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PART |
Iltem 1. BUSINESS

General
Company Background

Barrett Business Senices, Inc. (‘BBSI,” the “Company,” “our” or “we”), is a leading provider of business management solutions for small and mid-sized
companies. The Company has developed a management platform that integrates a knowledge-based approach from the management consulting industry
with tools from the human resource outsourcing industry. This platform, through the effective leveraging of human capital, helps our business owner
clients run their businesses more effectively. We believe this platform, delivered through a decentralized organizational structure, differentiates BBSI from
our competitors. BBSI was incorporated in Maryland in 1965.

Certain statements below contain forward-looking information that is subject to risks and uncertainties. See “Forward-Looking Information” in Item 7 of
Part Il of this report and “Risk Factors” in ltem 1A of Part | of this report.

Common Stock Split

On June 4, 2024, we amended our Charter to increase the number of authorized shares of common stock from 20,500,000 shares to 82,000,000 shares,
and our Board of Directors declared a four-for-one split of the Company’s common stock effected in the form of a stock dividend (the “2024 Stock Split”).
Each stockholder of record at the close of business on June 14, 2024 received a dividend of three additional shares of common stock for each then-held
share, distributed after close of trading on June 21, 2024. All share and per share amounts presented herein have been retroactively adjusted to reflect
the impact of the 2024 Stock Split. The shares of common stock retain a par value of $0.01 per share. Accordingly, an amount equal to the par value of
the increased shares resulting from the stock split was reclassified from additional paid-in capital to common stock.

Business Strategy

Our strategy is to align local operations teams with the mission of small and mid-sized business owners, driving value to their business. To do so, BBSI:
partners with business owners to leverage their investment in human capital through a high-touch, results-oriented approach;
+brings predictability to each client organization through a three-tiered management platform; and
«enables business owners to focus on their core business by reducing organizational complexity and maximizing productivity.

Business Organization

We operate a decentralized delivery model using operationally-focused business teams, typically located within 50 miles of our client companies. These
teams are led by experienced business generalists and include senior level professionals with expertise in human resources, organizational
dewelopment, risk mitigation and workplace safety, recruiting, employee benefits, and various types of administration, including payroll. These teams are
responsible for growth and profitability of their operations, and for providing strategic leadership, guidance and expert consultation to our client
companies. The decentralized structure fosters autonomous decision-making in which business teams deliver plans that closely align with the objectives
of each business owner client.

Senices Oweniew

BBSI's core purpose is to advocate for business owners, particularly in the small and mid-sized business segment. Our ewolution from an
entrepreneurially run company to a professionally managed organization



has helped to form our view that all businesses experience inflection points at key stages of growth. The insights gained through our own growth, along
with the trends we see in working with more than 8,100 companies each day, define our approach to guiding business owners through the challenges
associated with being an employer. BBSI's business teams align with each business owner client through a structured three-tiered progression. In doing
s0, business teams focus on the objectives of each business owner and deliver planning, guidance and resources in support of those objectives.

Tier 1: Tactical Alignment

The first stage focuses on the mutual setting of expectations and is essential to a successful client relationship. It begins with a process of assessment
and discowery in which the business owner's business objectives, attitudes, and culture are aligned with BBSI's processes, controls and culture. This
stage includes an implementation process, which addresses the administrative components of employment.

Tier 2: Dynamic Relationship

The second stage of the relationship emphasizes organizational development as a means of achieving each client’s business objectives. There is a focus
on process improvement, development of best practices, supenisor training and leadership development.

Tier 3: Strategic Counsel

With an emphasis on advocacy on behalf of the business owner, the third stage of the relationship is more strategic and forward-looking with a goal of
cultivating an environment in which all efforts are directed by the mission and long-term objectives of the business owner.

In addition to sening as a resource and guide, BBSI can provide workers’ compensation coverage as a means of meeting statutory requirements and
protecting our clients from employment-related injury claims. Through our third-party administrators, we provide claims management senices for our
clients. We work to manage and reduce job injury claims, identify fraudulent claims and structure optimal work programs, including modified duty.

In 2023, BBSI began offering additional employee benefit programs to our clients. The new benefit programs available to clients include medical, dental
and \ision plans, flexible spending accounts and health savings accounts, life insurance and voluntary accident coverage, critical illness and disability
cowerage, among others. These additional employee benefit programs are offered through fully insured arrangements with third-party carriers and are
designed to provide strategic value to our clients through access to best-in-class plans and senice.

Categories of Services

We report financial results in two categories of senices: Professional Employer Senices (‘PEO”) and Staffing. See ltem 7 of Part Il of this Report for
information regarding the percentages of total net revenues provided by our PEO and staffing senices for each of the last three fiscal years, and our
consolidated financial statements in Item 8 of Part Il of this Report for information regarding revenues, net income and total assets in our single
reportable segment.

PEO

We enter into a client senices agreement to establish a co-employment relationship with each client company, assuming responsibility for payroll,
payroll taxes, workers’ compensation (if elected) and benefits coverage (if elected) and certain other administrative functions for the client’s existing
workforce. We provide our PEO clients access to human resource advisors, retirement plans, a leaming management system and our web-based
technology platform, myBBSI.



We refer to employees of our PEO clients as worksite employees (“WSEs”). The client maintains physical care, custody and control of the WSEs,
including the authority to hire and terminate employees. During 2024, we supported in excess of 8,100 PEO clients with total average WSEs of 129,577.

Staffing and Recruiting

Our staffing senices include on-demand or short-term staffing assignments, contract staffing, direct placement (including for PEO and non-PEQ clients),
and long-term or indefinite-term on-site management. On-site management employees are BBSI management employees who are based on the client-
site and whose jobs are to assist BBSI staffing employees. Our recruiting experts maintain a deep network of professionals from which we source
candidates. Through an assessment process, we gain an understanding of the short and long-term needs of our clients, allowing us to identify and
source the right talent for each position. We then conduct a rigorous screening process to help ensure a successful hire.

Clients and Client Contracts

Our PEO business is typically characterized by long-term relationships that result in recurring revenue. The terms and conditions applicable to our client
relationships are set forth in a client senices agreement, which typically provides for an initial term of one year with renewal for additional one-year
periods, but generally permits cancellation by either party upon 30 days’ written notice. In addition, in most cases we may terminate the agreement at
any time for certain breaches of contract, including nonpayment or failure to follow our workplace safety recommendations.

The PEO client senices agreement also provides for indemnification by the client against losses arising out of any default by the client under the
agreement, including failure to comply with any employment-related, health and safety, or immigration laws or regulations. Our client senice agreement
requires that clients enter a co-employment arrangement and maintain comprehensive liability coverage in the amount of $1.0 million for acts of their
employees. It is nevertheless possible that claims not satisfied or covered through indemnification or insurance may be asserted against us, which could
adwersely affect our results of operations.

We have PEO client senices agreements with customers in a diverse array of industries, including, among others, construction, manufacturing,
transportation and warehousing, waste management and remediation senices, retail, leisure and hospitality and wholesale trade. None of our clients
individually represented more than 1% of our total revenues in 2024.

Market Opportunity

As a PEOQ that aligns with the mission of business owners by providing resources and guidance to small and mid-size businesses, BBSI beliewes its
growth is driven by the desire of business owners to focus on mission-critical functions, reduce complexity associated with the employment function,
mitigate costs and maximize their investment in human capital. Our integrated management platform has enabled us to capitalize on these needs within
the small to mid-size business sector.

The small and mid-sized business segment is particularly attractive because:
«it is large, continues to offer significant growth opportunity and remains underserved by professional senices companies;
«it typically has fewer in-house resources than larger businesses and, as a result, is generally more dependent on external resources;
«we generally experience a relatively high client retention rate and lower client acquisition costs within this market segment; and

-we hawe found that small to mid-sized businesses are responsive to quality of senice when selecting a PEO or staffing senices provider.
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Competition

The business environment in which we operate is characterized by intense competition and fragmentation. BBSI is not aware of reliable statistics
regarding the number of its competitors, but certain large, well-known companies typically compete with us in the same markets and hawe greater
financial and marketing resources than we do, including Automatic Data Processing, Inc., ManpowerGroup, Inc., Kelly Senices, Inc., Insperity, Inc.,
TriNet Group, Inc., Robert Half International Inc. and Paychex, Inc. We face additional competition from regional providers and we may in the future also
face competition from new entrants to the field, including other staffing senices companies, payroll processing companies and insurance companies.
The principal competitive factors in the business environment in which we operate are price and lewvel of senice.

We believe that our growth is attributable to our ability to provide small and mid-sized companies with the resources and knowledge base of a large
employer delivered through a local operations team. Our level of integration with each client business provides us an additional competitive advantage.

Technology Platform

Our client-facing technology platform, myBBS], includes both intemally developed and licensed software which gives our clients a wide range of tools,
including the ability to process payrall, collect and process time and attendance information, manage human resource information including employee
onboarding and termination, as well as compensation, benefits, and payroll tax reporting.

Growth Strategy

We believe our clients are one of our best advocates and powerful drivers of referral-based growth. In each market, operations teams provide expertise,
consultation and support to our clients, driving growth and supporting retention. We anticipate that by adding business teams to existing branches, we
can achieve incremental growth in those markets, driven by our reputation and by client referrals. In most markets, business dewelopment efforts are led
by area managers and are further supported by business development managers.

Our business growth has three primary sources: referrals from existing clients, direct business-to-business sales efforts by our area managers and
business development managers, and an extensive referral network. Partners in our referral network include insurance brokers, financial advisors,
attomeys, CPAs, and other business professionals who can facilitate an introduction to prospective clients. These referral partners facilitate introductions
to business owners on our behalf, typically in exchange for a fee equal to a small percentage of payroll.

We see two key drivers to our growth:

«Increase market share in existing markets. We seek to support, strengthen and expand branch office operations through the ongoing
dewelopment of business teams. We believe that strengthening and expanding the operations of each location is an efficient and effective means
of increasing market share in the geographic areas in which we do business, and that our business teams sene a dual purpose: 1) Delivering
high-quality senice to our clients, thereby supporting client business growth and retention, and driving client referrals, and 2) Incubating and
acquiring talent at the branch level to support expansion into new markets.

-Penetrate new markets. We intend to expand our geographic presence as opportunities arise. We continue to refine our approach to geographic
expansion, which now includes an "asset-light" entry to new markets until sufficient scale is reached to warrant a physical office location. As part
of this effort to expand geographically, we have become licensed to provide PEO senices nationwide.
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Workers’ Compensation

Through our client senices agreement, BBSI can provide workers’ compensation coverage to its clients. We provide this coverage through a variety of
methods, all of which are subject to rigorous underwriting to assess financial stability, risk factors and cultural alignment related to safety and the
client’s desire to improve their operations. In providing this coverage, we are responsible for complying with applicable statutory requirements for workers'
compensation coverage.

Risk mitigation is also an important contributor to our principal goal of helping business owners operate their business more efficiently. It is in the mutual
interests of the client and BBSI to commit to workplace safety and risk mitigation. We maintain clear guidelines for our area managers and risk
management consultants, directly tying their continued employment to their diligence in understanding and addressing the risks of accident or injury
associated with the industries in which client companies operate and in monitoring clients’ compliance with workplace safety requirements.

Elements of Workers' Compensation System

State law (and for certain types of employees, federal law) generally mandates that an employer reimburse its employees for the costs of medical care
and other specified benefits for injuries or ilinesses, including catastrophic injuries and fatalities, incurred in the course and scope of employment. Most
states require employers to maintain workers' compensation insurance or otherwise demonstrate financial responsibility to meet workers' compensation
obligations to employees. The benefits payable for various categories of claims are determined by state regulation and vary with the severity and nature
of the injury or iliness and other specified factors. In retum for this guaranteed protection, workers' compensation is an exclusive remedy and employees
are generally precluded from seeking other damages from their employer for workplace injuries. In many states, employers who meet certain financial
and other requirements are permitted to self-insure.

Insured Program

The Company provides workers’ compensation coverage for client employees primarily through arrangements with fully licensed, third-party insurers (the
“insured program”). Under this program, carriers issue policies or afford coverage to the Company’s clients under a program maintained by the Company.
Approximately 85% of the Company’s workers’ compensation exposure is covered through the insured program.

Effective July 1, 2021, the Company entered into a fully insured arrangement for its insured program, whereby third-party insurers assume substantially
all risk of loss for claims incurred under the program. This fully insured arangement has been extended annually and covers claims incurred between
July 1, 2021 and June 30, 2025, with an option to renew through June 30, 2026.

Each annual fully insured policy allows BBSI to participate in savings if claims develop favorably up to a maximum per policy year ranging from $20.5
million to $28.5 million, depending on the policy period. For only the policy period from July 1, 2021 to June 30 2022, BBSI can also incur additional
premium up to $7.5 million if claims develop adversely. No additional premium can be charged based on claim performance for other policy years.

Premiums incurred but not paid are recorded as either current or long-term premium payable on the consolidated balance sheets based on the expected
timing of the payments.

For claims incurred under the insured program prior to July 1, 2021, the Company retains risk of loss up to the first $3.0 million per occurrence on
policies issued after June 30, 2020 and $5.0 million per occurrence on policies issued before that date.

Claim obligations for policies issued under the insured program between February 1, 2014 and June 30, 2018 were remowved through loss portfolio
transfers in 2020 and 2021.



Self-Insured Programs

The Company is a self-insured employer with respect to workers' compensation coverage for all employees, including employees of PEO clients that
elect to participate in our workers’ compensation program, working in Colorado, Maryland, Ohio, and Oregon. In the state of Washington, state law
allows only the Company's staffing senices and intemal management employees to be covered under the Company's self-insured workers' compensation
program. The Company also operates a wholly owned, fully licensed insurance company, Ecole, which provides workers’ compensation coverage to
client employees working in Arizona and Utah. Approximately 15% of the Company’s workers’ compensation exposure is covered through self-insurance
or Ecole (the “self-insured programs”).

For all claims incurred under the Company’s self-insured programs, the Company retains risk of loss up to the first $3.0 million per occurrence, except in
Maryland and Colorado, where the Company’s retention per occurrence is $1.0 million and $2.0 million, respectively. For claims incurred under the
Company’s self-insured programs prior to July 1, 2020, the Company retains risk of loss up to the first $5.0 million per occurrence, except in Maryland
and Colorado, where the retention per occurrence is $1.0 million and $2.0 million, respectively.

Claims Management

As aresult of our status as a selfinsured employer in four states and our remaining retention arrangements, our workers' compensation expense is tied
directly to the incidence and sewerity of covered workplace injuries. We seek to contain our workers' compensation costs through a comprehensive
approach to claims management. We use managed-care systems to reduce medical costs and keep time-loss costs to a minimum by assigning injured
workers, whenever possible, to short-term assignments which accommodate the workers' physical limitations. We believe that these assignments
minimize both time actually lost from work and covered time-loss costs. We engage a third-party claims administrator ("TPA") to provide the primary
claims management expertise. Typical claims management procedures include performing thorough and prompt on-site investigations of claims filed by
employees, working with physicians to encourage efficient medical management of cases, denying questionable claims and attempting to negotiate
early settlements to eliminate future adverse dewelopment of claims costs. We also maintain a corporate-wide pre-employment drug screening program
and a post-injury drug test program. We believe our claims management program has resulted in a reduction in the frequency of fraudulent claims and in
accidents in which the use of illicit drugs appears to have been a contributing factor.

Sponsored Benefits

In 2023, BBSI began offering employee benefits to its PEO client employees. As a plan sponsor, BBSI engages with third-party insurance carriers to
enter into fully insured arrangements to offer a wide range of employee benefit programs to our clients, including medical, dental and \ision plans, flexible
spending accounts and health savings accounts, life insurance and voluntary accident coverage, and critical illness and disability coverage, among
others.

As the sponsor and administrator of the PEO benefit programs, BBSI negotiates the terms of the benefit programs with third-party insurance carriers and
benefit providers, pays insurance carrier premiums, and maintains the plans to comply with all applicable federal, state, and local laws and regulations.
We also provide access to benefit consultants who design benefit plans that meet the specific needs of our clients, produce tailored benefit guides that
assist our worksite employees in selecting benefit products that are right for them, and we provide a custom enroliment interface through myBBSI. We
believe that the administration senices and the wide array of benefit products that we offer as a plan sponsor would traditionally only be available to large
organizations. By providing our small and medium-sized business clients with access to best-in-class benefits and administration senices, we are
provding strategic value that improves our clients' ability to attract and retain top talent for their organizations.
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Human Capital

At December 31, 2024, we had a total of 3,658 employees, including 870 managerial, sales and administrative employees (together, “management
employees”), 4 executive officers and 2,784 staffing senices employees. We are also the administrative employer for certain limited purposes such as
processing payroll and remitting payroll taxes for 132,069 WSEs in our co-employment arrangements with our PEO clients. The number of employees
and WSEs at any given time may vary significantly due to business conditions at BBSI and our client companies. We believe our employee relations
with management employees are good.

BBSI believes that making significant investments in the best management employee talent available allows us to leverage the value of this investment
many times over. Additionally, we believe our Company’s success depends on our ability to attract, develop and retain our management employee and
staffing workforce. As such, we strive to be an employer of choice and promote the health, welfare and safety of our employees. This involves promoting
diversity and treating all employees with dignity and respect, while providing our management employees with fair, market-based, competitive and
equitable compensation. Because of our continuous commitment to our employees, we have recently been recognized as a Great Place to Work
Certified company for our fourth consecutive year.

We motivate our management employees through a compensation package that includes a competitive base salary and the opportunity for profit sharing.
At the branch lewel, profit sharing is in direct correlation to client WSE growth and workers’ compensation claims performance, reinforcing a culture
focused on achievement of client goals. We also provide a comprehensive benefits package as well as an employee stock purchase plan to our
employees. We seek feedback from employees regarding our benefits package through employee suneys. This information is used by management to
make improvements as we continuously strive to be an employer of choice.

We offer various qualified employee benefit plans to our employees and WSEs for whom we are the administrative employer in a co-employment
arrangement with a PEO client that so elects. Our qualified staffing and management employee benefit plans include our 401(k) plan. Beginning in 2023,
qualified employees may enroll upon reaching 21 years of age and completing six months of senice. We match 100% of contributions by management
and staffing employees up to 3% of each participating employee's annual compensation and 50% of the employee's contributions up to an additional 2%
of annual compensation. Matching contributions to the 401(k) plan for management and staffing employees are made under a safe harbor provision,
which are immediately 100% vested. WSEs cowered under a PEO arrangement may participate in our 401(k) plan at the sole discretion of the PEO
client.

We also offer a cafeteria plan under Section 125 of the Intemal Revenue Code and group health, life insurance and disability insurance plans to qualified
staffing and management employees. Generally, qualified employee benefit plans are subject to provisions of both the Intemal Revenue Code and the
Employee Retirement Income Security Act of 1974 ("ERISA").

Certain highly compensated employees of the Company are allowed to participate in a nonqualified deferred compensation plan. Under the plan,
participants are permitted to defer receipt for income tax purposes of up to 90% of salary and up to 100% of any incentive bonus. Participants eamn a
retum on their deferred compensation based on the investment performance of participant-selected investments. As an incentive to participate in the
plan, the Company awards restricted stock units with a value equal to 35% of the amount deferred under the plan, up to a maximum of $75,000 per year.
The restricted stock units vest in full on the fith anniversary of the grant date, contingent on the continued employment of the participant.

The Company established a Rabbi trust under which compensation deferred by participants is deposited and held separately from the Company's other
assets, subject to the claims of the Company's creditors in the event of its bankruptcy or insolvency.

The Patient Protection and Affordable Care Act and the Health Care and Education Reconciliation Act of 2010 (collectively, the “Acts”) subject us to
potential penalties unless we offer to our employees minimum essential healthcare coverage that is affordable. Because each PEO client is considered
to be the sole employer in the application of any rule or law included within the scope of the Acts, we are not required to offer health care coverage to the
WSEs of our PEO clients. However, in 2023 we began offering



sponsored benefits, including healthcare coverage, to eligible PEO client employees as part of our PEO senice offering. To comply with the employer
mandate provision of the Acts for our staffing and management employees, we offer health care coverage to all staffing and management employees
eligible for coverage under the Acts.

Regulatory and Legislative Environment

We are subject to the laws and regulations of the jurisdictions within which we operate, including those govermning self-insured employers under the
workers' compensation systems in Oregon, Maryland, Ohio, and Colorado, as well as in Washington for staffing and management employees. We are
also subject to laws and regulations governing our two wholly owned insurance companies in Arizona. While the specific PEO laws and regulations vary
among these jurisdictions, they typically require some form of licensing or registration and often have statutory requirements for workplace safety and
notice of change in obligation of workers’ compensation coverage in the event of contract termination. Although compliance with these requirements
imposes some additional financial risk, particularly with respect to those clients who breach their payment obligation to us, such compliance has not
had a material adverse effect on our business to date.

Our operations are affected by numerous federal and state laws relating to labor, tax and employment matters. Through our client senices agreement,
we assume certain obligations and responsibilities as the administrative employer under federal and state laws. Since many of these federal and state
laws were enacted prior to the development of nontraditional employment relationships, such as professional employer, temporary employment, and
outsourcing arrangements, many of these laws do not specifically address the obligations and responsibilities of nontraditional employers. In addition,
the definition of "employer" under these laws is not uniform.

As an employer, we are subject to all federal statutes and regulations govering our employer-employee relationships for staffing and management
employees. Subject to the discussion of risk factors below, we believe that our operations comply in all material respects with applicable federal statutes
and regulations.

Due to the nature of our operations, we collect, store, process, use and retain significant amounts of confidential and sensitive personal employee and
client information. As such, we are subject to a variety of federal and state laws and regulations associated with data privacy and security. For further
discussion on the federal and state laws and regulations associated with data privacy and security, including protected health information ("PHI") and the
related federal and state regulations such as HIPAA and the HITECH act, refer to “Risk Factors” in ltem 1A of Part | of this report.

Additional Information

Qur filings with the Securities and Exchange Commission ("SEC"), including our annual report on Form 10-K, quarterly reports on Form 10-Q, current
reports on Form 8-K, proxy statements, and registration statements, as well as any amendments to these filings, are accessible free of charge at our
website at http://www.bbsi.com as soon as reasonably practicable after they are electronically filed with the SEC. By making this reference to our
website, we do not intend to incorporate into this report any information posted on our website. The website should not be considered part of this report.

The SEC also maintains a website at http://www.sec.gov that provides access to reports, proxy and information statements, and other information
regarding issuers that file electronically with the SEC, including the Company.

Item 1A. RISK FACTORS

In addition to other information contained in this report, the following risk factors should be considered carefully in evaluating our business.
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Risks Relating to Workers’ Compensation

Our ability to continue our business operations under our present service model is dependent on maintaining workers' compensation
insurance coverage.

Our arrangement with fully licensed, third-party insurers under the insured program provides workers’ compensation cowerage to BBSI's PEO clients
through June 30, 2025, with the possibility of additional annual renewals. If our fully licensed third-party insurers are unwilling or unable to renew our
arrangement in the future, we would need to seek coverage from a small number of altemative insurers. If replacement coverage were unavailable or
available only on significantly less favorable terms, our business and results of operations would be materially adversely affected.

We continue to have retention for certain workers' compensation claims incurred prior to July 1, 2021 in the majority of states in which we
operate.

For claims incurred under the insured program prior to July 1, 2021, the Company retains risk of loss up to the first $3.0 million per occurrence on
policies issued after June 30, 2020, and $5.0 million per occurrence on policies issued before that date.

For all claims incurred under the Company’s self-insured programs, the Company retains risk of loss up to the first $3.0 million per occurrence, except in
Maryland and Colorado, where the Company’s retention per occurrence is $1.0 million and $2.0 million, respectively. For claims incurred under the
Company’s self-insured programs prior to July 1, 2020, the Company retains risk of loss up to the first $5.0 million per occurrence, except in Maryland
and Colorado, where the retention per occurrence is $1.0 million and $2.0 million, respectively.

On June 29, 2020, the Company entered into a loss portfolio transfer agreement (“LPT 1”) to remowe all outstanding workers’ compensation claims
obligations for claims incurred under its insured program between February 1, 2014 and December 31, 2017. On June 30, 2021, the Company entered
into a loss portfolio transfer agreement (‘LPT 2”) to remowe all remaining outstanding workers’ compensation claims obligations for client policies issued
under its insured program up to June 30, 2018.

Thus, for claims incurred before July 1, 2020, the Company has financial risk for most workers’ compensation claims under $5.0 million on a per
occurrence basis, except for claims transferred under the insured program as part of LPT 1 and LPT 2. For claims incurred between July 1, 2020 and
June 30, 2021, the Company has financial risk for most workers' compensation claims under $3.0 million on a per occurrence basis. This level of per
occurrence retention may result in higher workers’ compensation costs to us with a corresponding negative effect on our operating results and financial
condition.

Collateral requirements could increase beyond our ability to satisfy those requirements.

The Company is required to provide collateral for its insured program and by certain states related to its current and former status as a self-insured
employer. Various factors, including adverse loss experience or a decline in the fair value of investments in our collateral accounts, could cause the
counterparties to require that additional collateral be posted. To partially satisfy these collateral requirements, the Company has provided surety bonds
and standby letters of credit. If there are significant changes to the market for these credit products, or if we are unable to renew these agreements, we
may incur increased costs or be required to deposit additional capital as collateral.

Failure to manage the severity and frequency of workplace injuries will increase our workers’ compensation expenses.

Significant increases in the relative frequency or severity of workplace injuries due to failures to accurately assess potential risks or assure
implementation of effective safety measures by our clients may result in increased workers’ compensation claims expenses, with a coresponding
negative effect on our results of operations and financial condition.
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Risks Related to Technology

To succeed, we must constantly improve our technology to meet the expectations of our clients. If we fail to meet those expectations, we
may lose clients and harm our business.

To attract and retain clients and satisfy their expectations, the software, hardware and networking technologies we use must be frequently and rapidly
upgraded, enhanced and improved in response to technological advances, competitive pressures, client expectations, and new and changing laws.
Failure to successfully implement technological improvements could result in harm to our reputation, loss of market share, reduced revenue, or client
claims against us, any of which could materially harm our business.

As we continue to invest in upgrades or replacements to our existing systems, including enhancements and additional security measures, we may incur
substantial costs and risks relating to development, installation and implementation, including disruptions in our senice offerings or increases in
expected costs, which may have a material adverse effect on our operating results and financial condition.

We are dependent upon technology services, and if we experience damage, service interruptions or failures in our computer and
telecommunications systems, our client relationships and our ability to attract new clients may be adversely affected.

We rely extensively on computer systems, including systems of third-party vendors, to provide senice offerings to our clients, manage our branch
network, perform employment-related senices and accounting and reporting functions, and summarize and analyze our financial results. These systems
are subject to damage or interruption from telecommunications failures, power-related outages, third-party disruptions, computer viruses and malicious
attacks, security breaches and catastrophic events. If these systems are damaged or fail to function properly, we may incur substantial costs to repair
or replace them, experience loss of critical data and interruptions or delays in our ability to manage our operations and encounter a loss of client
confidence. In addition, our clients’ businesses may be adversely affected by any system or equipment failure or breach we experience. As a result, we
may suffer damage to our reputation, we may lose clients, our ability to attract new clients may be adwersely affected, and we could be exposed to
contractual liability.

We depend on third-party software to provide our services and support our operations.

Significant portions of our senices and operations rely on software that is licensed from third-party vendors. The fees associated with these license
agreements could increase in future periods, resulting in increased operating expenses. If there are significant changes to the terms and conditions of
our license agreements, if we are unable to renew these license agreements, if the software is not up to date with current legal requirements such that
we become non-compliant, if the software is not updated to meet our needs as our business ewolwes, or if the software becomes unavailable for any other
reason, we may be required to make changes to our vendors or information technology systems. These changes may impact the senices we provide to
our clients or the processes we hawe in place to support our operations, which could have an adverse effect on our business.
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We could be subject to reduced revenues, increased costs, liability claims, or harm to our reputation as a result of data theft, cyberattacks
or other security vulnerabilities.

The nature of our business inwolves the receipt, storage, and transmission of personal and proprietary information about thousands of employees and
clients. Attacks on information technology systems continue to grow in frequency and sophistication, and we and our third-party vendors are targeted by
unauthorized parties using malicious tactics, code, and viruses. Hardware or applications we develop or procure from third-party vendors may contain
defects in design or other problems that could unexpectedly compromise the confidentiality, integrity or availability of data or our systems. Because the
techniques used to obtain unauthorized access and disable or sabotage systems change frequently and may be difficult to detect for long periods of
time, we and our third-party vendors may be unable to anticipate these techniques or implement adequate preventive measures. Additionally, as our
employees may work from home more frequently and access the Company's systems remotely, the Company may be exposed to heightened security
risks, including the risk of cyber-attacks.

The methods and techniques used by cyber threat actors to gain entry into our network and access our computer systems, software and data will
become more advanced with the use of artificial intelligence ("Al") and may become increasingly difficult or impossible to detect and prevent. As these
threats continue to ewolve, we may be required to invest significant additional resources to modify and enhance our information security and controls or to
investigate and remediate any security winerabilities. While our technology infrastructure is designed to safeguard and protect personal and business
information, we hawe limited ability to monitor the implementation of similar safeguards by our vendors.

Any cyberattack, unauthorized intrusion, malicious software infiltration, network disruption, corruption of data, misuse or theft of private or other sensitive
information, or inadvertent acts by our own employees, could result in the disclosure or misuse of confidential or proprietary information, which could
have a material adverse effect on our business operations or that of our clients. If we experience a significant data security breach, fail to detect and
appropriately respond to a significant data security breach, or fail to comply with the various state cybersecurity regulations including the California
Consumer Privacy Act ("CCPA") and the Califomia Privacy Rights Act ("CPRA"), we could be exposed to govemment enforcement actions and private
litigation. These losses may exceed our insurance cowverage for such incidents. In addition, our employees and clients could lose confidence in our
ability to protect their personal and proprietary information, which could cause them to terminate their relationships with us. Any loss of confidence
arising from a significant data security breach could hurt our reputation, further damaging our business.

Our business may be materially affected — either positively or negatively — by the emergence of disruptive new technologies or
approaches enabled by the rapid pace of innovation unfolding in the artificial intelligence space.

The safe and responsible integration of Al functionality as it rapidly evolves presents emerging ethical and legal challenges, and the use of such
technologies may result in diminished brand trust and reputational harm. As with many innovations, Al presents risks and challenges that could
significantly disrupt our business model. In addition, the use of Al by bad actors presents increasingly complex and sophisticated security threats to our
confidential customer, employee, and Company data, and we must make additional efforts to maintain network security. The regulatory landscape
surrounding Al technologies is evohing, and the ways in which these technologies will be regulated by governmental authorities, self-regulatory
institutions, or other regulatory authorities remains uncertain and may be inconsistent from jurisdiction to jurisdiction. Certain jurisdictions in which we
operate are considering or have proposed or enacted legislation and policies regulating Al and non-personal data, such as the recent Executive Order on
Al. Such regulations may result in operational costs to modify, maintain, or align our business practices, or constrain our ability to develop, deploy, or
maintain these technologies.
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Other Risks Related to our Business and Industry
New service offerings may subject us to additional risks.

Future new senice offerings may introduce additional risks and uncertainties to our business. Our efforts to implement new senices may place
substantial additional demands on our employees, as well as our information systems and technology platforms. We may also need to invest significant
additional resources in our people, processes, controls and information security. Failure to successfully implement new senice offerings, including the
appropriate controls, policies and procedures, information systems, and data privacy and security, could have a material adverse effect on our business,
reputation, results of operations and financial condition.

New senice offerings, including health care benefits, may also introduce additional legislative and regulatory requirements with which we are not familiar,
or from which we are currently exempt. Violation of such laws and regulations could subject us to fines, penalties, and damages, damage our reputation,
constitute a breach of our client agreements, impair our ability to obtain and renew required licenses, and decrease our profitability or competitiveness. If
any of these effects were to occur, our operating results and financial condition could be materially adversely affected.

To continue to grow revenues, we are dependent on retaining current clients and attracting new clients.

The Company’s revenue growth can be wlatile and is dependent on same customer sales and the addition of new clients. Revenues increased 7.0% in
2024 and increased 1.4% in 2023. There can be no assurance that we will continue to maintain current lewels of revenues. Efforts to achieve business
growth intensifies pressure on retaining current clients and attracting increasing numbers of new clients.

Our business is subject to risks associated with geographic market concentration.

Our Califomia operations accounted for approximately 72% of our total revenues in 2024. As a result of the current importance of our California
operations and anticipated continued growth from these operations, our profitability over the next several years is expected to be largely dependent on
economic and regulatory conditions in California. If Califomia experiences an economic downtum, or if the regulatory environment changes in a way that
adwersely affects our ability to do business or limits our competitive advantages, our profitability and growth prospects may be materially adversely
affected. Similarly, due to our geographic concentration in Califomia, a natural disaster or major event that disrupts these markets or the related
workforce could have an immediate and material adverse impact on our operations and profitability.
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Economic conditions may impact our ability to attract new clients and cause our existing clients to reduce staffing levels or cease
operations.

Weak economic conditions, including periods of elevated inflation and interest rates, may have a negative impact on small-and mid-sized businesses,
which make up the majority of our clients. In tum, these businesses could cut costs, including timming employees from their payrolls, or closing
locations or ceasing operations altogether. If current economic conditions were to weaken further, these forces may result in decreased revenues due
both to the downsizing of our current clients and increased difficulties in attracting new clients in a poor economic environment. An economic downtum
may also result in additional bad debt expense to the extent that existing clients cease operations or are otherwise unable to meet their financial
obligations. Additionally, weak economic conditions may result in higher unemployment, which is correlated with increased workers’ compensation
claims. The spread of a highly infectious or contagious disease, and the response by federal, state, and local government agencies, including
preventative actions taken such as shelter-in-place orders, restrictions on trawel, temporary closures of businesses deemed to be high-risk or non-
essential, and other government mandates, could create significant economic disruption that results in a material reduction in business operations.
Clients who are impacted by government restrictions and economic disruptions may experience liquidity and other financial issues, which may reduce
their capacity to pay for our senices.

Additionally, trade policies, including tariffs or other import restrictions, may increase costs for our clients, particularly those reliant on global supply
chains. Higher input costs due to tariffs could lead our clients to reduce payroll expenses, delay hiring, or cut jobs, which could negatively impact our
revenue. Supply chain disruptions caused by trade restrictions may also result in business slowdowns or closures, further affecting our ability to grow
and retain clients. These factors could have a material adverse effect on our results of operations and financial condition.

Our business depends on reliable access to labor, which may be affected by economic conditions, government policies, and public health
crises.

Our PEO and staffing revenue is based on client payroll, and our business growth depends on the availability of a sufficient and stable workforce for our
clients. The awailability of labor may be affected by various factors, including, among others, economic conditions; demographic trends, including
outmigration from states in which we operate; govermment policies on immigration; and public health crises. The spread of highly infectious diseases can
reduce workforce participation due to illness, quarantine requirements, or caregiving responsibilities. Economic downtums or shifts in labor market
dynamics can impact workforce participation rates and owerall labor availability. Additionally, changes in government administrations can result in shifts
in immigration policies, which may affect our clients’ ability to recruit and retain workers. Stricter visa requirements, limitations on work permits, delays
in processing, or reductions in visa allocations could lead to labor shortages, particularly in industries that rely on immigrant labor, such as agriculture,
construction, and hospitality. Businesses that depend on seasonal labor, including those utilizing temporary work visa programs, may be especially
wilnerable to such changes. Any of these factors could adversely impact our business and financial performance.

Our staffing business is vulnerable to economic fluctuations.

Demand for our staffing senices is sensitive to changes in the level of economic activity in the regions in which we do business. As economic activity
slows down, companies often reduce their use of temporary employees before undertaking layoffs of permanent staff, resulting in decreased demand for
staffing senices. On the other hand, during strong economic periods or tight labor markets due to other factors, we often experience shortages of
qualified employees to meet customer needs.

Because we assume the obligation to make wage, tax and regulatory payments in respect of some employees, we are exposed to client
credit risks.

We generally assume credit risk associated with our clients’ employee payroll obligations, including liability for payment of salaries and wages (including
payroll taxes), as well as retirement benefits. These obligations are fixed whether or not the client makes payments to us as required by our senices
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agreement. We attempt to mitigate this risk by inwicing our clients at the end of their specific payroll processing cycle. We also carefully monitor the
timeliness of our clients' payments and impose strict credit standards on our customers. If we fail to successfully manage our credit risk, our results of
operations and financial condition could be materially and adversely affected.

Increases in unemployment claims could raise our state and federal unemployment tax rates that we may not be able to pass on to our
customers.

During weak economic conditions in our markets, the level of unemployment claims tends to rise as a result of employee layoffs at our clients and lack
of work in our temporary staffing pool. The rise in unemployment claims often results in higher state and federal unemployment tax rates, which in most
instances cannot be concurrently passed on to our customers either due to existing client senices agreements or competitive pricing pressures.
Increases in our state and federal unemployment tax rates could have a material adverse effect on our results of operations, particularly in the early part
of the calendar year when payroll tax rates are at or near their maximum.

If we are unable to maintain our brand image and corporate reputation, our business may suffer.

Our success depends in part on our ability to maintain our reputation for providing excellent senice to our customers. Senice quality issues, whether
actual or perceived, and even when due to dissemination of false information or unfounded perceptions, could tamish the image of our brand and may
cause customers to use other companies. Also, adverse publicity surrounding labor relations, data breaches, SEC investigations, and the like, could
negatively affect our overall reputation. Damage to our reputation could reduce demand for our senices and thus have an adverse effect on our business,
financial condition and results of operations.

Our service agreements may be terminated on short notice, leaving us vulnerable to a significant loss of customers in a short period of
time, if business or regulatory conditions change or events occur that negatively affect our reputation.

Qur client senices agreements are generally terminable on 30 days’ notice by either us or our client. As a result, our clients may terminate their
agreement with us at any time, making us particularly winerable to changing business or regulatory conditions or changes affecting our reputation or the
reputation of our industry.

We may be exposed to employment-related claims and costs and periodic litigation that could adversely affect our business and results of
operations.

We either co-employ employees in connection with our PEO client senices agreements or place our employees in our customers' workplace in
connection with our staffing business. As such, we are subject to several risks inherent to our status as the administrative employer, including without
limitation:

«claims of misconduct or negligence on the part of our employees, discrimination or harassment claims against our employees, or claims by our
employees of discrimination or harassment by our clients;

simmigration-related claims;

«claims relating to violations of wage, hour and other workplace regulations;

«claims relating to employee benefits, entitiements to employee benefits, or errors in the calculation or administration of such benefits; and
possible claims relating to misuse of customer confidential information, misappropriation of assets or other similar claims.

If we experience significant incidents involving any of the above-described risk areas, we could face substantial out-of-pocket losses, fines or negative
publicity. In addition, such claims may give rise to
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litigation, which may be time-consuming, distracting and costly, and could have a material adverse effect on our business. With respect to claims
involving our co-employer relationships, although our client senices agreement provides that the client will indemnify us for any liability attributable to the
conduct of the client or its employees, we may not be able to enforce such contractual indemnification, or the client may not have sufficient assets to
satisfy its obligations to us. An increase in employment-related claims against us may have a material adverse effect on our results of operations.

We are dependent on certain key personnel and recruitment and retention of key employees may be difficult and expensive.

We believe that the successful operation of our business is dependent upon our retention of the senices of key personnel, including our Chief Executive
Officer, other executive officers and area managers. We may not be able to retain all our executives, senior managers and key personnel in light of
competition for their senices. If we lose the senices of one of our executive officers or a significant number of our senior managers, our results of
operations likely would be adversely affected.

We depend on attracting and retaining qualified employees; during periods of economic growth, our costs to do so increase and attracting
and retaining people becomes more difficult.

Our teams of client-facing professionals are the foundation of our value proposition. Our ability to attract and retain qualified personnel could be adversely
affected by lower unemployment rates and higher compensation levels. During periods of economic growth, we face increased competition for retaining
and recruiting qualified personnel, resulting in higher advertising and recruiting costs and increased salary expenses. If we cannot attract and retain
qualified employees, the quality of our senices may deteriorate and our reputation and results of operations could be adwersely affected.

We do not have an expansive in-house sales staff and therefore rely extensively on referral partners.

We currently maintain a limited intemal professional sales force, instead relying heawily on referral partners to provide referrals to new business. In
connection with these arrangements, we pay a fee to referral partners for new clients. These referral firms and individuals do not have an exclusive
relationship with us. If we are unable to maintain these relationships or if our referral partners increase their fees or lose confidence in our senices, we
could face declines in our business and additional costs and uncertainties as we attempt to hire and train an intemal sales force.

Failure to maintain health insurance coverage or significant increases in the cost of health insurance coverage could adversely affect our
business and results of operations.

In 2023, BBSI began offering health insurance benefits as part of our PEO senices. Our arrangement with third-party insurers provides health insurance
cowerage to BBSI's PEO clients through December 31, 2025, with the possibility of additional annual renewals. If our third-party insurers are unwilling or
unable to renew our arrangement in the future, we would need to seek coverage from altemnative insurers. If replacement coverage were unavailable or
available only on significantly less favorable terms, our business and results of operations would be materially adversely affected. Additionally, if
maintaining health insurance coverage becomes significantly more costly due to claims experience or other factors, this could also have a material
adwerse effect on our business and results of operations.

Our business is subject to risks associated with healthcare reforms.

The Patient Protection and Affordable Care Act and the Health Care and Education Reconciliation Act of 2010 (collectively, the “Acts”) subject us to
potential penalties unless we offer our employees minimum essential healthcare coverage that is affordable. To comply with the employer mandate
provision of the Acts, we offer health care coverage to all temporary and permanent employees eligible for coverage under the Acts other than employees
of our PEO clients, which are responsible for providing required
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health care coverage to their employees. Designating employees as eligible is complex and is subject to challenge by employees and the Intemal
Revenue Senice (“IRS”). While we believe we have properly identified eligible employees, a later determination that we failed to offer the required health
cowerage to eligible employees could result in penalties that may materially harm our business.

Additionally, we began offering employee health and welfare benefits to our PEO clients beginning in 2023. We cannot be certain that compliant
insurance coverage will remain available to us on reasonable terms, and we could face additional risks arising from future changes to or repeal of the
Acts or changed interpretations of our obligations under the Acts. If new healthcare legislation or future changes to the Acts were to increase the cost of
providing health care benefits, or to limit our ability to offer health care benefits to our PEO clients, our business, operating results, and financial
condition could be materially adversely affected.

Failure to comply with applicable data security and privacy regulations related to our health care offering could adversely affect our
business.

As BBSI began offering health benefits to our PEO clients in 2023, we hawe access to protected health information ("PHI") of our client employees.
Compliance with federal and state regulations such as HIPAA and the HITECH Act is required for handling this PHI. HIPAA imposes limitations on the
use and disclosure of PHI, and sets requirements for health data privacy, security, and breach natification. Non-compliance with HIPAA can lead to
penalties and fines. Failure to appropriately comply with data security regulations could materially adversely impact our business, reputation, operating
results, and financial condition.

We face competition from several other companies.

We face competition from various companies that may provide all or some of the senices we offer. Our competitors include companies that are engaged
in staffing senices such as Robert Half International Inc., Kelly Senices, Inc., and ManpowerGroup Inc.; companies that are focused on co-employment,
such as Insperity, Inc., and TriNet Group, Inc.; and companies that primarily provide payroll processing senices, such as Automatic Data Processing,
Inc. and Paychex, Inc. We also compete with insurance carriers and other providers of workers’ compensation insurance, and our offerings must be
priced competitively with prices provided by these competitors for us to attract and retain our clients. Maintaining competitive pricing in the workers’
compensation market could lead to reduced margins and profitability. Additionally, we face competition from information technology outsourcing firms
and broad-based outsourcing and consulting firms that perform individual projects.

Seweral of our existing or potential competitors have substantially greater financial, technical and marketing resources than we do, which may enable
them to:

«dewelop and expand their infrastructure and senvice offerings more quickly and achieve greater cost efficiencies;
«<invest in new technologies;

«expand operations into new markets more rapidly;

«dewote greater resources to marketing;

«compete for acquisitions more effectively and complete acquisitions more easily; and

-aggressively price products and senices and increase benefits in ways that we may not be able to match financially.

To compete effectively in our markets, we must target our potential clients carefully, continue to improve our efficiencies and the scope and quality of our
senices, and rely on our senice quality, innovation, education and program clarity. If our competitive advantages are not compelling or sustainable, then
we are unlikely to increase or sustain profits and our stock price could decline.
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Our investment portfolio is subject to market and credit risks, which could adversely impact our financial condition or results of operations.

We seek to hold a diversified portfolio of high-quality investments that is managed by a professional investment advisory firm in accordance with our
investment policy and routinely reviewed by management and approved by the Risk Management Committee of our Board of Directors. However, our
investments, including those held as collateral for our various insurance programs, are subject to general economic conditions and market risks, as well
as risks inherent to particular securities, including credit, interest rate and liquidity risks. Our portfolio consists primarily of fixed-rate debt securities and
is subject to changing valuation based on interest rate fluctuations, and the risk that certain investments may default, become impaired due to
deterioration in the financial condition of one or more issuers of the securities, or will need to be sold for realized losses. Although our investment
strategy is designed to presenve our capital, we cannot be certain that our investment objectives will be achieved, and we could incur substantial realized
and unrealized investment losses in future periods which could have a material adverse effect on our business, financial condition and results of
operations.

We may be unable to draw on our revolving credit facility in the future.

If our business does not perform as expected, including if we generate less revenue than anticipated from our operations or encounter significant
unexpected costs, we may fail to comply with the financial covenants under our credit facilities. If we do not comply with our financial covenants and we
do not obtain a waiver or amendment from our lender, the lender may elect to cause all amounts owed to become immediately due and payable or may
decline to renew our credit facility. In that event, we would seek to establish a replacement credit facility with one or more other lenders, including
lenders with which we have an existing relationship, potentially on less desirable terms. There can be no guarantee that replacement financing would be
available at commercially reasonable terms, if at all.

Changes in our income tax positions or adverse outcomes resulting from on-going or future tax audits could harm our business, operating
results, financial condition and prospects.

Significant judgments and estimates are required in determining our provision for income taxes and other tax liabilities. In determining the adequacy of
our tax provision, we assess the likelihood of adverse outcomes that could result if our tax positions were challenged by the IRS and other tax
authorities. The tax authorities in the U.S. regularly examine our income and other tax retums. The ultimate outcome of tax examinations and disputes
cannot be predicted with certainty. Should the IRS or other tax authorities assess additional taxes as a result of these or other examinations, we may be
required to record charges to operations that could have a material impact on our results of operations, financial position or cash flows.

Our long-term growth strategy may include acquisitions which could be unsuccessful or cause disruptions to our business, which could
adversely impact our financial condition or results of operations.

Potential future acquisitions may introduce seweral risks related to the integration of businesses, personnel, product lines, and technologies. If we
discover compliance or regulatory issues after an acquisition, encounter greater than anticipated costs and/or use of management time associated with
evaluating potential acquisitions and integrating acquired businesses into our operations, or are unable to successfully identify appropriate acquisition
candidates, negotiate favorable terms, and successfully integrate an acquisition, our business, financial condition, and results of operation could be
materially and adversely affected.
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Risks Related to Our Regulatory Environment

Failure to interpret and comply with applicable federal and state payroll tax and unemployment tax laws could materially adversely affect
our business, reputation, results of operations and financial condition.

As the administrative employer in our co-employer relationships with our clients, we are subject to a complex and evolving set of federal, state and local
payroll tax laws and regulations, including requirements related to withholding, reporting and remitting payroll taxes on behalf of our clients. Compliance
with these laws requires significant resources, and failure to comply with payroll tax laws in any jurisdiction in which we operate could subject us to
financial penalties, interest charges and other liabilities. Additionally, our clients may be eligible for various legislative and regulatory programs, including
those established under the CARES Act and the American Rescue Plan Act, such as the Employee Retention Tax Credit (‘ERC’), which use payroll tax
credits or deferrals as the mechanism to provide benefits to small businesses and employees. When clients and former clients wish to utilize these
programs, the associated tax forms must be filed through the PEO, which creates additional administrative effort for the PEO. Additionally, determining
eligibility for these programs is complex and is based on company-specific data that PEOs do not possess for their clients. If the IRS determines that
clients who received payroll tax credits through BBSI are ineligible, and if the tax authorities or our clients attempt to hold BBSI liable for these amounts,
this could have a materially adverse effect on our business, reputation, results of operation, and financial condition.

We operate in a complex regulatory environment, and failure to comply with applicable laws and regulations could adversely affect our
business.

Corporate human resource operations are subject to a broad range of complex and ewolving laws and regulations, including those applicable to payroll
practices, benefits administration, employment practices, workers’ compensation coverage, and privacy. Because our clients have employees in many
states throughout the United States, we must perform our senices in compliance with the legal and regulatory requirements of multiple jurisdictions.
Some of these laws and regulations may be difficult to ascertain or interpret and may change from time to time. Violation of such laws and regulations
could subject us to fines, penalties, and damages, damage our reputation, constitute a breach of our client agreements, impair our ability to obtain and
renew required licenses, and decrease our profitability or competitiveness. If any of these effects were to occur, our operating results and financial
condition could be adwersely affected.

If we are determined not to be an “employer” under certain laws and regulations, our clients may stop using our services, and we may be
subject to additional liabilities.

We are the administrative employer in our co-employment relationships under the various laws and regulations of the IRS and the U.S. Department of
Labor. If we are determined not to be the administrative employer under such laws and regulations and are therefore unable to assume our clients’
obligations for employment and other taxes, our clients may be held jointly and sewerally liable for payment of such taxes. Some clients or prospective
clients may view such potential liability as an unacceptable risk, discouraging current clients from continuing a relationship with us or prospective clients
from entering into a new relationship with us. Any determination that we are not the administrative employer for purposes of ERISA could also adversely
affect our ability to offer health care benefits to our PEO clients by subjecting us to additional state and federal laws and regulations, and could
materially adversely affect our business, financial condition, and results of operations.
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Changes in government regulations may result in restrictions or prohibitions applicable to the provision of employment services or the
imposition of additional licensing, regulatory or tax requirements.

Our business is heanily regulated, and we cannot provide assurance that regulatory authorities in jurisdictions in which we conduct or seek to conduct
business will not:

«impose additional regulations that prohibit or restrict employment-related businesses like ours;
erequire additional licensing or add restrictions on existing licenses to provide employment-related senices; or
«increase taxes or make changes in the way in which taxes are calculated for providers of employment-related senices.

Any changes in applicable laws and regulations may make it more difficult or expensive for us to do business, inhibit expansion of our business, or result
in additional expenses that limit our profitability or decrease our ability to attract and retain clients.

We may find it difficult to expand our business into additional states due to varying state regulatory requirements.

Future growth in our operations depends, in part, on our ability to offer our senices to prospective clients in new states, which may subject us to different
regulatory requirements and standards. To operate effectively in a new state, we must maintain all necessary licenses and regulatory approvals, adapt
our procedures to that state's regulatory requirements and modify our senice offerings to adapt to local market conditions. As we expand into additional
states, we may not be able to duplicate in other markets the financial performance experienced in our current markets.

Our wholly owned insurance companies are subject to substantial government regulation.

Our wholly owned insurance companies are primarily regulated by state insurance commissioners in the states in which they conduct business. Such
regulation includes monitoring the financial status of these companies, approving policies and premium rates, maintaining requirements for capital
surplus and types of investments, and approving any significant changes to the legal or operating structure of these entities. State regulators can also
impose taxes and other fees on insurance companies under their jurisdiction. These regulations may restrict our ability to operate these companies in
the manner we believe is best, which could increase the cost of our operations, restrict our access to insurance coverage or adversely affect our liquidity.

Increasing regulatory focus on privacy and security issues and expanding laws and regulatory requirements could impact our business
models and expose us to increased liability.

We are subject to national data protection, privacy and security laws, and regulations that relate to our various business units and data processing
activities, which may include sensitive, confidential, and personal information. These laws, regulations and codes may be inconsistent across
jurisdictions and are subject to ewolving and differing (sometimes conflicting) interpretations. Government officials and regulators, privacy advocates and
class action attomeys are increasingly scrutinizing how companies collect, process, use, store, share and transmit personal data. This scrutiny can
result in new and shifting interpretations of existing laws, thereby further impacting our business. State laws on privacy, data and related technologies
create additional privacy and security compliance obligations and expand the scope of potential liability.

The dynamic and evolving nature of these laws, regulations and codes, as well as their interpretation by regulators and courts, may affect our ability to
implement our business models effectively and to adequately address disclosure requirements. Perception of our practices and senices, even if
unfounded, as a \violation of individual privacy, data protection rights or cybersecurity requirements, may subject us to public criticism, lawsuits,
investigations, claims and other proceedings by regulators, industry groups or
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other third parties, all of which could disrupt or adversely impact our business and reputation and expose us to increased liability, fines and other punitive
measures.

Risks Related to Ownership of our Common Stock
Our stock price may be volatile or may decline, resulting in substantial losses for our stockholders.

The market price of our Common Stock has been, and may continue to be, volatile for the foreseeable future. Important factors that may cause our
trading price to decline include the factors listed below and other factors that may have a material adverse effect on our business or financial resullts,
including those described abowe in this “Risk Factors” section:

-actual or anticipated fluctuations in our results of operations, including a significant slowdown in our revenue growth or material increase in our
workers’ compensation expense;

-our failure to maintain effective intemal control over financial reporting or otherwise discover material errors in our financial reporting;
«imposition of significant fines or penalties or other adverse action by regulatory authorities against the Company;

-adverse developments in legal proceedings involving claims against the Company;

-our failure to meet financial projections or achieve financial results anticipated by analysts; or

«changes in our Board of Directors or management.

Maryland law and our Charter and bylaws contain provisions that could make the takeover of the Company more difficult.

Certain provisions of Maryland law and our Charter and bylaws could have the effect of delaying or preventing a third-party from acquiring the Company,
ewen if a change in control would be beneficial to our stockholders. These provsions of our Charter and bylaws permit the Board of Directors to issue up
to 500,000 shares of preferred stock with such rights and preferences, including voting rights, as the Board may establish, without further approval by the
Company's stockholders, which could also adversely affect the voting power of holders of our Common Stock.

In addition, the Company is subject to the Maryland control share act (the “Control Share Act”). Under the Control Share Act, a person (an “Acquiring
Person”) who acquires woting stock in a transaction (a “Control Share Acquisition”) which results in its holding voting power within specified ranges
cannot vote the shares it acquires in the Control Share Acquisition unless voting rights are accorded to such control shares by the holders of two-thirds
of the outstanding woting shares, excluding the Acquiring Person and the Company's officers and directors who are also employees of the Company.

The Company is also subject to the provisions of Maryland law limiting the ability of certain Maryland corporations to engage in specified business
combinations (the “Business Combination Act”). Subject to certain exceptions, the Business Combination Act prohibits a Maryland corporation from
engaging in a business combination with a stockholder who, with its affiliates, owns 10% or more of the corporation's voting stock. These provisions will
not apply to business combinations that are approved by the Board of Directors before the stockholder became an interested stockholder.

ltem 1B. UNRESOLVED STAFF COMMENTS
None.
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tem 1C. CYBERSECURITY

Risk Management and Strategy
Cybersecurity Risk Management Process

We hawve deweloped and continue to enhance our cybersecurity program to help secure our computer systems, software, networks, and data against
material risks from cybersecurity threats, and help manage the material cybersecurity risks associated with our use of third-party senice providers.

BBSI has integrated cybersecurity risk management into our overall risk management framework to identify, assess, and manage cybersecurity risks.
As part of our integrated risk management process, our technology and information security team work closely with our management team on an
ongoing basis to identify and respond to cybersecurity threats. Our proactive approach to cybersecurity risk management includes cybersecurity risk
assessments performed intemally by our IT security team and extemally by third-party experts, penetration and winerability testing using third-party
vendors and tools, tabletop exercises that simulate cybersecurity incidents, cybersecurity awareness training, and intemal audit assessments of critical
[T contrals.

Use of Cybersecurity Experts

Due to the complex and ewolving cybersecurity threat landscape, BBSI engages third-party experts to conduct in-depth threat assessments, identify
winerabilities, monitor and detect threats, and offer strategic insights into our risk management process. Leveraging the knowledge, expertise, and
resources of third-party experts, we regularly evaluate our cybersecurity risk management strategy to help us align with best practices and address
cybersecurity threats that could impact our ability to achieve our business objectives.

Third-Party Senice Provider Risk Management

We tilize third-party senice providers for a variety of reasons, including, without limitation, infrastructure and SaaS cloud computing senices,
technology and business process senice providers, content delivery to customers, back-office support, and other functions. Such providers may have
access to information about BBSI or that we hold about our customers, associates or vendors.

To mitigate the cybersecurity risk associated with the use of third-party senice providers, we tier our third-party senice providers based on their risk
profile to establish applicable cybersecurity risk review standards and evaluate those providers in accordance with the tiering process. BBSI also relies
on its third-party senice providers to maintain cybersecurity control environments that address the risks associated with the products and senices they
provide to BBSI.

Cybersecurity Threats

We are not aware of any risks from cybersecurity threats that have materially affected or are reasonably likely to materially affect BBSI, including our
business strategy, results of operations, or financial condition. Despite our efforts to ensure the integrity of our computer systems, software, networks,
third-party relationships, and other technology assets, we may not be able to anticipate, detect, or recognize threats to our systems and assets, or to
implement effective preventative measures against all cyber threats, given the sophistication of the techniques used. For further discussion, see ltem 1A.
“Risk Factors — Risks Related to Technology."

Governance
Board Owersight of Cybersecurity Risk

Our Board of Directors has a significant role in the oversight of BBSI's cybersecurity risk. The Board's Risk Management Committee provides oversight
of BBSI's enterprise-wide risk management framework, including the strategies, policies, procedures, processes, and systems established by
management to identify, assess, measure, monitor, and manage cybersecurity and other risks facing the Company. The
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Board of Directors also periodically receives reports from third-party consultants on the current cybersecurity threat environment, the results of third-party
penetration testing, and the evaluation of the Company’s cybersecurity preparedness.

Management’s Role in Assessing and Managing Cybersecurity Risk

BBSI's Chief Information Security Officer (“CISO”) leads our enterprise information security program and is primarily responsible for the assessment and
management of the Company’s cybersecurity risks. The CISO has extensive experience in information technology and cybersecurity, including at
another publicly traded company. The CISO owersees our cybersecurity risk management framework and manages a team of IT security professionals to
identify and prioritize cybersecurity risks. The CISO also utilizes the expertise of third-party security partners to provide threat detection support,
wilnerability management, incident response, penetration testing, and consulting senices.

Ongoing Monitoring and Reporting of Cybersecurity Incidents

The Company has an intemal security team, supplemented with third-party security partners, to regularly monitor, detect and respond to potential
cybersecurity incidents. The Company has a cybersecurity incident reporting protocol that provides a mechanism for the appropriate members of
management and the Board to be made aware of cybersecurity incidents. The Company also requires security awareness training for all intemal
employees to enable employees to understand their role in preventing and reporting cybersecurity incidents.

Reporting to the Board of Directors

The CISO and Chief Information Officer (“CIO”) regularly update the Board's Risk Management Committee on cybersecurity risks that the Company faces
and the risk mitigation strategies that the Company employs to respond to those risks, with meetings generally occurring quarterly.

ltem 2. PROPERTIES

We operate through 45 branches. The following table shows the number of branches in each state. We also lease office space in other locations in our
market areas which we use to recruit and place employees.

Number of
Offices Branches

California 20
Oregon
Washington
Utah
Arizona
Colorado
Idaho
Maryland

Nevada
Delaware
North Carolina
Pennsylvania
Tennessee

= a2 aNN NNNNWSAS

On December 31, 2024, our leases had expiration dates ranging from less than one year to seven years. We own our 65,300 square foot corporate
headquarters building, which is located in Vancouver, Washington.

23



Item 3. LEGAL PROCEEDINGS

BBSl is not subject to material legal proceedings and claims other than those which arise in the ordinary course of our business, except for those
matters discussed in “Note 11 - Litigation” to the consolidated financial statements included in ltem 8 of Part Il of this report.

Item 4. MINE SAFETY DISCLOSURES
Not Applicable.

PART I

Item 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY
SECURITIES

Our common stock (the "Common Stock") trades on the Global Select Market segment of The Nasdaqg Stock Market under the symbol "BBSL." At
February 7, 2025, there were 26 stockholders of record and approximately 10,741 beneficial owners of the Common Stock.

The following table summarizes information related to stock repurchases during the quarter ended December 31, 2024.

Total Total Nurrber of Approximate Dollar Value of
Nurrber of Average Frice Shares Repurchased Shares that May Yet

Shares Paid as Part of Publicly Be Repurchased

Month Repurchased Per Share Announced FHan Under the Fan
(in thousands)

Oct 1- Cct 31, 2024 — 3 — — 3 36,858
Nov 1 - Nov 30, 2024 20,700 4288 20,700 35,970
Dec 1 - Dec 31, 2024 141,400 43.29 141,400 29,849
Total 162,100 162,100

() On July 31, 2023, the Board of Directors authorized the repurchase of up to $75.0 million of the Company's common stock over a two-year period beginning July
31, 2023. As of December 31, 2024, the Company had repurchased 1,493,758 shares at an aggregate purchase price of $45.2 million under the new repurchase
program.
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The following graph shows the cumulative total retum at the dates indicated for the period from December 31, 2019 until December 31, 2024, for our
Common Stock, The Nasdagq Composite Index, and the S&P 1500 Human Resource & Employment Senices Index, a published industry index that is
considered reflective of the Company’s peers.

The stock performance graph has been prepared assuming that $100 was invested on December 31, 2019 in our Common Stock and the indexes
shown, and that dividends are reinvested. The stock price performance reflected in the graph may not be indicative of future price performance.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*

Among Barrett Business Services, Inc., the NASDAQ Composite Index
and the S&P Composite 1500 Human Resource & Employment Services Index

$250

$200

$150

$100

$50

$0
12/19 12/20 12/21 12/22 12/23 12/24

—&8— Barrett Business Services, Inc.

--#-- NASDAQ Composite

—@- - S&P Composite 1500 Human Resource & Employment Services
*$100 invested on 12/31/19in stock or index, including reinvestment of dividends.

Fiscal year ending December 31.

Copyright© 2025 Standard & Poor's, a division of S&P Global. All rights reserved.

12/19 12/20 1221 12/22 12/23 12/24
Barrett Business Services, Inc. 100.00 7710 79.34 108.75 136.77 20711
NASDAQ Composite 100.00 144.92 177.06 119.45 172.77 223.87
S&P 1500 Human Resource & Employment Services Index 100.00 100.85 152.43 113.87 121.22 143.93
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Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

The Company is a leading provider of business management solutions for small and mid-sized companies. The Company has developed a management
platform that integrates a knowledge-based approach from the management consulting industry with tools from the human resource outsourcing industry.
This platform, through the effective leveraging of human capital, helps our business owner clients run their businesses more effectively. We believe this
platform, delivered through a decentralized organizational structure, differentiates BBSI from our competitors.

We report revenues in our financial results in two categories of senices: professional employer senices (‘PEQ”) and staffing.

With our PEO clients, we enter into a co-employment arrangement in which we become the administrative employer while the client maintains physical
care, custody and control of their workforce. Our PEO senices are billed as a percentage of client payroll; the gross amount inwiced includes direct
payroll costs plus an additional percentage amount to cover employer payroll-related taxes, workers’ compensation coverage (if provided), other senice-
related costs and a margin. However, actual costs can be higher or lower than anticipated. PEO customers are inwiced following the end of each payroll
processing cycle, with payment generally due on the inwice date. Revenues for PEO senices exclude direct payroll billings because we are not the
primary obligor for those payments.

We generate staffing senices revenues primarily from short-term staffing, contract staffing, on-site management and direct placement senices. For
staffing senices other than direct placement, inwiced amounts include direct payroll, an amount intended to cover employer payroll-related taxes,
workers’ compensation coverage, other senice-related costs and a margin. Staffing customers are inwiced weekly and typically have payment terms of
30 days. Direct placement senices are billed at agreed fees at the time of a successful placement.

Our business is concentrated in Califoria, and we expect to continue to derive a majority of our revenues from this market in the future. Revenues
generated in our California operations accounted for 72% of our total revenues in 2024, 72% in 2023 and 73% in 2022. Consequently, weakness in
economic conditions, changes in the regulatory or insurance environment, or natural disasters or other major disruptive events in California could hawe a
material adverse effect on our financial results.

QOur cost of revenues for PEO senices includes employer payroll-related taxes, workers’ compensation costs and employee benefits costs. Our cost of
revenues for staffing senices includes direct payroll costs, employer payroll-related taxes, and workers’ compensation costs. Direct payroll costs
represent the gross payroll eamed by staffing senices employees based on salary or hourly wages. Payroll taxes and benefits consist of the employer’s
portion of Social Security and Medicare taxes, federal and state unemployment taxes, and employee benefit costs, which primarily comprises health
insurance premiums paid to third-party insurers and underwriting and benefit consultant payroll. Workers’ compensation costs consist primarily of
premiums paid to third-party insurers, claims resenes, claims administration fees, legal fees, medical cost containment (“MCC”) expense, state
administrative agency fees, third-party broker commissions, and risk manager payroll, as well as costs associated with operating our two wholly owned
insurance companies, Associated Insurance Company for Excess (“AICE”) and Ecole Insurance Company (“Ecole”).

Selling, general and administrative expenses consist primarily of payroll and personnel related costs, incentive compensation, information systems
costs, rent and professional and legal fees.

Depreciation and amortization represent depreciation of property and equipment, leasehold improvements, software and intemally developed software
costs. Property, equipment, software and interally developed software costs are depreciated using the straight-line method over their estimated useful
lives, which range from 3 to 39 years. Leasehold improvements are amortized using the straight-line method over the shorter of the lease term or
estimated useful life.
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Critical Accounting Estimate

We hawe identified the following accounting estimate as critical to our business and the understanding of our results of operations. For a detailed
discussion of the application of this and other accounting policies, see “Note 1 - Summary of Operations and Significant Accounting Policies” to the
consolidated financial statements in ltem 8 of Part Il of this report. The preparation of this Annual Report on Form 10-K requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements, and the reported amounts of
revenue and expenses during the reporting period. Management bases its estimates on historical experience and on various other assumptions that are
believed to be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from these estimates.

Workers' Compensation Costs

For all claims incurred under the Company’s workers’ compensation programs, we record an estimate for the total amount of workers’ compensation
costs, which represents the amount necessary to pay claims and related expenses, including premiums to third-party insurers, with respect to
workplace injuries that have occurred under our various workers’ compensation insurance programs.

When a claim involving a probable loss is reported, our independent third-party administrator for workers’ compensation claims (“TPA”) establishes a
case resene for the estimated amount of ultimate loss. The estimate reflects a judgment based on established case resening practices and the
experience and knowledge of the TPA regarding the nature and expected amount of the claim, as well as the estimated expenses of settling the claim,
including legal and other fees and expenses of claims administration. The adequacy of such case resenes depends in part on the professional judgment
of the TPA to evaluate the economic consequences of each claim properly and comprehensively.

Our estimate of ultimate losses includes an additional component for potential future increases in the cost to finally resolve open injury claims and
claims incurred in prior periods but not reported (together, "IBNR") based on actuarial estimates provided by the Company’s independent actuary. IBNR
does not apply to a specific claim but rather applies to the entire population of claims arising from a specific time period. IBNR primarily covers costs
relating to:

Future claim payments in excess of case reserves on recorded open claims;
-Additional claim payments on closed claims; and
«Claims that have occurred but have not yet been reported to us.

The process of estimating claims and claims adjustment expense involves a high degree of judgment and is affected by both intemal and extemal
events, including changes in claims handling practices, modifications in resene estimation procedures, changes in individuals involved in the resene
estimation process, inflation, trends in the litigation and settlement of pending claims, and legislative changes.

Our estimates are based on actuarial analyses and informed judgment, derived from individual experiences and expertise applied to multiple sets of data
and analyses. We consider significant facts and circumstances known both at the time that loss resenves are initially established and as new facts and
circumstances become known. Due to the inherent uncertainty underlying loss estimates, the ultimate expense incurred will likely vary from the related
loss estimate at the reporting date. Therefore, as specific claims are paid out in the future, actual paid losses may be materially different from our current
loss estimates.

A basic premise in most actuarial analyses is that historical data and past pattems demonstrated in the incurred and paid historical data form a
reasonable basis upon which to project future outcomes, absent a material change. Significant structural changes to the available data can materially
impact the estimation process. To the extent a material change affecting the ultimate claim amount becomes known, such change is quantified to the
extent possible through an analysis of intemal company data and, if available and when appropriate, extemal data. Actuaries exercise a considerable
degree of judgment in the evaluation of these factors and the need for such actuarial judgment is more pronounced when faced with material
uncertainties.
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To illustrate the sensitivity of changes in our estimate of workers’ compensation costs, a 5% increase in estimated ultimate losses for 2024 would result
in a $0.5 million increase in workers’ compensation expense, and a 5% decrease in estimated ultimate losses would result in a $7.1 million decrease to
workers’ compensation expense. This asymmetric impact on workers’ compensation expense is due to our insured program, which limits our expense if
claim costs increase but passes through savings if claim costs are lower than expected.

We beliewe that the amounts that we have recorded for our estimated workers’ compensation costs are reasonable. Newertheless, adjustments to such
estimates will be required in future periods if the development of claim costs varies materially from our estimates, and such future adjustments may be
material to our results of operations.

Recent Accounting Pronouncements

For a discussion of recent accounting pronouncements and their potential effect on the Company's results of operations and financial condition, see
“Note 1 - Summary of Operations and Significant Accounting Policies” to the consolidated financial statements in Item 8 of Part Il of this report.

Forward-Looking Information

Statements in this Item or in ltems 1, 1A, 3 and 9A of this report include forward-ooking statements, which are not historical in nature and are forward-
looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. These forward-looking statements include, among others,
discussion of economic conditions in our market areas, especially in Califomia, and their effect on revenue lewels; the competitiveness of our senice
offerings; the availability of certain fully insured medical and other health and welfare benefits to qualifying worksite employees; our ability to attract and
retain clients and to achieve revenue growth; the effect of changes in our mix of senices on gross margin; labor market conditions; the adequacy of our
workers' compensation resenes; the effect of changes in estimates of our future claims liabilities on our workers’ compensation resenes, including the
effect of changes in our resening practices and claims management process on our actuarial estimates; expected lewvels of required surety deposits and
letters of credit; the outcome of audits; the effect of our formation and operation of two wholly owned licensed insurance subsidiaries; the risks of
operation and cost of our insured program; the financial viability of our excess insurance carriers; the effectiveness of our management information
systems; our relationship with our primary bank lender and the availability of financing and working capital to meet our funding requirements; litigation
costs; the effect of changes in the interest rate environment on the value of our investment securities; the adequacy of our allowance for expected credit
losses; and the potential for and effect of acquisitions.

All our forward-ooking statements involve known and unknown risks, uncertainties and other factors that may cause the actual results, performance or
achievements of the Company to be materially different from any future results, performance or achievements expressed or implied by such forward-
looking statements. Such factors with respect to the Company include: our ability to retain current clients and attract new clients; difficulties associated
with integrating clients into our operations; economic trends in our senice areas and the potential effects of changing governmental policies and natural
disasters; the potential for material deviations from expected future workers’ compensation claims experience; changes in the workers’ compensation
regulatory environment in our primary markets; PEO client benefit costs, particularly with regard to health insurance benefits; security breaches or
failures in the Company’s information technology systems; collectability of accounts receivable; changes in executive management; changes in effective
payroll tax rates and federal and state income tax rates; the carrying values of deferred income tax assets and goodwill (which may be affected by our
future operating results); the effects of inflation on our operating expenses and those of our clients; the impact of and potential changes to the Patient
Protection and Affordable Care Act, escalating medical costs, and other health care legislative initiatives on our business; the effect of changing interest
rates and conditions in the global capital markets on our investment portfolio; and the availability of capital, borrowing capacity on our revolving credit
facility, or letters of credit necessary to meet state-mandated surety deposit requirements for maintaining our status as a qualified self-insured employer
for workers' compensation coverage or our insured program. Additional risk factors affecting our business are discussed in ltem 1A

28



of Part | of this report. We disclaim any obligation to publicly announce any revsions to any of the forward-looking statements contained herein to reflect
future events or developments.

Results of Operations

The following table sets forth the percentages of total revenues represented by selected items in the Company's consolidated statements of operations
for the years ended December 31, 2024, 2023 and 2022, included in ltem 8 of Part Il of this report.

Percentage of Total Net Revenues

($ in thousands) Years Ended Decerber 31,
2024 2023 2022
Revenues:
Professional enployer services $ 1,063,386 929 % $ 982268 M9 % $ 937,363 889 %
Staffing services 81,145 71 87,039 8.1 116,963 11.1
Total revenues 1,144,531 100.0 1,069,307 100.0 1,054,326 100.0
Cost of revenues:
Direct payroll costs 61,010 53 65,042 6.1 87,944 8.3
Payroll taxes and benefits 628,534 54.9 555,758 52.0 522,392 495
Workers’ conmpensation 201,736 17.6 205,975 19.2 209,145 19.8
Total cost of revenues 891,280 77.8 826,775 77.3 819,481 7.7
Gross margin 253,251 22 242 532 27 234,845 22.3
Selling, general and administrative
expenses 185,869 16.2 174,772 16.3 169,642 16.1
Depreciation and anortization 7,601 0.7 7,110 0.7 6,228 0.6
Income fromoperations 59,781 53 60,650 5.7 58,975 5.6
Other incorre, net 11,041 1.0 8,338 038 6,328 0.6
Income before income taxes 70,822 6.3 68,988 6.5 65,303 6.2
Provision for income taxes 17,829 1.6 18,376 1.7 18,035 17
Net income $ 52,993 4.7 o $ 50,612 4.8 o $ 47,268 45 o
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We report PEO revenues net of direct payroll costs because we are not the primary obligor for wage payments to our clients’ employees. However,
management believes that gross billings and wages are useful in understanding the volume of our business activity and serve as an important
performance metric in managing our operations, including the preparation of intemal operating forecasts and establishing executive compensation
performance goals. We therefore present for purposes of analysis gross billings and wage information for the years ended December 31, 2024, 2023 and
2022.

Year Ended
December 31,
(in thousands) 2024 2023 2022
Gross billings $ 8,327,091 $ 7,716,152 $ 7,393,808
PEO and staffing wages $ 7,245,093 $ 6,711,115 $ 6,425,286

In monitoring and evaluating the performance of our operations, management also reviews the following ratios, which represent selected amounts as a
percentage of gross billings. Management believes these ratios are useful in understanding the efficiency and profitability of our senice offerings.

Percentage of Gross Billings

Year Ended
December 31,
2024 2023 2022

PEO and staffing wages 87.0% 87.0% 86.9%
Payroll taxes and benefits 76% 72% 70%
Workers' compensation 24% 2.7% 2.9%
Gross margin 30 31 32

% % %

We refer to employees of our PEO clients as worksite employees (“WSEs”). Management reviews average and ending WSE growth to monitor and
evaluate the performance of our operations. Average WSEs are calculated by dividing the number of unique individuals paid in each month by the number
of months in the period. Ending WSEs represents the number of unique individuals paid in the last month of the period.

Year Ended
December 31,
Year-over-year Year-over-year
2024 % Growth 2023 % Growth 2022
Average WSEs 129,577 42% 124,306 1.9% 122,001
Ending WSEs 132,069 44% 126,446 34% 122,306
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Years Ended December 31, 2024 and 2023

Net income for 2024 was $53.0 million compared to net income of $50.6 million for 2023. Diluted net income per share for 2024 was $1.98 compared to
diluted income per share of $1.85 for 2023.

Revenue for 2024 totaled $1,144.5 miillion, an increase of $75.2 million or 7.0% over 2023, which reflects an increase in the Company’s PEO senice
revenue of $81.1 million or 8.3% and a decrease in staffing senices revenue of $5.9 million or 6.8%.

The increase in PEO senices revenues was primarily attributable to a 4.2% increase in average number of WSEs as well as a 3.4% increase in average
billing per WSE.

Gross margin for 2024 totaled $253.3 miillion or 22.2% of revenue compared to $242.5 million or 22.7% of revenue for 2023. The decrease in gross margin
as a percentage of revenues is primarily a result of the factors discussed within the separate components of gross margin below.

Direct payroll costs for 2024 totaled $61.0 million or 5.3% of revenue compared to $65.0 million or 6.1% of revenue for 2023. The decrease in direct
payroll costs as a percentage of revenues was primarily due to a decrease in staffing senices within the mix of our customer base in 2024 as compared
to 2023.

Payroll taxes and benefits for 2024 totaled $628.5 million or 54.9% of revenue compared to $555.8 million or 52.0% of revenue for 2023. The increase in
payroll taxes and benefits expense as a percentage of revenue was primarily due to higher average payroll tax rates in 2024 and PEO client benefit costs
of $33.4 million in 2024 compared to $10.5 million in 2023.

Workers’ compensation expense for 2024 totaled $201.7 million or 17.6% of revenue compared to $206.0 million or 19.2% of revenue for 2023. The
decrease in workers’ compensation expense as a percentage of revenue was primarily due to lower workers' compensation costs in the current year as
well as favorable prior year liability and premium adjustments of $18.5 million in 2024, compared to prior year liability and premium adjustments of $14.9
million in 2023.

Selling, general and administrative (“SG&A”) expenses for 2024 totaled $185.9 million or 16.2% of revenue compared to $174.8 million or 16.3% of
revenue for 2023. The increase of $11.1 million in SG&A expense was primarily attributable to increased employee-related costs, including increased
variable employee compensation and incentive pay related to stronger financial results compared to 2023.

Other income, net for 2024 totaled $11.0 million compared to other income of $8.3 million for 2023. The increase was primarily attributable to an increase
in investment income in 2024.

Our effective income tax rate for 2024 was 25.2% compared to 26.6% for 2023. Our income tax rate typically differs from the federal statutory tax rate of
21% primarily due to state taxes as well as federal and state tax credits. See “Note 8 - Income Taxes” to the consolidated financial statements included
in ltem 8 of Part Il of this report for additional information regarding income taxes.

A discussion of our financial condition and results of operations for 2023 compared to 2022 can be found in Part II, ltem 7. Management's Discussion
and Analysis in our Annual Report on Form 10K for the year ended December 31, 2023, filed with the SEC on March 1, 2024.
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Fluctuations in Quarterly Operating Results

We historically have experienced significant fluctuations in our quarterly operating resullts, including losses or minimal income in the first quarter of each
year, and expect such fluctuations to continue in the future. Our operating results may fluctuate due to a number of factors such as seasonality, wage
limits on statutory payroll taxes, claims experience for workers’ compensation, demand for our senices, and competition. Payroll taxes, as a component
of cost of revenues, generally decline throughout a calendar year as the applicable statutory wage bases for federal and state unemployment taxes and
Social Security taxes are exceeded on a per employee basis. Our revenue levels may be higher in the third quarter due to the effect of increased
business activity of our customers’ businesses in the agriculture, food processing and forest products-related industries. In addition, revenues in the
fourth quarter may be reduced by many customers’ practice of operating on holiday-shortened schedules. Workers’ compensation expense varies with
both the frequency and sewerity of workplace injury claims reported during a quarter and the estimated future costs of such claims. Positive or adverse
loss development of prior period claims during a subsequent quarter may also contribute to the volatility in the Company’s estimated workers’
compensation expense.

Liquidity and Capital Resources

The Company's cash balance of $82.6 million, which includes cash, cash equivalents, and restricted cash, increased $7.7 million for the twelve months
ended December 31, 2024, compared to a decrease of $32.5 miillion for the comparable period of 2023. The increase in cash at December 31, 2024 as
compared to December 31, 2023 was primarily due to proceeds from the sale and maturities of investments and restricted investments, increased
accrued payroll and related benefits, and net income, partially offset by increased trade accounts receivable, decreased workers' compensation claim
liabilities, purchases of investments and restricted investments, and repurchases of common stock.

Net cash provided by operating activities in 2024 amounted to $10.1 million, compared to net cash provided of $67.2 million for the comparable period of
2023. In 2024, net cash provided by operating activities was primarily due to increased accrued payroll and related benefits of $55.2 miillion and net
income of $53.0 miillion, largely offset by increased trade accounts receivable of $63.1 million and decreased workers’ compensation claims liabilities of
$39.4 million.

Net cash provided by investing activities totaled $38.8 million in 2024, compared to net cash used of $55.2 million for the comparable period of 2023. In
2024, net cash provided by investing activities consisted primarily of proceeds from the sale and maturity of investments and restricted investments of

$90.8 million, partially offset by the purchases of investments and restricted investments of $37.9 million and the purchase of property, equipment and

software of $14.2 million.

Net cash used in financing activities in 2024 was $41.1 million compared to net cash used of $44.6 million for the comparable period of 2023. In 2024,
net cash used in financing activities primarily consisted of repurchases of common stock of $29.1 million and dividend payments of $8.1 million.

The Company is required to maintain minimum collateral levels for certain policies issued under the insured program, which is held in a trust account (the
“trust account”). The balance in the trust account was $197.1 million and $210.9 million at December 31, 2024 and December 31, 2023, respectively.
The trust account balance is included as a component of the current and long-term restricted cash and investments in the Company’s consolidated
balance sheets.

See “Note 5 - Rewolving Credit Facility and Long-Term Debt” to the consolidated financial statements included in ltem 8 of Part Il of this report for
information regarding the Company’s credit agreement with Wells Fargo Bank, N.A.
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Contractual Obligations

The Company's contractual obligations as of December 31, 2024 are summarized below:

As of December 31, 2024
Payments Due by Period

(in thousands) Less than 1-3 4-5 After

Total 1 Year Years Years 5 Years
Operating leases (") $ 30,755 $ 7772 $ 13397 $ 7063 $ 2,523
Total contractual obligations $ 30,755 $ 7,772 § 13397 $ 7,063 $ 2,523

(1) As of December 31, 2024, the Company has additional operating leases that have not yet commenced of $7.1 million and remaining balances on
short-term operating leases of $0.06 million, included in the table above. In January 2022, the Company paid off all of its long-term debt.

Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company's exposure to market risk for changes in interest rates primarily relates to its investment portfolio and outstanding borrowings on its line of
credit. The Company's investments and restricted investments, which are classified as available-for-sale, consist primarily of fixed-rate debt securities,
the fair value of which fluctuates with prevailing interest rates. Our cash equivalents consist primarily of money market funds, which are not meaningfully
impacted by interest rate risk. We attempt to limit our investment portfolio's exposure to market risk through low investment turnover and diversification.
Based on the Company's overall interest exposure at December 31, 2024, a 50 basis point increase in market interest rates would have a $4.2 million
downward effect on the fair value of the Company's investment portfolio. Outstanding borrowings on the Company's line of credit bear interest at a variable
market rate, which makes the cost of borrowing on the line of credit susceptible to changing interest rates. At December 31, 2024, the Company had no
outstanding borrowings on its line of credit.
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders and the Board of Directors of
Barrett Business Senices, Inc.

Opinion on the Financial Statements

We hawe audited the accompanying consolidated balance sheets of Barrett Business Senices, Inc. and subsidiaries (the “Company”) as of December
31, 2024 and December 31, 2023, the related consolidated statements of operations, comprehensive income, stockholders' equity, and cash flows, for
each of the three years in the period ended December 31, 2024, and the related notes (collectively referred to as the "financial statements"). In our
opinion, the financial statements present fairly, in all material respects, the financial position of the Company as of December 31, 2024 and December
31, 2023, and the results of its operations and its cash flows for each of the three years in the period ended December 31, 2024, in conformity with
accounting principles generally accepted in the United States of America.

We hawe also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) (PCAOB), the Company's
intemal control over financial reporting as of December 31, 2024, based on criteria established in Intemal Control — Integrated Framework (2013) issued
by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 28, 2025, expressed an unqualified opinion
on the Company's interal control over financial reporting.

Basis for Opinion

These financial statements are the responsibility of the Company's management. 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 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. 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.

Critical Audit Matter

The critical audit matters communicated below are matters arising from the current-period audit of the financial statements that were communicated or
required to be communicated to the audit committee and that (1) relate to accounts or disclosures that are material to the financial statements and (2)
involved our especially challenging, subjective, or complex judgments. The communication of critical audit matters does not alter in any way our opinion
on the financial statements, taken as a whole, and we are not, by communicating the critical audit matters below, providing separate opinions on the
critical audit matters or on the accounts or disclosures to which they relate.
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Workers' Compensation Claims Liabilities

Workers’ compensation claims liabilities represent management’s estimate of future obligation amounts under workers’ compensation programs where
the Company retains the risk. These estimates utilize actuarial expertise and projection techniques at a given reporting date, and are based on an
evaluation of information provided by the Company’s third-party administrator for workers’ compensation claims, coupled with an actuarial estimate of
future loss development with respect to reported claims and incurred but not reported claims (together, “IBNR’). The Company’s estimates are based on
actuarial analysis and informed judgment, derived from individual experience and expertise applied to multiple sets of data and analyses. The Company

considers significant facts and circumstances known both at the time that loss resenves are initially established, and as new facts and circumstances
become known.

Given the subjectivity of estimating future loss development with respect to reported claims and incurred but not reported claims, the related audit

procedures to evaluate the workers’ compensation claims liabilities required a high degree of auditor judgment and an increased extent of effort, including
involvement of our actuarial specialists.

How the Critical Audit Matter Was Addressed in the Audit
Our audit procedures related to the workers’ compensation claims liabilities included the following:

*We tested the effectiveness of controls related to the workers’ compensation claims liabilities, including those inwolving management’s estimates
and ultimate loss projections.

*We tested the underlying data that served as the basis for the actuarial analysis, including historical claims, to test that the inputs to the
actuarial estimate were complete and accurate.

*With the assistance of our actuarial specialists, we evaluated the methods and assumptions used by management to estimate the workers’
compensation claims liabilities by:

oPerforming a retrospective review, including comparing management’s prior year estimates of expected incurred losses to actual
experience during the current year, to identify potential bias in the determination of the workers’ compensation claims liabilities.

oDeweloping a range of independent estimates of the workers’ compensation claims liabilities, and comparing our estimated ranges to
management’s estimates and assessed the consistency of management’s approach.

/s/ Meghann Hartley
Portland, Oregon
February 28, 2025

We hawe sened as the Company's auditor since 2016.
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Barrett Business Services, Inc.
Consolidated Balance Sheets
December 31, 2024 and 2023

(In Thousands, Except Par Value)

ASSETS
Current assets:
Cash and cash equivalents
Investments
Trade accounts receivable, net
Income taxes receivable
Prepaid expenses and other
Restricted cash and investments
Total current assets

Property, equipment and software, net
Operating lease right-of-use assets
Restricted cash and investments
Goodwill

Other assets

Deferred income taxes

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable
Accrued payroll and related benefits
Payroll taxes payable
Current operating lease liabilities
Current premium payable
Other accrued liabilities
Workers' compensation claims liabilities
Total current liabilities
Long-term workers' compensation claims liabilities
Long-term premium payable
Long-term operating lease liabilities
Customer deposits and other long-term liabilities
Total liabilities
Commitments and contingencies (Notes 5, 7 and 11)
Stockholders' equity:
Common stock, $.01 par value; 82,000 shares authorized, 25,784
and 26,290 shares issued and outstanding in 2024 and 2023, respectively ("
Additional paid-in capital
Accumulated other comprehensive loss
Retained eamings
Total stockholders' equity
Total liabilities and stockholders' equity

December 31, December 31,
2024 2023
$ 55,367 $ 71,168
66,492 81,027
234,533 171,407
2,662 7,987
18,698 18,443
97,690 97,470
475,442 447,502
56,781 50,295
20,329 19,898
134,454 145,583
47,820 47,820
6,205 6,222
4477 4218
$ 745,508 $ 721,538
$ 6,787 $ 6,593
215,648 160,930
49,685 73,150
6,231 6,623
31,134 35,276
10,330 10,674
39,081 50,006
358,896 343,252
89,365 117,757
49,840 37,812
15,215 14,590
10,788 8,987
524,104 522,398
258 263
40,396 36,743
(19,245) (20,801)
199,995 182,935
221,404 199,140
$ 745,508 $ 721,538

O Prior period results have been adjusted to reflect the four-for-one stock split effected in the form of a stock dividend in June 2024. See the Business section in

Item 1 of Part | of this report for details.

The accompanying notes are an integral part of these consolidated financial statements.
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Barrett Business Services, Inc.
Consolidated Statements of Operations
Years Ended December 31, 2024, 2023 and 2022
(In Thousands, Except Per Share Amounts)

Year Ended
December 31,
2024 2023 2022
Rewvenues:
Professional employer senices $ 1,063,386 $ 982,268 $ 937,363
Staffing senices 81,145 87,039 116,963
Total revenues 1,144,531 1,069,307 1,054,326
Cost of revenues:
Direct payroll costs 61,010 65,042 87,944
Payroll taxes and benefits 628,534 555,758 522,392
Workers' compensation 201,736 205,975 209,145
Total cost of revenues 891,280 826,775 819,481
Gross margin 253,251 242,532 234,845
Selling, general and administrative expenses 185,869 174,772 169,642
Depreciation and amortization 7,601 7,110 6,228
Income from operations 59,781 60,650 58,975
Other income (expense):
Investment income, net 11,130 8,643 6,476
Interest expense (178) (166) (141)
Other, net 89 (139) 7)
Other income, net 11,041 8,338 6,328
Income before income taxes 70,822 68,988 65,303
Provision for income taxes 17,829 18,376 18,035
Netincome $ 52,993 50,612 47,268
Basic income per common share $ 2.03 1.88 1.66
Weighted average number of basic common shares outstanding () 26,076 26,921 28,521
Diluted income per common share (! $ 198 $ 185 $ 1.64
Weighted average number of diluted common shares outstanding (" 26,708 27,394 28,905

O Prior period results have been adjusted to reflect the four-for-one stock split effected in the form of a stock dividend in June 2024. See the Business section in

Item 1 of Part | of this report for details.

The accompanying notes are an integral part of these consolidated financial statements.
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Barrett Business Services, Inc.
Consolidated Statements of Comprehensive Income
Years Ended December 31, 2024, 2023 and 2022
(In Thousands)

Year Ended
December 31,
2024 2023 2022
Net income $ 52,993 $ 50612 $ 47,268
Unrealized gains (losses) on investments, net of tax of $595, $2,596, and ($10,958) in 2024, 2023 and
2022, respectively 1,556 6,793 (28,673)
Comprehensive income $ 54549 $ 57405 $ 18,595

The accompanying notes are an integral part of these consolidated financial statements.
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Balance, December 31, 2021

Common stock issued on exercise of options,
purchase of ESPP shares and vesting of
restricted stock units and performance awards

Common stock repurchased on vesting of
restricted stock units and performance awards

Share-based conrpensation expense

Comrpany repurchase of conmon stock

Cash dividends on conmon stock ($0.30
per share)

Unrealized loss on investments, net of tax

Net incorre

Balance, December 31, 2022

Commron stock issued on exercise of options,
purchase of ESPPshares and vesting of
restricted stock units and performance awards

Common stock repurchased on vesting of
restricted stock units and performance awards

Share-based comrpensation expense

Conpany repurchase of conmon stock

Cash dividends on conmon stock ($0.30
per share)

Unrealized gain on investments, net of tax

Net income

Balance, Decermber 31, 2023

Common stock issued on exercise of options,
purchase of ESPPshares and vesting of
restricted stock units and performance awards

Common stock repurchased on vesting of
restricted stock units and performance awards

Share-based conpensation expense

Conrpany repurchase of conmon stock

Cash dividends on conmon stock ($0.31
per share)

Unrealized gain on investents, net of tax

Net incomre

Balance, Decerrber 31, 2024

Barrett Business Services, Inc.
Consolidated Statements of Stockholders' Equity
Years Ended December 31, 2024, 2023 and 2022

(In Thousands)

Accunulated
Other
Conprehensi
Additional ve
Conmron Stock Paid-in Income Retained
Shares Amount Capital (Loss) Earnings Total

29660 $ 297 $ 28831 $ 1,079 $ 178323 $ 208,530

339 3 708 — — 711
(92) 1) (1,691) — — (1,692)

— — 7,390 — — 7,390
(2,424) (24) (2,700) — (44,444) (47,168)
— — — — (8,524) (8,524)
— — — (28,673) — (28,673)

— — — — 47,268 47,268

27483 $ 2715 § 32538 § (2754 § 172623 § 177,842

436 4 698 — — 702
(130) (1 (2992) — = (2,993)

— — 8,465 — — 8,465
(1,499) (15) (1,966) — (32211) (34,192)
— — — — (8,089) (8,089)

— — — 6,793 — 6,793

— — — — 50,612 50,612

26290 $ 263 $ 36743 $ (20,801 ) $ 182935 $ 199,140

497 5 926 — — 931
(153) (2) (4,835) — — (4,837)

— — 8,840 — — 8,840
(850) 8) (1,278) — (27,847) (29,133)
- — — — (8,086) (8,086,

— — — 1,556 — 1,556

— — — — 52,993 52,993

25784 $ 258 $ 403% $ (19245) § 199995 § 221,404

O Prior period results have been adjusted to reflect the four-for-one stock split effected in the form of a stock dividend in June 2024. See the Business section in

Item 1 of Part | of this report for details.

The accompanying notes are an integral part of these consolidated financial statements.
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Barrett Business Services, Inc.
Consolidated Statements of Cash Flows
Years Ended December 31, 2024, 2023 and 2022
(In Thousands)

Year Ended
December 31,
2024 2023 2022
Cash flows from operating activities:
Netincome $ 52,993 $ 50,612 $ 47,268
Reconciliations of netincome to net cash provided by operating activities:
Depreciation and amortization 7,601 7,110 6,228
Non-cash operating lease expense 6,470 7,036 6,955
Investment (accretion) amortization and (gains) losses recognized (221) 1,396 1,859
Losses recognized on disposal of property and equipment 65 256 139
Deferred income taxes (854) 4,626 (2,169)
Share-based compensation 8,840 8,465 7,390
Changes in certain operating assets and liabilities:
Trade accounts receivable (63,126) (7,569) (8,131)
Income taxes 5,325 (8,597) (1,063)
Prepaid expenses and other (255) 1,344 (2,181)
Accounts payable 194 (1,671) 3,779
Accrued payroll and related benefits 55,170 5,698 12,219
Payroll taxes payable (23,465) 7,030 12,697
Other accrued liabilities (736) 4177) 1,371
Premium payable 7,886 54,168 12,081
Workers' compensation claims liabilities (39,350) (51,246) (64,222)
Operating lease liabilities (6,668) (7,099) (6,740)
Other assets and liabilities, net 218 (160) 298
Net cash provided by operating activities 10,087 67,222 27,778
Cash flows from investing activities:
Purchase of property, equipment and software (14,160) (11,827) (15,973)
Proceeds from sale of property and equipment 8 120 —
Purchase of investments (7,902) (4,387) —
Proceeds from sales and maturities of investments 23,319 10,352 18,732
Purchase of restricted investments (29,971) (66,734) (4,345)
Proceeds from sales and maturities of restricted investments 67,491 17,289 62,740
Net cash provided by (used in) investing activities 38,785 (55,187) 61,154
Cash flows from financing activities:
Proceeds from credit-line borrowings 415 12,313 —
Payments on credit-line borrowings (415) (12,313) —
Payments on long-term debt — — (3,510)
Repurchase of common stock (29,133) (34,192) (47,168)
Common stock repurchased on vesting of stock awards (4,837) (2,993) (1,692)
Dividends paid (8,086) (8,089) (8,524)
Proceeds from exercise of stock options and purchase of ESPP 931 702 71
Net cash used in financing activities (41,125) (44,572) (60,183)
Net increase (decrease) in cash, cash equivalents and restricted cash 7,747 (32,537) 28,749
Cash, cash equivalents and restricted cash, beginning of period 74,841 107,378 78,629
Cash, cash equivalents and restricted cash, end of period $ 82,588 $ 74,841 $ 107,378

The accompanying notes are an integral part of these consolidated financial statements.
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Barrett Business Services, Inc.
Notes to Consolidated Financial Statements

Note 1 - Summary of Operations and Significant Accounting Policies

Nature of operations

Barrett Business Senices, Inc. (‘BBSI” or the “Company”), is a leading provider of business management solutions for small and mid-sized companies.
The Company has deweloped a management platform that integrates a knowledge-based approach from the management consulting industry with tools
from the human resource outsourcing industry. This platform, through the effective leveraging of human capital, helps our business owner clients run their
businesses more effectively.

We beliewe this platform, delivered through our decentralized organizational structure, differentiates BBSI from our competitors. The Company supports
clients with a local presence in 67 markets throughout the United States. Approximately 72%, 72% and 73%, respectively, of our revenue during 2024,
2023 and 2022 was attributable to our Califomia operations. BBSI was incorporated in Maryland in 1965.

The Company operates a wholly owned, fully licensed captive insurance company, Associated Insurance Company for Excess ("AICE") and a wholly
owned, fully licensed insurance company, Ecole. AICE and Ecole provide access to more competitive and cost-effective insurance markets and provide
cost-effective risk management. See “Note 4 - Workers’ Compensation Claims” for additional information on the Company’s insurance programs.

Principles of consolidation

The accompanying financial statements are prepared on a consolidated basis. All intercompany account balances and transactions between BBSI,
AICE, and Ecole hawe been eliminated in consolidation.

Common stock split

On June 4, 2024, we amended our Charter to increase the number of authorized shares of common stock from 20,500,000 shares to 82,000,000 shares,
and our Board of Directors declared a four-for-one split of the Company’s common stock effected in the form of a stock dividend (the “2024 Stock Split”).
Each stockholder of record at the close of business on June 14, 2024 received a dividend of three additional shares of common stock for each then-held
share, distributed after close of trading on June 21, 2024. All share and per share amounts presented herein have been retroactively adjusted to reflect
the impact of the 2024 Stock Split. The shares of common stock retain a par value of $0.01 per share. Accordingly, an amount equal to the par value of
the increased shares resulting from the stock split was reclassified from additional paid-in capital to common stock.

Reportable segment

BBSI has one operating and reportable segment which provides business management solutions to small and mid-sized companies. The Company’s
Chief Executive Officer is the chief operating decision maker (“CODM”). The CODM is provided financial information presented on a consolidated basis,
including consolidated gross margin and consolidated net income, to assess the financial performance of the Company and to decide how to allocate
resources, including by reinvesting profits into our single operating segment or pursuing other strategic initiatives, such as stock repurchases or
acquisitions. The financial information presented to the CODM, including the expense categories, is consistent with the financial information contained in
these consolidated financial statements.

The accounting policies of our reportable segment are the same as those of the consolidated entity.

BBSI derives revenue exclusively in the United States and all of the Company’s long-lived assets are located in the United States.
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Revenue recognition

Professional employer (‘PEO”) senices are normally used by organizations to satisfy ongoing needs related to the management of human capital and
are governed by the terms of a client senices agreement which covers all employees at a particular work site. Staffing revenues relate primarily to short-
term staffing, contract staffing and on-site management senices. The Company’s performance obligations for PEO and staffing senices are satisfied,
and the related revenue is recognized, as senices are rendered by our workforce.

Our PEO client senice agreements have a minimum term of one year, are renewable on an annual basis and typically require 30 days’ written notice to
cancel or terminate the contract by either party. In addition, our client senice agreements provide for immediate termination upon any payment default of
the client regardless of when notice is given. PEO customers are inwoiced following the end of each payroll processing cycle, with payment generally due
on the inwoice date. Staffing customers are generally invoiced weekly based on agreed rates per employee and actual hours worked, typically with
payment terms of 30 days. The amount of eamed but unbilled revenue is classified as a receivable on the consolidated balance sheets.

We report PEO revenues net of direct payroll costs because we are not the primary obligor for these payments to our clients’ employees. Direct payroll
costs include salaries, wages, health insurance, and employee out-of-pocket expenses incurred incidental to employment.

Cost of revenues

Our cost of revenues for PEO senices includes employer payroll-related taxes, workers' compensation costs, and employee benefits costs. Our cost of
revenues for staffing senices includes direct payroll costs, employer payroll-related taxes, and workers’ compensation costs. Direct payroll costs
represent the gross payroll eamed by staffing senices employees based on salary or hourly wages. Payroll taxes consist of the employer's portion of
Social Security and Medicare taxes and federal and state unemployment taxes. Benefit costs primarily comprise health insurance premiums paid to
third-party carriers as part of our fully insured PEO benefits programs and undenwriting and benefit consultant payroll. Workers' compensation costs
consist primarily of premiums paid to third-party insurers, claims resenes, claims administration fees, legal fees, medical cost containment (“MCC”)
expense, state administrative agency fees, third-party broker commissions, risk manager payroll, as well as costs associated with operating our two
wholly owned insurance companies, AICE and Ecole.

Cash and cash equivalents

We consider non-restricted short-term investments that are highly liquid, readily conwertible into cash, and have maturities at acquisition of less than
three months to be cash equivalents for purposes of the consolidated statements of cash flows and consolidated balance sheets. The Company
maintains cash balances in bank accounts that normally exceed FDIC insured limits. The Company has not experienced any losses related to its cash
concentration.

Investments

The Company classifies investments as available-for-sale. The Company’s investments are reported at fair value with unrealized gains and losses, net of
taxes, shown as a component of accumulated other comprehensive loss in stockholders' equity. Investments are recorded as current on the
consolidated balance sheets as the invested funds are available for current operations. Management considers available evidence in evaluating potential
impairment of investments, including the extent to which fair value is less than cost and adverse conditions related to the security. In the event of a credit
loss, an allowance would be recognized to the extent that the fair value of the security is less than the present value of the expected future cash flows.
Realized gains and losses on sales of investments are included in investment income, net in our consolidated statements of operations. Investment
income, net in the consolidated statements of operations includes interest income of $10.9 million, $9.1 million, and $6.8 million for the years ended
December 31, 2024, 2023 and 2022, respectively.
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Restricted cash and investments

The Company holds restricted cash and investments primarily for the future payment of insurance premiums and workers’ compensation claims. These
investments are categorized as available-for-sale. They are reported at fair value with unrealized gains and losses, net of taxes, shown as a component
of accumulated other comprehensive loss in stockholders’ equity. Restricted cash and investments are classified as current and noncurrent on the
consolidated balance sheets based on the nature of the restriction. Management considers available evidence in evaluating potential impairment of
restricted investments, including the extent to which fair value is less than cost and adverse conditions related to the security. In the event of a credit
loss, an allowance would be recognized to the extent that the fair value of the security is less than the present value of the expected future cash flows.
Realized gains and losses on sales of restricted investments are included in investment income in our consolidated statements of operations.

Restricted cash and investments also includes investments held as part of the Company’s deferred compensation plan. These investments are classified
as trading securities and are recorded at fair value with unrealized gains and losses reported as a component of income from operations.

Concentration of credit risk

Financial instruments that potentially subject us to concentration of credit risk consist primarily of cash equivalents, investments, restricted cash and
investments, and trade accounts receivable. We limit investment of cash equivalents and investments to financial institutions with high credit ratings.
Credit risk on trade accounts is minimized as a result of the large and diverse nature of our customer base.

Trade accounts receivable

PEO customers are invoiced following the end of each payroll processing cycle with payment generally due on the inwice date and staffing customers
are generally invoiced weekly with payment terms of 30 days. The balance in trade accounts receivable is comprised primarily of unbilled receivables of
$218.8 million and $157.9 million at December 31, 2024 and 2023, respectively. The remaining balance of $16.6 million and $14.4 million in trade
accounts receivable at December 31, 2024 and 2023, respectiely, is primarily related to outstanding billings to PEO and staffing clients, offset by an
allowance for expected credits losses of $0.9 million at December 31, 2024 and 2023, respectiwely.

Allowance for expected credit losses

The Company had an allowance for expected credit losses of $0.9 million at December 31, 2024 and 2023. We make estimates of the collectability of
our accounts receivable for senices provided to our customers based on future expected credit losses. Management analyzes historical bad debts,
customer concentrations, customer credit-worthiness, current economic trends and changes in customers' payment trends when evaluating the
adequacy of the allowance for expected credit losses. If the financial condition of our customers deteriorates resulting in an impairment of their ability to
make payments, additional allowances may be required.

Our allowance for expected credit losses activity is summarized as follows (in thousands):

2024 2023 2022

Balance at January 1,

Allowance for expected credit losses $ 885 $ 893 $ 460

462
Charges to expense 72 98
Write-offs of uncollectible accounts, net
of recoveries (72) (106) (29)

Balance at December 31,

Allowance for expected credit losses $ 885 § 885 § 893
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Income taxes

Our income taxes are accounted for using an asset and liability approach. This requires the recognition of deferred tax assets and liabilities for the
expected future tax consequences of temporary differences between the financial statement and tax basis of assets and liabilities at the applicable tax
rates. A valuation allowance is recorded against deferred tax assets if, based on the weight of the available evidence, it is more likely than not that some
or all of the deferred tax assets will not be realized. The factors used to assess the likelihood of realization include the Company’s forecast of the
reversal of temporary differences, future taxable income and available tax planning strategies that could be implemented to realize the net deferred tax
assets. Failure to achieve forecasted taxable income in applicable tax jurisdictions could affect the ultimate realization of deferred tax assets and could
result in an increase in the Company’s effective tax rate on future eamings.

The determination of our provision for income taxes requires significant judgment, the use of estimates, and the interpretation and application of complex
tax laws. Significant judgment is required in assessing the timing and amounts of deductible and taxable items and the probability of sustaining
uncertain tax positions. The Company recognizes the tax benefit from uncertain tax positions if it is more likely than not that the tax positions will be
sustained on examination by the tax authorities. The tax benefit is measured based on the largest benefit that has a greater than 50% likelihood of being
realized upon ultimate settlement. As facts and circumstances change, we reassess these probabilities and record any changes in the consolidated
financial statements as appropriate. The Company recognizes interest and penalties related to unrecognized tax benefits in income tax expense.

Goodwill and intangible assets

Goodwill is recorded as the difference, if any, between the aggregate consideration paid for a business combination and the fair value of the net assets
acquired. Goodwill is not amortized but is evaluated for impairment annually, or more frequently if circumstances indicate that it is more likely than not
that the fair value of the operating segment is below its carrying value. The Company has one operating and reportable segment and evaluates the
carrying value of goodwill annually at December 31. No impairment has been recognized in the periods presented.

Property, equipment and software

Property, equipment and software are stated at cost. Expenditures for maintenance and repairs are charged to selling, general and administrative
expenses as incurred and expenditures for additions and improvements to property and equipment are capitalized. The cost of assets sold or otherwise
disposed of and the related accumulated depreciation are eliminated from the accounts, and any resulting gain or loss is reflected in the consolidated
statements of operations.

We capitalize software development costs incurred during the application development stage, which is the stage when preliminary project planning ends
and software development begins. Capitalized costs generally include both intemal and extemnal costs associated with coding and testing. Capitalized
costs are amortized on a straight-line basis over the estimated useful life, commencing when the software is placed into senice. Costs incurred during
the preliminary project stage and the post-implementation stage, as well as general and administrative and overhead costs, are expensed as they are
incurred.

Depreciation of property and equipment and amortization of software is calculated using the straight-line method over estimated useful lives of the related
assets or lease terms, as follows:

Years
Buildings 39
Equipment, furniture and fixtures 7-15
Computer hardware, software and software development costs 3-10
Leasehold improvements 1-7



Impairment of long-ived assets

Long-lived assets, such as property, equipment and software and acquired intangibles subject to amortization, are reviewed for impairment annually, or
whenewer events or changes in circumstances indicate that the remaining estimated useful life may warrant revision or that the carrying amount of an
asset may not be recowerable. Some of the events or changes in circumstances that would trigger an impairment review include, but are not limited to,
significant under-performance relative to expected and/or historical results, significant negative industry or economic trends, or knowledge of transactions
involving the sale of similar property at amounts below the carrying value.

Assets are grouped for measurement of impairment at the lowest level for which identifiable cash flows are largely independent of the cash flows of other
assets. If the carrying amount of an asset group exceeds the estimated undiscounted future cash flows expected to be generated by the asset group,
then an impairment charge is recognized to the extent the camrying amount exceeds the asset group’s fair value. In determining fair value, management
considers current results, trends, future prospects, and other economic factors.

Leases

The Company leases office facilities and equipment under operating leases. We determine whether an arrangement is or contains a lease at inception.
For all leases with a term greater than 12 months, we record our operating lease liabilities and right-of-use (ROU) assets at the lease commencement
date. Operating lease liabilities are based on the present value of future minimum lease payments over the lease term, and include options to renew a
lease in the future minimum lease payments if it is reasonably certain that the Company will exercise that option. ROU assets are based on the lease
liability, adjusted for any lease prepayments and lease incentives. If a lease does not provide an implicit interest rate, we use our incremental borrowing
rate on a collateralized basis from the information available at commencement date in determining the present value of lease payments. We recognize
expense for lease payments on a straight-line basis over the lease term for operating leases. Leases with initial terms of 12 months or less are
considered short-term lease costs and are not recorded as ROU assets on the consolidated balance sheets. ROU assets are reviewed for impairment in
the same manner as long-lived assets. No impairment has been recorded in the periods presented.

The Company has elected the practical expedient not to separate non-lease components from lease components for all classes of assets. Our lease
agreements generally do not contain material variable lease payments or restrictive covenants.

Workers’ compensation claims liabilities

Our workers’ compensation claims liabilities do not represent an exact calculation of liability but rather management’s best estimate of future obligation
amounts under workers' compensation programs where the Company retains risk. These estimates utilize actuarial expertise and projection techniques,
at a given reporting date, and are based on an evaluation of information provided by our third-party administrator for workers’ compensation claims,
coupled with an actuarial estimate of future loss development with respect to reported claims and incurred but not reported claims (together, “IBNR’).
Workers’ compensation claims liabilities include case resene estimates for reported losses, plus additional amounts for estimated IBNR claims, MCC
and legal costs, unallocated loss adjustment expenses and estimated future recoveries. The estimate of incurred costs expected to be paid within one
year is included in current liabilities, while the estimate of incurred costs expected to be paid beyond one year is included in long-term liabilities on our
consolidated balance sheets. These estimates are reviewed at least quarterly and adjustments to estimated liabilities are reflected in current operating
results as they become known.
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The process of armriving at an estimate of unpaid claims and claims adjustment expense involves a high degree of judgment and is affected by both
intemal and extemnal events, including changes in claims handling practices, changes in resene estimation procedures, inflation, trends in the litigation
and settlement of pending claims, and legislative changes.

Our estimates are based on actuarial analysis and informed judgment, derived from individual experience and expertise applied to multiple sets of data
and analyses. We consider significant facts and circumstances known both at the time that loss resenves are initially established and as new facts and
circumstances become known. Due to the inherent uncertainty underlying loss resene estimates, the expenses incurred through final resolution of our
liability for our workers’ compensation claims will likely vary from the related loss resenes at the reporting date. Therefore, as specific claims are paid
out in the future, actual paid losses may be materially different from our current loss resenes.

A basic premise in most actuarial analyses is that historical data and past pattems demonstrated in the incurred and paid historical data form a
reasonable basis upon which to project future outcomes, absent a material change. Significant structural changes to the available data can materially
impact the resene estimation process. To the extent a material change affecting the ultimate claim liability becomes known, such change is quantified
to the extent possible through an analysis of intemal Company data and, if available and when appropriate, extemnal data. Nonetheless, actuaries
exercise a considerable degree of judgment in the evaluation of these factors and the need for such actuarial judgment is more pronounced when faced
with material uncertainties.

Customer deposits

We require deposits from certain PEO customers to cover a portion of our accounts receivable due from such customers in the event of default of
payment.

Comprehensive income

Comprehensive income includes all changes in equity during a period except those that resulted from investments by or distributions to the Company's
stockholders.

Other comprehensive income refers to revenues, expenses, gains and losses that under U.S. generally accepted accounting principles (‘GAAP”) are
included in comprehensive income, but excluded from net income as these amounts are recorded directly as an adjustment to stockholders' equity. Our
other comprehensive income comprises unrealized holding gains and losses on our available-for-sale investments.

Statements of cash flows

Interest paid in 2024, 2023 and 2022 did not materially differ from interest expense. Income taxes paid by the Company totaled $14.9 million, $22.2
million, and $21.0 million in 2024, 2023 and 2022, respectively.

Bank deposits and other cash equivalents that are restricted for use are classified as restricted cash. The table below reconciles the cash, cash
equivalents and restricted cash balances from our consolidated balance sheets to the amounts reported on the consolidated statements of cash flows (in
thousands):

December 31, December 31, December 31,
2024 2023 2022
Cash and cash equivalents $ 55367 $ 71,168 $ 91,423
Restricted cash, included in restricted cash and investments 27,221 3,673 15,955
Total cash, cash equivalents and restricted cash shown in the
statements of cash flows $ 82588 $ 74841 § 107,378
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Basic and diluted earnings per share

Basic eamings per share are computed based on the weighted average number of common shares outstanding for each year using the treasury method.
Diluted eamings per share reflect the potential effects of the issuance of shares in connection with the exercise of outstanding stock options, vesting of
outstanding restricted stock units and performance share units, and the Company’s employee stock purchase plan. Basic and diluted shares
outstanding are summarized as follows (in thousands):

Year Ended
December 31,
2024 2023 2022
Weighted average number of basic shares outstanding 26,076 26,921 28,521
Effect of dilutive securities 632 473 384
Weighted average number of diluted shares outstanding 26,708 27,394 28,905

Accounting estimates

The preparation of our consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions. These
affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the consolidated financial
statements and the reported amounts of revenues and expenses during the reporting periods. Management bases its estimates on historical experience
and on various other assumptions that are believed to be reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying values of assets and liabilities that are not readily apparent from other sources. Estimates are used for fair value measurement of
investments, allowance for expected credit losses, deferred income taxes, carrying values for goodwill and property, equipment and software, and
accrued workers' compensation liabilities. Actual results may or may not differ from such estimates.

Reclassifications

To conform to the current period’s presentation, the prior period balance of accrued payroll, payroll taxes and related benefits on the consolidated
balance sheets of $234.1 million was disaggregated into accrued payroll and related benefits of $160.9 million and payroll taxes payable of $73.2 million.
In the consolidated statements of cash flows, the 2023 amount of net cash inflows from accrued payroll, payroll taxes and related benefits of $12.7
million was disaggregated into net cash inflows from accrued payroll and related benefits of $5.7 million and net cash inflows from payroll taxes payable
of $7.0 million. For 2022, net cash inflows from accrued payroll, payroll taxes and related benefits of $24.9 million was disaggregated into net cash
inflows from accrued payroll and related benefits of $12.2 million and net cash inflows from payroll taxes payable of $12.7 million.

To conform to the current period’s presentation, safety incentives liability of $1.3 million was reclassified to other accrued liabilities in the prior period
consolidated balance sheets, and net cash outflows from safety incentives liability of $0.8 million and $2.3 million were reclassified to other accrued
liabilities in the prior period consolidated statements of cash flows for the years ended December 31, 2023 and 2022, respectively.

All share and per share amounts presented herein have been retroactively adjusted to reflect the impact of the 2024 Stock Split. To conform to the
current period’s presentation, additional paid-in-capital of approximately $0.2 million was reclassified to common stock in the prior period consolidated
balance sheets and prior periods' consolidated statements of stockholders' equity.
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Recent accounting pronouncements
The following Accounting Standards Updates (ASUs) have been recently issued by the Financial Accounting Standards Board (FASB).
ASU 2023-07, Segment Reporting (Topic 280): Improvements to Reportable Segment Disclosures

In November 2023, the FASB issued ASU 2023-07, which expands annual and interim reportable segment disclosure requirements, primarily through
enhanced disclosures about significant segment expenses. ASU 2023-07 is effective for fiscal years beginning after December 15, 2023 and interim
periods within fiscal years beginning after December 15, 2024. We have adopted this ASU on a retrospective basis for the annual reporting period of our
fiscal year beginning January 1, 2024 with no material effects on the Company’s financial condition, results of operations, or cash flows.

ASU 2023-09, Income Taxes (Topic 740): Improvements to Income Tax Disclosures

In December 2023, the FASB issued ASU 2023-09, which requires disaggregated information about a reporting entity’s effective tax rate reconciliation as
well as information on income taxes paid. The ASU applies to all entities subject to income taxes. The new requirements will be effective for annual
periods beginning after December 15, 2024. The guidance will be applied on a prospective basis with the option to apply the standard retrospectively.
Early adoption is permitted. We plan to adopt this ASU for the annual reporting period of our fiscal year beginning January 1, 2025. We are evaluating the
impact of applying this new accounting guidance to our income tax disclosures but do not expect the adoption of this ASU to have any material effects
on the Company’s financial condition, results of operations, or cash flows.

ASU 2024-03, Income Statement—Reporting Comprehensive Income—Expense Disaggregation Disclosures (Subtopic 220-40): Disaggregation of
Income Statement Expenses (‘DISE’)

In November 2024, the FASB issued ASU 2024-03, which requires disclosure of specified information about certain costs and expenses in the notes to
interim and annual financial statements. The amendments in this ASU are effective for annual reporting periods beginning after December 15, 2026 and
interim reporting periods beginning after December 15, 2027. Early adoption is permitted. The amendments in this ASU should be applied either (1)
prospectively to financial statements issued for reporting periods after the effective date or (2) retrospectively to any or all prior periods presented in the
financial statements. We are evaluating the impact of this new accounting standard but do not expect the adoption of this ASU to have any material
effects on the Company’s financial condition, results of operations, or cash flows.

48



Note 2 - Fair Value Measurement

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.

All of our financial instruments are recognized in our consolidated balance sheets. Carrying values approximate fair value of most financial assets and
liabilities. Investments and restricted cash and investments are recorded at market value. The interest rates on our investments approximate current
market rates for these types of investments.

In determining the fair value of our financial assets, the Company predominantly uses the market approach. In determining the fair value of all its
corporate bonds, mortgage-backed securities, U.S. treasuries, U.S. government agency securities, mutual funds, money market funds, asset-backed
securities, and emerging markets, the Company utilizes non-binding quotes provided by our investment brokers.

Factors used in determining the fair value of our financial assets and liabilities are summarized into three levels as established in the fair value hierarchy
framework. The three lewels of the fair value hierarchy are described below.

Level 1 — Inputs to the valuation methodology are unadjusted quoted prices for identical assets or liabilities in active markets.
Lewel 2 — Inputs to the valuation methodology include:

Quoted prices for similar assets or liabilities in active markets;

*Quoted prices for identical or similar assets or liabilities in inactive markets;

«Inputs other than quoted prices that are obsenable for the asset or liability;

«Inputs that are derived principally from or corroborated by observable market data by correlation or other means.
Level 3 — Inputs to the valuation methodology are unobservable and significant to the fair value measurement.

In determining the fair value measurement of our financial assets, the fair value measurement level within the hierarchy is based on the lowest level input
and is applied to each financial asset. Valuation techniques are used to maximize the use of obsenable inputs and minimize the use of unobsenable
inputs.
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The following table summarizes the Company’s investments at December 31, 2024 and 2023 measured at fair value on a recurring basis (in thousands):

December 31, 2024 December 31, 2023
Gross Gross Gross Gross
Unrealized Unrealized Recorded Unrealized Unrealized Recorded
Cost Gains Losses Basis Cost Gains Losses Basis
Current:
Cash equivalents:
Money market funds $ 26,661 $ —  $ — 8 26,661 $ 19539 § —  $ — 19,539
Total cash equivalents 26,661 — — 26,661 19,539 — — 19,539
Investments:
Corporate bonds 27,954 3 (2,365) 25,592 34,472 2 (3,161) 31,313
U.S. govemment agency securities 12,734 — (203) 12,531 12,830 — (408) 12,422
U.S. treasuries 12,460 — (1,140) 11,320 12,448 — (1,253) 11,195
Wortgage-backed securities 12,128 — 259) 9,536 13,084 — (2.454) 10,630
Asset-backed securities 7,610 12 (109) 7,513 13,659 4 (191) 13,472
Emerging markets — — — — 2,003 — 8) 1,995
Total current investments 72,886 15 (6,409) 66,492 88,496 6 (7,475) 81,027
Restricted cash and investments ":
Corporate bonds 100,030 16 (7,302) 92,744 82,481 19 (8,473) 74,027
U.S. treasuries 54,900 — (6,348) 48,552 109,020 21 (6,436) 102,605
Mortgage-backed securities 40,858 10 (5,674) 35,194 42,077 2 (5,218) 36,861
U.S. government agency securities 16,785 — (914) 15,871 16,863 — (1,199) 15,664
Mutual funds 10,961 — — 10,961 8,941 — — 8,941
Asset-backed securities 1,666 6 1) 1,671 79 1 (1) 79
Money market funds 216 — — 216 337 — — 337
Emerging markets 200 1 — 201 200 2 — 202
Total restricted cash and investments 225,616 33 (20,239) 205,410 260,718 45 (21,327) 239,436
Total investments $ 325163 § 8 (6,648) $ 298,563 $ 368,753 $ 51 § (28802 $ 340,002

() Included in restricted cash and investments within the consolidated balance sheets as of December 31, 2024 and 2023 is restricted cash of $26.7 million and
$3.6 million, respectively, which is excluded from the table above. Restricted cash and investments are classified as current and noncurrent on the balance sheet
based on the nature of the restriction.
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The following table summarizes the Company's investments at December 31, 2024 and 2023 measured at fair value on a recurring basis by fair value
hierarchy level (in thousands):

December 31, 2024 December 31, 2023
Total Total
Recorded Recorded
Basis Lewel 1 Lewel 2 Lewl 3 Other ( Basis Lewel 1 Lewl 2 Lewvel 3 Other ("
Cash equivalents:
Money merket
funds $ 26,661 $ — $ — $ — $ 26,661 $ 19,539 $ — $ — $ — $ 19,539
Investments:
Corporate bonds 25592 — 25592 — — 31,313 — 31,313
U.S. government
agency securities 12,531 — 12,531 — — 12422 — 1242 — —
U.S. treasuries 11,320 — 11,320 — — 11,19% — 11,19% — —
Mortgage-backed
securities 9,536 — 9,536 — — 10,630 — 10,630 — —
Asset-backed securities 7513 — 7513 — — 13472 — 13472 — —
Emerging merkets — — — — — 1,995 — 1,9% — —
Restricted cash and investments:
Corporate bonds R,744 — R,744 — — 74027 — 74027 — —
U.S. treasuries 48552 — 48,552 — — 102,605 — 102,605 — —
Mortgage-backed
securities 3514 — 35,194 — — 36,861 — 36,861 — —
U.S. gowernment
agency securities 15871 — 15,871 — — 15,664 — 15,664
Mutual funds 10961 10961 — — — 8941 8,941 — — —
Asset-backed securities 1,671 — 1,671 — — 79 — 79 —
Money mertet
funds 216 — — — 216 337 — — — 337
Emerging merkets 01 — 201 — — 202 — 202 — —
Total investments $ 28563 s 10,961 s 260725 $ . s 26877 s 20002 s 8,941 s 311185 s _ s 19,876

() Investments in money market funds measured at fair value using the net asset value per share practical expedient are not subject to hierarchy level
classification disclosure. The Company invests in money market funds that seek to maintain a stable net asset value. These investments include commingled
funds that comprise high-quality short-term securities representing liquid debt and monetary instruments where the redemption value is likely to be the fair value.
Redemption is permitted daily without written notice.
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The following table summarizes the contractual maturities of the Company’s available for sale securities at December 31, 2024 and 2023. Actual
maturities may differ from contractual maturities because borrowers may have the right to prepay obligations with or without prepayment penalties. The

table also includes money market funds, which are classified as cash and cash equivalents on the Company’s consolidated balance sheets.

Decentber 31, 2024

Between1to 5 Between 5t0 10
(In thousands) Less than 1 Year Years Years After 10 Years Total
Corporate bonds $ 18,815 $ 76,574 $ 22,947 $ — $ 118,336
U.SS. treasuries 497 42,333 17,042 — 59,872
U.S. government agency securities 8,014 19,333 1,055 — 28,402
NMoney market funds 26,877 — — — 26,877
Asset-backed securities — 1,228 6,654 1,302 9,184
Emerging markets — — 201 — 201
Total $ 54,203 $ 139,468 $ 47,899 $ 1,302 $ 242,872

Decerber 31, 2023

Between 1to 5 Between 5t0 10
(In thousands) Less than 1 Year Years Years After 10 Years Total
US. treasuries $ 55,955 $ 32,706 $ 25,139 $ — $ 113,800
Corporate bonds 6,859 67,731 30,574 176 105,340
U.S. government agency securities 39 27,018 1,029 — 28,086
Money market funds 19,876 — — — 19,876
Asset-backed securities — 799 12,182 1,290 14,271
Brerging markets 1,995 — 202 — 2,197
Total $ 84,724 $ 128,254 $ 69,126 $ 1,466 $ 283,570

The awerage contractual maturity of mortgage-backed securities, which are excluded from the table above, was 21 years and 23 years as of December

31, 2024 and 2023, respectiely.
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The fair values and gross unrealized losses of the Company’s available for sale securities that were in an unrealized loss position as of December 31,
2024 and 2023, aggregated by investment category and length of time that individual securities have been in a continuous loss position, were as follows

(in thousands):

Investments:
Corporate bonds
U.S. government agency securities
U.S. treasuries
Mortgage-backed securities
Asset-backed securities
Total investments
Restricted investments:
Corporate bonds
U.S. treasuries
Mortgage-backed securities

U.S. government agency securities
Asset-backed securities

Total restricted investments
Total investments and restricted
investments

Investments:
Corporate bonds
U.S. government agency securities
U.S. treasuries
Mortgage-backed securities
Asset-backed securities
Emerging Markets
Total investments

Restricted investments:
Corporate bonds
U.S. treasuries
Mortgage-backed securities
U.S. government agency securities
Asset-backed securities
Total restricted investments

Total investments and restricted
investments

Decenber 31, 2024

Less than 12 nonths 12 nonths or longer Total
Gross Gross Gross
Recorded Unrealized Recorded Unrealized Recorded Unrealized
Basis Losses Basis Losses Basis Losses
20 $ — 3 25377  $ (2,365) $ 25397 $ (2,365)
— — 12,531 (203) 12,531 (203)
— — 11,320 (1,140) 11,320 (1,140)
— — 9,536 (2,592) 9,536 (2,592)
— — 1,301 (109) 1,301 (109)
20 — 60,065 (6,409) 60,085 (6,409)
11,142 (15) 71,716 (7,287) 82,858 (7,302)
1,399 (29) 46,656 (6,319) 48,055 (6,348)
3,360 (37) 29,877 (5,637) 33,237 (5,674)
— — 15,871 (914) 15,871 (914)
443 (1) — — 443 1)
16,344 (82) 164,120 (20,157) 180,464 (20,239)
16364 $ (82) $ 224185 $ (26,566 $ 240549 $ (26,648
Decenber 31, 2023
Less than 12 nonths 12 nonths or longer Total
Gross Gross
Recorded Unrealized Recorded Unrealized Recorded Unrealized
Basis Basis Losses Basis Losses
— — 3 3112 § (3161) $ 31122 § (3,161)
562 (20) 11,859 (388) 12,421 (408)
— — 11,195 (1,253) 11,195 (1,253)
— — 10,629 (2/454) 10,629 (2/454)
— — 5,268 (191) 5,268 (191)
— — 1,995 8) 1,995 (8)
562 (20) 72,068 (7,455) 72,630 (7,475)
176 (1) 72,439 (8,472) 72,615 (8,473)
9 (1) 47,046 (6,435) 48,040 (6,436)
1,235 (5) 35,383 (5,213) 36,618 (5,218)
3,287 71) 12,377 (1,028) 15,664 (1,199)
300 (1) — — 300 (1)
5,992 (179) 167,245 (21,148) el &l ’327)
6554 $ (199 $ 239313 $ (28,603) $ 245867 $ (28,802)

We hawe determined that the gross unrealized losses on our investments as of December 31, 2024 and 2023 were temporary in nature. The decline in

fair value was due to changes in market interest rates, rather than credit losses.
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Note 3 - Property, Equipment and Software
Property, equipment and software consists of the following (in thousands):

December 31,
2024 2023

Buildings $ 17,929 $ 18,449
Equipment, furniture and fixtures 24,244 24,093
Computer hardware and software 6,233 6,109
Software development costs 47,025 34,620

95,431 83,271
Less accumulated depreciation and amortization (40,140) (34,466)

55,291 48,805
Land 1,490 1,490
Total Property, Equipment and Software $ 56,781  § 50,295

We recognized $3.7 million, $3.6 million and $3.4 million in depreciation expense associated with our property and equipment in 2024, 2023 and 2022,
respectively. We recognized $3.9 million, $3.5 miillion, and $2.8 million in amortization of capitalized software development costs in 2024, 2023 and
2022, respectively. We capitalized $12.4 million, $6.0 million and $5.3 million of software development costs in 2024, 2023 and 2022, respectively.

Note 4 - Workers' Compensation Claims
The following table summarizes the aggregate workers' compensation resene activity (in thousands):

Years Ended December 31,

2024 2023 2022
Beginning balance
Workers' compensation claims liabilities $ 167,763 $ 215,987 $ 279,407
Add: claims expense accrual
Current period 12,188 16,731 19,146
Prior periods (11,524) (12,147) (11,337)
Total claims expense incurred 664 4,584 7,809
Less: claim payments related to
Current period 5,006 3,260 4,450
Prior periods 35,008 52,570 67,581
Total claim payments 40,014 55,830 72,031
Change in claims incurred in excess of retention limits 33 3,022 802
Ending balance
Workers' compensation claims liabilities $ 128,446 $ 167,763 $ 215,987

Insured program

The Company provides workers’ compensation coverage for client employees primarily through arrangements with fully licensed, third-party insurers (the
“insured program”). Under this program, carriers issue policies or afford coverage to the Company’s clients under a program maintained by the Company.
Approximately 85% of the Company’s workers’ compensation exposure is covered through the insured program.

Effective July 1, 2021, the Company entered into a fully insured arrangement for its insured program, whereby third-party insurers assume substantially
all risk of loss for claims incurred under the program. This fully insured arrangement has been extended annually and covers claims incurred between
July 1, 2021 and June 30, 2025, with an option to renew through June 30, 2026.
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Each annual fully insured policy allows BBSI to participate in savings if claims develop favorably up to a maximum per policy year ranging from $20.5
million to $28.5 million, depending on the policy period. For only the policy period from July 1, 2021 to June 30 2022, BBSI can also incur additional
premium up to $7.5 miillion if claims develop adversely. No additional premium can be charged based on claim performance for other policy years.

Premiums incurred but not paid are recorded as either current or long-term premium payable on the consolidated balance sheets based on the expected
timing of the payments.

For claims incurred under the insured program prior to July 1, 2021, the Company retains risk of loss up to the first $3.0 million per occurrence on
policies issued after June 30, 2020 and $5.0 million per occurrence on policies issued before that date.

Claim obligations for palicies issued under the insured program between February 1, 2014 and June 30, 2018 were removed through loss portfolio
transfers in 2020 and 2021.

The following is a summary of the risk retained by the Company under its insured program after considering the effects of the loss portfolio transfers and
current insurance arrangements:

Year Claims risk retained
2014 No
2015 No
2016 No
2017 No
2018 ™ No
2019 Yes
2020 Yes
2021 - Through June 30 Yes
2021 - July 1 and after No
2022 No
2023 No
2024 No

() The loss portfolio transfers excluded approximately 10% of claims from 2018 and included an approximately offsetting amount of claims from 2019.

The Company is required to maintain minimum collateral lewels for certain policies issued under the insured program, which is held in a trust account
(the “trust account”). The balance in the trust account was $197.1 million and $210.9 million at December 31, 2024 and December 31, 2023,
respectively. The trust account balance is included as a component of the current and long-term restricted cash and investments in the Company’s
consolidated balance sheets.

Self-insured programs

The Company is a self-insured employer with respect to workers' compensation coverage for all employees, including employees of PEO clients that
elect to participate in our workers’ compensation program, working in Colorado, Maryland, Ohio, and Oregon. In the state of Washington, state law
allows only the Company's staffing senices and intemal management employees to be covered under the Company's self-insured workers' compensation
program. The Company also operates a wholly owned, fully licensed insurance company, Ecole, which provides workers’ compensation coverage to
client employees working in Arizona and Utah. Approximately 15% of the Company’s workers’ compensation exposure is covered through self-insurance
or Ecole (the “self-insured programs”).

For all claims incurred under the Company’s self-insured programs, the Company retains risk of loss up to the first $3.0 million per occurrence, except in
Maryland and Colorado, where the Company’s retention per occurrence is $1.0 million and $2.0 million, respectively. For claims incurred under the
Company’s self-insured programs prior to July 1, 2020, the Company retains risk of loss up to the first $5.0 million per occurrence, except in Maryland
and Colorado, where the retention per occurrence is $1.0 million and $2.0 million, respectively.
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The states of Maryland, Califomia, Oregon, Colorado, Washington, and Delaware required the Company to maintain collateral totaling $55.9 million and
$48.1 million at December 31, 2024 and 2023, respectiwely, to cover potential workers’ compensation claims losses related to the Company’s current
and former status as a self-insured employer. At December 31, 2024, the Company provided surety bonds totaling $55.9 million.

Claims liabilities

The Company provided a total of $128.4 million and $167.8 million at December 31, 2024 and 2023, respectively, as an estimated future liability for
unsettled workers' compensation claims liabilities. Of this amount, $6.0 million on December 31, 2024 and 2023, represent case resenes and IBNR in
excess of the Company’s retention. The accrual for costs incurred in excess of retention is offset by a receivable from insurance carriers of $6.0 million
at December 31, 2024 and 2023, included in other assets in the consolidated balance sheets.

Note 5 - Revolving Credit Facility and Long-Term Debt

The Company maintains an agreement (the “Agreement”) with Wells Fargo Bank, N.A. (the "Bank") for a revolving credit line of $50.0 million and a
sublimit for standby letters of credit of $25.0 million. Advances under the revolving credit line bear interest, as selected by the Company, of (a) the daily
Simple Secured Ovemnight Financing Rate ("SOFR") plus 1.75% or (b) one-month Term SOFR plus 1.75%. The Agreement also provides for an unused
commitment fee of 0.35% per year on the average daily unused amount of the revolving credit line, as well as a fee of 1.75% of the face amount of each
letter of credit reserved under the line of credit. The Company had no outstanding borrowings on its revolving credit line at December 31, 2024 and 2023.
The credit facility is collateralized by the Company’s accounts receivable and other rights to receive payment. The revolving credit facility will mature on
July 1, 2026, unless extended.

The Agreement requires the satisfaction of certain financial covenants as follows:

-adjusted free cash flow [net profit after taxes plus interest expense (net of capitalized interest), depreciation, expense and amortization expense,
less dividends/distributions] not less than $10 million as of each fiscal quarter end, determined on a rolling 4-quarter basis; and

«tangible net worth [aggregate of total stockholders' equity plus subordinated debt less any intangible assets and less any loans or advances to,
or investments in, any related entities or individuals] not less than $50 million at each fiscal quarter end.

The Agreement imposes certain additional restrictions unless the Bank provides its prior written consent as follows:

«incurring additional indebtedness is prohibited, other than purchase financing for the acquisition of assets, provided that the aggregate of all
purchase financing does not exceed $1 million at any time;

-the Company may not terminate or cancel any of the AICE policies; and

«if an event of default occurs, and is continuing, including on a pro forma basis, no dividends or distributions would be permitted to be paid and
redemptions and repurchases of the Company’s stock would be permitted only up to $15 million in any rolling 12-month period.

The Agreement also contains customary events of default and specified cross-defaults under the Company's workers' compensation insurance
arrangements. If an event of default under the Agreement occurs and is continuing, the Bank may declare any outstanding obligations under the
Agreement to be immediately due and payable. At December 31, 2024, the Company was in compliance with all covenants.
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Note 6 - Benefit Plans

We hawe a 401(k) Retirement Savings Plan for the benefit of our eligible employees. Employees covered under a PEO arrangement may participate in
the plan at the sole discretion of the PEO client. We make matching contributions to the 401(k) plan under a safe harbor provision. The determination of
any discretionary Company contributions to the plan is at the sole discretion of our Board of Directors. No discretionary Company contributions were
made to the plan for the years ended December 31, 2024, 2023 and 2022. We made matching contributions of $2.6 million, $2.4 million and $2.1 million
in 2024, 2023 and 2022, respectively.

The Company allows certain highly compensated employees of the Company to defer compensation under a nonqualified deferred compensation plan.
The long-term portion of the deferred compensation plan liability was $9.5 million and $7.9 million at December 31, 2024 and 2023, respectively, and is
recorded in customer deposits and other long-term liabilities on the consolidated balance sheets. The current portion of the deferred compensation plan
liability was $1.5 million and $1.1 million at December 31, 2024 and 2023, respectively, and is recorded in other accrued liabilities on the consolidated
balance sheets. The fair value of the long-term asset portion of this plan was $9.5 million and $7.9 miillion at December 31, 2024 and 2023, respectively,
and is recorded in noncurrent restricted cash and investments on the consolidated balance sheets. The fair value of the current asset portion of this plan
was $1.5 million and $1.1 million at December 31, 2024 and 2023, respectively, and is recorded in current restricted cash and investments on the
consolidated balance sheets.

Note 7 - Leases

The Company primarily leases office buildings under operating leases which are included in Operating lease right-of-use (‘ROU") assets, Current
operating lease liabilities, and Long-term operating lease liabilities on the consolidated balance sheets. The Company’s leases have remaining terms of 1
to 7 years.

Information related to the Company's total lease costs was as follows (in thousands):

Year Ended

December 31, 2024 December 31, 2023
Operating lease cost $ 7556 $ 7,894
Variable lease cost 1,314 1,229
Short-term lease cost 662 208
Total lease cost $ 9532 § 9,331
Information related to the Company's ROU assets and related lease liabilities was as follows (in thousands):

Year Ended
December 31, 2024 December 31, 2023

Cash paid for operating lease liabilities $ 7,745 $ 7,933
Right-of-use assets obtained in exchange for new operating lease obligations 6,913 7,270

December 31, 2024 December 31, 2023
Weighted-average remaining lease term 3.7 years 3.8 years

; ; % %
Weighted-average discount rate 5.1 47
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The table below reconciles the undiscounted future minimum lease payments (displayed by year and in the aggregate) under noncancellable operating
leases with terms of more than one year to the total operating lease liabilities recognized on the consolidated balance sheets as of December 31, 2024

(in thousands):

2025

2026

2027

2028

2029

Thereafter

Total undiscounted future minimum lease payments

Less: Difference between undiscounted lease payments and discounted operating lease liabilities

Total operating lease liabilities
Current operating lease liabilities
Long-term operating lease liabilities
Total operating lease liabilities

The Company has additional operating leases of $7.1 million that have not commenced as of December 31, 2024, and as such, have not been

$
$

$

7,131
6,249
5,036
3477
1,352

recognized in the Company’s Consolidated Balance Sheets. These operating leases are expected to commence in 2025 with lease terms of 5to 7

years.

Note 8 - Income Taxes

The provision for income taxes is as follows (in thousands):

2024

Current:

Federal $

State

Total current provision for income taxes
Deferred:

Federal

State

Total deferred provision for income taxes

Total provision for income taxes $

15,070
3,613
18,683

(535)

(319)

(854)
17,829

Year Ended December 31,

$

2023

11,896
1,854
13,750

2,784
1,842
4,626
18,376

2022

14,683
5,529
20,212

(1,096)
(1,081)
(2,177)
18,035




Deferred income tax assets and liabilities consist of the following components (in thousands):

December 31,
2024 2023
Deferred income tax assets:
Deferred compensation $ 7,392 $ 6,149
Taxeffect of unrealized losses, net 7,374 7,969
Operating lease liability 5,850 5,813
Workers' compensation claims liabilities 5,423 6,709
Other 1,164 579
Equity based compensation 857 907
Total deferred income taxassets 28,060 28,126
Less: valuation allowance 340 65
Net deferred income taxassets 27,720 28,061
Deferred income tax liabilities:
Taxdepreciation in excess of book depreciation (10,230) (9,180)
Amortization of software and intangibles (7,467) (8/441)
Operating lease right-of-use (5,545) (5,452)
Other (1) (770)
Total deferred income tax liabilities (23,243) (23,843)
Net deferred income taxes $ 4477 § 4,218
The effective tax rate differed from the U.S. statutory federal tax rate due to the following:
Year Ended December 31,
2024 2023 2022
Statutory federal taxrate 210 % 210 % 210 %
State taxes, net of federal benefit 36 43 54
Nondeductible expenses and other, net 1.0 1.7 15
Adjustment for final positions on filed retumns 0.5 0.5) 0.2
Other, net 0.1) 0.2 —
Federal and state tax credits (0.8) 0.1) 0.5)
Effective taxrate 252 % 266 % 276 %

Under ASC 740, “Income Taxes,” management evaluates the realizability of the deferred tax assets on a quarterly basis under a “more-likely-than-not”
standard. As part of this evaluation, management reviews all evidence both positive and negative to determine if a valuation allowance is needed. One
component of this analysis is to determine whether the Company was in a cumulative loss position for the most recent 12 quarters. The Company was in
a cumulative income position for the 12 quarters ended at both December 31, 2024 and December 31, 2023.

The Company’s realization of a portion of net deferred tax assets is based in part on our estimates of the timing of reversals of certain temporary
differences and on the generation of taxable income before such rewversals.

The Company is subject to income taxes in U.S. federal and multiple state and local tax jurisdictions. The Intemal Revenue Senice (the "IRS") is
examining the Company’s federal tax retums for the years ended December 31, 2017 through 2021. BBSI received notices that the IRS intends to
disallow certain wage-based tax credits claimed for the years 2017 through 2021, which could result in estimated total additional taxes of $8.0 million
and penalties of $1.9 million plus related interest. The Company disagrees with the IRS determination to disallow certain wage-based credits taken by
the Company and has filed U.S. Tax Court petitions challenging these notices. We believe that the Company has the technical merits to defend its
position. Based on management’s more-likely-than-not assessment that the Company’s position is sustainable, no resene for the aforementioned IRS
notices of disallowance of wage-based tax credits or underpayment penalties has been recorded in the financial statements.
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In the major jurisdictions where it operates, the Company is generally no longer subject to income tax examinations by tax authorities for tax years
before 2017. As of December 31, 2024, total gross unrecognized tax benefits, excluding interest and penalties, of $0.5 million would affect the
Company's effective tax rate if recognized in future periods. The Company does not anticipate any material changes to the resene in the next 12
months. The Company had unrecognized tax benefit of $0.8 million and $0.6 million as of December 31, 2023 and December 31, 2022, respectiwely.

A portion of the consolidated income the Company generates is not subject to state income tax. Depending on the percentage of this income as
compared to total consolidated income, the Company's state effective tax rate could fluctuate from expectations.

At December 31, 2024, the Company had no state operating loss camryforwards. At December 31, 2024, the Company did not have a federal general
business tax credit camryforward or an altemative minimum tax credit carryforward.

Note 9 - Stock Incentive Plans

The Company's 2020 Stock Incentive Plan (the "2020 Plan"), which provides for share-based awards to Company employees, non-employee directors
and outside consultants or advisors, was approved by stockholders on May 27, 2020, and amended with stockholder approval on June 5, 2023, to
increase the number of shares available for issuance under the 2020 Plan from 375,000 to 725,000. On June 3, 2024, the Company's stockholders
approved an amendment of the Company's Amended and Restated Charter to increase the number of authorized shares of Common Stock of the
Company from 20,500,000 to 82,000,000 (the "Charter Amendment"). The Company's Board of Directors proposed the Charter Amendment in part to
permit a four-for-one split of the Company's common stock. As such, the number of shares available for issuance under the 2020 Plan increased from
725,000 to 2,900,000. The number of shares available for grants of awards at December 31, 2024 was 862,526.

Share-based compensation expense included in selling, general and administrative expenses during the years ended December 31, 2024, 2023 and
2022, was $8.8 million, $8.5 million and $7.4 million, respectively. Related income tax benefits for the years ended December 31, 2024, 2023 and 2022,
were $2.2 million, $1.6 million and $1.2 million, respectiwely.

Stock Options
Outstanding stock options generally vest over four or eight years and expire up to ten years after the date of grant.

A summary of the status of the Company’s stock options at December 31, 2024, together with changes during the periods then ended, is presented
below:

Weighted
Weighted Average Aggregate
Average Remaining Intrinsic
Number Exercise Contractual Value
of Options Price Term (Years) (In Thousands)

Qutstanding at December 31, 2023 400,000 $ 17.89 — —
Options granted at market price 34,500 43.78 — —
Options exercised (20,500) 6.73 — —
Outstanding at December 31, 2024 414,000 20.60 3.09 9,474
Exercisable at December 31, 2024 219500 g 17.00 254 § 5,803
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The fair value of stock option awards as determined under the Black-Scholes option-pricing model was estimated with the following weighted-average
assumptions:

2024
BExpected wolatility 24.4%
Risk free interest rate 4.2%
BExpected dividend yield 0.7%
BExpected term (years) 5.0
Weighted average fair value per share $ 12.16

The weighted average fair value of stock options granted for the year ended December 31, 2024 was $12.16. There were no stock options granted with an
exercise price below market price during 2024. No stock options were granted during 2023 or 2022.

The intrinsic value of stock options exercised for the years ended December 31, 2024, 2023 and 2022 was $0.6 million, $0.1 million, and $0.2 million,
respectively. The fair value of stock options vested for the years ended December 31, 2024 and December 31, 2022 was $728,000. No stock options
vested during the years ended December 31, 2023. As of December 31, 2024, unrecognized compensation expense related to stock options was $1.3
million with a weighted average remaining amortization period of 2.1 years.

Restricted Stock Units

Restricted stock units generally vest in four equal annual installments beginning one year following the date of grant, other than restricted stock units
granted to nonemployee directors since 2019, which vest one year following the date of grant.

The following table presents restricted stock unit activity:

Weighted Average

Grant Date

Units Fair Value
Nonvested at December 31, 2023 877,112 $ 19.14
Granted 266,812 31.84
Vested (348,524) 17.94
Cancelled/Forfeited (34,543) 20.11
Nonvested at December 31, 2024 760,857 $ 24.10

The total fair value of restricted stock units vested during the years ended December 31, 2024, 2023 and 2022 was $6.3 million, $5.1 million and $4.5
million, respectively. As of December 31, 2024, unrecognized compensation expense related to restricted stock units was $14.0 million with a weighted
awerage remaining amortization period of 2.8 years.

Performance Share Units

Performance share units (‘PSUs”) are granted to key employees of the Company and are conditioned on attaining financial performance metrics
specified in each award. Each award is subject to upward or downward adjustment depending on whether achievement of the financial metrics is above
or below the target level, with a maximum payout of up to 200% of the target number of shares covered by the award.

PSUs west on the date that the Compensation Committee determines the level of attainment of the specified financial metrics, generally measured over a
three-year period.

61



The following table presents PSU activity:

Weighted Average
Grant Date
Units Fair Value
Nonwested at December 31, 2023 245,176 $ 18.23
Granted 117,661 25.99
Vested (97,089) 17.29
Nonvested at December 31, 2024 265,748 $ 22.01

The total grant date fair value of PSUs vested during the years ended December 31, 2024, 2023 and 2022 was $1.7 million, $1.6 million, and $259,000,
respectively.

Employee Stock Purchase Plan

The Company offers employees the right to purchase shares at a discount from the market price under the Company’s 2019 Employee Stock Purchase
Plan. Subject to the annual statutory limit, employees are eligible to participate through payroll deductions of up to 15% of their compensation. At the
end of each six-month offering period, shares are purchased by the participants at 85% of the fair market value at the end of the offering period. As of
December 31, 2024, approximately 1,024,554 shares were resenved for future issuance under the 2019 Employee Stock Purchase Plan.

Note 10 - Stock Repurchase Program

The Company maintains a stock repurchase program approved by the Board of Directors, which authorizes the repurchase of shares from time to time in
open market purchases. On July 31, 2023, the Board of Directors authorized the repurchase of up to $75.0 million of the Company’s common stock over
a two-year period beginning July 31, 2023. The new repurchase program replaces the program approved in February 2022. The Company repurchased
848,958, 1,500,456 and 2,423,748 shares at an aggregate purchase price of $29.1 million, $34.2 million, and $47.2 million during 2024, 2023 and 2022,
respectively.

In addition, shares of restricted stock units withheld to satisfy tax-withholding obligations from the vesting of restricted stock units were 153,372, 131,552
and 92,452 in 2024, 2023 and 2022, respectively, which are not subject to the current repurchase program. See “Note 5. Revolving Credit Facility and
Long-Term Debt” for related restrictions on share repurchases.

Note 11 - Litigation

On April 5, 2011, seweral individual plaintiffs filed a wage and hour class action in the Califomia Superior Court, County of Fresno, naming as defendants
their employer, a Merry Maids franchisee; BBSI, which was providing PEO senvices to the franchisee; and various parties related to the franchisor.
Plaintiffs claimed, among other things, that BBSI and the franchisor were their joint employer with the franchisee and therefore jointly responsible for the
alleged wage and hour violations. BBSI continues to maintain that it was not the plaintiffs joint employer. Notwithstanding, in January 2025, the plaintiffs
and BBSI reached an agreement in principle to settle the matter, subject to the completion of definitive documentation and customary court approval.

BBSl is subject to other legal proceedings and claims that arise in the ordinary course of our business. There are significant uncertainties surrounding
litigation. For the matter discussed abowe, as well as other cases, management has recorded estimated liabilities totaling $1.7 million in other accrued
liabilities in the consolidated balance sheets.

Note 12 - Subsequent Events

We hawe evaluated events and transactions occurring after the balance sheet date through our filing date and noted no events that are subject to
recognition or disclosure.
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

Item 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

We maintain “disclosure controls and procedures” that are designed with the objective of providing reasonable assurance that information required to be
disclosed in the reports we file or submit under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), is recorded, processed,
summarized, and reported within the time periods specified in the SEC's rules and forms, and that such information is accumulated and communicated
to our management, including our Chief Executive Officer (“CEQ”) and Chief Financial Officer (‘CFO”), as appropriate, to allow timely decisions regarding
required disclosure. In designing and evaluating our disclosure controls and procedures, our management recognizes that any controls and procedures,
no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control objectives, and our management is
required to apply their judgment in evaluating the cost-benefit relationship of possible controls and procedures.

Based on their evaluation, the Company’s CEO and CFO hawe concluded that the Company’s disclosure controls and procedures (as defined in Rules
13a-15(e) and 15d-15(e) under the Exchange Act) were effective as of December 31, 2024.

Annual Report on Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate intemal control over financial reporting (ICFR”) as defined in Rules 13a-15(f) and
15d-15(f) under the Exchange Act. Our ICFR is a process designed by, or under the supenision of, our CEO and our CFO to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of our consolidated financial statements for extemnal purposes in accordance
with GAAP in the United States of America. Management, with the participation of our CEO and CFO, conducted an evaluation of the effectiveness of our
ICFR based on the framework established in Intemal Control—Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Based upon that evaluation, management has concluded that the Company’s interal control over financial reporting was
effective as of December 31, 2024.

The effectiveness of the Company’s intemal control over financial reporting has also been audited by Deloitte & Touche LLP, the Company’s independent
registered public accounting firm, as stated in their report included below.

Changes in Internal Control over Financial Reporting

There have been no changes in the Company’s intemal control over financial reporting that occurred during the quarter ended December 31, 2024 that
have materially affected, or are reasonably likely to materially affect, the Company’s intemal control over financial reporting.

Inherent Limitations

Control systems, no matter how well designed and operated, can provide only reasonable, not absolute, assurance that the control systems' objectives

are being met. Further, the design of any control systems must reflect the fact that there are resource constraints, and the benefits of all controls must

be considered relative to their costs. Due to the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that
all control issues and instances of fraud, if any, within the Company have been detected. These inherent limitations include the realities that judgments

in decision making can be faulty and that breakdowns can occur because of simple errors or mistakes. Control

63



systems can also be circumvented by the individual acts of some persons, by collusion of two or more people, or by management override of the
controls. The design of any system of controls is based in part on certain assumptions about the likelihood of future events, and there can be no
assurance that any design will succeed in achieving its stated goals under all potential future conditions. Over time, controls may become inadequate
because of changes in conditions or deterioration in the degree of compliance with policies or procedures.

Chief Executive Officer and Chief Financial Officer Certifications
The certifications of our CEO and CFO required under Section 302 of the Sarbanes-Oxley Act have been filed as Exhibits 31.1 and 31.2 to this report.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders and the Board of Directors of
Barrett Business Senices, Inc.

Opinion on Internal Control over Financial Reporting

We hawe audited the intemal control over financial reporting of Barrett Business Senices, Inc. and subsidiaries (the “Company”) as of December 31,
2024, based on criteria established in Intemal Control — Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). In our opinion, the Company maintained, in all material respects, effective internal control owver financial reporting as of
December 31, 2024, based on criteria established in Intemal Control — Integrated Framework (2013) issued by COSO.

We hawe also audited, in accordance with the standards of the Public Company Accounting Owersight Board (United States) (PCAOB), the consolidated
financial statements as of and for the year ended December 31, 2024, of the Company and our report dated February 28, 2025, expressed an unqualified
opinion on those financial statements.

Basis for Opinion

The Company’s management is responsible for maintaining effective intemal control over financial reporting and for its assessment of the effectiveness of
intemal control over financial reporting, included in the accompanying Annual Report on Intemal Control over Financial Reporting. Our responsibility is to
express an opinion on the Company’s internal control over financial reporting based on our audit. We are a public accounting firm registered with the
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 audit in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective intemal control over financial reporting was maintained in all material respects. Our audit included
obtaining an understanding of intemal control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the
design and operating effectiveness of intemal control based on the assessed risk, and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion.

Definition and Limitations of Internal Control over Financial Reporting

A company’s interal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for extemal purposes in accordance with generally accepted accounting principles. A company’s intemal
control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately
and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures
of the company are being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material
effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. 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.

/sl Deloitte & Touche LLP

Portland, Oregon
February 28, 2025
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Iltem 9B. OTHER INFORMATION
None.

Item 9C. DISCLOSURE REGARDING FOREIGN JURISDICTIONS THAT PREVENT INSPECTIONS
Not applicable.

PART Il

Item 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The Company has adopted an insider trading policy goveming the purchase, sale, and other dispositions of our securities, applicable to our directors,
officers, employees, and other covered persons, as well as procedures for the repurchase of its securities. The Company believes that its insider trading
policy and repurchase procedures are reasonably designed to promote compliance with insider trading laws, rules and regulations, and the Nasdaq
Stock Market LLC listing standards applicable to the Company. A copy of the Company’s insider trading policy is filed as Exhibit 19.1 to this Form 10-K.

Additional information required by this item is incorporated by reference to the information set forth under the captions or subcaptions “Proposal 1:
Election of Directors,” “Audit and Compliance Committee,” “Background and Experience of Executive Officers," “Code of Ethics,” and “Delinquent Section
16(a) Reports” in our definitive Proxy Statement to be filed with the Securities and Exchange Commission pursuant to Regulation 14A within 120 days
after the end of the fiscal year cowered by this report (the “Proxy Statement”).

Item 11. EXECUTIVE COMPENSATION

The information required by this item is incorporated by reference to the information set forth under the captions “Director Compensation for 2024” and
“Executive Compensation” in the Proxy Statement, other than the information under the subcaption “Pay Versus Performance.”

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTERS
The information required by this item is incorporated by reference to the information set forth under the caption "Stock Ownership of Principal

Stockholders and Management — Beneficial Ownership Table" and “Additional Equity Compensation Plan Information” in the Proxy Statement.

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE
The information required by this item is incorporated by reference to the information set forth under the caption "Proposal 1: Election of Directors" and
"Related Person Transactions" in the Proxy Statement.

Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item is incorporated by reference to the information set forth under the caption "Matters Relating to Our Independent
Registered Public Accounting Firm” in the Proxy Statement.
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PART IV

Iltem 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
Financial Statements and Schedules

The Financial Statements, together with the report thereon of Deloitte & Touche LLP, are included on the pages indicated below:

Report of Independent Registered Public Accounting Firm-Deloitte & Touche LLP (PCAOB ID: 34)

Consolidated Balance Sheets as of December 31, 2024 and 2023

Consoalidated Statements of Operations for the Years Ended December 31, 2024, 2023 and 2022

Consolidated Statements of Comprehensive Income for the Years Ended December 31, 2024, 2023 and 2022

Consodlidated Statements of Stockholders’ Equity for the Years Ended December 31, 2024, 2023 and 2022

Consolidated Statements of Cash Flows for the Years Ended December 31, 2024, 2023 and 2022

Notes to Consolidated Financial Statements

No schedules are required to be filed herewith.

Exhibits
The following exhibits are filed or fumished herewith or incorporated by reference and this list is intended to constitute the exhibit index.

Bxhi
bit
Num
ber
3.1
3.2

41

4.2

4.3

Exhibit Description
Charter of the Registrant, as amended through June 4, 2024.
Bylaws of the Registrant, as amended through May 27, 2020.

Third Amended and Restated Credit Agreement between the Registrant and

Wells Fargo Bank, National Association (“Wells Fargo”), dated as of March
1, 2022.

First Amendment. effective as of June 12, 2023, to Third Amended and
Restated Credit Agreement

between the Registrant and Wells Fargo
Bank, National Association.

Amended and Restated Security Agreement: Business Assets, dated as of
March 1, 2022, between the Registrant and Wells Fargo.
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Amended and Restated Standby Letter of Credit Agreement dated as of
June 20, 2018, between the Registrant and Wells Fargo.

Fifth Amended and Restated Rewvolving Line of Credit Note effective June 12,

2023 of the Registrant.

Description of the Registrant's Capital Stock.
2009 Stock Incentive Plan of the Registrant (the “2009 Plan”).

2015 Stock Incentive Plan of the Registrant (the "2015 Plan").

Amended and Restated 2020 Stock Incentive Plan of the Registrant (the
"2020 Plan").

Form of Performance Share Award Agreement under the 2020 Plan.

Nongqualified Stock Option Award Agreement between the Registrant and
Thomas J. Carley dated July 1, 2016.

Form of Employee Nonqualified Stock Option Award Agreement for grants

to Gerald R. Blotz and Gary E. Kramer effective March 28, 2018, under the
2015 Plan.

Form of Incentive Stock Option Award Agreement relating to February 2
2015, grants under the 2009 Plan.

Form of Restricted Stock Units Award Agreement for Executive Officers for
awards granted beginning in 2018 under the 2015 Plan.

Form of Restricted Stock Units Award Agreement for Executive Officers
under the 2020 Plan.

Form of Restricted Stock Units Award Agreement for Non-Employee
Directors under the 2020 Plan.

Summary of Compensatory Arrangements for Non-Employee Directors of
the Registrant effective January 1, 2025.

Barrett Business Senices, Inc., Nonqualified Deferred Compensation Plan.

First and Second Amendments to the Barrett Business Senices, Inc.
Nonqualified Deferred Compensation Plan.

Form of Restricted Stock Units Award Agreement under Nonqualified
Deferred Compensation Plan.

Form of Restricted Stock Units Award Agreement under Nonqualified
Deferred Compensation Plan for grants beginning July 1, 2020.
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4.4

4.2

10.1

10.11

10.3

10.1

10.2

10.8

10.1

10.1

10.3

8/8/2018

8/3/2023

8/4/2021

5/26/2016

8/8/2018

11/4/2020

11/4/2020

8/9/2017

5/7/2019

5/8/2018

11/4/2020


https://www.sec.gov/Archives/edgar/data/902791/000156459018020533/bbsi-ex44_27.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017023037341/bbsi-ex4_2.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex4_6.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex10_1.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex10_2.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex10_3.htm
https://www.sec.gov/Archives/edgar/data/0000902791/000156459021040939/bbsi-ex101_26.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex10_5.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex10_6.htm
https://www.sec.gov/Archives/edgar/data/902791/000119312516602543/d62398dex1011.htm
https://www.sec.gov/Archives/edgar/data/902791/000156459018020533/bbsi-ex103_32.htm
https://www.sec.gov/Archives/edgar/data/902791/000156459020050586/bbsi-ex101_62.htm
https://www.sec.gov/Archives/edgar/data/902791/000156459020050586/bbsi-ex102_63.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex10_11.htm
https://www.sec.gov/Archives/edgar/data/902791/000156459017017039/bbsi-ex108_210.htm
https://www.sec.gov/Archives/edgar/data/902791/000156459019016378/bbsi-ex101_135.htm
https://www.sec.gov/Archives/edgar/data/902791/000156459018011869/bbsi-ex101_75.htm
https://www.sec.gov/Archives/edgar/data/902791/000156459020050586/bbsi-ex103_60.htm
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2
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19
A

21

32

97
A

wz=3

TON=3

Employment Agreement between the
Registrant and Gary Kramer Jr., dated April
22, 2020.

Employment Agreement between the
Reqistrant and Gerald Blotz, dated April 22,
2020.

Employment Agreement between the
Registrant and Anthony Harris, dated April 22,
2020.

Employment Agreement between the
Registrant and James Potts, dated August 14,
2020.

Amended Death Benefit Agreement entered

into by the Registrant and Gerald L. Blotz
effective October 30, 2020.

Death Benefit Agreement entered into by the

Registrant and Anthony Hanis effective June
30, 2020.

Amended Death Benefit Agreement entered

into by the Registrant and Gary Kramer
effective June 30, 2020.

Death Benefit Agreement entered into by the

Registrant and James Potts effective October
30, 2020.

Barrett Business Senices, Inc. Amended and
Restated Annual Cash Incentive Award Plan.

Form of Indemnification Agreement with each
outside director of Barrett Business Senices

Inc.

Form of Employee Nongualified Stock Option

Award Agreement for grants under the 2020
Plan in 2024.

Insider Trading Policy.

Subsidiaries of the Registrant.

Consent of Deloitte & Touche LLP

Independent Registered Public
Accounting Firm.

Certification of Chief Executive Officer
pursuant to Rule 13a-14(a).

Certification of Chief Financial Officer pursuant
to Rule 13a-14(a).

Certification pursuant to 18 U.S.C. Section
1350.

Executive Compensation Recowvery Palicy.

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.
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10-K
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10-K
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0-21886

0-21886

0-21886

0-21886

0-21886

0-21886

0-21886

0-21886

0-21886

0-21886

0-21886

10.2

10.3

10.4

10.30

10.31

10.7

10.8

10.34

10.45

10.2

97.1

4/24/2020

4/24/2020

4/24/2020

3/8/2021

3/8/2021

8/5/2020

8/5/2020

3/8/2021

3/5/2019

8/4/2021

3/1/2024


https://www.sec.gov/Archives/edgar/data/902791/000110465920051100/tm2016861d1_ex10-2.htm
https://www.sec.gov/Archives/edgar/data/902791/000110465920051100/tm2016861d1_ex10-3.htm
https://www.sec.gov/Archives/edgar/data/902791/000110465920051100/tm2016861d1_ex10-4.htm
https://www.sec.gov/Archives/edgar/data/0000902791/000156459021011516/bbsi-ex1030_234.htm
https://www.sec.gov/Archives/edgar/data/0000902791/000156459021011516/bbsi-ex1031_284.htm
https://www.sec.gov/Archives/edgar/data/902791/000156459020036847/bbsi-ex107_208.htm
https://www.sec.gov/Archives/edgar/data/902791/000156459020036847/bbsi-ex108_207.htm
https://www.sec.gov/Archives/edgar/data/0000902791/000156459021011516/bbsi-ex1034_235.htm
https://www.sec.gov/Archives/edgar/data/902791/000156459019006295/bbsi-ex1045_441.htm
https://www.sec.gov/Archives/edgar/data/0000902791/000156459021040939/bbsi-ex102_321.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex10_26.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex19_1.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex21.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex23_1.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex31_1.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex31_2.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017025029516/bbsi-ex32.htm
https://www.sec.gov/Archives/edgar/data/902791/000095017024024024/bbsi-ex97_1.htm




101.
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101.
DEF

101.
LAB

101.
PRE

104

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.

Cowerage Page Interactive Data File (embedded within the Inline XBRL
document).

* Denotes a management contract or a compensatory plan or arrangement.

Item 16. FORM 10-K SUMMARY

None.
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SIGNATURES

Pursuant to the requirements of 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.

BARRETT BUSINESS SERVICES, INC.
Registrant

Date: February 28, 2025 By: /s/ Anthony J. Harris
Anthony J. Harris
Executive Vice President and Chief Financial Officer and
Treasurer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the
Registrant and in the capacities indicated on the 28th day of February, 2025.

Principal Executive Officer and Director:

/sl Gary E. Kramer President and Chief Executive
Gary E. Kramer Officer and Director

Principal Financial and Accounting Officer:

/s/ Anthony J. Harris Executive Vice President and Chief Financial
Anthony J. Harris Officer and Treasurer

Majority of Directors:

/sl Thomas J. Carley Director
Thomas J. Carley

/sl Joseph S. Clabby Vice Chairman of the Board and Director
Joseph S. Clabby

/s/ Thomas B. Cusick Director
Thomas B. Cusick

/s/ Anthony Meeker Chairman of the Board and Director
Anthony Meeker

/s/ Carla A. Moradi Director
Carla A. Moradi
/s/ Alexandra Morehouse Director

Alexandra Morehouse

/s/ Vincent P. Price Director
Vincent P. Price
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