  However, 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 risks compared to long term financing on existing, owner-occupied residential real estate. 
While the Company endeavors to minimize this risk through the sound underwriting practices and the risk
management function, 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.

The credit risk management function focuses on a wide variety of factors, including, among others, current and
expected economic conditions, the real estate market, the financial condition of borrowers, the ability of borrowers to
adapt to changing conditions or circumstances affecting their business and the continuity of borrowers’ management
teams.  Early detection of credit issues is critical to minimize credit losses. Accordingly, management regularly
monitors these factors, among others, through ongoing credit reviews by the Credit Department, an external loan
review service, reviews by members of senior management and the Loan Committee of the Board of Directors. This
review includes the assessment of internal credit quality indicators such as the risk classification of loans, adversely
classified loans, past due and non-accrual loans, impaired and restructured loans, and the level of foreclosure activity.

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, to the
more severe adverse classifications of “substandard,” “doubtful” and “loss” based on criteria established under banking
regulations.  Loans classified as substandard include those characterized by the distinct possibility that the Company
will sustain some loss if the deficiencies are not corrected. Loans classified as doubtful have all the weaknesses
inherent in a substandard rated loan with the added characteristic that the weaknesses make collection or full payment
from liquidation, on the basis of currently existing facts, conditions, and values, highly questionable and improbable. 
Loans classified as "loss" are generally considered uncollectible at present, although long term recovery of part or all
of loan proceeds may be possible.  These “loss” loans would require a specific loss reserve or charge-off. Adversely
classified loans may be accruing or in non-accrual status and may be additionally designated as restructured and/or
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impaired, or some combination thereof. Loans which are evaluated to be of weaker credit quality are reviewed on a
more frequent basis by management.

Loans on which the accrual of interest has been discontinued are designated as non-accrual loans. Accrual of interest
on loans is generally discontinued when a loan becomes contractually past due, with respect to interest or principal, by
90 days, or when
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reasonable doubt exists as to the full and timely collection of interest or principal. When a loan is placed on
non-accrual status, all interest previously accrued but not collected is reversed against current period interest income.
Interest accruals are resumed on such loans only when payments are brought current and have remained current for a
period of 180 days or when, in the judgment of management, the collectability of both principal and interest is
reasonably assured.  Interest payments received on loans in a non-accrual status are generally applied to principal on
the books of the Company.

Impaired loans are individually significant loans for which management considers it probable that not all amounts due
(principal and interest) in accordance with original contractual terms will be collected.  The majority of impaired loans
are included within the non-accrual balances; however, not every loan in non-accrual status has been designated as
impaired. Impaired loans include loans that have been modified in a troubled debt restructuring (or "TDR", see
below). Impaired loans exclude large groups of smaller-balance homogeneous loans, such as residential mortgage
loans and consumer loans, which are collectively evaluated for impairment, and loans that are measured at fair value,
unless the loan is amended in a TDR.

Management does not set any minimum delay of payments as a factor in reviewing for impaired classification. 
Management considers the individual payment status, net worth and earnings potential of the borrower, and the value
and cash flow of the collateral as factors to determine if a loan will be paid in accordance with its contractual terms.

When a loan is deemed to be impaired, management estimates the credit loss by comparing the loan’s carrying value
against either 1) the present value of the expected future cash flows discounted at the loan’s effective interest rate; 2)
the loan’s observable market price; or 3) the expected realizable fair value of the collateral, in the case of collateral
dependent loans.  A specific allowance is assigned to the impaired loan for the amount of estimated credit loss.
Impaired loans are charged off, in whole or in part, when management believes that the recorded investment in the
loan is uncollectible.

Loans are designated as a TDR when, as part of an agreement to modify the original contractual terms of the loan, the
Bank grants a concession on the terms, that would otherwise not be considered, as a result of financial difficulties of
the borrower.  Typically, such concessions consist of a reduction in interest rate to a below market rate, taking into
account the credit quality of the note, 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.  Restructured 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 credit loss.

Real estate acquired by the Company through foreclosure proceedings or the acceptance of a deed in lieu of
foreclosure is classified as Other Real Estate Owned (“OREO”). When property is acquired, it is generally recorded at
the lesser of the loan’s remaining principal balance, net of any unamortized deferred fees, or the estimated fair value of
the property acquired, less estimated costs to sell. Any loan balance in excess of the estimated realizable fair value on
the date of transfer is charged to the allowance for loan losses on that date. All costs incurred thereafter in maintaining
the property, as well as subsequent declines in fair value are charged to non-interest expense.

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.  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

At December 31, 2012, the Company had adversely classified loans (loans carrying “substandard”, “doubtful” or “loss”
classifications) amounting to $34.4 million, compared to $37.8 million at December 31, 2011. The decrease in
adversely classified loans as of December 31, 2012, as compared to December 2011, was primarily due to paydowns
on several commercial relationships, upgraded commercial loans and charge-offs, partially offset by additional credit
downgrades during the period.

Adversely classified loans which were performing but possessed potential weaknesses and, as a result, could
ultimately become non-performing loans amounted to $14.0 million  at both December 31, 2012 and December 31,
2011, respectively.  The remaining balances of adversely classified loans were non-accrual loans, amounting to $20.4
million and $23.8 million at
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December 31, 2012 and December 31, 2011, respectively.  Non-accrual loans which were not adversely classified
amounted to $1.2 million and $2.1 million at December 31, 2012 and December 31, 2011, respectively, and primarily
represented the guaranteed portions of non-performing Small Business Administration loans.

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

December 31,
(Dollars in thousands) 2012 2011 2010 2009 2008
Commercial real estate $12,608 $14,060 $8,065 $11,789 $3,691
Commercial and industrial 6,993 9,696 7,573 2,748 1,713
Commercial construction 743 727 2,890 4,662 1,400
Residential 862 850 1,395 1,220 875
Home Equity 390 536 407 177 293
Consumer — 6 10 8 39
Total Non-accrual loans 21,596 25,875 20,340 20,604 8,011
Overdrafts > 90 days past due 5 1 1 5 256
Total non-performing loans 21,601 25,876 20,341 20,609 8,267
Other real estate owned 500 1,445 825 1,086 318
Total non-performing assets $22,101 $27,321 $21,166 $21,695 $8,585

Total Loans $1,359,655 $1,245,428 $1,136,938 $1,082,452 $947,045
Accruing TDR loans not
included above $16,039 $12,442 $30,225 $20,125 $3,697

Delinquent loans 60-89 days
past due $1,184 $3,026 $2,324 $2,104 $2,689

Non-performing loans to total
loans 1.59 % 2.08 % 1.79 % 1.90 % 0.87 %

Non-performing assets to total
assets 1.33 % 1.83 % 1.51 % 1.66 % 0.73 %

Loans 60-89 days past due to
total loans 0.09 % 0.24 % 0.20 % 0.19 % 0.28 %

Adversely Classified loans to
total loans 2.53 % 3.03 % 2.22 % 2.38 % 1.47 %

The $4.3 million net decrease in total non-performing loans, and the resulting decrease in the ratio of non-performing
loans as a percentage of total loans outstanding, was primarily due to net decreases within the commercial and
industrial ($2.7 million) and the commercial real estate ($1.5 million) portfolios. The majority of non-accrual loans
were also carried as impaired loans during the periods and the changes since December 31, 2011 are discussed further
below.

Total impaired loans amounted to $37.4 million and $38.3 million at December 31, 2012 and December 31, 2011,
respectively.  The decrease in the recorded investment in impaired loans since the prior year was primarily within the
commercial real estate portfolio of $1.7 million, partially offset by increases in the commercial construction portfolio
of $525 thousand, and the commercial and industrial portfolio of $198 thousand. Total accruing impaired loans
amounted to $16.6 million and $13.2 million at December 31, 2012 and December 31, 2011, respectively, while
non-accrual impaired loans amounted to $20.8 million and $25.1 million as of December 31, 2012 and December 31,
2011, respectively. The decrease in impaired loans as of December 31, 2012, as compared to December 2011, was
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primarily due to paydowns on several commercial relationships, upgraded commercial loans and charge-offs, partially
offset by additional credit downgrades during the period.

In management’s opinion, the majority of impaired loan balances at December 31, 2012 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 December 31, 2012, impaired loans totaling $26.1 million required no specific
reserves and impaired loans
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totaling $11.3 million required specific reserve allocations of $4.1 million.  At December 31, 2011, impaired loans
totaling $25.4 million required no specific reserves and impaired loans totaling $12.9 million required specific reserve
allocations of $4.4 million.  Management closely monitors these relationships for collateral or credit deterioration.

Total TDR loans, included in the impaired loan figures above as of December 31, 2012 and December 31, 2011 were
$26.6 million and $25.5 million, respectively. TDR loans included in non-performing loans amounted to $10.5 million
and $13.0 million at December 31, 2012 and December 31, 2011, respectively. TDR loans on accrual status amounted
to $16.0 million and $12.4 million at December 31, 2012 and December 31, 2011, respectively. The Company
continues to work with commercial relationships and enters into loan modifications to the extent deemed to be
necessary or appropriate to seek the best mutual outcome given the current economic environment.

The carrying value of OREO at December 31, 2012 was $500 thousand and consisted of 1 property, compared to $1.4
million comprised of 4 properties at December 31, 2011. During 2012, 3 properties that were held in OREO as of
December 31, 2011 were sold, and 3 properties were added to OREO, and subsequently sold during the year.  There
was $87 thousand of gains realized on the sale of OREO in 2012. There were no gains on OREO sales in 2011.

Management believes that the loan portfolio has experienced a level of modest credit stabilization compared to the
2011 period, as indicated by the improving statistics related to migration of adversely classified, past due and
non-accrual loans, impaired loans and the level of OREO properties held as of December 31, 2012. Given the size and
commercial mix of the Company's loan portfolio, management considers the current statistics to be reflective of the
lagging effect that the regional economic environment has had on the local commercial markets and its impact on the
credit profile of such a portfolio.

Allowance for Loan Losses

On a quarterly basis, management prepares an estimate of the allowance necessary to cover estimated credit 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.  The Company maintains the allowance at a level that it deems adequate to absorb all reasonably
anticipated losses from specifically known and other credit risks associated with the portfolio.

In making its assessment on the adequacy of the allowance, management considers several quantitative and qualitative
factors that could have an effect on the credit quality of the portfolio including individual assessment of larger and
high risk credits, delinquency trends and the level of non-performing loans, net charge-offs, the growth and
composition of the loan portfolio, expansion in geographic market area, the strength of the local and national
economy, and comparison to industry peers, among other factors.  Except for loans specifically identified as impaired,
as discussed above, the estimate is a two-tiered approach that allocates loan loss reserves to “adversely classified” loans
by credit rating and to non-classified loans by credit type.  The general loss allocations take into account the historic
loss experience as well as the quantitative and qualitative factors identified above.  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.

In the fourth quarter of 2012, the Company purchased a group of residential mortgage loans amounting to $26.4
million. These purchased loans conform to the Company's own underwriting standards and are generally consistent
with the originated residential mortgage loan production in terms of individual loan size, credit quality and geographic
region. These purchased residential loans are initially booked at fair market value and, in accordance with accounting
guidance, do not carry an initial allowance for loan losses. Management will continue to closely monitor this portfolio
of non classified loans for estimated credit loss under general loss allocations taking into account the loss experience
as well as the quantitative and qualitative factors identified above.
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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.  The level of delinquent and
non-performing assets is largely a function of economic conditions and the overall banking environment.  Despite
prudent loan underwriting, adverse changes within the Company’s market area, or further deterioration in the local,
regional or national economic conditions could negatively impact the Company’s level of non-performing assets in the
future.
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The allowance for loan losses to total loans ratio was 1.78% at December 31, 2012 compared to 1.86% at
December 31, 2011.  Contributing to the decline in this ratio was the purchased residential loans initially measured at
fair value and the improving credit quality statistics discussed above. Based on the foregoing, as well as management’s
judgment as to the existing credit risks inherent in the loan portfolio, the Company’s allowance for loan losses is
deemed adequate to absorb probable losses from specifically known and other credit risks associated with the
portfolio as of December 31, 2012.

The following table summarizes the activity in the allowance for loan losses for the periods indicated:

Years Ended December 31,
(Dollars in thousands) 2012 2011 2010 2009 2008
Balance at beginning of year $23,160 $19,415 $18,218 $15,269 $13,545

Provision charged to operations 2,750 5,197 5,137 4,846 2,505

Recoveries on charged-off loans:
Commercial real estate 29 124 2 210 2
Commercial and industrial 461 148 49 130 427
Commercial Construction 2 4 5 3 96
Residential mortgage 10 6 — 1 —
Home equity 2 — — 7 61
Consumer 15 12 21 287 11
Total recoveries $519 $294 $77 $638 $597

Charged-off loans:
Commercial real estate 276 603 1,015 911 360
Commercial and industrial 1,388 1,075 1,662 1,321 943
Commercial Construction 156 — 1,245 — —
Residential mortgage 185 3 25 76 —
Home equity 140 — — 140 50
Consumer 30 65 70 87 25
Total charged-off $2,175 $1,746 $4,017 $2,535 $1,378

Net loans charged-off $1,656 $1,452 $3,940 $1,897 $781

Balance at December 31 $24,254 $23,160 $19,415 $18,218 $15,269

Average loans outstanding $1,281,994 $1,186,674 $1,106,597 $1,015,008 $880,004
Annualized Net loans charged-off to
average loans 0.13 % 0.12 % 0.36 % 0.19 % 0.09 %

Total Loans $1,359,655 $1,245,428 $1,136,938 $1,082,452 $947,045
Allowance to Total Loans 1.78 % 1.86 % 1.71 % 1.68 % 1.61 %
Recoveries to charge-offs 23.86 % 16.84 % 1.92 % 25.17 % 43.32 %
Net loans charged-off to allowance 6.83 % 6.27 % 20.29 % 10.41 % 5.11 %
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The following table sets forth the allocation of the Company’s allowance for loan losses amongst the categories of
loans and the percentage of loans in each category to gross loans for the periods ending on the respective dates
indicated:

December 31,
2012 2011 2010 2009 2008

(Dollars in thousands) Allowanceallocation

Loan
category
as % of
gross
loans

Allowance
allocation

Loan
category
as % of
gross
loans

Allowance
allocation

Loan
category
as % of
gross
loans

Allowance
allocation

Loan
category
as % of
gross
loans

Allowance
allocation

Loan
category
as % of
gross
loans

Comm’l real estate $11,793 52.2 % $10,855 52.2 % $9,769 52.3 % $9,630 51.1 % $7,953 49.8 %
Comm’l industrial 7,297 24.1 % 7,568 24.9 % 5,489 24.1 % 4,614 24.3 % 3,817 24.5 %
Comm’l constr. 3,456 8.9 % 3,013 9.4 % 2,609 9.8 % 2,475 9.9 % 2,094 10.4 %
Resid: mortg, cnstr
and HELOC’s 1,582 14.4 % 1,610 13.1 % 1,435 13.4 % 1,402 14.3 % 1,268 14.8 %

Consumer 126 0.4 % 114 0.4 % 113 0.4 % 97 0.4 % 137 0.5 %
Total $24,254 100.0 % $23,160 100.0 % $19,415 100.0 % $18,218 100.0 % $15,269 100.0 %

The allocation of the allowance for loan losses above reflects management’s judgment of the relative risks of the
various categories of the Company’s loan portfolio. This allocation should not be considered an indication of the future
amounts or types of possible loan charge-offs.

See Note 5 “Allowance for Loan Losses” to the Company's Consolidated Financial Statements, contained in Item 8, for
further information regarding credit quality and the allowance for loan losses.

Bank Owned Life Insurance (“BOLI”)

The Company has purchased BOLI as an investment vehicle, utilizing the earnings on BOLI to offset the cost of the
Company’s benefit plans. The cash surrender value of BOLI was $15.4 million and $14.9 million at December 31,
2012 and 2011, respectively.

Further information regarding the Company’s BOLI can be found in Item (k) in Note 1, "Summary of Significant
Accounting Policies," and information on the Company's retirement benefit plans is contained in Note 11, “Employee
Benefit Plans,” under the heading “Supplemental Life Insurance” both of which are located in the notes to the
consolidated financial statements contained in Item 8 below.

Deposits

Total deposits increased $141.9 million, or 11%, as of December 31, 2012 compared to December 31, 2011. This
increase was noted primarily in the first nine months of the year. Total deposits as a percentage of total assets were
89% at December 31, 2012 compared to 90% at December 31, 2011. 
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The following table sets forth deposit balances by certain categories at the dates indicated and the percentage of each
deposit category to total deposits.

December 31, 2012 December 31, 2011 December 31, 2010

(Dollars in thousands) Amount % of
Total Amount % of

Total Amount % of
Total

Non-interest demand deposits $386,643 26.2 % $309,930 23.3 % $231,121 18.6 %
Interest bearing checking 210,564 14.3 % 165,718 12.4 % 175,056 14.1 %
Total checking 597,207 40.5 % 475,648 35.7 % 406,177 32.7 %

Savings 154,680 10.5 % 141,289 10.6 % 132,313 10.6 %
Money Markets 491,942 33.3 % 446,526 33.5 % 428,992 34.5 %
Total savings/money markets 646,622 43.8 % 587,815 44.1 % 561,305 45.1 %

Certificates of deposit 228,166 15.5 % 269,695 20.2 % 276,507 22.2 %
Total non-brokered deposits 1,471,995 99.8 % 1,333,158 100.0 % 1,243,989 100.0 %

Brokered deposits 3,032 0.2 % — — % 82 — %
Total deposits $1,475,027 100.0 % $1,333,158 100.0 % $1,244,071 100.0 %

Deposit growth was noted across all non-term deposit products. Checking deposits, a strong source of low-cost
funding for the Company, increased $121.6 million, or 26%, through December 31, 2012 compared to December 31,
2011, with the most growth in non-interest bearing accounts, which increased $76.7 million, or 25%, since
December 31, 2011. During the same period, savings and money market accounts increased by $58.8 million, or 10%
at December 31, 2012 compared to December 31, 2011.  Management believes that the deposit growth, which
occurred primarily in the first nine months of the year, was primarily attributed to a general inflow of funds into the
deposit marketplace due to current economics and low returns on other investment options. Management also
attributes the increase to new customer relationship acquisition, based on sales efforts and our ability to differentiate
our products and services for customers seeking an alternative to larger regional and national banks.

Year-end balances of certificates of deposit decreased by $41.5 million, or 15%, as the rates on term products continue
to decline in relation to other deposit product alternatives. 

From time to time, management utilizes both brokered deposits and borrowed funds (as discussed below) as cost
effective wholesale funding sources to support continued loan growth. The brokered deposit balance at December 31,
2012 represents CD balances from participation in a nationwide deposit network, which in the past has also included
term deposits brokered from large money center banks and overnight money market funds from participation in a
nationwide network.

At December 31, 2012, the majority of the combined CD balances (brokered and non-brokered) were scheduled to
mature within one year, with approximately 26% due to mature within three months and 53% due in over three
through twelve months, with the remaining balances scheduled to mature in 2014 through 2016.
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The table below sets forth a comparison of the Company’s average deposits and average rates paid for the periods
indicated, as well as the percentage of each deposit category to total average deposits.  The annualized average rate on
total deposits reflects both interest bearing and non-interest bearing deposits.

Year ended December 31,
2012 2011 2010

(Dollars in thousands) AverageBalance
Avg
Rate

% of
Total

Average
Balance

Avg
Rate

% of
Total

Average
Balance

Avg
Rate

% of
Total

Non-interest demand $353,558 — % 24.9 % $251,536 — % 19.3 % $208,460 — % 17.4 %

Interest checking 169,178 0.07 % 11.9 % 170,644 0.11 % 13.1 % 168,436 0.19 % 14.1 %
Savings 162,320 0.22 % 11.5 % 153,843 0.37 % 11.8 % 153,352 0.44 % 12.8 %
Money market 478,350 0.49 % 33.7 % 450,554 0.73 % 34.6 % 388,327 0.90 % 32.4 %
Total interest bearing
non-term deposits 809,848 0.35 % 57.1 % 775,041 0.51 % 59.5 % 710,115 0.63 % 59.3 %

Certificates of
Deposit 253,403 0.95 % 17.9 % 275,400 1.23 % 21.2 % 274,964 1.54 % 23.0 %

Total non-brokered
deposits 1,416,809 0.37 % 99.9 % 1,301,977 0.57 % 100.0 % 1,193,539 0.73 % 99.7 %

Brokered deposits 1,325 0.96 % 0.1 % 15 0.28 % — % 3,691 0.59 % 0.3 %

Total $1,418,134 0.37 % 100.0 % $1,301,992 0.57 % 100.0 % $1,197,230 0.73 % 100.0 %

The decrease in the average rate paid on total deposit accounts for 2012 is attributable to continued decreases in
market interest rates compared to the prior year.

Borrowed Funds

Total borrowed funds, which may consist of FHLB and other borrowings, and securities sold to customers under
agreements to repurchase (repurchase agreements), increased $22.0 million from December 31, 2011. The increase in
borrowed funds was primarily in overnight advances in the fourth quarter of 2012 to fund the Bank's loan growth as
deposit growth leveled off during the quarter.

The following table sets forth borrowed funds by categories at the dates indicated and the percentage of each category
to total borrowed funds.

December 31, 2012 December 31, 2011 December 31, 2010
(Dollars in thousands) Amount % Amount % Amount %
FHLB Borrowings $26,540 100.0 % $4,494 100.0 % $4,779 30.8 %
Other Borrowings — — % — — % 10,000 64.3 %
Repurchase agreements — — % — — % 762 4.9 %
Total borrowed funds $26,540 100.0 % $4,494 100.0 % $15,541 100.0 %

Outstanding borrowings from the FHLB represent overnight or short-term borrowings and term advances linked to
outstanding commercial loans under various community reinvestment programs of the FHLB. “Other borrowings” can
include borrowings
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from correspondent banks or overnight advances from the FRB Discount Window.  The $10.0 million in other
borrowings at December 31, 2010 was an overnight borrowing from a correspondent bank that was repaid on
January 3, 2011.

As of December 31, 2012, the FHLB balances with maturities one year or less amounted to $24.9 million and had a
weighted average rate of 0.42%. The FHLB balances with maturities between one to two years totaled $1.6 million
and had a weighted average rate of 0.68%.

Maximum FHLB and other borrowings outstanding at any month end during 2012, 2011, and 2010 were $26.5
million, $4.8 million and $46.0 million respectively.  The Company did not have any repurchase agreements
outstanding during 2012. The Company did not have any repurchase agreements for securities sold as of
December 31, 2012. Maximum amounts outstanding under repurchase agreements at any month-end during 2011 and
2010 were $763 thousand and $1.4 million, respectively.

The table below shows the comparison of the Company’s average borrowed funds and average rates paid for the
periods indicated.

Year ended December 31,
2012 2011 2010

(Dollars in thousands) Average
Balance

Average
Rate

Average
Balance

Average
Rate

Average
Balance

Average
Rate

FHLB advances $3,552 1.50 % $4,684 1.82 % $24,365 0.66 %
Other borrowed funds 89 0.27 % 170 0.25 % 58 0.75 %
Repurchase
agreements — — % 373 0.31 % 1,145 0.47 %

Total borrowed funds $3,641 1.47 % $5,227 1.66 % $25,568 0.65 %

The decrease in the average rate on borrowed funds for the year ended December 31, 2012 compared to the prior year
was primarily due to lower rates on FHLB advances during the period.

At December 31, 2012, the Bank had the ability to borrow additional funds from the FHLB of up to $207.2 million
and capacity with the FRB of $54.9 million.

The Company also had $10.8 million of junior subordinated debentures (10.875%; maturing in 2030; currently
callable) at December 31, 2012 and December 31, 2011, respectively.

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 ALCO. 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. The Company's wholesale funding sources primarily include borrowing
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capacity in the brokered deposit markets, at the FHLB, through the FRB Discount Window, and through fed fund
purchase arrangements with correspondent banks. The Company’s primary borrowing source is the FHLB.

Management believes that the Company has adequate liquidity to meet its obligations.
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Capital Adequacy

The Company is subject to various regulatory capital requirements administered by the federal banking agencies.  The
Company's capital policies are monitored by ALCO. Failure to meet minimum capital requirements can result in
certain mandatory and possible additional discretionary, supervisory actions by regulators, which, if undertaken, could
have a material adverse effect on the Company’s consolidated financial condition.  At December 31, 2012, the capital
levels of both the Company and the Bank complied with all applicable minimum capital requirements of the Federal
Reserve Board and the FDIC, respectively, and both qualified as “well capitalized” under applicable regulation of the
Federal Reserve Board and FDIC.

For additional information regarding the capital requirements applicable to the Company and the Bank and their
respective capital levels at December 31, 2012, see the section entitled “Capital Resources” contained in Item 1 “Business”
and Note 10, “Stockholders’ Equity, ”to the consolidated financial statements contained in Item 8.

Contractual Obligations and Commitments

The Company is required to make future cash payments under various contractual obligations.  These obligations
typically include the repayment of short and long-term borrowings and long-term subordinated debentures, payment
of fixed-cash supplemental retirement benefits, payments under non-cancelable operating leases for various premises,
and payments due under agreements to purchase goods and future services from a variety of vendors.

The Company is also party to financial instruments with off-balance sheet risk in the normal course of business to
meet the financing needs of its customers.  These financial instruments include commitments to originate loans,
commitments to sell loans, standby letters of credit and unadvanced loans and lines of credit.  The instruments
involve, to varying degrees, elements of credit risk in excess of the amount recognized in the balance sheets.  The
contract amounts of these instruments reflect the extent of involvement the Company has in the particular classes of
financial instruments.

54

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

99



The following table summarizes the contractual cash obligations and commitments at December 31, 2012.

Payments Due By Period

(Dollars in thousands) Total With-in
1 Year

>1 – 3
Years

>3 – 5
Years

After 5
Years

Contractual Cash Obligations:
FHLB borrowings $26,540 $24,910 $1,630 $— $—
Junior subordinated debentures 10,825 — — — 10,825
Supplemental retirement plans 4,422 276 552 552 3,042
Operating lease obligations 8,699 986 1,626 1,469 4,618
Vendor contracts 3,663 2,272 1,265 126 —
Total contractual obligations $54,149 $28,444 $5,073 $2,147 $18,485

Commitment Expiration — By Period

(Dollars in thousands) Total With-in
1 Year

>1 – 3
Years

>3 – 5
Years

After 5
Years

Other Commitments:
Unadvanced loans and lines $380,717 $284,576 $40,547 $12,933 $42,661
Commitments to originate loans 46,408 46,408 — — —
Letters of credit 13,547 10,720 2,704 —
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