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BURKE & HERBERT BANK & TRUST COMPANY

BALANCE SHEETS
December 31, 2020 and 2019
In thousands, except share and per share data

ASSETS

Cash and due from banks

Securities available for sale, at fair value
Restricted stock, at cost

Loans held for sale, at fair value

Loans, net of allowance for loan losses of $32,697 in 2020
and $24,201 in 2019

Bank premises and equipment, net
Accrued interest receivable

Bank owned life insurance

Other assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities
Deposits:
Demand deposits
Interest checking accounts
Savings deposits and money market accounts
Time deposits

Other borrowed funds
Accrued interest and other liabilities

Stockholders’ Equity
Common stock, $20 par value; 200,000 shares authorized;
outstanding 186,202 in 2020 and 186,958 in 2019
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income

See Notes to Financial Statements

2020 2019
228,704 83,747
1,159,701 693,750
12,192 5,944
8,211 1,969
1,801,078 1,859,001
40,494 41,188
13,784 8,113
88,977 86,667
79,503 85,560
3,432,644 2,865,939
852,008 621,424
538,289 386,617
1,050,929 975,358
346,741 410,613
2,787,967 2,394,012
225,000 75,000
34,800 43,399
3,047,767 2,512,411
3,724 3,739
10,178 10,032
348,395 338,331
22,580 1,426
384,877 353,528
3,432,644 2,865,939




BURKE & HERBERT BANK & TRUST COMPANY

STATEMENTS OF INCOME
Years Ended December 31, 2020 and 2019
In thousands, except per share data

2020 2019
Interest income:
Loans $ 78,308 84,734
Securities 23,236 25,952
101,544 110,686
Interest expense:
Deposits 9,696 17,572
Other borrowed funds 1,579 3,884
Finance lease 6 -
11,281 21,456
Net interest income 90,263 89,230
Provision for loan losses 12,648 6,243
Net interest income after provision for loan losses 77,615 82,987
Noninterest income:
Income from fiduciary & wealth management activities 4,451 4,254
Service charges and fees 9,757 8,750
Net gains on securities 1,944 3,192
Income from bank owned life insurance 2,303 1,913
Other 89 41
18,544 18,150
Noninterest expenses:
Salaries and wages 33,377 43,274
Pensions and other employee benefits 7,568 9,655
Occupancy expenses 6,003 6,527
Equipment rentals, depreciation and maintenance 4,929 5,030
Net (gains) on other real estate owned - (78)
Other operating expenses 15,843 20,006
67,720 84,414
Income before income taxes 28,439 16,723
Income tax expense (benefit) 1,940 (255)
Net income $ 26,499 16,978
Basic earnings per common share $ 142.21 90.63
Diluted earnings per common share $ 142.14 90.60

See Notes to Financial Statements



BURKE & HERBERT BANK & TRUST COMPANY

STATEMENTS OF COMPREHENSIVE INCOME
Years Ended December 31, 2020 and 2019
In thousands

Net income $
Other comprehensive income, net of tax:
Unrealized gains on securities:
Unrealized holding gains arising during
period, net of tax of ($6,008) for 2020
and ($2,740) for 2019

Reclassification adjustment for gain on securities, net of
tax of ($408) for 2020 and ($670) for 2019

Changes in pension plan benefits, net of tax
of ($23) for 2020 and ($261) for 2019

Total other comprehensive income

Comprehensive income $

2020 2019
26,499 16,978
22,603 10,308
(1,536) (2,522)

87 984
21,154 8,770
47,653 25,748

See Notes to Financial Statements



BURKE & HERBERT BANK & TRUST COMPANY

STATEMENTS OF STOCKHOLDERS’ EQUITY
Years Ended December 31, 2020 and 2019
In thousands, except share data

Balance, December 31,

2018

Net income

Cash dividends paid
$80 per share

Other comprehensive
income

Stock-based
compensation expense

Common stock
transactions

Balance, December 31,

2019

Net income

Cash dividends paid
$80 per share

Other comprehensive
income

Stock-based
Compensation expense

Common stock
Transactions

Balance, December 31,

2020

Accumulated

Additional Other Total
Common Stock Paid-in Retained Comprehensive Stockholders’
Shares Amount Capital Earnings Income (Loss) Equity
188,100 $ 3,762 $ 10,000 $ 339,445 (7,344) 3 345,863
16,978 16,978
(14,990) (14,990)
8,770 8,770
32 32
(1,142) (23) (3,102) (3,125)
186,958 $ 3739 % 10,032 $ 338,331 1,426 $ 353,528
26,499 26,499
(14,905) (14,905)
21,154 21,154
146 146
(756) (15) (1,530) (1,545)
186,202 $ 3724 $ 10,178 $ 348,395 22580 $ 384,877

See Notes to Financial Statements



BURKE & HERBERT BANK & TRUST COMPANY

STATEMENTS OF CASH FLOWS
Years Ended December 31, 2020 and 2019
In thousands

2020 2019

Cash flows from operating activities:
Net income $ 26,499 $ 16,978
Adjustments to reconcile net income to net cash provided
by operating activities:

Depreciation and amortization 2,937 3,041
Realized (gain) on available for sale securities (1,944) (3,192)
(Gain) on sale of other real estate owned properties - (78)
Provision for loan losses 12,648 6,243
Income from Bank owned life insurance (2,303) (1,913)
Deferred tax (benefit) (3,830) (5,092)
Loss on disposal of fixed assets 7 4
Accretion of bond discount (1,087) (975)
Amortization of bond premium 5,791 5117
Stock based compensation expense 146 32
(Gain) on loans held for sale (122) (292)
Proceeds from sale of loans held for sale 59,896 14,859
Originations of loans held for sale (66,016) (16,536)
(Increase) decrease in accrued interest receivable (5,671) 1,754
Decrease (increase) in other assets 4,712 (5,135)
Decrease (increase) in accrued interest and other liabilities (8,489) 10,869
Net cash provided by operating activities 23,174 25,684
Cash flows from investing activities:

Proceeds from maturities of securities available for sale 188,653 115,566
Proceeds from sale of securities available for sale, net 49,233 149,150
Purchases of securities available for sale, net (679,933) (101,784)
Sales of restricted stock 2,252 12,612
Purchases of restricted stock (8,500) (2,126)
Purchases of property and equipment (2,697) 1,772)
(Purchases of) Bank owned life insurance 7 (10,006)
Proceeds from sale of other real estate owned properties - 416
(Increase) decrease in loans made to customers, net 45,277 (29,699)
Net cash provided by investing activities $ (405,722) % 132,357

(continued)



BURKE & HERBERT BANK & TRUST COMPANY
STATEMENTS OF CASH FLOWS (continued)

Years Ended December 31, 2020 and 2019
In thousands

Cash flows from financing activities:

Net increase in demand deposits, NOW accounts, savings

deposits and money market accounts
(Decrease) increase in other time deposits
Increase (decrease) in other borrowed funds
Cash dividends paid
Common stock transactions
Net cash provided by (used in) financing activities

Increase (decrease) in cash and cash equivalents

Cash and cash equivalents
Beginning
Ending

Supplemental Disclosures of Cash Flow Information
Cash payments for:
Interest paid to depositors
Interest paid on other borrowed funds
Interest paid on finance lease
Income taxes
Change in unrealized gains on available for sale
Securities
Change in pension plan benefits
Loans transferred to other real estate owned

Bank premises and equipment transferred to property
Held for sale

See Notes to Financial Statements

2020 2019

$ 457,827 $ 12,471
(63,872) 74,470
150,000 (245,000)
(14,905) (14,990)

(1,545) (3,125)

527,505 (176,174)
144,957 (18,133)

83,747 101,880

$ 228,704 $ 83,747
$ 10,194 $ 17,338
$ 1,456 $ 4,063
$ 6 $ -
$ 1,400 $ 100
$ 26,668 $ 9,856
$ 110 $ 1,245
$ - $ -
$ 447 $ -




BURKE & HERBERT BANK & TRUST COMPANY

NOTES TO FINANCIAL STATEMENTS

Note 1. Nature of Banking Activities and Significant Accounting Policies

Nature of banking activities: Burke & Herbert Bank & Trust Company (the Bank) conducts its banking
business in northern Virginia. The Bank’s 23 branch locations accept business and consumer deposits from
a diverse clientele. The Bank’s loan portfolio includes commercial and consumer loans, a substantial
portion of which are secured by area real estate.

A summary of the Bank’s significant accounting policies follows:

Estimates: The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates.

Material estimates that are particularly sensitive to significant change relate to the determination of the
allowance for loan losses, other-than-temporary impairment of securities, deferred taxes and fair value
measurements.

Cash, cash equivalents and cash flows: For purposes of reporting cash flows, cash and cash equivalents
include cash on hand and amounts due from banks, including cash items in process of clearing. Cash flows
from loans, federal funds purchased and sold, securities sold under agreements to repurchase and deposits
are reported net.

Securities: Management determines the appropriate classification of securities at the time of purchase.
Debt securities that the Bank has both the positive intent and ability to hold to maturity are classified as
held to maturity and are reported at cost, adjusted for amortization of premiums and accretion of discounts.
Debt securities that the Bank intends to hold for an indefinite period of time, but not necessarily to maturity,
are classified as available for sale and are reported at fair value. Unrealized gains and losses on investments
classified as available for sale have been accounted for as a separate component of accumulated other
comprehensive income or loss, net of the related deferred tax effect. Amortization of premiums and
accretion of discounts are recognized in interest income over the terms of the securities. Any decision to
sell a security classified as available for sale would be based on various factors, including significant
movements in interest rates, changes in the maturity mix of the Bank’s assets and liabilities, liquidity needs,
regulatory capital considerations, and other similar factors. Gains and losses on the sale of securities are
recorded on the trade date and are determined using the specific identification method.

Equity Securities: Equity securities are carried at fair value, with changes in fair value reported in net
income. Equity securities without readily determinable fair values are carried at cost, minus impairment,
in any, plus or minus changes resulting from observable price changes in orderly transactions for the
identical or a similar investment.




BURKE & HERBERT BANK & TRUST COMPANY

NOTES TO FINANCIAL STATEMENTS

Note 1. Nature of Banking Activities and Significant Accounting Policies (continued)

The Bank follows applicable accounting guidance related to recognition and presentation of other-than-
temporary impairment. The guidance specifies that (a) if the Bank does not have the intent to sell a debt
security prior to recovery and (b) it is more likely than not that it will not have to sell the debt security prior
to recovery, the security would not be considered other-than-temporarily impaired unless there is a credit
loss. When an entity does not intend to sell the security, and it is more likely than not the entity will not
have to sell the security before recovery of its cost basis, it will recognize the credit component of an other-
than-temporary impairment of a debt security in earnings and the remaining portion in other comprehensive
income.

The Bank’s statement of income reflects the full impairment (that is, the difference between the security’s
amortized cost basis and fair value) on debt securities that the Bank intends to sell or would more-likely-
than-not be required to sell before the expected recovery of the amortized cost basis. For available-for-sale
and held-to-maturity debt securities that management has no intent to sell and believes that it more-likely-
than-not will not be required to sell prior to recovery, only the credit loss component of the impairment is
recognized in earnings, while the noncredit loss is recognized in accumulated other comprehensive income.
The credit loss component recognized in earnings is identified as the amount of principal cash flows not
expected to be received over the remaining term of the security as projected based on cash flow projections.

Due to the nature of, and restrictions placed upon, the equity securities of the Federal Home Loan Bank and
Community Bankers’” Bank, these securities have been classified as restricted stock and are carried at cost.
These equity securities are not subject to the classifications above. The Bank has no other equity securities.

Loans held for sale: Loans held for sale are those loans the Bank has the intent to sell in the foreseeable
future. The Bank has elected to use a fair value accounting option for loans held for sale. Gains and losses
on sales of loans are recognized at settlement dates and are determined by the difference between the sales
proceeds and the carrying value of the loans. All sales are made without recourse, and are sold with
servicing released.

Derivatives: The Bank enters into commitments to originate loans whereby the interest rate on the loan is
determined prior to funding (rate lock commitments). Rate lock commitments on mortgage loans to be
held for sale are considered to be derivatives. The period of time between issuance of a loan commitment
and closing and sale of the loan generally ranges from 15 to 90 days. The Bank protects itself from changes
in interest rates through the use of best efforts forward delivery commitments, whereby the Bank commits
to sell a loan at the time the borrower commits to an interest rate with the intent that the buyer has assumed
interest rate risk on the loan. As a result, the Bank is not exposed to significant losses nor will it realize
significant gains related to rate lock commitments due to changes in interest rates. The Bank has elected to
use a fair value accounting option for best effort forward sales commitments.

Financial derivatives are reported at fair value in other assets and other liabilities. The accounting for
changes in fair value of a derivative depends on whether it has been designated and qualifies as part of a
hedging relationship. Refer to Note 15 — Commitment and Contingencies for additional information.

Loans: The Bank extends commercial and consumer loans, primarily in northern Virginia. Portfolio
segments include (i) commercial real estate, (ii) single family residential (1-4 units), (iii) owner-occupied
commercial real estate, (iv) acquisition, construction and development, (v) commercial non-real estate, and
(vi) consumer non-real estate and other. As of December 31, 2020, 91.5% of the portfolio was secured
with real estate. The Bank does not have a significant concentration of loans to any one customer.

8



BURKE & HERBERT BANK & TRUST COMPANY

NOTES TO FINANCIAL STATEMENTS

Note 1. Nature of Banking Activities and Significant Accounting Policies (continued)

Risk factors evaluated include the economic environment’s impact on each portfolio segment and the
following specific risk factors:

o Commercial real estate loans carry risk associated with either the net operating income generated
from the lease of the real estate collateral or income generated from the sale of the collateral. Other
risk factors include the credit-worthiness of the sponsor and the value of the collateral.

e Single family residential (1-4 units) loans for consumer purposes carry risks associated with the
continued credit-worthiness of the borrower and the value of the collateral. Single family
residential (1-4 units) loans for investment purposes carry risks associated with the continued
credit-worthiness of the borrower, the value of the collateral, and either the net operating income
generated from the lease of the real estate collateral or income generated from the sale of the
collateral.

o Owner-occupied commercial real estate loans carry risk associated with the operations of the
business that occupies the property and the value of the collateral.

e Acquisition, construction and development loans carry risk associated with the credit-worthiness
of the borrower, project completion within budget, sale after completion and the value of the
collateral.

e Commercial non-real estate loans represent a small portion of the portfolio and carry risk associated
with the operations of the business and the value of the collateral, if any.

e Consumer non-real estate and other loans represent a small portion of the portfolio and carry risk
associated with the credit-worthiness of the borrower and the value of the collateral, if any.

The Bank’s recorded investment in loans that management has the intent and ability to hold for the
foreseeable future, until maturity or until pay-off, generally are reported at their outstanding unpaid
principal balances, adjusted for partial charge-offs, the allowance for loan losses, and any deferred fees and
costs on originated loans. Interest income is accrued on the unpaid principal balance. Loan origination fees
and costs are deferred and recognized as an adjustment of the related loan yield using the interest method.

For all portfolio segments, the accrual of interest is discontinued at the time a loan becomes 90 days
delinquent, unless the credit is well-secured and in process of collection. Loans also are placed on
nonaccrual if collection of principal or interest is considered impaired. Interest accrued but not collected
for loans that are placed on nonaccrual or charged off is reversed against interest income. The interest on
these loans is accounted for on the cash-basis or cost-recovery method, until qualifying for return to accrual.
For all portfolio segments, loans are returned to accrual status when they are no longer 90 days past due,
unless collection of future payments is considered impaired.

With the passage of the Paycheck Protection Program ("PPP), administered by the Small Business
Administration (“SBA?”), the Bank is actively participating in assisting its customers through the program.
Most of the PPP loans the Bank made have a two-year term and earn interest at 1%. Guidance issued by
the SBA during the second wave of funding provided terms of up to five years. If borrowers request a
change from two years to five years, the Bank will likely grant that request. The Bank believes that the
majority of these loans will ultimately be forgiven by the SBA in accordance with the terms of the program.
As of December, 31, 2020, the Bank holds $118.2 million in PPP loans, net of deferred fees and costs. It
is the Bank’s understanding that loans funded through the PPP are fully guaranteed by the U.S. government.
Should these circumstances change, the Bank could be required to establish additional allowance for loan
loss through the provision for loan loss charged to earnings.

9



BURKE & HERBERT BANK & TRUST COMPANY

NOTES TO FINANCIAL STATEMENTS

Note 1. Nature of Banking Activities and Significant Accounting Policies (continued)

Troubled Debt Restructuring: In situations where, for economic or legal reasons related to a borrowers’
financial condition, management may grant a concession to the borrower that it would not otherwise
consider. The related loan is classified as a Troubled Debt Restructuring (“TDR”). Management strives
to identify borrowers in financial difficulty early and work with them to modify their loan to more
affordable terms before their loan reaches nonaccrual status. These modified terms may include rate
reductions, principal forgiveness, payment forbearance and other actions intended to minimize the
economic loss and to avoid foreclosure or repossession of collateral. In cases where borrowers are granted
new terms that provided for a reduction of either interest or principal, management measures any
impairment on the restructuring as noted above for any impaired loans.

In accordance with regulatory guidance and provisions in the CARES Act to provide relief during the
COVID-19 pandemic, the Bank has provided short-term concessions to certain borrowers. Through
December 31, 2020, the Bank provided principal and/or interest extensions or interest only periods on 204
loans for COVID-19 related hardship. As of December 31, 2020, $1.9 million in loans were under deferral
under CARES Act provisions. Loans that qualified for COVID-19 related modifications were not more
than 30 days past due as of December 31, 2019. As such, they were not considered TDRs based on the
relief provisions of the CARES Act and recent regulatory interagency guidance.

The Bank is monitoring COVID-19 related modifications. If loans within this population require
subsequent modifications, including payment extensions beyond six months, the Bank will consider the
borrower’s financial status at the time of the request and the effect of all modifications, past and requested,
on the loan. If the borrower is deemed to be in financial difficulty that is not short-term and the impact of
all modifications is considered to amount to a concession under U.S. GAAP, the loan will be designated a
TDR. The Bank is also monitoring the population to determine whether other credit-related action should
be taken, possibly including downgrading credit risk ratings, designating as nonaccrual or charge-off.

Allowance for loan losses: The allowance for loan losses is established to absorb probable losses inherent
in outstanding loans through a provision for loan losses charged to earnings. Credit losses are charged
against the allowance. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a quarterly basis by management and is based upon (i)
historical loss norms for each portfolio segment as adjusted by environmental factors plus a risk adjustment
based on the risk rating of the loan, (ii) a loan by loan analysis of all other loans which are rated as either
substandard or worse or as troubled debt restructures. Loan ratings include:

e Pass rated loans include all loans which are considered to be either high quality, good quality or
acceptable quality. Borrowers have an acceptable financial condition with demonstrated repayment
ability.

e Special mention loans have potential developing weaknesses that deserve extra attention. If the
developing weakness is not corrected or mitigated, there may be deterioration in the ability of the
borrower to repay.

e Substandard is a regulatory classification. Loans rated substandard are considered to have well-
defined weakness and there is a possibility that some future loss will be sustained by the Bank if
such weakness is not corrected.

10



BURKE & HERBERT BANK & TRUST COMPANY

NOTES TO FINANCIAL STATEMENTS

Note 1. Nature of Banking Activities and Significant Accounting Policies (continued)

o Doubtful also is a regulatory classification. Loans rated doubtful have all of the weaknesses
inherent in those rated substandard, with the added characteristic that the severity of the weaknesses
makes collection or liquidation in full highly questionable. The probability of some loss is high.

o Loss represents a classification for loans which are considered uncollectable and are in the process
of being charged off.

Historical credit losses for each portfolio segment are adjusted by environmental factors which include (i)
changes in lending policies and procedures, including underwriting standards, and collection, charge-off,
and recovery practices; (ii) changes in national and local economic and business conditions, including the
conditions of various market segments; (iii) changes in the nature and volume of the portfolio; (iv) changes
in the experience, ability, and depth of lending management and staff; (v) changes in the volume and
severity of past due and classified loans and the volume of nonaccruals, troubled debt restructurings, and
other loan modifications; (vi) changes in the quality of the Bank’s loan review system and the degree of
oversight by the Bank’s Board of Directors; (vii) the existence and effect of any concentrations of credit
and changes in the level of such concentrations; and (viii) the effect of external factors, such as competition
and legal and regulatory requirements, on the level of estimated credit losses in the Bank’s current portfolio.
This evaluation is inherently subjective since it requires estimates that are susceptible to significant revision
as additional information becomes available or as economic conditions change.

Impaired, collateral dependent loans may be charged down to the net realizable value of the collateral.
Alternatively, a specific allowance may be established when the discounted cash flows (or collateral value
of observable market price) of the impaired loan are lower than the carrying value of that loan.

For all portfolio segments, a loan is considered impaired when, based on current information and events, it
is probable that the Bank will be unable to collect the scheduled payments of principal or interest when due
according to the contractual terms of the loan agreement. Factors considered by management in
determining impairment include payment status and the probability of collecting scheduled principal and
interest payments when due. Loans that experience insignificant payment delays and payment shortfalls
generally are not classified as impaired. Management determines the significance of payment delays and
payment shortfalls on a case-by-case basis, taking into consideration all of the circumstances surrounding
the loan and the borrower, including the length of the delay, the reasons for the delay, the borrower’s prior
payment record, and the amount of the shortfall in relation to the principal and interest owed.

Bank premises and equipment: Land is carried at cost. Bank premises and equipment are carried at cost
less accumulated depreciation. Depreciation is computed under the straight-line method. Maintenance and
repairs are charged to expense as incurred and major improvements are capitalized.

Bank owned life insurance: The Bank has purchased life insurance policies on certain employees. Bank
owned life insurance is recorded at the amount that can be realized under the insurance contract at the
balance sheet date, which is the cash surrender value.

Transfers of Financial Assets: Transfers of financial assets are accounted for as sales when control over
the assets has been surrendered. Control over transferred assets is deemed to be surrendered when (1) the
assets have been isolated from the Bank, (2) the transferee obtains the right (free of conditions that constrain
it from taking advantage of that right) to pledge or exchange the transferred assets, and (3) the Bank does

11



BURKE & HERBERT BANK & TRUST COMPANY

NOTES TO FINANCIAL STATEMENTS

Note 1. Nature of Banking Activities and Significant Accounting Policies (continued)

not maintain effective control over the transferred assets through an agreement to repurchase them before
their maturity, or the ability to unilaterally cause the transferee to return specific assets.

Other real estate owned (OREQ): Assets acquired through foreclosure or other proceedings are initially
recorded at fair value at the date of foreclosure less estimated costs of disposal, which establishes a new
cost. After foreclosure, valuations periodically are performed by management and the foreclosed assets
held for sale are carried at the lower of cost or fair value less estimated costs of disposal. Any write-down
to fair value at the time of transfer to foreclosed assets is charged to the allowance for loan losses. All
subsequent gains on sale, losses on sale, and additional write-downs are included in net gains/(losses) on
other real estate owned. Revenue and expenses from the operations of foreclosed assets are included in
other noninterest income and other operating expenses.

Income taxes: The Bank accounts for income taxes in accordance with income tax accounting guidance.
The Bank has adopted the accounting guidance related to accounting for uncertainty in income taxes, which
sets out a consistent framework to determine the appropriate level of tax reserves to maintain for uncertain
tax positions.

The income tax accounting guidance results in two components of income tax expense: current and
deferred. Current income tax expense reflects taxes to be paid or refunded for the current period by applying
the provisions of the enacted tax law to the taxable income or excess of deductions over revenues. The
Bank determines deferred income taxes using the liability (or balance sheet) method. Under this method,
the net deferred tax asset or liability is based on the tax effects of the differences between the book and tax
bases of assets and liabilities, and enacted changes in tax rates and laws are recognized in the period in
which they occur.

Deferred income tax expense results from changes in deferred tax assets and liabilities between periods.
Deferred tax assets are recognized if it is more likely than not, based on the technical merits, that the tax
position will be realized or sustained upon examination. The term more likely than not means a likelihood
of more than 50 percent; the terms examined and upon examination also include resolution of the related
appeals or litigation processes, if any. A tax position that meets the more-likely-than-not recognition
threshold is initially and subsequently measured as the largest amount of tax benefit that has a greater than
50 percent likelihood of being realized upon settlement with a taxing authority that has full knowledge of
all relevant information. The determination of whether or not a tax position has met the more-likely-than-
not recognition threshold considers the facts, circumstances, and information available at the reporting date
and is subject to management’s judgment. Deferred tax assets are reduced by a valuation allowance if,
based on the weight of evidence available, it is more likely than not that some portion or all of a deferred
tax asset will not be realized.

The Bank recognizes interest and penalties on income taxes as a component of income tax expense.

Employee benefits: The Bank has a noncontributory defined benefit pension plan that was frozen to new
participants on June 1, 2005. The Bank also has a defined contribution plan (The Investment and Savings
Plan) with a salary deferral provision, which covers all employees in the month following their date of hire
if they have reached the age of 18. The Bank’s funding policy for the defined benefit plan is to make annual
contributions to the Plan in amounts that are determined based on actuarial valuations and recommendations

12



BURKE & HERBERT BANK & TRUST COMPANY

NOTES TO FINANCIAL STATEMENTS

Note 1. Nature of Banking Activities and Significant Accounting Policies (continued)

and which meet the minimum funding requirements of the Employee Retirement Income Security Act of
1974.

Authoritative accounting literature requires an employer to recognize the overfunded or underfunded status
of a defined benefit postretirement plan as an asset or liability in its balance sheet and to recognize changes
in the funded status in the year in which the changes occur through comprehensive income. The funded
status of a benefit plan will be measured as the difference between plan assets at fair value and the benefit
obligation. For a pension plan, the benefit obligation is the projected benefit obligation. For any other
postretirement plan, the benefit obligation is the accumulated postretirement benefit obligation.
Authoritative accounting literature also requires an employer to measure the funded status of a plan as of
the date of its year-end balance sheet. The guidance also requires additional disclosure in the notes to
financial statements about certain effects on net periodic benefit cost for the next fiscal year that arise from
delayed recognition of the gains or losses, prior service costs or credits, and transition asset or obligation.

Per share data: The Bank’s capital structure includes a restricted stock unit (RSU) capital plan which is
dilutive to earnings per share. Basic EPS is calculated by dividing net income by the weighted average
number of shares outstanding during the year. The weighted average number of shares outstanding during
2020 and 2019, was 186,341 and 187,344 shares, respectively. Diluted EPS is calculated by assuming
dilution of common shares and adjusting net income for compensation cost attributable to the RSU plan.
Weighted average dilutive shares for 2020 and 2019, was 186,424 and 187,406 shares, respectively.

Trust assets and fees: Assets of the trust department, other than trust cash on deposit at the Bank, are not
included in these financial statements because they are not assets of the Bank. Trust fees are recognized in
income using the accrual method.

Advertising costs: Advertising costs are expensed as incurred. Advertising expense was $509 thousand
and $969 thousand for the years ended December 31, 2020 and 2019, respectively.

Comprehensive income: Comprehensive income consists of net income and other comprehensive income.
Other comprehensive income (loss) includes unrealized gains (losses) on securities available for sale,
unrealized losses related to factors other than credit on debt securities, and changes in the funded status of
the pension plan which also are recognized as separate components of equity.

Fair value of financial instruments: Fair values of financial instruments are estimated using relevant market
information and other assumptions, as more fully disclosed in Note 18. Fair value estimates involve
uncertainties and matters of significant judgment. Changes in assumptions or in market conditions could
significantly affect the estimates.

Equity-based Compensation: The Bank recognizes in the income statement equity-based compensation.
The Bank classifies stock awards as equity. Equity classified awards are valued as of the grant date using
an observable market price.

See Note 25 for further information regarding the Bank’s equity-based compensation.
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BURKE & HERBERT BANK & TRUST COMPANY

NOTES TO FINANCIAL STATEMENTS

Note 1. Nature of Banking Activities and Significant Accounting Policies (continued)
Recent Accounting Pronouncements

During June 2016, the FASB issued ASU 2016-13: Financial Instruments — Credit Losses (Topic 326):
Measurement of Credit Losses on Financial Instruments. The amendments in this ASU, among other
things, require the measurement of all expected credit losses for financial assets held at the reporting date
based on historical experience, current conditions, and reasonable and supportable forecasts. Financial
institutions and other organizations will now use forward-looking information to better inform their credit
loss estimates. Many of the loss estimation techniques applied today will still be permitted, although the
inputs to those techniques will change to reflect the full amount of expected credit losses. In addition, the
ASU amends the accounting for credit losses on available-for-sale debt securities and purchased financial
assets with credit deterioration. For public companies that are not SEC filers, the amendments in this ASU
are effective for fiscal years, and interim periods within those fiscal years, beginning after December 15,
2022. The Bank is currently assessing the impact that ASU 2016-13 will have on its financial statements.

The Bank has formed a committee to address the compliance requirements, data gathering, archiving and
analysis efforts. Additionally, the Bank has purchased a software solution that will assist in complying
with this regulation. Historical data dating back to December 31, 2014 has been entered in the software
for analysis. The Bank expects to begin operating in a parallel environment with the existing loss model
during the second quarter of 2021.

In August 2018, the FASB issued ASU 2018-14: Compensation—Retirement Benefits—Defined Benefit
Plans—General (Subtopic 715-20): Disclosure Framework—Changes to the Disclosure Requirements for
Defined Benefit Plans. These amendments modify the disclosure requirements for employers that sponsor
defined benefit pension or other postretirement plans. Certain disclosure requirements have been deleted
while the following disclosure requirements have been added: the weighted-average interest crediting rates
for cash balance plans and other plans with promised interest crediting rates and an explanation of the
reasons for significant gains and losses related to changes in the benefit obligation for the period.

The amendments also clarify the disclosure requirements in paragraph 715-20-50-3, which state that the
following information for defined benefit pension plans should be disclosed: The projected benefit
obligation (PBO) and fair value of plan assets for plans with PBOs in excess of plan assets and the
accumulated benefit obligation (ABO) and fair value of plan assets for plans with ABOs in excess of plan
assets. The amendments are effective for fiscal years ending after December 15, 2020. Early adoption is
permitted. The Bank does not expect the adoption of ASU 2018-14 to have a material impact on its financial
statements.

In November 2019, the FASB issued ASU 2019-11: Codification Improvements to Topic 326, Financial
Instruments — Credit Losses. This ASU addresses issues raised by stakeholders during the implementation
of ASU No. 2016-13, “Financial Instruments—Credit Losses (Topic 326): Measurement of Credit Losses
on Financial Instruments.” Among other narrow-scope improvements, the new ASU clarifies guidance
around how to report expected recoveries. “Expected recoveries” describes a situation in which an
organization recognizes a full or partial write-off of the amortized cost basis of a financial asset, but then
later determines that the amount written off, or a portion of that amount, will in fact be recovered. While
applying the credit losses standard, stakeholders questioned whether expected recoveries were permitted
on assets that had already shown credit deterioration at the time of purchase (also known as PCD assets).
In response to this question, the ASU permits organizations to record expected recoveries on PCD assets.
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BURKE & HERBERT BANK & TRUST COMPANY

NOTES TO FINANCIAL STATEMENTS

Note 1. Nature of Banking Activities and Significant Accounting Policies (continued)

In addition to other narrow technical improvements, the ASU also reinforces existing guidance that
prohibits organizations from recording negative allowances for available-for-sale debt securities. The ASU
includes effective dates and transition requirements that vary depending on whether or not an entity has
already adopted ASU 2016-13. The Bank is currently assessing the impact that ASU 2019-11 will have on
its financial statements.

In December 2019, the FASB issued ASU 2019-12: Income Taxes (Topic 740) — Simplifying the Accounting
for Income Taxes. The ASU is expected to reduce cost and complexity related to the accounting for income
taxes by removing specific exceptions to general principles in Topic 740 (eliminating the need for an
organization to analyze whether certain exceptions apply in a given period) and improving financial
statement preparers’ application of certain income tax-related guidance. This ASU is part of the FASB’s
simplification initiative to make narrow-scope simplifications and improvements to accounting standards
through a series of short-term projects. For public business entities, the amendments are effective for fiscal
years beginning after December 15, 2020, and interim periods within those fiscal years. Early adoption is
permitted. The Bank is currently assessing the impact that ASU 2019-12 will have on its financial
statements.

In March 2020, the FASB issued Accounting Standards Update (ASU) No. 2020-04: Reference Rate
Reform (Topic 848): Facilitation of the Effects of Reference Rate Reform on Financial Reporting. These
amendments provide temporary optional guidance to ease the potential burden in accounting for reference
rate reform. The ASU provides optional expedients and exceptions for applying generally accepted
accounting principles to contract modifications and hedging relationships, subject to meeting certain
criteria, that reference LIBOR or another reference rate expected to be discontinued. It is intended to help
stakeholders during the global market-wide reference rate transition period. The guidance is effective for
all entities as of March 12, 2020 through December 31, 2022. Subsequently, in January 2021, the FASB
issued Accounting Standards Update (ASU) No. 2021-01: Reference Rate Reform (Topic 848): Scope. This
ASU clarifies that certain optional expedients and exceptions in Topic 848 for contract modifications and
hedge accounting apply to derivatives that are affected by the discounting transition. The ASU also amends
the expedients and exceptions in Topic 848 to capture the incremental consequences of the scope
clarification and to tailor the existing guidance to derivative instruments affected by the discounting
transition. An entity may elect to apply ASU No. 2021-01 on contract modifications that change the interest
rate used for margining, discounting, or contract price alignment retrospectively as of any date from the
beginning of the interim period that includes March 12, 2020, or prospectively to new modifications from
any date within the interim period that includes or is subsequent to January 7, 2021, up to the date that
financial statements are available to be issued.

An entity may elect to apply ASU No. 2021-01 to eligible hedging relationships existing as of the beginning

of the interim period that includes March 12, 2020, and to new eligible hedging relationships entered into
after the beginning of the interim period that includes March 12, 2020. The Bank has limited exposure to
the number of loans tied to LIBOR and the loan documents allow for the index to move to an alternative
rate if the index currently in place, LIBOR, no longer exists. For any new loans, the Bank is using an
alternative rate as an index. The Bank is assessing ASU 2020-01 and its impact on the Bank’s transition
away from LIBOR for its loan and other financial instruments.
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NOTES TO FINANCIAL STATEMENTS

Note 1. Nature of Banking Activities and Significant Accounting Policies (continued)
Discussion of New Pronouncement Adoption

In August 2018, the FASB issued ASU 2018-13: Fair Value Measurement (Topic 820): Disclosure
Framework—Changes to the Disclosure Requirements for Fair Value Measurement. The amendments
modify the disclosure requirements in Topic 820 to add disclosures regarding changes in unrealized gains
and losses, the range and weighted average of significant unobservable inputs used to develop Level 3 fair
value measurements and the narrative description of measurement uncertainty. Certain disclosure
requirements in Topic 820 are also removed or modified. The amendments are effective for fiscal years
beginning after December 15, 2019, and interim periods within those fiscal years. Certain of the
amendments are to be applied prospectively while others are to be applied retrospectively. The adoption
of ASU 2018-13 did not have a material impact on its financial statements.

In March 2020 (Revised in April 2020), various regulatory agencies, including the Board of Governors of
the Federal Reserve System and the Federal Deposit Insurance Corporation, (“the agencies”) issued an
interagency statement on loan modifications and reporting for financial institutions working with customers
affected by the Coronavirus. The interagency statement was effective immediately and impacted accounting
for loan modifications. Under Accounting Standards Codification 310-40: Receivables — Troubled Debt
Restructurings by Creditors, (“ASC 310-40™), a restructuring of debt constitutes a troubled debt
restructuring (“TDR”) if the creditor, for economic or legal reasons related to the debtor’s financial
difficulties, grants a concession to the debtor that it would not otherwise consider. The agencies confirmed
with the staff of the FASB that short-term modifications made on a good faith basis in response to COVID-
19 to borrowers who were current prior to any relief, are not to be considered TDRs. This includes short-
term (e.g., six months) modifications such as payment deferrals, fee waivers, extensions of repayment
terms, or other delays in payment that are insignificant. Borrowers considered current are those that are less
than 30 days past due on their contractual payments at the time a modification program is implemented. In
August 2020, a joint statement on additional loan modifications was issued. Among other things, the
Interagency Statement addresses accounting and regulatory reporting considerations for loan modifications,
including those accounted for under Section 4013 of the Coronavirus Aid, Relief, and Economic Security
(“CARES”) Act. The CARES Act was signed into law on March 27, 2020 to help support individuals and
businesses through loans, grants, tax changes and other types of relief. The most significant impacts of the
Act related to accounting for loan modifications and establishment of the Paycheck Protection Program
(“PPP™). On December 21, 2020, the Consolidated Appropriates Act of 2021 (“CAA”) was passed. The
CAA extends or modifies many of the relief programs first created by the CARES Act, including the PPP
and treatment of certain loan modifications related to the COVID-19 pandemic. The Bank participated in
the PPP, providing in excess of $118 million in loans to customers as of December 31, 2020. Additionally,
the Bank provided short-term concessions to borrowers as prescribed in the CARES Act. Mainly in the
form of interest deferrals. The Bank is closely monitoring particular loan segments and specific loans
within its portfolio where it has provided these concessions.

16
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NOTES TO FINANCIAL STATEMENTS

Note 2. Restrictions on Cash and Due from Banks

No reserve balances were required at December 31, 2020 and December 31, 2019.

Note 3. Securities

Securities have been classified in the balance sheets according to management’s intent. The carrying
amount of securities and their approximate fair values at December 31, 2020 and 2019, are summarized as
follows (in thousands):

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
Securities available for sale:
December 31, 2020:
U.S. Government & agency
Securities $ 50,470 $ 648 $ - 3% 51,118
Mortgage backed securities 589,453 11,510 1,954 599,009
State & municipal securities 483,187 26,683 296 509,574
$ 1,123,110 $ 38,841 $ 2250 $ 1,159,701
December 31, 2019:
U. S. Government & agency
securities $ 97,907 $ 573 $ 9 3 98,471
Mortgage backed securities 374,774 2,087 2,485 374,376
State & municipal securities 211,146 10,190 433 220,903
$ 683,827 $ 12,850 $ 2,927 % 693,750

At December 31, 2020 and 2019, securities with amortized costs of $610.4 million and $425.4 million,
respectively, and with estimated fair values of $641.6 million and $433.0 million, respectively, were
pledged to secure public deposits, repurchase agreements and for other purposes required or permitted by
law.
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NOTES TO FINANCIAL STATEMENTS

Note 3. Securities (continued)

The gross realized gains, realized losses, and proceeds from the sale of securities for the years ended
December 31, 2020 and 2019 were as follows (in thousands):

2020 2019
Gross realized gains $ 1,957 $ 3,668
Gross realized losses (13) (476)
Proceeds from sale of securities 49,116 149,249

The maturities of securities available for sale at December 31, 2020, were as follows: (Expected maturities
may differ from contractual maturities because borrowers have the right to call or prepay some obligations
with or without call or prepayment penalties.)

Securities Available for Sale

Amortized Fair

In thousands Cost Value
Due in one year or less $ 71,324 $ 72,309
Due in one to five years 107,752 113,832
Due in five to ten years 312,250 329,639
Due after ten years 42 331 44912
Mortgage backed securities 589,453 599,009
$ 1,123,110 $ 1,159,701

The following table shows the gross unrealized losses and fair value of the Bank’s securities with unrealized
losses that are not deemed to be other-than-temporarily impaired, aggregated by investment category and
length of time that individual securities have been in a continuous unrealized loss position at December 31,
2020 and 2019.

A