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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, DC 20549

FORM 10-Q

(Mark One)

p Quarterly report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended June 30, 2017

o Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from to___

Commission File Number 000-33501

NORTHRIM BANCORP, INC.

(Exact name of registrant as specified in its charter)

Alaska 92-0175752

(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)
3111 C Street

Anchorage, Alaska 99503

(Address of principal executive offices) (Zip Code)

(907) 562-0062

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

v Yes " No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files).

v Yes " No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act:

Large Accelerated Filer © Accelerated Filer y Non-accelerated Filer © Smaller Reporting Company ~ Emerging
Growth Company ~

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ~

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
“Yes y No

The number of shares of the issuer’s Common Stock, par value $1 per share, outstanding at August 8, 2017 was
6,910,679.
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PART I. FINANCIAL INFORMATION

These consolidated financial statements should be read in conjunction with the financial statements, accompanying
notes and other relevant information included in Northrim BanCorp, Inc.’s Annual Report on Form 10-K for the year
ended December 31, 2016.

ITEM 1. FINANCIAL STATEMENTS

2
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CONSOLIDATED FINANCIAL STATEMENTS
NORTHRIM BANCORP, INC.

Consolidated Balance Sheets

(Unaudited)

(In Thousands, Except Share Data)
ASSETS

Cash and due from banks

Interest bearing deposits in other banks

Investment securities available for sale, at fair value
Investment securities held to maturity, at amortized cost
Total portfolio investments

Investment in Federal Home Loan Bank stock
Loans held for sale

Loans

Allowance for loan losses

Net loans

Purchased receivables, net

Other real estate owned, net

Premises and equipment, net

Mortgage servicing rights, at fair value
Goodwill

Other intangible assets, net

Other assets

Total assets

LIABILITIES

Deposits:

Demand

Interest-bearing demand

Savings

Money market

Certificates of deposit less than $250,000
Certificates of deposit $250,000 and greater
Total deposits

Securities sold under repurchase agreements
Borrowings

Junior subordinated debentures

Other liabilities

Total liabilities

SHAREHOLDERS' EQUITY

Preferred stock, $1 par value, 2,500,000 shares authorized, none issued or outstanding
Common stock, $1 par value, 10,000,000 shares authorized, 6,910,679 and 6,897,890

shares

issued and outstanding at June 30, 2017 and December 31, 2016

Additional paid-in capital
Retained earnings

June 30,
2017

$25,187
606

297,222
898
298,120

1,993
53,863

991,209
(20,061
971,148
19,835
4,315
39,997
5,828
15,017
1,254
56,042
$1,493,205

$395,310
231,073
249,275
231,780
82,880
43,992
1,234,310
24,392
4,314
18,558
19,854
1,301,428

6,911

63,074
121,631

December 31,
2016

$34,485
16,066

331,219
899
332,118

1,965
43,596

975,015

) (19,697 )
955,318
20,491
6,574
39,318
4,157
15,017
1,307
56,128
$1,526,540

$449,206
201,349
241,088
244,295
86,053
45,662
1,267,653
27,607
4,338
18,558
21,672
1,339,828

6,898

62,952
117,141
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Accumulated other comprehensive income (loss) 28 (397

Total Northrim BanCorp shareholders' equity 191,644 186,594
Noncontrolling interest 133 118

Total shareholders' equity 191,777 186,712
Total liabilities and shareholders' equity $1,493,205 $1,526,540

See notes to consolidated financial statements
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NORTHRIM BANCORP, INC.
Consolidated Statements of Income

(Unaudited)

Three Months Six Months Ended

Ended June 30, June 30,
(In Thousands, Except Per Share Data) 2017 2016 2017 2016
Interest Income
Interest and fees on loans and loans held for sale $13,601 $13,710 $26,839 $27,488
Interest on investment securities available for sale 1,210 953 2,374 1,933
Interest on investment securities held to maturity 17 14 32 27
Interest on deposits in other banks 64 41 112 88
Total Interest Income 14,892 14,718 29,357 29,536
Interest Expense
Interest expense on deposits 451 479 896 950
Interest expense on securities sold under agreements to repurchase 8 7 16 15
Interest expense on borrowings 39 28 77 71
Interest expense on junior subordinated debentures 150 125 291 247
Total Interest Expense 648 639 1,280 1,283
Net Interest Income 14,244 14,079 28,077 28,253
Provision for loan losses 300 200 700 903
Net Interest Income After Provision for Loan Losses 13,944 13,879 27,377 27,350
Other Operating Income
Mortgage banking income 6,351 8,510 11,801 14,206
Employee benefit plan income 961 936 1,897 1,900
Purchased receivable income 776 531 1,465 1,065
Bankcard fees 614 675 1,186 1,308
Service charges on deposit accounts 409 510 848 1,009
Gain (loss) on sale of securities, net — 12 14 (11 )
Other income 607 690 1,403 1,492
Total Other Operating Income 9,718 11,864 18,614 20,969
Other Operating Expense
Salaries and other personnel expense 11,793 12,011 22,635 23,262
Occupancy expense 1,664 1,697 3,285 3,305
Data processing expense 1,409 1,146 2,647 2,230
Marketing expense 891 615 1,401 1,353
Professional and outside services 612 785 1,234 1,492
Insurance expense 194 263 447 578
OREO expense, net rental income and gains on sale 83 127 260 101
Loss on disposal of premises and equipment 83 358 3 358
Intangible asset amortization expense 27 35 53 70
Compensation expense - RML acquisition payments — 687 174 817
Other operating expense 1,710 1,645 2933 3,174
Total Other Operating Expense 18,466 19,369 35,072 36,740
Income Before Provision for Income Taxes 5,196 6,374 10,919 11,579
Provision for income taxes 1,455 1,868 3,256 3,567
Net Income 3,741 4,506 7,663 8,012
Less: Net income attributable to the noncontrolling interest 152 156 249 286
Net Income Attributable to Northrim BanCorp, Inc. $3.5890 $4,350 $7.414 $7,726

Earnings Per Share, Basic $0.52  $0.63 $1.07 $1.12
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Earnings Per Share, Diluted $0.51  $0.63 $1.06 $1.11
Weighted Average Shares Outstanding, Basic 6,910,67%9,877,1406,910,23®,877,140
Weighted Average Shares Outstanding, Diluted 6,997,726,968,8916,996,16,966,905

See notes to consolidated financial statements

4




Edgar Filing: NORTHRIM BANCORP INC - Form 10-Q

NORTHRIM BANCORP, INC.
Consolidated Statements of Comprehensive Income

(Unaudited)
2010
Three Months Six Months
Ended June 30, Ended June 30,
(In Thousands) 2017 2016 2017 2016
Net income $3,741 $4,506 $7,663 $8,012

Other comprehensive income, net of tax:
Securities available for sale:
Unrealized gains arising during the period $90  $466 $687 $1,792
Reclassification of net (gains) losses included in net income (net of tax
(benefit) expense) of $0 and $5 for the second quarter of 2017 and
2016, respectively and $6 and ($5) or the six months ended June 30,

2017 and 2016, respectively — (7 )(8 )6
Income tax benefit related to unrealized gains and losses 31 (174 H)(254 H(644 )
Other comprehensive income, net of tax 59 285 425 1,154
Comprehensive income 3,800 4,791 8,088 9,166
Less: comprehensive income attributable to the noncontrolling interest 152 156 249 286
Comprehensive income attributable to Northrim BanCorp, Inc. $3,648 $4,635 $7,839 $8,880

See notes to consolidated financial statements
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NORTHRIM BANCORP, INC.

Consolidated Statements of Changes in Shareholders’ Equity

(Unaudited)

(In Thousands)

Balance as of January 1, 2016

Cash dividend declared

Stock-based compensation expense
Exercise of stock options and vesting of
restricted stock units, net

Write-off of deferred tax assets in excess

of tax benefits from share-based payment

arrangements

Distributions to noncontrolling interest
Other comprehensive income, net of tax
Net income attributable to the
noncontrolling interest

Net income attributable to Northrim
BanCorp, Inc.

Twelve Months Ended December 31,
2016

Cash dividend declared

Stock-based compensation expense
Exercise of stock options and vesting of
restricted stock units, net

Distributions to noncontrolling interest
Other comprehensive income, net of tax
Net income attributable to the
noncontrolling interest

Net income attributable to Northrim
BanCorp, Inc.

Six Months Ended June 30, 2017

Common

Stock

Numbelgar

of
Shares

6,877 $6,877

21

Value

21

Additional
Paid-in
Capital
$62.420

778
(183 )

(63 )

6,898 $6,898 $62,952

279
157 )

6,911 $6,911 $63,074

See notes to consolidated financial statements

6

Retained
Earnings

$108,150
(5,420 )

14,411

$117,141

2,924 )

7,414
$121,631

Accumulated
Other )

. Non-controlli
Comprehenswle Botal

nterest

Income
(Loss)
($412 ) $179 $177,214
— — (5,420 )
— — 778
— — (162 )
— — (63 )
— (640 ) (640 )
15 — 15
— 579 579
— — 14,411
($397 ) $118 $186,712
— — (2,924 )
— — 279
— — (144 )
— (234 ) (234 )
425 — 425
— 249 249
— — 7414
$28 $133 $191,777
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NORTHRIM BANCORP, INC.
Consolidated Statements of Cash Flows
(Unaudited)

(In Thousands)
Operating Activities:
Net income

Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities:

(Gain) loss on sale of securities, net

Loss on disposal of premises and equipment

Depreciation and amortization of premises and equipment
Amortization of software

Intangible asset amortization

Amortization of investment security premium, net of discount accretion

Deferred tax liability

Stock-based compensation

Deferral of loan fees and costs, net

Provision for loan losses

Reserve (recovery) for purchased receivables
Gain on sale of loans

Proceeds from the sale of loans held for sale
Origination of loans held for sale

Gain on sale of other real estate owned
Impairment on other real estate owned

Net changes in assets and liabilities:

(Increase) decrease in accrued interest receivable
Decrease in other assets

Decrease in other liabilities

Net Cash Used by Operating Activities

Investing Activities:

Investment in securities:

Purchases of investment securities available for sale
Purchases of FHLB stock

Proceeds from sales/calls/maturities of securities available for sale
Proceeds from redemption of FHLB stock
Decrease (increase) in purchased receivables, net
Increase (decrease) in loans, net

Proceeds from sale of other real estate owned
Proceeds from sale of premises and equipment
Purchases of premises and equipment

Net Cash Provided by Investing Activities
Financing Activities:

(Decrease) increase in deposits

Decrease in securities sold under repurchase agreements
(Decrease) increase in borrowings

Distributions to noncontrolling interest

Cash dividends paid

Net Cash (Used) Provided by Financing Activities

Six Months Ended
June 30,
2017 2016

$7,663  $8,012

(14 ) 11

3 358
1,317 1,178
110 84

53 70

101 8

576 448

279 377

(20 ) (292 )
700 903

23 (18 )

8,711 ) (11,924)
257,446 344,087
(259,002 (341,970
(155 ) a1z )
266 130

(29 ) 62

(2,490 ) (3,302 )
(1,988 ) (6,472 )
(3,872 ) (8,362 )

(16,283 ) (31,985)
(2,993 ) (151 )
50,867 34,283
2,965 1

633 252 )
(16,677 ) 13,063
2,315 477

116 1,379
(2,115 ) (1,369 )
18,828 15,446

(33,343 ) 14,896
(3,215 ) (5,371 )
(24 ) 2,242
(234 ) (154 )
(2,898 ) (2,614 )
(39,714 ) 8,999

11
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Net Change in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Period
Cash and Cash Equivalents at End of Period

(24,758 ) 16,083
50,551 58,673
$25,793 $74,756

12
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Supplemental Information:

Income taxes paid $3,839 $2,162
Interest paid $1,211 $1,213
Noncash commitments to invest in Low Income Housing Tax Credit Partnerships $—  $6,809
Transfer of loans to other real estate owned $167 $—
Cash dividends declared but not paid $26  $24

See notes to consolidated financial statements

8
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Basis of Presentation and Significant Accounting Policies

The accompanying unaudited consolidated financial statements and corresponding footnotes have been prepared by
Northrim BanCorp, Inc. (the “Company”) in accordance with accounting principles generally accepted in the United
States of America (“GAAP”) and with instructions to Form 10-Q under the Securities Exchange Act of 1934, as
amended. The year-end Consolidated Balance Sheet data was derived from the Company's audited financial
statements. Accordingly, they do not include all of the information and footnotes required by Generally Accepted
Accounting Principles ("GAAP") for complete financial statements. The Company owns a 100% interest in
Residential Mortgage Holding Company, LLC ("RML"), the parent company of Residential Mortgage, LLC
("Residential Mortgage") and a 50.1% interest in Northrim Benefits Group, LLC ("NBG") and consolidates their
balance sheets and income statements into its financial statements. In the opinion of management, all adjustments
(consisting of normal recurring accruals) considered necessary for a fair presentation have been included. Certain
immaterial reclassifications have been made to prior year amounts to maintain consistency with the current year with
no impact on net income or total shareholders’ equity. The Company determined that it operates in two primary
operating segments: Community Banking and Home Mortgage Lending. The Company has evaluated subsequent
events and transactions for potential recognition or disclosure. Operating results for the interim period ended June 30,
2017, are not necessarily indicative of the results anticipated for the year ending December 31, 2017. These
consolidated financial statements should be read in conjunction with the Company’s Annual Report on Form 10-K for
the year ended December 31, 2016. The Company’s significant accounting policies are discussed in Note 1 to the
audited consolidated financial statements included in the Company's Annual Report on Form 10-K for the year ended
December 31, 2016.

Reclassification of Prior Year Presentation

Certain prior year amounts have been reclassified for consistency with the current period presentation. These
reclassifications had no effect on the reported results of operations.

Recent Accounting Pronouncements

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (“ASU 2014-09”). The core
principle of the guidance is that an entity should recognize revenue to depict the transfer of promised goods or
services to customers in an amount that reflects the consideration to which the entity expects to be entitled in
exchange for those goods or services. To achieve that core principle, an entity should apply the following steps:
identify the contract(s) with a customer, identify the performance obligations in the contract, determine the transaction
price, allocate the transaction price to the performance obligations in the contract, and recognize revenue when (or as)
the entity satisfies a performance obligation. ASU 2014-09 is effective for the Company’s financial statements for
annual and interim periods beginning on or after December 15, 2017, and the Company should apply the amendments
retrospectively. The Company has determined that interest income is out of the scope of this new guidance, but is
reviewing its other revenue sources for impact from this new guidance. While the assessment is not complete, the
Company does not believe that the adoption of this standard will have a material impact on the Company’s
consolidated financial position or results of operations.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842) (“ASU 2016-02”). ASU 2016-02 increases
transparency and comparability among organizations by recognizing lease assets and lease liabilities on the balance
sheet and disclosing key information about lease arrangements. ASU 2016-02 is effective for the Company’s financial
statements for annual and interim periods beginning on or after December 15, 2018, and must be applied
prospectively. The Company is currently evaluating how the adoption of this standard will impact the Company’s
consolidated financial position and results of operations. The Company is reviewing its existing lease portfolio to
determine the impact of the new accounting guidance on the financial statements, as well as the impact to regulatory
capital and risk-weighted assets. The Company does not expect the new accounting guidance to have a material
impact on its consolidated results of operations.

14
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In June 2016, the FASB issued ASU 2016-13, Financial Instruments - Credit Losses (“ASU 2016-13"). ASU 2016-13
requires a financial asset (or a group of financial assets) that is measured at amortized cost basis to be presented at the
net amount expected to be collected. The allowance for credit losses is a valuation account that is deducted from the
amortized cost basis of the financial asset or assets to present the net carrying value at the amount expected to be
collected on the financial asset. The income statement reflects the measurement of credit losses for newly recognized
financial assets, as well as the expected increases or decreases of expected credit losses that have taken place during
the period. The measurement of expected credit losses is based

9
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on relevant information about past events, including historical experience, current conditions, and reasonable and
supportable forecasts that affect the collectability of the reported amount. An entity must use judgment in determining
the relevant information and estimation methods that are appropriate in its circumstances. The allowance for credit
losses for purchased financial assets with a more-than insignificant amount of credit deterioration since origination
("PCD assets") that are measured at amortized cost basis is determined in a similar manner to other financial assets
measured at amortized cost basis; however, the initial allowance for credit losses is added to the purchase price rather
than being reported as a credit loss expense. Only subsequent changes in the allowance for credit losses are recorded
as a credit loss expense for these assets. Interest income for PCD assets should be recognized based on the effective
interest rate, excluding the discount embedded in the purchase price that is attributable to the acquirer’s assessment of
credit losses at acquisition. ASU 2016-13 requires credit losses relating to available-for-sale debt securities to be
recorded through an allowance for credit losses. Available-for-sale accounting recognizes that value may be realized
either through collection of contractual cash flows or through sale of the security. Therefore, the amendments limit the
amount of the allowance for credit losses to the amount by which fair value is below amortized cost because the
classification as available for sale is premised on an investment strategy that recognizes that the investment could be
sold at fair value, if cash collection would result in the realization of an amount less than fair value. The allowance for
credit losses for purchased available-for-sale securities with a more-than-insignificant amount of credit deterioration
since origination is determined in a similar manner to other available-for-sale debt securities; however, the initial
allowance for credit losses is added to the purchase price rather than reported as a credit loss expense. Only
subsequent changes in the allowance for credit losses are recorded in credit loss expense. Interest income should be
recognized based on the effective interest rate, excluding the discount embedded in the purchase price. ASU 2016-13
is effective for the Company’s financial statements for annual and interim periods beginning on or after December 15,
2019, and must be applied prospectively. The Company is currently evaluating the impact that the adoption of this
standard will have on the Company’s consolidated financial position and results of operations. The Company has
formed an implementation team and is in the process of reviewing different software systems which will assist the
Company with the various calculations, modeling, and other changes anticipated in order to comply with the standard.
An estimate of the impact of this standard on the Company's consolidated financial position and results of operations
has not yet been determined, however, the impact on the Company's management of our processes for determining
and disclosing estimated credit losses is expected to be significant.

In January 2017, the FASB issued ASU 2017-04, Intangibles-Goodwill and Other (“ASU 2017-04"). ASU 2017-04
simplifies how an entity is required to test goodwill for impairment by eliminating Step 2 from the goodwill
impairment test. ASU 2017-04 is effective for the Company’s financial statements for annual and interim periods
beginning on or after December 15, 2019, and must be applied on a prospective basis. The Company does not believe
that the adoption of this standard will have a material impact on the Company’s consolidated financial position or
results of operations.

In March 2017, the FASB issued ASU 2017-08, Receivables-Nonrefundable Fees and Other Costs (“ASU 2017-08").
ASU 2017-08 amends the amortization period for certain purchased callable debt securities held at a premium by
shortening the amortization period for the premium to the earliest call date. Under the current guidance, entities
generally amortize the premium as an adjustment of yield over the contractual life of the instrument. ASU 2017-08 is
effective for the Company’s financial statements for annual and interim periods beginning on or after December 15,
2018, and should be applied on a modified retrospective basis through a cumulative-effect adjustment directly to
retained earnings. The Company does not believe that the adoption of this standard will have a material impact on the
Company’s consolidated financial position or results of operations.

In May 2017, the FASB issued ASU 2017-09, Compensation-Stock Compensation (“ASU 2017-09”). ASU 2017-09
provide guidance about which changes to the terms or conditions of a share-based payment award require an entity to
apply modification accounting in Topic 718. ASU 2017-09 is effective for the Company’s financial statements for
annual and interim periods beginning on or after December 15, 2017, and will be applied prospectively to an award
modified on or after the adoption date. The Company does not believe that the adoption of this standard will have a
material impact on the Company’s consolidated financial position or results of operations.

16
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2. Cash and Cash Equivalents

The Company is required to maintain a $500,000 minimum average daily balance with the Federal Reserve Bank of
San Francisco ("Federal Reserve Bank") for purposes of settling financial transactions and charges for Federal
Reserve Bank services. The Company is also required to maintain cash balances or deposits with the Federal Reserve
Bank sufficient to meet its statutory reserve requirements.

The Company is required to maintain a $500,000 balance with a correspondent bank for outsourced servicing of
ATMs.

10
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3. Investment Securities

The carrying values and estimated fair values of investment securities at the periods indicated are presented below:

Amortized

(In Thousands) Cost

June 30, 2017
Securities available for sale
U.S. Treasury and government sponsored entities $236,733

Municipal securities 17,346
U.S. Agency mortgage-backed securities 1
Corporate bonds 34,640
Collateralized loan obligations 3,000
Preferred stock 5,421
Total securities available for sale $297,141
Securities held to maturity

Municipal securities $898
Total securities held to maturity $898

December 31, 2016
Securities available for sale
U.S. Treasury and government sponsored entities $264,267

Municipal securities 18,184
U.S. Agency mortgage-backed securities 2
Corporate bonds 44,437
Preferred stock 4,922
Total securities available for sale $331,812
Securities held to maturity

Municipal securities $899
Total securities held to maturity $899

11

Gross Gross
Unrealized Unrealized
Gains Losses
$92 $744
125 29

415 —

228 6

$860 $779
$7 $—

$7 $—
$150 $1,056
26 53

295 —

49 4

$520 $1,113
$23 $—
$23 $—

Fair
Value

$236,081
17,442

1

35,055
3,000
5,643
$297,222

$905
$905

$263,361
18,157

2

44,732
4,967
$331,219

$922
$922

18
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Gross unrealized losses on investment securities and the fair value of the related securities, aggregated by investment
category and length of time that individual securities have been in a continuous unrealized loss position, at June 30,
2017 and December 31, 2016 were as follows:

Less Than 12 More Than 12 Total
Months Months
Fair UnrealizedFair  UnrealizedFair Unrealized

(In Thousands)

June 30, 2017:
Securities Available for Sale

Value Losses Value Losses Value Losses

U.S. Treasury and government sponsored entities $182,035$737 $489 $7 $182,524%$744

Municipal Securities 4,217 9 1,782 20 5,999 29

Preferred Stock 1,036 6 — — 1,036 6
Total $187,288%752 $2,271%$27 $189,559%$779

December 31, 2016:
Securities Available for Sale

U.S. Treasury and government sponsored entities $180,638$1,051 $489 $5 $181,127%$1,056

Municipal Securities 11,533 33 1,786 20 13,319 53

Preferred Stock — — 1,038 4 1,038 4
Total $192,171$1,084  $3,313$29 $195,484%1,113

The unrealized losses on investments in U.S. treasury and government sponsored entities, preferred stock, and
municipal securities in both periods were caused by changes in interest rates. At June 30, 2017 and December 31,
2016, respectively, there were twenty-eight and thirty-four available-for-sale securities with unrealized losses that
have been in a loss position for less than twelve months. There were three and four securities as of June 30, 2017 and
December 31, 2016 that have been in an unrealized loss position for more than twelve months. The contractual terms
of the investments in a loss position do not permit the issuer to settle the securities at a price less than the amortized
cost of the investment. Because it is more likely than not that the Company will hold these investments until a market
price recovery or maturity, these investments are not considered other-than-temporarily impaired.

At June 30, 2017 and December 31, 2016, $51.8 million and $50.9 million in securities were pledged for deposits and
borrowings.

12
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The amortized cost and estimated fair values of debt securities and preferred stock at June 30, 2017, are distributed by
contractual maturity as shown below. Expected maturities may differ from contractual maturities because issuers may
have the right to call or prepay obligations with or without call or prepayment penalties. Although preferred stock has

no stated maturity, it is aggregated in the calculation of weighted average yields presented below in the category of
investments that mature in ten years or more.

(In Thousands)

US Treasury and government sponsored entities

Within 1 year
1-5 years
5-10 years
Total

U.S. Agency mortgage-backed securities

1-5 years

Total

Corporate bonds

1-5 years

5-10 years

Total

Collateralized loan obligations
Over 10 years

Total

Preferred stock
Over 10 years

Total

Municipal securities
Within 1 year

1-5 years

5-10 years

Total

The proceeds and resulting gains and losses, computed using specific identification, from sales of investment
securities for the six months ending June 30, 2017 and 2016, respectively, are as follows:
Gross Gross

(In Thousands) Proceeds Gains Losses

2017

Available for sale securities $10,010 $14 $—

2016

Available for sale securities $5,785 $12  $23

13

Amortized Fair

Cost

$32,000
202,733
2,000
$236,733

$1
$1

$26,206
8,434
$34,640

$3,000
$3,000

$5,421
$5,421

$2,824
13,930
1,490
$18,244

Value

$31,987
202,094
2,000
$236,081

$1
$1

$26,494
8,561
$35,055

$3,000
$3,000

$5,643
$5,643

$2,823
14,046
1,478
$18,347

Weighted

Average

Yield

0.96
1.20
2.00
1.17

5.06
5.06

1.88
2.32
1.99

3.04
3.04

6.37
6.37

0.96
2.27
4.78
2.27

%
%
%
%

%
%

%
%
%

%
%

%
%

%
%
%
%
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A summary of interest income for the six months ending June 30, 2017 and 2016, on available for sale investment
securities is as follows:

(In Thousands) 2017 2016
US Treasury and government sponsored entities $1,602$1,336
U.S. Agency mortgage-backed securities — 4
Other 583 447
Total taxable interest income $2,185%$1,787
Municipal securities $189 $146
Total tax-exempt interest income $189 $146
Total $2,374$1,933

4. Loans and Credit Quality
The following table presents total portfolio loans by portfolio segment and class of financing receivable, based on our
asset quality rating ("AQR") criteria:

Real estate Real Real estate Real Consumer

construc‘[ionRea1 estate estate term estate secured Consume
(In Thousands) Commercial constructionterm by Ist IATotal

one-to-four non-owner term other

. other owner . deeds of
family . . occupied other
occupied trust
June 30, 2017
AQR Pass $276,298 $24,714 $73,999 $133,036 $347,489 $41,555%$22,143 $22,526 $941,760
AQR Special 5567 — — 348 11291 — 938 45 18,189
Mention
AQR Substandard 27,628 — — 6,091 683 644 332 26 35,404
Subtotal $309,493 $24,714 $73,999 $139,475 $359,463 $42,199$23.413 $22,597 $995,353
Less: Unearned origination fees, net of origination costs 4,144 )
Total loans $991,209
December 31, 2016
AQR Pass $257,639  $26,061 $72,159 $135,359 $355,903 $44,733$22,568 $25,151 $939,573
AQR Special 1950  — — 57 — — 501 78 2,586
Mention
AQR Substandard 18,589 — — 16,762 698 669 520 52 37,290
Subtotal $278,178 $26,061 $72,159 $152,178 $356,601 $45,402$23,589 $25,281 $979,449
Less: Unearned origination fees, net of origination costs 4,434 )
Total loans $975,015

Loans are carried at their principal amount outstanding, net of charge-offs, unamortized fees and direct loan
origination costs. Loan balances are charged-off to the allowance for loan losses ("Allowance") when management
believes that collection of principal is unlikely. Interest income on loans is accrued and recognized on the principal
amount outstanding except for loans in a nonaccrual status. All classes of loans are placed on nonaccrual and
considered impaired when management believes doubt exists as to the collectability of the interest or principal. Cash
payments received on nonaccrual loans are directly applied to the principal balance. Generally, a loan may be
returned to accrual status when the delinquent principal and interest is brought current in accordance with the terms of
the loan agreement. Additionally, certain ongoing performance criteria, which generally includes a performance
period of six months, must be met in order for a loan to be returned to accrual status. Loans are reported as past due
when installment payments, interest payments, or maturity payments are past due based on contractual terms.
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Nonaccrual loans: Nonaccrual loans net of government guarantees totaled $21.1 million and $12.5 million at June 30,
2017 and December 31, 2016, respectively. Nonaccrual loans at the periods indicated, by segment, are presented

below:

(In Thousands)

June 30, 2017

Commercial

Real estate term non-owner occupied
Consumer other

Total nonperforming loans

Government guarantees on nonaccrual loans —

Net nonaccrual loans

December 31, 2016

Commercial

Real estate term owner occupied
Real estate term non-owner occupied

Consumer secured by 1st deeds of trust

Total nonperforming loans

Government guarantees on nonaccrual loans —

Net nonaccrual loans

15

60-89
Days
Past
Due

$6,986 $3,635 $12,157

6,986

$6,986 $2,248

$8,750 $—

$—

Greater
Than
90
Days
Past
Due

Current

— 95

26 —
3,661 12,252
(1,413) (436

$4,208 $542
— 29
— 197
167 —
4,375 768
(1,413) —
$2,962 $768

Total

$22,778
95

26
22,899

) (1,849 )
$11,816 $21,050

$13,500
29

197

167
13,893
(1,413 )
$12,480
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Past Due Loans: Past due loans and nonaccrual loans at the periods indicated are presented below by segment:

30-59 60-89 Greater

Days Days Than Total
(In Thousands) Past Due Past Due 90 Days Past

Still Still Still Due

Accruing Accruing Accruing

June 30, 2017

Commercial $540
Real estate construction one-to-four family —
Real estate construction other —

Real estate term owner occupied 1,331

Real estate term non-owner occupied —

Real estate term other 613

Consumer secured by 1st deed of trust —

Consumer other 46

Subtotal $2.530
Total

December 31, 2016

Commercial $—

Real estate construction one-to-four family —
Real estate construction other —
Real estate term owner occupied 887
Real estate term non-owner occupied —
Real estate term other —

Consumer secured by 1st deed of trust 390

Consumer other 171

Subtotal $1,448
Total

$103

$739

$104

$456

$747  $22,778

1,331 —
— 95
613 —
461 —
68 26

$3,220 $22,899

$545  $13,500

887 29
— 197
908 167
303 —

$2,643 $13,893

Nonaccrual Current Total

$285,968 $309,493
24,714 24,714
73,999 73,999
138,144 139,475
359,368 359,463
41,586 42,199
22,952 23,413
22,503 22,597
$969,234 $995,353
4,144 )
$991,209

$264,133 $278,178
26,061 26,061
72,159 72,159
151,262 152,178
356,404 356,601
45,402 45,402
22,514 23,589
24,978 25,281
$962,913 $979,449
4,434 )
$975,015

Impaired Loans: The Company considers a loan to be impaired when it is probable that it will be unable to collect all
amounts due according to the contractual terms of the loan agreement. Once a loan is determined to be impaired, the
impairment is measured based on the present value of the expected future cash flows discounted at the loan’s effective
interest rate, except that if the loan is collateral dependent, the impairment is measured by using the fair value of the
loan’s collateral. Nonperforming loans greater than $50,000 are individually evaluated for impairment based upon the
borrower’s overall financial condition, resources, and payment record, and the prospects for support from any

financially responsible guarantors.
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At June 30, 2017 and December 31, 2016, the recorded investment in loans that are considered to be impaired was
$36.3 million and $38.7 million, respectively. The following table presents information about impaired loans by class

as of the periods indicated:
(In Thousands)

June 30, 2017

With no related allowance recorded

Commercial - AQR substandard

Real estate term owner occupied- AQR substandard
Real estate term non-owner occupied- AQR pass

Real estate term non-owner occupied- AQR substandard
Real estate term other - AQR pass

Real estate term other - AQR substandard

Consumer secured by 1st deeds of trust - AQR special mention

Consumer secured by 1st deeds of trust - AQR substandard
Subtotal

With an allowance recorded

Commercial - AQR substandard $2,562$2,562$394
Subtotal $2,562$2,562$394

Total

Commercial - AQR substandard

Real estate term owner-occupied - AQR substandard

Real estate term non-owner occupied - AQR pass

Real estate term non-owner occupied - AQR substandard

Real estate term other - AQR pass

Real estate term other - AQR substandard

Consumer secured by 1st deeds of trust - AQR special mention

Consumer secured by 1st deeds of trust - AQR substandard
Total

(In Thousands)

December 31, 2016
With no related allowance recorded
Commercial - AQR special mention
Commercial - AQR substandard
Real estate term owner occupied - AQR pass
Real estate term owner occupied - AQR substandard
Real estate term non-owner occupied - AQR pass
Real estate term non-owner occupied - AQR substandard
Real estate term other - AQR pass
Real estate term other - AQR substandard
Consumer secured by 1st deeds of trust - AQR pass
Consumer secured by 1st deeds of trust - AQR substandard
Consumer other - AQR substandard

Subtotal

17

Recorded Ur.lpa.ld Related

Investment Principal Allowance
Balance

$24,983  $25,421 $—

6,058 6,058 —

366 366 —

678 678 —

595 595 —

644 644 —

140 140 —

285 285 —

$33,749  $34,187 $—

$27,545 $27,983 $394

6,058
366

678

595

644

140

285
$36,311

Recorded
Investment

$223
9,213

252

16,694

391
693
633
669
143
472
52

$29

435

6,058
366

678

595

644

140

285
$36,749
Unpaid
Principal
Balance

$223
9,893
252
16,694
391
693
633
669
143
488

52
$30,131

$394

Related
Allowance
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With an allowance recorded
Commercial - AQR substandard $9,221$9,221$614

Subtotal $9,221$9,221%$614

Total

Commercial - AQR special mention $223 $223  $—
Commercial - AQR substandard 18,434 19,114 614
Real estate term owner occupied - AQR pass 252 252 —
Real estate term owner occupied - AQR substandard 16,694 16,694 —
Real estate term non-owner occupied - AQR pass 391 391 —
Real estate term non-owner occupied - AQR substandard 693 693 —
Real estate term other - AQR pass 633 633 —
Real estate term other - AQR special mention 669 669 —
Consumer secured by 1st deeds of trust - AQR pass 143 143 —
Consumer secured by 1st deeds of trust - AQR substandard 472 488 —
Consumer other - AQR substandard 52 52 —

Total $38,656 $39,352 $614

The unpaid principal balance included in the tables above represents the recorded investment at the dates indicated,
plus amounts charged off for book purposes.

The following tables summarize our average recorded investment and interest income recognized on impaired loans
for the three and six month periods ended June 30, 2017 and 2016, respectively:

Three Months Ended June 30, 2017 2016
Averagelnterest Average Interest
(In Thousands) Recordetihcome Recorded Income

Investmdtcognized Investment Recognized
With no related allowance recorded

Commercial - AQR special mention $—  $— $152 $3
Commercial - AQR substandard 25,412 258 19,699 176
Real estate construction other - AQR substandard — — 1,912 —
Real estate term owner occupied- AQR pass — — 258 5
Real estate term owner occupied- AQR substandard 6,079 63 16,283 232
Real estate term non-owner occupied- AQR pass 371 18 462 18
Real estate term non-owner occupied- AQR substandard 688 9 222 —
Real estate term other - AQR pass 604 11 674 12
Real estate term other - AQR special mention — — 83 2
Real estate term other - AQR substandard 651 1 — —
Consumer secured by 1st deeds of trust - AQR pass — — 75 1
Consumer secured by 1st deeds of trust - AQR special mention 141 3 — —
Consumer secured by 1st deeds of trust - AQR substandard 287 5 486 5
Subtotal $34,233$378 $40,306  $454
With an allowance recorded
Commercial - AQR substandard $2,611$$— $—
Real estate construction one-to-four family - AQR substandard — 3972 —
Consumer secured by st deeds of trust - AQR substandard — 292 —
Subtotal $2,611$$4,2645—
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Total

Commercial - AQR special mention $—  $— $152  $3
Commercial - AQR substandard 28,023 258 19,699 176
Real estate construction one-to-four family - AQR substandard — — 3972 —
Real estate construction other - AQR substandard — — 1,912 —
Real estate term owner-occupied - AQR pass — — 258 5
Real estate term owner-occupied - AQR substandard 6,079 63 16,283 232
Real estate term non-owner occupied - AQR pass 371 18 462 18
Real estate term non-owner occupied - AQR substandard 688 9 222 —
Real estate term other - AQR pass 604 11 674 12
Real estate term other - AQR special mention — — 83 2
Real estate term other - AQR substandard 651 11 — —
Consumer secured by 1st deeds of trust - AQR pass — — 75 1

Consumer secured by 1st deeds of trust - AQR special mention 141 3 — —
Consumer secured by 1st deeds of trust - AQR substandard 287 5 778 5

Total Impaired Loans $36,844$378$44,570 $454

Six Months Ended June 30, 2017 2016
Averagelnterest Average Interest
(In Thousands) Recordetihcome Recorded Income

Investmdtcognized Investment Recognized
With no related allowance recorded

Commercial - AQR special mention $26 $1 $154 $6
Commercial - AQR substandard 21,500 333 18,143 374
Real estate construction one-to-four family - AQR substandard — — 1,986 —
Real estate construction other - AQR substandard — — 1,912 —
Real estate term owner occupied- AQR pass 125 5 504 19
Real estate term owner occupied- AQR substandard 5,704 147 16,342 467
Real estate term non-owner occupied- AQR pass 378 32 466 37
Real estate term non-owner occupied- AQR substandard 692 29 230 —
Real estate term other - AQR pass 614 22 608 24
Real estate term other - AQR special mention — — 87 4
Real estate term other - AQR substandard 657 23 — —
Consumer secured by 1st deeds of trust - AQR pass — — 75 2
Consumer secured by 1st deeds of trust - AQR special mention 142 7 — —
Consumer secured by st deeds of trust - AQR substandard 371 7 476 8
Consumer other - AQR substandard 26 1 — —
Subtotal $30,235 $607 $40,983 $941
With an allowance recorded
Commercial - AQR substandard $6,924 $-$297 $—
Real estate construction one-to-four family - AQR substandard — —1,986 —
Consumer secured by 1st deeds of trust - AQR substandard — —l146 —
Subtotal $6,924 $-$2,429 $—
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Total
Commercial - AQR special mention $26 $1  $154 %6
Commercial - AQR substandard 28,424 333 18,440 374
Real estate construction one-to-four family - AQR substandard — — 3972 —
Real estate construction other - AQR substandard — — 1912 —
Real estate term owner-occupied - AQR pass 125 5 504 19
Real estate term owner-occupied - AQR substandard 5,704 147 16,342 467
Real estate term non-owner occupied - AQR pass 378 32 466 37
Real estate term non-owner occupied - AQR substandard 692 29 230 —
Real estate term other - AQR pass 614 22 608 24
Real estate term other - AQR special mention — — 87 4
Real estate term other - AQR substandard 657 23 — —
Consumer secured by 1st deeds of trust - AQR pass — — 75 2
Consumer secured by 1st deeds of trust - AQR special mention 142 7 — —
Consumer secured by 1st deeds of trust - AQR substandard 371 7 622 8
Consumer other - AQR substandard 26 1 — —
Total Impaired Loans $37,159 $607 $43.,412 $941

Purchased Credit Impaired Loans: The Company acquired 18 purchased credit impaired loans in connection with its
acquisition of Alaska Pacific Bancshares, Inc. on April 1, 2014 subject to the requirements of FASB ASC 310-30
Loans and Debt Securities Acquired with Deteriorated Credit Quality. This group of loans consists primarily of
commercial and commercial real estate loans, and unlike a pool of consumer mortgages, it is not practicable for the
Company to analyze the accretable yield of these loans. As such, the Company has elected the cost recovery method
of income recognition for these loans, and thus no accretable yield has been identified for these loans. At the
acquisition date, April 1, 2014, the fair value of this group of loans was $3.9 million. The carrying value of these loans
as of June 30, 2017 is $1.1 million.

Troubled Debt Restructurings: Loans classified as troubled debt restructurings (“TDR”) totaled $25.4 million and $16.2
million at June 30, 2017 and December 31, 2016, respectively. A TDR is a loan to a borrower that is experiencing
financial difficulty that has been modified from its original terms and conditions in such a way that the Company is
granting the borrower a concession that it would not grant otherwise. The Company has granted a variety of
concessions to borrowers in the form of loan modifications. The modifications granted can generally be described in
the following categories:

Rate Modification: A modification in which the interest rate is changed.

Term Modification: A modification in which the maturity date, timing of payments, or frequency of payments is
changed.

Payment Modification: A modification in which the dollar amount of the payment is changed, or in which a loan is
converted to interest only payments for a period of time is included in this category.

Combination Modification: Any other type of modification, including the use of multiple categories above.

AQR pass graded loans included above in the impaired loan data are loans classified as TDRs. By definition, TDRs
are considered impaired loans. All of the Company's TDRs are included in impaired loans.
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The following table presents the breakout between newly restructured loans that occurred during the six months ended
June 30, 2017 and restructured loans that occurred prior to 2017 that are still included in portfolio loans:
Accrual Nonaccrual Total

(In Thousands) Status  Status Modifications
New Troubled Debt Restructurings

Commercial - AQR substandard $210 $10,165 $10,375
Subtotal $210  $10,165 $10,375
Existing Troubled Debt Restructurings $5,468 $9,562 $15,030
Total $5,678 $19,727 $25,405

The following table presents newly restructured loans that occurred during the six months ended June 30, 2017, by
concession (terms modified):
June 30, 2017

Number of Rdferm Payment  Combinatiofiotal
(In Thousands) Contracts Mbdodetitiamnon ModificationModificatioModifications
Pre-Modification Outstanding Recorded
Investment:
Commercial - AQR substandard 2 $-$10,665 $210 $— $10,875
Total 2 $-$10,665 $210 $— $10,875
Post-Modification Outstanding Recorded
Investment:
Commercial - AQR substandard 2 $-$10,165 $210 $— $10,375
Total 2 $-$10,165 $210 $— $10,375

The Company had no commitments to extend additional credit to borrowers whose terms have been modified in
TDRs. There were no charge offs in the six months ended June 30, 2017 on loans that were later classified as TDRs.
All TDRs are also classified as impaired loans and are included in the loans individually evaluated for impairment in
