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SECURITIES AND EXCHANGE COMMISSION
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FORM 10-Q

(Mark One)

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

.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: 0-20146
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P.O. Box 391 22611
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(540) 955-2510
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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 y No ~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Date File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (232.405
of this Chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit
and post such files). Yes y 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.

Large accelerated filer ~ Accelerated filer y

Non-accelerated filer (Do not check if a smaller reporting company.) Smaller reporting company

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

The number of shares of the registrant’s Common Stock ($2.50 par value) outstanding as of May 3, 2018 was
3,461,720.




Edgar Filing: EAGLE FINANCIAL SERVICES INC - Form 10-Q

TABLE OF CONTENTS

PART I - FINANCIAL INFORMATION

Item 1. Financial Statements:
Consolidated Balance Sheets at March 31, 2018 and December 31, 2017 1
Consolidated Statements of Income for the Three Months Ended March 31, 2018 and 2017 2
Consolidated Statements of Comprehensive Income for the Three Months Ended March 31, 2018 and 3
2017 =
Consolidated Statements of Changes in Shareholders’ Equity for the Three Months Ended March 31, 2018 4
and 2017 -
Consolidated Statements of Cash Flows for the Three Months Ended March 31, 2018 and 2017 5
Notes to Consolidated Financial Statements 7
Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations 27
Item 3. Quantitative and Qualitative Disclosures about Market Risk 40
Item 4. Controls and Procedures 40
PART II - OTHER INFORMATION
Item 1. Legal Proceedings 41
Item 1A.Risk Factors 41
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 41
Item 3. Defaults Upon Senior Securities 41
Item 4. Mine Safety Disclosures 41
Item 5. Other Information 41
Item 6. Exhibits 42




Edgar Filing: EAGLE FINANCIAL SERVICES INC - Form 10-Q

PART I - FINANCIAL INFORMATION

Item 1. Financial Statements

EAGLE FINANCIAL SERVICES, INC.
Consolidated Balance Sheets

(dollars in thousands, except per share amounts)

Assets

Cash and due from banks
Interest-bearing deposits with other institutions
Federal funds sold

Total cash and cash equivalents
Securities available for sale, at fair value
Restricted investments

Loans

Allowance for loan losses

Net Loans

Bank premises and equipment, net

Other real estate owned, net of allowance
Other assets

Total assets

Liabilities and Shareholders’ Equity
Liabilities

Deposits:

Noninterest bearing demand deposits
Savings and interest bearing demand deposits
Time deposits

Total deposits

Other liabilities

Total liabilities

Commitments and contingencies

Shareholders’ Equity

Preferred stock, $10 par value; 500,000 shares authorized and unissued
Common stock, $2.50 par value; authorized 10,000,000 shares; issued and outstanding
2018, 3,461,117 including 16,701 shares of unvested restricted stock; issued and
outstanding 2017, 3,449,027 including 14,401 shares of unvested restricted stock
Surplus

Retained earnings

Accumulated other comprehensive (loss) income

Total shareholders’ equity

Total liabilities and shareholders’ equity

See Notes to Consolidated Financial Statements

March 31,
2018

(Unaudited)

$8,484
24,548
152
33,184
128,820
1,166
581,605
(4,530 )
577,075
19,474
3,302
12,843
$775,864

$252,144
328,655
104,847
$ 685,646
7,147
$692,793

$—
8,611

12,155
64,588
(2,283 )
$83,071
$775,864

December 31,
2017

$ 10,578
22,094
3,176
35,848
132,566
1,107
568,817
(4,411 )
564,406
19,579
106
12,139

$ 765,751

$ 234,990
322,948
105,476
$ 663,414
18,520

$ 681,934

$—
8,587

12,075
62,845
310

$ 83,817
$ 765,751
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EAGLE FINANCIAL SERVICES, INC.
Consolidated Statements of Income (Unaudited)
(dollars in thousands, except per share amounts)

Interest and Dividend Income

Interest and fees on loans

Interest and dividends on securities available for sale:
Taxable interest income

Interest income exempt from federal income taxes
Dividends

Interest on deposits with other institutions

Total interest and dividend income

Interest Expense

Interest on deposits

Total interest expense

Net interest income

Provision for (Recovery of) Loan Losses

Net interest income after provision for (recovery of) loan losses
Noninterest Income

Income from fiduciary activities

Service charges on deposit accounts

Other service charges and fees

Gain on sale of securities

Loss on disposal of bank premises and equipment
Other operating income

Total noninterest income

Noninterest Expenses

Salaries and employee benefits

Occupancy expenses

Equipment expenses

Advertising and marketing expenses

Stationery and supplies

ATM network fees

Other real estate owned expense

(Gain) on foreclosure and sales of other real estate owned
FDIC assessment

Computer software expense

Bank franchise tax

Professional fees

Data processing fees

Other operating expenses

Total noninterest expenses

Income before income taxes

Income Tax Expense

Net income

Three Months
Ended

March 31,

2018 2017
$6,541 $5,736
605 550
262 254

13 5

54 21
$7,475 $6,566
$426  $203
$426  $203
$7,049 $6,363
205 527 )
$6,844 $6,890
$444  $292
308 299
961 953

11 50

3 ) (6 )
80 85
$1,801 $1,673
$3,526 $3,350
371 377
219 239
185 178

56 41

206 220
130 1

(397 ) )
58 52

139 196
134 125
275 291
125 117
603 525
$5,630 $5,711
$3,015 $2,852
476 810

$2,539

$2,042
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Earnings Per Share

Net income per common share, basic $0.73  $0.59
Net income per common share, diluted $0.73  $0.59
See Notes to Consolidated Financial Statements

2
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EAGLE FINANCIAL SERVICES, INC.

Consolidated Statements of Comprehensive Income (Loss)
(Unaudited)

(dollars in thousands)

Three Months

Ended

March 31,

2018 2017
Net income $2,539 $2,042
Other comprehensive (loss):
Unrealized (loss) on available for sale securities net of reclassification adjustments, and net of (2593 ) (71 )
deferred income tax of ($689) and ($37) for the three months ended, respectively ’
Total other comprehensive (loss) (2,593 ) (71 )
Total comprehensive (loss) income $(54 ) $1,971
See Notes to Consolidated Financial Statements

3
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EAGLE FINANCIAL SERVICES, INC.

Consolidated Statements of Changes in Shareholders’ Equity (Unaudited)

(dollars in thousands, except per share amounts)

Balance, December 31, 2016
Net income
Other comprehensive (loss)

Vesting of restricted stock awards, stock incentive plan

(5,250 shares)
Stock-based compensation expense

Issuance of common stock, dividend investment plan (3,150

shares)

Repurchase and retirement of common stock (8,857 shares)

Dividends declared ($0.22 per share)
Balance, March 31, 2017

Balance, December 31, 2017
Net income
Other comprehensive (loss)

Vesting of restricted stock awards, stock incentive plan

(9,109 shares)
Stock-based compensation expense

Issuance of common stock, dividend investment plan (5,681

shares)

Repurchase and retirement of common stock (5,000 shares)

Dividends declared ($0.23 per share)
Balance, March 31, 2018

See Notes to Consolidated Financial Statements

4

Accumulated
Common Surplus Retained Other Total
Stock P Earnings Comprehensive
Income (Loss)
$8,633 $12,642 $58,165 $ (24 ) $79,416
2,042 2,042
(71 ) (71
13 (13 ) —
65 65
8 77 85
22 ) (@223 ) (245
(765 ) (765
$8,632 $12,548 $59,442 $ (95 ) $80,527
$8,587 $12,075 $62,845 $ 310 83,817
2,539 2,539
(2,593 ) (2,593
23 (23 ) —
81 81
14 166 180
(13 ) (144 ) (157
(796 ) (796
$8,611 $12,155 $64,588 $ (2,283 ) $83,071

)

)
)

)

)
)
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EAGLE FINANCIAL SERVICES, INC.
Consolidated Statements of Cash Flows (Unaudited)
(dollars in thousands)

Cash Flows from Operating Activities

Net income

Adjustments to reconcile net income to net cash (used in) operating activities:
Depreciation

Amortization of intangible and other assets

Provision for (recovery of) loan losses

(Gain) on foreclosure and sales of other real estate owned
Loss on the sale and disposal of premises and equipment
Loss on the sale of repossessed assets

(Gain) on the sale of securities

Stock-based compensation expense

Premium amortization on securities, net

Changes in assets and liabilities:

(Increase) in other assets

(Decrease) in other liabilities

Net cash (used in) operating activities

Cash Flows from Investing Activities

Proceeds from maturities, calls, and principal payments of securities available for sale

Proceeds from the sale of securities available for sale
Purchases of securities available for sale

Purchases of restricted investments

Purchases of bank premises and equipment

Proceeds from the sale of other real estate owned
Proceeds from the sale of repossessed assets

Net (increase) in loans

Net cash (used in) investing activities

Cash Flows from Financing Activities

Net increase in noninterest bearing demand deposits, savings, and interest bearing demand

deposits

Net (decrease) in time deposits

Repurchase and retirement of common stock
Cash dividends paid

Net cash provided by financing activities

Three Months Ended
March 31,
2018 2017

$2,539  $2,042

234 236

45 54

205 (527 )
397 Hd )
3 6

— 2

(11 ) (50 )
81 65

149 133

(60 ) (1,181 )
(11,373 ) (8,116 )
$(8,585 ) $(7,337 )

$5,181  $2,016

3464 2925
(8,319 ) (17,251 )
(59 ) —

(132 ) (32 )
— 265

— 2

(15,673 ) (1,981 )
$(15,538) $(14,056)

$22,861 $15,072

(629 ) 3,076 )
(157 ) (245 )
(616 ) (680 )
$21,459 $11,071

10
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EAGLE FINANCIAL SERVICES, INC.
Consolidated Statements of Cash Flows (Unaudited)
(dollars in thousands)

(continued)

(Decrease) in cash and cash equivalents

Cash and Cash Equivalents

Beginning

Ending

Supplemental Disclosures of Cash Flow Information
Cash payments for:

Interest

Income taxes

Supplemental Schedule of Noncash Investing and Financing Activities:

Unrealized (loss) on securities available for sale

Other real estate and repossessed assets acquired in settlement of loans
Issuance of common stock, dividend investment plan

See Notes to Consolidated Financial Statements

Three Months
Ended

March 31,

2018 2017
$(2,664) $(10,322)

35,848 35,281
$33,184 $24,959

$410 $210
$— $—
$(3,282) $(108 )
$2,799 $5

$180 $85

11
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EAGLE FINANCIAL SERVICES, INC.

Notes to Consolidated Financial Statements (Unaudited)
March 31, 2018

NOTE 1. General

The accompanying unaudited financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America (“GAAP”) for interim financial information and with the instructions
to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes
required by accounting principles generally accepted in the United States of America.

In the opinion of management, the accompanying financial statements contain all adjustments (consisting of only
normal recurring accruals) necessary to present fairly the financial position at March 31, 2018 and December 31,
2017, the results of operations for the three months ended March 31, 2018 and 2017, and cash flows for the three
months ended March 31, 2018 and 2017. The results of operations for the three months ended March 31, 2018 are not
necessarily indicative of the results to be expected for the full year. These financial statements should be read in
conjunction with the Notes to Consolidated Financial Statements included in the Company’s Annual Report on Form
10-K for the year ended December 31, 2017 (the “2017 Form 10-K”).

Eagle Financial Services, Inc. (the "Company") owns 100% of Bank of Clarke County (the “Bank”). The consolidated
financial statements include the accounts of the Company and its wholly-owned subsidiary. All significant
intercompany accounts and transactions between the Company and the Bank have been eliminated.

Certain amounts in the consolidated financial statements have been reclassified to conform to current year
presentations. None of the reclassifications were of a material nature and they had no effect on prior year net income
or shareholders' equity.

On January 1, 2018, the Company adopted ASU No. 2014-09, "Revenue from Contracts with Customers: Topic 606."
This ASU revised guidance for the recognition, measurement, and disclosure of revenue from contracts with
customers. The original guidance was amended through subsequent accounting standard updates that resulted in
technical corrections, improvements, and a one-year deferral of the effective date to January 1, 2018. The guidance, as
amended, is applicable to all entities and replaces significant portions of existing industry and transaction-specific
revenue recognition rules with a more principles-based recognition model. Most revenue associated with financial
instruments, including interest income, loan origination fees, and credit card fees, is outside the scope of the guidance.
Gains and losses on investment securities, derivatives, financial guarantees, and sales of financial instruments are
similarly excluded from the scope. The guidance is applicable to noninterest revenue streams such as trust and asset
management income, deposit related fees, interchange fees, and merchant income. The Company adopted this
guidance via the modified retrospective approach, meaning the standard is applied only to the most current period
presented in the financial statements with the cumulative effect of initially applying the standard recognized at the
date of initial application.

Since the guidance does not apply to revenue associated with financial instruments, including loans and securities that
are accounted for under other GAAP, the new guidance did not have a material impact on revenue most closely
associated with financial instruments, including interest income and expense. The Company completed its overall
assessment of revenue streams and review of related contracts potentially affected by the ASU, including trust and
asset management fees, deposit related fees, interchange fees, and merchant income. The Company also completed an
evaluation of certain costs related to these revenue streams to determine whether such costs should be presented gross
versus net. Based on these assessments, the Company concluded that ASU 2014-09 did not materially change the
method in which the Company currently recognizes revenue for these revenue streams. Since there was no net income
impact upon adoption of the new guidance, a cumulative effect adjustment to opening retained earnings was not

12
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deemed necessary.
NOTE 2. Stock-Based Compensation Plan

During 2014, the Company’s shareholders approved a stock incentive plan which allows key employees and directors
to increase their personal financial interest in the Company. This plan permits the issuance of incentive stock options
and non-qualified stock options and the award of stock appreciation rights, common stock, restricted stock, and
phantom stock. The plan authorizes the issuance of up to 500,000 shares of common stock.

13
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The Company periodically grants Restricted Stock to its directors, executive officers and certain non-executive
officers. Restricted Stock provides grantees with rights to shares of common stock upon completion of a service
period or achievement of Company performance measures. During the restriction period, all shares are considered
outstanding and dividends are paid to the grantee. In general, outside directors are periodically granted restricted
shares which vest over a period of less than 9 months. Beginning during 2006, executive officers were granted
restricted shares which vest over a 3 year service period and restricted shares which vest based on meeting annual
performance measures over a 1 year period. Beginning during 2018, certain non-executive officers also were granted
restricted shares which vest over a 3 year service period. The Company recognizes compensation expense over the
restricted period based on the fair value of the Company's stock on the grant date. The Company's policy is to
recognize forfeitures as they occur. As of March 31, 2018, there was $253 thousand of unrecognized compensation
cost related to nonvested restricted stock.

The following table presents Restricted Stock activity for the three months ended March 31, 2018 and 2017:

Three Months Ended
March 31,
2018 2017
Weighted Weighted
Average Average
Shares Grant %)ate Shares Grant %)ate
Fair Value Fair Value
Nonvested, beginning of period 14,401 $ 24.68 14,901 $ 23.05
Granted 11,450 32.00 9,650 25.50
Vested (9,109 ) 24.63 (5,250) 23.15
Forfeited 41 ) 2550 — —
Nonvested, end of period 16,701 29.72 19,301 24.25

NOTE 3. Earnings Per Common Share

Basic earnings per share represents income available to common shareholders divided by the weighted average
number of common shares outstanding during the period. Nonvested restricted shares are included in the weighted
average number of common shares used to compute basic earnings per share because of dividend participation and
voting rights. Diluted earnings per share reflects additional common shares that would have been outstanding if
dilutive potential common shares had been issued, as well as any adjustment to income that would result from the
assumed issuance. The number of potential common shares is determined using the treasury method.

The following table shows the weighted average number of shares used in computing earnings per share for the three
months ended March 31, 2018 and 2017. During 2018 and 2017, there were no potentially dilutive securities
outstanding.

Three Months Ended

March 31,

2018 2017
Weighted average number of common shares outstanding used to calculate basic and diluted 3.463.118 3.478.053

earnings per share

14
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NOTE 4. Securities

Amortized costs and fair values of securities available for sale at March 31, 2018 and December 31, 2017 were as

follows:

Obligations of U.S. government corporations and agencies

Mortgage-backed securities
Obligations of states and political subdivisions

Obligations of U.S. government corporations and agencies

Mortgage-backed securities
Obligations of states and political subdivisions

. ,Gross
Amortized )
Unrealized
Cost .
Gains

March 31, 2018
(in thousands)

$19,351 $ 65
64,768 5
47,645 397

$131,764 $ 467
December 31, 2017
(in thousands)

$21,565 §$ 213
61,464 126
49,199 789

$132,228 $ 1,128

Gross Fair
Unrealized Value
(Losses)

$(597 ) $18,819
(1,936 ) 62,837
(878 ) 47,164

$(3,411 ) $128,820

$(258 ) $21,520
(346 ) 61,244
(186 ) 49,802
$(790 ) $132,566

During the three months ended March 31, 2018, the Company received proceeds of $3.5 million on sales of available
for sale securities for gross gains of $54 thousand and gross losses of $43 thousand. During the three months ended
March 31, 2017, the Company sold $2.9 million of available for sale securities for gross gains of $50 thousand. There
were no losses on the sale of available for sale securities during the three months ended March 31, 2017.

The fair value and gross unrealized losses for securities available for sale, totaled by the length of time that individual
securities have been in a continuous gross unrealized loss position, at March 31, 2018 and December 31, 2017 were as

follows:

Obligations of U.S. government corporations and
agencies

Mortgage-backed securities

Obligations of states and political subdivisions

Obligations of U.S. government corporations and
agencies

Mortgage-backed securities

Obligations of states and political subdivisions

Less than 12

12 months or more Total

months
Gross Gross Gross
Fair Valubinrealized Fair Valubnrealized Fair ValueUnrealized
Losses Losses Losses
March 31, 2018
(in thousands)
$6,203 $ 211 $7,524 $ 386 $13,727 $ 597
45,579 1,194 16,832 742 62,411 1,936
19,583 594 4,555 284 24,138 878

$71,365 $ 1,999
December 31, 2017
(in thousands)

$28,911 $ 1,412

$100,276 $ 3,411

$4,455 §$ 58 $7,810 $ 200 $12,265 §$ 258
11,885 59 17,931 287 29,816 346
4,071 27 4,692 159 8,763 186

$20,411 $ 144

$30,433 $ 646

$50,844 $ 790

15
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Gross unrealized losses on available for sale securities included one hundred thirteen (113) and fifty-four (54) debt
securities at March 31, 2018 and December 31, 2017, respectively. The Company evaluates securities for
other-than-temporary impairment on at least a quarterly basis, and more frequently when economic or market
concerns warrant such evaluation. Consideration is given to the length of time and the amount of an unrealized loss,
the financial condition of the issuer, and the intent and ability of the Company to retain its investment in the issuer
long enough to allow for an anticipated recovery in fair value. The fair value of a security reflects its liquidity as
compared to similar instruments, current market rates on similar instruments, and the creditworthiness of the issuer.
Absent any change in the liquidity of a security or the creditworthiness of the issuer, prices will decline as market
rates rise and vice-versa. The primary cause of the unrealized losses at March 31, 2018 and December 31, 2017 was
changes in market interest rates and not credit concerns of the issuers. Since the losses can be primarily attributed to
changes in market interest rates and not expected cash flows or an issuer’s financial condition and management does
not intend to sell and it is likely that management will not be required to sell the securities prior to their anticipated
recovery, the unrealized losses were deemed to be temporary. The Company’s mortgage-backed securities are issued
by U.S. government agencies, which guarantee payments to investors regardless of the status of the underlying
mortgages. The Company monitors the financial condition of these issuers continuously and will record
other-than-temporary impairment if the recovery of value is unlikely.

The Company’s securities are exposed to various risks, such as interest rate, market, currency and credit risks. Due to
the level of risk associated with certain securities and the level of uncertainty related to changes in the value of
securities, it is at least reasonably possible that changes in risks in the near term would materially affect securities
reported in the financial statements.

Securities having a carrying value of $2.9 million at March 31, 2018 were pledged for various purposes required by
law.

The composition of restricted investments at March 31, 2018 and December 31, 2017 was as follows:

March 3Dgcember 31,

2018 2017

(in thousands)
Federal Reserve Bank Stock $344 $ 344
Federal Home Loan Bank Stock 682 623
Community Bankers’ Bank Stock140 140

$1,166 $ 1,107

10
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NOTE 5. Loans and Allowance for Loan Losses

The composition of loans at March 31, 2018 and December 31, 2017 was as follows:
March 31, December 31,
2018 2017
(in thousands)

Mortgage loans on real estate:

Construction and land development $48276 $43,786
Secured by farmland 8,351 8,568
Secured by 1-4 family residential properties 218,030 223,210
Multifamily 4,030 4,095
Commercial 245909 239915
Commercial and industrial loans 38,498 37,427
Consumer installment loans 9,471 10,187

All other loans 9,468 2,050

Total loans $582,033 $ 569,238
Net deferred loan fees (428 ) (421 )
Allowance for loan losses (4,530 ) 4,411 )
Net Loans $577,075 $ 564,406

Changes in the allowance for loan losses for the three months ended March 31, 2018 and 2017 and the year ended
December 31, 2017 were as follows:

Three Three
Months  Year Ended Months
Ended Ended
March 31, December 31, March 31,
2018 2017 2017
(in thousands)
Balance, beginning $4411 $ 4,505 $ 4,505
Provision for (recovery of) loan losses 205 (625 ) (527 )
Recoveries added to the allowance 52 901 502
Loan losses charged to the allowance (138 ) (370 ) (62 )
Balance, ending $4530 $ 4411 $4418

11
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Nonaccrual and past due loans by class at March 31, 2018 and December 31, 2017 were as follows:

March 31, 2018
(in thousands)

30 -

Commercial - Non Real Estate:

Commercial & Industrial
Commercial Real Estate:
Owner Occupied
Non-owner occupied

Construction and Farmland:

Residential
Commercial
Consumer:
Installment
Residential:
Equity Lines
Single family
Multifamily

All Other Loans
Total

Commercial - Non Real
Estate:

Commercial & Industrial
Commercial Real Estate:
Owner Occupied
Non-owner occupied

Construction and Farmland:

Residential
Commercial
Consumer:
Installment
Residential:
Equity Lines
Single family
Multifamily

All Other Loans
Total

334

240
$758 $ 330

74

December 31, 2017

(in thousands)

30-59 60 -89
Days Days

Past Dudast Due Past Due

$75  $ 10
— 368
187 —
17 —
18 —
829 572
$1,126 $ 950

90 or More Total Past

Days Due

Past Due

$ 75 $92

— 414

9 18

18 18

294 702

— 240

$ 396 $ 1,484

]9)(210; More Total Past
Y Due

$ 142 $ 227

— 368

— 187

2 19

— 18

4,060 5,461

$ 4,204 $ 6,280

Current  Total Loans

$38,406 $ 38,498

132,667
112,828

132,667
113,242

7,288
49,339

7,288
49,339
9,453 9,471
31,654
185,656
4,030

9,228
$580,549

31,672
186,358
4,030
9,468

$ 582,033

Current Total Loans

$37,200 $37,427

127,018
112,529

127,018
112,897

3,214
48,953

3,214
49,140
10,168 10,187
32,820
184,911
4,095 4,095

2,050 2,050
$562,958 $ 569,238

32,838
190,372

90 or

More Nonaccrual
Days Past Loans
Due Still

Accruing

$ — $ 331
— 747

— 10

18 43

— 669

$ 18 $ 1,800
90 or More

Past Due Nonaccrual
Still Loans
Accruing

$ —3$ 594
— 767

— 13

— 44

— 4,921

$ —3$ 6,339

19
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Allowance for loan losses by segment at March 31, 2018 and December 31, 2017 were as follows:

As of and for the Three Months Ended
March 31, 2018
(in thousands)

. . .Commercial
Construc Oens&dential Commercial Non Real ConsumerAll Other Unallocatedotal
and Farmlan Real Estate Loans
Estate
Allowance for credit losses:
Beginning Balance $332  $1,754 $1,627 $570 $69 $29 $ 30 $4,411
Charge-Offs — — — (122 ) (1 ) (15 ) — (138 )
Recoveries 11 8 2 20 7 4 — 52
(Recovery of) provision for 19 (51 ) 35 35 (10 ) 95 22 205
loan losses
Ending balance $362  $1,711 $ 1,664 $503 $65 $113 $ 112 $4,530
Ending balance: Individually
evaluated for impairment $— $167 $58 $92 $9 $— $ — $326
Ending balance: collectively ¢3¢, ¢y 540 g1606  $411 $56  $113  $ 112 $4,204
evaluated for impairment
Loans:
Ending balance $56,627 $222,060 $245909 $38498 $9.471 $9468 $ — $582,033
Ending balance individually “g306 g3947  §1877  s514  $10  s— $—  $6714
evaluated for impairment
Ending balance collectively g6 351 g715 113 §244032 $37924 $9461 $9468 $ —  $575319

evaluated for impairment

As of and for the Twelve Months Ended
December 31, 2017
(in thousands)

Constructi . . . Commercial Commercial All Other
i?edﬂdenual - Non Real Consumer Unallocated otal
and Farmlan Real Estate Loans
Estate
Allowance for credit losses:
Beginning Balance $450 $1,992 $1,522 $235 $69 $22 $ 215 $4,505
Charge-Offs (19 ) (55 ) (1 ) (187 ) (59 ) (49 ) — (370 )
Recoveries 535 212 65 44 40 5 — 901
(Recovery of) provision for 30y (395 ) 43 478 19 51 (185 ) (625 )
loan losses
Ending balance $332 $1,754 $1,627 $570 $69 $29 $ 30 $4,411
Ending balance:
Individually evaluated for $— $195 $59 $195 $9 $— $ — $458
impairment
Ending balance:
collectively evaluated for $332 $1,559 $1,568 $375 $60 $29 $ 30 $3,953
impairment
Loans:
Ending balance $52,354 $227,305 $239915 $37,427 $10,187 $2,050 $ — $569,238
Ending balance $315 $8,315 $1,904 $ 858 $34 $— $ — $11,426

individually evaluated for

21



Edgar Filing: EAGLE FINANCIAL SERVICES INC - Form 10-Q

impairment

Ending balance collectively ¢ o) 39 518990 §238.011  $36.569
evaluated for impairment

13

$10,153 $2,050 $ —

$557,812
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Impaired loans by class as of and for the periods ended March 31, 2018 and December 31, 2017 were as follows:

As of and for the Three Months Ended
March 31, 2018
(in thousands)

Unpaid Recorded Average Interest

Related

Principalnvestment Allowance Recorded Income
Balance(1) Investment Recognized
With no related allowance:
Commercial - Non Real Estate:
Commercial & Industrial $740 $ 482 $ — $ 505 $ 7
Commercial Real Estate:
Owner Occupied 328 328 — 330 4
Non-owner occupied 795 747 — 752 —
Construction and Farmland:
Residential — — — — —
Commercial 354 307 — 311 7
Consumer:
Installment 2 2 — 2 —
Residential:
Equity lines — — — — —
Single family 3,123 2,705 — 2,904 25
Multifamily — — — — —
Other Loans — — — — —
$5,342 $ 4,571 $ — $ 4,804 $ 43

With an allowance recorded:

Commercial - Non Real Estate:

Commercial & Industrial $92  $92 $ 92 $ 92 $ —
Commercial Real Estate:

Owner Occupied — — — — —

Non-owner occupied 801 804 58 806 9
Construction and Farmland:
Residential — — — — —
Commercial — — — — —
Consumer:

Installment 9 9 9 9 —
Residential:
Equity lines 217 43 43 43 —
Single family 1,263 1,211 124 1,215 14
Multifamily — — — — —
Other Loans — — — — —

$2,382 $ 2,159 $ 326 $ 2,165 $ 23

Total:
Commercial $832 $ 574 $ 92 $ 597 $ 7
Commercial Real Estate 1,924 1,879 58 1,888 13
Construction and Farmland 354 307 — 311
Consumer 11 11 9 11 —
Residential 4,603 3,959 167 4,162 39

Other — — — — —
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Total $7,724 $ 6,730 $ 326 $699 $ 66

(1) Recorded investment is defined as the summation of the outstanding principal balance, accrued interest, net
deferred loan fees or costs, and any partial charge-offs. Accrued interest and net deferred loan fees or costs totaled $16
thousand at March 31, 2018.

14
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As of and for the Twelve Months End
December 31, 2017
(in thousands)
Unpaid Recorded
Principal Investment
Balance (1)

Average Interest

Related Recorded Income
Allowance .
Investment Recognized

With no related allowance:
Commercial - Non Real Estate:

Commercial & Industrial $626  $304 $ — $ 342 $ 23

Commercial Real Estate:

Owner Occupied 330 331 — 336 15

Non-owner occupied 805 767 — 785 20

Construction and Farmland:

Residential — — — — —

Commercial 362 316 — 330 28

Consumer:

Installment 25 25 — 27 1

Residential:

Equity lines — — — — —

Single family 7,371 6,985 — 7,069 124

Multifamily — — — — —

Other Loans — — — — —
$9,519 $8,728 $ — $ 8,889 $ 211

With an allowance recorded:

Commercial - Non Real Estate:

Commercial & Industrial $595 $ 556 $ 195 $ 567 $ 17

Commercial Real Estate:

Owner Occupied — — — — —

Non-owner occupied 806 809 59 817 37

Construction and Farmland:

Residential — — — — —

Commercial — — — — —

Consumer:

Installment 9 9 9 9 —

Residential:

Equity lines 217 44 44 45 —

Single family 1,349 1,299 151 1,315 57

Multifamily — — — — —

Other Loans — — — — —
$2,976 $2,717 $ 458 $2,753 $ 111

Total:

Commercial $1,221 $860 $ 195 $ 909 $ 40

Commercial Real Estate 1,941 1,907 59 1,938 72

Construction and Farmland 362 316 — 330 28

Consumer 34 34 9 36 1

Residential 8,937 8,328 195 8,429 181

Other — — — — —

Total $12,495 $11,445 $ 458 $11,642 $ 322
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(1) Recorded investment is defined as the summation of the outstanding principal balance, accrued interest, net
deferred loan fees or costs, and any partial charge-offs. Accrued interest and net deferred loan fees or costs totaled $19

thousand at December 31, 2017.

15
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When the ultimate collectability of the total principal of an impaired loan is in doubt and the loan is in nonaccrual
status, all payments are applied to principal under the cost-recovery method. For financial statement purposes, the
recorded investment in nonaccrual loans is the actual principal balance reduced by payments that would otherwise
have been applied to interest. When reporting information on these loans to the applicable customers, the unpaid
principal balance is reported as if payments were applied to principal and interest under the original terms of the loan
agreements. Therefore, the unpaid principal balance reported to the customer would be higher than the recorded
investment in the loan for financial statement purposes. When the ultimate collectability of the total principal of the
impaired loan is not in doubt and the loan is in nonaccrual status, contractual interest is credited to interest income
when received under the cash-basis method.
The Company uses a rating system for evaluating the risks associated with non-consumer loans. Consumer loans are
not evaluated for risk unless the characteristics of the loan fall within classified categories. Consumer loans are
evaluated for collection based on payment performance. Descriptions of these ratings are as follows:
Pass Pass loans exhibit acceptable history of profits, cash flow ability and liquidity. Sufficient cash flow
exists to service the loan. All obligations have been paid by the borrower in an as agreed manner.
Pass monitored loans may be experiencing income and cash volatility, inconsistent operating trends,
Pass Monitored nominal liquidity and/or a leveraged balance sheet. A higher level of supervision is required for these
loans as the potential for a negative event could impact the borrower’s ability to repay the loan.

Special mention loans exhibit negative trends and potential weakness that, if left uncorrected, may
Special Mentionnegatively affect the borrower’s ability to repay its obligations. The risk of default is not imminent and

the borrower still demonstrates sufficient financial strength to service debt.

Substandard loans exhibit well defined weaknesses resulting in a higher probability of default. The

Substandard o . . o - 11 .
borrowers exhibit adverse financial trends and a diminishing ability or willingness to service debt.
Doubtful loans exhibit all of the characteristics inherent in substandard loans; however given the

Doubtful . . . . .
severity of weaknesses, the collection of 100% of the principal is unlikely under current conditions.

Loss Loss loans are considered uncollectible over a reasonable period of time and of such little value that
its continuance as a bankable asset is not warranted.
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Credit quality information by class at March 31, 2018 and December 31, 2017 was as follows:
As of
March 31, 2018
(in thousands)

Pass Special

Monitored Mention Substandard Doubtful Loss Total

INTERNAL RISK RATING GRADES Pass

Commercial - Non Real Estate:

Commercial & Industrial $34,691 $ 1,633 $1,837 $ 337 $ — $ —$38,498
Commercial Real Estate:

Owner Occupied 116,817 10,525 4997 328 — — 132,667
Non-owner occupied 81,000 19,344 12,151 747 — — 113,242
Construction and Farmland:

Residential 6,498 98 692 — — — 17,288
Commercial 25,089 23,944 — 306 — — 49,339
Residential:

Equity Lines 31,330 299 — — 43 — 31,672
Single family 178,103 5,625 389 2,058 183 — 186,358
Multifamily 2,668 500 862 — — — 4,030
All other loans 9,468 — — — — — 9,468
Total $485,664 $ 61,968 $20,928 $ 3,776 $ 226 $ —$572,562

Performing Nonperforming
Consumer Credit Exposure by Payment Activity $ 9453  $§ 18
As of
December 31, 2017
(in thousands)
Pass Special

Monitored Mention Substandard Doubtful Loss Total

INTERNAL RISK RATING GRADES Pass

Commercial - Non Real Estate:

Commercial & Industrial $33,279 $ 1,788 $1,748 $ 612 $ — $ —$37427
Commercial Real Estate:

Owner Occupied 112,649 10,893 3,146 330 — — 127,018
Non-owner occupied 82,050 17,992 12,088 767 — — 112,897
Construction and Farm land:

Residential 2,614 600 — — — — 3,214
Commercial 30,093 17,069 1,663 315 — — 49,140
Residential:

Equity Lines 32,495 299 — — 44 — 32,838
Single family 177,829 5,869 155 6,327 192 — 190,372
Multifamily 3,588 — 507 — — — 4,095
All other loans 2,050 — — — — — 2,050
Total $476,647 $ 54,510 $19,307 $ 8,351 $ 236 $ —$559,051

Performing Nonperforming
Consumer Credit Exposure by Payment Activity $ 10,168 $ 19
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NOTE 6. Troubled Debt Restructurings

All loans deemed a troubled debt restructuring, or “TDR”, are considered impaired, and are evaluated for collateral and
cash-flow sufficiency. A loan is considered a TDR when the Company, for economic or legal reasons related to a
borrower’s financial difficulties, grants a concession to the borrower that the Company would not otherwise consider.
All of the following factors are indicators that the Company has granted a concession (one or multiple items may be
present):

The borrower receives a reduction of the stated interest rate to a rate less than the institution is willing to accept at the
time of the restructure for a new loan with comparable risk.

The borrower receives an extension of the maturity date or dates at a stated interest rate lower than the current market
interest rate for new debt with similar risk characteristics.

The borrower receives a reduction of the face amount or maturity amount of the debt as stated in the instrument or
other agreement.

The borrower receives a deferral of required payments (principal and/or interest).

The borrower receives a reduction of the accrued interest.

There were nineteen (19) troubled debt restructured loans totaling $4.3 million at March 31, 2018. At December 31,
2017, there were twenty-one (21) troubled debt restructured loans totaling $4.4 million. One loan, totaling $43
thousand, was in nonaccrual status at March 31, 2018. One loan, totaling $44 thousand, was in nonaccrual status at
December 31, 2017. There were no outstanding commitments to lend additional amounts to troubled debt restructured
borrowers at March 31, 2018 or December 31, 2017.

During the three months ended March 31, 2018 and March 31, 2017, the Company restructured no loans by granting
concessions to borrowers experiencing financial difficulties.

There were no payment defaults during the three months ended March 31, 2018 and 2017 on TDRs that were
restructured within the preceding twelve month period.

A loan is considered to be in payment default once it is 30 days contractually past due under the modified terms.

NOTE 7. Deposits
The composition of deposits at March 31, 2018 and December 31, 2017 was as follows:
March December

31,2018 31,2017
(in thousands)

Noninterest bearing demand deposits $252,144 $234,990
Savings and interest bearing demand deposits:

NOW accounts $90,736 $91,288
Money market accounts 132,034 129,497
Regular savings accounts 105,885 102,163

$328,655 $322,948
Time deposits:
Balances of less than $250,000 $62.868 $62,681
Balances of $250,000 and more 41,979 42,795
$104,847 $105,476
$685,646 $663,414
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NOTE 8. Postretirement Benefit Plans

The Company provides certain health care and life insurance benefits for nine retired employees who have met certain
eligibility requirements. All other employees retiring after reaching age 65 and having at least 15 years of service with
the Company will be allowed to stay on the Company’s group life and health insurance policies, but will be required to
pay premiums. The Company’s share of the estimated costs that will be paid after retirement is generally being accrued
by charges to expense over the employees’ active service periods to the dates they are fully eligible for benefits.

18
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GAAP requires the Company to recognize the funded status (i.e. the difference between the fair value of plan assets
and the projected benefit obligations) of its postretirement benefit plans in the consolidated balance sheet, with a
corresponding adjustment to accumulated other comprehensive income, net of taxes.

Net periodic benefit costs of the postretirement benefit plan for the three months ended March 31, 2018 and 2017
were $(1) thousand.

NOTE 9. Fair Value Measurements

GAAP requires the Company to record fair value adjustments to certain assets and liabilities and to determine fair
value disclosures. The fair value of certain assets and liabilities is an exit price, representing the amount that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants.

“Fair Value Measurements” defines fair value, establishes a framework for measuring fair value, establishes a
three-level valuation hierarchy for disclosure of fair value measurement and enhances disclosure requirements for fair
value measurements. The valuation hierarchy is based upon the transparency of inputs to the valuation of an asset or
liability as of the measurement date. The three levels are defined as follows:

. Level 1 Inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in
active markets.
Inputs to the valuation methodology include quoted prices for similar assets and liabilities in active
e Level 2 markets, and inputs that are observable for the asset or liability, either directly or indirectly, for
substantially the full term of the financial instrument.

e Level 3 Inputs to the valuation methodology are unobservable and significant to the fair value measurement.

The following sections provide a description of the valuation methodologies used for instruments measured at fair
value, as well as the general classification of such instruments pursuant to the valuation hierarchy:

Securities Available for Sale: Where quoted prices are available in an active market, securities are classified within
Level 1 of the valuation hierarchy. Level 1 securities would include highly liquid government bonds, mortgage
products and exchange traded equities. If quoted market prices are not available, then fair values are estimated by
using pricing models, quoted prices of securities with similar characteristics, or discounted cash flow. Level 2
securities would include U.S. agency securities, mortgage-backed agency securities, obligations of states and political
subdivisions and certain corporate, asset backed and other securities. In certain cases where there is limited activity or
less transparency around inputs to the valuation, securities are classified within Level 3 of the valuation hierarchy.
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The following table presents balances of financial assets and liabilities measured at fair value on a recurring basis at
March 31, 2018 and December 31, 2017:

Fair Value Measurements at
March 31, 2018

Using

Quoted Prices

" Significant
ActiXe Significant
ther

Balance Markets Unobservable
as of %servable
OF [ outs Inputs
Identlgald
Assets
%ﬁrgh 3L, %ev(ilevel 2) (Level 3)
(in thousands)
Assets:
Securities available for sale
Obligations of U.S. government corporations and agencies $18,8