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ACT OF 1934
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Indicate by check mark whether the registranth@s filed all reports required to be filed by Sexti3 or 15(d) of the Securities Exchange Act
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to such filing requirements for the past 90 day¥es No O

Indicate by check mark whether the registrant ldsmstted electronically and posted on its corpo¥ab site, if any, every Interactive Data
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for such shorter period that the registrant wasired to submit and post such files). Y&s No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, m-accelerated filer, or a smaller reporting
company. See the definitions of “large accelerdited” “accelerated filer” and “smaller reportirmmpany” in Rule 12b-2 of the Exchange
Act.
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PART I - FINANCIAL INFORMATION
Item 1. FINANCIAL STATEMENTS
CONSOLIDATED BALANCE SHEETS

Columbia Banking System, Inc.
(Unaudited)

ASSETS

Cash and due from banks
Interest-earning deposits with banks

Total cash and cash equivalents
Securities available for sale at fair value (anzedi cost of $1,581,989 and $1,680,491, respecjively
Federal Home Loan Bank stock at cost
Loans held for sale
Loans, excluding covered loans, net of unearneshirgcof ($57,126) and ($68,282), respectively

Less: allowance for loan and lease losses
Loans, excluding covered loans, net

Covered loans, net of allowance for loan lossg$09,801) and ($20,174), respectively

Total loans, net
FDIC loss-sharing asset
Interest receivable
Premises and equipment, net
Other real estate owned ($13,051 and $12,093 co\msr&DIC loss-share, respectively)
Goodwill
Other intangible assets, net
Other assets

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Deposits:
Noninterest-bearing
Interest-bearing

Total deposits
Federal Home Loan Bank advances
Securities sold under agreements to repurchase
Other liabilities

Total liabilities
Commitments and contingent liabilities
Shareholders’ equity:

June 30, December 31,
2014 2013
Preferred stock (no par value) (in thousands)
Authorized shares 2,00( 2,00(
Issued and outstanding 9 9
Common stock (no par value)
Authorized shares 63,03! 63,03!
Issued and outstanding 52,63t 51,26¢

Retained earnings
Accumulated other comprehensive income (loss)
Total shareholders’ equity

Total liabilities and shareholders’ equity

See accompanying Notes to unaudited ConsolidatehEial Statements.

June 30, December 31,

2014 2013

(in thousands)

$ 193,81t $ 165,03(
30,64¢ 14,53
224,46. 179,56
1,590,01 1,664,11.
31,91° 32,52¢
75C 73t
4,452,67. 4,219,45:
49,49: 52,28(
4,403,18! 4,167,17.
242,101 277,67:
4,645,28| 4,444 84.
27,98: 39,84¢
22,18 22,20¢
156,64! 154,73:
28,25¢ 35,927
343,95. 343,95.
22,79: 25,85
203,23( 217,28¢
$ 7,297,45! $ 7,161,58.
$ 2,190,16: $ 2,171,70:
3,794,90: 3,787,77.
5,985,06! 5,959,47!
110,58 36,60¢
25,00( 25,00(
84,65 87,25
6,205,30 6,108,33.
2,21 2,213
861,60¢ 860,56
224,76! 202,51«
3,56( (12,049
1,092,15: 1,053,24!
$ 7,297,45! $ 7,161,58.
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CONSOLIDATED STATEMENTS OF INCOME
Columbia Banking System, Inc.
(Unaudited)

Interest Income
Loans
Taxable securities
Tax-exempt securities
Federal funds sold and deposits in banks
Total interest income
Interest Expense
Deposits
Federal Home Loan Bank advances
Prepayment charge on Federal Home Loan Bank advance
Other borrowings
Total interest expense
Net Interest Income
Provision for loan and lease losses
Provision (recapture) for losses on covered loaes,
Net interest income after provision (recapture)léan and lease losses
Noninterest Income
Service charges and other fees
Merchant services fees
Investment securities gains, net
Bank owned life insurance
Change in FDIC loss-sharing asset
Other
Total noninterest income
Noninterest Expense
Compensation and employee benefits
Occupancy
Merchant processing
Advertising and promotion
Data processing and communications
Legal and professional fees
Taxes, licenses and fees
Regulatory premiums
Net cost (benefit) of operation of other real estatned
Amortization of intangibles
Other (1)
Total noninterest expense
Income before income taxes
Income tax provision
Net Income
Earnings per common share
Basic
Diluted
Dividends paid per common share

Three Months Ended

Six Months Ended

June 30, June 30,
2014 2013 (1) 2014 2013 (1)
(in thousands except per share amounts)

67,00 $ 74,837 % 132,54! 122,86!
6,382 4,89( 13,13 9,12¢
2,671 2,50¢ 5,28¢ 4,80¢

30 33 44 234
76,08" 82,26¢ 151,01 137,02¢
72¢ 1,05¢ 1,481 2,14:
11¢ (699 22¢ (62€)
— 1,54¢ — 1,54¢
11¢ 37¢€ 23¢€ 49t
962 2,27¢ 1,94¢ 3,55¢
75,124 79,98¢ 149,06 133,47:
60C 2,00( 10C 1,00(
1,51 (1,712 3,93¢ (732

73,00° 79,70 145,02¢ 133,20«

13,79( 13,56( 26,72¢ 21,15«
2,04( 2,01: 3,91( 3,864

29¢€ 92 51¢ 462
97¢€ 1,00¢ 1,941 1,70¢

(5,050 (13,13) (9,869 (23,620
2,57¢ 3,272 5,40¢ 4,90(

14,62° 6,80¢ 28,63t 8,46¢

31,06¢ 35,65° 62,40: 57,31(
8,587 7,54 16,83: 12,29¢

99¢ 852 1,97¢ 1,70¢
95C 1,16(C 1,71¢ 2,03(
3,68( 3,63¢ 7,20( 6,21¢
2,30 5,50¢ 4,472 7,55¢
1,051 1,20¢ 2,231 2,591
1,07 1,175 2,24¢ 2,03¢
97 (2,82¢) 48 (5,329
1,48( 1,69: 3,06( 2,72z
6,67t 8,90¢ 12,95¢ 13,41¢

57,76¢ 64,50: 115,15( 102,55:

29,87( 22,00t 58,51( 39,11¢
8,64: 7,41¢ 17,43¢ 12,34¢

21,227 $ 1459: % 41,07 26,761

04C $ 028 % 0.7¢ 0.5¢
04C $ 0.2¢ % 0.77 0.5¢
02z $ 0.1C $ 0.3¢ 0.2C



52,08¢ 50,78¢ 51,60( 45,09¢

Weighted average number of common shares outsi@ndin
52,49 52,12¢ 52,46: 45,75¢

Weighted average number of diluted common sharestamnding

(1) Reclassified to conform to the current periqa‘esentation. The reclassification was limitedeimoving the separate line item for FDIC clawbaakility
expense within noninterest expense and includiagtior period activity in the line item for otheoninterest expense.

See accompanying Notes to unaudited ConsolidateghEial Statements.
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
Columbia Banking System, Inc.

(Unaudited)
Three Months Ended
June 30,
2014 2013
(in thousands)
Net income as reported $ 21,227 % 14,59:
Other comprehensive income (loss), net of tax:
Unrealized gain (loss) from securities:
Net unrealized holding gain (loss) from availalie $ale securities arising during the period, riet o
tax of ($4,992) and $14,116 8,76¢ (25,930)
Reclassification adjustment of net gain from sdlawailable for sale securities included in incom
net of tax of $107 and $33 (18¢9) (59)
Net unrealized gain (loss) from securities, nateafassification adjustment 8,57¢ (25,989
Pension plan liability adjustment:
Amortization of unrecognized net actuarial losduded in net periodic pension cost, net of tax of
($13) and ($32) 24 6C
Pension plan liability adjustment, net 24 6C
Other comprehensive income (loss) 8,60: (25,929

Total comprehensive income (loss) $ 29,83C % (11,339
Six Months Ended
June 30,
2014 2013
(in thousands)
Net income as reported $ 41,071 % 26,76'
Other comprehensive income (loss), net of tax:
Unrealized gain (loss) from securities:
Net unrealized holding gain (loss) from availalde $ale securities arising during the period, ri¢t
of ($9,041) and $15,473 15,881 (28,42)
Reclassification adjustment of net gain from sdilawailable for sale securities included in incomet
of tax of $188 and $163 (331) (299)
Net unrealized gain (loss) from securities, nateafassification adjustment 15,55¢ (28,727
Pension plan liability adjustment:
Net unrealized loss from unfunded defined benddih fiability arising during the period, net of tax
of $0 and $412 — (75€)
Amortization of unrecognized net actuarial losduded in net periodic pension cost, net of tax
($26) and ($65) 48 11¢
Pension plan liability adjustment, net 48 (637)
Other comprehensive income (loss) 15,60« (29,359
Total comprehensive income (loss) $ 56,678 $ (2,599

See accompanying Notes to unaudited ConsolidatehEial Statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Columbia Banking System, Inc.
(Unaudited)

Preferred Stock

Common Stock

Accumulated

Number of Number of Retained Comprehensive ShalL?]tgllders‘
Shares Amount Shares Amount Earnings Income (Loss) Equity
(in thousands)

Balance at January 1, 2013 — % — 39,68¢ $ 581,47. $ 162,38¢ 20,14¢ $ 764,00¢
Net income — — — — 26,76" — 26,767
Other comprehensive loss — — — — — (29,359 (29,359
Issuance of preferred stock, common stock

and warrants 9 2,215 11,38( 273,96« — — 276,18:
Activity in deferred compensation plan — — — 517 — — 517
Issuance of common stock - stock option and

other plans — — 43 774 — — 774
Issuance of common stock - restricted stot

awards, net of canceled awards — — 144 1,28( — — 1,28(
Purchase and retirement of common stock — — (e (397) — — (397)
Preferred dividends — — — — (20 — (20
Cash dividends paid on common stock — — — — (9,099 — (9,099
Balance at June 30, 2013 9 $ 2,217 51,237 $ 857,61! $ 180,05: (9,210 $ 1,030,67:
Balance at January 1, 2014 9 $ 221% 51,26t $ 860,56 $ 202,51 (12,049 $ 1,053,24!
Net income — — — — 41,07: — 41,07:
Other comprehensive income — — — — — 15,60¢ 15,60¢
Issuance of common stock - cashless exe!

of warrants — — 1,14(C — — — —
Activity in deferred compensation plan — — — (D — — (D
Issuance of common stock - stock option ¢

other plans — — 21 42F — — 42F
Issuance of common stock - restricted stock

awards, net of canceled awards — — 23z 1,22¢ — — 1,22¢
Purchase and retirement of common stock — — (29 (6017) — — (6017)
Preferred dividends — — — — 37 — (37
Cash dividends paid on common stock — — — — (18,789 — (18,789
Balance at June 30, 2014 9 $ 2215 52,63t $ 861,60¢ $ 224,76! 356( $ 1,092,15:

See accompanying Notes to unaudited ConsolidateghEial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
Columbia Banking System, Inc.
(Unaudited)

Cash Flows From Operating Activities

Net Income

Adjustments to reconcile net income to net cashigeal by operating activities

Provision for loan and lease losses on noncoverddavered loans

Stock-based compensation expense
Depreciation, amortization and accretion
Investment securities gain, net
Net realized (gain) loss on sale of other assets
Net realized gain on sale of other real estate dwne
Write-down on other real estate owned
Net change in:
Loans held for sale
Interest receivable
Interest payable
Other assets
Other liabilities
Net cash provided by operating activities
Cash Flows From Investing Activities
Loans originated and acquired, net of principalextéd
Purchases of:
Securities available for sale
Premises and equipment
Proceeds from:
FDIC reimbursement on loss-sharing asset

Sales of securities available for sale

Principal repayments and maturities of securitigslable for sale

Sales of other assets
Sales of covered other real estate owned
Sales of other real estate and other personal gyopened
Payments to FDIC related to loss-sharing asset
Acquisition of intangible assets
Net cash paid in acquisition
Other investing activities
Net cash used in investing activities
Cash Flows From Financing Activities
Net increase (decrease) in deposits
Proceeds from:
Federal Home Loan Bank advances
Federal Reserve Bank borrowings
Exercise of stock options
Payments for:
Repayment of Federal Home Loan Bank advances
Repayment of Federal Reserve Bank borrowings
Common stock dividends
Preferred stock dividends

Repayment of long-term subordinated debt

DiirchAacna AnAd ratirvanmant Aaf camman of

Six Months Ended June 30,

2014 2013
(in thousands)

41,07: $ 26,76
4,03¢ 26€
1,22¢ 1,28(

17,05] 22,52]

(519) (462)
457 (73
(2,972 (6,291)
2,55¢ 664
(15) 417
23 (8,850
(20 (12
3,06z 6,28¢

(2,589 (12,667

63,36¢ 29,85«

(201,167 (194,32
(22,809 (162,019

(8,383 (8,072)
3,982 6,387

30,70« 166,88:

83,78¢ 167,73t
1,09t 80¢
5,63¢ 13,81«

10,29¢ 6,07¢

(2,217) —

= (919

— (154,17()

— (1,026)
(99,06%) (158,82()
25,59: (177,63)
1,168,00 756,10(
50 5C

42°% 774
(1,094,001 (711,000
(50) (50
(18,789 (9,099)
(37 (10

(51,000



Net cash provided by (used in) financing activities
Increase (Decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental Information:
Cash paid during the period for:
Cash paid for interest
Cash paid for income tax
Non-cash investing and financing activities
Loans transferred to other real estate owned

Share-based consideration issued for acquisitions

See accompanying Notes to unaudited ConsolidateghEial Statements.

(601) (391)
80,59 (192,25
44,90: (321,21)

179,56 513,92(
224,46 192,70
1,96¢ 2,15¢

8,20( 9,58¢

7,841 9,30

— 276,18
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NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENT S
Columbia Banking System, Inc.

1. Basis of Presentation and Significant Accounting Rizies
Basis of Presentation

The interim unaudited consolidated financial staeta have been prepared in accordance with acoguntinciples generally accepted
in the United States of America for interim finagldnformation and with instructions to Form 10-@daArticle 10 of Regulation S-X. The
consolidated financial statements include the actsoof Columbia Banking System, Inc. (“we”, “outGolumbia” or the “Company”) and its
subsidiaries, including its wholly owned bankindpsigdiary Columbia State Bank (“Columbia Bank” oe ttlBank”) and West Coast Trust
Company, Inc. (“West Coast Trust”). All intercompanansactions and accounts have been eliminatednsolidation. In the opinion of
management, all adjustments (consisting only ofmabirecurring adjustments) considered necessarg fair statement of the results for the
interim periods presented have been included. &balts of operations for the six months ended 30014 are not necessarily indicative of
results to be anticipated for the year ending Ddxer81, 2014 . The accompanying interim unauditetolidated financial statements should

be read in conjunction with the financial statersartd related notes contained in the Company’s 2@iti8ial Report on Form 10-K.

Due to the timing of the acquisition of West Cdaahcorp (“West Coast”), our results of operatiamsthe six month period ended June
30, 2014 include the acquisition for the full siomnth period, however the prior year period onlyludes the acquisition for three months of the
six month period. See Note 3, Business Combinatimngurther information regarding this acquisitio

Sgnificant Accounting Policies

The significant accounting policies used in prepaneof our consolidated financial statements aseldsed in our 2013 Annual Report
on Form 10-K. There have not been any changesrigignificant accounting policies compared to thosgetained in our 2013 Form 10-K
disclosure for the year ended December 31, 2013 .

2. Accounting Pronouncements Recently Issut

In June 2014, the Financial Accounting Standardsr@¢‘FASB”) issued Accounting Standards UpdateStWX) No. 2014-12,
Accounting for Share-Based Payments When the Terms of an Award Provide That a Performance Target Could Be Achieved after the Requisite
Services Period . The amendments in ASU 2014-12 provide guidancddtermining compensation cost under specificuoirstances when an
employee is eligible to vest in an award regardiésghether the employee is rendering service erdtite the performance target is achieved.
ASU 2014-12 becomes effective for annual and intgrériods beginning after December 15, 2015 witlyemloption permitted. As of June
30, 2014, the Company did not have any share-lj@egndent awards that include performance targetsthdd be achieved after the requisite
service period. As such, the adoption of ASU NdL.42Q2 is not expected to have a material impadherCompany’s consolidated financial
statements.

In June 2014, the FASB issued ASU 2014Rdpurchase-to-Maturity Transactions, Repurchase Financings, and Disclosures. The
amendments in ASU 2014-11 change the accountingefaurchase-to-maturity transactions and linkedirgpase financings to secured
borrowing accounting, which is consistent with agating for other repurchase agreements. Additign#tile amendment requires new
disclosures on transfers accounted for as saliarisactions that are economically similar to repase agreements and requires increased
transparency on collateral pledged in secured bangs. The amendments in this update will be effedior the first interim or annual period
beginning after December 31, 2014, with the exoepdif the collateral disclosures which will be etfee for interim periods beginning after
March 15, 2015. Early application is not permitt€tle Company is currently assessing the impacthiigguidance will have on its
consolidated financial statements, but does notephe guidance to have a material impact orCthpany’s consolidated financial
statements.

In May 2014, the FASB issued ASU 2014-04 No. 2094R&venue from Contracts with Customers. The guidance in this update
supersedes the revenue recognition requireme®S@ Topic 605, Revenue Recognition, and most ingltsgiecific guidance throughout the
industry topics of the codification. For public cpamies, this update will be effective for interimdaannual periods beginning after December
15, 2016. The Company is currently assessing tipadtthat this guidance will have on its consokdafinancial statements, but does not
expect the guidance to have a material impact elfCttmpany’s consolidated financial statements.
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In April 2014, the the FASB issued ASU No. 2014-B&porting Discontinued Operations and Disclosures of Disposals of Components of
an Entity. ASU 2014-08 raises the threshold for a disposgLiify as a discontinued operation and requires aisclosures of both
discontinued operations and certain other dispdbatsdo not meet the definition of a discontinogaration. It is effective for annual periods
beginning on or after December 15, 2014. Early #dops permitted but only for disposals that hae¢ been reported in financial statements
previously issued. The Company is assessing thadgtrgf the new guidance on its consolidated firarstatements.

In January 2014, the FASB issued ASU 2014Re¢)assification of Residential Real Estate Collateralized Consumer Mortgage Loans
Upon Foreclosure . The Update clarifies when a creditor would besidered to have received physical possession mfenetsal real estate
property collateralizing a consumer mortgage laashghat all or a portion of the loan would be degnized and the real estate property
recognized. Under the guidance, a consumer lodaterdlized by residential real estate should btassified to other real estate owned when
(1) the creditor obtains legal title to the residmroperty or (2) the borrower conveys all igrin the property to the creditor to satisfy the
loan by completing a deed in lieu of foreclosureianilar agreement. In addition, an entity is regdito disclose the amount of residential real
estate meeting the conditions above, and the redardvestment in consumer mortgage loans securedsigential real estate that are in the
process of foreclosure. ASU 2004-is effective for annual and interim reportingipés within those annual periods, beginning aftecembe
15, 2014. Adoption of the new guidance is not etgukto have a significant impact on the Compangissolidated financial statements.

In January 2014, the FASB issued ASU No. 2014Aetounting for Investmentsin Qualified Affordable Housing Projects. The Update
provides guidance on accounting for investmenta bgporting entity in flow-through limited liabiitentities that manage or invest in
affordable housing projects that qualify for thevdimcome housing tax credit. The amendments inlthidate permit the reporting entity to
make an accounting policy election to accountt®imvestments in qualified affordable housing pct§ using the proportional amortization
method if certain conditions are met. Under thepprtonal amortization method, the cost of the Biweent is amortized each reporting period
in proportion to the tax credits received. Under tliew guidance, classification of the amortizatiamuld change from noninterest expense to
income tax expense. ASU 2014-01 is effective foruamh and interim reporting periods within those @adrperiods, beginning after December
15, 2014. The guidance is to be applied retrospalgtio all periods presented. The Company is agsgshe impact of the new guidance on its
consolidated financial statements.

3. Business Combination

On April 1, 2013 , the Company completed its adtjois of West Coast. The Company paid $540.8 millio total consideration to
acquire 100% of the voting equity interests of W@séast. The primary reason for the acquisition twasxpand the Company’s geographic
footprint consistent with its ongoing growth stg@teThe fair value of the net assets acquirededt&312.4 million , including $1.88 billion of
deposits, $1.41 billion of loans and $15.3 millamfrother intangible assets. Goodwill of $228.4 millwas recorded as part of the acquisition.
The goodwill is not deductible for income tax pusps.

The operating results of the Company include treraing results produced by the acquired assetassuimed liabilities for the period
April 1, 2013 to June 30, 2014. Disclosure of theant of West Coast's revenue and net income (dkujuintegration costs) included in
Columbia’s consolidated income statement is imjizabte due to the integration of the operations asbunting for this acquisition.
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The following table presents certain unauditedfprma information for the six month period endedel@0, 2013, for illustrative
purposes only. This unaudited pro forma informati@s calculated as if West Coast had been acqaged the beginning of the year prior to
the acquisition. The unaudited estimated pro foimf@mation combines the historical results of W&stst with the Company’s consolidated
historical results and includes certain adjustmegflecting the estimated impact of certain failueaadjustments for the respective periods.
pro forma information is not indicative of what wdunave occurred had the acquisition occurred akebeginning of the year prior to the
acquisition. In particular, no adjustments havenbmade to eliminate the impact of other-than-terapoimpairment losses and losses
recognized on the sale of securities that may aet lbeen necessary had the investment securiesrbeorded at fair value as of the
beginning of the year prior to the acquisition. Timaudited pro forma information does not consa®r changes to the provision for credit
losses resulting from recording loan assets awtdue. Additionally, Columbia expects to achieugtier operating cost savings and other
business synergies, including revenue growth,raswt of the acquisition which are not reflectedhe pro forma amounts that follow. As a
result, actual amounts would have differed fromuhaudited pro forma information presented.

Unaudited Pro

Forma

Six Months Ended
June 30,
2013
(in thousands)

Total revenues (net interest income plus noninténesme) $ 177,971
Net income $ 43,25¢
Earnings per share - basic $ 0.8t
Earnings per share - diluted $ 0.8:

In connection with the West Coast acquisition, @dbia recognized $672 thousand and $9.2 millioncglssition-related expenses for
the three month periods ended June 30, 2014 arl,2@%pectively, and $1.6 million and $10.0 milli@r the six month periods ended
June 30, 2014 and 2013, respectively.

See Note 2, Business Combinations, in Item 8 020113 Form 10-K for additional details relatedhe West Coast acquisition.

8
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4. Securities

The following table summarizes the amortized ogigiss unrealized gains and losses and the resédiingalue of securities available f
sale:

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

(in thousands)
June 30, 2014

U.S. government agency and governmgudnsored enterpri
mortgage-backed securities and collateralized raggg

obligations $ 862,24¢ % 11,85¢ $ (11,489 $ 862,61t
State and municipal securities 368,22: 13,78 (1,499 380,50¢
U.S. government agency and governnmggansored enterpri
securities 325,34 49z (4,449 321,38¢
U.S. government securities 20,89 1 (559) 20,33"
Other securities 5,28¢ 22 (139 5,161
Total $ 1,581,98' $ 26,15¢ $ (18,129 $ 1,590,01

December 31, 2013

U.S. government agency and governmegdnsored enterpri
mortgage-backed securities and collateralized ragetg

obligations $ 961,44: $ 10,64( $ (23,679 $ 948,40t
State and municipal securities 357,01 11,45( (3,999 364,47(
U.S. government agency and governnmeggansored enterpri
securities 335,67: 434 (10,06¢€) 326,03
U.S. government securities 21,08: — (967) 20,11«
Other securities 5,28¢ 27 (237) 5,08(
Total $ 1,680,49. $ 2255, % (38,93) $ 1,664,11

The scheduled contractual maturities of investrsentrities available for sale at June 30, 201$eesented as follows:

June 30, 2014
Amortized Cost Fair Value

(in thousands)

Due within one year $ 21,35¢ % 21,47(
Due after one year through five years 332,51t 333,06¢
Due after five years through ten years 431,42: 432,43:
Due after ten years 791,40° 797,87¢
Other securities with no stated maturity 5,28¢ 5,167

Total investment securities available-for-sale $ 1,581,98" $ 1,590,01

The following table summarizes, as of June 30, 2Ghé carrying value of securities pledged asatethl to secure public deposits,
borrowings and other purposes as permitted or rediy law:

Carrying Amount

(in thousands)

Washington and Oregon State to secure public deposi $ 291,72¢
Federal Reserve Bank to secure borrowings 42,58.
Other securities pledged 43,99¢

Total securities pledged as collateral $ 378,30!
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The following table shows the gross unrealizeddesand fair value of the Company’s investments witrealized losses that are not
deemed to be other-than-temporarily impaired, agppesl by investment category and length of timeitidividual securities have been in a
continuous unrealized loss position at June 30420 December 31, 2013 :

Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

(in thousands)

June 30, 2014
U.S. government agency and government-sponsoredopeise

mortgage-backed securities and collateralized ragegbligations $ 70,72t $ (160) $ 296,83 $ (11,329 $ 36755 $ (11,48
State and municipal securities 26,34( (107) 61,42« (2,399 87,76¢ (1,49¢)
U.S. government agency and government-sponsorecpeise

securities 16,23 2 246,77t (4,447) 263,00° (4,449
U.S. government securities — — 19,28¢ (559) 19,28¢ (559)
Other securities — — 5,131 (139 5,131 (139

Total $ 11329t $ (2639 $ 629,45 $  (17,86) $ 742,74 $ (18,12

December 31, 2013

U.S. government agency and government-sponsoredoeise
mortgage-backed securities and collateralized ragegbligations $  492,92: $ (10,99) $ 121,300 $ (12,689 $ 614,22: $ (23,679

State and municipal securities 112,40( (3,069) 13,81 (923) 126,21 (3,997)
U.S. government agency and government-sponsorecpeise
securities 260,00: (8,067) 28,44’ (2,009 288,44t (10,06¢)
U.S. government securities 20,11 (967) — — 20,11« (967)
Other securities 2,257 (58) 2,78¢ 73 5,04( (231)
Total $ 887,690 $ (23,149 $ 166,34 $  (1578) $ 1,054,04 $  (38,93)

At June 30, 2014 , there were 54 U.S. governmesn@gand government-sponsored enterprise mortgageld securities and
collateralized mortgage obligations securitiesriruarealized loss position, of which 45 were iroatmuous loss position for 12 months or
more. The decline in fair value is attributableeb@anges in interest rates relative to where thasestments fall within the yield curve and their
individual characteristics. Because the Companys that intend to sell these securities nor doe€timapany consider it more likely than not
that it will be required to sell these securitie$dve the recovery of amortized cost basis, whigly fre upon maturity, the Company does not
consider these investments to be other-than-tempoimpaired at June 30, 2014 .

At June 30, 2014 , there were 88 state and munigparnment securities in an unrealized loss msibf which 64were in a continuot
loss position for 12 months or more. The unrealipsdes on state and municipal securities wereecklog interest rate changes or widening of
market spreads subsequent to the purchase ofdhedimal securities. Management monitors publisbesdit ratings of these securities for
adverse changes. As of June 30, 2014 , none oatbd obligations of state and local governmeritieatheld by the Company had a below
investment grade credit rating. Because the crpditity of these securities are investment gradetbhe Company does not intend to sell these
securities nor does the Company consider it m&edylithan not that it will be required to sell teesecurities before the recovery of amortized
cost basis, which may be upon maturity, the Compubkogs not consider these investments to be otlaertdmporarily impaired at June 30,
2014 .

At June 30, 2014 , there were 27 U.S. governmezn@gand government-sponsored enterprise securit@s unrealized loss positic2?
of which were in a continuous loss position formi@nths or more. The decline in fair value is atitétile to changes in interest rates relative t
where these investments fall within the yield cuanel their individual characteristics. BecauseGbenpany does not currently intend to sell
these securities nor does the Company consideori tikely than not that it will be required to lséflese securities before the recovery of
amortized cost basis, which may be upon matutiy,Gompany does not consider these investments athler-than-temporarily impaired at
June 30, 2014 .
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At June 30, 2014 , there were two U.S. governmectisties in an unrealized loss position, both bfclh were in a continuous loss
position for 12 months or more. The decline in faitue is attributable to changes in interest regétive to where these investments fall wil
the yield curve and their individual characteristiBecause the Company does not currently intesdltdthese securities nor does the Compar
consider it more likely than not that it will begudred to sell these securities before the recoséamortized cost basis, which may be upon
maturity, the Company does not consider these tmeargts to be other-than-temporarily impaired aeJa8®, 2014 .

At June 30, 2014 , there were two other securities) unrealized loss position, both of which wiara continuous unrealized loss
position for 12 months or more. The decline in failue is attributable to changes in interest ratesthe additional risk premium investors are
demanding for investment securities with these attaristics. The Company does not consider thessiments to be other-than-temporarily
impaired at June 30, 2014 as it has the intenaildy to hold the investments for sufficient tirteeallow for recovery in the market value.

5. Noncovered Loan:

Noncovered loans include loans originated throughboanch network and loan departments as welt@siged loans that are not subj
to Federal Deposit Insurance Corporation (“FDI@34-sharing agreements.

The following is an analysis of the noncovered lpartfolio by major types of loans (net of unearivezbme):

June 30, December 31,
2014 2013
Noncovered loans: (in thousands)
Commercial business $ 1,735,58 $ 1,561,78:
Real estate:
One-to-four family residential 102,63. 108,31
Commercial and multifamily residential 2,127,52i 2,080,07!
Total real estate 2,230,15; 2,188,39:
Real estate construction:
One-to-four family residential 61,48: 54,15¢
Commercial and multifamily residential 134,14( 126,39(
Total real estate construction 195,62: 180,54!
Consumer 348,43 357,01
Less: Net unearned income (57,12¢) (68,287)
Total noncovered loans, net of unearned income 4,452,67. 4,219,45.
Less: Allowance for loan and lease losses (49,49¢) (52,280)
Total noncovered loans, net $ 4,403,118 $ 4,167,17.
Loans held for sale $ 75C 735

At June 30, 2014 and December 31, 2013 , the Coyripaeh no material foreign activities. Substantialllyof the Company’s loans and
unfunded commitments are geographically concemtratés service areas within the states of Wadbimgnd Oregon.

The Company has granted loans to executive offimedsdirectors of the Company and related inter@$tsse loans are made on the
same terms, including interest rates and collatasthose prevailing at the time for comparalaledactions with unrelated persons and do no
involve more than the normal risk of collectabilifjhe aggregate dollar amount of these loans was$$tillion at June 30, 2014 and $14.2
million at December 31, 2013 . During the first sonths of 2014 , advances on related party loatatetd $1.1 million and repayments totaled
$3.7 million .

At June 30, 2014 and December 31, 2013 , $1.00miind $1.08 billion of commercial and residentes| estate loans were pledged as
collateral on Federal Home Loan Bank borrowings aditional borrowing capacity. The Company hae aledged $43.9 million and $45.2
million of commercial loans to the Federal Reséda@k for additional borrowing capacity at June 2014 and December 31, 2013,
respectively.
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The following is an analysis of noncovered, nonaattoans as of June 30, 2014 and December 31,:2013

June 30, 2014 December 31, 2013
Recorded Unpaid Principal Recorded Unpaid Principal
Investment Balance Investment Balance
Nonaccrual Nonaccrual Nonaccrual Nonaccrual
Loans Loans Loans Loans
Noncovered loans: (in thousands)
Commercial business:
Secured $ 11,19C $ 15,73¢ % 12,43 % 19,18¢
Unsecured 294 32¢ 17¢€ 20z
Real estate:
One-to-four family residential 3,02¢ 5,12¢ 2,66 4,67¢
Commercial & multifamily residential:
Commercial land 65¢ 99¢ 442 783
Income property 5,062 7,64¢ 4,267 5,38:
Owner occupied 5,31¢ 7,38¢ 6,33¢ 7,48¢
Real estate construction:
One-to-four family residential:
Land and acquisition 581 1,761 3,24¢ 6,601
Residential construction 45¢ 1,92¢ 45¢ 1,92¢
Consumer 4,02¢ 5,75¢ 3,991 6,18
Total $ 30,61 $ 46,67. $ 34,01F $ 52,43¢
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The following is an aging of the recorded investinaithe noncovered loan portfolio as of June 3,£and December 31, 2013 :

June 30, 2014

Noncovered loans:
Commercial business:
Secured
Unsecured
Real estate:

One-to-four family residential

Commercial & multifamily
residential:

Commercial land
Income property
Owner occupied

Real estate construction:

One-to-four family residential:

Land and acquisition

Residential construction

Commercial & multifamily
residential:

Income property

Owner occupied
Consumer
Total

December 31, 2013
Noncovered loans:
Commercial business:
Secured
Unsecured
Real estate:

One-to-four family residential

Commercial & multifamily
residential:

Commercial land
Income property
Owner occupied

Real estate construction:

One-to-four family residential:

Land and acquisition

Residential construction

Commercial & multifamily
residential:

Income property

Owner occupied
Consumer
Total

Greater
30-59 60 - 89 than 90
Current Days Days Days Past Total Nonaccrual
Loans Past Due Past Due Due Past Due Loans Total Loans
(in thousands)

$ 1,640,930 $ 3,04¢ 2,602 $ == 564¢ $ 11,19 $ 1,657,77
72,74¢ 142 67 — 20¢ 294 73,25:
95,65 1,41t 57C — 1,98t 3,02¢ 100,66:
148,16: — — — — 65¢ 148,82:
1,191,88: 1,33¢ 9 — 1,34¢ 5,06: 1,198,28:
746,21 41C 2,57¢ — 2,98¢ 5,31¢ 754,52:
10,89¢ — — — — 581 11,48(
48,69¢ 39: — — 39: 45¢ 49,55
87,60: — — — — — 87,60:
45,95 — — — — — 45,95
319,95¢ 717 67 — 784 4,02¢ 324,76¢
$ 4,408,71. $ 7,45¢ 589 $ == 13,34¢ $ 30,61 $ 4,452,67.

Greater

30-59 60 - 89 than 90

Current Days Days Days Past Total Nonaccrual
Loans Past Due Past Due Due Past Due Loans Total Loans
(in thousands)

$ 1,457,821 $ 12,71 681 $ == 13,39 $ 12,43  $ 1,483,64
72,25¢ 15€ 17 — 17: 17¢ 72,60«
100,59: 1,99: 641 — 2,63¢ 2,667 105,89:
142,03 — 35¢ — 35¢ 442 142,83«
1,138,73: 144 3,28¢ — 3,43 4,261 1,146,43.
749,56 4,71¢ — — 4,71¢ 6,33¢ 760,60¢
8,22¢ 19¢ — — 19¢ 3,24¢ 11,67(
41,53 — — — — 45¢ 41,99:
86,52 — — — — — 86,52.
38,91¢ — — — — — 38,91¢
322,68! 83t 82z — 1,65¢ 3,991 328,33¢
$ 4,158,87. $ 20,75¢ 580¢ $ = 26,56 $ 34,01t $ 4,219,45
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The following is an analysis of impaired loans &3une 30, 2014 and December 31, 2013 :

June 30, 2014

Noncovered loans:
Commercial business:
Secured
Unsecured
Real estate:

One-to-four family residential

Commercial & multifamily residential:

Commercial land
Income property
Owner occupied
Real estate construction:
One-to-four family residential:
Land and acquisition

Residential construction

Commercial & multifamily residential:

Income property
Owner occupied
Consumer

Total

December 31, 2013
Noncovered loans:
Commercial business:
Secured
Unsecured
Real estate:

One-to-four family residential

Commercial & multifamily residential:

Commercial land
Income property
Owner occupied
Real estate construction:
One-to-four family residential:
Land and acquisition

Residential construction

Commercial & multifamily residential:

Income property
Owner occupied
Consumer

Total

Recorded Investment ﬁf;;:g:gt Impaired Loans With Impaired Loans Without
of Loans of Loans Recorded Allowance Recorded Allowance
Collectively Measured Individually
Measured for Unpaid Unpaid
for Contingency Specific Recorded Principal Related Recorded Principal
Provision Impairment Investment Balance Allowance Investment Balance
(in thousands)
$ 1,651,28! $ 6,49( 133 $ 2450 % 126 $ 515¢ $  5,92¢
73,23: 18 18 1¢ 18 — —
98,61¢ 2,04¢ 43z 47z 12¢ 1,61« 2,79¢
148,72 99 — — — 99 39¢
1,190,32: 7,96¢€ — — — 7,96¢ 12,51¢
745,35! 9,17C 58¢ 58¢ 35 8,582 13,02(
11,36¢ 112 112 111 69 — —
49,55 — — — — — —
87,60: — — — — — —
45,957 — — — — — —
324,61t 152 2C 2€ 1 132 19¢
$ 4,426,62! $ 26,05¢ 2,50: $ 3666 $ 38 $ 23,55 $ 34,85¢
Recorded Investment Ir?\?gs(;:g:gt Impaired Loans With Impaired Loans Without
of Loans of Loans Recorded Allowance Recorded Allowance
Collectively Measured Individually
Measured for Unpaid Unpaid
for Contingency Specific Recorded Principal Related Recorded Principal
Provision Impairment Investment Balance Allowance Investment Balance
(in thousands)
$ 1,478,561 $ 5,087 2,86¢ $ 2,88t $ 34 $ 2,221 $ 2,56(
72,56¢ 35 35 35 35 — —
104,27: 1,62C 44z 47¢ 13¢ 1,17¢ 2,11¢
142,71¢ 11¢£ — — — 11F 39¢
1,140,01 6,412 91¢ 93¢ 26 5,49¢ 7,88t
749,60: 11,00¢ 3,80z 3,817 1,07t 7,20¢ 10,46+
9,72¢ 1,94¢ g g 71 1,831 2,581
41,99: — — — — — —
86,52: — — — — — —
38,91¢ — — — — — —
328,16° 167 23 27 4 144 21C
$ 4,193,06: $ 26,38¢ 819¢ $ 828 $ 169 $ 18,19 $ 26,22
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The following table provides additional information impaired loans for the three and six monthguksindicated.

Noncovered loans:

Commercial business:
Secured
Unsecured
Real estate:

One-to-four family residential

Commercial & multifamily
residential:

Commercial land
Income property
Owner occupied
Real estate construction:
One-to-four family residential:
Land and acquisition
Residential construction
Consumer

Total

Three Months Ended June 30,

Six Months Ended June 30,

2014 2013 2014 2013
Average Average Average Average

Recorded Interest Recorded Interest Recorded Interest Recorded Interest

Investment Recognized Investment Recognized Investment Recognized Investment Recognized
Impaired on Impaired Impaired on Impaired on
Loans Impaired Loans Loans Impaired Loans Loans Impaired Loans Loans Impaired Loans
(in thousands)

$ 6,93t $ 17 3 6,481 4 3 6,31 $ 33 % 5941 % 8
23 — 68 1 27 1 76 1
2,06¢ 11 1,53¢ 27 1,92( 23 1,722 31
103 — 2,55¢ — 107 — 2,591 —
7,21t 74 10,47¢ 132 6,94¢ 13€ 9,704 161
9,22: 23t 10,437 23( 9,817 47€ 10,92¢ 51(C
652 1 2,931 1 1,08: 3 2,89¢ 3
— — 72 — — — 701 —
15E 3 42t 2 15¢ 5 32¢ 3
$ 26,371 $ 341 % 34,98¢ 396 % 26377 $ 677 % 3488, $ 717
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The following is an analysis of loans classifiedrasibled debt restructurings (“TDR”) during thedf and six months ended June 30,
2014 and 2013:

Three months ended June 30, 2014 Three months ended June 30, 2013
Post- Post-
Pre-Modification Modification Pre-Modification Modification
Outstanding Outstanding Outstanding Outstanding
Number of TDR Recorded Recorded Number of TDR Recorded Recorded
Modifications Investment Investment Modifications Investment Investment
Noncovered loans: (dollars in thousands)

Commercial business:
Secured 2 % 54¢ % 54¢ 1 % 34 % 34z

Commercial and multifamily residential:

Commercial land — — — 1 137 137
Income property — — — 3 94% 945
Owner occupied — — — 1 17z 17z
Total 2 3 54€  $ 54€ 6 $ 1598 $ 1,59¢
Six months ended June 30, 2014 Six months ended June 30, 2013
Post- Post-
Pre-Modification Modification Pre-Modification Modification
Outstanding Outstanding Outstanding Outstanding
Number of TDR Recorded Recorded Number of TDR Recorded Recorded
Modifications Investment Investment Modifications Investment Investment
Noncovered loans: (dollars in thousands)
Commercial business:
Secured 4 3 75¢ % 75¢ 1 3 34: % 34Z
Real estate:
One-to-four family residential 2 494 494 — — —
Commercial and multifamily residential:
Commercial land — — — 1 137 137
Income property 1 142 12¢ 3 94: 943z
Owner occupied — — — 1 17z 172
Real estate construction:
One-to-four family residential:
Land and acquisition = = — 1 117 117
Total 7% 1,3% $ 1,37¢ 7% 1,712 $ 1,712

The Company’s loans classified as TDR are loanshiénee been modified or the borrower has been gdasppecial concessions due to
financial difficulties that, if not for the challges of the borrower, the Company would not othexwinsider. The TDR modifications or
concessions are made to increase the likelihoddhkae borrowers with financial difficulties wilk able to satisfy their debt obligations as
amended. The concessions granted in the restmgtucompleted in the six month periods ending An&014 and 2013 largely consisted of
maturity extensions, interest rate modifications.@ombination of both. In limited circumstanceseduction in the principal balance of the
loan could also be made as a concession. Crediddsr loans classified as TDR are measured ogetime basis as impaired loans. For
impaired loans, an allowance is established wherctilateral value less selling costs (or discodiegesh flows or observable market price) of
the impaired loan is lower than the recorded investt of that loan.

The Company had commitments to lend $269 thoustadditional funds on loans classified as TDR adwfe 30, 2014 , but had no
commitments to lend additional funds on loans di@ssas TDR as of December 31, 2013 . The Compuhahyot have any loans modified as
TDR that defaulted within twelve months of beingdifi@d as TDR during the six month periods endeneJ80, 2014 and 2013 .
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6. Allowance for Noncovered Loan and Lease Losses atthfunded Commitments and Letters of Credi

We maintain an allowance for loan and lease lo§#dd L") to absorb losses inherent in the loan dolib. The size of the ALLL is
determined through quarterly assessments of tHeapte estimated losses in the loan portfolio. Oathmdology for making such assessments
and determining the adequacy of the ALLL includesfollowing key elements:

1. General valuation allowance consistent with@oatingencies topic of the FASB Accounting StaddaCodification (“ASC).

2. Classified loss reserves on specific relatigpstBpecific allowances for identified problemrsaare determined in accordance with
the Receivables topic of the FASB ASC.

3. The unallocated allowance provides for othetdis inherent in our loan portfolio that may natb been contemplated in the
general and specific components of the allowanbés @inallocated amount generally comprises less 36 of the allowance. The
unallocated amount is reviewed quarterly basedeands in credit losses, the results of credit nesiand overall economic trends.

The general valuation allowance is systematicalgwated quarterly using quantitative and qualieainformation about specific loan
classes. The minimum required level with respegthah an entity develops a methodology to deteeniti; allowance for loan and lease los
is by general categories of loans, such as comaldrgsiness, real estate, and consumer. Howevegdimpany’s methodology in determining
its allowance for loan and lease losses is preparadnore detailed manner at the loan class lewiiking specific categories such as
commercial business secured, commercial businesscured, real estate commercial land, and redkdastzome property multifamily.

The quantitative information uses historical lossem a specific loan class and incorporates tha'lorisk rating migration from
origination to the point of loss based upon theswmbaration of an appropriate look back period. &g risk rating is primarily determined
based upon the borrower’s ability to fulfill itskteobligation from a cash flow perspective. In gwent there is financial deterioration of the
borrower, the borrower’s other sources of incomeepayment are also considered, including receprizégal values for collateral dependent
loans. The qualitative information takes into acttageneral economic and business conditions affgaur marketplace, seasoning of the loar
portfolio, duration of the business cycle, etcetsure our methodologies reflect the current ecamenvironment and other factors as using
historical loss information exclusively may not gign accurate estimate of inherent losses witl&Ciiimpany’s loan portfolio.

When a loan is deemed to be impaired, the Compasyddetermine if a specific valuation allowarseeiquired for that loan. The
specific valuation allowance is a reserve, caledatt the individual loan level, for each loan deieed to be both impaired and containing a
value less than its recorded investment. The Compaasures the impairment based on the discourpasted future cash flows, observable
market price, or the fair value of the collateesd selling costs if the loan is collateral depandeif foreclosure is probable. The specific
reserve for each loan is equal to the differentevden the recorded investment in the loan andettsrchined impairment value.

The ALLL is increased by provisions for loan andde losses (“provision”) charged to expense, anedisced by loans charged off, net
of recoveries or a recovery of previous provisidihile the Company’s management believes the béstmation available is used to
determine the ALLL, changes in market conditionaldaesult in adjustments to the ALLL, affectingt ircome, if circumstances differ from
the assumptions used in determining the ALLL.

We have used the same methodology for ALLL caléufatduring the six months ended June 30, 2012848 . Adjustments to the
percentages of the ALLL allocated to loan categoaie made based on trends with respect to deliwgegeand problem loans within each
class of loans. The Company reviews the ALLL quatitie and qualitative methodology on a quartedgib and makes adjustments when
appropriate. The Company continues to strive towandintaining a conservative approach to credilityuand will continue to prudently
adjust our ALLL as necessary in order to maintalaquate reserves. The Company carefully monit@rsodin portfolio and continues to
emphasize the importance of credit quality.

Once it is determined that all or a portion of aridalance is uncollectable, and the amount caedsmnably estimated, the uncollectabl
portion of the loan is charged-off.
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The following tables show a detailed analysis efaliowance for loan and lease losses for noncdvesns for the three and six months
ended June 30, 2014 and 2013 :

Beginning Provision Ending Specific General
Balance Charge-offs Recoveries (Recovery) Balance Reserve Allocation
Three months ended June 30, 2014 (in thousands)
Noncovered loans:
Commercial business:
Secured $ 28,80: $ (1,649 $ 1,438 $ (3,07) $ 25517 $ 126 $ 25,38
Unsecured 74¢€ (75) 277 (194) 754 19 73¢
Real estate:
One-to-four family residential 1,19¢ _ 12 (129 1,081 12¢ 95E
Commercial & multifamily residential:
Commercial land 57¢ (29 2 (82 47C _ 47C
Income property 10,10: (1,939 50E 1,83: 10,51: — 10,51:
Owner occupied 4,56( — 30 39¢ 4,98¢ 35 4,95¢
Real estate construction:
One-to-four family residential:
Land and acquisition 58C _ 2 179 407 6¢ 334
Residential construction 69€ _ 44C (459) 677 _ 677
Commercial & multifamily residential:
Income property 32C _ _ 94 414 _ 414
Owner occupied 154 _ _ 12 16€ _ 16€
Consumer 2,630 (909) 33¢ 571 2,64 1 2,64:
Unallocated 68 — — 1,79¢ 1,867 — 1,867
Total $ 50,44: $ (4,589 $ 3,041 $ 60C $ 49,49: % 38C $ 49,11«
Beginning Provision Ending Specific General
Balance Charge-offs Recoveries (Recovery) Balance Reserve Allocation
Six months ended June 30, 2014 (in thousands)
Noncovered loans:
Commercial business:
Secured $ 31,027 $ (1,840 $ 1,88: $ (5559 $ 25517 $ 126 $ 25,38¢
Unsecured 69€ (110 31¢ (159 754 1¢ 73t
Real estate:
One-to-four family residential 1,252 (207) 40 @ 1,08: 12¢ 95E
Commercial & multifamily residential:
Commercial land 48¢ (29) 18 ©) 47¢ — 47¢
Income property 9,23¢ (1,939 51¢ 2,69: 10,51 — 10,51
Owner occupied 3,60¢ (1,029 3¢ 2,36¢ 4,98¢ 3t 4,95¢
Real estate construction:
One-to-four family residential:
Land and acquisition 61C — 41 (249) 402 6¢ 33¢
Residential construction 822 _ 447 (58¢) 677 — 677
Commercial & multifamily residential:
Income property 28t — — 12¢ 414 — 414
Owner occupied 58 _ _ 10¢ 16€ _ 16€
Consumer 2,547 (1,63¢) 591 1,141 2,64: 1 2,64
Unallocated 1,65¢ — - 212 1,861 — 1,861
Total $ 52,28( $ 6,779 $ 389 8 0 % 49,49:  $ 38C % 49,11«
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Three months ended June 30, 2013
Noncovered loans:
Commercial business:
Secured
Unsecured
Real estate:
One-to-four family residential
Commercial & multifamily residential:
Commercial land
Income property
Owner occupied
Real estate construction:
One-to-four family residential:
Land and acquisition
Residential construction
Commercial & multifamily residential:
Income property
Owner occupied
Consumer
Unallocated
Total

Six months ended June 30, 2013
Noncovered loans:
Commercial business:
Secured
Unsecured
Real estate:
One-to-four family residential
Commercial & multifamily residential:
Commercial land
Income property
Owner occupied
Real estate construction:
One-to-four family residential:
Land and acquisition
Residential construction
Commercial & multifamily residential:
Income property
Owner occupied
Consumer
Unallocated
Total

Beginning Provision Ending Specific General
Balance Charge-offs Recoveries (Recovery) Balance Reserve Allocation
(in thousands)
$ 26,87 $ (856) $ 31z $ 4,248 $ 30,57: 24z  $ 30,33(
75C (20%) 40 13€ 821 51 77C
657 (28) 141 (99) 672 10t 567
43z (11 17 257 691 262 42¢
9,411 (35) 27 297 9,69 7€ 9,61¢
5,45¢ (56¢) 40 (415) 4,51¢ 3C 4,48t
99C — 35 (25€) 76¢ 73 69€
53¢ — 14 (34¢) 204 — 204
382 — — (141) 241 — 241
10¢ — — (2¢) 8C — 8C
2,36¢ (63¢) 194 53¢ 2,45¢ — 2,45¢
3,157 — — (2,172 98¢ — 98¢
$ 51,11¢ $ (2,24) $ 82t $ 2,00C $ 51,69¢ 83¢ % 50,85¢
Beginning Provision Ending Specific General
Balance Charge-offs Recoveries (Recovery) Balance Reserve Allocation
(in thousands)
$ 27,27  $ (1849 $ 392 $ 4,75¢ % 30,57: 24z % 30,33(
753 (431) 73 42€ 821 51 77C
694 (144 141 a9 672 10t 567
46C (12) 27 21¢ 691 262 42¢
11,03: (81¢) 10€ (62€) 9,69t 7€ 9,61¢
6,36:2 (56¢) 44 (1,329 4,51¢ 3C 4,48¢
1,171 (32 2,17¢ (2,544 76¢ 73 69€
63t (2017) 14 (344 204 — 204
31€ — — (75) 241 — 241
10z — — (22) 8C — 8C
2,437 (809) 241 58¢€ 2,45¢ — 2,45¢
1,011 — — (2¢) 98¢ — 98¢
$ 52,24: % (4,759 $ 3212 % 1,000 $ 51,69¢ 83¢ % 50,85¢
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Changes in the allowance for unfunded commitmemdisletters of credit, a component of other lialgittin the consolidated balance
sheet, are summarized as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
(in thousands)

Balance at beginning of period $ 2,458 $ 191t % 250t $ 1,91t
Net changes in the allowance for unfunded commitsand

letters of credit (200 55C (150 55C
Balance at end of period $ 2,35t % 246 $ 2,35t $ 2,46

Risk Elements

The extension of credit in the form of loans orestbredit products to individuals and businesses&of our principal business activiti
Our policies and applicable laws and regulatiogiire risk analysis as well as ongoing portfolia @nedit management. We manage our ¢
risk through lending limit constraints, credit rewi, approval policies and extensive, ongoing irgdemonitoring. We also manage credit risk
through diversification of the loan portfolio bypty of loan, type of industry, type of borrower doydimiting the aggregation of debt to a sin
borrower.

Risk ratings are reviewed and updated wheneveoappte, with more periodic reviews as the risk dotlar value of loss on the loan
increases. In the event full collection of prindipad interest is not reasonably assured, theikappropriately downgraded and, if warranted,
placed on nonaccrual status even though the logrbe&urrent as to principal and interest paymeidslitionally, we assess whether an
impairment of a loan warrants specific reservea arite-down of the loan.

Pass loans are generally considered to have sirffisburces of repayment in order to repay theilodull in accordance with all terms
and conditions. Special mention loans have potewtaknesses that, if left uncorrected, may raaulieterioration of the repayment prospects
for the asset or in the Company’s credit positibscme future date. Loans with a risk rating of Sabdard or worse are reported as classifiec
loans in our allowance for loan and lease lossalysis. We review these loans to assess the abflibyir borrowers to service all interest and
principal obligations and, as a result, the rigkhgamay be adjusted accordingly. Substandard logfhect loans where a loss is possible if loan
weaknesses are not corrected. Doubtful loans haighgprobability of loss, however, the amountaxd has not yet been determined. Loss
loans are considered uncollectable and when idedtifire charged off.
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The following is an analysis of the credit qualifiyour noncovered loan portfolio as of June 30,£28idd December 31, 2013 :

June 30, 2014

Noncovered loans:

Commercial business:
Secured
Unsecured

Real estate:

One-to-four family residential
Commercial and multifamily residential:
Commercial land
Income property
Owner occupied
Real estate construction:
One-to-four family residential:
Land and acquisition
Residential construction
Commercial and multifamily residential:
Income property
Owner occupied

Consumer

Total

Less:

Allowance for loan and lease losses

Noncovered loans, net

December 31, 2013

Noncovered loans:

Commercial business:
Secured
Unsecured

Real estate:

One-to-four family residential
Commercial and multifamily residential:
Commercial land
Income property
Owner occupied
Real estate construction:
One-to-four family residential:
Land and acquisition
Residential construction
Commercial and multifamily residential:
Income property
Owner occupied

Consumer

Total

Less:

Allowance for loan and lease losses

Noncovered loans, net

Pass Special Mention ~ Substandard Doubtful Loss Total
(in thousands)

1,572,39. $ 41,46% % 43,92( $ = — % 1,657,77
72,82t 19¢ 22¢ — — 73,25:
95,64% 55 4,96( — — 100,66

145,90: — 2,92( — — 148,82:
1,173,00 4,45¢ 20,82¢ — — 1,198,28!
742,58 2,99¢ 8,94( — — 754,52:
9,75¢ — 1,722 — — 11,48(
46,33t — 3,21¢ — — 49,55
87,60: — — — — 87,60:
45,53¢ 41% — — — 45,95
319,51¢ 5 5,24¢ — — 324,76t

4,311,100 $ 49,58t % 91,97¢ $ — — 4,452,67

49,49¢
$ 4,403,18
Pass Special Mention ~ Substandard Doubtful Loss Total
(in thousands)

1,372,03¢ $ 43,30¢ % 68,30( $ = — % 1,483,64
72,22¢ 19¢ 17¢ — — 72,60¢
98,62¢ 1,567 5,69¢ — — 105,89.

137,85( — 4,98¢ — — 142,83:
1,108,03 5,47: 32,92¢ — — 1,146,43.
748,72¢ — 11,88 — — 760,60¢
7,52¢ — 4,14+ — — 11,67(
36,27( 2,352 3,37( — — 41,99:
86,20¢ — 31¢ — — 86,52:
38,91¢ — — — — 38,91¢
321,34t 331 6,18¢ 467 — 328,33
4,027,76. $ 53,23: $ 137,98¢ $ 467 — 4,219,45,
52,28(

$ 4,167,17.
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7. Changes in Noncovered Other Real Estate Owned (“ORE’)

The following tables set forth activity in noncogdrOREO for the three and six months ended Jun203@, and 2013 :

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 2014 2013

(in thousands)

Noncovered OREO:

Balance at beginning of period $ 15,84, $ 11,91¢ % 23,83: % 10,67¢
Established through acquisitions — 14,70¢ — 14,70¢
Transfers in, net of write-downs ($0, $11, $0 add,$espectively) 2,09( 2,067 2,33¢ 4,773
Additional OREO write-downs (63€) (477) (1,56%) (570)
Proceeds from sale of OREO property (2,19¢) (4,057 (10,299 (5,627
Gain on sale of OREO, net 104 182 89¢ 37C
Total noncovered OREO at end of period $ 15,200 $ 24,33¢ § 1520¢ § 24,33

8. Covered Assets and FDIC Loss-sharing Asset
Covered Assets

Covered assets consist of loans and OREO acquiregtiain FDIC-assisted acquisitions during 2018 20111, for which the Bank
entered into loss-sharing agreements, wherebyBH€ Will cover a substantial portion of future lesson loans (and related unfunded loan
commitments), OREO and certain accrued interesba@ms during the terms of the agreements. Undetetines of the loss-sharing agreements,
the FDIC will absorb 80% of losses and share in 896ss recoveries up to specified amounts. Wa8pect to lossharing agreements for b
acquisitions completed in 2010, after those spettifimounts, the FDIC will absorb 95% of lossessirade in 95% of loss recoveries. The loss
sharing provisions of the agreements for commeagidl single-family mortgage loans are in effectfiee and ten years, respectively, from the
acquisition dates and the loss recovery provisawadn effect for eight and ten years, respectivieym the acquisition dates.

Ten years and forty-five days after the acquisitdares, the Bank must pay to the FDIC a clawbac¢kérevent the losses from the
acquisitions fail to reach stated levels. The anofithe clawback is determined by a formula spedifn each individual loss-sharing
agreement. As of June 30, 2014 , the net preséunt wh the Bank’s estimated clawback liability ¥.@ million , which is included in other
liabilities on the consolidated balance sheets.
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The following is an analysis of our covered loame, of related allowance for losses as of Jun@304 and December 31, 2013 :

June 30, 2014 December 31, 2013
Covered loans: (in thousands)
Commercial business $ 60,287 $ 72,87(
Real estate:
One-to-four family residential 36,71 41,64:
Commercial and multifamily residential 153,76! 170,87!
Total real estate 190,47¢ 212,52:
Real estate construction:
One-to-four family residential 9,44¢ 14,78:
Commercial and multifamily residential 3,91( 6,86¢
Total real estate construction 13,35 21,65(
Consumer 30,75¢ 34,10:
Subtotal of covered loans 294,87 341,14
Less:
Valuation discount resulting from acquisition acaeting 32,97 43,29"
Allowance for loan losses 19,80: 20,17
Covered loans, net of allowance for loan losses $ 242,100 $ 277,67

Acquired impaired loans are accounted for under 8%C-30 and initially measured at fair value basedxpected future cash flows
over the life of the loans. Acquired loans thatdhaemmon risk characteristics are aggregated imddspThe Company remeasures contractua
and expected cash flows, at the pool-level, onaatgtly basis.

Contractual cash flows are calculated based upsfotin pool terms after applying a prepayment fa@alculation of the applied
prepayment factor for contractual cash flows isshme as described below for expected cash flows.

Inputs to the determination of expected cash flmekide cumulative default and prepayment dataelbas loss severity and recovery
lag information. Cumulative default and prepayndmiita are calculated via a transition matrix. Thedition matrix is a matrix of probability
values that specifies the probability of a loanlgansitioning into a particular delinquency stéeay. 0-30 days past due, 31 to 60 days, etc.)
given its delinquency state at the remeasuremeat Hass severity factors are based upon eitheabcharge-off data within the loan pools or
industry averages and recovery lags are basedthparollateral within the loan pools.

Acquired impaired loans are also subject to the @amy’s internal and external credit review andréglerated using the same criteria as
loans originated by the Company. However, risknggtiare not a clear indicator of losses on acqudr@as as the loans were acquired with a
significant discount and a majority of the lossesracoverable from the FDIC under the loss-shaaigmgements.

Losses attributable to draws on acquired loansareid subsequent to the loan acquisition datga@unted for under ASC 450-20 and
those amounts are also subject to the Compangmiatand external credit review. An allowancelé@n losses is estimated in a similar
manner as the originated loan portfolio, and a isfom for loan losses is charged to earnings asssexy.

The excess of cash flows expected to be collectedtbe initial fair value of acquired loans isae€d to as the accretable yield and is
accreted into interest income over the estimafedfi the acquired loans using the effective yiakethod. Other adjustments to the accretable
yield include changes in the estimated remainifegdf the acquired loans, changes in expected ftash and changes of indices for acqui
loans with variable interest rates.
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The following table shows the changes in accretgiglel for acquired loans for the three and six therended June 30, 2014 and 2013 :

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 2014 2013
(in thousands)
Balance at beginning of period $ 101,54 $ 158,78t $ 103,900 $ 166,88t
Accretion (10,05%) (13,520 (20,629) (27,997
Disposals — (1,99¢) (2,82¢) 5,151
Reclassifications (to) from nonaccretable diffeenc 1,02: (2,757 12,05 (3,53))
Balance at end of period $ 92,51: $ 140,51: $ 9251: $ 140,51:

During the three months ended June 30, 2014 , timep@ny recorded a provision for losses on coveradd of $1.5 million . Of this
amount, $1.7 million was impairment calculated ée@dance with ASC 310-30 and $200 thousand was\ason recapture to adjust the
allowance for loss calculated under ASC 450-2@dfamvs on acquired loans. The impact to earningseo$1.5 millionof provision for covere
loans was partially offset through noninterest medoy a $1.2 million favorable adjustment to tharde FDIC loss-sharing asset line item.

The changes in the ALLL for covered loans for thieeé and six months ended June 30, 2014 and 2@1iammarized as follows:

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 2014 2013
(in thousands)
Balance at beginning of period $ 20,12¢ $ 29,48¢ $ 20,17+ $  30,05¢
Loans charged off (3,847) (2,642 (8,115 (5,029
Recoveries 1,997 1,00( 3,80¢ 1,83t
Provision (recapture) for loan losses 1,51 (1,712 3,93¢ (732
Balance at end of period $ 19,80: $ 26,13t $ 1980: $ 26,13t
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The following is an analysis of the credit qualiiour covered loan portfolio as of June 30, 20dd Becember 31, 2013 :

Pass Special Mention ~ Substandard Doubtful Loss Total
June 30, 2014 (in thousands)
Covered loans:
Commercial business:
Secured $ 42,65! $ 1,151 $ 14,20¢ $ 7 58,011
Unsecured 2,16¢ — 10z — 2,27(
Real estate:
One-to-four family residential 31,61¢ — 5,09z — 36,71
Commercial and multifamily residential:
Commercial land 10,41( — 7,25: — 17,66:
Income property 56,85¢ 3,22( 7,69¢ — 67,77
Owner occupied 61,34« 362 6,62: — 68,32¢
Real estate construction:
One-to-four family residential:
Land and acquisition 3,58¢ — 1,40t — 4,994
Residential construction 42( — 4,03( — 4,45(
Commercial and multifamily residential:
Income property 1,47¢ — 1,491 — 2,96¢
Owner occupied 941 — — — 941
Consumer 27,53 — 3,22¢ — 30,75¢
Total $ 239,01 $ 4,73 $ 51,12: $ 7 294,87,
Less:
Valuation discount resulting from acquisition aceting 32,97
Allowance for loan losses 19,80:
Covered loans, net 242,10!
Pass Special Mention ~ Substandard Doubtful Loss Total
December 31, 2013 (in thousands)
Covered loans:
Commercial business:
Secured $ 48,51( $ 2,84¢ % 18,29. % — 69,65(
Unsecured 2,732 39¢ 92 — 3,22(
Real estate:
One-to-four family residential 35,06¢ 1,84: 4,73¢ — 41,64:
Commercial and multifamily residential:
Commercial land 10,77¢ 19¢ 7,58¢ — 18,56:
Income property 55,98t 3,95( 10,65° — 70,59:
Owner occupied 67,65: 111 13,95¢ — 81,72
Real estate construction:
One-to-four family residential:
Land and acquisition 4,67¢ 2,73¢ 1,93¢ — 9,34¢
Residential construction 3,00¢ — 2,42¢ — 5,43:
Commercial and multifamily residential:
Income property 3,80¢ — 1,70¢ — 5,51¢
Owner occupied 1,07¢ — 28C — 1,35¢
Consumer 30,72: 33 3,31¢ 27 34,10:
Total $ 264,000 $ 12,11¢ % 64,98¢ $ 27 341,14
Less:
Valuation discount resulting from acquisition aceting 43,29"

Allowance for loan losses

20,17«



Covered loans, net $ 277,67
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The following table sets forth activity in cover@REO at carrying value for the three and six moetided June 30, 2014 and 2013 :

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 2014 2013

(in thousands)

Covered OREO:

Balance at beginning of period $ 14,71:  $ 13,81 $ 12,090 $ 16,31
Transfers in — 3,12¢ 5,501 4,53(
Write-downs (339 (29 (989) (99
Proceeds from sale of OREO property (2,530 (7,37¢) (5,639 (13,819
Net gain on sale of OREO 1,207 3,32: 2,07¢ 5,921
Total covered OREO at end of period $ 13,05! $ 12,85« § 13057 $ 12,85

The covered OREO is subject to loss-sharing agratméth the FDIC in which the FDIC will share i0% of additional write-downs,
as well as gains and losses on covered OREO sal85% , if applicable, of additional write-dowras wells as gains and losses on covered

OREO sales if the minimum loss share thresholdsnate

FDIC Loss-sharing Asset

At June 30, 2014 , the FDIC loss-sharing asseatngpeised of a $25.0 million FDIC indemnificatiorsas and a $2.9 million FDIC
receivable. The indemnification represents the flasts the Company expects to collect from the FDIler the loss-sharing agreements anc
the FDIC receivable represents the reimbursablauatsdrom the FDIC that have not yet been received.

For covered loans, the Company remeasures cortitaid expected cash flows on a quarterly basienthe quarterly remeasurement
process results in a decrease in expected cash floe/to an increase in expected credit lossegiimpnt is recorded. As a result of this
impairment, the indemnification asset is increasaflect anticipated future cash to be receivedfthe FDIC. Consistent with the loss-
sharing agreements between the Company and the, Htd@mount of the increase to the indemnificatisset is measured as 80% of the

resulting impairment.

Alternatively, when the quarterly remeasurementlissn an increase in expected future cash floustd a decrease in expected credit
losses, the nonaccretable difference decreasetharmdfective yield of the related loan portfolincreased. As a result of the improved
expected cash flows, the indemnification asset dibel reduced first by the amount of any impairngeatiously recorded and, second, by
increased amortization over the remaining lifehaf telated loss-sharing agreement.

The following table shows a detailed analysis ef #DIC loss-sharing asset for the three and sixthsoended June 30, 2014 and 2013 :

Three Months Ended June 30,

Six Months Ended June 30,

2014 2013 2014 2013
(in thousands)
Balance at beginning of period $ 36,837 $ 83,11 $ 39,84t $ 96,35«
Adjustments not reflected in income:
Cash payments from the FDIC (3,447) (3,26¢) (1,76%) (6,387)
FDIC reimbursable losses (recoveries), net (369 664 (237) 1,025
Adjustments reflected in income:
Amortization, net (5,769 (9,800 (12,21¢) (19,58()
Loan impairment (recapture) 1,214 (1,370 3,151 (58E)
Sale of other real estate (965) (2,25 (1,727 (3,599
Write-downs of other real estate 27¢ 10z 792 154
Other 18¢ 18: 12t (12)
Balance at end of period $ 27,98. % 67,37¢ $ 27,98. $ 67,37¢
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9. Goodwill and Other Intangible Asset:

In accordance with the Intangibles — Goodwill artti€d topic of the FASB ASC, goodwill is not amoetizbut is reviewed for potential
impairment at the reporting unit level. Managenemlyzes its goodwill for impairment on an annuagib on July 31 and between annual tes
in certain circumstances such as material advéraeges in legal, business, regulatory and econfaniors. An impairment loss is recorded to
the extent that the carrying amount of goodwilleedts its implied fair value.

The core deposit intangible (“CDI”) is evaluated ifimpairment if events and circumstances indicgtessible impairment. The CDI is
amortized on an accelerated basis over an estirfitdex 10 years .

The following table sets forth activity for goodiéind other intangible assets for the periods mid:

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 2014 2013
(in thousands)
Goodwill
Goodwill at beginning of period $ 343,95. $ 115,55: $ 343,95 $ 115,55
Established through acquisitions (1) — 228,39¢ — 228,39¢
Total goodwill 343,95: 343,95: 343,95: 343,95:

Other intangible assets, net
Core deposit intangible:

Gross core deposit intangible balance at beginoinmeriod 47,69¢ 32,44 47,69¢ 32,44
Accumulated amortization at beginning of period (24,344 (17,749 (22,76%) (16,720
Core deposit intangible, net at beginning of period 23,35¢ 14,69: 24,93: 15,72:
Established through acquisitions (1) — 15,257 — 15,257
CDI current period amortization (1,48)) (1,699 (3,060 (2,729
Total core deposit intangible, net at end of period 21,87: 28,257 21,87: 28,25
Intangible assets not subject to amortization 91¢ 918 91¢ 91:
Other intangible assets, net at end of period 22,79: 29,17( 22,79: 29,17(
Total goodwill and other intangible assets at ehpesiod $ 366,74:  $ 373,12  $ 366,74« $ 373,12

(1) Goodwill established through acquisitions hasrbretrospectively adjusted for the prior yearqasrdue to adjustments to provisional
amounts made related to the West Coast acquisBiea Note 3, Business Combinations, for additioxfarmation regarding goodwill and
intangible assets recorded related to the acounsiif West Coast on April 1, 2013.

The following table provides the estimated futumeoetization expense of core deposit intangibleshHerremaining six months ending
December 31, 2014 and the succeeding four years:

Amount
(in thousands)
Year ending December 31,

2014 $ 2,90:
2015 4,93¢
2016 4,19¢
2017 3,361
2018 2,50(
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10. Derivatives and Balance Sheet Offsettir

The Company periodically enters into certain conuia¢toan interest rate swap agreements in ordpragide commercial loan
customers the ability to convert from variableiti@fl interest rates. Under these agreements, thgp@ay enters into a variable-rate loan
agreement with a customer in addition to a swapegent. This swap agreement effectively convedstistomer’s variable rate loan into a
fixed rate. The Company then enters into a corneging swap agreement with a third party in ordesffset its exposure on the variable and
fixed components of the customer agreement. Aftieeest rate swap agreements with the customershand parties are not designated as
hedges under the Derivatives and Hedging topib®RASB ASC, the instruments are marked to marketrnings. The notional amount of
open interest rate swap agreements at June 30,a&2@1Becember 31, 2013 was $208.3 million and &lidllion , respectively. There was no
impact to the statement of income for the threetimperiods ending June 30, 2014 and 2013 .

The following table presents the fair value of datives not designated as hedging instrumentsreg 30, 2014 and December 31, 2013

Asset Derivatives Liability Derivatives
June 30, 2014 December 31, 2013 June 30, 2014 December 31, 2013
Balance Sheet Balance Sheet Balance Sheet Balance Sheet
Location Fair Value Location Fair Value Location Fair Value Location Fair Value

(in thousands)

Interest rate contracts Other assets $ 10,55¢ Other assets $ 9,04¢ Other liabilities $ 10,55¢ Other liabilities $ 9,04«

The Company is party to interest rate swap agretsagmd repurchase agreements that are subjectoi@eable master netting
arrangements or similar agreements. Under theseagmts, the Company may have the right to né¢ sattltiple contracts with the same
counterparty. The following tables show the graogsriest rate swap agreements and repurchase agitsémthe consolidated balance sheets
and the respective collateral received or pledgeatieé form of other financial instruments, whicle generally marketable securities. The
collateral amounts in these tables are limitedhéodutstanding balances of the related assethilitiia Therefore, instances of
overcollateralization are not shown.

Net Amounts of

Gross Amounts Assets/Liabilities Gross Amounts Not Offset in the
Gross Amounts of Offset in the Presented in the Consolidated Balance Sheets
Recognized Consolidated Consolidated Balance
Assets/Liabilities Balance Sheets Sheets Collateral Posted Net Amount
June 30, 2014 (in thousands)
Assets
Interest rate contracts $ 10,55¢ $ — 3 10,55¢ $ — % 10,55¢
Liabilities
Interest rate contracts $ 10,55¢ $ — 10,55¢ $ (10,559 $ —
Repurchase agreements $ 25,000 $ — ¢ 25,000 $ (25,000 $ =
December 31, 2013
Assets
Interest rate contracts $ 9,042 % — 3 9,042 % — % 9,04«
Liabilities
Interest rate contracts $ 9,04¢ $ — 3 9,04 % (9,049) % —
Repurchase agreements $ 25,000 $ — 3 25,000 $ (25,000 $ —
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11. Shareholders’Equity

Preferred Stock. In conjunction with the acquisition of West Codbe Company issued 8,782 shares of mandatorilyartibie
cumulative participating preferred stock, Serie@3eries B Preferred Stock”). The Series B Pref8eock is not subject to the operation of a
sinking fund. The Series B Preferred Stock is edeemable by the Company and is perpetual withatanity. The holders of Series B
Preferred Stock have no general voting rightshéf€ompany declares and pays a dividend to its amshareholders, it must declare and pa
to its holders of Series B Preferred Stock, onstmae date, a dividend in an amount per share @édhies B Preferred Stock that is intended tc
provide such holders dividends in the amount theuld have received if shares of Series B Prefedtedk had been converted into common
stock as of that date. The outstanding sharesrafsSB Preferred Stock are convertible into 102,868res of Company common stock.

Warrants to Purchase Common Sock. In conjunction with the acquisition of West Codke Company issued Amended and Restated
Warrants (the “Warrants”) to purchase shares of @om common stock at an exercise price of $8.5&pare. The Company’s Amended and
Restated Warrants amended and restated Class @wpreviously issued by West Coast. The Warnaate immediately exercisable and
will expire on October 23, 2016. At June 30, 201Hde, aggregate number of shares of Company comtonok and value called for by warrants
outstanding was 582,799 and $5.0 million , respebti This reflects the exercise of 1,631,840 wairehares during the six month period
ended June 30, 2014 . As the warrants containtdesssexercise feature, the net shares issueceh@dmpany as a result of this exercise
activity was 1,139,698 .

Dividends. On January 23, 2014 the Company declared a quad&sh dividend of $0.12 per common share and camshare
equivalent for holders of preferred stock, payabid-ebruary 19, 2014 to shareholders of recordeatiose of business February 5, 2014 . On
April 23, 2014 , the Company declared a regulartguly cash dividend of $0.12 per common share,ammon share equivalent for holders
of preferred stock, and a special, one-time cagldeld of $0.12 per common share, and common stanealent for holders of preferred
stock, both payable on May 21, 2014 to shareholdierscord at the close of business May 7, 2014bs8quent to quarter end, on July 23,
2014 , the Company declared a regular quarterly dasdend of $0.14 per common share, and commaresiquivalent for holders of
preferred stock and a special, one-time cash diddé $0.14 per common share, and common shargaeuot for holders of preferred stock,
both payable on August 20, 2014 to shareholdersauird at the close of business August 6, 2014.pelyment of cash dividends is subject to
federal regulatory requirements for capital lexais other restrictions. In addition, the cash divids paid by Columbia Bank to the Company
are subject to both federal and state regulatayyirements.
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12. Accumulated Other Comprehensive Income (L0sS)

The following table shows changes in accumulatéérotomprehensive income (loss) by component ®thhee and six month periods
ended June 30, 2014 and 2013 :

Unrealized Gains and Unrealized Gains and
Losses on Available-for- Losses on Pension Plan
Sale Securities (1) Liability (1) Total (1)

Three months ended June 30, 2014 (in thousands)

Beginning balance $ (3,13) % (1,919 $ (5,047)
Other comprehensive income before reclassifications 8,76¢ — 8,76¢
Amounts reclassified from accumulated other comgmnsive

loss® (189) 24 (16%)

Net current-period other comprehensive income 8,57¢ 24 8,60:

Ending balance $ 5,44¢ % (1,88¢) $ 3,56(

Three months ended June 30, 2013

Beginning balance $ 18,18 ¢ (1,466) 9 16,71¢
Other comprehensive loss before reclassifications (25,930 — (25,930
Amounts reclassified from accumulated other comgmnsive

income® (59) 60 1

Net current-period other comprehensive income Jloss (25,989 60 (25,929

Ending balance $ (7,809 % (1,406) $ (9,210

Six months ended June 30, 2014

Beginning balance $ (10,109 % (1,93 $ (12,049
Other comprehensive income before reclassifications 15,881 — 15,88°
Amounts reclassified from accumulated other comgmnsive

income® (33)) 48 (289)

Net current-period other comprehensive income 15,55¢ 48 15,60¢

Ending balance $ 5,44¢ % (1,88¢) $ 3,56(

Six months ended June 30, 2013

Beginning balance $ 20,91¢ $ (769 $ 20,14¢
Other comprehensive loss before reclassifications (28,427 (75€) (29,179
Amounts reclassified from accumulated other comgmnsive

income @ (299 11¢ (180)

Net current-period other comprehensive loss (28,729 (637) (29,359

Ending balance $ (7,809 $ (1,406 $ (9,210

(1) All amounts are net of tax. Amounts in paresiféndicate debits.
(2) See following table for details about thesdassifications.
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The following table shows details regarding thdassifications from accumulated other comprehenisiveme for the three month
periods ended June 30, 2014 and 2013 :

Amount Reclassified from Accumulated Other Comprehasive Loss

Three Months Ended June 30, Six Months Ended June 30, Affected line Item in the Consolidated
2014 2013 2014 2013 Statement of Income

(in thousands)

Unrealized gains and losses on
available-for-sale securities

Investment securities gains $ 29 $ 92 3 51¢ $ 46z Investment securities gains, net
29¢€ 92 51¢ 46z Total before tax
(107) 33 (18¢) (16%) Income tax provision
$ 18 $ 59 $ 331 $ 29¢  Net of tax

Amortization of pension plan

liability
Actuarial losses $ @B7) $ 92 $ 74) $ (184 Compensation and employee benefits
(37 (92 (74) (184) Total before tax
13 32 26 65 Income tax benefit
$ (249) ¢ (60) $ (48) % (119  Net of tax

13. Fair Value Accounting and Measuremen

The Fair Value Measurements and Disclosures tdpiceoFASB ASC defines fair value, establishes @segient framework for
measuring fair value and expands disclosure reangines about fair value. We hold fixed and variable interest-bearing securities,
investments in marketable equity securities anthzeother financial instruments, which are caragdair value. Fair value is determined be
upon quoted prices when available or through tleeafilternative approaches, such as matrix or inwiteng, when market quotes are not
readily accessible or available.

The valuation techniques are based upon obseraabl@nobservable inputs. Observable inputs refilecket data obtained from
independent sources, while unobservable inputsatedlur own market assumptions. These two typ@goots create the following fair value
hierarchy:

Level 1 — Quoted prices for identical instrumentsictive markets that are accessible at the maasutalate.

Level 2 — Quoted prices for similar instrumentaative markets; quoted prices for identical or @minstruments in markets that are not
active; and model derived valuations whose inprgsohservable or whose significant value driveesaoservable.

Level 3 — Prices or valuation techniques that negimputs that are both significant to the faimeameasurement and unobservable.
Fair values are determined as follows:

Securities at fair value are priced using a combnaof market activity, industry recognized infaation sources, yield curves, discour
cash flow models and other factors. These fairesahlculations are considered a Level 2 input ntethwler the provisions of the Fair Value
Measurements and Disclosures topic of the FASB A8@ll securities other than U.S. Treasury notdsch are considered a Level 1 input
method.

Interest rate contract positions are valued in fsdehich use as their basis, readily observablikeatgparameters and are classified
within Level 2 of the valuation hierarchy.
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The following table sets forth the Company’s finhassets and liabilities that were accountedfdair value on a recurring basis at
June 30, 2014 and December 31, 2B 3evel within the fair value hierarchy. Financéasets and liabilities are classified in theiirett base:
on the lowest level of input that is significanttke fair value measurement:

Fair Value Measurements at Reporting Date Using

Fair value Level 1 Level 2 Level 3
June 30, 2014 (in thousands)
Assets
Securities available for sale:
U.S. government agency and government-
sponsored enterprise mortgage-back securitie
and collateralized mortgage obligations $ 862,61¢ $ — 3 862,61¢ $ =
State and municipal debt securities 380,50¢ — 380,50t —
U.S. government agency and government-
sponsored enterprise securities 321,38t¢ — 321,38t —
U.S. government securities 20,33: 20,33: — —
Other securities 5,161 — 5,167 —
Total securities available for sale $ 1,590,01 $ 20,337 % 1,569,68 $ —
Other assets (Interest rate contracts) $ 10,55¢ $ — 3 10,55¢ $ =
Liabilities
Other liabilities (Interest rate contracts) $ 10,55¢ $ — 10,55¢ $ =
Fair Value Measurements at Reporting Date Using
Fair value Level 1 Level 2 Level 3
December 31, 2013 (in thousands)
Assets
Securities available for sale:
U.S. government agency and government-
sponsored enterprise mortgage-back securitie
and collateralized mortgage obligations $ 948,40¢ $ — 3 948,40¢ $ —
State and municipal debt securities 364,47( — 364,47( —
U.S. government agency and government-
sponsored enterprise securities 326,03¢ — 326,03¢ —
U.S. government securities 20,11« 20,11« — —
Other securities 5,08( — 5,08( —
Total securities available for sale $ 1,664,11. $ 20,11« $ 1,64399 $ —
Other assets (Interest rate contracts) $ 9,042 $ — ¢ 9,042 $ —
Liabilities
Other liabilities (Interest rate contracts) $ 9,04¢ % — 3 9,04¢ % =

There were no transfers between Level 1 and LewéltRe valuation hierarchy during the six monthipeés ended June 30, 2014 and
2013 . The Company recognizes transfers betweetslef the valuation hierarchy based on the vabudgvel at the end of the reporting
period.
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Nonrecurring Measurements

Certain assets and liabilities are measured av&hire on a nonrecurring basis after initial redtgn such as loans measured for
impairment and OREO. The following methods weraluseestimate the fair value of each such clagsmancial instrument:

Impaired loans —A loan is considered to be impaired when, basedusrent information and events, it is probabldg the Company
will be unable to collect all amounts due (bottenast and principal) according to the contracteiahs of the loan agreement. Impaired loans
are measured based on the present value of exdfattieel cash flows discounted at the loan’s effectnterest rate, a loan’s observable marke
price, or the fair market value of the collateesd estimated costs to sell if the loan is a ardtdependent loan. Generally, the Company
utilizes the fair market value of the collateraht@asure impairment. The impairment evaluationpartormed in conjunction with the ALLL
process on a quarterly basis by officers in thecBp€redits group, which reports to the Chief Gr&fficer. The Real Estate Appraisal
Services Department (“REASD”), which also repoashe Chief Credit Officer, is responsible for abiag appraisals from third-parties or
performing internal evaluations. If an appraisadlisained from a third-party, the REASD reviews dp@raisal to evaluate the adequacy of the
appraisal report, including its scope, methodsyeay, and reasonableness.

Other real estate owned and other personal propertpwned (“OPPO”) —OREO and OPPO are real and personal propertytbat
Bank has taken ownership of in partial or full stction of a loan or loans. OREO and OPPO arergiyeneasured based on the item’s fair
market value as indicated by an appraisal or arleftintent to purchase. OREO and OPPO are redatldéhe lower of carrying amount or fair
value less estimated costs to sell. This amourdrbes the property’s new basis. Any write-downs tasethe property fair value less
estimated costs to sell at the date of acquisdiencharged to the allowance for loan and leasefodManagement periodically reviews OREO
and OPPO in an effort to ensure the property isexhat the lower of its new basis or fair valuet of estimated costs to sell. Any write-downs
subsequent to acquisition are charged to earnirgsinitial and subsequent write-down evaluatiarsperformed by officers in the Special
Credits group, which reports to the Chief Credifi€gf. The REASD obtains appraisals from third-jggrfor OREO and OPPO and performs
internal evaluations. If an appraisal is obtaineaht a third-party, the REASD reviews the appratisavaluate the adequacy of the appraisal
report, including its scope, methods, accuracy,raadonableness.

The following tables set forth the Company’s astieds were measured using fair value estimatesrmeecurring basis during the three
and six month periods ended June 30, 2014 and 2013

) Fair Value Measurements at Reporting Date Using Losses During the Losses During the
Fair value at June Three Months Ended Six Months Ended
30, 2014 Level 1 Level 2 Level 3 June 30, 2014 June 30, 2014
(in thousands)
Noncovered OREC $ 1,38¢ $ — % — 3 1,38¢ % 63€ $ 1,18(
Covered OREO 1,83 — — 1,831 22¢ 422
$ 3,22¢ % — % —  $ 3,22¢ % 86z ¢ 1,60z
, Fair Value Measurements at Reporting Date Using Losses During the Losses During the
Fair value at Three Months Ended Six Months Ended
June 30, 2013 Level 1 Level 2 Level 3 June 30, 2013 June 30, 2013
(in thousands)
Impaired loans $ 4,19¢ % — — 3 4,19¢ % 65€ $ 73C
Noncovered OREO 1,96¢ — — 1,96t 46¢ 50C
Covered OREO 39t — — 39t 28 94
$ 6,55¢ $ — % — 3 6,55¢ $ 1,15¢ % 1,32¢

The losses on impaired loans disclosed above représe amount of the specific reserve and/or ehafts during the period applicable
to loans held at period end. The amount of theiipeeserve is included in the allowance for laard lease losses. The losses on OREO and
OPPO disclosed above represent the write-downs takireclosure that were charged to the allowdinickvan and lease losses, as well as
subsequent write-downs from updated appraisalsatbet charged to earnings.
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Quantitative information about Level 3 fair value measurements

The range and weighted-average of the significanbaervable inputs used to fair value our LevebBracurring assets, along with the

valuation techniques used, are shown in the foligwable:

Fair value at June

Valuation Technique

Range (Weighted

Unobservable Input Average) (1)

30, 2014
Noncovered OREO $ 1,38¢
Covered OREO 1,831

(dollars in thousands)

Fair Market Value of
Collateral

Fair Market Value of
Collateral

Adjustment to

Appraisal Value N/A @
Adjustment to
Appraisal Value N/A @

(1) Discount applied to appraisal value, lettemdént to purchase, or stated value (in the caseodunts receivable, inventory and

equipment).

(2) Quantitative disclosures are not provided foncovered OREO and covered OREO because therenverdjustments made to the

appraisal value during the current period.

Fair value at
June 30, 2013

Valuation Technique

Range (Weighted

Unobservable Input Average) (1)

Impaired loans $ 3,77
Impaired loans - other collater@l 421
Noncovered OREO 1,96¢
Covered OREO 39t

(dollars in thousands)

Fair Market Value of
Collateral

Fair Market Value of
Collateral

Fair Market Value of
Collateral

Fair Market Value of
Collateral

Adjustment to

Appraisal Value N/A @
Adjustment to Stated

value (50%)@
Adjustment to

Appraisal Value N/A @
Adjustment to

Appraisal Value N/A @

(1) Discount applied to appraisal value, lettemtént to purchase, or stated value (in the caseodunts receivable, inventory and

equipment).

(2) Quantitative disclosures are not provided fopaired loans collateralized by real estate, noa¥ OREO and covered OREO because
there were no adjustments made to the appraisaé hlring the current period.

(3) Other collateral consists of accounts recewalnld inventory.

(4) As there was only one impaired loan collateedi by other collateral, a range of discounts caoldbe provided.
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Fair value of financial instruments

Because broadly traded markets do not exist foit wiathe Company’s financial instruments, the failue calculations attempt to
incorporate the effect of current market conditiaha specific time. These determinations are stilsgein nature, involve uncertainties and
matters of significant judgment and do not incltaeramifications; therefore, the results cannotiérmined with precision, substantiated by
comparison to independent markets and may notdleed in an actual sale or immediate settlemetit®@instruments. There may be inherent
weaknesses in any calculation technique, and clsangbe underlying assumptions used, includingaiigt rates and estimates of future cash
flows, could significantly affect the results. Rl of these reasons, the aggregation of the fdirescalculations presented herein do not
represent, and should not be construed to repraseninderlying value of the Company.

The following methods and assumptions were usestimate the fair value of each class of finanicistruments for which it is
practicable to estimate that value:

Cash and due from banks and interest-earning depdasiwith banks—The fair value of financial instruments that aher-term or
reprice frequently and that have little or no sk considered to have a fair value that approxémearrying value (Level 1).

Securities available for sale—Securities at fair value, other than U.S. TreadNmyes, are priced using a combination of markgviag,
industry recognized information sources, yield esivdiscounted cash flow models and other factaeq] 2). U.S. Treasury Notes are priced
using quotes in active markets (Level 1).

Federal Home Loan Bank stock—The fair value is based upon the par value oktbek which equates to its carrying value (Level 2)

Loans—Loans are not recorded at fair value on a recgriasis Nonrecurring fair value adjustments are periodycedcorded on
impaired loans that are measured for impairmergdas the fair value of collateral. For most perfing loans, fair value is estimated using
expected duration and lending rates that would hees offered on June 30, 2014 or December 31, 2fat3oans which mirror the attributes
of the loans with similar rate structures and agenaaturities. The fair values resulting from theakeulations are reduced by an amount
representing the change in estimated fair valu#atable to changes in borrowers’ credit qualityce the loans were originated. For
nonperforming loans, fair value is estimated bylgpg a valuation discount based upon loan salés filam the FDIC. For covered loans, fair
value is estimated by discounting the expectedéutash flows using a lending rate that would Hasen offered on June 30, 2014 (Level 3).

FDIC loss-sharing asset—The fair value of the FDIC loss-sharing assestingated based on discounting the expected fuash flows
using an estimated market rate (Level 3).

Interest rate contracts—Interest rate swap positions are valued in moaetsch use readily observable market parametetiseaisbasis
(Level 2).

Deposits—For deposits with no contractual maturity, the failue is equal to the carrying value (Level I)eTair value of fixed
maturity deposits is based on discounted cash fimirgy the difference between the deposit ratecangnt market rates for deposits of similar
remaining maturities (Level 2).

FHLB advances—The fair value of Federal Home Loan Bank of Sedtthe “FHLB") advances is estimated based on disting the
future cash flows using the market rate currentigred (Level 2).

Repurchase Agreements—The fair value of securities sold under agreenm@m¢purchase is estimated based on discountinfyithes
cash flows using the market rate currently offgleslvel 2).

Other Financial Instruments —The majority of our commitments to extend creditl standby letters of credit carry current market
interest rates if converted to loans, as suchyayvalue is assumed to equal fair value.
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The following tables summarize carrying amounts @stimated fair values of selected financial instents as well as assumptions used
by the Company in estimating fair value at June28d,4 and December 31, 2013 :

June 30, 2014

Carrying Fair
Amount Value Level 1 Level 2 Level 3
(in thousands)
Assets
Cash and due from banks $ 193,81t $ 193,81t $ 193,81t $ —  $ —
Interest-earning deposits with banks 30,64¢ 30,64¢ 30,64¢ — —
Securities available for sale 1,590,01 1,590,01° 20,33¢ 1,569,67' —
FHLB stock 31,91 31,91 — 31,910 —
Loans 4,645,28 4,790,93 — — 4,790,93:
FDIC loss-sharing asset 27,98: 9,50z — — 9,50z
Interest rate contracts 10,55¢ 10,55¢ — 10,55¢ —
Liabilities
Deposits $ 5,985,060 $ 5,983,820 $ 5,513,96 $ 469,86: $ —
FHLB Advances 110,58 111,06( — 111,06( —
Repurchase agreements 25,00( 26,23: — 26,23: —
Interest rate contracts 10,55¢ 10,55¢ — 10,55¢ —
December 31, 2013
Carrying Fair
Amount Value Level 1 Level 2 Level 3
(in thousands)

Assets
Cash and due from banks $ 165,03 $ 165,03 $ 165,03 $ —  $ —
Interest-earning deposits with banks 14,53: 14,53: 14,53: — —
Securities available for sale 1,664,11 1,664,11 20,11« 1,643,99 —
FHLB stock 32,52¢ 32,52¢ — 32,52¢ —
Loans held for sale 73t 73t — 73t —
Loans 4,444.84; 4,605,03! — — 4,605,03:
FDIC loss-sharing asset 39,84¢ 11,24¢ — — 11,24¢
Interest rate contracts 9,04¢ 9,04¢ — 9,04¢ —
Liabilities
Deposits $ 5,95947 $ 5,958,74 $ 5,449,541 $ 509,20 $ =
FHLB Advances 36,60¢ 35,08( — 35,08( —
Repurchase agreements 25,00( 26,36: — 26,36: —
Interest rate contracts 9,04« 9,04« — 9,04« —
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14. Earnings per Common Shar:

The Company applies the two-class method of comgudasic and diluted EPS. Under the two-class nietBBS is determined for each
class of common stock and participating securigoeaing to dividends declared and participatiomtsgn undistributed earnings. The
Company issues restricted shares under share-basgzensation plans and preferred shares whichfgaaliparticipating securities.

The following table sets forth the computation asiz and diluted earnings per share for the thmelesex months ended June 30, 2014
and 2013:

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
(in thousands except per share)

Basic EPS:
Net income $ 21,227 % 1459. $ 41,07: % 26,76"
Less: Earnings allocated to participating secigitie

Preferred shares 41 29 79 3C

Nonvested restricted shares 20¢€ 124 37¢ 244
Earnings allocated to common shareholders $ 20,98( % 14,43¢ $ 40,61: $ 26,49:
Weighted average common shares outstanding 52,08¢ 50,78t 51,60( 45,09¢
Basic earnings per common share $ 04C $ 0.2¢ % 0.7¢ % 0.5¢
Diluted EPS:
Earnings allocated to common shareholders (1) $ 20,98. % 14,44: $ 40,617 % 26,49t
Weighted average common shares outstanding 52,08¢ 50,78t 51,60( 45,09¢
Dilutive effect of equity awards 40¢€ 1,33i 863 65¢
Weighted average diluted common shares outstanding 52,49¢ 52,12¢ 52,46 45,75¢
Diluted earnings per common share $ 04C $ 0.2¢ $ 0771 $ 0.5¢

Potentially dilutive share options that were nafuded in the
computation of diluted EPS because to do so woeldrii-
dilutive 63 142 73 7€

(1) Earnings allocated to common shareholders for msiadiluted EPS may differ under the two-classhoeias a result of adding common stock equivafentsptions and
warrants to dilutive shares outstanding, whichraltie ratio used to allocate earnings to commane$tolders and participating securities for thepses of calculating
diluted EPS.

15. Subsequent Ever

On July 23, 2014 , we entered into an AgreementRiad of Merger (the “Merger Agreement”) with Intesuntain Community
Bancorp, an Idaho corporation (“Intermountain”) eTerger Agreement provides that, upon the termdssabject to the conditions set forth
therein, Intermountain will merge with and into Gumibia (the “Merger”), with Columbia continuing deetsurviving corporation. Immediately
after the Merger, Panhandle State Bank, an Idate-shartered bank and wholly-owned subsidianntdrimountain, will merge with and into
our wholly-owned subsidiary, Columbia Bank. Thesohg of the transaction is subject to the satigiacdf certain customary conditions,
including, among other things, the receipt of reggliregulatory approvals and the approval of Intemtain’s shareholders. Under the terms o
the merger agreement, Intermountain shareholdersrditled to receive in respect of each sharatefinountain common stock, consideration
in the form of cash, Columbia common stock or & oonsisting of a mix of 0.6426 of a share of Cdhiemcommon stock and $2.2930 in cash.
Based on Columbia’s closing stock price as of 28y2014, the merger consideration was valued 2t $1million , or approximately $18.22
per Intermountain share. The value of the mergesideration will fluctuate based on the value ofudtia’s stock until closing.
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tem 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

This discussion should be read in conjunction withunaudited consolidated financial statemenBatfimbia Banking System, Inc.
(referred to in this report as “we”, “our”, “Coluniaj and “the Company”) and notes thereto preseatsewhere in this report and with the
December 31, 2013 audited consolidated financééstents and its accompanying notes included ilanval Report on Form 10-K. In the
following discussion, unless otherwise noted, rfiees to increases or decreases in average balarieas of income and expense for a
particular period and balances at a particular dzfer to the comparison with corresponding amotortshe period or date one year earlier.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

This quarterly report on Form 10-Q contains forwkroking statements within the meaning of the Rev@ecurities Litigation Reform
Act of 1995. These forwarliboking statements include, but are not limitedstatements about our plans, objectives, expentatad intentior
that are not historical facts, and other statemigletstified by words such as “expects,” “anticiggteintends,” “plans,” “believes,” “should,”
“projects,” “seeks,” “estimates” or words of similmeaning. These forward-looking statements aredas current beliefs and expectations o
management and are inherently subject to significagsiness, economic and competitive uncertaiatiescontingencies, many of which are
beyond our control. In addition, these forward-limgkstatements are subject to assumptions witheotsp future business strategies and
decisions that are subject to change. In additiahé factors set forth in the sections “Risk Fegtand “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiiems”in this report, the following factors, among othemsuld cause actual results to di
materially from the anticipated results:

» local and national economic conditions coulddss favorable than expected or could have a miogetdand pronounced effect on us
than expected and adversely affect our abilityaiatioue internal growth and maintain the qualityoaf earning assets;

» the local housing/real estate markets where weat@and make loans could face challer

» the risks presented by an uncertain economyciwtuld adversely affect credit quality, collateralues, including real estate
collateral, investment values, liquidity and loaigmations and loan portfolio delinquency rates;

» the efficiencies and enhanced financial and atreg performance we expect to realize from investis in personnel, acquisitions
(including the proposed Intermountain merger) arfichstructure may not be realized;

» the possibility that the proposed merger wittetmountain does not close in a timely manner afldiecause required regulatory,
shareholder or other approvals and other conditiom$osing are not received or satisfied on a lyrbasis or at all;

» the effect on the trading price of our stock if therger with Intermountain is not comple!

» the ability to successfully combine Columbia anel ttermountain organizatiol

* interest rate changes could significantly reduddmnterest income and negatively affect fundingrses

* projected business increases following strategi@egion or opening of new branches could be loham £xpecte:

» changes in the scope and cost of Federal Delpssitance Corporation (“FDICihsurance and overall regulatory cc

» the impact of acquired loans on our earni

» changes in accounting principles, policies, andigjines applicable to bank holding companies amiibg;

e competition among financial institutions could iease significantl

« continued consolidation in the Pacific Northwisancial services industry resulting in the ci@atof larger financial institutions who
may have greater resources could change the cdimpddindscape;

» the goodwill we have recorded in connection vaitiguisitions could become impaired, which may heavadverse impact on our
earnings and capital;

« the reputation of the financial services indyswuld deteriorate, which could adversely affaat ability to access markets for funding
and to acquire and retain customers;

» our ability to effectively manage credit rishierest rate risk, market risk, operational rigigdl risk, liquidity risk and regulatory and
compliance risk; and

» our profitability measures could be adversely d@#ddaf we are unable to effectively manage our teé

You should take into account that forward-lookitatements speak only as of the date of this ref@ven the described uncertainties
and risks, we cannot guarantee our future perfocean results of operations and you should notepladiue reliance on these forwdodking
statements. We undertake no obligation to updatevise any forwardeoking statements, whether as a result of newrinéion, future even
or otherwise, except as required under federalrgmsulaws.

38




Table of Contents

CRITICAL ACCOUNTING POLICIES

Management has identified the accounting polickégted to the allowance for loan and lease logsesness combinations, acquired
impaired loans, FDIC loss sharing asset and thegatiain and recoverability of goodwill as criticalan understanding of our financial
statements. These policies and related estimagadisgussed in “ltem 7. Management Discussion amaly&is of Financial Condition and
Results of Operation” under the headings “Allowafare_oan and Lease Losses”, “Business CombinatjdAsquired Impaired Loans”,
“FDIC Loss Sharing Asset” and “Valuation and Reaadlity of Goodwill” in our 2013 Annual Report dform 10-K. There have not been
any material changes in our critical accountinggies as compared to those disclosed in our 20T814hReport on Form 10-K.

RESULTS OF OPERATIONS

Our results of operations are dependent to a ldegece on our net interest income. We also geneaatimterest income through service
charges and fees, merchant services fees, andowardd life insurance. Our operating expenses copsisarily of compensation and
employee benefits, occupancy, merchant card primcgsiata processing and legal and professional teke most financial institutions, our
interest income and cost of funds are affectedifsigntly by general economic conditions, partielyfachanges in market interest rates, and by
government policies and actions of regulatory atities.

On April 1, 2013, the Company completed its acdjoisiof West Coast. The Company acquired approx@ipa2.63 billion in assets,
including $1.41 billion in loans measured at fatue, and approximately $1.88 billion in depoditge to the timing of this acquisition, our
results of operations for the six month period ehdiene 30, 2014 include the acquisition for thesix month period, however the prior year
period only includes the acquisition for three nisnof the six month period. See Note 3 to the Cladeted Financial Statements in “ltem 1.
Financial Statements (unaudited)” of this reportfémther information regarding this acquisition.

Earnings Summary

The Company reported net income for the secondeuaf $21.2 million or $0.40 per diluted commoras compared to $14.6 million
or $0.28 per diluted common share for the secomdtguof 2013 . For the first six months of 2014 Company reported net income of $41.1
million , or $0.77 per diluted common share, conegaio $26.8 million , or $0.58 per diluted commabarg, for the first six months of 2013 .

The increase in net income for the current quabenpared to the prior year period was due to a aueibn of higher noninterest
income and lower noninterest expense, partiallgetfby a decrease in net interest income. Theaseran net income for the first six months of
2014 compared to the same prior year period wadalbigher net interest income and higher nonisteéreeome, partially offset by higher
noninterest expense.

Comparison of current quarter to prior year period

Revenue (net interest income plus noninterest imydor the three months ended June 30, 2014 was8 $88ion , 3% more than the
same period in 2013The increase in revenue was a result of higheinterest income due to a decrease in the expenseded for the chang
in the FDIC loss-sharing asset, partially offsetabyecrease in loan interest income as a resldiva incremental accretion on the acquired
loan portfolios. For a more complete discussiothee topics, please refer to the net interesniecand noninterest income sections containe
in the ensuing pages.

The provision for loan and lease losses for thesgcjuarter of 2014 was $600 thousand for the n@rea loan portfolio and $1.5
million for the covered loan portfolio compareda@rovision of $2.0 million for the noncovered Igaortfolio and a provision recapture 1.7
million for the covered loan portfolio during thecond quarter of 2013 . The small provision forribacovered portfolio was primarily due to
net charge-offs for the period, partially offsetibyproving asset quality metrics, and the providimmthe covered loan portfolio was primarily
due to a decrease in the expected present vafueuoé cash flows as remeasured during the curneatter when compared to the prior
quarter’s remeasurement.

Total noninterest expense for the quarter ended 3002014 was $57.8 million , down from $64.5 ioillfor the second quarter of
2013 . The decrease from the prior-year periodpvimsarily due to higher acquisition-related expenserorded during the second quarter of
2013. For a more complete discussion of this tq@&ase refer to the noninterest expense sectiotaioed in the ensuing pages.
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Net income was negatively affected by the pre-txiags impact of the FDIC acquired loan portfoliosboth the current and prior
year periods. The negative effect of the FDIC aegliloan portfolios was larger in the prior yeariga primarily due to greater amortization
the FDIC loss-sharing asset recorded in the pear period. The following table illustrates the ampto earnings associated with the
Company’s FDIC acquired loan portfolios for theipds indicated:

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 2014 2013
(in thousands)
Incremental accretion income on FDIC acquired loans $ 582¢ $ 8,47t  $ 12,52. $ 17,92
Recapture (provision) for losses on covered loans (1,519 1,71 (3,939 732
Change in FDIC loss-sharing as$et (5,050) (13,13) (9,869) (23,620)
FDIC clawback liability recovery (expense) 103 (199 (201 (430)
Pre-tax earnings impact of FDIC acquired loan jticé $ (635) $ 8149 $ (138) $ (539

(1) For additional information on the FDIC loss-shg asset, please see the “FDIC Loss-sharing Assetion of Management’s Discussion
and Analysis and Note 8 to the Consolidated Firar&tiatements in “Item 1. Financial Statements (ditad)” of this report.

Comparison of current year-to-date to prior year period

Revenue (net interest income plus noninterest imdor the six months ended June 30, 2014 was $1iiiflion , compared to $141.9
million for the same period in 2013 . The incresevenue was a result of higher net interestrimeand higher noninterest income primarily
due to the timing of the acquisition of West Cdaghe middle of the prior year period. For a mooenplete discussion of this topic, please
refer to the net interest income section and nenéist income sections contained in the ensuingspage

The provision for loan and lease losses for thermxths ended June 30, 2014 was $100 thousaride noncovered loan portfolio an
provision of $3.9 million for the covered loan dolio compared to a provision of $1.0 millidor the noncovered loan portfolio and a provis
recapture of $732 thousand for the covered loatfgiar during the first six months of 2013 . The(Blthousand provision for the noncovered
loan portfolio was driven by net charge offs exprced during the period, partially offset by impnavcredit metrics within the noncovered
loan portfolio. The $3.9 million in provision foo$ses on covered loans was primarily due to a dseri@ the present value of expected future
cash flows as remeasured during the current perfah compared to the prior period’s remeasurement.

Total noninterest expense for the six months elddeé 30, 2014 was $115.2 million , a 12% increasa the first six months of 2013 .
The increase from the prior-year period was prilmatie to the timing of the West Coast acquisiti@ing in the middle of the prior year
period. For a more complete discussion of thisdopliease refer to the noninterest expense seatiotained in the ensuing pages.

Net Interest Income
Comparison of current quarter to prior year period

Net interest income for the second quarter of 2044 $75.1 million , a decrease of 6% from $80.0ionilfor the same quarter in 2013 .
The decrease in net interest income was due torlme@emental accretion income on acquired loans déditional information on the
Company’s accounting policies related to recordirigrest income on loans, please refer to “ItefiBancial Statements and Supplementary
Data” in our 2013 Annual Report on Form 10-K.

The Company’s net interest margin (tax equivaldetreased to 4.86% in the second quarter of 2fin,5.19% for the same quarter
last year. This decrease was also due to loweernental accretion income on acquired loan portfolidhe Company’s operating net interest
margin (tax equivalent) decreased modestly to 4.86% 4.34% due to lower rates on loans.
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Comparison of current year-to-date to prior year period

Net interest income for the six months ended Juh€814 was $149.1 million , an increase of 12%nf&133.5 million for the same
period in 2013 . The increase in net interest ineevas primarily due to higher average loan baladogisig the current year as the acquisition
of West Coast occurred in the middle of the prieatysix month period. The Company’s net interesgingtax equivalent) decreased4®6%
for the first six months of 2014 , from 5.13% fbetprior year period. The decrease in the Compamst énterest margin (tax equivalent) was
primarily due to lower accretion income on the amegliloan portfolios. As shown in the table beldlae Company recorded $23.6 million in
total incremental accretion during the six monthdezl June 30, 2014 , a decrease of $3.9 millian ftee prior year period. The Company’s
operating net interest margin (tax equivalent)tfier six months ended June 30, 2014 decreased ryotte4t23% from 4.28% due to lower
rates on loans.

The following table shows the impact to interesime of incremental accretion income as well asdténterest margin and
operating net interest margin for the periods presk

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 2014 2013

(dollars in thousands)

Incremental accretion income due to:

FDIC acquired impaired loans $ 573¢  $ 7,831 $ 12,227 $ 16,21:

Other FDIC acquired loans 95 63€ 29¢ 1,70¢

Other acquired loans 5,481 9,63t 11,09¢ 9,63¢
Incremental accretion income $ 11,31  $ 18,11( $ 23,61¢ % 27,55t
Net interest margin (tax equivalent) 4.86% 5.1% 4.86% 5.15%
Operating net interest margifiax equivalenty’ 4.27% 4.3% 4.27% 4.28%

(1) Operating net interest margin (tax equivaléng non-GAAP measurement. See Non-GAAP measuctisssef ltem 2, Management’'s
Discussion and Analysis.
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The following table sets forth the average balaméed] major categories of interest-earning asaatsinteresbearing liabilities, the tot
dollar amounts of interest income on interest-aayissets and interest expense on interest-bdeinigies, the average yield earned on
interest-earning assets and average rate paidenest-bearing liabilities by category and in tatet interest income and net interest margin:

Three Months Ended June 30, Three Months Ended June 30,
2014 2013
Average Interest Average Average Interest Average
Balances Earned / Paid Rate Balances Earned / Paid Rate

(dollars in thousands)

ASSETS
Loans, excluding covered loans, rfef? $ 437343 % 56,80° 52(% $ 4,192,51' $ 60,88: 5.81%
Covered loans, né& 272,91 10,62: 15.5%% 378,66: 14,07« 14.87%
Taxable securities 1,281,75: 6,382 1.9% 1,328,801 4,89( 1.47%
Tax exempt securiti€3 364,24( 4,19 4.6(% 336,37! 3,89( 4.62%
Interest-earning deposits with banks and
federal funds sold 46,75 30 0.2€% 47,91¢ 33 0.27%
Total interest-earning assets 6,339,10: $ 78,03 4.92% 6,284,28. $ 83,76¢ 5.3%%
Other earning assets 130,46 113,40:
Noninterest-earning assets 759,62: 713,27:
Total assets $ 7,229,18 $ 7,110,95
LIABILITIES AND SHAREHOLDERS' EQUITY
Certificates of deposit $  48045¢ % 32t 0.27% $ 590,26: $ 53¢ 0.3¢%
Savings accounts 527,37( 14 0.01% 477,57 28 0.02%
Interest-bearing demand 1,187,27. 11t 0.04% 1,059,77: 15z 0.0€%
Money market accounts 1,612,60 27¢ 0.0 1,858,97. 33¢ 0.0
Total interest-bearing deposits 3,807,71 72¢ 0.0&% 3,986,58: 1,05¢ 0.11%
Federal Home Loan Bank advanées 68,30¢ 11t 0.67% 106,30¢ 84¢ 3.1%%
Other borrowings 25,00( 11¢ 1.90% 68,20¢ 37¢€ 2.21%
Total interest-bearing liabilities 3,901,011 % 96: 0.1(% 4,161,09! $ 2,27¢ 0.22%
Noninterest-bearing deposits 2,161,17. 1,838,22:
Other noninterest-bearing liabilities 82,07: 60,261
Shareholders’ equity 1,084,92 1,051,38I
Total liabilities & shareholders’ equity $ 7,229,18 $ 7,110,95
Net interest income (tax equivalent) $ 77,07( $ 81,48¢
Net interest margin (tax equivalent) 4.8€% 5.1%

(1) Nonaccrual loans have been included in the talsésams carrying a zero yield. Amortized net defédoan fees and net unear
discounts on certain acquired loans were includdtie interest income calculations. The amortizatibnet deferred loan fees was $1.2
million and $840 thousand for the three months dritime 30, 2014 and 2013, respectively. The dooref net unearned discounts on
certain acquired loans was $5.6 million and $10ilBan for the three months ended June 30, 20142018 , respectively.

(2) Incremental accretion on acquired impairedhdoia included in covered loan interest earned.ifitrmental accretion income on acquirec
impaired loans was $5.7 million and $7.8 milliom fbe three months ended June 30, 2014 and 2@kpectively.

(3) Tax-exempt income is calculated on a tax eajaivt basis. The tax equivalent yield adjustmeimt@rest earned on noncovered loans was
$425 thousand and $118 thousand for the three mamitthed June 30, 2014 and 2013 , respectivelytakhequivalent yield adjustment to
interest earned on tax exempt securities was $illismand $1.4 million for the three months endkohe 30, 2014 and 201 8espectively

(4) Federal Home Loan Bank advances includesagreent charge of $1.5 million during the three therended June 30, 2013. As a result
of the prepayment, the Company recorded $874 timoLisapremium amortization, which partially off¢he impact of the prepayment
charge.
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The following table sets forth the average balaméed] major categories of interest-earning asaatsinteresbearing liabilities, the tot
dollar amounts of interest income on interest-aayissets and interest expense on interest-bdeinigies, the average yield earned on
interest-earning assets and average rate paidenest-bearing liabilities by category and in tatet interest income and net interest margin:

Six Months Ended June 30, Six Months Ended June 30,
2014 2013
Average Interest Average Average Interest Average
Balances Earned / Paid Rate Balances Earned / Paid Rate

(dollars in thousands)

ASSETS
Loans, excluding covered loans, rfef? $ 4,311,110 $  111,75: 516 $ 3,380,36/ $ 94,04¢ 5.56%
Covered loans, né& 280,91! 21,57« 15.36% 390,95« 29,06¢ 14.87%
Taxable securities 1,305,58. 13,13¢ 2.01% 1,056,99: 9,124 1.73%
Tax exempt securiti€3 358,49° 8,301 4.65% 303,12: 7,45 4.92%
Interest-earning deposits with banks and
federal funds sold 36,04 44 0.24% 184,58: 234 0.25%
Total interest-earning assets 6,292,15 $ 154,80t 4.92% 5,316,000 $ 139,92¢ 5.2€%
Other earning assets 128,70: 97,094
Noninterest-earning assets 765,84¢ 574,14(
Total assets $ 7,186,700 $ 5,987,24.
LIABILITIES AND SHAREHOLDERS' EQUITY
Certificates of deposit $ 491,73 % 687 0.2¢% $ 536,75( $ 1,11¢ 0.42%
Savings accounts 520,67¢ 28 0.01% 402,58 44 0.02%
Interest-bearing demand 1,178,04. 227 0.04% 950,35: 331 0.07%
Money market accounts 1,599,68! 542 0.07% 1,477,09! 653 0.0<%
Total interest-bearing deposits 3,790,13 1,481 0.0&% 3,366,78: 2,14: 0.15%
Federal Home Loan Bank advanées 69,49 22¢ 0.6€% 56,751 92C 3.24%
Other borrowings 25,00( 23¢ 1.90% 46,72 49t 2.12%
Total interest-bearing liabilities 3,884,621 $ 1,94¢ 0.1(% 3,470,25 $ 3,55¢ 0.21%
Noninterest-bearing deposits 2,145,40 1,545,74!
Other noninterest-bearing liabilities 80,48 60,57(
Shareholders’ equity 1,076,18 910,66°
Total liabilities & shareholders’ equity $ 7,186,70 $ 5987,24.
Net interest income (tax equivalent) $ 152,85t $ 136,36t
Net interest margin (tax equivalent) 4.8€% 5.1%

(1) Nonaccrual loans have been included in the talddésams carrying a zero yield. Amortized net defédoan fees were included in 1
interest income calculations. The amortizationetf seferred loan fees was $2.1 million and $1.%ienilfor the six months ended June 30,
2014 and 2013, respectively. The accretion olunearned discounts on other FDIC acquired loans#ret acquired loans was $11.4
million and $11.3 million for the six months enda&dhe 30, 2014 and 2013 , respectively.

(2) Incremental accretion on acquired impairedhéoia included in covered loan interest earned.ifitrmental accretion income on acquirec
impaired loans was $12.2 million and $16.2 millfonthe six months ended June 30, 2014 and 2048pectively.

(3) Tax-exempt income is calculated on a tax eajaivt basis. The tax equivalent yield adjustmeimt@rest earned on noncovered loans was
$782 thousand and $246 thousand for the six manttied June 30, 2014 and 2013, respectively. Theqaivalent yield adjustment to
interest earned on tax exempt securities was $8liemand $2.7 million for the six months endech@w0, 2014 and 2013, respectively.

(4) Federal Home Loan Bank advances includesagreent charge of $1.5 million during the six mangimded June 30, 2013. As a result of
the prepayment, the Company recorded $874 thousgm&mium amortization, which partially offset timpact of the prepayment char
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The following table sets forth the total dollar ambof change in interest income and interest espenhe changes have been segregat:
for each major category of interest-earning asmedsinterest-bearing liabilities into amounts atitable to changes in volume, changes in rate
and changes in rates multiplied by volume. Chamagebutable to the combined effect of volume amigriest rates have been allocated
proportionately to the changes due to volume aadttanges due to interest rates:

Three Months Ended June 30,
2014 Compared to 2013
Increase (Decrease) Due to

Volume Rate Total

(in thousands)
Interest Income

Loans, excluding covered loans, net $ 2547 $ (6,620 $ (4,079
Covered loans, net (4,089 637 (3,457)
Taxable securities (79 1,671 1,492
Tax exempt securities 322 (20 302
Interest earning deposits with banks and federad$isold (D) 2 €)]
Interest income $ (1,400 $ (4,33) $ (5,735
Interest Expense
Deposits:
Certificates of deposit $ (88) $ (122) $ (210
Savings accounts 3 a7 (14)
Interest-bearing demand 17 (55) (38)
Money market accounts (43 (20 (63)
Total interest on deposits (113 (214 (325
Federal Home Loan Bank advances (229) (50%) (734
Interest expense $ (551) $ (765 $ (1,31¢)
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The following table sets forth the total dollar ambof change in interest income and interest espenhe changes have been segregat:
for each major category of interest-earning asmedsinterest-bearing liabilities into amounts atitable to changes in volume, changes in rate
and changes in rates multiplied by volume. Chamagebutable to the combined effect of volume amigriest rates have been allocated
proportionately to the changes due to volume aadttanges due to interest rates:

Six Months Ended June 30,
2014 Compared to 2013
Increase (Decrease) Due to

Volume Rate Total

(in thousands)
Interest Income

Loans, excluding covered loans, net $ 24,47¢ 3 6,770 $ 17,70¢
Covered loans, net (8,427 931 (7,4972)
Taxable securities 2,35¢ 1,65¢ 4,01(
Tax exempt securities 1,30z (45¢) 844
Interest earning deposits with banks and federad$isold (1817) 9 (290
Interest income $ 19,53( $ (4,650 $ 14,88(
Interest Expense
Deposits:
Certificates of deposit $ 87 $ (341 $ (42¢)
Savings accounts 10 (26) (16)
Interest-bearing demand 67 (17%) (108)
Money market accounts 51 (161) (110)
Total interest on deposits 41 (703%) (662)
Federal Home Loan Bank advances 17C (861) (691)
Other borrowings (217) (46) (257)
Interest expense $ — % (1,610 $ (1,610

Provision for Loan and Lease Losses
Comparison of current quarter to prior year period

During the second quarter of 2014 , the Compangrdsdd a $600 thousand provision expense for theawared loan portfolio and
provision expense of $1.5 million for the coveredr portfolio compared with a provision expens&2f million and a provision recapture of
$1.7 million , respectively, during the second ¢eiaof 2013 .

The $600 thousand provision expense recorded dthisagurrent quarter for noncovered loan lossespsiagarily due to net loan charge-
offs experienced in the quarter, partially offsgtilmproving asset quality metrics. The amount afvision was calculated in accordance with
the Company’s methodology for determining the ALiscussed in Note 6 to the Consolidated Finar8tialements in “ltem 1. Financial
Statements (unaudited)” of this report.

The $1.5 million in provision expense for lossesomered loans in the current period was primatig to the decrease in the present
value of expected future cash flows as remeaswrddgithe current quarter, compared to the presalne of expected future cash flows dut
the first quarter, net of the actual cash flowsieed during the quarter. The decrease in the ptesdue of expected future cash flows was
to a decline in the credit quality of the coveredtfolio, as measured by past due status. The®illi®n in provision expense was substanti
offset by a $1.2 million favorable adjustment te tthange in FDIC loss-sharing asset.
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Comparison of current year-to-date to prior year period

The provision for loan and lease losses for thermxths ended June 30, 2014 was $100 thousankearoncovered loan portfolio and
$3.9 million for the covered loan portfolio compdnegith provision expense of $1.0 million and a pston recapture of $732 thousand ,
respectively, during the same period of 2013 . $8& million in provision expense for losses onerad loans in the current period was
primarily due to the decrease in the present vafiexpected future cash flows as remeasured dtinmgurrent period, compared to the preser
value of expected future cash flows at the endddf32, net of activity during the period. The deseem the present value of expected future
cash flows was due to a decline in the credit gypali the covered portfolio, as measured by paststatus. The $3.9 million in provision was
substantially offset by a $3.1 million favorablgusiment to the change in FDIC loss-sharing asset.

The $100 thousand provision expense for noncovesedlosses was primarily due to net loan charge-@fperienced in the period,
partially offset by improving asset quality metridéet noncovered loan charge-offs for the six memthded June 30, 2014 were $2.9 million
compared to $1.6 million for the same period of 20The amount of provision was calculated in adance with the Company’s methodology
for determining the ALLL, discussed in Note 6 te fBonsolidated Financial Statements in “Item laRaial Statements (unaudited)” of this
report and was based upon improving credit metni¢tke noncovered loan portfolio.

Noninterest Income

The following table presents the significant comgrais of noninterest income and the related doldrercentage change from period tc
period:

Three Months Ended June 30 Six Months Ended June 3(
2014 2013 $ Change % Change 2014 2013 $ Change % Change
(dollars in thousands)

Service charges and other fe $  13,79C $ 13,56( $ 23C 2% $ 26,72¢ $ 21,15« $ 5,57 26 %
Merchant services fees 2,04( 2,01z 27 1% 3,91( 3,86¢ 46 1%
Investment securities gains,

net 29¢€ 92 204 222 % 51¢ 462 57 12 %
Bank owned life insurance 97€ 1,00¢ (32 3% 1,941 1,70¢ 23t 14%
Other 2,57¢ 3,272 (697) 21)% 5,40¢ 4,90(C 50¢ 10%
Subtotal 19,67 19,94¢ (26¢) (D% 38,50« 32,08¢ 6,41¢ 20%
Change in FDIC loss-sharing

asset (5,050  (13,13)) 8,08 (62)% (9,869 (23,620 13,75 (58)%
Total noninterest income $ 14,627 $ 6,80¢ $ 7,81¢ 11E % $ 28,63t $ 8,466 $ 20,16¢ 23€ %

Comparison of current quarter to prior year period

Noninterest income was $14.6 million for the secquoérter of 2014 , compared to $6.8 million for saene period in 2013The increas
was primarily due to lower expense recorded forctignge in FDIC loss-sharing asset, which was 8#llion less in the current quarter
compared to the second quarter of 2013.

The change in FDIC loss-sharing asset is a sigmficomponent of noninterest income. Changes iagdket are primarily driven by
amortization of the asset and the provision reabfdereimbursable losses on covered loans. Fosdleend quarter of 2014 , there was $5.8
million of amortization of the asset partially affsdy a $1.2 million increase in the asset relédetie provision recorded for reimbursable
losses on covered loans. For the same period i8 20tere was $9.8 million of amortization of theset as well as a $1.4 milliakecrease in tt
asset related to the recapture of provision reacbfdereimbursable losses on covered loans. Faitiaddl information on the FDIC loss-
sharing asset, please see the “FDIC Loss-sharisgtAsection of Management'’s Discussion and Analgsid Note 8 to the Consolidated
Financial Statements in “Iltem 1. Financial Statets¢anaudited)” of this report.
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Comparison of current year-to-date to prior year period

For the six months ended June 30, 2014 , noniriteresme was $28.6 million compared to $8.5 millfonthe same period in 2013 he
decrease was primarily due to lower expense reddatehe change in FDIC loss-sharing asset, whiak $13.8 million less in the current
period compared to the prior year period. The iaseewas also driven by an increase of $5.6 millicservice charges and other fees due to th
increased customer base from the West Coast atigujsivhich occurred in the middle of the prior ysa month period.

Noninterest Expense

The following table presents the significant comgais of noninterest expense and the related dimlidpercentage change from
period to period:

Three Months Ended June 30 Six Months Ended June 30,
2014 2013 (1) $ Change % Change 2014 2013 (1) $ Change % Change

(dollars in thousands)
Compensation and employet

benefits $ 31,060 $ 35657 $ (4,599 13% $ 6240 $ 57,31 $ 5,092 9%
All other noninterest expense:

Occupancy 8,58 7,54 1,044 14% 16,83: 12,29¢ 4,53¢ 37%
Merchant processing 99¢ 852 14¢€ 17 % 1,97¢ 1,70¢ 26¢ 16 %
Advertising and

promotion 95( 1,16( (210 (18)% 1,71¢ 2,03(C (311) (15)%
Data processing and

communications 3,68( 3,63¢ 42 1% 7,20(C 6,21¢ 982 16 %
Legal and professional

services 2,30z 5,504 (3,209 (58)% 4,47 7,554 (3,082 (41)%
Taxes, license and fees 1,051 1,204 (159 (13)% 2,231 2,591 (360) (14)%
Regulatory premiums 1,07: 1,17 (204 (9% 2,24¢ 2,03¢ 21E 11%

Net cost of operation of
noncovered other real
estate owned 73C 39¢ 337 86 % 1,057 33¢ 71¢€ 212%

Net benefit of operation
of covered other real

estate owned (827) (3,22)) 2,39¢ (74)% (2,009 (5,66¢) 4,66( (82)%
Amortization of

intangibles 1,48( 1,69: (213 (13)% 3,06( 2,722 33¢ 12%
Other (1) 6,67¢ 8,90 (2,229 (25)% 12,95¢ 13,41¢ (459 3)%

Total all other
noninterest expense 26,70( 28,841 (2,149 (7)% 52,74¢ 45,24: 7,50t 17 %

Total noninteres

expense $ 57,76¢ $ 6450¢ $ (6,740 (10)% $ 115,15( $ 102,55¢ $ 12,597 12%

(1) Reclassified to conform to the current periqa‘esentation. The reclassification was limitedeimoving the separate line item for FDIC clawbaakility
expense within noninterest expense and includiagtior period activity in the line item for otheoninterest expense.

Comparison of current quarter to prior year period
Total noninterest expense for the second quart20df was $57.8 million , a decrease of $6.7 mmlfimm a year earlier. The decrease
from the prior year period was primarily due to aistfion-related expenses which were $672 thouskmithg the current quarter compared to

$9.2 million for the prior year period. This decseavas partially offset by a decrease in the neefitsof operation of covered other real estate
owned, which declined from $3.2 million to $827 tisand .
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Comparison of current year-to-date to prior year period

For the six months ended June 30, 2014 , noniriterpense was $115.2 million , an increase of $afligon , or 12% from $102.6
million a year earlier. The increase from the pgiear period was due to additional ongoing nonaggeexpense stemming from the growth
resulting from the West Coast acquisition, whicbureed in the middle of the prior year six monthip@. The increase in noninterest expense
was also due to a reduction in the net benefibekred other real estate owned.

The following table shows the impact of the acdigsirelated expenses for the periods indicatetiéosarious components of
noninterest expense:

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013

(in thousands)
Noninterest Expense

Compensation and employee benefits $ 73 % 3,41€ $ 654 $ 3,41¢
Occupancy 547 22¢ 68¢€ 23:
Advertising and promotion — 48¢ — 50¢
Data processing and communications — 43€ — 47€
Legal and professional fees 26 3,522 21¢ 4,03(
Other 26 1,145 85 1,297

Total impact of acquisition-related costs to noeiast expense $ 67z $ 9,23¢ % 163t $ 9,95i

The following table presents selected items indllideother noninterest expense and the associatetge from period to period:

Three Months Ended June 30, Increase Six Months Ended June 30, Increase
(Decrease) (Decrease)
2014 2013 (1) Amount 2014 2013 (1) Amount
(in thousands)

Postage $ 92C $ 1,05: $ (139 ¢ 182: $ 1,52¢ $ 29¢
Software support & maintenance 45€ 96€ (510 1,00¢ 1,32¢ (322
Supplies 37¢€ 481 (105) 75€ 691 65
Insurance 39¢ 59: (19%) 80C 854 (59
ATM Network 17¢ 72¢ (549 46€ 99¢ (531)
Travel 527 502 25 94¢ 772 177
Employee expenses 24¢ 27C (22) b4¢ 46¢ 79
Sponsorships and charitable contributions 51¢ 364 15t 1,121 60¢ 512
Directors fees 162 17t (13 331 32¢ 3
Federal Reserve Bank processing fees 69 48 21 13€ 93 43
CRA partnership investment expense 263 34C 77) 52¢ 34C 18¢
Investor relations 14C 19€ (56) 17¢ 334 (15€)
Other personal property owned (20 20C (220) (1449 96 (240)
FDIC clawback expense (1) (103) 19¢ (302) 101 43C (329
Miscellaneous 2,54( 2,78¢ (249 4,35¢ 4,54¢ (197)
Total other noninterest expense (1) $ 6,67t $ 8,90« $ (2,229 % 12,95¢ % 13,41t $ (459

(1) Reclassified to conform to the current periqu‘esentation. The reclassification was limiteddding a separate line item for FDIC clawback ligbi
expense to the table above as it is now a compaferher noninterest expense.
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Income Taxes

We recorded an income tax provision of $8.6 millfonthe second quarter of 2014 , compared to sigicn of $7.4 million for the same
period in 2013 . For the six months ended Jun€304 and 2013 , we recorded an income tax provisi&17.4 million and $12.3 million ,
respectively, with an effective tax rate of 30% &286 , respectively. Our effective tax rate reméadinger than the statutory tax rate due to our
nontaxable income generated from tax-exempt loadsvaunicipal bonds, investments in bank owneditifirance, and low income housing
credits. For additional information, please refetlte Company’s annual report on Form 10-K forytear ended December 31, 2013 .

FINANCIAL CONDITION

Total assets were $7.30 billion as of June 30, 2GHincrease of $135.9 million , or 2% from $7hllion at December 31, 2013 . The
increase was primarily due to increases in non@a/gyans and cash and cash equivalents, partifdlgtdy a decrease in investment secur

Investment Securities

At June 30, 2014 , the Company held investmentriezsitotaling $1.59 billion compared to $1.66ibih at December 31, 2013 . All of
our securities are classified as available for aatkcarried at fair value. The decrease in thestment securities portfolio from yeand is dug
to $114.0 million in maturities and sales and $#ilion in premium amortization, partially offsey$22.8 million in purchases and a $24.4
million increase in fair value of securities in thertfolio. The average duration of our investmeaitfolio was approximately 3 years and 9
months at June 30, 2014 . This duration takesantmunt calls, where appropriate, and consenspsymeent speeds.

The investment securities are used by the Compsiaycemponent of its balance sheet managemerggigat From time-to-time,
securities may be sold to reposition the portfalioesponse to strategies developed by the Compasget liability committee. In accordance
with our investment strategy, management monitasket conditions with a view to realize gains anavailable for sale securities portfolio
when prudent.

The Company performs a quarterly assessment afeheand equity securities in its investment pdidfthat have an unrealized loss to
determine whether the decline in the fair valutheke securities below their amortized cost basighier-than-temporary. Impairment is
considered other-than-temporary when it becomesaginle that the Company will be unable to recoverahtire amortized cost basis of its
investment. The Comparg/impairment assessment takes into considerataargasuch as the length of time and the extewhich the marke
value has been less than cost, defaults or dedesfalcheduled interest or principal, external itnedings and recent downgrades, internal
assessment of credit quality, and whether the Cagnpraends to sell the security and whether it @enikely than not it will be required to s
the security prior to recovery of its amortizedtdoassis. If a decline in fair value is judged todtker-than-temporary, the cost basis of the
individual security is written down to fair valuenigh then becomes the new cost basis. The newbas# is not adjusted for subsequent
recoveries in fair value.

When there are credit losses associated with aairegbdebt security and the Company does not Hevitent to sell the security and it
is more likely than not that it will not have tdigbe security before recovery of its cost bagie, Company will separate the amount of the
impairment into the amount that is credit-relatad the amount related to non-credit factors. Tleglitrelated impairment is recognized in
earnings and the non-credit-related impairmenté®gnized in accumulated other comprehensive income

At June 30, 2014 , the market value of securitieslable for sale had a net unrealized gain of $8illon compared to a net unrealized
loss of $16.4 million at December 31, 2013 . Thangfe in valuation was the result of fluctuationsniarket interest rates subsequent to
purchase. At June 30, 2014 , the Company had $74ilign of investment securities with gross uniead losses of $18.1 million ; however,
we did not consider these investment securitidgetother-than-temporarily impaired.
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The following table sets forth our securities palitf by type for the dates indicated:

June 30, 2014 December 31, 2013

(in thousands)
Securities Available for Sale

U.S. government agency and government-sponsoredpeise mortgage-backed securities

and collateralized mortgage obligations $ 862,61¢ $ 948,40t
State and municipal securities 380,50t 364,47(
U.S. government and government-sponsored entege@aities 321,38t 326,03¢
U.S. government securities 20,333 20,11«
Other securities 5,167 5,08(
Total $ 1,590,01° $ 1,664,11

For further information on our investment portfofiee Note 4 of the Consolidated Financial Statesnariitem 1. Financial Statements
(unaudited)” of this report.

Credit Risk Management

The extension of credit in the form of loans orestbredit products to individuals and businesses&of our principal business activiti
Our policies and applicable laws and regulatiogiire risk analysis as well as ongoing portfolia @nedit management. We manage our ¢
risk through lending limit constraints, credit rewi, approval policies, and extensive, ongoing imdemonitoring. We also manage credit risk
through diversification of the loan portfolio bypty of loan, type of industry, type of borrower doydimiting the aggregation of debt to a sin
borrower. The monitoring process for our loan pitfincludes periodic reviews of individual loawith risk ratings assigned to each loan.
review these loans to assess the ability of theobaar to service all of its interest and principhligations and, as a result, the risk rating may
be adjusted accordingly. In the event that fullexiion of principal and interest is not reasonaidgured, the loan is appropriately downgrade
and, if warranted, placed on nonaccrual status thaugh the loan may be current as to principaliatetest payments. Additionally, we
review these types of loans for impairment in adeace with the Receivables topic of the FASB ASpdired loans are considered for
nonaccrual status and will typically remain as sutil all principal and interest payments are lgtatucurrent and the prospects for future
payments in accordance with the loan agreementaapphatively certain.

Loan policies, credit quality criteria, loan potioguidelines and other credit approval processesstablished under the guidance o
Chief Credit Officer and approved, as appropriayethe Board of Directors. The Company’s Credit Adistration department and loan
committee have the responsibility for administeriing credit approval process. As another partsafdntrol process, we use an independent
internal credit review and examination functiorptovide assurance that loans and commitments adle mr@d maintained as prescribed by our
credit policies. This includes a review of docunagioih when the loan is initially extended and sglasst monitoring to assess continued
performance and proper risk assessment.
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Loan Portfolio Analysis

We are a full service commercial bank, which or&gés a wide variety of loans, and focuses its tenéiforts on originating commercial
business and commercial real estate loans.

The following table sets forth the Company’s loamtfolio by type of loan for the dates indicated:

June 30, 2014 % of Total December 31, 2013 % of Total
(dollars in thousands)
Commercial business $ 1,735,58! 39.C% $ 1,561,78; 37.C%
Real estate:
One-to-four family residential 102,63: 2.2% 108,31 2.€%
Commercial and multifamily residential 2,127,521 47.£% 2,080,07! 49.2%
Total real estate 2,230,15; 50.1% 2,188,39: 51.6%
Real estate construction:
One-to-four family residential 61,48! 1.4% 54,15t 1.2%
Commercial and multifamily residential 134,14( 3.L% 126,39( 3.L%
Total real estate construction 195,62: 4.4% 180,54! 4.2%
Consumer 348,43¢ 7.€% 357,01 8.5%
Subtotal 4,509,80! 101.:% 4,287,73. 101.€%
Less: Net unearned income (57,12¢) (1.9% (68,28:) (1.6)%
Total noncovered loans, net of unearned income 4,452 67 100.( % 4,219,45 100.C%
Less: Allowance for loan and lease losses (49,499 (52,28()
Noncovered loans, net 4,403,18! 4,167,17
Covered loans, net of allowance for loan lossg$19,801)
and ($20,174), respectively 242,10( 277,67
Total loans, net $ 4,645,28| $ 4,444.,84.
Loans held for sale $ 75C $ 73E

Total noncovered loans increased $233.2 milliong% , from year-end 2013 . The increase in none/ans was driven by
significant originations during the period. The nowered loan portfolio continues to be diversifiedth the intent to mitigate risk by
minimizing concentration in any one segment. Theé.$5nillion in unearned income recorded at June28@4 was comprised of $49.7 million
in discount on acquired loans and $7.4 million éfiedred loan fees. The $68.3 million in unearneime recorded at December 31, 2013
consisted of $61.4 million in discount on acquilegins and $6.9 million in deferred loan fees.

Commercial LoansWe are committed to providing competitive commadrigiading in our primary market areas. Managemepeets a
continued focus within its commercial lending protuand to emphasize, in particular, relationshipking with businesses, and business
owners.

Real Estate LoansOne-to-four family residential loans are securegimperties located within our primary market araad, typically,
have loan-to-value ratios of 80% or lower at orggion. Our underwriting standards for commercial erultifamily residential loans generally
require that the loan-to-value ratio for these fonat exceed 75% of appraised value, cost, or diged cash flow value, as appropriate, and
that commercial properties maintain debt coveratjes (net operating income divided by annual debticing) of 1.2 or better. However,
underwriting standards can be influenced by cortipetand other factors. We endeavor to maintairhighest practical underwriting standa
while balancing the need to remain competitivetinlending practices.

Real Estate Construction LoandVe originate a variety of real estate construcki@ms. Underwriting guidelines for these loans vayy
loan type but include loan-to-value limits, termmiis and loan advance limits, as applicable. Ouatemwriting guidelines for commercial and
multifamily residential real estate constructioars generally require that the loan-to-value matibexceed 75% and stabilized debt coverage
ratios (net operating income divided by annual debticing) of 1.2 or better. As noted above, undliging standards can be influenced by
competition and other factors. However, we ende&wvaonaintain the highest practical underwritingnsi@rds while balancing the need to
remain competitive in our lending practices.

51




Table of Contents

Consumer LoansConsumer loans include automobile loans, boat aogkational vehicle financing, home equity and hamgrovemen
loans and miscellaneous personal loans.

Foreign Loans: The Company has no material foreign activitieds$antially all of the Compang’loans and unfunded commitments
geographically concentrated in its service aredisimthe states of Washington and Oregon.

Covered LoansCovered loans are comprised of loans and loan ctments acquired in connection with the 2011 FDI€isdaed
acquisitions of First Heritage Bank and Summit Baaskwell as the 2010 FDIC-assisted acquisitionSalfimbia River Bank and American
Marine Bank. These loans are generically referoeastcovered because they are generally subjecietof the loss-sharing agreements
between Columbia Bank and the FDIC. The loss-shagreements relating to the 2010 FDIC-assistedactions limit the Company’s losses
to 20% of the contractual balance outstanding upgtated threshold amount of $206.0 million foluBmia River Bank and $66.0 million for
American Marine Bank. If losses exceed the statezshold, the Company’s share of the remainingesiecreases to 5%. The loss-sharing
agreements relating to the 2011 FDIC-assistedadrions limit the Company’s losses to 20% of thetactual balance outstanding. The loss-
sharing provisions of the 2010 and 2011 agreenfentson-single family and single family loans amneeifffect for five years and ten years,
respectively, from the acquisition dates and tlss lecovery provisions for such loans are in efi@ceight years and ten years, respectively,
from the acquisition dates. At June 30, 2014 , axiprately 94% of covered loans were subject to AiCHoss-sharing agreement and
approximately 88% were accounted for as acquiregaired loans. The five year loss-sharing periodHe loans subject to the non-single
family loss-sharing agreements from the 2010 FDd€isded acquisitions will expire on March 31, 20Approximately 64% of the carrying
value of our covered loans at June 30, 2014 areredwinder those 2010 loss-sharing agreements.

The following tables are a rollforward of acquir@dpaired loans accounted for under ASC 310L3@ns and Debt Securities Acquired
with Deteriorated Credit Quality for the six months ended June 30, 2014 and 2013 :

Contractual Nonaccretable Accretable Carrying

Cash Flows Difference Yield Amount

(in thousands)

Balance at January 1, 2014 $ 364,33t $ (11,859 $ (103,90) $ 248,57:
Principal reductions (47,349 — — (47,349
Accretion of loan discount — — 20,62« 20,62
Changes in contractual and expected cash flowsalue
remeasurement 5,97: 1,74 (12,059 (4,339
Disposals (8,116 151 2,82¢ (5,139
Balance at June 30, 2014 $ 314,84 $ (9,962) $ (92,51:) $ 212,37:
Contractual Nonaccretable Accretable Carrying
Cash Flows Difference Yield Amount

(in thousands)

Balance at January 1, 2013 $ 556,10¢ $ (37,37) $ (166,88) $ 351,84¢
Principal reductions (74,55() — — (74,55()
Accretion of loan discount — — 27,99’ 27,997
Changes in contractual and expected cash flowsalue

remeasurement (11,627 17,22 (5,15)) 451
Disposals (9,827 471 3,531 (5,820
Balance at June 30, 2013 $ 460,11F $ (19,677) $ (140,51) $ 299,92

For additional information on our loan portfoliacluding amounts pledged as collateral on borrosjisge Note 5 and Note 8 to the
Consolidated Financial Statements in “Item 1. Fai@riStatements (unaudited)” of this report.
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Nonperforming Assets
Nonperforming assets consist of: (i) nonaccruah$odii) other real estate owned; and (iii) othergonal property owned.

Nonaccrual noncovered loansThe consolidated financial statements are prepacedrding to the accrual basis of accounting. This
includes the recognition of interest income onltan portfolio, unless a loan is placed on a nonaddasis, which occurs when there are
serious doubts about the collectability of printipainterest. Generally, our policy is to disconte the accrual of interest on all loans past due
90 days or more and place them on nonaccrual statiasn a noncovered loan is placed on nonaccraglsstany accrued but unpaid interes
that date is removed from interest income.

Covered loans We consider covered loans to be performing dubdapplication of the yield accretion method urdi8C Topic 310-
30. Topic 310-30 allows us to aggregate credjtaired loans acquired in the same fiscal quémterone or more pools, provided the loans |
common risk characteristics. A pool is then accedribr as a single asset with a single compositzént rate and an aggregate expectation of
cash flows. The covered loans acquired are anccaiitinue to be subject to the Company'’s interndl external credit review and monitoring.
Any credit deterioration experienced subsequettiédnitial acquisition will result in a provisidor loan losses being charged to earnings.
These provisions will be mostly offset by an ina@#o the FDIC loss-sharing asset and will be neizegl in noninterest income.

The following table set forth, at the dates indéchtinformation with respect to our noncovered rmenaal loans and total noncovered
nonperforming assets:

June 30, December 31,
2014 2013

(in thousands)
Nonperforming assets, excluding covered assets
Nonaccrual loans:

Commercial business $ 11,48: $ 12,60¢
Real estate:

One-to-four family residential 3,02¢ 2,66
Commercial and multifamily residential 11,03¢ 11,04:
Total real estate 14,06: 13,71(

Real estate construction:
One-to-four family residential 1,04( 3,70t
Total real estate construction 1,04( 3,70
Consumer 4,02¢ 3,991
Total nonaccrual loans 30,61 34,01t
Noncovered other real estate owned and other p&rpooperty owned 15,20: 23,91¢
Total nonperforming noncovered assets $ 4581t $ 57,93:
Total assets $ 7,297,45 % 7,161,58:
Covered assets, net 255,15: 289,79(
Noncovered assets $ 7,042,30 $ 6,871,79:

At June 30, 2014 , nonperforming noncovered assets $45.8 million , compared to $57.9 million &d@mber 31, 2013 .
Nonperforming noncovered assets decreased $12idrmmduring thesix months ended June 30, 2014 as a result ofr#ian in loan
payments, $5.4 million in loans returning to actsiatus, $9.4 million in OREO sales, $4.7 milliorloan, OREO, and OPPO write-downs,
partially offset by $13.6 million in new nonaccrl@hns. The percent of nonperforming, noncoversétago period-end noncovered assets at
June 30, 2014 was 0.65% compared to 0.84% for DeeeB1, 2013 .
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Other Real Estate Owneduring the six months ended June 30, 2014 , nomedv®REO decreased $8.6 million . The following
table sets forth activity in noncovered OREO far tix months ended June 30, 2014 and 2013 :

Six Months Ended June 30,
2014 2013

(in thousands)

Noncovered OREO:

Balance, beginning of period $ 23,83¢ % 10,67¢
Established through acquisitions — 14,70¢
Transfers in, net of write-downs ($0 and $43, retpely) 2,33¢ 4,77
Additional OREO write-downs (1,565 (570)
Proceeds from sale of OREO property (10,299 (5,629
Gain on sale of OREO, net 89¢ 371
Total noncovered OREO, end of period $ 15,20:  $ 24,33¢

Allowance for Loan and Lease Losses

We maintain an allowance for loan and lease lo§#dd L") to absorb losses inherent in the loan dolio. The size of the ALLL is
determined through quarterly assessments of tHeapte estimated losses in the loan portfolio. Oathmdology for making such assessments
and determining the adequacy of the ALLL includesfollowing key elements:

1. General valuation allowance consistent with thet®gencies topic of the FASB AS

2. Classified loss reserves on specific relatigpsiSpecific allowances for identified problemnsaare determined in accordance
with the Receivables topic of the FASB ASC.

3. The unallocated allowance provides for othetdis inherent in our loan portfolio that may navl been contemplated in the

general and specific components of the allowanbés @inallocated amount generally comprises legs 38 of the allowance.
The unallocated amount is reviewed quarterly basetiends in credit losses, the results of credlitaws and overall economic
trends.

On a quarterly basis our Chief Credit Officer revéewith Executive Management and the Board of Dinecthe various additional
factors that management considers when determthingdequacy of the ALLL, including economic andibass condition reviews. Factors
which influenced management’s judgment in detemgirihe amount of the additions to the ALLL chargedperating expense include the
following as of the applicable balance sheet dates:

. Existing general economic and business conditiffiestang our market plac
. Credit quality trenc

. Historical loss experien

. Seasoning of the loan portfo

. Bank regulatory examination resi

. Findings of internal credit examin

. Duration of current business cy

. Specific loss estimates for problem lo

The ALLL is increased by provisions for loan andde losses (“provision”) charged to expense, anedisced by loans charged off, net
of recoveries or recapture of previous provisioril/we believe the best information availablesedi by us to determine the ALLL, changes
in market conditions could result in adjustmentth®ALLL, affecting net income, if circumstancafer from the assumptions used in
determining the ALLL.

In addition to the ALLL, we maintain an allowane® tinfunded commitments and letters of credit. fsort this allowance as a liability
on our Consolidated Balance Sheet. We determiseathbunt using estimates of the probability ofuthienate funding and losses related to
those credit exposures. This methodology is similahe methodology we use for determining the adey of our ALLL. For additional
information on our allowance for unfunded commitisesnd letters of credit, see Note 6 to the Codatdid Financial Statements presented
elsewhere in this report.
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At June 30, 2014 , our ALLL for noncovered loansw$49.5 million , or 1.11% of total noncovered Isgexcluding loans held for sale)
and 162% of nonperforming, noncovered loans. Thmpmares with an allowance of $52.3 million , or4BRof total noncovered loans
(excluding loans held for sale), and 154% of nofgraring, noncovered loans at December 31, 2013s décrease in the allowance relative tc
noncovered loans in the current period as compar&kcember 31, 2013 reflects improvements in aseet quality during the current year.
The increase relative to nonperforming, noncovésads was the result of the nonperforming, nonaaddoans decreasing by $3.4 million to
$30.6 million in the current period as compare83d.0 million as of December 31, 2013 .

The following table provides an analysis of the @amy’s ALLL for noncovered loans at the dates drgderiods indicated:

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 2014 2013
(in thousands)
Beginning balance $ 50,44: $ 51,11¢ $ 52,28( $ 52,24
Charge-offs:
Commercial business (2,717 (967) (1,950 (2,275
One-to-four family residential — (28 (207) (144)
Commercial and multifamily residential (1,969 (619 (2,98¢) (1,399
One-to-four family residential construction — — — (133
Consumer (909 (63€) (1,63¢€) (809)
Total charge-offs (4,589 (2,247 (6,779 (4,759
Recoveries:
Commercial business 1,712 352 2,20z 46E
One-to-four family residential 12 141 40 141
Commercial and multifamily residential 537 84 57€ 171
One-to-four family residential construction 442 49 484 2,18¢
Consumer 33¢ 194 591 241
Total recoveries 3,041 82( 3,89¢ 3,20¢
Net charge-offs (1,549 (1,427 (2,886 (1,559
Provision (recapture) for loan and lease losses 60C 2,00( 10C 1,00(C
Ending balance $ 49,49:  § 51,69t $ 49,49:  $ 51,69:
Total noncovered loans, net at end of period, eholyiloans
held of sale $ 4,452,67. $ 4,181,01 $ 4,452,67. $ 4,181,01:
Allowance for loan and lease losses to period-end
noncovered loans 1.11% 1.24% 1.11% 1.28%
Allowance for unfunded commitments and letters of edit
Beginning balance $ 2,458 % 1,91¢ $ 2,508 % 1,91¢
Net changes in the allowance for unfunded commitenen
and letters of credit (200 55C (150 55(
Ending balance $ 2,35¢ $ 2,46¢ $ 2,35t $ 2,465
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FDIC Loss-sharing Asset

The Company has elected to account for amount$vadile under loss-sharing agreements with the F¥@n indemnification asset in
accordance with the Business Combinations toptb®@FASB ASC. The FDIC indemnification asset igially recorded at fair value, based on
the discounted expected future cash flows undeloggesharing agreements.

Subsequent to initial recognition, the FDIC indefigation asset is reviewed quarterly and adjusteaghy changes in expected cash
flows. These adjustments are measured on the sasieds the related covered loans. Any decreasepiected cash flows from the covered
assets due to an increase in expected credit lagbé@screase the FDIC indemnification asset ang encrease in expected future cash flows
from the covered assets due to a decrease in expeatdit losses will decrease the FDIC indemrtificeasset. Increases and decreases to th
FDIC loss-sharing asset are recorded as adjustrt@entminterest income.

At June 30, 2014 , the FDIC loss-sharing asset$28%0 million which was comprised of a $25.0 milliBDIC indemnification asset and
a $2.9 million FDIC receivable. The FDIC receivatdpresents the amounts due from the FDIC for claitated to covered losses the
Company has incurred net of amounts due to the FBIERing to shared recoveries.

The following table summarizes the activity relatedhe FDIC loss-sharing asset for the three anthenths ended June 30, 2014 and
2013:

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 2014 2013
(in thousands)
Balance at beginning of period $ 36,837 $ 83,11f % 39,84¢ $ 96,35¢
Adjustments not reflected in income:
Cash payments from the FDIC (3,44%) (3,269 (1,765 (6,387)
FDIC reimbursable losses (recoveries), net (3649) 664 (237) 1,025
Adjustments reflected in income:
Amortization, net (5,769 (9,80 (12,216 (19,58()
Loan impairment (recapture) 1,21¢ (2,370 3,151 (58E)
Sale of other real estate (965) (2,25)) (1,727 (3,599
Write-downs of other real estate 27¢€ 10z 792 154
Other 18¢ 18¢ 12¢ (12)
Balance at end of period $ 27,98: $ 67,37¢ $ 27,98. $ 67,37¢

For additional information on the FDIC loss-sharasget, please see Note 8 to the Consolidated df&&tatements presented elsewher
in this report.

Liquidity and Sources of Funds

Our primary sources of funds are customer depaoitditionally, we utilize advances from the FHLB $éattle, the FRB of San
Francisco, and wholesale repurchase agreementippiesnent our funding needs. These funds, togettierloan repayments, loan sales,
retained earnings, equity and other borrowed fuamrdsised to make loans, to acquire securities #rat assets, and to fund continuing
operations.

Deposit Activities

Our deposit products include a wide variety of $@gtion accounts, savings accounts and time degasiunts. Core deposits (demand
deposit, savings, money market accounts and caté$ of deposit less than $100,000) increased $8@lion since year-end 2013 .
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We have established a branch system to serve osunwer and business depositors. In addition, manages strategy for funding asset
growth is to make use of brokered and other whidedeposits on an as-needed basis. The Compangipates in the Certificate of Deposit
Account Registry Service (CDARSY program. CDARSis a network that allows participating banks teeofxtended FDIC deposit insurance
coverage on time deposits. The Company also paaties in a similar program to offer extended FD&paskit insurance coverage on money
market accounts. These extended deposit insurangeams are generally available only to existingtomers and are not used as a means of
generating additional liquidity. At June 30, 201@DARS®deposits and brokered money market deposits wetd $illion , or 1% of total
deposits, compared to $61.3 million at year-end320lhe brokered deposits have varied maturities.

The following table sets forth the Company’s depbase by type of product for the dates indicated:

June 30, 2014 December 31, 2013
% of % of
Balance Total Balance Total

(dollars in thousands)

Core deposits:

Demand and other non-interest bearing $ 2,190,16 36.€% $ 2,171,70: 36.4%
Interest bearing demand 1,189,62 19.%% 1,170,001 19.€%
Money market 1,553,26' 26.(% 1,569,26. 26.2%
Savings 532,27¢ 8.% 496,44« 8.2%
Certificates of deposit less than $100,000 269,72: 4.4% 288,94: 4.5%
Total core deposits 5,735,04 95.8% 5,696,35 95.5%
Certificates of deposit greater than $100,000 182,69 3.1% 201,49¢ 3.5%
Certificates of deposit insured by CDARS® 18,69( 0.2% 19,48¢ 0.2%
Brokered money market accounts 48,40¢ 0.8% 41,76 0.7%
Subtotal 5,984,84. 100.% 5,959,10! 100.%
Premium resulting from acquisition date fair vaaggustment 227 367

Total deposits $ 5,985,06 $ 5,959,47

Borrowings

We rely on FHLB advances and FRB borrowings asharaource of both short and long-term funding. BHidvances and FRB
borrowings are secured by bonds within our investrpertfolio, and residential, commercial and comeied real estate loans. At June 30,
2014 , we had FHLB advances of $110.6 million coragdo $36.6 million at December 31, 2013 .

We also utilize wholesale repurchase agreemerdssapplement to our funding sources. Our wholesgderchase agreements are
secured by mortgage-backed securities. At Jun2@B} and December 31, 2013, we had repurchaseragnés of $25.0 million, which
mature in 2018. Management anticipates we will ioorgt to rely on FHLB advances, FRB borrowings, atdlesale repurchase agreements il
the future and we will use those funds primarilyrtake loans and purchase securities.

Contractual Obligations, Commitments & Off-BalanceSheet Arrangements

We are party to many contractual financial obligas, including repayment of borrowings, operating aquipment lease payments, off-
balance sheet commitments to extend credit angimants in affordable housing partnerships. At 22014 , we had commitments to
extend credit of $1.36 billion compared to $1.41idr at December 31, 2013 .
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Capital Resources

Shareholders’ equity at June 30, 2014 was $1.08mil an increase from $1.05 billion at Decembgr 2013 . Shareholders’ equity was
15% of total period-end assets at June 30, 201Dacdmber 31, 2013 .

Capital Ratios : Banking regulations require bank holding compamgemaintain a minimum “leverage” ratio of coreital to adjusted
quarterly average total assets of at least 3%ddlitian, banking regulators have adopted risk-basgaital guidelines, under which risk
percentages are assigned to various categoriesefsaand off-balance sheet items to calculatkaadjusted capital ratio. Tier | capital
generally consists of preferred stock, common sta@ders’ equity, and trust preferred obligatiorss goodwill and certain identifiable
intangible assets, while Tier Il capital includbe gllowance for loan losses and subordinated 8elit, subject to certain limitations.
Regulatory minimum risk-based capital guidelinesuiee Tier | capital of 4% of risk-adjusted assatsl total capital (combined Tier | and Tier
II) of 8% to be considered “adequately capitalized”

insurance premium rates. To qualify as “well cdjzigal,” banks must have a Tier | risk-adjusted tapatio of at least 6%, a total risk-adjustec
capital ratio of at least 10%, and a leverage maitiat least 5%. Failure to qualify as “well capitad” can negatively impact a bank’s ability to
expand and to engage in certain activities.

The Company and its banking subsidiary qualifywasli-capitalized” at June 30, 2014 and Decembe2813 . The following table
presents the regulatory standards for adequatpiyatiaed and well-capitalized institutions and tapital ratios for the Company and its
banking subsidiary at June 30, 2014 and Decemhe2(B13 :

Company Columbia Bank Requirements
December 31, Adequately Well-
June 30, 2014 December 31, 2013 June 30, 2014 2013 capitalized Capitalized
Total risk-based capital ratio 14.52% 14.6t% 13.7%% 13.52% 8.0(% 10.0(%
Tier 1 risk-based capital ratio 13.21% 13.4% 12.5(% 12.27% 4.0(% 6.0(%
Leverage ratio 10.52% 10.1%% 9.91% 9.2% 4.0(% 5.0(%

Sock Repurchase Program

In 2011, the Board of Directors approved a stogkirehase program authorizing the Company to repselup to 2 million shares of its
outstanding shares of common stock. The Compaeyndstto purchase the shares from time to timedrofien market or in private
transactions, under conditions which allow suclurepases to be accretive to earnings per share wigintaining capital ratios that exceed
guidelines for a well-capitalized financial institn. No shares were repurchased under the stpckalease program during the first sionths
of 2014 .
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Non-GAAP Financial Measures

The Company considers operating net interest mgtakequivalent) to be an important measuremeittrasre closely reflects the
ongoing operating performance of the Company. Despe importance of the operating net interesgmg(tax equivalent) to the Company,
there is no standardized definition for it andaagsult, the Company’calculations may not be comparable with otheawiations. Also, the
may be limits in the usefulness of this measuiavestors. As a result, the Company encourage®read consider its consolidated financial
statements in their entirety and not to rely on single financial measure.

The following table reconciles the Company’s cadtioin of the operating net interest margin (taxieajent) to the net interest margin
(tax equivalent) for the periods indicated:

Three Months Ended June 30, Six Months Ended June 30,
2014 2013 2014 2013

Operating net interest margin non-GAAP reconciliation: (dollars in thousands)
Net interest income (tax equivalent) (1) $77,07C $81,48¢ $152,85¢ $136,36¢
Adjustments to arrive at operating net interesbime (tax equivalent):

Incremental accretion income on FDIC acquired imgzhloans (5,739 (7,839) (12,229 (16,21

Incremental accretion income on other FDIC acquioags (95) (63¢) (299 (1,709

Incremental accretion income on other acquireddoan (5,48)) (9,635 (11,09¢) (9,635

Premium amortization on acquired securities 1,55¢ 3,05¢ 3,17¢ 3,05¢

Interest reversals on nonaccrual loans 392 14t 68C 394

Prepayment charges on FHLB advances — 1,54¢ — 1,54¢
Operating net interest income (tax equivalent) (1) 67,70¢ 68,12¢ 133,09¢ 113,80¢
Average interest earning assets $6,339,10: $6,284,28: $6,292,15' $5,316,00¢
Net interest margin (tax equivalent) (1) 4.8€% 5.19% 4.8t% 5.15%
Operating net interest margin (tax equivalent) (1) 4.2% 4.3%% 4.22% 4.28%

(1) Tax-exempt interest income has been adjustadda equivalent basis. The amount of such adpstimvas an addition to net interest income of $1.9
million and $1.5 million for the three monthsded June 30, 2014 and 2013, respectively, ar@irdillion and $2.9 million for the six months exd
June 30, 2014 and 2013, respectively.
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Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

A number of measures are used to monitor and mangggest rate risk, including income simulationsl anterest sensitivity (gap)
analysis. An income simulation model is the primiamgyl used to assess the direction and magnitudbarfges in net interest income resulting
from changes in interest rates. Basic assumptiottsei model include prepayment speeds on mortgelgeed assets, cash flows and maturities
of other investment securities, loan and depoditmes and pricing. These assumptions are inhersnbjective and, as a result, the model
cannot precisely estimate net interest income ecipely predict the impact of higher or lower ietgrrates on net interest income. Actual
results will differ from simulated results due bming, magnitude and frequency of interest ratenglea and changes in market conditions and
management strategies, among other factors. At3on2014 , based on the measures used to monidananage interest rate risk, there has
not been a material change in the Company'’s inteaés risk since December 31, 2013 . For additiofarmation, refer to Item 7
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations” in the Compa@$13 Annual Report on Form 10-
K.

ltem 4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

An evaluation was carried out under the supervisioth with the participation of the Company’s mamaget, including the Chief
Executive Officer (“CEQ”") and Chief Financial Ofeic (“CFQO”), of the effectiveness of our disclosamatrols and procedures (as defined in
Rules 13a-15(e) and 15d-15(e) of the Securitieh&mge Act of 1934). Based on that evaluation, tB®@nd CFO have concluded that as of
the end of the period covered by this report, dseldsure controls and procedures are effectivensuring that the information required to be
disclosed by us in the reports we file or submiemthe Securities Exchange Act of 1934 is (i) anglated and communicated to our
management (including the CEO and CFO) to alloveljndecisions regarding required disclosure, andgcorded, processed, summarized
and reported within the time periods specifiechia 8EC's rules and forms.

Changes in Internal Controls Over Financial Reportng

There was no change in our internal controls owemicial reporting during our most recent fiscahdear that has materially affected, ¢
reasonably likely to materially affect, our interoantrols over financial reporting.
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PART Il - OTHER INFORMATION

Item 1. LEGAL PROCEEDINGS

In our Form 10-Q for the quarter ended March 31,320ve initially reported on an Objection to Per@dRepresentative’s Petition and
Petition for Surcharge of Personal Representatiugrin County Circuit Court that was served on Wesast Trust, which as a result of our
acquisition of West Coast, is now a subsidiaryhef Company. There have been no material developmettiis case since the filing of our |
report on Form 10-Q for the quarter ended Marct2814 and the case remains on appeal.

Item 1A. RISK FACTORS

Refer to Item 1A of Part | of the Company’s Ann&adport on Form 10-K for the year ended DecembeRB313 for a discussion of risk
factors relating to the Company’s business. The @m believes that there has been no material ehianits risk factors as previously
disclosed in the Company’s Form 10-K.

Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
(&) Not applicabl

(b) Not applicabl
(c) The following table provides information abeapurchases of common stock by the Company ddnegjuarter ended June 30, 2014

Maximum Number of
Total number of Shares Remaining Shares That

Total Number of Purchased as Part of May Be Purchased at
Common Shares Average Price Paid per Publicly Announced Period End Under the
Period Purchased (1) Common Share Plan (2) Plan
4/1/2014 - 4/30/2014 2,25¢ % 27.4: — 2,000,001
5/1/2014 - 5/31/2014 691 24.7( — 2,000,001
6/1/2014 - 6/30/2014 = = = 2,000,001
2,95( $ 26.7¢ —

(1) Common shares repurchased by the Companygitivénquarter consist of cancellation of 2,950 eh@f common stock to pay
withholding taxes. During the three months endew R0, 2014, no shares were repurchased pursutire @ompany’s publicly
announced corporate stock repurchase plan desdni{aylbelow.

(2) The repurchase plan, which was approved bytsd and announced in 2011, originally authoridedrepurchase of up to 2 million
shares.

Item 3. DEFAULTS UPON SENIOR SECURITIES
None.
Item 4. MINE SAFETY DISCLOSURES
Not applicable.
Item 5. OTHER INFORMATION
None.
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Item 6. EXHIBITS

10.1*+ Change in Control Agreement between the Bank ardtéwm McDonald dated June 1, 2014

31.1+ Certification of Chief Executive Officer Pursuant$ection 302 of the Sarbanes-Oxley Act of 2002

31.2+ Certification of Chief Financial Officer Pursuant$ection 302 of the Sarbanes-Oxley Act of 2002

32+ Certification Pursuant to 18 U.S.C. Section 1358 Adlopted Pursuant to Section 906 of the Sarbamésy@.ct of 2002

101+ The following financial information from ColumbiaaBking System, Inc’s. Quarterly Report on Form 16Qhe quarter ended

June 30, 2014 is formatted in XBRL: (i) the UnaaditConsolidated Balance Sheets, (ii) the Unaudimusolidated Statements
of Income, (iii) the Unaudited Consolidated Statateef Comprehensive Income, (iv) the Unauditedsotidated Statements of
Changes in Shareholders’ Equity, (v) the Unaud@edsolidated Statements of Cash Flows, and (viNibtes to Unaudited
Consolidated Financial Statements.

* Management contract or compensatory plan @rgement

+ Filed herewith
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Company has duly causeddpisrt to be signed on its behalf
the undersigned, thereunto duly authorized.

COLUMBIA BANKING SYSTEM, INC.

Date:August 6, 2014 By /s MELANIE J. DRESSEL
Melanie J. Dressel

President and Chief Executive Officer
(Principal Executive Officer)

Date:August 6, 2014 By /s/ CLINT E. STEIN
Clint E. Stein

Executive Vice President and
Chief Financial Officer
(Principal Financial and Accounting

Officer)
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INDEX TO EXHIBITS

10.1*+ Change in Control Agreement between the Bank ardtéwm McDonald dated June 1, 2014

31.1+ Certification of Chief Executive Officer Pursuant$ection 302 of the Sarbanes-Oxley Act of 2002

31.2+ Certification of Chief Financial Officer Pursuant$ection 302 of the Sarbanes-Oxley Act of 2002

32+ Certification Pursuant to 18 U.S.C. Section 135¢ Adlopted Pursuant to Section 906 of the Sarbaméesy@.ct of 2002

101+ The following financial information from ColumbiaaBking System, Inc’s. Quarterly Report on Form 16Qthe quarter ended

June 30, 2014 is formatted in XBRL: (i) the UnaaditConsolidated Balance Sheets, (ii) the Unaudieusolidated Statements
of Income, (iii) the Unaudited Consolidated Statateef Comprehensive Income, (iv) the Unaudited<otidated Statements of
Changes in Shareholders’ Equity, (v) the Unaud@edsolidated Statements of Cash Flows, and (viNibies to Unaudited
Consolidated Financial Statements.

* Management contract or compensatory plan @m@ement
+ Filed herewith
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EXHIBIT 10.1

COLUMBIA STATE BANK
CHANGE IN CONTROL AGREEMENT

THIS CHANGE IN CONTROL AGREEMENT (“Agreementiy made and entered into effective this 1st di
June 2014, by and between COLUMBIA STATE BANK, aaNiagton banking corporation (the “Banldind wholly
owned subsidiary of Columbia Banking System, INCBSI” and, together with the Bank, the “Compangi)d Andrev
McDonald (“Employee”).

Recitals

A. The Bank currently receives the exclusiverieeis of Employee as its employee, and Employeretetha
this employment relationship continue.

B. The Bank desires to provide a severance hetefEmployee (i) to encourage Employee to cord
employment with the Bank; (ii) to continue obtamiBEmployees services in the event of a potential Change inti©l
(as defined below) of CBSI that may be detrimetwaEmployee; and (iii) to allow CBSI to maximizeetibenefit
obtainable by its shareholders from any Changeointi©I.

In consideration of the mutual promises, covenagseements and undertakings contained in this ehgeat
the parties hereby contract and agree as follows:

Agreement

1. Term. The term of this Agreement (“Termshall commence as of the date first above writtehshal
end on the earlier of the termination of Emplogeemployment in a manner that does not constituferainatior
Event or on the fifth anniversary of the date fabbve written, unless extended in writing by thetips.

2. Severance Benefit In the case of a Termination Event, as define8euation 4, (i) the Bank shall pay
Employee all salary and benefits earned throughetfextive date of Employeg’termination and a severance be
(“Severance Benefit”) in an amount equal to twoetitthe amount of Employee’s themrrent annual base salary,
(i) vesting of any stock options and lapse of raktrictions with respect to any restricted stoakams shall occu
Payment of the Severance Benefit shall begin, @sting and lapse of restrictions described in tieeqding senten
shall occur, (i) in the case of a Termination Evéescribed in paragraph 4.1, upon the effective datermination, ar
(i) in the case of a Termination Event describedoaragraph 4.2, upon the effective date of thenGaan Contrc
which is then pending (or announced within sixtyslaf the date when the Employee@mployment terminated). T
Severance Benefit shall be paid over a two yeaogen equal monthly payments without interest ba tast day ¢
each month, beginning with the month in which tleeriination Event described in paragraphs 4.1 oras2he ca:
may be, occurs.

3. Other Compensation and Terms of EmploymenExcept with respect to the Severance Benefig
Agreement shall have no effect on the determinaifcany compensation




payable by the Bank to the Employee, or upon arth@bther terms of Employee’s employment with Blaak.

4. Termination Events. A Termination Event shall be deemed to occur uamal only upon, one or more
the following:

4.1 Termination of Employes’ employment by the Bank without Cause (as defineldw) or b
Employee for Good Reason (as defined below) wittdi days following the effective date of a Chang€ontrol; or

4.2 Termination of Employes’employment by the Bank without Cause prior tchart@e in Control
such termination occurs at any time from and afbely days prior to the public announcement by@®BSI or any othe
party of a transaction which will result in a Chang Control; provided that the effective datelt# Change in Contr
occurs within eighteen (18) months of Employeefsmiaation.

5. Restrictive Covenant.

5.1 Non-competition. Employee agrees that, during Employeemployment with the Bank or any
its affiliates, and for a period of two years aftemmencement of the payment to Employee of theidece Benef
Employee will not directly or indirectly, be emplky by, perform services for, or act directly oriradtly as a
employee, agent, stockholder (other than passildinys of less than two percent (2%) of the outditagn shares of
publicly-traded company), member, officer, directoopartner, advisor, or in any other individual or negentativ
capacity, on behalf of a Conflicting Organizationthe Banks Market Area (each capitalized term as definedvog
providedthat Employees covenant not to compete as set forth herein sdratlinate in the event Employee waives
right to payment of any balance of the SeveranceeBethen payable. The provisions restricting cetitpn by
Employee may be waived by action of the Board. g acknowledges that the Company currently hasatipns ii
various counties within the states of Washingtod &@regon, that the Company plans to continue tcaedpit
operations and presence within these states aed sttites, and that as a member of the Compaayiior manageme
Employees services are integral to these operations andnsipn plans. Employee recognizes and agrees ity
breach of this covenant by Employee will cause intisite and irreparable injury to the Company, anglByee herek
authorizes recourse by the Bank or CBSI to injumcand/or specific performance, as well as to digail or equitab
remedies to which either may be entitled.

5.2 Non-interference. During the noncompetition period described in Section 5.1, Emetghall nc
(a) solicit or attempt to solicit any other empleyaf the Company to leave the employ of the Companyn any wa
interfere with the relationship between the Compang any other employee of the Company, (b) sabdicittempt t
solicit any customer of the Company to cease dbumjness with the Company or to otherwise divechstustomes
business from the Company, or (c) solicit or attetopsolicit any supplier, licensee, or other basmrelations of tl
Company to cease doing business with the Compaolicitation prohibited under this Paragraph inclsidgelicitatior
by any means, including, without limitation, megsn phone calls, letters or other mailings, andtedaic and intern:
communications of any kind, or any other type




of conduct intended or reasonably calculated tagedor urge a client, customer, or employee toodiscue, in whol
or in part, its employment or business relationstiiph the Bank.

5.3 Confidentiality . Unless disclosure is otherwise required by legaremyulatory requiremen
Employee shall keep all terms of this Agreement|uding the existence of this Agreement and the warthof the
Severance Benefit, strictly confidential. Emplogbeall keep this Agreement in a private location simall use his or h
best efforts to prevent this Agreement from beigrsby others, including co-workers.

6. Definitions.

6.1 Bank's Market Area.“Bank’s Market Area’shall include the following locations, either du
Employee’s employment or at the time of Emplogetermination from employment: (a) any countieshi@ States «
Washington and Oregon in which the Bank (or anykBanbsidiary, affiliate, related business entityceessor, «
assign) maintains a branch or other office, and@linties bordering on any such county, or (b) @mynties in othe
States in which the Bank (or any Bank subsidiaffjiliade, related business entity, successor, @iggg maintains
branch or other office, and all counties bordemmgany such county, or (c) any other county in Wwhite Bank or
affiliate or related business entity has bona fideumented plans to establish a branch or offisejeanonstrated |
minutes of board of director meetings, regulatosyrespondence, or other written communications withd partie
(including legal or financial advisers) with respéx such geographic expansion, and of which Engs#og aware di
to his employment with the Bank.

6.2 Cause. “Cause”shall mean only (i) willful misfeasance or grosgligence in the performance
Employees duties, (i) conduct demonstrably and signifibadtarmful to the Bank (which would include will
violation of any final cease and desist order ayaie to the Bank), or (iii) conviction of a felany

6.3 Change in Control. “Change in Control’shall mean the occurrence of one or more o
following events:

6.3.1 A person, or more than one person acting as a diempefined in IRC 409A), acqui
ownership of stock in CBSI or the Bank that, togetvith stock held by such person or group, comst# more the
fifty percent (50%) of the total fair market valoetotal voting power of the stock of, respectivél}BSI or the Bank;

6.3.2 A person, or more than one person acting as a gemquires (or has acquired during
12-month period ending on the date of the most reaequisition by such person or group) ownershiptaélsin CBS
or the Bank that comprises thirty percent (30%jnare of the total voting power of the stock of pestively, CBSI ¢
the Bank;

6.3.3 A majority of the members of the board of directofseither CBSI or the Bank
replaced during any 1@&wonth period by directors whose appointment orteleds not endorsed by a majority of
members of the such board of directors before #te df the appointment or election; or




6.3.4 A person, or more than one person acting as a gemguires (or has acquired during
12-month period ending on the date of the most reaequisition by such person or persons) assets €B@&I or the
Bank that have a total gross fair market value etuar more than forty percent (40%) of the tajabss fair mark
value of all of the assets of, respectively, CBESkhe Bank immediately before such acquisition cguasitions. N
Change in Control shall result if the assets amasfierred to certain entities controlled directlyimdirectly by thi
shareholders of the transferring entity.

This definition of “Change in Controi’s intended to comply with, and shall be interptete a manner consistent wi
the requirements of Section 409A of the U.S. lraeéRevenue Code of 1986, as amended, as U.S. Tyeagulatior
issued thereunder.

6.4 Conflicting Organization. “Conflicting Organization” shall mean any person, entity,
organization engaged (or about to become engagealbusiness similar to, or that competes with binginess of tt
Bank in the Banls Market Area, including without limitation any Bamr financial institution (including witho
limitation any trust company, finance company,e&ding company) in the Bank’s Market Area.

6.5 Good Reason. “Good Reason” shall mean (i) a material diminution Employees bas
compensation, (ii) a material diminution in Empleise authority, duties or responsibilities, or (iii)ralocation ¢
transfer of Employee’s principal place of employmt#rat would increase Employsetcommute on a regular basis
more than forty five (45) miles each way from hisrent residence to his current office location.

6.6 Termination of Employment.“Termination,” when used in reference to termination
employment, shall mean “separation from servies,"defined in Section 409A of the U.S. Internal &mie Code ¢
1986, as amended, as U.S. Treasury regulationdskeecunder.

7. Specified Employee - Delay in Payment$ Employee is a “specified employedlien amounts payable
him under this Agreement on account of a “sepamafiiom service’that could cause him to be subject to the ¢
income inclusion, interest and additional tax psas of U.S. Internal Revenue Code 8 409A(a)(H)Istot be pai
until after the end of the sixth calendar monthibeigg after such separation from service (the ffeunsion Period’
Within fourteen (14) calendar days after the enthefSuspension Period, the Company shall makep sawm payme
to Employee in cash in an amount equal to the st@irallopayments delayed because of the precedinteses
Thereafter, Employee shall receive any remainingm@ats under this Agreement as if the immediatelceding
provisions of this Paragraph 8 were not a parhefAgreement. For purposes of this Agreement, éhag ‘specifiec
employee” and “separation from servicgiall have the meanings given to those terms in Wi8rnal Revenue Co
8 409A and the Treasury regulations issued themind

8. Miscellaneous.

8.1 Amendment.This Agreement may be modified or amended only uporendment in writin
signed by both parties. Employee and the Compaayerstand, acknowledge, and agree that Employeéé¢hanBan
or CBSI have entered into other agreements




which contain either change-gentrol terms or restrictive covenants, includinghaut limitation the Supplemen
Executive Retirement Plan Agreement (and any amentBnor restatements thereto). The parties urahet
acknowledge, and agree that the terms of this Ageet are not intended by Employee, the Bank, or ICB& sha
not be interpreted by any party, court or arbitratio supersede, modify, amend, change, negategcanrender null
void any other change-icentrol terms or restrictive covenants betweenpidwties contained in any other agreem
including without limitation, any change-gentrol terms or restrictive covenants containedthie Supplement
Executive Retirement Plan Agreement (or any amentsra restatements thereof).

8.2 Binding Effect. This Agreement shall bind and inure to the benefitthe heirs, leg:
representatives, successors, and assign of thegart

8.3 Enforceability. If an arbitrator or a court of competent jurisdactishall find any provision of tf
Agreement illegal or unenforceable, the arbitratocourt may reform such provision to the extertdassary to rend
the otherwise unenforceable provision, and the oéshe Agreement, valid and enforceable, and sdoapermi
maximum restrictions that are legal and enforcetiblge applied to the Employeeability to compete with the Bank
an arbitrator or court declines to amend any suokigion as provided herein, the invalidity or ufeneability of an
such provision shall not affect the validity or edeability of the remaining provisions, which st enforced as if tl
offending provision had not been included in thgrédement.

8.4 Governing Law; VenueThis Agreement is made with reference to and msnidéd to be constru
in accordance with the laws of the State of WagbimgVenue for any action arising out of or conaagnthis
Agreement shall lie in Pierce County, Washingtonthe event of a dispute under this Agreementdibgutes shall t
arbitrated pursuant to the Superior Court Mandatdrgitration Rules (“MAR”) adopted by the Washington S
Supreme Court, irrespective of the amount in coetirgy. This Agreement shall be deemed as stipulatichat effec
pursuant to MAR 1.2 and 8.1. The arbitrator, indridier discretion, may award attorneyées to the prevailing party
parties.

8.5 Notices.Any notice required to be given under this Agreetrtereither party shall be given
personal service or by depositing a copy thereofhn United States registered or certified mailstpge prepai
addressed to the following address or such othdread as addressee shall designate in writing:

Company: Columbia Bank
1301 ‘A’ Street, Ste. 800
Tacoma, WA 98402-4200
Attn: (Corporate Secretal

Employee: Andrew McDonald
1225 N. Sunset Dri\

Tacoma, WA 98465




IN WITNESS WHEREOF, the parties have executedAlgiieement effective on the date first above written

BANK: COLUMBIA STATE BANK

By /s MELANIE J. DRESSEL
Melanie J. Dressel
President and Chief Executive Officer

EMPLOYEE:

By /s ANDREW MCDONALD
Andrew McDonald
EVP and Chief Credit Officer




EXHIBIT 31.1
CERTIFICATION

I, Melanie J. Dressel, certify that:

1.

2.

| have reviewed this quarterly report on Foi®HQ of Columbia Banking System, In

Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading with respect to
the period covered by this report;

Based on my knowledge, the financial statemeamd other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this
report;

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@&))%nd internal control over financial reportirag @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd dave:

(a) Designed such disclosure controls and proesgjor caused such disclosure controls and proesdobe designed under our
supervision, to ensure that material informatidatneg to the registrant, including its consolidhibsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingmared;

(b) Designed such internal control over finaneoggdorting, or caused such internal control oveatditial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in ataace with generally accepted accounting principles

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presentbd report our conclusions
about the effectiveness of the disclosure contatntsprocedures, as of the end of the period cousyréhis report based on such
evaluation; and

(d) Disclosed in this report any change in thestegnt's internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyead, the registrant’s internal control over finaeeporting; and

The registrant’s other certifying officer antddve disclosed, based on our most recent evatuaetimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cboirer financial reporting which
are reasonably likely to adversely affect the regrg’s ability to record, process, summarize apbrt financial information;
and

(b) Any fraud, whether or not material, that ined management or other employees who have aisagttifole in the registrant’s
internal control over financial reporting.

/sl MELANIE J. DRESSEL

Melanie J. Dressel
President and Chief Executive Officer

Date: August 6, 2014



EXHIBIT 31.2
CERTIFICATION

[, Clint E. Stein, certify that:
1. I have reviewed this quarterly report on Foi®d of Columbia Banking System, In

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ort@mstate a material fact necessary t
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtadisg with respect to the

period covered by this report;

3. Based on my knowledge, the financial statemeamtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(a) Designed such disclosure controls and proesgjor caused such disclosure controls and proesdaibe designed under our
supervision, to ensure that material informatidatneg to the registrant, including its consolidhtibsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingmared;

(b) Designed such internal control over finaneoggdorting, or caused such internal control oveaiditial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in ataace with generally accepted accounting principles

(c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presentbd report our conclusions
about the effectiveness of the disclosure contatntsprocedures, as of the end of the period cousyréhis report based on such
evaluation; and

(d) Disclosed in this report any change in thestegnt's internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyead, the registrant’s internal control over finaeeporting; and

5. The registrant’s other certifying officer antdve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theweden!

functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cboirer financial reporting which
are reasonably likely to adversely affect the regrg’s ability to record, process, summarize aqbrt financial information;

and

(b) Any fraud, whether or not material, that ined management or other employees who have aisagttifole in the registrant’s
internal control over financial reporting.

/s/ CLINT E. STEIN

Clint E. Stein
Executive Vice President and
Chief Financial Officer

Date: August 6, 2014



EXHIBIT 32
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of ColumBianking System, Inc. (the “Company”) on Form 1@eQthe period ended June 30, 2014
as filed with the Securities and Exchange Commissiothe date hereof (the “Report”), we, MelaniBrkssel, President and Chief Executive
Officer, and Clint E. Stein, Executive Vice Presitland Chief Financial Officer, certify, pursuaotli8 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2002, that:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934; an

(2) The information contained in the Report faphgsents, in all material respects, the finarmaldition and results of operations of the
Company.

/sl MELANIE J. DRESSEL

Melanie J. Dressel
President and Chief Executive Officer
Columbia Banking System, Inc.

/s/ CLINT E. STEIN

Clint E. Stein
Executive Vice President and
Chief Financial Officer
Columbia Banking System, Inc.

Dated: August 6, 2014



