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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark One)

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2011

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 000-24151

NORTHWEST BANCORPORATION, INC.
(Exact name of registrant as specified in its charter)

Washington 91-1574174
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

421 W. Riverside Avenue, Spokane, WA 99201-0403
(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code: (509) 456-8888

Securities registered pursuant to Section 12(b) of the Act:

Title of each class

None
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Name of each exchange on which registered

None

Securities registered pursuant to Section 12(g) of the Act:

Common Stock (No Par Value Per Share)

(Title of Class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.  Yes ¨  No x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Exchange Act.

Yes ¨  No x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x  No ¨

Indicate by a 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 (§ 229.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x  No ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this chapter) is not contained
herein, and will not be contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in
Part III of this annual report on Form 10-K or any amendment to this annual report on Form 10-K.  ¨

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

Large accelerated filer  ¨ Accelerated filer  ¨
Non-accelerated filer  ¨ Smaller reporting company  x

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ¨  No x

The aggregate market value of the common stock held by non-affiliates of the registrant computed by reference to the price at which the
common equity was last sold as of the last business day of the registrant�s most recently completed second fiscal quarter was $10,985,295.

The number of shares outstanding of the registrant�s common stock, as of February 15, 2012, was 3,084,548.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement for the registrant�s Annual Meeting of Shareholders to be held on May 14, 2012 (the �2012 Proxy Statement�) have
been incorporated by reference into Part III, Items 10, 11, 12, 13 and 14 of this annual report on Form 10-K.
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PART I

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

Item 1. Business.
General

Northwest Bancorporation, Inc. (the �Company�), a Washington corporation incorporated in 1991, is a bank holding company registered with and
supervised by the Board of Governors of the Federal Reserve System (the �Federal Reserve Board�). In 1993, the Company became the bank
holding company parent of Inland Northwest Bank (the �Bank�) by acquiring all the outstanding shares of common stock of the Bank in exchange
for an equal number of shares of common stock of the Company. Since commencing operations, the Company�s business has consisted primarily
of managing and supervising the Bank, and its principal source of income has been derived from the Bank. Although the Company�s
management continues to consider the possibility of other business opportunities, the Company currently has not established any independent
business activity apart from acting as the parent company of the Bank. The Company also owns one-hundred percent of the common stock of
Northwest Bancorporation Capital Trust I, a trust established in 2005 for the purpose of issuing trust preferred securities; proceeds received by
the trust from the issuance of the trust preferred securities were funded to the Company.

The Bank commenced operations in 1989 as a Washington state-chartered commercial bank and is regulated by the Federal Deposit Insurance
Corporation (the �FDIC�) and the Washington State Department of Financial Institutions (the �DFI�). The Bank is a full service commercial bank
providing a wide range of services to individuals and small to medium-sized businesses in eastern Washington and northern Idaho. The Bank
operates seven branch offices in Washington and four branches in Idaho. In November 2011, the Bank formed a wholly-owned subsidiary,
Northwest Property LLC, for the sole purpose of holding real estate acquired through foreclosure.

The Company and the Bank are managed as a single entity and not by departments or lines of business. Based on management�s analysis, no
department or line of business meets the criteria established in Financial Accounting Standards Board Accounting Standards Codification
(�FASB ASC�) 280, Segments Reporting, for reporting of selected information about operating segments.

The primary asset of the Company is its investment in the common stock of the Bank. The Bank�s operating results, financial position, and ability
to provide dividends to the Company will directly and materially affect the operating results, financial position and liquidity of the Company.
The Bank derives its income principally from interest charged on loans and, to a lesser extent, interest earned on investments and fees received
in connection with the origination of loans and for other services. The Bank�s principal expenses are interest expense on deposits and borrowings,
operating expenses, and the provision for loan losses. Funds for activities of the Bank are provided principally by operating revenues, deposit
growth and repayment of outstanding loans and investments. Specific information concerning the effect of these items upon the Bank�s operating
results for the fiscal years 2011 and 2010 is set forth in Part II, Item 7 of this annual report on Form 10-K. At such time as the Company decides
to engage in any other business activities, the success or failure of any new business activities and the associated costs and expenses would be
additional factors affecting the operating results, financial position and liquidity of the Company.
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Products and Services

The Bank promotes relationship-based products and services to meet the banking needs of its primary market area. The Bank strives to occupy a
niche market wherein it specializes in the personalized delivery of depository, cash management, and lending services to individuals,
professionals and small to medium-sized businesses.

A full range of deposit products is offered including noninterest bearing demand deposits, money market demand accounts, negotiable order of
withdrawal (�NOW�) accounts, savings accounts, and time deposits. The flow of deposits is influenced significantly by general economic
conditions, changes in prevailing interest rates, pricing of deposits and competition. Our deposits are primarily obtained from areas surrounding
our banking offices. We rely on marketing, new products, service and long-standing relationships with customers to attract and retain these
deposits. Occasionally, the Bank solicits time deposits through brokers. Broker deposits are placed by brokers acting as an administrator,
custodian, agent or trustee for funds placed at financial institutions on behalf of a third-party. Deposits of the Bank are insured by the Deposit
Insurance Fund administered by the FDIC up to the maximum amount allowed by law.

Other services offered to the Bank�s depositors include: cash management services, wire transfers, ACH origination, merchant bankcard services,
electronic bill payment, Internet banking, commercial remote deposit capture, ATM and debit cards, safe deposit boxes, and overdraft
protection.

The Bank also engages in a full complement of commercial and consumer lending activities in its market area, with the main focus on
commercial lending. The Bank primarily originates commercial real estate secured loans, which include loans secured by nonresidential real
property. To a lesser extent, the Bank originates commercial loans not secured by real estate, construction and land development loans, one- to
four-family and multifamily residential real estate loans, and other consumer loans. Commercial loans consist of business loans and lines of
credit on a secured and unsecured basis. Consumer loans consist of loans for a consumer purpose that are secured by collateral other than real
estate, such as automobiles, recreational vehicles and boats, however such loans may also be made on an unsecured basis. The Bank also
originates first mortgage residential loans, a majority of which are sold to the secondary mortgage market.

Market Area and Competition

The Bank�s primary market area is Spokane County, Washington, and Kootenai County, Idaho. Based on population estimates by the U.S.
Census Bureau from data collected in the 2010 Census, the population of Spokane County is 471,221 and the population of Kootenai County is
138,494.

The Bank encounters vigorous competition in its primary market area for the attraction of retail deposits and the origination of loans. Our most
direct competition for depositors has historically come from locally owned and out-of-state commercial banks, thrift institutions and credit
unions operating in our primary market area. Our competition for loans also comes from banks, thrifts and credit unions in addition to mortgage
bankers and brokers. With liberalization of interstate banking limitations and other financial institution regulations, increased competition and
consolidation in the overall financial services industry, it is anticipated that competition will continue to increase in the future.

Regulation and Supervision

General.    Bank holding companies and banks are extensively regulated under both federal and state law. The following information describes
certain aspects of regulations applicable to the Company and the Bank, but does not purport to be complete and is qualified in its entirety by
reference to the particular provisions of these regulations. In addition, federal and state regulations are subject to future changes that may have
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significant impact on the way in which bank holding companies and their subsidiaries (including banks) may conduct business. The likelihood
and potential effects of such changes cannot be predicted. Legislation enacted in recent years has substantially increased the level of competition
among commercial banks, savings banks, thrift institutions and non-banking companies, including insurance companies, securities brokerage
firms, mutual funds, investment banks and major retailers. Recent legislation also has broadened the regulatory powers of the federal banking
agencies in a number of areas.

The Company.    As a bank holding company, the Company is subject to various regulations, including the following, some of which may have
a material impact upon the Company�s future financial performance.

Bank Holding Company Act.    The Company is subject to the Bank Holding Company Act of 1956, as amended (the �BHC Act�), and related
federal statutes, and is subject to supervision, regulation and inspection by the Board of Governors of the Federal Reserve System and the
Federal Reserve Bank of San Francisco (collectively, the �Federal Reserve�). The Company is required to file with the Federal Reserve an annual
report and any additional information that the Federal Reserve may require pursuant to the BHC Act. The Federal Reserve possesses cease and
desist powers over bank holding companies and their non-bank subsidiaries if their actions represent unsafe or unsound practices.

Bank Acquisitions.    With some limited exceptions, the BHC Act requires a bank holding company to obtain prior approval from the Federal
Reserve if the Company proposes to: (1) acquire all or substantially all of the assets of any bank, (2) acquire direct or indirect ownership or
control of more than 5% of the voting shares of any bank, or (3) merge or consolidate with any other bank holding company. The BHC Act
currently permits bank holding companies from any state to acquire banks and bank holding companies located in any other state, subject to
certain conditions, including certain nationwide and state-imposed concentration limits. The establishment of new interstate branches also will
be possible in those states with laws that expressly permit it. Interstate branches will be subject to certain laws of the states in which they are
located. Competition may increase further as banks branch across state lines and enter new markets.

Non-Bank Acquisitions.    The BHC Act also prohibits a bank holding company, with certain exceptions, from acquiring or retaining direct or
indirect ownership or control of more than 5% of the voting shares of any company that is not a bank or bank holding company, and from
engaging in any activities other than those of banking, managing or controlling banks, or activities which the Federal Reserve has determined to
be so closely related to the business of banking or managing or controlling banks as to be a proper incident thereto.

Change in Bank Control Act.    The acquisition of 10% or more of the Company�s outstanding shares by any person or group of persons may, in
certain circumstances, be subject to the provisions of the Change in Bank Control Act of 1978, as amended, and the acquisition of control of the
Company by another company would be subject to regulatory approval under the BHC Act.

Source of Strength Policy.    Under Federal Reserve policy, a bank holding company is expected to act as a source of financial strength to each
of its subsidiary banks and to commit resources to support each such bank. Consistent with its �source of strength� policy for subsidiary banks, the
Federal Reserve has stated that, as a matter of prudent banking, a bank holding company generally should not maintain a rate of cash dividends
unless its net income available to common shareholders has been sufficient to fully fund the dividends, and the prospective rate of earnings
retention appears to be consistent with the corporation�s capital needs, asset quality and overall financial condition.

Sarbanes-Oxley Act.    The Sarbanes-Oxley Act of 2002 requires the Company to comply with the internal controls and procedures for reporting
companies established by Section 404.
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Gramm-Leach-Bliley Act.    The Gramm-Leach-Bliley Financial Modernization Act (the �GLB�) authorizes a bank holding company to apply to
the Federal Reserve to become a financial holding company, and thereby engage (directly or through a subsidiary) in certain activities deemed
financial in nature, such as securities brokerage, insurance underwriting, and merchant banking. The Company has not made this application and
is not currently engaged in such activities.

Legislative Initiatives to Address Financial and Economic Crisis.    In response to unprecedented market turmoil and the financial crises
affecting the overall banking system and financial markets in the United States, the Emergency Economic Stabilization Act of 2008 (�EESA�) was
enacted in October 2008. On February 17, 2009, the American Recovery and Reinvestment Act of 2009 (�ARRA�) was enacted, which among
other things augmented certain provisions of EESA. EESA authorized the United States Department of Treasury (the �Treasury�) to establish the
Troubled Asset Relief Program (�TARP�) to purchase �troubled assets� held by financial institutions.

In October 2008, the Treasury announced terms of the TARP Capital Purchase Program (the �Capital Purchase Program�), through which the
Treasury has made capital investments in banking institutions by purchasing senior preferred shares. The purpose of this program is to restore
confidence and stability to the financial markets and to encourage the flow of credit within the financial system. Only institutions determined to
be eligible for the Capital Purchase Program by the Treasury and the financial institution�s primary federal regulator were allowed to participate.

The Company elected to participate in the Capital Purchase Program and received $10.5 million through the issuance and sale of 10,500 shares
of Series A preferred stock and 525 shares of Series B preferred stock to the Treasury. Terms of the Capital Purchase Program include:
(1) dividends on the Series A preferred stock of 5% per year for the first five years, resetting to 9% per year after five years, and dividends on
the Series B preferred stock of 9% per year; (2) common stock dividends cannot be increased for three years while the Treasury is an investor
unless preferred stock is redeemed or consent from the Treasury is received; (3) after three years, the preferred shares may be redeemed by the
Company at their issue price, plus all accrued and unpaid dividends, and, subject to approval by the Company�s banking regulators, the preferred
shares may also be redeemed at any time if the Company chooses to replace them with newly raised equity capital; (4) dividends on the Series A
and Series B preferred stock must be paid before other dividends can be paid; and, (5) compliance with executive compensation standards and
restrictions established by the Treasury and the ARRA. Additional disclosure regarding the details of this transaction, the agreements and other
documents related to the transaction have been filed with the Securities and Exchange Commission (the �SEC�) and can be found on the SEC�s
website at www.sec.gov. Additional details regarding the Capital Purchase Program can be found on the Treasury�s website at
www.treas.gov/initiatives/financial-stability.

Securities and Exchange Commission.    The Company is under the jurisdiction of the SEC and certain state securities commissions for matters
relating to the offering and sale of our securities. The Company is subject to the disclosure and regulatory requirements of the Securities Act of
1933, as amended, and the Securities Exchange Act of 1934, as amended, as administered by the SEC.

The Bank.    As a Washington state-chartered commercial bank, with deposits insured by the Deposit Insurance Fund of the FDIC, the Bank is
subject to various regulations, including the following:

Bank Regulation.    The Bank is subject to supervision, regulation and examination by the Divisions of Banking of the States of Washington and
Idaho and by the FDIC. The Bank is subject to various requirements and restrictions under federal and state law, including (1) requirements to
maintain reserves against deposits, (2) restrictions on the types, amount and terms and conditions of loans that may be granted, (3) limitations on
the types of investments that may be made, the activities that may be engaged in, and the
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types of services that may be offered, and (4) standards relating to asset quality, earnings, and employee compensation.

The approval of a Bank�s primary regulator is required prior to any merger or consolidation or the establishment or relocation of any office.
Various consumer laws and regulations also affect the operations of the Bank.

Affiliate Transactions.    The Bank is subject to federal laws that limit the transactions by subsidiary banks with or on behalf of their parent
company and with or on behalf of any non-bank subsidiaries. Such transactions by a subsidiary bank to its parent company or to any non-bank
subsidiary are limited to 10% of a bank subsidiary�s capital and surplus and, with respect to such parent company and all such non-bank
subsidiaries, to an aggregate of 20% of such bank subsidiary�s capital and surplus. Further, loans and extensions of credit generally are required
to be secured by eligible collateral in specified amounts. Federal law also prohibits banks from purchasing �low quality� assets from affiliates.

Deposit Insurance.    The deposits of the Bank are insured up to prescribed limits for each depositor by the FDIC�s Deposit Insurance Fund (�DIF�)
and are subject to deposit insurance assessments to maintain the DIF. Under the Dodd-Frank Wall Street Reform and Consumer Protection Act
(the �Dodd-Frank Act�), the maximum deposit insurance amount has been permanently increased from $100,000 to $250,000 per depositor and
temporary unlimited deposit insurance coverage on noninterest bearing transaction accounts was extended from December 31, 2010 through
December 31, 2012. This temporary unlimited coverage is in addition to, and separate from, the coverage of at least $250,000 available to
depositors under the FDIC�s general deposit insurance rules.

The DIF is funded by risk-based insurance premium assessments on insured depository institutions. Assessments are based upon several factors,
including the level of regulatory capital and the results of regulatory examinations. The FDIC may adjust assessments if the insured institution�s
risk profile changes or if the size of the DIF declines in relation to the total amount of insured deposits. Since 2008, there have been higher levels
of bank failures which has dramatically increased resolution costs of the FDIC and depleted the DIF. In order to maintain a strong funding
position and restore reserve ratios of the DIF, the FDIC has increased assessment rates of insured institutions and may continue to do so in the
future. In 2009, the FDIC instituted an additional special assessment totaling $180 thousand for the Bank. Also in 2009, the FDIC required
institutions to prepay their assessments for 13 quarters, beginning with the fourth quarter of 2009 through the fourth quarter of 2012. The Bank
paid $2.8 million for this prepaid assessment, which will be applied toward actual quarterly assessments until exhausted; any funds remaining
after June 30, 2013 will be returned to the Bank.

The Dodd-Frank Act requires the FDIC to take future steps to increase the reserve ratio of the DIF from 1.15% to 1.35% of insured deposits by
September 30, 2020. In setting the assessments, the FDIC is required to offset the effect of the higher reserve ratio against insured depository
institutions with total consolidated assets of less than $10 billion. The Dodd-Frank Act also broadens the base for FDIC insurance assessments
so that assessments will be based on the average consolidated total assets less average tangible equity capital of the financial institution, whereas
assessments were previously based on an institution�s insured deposits.

In addition to the FDIC assessments, all FDIC-insured depository institutions must pay a quarterly assessment to the FDIC to fund interest
payments on bonds issued by the Financing Corporation (�FICO�), an agency of the Federal government established to recapitalize the Federal
Savings and Loan Insurance Corporation. These assessments will continue until the FICO bonds mature in 2017 through 2019.

We are generally unable to control the amount of premiums that we are required to pay for FDIC insurance. If there are additional financial
institution failures or if the FDIC otherwise determines, we may be required
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to pay even higher FDIC premiums than the recently increased levels. Any future increases in FDIC insurance premiums may have a material
and adverse effect on our earnings.

In October 2008, the FDIC announced the Temporary Liquidity Guarantee Program (the �TLGP�) to strengthen confidence and encourage
liquidity in the banking system. The TLGP consists of two components: a temporary guarantee of newly issued senior unsecured debt (the �Debt
Guarantee Program�) and a temporary unlimited guarantee of funds in noninterest bearing transaction accounts at FDIC-insured institutions (the
�Transaction Account Guarantee Program� or �TAGP�). The Company elected to participate in the TAGP, which is set to expire on December 31,
2012.

Capital Requirements.    The FDIC has adopted risk-based capital guidelines to which the Bank is subject. The guidelines establish a systematic
analytical framework that makes regulatory capital requirements more sensitive to differences in risk profiles among banking organizations. The
Bank is required to maintain certain levels of regulatory capital in relation to regulatory risk-weighted assets. The ratio of such regulatory capital
to regulatory risk-weighted assets is referred to as the �risk-based capital ratio.� Risk-based capital ratios are determined by allocating assets and
specified off-balance sheet items to four risk-weighted categories ranging from 0% to 100%, with the higher levels of capital being required for
the categories perceived as representing greater risk.

These guidelines divide a bank�s capital into two tiers. The first tier (�Tier 1�) primarily includes common shareholders� equity, retained earnings,
and qualifying preferred stock, less goodwill and other disallowed intangibles. Supplementary (�Tier 2�) capital includes, among other items,
partial recognition of increases in the market value of qualifying equity securities, certain cumulative and limited-life preferred stock, qualifying
subordinated debt and the allowance for loan losses, subject to certain limitations, less required deductions as prescribed by regulation. Banks
are required to maintain a total risk-based capital ratio of at least 8% and a Tier 1 risk-based capital ratio of at least 4%.

In addition, the FDIC has established regulations prescribing a minimum Tier 1 leverage ratio (Tier 1 capital to adjusted average assets as
specified in the regulations). These regulations provide for a minimum Tier 1 leverage ratio of 3% for banks that meet certain specified criteria,
including that such banks have the highest examination rating, the bank is not anticipating or experiencing significant growth and has
well-diversified risk, including no undue interest rate risk exposure, excellent asset quality, high liquidity, good earnings, and in general, a strong
banking organization, and receiving the highest rating under the Uniform Financial Institutions Rating System established by the Federal
Financial Institutions Examination Council. For all but the most highly rated institutions meeting the conditions set forth above, the minimum
leverage capital ratio is 4%. The FDIC may, however, set higher capital requirements when particular circumstances warrant.

In December 2010, the Basel Committee on Banking Supervision (the �Basel Committee�) published new capital standards commonly referred to
as �Basel III.� The standards will, when implemented, among other things, impose more restrictive eligibility requirements for Tier 1 and Tier 2
capital; increase the minimum Tier 1 common equity ratio to 4.5%, net of regulatory deductions, and introduce a capital conservation buffer of
an additional 2.5% of common equity to risk-weighted assets, raising the target minimum common equity ratio to 7%; increase the minimum
Tier 1 capital ratio to 8.5% inclusive of the capital conservation buffer; increase the minimum total capital ratio to 10.5% inclusive of the capital
buffer; and introduce a countercyclical capital buffer of up to 2.5% of common equity or other fully loss absorbing capital for periods of excess
credit growth. Basel III also introduces a non-risk adjusted Tier 1 leverage ratio of 3%, based on a measure of total exposure rather than total
assets, and new liquidity standards. U.S. banking regulators have not yet released proposed rules to implement the Basel III requirements, and it
is uncertain at this time whether the proposed rules, when released, will apply Basel III�s requirements to the Bank.
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Under federal banking laws, failure to meet the minimum regulatory capital requirements could subject a bank to a variety of enforcement
remedies available to federal bank regulatory agencies, including the termination of deposit insurance by the FDIC and seizure of the institution.

Prompt Corrective Action.    Federal banking agencies possess broad powers to take corrective action as deemed appropriate for an insured
depository institution and its holding company. The extent of these powers depends on whether the institution in question is considered �well
capitalized,� �adequately capitalized,� �undercapitalized,� �significantly undercapitalized� or �critically undercapitalized.� The required Tier 1 capital to
average assets ratio, Tier I capital to risk-weighted assets ratio and total capital to risk-weighted assets ratio for classification as �adequately
capitalized� are 4.0%, 4.0% and 8.0%, respectively. The required Tier 1 capital to average assets ratio, Tier l capital to risk-weighted assets ratio
and total capital to risk-weighted assets ratio for classification as �well capitalized� are 5.0%, 6.0% and 10.0%, respectively. As of December 31,
2011, the Bank exceeded the required Tier 1 capital to average assets ratio, Tier 1 capital to risk-weighted assets ratio and total capital to
risk-weighted assets ratio for classification as �well capitalized,� with ratios of 10.2%, 12.2% and 13.4%, respectively.

Reserve Requirements.    The Federal Reserve Board of Governors requires all depository institutions to maintain reserves against their net
transaction deposit accounts. Within limits specified by law, the Board of Governors has sole authority over changes in reserve requirements. As
of December 31, 2011, the Bank is required to maintain reserves of 3% against net transaction accounts greater than $11.5 million and up to
$71.0 million, and reserves of 10% must be maintained against net transaction accounts in excess of $71.0 million.

Environmental Regulations.    Our business is affected from time to time by federal and state laws and regulations relating to hazardous
substances. Under the federal Comprehensive Environmental Response, Compensation and Liability Act (�CERCLA�), owners and operators of
properties containing hazardous substances may be liable for the costs of cleaning up the substances. CERCLA and similar state laws can affect
us both as an owner of branches and other properties used in our business and as a lender holding a security interest in property found to contain
hazardous substances. While CERCLA contains an exemption for holders of security interests, the exemption is not available if the holder
participates in the management of a property, and some courts have broadly defined what constitutes participation in management of property.
Moreover, CERCLA and similar state statutes can affect our decision as to whether or not to foreclose on a property. When appropriate, before
foreclosing on commercial real estate, our general policy is to obtain an environmental report, thereby increasing the costs of foreclosure. In
addition, the existence of hazardous substances on a property securing a troubled loan may cause us to elect not to foreclose on the property,
thereby reducing our flexibility in handling the loan.

Gramm-Leach-Bliley Act.    In addition to other consumer privacy provisions, the GLB Act restricts the use by financial institutions of customers�
nonpublic personal information. At the inception of the customer relationship and annually thereafter, the Bank is required to provide its
customers with information regarding its policies and procedures with respect to handling of customers� nonpublic personal information. The
GLB Act generally prohibits a financial institution from providing a customer�s nonpublic personal information to unaffiliated third parties
without prior notice and approval by the customer.

U.S.A. Patriot Act.    The U.S.A. Patriot Act (�the Patriot Act�) facilitates the sharing of information among government entities and financial
institutions to combat terrorism and money laundering. The Patriot Act imposes an obligation on financial institutions to establish and maintain
anti-money laundering policies and procedures, including a customer identification program.
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The Company and the Bank.    As a bank holding company and state-chartered bank, the Company and the Bank are also subject to the
following further regulation:

Dodd-Frank Act.    On July 21, 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act was signed into law. The Dodd-Frank
Act is intended to effect a fundamental restructuring of federal banking regulation. Although the statute will have a greater impact on larger
institutions than community institutions such as the Company, many of its provisions will apply to us. Among other things, the Dodd-Frank Act:

� centralizes responsibility for consumer financial protection by creating a new agency, the Consumer Financial Protection
Bureau, responsible for implementing, examining and enforcing compliance with federal consumer financial laws;

� changes the capital requirements for bank holding companies and would require less favorable capital treatment for future
issuances of trust preferred securities (although our existing trust preferred securities are grandfathered and therefore not subject
to the new rules);

� permanently increases the maximum deposit insurance amount to $250,000 per depositor and extends unlimited deposit
insurance to noninterest bearing transaction accounts through December 31, 2012;

� broadens the FDIC insurance assessment base to be calculated on the average consolidated total assets less tangible equity
capital of a financial institution and increased the reserve ratio for the Deposit Insurance Fund from 1.15% to 1.35% of insured
deposits by 2020;

� repeals the federal statutory prohibition on the payment of interest on demand deposits, thereby permitting financial institutions
to pay interest on business and other accounts;

� raises prudential standards by requiring, for instance, annual internal stress testing and establishment of independent risk
committees for banks with $10 billion or more in assets;

� grants the FDIC back-up supervisory authority with respect to depository institution holding companies that engage in conduct
that poses a foreseeable and material risk to the Deposit Insurance Fund, and heightens the Federal Reserve�s authority to
examine, prescribe regulations and take action with respect to all subsidiaries of a bank holding company;

� prohibits insured state-chartered banks from engaging in derivatives transactions unless the chartering state�s lending limit laws
take into consideration credit exposure to derivative transactions;

� specifies that a bank holding company may acquire control of an out of state bank only if it is �well capitalized� and well managed,
and does not allow interstate merger transactions unless the resulting and would be �well capitalized� and well managed after the
transaction;

� subjects financial institutions to data and information gathering by a newly created Office of Financial Research;

�
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requires retention of 5% of the credit risk in assets transferred, sold or conveyed through issuances of asset-backed securities,
with the risk-retention obligation spread between securitizers and originators;

� imposes limits on debit card interchange fees that may be charged by card issuers with $10 billion or more in assets and contains
provisions on mortgage-related matters such as steering incentives, determinations as to a borrowers� ability to repay and
prepayment penalties; and

� mandates and allows certain changes regarding corporate governance and executive compensation such as shareholder proxy
access for publicly-traded banks� director nominations, clawback of incentive-based compensation from executive officers and
increased disclosure on compensation arrangements.
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Some aspects of the Dodd-Frank Act are effective immediately, though most will be phased in gradually. In addition, the statute in many
instances calls for future rulemaking to implement its provisions, so the precise contours of the law and its effects on the Company cannot yet be
fully understood. The provisions of the Dodd-Frank Act and the subsequent exercise by regulators of their revised and expanded powers
thereunder could materially impact the profitability of our business, the value of assets we hold or the collateral available for our loans, require
changes to business practices or force us to discontinue businesses and expose us to additional costs, taxes, liabilities, enforcement actions and
reputational risk. Legislators and regulators are also considering a wide range of proposals beyond the Dodd-Frank Act that, if enacted, could
result in major changes to the way banking operations are regulated.

Incentive Compensation.    In June 2010, the FDIC issued comprehensive final guidance on incentive compensation policies intended to ensure
that the incentive compensation practices of banking organizations do not undermine the safety and soundness of such organizations by
encouraging excessive risk-taking. The guidance, which covers all employees that have the ability to materially affect the risk profile of an
organization, either individually or as part of a group, is based upon the key principles that a banking organization�s incentive compensation
arrangements should (1) provide incentives that do not encourage risk-taking beyond the organization�s ability to effectively identify and manage
risks, (2) be compatible with effective internal controls and risk management, and (3) be supported by strong corporate governance, including
active and effective oversight by the organization�s board of directors. As part of its regular, risk-focused examination process, the FDIC will
review incentive compensation arrangements of banking organizations, such as the Company, that are not large, complex banking organizations.
The FDIC�s findings will be incorporated into the organization�s supervisory ratings, which can affect an organization�s ability to make
acquisitions and take other actions. Enforcement actions may be taken against a banking organization if its incentive compensation
arrangements, or related risk-management control or governance processes, pose a risk to the organization�s safety and soundness and the
organization is not taking prompt and effective measures to correct the deficiencies.

Restrictions on Dividends and Other Capital Distributions.    Federal and state banking regulations place restrictions on dividends paid by the
Bank and by the Company. In April 2010, the Bank agreed with the FDIC and the DFI, its primary regulators, that the Bank would obtain
written approval from the FDIC prior to paying dividends or any other form of payment or distribution representing a reduction of Bank capital.
In April 2010, the Company also agreed with the Federal Reserve Bank, the Company�s primary regulator, that the Company would obtain
written approval from the Federal Reserve Bank prior to the Company: (a) declaring or paying dividends, (b) making payments on trust
preferred securities, or (c) making any other capital distributions.

Under terms of the Capital Purchase Program, for so long as any preferred stock issued by the Company under the Capital Purchase Program
remains outstanding, the Company is prohibited from increasing dividends on its common stock for three years while the Treasury is an investor
unless preferred stock is redeemed or consent from the Treasury is received. The terms of our preferred stock and junior subordinated debentures
also limit our ability to pay dividends on our common stock. If we are not current in our payment of dividends on our preferred stock or in our
payment of interest on our junior subordinated debentures, we may not pay dividends on our common stock.

Consumer Protection Regulations.    Retail activities of banks are subject to a variety of statutes and regulations designed to protect consumers.
The Dodd-Frank Act established the Consumer Financial Protection Bureau (the �CFPB�) that, together with the statute�s changes to consumer
protection laws such as limits on debit card interchange fees and provisions on mortgage-related matters, will likely increase the compliance
costs of consumer banking operations. Interest and other charges collected or contracted for by banks are subject to state usury laws and federal
laws concerning interest rates. In January 2012, a director

9

Edgar Filing: NORTHWEST BANCORPORATION INC - Form 10-K

Table of Contents 13



Table of Contents

was appointed to lead the CFPB and the CFPB began exercising its full range of powers. The CFPB has exclusive authority to require reports
and conduct examinations, for purposes of ensuring compliance with federal consumer financial laws and related matters, of insured depository
institutions with more than $10 billion of assets. For insured depository institutions with assets of $10 billion or less, the CFPB can require
reports and conduct examinations on a sample basis.

Community Reinvestment Act.    Bank holding companies and their subsidiary banks are also subject to the provisions of the Community
Reinvestment Act of 1977, as amended (the �CRA�). Under the terms of the CRA, a bank�s record in meeting the credit needs of the community
served by the bank, including low-income and moderate-income neighborhoods, is assessed by the bank�s primary federal regulator. When a
bank holding company applies for approval to acquire a bank or other bank holding company, the Federal Reserve will review the assessment of
each subsidiary bank of the applicant bank holding company, and such records may be the basis for denying the application. As of December 31,
2011, the Bank was rated �Satisfactory� with respect to compliance with the CRA.

Other Regulations.    The policies of regulatory authorities, including the Federal Reserve and the FDIC, have had a significant effect on the
operating results of financial institutions in the past and are expected to do so in the future. An important function of the Federal Reserve is to
regulate aggregate national credit and money supply through such means as open market dealings in securities, establishment of the discount rate
on bank borrowings and changes in reserve requirements against bank deposits. Policies of these agencies may be influenced by many factors,
including inflation, unemployment, short-term and long-term changes in the international trade balance and fiscal policies of the United States
government. Supervision, regulation or examination of the Company by these regulatory agencies is not intended for the protection of the
Company�s shareholders.

Employees

The Bank employed 125 employees, representing 114 full-time equivalent positions as of December 31, 2011. The Company, separate from the
Bank, does not have any compensated employees; however, the Company reimburses the Bank for time that Bank employees spend on
Company business. In 2011, the Company reimbursed the Bank $87,084 for work performed by Bank employees. None of the Bank�s employees
are represented by a union or covered under a collective bargaining agreement. Management of the Bank considers their employee relations to
be excellent.

Forward-Looking Statements

From time to time, the Company 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 the Company�s plans, objectives, expectations,
strategies and intentions and other statements contained in this report that are not historical facts and pertain to the Company�s future operating
results and capital position. 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. Management may 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 the Company�s allowance for loan losses and provision for loan losses, the Company�s real estate portfolio and subsequent
charge-offs. Such statements may be contained in this report and in other documents that the Company files with the SEC. Such statements may
also be made by the Company and its senior managers in oral or written presentations to analysts, investors, the media and others.
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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 the Company�s
control. These include but are not limited to:

� the inflation, interest rate levels and market and monetary fluctuations;

� trade, monetary and fiscal policies and laws, including interest rate policies of the federal government;

� applicable laws and regulations and legislative or regulatory changes;

� the timely development and acceptance of new products and services of the Company;

� the willingness of customers to substitute competitors� products and services for the Company�s products and services;

� the financial condition of the Company�s borrowers and lenders;

� the Company�s success in gaining regulatory approvals, when required;

� technological and management changes;

� growth and acquisition strategies;

� the Company�s critical accounting policies and the implementation of such policies;

� lower-than-expected revenue or cost savings or other issues in connection with mergers and acquisitions;

� changes in consumer spending and saving habits;

� the strength of the United States economy in general and the strength of the local economies in which the Company conducts its
operations; and

� the Company�s success at managing the risks involved in the foregoing.
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 the headings �Risk Factors� and �Management�s Discussion and Analysis of Financial Condition and Results of Operations�
below, as updated periodically in the Company�s filings with the SEC. Unless legally required, the Company disclaims any obligation to update
any forward-looking statements. You should consider any forward-looking statements in light of this explanation, and we caution you about
relying on forward-looking statements.
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The Company files reports with the SEC. The public may read and copy any materials the Company files with the SEC at the SEC�s Public
Reference Room at 100 F Street, NE, Washington, DC 20549. The public may obtain information on the operation of the Public Reference
Room by calling the SEC at 1-800-732-0330. The SEC maintains an Internet site that contains reports, proxy and information statements, and
other information regarding issuers that file electronically with the SEC. The SEC Internet site is www.sec.gov. The Company maintains a
corporate website at www.inb.com, and electronic copies of our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports
on Form 8-K, and any amendments to these reports can be found at http://investors.inb.com. We will also provide printed copies of our annual
report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and any amendments to these reports at no charge upon
written request. Requests should be made to Northwest Bancorporation, Inc., 421 W. Riverside Ave., Suite 113, Spokane, WA 99201, Attention:
Lisa Sanborn, Corporate Secretary.
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Item 1A. Risk Factors.
An investment in our common stock is subject to risks inherent to our business. The material risks and uncertainties that management believes
affect us are described below. Before making an investment decision, you should carefully consider the risks and uncertainties described below
together with all of the other information included or incorporated by reference in this report. The risks and uncertainties described below are not
the only ones we face. Additional risks and uncertainties that management is not aware of or focused on or that management currently deems
immaterial may also impair our business operations. This report is qualified in its entirety by these risk factors.

If any of the following risks or uncertainties actually occur, our financial condition, results of operations or cash flows could be materially and
adversely affected. If this were to happen, the value of our common stock could decline significantly, and you could lose all or part of your
investment.

We incurred significant losses over the last three quarters, and may continue do so in the future, and we are unable to estimate when we will
be profitable.

Cumulatively, since the second quarter of 2011, we have incurred a net loss available to common shareholders of $1.3 million, or a loss of $0.60
per common share, primarily due to increased provision for loan losses. In light of the current economic environment, significant additional
provisions for loan losses may be necessary to supplement the allowance for loan losses in the future. As a result, we may incur significant loan
costs throughout 2012, which would continue to have an adverse impact on our financial condition and results of operations and the value of our
common stock. Additional loan losses or impairment charges could cause us to incur a net loss in the future and could adversely affect the price
of, and market for, our common stock.

Our business has been adversely affected by conditions in the local economies where we operate as well as by the national economy and
financial markets.

Our success significantly depends upon the growth in population, income levels, deposits and housing starts in our primary and secondary
markets as well as economic and political conditions at the local and national level. If the communities in which we operate do not grow or if
prevailing economic conditions locally or nationally continue to be unfavorable, our business may not succeed. We are currently experiencing
adverse economic conditions in some of our market areas, which affect the ability of our customers to repay their loans to us and generally
negatively affect our financial condition and results of operations. We are less able than a larger institution to spread the risks of unfavorable
local economic conditions across a large number of diversified economies and are thus disproportionately impacted. Conditions such as
inflation, recession, unemployment, changes in interest rates, money supply and other factors beyond our control may adversely affect our asset
quality, deposit levels and loan demand and, therefore, our earnings.

Capital and credit markets have experienced unprecedented levels of volatility and disruption for more than two years. In some cases, the
markets have produced downward pressure on stock prices and credit availability for certain issuers without regard to those issuers� underlying
financial strength. In addition, the market value of the real estate securing our loans as collateral has been adversely affected by the weak
economy and unfavorable economic conditions in our market areas and could be further adversely affected in the future. As of December 31,
2011, approximately 78% of our loans receivable were secured by real estate. Any sustained period of increased payment delinquencies,
foreclosures or losses caused by the adverse market and economic conditions, including the downturn in the real estate market in Eastern
Washington and Northern Idaho, will adversely affect the value of our assets, our revenues, results of
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operations and financial condition. Currently, our market is experiencing such an economic downturn, and if market conditions continue to
worsen, they would likely have adverse effects on us and other financial institutions. In particular, we may face the following risks in connection
with these events:

� The processes we use to estimate inherent losses may no longer be reliable, because they rely on complex judgments, including
forecasts of economic conditions, which may no longer be capable of accurate estimation.

� Our ability to assess the creditworthiness of our customers may be impaired if the models and approaches we use to select,
manage, and underwrite our customers become less predictive of future charge-offs.

� The values of our real estate collateral supporting many construction, land acquisition, multifamily and commercial loans and
home mortgages have declined and may continue to decline.

� Our ability to borrow from other financial institutions or to engage in securitization funding transactions on favorable terms or at
all could be adversely affected by further disruptions in the capital markets or other events, including actions by rating agencies
and deteriorating investor expectations.

� We may be required to pay significantly higher FDIC premiums, because market developments have significantly depleted the
insurance fund of the FDIC and reduced the ratio of reserves to insured deposits.

� Competition in our industry for deposits and quality loans has increased significantly and could intensify as a result of the
increasing consolidation of financial services companies in connection with current market conditions.

� We expect to face increased regulation of our industry. Compliance with such regulation may increase our costs, limit our ability
to pursue business opportunities, and increase compliance challenges.

� Market developments may affect consumer confidence levels and may cause declines in credit use and adverse changes in
payment patterns, causing increases in delinquencies and default rates.

We remain subject to certain agreements entered into with our regulators and are uncertain when they will be lifted.

In April 2010, the Company executed a memorandum of understanding (�MOU�) with the Federal Reserve Bank of San Francisco (the �Reserve
Bank�). The MOU is an informal administrative agreement pursuant to which the Company has agreed to take various actions and comply with
certain requirements to facilitate improvement in its financial condition. In accordance with the MOU, the Company agreed, among other things,
to (a) utilize financial and managerial resources to function in a safe and sound manner; (b) obtain prior written approval from the Reserve Bank
before receiving dividends or any other form of payment or distribution from the Bank; (c) refrain from paying any dividends, payments on trust
preferred securities or make other capital distributions without prior regulatory approval; (d) refrain from incurring, increasing, renewing or
guaranteeing any existing debt, or issuing any trust preferred securities without prior regulatory approval; (e) refrain from purchasing, redeeming
or otherwise acquiring any of its stock without prior regulatory approval; (f) refrain from appointing any new director or senior executive officer
or changing the responsibilities of any senior officer without prior regulatory approval; (g) comply with restrictions on indemnification and
severance payments; (h) submit written progress reports detailing the Company�s compliance with the MOU within 30 days after the end of each
quarter.

In addition, during April 2010, the Bank executed an MOU with the FDIC and the DFI pursuant to which the Bank has agreed, among other
things, to (a) provide prior notice to, and receive prior approval from, the
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FDIC and the DFI prior to appointing any new director or senior executive officer or changing the responsibilities of any senior officer;
(b) eliminate or correct all violations of law and contraventions and take steps to ensure future compliance with all applicable laws and
regulations; (c) have and maintain its Tier 1 capital equal to or above 10% of the Bank�s adjusted total assets and maintain capital ratios above
�well capitalized� thresholds without causing a deduction from the Bank�s allowance for loan losses; (d) maintain a fully funded allowance for loan
losses; (e) refrain from paying dividends or otherwise reducing the Bank�s capital without prior regulatory approval; (f) refrain from engaging in
any transactions, without prior regulatory approval, that would materially change the balance sheet composition, including growth in total assets
of five percent or more or significant changes in funding sources; (g) formulate and implement a written three-year profit plan that includes
goals and strategies for improving and sustaining the earnings of the Bank; (h) eliminate by charge-off or collection, all assets classified as �Loss�;
(i) reduce the dollar amount of assets classified as �Substandard�; (j) develop a written plan to reduce the amount of loans for acquisitions,
development, construction and commercial real estate; (k) develop and implement a written policy to improve guidance and control over the
Bank�s lending management function; (l) revise and implement a written liquidity and funds management policy; and (m) submit written progress
reports detailing the Bank�s compliance with the MOU within 30 days after the end of each quarter.

The MOUs will remain in effect until modified or terminated by the Reserve Bank, the FDIC and the DFI. We cannot assure you whether or
when the MOUs will be lifted or terminated. Even if lifted or terminated, we may still be subject to other agreements with regulators that restrict
our activities. The requirements and restrictions of the MOUs are judicially enforceable and the failure of the Company or the Bank to comply
with such requirements and restrictions may subject the Company and the Bank to additional regulatory restrictions including: the imposition of
civil monetary penalties; the issuance of directives to increase capital or enter into a strategic transaction, whether by merger or otherwise, with a
third party; the appointment of a conservator or receiver for the Bank; the termination of insurance of deposits; the issuance of removal and
prohibition orders against institution-affiliated parties; and the enforcement of such actions through injunctions or restraining orders.

Liquidity risk could impair our ability to fund operations and jeopardize our financial condition.

Liquidity is essential to our business. An inability to raise funds through traditional deposits, brokered deposits, borrowings, the sale of securities
or loans and other sources could have a substantial negative effect on our liquidity. Our access to funding sources in amounts adequate to finance
our activities on terms which are acceptable to us could be impaired by factors that affect us specifically or the financial services industry or
economy in general. Factors that could detrimentally impact our access to liquidity sources include a decrease in the level of our business
activity as a result of a downturn in the markets in which our loans are concentrated or adverse regulatory action against us. Our ability to
borrow could also be impaired by factors that are not specific to us, such as a disruption in the financial markets or negative views and
expectations about the prospects for the financial services industry in light of the recent turmoil faced by banking organizations and the
continued deterioration in credit markets.

We rely on commercial and retail deposits, brokered deposits, advances from the Federal Home Loan Bank of Seattle (�FHLB�) and other
borrowings to fund our operations. Although we have historically been able to replace maturing deposits and advances if desired, we might not
be able to replace such funds in the future if, among other things, our results of operations or financial condition or the results of operations or
financial condition of the FHLB or market conditions were to change. In addition, if we fall below the FDIC�s thresholds to be considered �well
capitalized,� we will be unable to continue with uninterrupted access to brokered funds markets.

Although we consider these sources of funds adequate for our liquidity needs, we may be compelled or elect to seek additional sources of
financing in the future. Likewise, we may seek additional debt in the future to
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achieve our business objectives, in connection with future acquisitions or for other reasons. Additional borrowings, if sought, may not be
available to us or, if available, may not be on reasonable terms. Bank and holding company stock prices have been negatively affected by the
recent adverse economic trend, as has the ability of banks and holding companies to raise capital or borrow in the debt markets. If additional
financing sources are unavailable or not available on reasonable terms, our financial condition, results of operations and future prospects could
be materially adversely affected.

We actively monitor the depository institutions that hold our federal funds sold and due from banks cash balances. However, access to our cash
equivalents and federal funds sold may be impacted by adverse conditions in the financial markets. Our emphasis is primarily on safety of
principal, and we diversify our cash due from banks and federal funds sold among counterparties to minimize exposure to any one of these
entities. The financials of the counterparties are routinely reviewed as part of our asset/liability management process. Balances in our accounts
with financial institutions in the United States may exceed the FDIC insurance limits. While we monitor and adjust the balances in our accounts
as appropriate, these balances could be impacted if the financial institutions fail and could be subject to other adverse conditions in the financial
markets.

We are subject to credit risk.

There are inherent risks associated with our lending activities. These risks include, among other things, the impact of changes in interest rates
and changes in the economic conditions in the markets where we operate as well as those across the United States and abroad. Increases in
interest rates and/or weakening economic conditions could adversely impact the ability of borrowers to repay outstanding loans or the value of
the collateral securing these loans. We are also subject to various laws and regulations that affect our lending activities. Failure to comply with
applicable laws and regulations could subject us to regulatory enforcement action that could result in the assessment of significant civil money
penalties against us.

We seek to mitigate the risks inherent in our loan portfolio by adhering to specific underwriting practices. Although we believe that our
underwriting criteria are appropriate for the various kinds of loans we make, we may incur losses on loans that meet our underwriting criteria,
and these losses may exceed the amounts set aside as reserves in our allowance for loan losses. Due to recent economic conditions affecting the
real estate market, many lending institutions, including us, have experienced substantial declines in the performance of their loans, including
commercial real estate, construction, land development and land loans. The value of real estate collateral supporting many construction and land
development loans and commercial loans have declined and may continue to decline. Recent negative developments in the financial industry and
credit markets may continue to adversely impact our financial condition and results of operations.

If our allowance for loan losses is not sufficient to cover actual loan losses, our earnings could decrease.

Our success depends to a significant extent upon the quality of our assets, particularly loans. In originating loans, there is a substantial likelihood
that credit losses will be experienced. The risk of loss will vary with, among other things, general economic conditions, the
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