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We assume and manage a certain degree of risk in order to conduct our business strategy. In addition to the risk factors
described below, other risks and uncertainties not specifically mentioned, or that are currently known to, or deemed to be
immaterial by management, also may materially and adversely affect our financial condition, results of operations and cash
flows. Before making an investment decision, you should carefully consider the risks described below together with all of the
other information included in this Form 10- K and our other fitings-documents filed with and furnished to the SEC. If any of
the circumstances described in the following risk factors aetaaly—occur to a significant degree, the value of our common stock
could decline, and you could lose all or part of your investment. This report is qualified in its entirety by these risk factors. Risks
Related to Macroeconomic Conditions A worsening of economic conditions in our market area could reduce demand for our
products and services and result in increases in our level of nonperforming loans, which could adversely affect our operations,
financial condition and earnings. Substantially all our loans are to businesses and individuals in the state of Washington.
Accordingly, local economic conditions have a significant impact on the ability of our borrowers to repay loans and the value of
the collateral securing loans. Further, as a result of a high concentration of our customer base in the Puget Sound area and
eastern Washington state regions, the deterioration of businesses in these areas, or one or more businesses with a large employee
base in these areas, could have a material adverse effect on our business, financial condition, liquidity, results of operations and
prospects. A return of recessionary conditions or adverse economic conditions in our market areas may reduce our rate of
growth, affect our customers' ability to repay loans and adversely impact our business, financial condition, and results of
operations. Weakness in the global economy and global supply chaln issues have adver%ely affected many bu§1n€§§6§ opelatlng
in our markets that are dependent upon international trade ;8 U ©
international-trade-may-also-affeet these-businesses-. Changes in agleementq or relatlonihtp% between the Unlted State% and
other countries may also affect these businesses. A deterioration in economic conditions in the markets we serve, in particular
the Puget Sound area and western region of Washington State, could result in the following consequences, any of which could
have a material adverse effect on our business, financial condition, liquidity and results of operations: « Reduced demand for
our products and services may-, potentially leading to a decline +in our overall loans or assets. * Elevated instances of loan
delinquencies, problemrproblematic assets , and foreclosures may-. ® An increase in ;+we-may-tnerease-our allowance for lean

credit losses +-on loans. * Depreciation in collateral for-values linked to our loans, es-peeia-liy-fea-l—est&te—rﬁay—deehﬂe—rnﬁa-}ue;

thereby diminishing redueing-eustomers™fatare-borrowing capacities pewer;and redueing-the-valte-ofassets— asset values
tied to ﬁﬂd-eel-}atefa-l-asseeiated—wrﬂa—exmtlng loans +. * the-Reduced net worth and liquidity of loan guarantors may-deehne-,

possibly impairing their ability to hener-meet commitments to us . +and- Reduction in the-ameunt-efour low- cost or
noninterest- bearing deposits may-deerease-. Moreover, a significant decline in local, regional or national economic conditions
caused by inflation, recession, severe weather, natural disasters, widespread disease or pandemics, acts of terrorism, an outbreak
of hostilities or other international or domestic calamities, unemployment or other factors beyond our control could negatively
affect the financial results of our banking operations. Such events could affect the stability of our deposit base, impair the ability
of borrowers to repay outstanding loans and leases, impair the value of collateral securing loans, cause significant property
damage, result in loss of revenue or cause us to incur additional expenses. External economic factors, such as changes in
monetary policy and Inflattenrary—-- inflation pressures-and rising-priees-deflation, may have an adverse affeet-effect on our
business, results-ofoperations-and-financial condition and results of operations. Our financial condition and results of
operations are affected by credit policies of monetary authorities, particularly the Federal Reserve. Actions by monetary
and fiscal authorities, including the Federal Reserve, could lead to inflation, deflation, or other economic phenomena
that could adversely affect our financial performance . Inflation has risen sharply since the end 0of 2021 te-and throughout
2022 at levels not seen for over i-mere-than40 years . Inflationary pressures, while easing recently, remained elevated
throughout the first half of 2023 . Small to medium- sized businesses may be impacted more during periods of high inflation,
as they are not able to leverage economics of scale to mitigate cost pressures compared to larger businesses. Consequently, the
ability of our business customers to repay their loans may deteriorate ;andnsome-eases-this-deterioratton-may-oeeur-quickly,
which would adversely impact our results of operations and financial condition. Furthermore, a prolonged period of inflation
could cause wages and other costs to the Company to increase, which could adver%ely affect our results of operations and
financial condition. Virtually all 6 ; our assets ﬁ-ﬂﬁrﬂe'l-a'l'
eeﬁdrrt-teﬂ—and llabllltles are monetary atto

subjeetto-a ﬂumbefef—ﬂsks—as—t-he—reeult eif—t-l&e—eechI-B-—l-9—paﬂdefme— a-ny—e-ﬁwhreh—eeu{d-mterest rates tend to have a mateﬂa}
adverse-effeetmore significant impact on our performance than general levels business;-finanetal-eondition; tiquidity; restlts

of inflation eperations;-ability-to-exeente-otr—- or deflation growth-strategy;-and-ability-to-pay-dividends- Interest rates do
EPhese—ﬂsks—rne}ude—bﬂt—afe—not necessarlly move -l-rmrted-te—eha-ﬁges—m &emaﬁd-the same dlrectlon fer—~ or emepfeduets—by the




. Risks Related 10 ()LII Lmdmv Our loan p(nl[ollo mcludes loans with a higher 11sk of loss. Our 011<nndllon of commercial and
multifamily real estate, construction and land, consumer and commercial business loans, typically present different risks to us
than our one- to- four family residential loans for a number of reasons, including as follows: * Construction and Land Loans.
Construction Thistype-of-lending carries is-subjeet-to-the-inherent diffienlties-uncertainties in estimating betha property ='s
future value atupon project completion efa-and the overall cost, encompassing interest, for project fulfillment and-the
estimated-eost-(ineluding-interest-of the-projeet. The-These uncertaintics inherentarise from challenges in estimating
construction costs, assessing as-weh-as-the market value upon efa-eempleted-project completion, and considering the effeets
impact of governmental regutation-regulations on real property . Consequently , make-it-diffieutt-to-evatuate-accurately
evaluating the total funds required to complete a project and determining the eempleted-projeet-s-loan- to- value ratio for the
completed project is often challenging . We may be-required-te-encounter scenarios where advanee-advancing funds beyond
the committed amount eriginatty-eommitted-becomes necessary to ensure project completion due to inaccurate estimations

of the-projeetif-our-estimate-of the-vatue-of construction eest-costs , potentially resulting in provesto-be-inaccurate—We-may
have-inadequate security for the-loan upavmenl e-f—t-he—}e&n—upon prOJect eomplmon e-f—eeﬁst—rueﬁeﬂ—e-f—t-he—pfejeet—ami

subsequent may-ineur-atoss-losses 1 v b
Challenges such as disputes between bolrm ers and bulldus &nd—t-he—fa-ﬂttre—e-ﬁbaﬁder& bullder fallures to pay
subcontractors , and the concentration mayha%se—;eep&rehfe—prejeets—ﬁns—&pe—ol lending-alse-typteatly-invelves-higher loan
pfmerpa-l—dmoums among and-may-be-eoneentrated-with-a smalt-limited number of builders further increase risk exposure . A
downturn in the housing or the-real estate market could +rerease-escalate delinquencies, defaults , and foreclosures,
substantially and-signifieantly-impair-impairing the-valae-efeurcollateral values and complicating eur-abiity-te-set-the
eoHateralupon-process of selling foreelostre—- foreclosed properties . Multiple loans Seme-ofthe-builders-we-deal-with have
ﬂ&efe—t-han—a smgle bullder amphfy our rlsk exposure, whereln adverse developments in one loan eutstanding-with-us:
oan-or enre-credit relationship eanexpose-—- pose us-to-a-signifieantly
-- 51gn1ﬁcant gfea-ter—ﬂske-ﬁloss potentlal I-n—aéd-rt-ten—d-trrmg—t-he—tema—e-ﬁseme—Some efeur-construction loans invelve
interest accumulation without —ne—pa—ymeﬁt—freﬁa—t-he—bol rower ts—req&rred—srnee—ﬂ%e—&eetnﬁu}a-ted-payments, 1mpact1ng

construction loan dynamics if market interest is-added ;
marketrates rise, leading to increased of+ reed . ronloans

tnereasing-the-end—purehasers-borrowing costs —t-hereby—pessrb-l-y—for end purchasers and potentlally uducmg homebuyer

the-homeowner' s-ability-to-finanee-financing capabilities the-home-upenreompletion-or the-overall project demand for-the
prejeet— PIO}’)CI[]L\ under eonstrumon are challenglng to sell and often necessitate completion before diffieult-tosetand

y - successful sotd-which-also-sale, further eemplieates-complicating
he pfeeess-management 0[ maﬂagmg—eﬁr—pfeb}eﬂa—problematlc construction loans. This may-could require us-to-advanee
additional funds— fund allocation and-or eeﬂffaet—engagement with anether-alternate buitder-builders , adding te-eomplete
eonstraetiotrand-assume-the-market riskrisks ofin sclling the-prejeet-projects at a-future market priee-prices that .~whiech-may
er-may not enable-us-to-fully-reeover—- cover unpaid-outstanding loan funds , and-asseetated-construction , and liquidation
costs. Qur construction Loans-loans er-include those with finalized sales contracts or permanent loans for finished homes
{and-- and under-developmentspeculative construction loans where purchasers may not be identified during or post-
construction. Speculative construction loans to builders pose higher potential risks than loans erfor held-personal
residences. We aim to mitigate these risks by actively monitoring unsold homes in our portfolio, local housing markets,
and balancing home sales with new loan originations. We consider various factors, including builder financial capacity,
market demand, and inventory ratios, while working with numerous small and mid- sized builders across geographic
regions within our service area to diversify speculative construction lending risks. Land loans for future development
entail eonstraetion-also-pose-additional riskerisks beeause-of-due to the lack of income generation from being-produeed-by-the
property and the-potential tHiquie-illiquidity nature-of the-collateral and are —Fheserisks-eanbe-significantly impaeted-affected
by supply and demand dynamics . Hence As-a-restt-, such this-type-oflending eften-involves disbursing t-he—dts-bﬂrseﬂ&eﬁt—ef
substantial funds , with repayment dependent on the-project success of the-uttimate-prejeet-and the borrower' s ability efthe

borrower-to sell or lease the property or obtain pcnndmmfa-ke-—ettt—lmdnulm mlhu than the-ability-ofthe-borrower-or-guarantor
to-independently—- 1ndependent repayment &y - o S withs




principal amounts tha-compared to other loan types , efdoans-and some efeur-commercial borrowers maintain multiple have
mere-than-enetoanloans eutstanding-with us. Consequently, an adverse development in any single with-respeette-one-loan or
eﬁe—c1ed1t relatlonshlp can slgmﬁcantly helghten our expese—exposure us-to potential losses, far more than the impact of a
similar signifiea o-an-adverse-development in with-respeette-a one- to- four family residential

mortgage loan. The Repay-meﬂt—repayment of these loans relies on is-dependent-tapomincome betng-generated from the
property securmo the loan -rn—a-meuﬁts— Thls income must su-fﬁeteﬂt—sufﬁmently te-cover epef&t—mg—operatlonal expenses and

W yv-or shifts in local market
condmons —I-n—addrrt-teﬂ—maﬂyh may adversely affect the property' s income, posmg potentlal repayment challenges.
Moreover, a substantial portion of our commercial and multifamily real estate loans are-do not fully amertizing-amortize and
eontatrrtarge-include substantial balloon payments upon maturity. Seel-These balloon payments may require the borrower to
either sell or refinance the underbying-property trorder-to-make-the-payment-, potentially heightening whiech-may-inerease-the
risk of default or non- payment. #we-In the event of a foreetose-foreclosure on a commercial or multifamily real estate loan,
our holding period for the collateral typteatty-tstongerthan-for-tends to be more extended compared to one- to- four family
residential loans beeatse-there-arefewer-. This elongated holding period results from a limited pool of potential purchasers
offor the collateral. Irreeent-Recent years -have witnessed substantial growth in commercial real estate markets have-been
experieneingsubstantiat-growth-, aﬁd-rnefeased-compounded by intensified competitive pressures that have led eentributed
s-rg-m—ﬁeaﬂt-}y—to hlStOl‘lC'lHy low capltahzanon rates and ﬂstﬁg—surglng property ¥alues-valuations . The Furthermore;

d he-cconomic disruption resulting-from-spurred by the

GG%LI-B-—IQ—paﬂdemte—"Phe—C OVID 19 pdndemlc hds a}se—beeﬁ—a—eat&}yst—fer—partlcularly affected commercial real estate
markets. Additionally, the evetutiorpandemic has accelerated the adoption of varteus-remote work options whieh-eenld

impaet, potentially influencing the long- term performance of certain office seme-types-of-properties within our commercial
real estate portfolio. Aeeerdingly-Moreover . the federal banking regulatory agencies have expressedraised concerns about
weaknessesirvulnerabilities within the current commercial real estate market , recognizing the risks associated with these
assets . Failures in our risk management policies, procedures , and controls could impede adversely-affeet-our ability to
effectively manage this portfolio , potentially leading to and-eoutd-resultinranincreased rate-of-delinquencies ty-and inereased
higher losses frem-, thereby this-pertfelio;-which-eould-have-a-matertal-materially impacting adverse-effeeton-our business,
financial condition , and results-ef-operations-operational performance . + Commercial Business Loans. Our commercial
business loans are primarily made based on the cash flow of the borrower and secondarily on the underlying collateral provided
by the borrower. A borrower &’ s cash flow may prove to be unpredictable, and collateral securing these loans may fluctuate in
value. Most often, this collateral includes accounts receivable, inventory, equipment or real estate. In the case of loans secured
by accounts receivable, the availability of funds for the repayment of these loans may be substantially dependent on the ability
of the borrower to collect amounts due from its customers. Other collateral securing commercial business loans may depreciate
over time, may be difficult to appraise, may be illiquid and may fluctuate in value based on the success of the business. ¢
Consumer Loans. Generally, we consider these-consumer loans to involve a different degree of risk compared to first mortgage
loans on one- to- four family residential properties. As a result of our large portfolio of hese-consumer loans, #we may need
beeome-neeessary-to increase the level of our pfeﬁsteﬂ-allowance for -}eaﬁ—credlt losses on loans , which could decrease our
profits. Consumer loans geners 7 0 , particularly trthe
those ease—ef—}eaﬂs—t-hat—&fe—secured by assets that deprec1ate rapldly llke &ep¥eet&b’:e—assets—sueh—as—1nanufactured homes,
automobiles , and recreational vehicles —Jnrthese-eases-, any-generally carry a higher risk. Upon default, repossessed
collateral from these for-a-defanlteddoan-loans may-might not provide-an-adequate-adequately cover souree-ofrepaymentof

the outstandmg loan balance. In partlcular, Manufaetured-manufactured homes-are-a-riskierfornrofeoHateral-though-this
h home istoeated;beeause-loans pose higher risks due to they— the

afe—eest-lry——— cost and d-l-fﬁeu-}t—dlfﬁculty to-of fe}eeate—relocatlng the manufactured home when repossessed ;-and difftenlt-te
seH-due-te-the limited market for resale, especially with the diminishing number of manufactured home parks in the Puget
Sound area. A significant Additionaly-a-good-portion of our manufactured home loan borrowers are first- time home buyers,
typically exhibiting whe-tend-te-be-a-higher credit risk thanfirst—time-home-buyers-of single—family restdenees;-duc to mere
limited financial resources. Consequently As-a-result, these loans tend to experience increased have-a-higherprobability-of
default probabilities , higher delinquency rates and greater servicing costs than-compared to other types-ef-consumer loans.
Our-fleating-Floating home, houseboat , and house barge loans are typically located on cooperative or condominium moorages.
The primary risk of these i-fleating-heme-loans is-stems from the unigae-distinctive nature of the collateral and the ehaltenges
of complexities involved in relocating such eeHateral-property to a-permissible toeatiorrlocations ether-than-vwheresaeh
housing-is-permitted-. The process for securing the-deed-deeds ane--or the-rights within condominium or cooperative deek

docks is-also-unigue-eompared-to-in this lending area differs significantly from our other loan types , potentially efending

yre-partietpate-in—As-a-restlt-resulting in ;-thesedoans-may-have-higher costs associated with collateral recovery compared to
eosts-thanfer-one- to- four family mortgage loans and other #ypes-efconsumer loans. Our business may be adversely affected

by credit risk associated with residential property and declining property values. Our first- lien one- to- four family real estate
loans are primarily made based on the repayment ability of the borrower and the collateral securing these loans. Home equity
lines of credit generally entail greater risk than do one- to- four family residential mortgage loans where we are in the first- lien
position. For those home equity lines secured by a second mortgage, it is less likely that we will be successful in recovering all
of our loan proceeds in the event of default. Our foreclosure on these loans requires that the value of the property be sufficient to
cover the repayment of the first mortgage loan, as well as the costs associated with foreclosure. This type of lending is generally
sensitive to regional and local economic conditions that significantly impact the ability of borrowers to meet their loan payment
obligations, making loss levels difficult to predict. A downturn in the economy or the housing market in our market areas or a




rapid increase in interest rates may reduce the value of the real estate collateral securing these types of loans and increase the
risk that we would incur losses if borrowers default on their loans. Residential loans with high combined loan- to- value ratios
generally will be more sensitive to declining property values than those with lower combined loan- to- value ratios and therefore
may experience a higher incidence of default and severity of losses. In addition, if the borrowers sell their homes, the borrowers
may be unable to repay their loans in full from the sale proceeds. As a result, these loans may experience higher rates of
delinquencies, defaults and losses, which will in turn adversely affect our financial condition and results of operations. A
majority of our residential loans are ““ non- conforming ” because they are adjustable- rate mortgages which contain interest rate
floors or do not satisfy credit or other requirements due to personal and financial reasons (i. e., divorce, bankruptcy, length of
time employed, etc.), conforming loan limits (i. e., jumbo mortgages), and other requirements imposed by secondary market
purchasers. Some of these borrowers have higher debt- to- income ratios, or the loans are secured by unique properties in rural
markets for which there are no sales of comparable properties to support the value according to secondary market requirements.
We may require additional collateral or lower loan- to- value ratios to reduce the risk of these loans. We believe that these loans
satisfy a need in our local market areas. As a result, subject to market conditions, we intend to continue to originate these types
of loans. Our allowance for Jean-credit losses on loans may prove inadequate or we may be negatively affected by credit risk
exposures. Future additions to our allowance for tean-credit losses on loans , as well as charge- offs in excess of reserves, will
reduce our earnings. Our business depends-relies significantly on the creditworthiness of our customers. As-with-mestfinanetat
institutions-To account for potentlal defaults and nonperformance in our loan portfolio , we maintain an allowance for fean
credit losses to pe d vhich-on loans using the Current Expected Credit Loss (¢
CECL ”) methodology. This allowance represents manaéement ’ s best estimate of probable-tneurred-the lifetime expected
credit losses nherentin the-our loan portfolio. Managements-estimate-The amount of this allowance is determined by
management through periodic reviews and consideration of several factors, including, but not limited to:  our collective
loss reserve, for loans evaluated on a pool basis with similar risk characteristics based on our life eentinting-evatuationof
speetfie-ereditrisks-and-loan historical default and loss experience, enrrent-certain macroeconomic factors, reasonable and
supportable forecasts, regulatory requirements, management’ s expectations of future events and certain qualitative
factors; and * our individual loss reserve, based on our evaluatlon of 1nd1v1dual J;ofm—loans peﬁfe-l-te—qﬁa-l-rt-y—that do not
share similar risk characteristics and the present value of
eoneentrations-and-other-—- the expected factors-that-may-indieate-future -}e&n—}esses—cash ﬂows or the falr value of the
underlying collateral . The determination of the appropriate fevetofthe-allowance for teamcredit losses herently-involves a

high-significant degree of subjectivity , relying on substantial andjudgmentandrequires-us-to-make-cstimates of both current
credit risks and future trends, all of which mayunderge-are subject to potential material changes. There-is-no-eettainty-that-the
Inaccuracies in our estimations could lead to an insufficient allowance for leantesses-wil-be-adeguate-overtime-to-eover

credit losses 1, necessitating increases through provisions for credit losses, adversely impacting our recorded income.
Additionally, as we acknowledge the potential impact of significant portfolio growth, new loan products, and refinancing
activities, the-these actions may result in portfolios consisting of unseasoned loans that may not perform as anticipated,
elevating the risk of an inadequate allowance to absorb losses without additional provisions. A material decrease in the

credlt quallty of our loan portfoho 51gn1ﬁcant bee&use—e-ﬁtmaﬁt-tei-pa{ed-ad-\ﬁse—clmnges in ﬂ%e—eeeﬂemy,—m&rket—eeﬁd-rﬁeﬂs

éeefe&ses—l-f—the rlsk prohle “of a—mafket—markets m&ustrfy—mdustrles orgfeupﬁ%euﬁem customer groups eh&nges
matertally-, or if-inadequacy in the allowance for leanrcredit losses is-notadequate;-could have a materially adverse impact
on our business, financial condition, liquidity, capital, and results of operations eetld-be-materially-adversely-affeeted- Risks
Related to Market and Interest Rate Changes Fluctuating interest rates can adversely affect our profitability. Net-Qur net income
is primarily derived from the excess of ameuntby-whiehnet interest income and non- neninterest-ineonte-exeeed-noninterest
expense;-the-provistonr-forfoantossesand-taxes—Net-interest income makes-up-a-majority-over non- interest expenses,
provisions for credit losses, and taxes. The core component of our net income ane-is net based-on-the-differenee-between-the
interest income ¥e-earn-, which centers on the variance between the interest income accrued from interest- earning assets,
such as loans and securities, and the interest expense incurred we-pay-on interest- bearing liabilities, mainly saeh-as-deposits
and borrowings. The yields we earn on our interest- earning assets and the rates we pay on our interest- bearing liabilities are
generally fixed for a contractual period of time. Like many financial institutions, our liabilities generally have shorter contractual
maturities than our assets. This imbalanee-ean-ereate-mismatch exposes us to significant earnings volatility beeause-as market
interest rates fluctuate ehange-overtime-. Shifts fraddition;ehanges-in interest rates can affeet-also impact the average fife
lifespan of loans and mortgage- backed andrefated-sccurities. In a-peried-periods of rising interest rates, the growth rate of
interest income we-earn-from our interest- earning assets might lag behind the accelerating interest expenses on our assets
may-hetinerease-asrapidly-as-the-interest - bearing we-pay-etreur-liabilitics. A-Conversely, deeline-declining tn-interest rates
results-in-can trigger increased loan prepayments efdeans-and mortgage- backed and-related-seeurities-security redemptions as
borrowers seek lower refinanee-their-debttoreduee-their-borrowing costs through refinancing . This ereates-introduces
reinvestment risk, where whieh-is-the challenge lies in risk-that-we-may notbe-able-te-reinvestreinvesting prepayments at
rates that-are-comparable to the-those initially rates-we-carned on the prepaid loans or securities. Farthermere-Moreover , an
inverted interest rate yield curve, shere-wherein short- term interest rates (which are usually the rates at which financial
institutions borrow funds) surpass are-higher-than-long- term interestrates (which are usually the rates at which financial
institutions lend funds for fixed- rate loans) , can reduaee-compress a financial institution =' s net interest margin and-ereate-.
This occurrence poses financial riskrisks , particularly for finanetat-institutions that originate longer- term, fixed- rate
mortgage loans. AtAs of December 31, 2622-2023 , 56-approximately 52 . 72 % of our loan portfolio consisted of fixed- rate
loans —traddition-, at-potentially exposing us to these risks. As is the case with many banks, we attempt to increase our




proportion of deposits comprising either no or relatively low- interest- bearing accounts, which has been challenging
over the last couple years. As of December 31, 2022-2023 , 493-%-ofourloans-had-floating-or-our variable-deposit
composition included $ 249. 5 million in certificates of dep0s1t maturlng Wlthln one year and $ 518 6 million in interest
noninterest - bearing rates—As-aresult-, =NOW checking,

savings, and money market accounts. In an 1ncreas1ng 1ntere%t rate environment —Fuft-hef retalnlng approximately-$294—+
ﬂﬂl—l-teﬁ—ef68—74%-ef—the%e deposits could lead to a hlgher cost of funds, ﬂe&&ng—er—\%ﬂab}e—rrﬁefest—rate—}eaﬂs—haveﬁefesf

the case over the last couple ﬂeers—at—BeeembeH—l—E@%%—The—mabﬁrw-of years. Should etueleans—te-adjﬂs{—dewmﬁ‘afd—e&n
ing-interest rates atthough-this-issubjeet-to-the-risk-associated with our

deposrts and borrowmgs increase at a faster pace t-hat—than beﬁewefs—may—feﬁnaﬂee—t-hese——— the rates received from loans
; t other -ﬂeers-lnvestments t-hefe—ts—a—fuﬁheﬁtsk

t-hat—our net interest income and overall earnlngs mlght be may

verse adversely affected effeet—eﬁ—euﬁes*cﬂ-ts-ef—epeﬁmeﬁsﬂ%ny

Slnce March 2022, in response to mﬂatlonary pressures, the F ede1a1 Open Market Commlttee (“
FOMC ”) of the Federal Reserve has increased the target range for the federal funds rate by 425-525 basis points, including 425

100 basl% pomtq durlng ﬂae—fet&t-h—eﬂ-leﬂd&fquaﬁefeﬁ@%—24023 toa range 0f4-5 25 % to 4—5 50 % as ofDecember 31

. A sustained
and substantlal change in market verall-interest rates could
significantly er—Lﬂfe}y—eeﬂ&ntﬁeﬂse—wh-teh—sheiﬁd—peafwely—lmpact our ﬁet—financlal condltlon, liquidity, and
operational results. Furthermore, fluctuations in intcrest rates could adversely affect ineome-butmaynegativelyimpaet
both-the valuation of our assets housing-market;- by redueing refinaneingaetivity-and liabilities newhomepurehases-,
ultimately affecting our earnings and-the-U—S—eeenomy-more-broadly-. Changes in the valuation of our securities portfolio

could hurt our profits and reduce our capital levels. Our securities portfolio may be impacted by fluctuations in market value,
potentially reducing accumulated other comprehensive income and / or earnings. Fluctuations in market value may be caused by
changes in market interest rates, lower market prices for securities and limited investor demand. Management evaluates
securities for ©FH-credit losses on a quarterly basis, with more frequent evaluation for selected issues. In analyzing a debt
issuer’ s financial condition, management considers whether the securities are issued by the federal government or its agencies,
whether downgrades by bond rating agencies have occurred and industry analysts’ reports. Changes in interest rates can also
have an adverse effect on our financial condition, as our AFS avateble—for—sate-securities are reported at their estimated fair
value, and therefore are impacted by fluctuations in interest rates. We increase or decrease our stockholders’ equity by the
amount of change in the estimated fair value of the AFS avatable—fer—sate-securities, net of taxes. Declines in market value
could result in ©FFH-credit losses on these assets, which would lead to accounting charges that could have a material adverse
effect on our net income and capital levels. At December 31, 2022-2023 , we had no allowance for credit losses on securities
that-were-deemed-tmpaired-. An increase in interest rates, Change in the programs offered by Fannie Mae or our ability to qualify
for its programs may reduce our mortgage revenues, which would negatively impact our noninterest income. The sale of
residential mortgage loans to Fannie Mae provides a significant portion of our non- interest income. Asny-fatare-Future changes
in #ts-Fannie Mae’ s program, including our eligibility to participate #n-suweh-progrant the criteria for loans to be accepted or
laws that significantly affect the activity of Fannie Mae could s#tarm-materially adversely affect our results of operations if we
could not find other purchasers. Mortgage banking is generally considered a volatile source of income because it depends
largely on the level of loan volume which, in turn, depends largely on prevailing market interest rates. In a rising or higher
interest- rate environment, the demand for mortgage loans, particularly refinancing of existing mortgage loans, tends to fall and
our originations of mortgage loans may decrease, resulting in fewer loans that are available to be sold. This would result in a
decrease in mortgage revenues and a corresponding decrease in noninterest income. In addition, our results of operations are
affected by the amount of noninterest expense associated with our loan sale activities, such as salaries and employee benefits,
occupancy, equipment and data processing expense and other operating costs. During periods of reduced loan demand, our
results of operations may be adversely affected to the extent that we are unable to reduce expenses commensurate with the
decline in loan originations. In addition, although we sell loans to Fannie Mae or into the secondary market without recourse, we
are required to give customary representations and warranties about the loans we sell. If we breach those representations and
warranties, we may be required to repurchase the loans and we may incur a loss on the repurchase. We may incur losses in the
fair value of our mortgage servicing rights due to changes in prepayment rates. Our mortgage servicing rights carry interest- rate
risk because the total amount of servicing fees earned, as well as changes in fair market value, fluctuate based on expected loan
prepayments (affecting the expected average life of a portfolio of residential mortgage servicing rights). The rate of prepayment
of residential mortgage loans may be influenced by changing national and regional economic trends, such as recessions or
stagnating real estate markets, as well as the difference between interest rates on existing residential mortgage loans relative to
prevailing residential mortgage rates. During periods of declining interest rates, many residential borrowers refinance their
mortgage loans. Changes in prepayment rates are therefore difficult for us to predict. The loan administration fee income
(related to the residential mortgage loan servicing rights corresponding to a mortgage loan) decreases as mortgage loans are
prepaid. Consequently, if prepayment rates increase, we would expect the fair value of portfolios of residential mortgage loan
servicing rights to decrease along with the amount of loan administration income received. Risks Related to Cybersecurity, Data
and Fraud A failure in or breach of our security systems or infrastructure, including breaches resulting from cyber- attacks,
could disrupt our business, result in the disclosure or misuse of confidential or proprietary information, damage our reputation,




increase our costs and cause losses. The integrity of our security systems and infrastructure is crucial. Any failure or
breach, including those arising from cyber- attacks, has the potential to disrupt our business operations, leading to the
disclosure or misuse of confidential Informatierrinformation , detrimental effects on our reputation, increased operational
costs, and financial losses. The landscape of information sccurity risks for financial institutions has expanded significantly

due to have-inereasednreeent-yearsitrpart-beeause-of-the proliferation of new technologies, the widespread use of the
Internet and telecommunications for teehnetogies-toeonduet-financial transactions, and the escalating inereased-sephistieation
and-activities of organized crime, hackers, terrorists, activists, and other external entities. These partics —Fhese-parties-alse-may
attempt to deceive fraudwlently-indaee-cmployees, customers, or ether-system uscrs efenr-systens—to diselose-extract
confidential information , thereby gaining n-erderte-gaitraccess to our data or that of our customers. Our operations heavily
rely on the secure processing, transmission , and storage of confidential information ##-within our computer systems and
networks, either-managed directly by us or through eur-third- party data processing vendors. Additionally fr-additten;te
aeeess-our-produets-and-serviees-, our customers may-use personal computers, smartphones, tablet-tablets PEs-, and other
mobile devices that-to access our services, which are beyond our direct control systems-. While Altheugh-we-believe-we have
robust information security procedures and controls in place , our reliance we-rely-heaviy-on eur-third - party vendors,
technologies, systems, networks , and eat-customers -* devices makes alt-efwhielh-may-beeonte-the-them targetofsusceptible
to cyber- attacks, eemputer-viruses smaletous-eode-, unauthorized access, hackers , or infermation-security breaches that-. Such
incidents could lead to result-inthe-unauthorized data release-releases ;gathering-, monitoring, misuse, foss;-theft, or
destructlon of eurconhdentlal —pfepﬂetaﬁ'—aﬂd-et-her—lnformﬂtlon disrupting et-our that-operations or those of our customers
and ; otr-third parties. To date, we have not incurred substantial any-materiat
loq%es from fe}a-t-mg—te-cyber attackq or et-heﬁn-feﬂﬁaﬁen—@ecurlty breaches —but—ﬂaere—e&n—be—ne—as&&&nee—t-h&t—we—wﬂ-l—nef
suffersueh-attacks; breaches-andHosses-in-thefuture- However Ou : :
beeause-of,-among-other-things-, the evolving nature of these-threats and our ongomg plan@ to advance eeﬁ&ﬁue—te-eve-l-ve—our
internet banking-and mobile banking ehannel-channels heighten our exposure to these risks . As a result, continuously the
eontinted-development-developing and enhancing enhaneementefour information security controls, processes , and practices
designed-to proteetsafeguard customer information, etr-systems, computers, software, data , and networks frenrattaek;

damage-or-unauthorized-aceessrematnrremains a management priority -feretu&m&ﬂagemeﬂt— As-With the evolving nature of
cyber threats eentinue-to-evelve-, we may need be-reguired-to expend-allocate significant additional resources to bolster nsure;

medify-erenhanee-our protective measures or te-investigate and remediate-impeortant-address crucial information security
vulnerabilities or exposures . Despite +hewever;-our meastres-may-be-insuffietent-to-efforts, they might not prevent all
physical and electronic intrusions break—ins-, denial of service , and-ethercyber- attacks, or security breaches. Disruptions or
failures in the physical infrastructure or operating systems thatsuppert-supporting our business and customers, or eyber—attaeks
erseeturity-breaches efin the networks, systems , or devices thatetr-used by customers use-te-aeeess-accessing our produets
and-services , could result in customer attrition, uninsured financial losses, the-inability-of our-eustomers— customer to-transaet
transaction disruptions business-withas-, employee-productivity losses, technology replacement costs, incident response eests
expenses , legal violations-efapphieable-privaey-and etherdaws;regulatory repercussions fines;penalties-or-intervention;
additional-regulatory-serutiny-, reputational damage, litigation, reimbursement or ether-compensation costs, and Fet-additional
compliance eests;-any-expenses. Any of whieh-these outcomes could materialy-significantly and adversely affect our results
efeperattons-or-financial condition or operational results . The failure to protect our customers' confidential information and
privacy could adversely affect our business. We are subject to federal and state privacy regulations and confidentiality
obligations that, among other things , restrict the use and dissemination of, and access to, certain information that we produce,
store or maintain in the course of our business. We also have contractual obligations to protect certain confidential information
we obtain from our existing vendors and customers. These obligations generally include protecting such confidential
information in the same manner and to the same extent as we protect our own confidential information, and in some instances
may impose indemnity obligations on us relating to unlawful or unauthorized disclosure of any such information. If we do not
comply with privacy regulations and contractual obligations that require us to protect confidential information, or if we
experience a security breach or network compromise, we could experience adverse consequences, including regulatory
sanctions, penalties or fines, increased compliance costs, remedial costs such as providing credit monitoring or other services to
affected customers, litigation and damage to our reputation, which in turn could result in decreased revenues and loss of
customers, all of which would have a material adverse effect on our business, financial condition and results of operations. Our
operations rely on certain external vendors. We rely on certain external vendors to provide products and services necessary to
maintain our day- to- day operations. These third- party vendors are sources of operational and informational security risks to
us, including risks associated with operational errors, information system failures, interruptions or breaches and unauthorized
disclosures of sensitive or confidential client or customer information. If these vendors encounter any of these issues, or if we
have difficulty communicating with them, we could be exposed to disruption of operations, loss of service or connectivity to
customers, reputational damage, and litigation risk that could have a material adverse effect on our business and, in turn, our
financial condition and results of operations . In July 2023, we publicly reported that one of our third party vendors had
notified us that it uses MOVEit Transfer software (“ MOVEIit ), which was the subject of a widely reported
cybersecurity event, to transfer information related to the Bank’ s mobile and online banking customers. The Bank, as
well as many other financial institutions, uses the vendor for certain regulatory compliance and operational support
services, including account hosting and transaction processing. The Bank has been informed by the vendor that the
vendor’ s forensic investigation indicated that the Bank’ s customer data was downloaded only one time in connection
with a valid file transfer request by the Bank and, to date, there has been no indication that any personal data of the
Bank’ s customers has been compromised . We continually encounter technological change, and we may have fewer resources




than many of our competitors to invest in technological improvements. The financial services industry is undergoing rapid
technological changes with frequent introductions of new technology- driven products and services. The effective use of
technology increases efficiency and enables financial institutions to better serve customers and to reduce costs. Our future
success will depend, in part, upon our ability to address the needs of our clients by using technology to provide products and
services that will satisfy client demands for convenience, as well as to create additional efficiencies in our operations. Many
national vendors provide turn- key services to community banks, such as internet banking and remote deposit capture that allow
smaller banks to compete with institutions that have substantially greater resources to invest in technological improvements. We
may not be able, however, to effectively implement new technology- driven products and services or be successful in marketing
these products and services to our customers. Our business may be adversely affected by an increasing prevalence of fraud and
other financial crimes. As a banik-financial institution , we aresuseeptible-te-face the risk of fraudulent aetivity-activities
perpetrated thatmay-be-eommittedagainst us or our customers, potentially whieh-mayresutt-resulting in financial losses ot

increased operational costs to-us-er-eur-eustomers-, disclosure or misuse of eur-sensitive information er-eur-, misappropriation
of assets, breaches of customer *s-information;,-misappropriation-ofassets;privacy breaches-againstoureustomers-, litigatton
legal actions, or damage to our reputation. Sueh-fraudulent-Fraudulent aeﬁv—r?y—actlvmes may-take-many-come in various
forms, including check fraud, electronic fraud, wire fraud, phishing, social engineering , and other dishonest-aets-deceptive
practices . There has been a notable Nationally—- national ;-increase in reported incidents of fraud and other financial crimes
have-inereased-. We—have—a%se—e*peﬂefteed-OHr institution has encountered losses due to apparent frand-fraudulent activities
and other financial crimes. Despite implementing policies and procedures aimed at preventing such losses, the dynamic
nature of fraudulent activities presents ongoing challenges, and there is no guarantee against the occurrence of such
losses. While we have-remain committed to stringent policies and procedures destgned-to mitigate the risks associated with
fraudulent activities, including investing in security measures and staff training, the evolving landscape of fraudulent
tactics and the persistence of sophisticated schemes pose continual threats. Accordingly, there is inherent uncertainty
regarding our ability to prevent sueh-losses yresulting from fraudulent activities in there—- the future ean-beno-assuranee
that-suehdosses-willnoteeeur- Regulatory and Accounting- Related Risks We operate in a highly regulated environment and
may be adversely affected by changes in federal and state laws and regulations that could increase our costs of operations. The
banking industry is extensively regulated. Federal banking regulations are designed primarily to protect the deposit insurance
funds and customers, not to benefit a company & s sharcholders. These regulations may sometimes impose significant
limitations on our operations. These regulations, along with the currently existing tax, accounting, securities, insurance, and
monetary laws, regulations, rules, standards, policies and interpretations control the methods by which financial institutions
conduct business, implement strategic initiatives and tax compliance, and govern financial reporting and disclosures. These
laws, regulations, rules, standards, policies, and interpretations are constantly evolving and may change significantly over time.
Any new regulations or legislation, change in existing regulation or oversight, whether a change in regulatory policy or a change
in a regulator +” s interpretation of a law or regulation, could have a material impact on our operations, impact the capital or
liquidity requirements applicable to us, increase our costs of regulatory compliance and of doing business and adversely affect
our profitability. In this regard, the U. S. Department of the Treasury & s Financial Crimes Enforcement Network (£ FinCEN
L2 published guidelines in 2014 for financial institutions servicing cannabis businesses that are legal under state law. These
guidelines generally allow us to work with cannabis- related businesses that are operating in accordance with state laws and
regulations, so long as we comply with required regulatory oversight of their accounts with us. Legislation has previously been
introduced in Congress that would allow banks and financial institutions to serve cannabis businesses in states where it is legal
without any risk of federal prosecution but has yet to be enacted. At December 31, 2622-2023 , approximately 23 . 0 % of our
total deposm and a portlon of our service Chargeq from depo%lti are from legal Cannabls related businesses. Aﬂ—aeeeuﬁt—rng

eeﬁd-rt—teﬁ-aﬂd—feﬁﬁts—e-ﬁepef&t—teﬁs—Any adverﬂe change in the F 1nCEN gu1dance noted above any new regulatlonq or

legislation, any change in existing regulations or oversight, whether a change in regulatory policy or a change in a regulator' s
interpretation of a law or regulation, could have a negative impact on our non- interest income, as well as the cost of our
operations, increasing our cost of regulatory compliance and of doing business and / or otherwise affect us, which may
materially affect our profitability. ©a+-Moreover, our failure to comply with laws, regulations or policies could result in civil or
criminal sanctions and money penalties by state and federal agencies, and / or reputational damage, which could have a material
adverse effect on our business, financial condition and results of operations. See ““ Part I, Item 1. Business- How We Are
Regulated ” in this Form 10- K for more information about the laws and regulations to which we are subject. The level of our
commercial real estate loan portfolio may subject us to additional regulatory scrutiny. The FDIC, the Federal Reserve and the
Office of the Comptroller of the Currency have promulgated joint guidance on sound risk management practices for financial
institutions with concentrations in commercial real estate lending. Under this guidance, a financial institution that, like us, is
actively involved in commercial real estate lending, should perform a risk assessment to identify concentrations. A financial
institution may have a concentration in commercial real estate lending if, among other factors (i) total reported loans for
construction, land development and other land represent 100 % or more of the bank” s total regulatory capital (or in the case of a
bank, such as the Bank, that has elected to follow the CBLR framework, CBLR Capital (Tier 1 capital plus the entire allowance
for loan and lease losses), or (ii) total commercial real estate loans (as defined in the guidance) represent 300 % or more of the
bank’ s total regulatory capital or CBLR Capital, as appropriate, and the outstanding balance of the bank’ s commercial real



estate loan portfolio has increased 50 % or more during the prior 36 months. The particular focus of the guidance is on exposure
to commercial real estate loans that are dependent on the cash flow from the real estate held as collateral and that are likely to be
at greater risk to conditions in the commercial real estate market (as opposed to real estate collateral held as a secondary source
of repayment or as an abundance of caution). The purpose of the guidance is to guide banks in developing risk management
practices and capital levels commensurate with the level and nature of real estate concentrations. The guidance states that
management should employ heightened risk management practices including board and management oversight and strategic
planning, development of underwriting standards, risk assessment and monitoring through market analysis and stress testing. At
December 31, 2622-2023 , Sound Community Bank’ s aggregate recorded loan balances for construction, land development and
land loans were +64-106 . 5-7 % of CBLR Capital. In addition, at December 31, 2622-2023 , Sound Community Bank’ s loans
on all commercial real estate, including construction, owner and non- owner occupied commercial real estate, and multi- family
lending, as defined by the FDIC, were 364-352 . 29 % of CBLR Capital. While we believe we have implemented policies and
procedures with respect to our commercial real estate loan portfolio consistent with this guidance, bank regulators could require
us to implement additional policies and procedures consistent with their interpretation of the guidance that may result in
additional costs to us. Our accounting policies and methods are fundamental to how we report our financial condition and results
of operations, and we use estimates in determining the fair value of certain of our assets, which estimates may prove to be
imprecise and result in significant changes in valuation. A portion of our assets are carried on the balance sheet at fair value,
including investment securities available for sale ;-and mortgage servicing rights related to single- family loans ;and-single-
familytoansheldforsale- Generally, for assets that are reported at fair value, we use quoted market prices or valuation models
that use observable market data inputs to estimate their fair value. In certain cases, observable market prices and data may not be
readily available, or their availability may be diminished due to market conditions. We use financial models to value certain of
these assets. These models are complex and use asset- specific collateral data and market inputs for interest rates. Although we
have processes and procedures in place governing valuation models and their review, such assumptions are complex, as we must
make judgments about the effect of matters that are inherently uncertain. Different assumptions could result in significant
changes in valuation, which in turn could affect earnings or result in significant changes in the dollar amount of assets reported
on the balance sheet. We are subject to an extensive body of accounting rules and best practices. Periodic changes to such
rules may change the treatment and recognition of critical financial line items and affect our profitability. Our business
operations are significantly influenced by the extensive body of accounting regulations in the United States. Regulatory
bodies periodically issue new guidance, altering accounting rules and reporting requirements, which can substantially
affect the preparation and reporting of our financial statements. These changes might necessitate retrospective
application, potentially leading to restatements of prior period financial statements. One such significant change in 2023
was the implementation of the CECL model, which we adopted on January 1, 2023. Under the CECL model, financial
assets carried at amortized cost, such as loans and HTM debt securities, are presented at the net amount expected to be
collected. This forward- looking approach in estimating expected credit losses contrasts starkly with the prior, “ incurred
loss ” model, which delays recognition until a loss is probable. CECL mandates considering historical experience,
current conditions, and reasonable forecasts affecting collectability, leading to periodic adjustments of financial asset
values. However, this forward- looking methodology, reliant on macroeconomic variables, introduces the potential for
increased earnings volatility due to unexpected changes in these indicators between periods. An additional consequence
of CECL is an accounting asymmetry between loan- related income, recognized periodically based on the effective
interest method, and credit losses, recognized upfront at origination. This asymmetry might create the perception of
reduced profitability during loan expansion periods due to the immediate recognition of expected credit losses.
Conversely, periods with stable or declining loan levels might seem relatively more profitable as income accrues
gradually for loans where losses had been previously recognized. As a result of the change in methodology from the
incurred loss model to the CECL model, on January 1, 2023, the Company recorded a one- time upward adjustment to
the ACL on loans of $ 760 thousand and an ACL on unfunded loan commitments of $§ 695 thousand, and an after- tax
decrease to opening retained earnings of $ 1. 1 million. Risks Related to our Business and Industry Generally We-wit-be
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Ineffective liquidity management could adversely affect our financial results and condition. Qur business hinges on Effeetive



effective liquidity management is-essential-te-our-business-. We require-sufftetentmust maintain ample liquidity to meet
various financial obligations, including: (i) fulfilling customer loan requests ;eastoemer-and handling deposit maturities and
withdrawals 5 and (i) making timely payments on eur-debt obligations as-they-eeme-due-and other cash commitments under
bothrnormal eperating-eonditions-and ether-unpredictable circumstances, including events-eaustng-times of industry or generat
financial market stress. Raising An—mabﬁrﬁ*—te—ra—tse—fund% through depo%m borrowmgq fhe—sa%e—e-ﬁlem loan sales, or sales
of investment securities is essential for and-other-sourees-ee v b efrour liquidity. We

primarily rely on customer deposits and occaswnally at—&mes—beﬁewmgs»——— borrow from entities like the FHLB of Des
Moines ane-, the Federal Reserve , and eertatrother wholesale funding sources te-fund-otr-operations-. Several factors
influence our liquidity, 1nclud1ng (i) interest rate trends and competition affecting Depesit-deposit flows and the-loan

pfepayﬁeﬂt—prepayments ﬁf—}eans—and (11) potentlal llmltatlons ansmg from meftgage—fe}a’eed-seeﬁfmes-&fe—stfeﬂg}y

éepes%ts—aﬂd—le&m—iﬂ—bhe—m&ﬂeets—we—seﬁe%&ﬁher—changeq in ’fe—t-he—FHLB of Deq Mome% —s—underwrmng guldehne% which
wh : W reing restrict our ability-te-berrew-borrowing capacity and-eoute
tgt t iqtiidity-. Adthotgh-While historically, we have successfully historiealty
beeﬂ—ab}e—te-fep%aee-replaced maturmg deposm and borrowings f-destred-, we-future replacements may netbe challenged by

shifts able-to-replace-sueh-funds-in the-future-ifamengotherthings;-our financial condition, the-finanetal-eondition-of the
FHLB of Des Moines ” status , or market conditions ehange-. Our access to adequate funding , vital for seurees-in-ametnts

adequate-to-finanee-our activities , eronterms-which-are-aeeeptable-could be impaired-hindered by faetors-thataffeet-specific
issues impacting us speeifieally-or the-broader industry and economic concerns. Such limitations could arise due to
financial serviees-market disruptions, negative industry outlooks oreeonemy-in-general-, suehas-a-disruption-in-the-credit
market deterloratlon, reduced market act1v1ty, poor ﬁnanc1al performance mafkeﬁwﬁeg&ﬁveﬂews—&nd-e*peefaﬁeﬂs

aeﬁeﬁ—actlons agamst—us— Any dechne in avallable fundlng sufﬁclent tn—&meuﬂts—adequate—to sustam -ﬁn&ﬂee—etﬁaeﬁv-rﬁes—ef

our operations em-terms-whieh-are-aceeptable-could adversely-severely impact our ability to lend eriginatetoans-, invest it

seetrities-, meet eur-expenses, or-fulfitbobligationssueh-asrepaying—-- repay eur-borrowings , or meeting-manage deposit
withdrawal demands . Consequently , this any-efwhieh-could significantly inturn;have-amatertal-adverse-effectaffect ont

our business, financial condition , and results of operations. Climate change and related legislative and regulatory initiatives may
materially affect the Company' s business and results of operations. The effects of climate change continue to create an alarming
level of concern for the state of the glebal-environment. As a result, the global business community has increased its political
and social awareness surrounding the issue, and the United States has entered into international agreements in an attempt to
reduce global temperatures, such as reentering the Paris Agreement. Further, the U. S. Congress, state legislatures and federal
and state regulatory agencies continue to propose farerers-initiatives to supplement the global effort to combat climate change.
Similar and even more expansive initiatives are expected under the current administration, including potentially increasing
supervisory expectations with respect to banks’ risk management practices, accounting for the effects of climate change in stress
testing scenarios and systemic risk assessments, revising expectations for credit portfolio concentrations based on climate-
related factors and encouraging investment by banks in climate- related initiatives and lending to communities
disproportionately impacted by the effects of climate change. The lack of empirical data surrounding the credit and other
financial risks posed by climate change render it difficult, or even impossible, to predict how climate change may impact our
financial condition and results of operations; however, the physical effects of climate change may also directly impact us.
Specifically, unpredictable and more frequent weather disasters may adversely impact the real property, and / or the value of the
real property, securing the loans in our pertfelies— portfolio . Additionally, if insurance obtained by our borrowers is
insufficient to cover any losses sustained to the collateral, or if insurance coverage is otherwise unavailable to our borrowers, the
collateral securing our loans may be negatively impacted by climate change, natural disasters and related events, which could
impact our financial condition and results of operations. Further, the effects of climate change may negatively impact regional
and local economic activity, which could adversely affect our customers and the communities in which we operate. Overall,
climate change, its effects and the resulting, unknown impact could have a material adverse effect on our financial condition and
results of operations. If our enterprise risk management framework is not effective at mitigating risk and loss to us, we could
suffer unexpected losses and our results of operations could be materially adversely affected. We maintain an enterprise risk
management program that is designed to identify, quantify, monitor, report, and control the risks that we face. These risks
include interest- rate, credit, liquidity, operations, reputation, compliance and litigation. We also maintain a compliance program
to identify, measure, assess, and report on our adherence to applicable laws, policies and procedures. While we assess and
improve these programs on an ongoing basis, there can be no assurance that our risk management or compliance programs,
along with other related controls, will effectively mitigate all risk and limit losses in our business. As with any risk management
framework, there are inherent limitations to our risk management strategies as there may exist, or develop in the future, risks that
we have not appropriately anticipated or identified. If our risk management framework proves ineffective, we could suffer
unexpected losses and our business, financial condition and results of operations could be materially adversely affected. We are
subject to certain risks in connection with our data management or aggregation. We are reliant on our ability to manage data and
our ability to aggregate data in an accurate and timely manner to ensure effective risk reporting and management. Our ability to
manage and aggregate data may be limited by the effectiveness of our policies, programs, processes and practices that govern
how data is acquired, validated, stored, protected and processed. While we continuously update our policies, programs,
processes and practices, many of our data management and aggregation processes are manual and subject to human error or



system failure. Failure to manage data effectively and to aggregate data in an accurate and timely manner may limit our ability to
manage current and emerging risks, as well as to manage changing business needs. Our growth or future losses may require us to
raise additional capital in the future, but that capital may not be available when it is needed, or the cost of that capital may be
wvery-exceedingly high. We are required by federal regulatory authorities to maintain adequate levels of capital to support our
operations. At some point, we may need to raise additional capital to support our growth or replenish future losses. Our ability to
raise additional capital, if needed, will depend on conditions in the capital markets at that time, which are outside our control,
and on our financial condition and performance. Accordingly, we cannot make assurances that we will be able to raise
additional capital if needed on terms that are acceptable to us, or at all. If we cannot raise additional capital when needed, our
ability to further expand our operations could be materially impaired and our financial condition and liquidity could be
materially and adversely affected. In addition, any additional capital we obtain may dilute resutt-irthe-diution-of the interests
of existing holders of our common stock. Further, if we are unable to raise additional capital when required by our bank
regulators, we may be subject to adverse regulatory action. As a community bank, maintaining our reputation in our market area
is critical to the success of our business, and the failure to do so may materially adversely affect our performance. We are a
community bank and our reputation is one of the most valuable components of our business. A key aspect of our business
strategy is to rely on our reputation for customer service and knowledge of local markets to expand our presence by capturing
new business opportunities from existing and prospective customers in our current market and contiguous areas. As such, we
strive to conduct our business in a manner that enhances our reputation. This is done, in part, by recruiting, hiring and retaining
employees who share our core values of being an integral part of the communities we serve, delivering superior service to our
customers and caring about our customers and associates. We provide many different financial products and rely on the ability
of our employees and systems to process a significant number of transactions. If our reputation is negatively affected by the
actions of our employees, by our inability to conduct our operations in a manner that is appealing to current or prospective
customers, or otherwise, our business and, therefore, our operating results may be materially adversely affected. The Company
may not attract and retain skilled employees. The Company' s success depends, in large part, on its ability to attract and retain
key people. Competition for the best people can be intense, and the Company spends considerable time and resources attracting
and hiring qualified people for its operations. The unexpected loss of the services of one or more of the Company' s key
personnel could have a material adverse impact on the Company' s business because of their skills, knowledge of the Company’
s market, and years of industry experience, as well as the difficulty of promptly finding qualified replacement personnel. The
Company' s ability to pay dividends and make subordinated debt payments is subject to the ability of the Bank to make capital
distributions to the Company. The Company is a separate legal entity from its subsidiary bank and does not have significant
operations of its own. The long- term ability of the Company to pay dividends to its stockholders and debt payments is based
primarily upon the ability of the Bank to make capital distributions to the Company, and also on the availability of cash at the
holding company level. The availability of dividends from the Bank is limited by the Bank' s earnings and capital, as well as
various statutes and regulations. Under certain circumstances, capital distributions from the Bank to the Company may be
subject to regulatory approvals. If the Bank is unable to pay dividends to the Company, the Company may not be able to pay
dividends on its common stock or make payments on its outstanding debt. Consequently, the inability to receive dividends from
the Bank could adversely affect the Company”’ s financial condition, results of operations, and future prospects and the value of
the Company' s common stock. At December 31, 26222023 , Sound Financial Bancorp had $ 156 thousand 2—2-millien-in
unrestricted cash to support dividend and debt payments. See" Part I. Item 1. Business — How We Are Regulated — Regulation
of Sound Community Bank — Capital Rules ” and “ — Regulation of Sound Financial Bancorp — Limitations on Dividends
and Stock Repurchases" for additional information.



