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Nonperforming assets, a subset of classified assets that includes nonperforming loans and OREO, and related information are summarized in the
following table as of the dates indicated:

June 30,
2011

December 31,
2010

June 30,
2010

(in thousands)
Past due 90 days or more and accruing $ 0 $ 0 $ 0
Nonaccrual loans 311,832 546,133 760,136
Restructured loans 84,277 108,504 123,999

Total nonperforming loans 396,109 654,637 884,135
OREO 101,406 161,653 135,233

Total nonperforming assets 497,515 816,290 1,019,368
Specific reserve - loans (30,165) (37,654) (18,060) 

Net nonperforming assets $ 467,350 $ 778,636 $ 1,001,308

Nonperforming loans before charge-offs, gross $ 451,483 $ 874,628 $ 1,187,072
Charge-offs on nonperforming loans (187,485) (319,773) (462,885) 

Nonperforming loans, net of charge-offs 263,998 554,855 724,187
Nonperforming loans without charge-offs

(1)
132,111 99,782 159,948

Total nonperforming loans $ 396,109 $ 654,637 $ 884,135

Nonperforming assets to total assets 5.38% 8.60% 10.47% 
Nonperforming loans to loans 7.07% 11.64% 13.80% 
Nonperforming loans carried at fair value to total nonperforming loans 67% 85% 82% 
Charge-offs plus specific loan reserves to gross nonperforming loans 48% 41% 41% 
Loan loss allowance to nonperforming loans 54% 38% 30% 
Loan loss allowance to nonperforming loans excluding loans individually evaluated for
impairment (2) 138% 210% 154% 

(1) Charge-offs have not been recorded on these nonperforming loans, as the value of the underlying collateral exceeds the carrying value of
the loans.

(2) Excludes the specific loan loss reserve.
As of June 30, 2011, Sterling has recognized charge-offs, which are also referred to as confirmed losses, totaling $187.5 million on collateral
dependent nonperforming loans held in its portfolio. As a result of these confirmed losses, Sterling has written down the carrying value of these
loans to the appraisal value of their underlying collateral less the estimated cost to sell the collateral. The ratio of allowance for loan losses to
nonperforming loans, excluding these loans individually evaluated for impairment, was 138% at June 30, 2011. Further declines in real estate
appraisal values could result in additional losses on these loans. The following table presents a roll-forward of nonperforming loans for the
periods indicated:

Three Months Ended
June 30,

Six Months Ended
June 30,

2011 2010 2011 2010
Nonperforming loans:
Beginning Balance $ 477,067 $ 958,766 $ 654,637 $ 895,931
Additions 65,119 263,528 112,112 590,816
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Charge-offs (33,356) (101,847) (57,468) (238,384) 
Paydowns and sales (66,137) (108,003) (121,061) (156,204) 
Foreclosures (32,920) (83,087) (101,188) (134,039) 
Upgrade to accrual (13,664) (45,222) (90,923) (73,985) 

Ending Balance $ 396,109 $ 884,135 $ 396,109 $ 884,135
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The following table presents certain information on Sterling�s nonperforming assets:

June 30, 2011 December 31, 2010 June 30, 2010
(in thousands)

Residential construction
Puget Sound $ 21,121 4% $ 55,365 7% $ 128,742 13% 
Portland, OR 21,014 4% 48,781 6% 82,717 8% 
Northern California 5,387 1% 9,474 1% 22,628 2% 
Vancouver, WA 1,829 0% 12,455 2% 14,969 1% 
Southern California 1,652 0% 4,574 1% 6,761 1% 
Bend, OR 993 0% 7,479 1% 13,878 1% 
Boise, ID 535 0% 2,614 0% 10,746 1% 
Other 12,641 3% 24,918 3% 40,393 4% 

Total residential construction 65,172 12% 165,660 21% 320,834 31% 
Commercial construction
Puget Sound 32,390 7% 48,619 6% 47,682 5% 
Northern California 18,618 4% 45,132 6% 30,041 3% 
Southern California 14,804 3% 27,227 3% 37,113 4% 
Other 72,817 15% 76,860 9% 101,266 10% 

Total commercial construction 138,629 29% 197,838 24% 216,102 22% 
Multifamily construction
Puget Sound 28,430 6% 41,407 5% 53,711 5% 
Portland, OR 3,353 1% 7,420 1% 11,497 1% 
Other 9,529 2% 17,965 2% 32,042 3% 

Total multifamily construction 41,312 9% 66,792 8% 97,250 9% 

Total construction 245,113 50% 430,290 53% 634,186 62% 

Commercial banking 104,988 21% 110,872 14% 147,941 15% 
Commercial real estate 66,811 13% 123,146 15% 84,043 8% 
Residential real estate 64,748 13% 115,923 14% 115,716 11% 
Multifamily real estate 9,523 2% 25,806 3% 27,447 3% 
Consumer 6,332 1% 10,253 1% 10,035 1% 

Total nonperforming assets 497,515 100% 816,290 100% 1,019,368 100% 

Specific reserve - loans (30,165) (37,654) (18,060) 

Net nonperforming assets (1) $ 467,350 $ 778,636 $ 1,001,308

(1) Net of cumulative confirmed losses on loans and OREO of $375.7 million for June 30, 2011, $516.3 million for December 31, 2010 and
$592.8 million for June 30, 2010.

40

Edgar Filing: SMITH INTERNATIONAL INC - Form 4

Table of Contents 5



Table of Contents

The following table presents a roll-forward of OREO for the periods indicated:

Three Months Ended June 30, Six Months Ended June 30,
2011 2010 2011 2010

Amount Properties Amount Properties Amount Properties Amount Properties
OREO:
Beginning Balance $ 151,774 363 $ 103,973 257 $ 161,653 439 $ 83,272 203
Additions 32,920 140 83,087 221 101,188 298 134,039 356
Valuation adjustments (8,646) (9,447) (12,855) (16,110) 
Sales (74,837) (253) (39,746) (141) (153,236) (487) (64,981) (222) 
Other changes 195 (2,634) 4,656 (987) 

Ending Balance $ 101,406 250 $ 135,233 337 $ 101,406 250 $ 135,233 337

The following table presents the property type composition of OREO as of the following dates:

June 30, 2011 December 31, 2010

Amount
Number of
Properties Amount

Number of
Properties

OREO:
Residential real estate $ 10,309 57 $ 24,239 109
Multifamily real estate 408 3 25 1
Commercial real estate 20,026 41 33,817 49
Construction:
Residential - acquisition and development 4,275 12 7,353 21
Residential - lots 9,683 31 13,586 68
Residential - land 8,769 12 14,283 16
Residential - vertical 9,806 52 22,929 116
Multifamily 4,502 12 4,946 15
Commercial 29,484 17 34,925 16
Consumer 1,900 11 3,272 22
Commercial banking 2,244 2 2,278 6

Ending Balance $ 101,406 250 $ 161,653 439

The following table presents the location of the various properties that comprise OREO as of the following dates:

June 30, 2011 December 31, 2010

Amount
Number of
Properties Amount

Number of
Properties

OREO:
Oregon $ 34,298 74 $ 45,786 131
California 31,157 50 40,456 65
Washington 27,044 92 50,113 165
Arizona 5,038 14 12,255 20
Idaho 3,517 19 10,995 46
Other 352 1 2,048 12

Ending Balance $ 101,406 250 $ 161,653 439

Edgar Filing: SMITH INTERNATIONAL INC - Form 4

Table of Contents 6



41

Edgar Filing: SMITH INTERNATIONAL INC - Form 4

Table of Contents 7



Table of Contents

Deposits. The following table sets forth the composition of Sterling�s deposits at the dates indicated:

June 30, 2011 December 31, 2010
Amount % Amount %

(in thousands)
Interest-bearing transaction $ 505,134 8% $ 497,395 7% 
Noninterest-bearing transaction 1,067,637 16% 992,368 14% 
Savings and MMDA 1,933,941 29% 1,886,425 27% 
Time deposits 3,097,286 47% 3,534,819 52% 

Total deposits $ 6,603,998 100% $ 6,911,007 100% 

Changes in deposits during the six months ended June 30, 2011 mainly reflect a reduction in time deposits. The reduction in time deposits during
the period was expected, as Sterling allowed some higher rate deposits to run off, thereby improving the deposit mix and reducing funding costs.
This runoff was partially offset by an increase in transaction, savings and MMDA accounts, which increased by $130.5 million since
December 31, 2010.

Borrowings. In addition to deposits, Sterling uses other borrowings as sources of funds. The aggregate amount of other borrowings outstanding
comprised of FHLB advances, reverse repurchase agreements, and junior subordinated debentures, remained relatively unchanged over the
periods presented at $1.71 billion as of June 30, 2011 compared with $1.69 billion at December 31, 2010, respectively.

Asset and Liability Management

The principal objective of Sterling�s asset and liability management activities is to provide optimum levels of net interest income and stable
sources of funding while maintaining acceptable levels of interest-rate risk and liquidity risk. The Asset/Liability Committee (�ALCO�) measures
interest rate risk exposure primarily through interest rate shock simulations for both net interest income and the economic value of equity (�EVE�).
Interest rate risk arises from mismatches in assets and liabilities, with mismatches due to differences in the timing of rate repricing for the
various instruments, the amount or volume of the underlying assets and liabilities that are repricing, and by how much or the level at which the
rate is repricing. The specific characteristics of the underlying assets and liabilities, including any embedded optionality, such as a prepayment
option on a loan, influence these differences.

The net interest income interest rate shock simulation measures the effect of changes in interest rates on net interest income over 12 months.
This simulation consists of measuring the change in net interest income over the next 12 months from the base case scenario, from which rates
are shocked, in a parallel fashion, up and down. The base case uses the assumption of the existing balance sheet and existing interest rates. The
simulation requires numerous assumptions, including relative levels of market interest rates, instantaneous and parallel shifts in the yield curve,
loan prepayments and reactions of depositors to changes in interest rates, and should not be relied upon as being indicative of actual or future
results. The analysis does not contemplate actions Sterling may undertake in response to changes in interest rates and market conditions. The
results of this simulation are included in the following table for the periods presented:

Change in Interest Rate in

Basis Points (Rate Shock)

June 30, 2011
December 31,

2010

% Change in
NII

% Change
in
NII

+300 (5.5) (11.2) 
+200 (1.6) (5.5) 
+100 (0.3) (2.4) 
Static 0.0 0.0
-100 N/A (1) N/A (1) 

(1) Results are not meaningful in a low interest rate environment.
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EVE simulation analysis measures risk in the balance sheet that might not be taken into account in the net interest income simulation. Whereas
net interest income simulation highlights exposure over a relatively short time period of 12 months, EVE simulation analysis incorporates all
cash flows over the estimated remaining life of all balance sheet positions. The EVE simulation analysis of the balance sheet, at a point in time,
is defined as the discounted present value of asset cash flows minus the discounted value of liability cash flows. The difference between the
present value of the asset and liability represents the EVE. As with net interest income, the base case simulation uses current market rates, from
which rates are shocked up and down in a parallel fashion. As with the net interest income simulation model, EVE simulation analysis is based
on key assumptions about the timing and variability of balance sheet cash flows. However, because the simulation represents much longer time
periods, inaccuracy of assumptions may increase the variability of outcomes within the simulation. It also does not take into account actions
management may undertake in response to anticipated changes in interest rates. The results of this simulation are included in the following table
for the periods presented:

Change in Interest Rate in

Basis Points (Rate Shock)

June 30, 2011
December 31,

2010
% Change

in
EVE

% Change
in
EVE

+300 (15.2) (21.7) 
+200 (4.7) (8.2) 
+100 (0.1) (1.4) 
Static 0.0 0.0
-100 N/A (1) N/A (1) 

(1) Results are not meaningful in a low interest rate environment.
Sterling has customer-related interest rate swap derivatives outstanding, with a total notional amount of $94.3 million of related swaps
outstanding as of June 30, 2011. For a description, see Note 9 of Notes to Consolidated Financial Statements. As of June 30, 2011, Sterling has
not entered into any other derivative transactions as part of managing its interest rate risk. However, Sterling continues to consider derivatives,
including non-customer related interest rate swaps, caps and floors as viable alternatives in the asset and liability management process.

Capital and Liquidity Management

Sterling�s primary sources of funds are: retail, public and brokered deposits; the collection of principal and interest primarily from loans, as well
as from mortgage backed securities; the sale of loans into the secondary market in connection with Sterling�s mortgage banking activities;
borrowings from the FHLB and the Federal Reserve; and borrowings from commercial banks (including reverse repurchase agreements). Public
deposits from states, municipalities, and other public entities generally require collateralization for some or all of the deposit amounts, depending
on state and local requirements. Reverse repurchase agreements allow Sterling to sell investments (generally U.S. agency securities and MBS)
under an agreement to buy them back at a specified price at a later date. Reverse repurchase agreements are considered collateralized obligations
and may expose Sterling to certain risks not associated with other borrowings, including interest rate risk and the possibility that additional
collateral may have to be provided if the market value of the pledged collateral declines. Sterling Savings Bank�s credit line with FHLB of Seattle
provides for borrowings up to a percentage of its total assets, subject to collateralization requirements, with borrowing terms ranging from
overnight to term advances. Sterling Savings Bank actively manages its liquidity to maintain an adequate margin over the level necessary to
support the funding of loans and deposit withdrawals. Liquidity may vary from time to time, depending on economic conditions, deposit
fluctuations, loan funding needs and regulatory requirements.

The total value of Sterling�s cash and cash equivalents, and securities was $3.08 billion at June 30, 2011, compared with $3.27 billion at
December 31, 2010. Available liquidity as of June 30, 2011 was $1.63 billion, compared to total available liquidity of $1.68 billion as of
December 31, 2010. Available liquidity as of June 30, 2011 included unpledged portions of cash and cash equivalents, and securities of $900.2
million, available borrowing capacity from the FHLB, the Federal Reserve and correspondent banks of $527.3 million, as well as loans held for
sale of $197.6 million.
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Sterling, on a parent company-only basis, had cash of approximately $45.8 million and $47.5 million at June 30, 2011 and December 31, 2010,
respectively. The parent (holding) company�s significant cash flows primarily relate to capital investments in and capital distributions from
Sterling Savings Bank, capital distributions to shareholders, and interest payments on its junior subordinated debentures. During the third quarter
of 2009, Sterling elected to defer regularly scheduled interest payments on its junior subordinated debentures, and continued to defer these
payments through June 30, 2011. As of June 30, 2011 and December 31, 2010, the accrued deferred interest on junior subordinated debentures
was $12.5 million and $9.4 million, respectively. Sterling is allowed to defer payments of interest on the junior subordinated debentures for up to
20 consecutive quarters without triggering an event of default. No cash dividends were declared during the periods presented. Sterling�s ability to
pay dividends is generally limited by its earnings, financial condition, and capital and regulatory requirements. During the third quarter of 2010,
Sterling contributed $650.0 million of capital to Sterling Savings Bank. No capital was downstreamed from Sterling to Sterling Savings Bank
during the six months ended June 30, 2011.

Regulation and Compliance

Sterling, as a bank holding company, is subject to ongoing comprehensive examination and regulation by the Federal Reserve, and Sterling
Savings Bank, as a Washington state-chartered bank, is subject to ongoing comprehensive regulation and examination by the Washington
Department of Financial Institutions (the �WDFI�) and the FDIC. Sterling Savings Bank is further subject to standard Federal Reserve regulations
related to deposit reserves and certain other matters.

On September 27, 2010, Sterling announced the cease and desist order put in place in October 2009 with Sterling Savings Bank was terminated,
reflecting a stronger balance sheet and capital position. Although the cease and desist order is no longer applicable, Sterling Savings Bank
continues to be subject to enhanced supervisory review by the FDIC and WDFI under a memorandum of understanding (the �SSB MOU�),
pursuant to which Sterling Savings Bank must maintain Tier 1 capital in an amount that ensures that its leverage ratio is at least 8%. Sterling
Savings Bank is also required to meet certain asset quality targets, develop a written capital plan, develop a three-year strategic plan and comply
with other requirements.

As of the date of this filing, Sterling continues to be subject to a regulatory agreement with the Federal Reserve Bank of San Francisco (the
�Reserve Bank Agreement�). Under the terms of the Reserve Bank Agreement, Sterling is subject to restrictions on its ability to pay dividends and
distributions, incur debt, purchase or redeem its stock and appoint new board members or senior executive officers. Under the Reserve Bank
Agreement, Sterling is also required to act as a source of strength to Sterling Savings Bank and to report quarterly to the Reserve Bank on steps
taken to improve its capital ratios and risk, liquidity and fund management and on other matters.

Forward-Looking Statements

From time to time, Sterling and its senior managers have made and will make forward-looking statements that are not historical facts and that are
intended to be covered by the safe harbor for �forward-looking statements� provided by the Private Securities Litigation Reform Act of 1995.
These forward-looking statements may include, but are not limited to, statements about Sterling�s plans, objectives, expectations and intentions
and other statements contained in this release that are not historical facts and pertain to Sterling�s future operating results. When used in this
report, the words �expects,� �anticipates,� �intends,� �plans,� �believes,� �seeks,� �estimates� and similar expressions are generally intended to identify
forward-looking statements. We make forward-looking statements regarding projected sources of funds, use of proceeds, availability of
acquisition and growth opportunities, ability to repay government funds, payment of dividends, adequacy of our allowance for loan and lease
losses and provision for loan and lease losses, our real estate portfolio and subsequent charge-offs. Such statements may be contained in this
report and in other documents that Sterling files with the Securities and Exchange Commission. Such statements may also be made by Sterling
and its senior managers in oral or written presentations to analysts, investors, the media and others.

Actual results may differ materially from the results discussed in these forward-looking statements because such statements are inherently
subject to significant assumptions, risks and uncertainties, many of which are difficult to predict and are generally beyond Sterling�s control.
These include but are not limited to:

� our ability to maintain adequate liquidity;

� our ability to comply with the Reserve Bank Agreement and the SSB MOU;

Edgar Filing: SMITH INTERNATIONAL INC - Form 4

Table of Contents 11



44

Edgar Filing: SMITH INTERNATIONAL INC - Form 4

Table of Contents 12



Table of Contents

� our ability to attract and retain deposits and loans;

� demand for financial services in our markets;

� competitive market pricing factors;

� further deterioration in economic conditions that could result in increased losses on loans;

� risks associated with concentrations in real estate-related loans;

� market interest rate volatility;

� stability of funding sources and continued availability of borrowings;

� changes in legal or regulatory requirements or the results of regulatory examinations that could restrict growth;

� our ability to recruit and retain key management and staff;

� risks associated with merger and acquisition integration;

� our ability to incur debt on reasonable terms;

� regulatory limits on the ability of Sterling Savings Bank to pay dividends to Sterling;

� impact of legislative and regulatory change on the financial sector;

� future legislative or administrative changes to the Troubled Asset Relief Program (�TARP�) Capital Purchase Program; and

� the impact of legislative changes and related rules and regulations on Sterling�s business operations and competitiveness, including
the impact of executive compensation restrictions, which may affect Sterling�s ability to retain and recruit executives in competition
with other firms who do not operate under such restrictions.

Other factors that could cause actual conditions, events or results to differ significantly from those described in the forward-looking statements
may be found under �Risk Factors� in Sterling�s Annual Report on Form 10-K for the fiscal year ended December  31, 2010.

Item 3 Quantitative and Qualitative Disclosures About Market Risk

For a discussion of Sterling�s market risks, see �Management�s Discussion and Analysis - Asset and Liability Management.�
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Item 4 Controls and Procedures

Disclosure Controls and Procedures

Sterling�s management, with the participation of Sterling�s principal executive officer and principal financial officer, has evaluated the
effectiveness of Sterling�s disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities and
Exchange Act of 1934 (the �Exchange Act�) as of the end of the period covered by this report. Based on such evaluation, Sterling�s principal
executive officer and principal financial officer have concluded that, as of the end of such period, Sterling�s disclosure controls and procedures
are effective in recording, processing, summarizing and reporting, on a timely basis, information required to be disclosed by Sterling in the
reports that it files or submits under the Exchange Act.

Changes in Internal Control Over Financial Reporting

There were no changes in Sterling�s internal control over financial reporting that occurred during the fiscal quarter to which this report relates
that have materially affected, or are reasonably likely to materially affect, Sterling�s internal control over financial reporting.
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PART II � Other Information

Item 1 Legal Proceedings

Securities Class Action Litigation

On December 11, 2009, a putative securities class action was filed in the United States District Court for the Eastern District of Washington
against Sterling and certain of our current and former officers. The court appointed a lead plaintiff on March 9, 2010. On June 18, 2010, the lead
plaintiff filed a consolidated complaint (the �Complaint�). The Complaint purports to be brought on behalf of a class of persons who purchased or
otherwise acquired Sterling�s stock during the period from July 23, 2008 to October 15, 2009. The Complaint alleges that defendants violated
Sections 10(b) and 20(a) of the Securities Exchange Act of 1934 by failing to disclose the extent of Sterling�s delinquent commercial real estate,
construction and land development loans, properly record losses for impaired loans, and properly reserve for loan losses, thereby causing
Sterling�s stock price to be artificially inflated during the purported class period. Plaintiffs seek unspecified damages and attorneys� fees and costs.
Sterling believes the lawsuit is without merit and intends to defend against it vigorously. On August 30, 2010, Sterling moved to dismiss the
Complaint. On March 2, 2011, after complete briefing, the court held a hearing on the motion to dismiss. The court has not yet issued an order
on the motion. Failure by Sterling to obtain a favorable resolution of the claims set forth in the complaint could have a material adverse effect on
our business, results of operations and financial condition. Currently, a loss resulting from these claims is not considered probable or reasonably
estimable in amount.

ERISA Class Action Litigation

On January 20 and 22, 2010, two putative class action complaints were filed in the United States District Court for the Eastern District of
Washington against Sterling Financial Corporation and Sterling Savings Bank (collectively, �Sterling�), as well as certain of Sterling�s current and
former officers and directors. The two complaints were merged in a Consolidated Amended Complaint (the �Complaint�) filed on July 16, 2010 in
the same court. The Complaint does not name all of individuals named in the prior complaints, but it is expected that additional defendants will
be added. The Complaint alleges that the defendants breached their fiduciary duties under sections 404 and 405 of the Employee Retirement
Income Security Act of 1974, as amended (�ERISA�), with respect to the Sterling Savings Bank Employee Savings and Investment Plan (the
�401(k) Plan�) and the FirstBank Northwest Employee Stock Ownership Plan (�ESOP�) (collectively, the �Plans�). Specifically, the Complaint alleges
that the defendants breached their duties by investing assets of the Plans in Sterling�s securities when it was imprudent to do so, and by investing
such assets in Sterling securities when defendants knew or should have known that the price of those securities was inflated due to
misrepresentations and omissions about Sterling�s business practices. The business practices at issue include alleged over-reliance on risky
construction loans; alleged inadequate loan reserves; alleged spiking increases in nonperforming assets, nonperforming loans, classified assets,
and 90+-day delinquent loans; alleged inadequate accounting for rising loan payment shortfalls; alleged unsafe and unsound banking practices;
and a capital base that was allegedly inadequate to withstand the significant deterioration in the real estate markets. The putative class periods
are October 22, 2007 to the present for the 401(k) Plan class, and October 22, 2007 to November 14, 2008 for the ESOP class. The Complaint
seeks damages of an unspecified amount and attorneys� fees and costs. Sterling believes the lawsuit is without merit and intends to defend against
it vigorously. A hearing on the motion to dismiss occurred on March 22, 2011, with the court indicating that it would take the motion under
submission. The court has not yet issued an order on the motion. Failure by Sterling to obtain a favorable resolution of the claims set forth in the
Complaint could have a material adverse effect on Sterling�s business, results of operations, and financial condition. Currently, a loss resulting
from these claims is not considered probable or reasonably estimable in amount.

Derivative Class Action Litigation

On February 10, 2010, a shareholder derivative action was filed in the Superior Court for Spokane County, Washington, purportedly on behalf
of and for the benefit of Sterling, against certain of our current and former officers and directors. On August 2, 2010, plaintiff filed an amended
complaint (the �Complaint�) alleging, among other claims, breach of fiduciary duty, aiding and abetting breach of fiduciary duty, and unjust
enrichment. The Complaint alleges that the individual defendants failed to prevent Sterling from issuing improper financial statements, maintain
a sufficient allowance for loan and lease losses, and establish effective credit risk management

46

Edgar Filing: SMITH INTERNATIONAL INC - Form 4

Table of Contents 15



Table of Contents

and oversight mechanisms regarding Sterling�s commercial real estate, construction and land development loans, losses and reserves recorded for
impaired loans, and accounting for goodwill and deferred tax assets. The Complaint seeks unspecified damages, restitution, disgorgement of
profits, equitable and injunctive relief, attorneys� fees, accountants� and experts� fees, costs, and expenses. Because the Complaint is derivative in
nature, it does not seek monetary damages from Sterling. However, Sterling may be required throughout the pendency of the action to advance
the legal fees and costs incurred by the defendant officers and directors. On September 13, 2010, Sterling moved to dismiss the Complaint. The
hearing on Sterling�s motion to dismiss was held on January 14, 2011. On February 25, 2011, the court issued an order denying Sterling�s motion
to dismiss in its entirety. On April 12, 2011, Sterling filed a request for discretionary review with the Washington Court of Appeals, which was
denied on June 1, 2011. Currently, a loss resulting from these claims is not considered probable or reasonably estimable in amount, and, due to
the nature of the claim, any such loss would be payable, in part, to Sterling.

Item 1A Risk Factors

You should carefully consider the risks and uncertainties we describe in our Annual Report on Form 10-K for the fiscal year ended
December 31, 2010 before deciding to invest in, or retain, shares of our common stock. These are not the only risks and uncertainties that we
face. Additional risks and uncertainties that we do not currently know about or that we currently believe are immaterial, or that we have not
predicted, may also harm our business operations or adversely affect us. If any of these risks or uncertainties actually occurs, our business,
financial condition, operating results or liquidity could be materially harmed.

Item 2 Unregistered Sales of Equity Securities and Use of Proceeds

Not applicable.

Item 3 Defaults Upon Senior Securities

Not applicable.

Item 4 (Removed and Reserved)

Item 5 Other Information

Item 6 Exhibits

The exhibits filed as part of this report and the exhibits incorporated herein by reference are listed in the Exhibit Index at page E-1.
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STERLING FINANCIAL CORPORATION

Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

STERLING FINANCIAL CORPORATION
(Registrant)

August 9, 2011 By:     /s/ Robert G. Butterfield
                Date Robert G. Butterfield

      Senior Vice President, Controller, and
      Principal Accounting Officer
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Exhibit
No. Exhibit Index

    3.1 Restated Articles of Incorporation of Sterling. Filed as Exhibit 4.1 to Sterling�s Amendment No. 1 to the Registration Statement on
Form S-3 dated May 8, 2009 and incorporated by reference herein.

    3.2 Articles of Amendment of Restated Articles of Incorporation of Sterling increasing the authorized shares of common stock. Filed as
Exhibit 4.2 to Sterling�s Amendment No. 1 to the Registration Statement on Form S-3 dated September 21, 2009 and incorporated by
reference herein.

    3.3 Articles of Amendment to Sterling�s Restated Articles of Incorporation designating Fixed Rate Cumulative Mandatorily Convertible
Preferred Stock, Series C. Filed as Exhibit 3.1 to Sterling�s Current Report on Form 8-K dated August 30, 2010 and incorporated by
reference herein.

    3.4 Articles of Amendment to Sterling�s Restated Articles of Incorporation eliminating par value of Sterling Common Stock. Filed as
Exhibit 3.2 to Sterling�s Current Report on Form 8-K dated August 30, 2010 and incorporated by reference herein.

    3.5 Articles of Amendment to Sterling�s Restated Articles of Incorporation designating Fixed Rate Cumulative Mandatorily Convertible
Preferred Stock, Series B. Filed as Exhibit 3.3 to Sterling�s Current Report on Form 8-K dated August 30, 2010 and incorporated by
reference herein.

    3.6 Articles of Amendment to Sterling�s Restated Articles of Incorporation designating Fixed Rate Cumulative Mandatorily Convertible
Preferred Stock, Series D. Filed as Exhibit 3.4 to Sterling�s Current Report on Form 8-K dated August 30, 2010 and incorporated by
reference herein.

    3.7 Articles of Amendment to Sterling�s Restated Articles of Incorporation increasing the authorized shares of common stock. Filed as
exhibit 3.7 to Sterling�s Amendment No. 1 to the Registration Statement on Form S-1 dated November 3, 2010 and incorporated by
reference herein.

    3.8 Articles of Amendment to Sterling�s Restated Articles of Incorporation reducing the authorized shares of common stock. Filed as
Exhibit 3.1 to Sterling�s Current Report on Form 8-K dated November 18, 2010 and incorporated by reference herein.

    3.9 Articles of Amendment to Sterling�s Restated Articles of Incorporation regarding certain transfer restrictions. Filed as Exhibit 3.9 to
Sterling�s Annual Report on Form 10-K for the year ended December 31, 2010 and incorporated by reference herein.

    3.10 Amended and Restated Bylaws of Sterling. Filed as Exhibit 3.1 to Sterling�s Registration Statement on Form 8-K dated April 25,
2011, and incorporated by referenced herein.

    4.1 Reference is made to Exhibits 3.1, 3.2, 3.3, 3.4, 3.5, 3.6, 3.7, 3.8, 3.9 and 3.10.

    4.2 Form of Common Stock Certificate. Filed as Exhibit 4.3 to Sterling�s Registration Statement on Form S-3 dated July 20, 2009 and
incorporated by reference herein.

    4.3 Shareholder Rights Plan, dated as of April 14, 2010, between Sterling Financial Corporation and American Stock Transfer & Trust
Company, LLC, as Rights Agent, which includes the Form of Articles of Amendment to the Restated Articles of Incorporation of
Sterling Financial Corporation (Series E Participating Cumulative Preferred Stock) as Exhibit A, the Summary of Terms of the
Rights Agreement as Exhibit B and the Form of Right Certificate as Exhibit C. Filed as Exhibit 4.1 to Sterling�s Current Report on
Form 8-K filed on April 15, 2010 and incorporated by reference herein.

    4.4 First Amendment to Shareholder Rights Plan, dated as of December 8, 2010, between Sterling Financial Corporation and American
Stock Transfer & Trust Company, LLC, as Rights Agent. Filed as Exhibit 4.1 to Sterling�s Current Report on Form 8-K filed on
December 10, 2010 and incorporated by reference herein.
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    4.5 Form of Warrant to Purchase Shares of Sterling Common Stock, dated August 26, 2010 and issued to Thomas H. Lee Equity
Fund VI, L.P., Thomas H. Lee Parallel Fund VI, L.P., Thomas H. Lee Parallel (DT) Fund VI, L.P. and THL Sterling Equity
Investors, L.P. Filed as Exhibit 4.7 to Sterling�s Registration Statement on Form S-1 dated September 24, 2010 and incorporated
by reference herein.

    4.6 Form of Warrant to Purchase Shares of Sterling Common Stock, dated August 26, 2010 and issued to Warburg Pincus Private
Equity X, L.P. Filed as Exhibit 4.8 to Sterling�s Registration Statement on Form S-1 dated September 24, 2010 and incorporated
by reference herein.

    4.7 Amended and Restated Warrant to purchase shares of Sterling Common Stock, dated August 26, 2010 and issued to the United
States Department of the Treasury. Filed as Exhibit 4.9 to Sterling�s Registration Statement on Form S-1 dated September 24,
2010 and incorporated by reference herein.

    4.8 Sterling has outstanding certain long-term debt. None of such debt exceeds ten percent of Sterling�s total assets; therefore, copies
of the constituent instruments defining the rights of the holders of such debt are not included as exhibits. Copies of instruments
with respect to such long-term debt will be furnished to the Securities and Exchange Commission upon request.

  31.1 Certification of Principal Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. Filed herewith.

  31.2 Certification of Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. Filed herewith.

  32.1 Certification of Principal Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002. Furnished herewith.

  32.2 Certification of Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002. Furnished herewith.

101.INS* XBRL Instance Document. Furnished herewith.

101.SCH* XBRL Taxonomy Extension Schema. Furnished herewith.

101.CAL* XBRL Taxonomy Extension Calculation Linkbase. Furnished herewith.

101.LAB* XBRL Taxonomy Extension Label Linkbase. Furnished herewith.

101.PRE* XBRL Taxonomy Extension Presentation Linkbase. Furnished herewith.

* Pursuant to Rule 406T of Regulation S-T, these interactive data files are furnished and not deemed filed or part of a registration statement or
prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, as amended, or Section 18 of the Securities Exchange Act of 1934,
as amended, and otherwise are not subject to liability under these sections.
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