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INDEPENDENT AUDITORS' REPORT

Board of Directors
Thurston First Bank
Olympia, Washington

Report on the Financial Statements

We have audited the accompanying financial statements of Thurston First Bank, which are
comprised of the balance sheet as of December 31, 2015, and the related statements of
comprehensive income, stockholders' equity and cash flows for the year then ended, and the
related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Other Matter

The financial statements of Thurston First Bank as of and for the year ended December 31, 2014,
were audited by other auditors who expressed an unmodified opinion on those statements dated
March 19, 2015.

1580 Lincoln Street ¢ Suite 700 « Denver, CO 80203
303/296-6033 » FAX 303/296-8553

Certified Public Aceountants + A Professional Corporation



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Thurston First Bank as of December 31, 2015, and the results of their
operations and their cash flows for the year then ended, in conformity with accounting principles
generally accepted in the United States of America.

707/5711»/ , %cué{w:, (oo leatclo ¢ Garuar, P.c.

Denver, Colorado
February 25, 2016



Cash and due from banks
Federal funds sold
Cash and cash equivalents

Certificates of deposit with other banks
Securities available for sale
Nonmarketable equity securities

Loans, net

Premises and equipment, net

Thurston First Bank
BALANCE SHEETS

December 31,

Cash surrender value of life insurance policies

Net deferred tax asset
Other real estate owned
Accrued interest receivable
Other assets

Liabilities
Deposits

Noninterest-bearing
Interest-bearing demand accounts
Time deposits

Total deposits

Federal funds purchased

Borrowings

Accrued interest payable

Accrued expenses and other liabilities

Total liabilities

LIABILITIES AND
STOCKHOLDERS' EQUITY

Commitments and contingencies (notes 10 and 12)

Stockholders' equity

Preferred stock - $1 par value, 2,500,000 shares authorized;

no shares issued and outstanding

Common stock - $1 par value, 7,500,000 shares authorized,;
1,353,724 and 1,352,264 shares issued and
outstanding in 2015 and 2014, respectively

Surplus

Accumulated deficit
Accumulated other comprehensive loss
Total stockholders' equity

T he accompanying notes are an integral part of these financial statements.
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2015 2014
2,462,340 $ 2,565,695
- 600,000
2,462,340 3,165,695
40,173,000 26,973,000
16,360,709 15,013,227
624,800 748,600
71,419,117 69,660,505
522,694 568,791
2,035,086 1,969,820
506,752 782,011
- 432,500
395,726 455,330
119,626 94,298
134,619,850 $ 119,863,777
30,532,455 $ 23,933,083
52,539,020 46,388,130
31,749,395 31,595,272
114,820,870 101,916,485
2,386,800
4,886,616 5,900,516
38,647 23,479
278,008 426,655
122,410,941 108,267,135
1,353,724 1,352,264
11,334,245 11,325,485
(342,720) (868,558)
(136,340) (212,549)
12,208,909 11,596,642
134,619,850 $ 119,863,777




Thurston First Bank
STATEMENTS OF COMPREHENSIVE INCOME

Years ended December 31,

2015 2014
Interest income
Loans, including fees $ 3625644 $ 4131284
Investment securities available for sale 341,197 376,852
Federal funds sold and certificates of deposit 356,093 208,611
Dividend and other interest income 13,913 13,107
Total interest income 4,336,847 4,729,954
Interest expense
Deposits 483,080 542,769
Other borrowings 151,846 185,699
Total interest expense 634,926 728,468
Net interest income 3,701,921 4,001,486
Provision for allowance for loan losses 5,000 130,000
Net interest income after allowance for loan losses 3,696,921 3,871,486
Noninterest income
Deposit service charges and other income 117,854 128,618
Earnings on bank-owned life insurance 69,223 66,594
Total noninterest income 187,077 195,212
Noninterest expense
Salaries and employee benefits 1,575,772 1,440,086
Professional fees 227,645 307,011
Data processing 240,452 231,404
FDIC insurance and assessments 210,212 203,376
Occupancy expense 138,631 112,667
Advertising 132,622 144,133
Net loss on sale or write-down of other real estate owned 4,834 96,908
Depreciation expense 75,404 44 A77
Loss on disposal of assets - 39,341
Other noninterest expense 516,588 533,109
Total noninterest expense 3,122,160 3,152,512
Income before provision for taxes 761,838 914,186
Provision for income taxes 236,000 289,000
Net Income 525,838 625,186
Other Comprehensive Income
Net unrealized gain (loss) on securities available for sale 76,209 752,497
Reclassification adjustment for gains realized in net income - (736)
Total other comprehensive income, net of tax 76,209 751,761
Total Comprehensive Income $ 602,047 $ 1,376,947

The accompanying notes are an integral part of these financial statements.
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Balance at December 31, 2013
Net income
Other comprehensive income

Balance at December 31, 2014

Stock warrants exercised
Net income
Other comprehensive income

Balance at December 31, 2015

Thurston First Bank

STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Years ended December 31, 2015 and 2014

Common Stock

Accumulated Other

Accumulated Comprehensive

Shares Amount Surplus Deficit Income (Loss) Total
1,352,264 $ 1,352,264 11,325,485 § (1,493,744) § (964,310) $ 10,219,695
- - - 625,186 - 625,186
- - - - 751,761 751,761
1,352,264 1,352,264 11,325,485 (868,558) (212,549) 11,596,642
1,460 1,460 8,760 - - 10,220
- - - 525,838 - 525,838
- - - - 76,209 76,209
1,353,724 § 1,353,724 11,334,245 §  (342,720) § (136,340) $ 12,208,909

The accompanying notes are an integral part of these financial statements.



Thurston First Bank
STATEMENTS OF CASH FLOWS

Years ended December 31, 2015 and 2014

2015 2014
Cash flows from operating activities
Net income $ 525838 $ 625186

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

Provision for loan losses 5,000 130,000
Net amortization of securities 29,358 21,676
Depreciation and amortization 75,406 44 477
Loss on disposal of premises and equipment 39,341
Gain on sale of investment securities available for sale (1,114)
Net loss on sale or write-down of other real estate owned 4,834 96,908
Increase in cash surrender value of life insurance policies (65,266) (62,900)
Deferred income tax expense 236,000 289,000
Net change in:

Accrued interest receivable and other assets 34,276 (65,919)

Accrued expenses and other liabilities (133,479) 91,525
Net cash provided by operating activities 711,967 1,208,180

Cash flows from investing activities
Activity in available for sale securities

Sales 3,678,150
Maturities, prepayments and calls 1,419,503 414,621
Purchases (2,680,875) (1,081,875)
Net maturities (purchases) of certificates of deposit with other banks (13,200,000) (9,960,000)
Purchase of FHLB stock (416,900) -
Redemption of FHLB stock 540,700 22,400
L.oan originations and principal collections, net (1,763,612) (1,092,586)
Proceeds from sales of other real estate owned 427,666 939,160
Net additions to premises and equipment (29,309) (558,129)
Net cash used by investing activities (15,702,827) (7,638,259)
Cash flows from financing activities
Net change in deposits 12,904,385 12,041,122
Net change in federal funds purchased 2,386,800 (4,977,000)
Net change in repurchase agreements - (233,072)
Stock warrants exercised 10,220 -
Repayment of borrowings (1,013,900) (13,901)
Net cash provided by financing activities 14,287,505 6,817,149
Net change in cash and cash equivalents (703,35%) 387,070
Cash and cash equivalents at beginning of year 3,165,695 2,778,625
Cash and cash equivalents at end of year $ 2462340 $ 3,165695

Supplemental Disclosures of Cash Flow Information
Cash paid during the year for:
Interest paid on deposits and borrowed funds $ 619,758 $ 739214

The accompanying notes are an integral part of these financial statements.
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Thurston First Bank
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Years ended December 31, 2015 and 2014

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Organization

On September 8, 2004, Thurston First Bank (the Bank), a state of Washington
business corporation, was formed for the purpose of becoming a commercial bank
headquartered in Olympia, Washington. The Bank received its charter from the
State of Washington and commenced banking operations on October 29, 2004.

The Bank provides banking services to businesses and individuals located primarily
in the Thurston County area, which includes Olympia, Washington. The Bank is
subject to the regulations of certain federal and state agencies and will undergo
periodic examinations by those regulatory authorities.

Use of Estimates

The financial statements have been prepared in accordance with generally
accepted accounting principles and reporting practices applicable to the banking
industry. In preparing the financial statements, management is required to make
estimates and assumptions that affect the reported amounts of assets and
liabilities as of the date of the balance sheets, and revenues and expenses during
the reporting periods. The most significant estimations or assumptions made by
management relate to the adequacy of the allowance for loan losses, fair values of
investment securities, carrying values of other real estate owned, values used for
stock-based compensation, and fair values of financial instruments. Management
believes the assumptions used in arriving at these estimates are appropriate.
Actual results could differ from those estimates.

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents include cash,
interest-bearing deposits with correspondent banks having original maturities of 90
days or less, and federal funds sold. Federal funds sold represent excess cash
funds that are generally invested with other banks on a daily basis. The Bank has
not experienced any losses in such accounts. In addition, the Bank was required to
maintain a minimum balance of $250,000 with one of its correspondent banks as of
December 31, 2015.



Thurston First Bank
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Years ended December 31, 2015 and 2014

Certificates of Deposit with Other Banks

Certificates of deposit with other banks have an original maturity greater than 90
days. They generally mature within a year and are carried at cost.

Investment Securities

The Bank is required to specifically identify its investment securities as "trading,"
"available for sale," or "held to maturity." Accordingly, management has determined
that all investment securities held at December 31, 2015 and 2014 were "available-
for-sale."

Available for sale securities consist of bonds, notes, and debentures. Securities
classified as available for sale may be sold in response to such factors as: (1)
changes in market interest rates and related changes in the security's prepayment
risk, (2) needs for liquidity, (3) changes in the availability of and the vyield on
alternative instruments, and (4) changes in funding sources and terms. Gains and
losses on the sale of available for sale securities are determined using the specific-
identification method. Unrealized holding gains and losses, net of tax, on available
for sale securities are reported as a net amount in a separate component of equity
until realized.

Premiums and discounts are recognized in interest income using the effective
interest method over the period to maturity.

Investments with fair values that are less than amortized cost are considered
impaired. Impairment may result from either a decline in the financial condition of the
issuing entity or, in the case of fixed rate investments, from rising interest rates. At
each financial statement date, management assesses each investment to determine
if impaired investments are temporarily impaired or if the impairment is other-than-
temporary based on the positive and negative evidence available. Evidence
evaluated includes, but is not limited to, industry analyst reports, credit market
conditions, and interest rate trends. If negative evidence outweighs positive
evidence that the carrying amount is not recoverable within a reasonable period of
time, the impairment is deemed to be other-than-temporary and the security is
written down in the period in which such determination is made.

For debt securities, if the Bank intends to sell the security or it is likely that it will be
required to sell the security before recovering its cost basis, the entire impairment
loss would be recognized in earnings as other-than-temporary impairment (OTTI). If
the Bank does not intend to sell the security, and it is not likely that it will be required



Thurston First Bank
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Years ended December 31, 2015 and 2014

to do so, but the Bank does not expect to recover the entire amortized cost basis of
the security, only the portion of the impairment loss representing credit losses would
be recognized in earnings. The credit loss on a security is measured as the
difference between the amortized cost basis and the present vaiue of the cash flows
expected to be collected. Projected cash flows are discounted by the original or
current effective interest rate depending on the nature of the security being
measured for potential OTTI. The remaining impairment related to all other factors,
the difference between the present value of the cash flows expected to be collected
and fair value, is recognized as a charge to other comprehensive income (OCI).
Impairment losses related to all other factors are presented as separate categories
within OCI. If there is an indication of additional credit losses, the security is re-
evaluated according to procedures described above. No OTTI losses were
recognized during the years ended December 31, 2015 or 2014.

Loans

Loans are stated at the amount of unpaid principal, reduced by an allowance for
loan losses and deferred loan fees. Interest on loans is calculated using the simple-
interest method on daily balances of the principal amount outstanding. Loan
origination fees and certain direct origination costs are capitalized and recognized as
an adjustment to the yield of the related loan.

The Bank does not accrue interest on loans for which payment, in full, of principal
and interest is not expected, or for which payment of principal and interest has been
in defauit 90 days or more, unless the loan is well secured and in the process of
coliection. Nonaccrual loans are considered impaired loans. When interest accrual
is discontinued, all unpaid accrued interest is reversed. Interest income is
subsequently recognized only to the extent cash payments are received or when the
loan is removed from nonaccrual status. Homogenous loans, large groups of smaller
balance loans, are collectively evaluated for impairment. Accordingly, the Bank
does not separately identify individual consumer and residential loans for evaluation
of impairment.

Loans are reported as a troubled debt restructuring (TDR) when the Bank grants
concessions to a borrower experiencing financial difficulties that it would not
otherwise consider. As a result of these concessions, TDR loans are impaired when
the Bank will not collect all amounts due, both principal and interest, in accordance
with the terms of original loan agreement. Impairment reserves on non-collateral
dependent TDR loans are measured by comparing the present value of expected
future cash flows on the restructured loans, discounted at the interest rate of the
original loan agreement, to the loan's carrying value. These impairment reserves
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Thurston First Bank
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Years ended December 31, 2015 and 2014

are recognized as a specific component to be provided for in the allowance for loan
losses.

Allowance for Loan Losses

The allowance for loan losses is established through a provision for loan losses
charged to expense. Loans are charged against the allowance for loan losses when
management believes that the collectability of principal is unlikely. The allowance is
an amount that management believes will be adequate to absorb probable losses
on existing loans that may become uncollectible, based on evaluations of the
collectability of loans and prior loan loss experience.

The Bank classifies loans into relatively homogenous pools by loan type in
accordance with regulatory guidelines. The Bank regularly reviews all loans within
each category to establish risk ratings that include Pass, Watch, Special Mention,
Substandard, Doubtful, and Loss. Loans not considered impaired have loss factors
applied to the various loan pool balances to establish loss reserves. Analyses are
performed to establish loss factors based on historical experience, peer data.
Qualitative evaluations of factors, such as changes in the nature and volume of the
loan portfolio, overall portfolio quality, and current economic conditions that may
affect the borrowers' ability to pay are also evaluated.

in determination of the allowance for loan losses, the Bank also evaluates specific
loans for impairment, where principal and interest is not expected to be collected in
accordance with the contractual terms of the loan agreement. The Bank analyzes
loans for impairment on a loan-by-loan basis, using either the present value of
expected future cash flows discounted at the loan's effective interest rate or the fair
value of the collateral, if the loan is collateral dependent. Loans that experience
insignificant payment delays or payment shortfalls are generally not considered in
the impairment assessment. Various regulatory agencies, as a part of their
examination process, periodically review the Bank's allowance for loan losses. Such
agencies may require the Bank to recognize additions to the allowance based on
their judgment of information available to them at the time of their examinations.

A reserve for unfunded commitments is maintained at a level that, in the opinion of
management, is adequate to absorb probable losses associated with the Bank's
commitment to lend funds under existing agreements such as letters or lines of
credit. Management determines the adequacy of the reserve for unfunded
commitments based upon reviews of individual credit facilities, current economic
conditions, the risk characteristics of the various categories of commitments, and
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Thurston First Bank
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
Years ended December 31, 2015 and 2014

other relevant factors. The reserve is based on estimates, and ultimate losses may
vary from the current estimates.

These estimates are evaluated on a regular basis and, as adjustments become
necessary, they are reported in earnings in the periods in which they become
known. The reserve is recorded on the balance sheet under "Accrued interest

payable and other liabilities."

Cash Surrender Value of Life Insurance

The Bank has purchased life insurance policies on certain key executives. 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
adjusted for other charges or other amounts due that are probable at setilement.

Other Real Estate Owned

Other real estate owned, acquired through foreclosure or deeds in lieu of
foreclosure, is carried at fair value upon foreclosure and subsequently at the lower of
cost or estimated market value, less costs to sell. When property is acquired, any
excess of the loan balance over its estimated fair value is charged to the allowance
for loan losses. Subsequent write-downs to net realizable value, if any, or any
disposition gains or losses are included in noninterest income or expense.

Premises, Equibment, and Leasehold Improvements

Furniture, equipment, and leasehold improvements are recorded at cost, less
accumulated depreciation and amortization. Depreciation is computed using the
straight-line method over the expected useful lives of the assets, ranging from 3 to
15 years. Amortization of leasehold improvements is computed using the straight-
line method over the related lease term or life of the assets, whichever is shorter.
The costs of maintenance and repairs are expensed as they are incurred, while
major expenditures for renewals and betterments are capitalized.

12



Thurston First Bank
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Years ended December 31, 2015 and 2014

Income Taxes

Income taxes are accounted for using the asset and liability method. Under this
method, deferred income tax assets and liabilities are determined based on the tax
effects of the differences between the book and tax basis of various balance sheet
assets and liabilities. Deferred tax assets and liabilities are reflected at currently
enacted income tax rates applicable to the period in which the deferred tax assets or
liabilities are expected to be realized or seftled. As changes in tax laws or rates are
enacted, deferred tax assets and liabilities are adjusted through the provision for
income taxes. Valuation allowances are established to reduce the net carrying
amount of deferred tax assets if it is determined to be more likely than not that all or
some of the deferred tax asset may not be realized.

The Bank recognizes the tax benefit from uncertain tax positions only if it is more
likely than not that the tax positions will be sustained on examination by the taxing
authorities, based on the technical merits of the position. The tax benefit is
measured based on the largest benefit that has a greater than 50% likelihood of
being realized upon ultimate settlement. The Bank does not anticipate that the
amount of unrecognized tax benefits will significantly increase or decrease in the
next 12 months.

The Bank also recognizes interest and penalties related to income tax matters in
income tax expense. There were no interest and penalties accrued for the year
ended December 31, 2015. The Bank files U.S. federal income tax returns, which
are subject to examination by taxing authorities for years 2012 and later.

Stock-based Compensation

Compensation.costs related to stock option grants are determined using the Black-
Scholes option pricing model, which estimates the fair value of each award on the
date of grant based on a variety of assumptions including expected stock price
volatility, expected term of the options, risk free interest rate, and dividend rates, if
applicable. Compensation cost is recognized over the required service period,
which is typically the vesting period.

The Bank accounts for stock appreciation right (SAR) grants as a liability. The
liability is measured at each balance sheet date using the fair value of the Bank's
stock, which approximates book value, multiplied by the vested SARs outstanding.
Changes in the liability are reflected as compensation expense during the period.
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Thurston First Bank
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Years ended December 31, 2015 and 2014

Off-Balance Sheet Financial Instruments

The Bank holds no derivative financial instruments. However, in the ordinary
course of business, the Bank enters into off-balance sheet financial instruments
consisting of commitments to extend credit, commercial letters of credit, and
standby letters of credit. These financial instruments are recorded in the financial
statements when they are funded or related fees are incurred or received.

Fair Value of Assets and Liabilities

Fair value is defined as the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants, excluding
transaction costs. A fair value measurement assumes that the transaction to sell
the asset or transfer the liability occurs in the principal market for the asset or
liability or, in the absence of a principal market, the most advantageous market for
the asset or liability. An orderly transaction is a transaction that assumes
exposure to the market for a period prior to the measurement date to allow for
marketing activities that are usual and customary for transactions involving such
assets and liabilities; it is not a forced transaction. Market participants are buyers
and sellers that are (i) independent, (i) knowledgeable, (iii) able to transact and
(iv) willing to transact.

When measuring fair value, entities should maximize the use of observable inputs
and minimize the use of unobservable inputs. The following describes the three
levels of inputs that may be used to measure fair value:

= Level 1 Inputs — Unadjusted quoted prices in active markets for identical
assets or liabilities that the reporting entity has the ability to access at the
measurement date.

= Level 2 Inputs — 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; or other inputs that are observable or can be
corroborated by observable market data.

= Level 3 Inputs — Unobservable inputs that reflect an entity’'s own
assumptions about the assumptions that market participants would use in
pricing the assets or liabilities.
Accounting guidance emphasizes that the objective of a fair value measurement
does not change even when market activity for the asset or liability has decreased
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Thurston First Bank
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
Years ended December 31, 2015 and 2014
significantly. When observable transactions or quoted prices are not considered
orderly (e.g. distressed sale or forced liquidation), then little, if any, weight should
be assigned to the indication of the asset or liability’s fair value. Adjustments to
those transactions or prices should be applied to determine the appropriate fair

value.

New Accounting Pronouncements

The Financial Accounting Standards Board recently issued Accounting Standards
Update 2016-01, Financial Instruments — Overall (Subtopic 825-10): Recognition
and Measurement of Financial Assets and Financial Liabilities. Under the new
standard, certain equity investments are required to be carried at fair value, with
changes in fair value recognized in net income. This applies o equity investments
with readily determinable fair values that are not consolidated or carried on the
equity method. Debt securities classified as available-for-sale will continue to be
carried at fair value with changes in fair value recorded through other
comprehensive income. The standard also reduces or eliminates several financial
reporting disclosure requirements. The standard is effective for the Bank
beginning January 1, 2019; however, for 2015 the Bank has early adopted a
provision that eliminates the disclosures of the fair values of financial instruments
carried at amortized cost. Other provisions of the standard are not expected to
have a significant impact to the consolidated financial statements.

Comprehensive Income

Components of comprehensive income are net income and all other non-owner
changes in equity. The components of other comprehensive income consist of
unrealized holding gains and losses on available for sale securities and
postretirement benefit obligation adjustments.

Subsequent Events

The Bank has evaluated subsequent events for recognition and disclosure through
February 25, 2016, which is the date the financial statements were available to be
issued.
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Thurston First Bank

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Years ended December 31, 2015 and 2014

NOTE 2 - SECURITIES

The amortized cost and fair value of securities, with gross unrealized gains and

losses, follows:

December 31, 2015

Securities Available for Sale

U.S. Government Agencies  $ 13,530,713
Mortgage-backed 3,036,571

Total Securities Available
for Sale $ 16,567,284

Securities Available for Sale

U.S. Government Agencies  $ 12,570,124
Mortgage-backed 2,765,146

Total Securities Available

Gross Gross
Unrealized Unrealized
Amortized Cost Gains Losses Fair Value
- $ (156,371) $ 13,374,342
- {50,204) 2,986,367
$ (206,575) $ 16,360,709
December 31, 2014
Gross Gross
Unrealized Unrealized
Amortized Cost Gains l.osses Fair Value
$ (282,960) $ 12,287,164
(39,083) 2,726,063
- $ (322,043) $ 15,013,227

for Sale $ 15,335,270

The amortized cost and estimated fair value of debt securities by contractual maturity

at December 31, 2015 are shown below.

Expected maturities will differ from

contractual maturities because borrowers may have the rights to prepay obligations

with or without prepayment penalties.
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Thurston First Bank
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Years ended December 31, 2015 and 2014

Amortized Cost Fair Value
Securities Available for Sale

Due less than one year 3 113,140 $ 111,901
Due after one year through five years 460,669 455,567
Due after five years through ten years 11,086,212 10,958,506
Due after ten years 1,870,692 1,848,368
13,530,713 13,374,342

Mortgage-backed 3,036,571 2,986,367
Total Securities Available for Sale $ 16,567,284 $ 16,360,709

December 31, 2015

For the years ended December 31, 2015 and 2014, gross realized gains amounted to
$0 and $47,209, respectively. Gross realized losses amounted to $0 and $46,095,
respectively.

Investment securities with carrying values of $4,932 445 and $5,991,878 were
pledged at December 31, 2015 and 2014, respectively, as collateral for public
deposits and for other purposes as required or permitted by law.

At December 31, 2015 and 2014, the Bank had 18 and 15 securities in an unrealized
loss position, respectively. Information pertaining to securities with gross unrealized
losses at December 31, 2015 and 2014, aggregated by investment category and
length of time that individual securities have been in a continuous loss position,

Less than 12 months Over 12 months
Gross Gross
Unrealized Unrealized
Fair Value Losses Fair Value Losses

Securifies Available for Sale

Total temporarily

U.S. Government Agencies $ 6,475240 $ (65394) $ 6,899,102 $ (90,977)
Mortgage-backed 584,846 (2,208) 2,401,521 (47,996)
impaired securities $ 7,060,086 $ (67602) $ 9300623 $ (138,973)

17



Thurston First Bank
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Years ended December 31, 2015 and 2014

December 31, 2014

Less than 12 months Over 12 months
Gross Gross
Unrealized Unrealized
Fair Value Losses Fair Value Losses

Securities Available for Sale

U.S. Government Agencies $ 1,076,250 $ (5607) $ 11,210,914 § (277,353)

Mortgage-backed 2,726,063 (39,083) - -
Total temporarily
impaired securities $ 3,802,313 $ (44,690) $ 11,210,914 $ (277,353)

At December 31, 2015, unrealized losses are due to differences in market yields as
compared to yields available at the time securities were purchased. Management has
performed analyses of investment credit quality and cash flows on securities with
unrealized losses and does not believe that any securities are impaired due to
reasons of credit quality. The Bank has the ability and intent to hold investment
securities for a period of time sufficient for recovery of cost. Fair value is expected to
recover bonds approach maturity.  Accordingly, as of December 31, 2015,
management believes the impairments detailed in the table above are temporary.

NOTE 3 — PACIFIC COAST BANKERS BANK AND FEDERAL HOME LOAN BANK
STOCK

The Bank, as a member of both the Pacific Coast Bankers’ Bank and the Federal
Home Loan Bank of Des Moines, is required to maintain an investment in capital stock
of each. In May 2015, the Federal Home Loan Bank of Seattle merged into the
Federal Home Loan Bank of Des Moines. All stock held by the Bank was converted
to the Federal Home Loan Bank of Des Moines at that time. No ready market exists
for such stock, and they have no quoted market values. For reporting purposes, this
stock is assumed to have a market value equal to cost. The Bank’s investment at
December 31, is as follows:

2015 2014
Pacific Coast Bankers' Bank $ 190,000 $ 190,000
Federal Home Loan Bank of Des Moines 434,800 558,600
$ 624,800 $ 748,600
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NOTE 4 - LOANS AND ALLOWANCE FOR LOAN LOSSES

A summary of the balances of loans follows:

December 31,

2015 2014
Commercial real estate $ 31,043,636 $ 27,462,081
Commercial and Industrial 14,689,391 13,080,478
Land acquisition, construction, and development 3,504,242 5,672,356
Government guaranteed 23,251,033 24,472,482
Consumer - 3,578
72,488,302 70,690,975
Less: Deferred loan fees (121,112) (93,823)
Less: Allowance for loan losses (948,073) (936,647)
Loans, net $ 71,419,117 $ 69,660,505

As of December 31, 2015 loans with estimated carrying values of $26,255,583 were
pledged as collateral to secure FHLB borrowings.

Transactions in the allowance for loan losses are as follows:

Year ended December 31, 2015

Acquisition,
Construction,
Commercial Commercial and Government  Consumer
Real Estate and Industrial  Development Guaranteed and Other  Unallocated Total

Balance at December 31, 2014 $ 353,302 $ 195946 §$ 265,049 $ 30,517 $ 43,366 $ 48,467 $ 936,647

Provision for loan losses 83,338 54,000 (73,218) (3,411) (43,366) (12,343) 5,000
Charge-offs (47,872) (46,789) (94,661)
Recoveries 24,525 76,562 - 101,087
Net (charge-offs) recoveries (23,347) 29,773 - - 6,426
Balance at December 31, 2015 $ 413293 $§ 279719 $ 191831 $ 27106 $ $ 36124 $ 948,073
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Balance at December 31, 2013
Provision for loan losses
Charge-offs
Recoveries

Net (charge-offs) recoveries

Balance at December 31, 2014

Thurston First Bank

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Years ended December 31, 2015 and 2014

Year ended December 31, 2014

Land
Acquisition,
Construction,
Commercial Commercial and Government  Consumer
Real Estate  and Industrial Development  Guaranteed and Other  Unallocated Total
$ 372,065 $ 168,118 $ 222759 % 29965 $ 3,084 § 8,303 $ 804,294
(71,499) 27,828 278,290 552 (145,335) 40,164 130,000
(236,000) - (236,000)
52,736 - 185,617 - 238,353
52,736 (236,000) 185,617 2,353
$ 353,302 $ 195946 § 265049 3 30517 $ 43366 $ 48,467 $ 936,647

Components of the allowance for loan losses, and the related carrying amount of loans for which
the allowance is determined, are as follows:

December 31, 2015

Land
Acquisition,
Construction,
Commercial Commercial and Government Consumer
Real Estate  and Industrial Development  Guaranteed and Other Unallocated Total
Allocation of Allowance To:
Impaired loans - evaluated
individually $ $ 5400 $ 84,708 $ $ $ - $ 90,108
Impaired loans - evaluated
collectively
Total impaired loans 5,400 84,708 - 90,108
Unimpaired loans -
evaluated collectively 413,293 274,319 107,123 27,106 - 36,124 857,965
$ 413293 $ 279719 $ 191831 §$ 27106 3§ - $ 36,124 $§ 948,073
Recorded Investment In:
Impaired loans evaluated
individually $ 1,116,960 $ 594,282 $ 1459711 $ $ - $ - $ 3,170,953
Impaired loans evaluated
collectively - - -
Total impaired loans 1,116,960 594,282 1,459,711 3,170,953
Unimpaired loans
evaluated collectively 29,926,676 14,095,109 2,044,531 23,251,033 69,317,349
$ 31,043,636  $ 14,689,391 $ 3,504,242 $23,251,033 § $ - $ 72,488,302
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Allocation of Allowance To:
Impaired loans - evaluated

individually

Impaired loans - evaluated

collectively

Total impaired loans

Unimpaired loans -
evaluated collectively

Recorded Investment In:

Thurston First Bank
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
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December 31, 2014

Impaired loans - evaluated

individually

Impaired loans - evaluated

collectively

Total impaired loans

Unimpaired loans -
evaluated collectively

Land
Acquisition,
Construction,
Commercial Commercial and Government Consumer
Real Estate  and Industrial Development  Guaranteed and Other Unallocated Total

$ - $ - $ 84,708 $ - $ - $ - $ 84,708
- - 84,708 - - - 84,708
353,302 195,946 180,341 30,517 43,366 48,467 851,939
$ 353302 $ 195946 $§ 265049 $ 30,517 $ 43,366 % 48467 $ 936,647
$ - $ 678173 $ 2,496,360 $ - $ - $ - $ 3,174,533
- 678,173 2,496,360 - - - 3,174,533
27,462,081 12,402,305 3,175,996 24,472,482 3,578 - 67,516,442
$ 27,462,081 $13,080,478 $ 5,672,356 $24,472482 $ 3,578 $ - $ 70,690,975
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Information relative to impaired loans is as follows:

Commercial Real Estate
Commercial and Industrial
Land Acquisition, Construction,
and Development
Government Guaranteed
Consumer and Other

Commercial Real Estate
Commercial and Industrial
Land Acquisition, Construction,
and Development
Government Guaranteed
Consumer and Other

As of or for the year ended December 31, 2015

Recorded Recorded
Investment In  Investment In Valuation Commitments
Impaired Impaired Allowance  Contractual To Extend
Loans With  Loans With A Total On Principal Of Credit On Average
No Valuation Valuation Impaired Impaired Impaired Impaired Impaired
Allowance Allowance Loans Loans Loans Loans Loans
$ 1,116,960 §$ - $1,116,960 § - $1,116,960 $ - $1,129,150
419,282 175,000 594,282 5,400 777,297 678,834
217,627 1,242,084 1,459,711 84,708 2,356,630 - 1,582,799
$ 1,753,869 $ 1,417,084 $3,170,953 $ 90,108 $ 4,250,887 § $ 3,390,783
As of or for the year ended December 31, 2014
Recorded Recorded
Investment In  [nvestment In Valuation Commitments
Impaired Impaired Allowance  Contractual To Extend
Loans With  Loans With A Total On Principal Of Credit On Average
No Valuation Valuation Impaired Impaired Impaired Impaired Impaired
Allowance Allowance Loans Loans Loans Loans Loans
$ $ $ - $ $ - $ $ -
678,173 678,173 708,081 728,010
1,114,547 1,381,813 2,496,360 84,708 2,496,360 - 3,905,491
$ 1,792,720 $ 1,381,813 $3,174533 $ 84,708 $3,204441 § $ 4,633,501

Interest income recognized on impaired loans was $34,197 and $140,919 for the
years ended December 31, 2015 and 2014, respectively.
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Troubled debt restructurings (TDRs) included in impaired loans, and the
valuation allowance thereon, are as follows:

Commercial Real Estate
Commercial and Industrial
Land Acquisition, Construction,
and Development
Government Guaranteed
Consumer and Other

Commercial Real Estate
Commercial and Industrial
Land Acquisition, Construction,
and Development
Govemment Guaranteed
Consumer and Other

December 31, 2015
Portion of
Valuation
Allowance on
impaired Loans
Aftributable to
TDRs

TDRs - included
in impaired loans

$ 1,116,960 $ -

$ 1,116,960 $ -

December 31, 2014
Portion of
Valuation
Allowance on
Impaired Loans

TDRs - included Attributable to
in impaired loans TDRs
$ - $ -
255,558 -
1,537,161 -
$ 1,792,719 $ -
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The carrying amount of loans by performance status and credit quality indicator are as
follows:

December 31, 2015

Loans By Past Due and Performance Status Loans By Credit Quality Indicator

Accruing Loans Classified
90 Days
30-89 Days orMore  Nonaccrual
Current Past Due  Past Due Loans Total Loans  Non-classified Unimpaired Impaired

Commercial Real Estate  $ 31,043,636 $ $ $ $ 31,043,636 $ 31,043,636 $ 3
Commercial and

Industrial 13,738,501 531,608 419,282 14,689,391 14,095,109 594,282
Land Acquisition,

Construction, and

Development 2,044,531 - - 1,459,711 3,504,242 2,044,531 - 1,459,711
Government Guaranteed 23,251,033 23,251,033 23,251,033 -
Consumer and Other - - - -

$ 70,077,701 § 531,608 § $1,878,993 §$72488,302 $70,434309 $ $ 2,053,993

December 31, 2014

Loans By Past Due and Performance Status

Loans By Credit Quality Indicator

Accruing Loans Classified
90 Days
30-89 Days orMore  Nonaccrual
Current Past Due  Past Due Loans Total Loans  Non-classified Unimpaired Impaired

Commercial Real Estate  $ 27,105,820 $ $ - $ 356,261 $27,462,081 $26,080,268 $ $ 1,381,813
Commercial and

Industrial 12,824,920 255,558 13,080,478 12,697,438 383,040
Land Acquisition,

Construction, and

Development 5,406,856 - 265,500 5,672,356 5,406,856 265,500
Government Guaranteed 24 472,482 24 472,482 24 472,482
Consumer and Other 3,578 - - - 3,578 3,578 -

$ 69,813,656 $ $ $ 877319 $70,690,975 $68660,622 § 648540 $ 1,381,813
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NOTE 5 - PREMISES AND EQUIPMENT

A summary of the cost and accumulated depreciation and amortization of premises
and equipment follows:

December 31,

2015 2014
Equipment $ 224,069 $ 224,069
Leasehold improvements 323,335 295,499
Furniture and fixtures 222,105 220,632
Automobiles 56,769 56,769

826,278 796,969
Accumulated depreciation and amortization (303,584) (228,178)

$ 522,694 $ 568,791

NOTE 6 - DEPOSITS

The Bank utilizes a correspondent product to provide its depositors with FDIC
insurance coverage beyond the standard insurance level of $250,000. For depositors
using the product, the Bank accepts money market and time deposits from the
depositors, and places the amounts over $250,000 into a network of individual insured
financial institutions in amounts at or below the FDIC insurance level. The Bank
receives reciprocal deposits from the other financial institutions in the network that use
the correspondent product. These deposits are classified as brokered deposits for
regulatory purposes.

At December 31, 2015 and 2014, the Bank included reciprocal deposits of
$26,179,024 and $28,627,029, respectively, on its balance sheet.

The aggregate amount of time deposits in denominations of $250,000 or more at
December 31, 2015 and 2014 was $2,471,876 and $2,970,460 respectively.
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At December 31, 2015, the scheduled maturities of time deposits are as follows:

2016 $19,159,028
2017 7,017,249
2018 3,310,186
2019 2,083,928
2020 18,004
Thereafter 161,000
$31,749,395

NOTE 7 — AVAILABLE LINES OF CREDIT AND BORROWINGS

The Bank had federal funds line of credit agreements with three financial institutions
as of December 31, 2015. The maximum borrowings available under these lines
totaled $10,170,000 and are subject to renewal on an annual basis. These lines are
unsecured and are intended to support short-term liquidity needs; accordingly, the
agreements may restrict consecutive day usage. The balances outstanding under
federal funds line of credit arrangements with these institutions was $2,386,800 and
$0 as of December 31, 2015 and 2014, the Bank maintained various short- and
long-term lines of credit, with the following available facilities of respectively. The
Bank has executed a blanket pledge and security agreement with the Federal Home
Loan Bank, which encompasses certain loans and securities as collateral for these
credit facilities.

The Bank, as a member of the Federal Home Loan Bank (FHLB) of Des Moines,
has also entered into an "Advances, Security and Deposit Agreement" which
provides a credit arrangement with the FHLB. Borrowings under the credit
arrangement are collateralized by the Bank's FHLB stock, deposits at the FHLB, and
pledged loans and securities. At December 31, 2015, the Bank's maximum
borrowing capacity with the FHLB was $16,680,000, which provided the Bank with
$9,407,000 excess borrowing capacity.

As of December 31, 2015, the Bank had two outstanding borrowings with the FHLB,
one at a fixed interest rate of 3.32% and the other at a fixed rate of 0.57%.
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Scheduled principal repayments of the borrowings were as follows:

Years Ending December 31, 2016 $ 2,013,900
2017 1,013,900
2018 1,013,900
2019 844 917
Thereafter -
$ 4,886,617

NOTE 8 — INCOME TAXES

Income tax expense consists of the following:

2015 2014
Current tax expense $ - $ -
Deferred tax expense 236,000 289,000
Income tax provision $ 236,000 $ 289,000

The provision for income taxes differs from the amount computed by applying the
statutory federal income tax rate due primarily to non-deductible expenses and tax
exempt income.
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Deferred income taxes represent the tax effect of differences in timing between
financial statement income and taxable income. The net deferred tax assets, recorded

among other assets, in the accompanying balance sheets include the following
components at December 31:

2015 2014
Deferred tax assets
Net operating loss carryforward $ 388,129 $ 568,873
Valuation allowance on other real estate owned 8,248 79,534
Reserve for losses on commitments 2,944 2,179
Nonaccrual interest 189,078 170,001
Accrued employee benefits 39,846 46,359
Unrealized loss on available-for-sale securities 70,236 109,495
Total deferred tax assets 698,481 976,441
Deferred tax liabilities
Accumulated depreciation (93,657) (96,687)
Allowance for loan losses (49,090) (50,790)
Prepaids (14,342) (13,825)
Loan origination costs (34,640) (33,128)
Total deferred tax liabilities (191,729) (194,430)
Net deferred tax assets $ 506,752 $ 782,011

Management believes, based upon the Bank's recent historical performance and
future projections, the deferred tax assets will be realized in the normal course of
operations, and has determined that no valuation allowance is necessary at
December 31, 2015 and 2014.

As of December 31, 2015 and 2014, the Bank had available to offset future taxable

income net operating loss carryforwards of $1,114,000 and $1,673,000, respectively.
The carryforwards will begin to expire in 2026, unless utilized in earlier tax years.
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NOTE 9 - FAIR VALUE

The following is a description of the Bank’s valuation methodologies for assets and
liabilities recorded at fair value:

Securities Available for Sale — Securities are recorded at fair value on a recurring
basis based upon measurements obtained from an independent pricing service. The
fair value measurements consider observable data that may include dealer quotes,
market spreads, cash flows, the U.S. Treasury yield curve, market consensus
prepayment speeds, credit information and the bonds’ terms and conditions, among
other things (Level 2).

Collateral Dependent Impaired Loans — The Bank does not record loans at fair value
on a recurring basis. However, from time to time, fair value adjustments are recorded
on these loans to reflect (1) partial write-downs that are based on the current
appraised or market-quoted value of the underlying collateral or (2) the full charge-off
of the loan carrying value. In some cases, the properties for which market quotes or
appraised values have been obtained are located in areas where comparable sales
data is limited, outdated, or unavailable. Fair value estimates for collateral-dependent
impaired loans are obtained from real estate brokers or other third-party consultants
(Level 3).

Other Real Estate Owned — The Bank does not record other real estate owned at fair
value on a recurring basis. However, from time to time, fair value adjustments are
recorded on these properties to reflect the current appraised value (less an estimate
of cost to sell). In some cases, the properties for which appraised values have been
obtained are located in areas where comparable sales data is limited, outdated, or
unavailable. Fair value estimates for real estate held for sale are obtained from
independent appraisers (Level 2).
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The following table provides the hierarchy and fair value for each major category of

assets and liabilities recorded at fair value:

Fair Value Measurements at
December 31, 2015 Using

Level 1 Level 2 Level 3 Total
Assets and liabilities measured at fair
value on a recurring basis
Assets:
U.S. Government Agencies 3 $ 13,374,342 $ $ 13,374,342
Mortgage Backed Securities 2,986,367 2,986,367
Assets measured at fair value on a
non-recurring basis
Collateral Dependent Impaired Loans 1,326,976 1,326,976
Fair Value Measurements at
December 31, 2014 Using
Level 1 Level 2 Level 3 Total
Assets and liabilities measured at fair
value on a recurring basis
Assets:
U.S. Government Agencies 3 $ 12,287,164 $ $ 12,287,164
Mortgage Backed Securities - 2,726,063 - 2,726,08:
Assets measured at fair valueon a
non-recurring basis
Collateral Dependent Impaired Loans 1,297,105 1,297,105
Other Real Estate Owned 432,500 432,500

At December 31, 2015, impaired loans had a carrying value of $1,417,084 and there
was a valuation allowance of $90,108 recorded through earnings. At December 31,
2014, impaired loans had a carrying value of $1,381,813 with a valuation allowance of
$84,708 recorded through earnings.

There was no other real estate owned as of December 31, 2015. At December 31,
2014, other real estate owned with a book value of $641,356 is carried at its fair value
of $432,500. The valuation allowance of $208,856 has been recorded through
earnings.

During 2015, there were no changes or amounts in Level 3 assefs or liabilities
measured at fair value on a recurring basis.
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NOTE 10 - OFF-BALANCE SHEET ACTIVITIES

The Bank is a party to credit related financial instruments with off-balance sheet risk in
the normal course of business to meet the financing needs of its customers. These
financial instruments include commitments to extend credit, stand-by letters of credit
and commercial letters of credit. Such commitments involve, to varying degrees,
elements of credit and interest rate risk in excess of the amount recognized in the
balance sheets.

The Bank’s exposure to credit loss is represented by the contractual amount of these
commitments. The Bank follows the same credit policies in making commitments as it
does for on-balance sheet instruments.

At December 31, the following financial instruments were outstanding whose contract
amounts represent credit risk:

2015 2014
Commitments to grant loans $ 8,614,930 $ 6,046,829
Commercial and standby letters of credit 43,041 361,502

Commitments to extend credit are agreements to lend to a customer as long as there
is no violation of any condition established in the contract. Commitments generally
have fixed expiration dates or other termination clauses and may require payment of a
fee. Several of the commitments may expire without being drawn upon. Therefore,
the total commitment amounts do not necessarily represent future cash requirements.
The amount of collateral obtained, if it is deemed necessary by the Bank, is based on
management’s credit evaluation of the customer.

Commercial and stand-by letters of credit are conditional commitments issued by the
Bank to guarantee the performance of a customer to a third party. Those letters of
credit are primarily issued to support public and private borrowing arrangements.
Essentially all letters of credit issued have expiration dates within one year. The credit
risk involved in issuing letters of credit is essentially the same as that involved in
extending loan facilities to customers. The Bank generally holds collateral supporting
those commitments if deemed necessary.

At December 31, 2015, the Bank had an allowance for credit losses on unfunded
commitments of $8,658 carried as a component of other liabilities. During 2015, the
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provision for losses on unfunded commitments recorded through other noninterest
expense was $2,250.

NOTE 11 - EMPLOYEE BENEFIT PLANS

The Bank has a salary deferral and profit sharing plan (the Plan) under the provisions
of Section 401(k) of the Internal Revenue Code whereby eligible employees may defer
a portion of their gross wages. Employees eligible to participate in the Plan must be
over 21 years of age and may contribute up to the maximum amount provided by IRS
statute. The Bank makes discretionary profit sharing and matching contributions to
the Plan in amounts approved annually by the Board of Directors. Bank contributions
vest over a period of four years. The Bank made $17,806 and $15,076 of
discretionary plan confributions for the years ended December 31, 2015 and 2014,
respectively.

NOTE 12 — COMMITMENTS AND CONTINGENCIES

Operating leases - The Bank leases its branch and administrative office in Olympia,
Washington, under an operating lease agreement, which expires in 2025, and
subject to two five year renewals at the Bank's option. Future minimum lease
payments are as follows:

Years ending December 31, 2016 $ 133,427
2017 136,763

2018 140,182

2019 143,687

2020 147,279

Thereafter 2,563,650

$3,264,988

Rent expense was $87,500 and $57,500 for the years ended December 31, 2015
and 2014, respectively.

Legal contingencies - The Bank, in the ordinary course of business, may become a
defendant in certain claims and legal actions. In the opinion of management, after
consultation with legal counsel, there are no matters or potential claims presently
known to the Bank that are expected to have a material adverse effect on the
financial condition or results of operations of the Bank.
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NOTE 13 - STOCK-BASED COMPENSATION

In 2015 and 2014, the Bank granted employees and members of management
2,000 and 8,000 units of stock appreciation rights at a stated value of $8.97 and
$8.50 per unit, respectively, retroactively adjusted for stock dividends and splits.
During 2015, 2,800 units were paid and 1,200 units were forfeited. The units are
required to be settled in cash and are recorded as liabilities on the balance sheet.
They are redeemable at the option of the holder and, generally, vest ratably over
five years. The Bank accrues or reduces expense based on the difference between
the fair value of its common stock and the stock appreciation rights carrying value at
each period-end measurement date. There were no stock units redeemed or
forfeited during 2015 or 2014.

The following summarizes units which are outstanding as of December 31:

2015 2014
Units of stock appreciation rights outstanding 28,000 32,000
Liability for stock appreciation rights 42,290 33,049
Stock appreciation rights recognized 9,241 18,035

In 2004, the Bank established a stock option plan that provides qualified and
nonqualified stock options to key employees of the Bank. The plan allows for the
granting of both incentive and nonqualified stock options. All options granted and
outstanding under the plan are exercisable at purchase prices which approximate
fair value on the date of grant. The options vested over periods of three years and
expire ten years from the date of grant. Option exercise prices, number of shares
granted to recipients, and durations for stock options are determined and approved
by the Board of Directors.
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The following summarizes options which are available and outstanding under the

plan:
Weighted
Weighted Average
Non- Average Remaining Weighted Aggregate
Total Incentive  statutory Exercise  Contractual  Average Intrinsic
Options  Options Options Price Term Fair Value Value
O ptions outstanding - 15,000 15,000 - $ 10.00 1.02years $ 274
December 31, 2014

Options Expired (15,000) (15,000)
Options Outstanding

December 31, 2015 -
Options Exercisable
December 31, 2015 - - - -

No stock options were granted for the years ended December 31, 2015 and 2014.
Additionally, no stock-based compensation expense was recognized for the years
ended December 31, 2015 and 2014 and no unrecoghized compensation costs
existed at December 31, 2015 or 2014.

In April 2010, as part of the Confidential Private Placement Offering (the Offering),
the Bank issued one warrant to purchase one share of stock for every five shares
acquired during the Offering. All warrants allow for the purchase of additional
common shares at $7 per share and are exercisable within five years of issuance.
As of December 31, 2015 and 2014, there were 0 and 9,116 warrants outstanding
that related to the Offering. There were 1,460 and O warrants exercised for a total of
$10,220 and $0 for the years ended December 31, 2015 and 2014, respectively. No
warrants were issued during the years ended December 31, 2015 and 2014.
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NOTE 14 - RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Bank has granted loans to principal officers
and directors and their affiliates and holds deposits from these related parties as
follows:

2015 2014
Loans to principal officers and directors
and their affiliates $ 3,160,577 $ 1,276,663
Deposits from related parties 8,546,032 5,915,416

NOTE 15 - MINIMUM REGULATORY CAPITAL REQUIREMENTS

The Bank is subject to various regulatory capital requirements administered by the
federal banking agencies. Failure to meet minimum capital requirements can initiate
certain mandatory and possibly additional discretionary actions by regulators that, if
undertaken, could have a direct material effect on the Bank’s financial statements.
Under capital adequacy guidelines and the regulatory framework for prompt corrective
action, the Bank must meet specific capital guidelines that involve quantitative
measures of their assets, liabilities, and certain off-balance sheet items as calculated
under regulatory accounting practices. The capital amounts and classification are
also subject to other factors. Prompt corrective action provisions are not applicable to
bank holding companies. The final rules implementing Basel Committee on Banking
Supervision’s capital guidelines for U.S. banks (Basel Il rules) became effective for
January 1, 2015 with full compliance with all of the requirements phased in over a
multi-year schedule, and fully phased in by January 1, 2019. The net unrealized gain
or loss on available for sale securities is not included in computing regulatory capital.
Capital amounts and ratios for December 31, 2014 are calculated using Basel | rules.
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Quantitative measures established by regulation to ensure capital adequacy require
the Bank to maintain minimum amounts and ratios (set forth in the following table) of
total and Tier 1 capital (as defined in the regulations) to risk-weighted assets (as
defined), Common Equity Tier 1 capital (as defined in the regulations) to risk-weighted
assets (as defined), and of Tier 1 capital (as defined) to average assets (as defined).
Management believes, as of December 31, 2015 and 2014, that the Bank meets all
capital adequacy requirements to which it is subject.

When fully phased in on January 1, 2019, the Basel Il capital rules will require the
Bank to maintain a minimum ratio of common equity tier 1 capital to risk-weighted
assets of at least 4.5%, plus a 2.5% “capital conservation buffer” (which is added to
the 4.5% common equity tier 1 capital ratio as the buffer is phased in, effectively
resulting in a minimum ratio of common equity tier 1 capital to risk-weighted assets of
7% upon full phase in). The Bank will also be required to maintain a tier 1 capital to
risk-weighted assets ratio of 6.0% (8.5% including the capital conservation buffer), a
total capital to risk-weighted assets ratio of 8.0% (10.5% including the capital
conservation buffer), and a tier 1 capital to quarterly average assets ratio of 4.0%.

The aforementioned capital conservation buffer phases in at 0.625% annually over a
four year period beginning January 1, 2016, and is designed to absorb losses during
periods of economic stress. Banking institutions with capital ratios above the base
minimums but below the effective minimums (which include the buffer) will face
constraints on dividends, equity repurchases and compensation based on the amount
of the shortfall.

The following table presents actual and required capital ratios as of December 31,
2015 for the Bank under the Basel Il Capital Rules. The minimum required capital
amounts presented include the minimum required capital levels as of December 31,
2015 based on the phase-in provisions of the Basel lll Capital Rules. Capital levels
required to be considered well capitalized are based on prompt corrective action
regulations, as amended to reflect changes under the Basel Il Capital Rules.
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Minimum
to be Well
Minimum Capitalized Under
Capital Prompt Corrective
Actual Requirement Action Provisions

Amount Ratio Amount Ratio Amount Ratio

(dolars in thousands)
As of December 31, 2015

Total capital to risk weighted assets  $12,749 21.8% $4,683 8.0% $5,853 10.0%

Tier 1 capital to risk-weighted assets 12,012 20.5 3,512 6.0 4,683 8.0
Common Tier 1 capital to
risk-weighted assets 12,012 20.5 2634 4.5 3,805 8.5
Tier 1 capital tc average assets 12,012 8.8 5452 40 6,815 5.0
Minimum
to be Well
Minimum Capitalized Under
Capital Prompt Corrective
Actual Requirement Action Provisions

Amount Ratio Amount Ratio Amount Ratio

(dollars in thousands)
As of December 31, 2014

Total capital to risk weighted assets  $12,157 22.0% $4,414 8.0% $5,5617 10.0%

Tier 1 capital to risk-weighted assets 11,464 20.8 2,207 4.0 3,310 6.0

Tier 1 capital to average assets 11,464 9.8 4,685 4.0 5,856 5.0
Regulatory authorities can initiate certain mandatory actions if the Bank fails to meet
the minimum capital requirements, which could have a direct and material effect on the
Bank’s financial statements. Management believes, as of December 31, 2015, that the

Bank meets all capital adequacy requirements to which it is subject and that the Bank
exceeds the minimum levels necessary to be considered “well capitalized.”
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Thurston First Bank
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Years ended December 31, 2015 and 2014

Federal banking regulations place certain restrictions on dividends paid by the Bank.
Approval by federal regulators is required if the total of all dividends declared by the
Bank exceeds the total of its net profits for the year combined with its retained net
profits of the preceding two years.

In addition, dividends paid by the Bank would be prohibited if the effect thereof would
cause the Bank's capital to be deemed below the applicable minimum capital
requirements.

NOTE 16 — OTHER NONINTEREST EXPENSES

The composition of other noninterest expenses is summarized as follows for the years
ended December, 31:

2015 2014
Loan and other real estate owned related expenses $ 19,745 $ 41,697
IT related expenses 178,271 164,831
Washington State B&O taxes 56,548 57,620
Sales related expenses 45776 43,821
Training and education 36,522 34,877
Director and shareholder related fees 37,895 40,744
Correspondent Bank fees 26,461 28,882
Third-party servicing 34,388 36,082
Bank insurance 22,164 22,943
Office supplies 17,832 22,821
Mobile branch expense 8,302 9,271
Miscellaneous other expense 28,059 25,622
Freight & courier 4,625 3,898

$ 516,588 § 533,109
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Thurston First Bank
Unaudited Balance Sheets as of June 30, 2016 and 2015
{Dollars in Thousands)

Assets 2016 2015
Cash and due from banks 2,394 2,324
Federal funds sold - 1,315
Cash and cash equivalents 2,394 3,639
Certificates of Deposit with other banks 47,147 30,943
Securities available for sale 6,728 15,798
Nonmarketable equity securities 482 550
Loans, net 72,924 67,789
Premises and equipment, net 519 558
Cash surrender value of life insurance 2,075 2,002
Net deferred tax asset 189 707
Other real estate owned - 68
Accrued interest receivable 589 639
Other assets 220 112
Total assets 133,267 122,805

Liabilities and Shareholders’ Equity

Liabhilities
Deposits:
Demand, noninterest-bearing 36,065 26,419
Interest-bearing demand 49,222 49,791
Time 30,266 29,141
Total deposits 115,553 105,351
Federal funds purchased 1,329 -
FHLB Borrowings 3,380 5,394
Accrued interest payable 27 19
Other liabiliies 197 258
Total liabilities ‘ 120,486 111,022

Shareholders’ Equity

Common stock (par value: $1) 1,354 1,353
Surplus 11,334 11,331
Accumulated eamnings (deficit) 10 (609)
Accumulated other comprehensive income (loss) (17) (292)
Total shareholders' equity 12,781 11,783

Total liabilities and shareholders’ equity 133,267 122,805



Thurston First Bank

Unaudited Statements of Income for the Six-Month Period Ended June 30, 2016 and 2015

{Dollars in Thousands)

Interest and Dividend Income
Loans
Investment securities available for sale
Federal funds sold and certificates of deposit
Dividend and other interest income
Total interest income
Interest Expense
Deposits
Other borrowings
Total interest expense
Net interest income
Provision for Credit Losses
Net interest income after provision for credit losses
Noninterest Income
Deposit service charges and other income
Earnings on bank-owned life insurance
Total noninterest income
Noninterest Expense
Salaries and employee benefits
Professional fees
Data processing
FDIC insurance and assessments
Occupancy expense
Advertising
Depreciation expense
Other noninterest expense
Total noninterest expense
Net Income Before Income Taxes
Income Tax Expense (Benefit)
Net Income

2016

1,990
143
224

2,357

M
64
305
2,052

2,052

63
35
98

780
97
244
75
123
50
30
82
1,481
669
216
453

2015

1,845
180
142

2,167

235
80
315
1,852

1,847

62
34
96

824
119
il
101
7
72
39
120
1,568
375
116
259
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Financial Report
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Independent Auditors’ Report

Board of Directors
Commencement Bank
Tacoma, Washington

Report on the Financial Statements

We have audited the accompanying financial statements of Commencement Bank, which are comprised of the balance
sheets as of December 31, 2015 and 2014, and the related statements of income, comprehensive income, shareholders'
equity and cash flows for the years then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation and
maintenance of intemal control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditors’ Responsibility

QOur responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in
accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement.

An audit includes performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments the auditor
considers internal control relevant to the entity's preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control, Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
Commencement Bank as of December 31, 2015 and 2014, and the results of its operations and its cash flows for the years
then ended, in conformity with accounting principles generally accepted in the United States of America.

70@/ , %W, (e lealicto ¢ Ganuae , Pc.

Denver, Colorado
March 30, 2016
1580 Lincoln Street « Suite 700 ¢ Denver, CO 80203
303/296-6033 « FAX 303/296-8553

Certified Public Accountants * A Professional Corporation
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Balance Sheets

{Dollars in Thousands)

Commencement Bank
December 31, 2015 and 2014

Assets
Cash and due from banks
Interest-bearing deposits in other financial institutions
Cash and cash equivalents

Federal Funds Sold

Securities available for sale

Federal Home Loan Bank stock, at cost
Federal Reserve Bank stock, at cost

Loans .
Allowance for credit losses
Net loans

Premises and equipment, net

Other real estate owned

Cash surrender value of life insurance
Accrued interest receivable

Other assets

Total assets
Liabilities and Shareholders’ Equity

Liabilities
Deposits:
Demand, noninterest-bearing
Savings and interest-bearing demand
Time
Total deposits

FHLB Borrowings
Accrued interest payable
Other liabilities

Total liahilities
Commitments and Contingencies (Note 9)

Shareholders’ Equity
Common stock (par value; $1); authorized 10,000,000 shares;
2,219,500 shares issued and outstanding in 2015 and 2014
Additional paid in capital
Accumulated deficit
Accumulated other comprehensive income (loss)
Total shareholders’ equity

Total liabilities and shareholders’ equity

See notes to financial statements.

2015

$ 4,026
21,224
25,250

5
3,387
329
666

145,086
(1,962)
143124

600
338
4,375
319
673

$179,066

$ 28,301
66,174
58,154

152,629

3,200
27
671

156,527

2,219
20,949
(644)
15
22,539

$179,066

2014

$ 3,795
22,007
25,802

2.929
284
631

133,410
(1,851)
131,559

698
642
4,217
327
565

$167,654

$ 24,394
65,183
53,060

142,637

3,200
23
273

146,133

2,219
20,911
(1,631)
22
21,521

$167,654




Statements of Income

(Doltars in Thousands)

Commencement Bank
For the Years Ended December 31, 2015 and 2014

Interest and Dividend Income
Loans
Interest-bearing deposits in other financial institutions
Securities available for sale
Dividends on Federal Reserve Bank and FHLB Stock
Total interest income

Interest Expense
Deposits
Long-term borrowings
Total interest expense

Net interest income
Provision for Credit Losses
Net interest income after provision for credit losses

Noninterest Income
Service charges on deposit accounts
Gain (loss) on other real estate owned
Gain on sale of available for sale security
Other
Total noninterest income

Noninterest Expense
Salaries and employee benefits
Occupancy
Furniture and equipment
Data processing
Marketing and development
Other
Total noninterest expense

Net Income Before Income Taxes
Income Tax Expense
Net Income

Basic earnings per share

Diluted eamings per share

See nofes to financial statements.

2,973
352
103
342
109

1,129

5,008

1,320
400
920

$0.41
$0.41




Statements of Comprehensive Income

{Dollars in Thousands)

Commencement Bank
For the Years Ended December 31, 2015 and 2014

Other Comprehensive Income
Unrealized gains (losses) on available for sale securities
Reclassification adjustment for gain realized in net income
Tax effect
Total other comprehensive income (loss)

Total Comprehensive Income

See notes to financial statements.

2015

2014




Statements of Shareholders’ Equity

(Dollars in Thousands, Except Share Information)

Commencement Bank

For the Years Ended December 31, 2015 and 2014

Balance at December 31, 2013
Net income
Other comprehensive loss

Stock-based compensation expense

Balance at December 31, 2014

Net income

Other comprehensive income
Stock-hased compensation expense
Cash dividend

Balance at December 31, 2015

See notes fo financial statements.

Shares of
Common
Stock

2,219,500

2,219,500

Common
Stock

$2,219

$2,219

Additional

Paid in
Capital

$20,893

$20,949

Accumuiated

Other
Accumulated Comprehensive
Deficit Income (loss)

($2,551) $(7)
920 --
-- 29
(1,631) 22
1,142 --
- (7
(155) --
(§644) $15

Total
$20,554
920
29
18

21,521
1,142
(7)

38
(155)
$22,539




Statements of Cash Flows

(Dollars in Thousands)

Commencement Bank
For the Years Ended December 31, 2015 and 2014

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash provided by
operating activities:
Provision for credit losses
L.oan recoveries
Depreciation and amortization
Stock-based compensation expense
Net amortization of premium on securities available for sale
Gain on sale of available for sale investment securities
Deferral of loan origination costs and fees, less amortization
Increase in cash surrender value of life insurance
(Gain) loss on sale of other real estate owned
Write-down of other real estate owned
Deferred federal income tax
Decrease in accrued interest receivable
Increase (decrease) in accrued interest payable
Other
Net cash provided by operating activities

Cash Flows from Investing Activities
Activity in securities available for sale:
Maturities, prepayments and calls
Sales
Purchases
(Increase) decrease in federal funds sold
Purchase of Federal Home Loan Bank and Federal Reserve Bank stock
Sale of Federal Home Loan Bank and Federal Reserve Bank stock
Increase in loans made to customers, net of principal collections
Proceeds from sale of other real estate owned
Purchases of premises, equipment and software
Net cash used in investing activities

Cash Flows from Financing Activities
Net increase (decrease) in deposits
Payment of cash dividend
Net cash provided by (used in) financing activities

Net change in cash and cash equivalents

Cash and Cash Equivalents
Beginning of period

End of period

Supplemental Disclosure of Cash Flow Information
Interest paid
Income taxes paid

See noles to financial statements.

409
997
(1,914)
()
(259)
179
(11,748)
374
(45)
(12,012)

9,992
(155)
9,837

(552)

25,802
$25,250

| 755
$380

2014
$920

166

(4,087)

(4,087)
(5,984)

31,786
$25,802

$760
$15




Notes fo Financial Statements

Commencement Bank
December 31, 2015 and 2014

Note 1 - Nature of Operations and Summary of Significant Accounting Palicies
Nature of Operations

Commencement Bank (the Bank), opened December 11, 2006, and operates one branch in Tacoma, Washington and two
loan production offices in Enumelaw and Auburn, Washington. The Bank provides loan and deposit services to customers,
who are predominately individuals and small and midsized businesses in westemn Washington.

Financial Statement Presentation

Preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America and practices within the banking industry requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, and disclosure of contingent assets and liabilities, as of the date of the balance
sheet, and the reported amounts of revenue and expenses during the reporting period. Actual results could differ from those
estimates. Material estimates that are particularly susceptible to significant change in the near term relate fo the
determination of the allowance for credit losses and the valuation of deferred tax assets. All dollar amounts are stated in
thousands.

Subsequent Events

Management evaluates events occurring subsequent fo the balance sheet date, through the date the financial statements are
eligible to be issued, to determine whether the events require recognition or disclosure in the financial statements. If a
subsequent event evidences conditions existing at the balance sheet date, the effects are recognized in the financial
statements (recognized subsequent event). If a subsequent event evidences conditions arising after the balance sheet date,
the effects are not recognized in the financial statements but rather disclosed in the notes to the financial statements (non-
recognized subsequent events). The effects of subsequent events are only recognized if material, or disclosed if the financial
statements would otherwise be misleading.

With respect to the December 31, 2015 financial statements, Management has considered subsequent events through March
30, 2016, which is the date the financial statements were available to be issued.

Securities Available for Sale

Securities available for sale consist of debt securities that the Bank intends to hold for an indefinite period but not necessarily
to maturity. Such securities may be sold to implement the Bank’s asset and liability management strategies and in response
to changes in interest rates and similar factors. Securities available for sale are reported at fair value. Unrealized gains and
losses, net of the related deferred tax effect, are reported as a net amount in a separate component of shareholders’ equity
entitled “accumulated other comprehensive income.” Realized gains and losses on securities available for sale, determined
using the specific-identification method, are included in earnings. Amortization of premiums and accretion of discounts are
recognized in interest income over the period to maturity. For mortgage-backed securities, actual maturity may differ from
contractual maturity due to principal payments and amortization of premiums and accretion of discounts may vary due to
prepayment speed assumptions.



Notes to Financial Statements

Commencement Bank
December 31, 2015 and 2014

Note 1 - Nature of Operations and Summary of Significant Accounting Policies (continued)
Securities Available for Sale (continued)

Management evaluates securities for other-than-temporary impairment ("OTTI") on at least a quarterly basis, and more
frequently when economic or market conditions warrant such an evaluation. For securities in an unrealized loss position,
management considers the extent and duration of the unrealized loss, and the financial condition and near-term prospects of
the issuer. Management also assesses whether it intends to sell, or it is more likely than not that it will be required fo sell, a
security in an unrealized loss position before recovery of its amortized cost basis. If either of the criteria regarding intent or
requirement to sell is met, the entire difference between amortized cost and fair value is recognized as an impairment charge
to eamings. For debt securities that do not meet the aforementioned criteria, the amount of impairment is split into two
components as follows: 1) OTTI related to credit loss, which is recognized as an impairment charge to earnings, and 2) OTTI
related to other factors, which is recognized in other comprehensive income. The credit loss is defined as the difference
between the present value of the cash flows expected to be collected and the amortized cost basis. For equity securities, the
entire amount of impairment is recognized through earnings.

Federal Home Loan Bank of Des Moines Stock

In May 2015, the Federal Home Loan Bank of Seattle merged info the Federal Home Loan Bank of Des Moines. All stock
held by the Bank was converted to the Federal Home Loan Bank of Des Moines at that time. The Bank, as a member of the
Federal Home Loan Bank of Des Moines (FHLB), is required to maintain an investment in capital stock of the FHLB in an
amount equal to the greater of 0.12 percent of total assets and or 4.0 percent of advances from the FHLB. The recorded
amount of the FHLB stock equals its fair value because the shares can be redeemed only by the FHLB at the $100 per share
par value. The Bank views its investment in the FHLB stock as a long-term investment. Accordingly, when evaluating for
impairment, the value is determined based on the ultimate recovery of the par value rather than recognizing temporary
declines in value. The determination of whether a decline affects the ultimate recovery is influenced by criteria such as: 1) the
significance of the decline in net assets of the FHLB as compared to the capital stock amount and length of time a decline has
persisted; 2) impact of legislative and regulatory changes on the FHLB and 3) the liquidity position of the FHLB.

Federal Reserve Bank of San Francisco Stock

The Bank, as a member of the Federal Reserve Bank of San Francisco (FRB), is required to subscribe to Federal Reserve
Stock in an amount equivalent to 6 percent of its capital and surplus. Although the par value of the stock is $100 per share,
banks pay only $50 per share at the time of purchase, with the understanding that the other half of the subscription amount is
subject to call at any time. The recorded amount of the FRB stock equals its fair value because the shares can be redeemed
only by the FRB at the par value.

Loans Receivable

Loans receivable that management has the intent and ability to hold for the foreseeable future or until maturity or payoff are
reported at their outstanding principal balances and adjusted for any charge-offs, the allowance for credit losses, any deferred
fees or costs on originated loans, and unamortized premiums or discounts on purchased loans. Loan fees and certain direct
loan origination costs are deferred, and the net fee or cost is recognized as an adjustment to interest income.

Because some loans may not be repaid in full, an allowance for credit losses is recorded. An allowance for credit losses is a
valuation allowance for probable incurred credit losses. The allowance for credit losses is increased by a provision for credit
losses charged to expense and decreased by charge-offs (net of recoveries). The allowance is based on ongoing, quarterly
assessments of the probable and estimable losses inherent in the loan portfolio. The Bank's methodology for assessing the
a;l)propriateness of the allowance consists of several key elements, which include the formula allowance and specific
allowances.



Notes to Financial Statements

Commencement Bank
December 31, 2015 and 2014

Note 1 - Nature of Operations and Summary of Significant Accounting Policies {continued)
Loans Receivable {continued)

Troubled debt restructurings are loans for which concessions in terms have been made as a result of the borrower
experiencing financial difficulty. Generally, concessions granted to customers include lower interest rates and modification of
the payment stream to lower or defer payments. Interest on troubled debt restructurings is accrued under the new terms if
the loans are performing and full collection of principal and interest is expected. However, interest accruals are discontinued
on troubled debt restructurings that meet the Bank’s nonaccrual criteria.

Interest income on loans is accrued over the term of the loans based upon the principal outstanding. The accrual of interest
on loans is discontinued when, in management's opinion, the borrower may be unable to meet payments as they become
due. Past due status is based on contractual terms of loans. When interest accrual is discontinued, all unpaid accrued
interest is reversed. Interest income is subsequently recognized only to the extent that cash payments are received until, in
management's judgment, the borrower has the ability to make contractual interest and principal payments, in which case the
loan is returned to accrual status.

Generally, loans are charged off in whole or in part on a loan-by-loan basis after they become significantly past due and
based upon management’s review of the collectability of all or a portion of the loan unless the loan is in the process of
restructuring. Charge off amounts are determined based upon the carrying amount of loans and the amount estimated fo be
collectible as determined by analyses of expected future cash flows and liquidation of loan collateral.

Allowance for Credit Losses

The allowance for credit losses is a valuation allowance for probable incurred credit losses and is established as losses are
estimated to have occurred through a provision for loan losses charged to earnings. Loan losses are charged against the
allowance when management helieves the uncollectibility of a loan balance is confirmed. Subsequent recoveries, if any, are
credited to the allowance. The allowance for credit losses is evaluated on a regular basis by management and is based upon
management's periodic review of the collectibility of the loans in light of historical experience, the nature and volume of the
loan portfolio, adverse situations that may affect the borrower's ability to repay, estimated value of any underlying collateral
and prevailing economic conditions. This evaluation is inherently subjective as it requires estimates that are susceptible to
significant revision as more information becomes available.

The allowance consists of specific, general and unallocated components. The specific component relates to loans that are
classified as doubtful, substandard or special mention. For such loans that are also classified as impaired, an allowance is
established when the discounted cash flows (or collateral value or observable market price) of the impaired loan is lower than
the carrying value of that loan. Impaired loans are all specifically identified loans for which it is probable that the Bank will not
collect all amounts due according to the contractual terms of the loan agreement. The general component covers non-
classified loans and is based on historical loss experience adjusted for qualitative factors. An unallocated component is
maintained to cover uncertainties that could affect management's estimate of probable losses. The unallocated component of
the allowance reflects the margin of imprecision inherent in the underlying assumptions used in the methodologies for
estimating specific and general losses i the portfolio.



Notes to Financial Statements

Commencement Bank
December 31, 2015 and 2014

Note 1 - Nature of Operations and Summary of Significant Accounting Policies (continued)
Allowance for Credit Losses (continued)

The formula portion of the general credit loss allowance is established by applying a loss percentage factor to the different
loan types. The allowances are provided based on management's continuing evaluation of the pertinent factors underlying
the quality of the loan portfolio, including changes in the size and composition of the loan portfolio, actual loan loss
experience, current economic conditions, geographic concentrations, seasoning of the loan portfolio, specific industry
conditions, and the duration of the current business cycle. The recovery of the carrying value of loans is susceptible to future
market conditions beyond the Bank's control, which may result in losses or recoveries differing from those provided. Specific
allowances are established for loans evaluated for impairment in accordance with guidance which requires an allowance to
be established as a component of the allowance for credit losses when it is probable all amounts due will not be collected
pursuant to the contractual terms of the loan and the recorded investment in the loan exceeds its fair value. Fair value is
measured using either the present value of expected future cash flows discounted at the loan's effective interest rate, the
observable market price of the loan, or the fair value of the collateral, if the loan is collateral dependent. All loans subject to
evaluation and considered impaired are included in nonperforming assets. Smaller balances are excluded from this analysis.

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, collateral value, 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 that 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. Impairment is measured on a loan by loan basis for loans by either
the present value of expected future cash flows discounted at the loan’s effective interest rate, the loan's obtainable market
price, or the fair value of the collateral if the loan is collateral dependent.

Large groups of smaller balance homogenous loans are collectively evaluated for impairment. Accordingly, the Bank does
not separately identify individual consumer and residential loans for impairment disclosures.

The general component relates to non-impaired loans, and is based on historical loss experience adjusted for the effects of
qualitative factors that are likely to cause estimated credit losses as of the evaluation date to differ from the portfolio’s
historical loss experience. Qualitative factors include the following: Economic conditions; industry conditions; changes in
lending policies and procedures; trends in the volume and terms of loans; the experience, ability and depth of lending staff;
levels and trends in delinquencies; levels and trends in charge-off and recovery activity; levels and trends of loan quality as
determined by an internal loan grading system; portfolio concentrations.

On a quarterly basis, management estimates the allowance balance required using the criteria identified above in relation to
the relevant risks for each of the Bank's major loan segments. For construction, land and land development loans, major risk
factors include demand levels for residential and commercial development, and real estate prices. For mortgage loans
secured by residential real estate, major risk factors include unemployment levels and real estate prices. For mortgage loans
secured by commercial real estate, major risk factors include demand levels for products and services, rental rates and real
estate prices. For commercial and industrial loans, major risk factors include demand for products and services, and
operating cash flows. For consumer and other loans, the major risk factor is unemployment levels.

10



Notes to Financial Statements

Commencement Bank
December 31, 2015 and 2014

Note 1 - Nature of Operations and Summary of Significant Accounting Policies (continued)
Allowance for Credit Losses (continued)

The quality of the Bank’s loan portfolio is assessed as a function of the levels of past due loans and impaired loans, and
internal credit quality ratings which are updated quarterly by management. The ratings on the Bank's internal credit scale are
broadly grouped into the categories “non-classified” and “classified.” Non-classified loans are those loans with minimal
identified credit risk, as well as loans with potential credit weaknesses which deserve management’s attention but for which
full collection of contractual principal and interest is not significantly at risk. Classified loans are those loans that have well-
defined weakness that put full collection of contractual principal and interest at risk, and classified loans for which it is
probable that the Bank will not collect all contractual principal or interest are also considered impaired. The credit quality
ratings are an important part of the Bank’s overall credit risk management process and are considered in the determination of
the allowance for credit losses.

Determination of the allowance is inherently subjective as it requires estimates that are susceptible to significant revision as
more information becomes available. In addition, various regulatory agencies, as an integral part of their examination
process, periodically review the Bank's allowance. Such agencies may require the Bank to recognize additional losses based
on their judgments about information available to them at the time of their examination.

Premises and Equipment

Premises and equipment are stated at cost, less accumulated depreciation, which is computed on the straight-line method
over the estimated useful lives of the assets. Leasehold improvements are amortized over the term of the lease or the
estimated useful life of the improvement, whichever is less. Asset lives range from three to ten years. Gains or losses on
dispositions are reflected in earnings.

The assets are reviewed for impairment when events indicate their carrying value may not be recoverable. If management
determines impairment exists, the asset is reduced with an offsetting charge to expense.

Bank Owned Life Insurance

The Bank has purchased single premium life insurance policies for certain officers. The value of the policies is recorded at
the amount that would be received if the policies were surrendered. Increases or decreases in the cash value of the policies
are recognhized as income or expense in the period of change. The Bank entered into a Split Dollar Life insurance agreement
with certain officers and key employees on these policies.

Deferred Rent and Lease Incentives

Rental payments under operating leases for the Bank are charged to expense on the straight-line basis, after consideration of
rent holidays, step-rent provisions and escalation clauses.

11



Notes to Financial Statements

Commencement Bank
December 31, 2015 and 2014

Note 1 - Nature of Operations and Summary of Significant Accounting Policies {continued)
Income Taxes

Deferred tax assets and liabilities result from differences between the financial statement carrying amounts and the tax bases
of assets and liabilities, and are reflected at cutrently enacted income tax rates applicable to the period in which the deferred
tax assets or liabilities are expected to be realized or settled. The deferred tax provision represents the difference between
the net deferred tax asset and liability at the beginning and end of the year. Deferred tax assets are reduced by a valuation
allowance, when, in the opinion of management, it is more likely than not that some portion or all of the deferred tax assets
will not be realized. As changes in tax laws or rates are enacted, deferred tax assets and liabilities are adjusted through the
provision for income taxes.

A tax position is recognized as a benefit only if it is “more likely than not” that the tax position would be sustained in a tax
examination, with the presumption that a tax examination will occur. The amount recognized is the largest amount of tax
benefit that is greater than 50% likely to be realized on examination. For tax positions not meeting the "more likely than not”
test, no tax benefit is recorded.

The Bank is no longer subject to examination by taxing authorities for years before 2012.
New Accounting Pronouncements

The Financial Accounting Standards Board recently issued Accounting Standards Update 2016-01, Financial Instruments —
Overall (Subtopic 825-10): Recognition and Measurement of Financial Assets and Financial Liabilities. Under the new
standard, certain equity investments are required to be carried at fair value, with changes in fair value recognized in net
income. This applies to equity investments with readily determinable fair values that are not consolidated or carried on the
equity method. Debt securities classified as available-for-sale will continue to be carried at fair value with changes in fair
value recorded through other comprehensive income. The standard also reduces or eliminates several financial reporting
disclosure requirements. The standard is effective for the Bank beginning January 1, 2019; however, for 2015 the Bank has
early adopted a provision that eliminates the disclosures of the fair values of financial instruments carried at amortized cost.
Other provisions of the standard are not expected to have a significant impact to the consolidated financial statements.

On February 25, 2016, the Financial Accounting Standards Board (FASB) issued new lease accounting guidance in
Accounting Standards Update No. 2016-02, Leases (Topic 842). Under the new guidance, lessees will be required to
recognize certain assets and liabilities for all leases (with the exception of short-term leases) at the commencement date.
Nonpublic business entities should apply the amendments for fiscal years beginning January 1, 2020, for a calendar year
entity. Early application is permitted for all nonpublic business entities upon issuance. Management has not yet determined
the impact to the Bank's financial statements, if any.

Cash Equivalents and Cash Flows
The Bank considers all amounts included in the balance sheet caption “Cash and due from banks” and interest-bearing
deposits in other financial institutions to be cash equivalents. Cash flows from loans, deposits and short-term borrowings are

reported net. At times, cash balances on deposit in other financial institutions exceed FDIC insurance limits; however, the
Bank has not experienced any losses due to these concentrations.
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Commencement Bank
December 31, 2015 and 2014

Note 1 - Nature of Operations and Summary of Significant Accounting Policies {continued)
Advertising
The Bank expenses advertising costs as incurred.

Stock-Based Compensation

The Bank has a stock-based compensation option plan and stock warrants, which are described more fully in Note 11. The
Bank accounts for the stock option plan under the recognition and measurement principles as defined by guidance, which
requires the cash flows related to the tax benefits resulting from tax deductions in excess of compensation cost recognized for
those options (excess tax benefits) to be classified as financing cash flows.

Comprehensive Income

Components of comprehensive income are net income and all other non-owner changes in equity. Other comprehensive
income consists of unrealized holding gains and losses on available for sale securiies.

Fair Value Measurements

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants, excluding transaction costs. A fair value measurement assumes that the transaction to sell the
asset or transfer the liability occurs in the principal market for the asset or liability or, in the absence of a principal market, the
most advantageous market for the asset or liability. An orderly transaction is a transaction that assumes exposure to the
market for a period prior to the measurement date to allow for marketing activities that are usual and customary for
transactions involving such assets and liahilities; it is not a forced transaction. Market participants are buyers and sellers that
are (i) independent, (i) knowledgeable, (iii) able to transact and (iv) willing to transact.

When measuring fair value, entities should maximize the use of observable inputs and minimize the use of unobservable
inputs. The following describes the three levels of inputs that may be used to measure fair value:

= [evel 1 Inputs - Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting entity
has the ability to access at the measurement date.

= level 2 Inputs— 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; or other inputs that are observable or can be
corroborated by observable market data.

= Level 3 Inputs - Valuations for assets and liabilities that are derived from other valuation methodologies, including
option pricing models, discounted cash flow models and similar techniques, and not based on market exchange,
dealer, or broker traded transactions. Level 3 valuations incorporate certain assumptions and projections in
determining the fair value assigned to such assets or liabilities.

13



Notes to Financial Statements

Commencement Bank
December 31, 2015 and 2014

Note 2 - Securities

Debt securities have been classified according to management's intent. The amortized cost of the Bank’s securities and their
approximate fair value are as follows:

Gross Gross
Securities available for sale Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
December 31, 2015
Mortgage-backed securities $3,364 $44 $(21) $3,387
Total $3,364 $44 ($21) $3,387
December 31, 2014
Mortgage-backed securities $1,900 $43 $-- $1,943
US Treasury 997 - {11) 986
Total $2,897 $43 ($11) $2,929

The Bank only held mortgage-backed securities at December 31, 2015, Expected maturities may differ from contractual
maturities because borrowers may have the right to call or prepay obligations, with or without call or prepayment penalties.

The following tables present the gross unrealized losses and fair value of securities available for sale aggregated by the
length of time the individual securities have been in a continuous unrealized loss position at December 31, 2015 and 2014

Less than 12 months 12 months or more
Fair Unrealized Fair Unrealized
Value Losses Value Losses
December 31, 2015
Mortgage-backed securities $1,831 $ 2 $ -- $ --
December 31, 2014
US Treasury $ -- $ -- $ 986 $ (1)

The investment securities shown in the previous tables have fair values less than amortized cost and therefore contain
unrealized losses. Management evaluates securities for other-than-temporary impairment at least on a quarterly basis, and
more frequently when economic or market concerns warrant such evaluation. There are one and two investment securities
with unrealized losses at December 31, 2015 and 2014, respectively. The Bank anticipates full recovery of amortized cost
with respect to these securities at maturity or earlier in the event of a more favorable market interest rate environment.

There was $1 in gross gains realized on sales of securities in 2015 and $8 in gross gains realized on sales of securities in
2014. There were no gross losses realized on sales of securities in 2015 or 2014.

The fair value of pledged securities totaled $3,387 and $1,943 at December 31, 2015 and 2014, respectively.
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Note 3 - Loans and Allowance for Credit Losses

Loans at December 31 consist of the following:

2015 2014
Commercial $39,412 $41,305
Real estate:
Residential 1-4 family 11,742 10,497
Multi-Family 12,498 11,915
Commercial 75,719 64,783
Construction and land 4,187 3,651
Consumer 1,862 1,521
145,420 133,672
Less net deferred loan origination fees 334 262
Loans, net of deferred fees $145,086 $133,410
Transactions in the allowance for credit losses for the year ended December 31, 2015 are as follows:
Year ended December 31, 2015
Real Estate Commercial Consumer Total
Balance at beginning of period $ 1,267 $§ 566 $ 18 $1,851
Provision for loan losses 150 (270) N (121)
Charge-offs - -- -- --
Recoveries -- 232 -- 232
Balance at end of period $ 1,417 $ 528 $ 17 $1,962
Transactions in the allowance for credit losses for the year ended December 31, 2014 are as follows:
Year ended December 31, 2014
Real Estate Commercial Consumer Total
Balance at beginning of period $ 1179 $ 492 $ 61 $1,732
Provision for loan losses 9) 162 (108) 45
Charge-offs - (150) - (150)
Recoveries 97 62 65 224
Balance at end of period $ 1,267 $ 566 $ 18 $1,851
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Note 3 = Loans and Allowance for Credit Losses (continued)

Components of the allowance for credit losses, and the related carrying amount of loans for which the allowance is
determined, are as follows:

December 31, 2015

Real Estate Commercial Consumer Total
Allocation of Allowance to:
Impaired loans — evaluated individually ~ $ - $ - $ - $ -
Impaired loans ~ evaluated collectively - - - -
Total impaired loans - - - -

Unimpaired loans - evaluated collectively 1,417 528 17 1,962
$ 1,417 $ 528 $ 17 $1,962

December 31, 2015

Real Estate Commercial Consumer Total
Recorded Investment In:
Impaired loans — evaluated individually $ - $ - $ - $ -
Impaired loans — evaluated collectively - - - -
Total impaired loans - - - -

Unimpaired loans — evaluated collectively 104,146 39,412 1,862 145,420
$ 104,146 $ 39,412 $ 1,862 $145,420

December 31, 2014

Real Estate Commercial Consumer Total
Allocation of Allowance fo:
Impaired loans — evaluated individually ~— $ - $ - $ - $ -
Impaired loans — evaluated collectively - - - -
Total impaired loans - - - -

Unimpaired loans - evaluated collectively 1,267 566 18 1,851
$ 1,267 $ 566 $ 18 $ 1,851
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Note 3 - Loans and Allowance for Credit Losses (continued)

December 31, 2014

Real Estate

Recorded Investment In:

Impaired loans — evaluated individually

Impaired loans — evaluated collectively
Total impaired loans

Unimpaired loans — evaluated collectively

The carrying amounts of loans by performance status at December 31, 2015, are as follows:

Accruing Loans

Current

Real Estate $ 104,146
Commercial 39,412
Consumer 1,862
$ 145,420

30-89 Days 90 Days or More
Past Due Past Due

$ - $ -

$ $ .

The carrying amounts of loans by credit quality at December 31, 2015 are as follows:

Non-

Classified

Real Estate $ 102,419
Commercial 37,862
Consumer 1,862
$ 142,143

Classified
Unimpaired Impaired
$ 1,727 $ -

1,550 -
$ - 3217 $ -

17

Commercial Consumer

. $ - $ .

90,846 41,305 1,521

$ 90,846 $ 41,305 $ 1,521

Nonaccrual
Loans

$ -

$ -

133,672
$133,672

Total Loans
$ 104,146
39,412
1,862

$ 145,420
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Note 3 ~ Loans and Allowance for Credit Losses (continued)

The carrying amounts of loans by performance status at December 31, 2014 are as follows:

Accruing Loans

Current

Real Estate $ 90,846
Commercial 40,883
Caonsumer 1,521
$ 133,250

30-89 Days 90 Days or More
Past Due Past Due
5 - $ -
- 422
$ - $ 422

The carrying amounts of loans by credit quality at December 31, 2014 are as follows:

Non-

Classified

Real Estate $ 90,596
Commercial 40,841
Consumer 1,521
$ 132,931

Classified
Unimpaired Impaired
$ 250 $ -

491 -
$ 741 $

Nonaccrual
Loans Total Loans
$ - $ 90,846
- 41,305
- 1,521
$ - $ 133,672

There were no impaired loans as of or during the year ended December 31, 2015. Information relative to impaired loans at

December 31, 2014 is as follows:

Year Ended December 31,
December 31, 2014 2014
Recorded Interest
Investment In Recorded Income
Impaired Loans Investment In Valuation Contractual Commitments Recognized
With No Impaired Loans Total Allowance on principal of to Extend Average On
Valuation With A Valuation Impaired Impaired impaired Credit on Impaired Impaired
Allowance Allowance Loans Loans loans Impaired Loans Loans Loans
Real Estate $ $ $ $ $ $ $ 56 $
Commercial 58
Consumer
Reserve
Overdrafts
$ $ $ $ $ $ $ 114 $

The Bank had no troubled debt restructurings outstanding as of December 31, 2015 and 2014.
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Note 3 - Loans and Allowance for Credit Losses (continued)
Certain related parties of the Bank, principally directors and their associates were loan customers of the Bank in the ordinary
course of business during the year ended December 31, 2015 and 2014. Loans outstanding at December 31, 2015 and

2014, to key officers and directors totaled $4,311 and $3,489, respectively. During the years ended December 31, 2015 and
2014, loan advances totaled $10,234 and $5,930 and principal payments totaled $9,412 and $8,512, respectively.

Note 4 - Premises and Equipment

Components of premises and equipment at December 31 are as follows:

2015 2014
Leasehold improvements $ 688 $ 688
Furniture and equipment 684 639
$1,372 1,327
Less accumulated depreciation and amortization 772 629
Premises and equipment, net $ 600 $ 698
Note 5 - Deposits
The composition of deposits at December 31 is as follows:
2015 2014
Demand deposits, non-interest-bearing $ 28,301 $24,394
NOW and money market accounts 64,739 63,981
Savings deposits 1,435 1,202
Time certificates over $250,000 17,249 12,303
Other time certificates 40,905 40,757
Total deposits $152,629 $142,637
Scheduled maturities of time certificates of deposit for future years ending December 31 are as follows:
2016 $44,694
2017 7,448
2018 5,810
2019 83
2020 119
Total $58,154

Certain related parties of the Bank, principally directors and their affiliates were deposit customers of the Bank in the ordinary
course of business during year ended December 31, 2015, and 2014. Deposits from these customers at December 31, 2015
and 2014 totaled $5,543 and $4,949, respectively.
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Note 6 - FHLB Borrowings

The Bank has long-term borrowings with the FHLB of Des Moines with total credit on the lines equal to 35% of the Bank’s
total assets or $66,792, which is available dependent upon sufficient collateral and FHLB stock ownership. The Bank has
borrowings of $3,200 and $3,200 as of December 31, 2015 and 2014, respectively. As of December 31, 2015, the maturity
date related to these borrowings was April 2018 and they bear an interest rate of 0.88%. The Bank also has letters of credit
outstandin|g for $4,500 and $3,000, which are used to pledge for public deposits as of December 31, 2015 and 2014,
respectively.

The Bank has a blanket pledge of $68,465 in loans as collateral for the FHLB borrowings at December 31, 2015. In addition
the Bank has pledged $22,331 of loans as collateral for borrowings with the Federal Reserve Bank. Available borrowings
through this facility are approximately $10,548.

The Bank has agreements with commercial banks for lines of credit totaling $9,500 at December 2015 and December 2014,
none of which was used at both December 31, 2015 and 2014,

Note 7 - Employee Benefits

The Bank has a 401(k) profit sharing plan covering substantially all employees. Contributions to the 401(k) profit sharing plan
consist of matching contributions, which match 100% of the employees’ contributions up to 3% and then match 50% of the
following 2%. The Bank may also make profit sharing contributions which are at the discretion of its board of directors. There
were $78 in contributions by the Bank to this plan for the year ended December 31, 2015 and $69 in contributions for the year
ended December 31, 2014,

The Bank has also established a non-qualified Supplemental Executive Retirement Plan (*SERP") to provide its President
with supplemental retirement benefits. The periodic pension expense for the supplemental plan amounted to $162 for the
ear ended December 31, 2015. The present value of the projected benefit obligation and the vested benefit obligation was
%325 at December 31, 2015, all of which is unfunded. A discount rate of 4.8% was used in determining the actuarial
projected benefit at December 31, 2015.

Note 8 - Income Taxes

Allocation of income taxes between current and deferred portions is as follows:

2015 2014

Income Taxes
Current expense (beneﬁtl) $547 $(15)
Deferred expense (benefit) 36) 15
Total income taxes $511 $400
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Note 8 - Income Taxes (continued)

Tax efffethts of temporary differences that give rise to significant portions of deferred tax assets and liabilities at December 31
are as follows:

2015 2014
Deferred Tax Assets
Allowance for credit losses $ 270 $ 303
Accumulated depreciation 7 -
Charitable contributions - 12
Qrganizational costs 101 118
Capital loss 21 21
Writedowns on other real estate owned 17 18
SERP expense 110 55
Total deferred tax assets 526 527
Deferred Tax Liabilities
Cash basis accounting - 33
Accumulated depreciation - 17
Deferred income 107 94
Unrealized gain on available for sale securities 7 11
Total deferred tax liabilities 114 155
Net deferred tax assets before valuation allowance 442 372
Valuation Allowance 21) (21)
Net deferred tax assets $ 391 $ 351

Note 9 - Commitments and Contingencies

The Bank is party to financial instruments with off-balance-sheet risk in the normal course of business to meet the financing
needs of its customers. These financial instruments include commitments to extend credit. These instruments involve, to
varying degrees, elements of credit risk in excess of the amount recognized on the accompanying balance sheet.

The Bank's exposure to credit loss in the event of nonperformance by the other parly fo the financial instruments for
commitments to extend credit is represented by the contractual amount of those instruments. The Bank uses the same credit
policies in making commitments and conditional obligations as it does for on-balance-sheet instruments. A summary of the
Bank's commitments at Becember 31 is as follows: 1 .
2015 201

Commitments to extend credit $43 107 $41,292

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Since many of the commitments are expected to expire without being drawn upon, the total
commitment amounts do not necessarily represent future cash requirements. The Bank evaluates each customer's
creditworthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary by the Bank upon
extension of credit, is based on management's credit evaluation of the party. Collateral held varies, but may include accotnts
receivable, inventory, property and equipment, residential real estate and income-producing commercial properties.
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Note 9 - Commitments and Contingencies (continued)

At December 31, 2015, the Bank had an allowance for credit losses on unfunded commitments of $65 carried as a
component of other liakilities.

Because of the nature of its activities, the Bank is subject to various pending and threatenad legal actions which may arise in
the ordinary course of business. In the opinion of management, liabilities arising from these claims, if any, will not have a
material effect on the financial position of the Bank. Management has not been informed of any such claims at December 31,
2015.

The Bank has entered info an employment contract with its President, Chief Financial Officer, Chief Credit Officer and Chief
Operations Officer which provide for contingent payments subject to future events.

In November, 2011, the Bank executed a lease for a new facility that it occupies beginning in March, 2012. The term of the
lease is for 10 years, beginning March 1, 2012, with two options to extend the lease term for five years each. Rental expense
of leased premises was $292 and $269 for the years ended December 31, 2015 and 2014, respectively, which is included in
occupancy expense.

Minimum net rental commitments under noncancellable leases having an original or remaining term of one year or more for
future years ending December 31 are as follows:

2016 $303
2017 296
2018 294
2019 301
2020 308
Thereafter 422

Total net rental commitments required $1,924

Note 10 - Significant Concentrations of Credit Risk

Most of the Bank's business activity is with customers located in the state of Washington. Loans are generally limited, by
federal and state banking regulations, to 20 percent of the Bank's shareholders’ equity, excluding accumulated other
comprehensive income plus allowance for loan and lease losses.

Note 11 - Stock Compensation Plans

Stock Warrants

In 2006, the Bank granted organizing shareholders 148,500 warrants fo purchase the Bank's common stock, at $10 per

share, Warrants are vested upon grant, have a ten-year contractual life and expire in 2016, No warrants have been
exercised to date. The estimated remaining life is 0.92 years.
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Note 11 - Stock Compensation Plans (continued)
Employee Stock Options

Under the Bank's employee stock option plan, the Bank may grant both incentive and nonqualified options for up to 450,000
shares of its common stock to certain key employees, 90,000 of which may be granted as restricted stock. The exercise price
of each option equals the fair market value of the Bank's stock on the date of grant, and an option’s maximum term is eight
years. Options vest ratably over five years. The Bank has 398,500 options available, of which 76,500 may be granted as
restricted stock.

The fair value of each option grant is estimated on the date of grant, based on the Black-Scholes option pricing model and
using the following weighted-average assumptions at December 31°

2015 2014
Dividend yield 0.00% 0.00%
Expected life 5.5 years 5.5 years
Risk-free interest rate 1.69% 1.67%
Expected volatility 40.53% 50.73%

At the time of the stock grant there were no plans to issue a cash dividend in the near term; therefore, management assumed
no dividend yield. The Bank elected to apply the simplified method prescribed by guidance to calculate the expected life of
the options. The Bank utilized a five-year, risk-free yield rate for the interest rate utilized. The Bank used historical data to
determine expected volatility. The weighted-average fair value of options granted during 2015 and 2014 was $4.54 and
$5.08, respectively.

The Black-Scholes model used by the Bank to calculate option values and other currently accepted option valuation models
was developed to estimate the fair value of freely tradable, fully transferable options without vesting restrictions, which
significantly differ from the Bank’s stock option awards. These models require highly subjective assumptions, including future
stock price volatility and expected time to exercise, which greatly affect the calculated values.

A summary of the status of the Bank's stock option plans and stock warrants as of December 31, 2015, along with activities
during the year are presented below:

Weighted- Weighted-
Weighted Average Aggregate Average
Exercise Grant Date Intrinsic Contractual
Shares Price Fair Value Value Life (Years)
Outstanding at beginning of year 187,500 $9.99 $8.84 $-- 2,38
Options granted 3,000 11.50 4.54
Options forfeited (9,500) 11.68 4.54
Outstanding at end of year 181,000 $9.93 $8.94 - 1.61
Vested or expected to vest
at end of year 179,950 $9.93 $8.97 G- 1.58
Exercisable at end of year 165,700 $9.88 $9.33 $ee 1.22
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Note 11 - Stock Compensation Plans {continued)

Employee Stock Options (continued)

A summary of the status of the Bank’s stock option plans and stock warrants as of December 31, 2014, along with activities
during the year are presented below:

Weighted- Weighted-
Weighted Average Aggregate Average
Exercise Grant Date Intrinsic Contractual
Shares Price Fair Value Value Life (Years)
Outstanding at beginning of year 360,250 $9.98 $6.37 $-- 214
Options granted 4,000 10.83 5.08
Options forfeited (176,750) 9.99 3.78
Outstanding at end of year 187,500 $9.99 $8.79 e 2.41
Vested or expected to vest
at end of year 185,686 $10.00 $8.84 $-- 2.38
Exercisable at end of year 169,400 $10.01 $9.24 $-= 2.02

No warrants were exercised during the years ended December 31, 2015 and 2014.
Employee Restricted Stock

During 2015, the Bank adopted a Restricted Stock Plan to provide for the issuance of shares and restricted stock units to
employees. Compensation expense is recognized over the vesting period of the awards based on the fair value of the stock
atissue date. The fair value of the stock was determined by using the 31 party valuation reflected on the over-the-counter
market “OTCQX’, where the Bank is listed. The shares vest in 2016 through 2020. Total shares issuable under the plan
were 90,000 at December 31, 2015.

The following is a schedule of the Bank's nonvested shares at December 31, 2015:

Weighted

Average

Grant-Date

Shares Price

Nonvested at beginning of year 0 $0
Granted 13,500 $11.50
Vested 0 $0
Forfeited 0 $0
Nonvested at end of year 13,500 $11.50
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Note 11 - Stock Compensation Plans {continued)
Employee Restricted Stock {continued)

As of December 31, 2015, there was $142,000 of total unrecognized compensation cost related to nonvested shared granted
under the plan.

The Bank did not have any excess tax benefits resulting from disqualifying dispositions of shares acquired upon exercise of
incentive stock options for the years ended December 31, 2015 and 2014. For the years ended December 31, 2015 and
2014, the Bank recognized stock-based compensation expense of $25 and $18, respectively.

At December 31, 2015, stock-based compensation expense related to unvested stock options granted aggregated
approximately $56 and is expected to be recognized as follows:

2016 $21
2017 17
2018 12
2019 5
2020 1

Total $56

Note 12 - Regulatory Matters

Banks and bank holding companies are subject to various regulatory capital requirements administered by state and federal
banking agencies. Capital adequacy guidelines, and additionally for banks prompt corrective action regulations, involve
quantitative measures of assets, liabilities, and certain off-balance- sheet items calculated under regulatory accounting
practices. Capital amounts and classifications are also subject to qualitative judgments by regulators about components, risk
weighting and other factors.

The Basel |Il Capital Rules became effective for the Bank on January 1, 2015, subject o a phase-in for certain provisions.
Quantitative measures established by the Basel Il Capital Rules to ensure capital adequacy require the maintenance of
minimum amounts and ratios (set forth in the table below) of common equity tier 1 capital, tier 1 capital and total capital (as
defined in the regulations) to risk-weighted assets (as defined), and of tier 1 capital to quarterly average assets (as defined).

At December 31, 2015, the Bank's regulatory capital is comprised of the following: 1) Common equity tier 1 capital
consisting of common stock and related paid-in-capital, and retained earnings; 2) Additional tier 1 capital — there are no
components of tier 1 capital beyond common equity tier 1capital; 3) Tier 2 capital - consisting of a permissible portion of the
allowance for loan losses; and 4) total capital - the aggregate of all tier 1 and tier 2 capital. In connection with the adoption of
the Basel Il Capital Rules, the Bank elected to opt-out of the requirement fo include most components of accumulated other
comprehensive income in common equity tier 1 capital. At December 31, 2014, the Bank’s regulatory capital is comprised of
the same components as at December 31, 2015, except that the regulations in effect at that time did not distinguish between
common equity tier 1 and additional tier 1 capital.

When fully phased in on January 1, 2019, the Basel Il capital rules will require the Bank to maintain a minimum ratio of
common equity tier 1 capital to risk-weighted assets of at least 4.5%, plus a 2.5% “capital conservation buffer” (which is
added to the 4.5% common equity tier 1 capital ratio as the buffer is phased in, effectively resulting in a minimum ratio of
common equity tier 1 capital to risk-weighted assets of 7% upon full phase in). The Bank will also be required to maintain a
tier 1 capital to risk-weighted assets ratio of 6.0% (8.5% including the capital conservation buffer), a total capital to risk- Note
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12 - Regulatory Matters (continued)

weighted assets ratio of 8.0% (10.5% including the capital conservation buffer), and a tier 1 capital o quarterly average
assets ratio of 4.0%.

The aforementioned capital conservation buffer phases in at 0.625% annually over a four year period beginning January 1,
20186, and is designed to absorb losses during periods of economic stress. Banking institutions with capital ratios above the
base minimums but below the effective minimums (which include the buffer) will face constraints on dividends, equity
repurchases and compensation based on the amount of the shortfall.

The following table presents actual and required capital ratios as of December 31, 2015 for the Bank under the Basel Il
Capital Rules. The minimum required capital amounts presented include the minimum required capital levels as of December
31, 2015 based on the phase-in provisions of the Basel lll Capital Rules and the minimum required capital levels as of
January 1, 2019 when the Basel Il Capital rules have been fully phased-in, and include the capital conservation buffer.
Capital levels required to be considered well capitalized are based on prompt corrective action regulations, as amended to
reflect changes under the Basel IIl Capital rules.

Minimum required
for capital

December 31, 2015
Tier 1 capital
{to average assets)
Tier 1 capital
{to risk-weighted assets)
Common Equity Tier 1 capital
(to risk-weighted assets)
Total capital
{to risk-weighted assets)

Actual
Amount Ratio

$22,118 11.70%
22,118 14.54
22,118 14.54
24,024 15.79
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adequacy purposes
- Basel lll phase-in

schedule

Amount Ratio

$7,560 4.00%
9,127 6.00
6,846 4,50

12,170 8.00

Required

to be

Well Capitalized
Amount Ratio

$9,450 5.00%

12,170 8.00
9,888 6.50

15,212 10.00
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Note 12 - Regulatory Matters (continued)

The following table presents the Bank's actual and required capital ratios as of December 31, 2014 under the regulatory
capital rules then in effect.

To be Well-
Capitalized
Under Prompt
Capital Corrective
Adequacy Action
Actual Purposes Provisions
Amount Ratio Amount Ratio Amount Ratio
December 31, 2014
Tier 1 capital $21,500 12.63%  $6,807 4.00% $8,508 5.00%
{to average assets)
Tier 1 capital 21,500 16.28 5,282 4,00 7,923 .00
{to risk-weighted assets)
Total capital 23,154 17.54 10,564 8.00 13,204 10.00

(to risk-weighted assets)

Note 13 = Fair Value of Financial Instruments
The following is a description of the Bank's valuation methodologies for financial assets and liabilities recorded at fair value:

Securities Available for Sale — The fair values of securities available for sale are defermined by obtaining quoted prices on
nationally recognized securities exchanges (Level 1) or matrix pricing, which is a mathematical technique used widely in the
industry to value debt securities without relying exclusively on quoted prices for specific securities but rather by relying on the
securities' relationship to other benchmark quoted securities {Level 2).

Collateral-Dependent Impaired Loans — The Bank does not record loans at fair value on a recurring basis. However, from
time to time, fair value adjustments are recorded on these loans to reflect (1) partial write-downs that are based on the current
appraised or market-quoted value of the underlying collateral or (2) the full charge-off of the loan carrying value. In some
cases, the properties for which market quotes or appraised values have been obtained are located in areas where
comparable sales data is limited, outdated, or unavailable. Fair value estimates for collateral-dependent impaired loans are
obtained from real estate brokers or other third-party consultants (Level 3).

Other Real Estate Owned — The Bank does not record other real estate owned at fair value on a recurring basis. However,
from time to time, fair value adjustments are recorded on these properties to reflect the current appraised value (less an
estimate of cost to sell). In some cases, the properties for which appraised values have been obtained are located in areas
where comparable sales data is limited, outdated, or unavailable. Fair value estimates for real estate held for sale are
obtained from independent appraisers (Level 3).
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Notes to Financial Statements

Commencement Bank
December 31, 2015 and 2014

Note 13 - Fair Value of Financial Instruments (continued)

The following table provides the hierarchy and fair value for each major category of assets and liabilities measured at fair
value:

December 31, 2015
Fair Value Measurements Using
Level 1 Level 2 Level 3 Total

Assets and liabilities measured at fair value on a
recurring basis
Assets:
Securities available for sale § - $3,387 $ - $3,387

Assets measured at fair value on a non-recutring
bhasis
Other real estate owned - - 338 338

December 31, 2014
Fair Value Measurements Using
Level 1 Level 2 Level 3 Total

Assets and liabilities measured at fair value on a
recurring basis
Assets:
Securities available for sale § - $2,929 $ - $2,929

Assets measured at fair value on a non-recurring

hasis
Other real estate owned - - 642 642

At December 31, 2015, other real estate owned with a book value of $338 is carried at its fair value of $338. At December
31, 2014, other real estate owned with a book value of $695 is carried at its fair value of $642.

During 2015 and 2014, there were no changes or amounts in Level 3 assets or liabilities measured at fair value on a recurring
basis.
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Commencement Bank
Unaudited Balance Sheets as of June 30, 2016 and 2015
(Dollars in Thousands)

Assets 2016 2015
Cash and due from banks 4,482 3,661
Interest-bearing deposits in other financial institutions 24,404 19,794
Cash and cash equivalents 28,886 23,455
Federal Funds Sold - 4 5
Securities available for sale 3,199 1,701
Federal Home Loan Bank & Federal Reserve Bank stock, at cost 1,028 982
Loans 149,026 146,554
Allowance for credit losses (1,975) (1,851)
Net loans 147,051 144,703
Premises and equipment, net 1,991 627
Other real estate owned ' 338 459
Accrued interest receivable 321 340
Other assets 6,806 4,914
Total assets 189,624 177,186

Liabilities and Shareholders’ Equity

Liabilities
Deposits:
Demand, noninterest-bearing 34,685 30,758
Savings and interest-bearing demand 69,289 65,621
Time ‘ 58,409 55,013
Total deposits 162,383 151,392
FHLB Borrowings 3,200 3,200
Accrued interest payable 34 16
Other liabilities 799 630
Total liabilities 166,416 155,238

Shareholders’ Equity

Common stock (par value: $1) 2,222 2,219
Additional paid in capital 20,986 20,920
Accumulated deficit ' (39) (1,221)
Accumulated other comprehensive income (loss) 39 30
Total shareholders’ equity 23,208 121,948

Total liabilities and shareholders’ equity ' 189,624 177,186



Commencement Bank

Unaudited Statements of Incomé for the Six-Month Period Ended June 30, 2016 and 2015

(Dollars in Thousands)

Interest and Dividend Income
Loans
Interest-bearing deposits in other financial institutions
Securities available for sale
Dividends on Federal Reserve Bank Stock
Total interest income
interest Expense
Deposits
Long-term borrowings
Total interest expense
Net interest income
Provision for Credit Losses ’ .
Net interest income after provision for credit losses
Noninterest Income
Service charges on deposit accounts
Gain (loss) on other real estate owned
Gain on sale of available for sale security
Other
Total noninterest income
Noninterest Expense
Salaries and employee benefits
Occupancy
Other
Total noninterest expense
Net Income Before Income Taxes
Income Tax Expense (Benefit)
Net Income

2016

3,835
44
57
3,936
363
14
377
3,559

3,559

73

135

208

1,657
255
880

2,792
975
369
606

2015

3,394
44
23

3,461

359
14
373
3,088
(121)
3,200

75
53

140
269

1,655
234
769

2,658
820
256
564





