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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

This annual report on Form 10-K may contain forwiroking statements within the meaning of the Rev@ecurities Litigation Reform Act
of 1995. These forward-looking statements inclume,are not limited to, statements about our plabfgctives, expectations and intentions that
are not historical facts, and other statementstifiesh by words such as “expects,” “anticipatedritends,” “plans,” “believes,” “should,”
“projects,” “seeks,” “estimates” or words of similaeaning. These forward-looking statements aredas current beliefs and expectations of
management and are inherently subject to signifibariness, economic and competitive uncertaimtiescontingencies, many of which are
beyond our control. In addition, these forwdmdking statements are subject to assumptionsegpect to future business strategies and deci
that are subject to change. In addition to theoiacset forth in the sections titled “Risk FactotBusiness” and “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiems” in this Form 10-K, the following factoranang others, could cause actual results to
differ materially from the anticipated results:

» local and national economic conditions could be fesorable than expected or could have a moretdared pronounced effect on us ti
expected and adversely affect our ability to camgimternal growth at historical rates and maintaaquality of our earning assets;

» the local housing/real estate markets where weat@@nd make loans could continue to dec

» therisks presented by a continued economicsgéamr, or sluggish recovery, which could adversélgct credit quality, collateral values,
including real estate collateral, investment valligsidity and loan originations and loan porttolielinquency rates;

» the efficiencies and enhanced financial and &ty performance we expect to realize from investis in personnel, acquisitions and
infrastructure could not be realized;

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

* projected business increases following strategiaegion or opening of new branches could be lohean expecte:

» changes in the scope and cost of FDIC insurancetet coverage

« changes in accounting principles, policies, andlglines applicable to bank holding companies amdking;

» competition among financial institutions could iease significantl

» the goodwill we have recorded in connection withuasitions could become impaired, which may havadwerse impact on our earnir
and capital;

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

» the terms and costs of the numerous actionsitaikehe Federal Reserve, the U.S. Congress, #estiry, the FDIC, the SEC and others
in response to the liquidity and credit crisisthog failure of these actions to help stabilizefthancial markets, asset prices, market
liquidity, or worsening of current financial markatd economic conditions could materially and aslelgraffect our business, financial
condition, results of operations, and the tradiriggpof our common stock;

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

» our profitability measures could be adversely a#ddf we are unable to effectively deploy recemdlised capita

" u

You should take into account that forward-lookitgtesments speak only as of the date of this re@ven the described uncertainties and
risks, we cannot guarantee our future performamncesults of operations and you should not plactuerreliance on these forward-looking
statements. We undertake no obligation to updatewise any forwardeoking statements, whether as a result of newrinéion, future events «
otherwise, except as required under federal seesitaws.
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ITEM 1. BUSINESS
General

Columbia Banking System, Inc. (referred to in ti@port as “we,” “our,” and “the Company”) is a rs@ired bank holding company whose
wholly owned banking subsidiary, Columbia State IB&Columbia Bank” or “the Bank”) also does busisesider the Bank of Astoria name and
conducts full-service commercial banking businesthé states of Washington and Oregon. HeadqudrterfBacoma, Washington, we provide a
full range of banking services to small and medgired businesses, professionals and individuals.

Columbia Bank was established in 1993 to take atéggnof commercial banking business opportunitiesur principal market area. The
opportunities to capture commercial banking masketre were due to increased consolidations of hamksarily through acquisitions by out-of-
state bank holding companies, which created disilmt®af customers.

At December 31, 2011 Columbia Bank had 102 braachtions in Washington and Oregon. Included ingh®@anch locations are six
Columbia Bank branches doing business in Oregoerth@ Bank of Astoria name in Astoria, Warrent®aaside and Cannon Beach in Clatsop
County and in Manzanita and Tillamook in TillamoBkunty. Substantially all of Columbia Bank’s loalgn commitments and core deposits are
within its service areas. Columbia Bank is a Wagtun state-chartered commercial bank, the depofitich are insured in whole or in part by
the Federal Deposit Insurance Corporation (“FDIC)lumbia Bank is subject to regulation by the FRI& the Washington State Department of
Financial Institutions Division of Banks. Althou@olumbia Bank is not a member of the Federal Res8gstem, the Board of Governors of the
Federal Reserve System has certain supervisorpuiytover the Company, which can also affect CddiarBank.

Business Overview

Our goal is to be a leading Pacific Northwest regiccommunity banking company while consistentigréasing shareholder value. We
continue to build on our reputation for excellenstomer service in order to be recognized as th& bachoice for retail deposit customers, small
to medium-sized businesses and affluent housellals markets we serve.

We have established a network of 102 branches ish¥ligton and Oregon as of December 31, 2011 frorohaie intend to grow market
share. We operate 62 branches in western Washintidoranches in eastern Washington, 15 brancheestern Oregon, and 10 branches in
eastern Oregon. Washington counties include: Ad&msatin, Benton, Clallam, Clark, Cowlitz, Frankliefferson, King, Kitsap, Klickitat, Masc
Pierce, Snohomish, Skagit, Spokane, Thurston, We##da, Whatcom, Whitman and Yakima. Oregon counitielude Clackamas, Clatsop,
Deschutes, Hood River, Jefferson, Marion, Multnonféiamook, Umatilla, Wasco and Yamhill.

In order to fund our lending activities and to alléor increased contact with customers, we utifizzranch system to better serve both retail
and business depositors. We believe this approdtkmable us to expand lending activities whilgatting a stable core deposit base. To support
our strategy of market penetration and increasefitability while continuing our personalized bangiapproach, we have invested in experienced
banking and administrative personnel and have medurelated costs in the creation of our brancivoe.

Business Strategy

Our business strategy is to provide our custométstive financial sophistication and product deptla regional banking company while
retaining the appeal and service level of a comtyguydnk. We continually evaluate our existing bessprocesses while focusing on maintaining
asset quality and balanced loan and deposit pasfdbuilding our strong core deposit base, expapthtal revenue and controlling expenses i
effort to increase our return on average equity@aid operational efficiencies. We believe thataaessult of our strong commitment to highly
personalized, relationship-oriented customer sepaar varied products, our strategic branch locatiand the long-standing community presence
of our managers, banking officers and branch pemlomve are well positioned to attract and retaw rcustomers and to increase our market ¢
of loans, deposits, investments, and other findseievices. We are committed to increasing markatesin the communities we serve by
continuing to leverage our existing branch netwadding new branch locations and considering bgsisembinations that are consistent with
expansion strategy throughout the Pacific Northwest
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Products & Services

We place the highest priority on customer servitg assist our customers in making informed decssiohen selecting from the products
and services we offer. We continuously review awdpct and service offerings to ensure that we igwur customers with the tools to meet
their financial needs. A more complete listing btlae services and products available to our qusis can be found on our website:
www.columbiabank.comSome of the core products and services we affdude:

Personal Banking

Business Banking

e Checking and Saving Accounts
*  Online Banking

»  Electronic Bill Pay

»  Consumer Lending

* Residential Lending

* VISA® Card Services

* Investment Services through CB Financiaviges
*  Private Banking
*  Trust Services

Checking & Saving Accounts
Online Banking

Electronic Bill Pay

Remote Deposit Capture
Cash Management

Commercial & Industrial Lending

Real Estate and Real Estate Constructiomingn
Equipment Finance

Small Business Services

* VISA® Card Services

* Investment Services through CB Financiaviges
e International Banking

*  Merchant Card Services

*  Professional Banking

Personal Banking: We offer our personal banking customers an assoitiof account products including noninterest amerest-bearing
checking, savings, money market and certificatéagfosit accounts. Overdraft protection is alsolak#g with direct links to the customer’s
checking account. Our online banking service, Cdlizn©nline™ , provides our personal banking customers withethiity to safely and secure
conduct their banking business 24 hours a dayyZ daveek. Personal banking customers are alsadaewwith a variety of borrowing products
including fixed and variable rate home equity loand lines of credit, home mortgages for purchasesrefinances, personal loans, and other
consumer loans. Eligible personal banking customtts checking accounts are provided a Vig2ebit Card which can be used both to make
purchases and as an ATM card. A variety of Vfi€xedit Cards are also available to eligible perkbaaking customers.

Columbia Private Banking offers affluent clientaled their businesses complex financial solutionshss deposit and cash management
services, credit services, and wealth managemetegtes. Each private banker provides advisonyiees® and coordinates a relationship tear
experienced financial professionals to meet thgqumineeds of each discerning customer.

Through CB Financial Servicés, customers are provided with a full range of inwesnt options including mutual funds, stocks, bonds
retirement accounts, annuities, tax-favored invesiisy US Government securities as well as long-tzmra and life insurance policies. Qualified
investment professionals are available to provitiésary service® and assist customers with retirement, educationogimer financial planning
activities.

Business Banking: We offer our business banking customers the fotionlaf a variety of checking, savings, interesafig money mark
and certificate of deposit accounts to satisfyfair banking needs. In addition to these core angroducts we provide a breadth of services to
support the complete financial needs of small aidtla market businesses including Cash Managerfeatessional Banking, International
Banking, VISA Credit Cards, Merchant Services amin@ercial Lending.

(1) Securities and insurance products are offéremigh PrimeVest Financial Services, Inc., an pashelent, registered broker/dealer.
Member FINRA/SIPC. CB Financial Services is a margname for PrimeVest. * Investment productsidot FDIC insured * No bank
guarantee * Not a deposit * Not insured by any falgovernment agency * May lose value.

(2) Advisory services may only be offered by Invesnt Adviser Representatives in connection witlappropriate PrimeVest Advisory
Services Agreement and disclosure brochure asgedyvi
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Cash Management

Columbia State Bank’s diversified Cash Managemeogiams are tailored to meet specific banking neé@ésch individual business. We
combine technology with integrated operations amall expertise for safe, powerful, flexible soluigo Columbia customers, of all sizes, choose
from a full range of transaction and Cash Manageuats to gain more control over and make morenftbeir money. Services include
Commercial Online Banking, Positive Pay fraud petitsn, Automated Clearing House (ACH) payments, BenDeposit Capture, and Merchant
Services.

Our Cash Management professionals work with buseeto find the best combination of services totrie®r needs. This customized,
modular approach ensures their business bankingipes are cost-effective now, with flexibilityrféuture growth.

Professional Banking

Columbia Professional Bankers are uniquely quaif@ehelp medical and dental professionals acqgbirégd and grow their practice. We
offer tailored banking and investment solutiétdelivered by experienced bankers with the industigwledge necessary to meet their business’s
unique needs. No matter what the needs are nowtbeiyears to come, we guide professionals thraligheir financial options to make their
banking as easy and personal as possible.

International Banking

Columbia Bank’s International services divisionesff a range of financial services to help forwdnidking independent businesses explore
global markets and conduct international trade shp@nd expediently. We're proud to provide snaadtl midsize business with the same cali
of expertise and personalized service that natibanks usually limit to large businesses.

Our experience with foreign currency exchangeetstof credit, foreign collections and trade firaservices can help independent
companies open the door to new markets and suppmli@rseas. Put simply, the wealth of opportunttias international trade offers growing
businesses can have a significant impact on baidr-term growth and their bottom line.

Commercial Lending

We offer a variety of loan products tailored to intbe various needs of business banking custor@amsmercial loan products include
accounts receivable and inventory financing as a®bmall Business Administration ("SBA") financivge also offer commercial real estate |
products for construction and development or peentifinancing. Real estate lending activities hawen focused on construction and permanent
loans for both owner occupants and investor orgergal estate properties. In addition, the Bankphasued construction and first mortgages on
owner occupied, one- to four-family residentialpedies. Commercial banking has been directed thwaeeting the credit and related deposit
needs of various sized businesses and profesgicmztice organizations operating in our primary keaeareas.

CB Financial Services

Through CB Financial Servicés, customers are provided with an array of investnogtions and all the tools and resources necessary
assist them in reaching their investment goals. &ohthe investment solutions available to custanmeclude 401(k), Simple IRA, Simple
Employee Pensions, Buy-Sell Agreements, Key-Manrksce, Business Succession Planning and persoestiments.

(1) Securities and insurance products are offéremigh PrimeVest Financial Services, Inc., an pashelent, registered broker/dealer.
Member FINRA/SIPC. CB Financial Services is a margename for PrimeVest. * Investment productsidot FDIC insured * No bank
guarantee * Not a deposit * Not insured by any falgovernment agency * May lose value.
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Business VISA® Credit and Debit Cards

We offer our business banking customers a seledfisfisa® Cards including the Business Debit Card that wiikesa check wherever Vit
®is accepted. We partner with First National Bankafiaha to offer Vis&Credit Cards such as the Corporate Card which earsbkd all over the
world as well as the Business Editiband Business Edition Pl&that earns reward points with every purchase.

Merchant Card Services

Business clients that utilize Columbia’s MerchaatdServices have the ability to accept VisMasterCard and Discovef sales drafts
for deposit directly into their business checkirgaunt. Merchants are provided with a compreherste®unting system tailored to meet each
merchant’s needs, which includes month-to-dateicoadd deposit information on a transaction staetninternet access is available to view
merchant reports that allow business customersview merchant statements, authorized, capturedred and settled transactions.

Competition

Our industry remains highly competitive in spitecbillenging economic conditions. Several othearfirial institutions with greater
resources compete for banking business in our rharkas. Among the advantages of some of thestutimts are their ability to make larger
loans, finance extensive advertising and promat@mpaigns, access international financial markedsaiocate their investment assets to regions
of highest yield and demand. In addition to contfmetifrom other banking institutions, we contineeexperience competition from non-banking
companies such as credit unions, brokerage housksther financial services companies. We compmtddposits, loans, and other financial
services by offering our customers similar breaxfthroducts as our larger competitors while delivgra more personalized service level with
faster transaction turnaround time.

Market Areas

Washington: Approximately 30% of our total branches within \Wamgton are located in Pierce County, with an eatéd 2011 population
of 815,000 residents. At June 30, 2011 our Piemen€ branch locations’ share of the county’s tdegbosit market was 18%, ranking first
among our competition. Also located in Pierce Cgusiour Company headquarters in the city of Tacaméone nearby operational facility.
Some of the most significant contributors to ther& County economy are the Port of Tacoma, whetbétees are related to more than 40,000
jobs in the county, and well over 100,000 in tteesbf Washington, Joint Base Le-McChord which accounts for nearly 20% of the Cgismt
total employment, and the manufacturing industryciisupplies the Boeing Company.

We operate thirteen branch locations in King Couimgluding Seattle, Bellevue and Redmond. King @guwhich is Washington’s most
highly populated county at close to 2 million resits, is a market that has significant growth piiaéfor our Company and will play a key role in
our expansion strategy in the future. At June 8@,12we ranked 18in our share of the King County deposit marketmpraximately 1%,
however, we continue to make inroads within thiskeathrough the strategic expansion of our bank&agm. The north King County economy is
primarily made up of the aerospace, constructiompmuter software and biotechnology industries. B#libhg County, with its close proximity to
Pierce County, is considered a natural extensiauofprimary market area. The economy of south Koginty is primarily comprised of
residential communities supported by light indudtnietail, aerospace and distributing and wareinguisdustries.

Some other market areas served by the Companydim@owlitz County where we rank first, or 3% in deposit market share, operating
two branch locations; and Kitsap County, where werate 6 branches with 8¢%of the deposit market share. We also have locatioAslams,
Clallam, Clark, Jefferson, Klickitat, Spokane, Téton, Whitman and Yakima counties where we opévabebranch offices in each county, and
Asotin, Benton, Franklin, Grant, Mason, Snohom&kagit, Walla Walla and Whatcom Counties where perate one branch in each county.

Oregon: With the acquisition of Columbia River Bank in dany 2010, we significantly expanded our markeaanevestern Oregon, and
entered the eastern Oregon market area, bringingptal to 25 branch locations in the state. Oregmmties include Clackamas, Clatsop,
Deschutes, Hood River, Jefferson, Marion, MultnopEhamook, Umatilla, Wasco and Yamhill. Columbinks fifteentHin total deposit
market share in Oregon. We are fitin deposit market share in Hood River, Jeffersowl, \&Wasco counties, and second or 28% the deposit
market share in Clatsop county. Oregon market greasde a significant opportunity for expansiorthe future.

Source: FDIC Annual Summary of Deposit Report agusfe 30, 2011.
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Employees

As of December 31, 2011 the Company and its bardithgidiary employed approximately 1,256 full-tiesguivalent employees,
significantly up from the 1,092 at December 31,20&e value our employees and pride ourselves oviging a professional work environment
accompanied by comprehensive benefit programs. i/e@anmitted to providing flexible and value-addexhefits to our employees through a
“Total Compensation Philosophy” which incorporadédiscompensation and benefits. Our continued comriit to employees contributed to
Columbia Bank being again awarded oné&efttle Business Magazind80 Best Companies to Work For 2011 and desigmatedf thePuget
Sound Business Journal®#/ashington’s Best Workplaces 2011".

Available Information

We file annual reports on Form 10-K, quarterly iepon Form 10-Q, periodic reports on Form 8-K xyretatements and other information
with the United States Securities and Exchange Cissian (“SEC”). The public may obtain copies ofsheeports and any amendments at the
SEC'’s Internet siteyww.sec.gov

Additionally, reports filed with the SEC can beaibed through our website atvw.columbiabank.comThese reports are available throt
our website as soon as reasonably practicabletafigrare filed electronically with the SEC. Infation contained on our website is not intended
to be incorporated by reference into this report.

Supervision and Regulation

The following discussion provides an overview oftaim elements of the extensive regulatory framédwvapplicable to the Company and
Columbia State Bank, which operates under the n&@o&gnbia State Bank in Washington, and Columbé&eSBank and Bank of Astoria in
Oregon (collectively, referred to herein as “ColianBank”). This regulatory framework is primarilgsigned for the protection of depositors,
federal deposit insurance funds and the bankingsyas a whole, rather than specifically for thetgetion of shareholders. Due to the breadth
and growth of this regulatory framework, our cagtsompliance continue to increase in order to nwrand satisfy these requirements.

To the extent that this section describes statidad/regulatory provisions, it is qualified by nefiece to those provisions. These statutes and
regulations, as well as related policies, are suligechange by Congress, state legislatures atetdband state regulators. Changes in statutes,
regulations or regulatory policies applicable toinsluding the interpretation or implementatioertof, could have a material effect on our
business or operations. In light of the recentrfmal crisis, numerous changes to the statutesjatgns or regulatory policies applicable to us
have been made or proposed. The full extent tolwtiese changes will impact our business is nokiyetvn. However, our continued efforts to
monitor and comply with new regulatory requiremeads to the complexity and cost of our business.

Federal Bank Holding Company Regulation

General . The Company is a bank holding company as defiméide Bank Holding Company Act of 1956, as amendBH#CA”), and is
therefore subject to regulation, supervision areh@ration by the Federal Reserve. In general, tHEB limits the business of bank holding
companies to owning or controlling banks and enggdgi other activities closely related to bankifige Company must file reports with and
provide the Federal Reserve such additional inftionaas it may require. Under the Financial SersiBdernization Act of 1999, a bank holdi
company may apply to the Federal Reserve to beeofimancial holding company, and thereby engage¢ty or through a subsidiary) in certain
expanded activities deemed financial in natureh @igcsecurities and insurance underwriting.

Holding Company Bank Ownership . The BHCA requires every bank holding companytitam the prior approval of the Federal Reserve
before (i) acquiring, directly or indirectly, owrsdnip or control of any voting shares of anotherkbanbank holding company if, after such
acquisition, it would own or control more than 5%sach shares; (ii) acquiring all or substantialllyof the assets of another bank or bank holding
company; or (iii) merging or consolidating with @her bank holding company.

Holding Company Control of Nonbanks. With some exceptions, the BHCA also prohibits aldlamlding company from acquiring or
retaining direct or indirect ownership or contréheore than 5% of the voting shares of any compahigh is not a bank or bank holding
company, or from engaging directly or indirectlyactivities other than those of banking, managingamtrolling banks, or providing services for
its subsidiaries. The principal exceptions to thasdibitions involve certain nobank activities that, by statute or by Federal Resesgulation ¢
order, have been identified as activities closelgted to the business of banking or of managingpatrolling banks.

6
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Transactions with Affiliates. Subsidiary banks of a bank holding company abgestito restrictions imposed by the Federal Reséwmt on
extensions of credit to the holding company ositbsidiaries, on investments in their securitied@mthe use of their securities as collateral for
loans to any borrower. These regulations and otistnis may limit the Company's ability to obtaiméls from Columbia Bank for its cash needs,
including funds for payment of dividends, interastl operational expenses.

Tying Arrangements . We are prohibited from engaging in certainitie@rrangements in connection with any extensiocredit, sale or lea:
of property or furnishing of services. For exampléh certain exceptions, neither the Company tosubsidiaries may condition an extension of
credit to a customer on either (i) a requiremeat the customer obtain additional services provioeds; or (ii) an agreement by the customer to
refrain from obtaining other services from a contpet

Support of Subsidiary Banks . Under Federal Reserve policy and the Dodd-Fraak Btreet Reform and Consumer Protection Act (“6od
Frank Act”), the Company is expected to act asuacmof financial and managerial strength to ColinBank. This means that the Company is
required to commit, as necessary, resources toosu@plumbia Bank. Any capital loans a bank holdoagnpany makes to its subsidiary banks
subordinate to deposits and to certain other irethigiss of those subsidiary banks.

State Law Restrictions . As a Washington corporation, the Company is sligecertain limitations and restrictions undeplagable
Washington corporate law. For example, state latrictions in Washington include limitations andtréctions relating to indemnification of
directors, distributions to shareholders, transastinvolving directors, officers or interested r&tlders, maintenance of books, records, and
minutes, and observance of certain corporate fotiesl

Federal and State Regulation of Columbia Bank

General . The deposits of Columbia Bank, a Washington enad commercial bank with branches in Washingtah@regon, are insured
the FDIC. As a result, Columbia Bank is subjecsupervision and regulation by the Washington Depent of Financial Institutions, Division of
Banks and the FDIC. With respect to branches ofibia Bank in Oregon, the Bank is also subjecufmesvision and regulation by the Oregon
Department of Consumer and Business Services, lhasvihe FDIC. These agencies have the authariprahibit banks from engaging in what
they believe constitute unsafe or unsound bankragtjzes.

Consumer Protection . The Bank is subject to a variety of federal atadesconsumer protection laws and regulationsgbaérn its
relationship with consumers including laws and tatjons that impose certain disclosure requiremantsregulate the manner in which we take
deposits, make and collect loans, and provide at@erices. Failure to comply with these laws amlil&tions may subject the Bank to various
penalties, including but not limited to, enforceractions, injunctions, fines, civil liability, ariinal penalties, punitive damages, and the loss of
certain contractual rights.

Community Reinvestment . The Community Reinvestment Act ("CRA") of 197quées that, in connection with examinations oéfigial
institutions within their jurisdiction, the Fedeéserve or the FDIC evaluate the record of thanfiial institution in meeting the credit needs of
its local communities, including low and moderateeme neighborhoods, consistent with the safe anddsoperation of the institution. A bank's
community reinvestment record is also considerethbyapplicable banking agencies in evaluating ersrgacquisitions and applications to opt
branch or facility.

Insider Credit Transactions. Banks are also subject to certain restrictionsased by the Federal Reserve Act on extensiongedftdo
executive officers, directors, principal sharehodder any related interests of such persons. Exiesa®f credit (i) must be made on substantially
the same terms, including interest rates and esditand follow credit underwriting procedurestthee at least as stringent as those prevailing at
the time for comparable transactions with persaiiselated to the lending bank; and (ii) must mvolve more than the normal risk of repayment
or present other unfavorable features. Banks aeslbject to certain lending limits and restricti@n overdrafts to insiders. A violation of these
restrictions may result in the assessment of snbataivil monetary penalties, regulatory enforaarhactions, and other regulatory sanctions.

Regulation of Management . Federal law (i) sets forth circumstances undeckvbfficers or directors of a bank may be remobgdhe
institution's federal supervisory agency; (ii) gaaestraints on lending by a bank to its execuffieers, directors, principal shareholders, and
their related interests; and (iii) generally pratsibmanagement personnel of a bank from servirgjrastors or in other management positions of
another financial institution whose assets exceggeaified amount or which has an office withirpaafied geographic area.
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Safety and Soundness Standards . Certain non-capital safety and soundness stasdaedalso imposed upon banks. These standards cove
internal controls, information systems and intelanadit systems, loan documentation, credit undéirvgriinterest rate exposure, asset growth,
compensation, fees and benefits, such other opaedtand managerial standards as the agency datsita be appropriate, and standards for
asset quality, earnings and stock valuation. Atitirtgon that fails to meet these standards maguigect to regulatory sanctions.

Interstate Banking and Branching

The Riegle-Neal Interstate Banking and Branchinficieihcy Act of 1994 (“Interstate Act”) together thithe Dodd-Frank Act relaxed prior
interstate branching restrictions under federal bgwpermitting, subject to regulatory approvaltetand federally chartered commercial banks to
establish branches in states where the laws pbanks chartered in such states to establish branthe Interstate Act requires regulators to
consult with community organizations before pernmgftan interstate institution to close a branch low-income area. Federal banking agency
regulations prohibit banks from using their intatstbranches primarily for deposit production drelfederal banking agencies have implemented
a loan-to-deposit ratio screen to ensure compliavittethis prohibition.

Dividends

The principal source of the Company's cash is fdividends received from Columbia Bank, which arbjsct to government regulation and
limitations. Regulatory authorities may prohibinka and bank holding companies from paying divideinda manner that would constitute an
unsafe or unsound banking practice or would redoeemount of its capital below that necessary éetrminimum applicable regulatory capital
requirements. Washington law also limits a banklbta to pay dividends that are greater than thakis retained earnings without approval of the
applicable banking agency. Additionally, currenidgunce from the Federal Reserve provides, amoregy tiings, that dividends per share on the
Company's common stock generally should not exeeedings per share, measured over the previouditmat quarters.

Capital Adequacy

Regulatory Capital Guidelines. Federal bank regulatory agencies use capitalisdgoguidelines in the examination and regulatibbamk
holding companies and banks. The guidelines as&-based,” meaning that they are designed to majiiat requirements more sensitive to
differences in risk profiles among banks and bawlkihng companies.

Tier | and Tier Il Capital . Under the guidelines, an institution's capitalilgded into two broad categories, Tier | capaat Tier Il capital.
Tier | capital generally consists of common stodkkes' equity (including surplus and undivided ps)f qualifying non-cumulative perpetual
preferred stock, and qualified minority interestshie equity accounts of consolidated subsidiafies. | capital generally excludes goodwill and
intangible assets, net unrealized gains and la@sevailable for sale securities and accumulatédaias and losses on cash flow hedges. Tier
capital generally consists of the allowance fonlt@sses, hybrid capital instruments and qualifygogordinated debt. The sum of Tier | capital
and Tier Il capital represents an institution'statpital. The guidelines require that at lea$b5if an institution's total capital consist of Tier
capital.

Risk-based Capital Ratios. The adequacy of an institution's capital is gaugiemarily with reference to the institution'skigeighted asset
The guidelines assign risk weightings to an insttus assets in an effort to quantify the relatig& of each asset and to determine the minimum
capital required to support that risk. An institutls risk-weighted assets are then compared \githiér | capital and total capital to arrive atiarT
| risk-based ratio and a total risk-based ratispeetively. The guidelines provide that an insiiuitmust have a minimum Tier | risk-based ratio of
4% and a minimum total risk-based ratio of 8%.

Leverage Ratio . The guidelines also employ a leverage ratio, tviigcTier | capital as a percentage of average asisets, less intangibles.
The principal objective of the leverage ratio ictmstrain the maximum degree to which a bank hgldompany may leverage its equity capital
base. The minimum leverage ratio is 3%; howeveralidbut the most highly rated bank holding comparand for bank holding companies
seeking to expand, regulators expect an additiomsthion of at least 1% to 2%.

Prompt Corrective Action . Under the guidelines, an institution is assigteedne of five capital categories depending onatal risk-based
capital ratio, Tier | risk-based capital ratio, daderage ratio, together with certain subjectaetdrs. The categories range from “well capitalized
to “critically undercapitalized.” Institutions thate “undercapitalized” or lower are subject tataiermandatory supervisory corrective actions. At
each successively lower capital category, an imshesk is subject to increased restrictions onpirations. During these challenging economic
times, the federal banking regulators have actieefiprced these provisions.
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Regulatory Oversight and Examination

The Federal Reserve conducts periodic inspectibbark holding companies, which are performed lootbite and offsite. The supervisory
objectives of the inspection program are to asteviaether the financial strength of the bank haddcompany is being maintained on an ongoing
basis and to determine the effects or consequaidesnsactions between a holding company or itslo@nking subsidiaries and its subsidiary
banks. For holding companies under $10 billionsseds, the inspection type and frequency variesrilipg on asset size, complexity of the
organization, and the holding company's ratingsaliaist inspection.

Banks are subject to periodic examinations by themary regulators. Bank examinations have evolvenh reliance on transaction testing
in assessing a bank's condition to a risk-focuggdaach. These examinations are extensive and tloeemntire breadth of operations of the bank.
Generally, safety and soundness examinations actan 18-month cycle for banks under $500 milliomatal assets that are well capitalized and
without regulatory issues, and f#nths otherwise. Examinations alternate betweeffetieral and state bank regulatory agency or meyran
combined schedule. The frequency of consumer camgdi and CRA examinations is linked to the sizéhefinstitution and its compliance and
CRA ratings at its most recent examinations. Howethree examination authority of the Federal Resan the FDIC allows them to examine
supervised banks as frequently as deemed necdsssey on the condition of the bank or as a re§akdain triggering events.

Corporate Governance and Accounting

Sarbanes-Oxley Act of 2002 . The Sarbanes-Oxley Act of 2002 (the “Actitjdresses, among other things, corporate governaad#ing an
accounting, enhanced and timely disclosure of aatedanformation, and penalties for non-compliar@enerally, the Act (i) requires chief
executive officers and chief financial officersdertify to the accuracy of periodic reports filedtwthe SEC; (ii) imposes specific and enhanced
corporate disclosure requirements; (iii) acceler#te time frame for reporting of insider transasi and periodic disclosures by public
companies; (iv) requires companies to adopt andatie information about corporate governance pestiincluding whether or not they have
adopted a code of ethics for senior financial efficand whether the audit committee includes at l@ae “audit committee financial expert;” and
(v) requires the SEC, based on certain enumeratgdrs, to regularly and systematically review coge filings.

Anti-terrorism

USA Patriot Act of 2001 . The Uniting and Strengthening America by Providikppropriate Tools Required to Intercept and Qlastr
Terrorism Act of 2001, intended to combat terrorisvas renewed with certain amendments in 2006“Ragriot Act”). The Patriot Act, in
relevant part, (i) prohibits banks from providingriespondent accounts directly to foreign shellksafii) imposes due diligence requirements on
banks opening or holding accounts for foreign firiahinstitutions or wealthy foreign individualsiiX requires financial institutions to establish
anti-moneylaundering compliance program; and (iv) eliminated liability for persons who file suspicious agty reports. The Act also includs
provisions providing the government with powerngdstigate terrorism, including expanded governmaeness to bank account records.

Financial Services Modernization

Gramm-Leach-Bliley Act of 1999 . The Gramm-Leach-Bliley Financial Services Modeation Act of 1999 brought about significant
changes to the laws affecting banks and bank hgidimpanies. Generally, the Act (i) repeals histdriestrictions on preventing banks from
affiliating with securities firms; (ii) providesaniform framework for the activities of banks, say$ institutions and their holding companies; (iii)
broadens the activities that may be conducted bipmal banks and banking subsidiaries of bank Imgidiompanies; (iv) provides an enhanced
framework for protecting the privacy of consumeoimation and requires notification to consumerbafik privacy policies; and (v) addresses a
variety of other legal and regulatory issues affecboth day-to-day operations and long-term aiéigiof financial institutions. Bank holding
companies that qualify and elect to become findiimlding companies can engage in a wider variéfynancial activities than permitted under
previous law, particularly with respect to insurarand securities underwriting activities.

The Emergency Economic Stabilization Act of 2008

Emergency Economic Stabilization Act of 2008 . In response to market turmoil and financial aiaéfecting the overall banking system and
financial markets in the United States, the Emecgdtconomic Stabilization Act of 2008 (“EESA”) wasacted on October 3, 2008. EESA
provides the United States Department of the Trgadhie “Treasury”) with broad authority to implentecertain actions intended to help restore
stability and liquidity to the U.S. financial matke
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Troubled Asset Relief Program . Under the EESA, the Treasury has authority, anathgr things, to purchase up to $700 billion inrtgage
loans, mortgage-related securities and certairr dith@ncial instruments, including debt and equiggurities issued by financial institutions
pursuant to the Troubled Asset Relief Program (“PAR The purpose of TARP is to restore confidenoe stability to the U.S. banking system
and to encourage financial institutions to incrdaseling to customers and to each other. PursoahetEESA, the Treasury was initially
authorized to use $350 billion for TARP. Of this@mt, the Treasury allocated $250 billion to theRFACapital Purchase Program (“CPP”),
which funds were used to purchase preferred stack fualifying financial institutions. The Compaapplied for and received approximately ¢
million in the CPP. Due to its capital position, Angust 11, 2010, the Company redeemed all ofGt898 outstanding shares of preferred stock,
originally issued to the Treasury for a total regéion price of $77.8 million, consisting of $76.9llion in principal and $918,504 in accrued and
unpaid dividends. On September 1, 2010, the Compgmyrchased the common stock warrant issued térdesury for $3.3 million. The warrant
repurchase, together with the Company's redempiidmugust 2010 of the entire amount of the prefé@stock, represents full repayment of all
TARP obligations and cancellation of all equityeirgsts in the Company held by the Treasury.

Temporary Liquidity Guarantee Program . Another program established pursuant to the EESBAe Temporary Liquidity Guarantee
Program (“TLGP”), which (i) removed the limit on KD deposit insurance coverage for non-interestibgdransaction accounts through
December 31, 2009, and (ii) provided FDIC backiogdertain types of senior unsecured debt issumd Dctober 14, 2008 through June 30,
2009. The end-date for issuing senior unsecuretiwab later extended to October 31, 2009 and tHE R0 extended the Transaction Account
Guarantee portion of the TLGP through Decembe810. In November 2010, the FDIC issued a fina tolimplement provisions of the Dodd-
Frank Act that provides for temporary unlimited ecage for non-interest-bearing transaction accodths separate coverage for non-interest-
bearing transaction accounts became effective aember 31, 2010 and terminates on December 31, 2012

Deposit Insurance

The Bank's deposits are insured under the Fedead$§it Insurance Act, up to the maximum applicéibiés and are subject to deposit
insurance assessments designed to tie what bapKemdeposit insurance more closely to the risley/tpose. The Bank has prepaid its quarterly
deposit insurance assessments for 2012 pursuapptwable FDIC regulations. In February 2011,FBEC approved new rules to, among other
things, change the assessment base from one baskdnestic deposits (as it has been since 193&)ddased on assets (average consolidated
total assets minus average tangible equity). Sime@ew assessment base is larger than the basender prior regulations, the rules also lower
assessment rates, so that the total amount of uevasilected by the FDIC from the industry is ngh#ficantly altered. The rules also revise the
deposit insurance assessment system for largecfadanstitutions, defined as institutions withleast $10 billion in assets. The rules revise the
assessment rate schedule, effective April 1, 28td ,adopt additional rate schedules that will go effect when the Deposit Insurance Fund
reserve ratio reaches various milestones. The Dwddk Act requires the FDIC to increase the resemtie of the Deposit Insurance Fund from
1.15% to 1.35% of insured deposits by 2020 andiedites the requirement that the FDIC pay dividetlndasured depository institutions when
reserve ratio exceeds certain thresholds.

Insurance of Deposit Accounts. The EESA included a provision for a temporary imsefrom $100,000 to $250,000 per depositor in si¢
insurance effective October 3, 2008 through Decer@he2010. On May 20, 2009, the temporary increeae extended through December 31,
2013. The Dodd-rank Act permanently raises the current standaximmum deposit insurance amount to $250,000. ThkCRilsurance coverag
limit applies per depositor, per insured deposifostitution for each account ownership categofySE also temporarily raised the limit on
federal deposit insurance coverage to an unlingtadunt for non-interest or low-interest bearing dathdeposits. Pursuant to the Dodd-Frank
Act, unlimited coverage for non-interest transat@ecounts will continue until December 31, 2012.

Recent Legislation

Dodd-Frank Wall Street Reform and Consumer Protection Act . As a result of the recent financial crises, oy 21, 2010 the Dodd-Frank
Act was signed into law. The Dodd-Frank Act is eotpd to have a broad impact on the financial sesvindustry, including significant regulatory
and compliance changes and changes to corporatgrgmce matters affecting public companies. Nadfathe regulations implementing these
changes have been promulgated. As a result, weotdetermine the full impact on our business aretations at this time. However, the Dodd-
Frank Act is expected to have a significant impatbur business operations as its provisions téfkete Some of the provisions of the Dodd-
Frank Act that may impact our business are summdirizelow.

Holding Company Capital Requirements. Under the Dodd-Frank Act, trust preferred se@siwill be excluded from the Tier 1 capital of a
bank holding company between $500 million and $illbb in assets unless such securities were isguied to May 19, 2010.
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Corporate Governance . The Dodd-Frank Act requires publicly traded comipa to provide their shareholders with (i) a namding
shareholder vote on executive compensation, (iprabinding shareholder vote on the frequency ohsuote, (iii) disclosure of “golden
parachute” arrangements in connection with spetifleange in control transactions, and (iv) a nardinig shareholder vote on golden parachute
arrangements in connection with these change itra@ldnansactions. Except with respect to “smaltggorting companies” and participants in the
CPP, the new rules applied to proxy statementsimgléo annual meetings of shareholders held dfieuary 20, 2011. “Smaller reporting
companies,” those with a public float of less t§a® million, are required to include the non-birglshareholder votes on executive compensation
and the frequency thereof in proxy statementsirglab annual meetings occurring on or after Jan@ar 2013.

Prohibition Against Charter Conversions of Troubled I nstitutions . The Dodd-Frank Act generally prohibits a depaygitastitution from
converting from a state to federal charter, or wieesa, while it is the subject to an enforcemetiba unless the bank seeks prior approval fror
regulator and complies with specified proceduresrsure compliance with the enforcement action.

Debit Card Interchange Fees . The Dodd-Frank Act requires the amount of any gitange fee charged by a debit card issuer witremgp
a debit card transaction to be reasonable and piopal to the cost incurred by the issuer. WHile testrictions on interchange fees do not apply
to banks that, together with their affiliates, hagsets of less than $10 billion, the rule coufdafthe competitiveness of debit cards issued by
smaller banks.

Consumer Financial Protection Bureau . The Dodd-Frank Act creates a new, independemréadgency called the Consumer Financial
Protection Bureau (“CFPBWithin the Federal Reserve Board. The CFPB haadrolemaking, supervision and enforcement authéoita wide
range of consumer protection laws applicable tdkbamd thrifts with greater than $10 billion inetss Smaller institutions are subject to certain
rules promulgated by the CFPB but will continudéexamined and supervised by their federal banid@gglators for compliance purposes.

Repeal of Demand Deposit | nterest Prohibition . The Dodd-Frank Act repeals the federal prohibgion the payment of interest on demand
deposits, thereby permitting depository institutida pay interest on business transaction and atwunts.

American Recovery and Reinvestment Act of 2009 . On February 17, 2009 the American Recovery aridu@stment Act of 2009 (“ARRA’
was signed into law. ARRA was intended to help state the economy through a combination of tax ants spending provisions applicable to a
broad range of areas with an estimated cost oft#%80 billion. Among other things, ARRA authorizétet U.S. Small Business Administration
(“SBA") to increase the level of the SBA's guarafty eligible loans to 90 percent. The increasedrgaty percentage continued until available
funding was exhausted on January 3, 2011. ARRAmBde temporary changes, which expired on DeceBthe2010, to federal law that
expanded the capability of banks to purchase taxngxt debt.

Overdrafts. On November 17, 2009, the Board of Governors oFRbderal Reserve System promulgated the Electfamid Transfer rule
with an effective date of January 19, 2010 and adatory compliance date of July 1, 2010. The rwleich applies to all FDIC-regulated
institutions, prohibits financial institutions froassessing an overdraft fee for paying automatkx teachine (ATM) and one-time point-of-sale
debit card transactions, unless the customer adficmly opts in to the overdraft service for thdgees of transactions. The opt-in provision
establishes requirements for clear disclosurees nd terms of overdraft services for ATM and time debit card transactions.

Proposed Legislation

General . Proposed legislation is introduced in almost g¥egislative session. Certain of such legislatonld dramatically affect the
regulation of the banking industry. We cannot peediany such legislation will be adopted or ifstadopted how it would affect the business of
Columbia Bank or the Company. Past history has detnated that new legislation or changes to exjdtiws or regulations usually results in a
greater compliance burden and therefore generadheases the cost of doing business.

Possible Changes to Capital Requirements Resulting from Basdl |11 . Basel Il updates and revises significantly therent international
bank capital accords (so-called “Basel I” and “BdB¥ Basel Il is intended to be implemented by paratipg countries for large, internatione
active banks. However, standards consistent wigeB#l will be formally implemented in the Unitestates through a series of regulations, some
of which may apply to other banks. Among other d@isinBasel Il creates “Tier 1 common equity,” a meeasure of regulatory capital closer to
pure tangible common equity than the present Tigefinition. Basel Il also increases minimum caprtatios. For the new concept of Tier 1
common equity, the minimum ratio is 4.5 percentisif weighted assets. For Tier 1 and total cagiitalBasel Ill minimums are 6 percent and 8
percent respectively. Capital buffers comprisingnomon equity equal to 2.5 percent of risk-weighteskeds are added to each of these minimums
to enable banks to absorb losses during a stresser while remaining above their
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regulatory minimum ratios. The Company cannot pttie extent to which Basel 1l will be adopted ibadopted, how it will apply to us.

Effects of Government Monetary Policy

Our earnings and growth are affected not only byegal economic conditions, but also by the fiscal monetary policies of the federal
government, particularly the Federal Reserve. TdaeFal Reserve implements national monetary pédicguch purposes as curbing inflation and
combating recession, but its open market operatiohkS. government securities, control of the distt rate applicable to borrowings from the
Federal Reserve, and establishment of reserveresgents against certain deposits, influence therirof bank loans, investments and deposits,
and also affect interest rates charged on loapsidron deposits. The nature and impact of futhenges in monetary policies and their impact on
us cannot be predicted with certainty.

ITEM 1A. RISK FACTORS

Our business exposes us to certain risks. Theviolpis a discussion of what we currently believe the most significant risks and
uncertainties that may affect our business, firelrmmndition and future results.

A protracted slow or fragile economic recovery cou adversely affect our future results of operation®r market price of our stock.

The national and global economy and the finan@alises sector in particular continue to face digant challenges. We cannot accurately
predict how quickly or strongly the economy wiltayer from the recent recession, which has adwensglacted the markets we serve. The U.S.
economy has also experienced substantial volatilithe financial markets. Any further deterioratio the economies of the nation as a whole or
in our markets would have an adverse effect, whalld be material, on our business, financial ctowlj results of operations and prospects, and
could also cause the market price of our stockewide. While it is impossible to predict how loadverse economic conditions may exist, a slow
or fragile recovery could continue to present rikssome time for the industry and our company.

Economic conditions in the market areas we serve mgacontinue to adversely impact our earnings and cdd increase our credit risk
associated with our loan portfolio and the value obur investment portfolio.

Substantially all of our loans are to businessekiadividuals in Washington and Oregon, and a cmitig decline in the economies of these
market areas could have a material adverse effeotiobusiness, financial condition, results ofratiens and prospects. Housing prices have
declined and unemployment is a continued conceboih Washington and Oregon. A further deterioratiothe market areas we serve could
result in the following consequences, any of whiohld have an adverse impact, which could be nafem our business, financial condition,
results of operations and prospects:

. commercial and consumer loan delinquencies magase
. problem assets and foreclosures may incr

. collateral for loans made may decline furthevatue, in turn reducing customers’ borrowing poweducing the value of assets
and collateral associated with existing loans;

. certain securities within our investment poiitiatould become other than temporarily impaireduigng a write-down through
earnings to fair value, thereby reducing equity;

. low cost or norinterest bearing deposits may decrease
. demand for our loan and other products and servitesdecreas

Our loan portfolio mix, which has a concentration @ loans secured by real estate, could result in ineased credit risk in a challenging
economy.

Our loan portfolio is concentrated in commerciallrestate and commercial business loans. Thess tffjeans generally are viewed as
having more risk of default than residential resthée loans or certain other types of loans ordtmaents. In fact, the FDIC has issued
pronouncements alerting banks of its concern abeaty loan concentrations. Because our loan p@téointains commercial real estate and
commercial business loans with relatively largeahaés, the deterioration of one or a few of theaad may cause a significant increase in our
non-performing loans. An increase in non-performans could result in a loss of earnings from ¢hesns, an increase in the provision for loan
losses, or an increase in loan charge-offs, anyhi¢h could have a material adverse impact on esults of operations and financial condition.

A further downturn in the economies or real estatees in the markets we serve could have a mhtahieerse effect on both borrowers’
ability to repay their loans and the value of thal property securing such loans. Our ability worer on defaulted loans would then be
diminished, and we would be more likely to sufi@sdes on defaulted loans.
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Our Allowance for Loan and Lease Losses (“ALLL") may not be adequate to cover future loan losses, whicould adversely affect
earnings.

We maintain an ALLL in an amount that we believadequate to provide for losses inherent in oun fmartfolio. While we strive to
carefully monitor credit quality and to identifydons that may become non-performing, at any timestaee loans in the portfolio that could result
in losses, but that have not been identified asperforming or potential problem loans. We canr®shre that we will be able to identify
deteriorating loans before they become non-perfognassets, or that we will be able to limit losseghose loans that have been identified.
Additionally, the process for determining the ALkéquires different, subjective and complex judgreeitout the future impact from current
economic conditions that might impair the abilifyborrowers to repay their loans. As a result, fatsignificant increases to the ALLL may be
necessary.

Future increases to the ALLL may be required basedhanges in the composition of the loans conmittie portfolio, deteriorating values
in underlying collateral (most of which consistsreél estate) and changes in the financial comditicborrowers, such as may result from changes
in economic conditions, or as a result of actualrel events differing from assumptions used by rgameent in determining the ALLL.

Additionally, banking regulators, as an integrattyd their supervisory function, periodically rew our ALLL. These regulatory agencies may
require us to increase the ALLL. Any increase ia &LLL would have an adverse effect, which couldnegterial, on our financial condition and
results of operations.

Nonperforming assets take significant time to resek and adversely affect our results of operationsral financial condition.

Our nonperforming assets adversely affect ourmmime in various ways. Until economic and markeiditions improve to pre-recession
levels, we expect to continue to incur additiomaisks relating to elevated levels of nonperfornoags. We do not record interest income on
nonaccrual loans, thereby adversely affecting ncomine, and increasing loan administration costsefssacquired by foreclosure or similar
proceedings are recorded at the lower of carryadgevor fair value less estimated costs to sekk Vdduation of these foreclosed assets is
periodically updated and resulting losses, if amg, charged to earnings in the period in which treyidentified. An increase in the level of
nonperforming assets also increases our risk prafid may impact the capital levels our reguladbetieve is appropriate in light of such risks."
utilize various techniques such as loan sales, @dsgk and restructurings to manage our problentad3ecreases in the value of these problem
assets, the underlying collateral, or in the boemiperformance or financial condition, could achedy affect our business, results of operations
and financial condition. In addition, the resolatiof nonperforming assets requires significant catments of time from management and staff,
which can be detrimental to performance of thdieotresponsibilities. We may experience furtheraases in nonperforming loans in the future.

Our acquisitions and the integration of acquired bisinesses may not result in all of the benefits astpated, and future acquisitions may be
dilutive to current shareholders.

We have in the past and may in the future seekdw g@ur business by acquiring other businesses a@quisitions may not have the
anticipated positive results, including resultatielg to: correctly assessing the asset qualith@fassets being acquired; the total cost of
integration including management attention andueses; the time required to complete the integnasiaccessfully; the amount of longer-term
cost savings; being able to profitably deploy fuadguired in an acquisition; or the overall perfance of the combined entity.

We also may encounter difficulties in obtaininguigd regulatory approvals and unexpected continligilities can arise from the
businesses we acquire. Integration of an acquiusthbss can be complex and costly, sometimes imgumbmbining relevant accounting and ¢
processing systems and management controls, agsvelanaging relevant relationships with employel@mts, suppliers and other business
partners. Integration efforts could divert managenagtention and resources, which could adverdédgctour operations or results.

Given the continued market volatility and uncergimotwithstanding our loss-sharing arrangemeritis the FDIC, we may continue to
experience increased credit costs or need to @di¢i@nal markdowns and allowances for loan lossethe assets and loans acquired that could
adversely affect our financial condition and reswoit operations in the future.

We may also experience difficulties in complyingiwtihe technical requirements of our loss-shargrg@ments with the FDIC, which could
result in some assets which we acquire in FDICstsditransactions losing their coverage under agobements. As our integration efforts
continue in connection with these transactionseiotimanticipated costs, including the diversiopefsonnel, or losses, may be incurred.

Acquisitions may also result in business disrupitivat cause us to lose customers or cause custéonexmove their accounts from us and
move their business to competing financial instins. It is possible that the integration procedated
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to acquisitions could result in the disruption af @ngoing businesses or inconsistencies in stasdaontrols, procedures and policies that could
adversely affect our ability to maintain relatioipshwith clients, customers, depositors and emm@sy&he loss of key employees in connection
with an acquisition could adversely affect our ipilo successfully conduct our business.

We may engage in future acquisitions involving igsiance of additional common stock and/or casly. sueh acquisitions and related
issuances of stock may have a dilutive effect aniegs per share and the percentage ownershipr@rtushareholders. The use of cash as
consideration in any such acquisitions could impartcapital position and may require us to raddittoonal capital.

Furthermore, notwithstanding our recent acquisgtjome cannot provide any assurance as to the extevitich we can continue to grow
through acquisitions as this will depend on thelabdity of prospective target opportunities alwations we find attractive and the competition
for such opportunities from other parties.

Our decisions regarding the fair value of assets gaired, including the FDIC loss-sharing assets, cadd be inaccurate, which could
materially and adversely affect our business, finacial condition, results of operations, and future pospects.

Management makes various assumptions and judgrabatg the collectability of the acquired loans)uéng the creditworthiness of
borrowers and the value of the real estate and asets serving as collateral for the repaymeseéofired loans. In FDIC-assisted acquisitions
that include loss-sharing agreements, we may rezdods-sharing asset that we consider adequatestirb the indemnified portion of future
losses which may occur in the acquired loan paafdihe FDIC loss-sharing asset is accounted fahersame basis as the related acquired loans
and OREO and primarily represents the present \@ltiee cash flows the Company expects to collexhfthe FDIC under the loss-sharing
agreements.

If our assumptions are incorrect, significant eagsivolatility can occur and the balance of the Eiss-sharing asset may at any time be
insufficient to cover future loan losses, and dréalis provisions may be needed to respond tordifteeconomic conditions or adverse
developments in the acquired loan portfolio. Angréase in future loan losses could have a matsdisdrse effect on our operating results.

Our profitability measures could be adversely affeted if we are unable to effectively deploy the cafal we raised in 2010.

We may use the net proceeds of our capital raisgtaied in May 2010 for selective acquisitions timetet our disciplined acquisition
criteria, to fund internal growth, or for generakgorate purposes. Although we are periodicallyagregl in discussions with potential acquisition
candidates, we are not currently a party to anghmse or merger agreement. There can be no assubatave will be able to negotiate future
acquisitions on terms acceptable to us. Investiegptoceeds of our 2010 capital raise until weadte to deploy the proceeds will provide lower
margins than we generally earn on loans, potentallersely impacting shareholder returns, inclgdiarnings per share, net interest margin,
return on assets and return on equity.

If the goodwill we have recorded in connection wittacquisitions becomes impaired, it could have an &drse impact on our earnings and
capital.

Accounting standards require that we account fqueitions using the acquisition method of accaumtiUnder acquisition accounting, if 1
purchase price of an acquired company exceedsithediue of its net assets, the excess is caameithe acquirer’s balance sheet as goodwill. In
accordance with generally accepted accounting iples;, our goodwill is evaluated for impairmentam annual basis or more frequently if events
or circumstances indicate that a potential impanteists. Such evaluation may be based on a yafdactors, including the quoted price of our
common stock, market prices of common stock of oitlamking organizations, common stock trading mlés, discounted cash flows, and data
from comparable acquisitions. Future evaluationgazfdwill may result in impairment and ensuing exitown, which could be material, resulting
in an adverse impact on our earnings and capital.

Fluctuating interest rates could adversely affectar business.

Significant increases in market interest ratesoams$, or the perception that an increase may ocould adversely affect both our ability to
originate new loans and our ability to grow. Corsedy, decreases in interest rates could resul imcaeleration of loan prepayments. An increase
in market interest rates could also adversely affe ability of our floating-rate borrowers to méeeir higher payment obligations. If this
occurred, it could cause an increase in nonperfugrassets and charge offs, which could adversédgtadur business.

Further, our profitability is dependent to a lamgegent upon net interest income, which is the diffee (or “spread”) between the interest
earned on loans, securities and other interestirgpassets and the interest paid on deposits, Wworgs,
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and other interest-bearing liabilities. Becausthefdifferences in maturities and repricing chaggstics of our interest-earning assets and interes
bearing liabilities, changes in interest rates dbproduce equivalent changes in interest incomeegbon interest-earning assets and interest paid
on interestearing liabilities. Accordingly, fluctuations interest rates could adversely affect our intersst spread, and, in turn, our profitabil

The FDIC has increased insurance premiums to resterand maintain the federal deposit insurance fundyhich has increased our costs
and could adversely affect our business.

In 2009, the FDIC imposed a special deposit intgassessment of five basis points on all insursiitutions, and also required insured
institutions to prepay estimated quarterly riskdzshassessments through 2012.

The Dodd-Frank Act established 1.35% as the minindeposit insurance fund reserve ratio. The FDICdedsrmined that the fund reserve
ratio should be 2.0% and has adopted a plan unidiehvit will meet the statutory minimum fund resematio of 1.35% by the statutory deadline
of September 30, 2020. The Dodd-Frank Act requhies=DIC to offset the effect on institutions wihsets less than $10 billion of the increase in
the statutory minimum fund reserve ratio to 1.3%&6T the former statutory minimum of 1.15%.

Effective April 1, 2011, the FDIC implemented chardo the assessment rules resulting from the Boddk Act. The adopted regulations:
(1) modify the definition of an institution’s depbssurance assessment base; (2) alter certairstmaignts to the assessment rates; (3) revise the
assessment rate schedules in light of the newsreses base and altered adjustments; and (4) préwmidbe automatic adjustment of the
assessment rates in the future when the reseieeeaches certain milestones. These rule chamyesdbly impacted the Company's results of
operations in 2011 by approximately $1.0 milliorntlas assessment rates, though applied to a lasgesament base, were lower than rates in priot
periods.

Despite the FDIC'’s actions to restore the depasitiiance fund, the fund will suffer additional lessn the future due to failures of insured
institutions. There may be additional significaepdsit insurance premium increases, special assess@r prepayments in order to restore the
insurance fund’s reserve ratio. Any significantrpiem increases or special assessments could haatesial adverse effect on the Company’s
financial condition and results of operations.

We operate in a highly regulated environment and canges of or increases in, or supervisory enforcemeaf, banking or other laws and
regulations or governmental fiscal or monetary pokies could adversely affect us.

We are subject to extensive regulation, superviaimh examination by federal and state banking aitith& In addition, as a publicly-traded
company, we are subject to regulation by the Seesrand Exchange Commission. Any change in aggkcagulations or federal, state or local
legislation or in policies or interpretations oguéatory approaches to compliance and enforcenmaume tax laws and accounting principles
could have a substantial impact on us and our tipag Changes in laws and regulations may alseease our expenses by imposing additional
fees or taxes or restrictions on our operationglif@hal legislation and regulations that couldrsiigantly affect our powers, authority and
operations may be enacted or adopted in the fuldrish could have a material adverse effect onfimancial condition and results of operations.
Failure to appropriately comply with any such lavegjulations or principles could result in sancsidny regulatory agencies or damage to our
reputation, all of which could adversely affect buisiness, financial condition or results of operst.

In that regard, the Dodd-Frank Wall Street Reforrd €onsumer Protection Act was enacted in July 28ifong other provisions, the
legislation (i) created a new Bureau of Consumaghg¢ial Protection with broad powers to regulatesconer financial products such as credit
cards and mortgages, (ii) created a Financial Btafiversight Council comprised of the heads dfestregulatory agencies, (iii) will lead to new
capital requirements from federal banking agendiesplaces new limits on electronic debit carteichange fees and (v) requires the Securities
and Exchange Commission and national stock exclsaiogedopt significant new corporate governanceexedutive compensation reforms. The
new legislation and regulations are expected teease the overall costs of regulatory compliance.

Further, regulators have significant discretion anthority to prevent or remedy unsafe or unsouadtires or violations of laws or
regulations by financial institutions and holdirgmpanies in the performance of their superviso emforcement duties. Recently, these powers
have been utilized more frequently due to the serimational, regional and local economic conditimesare facing. The exercise of regulatory
authority may have a negative impact on our finanobndition and results of operations. Additiopatiur business is affected significantly by the
fiscal and monetary policies of the U.S. federalegament and its agencies, including the FederatRe Board.

We cannot accurately predict the full effects afenat legislation or the various other governmemtgulatory, monetary and fiscal initiatives
which have been and may be enacted on the finam@igdets, on the Company and on the Bank. The tamdsosts of these activities, or any
worsening of current financial market and econooaicditions, could materially and
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adversely affect our business, financial conditi@spults of operations, and the trading price afammmon stock.
We may be required, in the future, to recognize impirment with respect to investment securities, inelding the FHLB stock we hold.

Our securities portfolio currently includes sedestwith unrecognized losses. We may continue teoke declines in the fair market value
of these securities. Securities issued by certates and municipalities have recently come undetisy due to concerns about credit quality.
Although management believes the credit qualitthefCompany’s state and municipal securities pliotfo be good, there can be no assurance
that the credit quality of these securities wilt decline in the future. We evaluate the securjtiedfolio for any other than temporary impairment
each reporting period, as required by generallgpisnl accounting principles in the United StateArokrica, and as of December 31, 2011 , we
recognized one municipal bond as being other-tleampbrarily impaired. For further information regagithis other-than-temporarily impaired
security see Note 4 to the Consolidated Finandatkeents in "ltem 8. Financial Statements and Bupgntary Data" of this report. There can be
no assurance, however, that future evaluationsegécurities portfolio will not require us to rgoie further impairment charges with respect to
these and other holdings. For example, it is pdss$itat government-sponsored programs to allow gages to be refinanced to lower rates could
materially adversely impact the yield on our pditf@f mortgage-backed securities, since a sigaiftqortion of our investment portfolio is
composed of such securities.

In addition, as a condition to membership in thd.BHwe are required to purchase and hold a cedmiaunt of FHLB stock. Our stock
purchase requirement is based, in part, upon ttetanding principal balance of advances from th& BHAt December 31, 2011 we had stock in
the FHLB totaling $22.2 million . The FHLB stockltévy us is carried at cost and is subject to recalility testing under applicable accounting
standards. The FHLB has discontinued the repurcbiaheir stock and discontinued the distributidrdividends. As of December 31, 2011 , we
did not recognize an impairment charge relatecutoFd1LB stock holdings. There can be no assurdmowever, that future negative changes to
the financial condition of the FHLB may not require to recognize an impairment charge with resfmestich holdings.

Substantial competition in our market areas could dversely affect us.

Commercial banking is a highly competitive busind¥s compete with other commercial banks, savimgslean associations, credit unio
finance, insurance and other ndepository companies operating in our market al&salso experience competition, especially forodég, fron
Internet-based banking institutions, which haveagreapidly in recent years. We are subject to sl competition for loans and deposits from
other financial institutions. Some of our compettare not subject to the same degree of regulatidrestriction as we are and/or have greater
financial resources than we do. Some of our cortgrsthave severe liquidity issues, which could iotghe pricing of deposits in our marketple
If we are unable to effectively compete in our nerreas, our business, results of operations mrsh@cts could be adversely affected.

Changes in accounting standards could materially impact our financial statements.

From time to time the Financial Accounting StandaBdard and the SEC change the financial accouatidgeporting standards that gov
the preparation of our financial statements. Thobsages can be very difficult to predict and catemally impact how we record and report our
financial condition and results of operations. dmg cases, we could be required to apply a newvisad standard retroactively, resulting in our
restating prior period financial statements.

There can be no assurance as to the level of divitls we may pay on our common stock.

Holders of our common stock are only entitled twefee such dividends as our Board of Directors eheglare out of funds legally available
for such payments. Although we have historicallgldeed cash dividends on our common stock, we areequired to do so and there may be
circumstances under which we would eliminate oumiecmn stock dividend in the future. This could adedy affect the market price of our
common stock.

Significant legal or regulatory actions could subjet us to substantial uninsured liabilities and reptational harm and have a material
adverse effect on our business and results of op¢i@ns.

We are from time to time subject to claims and peatings related to our operations. These claimdeyad actions, which could include
supervisory or enforcement actions by our regustor criminal proceedings by prosecutorial autiesj could involve large monetary claims,
including civil money penalties or fines imposeddnwvernment authorities, and significant defensgscd’ o mitigate the cost of some of these
claims, we maintain insurance coverage in amoumdsnath deductibles that we believe are appropiiat®ur operations. However, our insura
coverage does not cover any civil money penaltidmes imposed by government authorities and n@ycover all other claims that might be
brought against us or continue to be availablestatia reasonable cost. As a result, we may besegpto substantial uninsured liabilities,
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which could adversely affect our business, prospeesults of operations and financial conditiomb&antial legal liability or significant
regulatory action against us could have materiabesk financial effects or cause significant repaiteal harm to us, which in turn could seriously
harm our business prospects.

We are subject to a variety of operational risks,ncluding reputational risk, legal risk and compliance risk, and the risk of fraud or theft by
employees or outsiders, which may adversely affeotir business and results of operations.

We are exposed to many types of operational risk#iyding reputational risk, legal and complianiskrthe risk of fraud or theft by
employees or outsiders, and unauthorized transechy employees or operational errors, includimgical or record-keeping errors or those
resulting from faulty or disabled computer or teleenunications systems.

If personal, non-public, confidential or proprigtamformation of customers in our possession weree mishandled or misused, we could
suffer significant regulatory consequences, refriat damage and financial loss. Such mishandlmgisuse could include, for example, if such
information were erroneously provided to partieovaine not permitted to have the information, eithefault of our systems, employees, or
counterparties, or where such information is irgpted or otherwise inappropriately taken by thiadties.

Because the nature of the financial services basiitevolves a high volume of transactions, cergginrs may be repeated or compounded
before they are discovered and successfully redtifdDur necessary dependence upon automated sytsteee®rd and process transactions ant
large transaction volume may further increase iglethat technical flaws or employee tampering @anipulation of those systems will result in
losses that are difficult to detect. We also maglgject to disruptions of our operating systensrag from events that are wholly or partially
beyond our control (for example, computer viruseslectrical or telecommunications outages, or ratisasters, disease pandemics or other
damage to property or physical assets) which mag gse to disruption of service to customers anfinancial loss or liability. We are further
exposed to the risk that our external vendors neayrable to fulfill their contractual obligationsr (will be subject to the same risk of fraud or
operational errors by their respective employeeseare) and to the risk that we (or our venddis$iness continuity and data security systems
prove to be inadequate. The occurrence of anyasfethisks could result in a diminished ability efta operate our business (for example, by
requiring us to expend significant resources toexirthe defect), as well as potential liabilitycl@nts, reputational damage and regulatory
intervention, which could adversely affect our Imesis, financial condition and results of operatigeshaps materially.

We may pursue additional capital, which may not bevailable on acceptable terms or at all, could dili¢ the holders of our outstanding
common stock and may adversely affect the market pre of our common stock.

In the current economic environment, there mayitmimstances under which it would be prudent tosaer alternatives for raising capital
when opportunities to raise capital at attractiviegs present themselves, in order to further gtteen our capital and better position ourselves to
take advantage of opportunities that may arisbérftiture. Such alternatives may include issuandesale of common or preferred stock, or
borrowings by the Company, with proceeds contriddtethe Bank. Our ability to raise additional ¢apiif needed, will depend on, among other
things, conditions in the capital markets at tiheeti which are outside of our control, and our feiahperformance. We cannot assure you that
such capital will be available to us on acceptabtens or at all. Any such capital raising altermasi could dilute the holders of our outstanding
common stock, and may adversely affect the mante¢ pf our common stock and our performance meassuch as earnings per share.

We have various anti-takeover measures that coularipede a takeover.

Our articles of incorporation include certain pgns that could make it more difficult to acquieby means of a tender offer, a proxy
contest, merger or otherwise. These provisionsidekertain non-monetary factors that our boamirectors may consider when evaluating a
takeover offer, and a requirement that any “Busir@smbination” be approved by the affirmative vot@o less than 66 2/3% of the total shares
attributable to persons other than a “Control Pefsbhese provisions may have the effect of lengihg the time required for a person to acquire
control of us through a tender offer, proxy contasvtherwise, and may deter any potentially hesiffers or other efforts to obtain control of us.
This could deprive our shareholders of opportusit@realize a premium for their Columbia commatkt even in circumstances where such
action is favored by a majority of our shareholders

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
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ITEM 2. PROPERTIES

The Company'’s principal Columbia Bank propertiedude our corporate headquarters which is locatd®@th & A Street, Tacoma,
Washington, in Pierce County, where we occupy ®2isand square feet of office space, 4 thousandedeet of commercial lending space and
750 square feet of branch space under various tipglaase agreements, an operations facility ikekeod, Washington, where we own
57 thousand square feet of office space and acedfificility in Tacoma, Washington, that includdsranch where we occupy 26 thousand square
feet under various operating lease agreements.

The Company’s branch network as of December 311 20inade up of 102 branches located throughowraéWashington and Oregon
counties. The number of branches per county, asaselhether it is owned or operated under a lagseement is detailed in the following table.

Number of Occupancy Type

County Branches Owned Leased
Pierce 23 15 8
King 13 8 5
Kitsap 6 3 3
Snohomish 5 5 —
Skagit 3 3 —
Other Washington Counties 27 16 11

Total Washington Branches 77 50 27
Clatsop (dba Bank of Astoria) 4 4 —
Tillamook (dba Bank of Astoria) 2 —
Clackamas 4 — 4
Multnomah 2 1 1
Deschutes 4 2 2
Other Oregon Counties 9 7 2

Total Oregon Branches 25 16 9
Total Columbia Bank Branches 102 66 36

For additional information concerning our premiaesl equipment and lease obligations, see Note 4 anespectively, to the Consolidal
Financial Statements in “Iltem 8. Financial Statets@md Supplementary Data” of this report.

ITEM 3. LEGAL PROCEEDINGS

The Company and its banking subsidiary are pati@sutine litigation arising in the ordinary coarsf business. Management believes that,
based on the information currently known to theny, Babilities arising from such litigation will ndvave a material adverse impact on the
Company'’s financial condition, results of operatiar cash flows.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable
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PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOC KHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Quarterly Common Stock Prices and Dividends

Our common stock is traded on the NASDAQ Globak8eMarket under the symbol “COLB”. Quarterly highd low sales prices and
dividend information for the last two years aregamted in the following table. The prices showmdbinclude retail mark-ups, mark-downs or
commissions:

Cash Dividends Declared
Total Cash Dividends

2011 High Low Regular Special Declared
First quarter $ 22.1¢ $ 17.91 $ 0.02 $ — $ 0.02
Second quarter $ 19.9¢ $ 16.5¢ 0.0t — 0.0¢
Third quarter $ 181 % 14.01 0.0€ — 0.0¢
Fourth quarter $ 19.7¢  $ 13.4¢ 0.0¢ 0.0t 0.1¢
For the year $ 22.1¢ $ 13.4¢€ $ 0.2Z $ 0.0t $ 0.27
Cash Dividends Declared

Total Cash Dividends
2010 High Low Regular Special Declared
First quarter $ 22.6( $ 16.0¢ $ 0.01 $ — $ 0.01
Second quarter $ 24.9¢ $ 18.17 0.01 — 0.01
Third quarter $ 19.97 $ 15.91 0.01 — 0.01
Fourth quarter $ 21.9¢ $ 17.0( 0.01 — 0.01
For the year $ 24.9¢ $ 15.91 $ 0.04 $ = $ 0.04

On December 31, 2011, the last sale price for makson the NASDAQ Global Select Market was $19&7January 31, 2012, the number
of shareholders of record was 2,077. This figuresdwot represent the actual number of beneficialevsvof common stock because shares are
frequently held in “street name” by securities éesland others for the benefit of individual ownegt® may vote the shares.

At December 31, 2011, a total of 64,912 stock oygtizvere outstanding. Additional information abadotk options and other equity
compensation plans is included in Note 21 to thesbtidated Financial Statements in “Item 8. FinahSitatements and Supplementary Data” of
this report.

The payment of future cash dividends is at therdtfmn of our Board and subject to a number ofdestincluding results of operations,
general business conditions, growth, financial d@ord and other factors deemed relevant by the 8o&Directors. In addition, the payment of
cash dividends is subject to Federal regulatoryireqents for capital levels and other restrictidnghis regard current guidance from the
Federal Reserve provides, among other thingsdilitends per share on the Company’s common steokmglly should not exceed earnings per
share, measured over the previous four fiscal quart

Subsequent to year end, on January 26, 2012 the&wondeclared a regular quarterly cash dividen®i0od8 per share and a special cash
dividend of $0.29 per share, both payable on Fepr22, 2012, to shareholders of record at the cbddmisiness on February 8, 2012.
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Equity Compensation Plan Information

Equity compensation plans approved by securityérsld

Equity compensation plans not approved by sechotglers

Year Ended December 31, 2011

Number of Shares

Number of Shares to be Weighted-Average Remaining Available for
Issued Upon Exercise of Exercise Price of Future Issuance Under
Outstanding Options, Outstanding Options, Equity Compensation

Warrants and Rights (1)(2) Warrants and Rights Plans (3)
64,91: $ 22.7¢ 1,167,011

(1) Includes shares to be issued upon exercise ofraptinder plans of Bank of Astoria, Mountain BanKdittg Company and Town Center Bancorp, which weimed as

result of their acquisitions.
(2) Consists of shares that are subject to outstaraptigns

(3) Includes 519,107 shares available for futaseiance under the stock option and equity compgensgalian and 647,903 shares available for purchader the Employee

Stock Purchase Plan as of December 31, 2011.
Five-Year Stock Performance Graph

The following graph shows a five-year comparisomhef total return to shareholders of Columbia’s swn stock, the Nasdaq Composite
Index (which is a broad nationally recognized indéstock performance by companies listed on thedidg Stock Market) and the Columbia Peer
Group (comprised of banks with assets of $1 bilt@®§5 billion, all of which are located in the w@s United States). The definition of total
return includes appreciation in market value ofsterk as well as the actual cash and stock didisi@aid to shareholders. The graph assume
the value of the investment in Columbia’s commatkt the Nasdaq and the Columbia Peer Group wad & December 31, 2006, and that all

dividends were reinvested.
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Period Ending
Index 12/31/2006 12/31/2007 12/31/2008 12/31/2009 12/31/2010 12/31/2011
Columbia Banking System, Inc. 100.0¢ 86.51 35.7¢ 48.8( 63.6€ 59.1¢
NASDAQ Composite 100.0¢ 110.6¢ 66.4: 96.5¢ 114.0¢ 113.1¢
SNL Columbia Peer Group 100.0¢ 73.0¢€ 52.3¢ 45.97 49.3: 42.0(

Source: SNL Financial LC, Charlottesville, VA
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ITEM 6. SELECTED FINANCIAL DATA

Five-Year Summary of Selected Consolidated Finandi®ata (1)

For the Year
Interest income
Interest expense

Net interest income

Provision for loan and lease losses, excluding emVéans

Noninterest income (loss)
Noninterest expense

Net income (loss)

Net income (loss) applicable to common shareholders

Per Common Share

Earnings (loss) (Basic)

Earnings (loss) (Diluted)

Book Value

Averages

Total assets

Interest-earning assets

Loans, including covered loans
Securities

Deposits

Core deposits

Shareholders’ equity

Financial Ratios

Net interest margin

Return on average assets

Return on average common equity
Efficiency ratio (tax equivalent) (2)
Average equity to average assets
At Year End

Total assets

Covered assets, net

Loans, excluding covered loans
Allowance for noncovered loan and lease losses
Securities

Deposits

Core deposits

Shareholders’ equity

Full-time equivalent employees
Banking branches

Nonperforming Assets, Excluding Covered Assets

Nonaccrual loans

Other real estate owned and other personal propanted

Total nonperforming assets, excluding covered asset

Nonperforming loans to year end loans, excludingeced loans
Nonperforming assets to year end assets, excludingred assets

Allowance for loan and lease losses to year enasloexcluding covered loans

Allowance for loan and lease losses to nonperfogrisans, excluding covered loans

Net loan charge-offs
Risk-Based Capital Ratios

Total capital

2011 2010 2009 2008 2007
(in thousands except per share)

$ 251,27: $ 185,87¢ $ 143,03¢ $ 175,06( $ 184,217
$ 14,53¢ $ 21,09: $ 27,68: $ 55,547 $ 75,397
$ 236,73t $ 164,78 $ 115,35: $ 119,51: $ 108,82(
$ 7,40( $ 41,29: $ 63,50( $ 41,17¢ $ 3,60t
$ (9,287 $ 52,78: $ 29,69( $ 14,85( $ 27,74¢
$ 155,75¢ $ 137,14 $ 94,48¢ $ 92,12t $ 88,82¢
$ 48,037 $ 30,78« $ (3,96¢) $ 5,96¢ $ 32,38:
$ 48,037 $ 25,837 $ (8,377) $ 5,49¢ $ 32,38
$ 1.22 $ 0.7¢ $ (0.3¢) $ 0.3C $ 1.91
$ 121 $ 0.7zZ $ (0.3¢) $ 0.3C $ 1.8¢
$ 19.2¢ $ 17.97 $ 16.1:% $ 18.82 $ 19.0%
$ 4,509,01! $ 4,248,591 $ 3,084,42. $ 3,134,05: $ 2,837,16:
$ 3,871,42. $ 3,583,72: $ 2,783,86: $ 2,851,55! $ 2,599,37!
$ 2,607,261 $ 2,485,65! $ 2,124,57. $ 2,264,481 $ 1,990,62.
$ 928,89: $ 720,15: $ 584,02¢ $ 565,29¢ $ 581,12;
$ 3,541,39! $ 3,270,92: $ 2,378,17 $ 2,382,48. $ 2,242,13.
$ 3,218,42! $ 2,828,24 $ 1,945,03! $ 1,911,89 $ 1,887,39
$ 730,72¢ $ 668,46 $ 462,12° $ 354,38 $ 289,29°

6.27% 4.7€% 4.3:% 4.38% 4.35%

1.2%% 0.72% (0.19)% 0.1¢% 1.14%

7.7%% 4.15% (2.16)% 1.5% 11.1%

70.68% 67.5% 61.52% 59.8¢% 61.39%

15.9% 15.7% 14.9¢ % 11.31% 10.2(%
$ 4,785,94! $ 4,256,36: $ 3,200,93! $ 3,097,07! $ 3,178,71.
$ 560,05¢ $ 531,50:- $ — $ — $ —
$ 2,348,37. $ 1,915,75. $ 2,008,88: $ 2,232,33: $ 2,282,72
$ 53,041 $ 60,99: $ 53,47¢ $ 42,74% $ 26,59¢
$ 1,050,32! $ 781,77: $ 631,64! $ 540,52! $ 572,97¢
$ 3,815,52! $ 3,327,26! $ 2,482,70! $ 2,382,15 $ 2,498,06
$ 3,510,43! $ 2,998,48. $ 2,072,82 $ 1,941,04 $ 1,996,39:
759,33¢ 706,87¢ 528,13¢ 415,38! 341,73
1,25¢ 1,092 71E 73t 77t
102 84 52 53 55
53,48 89,16: 110,43: 106,16: 14,00¢
31,90¢ 30,99: 19,037 2,87¢ 181
$ 85,38¢ $ 120,15 $ 129,46¢ $ 109,03 $ 14,18¢

2.28% 4.65% 5.5( % 4.7¢% 0.61%

2.02% 3.22% 4.04% 3.52% 0.45%

2.26% 3.1&% 2.6€ % 1.91% 1.17%

99.17% 68.41% 48.4: % 40.27% 189.9%
$ 15,35: $ 33,77¢ $ 52,76¢ $ 25,02¢ $ 38C

21 0504 24 A% 19 6( % 14 254 10.9(%



Tier 1 capital 19.7% 23.20% 18.3¢% 12.9% 9.87%

Leverage ratio 12.96% 13.9% 14.3:% 11.21% 8.5/

(1) These unaudited schedules provide selecteddial information concerning the Company that $thde read in conjunction with “Item 7. Managemsridiscussion and Analysis of Financial Condition
and Results of Operations” of this report.
Noninterest expense, excluding net cost of oparatfmther real estate divided by the sum of netrisst income and noninterest income on a tax eégnv basis, excluding gain/loss on sale of invest

@
securities, impairment charge on investment seearigain on bank acquisition, incremental inteiresdme accretion on the acquired loan portfolid #re change in FDIC loss-sharing asset.
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Consolidated Five-Year Financial Data (1)

Years ended December 31,

2011 2010 2009 2008 2007
(in thousands, except per share amounts)
Interest Income:
Loans $ 218,42 $ 157,29. $ 117,06 $ 147,83( $ 156,25
Taxable securities 21,87( 18,27¢ 17,30( 18,85 18,61«
Tax-exempt securities 10,14 9,34¢ 8,45¢ 7,97¢ 7,92
Federal funds sold and deposits with banks 83¢ 963 21E 402 1,42
Total interest income 251,27: 185,87¢ 143,03! 175,06( 184,21°
Interest Expense:
Deposits 10,47¢ 16,73: 23,25( 45,307 59,93(
Federal Home Loan Bank advances 2,98( 2,841 2,75¢ 7,48z 11,06¢
Long-term obligations 57¢ 1,02¢ 1,197 1,80 2,177
Other borrowings 49¢ 48¢ A77 95¢ 2,22t
Total interest expense 14,53 21,09: 27,68: 55,54 75,39
Net Interest Income 236,73t 164,78 115,35: 119,51: 108,82(
Provision for noncovered loan and lease losses 7,40( 41,29 63,50( 41,17¢ 3,60t
Provision (recapture) for losses on covered loans (1,64%) 6,05¢ — — —
Net interest income after provision 230,98« 117,44: 51,85: 78,331 105,21!
Noninterest income (loss) (9,289 52,78: 29,69( 14,85( 27,74¢
Noninterest expense 155,75¢ 137,14 94,48¢ 92,12¢ 88,82¢
Income (loss) before income taxes 65,94 33,07t (12,94¢ 1,062 44,13¢
Provision (benefit) for income taxes 17,90t 2,291 (8,97¢) (4,906) 11,75:
Net Income (Loss) $ 48,037 % 30,78 % (3,968 $ 596 % 32,38:
Less: Dividends on preferred stock — 4,945 4,40: 47C —
Net Income (Loss) Applicable to Common
Shareholders $ 48,037 % 25,83: $ 8,37) $ 549¢  $ 32,38
Per Common Share
Earnings (loss) basic $ 12z % 0.7: % 0.39) $ 03C §$ 1.91
Earnings (loss) diluted $ 121 % 07z % 038 $ 03C % 1.8¢
Average number of common shares outstanding (bas 39,10: 35,20¢ 21,85¢ 17,91« 16,80:
Average number of common shares outstanding (dijute 39,18( 35,39: 21,85¢ 18,01( 16,97:
Total assets at year end $ 4,785,94! $ 4,256,36: $ 3,200,931 $ 3,097,07¢ $ 3,178,71
Long-term obligations $ — 3 25,73 % 25,66¢ % 25,60: % 25,51¢
Cash dividends declared per common share $ 027 $ 0.0¢ % 0.07 $ 05¢ % 0.6¢€

(1) These unaudited schedules provide selectaddial information concerning the Company that sthde read in conjunction with “ltem 7.
Management’s Discussion and Analysis of Financ@adtion and Results of Operation” of this report.
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Selected Quarterly Financial Data (1)

The following table presents selected unauditedalisiated quarterly financial data for each quanfe2011 and 2010 . The information
contained in this table reflects all adjustmentsiclv, in the opinion of management, are necessarg fair presentation of the results of the
interim periods.

First Second Third Fourth Year Ended
Quarter Quarter Quarter Quarter December 31,
(in thousands, except per share amounts)
2011
Total interest income $ 54,61 $ 53,30¢ $ 68,43: $ 74,91¢ $ 251,27
Total interest expense 4,162 3,93¢ 3,64¢ 2,79 14,53¢
Net interest income 50,44¢ 49,37t 64,78¢ 72,12« 236,73t
Provision for loan and lease losses — 2,15(C 50C 4,75( 7,40(
Provision for losses on covered loans (422) 2,301 43¢ (3,960 (1,64¢
Noninterest income (loss) (5,419 3,54z 2,19¢ (9,602) (9,287)
Noninterest expense 37,34¢ 37,16¢ 39,93¢ 41,31« 155,75¢
Income before income taxes 8,10¢ 11,30: 26,11¢ 20,41¢ 65,94
Provision (benefit) for income taxes 2,321 2,67( 7,24¢ 5,66¢ 17,90¢
Net income $ 5,77¢ $ 8,63 $ 18,87: $ 14,75« $ 48,03’
Less: Dividends on preferred stock — — — — —
Net income applicable to common shareholders $ 5,77¢ $ 8,63: $ 18,87 $ 14,75« $ 48,037
Per Common Share (2)
Earnings (basic) $ 0.1¢ $ 0.2z $ 0.4¢ $ 0.37 $ 1.22
Earnings (diluted) $ 0.1f $ 0.22 $ 0.4¢ $ 0.37 $ 1.21
2010
Total interest income $ 44,28; $ 46,14¢ $ 52,07¢ $ 43,36¢ $ 185,87¢
Total interest expense 6,012 5,41¢ 5,11( 4,55 21,09:
Net interest income 38,27¢ 40,73: 46,96 38,81¢ 164,78°
Provision for loan and lease losses 15,00( 13,50( 9,00( 3,791 41,291
Provision for losses on covered loans — — 457 5,60z 6,05¢
Noninterest income 18,47 13,237 5,18¢ 15,88¢ 52,78!
Noninterest expense 33,89 34,74¢ 33,52( 34,98¢ 137,14°
Income before income taxes 7,85( 5,72¢ 9,17¢ 10,32¢ 33,07¢
Provision (benefit) for income taxes (66) 66¢ 3,971 (2,282 2,291
Net income $ 7,91¢ $ 5,05¢ $ 5,20¢ $ 12,60¢ $ 30,78¢
Less: Dividends on preferred stock 1,107 1,11C 2,73( — 4,947
Net income applicable to common shareholders $ 6,80¢ $ 3,94¢ $ 2,47¢ $ 12,60¢ $ 25,83
Per Common Share (2)
Earnings (basic) $ 0.24 $ 0.11 $ 0.0¢ $ 0.3z $ 0.75
Earnings (diluted) $ 0.24 $ 0.11 $ 0.0¢ $ 0.3z $ 0.7z

(1) These unaudited schedules provide selecteddinl information concerning the Company that $hde read in conjunction with “ltem 7. Managemsent’
Discussion and Analysis of Financial Condition &wesults of Operation” of this report.
(2) Due to averaging of shares, quarterly earningspare may not add up to the totals reported fofuthgear
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATION

This discussion should be read in conjunction with Consolidated Financial Statements and reladéelsrin “Item 8. Financial Statements
and Supplementary Data” of this report. In thedaiing discussion, unless otherwise noted, referetwécreases or decreases in average
balances in items of income and expense for aqodati period and balances at a particular date tefdhe comparison with corresponding
amounts for the period or date for the previoug.yea

Critical Accounting Policies

We have established certain accounting policiggéparing our Consolidated Financial Statementsatein accordance with accounting
principles generally accepted in the United Stafas. significant accounting policies are presertedote 1 to the Consolidated Financial
Statements in “ltem 8. Financial Statements ang®Buopentary Data” of this report. Certain of theséigies require the use of judgments,
estimates and economic assumptions which may pnaoeurate or are subject to variation that mapificantly affect our reported results of
operations and financial position for the periodsspnted or in future periods. Management beliévatsthe judgments, estimates and economic
assumptions used in the preparation of the CoreteliiFinancial Statements are appropriate givefattaal circumstances at the time. We
consider the following policies to be most criticalunderstanding the judgments that are involvegreparing our consolidated financial
statements.

Allowance for Loan and Lease Losses

The allowance for loan and lease losses (“ALLL"g#&ablished to absorb known and inherent lossearitoan and lease portfolio. Our
methodology in determining the appropriate levethef ALLL includes components for a general valwatllowance in accordance with the
Contingencies topic of the Financial Accountingr8t@ds Board Accounting Standards Codification (SBAASC”), a specific valuation
allowance in accordance with the Receivables toptbe FASB ASC and an unallocated component. Botimtitative and qualitative factors are
considered in determining the appropriate levehefALLL. Quantitative factors include historicalsk experience, delinquency and charge-off
trends and the evaluation of specific loss estimfdeproblem loans. Qualitative factors includéstrg general economic and business condit
in our market areas as well as the duration otthreent business cycle. Changes in any of the factentioned could have a significant impac
our calculation of the ALLL. Our ALLL policy and ghjudgments, estimates and economic assumptions/ety are described in greater detail in
the “Allowance for Noncovered Loan and Lease LossesUnfunded Commitments and Letters of Credittisa of this discussion and in Note 1
to the Consolidated Financial Statements in “lterRiBancial Statements and Supplementary Datatiisfreport.

Business Combinations

The Company applies the acquisition method of acting for business combinations. Under the acdaisitnethod, the acquiring entity ir
business combination recognizes 100 percent adigbets acquired and liabilities assumed at thginisition date fair values. Management utili
prevailing valuation techniques appropriate forakeet or liability being measured in determinimgse fair values. Any excess of the purchase
price over amounts allocated to assets acquiretljding identifiable intangible assets, and liakeh assumed is recorded as goodwill. Where
amounts allocated to assets acquired and liakil#gsumed is greater than the purchase pricegaibgiurchase gain is recognized. Acquisition-
related costs are expensed as incurred.

Acquired Impaired Loans

Loans acquired at a discount for which it is prdeahat all contractual payments will not be reeeivare accounted for under ASC Topic
310-30,Loans and Debt Securities Acquired with Deterioda@edit Quality("ASC 310-30"). In addition, certain acquired loamigh evidence of
deteriorated credit quality may be accounted fateurihis topic even if it is not yet probable th#itcontractual payments will not be received.
These loans are recorded at fair value at the dhaequisition. Estimated credit losses are inctlishethe determination of fair value, therefore, an
allowance for loan losses is not recorded on tlygiaition date. The excess of expected cash flavasguisition over the initial investment in
acquired loans (“accretable yield”) is recordednisrest income over the life of the loans if theihg and amount of the future cash flows is
reasonably estimable. Subsequent to acquisitienCtimpany aggregates individual loans with comnmlnaharacteristics into pools of loans.
Increases in estimated cash flows over those eggexdtthe acquisition date are recognized as sttéreome, prospectively. Decreases in expe
cash flows after the acquisition date are recoghimerecording an allowance for loan losses.
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Loans accounted for under ASC 310-30 are genetaltgidered accruing and performing loans as thesleacrete interest income over the
estimated life of the loan when cash flows arearably estimable. Accordingly, acquired impairedrs that are contractually past due are still
considered to be accruing and performing loanthdftiming and amount of future cash flows is reasonably estimable, the loans may be
classified as nonaccrual loans and the purchase giscount on those loans is not recorded asestt@rcome until the timing and amount of
future cash flows can be reasonably estimated.

FDIC Loss-sharing Asset

In conjunction with certain of the FDIC-assistedjaisitions, the Bank entered into loslsaring agreements with the FDIC. At the date e
acquisitions, the Company elected to account fasiarts receivable under the loss-sharing agreenasrds indemnification asset in accordance
with the Business Combinations topic of the FASBCASubsequent to initial recognition, the FDIC lsksiring asset is reviewed quarterly and
adjusted for any changes in expected cash flowssd@ladjustments are measured on the same baseratated covered assets. Any decrease in
expected cash flows due to an increase in expecestit losses will increase the FDIC loss-sharisgeaand any increase in expected future cash
flows due to a decrease in expected credit los#edacrease the FDIC loss-sharing asset. Increasdslecreases to the FDIC loss-sharing asset
are recorded as adjustments to noninterest income.

Valuation and Recoverability of Goodwill

Goodwill represented $115.6 million of our $4.78idm in total assets and $759.3 million in tothhseholders’ equity as of December 31,
2011. The Company has one, single reporting uné.rgview goodwill for impairment annually, on Septeer 30th and also test for impairment
between annual tests if an event occurs or circamesss change that would more likely than not rediiedair value of our reporting unit below
carrying amount. Such events and circumstancesimeyde among others: a significant adverse chamdggal factors or in the general business
climate; significant decline in our stock price andrket capitalization; unanticipated competitithre testing for recoverability of a significant
asset group within the reporting unit; and an aslvexction or assessment by a regulator. Any adebimege in these factors could have a
significant impact on the recoverability of goodveihd could have a material impact on our constdididinancial statements.

When required, the goodwill impairment test inva\eetwostep process. We first test goodwill for impairmbptcomparing the fair value
the reporting unit with its carrying amount. If tfegr value of the reporting unit exceeds the dagyamount of the reporting unit, goodwill is not
deemed to be impaired, and no further testing éessary. If the carrying amount of the reporting were to exceed the fair value of the repor
unit, we would perform a second test to measuratheunt of impairment loss, if any. To measureatm®unt of any impairment loss, we would
determine the implied fair value of goodwill in tkeme manner as if the reporting unit were beimgiaed in a business combination.
Specifically, we would allocate the fair value bétreporting unit to all of the assets and lialetitof the reporting unit in a hypothetical caltiga
that would determine the implied fair value of gadd If the implied fair value of goodwill is lesthan the recorded goodwill, we would recorc
impairment charge for the difference.

The accounting estimates related to our goodwdjliiee us to make considerable assumptions abauidaies. Our assumptions regarding
fair values require significant judgment about emit factors, industry factors and technology cdesations, as well as our views regarding the
growth and earnings prospects of the retail bankimyy Changes in these judgments, either indiMighaa collectively, may have a significant
effect on the estimated fair values.

Based on the results of the annual goodwill impaintrtest, we determined that no goodwill impairmerdarges were required at September
30, 2011. As of December 31, 2011 we determinekthvere no events or circumstances which would rikkeé/ than not reduce the fair value
our reporting unit below its carrying amount.

Even though we determined that there was no gobaplairment during 2011, additional adverse charigehe operating environment for
the financial services industry may result in aifatimpairment charge.

Please refer to Note 10 to the Consolidated FimdiStatements in “Item 8. Financial Statements Sumgplementary Data” of this report for
further discussion.
2011 Highlights

* Completed three FDI@ssisted transactiol
o Summit Bank, Burlington, WA on May 20, 20.
o First Heritage Bank, Snohomish, WA on May 27, 2
o Bank of Whitman, Colfax, WA on August 5, 20
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These acquisitions contributed significantly to @@mpany's financial condition and results of operes during 2011 including increas
loan and deposit volumes and related positive immacet interest income and increased operatipgmses arising from increased
compensation and benefits and occupancy as wkdasand professional fees. Certain assets aatjinirihe Summit Bank and First
Heritage Bank transactions are subject to lossispagreements with the Federal Deposit Insurararpd@ation. Assets acquired in the
Bank of Whitman transaction are not subject to dosk-sharing agreements.

» Consolidated net income applicable to commomedi@ders for 2011 was $48.0 million , or $1.21 giuted common share, compared
with a net income of $25.8 million , or $0.72 pdutéd common share, in 2010 . The increase irnneme applicable to common
shareholders was primarily due to increased netést income from acquisitions and lower providimmnoncovered loan losses. Our net
income for 2011 and 2010 was favorably impactedinysual factors, such as FDIC-assisted gains datdddoan accretion income, as
well as reductions in our allowance for loan losae®ur asset quality has continued to improve. él@r, we may not benefit from these
factors to the same extent in future periods, whkimhld adversely impact our net income.

* Netinterest income fc2011 increased 44% to $236.7 million compared @48 million for 2010 Interest income was $251.3 million
2011 , compared to $185.9 in 2010 . The increasedua to accretion income related to loans acquinedigh FDIC-assisted
transactions as well as increased organic and xldgan volumes. The Company recorded $14.3 millibnet discount accretion
income for loans acquired in the Bank of Whitmamnsaction in 2011 . Interest expense decreased#ilién due to the average cost of
interest-bearing deposits falling 27 basis points.

»  Provision expense on noncovered loans was $illidmmin 2011 , compared to $41.3 million in 2018 decrease of 82

e Noninterest income was a l0ss$9.3 million for 2011 , a decrease from income 2.8 million for 2010 . The decrease was primarily
due to the $49.5 million change in the FDIC losarslg asset and the $3.0 million impairment changénvestment securities. In
addition, the Company recognized a net of tax bargarchase gain through noninterest income of #iilBon related to the Bank of
Whitman transaction in 2011 compared to a netxobtrgain purchase gain of $9.8 million relatethi® American Marine Bank
transaction in 2010.

* Noninterest expense increased 149$155.8 million for 2011 due to increases in staffamd occupancy costs related to the three FDIC-
assisted transactions in 2011.

» Total assets at December 31, 2011 were $4.%8rbjlup 12% from $4.26 billion at the end of 201Dhe increase from December 31,
2010 reflects the Company's three FDIC-assistedisitigns in May and August 2011.

* Loans, excluding covered loans, were $2.35duilli up 23% from $1.92 billion at the end of 20The increase from December 31, 2010
reflects additional loan volume arising from then@many's three FDIC-assisted acquisitions as wealkrganic loan growth. Organic loan
growth during 2011 was approximately $281.4 millad was centered mainly in commercial businesscantinercial and multifamily
residential loans.

« The allowance for noncovered loan and leaseekbdscreased to $53.0 million at December 31, 2@hi $61.0 million at December 31,
2010 due to improved loan quality. The Companyfsveince amounts to 2.26% of total noncovered loemsipared with 3.18% at the
end of 2010 .

e Nonperforming assets total$85.4 million at December 31, 2011 , compared ®itB0.2 million at December 31, 2010 . Net loan
charge-offs were $15.4 million in 2011 , comparethw33.8 million in 2010 . The Company’s commeltiasiness portfolio
experienced a $22.1 million decrease in nonacdoaals with a balance of $10.2 million at DecemhkrzD11.

* Investment securities available for sale tot&l@d3 billion at December 31, 2011 compared ta3¥ éillion at December 31, 2010

» Deposits totaled $3.82 billion at December 311, 2compared to $3.33 billion at December 31, 20C6re deposits totaled $3.51 billion
at December 31, 2011 , comprising 92% of total dépa@ompared to $3.00 billion , or 90%, of totapdsits at December 31, 2010 .

* The Company is well capitalized with a totakrlzased capital ratio of 21.05% at December 31 12@inpared to 24.47% at
December 31, 2010 . These ratios reflect the $2@In payoff of the Company's longrm subordinated debt in July 2011. These ri
also reflect net proceeds to the Company of $2&8lllon from an underwritten public offering of canon shares completed in May,
2010 as well as the payment of $76.9 million far thtirement of the preferred shares issued uhégdtS. Department of the Treasury’s
Capital Purchase Program and $3.3 million paidigyGompany to retire the warrants associated Wwitpteferred shares.
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Business Combinations

On August 5, 2011, the Bank acquired certain assetsassumed certain liabilities of the Bank of #iain from the FDIC in an FDIC-
assisted transaction. The Bank and the FDIC eniatec modified whole bank purchase and assumptizrement without loss share. The bank
acquired approximately $437.5 million in assets|uding $200.0 million in loans, and approximat$#01.1 million in deposits located in nine
branches in eastern Washington. The Bank partieipiat a competitive bid process in which the acegtid included no deposit premium on non-
brokered deposits and a negative bid of $30.0onilin net assets acquired.

On May 27, 2011, the Bank acquired certain assetsaasumed certain liabilities of First HeritagenB&rom the FDIC in an FDIC-assisted
transaction. The Bank acquired approximately $164l0on in assets and approximately $159.5 milliardeposits located in five branches in the
King and Snohomish counties of Washington. Firstitdge Bank's loans and other real estate assgtsrad of approximately $89.7 million are
subject to a loss-sharing agreement with the FDh&. Bank participated in a competitive bid prodesshich the accepted bid included a 0.75%
deposit premium on non-brokered deposits and ativedaid of $10.5 million on net assets acquired.

On May 20, 2011, the Bank acquired certain assetsaasumed certain liabilities of Summit Bank frtira FDIC, in an FDIC-assisted
transaction. The Bank acquired approximately $1&iilllon in assets and approximately $123.3 milliardeposits located in three branches in in
the northern Puget Sound region of Washington. SiiBank's loans and other real estate assets a&thofrapproximately $71.9 million are
subject to a loss-sharing agreement with the FDH& Bank participated in a competitive bid prodesshich the accepted bid included a 0.75%
deposit premium on non-brokered deposits and ativedaid of $9.5 million on net assets acquired.

On January 29, 2010, the Bank acquired substantllbf the deposits and assets of American MaBagk from the FDIC, which was
appointed receiver of American Marine Bank. The Baoquired approximately $307.8 million in assetd approximately $254.0 million in
deposits located in 11 branches in the westerntPamend region. American Marine Bank’s loans artkpteal estate assets acquired of
approximately $257.5 million are subject to a Isharing agreement with the FDIC. In addition, CdhianState Bank will continue to operate the
Trust Division of American Marine Bank. The Bankrigpated in a competitive bid process in whick #tcepted bid included a 1% deposit
premium on non-brokered deposits and a negativef#®3.0 million on net assets acquired.

On January 22, 2010, the Bank acquired all of #@odits and certain assets of Columbia River Beatk the FDIC, in an FDIC-assisted
transaction. The Bank acquired approximately $9#IBon in assets and approximately $893.4 milliardeposits located in 21 branches in
Oregon and Washington. Columbia River Bank’s loamd other real estate assets acquired of approadyrs$96.1 million are subject to a loss-
sharing agreement with the FDIC. The Bank partteigan a competitive bid process in which the ategpid included a 1% deposit premium on
non-brokered deposits and a negative bid of $43fhmon net assets acquired.
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RESULTS OF OPERATIONS
Summary
A summary of the Company’s results of operatiomsefich of the last five years ended December 3dvist

Increase Increase
Year ended (Decrease) Year ended (Decrease) Years ended December 31,
2011 Amount % 2010 Amount % 2009 2008 2007
(dollarsin thousands, except per share amounts)

Interest income $ 251,27: $ 65,39 35 $ 185,87¢ $ 42,84 30 $ 143,03 $ 175,06( $ 184,21
Interest expense 14,53t (6,557 (31) 21,09: (6,597 (24) 27,68: 55,54, 75,39;
Net interest income 236,73t 71,94¢ 44 164,78 49,43t 43 115,35: 119,51¢ 108,82(
Provision for loan and

lease losses 7,40C (33,89) (82) 41,29: (22,209 (35) 63,50( 41,17¢ 3,60t

Provision (recapture) fc
losses on covered

loans (1,64¢) (7,709 (127) 6,05t 6,05t 10C — — —
Noninterest income
(loss) (9,287) (62,069 (11¢) 52,78: 23,09: 78 29,69( 14,85( 27,74¢

Noninterest expense:

Compensation and
employee
benefits 81,55: 11,77: 17 69,78( 22,50t 48 47,27¢ 49,31t 46,70

Other expense 74,207 6,84( 10 67,367 20,15¢ 43 47,21 42,81( 42,12¢

Total 155,75¢ 18,61 14 137,14 42,65¢ 45 94,48¢ 92,12¢ 88,82¢

Income (loss) before
income taxes 65,94: 32,867 99 33,07¢ 46,02: (355) (12,94¢) 1,06z 44,13¢

Provision (benefit) for
income taxes 17,90¢ 15,61« 682 2,291 11,26¢ (12€) (8,97¢) (4,906 11,75:

Netincome (loss) ¢  48,03: $ 17,25 56 $ 30,78 $ 34,75 87¢) $ (3969 % 5,96¢ $ 32,38

Less:
Dividends
on
preferred
stock — (4,947 (100) 4,947 544 12 4,40 47C —

Net income (loss)
applicable to

common
shareholders $ 48,03 $ 22,20 86 $ 25,831 $  34,20¢ (409 $ (8,377) $ 5,49¢ $ 32,38

Earnings (loss) pe
common share,
diluted $ 1.21 $ 0.4¢ 68 $ 0.7z $ 1.1C (289) $ (0.3¢) $ 0.3C $ 1.8¢

Net Interest Income

Net interest income is the difference between @seincome and interest expense. Net interest inamma fully taxable-equivalent basis
expressed as a percentage of average total inaEshg assets is referred to as the net interaggin, which represents the average net effective
yield on interest-earning assets.
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The following table sets forth the average balardes| major categories of interest-earning asaatsinterest-bearing liabilities, the total
dollar amounts of interest income on interest-eay@ssets and interest expense on interest-bdmnilgies, the average yield earned on interest-
earning assets and average rate paid on interastipdiabilities by category and in total, netdrgst income, net interest spread, net interest
margin and the ratio of average interest-earnisgtago interest-earning liabilities:

Net Interest Income Summary

2011 2010 2009
Interest Interest Interest
Average Earned/ Average Average Earned/ Average Average Earned/ Average
Balances (1) Paid Rate Balances (1) Paid Rate Balances (1) Paid Rate

(dollarsin thousands)

ASSETS
Loans (1)(2) $ 2,607,260 $ 218,98 8.4(% $2,48565 $ 157,83 6.35% $2,124,57. $ 117,49 5.5%%
Taxable securities 675,04 21,87( 3.24% 491,30t 18,27¢ 3.72% 386,57 17,30( 4.46%
Tax exempt securities (2) 253,88: 15,73¢ 6.2(% 228,84t 14,50t 6.34% 197,45 13,15: 6.6€%
Interest-earning deposits with banks and feder.
funds sold 335,26' 83¢ 0.25% 377,92t 963 0.25% 75,26( 21t 0.2%%
Total interest-earning assets 3,871,42: 257,43: 6.65%  3,583,72i 191,57¢ 5.3%%  2,783,86 148,16 5.32%
Other earning assets 57,51¢ 51,44¢ 49,48¢
Noninterest-earning assets 580,06¢ 613,41¢ 251,07:
Total assets $ 4,509,01 $ 4,248,591 $ 3,084,42
LIABILITIES AND SHAREHOLDERS' EQUITY
Certificates of deposit $ 636,07 $ 5,09¢ 0.8(% $ 763,82¢ $ 8,70¢ 114 $ 706,79¢ $ 1593: 2.25%
Savings accounts 247,07 152 0.06% 199,11° 287 0.14% 133,34 352 0.26%
Interest-bearing demand 704,48 1,39¢ 0.20% 637,98: 2,157 0.34% 458,45( 2,221 0.48%
Money market accounts 969,54¢ 3,84( 0.4C% 851,67 5,58¢ 0.6€% 568,32( 4,74¢ 0.84%
Total interest-bearing deposits 2,557,17! 10,47¢ 0.41%  2,452,60; 16,73 0.66%  1,866,91 23,25( 1.25%
Federal Home Loan Bank and Federal Reserve
Bank borrowings 120,41¢ 2,98( 2.47% 122,86( 2,841 2.31% 149,41t 2,75¢ 1.85%
Long-term subordinated debt 14,74¢ 57¢ 3.9% 25,70: 1,02¢ 4.0(% 25,63t 1,197 4.67%
Other borrowings and interest-bearing liabilities 24,89¢ 49¢ 2.00% 24,88° 48¢ 1.9€% 25,04¢ 477 1.9(%
Total interest-bearing liabilities 2,717,24: 14,53t 0.5%  2,626,04 21,09: 0.8(%  2,067,01 27,68 1.34%
Noninterest-bearing deposits 984,22( 818,32: 511,25¢
Other noninterest-bearing liabilities 76,821 135, 75¢ 44,02:
Shareholders’ equity 730,72t 668,46¢ 462,12
Total liabilities & shareholders’ equity $ 4.500,01( $ 424859 $ 3,084,42
Net interest income  $24289  s17048 312048
Net interest spread - 6.12% - 4.55% - 3.98%
Net interest margin m W m
Average interest-earning assets to average intbesstng liabilities m m m

(1) Nonaccrual loans were included in loans. Amortimetideferred loan fees and net unearned discoartertain acquired loans were included in the @geincome calculation
The amortization of net deferred loan fees was #illlon in 2011 $2.1 million in 2010 , $2.8 millioin 2009 . The amortization of net unearned disat®on certain acquired
loans was $14.3 million in 2011 . There was no dization of net unearned discounts in 2010 or 2009.

(2) Yields on fully taxable equivalent basis, basedaonarginal tax rate of 35!
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Net interest income is impacted by the volume (gearin volume multiplied by prior rate), intereate (changes in rate multiplied by prior
volume) and the mix of interest-earning assetsiatgglest-bearing liabilities. The following tableavs changes in net interest income on a fully
taxable-equivalent basis between 2011 and 201@velss between 2010 and 200@®ken down between volume and rate. Changes wttble tc
the combined effect of volume and interest rate®meen allocated proportionately to the changestadwolume and the changes due to interest
rates:

Changes in Net Interest Income

2011 Compared to 2010 2010 Compared to 2009
Increase (Decrease) Due to Increase (Decrease) Due to
Volume Rate Total Volume Rate Total

(in thousands)
Interest Income

Loans $ 805 $ 5310 $ 61,152 $ 2155 $ 18,78 $ 40,33¢
Taxable securities 6,17¢ (2,584 3,594 4,20( (3,229 97€
Tax-exempt securities 1,55¢ (327) 1,231 2,01¢ (66C) 1,35¢
Interest earning deposits with banks and fede
funds sold (107) a7) (124) 772 (25) 74¢
Interest income $ 15.67¢ $ 50,17« $ 6585: $ 28537 $ 1487¢ $ 43,41¢
Interest Expense
Deposits:
Certificates of deposit $ (1300 $ (2,319 $ (3619 ¢ 1,19 $ (8,42) $ (7,226
Savings accounts 57 (192 (13%) 133 (19¢) (65)
Interest-bearing demand 20¢€ (970 (764) 721 (78%) (64)
Money market accounts 694 (2,439 (1,744 2,01z (1,179 83¢
Total interest on deposits (349 (5,917 (6,255 4,06: (10,579 (6,517)
Federal Home Loan Bank and Federal Reserve
Bank borrowings (57) 19¢€ 13¢ (542) 624 82
Long-term subordinated debt (437) (19 (450) 3 () (16€)
Other borrowings and interest-bearing liabilities 2 7 9 3 15 12
Interest expense $ 8299 $ (B5,72) $ (6,557) 9 352 $ (10,11) $ (6,59))
$ 16,50¢ $ 5590: $ 7241 $ 25017 $ 2499 $ 50,007

Comparison of 2011 with 2010

Taxable-equivalent net interest income totaled $24#llion in 2011 , compared with $170.5 millioorf2010 . The significant increase in
net interest income during 2011 resulted from ine@uocretion on the acquired loan portfolios. Tlwémental accretion income represents the
amount of income recorded on the acquired loanseatie contractual rate stated in the individuahloates. The additional income stems from
the discount established at the time these loatfghios were acquired, and increases net interestme and the net interest margin. The
incremental accretion income had a positive impéetpproximately 174 basis points on the 2011 mietrést margin.
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The following table shows the effect on the ne¢iiast income resulting from accretion of incomeaoquired impaired loans and loans
acquired in the Bank of Whitman transaction:

Year ended December

31, 2011
(in thousands)

Interest income as recorded $ 109,58(

Interest income at stated note rate 42,22(

Incremental accretion income $ 67,36(
Incremental accretion income due to:

Acquired impaired loans $ 53,07¢

Other acquired loans 14,28

Incremental accretion income $ 67,36(

Of the $14.3 million in accretion income recorded déther acquired loans, $7.2 million was relatetban maturities and prepayments. For
discussion over the methodologies used by managamescording interest income on loans pleasée'€eiéical Accounting Policies” section of
this discussion and Note 1 to the Consolidatedritiz Statements in “ltem 8. Financial Statement$ &upplementary Data” of this report.

Comparison of 2010 with 2009

Taxable-equivalent net interest income totaled $ Adillion in 2010 , compared with $120.5 millioorf2009. The significant increase in
net interest income during 2011 resulted primérilyn income accretion on the acquired loan poliThe incremental accretion income
represents the amount of income recorded on théir@chloans above the contractual rate stateddnntiividual loan rates. The additional income
increases net interest income and the net interasgin. In addition, the average rate paid on diépos2010 declined 54 basis points from the
prior year.

Provision for Loan and Lease Losses

The Company accounts for the credit risk associaittlending activities through its allowance foan and lease losses and provision for
loan and lease losses. The provision is the expeesgnized in the consolidated statements of irctimadjust the allowance to the levels dee
appropriate by management, as determined throagtpjilication of the Company’s allowance methodglpigpcedures. Impairment valuation
adjustments and allowance for loan and lease lasse@squired loans, including those subject toGbmpany’s loss-share agreements with the
FDIC, are accounted for separately from the alloseafior loan and lease losses. For discussion beemethodology used by management in
determining the adequacy of the ALLL see the follggv'Allowance for Loan and Lease Losses and Un&ath@ommitments and Letters of
Credit” and “Critical Accounting Policies” sections$ this discussion.

For noncovered loans, the Company recorded expErge4 million and $41.3 million through the prsidgn for loan and lease losses in
2011 and 2010, respectively. The provision rectide2011 reflects management’s ongoing assessofi¢iné credit quality of the Company’s
noncovered loan portfolio, which is impacted byieas economic trends, including the protracted vecp of the Pacific Northwest economy.
Additional factors affecting the provision includeedit quality migration, size and composition leé foan portfolio and changes in the economic
environment during the period. See “Allowance foah and Lease Losses and Unfunded Commitmentsettetd of Credit” section of this
discussion for further information on factors calesed by the Company in assessing the credit gu#lithe loan portfolio and establishing the
allowance for loan and lease losses.

The Company recorded a recapture of $1.6 millisaugh the provision for losses on covered loar20ihl compared to a provision of $6.1
million through the provision for losses on coveleans in 2010 .

For the years ended December 31, 2011 , 2010 a@i, 2@t noncovered loan charge-offs amounted 5o4%illion , $33.8 million , and
$52.8 million , respectively. Loans in the commattiusiness portfolio accounted for 35% of the 20é&tlchargesffs, while loans in the consun
portfolio accounted for 23% of the 2011 net chaoffe-compared to 37% and 10%, respectively, in 2010
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Noninterest Income (Loss)

The following table presents the significant comgrats of noninterest income (loss) and the relatdddand percentage change from pe
to period:

Years ended December 31,

$ % $ %
2011 Change Change 2010 Change Change 2009
(dollarsin thousands)

Service charges and other fees $ 26,63: $ 1,93¢ 8% $ 24,69¢ $ 9,517 63% $ 15,18
Gain on bank acquisitions, net of tax 1,83( (7,989 (81)% 9,81¢ 9,81¢ 10C % —
Merchant services fees 7,38t (117) (2)% 7,50z 181 2% 7,321
Redemption of Visa and MasterCard

shares — — — % — 49 (2100)% 49
Gain on sale of investment securities

net 134 76 131% 58 (1,019 (95)% 1,077
Impairment charge on investment

securities (2,950 (2,950 (100% — — — % —
Bank owned life insurance (BOLI) 2,18¢ 147 7% 2,041 18 1% 2,02
Change in FDIC loss-sharing asset (49,496 (54,409 (1,109% 4,90¢ 4,90¢ 10C % —
Other 4,99¢ 1,23¢ 33% 3,75¢ (283 ()% 4,03¢
Total noninterest income $ (9,28) $ (62,069 (119% $ 52,787 $ 23,09 78% $ 29,69(

Comparison of 2011 with 2010

The decrease in noninterest income from the pear was primarily due to the $49.5 million changéhie FDIC loss-sharing asset and the
$3.0 million impairment charge on investment sd@si In addition, in 2011 the Company recordeaia gn bank acquisition of $1.8 million
compared to a gain on acquisition of $9.8 milliorthe prior year.

The change in the FDIC loss-sharing asset recogtiimedecreased amount that Columbia expects lect@lom the FDIC under the terms
of its loss-sharing agreements. This change isutcome of the better-than-expected cash flows eerea loans. The Company re-measures
contractual and expected cash flows of coveredsleana quarterly basis. When the quarterly re-nreasent results in an increase in expected
future cash flows due to a decrease in expectatitdosses the nonaccretable difference decreasktha accretable yield of the related loan pool
is increased and recognized as interest incometbedife of the loan portfolio. As a result of theproved expected cash flows, the FDIC loss-
sharing asset is reduced first by the amount ofiemairment previously recorded and, second, byeimsed amortization over the remaining life
of the related loan portfolio. For additional infasition on the FDIC loss-sharing asset, pleasehse¥ bss-sharing Asset” section of
Management’s Discussion and Analysis and NotetBedConsolidated Financial Statements in “ItemiBafcial Statements and Supplementary
Data” of this report.

The impairment charge on investment securitiegeelto a single municipal obligation. On Decemhe2(il1 the Greater Wenatchee WA
Regional Events Center Public Facilities Bond wetd default. Based upon facts and circumstancesieg at year-end 2011, we expected no
future cash flows from this bond and, accordinggorded an other-than-temporary impairment chaf@3.0 million through earnings. We will
continue to pursue avenues for repayment of thiigation.

On August 5, 2011 the Bank acquired certain assetsassumed certain liabilities of the Bank of Wizt from the FDIC in an FDIC-
assisted transaction. The Bank and the FDIC entatech modified whole bank purchase and assumpgtiprement without loss share. The assets
and liabilities, both tangible and intangible, weseorded at their estimated fair values as ofthgust 5, 2011 acquisition date. The application
of the acquisition method of accounting resultethmrecognition of a bargain purchase gain, nédxafof $1.8 million . The bargain purchase
gain represents the excess of the estimated fhie vd the assets acquired over the estimated/dire of the liabilities assumed and is influenced
significantly by the FDIC-assisted transaction s For additional information on the businesshioations, please see Note 2 to the
Consolidated Financial Statements in “ltem 8. Fai@nStatements and Supplementary Data” of thisntep
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Other Noninterest Income: The following table presents selected items of éothoninterest income” and the related dollar asrdtgntage
change from period to period:

Years ended December 31,

$ % $ %
2011 Change Change 2010 Change Change 2009
(dollarsin thousands)

Gain on disposal of assets $ 83 $ (29 25% $ 11& % 4 1% $ 114
Mortgage banking 78C 33C 73% 45C 68 18% 382
Cash management 12b-1 fees 5 (6) (55)% 11 (234) (96)% 24E
Letter of credit fees 41F a7 D% 432 (96) (18)% 52¢
Late charges 362 (94) (21)% 45€ 14¢ 49 % 307
Currency exchange income 34¢€ (14) (4)% 36C 67 23% 293
New Markets Tax Credit dividend 52 (29 27)% 71 5 8% 66
Miscellaneous fees on loans 1,674 69C 70% 984 142 17% 84z
Interest rate swap income 332 (95) (22)% 42¢ 163 62 % 26E
Credit card fees 26C 77 42% 183 56 44% 127
Miscellaneous 67¢ 41t 15€ % 263 (607) (70)% 87C

Total other noninterest income $ 499, $ 1,23¢ 330, $ 3,75¢ $ (289 (M% $ 4,03¢

The increase in other noninterest income was pifyndwe to the increase in certain miscellaneoes fen loans, which are recorded
immediately to earnings and not deferred. These ife@eased due to the increase in the size db#reportfolio during 2011. Miscellaneous
income increased $415 thousand from the prior peeod primarily due to the recapture of $276 tlemubin previously accrued expenses related
to a credit card reward program

Comparison of 2010 with 2009

Noninterest income for the year ended Decembe2@10 totaled $52.8 million, an increase of $23.lliom from 2009. Noninterest income
represented 24% of total revenues in 2010. Sepheaeges and other fees increased $9.5 million I0Zfbm the prior-year. Service charges and
other fees are volume driven and the increasdribuatied to a larger customer base rather thanemnigitremental per transaction fees. Noninterest
income for 2010 included the net of tax bargairchase gain of $9.8 million related to the Ameridéarine Bank transaction. The bargain
purchase gain represents the excess of the estifateralue of the assets acquired over the estichair value of the liabilities assumed and is
influenced significantly by the FDIC-assisted tractson process. In addition, the change in the FIDES-sharing asset resulted in additional
noninterest income of $4.9 million for the currgetr. For additional information on the FDIC lo$s$ng asset, please see the “Loss-sharing
Asset” section of Management’s Discussion and Asialgnd Note 8 to the Consolidated Financial Statesin Item 8. Financial Statements &
Supplementary Data” of this report.

Noninterest Expense

Noninterest expense was $155.8 million in 2011inarease of $18.6 million, or 14%, over 2010 . hd¢erest expense increased $42.7
million, or 45%, in 2010 over 2009 .
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The following table presents the significant comgrats of noninterest expense and the related dalidmpercentage change from period to
period:

Years ended December 31,

$ % $ %
2011 Change Change 2010 Change Change 2009
(dollarsin thousands)
Compensation and employee benefits $ 8155: $ 11,77: 17% $ 69,78 $ 22,50¢ 48% $ 47,27¢
All other noninterest expense:
Occupancy 18,96 2,14¢ 13% 16,81« 4,68¢ 39 % 12,12¢
Merchant processing 3,69¢ (66€) (15)% 4,36¢ 91t 27 % 3,44¢
Advertising and promotion 3,68¢ 605 20 % 3,081 1,13¢ 58 % 1,94
Data processing 8,48¢ (28%) (3)% 8,76¢ 3,281 60 % 5,482
Legal and professional services 6,48¢ 802 14% 5,684 1,813 47 % 3,871
Taxes, license and fees 4,44¢ 1,58¢ 56 % 2,85¢ 38C 15% 2,47¢
Regulatory premiums 4,331 (2,149 (33)% 6,48t 70€ 12 % 5,771
Net cost of operation of noncovered other real
estate owned 7,41¢ 1,721 30% 5,69t 4,83¢ 561 % 861
Net benefit of operation of covered other real
estate owned (8,439 (3,530 72% (4,909¢) (4,909¢) (100)% —
Amortization of intangibles 4,31¢ 397 10% 3,922 2,871 275 % 1,04¢
FDIC clawback expenses 3,65¢€ 3,65¢€ 10C % — — — % —
Other 17,15« 2,551 17% 14,60: 4,42¢ 43 % 10,17¢
Total all other noninterest expense 74,207 6,84( 10% 67,36 20,15« 43 % 47,21
Total noninterest expense $ 155,75¢ $ 18,61: 14% $ 137,14 $ 42,65¢ 459 $ 94,48¢

Comparison of 2011 with 2010

Compensation and employee benefits expense incr¢éa$81.6 million , or 17% , in 2011 from $69.8loih in 2010 reflecting staffing
increases in the current year related to the tRE€-assisted acquisitions. Full-time equivaleaffsincreased to 1,256 at December 31, 2011
from 1,092 at December 31, 2010 .

The remaining noninterest expense categories isece$6.8 million , or 10%, between 2010 and 20@tcupancy increased $2.1 million
due to the increase in branch locations during 284<lo contributing to the remaining increase imimberest expense was the Company recording
$3.7 million to FDIC clawback expense to createRB¢C clawback liability. The Company's Purchasé&gsumption agreements with the FDIC
require the Company to reimburse the FDIC at theksion of the loss share agreement period, Fep2G20 for the Columbia River Bank and
American Marine Bank transactions, a calculatedwarhd total losses on the acquired loan portfofaisto reach a minimum threshold level. The
$3.7 million represents the net present value afagament's clawback liability estimate of $5.5 imill The remaining noninterest expense
increase was partially offset by a decrease inleggry premiums of $2.1 million due to a decreasthe assessment rate utilized in calculating
premiums due.
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Other Noninterest Expense: The following table presents selected items ofiéotnoninterest expensahd the related dollar and percent
change from period to period:

Years ended December 31,

$ % $ %
2011 Change Change 2010 Change Change 2009
(dollarsin thousands)

CRA partnership investment expense $ 59 % 32¢ 122% $ 26 $ (232 46)% $ 501
Software support & maintenance 1,36: 30E 29% 1,057 41¢€ 65 % 63¢
Federal Reserve Bank processing fees 334 6 2% 32¢ 1 — % 327
Supplies 1,27¢ a7y (12)% 1,447 55¢ 63 % 88¢
Postage 2,131 362 20% 1,76¢ 524 42 % 1,24¢
Sponsorships & charitable contributions 1,12 35¢ 47 % 764 16€ 28 % 59¢
Travel 1,24¢ 28¢€ 30 % 962 56C 13€ % 402
Investor relations 174 (6) ()% 18C (24) (12)% 204
Insurance 83€ 55 7% 781 281 56 % 50C
Director expenses 457 16 4% 441 1 — % 44C
Employee expenses 63€ 164 35% 472 122 35% 35C
ATM Network 1,05¢ 21€ 26 % 84z 247 42 % 59t
Miscellaneous 5,921 63C 12% 5,291 1,80z 52 % 3,48¢

Total other noninterest expense $ 17,15« $ 2,551 17% $ 14,600 § 4,424 439% $ 10,17¢

Other noninterest expense increased $2.6 milliangnly due to increases in software support & rtexance, postage, sponsorships &
charitable events, travel and employee expensdashwbmbine to an increase of $1.5 million, andevdwe to the increased number of branch
locations and employees.

Comparison of 2010 with 2009

Compensation and employee benefits expense inct¢a$69.8 million , or 48% in 2010 from $47.3 nafl in 2009 reflecting staffing
increases in 2010 related to the two FDIC-assiateglisitions as well as the addition of teams aikleas in conjunction with the execution of our
de novo expansion strategy. Full-time equivaleaff shcreased to1,092 at December 31, 2010 fromatI3ecember 31, 2009.

The remaining noninterest expense categories isece$20.2 million, or 43%, between 2009 and 201@uPancy expense increased $4.7
million due to significantly more branch locatiodsdvertising and promotion expense was up 59% t02@om the prior year as a result of the
Company’s marketing efforts to establish its brandewly served market areas. Data processing eepi@creased 60% due to higher transaction
volumes and conversion expenses stemming frommtbd-DIC-assisted transactions. Amortization of mgfibles expense increased $2.9 million,
or 275%, as a result of the core deposit intangiterded in conjunction with the two FDIC-assistieehsactions. Finally, legal and professional
services expense increased $1.8 million as the @agnpontinues to incur significant expense whilekirg toward the resolution of
nonperforming and covered assets.

Income Tax

For the years ended December 31, 2011 , 2010 &@\26 recorded income tax provisions of $17.9 orilland $2.3 million and an income
tax benefit of $9.0 million, respectively. The effiwe tax rate was 27% in 2011 , 7% in 2010 andefifective tax benefit was 69% in 2009 . For
additional information, see Note 22 to the Consikd Financial Statements in “Iltem 8. FinanciateStents and Supplementary Data” of this
report. Our effective tax rate continues to be thas our statutory rate of 36.02% primarily dug¢h® amount of tax-exempt municipal securities
held in the investment portfolio, tax exempt eagsion bank owned life insurance, and tax credidsived on investments in affordable housing
partnerships.
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Financial Condition

Our total assets increased 12% to $4.79 billidbestember 31, 2011 from $4.26 billion at December2®0 . Interest-earning deposits
with banks decreased $255.7 million and our investnportfolio increased $264.2 million or 35%. Tdexrease in interest-earning deposits with
banks and the increase in our investment portfeéoe a result of investing interest-earning depasiances in high quality debt instruments,
which have higher yields than what was availablénterest-earning deposits. The loan portfolio éazed 19% or $455.4 million to $2.83 billion .
The increase in the loan portfolio can be attridutethe three FDIC-assisted transactions occuinirgp11l and growth in the originated loan
portfolio. Excluding the acquired loans, the oragied loan portfolio increased $281.4 million, 04,50 $2.20 billion at December 31, 2011. The
increase in the originated loan portfolio was duétreases in commercial business loans of $1@#lidn and commercial and multifamily
residential real estate loans of $111.7 milliorerRises and equipment, net, increased $14.8 midid6%, of which $10.1 million was related to
the purchase of 17 branches in connection witH-FDEC-assisted acquisitions of Bank of Whitman, Hitgritage Bank, and Summit Bank.
Deposit balances increased $488.3 million or 15%3t@2 billion and borrowings decreased 18% to $1idllion. The decrease in borrowings is
due to the repayment of the long-term subordinetsat.

Investment Portfolio

We invest in securities to generate revenues fiCtbmpany, to manage liquidity while minimizingargst rate risk and to provide collate
for certain public deposits and short-term borraysinThe amortized cost amounts represent the Coytgpariginal cost for the investments,
adjusted for accumulated amortization or accredibany yield adjustments related to the securitye €stimated fair values are the amounts we
believe the securities could be sold for as ofd&ites indicated. As of December 31, 2011 we haalvadlable for sale securities in an unrealized
loss position. Based on past experience with thgses of securities and our own financial perforogmwe do not intend to sell any impaired
securities nor does available evidence suggeshitoire likely than not that management will be neglito sell any impaired securities before the
recovery of the amortized cost basis. We reviewdhavestments for other-than-temporary impairnoenan ongoing basis.

During the fourth quarter of 2011, the Company deieed that one of its municipal obligations witlpar amount of $3.0 million was other-
than-temporarily impaired due to it maturing durthg period without repaying the principal amodrte defaulted security was issued in 2008 by
a municipality located in the state of Washingtionaccordance with Investments - Debt and EquitguBiges topic of the FASB ASC, the
Company determined that the entire amount of therethan-temporary impairment was credit-relatethaspresent value of the expected future
cash flows for the defaulted security was zero. digaificant inputs used to determine the expefittute cash flows were the default on principal
repayment and there being no insurance on the ldedesecurity.

Purchases during 2011 totaled $453.0 million whikgurities, repayments and sales totaled $221liomitompared to purchases of $179.3
million and maturities, repayments and sales o2&l énillion during 2010 . At December 31, 2011 UgBvernment agency and government-
sponsored enterprise mortgage-backed securitieB$'WMand collateralized mortgage obligations (“CM@bmprised 68% of our investment
portfolio, state and municipal securities were 28¥ernment agency and government-sponsored eiseg@curities were 4%. Our entire
investment portfolio is categorized as availablesfale and carried on our balance sheet at fairevalhe average duration of our investment
portfolio was approximately 2 years and 10 monti3exember 31, 2011 .
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The following table presents the contractual métgiand weighted average yield of our investmentfplio:

December 31, 2011

Amortized Fair
Cost Value Yield

(dollarsin thousands)

U.S. government agency and government-sponsored enprise mortgage-backed
securities & collateralized mortgage obligations (L

Over 1 through 5 years 24,711 25,30¢ 4.1&%
Over 5 through 10 years 102,79 106,61° 3.36%
Over 10 years 551,12: 564,03: 2.95%
Total $ 678,63: $ 695,95: 3.06%
State and municipal securities (2)
Due through 1 year $ 18,30¢ $ 18,61( 6.14%
Over 1 through 5 years 27,707 29,32¢ 5.01%
Over 5 through 10 years 59,11¢ 62,92¢ 5.3%
Over 10 years 157,94 174,89¢ 6.35%
Total $ 263,070 % 285,76 5.9%%
U.S. government agency and government-sponsored enprise securities (1)
Over 5 through 10 years $ 42,55¢ % 43,06 1.56%
Total $ 42,55¢ % 43,06 1.5¢%

(1) The maturities reported for mortgage-backexises, collateralized mortgage obligations, gomeent agency and government-sponsored
enterprise securities are based on contractualritiestand principal amortization.
(2) Yields on fully taxable equivalent basis, basedianarginal tax rate of 35'

For further information on our investment portfoiee Note 4 of the Consolidated Financial Statesneriitem 8. Financial Statements and
Supplementary Data” of this report.

FHLB Stock

As a condition of membership in the Federal HomarLBank of Seattle (“FHLB”), the Company is reqdite purchase and hold a certain
amount of FHLB stock. Our stock purchase requirdnieebased, in part, upon the outstanding prindidénce of advances from the FHLB and is
calculated in accordance with the Capital PlarhefRHLB. Our FHLB stock has a par value of $100 ismédeemable at par for cash.

FHLB stock is carried at cost and is subject t@vecability testing per the Financial Services -pBs&tory and Lending topic of the FASB
ASC. The FHLB is currently classified as undercalpied by the Federal Housing Finance Agency (“RaeAgency”). Under Finance Agency
regulations, a Federal Home Loan Bank that failmé®t any regulatory capital requirement may notadte a dividend or redeem or repurchase
capital stock. However, management believes, dedipét undercapitalized classification, the FHLB Adsquate capital to cover the risks refle
on their balance sheet. Accordingly, as of Decem3fie2011 we did not recognize an impairment cheetgted to our FHLB stock holdings. We
will continue to monitor the financial condition tife FHLB as it relates to, among other thingsré@®verability of our investment.
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Loan Portfolio

We are a full service commercial bank, which orég@s a wide variety of loans, and concentratdeiiiding efforts on originating
commercial business and commercial real estateslddre following table sets forth our loan portfoliy type of loan for the dates indicated:

December 31,

% of % of % of % of % of
2011 Total 2010 Total 2009 Total 2008 Total 2007 Total
(dollarsin thousands)

Commercial business $1,031,72 435% $ 795,36¢ 4LE% S 744,44 37.1% $ 810,92 36.3% $ 762,36 33.4%
Real estate:
One-to-four family residential 64,49: 2.8% 49,38 26% 63,36¢ 3.1% 57,23; 2.6% 60,99 27%
Commercial and multifamily residential 998,16! 42E% 794,32 41E% 856,26( 42.€% 862,50! 38.6% 852,13 37.2%
Total real estate 1,062,65 45.2% 843,71 435% 919,62 45.7% 919,83 41.2% 913,13( 40.0%
Real estate construction:
One-to-four family residential 50,20¢ 2.1% 67,96: 35% 107,62 54% 209,68 9.4% 269,11 11.6%
Commercial and multifamily residential 36,76¢ 1.€% 30,18¢ 1.6% 41,82¢ 21% 81,17¢ 3.6% 165,49( 72%
Total real estate construction 86,97¢ 3.7% 98,14¢ 5.2% 149,44¢ 75% 290,85t 13.0% 434,60 19.0%
Consumer 183,23 7.€% 182,01 9.5% 199,98° 10.0% 214,75: 9.7% 176,55¢ 7€%
Subtotal 2,364,58: 100.7%  1,91924.  100.:%  2,013,50 100.:%  2,236,36! 100:%  2,286,65!  100.:%
Less deferred loan fees and other (16,21) 0.7% (3,490 0.2% (4,616) 0.2% (4,039 0.2% (3,931 (0.2%
Total loans not covered under FDIC loss-share

agreements, net of deferred fees 2,348,37 100.C % 1,915,75. 100.C%  2,008,88 100.(%  2,232,33; 100.(%  2,282,72i 100.(%
Loans covered under FDIC loss-share agreements

Covered loans 531,92¢ 517,06: — — —

Total loans, net (before Allowance for Loan and

Lease Losses) $2,880,301 $2,432,81! $2,008,88. $2,232,33; $2,282,72i
Loans held for sale m m $—— m m

At December 31, 2011, total loans were $2.88diiltompared with $2.43 billion in the prior yean,iacrease of $447.5 million or 18%.
Excluding the acquired loans, the originated loartfplio increased $281.4 million, or 15% from theevious year. The increase in the originated
loan portfolio was due to increases in commeradigifess loans of $192.0 million and commercial euudtifamily residential real estate loans of
$111.7 million. Net covered loans were $531.9 mrillat December 31, 2011 compared with $517.1 millothe prior year, an increase of $14.9
million or 3%. Total loans represented 60% and ®f%btal assets at December 31, 2011 and 2010ectsply.

Commercial BusinessLoans: Commercial business loans increased $236.4 miltio30%, to $1.03 billion from year-end 2010,
representing 44% of total loans at year end. Weanemitted to providing competitive commercial lerglin our primary market areas.
Management expects a continued focus within itsmengial lending products and to emphasize, in @aler, relationship banking with
businesses, and business owners.

Real Estate Loans. One-to-four family residential loans are securggioperties located within our primary market araad, typically,
have loan-to-value ratios of 80% or lower. Our umd&ing standards for commercial and multifamigsidential loans generally require that the
loan-to-value ratio for these loans not exceed d5#%ppraised value, cost, or discounted cash flalue; as appropriate, and that commercial
properties maintain debt coverage ratios (net dpgrincome divided by annual debt servicing) & ar better. However, underwriting standards
can be influenced by competition and other factdfe.endeavor to maintain the highest practical nmdeéng standards while balancing the need
to remain competitive in our lending practices.

Real Estate Construction Loans: We originate a variety of real estate constructi@ns. Underwriting guidelines for these loans Jayy
loan type but include loan-to-value limits, termmilis and loan advance limits, as applicable.

Our underwriting guidelines for commercial and rifathily residential real estate construction logeserally require that the loan-to-value
ratio not exceed 75% and stabilized debt coveratiesr(net operating income divided by annual debt
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servicing) of 1.2 or better. As noted above, unditing standards can be influenced by competitind ather factors. However, we endeavor to
maintain the highest practical underwriting staddarhile balancing the need to remain competitiveur lending practices.

Consumer Loans. Consumer loans include automobile loans, boat aackational vehicle financing, home equity and hamgrovement
loans and miscellaneous personal loans.

Covered Loans: Covered loans are comprised of loans and loan ctmenis acquired in connection with the 2011 FDI€isted
acquisitions of First Heritage Bank and Summit Baaskwell as the 2010 FDIC-assisted acquisitiorSafimbia River Bank and American
Marine Bank. These loans are generically referoeastcovered because they are generally subjecietof the loss-sharing agreements between
the Company and the FDIC. There was no loss-shagngement in the Bank of Whitman transactionpsm$ acquired in that transaction are
noncovered loans. The loss-sharing agreementinglatthe 2010 FDIC-assisted transactions limét@ompany’s losses to 20% of the
contractual balance outstanding up to a statedtioid amount of $206.0 million for Columbia Rivearik and $66.0 million for American Maril
Bank. If losses exceed the stated threshold, tiepaay’s share of the remaining losses decrease%td he loss-sharing agreements relating to
the 2011 FDIC-assisted transactions limit the Camg[salosses to 20% of the contractual balance andétg. The loss-sharing provisions of the
2011 agreements for commercial and single fam#ydential mortgage loans are in effect for fiverngeand ten years, respectively, from the
acquisition dates and the loss recovery provisfonsuch loans are in effect for eight years amdytears, respectively, from the acquisition dates.

Foreign Loans: Our banking subsidiary is not involved with loaongoreign companies or foreign countries.

For additional information on our loan portfoliacluding amounts pledged as collateral on borrogjisge Note 5 to the Consolidated
Financial Statements in “Iltem 8. Financial Statets@md Supplementary Data” of this report.

Maturities and Sensitivities of Loans to Changes ifnterest Rates

The following table presents the maturity distribotof our covered and noncovered commercial antlggtate construction loan portfolios
and the sensitivity of these loans due after orae y@changes in interest rates as of Decembe2(®1], :

Maturing
Due Over 1
Through 1 Through 5 Over 5
Year Years Years Total
(in thousands)
Commercial business $ 534,75. $ 339,88. $ 289,65t $ 1,164,28!
Real estate construction 76,85: 38,82: 15,89( 131,56t
Total $ 611,60« $ 378,70" $ 305,54¢ $ 1,295,85!
Fixed rate loans due after 1 year $ 169,70: $ 118,21( $ 287,91:
Variable rate loans due after 1 year 209,00: 187,33t 396,34(
Total $ 378,70! $ 305,54t $ 684,25:

Risk Elements

The extension of credit in the form of loans oresthredit substitutes to individuals and businessese of our principal commerce
activities. Our policies, applicable laws, and degjons require risk analysis as well as ongoingfpbo and credit management. We manage our
credit risk through lending limit constraints, cite@view, approval policies, and extensive, ongaimternal monitoring. We also manage credit
risk through diversification of the loan portfoliy type of loan, type of industry, type of borrowand by limiting the aggregation of debt to a
single borrower.

In analyzing our existing portfolio, we review czonsumer and residential loan portfolios by theifgrmance as a pool of loans, since no
single loan is individually significant or judgedgt lis risk rating, size or potential risk of lo$s.contrast, the monitoring process for the
commercial business, private banking, real eswstcuction, and commercial real estate portfalatudes periodic reviews of individual loans
with risk ratings assigned to each loan and peréorre judged on a loan by loan basis.
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We review these loans to assess the ability obourowers to service all interest and principaigdtions and, as a result, the risk rating
be adjusted accordingly. In the event that fullextion of principal and interest is not reasonasgured, the loan is appropriately downgraded
and, if warranted, placed on non-accrual status évaugh the loan may be current as to principdliaterest payments. Additionally, we assess
whether an impairment of a loan warrants spec#gerves or a write-down of the loan. For additiatistussion on our methodology in managing
credit risk within our loan portfolio see the foling “Allowance for Loan and Lease Losses and Ud&thCommitments and Letters of Credit”
section and Note 1 to the Consolidated Financile®tents in “Item 8. Financial Statements and Supphtary Data” of this report.

Loan policies, credit quality criteria, portfoliaglelines and other controls are established uthdeguidance of our Chief Credit Officer ¢
approved, as appropriate, by the Board. Credit Adstration, together with the management loan cabesi has the responsibility for
administering the credit approval process. As agroplart of its control process, we use an indeparidéernal credit review and examination
function to provide reasonable assurance that laadscommitments are made and maintained as fgreddoy our credit policies. This includes a
review of documentation when the loan is initisktended and subsequent on-site examination taensatinued performance and proper risk
assessment.

Nonperforming Loans: The Consolidated Financial Statements are prefrearding to the accrual basis of accounting. Takides the
recognition of interest income on the loan portplinless a loan is placed on nonaccrual statushvdtcurs when there are serious doubts about
the collectability of principal or interest. Ourly is generally to discontinue the accrual okirst on all loans past due 90 days or more and
place them on nonaccrual status. Covered loansiated for under ASC 310-30 are generally considaretuing and performing as the loans
accrete interest income over the estimated livabefoans when cash flows are reasonably estimabtordingly, covered impaired loans
contractually past due are still considered todmung and performing loans.

Nonperforming Assets: Nonperforming assets consist of: (i) nonaccruah$oavhich generally are loans placed on a nonatbasis when
the loan becomes past due 90 days or when themharvise serious doubts about the collectabiftgrincipal or interest within the existing
terms of the loan; (ii) in most cases restructloaths, for which concessions, including the reauctf interest rates below a rate otherwise
available to that borrower or the deferral of ietror principal, have been granted due to theob@r's weakened financial condition (interest on
restructured loans is accrued at the restructuatsd when it is anticipated that no loss of origprancipal will occur); (iii) other real estate osd;
and (iv) other personal property owned, if applleablonperforming assets totaled $85.4 million 2dY2% of year-end assets at December 31,
2011 , compared to $120.2 million , or 3.23% ofryerad assets at December 31, 2010 .
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The following table sets forth information with pest to our noncovered, nonperforming loans, otber estate owned, other personal
property owned, total nonperforming assets, acgridans past-due 90 days or more, and potentiflgmoloans:

December 31,

2011 2010 2009 2008 2007
(dollarsin thousands)

Nonaccrual:
Commercial business $ 10,24: $ 32,367 $ 18,97¢ $ 2,97¢ $  2,17(
Real estate:
One-to-four family residential 2,69¢ 2,99¢ 1,86( 90t 204
Commercial and multifamily residential 19,48t 23,19: 24,35¢ 5,71C 3,47¢
Real estate construction:
One-to-four family residential 10,78t 18,00« 47,65 69,66¢ 7,317
Commercial and multifamily residential 7,067 7,58¢ 16,23( 25,75 —
Consumer 3,207 5,02( 1,35¢ 1,152 83¢
Total nonaccrual loans: 53,48 89,16: 110,43: 106,16 14,00¢
Noncovered real estate owned and other personpépso
owned 31,90¢ 30,991 19,03: 2,87¢ 181
Total nonperforming assets $ 85,38¢ $ 120,15 $ 129,46 $ 109,03 $ 14,18¢
Accruing loans past-due 90 days or more $ — $ — $ — $ — $ —
Forgone interest on nonperforming loans $ 5,32¢ $ 6,38¢ $ 7,637 $ 4,072 $ 814
Interest recognized on nonperforming loans $ 1,015 $ 2,03t $ 2,437 $ 4,55( $ 244
Potential problem loans $ 10,61¢ $ 3,79¢ $  11,42: $  17,73¢ $ 2,34
Allowance for loan and lease losses $ 53,04! $  60,99: $ 53,47¢ $ 42,74 $ 26,59¢
Allowance for loan and lease losses to nonperfogrioans 99.1% 68.41% 48.4% 40.27% 189.9%
Nonperforming loans to year end loans 2.28% 4.65% 5.5(% 4.7¢% 0.61%
Nonperforming assets to year end assets 2.02% 3.2% 4.0&% 3.52% 0.45%

At December 31, 2011 nonperforming loans decrets@d28% of year end loans, down from 4.65% of y@at loans at December 31,
2010 . Nonperforming commercial business loansiedlfrom $32.4 million, or 36% of nonperformingtts at December 31, 2010 to $10.2
million or 19% of nonperforming loans at year efid 2. The nonperforming residential constructiomlsactor declined to $10.8 million during
2011, down from $18.0 million, or 20% of nonperfang loans at December 31, 2010. Nonperforming comiakreal estate loans improved as
well, declining from $30.8 million at December 2D10 to $26.6 million at year end 2011.

Other Real Estate Owned: As of December 31, 2011 there was $22.9 milliondncovered other real estate owned (“OREO”) wigch
comprised of property from foreclosed real estasm$, a decrease of $8.1 million from $31.0 mili@@mecember 31, 2010 . Additionally, as of
December 31, 2011 the Company held $28.1 millioOREO covered under FDIC loss-sharing agreemenichvelte excluded from
nonperforming assets. Properties acquired by fosece or deed in lieu of foreclosure are transéetoeOREO and are recorded at fair value less
estimated costs to sell, at the date of transfénefproperty. If the carrying value exceeds thevalue at the time of the transfer, the differens
charged to the allowance for loan and lease lo3sgesfair value of the OREO property is based upament appraisal. Subsequent losses that
result from the ongoing periodic valuation of theseperties are charged to the net cost of operatfi@®REO expense in the period in which they
are identified. In general, improvements to the @Rde capitalized and holding costs are chargédetmet cost of operation of OREO as
incurred.

Potential Problem Loans: Potential problem loans are loans which are ctigrgrerforming and are not on nonaccrual statustruetured or
impaired, but about which there are significantlatsias to the borrower’s future ability to complithwrepayment terms and which may later be
included in nonaccrual, past due, restructuredngaired loans. Potential problem loans totaled@flllion at year end 2011 , compared to $3.8
million at year end 2010 .
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The following table summarizes activity in noncoegrnonperforming loans for the period indicated:

Twelve months ended
December 31,

2011 2010
(in thousands)

Balance, beginning of period $ 89,16: $ 110,43:
Loans placed on nonaccrual or restructured 34,747 71,14¢
Advances 1,68 4,47(
Charge-offs (15,109 (29,769
Loans returned to accrual status (7,840 (15,479
Repayments (including interest applied to prindipal (26,16%) (31,309
Transfers to OREO/OPPO (22,999 (20,329

Balance, end of period $ 53,48: % 89,16:

Loans are considered impaired when based on cumnimation and events, it is probable that thenPany will be unable to collect all
amounts due according to the contractual termbeofdan agreement or when a loan has been modifi@droubled debt restructuring. A loan is
classified as a troubled debt restructuring whepraower is experiencing financial difficulties tHaad to a restructuring of the loan, and the
Company grants concessions to the borrower ingbgucturing that it would not otherwise considdrese concessions may include interest rate
reductions, principal forgiveness, extension ofuriit date and other actions intended to minimiateptial losses. Generally, a nonaccrual loan
that is restructured remains on nonaccrual statua period of six months to demonstrate that tivedwer can meet the restructured terms. If the
borrower's performance under the new terms iseeganably assured, the loan remains classifiechasaccrual loan.

The assessment for impairment occurs when and whdbk loans are designated as classified per thgp&@ay’s internal risk rating system
or when and while such loans are on nonaccrualnédiaccrual loans greater than $250,000 are carsidmpaired and analyzed individually ¢
quarterly basis. Classified loans with an outstagdialance greater than $250,000 are evaluatgubfential impairment on a quarterly basis. The
Company'’s policy is to record cash receipts on iimggbloans first as reductions in principal andntlas interest income.

The following table summarizes noncovered, impalogah financial data at December 31, 2011 and 2010

December 31,

2011 2010
(in thousands)
Impaired loans $ 58,28¢ $ 91,17:
Impaired loans with specific allocations $ 522¢ $ 17,18¢
Amount of the specific allocations $ 1,482 % 974

Impaired loans with a carrying amount of $58.3 imillat December 31, 2011 were subject to spedificaions of allowance for loan and
lease losses of $1.5 million and partial chargs-off$4.4 million during the year. Collateral degent impaired loans without specific allocations
at December 31, 2011 and 2010 either had collatéradh exceeded the carrying value of the loan®fiected a partial charge-off to the market
value of collateral (less costs to sell), as ofriwst recent appraisal datRestructured loans accruing interest totaled $8ldomand $6.5 million
at December 31, 2011 and 2010, respectively.

When a loan with unique risk characteristics hamhidentified as being impaired, the amount of immpant will be measured by the
Company using discounted cash flows, except whsndiétermined that the primary (remaining) sowftceepayment for the loan is the operation
or liquidation of the underlying collateral. In #ecases, the current fair value of the collateealyced by costs to sell, will be used in place of
discounted cash flows. As a final alternative, dbeervable market price of the debt may be usedgess impairment. Predominately, the
Company uses the fair value of collateral apprdsased upon a reliable valuation.

When a loan secured by real estate migrates toarforming and impaired status and it does not fzanerket valuation less than one year
old, the Company secures an updated market vatubgi@ third-party appraiser that is reviewed by @ompany’s on-staff appraiser.
Subsequently, the asset will be appraised annbglly third-party appraiser or the Company’s ontstppraiser. The evaluation may occur more
frequently if management determines that therebleas increased market deterioration within a segdographical location. Upon receipt and
verification of the market valuation,
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the Company will record the loan at the lower d$tamr market (less costs to sell) by recordingagé-off to the allowance for loan and lease
losses or by designating a specific reserve inr@eewe with accounting principles generally acogjatethe United States.

For additional information on our nonperformingrigesee Note 5 to our Consolidated Financial Statésie “Item 8. Financial Statements
and Supplementary Data” of this report.

Allowance for Loan and Lease Losses and Unfunded @onitments and Letters of Credit

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

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

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

3.The unallocated allowance provides for other criedies inherent in our loan portfolio that may Imae been contemplated in the
general and specific components of the allowanbés tinallocated amount generally comprises less 584 of the allowance. The
unallocated amount is reviewed periodically basedrends in credit losses, the results of creditenes and overall economic trends.

On a quarterly basis our Chief Credit Officer rewvsewith Executive Management and the Board of Dinecthe various additional factors
that management considers when determining theuadgaf the ALLL, including economic and businesadition reviews. Factors which
influenced management’s judgment in determiningatm@unt of the additions to the ALLL charged to mgpi@g expense include the following as
of the applicable balance sheet dates:

1.Existing general economic and business conditiffiesting our market plac
2.Credit quality trend

3.Historical loss experien

4.Seasoning of the loan portfo

5.Bank regulatory examination resi

6.Findings of internal credit examin

7.Duration of current business cy

8.Specific loss estimates for problem lo

The ALLL is increased by provisions for loan andde losses (“provision”) charged to expense, angdisced by loans charged off, net of
recoveries. While we believe the best informatigailable is used by us to determine the ALLL, chesin market conditions could result in
adjustments to the ALLL, affecting net income,ifcamstances differ from the assumptions used fardgning the ALLL.

In addition to the ALLL, we maintain an allowana® infunded commitments and letters of credit. Wwort this allowance as a liability on
our Consolidated Balance Sheet. We determine th@uat using estimates of the probability of thémeite funding and losses related to those
credit exposures. This methodology is similar ® thethodology we use for determining the adequéowoALLL. For additional information on
our allowance for unfunded commitments and lettéisredit, see Note 6 to the Consolidated Finarsiatements inltem 8. Financial Statemer
and Supplementary Data” of this report.
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Analysis of the ALLL

The following table provides an analysis of our covered loan loss experience by loan type fordiefive years:

Changes in Allowance for Loan and Lease Losses and

Beginning balance
Balance established through acquisition
Charge-offs: (1)
Commercial business
Real estate:
One-to-four family residential
Commercial and multifamily residential
Real estate construction:
One-to-four family residential
Commercial and multifamily residential
Consumer
Total charge-offs
Recoveries: (1)
Commercial business
Real estate:
One-to-four family residential
Commercial and multifamily residential
Real estate construction:
One-to-four family residential
Commercial and multifamily residential
Consumer
Total recoveries
Net charge-offs
Provision for loan and lease losses
Ending balance
Loans outstanding at end of period (2)
Average amount of loans outstanding (2)

Allowance for loan and lease losses to period-eads

Net charge-offs to average loans outstanding

Allowance for unfunded commitments and letters of edit

Beginning balance

Net changes in the allowance for unfunded commitsand

letters of credit
Ending balance

Unfunded Commitments and Letters of Credit

December 31,

2011 2010 2009 2008 2007
(dollarsin thousands)
$ 60,99: $ 53,47¢ $ 42,74 $ 26,59¢ 20,18:
— — — — 3,192
(7,909 (14,879 (12,930) (2,819 (781)
(717) (40€) (39%) (46) —
(3,687) (6,179) (1,309) (96€) —
(2,487) (10,856 (27,71 (18,340 —
(2,213 (3,10%) (9,297) (2,169 —
(3,919 (3,987) (2,879 (1,647) (432
(20,937) (39,409 (54,52)) (25,98 (1,213
2,59¢ 2,38¢ 75C 272 53C
80 15 68 — —
45¢ 12t 25 304 12
2,091 1,67: 832 16 —
— 775 — — —
351 65C 76 367 291
5,57¢ 5,621 1,752 95¢ 832
(15,357 (33,776) (52,769 (25,02¢) (380)
7,40(C 41,29 63,50( 41,17¢ 3,60t
$ 53,04: $ 60,99 $ 53,47¢ $ 42,745 26,59¢
$ 2,348,37. $ 1,915,75 $ 2,008,88. $ 2,232,33 2,282,72
$ 2,065,01 $ 2,102,86: $ 2,124,57. $ 2,264,48! 1,990,62:
2.2€% 3.1&% 2.6€% 1.91% 1.17%
0.74% 1.61% 2.48% 1.11% 0.02%
$ 1,168 $ 775 $ 50C $ 34¢ 33¢
37C 39C 27¢ 151 10
$ 1,53t $ 1,16 $ 77% $ 50C 34¢

(1) Certain prior period balances have been recladsifieonform to the current period presenta

(2) Excludes loans held for sale and covered I¢
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We have used the same methodology for ALLL caléutest during 2011 , 2010 and 2009 . Adjustmentéi¢éopercentages of the ALLL
allocated to loan categories are made based odstreith respect to delinquencies and problem ledtisn each loan class. The Bank reviews the
ALLL quantitative and qualitative methodology omj@arterly basis and makes adjustments when apptepfihe Bank maintains a conservative
approach to credit quality and will continue to ¢eatly add to our ALLL as necessary in order tonten adequate reserves. The Bank carefully
monitors the loan portfolio and continues to empteathe importance of credit quality while contitusty strengthening loan monitoring systems
and controls.

Allocation of the ALLL
The table below sets forth the allocation of theLAlby loan category:

December 31,

2011 2010 2009 2008 2007
% of % of % of % of % of
Balance at End of Total Total Total Total Total
Period Applicable to: (1) Amount Loans* Amount Loans* Amount Loans* Amount Loans* Amount Loans*

(dollarsin thousands)

Commercial business $ 25,43 43.%  $ 22,54¢ 41.5% $ 21,96¢ 37.1% $ 12,75¢ 36.2% $ 7,06¢ 33.4%
Real estate and construction:

One-to-four family

residential 3,84¢ 4.9% 7,161 6.1% 9,087 8.5% 16,78: 12.(% 7,64¢ 14.5%
Commercial and
multifamily
residential 20,34¢ 43.%% 25,88( 42.% 19,70z 44.8% 11,98: 42.1% 11,17( 44.2%
Consumer 2,71¢ 7.8% 2,12( 9.5% 1,28: 10.C% 93t 9.€% 7138 7.8%
Unallocated 694 —% 3,28t —% 1,437 —% 28¢ —% — —%
Total $ 53,04: 100.% $ 60,99 100.(% $ 53,47¢ 100.(% $ 42,74% 100.% $ 26,59¢ 100.(%

* Represents the total of all outstanding loanednh category as a percent of total loans outstgndi
(1) Certain prior period balances have been reifledto conform to the current period presentation

FDIC Loss-sharing Asset

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

Subsequent to initial recognition, the FDIC indefization asset is reviewed quarterly and adjustedify changes in expected cash flows.
These adjustments are measured on the same b#isésratated covered loans. Any decrease in expeetsh flows due to an increase in expected
credit losses will increase the FDIC indemnificatasset and any increase in expected future cawis flue to a decrease in expected credit losse:
will decrease the FDIC indemnification asset. lases and decreases to the FDIC loss-sharing asseicarded as adjustments to noninterest
income.

At December 31, 2011, the FDIC loss-sharing assst$175.1 million which was comprised of a $157ilion FDIC indemnification asset
and a $17.6 million FDIC receivable. The FDIC reebie represents amounts due from the FDIC fondakelated to covered losses the Com,
has incurred less amounts due back to the FDIGingléo shared recoveries.
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The following table summarizes the activity relatedhe FDIC lossharing asset for the twelve months ended DeceBhet011 and 201!

Year Ended

December 31,

2011 2010
(in thousands)
Balance at beginning of period $ 205,99: $ =
Adjustments not reflected in income:
Established through acquisitions 68,73¢ 210,40!
Cash received from the FDIC (54,200 (11,199
FDIC reimbursable losses, net 4,04z 1,87¢
Adjustments reflected in income:
Amortization, net (46,049 1,13¢
Impairment (1,319 4,84¢
Sale of other real estate (4,34¢) (2,149
Other 2,217 73
Balance at end of period $ 175,070 $ 205,99:

For additional information on the FDIC loss-sharasset, please see Note 8 to the Consolidated dtat@tatements in “ltem 8. Financial
Statements and Supplementary Data” of this report.

Goodwill

The carrying amount of goodwill was $115.6 millias of December 31, 2011 and $109.6 million as afeP#er 31, 2010 . Goodwill is
tested for impairment on an annual basis, or meguiently as events occur, or as current circumstand conditions warrant. Under the
Intangibles — Goodwill and Other topic of the FABBC, the testing for impairment may begin with asessment of qualitative factors to
determine if it is more likely than not that thérfealue of a reporting unit is less than its cargyamount. If it is determined that the fair vahfea
reporting unit is more likely than not below itsigang value, the two-step test for impairment ésfprmed at the reporting unit level. In the first
step of the goodwill impairment test, the fair v@hf a reporting unit is compared with its carryargount. If the fair value of a reporting unit
exceeds its carrying amount, there is no indicatimpairment and further testing is not requirddhe carrying amount of a reporting unit
exceeds its fair value, then a second step ofhtg#irequired.

The Company completed its annual analysis of golbdwiing the third quarter of 2011 . The resultshe analysis indicated no potential
impairment in the single, reporting unit of the Guany.
Deposits

The following table sets forth the composition lné Company’s deposits by significant category:

December 31,

2011 2010 2009
(in thousands)

Core deposits:

Demand and other noninterest-bearing $ 1,156,610 $ 895,67 $ 574,68
Interest-bearing demand 735,34( 672,30 499,92;
Money market 1,031,66: 920,83: 604,22¢
Savings 283,41t 210,99! 139,40¢
Certificates of deposit less than $100,000 303,40! 298,67¢ 254,57

Total core deposits 3,510,43! 2,998,48. 2,072,82.
Certificates of deposit greater than $100,000 262,73: 266,70¢ 259,79
Certificates of deposit insured by CDARS® 42,08( 38,31: 96,31¢
Wholesale certificates of deposit — 23,15¢ 53,77¢
Subtotal 3,815,24 3,326,65 2,482,70!

Premium resulting from acquisition date fair vaadjustment 28¢ 612 —
Total deposits $ 3,815,52! $ 3,327,26! $ 2,482,70!
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Deposits totaled $3.82 billion at December 31, 26drhpared to $3.33 billion at December 31, 2010reCleposits, which include
noninterest-bearing deposits and interest-beamppsits excluding time deposits of $100,000 ana,quevide a stable source of low cost
funding. Core deposits increased to $3.51 hillibBecember 31, 2011 compared with $3.00 billioDatember 31, 2010 . We anticipate
continued growth in our core deposits through kbéhaddition of new customers and our current thease.

At December 31, 2011 brokered and other wholesgp@sits (excluding public deposits) totaled $42illian or 1% of total deposits
compared to $61.5 million or 2% of total depositsyear-end 2010 . The decrease in brokered depssittributed to the scheduled maturity of
$23.2 million in brokered deposits during the yslaghtly offset by an increase in participatiortfe Certificate of Deposit Account Registry
Service (“CDARS®”) program. CDARS’is a network that allows participating banks teeoféxtended FDIC deposit insurance coverage on
certificates of deposit. Unlike traditional brokdrgeposits, the Company generally makes CDAR@ailable only to existing customers who
desire additional deposit insurance coverage rdktagr as a means of generating additional liquidity

At December 31, 2011 public deposits held by thenfiany totaled $229.5 million compared to $153.diamilat December 31, 2010 .
Uninsured public deposit balances increased froB2 $lmillion at December 31, 2010 to $179.5 millDecember 31, 2011 . The Company is
required to fully collateralize Washington statéfixideposits and 50% of Oregon state public déposi

The following table sets forth the amount outstagdf time certificates of deposit and other tinepdsits in amounts of $100,000 or more
by time remaining until maturity and percentageéodél deposits:

December 31, 2011

Time Certificates of Deposit Other Time Deposits of
of $100,000 or More $100,000 or More
Percent of Percent of
Total Total
Amounts maturing in: Amount Deposits Amount Deposits
(dollarsin thousands)
Three months or less $ 87,83¢ 23% $ 36,24( 1.0%
Over 3 through 6 months 40,867 1.1% 1,05: —%
Over 6 through 12 months 64,85( 1.7% 2,971 0.1%
Over 12 months 69,17¢ 1.8% — —%
Total $ 262,73 6.9% $ 40,26¢ 1.1%

Other time deposits of $100,000 or more set fartthe table above represent brokered and wholdsglesits. We use brokered and other
wholesale deposits as part of our strategy forifusndrowth. In the future, we anticipate continuthg use of such deposits to fund loan demand
or treasury functions.

The following table sets forth the average amotirnal the average rate paid on each significanvsiepategory:

Years ended December 31,

2011 2010 2009

Average Average Average

Deposits Rate Deposits Rate Deposits Rate

(dollarsin thousands)
Interest bearing demand $ 704,48: 02% $ 637,98: 0.3% $ 458,45( 2.25%
Money market 969,54¢ 0.4(% 851,67: 0.6€% 568,32( 0.2¢%
Savings 247,07: 0.0€% 199,11° 0.1% 133,34¢ 0.4&%
Certificates of deposit 636,07- 0.8(% 763,82¢ 1.14% 706,79¢ 0.8%%
Total interest-bearing deposits 2,557,17! 0.41% 2,452,60; 0.6&% 1,866,91 1.25%
Demand and other non-interest bearing 984,22( 818,32: 511,25¢
Total average deposits $ 3,541,39 $ 3,270,922 $ 2,378,171
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Borrowings

Borrowed funds provide an additional source of fagdor loan growth. Our borrowed funds consistrmrily of borrowings from the
Federal Home Loan (“FHLB”) and Federal Reserve BERRB") as well as securities repurchase agreeméitiLB and FRB borrowings are
secured by our loan portfolio and investment seéiesti Securities repurchase agreements are seloyiiadestment securities and commercial
loans.

The following tables set forth the details of FHRBvances and FRB borrowings:

Years ended December 31,

2011 2010 2009
(dollarsin thousands)

FHLB Advances

Balance at end of year $  119,00¢ $ 119,40 $  100,00(
Average balance during the year $ 120,41 $ 123,68 $ 111,21
Maximum month-end balance during the year $ 127,42t $ 154,91¢ $ 178,00(
Weighted average rate during the year 2.7¢% 2.75% 2.38%
Weighted average rate at December 31 2.81% 2.81% 2.4%
Years ended December 31,
2011 2010 2009
(dollarsin thousands)

Federal Reserve Bank Borrowings

Balance at end of year $ — $ — $ —
Average balance during the year $ — $ — $ 38,20t
Maximum month-end balance during the year $ — $ — $ 100,00(
Weighted average rate during the year —% —% 0.3(%
Weighted average rate at December 31 N/A N/A N/A

For additional information on our borrowings, inding amounts pledged as collateral, see Notes d2 arto the Consolidated Financial
Statements in “Item 8. Financial Statements ang®Bupentary Data” of this report.

Long-term Subordinated Debt

In July, 2011, the Company elected to redeem thi@jisubordinated debentures and terminated ColaifWwiA) Statutory Trust | and Town
Center Bancorp Trust | with a cash payment of $2%1Bon and $3.1 million, respectively which costgd of principal, interest and fees. The t
preferred obligations were classified as ldagn subordinated debt on the Company's balanat she the decision to redeem was based upc
Company's cash and capital positions, rates odeghentures and the absence of a prepayment penalty.

Off-Balance Sheet Arrangements

In the normal course of business, the Companyaty to financial instruments with off-balance shask. These financial instruments
include commitments to extend credit and standtigre of credit. These instruments involve, to wagydegrees, elements of credit and interest
rate risk in excess of the amount reflected inchresolidated balance sheets.

Exposure to credit loss in the event ofperformance by the other party to the financialrinment for commitments to extend credit and
standby letters of credit is represented by theractual notional amount of those instruments. Thenpany uses the same credit policies in
making commitments and conditional obligationstakes for orbalance sheet instruments. The Company evaluatbsciant's creditworthine:
on a case-by-case basis.

Commitments to extend credit are agreemenend to a client as long as there is no violatf any condition established in the contract.
Commitments generally have fixed expiration datestber termination clauses and may require paymgatfee. Since a portion of the
commitments are expected to expire without beirayvdrupon, the total commitment amounts do not regcég represent future cash
requirements.

The Company had off-balance sheet loan coments aggregating $709.9 million at December2BiIL1 , an increase from $622.8 million at
December 31, 2010 . Standby letters of credit W8@&9 million and $31.2 million at December 31, 2@&hd 2010 , respectively. In addition,
commitments under commercial letters of credit usefdcilitate customers' trade transactions amexlitd $243 thousand and $0 at December 31,
2011 and 2010, respectively.
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Contractual Obligations & Commitments

We are party to many contractual financial obligas, including repayment of borrowings, operatind aquipment lease payments, and
commitments to extend credit. The table below prsseertain future financial obligations of the Quany:

Payments due within time period at December 31, 201

Due after
0-12 1-3 4-5 Five
Months Years Years Years Total
(in thousands)
Operating & equipment leases $ 4,077 3 754: % 4,65C $ 567¢ % 21,947
Total deposits 3,681,933 95,96 37,04t 581 3,815,52!
Federal Home Loan Bank advances 8,00( 103,69: — 6,41¢ 118,11¢(
Total $ 3,694,01. $ 207,20 $ 41,69¢ $ 37,67 $ 3,980,58!

For additional information regarding future finamlccommitments, see Note 17 to our Consolidatedrsial Statements in “ltem 8.
Financial Statements and Supplementary Data” efréyort.

Liquidity and Sources of Funds

In general, our primary sources of funds are natrime, loan repayments, maturities and principalrets on investment securities,
customer deposits, advances from the FHLB and ER&yrities repurchase agreements and other boigewiinese funds are used to make loans,
purchase investments, meet deposit withdrawalsvaatdring liabilities and cover operational expenS&eheduled loan repayments and core
deposits have proved to be a relatively stablecsoaf funds while other deposit inflows and unsehed loan prepayments are influenced by
interest rate levels, competition and general ecoo@onditions. We manage liquidity through moniitgrsources and uses of funds on a daily
basis and had unused credit lines with the FHLBtard-ederal Reserve Bank of $419.1 million and4$4nillion , respectively, at
December 31, 2011 , that are available to us applemental funding source. The holding compangigses of funds are dividends from its
banking subsidiary which are used to fund dividetodshareholders and cover operating expenses.

Capital Expenditures
Capital expenditures are anticipated to be apprateiy $6.5 million during 2012 .

See the Statement of Cash Flows of the Consolidétexhcial Statements in “Item 8. Financial Statete@nd Supplementary Data” of this
report for additional information regarding our smes and uses of funds during 2011 , 2010 and 2009

Capital

Our shareholders’ equity increased to $759.3 mmilab December 31, 2011 , from $706.9 million at &aber 31, 2010 . Shareholders’
equity was 15.87% and 16.61% of total assets atlDber 31, 2011 and 2010 .

Regulatory CapitalBanking regulations require bank holding compatdemaintain a minimum “leverage” ratio of core dapto adjusted
quarterly average total assets of at least 3%ddlitian, banking regulators have adopted risk-basgiital guidelines, under which risk
percentages are assigned to various categoriesefsaand off-balance sheet items to calculatkeadjusted capital ratio. Tier | capital generally
consists of preferred stock, common shareholdepsite and trust preferred obligations, less goobarild certain identifiable intangible assets,
while Tier Il capital includes the allowance foalvlosses and subordinated debt, both subjecttairéimitations. Regulatory minimum risk-
based capital guidelines require Tier | capitad® of risk-adjusted assets and total capital (coedbiTier | and Tier Il) of 8% to be considered
“adequately capitalized”.

Federal Deposit Insurance Corporation regulatie$asth the qualifications necessary for a bankdalassified as “well capitalized”,
primarily for assignment of FDIC insurance premitates. To qualify as “well capitalized,” banks mhave a Tier | risk-adjusted capital ratio of
at least 6%, a total risk-adjusted capital ratiaioieast 10%, and a leverage ratio of at leastPibure to qualify as “well capitalized” can
negatively impact a bank’s ability to expand anéngage in certain activities. The Company andating subsidiary qualify as “well-
capitalized” at December 31, 2011 and 2010 .
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The following table sets forth the Company’s asdoianking subsidiary’s capital ratios at Decemtgr2®11 and 2010 :

Company Columbia Bank Requirements
Adequately Well-
2011 2010 2011 2010 capitalized Capitalized
Total risk-based capital ratio 21.0%% 24.47% 18.55% 18.2(% 8% 10%
Tier 1 risk-based capital ratio 19.7% 23.2% 17.2% 16.97% 4% 6%
Leverage ratio 12.9¢% 13.9%% 11.45% 10.32% 4% 5%

Stock Repurchase Program

In October 2011, the Board of Directors approvetiak repurchase program authorizing the Compamngporchase up to 2 million shares
of its outstanding shares of common stock. The Gompntends to purchase the shares from time te tinthe open market or in private
transactions, under conditions which allow suchurepases to be accretive to earnings per share wiaintaining capital ratios that exceed the
guidelines for a well-capitalized financial institun. This newly authorized repurchase program mqutes and replaces the prior stock repurchase
program adopted in February 2002.

Dividends

The following table sets forth the dividends pa@t pommon share and the dividend payout ratio ddivils paid per common share divided
by basic earnings per share):

Years ended December 31,
2011 2010 2009
Dividends paid per common share $ 0.27 $ 0.04 $ 0.07
Dividend payout ratio (1) 2% 6% NM

(1) Dividends paid per common share as a percemtfiget income per diluted share
NM Not Meaningful

For quarterly detail of dividends declared durifid 2 and 2010 see “ltem 5. Market for Registrantisnthon Equity, Related Stockholder
Matters and Issuer Purchases of Equity Securitiétfiis report.

Subsequent to year end, on January 26, 2012 the&uondeclared a regular quarterly cash dividen®i0od8 per share and a special cash
dividend of $0.29 per share, both payable on Fer22, 2012, to shareholders of record at the cbddmisiness on February 8, 2012.

Applicable federal, Washington state and Oregote stgulations restrict capital distributions, umihg dividends, by the Company’s
banking subsidiary. Such restrictions are tiechtoitstitutions capital levels after giving effect to distributio Our ability to pay cash dividend:
substantially dependent upon receipt of dividemdmfour banking subsidiary. In addition, the paytredrcash dividends is subject to Federal
regulatory requirements for capital levels and pthstrictions. In this regarccurrent guidance from the Federal Reserve provalesng other
things, that dividends per share on the Comparyrsnaon stock generally should not exceed earningshmge, measured over the previous four
fiscal quarters.

Reference “ltem 6. Selected Financial Data” of tkjgort for our return on average assets, returavenage equity and average equity to
average assets ratios for all reported periods.
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Non-GAAP Financial Measures

In addition to capital ratios defined by bankingutators, the Company considers various measures @haluating capital utilization and
adequacy, including:
» Tangible common equity to tangible assets,
e Tangible common equity to riskeighted asse!

The Company believes these measures are impogaatibe they reflect the level of capital availableithstand unexpected market
conditions. Additionally, presentation of these swgas allows readers to compare certain aspetii® €ompany’s capitalization to other
organizations. These ratios differ from capital sweas defined by banking regulators principallyhiat the numerator excludes shareholders’
equity associated with preferred securities, thanmeaand extent of which varies across organizatidwditionally, these measures present capital
adequacy inclusive and exclusive of accumulatedratbmprehensive income. These calculations agadeid to complement the capital ratios
defined by banking regulators for both absolute @mdparative purposes.

Because generally accepted accounting principl#seifiunited States of America (“GAAP”) do not indkicapital ratio measures, the
Company believes there are no comparable GAAP ¢iahmeasures to these tangible common equitysatibe following table reconciles the
Company'’s calculation of these measures to amaeptated under GAAP.

Despite the importance of these measures to thep@oyn there are no standardized definitions fomtlaed, as a result, the Company’s
calculations may not be comparable with other omgions. Also, there may be limits in the usefslmef these measures to investors. As a result
the Company encourages readers to consider it®kdaied financial statements in their entirety aod to rely on any single financial measure.

December 31, 2011 December 31, 2010

(dollarsin thousands)

Shareholders’ equity $ 759,33¢ % 706,87¢
Goodwill (115,559 (109,639
Core deposit intangible (20,16¢) (18,69¢)
Tangible common equity (a) 623,61¢ 578,54:
Total assets 4,785,94! 4,256,36:
Goodwill (115,559 (109,639
Core deposit intangible (20,166€) (18,69¢)
Tangible assets (b) $ 4,650,220 $  4,128,02
Risk-weighted assets, determined in accordancepwébcribed regulatory
requirements (c) $ 302444 $ 2,546,19
Ratios
Tangible common equity to tangible assets (a)/(b) 13.41% 14.01%
Tangible common equity to risk-weighted assetg{dn)/ 20.62% 22.7%
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK
Interest Rate Sensitivity

We are exposed to interest rate risk, which igislethat changes in prevailing interest rates adlVersely affect assets, liabilities, capital,
income and expenses at different times or in difitamounts. Generally, there are four sourcestefést rate risk as described below:

Repricing risk —Repricing risk is the risk of adverse consequefficegr a change in interest rates that arises becafudifferences in
the timing of when those interest rate changestéfe institution’s assets and liabilities.

Basis risk—Basis risk is the risk of adverse consequencdtiegdrom unequal changes in the spread betweenofwmore rates for
different instruments with the same maturity.

Yield curve risk —Yield curve risk is the risk of adverse conseqeergsulting from unequal changes in the spreaddsivtwo or
more rates for different maturities for the sanmstriiment.

Option risk —In banking, option risks are known as borroweliap to prepay loans and depositor options to nagmsits,
withdrawals, and early redemptions. Option rislke@siwhenever bank products give customers the bighnhot the obligation, to alter the quantity
or the timing of cash flows.

We maintain an asset/liability management poli@t fhrovides guidelines for controlling exposurénterest rate risk. The guidelines direct
management to assess the impact of changes ieshtates upon both earnings and capital. The tédefurther provide that in the event of an
increase in interest rate risk beyond pre-estadisimits, management will consider steps to redntarest rate risk to acceptable levels.

The analysis of an institution’s interest rate (e difference between the repricing of interemteng assets and interest-bearing liabilities
during a given period of time) is one standard foothe measurement of the exposure to interéstrisk. We believe that because interest rate
gap analysis does not address all factors thahffaat earnings performance. It should be usedijunction with other methods of evaluating
interest rate risk.

The table on the following page sets forth theneated maturity or repricing, and the resulting iest rate gap of our interest-earning assets
and interest-bearing liabilities at December 31,220The amounts in the table are derived fromimi@rnal data and are based upon regulatory
reporting formats. Therefore, they may not be cstasit with financial information appearing elsewehkerein that has been prepared in
accordance with accounting principles generallyepted in the United States. The amounts coulddréfgiantly affected by external factors such
as changes in prepayment assumptions, early witladiaf deposits and competition. For example, algtocertain assets and liabilities may have
similar maturities or periods to repricing, theyymaact in different degrees to changes in markerést rates. Also, the interest rates on certain
types of assets and liabilities may fluctuate imaate of changes in market interest rates, whilerdlypes may lag changes in market interest
rates.

Additionally, certain assets, such as adjustallemsortgages, have features that restrict chamgéniinterest rates of such assets both on a
short-term basis and over the lives of such asBatsher, in the event of a change in market irsterates, prepayment and early withdrawal levels
could deviate significantly from those assumedaltilating the tables. Finally, the ability of mangrrowers to service their adjustable-rate debt
may decrease in the event of a substantial incieasarket interest rates.
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Estimated Maturity or Repricing

Over 1 year
0-3 4-12 through Due after
December 31, 2011 months months 5 years 5 years Total

(dollars in thousands)
Interest-Earning Assets

Interest-earning deposits $ 202,920 $ — % — 3 — $ 202,92
Loans, net of deferred fees 1,298,79! 322,58t 1,159,011 99,90: 2,880,30!
Loans held for sale 2,14¢ — — — 2,14¢
Investments 78,39 174,30! 521,61 276,00¢ 1,050,32!
Total interest-earning assets $ 1,582,260 $ 496,890 $ 1,680,620 $ 375,91: 4,135,69
Allowance for loan and lease losses (53,04)
Cash and due from banks 91,36¢
Premises and equipment, net 107,89
Other assets 504,02!
Total assets $ 4,785,94!
Interest-Bearing Liabilities
Interest-bearing non-maturity deposits $ 1,032,631 $ — 3 — $ 1,017,78 $ 2,050,42
Time deposits 211,30: 262,96 133,02: 1,21% 608,49¢
Borrowings 9,04z 4,13( 103,85: 26,98 144,00¢
Total interest-bearing liabilities $ 125297 $ 267,09« $ 236,87 $ 1,045,98 2,802,92
Other liabilities 1,223,67!
Total liabilities 4,026,60
Shareholders’ equity 759,33¢
Total liabilities and shareholders’ equity $ 4,785,94!
Interest-bearing liabilities as a percent of tatédrest-
earning assets 30.3(% 6.4€% 5.7:% 25.2¢%
Rate sensitivity gap $ 32929 $ 229,79¢ $ 144375 % (670,070

Cumulative rate sensitivity gap $ 329290 $ 559,09 $ 2,002,844 $ 1,332,77!
Rate sensitivity gap as a percentage of interastiveh

assets 7.9€% 5.56% 34.91% (16.20%
Cumulative rate sensitivity gap as a percentage of

interest-earning assets 7.96% 13.52% 48.4% 32.2:%

Interest Rate Sensitivity on Net Interest Income

A number of measures are used to monitor and manggest rate risk, including income simulatiomsl énterest sensitivity (gap) analysis.
An income simulation model is the primary tool usecssess the direction and magnitude of chamgestiinterest income resulting from char
in interest rates. Key assumptions in the modeuae prepayment speeds on mortgage-related asastsflows and maturities of other
investment securities, loan and deposit volumespaitthg. These assumptions are inherently unaegad, as a result, the model cannot precisely
estimate net interest income or precisely pretiietinpact of higher or lower interest rates onimetrest income. Actual results will differ from
simulated results due to timing, magnitude anduesgy of interest rate changes and changes in mewkelitions and management strategies,
among other factors.

Based on the results of the simulation model d&exfember 31, 2011 , we would expect a decreasetimterest income of $2.1 million if
interest rates gradually decrease from currens fayel00 basis points and an increase in net sttereome of $6.2 million if interest rates
gradually increase from current rates by 200 bawists over a twelve-month period.

Impact of Inflation and Changing Prices

The impact of inflation on our operations is inced operating costs. Unlike most industrial comgsnvirtually all the assets and liabilities
of a financial institution are monetary in natus. a result, interest rates generally have a migréfcant impact on a financial institution’s
performance than the effect of general levels fiiion. Although interest rates do not necessarityve in the same direction or to the same e
as the prices of goods and services, increaseflation generally have resulted in increased ederates.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of ChlianBanking System, Inc.
Tacoma, Washington

We have audited the accompanying consolidated balsineets of Columbia Banking System, Inc. ansulksidiaries (the “Company&s of
December 31, 2011 and 2010 , and the related ddased statements of income, comprehensive incohenges in shareholdeexjuity, and cas
flows for each of the three years in the periodeehDecember 31, 2011 . These financial statemeatthea responsibility of the Company’s
management. Our responsibility is to express aniopion these financial statements based on outsaud

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighaelaUnited States). Those
standards require that we plan and perform thet émdbtain reasonable assurance about whethdintmecial statements are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and digr#s in the financial statements. An audit
also includes assessing the accounting principed and significant estimates made by managenentelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, such financial statements presainlyf, in all material respects, the financial gwsi of Columbia Banking System, Inc. and
its subsidiaries as of December 31, 2011 and 2@b@d the results of its operations and its cashidlfor each of the three years in the period e
December 31, 2011 , in conformity with accountimggiples generally accepted in the United StafeSmoerica.

We have also audited, in accordance with the stalsda the Public Company Accounting Oversight Bo@nited States), the Company’s
internal control over financial reporting as of Batber 31, 2011 , based on the criteria establishédernal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidriee Treadway Commission and our report datddlay 29, 2012 expressed an
unqualified opinion on the Company’s internal cohbver financial reporting.

/sl Deloitte & Touche LLP
Seattle, Washington
February 29, 2012

54




Table of Contents

COLUMBIA BANKING SYSTEM, INC.
CONSOLIDATED BALANCE SHEETS

ASSETS

Cash and due from banks
Interest-earning deposits with banks

Total cash and cash equivalents
Securities available for sale at fair value (anzexdi cost of $987,560 and $743,928, respectively)
Federal Home Loan Bank stock at cost
Loans held for sale
Loans, excluding covered loans, net of unearneshiecof ($16,217) and ($3,490), respectively

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

Covered loans, net of allowance for loan lossg$4f944) and ($6,055), respectively

Total loans, net
FDIC loss-sharing asset
Interest receivable
Premises and equipment, net
Other real estate owned ($28,126 and $14,443 co\®ré&DIC loss-share, respectively)
Goodwill
Core deposit intangible, 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 borrowings
Long-term subordinated debt
Other liabilities

Total liabilities
Commitments and contingent liabilities (Note 17)
Shareholders’ equity:

December 31, December 31,
2011 2010
Common stock (no par value)
Authorized shares 63,03: 63,03:
Issued and outstanding 39,50¢ 39,33¢

Retained earnings
Accumulated other comprehensive income
Total shareholders’ equity
Total liabilities and shareholders’ equity

See accompanying Notes to Consolidated Financié®ients.
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December 31,

December 31,

2011 2010
(in thousands)

91,36¢ $ 55,49:
202,92! 458,63¢
294,28 514,13(
1,028,111 763,86t
22,21t 17,90¢
2,14¢ 754
2,348,37. 1,915,75
53,04 60,99:
2,295,333 1,854,76.
531,92¢ 517,06
2,827,25! 2,371,82.
175,07: 205,99
15,281 11,16¢
107,89¢ 93,10¢
51,01¢ 45,43¢
115,55 109,63¢
20,16¢ 18,69¢
126,92¢ 103,85:
4,785,94! $ 4,256,36.
1,156,611 $ 895,67
2,658,91! 2,431,59:
3,815,52! 3,327,26!
119,00 119,40¢
25,00( 25,00(
— 64z
— 25,73
67,06¢ 51,43/
4,026,60 3,549,48!
579,13t 576,90!
155,06 117,69:
25,13 12,28
759,33 706,87¢
4,785,94! $ 4,256,36.
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COLUMBIA BANKING SYSTEM, INC.
CONSOLIDATED STATEMENTS OF INCOME

Years ended December 31,

2011 2010 2009

(in thousands except per share)

Interest Income

Loans $ 218,42( $ 157,29:. 117,06
Taxable securities 21,87( 18,27¢ 17,30(
Tax-exempt securities 10,14: 9,34¢ 8,45¢
Federal funds sold and deposits in banks 83¢ 962 215
Total interest income 251,27 185,87¢ 143,03¢
Interest Expense
Deposits 10,47¢ 16,73 23,25(
Federal Home Loan Bank and Federal Reserve Bankwimgs 2,98( 2,841 2,75¢
Long-term obligations 57¢ 1,02¢ 1,197
Other borrowings 49¢ 48¢ 477
Total interest expense 14,53¢ 21,09: 27,68:
Net I nterest |ncome 236,73t 164,78 115,35:
Provision for loan and lease losses 7,40( 41,29: 63,50(
Provision (recapture) for losses on covered loans (1,64¢) 6,05¢ —
Net interest income after provision (recapture)lé@n and lease losses 230,98« 117,44: 51,85:
Noninterest | ncome (L 0ss)
Service charges and other fees 26,63 24,69¢ 15,18!
Gain on bank acquisitions, net of tax 1,83( 9,81¢ —
Merchant services fees 7,38t 7,50z 7,321
Redemption of Visa and MasterCard shares — — 49
Gain on sale of investment securities, net 134 58 1,077
Impairment charge on investment securities (2,950) — _
Bank owned life insurance 2,18¢ 2,041 2,02
Change in FDIC loss-sharing asset (49,49¢) 4,90¢ =
Other 4,99/ 3,75¢ 4,03¢
Total noninterest income (loss) (9,287) 52,78: 29,69(
Noninterest Expense
Compensation and employee benefits 81,55: 69,78( 47,27¢
Occupancy 18,96 16,81« 12,12¢
Merchant processing 3,69¢ 4,36¢ 3,44¢
Advertising and promotion 3,68¢ 3,081 1,94:
Data processing 8,48¢ 8,76¢ 5,482
Legal and professional fees 6,48¢ 5,68¢ 3,871
Taxes, licenses and fees 4,44¢ 2,85¢ 2,47¢
Regulatory premiums 4,337 6,48¢ 577
Net cost (benefit) of operation of other real estatned (1,022 787 861
Amortization of intangibles 4,31¢ 3,92 1,04t
FDIC clawback liability 3,65¢€ — —
Other 17,15¢ 14,60: 10,17¢
Total noninterest expense 155,75¢ 137,14 94,48¢
Income (loss) before income taxes 65,94 33,07t (12,94¢)
Provision (benefit) for income taxes 17,90¢ 2,291 (8,97¢)
Net Income (L 0ss) $ 48,031 $ 30,78¢ (3,96¢)
Net I ncome (Loss) Applicable to Common Shareholders 48,037 $ 25,831 (8,37))
Per Common Share
Earnings (loss) basic $ 1.22 $ 0.7z (0.3¢)
Earnings (loss) diluted $ 1.21 $ 0.72 (0.3¢)



Dividends paid per common share $ 0.27 $ 0.04 $ 0.07

Weighted average number of common shares outs@ndin 39,10: 35,20¢ 21,85¢

Weighted average number of diluted common shartefanding 39,18( 35,39 21,85¢
See accompanying Notes to Consolidated Financib®ents.
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COLUMBIA BANKING SYSTEM, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years ended December 31,

2011 2010 2009

(in thousands)
Net income (loss) $ 48,037 % 30,78 % (3,96%)
Other comprehensive income, net of tax:
Unrealized gain from securities:
Net unrealized holding gain from available for ssgeurities arising during the

period, net of tax of ($7,462), ($1,047) and ($%)19 13,28t 1,58 9,43t
Reclassification adjustment of net gain from sdlevailable for sale securities

included in income, net of tax of $48, $20 and $383 (85) (38) (695)
Net unrealized gain from securities, net of redfassdion adjustment 13,20( 1,54¢ 8,74(

Cash flow hedging instruments:

Reclassification adjustment of net gain includechgsome, net of tax of $79,
$625, and $913 (143 (1,139 (1,657

Net change in cash flow hedging instruments 1439 (1,139 (1,657)
Pension plan liability adjustment:
Unrecognized net actuarial gain (loss) during thequal, net of tax of $154, ($1.

and $379 (260) 23 (689)

Less: amortization of unrecognized net actuariss iocluded in net periodic
pension cost, net of tax of ($31), ($15) and ($18) 55 27 33
Pension plan liability adjustment, net (205) 50 (65€)
Other comprehensive income 12,85: 46E 6,427
Comprehensive income $ 60,88¢ $ 31,24¢ $ 2,45¢

See accompanying Notes to Consolidated Financib®ents.
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COLUMBIA BANKING SYSTEM, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Preferred Stock

Common Stock

Accumulated

Other Total
Number of Number of Retained Comprehensive Shareholders’
Shares Amount Shares Amount Earnings Income Equity
(in thousands)

Balance at January 1, 2009 77 $ 7374 18,15: $ 233,19 $ 103,06: $ 5,38¢ $ 415,38!
Net loss — — — — (3,968 — (3,968
Other comprehensive income _ _ _ _ _ 6,427 6,427
Accretion of preferred stock discount _ 55¢ _ _ (55€) _ _
Issuance of common stock, net of offering

costs — — 9,77t 113,53 — — 113,53
Issuance of common stock - stock option and

other plans — — 10C 1,08t — — 1,08t
Issuance of common stock - restricted sto

awards, net of canceled awards — — 103 1,03¢ — — 1,03¢
Tax benefit deficiency associated with share-

based compensation — — — (14¢€) — — (14€)
Preferred dividends _ — — — (3,845 — (3,845
Cash dividends paid on common stock _ _ _ — (1,379 — (1,379
Balance at December 31, 2009 77 $ 7430 28,12¢ $ 34870t $ 9331 $ 11,816 $ 528,13
Net income _ _ _ _ 30,78¢ _ 30,78:
Other comprehensive income — — — — — 46E 46E
Redemption of preferred stock and common

stock warrant 77 (76,89¢) — (3,309 — — (80,200
Accretion of preferred stock discount — 2,597 — — (2,597 — —
Issuance of common stock, net of offering

costs — — 11,04( 229,12¢ — — 229,12¢
Issuance of common stock - stock option

other plans — — 69 927 — — 927
Issuance of common stock - restricted stock

awards, net of canceled awards — — 10C 1,42¢ — — 1,42¢
Tax benefit associated with share-based

compensation — — — 25 — — 25
Preferred dividends _ _ _ _ (2,350 _ (2,350
Cash dividends paid on common stock _ _ _ _ (1,467) _ (1,467)
Balance at December 31, 2010 — 3 _— 39,33 $ 576,90 $ 117,69 $ 12,28: $ 706,87t
Net income — — — — 48,03 — 48,03
Other comprehensive income — — — — — 12,85: 12,85
Issuance of common stock - stock option

other plans — — 51 84¢ — — 84¢
Issuance of common stock - restricted stock

awards, net of canceled awards — — 11¢ 1,63¢ — — 1,63¢
Tax benefit deficiency associated with she

based compensation — — — (220) — — (220)
Purchase and retirement of common stock _ _ %) (32 _ _ (32)
Cash dividends paid on common stock — — — — (10,660 — (10,660
Balance at December 31, 2011 — 3 — 39,50¢ $ 579,13t $ 155,06¢ $ 25,13: $ 759,33

See accompanying Notes to Consolidated Financié®ients.
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COLUMBIA BANKING SYSTEM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

Cash Flows From Operating Activities

Net Income (Loss) $

Adjustments to reconcile net income to net caskidesl by operating activities
Provision for loan and lease losses and losseswared loans
Stock-based compensation expense
Depreciation, amortization and accretion
Gain on FDIC-assisted bank acquisitions
Net realized gain on sale of securities
Net realized (gain) loss on sale of other assets
Net realized (gain) loss on sale of other realtestaned
Gain on termination of cash flow hedging instrunsent
Write-down on other real estate owned
Deferred income tax expense (benefit)

Impairment charge on investment securities
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 principalemiéd
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 securitieslable for sale
Disposal of premises and equipment
Sales of covered other real estate owned
Sales of other real estate and other personal gyopened
Termination of trust subsidiaries
Capital improvements on other real estate propertie
(Decrease) increase in Small Business Administnaicured borrowings

Net cash acquired in business combinations

Net cash provided by (used in) investing activities

Cash Flows From Financing Activities
Net increase (decrease) in deposits
Proceeds from:

Issuance of common stock

Exercise of stock options

Federal Home Loan Bank advances

Federal Reserve Bank borrowings
Payment for:

Repayment of Federal Home Loan Bank advances

Repayment of Federal Reserve Bank borrowings

2011 2010" 2009 ®
(in thousands)

48,031 $ 30,78¢ $ (3,96¢)
5,75: 47,34¢ 63,50(
1,63t 1,42¢ 1,03¢

46,12 11,35: 7,54(

(1,830) (9,81¢) =

(134 (59) (1,077)
79 (33 (94)
(9,310 (5,257) 18:
(222) (1,759 (2,570
6,301 5,14¢ 11¢

(3,789 15,83¢ (85)
2,95( — —

(1,399 (754) 1,96¢

(1,249 4,47 1,311

(409) (784) (2,327)
(19,24¢) 18,41¢ (21,56()
13,11( 7,81¢ (6,71%)
86,42¢ 124,13t 37,251
(110,57°) 164,08 146,69t
(453,047 (179,33) (162,417)
(15,08¢) (36,50) (6,28))
54,20( — —
72,52 69,32¢ 16,66¢
148,58 92,84( 67,68:
46 90z 42
20,61¢ 17,89( —
12,27¢ 4,80( 8,09¢
774 — —
(735) (1,720 (1,16%)
(642) 64z —
247,79: 145,53: —
(23,27() 278,46} 69,327
(204,58¢) (302,759 100,55-
— 229,12¢ 113,53

84¢ 927 93¢

10C — 324,00(

10C — 415,00(
(42,989 (36,27¢) (374,00()
(100 — (465,000



Preferred stock dividends
Common stock dividends
Repayment of long-term subordinated debt
Repurchase of preferred stock and common stockawarr
Purchase and retirement of common stock
Excess tax benefit from stock-based compensation
Net decrease in other borrowings
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 year for:
Cash paid for interest
Cash paid for income tax
Non-cash investing activities
Assets acquired in FDIC-assisted acquisitions (elob cash and cash equivalents)
Liabilities assumed in FDIC-assisted acquisitions

Loans transferred to other real estate owned

(1) Reclassified to conform to the current perigafssentation.

= (2,841) (3,781
(10,660 (1,461) (1,379
(25,779 = =

— (80,200 —

(32) = =

98 25 —

= (86) (118)

(282,99 (193,54 109,76(
(219,84:) 209,05t 216,34«
514,13( 305,07 88,73(
294,280  $ 514,13( 305,07
14,93t $ 21,87¢ 30,01
23028  $ 6,89t 50C
48587  $ 1,075,161 =
731,83 % 1,210,88; —
24357 % 29,86¢ 23,39¢

See accompanying Notes to Consolidated Financib®ents.
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COLUMBIA BANKING SYSTEM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended December 31, 2011 , 2010 andd20

1. Summary of Significant Accounting Policie
Organization

Columbia Banking System, Inc. (the “Corporatiorg’}tie holding company for Columbia State Bank {(Benk”). The Bank provides a full
range of financial services through 102 branchtiooa, including 77 in the State of Washington @bdn Oregon. Because the Bank comprises
substantially all of the business of the Corporati@ferences to the “Company” mean the Corporatimhthe Bank together. The Corporation is
approved as a bank holding company pursuant tGthenm-Leach-Bliley Act of 1999.

The Company’s accounting and reporting policiesf@an to accounting principles generally acceptethmUnited States of America
(“GAAP”) and practices in the financial serviceslustry. To prepare the financial statements in @onity with GAAP, management must make
estimates and assumptions that affect the repartexlints of assets and liabilities at the date efitrancial statements, and income and expenses
during the reporting period. Circumstances and evirat differ significantly from those underlyiogr estimates and assumptions could cause
actual financial results to differ from our estimsit The most significant estimates included irfitencial statements relate to the allowance for
loan and lease losses, business combinations,radgmpaired loans, Federal Deposit Insurance Catjpm loss sharing asset and goodwill
impairment.

The Company has applied its accounting policiesestithation methods consistently in all periodspreed in these financial statement
the periods in which they applied), except for @ierestimates related to the measurement of exghéatiere cash flows on acquired impaired
loans. For those certain estimates, in 2011 thegaoy began utilizing actual historical loan datdea than industry data, which had been utili
in 2010. The results of operations reflect any simjients, all of which are of a normal recurringun@t and which, in the opinion of management,
are necessary for a fair presentation of the resilthe periods presented.

Consolidation

The consolidated financial statements of the Compaeiude the accounts of the Corporation and thekB Intercompany balances and
transactions have been eliminated in consolidation.

Cash and cash equivalents

Cash and cash equivalents include cash and dueldamiks, and interest bearing balances due fronegpondent banks and the Federal
Reserve Bank. Cash and cash equivalents have aityafu90 days or less at the time of purchase.

Securities

Securities are classified based on managemenéstioh on the date of purchase. All securitiescéassified as available for sale and are
presented at fair value. Unrealized gains or lossesecurities available for sale are excluded fn@nincome but are included as separate
components of other comprehensive income, netxekstaPurchase premiums or discounts on securitetahble for sale are amortized or accreted
into income using the interest method over the $eofrthe individual securities. The Company perfeamuarterly assessment to determine
whether a decline in fair value below amortizedt ¢®®ther-than-temporary. Amortized cost includdfustments made to the cost of an
investment for accretion, amortization, collectafrcash and previous other-than temporary impaitmegognized in earnings. Other-than-
temporary impairment exists when it is probabld tha Company will be unable to recover the erditertized cost basis of the security. If the
decline in fair value is judged to be other thamperary, the security is written down to fair valukich becomes the new cost basis and an
impairment loss is recognized.

In performing the quarterly assessment for dehbarities, management considers whether or not thregaoy expects to recover the entire
amortized cost basis of the security. In additmapagement must determine its position with resfoeits intent to sell the security and whether it
is more likely than not that it will not have tdigbe security before recovery of its cost basise total amount recognized in earnings when there
are credit losses associated with an impaired slhtrity and management asserts that it does metthe intent to sell the security and it is more
likely than not that it will not have to sell theaurity before recovery of its cost basis is sejgaranto (a) the amount representing a credit fosb
(b) the amount related to non-credit factors. Tim@@ant of impairment related to credit losses i®gmized in earnings. The credit loss component
of other-than-temporary impairment, representingnarease in credit risk, is determined by the Camypusing its best estimate of the present
value of cash flows expected to be collected frbendebt security. The amount of impairment
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related to non-credit factors is recognized in ptifwnmprehensive income. The previous cost basssifegairment recognized in earnings becomes
the new cost basis of the security and is not &eljufor subsequent recoveries in fair value. Howetbhe difference between the new amortized
cost basis and the cash flows expected to be tetles accreted as interest income. The total dtier-temporary impairment is presented in the
consolidated statements of income with a redudtiothe amount of other-than-temporary impairméuat is recognized in other comprehensive
income, if any.

Realized gains or losses on sales of securitieitahl@for sale are recorded using the specifioiifieation method.
Federal Home Loan Bank Sta

The Company’s investment in Federal Home Loan B4RKLB”) stock is carried at par value because the sharesrdg be redeemed wi
the FHLB at par. The Company is required to mamgaminimum level of investment in FHLB stock basedspecific percentages of its
outstanding mortgages and FHLB advances. Stockmptiens are at the discretion of the FHLB or of @@mpany, upon five years’ prior notice
for FHLB Class B stock or six months notice for FBICIass A stock to the FHLB. FHLB stock is carregccost and is subject to recoverability
testing per the Financial Services—Depository aedding topic of the FASB Accounting Standards Godtfon (“ASC").

Loans

Loans are generally carried at the unpaid prindigddnce, net of premiums, unearned discounts ahdeferred loan fees. Net deferred loan
fees include deferred unamortized fees less dinectmental loan origination costs. Net deferreahlfees, premiums and unearned discounts on
loans are recognized in interest income using ettieinterest method or straight-line method dterterms of the loans, adjusted for actual
prepayments. Interest income is accrued as eafeed. related to lending activities other than ttgirmation or purchase of loans are recognized
as noninterest income during the period the relagedices are performed.

Nonaccrual loans—Loans are placed on nonaccrual status when abeemmes contractually past due 90 days with regpenterest or
principal unless the loan is both well secured iarttie process of collection, or if full collectiarf interest or principal becomes uncertain. Wh
loan is placed on nonaccrual status, any accrueédiapaid interest receivable is reversed and thegration of net deferred loan fees, premiums
and unearned discounts ceases. Thereafter, intaléstted on the loan is accounted for on the cadlection or cost recovery method until
qualifying for return to accrual status. Generadiypan may be returned to accrual status whedehequent principal and interest are brought
current in accordance with the terms of the loareagent and future payments are reasonably assured.

Impaired loans—Loans are considered impaired when based on dum@nmation and events, it is probable that tlmmpany will be
unable to collect all amounts due according toctbrgractual terms of the loan agreement or wheraa has been modified in a troubled debt
restructuring. The assessment for impairment oostien and while such loans are designated as fitaspier the Company’s internal risk rating
system or when and while such loans are on nonakeil nonaccrual loans greater than $250,000caresidered impaired and analyzed
individually on a quarterly basis. Classified loavith an outstanding balance greater than $250a08@valuated for potential impairment on a
quarterly basis.

When a loan with unique risk characteristics hamhidentified as being impaired, the amount of immpant will be measured by the
Company using discounted cash flows, except whesndiétermined that the primary (remaining) sowftceepayment for the loan is the operation
or liquidation of the underlying collateral. In #eecases, the current fair value of the collateealyced by costs to sell, will be used in place of
discounted cash flows. As a final alternative, dhbeervable market price of the debt may be usedgess impairment. Predominantly, the
Company uses the fair value of collateral apprdsased upon a reliable valuation.

When the measurement of the impaired loan is kems the recorded amount of the loan, an impairnsertcognized by recording a charge-
off to the allowance for loan and lease lossesyatdsignating a specific reserve. The Company’&pds to record cash receipts received on
impaired loans first as reductions to principal &meh to interest income.

Restructured Loans-A loan is classified as a troubled debt restruotuwhen a borrower is experiencing financial diflties that lead to a
restructuring of the loan, and the Company graotsessions to the borrower in the restructuringith@ould not otherwise consider. These
concessions may include interest rate reductiomscipal forgiveness, extension of maturity date ather actions intended to minimize potential
losses. Generally, a nonaccrual loan that is refstred remains on nonaccrual status for a perigixafnonths to demonstrate that the borrower
can meet the restructured terms. If the borrowsformance under the new terms is not reasonaslyrad, the loan remains classified as a
nonaccrual loan.

Acquired Impaired Loans-Loans acquired with evidence of credit deteriamatsince origination for which it is probable tladit
contractually required payments will not be coketare accounted for under Accounting StandardsfiCatibn
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(“ASC") 310-30,Loans and Debt Securities Acquired with Deterioda@redit Quality, formerly SOP 03-Zccounting for Certain Loans or Debt
Securities Acquired in a Transfem addition, because of the significant discowagsociated with certain of the acquired loan pba$, the
Company elected to account for those certain aeduaans under ASC 310-30.

In situations where such loans have similar riskrabteristics, loans are aggregated into poolstimate cash flows. A pool is accounted
as a single asset with a single interest rate, tative loss rate and cash flow expectation. Exgectesh flows at the acquisition date in excess of
the fair value of loans are considered to be aabtetyield, which is recognized as interest incawver the life of the loan pool using a level yield
method if the timing and amount of the future cistvs of the pool is reasonably estimable. Subsettethe acquisition date, any increases in
cash flow over those expected at purchase datecss of fair value are recorded as interest incoraspectively. Any subsequent decreases in
cash flow over those expected at purchase datéoduredit deterioration are recognized by recordingllowance for losses on covered loans.
Any disposals of loans, including sales of loarsments in full or foreclosures result in the remlof the loan from the loan pool at the carrying
amount.

Covered Loans—The term covered loans refers to acquired loaaisdte covered under a loss-sharing agreementhétRDIC.
Substantially all covered loans are accounted fialen ASC 310-30. See Acquired Impaired Loans fahir discussion.

Unfunded loan commitmentsUnfunded commitments are generally related to jging credit facilities to clients of the Bank aack not
actively traded financial instruments. These unfthdommitments are disclosed as financial instruswith off-balance sheet risk in Note 17 in
the Notes to Consolidated Financial Statements.

Allowance for Loan and Lease Los:

The Company accounts for the credit risk associaidlending activities through its allowance foan and lease losses and provision for
loan and lease losses. The provision is the expeesgnized in the consolidated statements of irctoradjust the allowance to the levels dee
appropriate by management, as determined througlicapon of the Company’s allowance methodologggedures. The provision for loan and
lease losses reflects management’s judgment afdbgquacy of the allowance for loan and lease logses and lease losses are charged against
the allowance when management believes the cailitityeof a loan balance is unlikely. Subsequemtoneries, if any, are credited to the
allowance.

The allowance for loan and lease losses is evalu@tea regular basis by management and is basedmponagement’s periodic review of
the collectability of the loans in light of histoal experience, the nature and volume of the laatfglio, adverse situations that may affect the
borrower’s ability to repay, estimated value of amgerlying collateral and prevailing economic citinds. This evaluation is inherently
subjective as it requires estimates that are stibtepo significant revision as more informatioadomes available.

The allowance consists of general, specific, arallocated components. The general component céavans not specifically measured for
impairment and is based on historical loss expegedjusted for qualitative factors. The specifimponent relates to loans that are impaired. For
impaired loans an allowance is established whenigeounted cash flows (or collateral value or obslele market price) of the impaired loan is
lower than the carrying value of that loan. Thellatated allowance provides for other credit losségrent in the Company’s loan portfolio that
may not have been contemplated in the general gexifie components of the allowance. This unalledamount generally comprises less than
5% of the allowance. The unallocated amount isewed periodically based on trends in credit loshesresults of credit reviews and overall
economic trends.

Allowance for Unfunded Commitments and Lettersrefi€

The allowance for unfunded commitments is mainthiaea level believed by management to be suffid@absorb estimated probable
losses related to these unfunded credit facilifiés® determination of the adequacy of the allowasdmsed on periodic evaluations of the
unfunded credit facilities including an assessnoéithe probability of commitment usage, credit riaktors for loans outstanding to these same
customers, and the terms and expiration datesafitfunded credit facilities. The allowance forumded commitments is included in other
liabilities on the consolidated balance sheetd wftanges to the balance charged against nonihteqgsnse.

Allowance for Loan Losses on Covered Lo

The Company updates its cash flow projections émeced loans accounted for under ASC 310-30 oreateplly basis. Assumptions utilized
in this process include projections related to phility of default, loss severity, prepayment aadavery lag. Projections related to probability of
default and prepayment are calculated utilizinganlmigration analysis. The loan migration analise matrix of probability that specifies the
probability of a loan pool transitioning into a paunlar delinquency state given its delinquencyestt the re-measurement date. Loss severity
factors are based upon actual charge-off
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data within the loan pools and recovery lags asetaipon the collateral within the loan pools.

Any decreases in expected cash flows after theisitiqn date and subsequent measurement periodg@rgnized by recording a provision
for loan losses. See Acquired Impaired Loans fdh&r discussion.

Premises and Equipme

Land, buildings, leasehold improvements and equipiraee stated at cost less accumulated depreciatidramortization. Buildings and
equipment are depreciated over their estimatedilibeds using the straight-line method. Leasehinidrovements are amortized over the shorter
of their useful lives or lease terms. Gains orésssn dispositions are reflected in current opanati Expenditures for improvements and major
renewals are capitalized, and ordinary maintenaepairs and small purchases are charged to opgrmtpenses.

Software

Capitalized software is stated at cost, less actatediamortization. Amortization is computed ortraight-line basis and charged to
expense over the estimated useful life of the saiéwvhich is generally three years. Capitalizedwsank is included in Premises and equipment,
net in the Consolidated Balance Sheets.

Other Real Estate Owned

Other real estate owned (“OREQ”) is composed dfe@state acquired in satisfaction of loans. Pragercquired by foreclosure or deed in
lieu of foreclosure are transferred to OREO andrecerded at fair value less estimated costs tpateghe date of transfer of the property. If the
carrying value exceeds the fair value at the tifihe transfer, the difference is charged to thewsdnce for loan and lease losses. The fair val
the OREO property is based upon current apprdisakes that result from the ongoing periodic vatuabf these properties are charged to the net
cost of operation of OREO in the period in whichyttare identified. Improvements to the OREO ardtakiped and holding costs are charged to
the net cost of operation of OREO as incurred.

Covered OREG—Covered OREO includes acquired OREO that is cavaereler a loss-sharing agreement with the FDICs&lassets were
recorded at their fair value on acquisition datev&¢ed OREO is reported in Other real estate oviméte Consolidated Balance Sheets. Covered
OREO is reported exclusive of expected reimbursemash flows from the FDIC. Upon transferring cackloan collateral to covered OREO
status, valuation adjustments arising from acqoisibccounting on the related loan are also traresieo covered OREO. Valuation adjustments
arising from acquisition accounting on covered ORES&UIt in a reduction of the covered OREO carngngpunt and a corresponding increase in
the expected FDIC reimbursement, with the estimattdoss to the Company, if any, charged agaiustiegs.

FDIC Los«sharing Asset

The acquisition date fair value of the reimbursentee Company expected to receive from the FDICeuhass-sharing agreements was
recorded in the FDIC loss-sharing asset on the @ilzged Balance Sheet. Subsequent to initial reitiog, the FDIC loss-sharing asset is
reviewed quarterly and adjusted for any changexpected cash flows. These adjustments are meagnrisg same basis as the related covered
assets. Any decrease in expected cash flows dare ittcrease in expected credit losses will incréfasd-DIC loss-sharing asset and any increase
in expected future cash flows due to a decreasgpected credit losses will decrease the FDIC $bssing asset. Increases and decreases to the
FDIC loss-sharing asset are recorded as adjustrt@ntminterest income.

Goodwill and Intangibles

Net assets of companies acquired in purchase triosa are recorded at fair value at the date qlisition. Identified intangibles are
amortized on an accelerated basis over the pedodftied. Goodwill is not amortized but is reviewed potential impairment during the third
quarter on an annual basis or, more frequentlyéfts or circumstances indicate a potential inmpait, at the reporting unit level. A reporting
unit is an operating segment or one level belowearating segment for which discrete financial infation is available and regularly reviewed
by management. If the fair value of the reporting,uncluding goodwill, is determined to be leka the carrying amount of the reporting unit, a
further test is required to measure the amouninpiirment. If an impairment loss exists, the caigyamount of goodwill is adjusted to a new cost
basis. Subsequent reversal of a previously recedripodwill impairment loss is prohibited.

Intangible assets are evaluated for impairmentehés and circumstances indicate a possible imgaitnSuch evaluation of other intangi
assets is based on undiscounted cash flow project&t December 31, 2011 , intangible assets irdduzh the consolidated balance sheets consis
of a core deposit intangible amortized using arekecated method with an original estimated lif@pproximately 10 years.
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Income Taxe

The provision for income taxes includes current deférred income tax expense on net income adjdstggermanent and temporary
differences such as interest income on state amiaipal securities and affordable housing creddsterred tax assets and liabilities are
recognized for the expected future tax consequenfcesisting temporary differences between therfoial reporting and tax reporting basis of
assets and liabilities using enacted tax laws atebr The effect on deferred tax assets and liailof a change in tax rates is recognized in
income in the period that includes the enactmetd.dan a quarterly basis, management evaluatesrééfeax assets to determine if these tax
benefits are expected to be realized in futureogsri This determination is based on facts and mistances, including the Company’s current and
future tax outlook. To the extent a deferred tasetiss no longer considered “more likely than rotbe realized, a valuation allowance is
established.

Advertising
Advertising costs are generally expensed as indurre
Earnings per Common Sha

The Company calculates earnings per common shefS") using the two-class method in accordance thighEarnings per Share topic of
the FASB ASC. The two-class method requires the fizom to present EPS as if all of the earningsHerperiod are distributed to common
shareholders and any participating securities,robgss of whether any actual dividends or distiing are made. Under authoritative guidance
outstanding unvested share-based payment awartdsothtain rights to nonforfeitable dividends aresidered participating securities. The
Company grants restricted shares under a dh@sed compensation plan that qualifies as partioipaecurities. Restricted shares issued unde
Company’s share-based compensation plan are drnititldividends at the same rate as common stock.

Basic EPS are computed by dividing distributed andistributed earnings available to common shadsrslby the weighted average
number of common shares outstanding for the pebitributed and undistributed earnings availabledmmon shareholders represent net
income reduced by preferred stock dividends antiliged and undistributed earnings available tdigipating securities. Common shares
outstanding include common stock and vested réstristock awards. Diluted EPS reflect the assuredarsion of all potential dilutive
securities.

Share-Based Payment

The Company accounts for stock options and stockdsvin accordance with the Compensation—Stock @oisgttion topic of the FASB
ASC. Authoritative guidance requires the Compangn&asure the cost of employee services receiveddhange for an award of equity
instruments, such as stock options or stock awaeased on the fair value of the award on the giaté. This cost must be recognized in the
consolidated statements of income over the vegtimgpd of the award.

The Company issues restricted stock awards whinkrgdly vest over a four- or five-year period dgrimhich time the holder receives
dividends and has full voting rights. Restricteacgtis valued at the closing price of the Compasytek on the date of an award.

Derivatives and Hedging Activitie

In accordance with the Derivatives and Hedgingaafithe FASB ASC, the Company recognizes derieatias assets or liabilities on the
consolidated balance sheets at their fair value.tfdatment of changes in the fair value of derrestdepends on the character of the transaction.

The Company enters into derivative contracts tostdtility to interest income and to manage itsosxpe to changes in interest rates. On
the date the Company enters into a derivative aohtthe derivative instrument is designated gsa (iedge of the fair value of a recognized asset
or liability or of an unrecognized firm commitmeat “fair value” hedge); (2) a hedge of the varidpiin expected future cash flows associated
with an existing recognized asset or liability ggrabable forecasted transaction (a “cash flow"gegdor (3) held for other economic purposes (an
“economic” hedge) and not formally designated a$ glaqualifying hedging relationships under auttaiive guidance.

In a fair value hedge, changes in the fair valuthefhedging derivative are recognized in earnargboffset by recognizing changes in the
fair value of the hedged item attributable to tis& being hedged. To the extent that the hedgeeiffactive, the changes in fair value will not
offset and the difference is reflected in earnings.

In a cash flow hedge, the effective portion of thange in the fair value of the hedging derivatbveecorded in accumulated other
comprehensive income and is subsequently recledsiito earnings during the same period in whiehttedged item affects earnings. The change
in fair value of any ineffective portion of the hgidg derivative is recognized
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immediately in earnings. When a cash flow hedgiissontinued, the net derivative gain or loss cards to be reported in accumulated other
comprehensive income unless it is probable thatdtexasted transactions will not occur by the ehthe originally specified time period. The |
derivative gain or loss from a discontinued casiwfhedge is reclassified into earnings during thgimelly specified time period in which the
forecasted transactions were to occur.

The Company formally documents the relationshipveen the hedging instruments and hedged itemsehssvits risk management
objective and strategy before initiating a hedge quialify for hedge accounting, the derivatives egldted hedged items must be designated as a
hedge. For hedging relationships in which effectass is measured, the correlations between thergeihgtruments and hedged items are
assessed at inception of the hedge and on an @nbasis, which includes determining whether thegbaglationship is expected to be highly
effective in offsetting changes in fair value osledlows of hedged items.

Derivatives used for other economic purposes agd as economic hedges in which the Company haatteohpted to achieve the highly
effective hedge accounting standard under authiweétguidance. The changes in fair value of thes&riments are recognized immediately in
earnings.

Accounting Pronouncemer
During the year ended December 31, 2011, the fatigudccounting Standards Updates (“ASU”) were issuaebecame effective:

In December 2011, the FASB issued ASU 2011Hi&closures about Offsetting Assets and Liabili{iespic 210). ASU 20111 requires &
entity to disclose information about offsetting aethted arrangements to enable users of its finhst@atements to understand the effect of those
arrangements on its financial position. ASU 2Q1llis effective for interim and annual periods legig on or after January 1, 2013 and shoul
applied retrospectively for all comparative peripdssented. The Company is evaluating the impat®&8U will have on its financial condition
and results of operations.

In September 2011, the FASB issued ASU 2011F@8ting Goodwill for Impairmer{fropic 350). ASU 2011-08 permits an entity to first
assess qualitative factors to determine whethismitore likely than not that the fair value of poeting unit is less than its carrying amount as a
basis for determining whether it is necessary téope the two-step goodwill impairment test. ASU12008 is effective for interim and annual
periods beginning after December 15, 2011. Earbp#dn is permitted. This ASU did not have any imipan the Company's financial condition
or results of operations.

In June 2011, the FASB issued ASU 2011®&sentation of Comprehensive Incoffiepic 220). ASU 2011-05 attempts to improve the
comparability, consistency, and transparency @&rfoial reporting and to increase the prominendteafs reported in other comprehensive
income. The effective date of ASU 2011-05 will be first interim or fiscal period beginning aftee€@mber 15, 2011 and should be applied
retrospectively. Early adoption is permitted. IncBmber 2011, the FASB issued ASU 2011 Déferral of the Effective Date for Amendments to
the Presentation of Reclassifications of Iltems @uccumulated Other Comprehensive Income in AdomyiStandards Update No. 2011-05.
ASU 2011-11 deferred the effective date for certairendments related to the presentation of reéilzetidn of items out of accumulated other
comprehensive income. The Company adopted the nimgaapplicable amendments in ASU 2003 during the current period and the adoptic
this ASU had no impact on the Company's finanaiadition or results of operations.

In May 2011, the FASB issued ASU 2011-@dnendments to Achieve Common Fair Value MeasureanenDisclosure Requirements in
U.S. Generally Accepted Accounting Principf&8AAP”) and International Financial Reporting Standar@d~RS”) (Topic 820). ASU 2011-04
developed common requirements between GAAP and fBR®easuring fair value and for disclosing infation about fair value measurements.
The effective date of ASU 2011-04 will be duringeinm or annual period beginning after December208,1 and should be applied prospectively
to transactions or modifications of existing trasi&mns that occur on or after the effective datrlyeadoption is not permitted. The Company is
evaluating the impact this ASU will have on itsdirtial condition and results of operations.

In April 2011, the FASB issued Accounting Standddgslate ("ASU") 2011-03Reconsideration of Effective Control for Repurchase
Agreement(Topic 860). ASU 2011-03 attempts to improve thecamting for repurchase agreements and other agrgsrthat both entitle and
obligate a transferor to repurchase or redeem ¢iahassets before maturity. The effective datA®t 2011-03 will be the first interim or annual
period beginning after December 15, 2011 and shioaldpplied prospectively to transactions or modtfons of existing transactions that occur
on or after the effective date. Early adoptionas mermitted. The Company is evaluating the implaist ASU will have on its financial condition
and results of operations.

In April 2011, the Financial Accounting Standardsad issued ASU 2011-02, Creditor's Determination of Whether a Restruatgris a
Troubled Debt Restructurin@ opic 310). ASU 2011-02 clarifies the criteria forestructuring to be classified as a TroubledtIRestructuring
("TDR™). The Company adopted this ASU during therent period as well as the
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related disclosure requirements which were includediSU 2010-20Disclosures about the Credit Quality of FinancingcRivables and the
Allowance for Credit Losse(Topic 310). Adoption of this ASU had no impactthe Company's financial condition or results ofrapiens. See
Note 5 for expanded disclosure requirements rekatddR.

2. Business Combination
Bank of Whitman

On August 5, 2011 the Bank acquired certain assetsassumed certain liabilities of the Bank of Wizt from the FDIC in an FDIC-
assisted transaction. The Bank and the FDIC entatech modified whole bank purchase and assumpgtizaement without loss share.

The Bank of Whitman was a full service communitylbheadquartered in Colfax, Washington. We enterexdthis transaction to acquire
nine branches total in Adams, Asotin, Grant, Spekaialla Walla, and Whitman counties to assist itk filling in our geographic footprint in
eastern Washington. We believe participating with EDIC in this assisted transaction was, fromamemical standpoint, advantageous to
expansion through de novo branching.

The assets acquired and liabilities assumed hege Accounted for under the acquisition methodcdanting (formerly the purchase
method). The assets and liabilities, both tangiinlé intangible, were recorded at their estimasédvialues as of the August 5, 2011 acquisition
date. The application of the acquisition methoadafounting resulted in the recognition of a bargairchase gain, net of tax, of $1.8 million ,
which is included in th&ain on bank acquisitioline item in the Consolidated Statements of Incoamgl, a core deposit intangible of $3.9
million . The bargain purchase gain representeiuess of the estimated fair value of the assejsiel over the estimated fair value of the
liabilities assumed and is influenced significartlythe FDIC-assisted transaction process. The depesit intangible asset recognized is
deductible for income tax purposes.

The operating results of the Company include therating results produced by the acquired assetassuined liabilities for the period
August 6, 2011 to December 31, 2011 . Due to tldusion of the majority of the non-performing loaarsd 11 branch locations, as well as the
significant amount of fair value adjustments, hig@al results of the Bank of Whitman are not meghihto the Company's results and thus no
proforma information is presented.

The table below displays the amounts recognizesf e acquisition date for each major class oétssacquired and liabilities assumed:

August 5, 2011

(in thousands)

Assets
Cash and due from banks $ 52,07
Investment securities 16,29¢
Federal Reserve Bank and Federal Home Loan Bank sto 3,977
Acquired loans 200,04
Accrued interest receivable 1,97t
Premises and equipment 86
FDIC receivable 156,71(
Core deposit intangible 3,94:
Other assets 2,443
Total assets acquired $ 437,54¢
Liabilities
Deposits $ 401,12
Federal Home Loan Bank advances 32,94¢
Accrued interest payable 213
Deferred tax liability 1,03¢
Other liabilities 39¢€
Total liabilities assumed 435,71¢
Net assets acquired (after tax gain) $ 1,83(

First Heritage Bank

On May 27, 2011 the Bank acquired certain assetsaasumed certain liabilities of First Heritage B&mom the FDIC in an FDIC-assisted
transaction. As part of the Purchase and Assumptgmeement, the Bank and the FDIC entered into-ébssing agreements (each, a “lessring
agreement” and collectively, the “loss-sharing agrents”), whereby the FDIC will cover a substariadtion of any future losses on loans (and
related unfunded commitments), OREO and certairuackinterest on loans for up to 90 days. We reféihe acquired loans and OREO subje
the loss-sharing agreements collectively as “cayessets.” Under the terms of the loss-sharingeageats, the FDIC will absorb 80% of losses
and share in 80% of
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loss recoveries. The loss-sharing provisions oftjir@eements for commercial and single family residémortgage loans are in effect for five
years and ten years, respectively, from the May2R11 acquisition date and the loss recovery pravisfor such loans are in effect for eight yt
and ten years, respectively, from the acquisitiate d

First Heritage Bank was a full service communityplbaeadquartered in Snohomish, Washington thatateefive branch locations in King
and Snohomish Counties. We entered into this taimsato assist us with filling in our geographaofprint between Seattle and Bellingham,
Washington and to support our recently expandedrigblam banking team. We believe participating wite FDIC in this assisted transaction
was, from an economical standpoint, advantageoaggansion through de novo branching.

The assets acquired and liabilities assumed hase decounted for under the acquisition method obdaweting (formerly the purchase
method). The assets and liabilities, both tanggnlé intangible, were initially provisionally rece at their estimated fair values as of Mey 27,
2011 acquisition date pending completion of valratidjustments related to acquired loans, OREQnthmnification asset, and other assets.
The initial amounts recorded for acquired loans EORthe indemnification asset, and other assete $@t.9 million , $8.3 million , $38.1
million , and $1.7 million , respectively. At Decéar 31, 2011 these amounts were retrospectivelystedj resulting in a $369 thousand decrease
to acquired loans, a $61 thousand decrease to OREBER7 thousand increase to the indemnificatisetaand a $1.9 million increase to other
assets. The application of the acquisition methfaatoounting resulted in the recognition of $4.0lion of goodwill and a core deposit intangible
of $1.3 million . The goodwill represents the exxefthe estimated fair value of the liabilitiesased over the estimated fair value of the assets
acquired and is influenced significantly by the ERdssisted transaction process.

The operating results of the Company include therating results produced by the acquired assetassuined liabilities for the period
May 28, 2011 to December 31, 2011 . Due primadlyhe significant amount of fair value adjustmeantsl the FDIC loss-sharing agreements put
in place, historical results of First Heritage Bark not meaningful to the Company’s results and tio proforma information is presented.

The table below displays the amounts recognizeaf #ee acquisition date for each major class oétsacquired and liabilities assumed:

May 27, 2011
(in thousands)
Assets
Cash and due from banks $ 4,68¢
Interest-earning deposits with banks 6,68¢
Investment securities 5,30:
Federal Home Loan Bank stock A77
Acquired loans 81,48¢
Accrued interest receivable 47€
Premises and equipment 5,33¢
FDIC receivable 4,751
Other real estate owned covered by loss sharing 8,22t
Goodwill 4,02
Core deposit intangible 1,337
FDIC indemnification asset 38,53:
Other assets 3,651
Total assets acquired $ 164,98:
Liabilities
Deposits $ 159,52!
Federal Home Loan Bank advances 5,00z
Accrued interest payable 421
Other liabilities 35
Total liabilities assumed $ 164,98

Summit Bank

On May 20, 2011 the Bank acquired certain assetsaasumed certain liabilities of Summit Bank frdre Federal Deposit Insurance
Corporation (“FDIC") in an FDIC-assisted transantiéds part of the Purchase and Assumption AgreentieatBank and the FDIC entered into
loss-sharing agreements (each, a “loss-sharingeagmet” and collectively, the “loss-sharing agreets§nwhereby the FDIC will cover a
substantial portion of any future losses on loamsl(related unfunded commitments), OREO and ceazérued interest on loans for up to 90
days. We refer to the acquired loans and OREO subje
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to the loss-sharing agreements collectively as éced assets.” Under the terms of the loss-shagngeanents, the FDIC will absorb 808hlosses
and share in 80% of loss recoveries. The loss1shgriovisions of the agreements for commercialsingle family residential mortgage loans are
in effect for five years and ten years, respecyiviebm the May 20, 2011 acquisition date and tdssIrecovery provisions for such loans are in
effect for eight years and ten years, respectiviedyn the acquisition date.

Summit Bank was a full service community bank hegdltgred in Burlington, Washington that operateddtbranch locations in Skagit
County. We entered into this transaction to assswith filling in our geographic footprint betwe&eattle and Bellingham, Washington and to
support our recently expanded Bellingham bankiagnteWe believe participating with the FDIC in thissisted transaction was, from an
economical standpoint, advantageous to expansiongh de novo branching.

The assets acquired and liabilities assumed hase &ecounted for under the acquisition method obawting (formerly the purchase
method). The assets and liabilities, both tangginlé intangible, were initially provisionally reced at their estimated fair values as of ey 20,
2011 acquisition date pending completion of valratidjustments related to acquired loans, OREGntlemnification asset, and other assets.
The initial amounts recorded for acquired loansFORthe indemnification asset, and other assets ®&t.4 million , $2.7 million , $27.2
million , and $786 thousand , respectively. At Dmber 31, 2011 these amounts were retrospectivglstad resulting in a $1.7 million decrease
to acquired loans, a $509 thousand decrease to QRE&0 million increase to the indemnificatiosets and a $1.0 million increase to other
assets. The application of the acquisition methaatoounting resulted in the recognition of $1.%iom of goodwill and a core deposit intangible
of $509 thousandThe goodwill represents the excess of the estichttir value of the liabilities assumed over thneated fair value of the ass
acquired and is influenced significantly by the EBEdssisted transaction process.

The operating results of the Company include therating results produced by the acquired assetassuined liabilities for the period
May 21, 2011 to December 31, 2011 . Due primadlyhe significant amount of fair value adjustmeantsl the FDIC loss-sharing agreements put
in place, historical results of Summit Bank are meaningful to the Company’s results and thus mof@ma information is presented.

The table below displays the amounts recognizesf #ee acquisition date for each major class oétsacquired and liabilities assumed:

May 20, 2011
(in thousands)

Assets
Cash and due from banks $ 1,837
Interest-earning deposits with banks and federad$usold 14,19¢
Investment securities 871
Federal Home Loan Bank stock 40¢€
Acquired loans 69,78
Accrued interest receivable 42¢
Premises and equipment 42
FDIC receivable 6,98¢
Other real estate owned covered by loss sharing 2,162
Goodwill 1,892
Core deposit intangible 50¢
FDIC indemnification asset 30,20:
Other assets 1,81z

Total assets acquired $ 131,12¢
Liabilities
Deposits $ 123,27¢
Federal Home Loan Bank advances 7,772
Accrued interest payable 71
Other liabilities 7

Total liabilities assumed $ 131,12¢
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3. Cash and Cash Equivalent

The Company is required to maintain an averagevedmlance with the Federal Reserve Bank or maistech reserve balance in the form
of cash. The average required reserve balancédoydars ended December 31, 2011 and 2010 wasxipptely $27.0 million and $18.8
million , respectively, and was met by holding casld maintaining an average balance with the Fe&eserve Bank.

4. Securities

At December 31, 2011 the Company's securities @artprimarily consisted of securities issued bysUgovernment agencies, U.S.
government-sponsored enterprises and state andipaiities. All of the Company’s mortgage-backedwséies and collateralized mortgage
obligations are issued by U.S. government agerseiddJ.S. government-sponsored enterprises andngiiitly guaranteed by the U.S.
government. The Company did not have any otheraisses in its portfolio which exceeded ten percéshareholders’ equity.

The following table summarizes the amortized cgsiss unrealized gains and losses and the restgiiingalue of securities available for
sale:

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
December 31, 2011 (in thousands)
U.S. government agency and government-sponsoredpeise
mortgage-backed securities and collateralized ragegbligations  $ 678,63. % 19,32:  $ (2,000 $ 695,95
State and municipal securities 263,07! 22,74¢ (58) 285,76
U.S. government agency and government-sponsoredpeise
securities 42 ,55¢ 50& — 43,06
Other securities 3,29¢ 64 (30) 3,33(
Total $ 987,56( % 42,63t % (2,089 $ 1,028,111
December 31, 2010
U.S. government agency and government-sponsoredpeise
mortgage-backed securities and collateralized ragegbligations  $ 491,53( % 16,13¢ $ (1,027 $ 506,64
State and municipal securities 249,11 7,247 (2,389 253,98:
Other securities 3,281 — (38) 3,24:
Total $ 743,92¢ % 23,38¢ % (3,448 % 763,86¢

Gross realized losses amounted to $250 thousatB, thousand , and $10 thousand for the years ebdeember 31, 2011 , 2010 and
2009 , respectively. Gross realized gains amoulnt&384 thousand , $206 thousand , and $1.1 milbothe years ended December 31, 2011 ,
2010 and 2009 , respectively. The following tahlmmarizes the amortized cost and fair value of isiesl available for sale by contractual
maturity groups:

December 31, 2011

Amortized Cost Fair Value

(in thousands)

Due within one year $ 18,31C $ 18,61(
Due after one year through five years 52,41¢ 54,63t
Due after five years through ten years 204,47( 212,60!
Due after ten years 709,06¢ 738,93(

Total investment securities available-for-sale $ 984,26: $ 1,024,78
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The following table summarizes, as of December281,1 and 2010 , the carrying value of securitiesigéd as collateral to secure public
deposits, borrowings and other purposes as pedrotteequired by law:

December 31, 2011 December 31, 2010

(in thousands)

To Washington and Oregon State to secure publiositp $ 225,34¢ $ 153,32¢
To Federal Home Loan Bank to secure advances 91,09 110,78(
To Federal Reserve Bank to secure borrowings 56,341 149,31!
Other securities pledged 47,45¢ 45,10¢

Total securities pledged as collateral $ 420,24. % 458,53.

The following tables show the gross unrealizeddesand fair value of the Compasyhvestments with unrealized losses that are eetne(
to be other-than-temporarily impaired, aggregatgthizestment category and length of time that ifdlial securities have been in a continuous
unrealized loss position at December 31, 2011 &id 2

Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
December 31, 2011 (in thousands)
U.S. government agency and government-sponsored
enterprise mortgage-backed securities and collaeda
mortgage obligations $ 238,87! $ (1,999 $ 19€ $ 1) $ 239,07: (2,000
State and municipal securities 3,82( (24) 95C (34) 4,77( (59)
Other securities _ _ 97C (30) 97C (30)
Total $ 242,69 $ (2,027) $ 2,11¢ $ (65) $ 244,81: $ (2,08¢)
December 31, 2010
U.S. government agency and government-sponsored
enterprise mortgage-backed securities and collateda
mortgage obligations $ 86,52¢ $ (1,025) $ 58¢ $ 2) $ 87,11" $ (1,027
State and municipal securities 74,75t (2,099 2,79: (284) 77,54, (2,389
Other securities 2,27¢ (6) 96¢ (32) 3,247 (39)
Total $ 163,55¢ $ (3,130 $ 4,34¢ $ (31¢) $ 167,90° $ (3,44¢)

At December 31, 2011 , there were eight state amuicipal government securities in an unrealized lpssition, of which one was in a
continuous loss position for 12 months or more. heealized losses on state and municipal secsisitgre caused by interest rate changes or
widening of market spreads subsequent to the psecbfthe individual securities. Management mosifmrblished credit ratings of these
securities for adverse changes. As of Decembe2(@ll1 none of the rated obligations of state andllgovernment entities held by the Company
had an adverse credit rating. Because the credlitguf these securities are investment gradethadCompany does not intend to sell these
securities nor does the Company consider it m&sdylithan not that it will be required to sell teesecurities before the recovery of amortized
basis, which may be maturity, the Company doesonsider these investments to be other-than-tempoimpaired at December 31, 2011 .

At December 31, 2011 , there were 35 U.S. goverhmgency and government-sponsored enterprise ngartigacked securities &
collateralized mortgage obligations securitiesriruarealized loss position, of which two were icoatinuous loss position for 12 months or more.
The decline in fair value is attributable to chasgeinterest rates relative to where these investmfall within the yield curve and their indivia
characteristics. Because the Company does notdtitesell these securities nor does the Compangidenit more likely than not that it will be
required to sell these securities before the regoekamortized cost basis, which may be matuthg, Company does not consider these
investments to be other-than-temporarily impaireDecember 31, 2011 .

At December 31, 2011 , there was one other secarityortgage-backed securities fund in a continuwmmsalized loss position for 12
months or more. The decline in fair value is atitible to changes in interest rates and the additiosk premium investors are demanding for
investment securities with these characteristibe Company does not consider this investment tuthoer-than-temporarily impaired at
December 31, 2011 as it has the intent and abdityold the investment for sufficient time to allé@r recovery in the market value.
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Securities Deemed to be Other-Than-Temporarily inepa

During 2011 , the Company determined that onesddtiite and municipal securities with a par amoti$8.0 million was other-than-
temporarily impaired due to it maturing during heriod without repaying the principal amount. Tledadilted security was issued in 2008 by a
municipality located in the state of Washingtonaticordance with ASC 320-10-35, the Company detexchthat the entire amount of the other-
than-temporary impairment was credit-related agtiesent value of the expected future cash flowshi® defaulted security was zero . The
significant inputs used to determine the expecttdré cash flows were the default on principal yepant and there being no insurance on the
defaulted security. The credit-related other-themgiorary impairment of $3.0 million was recordedhia consolidated statements of income.

5. Noncovered Loan:
Noncovered loans include loans originated througthbmanch network and loan departments as weltgsiged loans that are not subject to
FDIC loss share, including the loans acquired enBlank of Whitman transaction described in Note 2.

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

December 31, December 31,
2011 2010

(in thousands)
Noncovered loans:

Commercial business $ 1,031,72. % 795,36¢
Real estate:

One-to-four family residential 64,491 49,38:
Commercial and multifamily residential 998,16! 794,32¢
Total real estate 1,062,65! 843,71:

Real estate construction:
One-to-four family residential 50,20¢ 67,96
Commercial and multifamily residential 36,76¢ 30,18t
Total real estate construction 86,97¢ 98,14¢
Consumer 183,23! 182,01°
Less: Net unearned income (16,21 (3,490
Total noncovered loans, net of unearned income 2,348,37. 1,915,75.
Less: Allowance for loan and lease losses (53,04) (60,999
Total noncovered loans, net $ 2,295,33 $ 1,854,76.
Loans held for sale $ 2,14¢ % 754

At December 31, 2011 and 2010 , the Company hddare to foreign domiciled businesses or foreigmntoes, or loans related to highly
leveraged transactions. Substantially all of thenfany’s loans and unfunded commitments are geogr@phconcentrated in its service areas
within the states of Washington and Oregon.

The Company and its banking subsidiary have graoius to officers and directors of the Company ieahated interests. These loans are
made on the same terms, including interest raté<alfateral, as those prevailing at the time fmmparable transactions with unrelated persons
and do not involve more than the normal risk ofexihbility. The aggregate dollar amount of thesmk was $9.0 million and $12.9 million at
December 31, 2011 and 2010 , respectively. DurBfl2 advances on related party loans were $3lioménd repayments totaled $7.6 million .

At December 31, 2011 and 2010, $462.0 million $426.6 millionof commercial and residential real estate loangwédged as collate
on Federal Home Loan Bank advances.

Non-accrual loans totaled $53.5 million and $89iltian at December 31, 2011 and 2010 , respectivEhe amount of interest income
foregone as a result of these loans being placetoraccrual status totaled $5.3 million for 20%6.4 million for 2010 and $7.6 million for
2009 . There were no loans 90 days past due dhdcstiuing interest as of December 31, 2011 amdetivas one loan totaling $1 thousand 90
days past due still accruing interest as of DecerBbe2010 . At December 31, 2011 and 2010, thvere $2.0 million and $5.6 million ,
respectively, of commitments of additional fundsfmans accounted for on a non-accrual basis.
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The following is an analysis of noncovered, nonaatloans as of December 31, 2011 and 2010 :

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

December 31, 2011

December 31, 2010

Recorded Unpaid Principal Recorded Unpaid Principal
Investment Balance Investment Balance
Nonaccrual Nonaccrual Nonaccrual Nonaccrual

Loans Loans Loans Loans
(in thousands)

$ 10,12« $ 16,82( $ 32,36¢ $ 44,31¢
11¢ 71¢ — 327

2,69¢ 3,011 2,99¢ 3,35

3,73¢ 7,23( 4,09t 6,27¢

6,77% 9,26% 11,71¢ 12,73

8,971 10,93 7,407 8,99(

7,79¢ 16,70z 11,60¢ 21,34«

2,98¢ 5,31¢ 6,50 11,547

7,067 14,912 7,58% 12,91¢

3,207 3,96( 5,022 5,192

$ 53,48: $ 88,86¢ $ 89,30! $ 127,00:
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The following is an analysis of the recorded inwestt of the aged loan portfolio as of December281,1 and 2010 :

December 31, 2011
Commercial business
Secured
Unsecured
Real estate:
One-to-four family residential

Commercial and multifamily
residential

Commercial land

Income property
multifamily

Owner occupied
Real estate construction:
One-to-four family residential
Land and acquisition
Residential construction

Commercial and multifamily
residential

Income property
multifamily

Owner occupied
Consumer

Total

December 31, 2010
Commercial business
Secured
Unsecured
Real estate:
One-to-four family residential

Commercial and multifamily
residential

Commercial land

Income property
multifamily

Owner occupied
Real Estate Construction:
One-to-four family residential
Land and acquisition
Residential construction

Commercial and multifamily
residential

Income property
multifamily

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)

966,56. $ 1,741 298¢ $ — 4,73C  $ 10,12« 981,41
46,88( 407 — — 407 11¢ 47,40¢
60,76« 603 — — 603 2,69¢€ 64,06
46,16: 781 — — 781 3,73¢ 50,68!

524,22! 2,87z 121 — 2,99: 6,77t 533,99!

394,69: 82¢ 29¢ — 1,127 8,971 404,78¢
17,24¢ 158 — — 158 7,79¢ 25,201
19,55¢ 1,39(C — — 1,39( 2,98¢ 23,931
13,81( — — — — 7,067 20,877
12,79( — — — — — 12,79(

179,75: 141 122 — 268 3,207 183,22!

2,282,44. % 8,917 3563 $ — 12,447 $ 53,48: $  2,348,37:
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)

720,92t $ 91¢ 69z $ 1 161 $ 31,91¢ % 754,45°
40,45¢ 9 — — 9 44¢& 40,912
46,167 22C — — 22C 2,99¢ 49,38t
18,97¢ — 1,752 — 1,752 4,091 24,82:

426,32( 1,20¢ 121 — 1,32¢ 10,74 438,39:

318,50¢ 497 3,75z — 4,24¢ 8,35¢€ 331,11
24,88 214 20t — 41¢ 11,60¢ 36,90¢
24,65¢ — — — — 6,40(C 31,05t
10,66¢ — — — — 7,58¢ 18,25(
11,93¢ — — — — — 11,93¢

176,00 397 59E — 992 5,02( 182,01°

1,819,49: % 3,46¢ 7117 $ 1 10,58: $ 89,16: $  1,919,24
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The following is an analysis of impaired loans (Bkxe 1) as of December 31, 2011 and 2010 :

Recorded . . . .
Recorded Investment Investment Impaired Loans With Impaired Loans Without
of Loans of Loans Recorded Allowance Recorded Allowance Average Interest
Collectively Measured Individually Recorded Recognized
Measured for Unpaid Unpaid Investment on
for Contingency Specific Recorded Principal Related Recorded Principal Impaired Impaired
Provision Impairment Investment Balance Allowance Investment Balance Loans Loans
December 31, 2011 (in thousands)
Commercial business:
Secured $ 97253 $ 8.88¢ $ 292 $ 2927 $ 954 § 5960 $ 1210 § 1557t $ 511
tnsectiied 47,30¢ 97 97 97 97 = = 13¢€ =
Real estate:
One-to-four family residential 61,58 2,47¢ 582 59¢ 9% 1,891 2,13¢ 2,49¢ —
Commercial and multifamily
residential:
Commercial land 46,88 3,79¢ — — — 3,79¢ 6,77¢ 4,26: —
Income property
multifamily 527,36: 6,631 687 75¢ 63 5,94 7,70C 8,881 58
Gwnenoceupied 390,22! 14,56 274 274 18t 14,29( 18,52« 15,25 18
Real estate construction:
One-to-four family residential:
Land and acquisition 17,81¢ 7,38¢ 45¢ 04¢ — 6,93¢ 11,97¢ 8,97 11€
Residential constructior 18,841 5,08 59 1,50¢ 59 5,02t 5,11¢ 4,53¢ —
Commercial and multifamily
residential:
Income property
multifamily 13,81( 7,067 — — — 7,067 14,947 7,068 —
Owner occupied 12.79( o o o o o o o o
Consumer 180,93( 2,29¢ 151 228 30 2,14; 2,63¢ 3,88( 15
Total $ 2,290,08: $ 58,28t $ 522¢ $ 7,32¢ $ 1,48.  $ 53,06: $ 8192 $ 71,06C $ 71¢
Recorded . ) . .
Recorded Investment Investment 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
December 31, 2010 (in thousands)
Commercial business:
Secured $ 724,66 $ 29,791 $ 2711 $ 2,75¢  § 60C $ 27,081 $ 26,91°
Unsecured 40,80¢ 104 75 75 75 29 30
Real estate:
One-to-four family residential 46.72¢ 2 65¢F . _ _ 2 65¢ 2 94¢
Commercial and multifamily
residential:
Commercial land 20,95¢ 3,86: 3,06: 5,22t = 804 82€
Income property multifamily 427,79 10,59t 3,092 3,13¢ 59 10,29: 12,25¢
Owner occupied 317,04 14,10¢ = = = 14,15; 17,09¢
Real estate construction:
One-to-four family residential
Land and acquisition 25,36: 11,54¢ 532 54¢ 3 11,01 20,71¢
Residential construction 24,65¢ 6,40 918 1,72z 62 5,58¢ 9,82
Commercial and multifamily
residential:
Income property multifamily 10,66¢ 7,58¢ 6,79: 10,51¢ 175 792 2,401
Owner occupied 11.93¢ _ _ _ _ _ _
Consumer 177,48 4,53 — — — 4,53: 4,691
Total $ 1,828,07 $ 91,17: $ 17,18¢ $ 23,98¢ $ 974 $ 76,93¢ $ 97,70:
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The following is an analysis of loans classifiedTasubled Debt Restructurings ("TDR") for the yeaded December 31, 2011 :

Pre-Modification Post-Modificati

Outstanding Outstanding

Number of TDR Recorded Recorded
Modifications Investment Investment

(dollarsin thousands)
Commercial business:

Secured 6 % 65¢ % €
Real estate: One-to-four family residential 1 36¢ d
Real estate: Commercial and multifamily residential

Income property multifamily 2 1,28( 1,
Real estate construction: One-to-four family restds:

Residential construction 1 36
Total 10 $ 2,344 $ 2,

The Company's loans classified as TDR are loarishthae been modified or the borrower has been gdaspecial concessions due to
financial difficulties, that if not for the challges of the borrower, the Company would not otheswisnsider. The Company had commitments to
lend $535 thousand of additional funds on loanssifeed as TDR as of December 31, 2011 . The TDHRifications or concessions are made to
increase the likelihood these borrowers with finahdifficulties will be able to satisfy their debbligations as amended. Credit losses for loans
classified as TDR are measured the same as imda&ed. For impaired loans, an allowance is esthbll when the collateral value (or discou
cash flows or observable market price) of the imgzhloan is lower than the recorded investmenhaf loan.The Company did not have any lo
modified as TDR that have defaulted during the yated December 31, 2011 .

6. Allowance for Noncovered Loan and Lease Losses anthfunded Commitments and Letters of Credi

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

1. General valuation allowance consistent with thetgencies topic of the FASB AS

2. Classified loss reserves on specific relationstpecific allowances for identified problem loame eetermined in accordance with
Receivables topic of the FASB ASC.

3. The unallocated allowance provides for othetdes inherent in our loan portfolio that may navl been contemplated in the general
and specific components of the allowance. Thislonated amount generally comprises less than 5gteofllowance. The unallocated
amount is reviewed quarterly based on trends iditlesses, the results of credit reviews and dvemnomic trends.

The general valuation allowance is systematicalgwated quarterly using quantitative and qualitainformation about specific loan
classes. The minimum required level an entity depel methodology to determine its allowance fanland lease losses is by general categories
of loans, such as commercial business, real estateconsumer. However, the Company’s methodoloegletermining its allowance for loan and
lease losses is prepared in a more detailed matiee loan class level, utilizing specific catégsrsuch as commercial business secured,
commercial business unsecured, real estate commhked, and real estate income property multifgniihe quantitative information uses
historical losses from a specific loan class amdiporates the loan’s risk rating migration frongoration to the point of loss.
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A loan’s risk rating is primarily determined basgubn the borrower’s ability to fulfill its debt dghktion from a cash flow perspective. In the
event there is financial deterioration of the bareo, the borrower’s other sources of income or yepant are also considered, including recent
appraisal values for collateral dependent loans. qumlitative information takes into account gehecanomic and business conditions affecting
our market place, seasoning of the loan portfaioation of the business cycle, etc. to ensuremmthodologies reflect the current economic
environment and other factors as using historizss information exclusively may not give an acaegtimate of inherent losses within the
Company'’s loan portfolio.

When a loan is deemed to be impaired, the Compasydidetermine if a specific valuation allowarsesgquired for that loan. The specific
valuation allowance is a reserve, calculated atrttliwidual loan level, for each loan determined#both, impaired and containing a value less
than its recorded investment. The Company meashesisnpairment based on the discounted expectedefeash flows, observable market price,
or the fair value of the collateral less sellingtsaf the loan is collateral dependent or if féosare is probable. The specific reserve for eaah |
is equal to the difference between the recordedstment in the loan and its determined impairmahie:

The ALLL is increased by provisions for loan andde losses (“provision”) charged to expense, anedisced by loans charged off, net of
recoveries. While the Comparsymanagement believes the best information availishlised to determine the ALLL, changes in macketditions
could result in adjustments to the ALLL, affectingt income, if circumstances differ from the asstioms used in determining the ALLL.

We have used the same methodology for ALLL caléutest during 2011 , 2010 and 2009 . Adjustmentéiéopercentages of the ALLL
allocated to loan categories are made based odstreith respect to delinquencies and problem ledtisn each class of loans. The Company
reviews the ALLL quantitative and qualitative mediotogy on a quarterly basis and makes adjustmehénappropriate. The Company continues
to strive towards maintaining a conservative apginda credit quality and will continue to prudendlgijust our ALLL as necessary in order to
maintain adequate reserves. The Company carefuhjtors the loan portfolio and continues to emphashe importance of credit quality while
continuously strengthening loan monitoring systemd controls.
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The following table shows a detailed analysis efaiiowance for loan and lease losses for noncovesns for the years ended

December 31, 2011 and 2010 :

Year ended December 31, 2011
Commercial business:

Secured

Unsecured
Real estate:

One-to-four family residential

Commercial and multifamily residential:

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

Residential construction

Commercial and multifamily residential:

Income property multifamily
Owner occupied

Consumer

Unallocated

Total

Year ended December 31, 2010
Commercial business:

Secured

Unsecured
Real estate:

One-to-four family residential

Commercial and multifamily residential:

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

Residential construction

Commercial and multifamily residential:

Income property multifamily
Owner occupied

Consumer

Unallocated

Total

Beginning Provision Ending Specific General
Balance Charge-offs Recoveries (Recovery) Balance Reserve Allocation
(in thousands)
$ 21,811  $ (7,270  $ 1,15¢  $ 9,05C $ 24,74t 954 $ 23,79:
73¢ (63¢) 1,44¢ (854) 68¢ 97 592
1,10 (717) 80 191 654 96 55¢
634 (66C) 12 502 48¢ — 48¢
15,21( (1,407 414 (4,66¢€) 9,551 63 9,48¢
9,69: (1,620 33 1,501 9,60¢ 18t 9,421
3,76¢ (1,419 1,97¢ (1,997) 2,331 — 2,331
2,29: (1,06¢) 113 479) 864 59 80t
274 (2,219 — 2,60¢ 665 — 665
70 — — (35) 35 — 35
2,12( (3,91¢) 351 4,16¢€ 2,71¢ 30 2,68¢
3,28:¢ — — (2,589 694 — 694
$ 60,99: $ (20,93) $ 557¢ $ 7,40C $ 53,04: 1,48: % 51,557
Beginning Ending Specific General
Balance Charge-offs Recoveries Provision Balance Reserve Allocation
(in thousands)
$ 20,40¢ $ 12,779 $ 1,218 $ 12,96 $ 21,81: 60C $ 21,21
1,56( (2,100 1,171 107 73€ 75 662
1,07z (40€) 15 41¢ 1,10C — 1,10C
664 (2,165) — 2,13¢ 634 — 634
9,86( (1,969 124 7,19¢ 15,21( 59 15,15
6,69( (2,039 2 5,03¢ 9,69: — 9,69:
5,711 (8,409 1,19¢ 5,26¢ 3,76¢ 3 3,76¢
2,30¢ (2,447) 474 1,961 2,29: 62 2,23(
2,45¢ (3,107) e s 274 17& 99
36 — — 34 70 — 70
1,282 (3,987) 64¢ 4,171 2,12( — 2,12(
1,431 — — 1,84¢€ 3,28:¢ — 3,28:¢
$ 53,47¢ $ (39,409 $ 5627 $ 41,291 $ 60,99: 974 % 60,01¢
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The 2009 changes in the ALLL for noncovered loaressammarized as follows:

Years Ended
December 31,

2009
(in thousands)

Balance at beginning of year $ 42,74
Loans charged off (54,52)
Recoveries 1,752
Net chargeoffs (52,769
Provision charged to expense 63,50(
Balance at end of year $ 53,47¢

Changes in the allowance for unfunded commitmemdsletters of credit are summarized as follows:

Years Ended December 31,

2011 2010 2009

(in thousands)
Beginning balance $ 1,168  $ 775 % 50C
Net changes in the allowance for unfunded commitsand letters of credit 37C 39C 27¢
Ending balance $ 153 % 1,168 $ 77t

Risk Elements

The extension of credit in the form of loans toiunduals and businesses is one of our principalroente activities. Our policies and
applicable laws and regulations require risk analgs well as ongoing portfolio and credit managetmé&/e manage our credit risk through
lending limit constraints, credit review, appropalicies and extensive, ongoing internal monitori{e also manage credit risk through
diversification of the loan portfolio by type ofdn, type of industry, type of borrower and by limit the aggregation of debt to a single borrower.

The monitoring process for the loan portfolio irtds periodic reviews of individual loans with rigitings assigned to each loan. Based on
the analysis, loans are given a risk rating of 1ba8ed on the following criteria:

e ratings of 13 indicate minimal to low credit ris

» ratings of 45 indicate an average credit risk with adequateyeyent capacity when prolonged periods of advedsityot exis

» rating of 6 indicates higher than average resjuiring greater than routine attention by banlspenel due to conditions affecting the
borrower, the borrower's industry or economic emvinent,

e rating of 7 indicates potential weaknesses ihft uncorrected, may result in deterioratidrtlte repayment prospects for the asset or
in the Company's credit position at some futuredat

» rating of 8 indicates a loss is possible if loarakmesses are not correc

» rating of 9 indicates loss is highly probable; heem the amount of loss has not yet been deterry

* and arating of 10 indicates the loan is unatélble, and when identified is chargef-

Loans with a risk rating of 1-6 are considered Paass and loans with risk ratings of 7, 8, 9 afdade considered Special Mention,
Substandard, Doubtful and Loss, respectively. Laeitts a risk rating of Substandard or worse arergga as classified loans in our allowance for
loan and lease losses analysis. We review thess toaassess the ability of our borrowers to seraltinterest and principal obligations and, as a
result, the risk rating may be adjusted accordingigk ratings are reviewed and updated whenev@mogpiate, with more periodic reviews as the
risk and dollar value of loss on the loan increabethe event full collection of principal and émést is not reasonably assured, the loan is
appropriately downgraded and, if warranted, plamedon-accrual status even though the loan maybert as to principal and interest
payments. Additionally, we assess whether an impait of a loan warrants specific reserves or aewddwn of the loan.
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The following is an analysis of the credit qualiiyour noncovered loan portfolio as of December2f],1 and 2010 :

December 31, 2011 December 31, 2010
Recorded Recorded
Weighted- Investment Weighted- Investment
Average Noncovered Average Noncovered
Risk Rating Loans Risk Rating Loans

(dollarsin thousands)
Commercial business:

Secured 48¢ % 981,41 4.9¢ $ 757,37
Unsecured 4.2t 47,40¢ 4.2: 41,17¢
Real estate:
One-to-four family residential 4.81 64,06 4.9¢ 49,43¢
Commercial and multifamily residential:
Commercial land 5.22 50,68: 5.7¢ 24,95¢
Income property multifamily 4,94 533,99 5.07 406,71:
Owner occupied 5.0t 404,78 5.12 366,28

Real estate construction:
One-to-four family residential:

Land and acquisition 6.4: 25,20: 6.7¢ 37,05¢

Residential construction 5.94 23,93: 6.62 31,29:
Commercial and multifamily residential:

Income property multifamily 5.4¢ 20,877 6.3¢ 18,29¢

Owner occupied 4.5t 12,79( 4,92 11,99(

Consumer 4.24 183,22: 4.31 182,62

Total recorded investment of noncovered loans $ 2,348,37. $ 1,927,19

7. Noncovered Other Real Estate Owne
The following table sets forth activity in noncoedrOREO for the period:

December 31, 2011 December 31, 2010

(in thousands)
Noncovered OREO:

Balance, beginning of period $ 30,99: % 19,037
Transfers in, net of write-downs ($315 and $198peetively) 8,83« 19,00¢
OREO improvements 73C 1,63t
Additional OREO write-downs (5,64)) (3,962)
Proceeds from sale of OREO property (12,279 (4,800
Gain (loss) on sale of OREO 257 75
Total noncovered OREO, end of period $ 22,89 % 30,991

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

Covered assets consist of loans and OREO acquireDIC-assisted acquisitions during 2010 and 2@drlyhich the Bank entered into
loss-sharing agreements, whereby the FDIC will cavsubstantial portion of any future losses om$o@nd related unfunded loan commitments),
OREO and certain accrued interest on loans. Ureterms of the loss-sharing agreements, the FDIGsorb 80% of losses and share in 80%
of loss recoveries up to specified amounts andy wspect to loss-sharing agreements for two aitiguis completed in 2010, will absorb 95% of
losses and share in 95% of loss recoveries theredthe loss-sharing provisions of the agreememtsdmmercial and single-family mortgage
loans are in effect for five and ten years, respelst, from the acquisition dates and the loss vecy provisions are in effect for eight and
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ten years, respectively, from the acquisition dates

Ten years and forty-five days after the acquisitlates, the Bank shall pay to the FDIC a clawbadkeé event the losses from the
acquisitions fail to reach stated levels. This ddawvk shall be in the amount of 50% of the excdéss)y, of 20% of the stated threshold amounts,
less the sum of 25% of the asset premium (discp@86 or 25% of the cumulative loss-sharing paymédépending on the particular
agreement), and the cumulative servicing amounbfA3ecember 31, 2011 and 2010 , the net presémé \od the Bank’s estimated clawback
liability is $3.7 million and $0 , respectively, veh is included in other liabilities on the Conslglied Balance Sheet.

The following is an analysis of our covered loamet, of related allowance for losses on coveredd@anof December 31, 2011 and 2010 :

December 31, 2011 December 31, 2010
Weighted- Allowance Weighted- Allowance
Average for Loan Average for Loan
Covered Loans Risk Rating Losses Covered Loans Risk Rating Losses
(dollarsin thousands)
Commercial business $ 195,73 605 $ 977§ 165,25 574 $ 2,90:
Real estate:
One-to-four family residential 79,32¢ 5.32 67¢ 68,70( 4.77 1,017
Commercial and multifamily residential 311,30¢ 5.65 2,682 341,06: 5.70 821
Total real estate m 3,361 409,76 ﬁ
Real estate construction:
One-to-four family residential 54,40. 7.32 13€ 39,75¢ 7.29 08
Commercial and multifamily residential 23,667 7.32 36 41,62¢ 6.79 46¢
Total real estate construction ﬁ 227 81,37¢ —567
Consumer 56,871 4.84 384 58,331 4.49 751
Subtotal of covered loans W $ 4,944 714,73 m
Less: - -
Valuation discount resulting from
acquisition accounting 184,44( 191,61
Allowance for loan losses 4,944 6,05¢

Covered loans, net of valuation

discounts and allowance for loan
losses $ 531,92¢ $ 517,06:

Certain acquired loans are accounted for under B8BE30 and initially measured at fair value base@xpected future cash flows over the
life of the loans. Acquired loans that have commisk characteristics are aggregated into pools.Jtvapany re-measures contractual and
expected cash flows, at the pool-level, on a qugrtasis.

Contractual cash flows are calculated based upsiodn 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 flmgkide cumulative default and prepayment dataelbas loss severity and recovery lag
information. Cumulative default and prepayment @gatacalculated via a transition matrix. The trdosimatrix is a matrix of probability values
that specifies the probability of a loan pool tifingaing into a particular delinquency state (¢330 days past due, 31 to 60 days, etc.) given its
delinquency state at the re-measurement date.dev&sity factors are based upon actual chargeaw#f @ithin the loan pools and recovery lags
are based upon experience with the collateral witté loan pools.

Acquired loans are also subject to the Company&riral and external credit review and are riskdatging the same criteria as loans
originated by the Company. However, risk ratings ot a clear indicator of losses on acquired l@sna majority of the losses are recoverable
from the FDIC under the loss-sharing agreements.

Draws on acquired loans, advanced subsequent toaheacquisition date, are accounted for under AS@20 and those amounts are also
subject to the Company'’s internal and externalitrediew. An allowance for loan losses is estinddtea similar manner as the originated loan
portfolio, and a provision for loan losses is clel@o earnings as necessary.
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The excess of cash flows expected to be collectedthe initial fair value of acquired impaired hsais referred to as the accretable yield
and is accreted into interest income over the egéithlife of the acquired loans using the effecyiledd method. Other adjustments to the

accretable yield include changes in the estimagathiming life of the acquired loans, changes ireetgd cash flows and changes of indices for
acquired loans with variable interest rates.

The following table shows the changes in accretgiglel for acquired loans for the years ended Ddmmm31, 2011 and 2010 :

Years Ended December 31,

2011 2010
(in thousands)

Balance at beginning of period $ 256,57 $ =
Additions resulting from acquisitions 59,81( 122,70!
Accretion (90,37¢) (45,95¢)
Disposals (31,487 (9,019
Reclassifications from nonaccretable difference 65,14¢ 188,83"
Balance at end of period $ 259,66¢  $ 256,57:

During the year ended December 31, 2011 , the Coynpcorded a provision recapture for losses om@/loans of $1.6 million . Of this
amount, $589 thousand was impairment recapturelleadsl in accordance with ASC 310-30 and $1.0 amllivas a provision recapture to adjust
the allowance for loss calculated under ASC 45@e2@raws on acquired loans. The impact to earnafghe $1.6 million of provision recapture
for covered loans was partially offset through momiest income by a decrease in the FDIC loss+shasset. For the year ended December 31,

2010 , the Company recorded a provision for loasds of $6.1 million which was partially offsetdny increase to the FDIC loss-sharing asset.
The Company did not have covered loans in 2009 .

The 2011 and 2010 changes in the ALLL for coveoeths are summarized as follows:

Years Ended December 31,

2011 2010
(in thousands)
Balance at beginning of year $ 6,058 % —
Loans charged off (1,48%) —
Recoveries 2,02t —
Provision charged to expense (1,649 6,05¢
Balance at end of year $ 494  $ 6,05t

The following table shows loans acquired duringR@mhd 2010 for which it was probable at acquisitteat all contractually required
payments would not be collected:

American Marine Columbia River
First Heritage Bank Summit Bank Bank Bank
May 27, 2011 May 20, 2011 January 29, 2010 January 22, 2010
(in thousands)
Contractually required payments of interest andgipial $ 151,61: $ 127,82.  $ 263,37. $ 799,24
Nonaccretable difference (34,05 (34,30) (65,470 (217,85¢)
Cash flows expected to be collected(1) 117,55¢ 93,52 197,90: 581,38t
Accretable yield (36,07 (23,739 (21,629 (101,087
Carrying value of acquired loans $ 81,48t % 69,78 $ 176,27¢  $ 480,30t

(1) Represents undiscounted expected principalrgacest cash flows
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The following table sets forth activity in cover@REO at carrying value for the years ended DecerdbeP011 and 2010 :

December 31, 2011 December 31, 2010

(in thousands)
Covered OREO:

Balance, beginning of period $ 14,44 % —
Established through acquisitions 10,381 17,39«
Transfers in, net of write-downs ($2,564 and $2,@88pectively) 15,52: 10,85¢
OREOQO improvements 5 85
Additional OREO write-downs (66€) (1,1872)
Proceeds from sale of OREO property (20,619 (27,890
Gain on sale of OREO 9,054 5,17¢
Total covered OREO, end of period $ 28,12¢ $ 14,44:

The covered OREO is covered by loss-sharing agnetsméth the FDIC in which the FDIC will assume 8@¥@dditional write-downs and
losses on covered OREO sales, or 95% , if appkcatiladditional write-downs and losses on cov@&EO sales if the minimum loss share
thresholds are met.

FDIC Loss-sharing Asset

At December 31, 2011 and 2010, the FDIC loss-sgaasset is comprised of an FDIC indemnificatioseasf $157.5 million and $170.7
million , respectively, and an FDIC receivable &7$ million and $35.3 million , respectively. Timglemnification represents the cash flows the
Company expects to collect from the FDIC underdss-sharing agreements and the FDIC receivablesepts the reimbursable amounts from
the FDIC that have not yet been received.

For covered loans, the Company re-measures conaleantd expected cash flows on a quarterly basieithe quarterly re-measurement
process results in a decrease in expected cash foe/to an increase in expected credit lossesiimpnt is recorded. As a result of this
impairment, the indemnification asset is increaseeflect anticipated future cash to be receivedifthe FDIC. Consistent with the loss-sharing
agreements between the Company and the FDIC, tbeararof the increase to the indemnification assetéasured as 80% of the resulting
impairment.

Alternatively, when the quarterly re-measuremeastiits in an increase in expected future cash flduwesto a decrease in expected credit
losses, the nonaccretable difference decreasetharedfective yield of the related loan portfolgincreased. As a result of the improved expected
cash flows, the indemnification asset would be cediirst by the amount of any impairment previgusicorded and, second, by increased
amortization over the remaining life of the relatean pool.

The following table shows a detailed analysis ef #DIC-loss sharing asset for the years ending mbee 31, 2011 and 2010 :

2011 2010
(in thousands)
Balance at beginning of period $ 205,99: $ =
Adjustments not reflected in income:
Established through acquisitions 68,73¢ 210,40!
Cash received from the FDIC (54,200 (11,199
FDIC reimbursable losses, net 4,04z 1,87¢
Adjustments reflected in income:
Amortization, net (46,049 1,13¢
Impairment (1,319 4,84
Sale of other real estate (4,34¢) (1,149
Other 2,217 73
Balance at end of period $ 175,07 $ 205,99:
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9. Premises and Equipmer
Land, buildings, and furniture and equipment, Essumulated depreciation and amortization, werfelasvs:

December 31,

2011 2010
(in thousands)
Land $ 34,24C % 29,36¢
Buildings 78,16¢ 67,37:
Leasehold improvements 2,73t 2,91¢
Furniture and equipment 23,097 21,80:
Vehicles 42¢ 352
Computer software 12,04: 10,07(
Total Cost 150,70¢ 131,88
Less accumulated depreciation and amortization (42,809 (38,779
Total $ 107,89¢ $ 93,10¢

Total depreciation and amortization expense was Bllion , $5.2 million , and $4.7 million , fohé years ended December 31, 2011 ,
2010, and 2009, respectively.

10. Goodwill and Intangible Asset:

In accordance with the Intangibles — Goodwill arttiéd topic of the FASB ASC, goodwill is not amoetizbut is reviewed for potential
impairment at the reporting unit level. Managemeamdlyzes its goodwill for impairment annually dgrithe third quarter and between annual tests
in certain circumstances such as material advéraeges in legal, business, regulatory and econfanfors. An impairment loss is recorded to
extent that the carrying amount of goodwill exceigslgmplied fair value. The Company completedaitsiual analysis of goodwill during the third
quarter of 2011 and determined the fair value ef@mpany's single reporting unit was greater ttsacarrying amount.

The core deposit intangible (“CDI") is evaluated iimpairment if events and circumstances indicgtessible impairment. The CDI is
amortized on an accelerated basis over an estintiteaf approximately 10 years.

The following table sets forth activity for goodirvéind intangible assets for the period:

Years Ended December 31,

2011 2010 2009
(in thousands)
Total goodwill, beginning of period $ 109,63¢ $ 95,51¢ % 95,51¢
Established through acquisitions 5,91t 14,12( —
Total goodwill, end of period 115,55 109,63¢ 95,51¢
Gross core deposit intangible balance, beginningeoibd 26,65: 8,89¢ 8,89¢
Accumulated amortization, beginning of period (7,956 (4,039 (2,989
Core deposit intangible, net, beginning of period 18,69¢ 4,86: 5,90¢
Established through acquisitions 5,78¢ 17,755 —
CDI current period amortization (4,319 (3,922) (1,045
Total core deposit intangible, end of period 20,16¢ 18,69¢ 4,86:
Total goodwill and intangible assets, end of period $ 135,72( $ 128,33! $ 100,38:
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The following table provides the estimated futunmeoatization expense of core deposit intangiblestersucceeding five years:

Years Ending December 31,
2012
2013
2014
2015
2016

11. Deposit:

Year-end deposits are summarized in the followaizet:

Core deposits:
Demand and other noninterest-bearing
Interest-bearing demand
Money market
Savings
Certificates of deposit less than $100,000
Total core deposits
Certificates of deposit greater than $100,000
Certificates of deposit insured by CDARS®
Wholesale certificates of deposit
Subtotal
Valuation adjustment resulting from acquisition @aatting
Total deposits

(in thousands)

$ 4,44

3,96/

3,391

2,64~

2,18¢

December 31,
2011 2010
(in thousands)

$ 1,156,611 $ 895,67
735,34( 672,30
1,031,66- 920,83:
283,41t 210,99!
303,40! 298,67¢
3,510,43! 2,998,48.
262,73: 266,70t
42,08( 38,31
— 23,15¢
3,815,241 3,326,65
282 612
$ 3,815,52! $ 3,327,26!

Overdrafts of $10.1 million and $409 thousand weassified as loan balances at December 31, 204 2010 , respectively.

The following table shows the amount and maturfttirne deposits that had balances of $100,000 eater:

Years Ending December 31,
2012

2013

2014

2015

2016

Thereafter

Total

84

(in thousands)

$

233,81¢
37,91¢
10,112
13,04
1,771
327

$

302,99!
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12. Federal Home Loan Bank and Federal Reserve Bank Boowings

FEDERAL HOME LOAN BANK

The Company has entered into borrowing arrangenveitiishe FHLB of Seattle to borrow funds undethars-term floating rate cash
management advance program and fitexdA loan agreements. All borrowings are securestbgk of the FHLB, certain pledged available fale
investment securities and a blanket pledge of fyiradj loans receivable. At December 31, 2011 FHIdBances were scheduled to mature as
follows:

Federal Home Loan Bank Advances
Fixed rate advances

Wtd Avg Rate Amount
(dollarsin thousands)
Within 1 year 422% $ 8,00(
Over 1 through 5 years 2.54% 103,69:
Over 5 through 10 years 5.3(% 1,41¢€
Due after 10 years 5.3% 5,00(
Total 118,11(
Valuation adjustment from acquisition accounting 89¢
Total $ 119,00¢

The maximum, average outstanding and year-end tedaand average interest rates on advances frorHhB were as follows for the
years ended December 31, 2011, 2010 and 2009 :

Years ended December 31,

2011 2010 2009
(dollarsin thousands)
Balance at end of year $ 119,00¢ $ 119,40! $ 100,00(
Average balance during the year $ 120,41¢ $ 123,68! $ 111,21:
Maximum month-end balance during the year $ 127,42t $ 154,91¢ $ 178,00(
Weighted average rate during the year 2.76% 2.7%% 2.38%
Weighted average rate at December 31 2.81% 2.81% 2.4%
FHLB advances are collateralized by the following:
December 31,
2011 2010
(in thousands)
Fair value of investment securities $ 77,41 $ 96,49¢
Recorded value of blanket pledge on loans recedvabl 462,04( 426,55!
Total $ 539,45 § 523,05:
FHLB Borrowing Capacity $ 419,11 $ 402,04

FEDERAL RESERVE BANK

The Company is also eligible to borrow under thddfal Reserve Bank’s primary credit program, intlgdhe Term Auction Facility
(“TAF") auctions. All borrowings are secured by tn pledged available for sale investment se@giti
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The maximum, average outstanding and year-end tedaand average interest rates on advances froretteral Reserve Bank were as
follows for the years ended December 31, 2011 0201 2009 :

Years ended December 31,

2011 2010 2009
(dollarsin thousands)
Balance at end of year $ — $ — $ —
Average balance during the year $ — $ — $ 38,20t
Maximum month-end balance during the year $ — $ — $ 100,00(
Weighted average rate during the year —% —% 0.3(%
Weighted average rate at December 31 N/A N/A N/A

N/A Not applicable

Federal Reserve Bank advances are collateralizelebfpllowing:

December 31,

2011 2010
(in thousands)
Fair value of investment securities $ 53,12: % 135,96t
Recorded value of pledged commercial loans 351,32: 313,45:.
Total $ 404,44:  $ 449,41
Federal Reserve Bank borrowing capacity $ 404,44: $ 449,41¢

13. Other Borrowings
Securities Sold Under Agreements to Repurchase

The Company has entered into wholesale repurctgasements with certain brokers. At December 31,12Ghe Company held $25.0
million in wholesale repurchase agreements witingarest rate of 1.88% . Securities available fde svith a carrying amount of $28.9 million
were pledged as collateral for the repurchase aggeeborrowings. The broker holds the securitiedesthe Company continues to receive the
principal and interest payments from the securitigson maturity of the agreement, the pledged s$gesiwill be returned to the Company.

14. Long-term Subordinated Deb!

In July 2011 , the Company elected to redeem thi@jisubordinated debentures and terminated ColafWwiA) Statutory Trust | and Town
Center Bancorp Trust | with a cash payment of $22lBon and $3.1 million , respectively which casigd of principal, interest and fees. The
trust preferred obligations were classified as emgn subordinated debt on the Company's balaneet stind the decision to redeem was based
upon the Company's cash and capital positionss mtehe debentures and the absence of a prepaperesaity.

15. Derivatives and Hedging Activities

The Company periodically enters into certain conuiatoan interest rate swap agreements in ordprduide commercial loan customers
the ability to convert from variable to fixed inést rates. Under these agreements, the Comparmyg @éritea variable-rate loan agreement with a
customer in addition to a swap agreement. This sagapement effectively converts the customer’'saldei rate loan into a fixed rate. The
Company then enters into a corresponding swap agmetewith a third party in order to offset its espoe on the variable and fixed component
the customer agreement. As the interest rate sgiaements with the customers and third partiemarelesignated as hedges under the
Derivatives and Hedging topic of the FASB ASC, ittruments are marked to market in earnings. Tt®mal amount of open interest rate sv
agreements at December 31, 2011 and 2010 were3i6iion and $141.3 million , respectively.
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The following table presents the fair value andchbaé sheet classification of derivative instrument®ecember 31, 2011 and 2010 :

Asset Derivatives Liability Derivatives
2011 2010 2011 2010
Balance Sheet Balance Sheet Balance Sheet Balance Sheet
(in thousands) Location Fair Value Location Fair Value Location Fair Value Location Fair Value

Derivatives not
designated as hedging
instruments

Interest rate contracts Other assets $ 16,30z Other assets $ 10,167 Other liabilities $ 16,302 Other liabilities $ 10,167

Termination of Hedging Activitie®©n January 7, 2008, the Company discontinued lieethrime rate floor derivative instruments thateve
previously utilized to hedge the variable cash 8@agsociated with existing variable-rate loan adsated on the prime rate. The Company
received $8.1 million as a result of the terminati@nsaction resulting in a net derivative gail$6f2 million . The interest rate floors had an
original maturity date of April 4, 2011. In accorgz with the Derivatives and Hedging topic of t#eSB ASC, the net derivative gain related to a
discontinued cash flow hedge was reported in actaten other comprehensive income and is recladsifi® earnings in the same periods during
which the originally hedged forecasted transactaffisct earnings. For the year ended December@11 2$143 thousand of the net derivative
gain was reclassified into earnings. At December2B11 , there are no remaining amounts to bessifled into earnings related to these
discontinued derivative instruments.

16. Employee Benefit Plan
401(k) Plan

The Company maintains defined contribution andipsdfaring plans in conformity with the provisioosection 401(k) of the Internal
Revenue Code at Columbia Bank. The Columbia Barkld@nd Profit Sharing Plan (the “401(k) Plan"grmits eligible Columbia Bank
employees, those who are at least 18 years ofratjbave completed six months of service, to coatelup to 75% of their eligible compensation
to the 401(k) Plan. On a per pay period basis thm@any is required to match 50% of employee coutidns up to 3% of each employee’s
eligible compensation. Additionally, as determirsathually by the Board of Directors of the Compahyg, 401(k) Plan provides for a non-
matching discretionary profit sharing contributidine Company contributed $1.2 million during 205B66 thousand during 2010 , and $748
thousand during 2009 , in matching funds to the(KORlan. The Company’s discretionary profit shgraontributions were $2.6 million during
2011, $1.2 million during 2010 and $0 during 2009

Employee Stock Purchase P!

The Company maintains an “Employee Stock Purch&s® Rthe “ESP Plan”) in which substantially all playees of the Company are
eligible to participate. The ESP Plan providesipgrants the opportunity to purchase common stddk@ Company at a discounted price. Under
the ESP Plan, participants can purchase commok efdbhe Company for 90% of the lowest price omeitthe first or last day in each of two six
month look-back periods. The look-back periodsJamuary 1st through June 30th and July 1st thr@egtember 31st of each calendar year. The
10% discount is recognized by the Company as coegtiem expense and does not have a material inopaoét income or earnings per common
share. Participants of the ESP Plan purchased 33@8es for $690 thousand in 2011 , 35,806 sliar&$14 thousand in 2010 and 55, 4ttare:
for $578 thousand in 2009 . At December 31, 20&tethvere 647,903 shares available for purchaser thel&SP plan.

Supplemental Compensation Plan

The Company maintains supplemental compensatiamgements (“Unit Plans”) to provide benefits fortain employees. The Unit Plans
generally vest over a 4-10 year period and prowifiged annual benefit over a 5-10 year periodDAtember 31, 2011 and 2010 the liability
associated with these plans was $4.4 million an@ 84llion , respectively. Expense associated wh#se plans for the years ended December 31,
2011, 2010 and 2009 was $655 thousand , $750ahdusnd $530 thousand , respectively.

Supplemental Executive Retirement Plan

The Company maintains a supplemental executiveereéint plan (the “SERP”), a nonqualified deferrethpensation plan that provides
retirement benefits to certain highly compensataztetives. The SERP is unsecured and unfundedhanel &re no program assets. The SERP
projected benefit obligation, which representsubsted net present value of future payments twiddals under the plan is accrued over the
estimated remaining term of employment of the pgréints and has

87




Table of Contents

been determined by actuarial valuation using the-Z000 Annuity Mortality Table” for the mortalitysaumptions and discount rates of 5.3886
5.90% in 2011 and 2010, respectively. Additiorsduanptions and features of the plan are a norrtie¢meent age of 65 and a 2% annual cost of
living benefit adjustment. The projected benefitigdition is included in other liabilities on the @swlidated Balance Sheets.

The following table reconciles the accumulatediligbfor the projected benefit obligation:

December 31,

2011 2010
(in thousands)
Balance at beginning of year $ 10,36: % 9,94
Change in actuarial loss 32¢ (78)
Benefit expense 987 92¢
Benefit payments (442 (4349
Balance at end of year $ 11,237  $ 10,36

The benefits expected to be paid in conjunctiom e SERP are presented in the following table:

Years Ending December 31, (in thousands)
2012 $ 51C
2013 52€
2014 55¢
2015 572
2016 803
2017 through 2021 5,864
Total $ 8,83(

17. Commitments and Contingent Liabilities

Lease CommitmentsThe Company leases locations as well as equipareatgr various non-cancellable operating leasesettte between
2012 and 2045 . The majority of the leases comaiewal options and provisions for increases italeates based on an agreed upon index or
predetermined escalation schedule. As of Decemhe2@®L1 , minimum future rental payments, exclusif/taxes and other charges, of these
leases were:

Years Ending December 31, (in thousands)
2012 $ 4,07
2013 3,927
2014 3,61t
2015 3,04¢
2016 1,604
Thereafter 5,67¢
Total minimum payments $ 21,947

Total rental expense on buildings and equipmeritpfieental income of $655 thousand , $591 thousardi$602 thousand , was $4.6
million , $4.5 million and $3.5 million , for theeyars ended December 31, 2011 , 2010 and 2009eatésgly.

On September 30, 2004, the Company sold its Brop@dme Longview locations. The Company maintainal@gstntial continuing
involvement in the locations through various nonasllable operating leases that do not containwaheptions. The resulting gain on sale of
$1.3 million was deferred using the financing metimaccordance with the Leases topic of the FASECAand is being amortized over the life of
the respective leases. At December 31, 2011 an@ 20tk deferred gain was $234 thousand and $3iisémd , respectively, and is included in
“Other liabilities” on the Consolidated Balance 8tse

Financial Instruments with Off-Balance Sheet Rigkthe normal course of business, the Company mialeescommitments (typically
unfunded loans and unused lines of credit) ancesstandby letters of credit to accommodate trenfiral needs of its customers.
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Standby letters of credit commit the Company to enptyments on behalf of customers under specifieditions. Historically, no
significant losses have been incurred by the Compander standby letters of credit. Both arrangeséave credit risk essentially the same as
involved in extending loans to customers and abgestito the Company’s normal credit policies, itihg collateral requirements, where
appropriate. At December 31, 2011 and 2010 , thegamy’s loan commitments amounted to $709.9 miliad $622.8 million , respectively.
Standby letters of credit were $30.9 million and ®3million at December 31, 2011 and 2010 , respelgt In addition, commitments under
commercial letters of credit used to facilitatetonsers’ trade transactions amounted to $243 thalaad $0 at December 31, 2011 and 2010 ,
respectively.

Legal ProceedingsThe Company and its subsidiaries are from timénte tdefendants in and are threatened with variegal [proceedings
arising from their regular business activities. ldgement, after consulting with legal counsel, ithefopinion that the ultimate liability, if any,
resulting from these pending or threatened actimmsproceedings will not have a material effectt@nfinancial statements of the Company.

18. Shareholders’Equity

Preferred StockOn August 11, 2010, the Company redeemed all 76B88:s of Fixed Rate Cumulative Perpetual PrefeStedk, Series .
(“Preferred Stock”) originally issued to the U.Sefartment of Treasury (“the Treasury”) on Novenikr2008 for approximately $76.9 million
in capital under its Capital Purchase Program (“GPFhe Company paid a total of $77.8 million tetfireasury, consisting of $76.9 million in
principal and $919 thousand in accrued and unpaidehds. Earnings available to the common shadsrelwere reduced by $2.3 million upon
repayment of the Preferred Stock, which represethiedemaining unamortized discount on the PrefeBtck. Additionally, on September 1,
2010, the Company repurchased the common stoclamtassued to the Treasury pursuant to the Troubtesét Relief Program (“TARP”) CPP
for $3.3 million . The warrant repurchase, togethiéh the Company’s redemption of its entire PrefdrStock issued to the Treasury, represents
full repayment of all TARP obligations and canceédla of all equity interests in the Company heldtbg Treasury.

Common StoclOn February 3, 2011 , the Company declared a qiadash dividend of $0.03 per share, payable onci&, 2011 to
shareholders of record as of the close of busioe$=bruary 17, 2011 . On April 27, 2011 the Conypaeclared a quarterly cash dividend of
$0.05 per share, payable on May 25, 2011 to shltetsoof record at the close of business May 1112@0n July 28, 201the Company declare
a quarterly cash dividend of $0.06 per share, paya August 24, 2011 to shareholders of recottatlose of business August 10, 2011 . On
October 27, 2011 the Company declared a quartesi dividend of $0.08 per share and a specialtioreeeash dividend of $0.05 per share, both
payable on November 23, 2011 to shareholders ofdeat the close of business November 9, 2011 s&ulent to year end, on January 26, 2012
the Company declared a quarterly cash dividendddi8per share and a special, one-time cash dididéf0.29 per share, both payable on
February 22, 2012 , to shareholders of recordetlse of business on February 8, 2012 .

The payment of cash dividends is subject to Federpllatory requirements for capital levels andeotiestrictions. In addition, the cash
dividends paid by Columbia Bank to the Companysaitgect to both Federal and State regulatory reqmants.

Stock Repurchase Program

In October 2011, the Board of Directors approvetiak repurchase program authorizing the Compamngporchase up to 2 million shares
of its outstanding shares of common stock. The Gompntends to purchase the shares from time te tinthe open market or in private
transactions, under conditions which allow suchurepases to be accretive to earnings per share wiaintaining capital ratios that exceed the
guidelines for a well-capitalized financial institun. This newly authorized repurchase program mqutes and replaces the prior stock repurchase
program adopted in February 2002. No shares werecbased under the prior stock repurchase progratre new stock repurchase program
during 2011. As of December 31, 2011 the Comparyrbpurchased a total of 64,788 shares of comnumk sinder the prior program.

Public offering

On May 5, 2010, the Company completed an undeepmriiublic offering of 11,040,000 shares of our camratock at a purchase price to
the public of $21.75 per share, resulting in groeeeds of approximately $240.1 million and netcpeds to us of approximately $229.1 million

19. Fair Value Accounting and Measuremen

The Fair Value Measurements and Disclosures tdpiltceoFASB ASC defines fair value, establishes ms@ient framework for measuring
fair value and expands disclosure requirementstaaowalue. We hold fixed and variable rate ietgtrbearing securities, investments in
marketable equity securities and certain othemfiie instruments, which are carried at fair valbair value is determined based upon quoted
prices when available or through the use of altiéreapproaches,
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such as matrix or model pricing, when market quatesnot readily accessible or available.

The valuation techniques are based upon obseraableinobservable inputs. Observable inputs refiecket data obtained from
independent sources, while unobservable inputsaefiur own market assumptions. These two typ&spotts create the following fair value
hierarchy:

Level 1 — Quoted prices for identical instrumemtactive markets that are accessible at the measmtedate.

Level 2 — Quoted prices for similar instrumentsaative markets; quoted prices for identical or minstruments in markets that are not
active; and model derived valuations whose inprésolservable or whose significant value driveesarservable.

Level 3 — Prices or valuation techniques that negunputs that are both significant to the faimeameasurement and unobservable.

Fair values are determined as follows:

Securities at fair value are priced using a contimnaof market activity, industry recognized infaation sources, yield curves, discounted
cash flow models and other factors. These fairezghiculations are considered a Level 2 input ntethraer the provisions of the Fair Value
Measurements and Disclosures topic of the FASB ASC.

Interest rate contract positions are valued in fsdehich use as their basis, readily observablekeatgparameters and are classified within
Level 2 of the valuation hierarchy.

The following table sets forth the Company'’s fin@hassets and liabilities that were accountedafdair value on a recurring basis at
December 31, 2011 and 2010 by level within thevalue hierarchy. Financial assets and liabiliies classified in their entirety based on the
lowest level of input that is significant to theérfaalue measurement:

Fair Value Measurements at Reporting Date Using

Fair value at
December 31, 2011 Level 1 Level 2 Level 3
(in thousands)
Assets
Securities available for sale
U.S. government agency and sponsored enterp
mortgage-back securities and collateralized
mortgage obligations $ 695,95 % —  $ 695,95 % =
State and municipal securities 285,76: — 285,76 —
U.S. government agency and government-
sponsored enterprise securities 43,06: — 43,06: —
Other securities 3,33( — 3,33( —
Total securities available for sale $ 1,028,111 $ — $ 1,028,111 $ —
Other assets (Interest rate contracts) $ 16,30: % — 8 16,30: $ —
Liabilities
Other liabilities (Interest rate contracts) $ 16,30:  $ — $ 16,30: % —
Fair value at Fair Value Measurements at Reporting Date Using
December 31, 2010 Level 1 Level 2 Level 3
(in thousands)
Assets
Securities available for sale
U.S. government agency and sponsored enterp
mortgage-back securities and collateralized
mortgage obligations $ 506,64: $ — % 506,64: $ =
State and municipal debt securities 253,98: — 253,98: —
Other securities 3,24: — 3,24: —
Total securities available for sale $ 763,86¢ $ — $ 763,86t $ —
Other assets (Interest rate contracts) $ 10,167  $ —  $ 10,167 $ =
Liabilities
Other liabilities (Interest rate contracts) $ 10,167  $ —  $ 10,167 $ =
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Certain assets and liabilities are measured av&ire on a nonrecurring basis after initial redbgn such as loans measured for impairment
and OREO. The following methods were used to esértiee fair value of each such class of financiatrument:

Impaired loans —A loan is considered to be impaired when, basedusrent information and events, it is probabld thea Company will
be unable to collect all amounts due (both inteaest principal) according to the contractual teohthe loan agreement. Impaired loans are
measured based on the present value of expectae ftash flows discounted at the loan’s effectnterest rate, a loan’s observable market price,
or the fair market value of the collateral if tliah is collateral-dependent loan. Generally, them@any utilizes the fair market value of the
collateral to measure impairment.

Other real estate owned—OREO is real property that the Bank has taken oginip of in partial or full satisfaction of a loan loans.
OREO is recorded at the lower of the carrying amadithe loan or fair value less estimated costselb This amount becomes the propertyéw
basis. Any write-downs based on the property falug less estimated cost to sell at the date afisitign are charged to the allowance for loan
and lease losses. Management periodically revieRE@in an effort to ensure the property is cargethe lower of its new basis or fair value,
of estimated costs to sell. Any write-downs subsegto acquisition are charged to earnings.

The following table sets forth the Company’s as#eds were measured using fair value estimatesramegecurring basis at December 31,
2011 and 2010 :

) Fair Value Measurements at Reporting Date Using Losses During the
Fair value at Year Ended
December 31, 2011 Level 1 Level 2 Level 3 December 31, 2011
(in thousands)
Impaired loans $ 17,758  $ — % — 3 17,75  $ 5,841
Noncovered OREO 11,23: — — 11,23: 3,08¢
Covered OREO 2,44z — — 2,44; 644
$ 31,43( % — 3 — 3 31,43C % 9,574
) Fair Value Measurements at Reporting Date Using Losses During the
Fair value at Year Ended
December 31, 2010 Level 1 Level 2 Level 3 December 31, 2010
(in thousands)
Impaired loans $ 65,22¢ $ — % — 3 65,22¢ $ 13,90¢
Noncovered OREO 18,26¢ — — 18,26¢ 4,15¢
Covered OREO 1,42z — — 1,42z 263
$ 84,91/ $ — $ — $ 84,91« $ 18,32«

The losses on impaired loans disclosed above reptrése amount of the specific reserve and/or avafts during the period applicable to
loans held at period end. The amount of the spe@ferve is included in the allowance for loan ade losses. The losses on honcovered OREC
disclosed above represent the write-downs takéoretlosure that were charged to the allowancdofam and lease losses, as well as subsequent
write-downs from updated appraisals that were atitg earnings.

At each reporting period, all assets and liab#gifier which the fair value measurement is basesigmificant unobservable inputs are
classified as Level 3. Activity in Level 3 asseteanured at fair value on a recurring basis foytee ended December 31, 2011 is summarized in
the following table:

Securities available for sale - State and
municipal securities

(in thousands)

Beginning balance, January 1, 2011 $ —
Transfers into Level 3 (1) 2,95(
Impairment loss included in earnings (2,950
Ending Balance, December 31, 2011 $ —

(1) Transfers into Level 3 were due to a municgedurity that had been categorized previouslyhaglaer level, but the inputs to the fair
value calculation for the municipal security becamebservable as the security defaulted on it<jpat repayment and was no longer actively
traded.
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Fair value of financial instruments

Because broadly traded markets do not exist fott mfothe Company’s financial instruments, the faitue calculations attempt to
incorporate the effect of current market conditiaha specific time. These determinations are stibgin nature, involve uncertainties and
matters of significant judgment and do not incltabe ramifications; therefore, the results cannotietermined with precision, substantiated by
comparison to independent markets and may notddized in an actual sale or immediate settlemeth@instruments. There may be inherent
weaknesses in any calculation technique, and clsangbe underlying assumptions used, includingalist rates and estimates of future cash
flows, could significantly affect the results. Fall of these reasons, the aggregation of the fairescalculations presented herein do not represent
and should not be construed to represent, the lyigrvalue of the Company.

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

Cash and due from banks and interest-earning depdsiwith banks—The fair value of financial instruments that aneterm or repric
frequently and that have little or no risk are ddased to have a fair value that approximates aagryalue.

Securities available for sale—Securities at fair value are priced using a comtiém of market activity, industry recognized infwation
sources, yield curves, discounted cash flow moaledsother factors.

Federal Home Loan Bank stock—The fair value is based upon the par value ofthek which equates to its carrying value.

Loans—Loans are not recorded at fair value on a recgiiasis. Nonrecurring fair value adjustments are periodjcedicorded on impaired
loans that are measured for impairment based ofathealue of collateral. For most performing lsafair value is estimated using expected
duration and lending rates that would have beegreff on December 31, 2011 for loans which mirrerdtiributes of the loans with similar rate
structures and average maturities. The fair valasslting from these calculations are reduced bgraaunt representing the change in estimated
fair value attributable to changes in borrowergdit quality since the loans were originated. Famperforming loans, fair value is estimated by
applying a valuation discount based upon loan s#dés from the FDIC. For covered loans, fair vatuestimated by discounting the expected
future cash flows using a lending rate that wowddehbeen offered on December 31, 2011 .

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.

Interest rate contracts—Interest rate contracts are valued in models, whie as their basis, readily observable marketnpeters.

Deposits—For deposits with no contractual maturity, the failue is equal to the carrying value. The faiueaof fixed maturity deposits is
based on discounted cash flows using the differbetseen the deposit rate and current market fateteposits of similar remaining maturities.

FHLB advances—The fair value of FHLB advances is estimated basediscounting the future cash flows using thekegrate currently
offered.

Repurchase agreements—The fair value of securities sold under agreenten¢purchase is estimated based on discountinfythee cash
flows using the market rate currently offered.

Long-term subordinated debt—The fair value of longerm subordinated debt is estimated based on disioguthe future cash flows usi
an estimated market rate.

Other Financial Instruments —The majority of our commitments to extend creditl ztandby letters of credit carry current markegriest
rates if converted to loans, as such, carryingev&assumed to equal fair value.
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The following table summarizes carrying amounts estimated fair values of selected financial insteats:

December 31, December 31,
2011 2010
Carrying Fair Carrying Fair
Amount Value Amount Value

(in thousands)

Assets

Cash and due from banks $ 91,36 % 91,36« $ 55,49: % 55,49:
Interest-earning deposits with banks 202,92! 202,92! 458,63 458,63
Securities available for sale 1,028,111 1,028,111 763,86t 763,86t
FHLB stock 22,21 22,21t 17,90¢ 17,90¢
Loans held for sale 2,14¢ 2,14¢ 754 754
Loans 2,827,25! 2,957,34! 2,371,82 2,525,11.
FDIC loss-sharing asset 175,07: 71,78¢ 205,99: 205,99:
Interest rate contracts 16,30z 16,30z 10,16 10,167
Liabilities

Deposits $ 3,815,52! $ 3,817,01. $ 3,327,26¢ % 3,330,61!
FHLB advances 119,00¢ 119,84¢ 119,40! 122,72:
Repurchase agreements 25,00( 26,58( 25,00( 27,25
Other borrowings — — 642 642
Long-term subordinated debt — — 25,73t 20,15¢
Interest rate contracts 16,30: 16,30z 10,16 10,167

20. Earnings per Common Shari

Basic earnings per share (“EPS”) is computed bidifig income applicable to common shareholderseywieighted average number of
common shares outstanding for the period. Commarestoutstanding include common stock and vessdated stock awards where recipients
have satisfied the vesting terms. Diluted EPS c&dléhe assumed conversion of all dilutive se@sijtapplying the treasury stock method. The
Company calculates earnings per share using thelass method as described in the Earnings peeSbpic of the FASB ASC.

The following table sets forth the computation eéiz and diluted earnings per share for the peiitdisated:

Year Ended December 31,

2011 2010 2009
(in thousands except per share)

Basic EPS:
Net income (loss) $ 48,037 % 30,78 % (3,96%)
Less: Preferred dividends and accretion of issudismunt for preferred stock — (4,947 (4,409
Net income (loss) applicable to common shareholders $ 48,031 $ 25,831 $ (8,377
Less: Earnings allocated to participating seciwitie (45C) (244 (16)
Earnings (loss) allocated to common shareholders $ 47,58 $ 25,59: $ (8,387)
Weighted average common shares outstanding 39,10¢ 35,20¢ 21,85«
Basic earnings (loss) per common share $ 122 % 072 % (0.3¢)
Diluted EPS:
Earnings (loss) allocated to common shareholdérs (1 $ 47,58t % 2559: % (8,410
Weighted average common shares outstanding 39,10: 35,20¢ 21,85¢
Dilutive effect of equity awards and warrants 77 182 —
Weighted average diluted common shares outstar{@ing 39,18( 35,39: 21,85¢
Diluted earnings (loss) per common share $ 1.21 $ 0.7 $ (0.3¢)

Potentially dilutive share options that were nafuded in the computation of
diluted EPS because to do so would be anti-dilutive 53 54 754

(1) Earnings allocated to common shareholders for kmasicdiluted EPS may differ under the two-classhmettas a result of adding common stock equivaliemtsptions and
warrants to dilutive shares outstanding, whichralthe ratio used to allocate earnings to commanestolders and participating securities for theppses of calculating diluted
EPS.



(2) Due to the net loss applicable to common sharem®lie the year ended December 31, 2009, basiestweere used to calculate diluted earnings peesiaiding dilutive
securities to the denominator would result in ailtition.
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21. ShareBased Payment

At December 31, 2011 , the Company had one eqaitypensation plan (the “Plan”), which is sharehokgsroved, that provides for the
granting of share options and shares to eligiblpleyees and directors up to 2,891,482 shares.

Share AwardsRestricted share awards provide for the immedsseance of shares of Company common stock to tigenat, with such
shares held in escrow until certain service coodgtiare met, generally four years of continualisernRecipients of restricted shares do not pay
any cash consideration to the Company for the shagve the right to vote all shares subject th gant, and receive all dividends with respect
to such shares, whether or not the shares havedvddte fair value of share awards is equal tddhienarket value of the Company’s common
stock on the date of grant.

A summary of changes in the Company’s nonvesterestand related information for the years endeceBwber 31, 2011 , 2010 and 2069
presented below:

Weighted

Average

Grant-Date

Nonvested Shares Shares Fair Value
Nonvested at January 1, 2009 191,32 $ 29.41
Granted 122,090 $ 9.92
Vested (15,769 % 27.61
Forfeited (19,150 % 24.0:
Nonvested at December 31, 2009 278,50 $ 21.3¢
Granted 108,07¢ % 20.6¢
Vested (25,52) % 21.3¢
Forfeited 7,779 % 20.71
Nonvested at December 31, 2010 353,28: $ 21.1¢
Granted 133,35  $ 19.4¢
Vested (109,03) % 25.72
Forfeited (14,927 % 18.8¢
Nonvested at December 31, 2011 362,67" $ 19.2¢

As of December 31, 2011 , there was $5.0 milliototdl unrecognized compensation cost related twested share-based compensation
arrangements granted under the Plan. That cospicted to be recognized over a weighted averagedoef 2.5 years. The total fair value of
shares vested during the years ended Decembe®31,,2010 , and 2009 was $2.2 million , $546 thods, and $404 thousand , respectively.

Share OptionsOption awards are generally granted with an exengigce equal to the market price of the Compasidsk at the date of
grant; those option awards generally vest basetiree years of continual service and are exerasfabla five -year period after vesting. Option
awards granted have a 10 -year maximum term.

The fair value of each option award is estimatedhendate of grant using the Black-Scholes optimination model. The fair value of all
options is amortized on a straight-line basis dlierrequisite service periods, which are geneth#yesting periods. The expected life of options
granted represents the period of time that theyeapected to be outstanding. The expected lifeisrdhined based on historical experience with
similar awards, giving consideration to the cortinatterms and vesting schedules. Expected vdiesilof our common stock are estimated at the
date of grant based on the historical volatilitytted stock. The volatility factor is based on higtal stock prices over the most recent period
commensurate with the estimated expected life @ftard. The risk-free interest rate is based erutls. Treasury curve in effect at the time of
the award. The expected dividend yield is basediwidend trends and the market value of the Comisastpck price at the time of the award.

94




Table of Contents

A summary of option activity under the Plan as ecBmber 31, 2011 , and changes during the yearettded is presented below:

Weighted
Weighted Average Aggregate
Average Remaining Intrinsic
Exercise Contractual Value
Options Shares Price Term ($000)
Balance at December 31, 2010 93,96 $ 21.2¢€
Granted — 3 —
Forfeited (9,57¢) $ 23.9¢
Expired (7,350 % 17.2¢
Exercised (12,12¢p % 13.5(
Balance at December 31, 2011 64,91: $ 22.7¢ 1.4 $ 52
Total Exercisable at December 31, 2011 64,91: $ 22.7¢ 1.4 $ 52

The total intrinsic value of options exercised dgrthe years ended December 31, 2011 , 2010 ,@0®\®as $65 thousand , $154 thousand
and $123 thousand , respectively. No options weaatgd in 2011 , 2010 and 2009 .

As of December 31, 2011 , outstanding stock optamsist of the following:

Weighted Average

Number of Weighted Average Weighted Average Number of Exercise Price of
Ranges of Option Remaining Exercise Price of Exercisable Exercisable Option
Exercise Prices Shares Contractual Life Option Shares Option Shares Shares
9.26 - 12.34 51€ 0.3 $ 12.21 51€ $ 12.21
12.35-15.43 6,39¢ 1.8 $ 14.0¢ 6,39¢ $ 14.0¢
15.44 - 18.51 5,18¢ 1.t $ 17.3¢ 5,18¢ $ 17.3¢
18.52 - 21.60 7,26¢€ 2.3 $ 18.61 7,26¢€ $ 18.61
21.61 - 24.68 12,00( 0.8 $ 22.61 12,00( $ 22.61
24.69 - 27.77 29,50( 0.8 $ 25.7¢ 29,50( $ 25.7¢
27.78 - 30.86 4,051 5.1 $ 30.8¢ 4,051 $ 30.8¢
64,91: 1.4 $ 22.7¢ 64,91 $ 22.7¢

It is the Company’s policy to issue new sharessfa@re option exercises and share awards. The Conepgenses awards of share options
and shares on a straight-line basis over the tblagsting term of the award. For the 12 months @rmzecember 31, 2011, 2010 and 2009 , the
Company recognized pre-tax share-based compensaganse for nonvested share awards of $1.6 mill&in4 million and $1.0 million ,
respectively.

22. Income Tax
The components of income tax expense (benefitasifellows:

Years Ended December 31,

2011 2010 2009

(in thousands)
Current tax (benefit) expense $ 21,68t % 1354y $ (8,899
Deferred tax expense (benefit) (3,789 15,83¢ (85)
Total $ 17,90¢ $ 2,291 $ (8,979
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Significant components of the Company’s deferredassets and liabilities are as follows:

December 31,
2011 2010

(in thousands)
Deferred tax assets:

Allowance for loan and lease losses $ 20,91C $ 22,94:
Supplemental executive retirement plan 6,56/ 6,18t
Stock option and restricted stock 98¢ 1,29t
OREO costs 3,20¢ 1,91(
AMT credit carryforwards — 2,31¢
Nonaccrual interest 222 31C
Security impairment 1,041 —
Other 632 1,89(
Total deferred tax assets 33,561 36,85(
Deferred tax liabilities:
Asset purchase tax basis difference (14,819 (22,559
FHLB stock dividends (1,977) (2,019
Purchase accounting (1,030 (1,379
Deferred loan fees (1,517) (1,219
Unrealized gain on investment securities (14,29) (7,186
Depreciation (1,519 (64€)
Total deferred tax liabilities (35,149 (34,999
Net deferred tax asset (liability) $ a,577) $ 1,85:

A reconciliation of the Company’s effective incotae rate with the federal statutory tax rate iscllews:

Years Ended December 31,
2011 2010 2009

Amount Percent Amount Percent Amount Percent

(dollarsin thousands)

Income tax based on statutory rate $  23,08( 35% $ 11,57¢ 3B%w $ (4,537 35%
Reduction resulting from:
Tax credits (60€) (1)% (80¢) 2)% (687) 5%
Tax exempt instruments (3,829 (6)% (3,749 (11)% (3,072) 24%
Life insurance proceeds (76€) (1)% (735) (2)% (708 5%
Bargain purchase (2,036 (2)% (5,389 (16)% — —%
Other, net 1,05¢ 2% 1,38¢ 3% 20 —%
Income tax provision (benefit) $ 17,90¢ 27% $ 2,291 7% $ (8,979 69%

As of December 31, 2011 and 2010 , we had no ugreézed tax positions. Our policy is to recognizeiest and penalties on unrecognized
tax benefits in “Provision for income taxes” in t@ensolidated Statements of Income. There weremmuats related to interest and penalties
recognized for the years ended December 31, 204 2@10 . The tax years subject to examination berfal and state taxing authorities are the
years ending December 31, 2010, 2009 , and 2008 .

23. Regulatory Capital Requirements

The Company (on a consolidated basis) and its bgrédbsidiary are subject to various regulatorytabpequirements administered by the
federal banking agencies. Failure to meet minimapital requirements can initiate certain mandatorg possibly additional discretionary acti
by regulators that, if undertaken, could have adimaterial effect on the Company and its subsithidinancial statements. Under capital
adequacy guidelines and the regulatory framewarlpfompt corrective action, the Company and itskiansubsidiary must meet specific capital
guidelines that involve quantitative measures eéts liabilities, and certain off-balance shesni as calculated under regulatory accounting
practices. The capital amounts and classificatreraéso subject to qualitative judgments by theul&igrs about components, risk weightings, and
other factors. Prompt corrective action provisiars not applicable to bank holding companies.



Quantitative measures established by regulati@nsure capital adequacy require the Company atehitking subsidiary to maintain
minimum amounts and ratios (set forth in the follogvtable) of total and Tier 1 capital to risk-wiigd
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assets (as defined in the regulations) and of Tizapital to average assets (as defined in thdatgus). Management believes, as of
December 31, 2011 and 2010 , that the Company ahdr®ia Bank met all capital adequacy requiremamtshich they are subject.

As of December 31, 2011 , the most recent notificefrom the Federal Deposit Insurance Corporatiategorized Columbia Bank as well
capitalized under the regulatory framework for ppbrrorrective action. To be categorized as welitetiped, an institution must maintain
minimum total risk-based, Tier 1 risk-based, aner Tl leverage ratios as set forth in the followtalles. There are no conditions or events since
the notification that management believes have gbdiColumbia Bank’s category. The Company andatking subsidiary’s actual capital
amounts and ratios as of December 31, 2011 and 2&0also presented in the following table.

To Be Well
Capitalized Under
For Capital Prompt
Adequacy Corrective Action
Actual Purposes Provision
Amount Ratio Amount Ratio Amount Ratio
(dollarsin thousands)

As of December 31, 2011
Total Capital (to risk-weighted assets):

The Company $ 636,55¢ 21.02% $ 241,95! 8.C% N/A N/A

Columbia Bank $ 561,21¢ 1858% $ 242,02 8% $ 302,53! 10.(%
Tier 1 Capital (to risk-weighted assets):

The Company $ 598,48! 19.7% $ 120,97 4.C% N/A N/A

Columbia Bank $ 523,13: 17.2¢% $ 121,01 4C% $ 181,52 6.0%
Tier 1 Capital (to average assets):

The Company $ 598,48! 12.9¢% $ 184,78l 4.C% N/A N/A

Columbia Bank $ 523,13: 11.4% $ 182,74 4C% $ 228,43 5.0%
As of December 31, 2010
Total Capital (to risk-weighted assets):

The Company $ 623,52¢ 244% $ 203,87: 8.C% N/A N/A

Columbia Bank $ 463,58 182(% $ 203,78 8L% $ 254,73t 10.(%
Tier 1 Capital (to risk-weighted assets):

The Company $ 591,26: 23.2% $ 101,93t 4.C% N/A N/A

Columbia Bank $ 431,33 16.9% $ 101,89 4C0% $ 152,84: 6.0%
Tier 1 Capital (to average assets):

The Company $ 591,26: 13.9% $ 169,06: 4.C% N/A N/A

Columbia Bank $ 431,33 10.3% $ 166,96: 4% $ 208,70: 5.C%
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24. Parent Company Financial Information

Income

Condensed Statements of Income—Parent Company Only

Dividend from banking subsidiary
Interest-earning deposits
Other income
Total income
Expense
Compensation and employee benefits
Long-term obligations
Other expense
Total expenses

Loss before income tax expense (benefit) and eguitydistributed net incom

of subsidiaries
Income tax expense (benefit)
Income before equity in undistributed net inconuesg) of subsidiaries
Equity in undistributed net income (loss) of sulmiigs
Net income (loss)

Condensed Balance Sheets—Parent Company Only

Assets
Cash and due from banking subsidiary
Interest-earning deposits

Total cash and cash equivalents
Investment in banking subsidiary
Investment in other subsidiaries
Other assets

Total assets
Liabilities and Shareholders’ Equity
Long-term subordinated debt
Other liabilities

Total liabilities
Shareholders’ equity

Total liabilities and shareholders’ equity
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Years Ended December 31,

2011 2010 2009
(in thousands)
$ — $ — $ 20C
712 1,31¢ 1,09t
17 31 36
72¢ 1,35(C 1,331
88 96 512
57¢ 1,02¢ 1,19¢
1,11« 1,06¢ 1,104
1,781 2,191 2,81
(1,052 (841) (2,48))
91 (77¢) (580)
(1,149 (63) (9071)
49,18( 30,84 (3,067)
$ 48,03 $ 30,78¢ $ (3,969
December 31,
2011 2010
(in thousands)
$ 3,22( $ 672
72,01« 158,50(
75,23¢ 159,17:
683,97° 571,94!
— 774
51C 1,16(
$ 759,72 $ 733,05:
$ — $ 25,73¢
382 43¢
382 26,17+
759,33 706,87¢
$ 759,72 $ 733,05:
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Condensed Statements of Cash Flows—Parent Companynly

Operating Activities
Net income (loss)

Adjustments to reconcile net income to net caskigea by operating

activities:

Equity in undistributed earnings of subsidiaries

Stock-based compensation expense
Net changes in other assets and liabilities
Net cash provided by operating activities
Investing Activities
Proceeds from termination of trust subsidiaries
Net cash provided by investing activities
Financing Activities
Net decrease in short-term borrowings
Cash dividends paid
Repayment of long-term subordinated debt
Issuance of common stock, net of offering costs
Purchase and retirement of common stock
Proceeds from exercise of stock options
Downstream stock offering proceeds to the Bank

Excess tax benefit associated with share-basedeosagion

Purchase and retirement of preferred stock
Net cash provided by financing activities

Increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
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Years Ended December 31,

2011 2010 2009
(in thousands)

48,031 $ 30,78¢ $ (3,969
(49,180 (30,84 3,067
1,63¢ 1,42¢ 1,03¢
31¢E (769) 1,78¢
807 592 1,92(
774 = =
774 — —

— — (100)
(10,660 (4,302) (5,155
(25,779 — —
— 229,12¢ 113,53°

(39 — —

84¢ 94¢ 93¢
(50,000 (70,000 (105,000)
98 = =

— (80,200 —
(85,52() 75,57¢ 4,221
(83,939 76,16 6,141
159,17: 83,00¢ 76,86¢
75,23¢ $ 159,17 $ 83,00¢
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25. Summary of Quarterly Financial Information (Unaudit ed)
Quatrterly financial information for the years end@ecember 31, 2011 and 2010 is summarized as feilow

First Second Third Fourth Year Ended
Quarter Quarter Quarter Quarter December 31,

(in thousands, except per share amounts)

2011
Total interest income $ 54,61. % 53,30¢ % 68,43: $ 7491¢ % 251,27:
Total interest expense 4,16: 3,93¢ 3,64¢ 2,79t 14,53t
Net interest income 50,44¢ 49,37 64,78¢ 72,12¢ 236,73t
Provision for loan and lease losses — 2,15(C 50C 4,75( 7,40C
Provision (recapture) for losses on covered loans (422 2,301 433 (3,960 (1,649
Noninterest income (loss) (5,419 3,54: 2,19¢ (9,602) (9,287)
Noninterest expense 37,34¢ 37,16¢ 39,93t 41,31« 155,75¢
Income before income taxes 8,10¢ 11,30: 26,11¢ 20,41¢ 65,94
Provision for income taxes 2,321 2,67( 7,244 5,664 17,90¢
Net income $ 577¢  $ 8,63 $ 18,87:  $ 14,75¢  $ 48,03:
Net income applicable to common shareholders $ 5,77¢ $ 8,63 $ 18,87: $ 14,75¢ $ 48,03;
Per common share (1)
Earnings (basic) $ 0.1t $ 02z % 04t % 037 $ 1.22
Earnings (diluted) $ 0.1t $ 02z % 0.4t  $ 037 $ 1.21
2010
Total interest income $ 44,287 % 46,14¢ % 52,07t $ 43,36¢ % 185,87¢
Total interest expense 6,01 5,41¢€ 5,11( 4,552 21,09:
Net interest income 38,27 40,73: 46,96° 38,81¢ 164,78
Provision for loan and lease losses 15,00( 13,50( 9,00( 3,791 41,29:
Provision for losses on covered loans — — 458 5,60z 6,05t
Noninterest income 18,47: 13,231 5,18: 15,88¢ 52,78:
Noninterest expense 33,89 34,74 33,52( 34,98¢ 137,14°
Income before income taxes 7,85( 5,72¢ 9,17t 10,32¢ 33,07t
Provision (benefit) for income taxes (66) 66€ 3,971 (2,282) 2,291
Net income $ 7,91¢ $ 5,05¢ $ 520¢  $ 12,60¢ $ 30,78¢
Less: Dividends on preferred stock 1,107 1,11C 2,73( — 4,947
Net income applicable to common shareholders $ 6,80¢ $ 3,94¢ $ 2,47¢ $ 12,60¢ $ 25,831
Per common share (1)
Earnings (basic) $ 024 % 011 % 0.06 % 03z $ 0.7z
Earnings (diluted) $ 024 $ 0.11 % 0.0e $ 03z § 0.7z

(1) Due to averaging of shares, quarterly earnpegsshare may not add up to the totals reportethéfull year.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
None

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

An evaluation was carried out under the supervisiot with the participation of the Company’s mamagaet, including the Chief Executive
Officer (“CEQO”) and Chief Financial Officer (“CFO,"of the effectiveness of our disclosure controid procedures (as defined in Rules 13a-15(e)
and 15d-15(e) of the Securities Exchange Act o4)9Based on that evaluation, the CEO and CFO bameluded that as of the end of the period
covered by this report, our disclosure controls pratedures are effective in ensuring that thermédion required to be disclosed by us in the
reports we file or submit under the Securities Exgfe Act of 1934 is (i) accumulated and commungt&teour management (including the CEO
and CFO) to allow timely decisions regarding regdidisclosure, and (ii) recorded, processed, suimathand reported within the time periods
specified in the SEC’s rules and forms.

Internal Control Over Financial Reporting
Management’s Annual Report On Internal Control OWarancial Reporting

The Company’s management is responsible for estdabli and maintaining adequate internal controt éimancial reporting. The internal
control system has been designed to provide rehoaasurance to the Company’s management and Bb&idectors regarding the preparation
and fair presentation of the Company’s publishedritial statements. Internal control over finanmglorting includes maintaining records that in
reasonable detail accurately and fairly reflect@menpany’s transactions; providing reasonable assarthat transactions are recorded as
necessary for preparation of the Company’s findrst&gements; providing reasonable assuranceehatgts and expenditures are made in
accordance with management authorization; and girnyireasonable assurance that unauthorized atigmjsise or disposition of company as¢
that could have a material effect on the Compafigancial statements would be prevented or detewted timely basis. Because of its inherent
limitations, internal control over financial repioig is not intended to provide absolute assuranaea misstatement of the Company’s financial
statements would be prevented or detected.

Management has evaluated the effectiveness aftésnial control over financial reporting as of Deaxer 31, 2011 based on the control
criteria established in a report entitledernal Control-Integrated Frameworkissued by the Committee of Sponsoring Organinatif the
Treadway Commission. Based on such evaluation, geanant has concluded that the Company’s internatabover financial reporting is
effective as of December 31, 2011 .

Our independent registered public accounting fiam issued an attestation report our internal cbatrer financial reporting, which appears
in this annual report on Form 10K.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of ChianBanking System, Inc.
Tacoma, Washington

We have audited the internal control over finangéglorting of Columbia Banking System, Inc. andsitbsidiaries (the “Company”) as of
December 31, 2011 , based on criteria establighbdearnal Control—Integrated Frameworgsued by the Committee of Sponsoring
Organizations of the Treadway Commission. Becauseagement's assessment and our audit were condoateekt the reporting requirements
of Section 112 of the Federal Deposit Insurancg@ation Improvement Act (FDICIA), management’'sesssnent and our audit of the
Company’s internal control over financial reportingluded controls over the preparation of the dcites equivalent to the basic financial
statements in accordance with the instructionshferConsolidated Reports of Condition and IncomeSfthedules RC, RI, and RI-A. The
Company’s management is responsible for maintaiaffertive internal control over financial repogiand for its assessment of the effectiveness
of internal control over financial reporting, inded in the accompanying Management’s Annual RePorinternal Control Over Financial
Reporting. Our responsibility is to express an @piron the Company’s internal control over finahcéporting based on our audit.

We conducted our audit in accordance with the sted=dof the Public Company Accounting Oversighti8d@nited States). Those
standards require that we plan and perform thet samdbtain reasonable assurance about whetheatigenternal control over financial reporting
was maintained in all material respects. Our amdliuded obtaining an understanding of internaltamrover financial reporting, assessing the
that a material weakness exists, testing and etimafuthe design and operating effectiveness ofivatlecontrol based on the assessed risk, and
performing such other procedures as we considexeessary in the circumstances. We believe thaawdit provides a reasonable basis for our
opinion.

A company’s internal control over financial repogiis a process designed by, or under the supenvidi the company’ principal executiv
and principal financial officers, or persons penfarg similar functions, and effected by the compampard of directors, management, and other
personnel to provide reasonable assurance regatirgliability of financial reporting and the pegation of financial statements for external
purposes in accordance with accounting principtaeegally accepted in the United States of Amerigar{erally accepted accounting
principles”). A company'’s internal control over dincial reporting includes those policies and procesl that (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshef assets of the company; (2) provide reasonable
assurance that transactions are recorded as nectsg@rmit preparation of financial statementaacordance with generally accepted accout
principles, and that receipts and expenditureb®@icbmpany are being made only in accordance withoaizations of management and directors
of the company; and (3) provide reasonable assanggarding prevention or timely detection of uhautzed acquisition, use, or disposition of
the company’s assets that could have a materiattedih the financial statements.

Because of the inherent limitations of internaltcohover financial reporting, including the podti of collusion or improper management
override of controls, material misstatements duertor or fraud may not be prevented or detected timely basis. Also, projections of any
evaluation of the effectiveness of the internaltoarover financial reporting to future periods ateject to the risk that the controls may become
inadequate because of changes in conditions, bthtealegree of compliance with the policies orceaures may deteriorate.

In our opinion, the Company maintained, in all mialerespects, effective internal control over figa@l reporting as of December 31, 2011,
based on the criteria establishedriternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatidribe Treadwa
Commission.

We have not examined and, accordingly, we do nptess an opinion or any other form of assuranceanagemensg statement referring
compliance with laws and regulations.

We have also audited, in accordance with the staisdz the Public Company Accounting Oversight Bo@snited States), the consolidated
financial statements as of and for the year endeteber 31, 2011 of the Company and our reportddebruary 29, 2012 ex pressed an
unqualified opinion on those financial statements.

/s/ Deloitte & Touche LLP

Seattle, Washington
February 29, 2012
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ITEM 9B. OTHER INFORMATION
None.
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PART lll

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE

Information regarding “Directors, Executive Offiseand Corporate Governance” is set forth undehéaelings “Proposal No.1: Election of
Directors”, “Management—Executive Officers Who &tet Directors” and “Corporate Governance” in then@any’s 2012 Annual Proxy
Statement (“Proxy Statement”) and is incorporateckim by reference.

Information regarding “Compliance with Section 1)6¢&the Exchange Act” is set forth under the settiSection 16(a) Beneficial
Ownership Reporting Compliance” of the Company’'sxyrStatement and is incorporated herein by refarelmformation regarding the
Company’s audit committee financial expert is settf under the heading “Board Structure and Comgtéms—What Committees has the Board
Established” in our Proxy Statement and is incaapent by reference.

On February 25, 2004, consistent with the requirgmef the Sarbanes-Oxley Act of 2002, the Compdgpted a Code of Ethics
applicable to senior financial officers includirtgetprincipal executive officer. The Code of Ethiwas filed as Exhibit 14 to our 2003 Form 10-K
Annual Report and can be accessed electronicallydiyng the Company’s website aivw.columbiabank.com
ITEM 11. EXECUTIVE COMPENSATION

Information regarding “Executive Compensation”és$ forth under the headings “Board Structure ancth@nsation” and “Executive
Compensation” of the Company’s Proxy Statementigincorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

Information regarding “Security Ownership of Cent&ieneficial Owners and Management and RelatedkBtdder Matters” is set forth
under the heading “Stock Ownership” of the ComparmBroxy Statement and is incorporated herein Breete.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

Information regarding “Certain Relationships anda®s Transactions, and Director Independenceéti$osth under the headings “Certain
Relationships and Related Transactions” and “CagoGovernance—Director Independence” of the Coyipdroxy Statement and is
incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

Information regarding “Principal Accounting Feeslé@ervices” is set forth under the heading “Indejeen Registered Public Accounting
Firm” of the Company’s Proxy Statement and is ipooated herein by reference.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(@)(1) Financial Statements:

The Consolidated Financial Statements and relatedrdents set forth in “Item 8. Financial Statemems Supplementary Data” of this
report are filed as part of this report.

(2) Financial Statements Schedules:

All other schedules to the Consolidated Financfate®nents required by Regulation S-X are omittezhbse they are not applicable, not
material or because the information is includethanConsolidated Financial Statements and relatéskrin “ltem 8. Financial Statements and
Supplementary Data” of this report.

(3) Exhibits:

The response to this portion of Item 15 is subrlitte a separate section of this report appearintefiiately following the signature page
and entitled “Index to Exhibits.”
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, theredntp authorized, on the 29t h day of February 2012

COLUMBIA BANKING SYSTEM, INC.
(Registrant)

By: /s MELANIE J. DRESSEL

Melanie J. Dressel

President and Chief Executive Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélptine following persons on behalf of
the registrant and in the capacities indicatedher?9 th day of February 2012 .

Principal Executive Officer:

By: /s MELANIE J. DRESSEL

Melanie J. Dressel
President and Chief Executive Officer

Principal Financial and Accounting Officer:

By: /sl GARY R. SCHMINKEY

Gary R. Schminkey
Executive Vice President and Chief Financial Office

Melanie J. Dressel, pursuant to a power of attothayis being filed with the Annual Report on FottK, has signed this report on
February 29, 2012 as attorney in fact for théofeing directors who constitute a majority of thedsd.

[John P. Folsom] [S. Mae Numata]
[Frederick M. Goldberg] [Daniel C. Regis]
[Thomas M. Hulbert] [Donald Rodman]
[Michelle M. Lantow] [William T. Weyerhaeuser]
[Thomas L. Matson] [James M. Will]

/sl MELANIE J. DRESSEL

Melanie J. Dressel
Attorney-in-fact

February 29, 2012
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INDEX TO EXHIBITS

Exhibit No. Exhibit

3.1 Amended and Restated Articles of Incorporatign

3.2 Amended and Restated Bylaws (2)

4.1 Specimen of common stock certificate (3)

4.2 Pursuant to Item 601(b) (4) (iii) (A) of Regtibn S-K, copies of instruments defining the right holders of long-term debt and

preferred securities are not filed. The Compangegto furnish a copy thereof to the SecuritiesExahange Commission
upon request

10.1* Amended and Restated Stock Option and Edqlitypensation Plan (4)

10.2* Form of Stock Option Agreement (5)

10.3* Form of Restricted Stock Agreement (5)

10.4* Form of Stock Appreciation Right Agreemehy (

10.5*% Form of Restricted Stock Unit Agreement (5)

10.6* Form of Long Term Restricted Stock Agreem@t

10.7* Amended and Restated Employee Stock Purdplase(7)

10.8 Office Lease, dated as of December 15, 188®yeen the Company and Haub Brothers Enterpriaest 18)
10.9* Employment Agreement between the Bank, tom@any and Melanie J. Dressel effective Augusi0D42(9)
10.10*+ Change in Control Agreement between thekBand Gary R. Schminkey effective November 15,201
10.11* Form of Change in Control Agreement betwi#enBank, Mark W. Nelson and Andrew McDonald (5)
10.12* Form of Long-Term Care Agreement betweenBhnk, the Company, and each of the followingadoes: Mr. Folsom, Mr.

Hulbert, Mr. Matson, Mr. Rodman, Mr. Weyerhaeused &r. Will (10)

10.13* Amended and Restated Executive Supplem@umipensation Agreements dated as of May 27, 26faghg the Company,
Columbia State Bank and Melanie J. Dressel, GargdRminkey and Mark W. Nelson, respectively (11)

10.14+ Amended and Restated 401 Plus Plan (Def€ompensation plan) dated December 14, 2011 fectdirs and key employees
10.15%+ Change in Control Agreement between thekBand Mr. Kent L. Roberts dated December 4, 2011

10.16* Form of Supplemental Compensation Agreerbetween the Bank and Mr. Andrew McDonald (5)

10.17* Town Center Bancorp 2004 Stock IncentivenR[L2)
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Exhibit No.

Exhibit

10.18*

10.19*

10.20*

10.21*

10.22*

10.23*

10.24*
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Mountain Bank Holding Company Form of Emyde Stock Option Agreement (13)

Mt. Rainier National Bank 1990 Stock Optikan (13)

Amendment to Employment Agreement betwéenBank, the Company and Melanie J. Dressel effeétebruary 1, 2009 (14)
Amendment to Employment Agreement effecihiexzember 31, 2008 among the Bank, the Companyetahie J. Dressel (15)

Form of Amendment to Change in Control Agnent effective December 31, 2008 between the Radleach of Mark
W. Nelson, Andrew L. McDonald, Gary R. Schminkeyld¢ent L. Roberts (15)

Form of Amendment to Supplemental Compeosaigreement effective December 31, 2008 betwbherBank and Andrew L.
McDonald (15)

Form of Indemnification Agreement betweka Company and its directors (15)

Code of Ethics (16)

Subsidiaries of the Company

Consent of Deloitte & Touche LLP

Power of Attorney

Certification of Chief Executive Officer Buant to Section 302 of the Sarbanes-Oxley AcD6P22

Certification of Chief Financial Officer Rurant to Section 302 of the Sarbanes-Oxley AcD6P2

Certification Filed Pursuant to 18 U.S.C. 8etfl350, as Adopted Pursuant to Section 906 oStirbanes-Oxley Act of 2002

The following financial information from Combia Banking System, Inc.'s Annual Report on F&fK for the year ended
December 31, 2011 is formatted in XBRL: (i) Audit€dnsolidated Condensed Statements of Incomé\(ijted Consolidated
Condensed Balance Sheets, (iii) Unaudited Congelid@ondensed Statements of Changes in ShareHdderisy, (iv)
Unaudited Consolidated Condensed Statements of Elasls, and (v) Notes to Audited Consolidated Corseel Financial
Statements.**

(1) Incorporated by reference to Exhibit 3.1 af thompany’s Annual Report on Form K(er the year ended December 31, 2

(2) Incorporated by reference to Exhibit 3.2 af thompany’s Current Report on ForniK8iled on February 2, 20:

(3) Incorporated by reference to Exhibit 4.3 af thompany’s S-3 Registration Statement (File N&-B36350) filed December 19, 2C

(4) Incorporated by reference to Exhibit 99.1kef Company’s S-8 Registration Statement (File N&-B350370) filed July 1, 20(
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(5) Incorporated by reference to Exhibits 10.2-5100.10 and 10.16 of the Company’s Annual Repoform 10-K for the year ended
December 31, 2007

(6) Incorporated by reference to Exhibit 10.1kef Company’s Current Report on FornkK8Hed January 5, 201

(7) Incorporated by reference to Exhibit 10.7ref Company's Annual Report on FormHK®er the year ended December 31, 2

(8) Incorporated by reference to Exhibit 10.5kef Company’s Annual Report on Form Kder the year ended December 31, 2

(9) Incorporated by reference to Exhibit 10.2ked Company’s Quarterly Report on FormQGer the quarter ended June 30, 2
(10)Incorporated by reference to Exhibit 10.3 of then(pany’s Quarterly Report on Form Ifor the quarter ended September 30, .
(11)Incorporated by reference to Exhibits 10.1, 10.@ 30.3 of the Company’s Current Report on Fori fled on June 2, 20(

(12)Incorporated by reference to Exhibits 10.1 and Ddthe Company’s S-8 Registration Statement (Nibe 333-145207) filed August 7,
2007

(13)Incorporated by reference to Exhibits 99.1—99.fhef Company’s S-8 Registration Statement (File 383-144811) filed July 24, 20(
(14)Incorporated by reference to Exhibit 10.1 of ther(any’s Current Report on Formk8filed February 16, 20(

(15)Incorporated by reference to Exhibits 10.1—10.thef Company's Quarterly Report on Form 10-Q forgharter ended September 30,
2009

(16)Incorporated by reference to Exhibit 14 of the Camps Annual Report on Form I0for the year ended December 31, 2

Management contract or compensatory plan omaeeent

Filed herewith

Furnished herewith
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EXHIBIT 10.10
COLUMBIA STATE BANK

CHANGE IN CONTROL AGREEMENT

THIS CHANGE IN CONTROL AGREEMENT (“Agreement”) isade and entered into effective this 15th day of
November 2010, by and between COLUMBIA STATE BANKWashington banking corporation (‘Bank”) and Gary
R. Schminkey (“Employee”).

Recitals

A. The Bank currently receives the exclusive servafeEmployee as its employee, and Employee dedia
this employment relationship continue.

B. The Bank desires to provide a severance benefEnployee (i) to encourage Employee to cont
employment with the Bank; (ii) to continue obtamiEmployee's services in the event of a potentn@e in Control (
defined below) of Columbia Banking System, Inc. B®l”), the parent holding company of the Bank, that ma
detrimental to the Employee; and (iii) to allow ABS maximize the benefits obtainable by its shaléérs from an
Change in Control.

In consideration of the mutual promises, covenaagsgements and undertakings contained in thisekgeat, th
parties hereby contract and agree as follc

Agreement

1. Term. The term of this Agreement (“Termshall commence as of the date first above writteh shal
end on the earlier of the termination of Employesgployment in a manner that does not constituteranination Ever
or on the fifth anniversary of the date first abowgéten, unless extended in writing by the parties

2. Severance Benefit . In the case of a Termination Event, as define8ention 4, (i) the Bank shall pay
Employee all salary and benefits earned througheffective date of Employees termination and aesmwe bene
(“Severance Benefit”) in an amount equal to twoedrthe amount of Employee's theurrent annual base salary,
(ii) vesting of all stock options and lapse of r@strictions with respect to restricted stock awastall occur. Payment
the Severance Benefit shall begin, and vestinglaoge of restrictions described in the precedimgesee shall occur,
in the case of a Termination Event described imgaph 4.1, upon the effective date of terminataorg (ii) in the case
a Termination Event described in paragraph 4.2nupe effective date of the Change in Control whecthen pending (i
announced within sixty days of the date when theBgee's employment terminated). The Severance fBestall be
paid over a two year period in equal monthly payteevithout interest on the last day of each mob#ginning with th
month in which the Termination Event describedanggraphs 4.1 or 4.2, as the case may be, occurs.

3. Other Compensation and Terms of Employment . Except with respect to the Severance Paymers
Agreement shall have no effect on the determinatfoany compensation payable by the Bank to thel&yeg, or upo
any of the other terms of Employee's employmert wie Bank.

1




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

41 Termination of Employee's employment by the Bankhwaut Cause (as defined below) or
Employee for Good Reason (as defined below) wigtih days following the effective date of a Chang€ontrol; or

4.2  Termination of Employee's employment by the Bathout Cause prior to a Change in Contr
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 Charig Control; provided that the effective dateltd Change in Contr
occurs within eighteen (18) months of Employee&’siteation.

5. Restrictive Covenant .

5.1 Non-competition . Employee agrees that, during Employee's employmih the Bank or any of i
affiliates, and for a period of two years after ecoemcement of the payment to Employee of the Sever&enefil
Employee will not directly or indirectly become énésted in, as a “foundemtganizer, principal shareholder, directol
officer, any financial institution, now existing organized hereafter, that competes or will compatie CBSI, the Ban
or any of their affiliates (together the “Companyif)cluding any successor, within any county in whtble Compan
does business; providdékdat Employee's covenant not to compete shall teataiin the event Employee waives the |
to payment of any balance of the Severance Betiedit payable; and provided furthethat Employee shall not
deemed a “principal shareholdarhless (i) Employee's investment in such an insituexceeds 2% of the institutio
outstanding voting securities or (i) Employee ¢sivge in the organization, management or affairswgh institution. Tr
provisions restricting competition by Employee nimeywaived by action of the Board. Employee recaggiand agre
that any breach of this covenant by Employee vaillse immediate and irreparable injury to the Compand Employe
hereby authorizes recourse by the Bank or CBShjinction and/or specific performance, as well a®ther legal ¢
equitable remedies to which either may be entitled.

5.2 Non-interference . During the norcompetition period described in Section 5.1, Emeéghall nc
(a) solicit or attempt to solicit any other empleyef 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) saticiattempt t
solicit any customer of the Company to cease dbugjness with the Company or to otherwise divechscustomer
business from the Company, or (c) solicit or attemopsolicit any supplier, licensee, or other besm relations of t
Company to cease doing business with the Company.

5.3 Confidentiality . Employee shall keep all terms of this Agreemaémtjuding the existence of tt
Agreement and the amount of the Severance Begefitly confidential. Employee shall keep this Agment in a priva
location and shall use his or her best effortsrev@nt this Agreement from being seen by othedduthng co-workers.

5.4 Interpretation . If a court or any other administrative body wjtiisdiction over a dispute related
this Agreement should determine that the restectiv




covenant set forth in Section 5.1 above is unresslgnbroad, the parties hereby authorize and disaad court ¢
administrative body to narrow the same so as toenitakeasonable, given all relevant circumstaneaes, to enforce tf
same. The covenants in this paragraph shall suteivaination of this Agreement.

6. Definitions.

6.1. Cause . “Cause”shall mean only (i) willful misfeasance or grosgligence in the performance
Employee's duties, (ii) conduct demonstrably agaificantly harmful to the Bank (which would incledvillful violation
of any final cease and desist order applicablaed®ank), or (iii) conviction of a felony.

6.2. Changein Control . “Change in Control’shall mean the occurrence of one or more of tHeviahg
events:

6.2.1. A person, or more than one person acting asapg acquires ownership of stock in
Company that, together with stock held by suchger group, constitutes more than fifty percert%9 of the
total fair market value or total voting power oétstock os the Company;

6.2.2. A majority of the members of the Company's Hoair directors is replaced during any 12-
month period by directors whose appointment orteleds not endorsed by a majority of the membédrhe Company
board of directors before the date of the appointroe election; or

6.2.3. A person, or more than one person acting as a gemguires (or has acquired during the 12
month period ending on the date of the most reaeqtisition by such person or persons) assets fnenCompany th
have a total gross fair market value equal to orentban fifty percent (50%) of the total gross faiarket value of all «
the assets of the Company immediately before soghisition or acquisitions.

This definition of “Change in Control% intended to comply with, and shall be interpdatea manner consistent with,
requirements of Section 409A of the U.S. Internal&ue Code of 1986, as amended, as U.S. Treaguiation issue
thereunder.

6.3. Good Reason . “Good Reasonshall mean (i) any reduction of Employee's salargryy reduction ¢
elimination of any other compensation or benefanplwhich reduction or elimination is not of gereapplication tc
substantially all employees of the Bank or such legges of any successor entity or of any entitgantrol of the Banl
(i) any changes in Employee's authority or duiabstantially inconsistent with Employee's thenceffposition; or (iii
any transfer to a location more than thirty milesr Employee's then office location.

6.4 Termination of Employment. “Termination,” when used in reference to termination of employp
shall mean “separation from servicas defined in Section 409A of the U.S. Internal &wie Code of 1986, as amen
as U.S. Treasury regulation issued thereunder.




7. Specified Employee - Delay in Payments . If Executive is a “specified employedlien amounts payal
to him under this Agreement on account of a “seardrom servicethat could cause him to be subject to the ¢
income inclusion, interest and additional tax psawmis of U.S. Internal Revenue Code § 409A(a)(&)l stot be paid uni
after the end of the sixth calendar month beginmifigr such separation from service (the “SuspenBiexiod”). Within
fourteen (14) calendar days after the end of thep&usion Period, the Company shall make a lump gayment t
Executive in cash in an amount equal to the sumllgbayments delayed because of the preceding reentd hereafte
Executive shall receive any remaining payments utiude Agreement as if the immediately precedingvigions of thi:
Paragraph 8 were not a part of the Agreement. lbogpgses of this Agreement, the terms “specified leygg” anc
“separation from servicesShall have the meanings given to those terms in Wi8rnal Revenue Code § 409A and
Treasury regulations issued thereunder.”

8. Miscellaneous .

8.1 Integration; Amendment. This Agreement contains the entire agreement betlee parties with respect
the subject matter, and is subject to modificabobamendment only upon amendment in writing sigmgtoth parties.

8.2 Binding Effect. This Agreement shall bind and inure to the benefitthe heirs, legal representati
successors, and assign of the parties.

8.3 Severance. If any provision of this Agreement is invalid orhetwise unenforceable, all otl
provisions shall remain unaffected and shall berefable to the fullest extent permitted by |

8.4 Governing Law; Venue. This Agreement is made with reference to and msnidéd to be construed
accordance with the laws of the State of Washingtenue for any action arising out of or concernihig Agreemer
shall lie in Pierce County, Washington. In the d@veha dispute under this Agreement, the disputed| $e arbitrate
pursuant to the Superior Court Mandatory ArbitnatRules “MAR”) adopted by the Washington State Supreme (
irrespective of the amount in controversy. This égment shall be deemed as stipulation to thattgfi@suant to MAI
1.2 and 8.1. The arbitrator, in his or her disoretmay award attorney's fees to the prevailingyparparties.

8.5 Notices. Any notice required to be given under this Agreemieneither party shall be given
personal service or by depositing a copy theretiiegnUnited States registered or certified maistpge prepaid, addres:
to the following address or such other addressldeeasee shall designate in writing:

Company: Columbia Ban
1301 'A’ Street, Ste. 800
Tacoma, WA 98402-4200
Attn: (Corporate Secretary)
Employee: Gary R. Schminke
9904 69"Ave Ct E
Puyallup, WA 98373




IN WITNESS WHEREOF, the parties have executedAlgieement 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/ GARY R. SCHMINKEY
Gary R. Schminkey
EVP and Chief Financial Officer




EXHIBIT 10.14

AMENDED AND RESTATED
COLUMBIA BANKING SYSTEM, INC.

401 Plus Plan

Recitals

Columbia Banking System, Inc. entered into a defemompensation arrangement with certain of itsatirs an
a select group of senior management and highly eosgied employees, and with the directors andeatsgiou)
of senior management and highly compensated emgdogkentities with which it is considered a singheploye
under 88 414(b) or 414(c) of the U.S. Internal ReseCode of 1986, as amended (“Cod€9plumbia Bankin
System, Inc. and such other entities are refegdettein, collectively, as the “Company.”

Such compensation arrangement was governed hgriing of the 401 Plus Plan (“Plandated December 8, 20!

Company amended and restated the Plan in DecendBér, B bring it into compliance with Code § 409Ad
provisional regulations issued thereun

Company further amended and restated the Plan cerbleer 2008 to ensure that all terms and defirgtmmply
with Code § 409A and final regulations issued thader.

Company now wishes to further amend the matchimgribmtion provisions of the Plan and to make otfuethel
non-substantive changes to the language of the Plan

Plan

Purpose of Plan

The Columbia Banking System, Inc. 401 Plus Plaimtesnded to provide deferred compensation for tinectbrs
and a select group of senior management or higitypensated employees of the Company.

Participants

The Plan Administrator (defined in Section XIV), its sole and absolute discretion, shall selectirtidesiduals
who are permitted to participate in the Plan (“legrants”). The Plan Administrator may only select Particip
from among the directors and the senior managememighly compensated employees of the Company
individual shall




have a right (whether because of his position whin Company, his level of compensation or any otkasol
whatsoever) to be selected as a Participant.

lll. Election to Defer Compensation

A. Amount Deferred. A Participant may elect to defer a fixed dollar ambof Covered Compensation (defil
in paragraph 1V) earned by him for services perfnin a year, which deferred amount shall not ekdéty
percent (50%) of base salary and shall not betless $5,000/year. Notwithstanding anything in tmeniediatel
preceding sentence to the contrary, a Participayt @ect to defer up to one hundred percent (108%)y bonu
awarded for services performed in a year and um&hundred percent (100%) of his fees for seryiezrmer
in a year as a director of the Company. An electiodefer Covered Compensation earned for seryeg®rmer
in a year shall be irrevocable, except to the exenvided in the Plan.

B. Deferral Agreement and Notice.An election to defer Covered Compensation earned Barticipant fc
services performed in a year shall be made by eletig to the Company a “Deferral Agreement and &ddt(ses
Attachment A) duly signed by the Participant. Stidkferral Agreement and Noticeshall set forth the fixed doll
amount of Covered Compensation that the Particimashes to defer. A Participant may only defer Geu
Compensation earned by him for services performedyiear if he delivers to the CompanyCeferral Agreemel
and Notice”electing to defer such Covered Compensation in Déee of the year immediately preceding the
that it is earned. In the case of the first yeawimch an individual is selected to be a Participae may make ¢
initial election to defer Covered Compensation plid services performed after the election in thearyby
delivering to the Company a “Deferral Agreement &ladice” at least thirty (30) after being selected.

IV. Covered Compensation

As used herein, “Covered Compensatiam®ans all cash compensation (including, but natdiento annual salar
bonuses, fees or retainers) earned by an emplaye@extor of the Company for services performedsuct
capacity, for the Company.

V. Deferred Compensation Accounts and Funding

A. Deferred Compensation Account.The Company shall credit amounts deferred by aidfzaht unde
Section 1l of this Plan by an entry to an accoth#t shall be maintained for such Participant gnbiboks an
records. Such account shall be called the “Defe@ethpensation Account” (“DCA”)In addition, the Compal
shall credit interest to the DCA, as provided ict®m VI.

B. Plan Un-funded. The Plan is intended to be fumded for federal income tax purposes and for @sgp C
Title | of the Employee Retirement Income Secukitt of 1974, as amended from time to time. All nesused 1
pay amounts credited to the DCA maintained for di¢?pant shall come from the general funds of @@mpany
A




Participant is an unsecured general creditor ofGbmpany with respect to a DCA maintained for tlagtiBipan
and shall have no interest, rights or priority my apecific assets of the Company by reason of Rtas. Th
Company shall not be required to transfer monies teeparate account, create a separate fund, perdife
insurance or annuity contracts, or make other gearents to fund its liabilities with respect to @M maintaine:
for a Participant or any other obligations it mayé under the Plan.

C. Informal Funding. If the Company, in its sole and absolute discreticmooses to transfer monies t
separate account, create a separate fund, puridieassurance or annuity contracts, or make odreangements
fund its liabilities with respect to a DCA maintathfor a Participant or any other obligations ityrhave under tt
Plan, then any such separate account, separatglifienidsurance or annuity contracts, or otheaagements shi
remain solely the asset of the Company, subjetiidcclaims of its unsecured general creditors; amrticipar
shall have no interest, rights or priority therergcept as an unsecured general creditor of thep@oyn

VI. Interest Credits to the Deferred Compensatia Account

A. Interest Crediting Rate. At the time of adoption of the Plan, the agreedruimterest rate shall be eq
to the three month LIBOR rate plus 3.58%. The Pdministrator shall annually review the calculatiointhe rat
of interest that will be applied to DCAs (the “Irest Crediting Rate Jor appropriateness. The Interest Credi
Rate shall be adjusted quarterly for fluctuatianghie threemonth LIBOR rate. Plan participants will be notifief
any adjustments to the Interest Crediting Rate.

B. Crediting Interest to DCA. On the last date of each month, the DCA maintafoe@ach Participant shall
credited with an amount equal to the produdii)obnetwelfth (1/12th) of the Interest Crediting Rate the quarte
in which such month occurs, timég the average balance in the DCA for that month. am®unt so credite
shall be treated as a part of the credit balandbeoDCA for all purposes of this Plan. As useceherthe averag
balance in a DCA for a month shall be equal to dbetient determined by dividing) the sum of the crec
balance in the DCA at the close ofl business eaghrdthe calendar month, [fi) the number of days in st
month.

VIl. Plan Distributions
A. Definitions. As used herein, the following capitalized termdlidhave the meanings given below:

1. *“Designated Beneficiary” mean8) a person that Participant designates on tBeng&ficiary
Designation Notice” (see Attachment B) as the peeditled to receive, upon Participantieath, the distributio
that would otherwise be made under the Plan tadigaant, or(ii) in the absence of a person so designate
Participant, Participant’s estate.




2. “Disabled” means thdt) Participant is unable to engage in any substagé#adful activity by reasc
of any medically determinable physical or mentap&nment that can be expected to result in deatbaar b
expected to last for a continuous period of nad Esn twelve (12) months; @) Participant is, by reason of ¢
medically determinable physical or mental impairindsat can be expected to last for a continuougesf no
less than twelve (12) months, receiving incomeaegent benefits for a period of not less tharetl@® month
under an accident and health plan covering emp®géthe Company.

3. “Retire” means ParticipastSeparation from Service with the Company, buy dnht the time of suc
separation, Participant has satisfied all of tHeWing conditions:(i) Participant has attained the age of fiiitye
(55), and(ii) Participant has completed ten (10) years of seasca director and/or employee of the Company
purposes of the immediately preceding sentencaytcipant shall be credited with one (1) yeare@ifvice for eac
twelve (12) month period of continuous service d&@ctor and/or employee of the Company.

4. “Separation from Service” shall have the niegugiven to such term in Treas. Reg. 1.409A-1(h).

B. Distribution Election Notice. At the time a Participant first makes an electian defer Covere
Compensation, he shall deliver to the Company aesig'Distribution Election Notice”dee Attachment C)
which he shall elect to receive distributions af tnedit balance in his DCA in the form of eithesiagle lumpsurr
payment or monthly installment payments over aqgaemot to exceed one hundred twenty (120) montt
Participant may change such election from timeintet subject to satisfaction of each and every ohé¢he
following conditions:

(i) The change shall not take effect until at leastwev¢12) months after the date on which the chas
made;

(i)  All payments affected by the change must be deldioe a period of not less than five (5) years f
the date such payments would otherwise have bede ffoa in the case of an installment payment
(5) years from the date the first amount was scleeldio be paid); and

(i) In the case of a payment at a specified time osyant to a fixed schedule, the change cannot be
less than twelve (12) months prior to the dateneffirst scheduled payment.

C. Distributions Upon Retirement or Disability. The Company shall distribute the credit balanca iDCA
maintained for a Participant at the time he Retoedecomes Disabled as either a single lwmm or monthl
installment payments, as elected by the Participarguant to paragraph B of this Section VII. & tRarticipar
has elected a single lungoim distribution, such distribution shall be madéhin ninety (90) days after the d
that he Retires or becomes Disabled; providedtti@Participant shall have no right to designagetéxable ye:
of payment. If the Participant has elected




monthly installment payments, such distributionlisha made on the first day of each month, begigminith the
first day of the third month following the monthvhich he Retires or becomes Disabled and continuirtil the
full amount of the DCA maintained for him has besistributed. Until such DCA has been distributedfuii,
interest shall continue to be credited to the D@#,provided in Section VI. The monthly installmgayment
shall be in as nearly equal amounts as possiblavithstanding any contrary provisions of the Pl&mRarticipan
dies after monthly installment payments of the itredlance in the DCA maintained for him have beghen th
remaining credit balance in the DCA shall be distred to his Designated Beneficiary in a singlegesum withir
thirty (30) days after the Participant’s death.

D. Lump Sum Distributions Upon Separation From Service Other Than Because of Retirement c
Disability, Upon Death or if DCA is Less Than Spedied Amount. Notwithstanding a Participast’election t
receive a distribution of the credit balance in @A maintained for him in the form of monthly iaitnen
payments, such credit balance shall be distribtitethe Participant or, in the case of clause (8Jolw, his
Designated Beneficiary, in a single lurapm within ninety (90) days after the occurrencamy of the followin
events:

(i) Participant experiences a Separation fromviSe the Company for any reason other than beche
Retires or is Disabled,;

(i) Participant dies; or

(ii)  After monthly installment payments to tiarticipant have begun or are required to begieureter
the credit balance of the DCA maintained for hineslmot exceed the “applicable dollar amouass ¢efined i
Code § 402(g)(1)(B)) then in effect, provided thath distribution results in the termination arphidation of th
entirety of the Participarg’ interest under the Plan, including all agreementsthods, programs or otl
arrangements with respect to which deferrals of mamsation are treated as having been deferred (snulgEe
nonqualified deferred compensation plan under Tiieag. § 1.409A-1(c)(2).

E. Required Delay in Payments to Specified Empjees.If Participant is a “specified employeeVithin the
meaning of Treas. Reg.§ 1.4094), then notwithstanding any contrary provisionisthe Plan, any amout
payable to the Participant under the Plan on adcolua Separation from Service for any reason tloald caus
the Participant to be subject to the gross incamkision, interest and additional tax provision€ode § 409A(a)
(1) shall not be paid until after the end of thetsicalendar month beginning after such Separdtmm Servict
(the “Suspension PeriodVithin fourteen (14) calendar days after the enthefSuspension Period, the Comg
shall pay Participant a lump sum payment in cashaletp any payments delayed because of the preg
sentence. Thereafter, Participant shall receive ranyaining payments under the Plan as if this pa@gE o
Section VIl were a not a part of the Plan.




VIII.

IX.

Change of Control

In the event of a “change in contradf the Company, the Company may, in its sole digmme establish, on
before the effective date of such change in con&dtust or trusts (“Trusto which the Company shall trans
assets in an amount sufficient to satisfy its @ilmns under the Plan. Such Trust shall comply apiplicabl
Treasury regulations and rulings in order to qyadi$ a “rabbi trust. The principal of the Trust, and any earni
thereon, shall be held separate and apart fronother assets of the Company and used to dischdrgee
Companys obligations under the Plan; provided, howeveaf Buch principal and earnings shall continue 1
subject to, and may also be used to satisfy, thiensl of the unsecured general creditors of the GmypThe terr
“change in control” shall mean the occurrencdipfa merger or consolidation in which the Compangas the
continuing or surviving entity or pursuant to whitlhe issued and outstanding shares of common sibthke
Company are converted into cash, securities o giteperty, other than a merger of the Company lctwv the
holders of issued and outstanding shares of thermmstock of the Company immediately prior to therge
have substantially the same proportionate ownershippmmon stock of the surviving corporation imnagely
after the merger(ii) the acquisition of shares of the Companigsued and outstanding common stock in a ¢
or a series of related transactions, if immediatereafter persons who owned shares of such constomk
immediately before such acquisition do not own nthemn fifty percent (50%) of the combined votingyeo of the
Company immediately after such acquisition(ioy the sale, transfer or other disposition of all wbstantially al
of the assets of the Company.

Effect on Other Company Benefit Plans

Nothing contained in this Agreement shall affea tight of a Participant to participate in or, vered by, an
other qualified or nonqualified pension, profit shg, bonus, supplemental compensation or fringeebeplan:
maintained by the Company.

X. Assignment or Pledge

XI.

Except to the extent required by law, a Particianghts to any amounts credited to a DCA mainthifoe the
Participant, or to receive any payments under tlam ) may not be sold, exchanged, transferred, assi
pledged, hypothecated, encumbered or otherwiseeyaavby the Participanfii) shall not be subject to levy
seizure for the payments of any debts, liabilibesobligations of the Participant (including, wititdimitation.
judgments against, and child support, alimony grasgte maintenance obligations of, the Participaartdl (iii)
shall not be transferable in the event of the bapiicy or insolvency of the Participant, to the dsll exter
permitted by law.

Employment

This Plan shall nofi) expand or restrict any rights or obligations crdatader an employment agreement by
between the Company and a Participijt, create specific employment rights in a Participéiy, limit the right
of the Company to




XIl.

XII.

terminate a Participarst’services or employment with the Company at ang tand for any reason whatsoeve
(iv) limit the right of a Participant to terminate hengces or employment with the Company at any tamd fo
any reason whatsoever.

Applicable State Law

This Plan shall be construed and interpreted io@ance with the laws of the State of Washington

Amendment and Termination of Plan

A. General. The Company shall have the right, in its sole ansbhite discretion, to amend or to terminate
Plan at any time; provided, however, that any saroendment or termination shall not reduce the tiedance i
a Participant’'s DCA at the time of the amendmerteanination or affect the Compasyobligation to distribute
Participant the amount of such credit balance uriderterms of the Plan in effect immediately befstect
amendment or termination. In the event the Plateiminated, no additional Covered Compensation| $&

deferred.

B. Election to Distribute on Termination. Notwithstanding any contrary provisions containegein, at an
time after the Company terminates the Plan, it nmajts sole and absolute discretion, distribute ¢hedit balanc
in a Participant’s DCA, provided that

(i)

(ii)

(iii)

(iv)

v)

The termination and liquidation does not occur pr@ate in time to a downturn in the financial heaif
the Company;

The Company terminates and liquidates all agreesnenethods, programs and other arranger
sponsored by the Company that would be aggregaitdany terminated and liquidated agreem
methods, programs and other arrangements undes.TReg. 8§ 1.409A<c) if the same Participant t
deferrals of compensation under all of the agre¢spenethods, programs and other arrangement
are terminated and liquidated;

No payments in liquidation of the Plan are madéwitwelve (12) months of the date the Comy
takes all necessary action to irrevocably termiraatd liquidate the Plan, other than payments
would be payable under the terms of the Plan ifation to terminate and liquidate the Plan hac
occurred,

All payment are made within twenfgur (24) months of the date the Company takenatlessal
action to irrevocably terminate and liquidate thenPand

The Company does not adopt a new plan that wouldggeegated with any terminated and liquid
plan under Treas. Reg. § 1.4(-1(c), if the same Participant participated in bptans, at any tin
within three (3) years




XIV.

following the date the Company takes all necessation to irrevocably terminate and liquidate
Plan.

Miscellaneous

A. Plan Administrator . The Plan shall be administered by the boardrefcthrs of the Company (“Boarddy e
committee appointed by the Board that shall cordist least three (3), but less than all, membétke Board. |
its sole and absolute discretion, the Board magmfitime to time, change the composition of a corae
appointed by it to administer the Plan or dismisshscommittee and assume sole responsibility famiaidtering
the Plan. The person administering the Plan, agged in this paragraph A of Section XIV, shallfieéerred to
the “Plan Administrator." The Plan Administrator may employ such advisors delégate to other persons s
responsibilities relating to the Plan as it deemxsessary or advisable.

B. Interpretation of Plan . The Plan Administrator shall have the sole ansbhlte discretion to interpret 1
Plan and any agreements entered into in conneitteyewith; and its interpretation shall be finatldnnding on a
persons. In addition, the Plan Administrator mapgpdy such missing terms to the Plan as it deemsorebl)
necessary to carry out its purpose.

C. Relationship of Participant, Plan and Company. Nothing contained in this Plan shall be deemect¢ate
trust relationship between or among a Particip@wetCompany and the Plan.

D. Statements.Statements detailing a participantontributions to the Plan will be provided oneanjy basi
beginning after the first quarter subsequent tdeémgntation of the Plan.

E. Unforeseeable EmergencyThe Plan is intended to help Participanput aside money for th
retirement. However, a distribution may be mada Rarticipant from his DCA if he experiences anddeseeab
Emergency. As used herein, the term “Unforeseedbiergency” mean§) a severe financial hardship resul
from an illness or accident suffered by him, hieus®e, his Designated Beneficiary or his dependentéfined i
Code § 152, but without regard to Code 88 152(bJ)P) and (d)(1)(B))(ii) loss of his property due to casuz
or (iii) other similar extraordinary and unforeseeable anstances arising as a result of events beyondhisad.
Distributions hereunder because of an UnforeseeBbhergency shall be limited to the amount reasm
necessary to satisfy the emergency need (and necaydan amounts necessary to pay any Federal, $batd, o
foreign income taxes or penalties reasonably guatied to result from the distribution). Determinatiof the
amount reasonably necessary to satisfy the emergesed must take into account any additional corsgigor
that is available from the cancellation of the egrant’s deferral election under the Plan because of mpaydu
to an Unforeseeable Emergency. The Plan Adminastisttall have the absolute right and discretiodetermin:
whether or not to make a distribution to a Par#oipbecause of an Unforeseeable Emergency, and its




determination in this regard shall be final anddbong on all parties. Upon a determination by thar
Administrator that a distribution should be made @oParticipant hereunder because of an Unfores
Emergency, the Participastteferral election hereunder shall be cancelled,r@t merely postponed or otherv
delayed, for such period of time as the Plan Adstiator determines is reasonably necessary to ithe
emergency need and any later deferral election lpéllsubject to the provisions governing an initaferra
election under Treas. Reg. 8§ 1.409f%). This paragraph E of Section XIV is intendedcomply with thi
provisions of Treas. Reg. 88 1.409A-3(i)(3) an@{jjviii) and shall be interpreted accordingly.

F. Use of Certain Terms. As required by the conteXt) masculine, feminine and neuter nouns used in the
may be substituted for nouns of another gender(ignaingular and plural nouns and verbs used in the Play
be substituted for nouns or verbs of another numB#rreferences in the Plan to “yeashall be deemed
reference to the calendar year, except for purposparagraph A.3 of Section VII or as otherwisguieed by th
context.

G. Code 8§ 409AThis Plan is intended to comply with, and shalliterpreted and administered in a mau
consistent with, Code 8§ 409A and regulations isgbeceunder.

XV. Matching Contributions .

XVI.

A. General. The Company may elect, in its sole and absoligeretion, to match the amount that a Partici
defers under paragraph A of Section Il for a y@acrediting, within a reasonable number of moratier the en
of such year, the DCA of such Participant with amant equal to the product of the Match Rate tithesamour
so deferred for such year.

B. Match Rate. As used herein, the term “Match Ratekans a percentage between zero percent (0%) 1aa®
percent (3%), as determined and as may be changtte iCompany, in its sole and absolute discrefimm time
to time.

C. Application of Other Provisions . Amounts credited to the DCA of a Participant unplaragraph A of th
Section XV shall be treated as, and subject tgtbeisions of the Plan in the same manner as, ataanedited t
the DCA of a Participant under paragraph A of Sec¥ (including, without limitation, for purpose$ crediting
interest at the Interest Crediting Rate).

Claims Procedure:

A. Claim for Benefits . Each person claiming a benefit under the Plao hds been denied such benefit
file a claim (“Claim”) with the Plan Administrator on a form prescribedthg Plan Administrator. If no such fo
has been so prescribed, a Claim shall be madeitmgvto the Plan Administrator setting forth thasls for th
claim. The person making the Claim shall provide Btan Administrator with such documents, evidede¢a, o
information in support of the Claim as the Plan Adistrator considers reasonably necessary or ddsira




B. Notice of Determination . The Plan Administrator shall provide the claimanth written notice of it
determination of the Claims. If the Claim is deniedher in whole or in part, the written noticealilset forth th
following:

1. The specific reason or reasons for the adwdgsgmination, written in a manner calculated to be
understood by the claimant;

2. Reference to the specific Plan provisions on wiiehdetermination is bas:

3. A description of any additional material orarmhation necessary for the claimant to perfecGlzm and
an explanation of why such material or informati®meeded; and

4. An explanation of the Plan’s claim review pridgees and the time limits applicable to such praces
including a statement of the claimant’s right tongra civil action under ERISA 8502(a) following an
adverse benefit determination on review.

The Plan Administrator’s written notice of its detenation of the Claim shall be provided to theimant within a
reasonable period of time, but not more than ni(@®y days after receipt of the Claim by the Plaimnistrator,
unless special circumstances require an extensitme for processing the Claim, in which case Ritien
Administrator shall provide a written notice of Buextension to the claimant before the expiratibtihe initial
ninety (90) day period. In no event shall such esi@n exceed ninety (90) days from the end of switial period.
So long as the claimant’s request for review isdoem (i.e., prior to the time the Plan Administrapoovides the
claimant with a written notice of its determinatiohthe Claim), the claimant or his or her dulylaarized
representative may review pertinent Plan docum@mis any pertinent related documents) and may subsuies
and comments in writing to the Plan Administrator.

C. Right to Reconsideration. If a claimant has received an adverse determmai its Claim, as describec
Paragraph B of this Section XVI, then within siX60) days after receipt of the written notice ofedmination, th
claimant shall, if he or she desires further revidie a written request for reconsideration withetPlai
Administrator.

D. Reconsideration. After the Plan Administrator has reconsideredinitial decision, pursuant to a writ
request for reconsideration under Paragraph CisfShction XVI, the Plan Administrator shall issaudinal ant
binding decision within sixty (60) days after rautefrom the claimant of the written request foramsideratior
provided, however, that if the Plan Administratarits discretion, determines that special circlanses require
extension of time for processing the Claim, thenFAa@ministrator shall provide a written notice ofch extensio
to the claimant before the expiration of the inigixty (60) day period. In no event shall the esien exceed six
(60) days from the end of such initial period.

10




E. Notice of Determination After Reconsideration. The Plan Administrator shall provide the claimaith
written notice of its determination of the Claimeafreconsideration. If the Claim is once againie@mfter suc
reconsideration, either in whole or in part, théten notice shall set forth the following:

1. The specific reasons for the adverse deterromatritten in a manner calculated to be undetopthe
claimant,

2. Reference to the specific Plan provisions on wiiehdetermination is bas:

3. A statement that the claimant is entitled tenree, upon request and free of charge, reasoaabkss to,

and copies of, all documents, records and othernmdtion relevant to the claimant’s Claim; and

4. A statement of the claimasttight to bring a civil action under ERISA 8502

So long as the claimant’s request for reconsidamas pending, (i.e., prior to the time the Plam#wistrator
provides the claimant with a written notice ofdistermination of the Claim after reconsiderati¢hg, claimant or
his or her duly authorized representative may me\gertinent Plan documents (and any pertinentedlat
documents) and may submit issues and commentsgtingwo the Plan Administrator.

Date: 12/14/2011

By: /s/ CATHLEEN L. DENT
Cathleen L. Dent
Its: Corporate Secretary

11




ATTACHMENT A

COLUMBIA BANKING SYSTEM, INC.
401 PLUS PLAN

DEFERRAL AGREEMENT AND NOTICE
FOR CALENDAR YEAR 2012

The undersigned, a Participant in the Columbia BanSystem, Inc. 401 Plus Plan (“Plantgreby irrevocabl
elects to defer the following Covered Compensdhiorihe calendar year 2012 under the terms anditwonsl of the Plan:

$ per pay period (not to exceed 50% of my 2012 sadagd/not to be less than $5,000 per

% (up to 100%) of my bonus earned for services rexdlan 2012 that is otherwise to be pai
2013

% (up to 100%) of my fees earned for servicedopmed in 2012 as
director of the Company

The Participant agrees to be bound by all termscanditions of the Plan. The Participant acknowésdthat he has be
provided a copy of the Plan. The Participant shaddk advice from his own tax and legal advisorsceming an
provisions of the Plan that he does not undersaéadconcerning the tax and other consequences @lniicipation in th
Plan. Company does not guarantee a particulaegxtrto the Participant from participation in flan.

Capitalized terms not otherwise defined herein taeemeaning given to those terms in the Plan.

IMPORTANT NOTE: YOU MAY NOT CHANGE THE AMOUNT THAT YOU ELECT TO DEFER FOR
CALENDAR YEAR 2012 PURSUANT TO THIS DEFERRAL AGREEM ENT AND NOTICE, EVEN IF YOUR
COMPENSATION CHANGES (FOR EXAMPLE, BECAUSE YOU CHAN GE FROM FULL-TIME
EMPLOYMENT TO PART TIME EMPLOYMENT).

Participant Date

Print Name







ATTACHMENT B

COLUMBIA BANKING SYSTEM, INC.
401 PLUS PLAN

BENEFICIARY DESIGNATION NOTICE

I . PRIMARY DESIGNATED BENEFICIARY

A. Individual (s) as Primary Designated Beneficiar

(Please indicate the percentage for each benefigiar

Name Reslaifion /
Address: (City) (State) (Zir

(Street)

Name Relzifion /
Address: (City) (State) (Zir

(Street)

Name Reslaifion /
Address: (City) (State) (Zig

(Street)

Name Relzifion /
Address: (City) (State) (Zir

(Street)

B. Estate as Primary Designated Beneficial

The primary designated beneficiary is my estate.

C. Trust as Primary Designated Beneficiar

Name of the Trus:

Execution Date of the Trust: / /

Name of the Truste:




II. SECONDARY (CONTINGENT) DESIGNATED BENEFICIA RY

A. Individual (s) as Secondary (Contingent) Designated Berefary

(Please indicate the percentage for each benefigiar

Name Reslaifion /
Address: (City) (State) (Zir

(Street)

Name Reslaifion /
Address: (City) (State) (Zir

(Street)

Name Relzifion /
Address: (City) (State) (Zig

(Street)

Name Rslaifion /
Address: (City) (State) (Zir

(Street)

B. Estate as Secondary (Contingent) Designated Benefici:

The secondary (contingent) designated beneficiary is tayees

C. Trust as Secondary (Contingent) Desighated Beneficia

Name of the Trus:

Execution Date of the Trust: / /

Name of the Truste: il

All sums payable under this Beneficiary Designatigrreason of my death shall be paid to the Prinmeyignated Beneficiary(ies) if he survi
me, and if he does not survive me, then such simal$ Ise paid to the Secondary (Contingent) Desgpgh&eneficiary(ies) who survive me, to
shared among them based on the relative percenshges opposite their names. Notwithstanding theéaiately preceding sentence, if thel
more than one Primary Designated Beneficiary arel@mmore of them survive me, then the share dfi sums that would otherwise be paid
Primary Designated Beneficiary who does not survieshall instead be paid in to the Primary Dedeph&eneficiary(ies) who do survive r
and not to the Secondary (Contingent) Designatetefgary(ies), to be shared among the Primary @rested Beneficiary(ies) who survive
based on the relative percentages shown oppositertames.

This Beneficiary Designation is valid until the Beipant notifies the Company in writing of a chang




Participant Date




ATTACHMENT C

COLUMBIA BANKING SYSTEM, INC.
401 PLUS PLAN

DISTRIBUTION ELECTION NOTICE

A PARTICIPANT MUST SUBMIT A DISTRIBUTION ELECTION NDTICE WHEN HE FIRST BECOMES
PARTICIPANT IN THE PLAN, AND DOES NOT NEED TO RESUBIT A NEW DISTRIBUTION ELECTION
NOTICE UNLESS HE WISHES TO CHANGE A PRIOR DISTRIBWN ELECTION.

This is an:

é_,—l Initial distribution election (Check this box if ydhave never filed a prior Distribution Election tide)

é‘,—| Change in my distribution election (Check this lifopou filed a prior Distribution Election Notic

Pursuant to the provisions of the Columbia Bankygtem, Inc. 401 Plus Plan, | hereby elect to lzayeamount
credited to my Deferred Compensation Account distad to me as designated below:

i Single lump sum within ninety (90) days followirtgettermination of n
employment.

i In equal monthly installments paid over rhenfinsert number of months, not to exc
120).

This distribution election applies to both priodauture deferrals of compensation by me, andltotaker amount
credited to my Deferred Compensation Account.

| understand that | cannot change my distributi@cteon under the Plan unless all of the followsanditions ar
satisfied:

(i) The change shall not take effect until at leastwev¢12) months after the date on which the chas
made;




(i) All payments affected by the change must be deldioe a period of not less than five (5) years f
the date such payments would otherwise have beee foa in the case of an installment payment
(5) years from the date the first amount was scleeldo be paid); and

(i) In the case of a payment at a specified time osyant to a fixed schedule, the change cannot be
less than twelve (12) months prior to the dateneffirst scheduled payment.

Subject to the foregoing, the last dated DistritrutiElection Notice shall supersede all prior Disition Electiol
Notices.

Participant Date

Print Name



EXHIBIT 10.15

COLUMBIA STATE BANK
CHANGE IN CONTROL AGREEMENT

THIS CHANGE IN CONTROL AGREEMENT (“Agreement”) isade and entered into effective this 4th day of
December 2011, by and between COLUMBIA STATE BANK\ashington banking corporation (the “Bank”) anehK
L. Roberts (“Employee”).

Recitals

A. The Bank currently receives the exclusivevisess of Employee as its employee, and Employeeetetha
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 obtaigiEmployees services in the event of a potential Change inti©b(as
defined below) of Columbia Banking System, Inc. B®l”), the parent holding company of the Bank, that ma
detrimental to the Employee; and (iii) to allow ABS maximize the benefits obtainable by its shaléérs from an
Change in Control.

In consideration of the mutual promises, covenaagseements and undertakings contained in thisekgeat, th
parties hereby contract and agree as follc

Agreement

1. Term. The term of this Agreement (“Term$hall commence as of the date first above writtesh shal
end on the earlier of the termination of Emplogeefployment in a manner that does not constitdtermination Ever
or on the fifth anniversary of the date first abowéten, unless extended in writing by the parties

2. Severance Benefit . In the case of a Termination Event, as define8antion 4, (i) the Bank shall pay
Employee all salary and benefits earned througheffective date of Employeg’termination and a severance be
(“Severance Benefit”) in an amount equal to twoetstthe amount of Employee’s thearrent annual base salary,
(i) vesting of all stock options and lapse of r@strictions with respect to restricted stock awastall occur. Payment
the Severance Benefit shall begin, and vestinglaoske of restrictions described in the precedimgesee shall occur,
in the case of a Termination Event described iag@aph 4.1, upon the effective date of terminatand (i) in the case
a Termination Event described in paragraph 4.2nupe effective date of the Change in Control whgcthen pending (i
announced within sixty days of the date when theglBgees employment terminated). The Severance Beneflt bb
paid over a two year period in equal monthly paytsevithout interest on the last day of each mobh#ginning with th
month in which the Termination Event describedanggraphs 4.1 or 4.2, as the case may be, occurs.

3. Other Compensation and Terms of Employment . Except with respect to the Severance Paymers
Agreement shall have no effect on the determinatfoany compensation payable by the Bank to thel&yeg, or upo
any of the other terms of Employee’s employmenhtie Bank.




4. Termination Events. A Termination Event shall be deemed to occur upma, only upon, one or mc
of the following:

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

4.2 Termination of Employes’ employment by the Bank without Cause prior tohar@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 date leé Change in Contr
occurs within eighteen (18) months of Employeetaiaation.

5. Restrictive Covenant .

5.1 Non-competition . Employee agrees that, during Emplogeeimployment with the Bank or any of
affiliates, and for a period of two years after coemcement of the payment to Employee of the Sever&enefil
Employee will not directly or indirectly become@nésted in, as a “foundemtganizer, principal shareholder, directol
officer, any financial institution, now existing organized hereafter, that competes or will competie CBSI, the Ban
or any of their affiliates (together the “Companyif)cluding any successor, within any county in whible Compan
does business; providédat Employees covenant not to compete shall terminate in tle@eEmployee waives the rig
to payment of any balance of the Severance Betiedit payable; and provided furthethat Employee shall not
deemed a “principal shareholder” unless (i) Emp&dyénvestment in such an institution exceeds 2%hefinstitutions
outstanding voting securities or (i) Employee aivge in the organization, management or affairsuath institution. Tt
provisions restricting competition by Employee niseywaived by action of the Board. Employee recoggiand agre
that any breach of this covenant by Employee vailise immediate and irreparable injury to the Compand Employe
hereby authorizes recourse by the Bank or CBShjimnction and/or specific performance, as well @sther legal ¢
equitable remedies to which either may be entitled.

5.2 Non-interference . During the norcompetition period described in Section 5.1, Emetghall nc
(a) solicit or attempt to solicit any other empleyef 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) soticiattempt t
solicit any customer of the Company to cease dougjness with the Company or to otherwise divechstustomeg
business from the Company, or (c) solicit or attemopsolicit any supplier, licensee, or other besm relations of t
Company to cease doing business with the Company.

5.3 Confidentiality . Employee shall keep all terms of this Agreemamtjuding the existence of tt
Agreement and the amount of the Severance Beggfitly confidential. Employee shall keep this Agment in a priva
location and shall use his or her best effortsrewg@nt this Agreement from being seen by otherduding co-workers.

5.4 Interpretation . If a court or any other administrative body wjhisdiction over a dispute related
this Agreement should determine that the restectiv




covenant set forth in Section 5.1 above is unresslgnbroad, the parties hereby authorize and disaad court ¢
administrative body to narrow the same so as toenitakeasonable, given all relevant circumstanaes, to enforce tf
same. The covenants in this paragraph shall suteiveination of this Agreement.

0. Definitions.

6.1. Cause. “Cause’shall mean only (i) willful misfeasance or grosgligence in the performance
Employees duties, (ii) conduct demonstrably and signifisaharmful to the Bank (which would include willfuiolation
of any final cease and desist order applicablaed®ank), or (iii) conviction of a felony.

6.2. Changein Control . “Change in Control’shall mean the occurrence of one or more of tHeviahg
events:

6.2.1. A person, or more than one person acting as a gemguires ownership of stock in
Company that, together with stock held by such@em group, constitutes more than fifty perce®) of the total fa
market value or total voting power of the stockied Company;

6.2.2. A majority of the members of the Company’s boardlioéctors is replaced during any 12-
month period by directors whose appointment orteleds not endorsed by a majority of the membdrhe Companyg
board of directors before the date of the appointroe election; or

6.2.3. 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 persons) assets frenrCompan
that have a total gross fair market value equak tmore than fifty percent (50%) of the total gréesis market value of ¢
of the assets of the Company immediately beforé sgquisition or acquisitions.

This definition of “Change in Control% intended to comply with, and shall be interpdatea manner consistent with,
requirements of Section 409A of the U.S. Internal&ue Code of 1986, as amended, as U.S. Treaguiation issue
thereunder.

6.3. Good Reason . “Good Reason” shall mean (i) any reduction of Eyee’s salary or any reduction
elimination of any other compensation or benefanplwhich reduction or elimination is not of gereapplication tc
substantially all employees of the Bank or such legges of any successor entity or of any entitgantrol of the Banl
(i) any changes in Employee’s authority or dusedbstantially inconsistent with Employsdhen office position; or (i
any transfer to a location more than thirty milesrf Employee’s then office location.

6.4 Termination of Employment. “Termination,” when used in reference to termination of employnp
shall mean “separation from servicas defined in Section 409A of the U.S. Internal &wmie Code of 1986, as amen
as U.S. Treasury regulation issued thereunder.




7. Specified Employee - Delay in Payments . If Executive is a “specified employedfien amounts payal
to him under this Agreement on account of a “seardrom servicethat could cause him to be subject to the ¢
income inclusion, interest and additional tax psawmis of U.S. Internal Revenue Code § 409A(a)(&)l stot be paid uni
after the end of the sixth calendar month beginmifigr such separation from service (the “SuspenBiexiod”). Within
fourteen (14) calendar days after the end of thep&usion Period, the Company shall make a lump gayment t
Executive in cash in an amount equal to the surllgbayments delayed because of the preceding reent&hereafte
Executive shall receive any remaining payments utiude Agreement as if the immediately precedingvions of thi:
Paragraph 8 were not a part of the Agreement. kogpogses of this Agreement, the terms “specified leyge” anc
“separation from servicesShall have the meanings given to those terms in WiSrnal Revenue Code § 409A and
Treasury regulations issued thereunder.”

8. Miscellaneous .

8.1 Integration; Amendment. This Agreement contains the entire agreement betwee parties wit
respect to the subject matter, and is subject tdiflnation or amendment only upon amendment iningisigned by bot
parties.

8.2 Binding Effect. This Agreement shall bind and inure to the berwdfihe heirs, legal representati
successors, and assign of the parties.

8.3 Severance. If any provision of this Agreement is invalid orhetwise unenforceable, all otl
provisions shall remain unaffected and shall berefable to the fullest extent permitted by |

8.4 Governing Law; Venue. This Agreement is made with reference to and snidéd to be construec
accordance with the laws of the State of Washingtemue for any action arising out of or concernihig Agreemer
shall lie in Pierce County, Washington. In the d@veha dispute under this Agreement, the disputed| $e arbitrate
pursuant to the Superior Court Mandatory ArbitnatRules “MAR”) adopted by the Washington State Supreme (
irrespective of the amount in controversy. This égment shall be deemed as stipulation to thattgfi@suant to MAI
1.2 and 8.1. The arbitrator, in his or her disoretmay award attorney’s fees to the prevailingypar parties.

8.5 Notices. Any notice required to be given under this Agreetmeneither party shall be given
personal service or by depositing a copy theretiiegnUnited States registered or certified maistpge prepaid, addres:
to the following address or such other addressldreasee shall designate in writing:

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

Employee: Kent L. Roberts
5619 68"Ave Ct W
University Place, WA 984¢
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IN WITNESS WHEREOF, the parties have executedAlgieement 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/ KENT L. ROBERTS
Kent L. Roberts
Executive Vice President




EXHIBIT 21
SUBSIDIARIES OF THE COMPANY

Name of Subsidiary State of Incorporation Ownership

Columbia State Bank Washington 100%



EXHIBIT 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference iniRegjion Statement Nos. 333-166401, 333-16601Fam S-3 and Nos. 33-95766, 333-
160371, 333-160370, 333-100420, 333-120131, 332925333-135439, 333-144811, and 333-145207 on F8nof our reports dated Februi
29, 2012, relating to the consolidated financiatesnents of Columbia Banking System, Inc., anceffectiveness of Columbia Banking System,

Inc.’s internal control over financial reportingypeearing in this Annual Report on Form 10-K of Gohia Banking System, Inc., for the year
ended December 31, 2011.

s/ Deloitte & Touche LLP

Seattle, Washington

February 29, 2012



EXHIBIT 24
POWER OF ATTORNEY

The director of Columbia Banking System, Inc. (t@empany”), whose signature appears below, herglppiats Melanie J. Dressel and
William T. Weyerhaeuser, or either of them, ashes/attorney to sign, in his/her name and behalfiarany and all capacities stated below, the
Company's Form 10-K Annual Report pursuant to $acti3 of the Securities Exchange Act of 1934, #mllise to sign any and all amendments
and other documents relating thereto as shall bessary, such person hereby granting to each $tachey power to act with or without the other
and full power of substitution and revocation, &edeby ratifying all that any such attorney orsidstitute may do by virtue hereof.

This Power of Attorney has been signed by the ¥alg persons in the capacity indicated, on the 22mgof February, 2012.

Signature Title

/s/ WILLIAM WEYERHAEUSER Chairman
William Weyerhaeuser

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

/s/ JOHN P. FOLSOM Director
John P. Folsom

/sl FRED M. GOLDBERG Director
Frederick M. Goldberg

/sl THOMAS M. HULBERT Director
Thomas M. Hulbert

/s MICHELLE M. LANTOW Director
Michelle M. Lantow

/sl THOMAS L. MATSON Director
Thomas L. Matson

/s/ S. MAE NUMATA Director
S. Mae Numata

/s/ DANIEL C. REGIS Director
Daniel C. Regis
/sl DONALD RODMAN Director

Donald Rodman

/s/ JAMES M. WILL Director
James M. Will




EXHIBIT 31.1
CERTIFICATION

I, Melanie J. Dressel, certify that:

1.

2.

I have reviewed this annual report on FornKl@F Columbia Banking System, In

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

Based on my knowledge, the financial statememtg other financial information included in théport, fairly present in all material
respects the financial condition, results of operst and cash flows of the registrant as of, amdtfe 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¢)) and internal control over financial repagtifas defined in Exchange Act Ru
13a-15(f) and 15d-15(f)) for the registrant andédiav

(a) Designed such disclosure controls and proesgar caused such disclosure controls and proesdotbe designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidh&ubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregah

(b) Designed such internal control over financial reéjpgr, or caused such internal control over finah@gaorting to be designed unc
our supervision, to provide reasonable assurargading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registgdisclosure controls and procedures and preséntbé report our conclusions about
the effectiveness of the disclosure controls amdgualures, as of the end of the period coveredibyeport 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 registrant’s fodiigbal quarter in the case of an annual repo#d) ttas materially affected, or is
reasonably likely to materially affect, the regastt’s internal control over financial reporting;dan

The registrant’s other certifying officer anddve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theittemmmittee of the registrant’s board of direct(ms persons performing the equivalent
functions):

(&) All significant deficiencies and material waakses in the design or operation of internal obotrer financial reporting which are
reasonably likely to adversely affect the registsability to record, process, summarize and refinancial information; and

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

/sl MELANIE J. DRESSEL

Melanie J. Dressel
President and Chief Executive Officer

Date: February 29, 2012



EXHIBIT 31.2
CERTIFICATION

I, Gary R. Schminkey, certify that:
1. | have reviewed this annual report on FornKloF Columbia Banking System, In

2. Based on my knowledge, this report does notaderany untrue statement of a material fact ortamstate a material fact necessary to
make the statements made, in light of the circuntgts under which such statements were made, nigtadisg with respect to the peri

covered by this report;

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

4. 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 reportireg @defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andédiav

(a) Designed such disclosure controls and proesgar caused such disclosure controls and proesdotbe designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidh&ubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregah

(b) Designed such internal control over financial reéjpgr;, or caused such internal control over finah@gaorting to be designed unc
our supervision, to provide reasonable assurargading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registgdisclosure controls and procedures and preséntbé report our conclusions about
the effectiveness of the disclosure controls amdgualures, as of the end of the period coveredibyeport 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 registrant’s fodiigbal quarter in the case of an annual repo#d) ttas materially affected, or is
reasonably likely to materially affect, the regastt’s internal control over financial reporting;dan

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitatcmmmittee of the registrant’s board of direct(ws persons performing the equivalent
functions):

(&) All significant deficiencies and material waakses in the design or operation of internal obotrer financial reporting which are
reasonably likely to adversely affect the registsability to record, process, summarize and refinancial information; and

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

/sl GARY R. SCHMINKEY

Gary R. Schminkey
Executive Vice President and
Chief Financial Officer

Date: February 29, 2012



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 Annual Report of ColumbianBigg System, Inc. (the “Company”) on Form 10-K fbe period ended December 31, 2011
as filed with the Securities and Exchange Commissiothe date hereof (the “Report”), we, MelaniBressel, President and Chief Executive
Officer, and Gary R. Schminkey, Executive Vice Rtest and Chief Financial Officer, certify, purstiém 18 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 Exchangeoh 1934; an

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

/sl MELANIE J. DRESSEL

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

/sl GARY R. SCHMINKEY

Gary R. Schminkey
Executive Vice President and
Chief Financial Officer
Columbia Banking System, Inc.

Dated: February 29, 2012



