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

FORM 10-Q/A
(Mark
One)
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT

OF 1934 FOR THE QUARTERLY PERIOD ENDED September 30, 2009.

OR

[ ] 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 0-26584

BANNER CORPORATION
(Exact name of registrant as specified in its charter)

Washington
(State or other jurisdiction of 91-1691604
incorporation or organization) (LR.S.

Employer Identification Number)

10 South First Avenue, Walla Walla, Washington 99362
(Address of principal executive offices and zip code)

Registrant's telephone number, including area code: (509) 527-3636

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 [ ]
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Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, 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 [ ] 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 Accelerated Non-accelerated filer Smaller reporting
filer [ ] filer [X] [ ] company [ ]

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes [ 1 No [X]
APPLICABLE ONLY TO CORPORATE ISSUERS

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable

date.
Title of class: As of October 31, 2009
Common Stock, $.01 par value per 20,511,033 shares*
share

* Includes 240,381 shares held by the Employee Stock Ownership Plan that have not been
released, committed to be released, or allocated to participant accounts.
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Explanatory Note to Form 10-Q Amendment No. 1
Banner Corporation
Quarterly Report on Form 10-Q/A

For the Quarter Ended September 30, 2009 This Amendment No. 1 on Form 10-Q/A amends the Company’s
Quarterly Report on Form 10-Q for the quarter ended September 30, 2009, as filed with the Securities and Exchange
Commission on October 9, 2009, for the following:

e To amend Note 11 (Fair Value Accounting and Measurement—page 24) and correct the balances reported as Level 2
and Level 3 inputs for Securities—trading as of September 30, 2009.

e As aresult of the above change, to further amend Note 11 (page 25) and correct the reconciliation of
Investments—trust preferred securities during the quarter ended September 30, 2009.

e To amend Note 11 (pages 24 and 25) and correct the fair value gain (loss) recognized in other comprehensive
income for Securities—available for sale for the quarters and nine-months ended September 30, 2009 and 2008.

e To amend Note 12 (page 28) and correct the balances reported for net deferred income tax assets as of September
30, 2009 and December 31, 2008 and to remove the incorrect parenthetical reference that they are included in Other
assets in the Consolidated Statements of Financial Condition.

e To amend Item 2 (Management’s Discussion and Analysis - page 32) and correct the footnote number referenced (to
Note 11).

No other changes have been made to the original filing. Except for the items described above, this Amendment
continues to speak as of the date of the Original Form 10-Q, and does not modify, amend or update in any way the
results of operations or the Consolidated Financial Statements or any other items or disclosures in the Original Form

10-Q.
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BANNER CORPORATION AND SUBSIDIARIES
Table of Contents

PART I - FINANCIAL INFORMATION

Item 1 - Financial Statements. The Consolidated Financial Statements of Banner Corporation and Subsidiaries filed as

a part of the report are as follows:

Consolidated Statements of Financial Condition as of September 30. 2009 and
December 31. 2008

Consolidated Statements of Operations for the Quarters and Nine Months
Ended September 30. 2009 and 2008

Consolidated Statements of Comprehensive Income (ILoss) for the Quarters and
Nine Months Ended September 30. 2009 and 2008

Consolidated Statements of Changes in Stockholders’ Equity for the Nine

Months Ended September 30. 2009 and 2008

Consolidated Statements of Cash Flows for the Nine Months Ended September
30. 2009 and 2008

Selected Notes to Consolidated Financial Statements

Item 2 - Management's Discussion and Analysis of Financial Condition and
Results of Operations

Special Note Regarding Forward-IL.ooking Statements

Executive Overview

Comparison of Financial Condition at September 30. 2009 and December 31.
2008

Comparison of Results of Operations for the Quarters and Nine Months Ended
September 30. 2009 and 2008

Asset Quality

Liquidity and Capital Resources

Capital Requirements

Item 3 - Quantitative and Qualitative Disclosures About Market Risk
Market Risk and Asset/Liability Management

Sensitivity Analysis

Item 4 - Controls and Procedures
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PART II - OTHER INFORMATION

Item 1 - Legal Proceedings

Item 1A - Risk Factors

Item 2 - Unregistered Sales of Equity Securities and Use of Proceeds
Item 3 - Defaults upon Senior Securities

Item 4 - Submission of Matters to a Vote of Security Holders

Item 5 - Other Information
Item 6 - Exhibits
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BANNER CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

(Unaudited) (In thousands, except shares)
September 30, 2009 and December 31, 2008

ASSETS
Cash and due from banks

Securities—trading, cost $211,548 and $245,274, respectively
Securities—available-for-sale, cost $73,305 and $52,190, respectively
Securities—held-to-maturity, fair value $79,266 and $60,530, respectively

Federal Home Loan Bank (FHLB) stock

Loans receivable:

Held for sale, fair value $4,835 and $7,540, respectively
Held for portfolio

Allowance for loan losses

Accrued interest receivable

Real estate owned, held for sale, net
Property and equipment, net
Goodwill and other intangibles, net
Deferred income tax asset, net
Income taxes receivable, net
Bank-owned life insurance (BOLI)
Other assets

LIABILITIES

Deposits:

Non-interest-bearing

Interest-bearing transaction and savings accounts
Interest-bearing certificates

Advances from FHLB at fair value
Other borrowings

Junior subordinated debentures at fair value (issued in connection with Trust

Preferred Securities)
Accrued expenses and other liabilities
Deferred compensation

COMMITMENTS AND CONTINGENCIES (Note 15)

STOCKHOLDERS’ EQUITY

September 30
2009

$ 331,154 $

167,944
74,527
76,630

37,371

4,781

3,891,413
(95,183)

3,801,011

20,912

53,576

104,469
11,718

8,516

20,913

54,037

25,230

$ 4,788,008 $

$ 546,956 $
1,305,546
2,008,673
3,861,175

255,806
174,770

47,859
28,715
12,960
4,381,285

December
31
2008

102,750

203,902
53,272
59,794

37,371

7,413

3,953,995
(75,197)

3,886,211

21,219
21,782
97,647
13,716
5,528
9,675
52,680
18,821
4,584,368

509,105
1,137,878
2,131,867
3,778,850

111,415
145,230

61,776
40,600
13,149
4,151,020
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Preferred stock - $0.01 par value, 500,000 shares authorized; Series A — liquidation
preference

$1,000 per share, 124,000 shares issued and outstanding

Common stock - $0.01 par value per share, 75,000,000 shares authorized,
19,933,943 shares issued:

19,693,562 shares and 16,911,657 shares outstanding at September 30, 2009 and
December 31, 2008, respectively

Retained earnings (accumulated deficit)

Accumulated other comprehensive income:

Unrealized gain on securities available for sale and/or transferred to held to
maturity

Unearned shares of common stock issued to Employee Stock Ownership Plan
(ESOP) trust at cost:

240,381 restricted shares outstanding at September 30, 2009 and December 31,
2008

Carrying value of shares held in trust for stock related compensation plans
Liability for common stock issued to deferred, stock related, compensation plans

See selected notes to consolidated financial statements
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117,034 115,915

327,385 316,740

(36,402) 2,150

703 572
(1,987) (1,987)
(9,076) (8,850)

9,066 8,808
(10) (42)

406,723 433,348
4,788,008 $ 4,584,368
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BANNER CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited) (In thousands except for per share amounts)

For the Quarters and Nine Months Ended September 30, 2009 and 2008

INTEREST INCOME:

Loans receivable

Mortgage-backed securities

Other securities and cash equivalents

INTEREST EXPENSE:
Deposits

FHLB advances

Other borrowings

Junior subordinated debentures

Net interest income before provision for loan
losses

PROVISION FOR LOAN LOSSES
Net interest income

OTHER OPERATING INCOME:
Deposit fees and other service charges
Mortgage banking operations

Loan servicing fees

Miscellaneous

Net change in valuation of financial
instruments carried at fair value
Total other operating income

OTHER OPERATING EXPENSES:
Salary and employee benefits

Less capitalized loan origination costs
Occupancy and equipment
Information/computer data services
Payment and card processing expenses
Professional services

Advertising and marketing

Deposit insurance

State/municipal business and use taxes
Real estate owned expenses
Miscellaneous

Goodwill write-off

Quarters Ended
September 30
2009

56,175 $
1,422
1,976
59,573

20,818
630
655

1,118

23,221

36,352

25,000
11,352

5,705
2,065
282
768
8,820

4,633
13,453

17,379
(2,060)
5,715
1,551
1,778
1,456
1,899
2,219
558
2,799
3,335
36,629

2008

64,237 $
1,040
2,786

68,063

26,818
1,160
734
1,669
30,381

37,682

8,000
29,682

5,770
1,500
480
286
8,036

(6,056)
1,980

18,241
(2,040)
5,956
1,560
1,913
1,117
1,572
701
572
758
3,650
34,000

Nine Months Ended
September 30
2009 2008
168,022 $ 196,537
4,792 3,280
6,248 8,374
179,062 208,191
65,548 84,446
2,025 4,310
1,553 1,874
3,700 5,399
72,826 96,029
106,236 112,162
92,000 29,500
14,236 82,662
16,049 16,277
7,640 4,694
260 1,296
1,700 980
25,649 23,247
12,429 (4,584)
38,078 18,663
52,508 57,623
(7,010) (7,009)
17,697 17,813
4,684 5,389
4,786 5,212
3,833 3,203
5,938 4,667
7,818 1,661
1,630 1,712
5,227 1,592
10,202 11,067
107,313 102,930
-- 50,000

8
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Total other operating expenses 36,629

Income (loss) before provision for (benefit
from) income taxes (11,824)

PROVISION FOR (BENEFIT FROM)

See selected notes to consolidated financial statements

INCOME TAXES (5,376)
NET INCOME (LOSS) $ (6,448)
PREFERRED STOCK DIVIDEND AND

DISCOUNT ACCRETION

Preferred stock dividend $ 1,550

Preferred stock discount accretion 373

NET INCOME (LOSS) AVAILABLE TO

COMMON SHAREHOLDERS $ (8,371)
Earnings (loss) per common share (see Note

13):

Basic $ (0.44)
Diluted $ 0.44)
Cumulative dividends declared per common

share: $ 0.01

4

$
$

$

34,000

(2,338)

(1,347)

991) $

991) $

(0.06) $
(0.06) $

0.05 $

107,313

(54,999)

(22,777)

(32,222)

4,650
1,119

(37,991)

(2.11)
(2.11)

0.03

& &+

152,930

(51,605)

(2,143)

(49,462)

(49,462)

(3.09)
(3.09)

0.45




Edgar Filing: BANNER CORP - Form 10-Q/A

BANNER CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(Unaudited) (In thousands)

For the Quarters and Nine Months Ended September 30, 2009 and 2008

Quarters Ended Nine Months Ended
September 30 September 30
2009 2008 2009 2008

NET INCOME (LOSS) $ (6,448) $ (991) $ (32,222) $ (49,462)
OTHER COMPREHENSIVE INCOME (LOSS),
NET OF INCOME TAXES:
Unrealized holding gain (loss) during the period, net
of deferred
income tax (benefit) of ($121), $0, ($51) and $0,
respectively 627 - 89 -
Amortization of unrealized loss on tax exempt
securities transferred from available-for-sale to
held-to-maturity

14 13 42 41
Other comprehensive income (loss) 641 13 131 41
COMPREHENSIVE INCOME (LOSS) $ 5.807) $ (978) $ (32,091) $ (49.421)

See selected notes to consolidated financial statements

fn
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BANNER CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
(Unaudited) (In thousands, except per share amounts)

For the Nine Months Ended September 30, 2009 and 2008

Carrying
Value, Net
of
Liability,
Of Shares
Common Accumulated Held
Stock Retained Other Unearned in Trust for
and Earnings ComprehensiveRestricted Stock-Related

Balance, January 1, 2009
Net income (loss)
Change in valuation of

securities—available-for-
sale, net of income tax

Amortization of unrealized

loss on tax exempt

available-for-sale to
held-to-maturity, net of
income taxes

Additional registration costs

for issuance of
preferred stock

discount

preferred stock

Accrual of dividends on

common stock
($.03/share cumulative)

Proceeds from issuance of

common stock for

stockholder reinvestment

program, net of
registration expenses

Preferred  Paid in (Accumulated Income ESOP Compensatiobtockholders’
Stock Capital Deficit) (Loss) Shares Plans Equity

$ 115915 % 316,740 $ 2,150 $ 5728 (1,987)% (42)$ 433,348
(32,222) (32,222)

89 89

securities transferred from

42 42
(46) (46)

Accretion of preferred stock 1,119 (1,119) -
Accrual of dividends on (4,650) (4,650)
(561) (561)

10,592 10,592

32 32

11



Amortization of
compensation related to MRP

Amortization of compensation
related to stock
options

BALANCE, September 30,
2009

IoN
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99

$ 117,034 $ 327,385 § (36,402)$ 703 $  (1,987)$

See selected notes to consolidated financial statements

99

(10)$ 406,723

12
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BANNER CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY (Continued)
(Unaudited) (In thousands, except per share amounts)
For the Nine Months Ended September 30, 2009 and 2008

Balance, January 1, 2008

Net income (loss)

of EITF 06-4 relating

dollar life insurance
arrangements

loss on tax exempt

available-for-sale to

income taxes

Accrual of dividends on

cumulative)

common stock

common stock for

common stock for

program, net of

Carrying
Value, Net
of Liability,
Of Shares
Common Accumulated Held
Stock Other Unearned  in Trust for
and Comprehensive Restricted Stock-Related
Preferred Paidin Retained Income ESOP  CompensationStockholders’
Capital Earnings Equity
--$ 300,486 $ 139,636 $ (176)$ (113)$ 437,846
(49,462) (49,462)
Cumulative effect of adoption
to liabilities under split
(617) (617)
Amortization of unrealized
securities transferred from
held-to-maturity, net of
41 41
common stock ($.45/share
(7,180) (7,180)
Purchase and retirement of (14,265) (14,265)
Proceeds from issuance of
exercise of stock options 594 594
Proceeds from issuance of
stockholder reinvestment
registration expenses 19,303 19,303
404 404

13
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Net issuance of stock through
employer’s stock
plans, including tax benefits

Amortization of
compensation related to MRP

Amortization of compensation
related to stock
options 219

BALANCE, September 30, $ --$ 306,741 $ 82,377 $
2008

47 47
219
(135)$  (1,987)$ (66)$ 386,930

See selected notes to consolidated financial statements

(BN
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BANNER CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY (continued)
(Unaudited) (In thousands)
For the Nine Months Ended September 30, 2009 and 2008

Nine Months Ended
September 30
2009 2008

COMMON STOCK—SHARES ISSUED AND
OUTSTANDING:
Common stock, shares issued, beginning of period 17,152 16,266
Purchase and retirement of common stock - (614)
Issuance of common stock for exercised stock options
and/or

employee stock plans -- 31
Issuance of common stock for stockholder reinvestment
program 2,782 1,297
Net number of shares issued during the period 2,782 714
COMMON SHARES ISSUED AND OUTSTANDING, 19,934 16,980
END OF PERIOD
UNEARNED, RESTRICTED ESOP SHARES:
Number of shares, beginning of period (240) (240)
Issuance/adjustment of earned shares -- -
Number of shares, end of period (240) (240)
NET COMMON STOCK—SHARES OUTSTANDING 19,694 16,740

See selected notes to consolidated financial statements
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BANNER CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited) (In thousands)

For the Nine Months Ended September 30, 2009 and 2008

OPERATING ACTIVITIES:

Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by
operating activities:

Depreciation

Deferred income and expense, net of amortization

Amortization of core deposit intangibles

Net change in valuation of financial instruments carried at fair value

Purchases of securities—trading

Principal repayments and maturities of securities—trading
Proceeds from sales of securities—trading

Deferred taxes

Equity-based compensation

Tax benefits realized from equity-based compensation
Increase in cash surrender value of bank-owned life insurance
Gain on sale of loans, excluding capitalized servicing rights
Loss (gain) on disposal of real estate held for sale and property
and equipment

Provision for losses on loans and real estate held for sale
Origination of loans held for sale

Proceeds from sales of loans held for sale

Goodwill write-off

Net change in:

Other assets

Other liabilities

Net cash provided (used) by operating activities

INVESTING ACTIVITIES:

Purchases of securities available for sale

Principal repayments and maturities of securities available for sale
Proceeds from sales of securities available for sale

Purchases of securities held to maturity

Principal repayments and maturities of securities held to maturity
Origination of loans, net of principal repayments

Purchases of loans and participating interest in loans

Purchases of property and equipment, net

Proceeds from sale of real estate held for sale, net

Cost of acquisitions, net of cash acquired

Other

Net cash used by investing activities

Nine Months Ended
September 30
2009 2008
(32,222) % (49,462)
7,433 7,857
374 1,421
1,998 2,153
(12,429) 4,584
(69,760) (94,487)
103,383 34,814
-- 7,223
(3,038) (9,653)
131 266
-- (404)
(1,357) (1,017)
(3,210) (3,705)
631 658
93,579 29,868
(481,246) (285,590)
483,878 284,101
-- 50,000
(14,865) 2,644
(11,038) (108)
62,242 (18,837)
(48,383) --
20,885 --
6,458 --
(17,975) (2,617)
1,079 696
(70,652) (204,521)
(1,357) (10,381)
(14,478) (7,835)
29,275 5,442
-- (150)
(345) (812)
(95,493) (220,178)
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FINANCING ACTIVITIES:

Increase (decrease) in deposits

Proceeds from FHLB advances

Repayment of FHLB advances

Increase (decrease) in other borrowings, net

Cash dividends paid

Repurchases of stock, net of forfeitures

Tax benefits realized from equity-based compensation
Cash proceeds from issuance of stock, net of registration costs
Exercise of stock options

Net cash provided (used) by financing activities

NET (DECREASE) INCREASE IN CASH AND DUE FROM BANKS

CASH AND DUE FROM BANKS, BEGINNING OF PERIOD
CASH AND DUE FROM BANKS, END OF PERIOD

(Continued on next page)

[Ne)

82,325
231,200
(86,203)

29,535

(5,748)

10,546
261,655
228,404

102,750
$ 331,154

170,273
162,800
(120,837)
12,772

(9,548)

(14,265)
404
19,303
594
221,496

(17,519)

98,430
80,911

17
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BANNER CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)

(Unaudited) (In thousands)

For the Nine Months Ended September 30, 2009 and 2008

Nine Months Ended
September 30

2009 2008
SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION:
Interest paid in cash $ 79,518 99,366
Taxes paid (received) in cash (6,451) 6,827
NON-CASH INVESTING AND FINANCING
TRANSACTIONS:
Loans, net of discounts, specific loss allowances and unearned
income,

transferred to real estate owned and other repossessed assets 63,141 14,619

Net decrease in accrued dividends payable (537) 2,368
Change in other assets/liabilities 757 1,718
Adoption of EITF 06-4
Accrual of liability for split-dollar life insurance - 617

See selected notes to consolidated financial statements
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BANNER CORPORATION AND SUBSIDIARIES
SELECTED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1: BASIS OF PRESENTATION AND CRITICAL ACCOUNTING POLICIES

Banner Corporation (Banner or the Company) is a bank holding company incorporated in the State of
Washington. We are primarily engaged in the business of planning, directing and coordinating the business activities
of our wholly owned subsidiaries, Banner Bank and Islanders Bank. Banner Bank is a Washington-chartered
commercial bank that conducts business from its main office in Walla Walla, Washington and, as of September 30,
20009, its 85 branch offices and eight loan production offices located in Washington, Oregon and Idaho. Islanders
Bank is also a Washington-chartered commercial bank that conducts business from three locations in San Juan
County, Washington. Banner Corporation is subject to regulation by the Board of Governors of the Federal Reserve
System. Banner Bank and Islanders Bank (the Banks) are subject to regulation by the Washington State Department
of Financial Institutions, Division of Banks and the Federal Deposit Insurance Corporation (FDIC).

In the opinion of management, the accompanying consolidated statements of financial condition and related interim
consolidated statements of operations, comprehensive income (loss), changes in stockholders’ equity and cash flows
reflect all adjustments (which include reclassifications and normal recurring adjustments) that are necessary for a fair
presentation in conformity with Generally Accepted Accounting Principles (GAAP). The preparation of financial
statements in conformity with GAAP requires management to make estimates and assumptions that affect amounts
reported in the financial statements. Various elements of our accounting policies, by their nature, are inherently
subject to estimation techniques, valuation assumptions and other subjective assessments. In particular, management
has identified several accounting policies that, because of the judgments, estimates and assumptions inherent in those
policies, are critical to an understanding of our financial statements. Those policies relate to (i) the methodology for
the recognition of interest income, (ii) determination of the provision and allowance for loan and lease losses, (iii) the
valuation of financial assets and liabilities recorded at fair value, (iv) the valuation of intangibles, such as goodwill
and core deposit intangibles and mortgage servicing rights and (v) the valuation of real estate held for sale. These
policies and the judgments, estimates and assumptions are described in greater detail below in Management’s
Discussion and Analysis of Financial Condition and Results of Operations (Critical Accounting Policies) and in the
Notes to the Consolidated Financial Statements in our Annual Report on Form 10-K for the year ended December 31,
2008 filed with the Securities and Exchange Commission (SEC). Management believes that the judgments, estimates
and assumptions used in the preparation of our consolidated financial statements are appropriate based on the factual
circumstances at the time. However, given the sensitivity of the financial statements to these critical accounting
policies, the use of other judgments, estimates and assumptions could result in material differences in our results of
operations or financial condition. Further, subsequent changes in economic or market conditions could have a
material impact on these estimates and our financial condition and operating results in future periods. There have
been no significant changes in our application of accounting policies since December 31, 2008 (for additional
information, see Note 3, Accounting Standards Recently Adopted or Issued, of the Selected Notes to Consolidated
Financial Statements).

The Financial Accounting Standards Board’s (FASB) Accounting Standards Codification (ASC) became effective on
July 1, 2009. At that date, the ASC became the source of authoritative U.S. GAAP recognized by the FASB to be

applied by nongovernmental entities, superseding existing FASB, American Institute of Certified Public Accountants

(AICPA), Emerging Issues Task Force (EITF) and related literature. Rules and interpretive releases of the Securities

and Exchange Commission (SEC) under the authority of federal securities laws are also sources of authoritative

GAAP for SEC registrants. All other accounting literature is considered non-authoritative. The switch to the ASC

affects the way companies refer to GAAP standards in financial statements and accounting policies, but it has not had

a material effect on the Company’s financial statements.
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Certain information and disclosures normally included in financial statements prepared in accordance with GAAP
have been condensed or omitted pursuant to the rules and regulations of the SEC. Certain reclassifications have been
made to the 2008 Consolidated Financial Statements and/or schedules to conform to the 2009 presentation. These
reclassifications may have affected certain ratios for the prior periods. The effect of these reclassifications is
considered immaterial. All significant intercompany transactions and balances have been eliminated.

The information included in this Form 10-Q should be read in conjunction with our Annual Report on Form 10-K for
the year ended December 31, 2008 filed with the SEC. Interim results are not necessarily indicative of results for a
full year.

Subsequent Events: We evaluated subsequent events for reporting and disclosure in these financial statements
through November 6, 2009, which is the date this September 30, 2009 Form 10-Q was available to be issued.

Note 2: RECENT DEVELOPMENTS AND SIGNIFICANT EVENTS

FDIC Special Assessment: On May 22, 2009, the FDIC adopted a final rule imposing a five basis point special

assessment on each insured depository institution’s total assets minus Tier 1 capital as of June 30, 2009, with the
maximum amount of the special assessment for any institution not to exceed ten basis points times the institution’s
assessment base for the second quarter 2009 risk-based assessment. The special assessment was collected on

September 30, 2009 at the same time the regular quarterly risk based assessment for the second quarter of 2009 was

collected. For Banner Corporation, this assessment was $2.1 million, which was recognized in other operating

expenses during the quarter ended June 30, 2009. The FDIC Board may vote to impose additional special assessments

if the FDIC estimates that the Deposit Insurance Fund reserve ratio will fall to a level that the Board believes would

adversely affect public confidence or to a level that will be close to or below zero.

FDIC Proposed Prepayment: On September 29, 2009, the FDIC adopted a Notice of Proposed Rulemaking that would
require insured depository institutions to prepay an estimate of their expected quarterly deposit insurance premiums

for the fourth quarter of 2009 and for the
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three years ended December 31, 2010, 2011 and 2012. Insured institutions would be required to deposit funds with
the FDIC in the amount of the prepaid assessment on December 30, 2009. The insured institutions would not receive
interest on the deposited funds. For purposes of calculating an institution’s prepaid assessment amount, for the fourth
quarter of 2009 and all of 2010, that institution’s assessment rate would be its total base assessment rate in effect on
September 30, 2009. That rate would be increased by three basis points for all of 2011 and 2012. Again, for purposes
of calculating the prepaid amount, an institution’s third quarter 2009 assessment base would be increased quarterly by
an estimated five percent annual growth rate through the end of 2012. Each institution would record the entire amount
of its prepaid assessment as a prepaid expense (asset) as of December 30, 2009. As of December 31, 2009, and each
quarter thereafter, each institution would record an expense (charge to earnings) for its regular quarterly assessment
for the quarter and an offsetting credit to the prepaid assessment until the asset is exhausted. Once the asset is
exhausted, the institution would record an expense and an accrued expense payable each quarter for its regular
assessment, which would be paid in arrears to the FDIC at the end of the following quarter. If the prepaid assessment
is not exhausted by December 30, 2014, any remaining amount would be returned to the institution.

FDIC Temporary Liquidity Guarantee Program: Banner Corporation, Banner Bank and Islanders Bank have chosen
to participate in the FDIC’s Temporary Liquidity Guarantee Program (the “TLGP”), which applies to all U.S. depository
institutions insured by the FDIC and all United States bank holding companies, unless they have opted out. Under the
TLGP, the FDIC guarantees certain senior unsecured debt of insured institutions and their holding companies, as well
as non-interest-bearing transaction account deposits. Under the transaction account guarantee component of the
TLGP, all non-interest-bearing and certain interest-bearing transaction accounts maintained at Banner Bank and
Islanders Bank are insured in full by the FDIC until June 30, 2010, regardless of the standard maximum deposit
insurance amounts. The Banks are required to pay a fee (annualized) on balances of each covered account in excess
of $250,000 while the extra deposit insurance is in place. The annualized fee for the transaction account guarantee
program is 10 basis points through December 31, 2009 and will be within a range from 15 to 25 basis points from
January 1 through June 30, 2010. On March 31, 2009, Banner Bank completed an offering of $50 million of
qualifying senior bank notes covered by the TLGP at a fixed rate of 2.625% which mature on March 31, 2012. Under
the debt guarantee component of the TLGP, the FDIC will pay the unpaid principal and interest on an
FDIC-guaranteed debt instrument upon the uncured failure of the participating entity to make a timely payment of
principal or interest. Under the terms of the TLGP, the Bank is not permitted to use the proceeds from the sale of
securities guaranteed under the TLGP to prepay any of its other debt that is not guaranteed by the FDIC. Banner Bank
is required to pay a 1.00% fee (annualized) on this debt, which will result in a total fee of $1.5 million over three
years. None of the senior notes are redeemable prior to maturity.

Participation in the U.S. Treasury’s Capital Purchase Program: On November 21, 2008, we received $124 million
from the U.S. Treasury Department as part of the Treasury’s Capital Purchase Program. We issued $124 million in
senior preferred stock, with a related warrant to purchase up to $18.6 million in common stock, to the U.S.
Treasury. The warrant provides the Treasury the option to purchase up to 1,707,989 shares of Banner Corporation
common stock at a price of $10.89 per share at any time during the next ten years. The preferred stock will pay a 5%
dividend for the first five years, after which the rate will increase to 9% if the preferred shares are not redeemed by the
Company. The terms and conditions of the transaction and the preferred stock conform to those provided by the U.S.
Treasury. A summary of the Capital Purchase Program can be found on the Treasury’s web site at
www.financialstability.gov/roadtostability/capitalpurchaseprogram.html.

Goodwill write-off: As a result of the significant decline in our stock price and market capitalization over the course
of 2008 and in conjunction with similar declines in the value of most financial institutions and the ongoing disruption
in related financial markets, we determined it was appropriate to reduce the carrying value of goodwill in our
Consolidated Statements of Financial Condition by recording a $50 million write-down in the second quarter of 2008
and, in response to worsening economic indicators and further price declines, an additional $71 million write-down in
the fourth quarter of 2008. The total $121 million write-off of goodwill was a non-cash charge that did not affect the
Company’s or the Banks’ liquidity or operations. The adjustment brought our book value and tangible book value more
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closely in line with each other and more accurately reflected current market conditions. Also, since goodwill is
excluded from regulatory capital, the impairment charge (which was not deductible for tax purposes) did not have an
adverse effect on the regulatory capital ratios of the Company or either of our subsidiary banks, each of which
continues to remain “well capitalized” under the regulatory requirements. (See Note 11 of the Selected Notes to
Consolidated Financial Statements for additional information with respect to our valuation of intangible assets.)

Note 3: ACCOUNTING STANDARDS RECENTLY ADOPTED OR ISSUED

Recently Adopted Accounting Standards: In December 2007, FASB revised accounting standards for Business
Combinations. The standard, ASC 805, requires the acquiring entity to recognize and measure in its financial
statements all the assets acquired, the liabilities assumed, any non-controlling interest in the acquired entity, and the
goodwill acquired and establishes the acquisition-date fair value as the measurement objective for all assets acquired
and liabilities assumed. Furthermore, acquisition-related and other costs will now be expensed rather than treated as
cost components of the acquisition. ASC 805 also establishes disclosure requirements to enable the evaluation of the
nature and financial effects of the business combination. The revision to this guidance applies prospectively to
business combinations for which the acquisition date occurs on or after January 1, 2009. We do not expect the
adoption of these revisions will have a material impact on our consolidated financial statements as related to business
combinations consummated prior to January 1, 2009. The adoption of these revisions will increase the costs charged
to operations for acquisitions consummated on or after January 1, 2009.

In October 2008, FASB amended accounting standards for Fair Value Measurements and Disclosures. The amended

standard, ASC 820, clarifies the application of fair value measurements in a market that is not active. The amendment

is intended to address the following application issues: (a) how the reporting entity’s own assumptions (that is,
expected cash flows and appropriately risk-adjusted discount rates) should be considered when measuring fair value

when relevant observable inputs do not exist; (b) how available observable inputs in a market that is not active should

be considered when measuring fair value; and (c) how the use of market quotes (for example, broker quotes or pricing

services for the same or similar financial assets) should be considered when assessing the relevance of observable and

unobservable inputs available to measure fair value. The changes were effective on issuance, including prior periods

for which financial statements had not been
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issued. We adopted the amendment for the quarter ended December 31, 2008 and the effect of adoption on the
consolidated financial statements was not material.

In January 2009, FASB amended accounting standards for Investments—Other. The amended standard, ASC 325,
addresses certain practices or issues related to the recognition of interest income and impairment on purchased
beneficial interests and beneficial interests that continue to be held by a transferor in securitized financial assets, by
making its other-than-temporary impairment (“OTTI”) assessment guidance consistent with the accounting standards for
Investments—Debt and Equity Securities. The amendment removes the reference to the consideration of a market
participant’s estimates of cash flows and instead requires an assessment of whether it is probable, based on current
information and events, that the holder of the security will be unable to collect all amounts due according to the
contractual terms. If it is probable that there has been an adverse change in estimated cash flows, an OTTI is deemed
to exist, and a corresponding loss shall be recognized in earnings equal to the entire difference between the
investment’s carrying value and its fair value at the balance sheet date of the reporting period for which the assessment
is made. This amendment became effective for interim and annual reporting periods ending after December 15, 2008,
and is applied prospectively. The amendment of these standards did not have a material impact on the Company’s
consolidated financial statements.

In April 2009, FASB amended accounting standards for Fair Value Measurements and Disclosures. The amended
standard, ASC 820, addresses issues related to the determination of fair value when the volume and level of activity
for an asset or liability has significantly decreased, and identifying transactions that are not orderly. The revisions
affirm the objective that fair value is the price that would be received to sell an asset in an orderly transaction (that is
not a forced liquidation or distressed sale) between market participants at the measurement date under current market
conditions, even if the market is inactive. The amendment provides additional guidance for estimating fair value
when the volume and level of activity for the asset or liability have decreased significantly. It also provides guidance
on identifying circumstances that indicate a transaction is not orderly. If determined that a quoted price is distressed
(not orderly), and thereby not representative of fair value, the entity may need to make adjustments to the quoted price
or utilize an alternative valuation technique (e.g., income approach or multiple valuation techniques) to determine fair
value. Additionally, an entity must incorporate appropriate risk premium adjustments, reflective of an orderly
transaction under current market conditions, due to uncertainty in cash flows. The revised guidance requires
disclosures in interim and annual periods regarding the inputs and valuation techniques used to measure fair value and
a discussion of changes in valuation techniques and related inputs, if any, during the period. It also requires financial
institutions to disclose the fair values of investment securities by major security type. The changes are effective for
the interim reporting period ending after June 15, 2009, and are to be applied prospectively. The requirements of
these amendments are consistent with the Company’s practice of calculating fair value on the various assets and
liabilities it carries at fair value. Therefore, there was no material impact on the fair value measurement of any assets
or liabilities in the consolidated financial statements.

In April 2009, FASB revised accounting standards for Investments—Debt and Equity Securities. The standard, ASC
320, changes the OTTI model for debt securities. Under previous guidance, an entity was required to assess whether
it has the intent and ability to hold a security to recovery in determining whether an impairment of that security is
other-than-temporary. If the impairment was deemed other-than-temporarily impaired, the investment was
written-down to fair value through earnings. Under the revised guidance, OTTI is triggered if an entity has the intent
to sell the security, it is more likely than not that it will be required to sell the security before recovery, or if the entity
does not expect to recover the entire amortized cost basis of the security. If the entity intends to sell the security or it
is more likely than not it will be required to sell the security before recovering its cost basis, the entire impairment loss
would be recognized in earnings as an OTTI. If the entity does not intend to sell the security and it is not likely that
the entity will be required to sell the security but the entity does not expect to recover the entire amortized cost basis
of the security, only the portion of the impairment loss representing credit losses would be recognized in earnings as
an OTTIL. The credit loss is measured as the difference between the amortized cost basis and the present value of the
cash flows expected to be collected of a security. Projected cash flows are discounted by the original or current
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effective interest rate depending on the nature of the security being measured for potential OTTI. The remaining
impairment loss related to all other factors, the difference between the present value of the cash flows expected to be
collected and fair value, would be recognized as a charge to other comprehensive income (“OCI”). Impairment losses
related to all other factors are to be presented as a separate category within OCI. For investment securities held to
maturity, this amount is accreted over the remaining life of the debt security prospectively based on the amount and
timing of future estimated cash flows. The accretion of the OTTI amount recorded in OCI will increase the carrying
value of the investment and would not affect earnings. If there is an indication of additional credit losses, the security
is reevaluated accordingly based on the procedures described above. Upon adoption of the revised guidance, the
noncredit portion of previously recognized OTTI is to be reclassified to accumulated OCI by a cumulative-effect
adjustment to the opening balance of retained earnings. These revisions became effective in the interim reporting
period ending after June 15, 2009. We adopted these revisions for the quarter ended June 30, 2009 and the effect of
the adoption on the consolidated financial statements was not material.

In April 2009, FASB revised accounting standards for Financial Instruments. The revised standard, ASC 825,
requires fair value disclosures in the notes of an entity’s interim financial statements for all financial instruments,
whether or not recognized in the statement of financial position. This revision became effective for the interim
reporting period ending after June 15, 2009. The adoption of the revised standards and the increased interim financial
statement disclosures did not have a material effect on the Company’s consolidated financial statements.

In May 2009, FASB amended the accounting standard for Subsequent Events. The updated standard, ASC 855,

established general standards of accounting for and disclosures of events that occur after the balance sheet date but

before financial statements are issued or are available to be issued. The revisions should not result in significant

changes in the subsequent events that an entity reports, either through recognition or disclosure in its financial

statements. It does require disclosure of the date through which an entity has evaluated subsequent events and the

basis for that date, that is, whether that date represents the date the financial statements were issued or were available

to be issued. This disclosure should alert all users of financial statements that an entity has not evaluated subsequent

events after that date in the set of financial statements being presented. We adopted the provisions of this guidance for

the interim period ended June 30, 2009, and the effect of adoption on the Company’s consolidated financial statements
was not material.
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Recently Issued Accounting Pronouncements: In June 2009, FASB issued an amendment to accounting standards for

Accounting for Transfers of Financial Assets. This statement has not yet been codified into the Accounting Standards

Codification Hierarchy. The amendment eliminates the concept of a qualifying special-purpose entity, creates more

stringent conditions for reporting a transfer of a portion of a financial asset as a sale, clarifies other sale-accounting

criteria, and changes the initial measurement of a transferor’s interest in transferred financial assets. This statement is
effective for annual reporting periods beginning after November 15, 2009, and for interim periods therein. The

Company is currently evaluating the impact of the adoption of this amendment.

In June 2009, FASB issued an amendment to accounting standards for Amendments to FASB Interpretation No.
46(R). This statement has not yet been codified into the Accounting Standards Codification Hierarchy. The
amendment eliminates previous exceptions to consolidating qualifying special-purpose entities, contains new criteria
for determining the primary beneficiary, and increases the frequency of required reassessments to determine whether a
company is the primary beneficiary of a variable interest entity. The new guidance also contains a new requirement
that any term, transaction, or arrangement that does not have a substantive effect on an entity’s status as a variable
interest entity, a company’s power over a variable interest entity, or a company’s obligation to absorb losses or its right
to receive benefits of an entity must be disregarded in applying the previous provisions. The elimination of the
qualifying special-purpose entity concept and its consolidation exceptions means more entities will be subject to
consolidation assessments and reassessments. This statement requires additional disclosures regarding an entity’s
involvement in a variable interest entity. This statement is effective for annual reporting periods beginning after
November 15, 2009, and for interim periods therein. The Company is currently evaluating the impact of the adoption
of this amendment.

In June 2009, FASB issued new standards for The Hierarchy of Generally Accepted Accounting Principles. These
standards, ASC 105, culminated a multi-year project to replace the previous GAAP hierarchy and established
Accounting Standards Codification (the “Codification”). The Codification is not expected to change U.S. GAAP, but
combines all authoritative standards into a comprehensive, topically organized online database. Following this
guidance, the Financial Accounting Standards Board will not issue new standards in the form of Statements, FASB
Staff Positions, or Emerging Issues Task Force Abstracts. Instead, it will issue Accounting Standards Updates (“ASU”)
to update the Codification. After the launch of the Codification on July 1, 2009, only one level of authoritative U.S.
GAAP for non-governmental entities will exist, other than guidance issued by the SEC. This statement is effective for
interim and annual reporting periods ending after September 15, 2009. The adoption of this new standard did not have
any impact on the Company’s consolidated financial statements and only affects how the Company references
authoritative accounting guidance going forward.

In August 2009, FASB issued ASU No. 2009-05, Measuring Liabilities at Fair Value. This update amends ASC 820,
Fair Value Measurements and Disclosure, in regards to the fair value measurement of liabilities. FASB ASC 820
clarifies that in circumstances in which a quoted price for an identical liability in an active market is not available, a
reporting entity shall utilize one or more of the following techniques: i) the quoted price of the identical liability when
traded as an asset, ii) the quoted price for a similar liability or for a similar liability when traded as an asset, or iii)
another valuation technique that is consistent with the principles of ASC 820. In all instances a reporting entity shall
utilize the approach that maximizes the use of relevant observable inputs and minimizes the use of unobservable
inputs. Also, when measuring the fair value of a liability, a reporting entity shall not include a separate input or
adjustment to other inputs relating to the existence of a restriction that prevents the transfer of the liability. This
update is effective for the Company in the fourth quarter of 2009. We do not expect the adoption of ASU 2009-05
will have a material impact on the Company’s consolidated financial statements.

Note 4: BUSINESS SEGMENTS

The Company is managed by legal entity and not by lines of business. Each of the Banks is a community oriented
commercial bank chartered in the State of Washington. The Banks’ primary business is that of a traditional banking
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institution, gathering deposits and originating loans for its portfolio in its respective primary market areas. The Banks
offer a wide variety of deposit products to its consumer and commercial customers. Lending activities include the
origination of real estate, commercial/agriculture business and consumer loans. Banner Bank is also an active
participant in the secondary market, originating residential loans for sale on both a servicing released and servicing
retained basis. In addition to interest income on loans and investment securities, the Banks receive other income from
deposit service charges, loan servicing fees and from the sale of loans and investments. The performance of the Banks
is reviewed by the Company’s executive management and Board of Directors on a monthly basis. All of the executive
officers of the Company are members of Banner Bank’s management team.

Generally accepted accounting principles establish standards to report information about operating segments in annual
financial statements and require reporting of selected information about operating segments in interim reports to
stockholders. We have determined that the Company’s current business and operations consist of a single business
segment and have presented our financial statements accordingly.
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Note 5: ADDITIONAL INFORMATION REGARDING INTEREST-BEARING DEPOSITS AND SECURITIES

The following table sets forth additional detail on our interest-bearing deposits and securities at the dates indicated
(includes securities—trading, available-for-sale and held-to-maturity, all at carrying value) (dollars in thousands):

September 30
2009
Interest-bearing deposits included in cash and due from$ 270,623
banks
Mortgage-backed or related securities
GNMA 20,130
FHLMC 47,596
FNMA 40,144
Private issuer 7,073
Total mortgage-backed securities 114,943
U.S. Agency obligations 79,675
Taxable municipal bonds 4,512
Corporate bonds 44,515
Total other taxable securities 128,702
Tax-exempt municipal bonds 74,963
Equity securities (excludes FHLB stock) 493
Total securities 319,101
FHLB stock 37,371
$ 627,095

$

$

December 31
2008

12,786 $

33,729
45,544
45,491
9,537
134,301

70,389
4,967
48,470
123,826
58,607
234
316,968
37,371

367,125 $

September 30

2008

403

9,929
36,083
45,568
91,580
66,877

4,978
74,818

146,673
55,567
578
294,398
37,371

332,172

The following table provides additional detail on income from deposits and securities for the periods indicated (dollars

in thousands):

Quarters Ended

September 30

2009 2008
Mortgage-backed securities interest ~ $ 1,422 $ 1,040
Other taxable interest income 1,127 1,899
Tax-exempt interest income 850 635
Equity securities—dividend / (premium (1) 121
amortization)
FHLB stock dividends -- 131

1,976 2,786

Nine Months Ended
September 30

2009 2008

$ 4,792 $ 3,280
3,882 5,765

2,370 1,851

4) 403

- 355

6,248 8,374
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$ 3,398 $ 3,826 § 11,040 $ 11,654

Note 6: FHLB STOCK

At September 30, 2009, the Company carries on its books $37.4 million in Federal Home Loan Bank of Seattle
(FHLB) stock, which represents our investment in the stock at its par value. Ownership of this stock allows Banner
Bank and Islanders Bank access to funding for liquidity and other borrowing needs. Ownership of FHLB stock is
restricted to FHLB member institutions and can only be purchased and redeemed at par. Shares are not publicly
traded and do not have a readily determinable fair value. FHLB stock is generally acknowledged to be a long-term
investment. Accordingly, when evaluating for impairment, the value is determined based on the ultimate recovery of
the par value rather than recognizing temporary declines in value.

As of September 30, 2009, the FHLB was classified as "undercapitalized" by its regulator and therefore did not pay a
dividend for the third quarter of 2009 and will not repurchase capital stock or pay a dividend while it is classified as
undercapitalized. The FHLB of Seattle reports that it did meet all of its regulatory capital targets for the quarter,
including its risk-based capital requirement as of September 30, 2009. The bank reported a risk-based capital surplus
of $114.9 million as of September 30, 2009 compared to a risk-based capital deficiency of $159.2 million as of
December 31, 2008. However, the FHLB of Seattle's total capital at September 30, 2009 was $927.4 million
compared to $1.8 billion at December 31, 2008. The change in the composition of total capital between these two
periods was primarily due to additional other-than-temporary impairments of the bank's private-label
mortgage-backed securities and the bank's adoption of new accounting rules regarding such securities on January 1,
2009.
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Management periodically evaluates FHLB stock for other-than-temporary or permanent impairment. Management’s
determination of whether these investments are impaired is based on its assessment of the ultimate recoverability of

cost rather than by recognizing temporary declines in value. The determination of whether a decline affects the

ultimate recoverability of cost is influenced by criteria such as (1) the significance of any decline in net assets of the

FHLB as compared to the capital stock amount for the FHLB and the length of time this situation has persisted, (2)

commitments by the FHLB to make payments required by law or regulation and the level of such payments in relation

to the operating performance of the FHLB, (3) the impact of legislative and regulatory changes on its member

institutions or the FHLB itself, and (4) the liquidity position of the FHLB.

Based on the above, the Company has determined there is not an other-than-temporary impairment on the FHLB stock
investment as of September 30, 2009.

Note 7: LOANS RECEIVABLE

We originate residential mortgage loans for both portfolio investment and sale in the secondary market. At the time of
origination, mortgage loans are designated as held for sale or held for investment. Loans held for sale are stated at
lower of cost or estimated fair value determined on an aggregate basis. Net unrealized losses on loans held for sale are
recognized through a valuation allowance by charges to income. We also originate construction and land, commercial
and multifamily real estate, commercial business, agricultural and consumer loans for portfolio investment. Loans
receivable not designated as held for sale are recorded at the principal amount outstanding, net of allowance for loan
losses, deferred fees, discounts and premiums. Premiums, discounts and deferred loan fees are amortized to maturity
using the level-yield methodology.

Interest is accrued as earned unless management doubts the collectability of the loan or the unpaid interest. Interest
accruals are generally discontinued when loans become 90 days past due for scheduled interest payments. All
previously accrued but uncollected interest is deducted from interest income upon transfer to nonaccrual
status. Future collection of interest is included in interest income based upon an assessment of the likelihood that the
loans will be repaid or recovered. A loan may be put on nonaccrual status sooner than this policy would dictate if, in
management’s judgment, the loan may be uncollectable. Such interest is then recognized as income only if it is
ultimately collected.

Our loans receivable, including loans held for sale, at September 30, 2009 and 2008 and December 31, 2008 are
summarized as follows (dollars in thousands):

September 30 December 31 September 30
2009 2008 2008
Percent Percent Percent

Amount of Total Amount of Total Amount of Total
Loans (including loans
held for sale):
Commercial real estate
Owner occupied $ 481,698 12.4%$ 459,446 11.6% $ 448,972 11.2%
Investment properties 585,206 15.0 554,263 14.0 564,947 14.2
Multifamily real estate 152,832 3.9 151,274 3.8 141,787 3.5
Commercial construction 83,937 2.2 104,495 2.6 113,342 2.8
Multifamily construction 62,614 1.6 33,661 0.8 22,236 0.6
One- to four-family 420,673 10.6
construction 277,419 7.1 482,443 12.1
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Consumer
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Total consumer
Total loans outstanding

Less allowance for loan
losses

Total net loans
outstanding at
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322,030

47,182
678,187
225,603
676,928
114,354
188,204
302,558

3,896,194

)
(95,183

3,801,011

8.3

1.2

17.4

5.8

17.4

2.9

4.8
7.7

100.0%

401,129
62,128
679,867

204,142
599,169

115,515

175,646
291,161

3,961,408

(75,197

3,886,211

10.1
1.6
17.2

52
15.1

2.9

4.5
7.4
100.0%

417,041 10.4
64,480 1.6
694,688 17.4
213,753 53
561,043 14.0
135,024 34
139,423 35
274,447 6.9
3,999,179 100.0%
)
(58,846
3,940,333

Loans are net of unearned, unamortized loan fees or discounts of $9,752,000, $7,105,000, and $7,314,000,
respectively, at September 30, 2009, December 31, 2008 and September 30, 2008.
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The geographic concentration of our loans at September 30, 2009 was as follows (dollars in thousands):

Washington Oregon Idaho Other Total

Commercial real estate

Owner occupied $ 380,170 $ 59,793 $ 41,735 $ - $ 481,698
Investment properties 423,431 107,090 44,243 10,442 585,206
Multifamily real estate 127,882 12,823 8,800 3,327 152,832
Commercial construction 62,827 13,390 7,720 - 83,937
Multifamily construction 33,837 28,777 -- - 62,614
One- to four-family construction 133,319 129,552 14,548 - 277,419
Land and land development
Residential 149,953 131,034 41,043 -- 322,030
Commercial 30,400 12,127 4,655 - 47,182
Commercial business 483,451 94,828 74,621 25,287 678,187

Agricultural business,
including
secured by farmland 105,119 55,488 64,963 33 225,603
One- to four-family real estate 470,912 169,564 33,205 3,247 676,928
Consumer 82,483 25,573 6,298 -- 114,354
Consumer secured by one- to

four-family
real estate 134,214 40,073 13,416 501 188,204
Total loans outstanding $ 2,617,998 $ 880,112 §$ 355247 $ 42837 $ 3,896,194
Percent of total loans 67.2% 22.6% 9.1% 1.1% 100.0 %

The geographic concentration of our land and land development loans at September 30, 2009 was as follows (dollars
in thousands):

Washington Oregon Idaho Total
Residential
Acquisition and development $ 73,491 $ 90,191 $ 17,940 $ 181,622
Improved lots 53,187 33,431 2,754 89,372
Unimproved land 23,275 7,412 20,349 51,036
Commercial and industrial
Acquisition and development 8,975 -- 200 9,175
Improved land 9,906 10,643 - 20,549
Unimproved land 11,519 1,484 4,455 17,458
Total land and land development loans
outstanding $ 180,353 $ 143,161 $ 45,698 $ 369,212
Percent of total land and land development % % % %
loans 48.8 38.8 12.4 100.0

As noted in the tables above, substantially all of our loans are to borrowers in the states of Washington, Oregon and
Idaho. Accordingly, their ultimate collectability is particularly susceptible to, among other things, changes in market
and economic conditions within these states.
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The amount of impaired loans, net of any charge-offs recorded as a result of specific impairment analysis, and the
related allocated reserve for loan losses were as follows (dollars in thousands):

September 30, 2009 December 31, 2008
Loan Allocated Loan Allocated
amount reserves amount reserves
Impaired loans:
Nonaccrual $ 240,399 $ 24,304 $ 186,978 $ 13,053
Accrual 58,050 1,134 23,635 1,195
$ 298,449 $ 25,438 $ 210,613 $ 14,248
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The Company originates both adjustable- and fixed-rate loans. The maturity and repricing composition of those loans,
less undisbursed amounts and deferred fees, were as follows (dollars in thousands):

September 30 December 31 September 30

Fixed-rate (term to maturity): 2009 2008 2008

Due in one year or less $ 158,037 $ 130,958 $ 113,469
Due after one year through three years 212,845 206,455 195,524
Due after three years through five years 240,487 246,897 254,646
Due after five years through ten years 147,342 157,621 164,257
Due after ten years 525,165 425,213 424,204

$ 1,283,876 $ 1,167,144 $§ 1,152,100
Adjustable-rate (term to rate adjustment):

Due in one year or less $ 1,717,898 $ 1,912,755 $ 1,973,350
Due after one year through three years 382,274 402,482 390,174
Due after three years through five years 464,586 440,555 437,854
Due after five years through ten years 47,560 38,472 45,701

2,612,318 2,794,264 2,847,079
$ 3,896,194 $ 3,961,408 $ 3,999,179

The adjustable-rate loans may have interest rate adjustment limitations and are generally indexed to various Prime or
LIBOR rates, or One to Five Year Constant Maturity Treasury Indices or FHLB borrowing rates. Future market
factors may affect the correlation of the interest rate adjustment with the rates the Banks pay on the short-term
deposits that primarily have been utilized to fund these loans.

Note 8: ALLOWANCE FOR LOAN LOSSES

The following is a schedule of our allocation of the allowance for loan losses at the dates indicated (dollars in
thousands):

September 30 December  September 30

2009 31 2008
2008

Specific or allocated loss allowances:

Commercial real estate $ 7,580 $ 4,199 $ 2,789
Multifamily real estate 89 87 103
Construction and land 49,829 38,253 21,932
One- to four-family real estate 2,304 752 511
Commercial business 20,906 16,533 23,085
Agricultural business, including secured by farmland 1,540 530 1,097
Consumer 1,758 1,730 2,935
Total allocated 84,006 62,084 52,452
Estimated allowance for undisbursed commitments 2,202 1,108 1,060
Unallocated 8,975 12,005 5,334
Total allowance for loan losses $ 05,183 $ 75,197 $ 58,846
Allowance for loan losses as a percentage of total loans 2.44% 1.90% 1.47%

outstanding
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Allowance for loan losses as a percentage of 39%
non-performing loans

40%

49%
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An analysis of the changes in our allowance for loan losses is as follows (dollars in thousands):

Balance, beginning of the period

Provision for loan losses
Recoveries of loans previously charged off:

Commercial real estate

Multifamily real estate

Construction and land

One- to four-family real estate

Commercial business

Agricultural business, including secured by
farmland

Consumer

Loans charged off:

Commercial real estate

Multifamily real estate

Construction and land

One- to four-family real estate

Commercial business

Agricultural business, including secured by
farmland

Consumer

Net (charge-offs) recoveries
Balance, end of the period

Net loan charge-offs to average outstanding loans
during the period

Note 9: GOODWILL AND OTHER INTANGIBLE ASSETS AND MORTGAGE SERVICING RIGHTS

Quarters Ended

September 30
2009 2008
90,694 $ 58,570
25,000 8,000
- 1,530
299 39
21 4
120 130
6 610
152 44
598 2,357
(16,614) (7,567)
(856) (220)
(3,060) (1,889)
-- (60)
(579) (345)
(21,109) (10,081)
(20,511) (7,724)
95,183 § 58,846
0.53% 0.19%

$

Nine Months Ended
September 30

2009 2008
75,197 % 45,827
92,000 29,500
- 1,530

617 48
112 44
439 390

28 618

215 126
1,411 2,756
- (7N
(56,321) (13,616)
(3,128) (411)
(9,292) (4,439)
(3,186) (60)
(1,498) (704)
(73,425) (19,237)
(72,014) (16,481)
95,183 $ 58,846

1.83% 0.42%

Goodwill and Other Intangible Assets: At September 30, 2009, intangible assets consist primarily of core deposit
intangibles (CDI), which are amounts recorded in business combinations or deposit purchase transactions related to
the value of transaction-related deposits and the value of the customer relationships associated with the deposits. Prior
to December 31, 2008, intangible assets also included goodwill, which represented the excess of the purchase price
over the fair value of net assets acquired in several business combinations accounted for under the purchase method.
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Goodwill is not amortized but is reviewed annually for impairment. During 2008, we engaged an independent
valuation consultant to review goodwill for impairment and, as a result of the significant decline in the Company’s
stock price and market capitalization over the course of 2008 and in conjunction with similar declines in the value of
most financial institutions and the ongoing disruption in related financial markets, we wrote off all previously
recognized goodwill. We amortize core deposit intangibles over their estimated useful life and review them at least
annually for events or circumstances that could impact their recoverability. The core deposit intangible assets shown
in the table below represent the value ascribed to the long-term deposit relationships acquired in three separate bank
acquisitions during 2007. These intangible assets are being amortized using an accelerated method over estimated
useful lives of eight years. The core deposit intangible assets are not estimated to have a significant residual
value. Other intangible assets are amortized over their useful lives and are also reviewed for impairment.
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The following table summarizes the changes in the Company’s goodwill and other intangibles for the nine months
ended September 30, 2008 and 2009 (dollars in thousands):

Core
Deposit
Goodwill Intangibles Other Total
Balance, December 31, 2007 $ 121,108 $ 16,529 $ 17 $ 137,654
Adjustments related to 2007 acquisitions 12 - - 12
Amortization - (2,151) 2) (2,153)
Impairment write-off (50,000) -- -- (50,000)
Balance, September 30, 2008 $ 71,120 $ 14378 $ 15 $ 85,513
Core
Deposit
Goodwill Intangibles Other Total
Balance, December 31, 2008 $ - $ 13,701 $ 15 $ 13,716
Additions through acquisitions -- - - --
Amortization -- (1,997) (1) (1,998)
Impairment write-off -- - - --
Balance, September 30, 2009 $ - $ 11,704  $ 14 $ 11,718

Estimated annual amortization expense with respect to existing intangibles as of September 30, 2009 (dollars in
thousands) is as follows:

Core

Deposit
Year Ended Intangibles Other Total
December 31, 2009 $ 2,644 $ 23 2,646
December 31, 2010 2,459 2 2,461
December 31, 2011 2,276 2 2,278
December 31, 2012 2,092 2 2,094
December 31, 2013 1,908 2 1,910
Thereafter 2,322 5 2,327
Net carrying amount $ 13,701 $ 15 $ 13,716

Mortgage Servicing Rights: Servicing assets are recognized as separate assets when rights are acquired through
purchase or through sale of loans. Generally, purchased servicing rights are capitalized at the cost to acquire the
rights. For sales of mortgage loans, servicing rights are capitalized at fair value. Fair value is based on market prices
for comparable mortgage servicing contracts. Capitalized servicing rights are reported in other assets and are
amortized as a charge or reduction of other operating income in proportion to, and over the period of, the estimated
future net servicing income of the underlying financial assets.

We evaluate servicing assets for impairment based upon the fair value of the rights as compared to amortized
cost. Impairment is determined by stratifying rights into tranches based on predominant risk characteristics, such as
interest rate, balance outstanding, loan type, age and remaining term, and investor type. We recognize impairment
through a valuation allowance for an individual tranche, to the extent that fair value is less than the capitalized amount
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for the tranche. If we later determine that all or a portion of the impairment no longer exists for a particular tranche, a
reduction of the allowance may be recorded as an increase to income.

We record servicing fee income for fees earned for servicing loans. Fees charged to the owners of the loans are based
on a contractual percentage of the outstanding principal or a fixed amount per loan and are recorded as income when
earned. Certain fees charged to borrowers are also recorded as servicing fee income. The amortization or impairment
of mortgage servicing rights are netted against loan servicing fee income.

An analysis of our mortgage servicing rights for the periods ended September 30, 2009 and 2008 is presented below
(dollars in thousands):

Quarters Ended Nine Months Ended

September 30 September 30

2009 2008 2009 2008
Balance, beginning of the period $ 5,364 $ 2,919 $ 3,554 $ 2,807
Amounts capitalized 1,149 345 4,430 989
Amortization* (415) (176) (1,586) (708)
Impairment -- - (300) -
Balance, end of the period $ 6,098 $ 3,088 $ 6,098 $ 3,088

* Amortization of mortgage servicing rights is recorded as a reduction of loan servicing income and includes any
remaining unamortized balance, which is written off if the loan repays in full.

20

38



Edgar Filing: BANNER CORP - Form 10-Q/A

Loans serviced for others totaled $506,213,000 and $357,202,000 at September 30, 2009 and 2008,
respectively. Mortgage servicing rights as a percentage of total loans serviced for others was 1.20% and 0.82%,
respectively, for the same time periods.

Note 10: DEPOSITS AND CUSTOMER REPURCHASE AGREEMENTS

Deposits consist of the following at September 30, 2009 and 2008 and December 31, 2008 (dollars in thousands):

September 30 December 31 September 30
2009 2008 2008

Percent Percent Percent
Deposits: Amount of Total Amount of Total Amount of Total
Non-interest-bearing$ 546,956 142%$ 509,105 13.5%$ 521,927 13.8%
accounts
Interest-bearing checking 329,820 8.5 378,952 10.0 373,496 9.9
Regular savings accounts 521,663 13.5 474,885 12.6 519,285 13.7
Money market accounts 454,063 11.8 284,041 7.5 193,840 5.1
Total transaction and saving 1,852,502 48.0 1,646,983 43.6 1,608,548 42.5
accounts
Certificates which mature
or reprice:
Within 1 year 1,562,733 40.5 1,542,925 40.8 1,609,327 42.5
After 1 year, but within 3 407,160 10.5 542,735 14.4 522,454 13.8
years
After 3 years 38,780 1.0 46,207 1.2 50,537 1.2
Total certificate accounts 2,008,673 52.0 2,131,867 56.4 2,182,318 57.5
Total $ 3,861,175 100.0%$ 3,778,850 100.0%$ 3,790,866 100.0%

Deposits at September 30, 2009, December 31, 2008 and September 30, 2008 included public funds of $143,552,000,
$393,317,000 and $396,209,000, respectively. Securities with a carrying value of $93,842,000, $48,245,000 and
$52,204,000 were pledged as collateral on these deposits at September 30, 2009, December 31, 2008 and September
30, 2008, respectively. The pledged securities were sufficient to meet the minimum collateral requirements
established by state regulations at each date (see Note 21 of the Notes to the Consolidated Financial Statements in our
Annual Report filed on Form 10-K for the year ended December 31, 2008).

Deposits at September 30, 2009, December 31, 2008 and September 30, 2008 also included brokered deposits of
$186,087,000, $268,458,000 and $243,723,000, respectively.

Geographic Concentration of Deposits
aSteptember 30, 2009 Washington Oregon Idaho Total

$ 2998259 $ 599,166 $ 263,750 $ 3,861,175
In addition to deposits, we also offer retail repurchase agreements which are customer funds that are primarily

associated with sweep account arrangements tied to transaction deposit accounts. While we include these
collateralized borrowings in other borrowings reported in our Consolidated Statements of Financial Condition, these
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accounts primarily represent customer utilization of our cash management services and related deposit accounts. The
following table presents customer repurchase agreement balances as of September 30, 2009 and 2008 and December
31, 2008 (dollars in thousands):

September 30 December 31 September 30
2009 2008 2008
Retail Repurchase Agreements $ 124,795 $ 145,230 $ 103,496

Note 11: FAIR VALUE ACCOUNTING AND MEASUREMENT

We have elected to record certain assets and liabilities at fair value. Fair value is defined as the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. The GAAP standard (ASC 820) establishes a consistent framework for measuring fair value and
disclosure requirements about fair value measurements. Among other things, the standards require us to maximize the
use of observable inputs and minimize the use of unobservable inputs when measuring fair value. Observable inputs
reflect market data obtained from independent sources, while unobservable inputs reflect our estimates for market
assumptions. These two types of inputs create the following fair value hierarchy:

e Level 1 — Quoted prices for identical instruments in active markets. An active market is a market in which
transactions occur with sufficient frequency and volume to provide pricing information on an ongoing basis. A
quoted price in an active market provides the most reliable evidence of fair value and shall be used to measure fair
value whenever available.

e Level 2 — Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments
in markets that are not active; and matrix or model-derived valuations whose inputs are observable or whose
significant value drivers are observable.
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e Level 3 — Instruments whose significant value drivers are unobservable. The valuation is generated from
model-based techniques that use significant assumptions not observable in the market, but observable based on
Company-specific data. These unobservable assumptions reflect our estimates for assumptions that market
participants would use in pricing the asset or liability. Valuation techniques typically include discounted cash flow
models and similar techniques, but may also include the use of market prices of assets or liabilities that are not
directly comparable to the subject asset or liability.

Items Measured at Fair Value on a Recurring Basis:

We record trading account securities, securities available-for-sale, FHLB debt and junior subordinated debentures at
fair value on a recurring basis.

e The securities assets primarily consist of U.S. Government Agency obligations, municipal bonds, corporate
bonds—including certain trust preferred securities—mortgage-backed securities, equity securities and certain other
financial instruments. At December 31, 2008 and September 30, 2009, management used inputs from each of the
three fair value hierarchy levels to value these assets. The Level 1 measurements are based upon quoted prices in
active markets. The Level 2 measurements are generally based upon a matrix pricing model from an investment
reporting and valuation service. Matrix pricing is a mathematical technique used principally to value debt securities
without relying exclusively on quoted prices for the specific securities, but rather by relying on the securities’
relationship to other benchmark quoted securities. The Level 3 measurements are based primarily on unobservable
inputs. In 2008 and continuing in 2009, the lack of active markets and market participants for certain securities
resulted in an increase in Level 3 measurements. In developing Level 3 measurements, management incorporates
whatever market data might be available and uses discounted cash flow models where appropriate. These
calculations include projections of future cash flows, including appropriate default and loss assumptions, and
market based discount rates.

At December 31, 2008 and September 30, 2009, the disrupted financial markets made it especially difficult to
determine the fair value of certain types of securities. As of September 30, 2009, we owned approximately $41.9
million in current face value of collateralized debt obligation securities that are backed by trust preferred securities
issued by banks, thrifts and insurance companies (TRUP CDOs). The market for these securities, beginning in the
third quarter of 2008 and continuing through September 30, 2009, was not active and markets for similar securities
were also not active. The inactivity was evidenced first by a significant widening of the bid-ask spread in the brokered
markets in which TRUP CDOs trade and then by a significant decrease in the volume of trades relative to historical
levels. The new issue market is also inactive as almost no new TRUP CDOs have been issued since 2007. There are
currently very few market participants who are willing and/or able to transact for these securities. Thus, a low market
price for a particular bond may only provide evidence of stress in the credit markets in general rather than being an
indicator of credit problems with a particular issuer.

Given these conditions in the debt markets and the absence of observable transactions in the secondary and new issue
markets, management determined that for TRUP CDOs:

e The few observable transactions and market quotations that were available are not reliable for purposes of
determining fair value at December 31, 2008 and September 30, 2009,

® An income valuation approach technique (present value technique) that maximizes the use of relevant observable
inputs and minimizes the use of unobservable inputs is equally or more representative of fair value than the market
approach valuation technique used at prior measurement dates, and

e The Company’s TRUP CDOs are classified within Level 3 of the fair value hierarchy because of the significant

assumptions required to determine fair value at the measurement date.
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The TRUP CDO valuations were prepared by an independent third party. Its approach to determining fair value
involved the following steps:

1. The credit quality of the collateral was estimated using average risk-neutral probability of default values for each
industry (i.e., banks, REITs and insurance companies were evaluated separately).

2. Asset defaults were then generated taking into account both the probability of default of the asset and an assumed
level of correlation among the assets.

3. A higher level of correlation was assumed among assets from the same industry (e.g., banks with other banks) than
among those from different industries.

4. The loss given default was assumed to be 95% (i.e., a 5% recovery).

5. The cash flows were forecast for the underlying collateral and applied to each CDO tranche to determine the
resulting distribution among the securities.

6. The calculations were modeled in several thousand scenarios using a Monte Carlo engine.
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7. The expected cash flows for each scenario were discounted at the risk-free rate plus 300 basis points for illiquidity
(200 basis points for periods ending June 30, 2009 or earlier) to calculate the present value of the security.

8. The average of the calculated present values for each scenario was used for valuation purposes.

Management reviewed the valuation methodology and assumptions used by the independent third party providers,
determined that with respect to performing securities the fair value estimates were reasonable and utilized those
estimates in our reported financial statements. However, beginning with the quarter ended June 30, 2009 and
continuing with the quarter ended September 30, 2009, for two securities for which we currently are not receiving any
cash payments, management elected to override the third party fair value estimates and to reflect the fair value of these
securities at zero.

At December 31, 2008 and September 30, 2009, we also directly owned approximately $35.0 million in current face
value of trust preferred securities (TPS) issued by five individual financial institutions for which no market data or
independent valuation source is available. Similar to the discussion of TRUP CDOs above, there were too few, if any,
issuances of new TPS securities or sales of existing TPS securities to provide Level 1 or even Level 2 fair value
measurements. Management, therefore, utilized a discounted cash-flow model to calculate the present value of each
security’s expected future cash flows to determine their respective fair values. Management took into consideration
what little market data was available regarding discount rates, but concluded that most of the available information
represented dated transactions and/or was not representative of active market transactions. Since these five TPS
securities are also concentrated in the financial institutions sector, which continues to be under extreme pricing
pressure at September 30, 2009, management applied credit factors to differentiate these issues based upon its
judgment of the risk profile of the various issuers. These credit factors were then incorporated into the model at
September 30, 2009, and discount rates equal to three-month Libor plus 700 to 900 basis points were used to calculate
the respective fair values of these securities. Additionally, in the third quarter, based on its credit analysis,
management determined that collection of one specific TPS was highly unlikely and therefore elected to write off the
balance of that security.

e Fair valuations for FHLB advances are estimated using fair market values provided by the lender, the FHLB of
Seattle. The FHLB of Seattle prices advances by discounting the future contractual cash flows for individual
advances using its current cost of funds curve to provide the discount rate. Management considers this to be a
Level 2 input method.

e The fair valuations of junior subordinated debentures (TPS debt) were valued using discounted cash flows to
maturity or to the next available call date, if based upon the current interest rate and credit market environment it
was considered likely that we would elect early redemption. The majority, $98 million, of these debentures carry
interest rates that reset quarterly, using the three-month LIBOR index plus spreads of 1.38% to 3.35%. The
remaining $26 million issue has a current interest rate of 6.56%, which is fixed through December 2011 and then
resets quarterly to equal three month LIBOR plus a spread of 1.62%. In valuing the debentures at September 30,
2009, management evaluated discounted cash flows to maturity and for the discount rate used the September 30,
2009 three-month LIBOR plus 800 basis points. At December 31, 2008, the cash flows were valued using a
discount rate equal to three-month LIBOR plus 700 basis points. While the quarterly reset of the index on this debt
would seemingly keep it close to market values, the disparity in the fixed spreads above the index and the inability
to determine realistic current market spreads, due to lack of new issuances and trades, resulted in having to rely
more heavily on assumptions about what spread would be appropriate if market transactions were to take place. In
periods prior to September 30, 2008, the discount rate used was based on recent issuances or quotes from brokers
on the date of valuation for comparable bank holding companies and was considered to be a Level 2 input
method. However, as noted above in the discussion of pricing trust preferred securities (TRUP CDOs), due to the
unprecedented disruption of certain financial markets, management concluded that there were insufficient
transactions or other indicators to continue to reflect these measurements as Level 2 inputs. Due to this reliance on
assumptions and not on directly observable transactions, management considers this to now be a Level 3 input
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The following tables present financial assets and liabilities measured at fair value on a recurring basis as of September
30, 2009 and December 31, 2008 (dollars in thousands):

Total

Assets:
Securities—available-for-sdfe 74,527
Securities—trading 167,944

$ 242,471
Liabilities
Advances from FHLB at
fair value $ 255,806

Junior subordinated

debentures net of

unamortized deferred

1ssuance costs at fair value 47,859

$ 303,665
Total
Assets:
Securities—available-for-sdfe 53,272
Securities—trading 203,902
$ 257,174
Liabilities
Advances from FHLB at
fair value $ 111,415

Junior subordinated

debentures net of

unamortized deferred

1ssuance costs at fair value 61,776

$ 173,191

The following tables summarize the fair value gain or (loss) recorded for the quarter and year-to-date periods for

September 30, 2009

Level
1

$ 5,404
$ 5,404

Level 2
$ 74,527

131,200
$205,727

255,806
$

$255,806

December 31, 2008

Level
1

$ 4,152
$ 4,152

$ -

Level 2

$ 53,272
163,455
$216,727

111,415
$

$
$

Level

31,340
31,340

47,859

47,859

Level

36,295
36,295

61,776

$111,415 $ 61,776

September 30, 2009 and 2008 (dollars in thousands):

September 30, 2009

Fair value gain (loss) Fair value gain (loss)

quarter to date

year to date
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Recognized in Recognized Recognized in
other as other other
operating comprehensive operating
income income income
Assets:
Securities—available-for-sale $ 641
Securities—trading $ 2,790 $ (2,093)
$ 2,790 $ 641 $ (2,093)
Liabilities
Advances from FHLB at fair value $ 139 $ -- $ 605
Junior subordinated debentures net of
unamortized deferred issuance costs at fair
value 1,704 - 13,917
$ 1,843 $ == $ 14,522
Total fair value gains (losses), net $ 4,633 $ 641 $ 12,429

Recognized
as other
comprehensive
income

$ 131

$ 131
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September 30, 2008

Fair value gain (loss) Fair value gain (loss)
quarter to date year to date
Recognized in Recognized Recognized in Recognized
other as other other operating as other
operating comprehensive income comprehensive
income income income
Assets:
Securities—available-for-sale $ -- $ -
Securities—trading $ (6,309) $ (16,279)
$ (6,309) $ - 8 (16279)  $ -
Liabilities
Advances from FHLB at fair value $ 253 $ -- $ 235 $ --
Junior subordinated debentures net of
unamortized deferred issuance costs at fair
value -- 11,930
$ 253 $ - 8 11,695  $ -
Total fair value gains (losses), net $ (6,056) $ - $ “4,584) $ ==

The following table provides a reconciliation of the assets and liabilities measured at fair value using significant
unobservable inputs (Level 3) on a recurring basis during the quarter ended September 30, 2009:

September 30, 2009
(dollars in thousands)

Investments—  Borrowings—
trust junior
preferred subordinated
securities debentures
Beginning balance  $ 30,490 $ 49,563
Total gains or losses
recognized
Assets gains (losses) 850
Liabilities (gains) (1,704)
losses
Purchases, issuances
and settlements
Transfers in and/or
out of Level 3
Ending balance $ 31,340 $ 47.859

The Company has elected to continue to recognize the interest income and dividends from the securities reclassified to
fair value as a component of interest income as was done in prior years when they were classified as available for
sale. Interest expense related to the FHLB advances and junior subordinated debentures continues to be measured
based on contractual interest rates and reported in interest expense. The change in fair market value of these financial
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instruments has been recorded as a component of other operating income.
Items Measured at Fair Value on a Non-recurring Basis:

In 2008 our goodwill was analyzed for potential impairment and was subsequently written down completely by a
charge to earnings of $50.0 million during the quarter ended June 30, 2008 and an additional charge of $71.1 million
during the quarter ended December 31, 2008. Throughout 2008, we engaged an independent valuation consultant to
assist us in determining whether and to what extent our goodwill asset was impaired. The key inputs used to
determine the implied fair value of the Company and the corresponding amount of the write-off included the quoted
market price of our common stock, market prices of common stocks of other banking organizations, common stock
trading multiples, discounted cash flows and inputs from comparable transactions. In addition, consideration was
given to the value that may arise from synergies and other benefits that would accrue from control over an
entity. These valuation inputs are considered to be Level 2 and 3 inputs.

In accordance with the provisions of the accounting standards for fair value measurements and disclosures, as of
September 30, 2009, impaired loans with an initial carrying value of $336 million were written down to their fair
value of $298 million by recording charges of $38 million to the allowance for loan losses. Impaired loans are
measured at an observable market price (if available) or at the fair value of the loan’s collateral (if the loan is collateral
dependent). Most of our impaired loans are collateral dependent and, accordingly, we measure such loans based on
the fair value of the collateral. Fair value of the loan’s collateral is determined by appraisals or independent valuation,
or internal valuations based on appraisals or other independent valuations combined with other market data which is
then adjusted for the cost related to liquidation of the collateral. These valuation inputs are considered to be Level 2
and 3 inputs.

25
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Real estate owned held for sale, net and other foreclosed assets are recorded when the Company receives a long-lived
asset, such as real estate, from a borrower in full or partial satisfaction of a loan. The long-lived asset is considered to
be held for sale and, prior to the transfer from loans, its carrying value is reduced to its fair value less cost to sell. This
fair value (less cost to sell) becomes the “cost” of the foreclosed asset which is subsequently reported at the lower of
cost or fair value. Fair value of the foreclosed asset is determined by appraisals or independent valuation, which is
then adjusted for the estimated cost to sell it. These valuation inputs are considered to be Level 2 and 3 inputs. The
individual carrying values of these assets are reviewed for impairment at least annually and any additional impairment
charges are expensed to operations. For the quarter ended September 30, 2009, we recognized $1.5 million of
additional impairment charges related to these types of assets.

Mortgage servicing rights are initially reported at fair value and are amortized in proportion to, and over the period of,
the estimated future net servicing income of the underlying financial assets. Mortgage servicing rights are
subsequently evaluated for impairment based upon the fair value of the rights compared to the amortized cost
(remaining unamortized initial fair value). If the fair value is less than the amortized cost, a valuation allowance is
created through an impairment charge to servicing fee income. However, if the fair value is greater than the amortized
cost, the amount above the amortized cost is not recognized in the carrying value.

Certain non-financial assets are also measured at fair value on a non-recurring basis. These assets primarily consist of
intangible assets and other non-financial long-lived assets which are measured at fair value for periodic impairment
assessments. The following table presents the fair value measurement of assets and liabilities measured at fair value
on a non-recurring basis and the level within the ASC 820 fair value hierarchy in which the fair value measurements
fall at September 30, 2009 and December 31, 2008 (in thousands):

September 30, 2009

Fair Value Quoted prices in Significant Significant
active markets for other unobservable
identical assets observable inputs
(Level 1) inputs (Level (Level 3)
2)
Impaired loans $ 298,449 -- -- $ 298,449
Mortgage servicing rights 6,098 -- -- 6,098
Other real estate owned 53,576 - - 53,576
Core deposit intangibles 11,704 - - 11,704

December 31, 2008

Fair Value Quoted prices in Significant Significant
active markets for other unobservable
identical assets observable inputs
(Level 1) inputs (Level (Level 3)
2)
Impaired loans $ 210,613 -- -- $ 210,613
Mortgage servicing rights 3,554 - -- 3,554
Other real estate owned 21,782 -- - 21,782
Core deposit intangibles 13,701 -- - 13,701
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Fair Values of Financial Instruments:

The following table presents estimated fair values of the Company’s financial instruments as of September 30, 2009
and December 31, 2008, whether or not recognized or recorded in the consolidated balance sheets. The estimated fair
value amounts have been determined by the Company using available market information and appropriate valuation
methodologies. However, considerable judgment is necessary to interpret market data in the development of the
estimates of fair value. Accordingly, the estimates presented herein are not necessarily indicative of the amounts the
Company could realize in a current market exchange. The use of different market assumptions and/or estimation
methodologies may have a material effect on the estimated fair value amounts. The estimated fair value of financial
instruments is as follows (dollars in thousands):

September 30, 2009 December 31, 2008
Carrying  Estimated Carrying Estimated
value fair value value fair value

Assets:
Cash and due from banks $ 331,154 $ 331,154 $ 102,750 $ 102,750
Securities—trading 167,944 167,944 203,902 203,902
Securities—available-for-sale 74,527 74,527 53,272 53,272
Securities—held-to-maturity 76,630 79,266 59,794 60,530
Loans receivable held for sale 4,781 4,835 7,413 7,540
Loans receivable 3,796,230 3,643,731 3,878,798 3,758,691
FHLB stock 37,371 37,371 37,371 37,371
Bank-owned life insurance (BOLI) 54,037 54,037 52,680 52,680
Mortgage servicing rights 6,098 6,481 3,554 2,906
Liabilities:
Demand, NOW and money market 1,330,839 1,354,780 1,172,098 1,190,712
accounts
Regular savings 521,663 543,947 474,885 493,802
Certificates of deposit 2,008,673 2,028,976 2,131,867 2,165,127
FHLB advances at fair value 255,806 255,806 111,415 111,415
Junior subordinated debentures at fair 47,859 47,859 61,776 61,776
value
Other borrowings 174,770 174,382 145,230 144,933
Off-balance-sheet financial
instruments:
Commitments to originate loans 362 362 62 62
Commitments to sell loans (362) (362) (62) (62)

Fair value estimates, methods and assumptions are set forth below for the Company’s financial and off-balance-sheet
instruments:

Cash and Due from Banks: The carrying amount of these items is a reasonable estimate of their fair value.

Securities: The estimated fair values of investment securities and mortgaged-backed securities are priced using
current active market quotes, if available, which are considered Level 1 measurements. For most of the portfolio,
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matrix pricing based on the securities’ relationship to other benchmark quoted prices is used to establish the fair
value. These measurements are considered Level 2. Due to the increasing credit concerns in the capital markets and
inactivity in the trust preferred markets that have limited the observability of market spreads for some of the
Company’s trust preferred securities (see earlier discussion above in determining the securities’ fair market value),
management has classified its trust preferred securities as a Level 3 fair value measure.

Loans Receivable: Fair values are estimated first by stratifying the portfolios of loans with similar financial
characteristics. Loans are segregated by type such as multifamily real estate, residential mortgage, nonresidential
mortgage, commercial/agricultural, consumer and other. Each loan category is further segmented into fixed- and
adjustable-rate interest terms and by performing and non-performing categories. For performing loans held in
portfolio, the fair value is based on discounted cash flows using as a discount rate the current rate offered on similar
products. The carrying values of variable rate construction and land development loans and nonresidential real estate
loans are discounted by a liquidity adjustment related to the current market environment.

The fair value of performing residential mortgages held for sale is estimated based upon secondary market sources by
type of loan and terms such as fixed or variable interest rates.

Fair value for significant non-performing loans is based on recent appraisals or estimated cash flows discounted using
rates commensurate with risk associated with the estimated cash flows. Assumptions regarding credit risk, cash flows

and discount rates are judgmentally determined using available market information and specific borrower information.

FHLB Stock: The fair value is based upon the redemption value of the stock which equates to its carrying value.
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Mortgage Servicing Rights: Fair values are estimated based on current pricing for sales of servicing for new loans
adjusted up or down based on the serviced loan’s interest rate versus current loan sales of servicing.

Deposit Liabilities: The fair value of deposits with no stated maturity, such as savings, checking and NOW accounts,
is estimated by applying decay rate assumptions to segregated portfolios of similar deposit types to generate cash
flows which are then discounted using short-term market interest rates. The market value of certificates of deposit is
based upon the discounted value of contractual cash flows. The discount rate is determined using the rates currently
offered on comparable instruments.

FHLB Advances and Other Borrowings: Fair valuations for our FHLB advances are estimated using fair market
values provided by the lender, the FHLB of Seattle. The FHLB of Seattle prices advances by discounting the future
contractual cash flows for individual advances using its current cost of funds curve to provide the discount rate. This
is considered to be a Level 2 input method. Other borrowings are priced using discounted cash flows to the date of
maturity based on using current rates at which such borrowings can currently be obtained.

Junior Subordinated Debentures: Due to the increasing credit concerns in the capital markets and inactivity in the
trust preferred markets that have limited the observability of market spreads (see earlier discussion above in
determining the junior subordinated debentures’ fair market value), junior subordinated debentures have been
classified as a Level 3 fair value measure. Management believes that the credit risk adjusted spread utilized is
indicative of those that would be used by market participants.

Commitments: Commitments to sell loans with notional balances of $41,450,000 and $42,896,000 at September 30,
2009 and December 31, 2008, respectively, have a carrying value of $362,000 and $62,000, representing the fair value
of such commitments. Interest rate lock commitments to originate loans held for sale with notional balances of
$41,450,000 and $42,896,000 at September 30, 2009 and December 31, 2008, respectively, have a carrying value of
($362,000) and ($62,000). The fair value of commitments to sell loans and of interest rate locks reflect changes in the
level of market interest rates from the date of the commitment or rate lock to the date of our financial
statements. Other commitments to fund loans totaled $764,926,000 and $1,220,360,000 at September 30, 2009 and
December 31, 2008, respectively, and have a carrying value of $0 at both dates, representing the cost of such
commitments. There are no commitments to purchase securities at September 30, 2009 or December 31, 2008. There
were no commitments to sell securities at September 30, 2009 or December 31, 2008.

Interest Rate Swaps: Interest rate swaps with notional balances of $21,485,000 and $23,014,000 at September 30,
2009 and December 31, 2008, respectively, have a carrying value of $3,075,000 and $4,642,000, respectively. The
fair value of the derivative instrument is estimated using quoted or published market prices for similar instruments.

Limitations: The fair value estimates presented herein are based on pertinent information available to management as
of September 30, 2009. Although management is not aware of any factors that would significantly affect the
estimated fair value amounts, such amounts have not been comprehensively revalued for purposes of these financial
statements since that date and, therefore, current estimates of fair value may differ significantly from the amounts
presented herein.

Fair value estimates are based on existing on- and off-balance-sheet financial instruments without attempting to
estimate the value of anticipated future business. The fair value has not been estimated for assets and liabilities that
are not considered financial instruments. Significant assets and liabilities that are not financial instruments include the
deferred tax assets/liabilities; land, buildings and equipment; costs in excess of net assets acquired; and real estate held
for sale.

Note 12: INCOME TAXES AND DEFERRED TAXES
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The Company and its wholly-owned subsidiaries file consolidated U.S. federal income tax returns, as well as state
income tax returns in Oregon and Idaho. The tax years which remain subject to examination by the taxing authorities
are the years ending December 31, 2006, 2007 and 2008.

Income taxes are accounted for using the asset and liability method. Under this method a deferred tax asset or liability
is determined based on the enacted tax rates which will be in effect when the differences between the financial
statement carrying amounts and tax basis of existing assets and liabilities are expected to be reported in the Company’s
income tax returns. The effect on deferred taxes of a change in tax rates is recognized in income in the period that
includes the enactment date.

Effective January 1, 2007, the Company adopted revised accounting standards for Income Taxes. The standard, ASC
740, provides guidance related to the accounting for uncertainty in income taxes. Adoption of this standard did not
have a significant impact on the Company’s financial position or results of operations. The revisions prescribe a
recognition threshold and measurement process for financial statement recognition and measurement of a tax position
taken or expected to be taken in a tax return, and also provides guidance on the de-recognition of previously recorded
benefits and their classification, as well as the proper recording of interest and penalties, accounting in interim
periods, disclosures and transition. The Company periodically reviews its income tax positions based on tax laws and
regulations and financial reporting considerations, and records adjustments as appropriate. This review takes into
consideration the status of current taxing authorities’ examinations of the Company’s tax returns, recent positions taken
by the taxing authorities on similar transactions, if any, and the overall tax environment.

As of September 30, 2009 and December 31, 2008, the Company had recorded net deferred income tax assets of
approximately $8.5 million and $5.5 million, respectively. The realization of deferred income tax assets is assessed
and a valuation allowance is recorded if it is “more likely than not” that all or a portion of the deferred tax asset will not
be realized. “More likely than not” is defined as greater than a 50% probability of occurrence. All available evidence,
both positive and negative, is considered to determine whether, based on the weight of that evidence, a

28

54



Edgar Filing: BANNER CORP - Form 10-Q/A

valuation allowance is needed. Management’s assessment is primarily dependent on historical taxable income and
projections of future taxable income, which are directly related to the Company’s core earnings capacity and its
prospects to generate core earnings in the future. In assessing the need for a valuation allowance, we examine our

historical cumulative trailing three-year pre-tax income (loss) quarterly. If we have historical cumulative income, we

consider this to be strong positive evidence. To the extent we do not have cumulative income, we examine this to

determine if there were any unusual or non-recurring items which would not be indicative of our operating results or

expected to occur in the future. After adjusting our cumulative income for a non-recurring goodwill impairment

charge, we were in a cumulative income position.

Based upon management’s analysis of available evidence, it has determined that it is “more likely than not” that the
Company’s deferred income tax assets as of September 30, 2009 will be fully realized and, therefore, no valuation
allowance was recorded. However, the Company can give no assurance that in the future its deferred tax asset will not
be impaired since such determination is based on projections of future earnings, which are subject to uncertainty and
estimates that may change given uncertain economic outlook, banking industry conditions and other factors.

Note 13: CALCULATION OF WEIGHTED AVERAGE SHARES OUTSTANDING FOR EARNINGS (LOSS)
PER SHARE (EPS)

The following table reconciles basic to diluted weighted shares outstanding used to calculate earnings per share data
dollars and shares (in thousands):

Quarters Ended Nine Months Ended
September 30 September 30
2009 2008 2009 2008
Net income (loss) $ (6,448) $ 991 $ (32,222) % (49,462)
Preferred stock dividend accrual 1,550 - 4,650 -
Preferred stock discount accretion 373 - 1,119 -
Net income (loss) available to ) ) ) )
common shareholders $ (8,371 $ (991 $ (37,991 $ (49,462

Basic weighted average shares
outstanding 19,023 16,403 17,983 16,025
Plus MRP, common stock option and
common stock warrants
considered outstanding for
diluted EPS 4 - 3 42
Less dilutive shares not included as
they are anti-dilutive for

calculations of loss per share 4 -- 3) 42)
19,023 16,403 17,983 16,025

Earnings (loss) per common share

Basic $ 044) $ (0.06)$ 2.11) $ (3.09)

Diluted $ 044) $ (0.06)$ 2.11) % (3.09)

Note 14: STOCK-BASED COMPENSATION PLANS AND STOCK OPTIONS
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The Company operates the following stock-based compensation plans as approved by the shareholders: the 1996
Management Recognition and Development Plan (MRP), a restricted stock plan; and the 1996 Stock Option Plan, the
1998 Stock Option Plan and the 2001 Stock Option Plan (collectively, SOPs). Authority to grant awards under the
1996 MRP and 1996 and 1998 SOPs has expired and, as of September 30, 2009, there were only 40,195 options
eligible for grants under the 2001 SOP. We did not make any grants under any of these plans in the year ended
December 31, 2008 or the nine months ended September 30, 2009. Stock based compensation costs related to the
MRP and SOPs were $32,000 and $53,000 for the quarters ended September 30, 2009 and 2008, respectively, and
$131,000 and $266,000 for the nine months ended September 30, 2009 and 2008, respectively. At September 30,
2009, there were options for 555,149 shares outstanding with a weighted average exercise price of $20.71 per share
and a weighted average remaining contractual term of 3.4 years. None of the options had any intrinsic value on that
date. The Company had $108,000 of total unrecognized compensation costs related to stock options and $10,000
related to the MRP at September 30, 2009 that are expected to be recognized over the remaining contractual term of
the underlying grants.

Banner Corporation Long-Term Incentive Plan: In June 2006, the Board of Directors adopted the Banner Corporation
Long-Term Incentive Plan effective July 1, 2006. The Plan is an account-based type of benefit, the value of which is
directly related to changes in the value of Company common stock, dividends declared on the Company common
stock and changes in Banner Bank’s average earnings rate, and for accounting purposes is considered a stock
appreciation right (“SAR”). Each SAR entitles the holder to receive cash, upon vesting, equal to the excess of the fair
market value of a share of the Company’s common stock on the date of exercise over the fair market value of such
share on the date granted plus the dividends declared on the stock from the date of grant to the date of vesting. On
April 27, 2008, the Board of Directors amended the Plan and also authorized the repricing of certain awards to
non-executive officers based upon the price of Banner common stock three business days following the public
announcement of the Company’s earnings for the quarter ended March 31, 2008. The primary objective of the Plan is
to create a retention incentive by allowing officers who remain with the Company or the Banks for a sufficient period
of time to share in the increases in the value of Company stock. Detailed information with respect to the Plan and the
amendments to the Plan were disclosed on Forms 8-K filed with SEC on July 19, 2006 and May 6, 2008. The
accounting standards require us to remeasure the fair value of SARs each reporting period until the award is settled.
In addition, compensation expense must be recognized each reporting period for
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changes in fair value and vesting. We recognized compensation expense of $0 and $148,000, respectively, for the
quarters ended September 30, 2009 and 2008, and $16,000 and $63,000, respectively, for the nine months ended
September 30, 2009 and 2008 related to the change in the fair value of SARs and additional vesting during the period.

Note 15: COMMITMENTS AND CONTINGENCIES
Financial Instruments with Off-Balance-Sheet Risk

We have financial instruments with off-balance-sheet risk generated in the normal course of business to meet the
financing needs of our customers. These financial instruments include commitments to extend credit and standby
letters of credit. These instruments involve, to varying degrees, elements of credit and interest rate risk in excess of
the amount recognized in our Consolidated Statements of Financial Condition.

Our exposure to credit loss in the event of nonperformance by the other party to the financial instrument from
commitments to extend credit and standby letters of credit is represented by the contractual notional amount of those
instruments. We use the same credit policies in making commitments and conditional obligations as for on-balance
sheet instruments. As of September 30, 2009, outstanding commitments for which no liability has been recorded
consist of the following:

Contract or
Notional
Amount
(in thousands)
Financial instruments whose contract amounts represent credit

risk:

Commitments to extend credit

Real estate secured for commercial, construction or land$ 102,681
development

Revolving open-end lines secured by 1-4 family residential 120,080
properties

Credit card lines 60,245
Other, primarily business and agricultural loans 472,429
Real estate secured by one- to four-family residential properties 41,450
Standby letters of credit and financial guarantees 9,491
Total $ 806,376
Commitments to sell loans secured by one- to four-family$ 41,450

residential properties
Interest rate swaps notional amount $ 21,492

Commitments to extend credit are agreements to lend to a customer, as long as there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates or other termination clauses and may
require payment of a fee. Many of the commitments may expire without being drawn upon; therefore, the total
commitment amounts do not necessari