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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

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

For the period ended June 30, 2018

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

For the transition period from to

Commission file number: 001-35913

TRISTATE CAPITAL HOLDINGS, INC.
(Exact name of registrant as specified in its charter)

Pennsylvania 20-4929029
(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)

One Oxford Centre

301 Grant Street, Suite 2700
Pittsburgh, Pennsylvania 15219
(Address of principal executive offices)
(Zip Code)

(412) 304-0304
(Registrant’s telephone number, including area code)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files). y Yes " No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.
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Large accelerated filer * Accelerated filer y

Non-accelerated filer ~ Smaller reporting company ~
(Do not check if a

smaller reporting Emerging growth company y

company)

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

Exchange Act. ¥

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes y No

As of July 31, 2018, there were 28,949,383 shares of the registrant’s common stock, no par value, outstanding.
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PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

TRISTATE CAPITAL HOLDINGS, INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

(Dollars in thousands)

ASSETS

Cash

Interest-earning deposits with other institutions
Federal funds sold

Cash and cash equivalents

Debt securities available-for-sale, at fair value (cost: $187,430 and $138,147, respectively)
Debt securities held-to-maturity, at cost (fair value: $77,283 and $60,141, respectively)
Equity securities, at fair value (cost: $9,040 and $8,910, respectively)

Federal Home Loan Bank stock

Total investment securities

Loans held-for-investment

Allowance for loan losses

Loans held-for-investment, net

Accrued interest receivable

Investment management fees receivable, net
Goodwill

Intangible assets, net of accumulated amortization of $7,424 and $6,461, respectively
Office properties and equipment, net of accumulated depreciation of $11,609 and $10,844,

respectively

Bank owned life insurance
Prepaid expenses and other assets
Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY

Liabilities:

Deposits

Borrowings, net

Accrued interest payable on deposits and borrowings
Deferred tax liability, net

Acquisition earn out liability

Other accrued expenses and other liabilities

Total liabilities

Shareholders’ Equity:

Preferred stock, no par value; Shares authorized - 150,000;

Series A shares issued and outstanding - 40,250 and O, respectively
Common stock, no par value; Shares authorized - 45,000,000;
Shares issued - 30,796,284 and 30,342,471, respectively;

June 30,
2018

$382
157,717
6,268
164,367
186,467
77,098
8,630
16,479
288,674
4,552,928
(15,321
4,537,607
16,187
7,835
41,659
27,208

4,875

67,451
78,073
$5,233,936

$4,441,202
264,814
2,433

4,691
3,138
63,764
4,780,042

38,432
291,608

December 31,
2017

$380
140,975
14,798
156,153
138,850
59,275
8,635
13,792
220,552
4,184,244

) (14,417 )

4,169,827
13,519
7,720
38,724
26,634

4,885

66,593
73,290
$4,777,897

$3,987,611
335,913
2,499
4,152
58,651
4,388,826

289,507
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Shares outstanding - 28,947,883 and 28,591,101, respectively

Additional paid-in capital 13,038 10,290
Retained earnings 135,937 111,732
Accumulated other comprehensive income, net 1,045 1,246
Treasury stock (1,848,401 and 1,751,370 shares, respectively) (26,166 )(23,704 )
Total shareholders’ equity 453,894 389,071
Total liabilities and shareholders’ equity $5,233,936 $4,777,897

See accompanying notes to unaudited condensed consolidated financial statements.
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TRISTATE CAPITAL HOLDINGS, INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF INCOME
Three Months  Six Months
Ended June 30, Ended June 30,

(Dollars in thousands, except per share data) 2018 2017 2018 2017
Interest income:

Loans $44,614$30,242 $83,641$57,261
Investments 2,300 1,535 4,084 3,005
Interest-earning deposits 870 338 1,475 586
Total interest income 47,784 32,115 89,200 60,852

Interest expense:

Deposits 16,696 8,496 30,097 15,209
Borrowings 2,297 1,586 4,050 2,694
Total interest expense 18,993 10,082 34,147 17,903
Net interest income 28,791 22,033 55,053 42,949
Provision for loan losses 415 516 610 759

Net interest income after provision for loan losses 28,376 21,517 54,443 42,190
Non-interest income:

Investment management fees 9,686 9,130 18,594 18,470
Service charges on deposits 140 97 274 191
Net gain on the sale and call of debt securities 1 241 6 239
Swap fees 1,937 1,218 3,185 2,317
Commitment and other loan fees 331 409 663 817
Other income 407 617 869 1,087
Total non-interest income 12,502 11,712 23,591 23,121
Non-interest expense:

Compensation and employee benefits 15,742 14,222 31,210 28,115
Premises and occupancy costs 1,264 1,240 2,554 2,506
Professional fees 1,554 823 2,649 1,674
FDIC insurance expense 1,134 1,000 2,280 1,953
General insurance expense 242 259 489 560
State capital shares tax 484 398 911 750
Travel and entertainment expense 1,006 747 1,652 1,362
Intangible amortization expense 502 462 963 925
Other operating expenses 3,390 2,633 6,460 5,097
Total non-interest expense 25,318 21,784 49,168 42,942
Income before tax 15,560 11,445 28,866 22,369
Income tax expense 968 3,024 3,873 6,456
Net income $14,592$8,421 $24,993$15913
Preferred stock dividends on Series A 762 — 762 —

Net income available to common shareholders $13,830$8,421 $24,231$15913
Earnings per common share:

Basic $0.50 $0.31 $0.88 $0.58
Diluted $0.48 $0.29 $0.84 $0.55

See accompanying notes to unaudited condensed consolidated financial statements.
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TRISTATE CAPITAL HOLDINGS, INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
Three Months Six Months Ended
Ended June 30, June 30,

(Dollars in thousands) 2018 2017 2018 2017

Net income $14,592 $8421 $24,993 $15,913
Other comprehensive income (loss):

Unrealized holding gains (losses) on investment securities, net of tax expense
(benefit) of $(174), $394, $(396) and $509 (567 )707 (1,325 )80
Reclassification adjustment for gains included in net income on investment
securities, net of tax expense of $0, $(86), $(1) and $(85) a A5 ) 6 a4

Unrealized holding gains (losses) on derivatives, net of tax expense (benefit) of )

$79, $(87), $299 and $(56) 01 (155 ) 983 (100 )

Reclassification adjustment for gains included in net income on derivatives, net
of tax expense of $(89), $(29), $(126) and $(44)

293 (52 ) @14  H(T9 )
Other comprehensive income (loss) (600 )345 (761 )557
Total comprehensive income $13,992 $8,766 $24,232 $16,470

See accompanying notes to unaudited condensed consolidated financial statements.
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TRISTATE CAPITAL HOLDINGS, INC. AND SUBSIDIARIES
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

Accumulated

Preferred .. . Other Total
(Dollars in thousands) Stogk Common Ad.dlt.lonal . Retal.ned Comprehensi;érer CaSUY Shareholders'

(Series Stock  Paid-in-Capitdarnings tock .

A) Income Equity

(Loss), Net

Balance, December 31, 2016 $— $285,480% 6,782 $73,744 $ 830 $(15,029)%$ 351,807
Net income — — — 15913 — — 15,913
Other comprehensive income — — — — 557 — 557
Exercise of stock options — 2,456 (1,504 ) — — — 952
Purchase of treasury stock — — — — — 4,120 )H)(4,120 )
Stock-based compensation — — 2,530 — — — 2,530
Balance, June 30, 2017 $— $287,936% 7,808 $89,657 $ 1,387 $(19,149)% 367,639
Balance, December 31, 2017 $— $289,507$ 10,290 $111,732 $ 1,246 $(23,704)$ 389,071
Impact of adoption of ASU 2014-09 . L 534 o o 534
(see Note 1)
Reclassification for equity securities
under ASU 2016-01 (see Note 1) o o (286 )286 o o
Reclassification for certain income
tax effects under ASU 2018-02 (see — — — 274 )274 — —
Note 1)
Net income — — — 24993 — — 24,993
Other comprehensive loss — — — — (761 ) — (761 )
Issuance of preferred stock (net of
offering costs of $1,818) 38,432 — T o T o 38,432
Preferred stock dividend — — — (762 )— — (762 )
Exercise of stock options — 2,101 (1,194 ) — — — 907
Purchase of treasury stock — — — — — (2,462 )H)(2,462 )
Stock-based compensation — — 3,942 — — — 3,942
Balance, June 30, 2018 $38,432 $291,608$ 13,038 $135,937 $ 1,045 $(26,166)$ 453,894

See accompanying notes to unaudited condensed consolidated financial statements.
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TRISTATE CAPITAL HOLDINGS, INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

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

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

Depreciation and intangible amortization expense
Amortization of deferred financing costs

Provision for loan losses

Net gain on the sale of loans

Stock-based compensation expense

Net gain on the sale or call of debt securities available-for-sale
Net gain on the call of debt securities held-to-maturity
Unrealized loss from equity securities

Net amortization of premiums and discounts on debt securities
Decrease (increase) in investment management fees receivable, net
Increase in accrued interest receivable

Increase (decrease) in accrued interest payable

Bank owned life insurance income

Increase in income taxes payable

Decrease in prepaid income taxes

Deferred tax provision

Decrease in accounts payable and other accrued expenses
Other, net

Net cash provided by operating activities

Cash flows from investing activities:

Purchase of debt securities available-for-sale

Purchase of debt securities held-to-maturity

Purchase of equity securities

Proceeds from the sale of debt securities available-for-sale
Principal repayments and maturities of debt securities available-for-sale
Principal repayments and maturities of debt securities held-to-maturity
Investment in low income housing and historic tax credits
Investment in small business investment companies

Net purchase of Federal Home Loan Bank stock

Net increase in loans

Proceeds from loan sales

Proceeds from the sale of other real estate owned

Additions to office properties and equipment

Acquisition

Net cash used in investing activities

Cash flows from financing activities:

Net increase in deposit accounts

Net increase (decrease) in Federal Home Loan Bank advances
Net increase (decrease) in line of credit advances

Net proceeds from issuance of preferred stock

Net proceeds from exercise of stock options

Six Months Ended
June 30,
2018 2017

$24,993 $15913

1,729 1,681
101 101
610 759
(19 (17 )
3942 2,530
3 (239 )
3 )—
36 —
431 442
(115 )331
(2,668 )(993 )
(66 )52
(858  )(899 )
— 9
9424 35
763 536
(6,061 (8,533 )
174 (2,819 )
32,410 8,889

(61,489 )(7,701 )
(19,878 ) (7,467 )
(130 )(144 )
2,037 —

9,837 41,844
2,000 —

(1,930 )(856 )
— (235 )
(2,687 )(8,510 )
(371,714 )(380,661 )
3,342 6,867

— 307

(755 )(533 )
(1,335 )—

(442,702 )(357,089 )

453,591 243,089
(65,000 )120,000
(6,200 )4,000
38,432 —

907 952
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Purchase of treasury stock

Dividends paid on preferred stock (1)

Net cash provided by financing activities

Net change in cash and cash equivalents during the period
Cash and cash equivalents at beginning of the period
Cash and cash equivalents at end of the period

7

(2,462  )(4,120
(762 )—
418,506 363,921
8,214 15,721

156,153 103,994
$164,367 $119,715

)

11
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(Dollars in thousands)

Supplemental disclosure of cash flow information:
Cash paid (received) during the period for:
Interest expense

Income taxes

Other non-cash activity:

Contingent consideration

Six Months
Ended June 30,
2018 2017

$34,112 $17,750
$(6,314)$5,876

$3,138 $—

(1 The cash dividend payment was made to the Company’s transfer agent on June 29, 2018, and subsequently paid to

preferred shareholders on July 2, 2018.

See accompanying notes to unaudited condensed consolidated financial statements.
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TRISTATE CAPITAL HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

[1] BASIS OF INFORMATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NATURE OF OPERATION

TriState Capital Holdings, Inc. (“we,” “us,” “our,” the “holding company,” or the “Company”) is a registered bank holding
company pursuant to the Bank Holding Company Act of 1956, as amended. The Company has three wholly owned
subsidiaries: TriState Capital Bank (the “Bank™), a Pennsylvania-chartered state bank; Chartwell Investment Partners,
LLC (“Chartwell”), a registered investment advisor; and Chartwell TSC Securities Corp. (“CTSC Securities”), a registered
broker/dealer.

99 ¢

The Bank was established to serve the commercial banking needs of middle-market businesses and private banking
needs of high-net-worth individuals. Chartwell provides investment management services primarily to institutional
investors, mutual funds and individual investors. CTSC Securities supports marketing efforts for the proprietary
investment products provided by Chartwell, including shares of mutual funds advised and/or administered by
Chartwell.

The Company and the Bank are subject to regulatory examination by the Federal Deposit Insurance Corporation
(“FDIC”), the Pennsylvania Department of Banking and Securities, and the Federal Reserve. Chartwell is a registered
investment advisor regulated by the Securities and Exchange Commission (“SEC”). CTSC Securities is regulated by the
SEC and Financial Industry Regulatory Authority (“FINRA”).

The Bank conducts business through its main office located in Pittsburgh, Pennsylvania, as well as its four additional
representative offices in Cleveland, Ohio; Philadelphia, Pennsylvania; Edison, New Jersey; and New York, New
York. Chartwell conducts business through its office located in Berwyn, Pennsylvania, and CTSC Securities conducts
business through its office located in Pittsburgh, Pennsylvania.

USE OF ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles (“GAAP”) in the
United States of America requires management to make estimates and assumptions that affect the reported amounts of
certain assets and liabilities, disclosure of contingent assets and liabilities as of the date of the financial statements,
and the reported amounts of related revenue and expense during the reporting period. Although our current estimates
contemplate current conditions and how we expect them to change in the future, it is reasonably possible that actual
conditions could be different than those anticipated in the estimates, which could materially affect the financial results
of our operations and financial condition.

The material estimates that are particularly susceptible to significant changes relate to the determination of the
allowance for loan losses, valuation of goodwill and other intangible assets and its evaluation for impairment, and
deferred income taxes and its related recoverability, which are discussed later in this section.

CONSOLIDATION

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries, the
Bank, Chartwell and CTSC Securities, after elimination of inter-company accounts and transactions. The accounts of
the Bank, in turn, include its wholly owned subsidiary, Meadowood Asset Management, LLC (established in 2011 to
hold and manage the foreclosed properties for the Bank), after elimination of inter-company accounts and
transactions. The unaudited consolidated financial statements of the Company presented herein have been prepared
pursuant to rules of the Securities and Exchange Commission for quarterly reports on Form 10-Q and do not include
all of the information and note disclosures required by GAAP for a full year presentation. In the opinion of

13
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management, all adjustments (consisting of normal, recurring adjustments) and disclosures, considered necessary for
the fair presentation of the accompanying consolidated financial statements, have been included. Interim results are
not necessarily reflective of the results of the entire year. The accompanying consolidated financial statements should
be read in conjunction with the audited consolidated financial statements and notes thereto for the fiscal year ended
December 31, 2017, included in the Company’s Annual Report on Form 10-K filed with the SEC on February 23,
2018.

CASH AND CASH EQUIVALENTS

For purposes of reporting cash flows, the Company has defined cash and cash equivalents as cash, interest-earning
deposits with other institutions, federal funds sold, and short-term investments that have an original maturity of 90
days or less.

INVESTMENT SECURITIES

The Company’s investments are classified as either: (1) held-to-maturity — debt securities that the Company intends to
hold until maturity and are reported at amortized cost; (2) trading securities — debt securities bought and held
principally for the purpose of selling them in the near term and reported at fair value, with unrealized gains and losses
included in non-interest income; (3) available-for-sale — debt securities not classified as either held-to-maturity or
trading securities and reported at fair value, with unrealized gains

9
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and losses reported as a component of accumulated other comprehensive income (loss), on an after-tax basis; or (4)
equity securities which are reported at fair value, with unrealized gains and losses included in non-interest income.

The cost of securities sold is determined on a specific identification basis. Amortization of premiums and accretion of
discounts are recorded as interest income on investments over the estimated life of the security utilizing the level yield
method. We evaluate impaired investment securities quarterly to determine if impairments are temporary or
other-than-temporary. For impaired debt and equity securities, management first determines whether it intends to sell
or if it is more-likely than not that it will be required to sell the impaired securities. This determination considers
current and forecasted liquidity requirements, regulatory and capital requirements and securities portfolio
management. If the Company intends to sell a security with a fair value below amortized cost or if it is more-likely
than not that it will be required to sell such a security before recovery, an other-than-temporary impairment (“OTTI”)
charge is recorded through current period earnings for the full decline in fair value below amortized cost. For debt
securities that the Company does not intend to sell or it is more likely than not that it will not be required to sell before
recovery, an OTTI charge is recorded through current period earnings for the amount of the valuation decline below
amortized cost that is attributable to credit losses. The remaining difference between the security’s fair value and
amortized cost (that is, the decline in fair value not attributable to credit losses) is recognized in other comprehensive
income (loss), in the consolidated statements of comprehensive income and the shareholders’ equity section of the
consolidated statements of financial condition, on an after-tax basis. For equity securities an OTTI charge is recorded
through current period earnings for the full decline in fair value below cost.

FEDERAL HOME LOAN BANK STOCK

The Company is a member of the Federal Home Loan Bank of Pittsburgh (“FHLB”). Member institutions are required
to invest in FHLB stock. The stock is carried at cost, which approximates its liquidation value, and it is evaluated for
impairment based on the ultimate recoverability of the par value. The following matters are considered by
management when evaluating the FHLB stock for impairment: the ability of the FHLB to make payments required by
law or regulation and the level of such payments in relation to the operating performance of the FHLB; the impact of
legislative and regulatory changes on the institution and its customer base; and the Company’s intent and ability to
hold its FHLB stock for the foreseeable future. Management believes the Company’s holdings in the FHLB stock were
recoverable at par value, as of June 30, 2018 and December 31, 2017. Cash and stock dividends are reported as
interest income on investments, in the consolidated statements of income.

LOANS

Loans and leases held-for-investment are stated at unpaid principal balances, net of deferred loan fees and costs.
Loans held-for-sale are stated at the lower of cost or fair value. Interest income on loans is accrued at the contractual
rate on the principal amount outstanding and includes the amortization of deferred loan fees and costs. Deferred loan
fees and costs are amortized to interest income over the estimated life of the loan, taking into consideration scheduled
payments and prepayments.

The Company considers a loan to be a Troubled Debt Restructuring (“TDR”) when there is a concession made to a
financially troubled borrower without adequate consideration provided to the Company. Once a loan is deemed to be a
TDR, the Company considers whether the loan should be placed on non-accrual status. In assessing accrual status, the
Company considers the likelihood that repayment and performance according to the original contractual terms will be
achieved, as well as the borrower’s historical payment performance. A loan is designated and reported as a TDR until
such loan is either paid-off or sold, unless the restructuring agreement specifies an interest rate equal to or greater than
the rate that would be accepted at the time of the restructuring for a new loan with comparable risk and it is fully
expected that the remaining principal and interest will be collected according to the restructured agreement.

The recognition of interest income on a loan is discontinued when, in management’s opinion, it is probable the
borrower is unable to meet payments as they become due or when the loan becomes 90 days past due, whichever

15
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occurs first. All accrued and unpaid interest on such loans is reversed. Such interest ultimately collected is applied to
reduce principal if there is doubt about the collectability of principal. If a borrower brings a loan current for which
accrued interest has been reversed, then the recognition of interest income on the loan is resumed, once the loan has
been current for a period of six consecutive months or greater.

The Company is a party to financial instruments with off-balance sheet risk (commitments to extend credit) in the
normal course of business to meet the financing needs of its customers. Commitments to extend credit are agreements
to lend to a customer as long as there is no violation of any condition established in the commitment. Commitments
generally have fixed expiration dates or other termination clauses (i.e. demand loans) and may require payment of a
fee. Since some of the commitments are expected to expire without being drawn upon, the unfunded commitment
amount does not necessarily represent future cash requirements. The Company evaluates each customer’s credit
worthiness on a case-by-case basis using the same credit policies in making commitments and conditional obligations
as it does for on-balance sheet instruments. The amount of collateral obtained, if deemed necessary by the Company
upon extension of a commitment, is based on management’s credit evaluation of the borrower.

10
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OTHER REAL ESTATE OWNED

Real estate owned, other than bank premises, is recorded at fair value less estimated selling costs. Fair value is
determined based on an independent appraisal. Expenses related to holding the property are charged against earnings
when incurred. Depreciation is not recorded on other real estate owned (“OREQ”) properties.

ALLOWANCE FOR LOAN LOSSES

The allowance for loan losses is established through provisions for loan losses that are recorded in the consolidated
statements of income. Loans are charged off against the allowance for loan losses when management believes that the
principal is uncollectible. If, at a later time, amounts are recovered with respect to loans previously charged off, the
recovered amount is credited to the allowance for loan losses.

In management’s judgment, the allowance was appropriate to cover probable losses inherent in the loan portfolio as of
June 30, 2018 and December 31, 2017. Management’s judgment takes into consideration general economic conditions,
diversification and seasoning of the loan portfolio, historic loss experience, identified credit problems, delinquency
levels and adequacy of collateral. Although management believes it has used the best information available to it in
making such determinations, and that the present allowance for loan losses is adequate, future adjustments to the
allowance may be necessary, and net income may be adversely affected if circumstances differ substantially from the
assumptions used in determining the level of the allowance. In addition, as an integral part of their periodic
examination, certain regulatory agencies review the adequacy of the Bank’s allowance for loan losses and may direct
the Bank to make additions to the allowance based on their judgments about information available to them at the time
of their examination.

The two components of the allowance for loan losses represent estimates of general reserves based upon Accounting
Standards Codification (“ASC”) Topic 450, Contingencies; and specific reserves based upon ASC Topic 310,
Receivables. ASC Topic 450 applies to homogeneous loan pools such as commercial loans, consumer lines of credit
and residential mortgages that are not individually evaluated for impairment. ASC Topic 310 is applied to commercial
and consumer loans that are individually evaluated for impairment.

In management’s opinion, a loan is impaired, based upon current information and events, when it is probable that the
loan will not be repaid according to its original contractual terms, including both principal and interest, or if a loan is
designated as a TDR. Management performs individual assessments of impaired loans to determine the existence of
loss exposure based upon a discounted cash flows method or where a loan is collateral dependent, based upon the fair
value of the collateral less estimated selling costs.

In estimating probable loan loss of general reserves management considers numerous factors, including historical
charge-offs and subsequent recoveries. Management also considers, but is not limited to, qualitative factors that
influence our credit quality, such as delinquency and non-performing loan trends, changes in loan underwriting
guidelines and credit policies, the results of internal loan reviews, etc. Finally, management considers the impact of
changes in current local and regional economic conditions in the markets that we serve.

Management bases the computation of the allowance for loan losses of general reserves on two factors: the primary
factor and the secondary factor. The primary factor is based on the inherent risk identified by management within each
of the Company’s three loan portfolios based on the historical loss experience of each loan portfolio and the loss
emergence period. Management has developed a methodology that is applied to each of the three primary loan
portfolios: private banking, commercial and industrial, and commercial real estate. As the loan loss history, mix, and
risk ratings of each loan portfolio change, the primary factor adjusts accordingly. The allowance for loan losses related
to the primary factor is based on our estimates as to probable losses for each loan portfolio. The secondary factor is
intended to capture risks related to events and circumstances that management believes have an impact on the
performance of the loan portfolio. Although this factor is more subjective in nature, the methodology focuses on
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internal and external trends in pre-specified categories (risk factors) and applies a quantitative percentage that drives
the secondary factor. There are nine risk factors and each risk factor is assigned a reserve level based on management’s
judgment as to the probable impact of each risk factor on each loan portfolio and is monitored on a quarterly basis. As
the trend in any risk factor changes, a corresponding change occurs in the reserve associated with each respective risk
factor, such that the secondary factor remains current to changes in each loan portfolio.

The Company also maintains a reserve for losses on unfunded commitments. This reserve is reflected as a component
of other liabilities and, in management’s judgment, is sufficient to cover probable losses inherent in the commitments.
Management tracks the level and trends in unused commitments and takes into cons