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Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes ~ No x

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 x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
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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 definitions of large accelerated filer,  accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer Accelerated filer x 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 ~ No x

As of June 30, 2009, the aggregate market value of the common equity held by non-affiliates of the registrant, computed by reference to the
average of the bid and asked prices on such date as reported by the NASDAQ Global Select Market, was $147 million.

The number of shares outstanding of the registrant s common stock, par value $1.00 per share, as of January 31, 2010 was 52,167,895.
DOCUMENTS INCORPORATED BY REFERENCE

Specific portions of the registrant s Proxy Statement for its 2010 annual meeting of shareholders are incorporated by reference into Part 111
hereof.
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PART I

This report contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. For a discussion of
the risks and uncertainties inherent in such statements, see Business Forward-Looking Statements and Risk Factors.

Item 1. Business
General

Sterling Financial Corporation ( Sterling ) is a bank holding company, organized under the laws of Washington State in 1992. The principal
operating subsidiaries of Sterling are Sterling Savings Bank and Golf Savings Bank. Sterling Savings Bank, headquartered in Spokane,
Washington, commenced operations in 1983 as a Washington State-chartered federally insured stock savings and loan association, and in 2005
converted to a commercial bank. Sterling Savings Bank offers commercial banking products and services, mortgage lending, construction
financing and investment products to individuals, small business, commercial organization and corporations. The main focus of Golf Savings
Bank, a Washington State-chartered savings bank acquired by Sterling in July 2006, is the origination and sale of residential mortgage loans.

At December 31, 2009, Sterling had total assets of $10.9 billion, total liabilities, including deposits, of $10.6 billion and total shareholders equity
of $323.2 million and operated 178 deposit-taking branches throughout the Western region of the United States, including the states of
Washington, Oregon, Idaho, Montana and California. Our common stock is listed on the Nasdaq Global Select Market under the symbol STSA.
Our principal offices are located at 111 North Wall Street, Spokane, Washington 99201 and our telephone number at that address is

(509) 227-5389. We maintain an Internet website at www.sterlingfinancialcorporation-

spokane.com. Neither this website nor the information on this website is included or incorporated in, or is a part of, this Annual Report on Form
10-K.

Recent Developments

Sterling faces a number of challenges resulting from current and prior year losses, driven by credit quality issues, and is categorized as being
undercapitalized by regulatory guidelines. In the fourth quarter of 2009, Sterling Savings Bank entered into a Stipulation and Consent to the

Issuance of an Order to Cease and Desist (the SSB Consent Agreement ) with the Federal Deposit Insurance Corporation ( FDIC ) and the
Washington State Department of Financial Institutions ( WDFI ). Under the terms of the agreement, Sterling Savings Bank has agreed to, among
other things, raise capital of at least $300 million, and maintain a Tier 1 leverage ratio of not less than 10%. The agreement set a deadline of

December 15, 2009 for meeting these capital requirements, which Sterling was not able to meet. During the fourth quarter, Sterling and the

Federal Reserve Bank of San Francisco (the Reserve Bank ) entered into a written agreement (the Reserve Bank Agreement ) to enhance Sterling s
ability to act as a source of strength to Sterling Savings Bank and Golf Savings Bank. Substantially all of the requirements of the Reserve Bank
Agreement are similar to those imposed on Sterling Savings Bank by the FDIC. Sterling Savings Bank has failed to increase its Tier 1 capital to

the levels required by the SSB Consent Agreement and does not comply with certain of the
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requirements of the Reserve Bank Agreement and the SSB Consent Agreement. The uncertainty around Sterling s ability to comply with these
agreements has raised substantial doubts about Sterling s ability to continue as a going concern. See  Risk Factors, Forward-Looking Statements,
Regulation Federal and State Regulation of Banking Activities and Note 25 of Notes to Consolidated Financial Statements.

During the fourth quarter, Sterling announced a management change that resulted in the appointment of a new President and Chief Executive
Officer, a new Chief Operating Officer, as well as a new Chairman of the Board. This new Executive management team developed several
strategies to address the capital and liquidity needs of the organization. In March 2010, the following Directors of Sterling Savings Bank were
appointed to serve as Directors of Sterling: Ned M. Barnes, Rodney W. Barnett, Thomas H. Boone, Kermit K. Houser and Dianne E. Spires.

Sterling is in active negotiations with several private equity investors, two of its major stakeholders and its regulators about various strategic
alternatives designed to put Sterling on a sound financial footing and allow it to recapitalize and grow its business.

Sterling s recovery plan is expected to include a restructuring of its capital and liabilities. As such, Sterling has been actively engaged with two of
its major stakeholders, the owners of its outstanding trust preferred securities ( TruPS ) and U.S. Department of the Treasury ( Treasury ), which
holds preferred stock that Sterling issued as part of Treasury s Capital Purchase Program, which was designed to support the health of the nation s
banking sector.

As part of that plan, Sterling requested and received a letter from the Treasury expressing conditional support for a plan to convert the Sterling
preferred stock that Treasury holds into Sterling common stock. In addition, Sterling has received several non-binding proposals from private
equity firms, and has entered into a non-binding letter of intent with one of these firms to provide additional capital to recapitalize Sterling.

In its letter, Treasury set forth several conditions for its approval of the conversion of Treasury-owned securities to common equity. Among
other things, Sterling must obtain the consent for the redemption of Sterling s TruPS by a substantial portion of the holders of those securities;
must raise at least $650 million of additional capital through the issuance of new common equity at not greater than 20 cents per share; and must
execute a definitive agreement for that conversion with Treasury. As a result of these alternatives, current shareholders are expected to have no
more than a minimal stake in Sterling in the future.

Sterling also continues to consider and explore these and other alternatives, including the raising of capital through public or private equity
offerings; the potential sale of Sterling or some or all of its assets; or other substantial adjustments to Sterling s balance sheet. All proposals
received by Sterling to date, contemplate a conversion of the Treasury s preferred stock at a discount to the face value, and the exchange of a
substantial portion of the TruPS into cash at a significantly reduced price.

In February 2010, Sterling began making cash offers to repurchase its outstanding series of TruPS at an 80% discount from the stated value.

Formal offers have been extended to registered owners of Sterling s managed TruPS series, who have until March 23, 2010 to consent to the

terms of Sterling s cash tender offer. Owners of Sterling s unmanaged TruPS series have until March 31, 2010 to consent to the terms of Sterling s
cash offer. Sterling s cash tender offer is conditioned upon a successful capital raise, as well as the receipt of all applicable approvals from the
Reserve Bank.

Sterling is being assisted in its exploration of these various alternatives by financial advisors Sandler O Neill + Partners, Barclays Capital and
FBR Capital Markets.

There can be no assurance that any of these efforts will be successful, and if Sterling were to be unsuccessful, its ongoing viability would be in
doubt. Such uncertainty is reflected in the opinion given by our auditors on our year-end financial statements, Forward-Looking Statements and
Risk Factors. Regardless of the outcome, Sterling depositors continue to be protected by FDIC insurance up to $250,000 per account, and non-

interest-bearing and certain interest-bearing
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transaction accounts are fully protected regardless of dollar amount under the FDIC s Transaction Account Guarantee ( TAG ) program. See Risk
Factors The uncertainty of our financial viability could result in a loss of access to funding sources, which would have a negative impact on our
liquidity and may cause our regulators to place us in receivership before we have implemented our strategic alternatives and Regulation.-Recent
Legislative and Regulatory Initiatives to address Financial and Economic Crises.

Business Strategy

Sterling s goal is to be the leading community bank in the West by offering customers a range of highly personalized sales and service consistent
with our Hometown Helpfifl philosophy. This strategy centers on bringing the full product suite of a large regional institution to customers with
the personalized service of a local community bank. The four tenets of this philosophy are:

Knowledgeable bankers We are committed to ensuring our employees are highly trained and talented bankers who capably serve
consumers and commercial customers across our five-state footprint. Our employee development, training, and compensation initiatives
are designed to support the strongest team of bankers in the region.

Fair pricing No one likes to be nickel and dimed. We are dedicated to providing value-driven pricing that generates the appropriate
risk-adjusted rate of return and supports our market-driven competitive funding cost advantage. We have eliminated nuisance fees and are
focused on creating meaningful value for our customers.

Convenience and ease of use We have 178 retail banking locations and more than 30 mortgage loan origination offices; customer- oriented
hours; full-service net banking and bill pay. We have the largest team of commercial bankers in the region and the highest commitment to
personalized service. Our goal is to meet our customers where they want to be met.

Competitive products and services We have one of the most advanced and user-friendly Remote Deposit Capture offerings in the western

United States. Our treasury management products rival those of the largest banks operating in our area. We offer a full range of consumer,

small business, commercial, corporate, wealth and mortgage banking products and services across our five-state footprint.
Sterling believes that its dedication to personalized service and relationship banking has enabled it to grow both its retail deposit base and its
lending portfolio in the western United States. Sterling originates loans and attracts FDIC insured and uninsured deposits from the general public
throughout its five state footprint through its two subsidiary banks, Sterling Savings Bank and Golf Savings Bank, and through its commercial
real estate division INTERVEST-Mortgage Investment Company ( INVERVEST ). Sterling also markets fixed income and equity products,
mutual funds, fixed and variable annuities and other financial products through wealth management representatives located throughout Sterling s
financial service center network.

Historically, we have focused on growing our institution both organically and through acquisitions (we have completed eight whole bank
acquisitions since our founding). Beginning in mid-2008, and in light of the current economic environment, we shifted our focus to internal
improvements with an emphasis on the areas of credit management, operating efficiency and optimally sizing the balance sheet. Our business
philosophy transformed from the traditionally effective asset growth model to the back to basics banking model built around development of
core relationships. We realigned our organization to increase our profitability by adding seasoned and talented individuals to our operations and
by incorporating the following strategies:

Strengthening Asset Quality Oversight and Resolution. To address the deteriorating economic environment in early 2008,
Sterling established a credit administration group to focus specifically on the identification and resolution of construction and
commercial real estate-related assets that are currently or expected to become problem assets. This group operates
independently from a parallel credit administration team dedicated to monitoring
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the performing loans in Sterling s loan portfolio. This separation of duties has allowed Sterling to continue its strategic goal of achieving
targeted levels of loan portfolio diversification while addressing issues related to problem assets. In addition, the creation of a sales team to
proactively handle the sale of other real estate owned ( OREO ) has facilitated efficient asset resolution which, in turn, has reduced the
negative impact of carrying nonperforming assets on the balance sheet.

Emphasizing Growth in Commercial Business and Consumer Lending While Reducing Exposure to Construction and Commercial Real
Estate Loans. Sterling continues to optimize its balance sheet mix to achieve increased risk adjusted returns by rebalancing loan-portfolio
concentrations, aligning loan pricing with credit risk and improving the overall mix of earning assets. Since December 31, 2008,
construction loans have declined $1.0 billion, or 40%.

Originating Lower-Cost Core Deposits with Relationship Banking Initiatives. We have implemented a number of relationship-focused
deposit initiatives over the last two years, resulting in growth of core deposits including non-interest bearing checking accounts. The
change in our deposit mix has contributed to Sterling s cost of funds decreasing from 3.13% as of December 31, 2008 to 2.28% as of
December 31, 2009. In addition, we expect to realize an increase in deposit-related fee income with the increase in transaction deposit
account activity. We expect the growth in core deposits to reduce our reliance on wholesale borrowings as a funding source.

Expanding and Diversifying Our Fee Income. Sterling continues to explore opportunities to grow fee income through existing products
and services as well as new sources, including deposit fees, transaction fees and fees from mortgage banking. These activities center
around relationship banking and our Hometown Helpful value proposition. We are committed to providing our customers with
knowledgeable bankers delivering valuable products and services at a fair price and in a convenient and accessible fashion. Income from
mortgage banking operations has grown by $19.6 million, or 71.0%, during the year ended 2009, compared with the same period in 2008.

Improving Operating Efficiency Through Improved Expense Management. In an effort to maximize core earnings and offset
credit-related expenses incurred in today s deteriorating credit environment, Sterling has implemented expense savings initiatives. Earlier
this year, Sterling Savings Bank revised its branch staffing model and eliminated redundant positions. Through these and other efforts
during 2009, Sterling Savings Bank reduced its full-time equivalent branch and administrative staffing by approximately 4.8%.

Improving Capital Levels. For a discussion of the strategic alternatives designed to put Sterling on a sound financial footing and allow it
to recapitalize and grow its business, see  Recent Developments.
As we complete the organizational shift away from asset-driven growth to profit-driven core relationship banking, we will continue to emphasize
maximizing the effectiveness of our funding costs. Initially, our priorities are balanced, aggressive, deposit growth and timely, cost-effective,
asset resolution. In the future, increasing larger low-cost core funding sources will enable us to generate profitable, high quality assets. We have
improved all of our core funding ratios with loans-to-deposits declining 11 percentage points to 94% as of December 31, 2009. We continue to
emphasize progress in the realignment of our asset concentrations and the restructuring of our balance sheet.

Sterling s revenues are derived primarily from interest earned on loans and mortgage-backed securities ( MBS ), fees and service charges, and
mortgage banking operations. Sterling s earnings per share and performance ratios for 2009 continued to be impacted by the major disruption in
the housing market and downturn in the economy. For the year ended December 31, 2009, Sterling recorded a loss of $855.5 million, or $16.48
per common share, reflecting a $681.4 million provision for credit losses compared with $333.6 million for 2008, and recorded non-cash charges
of $227.6 million to
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reflect impairment of Sterling s goodwill, and of $269.0 million to establish a valuation allowance against its deferred tax asset. During the third
quarter of 2009, Sterling announced that, as part of its ongoing strategy to manage through the current economic cycle, it deferred regularly
scheduled interest payments on its outstanding junior subordinated notes relating to its trust preferred securities. Sterling also announced the
deferral of quarterly cash dividend payments on its $303 million in preferred stock. Sterling is allowed to defer payments of interest on the junior
subordinated notes for up to 20 consecutive quarterly periods without default. Failure to pay dividends on CPP preferred stock for six dividend
periods would trigger preferred shareholder board appointment rights.

The operations of Sterling, and banking institutions generally, are influenced significantly by general economic conditions and by policies of its
primary regulatory authorities, the Board of Governors of the Federal Reserve System (the Federal Reserve ), the FDIC and the WDFI.

Profitability Drivers

We intend to return to profitability by:

Growing our core deposits, particularly commercial, consumer and public sector transaction deposits.

Expanding full banking relationship products and services for commercial and public sector customers, including depository and treasury
management services such as lockbox, online net banking, merchant services, analyzed and sweep accounts, remote deposit capture and
international services.

Improving asset quality through robust underwriting and credit approval functions, and the reduction of non-performing assets.

Diversifying and growing our fee income through existing and new fee income sources, including deposit fees, transaction fees, fees from
mortgage banking and other fees.

Changing the mix of the loan portfolio to increase the volume of higher-yielding commercial banking and consumer loans.

Managing interest rate risk to protect net interest margin in a changing interest rate environment.

Controlling expenses and increasing operating efficiency.
Together, we believe these strategies will contribute to a return to high quality earnings and maximizing shareholder value. The effect of these

strategies on our financial results is discussed further in Management s Discussion and Analysis of Financial Condition and Results of Operations
( MD&A ).

Segment Results

For purposes of measuring and reporting financial results, Sterling is divided into five business segments:

The Community Banking segment provides retail, commercial banking, and wealth management services and products through Sterling s
subsidiary, Sterling Savings Bank.
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The Residential Construction Lending segment has historically originated and serviced loans through the real estate division of Sterling s
subsidiary, Sterling Savings Bank. Activity in this segment has been curtailed, and realigned with an emphasis on credit resolution.

The Residential Mortgage Banking segment originates and sells servicing-retained and servicing-released residential loans through loan
production offices of Sterling s subsidiary, Golf Savings Bank.

The Commercial Mortgage Banking segment originates, sells and services commercial real estate loans and participation interests in
commercial real estate loans through offices in the western region primarily through Sterling Savings Bank s subsidiary INTERVEST.

The Other and Eliminations segment represents the parent company expenses and intercompany eliminations of revenue and expenses.
On May 1, 2009, Sterling Savings Bank s subsidiary, Harbor Financial Services, Inc., which provides certain wealth management services, was
renamed Sterling Savings Banc Financial Services, Inc.

TXS
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The following table presents certain financial information regarding Sterling s segments and provides a reconciliation to Sterling s consolidated
totals as of and for the years ended December 31, 2009, 2008 and 2007 (in thousands):

Interest income
Interest expense

Net interest income (expense)
Provision for losses on loans
Noninterest income
Noninterest expense
Goodwill impairment

Income (loss) before income taxes

Total assets

Interest income
Interest expense

Net interest income (expense)
Provision for losses on loans
Noninterest income
Noninterest expense
Goodwill impairment

Income (loss) before income taxes

Total assets

Interest income
Interest expense

Net interest income (expense)
Provision for losses on loans
Noninterest income
Noninterest expense

Income (loss) before income taxes

Table of Contents

Community
Banking
$ 538,503
(194,836)

343,667
(389,293)

77,465
(309,280)
(227,558)

$ (504,999)

$9,302,660

Community
Banking
$ 565,767
(262,637)

303,130
(105,915)

70,444
(253,189)
(192,695)

$ (178,225)

$10,721,836

Community
Banking
$ 5483815
(274,100)

274,715
11,047
81,663

(230,753)

$ 136,672

As of and for the Year Ended December 31, 2009

Residential
Construction
Lending

$ 7,951
(39,633)

(31,682)
(267,835)
304
(7,273)
0

$ (306,486)

$ 969,935

Residential
Mortgage
Banking
$ 29,058
(13,587)

15,471
(24,243)
54,771
(39,565)

0

$ 6434

$ 586,765

Commercial

Mortgage
Banking
$ 22912

0

22,912
0
2,891

(8,299)

0

$ 17,504

$ 18,074

Other and
Eliminations
$ 923
(7,314)
(6,391)

0
(11,617)
(5,557)

0
$ (23,565)
$ (11)

As of and for the Year Ended December 31, 2008

Residential
Construction
Lending
$ 99,027
(62,492)

36,535
(221,135)

3,234
(9,766)

0

$ (191,132)

$ 1,526,416

Residential
Mortgage
Banking
$ 30,559
(17,570)

12,989

(6,547)

23,672
(29,005)
(31,070)

$ (29,961)

$ 517,728

Commercial
Mortgage
Banking
$ 18,962
0
18,962
0

3,803
(9,463)

0

$ 13302
$ 14958

Other and
Eliminations
$ 747

(12,811)

(12,064)
0

(9,258)

(4,094)
0

$ (25.416)

9,778

As of and for the Year Ended December 31, 2007

Residential
Construction
Lending
$ 185,090
(104,758)

80,332
(35,752)

6,945
(10,395)

$ 41,130

Residential
Mortgage
Banking
$ 23,863
(14,462)

9,401
(383)

21,012
(30,584)

$ (554)

Commercial
Mortgage
Banking
$ 9,000

0

9,000
0
7,496

(10,970)

$ 5,526

Other and
Eliminations
$ 210

(18,298)

(18,088)
0

(23,710)

(2,763)

$ (44,561)

Total
$ 599,347
(255,370)

343,977
(681,371)
123,814
(369,974)
(227,558)

$  (811,112)

$ 10,877,423

Total
$ 715,062
(355,510)

359,552
(333,597)

91,895
(305,517)
(223,765)

$ (411,432)

$ 12,790,716

Total
$ 766,978
(411,618)

355,360
(25,088)

93,406
(285,465)

$ 138,213
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Sterling provides both secured and unsecured loans to businesses and individuals. Our focus on superior service and relationship banking
incorporates a de-emphasis on transactional lending, especially construction and investor or non-owner occupied commercial real estate lending.

Commercial Lending. Sterling has structured its commercial lending into three groups: Commercial and Corporate Banking, Private Banking
and Small Business Administration ( SBA ) Lending.

Sterling s Commercial and Corporate Banking Group provides a full range of credit products to small- and medium-sized businesses. Credit
products include lines of credit, receivable and inventory financing, equipment loans, and term real estate financing for owner-occupied
properties. Loans may be fully secured, partially secured or unsecured, based on certain credit criteria. The credit product line for both
businesses and individuals includes standardized products as well as customized accommodations.

Sterling s Private Banking Group provides a full line of financial and credit services to higher-net-worth and higher-income borrowers, including
a wide variety of consumer and commercial banking loans. The Private Banking Group also serves the needs of the owners and key employees
of the commercial and corporate business customers.

Sterling s Small Business Administration Group consists of business development officers strategically located in Sterling s key business markets
of Seattle, WA, Portland, OR, Spokane, WA and Santa Rosa, CA. Sterling s business development officers assist small start-up and existing
businesses with their financing, cash management and general business planning needs, primarily by helping them access the Small Business
Administration s guaranteed 7(a) and 504 lending programs. These guaranteed lending programs provide small businesses with critical and
flexible funding for establishing a new business, or for the operation, acquisition or expansion of an existing business. From their four primary
locations, Sterling s business development officers support small businesses banking requirements throughout Sterling s Commercial and Retail
branch network.

Sterling has established minimum underwriting standards, which delineate criteria for sources of repayment, financial strength and credit
enhancements such as guarantees. Typically, the primary source of repayment is recurring cash flow of the borrower or cash flow from the
business or project being financed. Depending on the type of loan, underwriting standards include minimum financial requirements, maximum
loan-to-collateral value ratios, minimum cash flow coverage of debt service, debt-to-income ratios and minimum liquidity requirements.
Exceptions to the minimum underwriting standards may be made depending upon the type of loan and financial strength of the borrower.
Exceptions are reported to the appropriate level of authority up to and including the subsidiary banks board of directors. Common forms of
collateral pledged to secure commercial banking loans include real estate, accounts receivable, inventory, equipment, agricultural crops or
livestock and marketable securities. Most loans have maximum terms of one to ten years and loan-to-value ratios in the range of 65% to 80%,
based on an analysis of the collateral pledged.

Commercial, corporate and private banking loans generally are backed by collateral that may be difficult to obtain or liquidate following a
default, and it is difficult to accurately predict the borrower s ability to generate future cash flows. These loans, however, typically offer higher
yields than residential loans, and variable interest rates. The availability of such loans generally encourages potential depositors to establish
full-service banking relationships with Sterling.

Multifamily Residential and Commercial Real Estate Lending. Sterling offers multifamily residential and commercial real estate loans as
both construction and permanent loans collateralized by real property. Construction loans on such properties typically have terms of 12 to 24
months and have variable interest rates. Permanent fixed- and adjustable-rate loans on existing properties typically have maturities of three to ten
years. Multifamily residential and commercial real estate loans generally involve a higher degree of risk than one- to four-family residential real
estate loans, because they typically involve large loan balances to single borrowers or groups of related borrowers. The payment experience on
such loans typically is dependent on the successful operation of the real
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estate project and is subject to certain risks not present in one- to four-family residential mortgage lending. These risks include excessive
vacancy rates or inadequate operating cash flows. Construction lending is subject to risks such as construction delays, cost overruns, insufficient
values and an inability to obtain permanent financing in a timely manner. Sterling has seen a slowdown in the rate at which newly constructed
commercial properties are able to obtain tenants, which has impacted some of its borrowers ability to obtain permanent financing. Sterling
attempts to reduce its exposure to these risks by limiting loan amounts to the amounts readily accepted in the secondary market, by closely
monitoring the construction disbursement process, by investigating the borrowers finances and, depending on the circumstances, requiring
annual financial statements from the borrowers, requiring operating statements on the properties or acquiring personal guarantees from the
borrowers.

One- to Four-Family Residential Lending. Sterling originates fixed- and adjustable-rate residential mortgages ( ARMs ), which have interest
rates that adjust annually or every three, five or seven years and are indexed to a variety of market indices, as well as interest only residential
mortgages. Sterling focuses its residential lending on traditional amortizing loans for owner occupied homes, second homes and investment
properties per guidelines. Sterling also has interest only loan programs available that are underwritten according to the borrower s ability to make
fully amortized payments. To a lesser extent, Sterling originates non-owner occupied residential mortgages. With the slowdown in the real estate
market, Sterling has experienced a substantial increase in classified and non-performing loans in its non-owner occupied residential loan
portfolio.

Sterling continues to originate conventional and government-insured residential loans for sale into the secondary mortgage market. Within the
secondary mortgage market for conventional loans, Sterling sells its residential loans both on a servicing-released and servicing-retained basis to
correspondent institutions that include the Federal Home Loan Mortgage Corporation ( FHLMC ) and to the Federal National Mortgage
Association ( FNMA ). Sterling endeavors to underwrite residential loans in compliance with these agencies underwriting standards. Loans sold
into the secondary market are all sold with limited recourse to Sterling, meaning that Sterling may be obligated to repurchase any loans that are
not underwritten in accordance with these agencies or applicable investor underwriting guidelines. Historically, these repurchases have been

very limited. Sterling continues to originate residential loans to be held in its portfolio. The maximum loan to value ratio is generally 80% on
portfolio lending products.

Conventional residential mortgage loans are originated for up to 100% of the appraised value or selling price of the mortgaged property,
whichever is less. Borrowers must purchase private mortgage insurance from approved third parties so that Sterling s risk is limited to
approximately 80% of the appraised value on most loans with loan-to-value ratios in excess of 80%. Sterling s residential lending programs are
designed to comply with all applicable regulatory requirements. For a discussion of Sterling s management of interest rate risk ( IRR ) on
conventional loans, see ~ Secondary Market Activities.

Sterling originates residential construction loans on presold and spec homes, as well as townhouses and condominiums and provides land, lot,

and acquisition and development loans for residential subdivisions. However, in the current economic environment, the number of viable
residential construction projects that meet Sterling s underwriting standards is limited. Construction financing is generally considered to involve a
higher degree of risk than long-term financing on improved, occupied real estate. Sterling s risk of loss on construction loans depends largely
upon the accuracy of the initial estimate of the property s value at completion of construction or development and the estimated cost (including
interest) of construction. If the estimate of construction costs proves to be inaccurate, Sterling might have to advance funds beyond the amount
originally committed to permit completion of the development and to protect its security position. Sterling also might be confronted, at or prior

to maturity of the loan, with a project with insufficient value to ensure full repayment. Sterling s underwriting, monitoring and disbursement
practices with respect to construction financing are intended to ensure that sufficient funds are available to complete construction projects.
Sterling has seen a deterioration of the credit quality of its residential construction portfolio as evidenced by the increase
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in classified and non-performing construction loans. Sterling endeavors to limit its risk through its underwriting procedures by using only
approved, qualified appraisers and by dealing only with qualified builders/borrowers. See  Classified and Non-performing Assets.

Consumer Lending. Consumer loans and lines of credit are originated directly through Sterling s retail branches and Private Banking Group,
and indirectly through Sterling s Dealer Banking Department. Sterling finances purchases of consumer goods including automobiles, boats and
recreational vehicles, and lines of credit for personal use. Generally, consumer loans are originated for terms ranging from six months to ten
years. Interest rates may be either fixed or adjustable based on a contractual formula tied to established external indices. Sterling also makes
loans secured by borrowers savings accounts and equity loans collateralized by residential real estate. Equity loans may have maturities of up to
20 years.

The following table sets forth information on loan originations for the periods indicated:

Years Ended December 31,
2009 2008 2007
Amount % Amount % Amount %

(Dollars in thousands)

Mortgage:

One- to four-family residential $ 3,047,380 76.5 $ 1,464,673 404 $ 1,492,026 27.2
Multifamily residential 82,696 2.1 170,975 4.7 35,870 0.7
Commercial real estate 176,256 4.4 326,853 9.0 163,315 3.0
Total mortgage loans 3,306,332 83.0 1,962,501 54.1 1,691,211 30.9
Construction:

One- to four-family residential 32,692 0.8 383,922 10.6 1,584,449 28.9
Multifamily residential 0 0.0 25,374 0.7 118,799 2.2
Commercial real estate 31,968 0.8 192,755 5.3 488,372 8.9
Total construction loans 64,660 1.6 602,051 16.6 2,191,620 40.0
Total mortgage and construction loans 3,370,992 84.6 2,564,552 70.7 3,882,831 70.9

Commercial and consumer:

Commercial banking 318,544 8.0 541,978 15.0 995,732 18.2
Consumer direct 191,789 4.8 326,763 9.0 359,338 6.6
Consumer indirect 99,813 2.6 190,177 5.3 242,309 4.3
Total commercial and consumer loans 610,146 154 1,058,918 29.3 1,597,379 29.1
Total loans originated $ 3,981,138 100.0 $ 3,623,470 100.0 $ 5,480,210 100.0

Construction loan originations were lower for both 2009 and 2008, as compared to 2007, reflecting both Sterling s strategic efforts to reduce the
concentration of these loans in its loan portfolio, and current economic conditions that have caused a decline in demand for these loans.

TX9
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Loan Portfolio Analysis.

Mortgage:

One- to four-family residential
Multifamily residential
Commercial real estate

Total mortgage loans

Construction:

One- to four-family residential
Multifamily residential
Commercial real estate

Total construction loans

The following table sets forth the composition of Sterling s loan portfolio by type of loan at the dates indicated:

2009

Amount

$ 839,170
517,408
1,403,560

2,760,138

720,964
233,501
561,643

1,516,108

Total mortgage and construction

loans

Commercial and consumer:

Commercial banking
Consumer direct
Consumer indirect

4,276,246

2,301,944
792,957
323,565

Total commercial and consumer

loans

Total loans receivable

Deferred fees, net

Gross loans receivable
Allowance for loan losses

Loans receivable, net

TX10
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3,418,466

7,694,712

(7,070)

7,687,642
(343,443)

$7,344,199

2008

% Amount

109 $ 867,384

6.7 477,615
18.2 1,364,885
35.8 2,709,884

94 1,455,860
3.0 324,818
7.3 754,017

19.7 2,534,695

55.5 5,244,579

29.9 2,532,158
10.3 859,222
43 389,298

44.5 3,780,678

100.0 9,025,257
(9,798)

9,015,459
(208,365)

$ 8,807,094

December 31,
2007 2006
% Amount % Amount
(Dollars in thousands)
9.6 $ 703,826 7.8 $ 654,661
5.3 389,388 4.3 263,053
15.1 1,223,036 13.5 795,386
30.0 2,316,250 25.6 1,713,100
16.1 1,933,125 21.3 1,429,772
3.6 263,873 2.9 189,819
8.4 747,913 8.2 671,291
28.1 2944911 324 2,290,882
58.1 5,261,161 58.0 4,003,982
28.1 2,639,196 29.1 2,069,086
9.5 798,519 8.8 749,626
4.3 376,937 4.1 288,704
41.9 3,814,652 42.0 3,107,416
100.0 9,075,813 100.0 7,111,398
(16,480) (12,308)
9,059,333 7,099,090
(111,026) (77,849)
$ 8,948,307 $7,021,241

2005

% Amount

9.2 $ 488,633
37 332211
112 792219
24.1 1,613,063

20.1 591,362
2.7 143,272
9.4 286,868

322 1,021,502

56.3 2,634,565

29.1 1,531,079
10.5 618,528
4.1 166,143

43.7 2,315,750

100.0 4,950,315
(8,916)

4,941,399
(52,033)

$ 4,889,366

%

9.9
6.7
16.0

32.6

11.9
2.9
5.8

20.6

532

30.9
12.5
34

46.8

100.0
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Contractual Principal Payments. The following table sets forth the scheduled contractual principal repayments for Sterling s loan portfolio at
December 31, 2009. Demand loans, loans having no stated repayment schedule and no stated maturity, and overdrafts are reported as due in one
year or less. Loan balances do not include undisbursed loan proceeds, deferred loan origination costs and fees, or allowances for credit losses.

Balance Principal Payments
Outstanding at Contractually Due in Fiscal Years
December 31, 2009 2010 2011-2014 Thereafter
(in thousands)

fixed variable fixed variable fixed variable fixed variable
Mortgage $ 990,193 $1,769,945 $ 84,465 $ 368,298 $308,570 $ 674,252 $ 597,158 $ 727,395
Construction:
Residential 32,322 688,642 22,591 481,317 8,924 190,136 807 17,189
Multifamily 19,465 214,036 15,095 165,980 4,370 48,056 0 0
Commercial 40,096 521,547 28,301 368,124 11,664 151,723 131 1,700
Total Construction 91,883 1,424,225 65,987 1,015,421 24,958 389,915 938 18,889
Consumer direct 444,374 348,583 33,200 13,501 115,519 20,599 295,655 314,483
Consumer indirect 323,565 0 78,870 0 230,547 0 14,148 0
Commercial banking 654,368 1,647,576 218,429 691,477 268,349 545,583 167,590 410,516

$2,504,383 $5,190,329 $480,951 $2,088,697 $947,943 $1,630,349 $1,075,489 $ 1,471,283

Loan Servicing. Sterling services its own loans, as well as loans owned by others. Loan servicing includes collecting and remitting loan
payments, accounting for principal and interest, holding escrow funds for the payment of real estate taxes and insurance premiums, contacting
delinquent borrowers and supervising foreclosures in the event of unremedied defaults. For loans serviced for others, Sterling generally receives
a fee based on the unpaid principal balance of each loan to compensate for the costs of performing the servicing function.

For residential mortgage loans serviced for other investors, Sterling receives a fee, generally ranging from 5 to 25 basis points of the unpaid
principal balance. At December 31, 2009 and 2008, Sterling serviced for itself and for other investors, residential mortgage loans totaling $1.88
billion and $1.29 billion, respectively. Of such mortgage loans, $1.09 billion in 2009 and $501.6 million in 2008 were primarily serviced for
FHLMC and FNMA. Sterling s ability to continue as a seller/servicer for these agencies is dependent upon meeting their qualifications. As a
result of Sterling s capitalization, there can be no assurance that Sterling will be able to continue as a seller/servicer for these agencies.

Sterling receives a fee for servicing commercial and multifamily real estate loans for other investors. This fee generally ranges from 5 to 25 basis
points of the unpaid principal balance. At December 31, 2009 and 2008, Sterling serviced for itself and other investors, commercial and
multifamily real estate loans totaling $3.45 billion and $3.44 billion, respectively.

Secondary Market Activities.  Sterling has developed correspondent relationships with a number of mortgage companies and financial
institutions to facilitate the origination and sale of mortgage loans in the secondary market on either a participation or whole loan basis.
Substantially all of these loans are secured by real estate. On a limited basis, Sterling has purchased mortgage loans in the secondary market.
Agents who present loans to Sterling for purchase are required to provide a processed loan package prior to commitment. Sterling then
underwrites the loan in accordance with its established lending standards. During 2009 and 2008, Sterling did not purchase any loans in the
secondary market.

In 2009, 74% of Sterling s sales of residential mortgage loans were sold into the secondary market on a servicing-released basis, while in 2008,
nearly all were. Sterling generally receives a fee of approximately 100 to 200 basis points of the principal balance of mortgage loans for
releasing the servicing. For sales of loans on a servicing-retained
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basis, Sterling records a servicing asset of approximately 100 to 142 basis points of the principal balance. At December 31, 2009 and 2008,
Sterling had recorded $12.1 million and $5.7 million in servicing rights, respectively. See Note 5 of Notes to Consolidated Financial Statements.

Sterling, from time to time, sells participations in certain commercial real estate loans to investors on a servicing-retained basis. During the years
ended December 31, 2009, 2008 and 2007, Sterling sold approximately $20.9 million, $15.8 million and $56.0 million in loans under
participation agreements, resulting in net gains of $1.6 million, $24,000 and $3.0 million, respectively.

Loan Commitments. Sterling makes written commitments to individual borrowers and mortgage brokers for the purposes of originating and
purchasing loans. These loan commitments establish the terms and conditions under which Sterling will fund the loans. Sterling had outstanding
commitments to originate or purchase loans, the undisbursed portion of which aggregated $167.9 million and $809.3 million at December 31,
2009 and 2008, respectively. Sterling also had secured and unsecured commercial and personal lines of credit, the undisbursed portion of which
was approximately $844.2 million and $1.00 billion at December 31, 2009 and 2008, respectively. See Note 17 of Notes to Consolidated
Financial Statements.

Derivatives and Hedging. As part of its mortgage banking activities, Sterling issues interest rate lock commitments to prospective borrowers

on residential mortgage loan applications. Pricing for the sale of these loans is fixed with various qualified investors under both non-binding

( best-efforts ) and binding ( mandatory ) delivery programs. For mandatory delivery programs, Sterling hedges interest rate risk by entering into
offsetting forward sale agreements on mortgage-backed securities ( MBS ) with third parties. Risks inherent in mandatory delivery programs
include the risk that if Sterling does not close the loans subject to interest rate lock commitments, it is nevertheless obligated to deliver MBS to

the counterparty under the forward sale agreement. Sterling could incur significant costs in acquiring replacement loans or MBS and such costs
could have a material adverse effect on mortgage banking operations in future periods. See Note 10 of Notes to Consolidated Financial
Statements.

Interest rate lock commitments and loan delivery commitments are off balance sheet commitments that are considered to be derivatives. As of
December 31, 2009, Sterling had $110.0 million of interest rate lock commitments, $119.7 million of warehouse loans held for sale that were not
committed to investors, and held offsetting forward sale agreements on MBS valued at $234.0 million. In addition, Sterling had mandatory
delivery commitments to sell mortgage loans to investors valued at $29.5 million as of December 31, 2009. As of December 31, 2008, Sterling
had $75.4 million of interest rate lock commitments, $71.8 million of warehouse loans held for sale that were not committed to investors, and
held offsetting forward sale agreements on MBS valued at $114.4 million. In addition, Sterling had mandatory delivery commitments to sell
mortgage loans to investors valued at $1.4 million as of December 31, 2008. As of December 31, 2009 and December 31, 2008, Sterling had
entered into best efforts forward commitments to sell $51.6 million and $71.0 million of mortgage loans, respectively.

In addition, Sterling enters into interest rate swap derivative contracts with customers. The interest rate risk on these contracts is managed by

entering into offsetting interest rate swap agreements with various counterparties ( broker-dealers or dealers ). The counterparty agreements

include certain representations, warranties and covenants, which include terms that allow for an early termination in the event of default. Failure

to maintain a well capitalized position is one event that may be considered a default, and counterparties to the derivative instruments could

require an early termination settlement or an increase in the collateralization on derivative instruments in net liability positions. During the

fourth quarter of 2009, one dealer counterparty terminated three swap positions that had a $4.8 million notional amount. The market values of

interest rate swaps fluctuate based upon interest rate movements. At the time of termination, these swaps had a market value of $254,000. The
make whole provision of the contracts resulted in Sterling reimbursing the counterparty and recording a charge equal to the value of the swaps at

termination. As of March 16, 2010, no other counterparties have terminated any positions or requested additional collateral. The aggregate fair

value of all derivative instruments with credit risk
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related contingent features that are in a liability position on December 31, 2009 was $4.3 million for which Sterling had already posted collateral
with a market value of $6.1 million. Both customer and dealer related interest rate derivatives are carried at fair value by Sterling.

Classified and Nonperforming Assets. To measure the quality of loans and other real estate owned ( OREO ), Sterling has established
guidelines for classifying and determining provisions for anticipated losses. Sterling s system employs the classification categories of
substandard,  doubtful and loss for its classified assets. Substandard assets have deficiencies, which give rise to the distinct possibility that
Sterling will sustain some loss if the deficiencies are not corrected. Doubtful assets have the same weaknesses as substandard assets, and on the
basis of currently existing facts, are also deemed to have a high probability of loss. An asset classified as loss is considered uncollectible and of
such little value that it should not be included as an asset of Sterling. Total classified assets increased to $1.65 billion at December 31, 2009,
from $984.9 million at December 31, 2008. As a percentage of total assets, classified assets increased to 15.15% at December 31, 2009 from
7.70% at December 31, 2008. The credit quality of Sterling s residential and commercial construction loans has deteriorated, and delinquencies
have increased due to declining market values and weakness in housing sales, as well as slower lease-ups of commercial properties in certain of
its markets.

The following table describes classified assets by asset type at the dates indicated:

December 31, September 30, June 30, March 30, December 31,
2009 2009 2009 2009 2008
(Dollars in thousands)
Residential real estate $ 128,561 $ 74,448 $ 62,785 $ 31,400 $ 34,333
Multifamily real estate 44,258 31,921 22,290 15,814 16,741
Commercial real estate 154,859 81,754 62,184 41,364 37,890
Construction
Residential construction 487,789 527,630 521,984 558,170 548,384
Multifamily and commercial construction 462,088 275,817 256,192 145,629 119,348
Total construction 949,877 803,447 778,176 703,799 667,732
Consumer direct and indirect 11,996 9,016 7,908 6,816 4,556
Commercial banking 269,521 168,790 192,207 170,678 143,748
Total classified loans 1,559,072 1,169,376 1,125,550 969,871 905,000
OREO 91,478 81,361 89,721 100,512 79,875
Total classified assets $ 1,650,550 $ 1,250,737 $1,215,271 $ 1,070,383 $ 984,875
TX13
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The following table provides additional information regarding the classified assets of the largest 30 borrowers as of December 31, 2009, which

together constituted 28% of all classified assets at year end:

Description

Commercial Construction: 3 loans

Multifamily & Commercial Construction: 5 loans

Residential Construction: A&D, land, specs and lots: 11 loans
Residential Construction: A&D, land, specs and lots: 53 loans
Residential Construction: A&D, land: 2 loans

Residential Construction and Commercial: 6 loans
Residential Construction: A&D, land: 3 loans

Commercial Real Estate: 1 loan

Residential Construction: A&D, land, specs and lots: 170 loans
Multifamily Construction: 1 loan

Commercial Construction: 2 loans

Multifamily: 1 loan

Residential Construction: A&D, land, specs and lots: 104 loans
Commercial: 1 loan

Commercial & residential mix use: 4 loans

Multifamily & commercial: 3 loans

Multifamily: 1 loan

Residential Construction: specs & lots: 20 loans

Commercial Construction: 1 loan

Commercial Construction: land: 1 loan

Multifamily: 1 loan

Residential Construction: specs & lots: 2 loans

Residential Construction: specs & lots: 27 loans

Residential Construction: specs & lots & Commercial: 9 loans
Commercial: 1 loan

Commercial: 2 loans

Commercial: 1 loan

Commercial: 1 loan

Commercial: 2 loans

Commercial: 1 loan

Total Classified Assets of top 30 borrowers
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Location

Puget Sound, WA & Other WA
Puget Sound, WA & Other OR
Puget Sound, WA, OR, CA & UT
Portland, OR & Other WA
Other OR

Other OR

Puget Sound, WA

Northern CA

Portland, OR & Vancouver, WA
Puget Sound, WA

Other OR

Portland, OR

Puget Sound, WA

Other OR

Other WA

Puget Sound, WA

Other ID

Puget Sound, WA

WA & OR

Northern CA

Puget Sound, WA

Portland, OR

Other WA

Other OR

Northern CA

Puget Sound, WA & Other WA
Puget Sound, WA

Northern CA

Northern CA

Northern CA

December 31, 2009

(Dollars in thousands)

$

36,441
35,016
29,831
26,622
22,813
20,096
19,263
19,042
18,948
18,050
17,627
16,630
14,000
13,000
12,862
11,493
10,758
10,615
10,473
10,166
10,099

9,907

9,549

9,463

9,375

9,106

8,801

8,725

8,359

8,190

465,320
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Since early 2008, Sterling has been adding resources to manage the increased volume of classified assets. The credit administration group
focuses on identifying and resolving problem credits before they become classified. When an asset becomes classified, management of the
relationship is assumed by Sterling s special assets department. Sterling actively engages the borrower and guarantor to remedy the situation by
requiring current financial information from the borrower(s) and guarantor(s) to determine a course of action. In addition, new collateral values
are requested in order for Sterling s management to perform evaluations for regulatory and decision making purposes and updated title
information is obtained to determine the status of encumbrances on the collateral. When possible, Sterling will require the borrower to provide
additional collateral or capital. In conjunction with the receipt of additional collateral, Sterling will sometimes modify the terms of the loan.
Often the new modified terms of the loan are consistent with terms that Sterling would offer a new borrower. If the modification of terms is
considered concessionary, Sterling classifies the loan as a Troubled Debt Restructure and reports it as a nonperforming loan.

Sterling also may consider allowing a borrower to sell the underlying collateral for less than the outstanding balance on the loan if the current
collateral evaluation supports the offer price. In such situations, Sterling typically requires the borrower to sign a new note for the resulting
deficiency or bring cash to closing. In some situations Sterling releases the collateral only in a sale transaction, preserving its right to seek
monetary judgments against the borrowers and guarantors.

If Sterling and a borrower are unable to achieve an acceptable resolution, Sterling may take a deed in lieu of foreclosure or initiate foreclosure
on the underlying collateral. Under such circumstances, Sterling also simultaneously evaluates legal action for recovery against the borrowers
and guarantors. After obtaining the collateral, Sterling actively works to sell the collateral.
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Nonperforming assets are a subset of classified assets, and consist of nonaccrual loans, restructured loans and OREOQ. The following table
summarizes the principal balances of nonperforming assets at the dates indicated:

December 31,
2009 2008 2007 2006 2005
(Dollars in thousands)
Past due 90 days $ 0 $ 0 $ 0 $ 0 $ 0
Nonaccrual loans 824,652 474,172 123,790 8,486 8,701
Restructured loans 71,279 56,618 350 0 1,081
Total nonperforming loans 895,931 530,790 124,140 8,486 9,782
OREO 91,478 79,875 11,075 4,052 779
Total nonperforming assets 987,409 610,665 135,215 12,538 10,561
Specific reserves (35,334) (19,535) (8,678) (1,379) (2,159)
Net nonperforming assets $ 952,075 $ 591,130 $ 126,537 $11,159 $ 8,402
Nonperforming loans with charge-offs, gross $ 1,202,660 $ 462,511 $ 0 $ 0 $ 0
Charge-offs on nonperforming loans (500,183) (165,906) 0 0 0
Nonperforming loans carried at fair value 702,477 296,605 0 0 0
Nonperforming loans with no charge-offs 193,454 234,185 124,140 8,486 9,782
Total nonperforming loans $ 895,931 $ 530,790 $ 124,140 $ 8,486 $ 9,782
Nonperforming assets to total assets 9.08% 4.77% 1.11% 0.13% 0.14%
Nonperforming loans to loans 11.65% 5.89% 1.37% 0.12% 0.20%
Nonperforming loans carried at fair value to total
nonperforming loans 78.4% 55.9% N/A N/A N/A
Charge-offs to gross nonperforming loans 41.6% 35.9% N/A N/A N/A
Loan loss allowance to nonperforming loans 38.3% 39.3% 89.4% 917.4% 531.9%
Loan loss allowance to nonperforming loans
excluding loans carried at fair value 163.5% 89.0% 89.4% 917.4% 531.9%

As of December 31, 2009, Sterling has recognized confirmed losses totaling $500.2 million on collateral dependent nonperforming loans held in
its portfolio. These confirmed losses have written down the carrying value of these loans to the appraisal value of their underlying collateral. The
loan loss coverage ratio, excluding these loans for which the full loss to date has been charged off, was 163.5% of nonperforming loans at
December 31, 2009. Further declines in real estate appraisal values could result in additional losses on these loans. Prior to 2008, Sterling set
aside specific reserves for its nonperforming loans, and did not record confirmed losses until foreclosure.
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The following table describes nonperforming assets by asset type at the dates indicated:

December 31,
2009 2008 2007 2006 2005
(Dollars in thousands)
Residential real estate $ 71,642 $ 46,043 $ 1,557 $ 1,729 $ 856
Multifamily real estate 20,478 4,757 2,268 3,356 4,302
Commercial real estate 69,540 7,753 1,418 1,340 2,579
Construction:
Residential 439,478 410,338 102,373 96 0
Multifamily 75,331 3,894 0 0 0
Commercial 167,867 70,607 3,042 0 0
Total construction 682,676 484,839 105,415 96 0
Consumer direct 5,803 5,053 1,716 1,069 821
Consumer indirect 806 700 836 154 164
Commercial banking 136,464 61,520 22,005 4,794 1,839
Total nonperforming assets $ 987,409 $ 610,665 $ 135,215 $ 12,538 $ 10,561
Weakness in the overall economy has contributed to increased levels of nonperforming assets. Recent increases in nonperforming assets have
been driven by increases in nonperforming construction, commercial real estate, and commercial banking loans.
At the applicable foreclosure date, other real estate owned is recorded at the fair value of the real estate, less the costs to sell the real estate. The
carrying value of OREQ is regularly evaluated and, if necessary, an allowance is established to reduce the carrying value to net realizable value.
The following table sets forth the activity in Sterling s OREO for the periods indicated:
Years Ended December 31,
2009 2008 2007
(Dollars in thousands)
Balance at beginning of period $ 62,320 $ 11,075 $ 4,052
Loan foreclosures and other additions 201,005 124,610 11,418
Loss at foreclosure (44,556) (43,710) (3,166)
Improvements and other changes 1,654 (1,819) 119
Sales (106,130) (10,208) (1,348)
Provisions for losses (31,021) (17,628) 0
Balance at end of period $ 83272 $ 62,320 $11,075

Allowance for Credit Losses. Sterling regularly reviews its classified assets for impairment. If a loan is determined to be impaired, Sterling
performs a valuation analysis on the loan. Valuation analysis compares the fair value (market value less selling costs, foreclosure costs and
projected holding costs), and the book balance (loan principal and accrued interest or carrying value of OREO). For loans that are considered
collateral dependent, the difference between the fair value and the book value is charged off as a confirmed loss. For certain non-collateral
dependent loans, Sterling establishes
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a specific reserve for the difference between fair value and book value of these loans, as the loss is not defined as a confirmed loss because it is
not based solely on collateral values. Allowances are established and periodically adjusted, if necessary, based on the review of information
obtained through on-site inspections, market analysis, appraisals and purchase offers. During the fourth quarter of 2009, primarily as a result of
the large decline in real estate values during 2009, Sterling began to record a specific reserve for impaired loans for which an updated valuation
analysis has not been completed within the last quarter. The specific reserve is calculated by applying an estimated market adjustment to each
loan based on market and property type.

Sterling maintains an allowance for credit losses at a level deemed appropriate by management to adequately provide for probable losses related
to specifically identified loans and probable losses in the remaining portfolio, as well as unfunded commitments. The allowance is based upon
historical loss experience, loan migration analysis, delinquency trends, portfolio size, concentrations of risk, prevailing and anticipated economic
conditions, industry experience, estimated collateral values, management s assessment of credit risk inherent in the portfolio, specific problem
loans and other relevant factors. The portfolio is grouped into standard industry categories for homogeneous loans based on characteristics such
as loan type, borrower and collateral. Annual and quarterly loan migration to loss data is used to determine the probability of default.
Historically, Sterling had used both one-year and three-year losses to establish the expected loss rate on loans. During the fourth quarter of 2009,
as a result of the higher loss rates experienced during 2009, Sterling began using loss experience from the most recent twelve months to estimate
the amount that would be lost if a default were to occur, which is termed the loss given default. The probability of default is multiplied by the
loss given default to calculate the expected losses for each loan category.

Additions to the allowance, in the form of provisions, are reflected in current operating results, while charge-offs to the allowance are made
when a loss is determined to be a confirmed loss. Because the allowance for credit losses is based on estimates, ultimate losses may materially
differ from the estimates. See Note 4 of Notes to Consolidated Financial Statements.
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Management believes that the allowance for credit losses is adequate given the composition and risks of the loan portfolios, although there can
be no assurance that the allowance will be adequate to cover all contingencies. The following table sets forth information regarding changes in
Sterling s allowance for estimated credit losses for the periods indicated:

Years Ended December 31,
2009 2008 2007 2006 2005
(Dollars in thousands)
Allowance loans, January 1 $ 208,365 $ 111,026 $ 77,849 $52,034 $ 47,352
Charge-offs:
Residential real estate (31,401) (6,187) 30) (32) 37
Multifamily real estate 3,510) (1,806) 0 0 3)
Commercial real estate (50,733) (17,023) (70) (902) 2,315)
Construction (420,539) (168,471) (3,430) (12) (19)
Consumer direct (9,652) (4,053) (1,268) (619) (1,107)
Consumer indirect (5,744) (5,864) (1,884) (823) (449)
Commercial banking (45,085) (19,920) (1,000) (2,017) (5,721)
Total charge-offs (566,664) (223,324) (7,682) (4,405) (9,651)
Recoveries:
Residential real estate 306 66 5 5 6
Multifamily real estate 5 0 0 0 0
Commercial real estate 348 69 41 157 42
Construction 6,803 221 3 20 0
Consumer direct 364 272 261 193 238
Consumer indirect 1,303 1,370 495 310 200
Commercial banking 1,875 80 128 68 86
Total recoveries 11,004 2,078 933 753 572
Net charge-offs (555,660) (221,246) (6,749) (3,652) 9,079)
Provision 690,738 318,585 24,632 16,312 13,761
Acquired 0 0 15,294 13,155 0
Allowance loans, December 31 343,443 208,365 111,026 77,849 52,034
Allowance unfunded commitments, January 1 21,334 6,306 5,840 3,449 2,010
Provision 9,367) 15,074 466 2,391 1,439
Amounts written off 0 (46) 0 0 0
Allowance unfunded commitments, December 31 11,967 21,334 6,306 5,840 3,449
Balance at end of period $ 355,410 $ 229,699 $117,332 $ 83,689 $55,483
Allowances allocated to specific reserve loans $ 27,129 $ 1,980 $ 8,678 $ 1,379 $ 2,159
Ratio of net charge-offs to average loans
outstanding during the period 6.17% 2.37% 0.08% 0.06% 0.20%
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During 2008 and 2009, Sterling increased its provision for credit losses in response to an increase in the level of classified loans and charge-offs,
with higher loss rates related to the decline in collateral values, particularly in the Construction, Commercial Real Estate and Residential Real

Estate portfolios.

The following table sets forth the loan loss allowance by category and summarizes the percentage of total loans in each category to total loans:

Residential real estate
Multifamily real estate
Commercial real estate
Construction
Consumer direct
Consumer indirect
Commercial banking
Unallocated

December 31,
2009 2008 2007 2006 2005
Loans in Loans in Loans in Loans in Loans in
Category Category Category Category Category
asa asa asa asa asa
Percentage Percentage Percentage Percentage Percentage

Allowance of Total Allowance of Total Allowance of Total Allowance of Total Allowance of Total

Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans
(Dollars in thousands)

$ 28,319 109 $ 8,147 96 $ 965 7.8 $ 1,405 9.2 $ 1,039 9.9
8,984 6.7 4,795 5.3 659 4.3 671 3.7 790 6.7
69,487 18.2 24,720 15.1 21,244 13.5 17,565 11.2 12,748 16.0
185,222 19.7 118,279 28.1 50,109 324 12,098 322 4,566 20.6
13,544 10.3 7,207 9.5 7,274 8.8 8,205 10.5 6,795 12.5
5,654 4.3 7,401 4.3 5,056 4.1 2,880 4.1 1,205 34
31,945 29.9 29,019 28.1 23,830 29.1 34,209 29.1 23,626 30.9
288 N/A 8,797 N/A 1,889 N/A 816 N/A 1,265 N/A
$ 343,443 100.0 $208,365 100.0 $ 111,026 100.0 $ 77,849 100.0 $52,034 100.0

In response to higher charge-offs and loss rates experienced during 2009, Sterling has increased its loan loss allowance on Construction,
Commercial Real Estate and Residential Real Estate loans.
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Investments and MBS that management has the positive intent and ability to hold to maturity are classified as held to maturity and carried at
amortized cost. At December 31, 2009 and 2008, investments classified as held to maturity were $17.6 million and $175.9 million, respectively.
See  MD&A Critical Accounting Policies Investments and MBS.

At December 31, 2009 and 2008, investments and MBS classified as available for sale were $2.16 billion and $2.64 billion, respectively. The
carrying value of these investments and MBS at December 31, 2009 includes net unrealized gains of $25.8 million, compared with net
unrealized losses of $28.4 million as of December 31, 2008. Fluctuations in prevailing interest rates continue to cause volatility in this
component of accumulated comprehensive income and may continue to do so in future periods. See  MD&A Critical Accounting

Policies Investments and MBS.

Sterling invests primarily in MBS issued by the Federal Home Mortgage Corporation ( FHLMC ), the Federal National Mortgage Corporation

( FNMA ) and the Government National Mortgage Association ( GNMA ), and has limited investments in other non-agency obligations. Such
investments provide Sterling with a relatively liquid source of interest income and collateral, which can be used to secure borrowings. Sterling
invests primarily in investment-grade investments and MBS. See  MD&A Results of Operations Non-Interest Income and Non-Interest Expense
and Note 2 of Notes to Consolidated Financial Statements.

The following table provides the carrying values, contractual maturities and weighted average yields of Sterling s investment and MBS portfolio
at December 31, 2009. Actual maturities may differ from the contractual maturities, because issuers may have the right to call or prepay
obligations with or without prepayment penalties.

Maturity
Less than
One One to Over Five to Over Ten
Year Five Years Ten Years Years Total
(Dollars in thousands)

Mortgage-backed securities
Balance $ 175 $ 0 $ 100,085 $ 1,844,729 $ 1,944,989
Weighted average yield 0.00% 0.00% 4.49% 4.47% 4.47%
Municipal bonds
Balance $ 203 $ 1,154 $ 20,505 $ 173,420 $ 195,282
Weighted average yield 2.89% 2.60% 5.14% 4.39% 4.46%
Other
Balance $ 750 $ 0 $ 0 $ 36,950 $ 37,700
Weighted average yield 0.00% 0.00% 0.00% 1.13% 1.11%
Total carrying value $1,128 $ 1,154 $ 120,590 $ 2,055,099 $2,177,971
Weighted average yield 0.52% 2.60% 4.60% 4.40% 4.41%

@ The weighted average yields on municipal bonds reflect the actual yields on the bonds and are not presented on a tax-equivalent basis.
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The following table sets forth the carrying values and classifications for financial statement reporting purposes of Sterling s investment and MBS
portfolio at the dates indicated:

December 31,

2009 2008 2007
(Dollars in thousands)
Mortgage-backed securities $ 1,944,989 $2,420,012 $ 1,785,031
U.S. government and agency obligations 0 0 9,994
Municipal bonds 195,282 260,873 143,063
Short term commercial paper 0 99,117 0
Other 37,700 35,118 47,976
Total $2,177,971 $2,815,120 $ 1,986,064
Available for sale $ 2,160,325 $ 2,639,290 $ 1,853,271
Held to maturity 17,646 175,830 132,793
Total $2,177,971 $2,815,120 $ 1,986,064
Weighted average yield 4.41% 5.19% 4.95%

Sources of Funds

General. Sterling s primary sources of funds are: customer deposits; wholesale funds from the Federal Home Loan Bank ( FHLB ) and the

Federal Reserve; and the collection of principal and interest primarily from loans, as well as from mortgage backed securities. Additionally,

loans are sold into the secondary market in connection with Sterling s mortgage banking activities. The availability and volume of these funds are

influenced significantly by prevailing interest rates and other economic conditions, as well as regulatory statutes. Borrowings may be used on a

short-term basis to compensate for reductions in other sources of funds (such as deposit inflows at less than projected levels). Borrowings may

also be used on a longer-term basis to support expanded lending activities and to match repricing intervals of assets. See  Lending Activities and
Investments and Mortgage-Backed Securities.

Deposit Activities. ~ Sterling offers a wide variety of deposit products and related services to businesses, individuals, and public sector entities
throughout its primary market areas. Deposit accounts include transaction (checking) accounts, savings accounts, money market demand

accounts ( MMDA ), and certificates of deposit ( CDs ) accounts. These deposit products and services are marketed by its 178 depository banking
offices and each of its private and commercial banking offices. Sterling offers both interest- and non-interest-bearing checking accounts,

MMDA, CDs and savings accounts that earn interest at rates established by management and are based on a competitive market analysis, as well

as regulatory guidelines. The method of compounding varies from simple interest credited at maturity to daily compounding, depending on the

type of account.

With the exception of certain promotional CDs and variable-rate products, most CDs carry a fixed rate of interest for a defined term from the
opening date of the account. Penalties are imposed if principal is withdrawn from most CDs prior to maturity.

Sterling competes with other financial institutions and financial intermediaries in attracting deposits. There is strong competition for transaction,
money market and time deposit balances from commercial banks, credit unions and nonbank corporations, such as securities brokerage
companies, mutual funds and other diversified companies, some of which have nationwide networks of offices. Much of Sterling s marketing
efforts have been directed toward attracting additional deposit customer relationships and balances. Sterling provides electronic banking
products, including debit card, online Internet banking, bill pay, merchant services and treasury
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management services, which include remote deposit capture. All of these products and services are intended to enhance customer relationships
and attract and increase retail deposit balances.

Sterling has 168 automated teller machines ( ATM ). Customers also can access ATMs operated by other financial institutions. Sterling is a
member of the Plus System ATM network that allows participating customers to deposit or withdraw funds from transaction accounts, MMDA
and savings accounts at numerous locations in the United States and internationally.

Sterling supplements its retail deposit gathering by soliciting funds from public entities and, prior to the SSB Consent Agreement, through the
acquisition of brokered deposits. Since Sterling Savings Bank is no longer deemed to be well capitalized, it must comply with limitations on the
interest rate that can be paid on retail deposits, and cannot accept or renew brokered deposits. Public funds are generally obtained by competitive
bidding among qualifying financial institutions. Public funds were 11% and 10% of deposits at December 31, 2009 and 2008, respectively.
Brokered deposits were 14% and 18% of deposits at December 31, 2009 and 2008, respectively. In 2009, certain states increased the
collateralization requirements for uninsured public deposits. The increased collateralization requirements required Sterling to pledge additional
collateral, which reduced Sterling s collateral available for liquidity.

The following table presents the average balance outstanding and weighted average interest rate paid for each major category of deposits for the
periods indicated:

Years Ended December 31,
2009 2008 2007
Weighted Weighted Weighted
Average Average Average
Average Interest Average Interest Average Interest
Balance Rate Balance Rate Balance Rate

(Dollars in thousands)
Transaction accounts:

Interest-bearing $ 844,154 0.30% $ 441,708 0.31% $ 463,337 0.55%
Noninterest-bearing 980,021 0.00 880,224 0.00 895,729 0.00
Savings and MMDA 1,758,678 0.91 2,173,133 2.13 2,078,984 3.45
Time deposits 4,718,946 3.20 4,553,160 4.10 4,039,152 5.04

$ 8,301,799 2.04% $ 8,048,225 291% $ 7,477,202 3.71%

The following table shows the amounts and remaining maturities of time deposits that had balances of $100,000 or more at December 31, 2009
and 2008:

December 31,
2009 2008
(Dollars in thousands)
Three months or less $ 374,185 $ 535,399
After three months through six months 198,309 297,665
After six months through twelve months 417,420 648,334
After twelve months 600,190 253,489
$ 1,590,104 $ 1,734,887
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Borrowings. Deposit accounts are Sterling s primary source of funds. Sterling does, however, use wholesale funds to supplement its funding
requirements and to meet deposit withdrawal requirements. These borrowings include advances from the FHLB, reverse repurchase agreements,
primary credits and term auction facilities from the Federal Reserve, as well as federal funds purchased. During 2009, these borrowings
decreased as Sterling reduced the level of total assets to manage its capital position. See MD&A Liquidity and Capital Resources.

The FHLB of Seattle is part of a system that consists of 12 regional Federal Home Loan Banks that provide credit to financial institutions. As a
condition of membership in the FHLB of Seattle, Sterling s subsidiary banks are required to own stock of the FHLB of Seattle in an amount
determined by a formula based upon the larger of their total qualifying mortgages and MBS, or total advances from the FHLB of Seattle. At
December 31, 2009, Sterling Savings Bank and Golf Savings Bank held more than the minimum FHLB of Seattle stock ownership requirement.

As members of the FHLB of Seattle, Sterling Savings Bank and Golf Savings Bank can apply for collateralized borrowings using certain loans
or securities, provided certain standards related to creditworthiness are met. Each available credit product has its own interest rate and range of
maturities. At December 31, 2009, Sterling had advances totaling $1.24 billion from the FHLB of Seattle, which mature from 2010 through
2018. At December 31, 2009, the interest rates ranged from 0.11% to 8.08%. Additionally, as of December 31, 2009, Sterling had $100.2 million
of advances from the FHLB of San Francisco, which were assumed in the Northern Empire acquisition. Sterling, as a non member shareholder,
does not have access to additional funds from the FHLB of San Francisco. At December 31, 2009 and December 31, 2008, Sterling s credit lines
with the FHLB of Seattle represented a total borrowing capacity of $2.43 billion and $2.92 billion, of which $967.5 million and $1.33 billion
was available, respectively. In the first quarter of 2010, Sterling Savings Bank started transitioning from a blanket pledge collateral agreement
with the FHLB of Seattle to a custodial agreement. Additionally, Sterling s future borrowings from the FHLB of Seattle are limited to overnight
cash management advances ( CMA ), which automatically rollover each day. Sterling Savings Bank has the ability to increase or decrease the
CMA borrowings on a daily basis.

The economic difficulties that have plagued the financial markets during this business cycle had a significant impact on the Federal Home Loan
Banks. Given the negative impacts from other-than-temporary impairment ( OTTI ) charges on certain non-agency MBS and the current market
uncertainty, both the FHLB of Seattle and the FHLB of San Francisco announced that they would cease paying dividends and would not redeem
or repurchase capital stock. Both the FHLB of Seattle and the FHLB of San Francisco also announced that they would monitor their capital
levels, the OTTI issue, overall financial performance and developments in the financial markets as a basis for determining the status of dividends
and capital stock redemptions or repurchases in future quarters. The FHLB of Seattle, Sterling s current source of FHLB advances, continues to
provide Sterling with a readily available source of liquidity, although there can be no assurance that this will always be the case. See

MD&A Liquidity and Capital Resources and Note 9 of Notes to Consolidated Financial Statements.

Sterling also borrows funds under reverse repurchase agreements with major broker/dealers and financial entities pursuant to which it sells
investments (generally, U.S. agency obligations and MBS) under an agreement to buy them back at a specified price at a later date. These
agreements to repurchase are deemed to be borrowings collateralized by the investments and MBS sold. Sterling uses these borrowings to
supplement deposit gathering for funding the origination of loans. Sterling had $1.03 billion and $1.09 billion in wholesale and retail reverse
repurchase agreements outstanding at December 31, 2009 and 2008, respectively. The use of reverse repurchase agreements may expose Sterling
to certain risks not associated with other borrowings, including interest rate risk and the possibility that additional collateral may have to be
provided if the market value of the pledged collateral declines. Sterling may be required to repay these borrowings prior to maturity, with
penalties, if an event of default has been deemed to have occurred. At December 31, 2009, Sterling was not well capitalized, which may trigger
an event of default under certain of these borrowings. See
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MD&A Asset and Liability Management, MD&A Liquidity and Capital Resources and Note 10 of Notes to Consolidated Financial Statements.

As of December 31, 2009 and 2008, Sterling also had $16.7 million and $69.0 million, respectively, of funds from the Federal Reserve discount
window, which are short-term borrowings. Sterling uses this source of funds to the extent that these funds are more competitive than other
sources. In 2008, in an effort to increase liquidity, the Federal Reserve, among other measures, lowered the rate on the funds that are available
from its discount window to 25 basis points above the federal funds target rate. In February 2010, the Federal Reserve increased the discount
rate, for the first time since June 2006, by 25 basis points to 75 basis points.

The following table sets forth certain information regarding Sterling s short-term borrowings as of and for the periods indicated:

Years Ended December 31,
2009 2008 2007

(Dollars in thousands)
Maximum amount outstanding at any month-end during the period:
Short-term reverse repurchase agreements and funds purchased $ 60,465 $ 118,343 $ 288,845
Short-term advances 653,000 594,614 826,045

Average amount outstanding during the period:
Short-term reverse repurchase agreements and funds purchased $ 43,027 $ 100,924 $ 158,852
Short-term advances 613,520 444,806 539,635

Weighted average interest rate paid during the period:
Short-term reverse repurchase agreements and funds purchased 4.09% 1.51% 4.62%
Short-term advances 2.68% 3.76% 5.19%

Weighted average interest rate paid at end of period:

Short-term reverse repurchase agr