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	​
	    
	March 31, 
	    
	December 31, 

	ASSETS
	​
	2023
	​
	2022

	Cash and due from banks
	​
	$
	21,481
	​
	$
	10,525

	Interest-bearing deposits at other financial institutions
	​
	 
	36,700
	​
	 
	30,912

	Total cash and cash equivalents
	​
	 
	58,181
	​
	 
	41,437

	Certificates of deposit at other financial institutions
	​
	 
	4,712
	​
	 
	4,712

	Securities available-for-sale, at fair value
	​
	 
	232,373
	​
	 
	229,252

	Securities held-to-maturity, net of allowance for credit losses of $31 and $31, respectively (fair value of $7,924 and $7,929, respectively)
	​
	​
	8,469
	​
	​
	8,469

	Loans held for sale, at fair value
	​
	 
	23,310
	​
	 
	20,093

	Loans receivable, net (includes $14,960 and $14,035, at fair value, respectively)
	​
	 
	2,299,649
	​
	 
	2,190,860

	Accrued interest receivable
	​
	 
	12,336
	​
	 
	11,144

	Premises and equipment, net
	​
	 
	31,781
	​
	 
	25,119

	Operating lease right-of-use (“ROU”) assets
	​
	​
	7,414
	​
	​
	6,226

	Federal Home Loan Bank (“FHLB”) stock, at cost
	​
	 
	3,863
	​
	 
	10,611

	Other real estate owned (“OREO”)
	​
	​
	570
	​
	​
	570

	Deferred tax asset, net
	​
	​
	5,860
	​
	​
	6,670

	Bank owned life insurance (“BOLI”), net
	​
	 
	37,020
	​
	 
	36,799

	Servicing rights, held at the lower of cost or fair value
	​
	 
	17,599
	​
	 
	18,017

	Goodwill
	​
	 
	3,592
	​
	 
	2,312

	Core deposit intangible, net
	​
	 
	20,348
	​
	 
	3,369

	Other assets
	​
	 
	15,731
	​
	 
	17,238

	TOTAL ASSETS
	​
	$
	2,782,808
	​
	$
	2,632,898

	LIABILITIES
	​
	 
	  
	​
	 
	  

	Deposits:
	​
	 
	  
	​
	 
	  

	Noninterest-bearing accounts
	​
	$
	746,922
	​
	$
	554,174

	Interest-bearing accounts
	​
	 
	1,696,351
	​
	 
	1,573,567

	Total deposits
	​
	 
	2,443,273
	​
	 
	2,127,741

	Borrowings
	​
	 
	7,528
	​
	 
	186,528

	Subordinated notes:
	​
	 
	​
	​
	 
	​

	Principal amount
	​
	 
	50,000
	​
	 
	50,000

	Unamortized debt issuance costs
	​
	 
	(523)
	​
	 
	(539)

	Total subordinated notes less unamortized debt issuance costs
	​
	 
	49,477
	​
	 
	49,461

	Operating lease liabilities
	​
	​
	7,651
	​
	​
	6,474

	Other liabilities
	​
	​
	33,045
	​
	 
	30,997

	Total liabilities
	​
	 
	2,540,974
	​
	 
	2,401,201

	COMMITMENTS AND CONTINGENCIES (NOTE 10)
	​
	 
	  
	​
	 
	  

	STOCKHOLDERS’ EQUITY
	​
	 
	  
	​
	 
	  

	Preferred stock, $.01 par value; 5,000,000 shares authorized; none issued or outstanding
	​
	 
	—
	​
	 
	—

	Common stock, $.01 par value; 45,000,000 shares authorized; 7,743,283 and 7,736,185 shares issued and outstanding at March 31, 2023 and December 31, 2022, respectively
	​
	 
	77
	​
	 
	77

	Additional paid-in capital
	​
	 
	56,138
	​
	 
	55,187

	Retained earnings
	​
	 
	208,342
	​
	 
	202,065

	Accumulated other comprehensive loss, net of tax
	​
	​
	(22,723)
	​
	​
	(25,632)

	Total stockholders’ equity
	​
	 
	241,834
	​
	 
	231,697

	TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY
	​
	$
	2,782,808
	​
	$
	2,632,898


​
See accompanying notes to these consolidated financial statements.
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	​
	    
	Three Months Ended 

	​
	​
	March 31, 

	​
	    
	2023
	    
	2022

	INTEREST INCOME
	​
	​
	 
	​

	Loans receivable, including fees
	​
	$
	35,992
	​
	$
	23,047

	Interest and dividends on investment securities, cash and cash equivalents, and certificates of deposit at other financial institutions
	​
	 
	2,620
	​
	 
	1,579

	Total interest and dividend income
	​
	 
	38,612
	​
	 
	24,626

	INTEREST EXPENSE
	​
	 
	​
	​
	 
	​

	Deposits
	​
	 
	6,624
	​
	 
	1,285

	Borrowings
	​
	 
	841
	​
	 
	133

	Subordinated notes
	​
	 
	485
	​
	 
	486

	Total interest expense
	​
	 
	7,950
	​
	 
	1,904

	NET INTEREST INCOME
	​
	 
	30,662
	​
	 
	22,722

	PROVISION FOR CREDIT LOSSES 
	​
	 
	2,108
	​
	 
	1,043

	NET INTEREST INCOME AFTER PROVISION FOR CREDIT LOSSES 
	​
	 
	28,554
	​
	 
	21,679

	NONINTEREST INCOME
	​
	 
	​
	​
	 
	​

	Service charges and fee income
	​
	 
	2,608
	​
	 
	1,013

	Gain on sale of loans
	​
	 
	1,476
	​
	 
	3,857

	Earnings on cash surrender value of BOLI
	​
	 
	221
	​
	 
	217

	Other noninterest income
	​
	 
	914
	​
	 
	789

	Total noninterest income
	​
	 
	5,219
	​
	 
	5,876

	NONINTEREST EXPENSE
	​
	 
	​
	​
	 
	​

	Salaries and benefits
	​
	 
	13,864
	​
	 
	11,972

	Operations
	​
	 
	2,692
	​
	 
	2,479

	Occupancy
	​
	 
	1,520
	​
	 
	1,223

	Data processing
	​
	 
	1,568
	​
	 
	1,360

	Loan costs
	​
	 
	470
	​
	 
	523

	Professional and board fees
	​
	 
	678
	​
	 
	993

	Federal Deposit Insurance Corporation (“FDIC”) insurance
	​
	 
	580
	​
	 
	157

	Marketing and advertising
	​
	 
	190
	​
	 
	188

	Acquisition cost
	​
	​
	1,501
	​
	​
	—

	Amortization of core deposit intangible
	​
	 
	459
	​
	​
	173

	Impairment (recovery) of servicing rights
	​
	​
	2
	​
	​
	(1)

	Total noninterest expense
	​
	 
	23,524
	​
	 
	19,067

	INCOME BEFORE PROVISION FOR INCOME TAXES
	​
	 
	10,249
	​
	 
	8,488

	PROVISION FOR INCOME TAXES
	​
	 
	2,037
	​
	 
	1,618

	NET INCOME
	​
	$
	8,212
	​
	$
	6,870

	Basic earnings per share (1) 
	​
	$
	1.06
	​
	$
	0.84

	Diluted earnings per share (1)
	​
	$
	1.04
	​
	$
	0.83


______________________________
	(1)
	Earnings per share for the three months ended March 31, 2022, was revised due to the improper inclusion of certain unvested shares in the denominator of basic and diluted earnings per share. As a result of the inclusion, earnings per share was understated for the three months ended March 31, 2022. Basic earnings per share for that period was updated to $0.84 from $0.83 as previously reported. Diluted earnings per share was updated to $0.83 from $0.81 as previously reported.


See accompanying notes to these consolidated financial statements.
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	​
	    
	Three Months Ended 

	​
	​
	March 31, 

	​
	​
	2023
	​
	2022

	Net income
	​
	$
	8,212
	​
	$
	6,870

	Other comprehensive income (loss):
	​
	 
	  
	​
	 
	  

	Securities available-for-sale:
	​
	 
	  
	​
	 
	  

	Unrealized gain (loss) during period
	​
	 
	6,136
	​
	 
	(20,973)

	Income tax (provision) benefit related to unrealized holding gain (loss)
	​
	 
	(1,320)
	​
	 
	4,510

	Derivative financial instruments:
	​
	​
	​
	​
	​
	​

	Unrealized derivative (loss) gain during period
	​
	 
	(1,517)
	​
	 
	2,827

	Income tax benefit (provision) related to unrealized derivative (loss) gain
	​
	​
	322
	​
	​
	(608)

	Reclassification adjustment for realized (gain) loss, net included in net income
	​
	​
	(907)
	​
	​
	101

	Income tax provision (benefit) related to reclassification, net
	​
	 
	195
	​
	 
	(23)

	Other comprehensive income (loss), net of tax
	​
	 
	2,909
	​
	 
	(14,166)

	COMPREHENSIVE INCOME (LOSS)
	​
	$
	11,121
	​
	$
	(7,296)


See accompanying notes to these consolidated financial statements.
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	​
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	​
	    
	Accumulated
	    
	​
	​

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	Other
	​
	​
	​

	​
	​
	​
	​
	​
	​
	​
	Additional
	​
	​
	​
	​
	Comprehensive
	​
	Total

	​
	​
	Common Stock
	​
	Paid-in
	​
	Retained
	​
	Income (Loss),
	​
	Stockholders’

	​
	​
	Shares
	​
	Amount
	​
	Capital
	​
	Earnings
	​
	Net of Tax
	​
	Equity

	BALANCE, January 1, 2022
	 
	8,169,887
	​
	$
	82
	​
	$
	67,958
	​
	$
	179,215
	​
	$
	252
	​
	$
	247,507

	Net income
	 
	—
	​
	$
	—
	​
	 
	—
	​
	 
	6,870
	​
	 
	—
	​
	$
	6,870

	Cumulative effect of new accounting standard (Topic 326) - impact in year of adoption
	​
	—
	​
	$
	—
	​
	​
	—
	​
	​
	297
	​
	​
	—
	​
	$
	297

	Dividends paid ($0.20 per share)
	 
	—
	​
	$
	—
	​
	 
	—
	​
	 
	(1,634)
	​
	 
	—
	​
	$
	(1,634)

	Share-based compensation
	 
	—
	​
	$
	—
	​
	 
	451
	​
	 
	—
	​
	 
	—
	​
	$
	451

	Common stock repurchased - repurchase plan
	 
	(115,356)
	​
	$
	(1)
	​
	 
	(3,444)
	​
	 
	—
	​
	 
	—
	​
	$
	(3,445)

	Stock options exercised, net
	 
	12,680
	​
	$
	—
	​
	 
	70
	​
	 
	—
	​
	 
	—
	​
	$
	70

	Other comprehensive loss, net of tax
	 
	—
	​
	$
	—
	​
	 
	—
	​
	 
	—
	​
	 
	(14,166)
	​
	$
	(14,166)

	BALANCE, March 31, 2022
	 
	8,067,211
	​
	$
	81
	​
	$
	65,035
	​
	$
	184,748
	​
	$
	(13,914)
	​
	$
	235,950

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	BALANCE, January 1, 2023
	 
	7,736,185
	​
	$
	77
	​
	$
	55,187
	​
	$
	202,065
	​
	$
	(25,632)
	​
	$
	231,697

	Net income
	 
	—
	​
	$
	—
	​
	 
	—
	​
	 
	8,212
	​
	 
	—
	​
	$
	8,212

	Dividends paid ($0.25 per share)
	 
	—
	​
	$
	—
	​
	 
	—
	​
	 
	(1,935)
	​
	 
	—
	​
	$
	(1,935)

	Share-based compensation
	 
	—
	​
	$
	—
	​
	 
	654
	​
	 
	—
	​
	 
	—
	​
	$
	654

	Issuance of common stock- employee stock purchase plan
	​
	7,350
	​
	$
	—
	​
	 
	271
	​
	 
	—
	​
	 
	—
	​
	$
	271

	Restricted stock awards forfeited
	​
	(4,812)
	​
	$
	—
	​
	 
	—
	​
	 
	—
	​
	 
	—
	​
	$
	—

	Common stock repurchased for employee/director taxes paid on restricted stock awards
	 
	(440)
	​
	$
	—
	​
	​
	(16)
	​
	​
	—
	​
	​
	—
	​
	$
	(16)

	Stock options exercised, net
	​
	5,000
	​
	$
	—
	​
	 
	42
	​
	 
	—
	​
	 
	—
	​
	$
	42

	Other comprehensive income, net of tax
	 
	—
	​
	$
	—
	​
	 
	—
	​
	 
	—
	​
	 
	2,909
	​
	$
	2,909

	BALANCE, March 31, 2023
	 
	7,743,283
	​
	$
	77
	​
	$
	56,138
	​
	$
	208,342
	​
	$
	(22,723)
	​
	$
	241,834


​
See accompanying notes to these consolidated financial statements.
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	​

	​

	​

	​

	​


	​
	     
	Three Months Ended March 31, 

	CASH FLOWS FROM OPERATING ACTIVITIES
	    
	2023
	     
	2022

	Net income
	​
	$
	8,212
	​
	$
	6,870

	Adjustments to reconcile net income to net cash from operating activities
	​
	 
	  
	​
	 
	  

	Provision for credit losses
	​
	 
	2,108
	​
	 
	1,043

	Depreciation, amortization and accretion
	​
	 
	3,358
	​
	 
	4,289

	Compensation expense related to stock options and restricted stock awards
	​
	 
	654
	​
	 
	451

	Change in cash surrender value of BOLI
	​
	 
	(221)
	​
	 
	(217)

	Gain on sale of loans held for sale
	​
	 
	(1,476)
	​
	 
	(3,857)

	Origination of loans held for sale
	​
	 
	(73,050)
	​
	 
	(211,575)

	Proceeds from sale of loans held for sale
	​
	 
	78,316
	​
	 
	302,553

	Impairment (recovery) of servicing rights
	​
	​
	2
	​
	​
	(1)

	Changes in operating assets and liabilities
	​
	 
	  
	​
	 
	  

	Accrued interest receivable
	​
	 
	(662)
	​
	 
	(842)

	Other assets
	​
	 
	(470)
	​
	 
	(476)

	Other liabilities
	​
	 
	1,700
	​
	 
	(296)

	Net cash from operating activities
	​
	 
	18,471
	​
	 
	97,942

	CASH FLOWS FROM (USED BY) INVESTING ACTIVITIES
	​
	 
	  
	​
	 
	  

	Activity in securities available-for-sale:
	​
	 
	  
	​
	 
	  

	Maturities, prepayments, and calls
	​
	 
	2,497
	​
	 
	3,333

	Purchases
	​
	 
	—
	​
	 
	(16,762)

	Maturities of certificates of deposit at other financial institutions
	​
	 
	—
	​
	 
	2,365

	Portfolio loan originations and principal collections, net
	​
	 
	(55,269)
	​
	 
	(73,340)

	Net cash from acquisitions
	​
	​
	336,157
	​
	​
	—

	Purchase of portfolio loans
	​
	​
	(829)
	​
	​
	(2,806)

	Purchase of premises and equipment
	​
	​
	(954)
	​
	​
	(160)

	Proceeds from bank owned life insurance death benefits
	​
	​
	—
	​
	​
	419

	Change in FHLB stock, net
	​
	 
	6,748
	​
	 
	112

	Net cash from (used by) investing activities
	​
	 
	288,350
	​
	 
	(86,839)

	CASH FLOWS USED BY FINANCING ACTIVITIES
	​
	 
	  
	​
	 
	  

	Net (decrease) increase in deposits
	​
	 
	(109,439)
	​
	 
	4,021

	Proceeds from borrowings
	​
	 
	382,500
	​
	 
	38,000

	Repayments of borrowings
	​
	​
	(561,500)
	​
	​
	(45,000)

	Dividends paid on common stock
	​
	 
	(1,935)
	​
	 
	(1,634)

	Proceeds from stock options exercised, net
	​
	 
	42
	​
	 
	70

	Common stock repurchased for employee taxes paid on restricted stock awards
	​
	​
	(16)
	​
	​
	—

	Issuance of common stock - employee stock purchase plan
	​
	​
	271
	​
	​
	—

	Common stock repurchased - repurchase plan
	​
	 
	—
	​
	 
	(3,445)

	Net cash used by financing activities
	​
	 
	(290,077)
	​
	 
	(7,988)

	NET INCREASE IN CASH AND CASH EQUIVALENTS
	​
	 
	16,744
	​
	 
	3,115

	​
	​
	​
	​
	​
	​
	​

	CASH AND CASH EQUIVALENTS, beginning of period
	​
	 
	41,437
	​
	 
	26,491

	CASH AND CASH EQUIVALENTS, end of period
	​
	$
	58,181
	​
	$
	29,606


​
​
​
​
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CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
(In thousands) (Unaudited)
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	​

	​

	​

	​

	​

	​


	SUPPLEMENTARY DISCLOSURES OF CASH FLOW INFORMATION
	​
	​
	​
	​
	​
	​

	Cash paid during the period for:
	​
	​
	​
	​
	​
	​

	Interest on deposits and borrowings
	​
	$
	7,064
	​
	$
	1,921

	Income taxes
	​
	​
	—
	​
	​
	—

	​
	​
	​
	​
	​
	​
	​

	SUPPLEMENTARY DISCLOSURES OF NONCASH OPERATING, INVESTING AND FINANCING ACTIVITIES
	​
	​
	​
	​
	​
	​

	Change in unrealized gain (loss) on available-for-sale investment securities
	​
	$
	6,136
	​
	$
	(20,973)

	Change in unrealized (loss) gain on fair value and cash flow hedges
	​
	​
	(2,424)
	​
	​
	2,928

	Retention in gross mortgage servicing rights from loan sales
	​
	​
	405
	​
	​
	2,550

	Right-of-use assets in exchange for lease liabilities
	​
	​
	1,574
	​
	​
	938

	Acquisitions:
	​
	​
	​
	​
	​
	​

	Assets acquired
	​
	​
	87,512
	​
	​
	—

	Liabilities assumed
	​
	​
	424,949
	​
	​
	—


​
[bookmark: Cashflowsend]See accompanying notes to these consolidated financial statements
​
​
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(Table Dollar Amounts in Thousands, Except Per Share Amounts)
​
NOTE 1 – BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Operations – FS Bancorp, Inc. (the “Company”) was incorporated in September 2011 as the holding company for 1st Security Bank of Washington (the “Bank” or “1st Security Bank”) in connection with the Bank’s conversion from the mutual to stock form of ownership which was completed on July 9, 2012. The Bank is a community-based savings bank with 27 full-service bank branches, a headquarters that also originates loans and accepts deposits, and loan production offices in suburban communities in the greater Puget Sound area, the Kennewick-Pasco-Richland metropolitan area of Washington, also known as the Tri-Cities, Goldendale, Vancouver, and White Salmon, Washington and Manzanita, Newport, Ontario, Tillamook, and Waldport, Oregon. The Bank’s branches located in the communities of Goldendale and White Salmon, Washington and Manzanita, Newport, Ontario, Tillamook, and Waldport, Oregon were acquired from Columbia State Bank on February 24, 2023, and opened as 1st Security Bank branches on February 27, 2023. The Bank provides loan and deposit services to customers who are predominantly small- and middle-market businesses and individuals. The Company and its subsidiary are subject to regulation by certain federal and state agencies and undergo periodic examination by these regulatory agencies.
Financial Statement Presentation – The accompanying unaudited interim consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United States (“U.S. GAAP”) for interim financial information and in accordance with the instructions to Form 10-Q and Article 10 of Regulation S-X as promulgated by the Securities and Exchange Commission (“SEC”). It is recommended that these unaudited interim consolidated financial statements be read in conjunction with the Company’s Annual Report on Form 10-K with all of the audited financial statements and footnotes required by U.S. GAAP for complete financial statements for the year ended December 31, 2022, as filed with the SEC on March 16, 2023. In the opinion of management, all normal adjustments and recurring accruals considered necessary for a fair presentation of the financial position and results of operations for the periods presented have been included.
The results for the three months ended March 31, 2023 are not necessarily indicative of the results that may be expected for the year ending December 31, 2023, or any other future period. The preparation of financial statements, in conformity with U.S. GAAP, requires management to make estimates and assumptions that affect amounts reported in the financial statements. Actual results could differ from these estimates. Material estimates that are particularly susceptible to significant change relate to the determination of the allowance for credit losses (“ACL”), fair value of financial instruments, the valuation of servicing rights, business combinations, deferred income taxes, and if needed, a deferred tax asset valuation allowance. 
Amounts presented in the consolidated financial statements and footnote tables are rounded and presented to the nearest thousands of dollars except per share amounts. If the amounts are above $1.0 million, they are rounded one decimal point, and if they are above $1.0 billion, they are rounded two decimal points. 
Principles of Consolidation – The consolidated financial statements include the accounts of FS Bancorp and its wholly owned subsidiary, 1st Security Bank. All material intercompany accounts have been eliminated in consolidation.
Segment Reporting – The Company operates in two business segments through the Bank: commercial and consumer banking and home lending. The Company’s business segments are determined based on the products and services provided, as well as the nature of the related business activities, and they reflect the manner in which financial information is regularly reviewed for the purpose of allocating resources and evaluating performance of the Company’s businesses. The results for these business segments are based on management’s accounting process, which assigns income statement items and assets to each responsible operating segment. This process is dynamic and is based on management’s view of the Company’s operations. See “Note 15 – Business Segments.”
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Subsequent Events – The Company has evaluated events and transactions subsequent to March 31, 2023, for potential recognition or disclosure.
RECENT ACCOUNTING PRONOUNCEMENTS
In March 2020, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) No. 2020-04, “Reference Rate Reform” (“Topic 848”). This ASU provides optional guidance for a limited period of time to ease the potential burden in accounting for (or recognizing the effects of) reference rate reform on financial reporting. The amendments in this ASU apply to modifications to agreements (e.g., loans, debt securities, derivatives, borrowings) that replace a reference rate affected by reference rate reform (including rates referenced in fallback provisions) and contemporaneous modifications of other contract terms related to the replacement of the reference rate (including contract modifications to add or change fallback provisions). The following optional expedients for applying the requirements of certain Topics or Industry Subtopics in the Codification are permitted for contracts that are modified because of reference rate reform and that meet certain scope guidance: 1) Modifications of contracts within the scope of Topics 310, Receivables, and 470, Debt, should be accounted for by prospectively adjusting the effective interest rate; 2) Modifications of contracts within the scope of Topics 840, Leases, and 842, Leases, should be accounted for as a continuation of the existing contracts with no reassessments of the lease classification and the discount rate (for example, the incremental borrowing rate) or remeasurements of lease payments that otherwise would be required under those Topics for modifications not accounted for as separate contracts; and 3) Modifications of contracts do not require an entity to reassess its original conclusion about whether that contract contains an embedded derivative that is clearly and closely related to the economic characteristics and risks of the host contract under Subtopic 815–15, Derivatives and Hedging –  Embedded Derivatives. In January 2021, ASU 2021–01 updated amendments in the new ASU to clarify that certain optional expedients and exceptions in Topic 848 for contract modifications and hedge accounting apply to derivative instruments that use an interest rate for margining, discounting, or contract price alignment that is modified as a result of reference rate reform. Amendments in this ASU  and the expedients and exceptions in Topic 848 capture the incremental consequences of the scope clarification and tailor the existing guidance to derivative instruments affected by the discounting transition. An entity may elect to apply the amendments in this ASU on a full retrospective basis as of any date from the effective dates.  The amendments in this ASU have differing effective dates, beginning with an interim period including and subsequent to March 12, 2020 through December 31, 2022, deferred now until December 31, 2024. The Company does not expect the adoption of ASU 2020–04 to have a material impact on its consolidated financial statements. 
Application of New Accounting Guidance Adopted in 2023
On January 1, 2023, the Company adopted  ASU No. 2022-02, Financial Instruments – Credit Losses (Topic 326): Troubled Debt Restructurings and Vintage Disclosures. This ASU eliminates the accounting guidance for troubled debt restructurings (“TDRs”) for creditors, requires new disclosures for creditors for certain loan refinancings and restructurings when a borrower is experiencing financial difficulty, and requires public business entities to include current-period gross write-offs in the vintage disclosure tables. The amendments in this ASU are effective for fiscal years beginning after December 15, 2022, including interim periods within those fiscal years. The adoption of ASU 2022–02 did not have a material impact on the Company’s consolidated financial statements.
​
NOTE 2 – BUSINESS COMBINATION
​
On February 24, 2023, the Company’s wholly-owned subsidiary, 1st Security Bank, completed the purchase of seven branches (“Branch Purchase”) from Columbia State Bank to expand its franchise in Washington and Oregon.  The Branch Purchase included seven retail bank branches located in the communities of Goldendale and White Salmon, Washington and Manzanita, Newport, Ontario, Tillamook, and Waldport, Oregon. In accordance with the Purchase and Assumption Agreement, dated as of November 7, 2022, between Columbia State Bank and 1st Security Bank, the Bank acquired $425.5 million of deposits, a portfolio of performing loans, six owned bank branches, one lease associated with the bank branches and certain other assets of the branches.  In consideration of the purchased assets and transferred liabilities, 1st Security Bank paid (a) the unpaid principal balance and accrued interest of $66.6 million for the loans acquired, (b) the fair value, or approximately $6.3 million, for the bank facilities and certain other assets associated with the acquired branches, and (c) a deposit premium of 4.15% for core deposits and 2.5% for public funds on substantially all of the deposits assumed, which equated to approximately $16.4 million.  The transaction was settled with Columbia State Bank paying cash of $334.7 million to 1st Security Bank for the difference between the total assets purchased and the total liabilities assumed.
10
Table of Contents
[bookmark: Tc_tjw34i2zcU2ywjGQNkUDcw_19_8][bookmark: Tc_gz6CMvtF20e2xEs0A6KBpQ_19_5][bookmark: Tc_Pk0gvreyKEyyRxgHNJDcsQ_19_2][bookmark: Tc_BYiB-0O97Uimqmiz4o7bWw_19_0][bookmark: Tc_AB3ltiJxAUi0OhrsLjd6vA_18_6][bookmark: Tc_zz4BGeVlS06xje-Hh1rftw_18_0][bookmark: Tc_tUGbROjIPESWQSw0N_6-GA_17_6][bookmark: Tc_gtUQlPXG10usVJqNVJoeCw_17_0][bookmark: Tc_xo8JK9eY4Ua_YaK3Vl0LSA_16_0][bookmark: Tc_rbuk3nUc4kagsyFqd9JtpA_15_7][bookmark: Tc__jS3s3UsOEaB-cX4p_Sjng_15_0][bookmark: Tc_chdHLv9nUUeadm9iAHdA4Q_14_8][bookmark: Tc_0weHFAHuOkG0Zvp9Qz3eNw_14_6][bookmark: Tc_o0lgll48RUWTiR8v97VIOA_14_5][bookmark: Tc_3mndszU_TEqJlt5V8B6skw_14_2][bookmark: Tc_0JpZzrQYAkW1ljglgDvKbA_14_0][bookmark: Tc_ESo5MRCHeU2cKjDt6n5f8Q_13_0][bookmark: Tc_NuE_oV9z7kyhRy2L4Q5b7Q_12_0][bookmark: Tc_dZUd4nh2cEGHjJiQWiiXiQ_11_8][bookmark: Tc_qTQ4_7PpVUGPxW5cH32kMA_11_5][bookmark: Tc_TJNdZCoXZkK1jtvsJ-Hx7w_11_2][bookmark: Tc_RbHqpyxXu0yeFKTTm05CDQ_11_0][bookmark: Tc_mNwjSEKDnkCzLfAJXHYJIg_10_6][bookmark: Tc_UWaHAAq_j0qayF-TsZqUog_10_0][bookmark: Tc_FW2hSH5S10KSFoaELeuTGw_9_7][bookmark: Tc_Fw1i2I2Oske9CZgY1OOZ_Q_9_3][bookmark: Tc_hMzVm1YrZ0q4Wp2N7XgUmQ_9_0][bookmark: Tc_yaroX6w7RUWri6bKr-qK1w_8_7][bookmark: Tc_-5NbKQsNU0WjQTzLwZncQA_8_3][bookmark: Tc_FCO6jp-0SUe7xsRQED9RNA_8_0][bookmark: Tc_b7McHKXhmUGVdYM_k9IMrA_7_6][bookmark: Tc_z3LxKsVEnka_UYLMJzR7Dw_7_0][bookmark: Tc_hkBAfAIRKk-b6hrvxCP-0A_6_6][bookmark: Tc_hQu_HduA_ES5Lk4d_91hhA_6_0][bookmark: Tc_sHt0yZdYJUCZy-LQU9qMig_5_7][bookmark: Tc_xKr1LOEH4ESCNcxkSWbWCg_5_0][bookmark: Tc_cxrwLh-nYUGI-YFidJzuHQ_4_8][bookmark: Tc_B7KaaBsiJUqDIDRXXuJfrg_4_6][bookmark: Tc_gSEtbjuVQEKUv_G-E7RN0A_4_5][bookmark: Tc_gczgopArnUqT4q60pMknVA_4_2][bookmark: Tc_66uxl9q46UmorDcy3WjJMg_4_0][bookmark: Tc_fkVpDoFokUiNer04D-RLVA_3_0][bookmark: Tc_XgWWQRv0AEq6xDWGV0kgvQ_2_8][bookmark: Tc_8ZlGmGk6606uLXk7PaIK-A_2_5][bookmark: Tc_e1Non66zJUK1NP_Oiyh21w_2_2][bookmark: Tc_cXnEQXnuP0iQ6CrDr6LXTQ_2_0][bookmark: Tc_O3VMOMKY1UeCanCXoPKTJQ_1_8][bookmark: Tc_l5zwO1MZDkCuQlEEosqLEw_1_5][bookmark: Tc_2lTSFGJCB0CLxqH6rb31UQ_1_2]​
The Branch Purchase was accounted for under the acquisition method of accounting and accordingly, the assets and liabilities were recorded at fair values on February 24, 2023, the date of acquisition.  Determining the fair value of assets and liabilities is a complicated process involving significant judgement regarding methods and assumptions used to calculate estimated fair values.  Fair values are preliminary and subject to refinement for up to one year after the closing date of the acquisition as information relative to closing date fair values become available.  Due to the timing of the data conversion and the integration of operations of the branches onto the Company’s existing operations, historical reporting of the acquired branches is impracticable, and therefore, disclosure of the amounts of revenue and expenses attributable to the acquired branches since the acquisition date are not available.
​
The following table summarizes the estimated fair values of assets acquired and liabilities assumed at the date of acquisition:
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	    
	Acquired Book
	    
	Fair Value
	    
	Amount

	February 24, 2023
	    
	Value
	    
	Adjustments
	    
	Recorded

	Assets
	 
	​
	  
	 
	​
	  
	 
	​
	  

	Cash and cash equivalents
	​
	$
	336,157
	​
	$
	—
	​
	$
	336,157

	Loans receivable
	​
	 
	66,093
	​
	 
	(2,902)
	(1)
	 
	63,191

	Premises and equipment
	​
	 
	6,342
	​
	 
	—
	​
	 
	6,342

	Accrued interest receivable
	​
	 
	530
	​
	 
	—
	​
	 
	530

	Core deposit intangible ("CDI")
	​
	 
	—
	​
	 
	17,438
	(2)
	 
	17,438

	Goodwill
	​
	​
	—
	​
	​
	1,280
	(3)
	​
	1,280

	Other assets
	​
	 
	11
	​
	 
	—
	​
	 
	11

	Total assets acquired
	​
	$
	409,133
	​
	$
	15,816
	​
	$
	424,949

	Liabilities
	​
	 
	  
	​
	 
	  
	​
	 
	  

	Deposits:
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Noninterest-bearing accounts
	​
	$
	225,567
	​
	$
	—
	​
	$
	225,567

	Interest-bearing accounts
	​
	​
	199,898
	​
	​
	(548)
	(4)
	​
	199,350

	Total deposits
	​
	​
	425,465
	​
	​
	(548)
	​
	​
	424,917

	Accrued interest payable
	​
	​
	4
	​
	​
	—
	​
	​
	4

	Other liabilities
	​
	 
	28
	​
	 
	—
	​
	 
	28

	Total liabilities assumed
	​
	$
	425,497
	​
	$
	(548)
	​
	$
	424,949


​
Explanation of Fair Value Adjustments
​
(1)  The fair value discount for acquired loans was determined by separate adjustments to reflect a credit risk and marketability component and a yield component reflecting the differential between portfolio and market yields.  The discount on acquired loans will be accreted back into interest income using the effective yield method. None of the loans acquired are purchased financial assets with credit deterioration.  The fair value of the loans is $63.2 million and the gross amount due is $66.1 million, none of which is expected to be uncollectable.
​
(2)  The fair value adjustment represents the value of the core deposit base assumed in the Branch Purchase based on a study performed by an independent consulting firm.  This amount was recorded by the Company as an identifiable intangible asset and will be amortized as an expense on an accelerated basis over the average life of the core deposit base, which is estimated to be ten years.
​
(3)  The fair value adjustment represents the value of the goodwill calculated from the purchase based on the purchase price, less the fair value of assets acquired net of liabilities assumed. The goodwill of $1.3 million is attributable to the workforce and customer relationships associated with the branches.  All of the goodwill is deductible for tax purposes and will be amortized over a 15 year period.  The goodwill was assigned to the Commercial and Consumer Banking segment.
​
(4)  The fair value of time deposits was calculated using a discounted cash flow analysis that calculated the present value of the projected cash flows from the portfolio versus the present value of a similar portfolio with a similar maturity 
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profile at current market rates. This adjustment represents a difference in interest rates from the time deposits acquired and the estimated wholesale funding rates used in the application of fair value accounting. The discounted amount will be amortized into expense as an increase in interest expense over the maturity profile of the acquired time deposits.
​
The disclosures regarding pro-forma data and the results of operations subsequent to the acquisition date are omitted as this information is not practical to obtain.  The branches’ financial information is not reported on a stand-alone basis.
​
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The following tables present the amortized costs, unrealized gains, unrealized losses, estimated fair values of securities available-for-sale and held-to-maturity, and ACL at March 31, 2023 and December 31, 2022:
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	March 31, 2023

	​
	    
	​
	​
	    
	​
	​
	    
	​
	​
	    
	Estimated
	 
	​

	​
	​
	Amortized 
	​
	Unrealized 
	​
	Unrealized 
	​
	Fair 
	 
	​

	SECURITIES AVAILABLE-FOR-SALE
	​
	Cost
	​
	Gains
	​
	Losses
	​
	Values
	 
	ACL

	U.S. agency securities
	​
	$
	21,152
	​
	$
	—
	​
	$
	(3,267)
	​
	$
	17,885
	​
	$
	—

	Corporate securities
	​
	 
	9,498
	​
	 
	18
	​
	 
	(893)
	​
	 
	8,623
	​
	​
	—

	Municipal bonds
	​
	 
	143,769
	​
	 
	52
	​
	 
	(20,531)
	​
	 
	123,290
	​
	​
	—

	Mortgage-backed securities
	​
	 
	80,804
	​
	 
	—
	​
	 
	(10,717)
	​
	 
	70,087
	​
	​
	—

	U.S. Small Business Administration securities
	​
	 
	13,555
	​
	 
	3
	​
	 
	(1,070)
	​
	 
	12,488
	​
	​
	—

	Total securities available-for-sale
	​
	​
	268,778
	​
	​
	73
	​
	​
	(36,478)
	​
	​
	232,373
	​
	​
	—

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	SECURITIES HELD-TO-MATURITY
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Corporate securities
	​
	​
	8,500
	​
	​
	—
	​
	​
	(576)
	​
	​
	7,924
	​
	​
	31

	Total securities held-to-maturity
	​
	​
	8,500
	​
	​
	—
	​
	​
	(576)
	​
	​
	7,924
	​
	​
	31

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Total securities 
	​
	$
	277,278
	​
	$
	73
	​
	$
	(37,054)
	​
	$
	240,297
	​
	$
	31


​
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	December 31, 2022

	​
	    
	​
	​
	    
	​
	​
	    
	​
	​
	    
	Estimated
	 
	​
	​

	​
	​
	Amortized 
	​
	Unrealized
	​
	Unrealized
	​
	Fair
	 
	​
	​

	SECURITIES AVAILABLE-FOR-SALE
	​
	Cost
	​
	Gains
	​
	Losses
	​
	Values
	 
	ACL

	U.S. agency securities
	​
	$
	21,153
	​
	$
	—
	​
	$
	(3,865)
	​
	$
	17,288
	​
	$
	—

	Corporate securities
	​
	 
	9,497
	​
	 
	27
	​
	 
	(979)
	​
	 
	8,545
	​
	​
	—

	Municipal bonds
	​
	 
	144,200
	​
	 
	21
	​
	 
	(23,619)
	​
	 
	120,602
	​
	​
	—

	Mortgage-backed securities
	​
	 
	82,424
	​
	 
	—
	​
	 
	(12,458)
	​
	 
	69,966
	​
	​
	—

	U.S. Small Business Administration securities
	​
	 
	14,519
	​
	 
	—
	​
	 
	(1,668)
	​
	 
	12,851
	​
	​
	—

	Total securities available-for-sale
	​
	​
	271,793
	​
	​
	48
	​
	​
	(42,589)
	​
	​
	229,252
	​
	​
	—

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	SECURITIES HELD-TO-MATURITY
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Corporate securities
	​
	​
	8,500
	​
	​
	—
	​
	​
	(571)
	​
	​
	7,929
	​
	​
	31

	Total securities held-to-maturity
	​
	​
	8,500
	​
	​
	—
	​
	​
	(571)
	​
	​
	7,929
	​
	​
	31

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Total securities 
	​
	$
	280,293
	​
	$
	48
	​
	$
	(43,160)
	​
	$
	237,181
	​
	$
	31


​
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​
	​

	​

	​

	​

	​

	​

	​


	SECURITIES HELD-TO-MATURITY
	   
	For the Three Months Ended March 31,

	Corporate Securities
	​
	2023
	    
	2022

	Beginning allowance balance
	​
	$
	31
	​
	$
	—

	Impact of adopting ASU 2016-13
	​
	​
	—
	​
	​
	72

	Provision for credit losses
	​
	 
	—
	​
	 
	—

	Securities charged-off
	​
	 
	—
	​
	 
	—

	Recoveries
	​
	 
	—
	​
	 
	—

	Total ending allowance balance
	​
	$
	31
	​
	$
	72


​
Management measures expected credit losses on held-to-maturity debt securities on an individual basis. The estimate of expected credit losses considers historical credit loss information that is adjusted for current conditions and reasonable and supportable forecasts. Accrued interest receivable on held-to-maturity debt securities totaled $117,000 and $116,000 as of March 31, 2023 and December 31, 2022, respectively, and was $1.8 million and $1.2 million on available-for-sale debt securities as of March 31, 2023 and December 31, 2022, respectively.  Accrued interest receivable on securities is reported in “Accrued interest receivable” on the Consolidated Balance Sheets and is excluded from the calculation of the ACL.
The Bank monitors the credit quality of debt securities held-to-maturity quarterly through the use of credit rating, material event notices, and changes in market value. The following table summarizes the amortized cost of debt securities held-to-maturity at the dates indicated, aggregated by credit quality indicator:
​
	​

	​

	​

	​

	​

	​

	​


	​
	​
	March 31,
	​
	December 31,

	Corporate securities
	    
	2023
	    
	2022

	BBB/BBB-
	​
	$
	8,500
	​
	$
	8,500


​
At March 31, 2023, there were no debt securities held-to-maturity that were classified as either nonaccrual or 90 days or more past due and still accruing interest. No assigned credit ratings were downgraded for debt securities held-to-maturity during the period.
​
The following table presents, as of March 31, 2023, investment securities which were pledged to secure borrowings, public deposits or other obligations as permitted or required by law:
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	March 31, 2023

	Purpose or beneficiary
	    
	Carrying Value
	    
	Amortized Cost
	    
	Fair Value

	State and local government public deposits
	​
	$
	26,122
	​
	$
	30,695
	​
	$
	26,122

	Interest rate swap counterparties
	​
	​
	2,861
	​
	​
	2,900
	​
	​
	2,861

	Federal Reserve Bank - Bank Term Funding Program facility
	​
	​
	80,075
	​
	​
	92,558
	​
	​
	80,075

	Total pledged securities
	​
	$
	109,058
	​
	$
	126,153
	​
	$
	109,058


​
​
​
​
​
​
​
​
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	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	March 31, 2023

	​
	​
	Less than 12 Months
	​
	12 Months or Longer
	​
	Total

	​
	    
	Fair
	    
	Unrealized
	    
	Fair 
	    
	Unrealized
	    
	Fair
	    
	Unrealized

	SECURITIES AVAILABLE-FOR-SALE
	​
	Value
	 
	Losses
	​
	Value
	 
	Losses
	​
	Value
	 
	Losses

	U.S. agency securities
	​
	$
	2,913
	​
	$
	(23)
	​
	$
	14,972
	​
	$
	(3,244)
	​
	$
	17,885
	​
	$
	(3,267)

	Corporate securities
	​
	​
	2,488
	​
	​
	(11)
	​
	​
	4,118
	​
	​
	(882)
	​
	​
	6,606
	​
	​
	(893)

	Municipal bonds
	​
	​
	8,162
	​
	​
	(119)
	​
	​
	110,996
	​
	​
	(20,412)
	​
	​
	119,158
	​
	​
	(20,531)

	Mortgage-backed securities
	​
	 
	8,191
	​
	 
	(240)
	​
	 
	61,896
	​
	​
	(10,477)
	​
	 
	70,087
	​
	 
	(10,717)

	U.S. Small Business Administration securities
	​
	​
	1,125
	​
	​
	(2)
	​
	​
	8,803
	​
	​
	(1,068)
	​
	​
	9,928
	​
	​
	(1,070)

	Total securities available-for-sale
	​
	​
	22,879
	​
	​
	(395)
	​
	​
	200,785
	​
	​
	(36,083)
	​
	​
	223,664
	​
	​
	(36,478)

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	SECURITIES HELD-TO-MATURITY
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Corporate securities
	​
	​
	6,995
	​
	​
	(505)
	​
	​
	929
	​
	​
	(71)
	​
	​
	7,924
	​
	​
	(576)

	Total securities held-to-maturity
	​
	​
	6,995
	​
	​
	(505)
	​
	​
	929
	​
	​
	(71)
	​
	​
	7,924
	​
	​
	(576)

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Total
	​
	$
	29,874
	​
	$
	(900)
	​
	$
	201,714
	​
	$
	(36,154)
	​
	$
	231,588
	​
	$
	(37,054)


​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	December 31, 2022

	​
	​
	Less than 12 Months
	​
	12 Months or Longer
	​
	Total

	​
	    
	Fair
	    
	  Unrealized 
	    
	Fair
	    
	 Unrealized 
	    
	Fair
	    
	 Unrealized 

	SECURITIES AVAILABLE-FOR-SALE
	 
	Value
	 
	Losses
	 
	Value
	 
	Losses
	 
	Value
	 
	Losses

	U.S. agency securities
	​
	$
	3,823
	​
	$
	(118)
	​
	$
	13,465
	​
	$
	(3,747)
	​
	$
	17,288
	​
	$
	(3,865)

	Corporate securities
	​
	 
	2,494
	​
	 
	(4)
	​
	 
	4,026
	​
	 
	(975)
	​
	 
	6,520
	​
	 
	(979)

	Municipal bonds
	​
	​
	44,261
	​
	​
	(5,794)
	​
	​
	73,990
	​
	​
	(17,825)
	​
	​
	118,251
	​
	​
	(23,619)

	Mortgage-backed securities
	​
	 
	29,791
	​
	 
	(3,188)
	​
	 
	40,175
	​
	 
	(9,270)
	​
	 
	69,966
	​
	 
	(12,458)

	U.S. Small Business Administration securities
	​
	 
	10,807
	​
	 
	(1,162)
	​
	 
	2,044
	​
	 
	(506)
	​
	 
	12,851
	​
	 
	(1,668)

	Total securities available-for-sale
	​
	​
	91,176
	​
	​
	(10,266)
	​
	​
	133,700
	​
	​
	(32,323)
	​
	​
	224,876
	​
	​
	(42,589)

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	SECURITIES HELD-TO-MATURITY
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Corporate securities
	​
	​
	7,929
	​
	​
	(571)
	​
	​
	—
	​
	​
	—
	​
	​
	7,929
	​
	​
	(571)

	Total securities held-to-maturity
	​
	​
	7,929
	​
	​
	(571)
	​
	​
	—
	​
	​
	—
	​
	​
	7,929
	​
	​
	(571)

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Total
	​
	$
	99,105
	​
	$
	(10,837)
	​
	$
	133,700
	​
	$
	(32,323)
	​
	$
	232,805
	​
	$
	(43,160)


​
There were six held-to-maturity debt securities with unrealized losses less than one year and one with unrealized losses of more than one year at March 31, 2023.  There were seven held-to-maturity debt securities in an unrealized loss position less than one year and none with unrealized losses of more than one year at December 31, 2022.
There were 17 available-for-sale securities with unrealized losses of less than one year, and 171 available-for-sale securities with an unrealized loss of more than one year at March 31, 2023. There were 88 available-for-sale securities with unrealized losses of less than one year, and 106 available-for-sale securities with an unrealized loss of more than one year at December 31, 2022. The unrealized losses associated with these securities are believed to be caused by changing market conditions that are considered to be temporary and the Company does not intend to sell the securities, and it is not likely to be required to sell these securities prior to maturity.  Management monitors the published credit ratings of the issuers of the debt securities for material ratings or outlook changes.  Substantially, all of the Company’s municipal bond portfolio is comprised of obligations of states and political subdivisions located within the Company’s geographic footprint that are monitored through quarterly or annual financial review utilizing published credit ratings.  
All of the available-for-sale mortgage-backed securities and U.S. Small Business Administration securities in an unrealized loss position are issued or guaranteed by government-sponsored enterprises, and the available-for-sale corporate securities are all investment grade and monitored for rating or outlook changes. Based on the Company’s evaluation of these 
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The contractual maturities of securities available-for-sale and held-to-maturity at the dates indicated are listed below. Expected maturities of mortgage-backed securities may differ from contractual maturities because borrowers may have the right to call or prepay the obligations; therefore, these securities are classified separately with no specific maturity date.
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	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	March 31, 
	​
	December 31, 

	​
	​
	2023
	​
	2022

	SECURITIES AVAILABLE-FOR-SALE
	    
	Amortized
	    
	Fair
	    
	Amortized
	    
	Fair

	U.S. agency securities
	​
	Cost
	​
	Value
	​
	Cost
	​
	Value

	Due after one year through five years
	​
	$
	4,873
	​
	$
	4,410
	​
	$
	4,874
	​
	$
	4,321

	Due after five years through ten years
	​
	​
	8,989
	​
	​
	7,766
	​
	​
	6,989
	​
	​
	5,963

	Due after ten years
	​
	​
	7,290
	​
	​
	5,709
	​
	​
	9,290
	​
	​
	7,004

	Subtotal
	​
	 
	21,152
	​
	 
	17,885
	​
	 
	21,153
	​
	 
	17,288

	Corporate securities
	​
	 
	​
	​
	 
	  
	​
	 
	  
	​
	 
	  

	Due within one year
	​
	 
	2,000
	​
	 
	2,016
	​
	 
	1,000
	​
	 
	997

	Due after one year through five years
	​
	 
	1,498
	​
	 
	1,488
	​
	 
	2,497
	​
	 
	2,519

	Due after five years through ten years
	​
	​
	4,000
	​
	​
	3,770
	​
	​
	4,000
	​
	​
	3,763

	Due after ten years
	​
	​
	2,000
	​
	​
	1,349
	​
	​
	2,000
	​
	​
	1,266

	Subtotal
	​
	 
	9,498
	​
	 
	8,623
	​
	 
	9,497
	​
	 
	8,545

	Municipal bonds
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  

	Due within one year
	​
	 
	2,660
	​
	 
	2,655
	​
	 
	2,660
	​
	 
	2,644

	Due after one year through five years
	​
	 
	1,032
	​
	 
	1,013
	​
	 
	1,038
	​
	 
	1,012

	Due after five years through ten years
	​
	 
	6,324
	​
	 
	5,883
	​
	 
	6,341
	​
	 
	5,771

	Due after ten years
	​
	 
	133,753
	​
	 
	113,739
	​
	 
	134,161
	​
	 
	111,175

	Subtotal
	​
	 
	143,769
	​
	 
	123,290
	​
	 
	144,200
	​
	 
	120,602

	Mortgage-backed securities
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  

	Federal National Mortgage Association (“FNMA”)
	​
	 
	66,944
	​
	 
	57,381
	​
	 
	68,421
	​
	 
	57,358

	Federal Home Loan Mortgage Corporation (“FHLMC”)
	​
	 
	9,218
	​
	 
	8,539
	​
	 
	9,290
	​
	 
	8,424

	Government National Mortgage Association (“GNMA”)
	​
	 
	4,642
	​
	 
	4,167
	​
	 
	4,713
	​
	 
	4,184

	Subtotal
	​
	 
	80,804
	​
	 
	70,087
	​
	 
	82,424
	​
	 
	69,966

	U.S. Small Business Administration securities
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  

	Due within one year
	​
	​
	169
	​
	​
	162
	​
	​
	—
	​
	​
	—

	Due after one year through five years
	​
	 
	2,353
	​
	 
	2,239
	​
	 
	2,553
	​
	 
	2,407

	Due after five years through ten years
	​
	​
	3,867
	​
	​
	3,699
	​
	​
	4,461
	​
	​
	3,996

	Due after ten years
	​
	​
	7,166
	​
	​
	6,388
	​
	​
	7,505
	​
	​
	6,448

	Subtotal
	​
	​
	13,555
	​
	​
	12,488
	​
	​
	14,519
	​
	​
	12,851

	Total securities available-for-sale
	​
	​
	268,778
	​
	​
	232,373
	​
	​
	271,793
	​
	​
	229,252

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	SECURITIES HELD-TO-MATURITY
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Corporate securities
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Due after five years through ten years
	​
	​
	8,500
	​
	​
	7,924
	​
	​
	8,500
	​
	​
	7,929

	Total securities held-to-maturity
	​
	​
	8,500
	​
	​
	7,924
	​
	​
	8,500
	​
	​
	7,929

	Total securities
	​
	$
	277,278
	​
	$
	240,297
	​
	$
	280,293
	​
	$
	237,181


​
There were no sales proceeds, gains or losses from the sale of securities available-for-sale for the three months ended March 31, 2023 and 2022.
​
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The composition of the loan portfolio was as follows at the dates indicated:
​
	​

	​

	​

	​

	​

	​

	​


	​
	    
	March 31, 
	​
	December 31, 

	REAL ESTATE LOANS
	​
	2023
	    
	2022

	Commercial
	​
	$
	339,794
	​
	$
	334,059

	Construction and development
	​
	 
	337,452
	​
	 
	342,591

	Home equity
	​
	 
	60,625
	​
	 
	55,387

	One-to-four-family (excludes loans held for sale)
	​
	 
	501,100
	​
	 
	469,485

	Multi-family
	​
	 
	232,201
	​
	 
	219,738

	Total real estate loans
	​
	 
	1,471,172
	​
	 
	1,421,260

	CONSUMER LOANS
	​
	 
	​
	​
	 
	​

	Indirect home improvement
	​
	 
	531,632
	​
	 
	495,941

	Marine
	​
	 
	70,994
	​
	 
	70,567

	Other consumer
	​
	 
	4,042
	​
	 
	3,064

	Total consumer loans
	​
	 
	606,668
	​
	 
	569,572

	COMMERCIAL BUSINESS LOANS
	​
	 
	​
	​
	 
	​

	Commercial and industrial 
	​
	 
	223,702
	​
	 
	196,791

	Warehouse lending
	​
	 
	28,044
	​
	 
	31,229

	Total commercial business loans
	​
	 
	251,746
	​
	 
	228,020

	Total loans receivable, gross
	​
	 
	2,329,586
	​
	 
	2,218,852

	ACL for loans 
	​
	 
	(29,937)
	​
	 
	(27,992)

	Total loans receivable, net
	​
	$
	2,299,649
	​
	$
	2,190,860


​
Loan amounts are net of unearned loan fees in excess of unamortized costs and premiums of $8.4 million as of March 31, 2023 and $7.8 million as of December 31, 2022. Net loans include unamortized net discounts on acquired loans of $3.2 million and $437,000 as of March 31, 2023 and December 31, 2022, respectively. Net loans does not include accrued interest receivable. Accrued interest receivable on loans was $10.1 million and $9.6 million as of March 31, 2023 and December 31, 2022, respectively, and was reported in “Accrued interest receivable” on the Consolidated Balance Sheets.
Most of the Company’s commercial and multi-family real estate, construction, residential, and/or commercial business lending activities are with customers located in Western Washington, near our loan production office in Vancouver, Washington, or near our loan production office located in the Tri-Cities, Washington. The Company originates real estate, consumer, and commercial business loans and has concentrations in these areas, however, indirect home improvement loans, including solar-related home improvement loans, are originated through a network of home improvement contractors and dealers located throughout Washington, Oregon, California, Idaho, Colorado, Arizona, Minnesota,  Nevada,  Texas, Utah, Massachusetts, and Montana.  Loans are generally secured by collateral and rights to collateral vary and are legally documented to the extent practicable. Local economic conditions may affect borrowers’ ability to meet the stated repayment terms.
At March 31, 2023, the Bank held approximately $944.3 million in loans that are pledged as collateral for FHLB advances, compared to approximately $840.2 million at December 31, 2022. The Bank held approximately $598.0 million in loans that are pledged as collateral for the FRB line of credit at March 31, 2023, compared to approximately $579.8 million at December 31, 2022.  
The Company has defined its loan portfolio into three segments that reflect the structure of the lending function, the Company’s strategic plan and the manner in which management monitors performance and credit quality. The three loan portfolio segments are: (a) Real Estate Loans, (b) Consumer Loans, and (c) Commercial Business Loans. Each of these segments is disaggregated into classes based on the risk characteristics of the borrower and/or the collateral type securing the loan. The following is a summary of each of the Company’s loan portfolio segments and classes:
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Real Estate Loans
Commercial Lending. Loans originated by the Company primarily secured by income-producing properties, including retail centers, warehouses, and office buildings located in our market areas.
Construction and Development Lending. Loans originated by the Company for the construction of, and secured by, commercial real estate, one-to-four-family, and multi-family residences and tracts of land for development that are not pre-sold. A portion of the one-to-four-family construction portfolio is custom construction loans to the intended occupant of the residence.
Home Equity Lending. Loans originated by the Company secured by second mortgages on one-to-four-family residences, including home equity lines of credit in our market areas.
One-to-Four-Family Real Estate Lending. One-to-four-family residential loans include owner occupied properties (including second homes), and non-owner-occupied properties with four or less units. These loans originated by the Company or periodically purchased from banks are secured by first mortgages on one-to-four-family residences in our market areas that the Company intends to hold (excludes loans held for sale).
Multi-Family Lending. Apartment term lending (five or more units) to current banking customers and community reinvestment loans for low to moderate income individuals in the Company’s footprint.
Consumer Loans
Indirect Home Improvement. Fixture secured loans for home improvement are originated by the Company through its network of home improvement contractors and dealers and are secured by the personal property installed in, on, or at the borrower’s real property, and may be perfected with a UCC-2 financing statement filed in the county of the borrower’s residence. These indirect home improvement loans include replacement windows, siding, roofing, spas, and other home fixture installations, including solar related home improvement projects.
Marine. Loans originated by the Company, secured by boats, to borrowers primarily located in the states the Company originates consumer loans.
Other Consumer. Loans originated by the Company to consumers in our retail branch footprint, including automobiles, recreational vehicles, direct home improvement loans, loans on deposits, and other consumer loans, primarily consisting of personal lines of credit and credit cards.
Commercial Business Loans
Commercial and Industrial Lending (“C&I”). Loans originated by the Company to local small- and mid-sized businesses in our Puget Sound market area are secured primarily by accounts receivable, inventory, or personal property, plant and equipment. Some of the C&I loans purchased by the Company are outside of the greater Puget Sound market area.  C&I loans are made on the basis of the borrower’s ability to make repayment from the cash flow of the borrower’s business.  
Warehouse Lending. Loans originated to non-depository financial institutions and secured by notes originated by the non-depository financial institution.  The Company has two distinct warehouse lending divisions: commercial warehouse re-lending secured by notes on construction loans and mortgage warehouse re-lending secured by notes on one-to-four-family loans.  The Company’s commercial construction warehouse lines are secured by notes on construction loans and typically guaranteed by principals with experience in construction lending.  Mortgage warehouse lending loans are funded through third-party residential mortgage bankers.  Under this program the Company provides short-term funding to the mortgage banking companies for the purpose of originating residential mortgage loans for sale into the secondary market. 
Management identifies loans in the Company’s portfolio that must be individually evaluated for loss due to disparate risk characteristics or information suggesting that the Company will be unable to collect all the principal and interest due. For loans individually evaluated, a specific reserve is estimated based on either the fair value of collateral or the discounted value of expected future cash flows. In estimating the fair value of real estate collateral, management utilizes appraisals or evaluations adjusted for costs to dispose and a distressed sale adjustment, if needed. Estimating the fair value of collateral other than real estate is also subjective in nature and sometimes requires difficult and complex judgements. Determining 
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expected future cash flows can be more subjective than determining fair values. Expected future cash flows could differ significantly, both in timing and amount, from the cash flows actually received over the loan’s remaining life. Individually evaluated loans are excluded from the estimation of credit losses for the pooled portfolio. 
 
Generally, collectively assessed loans are grouped by call report code and then risk-grade grouping. Risk grade is grouped within each call report code by pass, watch, special mention, substandard, and doubtful. Other loan types are separated into their own cohorts due to specific risk characteristics for that pool of loans.  
 
The Company has elected a non-discounted cash flow methodology with probability of default (“PD”) and loss given default (“LGD”) for all call report code cohorts (“cohorts”), with the exception of the indirect and marine portfolios which are evaluated under a vintage methodology. The vintage methodology measures the expected loss calculation for future periods based on historical performance by the origination period of loans with similar life cycles and risk characteristics. Guaranteed portions of loans are measured with zero risk due to cash collateral and full guaranty.  
​
The PD calculation looks at the historical loan portfolio at particular points in time (each month during the lookback period) to determine the probability that loans in a certain cohort will default over the next 12-month period. A default is defined as a loan that has moved to past due 90 days and greater, nonaccrual status, or experienced a charge-off during the period. In cohorts where the Company’s historical data is insufficient due to a minimal amount of default activity or zero defaults, management uses index PDs comprised of rates derived from the PD experience of other community banks in place of the Company’s historical PDs. Additionally, management reviews all other cohorts to determine if index PDs should be used outside of these criteria.    
​
The LGD calculation looks at actual losses (net charge-offs) experienced over the entire lookback period for each cohort of loans. The aggregate loss amount is divided by the exposure at default to determine an LGD rate. All defaults (non-accrual, charge-off, or greater than 90 days past due) occurring during the lookback period are included in the denominator, whether a loss occurred or not and exposure at default is determined by the loan balance immediately preceding the default event (i.e., nonaccrual or charge-off). Due to very limited charge-off history, management uses index LGDs comprised of rates derived from the LGD experience of other community banks in place of the Company’s historical LGDs.   
​
The Company utilizes reasonable and supportable forecasts of future economic conditions when estimating the ACL for loans. The calculation includes a 12-month PD forecast based on the Company’s regression model comparing peer nonperforming loan ratios to the national unemployment rate. After the forecast period, PD rates revert on a straight-line basis back to long-term historical average rates over a 12-month period.  Due to very limited default history, management uses index PDs comprised of rates derived from the PD experience of other community banks in place of the Company’s historical PDs. The Company recognizes that all significant factors that affect the collectability of the loan portfolio must be considered to determine the estimated credit losses as of the evaluation date. Furthermore, the methodology, in and of itself and even when selectively adjusted by comparison to market and peer data, does not provide a sufficient basis to determine the estimated credit losses. The Company adjusts the modeled historical losses by qualitative and environmental adjustments to incorporate all significant risks to form a sufficient basis to estimate the credit losses.  
​
Modifications to borrowers experiencing financial difficulty are included in loans collectively evaluated for credit loss. An assessment of whether a borrower is experiencing financial difficulty is made on the date of a modification. A charge to the allowance for credit losses is generally not recorded upon modification. 
 
Management believes that the methods selected fairly reflect the historical loss component of expected losses inherent in the Company’s loan portfolio. However, since future losses could vary significantly from those experienced in the past, on a quarterly basis management adjusts its historical loss experience to reflect current and forecasted conditions. In doing so, management considers a variety of general qualitative and quantitative factors (“Q-factors”) and then subjectively determines the weight to assign to each in estimating losses. Qualitative characteristics include differences in underwriting standards, policies, lending staff and environmental risks. Management also considers whether further adjustments to historical loss information are needed to reflect the extent to which current conditions and reasonable and supportable forecasts over the forecasting horizon differ from the conditions that existed during the historical loss period. These quantitative adjustments reflect changes to relevant data such as changes in unemployment rates, average growth in pools of loans, concentrations of credit, delinquencies or other factors associated with the financial assets. The reversion method 
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The main drivers of the credit provision recorded in the first three months of 2023 were increases in outstanding loans, average growth rates and increases in specific reserves on individually evaluated loans. 
​
The following tables detail activity in the ACL for loans by loan categories at or for the three months ended March 31, 2023 and 2022:
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	At or For the Three Months Ended March 31, 2023

	​
	    
	Real
	    
	​
	​
	    
	Commercial
	    
	​
	​
	    
	​
	​

	ACL FOR LOANS 
	​
	Estate
	​
	Consumer
	​
	Business
	​
	Unallocated
	​
	Total

	Beginning balance
	​
	$
	12,123
	​
	$
	12,109
	​
	$
	3,760
	​
	$
	—
	​
	$
	27,992

	Provision for credit losses on loans
	​
	​
	459
	​
	​
	1,691
	​
	​
	205
	​
	​
	—
	​
	​
	2,355

	Loans charged off
	​
	 
	(10)
	​
	 
	(709)
	​
	 
	(1)
	​
	 
	—
	​
	 
	(720)

	Recoveries
	​
	​
	—
	​
	​
	310
	​
	​
	—
	​
	​
	—
	​
	​
	310

	Total ending ACL balance
	​
	$
	12,572
	​
	$
	13,401
	​
	$
	3,964
	​
	$
	—
	​
	$
	29,937


​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	At or For the Three Months Ended March 31, 2022

	​
	    
	Real
	    
	​
	​
	    
	Commercial
	    
	​
	​
	    
	​
	​

	ACL FOR LOANS 
	​
	Estate
	​
	Consumer
	​
	Business
	​
	Unallocated
	​
	Total

	Beginning balance 
	​
	$
	14,798
	​
	$
	4,280
	​
	$
	6,536
	​
	$
	21
	​
	$
	25,635

	Impact of adopting ASC 326
	​
	​
	(5,234)
	​
	​
	6,078
	​
	​
	(3,682)
	​
	​
	(21)
	​
	​
	(2,859)

	Provision for (reversal of) credit losses on loans
	​
	​
	996
	​
	​
	(303)
	​
	​
	159
	​
	​
	—
	​
	​
	852

	Loans charged off
	​
	 
	—
	​
	 
	(523)
	​
	 
	—
	​
	 
	—
	​
	 
	(523)

	Recoveries
	​
	​
	—
	​
	​
	260
	​
	​
	—
	​
	​
	—
	​
	​
	260

	Total ending ACL balance
	​
	$
	10,560
	​
	$
	9,792
	​
	$
	3,013
	​
	$
	—
	​
	$
	23,365


​
Nonaccrual and Past Due Loans. Loans are considered past due if the required principal and interest payments have not been received as of the date such payments were due. Loans are automatically placed on nonaccrual once the loan is 90 days past due or sooner if, in management’s opinion, the borrower may be unable to meet payment obligations as they become due, or as required by regulatory authorities.  
Loan Modifications for Borrowers Experiencing Financial Difficulty 
​
The Company may agree to modify the contractual terms of a loan to a borrower experiencing financial difficulty as a part of ongoing loss mitigation strategies. These modifications may result in an interest rate reduction, term extension, an other-than-insignificant payment delay, or a combination thereof. The Company typically does not offer principal forgiveness. 
​
The Company restructured two related commercial and industrial loans during the first quarter of 2023. The restructuring included a consolidation of the loans into a single loan, an increase in contractual term of 60 months, and a reduction in the contractual interest rate from 7.5% to 4.1%. The loan had an amortized cost of $3.7 million, or 1.7% of commercial and industrial loans, at March 31, 2023. The loan has paid as agreed subsequent to the restructuring, however, was classified as current and nonaccrual as of March 31, 2023, and individually evaluated in the determination of the associated ACL for loans. There were no loans that were modified on or after January 1, 2023, the date the Company adopted ASU 2022–02, through March 31, 2023 that subsequently defaulted during the period presented. 
​
Troubled Debt Restructurings (“TDRs”) 
​
At March 31, 2022, the Company had no TDRs. There were no TDRs which incurred a payment default within twelve months of the restructure date during the three months ended March 31, 2022.
​
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	​
	March 31, 2023

	​
	    
	30-59
	    
	60-89
	    
	​
	    
	​
	    
	​
	    
	​
	    
	​

	​
	​
	 Days
	​
	 Days
	​
	90 Days
	​
	Total
	​
	​
	​
	Total
	​
	​

	​
	​
	 Past
	​
	 Past
	​
	 or More
	​
	Past
	​
	​
	​
	 Loans
	​
	Non-

	REAL ESTATE LOANS
	​
	 Due
	​
	 Due
	​
	 Past Due
	​
	Due
	​
	Current
	​
	Receivable
	​
	Accrual (1)

	Commercial
	​
	$
	—
	​
	$
	—
	​
	$
	—
	​
	$
	—
	​
	$
	339,794
	​
	$
	339,794
	​
	$
	—

	Construction and development
	​
	 
	—
	​
	 
	—
	​
	 
	—
	​
	 
	—
	​
	 
	337,452
	​
	 
	337,452
	​
	 
	—

	Home equity
	​
	 
	433
	​
	 
	6
	​
	 
	16
	​
	 
	455
	​
	 
	60,170
	​
	 
	60,625
	​
	 
	45

	One-to-four-family
	​
	 
	119
	​
	 
	—
	​
	 
	400
	​
	 
	519
	​
	 
	500,581
	​
	 
	501,100
	​
	 
	647

	Multi-family
	​
	 
	—
	​
	 
	—
	​
	 
	—
	​
	 
	—
	​
	 
	232,201
	​
	 
	232,201
	​
	 
	—

	Total real estate loans
	​
	 
	552
	​
	 
	6
	​
	 
	416
	​
	 
	974
	​
	 
	1,470,198
	​
	 
	1,471,172
	​
	 
	692

	CONSUMER LOANS
	​
	 
	  
	​
	 
	​
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  

	Indirect home improvement
	​
	 
	1,881
	​
	 
	936
	​
	 
	302
	​
	 
	3,119
	​
	 
	528,513
	​
	 
	531,632
	​
	 
	1,274

	Marine
	​
	 
	422
	​
	 
	170
	​
	 
	145
	​
	 
	737
	​
	 
	70,257
	​
	 
	70,994
	​
	 
	409

	Other consumer
	​
	 
	9
	​
	 
	4
	​
	 
	—
	​
	 
	13
	​
	 
	4,029
	​
	 
	4,042
	​
	 
	6

	Total consumer loans
	​
	 
	2,312
	​
	 
	1,110
	​
	 
	447
	​
	 
	3,869
	​
	 
	602,799
	​
	 
	606,668
	​
	 
	1,689

	COMMERCIAL BUSINESS LOANS
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  

	Commercial and industrial
	​
	 
	—
	​
	 
	—
	​
	 
	2,617
	​
	 
	2,617
	​
	 
	221,085
	​
	 
	223,702
	​
	 
	6,325

	Warehouse lending
	​
	 
	—
	​
	 
	—
	​
	 
	—
	​
	 
	—
	​
	 
	28,044
	​
	 
	28,044
	​
	 
	—

	Total commercial business loans
	​
	 
	—
	​
	 
	—
	​
	 
	2,617
	​
	 
	2,617
	​
	 
	249,129
	​
	 
	251,746
	​
	 
	6,325

	Total loans
	​
	$
	2,864
	​
	$
	1,116
	​
	$
	3,480
	​
	$
	7,460
	​
	$
	2,322,126
	​
	$
	2,329,586
	​
	$
	8,706


​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	December 31, 2022

	​
	    
	30-59
	    
	60-89
	    
	​
	    
	​
	    
	​
	    
	​
	    
	​

	​
	​
	 Days
	​
	 Days
	​
	90 Days
	​
	Total
	​
	​
	​
	Total
	​
	​

	​
	​
	 Past
	​
	 Past
	​
	 or More
	​
	Past
	​
	​
	​
	Loans
	​
	Non-

	REAL ESTATE LOANS
	​
	 Due
	​
	 Due
	​
	 Past Due
	​
	Due
	​
	Current
	​
	Receivable
	​
	Accrual (1)

	Commercial
	​
	$
	—
	​
	$
	—
	​
	$
	—
	​
	$
	—
	​
	$
	334,059
	​
	$
	334,059
	​
	$
	—

	Construction and development
	​
	 
	—
	​
	 
	—
	​
	 
	—
	​
	 
	—
	​
	 
	342,591
	​
	 
	342,591
	​
	 
	—

	Home equity
	​
	 
	29
	​
	 
	104
	​
	 
	16
	​
	 
	149
	​
	 
	55,238
	​
	 
	55,387
	​
	 
	46

	One-to-four-family
	​
	 
	—
	​
	 
	—
	​
	 
	463
	​
	 
	463
	​
	 
	469,022
	​
	 
	469,485
	​
	 
	920

	Multi-family
	​
	 
	—
	​
	 
	—
	​
	 
	—
	​
	 
	—
	​
	 
	219,738
	​
	 
	219,738
	​
	 
	—

	Total real estate loans
	​
	 
	29
	​
	 
	104
	​
	 
	479
	​
	 
	612
	​
	 
	1,420,648
	​
	 
	1,421,260
	​
	 
	966

	CONSUMER LOANS
	​
	 
	  
	​
	 
	​
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  

	Indirect home improvement
	​
	 
	2,298
	​
	 
	685
	​
	 
	532
	​
	 
	3,515
	​
	 
	492,426
	​
	 
	495,941
	​
	 
	1,076

	Marine
	​
	 
	650
	​
	 
	385
	​
	 
	86
	​
	 
	1,121
	​
	 
	69,446
	​
	 
	70,567
	​
	 
	267

	Other consumer
	​
	 
	32
	​
	 
	37
	​
	 
	5
	​
	 
	74
	​
	 
	2,990
	​
	 
	3,064
	​
	 
	9

	Total consumer loans
	​
	 
	2,980
	​
	 
	1,107
	​
	 
	623
	​
	 
	4,710
	​
	 
	564,862
	​
	 
	569,572
	​
	 
	1,352

	COMMERCIAL BUSINESS LOANS
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  
	​
	 
	  

	Commercial and industrial
	​
	 
	1
	​
	 
	—
	​
	 
	2,617
	​
	 
	2,618
	​
	 
	194,173
	​
	 
	196,791
	​
	 
	6,334

	Warehouse lending
	​
	 
	—
	​
	 
	—
	​
	 
	—
	​
	 
	—
	​
	 
	31,229
	​
	 
	31,229
	​
	 
	—

	Total commercial business loans
	​
	 
	1
	​
	 
	—
	​
	 
	2,617
	​
	 
	2,618
	​
	 
	225,402
	​
	 
	228,020
	​
	 
	6,334

	Total loans
	​
	$
	3,010
	​
	$
	1,211
	​
	$
	3,719
	​
	$
	7,940
	​
	$
	2,210,912
	​
	$
	2,218,852
	​
	$
	8,652


___________________________
	(1)
	Includes past due loans as applicable.


There were no loans 90 days or more past due and still accruing interest at both March 31, 2023 and December 31, 2022.
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Credit Quality Indicators
As part of the Company’s on-going monitoring of credit quality of the loan portfolio, management tracks certain credit quality indicators including trends related to (i) the risk grading of loans, (ii) the level of classified loans, (iii) net charge-offs, (iv) non-performing loans, and (v) the general economic conditions in the Company’s markets.  
The Company utilizes a risk grading matrix to assign a risk grade to its real estate and commercial business loans. Loans are graded on a scale of 1 to 10, with loans in risk grades 1 to 6 considered “Pass” and loans in risk grades 7 to 10 are reported as classified loans in the Company’s ACL loan analysis.
A description of the 10 risk grades is as follows:
	●
	Grades 1 and 2 - These grades include loans to very high-quality borrowers with excellent or desirable business credit.


	●
	Grade 3 - This grade includes loans to borrowers of good business credit with moderate risk.


	●
	Grades 4 and 5 - These grades include “Pass” grade loans to borrowers of average credit quality and risk.


	●
	Grade 6 - This grade includes loans on management’s “Watch” list and is intended to be utilized on a temporary basis for “Pass” grade borrowers where frequent and thorough monitoring is required due to credit weaknesses and where significant risk-modifying action is anticipated in the near term.


	●
	Grade 7 - This grade is for “Other Assets Especially Mentioned (“OAEM”)” in accordance with regulatory guidelines and includes borrowers where performance is poor or significantly less than expected.


	●
	Grade 8 - This grade includes “Substandard” loans in accordance with regulatory guidelines which represent an unacceptable business credit where a loss is possible if loan weakness is not corrected.


	●
	Grade 9 - This grade includes “Doubtful” loans in accordance with regulatory guidelines where a loss is highly probable.


	●
	Grade 10 - This grade includes “Loss” loans in accordance with regulatory guidelines for which total loss is expected and when identified are charged off.


Homogeneous loans are risk rated based upon the Federal Financial Institutions Examination Council’s Uniform Retail Credit Classification and Account Management Policy. Loans classified under this policy at the Company are consumer loans which include indirect home improvement, solar, marine, other consumer, and one-to-four-family first and second liens. Under the Uniform Retail Credit Classification Policy, loans that are current or less than 90 days past due are graded “Pass” and risk rated “4” or “5” internally. Loans that are past due more than 90 days are classified “Substandard” risk graded “8” internally until the loan has demonstrated consistent performance, typically six months of contractual payments. Closed-end loans that are 120 days past due and open-end loans that are 180 days past due are charged off based on the value of the collateral less cost to sell.  Management may choose to conservatively risk rate credits even if paying in accordance with the loan’s repayment terms.
Commercial real estate, construction and development, multi-family and commercial business loans are evaluated individually for their risk classification and may be classified as “Substandard” even if current on their loan payment obligations.  We regularly review our credits for accuracy of risk grades whenever we receive new information.  Borrowers are generally required to submit financial information at regular intervals.  Typically, commercial borrowers with lines of credit are required to submit financial information with reporting intervals ranging from monthly to annually depending on credit size, risk, and complexity. In addition, nonowner-occupied commercial real estate borrowers with loans exceeding a certain dollar threshold are usually required to submit rent rolls or property income statements annually.  We monitor construction loans monthly.  We also review loans graded “Watch” or worse, regardless of loan type, no less than quarterly.
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[bookmark: Tc_5JtISc42EkiCPHLDHaekfw_19_26][bookmark: Tc_Xj2FHm1hE0KuI6FdMb33RQ_19_24][bookmark: Tc_vArdd9b1I0idxQxT_WjSWA_19_23][bookmark: Tc_H-Ym3l_hMUmWHBvzTz8Fzw_19_20][bookmark: Tc_gyiU6fdKaEqU58xvyOjjkw_19_17][bookmark: Tc_y5D75bOV6U2y1cBbmo7TgA_19_14][bookmark: Tc_1OP1pPK0Kk6HUpSFn4S67A_19_11][bookmark: Tc_rvaAnS7ilk-eEUqgz3EAXg_19_8][bookmark: Tc_FyxBWBGeJUeTlokgf8dSmA_19_5][bookmark: Tc_6WR6Z_-qHEKKs0OoBK8YpA_19_2][bookmark: Tc_4JRviSS_LU6S5Z88vdx5Pw_19_0][bookmark: Tc_m2R0zBvua0eieFkYna2TaQ_18_24][bookmark: Tc_58NjrXPF5EKKHWOkDLnx3w_18_18][bookmark: Tc_RBdrV68x70mUg81XZDVCUQ_18_15][bookmark: Tc_0F3yU5vxAUaq6TB9IMDH9w_18_12][bookmark: Tc_SmkTuuqY2kGyG5LKL-mteg_18_3][bookmark: Tc_HWPdz1CQvE-VrXmcpPoxfg_18_0][bookmark: Tc_DOlkYwCzv0il5EjzxoybgA_17_24][bookmark: Tc_3zoB_lwylEyVDdlaJxNa0w_17_0][bookmark: Tc_mYy7kiCzgkK5qOtw9LAhrw_16_24][bookmark: Tc_MxoF-6m0-US2IHHwWR7DMw_16_18][bookmark: Tc_GW8XzYMgBk26mHieM2cIIw_16_15][bookmark: Tc_UcsJCF7phkaZ4SGtIEknGg_16_12][bookmark: Tc_Y7k25rjE-0S011t4SHsThQ_16_9][bookmark: Tc_bTPh8OBxNE2E0ZthnIa71Q_16_6][bookmark: Tc_hs5f06fqHkegEKhtKdTdBw_16_3][bookmark: Tc_R_l3bbyniEOOEq-fiRNm_g_16_0][bookmark: Tc_Zju0wMSshEuv2D9Go8F1GA_15_24][bookmark: Tc_5wxUe9X3wEKf9l0yXg5AsA_15_0][bookmark: Tc_A4L_Ket0JkWVXGGEvZ7GLw_14_0][bookmark: Tc_Mb4a1SItOkqieo2r47_YFA_13_24][bookmark: Tc_0rSMuj-ucU6Lc9yIouYxpg_13_21][bookmark: Tc_piRT1A182k-8V04G5sKbvg_13_12][bookmark: Tc_mRo8XAdjmEmjV9tWP277WQ_13_9][bookmark: Tc_WkhF9_Ofu06uyoCEWq9jHA_13_6][bookmark: Tc_jAC0KHNpSEaC_kNRpxhCZw_13_3][bookmark: Tc_u6kZXX18m0K6ix8Jfe-RAw_13_0][bookmark: Tc_NSFWxMvvtUuTA3u54aoQDw_12_24][bookmark: Tc_Bu5BXiahgEuCj-43GdzGxQ_12_21][bookmark: Tc_3L5CGrEYx0CoGtWPf3eJtQ_12_0][bookmark: Tc__r-dzs_WbU-PuQMuDUAScA_11_24][bookmark: Tc_awplfm0d8E20aadPbyQjXQ_11_21][bookmark: Tc_aIp2BENro0KGFdDz6eG4XQ_11_12][bookmark: Tc_QhD0aslw8ESmSbvDzC7fNQ_11_3][bookmark: Tc_jS3FAmZGvUWtfyoA4edohA_11_0][bookmark: Tc_n-ViDwaBsUupznkJGUoEnA_10_24][bookmark: Tc_XB8uH6dEMkSrpJVHyLpcMw_10_21][bookmark: Tc_o_But8GCnEuo1clIunKRnA_10_0][bookmark: Tc_1AoZ-pi3IU-a2X0eHiE_Rg_9_0][bookmark: Tc_rRdPPm_70Ue5-wJ9U2eX4w_8_24][bookmark: Tc_Lk3xGFSGI02j8B5dsKCu-w_8_21][bookmark: Tc_7766po9OekiPFobYUIWepw_8_15][bookmark: Tc__6PDGUUzJUWoAELDqLOpQw_8_3][bookmark: Tc_caOMuEb2RUC_5rreVr16Rw_8_0][bookmark: Tc_1yNiA1gTEkCbCqz2lPi-Wg_7_24][bookmark: Tc_FXu3EwUUmU6UQtA3xAm2ig_7_0][bookmark: Tc_Erdn4q8lckSZB-7vhfOdyw_6_24][bookmark: Tc_Mb6Wh9ZmGUOy9Ei94YCxOQ_6_21][bookmark: Tc_c-p_iYW_XEWxL0SbN9Zzlw_6_3][bookmark: Tc_JtpXl7TRu0GHBRcAK8VMhA_6_0][bookmark: Tc_BE5oplQCV0S8C7BgYH45YA_5_26][bookmark: Tc_OhhFDVZZsk2Nalb8-Y3EHw_5_24][bookmark: Tc_YhvrPI_UFkCToXSM_1sXKg_5_23][bookmark: Tc_Jxj4qDEZMUS0nZrBkGBZHg_5_20][bookmark: Tc_1a6YTtQbG0-bMA3EoJ_Gxg_5_17][bookmark: Tc_Nh98IuTzn0unwCaQGB9Vyg_5_14][bookmark: Tc_lBCnbTK940C193zbyfG2EQ_5_11][bookmark: Tc_ueuSSxeIiEemkKh5_2nB8g_5_8][bookmark: Tc_ZPO6vxyqy06LD0yWAkweNg_5_5][bookmark: Tc_QhzcPlnISkmsRt-KK35N4g_5_2][bookmark: Tc_MZEaWf373ECavMSfCYUezw_5_0][bookmark: Tc_MWj8sEbHCk2U9bLaaPIi7w_4_26][bookmark: Tc_zqmrfwfOUU27gauI0JIllA_4_23][bookmark: Tc_nT6d-JN-UUKvmMC7SUiKCA_4_20][bookmark: Tc_94Kbe4Cx0UKY-lVhX2HmkA_4_17][bookmark: Tc_zL7RpLN0oUqF3zvKCy84-A_4_14][bookmark: Tc_0cH3m5ZC3UC6ub6vqVKv_A_4_11][bookmark: Tc__efDM0PcA0GK85KmKMtPZg_4_8][bookmark: Tc_vRZH8_sb_UyhPv1-JbdBqA_4_5][bookmark: Tc__UxWXLuhJEWChhAbHtU9Vw_4_2][bookmark: Tc_McovbkxkZEmBlmefWhp3GA_4_0][bookmark: Tc_QceZYXWSwUesV4yRgJrYGA_3_23][bookmark: Tc_CtIGJgcffkm74alsj5P1pg_3_2][bookmark: Tc_u4LOGFMckkeL3lWpakz8hQ_3_0][bookmark: Tc_437WG5cGykiskDEYIoRlyw_2_23][bookmark: Tc_dqWRc3QTNE63MagoTak3dQ_1_2][bookmark: _0ef79d88_942b_4d11_9ed1_95c3f9cbbc1c][bookmark: Tc_oloS9zDZ9UqtqxC6Y6p-jA_26_26][bookmark: Tc_ruNgidIMLkiJ8V7zEhI8VA_26_23][bookmark: Tc_71l3AWcRyEujIOxngl2qiw_26_20][bookmark: Tc_3gqIoVi67kyH7TbJnLh9Bg_26_17][bookmark: Tc_SbtPNVcMvEW2gQnGH3KKmg_26_14][bookmark: Tc_t6xLJD_ce0OhEesXHBBkYQ_26_11][bookmark: Tc_GvcJTlBW20WwNyUXMgETKw_26_8][bookmark: Tc_zrmEj2vtc0GHIj409glR4Q_26_5][bookmark: Tc_QjEctkSpZkS8UmXPz4h4Hg_26_2][bookmark: Tc_6CRX4apxDEOMMNDGEwhV3A_26_0][bookmark: Tc_skPqeQv6bUi_WB_l2SYCpg_25_24][bookmark: Tc_KbsuTiWefE6F6m_dy9wcLg_25_21][bookmark: Tc_GB6nYPPonk-Hb3I-LtMXUQ_25_0][bookmark: Tc_B8iJbuRqqkGd_cXq2v2ltg_24_24][bookmark: Tc_gq2-EJnvsEWFBsBd1ghmAQ_24_21][bookmark: Tc_IzShon0Vj0SWxc5NKLWy0A_24_0][bookmark: Tc_Fdy1tGyOpkGWBCug3jqYdQ_23_0][bookmark: Tc_kTlT2pMWE0ujIQCOxFAx9g_22_21][bookmark: Tc_bwN1oOnJ1EqxLuPurnx-6w_22_0][bookmark: Tc_rki-Km6IXEqIZzDxdYPpbg_21_24][bookmark: Tc_izs1wj9YXUOd5zFQNrpqMA_21_21][bookmark: Tc_AlNakt4LZkGPWotCSiIlAQ_21_15][bookmark: Tc_Yi38YypmTkSfur79wLvjng_21_12][bookmark: Tc_r56brykEf0qC16djiV8ztA_21_9][bookmark: Tc_5QiuBHmtEkCfba3gXS95ew_21_6][bookmark: Tc_bOZZ1ZUti0GaqZQo_eeyVg_21_3][bookmark: Tc_cvqkAJN1tUWKU_8N0w9hDw_21_0][bookmark: Tc_Ap9BXCR-dEuLF0nJncr3wA_20_24][bookmark: Tc_M82CyXbdV0mKavDpCBPMeg_20_21][bookmark: Tc_K-KCz3rWu0yt2mNUmBxvCQ_20_18][bookmark: Tc_cbG4E8PZoEuHH3KI5l6ETA_20_15][bookmark: Tc_e5cI_qAJyEqECsHCQpvZqg_20_12][bookmark: Tc_0NWTUgbGzEOM6NZJUaDdRw_20_9][bookmark: Tc_mGPCGLnZIka3EcQ_zx3MLQ_20_3][bookmark: Tc_n1UEllEMeUOW4O9C64FTrA_20_0][bookmark: Tc_b_HKDZETe0mi66ze6hZ-6A_19_21][bookmark: Tc_x9wYhVXSEEunu-PBUiWczg_19_0][bookmark: Tc_KwiSOeDqXEqzDDpa9se0mA_18_0][bookmark: Tc_v1JovlkDk06d4AeZmSbqPg_17_24][bookmark: Tc_JA2tsGgfdUaPP8C6Bz55FA_17_18][bookmark: Tc_8ptS3gvTmUWeCC5kxbRCyA_17_15][bookmark: Tc_hD_8-xHHcUmvzvZ6Fi-FXA_17_12][bookmark: Tc_2zAbxokAiEG1gwXvZI2A5A_17_9][bookmark: Tc_Zci9DVdjD0a85wkuOx4psA_17_6][bookmark: Tc_GOPMNtX1qUuqn3bME6Khpg_17_3][bookmark: Tc_T2EWHh1S8EqyCAGJ0JFlHA_17_0][bookmark: Tc_LFkOJog020GuN0P5mZRxfw_16_24][bookmark: Tc_CzrvH8SIe0qmfxR6d6Xx4g_16_0][bookmark: Tc_eNHIK2aw2Uq919rSHuWOSg_15_24][bookmark: Tc_r6lBRqn61U61mQdM68f9uQ_15_21][bookmark: Tc_CRybQixrFUWVhK_EuNXj7w_15_15][bookmark: Tc_vmyhcvIFnkyU0Q7g_szcUA_15_12][bookmark: Tc_kurCFhsw6EaBaemWxli9Jg_15_9][bookmark: Tc_mt_3n5bVMkOSUi2XxE5O0A_15_6][bookmark: Tc_xKvsmGPOCkajQqJX6M1Akg_15_3][bookmark: Tc_PlLZf0T1bEigDIQZPNz1uA_15_0][bookmark: Tc_P-Nwp-jAk02VuALw9XkqHQ_14_24][bookmark: Tc_XxZC8JRmFEKgQc7N1tOtlQ_14_0][bookmark: Tc_ofDmf-E5fUScxiselU5i4Q_13_0][bookmark: Tc_aUQkVnrdKkSN6ruxbcniog_12_24][bookmark: Tc_yr2fffM6nEi7QoZAAO0yiA_12_21][bookmark: Tc_kbiXkLxFtUmSzcj9A7VOZg_12_0][bookmark: Tc_AwFwmdmZuEKlel1FFvxuuA_11_24][bookmark: Tc_vf4fGt-ZWkGyb_zgPZ81rw_11_21][bookmark: Tc_WuCqUy3y5USWuj-kQf5jNA_11_0][bookmark: Tc_yPBnNIBsGUKF_bLDrFzIRA_10_0][bookmark: Tc_PmQVw8NMoEijygHOtn5-Uw_9_24][bookmark: Tc_SiI9i4hnqECZoFLWKy00FA_9_21][bookmark: Tc_ag-AJURPBE6ZP5XkcEDjgA_9_0][bookmark: Tc_RYlHAtjr60GxpwYuK72qFQ_8_24][bookmark: Tc_PEfbywUaHU24D0JanWp0xw_8_21][bookmark: Tc_cT2sDPYD8keIHTdzScSDYA_8_15][bookmark: Tc_VYjvXQI8zE2cMFN3Z4_ukQ_8_12][bookmark: Tc_af-nvw3QO0eZUFAvspTkBw_8_9][bookmark: Tc_Skve7KLqu0-inJbMSqZRVw_8_6][bookmark: Tc_O7_jlrZy3UaHSD_SgLmkLw_8_3][bookmark: Tc_fTglCEOFa0ukHbCrcrZKUg_8_0][bookmark: Tc_ftjgtW0q202zHnsMC6mHqQ_7_24][bookmark: Tc_svH5Hjfa7Eik3EmHpv7k9A_7_21][bookmark: Tc_z0VD5hdSxUGnHYiXgw-1hw_7_18][bookmark: Tc_6e8bXuvmTE-R8xpKJKxceg_7_12][bookmark: Tc_xA8xw0vd7EKbGmSW4FPmlw_7_9][bookmark: Tc_WTDafEOMOUyBci8egp5qAA_7_6][bookmark: Tc_xpO3vbiU8EeyAVrj7wGx6Q_7_3][bookmark: Tc_Bbq2J6dCM0C6D_0eFSK9MQ_7_0][bookmark: Tc_isrwoccPjkutXHpDovuoCA_6_24][bookmark: Tc_fo2vYX20rUOV56olE_s0tg_6_21][bookmark: Tc_MXoQRylr4EihUENs9csx5Q_6_18][bookmark: Tc_Yi-OosvCYkeW69YwKddgxw_6_15][bookmark: Tc_JvQwhAQ3skWsIkdAfTRiBw_6_9][bookmark: Tc_iBj35l30iUu3958TWR2JpQ_6_3][bookmark: Tc_Ticgw38Ho0m-o1eNW_yyGQ_6_0][bookmark: Tc_zp3kSZJPqEuMJ-dahGet9w_5_26][bookmark: Tc_FK5vsB5Q8kOu6y36r06lrQ_5_24][bookmark: Tc_gfDfFzI750eXBke5dRYsxA_5_23][bookmark: Tc_-Vueo7qpYUqndueCWzjnBA_5_21][bookmark: Tc_vLjYKtm1-USEtkYlQPKtww_5_20][bookmark: Tc_2fT1H4K3REm9hzSynaGE_g_5_17][bookmark: Tc_bDySkux8-UCH5pxdm-JPqQ_5_14][bookmark: Tc_rJfRdDG5SEyweV5m5DoC-w_5_11][bookmark: Tc_H6dwFJA-7kOOTTeCClW2kw_5_8][bookmark: Tc_l_Hn9BhWfEeqO0jjbxb8jQ_5_5][bookmark: Tc_vOsF_WGbu0iyY0Ttjrk4AQ_5_2][bookmark: Tc_nAGakQB-pk2twF0mxALIIA_5_0][bookmark: Tc_PpSX1q48SE6LzIwF94Bx5g_4_26][bookmark: Tc_FeZ4S-Gah0mnk0x5-aAPfQ_4_23][bookmark: Tc_grBNy5W0bEmwEL8GoAUwMA_4_20][bookmark: Tc_3YvF96La3USa-ClW2dxhkQ_4_17][bookmark: Tc_BU7m_GTpUkuIt5iiAELmfA_4_14][bookmark: Tc_GmInjQtAGkeH639FUzZ1-Q_4_11][bookmark: Tc___ojkgYFCUedH4U9Le2Xww_4_8][bookmark: Tc_mLlsmhDqsk2UY-QN2mCcdw_4_5][bookmark: Tc_OXV1BqFbc0uO0QYXd4UpoA_4_2][bookmark: Tc_tuMIfpcydU2U-c_C_r9_zA_4_0][bookmark: Tc_LckzsWSR80Cfp3QEjnzhEQ_3_23][bookmark: Tc_RU88t7OtlUeIXNtryhoXdA_3_2][bookmark: Tc_NJl4-6_nBEib-mxSy0cmuA_3_0][bookmark: Tc_DB3rfTokaEO5LAzi5KgXzQ_2_23][bookmark: Tc__hey-KKDDUGaMh_mfgfURw_1_2][bookmark: _22929d7c_562a_4fe7_895a_94d6941c4e6c]The following tables summarize risk rated loan balances by category as of the dates indicated.  Term loans that were renewed or extended for periods longer than 90 days are presented as a new origination in the year of the most recent renewal or extension.
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	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	Revolving Loans
	​
	​
	​

	REAL ESTATE LOANS
	 
	Term Loans by Year of Origination
	​
	​
	​
	​
	Converted
	​
	​
	​

	Commercial
	​
	2023
	 
	2022
	 
	2021
	 
	2020
	 
	2019
	 
	Prior
	 
	Revolving Loans
	​
	to Term
	 
	Total Loans

	Pass 
	​
	$
	4,250
	​
	$
	87,946
	​
	$
	76,971
	​
	$
	48,515
	​
	$
	28,976
	​
	$
	76,334
	​
	$
	—
	​
	$
	—
	​
	$
	322,992

	Watch
	​
	​
	—
	​
	​
	9,506
	​
	​
	—
	​
	​
	370
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	9,876

	Special mention
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	2,096
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	2,096

	Substandard 
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	4,830
	​
	​
	—
	​
	​
	—
	​
	​
	4,830

	Total commercial 
	​
	​
	4,250
	​
	​
	97,452
	​
	​
	76,971
	​
	​
	48,885
	​
	​
	31,072
	​
	​
	81,164
	​
	​
	—
	​
	​
	—
	​
	​
	339,794

	Construction and development
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​

	Pass 
	​
	​
	18,597
	​
	​
	215,701
	​
	​
	80,145
	​
	​
	14,903
	​
	​
	7,502
	​
	​
	604
	​
	​
	—
	​
	​
	—
	​
	​
	337,452

	Total construction and development
	​
	​
	18,597
	​
	​
	215,701
	​
	​
	80,145
	​
	​
	14,903
	​
	​
	7,502
	​
	​
	604
	​
	​
	—
	​
	​
	—
	​
	​
	337,452

	Home equity
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Pass 
	​
	​
	949
	​
	​
	3,049
	​
	​
	1,715
	​
	​
	6,721
	​
	​
	11
	​
	​
	2,419
	​
	​
	45,716
	​
	​
	—
	​
	​
	60,580

	Substandard 
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	45
	​
	​
	—
	​
	​
	—
	​
	​
	45

	Total home equity
	​
	​
	949
	​
	​
	3,049
	​
	​
	1,715
	​
	​
	6,721
	​
	​
	11
	​
	​
	2,464
	​
	​
	45,716
	​
	​
	—
	​
	​
	60,625

	Home equity gross charge-offs
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	10
	​
	​
	—
	​
	​
	10

	One-to-four-family
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Pass 
	​
	​
	28,264
	​
	​
	167,209
	​
	​
	128,930
	​
	​
	82,098
	​
	​
	33,613
	​
	​
	57,054
	​
	​
	—
	​
	​
	479
	​
	​
	497,647

	Watch
	​
	​
	—
	​
	​
	874
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	874

	Substandard 
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	2,579
	​
	​
	—
	​
	​
	—
	​
	​
	2,579

	Total one-to-four-family
	​
	​
	28,264
	​
	​
	168,083
	​
	​
	128,930
	​
	​
	82,098
	​
	​
	33,613
	​
	​
	59,633
	​
	​
	—
	​
	​
	479
	​
	​
	501,100

	Multi-family
	​
	 
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Pass 
	​
	​
	3,972
	​
	​
	34,361
	​
	​
	78,372
	​
	​
	48,134
	​
	​
	38,599
	​
	​
	28,763
	​
	​
	—
	​
	​
	—
	​
	​
	232,201

	Total multi-family
	​
	​
	3,972
	​
	​
	34,361
	​
	​
	78,372
	​
	​
	48,134
	​
	​
	38,599
	​
	​
	28,763
	​
	​
	—
	​
	​
	—
	​
	​
	232,201

	Total real estate loans
	​
	$
	56,032
	​
	$
	518,646
	​
	$
	366,133
	​
	$
	200,741
	​
	$
	110,797
	​
	$
	172,628
	​
	$
	45,716
	​
	$
	479
	​
	$
	1,471,172
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	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	Revolving Loans
	​
	​
	​

	CONSUMER LOANS
	 
	Term Loans by Year of Origination
	​
	​
	​
	​
	Converted
	​
	​
	​

	Indirect home improvement
	​
	2023
	 
	2022
	 
	2021
	 
	2020
	 
	2019
	 
	Prior
	 
	Revolving Loans
	​
	to Term
	 
	Total Loans

	Pass 
	​
	$
	57,646
	​
	$
	247,305
	​
	$
	114,882
	​
	$
	43,379
	​
	$
	29,332
	​
	$
	37,806
	​
	$
	8
	​
	$
	—
	​
	$
	530,358

	Substandard 
	​
	​
	—
	​
	​
	553
	​
	​
	210
	​
	​
	171
	​
	​
	116
	​
	​
	224
	​
	​
	—
	​
	​
	—
	​
	​
	1,274

	Total indirect home improvement
	​
	​
	57,646
	​
	​
	247,858
	​
	​
	115,092
	​
	​
	43,550
	​
	​
	29,448
	​
	​
	38,030
	​
	​
	8
	​
	​
	—
	​
	​
	531,632

	Indirect home improvement gross charge-offs
	​
	​
	—
	​
	​
	202
	​
	​
	78
	​
	​
	97
	​
	​
	—
	​
	​
	124
	​
	​
	—
	​
	​
	—
	​
	​
	501

	Marine
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Pass 
	​
	​
	2,771
	​
	​
	27,023
	​
	​
	11,227
	​
	​
	14,905
	​
	​
	5,838
	​
	​
	8,821
	​
	​
	—
	​
	​
	—
	​
	​
	70,585

	Substandard 
	​
	​
	—
	​
	​
	49
	​
	​
	96
	​
	​
	—
	​
	​
	148
	​
	​
	116
	​
	​
	—
	​
	​
	—
	​
	​
	409

	Total marine
	​
	​
	2,771
	​
	​
	27,072
	​
	​
	11,323
	​
	​
	14,905
	​
	​
	5,986
	​
	​
	8,937
	​
	​
	—
	​
	​
	—
	​
	​
	70,994

	Marine gross charge-offs
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	7
	​
	​
	169
	​
	​
	—
	​
	​
	—
	​
	​
	176

	Other consumer
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Pass 
	​
	​
	87
	​
	​
	958
	​
	​
	286
	​
	​
	147
	​
	​
	27
	​
	​
	249
	​
	​
	2,282
	​
	​
	—
	​
	​
	4,036

	Substandard 
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	6
	​
	​
	—
	​
	​
	6

	Total other consumer
	​
	​
	87
	​
	​
	958
	​
	​
	286
	​
	​
	147
	​
	​
	27
	​
	​
	249
	​
	​
	2,288
	​
	​
	—
	​
	​
	4,042

	Other consumer gross charge-offs
	​
	​
	—
	​
	​
	2
	​
	​
	5
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	25
	​
	​
	—
	​
	​
	32

	Total consumer loans
	​
	$
	60,504
	​
	$
	275,888
	​
	$
	126,701
	​
	$
	58,602
	​
	$
	35,461
	​
	$
	47,216
	​
	$
	2,296
	​
	$
	—
	​
	$
	606,668


​
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	March 31, 2023

	COMMERCIAL 
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	Revolving Loans
	​
	​
	​

	BUSINESS LOANS
	​
	Term Loans by Year of Origination
	​
	​
	​
	​
	Converted
	​
	​
	​

	Commercial and industrial
	 
	2023
	 
	2022
	 
	2021
	 
	2020
	 
	2019
	 
	Prior
	 
	Revolving Loans
	​
	to Term
	 
	Total Loans

	Pass 
	​
	$
	943
	​
	$
	29,793
	​
	$
	25,818
	​
	$
	13,435
	​
	$
	5,912
	​
	$
	13,853
	​
	$
	112,889
	​
	$
	50
	​
	$
	202,693

	Watch
	​
	​
	—
	​
	​
	—
	​
	​
	12
	​
	​
	2,790
	​
	​
	—
	​
	​
	723
	​
	​
	5,372
	​
	​
	—
	​
	​
	8,897

	Special mention
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	600
	​
	​
	—
	​
	​
	1,039
	​
	​
	—
	​
	​
	1,639

	Substandard 
	​
	​
	3,709
	​
	​
	—
	​
	​
	1,574
	​
	​
	1,519
	​
	​
	2,286
	​
	​
	178
	​
	​
	1,207
	​
	​
	—
	​
	​
	10,473

	Total commercial and industrial
	​
	​
	4,652
	​
	​
	29,793
	​
	​
	27,404
	​
	​
	17,744
	​
	​
	8,798
	​
	​
	14,754
	​
	​
	120,507
	​
	​
	50
	​
	​
	223,702

	Commercial and industrial gross charge-offs
	​
	​
	—
	​
	​
	—
	​
	​
	1
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	1

	Warehouse lending
	​
	 
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Pass 
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	28,043
	​
	​
	—
	​
	​
	28,043

	Watch 
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	1
	​
	​
	—
	​
	​
	1

	Total warehouse lending
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	28,044
	​
	​
	—
	​
	​
	28,044

	Total commercial business loans
	​
	$
	4,652
	​
	$
	29,793
	​
	$
	27,404
	​
	$
	17,744
	​
	$
	8,798
	​
	$
	14,754
	​
	$
	148,551
	​
	$
	50
	​
	$
	251,746

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	TOTAL LOANS RECEIVABLE, GROSS
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​

	Pass 
	​
	$
	117,479
	​
	$
	813,345
	​
	$
	518,346
	​
	$
	272,237
	​
	$
	149,810
	​
	$
	225,903
	​
	$
	188,938
	​
	$
	529
	​
	$
	2,286,587

	Watch
	​
	​
	—
	​
	​
	10,380
	​
	​
	12
	​
	​
	3,160
	​
	​
	—
	​
	​
	723
	​
	​
	5,373
	​
	​
	—
	​
	​
	19,648

	Special mention
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	2,696
	​
	​
	—
	​
	​
	1,039
	​
	​
	—
	​
	​
	3,735

	Substandard 
	​
	​
	3,709
	​
	​
	602
	​
	​
	1,880
	​
	​
	1,690
	​
	​
	2,550
	​
	​
	7,972
	​
	​
	1,213
	​
	​
	—
	​
	​
	19,616

	Total loans receivable, gross
	​
	$
	121,188
	​
	$
	824,327
	​
	$
	520,238
	​
	$
	277,087
	​
	$
	155,056
	​
	$
	234,598
	​
	$
	196,563
	​
	$
	529
	​
	$
	2,329,586

	Total gross charge-offs
	​
	$
	—
	​
	$
	204
	​
	$
	84
	​
	$
	97
	​
	$
	7
	​
	$
	293
	​
	$
	35
	​
	$
	—
	​
	$
	720
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	​
	December 31, 2022

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	Revolving Loans
	​
	​
	​

	REAL ESTATE LOANS
	 
	Term Loans by Year of Origination
	​
	​
	​
	​
	Converted
	​
	​
	​

	Commercial
	​
	2022
	 
	2021
	 
	2020
	 
	2019
	 
	2018
	 
	Prior
	 
	Revolving Loans
	​
	to Term
	 
	Total Loans

	Pass 
	​
	$
	86,189
	​
	$
	76,030
	​
	$
	46,125
	​
	$
	38,930
	​
	$
	14,101
	​
	$
	55,271
	​
	$
	—
	​
	$
	—
	​
	$
	316,646

	Watch
	​
	​
	9,504
	​
	​
	—
	​
	​
	373
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	9,877

	Special mention
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	2,113
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	2,113

	Substandard 
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	581
	​
	​
	4,842
	​
	​
	—
	​
	​
	—
	​
	​
	5,423

	Total commercial 
	​
	​
	95,693
	​
	​
	76,030
	​
	​
	46,498
	​
	​
	41,043
	​
	​
	14,682
	​
	​
	60,113
	​
	​
	—
	​
	​
	—
	​
	​
	334,059

	Construction and development
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​

	Pass 
	​
	​
	193,084
	​
	​
	118,724
	​
	​
	21,966
	​
	​
	8,379
	​
	​
	—
	​
	​
	438
	​
	​
	—
	​
	​
	—
	​
	​
	342,591

	Total construction and development
	​
	​
	193,084
	​
	​
	118,724
	​
	​
	21,966
	​
	​
	8,379
	​
	​
	—
	​
	​
	438
	​
	​
	—
	​
	​
	—
	​
	​
	342,591

	Home equity
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Pass 
	​
	​
	4,978
	​
	​
	1,696
	​
	​
	6,818
	​
	​
	11
	​
	​
	1,203
	​
	​
	1,572
	​
	​
	39,063
	​
	​
	—
	​
	​
	55,341

	Substandard 
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	13
	​
	​
	33
	​
	​
	—
	​
	​
	—
	​
	​
	46

	Total home equity
	​
	​
	4,978
	​
	​
	1,696
	​
	​
	6,818
	​
	​
	11
	​
	​
	1,216
	​
	​
	1,605
	​
	​
	39,063
	​
	​
	—
	​
	​
	55,387

	One-to-four-family
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Pass 
	​
	​
	166,388
	​
	​
	129,282
	​
	​
	82,461
	​
	​
	31,878
	​
	​
	15,837
	​
	​
	40,526
	​
	​
	—
	​
	​
	199
	​
	​
	466,571

	Substandard 
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	1,941
	​
	​
	973
	​
	​
	—
	​
	​
	—
	​
	​
	2,914

	Total one-to-four-family
	​
	​
	166,388
	​
	​
	129,282
	​
	​
	82,461
	​
	​
	31,878
	​
	​
	17,778
	​
	​
	41,499
	​
	​
	—
	​
	​
	199
	​
	​
	469,485

	Multi-family
	​
	 
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Pass 
	​
	​
	41,041
	​
	​
	63,353
	​
	​
	48,376
	​
	​
	38,805
	​
	​
	4,176
	​
	​
	23,987
	​
	​
	—
	​
	​
	—
	​
	​
	219,738

	Total multi-family
	​
	​
	41,041
	​
	​
	63,353
	​
	​
	48,376
	​
	​
	38,805
	​
	​
	4,176
	​
	​
	23,987
	​
	​
	—
	​
	​
	—
	​
	​
	219,738

	Total real estate loans
	​
	$
	501,184
	​
	$
	389,085
	​
	$
	206,119
	​
	$
	120,116
	​
	$
	37,852
	​
	$
	127,642
	​
	$
	39,063
	​
	$
	199
	​
	$
	1,421,260
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	​
	Revolving Loans
	​
	​
	​

	CONSUMER LOANS
	 
	Term Loans by Year of Origination
	​
	​
	​
	​
	Converted
	​
	​
	​

	Indirect home improvement
	​
	2022
	 
	2021
	 
	2020
	 
	2019
	 
	2018
	 
	Prior
	 
	Revolving Loans
	​
	to Term
	 
	Total Loans

	Pass 
	​
	$
	253,495
	​
	$
	123,264
	​
	$
	46,476
	​
	$
	31,251
	​
	$
	18,165
	​
	$
	22,205
	​
	$
	9
	​
	$
	—
	​
	$
	494,865

	Substandard 
	​
	​
	347
	​
	​
	213
	​
	​
	137
	​
	​
	62
	​
	​
	169
	​
	​
	148
	​
	​
	—
	​
	​
	—
	​
	​
	1,076

	Total indirect home improvement
	​
	​
	253,842
	​
	​
	123,477
	​
	​
	46,613
	​
	​
	31,313
	​
	​
	18,334
	​
	​
	22,353
	​
	​
	9
	​
	​
	—
	​
	​
	495,941

	Marine
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Pass 
	​
	​
	27,904
	​
	​
	11,762
	​
	​
	15,139
	​
	​
	6,224
	​
	​
	5,415
	​
	​
	3,856
	​
	​
	—
	​
	​
	—
	​
	​
	70,300

	Substandard 
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	151
	​
	​
	61
	​
	​
	55
	​
	​
	—
	​
	​
	—
	​
	​
	267

	Total marine
	​
	​
	27,904
	​
	​
	11,762
	​
	​
	15,139
	​
	​
	6,375
	​
	​
	5,476
	​
	​
	3,911
	​
	​
	—
	​
	​
	—
	​
	​
	70,567

	Other consumer
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Pass 
	​
	​
	792
	​
	​
	754
	​
	​
	116
	​
	​
	48
	​
	​
	14
	​
	​
	80
	​
	​
	1,251
	​
	​
	—
	​
	​
	3,055

	Substandard 
	​
	​
	1
	​
	​
	5
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	3
	​
	​
	—
	​
	​
	9

	Total other consumer
	​
	​
	793
	​
	​
	759
	​
	​
	116
	​
	​
	48
	​
	​
	14
	​
	​
	80
	​
	​
	1,254
	​
	​
	—
	​
	​
	3,064

	Total consumer loans
	​
	$
	282,539
	​
	$
	135,998
	​
	$
	61,868
	​
	$
	37,736
	​
	$
	23,824
	​
	$
	26,344
	​
	$
	1,263
	​
	$
	—
	​
	$
	569,572
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	COMMERCIAL 
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	Revolving Loans
	​
	​
	​

	BUSINESS LOANS
	​
	Term Loans by Year of Origination
	​
	​
	​
	​
	Converted
	​
	​
	​

	Commercial and industrial
	 
	2022
	 
	2021
	 
	2020
	 
	2019
	 
	2018
	 
	Prior
	 
	Revolving Loans
	​
	to Term
	 
	Total Loans

	Pass 
	​
	$
	24,337
	​
	$
	22,561
	​
	$
	12,461
	​
	$
	3,940
	​
	$
	3,074
	​
	$
	7,701
	​
	$
	104,524
	​
	$
	—
	​
	$
	178,598

	Watch
	​
	​
	—
	​
	​
	1,127
	​
	​
	2,932
	​
	​
	—
	​
	​
	—
	​
	​
	746
	​
	​
	1,327
	​
	​
	—
	​
	​
	6,132

	Special mention
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	634
	​
	​
	—
	​
	​
	—
	​
	​
	963
	​
	​
	—
	​
	​
	1,597

	Substandard 
	​
	​
	—
	​
	​
	1,586
	​
	​
	1,265
	​
	​
	2,291
	​
	​
	190
	​
	​
	3,739
	​
	​
	1,093
	​
	​
	300
	​
	​
	10,464

	Total commercial and industrial
	​
	​
	24,337
	​
	​
	25,274
	​
	​
	16,658
	​
	​
	6,865
	​
	​
	3,264
	​
	​
	12,186
	​
	​
	107,907
	​
	​
	300
	​
	​
	196,791

	Warehouse lending
	​
	 
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Pass 
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	31,227
	​
	​
	—
	​
	​
	31,227

	Watch 
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	2
	​
	​
	—
	​
	​
	2

	Total warehouse lending
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	31,229
	​
	​
	—
	​
	​
	31,229

	Total commercial business loans
	​
	$
	24,337
	​
	$
	25,274
	​
	$
	16,658
	​
	$
	6,865
	​
	$
	3,264
	​
	$
	12,186
	​
	$
	139,136
	​
	$
	300
	​
	$
	228,020

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	TOTAL LOANS RECEIVABLE, GROSS
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​

	Pass 
	​
	$
	798,208
	​
	$
	547,426
	​
	$
	279,938
	​
	$
	159,466
	​
	$
	61,985
	​
	$
	155,636
	​
	$
	176,074
	​
	$
	199
	​
	$
	2,178,932

	Watch
	​
	​
	9,504
	​
	​
	1,127
	​
	​
	3,305
	​
	​
	—
	​
	​
	—
	​
	​
	746
	​
	​
	1,329
	​
	​
	—
	​
	​
	16,011

	Special mention
	​
	​
	—
	​
	​
	—
	​
	​
	—
	​
	​
	2,747
	​
	​
	—
	​
	​
	—
	​
	​
	963
	​
	​
	—
	​
	​
	3,710

	Substandard 
	​
	​
	348
	​
	​
	1,804
	​
	​
	1,402
	​
	​
	2,504
	​
	​
	2,955
	​
	​
	9,790
	​
	​
	1,096
	​
	​
	300
	​
	​
	20,199

	Total loans receivable, gross
	​
	$
	808,060
	​
	$
	550,357
	​
	$
	284,645
	​
	$
	164,717
	​
	$
	64,940
	​
	$
	166,172
	​
	$
	179,462
	​
	$
	499
	​
	$
	2,218,852
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​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	March 31, 2023
	​
	December 31, 2022

	​
	​
	Nonaccrual with
	   
	Nonaccrual with
	  
	Total
	  
	Nonaccrual with
	  
	Nonaccrual with
	  
	Total

	REAL ESTATE LOANS
	​
	No ACL
	    
	ACL
	    
	Nonaccrual
	​
	No ACL
	    
	ACL
	    
	Nonaccrual

	Home equity
	​
	$
	45
	​
	$
	—
	​
	$
	45
	​
	$
	46
	​
	$
	—
	​
	$
	46

	One-to-four-family
	​
	 
	647
	​
	 
	—
	​
	 
	647
	​
	 
	920
	​
	 
	—
	​
	 
	920

	​
	​
	 
	692
	​
	 
	—
	​
	 
	692
	​
	 
	966
	​
	 
	—
	​
	 
	966

	CONSUMER LOANS
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Indirect home improvement
	​
	​
	—
	​
	​
	1,274
	​
	​
	1,274
	​
	​
	—
	​
	​
	1,076
	​
	​
	1,076

	Marine
	​
	​
	—
	​
	​
	409
	​
	​
	409
	​
	​
	—
	​
	​
	267
	​
	​
	267

	Other consumer
	​
	​
	—
	​
	​
	6
	​
	​
	6
	​
	​
	—
	​
	​
	9
	​
	​
	9

	​
	​
	​
	—
	​
	​
	1,689
	​
	​
	1,689
	​
	​
	—
	​
	​
	1,352
	​
	​
	1,352

	COMMERCIAL BUSINESS LOANS
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​

	Commercial and industrial
	​
	 
	—
	​
	 
	6,325
	​
	 
	6,325
	​
	 
	—
	​
	 
	6,334
	​
	 
	6,334

	Total 
	​
	$
	692
	​
	$
	8,014
	​
	$
	8,706
	​
	$
	966
	​
	$
	7,686
	​
	$
	8,652


​
The Company recognized interest income on a cash basis for nonaccrual loans of $62,000 and $98,000 during the three months ended March 31, 2023 and 2022, respectively.
​
The following table presents the amortized cost basis of collateral dependent loans by class of loans as of the dates indicated:
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	March 31, 2023
	​
	December 31, 2022

	​
	​
	Residential
	​
	Other
	​
	​
	​
	​
	Residential
	​
	Other
	​
	​
	​

	REAL ESTATE LOANS
	​
	Real Estate
	   
	  Non-Real Estate  
	    
	Total
	    
	Real Estate
	    
	  Non-Real Estate  
	   
	Total

	Home equity
	​
	$
	45
	​
	$
	—
	​
	$
	45
	​
	$
	46
	​
	$
	—
	​
	$
	46

	One-to-four-family
	​
	​
	647
	​
	​
	—
	​
	​
	647
	​
	​
	920
	​
	​
	—
	​
	​
	920

	​
	​
	​
	692
	​
	​
	—
	​
	​
	692
	​
	​
	966
	​
	​
	—
	​
	​
	966

	CONSUMER LOANS
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Indirect home improvement
	​
	​
	—
	​
	​
	1,274
	​
	​
	1,274
	​
	​
	—
	​
	​
	1,076
	​
	​
	1,076

	Marine
	​
	​
	—
	​
	​
	409
	​
	​
	409
	​
	​
	—
	​
	​
	267
	​
	​
	267

	​
	​
	​
	—
	​
	​
	1,683
	​
	​
	1,683
	​
	​
	—
	​
	​
	1,343
	​
	​
	1,343

	COMMERCIAL BUSINESS LOANS
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​

	Commercial and industrial
	​
	 
	—
	​
	 
	6,325
	​
	 
	6,325
	​
	 
	—
	​
	 
	6,334
	​
	 
	6,334

	Total 
	​
	$
	692
	​
	$
	8,008
	​
	$
	8,700
	​
	$
	966
	​
	$
	7,677
	​
	$
	8,643


​
​
​
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Loans serviced for others are not included on the Consolidated Balance Sheets. The unpaid principal balance of permanent loans serviced for others was $2.78 billion at both March 31, 2023 and December 31, 2022.
The following table summarizes mortgage servicing rights (“MSR”) activity at or for the dates indicated:
​
	​
	​
	​
	​
	​
	​
	​

	​
	​
	At or For the Three Months Ended 

	​
	​
	March 31, 

	​
	    
	2023
	​
	2022

	Beginning balance, at the lower of cost or fair value
	​
	$
	18,017
	​
	$
	16,970

	Additions
	​
	 
	405
	​
	 
	2,550

	MSR amortized
	​
	 
	(821)
	​
	 
	(1,480)

	(Impairment) recovery of servicing rights
	​
	 
	(2)
	​
	 
	1

	Ending balance, at the lower of cost or fair value
	​
	$
	17,599
	​
	$
	18,041


​
The fair value of the servicing rights’ assets was $35.3 million and $35.5 million at March 31, 2023 and December 31, 2022, respectively. Fair value adjustments to servicing rights are mainly due to market-based assumptions associated with 
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The following provides valuation assumptions used in determining the fair value of MSR at the dates indicated:
​
	​
	​
	​
	​
	​
	​

	​
	​
	At March 31, 
	​
	At December 31, 
	 

	Key assumptions:
	    
	2023
	    
	2022
	​

	Weighted average discount rate
	 
	9.1
	%  
	9.6
	%

	Conditional prepayment rate (“CPR”)
	 
	8.4
	%  
	8.2
	%

	Weighted average life in years
	 
	7.7
	 
	7.8
	​


​
Key economic assumptions of the current fair value for single family MSR are presented in the table below.  Also presented is the sensitivity to market rate changes for the par rate coupon for a conventional one-to-four-family FNMA, FHLMC, GNMA, or FHLB serviced home loan.  The table below references a 50 basis point and 100 basis point adverse rate change and the impact on prepayment speeds and discount rates at the dates indicated:
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	​
	​
	​
	March 31, 2023
	​
	December 31, 2022
	​

	Aggregate portfolio principal balance 
	 
	​
	  
	 
	$
	2,780,262
	 
	$
	2,783,458
	​

	Weighted average rate of note
	 
	​
	  
	 
	​
	3.4
	%  
	​
	3.4
	%

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	At March 31, 2023
	 
	Base
	 
	0.5% Adverse Rate Change
	 
	1.0% Adverse Rate Change
	​

	Conditional prepayment rate
	 
	​
	8.4
	%  
	​
	9.1
	%  
	​
	10.1
	%

	Fair value MSR
	​
	$
	35,274
	 
	$
	34,613
	 
	$
	33,854
	​

	Percentage of MSR
	​
	 
	1.3
	%  
	 
	1.2
	%  
	 
	1.2
	%

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Discount rate
	​
	 
	9.1
	%  
	 
	9.6
	%  
	 
	10.1
	%

	Fair value MSR
	​
	$
	35,274
	 
	$
	34,512
	 
	$
	33,781
	​

	Percentage of MSR
	​
	 
	1.3
	%  
	 
	1.2
	%  
	 
	1.2
	%

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	At December 31, 2022
	​
	Base
	 
	0.5% Adverse Rate Change
	 
	1.0% Adverse Rate Change
	​

	Conditional prepayment rate
	​
	 
	8.2
	%  
	​
	8.6
	%  
	​
	9.3
	%

	Fair value MSR
	​
	$
	35,478
	 
	$
	34,997
	 
	$
	34,188
	​

	Percentage of MSR
	​
	 
	1.3
	%  
	 
	1.3
	%  
	 
	1.2
	%

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Discount rate
	​
	 
	9.6
	%  
	 
	10.1
	%  
	 
	10.6
	%

	Fair value MSR
	​
	$
	35,478
	 
	$
	34,715
	 
	$
	33,984
	​

	Percentage of MSR
	​
	 
	1.3
	%  
	 
	1.2
	%  
	 
	1.2
	%


​
These sensitivities are hypothetical and should be used with caution as the tables above demonstrate the Company’s methodology for estimating the fair value of MSR which is highly sensitive to changes in key assumptions. For example, actual prepayment experience may differ and any difference may have a material effect on the fair value of MSR. Changes in fair value resulting from changes in assumptions generally cannot be extrapolated because the relationship of the change in the assumption to the change in fair value may not be linear. Also, in these tables, the effects of a variation in a particular assumption on the fair value of MSR is calculated without changing any other assumption; in reality, changes in one factor may be associated with changes in another (for example, decreases in market interest rates may provide an incentive to refinance, however, this may also indicate a slowing economy and an increase in the unemployment rate, which reduces the number of borrowers who qualify for refinancing), which may magnify or counteract the sensitivities. Thus, any measurement of the fair value of MSR is limited by the conditions existing and assumptions made at a particular point in time. Those assumptions may not be appropriate if they are applied to a different time.
The Company recorded $1.8 million and $1.7 million of gross contractually specified servicing fees, late fees, and other ancillary fees resulting from servicing of loans for the three months ended March 31, 2023 and 2022, respectively.  The 
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income, net of MSR amortization, is reported in “Service charges and fee income” on the Consolidated Statements of Income.
NOTE 6 – DERIVATIVES
The Company is exposed to certain risk arising from both its business operations and economic conditions.  The Company principally manages its exposures to a wide variety of business and operational risks through management of its core business activities. The Company manages economic risks, including interest rate, liquidity, and credit risk primarily by managing the amount, sources, and duration of its assets and liabilities and the use of derivative financial instruments.  Specifically, the Company enters into derivative financial instruments to manage exposures that arise from business activities that result in the receipt or payment of future known and uncertain cash amounts, the value of which are determined by interest rates. 
The Company’s predominant derivative and hedging activities involve interest rate swaps related to certain borrowings, brokered deposits, investment securities, forward sales contracts, and commitments to extend credit associated with mortgage banking activities. Generally, these instruments help the Company manage exposure to market risk. Market risk represents the possibility that economic value or net interest income will be adversely affected by fluctuations in external factors such as market-driven interest rates and prices or other economic factors.
Mortgage Banking Derivatives Not Designated as Hedges
The Company regularly enters into commitments to originate and sell loans held for sale. The Company has exposure to movements in interest rates associated with written interest rate lock commitments with potential borrowers to originate one-to four-family loans that are intended to be sold and for closed one-to-four-family mortgage loans held for sale for which fair value accounting has been elected, that are awaiting sale and delivery into the secondary market. The Company economically hedges the risk of changing interest rates associated with these mortgage loan commitments by entering into forward sales contracts to sell one-to-four-family mortgage loans or into contracts to sell forward To-Be-Announced (“TBA”) mortgage-backed securities. These commitments and contracts are considered derivatives but have not been designated as hedging instruments for reporting purposes under U.S. GAAP. Rather, they are accounted for as free-standing derivatives, or economic hedges, with changes in the fair value of the derivatives reported in noninterest income or noninterest expense. The Bank recognizes all derivative instruments as either “Other assets” or “Other liabilities” on the Consolidated Balance Sheets and measures those instruments at fair value.
Customer Swaps Not Designated as Hedges
The Company also enters into derivative contracts, which consist of interest rate swaps, to facilitate the needs of clients desiring to manage interest rate risk. These swaps are not designated as accounting hedges under ASC 815, Derivatives and Hedging. To economically hedge the interest rate risk associated with offering this product, the Company simultaneously enters into derivative contracts with third parties to offset the customer contracts such that the Company minimizes its net risk exposure resulting from such transactions. The derivative contracts are structured such that the notional amounts reduce over time to generally match the expected amortization of the underlying loans. These derivatives are not speculative and arise from a service provided to clients.
Cash Flow Hedges
The Bank has entered into interest rate swaps to reduce the exposure to variability in interest-related cash outflows  related to brokered deposits. These derivative instruments are designated as cash flow hedges.  Changes to the amount of interest payment cash flows for the hedged transactions attributable to a change in credit risk are excluded from management’s assessment of hedge effectiveness. The Bank tests for hedging effectiveness on a quarterly basis. The accumulated other comprehensive income is subsequently reclassified into earnings in the period that the hedged forecasted transaction affects earnings. The Bank has not recorded any hedge ineffectiveness since inception.  
The Bank expects that approximately $4.3 million will be reclassified from accumulated other comprehensive loss as a decrease to interest expense over the next 12 months related to these cash flow hedges.
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The Company is exposed to changes in the fair value of certain of its pools of prepayable fixed-rate assets due to changes in benchmark interest rates. The Company uses interest rate swaps to manage its exposure to changes in fair value on these instruments attributable to changes in the designated benchmark interest rate, the SOFR. Interest rate swaps designated as fair value hedges involve the receipt of variable-rate amounts from a counterparty in exchange for the Company making fixed-rate payments over the life of the agreements without the exchange of the underlying notional amount. For derivatives designated and that qualify as fair value hedges, the gain or loss on the derivative as well as the offsetting loss or gain on the hedged item attributable to the hedged risk are recognized in interest income.
The following amounts were recorded on the balance sheet  related to cumulative-basis adjustment for fair value hedges for the dates indicated:  
​
	​
	​
	​
	​
	​
	​
	​

	​
	​
	​
	​
	 Cumulative Amount of Fair Value 

	Line item in the statement of financial
	​
	​
	​
	   Hedging Adjustment Included in    

	position in which the hedged Item is
	​
	  Carrying Amount of the      
	​
	 the Carrying Amount of the  

	included
	   
	Hedged Assets
	          
	  Hedged Assets 

	March 31, 2023
	​
	​
	​
	​
	​
	​

	Investment securities (1)
	​
	$
	57,392
	​
	$
	2,608

	Total 
	​
	$
	57,392
	​
	$
	2,608

	​
	​
	​
	​
	​
	​
	​

	December 31, 2022
	​
	​
	​
	​
	​
	​

	Investment securities (1)
	​
	$
	55,893
	​
	$
	4,107

	Total 
	​
	$
	55,893
	​
	$
	4,107


_________________________
	(1)
	These amounts include the amortized cost basis of closed portfolios used in designated hedging relationships in which the hedged item is the last layer expected to be remaining at the end of the hedging relationship.  At March 31, 2023, the amortized cost basis of the closed portfolios used in these hedging relationships was $244.0 million; the cumulative basis adjustments associated with these hedging relationships was $2.6 million; and the amounts of the designated hedged items was $60.0 million.


The following tables summarize the Company’s derivative instruments at the dates indicated. The Company has master netting agreements with derivative dealers with which it does business, but reflects gross assets and liabilities as “Other assets” and “Other liabilities,” respectively, on the Consolidated Balance Sheets, as follows:
​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	​
	​
	March 31, 2023

	​
	​
	​
	​
	​
	Fair Value

	Cash flow hedges:
	    
	Notional
	    
	Asset
	    
	Liability

	Interest rate swaps - brokered deposits
	​
	$
	120,000
	​
	$
	4,851
	​
	$
	—

	Fair value hedges:
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Interest rate swaps - securities
	​
	​
	60,000
	​
	​
	2,595
	​
	​
	—

	Non-hedging derivatives:
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Fallout adjusted interest rate lock commitments with customers
	​
	​
	30,915
	​
	​
	565
	​
	​
	—

	Mandatory and best effort forward commitments with investors
	​
	 
	12,436
	​
	 
	—
	​
	 
	13

	Forward TBA mortgage-backed securities
	​
	​
	36,000
	​
	​
	—
	​
	​
	200

	Customer swap positions
	​
	​
	882
	​
	​
	—
	​
	​
	66

	Dealer offsets to customer swap positions
	​
	​
	882
	​
	​
	67
	​
	​
	—


​
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	​
	​
	December 31, 2022

	​
	​
	​
	​
	​
	Fair Value

	Cash flow hedges:
	​
	Notional
	     
	Asset
	     
	Liability

	Interest rate swaps - brokered deposits
	​
	$
	90,000
	​
	$
	5,780
	​
	$
	—

	Fair value hedges:
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Interest rate swaps - securities
	​
	​
	60,000
	​
	​
	4,090
	​
	​
	—

	Non-hedging derivatives:
	    
	​
	​
	​
	​
	​
	​
	​
	​

	Fallout adjusted interest rate lock commitments with customers
	​
	​
	8,837
	​
	​
	107
	​
	​
	—

	Mandatory and best effort forward commitments with investors
	​
	 
	4,558
	​
	 
	—
	​
	 
	38

	Forward TBA mortgage-backed securities
	​
	​
	27,000
	​
	​
	164
	​
	​
	—


​
The following table summarizes the effect of fair value and cash flow hedge accounting on the Consolidated Statements of Income for the three months ended March 31, 2023 and 2022:
​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	​
	​
	Three Months Ended March 31, 

	​
	​
	2023
	​
	2022

	​
	​
	Interest 
	​
	Interest 
	​
	Interest 
	​
	Interest 

	​
	​
	Expense
	​
	Income
	​
	Expense
	​
	Income

	​
	  
	Deposits
	  
	Securities
	  
	Deposits
	  
	Securities

	Total amounts presented on the Consolidated Statements of Income
	​
	$
	6,624
	​
	$
	2,620
	​
	$
	1,285
	​
	$
	1,579

	Net gains (losses) on fair value hedging relationships:
	​
	 
	​
	​
	 
	​
	​
	 
	​
	​
	 
	​

	Interest rate swaps - securities
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Recognized on hedged items
	​
	​
	—
	​
	​
	1,788
	​
	​
	—
	​
	​
	—

	Recognized on derivatives designated as hedging instruments
	​
	​
	—
	​
	​
	(1,495)
	​
	​
	—
	​
	​
	—

	Net income recognized on fair value hedges
	​
	$
	—
	​
	$
	293
	​
	$
	—
	​
	$
	—

	Net gain (loss) on cash flow hedging relationships:
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Interest rate swaps - brokered deposits and borrowings
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Realized gains (losses) (pre-tax) reclassified from AOCI into net income
	​
	$
	907
	​
	$
	—
	​
	$
	(101)
	​
	$
	—

	Net income (expense) recognized on cash flow hedges
	​
	$
	907
	​
	$
	—
	​
	$
	(101)
	​
	$
	—


​
Changes in the fair value of the non-hedging derivatives recognized in “Noninterest income” on the Consolidated Statements of Income and included in gain on sale of loans resulted in net gains of $424,000 and net losses of $238,000 for the three months ended March 31, 2023 and 2022, respectively.
​
The following tables present a summary of amounts outstanding in derivative financial instruments including those entered into in connection with the same counter-party under master netting agreements at the dates indicated.  While these agreements are typically over-collateralized, GAAP requires disclosures in this table to limit the amount of such collateral to the amount of the related asset or liability for each counter-party.
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	​
	​
	​
	Gross Amounts 
	​
	Net Amounts of Assets
	​
	Gross Amounts Not Offset 

	​
	    
	Gross Amounts
	​
	Offset in the
	​
	Presented in the
	​
	in the Statement of Financial Position

	​
	 
	of Recognized
	​
	Statement of
	​
	Statement of
	​
	Financial
	​
	Cash Collateral
	​
	​

	Offsetting of derivative assets
	 
	Assets
	  
	Financial Position
	  
	Financial Position
	  
	Instruments
	  
	Received
	  
	Net Amount

	March 31, 2023
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Interest rate swaps
	 
	$
	7,513
	​
	$
	—
	​
	$
	7,513
	​
	$
	—
	​
	$
	—
	​
	$
	7,513

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	December 31, 2022
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Interest rate swaps
	​
	$
	9,870
	​
	$
	—
	​
	$
	9,870
	​
	$
	—
	​
	$
	—
	​
	$
	9,870


​
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	​
	​
	​
	​
	Gross Amounts
	​
	Net Amounts of
	​
	Gross Amounts Not Offset 

	​
	    
	Gross Amounts
	​
	Offset in the
	​
	Liabilities
	​
	in the Statement of Financial Position

	​
	 
	of Recognized
	  
	Statement of
	  
	Presented in the Statement
	  
	Financial
	  
	Cash Collateral
	  
	​

	Offsetting of derivative liabilities
	 
	Liabilities
	​
	Financial Position
	​
	of Financial Position
	​
	Instruments
	​
	Posted
	​
	Net Amount

	March 31, 2023
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Interest rate swaps
	 
	$
	—
	​
	$
	—
	​
	$
	—
	​
	$
	—
	​
	$
	—
	​
	$
	—

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	December 31, 2022
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Interest rate swaps
	​
	$
	—
	​
	$
	—
	​
	$
	—
	​
	$
	—
	​
	$
	—
	​
	$
	—


​
Credit-Risk–Related Contingent Features  
The Company has interest rate swap agreements with certain of its derivative counterparties that contain a provision where if the Company either defaults or fails to maintain its status as a well or adequately capitalized institution, then the Company could be required to terminate the contracts or post additional collateral.   At March 31, 2023, the Company had no derivatives in a net liability position related to these agreements. The Company has minimum collateral posting thresholds with certain of its derivative counterparties and has posted collateral of securities with a carrying value of $2.9 million and cash of $680,000 to secure interest rate swap agreements at March 31, 2023. The Company had posted cash collateral of $115,000 for TBA trades with counterparties at that date.  In certain cases, the Company will have posted excess collateral, compared to total exposure due to initial margin requirements or day-to-day rate volatility.
​
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The Company has operating leases for retail bank and home lending branches, loan production offices, and certain equipment. The Company’s leases have remaining lease terms of 12 months to seven years and three months, some of which include options to extend the leases for up to five years.
The components of lease cost (included in occupancy expense on the Consolidated Statements of Income) are as follows for the three months ended March 31, 2023 and 2022:
​
	​

	​

	​

	​

	​

	​

	​


	​
	​
	Three Months Ended 
	​
	Three Months Ended 

	Lease cost:
	       
	March 31, 2023
	       
	March 31, 2022

	Operating lease cost
	​
	$
	409
	​
	$
	343

	Short-term lease cost
	​
	 
	4
	​
	 
	1

	Total lease cost
	​
	$
	413
	​
	$
	344


​
The following tables provide supplemental information related to operating leases at or for the three months ended March 31, 2023 and 2022:
​
	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	At or For the 
	​
	At or For the 

	Cash paid for amounts included in the 
	​
	Three Months Ended
	​
	Three Months Ended

	measurement of lease liabilities:
	    
	March 31, 2023
	    
	March 31, 2022

	Operating cash flows from operating leases
	​
	$
	424
	​
	​
	$
	346
	​

	Weighted average remaining lease term- operating leases
	​
	​
	4.6
	years
	​
	 
	4.8
	years

	Weighted average discount rate- operating leases
	​
	​
	2.83
	%
	​
	 
	2.06
	%


​
The Company’s leases typically do not contain a discount rate implicit in the lease contract.  As an alternative, the discount rate used in determining the lease liability for each individual lease was the FHLB of Des Moines’ fixed-advance rate.
30
Table of Contents
[bookmark: Tc_OKyG_2NXhkmHHSX3w1v58Q_9_2][bookmark: Tc_jRv_pVCqq0CtEdVqoAnzOg_9_0][bookmark: Tc_BDonslvDc0WHB8u5KPQOwA_8_0][bookmark: Tc_GnX0mSO9TEq9oGOfV6mNGg_7_0][bookmark: Tc_rmjOd6S_MkWZE9z4vTc5Wg_6_0][bookmark: Tc_U17LgflwSU2FyVzV4ugoYg_5_0][bookmark: Tc_CtQ3RbFcsE6RvQq8l7p7PQ_4_0][bookmark: Tc_IDKiGXAepEO-yMj0y2WF0g_3_0][bookmark: Tc_UgPmpkGY8UmpiQ-2zIIxtg_2_0][bookmark: Tc_BQx_g5du8UCzYjXsl8UPfQ_1_2][bookmark: Tc_PdgSxt-crEq0RzxtUfM-Qw_1_0]Maturities of operating lease liabilities at March 31, 2023 for future periods are as follows:
​
	​

	​

	​

	​


	2023
	 
	$
	1,366

	2024
	 
	​
	1,829

	2025
	 
	​
	1,523

	2026
	 
	​
	1,370

	2027
	​
	​
	1,068

	Thereafter
	 
	​
	1,356

	Total lease payments
	​
	​
	8,512

	Less imputed interest
	​
	​
	(861)

	Total
	​
	$
	7,651


​
​
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The following table presents the activity related to OREO at or for the three months ended March 31, 2023 and 2022:
​
	​
	​
	​
	​
	​
	​
	​

	​
	​
	At or For the Three Months Ended 

	​
	​
	March 31, 

	​
	    
	2023
	​
	2022

	Beginning balance
	​
	$
	570
	​
	$
	—

	Loans transferred to OREO
	​
	 
	—
	​
	 
	—

	Closed retail branch transferred to OREO
	​
	 
	—
	​
	 
	—

	Gross proceeds from sale of OREO
	​
	 
	—
	​
	 
	—

	Loss on sale of OREO
	​
	 
	—
	​
	 
	—

	Ending balance
	​
	$
	570
	​
	$
	—


​
There was one OREO property (a closed branch in Centralia) at March 31, 2023 and none at March 31, 2022.  There were no OREO holding costs for the three months ended March 31, 2023 or 2022.
There were $416,000 and $511,000 in portfolio mortgage loans collateralized by residential real estate property in the process of foreclosure at March 31, 2023 and at December 31, 2022, respectively.
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Deposits are summarized as follows at the dates indicated:
​
	​

	​

	​

	​

	​

	​

	​


	​
	    
	March 31, 
	​
	December 31, 

	​
	​
	2023
	    
	2022

	Noninterest-bearing checking 
	​
	$
	719,856
	​
	$
	537,938

	Interest-bearing checking (1)
	​
	 
	183,888
	​
	 
	135,127

	Savings
	​
	 
	188,510
	​
	 
	134,358

	Money market (2)
	​
	 
	549,542
	​
	 
	574,290

	Certificates of deposit less than $100,000 (3)
	​
	 
	409,236
	​
	 
	440,785

	Certificates of deposit of $100,000 through $250,000
	​
	 
	270,476
	​
	 
	195,447

	Certificates of deposit of $250,000 and over 
	​
	 
	94,699
	​
	 
	93,560

	Escrow accounts related to mortgages serviced (4)
	​
	 
	27,066
	​
	 
	16,236

	Total
	​
	$
	2,443,273
	​
	$
	2,127,741


________________________
	(1)
	Includes $2.6 million and $2.3 million of brokered deposits at March 31, 2023 and December 31, 2022, respectively.


	(2)
	Includes $50.3 million and $59.7 million of brokered deposits at March 31, 2023 and December 31, 2022, respectively.


	(3)
	Includes $266.1 million and $332.0 million of brokered deposits at March 31, 2023 and December 31, 2022, respectively.


	(4)
	Noninterest-bearing accounts.
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​
	​

	​

	​

	​


	Maturing in 2023
	​
	$
	391,502

	Maturing in 2024
	​
	​
	207,339

	Maturing in 2025
	​
	​
	109,287

	Maturing in 2026
	​
	​
	45,771

	Maturing in 2027
	​
	​
	19,927

	Thereafter
	​
	​
	585

	Total
	​
	$
	774,411


​
Interest expense by deposit category for the periods indicated is as follows:
​
	​

	​

	​

	​

	​

	​

	​


	​
	​
	Three Months Ended 

	​
	​
	March 31, 

	​
	​
	2023
	​
	2022

	Interest-bearing checking
	​
	$
	98
	​
	$
	161

	Savings and money market
	​
	 
	1,198
	​
	 
	383

	Certificates of deposit
	​
	 
	5,328
	​
	 
	741

	Total
	​
	$
	6,624
	​
	$
	1,285


​
​
​
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Commitments – The Company is party to financial instruments with off-balance sheet risk in the normal course of business to meet the financing needs of its customers. These financial instruments include commitments to extend credit. These instruments involve, to varying degrees, elements of credit risk in excess of the amount recognized on the Consolidated Balance Sheets.
The Company’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for commitments to extend credit is represented by the contractual amount of those instruments. The Company uses the same credit policies in making commitments and conditional obligations as it does for on-balance sheet instruments.
The following table provides a summary of the Company’s commitments at the dates indicated:
​
	​

	​

	​

	​

	​

	​

	​


	COMMITMENTS TO EXTEND CREDIT
	    
	March 31, 
	​
	December 31, 

	REAL ESTATE LOANS
	​
	2023
	    
	2022

	Commercial
	​
	$
	2,258
	​
	$
	1,260

	Construction and development
	​
	 
	186,425
	​
	 
	201,708

	One-to-four-family (includes locks for saleable loans)
	​
	 
	38,252
	​
	 
	10,713

	Home equity
	​
	 
	96,985
	​
	 
	77,566

	Multi-family
	​
	 
	3,010
	​
	 
	2,999

	Total real estate loans
	​
	 
	326,930
	​
	 
	294,246

	CONSUMER LOANS
	​
	 
	39,024
	​
	 
	39,406

	COMMERCIAL BUSINESS LOANS
	​
	 
	​
	​
	 
	  

	Commercial and industrial
	​
	 
	170,476
	​
	 
	150,109

	Warehouse lending
	​
	 
	67,965
	​
	 
	64,781

	Total commercial business loans
	​
	 
	238,441
	​
	 
	214,890

	Total commitments to extend credit
	​
	$
	604,395
	​
	$
	548,542


​
Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established in the contract. Since many of the commitments are expected to expire without being drawn upon, the amount of the total commitments does not necessarily represent future cash requirements. The Company evaluates each customer’s creditworthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary by the Company upon an extension of credit, is based on management’s credit evaluation of the party. Collateral held varies, but may include 
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accounts receivable, inventory, property and equipment, residential real estate, and income-producing commercial properties.
Unfunded commitments under commercial lines of credit, revolving credit lines, and overdraft protection agreements are commitments for possible future extensions of credit to existing customers. These lines of credit usually do not contain a specified maturity date and ultimately may not be drawn upon to the total extent to which the Company is committed. The Company’s ACL - unfunded loan commitments at March 31, 2023 and December 31, 2022 was $2.3 million and $2.5 million, respectively. 
The Company also sells one-to-four-family loans to the FHLB of Des Moines that require a limited level of recourse if the loans default and exceed a certain loss exposure. Specific to that recourse, the FHLB of Des Moines established a first loss account (“FLA”) related to the loans and required a credit enhancement (“CE”) obligation by the Bank to be utilized after the FLA is used. Based on loans sold through March 31, 2023, total loans sold to the FHLB were $10.1 million with the FLA totaling $581,000 and the CE obligation at $389,000 or 3.9% of the loans outstanding. Management has established a holdback of 10% of the outstanding CE, or $39,000, which is a part of the off-balance sheet holdback for loans sold. At both March 31, 2023 and December 31, 2022, there were no loans sold to the FHLB of Des Moines that were greater than 30 days past their contractual payment due date.
Contingent liabilities for loans held for sale – In the ordinary course of business, loans are sold with limited recourse against the Company and may have to subsequently be repurchased due to defects that occurred during the origination of the loan. The defects are categorized as documentation errors, underwriting errors, early payoff, early payment defaults, breach of representation or warranty, servicing errors, and/or fraud. When a loan sold to an investor without recourse fails to perform according to its contractual terms, the investor will typically review the loan file to determine whether defects in the origination process occurred. If a defect is identified, the Company may be required to either repurchase the loan or indemnify the investor for losses sustained. If there are no such defects, the Company has no commitment to repurchase the loan. The Company has recorded a holdback reserve of $2.1 million and $2.3 million to cover loss exposure related to these guarantees for one-to-four-family loans sold into the secondary market at March 31, 2023 and December 31, 2022, respectively, which is included in “Other liabilities” on the Consolidated Balance Sheets.
The Company has entered into a severance agreement with its Chief Executive Officer (“CEO”). The severance agreement, subject to certain requirements, generally includes a lump sum payment to the CEO equal to 24 months of base compensation in the event his employment is involuntarily terminated, other than for cause or the executive terminates his employment with good reason, as defined in the severance agreement.
The Company has entered into change of control agreements with its Chief Financial Officer, Chief Lending Officer, Chief Credit Officer, Chief Risk Officer, Chief Human Resources Officer, Senior Vice President Compliance Officer, Executive Vice President of Retail Banking and Marketing, and the Executive Vice President of Home Lending. The change of control agreements, subject to certain requirements, generally remain in effect until canceled by either party upon at least 24 months prior written notice. Under the change of control agreements, the executive generally will be entitled to a change of control payment from the Company if the executive is involuntarily terminated within six months preceding or 12 months after a change in control (as defined in the change of control agreements). In such an event, the executives would each be entitled to receive a cash payment in an amount equal to 12 months of their then current salary, subject to certain requirements in the change of control agreements.
As a result of the nature of our activities, the Company is subject to various pending and threatened legal actions, which arise in the ordinary course of business. From time to time, subordination liens may create litigation which requires us to defend our lien rights. In the opinion of management, liabilities arising from these claims, if any, will not have a material effect on our financial position. The Company had no material pending legal actions at March 31, 2023.
NOTE 11 – FAIR VALUE MEASUREMENTS
The Company determines fair value based on the requirements established in Accounting Standards Codification (“ASC”) Topic 820, Fair Value Measurements, which provides a framework for measuring fair value in accordance with U.S. GAAP and requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair value.  ASC Topic 820 defines fair value as the exit price, or the price that would be received for an asset 
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or paid to transfer a liability, in the principal or most advantageous market for the asset or liability in an orderly transaction between market participants on the measurement date under current market conditions.   
The following definitions describe the levels of inputs that may be used to measure fair value:
Level 1 – Inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in active markets.
Level 2 – Inputs to the valuation methodology include quoted prices for similar assets and liabilities in active markets, and inputs that are observable for the asset or liability, either directly or indirectly, for substantially the full term of the financial instrument.
Level 3 – Inputs to the valuation methodology are unobservable and significant to the fair value measurement.
The following methods were used to estimate the fair value of certain assets and liabilities on a recurring and nonrecurring basis:
Securities – The fair value of securities available-for-sale are recorded on a recurring basis. The fair value of investments and mortgage-backed securities are provided by a third-party pricing service. These valuations are based on market data using pricing models that vary by asset class and incorporate available current trade, bid, and other market information, and for structured securities, cash flow, and loan performance data. The pricing processes utilize benchmark curves, benchmarking of similar securities, sector groupings, and matrix pricing. Option adjusted spread models are also used to assess the impact of changes in interest rates and to develop prepayment scenarios (Level 2).  Transfers between the fair value hierarchy are determined through the third-party service provider which, from time to time will transfer between levels based on market conditions per the related security. All models and processes used take into account market convention.
Mortgage Loans Held for Sale – The fair value of loans held for sale reflects the value of commitments with investors and/or the relative price as delivered into a TBA mortgage-backed security (Level 2).
Loans Receivable – Fair values are estimated for portfolios of loans with similar financial characteristics. Loans are segregated by type, including commercial, real estate and consumer loans. Each loan category is further segregated by fixed and adjustable-rate loans. The fair value of loans is calculated by discounting expected cash flows at rates at which similar loans are currently being made. These amounts are discounted further by embedded probable losses expected to be realized in the portfolio. Certain residential mortgage loans were initially originated for sale and measured at fair value; after origination, the loans were transferred to loans held for investment.  As of March 31, 2023 and December 31, 2022, there were $15.0 million and $14.0 million, respectively, in residential mortgage loans accounted for under the fair value option as they were previously transferred from held for sale, at fair value to loans held for investment.  The aggregate unpaid principal balance of these loans was $16.0 million and $15.6 million as of March 31, 2023 and December 31, 2022, respectively.  Gains and losses from changes in fair value for these loans are reported in earnings as a component of  “Other noninterest income” on the Consolidated Statements of Income.  For the three months ended March 31, 2023, the Company recorded a net increase in fair value of $577,000,  as compared to a net decrease in fair value of $502,000  for the three months ended March 31, 2022.  For loans originated as held for sale and transferred into loans held for investment, the fair value is determined based on quoted secondary market prices for similar loans (Level 2).
Derivative Instruments – Fair values for derivative assets and liabilities are measured on a recurring basis.  The primary use of derivative instruments is related to the mortgage banking activities of the Company.  The fair value of the interest rate lock commitments and forward sales commitments are estimated using quoted or published market prices for similar instruments, adjusted for factors such as pull-though rate assumptions based on historical information, where appropriate.  TBA mortgage-backed securities are fair valued on similar contracts in active markets (Level 2), while locks and forwards with customers and investors are fair valued using similar contracts in the market and changes in the market interest rates (Level 2 and 3).  Derivative instruments not related to mortgage banking activities include interest rate swap agreements.  The fair values of interest rate swap agreements are based on valuation models using observable market data as of the measurement date (Level 2).  The Company’s derivatives are traded in an over-the-counter market where quoted market prices are not always available.  Therefore, the fair values of derivatives are determined using quantitative models that 
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Other Real Estate Owned – Fair value adjustments to OREO are recorded at the lower of carrying amount of the loan or fair value of the collateral less selling costs. Any write-downs based on the asset’s fair value at the date of acquisition are charged to the ACL for loans. After foreclosure, management periodically performs valuations such that the real estate is carried at the lower of its new cost basis or fair value, net of estimated costs to sell (Level 3).
Loans Individually Evaluated – Expected credit losses for loans evaluated individually are measured based on the present value of expected future cash flows discounted at the loan’s original effective interest rate or when the Bank determines that foreclosure is probable, the expected credit loss is measured based on the fair value of the collateral as of the reporting date, less estimated selling costs, as applicable. As a practical expedient, the Bank measures the expected credit loss for a loan using the fair value of the collateral, if repayment is expected to be provided substantially through the operation or sale of the collateral when the borrower is experiencing financial difficulty based on the Bank’s assessment as of the reporting date. In both cases, if the fair value of the collateral is less than the amortized cost basis of the loan, the Bank will recognize an allowance as the difference between the fair value of the collateral, less costs to sell (if applicable) at the reporting date and the amortized cost basis of the loan. If the fair value of the collateral exceeds the amortized cost basis of the loan, any expected recovery added to the amortized cost basis will be limited to the amount previously charged-off by the subsequent changes in the expected credit losses for loans evaluated individually are included within the provision for credit losses in the same manner in which the expected credit loss initially was recognized or as a reduction in the provision that would otherwise be reported (Level 3).
Servicing Rights – The fair value of MSR is estimated using net present value of expected cash flows using a third-party model that incorporates assumptions used in the industry to value such rights, adjusted for factors such as weighted average prepayments speeds based on historical information where appropriate (Level 3).
The following tables present securities available-for-sale, mortgage loans held for sale, loans receivable, at fair value, and derivative assets and liabilities measured at fair value on a recurring basis at the dates indicated:
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	Financial Assets
	​
	At March 31, 2023

	Securities available-for-sale:
	    
	Level 1
	    
	Level 2
	    
	Level 3
	    
	Total

	U.S. agency securities
	​
	$
	—
	​
	$
	17,885
	​
	$
	—
	​
	$
	17,885

	Corporate securities
	​
	 
	—
	​
	 
	8,623
	​
	 
	—
	​
	 
	8,623

	Municipal bonds
	​
	 
	—
	​
	 
	123,290
	​
	 
	—
	​
	 
	123,290

	Mortgage-backed securities
	​
	 
	—
	​
	 
	70,087
	​
	 
	—
	​
	 
	70,087

	U.S. Small Business Administration securities
	​
	 
	—
	​
	 
	12,488
	​
	 
	—
	​
	 
	12,488

	Mortgage loans held for sale, at fair value
	​
	​
	—
	​
	​
	23,310
	​
	​
	—
	​
	​
	23,310

	Loans receivable, at fair value
	​
	​
	—
	​
	​
	14,960
	​
	​
	—
	​
	​
	14,960

	Derivatives:
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Interest rate lock commitments with customers
	​
	​
	—
	​
	​
	—
	​
	​
	565
	​
	​
	565

	Interest rate swaps
	​
	​
	—
	​
	​
	7,513
	​
	​
	—
	​
	​
	7,513

	Total assets measured at fair value
	​
	$
	—
	​
	$
	278,156
	​
	$
	565
	​
	$
	278,721

	Financial Liabilities
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Derivatives:
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Interest rate swaps
	​
	$
	—
	​
	$
	(66)
	​
	$
	—
	​
	$
	(66)

	Forward TBA mortgage-backed securities
	​
	​
	—
	​
	​
	(200)
	​
	​
	—
	​
	​
	(200)

	Mandatory and best effort forward commitments with investors
	​
	​
	—
	​
	​
	—
	​
	​
	(13)
	​
	​
	(13)

	Total liabilities measured at fair value
	​
	$
	—
	​
	$
	(266)
	​
	$
	(13)
	​
	$
	(279)


​
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	Financial Assets
	​
	At December 31, 2022

	Securities available-for-sale:
	    
	Level 1
	    
	Level 2
	    
	Level 3
	    
	Total

	U.S. agency securities
	​
	$
	—
	​
	$
	17,288
	​
	$
	—
	​
	$
	17,288

	Corporate securities
	​
	 
	—
	​
	 
	8,545
	​
	 
	—
	​
	 
	8,545

	Municipal bonds
	​
	 
	—
	​
	 
	120,602
	​
	 
	—
	​
	 
	120,602

	Mortgage-backed securities
	​
	 
	—
	​
	 
	69,966
	​
	 
	—
	​
	 
	69,966

	U.S. Small Business Administration securities
	​
	 
	—
	​
	 
	12,851
	​
	 
	—
	​
	 
	12,851

	Mortgage loans held for sale, at fair value
	​
	​
	—
	​
	​
	20,093
	​
	​
	—
	​
	​
	20,093

	Loans receivable, at fair value
	​
	​
	—
	​
	​
	14,035
	​
	​
	—
	​
	​
	14,035

	Derivatives:
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Forward TBA mortgage-backed securities
	​
	​
	—
	​
	​
	164
	​
	​
	—
	​
	​
	164

	Interest rate swaps
	​
	​
	—
	​
	​
	9,870
	​
	​
	—
	​
	​
	9,870

	Interest rate lock commitments with customers
	​
	​
	—
	​
	​
	—
	​
	​
	107
	​
	​
	107

	Total assets measured at fair value
	​
	$
	—
	​
	$
	273,414
	​
	$
	107
	​
	$
	273,521

	Financial Liabilities
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Derivatives:
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Mandatory and best effort forward commitments with investors
	​
	$
	—
	​
	$
	—
	​
	$
	(38)
	​
	$
	(38)

	Total liabilities measured at fair value
	​
	$
	—
	​
	$
	—
	​
	$
	(38)
	​
	$
	(38)


​
The following table presents financial assets measured at fair value on a nonrecurring basis and the level within the fair value hierarchy at March 31, 2023. There were no financial assets measured at fair value on a nonrecurring basis as of December 31, 2022. 
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	March 31, 2023

	​
	    
	Level 1
	    
	Level 2
	    
	Level 3
	    
	Total

	MSR
	​
	$
	—
	  
	$
	—
	  
	$
	17,599
	  
	$
	17,599


​
​
Quantitative Information about Level 3 Fair Value Measurements – Shown in the table below is the fair value of financial instruments measured under a Level 3 unobservable input on a recurring and nonrecurring basis at the dates indicated:
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	Level 3
	    
	​
	    
	Significant
	    
	​
	    
	Weighted Average Range

	Fair Value
	​
	Valuation 
	​
	Unobservable 
	​
	​
	​
	March 31,
	​
	​
	December 31,
	​

	Instruments
	     
	Techniques
	     
	Inputs
	     
	Range
	     
	2023
	​
	     
	2022
	 

	RECURRING
	 
	  
	 
	  
	 
	  
	 
	  
	​
	​
	​
	​

	Interest rate lock commitments with customers
	 
	Quoted market prices
	 
	Pull-through expectations
	 
	80% - 99%
	​
	91.3
	%
	​
	92.5
	%

	Individual forward sale commitments with investors
	 
	Quoted market prices
	 
	Pull-through expectations
	 
	80% - 99%
	​
	91.3
	%
	​
	92.5
	%

	NONRECURRING
	 
	  
	 
	  
	 
	  
	 
	​
	​
	​
	​
	​

	MSR
	​
	Industry sources
	​
	Pre-payment speeds
	​
	0% - 50%
	​
	8.4
	%
	​
	8.2
	%


​
The pull-through rate is based on historical loan closing rates for similar interest rate lock commitments.  An increase or decrease in the pull-through rate would have a corresponding positive or negative fair value adjustment.
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​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	​
	​
	Purchases
	​
	​
	​
	​
	​
	Net change in
	​
	Net change in

	Three Months Ended 
	    
	Beginning 
	    
	and 
	    
	Sales and
	    
	Ending
	​
	fair value for
	​
	fair value for

	March 31, 2023
	    
	Balance
	   
	Issuances
	   
	Settlements
	   
	Balance
	   
	gains/(losses) (1)  
	   
	gains/(losses) (2)  

	Interest rate lock commitments with customers
	​
	$
	107
	​
	$
	994
	​
	$
	(536)
	​
	$
	565
	​
	$
	458
	​
	$
	—

	Individual forward sale commitments with investors
	​
	​
	(38)
	​
	​
	222
	​
	​
	(197)
	​
	​
	(13)
	​
	​
	25
	​
	​
	—

	March 31, 2022
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Interest rate lock commitments with customers
	​
	$
	757
	​
	$
	2,095
	​
	$
	(2,602)
	​
	$
	250
	​
	$
	(507)
	​
	$
	—

	Individual forward sale commitments with investors
	​
	​
	808
	​
	​
	2,143
	​
	​
	(2,066)
	​
	​
	885
	​
	​
	77
	​
	​
	—


___________________________
(1) Relating to items held at end of period included in income.
(2) Relating to items held at end of period included in other comprehensive income (loss).
(Losses) gains on interest rate lock commitments and on forward sale commitments with investors carried at fair value are recorded in “Gain on sale of loans” on the Consolidated Statements of Income. 
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​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	March 31,
	​
	December 31,

	​
	​
	2023
	​
	2022

	Financial Assets
	    
	Carrying
	    
	Fair
	    
	Carrying
	    
	Fair

	Level 1 inputs:
	 
	Amount
	 
	Value
	 
	Amount
	 
	Value

	Cash and cash equivalents
	​
	$
	58,181
	​
	$
	58,181
	​
	$
	41,437
	​
	$
	41,437

	Certificates of deposit at other financial institutions
	​
	 
	4,712
	​
	 
	4,712
	​
	 
	4,712
	​
	 
	4,712

	Level 2 inputs:
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Securities available-for-sale, at fair value
	​
	 
	232,373
	​
	 
	232,373
	​
	 
	229,252
	​
	 
	229,252

	Securities held-to-maturity
	​
	​
	8,500
	​
	​
	7,924
	​
	​
	8,500
	​
	​
	7,929

	Loans held for sale, at fair value
	​
	 
	23,310
	​
	 
	23,310
	​
	 
	20,093
	​
	 
	20,093

	FHLB stock, at cost
	​
	 
	3,863
	​
	 
	3,863
	​
	 
	10,611
	​
	 
	10,611

	Forward TBA mortgage-backed securities
	​
	​
	—
	​
	​
	—
	​
	​
	164
	​
	​
	164

	Loans receivable, at fair value
	​
	​
	14,960
	​
	​
	14,960
	​
	​
	14,035
	​
	​
	14,035

	Interest rate swaps
	​
	​
	7,513
	​
	​
	7,513
	​
	​
	9,870
	​
	​
	9,870

	Accrued interest receivable
	​
	 
	12,336
	​
	 
	12,336
	​
	 
	11,144
	​
	 
	11,144

	Level 3 inputs:
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Loans receivable, gross 
	​
	 
	2,314,626
	​
	 
	2,220,243
	​
	 
	2,204,817
	​
	 
	2,153,769

	MSR, held at lower of cost or fair value 
	​
	 
	17,599
	​
	 
	35,274
	​
	 
	18,017
	​
	 
	35,478

	Fair value interest rate locks with customers
	​
	 
	565
	​
	 
	565
	​
	 
	107
	​
	 
	107

	Financial Liabilities
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Level 2 inputs:
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Deposits 
	​
	 
	2,443,273
	​
	 
	2,426,273
	​
	 
	2,127,741
	​
	 
	2,105,926

	Borrowings 
	​
	 
	7,528
	​
	 
	7,395
	​
	 
	186,528
	​
	 
	186,188

	Forward TBA mortgage-backed securities
	​
	​
	200
	​
	​
	200
	​
	​
	—
	​
	​
	—

	Subordinated notes, excluding unamortized debt issuance costs 
	​
	 
	50,000
	​
	 
	44,270
	​
	 
	50,000
	​
	 
	44,500

	Accrued interest payable
	​
	 
	2,202
	​
	 
	2,202
	​
	 
	2,270
	​
	 
	2,270

	Interest rate swaps
	​
	​
	66
	​
	​
	66
	​
	​
	—
	​
	​
	—

	Level 3 inputs:
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Mandatory and best effort forward commitments with investors
	​
	​
	13
	​
	​
	13
	​
	​
	38
	​
	​
	38


​
​
​
​
​
NOTE 12 – EARNINGS PER SHARE
The Company computes earnings per share using the two-class method, which is an earnings allocation method for computing earnings per share that treats a participating security as having rights to earnings that would otherwise have been available to common shareholders. Basic earnings per share are computed by dividing income available to common shareholders by the weighted average number of common shares outstanding for the period. Unvested share-based awards containing non-forfeitable rights to dividends or dividend equivalents (whether paid or unpaid) are participating securities and are included in the computation of earnings per share pursuant to the two-class method. Diluted earnings per share reflect the potential dilution that could occur if securities or other contracts to issue common stock were exercised or converted into common stock or resulted in the issuance of common stock that then shared in the earnings of the entity. 
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​
	​

	​

	​

	​

	​

	​

	​


	​
	​
	At or For the Three Months Ended March 31, 

	Numerator 
	    
	2023
	​
	2022

	Net income 
	​
	$
	8,212
	​
	$
	6,870

	Dividends and undistributed earnings allocated to participating securities
	​
	​
	(147)
	​
	​
	(127)

	Net income available to common shareholders 
	​
	$
	8,065
	​
	$
	6,743

	Denominator (shown as actual):
	​
	​
	​
	​
	​
	​

	Basic weighted average common shares outstanding
	​
	 
	7,623,580
	​
	 
	8,023,466

	Dilutive shares
	​
	 
	154,838
	​
	 
	149,828

	Diluted weighted average common shares outstanding
	​
	 
	7,778,418
	​
	 
	8,173,294

	Basic earnings per share (1)
	​
	$
	1.06
	​
	$
	0.84

	Diluted earnings per share (1)
	​
	$
	1.04
	​
	$
	0.83

	Potentially dilutive weighted average share options that were not included in the computation of diluted earnings per share because to do so would be anti-dilutive.
	​
	​
	37,227
	​
	​
	45,564


​
________________________________
	(1)
	Earnings per share for the three months ended March 31, 2022, was revised due to the improper inclusion of certain unvested shares in the denominator of basic and diluted earnings per share; as a result, earnings per share was understated for the three months ended March 31, 2022. Basic earnings per share for that period was updated to $0.84  from $0.83 as previously reported. Diluted earnings per share was updated to $0.83, from $0.81 as previously reported.


​
NOTE 13 – STOCK-BASED COMPENSATION
Stock Options and Restricted Stock
On May 17, 2018, the shareholders of FS Bancorp, Inc. approved the 2018 Equity Incentive Plan (the “2018 Plan”) that authorized 1.3 million shares of the Company’s common stock to be awarded. The 2018 Plan provides for the grant of incentive stock options, nonqualified stock options, and up to 326,000 shares as restricted stock awards (“RSAs”) to directors, emeritus directors, officers, employees or advisory directors of the Company.  At March 31, 2023, there were 356,532 stock option awards and 114,222 RSAs available to be granted under the 2018 Plan.  
Total share-based compensation expense was $654,000 and $451,000 for the three months ended March 31, 2023 and 2022, respectively.
Stock Options
The 2018 Plan consists of stock option awards that may be granted as incentive stock options or nonqualified stock options.  Stock option awards generally vest over a one- or three-year period for independent directors or over a two- or five-year period for employees and officers with 20% vesting on the anniversary date of each grant date as long as the award recipient remains in service to the Company.  The options are exercisable after vesting for up to the remaining term of the original grant.  The maximum term of the options granted is 10 years. Any unexercised stock options will expire 10 years after the grant date or sooner in the event of the award recipient’s termination of service with the Company or the Bank.  The fair value of each stock option award is estimated on the grant date using a Black-Scholes Option pricing model that uses the following assumptions. The dividend yield is based on the current quarterly dividend in effect at the time of the grant. Historical employment data is used to estimate the forfeiture rate. The Company elected to use Staff Accounting Bulletin 107, simplified expected term calculation for the “Share-Based Payments” method permitted by the SEC to calculate the expected term. This method uses the vesting term of an option along with the contractual term, setting the expected life at 
39
Table of Contents
[bookmark: Tc_BkAp7gZRIU2CbdIlDf3b7g_8_4][bookmark: Tc_jYQSeToh8E2MEZoKkR03BA_8_0][bookmark: Tc_v318PZszMEGdMqGWuTk-Gg_7_0][bookmark: Tc_135SVVVY9ki8aVIw-IxSEA_6_0][bookmark: Tc_OjV-jugQA06bgM6LdHRt4g_5_0][bookmark: Tc_lRrraxOxl0eYjEFSvwUl4A_4_4][bookmark: Tc_S0BpDdHTjka_61ThT3xwcA_4_0][bookmark: Tc_IEqsULHGqUujg4LJY92bxg_3_4][bookmark: Tc_1_G74GuQvESXwGjiim_tXA_3_2][bookmark: Tc_c6Ina2N1KUqdKpEM5KhpYw_3_0][bookmark: Tc_WBQ69PV89kiJ58-VclCtEQ_2_4][bookmark: Tc_FLkWVxNZYkiPszZbxqKx8g_1_4][bookmark: Tc_vq9Pw7rqaEiUdI5Z-U36pw_13_9][bookmark: Tc_1Ir_PEAgfEqIA0tSqwoLkg_13_4][bookmark: Tc_9YkksufgJUa5L0KRgMSklA_13_0][bookmark: Tc_RWEQ2EwlLUKE3k6ivPonpQ_11_9][bookmark: Tc_5HzPKgjFd0SkCPxusfdSUA_11_4][bookmark: Tc_-gvDYYBNoUSVj_xwst5POw_11_0][bookmark: Tc_TCHIbiN32kGoViW7ZX8bUA_9_9][bookmark: Tc_UsRrljjNFESKyBQ84IFDWQ_9_4][bookmark: Tc_2mNazI6Nt0OinAu9S7CdYg_9_0][bookmark: Tc_bglplVYVDUOs6psbkmBgAQ_8_10][bookmark: Tc__zaGodjzxEel0Kfcl3carA_8_7][bookmark: Tc_dBPOYwpT-EyloJbo9f4sCw_8_0][bookmark: Tc_ZcG2BISTV0K-1YZK4a1OIA_7_9][bookmark: Tc_io22JUz7xk6o7I4WX2CqUA_7_7][bookmark: Tc_S6F2x4Ns8022xBsqkUbAwQ_7_4][bookmark: Tc_rI5TxkKwckaTlXUmL-N84A_7_0][bookmark: Tc_oqGqZCf_0Em_kE-F44NU3w_6_10][bookmark: Tc_SrttGrKnTUicJ21aZemTdQ_6_7][bookmark: Tc_lKVrvfuHyUuOKAI6l9WvCg_6_5][bookmark: Tc_eJVuF5hybk-ivP6Mx36oMw_6_4][bookmark: Tc_FWIOMH9GxkCDE5jHocbr3g_6_2][bookmark: Tc_iuOACmmoRkGYRoiyDyZdQQ_6_0][bookmark: Tc_UzodAZ9CE0ujNfweRsyWHw_5_9][bookmark: Tc_1XwlNclcv0OqvyCw6aBpQQ_5_4][bookmark: Tc_IH4hvCHd3UyVEW8FyFvyzA_5_0][bookmark: Tc_yfeDPtSmyE-PbGT55E0cew_4_9][bookmark: Tc_epHEwWDFzUiJzlLe1MjV2w_4_7][bookmark: Tc_xNB1hvopyE-zFHdXXxX0yg_4_4][bookmark: Tc_3XwIV64MzUWUR7yXUZflMw_4_2][bookmark: Tc_s2_qBBDXDEu_PJ_dw8LYZA_3_9][bookmark: Tc_rWytXgK3uUitZeqcix8dUA_3_7][bookmark: Tc_mFRUNje4uUS9OYKEdLOvOw_3_4][bookmark: Tc_ziCzu_0Z502WGxOhfeFnuQ_2_7][bookmark: Tc_jWb5I4K5hU2AkG79obUR4Q_2_4][bookmark: Tc_i20vZMpBj0mN7N7UbQmurg_1_7][bookmark: _bb6deb4c_5678_4e08_8548_501d3d274b43]5.5 years for one-year vesting, 5.75 years for two-year vesting, 6.0 years for three-year vesting, and 6.5 years for five-year vesting.
The following table presents a summary of the Company’s stock option awards during the dates indicated (shown as actual):
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	    
	​
	    
	​
	​
	    
	Weighted-Average
	    
	​
	​

	​
	​
	​
	​
	Weighted-
	​
	Remaining
	​
	​
	​

	​
	​
	​
	​
	Average
	​
	Contractual Term In
	​
	Aggregate

	​
	​
	Shares 
	​
	Exercise Price
	​
	Years
	​
	Intrinsic Value

	Outstanding at January 1, 2023
	 
	647,832
	​
	$
	26.67
	 
	6.84
	​
	$
	4,627,255

	Granted
	 
	—
	​
	$
	—
	 
	—
	​
	​
	—

	Less exercised
	 
	5,000
	​
	$
	8.45
	 
	—
	​
	$
	104,825

	Less forfeited or expired
	 
	14,436
	​
	 
	33.76
	 
	—
	​
	 
	—

	Outstanding at March 31, 2023
	 
	628,396
	​
	$
	26.65
	 
	6.59
	​
	$
	2,797,277

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Expected to vest, assuming a 0.31% annual forfeiture rate at March 31, 2023 (1)
	 
	613,735
	​
	$
	26.58
	 
	6.55
	​
	$
	2,764,725

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Exercisable at March 31, 2023
	 
	307,821
	​
	$
	24.28
	 
	5.28
	​
	$
	1,934,780


____________________________
	(1)
	Forfeiture rate has been calculated and estimated to assume a forfeiture of 3.1% of the options over 10 years.


At March 31, 2023, there was $1.6 million of total unrecognized forfeiture adjusted compensation cost related to nonvested stock options granted under the 2018 plan. The cost is expected to be recognized over the remaining weighted-average vesting period of 3.1 years.  
Restricted Stock Awards
The RSAs’ fair value is equal to the value of the market price of FS Bancorp’s common stock on the grant date and compensation expense is recognized over the vesting period of the awards based on the fair value of the restricted stock. Shares for the 2018 Plan generally vest over a one- or three-year period for independent directors or over a two- or five-year period for employees and officers beginning on the grant date. Any unvested RSAs will expire after vesting or sooner in the event of the award recipient’s termination of service with the Company or the Bank.
The following table presents a summary of the Company’s nonvested awards during the dates indicated (shown as actual):
​
	​

	​

	​

	​

	​

	​


	​
	    
	​
	    
	Weighted-Average

	​
	​
	​
	​
	Grant-Date Fair Value

	Nonvested Shares
	​
	Shares
	​
	Per Share

	Nonvested at January 1, 2023
	 
	118,530
	​
	$
	28.85

	Granted
	 
	—
	​
	​
	—

	Less vested
	 
	1,453
	​
	​
	34.05

	Less forfeited or expired
	 
	4,812
	​
	 
	33.76

	Nonvested at March 31, 2023
	 
	112,265
	​
	$
	28.57


​
At March 31, 2023, there was $2.4 million of total unrecognized forfeiture adjusted compensation cost related to nonvested shares granted under the 2018 Plan as RSAs. The cost is expected to be recognized over the remaining weighted-average vesting period of 3.0 years. 
NOTE 14 – REGULATORY CAPITAL
The Bank is subject to various regulatory capital requirements administered by the Federal Reserve and the FDIC. Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by 
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Under the risk-based capital adequacy framework, quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum amounts and ratios (set forth in the table below) of Tier 1 capital (as defined in the regulations) to total average assets (as defined), and minimum ratios of Tier 1 total capital (as defined) and common equity Tier 1 (“CET 1”) capital to risk-weighted assets (as defined).
The Bank must maintain minimum total risk-based, Tier 1 risk-based, Tier 1 leverage, and CET 1 capital ratios as set forth in the table below to be categorized as well capitalized. At March 31, 2023, the Bank was categorized as well capitalized under applicable regulatory requirements. There are no conditions or events since that notification that management believes have changed the Bank’s category. Management believes, at March 31, 2023, that the Bank met all capital adequacy requirements.
The following table compares the Bank’s actual capital amounts and ratios at March 31, 2023 to their minimum regulatory capital requirements and well capitalized regulatory capital at that date:
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	To be Well Capitalized
	 

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	Under Prompt
	 

	​
	​
	​
	​
	​
	​
	​
	For Capital
	​
	For Capital Adequacy
	​
	Corrective
	 

	​
	​
	Actual
	​
	Adequacy Purposes
	​
	with Capital Buffer
	​
	Action Provisions
	 

	Bank Only
	    
	Amount
	    
	Ratio
	    
	Amount
	    
	Ratio
	    
	Amount
	    
	Ratio
	    
	Amount
	    
	Ratio
	 

	At March 31, 2023
	​
	​
	  
	​
	  
	​
	​
	  
	​
	  
	​
	​
	  
	​
	  
	​
	​
	  
	​
	  
	​

	Total risk-based capital
	 
	​
	  
	 
	  
	 
	​
	  
	 
	  
	 
	​
	  
	 
	  
	 
	​
	  
	 
	  
	​

	(to risk-weighted assets)
	​
	$
	313,284
	 
	12.69
	%  
	$
	197,564
	 
	8.00
	%  
	$
	259,303
	 
	10.50
	%  
	$
	246,955
	 
	10.00
	%

	Tier 1 risk-based capital
	​
	 
	​
	 
	​
	​
	 
	​
	 
	  
	​
	 
	​
	 
	  
	​
	 
	​
	 
	  
	​

	(to risk-weighted assets)
	​
	$
	282,398
	 
	11.44
	%  
	$
	148,173
	 
	6.00
	%  
	$
	209,912
	 
	8.50
	%  
	$
	197,564
	 
	8.00
	%

	Tier 1 leverage capital
	​
	 
	​
	 
	​
	​
	 
	​
	 
	  
	​
	 
	​
	 
	  
	​
	 
	​
	 
	  
	​

	(to average assets)
	​
	$
	282,398
	 
	10.39
	%  
	$
	108,748
	 
	4.00
	%  
	$
	N/A
	 
	N/A
	​
	$
	135,935
	 
	5.00
	%

	CET 1 capital
	​
	 
	​
	 
	​
	​
	 
	​
	 
	  
	​
	 
	​
	 
	  
	​
	 
	​
	 
	  
	​

	(to risk-weighted assets)
	​
	$
	282,398
	 
	11.44
	%  
	$
	111,130
	 
	4.50
	%  
	$
	172,868
	 
	7.00
	%  
	$
	160,521
	 
	6.50
	%

	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​


​
In addition to the minimum CET 1, Tier 1, total capital, and leverage ratios, the Bank is required to maintain a capital conservation buffer consisting of additional CET 1 capital greater than 2.5% of risk-weighted assets above the required minimum levels in order to avoid limitations on paying dividends, engaging in share repurchases, and paying discretionary bonuses based on percentages of eligible retained income that could be utilized for such actions. At March 31, 2023, the Bank’s capital exceeded the conservation buffer.
The Company is a bank holding company registered with the Federal Reserve. Bank holding companies are subject to capital adequacy requirements of the Federal Reserve under the Bank Holding Company Act of 1956, as amended, and the regulations of the Federal Reserve.  Bank holding companies with less than $3.0 billion in assets are generally not subject to compliance with the Federal Reserve’s capital regulations, which are generally the same as the capital regulations applicable to the Bank. The Federal Reserve has a policy that a bank holding company is required to serve as a source of financial and managerial strength to the holding company’s subsidiary bank and expects the holding company’s subsidiary bank to be well capitalized under the prompt corrective action regulations. If the Company were subject to regulatory guidelines for bank holding companies with $3.0 billion or more in assets at March 31, 2023, it would have exceeded all regulatory capital requirements. For informational purposes, the regulatory capital ratios calculated for the Company at March 31, 2023 were 8.9% for Tier 1 leverage-based capital, 9.7% for Tier 1 risk-based capital, 13.0% for total risk-based capital, and 9.7% for CET 1 capital ratio.  The regulatory capital ratios calculated for the Company at December 31, 2022 
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were 9.7% for Tier 1 leverage-based capital, 10.7% for Tier 1 risk-based capital, 14.0% for total risk-based capital, and 10.7% for CET 1 capital ratio.
​
[bookmark: assignedliabilitiestofundsegmentassets_1][bookmark: segmentassets_454564]NOTE 15 – BUSINESS SEGMENTS
The Company’s business segments are determined based on the products and services provided, as well as the nature of the related business activities, and they reflect the manner in which financial information is currently evaluated by management. This process is dynamic and is based on management’s current view of the Company’s operations and is not necessarily comparable with similar information for other financial institutions. The Company defines its business segments by product type and customer segment which it has organized into two lines of business: commercial and consumer banking and home lending.
The Company uses various management accounting methodologies to assign certain income statement items to the responsible operating segment, including:
	●
	a funds transfer pricing (“FTP”) system, which allocates interest income credits and funding charges between the segments, assigning to each segment a funding credit for its liabilities, such as deposits, and a charge to fund its assets;


	●
	a cost per loan serviced allocation based on the number of loans being serviced on the balance sheet and the number of loans serviced for third parties;


	●
	an allocation based upon the approximate square footage utilized by the home lending segment in Company owned locations;


	●
	an allocation of charges for services rendered to the segments by centralized functions, such as corporate overhead, which are generally based on the number of full-time employees (“FTEs”) in each segment; and


	●
	an allocation of the Company’s consolidated income taxes which are based on the effective tax rate applied to the segment’s pretax income or loss.


The FTP methodology is based on management’s estimated cost of originating funds including the cost of overhead for deposit generation.
A description of the Company’s business segments and the products and services that they provide is as follows:
Commercial and Consumer Banking Segment
The commercial and consumer banking segment provides diversified financial products and services to our commercial and consumer customers through Bank branches, online banking platforms, mobile banking apps, and telephone banking. These products and services include deposit products; residential, consumer, business and commercial real estate lending portfolios and cash management services. The Company originates consumer loans, commercial and multi-family real estate loans, construction loans for residential and multi-family construction, and commercial business loans. At March 31, 2023, the Company’s retail deposit branch network consisted of 27 branches in the Pacific Northwest. This segment is also responsible for the management of the investment portfolio and other assets of the Bank.
Home Lending Segment
The home lending segment originates one-to-four-family residential mortgage loans primarily for sale in the secondary markets as well as  loans held for investment. The majority of mortgage loans are sold to or securitized by FNMA, FHLMC, GNMA, or the FHLB of Des Moines, while the Company generally retains the right to service these loans. Loans originated under the guidelines of the Federal Housing Administration or (“FHA”), US Department of Veterans Affairs or VA, and United States Department of Agriculture or USDA are generally sold servicing released to a correspondent bank or mortgage company. The Company has the option to sell loans on a servicing-released or servicing-retained basis to securitizers and correspondent lenders. A small percentage of its loans are brokered to other lenders. On occasion, the Company may sell a portion of its MSR portfolio and may sell small pools of loans initially originated to be held in the loan portfolio. The Company manages the loan funding and the interest rate risk associated with the secondary market loan 
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Segment Financial Results
The tables below summarize the financial results for each segment based on the factors mentioned above within each segment for the three months ended March 31, 2023 and 2022:
​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	​
	​
	At or For the Three Months Ended March 31, 2023

	Condensed income statement:
	    
	Commercial and Consumer Banking
	    
	Home Lending
	    
	Total

	Net interest income (1)
	 
	$
	27,500
	​
	$
	3,162
	 
	$
	30,662

	(Provision for) reversal of credit losses on loans 
	​
	 
	(2,122)
	​
	 
	14
	​
	 
	(2,108)

	Noninterest income (2)
	​
	 
	2,380
	​
	 
	2,839
	​
	 
	5,219

	Noninterest expense
	​
	 
	(18,610)
	​
	 
	(4,914)
	​
	 
	(23,524)

	Income before provision for income taxes
	​
	 
	9,148
	​
	 
	1,101
	​
	 
	10,249

	Provision for income taxes
	​
	 
	(1,809)
	​
	 
	(228)
	​
	 
	(2,037)

	Net income 
	 
	$
	7,339
	​
	$
	873
	 
	$
	8,212

	Total average assets for period ended
	 
	$
	2,250,052
	​
	$
	491,974
	 
	$
	2,742,026

	Full-time employees ("FTEs")
	​
	 
	445
	​
	 
	141
	​
	 
	586


​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	​
	​
	At or For the Three Months Ended March 31, 2022

	Condensed income statement:
	    
	Commercial and Consumer Banking
	    
	Home Lending
	    
	Total

	Net interest income (1)
	 
	$
	20,278
	​
	$
	2,444
	 
	$
	22,722

	(Provision for) reversal of credit losses on loans 
	​
	 
	(1,197)
	​
	 
	154
	​
	 
	(1,043)

	Noninterest income (2)
	​
	 
	2,505
	​
	 
	3,371
	​
	 
	5,876

	Noninterest expense
	​
	 
	(14,176)
	​
	 
	(4,891)
	​
	 
	(19,067)

	Income before provision for income taxes
	​
	 
	7,410
	​
	 
	1,078
	​
	 
	8,488

	Provision for income taxes
	​
	 
	(1,378)
	​
	 
	(240)
	​
	 
	(1,618)

	Net income
	 
	$
	6,032
	​
	$
	838
	 
	$
	6,870

	Total average assets for period ended
	 
	$
	1,884,820
	​
	$
	385,451
	 
	$
	2,270,271

	FTEs
	​
	 
	383
	​
	 
	153
	​
	 
	536


_____________________________
(1) Net interest income is the difference between interest earned on assets and the cost of liabilities to fund those assets. Interest earned includes actual interest earned on segment assets and, if the segment has excess liabilities, interest credits for providing funding to the other segment. The cost of liabilities includes interest expense on segment liabilities and, if the segment does not have enough liabilities to fund its assets, a funding charge based on the cost of assigned liabilities to fund segment assets.
​
​
NOTE 16 – GOODWILL AND OTHER INTANGIBLE ASSETS
Goodwill and certain other intangibles generally arise from business combinations accounted for under the acquisition method of accounting.  Goodwill totaled $3.6 million at March 31, 2023, and $2.3 million at December 31, 2022, and represents the excess of the total acquisition price paid over the fair value of the assets acquired, net of the fair values of liabilities assumed as a result of the Branch Purchase on February 24, 2023 and the purchase of four retail bank branches from Bank of America on January 22, 2016.  Goodwill is not amortized but is evaluated for impairment on an annual basis at December 31 of each year or whenever events or changes in circumstances indicate the carrying value may not be recoverable. The Company performed an impairment analysis at December 31, 2022, and determined that no impairment of goodwill existed. 
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The following table summarizes the changes in the Company’s other intangible assets comprised solely of CDI for the year ended December 31, 2022, and the three months ended March 31, 2023.
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	Other Intangible Assets

	​
	​
	​
	​
	​
	Accumulated
	​
	​
	​

	​
	    
	Gross CDI
	    
	Amortization
	    
	Net CDI

	Balance, December 31, 2021
	​
	$
	7,490
	​
	$
	(3,430)
	​
	$
	4,060

	Amortization
	​
	​
	—
	​
	​
	(691)
	​
	​
	(691)

	Balance, December 31, 2022
	​
	​
	7,490
	​
	​
	(4,121)
	​
	​
	3,369

	Additions as a result of the Branch Purchase
	​
	​
	17,438
	​
	​
	—
	​
	​
	17,438

	Amortization
	​
	​
	—
	​
	​
	(459)
	​
	​
	(459)

	Balance, March 31, 2023
	​
	$
	24,928
	​
	$
	(4,580)
	​
	$
	20,348


​
The CDI represents the fair value of the intangible core deposit base acquired in business combinations. The CDI will be amortized on an accelerated basis over 10 years for the CDI related to the Branch Purchase, on a straight-line basis over 10 years for the CDI related to the Anchor Bank acquisition in November 2018 (“Anchor Acquisition”) and on an accelerated basis over approximately nine years for the CDI related to the four retail bank purchase from Bank of America on January 22, 2016. Total amortization expense was $459,000 for the three months ended March 31, 2023, and $173,000  for the same period in 2022. 
Amortization expense for CDI is expected to be as follows at March 31, 2023:
​
	​

	​

	​

	​


	Remainder of 2023
	    
	$
	3,005

	2024
	 
	​
	3,633

	2025
	 
	​
	3,191

	2026
	 
	​
	2,846

	2027
	 
	​
	2,500

	Thereafter
	 
	​
	5,173

	Total
	​
	$
	20,348


​
​
[bookmark: NOTE17RevenuefromContracts]NOTE 17 – REVENUE FROM CONTRACTS WITH CUSTOMERS
Revenue Recognition
In accordance with Topic 606, revenues are recognized when control of promised goods or services is transferred to customers in an amount that reflects the consideration the Company expects to be entitled to in exchange for those goods or services. To determine revenue recognition for arrangements that an entity determines are within the scope of Topic 606, the Company performs the following five steps: (i) identify the contract(s) with a customer; (ii) identify the performance obligations in the contract; (iii) determine the transaction price; (iv) allocate the transaction price to the performance obligations in the contract; and (v) recognize revenue when (or as) the Company satisfies a performance obligation. The Company only applies the five-step model to contracts when it is probable that the entity will collect the consideration it is entitled to in exchange for the goods or services it transfers to the customer. At contract inception, once the contract is determined to be within the scope of Topic 606, the Company assesses the goods or services that are promised within each contract and identifies those that contain performance obligations and assesses whether each promised good or service is distinct. The Company then recognizes as revenue the amount of the transaction price that is allocated to the respective performance obligation when (or as) the performance obligation is satisfied. 
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[bookmark: Tc_o2fCWn1I5kCNqiBXAtTMHA_8_5][bookmark: Tc_GYYd0dq9BUmjGwOzbc9sug_8_2][bookmark: Tc_NZzYXWFnoUGgj5JbcTuznw_8_0][bookmark: Tc_hHY6Z3XKMEOBBKstG9VbhA_7_0][bookmark: Tc_eY5RipyOwEapaN1D6E28RA_6_0][bookmark: Tc_Fdgk7XKjQkeNKWo-LaTNIA_5_0][bookmark: Tc_SBm4nPuYkkyEr_Q4cai-xQ_4_5][bookmark: Tc_4SUdq4I11EKLJy1CKJvOkA_4_2][bookmark: Tc_OJo247n6UEaxI9msOZlqfQ_4_0][bookmark: Tc_t14pDPqxjECbgULTv6XauA_3_0][bookmark: Tc_x-Ow8C_zBE-pJVLArHSMiw_2_5][bookmark: Tc_DUrUAGmTMkW15fyFKcJ_JA_2_2][bookmark: Tc_xNZ50hAZ-UWBf8YY37WFrQ_2_0][bookmark: Tc_RsEkyVEbxkuLxsx8nP2dVQ_1_2]All the Company’s revenue from contracts with customers in-scope of ASC 606 is recognized in noninterest income and included in our commercial and consumer banking segment.  The following table presents noninterest income, segregated by revenue streams in-scope and out-of-scope of Topic 606, for the dates indicated.
​
	​

	​

	​

	​

	​

	​

	​


	​
	​
	For the Three Months Ended March 31, 

	Noninterest income
	    
	2023
	​
	2022

	In-scope of Topic 606:
	​
	​
	​
	​
	​
	​

	Debit card interchange fees
	​
	$
	639
	​
	$
	543

	Deposit service and account maintenance fees
	​
	​
	275
	​
	​
	216

	Noninterest income (in-scope of Topic 606)
	​
	​
	914
	​
	​
	759

	Noninterest income (out-of-scope of Topic 606)
	​
	​
	4,305
	​
	​
	5,117

	Total noninterest income
	​
	$
	5,219
	​
	$
	5,876


​
Deposit Service and Account Maintenance Fees
The Bank earns fees from its deposit customers for account maintenance, transaction-based services, and overdraft charges.  Account maintenance fees consist primarily of account fees and analyzed account fees charged on deposit accounts on a monthly basis.  The performance obligation is satisfied and the fees are recognized on a monthly basis as the service period is completed. Transaction-based fees on deposit accounts are charged to deposit customers for specific services provided to the customer, such as wire fees, as well as charges against the account, such as fees for non-sufficient funds and overdrafts. The performance obligation is completed as the transaction occurs and the fees are recognized at the time each specific service is provided to the customer.  
Debit Interchange Income
Debit and ATM interchange income represent fees earned when a debit card issued by the Bank is used.  The Bank earns interchange fees from debit cardholder transactions through the Visa payment network.  Interchange fees from cardholder transactions represent a percentage of the underlying transaction value and are recognized daily, concurrently with the transaction processing services provided to the cardholder. The performance obligation is satisfied and the fees are earned when the cost of the transaction is charged to the cardholders’ debit card.
​
​
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[bookmark: Item2ManagementsDiscussion_793392][bookmark: _2280d30d_051b_4a20_aa83_d12580416a1c]Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations
Forward–Looking Statements
This report contains forward-looking statements, which can be identified by the use of words such as “believes,” “expects,” “anticipates,” “estimates,” or similar expressions. Forward-looking statements include, but are not limited to:
	●
	statements of our goals, intentions, and expectations;


	●
	statements regarding our business plans, prospects, growth, and operating strategies;


	●
	statements regarding the quality of our loan and investment portfolios; and


	●
	estimates of our risks and future costs and benefits.


These forward-looking statements are subject to significant risks and uncertainties. Actual results may differ materially from those contemplated by the forward-looking statements due to, among others, the following factors:
	●
	expected revenues, cost savings, synergies and other benefits from our  recently completed Branch Purchase, might not be realized within the expected time frames or at all and costs or difficulties relating to integration matters, including but not limited to customer and employee retention, might be greater than expected; and the requisite regulatory approvals for the acquisition might not be obtained;


	●
	potential adverse impacts to economic conditions in the Company’s local market areas, other markets where the Company has lending relationships, or other aspects of the Company’s business operations or financial markets, including, without limitation, as a result of employment levels; labor shortages, the effects of inflation, a potential recession or slowed economic growth caused by increasing political instability from acts of war, including Russia’s invasion of Ukraine, as well as increasing prices and supply chain disruptions, and any governmental or societal response to new COVID-19 variants; 


	●
	the credit risks of lending activities, including changes in the level and trend of loan delinquencies, write offs, changes in our ACL for loans, and provision for credit losses on loans that may be impacted by deterioration in the housing and commercial real estate markets;


	●
	secondary market conditions and our ability to originate loans for sale and sell loans in the secondary market;


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


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


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


	●
	changes in the interest rate environment that reduce our interest margins or reduce the fair value of financial instruments;


	●
	transition away from the London Interbank Offered Rate (“LIBOR”), toward new interest rate benchmarks;


	●
	increased competitive pressures among financial services companies;


	●
	our ability to execute our plans to grow our residential construction lending, our home lending operations, our warehouse lending, and the geographic expansion of our indirect home improvement lending;


	●
	our ability to attract and retain deposits;


	●
	our ability to successfully integrate any assets, liabilities, customers, systems, and management personnel we 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 control operating costs and expenses;


	●
	our ability to retain key members of our senior management team;


	●
	changes in consumer spending, borrowing, and savings habits;


	●
	our ability to successfully manage our growth;


	●
	legislative or regulatory changes that adversely affect our business including changes in banking, securities and tax law, and in regulatory policies and principles, or the interpretation of regulatory capital or other rules, and other governmental initiatives affecting the financial services industry;


	●
	our ability to pay dividends on our common stock;
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	●
	the quality and composition of our securities portfolio and the impact of any adverse changes in the securities markets;


	●
	changes in accounting policies and practices, as may be adopted by the bank regulatory agencies, the Public Company Accounting Oversight Board or the Financial Accounting Standards Board (“FASB”);


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


	●
	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;


	●
	inability of key third-party vendors to perform their obligations to us; 


	●
	the economic impact of climate change, severe weather events, natural disasters, pandemics, epidemics and other public health crises, acts of war or terrorism, and other external events on our business; 


	●
	other economic, competitive, governmental, regulatory, and technical factors affecting our operations, pricing, products and services, and 


	●
	other risks described elsewhere in this Form 10-Q and our other reports filed with or furnished to SEC.


Any of the forward-looking statements made in this Form 10-Q and in other public statements may turn out to be wrong because of inaccurate assumptions we might make, because of the factors illustrated above or because of other factors that we cannot foresee. Forward-looking statements are based upon management’s beliefs and assumptions at the time they are made. The Company undertakes no obligation to update or revise any forward-looking statement included in this report or to update the reasons why actual results could differ from those contained in such statements, whether as a result of new information, future events or otherwise. In light of these risks, uncertainties and assumptions, the forward-looking statements discussed in this report might not occur and you should not put undue reliance on any forward-looking statements.
Overview
FS Bancorp and its subsidiary bank, 1st Security Bank have been serving the Puget Sound area since 1936. Originally chartered as a credit union, known as Washington’s Credit Union, the credit union served various select employment groups. On April 1, 2004, the credit union converted to a Washington state-chartered mutual savings bank. On July 9, 2012, the Bank converted from mutual to stock ownership and became the wholly owned subsidiary of FS Bancorp.
The Company is relationship-driven, delivering banking and financial services to local families, local and regional businesses and industry niches in suburban communities in the greater Puget Sound area, the Kennewick-Pasco-Richland metropolitan area of Washington, also know as the Tri-Cities, Goldendale, Vancouver, and White Salmon, Washington and Manzanita, Newport, Ontario, Tillamook and Waldport, Oregon. On February 24, 2023, the Company completed its previously announced Branch Purchase of seven retail bank branches from Columbia State Bank and acquired approximately $425.5 million in deposits and $66.1 million in loans.  The seven acquired branches are located in the communities of  White Salmon and Goldendale, Washington, and Newport, Waldport, Ontario, Manzanita,  and Tillamook, Oregon.  The Branch Purchase expanded our Puget Sound-focused retail footprint into southeast Washington and the state of Oregon as well as providing an opportunity to extend our unique brand of community banking into those communities.
The Company also maintains its long-standing indirect consumer lending platform which operates primarily throughout the Western United States, and has been expanding our partnership with companies present in other areas of the country as well. The Company emphasizes long-term relationships with families and businesses within the communities served, working with them to meet their financial needs. The Company is also actively involved in community activities and events within these market areas, which further strengthens our relationships within those markets.
The Company focuses on diversifying revenues, expanding lending channels, and growing the banking franchise. Management remains focused on building diversified revenue streams based upon credit, interest rate, and concentration risks. Our business plan remains as follows:
	●
	Growing and diversifying our loan portfolio;


	●
	Maintaining strong asset quality;


	●
	Emphasizing lower cost core deposits to reduce the costs of funding our loan growth;
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	●
	Capturing our customers’ full relationship by offering a wide range of products and services by leveraging our well-established involvement in our communities and by selectively emphasizing products and services designed to meet our customers’ banking needs; and


	●
	Expanding the Company’s markets.


The Company is a diversified lender with a focus on the origination of one-to-four-family loans, commercial real estate mortgage loans, second mortgage or home equity loan products, consumer loans including indirect home improvement (“fixture secured”) loans which also include solar-related home improvement loans, marine lending, and commercial business loans. As part of our expanding lending products, the Company additionally offers residential mortgage and commercial construction warehouse lending consistent with our business plan to further diversify revenues.  Historically, consumer loans, in particular, fixture secured loans had represented the largest portion of the Company’s loan portfolio and had traditionally been the mainstay of the Company’s lending strategy.  At March 31, 2023, consumer loans represented 26.0% of the Company’s total gross loan portfolio, compared to 24.4% at March 31, 2022.  In recent years, the Company has placed more of an emphasis on real estate lending products, such as one-to-four-family loans, commercial real estate loans, including speculative residential construction loans, and commercial business loans, while growing the current size of the consumer loan portfolio.
Fixture secured loans to finance window, gutter, siding replacement, solar panels, spas, and other improvement renovations are a large and regionally expanding segment of the consumer loan portfolio. These fixture secured consumer loans are dependent on the Bank’s contractor/dealer network of 90 active dealers located throughout Washington, Oregon, California, Idaho, Colorado, Nevada, Arizona, Minnesota, Texas, Utah, Massachusetts, and Montana with four contractor/dealers responsible for 52.5% of the funded loans dollar volume for the three months ended March 31, 2023. The Company funded $67.8 million, or approximately 2,700 loans during the quarter ended March 31, 2023. 
The following table details fixture secured loan originations by state for the periods indicated:
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	(Dollars in thousands)
	​
	For the Quarter Ended
	​
	​
	For the Year Ended
	​

	​
	​
	March 31, 2023
	​
	     
	December 31, 2022
	​

	State
	​
	Amount
	​
	Percent
	​
	​
	Amount
	​
	Percent
	​

	Washington
	​
	$
	24,331
	​
	35.9
	%
	​
	$
	102,981
	​
	32.7
	%

	Oregon
	​
	​
	13,832
	 
	20.4
	​
	​
	​
	73,110
	 
	23.2
	​

	California
	​
	 
	10,888
	​
	16.1
	 
	​
	​
	59,175
	​
	18.8
	​

	Idaho
	​
	 
	5,799
	​
	8.6
	 
	​
	​
	22,744
	​
	7.2
	​

	Colorado
	​
	 
	2,287
	​
	3.4
	 
	​
	​
	14,584
	​
	4.6
	​

	Arizona
	​
	​
	1,659
	​
	2.4
	​
	​
	​
	5,029
	​
	1.6
	​

	Nevada
	​
	​
	1,184
	​
	1.8
	​
	​
	​
	4,869
	​
	1.5
	​

	Minnesota
	​
	​
	5,569
	​
	8.2
	​
	​
	​
	28,503
	​
	9.1
	​

	Texas
	​
	​
	301
	​
	0.4
	​
	​
	​
	572
	​
	0.2
	​

	Utah
	​
	​
	1,238
	​
	1.8
	​
	​
	​
	2,674
	​
	0.9
	​

	Massachusetts
	​
	​
	92
	​
	0.1
	​
	​
	​
	137
	​
	—
	​

	Montana
	​
	​
	584
	​
	0.9
	​
	​
	​
	577
	​
	0.2
	​

	Total fixture secured loans
	​
	$
	67,764
	​
	100.0
	%
	​
	$
	314,955
	​
	100.0
	%


​
The Company originates one-to-four-family residential mortgage loans through referrals from real estate agents, financial planners, builders, and from existing customers. Retail banking customers are also an important source of the Company’s loan originations. The Company originated $111.0 million of one-to-four-family loans which includes loans held for sale, loans held for investment, and fixed seconds in addition to loans brokered to other institutions of $3.2 million through the home lending segment during the three months ended March 31, 2023, of which $77.3 million were sold to investors. Of the loans sold to investors, $39.4 million were sold to the FNMA, FHLMC, FHLB, and/or GNMA with servicing rights retained for the purpose of further developing these customer relationships. At March 31, 2023, one-to-four-family residential mortgage loans held for investment, which excludes loans held for sale of $23.3 million, totaled $501.1 million, or 21.5%, of the total gross loan portfolio.
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For the three months ended March 31, 2023, one-to-four-family loan originations and refinancing activity decreased as a result of increased market interest rates, compared to the same period in the prior year when home refinancing was stronger due to the low market interest rates resulting from the response to COVID-19.  Residential construction and development lending, while not as common as other loan origination options like one-to-four-family loans, will continue to be an important element in our total loan portfolio, and we will continue to take a disciplined approach by concentrating our efforts on loans to builders and developers in our market areas known to us. These short-term loans typically mature in six to 18 months. In addition, the funding is usually not fully disbursed at origination, thereby reducing our net loans receivable in the short term. 
The Company is significantly affected by prevailing economic conditions, as well as government policies and regulations concerning, among other things, monetary and fiscal affairs. Deposit flows are influenced by a number of factors, including interest rates paid on time deposits, other investments, account maturities, and the overall level of personal income and savings. Lending activities are influenced by the demand for funds, the number and quality of lenders, and regional economic cycles. Sources of funds for lending activities include primarily deposits, including brokered deposits, borrowings, payments on loans, and income provided from operations.
The Company’s earnings are primarily dependent upon net interest income, the difference between interest income and interest expense. Interest income is a function of the balances of loans and investments outstanding during a given period and the yield earned on these loans and investments. Interest expense is a function of the amount of deposits and borrowings outstanding during the same period and interest rates paid on these deposits and borrowings. 
The Company’s earnings are also significantly affected by fee income from mortgage banking activities, the provision for (recovery of) credit losses on loans, service charges and fees, gains from sales of assets, operating expenses and income taxes.  The Company recorded a provision for credit losses on loans of $2.4 million for the three months ended March 31, 2023, compared to $852,000 for the same period one year ago, primarily due to loan growth and the acquired loans from the Branch Purchase.
Critical Accounting Estimates
We prepare our consolidated financial statements in accordance with GAAP. In doing so, we have to make estimates and assumptions. Our critical accounting estimates are those estimates that involve a significant level of uncertainty at the time the estimate was made, and changes in the estimate that are reasonably likely to occur from period to period, or use of different estimates that we reasonably could have used in the current period, would have a material impact on our financial condition or results of operations.  Accordingly, actual results could differ materially from our estimates. We base our estimates on past experience and other assumptions that we believe are reasonable under the circumstances, and we evaluate these estimates on an ongoing basis. Management believes that its critical accounting policies include the following:
Allowance for Credit Losses on Held-to-Maturity Securities. Management measures expected credit losses on held-to-maturity securities by individual security. Accrued interest receivable on held-to-maturity debt securities is excluded from the estimate of credit losses. The estimate of expected credit losses considers credit ratings and historical credit loss information that is adjusted for current conditions and reasonable and supportable forecasts. 
The held-to-maturity portfolio consists entirely of corporate securities. Securities are generally rated BBB- or higher. Securities are analyzed individually to establish a reserve. 
Allowance for Credit Losses on Available-for-Sale Securities. For available-for-sale securities in an unrealized loss position, management first assesses whether it intends to sell, or is more likely than not to be required to sell, the security before recovery of its amortized cost basis. If either of the criteria regarding intent or requirement to sell is met, the security’s amortized cost basis is written down to fair value through income. For debt securities available-for-sale that do not meet the aforementioned criteria, the Company evaluates whether the decline in fair value has resulted from credit losses or other factors. In making this assessment, management considers the extent to which fair value is less than amortized cost, any changes to the rating of the security by a rating agency, and adverse conditions specifically related to the security, among other factors. If this assessment indicates that a credit loss exists, the present value of cash flows expected to be collected from the security are compared to the amortized cost basis of the security. If the present value of 
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cash flows expected to be collected is less than the amortized cost basis, a credit loss exists and an ACL is recorded, limited by the amount that the fair value is less than the amortized cost basis.  
Changes in the ACL are recorded as a provision for (or reversal of) credit loss expense. Losses are charged against the allowance when management believes the uncollectibility of an available-for-sale security is confirmed or when either of the criteria regarding intent or requirement to sell is met. Accrued interest receivable on available-for-sale debt securities is not included in the estimate of credit losses. 
Allowance for Credit Losses on Loans. The ACL for loans is a valuation account that is deducted from the loans’ amortized cost basis to present the net amount expected to be collected on the loans. Loans are charged off against the allowance when management believes the uncollectibility of a loan balance is confirmed and recoveries are credited to the allowance when received. In the case of recoveries, amounts may not exceed the aggregate of amounts previously charged off. 
Management utilizes relevant available information, from internal and external sources, relating to past events, current conditions, historical loss experience, and reasonable and supportable forecasts. The lookback period in the analysis includes historical data from 2009 to present. Adjustments to historical loss information are made when management determines historical data is not likely reflective of the current portfolio such as limited data sets or lack of default or loss history. Management may selectively apply external market data to subjectively adjust the Company’s own loss history including index or peer data. Accrued interest receivable is excluded from the estimate of credit losses for loans. 
Collective Assessment. The ACL for loans is measured on a collective cohort basis when similar risk characteristics exist. Generally, collectively assessed loans are grouped by call report code and then risk-grade grouping. Risk grade is grouped within each call report code by pass, watch, special mention, substandard, and doubtful. Other loan types are separated into their own cohorts due to specific risk characteristics for that pool of loans.  
The Company has elected a non-discounted cash flow methodology with probability of default (“PD”) and loss given default (“LGD”) for all call report code cohorts (“cohorts”), with the exception of the indirect and marine portfolios which are evaluated under a vintage methodology. The vintage methodology measures the expected loss calculation for future periods based on historical performance by the origination period of loans with similar life cycles and risk characteristics. Guaranteed portions of loans are measured with zero risk due to cash collateral and full guaranty. 
The PD calculation looks at the historical loan portfolio at particular points in time (each month during the lookback period) to determine the probability that loans in a certain cohort will default over the next 12-month period. A default is defined as a loan that has moved to past due 90 days and greater, nonaccrual status, or experienced a charge-off during the period. In cohorts where the Company’s historical data is insufficient due to a minimal amount of default activity or zero defaults, management uses index PDs comprised of rates derived from the PD experience of other community banks in place of the Company’s historical PDs. Additionally, management reviews all other cohorts to determine if index PDs should be used outside of these criteria.   
The LGD calculation looks at actual losses (net charge-offs) experienced over the entire lookback period for each cohort of loans. The aggregate loss amount is divided by the exposure at default to determine an LGD rate. All defaults (non-accrual, charge-off, or greater than 90 days past due) occurring during the lookback period are included in the denominator, whether a loss occurred or not and exposure at default is determined by the loan balance immediately preceding the default event (i.e., nonaccrual or charge-off). Due to very limited charge-off history, management uses index LGDs comprised of rates derived from the LGD experience of other community banks in place of the Company’s historical LGDs.  
The Company utilizes reasonable and supportable forecasts of future economic conditions when estimating the ACL for loans. The calculation includes a 12-month PD forecast based on the Company’s regression model comparing peer nonperforming loan ratios to the national unemployment rate. After the forecast period, PD rates revert on a straight-line basis back to long-term historical average rates over a 12-month period.  Due to very limited default history, management uses index PDs comprised of rates derived from the PD experience of other community banks in place of the Company’s historical PDs. 
The Company recognizes that all significant factors that affect the collectability of the loan portfolio must be considered to determine the estimated credit losses as of the evaluation date. Furthermore, the methodology, in and of itself and even 
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when selectively adjusted by comparison to market and peer data, does not provide a sufficient basis to determine the estimated credit losses. The Company adjusts the modeled historical losses by qualitative and environmental adjustments to incorporate all significant risks to form a sufficient basis to estimate the credit losses. 
Individual Assessment. Loans classified as nonaccrual, will be reviewed quarterly for potential individual assessment. Any loan classified as a nonaccrual that is not determined to need individual assessment will be evaluated collectively within its respective cohort. 
Where the primary and/or expected source of repayment of a specific loan is believed to be the future liquidation of available collateral, impairment will generally be measured based upon expected future collateral proceeds, net of disposition expenses including sales commissions as well as other costs potentially necessary to sell the asset(s) (i.e., past due taxes, liens, etc.). Estimates of future collateral proceeds will be based upon available appraisals, reference to recent valuations of comparable properties, use of consultants or other professionals with relevant market and/or property-specific knowledge, and any other sources of information believed appropriate by management under the specific circumstances. When appraisals are ordered to support the impairment analysis of an impaired loan, the appraisal is reviewed by the Company’s internal appraisal reviewer. 
Where the primary and/or expected source of repayment of a specific loan is believed to be the receipt of principal and interest payments from the borrower and/or the refinancing of the loan by another creditor, impairment will generally be measured based upon the present value of expected proceeds discounted at the contractual interest rate. Expected refinancing proceeds may be estimated from review of term sheets actually received by the borrower from other creditors and/or from the Company’s knowledge of terms generally available from other banks. 
Determining the Contractual Term. Expected credit losses are estimated over the contractual term of the loans, adjusted for expected prepayments when appropriate. The contractual term excludes expected extensions, renewals and modifications. Prepayment assumptions will be determined by analysis of historical behavior by loan cohort. 
Allowance for Credit Losses on Unfunded Commitments. The Company estimates expected credit losses over the contractual period in which the Company is exposed to credit risk via a contractual obligation to extend credit unless that obligation is unconditionally cancellable by the Company. The ACL for unfunded commitments is adjusted through a provision for credit loss expense. The estimate includes consideration of the likelihood that funding will occur and an estimate of expected credit losses on commitments expected to be funded over its estimated life. The estimate utilizes the same factors and assumptions as the ACL for loans and is applied at the same collective cohort level. 
Mortgage Servicing Rights. Servicing assets are recognized as separate assets when rights are acquired through the purchase or through the sale of financial assets. Generally, purchased servicing rights are capitalized at the cost to acquire the rights. For sales of mortgage loans, the value of MSR is capitalized during the month of sale. Fair value is based on market prices for comparable mortgage contracts, when available, or alternatively, is based on a valuation model that calculates the present value of estimated future net servicing income. The valuation model incorporates assumptions that market participants would use in estimating future net servicing income, such as the cost to service, the discount rate, the custodial earnings rate, an inflation rate, ancillary income, prepayment speeds, and default rates and losses. 
Servicing assets are evaluated quarterly for impairment based upon the fair value of the rights as compared to amortized cost. Impairment is determined by stratifying rights into tranches based on predominant characteristics, such as interest rate, loan type, and investor type. Impairment is recognized through a valuation allowance for an individual tranche, to the extent that fair value is less than the capitalized amount for the tranches. If the Company later determines that all or a portion of the impairment no longer exists for a particular tranche, a reduction of the allowance may be recorded as a recovery and an increase to income. Capitalized servicing rights are stated separately on the Consolidated Balance Sheets and are amortized into noninterest income in proportion to, and over the period of, the estimated future net servicing income of the underlying financial assets.
Derivatives and Hedging Activity. ASC 815, “Derivatives and Hedging,” requires that derivatives of the Company be recorded in the consolidated financial statements at fair value. Management considers its accounting policy for derivatives to be a critical accounting policy because these instruments have certain interest rate risk characteristics that change in value based upon changes in the capital markets. Fair values for derivative assets and liabilities are measured on a recurring 
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basis. The Company’s primary use of derivative instruments is related to the mortgage banking activities in the form of commitments to extend credit, commitments to sell loans, TBA mortgage-backed securities trades and option contracts to mitigate the risk of the commitments to extend credit. Estimates of the percentage of commitments to extend credit on loans to be held for sale that may not fund are based upon historical data and current market trends. The fair value adjustments of the derivatives are recorded on the Consolidated Statements of Income with offsets to other assets or other liabilities on the Consolidated Balance Sheets.
Derivative instruments not related to mortgage banking activities primarily relate to interest rate swap agreements accounted for as cash flow hedges and fair value hedges. To qualify for hedge accounting, derivatives must be highly effective at reducing the risk associated with the exposure being hedged and must be designated as a hedge at the inception of the derivative contract. If derivative instruments are designated as fair value hedges, and such hedges are highly effective, both the change in the fair value of the hedge and the hedged item are included in current earnings.  If derivative instruments are designated as cash flow hedges, fair value adjustments related to the effective portion are recorded in other comprehensive income and are reclassified to earnings when the hedged transaction is reflected in earnings. If derivative instruments are designated as cash flow hedges, fair value adjustments related to the effective portion are recorded in other comprehensive income and are reclassified to earnings when the hedged transaction is reflected in earnings. Ineffective portions of cash flow hedges are reflected in earnings as they occur. Actual cash receipts and/or payments and related accruals on derivatives related to hedges are recorded as adjustments to the interest income or interest expense associated with the hedged item. During the life of the hedge, the Company formally assesses whether derivatives designated as hedging instruments continue to be highly effective in offsetting changes in the fair value or cash flows of hedged items. If it is determined that a hedge has ceased to be highly effective, the Company will discontinue hedge accounting prospectively. At such time, previous adjustments to the carrying value of the hedged item are reversed into current earnings and the derivative instrument is reclassified to a trading position recorded at fair value. For derivatives not designated as hedges, changes in fair value are recognized in earnings, in noninterest income.
[bookmark: CD53792AA49AFA5B862575AA0015B514-idSL749]Fair Value. ASC 820, “Fair Value Measurements and Disclosures,” establishes a hierarchical disclosure framework associated with the level of pricing observability utilized in measuring financial instruments at fair value.  The degree of judgment utilized in measuring the fair value of financial instruments generally correlates to the level of pricing observability. Financial instruments with readily available active quoted prices or for which fair value can be measured from actively quoted prices generally will have a higher degree of pricing observability and a lesser degree of judgment utilized in measuring fair value.  Conversely, financial instruments rarely traded or not quoted will generally have little or no pricing observability and a higher degree of judgment utilized in measuring fair value.  Pricing observability is impacted by a number of factors, including the type of financial instrument, whether the financial instrument is new to the market and not yet established and the characteristics specific to the transaction.  The objective of a fair value measurement is to estimate the price at which an orderly transaction to sell the asset or to transfer the liability would take place between market participants at the measurement date under current market conditions (that is, an exit price at the measurement date from the perspective of a market participant that holds the asset or owes the liability).  For additional details, see “Note 11 – Fair Value Measurements” of the Notes to Consolidated Financial Statements included in Part I. Item 1 of this report.
Business Combinations and Goodwill. Pursuant to applicable accounting guidance, we recognize assets acquired, including identified intangible assets, and the liabilities assumed in acquisitions at their fair values as of the acquisition date, with the related transaction costs expensed in the period incurred. Determining the fair value of assets acquired and liabilities assumed often involves estimates based on internal or third-party valuations which include appraisals, discounted cash flow analysis, or other valuation techniques that may include estimates of attrition, inflation, asset growth rates, discount rates, credit risk, multiples of earnings, or other relevant factors. The determination of fair value may require us to make point-in-time estimates about discount rates, future expected cash flows, market conditions, and other future events that can be volatile in nature and challenging to assess. While we use the best estimates and assumptions to accurately value assets acquired and liabilities assumed at the acquisition date, the estimates are inherently uncertain and subject to refinement. 
​
The primary identifiable intangible asset we typically record in connection with a whole bank or bank branch acquisition is the value of the core deposit intangibles which represents the estimated value of the long-term deposit relationships acquired in the transaction. Determining the amount of identifiable intangible assets and their average lives involves multiple assumptions and estimates and is typically determined by performing a discounted cash flow analysis, which involves a combination of any or all of the following assumptions: customer attrition/runoff, alternative funding costs, 
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deposit servicing costs, and discount rates. The core deposit intangibles are amortized over the estimated useful lives of the deposit accounts based on a method that we believe reasonably approximates the anticipated benefit stream from this intangible. The estimated useful lives are periodically reviewed for reasonableness and have generally been estimated to have a life ranging from seven to ten years, with an accelerated rate of amortization. We review identifiable intangible assets for impairment whenever events or changes in circumstances indicate that the carrying value may not be recoverable. Our policy is that an impairment loss is recognized, equal to the difference between the asset’s carrying amount and its fair value, if the sum of the expected undiscounted future cash flows is less than the carrying amount of the asset. Estimating future cash flows involves the use of multiple estimates and assumptions, such as those listed above.  
The ACL for PCD assets is recognized within business combination accounting with no initial impact to net income. Changes in estimates of expected credit losses on PCD loans after acquisition are recognized as provision expense (or reversal of provision expense) in subsequent periods as they arise. The ACL for non-PCD assets is recognized as provision expense in the same reporting period as the business combination. Estimated loan losses for acquired loans are determined using methodologies and applying estimates and assumptions that were described previously in the Allowance for Credit Losses on Loans section. 
Non-PCD loans acquired are generally estimated at fair value using a discounted cash flow approach with assumptions of discount rate, remaining life, prepayments, probability of default, and loss given default. The actual cash flows on these loans could differ materially from the fair value estimates. The amount we record as the fair values for the loans is generally less than the contractual unpaid principal balance due from the borrowers, with the difference being referred to as the “discount” on the acquired loans. Discounts on acquired non-PCD loans are accreted to interest income over their estimated remaining lives, which may include prepayment estimates in certain circumstances. 
Similarly, premiums or discounts on acquired debt are accreted or amortized to interest expense over their remaining lives. Actual accretion or amortization of premiums and discounts from a business acquisition may differ materially from our estimates impacting our operating results. 
Goodwill arising from business combinations represents the excess of the purchase price over the sum of the estimated fair values of the tangible and identifiable intangible assets acquired less the estimated fair value of the liabilities assumed. Goodwill has an indefinite useful life and is evaluated for impairment annually or more frequently if events and circumstances indicate that the asset might be impaired. An impairment loss is recognized to the extent that the carrying amount exceeds the asset’s fair value. We believe that the accounting for goodwill also involves a higher degree of judgment than most other significant accounting policies. ASC 350–10 establishes standards for an impairment assessment of goodwill.  
At each reporting date between annual goodwill impairment tests, we consider potential indicators of impairment. Generally, absent potential impairment indicators, we perform an annual assessment of whether the events and circumstances resulted in it being more likely than not that the fair value of any reporting unit was less than its carrying value. Impairment indicators considered include the condition of the economy and banking industry; government intervention and regulatory updates; the impact of recent events to financial performance and cost factors of the reporting unit; performance of the Company's stock, and other relevant events.  
Income Taxes. Income taxes are reflected in the Company’s consolidated financial statements to show the tax effects of the operations and transactions reported in the consolidated financial statements and consist of taxes currently payable plus deferred taxes. ASC 740, “Accounting for Income Taxes,” requires the asset and liability approach for financial accounting and reporting for deferred income taxes. Deferred tax assets and liabilities result from temporary differences between the financial statement carrying amounts and the tax bases of assets and liabilities. They are reflected at currently enacted income tax rates applicable to the period in which the deferred tax assets or liabilities are expected to be realized or settled and are determined using the assets and liability method of accounting. The deferred income tax provision represents the difference between net deferred tax asset/liability at the beginning and end of the reported period. In formulating the deferred tax asset, the Company is required to estimate income and taxes in the jurisdiction in which the Company operates. This process involves estimating the actual current tax exposure for the reported period together with assessing temporary differences resulting from differing treatment of items, such as depreciation and the provision for credit losses, for tax and financial reporting purposes. 
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Deferred tax assets and liabilities occur when taxable income is larger or smaller than reported income on the income statements due to accounting valuation methods that differ from tax, as well as tax rate estimates and payments made quarterly and adjusted to actual at the end of the year.  Deferred tax assets and liabilities are temporary differences deductible or payable in future periods.  The Company had net deferred tax assets of $5.9 million and $6.7 million, at March 31, 2023 and December 31, 2022, respectively.
Comparison of Financial Condition at March 31, 2023 and December 31, 2022
Assets. Total assets increased $149.9 million to $2.78 billion at March 31, 2023, from $2.63 billion at December 31, 2022, primarily due to an increase in loans receivable, net of $108.8 million, approximately $60.1 million of which was acquired in the Branch Purchase as well as increases in CDI of $17.0 million, total cash and cash equivalents of $16.7 million, premises and equipment of $6.7 million and goodwill of $1.3 million as a result of the Branch Purchase.  In addition, loans held for sale increased $3.2 million and securities available-for-sale increased $3.1 million.  These increases were partially offset by decreases in FHLB stock of $6.7 million and other assets of $1.5 million. 
Loans receivable, net increased $108.8 million to $2.30 billion at March 31, 2023, from $2.19 billion at December 31, 2022 which included approximately $60.1 million in loans acquired in the Branch Purchase.. Total real estate loans increased $49.9 million, including increases in one-to-four-family loans of $31.6 million, multi-family loans of $12.5 million, commercial real estate loans of $5.7 million, and home equity loans of $5.2 million, partially offset by a decrease in construction and development loans of $5.1 million. Undisbursed construction and development loan commitments decreased $15.3 million to $186.4 million at March 31, 2023, as compared to $201.7 million at December 31, 2022. Consumer loans increased $37.1 million, primarily due to an increase of $35.7 million in indirect home improvement loans and $1.0 million in other consumer loans.  Commercial business loans increased $23.7 million, as a result of an increase in commercial and industrial lending of $26.9 million, partially offset by a decrease in warehouse lending of $3.2 million.  
Loans held for sale, consisting of one-to-four-family loans, increased by $3.2 million, to $23.3 million at March 31, 2023, from $20.1 million at December 31, 2022. The Company continues to invest in its home lending operations and strategically add production staff in the markets we serve.  
One-to-four-family loan originations for the three months ended March 31, 2023, included $73.1 million of loans originated for sale, $34.8 million of portfolio loans including first and second liens, and $3.2 million of loans brokered to other institutions.  
Originations of one-to-four-family loans to purchase and to refinance a home for the periods indicated were as follows: 
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	(Dollars in thousands)
	​
	For the Three Months Ended March 31,
	​
	​
	​
	​
	​
	​

	​
	​
	2023
	​
	​
	2022
	​
	​
	​
	​
	​
	​

	​
	    
	Amount
	    
	Percent
	    
	    
	Amount
	    
	Percent
	    
	    
	$ Change 
	    
	% Change 
	​

	Purchase
	​
	$
	102,489
	​
	92.3
	%
	​
	$
	152,950
	​
	62.4
	%
	​
	$
	(50,461)
	​
	(33.0)
	%

	Refinance
	​
	​
	8,535
	 
	7.7
	​
	​
	​
	92,164
	​
	37.6
	​
	​
	​
	(83,629)
	​
	(90.7)
	​

	Total
	​
	$
	111,024
	​
	100.0
	%
	​
	$
	245,114
	​
	100.0
	%
	​
	$
	(134,090)
	​
	(54.7)
	%


​
During the three months ended March 31, 2023, the Company sold $77.3 million of one-to-four-family loans compared to sales of $301.1 million for the same period one year ago.  Gross margin on home loan sales increased to 3.05% for the three months ended March 31, 2023, compared to 2.94% for the three months ended March 31, 2022.  Gross margin is defined as the margin on loans sold (cash sales) without the impact of deferred costs.
The ACL for loans was $29.9 million, or 1.29% of gross loans receivable, excluding loans held for sale at March 31, 2023, compared to $28.0 million, or 1.26% of gross loans receivable, excluding loans held for sale at December 31, 2022. The increase was primarily due to higher risks from economic uncertainty, the increase in loans, and increased reserves on individually evaluated nonaccrual loans. 
54
Table of Contents
Loans classified as substandard decreased $582,000 to $19.6 million at March 31, 2023, compared to $20.2 million at December 31, 2022. The decrease was primarily due to decreases of $593,000 in commercial real estate loans and $335,000 in one-to-four-family loans, partially offset by increases of $198,000 in indirect home improvement loans and $142,000 in marine loans. Nonperforming loans, consisting solely of nonaccruing loans 90 days or more past due, were unchanged at $8.7 million for both March 31, 2023 and December 31, 2022.  The ratio of nonperforming loans to total gross loans was 0.37% at March 31, 2023, compared to 0.39% at December 31, 2022. There was one OREO property in the amount of $570,000 at both March 31, 2023 and December 31, 2022. 
Liabilities. Total liabilities increased $139.8 million to $2.54 billion at March 31, 2023, from $2.40 billion at December 31, 2022, primarily due to an increase of $315.5 million in deposits, offset by a decrease of $179.0 million in borrowings. 
Total deposits increased $315.5 million to $2.44 billion at March 31, 2023, from $2.13 billion at December 31, 2022, due to the Branch Purchase in which we acquired approximately $424.9 million in deposits.  Certificates of deposit (“CDs”) increased $44.6 million to $774.4 million at March 31, 2023, from $729.8 million at December 31, 2022. Transactional accounts (noninterest-bearing checking, interest-bearing checking, and escrow accounts) increased $241.5 million to $930.8 million at March 31, 2023, from $689.3 million at December 31, 2022, due to increases of $181.9 million in noninterest-bearing checking, $48.8 million in interest-bearing checking, and $10.8 million in escrow accounts related to mortgages serviced.  Money market and savings accounts increased $29.4 million to $738.1 million at March 31, 2023, from $708.6 million at December 31, 2022. 
Deposits are summarized as follows at the dates indicated:
	​

	​

	​

	​

	​

	​

	​


	(Dollars in thousands)
	    
	March 31, 
	​
	December 31, 

	​
	​
	2023
	    
	2022

	Noninterest-bearing checking 
	​
	$
	719,856
	​
	$
	537,938

	Interest-bearing checking (1)
	​
	 
	183,888
	​
	 
	135,127

	Savings
	​
	 
	188,510
	​
	 
	134,358

	Money market (2)
	​
	 
	549,542
	​
	 
	574,290

	CDs less than $100,000 (3)
	​
	 
	409,236
	​
	 
	440,785

	CDs of $100,000 through $250,000
	​
	 
	270,476
	​
	 
	195,447

	CDs of $250,000 and over (4) 
	​
	 
	94,699
	​
	 
	93,560

	Escrow accounts related to mortgages serviced (5)
	​
	 
	27,066
	​
	 
	16,236

	Total
	​
	$
	2,443,273
	​
	$
	2,127,741


____________________________
	(1)
	Includes $2.6 million and $2.3 million of brokered deposits at March 31, 2023 and December 31, 2022, respectively.


	(2)
	Includes $50.3 million and $59.7 million of brokered deposits at March 31, 2023 and December 31, 2022, respectively.


	(3)
	Includes $266.1 million and $332.0 million of brokered CDs at March 31, 2023 and December 31, 2022, respectively.


	(4)
	CDs that meet or exceed the FDIC insurance limit.


	(5)
	Noninterest-bearing checking.


​
Borrowings comprised of FHLB advances decreased $179.0 million to $7.5 million at March 31, 2023, from $186.5 million at December 31, 2022, utilizing cash from the Branch Purchase.
Stockholders’ Equity. Total stockholders’ equity increased $10.1 million to $241.8 million at March 31, 2023, from $231.7 million at December 31, 2022. The increase in stockholders’ equity during the three months ended March 31, 2023, was primarily due to net income of $8.2 million, partially offset by dividends paid of $1.9 million.  In addition, stockholders’ equity was positively impacted by increased unrealized net gains in securities available-for-sale of $4.8 million, net of tax, reflecting changes in market interest rates during the period, partially offset by unrealized losses on fair value and cash flow hedges of $1.9 million, net of tax, resulting in a net $2.9 million increase in accumulated other comprehensive loss, net of tax. Book value per common share was $31.69 at March 31, 2023, compared to $30.42 at December 31, 2022.
We calculated book value per share at March 31, 2023 based on 7,631,018 common shares, which was the difference between the 7,743,283 reported common shares and 112,265 unvested restricted stock shares outstanding as of that date. We calculated book value per share at December 31, 2022, based on 7,617,655 common shares, which was the difference between the 7,736,185 reported common shares and 118,530 unvested restricted stock shares outstanding as of that date.
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Comparison of Results of Operations for the Three Months Ended March 31, 2023 and 2022
General. Net income was $8.2 million for the three months ended March 31, 2023, and $6.9 million for the three months ended March 31, 2022.  The increase in net income for the three months ended March 31, 2023, was primarily due to a $7.9 million, or 34.9%, increase in net interest income, partially offset by a $4.5 million increase in noninterest expense, a $1.1 million increase in provision for credit losses, a $657,000 decrease in noninterest income and a $419,000 increase in provision for income tax expense. 
Average Balances, Interest and Average Yields/Cost
The following table sets forth for the periods indicated, information regarding average balances of assets and liabilities, as well as the total dollar amounts of interest income from average interest-earning assets and interest expense on average interest-bearing liabilities, resultant yields, interest rate spread, net interest margin (otherwise known as net yield on interest-earning assets), and the ratio of average interest-earning assets to average interest-bearing liabilities. Also presented is the weighted average yield on interest-earning assets, rates paid on interest-bearing liabilities and the resultant spread at for the periods presented. Income and all average balances are monthly average balances. Nonaccruing loans have been included in the table as loans carrying a zero yield.  The yields on tax-exempt municipal bonds have not been computed on a tax equivalent basis.
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	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	(Dollars in thousands)
	​
	For the Three Months Ended
	​
	For the Three Months Ended

	​
	    
	March 31, 2023
	    
	March 31, 2022

	Average Balances
	    
	Average Balance Outstanding
	​
	Interest Earned/ Paid
	​
	Yield/ Rate
	    
	Average Balance Outstanding
	    
	Interest Earned/ Paid
	    
	Yield/ Rate

	ASSETS
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Loans receivable, net and loans held for sale (1) (2)
	 
	$
	2,292,364
	 
	$
	35,992
	​
	6.37%
	​
	$
	1,834,443
	​
	$
	23,047
	​
	5.10%

	Taxable mortgage-backed securities
	​
	​
	81,796
	​
	​
	345
	​
	1.71%
	​
	​
	91,678
	​
	​
	446
	​
	1.97%

	Taxable AFS investment securities
	​
	 
	59,037
	​
	 
	743
	​
	5.10%
	​
	 
	60,422
	​
	​
	321
	​
	2.15%

	Tax-exempt AFS investment securities
	​
	​
	129,843
	​
	​
	635
	​
	1.98%
	​
	​
	126,508
	​
	​
	587
	​
	1.88%

	Taxable HTM investment securities
	​
	​
	8,500
	​
	​
	108
	​
	5.15%
	​
	​
	7,500
	​
	​
	95
	​
	5.14%

	FHLB stock
	​
	 
	6,335
	​
	 
	97
	​
	6.21%
	​
	 
	4,302
	​
	​
	45
	​
	4.24%

	Interest-bearing deposits at other financial institutions
	​
	 
	69,664
	​
	 
	692
	​
	4.03%
	​
	 
	48,672
	​
	​
	85
	​
	0.71%

	Total interest-earning assets 
	​
	 
	2,647,539
	​
	​
	38,612
	​
	5.91%
	​
	 
	2,173,525
	​
	​
	24,626
	​
	4.59%

	Noninterest-earning assets 
	​
	 
	94,486
	 
	 
	​
	​
	​
	​
	 
	96,746
	​
	​
	​
	​
	​

	Total assets
	 
	$
	2,742,025
	​
	​
	​
	​
	​
	​
	$
	2,270,271
	​
	​
	​
	​
	​

	LIABILITIES AND STOCKHOLDERS' EQUITY
	​
	​
	​
	 
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​
	​

	Savings and money market
	​
	$
	692,841
	​
	$
	1,198
	​
	0.70%
	​
	$
	738,597
	​
	$
	383
	​
	0.21%

	Interest-bearing checking
	​
	​
	145,434
	​
	​
	98
	​
	0.27%
	​
	​
	230,956
	​
	​
	161
	​
	0.28%

	Certificates of deposit 
	 
	​
	849,762
	​
	​
	5,328
	​
	2.54%
	​
	​
	354,722
	​
	​
	741
	​
	0.85%

	Borrowings
	​
	 
	79,339
	​
	 
	841
	​
	4.30%
	​
	 
	31,006
	​
	​
	133
	​
	1.74%

	Subordinated notes
	​
	 
	49,467
	​
	 
	485
	​
	3.98%
	​
	 
	49,400
	​
	​
	486
	​
	3.99%

	Total interest-bearing liabilities
	​
	 
	1,816,843
	​
	 
	7,950
	​
	1.77%
	​
	 
	1,404,681
	​
	​
	1,904
	​
	0.55%

	Noninterest-bearing accounts
	​
	 
	620,071
	​
	 
	​
	​
	​
	​
	 
	582,913
	​
	​
	​
	​
	​

	Other noninterest-bearing liabilities
	​
	 
	34,434
	​
	 
	​
	​
	​
	​
	 
	31,355
	​
	​
	​
	​
	​

	Stockholders’ equity
	​
	 
	270,677
	​
	 
	​
	​
	​
	​
	 
	251,322
	​
	​
	​
	​
	​

	Total liabilities and stockholders’ equity
	​
	$
	2,742,025
	​
	​
	​
	​
	​
	​
	$
	2,270,271
	​
	​
	​
	​
	​

	Net interest income
	​
	​
	​
	​
	$
	30,662
	​
	​
	​
	​
	​
	​
	$
	22,722
	​
	​

	Net interest rate spread
	​
	​
	​
	​
	​
	​
	​
	4.14%
	​
	​
	​
	​
	​
	​
	​
	4.05%

	Net earning assets
	​
	$
	830,696
	​
	 
	​
	​
	​
	​
	$
	768,844
	​
	​
	​
	​
	​

	Net interest margin
	​
	​
	​
	​
	 
	​
	​
	4.70%
	​
	​
	​
	​
	​
	​
	​
	4.24%

	Average interest-earning assets to average interest-bearing liabilities
	 
	​
	145.72%
	 
	​
	​
	​
	​
	​
	​
	154.73%
	​
	​
	​
	​
	​


_____________________________
	(1)
	The average loans receivable, net balances include nonaccrual loans.


	(2)
	Includes net deferred fee recognition of $1.8 million and $2.1 million for the three months ended March 31, 2023 and 2022, respectively.


Net Interest Income. Net interest income increased $7.9 million to $30.7 million for the three months ended March 31, 2023, from $22.7 million for the three months ended March 31, 2022. This increase was primarily the result of an increase in loans and variable rate interest-earning assets repricing higher following recent increases in market interest rates. Interest income increased $14.0 million, primarily due to an increase of $12.9 million in interest income on loans receivable, including fees, impacted primarily by loan growth.  Interest expense increased $6.0 million, primarily as a result of higher interest rates. 
Net interest margin (“NIM”) increased 46 basis points to 4.70% for the three months ended March 31, 2023, from 4.24% for the same quarter in the prior year.  The increase in NIM reflects new loan originations at higher interest rates and variable rate interest-earning assets repricing higher following recent increases in market interest rates.  The benefit of the higher rates and increase in interest earning assets was partially offset by rising deposit and borrowing costs.  Increases in average balances of higher costing CDs and borrowings placed additional pressure on NIM.
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Interest Income. Interest income for the three months ended March 31, 2023, increased $14.0 million, to $38.6 million, from $24.6 million for the three months ended March 31, 2022. The increase during the period was primarily attributable to the $474.0 million increase in the average balance of total interest-earning assets and the 132 basis point increase in the average yield of total interest-earning assets.
The following table compares average interest-earning asset balances, associated yields, and resulting changes in interest income for the three months ended March 31, 2023 and 2022:
​
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	(Dollars in thousands)
	​
	Three Months Ended March 31, 

	​
	​
	2023
	​
	2022
	​
	​

	​
	​
	Average
	​
	​
	​
	Average
	​
	​
	​
	$ Change

	​
	​
	Balance
	​
	Yield/
	​
	Balance
	​
	Yield/
	​
	in Interest

	​
	​
	Outstanding
	​
	Rate
	​
	Outstanding
	​
	Rate
	​
	Income

	Loans receivable, net and loans held for sale (1) 
	    
	$
	2,292,364
	    
	6.37
	%  
	$
	1,834,443
	    
	5.10
	%  
	$
	12,945

	Taxable mortgage-backed securities
	​
	 
	81,796
	 
	1.71
	​
	 
	91,678
	 
	1.97
	​
	 
	(101)

	Taxable AFS investment securities
	​
	 
	59,037
	 
	5.10
	​
	 
	60,422
	 
	2.15
	​
	 
	422

	Tax-exempt AFS investment securities
	​
	​
	129,843
	​
	1.98
	​
	​
	126,508
	​
	1.88
	​
	​
	48

	Taxable HTM investment securities
	​
	​
	8,500
	​
	5.15
	​
	​
	7,500
	​
	5.14
	​
	​
	13

	FHLB stock
	​
	 
	6,335
	 
	6.21
	​
	 
	4,302
	 
	4.24
	​
	 
	52

	Interest-bearing deposits at other financial institutions
	​
	 
	69,664
	 
	4.03
	​
	 
	48,672
	 
	0.71
	​
	 
	607

	Total interest-earning assets
	​
	$
	2,647,539
	 
	5.91
	%  
	$
	2,173,525
	 
	4.59
	%  
	$
	13,986


___________________________
	(1)
	The average loans receivable, net balances include nonaccrual loans.


Interest Expense. Interest expense increased $6.0 million to $8.0 million for the three months ended March 31, 2023, from $1.9 million for the same prior year quarter, primarily due to an increase of interest expense on deposits of $5.3 million and on borrowings of $708,000. The average cost of funds for total interest-bearing liabilities increased 122 basis points to 1.77% for the three months ended March 31, 2023, from 0.55% for the three months ended March 31, 2022. The increase in interest expense was predominantly due to the increase in cost for market rate deposits and the increase in the average balance of borrowings.  The average cost of total interest-bearing deposits increased 120 basis points to 1.59%, for the three months ended March 31, 2023, compared to 0.39%, for the three months ended March 31, 2022. The average cost of funds, including noninterest-bearing checking, increased 93 basis points to 1.32% for the three months ended March 31, 2023, from 0.39% for the three months ended March 31, 2022.
The following table details average balances for cost of funds on interest-bearing liabilities and the change in interest expense for the three months ended March 31, 2023 and 2022:
	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	(Dollars in thousands)
	​
	Three Months Ended March 31, 

	​
	​
	2023
	​
	2022
	​
	​

	​
	    
	Average
	    
	​
	    
	Average
	    
	​
	    
	$ Change

	​
	​
	Balance
	​
	Yield/
	​
	Balance
	​
	Yield/
	​
	in Interest

	​
	​
	Outstanding
	​
	Rate
	​
	Outstanding
	​
	Rate
	​
	Expense

	Savings and money market
	​
	$
	692,841
	 
	0.70
	%  
	$
	738,597
	 
	0.21
	%  
	$
	815

	Interest-bearing checking
	​
	 
	145,434
	 
	0.27
	​
	 
	230,956
	 
	0.28
	​
	 
	(63)

	Certificates of deposit 
	​
	 
	849,762
	 
	2.54
	​
	 
	354,722
	 
	0.85
	​
	 
	4,587

	Borrowings 
	​
	 
	79,339
	 
	4.30
	​
	 
	31,006
	 
	1.74
	​
	 
	708

	Subordinated note
	​
	 
	49,467
	 
	3.98
	​
	 
	49,400
	 
	3.99
	​
	 
	(1)

	Total interest-bearing liabilities
	​
	$
	1,816,843
	 
	1.77
	%  
	$
	1,404,681
	 
	0.55
	%  
	$
	6,046


​
Provision for Credit Losses. For the three months ended March 31, 2023, the provision for credit losses on loans was $2.4 million, compared to $852,000 for the three months ended March 31, 2022. The provision for credit losses on loans reflects the increase in total loans receivable and increased reserves on individually evaluated nonaccrual loans. For the three months ended March 31, 2023, the Company recorded a reversal of the provision for credit losses on unfunded loan commitments of $249,000, compared to a provision for credit losses on unfunded loan commitments of $191,000 for the 
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three months ended March 31, 2022, as a result of a decrease in total unfunded commitments during current quarter compared to the comparable quarter last year.  
During the three months ended March 31, 2023, net loan charge-offs totaled $410,000, compared to $263,000 during the three months ended March 31, 2022.  The increase was primarily due to increases in net charge-offs of $109,000 in indirect home improvement loans and $44,000 in marine loans.  A further decline in national and local economic conditions, as a result the effects of inflation, a potential recession or slowed economic growth, among other economic factors, could result in a material increase in the ACL for loans and may adversely affect the Company’s financial condition and result of operations.
Noninterest Income. Noninterest income decreased $657,000, to $5.2 million for the three months ended March 31, 2023, from $5.9 million for the three months ended March 31, 2022. The decrease reflects a $2.4 million decrease in gain on sale of loans due primarily to a reduction in origination and sales volume of loans held for sale and a reduction in the gross margin of sold loans, partially offset by an increase of $1.6 million in service charges and fee income primarily as a result of less amortization of mortgage servicing rights reflecting increased market interest rates and increased servicing fees from non-portfolio serviced loans.  Gross margin on home loan sales increased to 3.05% for the three months ended March 31, 2023, from 2.94% for the three months ended March 31, 2022. 
Noninterest Expense. Noninterest expense increased $4.5 million to $23.5 million for the three months ended March 31, 2023, from $19.1 million for the three months ended March 31, 2022. The increase was primarily a result of a $1.9 million increase in salaries and benefits, partially attributable to an increase in full-time employees.  Other increases included $1.5 million in acquisition costs due to the Branch Purchase, $423,000 in FDIC insurance due to asset growth and an increase in assessment rates, $297,000 in occupancy expense, and $286,000 in amortization of CDI, partially offset by a $315,000 decrease in professional and board fees.  
The efficiency ratio, which is noninterest expense as a percentage of net interest income and noninterest income, improved slightly to 65.56% for the three months ended March 31, 2023, compared to 66.67% for the three months ended March 31, 2022, primarily representing the increase in loans receivable interest income, due to higher loan interest rates, partially offset by higher costs of deposits and borrowings.
Provision for Income Tax. For the three months ended March 31, 2023, the Company recorded a provision for income tax expense of $2.0 million as compared to $1.6 million for the three months ended March 31, 2022. The increase in the income tax provision was primarily due to a $1.8 million increase in pre-tax income during the three months ended March 31, 2023, as compared to the same quarter last year.  The effective corporate income tax rates for the three months ended March 31, 2023 and 2022 were 19.8% and 19.1%, respectively.  The increase in the effective corporate income tax rate was attributable to a decrease in nontaxable income between periods.
Liquidity
Management maintains a liquidity position that it believes will adequately provide funding for loan demand and deposit runoff that may occur in the normal course of business. The Company relies on a number of different sources in order to meet potential liquidity demands. The primary sources are increases in deposit accounts, FHLB advances, purchases of federal funds, sale of securities available-for-sale, cash flows from loan payments, sales of one-to-four-family loans held for sale, and maturing securities. While the maturities and the scheduled amortization of loans are a predictable source of funds, deposit flows and mortgage prepayments are greatly influenced by general interest rates, economic conditions and competition.
The Bank must maintain an adequate level of liquidity to ensure the availability of sufficient funds to fund its operations.  The Bank generally maintains sufficient cash and short-term investments to meet short-term liquidity needs. At March 31, 2023, the Bank’s total borrowing capacity was $641.4 million with the FHLB of Des Moines, with unused borrowing capacity of $633.5 million. The FHLB borrowing limit is based on certain categories of loans, primarily real estate loans that qualify as collateral for FHLB advances. At March 31, 2023, the Bank held approximately $944.3 million in loans that qualify as collateral for FHLB advances. 
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In addition to the availability of liquidity from the FHLB of Des Moines, the Bank maintained a short-term borrowing line with the FRB, with a current limit of $213.3 million, and a combined credit limit of $101.0 million in written federal funds lines of credit through correspondent banking relationships at March 31, 2023. The FRB borrowing limit is based on certain categories of loans, primarily consumer loans that qualify as collateral for FRB line of credit.  At March 31, 2023, the Bank held approximately $598.0 million in loans that qualify as collateral for the FRB line of credit.  Additionally, securities with a carrying value of $80.1 million were pledged primarily to provide contingent liquidity through the Bank Term Funding Program at the Federal Reserve Bank at March 31, 2023, with a current limit of $91.7 million.  Subject to market conditions, we expect to utilize these borrowing facilities from time to time in the future to fund loan originations and deposit withdrawals, to satisfy other financial commitments, repay maturing debt and to take advantage of investment opportunities to the extent feasible.
The Bank’s Asset and Liability Management Policy permits management to utilize brokered deposits up to 20% of deposits or $490.3 million at March 31, 2023. Total brokered deposits at March 31, 2023 were $319.0 million. Management utilizes brokered deposits to mitigate interest rate risk and to enhance liquidity when appropriate.
Liquidity management is both a daily and long-term function of the Company’s management.  Excess liquidity is generally invested in short-term investments, such as overnight deposits and federal funds. On a longer-term basis, a strategy is maintained of investing in various lending products and investment securities, including U.S. Government obligations and U.S. agency securities. The Company uses sources of funds primarily to meet ongoing commitments, pay maturing deposits, fund withdrawals, and to fund loan commitments. At March 31, 2023, outstanding loan commitments, including unused lines of credit totaled $604.4 million.  The Company purchased no securities during the three months ended March 31, 2023. Securities purchased during the three months ended March 31, 2022 totaled $16.8 million. Securities repayments, maturities and sales in those quarters were $2.5 million and $3.3 million, respectively. 
The Bank’s liquidity is also affected by the volume of loans sold and loan principal payments.  During the three months  ended March 31, 2023 and 2022, the Bank sold $77.3 million and $301.1 million in loans and loan participation interests, respectively.  
The Bank’s liquidity has been positively impacted by increases in deposit levels. Total deposits increased $315.5 million during the three months ended March 31, 2023 primarily driven by the Branch Purchase with remaining assumed deposits of $382.1 million and growth in CDs. CDs scheduled to mature in three months or less at March 31, 2023, totaled $193.7 million. It is management’s policy to offer deposit rates that are competitive with other local financial institutions. Based on this strategy, management believes that a majority of maturing relationship deposits will remain with the Bank.  Excess liquidity from the Branch Purchase was used to repay borrowings.
For the remainder of 2023, we project that fixed commitments will include $1.4 million of operating lease payments and $6.4 million of scheduled payments and maturities of FHLB advances.  For information regarding our operating leases, see “Note 7 – Leases” of the Notes to Consolidated Financial Statements included in this report.
As a separate legal entity from the Bank, FS Bancorp, Inc. must provide for its own liquidity. In addition to its own operating expenses (many of which are paid to the Bank), FS Bancorp is responsible for paying for any stock repurchases, dividends declared to its stockholders, interest and principal on outstanding debt, and other general corporate expenses. Sources of capital and liquidity for FS Bancorp include distributions from the Bank and the issuance of debt or equity securities. 
Dividends and other capital distributions from the Bank are subject to regulatory notice and certain restrictions. The Company currently expects to continue the current practice of paying quarterly cash dividends on common stock subject to the Board of Directors' discretion to modify or terminate this practice at any time and for any reason without prior notice. Our current quarterly common stock dividend rate is $0.25 per share, which we believe is a dividend rate per share which enables us to balance our multiple objectives of managing and investing in the Bank, and returning a substantial portion of our cash to our shareholders. Assuming continued payment during 2023 at this rate of $0.25 per share, our total dividends paid each quarter would be approximately $1.9 million based on the number of the current outstanding shares as  of March 31, 2023.
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Under FS Bancorp’s current stock repurchase program, approximately $920,000 remained available for future repurchases as of March 31, 2023.  The current stock repurchase program is set to expire on June 30, 2023.  The actual timing, number and value of shares repurchased under the share repurchase program will depend on a number of factors including constraints specified pursuant to any trading plan that may be adopted in accordance with Rule 10b5-1 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), price, general business and market conditions, and alternative investment opportunities.  The share repurchase program does not obligate FS Bancorp to acquire any specific number of shares in any period, and may be expanded, extended, modified or discontinued at any time.  See “Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities” continued in Item 2, Part II of this Form 10-Q for additional information relating to stock repurchases.
At March 31, 2023, FS Bancorp had $8.0 million in unrestricted cash to meet liquidity needs.
Capital Resources
The Bank is subject to minimum capital requirements imposed by the FDIC.  Based on its capital levels at March 31, 2023, the Bank exceeded these requirements as of that date. Consistent with our goals to operate a sound and profitable organization, our policy is for the Bank to maintain a well capitalized status under the capital categories of the FDIC. Based on capital levels at March 31, 2023, the Bank was considered to be well capitalized.  At March 31, 2023, the Bank exceeded all regulatory capital requirements with Tier 1 leverage-based capital, Tier 1 risk-based capital, total risk-based capital, and common equity Tier 1 capital ratios of 10.4%, 11.4%, 12.7%, and 11.4%, respectively. 
[bookmark: capitalrequirements_246761]As a bank holding company registered with the Federal Reserve, the Company is subject to the capital adequacy requirements of the Federal Reserve.  Bank holding companies with less than $3.0 billion in assets are generally not subject to compliance with the Federal Reserve’s capital regulations, which are generally the same as the capital regulations applicable to the Bank. The Federal Reserve has a policy that a bank holding company is required to serve as a source of financial and managerial strength to the holding company’s subsidiary bank and the Federal Reserve expects the holding company’s subsidiary bank to be well capitalized under the prompt corrective action regulations.  If FS Bancorp were subject to regulatory capital guidelines for bank holding companies with $3.0 billion or more in assets at March 31, 2023, FS Bancorp would have exceeded all regulatory capital requirements. For informational purposes, the regulatory capital ratios calculated for FS Bancorp at March 31, 2023 were 8.9% for Tier 1 leverage-based capital, 9.7% for Tier 1 risk-based capital, 13.0% for total risk-based capital, and 9.7% for CET 1 capital ratio. For additional information regarding regulatory capital compliance, see the discussion included in “Note 14 – Regulatory Capital” to the Notes to Consolidated Financial Statements included in Part I. Item 1 of this report. 
[bookmark: Item3QuantitativeandQualitativeDisclosur][bookmark: _8f850f8e_ab94_4e04_aef1_08885fb68379]Item 3.  Quantitative and Qualitative Disclosures About Market Risk
There have been no material changes in the market risk disclosures contained in FS Bancorp’s Annual Report on Form 10-K for the fiscal year ended December 31, 2022. 
[bookmark: Item4ControlsandProcedures_376533][bookmark: _2066b39b_c644_435c_9cb0_60d1b97c6a87]Item 4.  Controls and Procedures
(a)Evaluation of Disclosure Controls and Procedures
An evaluation of the disclosure controls and procedures as defined in Rule 13a-15(e) of the Exchange Act was carried out as of March 31, 2023 under the supervision and with the participation of the Company’s Chief Executive Officer (“CEO”) and Chief Financial Officer (“CFO”) and several other members of the Company’s senior management. In designing and evaluating the Company’s disclosure controls and procedures, management recognized that disclosure controls and procedures, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the disclosure controls and procedures are met. Additionally, in designing disclosure controls and procedures, management necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible disclosure controls and procedures. The design of any disclosure controls and procedures also is based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential future conditions. 
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The Company’s CEO and CFO concluded that based on their evaluation at March 31, 2023, the Company’s disclosure controls and procedures were effective in ensuring that information we are required to disclose in the reports we file or submit under the Exchange Act is (1) recorded, processed, summarized, and reported within the time periods specified in the SEC’s rules and forms, and (2) accumulated and communicated to FS Bancorp management, including its CEO and CFO, as appropriate to allow timely decisions regarding required disclosure, specified in the SEC’s rules and forms.
(b)Changes in Internal Controls
There were no significant changes in the Company’s internal control over financial reporting that occurred during the three months ended March 31, 2023, that have materially affected or are reasonably likely to materially affect our internal control over financial reporting. The Company does not expect that its disclosure controls and procedures and internal control over financial reporting will prevent all error and all fraud. A control procedure, no matter how well conceived and operated, can provide only reasonable, not absolute assurance that the objectives of the control procedure are met. Because of the inherent limitations in all control procedures, no evaluation of controls can provide absolute assurance that all control issues and instances of fraud, if any, within the Company have been detected. These inherent limitations include the realities that judgments in decision-making can be faulty, and that breakdowns can occur because of simple error or mistake.  Additionally, controls may be circumvented by the individual acts of some persons, by collusion of two or more people, or by override of the control. The design of any control procedure is also based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential future conditions; over time, controls may become inadequate because of changes in conditions, or the degree of compliance with the policies or procedures may deteriorate. Because of the inherent limitations in a cost-effective control procedure, misstatements due to error or fraud may occur and not be detected. 
[bookmark: PARTII_Otherinformation][bookmark: _791d9fd8_14b0_4df8_84c1_9b3bce5cf8ae]PART II. OTHER INFORMATION
[bookmark: Item1LegalProceedings_188172]Item 1.  Legal Proceedings
In the normal course of business, the Company occasionally becomes involved in various legal proceedings. In the opinion of management, any liability from such proceedings would not have a material adverse effect on the business or financial condition of the Company.
[bookmark: Item1ARiskFactors_874277][bookmark: _5aa712ce_2e0a_4ee2_96b4_928f444cedf2]Item 1A.  Risk Factors
There have been no material changes in the Risk Factors previously disclosed in FS Bancorp’s Annual Report on Form 10-K for the fiscal year ended December 31, 2022.
[bookmark: Item2UnregisteredSalesofEquitySecurities][bookmark: _8ddc8d3d_89c1_4887_a81d_146170ab72ac]Item 2.  Unregistered Sales of Equity Securities and Use of Proceeds
	(a)
	Not applicable


	(b)
	Not applicable
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	(c)
	The following table summarizes common stock repurchases during the three months ended March 31, 2023:


	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​

	​


	​
	​
	​
	​
	​
	​
	​
	​
	Maximum
	​

	​
	​
	​
	​
	​
	​
	Total Number
	​
	Dollar Value of
	​

	​
	​
	​
	​
	​
	​
	of Shares
	​
	Shares that 
	​

	​
	​
	​
	​
	Average
	​
	Repurchased as
	​
	May Yet Be
	​

	​
	​
	Total Number
	​
	Price
	​
	Part of Publicly
	​
	Repurchased
	​

	​
	​
	of Shares
	​
	Paid per
	​
	Announced
	​
	Under the
	​

	Period
	    
	Purchased 
	    
	Share 
	    
	Plan or Program
	    
	Plan or Program
	 

	January 1, 2023 - January 31, 2023 
	​
	—
	​
	$
	—
	​
	—
	​
	$
	—
	 

	February 1, 2023 - February 28, 2023 
	 
	440
	​
	 
	36.83
	 
	440
	 
	 
	919,598
	​

	March 1, 2023 - March 31, 2023 
	 
	—
	​
	 
	—
	 
	—
	 
	 
	—
	​

	Total for the quarter
	 
	440
	 
	$
	36.83
	 
	440
	 
	$
	919,598
	​


​
On April 6, 2022, the Company announced that its Board of Directors approved share repurchase program of up to $10.0 million of the Company’s common shares authorized and outstanding in addition to the then remaining $3.8 million common shares authorized and available for repurchase under the previous share repurchase plan.  Repurchases may be made under the current repurchase plan through June 30, 2023. The actual timing, number and value of shares repurchased under the share repurchase program will depend on a number of factors, including constraints specified pursuant to any trading plan that may be adopted in accordance with Rule 10b5-1 of the Exchange Act, price, general business and market conditions, and alternative investment opportunities.  The share repurchase program does not obligate the Company to acquire any specific number of shares in any period, and may be expanded, extended, modified or discontinued at any time.
[bookmark: Item3DefaultsUponSeniorSecurities_628892][bookmark: _4dee99ed_aeab_4d61_bdc0_07f545c201a7]Item 3.  Defaults Upon Senior Securities
Not applicable.
[bookmark: Item4MineSafetyDisclosures_965935][bookmark: _cdf5feea_45f8_4124_a5e1_0d08d09e0679]Item 4.  Mine Safety Disclosures
Not applicable.
[bookmark: Item5OtherInformation_988770][bookmark: _544f7b11_f65e_4e6d_a43a_8aa2066824c7]Item 5.  Other Information
Not applicable.
63
Table of Contents
[bookmark: Exhibits][bookmark: _55e3b708_71e6_4272_bd1f_f4673d63831b]Item 6.   Exhibits
	​
	​
	​

	3.1
	    
	Articles of Incorporation of FS Bancorp, Inc. (1)

	3.2
	​
	Bylaws of FS Bancorp, Inc. (2)

	4.1
	​
	Form of Common Stock Certificate of FS Bancorp, Inc. (1)

	4.2
	​
	Indenture dated February 10, 2021, by and between FS Bancorp, Inc. and U.S. Bank National Association, as trustee (3)

	4.3
	​
	Forms of 3.75 Fixed-to-Floating Rate Subordinated Notes due 2031 (included as Exhibit A-1 and Exhibit A-2 to the Indenture filed as Exhibit 4.2 hereto (3)

	10.1
	​
	Severance Agreement between 1st Security Bank of Washington and Joseph C. Adams (1)

	10.2
	​
	Form of Change of Control Agreement between 1st Security Bank of Washington and Matthew D. Mullet (1)

	10.3
	​
	FS Bancorp, Inc. 2013 Equity Incentive Plan (the “2013 Plan”) (4)

	10.4
	​
	Form of Incentive Stock Option Agreement under the 2013 Plan (4)

	10.5
	​
	Form of Non-Qualified Stock Option Agreement under the 2013 Plan (4)

	10.6
	​
	Form of Restricted Stock Agreement under the 2013 Plan (4)

	10.9
	​
	Form of change of control agreement with Donn C. Costa, Dennis O’Leary, Rob Fuller, Erin Burr, Victoria Jarman, Kelli Nielsen, and May-Ling Sowell (5)

	10.10
	​
	FS Bancorp, Inc. 2018 Equity Incentive Plan (6)

	10.11
	​
	Form of Incentive Stock Option Award Agreement under the 2018 Equity Incentive Plan (6)

	10.12
	​
	Form of Non-Qualified Stock Option Award Agreement under the 2018 Equity Incentive Plan (6)

	10.13
	​
	Form of Restricted Stock Award Agreement under the 2018 Equity Incentive Plan (6)

	10.14
	​
	FS Bancorp, Inc. Nonqualified 2022 Stock Purchase Plan (7)

	10.15
	​
	Form of Enrollment/Change Form under the FS Bancorp, Inc. Nonqualified 2022 Stock Purchase Plan (7)

	31.1
	​
	Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

	31.2
	​
	Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

	32.1
	​
	Certification of Chief Executive Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

	32.2
	​
	Certification of Chief Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

	101
	​
	The following materials from the Company’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2023 formatted in Inline Extensible Business Reporting Language (IXBRL): (1) Consolidated Balance Sheets; (2) Consolidated Statements of Income; (3) Consolidated Statements of Comprehensive Income; (4) Consolidated Statements of Changes in Stockholders’ Equity; (5) Consolidated Statements of Cash Flows; and (6) Notes to Consolidated Financial Statements.

	104 
	​
	Cover Page Interactive Data File (formatted as inline XBRL and contained in Exhibit 101)

	(1)
	​
	Filed as an exhibit to the Registrant’s Registration Statement on Form S-1 (333-177125) filed on October 3, 2011, and incorporated by reference.

	(2)
	​
	Filed as an exhibit to the Registrant’s Current Report on Form 8-K filed on July 10, 2013 (File No. 001-355589).

	(3)
	​
	Filed as an exhibit to the Registrant’s Current Report on Form 8-K filed on February 11, 2021 (File No. 001-35589).

	(4)
	​
	Filed as an exhibit to the Registrant’s Registration Statement on Form S-8 (333-192990) filed on December 20, 2013 and incorporated by reference.

	(5)
	​
	Filed as an exhibit to the Registrant’s Current Report on Form 8-K filed on February 1, 2016 (File No. 001-35589).

	(6)
	​
	Filed as an exhibit to the Registrant’s Registration Statement on Form S-8 (333-22513) filed on May 23, 2018.

	(7)
	​
	Filed as an exhibit to the Registrant’s Registration Statement on Form S-8 (333-265729) filed on June 21, 2022.


​
​
​
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[bookmark: SIGNATURES_161104][bookmark: _f063635e_bd61_456f_a1d1_115003611fcb]SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.
	​
	​

	​
	FS BANCORP, INC.

	​
	​

	​
	​

	Date: May 10, 2023
	By:
	/s/Joseph C. Adams

	​
	​
	Joseph C. Adams,

	​
	​
	Chief Executive Officer

	​
	​
	(Principal Executive Officer)

	​
	​
	​

	Date: May 10, 2023
	By:
	/s/Matthew D. Mullet

	​
	​
	Matthew D. Mullet

	​
	​
	Secretary, Treasurer and

	​
	​
	Chief Financial Officer

	​
	​
	(Principal Financial and Accounting Officer)


​
​
​
​
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[bookmark: fsbw-20230331xex31d1.htm][bookmark: ksfsbw20230331xex31d1]EXHIBIT 31.1
​
Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
​
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
​
I, Joseph C. Adams, certify that:
​
	1.
	I have reviewed this Quarterly Report on Form 10-Q of FS Bancorp, Inc.;


​
	2.
	Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;


​
	3.
	Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;


​
	4.
	The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15-(f)) for the registrant and have:


​
	
	(a)
	Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;


​
	
	(b)
	Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;


​
	
	(c)
	Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and


​
	
	(d)
	Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and


​
	5.
	The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):


​
	
	(a)
	All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and


​
	
	(b)
	Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.


​
	​

	​

	​

	​


	Date:
	May 10, 2023
	​
	/s/Joseph C. Adams

	​
	​
	​
	Joseph C. Adams

	​
	​
	​
	Chief Executive Officer


​


[bookmark: fsbw-20230331xex31d2.htm][bookmark: ksfsbw20230331xex31d2]EXHIBIT 31.2
​
Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
​
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
​
I, Matthew D. Mullet, certify that:
​
	1.
	I have reviewed this Quarterly Report on Form 10-Q of FS Bancorp, Inc.;


​
	2.
	Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;


​
	3.
	Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;


​
	4.
	The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15-(f)) for the registrant and have:


​
	
	(a)
	Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;


​
	
	(b)
	Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;


​
	
	(c)
	Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and


​
	
	(d)
	Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and


​
	5.
	The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):


​
	
	(a)
	All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and


​
	
	(b)
	Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.


​
	​

	​

	​

	​


	Date:
	May 10, 2023
	​
	/s/Matthew D. Mullet

	​
	​
	​
	Matthew D. Mullet

	​
	​
	​
	Chief Financial Officer


​


[bookmark: fsbw-20230331xex32d1.htm][bookmark: ksfsbw20230331xex32d1]EXHIBIT 32.1
​
Certification of Chief Executive Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
​
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
​
​
In connection with the accompanying Quarterly Report on Form 10-Q of FS Bancorp, Inc. (the “Company”) for the quarter ended March 31, 2023 (the “Report”), I, Joseph C. Adams, in my capacity as Chief Executive Officer of the Company, hereby certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
​
	1.
	The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and


​
	2.
	The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company as of the dates and for the periods presented in the financial statements included in the Report.


​
	​

	​

	​

	​


	Date:
	May 10, 2023
	​
	/s/Joseph C. Adams

	​
	​
	​
	Joseph C. Adams

	​
	​
	​
	Chief Executive Officer


​


[bookmark: fsbw-20230331xex32d2.htm][bookmark: ksfsbw20230331xex32d2]EXHIBIT 32.2
​
Certification of Chief Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
​
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
​
​
In connection with the accompanying Quarterly Report on Form 10-Q of FS Bancorp, Inc. (the “Company”) for the quarter ended March 31, 2023 (the “Report”), I, Matthew D. Mullet, in my capacity as Chief Financial Officer of the Company, hereby certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
​
	1.
	The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and


​
	2.
	The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company as of the dates and for the periods presented in the financial statements included in the Report.


​
	​

	​

	​

	​


	Date:
	May 10, 2023
	​
	/s/Matthew D. Mullet

	​
	​
	​
	Matthew D. Mullet

	​
	​
	​
	Chief Financial Officer


​

