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Dear Fellow Shareholder,

| hope you had the opportunity to attend our annual meeting on April 18%. It was our first in-
person stockholders’ meeting since the bank opened almost four years ago. The meeting was
well attended, all director nominees were elected, and we recognized retiring director former
Navy Secretary John Dalton for his many significant contributions to our bank and to our country.

| opened the annual meeting with a few comments about the health of our bank, and the
community banking industry generally, in the wake of the March 10™ demise of Silicon Valley
Bank and the associated aftershocks. In that spirit, | thought I’d take the opportunity to write this
quarter’s cover letter and expand on those comments for those who are interested.

As a general proposition, community banks draw most of their income from the spread between
the interest rates we pay to our depositors and the interest rates we receive from our borrowers.
Our customers are individuals and small businesses which are typically not large enough to
shoulder a significant amount of interest rate risk or to hedge that risk in the capital markets. So,
as a bank, we structure our loan and deposit products to meet the needs and desires of our
customers, and we try to hedge any resulting imbalance through investments, overnight
borrowings, and other financial market activities. At Trustar, we have policies and procedures to
monitor and control interest rate risk, and our Board of Directors takes an active role in its
oversight of our risk management practices.

Generally, in the past, interest rate movements have been slow enough that customer
expectations have adjusted at about the same rate as the bank was able to adjust its balance
sheet. In this particular interest rate cycle, however, the pace at which the Federal Reserve
increased interest rates has been faster than usual — and more newsworthy given the political
climate — with the result that depositors (at our bank and other banks) have been more pro-active
in seeking higher returns on their money. You can observe the impact of this in Trustar’s attached
financial statements: Total deposits increased 10% over the last twelve months, but there was a
migration from transaction accounts into higher-yielding certificates of deposit, such that the
latter now constitute 41% of total deposits compared to 29% this time last year. This
phenomenon is affecting community banks across the country. Here in Washington, we serve a
well-educated populace, highly attuned to the national news, and we have a competitive array
of financial institutions seeking to attract those people as customers. So, it is not surprising that
our customers have been drawn to our higher yielding deposit products after several years when
interest rates were near zero.

While we strive to maintain a neutral posture toward interest rate movements, a change in
product mix is more challenging to predict. As a result, our bank has experienced a decline in our
net interest margin. We see this as a temporary situation that should correct itself by the end of



this year, as we attract new depositors and add higher yielding loans to our balance sheet. As
shown on the attached financial statements, our average cost of funds increased from 0.65% in
the first quarter of 2022, to 3.43% in the first quarter of 2023, an increase of 2.78% resulting from
rate increases in all our deposit products, amplified by the shift in deposit mix described above.
Over the same period, our average yield on earning assets increased from 3.51% to 5.20%, an
increase of 1.69% resulting from rate increases on our floating rate loans as well as adding new
loans to our books at higher rates. So, as of the end of March, we had captured in our asset yields
more than 60% of the increase in our funding costs. We are continuing to see positive trends in
this area.

Trustar’s strategy for the remainder of this year is to grow our net interest margin by continuing
to meet the loan and deposit needs of our customers. The shareholders of many publicly-traded
regional and community banks —including some that have long records of superior performance
— may have over-reacted to the current situation, rather than exhibiting the patience that is one
of the hallmarks of successful long-term investors, with the result that a number of those banks
have been forced to shrink their balance sheets and close their doors to new customers. We at
Trustar very much appreciate the support of our stockholders as we pursue a prudent strategy
to build the long-term value of our bank. Strengthened by your support and confidence, Trustar
Bank continues to be the fastest growing bank of its vintage in the United States, and we continue
to be actively seeking to build our market share while many of our competitors have moved to
the sidelines.

To close this letter with a few highlights from the attached financial report, comparing the first
quarter of 2023 with the first quarter of 2022:

o Total assets increased 24% to $S674 million.

o Net loans increased 37% to $533 million.

J Stockholders’ equity increased 42% to $66.8 million.

o Quarterly net income more than doubled to $494,000.
J Tangible book value increased 12% to $9.22 per share.

Thank you again for your investment in Trustar Bank. Please help your investment continue to
grow by referring new business from yourself, family, and friends.

Very truly yours,

oo

Joseph S. Bracewell
Chairman



About Trustar Bank

Founded in 2019, Trustar Bank is a full-service commercial bank headquartered in Great Falls,
Virginia, with full-service branches in Great Falls, Tysons Corner, and Reston, Virginia, and a
limited-service branches in Potomac, Maryland, and Washington, D.C. The Bank offers
mortgage loans through its subsidiary Trustar Mortgage, LLC. Additional information is available
on the Bank’s website at: www.trustarbank.com.

"Safe Harbor" Statement under the Private Securities Litigation Reform Act of 1995

This release includes forward-looking statements intended to qualify for the safe harbor from
liability established by the Private Securities Litigation Reform Act of 1995. These forward-
looking statements generally can be identified by phrases such as Trustar Bank or its
management "believes," "expects," "anticipates,"” "foresees," "forecasts," "estimates" or other
words or phrases of similar import. Similarly, statements herein that describe Trustar Bank’s
business strategy, outlook, objectives, plans, intentions, or goals are also forward-looking
statements. All such forward-looking statements are subject to certain risks and uncertainties
that could cause actual results to differ materially from those in forward-looking statements.
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TRUSTAR BANK

Consolidated Balance Sheets
{3 In Thousands)
March 31, 2023 December 31, 2022 March 31, 2022
Assefs:
Cash {cumency and coin) i - 581 % 500
Interest-bearnng balances due from banks 45,876 40,501 33413
Cash and cash equivalents 47,537 50,0a2 89,003
Securites held to maturity, at amoriized cost 43,716 44 a4 3648
Securites available for sale, at fair value 32,447 32,815 25488
Losins held for sale 1,156 2149 G442
Loains held for investment:
Loans held for investment at amortized cost 538,047 524,547 393,041
Alowance for loan losses (5,389} (5,313} {4000}
Total loans held for investment, net of allowancs 532 658 510,329 330,041
Bank premises and equiprment, net 5,260 5,192 1.167
Accrued interest recevable 1,987 2,45 1.118
Restricted nvestmient in Federal Home Loan Bank stock, at cost 2,482 2,403 258
Geopdiwill 1,150 1,150 1.150
Other assets G051 5,380 562
Total Assets 674,35 5 GE3.495 5 545 882
Liabilities and Sharehobders” Equity:
Liabilities:
Deposits:
MWeninterest bearing demand 124727 § 114,870 § 105260
Interest-beanng demand 20,380 16,585 16,100
Money market 164,244 208,138 224 paT
Savings 4 51 5,210 a.2e1
Time deposits up to $250,000 111,185 B2, 00a 33853
Time deposits ower 5250 000 113,821 28,871 1034588
Total Deposits L T Lo T 408,240
Federal Home Loan Bank advances 50, 000 50, D0 -
Accrued interest payable 887 03 58
Other iabities 0,373 B,B51 1.870
Total Liabilities 607,588 5OT.421 403 850
Shareholders’ Equi
Preferred stock, 55,00 par vahes, 1,000,000 shanes
authorized. [ shares isswed and ocutstanding - - -
Common stock, 55.00 par walue, 25,000,000 shares
authorized. 7,118,309, 7,118,308, 5,584,564 shares
msued and outstanding, respectvely 36,587 36,597 27823
Additional paid-in capital 38,050 38,874 28,354
Accumulated deficit (6,873) (7,183} (3.814)
Accumulated other comprehensive loss {825 (1,224} {250
Total shansholders' equity 66, 767 G, D4 47013
Total Liabilites & Sharsholders’ Equity 674,355 5 G348 5 545,882
March 31 3033 December 31, 2022 March 31 2022
Hey Metrics:
Loains held for investment to deposits 027 B7.52% 790
Moninterest bearing demand deposits 1o iotal deposits 22 TE® 21.37% HA8%
Alowrance for loan lesses to loans held for investment 1.00% 1.01% 1.02%
Monperforming assets to total assets - - -
Total risk-based capital ratio 12.16% 13.15% 12.23%
Tier 1 risk-based capital ratic 12.16% 12.17% 11.26%
Commeon equity tier 1 risk-based capital ratic 12.16% 12.17% 11.26%
Tier 1 leverage rabo B.T1% 10.27% 8T1%
Baook value per share 38 5 p2a % 345
Tangible book value per share X2 3§ B2 & 324



TRUSTAR BANK

Consobdated Sdatements of Operations

{unaudited)
(% In Thows-amnds)

Interest and dividend income
Interest and fees on loans
Interest and dividends on secunties
Interest-beanng balances dus from banks
Tital interest and dvidend income

Interest Expense
Interest on deposits

Interest on bomowings
Total interest expense
Met interest income
Prowsion for loan losses
Met interest income after provision for lean losses

Mon-interest income (loss):
Senvice changes and fess
Gain on sale of mortgage loans. net
Loss on trading secarnties
Other mon-interest income
Total non-interest income (koss):

Mon-interest expense:;
Salares and employes benefits
Oiccappancy
Data processing
Metwork senvices
Professional services
Advertising
Regulatery assessments
Zaim on debt extinguishment
Cther operating expenses

Total non-interest expense

Met income (loss) before income taxes
Income taxes
Met income (loss)

Weighted awerage common shares outstanding
Met income (loss) per share

Key Metrics:
Retum on average assets
Retem on average shareholders” eguity
Yield on average interest-earming asseis
Rate on average interest-bearing labilites
Met interest mangin
Average loans o average eaming assets
Efficiency Ratic™

For the Three Months Ended

March 31, 2023 March 31, 2022
5 TAEE 3 4.3
5 L 159
5 732 43
B.G53 4 578
3497 588
39 25
4 033 813
4 818 3,085
218 308
4 304 3,857
a3 23
277 ar2
- (333)
ar g3
247 130
5 004 4423
2778 3,085
508 247
154 122
153 123
204 185
33 40
181 145
{301} {3940}
403 204
4 21 3,501
425 288
131 40
b 404 & 248
7.118,309 5 560,808
5 007 3§ 0.04
For the Three Months Ended
March 31, 2023 March 31, 2022
0.28% 0.19%
3.00% 2.10%
5200 3.51%
3.43% 0.85%
2.7 % 3.04%
TE.40% T2.50%
BR.2E% o 18%

" The efficiency ratic is calculafed as fodal noninterest expense, excluding gai on debd exfimquishment, divided by
fhe sum of met interest income and tofal nominderest income, excluding gain (loss) on frading secubes.






