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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS
This annual report on Form 10-K may contain forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. These forward-looking statements include, but are not limited to, statements
about our plans, objectives, expectations and intentions that are not historical facts, and other statements identified by
words such as “expects,” “anticipates,” “intends,” “plans,” “believes,” “should,” “projects,” “seeks,” “estimates” or words of similar
meaning. These forward-looking statements are based on current beliefs and expectations of management and are
inherently subject to significant business, economic and competitive uncertainties and contingencies, many of which
are beyond our control. In addition, these forward-looking statements are subject to assumptions with respect to future
business strategies and decisions that are subject to change. In addition to the factors set forth in the sections titled
“Risk Factors,” “Business” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
in this Form 10-K, the following factors, among others, could cause actual results to differ materially from the
anticipated results:

•
local and national economic conditions could be less favorable than expected or could have a more direct and
pronounced effect on us than expected and adversely affect our ability to continue internal growth at historical rates
and maintain the quality of our earning assets;
•the local housing/real estate markets where we operate and make loans could continue to decline;

•
the risks presented by a continued economic recession, or sluggish recovery, which could adversely affect credit
quality, collateral values, including real estate collateral, investment values, liquidity and loan originations and loan
portfolio delinquency rates;

•the efficiencies and enhanced financial and operating performance we expect to realize from investments in personnel,acquisitions and infrastructure could not be realized;
•interest rate changes could significantly reduce net interest income and negatively affect funding sources;
•projected business increases following strategic expansion or opening of new branches could be lower than expected;
•changes in the scope and cost of FDIC insurance and other coverages;
•changes in accounting principles, policies, and guidelines applicable to bank holding companies and banking;
•competition among financial institutions could increase significantly;

•the goodwill we have recorded in connection with acquisitions could become impaired, which may have an adverseimpact on our earnings and capital;

•the reputation of the financial services industry could deteriorate, which could adversely affect our ability to accessmarkets for funding and to acquire and retain customers;

•

the terms and costs of the numerous actions taken by the Federal Reserve, the U.S. Congress, the Treasury, the FDIC,
the SEC and others in response to the liquidity and credit crisis, or the failure of these actions to help stabilize the
financial markets, asset prices, market liquidity, or worsening of current financial market and economic conditions
could materially and adversely affect our business, financial condition, results of operations, and the trading price of
our common stock;

•our ability to effectively manage credit risk, interest rate risk, market risk, operational risk, legal risk, liquidity riskand regulatory and compliance risk; and
•our profitability measures could be adversely affected if we are unable to effectively deploy recently raised capital.
You should take into account that forward-looking statements speak only as of the date of this report. Given the
described uncertainties and risks, we cannot guarantee our future performance or results of operations and you should
not place undue reliance on these forward-looking statements. We undertake no obligation to update or revise any
forward-looking statements, whether as a result of new information, future events or otherwise, except as required
under federal securities laws.
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PART I

ITEM 1.    BUSINESS
General
Columbia Banking System, Inc. (referred to in this report as “we,” “our,” and “the Company”) is a registered bank holding
company whose wholly owned banking subsidiary, Columbia State Bank (“Columbia Bank” or “the Bank”) also does
business under the Bank of Astoria name and conducts full-service commercial banking business in the states of
Washington and Oregon. Headquartered in Tacoma, Washington, we provide a full range of banking services to small
and medium-sized businesses, professionals and individuals.
Columbia Bank was established in 1993 to take advantage of commercial banking business opportunities in our
principal market area. The opportunities to capture commercial banking market share were due to increased
consolidations of banks, primarily through acquisitions by out-of-state bank holding companies, which created
dislocation of customers.
At December 31, 2011 Columbia Bank had 102 branch locations in Washington and Oregon. Included in these branch
locations are six Columbia Bank branches doing business in Oregon under the Bank of Astoria name in Astoria,
Warrenton, Seaside and Cannon Beach in Clatsop County and in Manzanita and Tillamook in Tillamook County.
Substantially all of Columbia Bank’s loans, loan commitments and core deposits are within its service areas. Columbia
Bank is a Washington state-chartered commercial bank, the deposits of which are insured in whole or in part by the
Federal Deposit Insurance Corporation (“FDIC”). Columbia Bank is subject to regulation by the FDIC and the
Washington State Department of Financial Institutions Division of Banks. Although Columbia Bank is not a member
of the Federal Reserve System, the Board of Governors of the Federal Reserve System has certain supervisory
authority over the Company, which can also affect Columbia Bank.
Business Overview
Our goal is to be a leading Pacific Northwest regional community banking company while consistently increasing
shareholder value. We continue to build on our reputation for excellent customer service in order to be recognized as
the bank of choice for retail deposit customers, small to medium-sized businesses and affluent households in all
markets we serve.
We have established a network of 102 branches in Washington and Oregon as of December 31, 2011 from which we
intend to grow market share. We operate 62 branches in western Washington, 15 branches in eastern Washington, 15
branches in western Oregon, and 10 branches in eastern Oregon. Washington counties include: Adams, Asotin,
Benton, Clallam, Clark, Cowlitz, Franklin, Jefferson, King, Kitsap, Klickitat, Mason, Pierce, Snohomish, Skagit,
Spokane, Thurston, Walla Walla, Whatcom, Whitman and Yakima. Oregon counties include Clackamas, Clatsop,
Deschutes, Hood River, Jefferson, Marion, Multnomah, Tillamook, Umatilla, Wasco and Yamhill.
In order to fund our lending activities and to allow for increased contact with customers, we utilize a branch system to
better serve both retail and business depositors. We believe this approach will enable us to expand lending activities
while attracting a stable core deposit base. To support our strategy of market penetration and increased profitability
while continuing our personalized banking approach, we have invested in experienced banking and administrative
personnel and have incurred related costs in the creation of our branch network.
Business Strategy
Our business strategy is to provide our customers with the financial sophistication and product depth of a regional
banking company while retaining the appeal and service level of a community bank. We continually evaluate our
existing business processes while focusing on maintaining asset quality and balanced loan and deposit portfolios,
building our strong core deposit base, expanding total revenue and controlling expenses in an effort to increase our
return on average equity and gain operational efficiencies. We believe that, as a result of our strong commitment to
highly personalized, relationship-oriented customer service, our varied products, our strategic branch locations and the
long-standing community presence of our managers, banking officers and branch personnel, we are well positioned to
attract and retain new customers and to increase our market share of loans, deposits, investments, and other financial
services. We are committed to increasing market share in the communities we serve by continuing to leverage our
existing branch network, adding new branch locations and considering business combinations that are consistent with
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Products & Services
We place the highest priority on customer service and assist our customers in making informed decisions when
selecting from the products and services we offer. We continuously review our product and service offerings to ensure
that we provide our customers with the tools to meet their financial needs. A more complete listing of all the services
and products available to our customers can be found on our website: www.columbiabank.com. Some of the core
products and services we offer include:

Personal Banking Business Banking
•      Checking and Saving Accounts •      Checking & Saving Accounts
•      Online Banking •      Online Banking
•      Electronic Bill Pay •      Electronic Bill Pay
•      Consumer Lending •      Remote Deposit Capture
•      Residential Lending •      Cash Management
•      VISA® Card Services •      Commercial & Industrial Lending
•      Investment Services through CB Financial Services •      Real Estate and Real Estate Construction Lending
•      Private Banking •      Equipment Finance
•      Trust Services •      Small Business Services

•      VISA® Card Services
•      Investment Services through CB Financial Services
•      International Banking
•      Merchant Card Services
•      Professional Banking

Personal Banking: We offer our personal banking customers an assortment of account products including noninterest
and interest-bearing checking, savings, money market and certificate of deposit accounts. Overdraft protection is also
available with direct links to the customer’s checking account. Our online banking service, Columbia OnlineTM,
provides our personal banking customers with the ability to safely and securely conduct their banking business 24
hours a day, 7 days a week. Personal banking customers are also provided with a variety of borrowing products
including fixed and variable rate home equity loans and lines of credit, home mortgages for purchases and refinances,
personal loans, and other consumer loans. Eligible personal banking customers with checking accounts are provided a
Visa® Debit Card which can be used both to make purchases and as an ATM card. A variety of Visa® Credit Cards are
also available to eligible personal banking customers.
Columbia Private Banking offers affluent clientele and their businesses complex financial solutions, such as deposit
and cash management services, credit services, and wealth management strategies. Each private banker provides
advisory services(2) and coordinates a relationship team of experienced financial professionals to meet the unique
needs of each discerning customer.
Through CB Financial Services(1), customers are provided with a full range of investment options including mutual
funds, stocks, bonds, retirement accounts, annuities, tax-favored investments, US Government securities as well as
long-term care and life insurance policies. Qualified investment professionals are available to provide advisory
services(2) and assist customers with retirement, education and other financial planning activities.
Business Banking: We offer our business banking customers the foundation of a variety of checking, savings, interest
bearing money market and certificate of deposit accounts to satisfy all their banking needs. In addition to these core
banking products we provide a breadth of services to support the complete financial needs of small and middle market
businesses including Cash Management, Professional Banking, International Banking, VISA Credit Cards, Merchant
Services and Commercial Lending.

 __________
(1)Securities and insurance products are offered through PrimeVest Financial Services, Inc., an independent,

registered broker/dealer. Member FINRA/SIPC. CB Financial Services is a marketing name for PrimeVest. *
Investment products are Not FDIC insured * No bank guarantee * Not a deposit * Not insured by any federal
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Cash Management
Columbia State Bank’s diversified Cash Management Programs are tailored to meet specific banking needs of each
individual business. We combine technology with integrated operations and local expertise for safe, powerful, flexible
solutions. Columbia customers, of all sizes, choose from a full range of transaction and Cash Management tools to
gain more control over and make more from their money. Services include Commercial Online Banking, Positive Pay
fraud protection, Automated Clearing House (ACH) payments, Remote Deposit Capture, and Merchant Services.
Our Cash Management professionals work with businesses to find the best combination of services to meet their
needs. This customized, modular approach ensures their business banking operations are cost-effective now, with
flexibility for future growth.
Professional Banking
Columbia Professional Bankers are uniquely qualified to help medical and dental professionals acquire, build and
grow their practice. We offer tailored banking and investment solutions(1) delivered by experienced bankers with the
industry knowledge necessary to meet their business’s unique needs. No matter what the needs are now or in the years
to come, we guide professionals through all their financial options to make their banking as easy and personal as
possible.
International Banking
Columbia Bank’s International services division offers a range of financial services to help forward-thinking
independent businesses explore global markets and conduct international trade smoothly and expediently. We’re proud
to provide small and mid-size business with the same caliber of expertise and personalized service that national banks
usually limit to large businesses.
Our experience with foreign currency exchange, letters of credit, foreign collections and trade finance services can
help independent companies open the door to new markets and suppliers overseas. Put simply, the wealth of
opportunities that international trade offers growing businesses can have a significant impact on both long-term
growth and their bottom line.
Commercial Lending
We offer a variety of loan products tailored to meet the various needs of business banking customers. Commercial
loan products include accounts receivable and inventory financing as well as Small Business Administration ("SBA")
financing. We also offer commercial real estate loan products for construction and development or permanent
financing. Real estate lending activities have been focused on construction and permanent loans for both owner
occupants and investor oriented real estate properties. In addition, the Bank has pursued construction and first
mortgages on owner occupied, one- to four-family residential properties. Commercial banking has been directed
toward meeting the credit and related deposit needs of various sized businesses and professional practice organizations
operating in our primary market areas.
CB Financial Services
Through CB Financial Services(1), customers are provided with an array of investment options and all the tools and
resources necessary to assist them in reaching their investment goals. Some of the investment solutions available to
customers include 401(k), Simple IRA, Simple Employee Pensions, Buy-Sell Agreements, Key-Man Insurance,
Business Succession Planning and personal investments.

 __________

(1)

Securities and insurance products are offered through PrimeVest Financial Services, Inc., an independent,
registered broker/dealer. Member FINRA/SIPC. CB Financial Services is a marketing name for PrimeVest. *
Investment products are Not FDIC insured * No bank guarantee * Not a deposit * Not insured by any federal
government agency * May lose value.
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Business VISA® Credit and Debit Cards
We offer our business banking customers a selection of Visa® Cards including the Business Debit Card that works
like a check wherever Visa® is accepted. We partner with First National Bank of Omaha to offer Visa® Credit Cards
such as the Corporate Card which can be used all over the world as well as the Business Edition® and Business
Edition Plus® that earns reward points with every purchase.
Merchant Card Services
Business clients that utilize Columbia’s Merchant Card Services have the ability to accept Visa®, MasterCard® and
Discover® sales drafts for deposit directly into their business checking account. Merchants are provided with a
comprehensive accounting system tailored to meet each merchant’s needs, which includes month-to-date credit card
deposit information on a transaction statement. Internet access is available to view merchant reports that allow
business customers to review merchant statements, authorized, captured, cleared and settled transactions.
Competition
Our industry remains highly competitive in spite of challenging economic conditions. Several other financial
institutions with greater resources compete for banking business in our market areas. Among the advantages of some
of these institutions are their ability to make larger loans, finance extensive advertising and promotion campaigns,
access international financial markets and allocate their investment assets to regions of highest yield and demand. In
addition to competition from other banking institutions, we continue to experience competition from non-banking
companies such as credit unions, brokerage houses and other financial services companies. We compete for deposits,
loans, and other financial services by offering our customers similar breadth of products as our larger competitors
while delivering a more personalized service level with faster transaction turnaround time.

Market Areas
Washington: Approximately 30% of our total branches within Washington are located in Pierce County, with an
estimated 2011 population of 815,000 residents. At June 30, 2011 our Pierce County branch locations’ share of the
county’s total deposit market was 18%(1), ranking first among our competition. Also located in Pierce County is our
Company headquarters in the city of Tacoma and one nearby operational facility. Some of the most significant
contributors to the Pierce County economy are the Port of Tacoma, whose activities are related to more than 40,000
jobs in the county, and well over 100,000 in the state of Washington, Joint Base Lewis-McChord which accounts for
nearly 20% of the County’s total employment, and the manufacturing industry which supplies the Boeing Company.
We operate thirteen branch locations in King County, including Seattle, Bellevue and Redmond. King County, which
is Washington’s most highly populated county at close to 2 million residents, is a market that has significant growth
potential for our Company and will play a key role in our expansion strategy in the future. At June 30, 2011 we ranked
13th in our share of the King County deposit market or approximately 1%(1); however, we continue to make inroads
within this market through the strategic expansion of our banking team. The north King County economy is primarily
made up of the aerospace, construction, computer software and biotechnology industries. South King County, with its
close proximity to Pierce County, is considered a natural extension of our primary market area. The economy of south
King County is primarily comprised of residential communities supported by light industrial, retail, aerospace and
distributing and warehousing industries.
Some other market areas served by the Company include Cowlitz County where we rank first, or 9% (1), in deposit
market share, operating two branch locations; and Kitsap County, where we operate 6 branches with 8%(1) of the
deposit market share. We also have locations in Adams, Clallam, Clark, Jefferson, Klickitat, Spokane, Thurston,
Whitman and Yakima counties where we operate two branch offices in each county, and Asotin, Benton, Franklin,
Grant, Mason, Snohomish, Skagit, Walla Walla and Whatcom Counties where we operate one branch in each county.
Oregon: With the acquisition of Columbia River Bank in January 2010, we significantly expanded our market area in
western Oregon, and entered the eastern Oregon market area, bringing our total to 25 branch locations in the state.
Oregon counties include Clackamas, Clatsop, Deschutes, Hood River, Jefferson, Marion, Multnomah, Tillamook,
Umatilla, Wasco and Yamhill. Columbia ranks fifteenth(1) in total deposit market share in Oregon. We are first(1) in
deposit market share in Hood River, Jefferson, and Wasco counties, and second or 28%(1) of the deposit market share
in Clatsop county. Oregon market areas provide a significant opportunity for expansion in the future.
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Employees
As of December 31, 2011 the Company and its banking subsidiary employed approximately 1,256 full-time equivalent
employees, significantly up from the 1,092 at December 31, 2010. We value our employees and pride ourselves on
providing a professional work environment accompanied by comprehensive benefit programs. We are committed to
providing flexible and value-added benefits to our employees through a “Total Compensation Philosophy” which
incorporates all compensation and benefits. Our continued commitment to employees contributed to Columbia Bank
being again awarded one of Seattle Business Magazine’s 100 Best Companies to Work For 2011 and designated one of
the Puget Sound Business Journal’s “Washington’s Best Workplaces 2011”.
Available Information
We file annual reports on Form 10-K, quarterly reports on Form 10-Q, periodic reports on Form 8-K, proxy
statements and other information with the United States Securities and Exchange Commission (“SEC”). The public may
obtain copies of these reports and any amendments at the SEC’s Internet site, www.sec.gov.
 Additionally, reports filed with the SEC can be obtained through our website at www.columbiabank.com. These
reports are available through our website as soon as reasonably practicable after they are filed electronically with the
SEC. Information contained on our website is not intended to be incorporated by reference into this report.
Supervision and Regulation
The following discussion provides an overview of certain elements of the extensive regulatory framework applicable
to the Company and Columbia State Bank, which operates under the names Columbia State Bank in Washington, and
Columbia State Bank and Bank of Astoria in Oregon (collectively, referred to herein as “Columbia Bank”). This
regulatory framework is primarily designed for the protection of depositors, federal deposit insurance funds and the
banking system as a whole, rather than specifically for the protection of shareholders. Due to the breadth and growth
of this regulatory framework, our costs of compliance continue to increase in order to monitor and satisfy these
requirements.
To the extent that this section describes statutory and regulatory provisions, it is qualified by reference to those
provisions. These statutes and regulations, as well as related policies, are subject to change by Congress, state
legislatures and federal and state regulators. Changes in statutes, regulations or regulatory policies applicable to us,
including the interpretation or implementation thereof, could have a material effect on our business or operations. In
light of the recent financial crisis, numerous changes to the statutes, regulations or regulatory policies applicable to us
have been made or proposed. The full extent to which these changes will impact our business is not yet known.
However, our continued efforts to monitor and comply with new regulatory requirements add to the complexity and
cost of our business.
Federal Bank Holding Company Regulation
General. The Company is a bank holding company as defined in the Bank Holding Company Act of 1956, as amended
(“BHCA”), and is therefore subject to regulation, supervision and examination by the Federal Reserve. In general, the
BHCA limits the business of bank holding companies to owning or controlling banks and engaging in other activities
closely related to banking. The Company must file reports with and provide the Federal Reserve such additional
information as it may require. Under the Financial Services Modernization Act of 1999, a bank holding company may
apply to the Federal Reserve to become a financial holding company, and thereby engage (directly or through a
subsidiary) in certain expanded activities deemed financial in nature, such as securities and insurance underwriting.
Holding Company Bank Ownership. The BHCA requires every bank holding company to obtain the prior approval of
the Federal Reserve before (i) acquiring, directly or indirectly, ownership or control of any voting shares of another
bank or bank holding company if, after such acquisition, it would own or control more than 5% of such shares; (ii)
acquiring all or substantially all of the assets of another bank or bank holding company; or (iii) merging or
consolidating with another bank holding company.
Holding Company Control of Nonbanks.  With some exceptions, the BHCA also prohibits a bank holding company
from acquiring or retaining direct or indirect ownership or control of more than 5% of the voting shares of any
company which is not a bank or bank holding company, or from engaging directly or indirectly in activities other than
those of banking, managing or controlling banks, or providing services for its subsidiaries. The principal exceptions to
these prohibitions involve certain non-bank activities that, by statute or by Federal Reserve regulation or order, have
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Transactions with Affiliates. Subsidiary banks of a bank holding company are subject to restrictions imposed by the
Federal Reserve Act on extensions of credit to the holding company or its subsidiaries, on investments in their
securities and on the use of their securities as collateral for loans to any borrower. These regulations and restrictions
may limit the Company's ability to obtain funds from Columbia Bank for its cash needs, including funds for payment
of dividends, interest and operational expenses.
Tying Arrangements. We are prohibited from engaging in certain tie-in arrangements in connection with any
extension of credit, sale or lease of property or furnishing of services. For example, with certain exceptions, neither
the Company nor its subsidiaries may condition an extension of credit to a customer on either (i) a requirement that
the customer obtain additional services provided by us; or (ii) an agreement by the customer to refrain from obtaining
other services from a competitor.
Support of Subsidiary Banks. Under Federal Reserve policy and the Dodd-Frank Wall Street Reform and Consumer
Protection Act (“Dodd-Frank Act”), the Company is expected to act as a source of financial and managerial strength to
Columbia Bank. This means that the Company is required to commit, as necessary, resources to support Columbia
Bank. Any capital loans a bank holding company makes to its subsidiary banks are subordinate to deposits and to
certain other indebtedness of those subsidiary banks.
State Law Restrictions. As a Washington corporation, the Company is subject to certain limitations and restrictions
under applicable Washington corporate law. For example, state law restrictions in Washington include limitations and
restrictions relating to indemnification of directors, distributions to shareholders, transactions involving directors,
officers or interested shareholders, maintenance of books, records, and minutes, and observance of certain corporate
formalities.
Federal and State Regulation of Columbia Bank
General. The deposits of Columbia Bank, a Washington chartered commercial bank with branches in Washington and
Oregon, are insured by the FDIC. As a result, Columbia Bank is subject to supervision and regulation by the
Washington Department of Financial Institutions, Division of Banks and the FDIC. With respect to branches of
Columbia Bank in Oregon, the Bank is also subject to supervision and regulation by the Oregon Department of
Consumer and Business Services, as well as the FDIC. These agencies have the authority to prohibit banks from
engaging in what they believe constitute unsafe or unsound banking practices.
Consumer Protection. The Bank is subject to a variety of federal and state consumer protection laws and regulations
that govern its relationship with consumers including laws and regulations that impose certain disclosure requirements
and regulate the manner in which we take deposits, make and collect loans, and provide other services. Failure to
comply with these laws and regulations may subject the Bank to various penalties, including but not limited to,
enforcement actions, injunctions, fines, civil liability, criminal penalties, punitive damages, and the loss of certain
contractual rights.
Community Reinvestment. The Community Reinvestment Act ("CRA") of 1977 requires that, in connection with
examinations of financial institutions within their jurisdiction, the Federal Reserve or the FDIC evaluate the record of
the financial institution in meeting the credit needs of its local communities, including low and moderate-income
neighborhoods, consistent with the safe and sound operation of the institution. A bank's community reinvestment
record is also considered by the applicable banking agencies in evaluating mergers, acquisitions and applications to
open a branch or facility.
Insider Credit Transactions. Banks are also subject to certain restrictions imposed by the Federal Reserve Act on
extensions of credit to executive officers, directors, principal shareholders or any related interests of such persons.
Extensions of credit (i) must be made on substantially the same terms, including interest rates and collateral, and
follow credit underwriting procedures that are at least as stringent as those prevailing at the time for comparable
transactions with persons not related to the lending bank; and (ii) must not involve more than the normal risk of
repayment or present other unfavorable features. Banks are also subject to certain lending limits and restrictions on
overdrafts to insiders. A violation of these restrictions may result in the assessment of substantial civil monetary
penalties, regulatory enforcement actions, and other regulatory sanctions.
Regulation of Management. Federal law (i) sets forth circumstances under which officers or directors of a bank may
be removed by the institution's federal supervisory agency; (ii) places restraints on lending by a bank to its executive

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

15



officers, directors, principal shareholders, and their related interests; and (iii) generally prohibits management
personnel of a bank from serving as directors or in other management positions of another financial institution whose
assets exceed a specified amount or which has an office within a specified geographic area.

7

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

16



Table of Contents

Safety and Soundness Standards. Certain non-capital safety and soundness standards are also imposed upon banks.
These standards cover internal controls, information systems and internal audit systems, loan documentation, credit
underwriting, interest rate exposure, asset growth, compensation, fees and benefits, such other operational and
managerial standards as the agency determines to be appropriate, and standards for asset quality, earnings and stock
valuation. An institution that fails to meet these standards may be subject to regulatory sanctions.
Interstate Banking and Branching
The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (“Interstate Act”) together with the
Dodd-Frank Act relaxed prior interstate branching restrictions under federal law by permitting, subject to regulatory
approval, state and federally chartered commercial banks to establish branches in states where the laws permit banks
chartered in such states to establish branches. The Interstate Act requires regulators to consult with community
organizations before permitting an interstate institution to close a branch in a low-income area. Federal banking
agency regulations prohibit banks from using their interstate branches primarily for deposit production and the federal
banking agencies have implemented a loan-to-deposit ratio screen to ensure compliance with this prohibition.
Dividends
The principal source of the Company's cash is from dividends received from Columbia Bank, which are subject to
government regulation and limitations. Regulatory authorities may prohibit banks and bank holding companies from
paying dividends in a manner that would constitute an unsafe or unsound banking practice or would reduce the
amount of its capital below that necessary to meet minimum applicable regulatory capital requirements. Washington
law also limits a bank's ability to pay dividends that are greater than the bank's retained earnings without approval of
the applicable banking agency. Additionally, current guidance from the Federal Reserve provides, among other things,
that dividends per share on the Company's common stock generally should not exceed earnings per share, measured
over the previous four fiscal quarters.
Capital Adequacy
Regulatory Capital Guidelines. Federal bank regulatory agencies use capital adequacy guidelines in the examination
and regulation of bank holding companies and banks. The guidelines are “risk-based,” meaning that they are designed to
make capital requirements more sensitive to differences in risk profiles among banks and bank holding companies.
Tier I and Tier II Capital. Under the guidelines, an institution's capital is divided into two broad categories, Tier I
capital and Tier II capital. Tier I capital generally consists of common stockholders' equity (including surplus and
undivided profits), qualifying non-cumulative perpetual preferred stock, and qualified minority interests in the equity
accounts of consolidated subsidiaries. Tier I capital generally excludes goodwill and intangible assets, net unrealized
gains and losses on available for sale securities and accumulated net gains and losses on cash flow hedges. Tier II
capital generally consists of the allowance for loan losses, hybrid capital instruments and qualifying subordinated
debt. The sum of Tier I capital and Tier II capital represents an institution's total capital. The guidelines require that at
least 50% of an institution's total capital consist of Tier I capital.
Risk-based Capital Ratios. The adequacy of an institution's capital is gauged primarily with reference to the
institution's risk-weighted assets. The guidelines assign risk weightings to an institution's assets in an effort to quantify
the relative risk of each asset and to determine the minimum capital required to support that risk. An institution's
risk-weighted assets are then compared with its Tier I capital and total capital to arrive at a Tier I risk-based ratio and
a total risk-based ratio, respectively. The guidelines provide that an institution must have a minimum Tier I risk-based
ratio of 4% and a minimum total risk-based ratio of 8%.
Leverage Ratio. The guidelines also employ a leverage ratio, which is Tier I capital as a percentage of average total
assets, less intangibles. The principal objective of the leverage ratio is to constrain the maximum degree to which a
bank holding company may leverage its equity capital base. The minimum leverage ratio is 3%; however, for all but
the most highly rated bank holding companies and for bank holding companies seeking to expand, regulators expect
an additional cushion of at least 1% to 2%.
Prompt Corrective Action. Under the guidelines, an institution is assigned to one of five capital categories depending
on its total risk-based capital ratio, Tier I risk-based capital ratio, and leverage ratio, together with certain subjective
factors. The categories range from “well capitalized” to “critically undercapitalized.” Institutions that are “undercapitalized”
or lower are subject to certain mandatory supervisory corrective actions. At each successively lower capital category,
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an insured bank is subject to increased restrictions on its operations. During these challenging economic times, the
federal banking regulators have actively enforced these provisions.
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Regulatory Oversight and Examination
The Federal Reserve conducts periodic inspections of bank holding companies, which are performed both onsite and
offsite. The supervisory objectives of the inspection program are to ascertain whether the financial strength of the
bank holding company is being maintained on an ongoing basis and to determine the effects or consequences of
transactions between a holding company or its non-banking subsidiaries and its subsidiary banks. For holding
companies under $10 billion in assets, the inspection type and frequency varies depending on asset size, complexity of
the organization, and the holding company's rating at its last inspection.
Banks are subject to periodic examinations by their primary regulators. Bank examinations have evolved from
reliance on transaction testing in assessing a bank's condition to a risk-focused approach. These examinations are
extensive and cover the entire breadth of operations of the bank. Generally, safety and soundness examinations occur
on an 18-month cycle for banks under $500 million in total assets that are well capitalized and without regulatory
issues, and 12-months otherwise. Examinations alternate between the federal and state bank regulatory agency or may
occur on a combined schedule. The frequency of consumer compliance and CRA examinations is linked to the size of
the institution and its compliance and CRA ratings at its most recent examinations. However, the examination
authority of the Federal Reserve and the FDIC allows them to examine supervised banks as frequently as deemed
necessary based on the condition of the bank or as a result of certain triggering events.
Corporate Governance and Accounting
Sarbanes-Oxley Act of 2002. The Sarbanes-Oxley Act of 2002 (the “Act”) addresses, among other things, corporate
governance, auditing and accounting, enhanced and timely disclosure of corporate information, and penalties for
non-compliance. Generally, the Act (i) requires chief executive officers and chief financial officers to certify to the
accuracy of periodic reports filed with the SEC; (ii) imposes specific and enhanced
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