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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the quarterly period ended June 30, 2013.
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from to

Commission File Number 0-20288

COLUMBIA BANKING SYSTEM, INC.
(Exact name of issuer as specified in its charter)

Washington 91-1422237
(State or other jurisdiction of (IR.S. Employer
incorporation or organization) Identification Number)

1301 “A” Street

Tacoma, Washington

(Address of principal executive offices) (Zip Code)

(253) 305-1900

(Issuer’s telephone number, including area code)

(Former name, former address and former fiscal year, if changed since last report)

98402-2156

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes y No ~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes y No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “‘smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer y Accelerated filer

Non-accelerated filer " Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © Noy

The number of shares of common stock outstanding at July 31, 2013 was 51,259,911.
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PART I - FINANCIAL INFORMATION
Item 1. FINANCIAL STATEMENTS
CONSOLIDATED BALANCE SHEETS
Columbia Banking System, Inc.
(Unaudited)

ASSETS

Cash and due from banks
Interest-earning deposits with banks
Total cash and cash equivalents

Securities available for sale at fair value (amortized cost of $1,519,951 and

$969,359, respectively)
Federal Home Loan Bank stock at cost
Loans held for sale

Loans, excluding covered loans, net of unearned income of ($86,062) and ($7,767),

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

Covered loans, net of allowance for loan losses of ($26,135) and ($30,056),

respectively

Total loans, net

FDIC loss-sharing asset
Interest receivable

Premises and equipment, net

Other real estate owned ($12,854 and $16,311 covered by FDIC loss-share,

respectively)

Goodwill

Other intangible assets, net

Other assets

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY
Deposits:

Noninterest-bearing

Interest-bearing

Total deposits

Federal Home Loan Bank advances

Securities sold under agreements to repurchase
Other liabilities

Total liabilities

Commitments and contingent liabilities
Shareholders’ equity:

June 30,
2013
Preferred stock (no par value)
Authorized shares 2,000

Issued and outstanding 9
Common stock (no par value)

December 31,
2012

June 30,

2013

(in thousands)
$154,407
38,302
192,709

1,507,900

33,139
2,150

4,181,018

51,698
4,129,320

338,661

4,467,981
67,374
23,118
158,776

37,193

346,373
29,170
204,582
$7,070,465

$1,961,244
3,786,617
5,747,861
179,680
25,000
87,250
6,039,791

2,217

December 31,
2012

$124,573
389,353
513,926

1,001,665

21,819
2,563

2,525,710

52,244
2,473,466

391,337

2,864,803
96,354
14,268
118,708

26,987

115,554
15,721
113,967
$4,906,335

$1,321,171
2,720,914
4,042,085
6,644
25,000
68,598
4,142,327
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Authorized shares 63,033 63,033
Issued and outstanding 51,237 39,686
Retained earnings

Accumulated other comprehensive income (loss)

Total shareholders’ equity

Total liabilities and shareholders’ equity

See accompanying Notes to unaudited Consolidated Financial Statements.

1

857,615
180,052
(9,210
1,030,674
$7,070,465

)

581,471
162,388
20,149
764,008
$4,906,335
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CONSOLIDATED STATEMENTS OF INCOME
Columbia Banking System, Inc.
(Unaudited)

Interest Income

Loans

Taxable securities

Tax-exempt securities

Federal funds sold and deposits in banks
Total interest income

Interest Expense

Deposits

Federal Home Loan Bank advances

Prepayment charge on Federal Home Loan Bank advances

Other borrowings

Total interest expense

Net Interest Income

Provision for loan and lease losses

Provision (recapture) for losses on covered loans

Net interest income after provision (recapture) for loan and lease

losses

Noninterest Income

Service charges and other fees
Merchant services fees

Investment securities gains, net

Bank owned life insurance

Change in FDIC loss-sharing asset
Other

Total noninterest income

Noninterest Expense

Compensation and employee benefits
Occupancy

Merchant processing

Advertising and promotion

Data processing and communications
Legal and professional fees

Taxes, licenses and fees

Regulatory premiums

Net cost (benefit) of operation of other real estate owned
Amortization of intangibles

FDIC clawback liability expense (recovery)
Other

Total noninterest expense

Income before income taxes

Income tax provision

Net Income

Three Months Ended
June 30,
2013 2012

Six Months Ended
June 30,
2013 2012

(in thousands except per share amounts)

$74,837
4,890
2,508
33
82,268

1,054

(699 )
1,548

376

2,279
79,989
2,000
1,712 )

79,701

13,560
2,013

92

1,008
(13,137 )
3,272

6,808

35,657
7,543
852
1,160
3,638
5,504
1,204
1,177
(2,828 )
1,693
199
8,705
64,504
22,005
7,414
$14,591

$54,498
4,951
2,495
170
62,114

1,561
734
118
2,413
59,701
3,750
11,688

44,263

7,436
2,095
719
(168
1,746
11,828

20,966
5,091
930
1,119
2,551
1,829
1,115
925
(377
1,119
(208
4,765
39,825
16,266
4,367
$11,899

$122,865
9,124
4,806
234
137,029

2,143

(628 )
1,548

495

3,558
133,471
1,000

(732 )

133,203

21,154
3,864

462

1,706
(23,620 )
4,900

8,466

57,310
12,296
1,709
2,030
6,218
7,554
2,591
2,034
(5,329 )
2,722
430
12,988
102,553
39,116
12,349
$26,767

$116,275
10,196
5,020
335
131,826

3,340
1,484
238
5,062
126,764
8,250
27,373

91,141

14,613
4,113
62
1,430
(1,836
3,020
21,402

42,961
10,424
1,803
2,001
4,764
3,438
2,470
1,785
533
2,269
(234
11,963
84,177
28,366
7,565
$20,801

)
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Earnings per common share

Basic $0.28
Diluted $0.28
Dividends paid per common share $0.10
Weighted average number of common shares outstanding 50,788

Weighted average number of diluted common shares outstanding 52,125

See accompanying Notes to unaudited Consolidated Financial Statements.

2

$0.30
$0.30
$0.22
39,260
39,308

$0.59
$0.58
$0.20
45,099
45,758

$0.52
$0.52
$0.59
39,228
39,306
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
Columbia Banking System, Inc.

(Unaudited)
Three Months Ended
June 30,
2013 2012
(in thousands)
Net income as reported $14,591 $11,899

Unrealized gain (loss) from securities:

Net unrealized holding gain (loss) from available for sale securities arising during the
period, net of tax of $14,116 and ($840)

Reclassification adjustment of net gain from sale of available for sale securities
included in income, net of tax of $33 and $0

Net unrealized gain (loss) from securities, net of reclassification adjustment (25,989 ) 2,370
Pension plan liability adjustment:

Amortization of unrecognized net actuarial loss included in net periodic pension cost,

(25,930 ) 2,370

(59 ) —

net of tax of ($32) and ($17) 60 3
Pension plan liability adjustment, net 60 3
Total comprehensive income (loss) $(11,338 ) $14,272
Six Months Ended
June 30,
2013 2012
(in thousands)
Net income as reported $26,767 $20,801

Unrealized gain (loss) from securities:

Net unrealized holding gain (loss) from available for sale securities arising during the
period, net of tax of ($15,473) and $87

Reclassification adjustment of net gain from sale of available for sale securities
included in income, net of tax of $163 and $23

Net unrealized gain (loss) from securities, net of reclassification adjustment (28,722 ) 686
Pension plan liability adjustment:

Net unrealized loss from unfunded defined benefit plan liability arising during the

(28,423 ) 725

(299 ) (39

period, net of tax of $412 and $0 (756 ) —
Amortization of unrecognized net actuarial loss included in net periodic pension cost, 119 16

net of tax of ($65) and ($24)

Pension plan liability adjustment, net (637 ) 16
Total comprehensive income (loss) $(2,592 ) $21,503

See accompanying Notes to unaudited Consolidated Financial Statements.




Edgar Filing: COLUMBIA BANKING SYSTEM INC - Form 10-Q

Table of Contents

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

Columbia Banking System, Inc.

(Unaudited)

Balance at January 1, 2012
Net income

Other comprehensive income
Issuance of common stock -
stock option and other plans
Issuance of common stock -
restricted stock awards, net of
canceled awards

Cash dividends paid on
common stock

Balance at June 30, 2012
Balance at January 1, 2013
Net income

Other comprehensive loss
Issuance of preferred stock,
common stock and warrants
Activity in deferred
compensation plan

Issuance of common stock -
stock option and other plans
Issuance of common stock -
restricted stock awards, net of
canceled awards

Purchase and retirement of
common stock

Preferred dividends

Cash dividends paid on
common stock

Balance at June 30, 2013

Preferred Stock

Number of,

Shares Amount
(in thousands)

— $—

— $—

— $—

9 2,217

9

Common Stock

Number of

Shares

39,506

19

130

39,655
39,686

11,380

43

144

(16

$2,217 51,237

Amount

$579,136

314

908

$580,358
$581,471

273,964
517

774

1,280

(391 )

$857,615

See accompanying Notes to unaudited Consolidated Financial Statements.

4

Retained
Earnings

$155,069
20,801

(23,351 )

$152,519
$162,388
26,767

10 )
9,093 )
$180,052

Accumulated

Total
Other . Shareholders’
Comprehensive Eauit
Income (Loss) quity
$ 25,133 $759,338
— 20,801
702 702
— 314
— 908
— (23,351 )
$ 25,835 $758,712
$ 20,149 $764,008
— 26,767
(29,359 (29,359 )
— 276,181
— 517
— 774
— 1,280
— (391 )
— (10 )
— (9,093 )
$ (9,210 ) $1,030,674
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CONSOLIDATED STATEMENTS OF CASH FLOWS
Columbia Banking System, Inc.
(Unaudited)

Cash Flows From Operating Activities
Net Income

Adjustments to reconcile net income to net cash provided by operating activities
Provision for loan and lease losses on noncovered and covered loans

Stock-based compensation expense

Depreciation, amortization and accretion
Investment securities gain, net

Net realized gain on sale of other assets

Net realized gain on sale of other real estate owned
Write-down on other real estate owned

Net change in:

Loans held for sale

Interest receivable

Interest payable

Other assets

Other liabilities

Net cash provided by operating activities

Cash Flows From Investing Activities

Loans originated and acquired, net of principal collected
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 securities available for sale
Sales of other assets

Sales of covered other real estate owned

Sales of other real estate and other personal property owned
Capital improvements on other real estate properties
Acquisition of intangible assets

Net cash paid in acquisition

Other investing activities

Net cash (used in) provided by investing activities
Cash Flows From Financing Activities

Net increase (decrease) in deposits

Proceeds from:

Federal Home Loan Bank advances

Federal Reserve Bank borrowings

Exercise of stock options

Payments for:

Repayment of Federal Home Loan Bank advances
Repayment of Federal Reserve Bank borrowings

Six Months Ended June 30,
2013 2012
(in thousands)

$26,767 $20,801
268 35,623
1,280 908
22,527 30,478
(462 ) (62
(73 ) (41
(6,291 ) (6,277
664 5,812
413 60
(8,850 ) (273
(12 ) (275
6,285 (7,424
(12,662 ) (4,945
29,854 74,385

(194,322 ) (63,362

(162,018 ) (87,346

(8,071 ) (11,630
6,387 34,313
166,881 3,845
167,736 108,517
806 9
13,814 18,381
6,076 11,899
— (11
(913 ) —
(154,170 ) —
(1,026 ) —
(158,820 ) 14,615

(177,631 ) 15,288

756,100 —
50 —
774 314

(711,000 ) (5,727
(50 ) —

10
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Common stock dividends

Preferred stock dividends

Repayment of long-term subordinated debt
Purchase and retirement of common stock

Net cash 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 and financing activities
Assets acquired in business combinations
Liabilities assumed in business combinations
Loans transferred to other real estate owned
Share-based consideration issued for acquisitions

See accompanying Notes to unaudited Consolidated Financial Statements.

5

(9,093
(10
(51,000
(391
(192,251
(321,217
513,926
$192,709

$2,155
$9,589

$2,523,842
$2,093,491
$9,307
$276,181

— N N N N N

(23,351

(13,476
75,524
294,289
$369,813

$11,789
$—

11
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NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

Columbia Banking System, Inc.

1.Basis of Presentation and Significant Accounting Policies

Basis of Presentation

The interim unaudited consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America for interim financial information and with instructions to Form
10-Q and Article 10 of Regulation S-X. The consolidated financial statements include the accounts of the Company,
and its wholly owned banking subsidiary Columbia Bank (the “Bank”), and West Coast Trust. All intercompany
transactions and accounts have been eliminated in consolidation. In the opinion of management, all adjustments
(consisting only of normal recurring adjustments) considered necessary for a fair statement of the results for the
interim periods presented have been included. The results of operations for the six months ended June 30, 2013 are not
necessarily indicative of results to be anticipated for the year ending December 31, 2013. The accompanying interim
unaudited consolidated financial statements should be read in conjunction with the financial statements and related
notes contained in the Company’s 2012 Annual Report on Form 10-K.

Significant Accounting Policies

The significant accounting policies used in preparation of our consolidated financial statements are disclosed in our
2012 Annual Report on Form 10-K. There have not been any changes in our significant accounting policies compared
to those contained in our 2012 Form 10-K disclosure for the year ended December 31, 2012, except for the adoption
of ASU 2012-06 as noted below.

2. Accounting Pronouncements Recently Issued

In July 2013, the Financial Accounting Standards Board ("FASB") issued Accounting Standard Update ("ASU") No.
2013-11, Presentation of an Unrecognized Tax Benefit When a Net Operating Loss Carryforward, a Similar Tax Loss,
or a Tax Credit Carryforward Exists. The Update clarifies when it is appropriate for an unrecognized tax benefit, or a
portion of an unrecognized tax benefit, to be presented in the financial statements as a reduction to a deferred tax asset
for a net operating loss carryforward, a similar tax loss, or a tax credit carryforward. ASU 2013-11 is effective for
interim and annual periods beginning after December 15, 2013. Early adoption is permitted. The amendments should
be applied prospectively to all unrecognized tax benefits that exist at the effective date, however, retrospective
application is also permitted. Adoption of the new guidance is not expected to have a significant impact on the
Company's consolidated financial statements.

In February 2013, the FASB issued ASU No. 2013-02, Reporting of Amounts Reclassified Out of Accumulated Other
Comprehensive Income. The Update requires an entity to provide information about the amounts reclassified out of
accumulated other comprehensive income by component and to present either on the face of the statement where net
income is presented, or in the notes, significant amounts reclassified out of accumulated other comprehensive income
by the respective line items of net income, but only if the amount reclassified is required to be reclassified to net
income in its entirety in the same reporting period. The amendments are effective for annual and interim reporting
periods beginning on or after December 15, 2012. The Company adopted the ASU 2013-02 reporting requirements
during the interim reporting period beginning on January 1, 2013 with no impact to the Company's financial condition
or results of operations. See Note 12 to the Consolidated Financial Statements of this report for new disclosures
related to accumulated other comprehensive income.

In October 2012, the FASB issued ASU 2012-06, Subsequent Accounting for an Indemnification Asset Recognized at
the Acquisition Date as a Result of a Government-Assisted Acquisition of a Financial Institution. ASU 2012-06
clarifies that when a reporting entity recognizes an indemnification asset as a result of a government-assisted
acquisition of a financial institution and there is a subsequent change in the amount of cash flows expected to be
collected on the indemnified asset, the reporting entity should subsequently measure the indemnification asset on the
same basis as the underlying loans by taking into account the contractual limitations of the Loss-Sharing Agreement
("LSA"). For amortization of changes in value, the reporting entity should use the term of the indemnification
agreement if it is shorter than the term of the acquired loans. ASU 2012-06 is effective for interim and annual periods
beginning after December 15, 2012. The Company adopted the ASU as of January 1, 2013. As a result of the adoption
of the ASU, an additional $5.7 million of indemnification asset amortization was recorded during the six months

12
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ending June 30, 2013, resulting in a reduction of $3.7 million in net income and $0.08 in earnings per share.

6
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3.Business Combinations
West Coast Bancorp
On April 1, 2013, the Company completed its acquisition of West Coast Bancorp ("West Coast"). The Company
acquired 100% of the voting equity interests of West Coast. The primary reason for the acquisition was to expand the
Company's geographic footprint consistent with its ongoing growth strategy.
The assets acquired and liabilities assumed have been accounted for under the acquisition method of accounting
(formerly the purchase method). The assets and liabilities, both tangible and intangible, were recorded at their
estimated fair values as of the April 1, 2013 acquisition date. Initial accounting for deferred taxes, the mortgage
repurchase liability and payment system intangible were incomplete as of June 30, 2013. The amounts currently
recognized in the financial statements have been determined provisionally as the completion of a fair value analysis
for these items is still in progress.
The application of the acquisition method of accounting resulted in the recognition of goodwill of $230.8 million and
a core deposit intangible of $15.3 million, or 0.89% of core deposits. The goodwill represents the excess purchase
price over the estimated fair value of the net assets acquired. The goodwill is not deductible for income tax purposes.
The table below summarizes the amounts recognized as of the acquisition date for each major class of assets acquired
and liabilities assumed:
April 1, 2013
(in thousands)

Purchase price as of April 1, 2013 $540,791
Recognized amounts of identifiable assets acquired and (liabilities assumed), at fair value:

Cash and cash equivalents $110,440
Investment securities 730,842
Federal Home Loan Bank stock 11,824
Acquired loans 1,407,798
Premises and equipment 35,884

Other real estate owned 14,708

Core deposit intangible 15,257

Other assets 76,710
Deposits (1,883,407 )
Federal Home Loan Bank advances (128,885 )
Junior subordinated debentures (51,000 )
Other liabilities (30,199 )
Total fair value of identifiable net assets 309,972
Goodwill $230,819

See Note 9, Goodwill and other intangible assets, for further discussion of the accounting for goodwill and other
intangible assets.

The operating results of the Company include the operating results produced by the acquired assets and assumed
liabilities for the period April 1, 2013 to June 30, 2013. Disclosure of the amount of West Coast's revenue and net
income (excluding integration costs) included in Columbia's consolidated income statement is impracticable due to the
integration of the operations and accounting for this acquisition.

The following table presents certain unaudited pro forma information for illustrative purposes only, for the six month
periods ended June 30, 2013 and 2012 as if West Coast had been acquired on January 1, 2012. The unaudited
estimated pro forma information combines the historical results of West Coast with the Company's consolidated
historical results and includes certain adjustments reflecting the estimated impact of certain fair value adjustments for
the respective periods. The pro forma information is not indicative of what would have occurred had the acquisition
occurred on January 1, 2012. In particular, no adjustments have been made to eliminate the impact of
other-than-temporary impairment losses and losses recognized on the

14
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sale of securities that may not have been necessary had the investments securities been recorded at fair value as of
January 1, 2012. The unaudited pro forma information does not consider any changes to the provision for credit losses
resulting from recording loan assets at fair value. Additionally, Columbia expects to achieve further operating cost
savings and other business synergies, including revenue growth, as a result of the acquisition which are not reflected
in the pro forma amounts that follow. As a result, actual amounts will differ from the unaudited pro forma information
presented.

Unaudited Pro Forma

Six Months Ended June 30,

2013 2012

(in thousands)
Total revenues (net interest income plus noninterest income) $177,970 $217,964
Net income $43,256 $36,809
Earnings per share - basic $0.85 $0.71
Earnings per share - diluted $0.83 $0.71

In connection with the West Coast acquisition, Columbia recognized $10.0 million of acquisition-related expenses for
the six month period ended June 30, 2013. The acquisition-related expenses were excluded from the table above.
4.Securities

The following table summarizes the amortized cost, gross unrealized gains and losses and the resulting fair value of
securities available for sale:

Amortized Gross Gross
Unrealized Unrealized Fair Value
Cost .
Gains Losses

(in thousands)
June 30, 2013
U.S. government agency and
government-sponsored enterprise mortgage-backed $815,604 $10,798 $(18,127 ) $808,275
securities and collateralized mortgage obligations
State and municipal securities 338,554 10,885 (5,618 ) 343,821
U.S. government agency and g 339,447 373 (9,526 ) 330,294
government-sponsored enterprise securities
U.S. government securities 21,067 — (708 ) 20,359
Other securities 5,279 18 (146 ) 5,151
Total $1,519,951 $22,074 $(34,125 ) $1,507,900
December 31, 2012
U.S. government agency and
government-sponsored enterprise mortgage-backed $561,076 $16,719 $(5,426 ) $572,369
securities and collateralized mortgage obligations
State and municipal securities 265,070 20,893 (388 ) 285,575
U.S. government agency and g 120,085 851 435 ) 120,501
government-sponsored enterprise securities
U.S. government securities 19,804 39 (15 ) 19,828
Other securities 3,324 104 (36 ) 3,392
Total $969,359 $38,606 $(6,300 ) $1,001,665
8
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The scheduled contractual maturities of investment securities available for sale at June 30, 2013 are presented as
follows:
June 30, 2013
Amortized Cost  Fair Value
(in thousands)

Due within one year $17,562 $17,827
Due after one year through five years 268,332 267,579
Due after five years through ten years 444,103 436,192
Due after ten years 784,675 781,150
Other securities with no stated maturity 5,279 5,152
Total investment securities available-for-sale $1,519,951 $1,507,900

The following table summarizes, as of June 30, 2013, the carrying value of securities pledged as collateral to secure
public deposits, borrowings and other purposes as permitted or required by law:
Carrying Amount
(in thousands)

To Washington and Oregon State to secure public deposits $329,101
To Federal Reserve Bank to secure borrowings 44,113
Other securities pledged 46,173
Total securities pledged as collateral $419,387

The following table shows the gross unrealized losses and fair value of the Company’s investments with unrealized
losses that are not deemed to be other-than-temporarily impaired, aggregated by investment category and length of
time that individual securities have been in a continuous unrealized loss position at June 30, 2013 and December 31,
2012:

Less than 12 Months 12 Months or More Total

Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value Losses Value Losses

(in thousands)
June 30, 2013
U.S. government agency and
government-sponsored enterprise
mortgage-backed securities and collateralized
mortgage obligations

$487,032 $(17,773 ) $10,156  $(354 ) $497,188 $(18,127)

State and municipal securities 133,440 (5,570 ) 806 (48 ) 134246 (5,618 )
U-S. government agency and 292729 (9526 ) — — 292,729 (9526 )
government-sponsored enterprise securities

U.S. government securities 20,358 (708 ) — — 20,358 (708 )
Other securities 2,297 (13 ) 2,822 (133 ) 5,119 (146 )
Total $935,856 $(33,590) $13,784 $(535 ) $949,640 $(34,125)

December 31, 2012

U.S. government agency and
government-sponsored enterprise
mortgage-backed securities and collateralized
mortgage obligations

$167,739 $(5,090 ) $12,204 $336 ) $179,943 $(5,426 )

State and municipal securities 20,413 (383 ) 210 5 ) 20,623 (388 )
U.S. government agency and . N 56.600 (435 )y . 56.600 (435 )
government-sponsored enterprise securities

U.S. government securities 9914 (15 ) — — 9914 (15 )
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Total
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— — 964 (36 ) 964 (36 )
$254,666 $(5923 ) $13,378 $(377 ) $268,044 $(6,300 )
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At June 30, 2013, there were 76 U.S. government agency and government-sponsored enterprise mortgage-backed
securities & collateralized mortgage obligations securities in an unrealized loss position, of which one was in a
continuous loss position for 12 months or more. The decline in fair value is attributable to changes in interest rates
relative to where these investments fall within the yield curve and their individual characteristics. Because the
Company does not intend to sell these securities nor does the Company consider it more likely than not that it will be
required to sell these securities before the recovery of amortized cost basis, which may be upon maturity, the
Company does not consider these investments to be other-than-temporarily impaired at June 30, 2013.

At June 30, 2013, there were 152 state and municipal government securities in an unrealized loss position, of which
two were in a continuous loss position for 12 months or more. The unrealized losses on state and municipal securities
were caused by interest rate changes or widening of market spreads subsequent to the purchase of the individual
securities. Management monitors published credit ratings of these securities for adverse changes. As of June 30, 2013,
none of the rated obligations of state and local government entities held by the Company had a below investment
grade credit rating. Because the credit quality of these securities are investment grade and the Company does not
intend to sell these securities nor does the Company consider it more likely than not that it will be required to sell
these securities before the recovery of amortized cost basis, which may be upon maturity, the Company does not
consider these investments to be other-than-temporarily impaired at June 30, 2013.

At June 30, 2013, there were 30 U.S. government agency and government-sponsored enterprise securities in an
unrealized loss position, of which none were in a continuous loss position for 12 months or more. The decline in fair
value is attributable to changes in interest rates relative to where these investments fall within the yield curve and their
individual characteristics. Because the Company does not currently intend to sell these securities nor does the
Company consider it more likely than not that it will be required to sell these securities before the recovery of
amortized cost basis, which may be maturity, the Company does not consider these investments to be
other-than-temporarily impaired at June 30, 2013.

At June 30, 2013, there were five U.S. government securities in an unrealized loss position, none of which were in a
continuous loss position for 12 months or more. The decline in fair value is attributable to changes in interest rates
relative to where these investments fall within the yield curve and their individual characteristics. Because the
Company does not currently intend to sell this security nor does the Company consider it more likely than not that it
will be required to sell this security before the recovery of amortized cost basis, which may be maturity, the Company
does not consider this investment to be other-than-temporarily impaired at June 30, 2013.

At June 30, 2013, there were two other securities in an unrealized loss position, of which one security, a
mortgage-backed securities fund, was in a continuous unrealized loss position for 12 months or more. The decline in
fair value is attributable to changes in interest rates and the additional risk premium investors are demanding for
investment securities with these characteristics. The Company does not consider this investment to be
other-than-temporarily impaired at June 30, 2013 as it has the intent and ability to hold the investment for sufficient
time to allow for recovery in the market value.

5.Noncovered Loans

Noncovered loans include loans originated through our branch network and loan departments as well as acquired
loans that are not subject to FDIC loss-sharing agreements.

10
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The following is an analysis of the noncovered loan portfolio by major types of loans (net of unearned income):

June 30, December 31,
2013 2012
Noncovered loans: (in thousands)
Commercial business $1,587,572 $1,155,158
Real estate:
One-to-four family residential 97,974 43,922
Commercial and multifamily residential 2,038,278 1,061,201
Total real estate 2,136,252 1,105,123
Real estate construction:
One-to-four family residential 53,173 50,602
Commercial and multifamily residential 110,226 65,101
Total real estate construction 163,399 115,703
Consumer 379,858 157,493
Less: Net unearned income (86,063 ) (7,767 )
Total noncovered loans, net of unearned income 4,181,018 2,525,710
Less: Allowance for loan and lease losses (51,698 ) (52,244 )
Total noncovered loans, net $4,129,320 $2,473,466
Loans held for sale $2,150 $2,563

At June 30, 2013 and December 31, 2012, the Company had no material foreign activities. Substantially all of the
Company’s loans and unfunded commitments are geographically concentrated in its service areas within the states of
Washington and Oregon.

The Company has granted loans to officers and directors of the Company and related interests. These loans are made
on the same terms, including interest rates and collateral, as those prevailing at the time for comparable transactions
with unrelated persons and do not involve more than the normal risk of collectability. The aggregate dollar amount of
these loans was $14.2 million at June 30, 2013 and December 31, 2012. During the first six months of 2013, advances
and repayments on related party loans totaled $1.3 million.

At June 30, 2013 and December 31, 2012, $564.1 million and $443.4 million of commercial and residential real estate
loans were pledged as collateral on Federal Home Loan Bank borrowings and additional borrowing capacity. The
Company has also pledged $47.9 million and $13.8 million of commercial loans to the Federal Reserve Bank for
additional borrowing capacity at June 30, 2013 and December 31, 2012, respectively.

The following is an analysis of noncovered, nonaccrual loans as of June 30, 2013 and December 31, 2012:

June 30, 2013 December 31, 2012
Recorded Unpaid Principal Recorded Unpaid Principal
Investment Balance Investment Balance
Nonaccrual Nonaccrual Nonaccrual Nonaccrual
Loans Loans Loans Loans
Noncovered loans: (in thousands)
Commercial business
Secured $14,386 $ 37,620 $9,037 $ 17,821
Unsecured 263 6,279 262 262
Real estate:
One-to-four family residential 3,805 6,740 2,349 2,672
Commercial & multifamily residential
Commercial land 3,116 6,503 4,076 7,491
Income property 8,546 11,898 8,520 10,815
Owner occupied 5,383 8,380 6,608 7,741

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

Total
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3,830
923
3,358
$43,610

8,382
5,858
17,456

$ 109,116

3,084
1,816
1,643
$37,395

6,704
2,431
1,940
$ 57,877
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The following is an aging of the recorded investment of the noncovered loan portfolio as of June 30, 2013 and
December 31, 2012:

30-59 60 - 89

G b D o N g
Past Due Past Due
June 30, 2013 (in thousands)
Noncovered loans:
Commercial business
Secured $1,472,621 $10,265 $2,094 $12,359 $14,386 $1,499,366
Unsecured 75,496 3,198 44 3,242 263 79,001
Real estate:
One-to-four family residential 89,103 2,115 31 2,146 3,805 95,054
Commercial & multifamily residential
Commercial land 130,559 — — — 3,116 133,675
Income property 1,126,753 2,372 68 2,440 8,546 1,137,739
Owner occupied 724,178 947 133 1,080 5,383 730,641
Real estate construction:
One-to-four family residential
Land and acquisition 16,420 — — — 3,830 20,250
Residential construction 30,913 320 — 320 923 32,156
Commercial & multifamily residential
Income property 71,194 — — — — 71,194
Owner occupied 37,134 598 — 598 — 37,732
Consumer 339,145 1,375 332 1,707 3,358 344,210
Total $4,113,516 $21,190 $2,702 $23,892 $43,610 $4,181,018
Current 30-59 60 - 89 Total Nonaccrual
Loans Days Days Past Due  Loans Total Loans
Past Due Past Due
December 31, 2012 (in thousands)
Noncovered loans:
Commercial business
Secured $1,091,770 $4,259 $1,485 $5,744 $9,037 $1,106,551
Unsecured 44,817 252 12 264 262 45,343
Real estate:
One-to-four family residential 41,508 193 142 335 2,349 44,192
Commercial & multifamily residential
Commercial land 42,818 311 122 433 4,076 47,327
Income property 603,339 2,726 227 2,953 8,520 614,812
Owner occupied 387,525 1,040 — 1,040 6,608 395,173
Real estate construction:
One-to-four family residential
Land and acquisition 15,412 — — — 3,084 18,496
Residential construction 29,848 — — — 1,816 31,664
Commercial & multifamily residential
Income property 28,342 — — — — 28,342
Owner occupied 36,211 — — — — 36,211
Consumer 155,207 387 362 749 1,643 157,599
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$2,525,710
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The following is an analysis of impaired loans as of June 30, 2013 and December 31, 2012:

Recorded  Recorded . . Impaired Loans
Impaired Loans With .
Investment Investment Recorded Allowance Without
of Loans of Loans Recorded Allowance
Collectively Niedsuvichahll . .
for ’ Measured f}cl)r Recorded UI.lpa.ld Related  Recorded Ur.1pa.1d
. g Principal Principal
Contingency Specific Investment Allowance Investment
.. . Balance Balance
Provision = Impairment
June 30, 2013 (in thousands)
Noncovered loans:
Commercial business
Secured $1,491,377 $7,989 $665 $853 $ 242 $7,324 $11,139
Unsecured 78,950 51 51 7,355 51 — —
Real estate:
One-to-four family residential 93,522 1,532 337 360 105 1,195 1,336
Commercial & multifamily
residential
Commercial land 131,330 2,345 2,105 5,145 262 240 507
Income property 1,126,047 11,692 1,252 1,257 76 10,440 14,310
Owner occupied 721,104 9,537 604 602 30 8,933 12,037
Real estate construction:
One-to-four family residential
Land and acquisition 16,968 3,282 116 115 73 3,166 4,858
Residential construction 32,156 — — — — — —
Commercial & multifamily
residential
Income property 71,194 — — — — — —
Owner occupied 37,732 — — — — — —
Consumer 343,486 724 — — — 724 723
Total $4,143,866 $ 37,152 $5,130 $15,687 $ 839 $32,022 $44910
Recorded  Recorded Impaired Loans With Impaued Loans
Investment Investment Recorded Allowance Without
of Loans of Loans Recorded Allowance
Collectively Niedsuvichahll . .
for ’ Measured f}(l)r Recorded Ul.lpa.ld Related  Recorded Ur.1pa.1d
. g Principal Principal
Contingency Specific Investment Allowance Investment
.. . Balance Balance
Provision = Impairment
December 31, 2012 (in thousands)
Noncovered loans:
Commercial business
Secured $1,101,689 $ 4,862 $690 $1,994 $113 $4,172 $6,769
Unsecured 45,251 92 92 92 92 — —
Real estate:
One-to-four family residential 42,103 2,089 345 364 112 1,744 1,902
Commercial & multifamily
residential
Commercial land 44,672 2,655 — — — 2,655 5,727
Income property 606,656 8,156 2,670 2,727 1,040 5,486 7,860
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Owner occupied

Real estate construction:
One-to-four family residential
Land and acquisition
Residential construction
Commercial & multifamily
residential

Income property

Owner occupied
Consumer

Total

13

383,269 11,904

15,677 2,819
29,707 1,957
28,342 —
36,211 —
157,472 127

$2,491,049 §$ 34,661

608

$4,405

610

$5,787

38

$ 1,395

11,296

2,819
1,957

127
$30,256

14,642

4,813
2,570

127

$44,410
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The following table provides additional information on impaired loans for the three and six month periods indicated.

Noncovered loans:
Commercial business
Secured
Unsecured

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

Land and acquisition
Residential
construction
Commercial &
multifamily
residential

Income property
Owner occupied
Consumer

Total

14

Three Months Ended June 30, Six Months Ended June 30,

2013 2012 2013 2012

Average Interest Average Interest Average Interest Average Interest
Recorded Recognized Recorded Recognized Recorded Recognized Recorded Recognized
Investment on Investment on Investment on Investment on
Impaired Impaired Impaired Impaired Impaired Impaired Impaired Impaired
Loans Loans Loans Loans Loans Loans Loans Loans

(in thousands)

$6,481 $4 $11,331  $37 $5,941 $8 $10,516 $88
68 1 138 2 76 1 124 3
1,538 27 2,053 5 1,722 31 2,195 9
2,559 — 3,045 — 2,591 — 3,297 —
10,478 133 9,207 (29 ) 9,704 161 8,348 9
10,437 230 13,956 215 10,926 510 14,159 518
2,931 1 4,649 16 2,894 3 5,562 16
72 — 3,121 7 701 — 3,775 16
— — 4,388 — — — 5,281 —
425 2 1,049 10 326 3 1,464 22
$34,989  $398 $52,937 $263 $34,881 $717 $54,721 $ 681
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There were no Troubled Debt Restructurings ("TDR") during the six months ended June 30, 2012. The following is an
analysis of loans classified as TDR during the three and six months ended June 30, 2013:
Three months ended June 30, 2013
Pre-ModificationPost-Modification

Number of Outstanding Outstanding
TDR
.. .. Recorded Recorded
Modlflcatlonls
nvestment Investment
Noncovered loans: (dollars in thousands)
Commercial business:
Secured 1 $ 343 $ 343
Commercial and multifamily residential:
Commercial land 1 137 137
Income property 3 943 943
Owner occupied 1 172 172
Total 6 $ 1,595 $ 1,595
Six months ended June 30, 2013
Pre-ModificationPost-Modification
Number of . .
Outstanding Outstanding
TDR
... .. Recorded Recorded
Modlflcatlonls
nvestment Investment
Noncovered loans: (dollars in thousands)
Commercial business:
Secured 1 $ 343 $ 343
Commercial and multifamily residential:
Commercial land 1 137 137
Income property 3 943 943
Owner occupied 1 172 172
Real estate construction:
One-to-four family residential:
Land and acquisition 1 117 117
Total 7 $ 1,712 $ 1,712

The Company's loans classified as TDR are loans that have been modified or the borrower has been granted special
concessions due to financial difficulties that, if not for the challenges of the borrower, the Company would not
otherwise consider. The Company had commitments to lend $1.7 million and $236 thousand of additional funds on
loans classified as TDR as of June 30, 2013 and December 31, 2012, respectively. The TDR modifications or
concessions are made to increase the likelihood that these borrowers with financial difficulties will be able to satisfy
their debt obligations as amended. Credit losses for loans classified as TDR are measured on the same basis as
impaired loans. For impaired loans, an allowance is established when the collateral value less selling costs (or
discounted cash flows or observable market price) of the impaired loan is lower than the recorded investment of that
loan. The Company did not have any loans modified as TDR within the past twelve months that have defaulted during
the six months ended June 30, 2013.

15
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6. Allowance for Noncovered Loan and Lease Losses and Unfunded Commitments and Letters of Credit
We maintain an allowance for loan and lease losses (“ALLL”) to absorb losses inherent in the loan portfolio. The size of
the ALLL is determined through quarterly assessments of the probable estimated losses in the loan portfolio. Our
methodology for making such assessments and determining the adequacy of the ALLL includes the following key
elements:

General valuation allowance consistent with the Contingencies topic of the FASB Accounting Standards

"Codification ("ASC").

Classified loss reserves on specific relationships. Specific allowances for identified problem loans are determined in

“accordance with the Receivables topic of the FASB ASC.

The unallocated allowance provides for other factors inherent in our loan portfolio that may not have been

contemplated in the general and specific components of the allowance. This unallocated amount generally

“comprises less than 5% of the allowance. The unallocated amount is reviewed quarterly based on trends in credit

losses, the results of credit reviews and overall economic trends.
The general valuation allowance is systematically calculated quarterly using quantitative and qualitative information
about specific loan classes. The minimum required level an entity develops a methodology to determine its allowance
for loan and lease losses is by general categories of loans, such as commercial business, real estate, and consumer.
However, the Company’s methodology in determining its allowance for loan and lease losses is prepared in a more
detailed manner at the loan class level, utilizing specific categories such as commercial business secured, commercial
business unsecured, real estate commercial land, and real estate income property multifamily. The quantitative
information uses historical losses from a specific loan class and incorporates the loan’s risk rating migration from
origination to the point of loss based upon the consideration of an appropriate look back period.
During the current quarter, no allowance was established for the acquired West Coast loan portfolio under the
methodology described above. Management's judgment was that acquisition accounting adjustments, which included a
net loan discount of $88.8 million, adequately addressed the estimated losses in those acquired loans at June 30, 2013.
A loan’s risk rating is primarily determined based upon the borrower’s ability to fulfill its debt obligation from a cash
flow perspective. In the event there is financial deterioration of the borrower, the borrower’s other sources of income or
repayment are also considered, including recent appraisal values for collateral dependent loans. The qualitative
information takes into account general economic and business conditions affecting our marketplace, seasoning of the
loan portfolio, duration of the business cycle, etc. to ensure our methodologies reflect the current economic
environment and other factors as using historical loss information exclusively may not give an accurate estimate of
inherent losses within the Company’s loan portfolio.
When a loan is deemed to be impaired, the Company has to determine if a specific valuation allowance is required for
that loan. The specific valuation allowance is a reserve, calculated at the individual loan level, for each loan
determined to be both impaired and containing a value less than its recorded investment. The Company measures the
impairment based on the discounted expected future cash flows, observable market price, or the fair value of the
collateral less selling costs if the loan is collateral dependent or if foreclosure is probable. The specific reserve for
each loan is equal to the difference between the recorded investment in the loan and its determined impairment value.
The ALLL is increased by provisions for loan and lease losses (“provision”) charged to expense, and is reduced by loans
charged off, net of recoveries or a recovery of previous provisions. While the Company’s management believes the
best information available is used to determine the ALLL, changes in market conditions could result in adjustments to
the ALLL, affecting net income, if circumstances differ from the assumptions used in determining the ALLL.
We have used the same methodology for ALLL calculations during the six months ended June 30, 2013 and 2012.
Adjustments to the percentages of the ALLL allocated to loan categories are made based on trends with respect to
delinquencies and problem loans within each class of loans. The Company reviews the ALLL quantitative and
qualitative methodology on a quarterly basis and makes adjustments when appropriate. The Company continues to
strive towards maintaining a conservative approach to credit quality and will continue to prudently adjust our ALLL
as necessary in order to maintain adequate reserves. The Company carefully monitors the loan portfolio and continues
to emphasize the importance of credit quality.
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Once it is determined that all or a portion of a loan balance is uncollectable, and the amount can be reasonably
estimated, the uncollectable portion of the loan is charged-off.
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The following tables show a detailed analysis of the allowance for loan and lease losses for noncovered loans for the
three and six months ended June 30, 2013 and 2012:
Beginnin . Provision Endin Specific  General
Baigance ¢ Charge-offs Recoveries (Recovery) Balanfe RIe):serve Allocation
Three months ended June 30,
2013
Noncovered loans:
Commercial business

(in thousands)

Secured $26,871  $(856 ) $312 $4,245 $30,572  $242 $30,330
Unsecured 750 (105 ) 40 136 821 51 770
Real estate:

One-to-four family residential 657 (28 ) 141 (98 ) 672 105 567
Commercial & multifamily

residential

Commercial land 433 (11 ) 17 252 691 262 429
Income property 9411 35 ) 27 292 9,695 76 9,619
Owner occupied 5,458 (568 ) 40 415 ) 4,515 30 4,485

Real estate construction:
One-to-four family residential

Land and acquisition 990 — 35 (256 ) 769 73 696

Residential construction 538 — 14 (348 ) 204 — 204

Commercial & multifamily

residential

Income property 382 — — 141 ) 241 — 241

Owner occupied 108 — — (28 ) 80 — 80

Consumer 2,364 (638 ) 194 535 2,455 — 2,455

Unallocated 3,157 — — 2,174 ) 983 — 983

Total $51,119  $(2,241 ) $820 $ 2,000 $51,698 $839 $50,859
Beginning Provision  Ending Specific ~ General

Balance Charge-offs Recoveries

Six months ended June 30, 2013 (in thousands)
Noncovered loans:
Commercial business

(Recovery) Balance  Reserve  Allocation

Secured $27,270 $(1,844 ) $392 $4,754 $30,572  $242 $30,330
Unsecured 753 (431 ) 73 426 821 51 770
Real estate:

One-to-four family residential 694 (144 ) 141 (19 ) 672 105 567
Commercial & multifamily

residential

Commercial land 460 (11 ) 27 215 691 262 429
Income property 11,033 (818 ) 106 (626 ) 9,695 76 9,619
Owner occupied 6,362 (568 ) 44 (1,323 ) 4,515 30 4,485

Real estate construction:
One-to-four family residential

Land and acquisition 1,171 (32 ) 2,174 2,544 ) 769 73 696
Residential construction 635 (101 ) 14 (344 ) 204 — 204
Commercial & multifamily

residential

Income property 316 — — (75 ) 241 — 241
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Owner occupied 102 — — (22 ) 80 — 80
Consumer 2,437 (809 ) 241 586 2,455 — 2,455
Unallocated 1,011 — — (28 ) 983 — 983
Total $52,244  $(4,758 ) $3,212 $ 1,000 $51,698 $839 $50,859
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Beginnin . Provision Endin Specific  General
Balgance ¢ Charge-offs Recoveries (Recovery) Balanfe Rle):serve Allocation
Three months ended June 30,
2012
Noncovered loans:
Commercial business

(in thousands)

Secured $25,542  $(2,028 ) $375 $2,616 $26,505 $3,528 $22,977
Unsecured 786 (16 ) 3 (1 ) 772 136 636
Real estate:

One-to-four family residential ~ 689 (334 ) 2 316 673 90 583
Commercial & multifamily

residential

Commercial land 693 (77 ) — (346 ) 270 — 270
Income property 10,249 (1,515 ) 336 (344 ) 8,726 49 8,677
Owner occupied 8,555 (247 ) 486 243 9,037 — 9,037

Real estate construction:
One-to-four family residential

Land and acquisition 1,671 (298 ) 376 (98 ) 1,651 — 1,651

Residential construction 1,002 (599 ) 79 715 1,197 18 1,179

Commercial & multifamily

residential

Income property 223 93 ) 1 624 755 443 312

Owner occupied 44 — — 24 68 — 68

Consumer 2,129 (374 ) 86 208 2,049 1 2,048

Unallocated 700 — — (207 ) 493 — 493

Total $52,283  $(5,581 ) $1,744 $ 3,750 $52,196  $4,265 $47,931
Beginning . Provision Ending Specific ~ General
Balance Charge-offs Recoveries (Recovery) Balance  Reserve  Allocation

Six months ended June 30, 2012 (in thousands)
Noncovered loans:
Commercial business

Secured $24,745 $(4,382 ) $989 $5,153 $26,505 $3,528 $22,977
Unsecured 689 (21 ) 47 57 772 136 636
Real estate:

One-to-four family residential 654 (449 ) 45 423 673 90 583
Commercial & multifamily

residential

Commercial land 488 (382 ) — 164 270 — 270
Income property 9,551 (3,522 ) 354 2,343 8,726 49 8,677
Owner occupied 9,606 (612 ) 538 (495 ) 9,037 — 9,037

Real estate construction:
One-to-four family residential

Land and acquisition 2,331 (503 ) 423 (600 ) 1,651 — 1,651
Residential construction 864 (599 ) 79 853 1,197 18 1,179
Commercial & multifamily

residential

Income property 665 93 ) 1 182 755 443 312
Owner occupied 35 — — 33 68 — 68
Consumer 2,719 (1,467 ) 459 338 2,049 1 2,048
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Unallocated
Total
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694 — — (201 ) 493
$53,041  $(12,030 ) $2,935 $ 8,250 $52,196

$4,265

493
$47,931
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Changes in the allowance for unfunded commitments and letters of credit are summarized as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in thousands)
Balance at beginning of period $1,915 $1,665 $1,915 $1,535
Net chgnges in the allowance for‘ unfunded 550 o 550 130
commitments and letters of credit
Balance at end of period $2,465 $1,665 $2,465 $1,665

Risk Elements

The extension of credit in the form of loans to individuals and businesses is one of our principal commerce activities.
Our policies and applicable laws and regulations require risk analysis as well as ongoing portfolio and credit
management. We manage our credit risk through lending limit constraints, credit review, approval policies and
extensive, ongoing internal monitoring. We also manage credit risk through diversification of the loan portfolio by
type of loan, type of industry, type of borrower and by limiting the aggregation of debt to a single borrower.

Risk ratings are reviewed and updated whenever appropriate, with more periodic reviews as the risk and dollar value
of loss on the loan increases. In the event full collection of principal and interest is not reasonably assured, the loan is
appropriately downgraded and, if warranted, placed on nonaccrual status even though the loan may be current as to
principal and interest payments. Additionally, we assess whether an impairment of a loan warrants specific reserves or
a write-down of the loan.

Pass loans are generally considered to have sufficient sources of repayment in order to repay the loan in full in
accordance with all terms and conditions. Special mention loans have potential weaknesses that, if left uncorrected,
may result in deterioration of the repayment prospects for the asset or in the Company's credit position at some future
date. Loans with a risk rating of Substandard or worse are reported as classified loans in our allowance for loan and
lease losses analysis. We review these loans to assess the ability of our borrowers to service all interest and principal
obligations and, as a result, the risk rating may be adjusted accordingly. Substandard loans reflect loans where a loss is
possible if loan weaknesses are not corrected. Doubtful loans have a high probability of loss, however, the amount of
loss has not yet been determined. Loss loans are considered uncollectable and when identified, are charged off.
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The following is an analysis of the credit quality of our noncovered loan portfolio as of June 30, 2013 and

December 31, 2012:

June 30, 2013

Noncovered loans:
Commercial business:
Secured

Unsecured

Real estate:

One-to-four family residential
Commercial and multifamily
residential:

Commercial land

Income property

Owner occupied

Real estate construction:
One-to-four family residential:
Land and acquisition
Residential construction
Commercial and multifamily
residential:

Income property

Owner occupied

Consumer

Total

Less:

Allowance for loan and lease losses
Noncovered loans, net

December 31, 2012
Noncovered loans:
Commercial business:
Secured

Unsecured

Real estate:

One-to-four family residential
Commercial and multifamily
residential:

Commercial land

Pass

(in thousands)

$1,387,963
78,771

89,629

129,069
1,094,149
701,432

14,741
29,690

71,194
37,732
338,003
$3,972,373

Pass

(in thousands)

$1,011,722
44,788

40,346

43,401

Special
Mention

$23,822

115
3,994
8,299

504
1,118

27
$37,879

Special
Mention

$29,222
26

406

Substandard Doubtful Loss

$87,581
228

5,425
4,491

39,446
20,910

5,005
1,348

6,180
$170,614

Substandard

$65,607
529

3,440

3,926

Doubtful

$152

Loss

Total

$1,499,366
79,001

95,054

133,675
1,137,739
730,641

20,250
32,156

71,194
37,732
344,210
4,181,018

51,698
$4,129,320

Total

$1,106,551
45,343

44,192
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