First Sound Bank.

February 26, 2009

Special Inspector General—TARP
1500 Penlnsylvania Avenue, NW Suite 1064
Washington, D.C. 20220

RE: Response: First Sound Bank, Seattle, WA
Gentlemen:

Thank you for your letter of February 6, 2009. The following is our attempt to
answer the questions you raised regarding our participation in the Capital Purchase
Plan and the $7.4MM in capital we received on December 23, 2008.

1. We anticipate using the additional funding to grow the bank. We are a
business bank specifically focused on providing banking services to small and
medium sized businesses in the Greater Seattle market. The bank was
chartered as a state, FDIC insured bank in Washington State and opened in
July, 2004. We currently have in excess of $250MM in total assets. Operating
as a separate division of the bank is a small ticket commercial leasing
company also assisting small business. We also have an asset based lending
group within the bank serving businesses who do not have access to
traditional sources of funding. We consider our participation in the Capital
Purchase Plan as providing additional equity to the bank and not a sinking
fund from which to fund individual loans and leases. Based on our operating
guidelines and operating principals as agreed to by our Board of Directors it is
not our intention to lend our equity but rather our intention would be to
leverage the additional equity by attracting and building additional balance
sheet deposits which, in turn, will be used to expand our lending practices to
the small and medium sized businesses throughout our market area. We would
expect to lever our $7.4MM in new CPP equity in proportion to a 12% asset to
equity ratio. This would be expected to produce roughly $60 million in
additional loans supported by $53 million in new deposits over an extended
period of time. We have not segregated our CPP funds from other
institutional investors who represent are a very minor and insignificant part of
our total equity base. This additional equity is supported by the only preferred
shares on our balance sheet and is segregated in that manner. We do consider
these funds to be part of our equity pool to support the business plan outlined
above and we will endeavor to keep sufficient records of growth related to the
availability of this segment of our capital. In our opinion as other banks
retrench and withdraw from this market we will be able to reach out to quality

925 Fourth Avenue, Suite 2350 » Seattle, WA 98104 « tel 206,515.2004 » fax 206.515.2005 « web www.firstsoundbank.com



2.

93]

prospects and grow our balance sheet and our market penetration. This
additional capital gives us the resources to expand. A copy of our January 22,
2009 Strategy of Deployment of CPP funding is attached for your reference.
Use of these funds is not anticipated to produce a short term stimulus to the
local economy; we have planned on a 3-5 year term in which to deploy this
capital in a prudent way and to build on this equity to further strengthen our
capital base. We have no intention of making any claim to have the ability to
utilize it sooner unless there is an opportunity to acquire a basc of deposits
from another bank that deems itself vulnerable. That said, we were ncver
under the impression that these funds were to be earmarked for acquisitions
and we would expect that case to only arisc from a distressed bank deposit
purchase.
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' I I v, S felt, in light of the
worsening local economy, this was the prudent and responsible thing to do.
We do intend to comply fully with the compensation guidelines imposed by
the Treasury and our Compensation Committee has a meeting scheduled to
address these issues. Wc do not see these guidelines as problematic to us and
look forward to further clarification on these guidclines from Ireasury.

Executive co

Again, it is our intention to conduct an aggressive calling and marketing
program to reach out to small business which are the cornerstone of this local
economy. We will report monthly to our Board of Dircctors on the use of our
additional capital and we will continue to track and report our new growth as a
result of this addition to our capital (which we currently do on a monthly
basis). We have only had these funds since the end of December and the first
month or two of 2009 has not been a particularly robust time for growth in
banking as many small businesses are concerned with the local and national
economy and have delayed or cancelled plans to expand. Many are alrcady
implementing or anticipating layoffs as they experience a downturn in
revenue. This will likely create challenges for a lender looking for quality
relationships and new lending opportunities but we, nonetheless, feel there are
opportunities during this time for a sound, reliable lender to step forward with
the capital and the resources 1o assist small business. We feel that as other
competitors look internally and retrench during this time there will be
opportunities for strong community banks to step forward and grow
profitably. Regular dialogue with our customers and shareholders is important
to us and we will share with the public our commitment to the local
community in an honest and direct way (e networking sample is attached).



4. Specific use of funds: Again, as I have mentioned it is our intent to add
deposits to fund our additional growth and preserve our capital but here are
some rceent specific opportunities we have help fund that allow the growth of
small business in this market: A.) We are booking approximately $1.5SMM
per month in new leases assisting approximately 50 small businesses each
month with financing that they would have difficulty obtaining elsewhere.
We recently lowered our rates by 200 basis points to show our commitment to
this market segment. B.) We recently committed $1.5MM to a company that
had applied for and was declined by a major bank to fund a real estate
transaction that has CRA implications. This financing will assist the
development of a low to moderate incomc area by bringing a business that
otherwise would not locate there C.) Our asset based lending group added
$1.4MM since January to assist in the expansion of a small business.

We are hopeful this gives you the general direction of First Sound Bank in effectively
utilizing the additional capital for quality growth. Any questions you may have can
be directed to my attention.

The following statements, representations and supporting information are accurate
and a true reflections of the intent and practice of First Sound Bank.

Sincerely,

Don L. Hirtzel
Chairman and CEO

Sent via e mail on 2-26-09 to SIGTARP response@do.treas.gov



First Soruund Bank.

January 22, 2009

Strategy for optimizing the deployment of the $7.4MM participation in TARP-
Capital Purchase Plan:

1. Add deposits and utilize the additional capital to lever our balance sheet for
growth and increased lending activity to take advantage of revised pricing and
terms that reflect changes in the marketplace. Expanding our outreach to
small and medium sized businesses in the Greater King County market. Seek
attractive risk-reward opportunities in support of our 2009 business plan.

2. Augment available capital and develop contingent capital and liquidity plans
to support current and future business opportunities.

3. Use capital to support aggressive loan loss reserve additions, non performing
asset sales, loan modifications and other balance sheet restructuring programs.
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Exccutive Management
First Sound Bank
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THE “SCARY TIMES” SUCCESS MANUAL

Transforming anxiety about the future into
strategic growth, progress, and achievement

Frum time to tims, economic

and  political  evenls make

prople  anxious  and  fearfuf

abouf  their  fulus. n
response lo many requests for
Insight on how to thrive when
ovonts seem o be beyond
their conlrof, here are ten
strategies  for  lransforming
negativity apd wnpredictabiity
imo opportunities for growth,
progress, and achirvement
stratagies

support your croative thinking,

We hope those

communications, and actions.

Forget about yaursalf, focus on others.

Forget about your commodity, focus on your refationships,
Forget about the sale, focus on creating value.
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Forget about your lasses, focus on your opportunities.
Forget about your difficulties, focus on your progressa.

. Farget about the “future,” focus on today.

. Forget about who you wers, focus on who you can be.

. Farget about events, focus on your responses,

Forget about what’s missing, focus on what's ayailable.
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Forget about your complaints, focus on your grabitude.

Read or listen to the ontire The "Scary Times” Success Manual.

Dan Sufiivan is the feunder and president of The Stategic Coach Inc.
and the creator of the Strategic Coach® Program, which helps
accomphished entrepreneurs
happiness. He has ovar 30 years of experience as a spesker,

reach new neights of suceess and
consul'ant, strategic planner, and coach to entrepreneurial individuals

and groups. For more information, please visit yoww, stealegiceoach com,

ASSET BASED LENDING

PR

Although  the:
commercial lending ls secured
by an assel, the ierm Asset
Based Lsnding Is typlcally
used fo describo a lypo of
lending  that
involves a higher degree of
structyring  and  monitoring
than conventional commercial tanding. This type of lending is most
commen'y uttiized to meet ‘cash flow timing needs’ {the period between
snfling something and receiving payment ‘or 1). Asset Hased Lending

majoiity  of

>

commercial

RS

allows a lender to mitigate increased risk levels through comprehensve
B The
lender will also maintain atrict oversight of who the company does

monitoring and  auditirg o° a 'S

business with, as well as the ability of those particuiar customars lo
actually pay. Assel Based Lending s frequently ulilized hy companies
that, find

tsmporarily unable to bomow conventionally

because of adverse financial conditions, themselves

Amber fcin, V.P. & ABL Manager, First Sounc Bank

Soundt Paespactive is & publicatian of First Sound Benk and should not be construsd
a5 sccountng, nvestmont o fagal advico on amy facts or circumstances. The
cantonts aw Jnrendod fer geners! formation purpases only.
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Credit & Accounts Receivable

“tn a sime of crisis we all
have the porenssal to rworph up
10 & ucw level and do things

we never thought pusible.”

“People firss. thent snoncy,

Aubhor (The Road to Wealth)

“Peaple with clear, writien
gouls, accomplish far more
in a sherier period of tiie

tian peaple wirhour shem

Matvational Coach and Autiror

FLOW
BEST
PRACTICES

Establlsh (writter) credlt policles
And adrere to sound cradit
amzicos. Train stat!

Review the payment
periormance of al customears.
and sagment utlizing the 80220
ruln. COmsidar MARKLINAS for Siow
payorziproblem aocounts.

Bill the same cay the order le
‘ulfitad.

Becoma moro selective when
granting credt (tghton credit
critaria sutmounding wio et it).

Become mofe sclactive
regarding tha amount andfor
tima of credit grantod (tighten
cradi eriterts BUTOUNGNg Mo
frwch, when, and how fong).
AdS 1ot payment chames or
foos whero possidle.

Genarats waoldy roports on
aging and recalvable rtos (AR,
Tomaver & AR Collaction
perioc).

Use mom proactive collection
tochniques {first call al 10 days
athor than 30 days. etc.)
Fstablish exact eriterin for which
{coltacbon; accounts ara handied
irfematty and which are tumed
over to another party.

ON CRISIS

- Stoart Wilde
British Auhor & Lechsrer

OH ASSETS

then thimgs.”

- Suxe Otman

O GOALS

could cuer imagine.”

- Btizn Tracy




