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Forward-Looking Statements

Certain matters discussed in this Annual Report on Form 10-K constitute forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995. These statements relate to our financial condition, results of operations, plans, objectives, future performance or business. Forward-looking statements
are not statements of historical fact, are based on certain assumptions and are generally identified by use of the words “believes,” “expects,” “anticipates,” “estimates,”
“forecasts,” “intends,” “plans,” “targets,” “potentially,” “probably,” “projects,” “outlook™ or similar expressions or future or conditional verbs such as “may,” “will,”
“should,” “would” and “could.” Forward-looking statements include statements with respect to our beliefs, plans, objectives, goals, expectations, assumptions and
statements about, among other things, expectations of the business environment in which we operate, projections of future performance or financial items, perceived
opportunities in the market, potential future credit experience, and statements regarding our mission and vision. These forward-looking statements are based upon current
management expectations and may, therefore, involve risks and uncertainties. Our actual results, performance, or achievements may differ materially from those suggested,
expressed, or implied by forward-looking statements as a result of a wide variety or range of factors including, but not limited to:

» the effect of the COVID-19 pandemic, including on our credit quality and business operations, as well as its impact on general economic and financial
market conditions and other uncertainties resulting from the COVID-19 pandemic, such as the extent and duration of the impact on public health, the U.S. and
global economies, and consumer and corporate customers, including economic activity, employment levels and market liquidity;

» the credit risks of lending activities, including changes in the level and trend of loan delinquencies and write-offs, that may be affected by deterioration in
the housing and commercial real estate markets, and may lead to increased losses and nonperforming assets in our loan portfolio, and may result in our allowance
for loan losses not being adequate to cover actual losses, and require us to materially increase our reserves;

» changes in general economic conditions, either nationally or in our market areas; changes in the levels of general interest rates, and the relative
differences between short and long term interest rates, deposit interest rates, our net interest margin and funding sources;

*  uncertainty regarding the future of the London Interbank Offered Rate ("LIBOR"), and the potential transition away from LIBOR toward new interest
rate benchmarks;

» fluctuations in the demand for loans, the number of unsold homes and other properties and fluctuations in real estate values in our market areas;

» results of examinations of us by the Federal Reserve Bank of San Francisco (“FRB”) and our bank subsidiary by the Federal Deposit Insurance
Corporation (“FDIC”), the Washington State Department of Financial Institutions, Division of Banks (“DFI”) or other regulatory authorities, including the
possibility that any such regulatory authority may initiate an enforcement action against the Company or the Bank which could require us to increase our reserve
for loan losses, write-down assets, change our regulatory capital position, affect our ability to borrow funds or maintain or increase deposits, or impose additional
requirements or restrictions on us, any of which could adversely affect our liquidity and earnings;

»  our ability to pay dividends on our common stock;

*  our ability to attract and retain deposits; increases in premiums for deposit insurance;

*  our ability to control operating costs and expenses;

»  the use of estimates in determining the fair value of certain of our assets, which estimates may prove to be incorrect and result in significant declines in
valuation;

» difficulties in reducing risk associated with the loans on our balance sheet;

» staffing fluctuations in response to product demand or the implementation of corporate strategies that affect our work force and potential associated
charges;

»  disruptions, security breaches, or other adverse events, failures or interruptions in, or attacks on, our information technology systems or on the third-party
vendors who perform several of our critical processing functions;

*  our ability to retain key members of our senior management team; costs and effects of litigation, including settlements and judgments;

*  our ability to implement a branch expansion strategy;

»  our ability to successfully integrate any assets, liabilities, customers, systems, and management personnel we have acquired or may in the future acquire
into our operations and our ability to realize related revenue synergies and cost savings within expected time frames and any goodwill charges related thereto;,

*  our ability to manage loan delinquency rates;

»  costs and effects of litigation, including settlements and judgments;

*  increased competitive pressures among financial services companies;

* changes in consumer spending, borrowing and savings habits;

» legislative or regulatory changes that adversely affect our business including changes in regulatory policies and principles, including the interpretation of
regulatory capital or other rules, including as a result of Basel III;
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» the impact of the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the “Dodd-Frank Act”) and the implementing regulations;

» the availability of resources to address changes in laws, rules, or regulations or to respond to regulatory actions;

* adverse changes in the securities markets;

* inability of key third-party providers to perform their obligations to us;

»  changes in accounting policies and practices, as may be adopted by the financial institution regulatory agencies or the Financial Accounting Standards
Board, including additional guidance and interpretation on accounting issues and details of the implementation of new accounting methods; including as a result
of the Coronavirus Aid, Relief, and Economic Security Act of 2020 ("CARES Act") and the Consolidated Appropriations Act, 2021 (“CAA, 2021”);

»  the economic impact of war or any terrorist activities; and

*  other economic, competitive, governmental, regulatory, and technological factors affecting our operations; pricing, products and services, including as a
result of the CARES Act, the CAA, 2021 and recent COVID-19 vaccination efforts, and other risks detailed in this Form 10-K and our other reports filed with the
U.S. Securities and Exchange Commission (“SEC”).

Any of the forward-looking statements that we make in this Form 10-K and in the other public reports and statements we make may turn out to be wrong because
of the inaccurate assumptions we might make, because of the factors illustrated above or because of other factors that we cannot foresee. Because of these and other
uncertainties, our actual future results may be materially different from those expressed in any forward-looking statements made by or on our behalf. Therefore, these
factors should be considered in evaluating the forward-looking statements, and undue reliance should not be placed on such statements. We undertake no responsibility to
update or revise any forward-looking statements.

As used throughout this report, the terms “Company”, “we”, “our”, or “us” refer to First Financial Northwest, Inc. and its consolidated subsidiaries, including
First Financial Northwest Bank and First Financial Diversified Corporation.



Internet Website

The information contained on our website, www.ffnwb.com, is not included as a part of, or incorporated by reference into, this Annual Report on Form 10-K.
Other than an investor’s own Internet access charges, we make available free of charge through our website, our annual report on Form 10-K, quarterly reports on Form 10-
Q, current reports on Form 8-K and amendments to these reports, proxy statements and other SEC filings on our investor relations page. All of our reports, proxy

statements, and other SEC filings are posted as soon as reasonably practicable after they are electronically filed with the SEC and are also available free of charge at the
SEC’s website at www.sec.gov.



PART I
Item 1. Business

General

First Financial Northwest, Inc. (“First Financial Northwest” or the “Company”), a Washington corporation, was formed on June 1, 2007, for the purpose of
becoming the holding company for First Financial Northwest Bank (“the Bank™) in connection with the Bank’s conversion from a mutual holding company structure to a
stock holding company structure which was completed on October 9, 2007. At December 31, 2020, the Company had total assets of $1.4 billion, net loans of $1.1 billion,
deposits of $1.1 billion and stockholders’ equity of $156.3 million. First Financial Northwest’s business activities generally are limited to passive investment activities and
oversight of its investment in First Financial Northwest Bank. Accordingly, the information set forth in this report, including consolidated financial statements and related
data, relates primarily to First Financial Northwest Bank.

The Bank was organized in 1923 as a Washington state-chartered savings and loan association, converted to a federal mutual savings and loan association in 1935
and to a Washington state-chartered mutual savings bank in 1992. In 2002, First Savings Bank reorganized into a two-tier mutual holding company structure, became a
stock savings bank, and the wholly-owned subsidiary of First Financial of Renton, Inc. In connection with the 2002 conversion, First Savings Bank changed its name to
First Savings Bank Northwest. Subsequently, in August 2015, the Bank changed its name to First Financial Northwest Bank to better reflect the commercial banking
services it provides beyond those typically provided by a traditional savings bank. In February 2016, the Bank officially changed its charter from a Washington chartered
stock savings bank to a Washington chartered commercial bank.

First Financial Northwest became a bank holding company, after converting from a savings and loan holding company on March 31, 2015, and is subject to
regulation by the Board of Governors of the Federal Reserve System (the “Federal Reserve Board” or “Federal Reserve”) through the FRB. The change was consistent with
First Financial Northwest Bank’s shift in focus from a traditional savings and loan association towards a full service, commercial bank. Additionally, First Financial
Northwest Bank is examined and regulated by the DFI and by the FDIC. First Financial Northwest Bank is required to maintain reserves at a level set by the Federal
Reserve Board. The Bank is a member of the Federal Home Loan Bank (“FHLB”) of Des Moines, which is one of the 11 regional banks in the Federal Home Loan Bank
System (“FHLB System”). For additional information, see “How We are Regulated - Regulation and Supervision of First Financial Northwest Bank - Federal Home Loan
Bank System.”

In February 2016, First Financial Northwest Bank converted its charter from a community-based savings bank to a commercial bank as a way of better serving its
customer needs. The Bank’s largest concentration of customers is in King County, with additional concentrations in Snohomish, Pierce, and Kitsap counties, Washington.
The Bank is headquartered in Renton, in King County, where it has a full-service branch as well as a smaller branch located in a commercial development known as “The
Landing”. The Bank has additional smaller branches in King County located in Bellevue, Woodinville, Bothell, Kent and Kirkland. In Snohomish County, Washington, the
Bank has five additional smaller branches located in Mill Creek, Edmonds, Clearview, Smokey Point, and Lake Stevens. In addition, the Bank opened two Pierce County,
Washington branches, with University Place in March 2020 and Gig Harbor in October 2020. The Bank’s fifteenth branch opened in Issaquah, in King County,
Washington, in March 2021. These smaller branches are focused on efficiency through the extensive use of the latest banking technology. First Financial Northwest Bank’s
business consists of attracting deposits from the public and utilizing these funds to originate one-to-four family residential, multifamily, commercial real estate,
construction/land, business and consumer loans.

The principal executive office of First Financial Northwest is located at 201 Wells Avenue South, Renton, Washington, 98057; our telephone number is (425)
255-4400.

Market Area

We consider our primary market area to be the Puget Sound Region that consists primarily of King, Snohomish, Pierce and, to a lesser extent, Kitsap counties. During
2020, the region experienced stronger appreciation in residential real estate prices compared to the increases experienced in 2019. Price appreciation was strongest in areas
outside the Seattle core and in less expensive areas. Price appreciation in more expensive areas of King County such as Seattle and Bellevue have also strengthened over
2020 due to low interest rates and population growth. Home prices in King, Pierce, Snohomish and Kitsap counties have continued to experience price appreciation higher
than the national average. Lower mortgage rates helped stimulate demand in the fourth quarter of 2020 with sales up over last year and a decline in housing inventory at the
end of the



year. The number of homes listed for sale in King, Pierce, Snohomish and Kitsap counties has continued to drop and are down from the end of 2019. The declines range
from 14% in King County to a decline of 63% in Snohomish County, and all counties have less than one month of inventory available.

King County has the largest population of any county in the state of Washington and covers approximately 2,100 square miles. It has a population of approximately 2.25
million residents and a median household income of approximately $95,000, according to U.S. Census estimates. King County has a diversified economic base with many
nationally recognized firms including Boeing, Microsoft, Amazon, Starbucks, Nordstrom, Costco and Paccar. According to the Washington State Employment Security
Department, the unemployment rate for King County was 6.8% at December 31, 2020, compared to 2.1% at December 31, 2019, and the national average of 6.7% at
December 31, 2020. The median sales price of a residential home in King County for December 2020 was $676,000, an increase of 9.9% from December 2019, according
to the Northwest Multiple Listing Service ("MLS"). Residential sales volumes increased 4.9% in 2020 compared to 2019 and inventory levels as of December 31, 2020
were at 0.6 months according to the MLS.

Pierce County, covering approximately 1,700 square miles, has the second largest population of any county in the state of Washington. It has approximately 905,000
residents and a median household income of approximately $72,100, according to U.S. Census estimates. The Pierce County economy is diversified with the presence of
military-related government employment (Joint Base Lewis-McChord), transportation and shipping employment (Port of Tacoma), and aerospace-related employment
(Boeing). According to the Washington State Employment Security Department, the unemployment rate for Pierce County was 7.6% in December 2020, compared to 4.8%
at year-end 2019. The median sales price of a residential home in Pierce County was $430,000 for December 2020, a 16.5% increase compared to December 2019,
according to the MLS. Residential sales volumes decreased by 0.4% in 2020 compared to 2019 and inventory levels as of December 31, 2020 were at 0.3 months according
to the MLS.

Snohomish County has the third largest population of any county in the state of Washington and covers approximately 2,090 square miles. It has approximately 822,000
residents and a median household income of approximately $86,700, according to U.S. Census estimates. The economy of Snohomish County is diversified with the
presence of military-related government employment (Naval Station Everett), acrospace-related employment (Boeing), and retail trade. According to the Washington State
Employment Security Department, the unemployment rate for Snohomish County was 7.8% in December 2020 compared to 2.4% in December 2019. The median sales
price of a residential home in Snohomish County was $535,000 for December 2020, an 8.1% increase compared to December 2019, according to the MLS. Residential
sales volumes rose by 4.3% in 2020 compared to 2019 and inventory levels as of December 31, 2020 were at 0.3 months according to the MLS.

Kitsap County has the seventh largest population of any county in the state of Washington and covers approximately 395 square miles. It has approximately
271,000 residents and a median household income of approximately $75,400, according to U.S. Census estimates. The Kitsap County economy is diversified with the
presence of military-related government employment (Naval Base Kitsap, Puget Sound Naval Shipyard), health care, retail trade and education. According to the
Washington State Employment Security Department, the unemployment rate for Kitsap County was 6.3% in December 2020, compared to 4.1% for December 2019. The
median sales price of a residential home was $426,000 for December 2020 an increase of 10.6% over December 2019, according to the MLS. Residential sales volumes
increased by 0.6% in 2020 compared to 2019 and inventory levels as of December 31, 2020 were at 0.5 months according to the MLS.

For a discussion regarding competition in our primary market area, see “- Competition” later in Item 1 of this report.
Lending Activities

General. We focus our lending activities primarily on loans secured by commercial real estate, construction/land, first mortgages on one-to-four family
residences, multifamily, and business lending. We offer a variety of secured consumer loans, including savings account loans, auto loans and home equity loans that
include lines of credit and second mortgage term loans. As of December 31, 2020, our net loan portfolio totaled $1.1 billion and represented 79.3% of our total assets.

During the year ended December 31, 2020, the Bank participated in the U.S. Small Business Administration (“SBA”) Paycheck Protection Program (“PPP”), a
guaranteed unsecured loan program enacted under the CARES Act to provide near-term relief to help small businesses impacted by COVID-19 sustain operations. The
deadline for PPP loan applications to the SBA was initially August 8, 2020. Under this program we funded 462 applications totaling $52.1 million of loans in our market
areas and began processing applications for loan forgiveness in the fourth quarter of 2020. As of December 31, 2020, we were approved for SBA forgiveness on 146 PPP
loans totaling $11.2 million resulting in 372 PPP loans with an aggregate balance of $41.3 million outstanding. The CAA, 2021 enacted in December 2020 renewed and
extended the PPP until March 31, 2021 by



authorizing an additional $284.5 billion for the program for eligible small businesses and nonprofits. As a result, the Bank began originating PPP loans again in January
2021.

Our current loan policy generally limits the maximum amount of loans we can make to one borrower to 15% of the Bank’s total risk-based capital, or $22.9
million at December 31, 2020. Exceptions to this policy are allowed only with the prior approval of the Board of Directors and if the borrower exhibits financial strength or
sufficient, measurable compensating factors exist after consideration of the loan-to-value ratio, borrower’s financial condition, net worth, credit history, earnings capacity,
installment obligations, and current payment history. The regulatory limit of loans we can make to one borrower is 20% of total risk-based capital plus the balance of the
allowance for loan and lease losses (“ALLL”), or $31.2 million, at December 31, 2020. At this date, our single largest lending relationship, totaled $26.8 million.

During 2020, the concentration of loans to our five largest lending relationships increased. At December 31, 2020, loans to our five largest lending relationships
totaled $96.3 million compared to $86.9 million at December 31, 2019, an increase of $9.4 million, or 10.8%. In addition to the increase in the total of these relationships
during 2020, their percentage of total loans, net of loans in process (“LIP”) also increased to 8.6% at December 31, 2020, from 7.7% at 2019. However, the total number of
loans comprising these relationships decreased slightly to 13 at December 31, 2020 from 16 at December 31, 2019. The following table details the types of loans to our five
largest lending relationships at December 31, 2020.

Number of One-to-Four Family Commercial Real Aggregate Balance
Borrower (1) Loans Residential® Multifamily Estate(® Business of Loans
(Dollars in thousands)

Real estate investor 2 9 — 3 12,250 $ 14,500 $ — 3 26,750
Real estate investor 7 420 — 20,191 — 20,611
Real estate investor 2 — — 18,366 — 18,366
Real estate investor 1 — — 15,426 — 15,426
Real estate investor 1 — — — 15,110 15,110
Total 13§ 420 S 12,250 $ 68,483 $ 15,110 $ 96,263

() The composition of borrowers represented in the table may change between periods.
@ The single one-to-four family residential loan is owner occupied. The commercial real estate loans are for non-owner occupied, income producing properties.

The composition of loans to our five largest borrowers has changed at December 31, 2020, as compared to December 31, 2019, with an increase in multifamily loans of
$3.8 million and an increase in business loans of $15.1 million. Partially offsetting this increase, one-to-four family loans decreased by $12,000 and commercial real estate
loans decreased by $9.5 million. At December 31, 2020, all of the borrowers listed in the table above were in compliance with the original repayment terms of their
respective loans.



Loan Portfolio Analysis. The following table sets forth the composition of our loan portfolio by type of loan at the dates indicated.

December 31,
2020 2019 2018 2017 2016
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent

(Dollars in thousands)
One-to-four family residential:

Permanent owner occupied $ 206,323 185% $ 210,898 188% $ 194,141 187% $ 148,304 148% $ 137,834 16.6 %
Permanent non-owner occupied 175,637 15.7 161,630 14.4 147,825 14.3 130,351 13.0 111,601 13.5
381,960 342 372,528 332 341,966 33.0 278,655 27.8 249,435 30.1
Multifamily real estate 136,694 12.2 172,915 15.4 169,355 16.3 184,902 18.5 123,250 14.9
Commercial real estate 385,265 34.5 395,152 352 373,798 36.0 361,299 36.0 303,694 36.7
Construction/land: (V)
One-to-four family residential 33,396 3.0 44,491 4.0 51,747 5.0 40,522 4.0 34,909 42
Multifamily 51,215 4.6 40,954 3.6 40,502 3.9 66,210 6.6 72,030 8.7
Commercial real estate 5,783 0.5 19,550 1.7 9,976 1.0 2,481 0.3 — —
Land 1,813 0.2 8,670 0.8 6,629 0.6 36,405 3.6 29,983 3.6
92,207 8.3 113,665 10.1 108,854 10.5 145,618 14.5 136,922 16.5
Business 80,663 7.2 37,779 34 30,486 3.0 23,087 2.3 7,938 1.0
Consumer 40,621 3.6 30,199 2.7 12,970 1.2 9,133 0.9 6,922 0.8
Total loans 1,117,410 100.0% 1,122,238 100.0 % 1,037,429 100.0% 1,002,694 100.0% 828,161 100.0 %
Less:
Deferred loan fees, net 1,654 558 1,178 1,150 2,167
ALLL 15,174 13,218 13,347 12,382 10,951
Loans receivable, net $1,100,582 $1,108,462 $1,022,904 $ 988,662 $ 815,043

() Included in the construction/land category are “rollover” loans, which are loans that will convert upon completion of the construction period to permanent loans. At
December 31, 2020, we included rollover loans of $51.2 million of multifamily loans and $5.8 million of commercial real estate loans in the construction/land category. In
addition, the construction/land category included $1.8 million of loans for raw land or buildable lots where the Company does not intend to finance the construction.



The following table shows the composition of our loan portfolio by fixed- and adjustable-rate loans at the dates indicated.

FIXED-RATE LOANS

Real estate:
One-to-four family residential
Multifamily
Commercial real estate
Construction/land

Total real estate

Business

Consumer

Total fixed-rate loans

ADJUSTABLE-RATE LOANS
Real estate:
One-to-four family residential
Multifamily
Commercial real estate
Construction/land
Total real estate
Business
Consumer
Total adjustable-rate loans
Total loans
Less:
Deferred loan fees, net
ALLL

Loans receivable, net

December 31,
2020 2019 2018 2017 2016
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
(Dollars in thousands)
$ 169,560 152% $ 184,174 16.4% $ 185,755 18.0% $ 177,086 17.7% $ 169,523 20.5 %
45,441 4.1 54,762 49 68,737 6.6 77,824 7.8 72,593 8.7
177,000 15.8 185,503 16.5 179,838 17.3 208,899 20.8 211,054 25.5
55,123 4.9 32,880 2.9 22,552 2.2 29,516 2.9 28,287 34
447,124 40.0 457,319 40.7 456,882 44.1 493,325 49.2 481,457 58.1
64,398 5.8 18,787 1.7 13,760 1.3 9,097 0.9 640 0.1
30,724 2.7 19,422 1.7 1,018 0.1 136 — 432 0.1
542,246 48.5 495,528 441 471,660 455 502,558 50.1 482,529 58.3
212,400 19.0 188,354 16.8 156,211 15.1 101,569 10.1 79,912 9.6
91,253 8.2 118,153 10.5 100,618 9.7 107,078 10.7 50,657 6.1
208,265 18.6 209,649 18.7 193,960 18.7 152,400 15.2 92,640 11.2
37,084 3.3 80,785 7.2 86,302 8.3 116,102 11.6 108,635 13.1
549,002 49.1 596,941 53.2 537,091 51.8 477,149 47.6 331,844 40.0
16,265 1.5 18,992 1.7 16,726 1.5 13,990 1.4 7,298 0.9
9,897 0.9 10,777 1.0 11,952 1.2 8,997 0.9 6,490 0.8
575,164 51.5 626,710 55.9 565,769 54.5 500,136 49.9 345,632 41.7
1,117,410 100.0 % 1,122,238 100.0 % 1,037,429 100.0 % 1,002,694 100.0 % 828,161 100.0 %
1,654 558 1,178 1,150 2,167
15,174 13,218 13,347 12,882 10,951
$1,100,582 $1,108,462 $1,022,904 $ 988,662 $ 815,043



Geographic Distribution of our Loans. The following table shows the geographic distribution of our loan portfolio in dollar amounts and percentages at December 31,
2020.

Other Washington Total in Washington
Puget Sound Region ¥ Counties State All Other States @ Total
% of Total % of Total % of Total % of Total % of Total
Amount in Category Amount in Category Amount in Category Amount in Category Amount in Category
Real estate: (Dollars in thousands)
One-to-four family
residential $ 367,541 962 % $ 11,358 3.0 % $ 378,899 992 % $ 3,061 0.8 % $§ 381,960 100.0 %
Multifamily 90,184 66.0 23,382 17.1 113,566 83.1 23,128 16.9 136,694 100.0 %
Commercial 260,822 67.7 48,812 12.7 309,634 80.4 75,631 19.6 385,265 100.0 %
Construction/land 92,207 100.0 — — 92,207 100.0 — — 92,207 100.0 %
Total real estate 810,754 81.4 83,552 8.4 894,306 89.8 101,820 10.2 996,126 100.0 %
Business 68,921 85.3 758 0.9 69,679 86.4 10,984 13.6 80,663 100.0 %
Consumer 12,672 31.2 86 0.2 12,758 31.4 27,863 68.6 40,621 100.0 %
Total Loans $ 892,347 798 % $ 84,396 7.6 % $ 976,743 87.4 % $ 140,667 12.6 % $1,117,410 100.0 %

(M Includes King, Snohomish, Pierce and Kitsap counties.
@ Includes loans in California, Utah, Oregon, Georgia, and 39 other states.



One-to-Four Family Residential Lending. As of December 31, 2020, $382.0 million, or 34.2% of our total loan portfolio consisted of loans secured by one-to-
four family residences.

First Financial Northwest Bank is a traditional portfolio lender when it comes to financing residential home loans. In 2020, we originated $107.6 million and
purchased $1.5 million in one-to-four family residential loans. At December 31, 2020, $206.3 million, or 54.0% of our one-to-four family residential portfolio consisted of
owner occupied loans with the remaining $175.6 million, or 46.0% consisting of non-owner occupied loans. In addition, at December 31, 2020, $169.6 million, or 44.4% of
our one-to-four family residential loan portfolio consisted of fixed-rate loans. Substantially all of our one-to-four family residential loans require monthly principal and
interest payments.

Our fixed-rate, one-to-four family residential loans are generally originated with 15 to 30 year terms, although such loans typically remain outstanding for
substantially shorter periods, particularly in the current low interest rate environment. We also originate hybrid loans with initial fixed-rate terms of five to ten years that
convert to variable-rate which adjusts annually thereafter. In addition, substantially all of our one-to-four family residential loans contain due-on-sale clauses that allow us
to declare the unpaid amount due and payable upon the sale of the property securing the loan. Typically, we enforce these due-on-sale clauses to the extent permitted by
law and as a standard course of business. The average period of time a loan is outstanding is a function of, among other factors, the level of purchase and sale activity in the
real estate market, prevailing interest rates, and the interest rates payable on outstanding loans.

Our lending policy generally limits the maximum loan-to-value ratio on mortgage loans secured by one-to-four family residential properties to 85% of the lesser
of the appraised value or the purchase price. Properties securing our one-to-four family residential loans are appraised by independent appraisers approved by us. We
require the borrowers to obtain title insurance and if necessary, flood insurance. We generally do not require earthquake insurance due to competitive market factors.

Loans secured by rental properties represent potentially higher risk and, as a result, we adhere to more stringent underwriting guidelines. Of primary concern in
non-owner occupied real estate lending is the consistency of rental income of the property. Payments on loans secured by rental properties depend primarily on the tenants’
continuing ability to pay rent to the property owner, the character of the borrower or, if the property owner is unable to find a tenant, the property owner’s ability to repay
the loan without the benefit of a rental income stream. In addition, successful operation and management of non-owner occupied properties, including property
maintenance standards, may affect repayment. As a result, repayment of such loans may be subject to adverse conditions in the real estate market or the economy. We
request that borrowers and loan guarantors, if any, provide annual financial statements, a budget factoring in a rental income cash flow analysis of the borrower as well as
the net operating income of the property, information concerning the borrower’s expertise, credit history and profitability, and the value of the underlying property. These
loans are generally secured by a first mortgage on the underlying collateral property along with an assignment of rents and leases. If the borrower has multiple rental
property loans with us, the loans are typically not cross-collateralized. At December 31, 2020, there were no one-to-four family loans in nonaccrual status.

Multifamily and Commercial Real Estate Lending. As of December 31, 2020, $136.7 million, or 12.2% of our total loan portfolio was secured by multifamily
and $385.3 million, or 34.5% of our loan portfolio was secured by commercial real estate properties. Our commercial real estate loans are typically secured by office and
medical buildings, retail shopping centers, hotels, mini-storage facilities, industrial use buildings and warehouses. Commercial real estate and multifamily loans are subject
to similar underwriting standards and processes. These loans are viewed primarily as cash flow loans and secondarily as loans secured by real estate.

Typically, multifamily and commercial real estate loans have higher balances, are more complex to evaluate and monitor, and involve a greater degree of risk than
one-to-four-family residential loans. In an attempt to compensate for and mitigate this risk, these loans are generally priced at higher interest rates than one-to-four family
residential loans and generally have a maximum loan-to-value ratio of 80% of the lesser of the appraised value or purchase price. We generally require loan guarantees by
any parties with a property ownership interest of 20% or more. If the borrower is a corporation or partnership, we generally require personal guarantees from the principals
based upon a review of their personal financial statements and individual credit reports.



The following table presents a breakdown of our multifamily and commercial real estate loan portfolio at December 31, 2020, and 2019:

December 31, 2020 December 31, 2019
Amount % of Total in Portfolio Amount % of Total in Portfolio
(Dollars in thousands)

Multifamily real estate:

Multifamily, general $ 125,328 91.7 % $ 159,106 92.0 %
Micro-unit apartments 11,366 8.3 13,809 8.0
Total multifamily $ 136,694 100.0 % $ 172,915 100.0 %

Commercial real estate:

Retail $ 114,117 296 % $ 133,094 33.7 %
Office 84,311 22.0 100,744 25.5
Hotel / motel 69,304 18.0 42,971 10.9
Storage 33,671 8.7 37,190 9.4
Mobile home park 28,094 73 26,099 6.6
Warehouse 17,484 4.5 17,595 4.4
Nursing home 12,868 33 11,831 3.0
Other non-residential 25,416 6.6 25,628 6.5
Total non-residential $ 385,265 100.0 % $ 395,152 100.0 %

The average loan size in our multifamily and commercial real estate loan portfolios was $917,000 and $1.9 million, respectively, as of December 31, 2020. At this
date, $46.5 million, or 34.0%, of our multifamily loans and $124.4 million, or 32.3%, of our commercial real estate loans were located outside of the Puget Sound Region.
We currently target individual multifamily and commercial real estate loans between $1.0 million and $5.0 million. The largest multifamily loan as of December 31, 2020,
was a 74-unit apartment complex with a net outstanding principal balance of $12.3 million located in King County, Washington, which was performing in accordance with
its loan repayment terms at that date. As of December 31, 2020, the largest commercial real estate loan had a net outstanding balance of $15.4 million that was secured by a

hotel located in King County, Washington. This commercial loan is on impaired status but was performing in accordance with its loan repayment terms at December 31,
2020.

The credit risk related to multifamily and commercial real estate loans is considered to be greater than the risk related to one-to-four family residential loans
because the repayment of multifamily and commercial real estate loans typically is dependent on the income stream from the real estate securing the loan as collateral and
the successful operation of the borrower’s business, that can be significantly affected by adverse conditions in the real estate markets or in the economy. For example, if the
cash flow from the borrower’s project is reduced due to leases not being obtained or renewed, the borrower’s ability to repay the loan may be impaired. In addition, many
of our multifamily and commercial real estate loans are not fully amortizing and contain large balloon payments upon maturity. These balloon payments generally require
the borrower to either refinance or occasionally sell the underlying property in order to make the balloon payment.

If we foreclose on a multifamily or commercial real estate loan, our holding period for the collateral typically is longer than for one-to-four family residential
mortgage loan foreclosures because there are fewer potential purchasers of the collateral. Our multifamily and commercial real estate loans generally have relatively large
balances to single borrowers or related groups of borrowers. Accordingly, if we make any errors in judgment in the collectability of our multifamily or commercial real
estate loans, any resulting charge-offs may be larger on a per loan basis than those incurred in our one-to-four family residential or consumer loan portfolios. At December
31, 2020, there were no commercial real estate loans and a $2.1 million multifamily loan in nonaccrual status. Subsequent to December 31, 2020, the borrower entered into
a purchase and sale agreement on the property, which is expected to close in March 2021. The Bank does not expect to incur a loss on this loan. There were no multifamily
or commercial real estate loans past due 90 days or more and still accruing interest at December 31, 2020. In addition, there were no multifamily or commercial real estate
loans charged-off during the years ended December 31, 2020, and 2019.



Construction/Land Loans. We originate construction/land loans primarily to residential builders for the construction of single-family residences, condominiums,
townhouses, multifamily properties and residential developments located in our market area. Land loans include land non-development loans for the purchase or refinance
of unimproved land held for future residential development, improved residential lots held for speculative investment purposes or lines of credit secured by land, and land
development loans. Construction/land loans to builders generally require the borrower to have an existing relationship with the Bank and a proven record of successful
projects. At December 31, 2020, our total construction/land loans decreased to $92.2 million, or 8.3% of our total loan portfolio, from $113.7 million, or 10.1% of our total
loans, at December 31, 2019. The Company’s strategic plan projects slight growth in construction loan origination activity in 2021 in support of our loan growth. The
Bank’s lending policy sets forth the guideline that the balance of our net acquisition, development, and construction loans and deferred fees and costs, not exceed 100% of
the Bank’s risk-based capital. The Bank was in compliance with this policy at December 31, 2020, with a balance equal to 61.6% of the Bank’s risk-based capital.
Management intends to maintain levels near this guideline, however the uncertainty of the timing associated with construction loan draws occasionally results in the actual
concentration exceeding the guideline. There were no construction/land loans classified as nonaccrual at either December 31, 2020 or 2019. There were no
construction/land loan charge-offs during the years ended December 31, 2020, and 2019. At December 31, 2020, the LIP balance on construction/land loans was $59.8
million.

Following is the composition of our total construction/land loan portfolio, that are net of LIP, at the dates indicated. All of the loans represented were performing:

December 31,

2020 2019
(In thousands)
Construction speculative:
One-to-four family residential $ 33,396 $ 40,993
Multifamily — 2,394
Commercial real estate — 1,227
Total construction speculative 33,396 44,614
Construction permanent: (1)
One-to-four family residential — 3,498
Multifamily 51,215 38,560
Commercial real estate 5,783 18,323
Total construction permanent 56,998 60,381
Land:
Land non-development 1,813 8,670
Total land 1,813 8,670
Total construction/land loans $ 92207 $ 113,665
() Includes loans where the builder does not intend to sell the property after the construction phase is completed.
The following table includes construction/land loans by county at December 31, 2020:
County Loan Balance Percent of Construction/Land Loan Balance
(Dollars in thousands)
King $ 83,130 9.2 %
Snohomish 1,300 1.4
Pierce 5,527 6.0
Kitsap 2,250 2.4
Total $ 92,207 100.0 %

Loans to finance the construction of single-family homes, subdivisions and land loans are generally offered to builders in our primary market areas. Loans that are
termed “speculative” are those where the builder does not have, at the time of loan origination, a signed contract with a buyer for the home or lot who has a commitment
for permanent financing with either us or



another lender. The buyer may be identified either during or after the construction period, with the risk that the builder may have to fund the debt service on the speculative
loan along with real estate taxes and other carrying costs for the project for a significant period of time after completion of the project until a buyer is identified. The
maximum loan-to-value ratio applicable to these loans is generally 100% of the actual cost of construction, provided that the loan-to-completed value does not exceed 80%,
with approval required from the Chief Credit Officer (“CCO”) for loan-to-value ratios over 80%. In addition, a minimum of 20% verified equity is generally also required.
Verified equity refers to cash equity invested in the project. Development plans are required from builders prior to committing to the loan. We require that builders
maintain adequate title insurance and other appropriate insurance coverage, and, if applicable, appropriate environmental data report(s) that the land is free of hazardous or
toxic waste. While maturity dates for residential construction loans are largely a function of the estimated construction period of the project and typically do not exceed one
year, land loans generally are for 12 to 18 months. Substantially all of our residential construction loans have adjustable-rates of interest based on The Wall Street Journal
prime rate. During the term of construction, the accumulated interest on the loan is either added to the principal of the loan through an interest reserve or billed monthly. At
December 31, 2020, the LIP balance on construction/land loans included $5.0 million set aside for interest reserves. When these loans exhaust their original reserves set up
at origination, no additional reserves are permitted unless the loan is re-analyzed and it is determined that the additional reserves are appropriate, based on the updated
analysis. Construction loan proceeds are disbursed periodically as construction progresses and as inspections by our approved inspectors warrant. At December 31, 2020,
our three largest construction/land loans consisted of multifamily construction/land loans of $12.1 million, $8.3 million, and $6.9 million. All three loans will rollover to a
permanent loan upon completion of the construction period and all three properties are located in King County.

Certain of our residential construction loans to borrowers for one-to-four family, non-owner occupied residences are structured to be converted to fixed-rate
permanent loans at the end of the construction phase with one closing for both the construction loan and the permanent financing. Prior to making a commitment to fund a
construction loan, we require an appraisal of the post-construction value of the project by an independent appraiser. During the construction phase, which typically lasts 12
to 18 months, an approved inspector or designated Bank employee makes periodic inspections of the construction site to certify construction has reached the stated
percentage of completion. Typically, disbursements are made in monthly draws and interest-only payments are required. At December 31, 2020, there were no loans
requiring a rollover to a permanent loan with the Bank at the completion of the construction phase.

We also make construction loans for commercial development projects. The projects include multifamily, retail, office/warehouse, hotels and office buildings.
These loans typically have an interest-only payment phase during construction and generally convert to permanent financing when construction is complete. Disbursement
of funds is at our sole discretion and is based on the progress of construction. The Bank uses an independent third party or Bank employee to conduct monthly inspections
to certify that construction has reached the stated percentage of completion and that previous disbursements are reflected in the degree of work performed to date.
Generally, the maximum loan-to-value ratio applicable to these loans is 90% of the actual cost of construction or 80% of the prospective value at completion. At December
31,2020, $51.2 million and $5.8 million of multifamily and commercial real estate construction loans, respectively, will rollover to permanent loans with the Bank at the
end of their construction period.

Land development loans are generally made to builders for preparation of a building site and do not include the construction of buildings on the property. The
maximum loan-to-value ratio for these loans is 75%. Land non-development loans are generally for raw land where we do not finance the cost of preparing the site for
building and are subject to a maximum loan-to-value ratio of 65%.

Our construction/land loans are based upon estimates of costs in relation to values associated with the completed project. Construction/land lending involves
additional risks when compared with permanent residential lending because funds are advanced upon the collateral for the project based on an estimate of costs that will
produce a future value at completion. Because of the uncertainties inherent in estimating construction costs, as well as the market value of the completed project and the
effects of governmental regulation on real property, it is relatively difficult to evaluate accurately the total funds required to complete a project and the completed project
loan-to-value ratio. Changes in the demand, such as for new housing and higher than anticipated building costs may cause actual results to vary significantly from those
estimated. For these reasons, this type of lending also typically involves higher loan principal amounts and is often concentrated with a small number of builders. These
loans often involve the disbursement of funds with repayment substantially dependent on the success of the ultimate project and the ability of the borrower to sell or lease
the property or obtain permanent take-out financing, rather than the ability of the borrower or guarantor to repay principal and interest. If our appraisal of the value of a
completed project proves to be overstated, we may have inadequate security for the repayment of the loan upon completion of construction of the project and may incur a
loss. Because construction loans require active monitoring of the building process, including cost comparisons and on-site inspections, these loans are more difficult and
costly to monitor. Increases in market rates of interest may have a more
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pronounced effect on construction loans by rapidly increasing the end-purchasers’ borrowing costs, thereby reducing the overall demand for the project. Properties under
construction are often difficult to sell and typically must be completed in order to be successfully sold which also complicates the process of working out problem
construction loans. This may require us to advance additional funds and/or contract with another builder to complete construction. Furthermore, in the case of speculative
construction loans, there is the added risk associated with identifying an end-purchaser for the finished project. Land loans also pose additional risk because of the lack of
income being produced by the property and the potential illiquid nature of the collateral. These risks can also be significantly influenced by supply and demand conditions.

Business Lending. Business loans (including PPP loans) totaled $80.7 million, or 7.2% of the loan portfolio at December 31, 2020. Conventional business loans
(loans other than PPP loans) are generally secured by business equipment, accounts receivable, inventory or other property. Loan terms typically vary from one to five
years. The interest rates on such loans are either fixed-rate or adjustable-rate. The interest rates for the adjustable-rate loans are indexed to the prime rate published in The
Wall Street Journal plus a margin. Our business lending policy includes credit file documentation and requires analysis of the borrower’s background, capacity to repay the
loan, the adequacy of the borrower’s capital and collateral, as well as an evaluation of other conditions affecting the borrower. Analysis of the borrower’s past, present and
future cash flows is also an important aspect of our credit analysis. We generally obtain personal guarantees on our conventional business loans. The largest conventional
business loan had an outstanding balance of $15.1 million at December 31, 2020 and was performing according to its repayment terms. At December 31, 2020, we did not
have any business loans delinquent in excess of 90 days or in nonaccrual status.

Beginning in the second quarter of 2020, we began to offer PPP loans which are fully guaranteed by the SBA, to existing and new customers as a result of the
COVID-19 pandemic. These PPP loans are subject to the provisions of the CARES Act as well as complex and evolving rules and guidance issued by the SBA and the U.S.
Department of the Treasury. The entire principal amount of the borrower's PPP loan, including any accrued interest, is eligible to be forgiven and repaid by the SBA if the
borrower meets the PPP conditions. Under this program, as of December 31, 2020, there were 372 PPP loans outstanding totaling $41.3 million. As of December 31, 2020,
a total of 146 PPP loans totaling $11.2 million had been approved for forgiveness, with $434,000 of this amount included in our outstanding balance at December 31, 2020.
The CAA, 2021 renewed and extended the PPP until March 31, 2021 by authorizing an additional $284.5 billion for the program. As a result, in January 2021, the Bank
began accepting and processing loan applications under this second PPP program. The Bank earns 1% interest on PPP loans as well as a fee from the SBA to cover
processing costs, which is amortized over the life of the loan. The Bank expects the majority of its PPP borrowers will seek full or partial forgiveness of their loan
obligations. For additional information regarding these loans, see Item 1A. Risk Factors- “Risks Related to Our Lending- Loans originated under the SBA Paycheck
Protection Program subject us to credit, forgiveness and guarantee risk.” The Bank also originates loans under other SBA lending programs, which are partially guaranteed
by the SBA. At December 31, 2020, the Bank’s portfolio included $928,000 of these SBA loans, of which $729,000 is guaranteed by the SBA. At that date, these SBA
loans were not held for sale, however, the Company may elect to sell off the guaranteed portion of these loans in the future.

At December 31, 2020, the Bank’s aircraft loan portfolio had an outstanding balance of $10.8 million, or 13.4% of total business loans. These loans are
collateralized by new or used, single-engine piston aircraft to light jets for business or personal use. Our aircraft loans will generally range in size from $250,000 to $3.0
million with the primary focus of our underwriting guidelines on the asset value of the collateral rather than the ability of the borrower to repay the loan. The average loan
size in our aircraft loan portfolio