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Explanatory Note

NSTS Bancorp, Inc. was formed to serve as the stock holding company for North Shore Trust and Savings (the “Bank”) in connection
with the conversion of North Shore Trust and Savings, NSTS Financial Corporation and North Shore MHC, into the stock form of
organization, which was completed on January 18, 2022. Accordingly, the audited financial statements, as well as other financial
information at or prior to January 18, 2022, contained in this Annual Report on Form 10-K relate solely to the consolidated financial
results of North Shore MHC and its consolidated subsidiaries, NSTS Financial Corporation and North Shore Trust and Savings.



PART1

Item 1. Business

This filing contains forward-looking statements, which can be identified by the use of words such as “estimate,
ntend,” “anticipate,

“believe,
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Forward-Looking Statements
kb “pr()ject’”
plan,” “seek,” “expect” and words of similar meaning. These forward-looking statements include, but
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are not limited to:

statements of our goals, intentions and expectations;
statements regarding our business plans, prospects, growth and operating strategies;
statements regarding the quality of our loan and investment portfolios; and

estimates of our risks and future costs and benefits.

These forward-looking statements are based on current beliefs and expectations of our management and are inherently subject to
significant business, economic and competitive uncertainties and contingencies, many of which are beyond our control. In addition, these
forward-looking statements are subject to assumptions with respect to future business strategies and decisions that are subject to change.

The following factors, among others, could cause actual results to differ materially from the anticipated results or other
expectations expressed in the forward-looking statements:

general economic conditions, either nationally or in our market areas, that are different than expected,;

changes in the level and direction of loan delinquencies and charge-offs and changes in estimates of the adequacy of the
allowance for loan losses;

inflation and changes in the interest rate environment that reduce our margins and yields, reduce the fair value of financial
instruments or reduce the origination levels in our lending business, or increase the level of defaults, losses and
prepayments on loans;

our ability to access cost-effective funding, including significant fluctuations in our deposit accounts;

major catastrophes such as tornadoes, floods or other natural disasters, as well as public health emergencies and
pandemics, the related disruption to local, regional and global economic activity and financial markets, and the impact that
any of the foregoing may have on us and our customers and other constituencies;

further data processing and other technological changes that may be more difficult or expensive than expected;

success or consummation of new business initiatives may be more difficult or expensive than expected;

the inability of third-party service providers to perform;

fluctuations in real estate values and both residential and commercial real estate market conditions;

demand for loans and deposits in our market area;

our ability to continue to implement our business strategies;

competition among depository and other financial institutions;

adverse changes in the securities markets;



e changes in laws or government regulations or policies affecting financial institutions, including changes in regulatory fees
and capital requirements;

e  our ability to manage market risk, credit risk and operational risk in the current economic conditions;

e  our ability to enter new markets successfully and capitalize on growth opportunities;

e  our ability to successfully integrate any assets, liabilities, customers, systems and management personnel we may acquire
into our operations and our ability to realize related revenue synergies and cost savings within expected time frames and
any goodwill charges related thereto;

e  changes in consumer spending, borrowing and savings habits;

e  changes in accounting policies and practices, as may be adopted by the bank regulatory agencies, the Financial
Accounting Standards Board, the Securities and Exchange Commission or the Public Company Accounting Oversight
Board;

e  our ability to hire and retain key employees and our reliance on our executive officers; and

e  our compensation expense associated with equity allocated or awarded to our employees.

Because of these and other uncertainties, our actual future results may be materially different from the results indicated by these
forward-looking statements.

NSTS Bancorp, Inc.

NSTS Bancorp, Inc. is a Delaware corporation which was incorporated in September 2021. As a savings and loan holding company,
NSTS Bancorp, Inc. is regulated by the Board of Governors of the Federal Reserve System (“Federal Reserve Board”). NSTS Bancorp,
Inc. was formed to serve as the stock holding company for North Shore Trust and Savings (the “Bank”) in connection with the
conversion of North Shore Trust and Savings, NSTS Financial Corporation and North Shore MHC (collectively, the “Company,” “we” or
“our”), from the mutual to the stock form of organization, which was completed on January 18, 2022. NSTS Bancorp Inc.’s executive
offices are located at 700 S. Lewis Ave., Waukegan, Illinois 60085, and its telephone number is (847) 336-4430.
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NSTS Bancorp, Inc. completed its stock offering in connection with the conversion on January 18, 2022. NSTS Bancorp, Inc. sold
5,290,000 shares of common stock at $10.00 per share in its subscription offering for gross proceeds of approximately $52.9 million. In
connection with the conversion, it also issued 107,959 shares of common stock and $150,000 in cash to NSTS Charitable Foundation,
Inc. Shares of NSTS Bancorp, Inc.’s common stock began trading on January 19, 2022 on The Nasdaq Capital Market under the trading
symbol “NSTS.”

NSTS Bancorp, Inc., as the holding company of North Shore Trust and Savings, is authorized to pursue other business activities
permitted by applicable laws and regulations, which may include the acquisition of banking and financial services companies. We
currently have no agreements to acquire other financial institutions or financial services companies, although we may determine to do so
in the future.

NSTS Bancorp, Inc.’s cash flow depends on earnings from the investment of the net proceeds of the stock offering and from any
dividends it receives from North Shore Trust and Savings. North Shore Trust and Savings is subject to regulatory limitations on the
amount of dividends that it may pay. NSTS Bancorp, Inc. does not own or lease any property, but instead pays North Shore Trust and
Savings for the use of its premises, furniture and equipment. We employ as officers of NSTS Bancorp, Inc. only persons who are also
officers of North Shore Trust and Savings. However, we use the support staff of North Shore Trust and Savings from time to time. We
pay North Shore Trust and Savings for the time devoted to NSTS Bancorp, Inc. by employees of North Shore Trust and Savings;
however, these individuals are not separately compensated by NSTS Bancorp, Inc. NSTS Bancorp, Inc. may hire additional employees,
as appropriate, to the extent it expands its business in the future.



North Shore Trust and Savings

North Shore Trust and Savings, a federally-chartered stock savings institution, was established in 1921 as North Shore Building and
Loan, an Illinois-chartered institution. The Bank is a wholly owned subsidiary of NSTS Bancorp, Inc., and operates as a traditional
savings institution focused primarily on serving the banking needs of customers in our market area of Lake County, Illinois and adjacent
communities. We operate from our headquarters and main banking office in Waukegan, Illinois, as well as two additional full-service
branch offices located in Waukegan and Lindenhurst, Illinois, respectively. We have a loan production office in Chicago, Illinois. Our
primary business activity is attracting deposits from the general public and using those funds to originate one- to four-family residential
mortgage loans and purchase investments. We are subject to comprehensive regulation and examination by the Office of the Comptroller
of the Currency (the “OCC”).

Conversion of North Shore MHC

Pursuant to the conversion, North Shore MHC converted from the mutual holding company to the stock holding company corporate
structure. Upon the completion of the conversion on January 18, 2022, North Shore MHC and NSTS Financial Corporation ceased to
exist, and the Bank became a wholly owned subsidiary of NSTS Bancorp, Inc.

Our Business and Franchise

For 100 years, we have served Lake County, Illinois and the surrounding communities. We have established deep ties to the community
and developed customer relationships which have spanned generations. We pride ourselves in matching our products and services to the
needs of the community.

North Shore Trust and Savings is primarily engaged in attracting deposits from the general public and using those funds to invest in loans
and securities. Our principal sources of funds are customer deposits, repayments of loans, maturities of investments and funds borrowed
from outside sources such as the Federal Home Loan Bank of Chicago (“FHLB”). These funds are primarily used for the origination of
loans, including one- to four-family residential first mortgage loans, commercial real estate mortgage loans, multi-family residential
mortgage loans and consumer loans. North Shore Trust and Savings derives its income principally from interest earned on loans and
investment securities and, to a lesser extent, from fees received in connection with the origination of loans, service charges on deposit
accounts and for other services. We invest in bank owned life insurance (“BOLI”) to provide us with a funding source for our benefit
plan obligations. BOLI also generally provides us noninterest income that is non-taxable. North Shore Trust and Savings’ primary
expenses are interest expense on deposits and borrowings and general operating expenses.

We are an active originator of residential home mortgage loans in our market area. North Shore Trust and Savings is a traditional thrift
institution with an emphasis on long-term one- to four-family residential first mortgage loans secured by residences located in our
traditional market area centered in Waukegan, Illinois. As of December 31, 2022, $95.6 million, or 92.8% of our total loan portfolio,
consisted of one- to four-family residential mortgage loans. Our business strategy is to enhance our products and services, continue to
focus on long-term one- to four-family residential first mortgage loans, and to increase our holdings of commercial real estate and multi-
family residential real estate loans. Commercial real estate loans are deemed attractive due to their generally higher yields and shorter
anticipated lives compared to one- to four-family residential mortgage loans.

Our headquarters office is located at 700 S. Lewis Avenue, Waukegan, Illinois, and our telephone number is (847) 336-4430. We
maintain a website at www.northshoretrust.com, and we provide our customers with on-line banking services. Information on our website
should not be considered a part of this filing.



Market Area and Competition

We are headquartered in Waukegan, Illinois. In addition to our main office, we have two additional full service offices in Waukegan and
Lindenhurst, Illinois, respectively, and one loan production office in Chicago, Illinois. We currently are evaluating sites for additional
loan production branch offices in surrounding communities to be established over the next few years.

Our market area consists of Lake County and Cook County which are located in Illinois, and Kenosha County which is located in
Wisconsin. The largest employers in Lake County are pharmaceutical and healthcare companies, including Abbott Laboratories, AbbVie,
and Baxter International. The largest employers in Cook County are government entities, including the U.S. Government, Chicago Public
Schools, and the City of Chicago. Kenosha County’s largest employers include Amazon, Uline, and Snap-on. Overall, Lake, Cook, and
Kenosha counties have a diversified employment base which helps to maintain a relatively stable economy.

We face significant competition in originating loans and attracting deposits. This competition stems primarily from credit unions,
commercial banks, other savings banks and savings associations, and mortgage-banking companies. Many of the financial service
providers operating in our market area are significantly larger and have greater financial resources than we do. We face additional
competition for deposits from short-term money market funds and other corporate and government securities funds, mutual funds and
from other non-depository financial institutions such as brokerage firms and insurance companies.

Lending Activities

General. As of December 31, 2022, our net loan portfolio totaled $103.4 million or 39.1% of total assets. Our principal lending
activity has been the origination of loans collateralized by one- to four-family residential real estate loans located in our market area. We
also originate commercial real estate, multi-family residential mortgage loans and consumer loans, consisting of loans secured by
deposits at North Shore Trust and Savings and other collateral and unsecured personal loans.

Loan Portfolio Composition. The following table shows the composition of our loan portfolio by type of loan at the dates
indicated.

December 31,
2022 2021
Amount % Amount %
(Dollars in thousands)

First mortgage loans:

1-4 family residential ...........ccccvevievierieieiieiee e $ 95,584 92.81% $ 88,028 91.22%
Multi-family ................. 3,237 3.14% 3,497 3.62%
Commercial..... 3,921 3.81% 4,604 4.77%
Total first mortgage loans. 102,742 96,129
CONSUMET LOANS....c..eeutieiieieeiietieieeieeiteie st ete st ete e setesteeseebeseeenaesseennenee 249 0.24% 372 0.39%
TOtAl IOANS .......c.ooviiiieiiiiicieceeee e 102,991 100.00% 96,501 100.00%
Net deferred loan costs 992 812
Allowance for 10an 10SSES ..........ccveeieriieierieiienieeiesie e (624) (779)
Total 10anS, ML ..........c.oooviiiiiiiieiieeeeeeeceeeee e $ 103,359 $ 96,534

Contractual Terms to Final Maturities. The following table shows the scheduled contractual maturities of our loans as of
December 31, 2022, before giving effect to net deferred loan costs and the allowance for loan losses. Demand loans, loans having no
stated schedule of repayments and no stated maturity, and overdrafts are reported as due in one year or less. The amounts shown below
do not take into account loan prepayments.

Multi-
1-4 Family Family
Residential Residential Commercial Consumer Total
(Dollars in thousands)
Amounts due after December 31, 2022 in:

ONE YEar OF 1€SS....cuvevieiieeiieiiieieiieeeieieeee e $ 886 § — 3 200 $ 73 8 1,159
After one year through two years...... 170 — 25 12 207
After two years through three years 202 — — 3 205
After three years through five years........ccccocvevenene 724 — — 127 851
After five years through ten years 5,198 — 1,379 32 6,609
After ten years through 15 years ...... 17,809 861 1,850 — 20,520
After 15 years.....ococeveevrvneneennene 70,595 2,376 467 2 73,440
TOtAl e $ 95,584 § 3237 $ 3921 $ 249§ 102,991




The following table shows the dollar amount of our loans as of December 31, 2022, due after December 31, 2023, as shown in the
preceding table, which have fixed interest rates or which have floating or adjustable interest rates.

Total at
Floating or December 31,
Fixed-Rate Adjustable-Rate 2022
(Dollars in thousands)
1-4 family residential ...........ccoeivieriieriiiietiicieteeee et $ 79,966 $ 14,732 $ 94,698
Multi-family................ — 3,237 3,237
Commercial.... 100 3,621 3,721
Consumer ....... 140 36 176
TOTAL ...t $ 80,206 $ 21,626 $ 101,832

Loan Originations, Participations and Sales. Our lending activities are subject to underwriting standards and loan origination
procedures established by our board of directors and management. Loan originations are obtained through a variety of sources, primarily
existing customers as well as new customers obtained from referrals and local advertising and promotional efforts. One- to four-family
residential mortgage loan applications and consumer loan applications are taken at any of North Shore Trust and Savings’ branch offices
or customers may submit an application on-line. Applications for other loans typically are taken personally by one of our loan officers,
although they may be received by a branch office initially and then referred to a loan officer. All loan applications are processed and
underwritten centrally at our branch office located in Lindenhurst, Illinois.

Our one- to four-family residential first mortgage loans are written on standardized documents used by the Federal Home Loan
Mortgage Corporation (“Freddie Mac”) and Federal National Mortgage Association (“Fannie Mae”). Our underwriting standards
generally require that new one- to four-family residential mortgage loans conform to secondary market standards but a portion of our
one- to four-family residential mortgage loans are considered “non-conforming” due to factors such as the borrower’s job status or
income, the condition or age of the residence or other factors. For loans which are secured by real estate, property valuations are
undertaken by an independent third-party appraiser approved by our board of directors.

Consistent with our interest rate risk strategy, we have sold, on a servicing released basis a significant portion of our fixed rate one-
to four-family residential mortgage loans. We consider our balance sheet as well as market conditions on an ongoing basis in making
decisions as to whether to hold loans we originate for investment or to sell such loans choosing the strategy that we believe is most
advantageous to us from a profitability and risk management standpoint.

In addition to originating loans, during the year ended December 31, 2022, we purchased nine loans totaling $5.3 million, which
consisted primarily of 1-4 family adjustable rate mortgages in our primary lending area. Prior to purchasing, these loans were reviewed
for compliance with our underwriting criteria. All loans were purchased with servicing retained by the originating bank. We actively
monitor the performance of these loans through the receipt of regular reports from the originating lender regarding the loan's
performance. As of December 31, 2022, all purchased loans are paying as pursuant to their contractual terms.

Further, although we have not previously purchased participation interests in commercial real estate mortgage loans, we will
consider purchasing such participation interests from other financial institutions in our market area. Such participations will be reviewed
for compliance with our underwriting criteria before they are purchased. We will actively monitor the performance of such loans made in
the future through the receipt of regular reports from the lead lender regarding the loan’s performance, physically inspecting the loan
security property on a periodic basis, discussing the loan with the lead lender on a regular basis and receiving copies of updated financial
statements from the borrower.



Loan Originations and Sales
The following table shows our total loans originated, purchased, sold and repaid during the periods indicated.

Year Ended December 31,
2022 2021
(Dollars in thousands)

Loan originations:

1-4 family T€SIAENTIAL ........ovoviiieieieieecee ettt ese e $ 22987 $ 43,719
IMUI-FAMILY ettt ettt e e et e esbesseenseesaessesseenseeseensenseensas — —
Commercial... 1,700 1,390
COMSUITICT ...tteeieesieeseteeteeseteeseaeseseesseessseesseeanseenseeesseensseenseensseansaensseanseessseensaessseanseesnseenseennseenses 376 70
Total 10an OTIZINALIONS .....eviiveieiieiietieteeteeteeet ettt ettt et es bt ebeetesbatenseseeseebeesesbenseneeneeaeenas $ 25,063 $ 45,179
L0aNn POOL PUICRASES........oveeiiiiieiieieeiee ettt ettt sttt et s s e beeneenseseeensesneenne 5,253 —
LL0ANS SOIA ...ttt ettt ettt ae e e b e e ta e e beeetaeebeeetbeereeeabeeeraans 8,644 21,170
Loan principal TEPAYIMENLS ........ccverveeieriieierieeiesteetesteetesteeeesseeseessesseessesseessessaessesssessesseessesseessenes 15,286 27,848
Total loans sold and principal rEPAYMENTS .........cceeeerrieierieriesieeieeeereeteereeee e eae e eaesaeeenas $ 23,930 $ 49,018
Increase due to other items, NetM) .......ooovvirieeeeeeeeeeeeeeeeeae 335 50
Net increase (decrease) in loans, net and loans held for sale $ 6,721 $ (3,789)
1) Other items consist of deferred fees, the change in allowance for loan losses and the transfer of loans to real estate owned.

One- to Four-Family Residential Mortgage Lending. One of our primary lending activities continues to be the origination of loans
secured by first mortgages on one- to four-family residences in our market area. As of December 31, 2022, $95.6 million, or 92.8% of
our total loan portfolio, consisted of one- to four-family residential mortgage loans.

Applications for one-to four-family residential mortgage loans are accepted at any of our banking offices for processing, which
consists primarily of obtaining all documents required to complete the underwriting, which includes making a determination whether the
loan meets our underwriting standards. While our one- to four-family residential first mortgage loans are written on standardized
documents used by Freddie Mac and Fannie Mae, our underwriting standards do not require that new one- to four-family residential
mortgage loans conform to secondary market standards. A small portion of our one- to four-family residential mortgage loans are
considered “non-conforming”, due to factors such as the borrower’s job status or income, the condition or age of the residence or other
factors and are not readily saleable into the secondary mortgage market. We currently originate fixed-rate, fully amortizing mortgage
loans with maturities up to 30 years. We also offer adjustable rate mortgage (“ARM”) loans where the interest rate either adjusts on an
annual basis or is fixed for the initial three or five years and then adjusts annually. As of December 31, 2022, approximately 15.6% of our
one- to four-family residential mortgage loans maturing after December 31, 2023 were ARM loans. Our ARM loans have a cap on any
increase or decrease in the interest rate of up to 2% at any adjustment date and a 5% cap above or below the initial interest rate over the
life of the loan. The interest rate on our ARM loans is based on the one-year Treasury or SOFR.

Although adjustable-rate one- to four-family residential real estate loans may reduce our vulnerability to changes in market interest
rates because they periodically reprice, as interest rates increase, the required payments due from the borrower also increase (subject to
rate caps), increasing the potential for default by the borrower. At the same time, the ability of the borrower to repay the loan and the
marketability of the underlying collateral may be adversely affected by higher interest rates. Upward adjustments of the contractual
interest rate are also limited by the maximum periodic and lifetime rate adjustments permitted by our loan documents. As a result, the
effectiveness of adjustable-rate one- to four-family residential real estate loans in compensating for changes in market interest rates may
be limited during periods of rapidly rising interest rates.

We underwrite one- to four-family residential mortgage loans with loan-to-value ratios which generally do not exceed 97% in the
case of ARM loans and 95% in the case of fixed-rate loans, provided that the borrower obtains private mortgage insurance on loans that
exceed 80% of the appraised value of the secured property. We also require that title insurance, hazard insurance and, if appropriate,
flood insurance be maintained on all properties securing real estate loans. We require that a licensed appraiser from our list of approved
appraisers perform and submit to us an appraisal on all properties securing one- to four-family first mortgage loans. Our mortgage loans
generally include due-on-sale clauses which provide us with the contractual right to deem the loan immediately due and payable in the
event the borrower transfers ownership of the property. Due-on-sale clauses are an important means of adjusting the yields of fixed-rate
mortgage loans in portfolio and we generally exercise our rights under these clauses.



Multi-Family Residential and Commercial Real Estate Lending. As of December 31, 2022, our commercial real estate and multi-
family residential loans amounted to an aggregate of $7.1 million, or 7.0% of our total loan portfolio. We plan to moderately increase our
emphasis on commercial real estate loans and multi-family residential real estate loans as they generally have shorter terms to maturity,
improving North Shore Trust and Savings’ interest rate risk profile, and provide higher yields than one- to four-family residential
mortgage loans.

At December 31, 2022, our multi-family residential mortgage loans amounted to $3.2 million, or 3.2% of the total loan portfolio.
Our multi-family residential mortgage loans, which are underwritten and approved in a manner consistent with our commercial real estate
loans, are secured by residential properties with more than four units or secured by multiple one- to four-family residential properties
located in our market area. At December 31, 2022, our largest multi-family residential mortgage loan was an $861,000 loan secured by
various one- to four-family investment homes and one multi-family apartment building located in Waukegan and North Chicago, Illinois,
and was performing in accordance with its terms. At December 31, 2022, we had a total of 10 multi-family residential mortgage loans
and the average size of our multi-family residential mortgage loans was approximately $324,000.

Our commercial real estate loan portfolio amounted to $3.9 million, or 3.8% of the total loan portfolio, at December 31, 2022.
These commercial real estate loans included 12 loans secured primarily by investor properties, which include multiple one- to four-family
residences. Additionally, North Shore Trust and Savings has two commercial real estate loans secured by retail frontage. The two largest
commercial real estate loans outstanding were $1.8 million and $1.2 million, and both loans were paying in accordance with all of their
contractual terms.

Although terms for commercial real estate and multi-family residential loans vary, our underwriting standards generally allow for
terms not exceeding 30 years and loan-to-value ratios of not more than 75%. Interest rates are typically adjustable, based upon designated
market indices such as The Wall Street Journal prime rate, or fixed-rate, and fees are charged to the borrower at the origination of the
loan. The actual lives of such loans generally are less than their contractual terms to maturity due to prepayments and re-financings.
Generally, we obtain personal guarantees of the principals as additional collateral for commercial real estate and multi-family residential
loans.

Commercial real estate and multi-family residential lending involves a greater degree of risk than one- to four-family residential
lending. These risks include larger loans to individual borrowers and loan payments that are dependent upon the successful operation of
the project or the borrower’s business. These risks can be affected by supply and demand conditions of rental housing units, office and
retail space and other commercial space in the project’s market area. We attempt to minimize these risks for loans we originate by
soliciting loans from businesses with existing operating performance. We also use conservative debt coverage ratios in our underwriting,
and periodically monitor the operation of the business or project and the physical condition of the property. At December 31, 2022, none
of our commercial real estate or multi-family loans were delinquent more than 30 days, nor were any on non-accrual. We have had no
charge-offs of commercial real estate and multi-family residential loans for the years ended December 31, 2022 and 2021.

Various aspects of commercial real estate and multi-family residential transactions are evaluated in an effort to mitigate the
additional risk in these types of loans. In our underwriting procedures, consideration is given to the stability of the property’s cash flow
history, future operating projections, current and projected occupancy levels, location and physical condition. Generally, we impose a
debt service ratio (the ratio of net cash flows from operations before the payment of debt service to debt service) of not less than 1.25x in
the case of commercial real estate and multi-family residential loans. We also evaluate the credit and financial condition of the borrower,
and if applicable, the guarantor. Appraisal reports prepared by independent appraisers are obtained on each loan to substantiate the
property’s market value and are reviewed by us prior to the closing of the loan.

Consumer Lending. In our efforts to provide a full range of financial services to our customers, we offer various types of consumer
loans. Our consumer loans amounted to $249,000, or 0.2%, of our total loan portfolio at December 31, 2022. At December 31, 2022, our
consumer loans were comprised of loans secured by deposits, auto loans and unsecured personal loans.

Consumer loans generally have higher interest rates and shorter terms than residential loans; however, they have additional credit
risk due to the type of collateral securing the loan or in some cases the absence of collateral. We had no charge-offs on consumer loans
during the year ended December 31, 2022, however, for the year ended December 31, 2021, we charged off a $99,000 unsecured
consumer loan because it was six months past due. Our collection efforts are continuing.

Loan Approval Procedures and Authority. Our board of directors establishes North Shore Trust and Savings’ lending policies and
procedures. Our Loan Policy is reviewed on at least an annual basis by our management team in order to propose modifications as a
result of market conditions, regulatory changes and other factors. All modifications must be approved by our Board of Directors.

Various officers or combinations of officers of North Shore Trust and Savings have the authority within specifically identified
limits to approve new loans. As of December 31, 2022, the maximum loan amount that may be approved by an individual officer is
$648,250, which is consistent with secondary market limits for conforming loans. Loans up to $1.0 million are reviewed by our
management loan committee, with a minimum of two members’ approval. Our board level loan committee has authority to approve loans
up to $2.5 million. All other loans must be approved by the board of directors of North Shore Trust and Savings.



Asset Quality

General. One of our key objectives has been, and continues to be, maintaining a high level of asset quality. In addition to
maintaining credit standards for new originations which we believe are sound, we are proactive in our loan monitoring, collection and
workout processes in dealing with delinquent or problem loans.

When a borrower fails to make a scheduled payment, we attempt to cure the deficiency by making personal contact with the
borrower. Initial contacts are generally made within 30 days after the date the payment is due. In most cases, deficiencies are promptly
resolved. If the delinquency continues, late charges are assessed, and additional efforts are made to collect the deficiency. All loans
which are designated as “special mention,” substandard, doubtful or delinquent 90 days or more are reported to the board of directors of
North Shore Trust and Savings on a monthly basis.

We stop accruing interest on loans (“non-accrual” loans) at the time the loan is 90 days past due unless the credit is adequately
collateralized and in process of collection. Interest income is not accrued on these loans until the borrower’s financial condition and
payment record demonstrate an ability to service the debt.

Property acquired through foreclosure is initially recorded at fair value at the date of acquisition, which is fair value of the related
assets at the date of foreclosure, less estimated costs to sell. Thereafter, if there is a further deterioration in value, we charge earnings for
the diminution in value. Our policy is to obtain an appraisal on real estate subject to foreclosure proceedings prior to the time of
foreclosure. We obtain re-appraisals on a periodic basis, generally on at least an annual basis, on foreclosed properties. We also conduct
inspections on foreclosed properties.

We account for our impaired loans in accordance with generally accepted accounting principles. Loans are reviewed on a regular
basis. Loans are listed on the “watch/special mention list” where management has some concern that the collateral or debt service ability
may not be adequate, although the collectability of the contractual loan payments is still probable. If a loan deteriorates in asset quality,
the classification is changed to “substandard,” “doubtful” or “loss” depending on the circumstances and the evaluation. When a loan is
determined to be impaired, the measurement of the loan in the allowance for loan losses is based on present value of expected future cash
flows, except that all collateral-dependent loans are measured for impairment based on the fair value of the collateral. As of December
31,2022, and 2021, loans identified as impaired and individually evaluated for impairment, amounted to $873,000 and $1.1 million,
respectively.

Federal regulations and our policies require that we utilize an internal asset classification system as a means of reporting problem
and potential problem assets. We have incorporated an internal asset classification system, consistent with federal banking regulations, as
a part of our credit monitoring system. We currently classify problem and potential problem assets as “special mention,” “substandard,”
“doubtful” or “loss” assets. An asset is considered “substandard” if it is inadequately protected by the current net worth and paying
capacity of the obligor or of the collateral pledged, if any. “Substandard” assets include those characterized by the “distinct possibility”
that the insured institution will sustain “some loss” if the deficiencies are not corrected. Assets classified as “doubtful” have all of the
weaknesses inherent in those classified “substandard” with the added characteristic that the weaknesses present make “collection or
liquidation in full,” on the basis of currently existing facts, conditions, and values, “highly questionable and improbable.” Assets
classified as “loss” are those considered “uncollectible” and of such little value that their continuance as assets without the establishment
of a specific loss reserve is not warranted. Assets which do not currently expose the insured institution to sufficient risk to warrant
classification in one of the aforementioned categories but possess weaknesses are required to be designated “special mention.”

A savings institution’s determination as to the classification of its assets and the amount of its valuation allowances is subject to
review by Federal bank regulators which can order the establishment of additional general or specific loss allowances. The federal
banking agencies have adopted an interagency policy statement on the allowance for loan losses. The policy statement provides guidance
for financial institutions on both the responsibilities of management for the assessment and establishment of allowances and guidance for
banking agency examiners to use in determining the adequacy of general valuation guidelines. Generally, the policy statement
recommends that institutions have effective systems and controls to identify, monitor and address asset quality problems; that
management analyze all significant factors that affect the collectability of the portfolio in a reasonable manner; and that management
establish acceptable allowance evaluation processes that meet the objectives set forth in the policy statement. General valuation
allowances represent loss allowances which have been established to recognize the inherent losses associated with lending activities, but
which, unlike specific allocations, have not been allocated to specific problem assets. When an insured institution classifies one or more
assets, or portions thereof, as “loss,” it is required to charge off such amount.

Our allowance for loan losses includes a portion which is allocated by type of loan, based primarily upon our periodic reviews of
the risk elements within the various categories of loans. The specific components relate to certain impaired loans. The general
components cover non-classified loans and are based on historical loss experience adjusted for qualitative factors in response to changes
in risk and market conditions. Our management believes that, based on information currently available, the allowance for loan losses is
maintained at a level which covers all known and inherent losses that are both probable and reasonably estimable at each reporting date.
However, actual losses are dependent upon future events and, as such, further additions to the level of the allowance for loan losses may
become necessary. As of January 1, 2023, the Company adopted ASU No. 2016-13, Financial Instruments - Credit Losses (Topic 326).
Refer to “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations - Current Accounting
Developments" for further discussion.



We review and classify loans on no less frequently than a quarterly basis and our board of directors is provided with reports on our
classified and criticized assets. We classify assets in accordance with the management guidelines described above. At December 31,
2022, we had no loans classified as “doubtful” or “loss,” $188,000 of loans classified as “substandard” and $43,000 of loans designated
as “special mention.”

Troubled Debt Restructurings. We occasionally modify loans to extend the term or make other concessions to help a borrower
stay current on his or her loan and to avoid foreclosure. We consider modifications only after analyzing the borrower’s current repayment
capacity, evaluating the strength of any guarantors based on documented current financial information, and assessing the current value of
any collateral pledged. We generally do not forgive principal or interest on loans but may do so if it is in our best interest and increases
the likelihood that we can collect the remaining principal balance. We may modify the terms of loans to lower interest rates (which may
be at below market rates), to provide for fixed interest rates on loans where fixed rates are otherwise not available, to provide for longer
amortization schedules, or to provide for interest-only terms. These modifications are made only when a workout plan has been agreed to
by the borrower that we believe is reasonable and attainable and in our best interests. During the year ended December 31, 2022, one loan
which was classified as TDR was moved to nonaccrual status due to late payments. As of December 31, 2022, our loans which were
classified as TDRs and were on accrual status and not more than 90 days past due amounted to $685,000. With the exception of the one
loan moved to nonaccrual, all of such TDRs were performing in accordance with their restructured terms at December 31, 2022 and
2021.

Delinquent Loans. The following table shows the delinquencies in our loan portfolio as of the dates indicated.

31-89 Days 90 Days or

Past Due Greater Past Total Past Total
and Due and Due and Loan
Accruing Accruing Non-Accrual Non-Accrual Current Balance
(Dollars in thousands)
December 31, 2022
1-4 family residential ...................... $ 28 $ — 3 154 § 182 §$ 95402 $ 95,584
Multi-family ......cccooevereiiireiene — — — — 3,237 3,237
Commercial — — — — 3,921 3,921
CONSUMET ......ocoovvieeennieeeiireeeieeenn, — — — — 249 249
Total..ooeeeeiieieiececeeeee e $ 28§ — 3 154§ 182 § 102,809 $ 102,991
December 31, 2021
1-4 family residential ...................... $ — 3 41 3 102 $ 143 $ 87,885 § 88,028
Multi-family .......ccoocevervenieieiennen. — — — — 3,497 3,497
Commercial.......cccooovveiieieeeieneeeens — — — — 4,604 4,604
CONSUMET ......ocouvieeeiiieeeiieeeeireeenns — — — — 372 372
Total..oooeeieeieeceeeeeeee e $ — 3 41 S 102 $ 143 $ 96,358 $ 96,501

The following table sets forth the amounts of our classified loans at the dates indicated. There was no related specific valuation
allowance in the allowance for loan losses on our classified loans at December 31, 2022 and 2021.

At December 31,
2022 2021
(Dollars in thousands)
SUDSTANAATA LOANS ..ottt e e et e e et e et e eteeeaaeeeaeeenaeeereeeneeenns $ 188 $ 102
DOUDLUL LOANS.....ceieiiiiectiee ettt et e et e e e et e e ette e e eteeeeeataeeeaaeeas — —
LLOSS TOAMS ...ttt ettt ettt et e et et e et e e taeebe e aaeebeeeaseebeeeaaeeetaeeabeeanneebeeenraans — —
Total ClASSITIEA LOANS.......ccueiviiviieieeeieeeeee ettt et ettt ete e es et e et et eneeseeteeseesesenseneeneanes $ 188 $ 102
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In addition to classified loans, our other real estate owned, (“OREO”) was classified as substandard. There were no OREO
properties as of December 31, 2022 and 2021.

Non-performing Assets. The following table shows the amounts of our non-performing assets, which include non-accruing loans,
accruing loans 90 days or more past due and real estate owned at the dates indicated, and our performing TDRs.

At December 31,
2022 2021
(Dollars in thousands)

Non-accruing loans:

1-4 family T€SIAENtIAl .......cveviieieiicriieic ettt ettt et ere s $ 154 $ 102
Multi-family — —
COMIMETCIAL.... ettt ettt sttt b et s b et e e bt e st e s bt entesbeeabesbeestenbeeabesbeeneens — —
COMSUITIET ...ttt ettt ettt ettt et b et e st e st e bt e a b e s bt e st e bt ea b e bt es b e bt eabenbeeabenbeeatenbeentenbeenbenbesnsens — —
Total NON-ACCIUING LOANS ... ....oiieieiieiiiieiiteteeteee ettt esa e se et ebesbe s e enis $ 154  $ 102
Accruing loans 90 days or more past due:
1-4 family 1@SIACNTIAL ........ccueeieriieieciieiese ettt ettt et e e e teesbessaensesseensesseensenes — 41
Multi-family — —
Commercial..... — —
CONSUMET ...ttt ettt — —
Total accruing loans 90 days or Mmore Past AUC..........ecueeveriieieriieierieeieie et — 41
Total NON-performing LOANS............ecveriiriierierieieeeete sttt ste e ste e be e essesseeseenas 154 143
Other real eState OWINE ......ccuirtiieiiiieiiriietert ettt ettt st — —
Total NON-PEIfOrMING ASSELS ......c.eeuiriirtirtiieieieeiiete ettt seenee 154 143
Performing troubled debt restructurings 685 1,035
Total non-performing assets and performing TDRS .........cccevirieriinieninieiieieiecceeee 839 1,178
Total 10anS OULSTANAING .......c.eeveveeieeietictiet ettt ettt et e b et b e s teeseeteebesbe s essessereereeseenes $ 102,991 § 96,501
Total aSSEtS OULSTANAING .....eveveieieiieiiitieiert ettt ettt ettt ettt be st e et eseeneeneeean $ 264,206 $ 340,869
Total non-accruing loans as a percentage of total loans outstanding...........c..ceeeeeevereeneneenenens 0.15% 0.11%
Total non-performing loans as a percentage of total loans outstanding... 0.15% 0.15%
Total non-performing loans as a percentage of total aSSEtS..........ccecveiriererinenieieirieneneereeeeeees 0.06% 0.04%
Total non-performing assets as a percentage of total aSSEtS .........eveveerierierenierierieiereeeereeienne 0.06% 0.04%

Allowance for Loan Losses. The following table shows changes in our allowance for loan losses during the periods presented.

At or for the Year Ended
December 31,
2022 2021
(Dollars in thousands)
Total loans outstanding at end 0f PEriod .........ceeievieririierieiereeee e $ 102,991 $ 96,501
Total non-accrual loans at end of period 154 102
Total non-performing loans at end of PEriod.........ccevieieriieieriiieiiciee e 154 143
Total average 10ans OUtSTANAING ........cveiiuiriirieieieieteee ettt s eene 97,714 96,843
Allowance for loan losses, beginning of period . 779 870
Reversal of provision for loan losses ................. (230) (23)
Charge-offs:
1-4 family 1eSIAENTIAL ......ccuiiiiiiciee ettt et — —
Multi-family.... — —
Commercial..... — —
COMSUITIET ...ttt ettt ettt ettt e b et b et e bt et sb e et e bt e st e sb e et e e bt e st e s bt e st e s b e estesbeeutenbeennebean — 99
TOtal ChATZE-0TTS ...ttt ettt ettt b et sb et sebe s b ese b esesenas $ — 3 99
Recoveries on loans previously charged-oft:
1-4 family T@SIAENLIAL .......ccveieieiieiiitiiei ettt b e b e se s eseebessennan $ 75 $ 3D
MU FAMILY 1.ttt ettt ettt et set e b eaeebesbe et e saeenbesseenaeens — —
Commercial — —
COMSUITIET ...ttt ettt ettt ettt et sb et s b et sb et s bt et e s bt et e s beestenbeemsenbeennenneen — —
TOLAl TECOVEIIES ....vvevititiiieieeeete ettt ettt ettt a ettt eteete b et e s easereetesaeesessessessereesesseesenes $ (75) $ (31)
Net (recoveries) Charge-0fTs. .......cooiiiiiiieee et $ 75 $ 68
Allowance for loan losses, end 0f PEriod .........c.oeverierieriirienierieieeeee et $ 624 $ 779
Allowance for loan losses as a percent of non-performing loans 405.19% 544.76%
Allowance for loan losses as a percent of total loans outstanding............ccceevecvereeceereecienencnennens 0.61% 0.81%
Allowance for loan losses as a percent of total non-accrual 10ans..........ccccevveveeeerieneecienennennens 405.19% 763.73%
Ratio of net (recoveries) charge-offs during the period to average loans outstanding during the
01536 0T ISP SRRSO (0.08)% 0.07%
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The allowance for loan losses is established through a provision for loan losses. We maintain the allowance at a level believed, to
the best of management’s knowledge, to cover all known and inherent losses in the portfolio that are both probable and reasonable to
estimate at each reporting date. Management reviews the allowance for loan losses on no less than a quarterly basis in order to identify
those inherent losses and to assess the overall collection probability for the loan portfolio. Our evaluation process includes, among other
things, an analysis of delinquency trends, non-performing loan trends, the level of charge-offs and recoveries, prior loss experience, total
loans outstanding, the volume of loan originations, the type, size and geographic concentration of our loans, the value of collateral
securing the loan, the borrower’s ability to repay and repayment performance, the number of loans requiring heightened management
oversight, national and local economic conditions and industry experience. Such risk ratings are periodically reviewed by management
and revised as deemed appropriate. At December 31, 2022, and 2021, our allowance for loan losses amounted to $624,000 and
$779,000 respectively. The establishment of the allowance for loan losses is significantly affected by uncertainties and management
judgment and there is a likelihood that different amounts would be reported under different conditions or assumptions. Various regulatory
agencies, as an integral part of their examination process, periodically review our allowance for loan losses. Such agencies may require
North Shore Trust and Savings to make additional provisions for estimated loan losses based upon judgments different from those of
management.

The following table shows how our allowance for loan losses is allocated by type of loan at each of the dates indicated.

At December 31,
2022 2021
Percent of Percent of Percent of Percent of
Allowance Loans in Allowance Loans in
Amount of to Total Category to Amount of to Total Category to

Allowance Allowance Total Loans Allowance Allowance Total Loans
(Dollars in thousands)

1-4 family residential ............cco..c....... $ 581 93.11% 92.81% $ 675 86.65% 91.22%
Multi-family 19 3.04% 3.14% 69 8.86% 3.62%
Commercial........cccoeueeereineennneennen 19 3.04% 3.81% 25 3.21% 4.77%
CONSUMET ..o 5 0.81% 0.24% 10 1.28% 0.39%

Total ..o $ 624 100.00% 100.00% $ 779 100.00% 100.00%

Securities Available for Sale

We have authority to invest in various types of securities, including mortgage-backed securities, U.S. Treasury obligations,
securities of various federal agencies and of state and municipal governments, time deposits at federally insured banks and savings
institutions, corporate debt obligations and federal funds. Our investment strategy is established by the board of directors.

At December 31,
2022 2021
Amortized Market Amortized Market
Cost Value Cost Value

(Dollars in thousands)
Securities available-for-sale

LS. TICASUIIES c.veveeeeeeeeeeeeeeeeeeeee e e e eeeeeseeeeeeeeeereeseeseeeeeeereeeeereseeenenes $ 7443 $ 7,288 $ — 3 —
U.S. Government and agency obligations ...........ccecceeeevvereevieseeeenens 23,260 21,390 10,058 10,053
Municipal obligations............ccceeeeeeerenene 22,603 19,637 17,591 18,000

Mortgage-backed securities............... 41,202 35,738 42,501 42,148
Collateralized mortgage obligations.. 42,257 37,152 30,913 30,749
Total securities available-for-sale............c..ccoceevvievieiiieciecieereeen. $ 136,765 $ 121,205  § 101,063 $ 100,950

The investment policy is designed primarily to manage the interest rate sensitivity of the assets and liabilities, to generate a
favorable return without incurring undue interest rate and credit risk, to complement the lending activities and to provide and maintain
liquidity. The current investment policy generally permits investments in debt securities issued by the U.S. government and U.S.
agencies, municipal bonds, and corporate debt obligations, as well as investments in preferred and common stock of government agencies
and government sponsored enterprises such as Fannie Mae, Freddie Mac and the FHLB of Chicago. The policy also permits investments
in mortgage-backed securities, including pass-through securities issued and guaranteed by Fannie Mae, Freddie Mac and the Government
National Mortgage Association (“Ginnie Mae”).
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As of December 31, 2022, our securities available-for-sale portfolio totaled $121.2 million, or 45.9% of total assets at such date.
The largest component of our investment securities portfolio at December 31, 2022 was investment in collateralized mortgage obligations
issued by Fannie Mae, Ginnie Mae and Freddie Mac, which amounted to $37.2 million, followed by pass-through mortgage-backed
securities issued by Fannie Mae, Ginnie Mae and Freddie Mac, which amounted to $35.7 million. Our investment in U.S. government
and federal agency obligations as of December 31, 2022, was $21.4 million and our investment in municipal obligations as of December
31,2022, was $19.6 million. During the year ended December 31, 2022, we invested in short term U.S. Treasuries, which amounted
to $7.3 million as of December 31, 2022.

Ginnie Mae is a government agency within the Department of Housing and Urban Development which is intended to help finance
government-assisted housing programs. Ginnie Mae securities are backed by loans insured by the Federal Housing Administration or
guaranteed by the Department of Veterans Affairs. The timely payment of principal and interest on Ginnie Mae securities is guaranteed
by Ginnie Mae and backed by the full faith and credit of the U.S. Government. Freddie Mac is a private corporation chartered by the U.S.
Government. Freddie Mac issues participation certificates backed principally by conventional mortgage loans. Freddie Mac guarantees
the timely payment of interest and the ultimate return of principal on participation certificates. Fannie Mae is a private corporation
chartered by the U.S. Congress with a mandate to establish a secondary market for mortgage loans. Fannie Mae guarantees the timely
payment of principal and interest on Fannie Mae securities. Freddie Mac and Fannie Mae securities are not backed by the full faith and
credit of the U.S. Government.

Investments in mortgage-backed securities involve the risk that actual prepayments will be greater than estimated prepayments
over the life of the security, which may require adjustments to the amortization of any premium or accretion of any discount relating to
such instruments thereby changing the net yield on such securities. There is also reinvestment risk associated with the cash flows from
such securities or in the event such securities are redeemed by the issuer. In addition, the market value of such securities may be
adversely affected by changes in interest rates.

Investment securities are classified at the time of acquisition as securities available for sale, held to maturity or trading. Securities
classified as held to maturity must be purchased with the intent and ability to hold that security until its final maturity and can be sold
prior to maturity only under rare circumstances. Held-to-maturity securities are accounted for based upon the amortized cost of the
security. Available-for-sale securities can be sold at any time based upon needs or market conditions. Available-for-sale securities are
accounted for at fair value, with unrealized gains and losses on these securities, net of income tax provisions, reflected as accumulated
other comprehensive income. At December 31, 2022, all securities were classified as securities available for sale. At December 31, 2022,
we had no investments in a single issuer other than securities issued by U.S. Government agencies or U.S. Government sponsored
enterprises, which had an aggregate book value in excess of 10% of our stockholders’ equity. At December 31, 2022, the available-for-
sale securities portfolio had a net unrealized loss position of $15.6 million. Some investment securities held in the portfolio have declined
in value but do not presently represent realized losses. Unrealized losses on investment securities have not been recognized into income
because the securities are of high credit quality, the Bank has the intent and ability to hold the securities for the foreseeable future, and
the declines in fair value are primarily due to market volatility and increased market interest rates. The fair values are expected to recover
as the securities approach their maturity dates.

The following table sets forth the amount of investment securities which mature during each of the periods indicated and the
weighted average yields for each range of maturities as of December 31, 2022. Maturities may differ from contractual maturities in
mortgage-backed securities because the mortgages underlying the securities may be called or repaid without any penalties. Therefore,
these securities have been included in based on average remaining life. The below yields represent tax equivalent yield.

Amounts at December 31, 2022, Which Mature In

After One
through After Five
One Year Five through 10 Over 10
or Less Years Years Years Total

(Dollars in thousands)
Securities available for sale:

U.S. TIEASULIES ...t ee e $ 2,433 $ 4855 $ — 3 — 3 7,288
U.S. Government and agency obligations 1,007 11,511 8,872 — 21,390
Municipal obligations.................. 528 5,394 2,655 11,060 19,637
Mortgage-backed securities................ — 20,033 15,046 659 35,738
Collateralized mortgage obligations...........c.ccecverueeunenne — 22,809 11,848 2,495 37,152
TOtal ... e $ 3,968 3 64,602 $ 38,421 §$ 14214 $ 121,205
Weighted average yield:
ULS. TICASUIICS....ueeevvieiieeiieeiiecite et e eete e 2.28% 3.48% N/A N/A 3.06%
U.S. Government and agency obligations..................... 4.87 2.97 2.11 N/A 2.69
Municipal obligations..........ceeeeeerereenienierieseeieneenes 2.53 3.02 2.96 2.49 2.68
Mortgage-backed securities................ N/A 1.58 1.74 1.39 1.65
Collateralized mortgage obligations... N/A 2.21 2.02 2.29 2.16
Total weighted average yield ..........cccoevevvcinenennn 2.96% 2.29% 1.98% 2.40% 2.23%
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The following table sets forth the composition of our investment securities portfolio at each of the dates indicated.

At December 31,
2022 2021
(Dollars in thousands)
FIXEA-TALE ...ttt ettt et e et et e e e aeea e et s eas et e eaeenteetsessesaeenseeasensesesenseenseaeseeans $ 118,524 $ 98,000
AQJUSEADIC-TALE ......eueeeieiieiiete ettt ettt ettt ettt et e a e e et e et e h e et e bt ente bt entetesreens 2,681 2,950
Total securities available fOI SAIE .........ccuiiiiiiiiceieee ettt $ 121,205  $ 100,950

Investment Activities

Investments in mortgage-backed securities involve a risk that actual prepayments will be greater than estimated prepayments over
the life of the security, which may require adjustments to the amortization of any premium or accretion of any discount relating to such
instruments thereby changing the net yield on such securities. There is also reinvestment risk associated with the cash flows from such
securities or in the event such securities are redeemed by the issuer. In addition, the market value of such securities may be adversely
affected by changes in interest rates.

Additionally, we hold interest-bearing deposits at financial institutions throughout the United States. Some of these accounts have
balances above the FDIC’s per account insurance limit of $250,000. The amount of our total deposits with accounts over the FDIC's
insurance limit of $250,000 was $43.6 million, or 24.4% of total deposits, and $42.5 million or 14.9% of total deposits, at December 31,
2022 and 2021, respectively. We monitor that credit risk on a quarterly basis. We also hold funds in the Federal Reserve Bank of Chicago
and the FHLB of Chicago.

Sources of Funds

General. Deposits, loan repayments and prepayments, proceeds from investment sales, calls, maturities and pay-downs, cash flows
generated from operations and FHLB of Chicago advances are the primary sources of our funds for use in lending, investing and for other
general purposes.

Deposits. We offer a variety of deposit accounts with a range of interest rates and terms. Our deposits consist of checking, both
interest-bearing and noninterest-bearing, money market, savings and time deposit accounts. As of December 31, 2022, 69.0% of the
funds deposited with North Shore Trust and Savings were in core deposits, which are deposits other than time deposits.

The flow of deposits is influenced significantly by general economic conditions, changes in money market rates, prevailing interest
rates and competition. Our deposits are obtained predominantly from the areas where our branch offices are located. We have historically
relied primarily on customer service and long-standing relationships with customers to attract and retain these deposits; however, market
interest rates and rates offered by competing financial institutions significantly affect our ability to attract and retain deposits.

We use traditional means of advertising deposit products, including broadcast and print media and we generally do not solicit
deposits from outside our market area. In recent years, we have emphasized the origination of core deposits.
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The following table shows the distribution of, and certain other information relating to, our deposits by type of deposit, as of the
dates indicated.

At December 31,
2022 2021
Amount % Amount %
(Dollars in thousands)

Certificate accounts:

0.00% = 0.99%0.....ecveeeeeeeteeee e $ 33,155 18.55% $ 48,022 16.80%
1.00%0 = 1.99% 0. uee e e e 5,618 3.15% 6,617 2.32%
2,009 = 2.99%0.cueeie e 16,467 9.21% 17,534 6.14%
3.00% or more...........cc......... 146 0.08% 701 0.25%

Total certificate accounts $ 55,386 30.99% $ 72,874 25.51%

Transaction accounts:

SAVINZS ..vvevieitestieieeteete st etesteete st eaesteeaesseensesseessesseensesseassessaessansenssenns $ 49,068 27.46% $ 50,312 17.62%
Checking:
INtETESt-DEATING .. ecvvivieeieieeiietiet ettt ettt be e sbeeeeens 18,659 10.44% 17,931 6.28%
NONINtEreSt-DEATING . ....veevieitiieiieiieieeeeee e 12,977 7.26% 99,090 34.69%
MONEY MATKEE ......eueeiieiietieieeieieiee ettt ettt st ae et eneee 42,624 23.85% 45414 15.90%
Total transaction accounts... .. 3 123,328 69.01% $ 212,747 74.49%
TOtal AEPOSIES ..vvevvevieeieiieietieierie ettt et e e e saeesaesseensenaeas $ 178,714 100.00% $ 285,621 100.00%

The following tables show the average balance of each type of deposit and the average rate paid on each type of deposit for the
periods indicated.

At and for the Year Ended December 31,

2022 2021
Average Interest Average Average Interest Average
Balance Expense Rate Paid Balance Expense Rate Paid
(Dollars in thousands)

Savings acCOUNts ..........ccceevevevrevevrnnnnn. $ 48,787 $ 73 0.15% $ 45,609 $ 68 0.15%
Checking-interest bearing .... 17,817 9 0.05% 17,738 8 0.05%
Money market...........cccoocoeiniinincnns 45,328 96 0.21% 46,985 96 0.20%
Time deposit.......cccoevreererererirrerenennenes 61,414 586 0.95% 67,253 768 1.14%
Total interest-bearing deposits ........ $ 173,346 $ 764 0.44% $ 177,585 § 940 0.53%
Total deposits.......coceevevveveircruennenns $ 191,445 § 764 0.40% $ 203,618 $ 940 0.46%

The following table shows, by various interest rate categories and maturities, the amount of time deposits as of December 31, 2022.

Balance at December 31, 2022
Maturing in the 12 Months Ending December 31,

Time deposit 2023 2024 2025 2026 Thereafter Total
(Dollars in thousands)

0.00% = 0.99%...ceeveeeeieeeeeene $ 21,852 $ 5590 § 2,325 § 1,936 § 1,452 § 33,155

1.00% - 1.99%..... 2,569 72 1,675 886 416 5,618

2.00% - 2.99%........ 6,197 8,843 1,427 — — 16,467

3.00% - or more — 146 — — — 146

Total certificate accounts .................... $ 30,618 $ 14,651 $ 5427 $ 2,822 § 1,868 $ 55,386

15



The following table shows the maturities of our time deposits in excess of the FDIC insurance limit (generally, $250,000) as of
December 31, 2022 by time remaining to maturity.

Weighted
Quarter Ending: Amount Average Rate
(Dollars in thousands)
IMATCH 31, 2023 ...ttt ettt ettt et b ettt a e ke h e b e b et nt st bt ebe et et et et eneeneenan $ 2,415 1.36%
JUNE 30, 2023 ..ottt ettt e a et e a et et e et e e rt et e entebesreenbeennentenreens 1,580 1.58%
September 30, 2023 ......c..oiiiiiiiie ettt ettt et 492 0.40%
DECEMDET 31, 2023 ...ttt et ea et e et e e eaaeeeannes 853 1.13%
ATter DecemDEr 31, 2023 ...ttt et e e enaes 3,461 1.70%
Total time deposits with balances of $250,000 OF MOTE .........cceeeririererieieiieceeeeeeeeee e $ 8,801 1.46%

The amount of our total deposits with accounts over the FDIC's insurance limit of $250,000 was $43.6 million or 24.4% of total
deposits, and $42.5 million or 14.9% of total deposits, at December 31, 2022 and 2021, respectively.

Borrowings. Historically, we have not utilized advances from the FHLB of Chicago. However, during the COVID-19 pandemic,
the FHLB offered advances with a 0% interest rate that the Bank utilized. On May 12, 2022, the Bank repaid the existing 0% interest rate
FHLB advance totaling $5.0 million that was due on May 23, 2022. Additionally, on May 21, 2021, the Bank repaid the existing non-
interest bearing FHLB advance totaling $4.0 million that was due on May 24, 2021.

The following table shows certain information regarding our borrowings at or for the dates indicated:

At or For the Year Ended
December 31,
2022 2021
(Dollars in thousands)

FHLB of Chicago advances and other borrowings:

Average balance OULSTANAING ........ccvevveriirierieiieteeeete sttt ete e etesteetaestesseebeesaessessaessesseensessnens $ 1,945 $ 4616
Maximum amount outstanding at any month-end during the period...........cccceevieievirievienievieninnns 5,000 5,000
Balance outstanding at end of Period ...........coceoeieiiiriiieee s — 5,000

Average interest rate during the Period ............cceceiiririririeiiiiiiieeee e 0.0% 0.0%
Weighted average interest rate at end of Period ............coceoevieiriiiniininencece e 0.0% 0.0%

As of December 31, 2022, there were no outstanding borrowings. The Bank is eligible to borrow up to a total of $68.6 million
and $60.8 million at December 31, 2022 and 2021, respectively, which would be collateralized by $86.6 million and $76.8 million of first
mortgage loans under a blanket lien arrangement at December 31, 2022 and 2021, respectively. Additionally, at December 31, 2022 we
had a $10.0 million federal funds line of credit with the BMO Harris Bank, none of which was drawn at December 31, 2022.

Expense and Tax Allocation

North Shore Trust and Savings has an agreement with NSTS Bancorp, Inc., to provide it with certain administrative support
services for compensation not less than the fair market value of the services provided. During the year ended December 31, 2022, the
total of these services was $411,000. In addition, North Shore Trust and Savings and NSTS Bancorp, Inc. have an agreement that
establishes a method for allocating and for reimbursing the payment of their consolidated tax liability.

Employees and Human Capital Resources

At December 31, 2022, we had 35 full-time equivalent employees. None of such employees are represented by a collective
bargaining group, and we believe that our relationship with our employees is excellent. The success of our business is highly dependent
on our employees, who provide value to our customers and communities. Our workplace culture provides a set of core values: a concern
for others, trust, respect, hard work and a dedication to our customers. We seek to hire well-qualified employees who are also a good fit
for our value system.

We believe that our ability to attract and retain top quality employees is a key to our future success. During 2022, we elevated
Nathan E. Walker to Chief Executive Officer of North Shore Trust and Savings. Additionally, we welcomed Ronald K. Jackson to the
Mortgage Lending Team as the VP of Mortgage Originations. Ronald comes to us with over 29 years experience in the mortgage
industry, primarily in our lending area. We continue to elevate individuals from within the organization into new roles and we expect to
continue to assess our management and staffing needs and are likely to add personnel in the future in order to fully implement our
business strategy.

In an effort to continue our investment in our employees and as part of the conversion, North Shore Trust and Savings

established the Employee Stock Ownership Plan ("ESOP") for its employees. Shares held in the ESOP will be released and allocated to
employees on an annual basis based on the ratio of each such participant's annual compensation.
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The safety, health and wellness of our employees is a top priority. The COVID-19 pandemic presented a unique challenge with
regard to maintaining employee safety while continuing successful operations. Through teamwork and the adaptability of our
management and staff, we were able to provide a safely distanced working environment for employees performing customer-facing
activities, at branches and operations centers. On an ongoing basis, we further promote the health and wellness of our employees by
strongly encouraging work-life balance, offering flexible work schedules, and keeping the dollar amount of the employee portion of
health care premiums relatively low.

Employee retention helps us operate efficiently and achieve one of our business objectives, which is being a low-cost provider.
We believe our commitment to living out our core values, actively prioritizing concern for our employees’ well-being, supporting our
employees’ career goals, offering competitive wages and providing valuable fringe benefits aids in retention of our top-performing
employees.

Federal Income Taxation

General. NSTS Bancorp, Inc. and North Shore Trust and Savings are subject to federal income taxation in the same general
manner as other corporations, with some exceptions discussed below. The following discussion of federal and state income taxation is
only intended to summarize certain pertinent income tax matters and is not a comprehensive description of the applicable tax rules. North
Shore Trust and Savings’ income tax returns have not been audited by a taxing authority during the past five years.

Beginning in 2022, NSTS Bancorp, Inc. filed a consolidated federal income tax return with North Shore Trust and Savings. Any
cash distributions made by NSTS Bancorp, Inc. to its stockholders would be treated as cash dividends and not as returns of capital to
stockholders for federal and state income tax purposes.

Method of Accounting. For federal income tax purposes, we report income and expenses on the accrual method of accounting and
use a December 31 tax year for filing our federal income tax returns.

Corporate Dividends-Received Deduction. NSTS Bancorp, Inc., as an affiliate of North Shore Trust and Savings, is able to exclude
from its income for federal income tax purposes 100% of the dividends received from North Shore Trust and Savings.

State Taxation

NSTS Bancorp, Inc. is subject to Illinois corporate income tax and replacement tax based on its Illinois taxable income and
Wisconsin corporate income tax on its Wisconsin taxable income.

SUPERVISION AND REGULATION
General

As a federal savings association, North Shore Trust and Savings is subject to examination and regulation by the OCC, and is also
subject to examination by the FDIC as deposit insurer. The federal system of regulation and supervision establishes a comprehensive
framework of activities in which North Shore Trust and Savings may engage and is intended primarily for the protection of depositors
and the FDIC’s Deposit Insurance Fund, and not for the protection of stockholders. North Shore Trust and Savings, also, is a member of
and owns stock in the FHLB of Chicago, which is one of the 11 regional banks in the Federal Home Loan Bank System.

Under this system of regulation, the regulatory authorities have extensive discretion in connection with their supervisory,
enforcement, rulemaking and examination activities and policies, including rules or policies that: establish minimum capital levels;
restrict the timing and amount of dividend payments; govern the classification of assets; provide oversight for the adequacy of loan loss
reserves for regulatory purposes; and establish the timing and amounts of assessments and fees. Moreover, as part of their examination
authority, the banking regulators assign numerical ratings to banks and savings institutions relating to capital, asset quality, management,
liquidity, earnings and other factors. These ratings are inherently subjective and the receipt of a less-than-satisfactory rating in one or
more categories may result in enforcement action by the banking regulators against a financial institution. A less than satisfactory rating
may also prevent a financial institution, such as North Shore Trust and Savings or its holding company, NSTS Bancorp, Inc., from
obtaining necessary regulatory approvals to access the capital markets, pay dividends, acquire other financial institutions or establish new
branches.

In addition, we must comply with significant anti-money laundering and anti-terrorism laws and regulations, Community
Reinvestment Act laws and regulations, and fair lending laws and regulations. Government agencies have the authority to impose
monetary penalties and other sanctions on institutions that fail to comply with these laws and regulations, which could significantly affect
our business activities, including our ability to acquire other financial institutions or expand our branch network.

17



As a savings and loan holding company, NSTS Bancorp, Inc. is required to comply with the rules and regulations of the Federal
Reserve Board. It is required to file certain reports with the Federal Reserve Board and is subject to examination by and the enforcement
authority of the Federal Reserve Board. NSTS Bancorp, Inc. is also subject to the rules and regulations of the Securities and Exchange
Commission (the "SEC") under the federal securities laws.

Any change in applicable laws or regulations, whether by the OCC, the FDIC, the Federal Reserve Board, the SEC or Congress,
could have a material adverse impact on the operations and financial performance of NSTS Bancorp, Inc. and North Shore Trust and
Savings.

Set forth below is a brief description of material regulatory requirements that are applicable to North Shore Trust and Savings and
NSTS Bancorp, Inc. The description is limited to certain material aspects of the statutes and regulations addressed in this filing, and is not
intended to be a complete description of such statutes and regulations and their effects on North Shore Trust and Savings and NSTS
Bancorp, Inc.

Federal Banking Regulation

Business Activities. A federal savings association derives its lending and investment powers from the Home Owners’ Loan Act, as
amended, and applicable federal regulations. Under these laws and regulations, a federal savings association may generally invest in
mortgage loans secured by residential real estate without an aggregate limit, and commercial business, commercial real estate and
consumer loans, certain types of debt securities and certain other assets, subject to overall percentage of assets or capital limits. Federal
savings associations are also subject to a “Qualified Thrift Lender Test,” or “QTL Test,” which generally requires that a specified
percentage of overall assets be residential mortgages and related investments.

Effective July 1, 2019, the OCC issued a final rule, pursuant to a provision of the Economic Growth Regulatory Relief and
Consumer Protection Act (“EGRRCPA”), that permits a federal savings association to elect to exercise national bank powers without
converting to a national bank charter. The election is available to federal savings associations that had total consolidated assets of $20
billion or less as of December 31, 2017. North Shore Trust and Savings has not exercised the covered savings association election.

A federal savings association that has exercised the “covered savings association” election generally has the same rights and
privileges as a national bank that has its main office in the same location as the home office of the covered savings association. The
covered savings association is also subject to the same duties, restrictions, liabilities and limitations applicable to a national bank. A
covered savings association retains its federal savings association charter and continues to be subject to the corporate governance laws
and regulations applicable to such associations, including as to its bylaws, board of directors and stockholders, capital distributions and
mergers.

A covered savings association may make loans to its customers without regard to the lending restrictions applicable to federal
savings associations, such as the percentage of capital or assets limits on various types of loans and the QTL Test. However, federal
savings associations that have made such an election are subject to the narrower authority of national banks in certain areas such as
branching and subsidiary activities in certain respects. A covered savings association may generally not retain any assets, subsidiaries or
activities not permitted for national banks.

Applicable regulations authorize a federal association that has exercised the covered savings association election to terminate the
election and thereby again operate as a federal savings association that has not made a covered savings association election. We have no
current plans to elect to be treated as a covered savings association.

Capital Requirements. Federal regulations require federally insured depository institutions to meet several minimum capital
standards: a common equity Tier 1 capital to risk-based assets ratio of 4.5%, a Tier 1 capital to risk-based assets ratio of 6.0%, a total
capital to risk-based assets ratio of 8.0%, and a 4.0% Tier 1 capital to total assets leverage ratio.

EGRRCPA required the federal banking agencies, including the OCC, to establish a “community bank leverage ratio,” referred to
in this filing as the CBLR, of between 8% and 10% for institutions with assets of less than $10 billion. The community bank leverage is
the ratio of a bank’s tangible Tier 1 equity capital to average total consolidated assets and was established by the regulators at 9%.
Institutions with capital complying with the ratio and otherwise meeting the specified requirements and electing the alternative
framework are considered to comply with the applicable regulatory capital requirements, including the risk-based requirements. A
qualifying institution may opt in and out of the CBLR framework on its quarterly call report. The CBLR option was effective January 1,
2020 and is available to institutions with assets of less than $10 billion that meet other specified criteria. The federal banking agencies
issued a rule implementing the lower ratio, effective April 23, 2020. The rule also established a two-quarter grace period for a qualifying
institution whose leverage ratio falls below the 8% requirement so long as the bank maintains a leverage ratio of 7% or greater. Another
rule was issued to transition to the 9% CBLR by increasing the ratio to 8.5% for calendar year 2021 and 9% thereafter. A qualifying
community bank that exercises the election and has capital equal to or exceeding the applicable percentage is considered compliant with
all applicable regulatory capital requirements. Qualifying institutions may elect to utilize the CBLR in licu of the generally applicable
risk-based capital requirements. North Shore Trust and Savings has elected to utilize the CBLR framework.
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As of December 31, 2022, North Shore Trust and Savings’ capital exceeded all applicable requirements including the applicable
conservation buffer.

Loans-to-One Borrower. Generally, a federal savings association, including a covered savings association, may not make a loan or
extend credit to a single or related group of borrowers in excess of 15% of unimpaired capital and surplus. An additional amount may be
loaned, equal to 10% of unimpaired capital and surplus, if the excess is secured by readily marketable collateral, which generally does
not include real estate. As of December 31, 2022, North Shore Trust and Savings was in compliance with the loans-to-one borrower
limitations.

Capital Distributions. Federal regulations govern capital distributions by a federal savings association, which include cash
dividends, stock repurchases and other transactions charged to the savings association’s capital account. A federal savings association

must file an application with the OCC for approval of a capital distribution if:

e the total capital distributions for the applicable calendar year exceed the sum of the savings association’s net income for
that year to date plus the savings association’s retained net income for the preceding two years;

e the savings association would not be at least adequately capitalized following the distribution;
e the distribution would violate any applicable statute, regulation, agreement or regulatory condition; or
e the savings association is not eligible for expedited treatment of its filings, generally due to an unsatisfactory CAMELS
rating or being subject to a cease and desist order or formal written agreement that requires action to improve the
institution’s financial condition.
Even if an application is not otherwise required, every savings association that is a subsidiary of a savings and loan holding

company, such as North Shore Trust and Savings, must still file a notice with the Federal Reserve Board at least 30 days before the board
of directors declares a dividend or approves a capital distribution.
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A notice or application related to a capital distribution may be disapproved if:
e the federal savings association would be undercapitalized following the distribution;
e the proposed capital distribution raises safety and soundness concerns; or
e the capital distribution would violate a prohibition contained in any statute, regulation or agreement.

In addition, the Federal Deposit Insurance Act generally provides that an insured depository institution may not make any capital
distribution if, after making such distribution, the institution would fail to meet any applicable regulatory capital requirement. A federal
savings association also may not make a capital distribution that would reduce its regulatory capital below the amount required for the
liquidation account established in connection with its conversion to stock form.

Community Reinvestment Act and Fair Lending Laws. All insured depository institutions have a responsibility under the
Community Reinvestment Act and related regulations to help meet the credit needs of their communities, including low- and moderate-
income borrowers. The OCC is required to assess the federal savings association’s record of compliance with the Community
Reinvestment Act. A savings association’s failure to comply with the provisions of the Community Reinvestment Act could, at a
minimum, result in denial of certain corporate applications such as branches or mergers, or in restrictions on its activities. In addition, the
Equal Credit Opportunity Act and the Fair Housing Act prohibit lenders from discriminating in their lending practices. The failure to
comply with the Equal Credit Opportunity Act and the Fair Housing Act could result in enforcement actions by the OCC, as well as other
federal regulatory agencies and the Department of Justice.

On July 20, 2021, the OCC, FDIC and the Federal Reserve Board issued a joint statement committing to work together to
strengthen and modernize the Community Reinvestment Act rules. On May 5, 2022, the OCC, FDIC and Federal Reserve Board issued
an Advanced Notice of Proposed Rulemaking with the goals of (i) expanding access to credit, investment and basic banking services in
low- and moderate-income communities, (ii) adapting to changes in the banking industry, including internet and mobile banking, (iii)
providing greater clarity, consistency and transparency, (iv) tailoring Community Reinvestment Act evaluation and data collection to
bank size and type, and (v) maintaining a unified approach. However, these agencies have not yet issued a new proposed rule. At this
time, no rules have been proposed or finalized, and we are unable to determine what impact, if any, any finalized rule may have on the
operations of North Shore Trust and Savings.

The Community Reinvestment Act requires all institutions insured by the FDIC to publicly disclose their rating. North Shore Trust
and Savings received an “Outstanding” Community Reinvestment Act rating in its most recent federal examination.

Transactions with Related Parties. An insured depository institution’s authority to engage in transactions with its affiliates is
limited by Sections 23A and 23B of the Federal Reserve Act and federal regulation. An affiliate is generally a company that controls, or
is under common control with, an insured depository institution such as North Shore Trust and Savings. NSTS Bancorp, Inc. is an
affiliate of North Shore Trust and Savings because of its control of North Shore Trust and Savings. In general, transactions between an
insured depository institution and its affiliates are subject to certain quantitative limits and collateral requirements. In addition, federal
regulations prohibit a savings association from lending to any of its affiliates that are engaged in activities that are not permissible for
bank holding companies and from purchasing the securities of any affiliate, other than a subsidiary. Finally, transactions with affiliates
must be consistent with safe and sound banking practices, not involve the purchase of low-quality assets and be on terms that are as
favorable to the institution as comparable transactions with non-affiliates.

North Shore Trust and Savings’ authority to extend credit to its directors, executive officers and 10% stockholders, as well as to
entities controlled by such persons, is currently governed by the requirements of Sections 22(g) and 22(h) of the Federal Reserve Act and
Regulation O of the Federal Reserve Board. Among other things, these provisions generally require that extensions of credit to insiders:

e  be made on terms that are substantially the same as, and follow credit underwriting procedures that are not less stringent
than, those prevailing for comparable transactions with unaffiliated persons and that do not involve more than the normal
risk of repayment or present other unfavorable features; and

e not exceed certain limitations on the amount of credit extended to such persons, individually and in the aggregate, which
limits are based, in part, on the amount of North Shore Trust and Savings’ capital.

In addition, extensions of credit in excess of certain limits must be approved by North Shore Trust and Savings’ board of directors.
Extensions of credit to executive officers are subject to additional limits based on the type of extension involved.

Enforcement. The OCC has primary enforcement responsibility over federal savings associations and has authority to bring
enforcement action against all “institution-affiliated parties,” including directors, officers, stockholders, attorneys, appraisers and
accountants who knowingly or recklessly participate in wrongful action likely to have an adverse effect on a federal savings association.
Formal enforcement action by the OCC may range from the issuance of a capital directive or cease and desist order to removal of officers
and/or directors of the institution and the appointment of a receiver or conservator. Civil penalties cover a wide range of violations and
actions, and range up to $25,000 per day, unless a finding of reckless disregard is made, in which case penalties may be as high as $1
million per day. The FDIC also has the authority to terminate deposit insurance or recommend to the OCC that enforcement action be

20



taken with respect to a particular federal savings association. If such action is not taken, the FDIC has authority to take the action under
specified circumstances.

Standards for Safety and Soundness. Federal law requires each federal banking agency to prescribe certain standards for all
insured depository institutions. These standards relate to, among other things, internal controls, information systems and audit systems,
loan documentation, credit underwriting, interest rate risk exposure, asset growth, compensation and other operational and managerial
standards as the agency deems appropriate. Interagency guidelines set forth the safety and soundness standards that the federal banking
agencies use to identify and address problems at insured depository institutions before capital becomes impaired. If the appropriate
federal banking agency determines that an institution fails to meet any standard prescribed by the guidelines, the agency may require the
institution to submit to the agency an acceptable plan to achieve compliance with the standard. If an institution fails to meet these
standards, the appropriate federal banking agency may require the institution to implement an acceptable compliance plan. Failure to
implement such a plan can result in further enforcement action, including the issuance of a cease and desist order or the imposition of
civil money penalties.

Branching. A federal savings association that has elected covered savings association status is subject to the laws and regulations
governing the establishment of branches by national banks. Generally, intrastate and interstate branching is authorized to the extent that
the law of the state involved authorizes branching for banks that it charters. Such authority is subject to OCC approval for new branches.

Prompt Corrective Action. Federal law requires, among other things, that federal bank regulators take “prompt corrective action”
with respect to institutions that do not meet minimum capital requirements. For this purpose, the law establishes five capital categories:
well-capitalized, adequately capitalized, undercapitalized, significantly undercapitalized and critically undercapitalized. Under applicable
regulations, an institution is deemed to be “well-capitalized” if it has a total risk-based capital ratio of 10.0% or greater, a Tier 1 risk-
based capital ratio of 8.0% or greater, a leverage ratio of 5.0% or greater and a common equity Tier 1 ratio of 6.5% or greater. An
institution is “adequately capitalized” if it has a total risk-based capital ratio of 8.0% or greater, a Tier 1 risk-based capital ratio of 6.0%
or greater, a leverage ratio of 4.0% or greater and a common equity Tier 1 ratio of 4.5% or greater. An institution is “undercapitalized” if
it has a total risk-based capital ratio of less than 8.0%, a Tier 1 risk-based capital ratio of less than 6.0%, a leverage ratio of less than
4.0% or a common equity Tier 1 ratio of less than 4.5%. An institution is deemed to be “significantly undercapitalized” if it has a total
risk-based capital ratio of less than 6.0%, a Tier 1 risk-based capital ratio of less than 4.0%, a leverage ratio of less than 3.0% or a
common equity Tier 1 ratio of less than 3.0%. An institution is considered to be “critically undercapitalized” if it has a ratio of tangible
equity (as defined in the regulations) to total assets that is equal to or less than 2.0%.

At each successive lower capital category, an insured depository institution is subject to more restrictions and prohibitions,
including restrictions on growth, restrictions on interest rates paid on deposits, restrictions or prohibitions on the payment of dividends,
and restrictions on the acceptance of brokered deposits. Furthermore, if an insured depository institution is classified in one of the
undercapitalized categories, it is required to submit a capital restoration plan to the appropriate federal banking agency, and the holding
company must guarantee the performance of that plan. Based upon its capital levels, a bank that is classified as well-capitalized,
adequately capitalized, or undercapitalized may be treated as though it were in the next lower capital category if the appropriate federal
banking agency, after notice and opportunity for hearing, determines that an unsafe or unsound condition, or an unsafe or unsound
practice, warrants such treatment. An undercapitalized bank’s compliance with a capital restoration plan is required to be guaranteed by
any company that controls the undercapitalized institution in an amount equal to the lesser of 5.0% of the institution’s total assets when
deemed undercapitalized or the amount necessary to achieve the status of adequately capitalized. If an “undercapitalized” bank fails to
submit an acceptable plan, it is treated as if it is “significantly undercapitalized.” “Significantly undercapitalized” banks must comply
with one or more of a number of additional restrictions, including a regulatory order to sell sufficient voting stock to become adequately
capitalized, requirements to reduce total assets, ceasing receipt of deposits from correspondent banks, dismissal of directors or officers
and restrictions on interest rates paid on deposits, compensation of executive officers and capital distributions by the parent holding
company. “Critically undercapitalized” institutions are subject to additional measures including, subject to a narrow exception, the
appointment of a receiver or conservator within 270 days after it obtains such status.

The previously referenced final rule establishing an elective “community bank leverage ratio” regulatory capital framework
provides that a qualifying institution whose capital exceeds the community bank leverage ratio and opts to use that framework will be
considered “well-capitalized” for purposes of prompt corrective action.

As of December 31, 2022, North Shore Trust and Savings met the criteria for being considered “well-capitalized.”

Insurance of Deposit Accounts. The Deposit Insurance Fund of the FDIC insures deposits at FDIC-insured financial institutions
such as North Shore Trust and Savings, generally up to a maximum of $250,000 per separately insured depositor. The FDIC charges
insured depository institutions premiums to maintain the Deposit Insurance Fund.

Under the FDIC’s risk-based assessment system, institutions deemed less risky of failure pay lower assessments. Assessments for

institutions of less than $10 billion of assets are based on financial measures and supervisory ratings derived from statistical modeling
estimating the probability of an institution’s failure within three years.
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The FDIC has authority to increase insurance assessments. Any significant increases would have an adverse effect on the operating
expenses and results of operations of North Shore Trust and Savings. We cannot predict what assessment rates will be in the future.

Insurance of deposits may be terminated by the FDIC upon a finding that an institution has engaged in unsafe or unsound practices,
is in an unsafe or unsound condition to continue operations or has violated any applicable law, regulation, rule, order or condition
imposed by the FDIC. We do not know of any practice, condition or violation that may lead to termination of our deposit insurance.

Privacy and Cybersecurity. The Gramm-Leach-Bliley Act, or GLBA, and its implementing regulations issued by federal
regulatory agencies require financial institutions (including banks) to adopt policies and procedures regarding the disclosure of nonpublic
personal information about their customers to non-affiliated third parties. In general, financial institutions are required to explain to
customers their policies and procedures regarding the disclosure of such nonpublic personal information and, unless otherwise required
or permitted by law, financial institutions are prohibited from disclosing such information except as provided in their policies and
procedures. Specifically, the GLBA established certain information security guidelines that require each financial institution, under the
supervision and ongoing oversight of its board of directors or an appropriate committee thereof, to develop, implement and maintain a
comprehensive written information security program designed to ensure the security and confidentiality of customer information, to
protect against anticipated threats or hazards to the security or integrity of such information and to protect against unauthorized access to
or use of such information that could result in substantial harm or inconvenience to any customer. North Shore Trust and Savings
currently has a privacy protection policy and security program in place and believes that such policy and program are in compliance with
applicable regulations.

Recent cyber-attacks against banks and other financial institutions that resulted in unauthorized access to confidential customer
information have prompted the federal banking regulators to issue extensive guidance on cybersecurity. Among other things, financial
institutions are expected to design multiple layers of security controls to establish lines of defense and ensure that their risk management
processes address the risks posed by compromised customer credentials, including security measures to authenticate customers accessing
Internet-based services. A financial institution also should have a robust business continuity program to recover from a cyberattack and
procedures for monitoring the security of third-party service providers that may have access to nonpublic data at the institution.

In November 2021, the federal regulators finalized a rule concerning notification requirements for banks related to significant
computer security incidents. Under the final rule, a bank or its holding company is required to notify its applicable federal banking
regulators within 36 hours of incidents that have materially disrupted or degraded, or are reasonably likely to materially disrupt or
degrade, the banking organization’s ability to deliver services to a material portion of its customer base, jeopardize the viability of key
operations of the organization, or impact the stability of the financial sector. The rule was effective April 1, 2022 and compliance was
required by May 1, 2022.

Anti-Money Laundering and the USA PATRIOT Act. North Shore Trust and Savings is subject to the Bank Secrecy Act and USA
PATRIOT Act. These statutes and related rules and regulations impose requirements and limitations on specified financial transactions
and accounts and other relationships intended to guard against money laundering and terrorism financing. The principal requirements for
an insured depository institution include (i) establishment of an anti-money laundering program that includes training and audit
components, (ii) establishment of a “know your customer” program involving due diligence to confirm the identities of persons seeking
to open accounts and to deny accounts to those persons unable to demonstrate their identities, (iii) the filing of currency transaction
reports for deposits and withdrawals of large amounts of cash, (iv) additional precautions for accounts sought and managed for non-U.S.
persons and (v) verification and certification of money-laundering risk with respect to private banking and foreign correspondent banking
relationships. For many of these tasks a bank must keep records to be made available to its primary federal regulator. Anti-money
laundering rules and policies are developed by a bureau within the Treasury Department, the Financial Crimes Enforcement Network
("FinCEN"), but compliance by individual institutions is overseen by its primary federal regulator.

North Shore Trust and Savings has established appropriate anti-money laundering and customer identification programs. North
Shore Trust and Savings also maintains records of cash purchases of negotiable instruments, files reports of certain cash transactions
exceeding $10,000 (daily aggregate amount) and reports suspicious activity that might signify money laundering, tax evasion or other
criminal activities pursuant to the Bank Secrecy Act. North Shore Trust and Savings otherwise has implemented policies and procedures
to comply with the foregoing requirements.

The Treasury Department’s Office of Foreign Assets Control, or OFAC, is responsible for helping to ensure that U.S. entities do
not engage in transactions with certain prohibited parties, as defined by various Executive Orders and Acts of Congress. OFAC publishes
lists of persons, organizations and countries suspected of aiding, harboring or engaging in terrorist acts, known as Specially Designated
Nationals and Blocked Persons. If North Shore Trust and Savings finds a name on any transaction, account or wire transfer that is on an
OFAC list, North Shore Trust and Savings must freeze or block such account or transaction, file a suspicious activity report and notify
the appropriate authorities.
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On January 1, 2021, Congress passed the Corporate Transparency Act as part of the National Defense Authorization Act, which
enacted the most significant overhaul of the anti-money laundering laws since the USA PATRIOT Act. Notable amendments include (i)
significant changes to the collection of beneficial ownership information and the establishment of a beneficial ownership registry, which
requires corporate entities (generally, any corporation, limited liability company, or other similar entity with 20 or fewer employees and
annual gross income of $5 million or less) to report beneficial ownership information to FinCEN (which will be maintained by FinCEN
and made available upon request to financial institutions); (ii) enhanced whistleblower provisions, which provide that one or more
whistleblowers who voluntarily provide original information leading to the successful prosecution of violations of the anti-money
laundering laws in any judicial or administrative action brought by the Secretary of the Treasury or the U.S. Attorney General resulting in
monetary sanctions exceeding $1 million (including disgorgement and interest but excluding forfeiture, restitution, or compensation to
victims) will receive not more than 30% of the monetary sanctions collected and will receive increased protections; (iii) increased
penalties for violations of anti-money laundering laws and regulations; (iv) improvements to existing information sharing provisions that
permit financial institutions to share information relating to suspicious activity reports with foreign branches, subsidiaries, and affiliates
(except those located in China, Russia, or certain other jurisdictions) for the purpose of combating illicit finance risks; and (v) expanded
duties and enforcement powers for FinCEN. Many of the amendments, including those with respect to beneficial ownership, require
FinCEN to promulgate rules. On September 29, 2022, FinCEN finalized the first of three proposed rules to implement changes to the
beneficial ownership requirements and related amendments set forth in the Corporate Transparency Act. The final rule prescribes which
corporate entities created in or registered to do business in the U.S. will be required to report beneficial ownership information directly to
FinCEN. The rule is effective and compliance is required on January 1, 2024. On December 15, 2022, FinCEN issued a second
proposed rule to establish and manage access to beneficial ownership information that FinCEN will collect and maintain once all three
rules are finalized. At this time, due to the fact that two of the proposed rules have not yet been finalized and issued, respectively, we are
unable to determine what impact, if any, the finalized rules may have on the operations of North Shore Trust and Savings.

Prohibitions against Tying Arrangements. Federal savings associations are prohibited, subject to some exceptions, from extending
credit to or offering any other service, or fixing or varying the consideration for such extension of credit or service, on the condition that
the customer obtain some additional service from the institution or its affiliates or not obtain services of a competitor of the institution.

Other Regulations

Interest and other charges collected or contracted by North Shore Trust and Savings are subject to state usury laws and federal laws
concerning interest rates. Loan operations are also subject to state and federal laws applicable to credit transactions, such as the:

e  Home Mortgage Disclosure Act, requiring financial institutions to provide information to enable the public and public
officials to determine whether a financial institution is fulfilling its obligation to help meet the housing needs of the
community it serves;

e  Equal Credit Opportunity Act, prohibiting discrimination on the basis of race, creed or other prohibited factors in
extending credit;

e  Fair Credit Reporting Act, governing the use and provision of information to credit reporting agencies; and
e  Rules and regulations of the various federal agencies charged with the responsibility of implementing such federal laws.
The deposit operations of North Shore Trust and Savings also are subject to, among others, the:

e  Right to Financial Privacy Act, which imposes a duty to maintain confidentiality of consumer financial records and
prescribes procedures for complying with administrative subpoenas of financial records;

®  Check Clearing for the 21st Century Act (also known as “Check 217), which gives “substitute checks,” such as digital
check images and copies made from that image, the same legal standing as the original paper check; and

e  Electronic Funds Transfer Act and Regulation E promulgated thereunder, which govern automatic deposits to and
withdrawals from deposit accounts and customers’ rights and liabilities arising from the use of automated teller machines
and other electronic banking services.

Federal Home Loan Bank System

North Shore Trust and Savings is a member of the Federal Home Loan Bank System, which consists of 11 regional Federal Home
Loan Banks. Each Federal Home Loan Bank provides a central credit facility primarily for member institutions, and such member
institutions are required to acquire and hold shares of capital stock in the Federal Home Loan Bank. North Shore Trust and Savings was
in compliance with this requirement as of December 31, 2022 based on its ownership of $550,000 in capital stock of the FHLB of
Chicago. The stock has no quoted market value and is carried at cost. North Shore Trust and Savings reviews for impairment, based on
the ultimate recoverability, the cost basis of the FHLB of Chicago’s stock. As of December 31, 2022, no impairment had been
recognized.
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Holding Company Regulation

NSTS Bancorp, Inc. is a unitary savings and loan holding company subject to regulation and supervision by the Federal Reserve
Board. The Federal Reserve Board has enforcement authority over NSTS Bancorp, Inc. and its non-savings institution subsidiaries.
Among other things, this authority permits the Federal Reserve Board to restrict or prohibit activities that are determined to be a risk to
North Shore Trust and Savings.

As a savings and loan holding company, NSTS Bancorp, Inc.’s activities are limited to those activities permissible by law for
financial holding companies (if NSTS Bancorp, Inc. makes an election to be treated as a financial holding company and meets the other
requirements to be a financial holding company) or multiple savings and loan holding companies. NSTS Bancorp, Inc. has no present
intention to make an election to be treated as a financial holding company. A financial holding company may engage in activities that are
financial in nature, incidental to financial activities or complementary to a financial activity. Such activities include lending and other
activities permitted for bank holding companies under Section 4(c)(8) of the Bank Holding Company Act, insurance and underwriting
equity securities. Multiple savings and loan holding companies are authorized to engage in activities specified by federal regulation,
including activities permitted for bank holding companies under Section 4(c)(8) of the Bank Holding Company Act.

Federal law prohibits a savings and loan holding company, directly or indirectly, or through one or more subsidiaries, from
acquiring more than 5% of another savings institution or savings and loan holding company without prior written approval of the Federal
Reserve Board, and from acquiring or retaining control of any depository institution not insured by the FDIC. In evaluating applications
by holding companies to acquire savings institutions, the Federal Reserve Board must consider such factors as the financial and
managerial resources and future prospects of the company and institution involved, the effect of the acquisition on and the risk to the
federal deposit insurance fund, the convenience and needs of the community and competitive factors. A savings and loan holding
company may not acquire a savings institution in another state and hold the target institution as a separate subsidiary unless it is a
supervisory acquisition or the law of the state in which the target is located authorizes such acquisitions by out-of-state companies.

As a savings and loan holding company with less than $3.0 billion in consolidated assets, NSTS Bancorp, Inc. is currently exempt
from consolidated regulatory capital requirements.

The Federal Reserve Board has promulgated regulations implementing the “source of strength” doctrine that require holding
companies, including savings and loan holding companies, to act as a source of strength to their subsidiary depository institutions by
providing capital, liquidity and other support in times of financial stress.

The Federal Reserve Board has issued supervisory policies regarding the payment of dividends and the repurchase of shares of
common stock by bank holding companies and savings and loan holding companies. In general, the policy provides that dividends should
be paid only out of current earnings and only if the prospective rate of earnings retention by the holding company appears consistent with
the organization’s capital needs, asset quality and overall financial condition. Regulatory guidance provides for prior regulatory
consultation with respect to capital distributions in certain circumstances such as where the company’s net income for the past four
quarters, net of capital distributions previously paid over that period, is insufficient to fully fund the dividend or the company’s overall
rate of earnings retention is inconsistent with the company’s capital needs and overall financial condition. The ability of a holding
company to pay dividends may be restricted if a subsidiary bank becomes undercapitalized. The policy statement also states that a
holding company should inform the Federal Reserve Board supervisory staff before redeeming or repurchasing common stock or
perpetual preferred stock if the holding company is experiencing financial weaknesses or if the repurchase or redemption would result in
a net reduction, at the end of a quarter, in the amount of such equity instruments outstanding compared with the beginning of the quarter
in which the redemption or repurchase occurred. These regulatory policies may affect the ability of NSTS Bancorp, Inc. to pay dividends,
repurchase shares of common stock or otherwise engage in capital distributions.

Change in Control Regulations

Under the Change in Bank Control Act, no person may acquire “control” of a savings and loan holding company, such as NSTS
Bancorp, Inc., unless the Federal Reserve Board has been given 60 days’ prior written notice and has not issued a notice disapproving the
proposed acquisition, taking into consideration certain factors, including the financial and managerial resources of the acquirer and the
competitive effects of the acquisition. Control, as defined under federal law, means ownership, control of or holding irrevocable proxies
representing more than 25% of any class of voting stock, control in any manner of the election of a majority of the institution’s directors
or a determination by the regulator that the acquirer has the power, directly or indirectly, to exercise a controlling influence over the
management or policies of the institution. There is a presumption of control upon the acquisition of 10% or more of a class of voting
stock if the holding company involved has its shares registered under the Securities Exchange Act of 1934, as amended (the "Exchange
Act"), or, if the holding company involved does not have its shares registered under the Exchange Act, if no other persons will own,
control or hold the power to vote a greater percentage of that class of voting security after the acquisition.
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Federal Securities Laws

NSTS Bancorp, Inc. common stock is registered with the SEC. Accordingly, NSTS Bancorp, Inc. is subject to the information,
proxy solicitation, insider trading restrictions and other requirements under the Exchange Act.

Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 is intended to improve corporate responsibility, to provide for enhanced penalties for accounting
and auditing improprieties at publicly traded companies and to protect investors by improving the accuracy and reliability of corporate
disclosures pursuant to the securities laws.

Emerging Growth Company Status

NSTS Bancorp, Inc. is an emerging growth company. For as long as NSTS Bancorp, Inc. continues to be an emerging growth
company, it may choose to take advantage of exemptions from various reporting requirements applicable to other public companies but
not to “emerging growth companies,” including, but not limited to, reduced disclosure obligations regarding executive compensation in
our periodic reports and proxy statements, and exemptions from the requirements of holding a non-binding advisory vote on executive
compensation and stockholder approval of any golden parachute payments not previously approved. As an emerging growth company,
NSTS Bancorp, Inc. also will not be subject to Section 404(b) of the Sarbanes-Oxley Act of 2002, which would require that our
independent auditors review and attest as to the effectiveness of our internal control over financial reporting. We plan to elect to use the
extended transition period to delay adoption of new or revised accounting pronouncements applicable to public companies until such
pronouncements are made applicable to private companies. Such an election is irrevocable during the period a company is an emerging
growth company. Accordingly, our financial statements may not be comparable to the financial statements of public companies that
comply with such new or revised accounting standards.

NSTS Bancorp, Inc. could remain an “emerging growth company” for up to five years, or until the earliest of (a) the last day of the
first fiscal year in which our annual gross revenues exceed $1.07 billion, (b) the date that we become a “large accelerated filer” as defined
in Rule 12b-2 under the Exchange Act, which would occur if the market value of our common stock that is held by non-affiliates exceeds
$700 million as of the last business day of our most recently completed second fiscal quarter, or (c) the date on which we have issued
more than $1.0 billion in non-convertible debt during the preceding three-year period.

Availability of Annual Report on Form 10-K

This Annual Report on Form 10-K is available on our website at www.northshoretrust.com. Information on the website is not
incorporated into, and is not otherwise considered a part of, this Annual Report on Form 10-K.

Subsidiaries
NSTS Bancorp, Inc.'s only subsidiary is North Shore Trust and Savings. The Bank does not have any subsidiaries.
Item 1A. Risk Factors
Not required for smaller reporting companies.
Item 1B. Unresolved Staff Comments

None.
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Item 2. Properties

We currently conduct business from our main office, two full-service branch offices and one loan production office. The following
table sets forth the net book value of the land, building and leasehold improvements and certain other information with respect to our
offices at December 31, 2022.

Net Book Value Amount of
Description/Address of Property Deposits
(Dollars in thousands)

Main Office:
700 S. Lewis Avenue, Waukegan, I11in0is 60085 ...........cccecverievieririienieieneeieseeeesie e $ 791 $ 114,324
Branch Offices:

1233 N. Green Bay Road, Waukegan, I11inois 60085 ............cccoieieiiinineneeeeseeeeeeeeee 937 44,208

3060 W. Sand Lake Road, Lindenhurst, I11inois 60046............ccccoovuieeeiieeeiiieeeiiee e 3,185 20,182
Total $ 4913 $ 178,714
Loan Production Offices:

2149 W. Roscoe Street, Chicago, II1inois 60018(1) ......cceeververieriieierieeieieeeerieseesieeeesie e N/A N/A

(1) The loan production office is leased by North Shore Trust and Savings and does not accept deposits. The lease expired on December
31, 2022 and was renewed through December 31, 2023.

Item 3. Legal Proceedings

We are not presently involved in any legal proceedings of a material nature. From time to time, we are subject to various legal actions
arising in the normal course of our business. In the opinion of management, the resolution of these legal actions is not expected to have a
material adverse effect on our financial condition, results of operations or cash flows.

Item 4. Mine Safety Disclosures
Not Applicable.
PART IT
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

NSTS Bancorp, Inc.'s common stock is listed on the Nasdaq Capital Market, under the symbol “NSTS”. As of March 27, 2023,
there were 5,397,959 shares of our common stock issued and outstanding, which were held by approximately 280 stockholders of record
(excluding the number of persons or entities holding stock in street name through various brokerage firms). Our common stock began
trading on the Nasdaq Capital Market on January 19, 2022, with an initial price of $10.00 per share.

We do not currently intend to pay cash dividends to our stockholders, and no assurances can be given that any such dividends will
be paid in the future. The payment and amount of any dividends will be subject to statutory and regulatory limitations, and will depend
upon a number of factors, including the following: regulatory capital requirements; our financial condition and results of operations; our
other uses of funds for the long-term value of stockholders; tax considerations; and general economic conditions.

We are subject to state law limitations and federal bank regulatory policy on the payment of dividends. Delaware law generally
limits dividends to be paid out of capital surplus or, if there is no surplus, out of net profits from the fiscal year in which the dividend is
declared, and the preceding fiscal year, subject to certain limitations.

Additionally, Federal Reserve policy could restrict future dividends on our common stock, depending on our earnings and capital
position and likely needs. See “Supervision and Regulation — Federal Banking Regulations - Capital Distributions” and "Supervision and

Regulation - Holding Company Regulations".

There were no unregistered sales of NSTS Bancorp, Inc.'s common stock during the year ended December 31, 2022. Additionally,
there were no repurchases of shares of NSTS Bancorp, Inc.’s common stock during the year ended December 31, 2022.
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Item 6. [Reserved]

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

This discussion and analysis reflects the consolidated financial statements and other relevant statistical data, and is intended to
enhance your understanding of the financial condition and results of operations of NSTS Bancorp, Inc. and North Shore Trust and
Savings for the years ended December 31, 2022 and 2021. The purpose of this discussion is to provide information about our financial
condition and results of operations which is not otherwise apparent from the consolidated financial statements. You should read the
information in this section in conjunction with the other business and financial information provided in this annual report.

Overview

North Shore Trust and Savings is a community-oriented savings institution headquartered in Waukegan, Illinois. We operate as a
traditional thrift relying on the origination of long-term one- to four-family residential mortgage loans secured by property in Lake
County, Illinois and surrounding communities. We also originate multi-family and commercial real estate loans and, to a lesser extent,
construction, home equity, and consumer loans. We currently operate three full-service banking offices in Lake County, Illinois and one
loan production office in Chicago. Our primary sources of funds consist of attracting deposits from the general public and using those
funds along with funds from the FHLB of Chicago and other sources to originate loans to our customers and invest in securities. As of
December 31, 2022, we had total assets of $264.2 million, including $103.4 million in net loans and $121.2 million of securities available
for sale, total deposits of $178.7 million and total equity of $80.5 million. For the year ended December 31, 2022, we had a net income of
$27,000 compared to a net loss of $55,000 for the year ended December 31, 2021.

Our results of operations depend, to a large extent, on net interest income, which is the difference between the income earned on
our loan and investment portfolios and interest expense on deposits and borrowings. Our net interest income is largely determined by our
net interest spread, which is the difference between the average yield earned on interest-earning assets and the average rate paid on
interest-bearing liabilities, and the relative amounts of interest-earning assets and interest-bearing liabilities. Results of operations are
also affected by our provisions for loan losses, fee income and other noninterest income and noninterest expense. Noninterest expense
principally consists of compensation, office occupancy and equipment expense, data processing, advertising and business promotion and
other expenses. We expect that our noninterest expenses will increase as we grow and expand our operations. In addition, our
compensation expense will increase due to the new stock benefit plans we intend to implement. Our results of operations and financial
condition are also significantly affected by general economic and competitive conditions, particularly changes in interest rates, changes in
accounting guidance, government policies and actions of regulatory authorities.
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Critical Accounting Policies

In reviewing and understanding financial information for NSTS Bancorp, Inc., you are encouraged to read and understand the
significant accounting policies used in preparing our financial statements. These policies are described in Note 1 of the notes to our
consolidated financial statements beginning on page 47 of this filing. Our accounting and financial reporting policies conform to
accounting principles generally accepted in the United States of America and to general practices within the banking industry.
Accordingly, the financial statements require certain estimates, judgments, and assumptions, which are believed to be reasonable based
upon the information available. These estimates and assumptions affect the reported amounts of assets and liabilities at the date of the
financial statements and the reported amounts of income and expenses during the periods presented. The JOBS Act of 2012 contains
provisions that, among other things, reduce certain reporting requirements for qualifying public companies. As an “emerging growth
company” we may delay adoption of new or revised accounting pronouncements applicable to public companies until such
pronouncements are made applicable to private companies. We intend to take advantage of the benefits of this extended transition period.
Accordingly, our financial statements may not be comparable to companies that comply with such new or revised accounting standards.

The following accounting policies comprise those that management believes are the most critical to aid in fully understanding and
evaluating our reported financial results. These policies require numerous estimates or economic assumptions that may prove inaccurate
or may be subject to variations which may significantly affect our reported results and financial condition for the period or in future
periods.

Employee Retention Credit. Under the provisions of the Coronavirus Aid, Relief, and Economic Security Act (the “CARES Act”)
signed into law on March 27, 2020 and the subsequent extension of the CARES Act, the Bank was eligible for a refundable employee
retention credit subject to certain criteria. The Bank qualified for the tax credit for the quarters ended June 30, 2021 and September 30,
2021 under the CARES Act. The Bank utilized the gross receipts method of calculating eligibility. Based on the eligibility, the tax credit
is equal to 70% of qualified wages paid to employees during a quarter, and the limit on qualified wages per employee is $10,000 of
qualified wages per quarter.

The Employee Retention Credit of $503,000 was recorded during the second quarter of 2022, when the Bank determined it was
eligible. The credit is recorded as other non-interest income and offsets $503,000 of salaries and employee benefits expense previously
recorded during 2021. Subsequent to December 31, 2022, the Bank has received $259,000 of the Employee Retention Credit, which
represents the tax credit for the quarter ended June 30, 2021. The Bank cannot reasonably estimate when it will receive the remaining
refunds. A receivable is recorded in other assets on the consolidated balance sheets to reflect the remaining amount of the credit yet to be
received. The CARES Act and related Employee Retention Credit was terminated as of September 30, 2021, and therefore the Company
does not expect to file for any additional refunds.

Allowance for Loan Losses. We have identified the evaluation of the allowance for loan losses as a critical accounting policy
where amounts are sensitive to material variation. The allowance for loan losses represents management’s estimate for probable losses
that are inherent in our loan portfolio but which have not yet been realized as of the date of our balance sheet. It is established through a
provision for loan losses charged to earnings. Loans are charged against the allowance for loan losses when management believes that the
collectability of the principal is unlikely. Subsequent recoveries are added to the allowance. The allowance is an amount that
management believes will cover known and inherent losses in the loan portfolio based on evaluations of the collectability of loans. The
evaluations take into consideration such factors as changes in the types and amount of loans in the loan portfolio, historical loss
experience, adverse situations that may affect the borrower’s ability to repay, estimated value of any underlying collateral, estimated
losses relating to specifically identified loans, and current economic conditions. This evaluation is inherently subjective as it requires
material estimates including, among others, exposure at default, the amount and timing of expected future cash flows on impacted loans,
value of collateral, estimated losses on our commercial and residential loan portfolios, and general amounts for historical loss experience.
All of these estimates may be susceptible to significant changes as more information becomes available.

While management uses the best information available to make loan loss allowance evaluations, adjustments to the allowance may
be necessary based on changes in economic and other conditions or changes in accounting guidance. Historically, our estimates of the
allowance for loan loss have not required significant adjustments from management’s initial estimates. In addition, the OCC as an
integral part of their examination processes periodically reviews our allowance for loan losses. The OCC may require the recognition of
adjustments to the allowance for loan losses based on its judgment of information available to them at the time of their examinations. To
the extent that actual outcomes differ from management’s estimates, additional provisions to the allowance for loan losses may be
required that would adversely impact earnings in future periods.
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Comparison of Financial Condition at December 31, 2022 and December 31, 2021

At December 31,
2022 2021
(Dollars in thousands)

Selected Consolidated Financial Condition Data:

TOLAL @SSEES ... euvieveerieteeeteeteeete et eete et eete et eete et eseeae e teetseseeseeseessenseessenseessenseereenseessenseerseseensenseereens $ 264,206 $ 340,369
Cash and cash eQUIVALENIES. ........cceeriiiieiieieie ettt ettt ettt ebesteetesaeenaeseesseens 13,147 121,611
Securities available for sale 121,205 100,950
Federal Home Loan Bank StOCK ............covioiiiiiiiiiiiiciccie ettt 550 550
OGNS, M. ..uiiiiiiiiieeiie ettt ettt e e e e et e e et e e e e tae e e eaa e e e aabeeeeabeeeeatae e e araeeeeabeeeeraeeeaareas 103,359 96,534
Total deposits 178,714 285,621
OthET DOTTOWINES ....eeeuvieiiieiieeieeiee et et e et eetteeteeetteebeessaeetaessseeseeessaessseasseessseesaessseeseessseenseeans — 5,000
TOTAL ©QUILY ..vvvvetiietieietett ettt ettt ettt et te b ete et eseebese b ese st eseseeseseesesesesenseseseesesesesesesenseseseeseseasas $ 80,542 $ 45,183

Total Assets. Total assets decreased $76.7 million, or 22.5%, to $264.2 million at December 31, 2022 compared to $340.9 million
at December 31, 2021. The decrease is a direct result of a decrease in cash and cash equivalents as a result of refunds issued due to the
oversubscription of stock purchases related to the stock offering and conversion.

Cash and cash equivalents. The funds received as part of the conversion were primarily held in cash and cash equivalents at
December 31, 2021, and excess funds were disbursed during the first quarter of 2022. The disbursement resulted in a decrease in cash
and cash equivalents during the period. Additionally, management continued to deploy the remaining funds from the stock offering
primarily in securities available for sale, resulting in a further decrease to the balance of cash and cash equivalents as of December 31,
2022 compared to December 31, 2021. The Bank monitors our liquidity position on a daily basis and continues to maintain levels of
liquid assets deemed adequate by management.

Securities Available for Sale. Securities available for sale increased $20.2 million, or 20.0%, to $121.2 million at December 31,
2022 compared to $101.0 million at December 31, 2021. This increase was the result of management's efforts to reduce the cash and cash
equivalents balance by investing in higher yielding assets. During the year ended December 31, 2022, the Bank purchased $59.5 million
in securities available for sale, which was partially offset by principal repayments and maturities of $22.9 million, an increase in the
unrealized loss on available for sale securities of $15.4 million, due to increases in market interest rates, and amortization and accretion
of premiums and discounts of $958,000. During the year ended December 31, 2022, the Bank purchased U.S. Treasury Notes of $12.3
million, resulting in a slight adjustment to the mix of the securities available-for-sale as well as reducing the duration of the portfolio
while maintaining a higher yielding portfolio.

Loans, net. Our loans, net, increased by $6.8 million, or 7.0%, to $103.4 million at December 31, 2022 compared to $96.5 million
at December 31, 2021. The increase in loans was primarily driven by the purchase of a loan pool consisting of 9 loans totaling
$5.3 million. The loan pool was purchased with a $113,000 premium that is amortized over the life of the loans. The loans included in the
loan pool followed the same underwriting standards required for loans originated by the Bank and are 1-4 family residential mortgages
located in Cook County. Additionally, this pool has a weighted average coupon of 4.13%, with adjustable rates set to adjust in 3-7 years.
The Bank originated $16.5 million in loans for the portfolio during the year, offset by loan repayments of $15.3 million.

At December 31, 2022, the allowance for loan losses was $624,000, a decrease of $155,000 compared to December 31, 2021,
primarily due to a decrease in specific reserves on troubled debt restructurings as a result of payoffs, and general economic improvements
during 2022. During the year ending December 31, 2022, six impaired loans, totaling $302,000 as of December 31, 2021, with a
combined specific reserve of $29,000 as of December 31, 2021 paid off in full. The rolling average unemployment rate in Kenosha/Lake
Counties continues to decline, resulting in a reduction to qualitative adjustments in the allowance for loan losses. Additionally, the Bank
has reduced its qualitative adjustment due to reduced COVID-19 uncertainties. The Bank has not experienced losses specific to COVID-
19 during the pandemic. Non-performing loans, consisting of 2 loans, were $154,000 at December 31, 2022 compared to $143,000 at
December 31, 2021.

Deposits. Our total deposits were $178.7 million at December 31, 2022, a decrease of $106.9 million, or 37.4%, from $285.6
million at December 31, 2021. The decrease in deposits was primarily the result of refunds issued due to the oversubscription of stock
purchases related to the stock offering and a capital infusion into the Bank in the amount of half the net proceeds received as part of the
conversion. As of December 31, 2021, prior to the conversion, the Company held a deposit account at the Bank of approximately $87.3
million. Subsequent to the conversion, the balance of the deposit account held at the Bank is eliminated during consolidation.
Additionally, prior to September 30, 2021, the Bank received an increase in funds within the deposit accounts as individuals opened
accounts to receive priority in purchasing stock as part of the offering. Subsequent to the conversion, approximately $10.0 million in
funds remaining in those accounts were withdrawn by depositors. A majority of these funds were held in short-term time deposits and
were subject to interest penalties upon withdrawal. Additionally, during the fourth quarter, deposits continued to decrease as a result of
various large customers moving money to high yielding accounts outside the Bank. Management continues to actively monitor the
deposit balances and interest rates offered to maintain an adequate level of liquidity.
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Other Borrowings. During the year ended December 31, 2022, the Bank repaid the 0% interest FHLB Advance of $5.0 million,
resulting in no Other Borrowings as of December 31, 2022.

Total Equity. Total equity increased $35.3 million, or 78.1%, to $80.5 million at December 31, 2022, from $45.2 million at
December 31, 2021. The increase in total equity is the result of the net proceeds of the conversion stock offering, less unallocated shares
of the ESOP, offset by the increase in the unrealized loss on securities available for sale. At December 31, 2022, our ratio of total equity
to total assets was 30.5%.

Average Balances, Net Interest Income, and Yields Earned and Rates Paid. The following table shows for the periods
indicated the total dollar amount of interest from average interest-earning assets and the resulting yields, as well as the interest expense
on average interest-bearing liabilities, expressed both in dollars and rates, and the net interest margin. All average balances are based on
daily balances. The table also reflects the yields on North Shore Trust and Savings’ interest-earning assets and costs of interest-bearing
liabilities for the periods shown.

At or For the Year Ended December 31,

2022 2021
Average Average
Outstanding Average Outstanding Average
Balance Interest Yield/ Rate Balance Interest Yield/ Rate

(Dollars in thousands)
Interest-earning assets:

LOANS......coioieiecrieieee e $ 97,714  $ 3,618 3.70% $ 98,409 §$ 3,569 3.63%
Interest-bearing bank deposits............ 38,061 259 0.68% 33,384 35 0.10%
Time deposits with other financial

INSItULIONS...cvveeveeciecieeciecree e 3,926 41 1.04% 6,889 66 0.96%
Securities available for sale................ 118,988 2,415 2.03% 94,289 1,355 1.44%
Federal Home Loan Bank stock......... 550 15 2.73% 540 13 2.41%
Total interest-earning assets............... $ 259,239 §$ 6,348 2.45% $ 233,511  $ 5,038 2.16%
Noninterest-earning assets ................. 21,010 16,159
Total aSSEtS......covvvveeeeeeeceeeeeieeeeneen. $ 280,249 $ 249,670

Interest-bearing liabilities:

Interest-bearing demand... . $ 17,817  $ 9 0.05% $ 17,738  $ 8 0.05%

Money market.................. 45,328 96 0.21% 46,985 96 0.20%
SAVINGS..cvieeieriieienieeieie st 48,787 73 0.15% 45,609 68 0.15%
Time deposits.....cceceeveveereeverieneennns 61,414 586 0.95% 67,253 768 1.14%
Total interest-bearing deposits............ $ 173,346  $ 764 0.44% $ 177,585  $ 940 0.53%
Other borrowings® 1,945 — 0.00% 4,616 — 0.00%
Total interest-bearing liabilities ......... $ 175291 $ 764 0.44% $ 182,201 $ 940 0.52%
Noninterest-bearing liabilities............ 23,038 21,417

Total liabilities ........cccceevererrueneennen. $ 198,329 $ 203,618

81,920 46,052

Total liabilities and equity.............. $ 280,249 $ 249,670
Net interest inCOME ........ceeererererennnn $ 5,584 $ 4,098
Interest rate spread@ ...........ccocoveeen. 2.01% 1.64%
Net interest-earning assets®............... 83,948 51,310
Net interest margin®.......................... 2.15% 1.75%
Average interest-earning assets to

average-interest bearing liabilities.. 147.89% 128.16%

(1) Other borrowing consists of 0% interest rate FHLB of Chicago advances.

(2) Equals the difference between the yield on average earning-assets and the cost of average interest-bearing liabilities.
(3) Equals total interest-earning assets less total interest-bearing liabilities.

(4) Equals net interest income divided by average interest-earning assets.
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Rate/Volume Analysis. The following table shows the extent to which changes in interest rates and changes in volume of interest-
earning assets and interest-bearing liabilities affected our interest income and expense during the periods indicated. For each category of
interest-earning assets and interest-bearing liabilities, information is provided on changes attributable to (1) changes in rate, which is the
change in rate multiplied by prior year volume, and (2) changes in volume, which is the change in volume multiplied by prior year rate.
The combined effect of changes in both rate and volume has been allocated proportionately to the change due to rate and the change due
to volume.

Years Ended December 31, 2022 vs. 2021

Total
Increase (Decrease) Due to Increase
Volume Rate (Decrease)
(Dollars in thousands)
Interest-earning assets:
LLOAIIS. ...ttt ettt ettt ettt ettt se st es et bese s ete s s s s s ess s ene b tensenens $ 25) $ 74 3 49
Federal funds sold and interest-bearing deposits in other banks .................... 6 218 224
Time deposits in other banks 31 6 (25)
Investment securities................... 412 648 1,060
FHLB of Chicago stock — 2 2
Total INtErest-Earning ASSELS .......coverueeerieriererierieieteeteeteeteseeeeneereeeeeeeseeeeneenes $ 362§ 948 $ 1,310
Interest-bearing liabilities:
Interest-bearing demand................ooveuruereiriririiieeeieeeeeeees e $ - 8 1 8 1
Money market ... 3) 3 —
Savings.............. 5 — 5
TIME AEPOSIL...vieererieeieieeiietieieste ettt et e se et et eaesteesaebeesaessesseensessaensesseens (63) (119) (182)
Total interest-bearing Habilities ..........cooveervreirieirieiieeeeeeeee e $ 61) $ (115) $ (176)
Change in net iNterest INCOME ...........overuereerierieieeeeeieieeeeeete et see e eee e eas $ 423 $ 1,063 $ 1,486

Comparison of Operating Results for the Years Ended December 31, 2022 and 2021

General. For the year ended December 31, 2022, we had net income of $27,000, compared to a net loss of $55,000 for the year
ended December 31, 2021. The increase in net income is primarily the result of an increase in interest income on securities available-for-
sale, a decrease in interest expense on deposits, recognition of the Employee Retention Credit and a higher reversal of the provision for
loan losses, offset by an increase in noninterest expense.

Net Interest Income. Net interest income increased $1.5 million, or 36.6%, to $5.6 million for the year ended December 31, 2022
compared to $4.1 million for the year ended December 31, 2021. Our interest rate spread increased to 2.01% for the year ended
December 31, 2022 from 1.64% for the year ended December 31, 2021, and our net interest margin increased to 2.15% for the year ended
December 31, 2022 from 1.75% for the year ended December 31, 2021. The increase in interest rate spread and net interest margin was
primarily the result of the deployment of funds from the conversion into higher yielding assets, such as securities available-for-sale, while
maintaining deposit rates.

Average interest-earning assets of $259.2 million in 2022 increased $25.7 million compared to 2021. The increase in average
earning assets was driven by the funds received as part of the conversion. With the additional funds we had a $24.7 million, or 26.2%,
increase in average securities available for sale, as a result of the decision to invest available cash in securities available for sale to
achieve a higher yield. The average outstanding balance of loans decreased $695,000, or 0.7%, in 2022; however, due to higher interest
rates earned on the loan portfolio of 7 basis points, interest earned increased $49,000, or 1.4%.

Notwithstanding a general increase in market interest rates during 2022, the cost of interest-bearing liabilities decreased 8 basis
points for the year ended December 31, 2022 compared to the year ended December 31, 2021. The net decrease in our funding costs was
primarily driven by a decrease in the average yield of time deposits. During the first quarter of 2022, subsequent to the conversion
closing, certain customers withdrew their funds held in time deposits prior to the maturity of these deposits. Upon the withdrawal of these
funds, the customers were charged an interest penalty which resulted in a lower overall funding cost during the quarter. During the fourth
quarter of 2022, management increased interest rates on premium money market accounts and new time deposits to stay competitive with
rates offered in our market area.
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Reversal of Provision for Loan Losses. The allowance for loan losses is established through a provision for loan losses charged to
earnings as losses are estimated to have occurred in our loan portfolio. Loan losses are charged against the allowance when management
believes the collectability of a loan balance is confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s periodic review of
the collectability of the loans in light of historical experience, the nature and volume of the loan portfolio, adverse situations that may
affect the borrower’s ability to repay, estimated value of the underlying collateral, and prevailing economic conditions. The evaluation is
inherently subjective as it requires estimates that are susceptible to significant revision as more information becomes available.

A loan is considered impaired when, based on current information or events, it is probable that we will be unable to collect the
scheduled payments of principal and interest when due according to the contractual terms of the loan agreement. When a loan is
impaired, the measurement of such impairment is based upon the fair value of the collateral of the loan. If the fair value of the collateral
is less than the recorded investment in the loan, we will recognize the impairment by creating a valuation allowance with a corresponding
charge against earnings.

An allowance is also established for uncollectible interest on loans classified as substandard. The allowance is established by a
charge to interest income equal to all interest previously accrued, and income is subsequently recognized only to the extent that cash
payments are received. When, in management’s judgment, the borrower’s ability to make interest and principal payments is back to
normal, the loan is returned to accrual status.

During the year ended December 31, 2022, a reversal of the provision for loan losses of $230,000 was recorded due to a decrease
in specific reserves on troubled debt restructurings as a result of payoffs and general economic improvements during 2022. The rolling
average unemployment rate in Kenosha/Lake Counties continues to decline. Additionally, the Bank has reduced its qualitative adjustment
due to reduced COVID-19 uncertainties. The Bank has not experienced losses specific to COVID-19 during the pandemic. Additionally,
we recorded net recoveries of $75,000 for the year ended December 31, 2022 compared to net charge-offs of $68,000 for the year ended
December 31, 2021.

The establishment of the allowance for loan losses is significantly affected by uncertainties and management judgment and there is
a likelihood that different amounts would be reported under different conditions or assumptions. Various regulatory agencies, as an
integral part of their examination process, periodically review our allowance for loan losses. Such agencies may require us to make
additional provisions for estimated loan losses based upon judgments different from those of management.
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Noninterest Income. The following table shows the components of noninterest income for the periods presented.

For the Year Ended December 31,
2022 2021
(Dollars in thousands)

Noninterest income:
Gain on sale 0f MOTTZAZE LOANS .......eeueruieiieiieieiiee ettt sttt et st e e b ennesee e $ 106 $ 410

Gain on sale of securities ................ - 131
Rental income on office building 53 42
Service Charges 0N AEPOSILS.......c.vecvirieriirieriereeie st ete st et e steetesteetaesteestessesseesesseensesseessesseensensennes 291 289
Increase in cash surrender value of BOLI 178 181
ORET ottt ettt ettt ettt e teete et et e et et e st e atereeteeae b et et e st ereeteebe e b et e s entereeaeers 608 156

Total NONINEEIESE INCOMIE .......eeivviiviieeeietieeeee et ettt e et e et e et e eete e et e eeaeeeaaeeeteeeeseeeteeeaseeereeenseenes $ 1,236 $ 1,209

Noninterest income stayed flat at $1.2 million for the years ended December 31, 2022 and 2021. During the year ended December
31, 2022, the Bank recognized a one time Employee Retention Credit of $503,000. The Employee Retention Credit was recorded during
the second quarter of 2022, when management determined the Bank was eligible. The credit is recorded as other non-interest income and
offsets $503,000 of salaries and employee benefits expense previously recorded during 2021. The CARES Act and related Employee
Retention Credit was terminated as of September 30, 2021, and therefore the Company does not expect to file for any additional refunds.
This increase in other non-interest income was offset by a decrease in gain on sale of securities and gain on sale of loans. During the year
ended December 31, 2022, the Bank did not sell any securities available for sale, primarily as a result of the unrealized loss position of
the securities. Management does not currently intend to sell securities in an unrealized loss position. Additionally, during 2022, we sold
$8.6 million in loans compared to $21.2 million during 2021. The decrease in the sale of mortgage loans was partially due to the decision
to originate a higher percentage of loans for the portfolio, as well as an overall decrease in total loans originated during 2022.

Noninterest Expense. The following table shows the components of noninterest expense for the periods presented.

For the year ended December 31,
2022 2021
(Dollars in thousands)

Noninterest expense:

Salaries and employee DENETILS ........cc.erieiiiriiiieeee e $ 3,846 $ 3,141
Equipment and occupancy 658 665
DAt PIOCESSINE ...ceuveeeietieiieteeiet ettt ettt et ettt e bt et e st e st e bt e et e beestebeehtenbesatenbeeatentesstenbeennantesbeans 632 613
ProfeSSIONal SEIVICES ......eiuiriirtiieiieiieiirit ettt ettt ettt ettt sttt be bt st ae e neeaenees 500 139
AQVETTISINE ...ttt ettt ettt ettt et et e et e st e et e e bt e s tesaeeateebeentesseenbe st ente st ensenseesaenbeeneenseeneens 90 71
Supervisory fees and aSSESSIMENLS .......cueruieiertieiertieierteeterieeiteieeteetesteste st enteseeeneesaeenseseeeneenaeenes 142 126
Loan expenses........ccceeveeveereenneanns 86 129
Deposit expenses 203 183
DHTECTOT RS ...ttt ettt ettt ettt ettt ettt s sttt e b e e e b et e st e st et e b e st e s e sbe e eneeneeneaean 223 225
(013 1T OSSO 497 307

TOtal NONINLEIESt EXPEIISE ... veeveneeueeuiesieuietietesteeestestesteteetestesteseeseeneeseeseeseseseenseneesessessensaneeneeneans $ 6,877 $ 5,599

Noninterest expense increased $1.3 million, or 23.2%, to $6.9 million for the year ended December 31, 2022, compared to
$5.6 million for the year ended December 31, 2021. The primary drivers for the increase in noninterest expense are salaries and employee
benefits and professional services expenses. Salaries and employee benefits increased $705,000 as a result of a continued investment in
our employees, including an increase in average headcount from 35 employees during 2021 to 37 employees during 2022 primarily in
management roles, $246,000 in expenses related to the Employee Stock Ownership Plan, annual raises and merit increases. Professional
service fees increased $361,000 to $500,000 during the year ended December 31, 2022. This increase is the result of additional expenses
associated with being a public company and are expected to reoccur in future periods. Other noninterest expense increased $190,000
during the year ended December 31, 2022 primarily due to additional expenses associated with the filing for the Employee Retention
Credit.

We expect noninterest expense to increase because of costs associated with operating as a newly public company, including the
increased compensation expenses associated with the purchase of shares of common stock by our employee stock ownership plan and the
implementation of stock-based benefit plans, if approved by our stockholders. In addition, we will incur increased noninterest expense
related to the implementation of our business strategy related to planned additions to our employee base and potential new loan
production office openings.

Provision for Income Tax Expense (Benefit). During the year ended December 31, 2022, the Bank recorded income tax expense
of $146,000, consisting of $133,000 current tax benefit, $64,000 deferred tax expense and $215,000 change in valuation allowance.
Federal net operating losses as of December 31, 2022 and 2021 are $1.7 million and $1.5 million, respectively, and do not expire. During
2022, management assessed the available positive and negative evidence to estimate whether sufficient future taxable income will be
generated to permit use of the existing deferred tax assets. A significant piece of objective negative evidence evaluated is the cumulative
taxable loss incurred over the three-year period ended December 31, 2022. Such objective evidence limits the ability to consider other
subjective evidence, such as our projections for future growth.
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On the basis of this evaluation, as of December 31, 2022, a valuation allowance of $150,000 on federal net operating losses has
been recorded to recognize only the portion of the deferred tax asset that is more likely than not to be realized. The amount of the
deferred tax asset considered realizable, however, could be adjusted, and an additional valuation allowance recorded, if estimates of
future taxable income during the carryforward period are reduced or if objective negative evidence in the form of cumulative losses is
present and additional weight cannot be given to subjective evidence such as our projections for growth.

NOL carryforwards for state income tax purposes were approximately $3.9 million and $3.2 million at December 31, 2022 and
2021, respectively, and will begin expiring in 2023. Due to the uncertainty that the Bank will be able to generate future state taxable
income sufficient to utilize the net operating loss carryforwards, a full valuation allowance of $371,000 has been recorded on the related
deferred tax asset.

There were no uncertain tax positions outstanding as of December 31, 2022 and 2021. As of December 31, 2022, tax years
remaining open for State of Illinois and Wisconsin were 2018 through 2021. Federal tax years that remained open were 2019 through
2021. As of December 31, 2022, there were also no unrecognized tax benefits that are expected to significantly increase or decrease
within the next twelve months.

Exposure to Changes in Interest Rates

Our ability to maintain net interest income depends upon our ability to earn a higher yield on interest-earning assets than the rates
we pay on deposits and borrowings. Our interest-earning assets consist primarily of securities available-for-sale and long-term residential
and commercial mortgage loans, which generally have fixed rates of interest. Consequently, our ability to maintain a positive spread
between the interest earned on assets and the interest paid on deposits and borrowings will be adversely affected as market rates of
interest continue to rise.

Net Portfolio Value Analysis. Our interest rate sensitivity is monitored by management through the use of models which generate
estimates of the change in its net portfolio value ("NPV") over a range of interest rate scenarios. NPV represents the market value of
portfolio equity, which is different from book value, and is equal to the market value of assets minus the market value of liabilities (that
is, the difference between incoming and outgoing discounted cash flows of assets and liabilities) with adjustments made for off-balance
sheet items. The NPV ratio, under any interest rate scenario, is defined as the NPV in that scenario divided by the market value of assets
in the same scenario. The OCC provides a quarterly report on the potential impact of interest rate changes upon the market value of
portfolio equity. Management reviews the quarterly reports from the OCC, which show the impact of changing interest rates on net
portfolio value. The following table sets forth our NPV as of December 31, 2022 and reflects the changes to NPV as a result of
immediate and sustained changes in interest rates as indicated.

Change in Interest NPV as % of
Rates In Basis Points Net Portfolio Value Portfolio Value of Assets
(Rate Shock) Amount $ Change % Change NPV Ratio Change
(Dollars in thousands)
$ 63,320 $ (15,081) (19.2)% 27.4% GB.DH)%
68,051 (10,350) (13.2)% 28.5% (2.00%
73,189 (5,212) (6.6)% 29.6% 0.9Y%
78,401 — — 30.5% —
81,297 2,896 3.7% 30.5% 0.0%
83,505 5,104 6.5% 30.3% 0.2)%

Net Interest Income Analysis. In addition to modeling changes in NPV, we also analyze potential changes to net interest income
(“NII”) for a 12-month period under rising and falling interest rate scenarios. The following table shows our NII model as of December
31, 2022.

Change in Interest

Rates in Basis Points Net Interest
(Rate Shock) Income $ Change % Change
(Dollars in thousands)

300DD .o $ 6,442 $ (736) (10.3)%
6,805 (373) 5.2)%
7,067 (111) (1.5)%
7,178 — 0.0%
6,898 (280) 3.9)%
6,633 (545) (7.6)%

The table above indicates that as of December 31, 2022, in the event of an immediate and sustained 300 basis point increase in
interest rates, our net interest income for the twelve months ending December 31, 2023 would be expected to decrease by $736,000, or
10.3% to $6.4 million.

Certain shortcomings are inherent in the methodologies used in the above interest rate risk measurements. Modeling changes
require making certain assumptions that may or may not reflect the manner in which actual yields and costs respond to changes in market
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interest rates. The above table assumes that the composition of our interest sensitive assets and liabilities existing at the date indicated
remains constant uniformly across the yield curve regardless of the duration or repricing of specific assets and liabilities. Accordingly,
although the table provides an indication of our interest rate risk exposure at a particular point in time, such measurements are not
intended to and do not provide a precise forecast of the effect of changes in market interest rates on our NPV and will differ from actual
results.

Liquidity and Capital Resources

North Shore Trust and Savings maintains levels of liquid assets deemed adequate by management. We adjust our liquidity levels to
fund deposit outflows, repay our borrowings, and to fund loan commitments. We also adjust liquidity, as appropriate, to meet asset and
liability management objectives.

Liquidity describes our ability to meet the financial obligations that arise in the ordinary course of business. Liquidity is primarily
needed to meet the borrowing and deposit withdrawal requirements of our customers and to fund current and planned expenditures. Our
primary sources of funds are deposits, principal and interest payments on loans and securities, and proceeds from the sale and maturities
of securities. We also have the ability to borrow from the FHLB of Chicago and a $10.0 million unsecured Fed Funds facility with BMO
Harris Bank. At December 31, 2022, we had no outstanding advances from the FHLB of Chicago and had the capacity to borrow
approximately $68.6 million from the FHLB of Chicago. Additionally, we had no outstanding balance with BMO Harris Bank.

While maturities and scheduled amortization of loans and securities are predictable sources of funds, deposit flows and loan
prepayments are greatly influenced by general interest rates, economic conditions, and competition. Our most liquid assets are cash and
short-term investments. The levels of these assets are dependent on our operating, financing, lending, and investing activities during any
given period.

Our cash flows are comprised of three primary classifications: cash flows from operating activities, investing activities, and
financing activities. Net cash provided by operating activities was $3.0 million and $1.5 million for the year ended December 31, 2022
and 2021, respectively. Net cash used in investing activities, which consists primarily of net change in loans receivable and net change in
investment securities, was $44.5 million and $11.8 million for the years ended December 31, 2022 and 2021, respectively. Net cash (used
in) provided by financing activities, consisting primarily of the activity in deposit accounts, proceeds from the issuance of common stock
and FHLB of Chicago advances, was $(67.0) million and $100.1 million for the years ended December 31, 2022 and 2021, respectively.

We are committed to maintaining a strong liquidity position. We monitor our liquidity position on a daily basis. We anticipate that
we will have sufficient funds to meet our current funding commitments. Time deposits that are scheduled to mature in less than one year
from December 31, 2022, totaled $30.6 million. Based on our deposit retention experience and current pricing strategy, we anticipate that
a significant portion of maturing time deposits will be retained. However, if a substantial portion of these deposits is not retained, we may
utilize FHLB of Chicago advances or raise interest rates on deposits to attract new accounts, which may result in higher levels of interest
expense.

As of December 31, 2022, North Shore Trust and Savings was well capitalized under the regulatory framework for prompt
corrective action. During the year ended December 31, 2020, North Shore Trust and Savings elected to begin using the CBLR. Under
CBLR, if a qualifying depository institution or depository institution holding company elects to use such measure, such institution or
holding company will be considered well capitalized if its ratio of Tier 1 capital to average total consolidated assets (i.e., leverage ratio)
exceeds 8% in 2020, 8.5% in 2021 and 9% in 2022, subject to a limited two quarter grace period, during which the leverage ratio cannot
go 100 basis points below the then applicable threshold, and will not be required to calculate and report risk-based capital ratios. North
Shore Trust and Savings’ Tier 1 capital to Average Assets was 24.81% and 16.11% at December 31, 2022 and 2021, respectively.

Off-Balance Sheet Arrangements. At December 31, 2022, we had $793,000 of outstanding commitments to originate loans. Our
total letters and lines of credit and unused lines of credit totaled $2.9 million at December 31, 2022.

Commitments. The following table summarizes our outstanding commitments to originate loans and to advance additional
amounts pursuant to outstanding letters of credit, lines of credit and undisbursed construction loans at December 31, 2022.

Total
Amounts
Committed at Amount of Commitment Expiration — Per Period
December 31,
2022 To 1 Year 1-3 Years 4-5 Years After 5 Years
(Dollars in thousands)
Unused line of credit .......cccoeveevevveveeiieeen. $ 2,872 $ 125§ 650 $ 852 § 1,245
Commitments to originate loans ...................... 793 793 — — —
Total cOMMItMENLS ........coeevvrevreeerieereeennenne $ 3,665 $ 918 $ 650 $ 852 § 1,245
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Contractual Cash Obligations. The following table summarizes our contractual cash obligations at December 31, 2022.

Total at Payments Due By Period
December 31,
2022 To 1 Year 1-3 Years 4-5 Years After 5 Years
(Dollars in thousands)
Time depOSItS .....cevveviviereiereeieieieeeree et $ 55,386 $ 30,618 $ 20,078 $ 4,690 $ —
Total contractual obligations $ 55,386 $ 30,618 $ 20,078 $ 4,690 $ —

Impact of Inflation and Changing Prices

The financial statements and related financial data presented herein have been prepared in accordance with accounting principles
generally accepted in the United States of America, which generally require the measurement of financial position and operating results
in terms of historical dollars, without considering changes in relative purchasing power over time due to inflation. Unlike most industrial
companies, virtually all of our assets and liabilities are monetary in nature. As a result, interest rates generally have a more significant
impact on our performance than does the effect of inflation. Interest rates do not necessarily move in the same direction or in the same
magnitude as the prices of goods and services, since such prices are affected by inflation to a larger extent than interest rates.

Current Accounting Developments
The following ASU has been issued by the FASB but is not yet effective.

The FASB issued ASU No. 2016-13, Financial Instruments— Credit Losses (Topic 326). The ASU introduces a new credit loss
model, the current expected credit loss model ("CECL"), which requires earlier recognition of credit losses, while also providing
additional transparency about credit risk.

The CECL model utilizes a lifetime “expected credit loss” measurement objective for the recognition of credit losses for loans,
held-to-maturity securities, and other receivables at the time the financial asset is originated or acquired. The expected credit losses are
adjusted each period for changes in expected lifetime credit losses. For available for-sale securities where fair value is less than cost,
credit-related impairment, if any, will be recognized in an allowance for credit losses and adjusted each period for changes in expected
credit risk. This model replaces the multiple existing impairment models, which generally require that a loss be incurred before it is
recognized.

The CECL model represents a significant change from existing practice and may result in material changes to our accounting for
financial instruments. We are evaluating the effect ASU 2016-13 will have on our consolidated financial statements and related
disclosures. The impact of the ASU will depend upon the state of the economy, and the nature of our loan portfolio at the date of
adoption. The new standard is effective January 1, 2023 for emerging growth companies.

Management has developed a CECL allowance model which calculates reserves over the life of the loan and is largely driven by
peer data adjusted for portfolio characteristics unique to us. Management will periodically refine the model as needed. We expect to incur
a $250,000 to $300,000 after-tax charge, during the first quarter of 2023 as a result of the adoption of CECL, which will decrease the
opening stockholders’ equity balance as of January 1, 2023. The total estimated impact equates to a 9 to 12 basis point decrease to the
tangible common equity ratio. Management is in the process of finalizing the review of the most recent model run and finalizing
assumptions including qualitative adjustments and economic forecasts.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

For information regarding market risk, see “Item 7. Management’s Discussion and Analysis of Financial Condition and Results
of Operations - Exposure to Changes in Interest Rates”.

Item 8. Financial Statements and Supplementary Data

The consolidated Financial Statements, including supplemental data, of NSTS Bancorp, Inc. and its consolidated subsidiaries
begins on page 40 of this Annual Report on Form 10-K.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.
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Item 9A. Controls and Procedures
Evaluation of Disclosure Controls & Procedures

Under the supervision and with the participation of our management, including our principal executive officer and principal
financial officer, we evaluated the effectiveness of the design and operation of our disclosure controls and procedures (as defined in
Rule 13a-15(e) and 15d-15(e) under the Exchange Act) as of the end of the period covered by this report. Based upon that evaluation, the
principal executive officer and principal financial officer concluded that, as of December 31, 2022, our disclosure controls and
procedures were effective to provide reasonable assurance that the information required to be disclosed by NSTS Bancorp, Inc. in the
reports it files or submits under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in
the rules and forms of the SEC and is accumulated and communicated to NSTS Bancorp, Inc.'s management, including our principal
executive officer and our principal financial officer, as appropriate, to allow timely decisions regarding required disclosure.

Management's Annual Report on Internal Control Over Financial Reporting

Management of NSTS Bancorp, Inc. is responsible for establishing and maintaining effective internal control over financial
reporting. Internal control is designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation
of published financial statements. Internal control over financial reporting includes self-monitoring mechanisms, and actions are taken to
correct deficiencies as they are identified.

Management assessed the effectiveness of NSTS Bancorp, Inc.’s internal control over financial reporting as of December 31, 2022.
This assessment was based on criteria for effective internal control over financial reporting established in Internal Control — Integrated
Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based on this
assessment, our Chief Executive Officer and our Chief Financial Officer have determined that NSTS Bancorp, Inc. maintained effective
internal control over financial reporting as of December 31, 2022, based on the specified criteria.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those systems determined to
be effective can provide only reasonable assurance with respect to financial statement preparation and presentation. Also, projections of
any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Changes in Internal Control Over Financial Reporting

There were no changes made in our internal control over financial reporting during the quarter ended December 31, 2022 that have
materially affected, or are reasonably likely to materially affect, NSTS Bancorp, Inc.’s internal control over financial reporting.

Item 9B. Other Information

Not Applicable.

Item 9C. Disclosure Regarding Foreign Jurisdictions that Prevent Inspections

None.

PART III
Item 10. Directors, Executive Officers and Corporate Governance

NSTS Bancorp, Inc. has adopted a Code of Ethics that applies to its principal executive officer and principal financial officer,
as well as all of its senior officers. A copy of the Code of Ethics is available on our website at https://ir.northshoretrust.com, or upon
written request to Ms. Christine Stickler at 700 S. Lewis Ave., Waukegan, Illinois 60085 without charge. If we amend or grant any
waiver from a provision of our Code of Ethics that applies to our executive officers, we will publicly disclose such amendment or waiver
on our website and as required by applicable law, including by filing a Current Report on Form 8-K.

The information required by this Item is incorporated herein by reference to the sections captioned “Proposal I — Election of
Directors” and "Stockholder Proposals and Nominations" in NSTS Bancorp, Inc.'s definitive Proxy Statement for its 2023 Annual
Meeting of Stockholders, a copy of which will be filed with the SEC no later than 120 days after the end of our fiscal year (the “Proxy
Statement”).

Item 11. Executive Compensation

The information required by this Item is incorporated herein by reference to the sections captioned “Executive and Director
Compensation” in the Proxy Statement.
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Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
(a) Securities Authorized for issuance under Stock-Based Compensation Plans

Not applicable. NSTS Bancorp, Inc. has not adopted any stock-based compensation plans as of December 31, 2022.
b) Security Ownership of Certain Beneficial Owners

The information required by this Item is incorporated herein by reference to the section captioned "Beneficial Ownership" in
the Proxy Statement.

(c) Security Ownership of Management

The information required by this Item is incorporated herein by reference to the section captioned "Beneficial Ownership" in
the Proxy Statement.

(d) Changes in Control

Management knows of no arrangements, including any pledge by any person of securities of NSTS Bancorp, Inc., the operation
of which may at a subsequent date result in a change in control of NSTS Bancorp, Inc.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this Item is incorporated herein by reference to the sections captioned “Transactions with Certain
Related Persons,” “Corporate Governance— Board Independence” and “Corporate Governance — Meetings and Committees of the
Board of Directors” in the Proxy Statement.

Item 14. Principal Accountant Fees and Services

The information required by this Item is incorporated herein by reference to the section captioned “Proposal II—Ratification of
Appointment of Independent Registered Public Accounting Firm” in the Proxy Statement.
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PART IV

Item 15. Exhibit and Financial Statement Schedules

Exhibit

Number

2.1

3.1

32

4.1

10.1

10.2

10.3

10.4

10.5

21.1

24.1

31.1

31.2

32.1

101.INS

101.SCH

101.CAL

101.DEF

101.LAB

101.PRE

104

Plan of Conversion of North Shore MHC, as amended

Certificate of Incorporation of NSTS Bancorp, Inc. ()

Bylaws of NSTS Bancorp, Inc. (D

Description of NSTS Bancorp, Inc.'s securities registered under the Securities Exchange Act of 1934, as amended

Employment Agreement by and among NSTS Bancorp, Inc., North Shore Trust and Savings and Stephen G. Lear dated
January 18, 2022*@

Change in Control Severance Agreement by and between North Shore Trust and Savings and Nathan E. Walker dated
January 18, 2022*®)

Change in Control Severance Agreement by and between North Shore Trust and Savings and Carissa H. Schoolcraft dated
January 18, 2022*@

Change in Control Severance Agreement by and between North Shore Trust and Savings and Amy L. Avakian dated
January 18, 2022*@

Change in Control Severance Agreement by and between North Shore Trust and Savings and Christine E. Stickler dated
January 18, 2022*@

Subsidiaries of NSTS Bancorp, Inc.

Power of Attorney (set forth on signature page)

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certifications pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Inline XBRL Instance Document (the Instance Document does not appear in the Interactive Data File because its XBRL tags
are embedded within the Inline XBRL document)

Inline XBRL Taxonomy Extension Schema Document

Inline XBRL Taxonomy Extension Calculation Linkbase Document
Inline XBRL Taxonomy Extension Definition Linkbase Document
Inline XBRL Taxonomy Extension Label Linkbase Document

Inline XBRL Taxonomy Extension Presentation Linkbase Document

Cover Page Interactive Data File (Embedded within the Inline XBRL document and included in Exhibit 101)

* Indicates a management contract or compensatory plan.
(M Filed as an exhibit to NSTS Bancorp, Inc.'s Registration Statement on Form S-1 (File No. 333-259483) and incorporated herein by

reference.

@ Filed as an exhibit to NSTS Bancorp, Inc.’s Annual Report on Form 10-K for the fiscal year ended December 31, 2021 (File No. 001-
41232) and incorporated herein by reference.

Item 16. Form 10-K Summary

None.
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Report of Independent Registered Public Accounting Firm

To the Stockholders and Board of Directors of
NSTS Bancorp, Inc.

Opinion on the Financial Statements

We have audited the accompanying balance sheets of NSTS Bancorp, Inc. and its Subsidiary (the “Company”) as of December 31, 2022
and 2021, the related statements of operations, comprehensive income, stockholders’ equity, and cash flows for each of the years in the
two-year period ended December 31, 2022, and the related notes (collectively referred to as the “financial statements”). In our opinion,
the financial statements referred to above present fairly, in all material respects, the financial position of the Company as of December
31, 2022 and 2021, and the results of its operations and its cash flows for each of the years in the two-year period ended December 31,
2022, in conformity with accounting principles generally accepted in the United States of America.

Basis for Opinion

The Company's management is responsible for these financial statements. Our responsibility is to express an opinion on the Company’s
financial statements based on our audits. We are a public accounting firm registered with the Public Company Accounting Oversight
Board (United States) (“PCAOB”) and are required to be independent with respect to the Company in accordance with the U.S. federal
securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement, whether due to error or fraud. The
Company is not required to have, nor were we engaged to perform, an audit of its internal control over financial reporting. As part of our
audits, we are required to obtain an understanding of internal control over financial reporting but not for the purpose of expressing an
opinion on the effectiveness of the Company's internal control over financial reporting. Accordingly, we express no such opinion.

Our audits included performing procedures to assess the risks of material misstatement of the financial statements, whether due to error
or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence regarding
the amounts and disclosures in the financial statements. Our audits also included evaluating the accounting principles used and significant
estimates made by management, as well as evaluating the overall presentation of the financial statements. We believe that our audits
provide a reasonable basis for our opinion.

/s/ Plante & Moran, PLLC

We have served as the Company’s auditor since 2019.

Chicago, Illinois
March 30, 2023
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NSTS BANCORP, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

Year ended December 31,
2022 2021
(Dollars in thousands)

Assets:
Cash and due from DANKS ...........ceeiiiiiiiieiiciecte ettt ettt et eee e et et eereereeeseeaseseeseans $ 1,583 $ 814
Interest-bearing bank deposits 11,564 120,797
Cash and cash SQUIVAIEIITS .......ccueiuveerieietietieteetteteeteeteeteeteeteeteeteereeteessesseesesseessesseessees 13,147 121,611
Time deposits with other financial INSHEULIONS. ........cceeeivieriieiierie et sre e ebe e ens 4,477 3,469
Securities available for sale..............ccceeeeinenn. 121,205 100,950
Federal Home Loan Bank stock 550 550
Loans held for sale...........c.ccuo........ — 104
Loans, net of UNarned INCOIMIE ..........cc.viiivvieeeiiieecieee et e ettt eeeae e et e e eaeeeeenaeeeeeaaeeseneeeeenaeeeenees 103,983 97,313
ATOWANCE FOT 10N TOSSES ....vveuvetieiieitiereetieteeteeteeteetesteetesteetesseestesseessessesseesseessessesseessesssessasseens (624) (779)
LLOAINS, ML ...cuviiiiitiieeiiie ettt et e et e e et e e et e e etaeeeeaateeeateeeetaaeeaareas 103,359 96,534
Premises and eqUIPMENT, NET.........eruiiieitirierieiceieeie ettt ettt st e e b st esbesbee st saeenteeaeens 5,035 5,087
Accrued INtErest TECEIVADIC .......ccveiiiiiiiiciiciee ettt ettt b e aeeebe e taeeaveeseeeaneas 852 641
Bank-owned life insurance (BOLI).........ccccuiiiininiieiiiinnecceeecee e 9,249 9,071
(01 4TS T £ 6,332 2,852
TOTAL ASSEES .....viieetiieetiie ettt ettt e et e e et e e et e e et e e eettreeetteeeetaaeeanreas $ 264,206 $ 340,869
Liabilities:
Deposits:
NONINEETESE DEATINE ......vcveeveeiietiietiieteteieet ettt ettt ea ettt esese s se et se st essesessesessesesenne $ 12,977 $ 99,090
INTETEST-DEATIIG ...ttt ettt ettt sa bt ebe st b et
Demand and NOW CheCKING.........ccieviriiiieiieieiesteiese ettt see e sie s sse e sseesneseas 18,659 17,931
IMONEY MATKEL .....vievveieeiietieiesieetete et ete st eteeteetesteesbesseessesseessesseessesseassensesssensesssensesseensennsn 42,624 45,414
SAVITIZS 1evvevieiteteetteiteetesteettebeeteesteeteesbeeteessaeseessesssesseaseassaessessesseessasseesseseessassaessesseessesanseans 49,068 50,312
Time deposits OVer $250,000 .......cc.ooueieiiiiiieieei ettt 8,801 9,380
Other tIME AEPOSIES ..e.veemietieterteitiet ettt ettt et e st e et e st e et esbeeitesbeentanbesssesbesneenbesnnennesneas 46,585 63,494
TOLAl AEPOSIES ...venvieneiiieietiete ettt ettt et sttt et ettt e st e e st e beentebeentesseennenaeens 178,714 285,621
Escrow deposits 1,253 1,442
OthEr DOTTOWINGS ...eevvievienieeeieiieiteieeteteeteste st eteeteestesseessesseessesseessesseessesseassessesssesseassansesssensenssense — 5,000
Accrued expenses and Other HHADIIHES ... ...evereeieriieieieeiecteet ettt eetesieevesteenressessnesseessensassnans 3,697 3,623
TOLA] THADIITIES ...euveveeereetietietieieetiete et et eeteeteeteeetesteensesseessesseesseseesseseenseseessessaessanseessenes 183,664 295,686
Stockholders' equity:
Common stock (8$0.01 par value; 10,000,000 shares authorized; 5,397,959 shares issued and
OULSEANAING)....veveenteiteiie ettt ettt ettt et e e et et et e et e s bt este s st eateeseesbe bt ensesseentesseentesseentenseensansennsens 54 —
Additional paid-in CAPILAL.......cceeriiriiiieiieiereere ettt 50,420 —
Retained earnings 45,291 45,264
Unallocated common shares held by ESOP ........c.ccoiiiiiiiiiieiceeceeceeesee e (4,098) —
Accumulated other COMPrehenSIVE 10SS, MET .....ieuverviiierieeiereetiereeteeteeteettesteeteeveeeeseeseesesseasenns (11,125) (81)
Total stockholders' equity........................... 80,542 45,183
Total liabilities and stockholders' equity $ 264,206 $ 340,869

See accompanying notes to consolidated financial statements
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NSTS BANCORP, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

Year ended December 31,
2022 2021
(Dollars in thousands)

Interest income:

Loans, INCIUAING FEES ......eoiivieriitiieieiei ettt ettt ettt seebesse s e sse e e s eneeseenas $ 3,618 § 3,569
Securities

TAXADIE ...ttt e e e et e e e et e enaeeeeaeeeeanes 2,013 1,107

TAX-EXOIMIPL c..vveeieeieeeiteette et eite et et e et e e teeeaae e saeesseesseeenseesaeenseessseanseessseensaessseanseessseenseennseennes 402 248
Federal funds sold and other 259 35
Time deposits with other financial INSHIULIONS. .........cecvieriieriieeieeiee ettt eveeseeeaeeaes 41 66
FHLB STOCK ..ttt ettt ettt et etesb et eb e et e sbe et esstebesbtenbesntabesneans 15 13
TOtal INTETESE INCOIMC.......veeeiieeiieeeteetee et eeteeeteeeteeeteeeteeeeteeeteeeteeeteeeseeesseeeseeenseeeseeenseenseeenseenseenns 6,348 5,038
Interest expense:
DIEPOSIES v.vviereureeeietietteteetteteetteteeteesseeetenseeseesseeseensaessessasssenseessessasssansaessessasseensanssessesseeseassansasseens 764 940
Net INEEreSt IMCOMIEC. ..........oocoiiiiiiiiiiiii e et e et e e e et e e et e e e etee e eeareeeeneeas 5,584 4,098
Reversal of provision for 10an 10SSes..............ooiiiiiiiiiiiiiiiiieee e (230) (23)
Net interest income after reversal of provision for loan 1osses .............c.ccooceviiiiiiniinniennncnns 5,814 4,121
Noninterest income:
Gain on sale Of MOTTZAZE LOANS .....c.eevviiuieiieiieieiieieee ettt ettt e ste et e steessesbeessesteessesseessesseans 106 410
Gain 0N SALE OF SECUTTHIES ....vevititiieiieiiet ettt ettt sb et s et st e s et e e e enis — 131
Rental income on 0ffice DUIIAING .........ccvieeiieiiiiiieeiccecee ettt ebe e 53 42
Service charges on deposits 291 289
Increase in cash surrender value 0f BOLL.........cocoiiiiiiiiiieieieececeee et 178 181
NI ettt ettt et e b e et en e et e et e et e enteentenb e et tentesntebeenteteeneenbeententesreans 608 156
Total NONINEETESE INCOIME........uviiieueiieieieie e eeiee e e e e eeeeeeeeeeeeeeeeenaeeeseneeeeeenneseenseeeeenees 1,236 1,209
Noninterest expense:
Salaries and employee DENETILS ........cuieviieiiiiiieeiece ettt ebe e saaeebeenes 3,846 3,141
Equipment and OCCUPANCY .......cecueruieiiriiiieniieieiteete sttt sttt sttt ettt sb et e et este s bt eatesbesseesbesaneneeens 658 665
DAL PIOCESSING ... vveneieiienteeiieieeitesteeitete et etesaeesteeteentesseenseeseentesseensesseestesseensenseestenseensansesseensesnsanes 632 613
Professional services.. 500 139
AVETEISINZ.....veveeeieetieieeieete st eteete et e st ebeeteesseseeessessaessesseenseessessesssenseassessesseenseassensessaensenssensessenns 90 71
Supervisory fees and aSSESSIMENLS .......everuieriereeiertieriereeterieetesteeaesseetesseeseesesseensesseessesseessessennes 142 126
Loan expenses........ccocveeeveeneenveennnen. 86 129
DIEPOSIE EXPEIISES . uviuvreurieeietietiesteeteesteestesteestesseessesseassessaesseseessesseesseseassesseessasseessessesssesseessessesssans 203 183
DDHTECTOT RS ...ttt ettt ettt ettt ettt s et e e e b et e b e e st e st et e b e st e s e sbe e eneeneenenean 223 225
OIRIET .ottt et et ettt et e et e et et et e st enten e ekt eheete b et ententeneeneebe et eenenteneeneanas 497 307
TOtal NONINEETESE EXPEIISE. . .euveteeteetteteetieteetteteetteteettetestteteeneetesseenseeseasesseesesneansesseensasseansesseens 6,877 5,599
Income (10S5€S) DEfOre INCOME TAXES....cuvevirieiirieiieirerieeeeeieeteteseeetesteesresseessesseessessassnesseessensanes 173 (269)
Income tax eXPense (DEMELIt) ............cccuevuieieiieiieiieieieeiecteetete ettt eetteteeteeteeteesesseesesseasesseens 146 (214)
INEt ANCOMIE (I0SSES) ......c.ovivivieieeieeietietietet ettt ettt teeteeteeteeteaseeseseeteeseeseesesensenserseseesenen $ 27§ (55)
Basic and diluted earnings per share......... 0.01 N/A
Weighted average shares outstanding 4,729,236 N/A

See accompanying notes to consolidated financial statements
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NSTS BANCORP, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income

Year ended December 31,

2022 2021
(Dollars in thousands)
INEt ANCOMIE (IOSSES) ........ocviivieeerieieeieteeteeteet et ettt et et et e et et et eteeseete e s et et e e esseseeseeseesensensersereeseenen $ 27 % (55)
Unrealized net holding loss on securities
Unrealized net holding loss on securities arising during period, net of realized gains on

sales of $0 and $131,000, in the years ended December 31, 2022 and 2021, respectively. (15,447) (2,080)

TAX EFTECE ...ttt e eneeennens 4,403 593
Other comprehensive loss, net of taxes (11,044) (1,487)
COMPIENENSIVE LSS .......ovivitetetiiieietet ettt ettt ettt et es et st ebenese st sn bt eteneneas $ (11,017) $ (1,542)

See accompanying notes to consolidated financial statements
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NSTS BANCORP, INC. AND SUBSIDIARIES
Consolidated Statements of Stockholders' Equity

Unallocated
Accumulated Common
Additional other Shares
Common Common Paid-In  Retained comprehensive Held by
Shares Stock Capital earnings  income (loss) ESOP Total
(Dollars in thousands)

Balance at January 1,2021................ — $ — 3 — $ 45319 $ 1,406 $ — $ 46,725
NEt 10SSES .vevieereiieieieeieie e — — — (55 — — (55)
Change in net unrealized loss on

securities available for sale, net........ — — — — (1,487) — (1,487)
Balance at December 31, 2021............. — $ — § — $ 45264 $ CIR) — $ 45,183
Net INCOME......evveeeiciieenirienereceeeaee — — — 27 — — 27
Proceeds of stock offering and

issuance of common shares (net of

issuance costs of $2.5 million).......... 5,290,000 53 49,387 — — — 49,440
Issuance of common shares donated to

the NSTS Charitable Foundation ..... 107,959 1 1,008 — — — 1,009
Purchase of common shares by the

ESOP (431,836 shares) .................... — — — — — (4,319) (4,319
ESOP shares committed to be released — — 25 — — 221 246
Change in net unrealized loss on

securities available for sale, net........ — — — — (11,044) —  (11,044)
Balance at December 31, 2022............. 5,397,959 $ 54§ 50,420 § 45,291 $ (11,125) § (4,098) § 80,542

See accompanying notes to consolidated financial statements
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NSTS BANCORP, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

Year ended December 31,
2022 2021
(Dollars in thousands)

Cash flows from operating activities:

NEE INCOME (JOSSES) ...vvrivrieietieietieietettetetitetestetese et ete st et eseesessesese s ete s esesseseseesesessesessesessesesesesasseseses $ 27 $ (55)
Adjustments to reconcile net income (losses) to net cash provided by operating activities:

DIEPIECIALION ... eevtetieeteetieeiesitet et ete st et e teesaeste et e beesaesseesteseessesseessenseassessesssanseassensesssenseassensessanns 267 268

Securities amortization and ACCTEION, NEL..........c.eevviieeeiireeeeeeeteeeeeeeteeeeeeereeeeeeereeereeereeeneeereeanns 958 1,323

Loans originated for sale (8,540) (19,302)
Proceeds from sales of loans held for Sale............oooiiiiiiiiiiiiiiiie e 8,750 21,580

Gain on sale 0f MOTTZAZE L0ANS .....c.ueiuiiiiiriiiieiieeeeee ettt sttt eieene (106) (410)
Gain on sale of securities available for sale ... — (131)
Gain on sale Of OREQ.......ccciiiiiiiieieiceeee ettt sttt sttt be et eseenne e — @)
Gain on transfer to OREO ........ccciiiiiiiicieiecieeee ettt ste e esesreeseenne e — (15)
Reversal of provision for loan losses ....... (230) (23)
Earnings on bank owned life insurance.... (178) (181)
Issuance of common shares donated to North Shore Trust and Savings Charitable Foundation.... 1,009 —

ESOP ©XPEIISE ....veeviieiieeiiieiee et eetie et e ette et esteeeteestbeebeessseessaesssaeseeesseessseenseessseesaessseesseasseesseans 246 —

Change in deferred INCOME TAXES .....evueevirtiriierteeierteete sttt ettt e sb et e et et et et e sbesstesbeeaeenteeneens 64 (379)
Decrease (increase) in accrued interest receivable and other assets ..........ccovveevveeieriereenieneecieniens 648 (1,268)
Net increase in accrued expenses and other Habilities. ........eeverieieririeiieieieeeeeeee e 74 52

Net cash provided by OPerating aCtiVITIES .......ecveeverueeierreseeresteerereestesteeresseeeesseesesseseessesaessens 2,989 1,452

Cash flows from investing activities:

Purchases Of IOANS, NMET.......cc.oiiiiiiiiiiiee ettt sttt ettt et sbe e (5,357) —

Net (increase) decrease in POrtfolio I0ANS ..........coeevveruiiriirieiinineeeeeteee e (1,238) 1,772

Principal repayments on mortgage-backed SECUIILIES. .........ccccveriirieieireniinineicreeeese e 16,165 17,552

Purchases of securities available for sale ...........coccoireriiiiiininini e (59,530) (48,968)
Sales of securities available fOr SALE........cc..oiooiiiiiiiiieie e — 6,769

Maturities and calls of securities available for sale............oveveriiiiiiiiinne e 6,705 2,045

Purchase of Federal Home Loan Bank StOCK..........c.cciiieriiiiiriiiieieceeiesteetesie et sve e — (38)
Proceeds from sale of other real estate OWNEd ...........occoiiririiieiiiieiiee e — 194

(Increase) decrease in time deposits with other financial institutions, net............c.ccoeeveeevrerieennenne (1,008) 8,967

Purchases of premises and equIPMENt, NEt........eiuirtiiieriiieitiet ettt sieesteeiteneesieentesireneesieans (215) (142)
Net cash used N INVESHNG ACHIVITICS. ...veveetertieterteeiesteetesteetesteettestesttetasteetesseesesseeaesseannassesneans (44,478) (11,849)
Cash flows from financing activities:

Net Change N AEPOSILS ....ecvieveriieieriieiereeieste et erteete e et e e sttebeeteessesseessesseessesseensesseessenseessessessenns (106,907) 99,217

Net change in €SCIOW AEPOSIES ..c.vievveruieieriieieriieiesteetesieeeeesteesestesseesseeseessesseesseessessessaessesssessesseens (189) (77)
Repayment of FHLB @dVAnCe ........coeoueiiiiiiiiiieee et (5,000) (4,000)
Proceeds from FHLB QdVANCE ........cooouiiiiiiiiiieiieeeeee ettt — 5,000

Net proceeds from issuance of cCOMMON ShATES.........cc.eeveriirieiienieieieeee e 49,440 —

L0810 10 ESOP ...ttt ettt ettt et e st e ente bt et asteeneesbeentanteentenseenteteseeans (4,319) —

Net cash (used in) provided by fINanCINg ACHIVItICS......evveeverreereieiiesteeieieeiietesteereseeeeesseeeeneens (66,975) 100,140

Net change in cash and cash eqUIVAIENLS...........ccciiiiiiiiiiiceeeee e (108,464) 89,743

Cash and cash equivalents at beginning Of PETiod........coiiiiririiiiiiiiiiieieseeesi et 121,611 31,868

Cash and cash equivalents at end of period ...............coocoiiiiiiiiiiiiiiiiieee $ 13,147 ' $ 121,611

Supplemental disclosures of cash flow information:

Loans transferred t0 OREO..........coeuiiiiiirieieieieiesiieieteieieeest et es s ssseseeeesns $ — 172

Cash paid during the period for: Interest

766 948
TNICOIME TAXES ..ueiiiiiiie ettt e ettt e e ettt e e e e e ettt e e eeeeeattaeeaeeeaeaeesraeaaaaaanssseaaeeaaannssraeaaasannrrrneen — —

See accompanying notes to consolidated financial statements
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Note 1: Summary of Significant Accounting Policies

The accompanying consolidated financial statements (“the financial statements™) have been prepared in conformity with accounting
principles generally accepted in the United States of America and conform to practices within the banking industry.

Nature of Operations

NSTS Bancorp, Inc. was formed to serve as the stock holding company for North Shore Trust and Savings (the “Bank’) in connection with
the conversion of North Shore Trust and Savings, NSTS Financial Corporation and North Shore MHC, from the mutual to the stock form
of organization, which was completed on January 18, 2022. The audited financial statements, as well as other financial information at or
prior to January 18, 2022, contained in this Annual Report on Form 10-K relate solely to the consolidated financial results of North Shore
MHC and its consolidated subsidiaries, NSTS Financial Corporation and North Shore Trust and Savings.

NSTS Bancorp, Inc. completed its stock offering on January 18, 2022. The Company sold 5,290,000 shares of common stock at $10.00
per share in its subscription offering for gross proceeds of approximately $53.0 million. In connection with the subscription offering,
NSTS Bancorp, Inc. also issued 107,959 shares of common stock and $150,000 in cash to NSTS Charitable Foundation. Shares of NSTS
Bancorp, Inc. common stock began trading on January 19, 2022 on the Nasdaq Capital Market under the trading symbol "NSTS."

The Bank operates primarily in the northern suburbs of Chicago, Illinois. The Bank offers a variety of financial services to customers in
the surrounding community. Financial services consist primarily of 1-4 family mortgage loans, savings accounts, and certificate of deposit
accounts. There are no significant concentrations of loans to any one industry or customer. The Bank’s exposure to credit risk is
significantly affected by changes in the economy in the Bank’s market area.

All significant intercompany balances and transactions have been eliminated in consolidation.
Certain amounts in prior year financial statements have been reclassified to conform to the 2022 presentation.
Employee Retention Credit

Under the provisions of the Coronavirus Aid, Relief, and Economic Security Act (the “CARES Act”) signed into law on March 27, 2020
and the subsequent extension of the CARES Act, the Bank was eligible for a refundable employee retention credit subject to certain criteria.
The Bank qualified for the tax credit for the quarters ended June 30, 2021 and September 30, 2021 under the CARES Act. The Bank
utilized the gross receipts method of calculating eligibility. Based on the eligibility, the tax credit is equal to 70% of qualified wages paid
to employees during a quarter, and the limit on qualified wages per employee is $10,000 of qualified wages per quarter.

The Employee Retention Credit was recorded during the second quarter of 2022, when the Bank determined it was eligible. The credit is
recorded as other non-interest income and offsets $503,000 of salaries and employee benefits expense previously recorded during 2021.
Subsequent to December 31, 2022, the Bank has received $259,000 of the Employee Retention Credit, which represents the tax credit for
the quarter ended June 30, 2021. The Bank cannot reasonably estimate when it will receive the remaining refunds. A receivable is recorded
in other assets on the consolidated balance sheets to reflect the remaining amount of the credit yet to be received. The CARES Act and
related Employee Retention Credit was terminated as of September 30, 2021, and therefore the Company does not expect to file for any
additional refunds.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the reporting period. Actual
results may vary from those estimates.

The determination of the adequacy of the allowance for loan losses is based on estimates that are particularly susceptible to significant
changes in the economic environment and market conditions. In connection with the determination of the estimated losses on loans,
management obtains independent appraisals for significant collateral.

The Bank’s loans are generally secured by specific items of collateral including real property, consumer assets, and business assets.
Although the Bank has a diversified loan portfolio, a substantial portion of its debtors’ ability to honor their contracts is dependent on local
economic conditions.

While management uses available information to recognize losses on loans, further reductions in the carrying amounts of loans may be
necessary based on changes in local economic conditions. In addition, regulatory agencies, as an integral part of their examination process,
periodically review the estimated losses on loans. Such agencies may require the Bank to recognize additional losses based on their
judgments of information available to them at the time of their examination. Due to these factors, it is reasonably possible that the estimated
losses on loans may change materially in the near term. However, the amount of the change that is reasonably possible cannot be estimated.

Additional material estimates that are particularly susceptible to significant change in the near term include the determination of the
valuation allowance on deferred tax assets and the valuation of investment securities.
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Comprehensive Income

Comprehensive income includes net income (losses) and other changes in net worth which bypass the statement of operations. For all
periods presented, other comprehensive income includes only one additional component, the change in unrealized gains and losses on
available-for-sale investment securities.

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents includes cash on hand and amounts due from banks, including cash items
in process of clearing.

Time Deposits with Other Financial Institutions
Time deposits with other financial institutions are carried at cost and generally mature within the next two years.
Investment Securities

Securities are classified as available-for-sale and recorded at fair value, with unrealized gains and losses excluded from earnings and
reported in other comprehensive income (loss). Discounts are accreted into interest income over the estimated life of the related security
and premiums are amortized against income over the earlier of the call date or weighted average life of the related security using the level
yield method. Gains and losses on the sale of securities are recorded on the trade date and are determined using the specific identification
method.

Securities available-for-sale are securities that are intended to be held for indefinite periods of time, but which may not be held to maturity.
These securities may be used as a part of the Bank’s asset/liability management strategy and may be sold in response to changes in interest
rates, deterioration of issuer’s creditworthiness, or due to a desire to increase liquidity.

The Bank conducts a periodic review of available-for-sale securities with declines in fair value below their cost to evaluate if the impairment
is other than temporary. In estimating other-than-temporary impairment, management considers (1) the length of time and the extent to
which the fair value has been less than amortized cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent
and ability of the Bank to retain its investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair
value. Credit-related impairments of debt securities are recorded through earnings, and any impairment as a result of other factors is
included in accumulated other comprehensive income.

Federal Home Loan Bank Stock

The Bank, as a member of the Federal Home Loan Bank (FHLB) system, is required to maintain an investment in capital stock of the
FHLB. Based on redemption provisions of the FHLB, the stock has no quoted market price and is carried at cost of $550,000 at December
31,2022 and 2021 and is evaluated for impairment at each reporting date.

Loans Held for Sale

Mortgage loans originated and intended for sale in the secondary market are carried at the lower of cost or market value, as determined by
outstanding commitments from investors. Net unrealized losses, if any, are recorded as a valuation allowance and charged to earnings.
Mortgage loans held for sale are generally sold with servicing rights released. Gains or losses are recognized through earnings.

Loans

The Bank’s loan portfolio includes segments for mortgage loans and consumer loans. Mortgage loans include classes for 1-4 family, multi-
family, and commercial.

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off generally are reported at
their outstanding unpaid principal balances adjusted for charge offs, the allowance for loan losses, and any deferred fees or costs on
originated loans. Interest income is accrued on the unpaid principal balance. Loan origination fees, net of certain direct origination costs,
are deferred and recognized as an adjustment to the related loan yield using the interest method, adjusted for prepayments.

The accrual of interest on all loans is discontinued at the time the loan is 90 days past due unless the credit is well-secured and in process
of collection. Past due status is based on contractual terms of the loan. In all cases, loans are placed on nonaccrual if collection of principal
or interest is considered doubtful. All interest accrued but not collected for loans that are placed on nonaccrual is reversed against interest
income. The interest on these loans is accounted for on the cash-basis or cost-recovery method, until the loans qualify for return to accrual.
Loans are returned to accrual status when payment of all the principal and interest amounts contractually due is reasonably assured.
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Allowance for Loan Losses

The allowance for loan losses (the “allowance”) is established as losses are estimated to have occurred through a provision for loan losses
charged to earnings. Loan losses are charged against the allowance when management believes the uncollectibility of a loan balance is
confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management. This evaluation is inherently subjective as it requires estimates
that are susceptible to significant revision as more information becomes available. The allowance consists of general and allocated
components, as further described below.

General Component

The general component of the allowance for loan losses is based on historical loss experience adjusted for qualitative factors stratified by
the following loan segments: first mortgage loans and consumer loans. Management uses an average of historical losses based on a time
frame appropriate to capture relevant loss data for each loan segment. This historical loss factor is adjusted for the following qualitative
factors: levels/trends in delinquencies; trends in volume and terms of loans; effects of changes in risk selection and underwriting standards,
and other changes in lending policies, procedures and practices; experience/ability/depth of lending management and staff; and national
and local economic trends and conditions.

The qualitative factors are determined based on the various risk characteristics of each loan segment. Risk characteristics relevant to each
portfolio segment are as follows:

Mortgage Loans

1-4 family mortgage loans in this segment are made to individuals. The loans are secured by real estate with the Bank typically in a first
lien position. The Bank generally does not originate loans with a loan-to-value ratio greater than 80% unless mortgage insurance is obtained
and generally does not grant loans that would be classified as subprime upon origination. The overall health of the economy, including
unemployment rates and housing prices, will have an effect on the credit quality in this segment.

Although terms for commercial real estate and multi-family residential loans vary, our underwriting standards generally allow for terms
not exceeding 30 years and loan-to-value ratios of not more than 75%. Interest rates are typically adjustable, based upon designated market
indices such as The Wall Street Journal prime rate, or fixed-rate, and fees are charged to the borrower at the origination of the loan. The
actual lives of such loans generally are less than their contractual terms to maturity due to prepayments and re-financings. Generally, we
obtain personal guarantees of the principals as additional collateral for commercial real estate and multi-family residential loans.

Commercial real estate and multi-family residential lending involve a greater degree of risk than one- to four-family residential lending.
These risks include larger loans to individual borrowers and loan payments that are dependent upon the successful operation of the project
or the borrower’s business. These risks can be affected by supply and demand conditions of rental housing units, office and retail space
and other commercial space in the project’s market area. We attempt to minimize these risks for loans we originate by soliciting loans from
businesses with existing operating performance. We also use conservative debt coverage ratios in our underwriting, and periodically
monitor the operation of the business or project and the physical condition of the property.

Consumer Loans

Loans in this segment are generally to individuals and are supported by non-real estate collateral, such as deposit accounts and personal
property. Unsecured loans are also included in this segment. Repayment is dependent on the credit quality of the individual borrower or
borrowers.

Allocated Component

The allocated component relates to loans that are classified as impaired. Based on internal ratings, loans are evaluated for impairment on a
loan-by-loan basis. Impairment is measured by either the present value of expected future cash flows discounted at the loan’s effective
interest rate or the fair value of the collateral if the loan is collateral dependent. An allowance is established when the discounted cash
flows (or collateral value) of the impaired loan is lower than the carrying value of that loan.

A loan is considered impaired when, based on current information and events, it is probable that the Bank will be unable to collect the
scheduled payments of principal or interest when due according to the contractual terms of the loan agreement. Factors considered by
management in determining impairment include payment status, collateral value, and the probability of collecting scheduled principal and
interest payments when due. Loans that experience insignificant payment delays and payment shortfalls generally are not classified as
impaired. Management determines the significance of payment delays and payment shortfalls on a case-by-case basis, taking into
consideration all circumstances surrounding the loan and borrower, including the length of the delay, reasons for the delay, the borrower’s
prior payment record, and the amount of the shortfall in relation to the amount of principal and interest owed.

The Bank periodically may agree to modify the contractual terms of loans. When a loan is modified and a concession is made to a borrower

experiencing financial difficulty, the modification is considered a troubled debt restructuring (TDR). All TDRs are classified as impaired
and management performs an impairment analysis at the time of restructuring.
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Premises and Equipment

Land is stated at cost. Property, improvements, and equipment are stated at cost less accumulated depreciation. Depreciation is determined
under the straight-line method over the following estimated useful lives of assets:

Years
Land IMPIOVEIMENLS .......erutiiiiiietieiterieeiet ettt ettt ettt et e st et e bt et e sbeestesbeeabesbeestenbesnbentesseans 3-10
Office building and IMPrOVEMENLS ........cc.eecueruierieriieiirtieiesteeiesteete st ete et eteseeeseesseesesseeneesseennenee 10-40
Furniture and eqUIPIMENT .......cc.eviiiiiieierieie sttt sttt ettt te st etesteeste bt ensesbeensesseensesseennens 3-10

Income Taxes

Deferred taxes are recognized using the asset/liability method. Deferred tax assets are recognized for deductible temporary differences,
operating loss and tax credit carryforwards; deferred tax liabilities are recognized for taxable temporary differences. Temporary differences
are the differences between the financial statement amounts of existing assets and liabilities and their respective tax bases. Deferred tax
assets are reduced by a valuation allowance when, in the opinion of management, it is more likely than not that some portion or all of the

deferred tax assets will not be realized. Deferred tax assets and liabilities are adjusted for the effects of changes in tax laws and rates on
the date of enactment.

When tax returns are filed, it is highly certain that some positions taken would be sustained upon examination by the taxing authorities,
while others are subject to uncertainty about the merits of the position taken or the amount of the position that would be ultimately sustained.
The benefit of a tax position is recognized in the financial statements in the period during which, based on all available evidence,
management believes it is more likely than not that the position will be sustained upon examination, including the resolution of appeals or
litigation processes, if any. Tax positions taken are not offset or aggregated with other positions. Tax positions that meet the more-likely-
than-not recognition threshold are measured as the largest amount of tax benefit that is more than 50% likely of being realized upon
settlement with the applicable taxing authority. The portion of the benefits associated with tax positions taken that exceed the amount
measured as described above, if any, is reflected as a liability for unrecognized tax benefits in the accompanying balance sheet, along with
any associated interest and penalties that would be payable to the taxing authorities upon examination.

Interest and penalties associated with unrecognized tax benefits, if any, are classified as additional income taxes in the statement of
operations. Bank management believes that the Bank maintains no uncertain tax positions for tax reporting purposes and accordingly, no
liability is required to be recorded.

The Bank is subject to U.S. federal income tax as well as income tax of the States of Illinois and Wisconsin.
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Other Real Estate Owned

Property acquired in satisfaction of debt or through foreclosure is carried at the lower of cost or market value less estimated costs to sell.
At foreclosure, if the fair value of the property acquired is less than the recorded investment in the related loan, a reduction in the carrying
amount of the loan is recognized with a charge to the allowance for loan losses. The cost of carrying the assets subsequent to foreclosure
and any decrease in the market value occurring after that date are charged to operating expenses as incurred.

Bank-owned Life Insurance

The Bank purchased life insurance policies on certain key executives. Bank-owned life insurance is recorded at the amount estimated to be
realized under the insurance contract at the balance sheet date, which is the cash surrender value adjusted for other charges or amounts due
which are probable at settlement.

Service Charges on Deposits

Service charges on deposits represent general service fees for monthly account maintenance and activity or transaction-based fees and
consist of transaction-based revenue, time-based revenue (service period), item-based revenue, or some other individual attribute-based
revenue. Revenue is recognized when the Bank’s performance obligation is completed, which is generally monthly for account maintenance
services or when a transaction has been completed (such as a wire transfer). Payment for such performance obligations are generally
received at the time performance obligations are satisfied.

Dividend Restrictions

Banking regulations require maintaining certain capital levels and may limit the dividends paid by the bank to the holding company or by
the holding company to its stockholders.

Transfers of Financial Assets

Transfers of financial assets are accounted for as sales when control over the assets has been relinquished. Control over transferred assets
is deemed to be surrendered when the assets have been isolated from the Bank, the transferee obtains the right (free of conditions that
constrain it from taking advantage of that right) to pledge or exchange the transferred assets, and the Bank does not maintain effective
control over the transferred assets through an agreement to repurchase them before maturity.

Employee Stock Ownership Plan

The ESOP shares pledged as collateral are reported as unearned ESOP shares in the Consolidated Balance Sheets. As shares are committed
to be released from collateral, the Bank reports compensation expense equal to the average market price of the shares during the year, and
the shares become outstanding for basic net income per common share computations. Dividends on allocated ESOP shares reduce retained
earnings; dividends on unearned ESOP shares reduce the ESOP’s debt and accrued interest.

Earnings per Share

Basic earnings per share represents income available to common stockholders divided by the weighted-average number of common shares
outstanding during the period. Unallocated ESOP shares are not deemed outstanding for earnings per share calculations. ESOP shares
committed to be released are considered to be outstanding for purposes of the earnings per share computation. ESOP shares that have not
been legally released, but that relate to employee services rendered during an accounting period (interim or annual) ending before the
related debt service payment is made, are considered committed to be released. Diluted earnings per share reflects additional common
shares that would have been outstanding if dilutive potential common shares had been issued, as well as any adjustment to income that
would result from the assumed issuance.
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Note 2: Securities

The amortized cost and estimated fair value of debt securities at December 31, 2022 and 2021, by contractual maturity, are shown below.
Maturities may differ from contractual maturities in mortgage-backed securities because the mortgages underlying the securities may be
called or repaid without any penalties, therefore, these securities have been included in 1 to 5 years based on average remaining life.

U.S. Mortgage-
government backed Collateralized Total
U.S. agency Municipal residential mortgage available-
December 31, 2022 Treasuries obligations obligations obligations obligations for-sale
(Dollars in thousands)
1 year or 1€8s .....coveveevevvevreieneeriereenene $ 2,433 $ 1,007 $ 528 $ — 3 — § 3,968
105 Years c.oveeeieieierecieceicieene 4,855 11,511 5,394 20,033 22,809 64,602
510 10 YearS ...eeveeeieieeieiesieeiesieeiene — 8,872 2,655 15,046 11,848 38,421
After 10 years — — 11,060 659 2,495 14,214
Fair value .......ccccoveniniiiiniiince, $ 7,288 $ 21,390 § 19,637 $ 35,738 $ 37,152 § 121,205
Gross unrealized gains — — 6 — — 6
Gross unrealized losses.... (155) (1,870) (2,972) (5,464) (5,105) (15,566)
Amortized COSt.....cvviriiiraiiieienee. $ 7,443 § 23,260 § 22,603 § 41,202 § 42,257 § 136,765
U.S. Mortgage-
government backed Collateralized Total
agency Municipal residential mortgage available-
December 31, 2021 obligations obligations  obligations obligations for-sale
(Dollars in thousands)

1 year or less .... .. $ — 3 1,631 §$ 356 $ 1,064 $ 3,051
1 to 5 years....... 5,587 3,941 29,375 16,097 55,000
510 10 YEATS .cuvemiieiiierieicceeeeeee et 4,466 2,244 12,417 11,976 31,103
ATLET 10 YOAIS...eevvetieieieeieieeiete ettt eveieeeeeeenas — 10,184 — 1,612 11,796
Fair value e § 10,053 § 18,000 $ 42,148 § 30,749 $ 100,950
Gross unrealized gains .........ccceveeeriirenerieieieeseeene 73 423 259 279 1,034
Gross unrealized 10SSes .....eveereriiiieniiiiiicieecceane (78) (14) (612) (443) (1,147)
AMOTtiZed COSt.....oviriieiieierieieeeeeieeeeeeeeeeeereeena $ 10,058 $ 17,591 $ 42,501 $ 30913 $ 101,063

As of December 31, 2022 and 2021, no securities were pledged to secure public deposits or for other purposes as required or permitted by
law. At December 31, 2022 and 2021, there were no holdings of securities of any one issuer, other than the U.S. Government and its
agencies, in an amount greater than 10% of equity.

Information pertaining to securities with gross unrealized losses at December 31, 2022 and 2021, aggregated by investment category and
length of time that individual securities have been in a continuous loss position, is as follows:

Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
December 31, 2022 Value Losses Value Losses Value Losses
(Dollars in thousands)
U.S. Treasuries. .....ccoeveeveveeeereeeeenennn $ 7,288 $ 155 $ — 3 — 3 7,288 § 155
U.S. government agency obligations... 17,274 1,296 4,116 574 21,390 1,870
Municipal obligations..........c.cceeevennnne 16,823 2,349 2,037 623 18,860 2,972
Mortgage-backed residential
Obligations......c.ccveveevvesieieieeieiene 14,365 1,618 21,373 3,846 35,738 5,464
Collateralized mortgage obligations.... 21,449 2,014 15,703 3,091 37,152 5,105
Total oo $ 77,199 $ 7432 § 43229 § 8,134 § 120,428 $ 15,566
December 31, 2021
U.S. government agency obligations... $ 4,020 $ 62 $ 1,105 $ 16 $ 5,125 $ 78
Municipal obligations..........c.ccceeevennenne 2,399 8 247 6 2,646 14
Mortgage-backed residential
Obligations.......ccveueeeirienieeeecen 26,540 535 2,781 77 29,321 612
Collateralized mortgage obligations.... 16,715 338 4,386 105 21,101 443
Total oo $ 49,674 $ 943 ' § 8519 § 204 $ 58,193 $ 1,147
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There were no securities with other than temporary impairment losses at December 31, 2022 or 2021 respectively.

Unrealized losses have not been recognized into income because, based on management’s evaluation, the decline in fair value is largely
due to increased market rates, temporary market conditions and trading spreads, and, as such, are considered to be temporary by the Bank.
In addition, management has the intent and ability to hold these securities until they mature or they recover their carrying values.

All U.S. Treasuries, U.S. government agency obligations, mortgage-backed residential obligations and collateralized mortgage obligations
are agency-issued or government-sponsored enterprise issued. Agency-issued securities are generally guaranteed by a U.S. government
agency, such as the Government National Mortgage Association. Government-sponsored enterprises, such as the Federal Home Loan
Mortgage Corporation, the Federal National Mortgage Association, or the Small Business Administration, have either a direct or implied
guarantee by the U.S. government.

The Bank holds two classifications of municipal bonds, general obligation bonds and revenue bonds. General obligation bonds are backed
by the general revenue of the issuing municipality, while revenue bonds are supported by a specific revenue source. All general obligation
and revenue bonds have a bond rating of investment grade by Standard and Poor’s or Moody’s Investor Services or are not rated. The
bonds that are not rated have been in a loss position less than 12 months. As of December 31, 2022, all municipal bond securities are paying
as agreed.

The following table represents the proceeds from the sale of securities available-for-sale and the related gross gains and losses during the
periods presented.

At December 31,
2022 2021
(Dollars in thousands)
Sales of securities available for sale........cc.ccooovvvvivviiieneeeiennnn. .. $ — 3 6,769
Gross gain realized on the sale of securities available for sale — 131
Gross loss realized on the sale of securities available for sale — —
Note 3: Loans
A summary of loans by major category as of December 31, 2022 and 2021 is as follows:
2022 2021
(Dollars in thousands)
First mortgage loans
1-4 family r@SIAENLIAL .......ceiieiieiiie ettt $ 95,584 $ 88,028
MU= FAMILY 1.ttt ettt et ettt et et e e ese e st eseebesbesenseneenean 3,237 3,497
COMIMECTCIAL ...ttt ettt et e et e et e eetaaeeseeeteeeeseesaeenseeseeenseensseenseenses 3,921 4,604
Total first MOTtZAZE 10ANS ...cvevvieiieiieiieiieieeeee ettt et et be et estesseeseeseensesseeneas 102,742 96,129
Consumer loans...............ceo......... 249 372
Total loans........ccoceeeeeuveeevcueeeenen. 102,991 96,501
Net deferred 10an COSES......viiiiiriiiiieiiieeie et 992 812
AllOWANCE FOT 10AN LOSSES ...euvieeieeeiieeeiieiieeie ettt eteeetee e e et e eeteeetteeteeseraeseesereesaessseenseesseeas (624) (779)
TOLAl LOANS, NEL........evieeeeieeieeieeeeeeeeeet ettt ettt eeeaeeeeereeseesesensensensereessesenseneeneenen $ 103,359 $ 96,534

First mortgage loans serviced for others are not included in the accompanying balance sheets. The unpaid principal balance of these loans
totaled $13.7 million and $15.8 million at December 31, 2022 and 2021, respectively. Custodial escrow balances maintained in connection
with the foregoing loan servicing were $231,000 and $270,000 at December 31, 2022 and 2021, respectively.

In the normal course of business, loans are made by the Bank to directors and officers of the Company and the Bank (related parties). The
terms of these loans, including interest rate and collateral, are similar to those prevailing for comparable transactions with other customers
and do not involve more than a normal risk of collectability. At December 31, 2022 and 2021, such borrowers were indebted to the Bank
in the aggregate amount of $597,000 and $556,000, respectively.
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Note 4: Allowance for Loan Losses

Changes in the allowance for loan losses and the related loan balance information by portfolio segment as of and for the years ended
December 31, 2022 and 2021 were as follows:

December 31, 2022
1-4 family
residential  Multi-family Commercial Consumer Total
(Dollars in thousands)
Year ended:
Beginning balance............ccccvevveveeiiierecieieeeeee s $ 675 69 25 10 $ 779
Charge-offs — — — — —
RECOVETIES. . .eeiiiitieiieieeiteieee e 75 — — — 75
NEt FECOVETIES ....ovevieireiereiieierientereseeeeieeie s 75 — — — 75
Reversal of provision for loan 10Sses .........cccccocevenennes (169) (50) (6) &) (230)
Ending balance..............coueverierervevereieriereieierennerenns $ 581 19 19 5§ 624
December 31, 2021
1-4 family
residential  Multi-family Commercial Consumer Total
(Dollars in thousands)
Year ended:
Beginning balance...........c..ecevveeirieenieeieeeeeeenns $ 798 29 38 58 870
Charge-offs ......cceeeiieieceee e — — — 99) (99)
ReCOVETIeS....cevverieiiiaiiiieinneen 31 — — — 31
Net recoveries (charge-offs).... 31 — — 99) (68)

(Reversal of) Provision for loan losses.. (154) 40 (13) 104 (23)
Ending balance..............cocoeveveeeverieriereiereiernerierennans $ 675 69 25 10 $ 779

The balance in the allowance for loan losses and the recorded investment in loans by portfolio segment and based on impairment method
as of December 31, 2022 and 2021, were as follows:

Collectively evaluated Individually evaluated Total
Allowance Recorded Allowance Recorded Allowance Recorded
for loan investment for loan investment for loan investment
losses in loans losses in loans losses in loans
(Dollars in thousands)
December 31, 2022
1-4 family residential ..........c..cceeevennenn. $ 512 § 94,711  $ 69 $ 873 § 581 $ 95,584
Multi-family.......ccoceeievienenieriieieene 19 3,237 — — 19 3,237
Commercial.......ccccooevvviiveiviiiieeeeeeee 19 3,921 — — 19 3,921
CONSUMET .....oocevieeeiiieeeiiee e, 5 249 — — 5 249
TOtal..oooveeceeeeeeeeeeeeeeee e $ 555 § 102,118  $ 69 $ 873 § 624 § 102,991
December 31, 2021
1-4 family residential .............ccoevuennen. $ 557 $ 86,892 §$ 118 % 1,136 $ 675 $ 88,028
Multi-family 69 3,497 — — 69 3,497
Commercial...... 25 4,604 — — 25 4,604
Consumer ......... 10 372 — — 10 372
TOtal...ocveeiieeeeieeeeeeeeeee $ 661 $ 95,365 $ 118 § 1,136 $ 779 $ 96,501
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The Bank evaluates collectability based on payment activity and other factors. The Bank uses a graded loan rating system as a means of
identifying potential problem loans, as follows:

Pass
Loans in these categories are performing as expected with low to average risk.

Special Mention
Loans in this category are internally designated by management as “watch loans.” These loans are starting to show signs of potential

weakness and are closely monitored by management.

Substandard

Loans in this category are internally designated by management as “substandard.” Generally, a loan is considered substandard if it is
inadequately protected by the paying capacity of the obligors or the current net worth of the collateral pledged. Substandard loans present
a distinct possibility that the Bank will sustain losses if such weaknesses are not corrected.

Doubtful
Loans classified as doubtful have all the weaknesses inherent in those designated as “substandard” with the added characteristic that the
weaknesses may make collection or liquidation in full, on the basis of currently existing facts, highly questionable and improbable.

On an annual basis, or more often if needed, the Bank formally reviews the ratings on commercial loans. In addition, the Bank performs
an independent review of a significant portion of the commercial loan portfolio. Management uses the results of the independent review as

part of its annual review process.

The following table presents loan balances based on risk rating by class of loans as of December 31, 2022 and 2021:

Special
Pass Mention Substandard Doubtful Total loans
(Dollars in thousands)

December 31, 2022

1-4 family residential .............cccoeveveieveceeeeeeceeeene $ 95,353 $ 43 3 188 $ — 95,584
Multi-family 3,237 — — — 3,237
Commercial...... 3,921 — — — 3,921
CONSUIMIET ...t eeiieeeeiveeeniveaeaereeenes 249 — — — 249
TOtAL ettt ens $ 102,760 $ 43 3 188 § — $ 102,991
December 31, 2021

1-4 family residential ...........cccoceirernieeireeseeeene $ 87,881 $ 45 3 102§ — 3 88,028
Multi-family............... 3,497 — — — 3,497
Commercial...... 4,604 — — — 4,604
Consumer..... . 372 — — — 372
TOtAL ettt ens $ 96,354 $ 45 3 102§ — 3 96,501

The aging of the Bank’s loan portfolio by class of loans as of December 31, 2022 and 2021, is as follows:

Greater
31-89 Days than 90
Past Due Days Past Total Past
and Due and Due and Total Loan
Accruing Accruing Non-Accrual Non-Accrual Current Balance
(Dollars in thousands)
December 31, 2022
1-4 family residential ..........c..o........ $ 28 $ — $ 154 $ 182  $ 95,402 $ 95,584
Multi-family ........ccocevevieninieenen. — — — — 3,237 3,237
Commercial.........ccceeeieeerienieenens — — — — 3,921 3,921
Consumer — — — — 249 249
Total................. $ 28§ — § 154 ' $ 182§ 102,809 §$ 102,991
December 31, 2021
1-4 family residential ...................... $ — 3 41 3 102 $ 143 $ 87,885 § 88,028
Multi-family .......cccocevevieninieienen. — — — — 3,497 3,497
Commercial — — — — 4,604 4,604
CONSUMET ...coieeeeeiieeiiesieeieeaieenes — — — — 372 372
TOtal oo $ — 41 § 102 $ 143 $ 96,358 $ 96,501
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Loans individually evaluated for impairment by class of loans as of December 31, 2022 and 2021, were as follows:

Unpaid Average Interest
Recorded principal Related recorded income
investment balance allowance investment recognized
(Dollars in thousands)
December 31, 2022
With no related allowance recorded
1-4 family residential ............cccooeivieerieririieninne. $ 429 § 635 $ — 3 442 8 29
Multi-family ......cceeeverierieriieeeieseeeee e — — — — —
Commercial.........c..coveeeieiieeiieeiieeee e — — — — —
Consumer — — — — —
Total $ 429 $ 635 § — § 442§ 29
With a related allowance recorded
1-4 family residential ............cccooeieveeriericiiieninne. $ 444§ 444§ 69 3 452§ 21
Multi-family ... — — — — —
Commercial.... — — — — —
CONSUIMET ... eeeee et eeveee e — — — — —
TOtal ..o $ 444  $ 444  $ 69 $ 452 $ 21
Total individually assessed as of December 31, 2022... § 873 $ 1,079 § 69 $ 894 § 50
December 31, 2021
With no related allowance recorded
1-4 family residential ............cocooeevevereveierecnee. $ 355 % 595 % — § 348  $ 26
Multi-family ......ccoeeveriieieriieieieceeece e — — — — —
Commercial.... — — — — —
CONSUIMET ...t eeiiee e eeeiee et eeaee e, — — — — —
Total oo $ 355 $ 595§ — $ 348 § 26
With a related allowance recorded
1-4 family residential ... e $ 781 $ 797 $ 118 $ 797 $ 35
Multi-family ................. — — — — —
Commercial.... — — — — —
Consumer ....... — — — — —
Total .o $ 781 $ 797 $ 118 § 797 $ 35
Total individually assessed as of December 31, 2021... $ 1,136 § 1,392 § 118 § 1,145 § 61

The recorded investment in loans excludes accrued interest receivable and loan origination fees, net, due to immateriality. For purposes of
this disclosure, the unpaid principal balance is not reduced for partial charge-offs.

Troubled debt restructurings provide for modifications to repayment terms; more specifically, modifications to loan interest rates.
Management performs an impairment analysis at the time of restructuring and periodically thereafter. Any reserve required is recorded

through a provision to the allowance for loan losses.

There were no new troubled debt restructurings during the years ended December 31, 2022 and 2021.

Note 5: Premises and Equipment

The components of premises and equipment as of December 31, 2022 and 2021, are as follows:

2022 2021

(Dollars in thousands)
Land and IMPIOVEIMENTS .........ccuivuieieiuieieeteeteiteeteeteetesteesseeseessesseessesseessesseeseesseessessesssessesssessesseens $ 2,703 $ 2,701
Building and iMPrOVEIMENLS ..........ccueiieiiirieiieitieieeieee ettt ettt sbeetesbe et e sbeeseesbeeaneseeeseens 6,768 6,576
Furniture and €qQUIPIMENL ........ceeouieiirierieieetete ettt ettt ettt saeebesteesteseeensesaeensesseensesseensesseens 1,390 1,372
Total gross equipment................. 10,861 10,649
Less accumulated depreciation... 5,826 5,562
Premises and €qUIPIMENT, NET.........cuevuiiieerieieetieieeteeeecte et eeteeseesreeseesteeteeseereeseessessesreesesssessesseens $ 5035 § 5,087
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Note 6: Other Real Estate Owned
There was no other real estate owned ("OREO") at December 31, 2022 and 2021.

The following table represents the movement in OREO during the periods presented.

At December 31,
2022 2021
(Dollars in thousands)
Transfer of 10ans t0 OREO..........c.coeiuiiiiiririeieieietsiee ettt s s ssseseseesne $ — 172
SA1E OF OREO ...ttt ettt b ettt e e sttt b et e et et et et e e neas — 194
Gross gain realized on transfer to OREO..... — 15
Gross gain realized on sale 0f OREO........ccoooviiiiiiiiiiicceeee et — 7

The recorded investment of consumer mortgage loans secured by residential real estate properties for which formal foreclosure proceedings
are in process is $0 and $60,000, as of December 31, 2022 and 2021, respectively.

Note 7: Deposits
As of December 31, 2022, for years below ended December 31, the scheduled maturities of time deposits are as follows:

Years Ended Amount
(Dollars in thousands)
$ 30,618
14,651
5,427
2,822
1,868
$ 55,386

In the normal course of business, deposit accounts are held by directors and officers of the Bank (related parties). The terms for these
accounts, including interest rates, fees, and other attributes, are similar to those prevailing for comparable transactions with other customers
and do not involve more than the normal level of risk associated with deposit accounts. At December 31, 2022 and 2021, total deposits
held by directors and officers of the Company and the Bank were $724,000 and $1.1 million, respectively.

Note 8: Other Borrowings

On May 12, 2022, the Bank repaid the existing FHLB advance totaling $5.0 million with a 0% interest rate that was due on May 23, 2022.
Additionally, on May 21, 2021, the Bank repaid the existing non-interest bearing FHLB advance totaling $4.0 million that was due on May
24, 2021. The Bank is eligible to borrow up to a total of $68.6 million and $60.8 million at December 31, 2022 and 2021, respectively,
which would be collateralized by $86.6 million and $76.8 million of first mortgage loans under a blanket lien arrangement at December
31, 2022 and 2021, respectively. Additionally, at December 31, 2022 we had a $10.0 million federal funds line of credit with the BMO
Harris Bank, none of which was drawn at December 31, 2022.
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Note 9: Income Taxes

Income tax expense (benefit) for the years ended December 31, 2022 and 2021, is summarized as follows:

Year Ended December 31,
2022 2021
(Dollars in thousands)
Current (DENETIt) EXPENSE ...cuvervirreriieiertieiereeieteetesteetesteeeesseesteseeseesesseessesseessesseensesseessesseessenss
Federal $ (133) $ 62
SEALE -ttt ettt bttt b e b ettt b e bbb et e e b e e bt et steebeenbeeare et — —
Total current (DENEfit) EXPEINSE. ....ecuueuiruieiiriieiieiieie ettt ettt et sttt eteseeene (133) 62
Deferred eXpense (DENETIL)......c.couieiiiieiiiiieiereeieee sttt ettt ettt sttt sbe e e saeseeens 64 (379)
Change in valuation allowance ......... 215 103
Total deferred expense (benefit).... 279 (276)
Total income tax exXpense (DENETIL) ........cevuirieriiiieriirieie ettt sttt st eee e e $ 146 $ (214)

The difference between the income tax expense shown on the statements of income and the amounts computed by applying the statutory
federal income tax rate to income before income taxes is primarily due to tax-exempt income, the change in valuation allowance, and the
adjustment of deferred taxes for enacted changes in tax laws. The provision for income taxes differs from that computed are as follows:

Year Ended December 31,
2022 2021
(Dollars in thousands)
Income (losses) before iNCOME tAX EXPEISE ....euveueereeuertirieieienieieeiesteseeeeeeteetesteseeneeseeneeseebeseenenes $ 173§ (269)
Tax (expense) benefit at statutory federal rate of 21% applied to income before income tax
(EXPENSE) DENCTIL ...ttt sttt et b ettt be et sbe e ae s (36) 56

State income tax, net of federal effect........ovvviriiiiiieiie e (13) 51

83 50

37 38
Valuation allowance on Federal NOL (150) -
Other .....ooveiiiieeeee e (67) 19
Total income tax (expense) benefit ... ... $ (146) S 214
EEFECTIVE tAX TALE ..uveutieiietieitest ettt ettt ettt et h et eb et s et et e st e besbe e beeabenbesaaeneens (84.4)% 79.6%
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The tax effects of existing temporary differences that give rise to significant portions of the deferred tax assets and deferred tax liabilities
at December 31, 2022 and 2021, are as follows:

Year Ended December 31,
2022 2021
(Dollars in thousands)

Deferred tax assets

AlLOWANCE fOT 108N LOSSES ....evveneieiieniieiieiieiiete ettt ettt ettt sttt ebesaee b e sseenseseeennas $ 178 $ 222

Deferred COMPENSALION .......ecverieiiieiietiecieseeie et etesteete e ete e eseesteessessesseeseessesessnensesseensensaens 481 432

REHIIEMENT PLANS .....vveviiiieiieieie ettt ettt ste e e e sbeesaessesseenseessensesseensesseensenseens 55 55

Premises held for sale impairment 101 101

Unrealized loss on securities available-for-sale ............ccccoovvviiiiiiiiiciiieeeeeee e 4,435 32

Federal net operating 10SS CarryfOrwards ..........c..ccvvervieiuienieeiiiecieeiiesee e 358 218

(011175 SR USSP 38 53

State net operating 10Ss CarryfOrWards ..........oocveruirierierierierieie sttt 371 306

GrOSS AEfEITEA tAX ASSELS....viiiiuriieieeieeitiee ettt et eee e e et e e e e e eeaee e e eaeeeeeaeeesenaeeeeeraeeseteeesanes 6,017 1,419

Valuation allowance on federal and state NOLS ...........cccoovviiiviieiiiiiiieecceece e (521) (306)
INEt AEEITEA TAX ASSELS ..evvvviiieeeiee ettt et et e e et e e et e e e et eeeeteeesaeeessaeaeesraeessnaneesannes 5,496 1,113

Deferred tax Habilities......cc.ieiiiiiiiiiiiciieie ettt e e e b e e e e seaeebeessaeebeeeseennns

FHLB StoCK diVIAENAS .......oeevieiiiieiiiciieiie ettt ettt e e be e ae e e saaeeaeessaeebaesnseennns (101) (101)
Accumulated dePreCiation .........c..coeeveeeiriiririnieietet ettt sttt (80) (36)
Deferred tax liabilities................. . (181) (137)
NEt AETEITEA tAX BSSEL......veeeeeeeeeee ettt et e e et e e et e eee et e e e e e e e eeeeeeeeesaeeeeeeneeenesanenas $ 5315 $ 976

The Bank does not expect the total amount of unrecognized tax benefits to change significantly in the next twelve months. Federal net
operating losses (NOL) as of December 31, 2022 and 2021 are $1.7 million, and $1.5 million, respectively, and do not expire. During 2022,
management assessed the available positive and negative evidence to estimate whether sufficient future taxable income will be generated
to permit use of the existing deferred tax assets. A significant piece of objective negative evidence evaluated is the cumulative taxable loss
incurred over the three-year period ended December 31, 2022. Such objective evidence limits the ability to consider other subjective
evidence, such as our projections for future growth.

On the basis of this evaluation, as of December 31, 2022, a valuation allowance of $150,000 on Federal NOLs has been recorded to
recognize only the portion of the deferred tax asset that is more likely than not to be realized. The amount of the deferred tax asset considered
realizable, however, could be adjusted, and an additional valuation allowance recorded, if estimates of future taxable income during the
carryforward period are reduced or if objective negative evidence in the form of cumulative losses is present and additional weight cannot
be given to subjective evidence such as our projections for growth. Our projections for growth are based on growth within our deposit and
loan portfolios and maintaining an adequate net interest margin.

NOL carryforwards for state income tax purposes were approximately $3.9 million and $3.2 million at December 31, 2022 and 2021,
respectively, and will begin expiring in 2023. Due to the uncertainty that the Bank will be able to generate future state taxable income
sufficient to utilize the net operating loss carryforwards, a full valuation allowance of $371,000 has been recorded on the related deferred
tax asset.

There were no uncertain tax positions outstanding as of December 31, 2022 and 2021. As of December 31, 2022, tax years remaining open

for State of Illinois and Wisconsin were 2018 through 2021. Federal tax years that remained open were 2019 through 2021. As of December
31,2022, there were also no unrecognized tax benefits that are expected to significantly increase or decrease within the next twelve months.
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Note 10: Capital Ratios

The Bank is subject to various regulatory capital requirements administered by the federal banking agencies. Failure to meet minimum
capital requirements can initiate certain mandatory actions by regulators that, if undertaken, could have a direct material effect on the
Bank’s financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the Bank must
meet specific capital guidelines that involve quantitative measures of the Bank’s assets, liabilities and certain off-balance-sheet items as
calculated under accounting principles generally accepted in the United States of America, regulatory reporting requirements and regulatory
capital standards. The Bank’s capital amounts and classification are also subject to qualitative judgments by the regulators about
components, risk weightings and other factors.

Quantitative measures established by regulatory reporting standards to ensure capital adequacy require the Bank to maintain minimum
amounts and ratios of total and Tier I capital to risk-weighted assets, common equity Tier 1 capital to total risk-weighted assets and of Tier
I capital to average assets, as such individual components and calculations are defined by related standards. As of December 31, 2022, the
most recent notification from the regulators categorized the Bank as well capitalized under the regulatory framework for prompt corrective
action. There are no conditions or events since that notification which management believes have changed the Bank’s category.

On November 13, 2019, the federal regulators finalized and adopted a regulatory capital rule establishing a new community bank leverage
ratio (“CBLR”), which became effective on January 1, 2020. The intent of CBLR is to provide a simple alternative measure of capital
adequacy for electing qualifying depository institutions and depository institution holding companies, as directed under the Economic
Growth, Relief, and Consumer Protection Act. Under CBLR, if a qualifying depository institution or depository institution holding
company elects to use such measure, such institution or holding company will be considered well capitalized if its ratio of Tier 1 capital to
average total assets (i.e., leverage ratio) exceeds 9% subject to a limited two quarter grace period, during which the leverage ratio cannot
go 100 basis points below the then applicable threshold, and will not be required to calculate and report risk-based capital ratios. In April
2020, under the Coronavirus Aid, Relief, and Economic Security Act (CARES Act), the 9% leverage ratio threshold was temporarily
reduced to 8% in response to the COVID-19 pandemic. The threshold increased to 8.5% in 2021 and returned to 9% in 2022. The Bank
elected to begin using CBLR for the first quarter of 2020. Management believes, as of December 31, 2022, that the Bank met all capital
adequacy requirements to which it was subject.

The Bank’s actual capital amounts and ratios as of December 31, 2022 and 2021, are presented below:

Minimum Required to be
Actual Well-Capitalized (1)
Amount Ratio Amount Ratio
(Dollars in thousands)

As of December 31, 2022
Tier 1 capital (10 AVErage ASSELS)....cccecvvevvieieriereeienrieieesieeiesseesesaeesnens $ 65,634 24.81% $ 23,809 >9%

As of December 31, 2021
Tier 1 capital (t0 AVerage ASSELS)......ccevirererierieieeieiieeeeieieieeeieeeeeieaens $ 44,262 16.11% $ 23,349 >8.5%

(1) As defined by regulatory agencies. Failure to exceed the leverage ratio thresholds required under CBLR in the future, subject to any
applicable grace period, would require the Company to return to the risk-based capital ratio thresholds previously utilized under the fully
phased-in Basel III Capital Rules to determine capital adequacy.

The Company's principal source of funds for dividend payments is dividends received from the Bank. Banking regulations limit the amount
of dividends that the Bank may pay without prior approval of regulatory agencies. Under these regulations, the amount of dividends that
the Bank may pay in any calendar year is limited to the current year's profits, combined with the retained profit of the previous two years,
subject to the capital requirements described above which include a requirement that the Bank maintain a capital conservation buffer of
2.5% on all risk-based capital requirements in order to avoid additional limitations on capital distributions.

Note 11: Benefit Plans

During 2021, the Bank made final payouts for the Directors' Retirement Fund and Equity Value Plan. Both plans were fully accrued for
prior to 2020.

The Bank sponsors a noncontributory Profit-Sharing Plan covering all employees who have worked more than 1,000 hours during the plan
year. Profit sharing expense for the years ended 2022 and 2021 was $0.
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Management implemented a 401(k)-benefit plan during 2007. Employee contributions are matched up to the first 6% of compensation
contributed by the employee. Employer match contributions totaled $150,000 for 2022 and $156,000 for 2021.

As part of the conversion, North Shore Trust and Savings established the Employee Stock Ownership Plan ("ESOP") for its employees.
Shares of the ESOP will be released and allocated to employees based on the ratio of each such participant's compensation. Refer to Note
12 for additional information surrounding the ESOP and related expenses.

Note 12: ESOP

In connection with the Bank’s mutual to stock conversion in January 2022, the Bank established the North Shore Trust and
Savings Employee Stock Ownership Plan (“ESOP”) for all eligible employees. The ESOP purchased 431,836 shares of Company common
stock in the Company’s initial public offering at $10.00 per share with the proceeds of a twenty-five (25) year loan from the Company in
the amount of $4.3 million. The interest rate on the ESOP loan is fixed at 3.25%. The Bank intends to make annual contributions to the
ESOP that at a minimum will permit the ESOP to repay the principal and interest due on the ESOP debt. However, the Bank may prepay
the principal of the note, partially or in full and without penalty or premium at any time and from time to time without prior notice to the
holder. Any dividends declared on Company common stock held by the ESOP and not allocated to the account of a participant can be used
to repay the loan. As the ESOP loan is repaid, shares of Company common stock pledged as collateral for the loan are released from the
loan suspense account for allocation to Plan participants on the basis of each active participant’s proportional share of compensation.
Participants vest 100% in their ESOP allocations after five years of service. In connection with the implementation of the ESOP,
participants were given credit for past service with the Bank for vesting purposes. Participants will become fully vested upon death,
disability, retirement, a change in control, or termination of the ESOP. Generally, participants will receive distributions from the ESOP
upon separation from service. The plan reallocates any unvested shares of common stock forfeited upon termination of employment among
the remaining participants in the plan.

ESOP compensation represents the average fair market value of the shares of Company common stock allocated or committed to be released
as of that date. The difference between the market price and the cost of shares committed to be released is recorded as an adjustment to
additional paid-in capital. Dividends, if any, on allocated shares are recorded as a reduction of retained earnings and dividends, if any, on
unallocated shares are recorded as a reduction of the debt service. The ESOP compensation expense for the year ended December 31, 2022
was $246,000.

Shares held by the ESOP were as follows:

As of
December 31, 2022

(Dollars in

thousands)
Shares committed fOr AlLOCATION. ...........ciiiiiiiiie ettt et et e et e e et e e e et e e eetaeeeeaaeeeeateeeeateeeeeaseeas 22,009
UNAIIOCALEA ... ettt e e et e e et e e e eaa e e e eaaeeeetteeeeateeeeeaseeeeteeeeaaaeeeeesreeeeateeeensreeans 409,827
TOtAl ESOP SNATES ......veieuviiiiieiii ettt ettt ettt ettt et e et e e eae e e abeeeteesaseeeaaeeaseesseenseessseessseesseensaesnseenseesnseenseas 431,836
Fair value of unearned shares at December 31, 2022 .......ooooeiiiiiiiiieiee e eeee et e et eaaeeesaeeeeennes $ 4,152
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Note 13: Commitments and Contingencies

In the ordinary course of business, the Bank has various commitments and contingent liabilities that are not reflected in the accompanying
financial statements. In the opinion of management, the ultimate disposition of these matters is not expected to have a material adverse
effect on the financial position of the Bank.

Financial Instruments
The Bank does not engage in the use of interest rate swaps or futures, forwards or option contracts.

At December 31, 2022 and 2021, unused lines of credit and outstanding commitments to originate loans were as follows:

2022 2021

(Dollars in thousands)
UNUSEA 1NE OF CTEAIt......eiviieeiieeie ettt et e e e et e et eeaeeeaeeetaeereeeneean $ 2,872 $ 4,001
Commitments t0 OriZINALE IOANS ......cc.eruieriirieiieiieieetee sttt sttt st eesbeenneseeens 793 219
TOtAl COMIMUEEIMIENS ......eeeeeeeeeee ettt e e e et e ee et e e e et eeee st eeeeeneeeneseeeeaeeneeeneenesanens $ 3,665 $ 4,220

Concentrations of Credit Risk

The Bank generally originates single-family residential loans within its primary lending area which is Waukegan, Illinois and the
surrounding area. The Bank’s underwriting policies require such loans to be made at approximately 80% loan-to-value, based upon
appraised values, unless private mortgage insurance is obtained, or the loan is guaranteed by the government. These loans are secured by
the underlying properties.

The Bank maintains its cash in deposit accounts at the Federal Reserve Bank or other institutions, the balances of which may exceed
federally insured limits. The Bank has not experienced any losses in such accounts. The Bank believes it is not exposed to any significant
credit risk on cash and cash equivalents.

Interest Rate Risk

The Bank assumes interest rate risk (the risk that general interest rate levels will change) as a result of its normal operations. As a result,
fair values of its financial instruments will change when interest rate levels change, and that change may be either favorable or unfavorable
to the Bank. Management attempts to match maturities of assets and liabilities to the extent believed necessary to minimize interest rate
risk. However, borrowers with fixed rate obligations are less likely to prepay in a rising rate environment and more likely to prepay in a
falling rate environment. Conversely, depositors who are receiving fixed rates are more likely to withdraw funds before maturity in a rising
rate environment and less likely to do so in a falling rate environment. Management monitors rates and maturities of assets and liabilities
and attempts to minimize interest rate risk by adjusting terms of new loans and deposits and by investing in securities with terms that
mitigate the overall interest rate risk.

Litigation

Due to the nature of its business activities, the Bank is at times subject to legal action which arises in the normal course of business. In the
opinion of management, the ultimate resolution of these matters is not expected to have a material effect on the financial position or results
of operations of the Bank.
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Note 14: Fair Value Measurements

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. Fair value measurements must maximize the use of observable inputs and minimize the use of
unobservable inputs. There is a hierarchy of three levels of inputs that may be used to measure fair value:

Level 1  Quoted prices in active markets for identical assets or liabilities

Level 2  Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities; quoted prices in
markets that are not active; or other inputs that are observable or can be corroborated by observable market data for
substantially the full term of the assets or liabilities

Level 3  Unobservable inputs supported by little or no market activity and are significant to the fair value of the assets or
liabilities

An asset’s fair value measurement level within the fair value hierarchy is based on the lowest level of any input that is significant to the
fair value measurement.

Following is a description of the valuation methodologies used for assets measured at fair value.
There have been no changes in the methodologies used at December 31, 2022 and 2021.

Available-for-Sale Securities (Recurring)

Where quoted market prices are available in an active market, securities such as U.S. Treasuries, would be classified within Level 1 of the
valuation hierarchy. If quoted market prices are not available, then fair values are estimated by using quoted prices of securities with similar
characteristics or independent asset pricing services and pricing models, the inputs of which are market-based or independently sourced
market parameters, including, but not limited to, yield curves, interest rates, volatilities, prepayments, defaults, cumulative loss projections
and cash flows. Such securities are classified in Level 2 of the valuation hierarchy. In certain cases where Level 1 or Level 2 inputs are not
available, securities would be classified within Level 3 of the hierarchy.

Impaired Loans (Nonrecurring)

Impaired loans are recorded at fair value on a nonrecurring basis. The fair value of loans is generally based on recent real estate appraisals.
These appraisals may utilize a single valuation approach or a combination of approaches including comparable sales and the income
approach. Adjustments are routinely made in the appraisal process by the independent appraisers to adjust for differences between the
comparable sales and income data available. Such adjustments are usually significant and typically result in a Level 3 classification of the
inputs for determining fair value. Non-real estate collateral may be valued using an appraisal, net book value per the borrower’s financial
statements, or aging reports, adjusted or discounted based on management’s historical knowledge, changes in market conditions from the
time of the valuation and management’s expertise and knowledge of the client and client’s business, resulting in a Level 3 fair value
classification. Impaired loans are evaluated on a quarterly basis for additional impairment and adjusted accordingly.

The following table presents the Bank’s assets that are measured at fair value on a recurring basis classified under the appropriate level of
the fair value hierarchy as of December 31, 2022 and 2021:

Fair Value Measurements Using
Fair Value Level 1 Level 2 Level 3
(Dollars in thousands)

December 31, 2022
Securities Available-for-sale
U.S. TIeaSUIy NOES .....cveveveveniiirieieieieeetriseseeteieseseseesesse e seseeeees $ 7,288 $ 7,288 $ — 3 —
U.S. government agency obligations..........ceceeueeeererienienivenieneennennes 21,390 — 21,390 —
Municipal ODlIALIONS.......cc.evvirierieeeieieeierieeteie e 19,637 — 19,637 —
Mortgage-backed residential obligations..........c.ccceeveereecierieiieniennnennn. 35,738 — 35,738 —
Collateralized mortgage obligations 37,152 — 37,152 —
TOtal .. e 3 121,205  $ 7,288 § 113917 § —
December 31, 2021
Securities Available-for-sale
U.S. government agency obligations...........cccvevveeeeriereesienieereenenenennes $ 10,053 — 10,053 $ —
Municipal obligations.............ccceerveerenenne 18,000 — 18,000 —
Mortgage-backed residential obligations 42,148 — 42,148 —
Collateralized mortgage obligations......... 30,749 — 30,749 —
TOLAL ettt ettt aeebe b eens $ 100,950 — 100,950 $ —
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The Bank may be required, from time to time, to measure certain assets and liabilities at fair value on a nonrecurring basis in accordance
with accounting principles generally accepted in the United States of America. These include assets that are measured at the lower of cost
or market that were recognized at fair value below cost at the end of the period. Assets measured at fair value on a nonrecurring basis and
the valuation techniques used to measure nonrecurring Level 3 fair value measurements as of December 31, 2022 and 2021, were as
follows:

Fair Value Measurements Using
Fair Value Level 1 Level 2 Level 3 Gain/(Loss)
(Dollars in thousands)

December 31, 2022

Impaired 10ans..........ccccveievevieeeieiiieeeeeeeeee e $ 375 — — 375§ —
December 31, 2021

Impaired 10ans.........ccoceeieininieeieeeee e $ 663 — — 663 $ —

The numerical range of unobservable inputs for the valuation assumptions used in calculating the amounts disclosed above is not
meaningful to this presentation.

Note 15: Fair Value of Financial Instruments

Financial instruments are classified within the fair value hierarchy using the methodologies described in Note 14 — Fair Value
Measurements. The following disclosures include financial instruments that are not carried at fair value on the Consolidated Balance
Sheets. The calculation of estimated fair values is based on market conditions at a specific point in time and may not reflect current or
future fair values.

Certain financial instruments generally expose the Company to limited credit risk and have no stated maturities or have short-term
maturities and carry interest rates that approximate market. The carrying value of these financial instruments assumes to approximate the
fair value of these instruments. These instruments include cash and cash equivalents, non-interest-bearing deposit accounts, time deposits
with other financial institutions, FHLB stock, escrow deposits, FHLB advances and accrued interest receivable and payable.

The carrying amounts and estimated fair values by fair value hierarchy of certain financial instruments are as follows:

Carrying Estimated
Amount Level 1 Level 2 Level 3 Fair Value
(Dollars in thousands)
December 31, 2022
Financial assets:
L0ANS, NEL ..ot $ 103,359 $ — 3 — 3 94,779 $ 94,779
Financial liabilities:
Interest-bearing deposits ...........ccccoevervverieenne. $ 165,737 $ — 3 165,535 §$ — 3 165,535
December 31, 2021
Financial assets:
LOANS, NEL ...t $ 96,534 $ — 8§ — $ 96,391 $ 96,391
Loans held forsale...........ccooveieiiiieieiiiieceeeeeeeeee, 104 — 112 — 112
Financial liabilities:
Interest-bearing deposits .........cceevereeveerereennens $ 186,531 $ — 3 181,564 §$ — 3 181,564
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Note 16: Earnings Per Share

Basic EPS represents income available to common stockholders divided by the weighted-average number of common shares outstanding
during the period. Diluted EPS reflects the potential dilution that could occur if securities or other contracts to issue common shares (such
as stock options) were exercised or converted into additional common shares that should then share in the earnings of the entity. Diluted
EPS is computed by dividing net income attributable to common stockholders by the weighted average number of common shares
outstanding for the period, plus the effect of potential dilutive common share equivalents.

There were no securities or other contracts that had a dilutive effect during the twelve months ended December 31, 2022, and therefore the
weighted-average common shares outstanding used to calculate both basic and diluted EPS are the same. Shares held by the Employee
Stock Ownership Plan ("ESOP") that have not been allocated to employees in accordance with the terms of the ESOP, referred to as
"unallocated ESOP shares", are not deemed outstanding for purposes of the EPS calculation. EPS data is not applicable for the twelve
months ended December 31, 2021 as the Company had no shares outstanding.

Year Ended
December 31,
2022
Net income applicable t0 COMMON SNATES .......c.eccuiriiiiiitieieitieiesteeteste ettt ettt et e b e e e ebesseesbesssessesseessesssessesseensansas $ 27
Average number of common Shares OULSTANAING...........c.veiviiiuieiiieiierieecteeeee et et et eseeeaeeseaeesteestaeebeessaeeseessseeseensns 5,131,758
Less: Average unallocated ESOP SRATeS........cc.eeiiiiiiiiriiiiiiieteeeee ettt sttt be e et 402,522
Average number of common shares outstanding used to calculate basic earnings per common share..............ccccecuenune 4,729,236
Earnings per common share basic and diluted ..............cocooiriiiiiiiiiiiiniiceee et $ 0.01

All unallocated ESOP shares have been excluded from the calculation of basic and diluted EPS.
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Note 17: Condensed Parent Only Financial Information

The Parent Company’s condensed balance sheet and related condensed statements of operations and cash flows are as follows. The
information presented for the year ended December 31, 2021 represents the consolidated holding companies of North Shore Trust and
Savings as of December 31, 2021 of North Shore MHC and NSTS Financial Corporation.

NSTS BANCORP, INC.
Condensed Balance Sheets

Year ended December 31,
2022 2021

(Dollars in thousands)

Assets:

CASI ettt a et h et a et n et e aeeae b et et en e st eneeteebe b enteseeaeenan $ 22,194  $ 247

Investment in subsidiary .. 54,510 44,181

L0An t0 ESOP ...ceiiioeeeeee ettt ettt et e et e e et e e et e e e ba e e e eabeeeerbaeennreas 4,145

ONET ASSEES ..eueettetietiete ettt ettt et et e et et e etteteeuteteententeestenseeneensesntenseeneantesneensesneansesssenseansansesseans 104 755
TOUAL ASSEES ...ttt e e eee et eene et eeneeeseeneeeeeeeseeenne $ 80,953 $ 45,183

Liabilities:

Accrued expense and Other HaDIIITIES . ..........c.veveiuieereerieieiietieteeteeteeteeieeteeteeeteeeeeteeteeveeteesaerens $ 411  $ —
TOtA] THADITIIEIES ...eueteeiteetieteete ettt ettt ettt et et e et et e et abeentesbeentabeensenseeneensesnnenes 411 —

Stockholders' equity

COMIMON STOCK .. eeteetieiieieeiiestieterteete et ert e st et e et estesseesseeseessesseessesseessesseassensesssenseensensesssensenssense 54 —

Additional paid-in capital 50,420 —

Retained €arnings.........cccceeeeeeverieneeniecncnennene 45,291 45,264

Unallocated common shares held by ESOP .......cc.cooiiiiiiiiiiiiiieeeeeee e (4,098) —

Accumulated other comprehensive 10SS, NET .......cviiiiiiniiiiiiieiet et eeeneenes (11,125) 81
Total stockholders' equity..........cccvevennennenn. 80,542 45,183
Total liabilities and stockholders’ equity $ 80,953 $ 45,183

NSTS BANCORP, INC.
Condensed Statements of Operations

Year ended December 31,
2022 2021
(Dollars in thousands)

Income:

IIEETESE IIICOMMIC ... ettt ettt ettt ettt ettt et et es et et e et e et et et enteneen e et ees et et enteneeneesesbesanseasenseneaneanas $ 140  $ 1
TOtA] IICOIIIC ..ttt ettt ettt ettt ettt bt sbesbesr b et esnebesbesbe st e b e e ennebeebesees 140 1
Expense:

INONINEETEST EXPEIISE v.vveuveetreereeeenreeteeeresseesrenseesseseesseseessessesseensesseessesssansessesssesseessessesssensesssensessesns $ 425  § 19
Total expense 425 19
Losses before income tax (benefit) expense and equity in undistributed earnings of subsidiary.... $ 285) § (18)
Income taX (DENEit) EXPEISE ...eeureiuieietieieeteeiete ettt et et eteetteteeteenteateebesteensesneensesseensasseannanns (C2)) 38
Losses before equity in undistributed earnings of subsidiary ...........cccceecvevereieriieiienenienieeieie s $ (194) $ (56)
Equity in undistributed earnings of subsidiary 221 1
INEt ANCOMIE (I0SSES) ......c.ovivirieieeieeietietiet ettt ettt eteteeteeteeteetesesseseesseseeseesensensensereereesenen $ 27§ (55)
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NSTS BANCORP, INC.
Condensed Statements of Cash Flows

Year ended December 31,

2022 2021

Cash flows from operating activities:

(Dollars in thousands)

NEL INCOME (JOSSES) ...vevevevniriirieieieteittrteteteteteies ettt ettt ete sttt s et ebesesent et esebesesesentesesesesenns 27 S (55)
Adjustments to reconcile net income (losses) to net cash used in operating activities:
Decrease (Increase) in OthEr @SSELS........ecvieierierierierieitereeiesteetestesetesaeeeessesseeseeseesesseessessesssenes 651 (704)
Increase (decrease) in accrued expenses and other liabilities.........coevveviereecienieiieneeiese e 411 3)
Issuance of common shares donated to North Shore Trust and Savings Charitable Foundation.. 1,009 —
Equity in undistributed earnings of SUDSIAIAIY .........ccveevveeerieieieiieeiieeiieeie et eieeeveeeveeeens (221) (1)
Net cash provided by (used in) Operating ACtVItICS ... .veeverreeierteeieiteeiietestieiesieetesteenrenieseeens 1,877 (763)
Cash flows from investing activities:
Principal payments on 10an t0 ESOP ........c.ccecieiieieiieiieiesiieieseeieeeetesieetesveevesiesaensessaensesenennas 174 $ —
Net cash provided by iNVesting aCtIVITIES ........coueruerueieieiiriieiertee et e 174 —
Cash flows from financing activities:
Net proceeds from issuance of COMMON SHATES.........cccueruiriiriirieiinieieeiee et 49,440 —
Loan to ESOP....cccoiiiiiiiiiiiiiiiieieeee, (4,319) —
Proceeds from conversion transferred to subsidiary (25,225) —
Net cash provided by financing activities......... 19,896 —
Net Change 1N CASH ...o..eeiiiiii e sttt sttt enee 21,947 (763)
Cash at beg@inning Of PETIOM ... .eouiiiiiiiieiee ettt ettt ettt e st et e sbeebesbeeneesneas 247 1,010
Cash at end OF PEriod..........cc.oviiiiiiiiiitiiieeeeeee ettt ettt ettt eteeseeseseaesseneeseeseesenns 22,194 § 247
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Note 18: Changes in Accounting Principles

Accounting for Financial Instruments — Credit Losses

The FASB issued Accounting Standards Update ("ASU") No. 2016-13, Financial Instruments— Credit Losses (Topic 326). The ASU
introduces a new credit loss model, the current expected credit loss model (CECL), which requires earlier recognition of credit losses,
while also providing additional transparency about credit risk. The ASU is effective for the Company as of January 1, 2023.

The CECL model utilizes a lifetime “expected credit loss” measurement objective for the recognition of credit losses for loans, held-to-
maturity securities, and other receivables at the time the financial asset is originated or acquired. The expected credit losses are adjusted
each period for changes in expected lifetime credit losses. For available for-sale securities where fair value is less than cost, credit-related
impairment, if any, will be recognized in an allowance for credit losses and adjusted each period for changes in expected credit risk. This
model replaces the multiple existing impairment models, which generally require that a loss be incurred before it is recognized.

Management has developed a CECL allowance model which calculates credit loss reserves over the life of the loan and is largely driven
by peer data adjusted for loan portfolio characteristics unique to the Bank. Management will periodically refine the model as needed. The
Company expects to incur a $250,000 to $300,000 after-tax charge during the first quarter of 2023 as a result of the implementation of
CECL, which will be a decrease to the opening stockholders’ equity balance as of January 1, 2023. The total estimated impact equates to
a 9 to 12 basis point decrease to our Tangible Common Equity ratio. Management is in the process of finalizing the review of the most
recent model run and finalizing assumptions including qualitative adjustments and economic forecasts.

Note 19: Subsequent Events
Management evaluated subsequent events through March 30, 2023, the date the financial statements were issued. Management does not

believe there were any material subsequent events during this period that would have required further recognition or disclosure in the
consolidated financial statements included in this report.
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SIGNATURES

Pursuant to the requirements of the Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report
to be signed on its behalf by the undersigned, thereunto duly authorized.

NSTS BANCORP, INC.
Dated: March 30, 2023 By: /s/ Stephen G. Lear

Stephen G. Lear
President and Chief Executive Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below hereby constitutes and appoints each
of Stephen G. Lear and Carissa H. Schoolcraft, with full power to act without the other, his or her trust and lawful attorney-in-fact and
agency, with full and several powers of substitution, for him or her and in his or her name, place and stead, in any and all capacities, to
sign any and all amendments to this Annual Report on Form 10-K, and to file the same, with all exhibits thereto and other documents in
connection therewith, with the Securities and Exchange Commission, and hereby grants to such attorneys-in-fact and agents, and each of
them, full power and authority to do and perform each and every act and thing requisite and necessary to be done, as fully as to all intents
and purposes as each of the undersigned might or could do in person, hereby ratifying and confirming all that said attorneys-in-fact and
agents, or any of them, or their or his substitute or substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange of 1934, this report has been signed below by the following persons on behalf of
the Registrant and in the capacities and on the dates indicated.

Signatures Title Date
Chairman of the Board, President and Chief Executive Officer March 30. 2023
/s/ Stephen G. Lear (Principal Executive Officer) ’

Stephen G. Lear

Chief Financial Officer March 30, 2023

/s/ Carissa H. Schoolcraft (Principal Financial and Accounting Officer)
Carissa H. Schoolcraft
/s/ Apolonio Arenas Director March 30, 2023
Apolonio Arenas
/s/ Thaddeus M. Bond, Jr. Director March 30, 2023
Thaddeus M. Bond, Jr.
/s/ Kevin M. Dolan Director March 30, 2023
Kevin M. Dolan
/s/ Thomas M. Ivantic Director March 30, 2023
Thomas M. Ivantic
/s/ Thomas J. Kneesel Director March 30, 2023
Thomas J. Kneesel
/s/ Rodney J. True Director March 30, 2023

Rodney J. True
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