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Dear Fellow Shareholders:
Enterprise Financial Services Group, Inc. has continued to focus on helping small business and operate in the small business niche. Helping small
businesses to start, mature and survive economic distress has been very rewarding to the small business owners and the community.
The Board of Directors introduced a mission statement to guide our personnel in making prudent decisions. The mission statement reads, “To deliver
superior ethical services and value to the clients, shareholders and staff ”. We are emphasizing how to apply this concept utilizing an unselfish – teamfiduciary mindset. We are beginning to see this activity develop the team culture that is the foundation for long term success.
The Bank has begun to grow again and the growth is accelerating into 2019. Credit quality continued to strengthen and margins have been protected
during this growth period. The Board of Directors was pleased with the progress we made in 2018. We also recognize there is still much to do!
The Bank successfully raised capital and redeemed almost all of the debentures. We also declared our first dividend in 2019 as a result of our
successful 2018 operating improvement. We will continue to improve profitability to fund dividend payments, fund growth and fund future preferred
stock redemptions. We will balance these activities by applying the mission statement.
We encourage you to read the “Management Discussion and Analysis” contained in this Annual Report to gain a more thorough understanding of the
2018 operations.
As always we appreciate your investment, interest in our Bank operations and the ongoing support of Enterprise Financial Services Group, Inc..

Sincerely,

Chuck Leyh
Chairman of the Board
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Doug Lockard
Vice Chairman of the Board

MANAGEMENT’S DISCUSSION AND ANALYSIS
For The Year Ended September 30, 2018

The following discussion provides additional information and analysis for the results of operations for Enterprise Financial Services
Group, Inc. (the “Company”) and its wholly owned subsidiary, Enterprise Bank (the “Bank”), for the fiscal year ended September 30, 2018
(“2018”). This discussion also includes results of operations for the Bank’s wholly owned subsidiaries which include Enterprise Insurance
Services, Inc., Enterprise Business Consultants, Inc., Kuzneski & Lockard, Inc. and Buildonus, Inc. This discussion is provided as a supplement
to the financial statements and accompanying disclosures included in the Company’s 2018 Annual Report.
Peer group data used in preparing the accompanying charts was taken from the Bank’s Uniform Bank Performance Report (“UBPR”) as
published quarterly by the Federal Deposit Insurance Corporation. The UBPR designated peer group includes all banks in the United States
of America, located in a metropolitan area, with total assets between $100 and $300 million and two or fewer full service offices. Peer data is
prepared on a calendar year basis. Therefore, when peer data is used in the charts the Bank’s data is also presented on a calendar year basis.

OVERALL PERFORMANCE SUMMARY
Management’s focus heading into 2018 was to resume prudent growth of the loan portfolio. After falling short of loan growth goals in 2017,
the Bank added to its Relationship Manager (“RM”) team and refined business development processes to jump start growth in 2018. Projected
growth, along with stable fixed operating costs, was expected to provide an increase in net interest income and bring the Bank’s efficiency ratios
back in line with its peer group.
In 2018, the Bank was able to grow its loan portfolio by $10.4 million or approximately 4.5%. While this pace of growth did not meet
Management’s aggressive 2018 budget goals, it represented solid year over year growth. Additionally, much of the growth occurred during the
latter half of the fiscal year as the pace of new business increased. As a result, this left a solid pipeline of loan commitments to support continued
growth into the early part 2019.
While loan growth and momentum was positive in 2018, the growth in earnings did not meet expectations. In 2018, net income increased
$323,000, or 25%, to $1.6 million. However, a large portion of this increase, approximately $217,000, was due to a decrease in the provision for
income tax. The decrease in the tax provision was the result of a reduction in the statutory federal income tax rate from 34% to 21% on January
1, 2018. The change in the Company’s tax rate was due to the enactment of the Federal Tax Cut and Jobs Act on December 22, 2017.
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Chart #1 illustrates the Bank’s annual pre-tax income from 2013 through
2018. In 2018, pre-tax income increased $106,000, or 5% over the prior year,
to $2.18 million. Chart #1 also illustrates the Bank’s annual income before
tax and before loan loss provisions for the same periods. This eliminates
the impact of negative loan loss provisions that have occurred over the past
few years. Absent the impact of these provisions, pre-tax earnings decreased
$97,000 or 4.8% in 2018.
There were several factors that lessened the impact of loan growth on bottom
line earnings, which will be addressed in detail throughout this discussion.
The largest factor was the rate of increase in the Bank’s cost of funds. This
contributed to an erosion of the Bank’s net interest margin and counter
balanced the benefit of growth in the loan portfolio. The cost of funds increase
was due in large part to pricing strategies for the Bank’s transactional deposit
accounts that will be discussed in more detail later in this analysis. This
pricing strategy, coupled with a rising interest rate environment, led to an
annual increase in the Bank’s cost of funds of approximately 37 basis points (“bps”). This increase outstripped an increase in the Bank’s yield on
earning assets, which was 15bps for the same period, and resulted in a narrowing of net interest margin.
While earnings growth fell below expectations, there were several other core operating results that remained positive in 2018. The Bank was
able to grow the loan portfolio without compromising on its core underwriting principles or moving outside of its lending niche. In addition,
non-performing assets including balances of non-performing loans and foreclosed real estate continued to fluctuate within management’s
tolerance levels. More importantly, costs associated with carrying these assets continued to be minimized. This includes net charge-offs on loans
and the net cost of holding and liquidating foreclosed assets, which both remained within budgeted parameters.
In 2018, Management emphasized the roll-out of its new mission statement throughout the organization. This mission is “To deliver superior,
ethical service and value to the clients, shareholders and staff.” The purpose of this mission is to join all facets of the organization together to
work in a more collaborative and team oriented manner. It is Management’s philosophy that all of the Bank’s stakeholders, including clients,
shareholders and staff, will benefit when the culture is strengthened and all parties are working together and for the benefit of the group as a
whole.
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CORE OPERATING PHILOSOPHY
Any analysis of the Bank’s current and historical performance must start with an understanding of its core operating philosophy.
Enterprise Bank was founded in 1998 by a group of small business entrepreneurs from Western Pennsylvania, who identified a void in the
banking industry when it came to serving the small business niche. The Bank’s focus from the beginning has been on providing funding and
support services to small businesses that are in a start-up, growth, or distressed cycle. The Bank prioritizes standing behind its customers in their
time of need when those customers exhibit a foundation of strong character and sound management practices.
The Bank’s core operating philosophy of supporting the growth of small business in the community is not without added risk. The Bank works
to mitigate the risk inherent in its loan portfolio by emphasizing the strength of supporting collateral over historical cash flow during the
underwriting process. This is supplemented, when necessary, by the use of other risk mitigation tools such as government guaranteed lending
programs. The Bank has historically been one of the largest SBA lenders in its local market. This emphasis, which is backed by strict attention
to collateral valuation techniques and effective collateral liquidation strategies, has historically resulted in lower and less volatile loan loss rates
then experienced by the Bank’s peers who are operating in a more conventional lending environment.

Chart #2 compares the Bank’s historical loan loss rates to its peer group. This chart illustrates that historically the Bank has been at or below
peer loss rates and has experienced substantially less volatility during this time period. This is highlighted by the period of the last financial
crisis in 2008 through 2011. During this time peer banks were experiencing a dramatic spike in loss rates while Enterprise Bank’s rates
continued to fluctuate within a tolerable range.
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A widely accepted indicator of a Bank’s strength is the Texas Ratio. This ratio is often used by analysts and bank examiners as a predictor of
credit quality problems, potential losses and even bank failures. Chart #3 compares the Bank’s Texas Ratio to its loss rates since 2007. Chart #4
similarly compares the peer groups Texas Ratio to its loss rates for the same period. These charts illustrate the relative differences historically
between Enterprise Bank and its peers when comparing the Texas Ratio to actual loss rates. For the peer group, the average Texas Ratio peaked
at around 39 in 2009-2010 with loss rates peaking at 1.22% in 2009 during the financial crisis. For the Bank, the Texas Ratio routinely fluctuates
within a range of 60-100, well above peer, but the peak loss rate was 43bps in 2012. This illustrates the impact of the Bank’s loss mitigation
strategies on minimizing losses in the portfolio and is an important factor to consider when analyzing the bank’s performance.
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LOAN PORTFOLIO AND INTEREST INCOME
The Bank’s loan portfolio grew $10.4 million in 2018 to $243.3 million. This was an increase of approximately 4.5%. Chart #5 shows year end
loan portfolio balances since 2012 and Chart #6 plots the portfolio growth rates for this same period. While growth in 2018 was an improvement
over the same period in 2017, it did not meet aggressive growth goals put forth in the 2018 budget or higher growth rates attained in past years.
The 2018 results were delayed somewhat as the Bank hired and trained new RM staff to handle the increased volume. By the middle of the fiscal
year growth had picked up substantially and the current pipeline of commitments supports this pace of growth continuing into the early part of
fiscal 2019.

In 2018 total interest income increased $969,000, or 8% over 2017. In addition to the income generated by loan growth, the increase in total
interest income was also driven by the Bank continuing to operate in a rising interest rate environment throughout 2018. The prime rate
increased 100bps from September 30, 2017 to September 30, 2018. The five year Treasury rate, a key pricing metric for the Bank, increased by
approximately the same amount. The yield curve remained relatively flat as compared to historical average for the duration of the year.
While Management had budgeted a higher rate of growth in 2018, we were generally pleased by the progress and results in this area for the year.
Progress was made late in the year to pick up the pace of growth and this growth was achieved while maintaining core underwriting standards
and continuing to focus on the Bank’s niche market. Improvements to the Bank’s sales culture that were implemented in 2017 began to pay
dividends and also contributed to the growth in 2018.
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NONACCRUAL LOANS AND REVENUE RECOGNITION
Given the Bank’s niche of financing start-up and distressed businesses, Management expects that the Bank will carry a level of non-performing
loans that is higher than its peer group. Chart #7 illustrates the Bank’s level of nonaccrual loans since 2012. The balance of nonaccrual loans
decreased $1.4 million, or 11%, in 2018. As illustrated in the chart, this balance falls within a normal range of fluctuation. These levels of nonperforming loans have historically not correlated to material increases in overall loan loss levels (see Chart #2).

In order to evaluate the impact that nonaccrual loans have on the Bank’s earnings, it is important to have an understanding of the revenue
recognition standard in GAAP. According to the general revenue recognition principles established by GAAP, revenue is recognizable when it is
both earned and either realized or realizable. In order for revenue to be considered realizable a collectability threshold must be met. Management
and its primary regulator have a difference of opinion when it comes to interpreting the appropriate collectability threshold for loans that are in a
default status.
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According to a staff paper jointly published by the International Accounting Standards Board (“IASB”) and the Financial Accounting Standards
Board (“FASB”) in October, 2013, current guidance on the collectability threshold uses two terms: “reasonably assured” and “probable”, with
the terms being generally interchangeable.1 The glossary provided in the GAAP codification includes two definitions of the term probable.2
One definition cited is “that which can reasonably be expected or believed on the basis of available evidence or logic but is neither certain nor
proved”. A second definition is “the future event or events are likely to occur”.
In Management’s opinion these definitions are met when a loan in default meets the following three criteria: (1) The loan is well secured
by collateral which is supported by a current valuation from a trusted source; (2) the collateral is in the process of liquidation; and (3) the
liquidation is expected to be complete within a time frame that is considered reasonable given the type of collateral being liquidated.
The instructions furnished by the regulator for preparation of the Bank’s regulatory financial reports provide general guidance on this same
topic.3 The instructions have historically been backed by a more stringent interpretation of the collectability threshold by the regulator. In
general, for regulatory purposes, a loan is required to be placed on nonaccrual when it becomes greater than 90 days past due, unless the loan is
considered well secured and in the process of collection. However, the regulators have a more stringent interpretation of what is considered “in
the process of collection”. In their opinion, in order for a loan to be considered in the process of collection it must generally be convertible to
cash within 30 days.4
Because the Bank’s primary source of collateral is commercial real estate, and the expected liquidation cycle runs well in excess of 30 days,
this interpretation generally dictates that all loans carried in the Bank’s portfolio, that are greater than 90 days past due, must be placed on
nonaccrual. This is the case in many instances when the net fair market value of collateral pledged is significantly in excess of the Bank’s
recorded investment in the loan.
It is Management’s opinion that the regulator’s more stringent collectability threshold is unreasonable, and not in accordance with GAAP, given
the business model of this institution. This interpretation results in a material amount of revenue recognition being deferred until the collateral
liquidation process is complete. Once the liquidation process is complete, all previously unrecorded revenue is then recognized as a lump sum.
It is Management’s opinion that the more stringent regulatory approach does not properly match revenues to expenses and creates earnings
volatility.
This difference in GAAP interpretation between Management and its regulator impacts two areas when accounting for loans in a default
status. It impacts the decision process for when the Bank should stop accruing interest income and how cash payments received for interest on
nonaccrual loans are recorded.

1 Staff Paper, Revenue Recognition – Collectability, October 28, 2013, IFRS/FASB

FASB Accounting Standards Codification – Master Glossary
Instructions for Preparation of Consolidated Reports of Condition and Income (FFIEC 031 and 041)
4 Bank Accounting Advisory Series, Office of the Comptroller of the Currency, August, 2017
2
3
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The following table (Table 1) quantifies the amount of interest income being deferred by the Bank for each of these items:

Column (A) in Table 1 represents the amount of accrual basis interest, both annually and cumulatively, that has not been recorded as income by
the Bank. This amount represents loans that have been placed on nonaccrual status that, in Management’s opinion, are well secured and in the
process of collection but do not meet the threshold set forth in the regulatory guidance. The amounts shown in Column (A) are net of any cash
payments for interest that have been received for this group of loans.
Management has made the determination that the year over year impact of this adjustment is not material to the financial statements as a whole
and therefore currently follows regulatory guidance in determining when to place a loan on nonaccrual. As a result, the amounts indicated in
column (A) represent interest income that has not been recorded to the shareholder or regulatory financial statements but, in Management’s
opinion, meets the GAAP threshold for revenue recognition.
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In 2018 the Bank recorded net recoveries of $66,000 into interest income related to this issue. A cumulative amount of $128,000 of unrecorded
interest income remained as of September 30, 2018. This represents the aggregate amount of unrecorded and uncollected interest for nonaccrual
loans that, in Management’s opinion, are well secured and in the process of liquidation. Over the past several years, as the overall loan portfolio
has strengthened, the impact of this difference has been mitigated.
Column (B) in Table 1 represents the annual and cumulative amount of cash basis payments for interest that have been received for nonaccrual
loans and recorded into interest income by the Bank. In Management’s opinion, these cash payments are for loans that are well secured and in
the process of collection and meet the collectability threshold as defined in GAAP. As explained, these payments do not meet the more stringent
regulatory guidance for recognizing income on a cash basis.
In this instance, Management has concluded that the impact of the regulatory interpretation of this concept is material to the financial results
of the Company and the financial statements as reported in accordance with GAAP. For this item, the shareholder financial statements are
not adjusted to mirror the regulatory financial reports. The result is a cumulative difference between the financial statements as reported to
shareholders and the regulatory financial statements as reported in the Bank’s Call Reports.
To maintain transparency for the users of the financial statements the results of both methods, and a description of the differences, is presented in
Note 24 Reconciliation of Financial Statements to Regulatory Reporting included with the financial statements in this Annual Report.
As illustrated in Table 1, for the year ended September 30, 2018 there was a net recovery of $3,000 recorded to the regulatory financial
statements. Cumulatively, as of September 30, 2018, there was $635,000 of deferred income recognition, for regulatory reporting purposes, on
cash payments received for loans that Management considers well secured and in the process of collection. These amounts have been recorded
into income, on the Bank’s shareholder financial statements, in the periods received.
Management’s ability to make accurate judgements on these credits is driven primarily by the reliability of the appraisal process. The Bank
has a solid track history of realizing at or near current appraised values upon final liquidation of its collateral. On average the Bank has realized
approximately 97% of the most recent appraised value upon liquidation.
Through September 30, 2018, the Bank has not recognized any material losses in its shareholder financial statements as a result of income
recorded for cash basis interest that later required a write-down of principal on the loan.

ALLOWANCE FOR LOAN LOSSES (“ALLL”)
For the year ended September 30, 2018 the Bank recorded a negative loan loss provision in the amount of $278,000. This was a $203,000
increase over the negative provision of $75,000 recorded in the prior year.
At September 30, 2018 the Bank’s ALLL had a balance of $896,000, this was a decrease of $362,000 from the prior year end. As of September
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30, 2018, the Bank’s ratio of ALLL to Total Loans was 37 bps, which is a 17 bps decrease from the prior year. In 2018 the Bank recorded net
charge-offs of approximately $84,000 which was a decrease of approximately $107,000 versus the prior year. This continues a positive trend of
net loan losses as illustrated in Chart #2.
The negative provision and decrease to the reserve is supported by the Bank’s new ALLL methodology which was implemented in 2016. This
methodology was subject to an independent review and validation in 2016 by one of the seven largest accounting firms in the U.S. The Bank’s
model mirrors its underwriting philosophy by prioritizing the real estate collateral backing the loans in the portfolio. The model pays close
attention to changes in collateral values in terms of geographic location and property types in determining qualitative adjustments to the Bank’s
historical loss averages. The reduction in reserve levels and the resulting negative provision are supported by the strengthening of the portfolio in
terms of stable real estate values and overall loan to value ratios.

INTEREST RATE PREMIUM
Given the Bank’s lending niche of funding start-up and distressed small
businesses, it is Management’s expectation that non-performing asset balances
will fluctuate within a reasonable range that is typically in excess of peer
group levels. The Bank has demonstrated a long track history (see Chart #2)
of efficiently working out these problem credits while minimizing the loss of
principal.
However, there are additional costs incurred by the Bank for collection or,
when necessary, liquidation of collateral. The period of time necessary to
collect, or liquidate, can oftentimes be extended which escalates the expense.
Higher balances of nonaccrual loans create downward pressure on the yield
of the overall portfolio and funding these loans creates a cost to carry the
asset. Additional costs include legal expenses for collection as well as costs to
preserve and protect the underlying collateral. Finally, with collateral liquidation
being a primary strategy to mitigate the loss of principal, the Bank typically
carries a larger portfolio of foreclosed real estate than peer banks. This results in
elevated costs to hold and maintain the real estate and exposes the Bank to the
risks of fluctuating fair market values.
In order to absorb these additional costs, while realizing an acceptable rate of return, it is important that the Bank realize a yield on its loan
portfolio that is greater than that of a conventional risk portfolio. Chart #8 compares the Bank’s overall yield on earning assets to its peer group
since 2007. This chart illustrates the level of premium the Bank has earned historically on its asset portfolio as compared to peer.
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Management quantifies the yield premium available in the marketplace versus conventional risk lending by monitoring two benchmark rates. The
benchmark rate that most closely correlates to the level of risk in the Bank’s loan portfolio is the maximum rate allowable by the Small Business
Administration (“SBA”) for loans of similar term.
For the Bank, that rate is Prime plus 275 basis points. The benchmark rate that most closely correlates to conventional risk lending for similar
terms is the 5 year swap rate plus 250 basis points.
Chart #9 illustrates the historical trend of the two benchmarks and the
spread between the two. As indicated in the chart, the prolonged low
interest rate environment worked to compress the spread beginning
in 2008 and specifically from 2013 through 2015. This compression
squeezes the premium available in the marketplace and limits the
Bank’s ability to generate enough yield to absorb its additional
collection and liquidation costs. This compression occurred during a
period of time when the Bank was experiencing an elevated level of
collection costs. The result was a lower earnings trend during those
years.
The benchmark spread began to expand back towards historical levels
at the beginning of this rising rate cycle in 2016. The expansion in the
benchmark spread has correlated to an expansion in the Bank’s spread
to peer in yield on earning assets over the same period (see Chart #8).

FORECLOSED REAL ESTATE
Given the emphasis placed on real estate collateral as a risk mitigation tool, it is important that the Bank maintain effective and efficient
liquidation processes. The Bank achieves this through the coordination of all areas of expertise within the Bank to assist with liquidation
activities. This includes bringing together expertise in property management, real estate brokerage, construction, valuation, legal, accounting and
the RM team. This team effort serves to minimize holding periods and maximize the realization upon sale versus appraised values. Continued
refinement of liquidation processes and an overall strengthening in the local real estate market have worked in tandem over the past several years
to minimize the size of the real estate portfolio and, as a result, the annual holding costs.
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Chart #10 illustrates the Bank’s historical balance of real estate owned since
2012. The portfolio increased $2.3 million, or 67%, in 2018. Although this is
a significant percentage increase year over year, the balance remains below
peak levels and continues to fluctuate within a tolerable range. Because the
Bank emphasizes commercial real estate collateral, individual properties
often can have large fair market values. The foreclosure or sale of a small
number of properties in any given year can often lead to a large fluctuation in
the overall portfolio balance. This was generally the case in 2018 as the Bank
completed foreclosure on three large parcels with average fair values per
parcel of approximately $1 million.
In 2018 the Bank realized aggregate net gains of $56,000 on the sale of real
estate versus an aggregate loss of $4,000 in 2017. The continued absence
of any material gains or losses on the sale of real estate is an indicator that
sales prices have closely correlated to current appraised values and that
discounting in order to reduce the size of the portfolio is not occurring. Since
2013 the Bank has realized approximately 97% of the current appraised
values when selling foreclosed properties.
The fair market value of properties held in the real estate portfolio are evaluated on at least an annual basis and, if necessary, a valuation
allowance is recorded through a charge to net income. In 2018 the Bank recorded aggregate valuation losses in the amount of $176,000 on an
average portfolio balance of approximately $4.5 million. This was an increase of $63,000 versus the prior year.
The year over year increase in the amount of valuation losses recorded is due in large part to the 2017 recorded loss being minimized by changes
to the vacant property reserve. The prior year’s valuation losses were lower by approximately $92,000, due to a reduction in this reserve.
Management established this reserve contingency, beginning in 2016, based upon a historical review of its real estate holding costs. This analysis
was completed in conjunction with the development of the Bank’s ALLL model. The study indicated a probability of minor casualty losses
associated with theft and vandalism for properties that are vacant. Often the size of these losses are too small to warrant an insurance claim and
therefore the expense to remediate is retained by the Bank. Therefore, a valuation allowance based on historical average losses was established.
The reserve balance decreased in 2017 as a number of properties with unused allowances were sold out of the portfolio. Without the net impact of
changes in the reserve, aggregate valuation losses would have decreased $22,000 year over year.
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In 2018 the Bank continued to realize positive results with regard to the net
cost of holding foreclosed properties. Chart #11 illustrates the historical
trend in direct costs to hold and maintain foreclosed real estate. As
illustrated in the chart, net rental income exceeded direct carrying costs by
$21,000 in 2018. This was the second consecutive year where rental income
exceeded holding costs on an aggregate basis.
It is important to note that this chart illustrates direct holding costs only.
There is also a payroll cost component for managing and maintaining these
properties that is included in Bank management and administrative wages.
The personnel costs for managing and maintaining the real estate portfolio
are generally fixed and have remained stable with no significant increases in
2018.

LIQUIDITY AND FUNDING
Total cash and equivalents decreased $2.9 million to $21.5 million at September 30, 2018. The fluctuation in 2018 is considered normal based on
the timing characteristics of the Bank’s wholesale funding portfolio. The Bank’s cash and equivalent balance typically fluctuates due to the timing
of maturities and issuances of brokered certificates of deposit. Due to the sizes of these certificates this can cause large fluctuations at the end of
any given period.
In addition to its cash and equivalent balances, the Bank maintains several off balance sheet sources of liquidity. This includes established and
tested borrowing bases with the Federal Home Loan Bank (“FHLB”) and the Federal Reserve Discount Window. As of September 30, 2018 the
Bank had pledged a combined total of $183 million in collateral to support an aggregate borrowing capacity of $131 million.
The Bank’s borrowing capacities are established primarily as contingency funding tools to use should an unexpected liquidity event occur. The
Bank also utilizes a portion of its FHLB borrowing capacity as a tool for managing interest rate risk and to take advantage of favorable pricing for
funds. The Bank participates in the FHLB’s Community Lending Program (“CLP”) which provides funding at reduced rates for loan originations
that meet the program’s guidelines. As of September 30, 2018 the Bank had total FHLB advances outstanding in the amount of $49.9 million, this
is a decrease of $1.5 million versus the prior year.
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COST OF FUNDS
Total interest expense for the Bank increased $963,000 to $3.8 million in 2018. This increase outpaced similar increases in the Bank’s yield on
earning assets and served to limit the positive impact of loan growth in 2018. There were multiple factors that contributed to the increase in the
Bank’s cost of funds. This includes an increase in the size of the funding portfolio to support asset growth, a continuation of the rising interest rate
environment and the impact of the rising rate environment on pricing strategies implemented in prior years.
In April, 2016, Management implemented a new pricing philosophy on its transactional deposit accounts. This philosophy was designed to
counter the prevailing pricing strategies in the marketplace, where new depositors are given attractive teaser rates for an introductory period and
loyal customers are relegated to lower rate tiers, unless they proactively monitor and change their accounts to new products.
Enterprise was founded on the concept of building a relationship and becoming a trusted advisor to its customers. Management wanted to
carry that trust into its deposit products. The philosophy is to be transparent with pricing and to treat all customers equally. This resulted in the
implementation of the Bank’s Simplicity checking product which provided a stable rate of interest on transactional deposits tied to an established
money market index. All customers receive the same rate of return which is competitive with, and often exceeds, the new money rates being
offered by competing banks.
Management has been disappointed in the outcome since the change to this new
pricing strategy. In order for this strategy to be effective it needs to generate deposit
growth sufficient enough to allow the Bank to reduce its reliance on higher cost
wholesale funding and at minimum offset the cost of the product. This is dependent on
the Bank’s RM, Marketing and Operations teams working in collaboration to attract
new deposits from outside sources. Since the implementation of the program, total
transaction deposits have increased approximately 9% (from September 30, 2015
through September 30, 2018). However, much of this growth correlates to the Bank’s
loan portfolio growth of approximately 12% during the same period and therefore has
not materially decreased the Bank’s usage of wholesale funding sources.
Chart #12 illustrates the Bank’s Interest Expense to Average Earning Assets from 2012
to present. This charge highlights the Bank’s rise in cost of funds versus peer since
2016 when the Simplicity product was implemented. Rate bearing transaction deposits
reprice in the short term, which also introduces interest rate risk. Given the rising
interest rate environment, this has led to a material increase in the Bank’s cost of funds
as the Simplicity accounts reprice upward along with the rise in short term interest
rates. This has been the main contributor to the Bank’s increase in cost of funds versus
peer during this time.
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WHOLESALE FUNDING
As in years past the Bank continues to utilize the brokered CD market as a primary wholesale funding source. There are several advantages to the
Bank when using this source of funding. Interest rates are typically comparable to local market CD rates while the administrative costs associated
with processing deposits is less than retail. Brokered CD deposits are well protected from early withdrawal in a rising interest rate environment.
These features, along with the ability to dictate term, make brokered certificates a good tool for interest rate risk management.
While there are advantages to using this funding source, there are also risks that must be considered. To mitigate the risk, Management utilizes
multiple brokers and underwriters to protect against interruption in the marketplace or with a particular issuer. In addition, Management ladders
the maturities of its brokered certificates to protect against large blocks of maturities should an unforeseen liquidity event occur. The Bank also
maintains a written liquidity policy that includes stress testing of various emergency liquidity scenarios. The Bank maintains several sources of
contingent liquidity as secondary sources should an event occur.
Although this type of deposit portfolio carries higher costs of interest there is also a reduction in overhead that has to be considered. Because
brokered CDs are issued as a single certificate, aggregating multiple depositors, it significantly reduces operational overhead for deposit
processing as compared to traditional deposit accounts. In addition to the lower servicing costs, the Bank is not required to incur the fixed
overhead costs associated with a large retail deposit operation. This significant savings in non-interest expense has to be considered when
comparing the Bank’s cost of funds to its peer group.

OVERHEAD AND EFFICIENCY
Total other operating expenses increased approximately $278,000, or 3%, to $9.5 million in 2018 from $9.2 million in 2017. While the core fixed
operating overhead of the Bank remained stable, the increase in overall operating expenses can be attributed to a few specific factors.
First, the Bank took over full capacity of the Alpha building in Allison Park, PA during 2018. This will allow the Bank to consolidate the contents
of its warehouse facility in Pittsburgh, PA into the Alpha Building and then dispose of the warehouse building. It also will create capacity for
the expansion of the Bank’s subsidiary lines of business. Although the Bank has owned this building for several years, a large portion of the
space had been leased to outside tenants. The expansion into the remainder of the building had an impact on overall operating costs in 2018,
as the leases to outside tenants were not renewed resulting in a loss of rental income that offset costs in prior years. In addition, the sale of the
warehouse building was not completed by the end of 2018. These factors combined resulted in a net increase to occupancy costs of approximately
$102,000 for fiscal 2018. A portion of this increase will be mitigated in the future once the warehouse facility is disposed.
Second, the Bank made the decision to expand the product line of its insurance services subsidiary to include residential loan settlement services.
As a result, investments were made in personnel, software and business development in preparation for growth of this product line. This resulted
in an increase of approximately $114,000 to total other operating expenses for 2018. This was partially offset by a $67,000 increase in additional
revenue generated by the subsidiary. The full benefits of this investment were not realized in 2018 as a large portion of the year was dedicated to
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getting the appropriate staff in place and implementing the new systems and software. Full business development efforts did not begin until late in
the year once the new infrastructure was in place.
The last major contributor to the increase in other operating expense was an increase in the cost of relationship manager compensation in
2018. RM compensation is a variable expense based on a percentage of the profitability of the RM’s branch within the Bank. This formula
was established at the inception of the Bank in order to give the RM a vested interest in the performance of their portfolio. It was based on the
principle that this would also provide the RM a vested interest in the success of their client base and therefore a financial incentive to support
those businesses.
New RMs are provided a guaranteed minimum compensation level for a limited period of time to allow for them to build their portfolios. In
order to build capacity for loan growth, the Bank carried three RMs at various stages of guaranteed compensation in 2018. Typically the Bank is
carrying only one RM on guarantee. The additional guaranteed compensation, along with the RM’s proportionate share of the negative loan loss
provisions, resulted in additional RM compensation expense of approximately $115,000 for the year. The additional expense will be mitigated in
future years once the new RMs are able to build their loan portfolios and generate net interest income to offset the additional costs.
Chart #13 compares the Bank’s efficiency ratio to that of its peer group for the calendar years ended December 31, 2011 through December
31, 2017 and for the nine months ended September, 2018. This chart illustrates the impact of the Bank’s facility expansion, along with other
infrastructure improvements that were implemented in 2013, on its efficiency
ratio.
During this time, the Board made a decision to freeze asset growth in order
to build capital and insure compliance with new Basel III capital regulations.
These regulations were not released in final form until after the Bank had
made firm commitments to expand capacity. This resulted in the Bank
carrying excess fixed overhead costs until asset growth could be resumed.
While the Bank was able to grow the loan portfolio in 2018, the
corresponding increases in the cost of funds discussed earlier resulted in
flat year over year growth in net interest income. This coupled with the
additional expenses associated with the items discussed above, including the
building consolidation, investment in the insurance services subsidiary and
the additional RM compensation resulted in an increase to the efficiency ratio
in 2018. On a fiscal year basis, the Bank’s efficiency ratio for the year ended
September 30, 2018 was 82.85. Without the additional expense items the
Bank’s efficiency ratio would have been approximately 80.44 for the same
period.
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REGULATORY CAPITAL
Chart #14 illustrates the Bank’s Total Regulatory Capital balances since
2013 and Chart #15 illustrates the Bank’s Total Risk Based Capital ratio for
the same periods. The charts indicate both Total Capital as reported in the
Bank’s shareholder financial statements and Total Capital as reported on the
regulatory Call Reports. Please refer to Note 24 of the financial statements for
additional detail of this difference.
Regulatory capital, as reported on the Bank’s call report, increased $2.9
million in 2018 and the Bank’s Total Risk Based Capital ratio increased
56bps. The increase in overall capital levels and the ratio was due primarily to
the completion of a private stock offering in April, 2018.
The capital raised will provide capacity for continuing asset growth and it
creates flexibility for future liquidations of the Company’s Small Business
Lending Fund preferred stock.
The stock offering resulted in the issuance of 248,536 shares of common
stock at an issuance price of $16.00 per share. Net of the expenses to issue,
the offering resulted in a total capital raise of approximately $3.9 million. $1.8
million of the capital raised was converted from existing junior subordinated
debentures. The remaining $2.1 million was down-streamed as a capital
contribution to the Bank. This contribution along with the current year’s net
income, net of dividends to the holding company, resulted in the increase to
regulatory capital in 2018.
Given the Bank’s usage of the brokered CD market it is imperative that
the Bank maintain a well-capitalized regulatory classification. The Bank
would lose access to this funding source if capital ratios drop below this
classification. The Board has set internal requirements for regulatory capital
that are above the well capitalized limit and are aligned with the institutions
risk profile. The Board requirement provides a buffer to protect the Bank
against falling below a well-capitalized status. As of September 30, 2018 the
Bank’s capital ratios are all in excess of the Board’s internal requirements.
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Crowe LLP

Independant Member Crowe Global

INDEPENDENT AUDITOR'S REPORT

Board of Directors
Enterprise Financial Services Group, Inc.
Allison Park, Pennsylvania
Report on the Financial Statements
We have audited the accompanying consolidated financial statements of Enterprise Financial Services Group, Inc.,
which comprise the consolidated statements of financial condition as of September 30, 2018 and 2017, and the related
consolidated statements of income, stockholders’ equity and cash flows for the years then ended, and the related notes to
the consolidated financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free from material misstatement.
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An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and
fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Enterprise Financial Services Group, Inc. as of September 30, 2018 and 2017, and the results of its operations
and its cash flows for the years then ended in accordance with accounting principles generally accepted in the United
States of America.

																Crowe LLP
Cleveland, Ohio
April 15, 2019
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