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PART | — Financial Information
Item 1 — Financial Statements

STERLING FINANCIAL CORPORATION
Consolidated Balance Sheets
(Unaudited)

ASSETS:
Cash and cash equivalents:
Interest bearing
Non-interest bearing

Total cash and cash equivalents

Restricted cash

Investment securities and mortgage-backed securities ("MBS"):
Availablefor sale
Held to maturity

Loans receivable, net

Loans held for sale ($84,395 at fair value as of September 30, 2008)

Accrued interest receivable

Real estate owned and other collateralized assets, net

Office properties and equi pment, net

Bank-owned life insurance ("BOLI1")

Goodwill

Other intangible assets

Mortgage servicing rights, net

Prepaid expenses and other assets, net

Total assets

LIABILITIES:
Deposits
Advances from Federal Home Loan Bank ("FHLB")
Securities sold subject to repurchase agreements and funds purchased
Other borrowings
Cashiers checksissued and payable
Borrowers' reserves for taxes and insurance
Accrued interest payable
Accrued expenses and other liabilities

Total liabilities

SHAREHOLDERS EQUITY:
Preferred stock, $1 par value; 10,000,000 shares authorized; no shares issued and outstanding
Common stock, $1 par value; 100,000,000 shares authorized; 52,131,757 and 51,456,461 shares issued and
outstanding
Additional paid-in capital
Accumulated other comprehensive loss:
Unrealized losses on investment securities and MBS available-for-sale, net of deferred income taxes of
$18,112 and $10,518
Retained earnings
Total shareholders' equity
Total liabilities and shareholders' equity

See notes to consolidated financial statements.

September 30,
2008

December 31,
2007

(Dollars in thousands)

$ 8 $ 10042
128,393 184,436
128,478 194,478
1,050 1,100
2,100,880 1,853,271
177,519 132,793
9,074,911 8,948,307
86,090 55,840
57,005 63,649
54,795 11,075
91,138 93,467
156,271 150,825
451,323 453,136
27,950 31,627
7,392 9,042
208,107 151,165

$ 12622909  $ 12,149,775

$ 8073303 $ 7,677,772

1,787,264 1,687,989
1,178,262 1,178,845
248,275 273,015
13,752 764
3,727 1,765
37,742 40,209
100,157 104,086
11,442,482 10,964,445
0 0

52,132 51,456
897,466 892,028
(30,879) (17,967)
261,708 259,813
1,180,427 1,185,330
$ 12622909  $ 12,149,775
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STERLING FINANCIAL CORPORATION
Consolidated Statements of Income

Interest income:
Loans
MBS
Investments and cash equivalents

Total interest income

Interest expense:
Deposits
Short-term borrowings
L ong-term borrowings

Total interest expense

Net interest income
Provision for credit losses

Net interest income after provision for credit losses

Non-interest income:
Fees and service charges
M ortgage banking operations
Loan servicing fees
Real estate owned and other collateralized assets operations
BOLI
Other

Total non-interest income
Non-interest expenses
Income before income taxes

Income tax (provision) benefit
Net income
Earnings per share — basic

Earnings per share — diluted

Weighted average shares outstanding — basic
Weighted average shares outstanding — diluted

See notes to consolidated financial statements.

(Unaudited)

Three Months Ended
September 30,

Nine Months Ended
September 30,

2008 2007 2008

2007

(Dollars in thousands, except per share data)

$ 147585 $ 179132 $ 461976 $ 504,720
25,219 18,882 75,304 58,706
3523 1,904 8,672 5,455
176,327 199,918 545,952 568,881
57,101 71,489 177,409 205,875
3,061 6,690 15,900 26,095
26,157 28,075 76,429 73,501
86,319 106,254 269,738 305,561
90,008 93,664 276,214 263,320
(36,950) (3,888) (105,080) (12,088)
53,058 89,776 171,134 251,232
15,327 14,966 45,490 40,852
6,434 7,314 20,859 25,979

737 366 1,286 1,459
102 223 (242) 85
1,362 1,553 4575 4817
(943) (215) (2,289) (759)
23,019 24,207 69,679 72,433
71,520 74,104 216,074 209,664
4557 39,879 24,739 114,001
411 (13,349) (5,190) (37,569)

$ 4998 $ 26530 $ 19549 $ 76432

$ 010 $ 052 $ 038 $ 155

$ 010 $ 051 $ 038 $ 154

51,821,446 51,279,114 51,678,981 49,257,951

52,006,215 51,660,186 51,892,900 49,768,308
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STERLING FINANCIAL CORPORATION
Consolidated Statements of Cash Flows
(Unaudited)

Cash flows from operating activities:
Net income
Adjustmentsto reconcile net income to net cash provided by operating activities:
Provision for credit losses
Accretion of deferred gain on sale of branches
Net gain on sales of loans, investment securitiesand MBS
Stock based compensation
Excess tax benefit from stock based compensation
Stock issuances relating to 401(k) match
Other gains and | osses
Increasein cash surrender value of BOLI
Depreciation and amortization
Changein:
Accrued interest receivable
Prepaid expenses and other assets
Cashiers checksissued and payable
Accrued interest payable
Accrued expenses and other liabilities
Proceeds from sales of |oans originated for sale
Loans originated for sale

Net cash provided by operating activities

Cash flows from investing activities:
Changein restricted cash
L oans funded and purchased
Loan principal received
Proceeds from sales of other loans
Purchase of investment securities
Proceeds from maturities of investment securities
Proceeds from sale of investments
Net cash and cash equivalents acquired
Purchase of BOLI
Purchase of MBS
Principal paymentson MBS
Purchase of office properties and equipment
Sales of office properties and equipment
Improvements and other changesto real estate owned
Proceeds from sales and liquidation of real estate owned

Net cash provided by (used in) investing activities

See notes to consolidated financial statements.

Nine Months Ended
September 30,

2008

2007

(Dollars in thousands)

$ 19549 $ 76432
105,080 12,088
(603) (536)
(14,883) (16,499)
1,901 1,013
(844) (1,419)
1,979 1,637
3,049 3,024
(5,091) (4,817)
18,620 18,184
6,644 (3,117)
(46,908) (10,027)
12,988 (16,867)
(2,467) (2,664)
(5,705) 7,094
868,126 988,255
(853,166) (975,871)
108,269 75,910
50 50
(3,048,586) (3,702,199)
2,733,861 3,122,955
(77) 112,651
(644,735) (79,941)
630,656 38,580
0 5,609

0 92,419

0 0
(524,265) (120,419)
219,442 183,899
(8,417) (10,806)
73 3,810

1,923 30
6,197 1,348
(633,878) (352,014)
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STERLING FINANCIAL CORPORATION
Consolidated Statements of Cash Flows

(Unaudited)
Nine Months Ended
September 30,
2008 2007
(Dollars in thousands)
Cash flows from financing activities:
Net change in transaction and savings deposits $ (293,667) $ 105,673
Proceeds from issuance of time deposits 3,904,739 3,010,268
Payments for maturing time deposits (3,388,151) (3,280,346)
Interest credited to deposits 172,610 190,115
Advancesfrom FHLB 780,245 1,517,744
Repayment of advances from FHLB (680,505) (1,630,642)
Net change in securities sold subject to repurchase agreements and funds purchased (583) 324,789
Proceeds from other borrowings 0 69,392
Repayment of other borrowings (24,000) (36,403)
Proceeds from exercise of stock options 1,390 3,546
Excess tax benefit from stock based compensation 844 1,419
Cash dividends paid to shareholders (15,275) (11,635)
Other 1,962 875
Net cash provided by (used in) financing activities 459,609 264,795
Net changein cash and cash equivalents (66,000) (11,309)
Cash and cash equivalents, beginning of period 194,478 178,565
Cash and cash equivalents, end of period $ 128,478 $ 167,256
Supplemental disclosures:
Cash paid during the period for:
Interest $ 272,205 $ 306,252
Income taxes 15,968 35,902
Noncash financing and investing activities:
Loans converted into real estate owned and other collateralized assets 51,840 753
Common stock issued upon business combination 0 8,927
Common stock cash dividends accrued 5,211 4611
Deferred gain on sale of branches 0 804

See notes to consolidated financial statements.
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Net income

Other comprehensive income:

STERLING FINANCIAL CORPORATION
Consolidated Statements of Comprehensive Income

Change in unrealized |osses on investment securities and MBS available-

for-sale
L ess deferred income taxes

Net other comprehensive income (10ss)

Comprehensive income

See notes to consolidated financial statements.

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
(Dollars in thousands)

$ 4998 $ 26,530 $ 19,549 $ 76,432
2,116 20,482 (20,506) 2,021
(780) (7,575) 7,594 (738)
1,336 12,907 (12,912) 1,283

$ 6334 $ 39,437 $ 6,637 $ 77,715
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Notesto Consolidated Financial Statements

1. Basis of Presentation:

The foregoing unaudited interim consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of Americafor interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X
as promulgated by the Securities and Exchange Commission. Accordingly, these financial statements do not include all of the disclosures required
by accounting principles generally accepted in the United States of Americafor complete financial statements. These unaudited interim
consolidated financial statements should be read in conjunction with the audited consolidated financial statements as disclosed in the annual
report on Form 10-K for the year ended December 31, 2007. In the opinion of management, the unaudited interim consolidated financial statements
furnished herein include all adjustments, all of which are of anormal recurring nature, necessary for afair statement of the results for the interim
periods presented.

The preparation of financial statements in accordance with accounting principles generally accepted in the United States of Americarequiresthe
use of estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities known to
exist as of the date the financial statements are published, and the reported amounts of revenues and expenses during the reporting period.
Uncertainties with respect to such estimates and assumptions are inherent in the preparation of Sterling Financial Corporation's ("Sterling's")
consolidated financial statements; accordingly, it is possible that the actual results could differ from these estimates and assumptions, which could
have amaterial effect on the reported amounts of Sterling's consolidated financial position and results of operations.

In addition to other established accounting polices, the following is a discussion of recent accounting pronouncements:

In September 2006, the Emerging Issues Task Force ("EITF") reached a consensus on Issue No. 06-4, "Accounting for Deferred Compensation and
Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements.” Under the provisions of EITF Issue No. 06-4, Sterling
recognizes the amount that is owed current or former employees under split dollar BOLI. Sterling adopted the EITF 06-4 effective January 1, 2008,
which resulted in acumulative charge of $2.1 million to retained earnings.

In September 2006, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting Standards ("FAS") No. 157, "Fair
Value Measurements' ("FAS 157"). FAS 157 defines fair value, establishes aframework for measuring fair value and expands disclosures about fair
value measurements. In September 2008, FASB Staff Position ("FSP") FAS 157-3, "Determining the Fair Vaue of Financial Assets when the Market
for that Asset isnot Marketable," provided additional valuation guidance for illiquid and distressed market conditions. In February 2007, FASB
issued FAS 159, "The Fair Value Option for Financial Assetsand Financial Liabilities' ("FAS 159"). FAS 159 provides afair value measurement
election for many financial instruments, on an instrument by instrument basis. Both FAS 157 and 159 became effective for Sterling as of

January 1, 2008. See Note 10 for adiscussion of their impact. Sterling applied FAS 159 to itsloans held for sale in order to match changesin the
value of the loans with the value of their economic hedges without having to apply complex hedge accounting.

In November 2007, the SEC issued Staff Accounting Bulletin 109, "Written Loan Commitments Recorded at Fair Value Through Earnings,” ("SAB
109") regarding the valuation of loan commitments. SAB 109 supersedes SAB 105, and states that in measuring the fair value of a derivative loan
commitment, the expected net future cash flows related to the associated servicing of the loan should be included in the measurement of all written
loan commitments that are accounted for at fair value through earnings. SAB 109 was effective for Sterling as of January 1, 2008. See Note 9 of
"Notes to Consolidated Financial Statements."

In March 2008, the FASB issued FAS 161, "Disclosures about Derivative Instruments and Hedging Activities," an amendment of FAS 133. FAS 161
requires enhanced disclosures about how and why an entity uses derivative instruments, how derivative instruments and related hedged items are
accounted for under FAS 133 and related interpretations, and how derivative instruments and related hedged items affect an entity's financial
position, financia performance, and cash flows. FAS 161 is effective for Sterling as of December 31, 2008. Sterling is currently evaluating the
impact of FAS 161.
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2. Allowancefor Credit L osses:

Thefollowing is an analysis of the changesin the allowances for credit |osses (in thousands):

Nine Months Ended September 30,

2008 2007
Allowance for credit |osses
Allowance — loans, January 1 $ 111,026 $ 77,849
Allowance for losses on |oans acquired 0 15,294
Provision 105,081 11,838
Amounts written off (40,230) (3,429)
Recoveries 1,433 696
Transfers 3) (206)
Allowance — loans, September 30 177,307 102,042
Allowance — unfunded commitments, January 1 6,306 5,840
Acquired 0 0
Provision 53 258
Amounts written off (6) 0
Transfers 12 206
Allowance — unfunded commitments, September 30 6,365 6,304
Total credit allowance $ 183,672 $ 108,346

Sterling recorded a provision for credit losses of $105.1 million and $12.1 million for the nine months ended September 30, 2008 and 2007,
respectively. Theincreasein the provision for credit losses was in response to an increase in the level of classified loans. At September 30, 2008,
Sterling'stotal classified assets were 5.32% of total assets, compared with 1.84% of total assets at September 30, 2007. Sterling, like many other
financial institutions, has experienced deterioration in the credit quality of residential construction loans due to declining market values and
weakness in housing salesin certain of its markets.

Sterling's management is currently discussing with its banking regulators whether it is appropriate to include potential cash flows from guarantors
in itsloan impairment analysis. In addition, Sterling is a so discussing whether potential losses identified through impairment analysis should be
identified as specific loan loss all owances or should be charged off as confirmed loan losses. The outcome of these discussions cannot be
determined at thistime and there can be no assurance that Sterling will not be required to increase its loan loss allowance, loan loss provision and
reported loan charge-offs for 2008, which could negatively impact Sterling's earnings.

3. Goodwill and Other Intangible Assets:

As of September 30, 2008 and December 31, 2007, Sterling had goodwill and other intangible assets totaling $479.3 million and $484.8 million,
respectively. Goodwill represents the difference between the val ue of consideration paid and the fair value of the net assets received in abusiness
combination. Other intangible assets represent acquired customer depository relationships. Intangible assets are periodically assessed for
impairment. Sterling's management performed an annual test of its goodwill and other intangible assets as of June 30, 2008, and concluded that the
recorded values were not impaired, based on a discounted cash flows methodology as allowed under FAS 142. Sterling's management completed
this analysis during the third quarter. Given current market conditions, Sterling will monitor its goodwill value and impairment indicators on a
quarterly basis. There are many assumptions and estimates underlying the determination of impairment. Future events could cause management to
conclude that Sterling's goodwill isimpaired, which would result in Sterling recording an impairment loss of all or a portion of goodwill. Any
resulting impai rment loss could have a material adverse impact on Sterling's financial condition and results of operations.

7
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4, Other Borrowings.

The components of other borrowings are as follows (in thousands):

Junior subordinated debentures
Other

Total other borrowings

September 30, December 31,
2008 2007
245,275 $ 270,015
3,000 3,000
248,275 $ 273,015

Sterling raises capital from time to time through the formation of trust subsidiaries ("Capital Trusts"), which issue capital securities ("Trust Preferred
Securities") to investors. The Capital Trusts are business trustsin which Sterling owns all of the common equity. The proceeds from the sale of the
Trust Preferred Securities are used to purchase junior subordinated deferrable interest debentures ("Junior Subordinated Debentures") issued by

Sterling. Sterling's obligations under the Junior Subordinated Debentures and related documents, taken together, constitute afull and

unconditional guarantee by Sterling of the Capital Trusts' obligations under the Trust Preferred Securities. The Trust Preferred Securities are
treated as debt of Sterling. The Junior Subordinated Debentures and related Trust Preferred Securities generally mature 30 years after issuance and
are redeemable at the option of Sterling under certain conditions, including, with respect to certain of the Trust Preferred Securities, payment of call

premiums. Interest is paid quarterly or semiannually.

Details of the Trust Preferred Securities are asfollows:

Maturity Rate at September 30, Amount (in

Subsidiary Issuer Issue Date Date Call Date 2008 Thousands)
Sterling Capital Trust IX July 2007  Oct 2037 N/A Floating 419% $ 46,392
Sterling Capital Trust VIII Sept 2006  Sept 2036 N/A Floating 445 51,547
Sterling Capital Trust VI June2006  June 2036 N/A Floating 434 56,702
Lynnwood Capital Trust 11 June2005 June2035 June 2010 Floating 4.62 10,310
Sterling Capital Trust VI June2003  Sept 2033  Sept 2008 Floating 6.02 10,310
Sterling Capital Statutory Trust V May 2003 May 2033  June 2008 Floating 6.73 20,619
Sterling Capital Trust IV May 2003 May 2033 May 2008 Floating 5.95 10,310
Sterling Capital Trust 111 April 2003  April 2033  April 2008 Floating 6.05 14,433
Lynnwood Capital Trust | Mar 2003 Mar2033  Mar 2007 Floating 6.63 9,470
Klamath First Capital Trust | July 2001 July 2031 June 2006 Floating 6.88 15,182
503%* $ 245275

* Weighted average rate

On January 25, 2008, Sterling redeemed $24.0 million of Trust Preferred Securities that carried a 10.25% fixed-rate coupon. In September 2008,
Sterling terminated its revolving credit agreement with Wells Fargo Bank, N.A. because Sterling had not used the facility during 2008 and the cost

of maintaining the facility outweighed the benefit of having it available.
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5. Earnings Per Share:

The following table presents the basic and diluted earnings per share computations.

Basic computations

Effect of dilutive securities:
Common stock options and restricted
shares

Diluted computations

Antidilutive options not included in
diluted earnings per share

Basic computations

Effect of dilutive securities:
Common stock options and restricted
shares

Diluted computations

Antidilutive options not included in
diluted earnings per share

Three Months Ended September 30,

2008 2007
Net Weighted Per Share Net Weighted Per Share
Income Avg. Shares Amount Income Avg. Shares Amount
(Dollars in thousands, except per share amounts)
$ 4,998 51,821,446 $ 010 $ 26,530 51,279,114 $ 052
0 184,769 0.00 0 381,072 (0.02)
$ 4,998 52,006,215 $ 010 $ 26,530 51,660,186 $ 051
1,823,738 735,749
Nine Months Ended September 30,
2008 2007
Net Weighted Per Share Net Weighted Per Share
Income Avg. Shares Amount Income Avg. Shares Amount
(Dollars in thousands, except per share amounts)
$ 19,549 51,678,981 $ 038 $ 76,432 49,257,951 $ 155
0 213919 0.00 0 510,357 (0.02)
$ 19,549 51,892,900 $ 038 $ 76,432 49,768,308 $ 154

1,700,224 281,396




Table of Contents

6. Non-Interest Expenses.

The following table detail s the components of Sterling'stotal non-interest expenses:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007

- (Dollars in thousands) -

Employee compensation and benefits $ 39,851 $ 41,114 $121,874 $118,348
Occupancy and equipment 10,829 10,767 33,054 32,915
Data processing 5,179 4,833 15,665 13,206
Depreciation 3,445 3,387 10,516 9,923
Advertising 3,158 3,289 8,975 9,245
Insurance 1,869 1,338 5,507 2,246
Travel and entertainment 1,586 2,022 5,032 5,663
Amortization of core deposit intangibles 1,225 1,225 3,677 3,492
Legal and accounting 560 501 2,097 1,814
Goodwill litigation costs 105 1,525 360 2,837
Merger and acquisition costs 18 263 200 1,883
Other 3,695 3,750 9,117 8,092
Total $ 71,520 $ 74,104 $216,074 $209,664

Quarterly non-interest expense decreased as compared to 2007, as aresult of ongoing cost saving initiatives, while the nine month increase
primarily reflects overall company growth and increasesin FDIC deposit insurance premiums. These deposit insurance premiums are anticipated to
increase further as aresult of recent regulatory revisions.

7. Segment Information:

For purposes of measuring and reporting financial results, Sterling is divided into five business segments:

» The Community Banking segment provides traditional bank services through the retail and commercial banking groups of Sterling's subsidiary,
Sterling Savings Bank.

» TheResidential Construction Lending segment originates and services loans through the real estate division of Sterling's subsidiary, Sterling
Savings Bank.

» The Residential Mortgage Banking segment originates and sells servicing-retained and servicing-released residential loans through loan
production offices of Sterling's subsidiary, Golf Savings Bank.

» The Commercial Mortgage Banking segment originates, sells and services commercial real estate loans and participation interestsin commercial
real estate loans through offices in the western region primarily through Sterling Savings Bank's subsidiary INTERV EST-Mortgage I nvestment
Company ("INTERVEST").

» The Other and Eliminations segment represents the parent company expenses and intercompany eliminations of revenue and expenses.

During 2008, the operations of Sterling Savings Bank's subsidiary, Action Mortgage Company, were realigned into the real estate division of
Sterling Savings Bank, and the operations of Sterling Savings Bank's subsidiary, Harbor Financial Services, Inc., were moved into the wealth
management department of Sterling Savings Bank. The financial resultsfor the real estate division are reflected in the Residential Construction

L ending segment, while the wealth management department's financial results are included in the Community Banking segment. For comparability
purposes, prior period segment information has been restated to reflect this realignment.

10
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The following table presents certain financial information regarding Sterling's segments and provides areconciliation to Sterling's consolidated

totals for the periods presented:

Interest income
Interest expense

Net interest income (expense)
Provision for credit losses
Noninterest income
Noninterest expense

Income before income taxes
Total assets

Interest income
Interest expense

Net interest income (expense)
Provision for credit losses
Noninterest income
Noninterest expense

Income before income taxes
Total assets

As of and for the Three Months Ended September 30, 2008

Residential Residential Commercial
Community Construction Mortgage Mortgage Other and
Banking Lending Banking Banking Eliminations Total
(Dollars in thousands)
$ 140,776 $ 23178 $ 7407 $ 4,766 $ 200 $ 176,327
(64,739) (14,529) (4,144) 0 (2,907) (86,319)
76,037 8,649 3,263 4,766 (2,707) 90,008
(25,106) (10,894) (950) 0 0 (36,950)
17,895 1,160 5,417 926 (2,379) 23,019
(57,470) (4,040) (7,036) (2,276) (698) (71,520)
$ 11,356 $ (5,125) $ 694 $ 3,416 $ (5,784) $ 4,557
$10,537,444 $ 1,620,553 $ 495,513 12,921 (43,522) $12,622,909
As of and for the Three Months Ended September 30, 2007
Residential Residential Commercial
Community Construction Mortgage Mortgage Other and
Banking Lending Banking Banking Eliminations Total
(Dollars in thousands)

$ 140,006 $ 50,902 $ 6,636 $ 2,309 $ 65 $ 199,918
(68,103) (29,533) (3,908) 0 (4,710) (106,254)
71,903 21,369 2,728 2,309 (4,645) 93,664
15,320 (19,095) (113) 0 0 (3,888)
21,398 1,577 4,655 1,751 (5,174) 24,207
(60,107) (2,987) (7,584) (2,881) (545) (74,104)
$ 48514 $ 864 $ (314) $ 1,179 $ (10,364) $ 39879
$9,643,825 $ 1,808,948 $ 385,493 $ 10370 $ (101,721) $11,746,915

11
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Interest income
Interest expense

Net interest income (expense)
Provision for credit losses
Noninterest income
Noninterest expense

Income before income taxes
Total assets

Interest income
Interest expense

Net interest income (expense)
Provision for credit losses
Noninterest income
Noninterest expense

Income before income taxes
Total assets

As of and for the Nine Months Ended September 30, 2008

Residential Residential Commercial
Community Construction Mortgage Mortgage Other and
Banking Lending Banking Banking Eliminations Total
(Dollars in thousands)
$ 424,878 $ 84,280 $ 23577 $ 12,690 $ 527 $ 545,952
(197,149) (49,276) (13,504) 0 (9,809) (269,738)
227,729 35,004 10,073 12,690 (9,282 276,214
(53,900) (48,150) (3,030) 0 0 (105,080)
51,894 3,318 17,537 2,849 (5,919) 69,679
(175,723) (9,942) (20,300) (7,106) (3,003) (216,074)
$ 50,000 $ (19,770 $ 4280 $ 8,433 $ (18,204) $ 24,739
$10,537,444 $ 1,620,553 $ 495,513 $ 12921 $ (43522 $12,622,909
As of and for the Nine Months Ended September 30, 2007
Residential Residential Commercial
Community Construction Mortgage Mortgage Other and
Banking Lending Banking Banking Eliminations Total
(Dollars in thousands)

$ 408,384 $ 137,248 $ 16,626 $ 6,544 $ 79 $ 568,881
(204,029) (77,808) (10,159) 0 (13,565) (305,561)
204,355 59,440 6,467 6,544 (13,486) 263,320
13,574 (25,399) (263) 0 0 (12,088)
61,231 5,328 15,788 5,925 (15,839) 72,433
(168,137) (7,685) (23,2112) (8,210) (2,421) (209,664)
$ 111,023 $ 31684 $ (1,219 $ 4,259 $ (31,746) $ 114,001
$9,643,825 $ 1,808,948 $ 385,493 $ 10370 $ (101,721) $11,746,915
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8. Stock Based Compensation:

Thefollowing isasummary of stock option and restricted stock activity during the nine months ended September 30, 2008:

Stock Options

Restricted Stock

Weighted
Average Weighted
Exercise Average
Number Price Number Grant Price
Balance, January 1, 2008 2,067,401 $ 2113 85,000 $ 3317
Granted 254,000 17.72 222,000 16.42
Exercised / vested (237,078) 5.86 (21,250) 33.17
Cancelled / expired (86,986) 22.04 0 0.00
Outstanding, September 30, 2008 1,997,337 $ 2245 285,750 $ 2016
Exercisable, September 30, 2008 1,514,587 $ 2164

At September 30, 2008, the weighted average remaining contractual life and the aggregate intrinsic value of stock options outstanding was

4.6 years and ($15.9) million, respectively, and exercisable was 4.2 years and ($10.8) million, respectively, and at December 31, 2007, was 4.6 years
and ($9.0) million, respectively, and 4.3 years and ($3.7) million, respectively. As of September 30, 2008, atotal of 1,618,235 shares remained
available for grant under Sterling's 2001, 2003 and 2007 Long-Term Incentive Plans. The stock options granted under these plans have terms of
four, six, eight or ten years. The stock options and restricted shares granted during 2008 have four year vesting schedules. During the nine months
ended September 30, 2008 and 2007, the intrinsic val ue of options exercised were $2.5 million and $6.2 million, respectively, and fair value of options
granted were $1.1 million and $3.4 million, respectively. The Black-Schol es option-pricing model was used in estimating the fair value of option
grants. The weighted average assumptions used were:

Nine Months Ended

September 30,
2008 2007
Expected volatility 30% - 33% 26% - 29%
Expected term (in years) 43 47-6.0

Expected dividend yield
Risk free interest rate

2.14% - 3.32%
2.93%-3.11%

0.90% - 1.47%
4.65% - 4.80%

Stock based compensation expense recognized during the periods presented was as follows:

Nine Months Ended
September 30,
2008 2007
~ (Dollarsin thousands)

Stock based compensation expense:

Stock options $ 816 $ 543
Restricted stock 1,085 470
Total $ 1,901 $ 1,013

As of September 30, 2008, unrecognized equity compensation expense totaled $7.5 million, as the underlying outstanding awards had not yet been
earned. Thisamount will be recognized over aweighted average period of 2.8 years. During 2008, atotal of 22,500 stock options were forfeited. An
increase in forfeitures would lower the amount of future equity compensation expense to be recognized.
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9. Derivativesand Hedging:

As part of its mortgage banking activities, Sterling issuesinterest rate lock commitments to prospective borrowers on residential mortgage loan
applications. Pricing for the sale of these loansisfixed with various qualified investors under both non-binding ("best-efforts") and binding
("mandatory") delivery programs. For mandatory delivery programs, Sterling hedgesinterest rate risk by entering into offsetting forward sale
agreements on MBS with third parties. Risksinherent in mandatory delivery programsinclude therisk that if Sterling does not close the loans
subject to interest rate lock commitments, it is nevertheless obligated to deliver MBS to the counterparty under the forward sal e agreement.
Sterling could incur significant costsin acquiring replacement loans or MBS and such costs could have amaterial adverse effect on mortgage
banking operations in future periods. See Note 10 of "Notes to Consolidated Financial Statements."

Interest rate lock commitments and loan delivery commitments are off balance sheet commitments that are considered to be derivatives. As of
September 30, 2008, Sterling had interest rate lock commitments of $28.1 million and $33.0 million of warehouse loans held for sale that were not
committed to investors, Sterling held offsetting forward sale agreements on MBS valued at $56.0 million. In addition Sterling had mandatory
delivery commitments to sell mortgage loansto investors valued at $6.1 million as of September 30, 2008. As of December 31, 2007, Sterling did not
have any loans subject to interest rate lock commitments under mandatory delivery programs. As of September 30, 2008 and December 31, 2007,
Sterling had entered into best efforts forward commitments to sell $82.8 million and $41.3 million of mortgage loans, respectively.

Sterling entersinto interest rate swap derivative contracts with customers. The interest rate risk on these contractsis offset by entering into
comparable broker dealer swaps. These contracts are carried as an offsetting asset and liability at fair value, and as of September 30, 2008 and
December 31, 2007, were $2.3 million and $1.6 million, respectively.

10. Fair Value:

On January 1, 2008, Sterling adopted FAS 159, which gives companies the option of carrying their financial assetsand liabilities at fair value and
can be implemented on al or individually selected financial instruments. Effective January 1, 2008, Sterling elected to apply FAS 159 on newly
originated loans held for sale under mandatory delivery programs. After analyzing the effects of FAS 159 on held for sale loans, Sterling elected to
apply FAS 159 to all newly originated held for sale loans effective April 1, 2008. The fair value election was made to match changes in the value of
these loans with the value of their economic hedges. L oan origination fees, costs and servicing rights, which were previously deferred on these
loans, are now recognized as part of the loan value at origination. There was no transition adjustment upon adoption.

On January 1, 2008, FAS 157 became effective for Sterling. This standard establishes aframework for defining and measuring fair value. The
standard requires that one of three valuation methods be used to determine fair market value: the market approach, the income approach or the

cost approach. To increase consistency and comparability in fair value measurements and related disclosures, the standard also creates afair value
hierarchy to prioritize the inputs to these valuation methods into the following three levels:

» Level linputsare aselect class of observable inputs, based upon the quoted prices for identical instrumentsin active markets that are
accessible as of the measurement date, and are to be used whenever available.

» Level 2inputsare other types of observable inputs, such as quoted prices for similar instruments in active markets; quoted pricesfor identical
or similar instruments in markets that are inactive; or other inputs that are observable or can be derived from or supported by observable market
data. Level 2 inputs are to be used whenever Level 1 inputs are not available.

» Level 3inputsare significantly unobservable, reflecting the reporting entity's own assumptions regarding what market participants would
assume when pricing afinancial instrument. Level 3 inputs areto only be used when Level 1 and Level 2 inputs are unavailable.
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The following disclosure requirements under FAS 157 are applicable to financial assets and liabilities, and as of January 1, 2009, will be expanded
to include nonfinancial assets and liabilities.

Assetsand Liabilities Measured at Fair Value on a Recurring Basis. The following presents Sterling's financial instruments that are measured at
fair value on arecurring basis:

September 30,
2008 Level 1 Level 2 Level 3
(Dollars in thousands)
Investment securities and mortgage-backed securities available for sale $ 2,100,880 $ 0 $2,100,880 $ 0
Loans held for sale 84,395 0 84,395 0
Other assets — derivatives 3,814 0 1,476 2,338
Total assets $ 2,189,089 $ 0 $2,186,751 $ 2,338
Other liabilities — derivatives $ 2,701 $ 0 $ 363 $ 2,338

Investments and mortgage-backed securities have been valued using a matrix pricing technique based on quoted prices for similar instruments,
whileloans held for sale have been valued using investor quoted pricing inputs. Level 2 derivatives represent mortgage banking interest rate lock
and loan delivery commitments, while level 3 derivatives represent interest rate swaps. See Note 9 for afurther discussion of these derivatives.
Changesin thefair value of available-for-sale securities are recorded on the balance sheet under accumul ated-other-comprehensive income, while
gains and losses from sales are recognized asincome. The difference between the aggregate fair value and the aggregate unpaid principal balance
of loans held for sale that are carried at fair value under FAS 159 was $813,000 as of September 30, 2008. Changesin fair value relating to these
loans were included in earnings as follows:

Nine Months Ended
September 30,

(Dollars in thousands)
M ortgage banking operations $813

Assetsand LiabilitiesMeasured at Fair Value on a Nonrecurring Basis. Sterling may be required, from time to time, to measure certain other
financial assets at fair value on a nonrecurring basis from application of lower of cost or market ("L OCOM™") accounting or write-downs of
individual assets. For these financial assets for which afair value adjustment was recorded during the period, the following table presents the
adjustment and the carrying value at period end:

Losses During
the Nine Months
Ended
Total Carrying September 30,
Value Level 1 Level 2 Level 3 2008
(Dollars in thousands)
Loans $76,759 $0 $76,759 $0 $(35,816)
Mortgage servicing rights 4,062 0 4,062 0 (462)
Real estate owned 45,139 0 45,139 0 (27,635)

The loan loss disclosed above represents the amount of the specific reserve that was allocated to impaired loans during the period, and isincluded
in the provision for credit losses. Mortgage servicing rights were written down mainly due to an accel eration of mortgage prepayments. Sterling
carriesits mortgage servicing rights at LOCOM,

15




Table of Contents

and as such, they are measured at fair value on anonrecurring basis. The real estate owned charge during the period represents the writedowns
taken at foreclosure that were charged to the loan loss allowance.

11. Cash Dividends:

The following table presents the amount of dividends paid during the three and nine months ended September 30, 2008 and 2007, respectively:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
(Dollars in thousands, except per share amounts)
Total amount $5,201 $4,389 $15,275 $11,635
Per share amount 0.100 0.085 0.295 0.240
Payout ratio 104% 17% 78% 15%

On October 10, 2008, Sterling paid a quarterly cash dividend of $0.10 per share of common stock to shareholders of record as of September 30,
2008.

12. Goodwill L awsuit:

In April 2008, the U.S. Government appealed the U.S. Court of Federal Claim's February 19, 2008 ruling that awarded damages to Sterling in the
amount of $1.05 million resulting from Sterling's lawsuit against the U.S. Government for breach of contract with respect to the loss of goodwill
treatment and other mattersrelating to Sterling's past acquisitions of troubled thrift institutions. Sterling filed a notice of cross appeal. The
Government subsequently withdrew its appeal, |eaving as the sole issue for appellate consideration the sufficiency of the damages award to
Sterling. Sterling and the Government have agreed to mediate thisissue with a different judge of the U.S. Court of Federal Claims acting asa
neutral mediator. The mediation is set to begin in late November, 2008. It is not possible to predict whether, or at what amount, the parties may
come to terms of settlement.

13. Subsequent Event:
Troubled Assets Relief Program

On October 3, 2008, in response to upheaval within the financial markets, the President signed into law the Emergency Economic Stabilization Act
of 2008 (the "Act"), which authorized the United States Department of Treasury (the "UST") to establish the Troubled Assets Relief Program
("TARP") to purchase "troubled assets" held by financial institutions. Under the TARP program the UST is authorized to purchase, and to make
and fund commitments to purchase, troubled assets from any financial institution, on such terms and conditions as are determined by the UST.
The purpose of this program isto restore confidence and stability to the financial markets and to encourage the flow of credit within the financial
system.

On October 14, 2008, the UST announced the terms of the TARP Capital Purchase Program ("CPP"), through which the UST will make capital
investments in banking institutions by purchasing senior preferred shares.

Theterms of the CPP program are standardized and any qualifying financial institution may elect to participate by notifying its federal banking
agency by November 14, 2008, 5:00 p.m. Only institutions determined to be eligible for CPP by the UST and the financial institution's primary
federal regulator will be allowed to participate. Once the eligible institutions are selected, the UST will determine the allocations of capital to each
institution and has announced that it will fund the purchase of the preferred stock no later than December 31, 2008.
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Theterms of the CPP program have been announced as follows:

Participating institutions will be required to subscribe for no less than the minimum subscription amount of 1 percent of their risk-weighted assets.
The maximum subscription amount to be allowed is the lesser of $25 hillion or 3 percent of risk-weighted assets.

The senior preferred sharesto beissued to the UST pursuant to the program will qualify as Tier 1 capital and will rank senior to common stock.
The senior preferred shares will be pari passu, or equal in priority to, existing preferred shares, other than preferred shares which by their terms
rank junior to any other existing preferred shares. The senior preferred shareswill pay a cumulative dividend rate of 5 percent per annum for the
first five years and will reset to arate of 9 percent per annum after year five. The senior preferred shares will generally be non-voting, but will retain
class voting rights on matters that could adversely affect the shares. The senior preferred shareswill be callable at par after three years. Prior to the
end of three years, the senior preferred shares may be redeemed with the proceeds from a qualifying equity offering of any Tier 1 perpetual
preferred or common stock. The UST may also transfer the senior preferred sharesto athird party at any time.

In conjunction with the purchase of senior preferred shares, the UST will receive warrants to purchase common stock with an aggregate market
price equal to 15 percent of the senior preferred investment. The per share exercise price of the shares underlying the warrants will be the market
price of the participating institution's common stock at the time of issuance, calculated on a 20-trading day trailing average.

Companies participating in the program are required to adopt the UST standards for executive compensation and corporate governance, for the
period during which the UST holds equity issued under this program. These standards generally apply to the chief executive officer, chief financial
officer, plusthe next three most highly compensated executive officers. These standards require participating institutions to: (1) ensure that
incentive compensation for senior executives does not encourage unnecessary and excessive risksthat threaten the value of the financial
institution; (2) require clawback of any bonus or incentive compensation paid to a senior executive based on statements of earnings, gains or other
criteriathat are later proven to be materially inaccurate; (3) prohibit making any golden parachute payment to a senior executive based on the
Internal Revenue Code provision; and (4) agree not to deduct for tax purposes executive compensation in excess of $500,000 for each senior
executive.

Sterling's management believesthat Sterling is eligible to participate in the CPP program and has submitted a preliminary application to the Federal
Reserve and the FDIC seeking their recommendation that the UST approve Sterling's participation. There can be no assurance whether or not
Sterling will be deemed eligible to participate by the Federal Reserve, the FDIC or the UST.
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PART | — Financial Information (continued)
Item 2 — Management's Discussion and Analysis of Financial Condition and Results of Operations

STERLING FINANCIAL CORPORATION
September 30, 2008

Thisreport contains forward-looking statements. For a discussion about such statements, including the risks and uncertaintiesinherent
therein, see ""Forward-Looking Statements." Management's Discussion and Analysis of Financial Condition and Results of Operations should
be read in conjunction with the Consolidated Financial Statements and Notes presented elsewherein thisreport and in Serling's 2007 annual
report on Form 10-K.

General

Sterling Financial Corporation ("Sterling") is abank holding company, organized under the laws of Washington in 1992. The principal operating
subsidiaries of Sterling are Sterling Savings Bank and Golf Savings Bank. The principal operating subsidiary of Sterling Savings Bank is
INTERVEST-Mortgage Investment Company ("INTERVEST"). During 2008, the operations of Sterling Savings Bank's subsidiary, Action Mortgage
Company, were realigned into the real estate division of Sterling Savings Bank, and the operations of Sterling Savings Bank's subsidiary, Harbor
Financial Services, Inc., were moved into the wealth management department of Sterling Savings Bank. Sterling Savings Bank commenced
operationsin 1983 as a Washington State-chartered federally insured stock savings and |oan association headquartered in Spokane, Washington.
On July 8, 2005, Sterling Savings Bank converted to acommercia bank. The main focus of Golf Savings Bank, a Washington State-chartered
savings bank acquired by Sterling in July 2006, isthe origination and sale of residential mortgage |oans.

Sterling provides personalized, quality financial services and "Perfect Fit" banking products to its customers consistent with its "Hometown
Helpful" philosophy. Sterling believesthat its dedication to personalized service has enabled it to grow both itsretail deposit base and itslending
portfolio in the western United States. With $12.6 hillion in total assets as of September 30, 2008, Sterling originatesloans and attracts Federal
Deposit Insurance Corporation ("FDIC") insured deposits from the general public through 179 depository banking offices located in Washington,
Oregon, California, Idaho and Montana. In addition, Sterling originates |oans through Golf Savings Bank and Sterling Savings Bank residential
loan production offices, and through INTERVEST commercial real estate lending offices throughout the western United States. Sterling also
markets fixed income and equity products, mutual funds, fixed and variable annuities and other financial products through wealth management
representatives located throughout Sterling's financial service center network.

Sterling continues to implement its strategy to become the leading community bank in the western United States by increasing its commercial and
consumer customer relationshipsthat can provide awider variety of lending opportunities, as well asincreasing its commercial and retail deposits,
particularly transaction accounts. Such loans generally involve a higher degree of risk than financing residential real estate. Management believes
that a community bank mix of assets and liabilities will enhance its net interest income (the difference between the interest earned on loans and
investments and the interest paid on deposits and borrowings) and will increase other fee income, although there can be no assurancein this
regard. Sterling's revenues are derived primarily from interest earned on loans and mortgage-backed securities ("MBS"), fees and service charges,
and mortgage banking operations. The operations of Sterling, and banking institutions generally, are influenced significantly by general economic
conditions and by policies of its primary regulatory authorities, the Board of Governors of the Federal Reserve System (the "Federal Reserve'), the
FDIC and the Washington State Department of Financial Institutions.
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Executive Summary and Highlights

Sterling's earnings per share and performance ratios for 2008 were impacted by the major disruption in the housing market which hasresulted in
Sterling recording a credit provision that was higher than the provision recorded during 2007. During the first nine months of 2008, Sterling has
recorded a$105.1 million provision for credit losses compared with $12.1 million for the same period ayear ago. This increase stems from higher
levels of non-performing and classified assets, as disruptionsin the financial and real estate markets have resulted in the exhaustion of liquidity
reserves for some of Sterling's borrowers. As of September 30, 2008, non-performing assets were $436.7 million versus $135.2 million at

December 31, 2007, and $61.8 million at September 30, 2007. Sterling's capital and liquidity sources remain strong, as well as the performance of its
retail and commercia banking groups. Net interest income for the first nine months of 2008 was $276.2 million, versus $263.3 million for the nine
months ended September 30, 2007.

Highlights at September 30, 2008 as compared to September 30, 2007 were asfollows:
» Capital ratios remain above "well-capitalized" levels at 11.0%.

« Availableliquidity rose to over $3.0 hillion.

» Net interest income was $90.0 million.

» Feesand service chargesincome grew 2% to $15.3 million.

» Total deposits gained 4% to arecord $8.07 billion.

* Quarterly cash dividend was maintained at $0.10 per share.

» Tangible book value per shareincreased 3% to $13.45.

Company Growth

Sterling intends to continue to pursue along-term aggressive growth strategy to become the leading community bank in the western United
States. In addition to continued organic growth, this strategy may include acquiring other financial businesses or branches thereof, or other
substantial assets or deposit liabilities. There is no assurance that Sterling will be successful in completing any such acquisitions.

On February 28, 2007, Sterling completed its acquisition of Northern Empire Bancshares, a California corporation ("Northern Empire") by issuing
$30.0 million in cash, and 8,914,815 shares of Sterling common stock valued at $290.4 million in exchange for all outstanding Northern Empire
shares. Northern Empire options totaling 646,018 were converted into 573,212 Sterling options, valued at $12.3 million. The total value of the
transaction was $332.8 million. Northern Empire merged into Sterling, with Sterling being the surviving corporation in the merger. Northern Empire's
financial institution subsidiary, Sonoma National Bank, merged with and into Sterling's subsidiary, Sterling Savings Bank, with Sterling Savings
Bank being the surviving institution.

Sterling may not be successful in identifying further acquisition candidates, integrating acquisitions or preventing such acquisitions from having
an adverse effect on Sterling. There is significant competition for acquisitionsin Sterling's market area, and Sterling may not be able to acquire
other businesses on attractive terms. Furthermore, the success of Sterling's growth strategy will depend on increasing and maintaining sufficient
levels of regulatory capital, obtaining necessary regulatory approvals, generating appropriate growth and the existence of favorable economic and
market conditions. There can be no assurance that Sterling will be successful in implementing its growth strategy.
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Critical Accounting Policies

The accounting and reporting policies of Sterling conform to accounting principles generally accepted in the United States of America ("GAAP")
and to general practices within the banking industry. The preparation of the financial statementsin conformity with GAAP requires management to
make estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual results could differ
from those estimates. Sterling's management has identified the accounting policies described bel ow as those that, due to the judgments, estimates
and assumptions inherent in those policies are critical to an understanding of Sterling's Consolidated Financial Statements and Management's
Discussion and Analysis.

I ncome Recognition. Sterling recognizes interest income by methods that conform to general accounting practices within the banking industry. In
the event management believes collection of all or aportion of contractual interest on aloan has become doubtful, which generally occurs after the
loan is 90 days past due, Sterling discontinues the accrual of interest and any previously accrued interest recognized in income deemed
uncollectible isreversed. Interest received on nonperforming loansisincluded in income only if principal recovery isreasonably assured. A
nonperforming loan is restored to accrual statuswhen it is brought current, has performed in accordance with contractual termsfor areasonable
period of time, and the collectability of the total contractual principal and interest is no longer in doubt.

Allowancefor Credit Losses. The allowance for credit losses is composed of the allowance for |oan losses and the reserve for unfunded credit
commitments. In general, determining the amount of the allowance requires significant judgment and the use of estimates by management. Sterling
maintains an allowance for credit |osses to absorb probable lossesin the loan portfolio based on a quarterly analysis of the portfolio and expected
future losses. Thisanalysisis designed to determine an appropriate level and allocation of the allowance for losses among loan types by
considering factors affecting loan losses, including specific losses, levels and trendsin nonperforming loans, historical 1oan loss experience,
current national and local economic conditions, volume, growth and composition of the portfolio, regulatory guidance and other relevant factors.
Management monitors the loan portfolio to evaluate the adequacy of the allowance. The allowance can increase or decrease each quarter based
upon the results of management's analysis.

The amount of the allowance for the various loan types represents management's estimate of expected losses from existing loans based upon
specific allocations for individual lending relationships and historical |oss experience for each category of homogeneous loans. The allowance for
credit losses related to impaired loans is based on discounted cash flows using the loan'sinitial effective interest rate or the fair value of the
collateral for certain collateral dependent loans. This eval uation regquires management to make estimates of the amounts and timing of future cash
flows on nonperforming loans, which consist primarily of non-accrual and restructured loans.

Individual loan reviews are based upon specific quantitative and qualitative criteria, including the size of the loan, loan quality ratings, value of
collateral, repayment ability of borrowers, and historical experience factors. The historical experience factors utilized and allowances for
homogeneous loans (such as residential mortgage loans, consumer loans, etc.) are collectively evaluated based upon historical 10ss experience,
trendsin losses and delinquencies, growth of loansin particular markets, and known changesin economic conditionsin each particular lending
market.

While management uses available information to provide for loan losses, the ultimate collectability of a substantial portion of the loan portfolio
and the need for future additions to the allowance will be influenced by changes in economic conditions and other relevant factors. While Sterling
did not participate in the lending practices that led up to the credit crisis, the effects of the current economic slow down has resulted in an increase
in delinquencies and nonperforming assetsin Sterling's residential construction portfolio. A further slowdown in economic activity could have
additional adverse affects on cash flows for both commercial and individual borrowers, which may result in further increases in nonperforming
assets, delinquencies and losses on loans. There can be no assurance that the allowance for credit losses will be adequate to cover all losses, but
management believes the allowance for credit |osses was adequate at September 30, 2008.
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I nvestment Securitiesand MBS. Assetsin the investment securities and MBS portfolios are initially recorded at cost, which includes any
premiums and discounts. Sterling amortizes premiums and discounts as an adjustment to interest income over the estimated life of the security.
The cost of investment securities sold, and any resulting gain or loss, is based on the specific identification method.

The loans underlying Sterling's MBS are subject to the prepayment of principal. The rate at which prepayments are expected to occur in future
periods impacts the amount of premium to be amortized in the current period. If prepaymentsin afuture period are higher or lower than expected,
then Sterling will need to amortize alarger or smaller amount of the premium to interest income in that future period.

Management determines the appropriate classification of investment securities at the time of purchase. Held-to-maturity securities are those
securitiesthat Sterling has the positive intent and ability to hold to maturity and are recorded at amortized cost. Available-for-sale securities are
those securities that would be available to be sold in the future in response to Sterling's liquidity needs, changes in market interest rates, and
asset-liability management strategies, among other factors. Available-for-sale securities are reported at fair value, with unrealized holding gains
and losses reported in shareholders' equity as a separate component of other comprehensive income, net of applicable deferred income taxes.

Management evaluates investment securities for other-than-temporary declinesin fair value on aquarterly basis. If the fair value of investment
securities falls below their amortized cost and the decline is deemed to be other-than-temporary, the securities will be written down to current
market value, resulting in aloss recorded in the income statement and the establishment of a new basis. During the period ended September 30,
2008, there were no investment securities that management identified to be other-than-temporarily impaired, because the decline in fair value was
attributable to changesin interest rates and not credit quality, and because Sterling has the ability and intent to hold these investments until a
recovery in market price occurs, or until maturity. Realized losses could occur in future periods due to a change in management's intent to hold the
investmentsto recovery, achange in management's assessment of credit risk, or achangein regulatory or accounting requirements.

Fair Value of Financial Instruments. Sterling's available-for-sale securities portfolio totaled $2.10 billion and $1.85 billion as of September 30,
2008 and December 31, 2007, respectively, and were the most substantial of Sterling's financial instrumentsthat are carried at fair value. These
securities are valued using a pricing service's matrix technique based on quoted prices for similar instruments, which Sterling validates with non-
binding broker quotes.

Goodwill and Other I ntangible Assets. Goodwill arising from business combinations represents the value attributabl e to unidentifiabl e intangible
elementsin the business acquired. Sterling's goodwill relates to value inherent in the banking business and the value is dependent upon Sterling's
ability to provide quality, cost effective servicesin acompetitive market place. As such, goodwill value is supported ultimately by revenuethat is
generated by the volume of business transacted. A declinein earnings as aresult of alack of growth or the inability to deliver cost effective
services over sustained periods can lead to impairment of goodwill that could adversely impact earningsin future periods.

Sterling's management performed an annual test of its goodwill and other intangible assets as of June 30, 2008, and concluded that the recorded
values were not impaired, based on present value discounted cash flow as allowed by FAS 142. Sterling's management completed thisanalysis
during the third quarter. Given current market conditions, Sterling will monitor its goodwill value and impairment indicators on a quarterly basis.
There are many assumptions and estimates underlying the determination of impairment. Future events could cause management to conclude that
Sterling's goodwill or other intangible assets are impaired, which would result in Sterling recording an impairment loss of all or aportion of the
goodwill balance. Any resulting impairment loss could have amaterial adverse impact on Sterling's financial condition and results of operations.

Other intangibl e assets consisting of core deposit intangibles with definite lives are amortized on a straight line basis over the estimated life of the
acquired depositor relationships (generally eight to ten years).
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Real Estate Owned and Other Collateralized Assets. Property and other assets acquired through foreclosure of defaulted mortgage or other
collateralized loans are carried at the lower of cost or fair value, less estimated costs to sell. Development and improvement costs relating to such
property are capitalized to the extent they are deemed to be recoverable.

Anallowancefor losses on real estate and other assets owned includes amounts for estimated |osses as a result of impairment in value of the
property after repossession. Sterling reviews its real estate owned and other collateralized assets for impairment in value whenever events or
circumstancesindicate that the carrying value of the property or other assets may not be recoverable. In performing the review, if expected future
undiscounted cash flow from the use of the property or other assets, or the fair value, less selling costs, from the disposition of the property or
other assetsislessthan its carrying value, an impairment lossis recognized.

LoansHeld for Sale. On January 1, 2008, Sterling adopted the fair value election available under FAS 159 for newly originated loans held for sale
under mandatory delivery programs. Effective April 1, 2008 Sterling expanded its adoption of FAS 159 to all newly originated |loans held for sale.
The fair value el ection was made to match changesin the value of these loans with the val ue of their economic hedges without having to apply
complex hedge accounting. Loan origination fees, costs and servicing rights are recognized as part of the loan value at origination. Thisvalueis
based on quoted pricesfor similar instruments in both active and inactive markets, therefore, these loans are classified aslevel 2.

I ncome Taxes. Sterling estimates income taxes payabl e based on the amount it expects to owe various taxing authorities. Accrued income taxes
represent the net estimated amount due to, or to be received from, taxing authorities. In estimating accrued income taxes, Sterling assesses the
relative merits and risks of the appropriate tax treatment of transactions, taking into account the applicable statutory, judicial and regulatory
guidance in the context of Sterling'stax position. Sterling also considers recent audits and examinations, as well asits historical experiencein
making such estimates. Although Sterling uses available information to record income taxes, underlying estimates and assumptions can change
over time as aresult of unanticipated events or circumstances. Penalties and interest associated with any potential estimate variances would be
included inincome tax expense on the Consolidated Statement of Income.

Sterling uses an estimate of future earningsto support its position that the benefit of its net deferred tax assets will be realized. If future taxable
income should prove nonexistent or less than the amount of temporary differences giving rise to the net deferred tax assets within the tax yearsto
which they may be applied, the assets will not be realized and Sterling's net income will be reduced.

Results of Operations

Overview. Sterling recorded net income of $5.0 million, or $0.10 per diluted share, for the three months ended September 30, 2008, compared with
net income of $26.5 million, or $0.51 per diluted share, for the three months ended September 30, 2007. Net income for the nine months ended
September 30, 2008 was $19.5 million, or $0.38 per diluted share, compared to $76.4 million, or $1.54 for the same period in 2007. The annualized
return on average assets was 0.16% and 0.91% for the three months ended September 30, 2008 and 2007, respectively. The annualized return on
average equity was 1.7% and 9.3% for the three months ended September 30, 2008 and 2007, respectively. The year over year decreasein net
income and performance ratios primarily reflected an increased credit provision in response to an increase in the level of classified loans,
particularly in the residential construction portfolio.

Net Interest |ncome. The most significant component of earnings for afinancial institution typically is net interest income, which isthe difference
between interest income, primarily from loan, MBS and investment securities portfolios, and interest expense, primarily on deposits and
borrowings. During the three months ended September 30, 2008 and 2007, net interest income was $90.0 million and $93.7 million, respectively, a
decrease of 4%. Net interest income for the nine months ended September 30, 2008 increased 5% to $276.2 million from $263.3 million for the nine
months ended September 30, 2007. The decrease in net interest income
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during the three month comparative period was due to the increase in nonperforming loans, while the increase in net interest income during the
nine month comparative period was caused by the growth in loan balances having a greater effect than the increase in nonperforming loans.

Changesin Sterling's net interest income are afunction of changes in both rates and volumes of interest-earning assets and interest-bearing
liabilities. Net interest margin refersto net interest income divided by total average interest-earning assets and isinfluenced by the level and
relative mix of interest-earning assets and interest-bearing liabilities. The following table presents the composition of the change in net interest
income, on atax equivalent basis, for the periods presented. Municipal loan and bond interest income are presented gross of their applicable tax
savings. For each category of interest-earning assets and interest-bearing liabilities, the following table provides information on changes
attributableto:

* Volume — changesin volume multiplied by comparative period rate;
» Rate— changesin rate multiplied by comparative period volume; and

» Rate/volume — changesin rate multiplied by changesin volume.

Three Months Ended September 30, Nine Months Ended September 30,
2008 vs. 2007 2008 vs. 2007
Increase (Decrease) Due to: Increase (Decrease) Due to:
Rate/ Rate/
Volume Rate Volume Total Volume Rate Volume Total

(Dollars in thousands)
Rate/volume analysis:

I nterest income:

Loans $ 11,310 $ (39,789) $ (3,067) $ (31,546) $ 58,792 $(91,262) $ (10,243) $ (42,713)
MBS 5,050 1,056 232 6,338 13,228 2,707 664 16,599
Investments and cash
equivalents 2,146 (158) (138) 1,850 3,377 455 216 4,048
Total interest income 18,506 (38,891) (2,973) (23,358) 75,397 (88,100) (9,363) (22,066)
Interest expense:
Deposits 6,833 (19,532) (1,688) (14,387) 20,964 (45,433) (3,996) (28,465)
Borrowings 8,565 (11,240) (2,872) (5,547) 31,345 (29,520) (9,182) (7,357)
Total interest expense 15,398 (30,772) (4,560) (19,934) 52,309 (74,953) (13,178) (35,822)
Changesin net interest
income $ 3108 $ (8,119) $ 1587 $ (3424) $ 23,088 $(13,147) $ 3815 $ 13,756

Net interest margin for each of the last five quarters was as follows:

Tax Equivalent

Three Months Ended Net Interest Margin
September 30, 2008 3.04%
June 30, 2008 3.23%
March 31, 2008 3.24%
December 31, 2007 3.34%
September 30, 2007 3.50%

Net interest income and net interest margin have been negatively affected by the increase in non-performing assets, and the decline in the prime
rate. Sterling has been "asset sensitive" during recent periods, with a higher level of interest earning assets that were subject to re-pricing faster in
the short term than deposits and borrowings. Additionally, when loans reach non-performing status, the reversal and cessation of accruing
interest has an immediate negative impact on net interest margin.

Provision for Credit Losses. Management's policy isto establish valuation allowances for estimated losses by charging corresponding provisions
against income. The evaluation of the adequacy of specific and general valuation allowancesis an ongoing process. This process includes
information derived from many factors, including historical loss trends and trends in classified assets, delinquency and nonaccrual loans, and
portfolio volume, diversification as
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to type of loan, size of individual credit exposure, current and anticipated economic conditions, aswell asloan policies, collection policies and
effectiveness, quality of credit personnel, effectiveness of policies, procedures and practices, and recent 10ss experience of peer banking
institutions.

Sterling recorded provisions for losses on loans of $37.0 million and $3.9 million for the three months ended September 30, 2008 and 2007,
respectively, and $105.1 million and $12.1 million for the nine months ended September 30, 2008 and 2007, respectively. Sterling hasincreased its
provision for credit losses in response to an increase in the level of classified loans, particularly in the residential construction portfolio, and an
assessment of the other relevant factors mentioned in the preceding paragraph.

The following table summarizes the allowance for credit losses for the periodsindicated:

Nine Months Ended September 30,

2008 2007
(Dollars in thousands)

Allowance — loans, January 1 $ 111,026 $ 77,849
Acquired 0 15,294
Provision 105,081 11,838
Amounts written off (40,230) (3,429)
Recoveries 1,433 696
Transfers (3) (206)

Allowance — loans, September 30 177,307 102,042
Allowance — unfunded commitments, January 1 6,306 5,840
Acquired 0 0
Provision 53 258
Amounts written off (6) 0
Transfers 12 206

Allowance — unfunded commitments, September 30 6,365 6,304
Total credit allowance $ 183,672 $ 108,346

Sterling's management is currently discussing with its banking regulators whether it is appropriate to include potential cash flows from guarantors
in itsloan impairment analysis. In addition, Sterling is a so discussing whether potential losses identified through impairment analysis should be
identified as specific loan loss all owances or should be charged off as confirmed loan losses. The outcome of these discussions cannot be
determined at thistime and there can be no assurance that Sterling will not be required to increase its loan loss allowance, loan loss provision and
reported loan charge-offs for 2008, which could negatively impact Sterling's earnings.

During 2007, Sterling acquired an allowance for losses on loans as aresult of the Northern Empire acquisition. These acquired loans were
determined to not have exhibited a deterioration in credit quality since origination, and thus were not included within the scope of the American
Institute of Certified Public Accountants' Statement of Position 03-3, "Accounting for Certain Loans or Debt Securities Acquired in a Transfer."

At September 30, 2008, Sterling'stotal classified assets were 5.32% of total assets, compared with 1.84% of total assets at September 30, 2007.
Nonperforming assets, a subset of classified assets, were 3.46% of total assets at September 30, 2008, compared with 0.53% of total assets at
September 30, 2007. At September 30, 2008, the delinquency ratio for loans 60 days or more past due was 3.69% of total |oans compared to 0.53% of
total loans at September 30, 2007. Recently, Sterling, like many other financial institutions, has experienced deterioration in the credit quality of
residential construction loans due to declining market values and weakness in housing salesin certain of its markets. While an increase in
delinquencies has also occurred in some other areas of Sterling'sloan portfolio, the performanceis mostly in line with expectations given current
market conditions.
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The following table summarizes the principal balances of nonperforming assets at the dates indicated:

Past due 90 days

Nonaccrual loans

Restructured |oans

Total nonperforming loans

Real estate owned

Total nonperforming assets
Specific reserves

Net nonperforming assets

25

September 30,

2008 2007
~ (Dollarsin thousands)
$ 0 $ 0
380,599 58,403
1,153 0
381,752 58,403
54,957 3,427
436,709 61,830
(37,554) (4,135)
$399,155 $ 57,695
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The following table describes non-performing assets by asset type at the dates indicated:

September 30,
2008 2007

~ (Dollarsin thousands)
Residential real estate $ 35,358 $ 1,338
Multifamily real estate 4133 2,343
Commercial rea estate 8,636 549
Construction 338,391 40,263
Consumer — direct 4113 1,462
Consumer — indirect 915 400
Commercial banking 45,163 15,475
Total nonperforming assets $436,709 $ 61,830

Nonperforming assets presented above are gross of their applicable specific loan loss reserve. Residential construction loans continue to be the
primary driver of non-performing assets, and made up 57% of the linked quarter increase in non-performing assets. Residential construction non-
performing assets rose 31% over the linked quarter. The increase primarily was aresult of one large relationship based in Portland. Excluding this
non-performing asset, residential construction non-performing assets rose 14%. The remaining increase in non-performing assets occurred within
Sterling's residential mortgage and commercial portfolios and was mainly tied to borrowersworking in or associated with residential or commercial
construction, the housing industry, and non owner occupied residential real estate. The following table presentsresidential construction
nonperforming assets by market over the past few quarters:

September 30, 2008 June 30, 2008 March 31, 2008 December 31, 2007
(Dollars in thousands)

Residential construction

Portland, OR $ 92,599 21% $ 46,101 15% $ 7,567 3% $ 501 0%
Boisg, ID 41,046 9% 34,939 12% 37,338 17% 32,728 24%
Utah 38,143 9% 36,179 12% 15,372 % 3,603 3%
Puget Sound 38,128 9% 30,986 10% 23,356 10% 12,442 9%
Southern California 32,322 % 40,085 13% 28,032 13% 23,614 17%
Bend, OR 22,793 5% 19,695 6% 20,927 9% 18,500 15%
Vancouver, WA 19,704 5% 19,854 % 19,943 9% 2,103 2%
Other 32,047 7% 13,061 4% 15,985 8% 7,309 5%
Total residential
construction 316,782 72% 240,900 79% 168,520 76% 100,800 75%
Other loan categories 119,927 28% 62,507 21% 54,564 24% 34,415 25%
Total gross nonperforming
assets 436,709 100% 303,407 100% 223,084 100% 135,215 100%
Specific reserves (37,554) (40,597) (19,084) (8,678)
Total net nonperforming
assets $399,155 $262,810 $204,000 $126,537

Sterling's credit administration team has taken a disciplined approach towards risk evaluation. Classified assets, which include non-performing
assets, increased to $671.5 million from $497.5 million at June 30, 2008, $402.8 million at March 31, 2007, and $234.3 million at December 31, 2007. The
increase in classified assets continues to be heavily influenced by the stressin the residential construction portfolio.
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Non-Interest Income. Non-interest income was as follows for the periods presented:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007

- (Dollars in thousands) -

Fees and service charges $ 15,327 $ 14,966 $ 45,490 $ 40,852
M ortgage banking operations 6,434 7,314 20,859 25,979
Bank-owned life insurance 1,362 1,553 4575 4817
Loan servicing fees 737 366 1,286 1,459
Real estate owned operations 102 223 (242) 85
Other (943) (215) (2,289) (759)
Total $ 23,019 $ 24,207 $ 69,679 $ 72,433

Fees and service charge income increased 2% and 11% for the three and nine months ended September 30, 2008, respectively, as compared to the
comparable 2007 periods, reflecting increasesin analyzed account fees, loan-related fees, transaction fees and fees from Sterling's Balance Shield
program. The total number of transaction accounts for the third quarter of 2008 grew 2% over the third quarter of 2007 and was up 2%, on an
annualized basis, from the second quarter of 2008. Income from mortgage banking for the three and nine months ended September 30, 2008 as
compared to 2007 was lower as aresult of adecrease in brokered fee income and nonresidential |oan sales.

The following table summarizes certain information regarding Sterling's residential and commercial mortgage banking activities for the periods
indicated:

As of and for the As of and for the
Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
(Dollars in thousands)
Originations of residential mortgage loans $ 336,392 $ 369,216 $1,123,630 $1,168,755
Originations of commercial real estate loans 68,947 80,371 251,864 97,431
Sales of residential mortgage loans 288,244 308,189 1,000,706 1,040,820
Sales of commercia real estate loans 7,535 14,501 10,528 44,004
Principal balances of residential |oans serviced for others 519,754 613,134 519,754 613,134
Principal balances of commercial real estate |oans serviced for others 1,667,497 1,679,335 1,667,497 1,679,335
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Non-I nterest Expenses. Non-interest expenses were as follows for the periods presented:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007

- (Dollars in thousands) -

Employee compensation and benefits $ 39,851 $ 41,114 $121,874 $118,348
Occupancy and equipment 10,829 10,767 33,054 32,915
Data processing 5,179 4,833 15,665 13,206
Depreciation 3,445 3,387 10,516 9,923
Advertising 3,158 3,289 8,975 9,245
Insurance 1,869 1,338 5,507 2,246
Travel and entertainment 1,586 2,022 5,032 5,663
Amortization of core deposit intangibles 1,225 1,225 3,677 3,492
Legal and accounting 560 501 2,097 1,814
Goodwill litigation costs 105 1,525 360 2,837
Merger and acquisition costs 18 263 200 1,883
Other 3,695 3,750 9,117 8,092
Total $ 71,520 $ 74,104 $216,074 $209,664

Quarterly non-interest expense decreased as compared to 2007, the result of ongoing cost saving initiatives, while the nine month increase
primarily reflects overall company growth and increasesin FDIC deposit insurance premiums. These deposit insurance premiums are anticipated to
increase further as aresult of recent regulatory revisions.

Income Tax Provision. Sterling recorded afederal and state income tax benefit of $441,000 for the three months ended September 30, 2008, and a
provision of $13.3 million for the three months ended September 30, 2007. Sterling recorded afederal and state income tax provision of $5.2 million
and $37.6 million for the nine months ended September 30, 2008 and 2007, respectively. The effective tax rate for the three months comparative
period was -10% and 33%, respectively, and 21% and 33%, respectively, for the nine month comparative period. The elevated level of loan loss
provisions hasincreased the proportional effect of tax credits, resulting in the decrease in the effective tax rate. Also affecting the 2008 tax rate was
areductionin the FIN 48 allowance for uncertain tax positions. During the quarter ended September 30, 2008, the statute of limitations expired on
an open tax period.
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Financial Position

Assets. At September 30, 2008, Sterling's assets were $12.62 billion, up $473.1 million from $12.15 hillion at December 31, 2007. This growth was
mainly aresult of increasesin the loan portfolio through originations and increases in the investment and MBS portfolio through purchases.

I nvestment Securities and MBS. Sterling's investment and MBS portfolio at September 30, 2008 was $2.28 hillion, an increase of $292.3 million from
the December 31, 2007 balance of $1.99 hillion. The increase was due to purchases exceeding principal repayments and maturities. On

September 30, 2008, the investment and MBS portfolio had an unrealized loss of $49.0 million versus an unrealized loss of $28.4 million at
December 31, 2007, with the decline in market value due to fluctuations in interest rates and the yield curve.

L oans Receivable. At September 30, 2008, net |oans receivable were $9.07 billion, up $126.6 million from $8.95 billion at December 31, 2007. The
increase was due to loan originations exceeding the amount of loan repayments during the period.

The following table sets forth the composition of Sterling'sloan portfolio as of the dates indicated. L oan balances exclude deferred loan origination
costs and fees, and allowances for loan |osses:

September 30, 2008 December 31, 2007
Amount % Amount %
- (Dollars in thousands)

Residential real estate $ 830,811 9.0 $ 703,826 7.8
Multifamily real estate 454,500 49 389,388 43
Commercial real estate 1,352,954 14.6 1,223,036 135
Construction 2,766,895 29.9 2,944,911 324
Consumer — direct 857,003 9.3 798,519 8.8
Consumer — indirect 398,031 43 376,937 41
Commercial banking 2,603,037 28.0 2,639,196 29.1

Gross loans receivable 9,263,231 100.0 9,075,813 100.0
Net deferred origination fees (11,013) (16,480)
Allowance for losses on loans (177,307) (111,026)
L oans receivable, net $9,074,911 $8,948,307
The following table sets forth Sterling's loan originations for the periodsindicated:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
(Dollars in thousands)

Residential real estate $336,392 $ 369,216 $1,123,630 $1,168,755
Multifamily real estate 20,047 13,240 131,949 17,890
Commercial real estate 68,947 67,131 251,864 79,541
Construction 97,222 579,287 519,667 1,849,659
Consumer — direct 72,313 90,440 277,948 267,329
Consumer — indirect 43,819 63,001 159,242 184,926
Commercial banking 120,785 198,317 439,306 796,596

Total loans originated $759,525 $1,380,632 $2,903,606 $4,364,696
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Sterling's bankers are focused on maintaining and devel oping high-quality commercia and consumer customer relationships to build amore
diverse loan portfolio that mitigates the reduction in originations and runoff of residential construction loans.

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

September 30, 2008 December 31, 2007
Amount % Amount %
- (Dollars in thousands)
Interest-bearing checking $ 437,447 5.4 $ 469,428 6.1
Noninterest-bearing checking 924,270 114 898,606 11.7
Savings and money market demand accounts 2,028,035 25.1 2,156,808 28.1
Time deposits 4,683,551 58.1 4,152,930 54.1
Total deposits $8,073,303 100.0 $7,677,772 100.0

Deposit growth was primarily in time deposits, which include brokered deposits. Thisincrease reflects Sterling's ability to accessthisrelatively
attractive funding source, and a shift of funds by Sterling's customers from floating rate to fixed rate depository accounts, aswell asthe
development of new customer relationships.

Borrowings. Deposit accounts are Sterling's primary source of funds. Sterling does, however, rely upon advances from the Federal Home Loan
Bank ("FHLB"), reverse repurchase agreements and other borrowings to fund asset growth and meet deposit withdrawal requirements. During the
nine months ended September 30, 2008, these funding sourcesincreased atotal of $74.0 million, with advances from the FHLB representing the
increase, net of the repayment of $24.0 million of trust preferred securitiesin other borrowings.

Asset and Liability Management

Theresults of operationsfor financial institutions may be materially and adversely affected by changesin prevailing economic conditions,
including rapid changesin interest rates, declinesin real estate market values and the monetary and fiscal policies of the federal government. The
mismatch between maturities, interest rate sensitivities and prepayment characteristics of assets and liabilities, and the changes in each of these
attributes under different interest rate scenarios resultsin interest-rate risk.

Sterling, like most financial institutions, has material interest-rate risk exposure to changes in both short-term and long-term interest rates as well as
variableinterest rate indices. Sterling's results of operations are largely dependent upon its net interest income and its ability to manage itsinterest
raterisk.

Sterling's Asset/Liability Committee ("ALCQO") manages Sterling's interest-rate risk based on interest rate expectations and other factors within
policies and practices approved by the Board of Directors. The principal objective of Sterling's asset and liability management activitiesisto
provide maximum levels of net interest income while maintaining acceptable levels of interest-rate risk and liquidity risk while facilitating Sterling's
funding needs. AL CO manages this process at both the subsidiary and consolidated levels. ALCO measures interest rate risk exposure through
three primary measurements. management of the relationship between itsinterest bearing assets and itsinterest bearing liabilities, interest rate
shock simulations of net interest income, and economic value of equity ("EVE") simulation.

The difference between afinancial institution'sinterest rate sensitive assets (i.e., assets that will mature or reprice within a specific time period) and
interest rate sensitive liabilities (i.e. liabilities that will mature or reprice within the specific time period) is commonly referred to asits "interest rate
sensitivity gap." Aninstitution having more interest rate sensitive assets than interest rate sensitive liabilities within agiven time period is said to
be "asset sensitive," which generally meansthat if interest ratesincrease (other things being equal), acompany's net interest income will increase
and if interest rates decrease (other things being equal), its net interest income will decrease. The oppositeistrue for an institution that isliability
sensitive. Sterling was "asset sensitive" during 2008, with a
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higher level of interest earning assets that were subject to re-pricing faster in the short term than deposits and borrowings.

ALCO usesinterest rate shock simulations of net interest income to measure the effect of changesin interest rates on the net interest income for
Sterling over a12 month period. This simulation consists of measuring the change in net interest income over the next 12 months from a base case
scenario when rates are shocked, in aparallel fashion, up 100 and 200 basis points and down 100 basis points. The base case uses the assumption
of the existing balance sheet and existing interest rates to simulate the base line of net interest income over the next 12 months for the simulation.
The simulation requires numerous assumptions, including relative levels of market interest rates, instantaneous and parallel shiftsintheyield
curve, loan prepayments and reactions of depositorsto changesin interest rates, and should not be relied upon as being indicative of actual or
future results. Further, the analysis does not contemplate actions Sterling may undertake in response to changesin interest rates and market
conditions. The results of this simulation as of September 30, 2008 and December 31, 2007 are included in the following table:

September 30, December 31,
Changein 2008 2007
Interest Rate in % Changein % Changein
Basis Points Net Interest Net Interest
(Rate Shock) Income Income
+200 20 0.1
+100 24 0.1
Static 0.0 0.0
-100 4.2 1.5)

ALCO uses EVE simulation analysis to measure risk in the balance sheet that might not be taken into account in the net interest income simulation
analysis. Whereas net interest income simulation highlights exposure over arelatively 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 val ue of liability cash flows. The discount rates
that are used represent an assumption for the current market rates of each group of assets and liabilities. The difference between the present value
of the asset and liability represents the EVE. Aswith net interest income, thisis used as the base line to measure the change in EVE when interest
rates are shocked, in aparallel fashion, up 100 and 200 basis points and down 100 basis points. Aswith the net interest income simulation model,
EVE simulation analysisis 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 outcomeswithin 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
at September 30, 2008 and December 31, 2007 are included in the following table:

At September 30, At December 31,
2008 2007
Changein
Interest Rate % %
in Basis Points Change Change
(Rate Shock) in EVE in EVE
+200 (14.4) (4.9
+100 (5.8) (1.6)
Static 0.0 0.0
-100 (2.5) 4.3
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Sterling occasionally entersinto customer-related financial derivative transactions primarily consisting of interest rate swaps. Risk exposure from
customer positionsis managed through transactions with other broker dealers. As of September 30, 2008, Sterling has not entered into
asset/liability related derivative transactions as part of managing itsinterest rate risk. However, Sterling continues to consider derivatives,
including interest rate swaps, caps and floors, as aviable alternative in the asset and liability management process.

Liquidity and Capital Resour ces

Sterling's primary sources of funds are borrowingsin the form of customer deposits and wholesale funds from commercial banks, the FHLB, and
the Federal Reserve Bank ("FRB"), the collection of principal and interest primarily from loans, as well asfrom mortgage backed securities, and the
sale of loansinto the secondary market primarily as afunction of Sterling's mortgage banking activities.

Sterling Savings Bank and Golf Savings Bank actively manage their liquidity in an effort to maintain an adequate margin over the level necessary to
support expected and potential loan fundings and deposit withdrawals. Thisis balanced with the need to maximize yield on alternative
investments. The liquidity ratio may vary from time to time, depending on economic conditions, deposit fluctuations and loan funding needs.

Sterling uses whol esal e funds to supplement deposit gathering for funding the origination of loans or purchasing assets such asMBS and
investment securities. These borrowings include advances from the FHL B, reverse repurchase agreements, primary credits and term auction
facilitiesfrom the FRB, and federal funds purchased. Sterling had accessto over $3.0 billion and $1.99 billion of additional liquidity from these
sources as of September 30, 2008 and December 31, 2007, respectively. Sterling Savings Bank and Golf Savings Bank have credit lineswith FHLB
of Seattle that provide for borrowings up to a percentage of each of their total assets, subject to collateralization requirements. At September 30,
2008 and December 31, 2007, these credit lines represented atotal borrowing capacity of $2.95 billion and $2.39 billion, of which $1.30 billion and
$836.3 million was available, respectively. At September 30, 2008 and December 31, 2007, Sterling had $1.15 billion and $1.03 hillion in outstanding
borrowings under reverse repurchase agreements, respectively. Sterling had securities available for additional secured borrowings of
approximately $145.0 million and $163.1 million as of September 30, 2008 and December 31, 2007, respectively. The structure of reverse repurchase
agreementsisto sell investments (generally U.S. agency securities and MBS) under an agreement to buy them back at a specified price at alater
date. These agreements to repurchase are deemed to be borrowings collateralized by the investments and MBS sold. The use of reverse
repurchase agreements may expose Sterling to certain risks not associated with other borrowings, including interest rate risk and the possibility
that additional collateral may haveto be provided if the market value of the pledged collateral declines. Sterling also had $29.0 million and

$151.7 million of federal funds purchased, which are short term borrowings from correspondent banks and the Federal Reserve, as of September 30,
2008 and December 31, 2007, respectively. During the first quarter of 2008, in an effort to increase liquidity in the banking system, the Federal
Reserve lowered the rate of borrowings from its discount window to 25 basis points above the federal funds target rate, lengthened the term of
these borrowings, and broadened the range of collateral that it was willing to accept. Sterling has utilized this source of fundsto the extent that
these funds are more competitive than other sources.

Sterling, on a parent company-only basis, had cash of approximately $12.1 million and $33.7 million at September 30, 2008 and December 31, 2007,
respectively. At both September 30, 2008 and December 31, 2007, Sterling had an investment of $175.1 million in the preferred stock of Sterling
Savings Bank. At September 30, 2008 and December 31, 2007, Sterling had an investment in the common stock of Sterling Savings Bank of
$865.8 million, and in Golf Savings Bank of $35.7 million and $31.7 million, respectively. Sterling received cash dividends from Sterling Savings
Bank of $28.6 million and $26.5 million during the nine months ended September 30, 2008 and 2007, respectively. These resources contributed to
Sterling's ability to meet its operating needs, including interest expense on its long-term debt and the payment of dividends. Sterling Savings
Bank's ability to pay dividendsislimited by its earnings, financial condition, capital requirements, and capital distribution regulations. In
September 2008, Sterling terminated its revolving credit agreement with Wells Fargo Bank, N.A. because Sterling had not used the facility during
2008 and the cost of maintaining the facility outweighed the benefit of having it available.
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Although general market trends in connection with the current distressin financial markets may impact the availability of wholesale funds from
commercia banks and other sources of liquidity, Sterling believesthat it has and will continue to have sufficient accessto liquidity and capital to
maintain current levels of operations and estimates that its current accessto liquidity would allow it to fund operations without depending on
wholesale funds from other commercial banks for three to four yearsif necessary. See "Other Information — Risk Factors."

Off-Balance Sheet Arrangements and Aggr egate Contractual Obligations

Sterling, in the conduct of ordinary business operations routinely entersinto contracts for services. These contracts may require payment for
servicesto be provided in the future and may also contain penalty clauses for the early termination of the contracts. Sterling is also party to
financial instruments with off-balance sheet risk in the normal course of business to meet the financing needs of its customers. These financial
instruments include commitments to extend credit and standby letters of credit. Management does not believe that these off-bal ance sheet
arrangements have amaterial current effect on Sterling's financial condition, changesin financial condition, revenues or expenses, results of
operations, liquidity, capital expenditures or capital resources but thereis no assurance that such arrangements will not have a future effect.

As of September 30, 2008 and December 31, 2007, the reserve for unfunded commitments was $6.4 million and $6.3 million, respectively. The
adequacy of the reserve for unfunded commitmentsis evaluated on a quarterly basis.

As part of its mortgage banking activities, Sterling issuesinterest rate lock commitments to prospective borrowers on residential mortgage loan
applications. Pricing for the sale of these loansisfixed with various qualified investors under both non-binding ("best-efforts") and binding
("mandatory") delivery programs. For mandatory delivery programs, Sterling hedgesinterest rate risk by entering into offsetting forward sale
agreements on MBS with third parties. Risksinherent in mandatory delivery programsinclude therisk that if Sterling does not close the loans
subject to interest rate lock commitments, it is nevertheless obligated to deliver MBS to the counterparty under the forward sale agreement.
Sterling could incur significant costsin acquiring replacement loans or MBS and such costs could have amaterial adverse effect on mortgage
banking operations in future periods.

Interest rate lock commitments and loan delivery commitments are off balance sheet commitments that are considered to be derivatives. As of
September 30, 2008, Sterling had interest rate lock commitments of $28.1 million and $33.0 million of warehouse loans held for sale that were not
committed to investors, Sterling held offsetting forward sale agreements on MBS valued at $56.0 million. In addition Sterling had mandatory
delivery commitments to sell mortgage loansto investors valued at $6.1 million as of September 30, 2008. As of December 31, 2007, Sterling did not
have any loans subject to interest rate lock commitments under mandatory delivery programs. As of September 30, 2008 and December 31, 2007,
Sterling had entered into best efforts forward commitmentsto sell $82.8 million and $41.3 million of mortgage loans, respectively.

Sterling entersinto interest rate swap derivative contracts with customers. The interest rate risk on these contractsis offset by entering into
comparable broker dealer swaps. These contracts are carried as an offsetting asset and liability at fair value, and as of September 30, 2008 and
December 31, 2007, were $2.3 million and $1.6 million, respectively.
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Capital

Sterling's total shareholders' equity decreased $4.9 million during the nine months ended September 30, 2008 from $1.19 billion at December 31,
2007, astheincrease in the unrealized loss on the mortgage backed securities portfolio outpaced additions to equity from earnings retention and
the administration of certain employee benefits.

At September 30, 2008 and December 31, 2007, Sterling had an unrealized loss of $49.0 million and $28.4 million, respectively, on investment
securitiesand MBS classified as available for sale. Fluctuationsin prevailing interest rates continue to cause volatility in this component of
accumulated comprehensive income or lossin shareholders' equity and may continue to do so in future periods. Shareholders' equity was 9.4% of
total assets at September 30, 2008 compared with 9.8% at December 31, 2007.

Sterling has outstanding various series of capital securities ("Trust Preferred Securities") issued to investors. The Trust Preferred Securities are
treated as debt of Sterling, and can qualify as Tier 1 capital, subject to certain limitations.

Sterling, Sterling Savings Bank and Golf Savings Bank are required by applicable regulations to maintain certain minimum capital levels. Sterling's
management intends to enhance the capital resources and regulatory capital ratios of Sterling and its banking subsidiaries through the retention of
an adeguate amount of earnings and the management of the level and mix of assets, although there can be no assurance in thisregard. At
September 30, 2008, each of the companies exceeded all such regulatory capital requirements and were "well capitalized" pursuant to such
regulations. The following table sets forth their respective capital positions at September 30, 2008:

Minimum Capital Well-Capitalized
Requirements Requirements Actual
Amount Ratio Amount Ratio Amount Ratio

(Dollars in thousands)
Tier 1 leverage (to average assets)

Sterling $490,512 4.0% $ 613,140 5.0% $ 979,713 8.0%

Sterling Savings Bank 472,119 4.0% 590,149 5.0% 936,177 7.9%

Golf Savings Bank 18,019 4.0% 22,523 5.0% 33,816 7.5%
Tier 1 (to risk-weighted assets)

Sterling 404,557 4.0% 606,835 6.0% 979,713 9.7%

Sterling Savings Bank 393,029 4.0% 589,543 6.0% 936,177 9.5%

Golf Savings Bank 12,303 4.0% 18,454 6.0% 33,764 11.0%
Total (to risk-weighted assets)

Sterling 809,114 8.0% 1,011,392 10.0% 1,109,844 11.0%

Sterling Savings Bank 786,057 8.0% 982,571 10.0% 1,062,697 10.8%

Golf Savings Bank 24,605 8.0% 30,757 10.0% 37,614 12.3%

Sterling's management believesthat Sterling is eligible to participate in the CPP program administered by the UST and has submitted a preliminary
application to the Federal Reserve and the FDIC seeking approval to participate. There can be no assurance that the Federal Reserve, the FDIC or
the UST will deem Sterling eligible to participate, but if Sterling is eligible, Sterling anticipates that participation in the program would provide
Sterling with a significant source of capital. See "- Regulation and Compliance."

Goodwill Litigation

In April 2008, the U.S. Government appealed the U.S. Court of Federal Claim's February 19, 2008 ruling that awarded damages to Sterling in the
amount of $1.05 million resulting from Sterling's lawsuit against the U.S. Government for breach of contract with respect to the loss of goodwill
treatment and other mattersrelating to Sterling's past acquisitions of troubled thrift institutions. Sterling filed a notice of cross appeal. The
Government subsequently withdrew its appeal, |eaving as the sole issue for appellate consideration the sufficiency of the damages award to
Sterling. Sterling and the Government have agreed to mediate thisissue with a different judge of the U.S.
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Court of Federal Claims acting as aneutral mediator. The mediation is set to begin in late November, 2008. It is not possible to predict whether, or
at what amount, the parties may come to terms of settlement.

New Accounting Pronouncements

In September 2006, the Emerging Issues Task Force ("EITF") reached a consensus on Issue No. 06-4, "Accounting for Deferred Compensation and
Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements.” Under the provisions of EITF Issue No. 06-4, Sterling
recognizes the amount that is owed current or former employees under split dollar BOLI. Sterling adopted the EITF 06-4 effective January 1, 2008,
which resulted in acumulative charge of $2.1 million to retained earnings.

In September 2006, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting Standards ("FAS") No. 157, "Fair
Value Measurements' ("FAS 157"). FAS 157 defines fair value, establishes aframework for measuring fair value and expands disclosures about fair
value measurements. In September 2008, FASB Staff Position ("FSP") FAS 157-3, "Determining the Fair Vaue of Financial Assets when the Market
for that Asset isnot Marketable," provided additional valuation guidance for illiquid and distressed market conditions. In February 2007, FASB
issued FAS 159, "The Fair Value Option for Financial Assetsand Financial Liabilities' ("FAS 159"). FAS 159 provides afair value measurement
election for many financia instruments, on an instrument by instrument basis. Both FAS 157 and 159 became effective for Sterling as of January 1,
2008. See Note 10 for adiscussion of their impact. Sterling applied FAS 159 to itsloans held for sale in order to match changes in the value of the
loans with the value of their economic hedges without having to apply complex hedge accounting.

In November 2007, the SEC issued Staff Accounting Bulletin 109, "Written Loan Commitments Recorded at Fair Value Through Earnings,” ("SAB
109") regarding the valuation of loan commitments. SAB 109 supersedes SAB 105, and states that in measuring the fair value of a derivative loan
commitment, the expected net future cash flows related to the associated servicing of the loan should be included in the measurement of all written
loan commitments that are accounted for at fair value through earnings. SAB 109 was effective for Sterling as of January 1, 2008. See Note 9 of
"Notes to Consolidated Financial Statements."

In March 2008, the FASB issued FAS 161, "Disclosures about Derivative Instruments and Hedging Activities," an amendment of FAS 133. FAS 161
requires enhanced disclosures about how and why an entity uses derivative instruments, how derivative instruments and related hedged items are
accounted for under FAS 133 and related interpretations, and how derivative instruments and related hedged items affect an entity's financial
position, financia performance, and cash flows. FAS 161 is effective for Sterling as of December 31, 2008. Sterling is currently evaluating the
impact of FAS 161.

Regulation and Compliance

Sterling is subject to many laws and regul ations applicable to banking activities. As a bank holding company, Sterling is subject to comprehensive
examination and regulation by the Federal Reserve. Sterling Savings Bank, as a Washington State-chartered bank, and Golf Savings Bank, asa
Washington State-chartered savings bank, are subject to comprehensive regulation and examination by the Washington Supervisor and the FDIC.
Sterling Savings Bank and Golf Savings Bank are further subject to Federal Reserve regulations related to deposit reserves and certain other
matters.

On October 3, 2008, in response to upheaval within the financial markets, the President signed into law the Emergency Economic Stabilization Act
of 2008 (the "Act"), which authorized the United States Department of Treasury (the "UST") to establish the Troubled Assets Relief Program
("TARP") to purchase "troubled assets" held by financial institutions. Under the TARP program the UST is authorized to purchase, and to make
and fund commitments to purchase, troubled assets from any financial institution, on such terms and conditions as are determined by the UST.
The purpose of this program isto restore confidence and stability to the financial markets and to encourage the flow of credit within the financial
system.

On October 14, 2008, the UST announced the terms of the TARP Capital Purchase Program ("CPP"), through which the UST will make capital
investments in banking institutions by purchasing senior preferred shares.
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Theterms of the CPP program are standardized and any qualifying financial institution may elect to participate by notifying its federal banking
agency by November 14, 2008, 5:00 p.m. Only institutions determined to be eligible for CPP by the UST and the financial institution's primary
federal regulator will be allowed to participate. Once the eligible institutions are sel ected, the UST will determine the allocations of capital to each
institution and has announced that it will fund the purchase of the preferred stock no later than December 31, 2008.

Theterms of the CPP program have been announced as follows:

Participating institutions will be required to subscribe for no less than the minimum subscription amount of 1 percent of their risk-weighted assets.
The maximum subscription amount to be allowed is the lesser of $25 hillion or 3 percent of risk-weighted assets.

The senior preferred sharesto beissued to the UST pursuant to the program will qualify as Tier 1 capital and will rank senior to common stock.
The senior preferred shares will be pari passu, or equal in priority to, existing preferred shares, other than preferred shares which by their terms
rank junior to any other existing preferred shares. The senior preferred shareswill pay a cumulative dividend rate of 5 percent per annum for the
first five years and will reset to arate of 9 percent per annum after year five. The senior preferred shares will generally be non-voting, but will retain
class voting rights on matters that could adversely affect the shares. The senior preferred shareswill be callable at par after three years. Prior to the
end of three years, the senior preferred shares may be redeemed with the proceeds from a qualifying equity offering of any Tier 1 perpetual
preferred or common stock. The UST may also transfer the senior preferred sharesto athird party at any time.

In conjunction with the purchase of senior preferred shares, the UST will receive warrants to purchase common stock with an aggregate market
price equal to 15 percent of the senior preferred investment. The per share exercise price of the shares underlying the warrants will be the market
price of the participating institution's common stock at the time of issuance, calculated on a 20-trading day trailing average.

Companies participating in the program are required to adopt the UST standards for executive compensation and corporate governance, for the
period during which the UST holds equity issued under this program. These standards generally apply to the chief executive officer, chief financial
officer, plusthe next three most highly compensated executive officers. These standards require participating institutions to: (1) ensure that
incentive compensation for senior executives does not encourage unnecessary and excessive risks that threaten the value of the financial
institution; (2) require clawback of any bonus or incentive compensation paid to a senior executive based on statements of earnings, gains or other
criteriathat are later proven to be materially inaccurate; (3) prohibit making any golden parachute payment to a senior executive based on the
Internal Revenue Code provision; and (4) agree not to deduct for tax purposes executive compensation in excess of $500,000 for each senior
executive.

Sterling's management believesthat Sterling is eligible to participate in the CPP program and has submitted a preliminary application to the Federal
Reserve and the FDIC seeking their recommendation that the UST approve Sterling's participation. There can be no assurance whether or not
Sterling will be deemed eligible to participate by the Federal Reserve, the FDIC or the UST.

Forward-L ooking Statements

From timeto time, Sterling and its senior managers have made and will make forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. Such statements may be contained in thisreport and in other documents that Sterling files with the
Securities and Exchange Commission. Such statements may also be made by Sterling and its senior managersin oral or written presentationsto
analysts, investors, the media and others. Forward-looking statements can be identified by the fact that they do not relate strictly to historical or
current facts. Also, forward-looking statements can generally be identified by words such as "may," "could," "should," "would," "believe,"
"anticipate,” "estimate,” "seek," "expect," "intend," "plan" and similar expressions.

Forward-looking statements provide management's expectations or predictions of future conditions, events or results. They are not guarantees of
future performance. By their nature, forward-looking statements are subject to
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risks and uncertainties. These statements speak only as of the date they are made. Sterling does not undertake to update forward-looking
statements to reflect the impact of circumstances or eventsthat arise after the date the forward-looking statements were made. There are a number
of factors, many of which are beyond Sterling's control that could cause actual conditions, events or resultsto differ significantly from those
described in the forward-looking statements. These factors, some of which are discussed elsewhere in thisreport, include:

. 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 Sterling;

. the willingness of customers to substitute competitors' products and services for Sterling's products and services;
. Sterling's success in gaining regulatory approvals, when required;

. technological and management changes;

. growth and acquisition strategies;

. Sterling'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 economiesin which Sterling conductsiits operations; and

. Sterling's success at managing the risksinvolved in the foregoing.

Item 3 Quantitative and Qualitative Disclosures About Market Risk

For adiscussion of Sterling's market risks, see "Management's Discussion and Analysis — Asset and Liability Management.”

Item 4 Controlsand Procedures

Disclosure Controlsand 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 eval uation, 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 effectivein
recording, processing, summarizing and reporting, on atimely basis, information required to be disclosed by Sterling in the reportsthat it files or
submits under the Exchange Act.
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Changesin Internal Control Over Financial Reporting

There were no changesin Sterling's internal control over financial reporting that occurred during the fiscal quarter to which thisreport relates that
have materially affected, or are reasonably likely to materially affect, Sterling'sinternal control over financial reporting.
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STERLING FINANCIAL CORPORATION
PART Il — Other Information

Item 1 L egal Proceedings

There are no material pending legal proceedings to which Sterling isaparty, or to which any of its property is subject, other than ordinary routine
litigation incidental to the business of banking. No material lossis expected from any of such pending claims or lawsuits.

Item la Risk Factors

Y ou should carefully consider the risks and uncertainties we describe both in this Report and in our Annual Report on Form 10-K for the fiscal
year ended December 31, 2007, 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 areimmaterial, 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.

Current market devel opments may adver sely affect our industry, business, results of operations and access to capital.

Dramatic declinesin the housing market over the past year, with falling home prices and increasing forecl osures and unemployment, have resulted
in significant write-downs of asset values by financial institutions, including government-sponsored entities aswell as major commercial and
investment banks. These write-downs, initially of mortgage-backed securities but spreading to credit default swaps and other derivative securities,
in turn have caused many financial institutions to seek additional capital, to merge with larger and stronger institutions and, in some cases, to fail.
Reflecting concern about the stability of the financial markets generally and the strength of counterparties, many lenders and institutional
investors have ceased to provide funding to even the most credit-worthy borrowers or to other financial institutions. The resulting lack of
available credit and lack of confidence in the financial markets could materially and adversely affect our financial condition and results of
operations and our access to capital. In particular, we may face the following risksin connection with these events:

. Market developments may affect consumer confidence levels and may cause declinesin credit card usage and adverse changesin
payment patterns, causing increases in delinquencies and default rates.

. 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 capabl e of accurate estimation.

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

. 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 disruptionsin 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 devel opments have significantly depleted the
insurance fund of the FDIC and reduced the ratio of reservesto insured deposits.

. Competition in our industry could intensify as aresult of the increasing consolidation of financial services companiesin 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.
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Current levels of market volatility are unprecedented.

The capital and credit markets have been experiencing volatility and disruption for more than 12 months. In recent weeks, the volatility and
disruption has reached unprecedented levels. 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. If current levels of market disruption and volatility continue or
worsen, there can be no assurance that we will not experience an adverse effect, which may be material, on our ability to access capital and on our
business, financial condition and results of operations.

The soundness of other financial institutions could adversely affect us.

Our ahility to engage in routine funding transactions could be adversely affected by the actions and commercial soundness of other financial
servicesinstitutions. Financial servicesinstitutions are interrelated as aresult of trading, clearing, counterparty, or other relationships. We have
exposure to many different industries and counterparties, and we routinely execute transactions with counterparties in the financial services
industry, including brokers and dealers, commercial banks, investment banks, mutual and hedge funds, and other institutional clients, resulting in a
significant credit concentration with respect to the financial servicesindustry overall. Asaresult, defaults by, or even rumors or questions about,
one or more financial servicesinstitutions, or the financial servicesindustry generally, have led to market-wide liquidity problems and could lead to
losses or defaults by us or by other institutions.

Item 2 Unregistered Sales of Equity Securitiesand Use of Proceeds
Not applicable.

Item 3 Defaults Upon Senior Securities

Not applicable.

Item 4 Submission of Mattersto a Vote of Security Holders
Not applicable.

Item 5 Other Information

Not applicable.

Item 6 Exhibits
The exhibitsfiled 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)

November 7, 2008
Date

By: /s/ Robert G. Butterfield
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 herewith.

3.2 Amended and Restated Bylaws of Sterling. Filed as Exhibit 3.1 to Sterling's current report on Form 8-K filed December 21, 2007, and
incorporated by reference herein.

4.1 Referenceis madeto Exhibits 3.1 and 3.2.

4.2  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.

(Back To Top)

Section 2: EX-3.1 (EX-3.1)

Exhibit 3.1

ARTICLES OF RESTATEMENT
OF
RESTATED
ARTICLES OF INCORPORATION
OF STERLING FINANCIAL CORPORATION

The undersigned officer of Sterling Financial Corporation (the "Corporation™), on behalf of the Corporation does hereby certify that the
following correctly set forth the Restated Articles of Incorporation of the Corporation. These Restated Articles of Incorporation shall completely
supersede the Corporation's Restated Articles of Incorporation and Articles of Amendment of Restated Articles of Incorporation.

Articlel

The name of the Corporation is Sterling Financial Corporation.

Articlell
The principal place of business of the Corporation shall bein the City of Spokane, Spokane County, Washington.

Articlelll

The purpose of this Corporation isto serve as a holding company and to transact such other business and perform such other acts as are
permitted under federal law or the law of the State of Washington as such laws are now in effect or at any timein the future may be amended.

Article IV
The duration of the Corporation shall be perpetual.

ArticleV

Thetotal number of shares of stock which the Corporation shall have the authority to issue is one hundred and ten million (110,000,000), of
which one hundred million shall be Common Stock having a par value of One Dollar ($1.00) per share and ten million (10,000,000) shall be Preferred
Stock having a par value of One Dollar ($1.00) per share. Cumulative voting rights shall not exist with respect to shares of stock or securities
converted into shares of stock of the Corporation. The Board of Directorsis hereby authorized, subject to the limitations prescribed by law and the
provisions hereof, at its option, from time to time, to divide al or any part of the Preferred Stock into series thereof, to establish from time to time
the number of sharesto beincluded in any such series, and to fix the designation, powers, preferences and rights of the shares of each such series
and qualifications, limitations or restrictions thereof, and to determine variations, if any, between any series so established asto all matters,



including, but not limited to, the determination of the following:




(a) the number of shares constituting each such series and the distinctive designation of such series;
(b) the rate of dividend, if any, and whether dividends shall be cumulative or noncumulative;

(c) whether or not such series shall be redeemable and, if so, the terms and conditions upon which shares of such series shall be redeemable,
including the date or dates after which they shall be redeemable, and the amount per share payable in case of redemption, which amount may vary
under different conditions and at different redemption dates;

(d) the extent, if any, to which such series shall have the benefit of any sinking fund provisions for redemption or purchase of shares;

(e) therights, if any, of such seriesin the event of dissolution of the Corporation or upon any distribution of the assets of the Corporation,
including with respect to voluntary or involuntary liquidation, dissolution or winding up of the Corporation, and the relative rights of priority, if
any, of payment of shares of such series;

(f) whether or not the Shares of such series shall be convertible and, if so, the terms and conditions of which shares of such series shall be so
convertible; and

(9) such other powers, designations, preferences and relative participating, optional or other special rights and such qualifications, limitations
or restrictions thereon to the extent permitted by law.

Article VI
Theregistered agent of this Corporation and the street address of the registered office of this Corporation are as follows:

Registered Agent Address
Eleven-Fourteen, Inc. 1100 U.S. Bank Building

422 West Riverside Avenue
Spokane, WA 99201-0390

Article VII
Shareholders of this Corporation shall not have preemptive rights to acquire additional shares offered for sale by this Corporation.

Article VIII

Shareholders of this Corporation shall not have cumulative voting rights.
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Article IX

Theterm of each director of the Corporation shall be for one year. Each director shall hold office until the next annual meeting of shareholders
following hisor her election and until his or her successor isduly elected and qualified; provided that any director who was elected for athree-
year term under aprior version of this Article I X shall continue to hold office for the balance of the term for which he or she was elected and until
his or her successor isduly elected and qualified.

Article X

A director of the Corporation shall not be personally liable to the Corporation or its shareholders for monetary damages arising from any
conduct as adirector, except for liability of the director for (i) acts or omissions that involve intentional misconduct or aknowing violation of law
by the director, (ii) conduct which violates RCW 23B.08.310 of the Washington Business Corporation Act, pertaining to unpermitted distributions
to shareholders, or (iii) any transaction from which the director will personally receive a benefit in money, property or services to which the director
isnot legally entitled. Should the Washington Business Corporation Act be amended to authorize corporate action further eliminating or limiting
the personal liability of directors, then the liability of adirector of the Corporation shall be so amended. Any repeal or modification of the foregoing
paragraph by the shareholders of the Corporation shall not adversely affect any right or protection of adirector of the Corporation existing at the
time of such repeal or modification.

Atrticle XI

To thefullest extent allowed by applicable laws existing from time to time, any person may, and directors and officers shall, be indemnified or
reimbursed by the Corporation for reasonable expenses (including attorneys' fees) actually incurred in connection with any threatened, pending or
completed action, suit or proceeding, whether civil, criminal, administrative or investigative to which he/she or they shall be made a party or
threatened to be made a party by reason of his’her being or having been a director, officer, employee or agent of the Corporation or of any firm,
corporation, employee benefit plan or other organization which; he/she served in any such capacity at the request of the Corporation; provided,
however, that no such person shall be so indemnified or reimbursed (1) in relation to any matter in such action, suit or proceeding asto which
he/she shall finally be adjudged to have been guilty or liable for gross negligence, willful misconduct or criminal actsin the performance of his/her
dutiesto the Corporation; or (2) in relation to any matter in such action, suit or proceeding which has been made the subject of acompromise
settlement except with the approval of (a) acourt of competent jurisdiction, (b) the holders of record of amajority of the outstanding shares of the
Corporation, or (c) the Board of Directors, acting by vote of amajority of directors not partiesto the same or substantially the same action, suit or
proceeding, whether or not such amajority constitutes aquorum. The foregoing right of indemnification or reimbursement shall not be exclusive of
other rights to which such person, his/her heirs, executors or administrators may be entitled as amatter of law. Those persons indemnified
hereunder shall be deemed to include the heirs, legal representatives, executors and administrators of such person.
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The Corporation shall pay the expenses (including attorneys' fees) incurred in defending acivil or criminal action, suit or proceeding. The
director, officer, employee or agent must repay such amount, however, if it shall ultimately be determined that he/she is not entitled to be
indemnified by the Corporation as authorized in this section.

Article XII
The name and address of the incorporator is:
Name Address
Eleven-Fourteen, Inc. 1100 U.S. Bank Building

422 West Riverside Avenue
Spokane, WA 99201-0390

IN WITNESS WHEREOF, the Corporation has caused these Restated Articles of Incorporation to be executed this 4th day of November, 2008.
STERLING FINANCIAL CORPORATION

By /d/ Danid G. Bryne
Daniel G. Byrne,
Executive Vice President,
Assistant Secretary and
Principal Financial Officer

(Back To Top) *
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Exhibit 31.1

Certification of Principal Executive Officer

I, Harold B. Gilkey, certify that:

1. | havereviewed this quarterly report on Form 10-Q of Sterling Financial Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state amaterial fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by thisreport;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.  Theregistrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(€)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by otherswithin those entities, particularly during the period in which this report is being prepared,;

b)  Designed suchinternal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonabl e assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

c¢) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

d) Disclosedin thisreport any change in the registrant'sinternal control over financial reporting that occurred during the registrant's most
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant'sinternal control over financial reporting; and

5. Theregistrant's other certifying officer and | have disclosed, based on our most recent eval uation of internal control over financial reporting,
to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a)  All significant deficiencies and material weaknessesin the design or operation of internal control over financial reporting which are



reasonable likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b)  Any fraud, whether or not material, that involves management or other employees who have asignificant role in the registrant's internal
control over financial reporting.

Dated:November 7, 2008 By: /¢ Harold B. Gilkey

Harold B. Gilkey
Chairman and Chief Executive Officer

(Back To Top)
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Exhibit 31.2
Certification of Principa Financial Officer

|, Daniel G. Byrne, certify that:

1. | havereviewed this quarterly report on Form 10-Q of Sterling Financial Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state amaterial fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by thisreport;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.  Theregistrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(€)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared,;

b)  Designed suchinternal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonabl e assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

c¢) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

d) Disclosedin thisreport any change in the registrant'sinternal control over financial reporting that occurred during the registrant's most
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant'sinternal control over financial reporting; and

5. Theregistrant's other certifying officer and | have disclosed, based on our most recent eval uation of internal control over financial reporting,
to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a)  All significant deficiencies and material weaknessesin the design or operation of internal control over financial reporting which are
reasonable likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b)  Any fraud, whether or not material, that involves management or other employees who have asignificant role in the registrant's internal
control over financial reporting.

Dated: November 7, 2008 By: /¢ Danid G. Byrne

Danidl G. Byrne
Executive Vice President, Assistant Secretary, and
Chief Financial Officer
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Exhibit 32.1
Certification of Principal Executive Officer
Pursuant to 18 U.S.C. Section 1350

In connection with the accompanying Report on Form 10-Q of Sterling Financial Corporation ("Sterling") for the period ended September 30, 2008
asfiled with the Securities and Exchange Commission on the date hereof (the "Report"), I, Harold B. Gilkey, Chief Executive Officer of Sterling,
hereby certify, pursuant to 18 U.S.C. 81350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

1)  TheReport fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

2)  Theinformation contained in the Report fairly presents, in al material respects, the financial condition and results of operations of the
Company.

Dated: November 7, 2008 By: /¢ Harold B. Gilkey
Harold B. Gilkey
Chairman and Chief Executive Officer

This certification accompanies each Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent required
by the Sarbanes-Oxley Act of 2002, be deemed filed by Sterling for purposes of Section 18 of the Securities Exchange Act of 1934, as amended.

A signed original of thiswritten statement required by Section 906 has been provided to Sterling and will be retained by Sterling and furnished to
the Securities and Exchange Commission upon request.
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Exhibit 32.2
Certification of Principa Financial Officer
Pursuant to 18 U.S.C. Section 1350

In connection with the accompanying Report on Form 10-Q of Sterling Financial Corporation ("Sterling") for the period ended September 30, 2008
asfiled with the Securities and Exchange Commission on the date hereof (the "Report"), I, Daniel G. Byrne, Principal Financial Officer of Sterling,
hereby certify, pursuant to 18 U.S.C. 81350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

1)  TheReport fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

2)  Theinformation contained in the Report fairly presents, in al material respects, the financial condition and results of operations of the
Company.

Dated: November 7, 2008 By: /¢ Danie G. Byrne
Danidl G. Byrne
Executive Vice President, Assistant Secretary, and
Chief Financial Officer

This certification accompanies each Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent required
by the Sarbanes-Oxley Act of 2002, be deemed filed by Sterling for purposes of Section 18 of the Securities Exchange Act of 1934, as amended.

A signed original of thiswritten statement required by Section 906 has been provided to Sterling and will be retained by Sterling and furnished to
the Securities and Exchange Commission upon request.
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