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- Equipment Guidelines

The following eq'uipmeh_t’ tjpes are restricted:

Aircraft

10/16/2008

Moblle Omce (not titled)

Agricuir’drai
ATM’S

Automated Dialers el

Box Springs or Mattresses (single ite‘ri'is).

. Computers (used/memory) -

Copiers (brokers only)

Molds (stand alone)
OWner/Operétor Truckers

Pay Phones

Permanent Leasehold Improvements
Phone Card Debit Machines

Private Party Sales (non-titled)

Dry Cleaning Units (seven (7) years or older) ‘/Restaurant Hoods/Refrigeration/Built-ins

V'HvAC
Hazardous/Toxic Materia] Clean-up

v Inflatables

V’ lnva..xve Meﬂxr'

|/ Leasebacks
Limousines
Livestock
Logging Equipment

Mining Equipment

Structure limitations and céﬁdiﬁ
apply on the following:

Tanning Beds/Tanning Misting Bquip.
Underground Equipment

t/VahicIes ove{S;'\years oid

Vending Machines
Wall Coverings

Watercraft

“fcfgn- ¥ rcamentlpurh iers

ons of funding, based on equipment category

ne~

* Seoftware - $1.00 out rates apply/36 26 months maximum term.

¢ Computer Equipment — Acceptable residuals: $1.00 only

J = need ackelchors

DECLARATION OF LOUIS SECORD
NO. C09-0056 TSZ -- Page 41



EXHIBIT B

DECLARATION OF LOUIS SECORD
NO. C09-0056 TSZ -- Page 42



PuceTr SOounNp LEASING
Co., Inc.

January 15, 2006

CREDIT GUIDELINES

1. Completéd/signed lease application.

Minimum time in business two (2) years.

Clean personal credit bureau report (no BK, charge off’s, repo’s)
Clean NACM report (no BK's, charge off’s, etc.)

Minimum low 4 checking

Corporate/Trade name verified.

Personal Guarantees required on all closely held business.

© N O U A W N

Application only up to $100,000 (minimum 5 years in business & a five figure
check balance.

9, Complete financial package over $100,000. (two (2) years business/personal
tax returns or audited/review financial statements and current business/personal

financial statement.

10. Credit up to $200,000 can be approved by either the President or Senior
Vice President of the Company.

11. Credit over $200,000 requires credit committee (President, EVP, SVP, CFO)

The above are only guidelines. We review each lease application on an
individual basis and render a credit decision accordingly.

The President and Senior Vice President has extensive credit background (35
years + each) (Finance, Banks, Leasing)

P.O.BOX 1295 ® ISSAQUAH, WASHINGTON 08027 e (425) 392-6402 e FAX(425) 392-6427
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APPLICATIONS PER MONTH

MONTH/YEAR __TOTAL VENDOR BROKER
OCT-08 550 100% 111 20% 439 80%
SEP-08 . 658 100% 114 17% 544 83%
AUG-08 688 100% 118 17% 570 83%
JUL-08 687 100% 122 18% 565 82%
JUN-08 624 100% 127 20% 497 80%
MAY-08 590 100% 118 20% 472 80%
APR-08 649 100% 13120% 518 80%
MAR-08 597 100% 120 20% 477 80%
OCT-07 674 100% 189 28% 485 72%
SEP-07 . 568 100% 172 30% 396 70%
AUG-07 634 100% 18028% 454 72%
JUL-07 568 100% 183 32% 385 68%
JUN-07 636 100% 19531% 441 69%
MAY-07 718 100% 21230%" 506 70%
APR-07 717 100% 206 29% 511 71%
MAR-07 764 100% 249 33% 51567%
FEB-07 563 100% 214 38% 349 62%
JAN-07 530 100% 190 36% 330 64% -
DEC-06 473 100% 160 34% 313 66%
NOV-06 502 100% 194 39% 308 61%
OCT-06 516 100% 193 37% 323 63%
SEP-06 513 100% 191 37% 322 63%
AUG-06 576 100% 206 36% 370 64%
JUL-06 497 100% 192 39% 305 61%
JUN-06 587 100% 199 34% 388 66%
MAY-06 571 100% 191 33% 380 67%
APR-06 529 100% 156 29% 373 71%
MAR-06 686 100% 21431% 472 69%
FEB-06 560 100% 195 35% 365 65%
JAN-06 526 100% 178 34% 348 66%
TOTAL-06 6536 100% 2269 35% 4267 65%
DEC-05 528 100% 16231% 366 69%
NOV-05 479 100% 184 38% 295 62%
OCT-05 452 100% 14031% 312 69%
SEP-05 513 100% 17535% 335 65%
AUG-05 588 100% 207 35% 381 65%
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NAME

JOHN
MIKE
ELLEN
TAMMY
DARIN
SCOTT
RYAN

STEVE
HOUSE

TOTAL

JOHN
MIKE
ELLEN
TAMMY
DARIN
SCOTT
RYAN
PAM
STEVE
HOUSE

TOTAL

DECLARATION OF LOUIS SECORD
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# OF
LEASE

37
70
11
13

20

182

473
677
77
258
90
240
109
56
146
52

2,178

VOLUME FOR THE MONTH OF OCTOBER 2008

%,

20%
38%
6%
7%
4%
11%
4%
0%
5%
4%

100%

22%
31%
4%
12%
4%
11%
5%
3%
7%
2%

100%

AMOUNT

%

$916,736
$2,155,685
$339,744
$503,557
$122,342
$280,107
$69,148

$158,023
$122,609

$4,667,851

YEAR TO DATE

$13,859,942
$24,831,950
$2,426,447
$8,645,465
$1,551,959
$3,903,866
$2,167,439
$654,864
$2,487,963
$1,330,526

$61,760,421

20%
46%
7%
11%
3%
8%
1%
0%
3%
3%

100%

22%
40%
4%
14%
3%
6%
4%
1%
4%
2%

100%

AVG SIZE AVG YIELD

$24,777
$30,794
$30.886

"~ $38,735
$17,477
$14,005
$8,644

50
$17,558
$17,516

$25,648

$20,302
$36,679
$31,512
$33,122
$17,244
$16,266
$19,885
$11,694
$17,04‘1
$25,687

$28,356



APPLICATIONS PER MONTH

MONTH/YEAR TOTAL VENDOR BROKER
MAY-08 590 100% 118 20% 472 80%
APR-08 - 649 100% 131 20% 518 80%
MAR-08 597 100% 120 20% 477 80%
0CT-07 674 100% 189 28% 485 72%
SEP-07 568 100% 172 30% 396 70%
AUG-07 634 100% 180 28% 454 72%
JUL-07 568 100% 183 32% 385 68% -
JUN-07 636 100% 195 31% 441 69%
MAY-07 718 100% 212 30%’ 506 70%
APR-07 717 100% 206 29% 51171%
MAR-07 764 100% 249 33% 515 67%
FEB-07 563 100% 214 38% 349 62%
JAN-07 530 100% 190 36% 330 64%
DEC-06 473 100% 160 34% 313 66%
NOV-06 502 100% 194 39% 308 61%
OCT-06 516 100% 193 37% 323 63%
SEP-06 513 100% 191 37% 322 63%
AUG-06 576 100% 206 36% 370 64%
JUL-06 497 100% 192 39% 305 61%
JUN-06 587 100% 199 34% 388 66%
MAY-06 571 100% 191 33% 380 67%
APR-06 529 100% 156 29% 373 71%
MAR-06 686 100% 214 31% 472 65%
FEB-06 560 100% 195 35% 365 65%
JAN-06 526 100% 178 34% 348 66%
TOTAL-06 6536 100% 2269 35% 4267 65%
DEC-05 528 100% 162 31% 366 69%
NOV-05 479 100% 184 38% 295 62%
OCT-05 452 100% 140 31% 312 69%
SEP-05 513 100% 175 35% 335 65%
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AUG-05
JUL-05
JUN-05
MAY-05
_ APR-05
MAR-05
FEB-05
JAN-05

TOTAL-05

DEC-04
NOV-04
OCT-04
SEP-04

- AUG-04
JUL-04
JUN-04
MAY-04
APR-04
MAR-04
FEB-04
JAN-04

TOTAL-04

DEC-03
NOV-03
OCT-03
SEP-03
AUG-03
JUL-03
JUN-03
MAY-03
APR-03
MAR-03
FEB-03

588
474
536
476
544
459
414
359

5822 100%

447
408
410
432
437
437
420
385
400
419
309
230

4734 100%

240
282
325
275
323
330
347
323
391
334

331

100%
100%
100%
100%
100%
100%
100%
100%

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
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207 35%

18539% .

198 37%
178 37%
197 36%
165 36%
152 37%
126 35%

2069 36%

138 31%
128 31%
138 34%
163 38%
145 33%
133 30%
117 28%
134 35%
169 42%
145 35%
139 45%
91 40%

1640 35%

104 43%
146 52%
188 58%
121 44%
157 49%
141 43%
176 51%
143 44%
156 40%
141 42%
179 54%

381 65%
289 61%
338 63%
298 63%
347 64%
294 64%
262 63%
233 65%

3750 64%

309 69%
280 69%
272 66%
269 62%
292 67%
304 70%
303 72%
251 65%
231 58%
274 65%
170 55%
139 60%

3094 65%

136 57%
136 48% -
137 42%
154 56%
166 51%
189 57%
171 49%
180 56%
235 60%
193 58%
152 46%



JAN-03

TOTAL-03
DEC-02
NOV-02
OCT-02
SEP-02
AUG-02
JUL-02
JUN-02
MAY-02
APR-02
MAR-02
FEB-02
JAN-02

. TOTAL-02

DEC-01
NOV-01
OCT-01
SEP-01
AUG-01
JUL-01
JUN-01
MAY-01
APR-01
MAR-01
FEB-01
JAN-01

TOTAL-01

285 100%
3786 100%

356 100%
287 100%
433 100%
357 100%
347 100%
378 100%
360 100%
441 100%
436 100%

- 358 100%

229 100%
242 100%

4224 100%

197 100%
198 100%
217 100%
160 100%
230 100%
200 100%
242 100%
250 100%
258 100%
324 100%
204 100%
292 100%

2772 100%
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126 42%
1778 47%

101 28%
120 42%
188 43%
133 37%
170 49%
175 46%
202 46%
208 47%
234 54%
192 54%
150 66%
138 57%

2011 48%

134 61%
132 67%
140 65%
99 62%
145 63%
127 64%
117 48%
144 58%
157 61%
181 56%
111 54%
173 59%

1660 60%

159 56%

2008 53%

255 72%
167 58%
245 57%
224 63%
177 51%
203 54%
158 54%
233 53%
202 46%
166 46%
79 34%
104 43%

2213 52%

63 32%
66 33%
77 35%
61 38%
85 37%
73 36%
125 52%
106 42%
101 39%
143 44%
93 46%
119 41%

1112 40%
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Page 1 of 1

Lou Secord
From:  “Jim Jackson” <jimj@jmhseattie.com>
To: eMike Evered” <mevered@earthlink.net>; "Van Griffin” <vgrifin@gogus.com>; "Pam Myers”

<pr_myers@earthlink.net>; "Katy Titcomb” <btitcomb@earthlink.net>; "Steve Schwartz"
<Steve.Schwartz@pacific-re.com>

Cc: "Don Hirtzel” <dhirtzel@firstsoundbank.com>; “"_ou Secord™ <lasecord@msn.com>, * jan Gould"
<jgould@firstsoundbank.com>
Sent: Thursday, July 24, 2008 11:40 AM

Attach:  Memo to Outside Directors re PSL audit, etc.doc; Leasing Observations by Moss Adams.pdf
Subject: PSL Internal Audit

FYI

Jim Jackson

JACKSON, MORGAN & HUNT, PLLC
Certified Public Accountants

4123 California Avenue SW, Suite 10105BY0(B PO Box 16720

Seattle, Washington 98116

Phone 206-932-1314 osBY0(e Fax 206-932-1858
www.jandmcepa.com : .

CONFIDENTIALITY: The information contained in this email message may be privileged and confidential. If you
are not the intended recipient, any dissemination, distribution or copying this email or any of its attachments is
strictly prohibited. If you think that you have received this email message in error, please notify the sender by
reply email or by calling 206-932-1 314 and delete the message and any attachments. Thank you.
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First Sound Bank
Leasing
7/15-17/08
Observations

L. The policy does not define what are acceptable or not acceptable properties or
businesses. :

2. Approval Documentation

List strengths and weaknesses
List sources of repayment
List exceptions to policy :
List conditions of approval — signoff required to complete lease transaction
Set threshhold for documenting financial ratios
These are the critical areas that regulators will consider during an
examination:
= The lessee’s ability to properly amortizé the fixed obligations, including all
present and proposed lease arrangements.
» The correlation between projected and achieved operational results, with
emphasis on cash flow. .
» The reasonableness of residual values and any exposure to income
adjustments or loss on termination.
Possible adverse operating trends.
The support offered by other collateral.
The usefulness of the leased property to a third party, in the event of default.

YVVYVYY

» Set threshhold to obtain Articles of Incorporation for business entities.
3. File sef-up
> Stack all documentation lists on left side of file

4, Approval Transmittal

» Initial each item to indicate satisfaction of requirement
5. Forced Placed Insurance

» No documented policy, procedures, processes and responsibilities.

6. Term Modifications
> Policy - extensions (affected by FASB 5)

7. Restructured Leases

DECLARATION OF LOUIS SECORD
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» Reporting for financial statement purposes
8.  Anti-Money Laundering Programs

» CDD
» Monitoring — early payoffs

MOSS-ADAMS w»

CERTIFIED PUBLIC ACCOUNTANTS | BUSINESS CONSULTANTS

DANIEL L. HUSTON, Partner, Internal Audit & Regulatory Comphiance
dan.huston@mossadams.com
www.massadams.com FINANCIAL INSTITUTION GROUP

f 503-242-1447
03 800-820-4476
Qi 503-274-2782

Fox Tower
805 SW Biroadway, Suite 1200
Portland. OR 97205

i

MOSS-ADAMS .

CERTIFIED PUBLIC ACCOUNTANTS | BUSINESS CONSULTANTS

MICHAEL G. STRICKER, Manager. internal Audit & Regulatory Compliance
FINANCIAL INSTITUTION GROUP
mike.stricker@maossadams.com > www.mossadams.com

W 500-777-0163 | 601 West Riverside

800-888-4065 | Suite 1800 Praxity.:
i 509-624.5125 | Spokane. WA 99201-0663  BEMLANEEE

6f
IAGEPEEDERT FINLS
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July 23, 2008

Memorandum

Via - Email

From: James Jackson
To:  Qutside Directors

cc: Don, Lou and Jan

Subject: PSL Internal Audit

Preliminary observations byM

Enclosure: Exit conference notes

1. Don, Lou, Jan and Jim met with the internal auditors from Moss Adams on July 17 to
discuss their preliminary observations of the leasing divisions internal controls
surrounding the credit approval process, and related activities.

2. Iam happy to report that there were no serious deficiencies.

C:\Documenis and Settings\Administrator\Local Seﬁings\Tempérury Internet Files\Content.IES\LTHRIKOC\Memo fo
Outside Directors re PSL audit, etc.doc
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3. The enclosed outline was used for discussion purposes with Moss Adams. Their formal
report will be delivered in early August.

i i i i its September
4. The Audit Committee will formally review the Moss Adams report at 1 ' )
meeting. Appropriate follow-up/action items will be forwarded to Lou for his attention.

5. If you have any questions, lets discuss them at the July 29 Board Meeting. See you then.

C:\Documents and Setiings\ Administrator\Locatl Setlings\Temporary intemet Files\Content.IES\LTHRIKOC\Memo to
Outside Directors re PSL audit, etc.doc
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Internal Revenue Service Department of the Treasury
IMSB Financial Services

a7a4i:jyfo?j/;2kuz;L\ Form:1120, 11205 -
' - Year Periods Ended:
04/30/98, 12/31/98,
12/3199
Person to Contact:

Rita McCutcheon
ID#91-06082

Contact Telephone Number:
{206) 720-2984

Mr. Louis Secord, Jr. President
Puget Sound Leasing Co., Inc.
185 NE Gilman -Blvd.
Issaquah, WA. 98027

Dear Mr. Secord:

We are pleased to tell you that after further consideration of
- your tax returns for the above periods, we have accepted them as

filed.
If you have any questions, please contact the person whose name

and telephone number are shown above.
xt;;:ji;¢£f

Bill Marx

Financial Services
Team Manager

Copies:

James H. Jackson
Robert M. Kane
Doug Blair CFO

Letter 1024(D0) (Rev. 3-80)
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Internal Revenue Service Department of the Treasury

Internal Revenue Agent .
Form Number:

11208
Parson to Contact:

Date: January 16, 2004. Shane Forsell

Employee Identification Number

. 91-02897
Puget Sound Leasing Co., Inc. Contact Talephona Number:
185 N.E. Gilman Blvd. ] Zﬁﬁ-GSTO

ax 2 )
Issaquah, WA 98027 12/31/2001
Dear Taxpayers:

We are pleased to tell you that after further review of your tax returns for the above periods, we have
accepted them as filed. Do not consider this as an examination that resulted in no change to your tax liabilities.

You were not examined for these years.

If you have any questions, please contact the person whose name and telephone number are shown above.

Sincerely yours,

ol

Shane Forsell
Internal Revenue Agent

Letter 1024 (DO) (Rev. 7-1989)
Cat. No, 40458E
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First Sound Bank

June 3, 2008

Ron Werth

Vice President and Manager
Washington Federal/First Mutual Bank
400 — 108™ Avenue NE

P.O. Box 1647

Bellevue, WA 98009-1647

RE: Puget Sound Leasing
Dear Ron,

Puget Sound Leasing joined First Sound Bank as an operating Division of the Bank
on March 1, 2008. The long relationship you enjoyed with Puget Sound Leasing
Company, Inc. and the principals, Lou and Dick Secord, will remain with the Bank.
The administration of the lease portfolio and subsequent lease stream sales is
anticipated to operate as it has in the past under the former Puget Sound Leasing
Company, Inc.

Should you have any questions feel free to call.

Thank you.

Sincerely,

Don Lt ;
Chairman and CEO
CC:

Steven M. Shaughnessy, President, First Sound Bank
Louis A. Secord, President, Puget Sound Leasing, a Division of First Sound Bank
Mimi MacDonald, CCO, First Sound Bank !
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First Sound Bank

June 6, 2008

Ron Werth
Vice President and Manager
Washington Federal/First Mutual Bank
400 — 108" Avenue NE
P.0. Box 1647

- Bellevue, WA 98009-1647

RE: Puget Sound Leasing

Dear Ron,

Puget Sound Leasing joined First Sound Bank as an operating Division of the Bank
on March 1, 2008. The long relationship you enjoyed with Puget Sound Leasing
Company, Inc. and the principals, Lou and Dick Secord, will remain with the Bank.
The administration of the lease portfolio and subsequent Jease siream sales is
anticipated to operate as it has in the past under the former Puget Sound Leasing
Company, Inc. Please refer to the attachment taken from the PSLC audited 12-3 1-06
financial statements as prepared by McGladrey & Pullen: Note 11 — Commitments
which states “it has been the Company’s policy, but not its obligation, to continue the
payment of the lease stream to the purchaser, even if the lease is nonperforming.”

Should you have any questions feel free to call.

Thank you.

Chairman and CEO

CC:

Steven M. Shaughnessy, President, First Sound Bank

Louis A. Secord, President, Puget Sound Leasing, a Division of First Sound Bank
Mimi MacDonald, CCO, First Sound Bank

ggCLARATION OF LOUIS SECORD
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» Notes to Financial Statements

Puget Sound Leasing Company, Inc.
December 31, 2006 and 2005

Note 10 - Contingencies (concluded)

In May 1988, the Company's stockholders elected to be treated as an S corporation under the Internal Revenue Code,

S corporations are generally exempt from all federal and state income taxes. However, 8 buitt-in gain tax is imposed onan
§ corporation's net recognized built-in gain for any year during the 10-year period beginning with its first day as an

S corporation thaf the-corporation has a net income for federal income tax pumoses. :

‘The maximum amount subject to tax; however, is fimited to the corporation's nef unrealized buili-in gain, This generally
equals the excess of the value of all corporation essets over their aggr%ate adjusted basis on the date of conversion 10
S corporation status. This contingent tax is estimated to be $422,000. The contingency for the buiit-in gain tax expires April

2008. ‘

Note 11 - Commitments

The Company, in its hormal course of businesé, hatches and sells the rights fo receive the sirearn of payments to a group of
leases, In accordance with FAS No. 140, the Company removes the lease stream from its balance sheefs and recognizes a

gain on the sale of the stream of paymenits. As a part of this sales contract, the Company retains the rights and the benefits to

cervice the leases without recourse from the institution that purchases the stream of payments. in the course of servicing
leases for the purchaser, certain lesses become nonperforming. It has been the Company's po f its obligation. to
continue the payment of the lease stream {o the purchaser, even if the lease is honperfonning er 31, 2006 and
erf Alances were $216,025 and $176,192, with monthly payments totaling $8.472 and $5,842,

y. A period charge to 2goain on eale of lease portiolios is made for each continued patzment fo the purchaser of the
{ease stream. During 2008 and 2005, $188,000 and $148,040, respectively, were charged fo this account,

The Company made a commitment to {ts stockholders to make a monthly distribution of $29,350 each.

»

Ty

Note 12 - Employee Benefits and Retirement _

The Company subscribes to & group medical and dental insurance plan, for which It pays employees’ premiums. For 2008
and 2005, the cost to administer these programs totaled $147,958 and $110,834, respectively.

The Company has a 401(k) defined cantribution plan which requires a one year service requirement, The Company hes a
discretionary match of up to 4 percent and discretionary profit-charing contributions. In 2006 and 2005, the Company elected
?e?paetggv%fl4 percent. During 2006 and 2005, the Company's contributions to the AQ1(K) plan were $72,915 and g54,223,

y. :

Note 13 - Concentrations
Independent lease hrokers supplied 70 percent and 64 percent of the lease originations approved for funding in 2006 and

2005, respectively. Eighteen independent brokers originated 61 percent of the lease funding in 2006 and 13 independent
brokers originated 60 percent of the lease funding in 2005.

23
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Page 1 of 1

Lou Secord

From: "Steve Shaughnessy" <sshaughnessy@firstsoundbank.com>

To: "Glen Garrison" <ggarrison@KellerRohrback.com>

Cc: "Lou Secord" <lasecord@msn.com>; "Jan Gould" <jgould@firstsoundbank.com>
Sent: Monday, October 06, 2008 4:34 PM

Attach: WA FED Letter 10.06.08.pdf
Subject: Letter of request from WaFed

Glen,

Please review the attached letter received today from Washington Federal Savings. I believe our

response to Mr. Collette was very clear in our recent meeting with him on September 30™ and that
response was that First Sound Bank has no interest in repurchasing the portfolio that was recently sold to
First Mutual Bank in June 2008. I know that Don has provided you with a copy of the letter that was
prepared for Washington Federal, aka First Mutual Bank. My wish is for your thoughts on the
appropriate response. Would it be appropriate to have counsel author the response?

Please let me know when it would be convenient to discuss.

Thanks,

el

First Sound Bank

Steven M. Shaughnessy

President and Chief Operating Officer
First Sound Bank

925 Fourth Avenue, Suite 2350
Seattle, WA 98104

Direct 206.436.2001
Fax  206.515.2005

sshaughnessy@firstsoundbank.com

CONFIDENTIALITY NOTICE: Please do not send nonpublic personal information via email as it is not secure. This e-mail message,
including any attachments, is for the sole use of the intended recipient. If you are not the intended recipient of this message, any review,
use, disclosure or distribution is prohibited. If you have received this message in error, please contact the sender and delete the email

immediately.

First Sound Bank does not send emails requesting your personal account information nor will the bank ask you to 'verify' personal
account information via email. First Sound Bank will never ask you to click on a special link to do so. While emails of this nature may look
like they are from us, and even use our logo, they are most likely a 'phishing’ scam. Do not answer them and if you receive an email
purporting to be from us, please do not hesitate to call us to confirm it.
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WashmgtonFederal Savings

. 425 Pike Street, Seattle, WA 98101'2334
Hand Delivered (206)624-7930 Fax: (206)624-2334

QOctober 6, 2008

Don L. Hirtzel

Chairman & Chief Executive Officer
First Sound Bank

925 Fourth Ave, Suite 2350

Seattle, WA 98104

Re: Puget Sound Leasing

Dear Don,

In May of this year, Puget Sound Leasing (PSL) asked First Mutual Bank (FMB) a division of
Washington Federal Savings (WFS) to purchase the future cash stream from a portfolio of leases
originated by PSL. This would have been the gt purchase dating back to June of 2004. This
would have been the first purchase after FMB’s acquisition by WES, and PSL’s acquisition by
First Sound Bank.

On Thursday May 29", we hosted a luncheon for yourself, Lou Secord, Doug Blair and Steve

~ Shaunessy to hear about First Sound’s intention to honor the course of conduct that PSL has built
their reputation on over the last 25 years, specifically to make all past due payments and buying
back all defaulted leases ("Perfect Pay”). You, Lou & Steve repeatedly assured us that this
practice would continue as before. Mark Schoonover specifically asked you how First Sound
Bank could justify this given the additional shareholders of the institution and your response was
that it was in the best interest of the organization to continue this business practice as it is the
reason why banks purchase the pools.

You offered to provide a letter that reassured us of the continuation of this practice. A copy of
this letter dated June 6, 2008 is attached for your reference. Based on these strong verbal and
written assurances, FMB purchased a future lease stream valued at $7,295,671.72 on June 27,

2008.

On Monday, September 29'%, Lou called Ron Werth to inform him that First Sound Bank would
not be honoring this commitment going forward. On Tuesday September 30" Ron and I met with
you, Lou & Steve in your office to learn more about First Sound’s decision to cease this course
of dealing that had specifically induced FMB to make the last purchase in June.

At that meeting, [ asked that you repurchase this portfolio since it was purchased under the afore
mentioned assurances from you and your management team. I did not get a response, so I am
formally requesting that First Sound Bank repurchase the June 2008 poxtfoho from First Mutual
Bank. We would like your response by the end of business October 15%,

With Offices in Washington, 1daho, Oregon, AUtah, Arizona, Nevada and Texas.
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We also request that First Sound Bank seriously reconsider your decision to cease your long
standing practice of “Perfect Pay” and recommit to the course of dealing that we have relied
upon over the past four and a half years when we purchased the other portfolios from PSL.

I look forward to hearing from you at your earliest convenience.

=gy

Rick Collette
Executive Vice President
. Business Banking Group Manager

CC: Lou Secord
Steve Shaughnessy
Ron Werth
Roy Whitehead
Mark Schoonover
Paul Tyler, Counsel, WFS
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PUGET SOUND LEASING - COLLECTION RESULTS

1999 2000 2001 2002 2003 2004 2005 2006 2007
JAN. 2.33 1.30 1.51 2.67 1.88 .84 .75 .73 .46
FEB. 2.23 1.55 1.12 1.81 1.69 .82‘ .83 .78v .60
MARCH 1.85 1.55 1.7Z3 1.7Z5 1.45 .72 .67 ;.'13 .16
APRIL 2.30 1.25 1.43 1.38 1.52 .74 .21 .67 .57
MAY 1.52 1.44 1.46 1.33 1.28 .62 .Z21 .74 .68
JUNE 1.64 1.63 1.80 1.33 1.25 .64 .60 .74 .85
JULY 1.48 .86 1.86 1.39 .83 .45 .64 .74 .88
AUG. 1.35 1.42 2.68 1.25 1.03 .33 .74 .60 .98

SEPT. 1.38 1.91 2.33 1.46 1.0¢4 .41 .75 .72 .87

OCT. 1.28 1.40 2.09 1.35 .99 .28 .64 .51 .82
NOV. 1.08 .85 2.12 1.42 1.17 .37 .58 .48 2.54
DEC. -89 1.12 2.44 1.80 .92 .57 .57 .29

AVE. 1.61 1.35 1.88 1.57 1.25 .56 .68 .64 .91
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Date: April 11, 2008

From: Stacia A. Stratfon B

To: James H. Jackson

Audit Committee Chairman

Copies: Don Hirtzel Mary E. MacDonald
Chairman and CEO EVP and CCO

Re: Review of Puget Sound Leasing (PSL) as of 3/31/08

Scope of Review:

The focus of the visit was to review the largest leases and to assess the underwrxtmg process. L initially
ut.the approval and colle .. The CFO

p d portfolio.” There are lances above
$100M. Of these, only 10 exceed $200M, 3 are between $150-200M, and 35 between $100M-$150M.

I reviewed 9 of the 10 leases above $200M and sampled 4 additional leases above $100M. Refer to
Attachment A for a list of leases reviewed. In addition, I researched details on a group of leases to various
Dinner’s Ready franchisees which are beginning to experience delinquencies. Refer to Attachment A.

A dld | not request a llst of past due Rortfoho leases smce SVP & Rlsk Manager Steve Twidwell stated _that

“percentage history reflectec
The past due percentage cased:fr

Qnahg of Reviewed Leases:

All but one of the 13 leases reviewed were of satxsfactory quality. The lease to Swingers, LLC dba Time

Out Sports Bar (Lease #22790) is of questionable quality and was recently rewritten with $89M in new

~ funds advanced. Based on review of the file and discussions with SVP Carbone, this lease did not meet
underwriting guidelines but was approved and documented as “Known to LAS” (President and CEO Lou

Secord) on the Lease Approval Worksheet. I consider this lease to warrant a Special Mention grade.

The list of large leases provided by CFO Blair reflects two leases to this entity. One was booked under the
dba Time Out Sports Bar ($244,961 payment stream) and the other under the legal entity Swingers, LLC
($406,877 payment stream). In reality, the smaller lease to Time Out Sports Bar should not be reflected
on the system as it was refinanced into the larger lease in February 2008. (EVP Jan Gould is aware of
this) The original lease was made in November 2004 when the LLC members John Stoneberg and Brent
Nerby bought this Kirkland bar from the previous owners and paid for the acquired equipment with the
lease proceeds. Nerby had managed the bar for the prior owner. There was some payment slowness on the
original lease and its payoff balance of $208,947 was combined with $89M in new funds and rewritten at
$297,947. The payment stream of $406.9M represents $6,781/mo x 60 months with the first lease
payment due on 3/15/08 (payment made on 3/25). The new $89M is documented by an invoice with a list
of equipment (tap system, pizza oven, stereo equipment, etc.) but the invoice was prepared by Swingers
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i }1 Puget Sound Leasing Credit Keview as of 3/31/08

and the proceeds were deposited to their checking account at First Sound Bank. There is mention that the
equipment is intended for a new location in Issaquah (not yet open) but some of the proceeds were
reportedly to pay a tax lien.

There is not a current financial statement or tax return on the business in the file. Credit reports on each
owner reflect poor Transunion credit scores. Stoneberg reflects prior charge-offs, collections and accounts
closed by creditors. Nerby’s 2007 tax return shows $69M in wages from the business but does not even ,
reflect ownership in the LLC. A current tax return for Stoneberg was not located. They were described as

“not the best money managers.”

Dinner’s Ready Leases:
I did not review individual lease files for the Dinner’s Ready franchises. The collections staff commented

on the trend of rising delinquencies and repossession activity that is surfacing. The lease system was
searched and the eleven leases on Attachment A were identified. This franchise and similar operations
provide recipes and meal preparation in their kitchen that you can then take home, freeze and cook at a
later date. Dinner’s Ready corporate offices are located in Mountlake Terrace and there are a number of
locations in Washington in addition to other western states. But there are a number of similar franchise
operations around the country. It is not an inexpensive meal preparation option, and the delinquencies are
presumably a product of the declining economy.

The 11 Dinner’s Ready leases identified total $573M with an additional $45M to a similar Dinner’s Done
Right franchisee. Three of the franchises ($167M) have closed their door recently and contacted PSL to
pick up the equipment. Another four leases are in various stages of delinquency ($215M). See

Note: There is evidence of booking leases under both the legal name as well as the “dba” name. The
Dinner’s Ready leases on the Attachment are booked under the dba which is the only way they can be
identified. There is no guaranty that additional Dinner’s Ready franchises are not booked under the name
of the various legal entities. (See recommendation below under Observations/ Recommendations)

Underwriting Process:

Lease underwriting/approval is the responsibili
5 uding within a regulated bank en ¢
Guidelines document supplemented by SVP Carbone’s c; are guidelines in place for
when a complete financial package is required (business and personal financial statements and tax
returns) but SVP Carbone requires a complete financial package whenever he feels it is warranted based
on his review of the application and the credit reports. If a credit report or expanded Westlaw report
discloses tax liens, they must be resolved before the lease is approved.

A rudimentary spreadsheet program has been developed for financial statements and tax returns and SVP
Carbone spreads them himself, He adds back depreciation and the current portion of term debt to arrive at
cash flow and then makes handwritten adjustments to add back owner salary/withdrawals and building
lease payments to the owner in arriving at a “global” cash flow for closely-held businesses. He then
mentally calculates a Debt Service Coverage ratio (DSC) but this is not documented on the spreads or the
Lease Application Worksheet. (See recommendation below under Observations/Recommendations)

of 2 lease with his.initials on the L
nt .
‘ ° $200M (determined by equipment cost) requires approval by edit Committee
members (L.f-'S_ecdrd‘, R Secord, Carbone, Blair). (See recommendation below under Observations/
Recommendations)
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., Puget Sound Leasing Credit Keview as of 3/31/08

File Documentation: :
The lease files do not contain dividers but are orderly. Each file contains a Document Checklist, the Lease

Application, Application Approval Worksheet, photocopies of the signed Lease Documents with
Li e Guarantees (if any), Corporate Resolution, Secretary of State
filing/Business License, original Equipment Invoices and copies of the PSL payment checks, Copy of the
UCC, evidence of Insurance, and Credit Reports for the Business and individual Guarantors. The larger
leases also contain Financial Statements and Tax Returns. Original lease legal documents are scanned and

stored offsite.

The Application Worksheet reflects the approval initials and any approval conditions.

Observations and Recommendations:
*» SVP Frank Carbone acknowledges the expectation and need for expanded written policies, guidelines

and procedures now that PSL is owned by a regulated bank. He is very open to meeting the bank’s
needs for expanded written documentation. Mr. Carbone is anticipating retirement in 2010 and his
years of experience will be difficult to duplicate without written guidelines and procedures.

¢ Recommend using the bank’s more detailed FS spreading software and expanded cash flow analysis
for leases above $500M , recognizing that this will slow the current approval time. Could consider for
leases of $200M and above since very few leases are affected .

** Recommend adding the requirement for a Westlaw report to the current Credit Guidelines. Current
practice is to order for leases of $100M and above.

< Observed some of the leases above $200M with initials of only 3 of 4 PSL Credit Committee
Members. If this is acceptable (only 3 of 4 initials required), then this clarification should be included

in the written approval guidelines. '

** Recommend that delinquent leases be “bulk-criticized” and included in the banks consolidated figures
for Criticized/Classified assets that are reported to the Board — similar to procedures for the Uniform
Guidelines for the Classification of Consumer Loans. Leases >60 days past due could be considered
Special Mention and those >90 days as Substandard. Repossessed Equipment should be considered as
Substandard assets similar to OREO. '

% Lease files contain the guaranty of spouses as well as a credit report without consideration of
Regulation B requirements. Bank management is aware of this and will assist PSL management with
training and modifying its practices to comply with regulations. ~

*» The PSL website should be reviewed and updated. The Vendor Services Division page refers to
“Application Only to $75M” when this has been increased to $100M.

% Consider use of the NAICS codes to allow identification of concentrations by industry. Note: the
Dinner’s Ready franchises appear to fit under a food preparation category. You might also consider a
field to identify specific franchises.

< Consider standardizing the practice of whether a lease is booked under its legal name or a dba.
Currently, there are inconsistencies.
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Puget Sound Leasing Credit Review as of 3/3 1/08

Attachment A

Puget Sound Leasing — Owned Contracts Reviewed

0028425-002 Allied Health Care Services, Inc. 6/07 $548,170 31
0022790-001 Swingers LLC dba Time Out Sports Bar 2/08 $406,877 $1 ]
0030628-000 Fremont Dock Co. 6/06 $280,051 $32,000
0018487-001 Lewis Contractors, Inc. 2/08 $263,376 $23,307
0036132-001 Sign Design, Inc. 12/07 _$245,920 $1
0036790-002 Thai Bamboo Restaurant 10/07 $244,429 $1
0025784-000 Oceano Restaurant 7/05 $242,816 $t
0028821-000 Sparks Chamber of Commerce 7/06 $242,329 $1
0030692-001 Newport Mesa Audiology Balance & Ear 6/07 $234,998 $1
0035658-000 United Sewer Services, Inc. 6/07 $147,562 $1
0023295-000 Powell Skateboards 3/05 $129,892 $1
0016443-001 Beers Architects and Planners, Inc. : 2/08 $116,434 $1
0014558-001 Lakeside Fitness and Tanning, LLC 12/07 $108,766 $1

Dinner’s Ready Franchise Leases

LP 10/15/07; ceased

Marjen Industr;é;, Inc 10/05 Tualatin, OR $45.271
opus Feb; requested
. : repo
23372-000 | * . na Kirkland, WA $49,454 | Current -
23600-000 | * - , na Lake Forest Park $38,565 | Current
23981-000 | * : ' na | Reno, NV $44,692 :’gg"ﬁo days—2
25112-000 | * o na | Lake Stevens, WA | $48,978 | Current
25271-000 | Buena Vita, LLC 11/05 | Southlake, TX $55,448 | Ceased opns Mar,
. ' X . req. PSL to repo
26272-000 | * na | Lynnwood, WA $51,942 | PD 1-30days
27253-000 | * L na | Shoreline, WA $53,514 | Current
29931-000 | R&R Restaurant Management na Roseville, CA $66,684 | LP 10/1407; Ceased
Co., Inc : opns Dec 07 and req
> repo
26271-000 | * na Mariemont, OH $56,453 | Past Due 1-30 days
23951-000 | * : _na Vancouver, WA $61,699 | Past Due
TOTAL 572,700

* Reviewed files and determined legal name only on the leases in the REPO process. All are booked
on the lease accounting system under the dba.

The Broker for each of the three Repo leases is Harbor Financial Services and the common Vendor is
Smith & Greene of Kent, WA
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Feb 18 08 0334p Lou Secord 4258203571 p2
Page 1 of 3

Lou Secord

From: "Jan Gould" <jgould@firstsoundbenk, coms _

To: <lasecord@msn.com>; "Doug Blair” <dblsir@pugetsoundleasing.com=>

Qe “Steve Shaughnessy” <sshaughnessy@firstsoundbank. tom>; "Don Hirtzel”
<ghirtzel@firstsoundbank.com>

Sent: Thursday, Qctober 23, 2008 8:28 AM

Subject:  FW: Security deposit forfeitures

Doug and Lou,

Here is Christie’s response to my email. We need to make sure the forfeitures are in line with these rules. The
best method is to make your selection and have a one over one review and signoff. | can come overanddoit

naext week for this month,

Jan

‘::.'E:&

First Sousid Bank,

Jan Gould

CFCQ/EVP

First Sound Bank

925 Fourth Avenue, Suile 2350
Seattle, WA 98104

Direct 206-436-2002
Fax  20B8-515-2005
jpould@firstsoundhank.com

From: Bakkér, Christie [mailto:Christie.Bakker@rsmi.com]
Sent: Tyssday, October 21, 2008 8:53 AM

To: Jag Gould

Ceo: Ay, Jenny

subject: RE: Security deposit forfeitures

We will be requesting that you provide support for recognizing this. Our research at PSL did support them doing
this based upon the language in the contracts. We will need o verify the lahguage has not changed. We do audit
that the lease is delinquent at the time recognized and that it was a lease acquired by you versus one that FSL
retained servicing on. | don't remember all the specifics right now but | think we also verified that the lessee was

also billed the following manth to replenish the security deposit

If you could provide support on an individual lease basis that the lease was acquired by the bank - we will need
that to select our sample for testing.

Christie Bakker

Partner

McQladrey & Pulien, LLP

One Union Square

800 University Street, Ste. 1100
Seattle, Washington 98101

Direct 206.676.1109
Main: 208.281.4444

10/23/2008
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Feb 18 08 0334p Lou Secord 4258202671 p.3
Page20f3

Fax Direct 206.749.7109
Fax Main: 208.876.1193

The Firm for Cormpanles on the Move

Thiz e-mall is intented fr the person(s) (6 wham Il is addrassed and may conlain confidential infonmmtion. Unfess ststed to the contrary, any opiiions
or comments are personsl fo the writer and do ol repmsant the official view of the company. IF you have received (mise-mall in eror, please nolily us
immedialely by reply e=mall and then delste this message from yow sysfem, Ploase do not capy it ar use it for any purposes, or disciose its gontanis:to
any gther person. Thank your for your coopesation.

Ciroular 230 Disclosure: Any advics contained in this a-mail finclading any attachmonls unless expressly siated athanyso} is not intended or written 10

be usad, ang cannot be used, for purposes of avoiding tex penelies that may ba imposed on any taxpayet.

Fram: Jan Gould [maittosjgould@firstsoundbank.com]
Sent: Monday, QOctober 20, 2008 3:24 PM

To: Bakker, Christie .

Cec: Huy, Jenny

Subjeck: Security deposit forfefturas

Christy,

| just wanted to confirm that there will not be a problem with security deposit forfeiture incame. When we
discussed it earlier, you indicated that PSL has the right to fake this into income. This is a large number in our

income statement so this is important to us.

Please let me know if there are concerns regarding this.
Thanks.

Jan

2enatE,

e

First Sound Bank.

Jan Gould

CFO/EVP

First Sound Bank

925 Fourth Avenue, Suite 2350
Seatile, WA 28104

Direct 208-438-2002
Fax 206-515-2005
jgould@firstsoundbank.com

CONFIDENTIALITY NOTICE: Please do not send nonpublic personal tnformation via emall ax it is ttot sceure, This e-mail mezsage,
inctuding any attachmants, is for the sole use of the intended recipient. If you are not the intended reciplent of this message. any review,
wse, disclosure or distribution is prohiphed. If you have received thls message in creor, pleass contact the sender and delete the email

Immediatcly,

First Sound Bank does not send emalls requasting your personat account Inforrmation nor will the bank ask you o ‘verify’ personal
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account Information via emall. First S5ound Bank will never ask you to click on a special Bnk to do sp. While emalls of this nature may loak
llke they are from us, and even use our Joge, they are most Jikely a *phishing’ scam. Do not answet them and if you receive an emall
purparting to be from us, please do not hesitate ta call us to confirm i,

DISCLAIMER:

This e-mail is only intended for the person(s) to whorn it ts addressed and may contain confidential
irformation. Unless stated to the contrary, any opinions or comments are personal to the writer and do
not represent the official view of the company. If you have received this ¢-mail in crror, please notify us
immediately by reply e-mail and then delete this message from your system. Please do not copy it or use
it for any purposes, or disclose its contents to any other person. Thank you for your cooperation.

Circular 230 Disclosure: Any advice contained in this email (including any attachments unless expressly

stared otherwise) is not intended or written to be used, and cannot be used, for purposes of avoiding tax
penalties that may be imposed on any taxpayer.
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Page 1 of 1

Lou Secord

From: *Jan Gould" <jgould@firstsoundbank.com>

To: <lasecord@msn.com>; "Steve Shaughnessy” <sshaughnessy@firstsoundbank.com>; "Don
Hirtzel" <dhirtzel@firstsoundbank.com>

Cc: "Doug Blair" <dblair@pugetsoundleasing.com>

Sent: Thursday, October 23, 2008 10:22 AM
Subject:  Security deposit forfeiture in October

Month to date, we have taken $221,742 in income. | think that is adequate for now and let's see how October
income looks. We can-do more in November or December if heed be.

Jan

Jan Gould

CFO/EVP :

First Sound Bank

925 Fourth Avenue, Suite 2350
Seattle, WA 98104

Direct 206-436-2002
Fax  206-515-2005

jgould@firstsoundbank.com

CONFIDENTIALITY NOTICE: Please do not send nonpublic personal information via email as it is not secure. This e-mail message,
including any attachments, is for the sole use of the intended recipient. If you are not the intended recipient of this message, any review,
use, disclosure or distribution is prohibited. If you have received this message in error, please contact the sender and delete the email

immediately.

First Sound Bank does not send emails requesting your personal account information nor will the bank ask you to 'verify’ personal
account information via email. First Sound Bank will never ask you to click on a special link to do so. While emails of this nature may look
like they are from us, and even use our logo, they are most likely a "phishing’ scam. Do not answer them and if you receive an email
purporting to be from us, please do not hesitate to call us to confirm it.
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Puget Sound Leasing

A Division of First Sound Bank
Effective 10-2-08 thru 12-31-08 Funded by January 31, 2009

Revised 10-2-08

Equipment Security
Cost Deposits 24 Mos 36 Mos 48 Mos 60 Mos

£ 10% PUT RESIDUAL

$3,000-514,999 2 .0430 0312 .0252 .0216
$15,000 - $49,999 2 .0420 0302 0241 .0205
$50,000 - $74,999 ‘ 2 0419 .0301 .0240 .0204

Over $75,000 -2 .0418 .0300 .0239 .0203

$1.00 RESIDUAL

$3,000-$14,999 2 .04865 0334 .0268 0227
$15,000 - $49,999 2 0457 0325 .0258 0217
$50,000 - $74,999 2 .0456 0324 0257 .0215

Over $75,000 2 .0455 .0323 .0256 0214

*Base rates with no commission calculated
*Maximum broker commission: 15% up to $99,999.99 / 10% $100,000.00 and over
*Application only to $100,000 *Commercial transactions only
*Document fees per attached schedule include 1 express mailing. Each extra express $25.00
*All terms require payments as security deposit
*Additional security deposits may be required based on credit quality
*Partial/Pre-funding - An additional $100.00 doc fee applies
' *Call for special program rates
*Base doc fee $175.00

RATES SUBJECT TO CHANGE WITHOUT NOTICE

Puget Sound Leasing
" A Division of First Sound Bank
Phone: (425) 392-6402 or (800) 325-3273
Fax: (425) 392-6427 or (888) 745-3273
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AGREEMENT TO CLARIFY OPERATING PROCEDURES

This AGREEMENT TO CLARIFY OPERATING PROCEDURES (the “Clarifying
Agreement”) is entered into between LARASCO, INC. (formerly Puget Sound Leasing
Company, Inc.) a Washington corporation (“Seller”) and its sole shareholders, LOUIS A.
SECORD, JR. and RICHARD A. SECORD (collectively “Shareholders”); and FIRST SOUND
BANK, a Washington state-chartered bank (“Buyer”) to clarify operating procedures relating to
" the Asset Purchase Agreement (the “Agreement”) entered into between the parties and effectlve
on March 1, 2008 (the “Effective Date™). The parties agree as fo]lows

1. Goodwill.

The Agreement provides (Section 3.2) that “Seller will work with Buyer to
minimize the amount of goodwill generated in this transaction so that the
goodwill will not exceed $6,000,000 or such other figure which may be agreed
to by the Buyer, based on the valuation of Equipment Leases, Pending
Equipment Leases and Other Purchased Assets.”

The parties have agreed to a goodwill figure of $6,500,000. To reduce the
difference between the price paid by Buyer and the value of the assets acquired
by Buyer to $6,500,000, Seller agrees to pay Buyer $480,000. This shall be
paid by an allocation to the Buyer of the portion of recoveties (80%) otherwise
due Seller at June 30, 2008 on delinquent contracts through collection action or
repossession and sale of equipment. If Seller’s share of these recoveries
exceeds $480,000 any additional amount shall be applied in reduction of any
balance on the Promissory Note which is discussed hereafter. If Seller’s share
of the recoveries is less than $480,000, Seller agrees to make a cash payment

to Buyer for the balance.

The $480,000 required to be paid to Buyer in satisfaction of the Goodwill
overpayment shall be paid as soon as practicable after agreement is reached on
the amount of Seller’s portion of the recoveries referenced above, and in no

event later than September 30, 2008.

2. Sold Portfolio/Leases in Default on Effective Date.

For the purposes of this Agreement, the “Sold Portfolio” means the lease
contracts sold to investors by Seller prior to the Effective Date. The term
“Leases in Default” means any purchased portfolio leases that were over sixty

(60) days past due on the Effective Date.

~ Seller is responsible for payment to investors of all losses in the Sold Portfolio
and on Leases in Default. At June 30,.2008, the losses in the Sold Portfolio are
estimated at $1,550,000 and on the Leases in Default, are estimated at
$535,000. These ﬁgures are subject to appropriate accounting adjustments.

53
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Buyer has reimbursed investors for these losses and shall continue to reimburse
investors for such losses on lease contracts sold.

The parties agree that even though the leases sold are sold on a “non-recourse
basis” it is in the best interest of the parties that Buyer continues the practice
adopted and implemented by Seller of reimbursing investors for any losses in

portfolios they purchase.

3. Reimbursement to Buyer for Payment to Investors of Losses in Sold Portfolio
and on Leases in Default. .

(a) Buyer shall be reimbursed by Seller for payments made to investors by
Buyer for losses in the Sold Portfolio and Leases in Default in the

manner set forth hereafter.

(b) Upon execution of this Agreement the amount owed Seller under
Section 3.1(d) of the Agreement is $700,000, which shall be
immediately applied to reduce the obligation of the Seller set forth in
paragraph 2 of this Clarifying Agreement. The balance owed Buyer by
Seller under the terms of this Clarifying Agreement shall be charged to
the Line of Credit, the terms of which are set forth hereafter.

(c) Future reimbursement to investors for all additional losses relating to
the Sold Portfolio and the Leases in Default, if any, shall be charged to

the Line of Credit.
4. Credit Accommodation.

Upon execution of this Clarifying Agreement, First Sound Bank will provide
to Seller a Line of Credit for $2,000,000, which will mature annually, and
accrue interest at the prime rate charged by First Sound Bank as that rate may
adjust from time to time. The Line of Credit shall be secured by an assignment
of the “Contingent Payments” due Seller under terms of the Agreement -
(Section 3.1(d)). Interest shall be paid quarterly and a minimum of 50% of the
Contingent Payment due Seller shall be applied to the balance on the Line of
Credit quarterly. The terms and conditions of the Line of Credit shall be
subject to standard underwriting procedures of First Sound Bank and shall be

~ in compliance with Regulation O.

5. Sharing of Recovery Revenue.

Revenue generated from sale of repossessed equipment and collection efforts
shall be allocated 80% to Seller and 20% to Buyer.

The foregoing notwithstanding, recoveries on lease contracts not “of record” at
the Effective Date shall belong to Seller. Lease contracts “of record” are those
lease contracts for which Buyer assumed the servicing rights at the Effective Q‘ Q
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Date. A list of the lease contracts of record at the Effective Date is attached
hereto as an exhibit.

6. Amendment to Section 3.1(d) of the Agreement.

The last sentence of this Section is deleted in its entirety and replaced with the
following:

If the annual pre-tax income does not exceed $1,000,000,
any payments deferred will be allocated to reduce any
balance owed on the Promissory Note executed in
conjunction with the Plan for Resolving Issues Related to
Asset Purchase Agreement and Seller shall reimburse
Buyer any payment made during such calendar year within
thirty (30) days of written notice from Seller that the
$1,000,000 threshold was not met. :

7. Independent Legal Counsel

Seller and its principals, Louis A. Secord, Jr. and Richard A. Secord
acknowledge that Keller Rohrback L.L.P. has represented Buyer in this
transaction and Seller and its principals have been encouraged to retain their

own legal counsel regarding this Clarifymg Agreement.

8. Effect on Agreement.

To the extent provisions of this Clarifying Agreement are contrary to
provisions in the Agreement, the provisions of this Clarifying Agreement shall
control. In all other aspects, the terms and conditions of the Agreement shall

remain in full force and effect.

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK]
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IN WITNESS WHEREOF, the parties hereto have executed this Clarifying Agreement
on the day of , 2008.

BUYER:
FIRST SOUND BANK
By:

Name: Donald L. Hirtzel
Title: Chairman and CEO

By:

Name: Steven M. Shanghnessy
Title: President and COO

SELLER:

LARASCO, INC. (formerly PUGET SOUND
LEASING COMPANY, INC.)

o DA

Name: Richard Al Secord
Title: President

SHAREHOLDERS AND DIRECTORS OF
LLER:

1., Individually

'Loms A. Secord, J

RlchardA 7Secord, Individually /

N:AClients\26296\1 1\Proposed Plan\Clarifying Agresment 07232008.doc
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First Sound Bank
Calculation of Larasco Earnout

For the Period ended September_ 30.2008 _

Month To Date Year To Date
PSL PSL
interest income
Leasing 338.0 3,190.8
Loan Fees 76.2 1,071.2
Total interest Income 414.2 4,262.0
Interest Expense
Intercompany Borrowing 121.7 1,084.5
Net interest iIncome _
before LLP 292.5 3,177.4
Provision for Loan Losses 281.0 1,316.0.000""
Net interest Income 11.5 1,861.4
Other Income
Other Transaction Fees 161.9 2,702.0
% Gain on Sales of Leases 81.9 & 3,500.2,..-
Total Other Income 2438 6,2022
General & Administration Expense
Salaries and Benefits 449.9 3,186.0
Incentives 0.0 10.9
Fas 91 Compensation Deferral (151.5) (1,366.3)
Occupancy 71.6 488.3
Furniture and Equipment 76.7 533.6
Computer Processing 1.2 10.0
Professional/Regulatory Fees 980.2 495.6
Directors Fees 0.0 0.0
Marketing 2.1 9.1
B&O/Excise Taxes 6.0 64.0
Other Employee Related Exps 14.5 77.2
Amortization of Intangibles 90.2 653.5
Miscellaneous Expenses 127.6 769.3
778.5 4,931.2

Total G & A Expense
Net income Before Payout

Net Income After Payout 2,088.3 .
LARASCO Payments Accrued/Unpaid Paid and accrued
Paid Year to Date 1,026,064
Accrued July {40,663) {40,663)
Accrued  August 232,831 232,831
Accrued September (1 74,394) ' ' (1 74,394)
17,775 1,043,839

Total
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First Sound Ban!

For Imnmediate Release

Contact:

Don L. Hirtzel, Chairman and CEO

Steven M. Shaughnessy, President and COO
Jan Gould, Executive Vice President and CFO
(208) 515-2004

First Sound Bank Reports Loss for 2008
- Capital Position Remains Strong -

SEATTLE, February 6, 2009 — First Sound Bank (OTCBB: FSWA) today reported a
loss of $3.2 million in the fourth quarter of 2008, compared to earnings of $460 thousand
in the fourth quarter of the previous year. For the year, the bank lost $1.8 million —
compared to $1.6 million in net income in 2007. The losses incurred in 2008 resulted
primarily from adding $5.3 million to the loan loss provision ($3.0 million of which was
added in the fourth quarter). This compares to a provision of $535 thousand for 2007.
The bank’s loan loss reserve, which comprised 2.4 percent of total loans, was up from
1.1 percent in 2007 and is considered prudent in light of the deteriorating local economy
— as well as weakening noted in the bank’s real estate construction and small-ticket
leasing portfolios.

Assets at year-end stood at $275.7 million, a 50.3 percent increase from $183.4 million
in December 2007. Loans ended the year at $219.3 million, up 52.8 percent from
$143.5 million the previous year, while deposits increased 38.6 percent — from $147.3
million to $204.2 million. At year-end, 3.8 percent of the bank’s total assets were non-
performing assets — 88.5 percent of which were in real estate construction and 11.5
percent in small-ticket leasing. Non interest-bearing deposits, which account for 16.8
percent of total deposits, rose significantly — from $24.3 million to $34.2 million, an
increase of 41.1 percent.
— more —
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Page Two
First Sound Bank Reports Loss

The bank’s net interest margin of 4.16 percent in the fourth quarter of 2008 was down
from 4.42 percent a year ago — a 26 basis-point decrease that is attributed to generally
eroding margins experienced throughout the industry.

On December 23, 2008, First Sound Bank received $7.4 million in capital as a
participant in the U.S. Treasury Department’s Capital Purchase Program (“CPP”). Under
the terms of the transaction, the bank issued 7,400 shares of Series A, Fixed-Rate
Cumulative Perpetual Preferred Stock and a warrant to purchase 114,080 shares of the
bank’s common stock at an exercise price of $9.73 per share. The bank’s intention in
electing to participate in the CPP was to add capital that would allow First Sound Bank to

increase its lending to businesses and consumers in its market area.

With $43 million in capital — and a Tier 1 capital ratio of 14.8 percent that is well above
the regulatory 10 percent minimum — First Sound Bank remains one of the better-
capitalized banks in the Northwest. The book value of the bank’s common stock at year-
end was $10.09 per share, compared to $10.54 a year ago.

First Sound Bank has a well-diversified loan portfolio with 34.9 percent of loans in
commercial and industrial (including asset-based lending), 17.0 percent in real estate
construction, 20.9 percent in other real estate, 26.2 percent in small-ticket leasing, and

1.0 percent in consumer loans.

First Sound Bank is in litigation with the former owners of Puget Sound Leasing Co., Inc.
— as well as various investor banks that have done business with the leasing company’s
former owners and First Sound Bank — over issues regarding the asset acquisition of
Puget Sound Leasing. Details regarding litigation issues may be found in First Sound
Bank news releases issued on January 2, 2009 and January 12, 2009. Given year-end
events relating to the leasing division, management has retained third-party assistance
to assess the value of the leasing transaction as it relates to goodwill.

-- more --
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Page Three
First Sound Bank Reports Loss

“First Sound Bank was well-capitalized prior to its participation in the U.S. Treasury
Department’'s Capital Purchase Program, and the program has allowed us to further
strengthen our balance sheet so that we can continue to take advantage of growth
opportunities in the market,” said First Sound Bank Chairman and CEO Don Hirtzel.

First Sound Bank was founded in July 2004, With $276 million in assets, the bank and
its dedicated 83-person staff serve clients from its downtown Seattle office and its

leasing company in Bellevue.

For a more detalled financlal analysls, contact
Jgould@firstsoundbenk.com

First Sound Bank Reports Loss for 2008

Certain statements In this press release, Including statements regarding the
anticipated development and expansion of First Sound Bank’s business, and
the Intent, belief or current expectations of the company, Its directors or Its
officers, are “forward-looking”™ statements (as such term Is defined In the
Private Securities Litigation Reform Act of 1995). Because such statements
are subject fo risks and uncertainties, actual results may differ materially
from those expressed or Implied by such forward-looking statements.

About First Sound Bank

Seattle-based First Sound Bank offers customized banking for small- to medium-sized
businesses, organizations, not-for-profits and professionals in the Puget Sound region. Founded
by a team of veteran local banking executives, it is committed to delivering personalized service,
convenient access and competitive rates to support the needs of the business community. The
bank offers online banking at www.firstsoundbark.com plus an expansive banking network in
the western U.S., as well as ATM banking throughout the country and abroad. On March 1, 2008,
First Sound Bank purchased a majority of the assets of Pugei Sound Leasing Company, Inc. - a
small ticket, business-to-business leasing company — and established Puget Sound Leasing as a

division of First Sound Bank.

H##
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EMPLOYMENT AGREEMENT
LOUIS A. SECORD, JR.

THIS EMPLOYMENT AGREEMENT (“Agreement”) is made this 29th day of
February, 2008, by and between FIRST SOUND BANK, a Washington State chartered
commercial bank (the “Bank”) and LOUIS A. SECORD, JR. (“Secord). The Bank and Secord
are sometimes collectively referred to herein as “the Parties.”

RECITALS

WHEREAS, Secord currently serves as the President and Chief Executive Officer of
Puget Sound Leasing Company, Inc. (“Puget Sound”); and

WHEREAS, the Bank is acquiring substantially all of the assets of Puget Sound and
wishes to retain the services of Secord following the closing of the transaction;

NOW THEREFORE, in consideration of the mutual covenants and agreements contained
herein, and other good and valuable consideration, the receipt and sufficiency of which is hereby

acknowledged, the Parties agree as follows:

1. Term. Secord’s term of employment (“Term”) under this Agreement shall
commence on the day following the Closing of the acquisition by the Bank of substantially all of
the assets of Puget Sound under the terms set forth in the Asset Purchase Agreement between
Puget Sound Leasing Company, Inc., a Washington corporation and its Shareholders and First
Sound Bank dated September 24, 2007, and shall continue for a period of five (5) years unless
earlier terminated in accordance with paragraph 9 hereof.

2. Duties. Secord is hired by the Bank to serve as President of the “Puget Sound
Leasing division” of the Bank (“PSL”). Secord shall report directly to the Chief Executive
Officer of the Bank and shall be responsible for the overall operation and conduct of PSL,
pursuant to the general guidelines and directions established from time to time by the Bank.
Further, within the last two years of the Term of this Agreement, Secord will work with Bank’s
senior management to select, hire and train his successor to serve as the principal executive
officer of PSL. The Board of Directors of the Bank shall appoint Secord to serve as a member of
the Board of Directors of Bank and nominate and recommend him for election to the Board by
Shareholders as long as he is employed as the President of PSL.

3. Exclusive Services and Best Efforts. Secord shall render services solely on behalf
of the Bank, and in no event shall he render services directly to a customer of the Bank for the
individual gain of Secord, without the Bank’s prior written consent. Secord shall devote his full
time, attention and energies, during regular business hours, to the business of the Bank. Secord
further agrees that he shall perform any and all duties to the best of his abilities. In addition to
any other responsibilities which the Bank may from time to time require him to perform, Secord

shall:

(a)  Use his diligent efforts to promote the business and further the goals of the
Bank;
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() Conduct his business and regulate his habits so as to maintain and increase
the goodwill and reputation of both the Bank and its business and to abide by all codes of ethics
and other professional duties which are binding upon or applicable to general good business

practices;

(c) Not render to others, during his employment with the Bank, services of
any kind or promote, participate or engage in any other business activity which would interfere
with the performance of his duties under this Agreement, including, without limitation, providing
consulting services or otherwise engaging in business with any person or entity which directly or
indirectly competes with the Bank, unless he first obtains the Bank’s prior written consent to

engage in such outside activities.

Although Secord is required to devote his entire time, attention and energies to the
business of the Bank and cannot, during the term of this Agreement, be engaged in any other
business activity which interferes with his duties hereunder, whether or not such business activity
is pursued for gain, profit or other pecuniary advantage, this shall not be construed as preventing
Secord from investing his assets in such manner as will not require any services on his part in the
operation of the affairs of the companies in which such investments are made, or in making other
investments which do not interfere with his duties under this Agreement. Further, it is
understood that following the Closing, Secord shall have some continued duties related to the
former Puget Sound Leasing Company, Inc. and shall be permitted to spend up to five (5) hours
per week addressing and such issues without any reduction in his Compensation. If Secord’s
time commitment to the former Puget Sound Leasing Company, Inc. exceeds five (5) hours per
week an appropriate adjustment will be made in his Salary, after discussing the same with

Secord.

4. Compensation. The Bank shall pay Secord, as compensation for his full-time
services during the Term, the following: _

(a) Salary. Secord will receive an annual salary of $500,000 (“Salary”),
payable in monthly or more frequent installments in accordance with he Bank’s regular payroll
schedule. Secord will receive no additional compensation for serving as a member of the Board

of Directors of the Bank.

(b) Benefits. During the Term, Secord shall be entitled to participate in the
pension, employee benefit and similar plans and programs (including any refirement, 401(k),
health and welfare benefit plans, but excluding any bonus, incentive pay, stock option, stock
purchase or other equity incentive plans) of the Bank and PSL on substantially the same terms
and conditions as similarly situated employees of the Bank, subject to any eligibility
requirements applicable to such plans and programs. For purposes of determining eligibility to
participate in such plans and the vesting related calculations of benefits under such plans (but not
for the accrual of benefits) the Bank shall give effect to years of service with Puget Sound
Leasing Company, Inc. as if such service were with the Bank.

5. Business Expenses. The Bank will pay or reimburse Secord for reasonable and
necessary business expenses incurred by Secord, which are directly related to the performance of
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his duties of employment, including travel, professional memberships and professional

~ development, subject to documentation by Secord and approval of the Chairman of the Bank.

6. Automobile. Secord shall provide his own automobile, and the Bank shall
provide him an automobile allowance of $700 per month for use of such automobile incident to
his duties as President of PSL. The automobile allowance may be increased from time to time as

deemed appropriate by the Board.

7. Vacation. Secord shall be entitled to eight (8) weeks vacation each year, during
which time his compensation shall be paid in full. Secord shall not take any such vacation
during a time when to do so would be detrimental to PSL or the Bank’s business. Vacation days
may not be accrued beyond the current year without approval of the Board of Directors.

8. Working Facilities. Secord shall be furnished W1th such working facilities as are
reasonably required by Secord to perform his duties as President of PSL, which working
facilities shall include, but not be limited to, an office and secretarial and staff support.

9. Termination. This Agreement may be terminated by the Bank upon written notice
to Secord, and by Secord upon 90 days written notice to the Bank. If Secord resigns from the
Bank, except for Good Reason as defined in paragraph 9(a), he will receive only his
compensation, benefits earned and expenses reimbursable through the date this Agreement is
terminated. If Secord’s employment is terminated by the Bank or by Secord for Good Reason,

he shall receive the compensation provided hereafter.

@ Termination Without Cause/For Good Reason. If Secord’s employment is
terminated by the Bank, except for cause as provided in paragraph 9(b), or by Secord for Good
Reason, prior to expiration of the Term, Secord shall be entitled to receive a severance benefit
equal to the balance of the Salary that would be due him under this Agreement if it had not been
terminated. Such payment shall, at the option of the Bank, be made in a lump sum or in
accordance with the Bank’s regular payroll schedule and shall be paid or payments commenced
as soon as practicable, but not less than six (6) months, after the date that Secord’s entitlement to
such payment arose. For purposes of this Agreement, “Good Reason™ means any one or more of
the following: Reduction of Secord’s Salary during the Term of this Agreement without Secord’s
consent (other than as part of an overall program applied uniformly to all members of senior
management of the Bank); the assignment to Secord without his consent of any duties materially
inconsistent with Secord’s position as of the date of this Agreement; or a relocation or transfer of
Secord’s principal place of employment that would require Secord to commute on a regular basis
more than 30 miles each way from PSL’s main office as of the date of this Agreement. ‘

(b)  Termination for Cause. The compensation payable on termination as
provided in paragraph 9(a) shall not be payable in the event Secord’s employment is terminated
for cause. Termination shall be determined to be for cause only in the event: (i) Secord is
convicted of a felony or crime involving moral turpitude, or charged with a felony or crime
involving moral turpitude if the Board, in its sole discretion, determines that the adverse
publicity/notoriety stemming from such charge will make it difficult for Secord to perform his
duties and/or the Bank to carry on its normal business activities; or (ii) Secord fails or refuses,
after written request, to comply with any material policies adopted by the Board; (iii) Secord is
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terminated for fraud, embezzlement, or willful misconduct (including, but not limited to,
violation of the Bank’s anti-discrimination and harassment policies); or (iv) Secord is removed
from office by the Board in order to comply with a requirement, request or recommendation
from the Director of Banking for the State of Washington or the Federal Deposit Insurance

Corporation (“FDIC”).

(©) Death or Disability. This Agreement will terminate immediately upon
Secord’s death. If Secord is unable to perform his duties and obligations under this Agreement
for an aggregate period of ninety (90) days as a result of a physical or mental disability and
cannot continue to perform his duties with reasonable accommodation, the Board may terminate

“this Agreement. If termination occurs due to Secord’s death, his estate will be entitled to receive

only the compensation, benefits earned, and expenses reimbursable through the date this
Agreement is terminated. If termination occurs due to Secord’s disability, he shall continue to
receive his Salary until payments under the Bank’s long-term disability plan commence, or in the
event the Bank has no long-term disability plan on the date of disability, Secord’s salary shall
continue for a period of six (6) months. For purposes of this paragraph, “disability” shall be
determined using the definition of that term in the Bank’s long-term disability plan in effect at
the time of the disability, or if no such plan is then in effect, the definition of “disability” found
in Internal Revenue Code Section 22(e), as may be amended from time to time, shall apply.

10.  Change of Control. If Secord remains in the employment of the Bank through the
date of closing of a Change of Control of the Bank, as that term is hereinafter defined, and
Secord leaves the employment of the Bank, whether voluntarily or involuntarily, within twelve
(12) months after such Change of Control, Secord shall receive an amount equal to two (2) times
his W-2 income (excluding any gains on sale of Bank stock) before salary deferrals over the
twelve (12) month period prior to the Change of Control. “Change of Control” as used herein
will be deemed to have occurred when there is a Change in the Ownership of the Bank or a
Change in the Ownership of a Substantial Portion of the Assets of the Bank, as defined below:

(a) Change in the Ownership of the Bank. For the purposes of this Agreement,
a Change in the Ownership of the Bank shall be deemed to occur when any one person, or more
than one person acting as a group, acquires ownership of the Bank stock that, together with stock
held by such person or group, constitutes more than fifty percent (50%) of the total fair market
value or total voting power of the Bank. A Change in Ownership of the Bank will not occur
when any one person, or more than one person acting as a group, owning more than fifty percent
(50%) of the total fair market value or total voting power of the stock of the Bank acquires
additional stock. For the purposes of this section, an increase in the percentage of stock owned
by any one person, or more than one person if acting as a group, as a result of a transaction in
which the Bank acquires its stock in exchange for property will be treated as an acquisition of

stock.

®) Change in the Ownership of a Substantial Portion of the Assets of the

Bank. For the purposes of this Agreement, a Change in the Ownership of a Substantial Portion of
the Assets of the Bank shall be deemed to occur on the date that any one person, or more than
one person acting as a group, acquires (or has acquired during the twelve (12) month period
ending on the date of the most recent acquisition by such person or persons) assets from the
corporation that have a total gross fair market value equal to or more than forty percent (40%) of
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the total gross fair market value of all of the assets of the Bank immediately prior to such
acquisition or acquisitions. For the purpose of this section, gross fair market value means the
value of the assets of the Bank or the value of the assets being disposed of, determined without
regard to any liabilities associated with such assets. A Change in the Ownership of a Substantial
Portion of the Assets of the Bank shall not be deemed to occur where the assets transferred by
the Bank are transferred to (1) a shareholder of the corporation (immediately before the asset
transfer) in exchange for or with respect to its stock; (2) an entity fifty percent (50%) or more of
the total value or voting power of which is owned, directly or indirectly, by the Bank; (3) a
person, or more than one person acting as a group, that owns directly or indirectly, fifty percent
(50%) or more of the total value or voting power of all the outstanding stock of The Bank; or (4)
an entity, at least fifty percent (50%) of the total value or voting power of which is owned,
directly or indirectly, by a person or more than one persons acting as a group, that owns, directly
or indirectly, fifty percent (50%) or more of the total value or voting power of all the outstanding -

stock of The Bank.

11.  Confidentiality. Secord acknowledges that he will have access to certain
proprietary and confidential information of the Bank and its clients. Secord will not, after
signing this Agreement, including during and after its Term, use for his own purposes or disclose
to any other person or entity any confidential information concerning the Bank or its business
operations or customers, unless: (i) the Bank consents to the use or disclosure of said confidential
information, (ii) the use or disclosure is consistent with Secord’s duties under this Agreement, or

(iii) disclosure is required by law or court order.

12.  Competition Restriction. During the Term and for twenty-four (24) months
thereafter (the “Restriction Period”), Secord shall not (i) directly or indirectly, establish, finance,
own, manage, operate, engage in or otherwise participate in the conduct of any business, in the
states of Washington, Oregon and Idaho that is the same or substantially similar to PSL;
provided, however, that the prohibition set forth in this paragraph 12 shall not in any manner
limit or prohibit activities of Secord relating to assets not purchased by the Bank (“Excluded
Assets™); (if) directly or indirectly solicit, encourage or attempt to solicit or encourage any of the
employees, agents, independent contractors, brokers, consultants or representatives of the Bank
to terminate his, her or its relationship with the Bank; (iii) directly or indirectly solicit, encourage
or attempt to solicit or encourage any of the employees, agents, independent contractors, brokers,
consultants or representatives of the Bank to become employees, agents, representatives,
consultants or independent contractors of any other entity; (iv) directly or indirectly solicit or
attempt to solicit any broker, customer, vendor or distributor of the Bank with respect to any
product or service being furnished, made, sold or leased by the Bank; or (v) persuade or seek to
persuade any customer, broker or vendor of the Bank to cease to do business or to reduce the
amount of business which any customer, broker or vendor has customarily done with the Bank or

is contemplating doing work with the Bank.

13.  No Solicitation. During the Term and for twenty-four (24) months thereafter, he
will not, directly or indirectly, solicit or attempt to solicit: (i) any employees of the Bank to leave
their employment, or (ii) any customers of the Bank to remove their business from the Bank to
participate in any manner in a competing business (“Competing Business™). “Competing
Business” means any leasing company that competes with or will compete with the Bank in

DECLARATION OF LOUIS SECORD
NO. C09-0056 TSZ -- Page 128



Washington, Oregon or Idaho, or financial institution or trust company that competes with or
will compete with the Bank in King, Snohomish or Pierce County.

14. Return of Bank Property. If and when Secord ceases, for any reason, to be
employed by the Bank, Secord must return to the Bank all keys, pass cards, identification cards
and any other property of the Bank. At the same time, Secord also must return to the Bank all
originals and copies (whether in hard copy, electronic or other form) of any documents,
drawings, notes, memoranda, designs, devices, diskettes, tapes, manuals, and specifications
which constitute proprietary information or material of the Bank. The obligations in this
paragraph include the return of documents and other materials which may be in Secord’s desk at
work, in Secord’s car or place of residence, or in any other location under Secord’s control.

15.  Enforcement of Confidentiality and Non-Competition Covenants. The Bank and
Secord stipulate that, in light of all of the facts and circumstances of the relationship between
them, the covenants referred to in paragraphs 11, 12, 13 or 14 above, including, without
limitation, their scope, duration and geographic extent, are fair and reasonably necessary for the
protection of the Bank’s confidential information, goodwill and other protectable interests. If a
court of competent jurisdiction should decline to enforce any of those covenants and agreements,
Secord and the Bank request the court to reform these provisions to restrict Secord’s use of
confidential information and Secord’s ability to compete with the Bank, to the maximum extent,
in time, scope of activities, and geography, as the court finds enforceable.

Secord acknowledges that the Bank will suffer immediate and irreparable harm that will
not be compensable by damages alone, if Secord repudiates or breaches any of the provisions in
paragraphs 11, 12, 13 or 14 above or threatens or attempts to do so. For this reason, under these
circumstances, the Bank, in addition to and without limitation of any other rights, remedies or
damages available to it at law or in equity, will be entitled to obtain temporary, preliminary and
permanent injunctions in order to prevent or restrain the breach, and the Bank will not be
required to post a bond as a condition for the granting of this relief.

16. Adequate Consideration. Secord specifically acknowledges the receipt of
adequate consideration for the covenants contained in paragraphs 11, 12, 13 or 14 above and that
the Bank is entitled to require him to comply with these paragraphs. These paragraphs will
survive termination of this Agreement. Secord represents that if his employment is terminated,
whether voluntarily or involuntarily, he has the experience and capabilities sufficient to enable
him to obtain employment in areas which do not violate this Agreement and that the Bank’s
enforcement of a remedy by way of injunction will not prevent Secord from earning a livelihood.

17. No Employee Contract Rights. Nothing contained in this Agreement shall be
construed to abrogate, limit or affect the powers, rights and privileges of the Board to remove

Secord as President of PSL, with or without the cause.

18.  Regulatory Agencies. The Parties fully acknowledge and recognize that the Bank
and Secord (insofar as he conducts the Bank’s business) are regulated and governed by the
Division of Banks for the State of Washington and the FDIC. In the event the Division of Banks,
the FDIC or any other governmental agency with authority to regulate the Bank objects to, and
requires modification of, any of the terms of this Agreement, the Parties agree that they shall
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abide by and modify the terms of this Agreement to comply with any and all requirements of that
governmental agency.

19.  Dispute Resolution. The Parties agree to attempt to resolve all disputes arising
out of this Agreement by mediation. Any party desiring mediation may begin the process by
giving the other party a written Request to Mediate, describing the issues involved and inviting
the other party to join with the calling party to name a mutually agreeable mediator and a
timeframe for the mediation meeting. The Parties and mediator may adopt any procedural
format that seems appropriate for the particular dispute. The contents of all discussions during
the mediation shall be confidential and non-discoverable in subsequent arbitration or litigation, if
any. If the Parties can, through the mediation process, resolve the dispute(s), the agreement
reached by the Parties shall be reduced to writing, signed by the Parties, and the dispute shall be

at an end.

If the result of the mediation is a recognition that the dispute cannot be successfully
mediated, or if either party believes mediation would be unproductive or too slow, then either
party may seek to resolve the dispute in accordance with the procedures established by Judicial

Arbitration and Mediation Services, Inc.

The award rendered by the arbitrator (whether through Judicial Arbitration and Mediation
Services, Inc. or otherwise) shall be final, and judgment may be entered upon it in accordance
with applicable law in any court having jurisdiction thereof.

The arbitrator shall allocate the costs charged by Judicial Arbitration and Mediation
Services, Inc., or other arbitrator as the case may be, for the arbitration between the Parties in a
manner which the arbitrator considers equitable. It is agreed that the arbitrator shall award to the
prevailing or substantially prevailing party all fees incurred by such party with regard to such
arbitration, including reasonable legal and accounting fees. If the arbitrator determines that there
is no prevailing or substantially prevailing party, the legal and accounting fees shall be the

responsibility of each party.

20.  Passivity Commitment. Secord agrees that as long as he is employed by Bank
and/or a member of its Board of Directors, he will not serve as a member of the Board of

Directors or employee of Puget Sound Leasing, or any successor thereof.

21.  Governing Law. All proceedings will be held at a place designated by the
arbitrator in King County, Washington. The arbitrator, in rendering a decision as to any state

law claims, will apply Washington law.

22.  Bxception to Arbitration. Notwithstanding the above, if Secord violates
paragraphs 11, 12, 13 or 14 above, the Bank will have the right to initiate the court proceedings
described in paragraph 15 above, in lieu of an arbitration proceeding. The Bank may initiate
these proceedings wherever appropriate within Washington state, but Secord will consent to

venue and jurisdiction in King County, Washington.

23. Key Man Insurance. The Bank may at its election and for its benefit, insure
Secord against disability or death (up to $1,000,000 coverage) and Secord shall submit to such
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reasonable physical examination and supply such information as may be reasonably requested by
the Bank in connection therewith.

24, Waiver of Breach. A waiver by the Bank or Secord of a breach of any provision
of this Agreement by the other party shall not operate or be construed as a waiver of any

subsequent breach by the other party.

25. Succession. This Agreement shall be binding upoh and inure to the benefit of the
Parties and their respective heirs, legal representatives, successors, and permitted assigns. This
Agreement may not be assigned or delegated by either Party without the consent of the other

Party.

- 26. Execution of Release. Any change of control payment to Secord under paragraph
10 hereof shall be conditioned upon receipt by the Bank of an executed release of all claims
against the Bank, satisfactory to the Bank and its counsel.

27.  Notice. Any notice to be delivered under this Agreement shall be given in writing
and delivered personally or by certified mail, postage prepaid, addressed to the Bank or to
Secord at their last known address.

28.  Independent Legal Counsel. Secord acknowledges that he has had the
opportunity to review and consult with his own personal legal counsel regarding this Agreement.

29, Non-Waiver. No delay or failure by either party to exercise any right under this
Agreement, and no partial single exercise of that right, shall constitute a waiver of that or any

other right.

30.  Severability. If any provision of this Agreement shall be held by a court of
competent jurisdiction to be invalid or unenforceable, the remaining provisions shall continue to

be fully effective.

: 31.  Entire Apreement. This Agreement represents the entire agreement of the Parties.

This Agreement supersedes any prior oral or written agreement between the Parties on the
subject matter hereof. This Agreement may be superseded by another written agreement entered
into between Secord and the Bank on mutually agreeable terms, provided such agreement
expressly by its terms supersedes this Agreement.

32.  Binding Effect. It is agreed that all covenants, terms and conditions of this
Agreement shall extend, apply to and firmly bind the heirs, executors, administrators, assigns
and successors in interest of the respective parties hereto as fully as the respective parties

themselves are bound.

33.  Capitalized Terms. Capitalized Terms used herein and not defined herein shall
have the meaning set forth in the Asset Purchase Agreement between Puget Sound Leasing Co.,
Inc., a Washington Corporation and Its Shareholders and First Sound Barnk, a Washington Bank,

dated as of September 24, 2007.
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S 34,  Compliance with Internal Revenue Code Section 409A. Where required, the
' provisions of this Agreement are intended to comply with the requirements of Section 409A of
the Internal Revenue Code. Notwithstanding any other provision of this Agreement, this
Agreement shall be interpreted and administered in accordance with the requirements of
Section 409A of the Internal Revenue Code.

IN WITNESS WHEREOF, the Parties have signed this Agreement on the day and year

first above written.

FIRST SOUND BANK

By:
Name: DONALD L, TZEL LOUIS A. SECORD, JR.
Title: Chairma d CEO
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