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FORWARD-LOOKING STATEMENTS

All statements other than statements of historical fact included in this Quarterly Report on Form 10-Q, including
statements in Management’s Discussion and Analysis of Financial Condition and Result of Operations are, or may be
deemed to be, forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934. Such information involves risks and uncertainties that could
result in the Company’s actual results differing from those projected in the forward-looking statements. Important
factors that could cause actual results to differ materially from those discussed in such forward-looking statements
include, but are not limited to: (1) the Company may incur additional loan loss provision due to negative credit
quality trends in the future that may lead to a deterioration of asset quality; (2) the Company may incur increased
charge-offs in the future; (3) the Company may experience increases in the default rates on previously securitized
loans that would result in impairment losses or lower the yield on such loans; (4) the Company may not continue to
benefit from strong recovery efforts on previously securitized loans resulting in improved yields on these assets;
(5) the Company could have adverse legal actions of a material nature; (6) the Company may face competitive loss of
customers; (7) the Company may be unable to manage its expense levels; (8) the Company may have difficulty
retaining key employees; (9) changes in the interest rate environment may have results on the Company’s operations
materially different from those anticipated by the Company’s market risk management functions; (10) changes in
general economic conditions and increased competition could adversely affect the Company’s operating results; (11)
changes in other regulations and government policies affecting bank holding companies and their subsidiaries,
including changes in monetary policies, could negatively impact the Company’s operating results; (12) the Company
may experience difficulties growing loan and deposit balances; (13) the current economic environment poses
significant challenges for us and could adversely affect our financial condition and results of operations; (14)
continued deterioration in the financial condition of the U.S. banking system may impact the valuations of
investments the Company has made in the securities of other financial institutions resulting in either actual losses or
other than temporary impairments on such investments; and (15) the Company may incur further expenses due to
additional special assessments from the Federal Deposit Insurance Corporation (“FDIC”) or increases in FDIC insurance
premiums. Forward-looking statements made herein reflect management’s expectations as of the date such statements
are made. Such information is provided to assist stockholders and potential investors in understanding current and
anticipated financial operations of the Company and is included pursuant to the safe harbor provisions of the Private
Securities Litigation Reform Act of 1995. The Company undertakes no obligation to update any forward-looking
statement to reflect events or circumstances that arise after the date such statements are made.
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PART I, ITEM 1 - FINANCIAL STATEMENTS
Consolidated Balance Sheets
City Holding Company and Subsidiaries
(in thousands)
June 30 December 31
2009 2008
(Unaudited) (Note A)

Assets

Cash and due from banks $ 48,058 $ 55,511
Interest-bearing deposits in depository institutions 4,912 4,118
Cash and Cash Equivalents 52,970 59,629
Investment securities available for sale, at fair value 502,286 424214

Investment securities held-to-maturity, at amortized cost
(approximate fair value at June 30, 2009 and December 31,

2008 - $22,533 and $22,050, respectively) 29,029 29,067
Total Investment Securities 531,315 453,281
Gross loans 1,786,335 1,812,344
Allowance for loan losses (20,975) (22,254)
Net Loans 1,765,360 1,790,090
Bank owned life insurance 71,874 70,400
Premises and equipment 63,425 60,138
Accrued interest receivable 8,936 9,024
Net deferred tax asset 45,694 48,462
Intangible assets 57,244 57,479
Other assets 29,499 33,943
Total Assets $ 2626317 $ 2,582,446
Liabilities

Deposits:

Noninterest-bearing $ 315,278 $ 298,530
Interest-bearing:

Demand deposits 430,113 420,554
Savings deposits 379,848 354,956
Time deposits 1,018,594 967,090
Total Deposits 2,143,833 2,041,130
Short-term borrowings 136,421 194,463
Long-term debt 18,002 19,047
Other liabilities 36,879 47,377
Total Liabilities 2,335,135 2,302,017

Shareholders’ Equity

Preferred stock, par value $25 per share: 500,000 shares

authorized; none issued - -
Common stock, par value $2.50 per share: 50,000,000 shares 46,249 46,249
authorized; 18,499,282 shares issued at June 30, 2009 and

December 31, 2008, less 2,536,563 and 2,548,538 shares in
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treasury, respectively

Capital surplus 101,658 102,895
Retained earnings 240,847 230,613
Cost of common stock in treasury (88,357) (88,729)
Accumulated other comprehensive (loss):

Unrealized loss on securities available-for-sale (10,676) (15,628)
Unrealized gain on derivative instruments 5,719 9,287
Underfunded pension liability (4,258) (4,258)
Total Accumulated Other Comprehensive (Loss) (9,215) (10,599)
Total Shareholders’ Equity 291,182 280,429
Total Liabilities and Shareholders’ Equity $ 2,626,317 $ 2,582,446

See notes to consolidated financial statements.
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Consolidated Statements of Income (Unaudited)
City Holding Company and Subsidiaries
(in thousands, except earnings per share data)

Three Months Ended June
30
2009 2008

Interest Income
Interest and fees on loans $ 26,946 $ 30,416
Interest on investment securities:
Taxable 5,612 6,120
Tax-exempt 403 381
Interest on deposits in depository
institutions 3 51
Total Interest Income 32,964 36,968
Interest Expense
Interest on deposits 9,184 10,519
Interest on short-term borrowings 111 663
Interest on long-term debt 231 312
Total Interest Expense 9,526 11,494
Net Interest Income 23,438 25,474
Provision for loan losses 2,150 850
Net Interest Income After Provision
for Loan Losses 21,288 24,624
Non-interest Income
Investment securities (losses) gains (332) -
Service charges 11,261 11,269
Insurance commissions 1,325 1,168
Trust and investment management
fee income 497 449
Bank owned life insurance 992 750
VISA TIPO Gain - -
Other income 544 559
Total Non-interest Income 14,287 14,195
Non-interest Expense
Salaries and employee benefits 9,797 9,517
Occupancy and equipment 1,880 1,701
Depreciation 1,184 1,087
Professional fees 397 427
Postage, delivery, and statement
mailings 698 618
Advertising 927 643
Telecommunications 514 440
Bankcard expenses 686 640

Insurance and regulatory 1,578 333

Six Months Ended June 30
2009 2008
$ 55,004 $ 61,408
11,674 12,184
812 780
8 116
67,498 74,488
18,557 22,534
264 1,808
485 753
19,306 25,095
48,192 49,393
3,800 2,733
44,392 46,660
(2,407) 2
21,696 22,543
3,258 2,206
1,204 1,081
1,724 1,426
- 3,289
1,245 966
26,720 31,513
19,380 18,880
3,789 3,298
2,395 2,220
850 794
1,416 1,272
1,790 1,260
934 858
1,334 1,261
1,954 671
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Office supplies

Repossessed asset losses, net of
expenses

Loss on early extinguishment of
debt

Other expenses

Total Non-interest Expense
Income Before Income Taxes
Income tax expense

Net Income

Basic earnings per common share

$

Diluted earnings per common share $

Dividends declared per common
share

Average common shares
outstanding:

Basic

Diluted

See notes to consolidated financial statements.
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2,119
20,336
15,239

5,093
10,146

0.64
0.64

0.34

15,908
15,949
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504

91

2,760
18,761
20,058

6,679
13,379

0.83
0.83

0.34

16,103
16,167

1,001
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4,112
39,170
31,942
10,872
21,070

1.32
1.32

0.68

15,903
15,941

961
123

1,208
5,854
38,660
39,513
13,096
26,417

1.64
1.63

0.68

16,124
16,186
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Consolidated Statements of Changes in Shareholders’ Equity (Unaudited)
City Holding Company and Subsidiaries

Six Months Ended June 30, 2009 and 2008

(in thousands)

Accumulated
Other
Comprehensive Total
Common Capital Retained Treasury Income Shareholders’
Stock Surplus  Earnings Stock (Loss) Equity

Balances at December 31,

2007 $46,249 $103,390 $224,386 $(80,664) $ 633 $293,99%4
Comprehensive income:
Net income 26,417 26,417

Other comprehensive

loss, net of deferred

income taxes of $2,901:

Unrealized losses on

available-for-sale

securities of $8,612, net

of taxes (5,166) (5,166)
Net unrealized gain on

interest rate floors of

$1,358, net of taxes 815 815
Total comprehensive

income 22,066
Cash dividends declared

($0.68 per share) (10,965) (10,965)
Issuance of stock awards,

net (133) 473 340
Exercise of 18,075 stock

options (318) 633 315
Excess tax benefit on

stock-basedcompensation 23 23
Purchase of 104,960

treasury shares (3,717) (3,717)

Balances at June 30, 2008 $ 46,249 $ 102,962 $ 239,838 $ (83,275) $ (3,718) $ 302,056

Accumulated
Other Total
Common  Capital Retained  Treasury Comprehensiv8hareholders’
Stock Surplus  Earnings Stock (Loss) Equity

Balances at

December 31,2008 $ 46,249 $ 102,895 $ 230,613 $ (88,729) $§ (10,599) $ 280,429
Comprehensive

income:



Net income

Other
comprehensive
gain, net of deferred
income taxes of
2,282:

Unrealized gains on
available-for-sale
securities of $8,167,
net of taxes

Net unrealized loss
on interest rate
floors of $5,885,
net of taxes

Total
comprehensive
income

Cash dividends
declared ($0.68 per
share)

Issuance of stock
awards, net
Exercise of 300
stock options
Purchase of 49,363
treasury shares
Balances at June
30, 2009

Edgar Filing: CITY HOLDING CO - Form 10-Q
21,070 21,070

4,953 4,953

(3,569) (3,569)

22,454
(10,836) (10,836)

(1,233) 1,607 374
4) 7 3
(1,242) (1,242)

$ 46,249 $ 101,658 $ 240,847 $ (88,357) $§ (9,215) $ 291,182

See notes to consolidated financial statements.
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Consolidated Statements of Cash Flows (Unaudited)
City Holding Company and Subsidiaries
(in thousands)
Six Months Ended June 30
2009 2008

Operating Activities

Net income $ 21,070 $ 26,417
Adjustments to reconcile net income to net cash provided

by operating activities:

Amortization and accretion 24) (777)
Provision for loan losses 3,800 2,733
Depreciation of premises and equipment 2,395 2,220
Deferred income tax (benefit) expense (445) 533
Accretion of gain from sale of interest rate floors (3,569) -
Net periodic employee benefit cost 100 24
Loss on early extinguishment of debt - 1,208
Loss on disposal of premises and equipment - 111
Realized investment securities losses (gains) 2,407 2)
Increase in value of bank-owned life insurance (1,724) (1,427)
Proceeds from bank-owned life insurance 250 -
Decrease in accrued interest receivable 88 1,331
Decrease (Increase) in other assets 4,444 (6,305)
Decrease in other liabilities (10,228) (5,679)
Net Cash Provided by Operating Activities 18,564 20,387

Investing Activities
Proceeds from maturities and calls of securities

held-to-maturity - 1,220

Proceeds from sale of money market and mutual fund

securities available-for-sale 302,483 612,600

Purchases of money market and mutual fund securities

available-for-sale (365,421) (618,517)
Proceeds from sales of securities available-for-sale 161 2,591

Proceeds from maturities and calls of securities

available-for-sale 49,663 31,750

Purchases of securities available-for-sale (59,914) (61,408)
Net decrease in loans 21,939 16,632

Sales of premises and equipment - 337

Purchases of premises and equipment (5,682) (4,525)
Investment in bank-owned life insurance - (3,000)
Redemption of VISA stock - 2,334

Net Cash Used in Investing Activities (56,771) (19,986)
Financing Activities

Net increase in noninterest-bearing deposits 16,748 12,503

Net increase in interest-bearing deposits 85,955 5,723

Net (decrease) in short-term borrowings (59,042) (8,260)

Proceeds from long-term debt - 16,495
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Repayment of long-term debt

Redemption of trust preferred securities

Purchases of treasury stock

Proceeds from exercise of stock options

Excess tax benefits from stock-based compensation
arrangements

Dividends paid

Net Cash Provided by (Used in) Financing Activities
Decrease in Cash and Cash Equivalents

Cash and cash equivalents at beginning of period
Cash and Cash Equivalents at End of Period

See notes to consolidated financial statements.
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(42)

(1,242)
3

(10,832)
31,548
(6,659)
59,629
52,970

$

(58)

(17,568)

(3,717)
315

23
(10,504)
(5,048)
(4,647)

74,518

69,871
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Notes to Consolidated Financial Statements (Unaudited)

June 30, 2009

Note A — Basis of Presentation

The accompanying consolidated financial statements, which are unaudited, include all of the accounts of City Holding
Company (“the Parent Company”) and its wholly-owned subsidiaries (collectively, “the Company”). All material
intercompany transactions have been eliminated. The consolidated financial statements include all adjustments that, in
the opinion of management, are necessary for a fair presentation of the results of operations and financial condition for
each of the periods presented. Such adjustments are of a normal recurring nature. The results of operations for the
three and six months ended June 30, 2009 are not necessarily indicative of the results of operations that can be
expected for the year ending December 31, 2009. The Company’s accounting and reporting policies conform with
generally accepted accounting principles for interim financial information and with the instructions to Form 10-Q and
Article 10 of Regulation S-X. Such policies require management to make estimates and develop assumptions that
affect the amounts reported in the consolidated financial statements and related footnotes. Actual results could differ
from management’s estimates. Management has evaluated subsequent events for disclosure and/or recognition up to
the time of filing these financial statements with the Securities and Exchange Commission on August 10, 2009.

The consolidated balance sheet as of December 31, 2008 has been derived from audited financial statements included
in the Company’s 2008 Annual Report to Shareholders. Certain information and footnote disclosures normally
included in annual financial statements prepared in accordance with U.S. generally accepted accounting principles
have been omitted. These financial statements should be read in conjunction with the financial statements and notes
thereto included in the 2008 Annual Report of the Company.

8
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Note B —Investments

The aggregate carrying and approximate market values of securities follow. Fair values are based on quoted market
prices, where available. If quoted market prices are not available, fair values are based on quoted market prices of

comparable financial instruments.

June 30, 2009

Gross

AmortizedUnrealizedJnrealized

(in thousands) Cost Gains
Securities available-for-sale:
Obligations of states and
political subdivisions

Mortgage-backed securities:

$ 46,422 $ 336

US government agencies 277,966 7,459

Private label 14,842 -

Trust preferredsecurities 69,492 444

Corporate securities 22,870 -

Total DebtSecurities 431,592 8,239
Marketable equity

securities 10,455 -

Non-marketable equity

securities 13,036 -
Investment funds 64,797 -

Total
SecuritiesAvailable-for-Sale $ 519,880 $ 8,239

Securities held-to-maturity
Obligations of states and

political subdivisions $ 2836 % 29
Trust preferred securities 26,193 -
Total

SecuritiesHeld-to-Maturity  $ 29,029 $ 29

December 31, 2008

Gross Estimated Gross Gross  Estimated
Fair AmortizedJnrealizedJnrealized Fair
Losses Value Cost Gains  Losses Value
$ ((776) $ 45982 $ 41,960 $ 196 $ (735) $ 41,421
(253) 285,172 269,121 3,986 (302) 272,805
(991) 13,851 18,112 - (2,584) 15,528
(17,124) 52,812 73,544 57 (20,515) 53,086
(2,701) 20,169 22,862 - (2,314) 20,548
(21,845) 417,986 425,599 4,239 (26,450) 403,388
(3,964) 6,491 9,476 - (3,511 5,965
- 13,036 13,037 - - 13,037
(24) 64,773 1,859 - (35) 1,824

$(25,833) $ 502,286 $449,971 $4,239 $(29,996) $424,214

$ -$ 2865 % 2834 $ 28 $ - $ 23862
(6,525) 19,668 26,233 - (7,045) 19,188
$ (6,525) % 22,533 $ 29,067 $ 28 $ (7,045) $ 22,050

Securities with limited marketability, such as stock in the Federal Reserve Bank or the Federal Home Loan Bank, are
carried at cost and are reported as other available-for-sale debt securities in the table above.

9
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Certain investment securities owned by the Company were in an unrealized loss position (i.e., amortized cost basis
exceeded the estimated fair value of the securities) as of June 30, 2009 and December 31, 2008. The following table
shows the gross unrealized losses and fair value of the Company’s investments aggregated by investment category and
length of time that individual securities have been in a continuous unrealized loss position at June 30, 2009 and
December 31, 2008.

June 30, 2009

Less Than Twelve Twelve Months or
Months Greater Total
Estimated Estimated Estimated
Fair Unrealized Fair Unrealized Fair Unrealized
(in thousands) Value Loss Value Loss Value Loss

Securities

available-for-sale:

Obligations of states

and

politicalsubdivisions $ 15,361 $ 420 $ 2826 $ 356 $ 18,187 $ 776
Mortgage-backed

securities:

US Government

agencies 34,473 246 1,474 7 35,947 253
Private-label - - 13,852 991 13,852 991
Trust preferred

securities 11,226 3,478 27,631 13,646 38,857 17,124
Corporate securities 5,632 954 3,292 1,747 8,924 2,701
Marketable equity

securities 3,191 1,224 3,259 2,740 6,450 3,964
Investment funds - - 1,476 24 1,476 24
Total $ 69,883 $ 6,322 $ 53,810 $ 19,511 $ 123,693 $ 25,833
Securities

held-to-maturity:

Trust preferred

securities $ 7990 $ 1887 $ 6,610 $ 4,638 $ 14600 $ 6,525

December 31, 2008

Less Than Twelve Twelve Months or
Months Greater Total
Estimated Estimated Estimated
Fair Unrealized Fair Unrealized Fair Unrealized
(in thousands) Value Loss Value Loss Value Loss
Securities
available-for-sale:
Obligations of states
and
politicalsubdivisions $ 17,068 $ 729 % 187 $ 6 $ 17255 $ 735

15
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securities:

US Government

agencies 28,104 302 - - 28,104 302
Private-label 15,529 2,584 - - 15,529 2,584
Trust preferred

securities 32,236 8,179 8,122 12,336 40,358 20,515
Corporate securities 7,365 2,314 - - 7,365 2,314
Marketable equity

securities 5,305 3,010 659 501 5,964 3,511
Investment funds - - 1,465 35 1,465 35
Total $ 105,607 $ 17,118 $ 10,433 $ 12,878 $ 116,040 $ 29,996
Securities

held-to-maturity:
Trust preferred
securities $ 12408 $ 5282 $ 1,700 $ 1,763 $ 14,108 $ 7,045

During 2009, the Company recorded $2.2 million of other than temporary non-cash investment impairment losses, or
$1.3 million on an after-tax basis. The charges deemed to be other than temporary was related to pooled bank trust
preferreds with a remaining book value of $8.8 million at June 30, 2009. The impairment charges were based on the
Company’s quarterly review of its investment securities for indications of losses considered to be other than temporary.
10
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During 2008, the Company recorded $38.3 million of other than temporary non-cash investment impairment losses, or
$23.2 million on an after-tax basis. The charges deemed to be other than temporary were credit losses related to
agency preferreds ($21.1 million) with remaining book value of $1.6 million at December 31, 2008; pooled bank trust
preferreds ($14.2 million) with remaining book value of $10.9 million at December 31, 2008; income notes ($2.0
million) with no remaining book value at December 31, 2008; and corporate debt

securities ($1.0 million) with remaining book value of $24.6 million at December 31, 2008. The impairment charges
for the agency preferred securities were due to the actions of the federal government to place Freddie Mac and Fannie
Mae into conservatorship and the suspension of dividends on such preferred securities. The impairment charges
related to the pooled bank trust preferred securities and income notes were based on the Company’s quarterly reviews
of its investment securities for indications of losses considered to be other than temporary. Based on management’s
assessment of the securities the Company owns, the seniority position of the securities within the pools, the level of
defaults and deferred payments within the pools, and a review of the financial strength of the banks within the
respective pools management concluded that other than temporary impairment charges of $14.2 million and $2.0
million on the pooled bank trust preferred securities and the income notes, respectively, were necessary for the year
ended December 31, 2008. The $1.0 million impairment charge for corporate debt securities was due to Lehman
Brothers Holdings bankruptcy filing. The Company had acquired this security as the result of an acquisition of a bank
in 2005.

Declines in the fair value of held-to-maturity and available-for-sale securities below their cost that are deemed to be
other than temporary would be reflected in earnings as realized losses. In estimating other-than-temporary
impairment losses, management considers, among other things (i) the length of time and the extent to which the fair
value has been less than cost, (ii) the financial condition, and near-term prospects of the issuer, and (iii) the intent to
sell the investment security or whether it is more likely than not that the Company would be required to sell the
investment security before anticipated recovery of its amortized cost basis.

Management has the ability and intent to hold the securities classified as held to maturity until they mature, at which
time the Company will receive full value for the securities. Furthermore, as of June 30, 2009, management does not
intend to sell an impaired security and it is not more than likely that it will be required to sell the security before the
recovery of its amortized cost basis. The unrealized losses on debt securities are primarily the result of interest rate
changes, credit spread widening on agency-issued mortgage related securities, general financial market uncertainty
and unprecedented market volatility. These conditions will not prohibit the Company from receiving its contractual
principal and interest payments on its debt securities. The fair value is expected to recover as the securities approach
their maturity date or repricing date. As of June 30, 2009, management believes the unrealized losses detailed in the
table above are temporary and no impairment loss has been recognized in the Company’s consolidated income
statement. Should the impairment of any of these securities become other-than-temporary, the cost basis of the
investment will be reduced and the resulting loss recognized in net income in the period of the other-than-temporary
impairment is identified.

11
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The amortized cost and estimated fair value of debt securities at June 30, 2009, by contractual maturity, are shown in
the following table. Expected maturities will differ from contractual maturities because the issuers of the securities
may have the right to prepay obligations without prepayment penalties. Mortgage-backed securities have been
allocated to their respective maturity groupings based on their contractual maturity.

Estimated
(in thousands) Cost Fair Value
Securities Available-for-Sale
Due in one year or less $ 1,627 $ 1,642
Due after one year through five years 19,298 22,316
Due after five years through ten years 91,076 88,048
Due after ten years 319,591 305,980

$ 431,592 § 417,986

Securities Held-to-Maturity

Due in one year or less $ 1,200 $ 1,208
Due after one year through five years 1,636 1,657
Due after five years through ten years - -
Due after ten years 26,193 19,668

$ 29,029 $ 22,533

Gross gains and losses realized by the Company from investment security transactions are summarized in the table
below:

Three Months Ended June  Six Months Ended June

30, 30,
(in thousands) 2009 2008 2009 2008
Gross realized gains $ - $ -3 82 $ 2
Gross realized losses (332) - (2,489) -
Investment security gains (losses) $ (332) $ -$ (407 $ 2

The specific identification method is used to determine the cost basis of securities sold.

12
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Note C —Previously Securitized Loans

Between 1997 and 1999, the Company completed six securitization transactions involving approximately $760
million in 125% of fixed rate, junior-lien underlying mortgages. The Company retained a financial interest in each of
the securitizations until 2004. Principal amounts owed to investors were evidenced by securities (“Notes”). During
2003 and 2004, the Company exercised its early redemption options on each of those securitizations. Once the Notes
were redeemed, the Company became the beneficial owner of the mortgage loans and recorded the loans as assets of
the Company within the loan portfolio. The table below summarizes information regarding delinquencies, net credit
recoveries, and outstanding collateral balances of previously securitized loans for the dates presented:

As of and
As of and for the Six for the Year
Months Ended Ended
December
June 30, 31,
( in thousands) 2009 2008 2008

Previously Securitized Loans:
Total principal amount of loans outstanding $ 17,453 $ 21,116 $ 18,955

Discount (14,230) (15,863) (14,733)
Net book value $ 3,223 $ 5,253 $ 4,222
Principal amount of loans between 30 and 89

days past due $ 846 $ 596 $ 999
Principal amount of loans 90 days and above

past due 32 36 10
Net credit recoveries during the period 416 248 351

The Company accounts for the difference between the carrying value and the total expected cash flows from these
loans as an adjustment of the yield earned on the loans over their remaining lives. The discount is accreted to income
over the period during which payments are probable of collection and are reasonably estimable. Additionally, the
collectibility of previously securitized loans is evaluated over the remaining lives of the loans. An impairment charge
on previously securitized loans would be provided through the Company’s provision for loan losses if the discounted
present value of estimated future cash flows declines below the recorded value of previously securitized loans. No
such impairment charges were recorded for the three and six months ended June 30, 2009 and 2008, or for the year
ending December 31, 2008.

As of June 30, 2009, the Company reported a book value of previously securitized loans of $3.2 million whereas the
actual contractual outstanding balance of previously securitized loans at June 30, 2009 was $17.5 million. The
difference (“the discount”) between the book value and the expected total cash flows from previously securitized loans
is being accreted into interest income over the estimated remaining life of the loans.

For the three months ended June 30, 2009 and 2008, the Company recognized $1.0 million and $1.5 million,
respectively, of interest income from it’s previously securitized loans. During the first six months of 2009 and 2008,
the Company recognized $2.1 million and $3.1 million, respectively, of interest income from its previously securitized
loans.
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Note D — Short-term borrowings

The components of short-term borrowings are summarized below:

June 30, December
( in thousands) 2009 31, 2008
Security repurchase agreements $ 133,181 $§ 122,904
Short-term advances 3,240 71,559

Total short-term borrowings $ 136,421 $ 194,463
Securities sold under agreement to repurchase were sold to corporate and government customers as an alternative to
available deposit products. The underlying securities included in repurchase agreements remain under the Company’s
control during the effective period of the agreements.

Note E — Long-Term Debt

The components of long-term debt are summarized below:

Weighted
Average
June 30, Interest

(dollars in thousands) Maturity 2009 Rate
FHLB Advances 2010 $ 1,000 5.98%
FHLB Advances 2011 507 4.44%
Junior subordinated debentures owed to
City Holding Capital Trust IIT 2038 (a) 16,495 4.13%
Total long-term debt $ 18,002

(a) Junior Subordinated Debentures owed to City Holding Capital Trust III are redeemable prior to maturity at the
option of the Company (i) in whole at any time or in part from time-to-time, at declining redemption prices ranging
from 103.525% to 100.00% on June 15, 2013, and thereafter, or (ii) in whole, but not in part, at any time within 90
days following the occurrence and during the continuation of certain pre-defined events.

The Company formed a statutory business trust, City Holding Capital Trust III (“Capital Trust III"’), under the laws of
Delaware. Capital Trust III was created for the exclusive purpose of (i) issuing trust-preferred capital securities
(“Capital Securities”), which represent preferred undivided beneficial interests in the assets of the trust, (ii) using the
proceeds from the sale of the Capital Securities to acquire junior subordinated debentures (“Debentures”) issued by the
Company, and (iii) engaging in only those activities necessary or incidental thereto. The trust is considered a variable
interest entity for which the Company is not the primary beneficiary. Accordingly, the accounts of the trusts are not
included in the Company’s consolidated financial statements.

The Capital Securities issued by the statutory business trust qualify as Tier 1 capital for the Company under the
Federal Reserve Board guidelines. In March 2005, the Federal Reserve Board issued a final rule that allows the
inclusion of trust preferred securities issued by unconsolidated subsidiary trusts in Tier 1 capital, but with stricter
limits. Under ruling, after a five-year transition period, the aggregate amount of trust preferred securities and certain
other capital elements would be limited to 25% of Tier 1 capital elements, net of goodwill. The amount of trust
preferred securities and certain other elements in excess of the limit could be included in Tier 2 capital, subject to
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restrictions. In October 2008, the Federal Reserve Board delayed implementation of the new limits until March
2011. The Company expects to continue to include all of its $16 million in trust preferred securities in Tier 1 capital.
The trust preferred securities could be redeemed without penalty if they were no longer permitted to be included in
Tier 1 capital.
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Note F — Employee Benefit Plans

The Company accounts for share-based compensation in accordance with SFAS No. 123R, “Share-Based Payment.” A
summary of the Company’s stock option activity and related information is presented below for the six months ended
June 30:

2009 2008
Weighted-Average Weighted-Average
Exercise Exercise
Options Price Options Price
Outstanding at January 1 270,455 $ 33.96 305,909 $ 32.05
Granted 17,500 27.98 11,500 40.88
Exercised (300) 13.30 (18,075) 17.44
Forfeited - - - -
Outstanding at June 30 287,655 $ 33.62 299,334 $ 33.23

Additional information regarding stock options outstanding and exercisable at June 30, 2009, is provided in the
following table:

Aggregate
Intrinsic
Value
Weighted-Average of
Weighted-AvAgregate ExercWeighted-Avefagtions
Ranges Remainindntrinsic  No. of Price of Remainingurrently
of No. oWeighted-Avetagetractual Value  Options  Options Contractddkercisable
Exercise = Options  Exercise  Life (in  Currently Currently  Life (in

Prices Outstanding Price  (MonthsthousandsFxercisable Exercisable (Monthsphousands)
$ 13.30 1,600 $ 13.30 31 $ 27 1,600 $ 13.30 31 $ 27

26.62 -

$ $3390 187,555 31.22 72 120 133,930 31.68 61 73
35.36 -

$ $40.88 98,500 38.52 88 - 39,250 36.86 79 -

287,655 $ 147 174,780 $ 100

Proceeds from stock options totaled approximately $0.1 million and $0.3 million during the six months ended June 30,
2009 and 2008, respectively. Shares issued in connection with stock option exercises are issued from available
treasury shares. If no treasury shares are available, new shares are issued from available authorized shares. During the
six months ended June 30, 2009 and June 30, 2008 all shares issued in connection with stock option exercises and
restricted stock awards were issued from available treasury stock.

The total intrinsic value of stock options exercised was less than $0.1 million and $0.4 million during the six months
ended June 30, 2009 and June 30, 2008, respectively.

Stock-based compensation expense totaled $0.1 million for both the six months ended June 30, 2009 and June 30,
2008. Unrecognized stock-based compensation expense related to stock options totaled $0.8 million at June 30, 2009.
At such date, the weighted-average period over which this unrecognized expense was expected to be recognized was
1.9 years.
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The fair value of the options is estimated at the date of grant using a Black-Scholes option-pricing model. The
following weighted average assumptions were used to estimate the fair value of options granted during the three
months ended June 30:

2009 2008
Risk-free interest rate 2.51% 3.14%
Expected dividend yield 4.83% 3.33%
Volatility factor 46.47% 52.89%
Expected life of option 8.0 years 8.0 years

The Company records compensation expense with respect to restricted shares in an amount equal to the fair market
value of the common stock covered by each award on the date of grant. The restricted shares awarded become fully
vested after various periods of continued employment from the respective dates of grant. The Company is entitled to
an income tax deduction in an amount equal to the taxable income reported by the holders of the restricted shares
when the restrictions are released and the shares are issued. Compensation is being charged to expense over the
respective vesting periods.

Restricted shares are forfeited if officers and employees terminate prior to the lapsing of restrictions. The Company
records forfeitures of restricted stock as treasury share repurchases and any compensation cost previously recognized
is reversed in the period of forfeiture. Recipients of restricted shares do not pay any cash consideration to the
Company for the shares, have the right to vote all shares subject to such grant and receive all dividends with respect to
such shares, whether or not the shares have vested. Unrecognized stock-based compensation expense related to
non-vested restricted shares was $0.9 million at June 30, 2009. At June 30, 2009, this unrecognized expense is
expected to be recognized over 6.9 years based on the weighted average-life of the restricted shares.

A summary of the Company’s restricted shares activity and related information is presented below for the six months
ended June 30:

2009 2008
Average Average
Market Market
Restricted Price at  Restricted Price at
Awards Grant Awards Grant

Outstanding at January 1 36,175 31,818
Granted 53,225 $ 3071 8,325 $ 40.88
Forfeited/Vested (4,066) (3,800)
Outstanding at June 30 85,334 36,343

The Company provides retirement benefits to its employees through the City Holding Company 401 (k) Plan and Trust
(“the 401(k) Plan”), which is intended to be compliant with Employee Retirement Income Security Act (ERISA) section
404(c). Any employee who has attained age 21 is eligible to participate beginning the first day of the month following
employment. Unless specifically chosen otherwise, every employee is automatically enrolled in the 401(k) Plan and
may make before-tax contributions of between 1% and 15% of eligible pay up to the dollar limit imposed by Internal
Revenue Service regulations. The first 6% of an employee’s contribution is matched 50% by the Company. The
employer matching contribution is invested according to the investment elections chosen by the employee. Employees
are 100% vested in both employee and employer contributions and the earnings they generate. The Company’s total
expense associated with the retirement benefit plan approximated $0.3 million for the six month periods ended June
30, 2009 and June 30, 2008.
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The Company also maintains a defined benefit pension plan (“the Defined Benefit Plan”) that covers approximately 300
current and former employees. The Defined Benefit Plan was frozen in 1999 subsequent to the Company’s acquisition
of the plan sponsor. The Defined Benefit Plan maintains a December 31 year-end for purposes of computing its
benefit obligations. The Company did not make any contributions to the Defined Benefit Plan during the six months
ended June 30, 2009 and 2008.

The following table presents the components of the net periodic pension cost of the Defined Benefit Plan:

Three months ended Six months ended
June 30, June 30,

(in thousands) 2009 2008 2009 2008
Components of net periodic cost:
Interest cost $ 169 $ 166 338 $ 332
Expected return on plan assets (199) 217) (398) (434)
Net amortization and deferral 80 63 160 126
Net Periodic Pension Cost $ 50 $ 12 100 $ 24

Note G — Commitments and Contingencies

The Company is a party to certain financial instruments with off-balance sheet risk in the normal course of business to

meet the financing needs of its customers. The Company has entered into agreements with its customers to extend

credit or provide a conditional commitment to provide payment on drafts presented in accordance with the terms of

the underlying credit documents. The Company also provides overdraft protection to certain demand deposit

customers that represent an unfunded commitment. Overdraft protection commitments, which are included with other

commitments below, are uncollateralized and are paid at the Company’s discretion. Conditional commitments
generally include standby and commercial letters of credit. Standby letters of credit represent an obligation of the

Company to a designated third party contingent upon the failure of a customer of the Company to perform under the

terms of the underlying contract between the customer and the third party. Commercial letters of credit are issued

specifically to facilitate trade or commerce. Under the terms of a commercial letter of credit, drafts will be drawn

when the underlying transaction is consummated, as intended, between the customer and a third party. The funded

portion of these financial instruments is reflected in the Company’s balance sheet, while the unfunded portion of these
commitments is not reflected in the balance sheet. The table below presents a summary of the contractual obligations

of the Company resulting from significant commitments:

June 30, December

( in thousands) 2009 31, 2008
Commitments to extend credit:

Home equity lines $ 130914 $ 129,794
Commercial real estate 32,362 34,025
Other commitments 171,182 173,522
Standby letters of credit 21,611 18,388
Commercial letters of credit 30 159

Loan commitments and standby and commercial letters of credit have credit risks essentially the same as that involved
in extending loans to customers and are subject to the Company’s standard credit policies. Collateral is obtained based
on management’s credit assessment of the customer. Management does not anticipate any material losses as a result of
these commitments.
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Note H — Total Comprehensive Income
The following table sets forth the computation of total comprehensive income:

Six months ended June 30,

(in thousands) 2009 2008
Net income $ 21,070 $ 26,417
Unrealized security gains (losses) arising during the period 3,561 (8,612)
Reclassification adjustment for losses included in income 4,606 2
8,167 (8,610)
Unrealized (loss) gains on interest rate floors (5,885) 1,358
Other comprehensive income before income taxes 23,352 19,165
Tax effect (898) 2,901
Total comprehensive income $ 22,454 $ 22,066

Note I — Earnings per Share
The following table sets forth the computation of basic and diluted earnings per share:

Three months ended June

30, Six months ended June 30,
(in thousands, except per share
data) 2009 2008 2009 2008
Net income $ 10,146 $ 13,379 $ 21,070 $ 26,417
Average shares outstanding 15,908 16,103 15,903 16,124
Effect of dilutive securities:
Employee stock options 41 64 38 62
Shares for diluted earnings per
share 15,949 16,167 15,941 16,186
Basic earnings per share $ 0.64 $ 0.83 $ 1.32 $ 1.64
Diluted earnings per share $ 0.64 $ 0.83 $ 1.32 $ 1.63

Options to purchase 205,418 shares of common stock at an exercise price between $31.38 and $40.88 per share were
outstanding during the second quarter of 2009, but were not included in the computation of diluted earnings per share
because the options’ exercise price was greater than the average market price of the common shares and therefore, the
effect would have been anti-dilutive.

Note J-Fair Value Measurements

Effective January 1, 2008, the Company adopted Statement of Financial Accounting Standard No. 157, (“SFAS No.
1577), “Fair Value Measurements”, which defines fair value, establishes a framework for measuring fair value under
accounting principles generally accepted in the United States, and enhances disclosures about fair value
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measurements.

SFAS No. 157 defines fair value as the exchange price that would be received to sell an asset or paid to transfer a
liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction
between market participants on the measurement date.

18

28



Edgar Filing: CITY HOLDING CO - Form 10-Q

Table of Contents

SFAS 157 establishes a fair value hierarchy for valuation inputs that gives the highest priority to quoted prices in
active markets for identical assets or liabilities and the lowest priority to unobservable inputs. The fair value hierarchy
established by SFAS No. 157 is as follows:

Level 1: Quoted prices (unadjusted) or identical assets or liabilities in active markets that the entity has the ability to
access as of the measurement date.

Level 2: Significant other observable inputs other than Level 1 prices, such as quoted prices for similar assets or
liabilities, quoted prices in markets that are not active, and other inputs that are observable or can be corroborated by
observable market data.

Level 3: Significant unobservable inputs that reflect a company’s own assumptions about the assumptions that market
participants would use in pricing an asset or liability.

The Company used the following methods and significant assumptions to estimate fair value for assets and liabilities
recorded at fair value.

Securities Available for Sale. Securities available for sale are reported at fair value utilizing Level 1, Level 2, and
Level 3 inputs. The fair value of securities available for sale is determined by obtaining quoted prices on nationally
recognized securities exchanges or matrix pricing, which is a mathematical technique used widely in the industry to
value debt securities without relying exclusively on quoted prices for the specific securities but rather by relying on
the securities’ relationship to other benchmark quoted securities.

Derivatives. Derivatives are reported at fair value utilizing Level 2 inputs. The Company obtains dealer quotations to
value its customer interest rate swaps.

Previously Securitized Loans. Previously securitized loans are reported at fair value utilizing Level 3 inputs. The
Company utilizes an internal valuation model that calculates the present value of estimated future cash flows. The
internal valuation model incorporates assumptions such as loan prepayment and default rates. Using cash flow
modeling techniques that incorporate these assumptions, the Company estimated total future cash collections expected
to be received from these loans and determined the yield at which the resulting discount would be accreted into
income.

The following table presents assets and liabilities measured at fair value on a recurring basis at June 30, 2009.

(in thousands) Total Level 1 Level 2 Level 3
Assets:

Obligations of states and political

subdivisions $ 45982 $ - $ 45982 $ -
Mortgage-backed securities:

US Government agencies 285,172 - 285,172 -
Private label 13,851 - 13,851 -
Trust preferred securities 52,812 - 52,812 -
Corporate securities 20,169 - 20,169 -
Marketable equity securities 6,491 5,888 603 -
Investment funds 64,773 64,773 - -
Derivative Assets 396 - 396 -
Previously Securitized Loans 3,223 - - 3,223
Derivative Liabilities 396 - 396 -
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The table below presents a reconciliation and income statement classification of gains and losses for all assets
measured at fair value on a recurring basis for Level 3 assets for the six months ended June 30, 2009.

Previously

Securitized
(in thousands) Loans
Beginning balance, January 1, 2009 $ 4,222
Principal Receipts and Recoveries (net) (1,502)
Accretion 503
Transfers into Level 3 -
Ending Balance, June 30, 2009 $ 3,223

The Company may be required, from time to time, to measure certain assets at fair value on a nonrecurring basis in
accordance with U.S. generally accepted accounting principles. These include assets that are measured at the lower of
cost or market that were recognized at fair value below cost at the end of the period. At June 30, 2009, the Company
has $12.9 million of impaired loans that are measured at fair value on a nonrecurring basis. These assets are
considered to be measured at Level 2 in the fair value measurement hierarchy.

In accordance with Financial Accounting Standards Board Staff Position No. 157-2, “Effective Date of FASB
Statement No. 157,” the Company adopted SFAS No. 157 for non-financial assets and non-financial liabilities effective
January 1, 20009.

The Company used the following methods and significant assumptions to estimate fair value for assets measured on a
nonrecurring basis.

Impaired Loans. Loans for which it is probable that payment of interest and principal will not be made in accordance
with the contractual terms of the loan agreement are considered impaired. Once a loan is identified as individually
impaired, management measures impairment in accordance with SFAS No. 114, “Accounting by Creditors for
Impairment of a Loan,” (SFAS No. 114). The fair value of impaired loans is estimated using one of several methods,
including collateral value, liquidation value and discounted cash flows. Those impaired loans not requiring an
allowance represent loans for which the fair value of the expected repayments or collateral exceed the recorded
investments in such loans. At June 30, 2009, substantially all of the impaired loans were evaluated based on the fair
value of the collateral. In accordance with SFAS No. 157, impaired loans where an allowance is established based on
the fair value of collateral require classification in the fair value hierarchy. When the fair value of the collateral is
based on an observable market price or a current appraised value, the Company records the impaired loan as
nonrecurring Level 2. When an appraised value is not available or management determines the fair value of the
collateral is further impaired below the appraised value and there is no observable market price, the Company records

the impaired loan as nonrecurring Level 3.

Long-lived assets held for sale. Long-lived assets held for sale include real estate owned. The fair value of real estate
owned is based on independent full appraisals and real estate broker’s price opinions, less estimated selling
costs. Certain properties require assumptions that are not observable in an active market in the determination of fair
value. Assets that are acquired through foreclosure, repossession or return are initially recorded at the lower of the
loan or lease carrying amount or fair value less estimated selling costs at the time of transfer to real estate owned.
Long-lived assets held for sale with a carrying amount of $6.3 million were written down $0.1 million, which is
included in other non-interest expense, to their fair value of $6.2 million during the six months ended June 30, 2009.
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FASB Statement No. 107, Disclosures about Fair Value of Financial Instruments, as amended, requires disclosure of
fair value information about financial instruments, whether or not recognized in the balance sheet, for which it is
practicable to estimate that value. In cases where quoted market prices are not available, fair values are based on
estimates using present value or other valuation techniques. Those techniques are significantly affected by the
assumptions used, including discount rate and estimate of future cash flows. In that regard, the derived fair value
estimates cannot be substantiated by comparison to independent markets and, in many cases, could not be realized in
immediate settlement of the instrument. Statement No. 107, excludes certain financial instruments and all
nonfinancial instruments from its disclosure requirements. Accordingly, the aggregate fair value amounts presented
do not represent the underlying value of the Company.

The following table represents the estimates of fair value:

Fair Value of Financial Instruments

June 30, 2009 December 31, 2008
Carrying Carrying
(in thousands) Amount Fair Value Amount Fair Value
Assets:
Cash and cash equivalents  $ 52970 $ 52970 $ 56,629 $ 59,629
Securities available-for-sale 502,286 502,286 424,214 424,214
Securities held-to-maturity 29,029 22,533 29,067 22,050
Net loans 1,765,360 1,808,457 1,790,090 1,842,888
Liabilities:
Deposits 2,143,833 2,047,399 2,041,130 2,065,947
Short-term borrowings 136,421 136,515 194,463 194,544
Long-term debt 18,002 18,093 19,047 19,242

The following methods and assumptions were used in estimating fair value for financial instruments:

Cash and cash equivalents: Due to their short-term nature, the carrying amounts reporting in the Consolidated
Balance Sheets approximate fair value.

Securities: The fair value of securities, both available-for-sale and held-to-maturity, are generally based on quoted
market prices or matrix pricing, which is a mathematical technique used widely in the industry to value debt securities
without relying exclusively on quoted prices for the specific securities but rather by relying on the securities’
relationship to other benchmark quoted securities.

Net loans: The fair value of the loan portfolio is estimated using discounted cash flow analyses at interest rates
currently being offered for loans with similar terms to borrowers of similar credit quality. The carrying value of
accrued interest approximates its fair value.

Deposits: The fair values of demand deposits (e.g. interest and noninterest-bearing checking, regular savings, and
other money market demand accounts) are, by definition, equal to their carrying values. Fair values for certificates of
deposit are estimated using a discounted cash flow calculation that applies interest rates currently being offered on
certificates to a schedule of aggregate expected monthly maturities of time deposits.

Short-term borrowings: Securities sold under agreements to repurchase represent borrowings with original maturities
of less than 90 days. The carrying amount of advances from the FHLB and borrowings under repurchase agreements
approximate their fair values.
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Long-term debt: The fair value of long-term borrowings is estimate using discounted cash flow analyses based on the
Company’s current incremental borrowing rates for similar types of borrowing arrangements and market conditions of
similar debt instruments.

Commitments and letters of credit: The fair values of commitments are estimated based on fees currently charged to
enter into similar agreements, taking into consideration the remaining terms of the agreements and the counterparties’
credit standing. The fair value of letters of credit is based on fees currently charged for similar agreements or on the
estimated cost to terminate them or otherwise settle the obligations at the reporting date. The amounts of fees
currently charged on commitments and letters of credit are deemed insignificant, and therefore, the estimated fair
values and carrying values have not been reflected in the table above.

Note K- Recent Accounting Pronouncements

In December 2007, the FASB issued Statement No. 141 (revised 2007) (“SFAS No. 141R”), “Business
Combinations.” SFAS No. 141R will significantly change how the acquisition method will be applied to business
combinations. SFAS No. 141R requires an acquirer, upon initially obtaining control of another entity, to recognize
the assets, liabilities and any non-controlling interest in the acquiree at fair value as of the acquisition date. Contingent
consideration is required to be recognized and measured at fair value on the date of acquisition rather than at a later
date when the amount of that consideration may be determinable beyond a reasonable doubt. This fair value approach
replaces the cost-allocation process required under SFAS No. 141 whereby the cost of an acquisition was allocated to
the individual assets acquired and liabilities assumed based on their estimated fair value. SFAS No. 141R requires
acquirers to expense acquisition-related costs as incurred rather than allocating such costs to the assets acquired and
liabilities assumed, as was previously the case under SFAS No. 141. Under SFAS No. 141R, the requirements of
SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities,” would have to be met in order to
accrue for a restructuring plan in purchase accounting. Pre-acquisition contingencies are to be recognized at fair value,
unless it is a non-contractual contingency that is not likely to materialize, in which case, nothing should be recognized
in purchase accounting and, instead, that contingency would be subject to the probable and estimable recognition
criteria of SFAS No. 5, “Accounting for Contingencies.” Reversals of deferred income tax valuation allowances and
income tax contingencies will be recognized in earnings subsequent to the measurement period. The allowance for
loan losses of an acquiree will not be permitted to be recognized by the acquirer. Additionally, SFAS No. 141(R) will
require new and modified disclosures surrounding subsequent changes to acquisition-related contingencies, contingent
consideration, noncontrolling interests, acquisition-related transaction costs, fair values and cash flows not expected to
be collected for acquired loans, and an enhanced goodwill rollforward. SFAS No. 141(R) will be applicable to all
business combinations completed by the Company on or after January 1, 2009.

In December 2007, the FASB issued SFAS No. 160 (“SFAS No. 160”), “Noncontrolling Interest in Consolidated
Financial Statements, an amendment of ARB Statement No. 51.” SFAS No. 160 clarifies that a non-controlling interest
in a subsidiary, which is sometimes referred to as minority interest will be recharacterized as a “noncontrolling interest”
and should be reported as a component of equity. Among other requirements, SFAS No. 160 requires consolidated net
income to be reported at amounts that include the amounts attributable to both the parent and the non-controlling
interest. It also requires disclosure, on the face of the consolidated income statement, of the amounts of consolidated
net income attributable to the parent and to the non-controlling interest. SFAS No. 160 became effective for the
Company on January 1, 2009 and did not have a significant impact on the Company’s financial statements.
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In March 2008, the FASB issued SFAS No. 161, (“SFAS No. 161”),"Disclosures About Derivative Instruments and
Hedging Activities, an Amendment of FASB Statement No. 133." SFAS No. 161 applies to all derivative instruments
and related hedged items accounted for under SFAS No. 133. SFAS No. 161 amends SFAS No. 133, "Accounting for
Derivative Instruments and Hedging Activities," to amend and expand the disclosure requirements of SFAS No. 133
to provide greater transparency about (i) how and why an entity uses derivative instruments, (ii) how derivative
instruments and related hedge items are accounted for under SFAS No. 133 and its related interpretations, and
(iii) how derivative instruments and related hedged items affect an entity's financial position, results of operations and
cash flows. To meet those objectives, SFAS No. 161 requires qualitative disclosures about objectives and strategies
for using derivatives, quantitative disclosures about fair value amounts of gains and losses on derivative instruments
and disclosures about credit-risk-related contingent features in derivative agreements. The only derivative instruments
that the Company has at June 30, 2009 are interest rate swaps with customers while at the same time entering into an
offsetting interest rate swap with another financial institution. At June 30, 2009, the fair value of these instruments
approximated $2.2 million. The Company adopted the provisions of SFAS No. 161 on January 1, 2009 and based on
the immateriality of the outstanding derivatives, there was no significant impact on related disclosure in the
Company's financial statements.

In May 2009, the FASB issued SFAS No. 165, “Subsequent Events.” SFAS 165 establishes general standards of
accounting for and disclosure of events that occur after the balance sheet date but before financial statements are
issued or available to be issued. SFAS 165 defines (i) the period after the balance sheet date during which a reporting
entity’s management should evaluate events or transactions that may occur for potential recognition or disclosure in the
financial statements (ii) the circumstances under which an entity should recognize events or transactions occurring
after the balance sheet date in its financial statements, and (iii) the disclosures an entity should make about events or
transactions that occurred after the balance sheet date. SFAS 165 became effective for the Company’s during the
second quarter of 2009 and did not have a significant impact on the Company’s financial statements.

In June 2009, the FASB issued SFAS No. 166, “Accounting for Transfers of Financial Assets, an Amendment of FASB
Statement No. 140.” SFAS 166 amends SFAS 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities,” to enhance reporting about transfers of financial assets, including securitizations, and
where companies have continuing exposure to the risks related to transferred financial assets. SFAS 166 eliminates the
concept of a “qualifying special-purpose entity” and changes the requirements for derecognizing financial assets.
SFAS 166 also requires additional disclosures about all continuing involvements with transferred financial assets
including information about gains and losses resulting from transfers during the period. SFAS 166 will be effective
January 1, 2010 and is not expected to have a significant impact on the Company’s.

In June 2009, the FASB issued SFAS No. 167, “Amendments to FASB Interpretation No. 46(R).” SFAS 167 amends
FIN 46 (Revised December 2003), “Consolidation of Variable Interest Entities,” to change how a company determines
when an entity that is insufficiently capitalized or is not controlled through voting (or similar rights) should be
consolidated. The determination of whether a company is required to consolidate an entity is based on, among other
things, an entity’s purpose and design and a company’s ability to direct the activities of the entity that most significantly
impact the entity’s economic performance. SFAS 167 requires additional disclosures about the reporting entity’s
involvement with variable-interest entities and any significant changes in risk exposure due to that involvement as
well as its affect on the entity’s financial statements. SFAS 167 will be effective January 1, 2010 and is not expected to
have a significant impact on the Company’s financial statements.

23

33



Edgar Filing: CITY HOLDING CO - Form 10-Q

Table of Contents

In June 2009, the FASB issued, SFAS No. 168, “The FASB Accounting Standards Codification and the Hierarchy of
Generally Accepted Accounting Principles, a Replacement of FASB Statement No. 162.” SFAS 168 replaces
SFAS 162, “The Hierarchy of Generally Accepted Accounting Principles” and establishes the FASB Accounting
Standards Codification (the “Codification”) as the source of authoritative accounting principles recognized by the FASB
to be applied by non-governmental entities in the preparation of financial statements in conformity with generally
accepted accounting principles. Rules and interpretive releases of the SEC under authority of federal securities laws
are also sources of authoritative guidance for SEC registrants. All guidance contained in the Codification carries an
equal level of authority. All non-grandfathered, non-SEC accounting literature not included in the Codification is
superseded and deemed non-authoritative. SFAS 168 will be effective for the Company’s financial statements for
periods ending after September 15, 2009. SFAS 168 is not expected have a significant impact on the Company’s
financial statements.

In June 2008, the FASB issued FSP EITF 03-6-1 (“FSP EITF 03-6-1"), “Determining Whether Instruments Granted in
Share-Based Payment Transactions are Participating Securities”. FSP EITF 03-6-1 clarifies whether instruments, such
as restricted stock, granted in share-based payments are participating securities prior to vesting. Such participating
securities must be included in the computation of earnings per share under the two-class method as described in SFAS
No. 128, “Earnings per Share.” FSP EITF 03-6-1 requires companies to treat unvested share-based payment awards that
have non-forfeitable rights to dividend or dividend equivalents as a separate class of securities in calculating earnings
per share. The Company adopted FSP EITF 03-6-1 January 1, 2009. The adoption of FSP EITF 03-6-1 did not have a
material effect on the Company’s consolidated results of operations or earnings per share.

In April 2009, the FASB issued FSP SFAS 157-4 (“FSP SFAS 157-4”), “Determining Fair Value When the Volume and
Level of Activity for the Asset or Liability Have Significantly Decreased and Identifying Transactions That Are Not
Orderly.” FSP SFAS 157-4 affirms that the objective of fair value when the market for an asset is not active is the price
that would be received to sell the asset in an orderly transaction, and clarifies and includes additional factors for
determining whether there has been a significant decrease in market activity for an asset when the market for that asset
is not active. FSP SFAS 157-4 requires an entity to base its conclusion about whether a transaction was not orderly on
the weight of the evidence. FSP SFAS 157-4 also amended SFAS 157, “Fair Value Measurements,” to expand certain
disclosure requirements. The Company adopted the provisions of FSP SFAS 157-4 as of June 30, 2009 and the
adoption of FSP SFAS 157-4 did not have a significant impact on the Company’s financial statements.

In April 2009, the FASB issued FSP SFAS 115-2 and SFAS 124-2 (“FSP SFAS 115-2 and SFAS 124-2), “Recognition
and Presentation of Other-Than-Temporary Impairments.” FSP SFAS 115-2 and SFAS 124-2 (i) changes existing
guidance for determining whether an impairment is other than temporary to debt securities and (ii) replaces the
existing requirement that the entity’s management assert it has both the intent and ability to hold an impaired security
until recovery with a requirement that management assert: (a) it does not have the intent to sell the security; and (b) it
is more likely than not it will not have to sell the security before recovery of its cost basis. Under FSP SFAS 115-2
and SFAS 124-2, declines in the fair value of held-to-maturity and available-for-sale securities below their cost that
are deemed to be other than temporary are reflected in earnings as realized losses to the extent the impairment is
related to credit losses. The amount of the impairment related to other factors is recognized in other comprehensive
income. The Company adopted the provisions of FSP SFAS 115-2 and SFAS 124-2 and the adoption of FSP SFAS
115-2 and SFAS 124-2 did not have a material effect on the Company’s financial statements. The other than
temporary losses recognized by the Company during the year ended December 31, 2008 and for the quarter ended
March 31, 2009 were solely related to credit issues and thus no cumulative effect adjustment was necessary.
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In April 2009, the FASB issued FSP SFAS 107-1 and APB 28-1 (FSP SFAS 107-1 and APB 28-17), “Interim
Disclosures about Fair Value of Financial Instruments.” FSP SFAS 107-1 and APB 28-1 amends SFAS 107,
“Disclosures about Fair Value of Financial Instruments,” to require an entity to provide disclosures about fair value of
financial instruments in interim financial information and amends Accounting Principles Board (APB) Opinion No.
28, “Interim Financial Reporting,” to require those disclosures in summarized financial information at interim reporting
periods. Under FSP SFAS 107-1 and APB 28-1, a publicly traded company shall include disclosures about the fair
value of its financial instruments whenever it issues summarized financial information for interim reporting periods.
In addition, entities must disclose, in the body or in the accompanying notes of its summarized financial information
for interim reporting periods and in its financial statements for annual reporting periods, the fair value of all financial
instruments for which it is practicable to estimate that value, whether recognized or not recognized in the statement of
financial position, as required by SFAS 107. The new interim disclosures required by FSP SFAS 107-1 and APB 28-1
have been included in the Company’s second quarter interim financial statements.
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Item 2 — Management’s Discussion and Analysis of Financial Condition and Results of Operations
Critical Accounting Policies

The accounting policies of the Company conform with U.S. generally accepted accounting principles and require
management to make estimates and develop assumptions that affect the amounts reported in the financial statements
and related footnotes. These estimates and assumptions are based on information available to management as of the
date of the financial statements. Actual results could differ significantly from management’s estimates. As this
information changes, management’s estimates and assumptions used to prepare the Company’s financial statements and
related disclosures may also change. The most significant accounting policies followed by the Company are presented
in Note One to the audited financial statements included in the Company’s 2008 Annual Report to Shareholders. The
information included in this Quarterly Report on Form 10-Q, including the Consolidated Financial Statements, Notes
to Consolidated Financial Statements, and Management’s Discussion and Analysis of Financial Condition and Results
of Operations, should be read in conjunction with the financial statements and notes thereto included in the 2008
Annual Report of the Company. Based on the valuation techniques used and the sensitivity of financial statement
amounts to the methods, assumptions, and estimates underlying those amounts, management has identified the
determination of the allowance for loan losses, income taxes, previously securitized loans, and other than temporary
impairment on investment securities to be the accounting areas that require the most subjective or complex judgments
and, as such, could be most subject to revision as new information becomes available.
Pages 35-39 of this Quarterly Report on Form 10-Q provide management’s analysis of the Company’s allowance for
loan losses and related provision. The allowance for loan losses is maintained at a level that represents management’s
best estimate of probable losses in the loan portfolio. Management’s determination of the adequacy of the allowance
for loan losses is based upon an evaluation of individual credits in the loan portfolio, historical loan loss experience,
current economic conditions, and other relevant factors. This determination is inherently subjective as it requires
material estimates including the amounts and timing of future cash flows expected to be received on impaired loans
that may be susceptible to significant change. The allowance for loan losses related to loans considered to be impaired
is generally evaluated based on the discounted cash flows using the impaired loan’s initial effective interest rate or the
fair value of the collateral for certain collateral dependent loans.
The Company is subject to federal and state income taxes in the jurisdictions in which it conducts business. In
computing the provision for income taxes, management must make judgments regarding interpretation of laws in
those jurisdictions. Because the application of tax laws and regulations for many types of transactions is susceptible
to varying interpretations, amounts reported in the financial statements could be changed at a later date upon final
determinations by taxing authorities. On a quarterly basis, the Company estimates its annual effective tax rate for the
year and uses that rate to provide for income taxes on a year-to-date basis.

The amount of unrecognized tax benefits could change over the next twelve months as a result of various factors.
However, management cannot currently estimate the range of possible change.
The Company is currently open to audit under the statute of limitations by the Internal Revenue Service for the years
ended December 31, 2005 through 2007. The Company’s and its subsidiaries’ state income tax returns are open to audit
under the statute of limitations for the year ended December 31, 2007.
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Note C, beginning on page 13 of this Quarterly Report on Form 10-Q, and page 39 provide management’s analysis of
the Company’s previously securitized loans. The carrying value of previously securitized loans is determined using
assumptions with regard to loan prepayment and default rates. Using cash flow modeling techniques that incorporate
these assumptions, the Company estimated total future cash collections expected to be received from these loans and
determined the yield at which the resulting discount would be accreted into income. If, upon periodic evaluation, the
estimate of the total probable collections is increased or decreased but is still greater than the sum of the original
carrying amount less subsequent collections plus the discount accreted to date, and it is probable that collection will
occur, the amount of the discount to be accreted is adjusted accordingly and the amount of periodic accretion is
adjusted over the remaining lives of the loans. If, upon periodic evaluation, the discounted present value of estimated
future cash flows declines below the recorded value of previously securitized loans, an impairment charge would be
provided through the Company’s provision for loan losses. Please refer to Note C of Notes to Consolidated Financial
Statements, on page 13 for further discussion.

On a quarterly basis, the Company performs a review of investment securities to determine if any unrealized losses are
other than temporarily impaired. Management considers the following, amongst other things, in its determination of
the nature of the unrealized losses, (i) the length of time and the extent to which the fair value has been less than cost,
(i1) the financial condition and near-term prospects of the issuer, and (iii) the intent and ability of the Company to
retain its investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value. As
a result of this review, the Company recognized $2.2 million of other than temporary impairment charges during the
six months ended June 30, 2009. These impairment charges were related to credit losses on pooled bank trust
preferreds with a remaining book value of $8.8 million. At June 30, 2009, the Company’s portfolio of perpetual
callable preferred securities, preferred securities, and trust preferred securities primarily invested in regional banks
have a total book value of $109.8 million and unrealized losses of $14.0 million. The Company continues to actively
monitor the market values of these investments along with the financial strength of the issuers behind these securities,
as well as our entire investment portfolio. Based on the market information available the Company believes that the
recent declines in market value are temporary and that the Company has the does not have the intent to sell any of the
securities classified as available for sale and believes that it is more likely than not that the Company will not have to
sell any such securities before a recovery of cost. The Company cannot guarantee that such securities will recover and
if additional information becomes available in the future to suggest that the losses are other than temporary, the
Company may need to record impairment charges in future periods.

Financial Summary

Six Months Ended June 30, 2009 vs. 2008

The Company reported consolidated net income of $21.1 million, or $1.32 per diluted common share, for the six
months ended June 30, 2009, compared to $26.4 million, or $1.63 per diluted common share for the first six months of
2008. Return on average assets (“ROA”) was 1.63% and return on average equity (“ROE”) was 14.7% for the first six
months of 2009, compared to 2.11% and 17.3%, respectively, for the first six months of 2008.

The Company’s net interest income for the first six months of 2009 decreased $1.2 million compared to the first six
months of 2008 (see Net Interest Income). The Company recorded a provision for loan losses of $3.8 million for the
first six months of 2009 while $2.7 million was recorded for the first six months of 2008 (see Allowance and
Provision for Loan Losses). The Company recorded $2.2 million of investment impairment losses in the first six
months of 2009 (see Non-Interest Income and Expense) while no such other than temporary impairment charges were
recognized in the first six months of 2008. As further discussed under the caption Non-Interest Income and Expense,
excluding other than temporary investment impairment losses, investment losses, and the gain from the Visa initial
public offering, non-interest income would have increased $0.9 million from the six months ended June 30, 2008, to
the six months ended June 30, 2009. Excluding the loss on the early redemption of the trust preferred securities in the
first six months of 2008, non-interest expenses for the six months ended June 30, 2009 would have increased $1.7
million from the six months ended June 30, 2008.
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Three Months Ended June 30, 2009 vs. 2008

The Company reported consolidated net income of $10.1 million, or $0.64 per diluted common share, for the three
months ended June 30, 2009, compared to $13.4 million, or $0.83 per diluted common share for the second quarter of
2008. Return on average assets (“ROA”) was 1.55% and return on average equity (“ROE”) was 14.1% for the second
quarter of 2009, compared to 2.14% and 17.1%, respectively, for the second quarter of 2008.

The Company’s net interest income for the second quarter of 2009 decreased $2.0 million compared to the second
quarter of 2008 (see Net Interest Income). The Company recorded a provision for loan losses of $2.15 million for the
second quarter of 2009 while $0.85 million was recorded for the second quarter of 2008 (see Allowance and Provision
for Loan Losses). As further discussed under the caption Non-Interest Income and Expense, non-interest income
increased $0.4 million from the three months ended June 30, 2008, to the three months ended June 30,
2009. Non-interest expenses for the three months ended June 30, 2009 increased $1.6 million from the three months
ended June 30, 2008.

Net Interest Income

Six Months Ended June 30, 2009 vs. 2008

The Company’s tax equivalent net interest income decreased $1.2 million, or 2.4%, from $49.8 million during the first
six months of 2008 to $48.6 million during the first six months of 2009, as interest income from loans and investments
decreased more quickly than interest expense on deposits and other interest bearing liabilities. The Company’s reported
net interest margin decreased from 4.53% for the six months ended June 30, 2008 to 4.29% for the six months ended
June 30, 2009.

During the third and fourth quarters of 2008, the Company sold $450 million of interest rate floors. The gain from
sales of these interest rate floors of $16.7 million will be recognized over the remaining lives of the various hedged
loans. During the first six months of 2009, the Company recognized $5.7 million of interest income compared to $3.3
million of interest income recognized in the first six months of 2008 from the interest rate floors.

Three Months Ended June 30, 2009 vs. 2008

The Company’s tax equivalent net interest income decreased $2.0 million, or 7.9%, from $25.7 million during the
second quarter of 2008 to $23.7 million during the second quarter of 2009, as interest income from loans and
investments decreased more quickly than interest expense on deposits and other interest bearing liabilities. Due to a
decrease in the Company’s yield on loans of 106 basis points from the second quarter of 2008, interest income related
to loans declined $4.0 million. In addition, interest income declined $0.8 million from the second quarter of 2008 due
to a decline in the yield on investments. Deposit growth also increased interest expense by $1.1 million. Partially
offsetting these decreases in net interest income was a decline in interest expense on deposits of $2.5 million due to a
decline of 49 basis points on interest bearing deposits. In addition, higher average balances of loans and investments
increased interest income by $0.9 million. The Company’s reported net interest margin decreased from 4.65% for the
quarter ended June 30, 2008 to 4.12% for the quarter ended June 30, 2009.
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During the third and fourth quarters of 2008, the Company sold $450 million of interest rate floors. The gain from
sales of these interest rate floors of $16.7 million will be recognized over the remaining lives of the various hedged
loans — predominantly prime-based commercial and home equity loans. During the second quarter of 2009, the
Company recognized $2.7 million of interest income compared to $2.3 million of interest income recognized in the
second quarter of 2008 from the interest rate floors.
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Average Balance Sheets and Net Interest Income
(in thousands)

Assets

Loan portfolio (1):
Residential real
estate

Home equity (2)
Commercial,
financial, and
agriculture (3)
Loans to depository
institutions
Installment loans to
individuals
Previously
securitized loans
Total loans
Securities:
Taxable
Tax-exempt (4)
Total securities
Deposits in
depository
institutions

Total
interest-earning
assets

Cash and due from
banks

Bank premises and
equipment

Other assets

Less: allowance for
loan losses

Total assets

Liabilities
Interest-bearing
demand deposits
Savings deposits
Time deposits

Six months ended June 30,

2009
Average

Balance Interest
$ 600,929 $ 17,325
388,517 12,193
754,168 21,186
48,768 2,175
3,645 2,125
1,796,027 55,004
448,636 11,674
37,871 1,249
486,507 12,923
5,026 8
2,287,560 67,935

52,090

61,800

213,467

(22,395)

$ 2,592,522
$ 423073 $ 909
367,595 969
1,000,562 16,679
136,412 264

Yield/
Rate

Average
Balance

5.81% $ 600,262

6.33

5.66

8.99

117.56
6.18

5.25
6.65
5.36

0.32

5.99

351,850

704,381
2,335
51,648

5,895
1,716,371

451,137

36,865
488,002

8,982

2,213,355
60,174

55,355
189,810

(18,282)

$ 2,500,412

2008

Interest

$ 18,763
12,876
23,941

35
2,743

3,050
61,408

12,184
1,200
13,384

116

74,908

0.43% $ 411,606 $ 1,325

0.53
3.36
0.39

360,916
921,462
133,790

1,934
19,274
1,808

Yield/
Rate

6.29%

7.36

6.84

3.01

10.68

104.05
7.19

543

6.55
5.52

2.60

6.81

0.65%
1.08
4.21
2.72
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Short-term

borrowings

Long-term debt 19,015 485 5.14 21,953 753 6.90
Total

interest-bearing

liabilities 1,946,657 19,306 2.00 1,849,727 25,094 2.73
Noninterest-bearing

demand deposits 329,563 317,504

Other liabilities 29,506 26,991

Stockholders’ equity 286,796 306,190

Total liabilities and

stockholders’ equity $ 2,592,522 $ 2,500,412

Net interest income $ 48,629 $ 49,814

Net yield on earning

assets 4.29% 4.53%

(1) For purposes of this table, non-accruing loans have been included in average balances and loan fees, which are
immaterial, have been included in interest income.
(2) Interest income includes $2,689 and $1,578 from interest rate floors for the six months ended June 30, 2009 and
June 30, 2008, respectively.
(3) Interest income includes $2,699 and $1,701 from interest rate floors for the six months ended June 30, 2009 and
June 30, 2008, respectively.
(4) Computed on a fully federal tax-equivalent basis assuming a tax rate of approximately 35%.
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Table Two

Rate Volume Analysis of Changes in Interest Income and Interest Expense

(in thousands)

(1) Fully federal taxable equivalent using a tax rate of 35%.

31

Interest-earning assets:
Loan portfolio
Residential real estate
Home equity

Commercial, financial, and agriculture

Loans to depository institutions
Installment loans to individuals
Previously securitized loans

Total loans

Securities:

Taxable

Tax-exempt (1)

Total securities

Deposits in depository institutions
Total interest-earning assets

Interest-bearing liabilities:
Demand deposits

Savings deposits

Time deposits

Short-term borrowings
Long-term debt

Total interest-bearing liabilities
Net Interest Income

$

& &

Six months ended June 30,
2009 vs. 2008
Increase (Decrease)
Due to Change In:

Volume Rate

21
3,338
1,688

(35)

(153)

(1,161)
1,698

(67)

(34)
D
1,613

37
36
1,650
35
(100)
1,658
(45)

$

&+ A

(1,459)
2,021)
(4,443)

(415)
236
(8,102)

(443)
16
(427)
(57)
(8,586)

(453)
(1,001)
(4,245)
(1,579)

(168)
(7,446)
(1,140)

$

©@L &L

Net

(1,438)
(683)
(2,755)
(35)
(568)
(925)
(6,404)

(510)
49
(461)
(108)
(6,973)

(416)
(965)
(2,595)
(1,544)
(268)
(5,788)
(1,185)
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Table Three
Average Balance Sheets and Net Interest Income

(in thousands)

Three months ended June 30,

2009 2008

Average Yield/ Average Yield/

Balance Interest Rate Balance Interest Rate
Assets
Loan portfolio
5):
Residential real
estate $ 598,122 $ 8,545 573% $ 598,924 $ 9,348 6.28%
Home equity (6) 390,361 6,050 6.22 360,041 6,493 7.25
Commercial,
financial, and
Agriculture (7) 752,157 10,311 5.50 708,607 11,707 6.64
Installment loans
to individuals 49,956 1,057 8.49 55,667 1,398 10.10
Previously
securitized loans 3,426 984 115.20 5,370 1,471 110.17
Total loans 1,794,022 26,947 6.02 1,728,609 30,417 7.08
Securities:
Taxable 466,341 5,612 4.83 446,625 6,120 5.51
Tax-exempt (8) 38,179 621 6.52 35,994 585 6.54
Total securities 504,520 6,233 4.96 482,619 6,705 5.59
Deposits in
depository
institutions 5,224 3 0.23 9,266 50 2.17
Total
interest-earning
assets 2,303,766 33,183 5.78 2,220,494 37,172 6.73
Cash and due
from banks 51,774 54,906
Bank premises
and equipment 62,775 56,002
Other assets 215,907 193,346
Less: allowance
for loan losses (22,229) (18,726)
Total assets $ 2,611,993 $ 2,506,022
Liabilities

Interest-bearing
demand deposits $ 429,381 $ 446 042% $ 413467 $ 613 0.60%

Savings deposits 374,375 463 0.50 361,244 831 0.93
Time deposits 1,017,984 8,276 3.26 909,421 9,075 4.01
Short-term

borrowings 125,436 111 0.35 139,787 663 1.91
Long-term debt 18,998 231 4.88 21,401 312 5.88
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1,966,174 9,527
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