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

ended December 31, 2012.
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ITEM 1. FINANCIAL STATEMENTS

CONSOLIDATED FINANCIAL STATEMENTS
NORTHRIM BANCORP, INC.

Consolidated Balance Sheets

December
June 30, 31,

(In Thousands, Except Share Data) 2013 2012
ASSETS
Cash and due from banks $ 29,216 $ 40,834
Interest bearing deposits in other banks 78,269 113,979
Investment securities available for sale 222,825 203,918
Investment securities held to maturity 2,746 2,749
Total portfolio investments 225,571 206,667
Investment in Federal Home Loan Bank stock 1,932 1,967
Loans held for sale 15,811 11,705
Loans 718,157 704,213
Allowance for loan losses (16,528) (16,408)
Net loans 717,440 699,510
Purchased receivables, net 26,546 19,022
Accrued interest receivable 2,729 2,618
Other real estate owned, net 4,293 4,543
Premises and equipment, net 28,200 27,908
Goodwill and intangible assets, net 8,053 8,170
Other assets 42,601 34,889
Total assets $ 1,164,850 $ 1,160,107
LIABILITIES
Deposits:
Demand $ 344978 $ 361,167
Interest-bearing demand 137,788 146,262
Savings 93,714 87,241
Alaska CDs 105,568 101,165
Money market 185,654 181,598
Certificates of deposit less than $100,000 36,384 39,343
Certificates of deposit greater than $100,000 54,846 53,353
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Total deposits 958,932 970,129
Securities sold under repurchase agreements 20,321 19,038
Borrowings 6,629 4,479
Junior subordinated debentures 18,558 18,558
Other liabilities 20,356 11,550
Total liabilities 1,024,796 1,023,754

SHAREHOLDERS' EQUITY
Preferred stock, $1 par value, 2,500,000 shares authorized, none issued or outstanding
Common stock, $1 par value, 10,000,000 shares authorized, 6,515,414 and 6,511,649

shares

issued and outstanding at June 30, 2013 and December 31, 2012, respectively 6,515 6,512
Additional paid-in capital 53,886 53,638
Retained earnings 78,939 74,742
Accumulated other comprehensive income 639 1,368
Total Northrim BanCorp shareholders' equity 139,979 136,260
Noncontrolling interest 75 93
Total shareholders' equity 140,054 136,353
Total liabilities and shareholders' equity $ 1,164,850 $ 1,160,107

See notes to consolidated financial statements
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NORTHRIM BANCORP, INC.

Consolidated Statements of Income

Three Months Ended Six Months Ended

June 30, June 30,
(In Thousands, Except Per Share Data) 2013 2012 2013 2012
Interest Income
Interest and fees on loans $ 10,734 $ 10,305 $ 21,076 $ 20,530
Interest on investment securities available for sale 630 718 1,289 1,467
Interest on investment securities held to maturity 30 37 59 75
Interest on deposits in other banks 46 63 108 103
Total Interest Income 11,440 11,123 22,532 22,175
Interest Expense
Interest expense on deposits, borrowings and junior
subordinated debentures 511 627 1,041 1,325
Net Interest Income 10,929 10,496 21,491 20,850
Provision for loan losses - 89 150 178
Net Interest Income After Provision for Loan Losses 10,929 10,407 21,341 20,672
Other Operating Income
Purchased receivable income 768 712 1,470 1,424
Employee benefit plan income 632 616 1,201 1,156
Service charges on deposit accounts 539 569 1,064 1,137
Electronic banking income 536 493 1,040 976
Equity in earnings from RML 538 405 780 706
Gain on sale of securities 100 246 318 273
Rental income 27 204 55 402
Other income 562 480 913 858
Total Other Operating Income 3,702 3,725 6,841 6,932
Other Operating Expense
Salaries and other personnel expense 5,586 5,154 11,321 10,860
Occupancy expense 858 920 1,746 1,916
Marketing expense 445 435 892 872
Professional and outside services 309 287 658 676
Equipment expense 301 342 579 636
Software expense 267 270 532 521
Amortization of low income housing tax investments 247 234 492 462

Internet banking expense 189 185 373 357
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Insurance expense

Reserve for (recovery from) purchased receivables
Intangible asset amortization expense

OREO expense, net rental income and gains on sale
Other operating expense

Total Other Operating Expense

Income Before Provision for Income Taxes

Provision for income taxes

Net Income

Less: Net income attributable to the noncontrolling interest
Net Income Attributable to Northrim BanCorp

Earnings Per Share, Basic
Earnings Per Share, Diluted

Weighted Average Shares Outstanding, Basic
Weighted Average Shares Outstanding, Diluted

See notes to consolidated financial statements
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1,990
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5,974
256

$ 5,718
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6,468,724
6,570,094
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NORTHRIM BANCORP, INC.

Consolidated Statements of Comprehensive Income

(In Thousands)

Net income
Other comprehensive income, net of tax:
Securities available for sale:

Unrealized gains (losses) arising during the period

Reclassification of net gains included in net income (net of tax expense of

$41,000
and $101,000 for the second quarter of 2013 and 2012, respectively, and
$131,000 and $112,000 for the first six months of 2013 and 2012,

respectively

Income tax benefit (expense) related to unrealized (losses) gains

Total other comprehensive income (loss)

Comprehensive income

Less: comprehensive income attributable to the noncontrolling interest

Total comprehensive income attributable to Northrim BanCorp

See notes to consolidated financial statements

Three Months
Ended

June 30,

2013 2012

$ 3,605 § 3,286

$ (1,070) $ (62)

(59) (145)
440 26

(689) (181)
2,916 3,105

(109) (144)
$ 2,807 $ 2,961

Six Months Ended
June 30,
2013 2012

$ 6,369 § 5974

$ (919) $ 1,463

(187) (161)

377 (601)
(729) 701
5,640 6,675

(199) (256)
$ 5441 $ 6,419
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NORTHRIM BANCORP, INC.

Consolidated Statements of Changes in Shareholders’ Equity

(In Thousands)
Balance as of January 1, 2012

Cash dividend declared
Stock based compensation
expense

Exercise of stock options
Excess tax benefits from
share-based payment
arrangements

Distributions to noncontrolling
interest

Other comprehensive income
Net income attributable to the
noncontrolling interest

Net income attributable to
Northrim BanCorp

Twelve Months Ended December

31,2012

Cash dividend declared

Stock based compensation
expense

Exercise of stock options
Excess tax benefits from
share-based payment
arrangements

Distributions to noncontrolling
interest

Other comprehensive income
Net income attributable to the
noncontrolling interest

Net income attributable to
Northrim BanCorp

Six Months Ended June 30, 2013 6,515

Common Stock

Number Par
of Shares Value
6,467 $ 6,467
45 45
6,512 $ 6,512
3 3

$ 6,515

Accumulated
Additional Other Non-
Paid-in Retained Comprehensivecontrolling
Capital Earnings Income Interest Total
$ 53,164 $ 65,469 $ 283 $ 52 $ 125,435
- (3,673) - - (3,673)
454 - - - 454
(213) - - - (168)
233 - - - 233
- - - (471) (471)
- - 1,085 - 1,085
- - - 512 512
- 12,946 - - 12,946
$ 53,638 $ 74,742 1,368 $ 93 $ 136,353
- (1,973) - - (1,973)
227 - - - 227
9) - - - (6)
30 - - - 30
- - - (217) (217)
- - (729) - (729)
- - - 199 199
- 6,170 - - 6,170
$ 53,886 $ 789398% 639 $ 75 $ 140,054
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See notes to consolidated financial statements
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NORTHRIM BANCORP, INC.

Consolidated Statements of Cash Flows

Six Months Ended

June 30,
(In Thousands) 2013 2012
Operating Activities:
Net income $ 6,369 $ 5,974
Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities:
Gain on sale of securities, net (318) (273)
Depreciation and amortization of premises and equipment 893 821
Amortization of software 94 98
Intangible asset amortization 117 129
Amortization of investment security premium, net of discount accretion 41 145
Deferred tax liability (44) (240)
Stock-based compensation 227 225
Excess tax benefits from share-based payments (30) (28)
Deferral of loan fees and costs, net (16) 253
Provision for loan losses 150 178
Reserve for (recovery from) purchased receivables 3D -
Purchases of loans held for sale (75,680) (86,576)
Proceeds from the sale of loans held for sale 71,574 91,769
Gain on sale of other real estate owned (129) (26)
Impairment on other real estate owned 87 81
Equity in undistributed earnings from mortgage affiliate 17 37
Net changes in assets and liabilities:
(Increase) decrease in accrued interest receivable (111) 97
Proceeds from refund of prepaid FDIC premiums 3,405 -
(Increase) decrease in other assets 65 (784)
Increase (decrease) in other liabilities (1,842) (535)
Net Cash Provided by Operating Activities 4,838 11,345
Investing Activities:
Investment in securities:
Purchases of investment securities available for sale (78,197) (39,603)
Proceeds from sales/maturities of securities available for sale 58,333 73,760
Proceeds from calls/maturities of securities held to maturity - 215
Purchases of domestic certificates of deposit (3,500) (1,500)
Proceeds from maturities of domestic certificates of deposit 3,500 -
Proceeds from redemption of FHLB stock 35 -
(Increase) decrease in purchased receivables, net (7,493) 6,559

(Increase) in loans, net (14,323) (13,231)
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Proceeds from sale of other real estate owned 634 199
Investment in other real estate owned - (18)
(Increase) decrease in loan to Elliott Cove, net (66) 93
Purchases of premises and equipment (1,185) (625)
Net Cash (Used) by Investing Activities (42,262) 25,849
Financing Activities:

(Decrease) in deposits (11,197) (16,475)
Increase (decrease) in securities sold under repurchase agreements 1,283 (1,083)
Increase (decrease) in borrowings 2,150 (73)
Distributions to noncontrolling interest 217) (231)
Excess tax benefits from share-based payments 30 28
Cash dividends paid (1,953) (1,686)
Net Cash (Used) by Financing Activities (9,904) (19,520)
Net Increase (Decrease) in Cash and Cash Equivalents (47,328) 17,674
Cash and Cash Equivalents at Beginning of Period 141,313 79,530
Cash and Cash Equivalents at End of Period $ 93985 $ 97,204
Supplemental Information:

Income taxes paid $ 2,196 $ 3,197
Interest paid $ 1,037 $ 1,327
Transfer of loans to other real estate owned $ 365 $ 1,499
Loans made to facilitate sales of other real estate owned $ - $ 199
Cash dividends declared but not paid $ 20 $ 19

See notes to consolidated financial statements
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1. Basis of Presentation

The accompanying unaudited consolidated financial statements have been prepared by Northrim BanCorp, Inc. (the
“Company”) in accordance with accounting principles generally accepted in the United States of America (“GAAP”) and
with instructions to Form 10-Q under the Securities Exchange Act of 1934, as amended. Accordingly, they do not
include all of the information and footnotes required by GAAP for complete financial statements. In the opinion of
management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation

have been included. Certain reclassifications have been made to prior year amounts to maintain consistency with the
current year with no impact on net income or total shareholders’ equity. The Company determined that it operates as a
single operating segment. Operating results for the interim period ended June 30, 2013, are not necessarily indicative

of the results anticipated for the year ending December 31, 2013. These consolidated financial statements should be

read in conjunction with the Company’s Annual Report on Form 10-K for the year ended December 31, 2012.

2. Significant Accounting Policies and Recent Accounting Pronouncements

The Company’s significant accounting policies are discussed in Note 1 to the audited consolidated financial statements
included in the Company's Annual Report on Form 10-K for the year ended December 31, 2012.

In February 2013, the Financial Accounting Standards Board (“FASB”) issued ASU 2013-02, Reporting Amounts
Reclassified Out of Accumulated Other Comprehensive Income (“ASU 2013-02”). The amendments to the Codification
in ASU 2013-02 do not change the current requirements for reporting net income or other comprehensive income in
financial statements. However, the amendments require an entity to provide information about the amounts
reclassified out of accumulated other comprehensive income by component. In addition, an entity is required to
present, either on the face of the statement where net income is presented or in the notes, significant amounts
reclassified out of accumulated other comprehensive income by the respective line items of net income but only if the
amount reclassified is required under U.S. GAAP to be reclassified to net income in its entirety in the same reporting
period. For other amounts that are not required under U.S. GAAP to be reclassified in their entirety to net income, an
entity is required to cross-reference to other disclosures required under U.S. GAAP that provide additional detail
about those amounts. This ASU was effective for the Company’s financial statements for annual and interim periods
beginning on or after December 15, 2012, and has been applied prospectively. The adoption of this standard did not
have a material impact on the Company’s consolidated financial position or results of operations.

3. Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents include cash on hand, amounts due from banks,
interest-bearing deposits with other banks, banker’s acceptances, commercial paper, securities purchased under
agreement to resell, federal funds sold, and securities with maturities of less than 90 days at acquisition. As of June
30, 2013, the Company had two certificates of deposit totaling $13.5 million in another bank. Cash and cash
equivalent balances placed with the Federal Reserve of San Francisco is the only concentration representing more than
10% of the Company’s equity.

9
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4. Investment Securities

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

Gross Gross
Amortized Unrealized Unrealized
(In Thousands) Cost Gains Losses Fair Value

June 30, 2013
Securities available for sale
U.S. Treasury and government sponsored entities $ 143,127 $ 173 $ 463 $ 142,837

Municipal securities 21,055 382 56 21,381
U.S. Agency mortgage-backed securities 30 - - 30
Corporate bonds 55,026 1,005 50 55,981
Preferred stock 2,501 95 - 2,596
Total securities available for sale $ 221,739 $ 1,655 $ 569 $ 222,825
Securities held to maturity

Municipal securities $ 2,746 $ 164 $ - $ 2910
Total securities held to maturity $ 2,746 $ 164 $ - $ 2910

December 31, 2012
Securities available for sale

U.S. Treasury and government sponsored entities $ 123,959 $ 455 $ - $ 124,414
Municipal securities 21,124 613 9 21,728
U.S. Agency mortgage-backed securities 35 1 - 36
Corporate bonds 52,951 1,081 50 53,982
Preferred stock 3,524 234 - 3,758
Total securities available for sale $ 201,593 $ 2,384 $ 59 $ 203,918
Securities held to maturity

Municipal securities $ 2,749 $ 229 $ - $ 2,978
Total securities held to maturity $ 2,749 $ 229 $ - $ 2,978

There were twenty six and six securities with unrealized losses as of June 30, 2013 and December 31, 2012,
respectively, that have been in a loss position for less than twelve months. There were no securities with unrealized
losses as of June 30, 2013 and December 31, 2012 that have been in an unrealized loss position for more than twelve
months. The contractual terms of these investments do not permit the issuer to settle the securities at a price less than
the amortized cost of the investment. Because the Company does not intend to sell, nor is it required to sell these
investments until a market price recovery or maturity, these investments are not considered other-than-temporarily
impaired.

At June 30, 2013, $40.6 million in securities, or 18%, of the investment portfolio was pledged, as compared to $42.7
million, or 20%, at December 31, 2012. We held no securities of any single issuer (other than government sponsored

entities) that exceeded 10% of our shareholders’ equity at June 30, 2013 and December 31, 2012.

10
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The amortized cost and fair values of debt securities at June 30, 2013, are distributed by contractual maturity as shown

below. Expected maturities may differ from contractual maturities because borrowers may have the right to call or

prepay obligations with or without call or prepayment penalties. Although preferred stock has no stated maturity, it is
aggregated in the calculation of weighted average yields presented below in the category of investments that mature in

ten years or more.

(In Thousands)

Amortized
Cost

US Treasury and government sponsored entities

Within 1 year
1-5 years
Total

U.S. Agency mortgage-backed securities
1-5 years
Total

Corporate bonds
Within 1 year
1-5 years

5-10 years

Total

Preferred stock
Over 10 years
Total

Municipal securities
Within 1 year

1-5 years

5-10 years

Total

The proceeds and resulting gains and losses, computed using specific identification, from sales of investment

$ 45,195
97,932
$ 143,127

$ 30

$ 30

$ 6,660
46,366

2,000
$ 55,026

2,501
$ 2,501

$ 4,573
10,917
8,311

$ 23,801

Fair Value

$ 45,359
97,478
$ 142,837

$ 30
$ 30

$ 6,704
47,293
1,984

$ 55,981

2,596
$ 2,596

$ 4,606
11,084
8,601

$ 24,291

securities for the six months ending June 30, 2013 and 2012, respectively, are as follows:

(In Thousands)
2013

Gross
Proceeds Gains

Gross
Losses

Available for sale securities $ 22,013 $ 318 $ -

2012

Weighted
Average

Yield

0.77
0.51
0.59

4.45
4.45

1.43
2.25
0.01
2.10

5.19
5.19

2.12
1.66
4.80
2.84

%
%
%

%
%

%
%

%

%
%

%
%
%
%
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Available for sale securities $ 30,424 $ 273 $§ -
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A summary of interest income for the six months ending June 30, 2013 and 2012 on available for sale investment
securities is as follows:

(In Thousands) 2013 2012
US Treasury and government sponsored entities $ 419  $ 553
U.S. Agency mortgage-backed securities 1 1
Other 581 630
Total taxable interest income $ 1,001 $ 1,184
Municipal securities $ 288 $ 283
Total tax-exempt interest income 288 283
Total $ 1,289 $ 1,467

For the periods ending June 30, 2013 and December 31, 2012, we held Federal Home Loan Bank of Seattle (“FHLB”)
stock with a book value approximately equal to its market value in the amount of $1.9 and $2.0 million, respectively.
The Company evaluated its investment in FHLB stock for other-than-temporary impairment as of June 30, 2013,
consistent with its accounting policy. Based on the Company’s evaluation of the underlying investment, including the
fact that the FHLB of Seattle recently began redeeming stock at par, the long-term nature of the investment, the
liquidity position of the FHLB of Seattle, and the Company’s intent and ability to hold the investment for a period of
time sufficient to recover the par value, the Company did not recognize an other-than-temporary impairment loss.

5. Loans Held for Sale
From time to time, the Company has purchased residential loans from our mortgage affiliate, Residential Mortgage
Holding Company LLC (“RML”). The Company then sells these loans in the secondary market. The Company

purchased $75.7 million and sold $71.6 million in loans during the six-month period ending June 30, 2013. The
Company purchased $86.6 million and sold $91.8 million in loans during the six-month period ending June 30, 2012.

12
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6. Loans

The following table presents total portfolio loans by portfolio segment and class of financing receivable, based on our
risk classification criteria:

Real Consumer
Real estate estate Real estate Real secured
constructiorReal estate term term estate by Ist
one-to-four constructiomwner  non-owner term deeds of Consumer
(In Thousands)  Commercial family other occupied occupied other trust other Total
June 30, 2013
AQR Pass $ 291,374 $ 28,015 $ 17,804 $ 74,688 $ 219,643 $ 31,272 $ 16,126 $ 17,606 $ 696,528
AQR Special
Mention 6,146 4,383 1,748 3,215 3,098 - 408 96 19,094
AQR Substandard 1,513 745 - 286 1,380 1,479 194 353 5,950
AQR Doubtful - - - - - - - - -
AQR Loss - - - - - - - - -
Subtotal $ 299,033 $ 33,143 $ 19,552 $ 78,189 $ 224,121 $ 32,751 $ 16,728 $ 18,055 $ 721,572
Less: Unearned origination fees, net of origination costs (3,415)
$ 718,157
December 31,
2012
AQR Pass $ 265,562 $ 28,780 $ 21,061 $ 73,985 $ 230,010 $ 28,304 $ 16,911 $ 17,817 $ 682,430
AQR Special
Mention 6,064 1,282 - 2,522 2,546 126 620 238 13,398
AQR Substandard 1,597 2,511 - 1,600 2,087 3,379 183 250 11,607
AQR Doubtful 189 - - - - - - - 189
AQR Loss 20 - - - - - - - 20
Subtotal $ 273,432 $ 32,573 $ 21,061 $ 78,107 $ 234,643 $ 31,809 $ 17,714 $ 18,305 $ 707,644
Less: Unearned origination fees, net of origination costs (3,431)
$ 704,213

Loans are carried at their principal amount outstanding, net of charge-offs, unamortized fees and direct loan
origination costs. Loan balances are charged to the allowance for loan losses (the “Allowance”) when management
believes that collection of principal is unlikely. Interest income on loans is accrued and recognized on the principal
amount outstanding except for loans in a nonaccrual status. All classes of loans are placed on nonaccrual and
considered impaired when management believes doubt exists as to the collectability of the interest or principal. Cash
payments received on nonaccrual loans are applied directly to the principal balance. Generally, a loan may be
returned to accrual status when the delinquent principal and interest are brought current in accordance with the terms
of the loan agreement. Additionally, certain ongoing performance criteria, which generally includes a performance
period of six months, must be met in order for a loan to be returned to accrual status. Loans are reported as past due
when installment payments, interest payments, or maturity payments are past due based on contractual terms.
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Nonaccrual loans totaled $3.8 million and $4.5 million at June 30, 2013 and December 31, 2012,
respectively. Nonaccrual loans at the periods indicated, by segment are presented below:

13

June 30, December

(In Thousands) 2013 31,2012
Commercial $ 717 $ 1,214
Real estate construction one-to-four family 1,215 1,264
Real estate term non-owner occupied 165 185
Real estate term other 1,322 1,451
Consumer secured by 1st deeds of trust 194 183
Consumer other 220 234
Total $ 3,833 $ 4,531
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Past due loans and nonaccrual loans at the periods indicated are presented below by loan class:

30-59 60-89 Greater
Days Days Than

Past Due Past Due 90 Days Total
Still Still Still Past

(In Thousands) Accruing Accruing Accruing Nonaccrual Due Current Total
June 30, 2013
AQR Pass $ 273 $ 81 $ - $ - $ 354 $ 696,174 $ 696,528
AQR Special Mention 1,488 193 - 470 2,151 16,943 19,094
AQR Substandard - 70 - 3,363 3,433 2,517 5,950
AQR Doubtful - - - - - - -
AQR Loss - - - - - - -

Subtotal $ 1,761 $ 344 § - $ 3,833 $ 5938 $ 715,634 $ 721,572
Less: Unearned origination
fees, net of origination costs (3,415)

$ 718,157

December 31, 2012
AQR Pass $ 401 $ - $ - $ - $ 401 $ 682,029 $ 682,430
AQR Special Mention 534 - - 596 1,130 12,268 13,398
AQR Substandard - - - 3,726 3,726 7,881 11,607
AQR Doubtful - - - 189 189 - 189
AQR Loss - - - 20 20 - 20

Subtotal $ 935 $ - $ - $ 4,531 $ 5466 $ 702,178 $ 707,644
Less: Unearned origination
fees, net of origination costs (3,431)

$ 704,213

The Company considers a loan to be impaired when it is probable that it will be unable to collect all amounts due
according to the contractual terms of the loan agreement. Once a loan is determined to be impaired, the impairment is
measured based on the present value of the expected future cash flows discounted at the loan’s effective interest rate,
except that if the loan is collateral dependent, the impairment is measured by using the fair value of the loan’s
collateral. Nonperforming loans greater than $50,000 are individually evaluated for impairment based upon the
borrower’s overall financial condition, resources, and payment record, and the prospects for support from any
financially responsible guarantors.
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At June 30, 2013 and December 31, 2012, the recorded investment in loans that are considered to be impaired was
$11.2 million and $13.1 million, respectively. The following table presents information about impaired loans by class
as of the periods indicated:

Unpaid
Recorded  Principal Related
(In Thousands) Investment Balance Allowance
June 30, 2013
With no related allowance recorded
Commercial - AQR pass $ 183 $ 183 $ -
Commercial - AQR special mention 329 329 -
Commercial - AQR substandard 837 882 -
Real estate construction one-to-four family - AQR special mention 470 470 -
Real estate construction other - AQR pass 2,248 2,248 -
Real estate term owner occupied- AQR pass 518 518 -
Real estate term owner occupied- AQR special mention 920 920 -
Real estate term owner occupied- AQR substandard 286 286 -
Real estate term non-owner occupied- AQR special mention 1,189 1,189 -
Real estate term non-owner occupied- AQR substandard 1,366 1,366 -
Real estate term other - AQR substandard 1,479 1,758 -
Consumer secured by 1st deeds of trust - AQR pass 90 90 -
Consumer other - AQR substandard 228 310 -
Subtotal $ 10,143 $ 10,549 $ -
With an allowance recorded
Commercial - AQR substandard $119 $119 $54
Real estate construction one-to-four family - AQR substandard 745 745 215
Consumer secured by 1st deeds of trust - AQR substandard 194 194 18
Subtotal $ 1,058 $ 1,058 §$ 287
Total
Commercial - AQR pass $ 183 $ 183 $ -
Commercial - AQR special mention 329 329 -
Commercial - AQR substandard 956 1,001 54
Real estate construction one-to-four family - AQR special mention 470 470 -
Real estate construction one-to-four family - AQR substandard 745 745 215
Real estate construction other - AQR pass 2,248 2,248 -
Real estate term owner-occupied - AQR pass 518 518 -
Real estate term owner-occupied - AQR special mention 920 920 -
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Real estate term owner-occupied - AQR substandard
Real estate term non-owner occupied - AQR special mention
Real estate term non-owner occupied - AQR substandard
Real estate term other - AQR substandard
Consumer secured by 1st deeds of trust - AQR pass
Consumer secured by 1st deeds of trust - AQR substandard
Consumer other - AQR substandard

Total Impaired Loans

15

286
1,189
1,366
1,479
90

194
228

$ 11,201

286 -
1,189
1,366
1,758
90
194 18
310 -
$ 11,607 § 287
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Unpaid
Recorded  Principal Related
(In Thousands) Investment Balance Allowance
December 31, 2012
With no related allowance recorded
Commercial - AQR pass $ 53 $ 53 $ -
Commercial - AQR special mention 332 332 -
Commercial - AQR substandard 981 1,064 -
Real estate construction one-to-four family - AQR special mention 470 470 -
Real estate construction other - AQR pass 2,748 2,748 -
Real estate term owner occupied - AQR special mention 1,083 1,083 -
Real estate term non-owner occupied - AQR special mention 555 555 -
Real estate term non-owner occupied - AQR substandard 1,705 1,705 -
Real estate term other - AQR special mention 126 205 -
Real estate term other - AQR substandard 3,379 3,659 -
Consumer secured by 1st deeds of trust - AQR pass 93 93 -
Consumer other - AQR doubtful 158 240 -
Subtotal $ 11,683 $ 12,207 $ -
With an allowance recorded
Commercial - AQR substandard $427 $427 $ 284
Commercial - AQR doubtful 189 189 160
Real estate construction one-to-four family - AQR doubtful 794 794 215
Subtotal $ 1,410 $ 1,410 $ 659
Total
Commercial - AQR pass $ 53 $ 53 $ -
Commercial - AQR special mention 332 332 -
Commercial - AQR substandard 1,408 1,491 284
Commercial - AQR doubtful 189 189 160
Real estate construction one-to-four family - AQR special mention 470 470 -
Real estate construction one-to-four family - AQR doubtful 794 794 215
Real estate construction other - AQR pass 2,748 2,748 -
Real estate term owner occupied - AQR special mention 1,083 1,083 -
Real estate term non-owner occupied - AQR special mention 555 555 -
Real estate term non-owner occupied - AQR substandard 1,705 1,705 -
Real estate term other - AQR special mention 126 205 -
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Real estate term other - AQR substandard 3,379 3,659 -

Consumer secured by 1st deeds of trust - AQR pass 93 93 -

Consumer other - AQR doubtful 158 240 -
Total Impaired Loans $ 13,093 $ 13,617 $ 659

The unpaid principal balance included in the table above represents the recorded investment at the dates indicated,
plus amounts charged off for book purposes.
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The following table summarizes our average recorded investment and interest income recognized on impaired loans
for the three and six month periods ended June 30, 2013 and 2012, respectively:

Three Months Ended June 30, 2013 2012
Average Interest Average Interest
Recorded Income Recorded Income
(In Thousands) Investment Recognized Investment Recognized
With no related allowance recorded
Commercial - AQR pass $ 184 $ 8 $ 334 $ -
Commercial - AQR special mention 333 4 273 9
Commercial - AQR substandard 837 7 1,145 -
Commercial - AQR doubtful - - 528 -
Real estate construction one-to-four family - AQR special mention 470 - - -
Real estate construction other - AQR pass 2,373 - 2,872 67
Real estate term owner occupied- AQR pass 519 29 - -
Real estate term owner occupied- AQR special mention 942 13 530 11
Real estate term owner occupied- AQR substandard 286 - - -
Real estate term non-owner occupied - AQR pass - - 1,631 32
Real estate term non-owner occupied- AQR special mention 1,203 49 402 7
Real estate term non-owner occupied- AQR substandard 1,002 5 378 -
Real estate term other - AQR special mention - - 153 -
Real estate term other - AQR substandard 1,479 6 2,046 79
Consumer secured by 1st deeds of trust - AQR pass 91 1 95 2
Consumer other - AQR pass - - 115 2
Consumer other - AQR substandard 229 2 - -
Subtotal $9948 § 124 $ 10,502 $ 209
With an allowance recorded
Commercial - AQR special mention $ - $ - $ 171 $ -
Commercial - AQR substandard 125 - 101 -
Commercial - AQR doubtful - - 217 -
Commercial - AQR loss - - 210 -
Real estate construction one-to-four family - AQR substandard 758 - 882 -
Real estate term other - AQR substandard - - 2,168 -
Real estate term other - AQR doubtful - - 236 -
Consumer secured by 1st deed of trust - AQR pass - - 176 -
Consumer secured by 1st deeds of trust - AQR substandard 195 - 52 -
Subtotal $ 1,078 § - $4213 § -
Total
Commercial - AQR pass $ 184 $ 8 $ 334 $ -
Commercial - AQR special mention 333 4 444 9
Commercial - AQR substandard 962 7 1,246 -
Commercial - AQR doubtful - - 745 -
Commercial - AQR loss - - 210 -
Real estate construction one-to-four family - AQR special mention 470 - - -
Real estate construction one-to-four family - AQR substandard 758 - 882 -
Real estate construction other - AQR pass 2,373 - 2,872 67
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Real estate term owner-occupied - AQR pass 519 29 - -
Real estate term owner-occupied - AQR special mention 942 13 530 11
Real estate term owner-occupied - AQR substandard 286 - - -
Real estate term non-owner occupied - AQR pass - - 1,631 32
Real estate term non-owner occupied - AQR special mention 1,203 49 402 7
Real estate term non-owner occupied - AQR substandard 1,002 5 378 -
Real estate term other - AQR special mention - - 153 -
Real estate term other - AQR substandard 1,479 6 4,214 79
Real estate term other - AQR doubtful - - 236 -
Consumer secured by 1st deeds of trust - AQR pass 91 1 271 2
Consumer secured by 1st deeds of trust - AQR substandard 195 - 52 -
Consumer other - AQR pass - - 115 2
Consumer other - AQR substandard 229 2 - -
Total Impaired Loans $11,026 $ 124 $ 14715 $ 209

17




Edgar Filing: NORTHRIM BANCORP INC - Form 10-Q

Six Months Ended June 30, 2013 2012
Average Interest Average Interest
Recorded Income Recorded Income
(In Thousands) Investment Recognized Investment Recognized
With no related allowance recorded
Commercial - AQR pass $ 184 $ 8 $ 314 $ 11
Commercial - AQR special mention 296 15 264 11
Commercial - AQR substandard 903 21 1,169 2
Commercial - AQR doubtful - - 789 -
Commercial - AQR loss - - 112 -
Real estate construction one-to-four family - AQR special mention 470 - - -
Real estate construction other - AQR pass 2,498 - 1,450 134
Real estate term owner occupied- AQR pass 521 23 - -
Real estate term owner occupied- AQR special mention 943 33 503 18
Real estate term owner occupied- AQR substandard 144 11 406 5
Real estate term non-owner occupied- AQR pass - - 1,640 63
Real estate term non-owner occupied- AQR special mention 1,216 58 203 14
Real estate term non-owner occupied- AQR substandard 1,193 38 383 22
Real estate term other - AQR special mention 159 -
Real estate term other - AQR substandard 1,544 13 2,047 79
Consumer secured by 1st deeds of trust - AQR pass 91 2 96 3
Consumer secured by 1st deeds of trust - AQR special mention 43 1 - -
Consumer other - AQR pass - - 119 4
Consumer other - AQR substandard 231 3 - -
Subtotal $ 10,277 $ 226 $9.654 $ 366
With an allowance recorded
Commercial - AQR special mention $ - $ - $ 304 $ -
Commercial - AQR substandard 218 - 87 -
Commercial - AQR doubtful - - 220 -
Commercial - AQR loss 93 - 215 -
Real estate construction one-to-four family - AQR substandard 770 - 924 -
Real estate term other - AQR substandard - - 2,397 -
Real estate term other - AQR doubtful - - 309 -
Consumer secured by 1st deeds of trust - AQR pass - - 88 -
Consumer secured by 1st deeds of trust - AQR substandard 197 - - -
Consumer other - AQR substandard - - 52 -
Subtotal $1278 § - $459% §$ -
Total
Commercial - AQR pass $ 184 $ 8 $ 314 $ 11
Commercial - AQR special mention 296 15 568 11
Commercial - AQR substandard 1,121 21 1,256 2
Commercial - AQR doubtful - - 1,009 -
Commercial - AQR loss 93 - 327 -
Real estate construction one-to-four family - AQR special mention 470 - - -
Real estate construction one-to-four family - AQR substandard 770 - 924 -
Real estate construction other - AQR pass 2,498 - 1,450 134
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Real estate term owner-occupied - AQR pass
Real estate term owner-occupied - AQR special mention
Real estate term owner-occupied - AQR substandard
Real estate term non-owner occupied - AQR pass
Real estate term non-owner occupied - AQR special mention
Real estate term non-owner occupied - AQR substandard
Real estate term other - AQR special mention
Real estate term other - AQR substandard
Real estate term other - AQR doubtful
Consumer secured by 1st deeds of trust - AQR pass
Consumer secured by 1st deeds of trust - AQR special mention
Consumer secured by 1st deeds of trust - AQR substandard
Consumer other - AQR pass
Consumer other - AQR substandard

Total Impaired Loans

521
943
144

1,216
1,193

1,544
91
43
197
231
$ 11,555 $

23
33
11
58
38

3
226

503
406
1,640
203
383
159
4,444
309
184

119
52

18
63
14
22

79

4

$ 14250 § 366

Loans classified as troubled debt restructurings (“TDR”) totaled $9.1 million and $12.1 million at June 30, 2013 and

December 31, 2012, respectively. A TDR is a loan to a borrower that is experiencing financial difficulty that has been
modified from its original terms and conditions in such a way that the Company is granting the borrower a concession
that it would not grant otherwise. The Company has granted a variety of concessions to borrowers in the form of loan

modifications. The modifications granted can generally be described in the following categories:

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

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

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

The Company did not have any newly restructured loans during the six months ended June 30, 2013.

The loans in the following table are past due, and they are nonaccrual loans. The following table presents TDRs that
occurred during the twelve month periods ending June 30, 2013 and 2012, respectively, that subsequently defaulted
during the six-months ended June 30, 2013 and June 30, 2012:

June 30, June 30,

2013 2012
Number Recorded  Recorded

(In Thousands) of Contracts Investment Investment
Troubled Debt Restructurings that Subsequently Defaulted:

Commercial - AQR pass 1 $ - $ 192

Commercial - AQR substandard 1 - 131

Commercial - AQR doubtful 2 - 563

Real estate construction one-to-four family - AQR substandard 1 - 842

Real estate term non-owner occupied - AQR pass 1 - 881

Consumer secured by 1st deeds of trust - AQR pass 1 - 94

Total 7 $ - $ 2,703

AQR pass graded loans included above in the impaired loan data are loans classified as TDRs. By definition, TDRs
are considered impaired loans except in very rare circumstances. All of the Company’s TDRs are included in impaired
loans. The Company had no commitments to extend additional credit to borrowers whose terms have been modified
in TDRs. All TDRs are also classified as impaired loans and are included in the loans individually evaluated for
impairment in the calculation of the Allowance. There were no charge offs in the six months ended June 30, 2013 on
loans that were later classified as TDRs. Two TDRs with a total recorded investment of $864,000 had a specific
impairment amount totaling $269,000 at June 30, 2013.
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7. Allowance for Loan Losses

The following tables detail activity in the Allowance for the periods indicated:

Real Real Real Consumer

estate Real estate  estate Real secured

constructiestate term term estate by 1st
Three Months Ended one-to-fouconstructiomwner non-owneterm deeds of Consumer
June 30, Commerfamhily  other occupied occupied other trust  other  Unallocatedl'otal

(In Thousands)

2013
Balance, beginning of
period $6917% 726 $ 571 $ 1,434 $ 4442 $655% 351 $ 402 $ 1,143 $ 16,641
Charge-Offs (355) - - - - - - - - (355)
Recoveries 143 18 78 - - - - 3 - 242
Provision (benefit) (325) 109 (342) (104) (615) (58) (19 (20) 1,374 -

Balance, end of period $ 6,380 $ 853 $ 307 $ 1,330 $ 3,827 $597$ 332 $ 385 $ 2,517 $ 16,528
Balance, end of period:

Individually evaluated

for impairment $54 $ 215 $ - $ - $ - $- $18 $ - §$ - $ 287
Balance, end of period:

Collectively evaluated

for impairment $6326% 638 $ 307 $ 1,330 $ 3,827 $597$ 314 $ 385 $ 2,517 $ 16,241
2012

Balance, beginning of

period $ 6,083 728 $ 490 $ 1,174 3,430 593 297 $ 302 $ 3,191 $ 16,288
Charge-Offs - - - (127) - - - - - (127)
Recoveries 223 - 12 - - - - 5 - 240
Provision (benefit) 880 121 (99) 242 99 (18) 131 139 (1,406) 89

Balance, end of period $ 7,186 $ 849 $ 403 $ 1,289 $ 3,529 $575$ 428 $ 446 $ 1,785 $ 16,490
Balance, end of period:

Individually evaluated

for impairment $542 $ 263 $ - $6 $ - $61 $ 14 $35 §$ - $ 921
Balance, end of period:

Collectively evaluated
for impairment $6644% 586 $ 403 $ 1,283 $ 3,529 $5149$ 414 $ 411 $ 1,785 $ 15,569
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Real Real Consumer
Real estate estate  estate Real secured
constructioReal estateterm term estate by lst
Six Months Ended one-to-fourconstructioawner non-owneterm  deeds of Consumer
June 30, Commerfamhily other occupiedoccupied other trust  other Unallocatedotal
(In Thousands)
2013
Balance, beginning of
period $6308% 1,029 $ 326 $ 1441 $ 4,065 $539 $ 344 $ 388 $ 1,968 $ 16,408
Charge-Offs (355) - - - - - - (14) - (369)
Recoveries 219 36 78 - - - 6 - 339
Provision (benefit) 208 (212) 97) (111)  (238) 58 (12) 5 549 150
Balance, end of
period $ 6,380 % 853 $ 307 $ 1,330 $ 3,827 $597 $ 332 $ 385 $ 2,517 $ 16,528
Balance, end of
period:
Individually
evaluated
for impairment $54 $215 §$ - $ - $ - $- $18 $ - $ - $ 287
Balance, end of
period:
Collectively
evaluated
for impairment $6326% 638 $ 307 $ 1,330 $ 3,827 $597 $ 314 $ 385 $ 2,517 $ 16,241

2012

Balance, beginning of

period $ 6,783 468 $ 1,169 $ 1,272 2975 788 374 '$ 418 $ 2,256 $ 16,503
Charge-Offs (231) (273) - (280) - - (784)
Recoveries 572 12 - - - - 9 - 593
Provision (benefit) 62 381 (778) 290 554 67 54 19 471) 178
Balance, end of

period $ 7,186 $ 849 $ 403 $ 1,280 $ 3,529 $575 $ 428 $ 446 $ 1,785 $ 16,490
Balance, end of

period:

Individually

evaluated

for impairment $542 $ 263 $ - $6 $ - $61 $ 14 $35 §$ - $ 921
Balance, end of

period:

Collectively

evaluated

for impairment $ 6,644 % 586 $ 403 $ 1283 $ 3,529 $514 $ 414 $ 411 $ 1,785 $ 15,569
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The following is a detail of the recorded investment in the loan portfolio, segregated by amounts evaluated
individually or collectively in the Allowance at the periods indicated:

(In Thousands)

June 30, 2013
Balance, end of
period

Balance, end of
period:
Individually
evaluated

for impairment
Balance, end of
period:
Collectively
evaluated

for impairment

December 31,
2012

Balance, end of
period

Balance, end of
period:
Individually
evaluated

for impairment
Balance, end of
period:
Collectively
evaluated

for impairment

22

Real estate

constructiorReal estate term
one-to-four constructiomowner
other

Commercialfamily

$ 299,033 $ 33,143 §$

$ 1,468

$ 1215 $

$ 297,565 $ 31,928 $

$ 273,432 $ 32,573 $

$ 2,452

$ 794 $

$ 270,980 $ 31,779 $

19,552

2,248

17,304

21,061

2,748

18,313

Real Consumer
estate Real estate Real secured

term estate by Ist

non-owner term deeds of Consumer
occupied occupied other trust other Total

$ 78,189 $ 224,121 $ 32,751 $ 16,728 $ 18,055 $ 721,572

$ 1,724 $ 2555 $ 1479 $284 $228 $ 11,201

$ 76,465 $ 221,566 $ 31,272 $ 16,444 $ 17,827 $ 710,371

$ 78,107 $ 234,643 $ 31,809 $ 17,714 $ 18,305 $ 707,644

$ 1,083

2,260

$ 3,505 93

$ 158 $ 13,093

$ 77,024 $ 232,383 $ 28,304 $ 17,621 $ 18,147 $ 694,551
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The following represents the balance of the Allowance for the periods indicated segregated by segment and class:

(In Thousands)

June 30, 2013
Individually
evaluated for
impairment:
AQR Substandard
Collectively
evaluated for
impairment:
AQR Pass
AQR Special
Mention
AQR Substandard
AQR Doubtful
Unallocated

December 31, 2012

Individually
evaluated for
impairment:
AQR Substandard
AQR Doubtful
Collectively
evaluated for
impairment:
AQR Pass
AQR Special
Mention
AQR Substandard
Unallocated

Total

$287 $ 54
13,138 6,027
536 273
50 26
2,517 -

$ 16,528 $ 6,380

$284 $§ 284
374 160
12,930 5,520
490 321
362 23
1,968 -

$ 16,408 $ 6,308

Real

Real estateestate
constructiononstructiomnvner

$ 215

563

75

$ 853

214

711

16
88

$ 1,029

Commercial-4 family other

276

31

$ 307 $ 1,330 $

326

Real
estate
term

Real Consumer
estate Real secured
term estate by 1st

non-owneterm deeds of Consumer

occupied occupied other trust other Unallocated
$ - $ - $- $18 8 - §$ -
1,248 3,790 597 277 360 -
82 34 - 37 4 -
- 3 - - 21 -
- - - - 2,517
3,827 $597 % 332 § 385 $ 2,517
$ - $ - $- 8- 85 - 5 -
1,242 3961 539 280 351 -
51 34 - 56 12 -
148 70 - 8 25 -
- - - - - - 1,968
$ 326 §$ 1441 $ 4065 $539% 344 § 388 $ 1,968
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8. Goodwill and Intangible Assets

The Company performs goodwill impairment testing annually in accordance with the policy described in Note 1 of the
Company’s Annual Report on Form 10-K for the year ended December 31, 2012. There was no indication of
impairment as of June 30, 2013. The Company continues to monitor the Company’s goodwill for potential impairment
on an ongoing basis. No assurance can be given that there will not be an impairment charge to earnings during 2013
for goodwill impairment, if, for example, our stock price declines and trades at a significant discount to its book value,
although there are many qualitative and quantitative factors that we analyze in determining the impairment of
goodwill.

9. Deposit Activities

Total deposits at June 30, 2013 and December 31, 2012 were $958.9 million and $970.1 million, respectively. The
only deposit category with stated maturity dates is certificates of deposit. At June 30, 2013, the Company had

$91.2 million in certificates of deposit as compared to certificates of deposit of $92.7 million at December 31,

2012. At June 30, 2013, $66.9 million, or 73%, of the Company’s certificates of deposits are scheduled to mature over
the next 12 months as compared to $67.7 million, or 73%, of total certificates of deposit at December 31, 2012.
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10. Derivatives

The Company enters into commercial loan interest rate swap agreements in order to provide commercial loan
customers the ability to convert from variable to fixed interest rates. Under these agreements, the Company enters
into a variable-rate loan agreement with a customer in addition to a swap agreement that effectively converts the
customer’s variable rate loan into a fixed rate. The Company then simultaneously enters into a corresponding swap
agreement with a third party financial institution (‘“‘counterparty”) in order to offset its exposure on the fixed component
of our customer’s interest rate swap. The Company has an agreement with its counterparty that contains a provision
that provides if the Company fails to maintain its status as a well-capitalized institution, then the counterparty could
terminate the derivative positions and the Company would be required to settle its obligations of the agreement. This
agreement also requires that the Company and the counterparty collateralize any fair value shortfalls that exceed
$250,000 with eligible collateral, which includes cash and securities backed with the full faith and credit of the federal
government. Similarly, the Company could be required to settle its obligations under the agreement if specific
regulatory events occur, such as if the Company were issued a prompt corrective action directive or a cease and desist
order, or if certain regulatory ratios fall below specified levels.

The interest rate swap agreements with our customers and the counterparty are not designated as hedging instruments
under the Derivatives and Hedging topic of the FASB ASC 815, rather they are accounted for as free standing
derivatives with changes in fair value reported in income. The Company had interest rate swaps with an aggregate
notional amount of $20.8 million and zero at June 30, 2013 and December 31, 2012, respectively. At June 30, 2013,
the notional amount of interest rate swaps is made up of one $10.4 million variable to fixed rate swap to a commercial
loan customer and one $10.4 million fixed to variable rate swap with a counterparty. Changes in fair value from these
two interest rate swaps offset each other in the second quarter of 2013. Additionally, the Company recognized
$138,000 in fee income related to interest rate swaps in the second quarter of 2013 and did not recognize any fee
income related to interest rate swaps in the first quarter of 2013 or in 2012. Interest rate swap income is recorded in
other income on the Consolidated Statements of Income.

The following table presents the fair value of derivatives not designated as hedging instruments at June 30, 2013 and
December 31, 2012:

(In thousands) Asset Derivatives
December
June 30,2013 31, 2012
Fair
Balance Sheet Location Fair Value Value
Interest rate contracts Other assets $ 137 $ -
(In thousands) Liability Derivatives
December
June 30, 2013 31, 2012
Fair
Balance Sheet Location Fair Value Value
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Interest rate contracts Other Liabilities $ 137 $ -

11. Stock Incentive Plan

The Company adopted the 2010 Stock Option Plan (“2010 Plan”) following shareholder approval of the 2010 Plan at the
2010 Annual Meeting. Subsequent to the adoption of the 2010 Plan, no additional grants may be issued under the

prior plans. The 2010 Plan provides for grants of up to 348,232 shares, which includes any shares subject to stock
awards under the previous stock option plans.

Stock Options: Under the 2010 Plan and previous plans, certain key employees have been granted the option to
purchase set amounts of common stock at the market price on the day the option was granted. Optionees, at their own
discretion, may cover the cost of exercise through the exchange at the then fair value of already owned shares of the
Company’s stock. Options are granted for a 10-year period and vest on a pro rata basis over the initial three years from
grant.
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The Company measures the fair value of each stock option at the date of grant using the Black-Scholes option pricing
model. For the quarters ended June 30, 2013 and 2012, the Company recognized $17,000 and $15,000, respectively,
in stock option compensation expense as a component of salaries and other personnel expense. For the six months
ended June 30, 2013 and 2012, the Company recognized $34,000 and $30,000, respectively, in stock option
compensation expense as a component of salaries and other personnel expense.

Proceeds from the exercise of stock options in the three months ended June 30, 2013 and 2012, were $70,000 and
$94,000, respectively. The Company withheld $70,000 and $98,000 to pay for stock option exercises or income taxes
that resulted from the exercise of stock options in the three months ended June 30, 2013 and 2012,

respectively. Proceeds from the exercise of stock options in the six months ended June 30, 2013 and 2012, were
$118,000 and $158,000, respectively. The Company withheld $124,000, and $161,000 to pay for stock option
exercises or income taxes that resulted from the exercise of stock options in the six months ended June 30, 2013 and
2012, respectively.

There were no stock options granted in the second quarter of 2013.

Restricted Stock Units: The Company grants restricted stock units to certain key employees periodically. Recipients
of restricted stock units do not pay any cash consideration to the Company for the shares and receive all dividends
with respect to such shares when the shares vest. Restricted stock units cliff vest at the end of a three-year time
period. For the three months ended June 30, 2013 and 2012, the Company recognized $98,000 and $98,000,
respectively, in restricted stock unit compensation expense as a component of salaries and other personnel expense.
For the six months ended June 30, 2013 and 2012, the Company recognized $193,000 and $196,000, respectively, in
restricted stock unit compensation expense as a component of salaries and other personnel expense.

There were no restricted stock units granted in the second quarter of 2013.
12. Fair Value of Assets and Liabilities

The Company groups its assets and liabilities measured at fair value in three levels, based on the markets in which the
assets and liabilities are traded and the reliability of the assumptions used to determine fair value. These levels are:

Level 1: Valuation is based upon quoted prices for identical instruments traded in active exchange markets, such as
the New York Stock Exchange. Valuations are obtained from readily available pricing sources for market transactions
involving identical assets or liabilities.

Level 2: Valuation is based upon quoted market prices for similar instruments in active markets, quoted prices for
identical or similar instruments in markets that are not active, and model-based valuation techniques for which all
significant assumptions are observable in the market.

Level 3: Valuation is generated from model-based techniques that use significant assumptions not observable in the
market. These unobservable assumptions reflect the Company’s estimation of assumptions that market participants
would use in pricing the asset or liability. Valuation techniques include use of option pricing models, discounted cash
flow models and similar techniques.

The following methods and assumptions were used to estimate fair value disclosures. All financial instruments are
held for other than trading purposes.

Cash and cash equivalents: Due to the short term nature of these instruments, the carrying amounts reported in the
balance sheet represent their fair values.
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Investment securities: Fair values for investment securities are based on quoted market prices, where available. If
quoted market prices are not available, fair values are based on quoted market prices of comparable
instruments. Investments in Federal Home Loan Bank stock are recorded at cost, which also represents fair value.

Loans held for sale: Due to the short term nature of these instruments, the carrying amounts reported in the balance
sheet represent their fair values.

Loans: Fair value adjustments for loans are mainly related to credit risk, interest rate risk, required equity return, and
liquidity risk. Credit risk is primarily addressed in the financial statements through the Allowance (see Note

7). Loans are valued using a
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discounted cash flow methodology and are pooled based on type of interest rate (fixed or adjustable) and maturity. A
discount rate was developed based on the relative risk of the cash flows, taking into account the maturity of the loans
and liquidity risk. Impaired loans are carried at fair value. Specific valuation allowances are included in the
Allowance.

Purchased receivables: Fair values for purchased receivables are based on their carrying amounts due to their short
duration and repricing frequency. Generally, purchased receivables have a duration of less than one year.

Accrued interest receivable: Due to the short term nature of these instruments, the carrying amounts reported in the
balance sheet represent their fair values.

Deposits: The fair values of demand and savings deposits are equal to the carrying amount at the reporting date. The
carrying amount for variable-rate time deposits approximate their fair value. Fair values for fixed-rate time deposits
are estimated using a discounted cash flow calculation that applies currently offered interest rates to a schedule of
aggregate expected monthly maturities of time deposits.

Accrued interest payable: Due to the short term nature of these instruments, the carrying amounts reported in the
balance sheet represent their fair values.

Securities sold under repurchase agreements: Fair values for securities sold under repurchase agreements are based on
their carrying amounts due to their short duration and repricing frequency.

Borrowings: Due to the short term nature of these instruments, the carrying amount of short-term borrowings reported
in the balance sheet approximate the fair value. Fair values for fixed-rate long-term borrowings are estimated using a
discounted cash flow calculation that applies currently offered interest rates to a schedule of aggregate expected
monthly payments.

Junior subordinated debentures: Fair value adjustments for junior subordinated debentures are based on discounted
cash flows to maturity using current interest rates for similar financial instruments. Management utilized a market
approach to determine the appropriate discount rate for junior subordinated debentures.

Derivatives: Interest rate swap positions are valued in a model, which uses as its basis a discounted cash flow
technique incorporating credit valuation adjustments to reflect nonperformance risk in the measurement of fair

value. Although the Bank has determined that the majority of inputs used to value its interest rate swap derivatives
fall within Level 2 of the fair value hierarchy, the credit valuation adjustments associated with it its derivatives utilize
Level 3 inputs, such as estimates of current credit spreads to evaluate the likelihood of default by itself and its
counterparties. However, as of June 30, 2013, the Bank has assessed the significance of the impact of these
adjustments on the overall valuation of its interest rate swap positions and has determined that the they are not
significant to the overall valuation of its interest rate swap derivatives. As a result, the Bank has classified its interest
rate swap derivative valuations in Level 2 of the fair value hierarchy.

Assets subject to nonrecurring adjustment to fair value: The Company is also required to measure certain assets such

as equity method investments, goodwill, intangible assets, impaired loans, and other real estate owned (“OREQ”) at fair
value on a nonrecurring basis in accordance with GAAP. Any nonrecurring adjustments to fair value usually result
from the write down of individual assets.

The Company uses either in-house evaluations or external appraisals to estimate the fair value of OREO and impaired
loans as of each reporting date. In-house appraisals are considered Level 3 inputs and external appraisals are

considered Level 2 inputs. The Company’s determination of which method to use is based upon several factors. The
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Company takes into account compliance with legal and regulatory guidelines, the amount of the loan, the size of the
assets, the location and type of property to be valued and how critical the timing of completion of the analysis is to the
assessment of value. Those factors are balanced with the level of internal expertise, internal experience and market
information available, versus external expertise available such as qualified appraisers, brokers, auctioneers and
equipment specialists.

The Company uses external sources to estimate fair value for projects that are not fully constructed as of the date of
valuation. These projects are generally valued as if complete, with an appropriate allowance for cost of completion,
including contingencies developed from external sources such as vendors, engineers and contractors. The Company
believes that recording other real estate owned that is not fully constructed based on as if complete values is more
appropriate than recording other real estate owned that is not fully constructed using as is values. We concluded that
as if complete values are appropriate for these types of projects based on the accounting guidance for capitalization of
project costs and subsequent measurement of the value of
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real estate. GAAP specifically states that estimates and cost allocations must be reviewed at the end of each reporting
period and reallocated based on revised estimates. The Company adjusts the carrying value of other real estate owned
in accordance with this guidance for increases in estimated cost to complete that exceed the fair value of the real estate
at the end of each reporting period.

Commitments to extend credit and standby letters of credit: The fair value of commitments is estimated using the fees
currently charged to enter into similar agreements, taking into account the remaining terms of the agreements and the
present creditworthiness of the counterparties. For fixed-rate loan commitments, fair value also considers the
difference between current levels of interest rates and the committed rates. The fair value of letters of credit is based
on fees currently charged for similar agreements or on the estimated cost to terminate them or otherwise settle the
obligation with the counterparties at the reporting date.

Limitations: Fair value estimates are made at a specific point in time, based on relevant market information and
information about the financial instrument. These estimates do not reflect any premium or discount that could result
from offering for sale at one time the Company’s entire holdings of a particular financial instrument. Because no
market exists for a significant portion of the Company’s financial instruments, fair value estimates are based on
judgments regarding future expected loss experience, current economic conditions, risk characteristics of various
financial instruments, and other factors. These estimates are subjective in nature and involve uncertainties and matters
of significant judgment and therefore cannot be determined with precision. Changes in assumptions could
significantly affect the estimates.

Estimated fair values as of the periods indicated are as follows:

June 30, 2013 December 31, 2012
Carrying Carrying
(In Thousands) Amount Fair Value Amount Fair Value

Financial assets:
Level 1 inputs:
Cash, due from banks and deposits in other banks ~ $ 107,485 $ 107,485 $ 154,813 $ 154,813

Level 2 inputs:

Investment securities 227,503 227,667 208,634 208,863
Accrued interest receivable 2,729 2,729 2,618 2,618
Interest rate contracts 137 137 - -

Level 3 inputs:
Loans and loans held for sale, net 717,440 714,309 699,510 696,951
Purchased receivables, net 26,546 26,546 19,022 19,022

Financial liabilities:
Level 2 inputs:

Deposits $ 958,932 $ 958,804 $ 970,129 $ 969,958
Securities sold under repurchase agreements 20,321 20,321 19,038 19,038
Borrowings 6,629 6,778 4,479 4,193
Junior subordinated debentures 18,558 16,057 18,558 18,590
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Accrued interest payable 2,729 2,729 47 47
Interest rate contracts 137 137 - -

Unrecognized financial instruments:

Commitments to extend credit! $ 181,637 $ 1,816 $ 208,328 $ 2,083

Standby letters of credit! 5,852 59 22,132 221
ICarrying amounts reflect the notional amount of credit exposure under these financial instruments.
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The following table sets forth the balances as of the periods indicated of assets measured at fair value on a recurring
basis:

Quoted
Prices in
Active
Markets  Significant
for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs (Level
(In Thousands) Total (Level 1) (Level 2) 3)
June 30, 2013
Assets
Available for sale securities
U.S. Treasury and government sponsored entities $ 142,837 $ - $ 142837 $ -
Municipal securities 21,381 - 21,381 -
U.S. Agency mortgage-backed securities 30 - 30 -
Corporate bonds 55,981 - 55,981 -
Preferred stock 2,596 - 2,596 -
Total available for sale securities $ 222825 $ - $ 222825 $ -
Other assets (interest rate contracts) 137 - 137 -
Liabilities
Other liabilities (interest rate contracts) $ 137 $ - $ 137 $ -
December 31, 2012
Assets
Available for sale securities
U.S. Treasury and government sponsored entities $ 124,414 § - $ 124414 % -
Municipal securities 21,728 - 21,728 -
U.S. Agency mortgage-backed securities 36 - 36 -
Corporate bonds 53,982 - 53,982 -
Preferred stock 3,758 - 3,758 -
Total available for sale securities $ 203,918 $ - $ 203,918 $ -

As of and for the six months ending June 30, 2013 and 2012, no impairment or valuation adjustment was recognized
for assets recognized at fair value on a nonrecurring basis, except for certain assets as shown in the following

table. For loans measured for impairment, the Company classifies fair value measurements using observable inputs,
such as external appraisals, as level 2 valuations in the fair value hierarchy, and unobservable inputs, such as in-house
evaluations, as level 3 valuations in the fair value hierarchy.

(In Thousands) Total Quoted  Significant Significant Total
Prices in  Other Unobservable (gains)
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Active  Observable Inputs (Level losses

Markets Inputs 3)
for (Level 2)
Identical
Assets
(Level 1)
June 30, 2013
Loans measured for impairment!  $ 1,057 $ - $ 745 $ 312 $ 37D
Other real estate owned? 426 - - 426 88
Total $ 1,483 $ - $ 745 $ 738 $ (283)
June 30, 2012
Loans measured for impairment!  $ 4,008 $ - $ 2,920 $ 1,088 $ (259)
Other real estate owned? 639 - - 639 81
Total $4647 $ - $ 2,920 $ 1,727 $ (178)

IRelates to certain impaired collateral dependent loans. The impairment was measured based on the fair value of
collateral, in accordance with U.S. GAAP. The unobservable inputs for Level 3 impaired loans did not change
between December 31, 2013 and June 30, 2013. The gain related to loans measured for impairment noted above result
primarily from principal pay downs on impaired loans during the period.

ZRelates to certain impaired other real estate owned. This impairment arose from an adjustment to the Company’s
estimate of the fair market value of these properties based on changes in estimated costs to complete the projects and
changes in market conditions. The Company took a weighted average discount of 13% on impaired other real estate
owned classified as Level 3 assets.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

This discussion should be read in conjunction with the unaudited consolidated financial statements of Northrim
BanCorp, Inc. (the “Company”) and the notes thereto presented elsewhere in this report and with the Company’s Annual
Report on Form 10-K for the year ended December 31, 2012.

Note Regarding Forward Looking-Statements

This quarterly report on Form 10-Q includes “forward-looking statements,” as that term is defined for purposes of
Section 21D of the Securities Exchange Act, as amended, which are not historical facts. These forward-looking
statements describe management’s expectations about future events and developments such as future operating results,
growth in loans and deposits, continued success of the Company’s style of banking, and the strength of the local
economy. All statements other than statements of historical fact, including statements regarding industry prospects
and future results of operations or financial position, made in this report are forward-looking. We use words such as
“anticipate,” “believe,” “expect,” “intend” and similar expressions in part to help identify forward-looking statements.
Forward-looking statements reflect management’s current plans and expectations and are inherently uncertain. Our
actual results may differ significantly from management’s expectations, and those variations may be both material and
adverse. Forward-looking statements are subject to various risks and uncertainties that may cause our actual results to
differ materially and adversely from our expectations as indicated in the forward-looking statements. These risks and
uncertainties include: the general condition of, and changes in, the Alaska economy; factors that impact our net
interest margin; and our ability to maintain asset quality. Further, actual results may be affected by competition on
price and other factors with other financial institutions; customer acceptance of new products and services; the
regulatory environment in which we operate; and general trends in the local, regional and national banking industry
and economy. Many of these risks, as well as other risks that may have a material adverse impact on our operations
and business, are identified in Part II. Item 1A Risk Factors of this report, and in our other filings with the Securities
and Exchange Commission. However, you should be aware that these factors are not an exhaustive list, and you
should not assume these are the only factors that may cause our actual results to differ from our expectations. In
addition, you should note that we do not intend to update any of the forward-looking statements or the uncertainties
that may adversely impact those statements, other than as required by law.

Critical Accounting Policies

The preparation of the consolidated financial statements requires us to make a number of estimates and assumptions
that affect the reported amounts and disclosures in the consolidated financial statements. On an ongoing basis, we
evaluate our estimates and assumptions based upon historical experience and various other factors and circumstances.
We believe that our estimates and assumptions are reasonable; however, actual results may differ significantly from
these estimates and assumptions which could have a material impact on the carrying value of assets and liabilities at
the balance sheet dates and on our results of operations for the reporting periods.
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The accounting policies that involve significant estimates and assumptions by management, which have a material
impact on the carrying value of certain assets and liabilities, are considered critical accounting policies. The
Company’s critical accounting policies include those that address the accounting for the Allowance, the valuation of
goodwill and other intangible assets, and the valuation of other real estate owned. These critical accounting policies
are further described in Item 7, Management’s Discussion and Analysis, and in Note 1, Summary of Significant
Accounting Policies, of the Notes to Consolidated Financial Statements in the Company’s Form 10-K for the year
ended December 31, 2012. Management has applied its critical accounting policies and estimation methods
consistently in all periods presented in these consolidated financial statements.

Update on Economic Conditions

Management believes that economic activity in Alaska is improving, both as a reflection of the general economic
recovery in the nation and from the newly passed legislation designed to boost oil and gas exploration and

production. According to the Alaska Economic Report & Alaska Legislative Digest’s Special Report of July 6, 2013,
“Oil activity is now picking up.” However, it appears most likely that a referendum to repeal this newly passed oil tax
legislation will be placed on the ballot for voter consideration in 2014.

An Anchorage Daily News article on July 7, 2013 stated that construction activity in Anchorage is also picking up:
“Through May 31, the Municipality of Anchorage had received building permit applications for an estimated $302.8
million worth of work. During the first five months of 2013, $240.9 million worth of building permits were applied
for -- a 25 percent year-
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over-year increase. Since bottoming out in 2010 with $144.7 million in permit applications, Anchorage has seen
steady growth. The low figure in 2010 coincides with the lowest number of construction jobs statewide in the past
decade.”

Highlights and Summary of Performance — Second Quarter of 2013

- Diluted earnings per share in the second quarter of 2013 were $0.53, compared to $0.48 per diluted share in the
quarter ended June 30, 2012.

- Net interest income increased to $10.9 million in the second quarter of 2013, compared to $10.5 million in the
quarter ended June 30, 2012.

- Tangible book value was $20.25 per share at quarter end as compared to $19.67 per share at December 31,

2012. Tangible book value is a non-GAAP ratio that represents total shareholders’ equity less goodwill and
intangible assets divided by the number of shares outstanding. The GAAP measure of book value is total
shareholders’ equity divided by the number of shares outstanding. Book value per share was $21.48 at June 30,
2013, compared to $20.93 at December 31, 2012.

- Asset quality improved slightly with nonperforming assets declining to $8.1 million, or 0.70% of total assets at June
30, 2013, compared to $9.1 million, or 0.78% of total assets at December 31, 2012.

- The allowance for loan losses totaled 2.30% of gross loans at June 30, 2013, compared to 2.33% at December 31,
2012. The allowance for loan losses to nonperforming loans increased to 431% at June 30, 2013, from 362% at
December 31, 2012.

- The Company remains well-capitalized with Tier 1 Capital to Risk Adjusted Assets at June 30, 2013, of 15.65%,
compared to 15.34% at December 31, 2012. Tangible common equity to tangible assets was 11.40% at June 30,
2013, compared to 11.12% December 31, 2012. Tangible common equity to tangible assets is a non-GAAP ratio
that represents total equity less goodwill and intangible assets divided by total assets less goodwill and intangible
assets. The GAAP measure of equity to assets is total equity divided by total assets. Total equity to total assets was
12.02% at June 30, 2013 as compared to 11.75% at December 31, 2012.

The Company reported net income and diluted earnings per share of $3.5 million and $0.53, respectively, for the
second quarter of 2013 compared to net income and diluted earnings per share of $3.1 million and $0.48, respectively,
for the second quarter of 2012. The Company reported net income and diluted earnings per share of $6.2 million and
$0.94, respectively, year to date as of June 30, 2013 compared to net income and diluted earnings per share of $5.7
million and $0.87, respectively, for the same period in 2012. The increase in net income for both of these periods as
compared to the second quarter of 2012 was primarily the result of an increase in net interest income and, to a lesser
degree, a decrease in the provision for loan losses. These changes were only partially offset by increases in the
provision for income taxes. Additionally, for the second quarter of 2013 as compared to the second quarter of 2012,
there was a slight decrease in other operating expense and for the six-month period ending June 30, 2013, there was a
decrease in other operating income.

The Company’s total assets increased by less than 1% at June 30, 2013 as compared to December 31, 2012, with
increases in loans and investment securities available for sale which were only partially offset by decreases in interest
bearing deposits in other banks and cash and due from banks. Net loans increased to $717.4 million at June 30, 2013
as compared to $699.5 million at December 31, 2012.

Credit Quality

Nonperforming assets: Nonperforming assets at June 30, 2013 decreased $948,000, or 10% as compared to December
31, 2012. Nonaccrual loans decreased $698,000 and OREO decreased $250,000 at June 30, 2013 as compared to
December 31, 2012.
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Balance, beginning of the period

Transfers from loans, net

Investment in other real estate owned

Proceeds from the sale of other real estate owned
Gain on sale of other real estate owned, net
Deferred gain on sale of other real estate owned
Impairment on other real estate owned

Balance at end of period

Three Months
Ended June 30,
2013 2012
(In Thousands)
$ 4516 $ 6,657
204 -

- 1
(433) (149)
108 7
(15) 13
(87) (81)

$ 4293 § 6,448

Six Months Ended
June 30,
2013 2012

$ 4543 $ 5,183

365 1,499
- 18
(634) (199
129 26
(23) 2
(87) @81

$ 4293 $ 6,448
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Potential problem loans: Potential problem loans are loans which are currently performing that have developed
negative indications that the borrower may not be able to comply with present payment terms and which may later be
included in nonaccrual, past due, or impaired loans. At June 30, 2013, management had identified potential problem
loans of $8.4 million as compared to potential problem loans of $2.7 million at December 31, 2012. The change in
potential problem loans during this period is primarily due to the addition of six loans from four borrowers. The
largest additions to potential problem loans were two commercial loans totaling $1.8 million and one commercial real
estate loan for $4.9 million to one borrower. These additions were only partially offset by paydowns on existing
potential problem loans.

Troubled debt restructurings (“TDRs”): TDRs are those loans for which concessions, including the reduction of interest
rates below a rate otherwise available to that borrower, have been granted due to the borrower’s weakened financial
condition. Interest on TDRs will be accrued at the restructured rates when it is anticipated that no loss of original
principal will occur, and the interest can be collected, which is generally after a period of six months. The Company
had $6.2 million in loans classified as TDRs that were performing as of June 30, 2013. Additionally, there were $2.9
million in TDRs included in nonaccrual loans at June 30, 2013 for a total of $9.1 million. At December 31, 2012

there were $8.6 million in loans classified as TDRs that were performing and $3.5 million in TDRs included in
nonaccrual loans for a total of $12.1 million. See Note 6 of the Notes to Consolidated Financial Statements included

in Item 1 of this report for further discussion of TDRs.

RESULTS OF OPERATIONS
Income Statement
Net Income

Net income attributable to Northrim BanCorp for the second quarter of 2013 increased $354,000, or 11%, to $3.5
million as compared to $3.1 million for the same period in 2012. Net income attributable to Northrim BanCorp for
the six months ended June 30, 2013 increased $452,000, or 8%, to $6.2 million as compared to $5.7 million for the
same period in 2012. These increases were primarily due to increases in net interest income.

Net Interest Income / Net Interest Margin

Net interest income for the second quarter of 2013 increased $433,000, or 4%, to $10.9 million as compared to $10.5
million for the second quarter in 2012. Net interest income increased $641,000, or 3%, to $21.3 million, for the first
six months of 2013 as compared to $20.7 million for the same period in 2012. These increases arose from increases in
interest income on loans and decreases in interest expense, which were partially offset by decreases in interest income
on investment securities. The increases in interest income on loans were due to increased average balances, which
were partially offset by lower rates on loans, while the decreases in both interest income on investments and interest
expense on deposits and borrowings were primarily the result of decreased interest rates. The Company's net interest
income as a percentage of average interest-earning assets on a tax equivalent basis decreased by 17 and 19 basis points
to 4.34% and 4.33% for the three and six-month periods ending June 30, 2013 as compared to the same periods in
2012.

Average loans, the largest category of interest-earning assets, increased by $68.2 million, or 10% to $745.4 million in
the three-month period ending June 30, 2013 and increased $57.9 million, or 9% to $731.2 million in the six-month
period ending June 30, 2013, as compared to the same periods in 2012, respectively. Average commercial loans, real
estate term loans, and real estate construction loans increased while average consumer loans and loans held for sale
decreased during these periods. Total interest income from loans increased $429,000 for the second quarter of 2013
and increased $546,000 during the six-month period ending June 30, 2013 as compared to the same periods in 2012,
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respectively, due to increased average balances. These increases were only partially offset by the decrease in interest
income from loans due to decreased yields.
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Average investments increased 2% and 5% for the three and six-month periods ending June 30, 2013 as compared to
the same periods in 2012. Interest income from investments decreased 14% and 11% due to decreased average yields
for the three and six-month periods ending June 30, 2013 as compared to the same periods in the prior year.

Average interest-bearing liabilities increased $18.1 million, or 3%, to $653.1 million during the second quarter of
2013 and increased $19.2 million, or 3%, to $649.3 million during the first six months of 2013 as compared to $634.9
million and $630 million, respectively, for the same periods in 2012. These increases are primarily the result of
increased average interest-bearing deposit balances. In addition to this increase, the Company incurred a $2.2 million
long term borrowing from the Federal Home Loan Bank of Seattle in the first quarter of 2013 to fund a loan to one
borrower for the purpose of constructing a low-income housing project.

The average cost of interest-bearing liabilities decreased $116,000, or 1 basis point, and $284,000, or 10 basis points,
for the three and six-month periods ending June 30, 2013, respectively, as compared to the same periods in 2012
primarily due to declining market rates across all deposit types, and due to a change in the mix of deposits with a
decrease in higher cost certificates of deposit and an increase in lower cost transaction accounts.

Components of Net Interest Margin

The following table compares average balances and rates as well as net tax equivalent margins on earning assets for
the three and six-month periods ending June 30, 2013 and 2012:

(Dollars in Thousands) Three Months Ended June 30,

Interest Average
income/ Yields/Costs
Average Change expense Change  Tax Equivalent?
Balances
2013 2012 $ % 2013 2012 $ % 2013 2012
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