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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended June 30, 2011.

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

For the transition period from to

Commission File Number 0-20288

COLUMBIA BANKING SYSTEM, INC.

(Exact name of issuer as specified in its charter)
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Washington 91-1422237
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification Number)

1301 A Street

Tacoma, Washington 98402-2156
(Address of principal executive offices) (Zip Code)
(253) 305-1900

(Issuer s telephone number, including area code)

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

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
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

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

Large accelerated filer — x Accelerated filer

Non-accelerated filer - Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ©~ No x

The number of shares of common stock outstanding at July 31, 2011 was 39,496,663.

Table of Contents 2



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

Table of Conten

TABLE OF CONTENTS

PARTI FINANCIAL INFORMATION e

Item 1.  Financial Statements (unaudited)
Consolidated Condensed Statements of Income - three and six months ended June 30. 2011 and 2010 1
Consolidated Condensed Balance Sheets June 30. 2011 and December 31. 2010 2
Consolidated Condensed Statements of Changes in Shareholders Equity - three and six months ended June 30, 2011 and 2010 3
Consolidated Condensed Statements of Cash Flows - three and six months ended June 30, 2011 and 2010 4
Notes to Unaudited Consolidated Condensed Financial Statements 5
Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations 28
Item 3.  Quantitative and Qualitative Disclosures about Market Risk 47
Item4. Controls and Procedures 47

PARTII _OTHER INFORMATION

Item 1. Legal Proceedings 48
Item 1A. Risk Factors 48
Item 2.  Unregistered Sales of Equity Securities and Use of Proceeds 54
Item 3.  Defaults Upon Senior Securities 54
Item4. [Removed and Reserved 54
Item 5.  Other Information 54
Item 6.  Exhibits 55
Signatures 56

Table of Contents 3



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

Table of Conten

PART I - FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS

CONSOLIDATED CONDENSED STATEMENTS OF INCOME

Columbia Banking System, Inc.

(Unaudited)

Three Months Ended

June 30,

(in thousands except per share) 2011 2010
Interest Income
Loans $44362  $38,940
Taxable securities 6,247 4,708
Tax-exempt securities 2,516 2,290
Federal funds sold and deposits in banks 184 210
Total interest income 53,309 46,148
Interest Expense
Deposits 2,848 4,334
Federal Home Loan Bank advances 714 710
Long-term obligations 253 254
Other borrowings 119 118
Total interest expense 3,934 5,416
Net Interest Income 49,375 40,732
Provision for loan and lease losses 2,150 13,500
Provision for losses on covered loans 2,301 0
Net interest income after provision for loan and lease losses 44,924 27,232
Noninterest Income (Loss)
Service charges and other fees 6,467 6,442
Gain on bank acquisitions 0 0
Merchant services fees 1,808 1,913
Gain on sale of investment securities, net 0 0
Bank owned life insurance 528 516
Change in FDIC loss sharing asset (6,419) 3,399
Other 1,158 967
Total noninterest income (loss) 3,542 13,237
Noninterest Expense
Compensation and employee benefits 19,459 17,497
Occupancy 4,388 4,307
Merchant processing 905 1,227
Advertising and promotion 1,012 785
Data processing and communications 1,913 2,567
Legal and professional fees 1,498 1,477
Taxes, licenses and fees 907 688
Regulatory premiums 1,279 1,462
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Six Months Ended
June 30,

2011 2010
$ 91,791 $ 75,887
10,664 9,453
4,983 4,736
482 359
107,920 90,435
5,927 9,275
1,408 1,415
504 503
257 236
8,096 11,429
99,824 79,006
2,150 28,500
1,879 0
95,795 50,506
12,755 11,866
0 9,818
3,441 3,652
0 58
1,033 1,020
(21,193) 3,399
2,087 1,897
(1,877) 31,710
38,380 34,483
8,785 8,276
1,788 2,327
1,913 1,623
3,837 4,446
2911 2,975
1,772 1,252
2,979 2,918
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Net cost of operation of other real estate owned
Amortization of intangibles

FDIC clawback liability

Other

Total noninterest expense

Income before income taxes
Income tax provision

Net Income

Net Income Applicable to Common Shareholders

Earnings per common share

Basic

Diluted

Dividends paid per common share

Weighted average number of common shares outstanding
Weighted average number of diluted common shares outstanding

See accompanying notes to unaudited consolidated condensed financial statements.
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214
955
448
4,186

37,164

11,302
2,670

$ 8,632

$ 8,632

$ 022
$ 022
$ 0.05
39,107
39,166

(672)
1,055
0
4,352

34,745

5,724
668

$ 5,056

$ 3,946

$ 0.11
$ 0.11
$ 0.01
34,829
35,077

(228)
1,939
2,148
8,286

74,510

19,408
4,997

$ 14411

$ 14,411

0.37
0.36
0.08
39,073
39,159

©@ BB L

640
1,842
0
7,860

68,642

13,574
602

$12,972

$ 10,755

0.34
0.34
0.02
31,376
31,607

©@ BB L
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CONSOLIDATED CONDENSED BALANCE SHEETS
Columbia Banking System, Inc.

(Unaudited)

(in thousands)

ASSETS
Cash and due from banks
Interest-earning deposits with banks

Total cash and cash equivalents

Securities available for sale at fair value (amortized cost of $956,125 and
$743,928, respectively)

Federal Home Loan Bank stock at cost

Loans held for sale

Loans, excluding covered loans, net of deferred loan fees of ($3,454) and ($3,490),
respectively

Less: allowance for loan and lease losses

Loans, excluding covered loans, net
Covered loans, net of allowance for loan losses of ($7,948) and ($6,055),
respectively

Total loans, net

FDIC loss sharing asset

Interest receivable

Premises and equipment, net

Other real estate owned ($24,239 and $14,443 covered by FDIC loss share,
respectively)

Goodwill

Core deposit intangible, net

Other assets

Total Assets

LIABILITIES AND SHAREHOLDERS EQUITY
Deposits:
Noninterest-bearing
Interest-bearing

Total deposits

Federal Home Loan Bank advances

Securities sold under agreements to repurchase
Other borrowings

Long-term subordinated debt

Other liabilities

Total liabilities
Commitments and contingent liabilities
Shareholders equity:

Table of Contents

June 30,
2011

$ 89,926
179,573

269,499

989,768
18,791
655

1,987,474
54,057

1,933,417

607,310

2,540,727
206,238
14,010
99,439

46,979
119,343
18,602
105,092

$4,429,143

$ 923,031
2,552,136

3,475,167
120,681
25,000

0

25,768
54,847

3,701,463

December 31,
2010

$ 55,492
458,638

514,130

763,866
17,908
754

1,915,754
60,993

1,854,761

517,061

2,371,822
205,991
11,164
93,108

45,434
109,639
18,696
103,851

$ 4,256,363

$ 895,671
2,431,598

3,327,269
119,405
25,000
642
25,735
51,434

3,549,485
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June 30,
2011
Common Stock (no par value)
Authorized shares 63,033
Issued and outstanding 39,475

Retained earnings
Accumulated other comprehensive income

Total shareholders equity
Total Liabilities and Shareholders Equity

See accompanying notes to unaudited consolidated condensed financial statements.
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December 31,
2010

63,033
39,338

578,046
128,949
20,685

727,680

$4,429,143

576,905
117,692
12,281

706,878

$ 4,256,363
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CONSOLIDATED CONDENSED STATEMENTS OF CHANGES IN SHAREHOLDERS EQUITY

Columbia Banking System, Inc.

(Unaudited)

(in thousands)

Balance at January 1, 2010
Comprehensive income:

Net income

Other comprehensive income, net of tax:
Net unrealized gain from securities, net of
reclassification adjustments

Net change in cash flow hedging instruments
Net pension plan liability adjustment

Other comprehensive income
Comprehensive income

Accretion of preferred stock discount

Issuance of common stock, net of offering costs

Issuance of common stock - stock option and
other plans

Issuance of common stock - restricted stock
awards, net of cancelled awards

Tax benefit deficiency associated with
share-based compensation

Preferred dividends

Cash dividends paid on common stock

Balance at June 30, 2010

Balance at January 1, 2011
Comprehensive income:

Net income

Other comprehensive income, net of tax:

Net unrealized gain from securities, net of
reclassification adjustments

Net change in cash flow hedging instruments
Net pension plan liability adjustment

Other comprehensive income
Comprehensive income

Issuance of common stock - stock option and
other plans

Table of Contents

Preferred Stock
Number of
Shares Amount
77 $74,301
294
77 $74,595
0 $ 0

Common Stock Accumulated
Other
Number of Retained Comprehensive
Shares Amount Earnings Income
28,129 $ 348,706 $ 93,316 $ 11,816
12,972
7,128
(727)
37
(294)
11,040 229,129
42 521
93 705
(12)
(1,922)
(675)
39,304 $ 579,049 $103,397 $ 18,254
39,338 $ 576,905 $117,692 $ 12,281
14,411
8,780
(143)
(233)
25 410
114 763

Total
Shareholders

Equity
$ 528,139
12,972
7,128

(727)
37

6,438

19,410

0
229,129

521
705
(12)

(1,922)
(675)

$ 775,295

$ 706,878

14,411

8,780
(143)
(233)

8,404

22,815

410
763
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Issuance of common stock - restricted stock
awards, net of cancelled awards

Repurchase of shares 2 (32)
Cash dividends paid on common stock (3,154)
Balance at June 30, 2011 0o $ 0 39475 $578,046 $128,949 $ 20,685

See accompanying notes to unaudited consolidated condensed financial statements.

Table of Contents

(32)
(3.154)

$ 727,680
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CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS

Columbia Banking System, Inc.

(Unaudited)

(in thousands)
Cash Flows From Operating Activities
Net Income

Adjustments to reconcile net income to net cash provided by operating activities

Provision for loan and lease losses and losses on covered loans
Stock-based compensation expense

Depreciation, amortization and accretion

Net realized gain on FDIC assisted bank acquisitions
Net realized gain on sale of securities

Net realized gain on sale of other assets

Net realized gain on sale of other real estate owned
Gain on termination of cash flow hedging instruments
Write-down on other real estate owned

Deferred income tax benefit

Net change in:

FDIC loss-sharing asset, net of cash received

Loans held for sale

Interest receivable

Interest payable

Other assets

Other liabilities

Net cash provided by operating activities

Cash Flows From Investing Activities

Loans originated and acquired, net of principal collected
Purchases of:

Securities available for sale

Premises and equipment

Proceeds from:

FDIC reimbursement on loss-sharing asset

Sales of securities available for sale

Principal repayments and maturities of securities available for sale
Disposal of premises and equipment

Sales of covered other real estate owned

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

Decrease in Small Business Administration secured borrowings
Net cash acquired in business combinations

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

Net decrease in deposits

Proceeds from:

Issuance of common stock

Exercise of stock options

Federal Home Loan Bank advances

Federal Reserve Bank borrowings

Payment for:

Table of Contents

Six Months Ended June 30,
2011 2010
$ 14411 12,972
4,029 28,500
763 705
6,900 6,084
0 (9,818)
0 (58)
(3) (14)
(5,455) (1,644)
(222) (1,128)
4,559 1,793
0 142
20,139 (16,340)
99 0
(1,940) 469
(D (459)
1,287 5,651
(2,045) 11,327
42,521 38,182
(27,829) 97,279
(269,966) (64,054)
(2,388) (1,054)
44,892 0
0 69,328
60,247 42,790
20 60
11,081 9,347
7,874 3,190
(468) (579)
(642) 0
39,010 145,534
(138,169) 301,841
(134,906) (345,080)
0 229,129
410 509
100 0
100 0
10



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

Repayment of Federal Home Loan Bank advances
Repayment of Federal Reserve Bank borrowings
Preferred stock dividends

Common stock dividends

Repurchase of common stock

Net decrease in other borrowings

Net cash used in financing activities
(Decrease) Increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental Information:
Cash paid during the year for:
Cash paid for interest

Non-cash investing activities

Assets acquired in FDIC assisted acquisitions (excluding cash and cash equivalents)
Liabilities assumed in FDIC assisted acquisitions

Loans transferred to other real estate owned

See accompanying notes to unaudited consolidated condensed financial statements.
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(11,401)
(100)

0
(3,154)
(32)

0

(148,983)
(244,631)
514,130

$ 269,499

$ 8,097

$ 257,104
$ 296,114
$ 8240

(30,197)

0
(1,922)
(675)

0

87

(148,149)
191,874
305,074

$ 496,948

$ 11,888

$ 1,075,166
$ 1,210,882
$ 15,019

11
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NOTES TO UNAUDITED CONSOLIDATED CONDENSED FINANCIAL STATEMENTS
Columbia Banking System, Inc.

1. Basis of Presentation and Significant Accounting Policies

Basis of Presentation

The interim unaudited consolidated condensed financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America for condensed interim financial information and with instructions to Form 10-Q and Article 10 of
Regulation S-X. Accordingly, certain financial information and footnotes have been omitted or condensed. The consolidated condensed financial
statements include the accounts of the Company, and its wholly owned banking subsidiary Columbia Bank (the Bank ). All intercompany
transactions and accounts have been eliminated in consolidation. In the opinion of management, all adjustments (consisting only of normal
recurring adjustments) considered necessary for a fair statement of the results for the interim periods presented have been included. The results
of operations for the six months ended June 30, 2011 are not necessarily indicative of results to be anticipated for the year ending December 31,
2011. The accompanying interim unaudited consolidated condensed financial statements should be read in conjunction with the financial
statements and related notes contained in the Company s 2010 Annual Report on Form 10-K.

Significant Accounting Policies

The significant accounting policies used in preparation of our consolidated financial statements are disclosed in our 2010 Annual Report on
Form 10-K. There have not been any changes in our significant accounting policies compared to those contained in our 2010 10-K disclosure for
the year ended December 31, 2010.

2. Accounting Pronouncements Recently Issued

In April 2011, the Financial Accounting Standards Board ( the FASB ) issued Accounting Standards Update ( ASU ) 2011-02, A Creditor s
Determination of Whether a Restructuring is a Troubled Debt Restructuring (Topic 310). ASU 2011-02 clarifies the criteria for a restructuring
to be classified as a Troubled Debt Restructuring. The effective date of ASU 2011-02 will be the first interim or annual period beginning after
June 15, 2011 and should be applied retrospectively to the beginning of the annual period of adoption. The Company is evaluating the impact
this ASU will have on its financial condition and results of operations.

In April 2011, the FASB issued ASU 2011-03, Reconsideration of Effective Control for Repurchase Agreements (Topic 860). ASU 2011-03
attempts to improve the accounting for repurchase agreements and other agreements that both entitle and obligate a transferor to repurchase or
redeem financial assets before maturity. The effective date of ASU 2011-03 will be the first interim or annual period beginning after

December 15, 2011 and should be applied prospectively to transactions or modifications of existing transactions that occur on or after the
effective date. Early adoption is not permitted. The Company is evaluating the impact this ASU will have on its financial condition and results of
operations.

In May 2011, the FASB issued ASU 2011-04, Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S.
Generally Accepted Accounting Principles ( GAAP ) and International Financial Reporting Standards ( IFRS ) (Topic 820). ASU 2011-04
developed common requirements between GAAP and IFRS for measuring fair value and for disclosing information about fair value
measurements. The effective date of ASU 2011-04 will be during interim or annual period beginning after December 15, 2011 and should be
applied prospectively to transactions or modifications of existing transactions that occur on or after the effective date. Early adoption is not
permitted. The Company is evaluating the impact this ASU will have on its financial condition and results of operations.

In June 2011, the FASB issued ASU 2011-05, Presentation of Comprehensive Income (Topic 220). ASU 2011-05 attempts to improve the
comparability, consistency, and transparency of financial reporting and to increase the prominence of items reported in other comprehensive
income. The effective date of ASU 2011-05 will be the first interim or fiscal period beginning after December 15, 2011 and should be applied
retrospectively. Early adoption is permitted. The Company will apply the disclosure requirements of ASU 2011-05 for its first interim period
beginning after December 15, 2011.

Table of Contents 12
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3. Earnings per Common Share

Basic Earnings per Share ( EPS ) is computed by dividing income applicable to common shareholders by the weighted average number of
common shares outstanding for the period. Common shares outstanding include common stock and vested restricted stock awards where
recipients have satisfied the vesting terms. Diluted EPS reflects the assumed conversion of all dilutive securities, applying the treasury stock
method. The Company calculates earnings per share using the two-class method as described in the Earnings per Share topic of the FASB
Accounting Standards Codification ( ASC ). The following table sets forth the computation of basic and diluted earnings per share for the three
and six months ended June 30, 2011 and 2010:

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

(in thousands except per share) 2011 2010 2011 2010
Basic EPS:
Net income $ 8,632 $ 5,056 $14,411 $12,972
Less: Preferred dividends and accretion of issuance discount for preferred
stock 0 (1,110) 0 (2,217)
Net income applicable to common shareholders $ 8,632 $ 3,946 $14,411 $ 10,755
Less: Earnings allocated to participating securities (82) (38) (135) (109)
Earnings allocated to common shareholders $ 8,550 $ 3,908 $ 14,276 $ 10,646
Weighted average common shares outstanding 39,107 34,829 39,073 31,376
Basic earnings per common share $ 022 $ o0.11 $ 037 $ 034
Diluted EPS:
Earnings allocated to common shareholders $ 8,550 $ 3,908 $ 14,276 $ 10,646
Weighted average common shares outstanding 39,107 34,829 39,073 31,376
Dilutive effect of equity awards and warrants 59 248 86 231
Weighted average diluted common shares outstanding 39,166 35,077 39,159 31,607
Diluted earnings per common share $ 022 $ 0.11 $ 036 $ 034

Potentially dilutive share options that were not included in the
computation of diluted EPS because to do so would be anti-dilutive. 62 54 54 54
4. Business Combinations

Summit Bank

On May 20, 2011 the Bank acquired certain assets and assumed certain liabilities of Summit Bank from the Federal Deposit Insurance
Corporation ( FDIC ) in an FDIC-assisted transaction. As part of the Purchase and Assumption Agreement, the Bank and the FDIC entered into
loss-sharing agreements (each, a loss-sharing agreement and collectively, the loss-sharing agreements ), whereby the FDIC will cover a
substantial portion of any future losses on loans (and related unfunded commitments), OREO and certain accrued interest on loans for up to 90
days. We refer to the acquired loans and OREO subject to the loss-sharing agreements collectively as covered assets. Under the terms of the
loss-sharing agreements, the FDIC will absorb 80% of losses and share in 80% of loss recoveries. The loss-sharing provisions of the agreements
for commercial and single family residential mortgage loans are in effect for five years and ten years, respectively, from the May 20, 2011
acquisition date and the loss recovery provisions for such loans are in effect for eight years and ten years, respectively, from the acquisition date.

Summit Bank was a full service community bank headquartered in Burlington, Washington that operated three branch locations in Skagit
County. We entered into this transaction to assist us with filling in our geographic footprint between Seattle and Bellingham, Washington and to
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support our recently expanded Bellingham banking team. We believe participating with the FDIC in this assisted transaction was, from an
economical standpoint, advantageous to expansion through de novo branching.

The assets acquired and liabilities assumed have been accounted for under the acquisition method of accounting (formerly the purchase
method). The assets and liabilities, both tangible and intangible, were recorded at their estimated fair values as of the May 20, 2011 acquisition
date. Initial accounting for acquired loans and the related indemnification asset for the Summit Bank acquisition was incomplete as of June 30,
2011. The amounts currently recognized in the financial statements have been determined provisionally as we are completing a fair value
analysis of those assets utilizing an income approach. The application of the acquisition method of accounting resulted in the recognition of $3.8
million of goodwill and a core deposit intangible of $509 thousand. The goodwill represents the excess of the estimated fair value of the
liabilities assumed over the estimated fair value of the assets acquired and is influenced significantly by the FDIC-assisted transaction process.
All of the goodwill and core deposit intangible assets recognized are deductible for income tax purposes.
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The operating results of the Company include the operating results produced by the acquired assets and assumed liabilities for the period
May 21, 2011 to June 30, 2011. Due primarily to the significant amount of fair value adjustments and the FDIC loss-sharing agreements put in
place, historical results of Summit Bank are not meaningful to the Company s results and thus no pro forma information is presented.

The table below displays the amounts recognized as of the acquisition date for each major class of assets acquired and liabilities assumed:

May 20, 2011

(in thousands)
Assets
Cash and due from banks $ 1,837
Interest-earning deposits with banks and federal funds sold 14,198
Investment securities 871
Federal Home Loan Bank stock 406
Acquired loans 71,452
Accrued interest receivable 429
Premises and equipment 42
FDIC receivable 6,984
Other real estate owned covered by loss sharing 2,671
Goodwill 3,770
Core deposit intangible 509
FDIC indemnification asset 27,174
Other assets 786
Total assets acquired $ 131,129
Liabilities
Deposits $ 123,279
Federal Home Loan Bank advances 7,772
Accrued interest payable 71
Other liabilities 7
Total liabilities assumed $ 131,129

First Heritage Bank

On May 27, 2011 the Bank acquired certain assets and assumed certain liabilities of First Heritage Bank from the FDIC in an FDIC-assisted
transaction. As part of the Purchase and Assumption Agreement, the Bank and the FDIC entered into loss-sharing agreements (each, a

loss-sharing agreement and collectively, the loss-sharing agreements ), whereby the FDIC will cover a substantial portion of any future losses on
loans (and related unfunded commitments), OREO and certain accrued interest on loans for up to 90 days. We refer to the acquired loans and
OREO subject to the loss-sharing agreements collectively as covered assets. Under the terms of the loss-sharing agreements, the FDIC will
absorb 80% of losses and share in 80% of loss recoveries. The loss-sharing provisions of the agreements for commercial and single family
residential mortgage loans are in effect for five years and ten years, respectively, from the May 27, 2011 acquisition date and the loss recovery
provisions for such loans are in effect for eight years and ten years, respectively, from the acquisition date.

First Heritage Bank was a full service community bank headquartered in Snohomish, Washington that operated five branch locations in King
and Snohomish Counties. We entered into this transaction to assist us with filling in our geographic footprint between Seattle and Bellingham,
Washington and to support our recently expanded Bellingham banking team. We believe participating with the FDIC in this assisted transaction
was, from an economical standpoint, advantageous to expansion through de novo branching.

The assets acquired and liabilities assumed have been accounted for under the acquisition method of accounting (formerly the purchase

method). The assets and liabilities, both tangible and intangible, were recorded at their estimated fair values as of the May 27, 2011 acquisition
date. The initial accounting for acquired loan s and the related indemnification asset for the First Heritage Bank acquisition was incomplete as of
June 30, 2011. The amounts currently recognized in the financial statements have been determined provisionally as we are completing a fair
value analysis of those assets utilizing an income approach. The application of the acquisition method of accounting resulted in the recognition
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in $5.9 million of goodwill and a core deposit intangible of $1.3 million. The goodwill represents the excess of the estimated fair value of the
liabilities assumed over the estimated fair value of the assets acquired and is influenced significantly by the FDIC-assisted transaction process.
All of the goodwill and core deposit intangible assets recognized are deductible for income tax purposes.
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The operating results of the Company include the operating results produced by the acquired assets and assumed liabilities for the period

May 28, 2011 to June 30, 2011. Due primarily to the significant amount of fair value adjustments and the FDIC loss-sharing agreements put in

place, historical results of First Heritage Bank are not meaningful to the Company s results and thus no pro forma information is presented.

The table below displays the amounts recognized as of the acquisition date for each major class of assets acquired and liabilities assumed:

May 27, 2011
(in thousands)

Assets

Cash and due from banks $
Interest-earning deposits with banks
Investment securities

Federal Home Loan Bank stock

Acquired loans

Accrued interest receivable

Premises and equipment

FDIC receivable

Other real estate owned covered by loss sharing
Goodwill

Core deposit intangible

FDIC indemnification asset

Other assets

Total assets acquired $
Liabilities
Deposits $

Federal Home Loan Bank advances
Accrued interest payable
Other liabilities

Total liabilities assumed $
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4,688
6,689
5,303
477
81,857
476
5,339
4,751
8,286
5,934
1,337
38,104
1,743

164,984

159,525
5,003
421

35

164,984
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5. Securities

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

(in thousands)

June 30, 2011:

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

U.S. government agency securities

Other securities

Total

December 31, 2010:

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

Other securities

Total

Amortized
Cost

$ 671,342
250,336
30,054
4,393

$ 956,125

$ 491,530
249,117
3,281

$ 743,928

Gross
Unrealized
Gains

$ 22,154
12,161
224

77

$ 34,616

$ 16,139
7,247
0

$ 23,386

Gross
Unrealized
Losses
S 84)
(858)
0
(31)
S 973)
$ 1,027)
(2,383)
(38)
($ 3,448)

The scheduled contractual maturities of investment securities available for sale at June 30, 2011 are presented as follows:

Due within one year

Due after one year through five years
Due after five years through ten years
Due after ten years

Total investment securities available-for-sale

June 30, 2011

Fair
Amortized Cost Value
(in thousands)

$ 29,452 $ 29,790
93,873 96,310
169,886 177,458
659,633 682,942
$952,844 $ 986,500

The following table summarizes the carrying value of securities pledged as collateral at June 30, 2011:

(in thousands)

Washington and Oregon State public deposits
Federal Home Loan Bank advances

Federal Reserve Bank borrowings
Repurchase agreement

Interest rate contracts

Other

Total securities pledged as collateral

Table of Contents

Carrying
Amount
$ 220,540
92,418
51,657
27,556
13,336

1,429

$ 406,936

Fair
Value

$693,412
261,639
30,278
4,439

$ 989,768

$ 506,642
253,981
3,243

$ 763,866
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The following tables show the gross unrealized losses and fair value of the Company s investments with unrealized losses that are not deemed to
be other-than-temporarily impaired, aggregated by investment category and length of time that individual securities have been in a continuous
unrealized loss position at June 30, 2011 and December 31, 2010:

June 30, 2011

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

(in thousands) Value Losses Value Losses Value Losses
U.S. government agency and government-sponsored enterprise
mortgage-backed securities and collateralized mortgage
obligations $ 26,028 3 83) $ 347 S 1) $ 26375 S 84)
State and municipal securities 27,944 (636) 2,829 (222) 30,773 (858)
Other securities 0 0 969 31) 969 31)
Total $ 53972 (% 719) $4,145 $ 254) $ 58,117 % 973)
December 31, 2010

Less than 12 Months 12 Months or More Total

Fair Unrealized Fair Unrealized Fair Unrealized
(in thousands) Value Losses Value Losses Value Losses
U.S. government agency and government-sponsored enterprise
mortgage-backed securities and collateralized mortgage
obligations $ 86,529 ($ 1,025 $ 588 S 2) $ 87,117 $ 1,027)
State and municipal securities 74,755 (2,099) 2,792 (284) 77,547 (2,383)
Other securities 2,275 6) 968 32) 3,243 (38)
Total $ 163,559 ($ 3,130) $4,348 ($ 318) $167,907 ($ 3,448)

The unrealized losses on the above securities are primarily attributable to increases in market interest rates subsequent to their purchase by the
Company. Management does not intend to sell any impaired securities nor does available evidence suggest it is more likely than not that
management will be required to sell any impaired securities. The Company s securities portfolio does not include any private label mortgage
backed securities or investments in trust preferred securities. Management believes the nature of securities in the Company s investment portfolio
present a very high probability of collecting all contractual amounts due, as the majority of the securities held are backed by government

agencies or government-sponsored enterprises. However, this recovery in value may not occur for some time, perhaps greater than the one-year
time horizon or perhaps even at maturity.

10

Table of Contents 20



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

Table of Conten
6. Noncovered Loans

The following is an analysis of the noncovered loan portfolio by major types of loans (net of deferred loan fees):

June 30, December 31,
(in thousands) 2011 2010
Noncovered loans:
Commercial business $ 836,745 $ 795,369
Real Estate:
One-to-four family residential 51,077 49,383
Commercial and five or more family residential properties 843,288 794,329
Total real estate 894,365 843,712
Real estate construction:
One-to-four family residential 52,368 67,961
Commercial and five or more family residential properties 29,886 30,185
Total real estate construction 82,254 98,146
Consumer 177,564 182,017
Less: deferred loan fees (3,454) (3,490)
Total noncovered loans, net of deferred fees 1,987,474 1,915,754
Less: Allowance for loan and lease losses (54,057) (60,993)
Total loans, net $1,933,417 $ 1,854,761
Loans held for sale $ 655 $ 754

At June 30, 2011 and December 31, 2010, the Company had no loans to foreign domiciled businesses or foreign countries, or loans related to
highly leveraged transactions. Substantially all of the Company s loans and unfunded commitments are geographically concentrated in its service
areas within the states of Washington and Oregon.

The Company and its banking subsidiary have granted loans to officers and directors of the Company and related interests. These loans are made
on the same terms, including interest rates and collateral, as those prevailing at the time for comparable transactions with unrelated persons and
do not involve more than the normal risk of collectability. The aggregate dollar amount of these loans was $9.8 million and $12.9 million at
June 30, 2011 and December 31, 2010, respectively. During the first six months of 2011, advances on related party loans were $3.1 million and
repayments totaled $6.2 million.

At June 30, 2011 and December 31, 2010, $366.1 million and $426.6 million of commercial and residential real estate loans were pledged as
collateral on Federal Home Loan Bank borrowings.
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The following is an analysis of noncovered, nonaccrual loans as of June 30, 2011 and December 31, 2010:

(in thousands)

Commercial Business

Secured

Unsecured

Real Estate 1-4 Family

Residential RE Perm

Real Estate Commercial & Multifamily
Commercial RE Land

Income Property Multifamily Perm
Owner Occupied RE Perm

Construction 1-4 Family

Land & Acquisition

Residential Construction

Construction Commercial & Multifamily
Income Property Multifamily Construction
Owner Occupied RE Construction
Consumer

Total

June 30, 2011
Unpaid Principal

Recorded

Investment (1)
Nonaccrual

Loans

$ 11,506
204

2,748
3,962
8,611
10,256

7,823
2,307

5,977

0
6,076

$59,470

$

Balance
Nonaccrual
Loans

17,798
814

3,197
7,382
10,724
11,134

18,168
4,593

12,873

0
6,620

93,303

December 31, 2010

Recorded

Investment (1)
Nonaccrual

Loans

$ 32,368
0

2,999
4,093
11,716
7,407

11,608
6,503

7,585

0
5,022

$ 89,301

Unpaid Principal

Balance
Nonaccrual
Loans

$ 44,316
327

3,353
6,279
12,737
8,990

21,344
11,547

12,916

0
5,192

$ 127,001

(1) Recorded investment includes unpaid principal balance, net of charge-offs, unamortized deferred loan fees or costs, unamortized premiums

or discounts and accrued interest.
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The following is an analysis of the aged loan portfolio as of June 30, 2011 and December 31, 2010:

Greater
30-59 60-89  than 90
Days Days Days
Current Past Past Past Total Nonaccrual
(in thousands) Loans Due Due Due Past Due Loans Total Loans
June 30, 2011
Commercial Business
Secured $ 782,661 $ 446 $ 969 $ 0 1,415 $ 11,380 $ 795,456
Unsecured 40,921 0 59 0 59 310 41,290
Real Estate 1-4 Family
Residential RE Perm 48,331 0 0 0 0 2,746 51,077
Real Estate Commercial & Multifamily
Commercial RE Land 21,525 211 0 0 211 3,957 25,693
Income Property Multifamily Perm 472,606 45 0 0 45 8,601 481,252
Owner Occupied RE Perm 333,095 301 460 0 761 10,252 344,108
Construction 1-4 Family
Land & Acquisition 22,233 0 0 0 0 7,819 30,052
Residential Construction 18,084 1,942 0 0 1,942 2,289 22,315
Construction Commercial & Multifamily
Income Property Multifamily
Construction 2,938 0 0 0 0 5,976 8,914
Owner Occupied RE Construction 13,208 0 0 0 0 0 13,208
Consumer 168,317 663 2,509 0 3,172 6,074 177,563
Total $1,923919 $3,608 $3997 $ 0 $ 7605 $ 59,404 $1,990,928
Greater
30-59  90-89  angp
Current Days Days Days Past Total Nonaccrual

(in thousands) Loans Past Due Past Due Due Past Due Loans Total Loans
December 31, 2010
Commercial Business
Secured $ 720926 $ 919 $ 692 §$ 1 $ 1,612 $ 31919 $ 754,457
Unsecured 40,455 9 0 0 9 448 40,912
Real Estate 1-4 Family
Residential RE Perm 46,167 220 0 0 220 2,996 49,383
Real Estate Commercial & Multifamily
Commercial RE Land 18,979 0 1,752 0 1,752 4,091 24,822
Income Property Multifamily Perm 426,320 1,208 121 0 1,329 10,745 438,394
Owner Occupied RE Perm 318,508 497 3,752 0 4,249 8,356 331,113
Construction 1-4 Family
Land & Acquisition 24,883 214 205 0 419 11,604 36,906
Residential Construction 24,655 0 0 0 0 6,400 31,055
Construction Commercial & Multifamily
Income Property Multifamily
Construction 10,666 0 0 0 0 7,584 18,250
Owner Occupied RE Construction 11,935 0 0 0 0 0 11,935
Consumer 176,005 397 595 0 992 5,020 182,017
Total $1,819,499 $ 3464 $ 7,117 $ 1 $10,582 $ 89,163 $1,919,244
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The following is an analysis of impaired loans as of June 30, 2011 and December 31, 2010:

Balance Impaired Loans
of Impaired Loans With Without
Loans Recorded Allowance Recorded Allowance Interest
Balance of Loans A Recognized
Collectively Measured Individually ) ) verage Recorded
for Measured for  Recorded Unpaid Unpaid Investment on

Contingency Specific Investment  Principal Related Recorded Principal Impaired Impaired
(in thousands) Provision Impairment (D) Balance Allowance Investment (1) Balance Loans (1) Loans
June 30, 2011
Commercial Business
Secured $ 786,252 $ 9,204 $ 1,593 $ 1,592 $ 331 $ 7,617 $ 7,612 $ 20,471 $ 52
Unsecured 41,189 100 71 71 71 29 29 102 1
Real Estate 1-4
Family
Residential RE Perm 48,652 2,425 0 0 0 2,428 2,425 2,649 0
Real Estate
Commercial &
Multifamily
Commercial RE Land 21,933 3,760 0 0 0 3,763 3,760 4,567 0
Income Property
Multifamily Perm 473,138 8,113 2,340 2,339 301 5,782 5,774 10,330 442
Owner Occupied RE
Perm 327,962 16,146 1,466 1,465 286 14,717 14,681 15,431 64
Construction 1-4
Family
Land & Acquisition 22,078 7,974 1,190 1,190 148 6,787 6,784 9,681 138
Residential
Construction 20,027 2,289 0 0 0 2,311 2,289 4,158 0
Construction
Commercial &
Multifamily
Income Property
Multifamily
Construction 2,939 5,976 0 0 0 5,977 5,976 6,878 0
Owner Occupied RE
Construction 13,207 0 0 0 0 0 0 0
Consumer 172,409 5,155 106 106 11 5,050 5,049 4,871 1
Total $ 1,929,786 $ 61,142 $ 6,766 $ 6,763 $ 1,148 $ 54,461 $ 54,379 $ 79,138 $ 698

Impaired Loans
Balance Impaired Loans With Without
Recorded Allowance Recorded Allowance
of
Balance of
Loans Loans
Collectively Measured Individually . )
for Measured for Unpaid Unpaid

Contingency Specific Recorded Principal Related Recorded Principal
(in thousands) Provision Impairment Investment (1) Balance Allowance Investment (1) Balance
December 31, 2010
Commercial Business
Secured $ 724,665 $ 29,793 $ 2,717 $ 2,758 $ 600 $27,081 $ 26,913
Unsecured 40,808 104 75 75 75 29 30
Real Estate 1-4
Family
Residential RE Perm 46,728 2,655 0 0 0 2,658 2,949

Real Estate
Commercial &
Multifamily
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Commercial RE Land 20,959 3,863 3,062 5,225 0 804 826
Income Property

Multifamily Perm 427,799 10,595 3,094 3,139 59 10,292 12,253
Owner Occupied RE

Perm 317,010 14,103 0 0 0 14,152 17,099
Construction 1-4

Family

Land & Acquisition 25,362 11,543 533 549 3 11,013 20,718
Residential

Construction 24,655 6,400 915 1,723 62 5,585 9,824
Construction

Commercial &

Multifamily

Income Property

Multifamily

Construction 10,666 7,584 6,792 10,515 175 792 2,401
Owner Occupied RE

Construction 11,935 0 0 0 0 0 0
Consumer 177,484 4,533 0 0 0 4,533 4,691
Total $ 1,828,071 $ 91,173 $17,188 $ 23,984 $ 974 $76,939 $ 97,704

(1) Recorded investment includes unpaid principal balance, net of charge-offs, unamortized deferred loan fees or costs, unamortized premiums
or discounts and accrued interest.
7. Allowance for Loan and Lease Losses and Unfunded Commitments and Letters of Credit

We maintain an allowance for loan and lease losses ( ALLL ) to absorb losses inherent in the loan portfolio. The size of the ALLL is determined
through quarterly assessments of the probable estimated losses in the loan portfolio. Our methodology for making such assessments and
determining the adequacy of the ALLL includes the following key elements:

1. General valuation allowance consistent with the Contingencies topic of the FASB ASC.

2. Classified loss reserves on specific relationships. Specific allowances for identified problem loans are determined in accordance with
the Receivables topic of the FASB ASC.

3. The unallocated allowance provides for other factors inherent in our loan portfolio that may not have been contemplated in the
general and specific components of the allowance. This unallocated amount generally comprises less than 5% of the allowance. The
unallocated amount is reviewed quarterly based on trends in credit losses, the results of credit reviews and overall economic trends.

The general valuation allowance is systematically calculated quarterly using quantitative and qualitative information about specific loan classes.
The minimum required level in which an entity develops a systematic methodology to determine its allowance for loan and lease losses is at the
segment level. However, the Company s systematic methodology in determining its allowance for loan and lease losses is prepared at the class
level, which is more detailed than the segment level. The quantitative information uses historical losses from a specific loan class and
incorporates the loan s risk rating migration from origination to the point of loss. A loan s risk rating is primarily determined based upon the
borrower s ability to fulfill its debt obligation from a cash flow perspective. In the event there is financial deterioration of the borrower, the
borrower s other sources of income or repayment are also considered, including recent appraisal values for collateral dependent loans. The
qualitative information takes into account general economic and business conditions affecting our market place, seasoning of the loan portfolio,
duration of the business cycle, etc. to ensure our methodologies reflect the current economic environment and other factors as using historical
loss information exclusively may not give an accurate estimate of inherent losses within the Company s loan portfolio.

14
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The specific valuation allowance is a reserve for each loan determined to be impaired and the value of the impaired loan is less than its recorded
investment. The Company measures the impairment based on the discounted expected future cash flows, observable market price, or the fair
value of the collateral less selling costs if the loan is collateral dependant or if foreclosure is probable. The specific reserve for each loan is equal
to the difference between the recorded investment in the loan and its determined impairment value.

The ALLL is increased by provisions for loan and lease losses ( provision ) charged to expense, and is reduced by loans charged off, net of
recoveries. While the Company s management believes the best information available is used to determine the ALLL, changes in market
conditions could result in adjustments to the ALLL, affecting net income, if circumstances differ from the assumptions used in determining the
ALLL.

We have used the same methodology for ALLL calculations during the three and six months ended June 30, 2011 and 2010. Adjustments to the
percentages of the ALLL allocated to loan categories are made based on trends with respect to delinquencies and problem loans within each pool
of loans. The Company reviews the ALLL quantitative and qualitative methodology on a quarterly basis and makes adjustments when
appropriate. The Company continues to strive towards maintaining a conservative approach to credit quality and will continue to prudently add
to our ALLL as necessary in order to maintain adequate reserves. The Company carefully monitors the loan portfolio and continues to
emphasize the importance of credit quality while continuously strengthening loan monitoring systems and controls.

15
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The following table shows a detailed analysis of the allowance for loan and lease losses for noncovered loans as of the three and six months

ended June 30, 2011:

(in thousands)

Three months ended June 30, 2011
Commercial Business

Secured

Unsecured

Real Estate 1-4 Family

Residential RE Perm

Real Estate Commercial & Multifamily
Commercial RE Land

Income Property Multifamily Perm
Owner Occupied RE Perm

Construction 1-4 Family

Land & Acquisition

Residential Construction

Construction Commercial & Multifamily
Income Property Multifamily Construction
Owner Occupied RE Construction
Consumer

Unallocated

Total

(in thousands)

Six months ended June 30, 2011
Commercial Business

Secured

Unsecured

Real Estate 1-4 Family

Residential RE Perm

Real Estate Commercial & Multifamily
Commercial RE Land

Income Property Multifamily Perm
Owner Occupied RE Perm

Construction 1-4 Family

Land & Acquisition

Residential Construction

Construction Commercial & Multifamily
Income Property Multifamily Construction
Owner Occupied RE Construction
Consumer

Unallocated

Total

Table of Contents

Beginning
Balance

$ 22,307
618

1,100

555
12,297
10,412

3,295
2,118

127
68
2,418
0

$ 55,315

Beginning
Balance

$ 21,811
738

1,100

634
15,210
9,692

3,769
2,292

274
70
2,120
3,283

$ 60,993

Charge-offs ~ Recoveries

$ 834 $ 233

0 359
(216) 0
(656) 0
(275) 13
(623) 0
(410) 700
(395) 0

(1,078) 0

0 0
@271) 45

0 0

($ 4758 $ 1350

Charge-offs  Recoveries

¢S 4121) $ 329

(84) 368
(664) 0
(656) 0
(640) 55
(623) 31

(1,178) 1,768
(1,054) 36
(1,565) 0
0 0
(1,196) 108
0 0

($ 11,781) $ 2,695

16

Provision

$ 614
(404)

(37)

995
2,674
(3,310)

(733)
(19)

994
(34)
556
854

$ 2,150

Provision

$ 4,301
(449)

411

916
84
(2,621)

(1,507)
430

1,334
(36)

1,716
(2.429)

$ 2,150

Ending
Balance

$ 22,320
573

847

894
14,709
6,479

2,852
1,704

43

34
2,748
854

$ 54,057

Ending
Balance

$22,320
573

847

894
14,709
6,479

2,852
1,704

43

34
2,748
854

$ 54,057

Specific
Reserve

$ 330
72

0

0

301
286

148

$ 1,298

Specific
Reserve

$ 330
72

0

0

301
286

148

$ 1,298

General
Allocation

$ 21,990
501

847

894
14,408
6,193

2,704
1,704

43

34
2,587
854

$ 52,759

General
Allocation

$ 21,990
501

847

894
14,408
6,193

2,704
1,704

43
34

2,587
854

$ 52,759

28



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

Table of Conten

The three and six months changes as of June 30, 2011 and 2010 are summarized as follows:

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

(in thousands) 2011 2011
Beginning balance $ 55,315 $ 60,993
Provision charged to expense 2,150 2,150
Loans charged off (4,758) (11,781)
Recoveries 1,350 2,695
Ending balance $ 54,057 $ 54,057

Three Months Ended

June 30,
2010

$ 56,981
13,500
(11,073)

340

$ 59,748

Changes in the allowance for unfunded commitments and letters of credit are summarized as follows:

(in thousands)
Beginning balance
Net changes in the allowance for unfunded commitments and letters of credit

Ending balance

Risk Elements

Three Months Ended
June 30,
2011 2010
$ 1,660 $ 815
(200) 0
$ 1,460 $ 815

Six Months Ended
June 30,
2010

$ 53,478

28,500
(23,926)

1,696

$ 59,748

Six Months Ended
June 30,

2011 2010

$1,165 $775

295 40

$ 1,460 $815

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

The monitoring process for the loan portfolio includes periodic reviews of individual loans with risk ratings assigned to each loan. Based on the

analysis, loans are given a risk rating of 1-10 based on the following criteria:

1)  ratings of 1-3 indicate minimal to low credit risk,

2) ratings of 4-5 indicate an average to above average credit risk with adequate repayment capacity when prolonged periods of adversity

do not exist,

3) ratings of 6-7 indicate potential weaknesses and higher credit risk requiring greater attention by bank personnel and management to

help prevent further deterioration,

4) rating of 8 indicates a loss is possible if loan weaknesses are not corrected,

5)  rating of 9 indicates loss is highly probable; however, the amount of loss has not yet been determined,
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6) and arating of 10 indicates the loan is uncollectable, and when identified is charged-off.
Loans with a risk rating of 1-6 are considered Pass loans and loans with risk ratings of 7, 8, 9 and 10 are considered Special Mention,
Substandard, Doubtful and Loss, respectively. Loans with a risk rating of Substandard or worse are reported as classified loans in our allowance
for loan and lease losses analysis. We review these loans to assess the ability of our borrowers to service all interest and principal obligations
and, as a result, the risk rating may be adjusted accordingly. Risk ratings are reviewed and updated whenever appropriate, with more periodic
reviews as the risk and dollar value of loss on the loan increases. In the event full collection of principal and interest is not reasonably assured,
the loan is appropriately downgraded and, if warranted, placed on non-accrual status even though the loan may be current as to principal and
interest payments. Additionally, we assess whether an impairment of a loan warrants specific reserves or a write-down of the loan.
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The following is an analysis of the credit quality of our noncovered loan portfolio as of June 30, 2011 and December 31, 2010:

June 30, 2011 December 31, 2010
Recorded Recorded
Weighted- Investment Weighted- Investment

Average Noncovered Average Noncovered
(dollars in thousands) Risk Rating Loans (1) Risk Rating Loans (1)
Commercial Business
Secured 4.94 $ 799,676 4.96 $ 757,372
Unsecured 4.27 41,568 4.23 41,175
Real Estate 1-4 Family
Residential RE Perm 4.94 51,259 4.96 49,436
Real Estate Commercial & Multifamily
Commercial RE Land 5.79 25,899 5.75 24,956
Income Property Multifamily Perm 5.05 483,465 5.07 406,711
Owner Occupied RE Perm 5.12 345,811 5.12 366,284
Construction 1-4 Family
Land & Acquisition 6.66 30,164 6.79 37,054
Residential Construction 6.49 22,529 6.63 31,293
Construction Commercial & Multifamily
Income Property Multifamily Construction 5.94 8,932 6.38 18,296
Owner Occupied RE Construction 4.81 13,266 4.93 11,990
Consumer 4.39 178,560 4.31 182,624
Total recorded investment of noncovered loans $2,001,129 $1,927,191

(1) Recorded investment includes unpaid principal balance, net of charge-offs, unamortized deferred loan fees or costs, unamortized premiums
or discounts and accrued interest.
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8. Covered Assets and FDIC Loss-sharing Asset
Covered Assets

Covered assets consist of loans and OREO acquired in FDIC assisted acquisitions during 2010 and 2011, for which the Bank entered into
loss-sharing agreements, whereby the FDIC will cover a substantial portion of any future losses on loans (and related unfunded loan
commitments), OREO and certain accrued interest on loans. Under the terms of the loss-sharing agreements, the FDIC will absorb 80% of losses
and share in 80% of loss recoveries up to specified amounts and, with respect to loss-sharing agreements for two acquisitions completed in 2010,
will absorb 95% of losses and share in 95% of loss recoveries thereafter. The loss-sharing provisions of the agreements for commercial and
single-family mortgage loans are in effect for five and ten years, respectively, from the acquisition dates and the loss recovery provisions are in
effect for eight and ten years, respectively, from the acquisition dates.

Ten years and forty-five days after the acquisition dates, the Bank shall pay to the FDIC a clawback in the event the losses from the acquisitions
fail to reach stated levels. This clawback shall be in the amount of 50% of the excess, if any, of 20% of the stated threshold amounts, less the
sum of 25% of the asset premium (discount), 20% or 25% of the cumulative loss-sharing payments (depending on the particular agreement), and
the cumulative servicing amount. As of June 30, 2011, the net present value of the Bank s estimated clawback liability is $2.1 million, which is
included in other liabilities on the consolidated condensed financial statements.

The following is an analysis of our covered loans, net of related allowance for losses on covered loans as of June 30, 2011 and December 31,

2010:

$241,391 $241,391 $241,391
Weighted- Allowance
Covered Loans Average for Loan
(dollars in thousands) June 30, 2011 Risk Rating Losses
Commercial Business $ 241,391 5.82 $ 3,156
Real Estate 1-4 Family 84,568 4.68 508
Real Estate Commercial & Multifamily 365,099 5.72 3,861
Construction 1-4 Family 57,638 7.44 0
Construction Commercial & Multifamily 32,203 6.65 382
Consumer 65,936 4.60 41
Subtotal of covered loans 846,835 $ 7,948
Less:
Valuation discount resulting from acquisition accounting 231,577
Allowance for loan losses 7,948
Covered loans, net of allowance for loan losses $ 607,310
Weighted- Allowance
Covered Loans Average for Loan

(dollars in thousands) December 31, 2010 Risk Rating Losses
Commercial Business $ 165,255 5.74 $ 2,903
Real Estate 1-4 Family 68,700 4.77 1,013
Real Estate Commercial & Multifamily 341,063 5.70 821
Construction 1-4 Family 39,754 7.29 98
Construction Commercial & Multifamily 41,624 6.79 469
Consumer 58,337 4.49 751
Subtotal of covered loans 714,733 $ 6,055

Less:
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Valuation discount resulting from acquisition accounting 191,617
Allowance for loan losses 6,055
Covered loans, net of allowance for loan losses $ 517,061

Acquired loans are accounted for under ASC 310-30 and initially measured at fair value based on expected future cash flows over the life of the
loans or market-based information for comparable loans. Management monitors and estimates expected future cash flows of acquired loans on a
quarterly basis. Acquired loans are also subject to the Company s internal and external credit review and are risk rated using the same criteria as
loans originated by the Company. However, risk ratings are not a clear indicator of losses on acquired loans as a majority of the losses are
recoverable from the FDIC under the loss-sharing agreements.

19

Table of Contents 33



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

Table of Conten

Draws on acquired loans, advanced subsequent to the loan acquisition date, are accounted for under ASC 450-20 and those amounts are also
subject to the Company s internal and external credit review. An allowance for loan losses is estimated in a similar manner as the originated loan
portfolio, and a provision for loan losses is charged to earnings as necessary.

During the six months ended June 30, 2011, the Company recorded a provision expense for losses on covered loans of $1.9 million. Of this
amount, $2.3 million was impairment expense calculated in accordance with ASC 310-30 and $462 thousand was a negative provision to adjust
the allowance for loss calculated under ASC 450-20 for draws on acquired loans. The impact to earnings of the $1.9 million of provision
expense for covered loans was partially offset through noninterest income by a $1.5 million increase in the FDIC loss-sharing asset.

The following table shows the changes in accretable yield for acquired loans for three and six months ended June 30, 2011. Due to the
provisional measurement of loans acquired from Summit Bank and First Heritage Bank acquisitions, the table below does not include accretable
yield arising from those two acquisitions:

Three months Six months
ended ended
(in thousands) June 30, 2011 June 30, 2011
Balance at beginning of period $ 217,351 $ 256,572
Accretion (15,458) (36,761)
Cash receipts, disposals and change in cash flows 52,629 34,711
Balance at end of period $ 254,522 $ 254,522

The excess of cash flows expected to be collected over the initial fair value of acquired loans is referred to as the accretable yield and is accreted
into interest income over the estimated life of the acquired loans using the effective yield method. Other adjustments to the accretable yield
include changes in the estimated remaining life of the acquired loans, changes in expected cash flows and changes of indices for acquired loans
with variable interest rates.

The following table sets forth activity in covered OREQ at carrying value for the three and six months ended June 30, 2011:

Six Months
Three Months Ended Ended

(in thousands) June 30, 2011 June 30, 2011
Covered OREO:
Balance, beginning of period $ 13,527 $ 14,443
Established through acquisitions 10,896 10,896
Transfers in, net of write-downs ($23 and $441,
respectively) 1,668 5,092
OREO improvements 0 0
Additional OREO write-downs (99) (113)
Proceeds from sale of OREO property 4,122) (11,081)
Gain on sale of OREO 2,369 5,002
Total covered OREO, end of period $ 24,239 $ 24,239

The covered OREOQ is covered by loss-sharing agreements with the FDIC in which the FDIC will assume 80% of additional write-downs and
losses on covered OREO sales, or 95%, if applicable, of additional write-downs and losses on covered OREO sales if the minimum loss share
thresholds are met.
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FDIC Loss-sharing Asset

The FDIC loss-sharing asset as of June 30, 2011 is comprised of a $199.3 million FDIC indemnification asset and a $6.9 million FDIC
receivable. The indemnification is the present value of the cash flows the Company expects to collect from the FDIC under the loss-sharing
agreements and the FDIC receivable represents 80% of reimbursable amounts from the FDIC that have not yet been received.

Three months ended Six months ended
June 30, June 30,

(in thousands) 2011 2010 2011 2010
Balance at beginning of period $ 193,053 $ 210,405 $205,991 $ 0
Adjustments not reflected in income
Established through acquistions 65,278 0 65,278 210,405
Cash received from the FDIC (44,892) 0 (44,892) 0
FDIC share of additional estimated losses 991 13,947 2,295 13,947
Other (1,773) (1,006) (1,241) (1,006)
Adjustments reflected in income
(Amortization) accretion (6,638) 3,952 (15,641) 3,952
Loan loss provision 1,841 0 1,503 0
Other (1,622) (553) (7,055) (553)
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