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PROSPECTUS SUPPLEMENT

(To Prospectus dated November 1, 2011)

5,738,637 Shares

Sterling Financial Corporation

Common Stock

This is an offering of 5,738,637 shares of the common stock of Sterling Financial Corporation by the United States Department of the Treasury,
the selling shareholder identified in this Prospectus Supplement ( Treasury ). Treasury originally acquired the shares on August 26, 2010 as part
of a recapitalization transaction in exchange for 303,000 shares of our Fixed Rate Cumulative Perpetual Stock, Series A, previously held by
Treasury, plus accrued and unpaid dividends thereon. We will not receive any proceeds from the sale of shares held by Treasury.

Our common stock is traded on the NASDAQ Capital Market under the symbol STSA. On August 13, 2012, the last reported sales price of our
common stock on the NASDAQ Capital Market was $20.15 per share.

The shares of our common stock offered pursuant to this Prospectus Supplement are subject to transfer restrictions related to the preservation of
certain going-forward tax benefits and other restrictions, subject to certain exceptions. These restrictions are designed to prevent you from
acquiring, directly or indirectly, beneficial ownership of 4.95 percent or more of our common stock or certain other of our securities, subject to a
number of exceptions. Beneficial ownership will be determined pursuant to the tax law and generally may include synthetic or derivative
exposure to our securities or certain interests in investment vehicles or other entities that themselves beneficially own our securities. Any direct
or indirect attempted transfer of our shares in violation of the transfer restrictions would be void as of the date of the prohibited transfer as to the
purported transferee, and the purported transferee would not be recognized as the owner of the shares acquired in violation of the transfer
restrictions. Subject to certain exceptions, these transfer restrictions apply to all transfers, including transfers by the underwriters in connection
with this offering. In the event that you own or acquire more than 4.95 percent of our shares, these restrictions will prevent you from disposing
of our shares unless certain conditions apply. Furthermore, you will be restricted in your ability to transfer shares to another investor if that
transfer would result in such investor owning in excess of 4.95 percent of our outstanding shares. See Prospectus Supplement Summary Transfer
Restrictions and Rights Plan on page S-1.
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Investing in our common stock involves risks. See Risk Factors beginning on page S-4 of this Prospectus
Supplement.

Per
Share Total
Price to the public $20.00 $ 114,772,740.00
Underwriting discounts and commissions $ 025 $ 1,434,659.25
Proceeds to the selling shareholder (before expenses) $19.75 $113,338,080.75

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
passed upon the adequacy or accuracy of this Prospectus Supplement. Any representation to the contrary is a criminal offense.

These securities are not savings accounts, deposits or other obligations of any bank and are not insured or guaranteed by the Federal Deposit
Insurance Corporation (the FDIC ), the Deposit Insurance Fund or any other governmental agency or instrumentality.

The underwriters expect to deliver the shares on or about August 20, 2012.

FBR Sandler O Neill + Partners, L.P.

Prospectus Supplement dated August 14, 2012
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We have not authorized anyone to provide any information or to make any representation other than those contained or incorporated by
reference in this Prospectus Supplement and the accompanying Prospectus or in any free writing prospectuses we have prepared or to which we
have referred you. We take no responsibility for, and can provide no assurance as to the reliability of, any other information that others may give
you. We are not making an offer of these securities in any state where the offer is not permitted. The information contained in this Prospectus
Supplement and the accompanying Prospectus or incorporated by reference herein or contained in any free writing prospectus is current only as
of its respective date. This Prospectus Supplement and the accompanying Prospectus constitute an offer to sell our common stock offered
hereby, but only under circumstances and in jurisdictions where it is lawful to do so.

Neither we, Treasury, nor the underwriters, nor any of our officers, directors, agents or representatives, makes any representation to you about
the legality of an investment in our securities. You should not interpret the contents of this Prospectus Supplement, the accompanying
Prospectus and the documents incorporated by reference herein to be legal, business, investment or tax advice. You should consult with your
own advisors for that type of advice and consult with them about the legal, tax, business, financial and other issues that you consider before
investing in our securities.

It is important for you to read and consider all of the information contained in this Prospectus Supplement, the accompanying Prospectus, the
documents incorporated by reference herein and any free writing prospectus we have prepared or to which we have referred you, in their entirety
before making any investment decision with respect to our securities. You also should read and consider the information in the documents to
which we have referred you in the sections entitled Where You Can Find More Information and Incorporation of Certain Information by
Reference.

References to Sterling, the Company, we, our, or us in this Prospectus Supplement and the accompanying Prospectus refer to Sterling Finan
Corporation, a Washington corporation, and its consolidated subsidiaries on a combined basis, unless otherwise specified or the context

otherwise requires. References to Sterling Savings Bank refer to our subsidiary Sterling Savings Bank, a Washington state-chartered commercial

bank. References to our subsidiary bank or our banking subsidiary refer to Sterling Savings Bank.
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ABOUT THIS PROSPECTUS SUPPLEMENT

This document is in two parts. The first part is this Prospectus Supplement, which describes the specific terms of the offering of common stock
and also adds to and updates information contained in the accompanying Prospectus and the documents incorporated by reference into this
Prospectus Supplement and the accompanying Prospectus. The second part is the accompanying Prospectus dated November 1, 2011, which
gives more general information. Generally, when we refer to this Prospectus, we are referring to all the parts of this document combined. If the
description of the offering varies between this Prospectus Supplement and the accompanying Prospectus you should rely on the information in
this Prospectus Supplement.

INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

The SEC allows us to incorporate by reference into this Prospectus Supplement information in other documents we file with the SEC, which
means that we can disclose important information to you by referring you to those documents. The information incorporated by reference is an
important part of this Prospectus Supplement and the accompanying Prospectus. We incorporate by reference the documents listed below and all
documents we file pursuant to Section 13(a), 13(c), 14, or 15(d) of the Securities Exchange Act of 1934, as amended (the Exchange Act ), on or
after the date of this Prospectus Supplement or the accompanying Prospectus and prior to the termination of the offering under this Prospectus
Supplement and the accompanying Prospectus (other than, in each case, documents or information deemed to have been furnished and not filed
in accordance with SEC rules). In addition, all filings filed by us pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act after the date
of the initial registration statement and prior to effectiveness of the registration statement shall be deemed to be incorporated by reference into
this Prospectus Supplement and the accompanying Prospectus and are considered part of this Prospectus Supplement and the accompanying
Prospectus from the date that we file that document. Any statement in a document incorporated by reference into this Prospectus Supplement
and the accompanying Prospectus will be deemed to be modified or superseded for purposes of this Prospectus Supplement and the
accompanying Prospectus to the extent a statement contained in this or any other subsequently filed document that is incorporated by reference
into this Prospectus Supplement and the accompanying Prospectus modifies or supersedes such statement. Any statement so modified or
superseded will be not deemed, except as so modified or superseded, to constitute a part of this Prospectus Supplement and the accompanying
Prospectus.

Our Annual Report on Form 10-K for the year ended December 31, 2011.

Our Definitive Proxy Statement on Schedule 14A filed on March 15, 2012.

Our Quarterly Reports on Form 10-Q for the quarters ended March 31, 2012 and June 30, 2012.

Our Current Reports on Form 8-K filed on February 3 and 17, 2012; March 1, 9 and 14, 2012; April 30, 2011; and July 3 and 26,
2012.

The description of our common stock set forth in a registration statement filed pursuant to Section 12 of the Exchange Act and any
amendment or report filed for the purpose of updating those descriptions.
You may request a copy of these filings, other than an exhibit to a filing unless that exhibit is specifically incorporated by reference into that
filing, at no cost, by writing to or calling us at the following address:

Investor Relations
Sterling Financial Corporation
111 North Wall Street

Spokane, Washington 99201
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(509) 227-5388 or (800) 336-6610 Ext. 1363
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We maintain a website at www.sterlingfinancialcorporation-spokane.com where the incorporated documents listed above can be accessed.
Neither our website nor the information on our website is included or incorporated in, or is a part of, this Prospectus Supplement or the
accompanying Prospectus.

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and current reports, proxy statements and other information with the SEC. Our SEC filings are available to the public
at the SEC s website at www.sec.gov. You may also read and copy any document we file with the SEC at its public reference facilities at 100 F
Street, N.E., Washington, D.C. 20549. You can also obtain copies of the documents at prescribed rates by writing to the Public Reference
Section of the SEC at 100 F Street, N.E., Washington, D.C. 20549. Please call the SEC at 1-800-732-0330 for further information on the
operation of the public reference facilities.

We incorporate by reference into this Prospectus Supplement and the accompanying Prospectus information we have filed with the SEC, which
means that we are disclosing important information to you by referring you to documents incorporated by reference. The information

incorporated by reference is an important part of this Prospectus Supplement and the accompanying Prospectus. Some information contained in
this Prospectus Supplement and the accompanying Prospectus updates the information incorporated by reference.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Prospectus Supplement and the accompanying Prospectus contain forward-looking statements that are not historical facts and that are
intended to be covered by the safe harbor for forward-looking statements provided by the Private Securities Litigation Reform Act of 1995.
These forward-looking statements include, but are not limited to, statements about Sterling s plans, objectives, expectations, strategies and
intentions and other statements that are not historical facts and pertain to Sterling s future operating results and capital position, including
Sterling s ability to reduce future loan losses, improve its deposit mix, execute its asset resolution initiatives, execute its lending initiatives,
contain costs and potential liabilities, realize operating efficiencies, execute its business strategy, make dividend payments, compete in the
marketplace and provide increased customer support and service. When used in this Prospectus Supplement and the accompanying Prospectus,
the words expects, anticipates, intends, plans, believes, seeks, estimates and similar expressions are generally intended to identify
forward-looking statements. Such statements may be contained in this Prospectus Supplement and the accompanying Prospectus and in the
documents that are incorporated by reference herein. Such statements may also be made by Sterling and its senior managers in oral or written
presentations to investors or others.

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

the possibility of continued adverse economic developments that may, among other things, increase default and delinquency risks in
Sterling s loan portfolios;

shifts in market interest rates that may result in lower interest rate margins;

shifts in the demand for Sterling s loan and other products;

changes in the monetary and fiscal policies of the federal government;

changes in laws, regulations and the competitive environment;

lower-than-expected revenue or cost savings or other issues in connection with mergers and acquisitions;
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exposure to material litigation; and

changes in accounting rules.
Other factors that could cause actual conditions, events or results to differ significantly from those described in the forward-looking statements
may be found under the headings Risk Factors below. Unless legally required, Sterling disclaims any obligation to update any forward-looking

statements. You should consider any forward-looking statements in light of this explanation, and we caution you about relying on
forward-looking statements.

S-v
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PROSPECTUS SUPPLEMENT SUMMARY

This summary highlights certain information appearing elsewhere or incorporated by reference in this Prospectus Supplement and the
accompanying Prospectus. It does not contain all of the information that is important to you. For a more complete understanding of Sterling and
this offering, you should carefully read the entire Prospectus Supplement, the accompanying Prospectus, the registration statement of which this
Prospectus Supplement is a part, and the information incorporated by reference in this Prospectus Supplement and the accompanying
Prospectus, including the financial statements. See Risk Factors beginning on page S-4 of this Prospectus Supplement.

Our Company

Sterling is a bank holding company, organized under the laws of Washington State in 1992. The principal operating subsidiary of Sterling is
Sterling Savings Bank. Sterling Savings Bank, headquartered in Spokane, Washington, commenced operations in 1983 as a Washington
state-chartered, federally insured, stock savings and loan association, and in 2005 converted to a commercial bank. Sterling Savings Bank offers
commercial banking products and services, mortgage lending, construction financing and investment products to individuals, small businesses,
commercial organizations and corporations.

At June 30, 2012, Sterling had total assets of $9.60 billion, total liabilities of $8.38 billion, including deposits of $6.80 billion and total
shareholders equity of $1.22 billion, and operated 186 deposit-taking branches throughout the Western region of the United States, including the
states of Washington, Oregon, Idaho, Montana and California. Our principal offices are located at 111 North Wall Street, Spokane, Washington
99201, and our telephone number at that location is (509) 227-5388 or (800) 336-6610 Ext. 1363.

Transfer Restrictions and Rights Plan

We have generated considerable going-forward tax benefits, including net operating loss carry-forwards and certain built-in losses. Our ability to

use these net operating loss carry-forwards and built-in losses to offset future taxable income will be limited if we experience an ownership

change as defined in Section 382 of the Internal Revenue Code of 1986, as amended from time to time (the Code ). See Risk Factors Our ability
to realize the benefit of our fully reserved deferred tax assets may be materially impaired below.

Our common stock offered pursuant to this Prospectus Supplement is subject to transfer restrictions as set forth in our Restated Articles of
Incorporation. These transfer restrictions are designed to prevent (a) any person from acquiring ownership, for relevant tax purposes, of 4.95
percent or more of our shares and (b) the disposition of shares by any person that owns 4.95 percent or more of our shares, subject to certain
exceptions. Any direct or indirect attempted transfer of our shares in violation of the transfer restrictions would be void as of the date of the
prohibited transfer as to the purported transferee, and the purported transferee would not be recognized as the owner of the shares acquired in
violation of the transfer restrictions. Subject to certain exceptions, these transfer restrictions apply to all transfers, including transfers by the
underwriters in connection with this offering.

In addition, in order to reduce the likelihood that future transactions in our stock will result in an ownership change, we have adopted a
shareholder rights plan (the Rights Plan ). Subject to certain exceptions, the Rights Plan provides an economic disincentive for any one person or
group to become a Threshold Holder (defined therein as, any one person or group owning, for relevant tax purposes, 5 percent or more of our
shares) and for any existing Threshold Holder to acquire more than a specified amount of additional shares. As a result, the Rights Plan may
adversely affect your ability to resell our common stock offered by this Prospectus Supplement and negatively affect the trading price of our
common stock.

S-1

Table of Contents 11



Edgar Filing: STERLING FINANCIAL CORP /WA/ - Form 424B3

Table of Conten
The transfer restrictions set forth in our Restated Articles of Incorporation are referred to generally as the Transfer Restrictions.
See the section entitled Transfer Restrictions and Rights Plan in the accompanying Prospectus for more information.

Risk Factors

An investment in our common stock involves certain risks. You should carefully consider the risks described under Risk Factors beginning on
page S-4 of this Prospectus Supplement, as well as other information included or incorporated by reference into this Prospectus Supplement and
the accompanying Prospectus, including our financial statements and the notes thereto, before making an investment decision.

S-2
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Issuer

Securities offered by us

Securities offered by Treasury

Common Stock outstanding after this offering

Use of proceeds

NASDAQ symbol

Risk Factors

The Offering

Sterling Financial Corporation

None.

5,738,637 shares of common stock, having no par value per share.

62,127,106 shares of common stock."

We will receive no proceeds from the shares of common stock sold by Treasury.

STSA

For a discussion of risks associated with an investment in our common stock, see the
section entitled Risk Factors.

M The number of shares of common stock to be outstanding after this offering is based on 62,127,106 shares outstanding as of July 31, 2012
and assumes no exercise of warrants to purchase 2,722,541 shares of common stock or other outstanding securities that are convertible into or
exercisable or exchangeable for common stock. As of July 31, 2012, there were 5,325,957 shares of common stock reserved for issuance
under our stock option and stock incentive plans and agreements, of which 433,588 restricted stock units and options to purchase 13,116
shares at an average price of $1,397.29 were outstanding.

Table of Contents
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RISK FACTORS

An investment in our common stock involves risks. Before making an investment, you should carefully consider the risks described below, as
well as the other information included or incorporated by reference into this Prospectus Supplement and the accompanying Prospectus. The risks
described below are not the only ones facing our company. Additional risks not presently known to us or that we currently deem immaterial may
also impair our business operations. Our business, financial condition, results of operations or prospects could be materially and adversely
affected by any of these risks. The trading price of, and market for, our common stock could decline due to any of these risks, and you may lose
all or part of your investment. This Prospectus Supplement and the accompanying Prospectus, including the documents incorporated by
reference herein, also contain forward-looking statements that involve risks and uncertainties. Our actual results could differ materially from
those anticipated in these forward-looking statements as a result of certain factors, including the risks described below and in the documents
incorporated by reference herein. Certain capitalized terms that appear below are defined elsewhere in this Prospectus Supplement or in the
Annual Report on Form 10-K, which is incorporated by reference herein.

Risks Related to Our Business
Our allowance for loan losses may be insufficient.

We maintain an allowance for credit losses, with the level of the allowance reflecting estimates as to future losses. The determination of the
appropriate level of the allowance for credit losses inherently involves a high degree of subjectivity and requires management to make
significant estimates and judgments regarding current credit risks and future trends, all of which may undergo material changes. If our estimates
prove to be incorrect, our allowance for credit losses may not be adequate to cover our actual loan losses. Bank regulatory agencies periodically
review the adequacy of our allowance for credit losses as part of their examination process, and may require an increase therein.

Credit risk concentrations could have a material adverse effect on our business, financial condition, and results of operations.

A large portion of our loan portfolio is secured by real estate, which is primarily located in the Pacific Northwest and California, areas that have
some of the highest unemployment rates in the United States. In addition, a significant portion of our multifamily loans originated during 2011
and year-to-date 2012 are secured by properties located in the greater Los Angeles and San Francisco markets. Deterioration in the economic
conditions or a prolonged delay in economic recovery in our primary market areas could result in the following consequences, any of which
could materially and adversely affect our business: collateral for loans, especially real estate, may decline further in value, in turn reducing
customers borrowing power and further reducing the value of assets and collateral associated with our existing loans; loan delinquencies may
increase; problem assets and foreclosures may increase; demand for our products and services may decrease; and access to low cost or
noninterest bearing deposits may decrease.

Approximately 45% of our loan portfolio was comprised of commercial real estate loans as of June 30, 2012. Included in commercial real estate
loans are investor real estate loans, which may have a higher degree of risk than some other loan types, as they typically are dependent on the
cash flows generated from the underlying property. Continued increases in commercial and consumer delinquency levels or continued declines
in real estate market values would require increased net charge-offs and increases in the provision for credit losses, which could have a material
adverse effect on our business, financial condition and results of operations and prospects. Acts of nature, including earthquakes, floods and
fires, which may cause uninsured damage and other loss of value to real estate that secures these loans, may also have a negative impact on our
financial condition. In addition, we may face risks associated with our real estate lending under various federal, state and local environmental
laws that impose certain requirements on the owner or operator of a property.

S-4
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Interest rate risk is inherently present in our business.

As a financial institution, the majority of our assets and liabilities are subject to interest rate risk, which affects both the life and value of our
interest earning assets and interest bearing liabilities, such as loans, investments and mortgage-backed securities (MBS), mortgage servicing
rights, deposits and borrowings. The level of sensitivity for these interest earning assets and interest bearing liabilities to changes in interest rates
is measured by duration, with duration mismatches combined with changes from both shifts and twists in the yield curve affecting both our
future net interest income and the current economic value of Sterling s equity. Exposure to interest rate risk may have an adverse effect on our
profitability, financial condition and liquidity, including a decline in our net interest margin, fair value charges on certain assets, such as
mortgage servicing rights and requests for additional collateral on certain of our secured borrowings. Increases in interest rates may shorten the
life of certain of our liabilities, and we would have to replace these funds with alternative funds at a higher cost to us, or sell assets at potentially
depressed values to meet the liquidity requirement. Decreases in interest rates may shorten the life of certain of our assets, and we would be
faced with reinvesting the funds at lower rates or retiring certain of our funding liabilities at prices unfavorable to us.

General economic conditions and developments affect our operating results and financial condition.

Our business is affected by conditions outside our control, including the rate of economic growth in general, the level of unemployment,
increases in inflation and the level of interest rates. Economic conditions affect the level of demand for and the profitability of our products and
services. A slowdown in the general economic recovery, particularly in the Western United States, could negatively impact our business. The
fiscal and monetary policies of the United States government and its level of indebtedness may have an impact on interest rates and inflation,
which may adversely affect our profitability and financial condition. Our profitability is greatly dependent upon our earning a positive interest
spread between our loan and securities portfolio, and our funding deposits and borrowings. Changes in the level of interest rates, or a prolonged
unfavorable interest rate environment, or a decrease in our level of deposits that increases our cost of funds could negatively affect our
profitability and financial condition. Although we hold no direct investments in them, defaults by European sovereigns may have a negative
impact on the rate of growth in the global economy, and consumer confidence.

Our ability to realize the benefit of our fully reserved deferred tax assets may be materially impaired.

As of June 30, 2012, we had net deferred tax assets of $285.1 million, including approximately $283.2 million of federal and state net operating

loss and tax credit carry-forwards. Our ability to use our deferred tax assets to offset future taxable income will be limited if we experience an
ownership change as defined in Section 382 of the Code. Due to the complexity of Section 382 and the limited knowledge any public company

has about the ownership of its publicly-traded stock, it is difficult to conclude with certainty at any given point in time whether an ownership

change has occurred. Nonetheless, as a result of the recapitalization, we believe that we are close to the ownership change threshold, but we do

not believe that we have experienced an ownership change. Sterling has not obtained an opinion of counsel or any other interpretive guidance,

such as a private letter ruling from the Internal Revenue Service ( IRS ), in determining that it has not undergone an ownership change. In general,

an ownership change will occur if there is a cumulative increase in our ownership by 5-percent shareholders (as defined in the Code) that

exceeds 50 percentage points over a rolling three-year period. A corporation that experiences an ownership change will generally be subject to

an annual limitation on the use of its pre-ownership change deferred tax assets equal to the equity value of the corporation immediately before

the ownership change, multiplied by the applicable long-term tax-exempt rate. While we have implemented measures to reduce the likelihood

that future transactions in our common stock will result in an ownership change, such an ownership change could occur in the future, which

would have a materially adverse effect on our results of operations, financial condition and shareholder value. More specifically, while Sterling

has adopted a shareholder rights plan and a protective amendment to its Restated Articles of Incorporation that are intended to discourage or

prevent transfers of Sterling shares that would increase a shareholder s ownership to 5% or more of our common stock or that would increase the

percentage of our

S-5
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common stock owned by a shareholder already deemed to be a 5-percent shareholder, these restrictions might not deter a shareholder from
increasing its ownership interests beyond these limits. Such an increase would adversely affect our ownership change calculations.

Our calculations regarding our current cumulative change and the likelihood of a future ownership change are based on current law. Any change
in applicable law may result in an ownership change.

We are currently subject to certain pending litigation, and may be subject to litigation in the future.

A securities class action lawsuit has been filed against Sterling and certain of our current and former officers alleging that the defendants
violated sections 10(b) and 20(a) of the U.S. Exchange Act and SEC Rule 10b-5 by making false and misleading statements concerning our
business and financial results. A shareholder derivative suit also has been filed against certain of our current and former officers and directors,
and Sterling as a nominal defendant, alleging breaches of fiduciary duty, waste of corporate assets, and unjust enrichment. A class action lawsuit
is also pending against Sterling, and certain current and former officers and directors of Sterling, alleging violations of ERISA, by breaching
their fiduciary duties to participants in the Sterling Savings Bank Employee Savings and Investment Plan and Trust. These lawsuits are all
premised on similar allegations that: 1) the defendants failed to adequately disclose the extent of Sterling s delinquent commercial real estate,
construction and land development loans, properly record losses for impaired loans, properly reserve for loan losses, and properly account for
goodwill and deferred tax assets, thereby causing Sterling s stock price to be artificially inflated during the purported class period; or 2) the
defendants failed to prevent Sterling from issuing improper financial statements, maintain a sufficient allowance for loan and lease losses, and
establish effective credit risk management and oversight mechanisms. It is possible that additional suits will be filed with respect to these same
matters and also naming Sterling and/or its current and former officers and directors.

In addition, in March 2012, a class action lawsuit was filed against Sterling and Sterling Savings Bank in Washington, and in May 2012, a
similar class action lawsuit was filed against Sterling Savings Bank in Oregon, in each case alleging claims for breach of contract, breach of the
covenant of good faith and fair dealing, unconscionability, conversion, unjust enrichment, and a violation of state consumer protection laws on
behalf of Sterling Savings Bank customers from the five states in which Sterling Savings Bank operates.

These lawsuits could divert the attention and resources of our management and cause us to incur significant expenses for legal fees and costs,
including those associated with our advancement of fees and costs on behalf of our current and former officers and directors. We cannot predict
the outcome of any of these lawsuits. Since the legal responsibility and financial impact with respect to these lawsuits and claims, if any, cannot
currently be ascertained, we have not established any reserves for any potential liability relating to these lawsuits. An unfavorable outcome in
any of these lawsuits could result in the payment of substantial damages in connection with a settlement or judgment and have a material adverse
effect on our business, financial condition, results of operations or cash flows.

We are subject to extensive regulation which may affect our business operations.

We are subject to extensive and increasing regulation under federal and state laws, including regulation and supervision by the Federal Reserve,
FDIC, WDFI and the SEC. These laws and regulations are primarily intended to protect customers, depositors and the Deposit Insurance Fund
rather than shareholders. Sterling is also subject to the listing standards of the NASDAQ Capital Market, which impose additional requirements
on us.

Although Sterling Savings Bank s memorandum of understanding with the FDIC and WDFI and Sterling s written agreement with the Federal
Reserve Bank have been each terminated, if our regulators determine in the future that we have failed to comply with our regulatory
requirements, we could become subject to additional regulatory enforcement actions. The imposition of enforcement actions could result in
material limitations on our business operations or growth, management changes, requirements to raise additional equity, or more severe actions.

S-6
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The financial services industry is undergoing major changes, and we cannot fully predict the impact of future laws and regulations on
our business.

Regulation of the financial services industry is undergoing major changes. The Dodd-Frank Act significantly revises and expands the
rulemaking, supervisory and enforcement authority of federal bank regulators and creates a new agency, the Consumer Financial Protection
Bureau, which is expected, over time, to make major changes in the regulation of consumer financial products.

The Dodd-Frank Act, among other things, limits the amount of debit card interchange fees that can be charged for banks over $10 billion of
assets in size and Sterling s assets are close to this level. The Dodd-Frank Act also imposes new stress testing and corporate governance
requirements on banking entities with $10 billion of assets. If our assets rose above $10 billion, we would be subject to these requirements,
which we may find difficult to comply with.

Some of these changes are effective immediately, though most will be phased in gradually. In addition, the statute in many instances calls for
future rulemaking to implement its provisions, so the precise contours of the law and its effects on us cannot yet be fully understood. The
provisions of the Dodd-Frank Act and the subsequent exercise by regulators of their revised and expanded powers thereunder could materially
impact the profitability of our business, the value of assets we hold or the collateral available for our loans, require changes to business practices
or force us to discontinue businesses and expose us to additional costs, taxes, liabilities, enforcement actions and reputational risk. Legislators
and regulators are also considering a wide range of proposals beyond the Dodd-Frank Act that, if enacted, could result in major changes to the
way banking operations are regulated.

We may be subject to more stringent capital and liquidity requirements.

The Dodd-Frank Act requires the federal banking agencies to establish stricter risk-based capital requirements and leverage limits for banks and
bank holding companies. In addition, Basel III, when implemented in the United States, will also lead to significantly higher capital
requirements and more restrictive leverage and liquidity ratios. These include increasing minimum capital requirements, the quality of capital,
the risk coverage of the regulatory capital framework and standards for supervisory review and public disclosure.

On June 7, 2012, the Federal Reserve issued proposed capital regulations consistent with Basel III. The proposal includes a new capital standard
consisting of common equity tier 1 capital, increases in the level of capital required to be held by financial institutions, and a requirement for a
capital conservation buffer. Aspects of the proposal could introduce volatility to capital levels, such as the inclusion in tier 1 capital of unrealized
gains and losses on available for sale securities. Revisions to risk weightings include application of a more risk-sensitive treatment to residential
mortgage exposures and to past due or nonaccrual loans. Trust preferred junior subordinated debentures would be phased out as a component of
tier 1 capital. Final regulations have not yet been issued.

As of June 30, 2012, our capital ratios were well above the levels we expect to eventually be implemented as part of Basel III. Investors in our
stock should assume that we will manage our capital as appropriate for our strategic business plans and growth strategy and that economic and
other risks in the future could cause our capital levels to decline from current levels or lead our regulators to determine that we must raise
additional capital, which would result in the dilution of our existing shareholders.

Acquisitions present many risks, and we may not realize the financial and strategic goals that are contemplated.

Our growth strategy includes an intent to acquire other banks. In February 2012, we completed our acquisition of certain assets and operations of
First Independent Bank. This acquisition and any future acquisitions and related transition and integration activities may disrupt our ongoing
business and divert management s attention. In addition, an acquisition may not further our corporate strategy as we expected, we
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may pay more than the acquired banks or assets are ultimately worth or we may not integrate an acquired bank or assets as successfully as we
expected, which could adversely affect our business, results of operations and financial condition. We may be adversely affected by liabilities
(disclosed or undisclosed) or pre-existing contractual relationships that we assume and may also fail to anticipate or accurately estimate
litigation or other exposure, unfavorable accounting consequences, increases in taxes due or a loss of anticipated tax benefits. Other potential
adverse consequences include higher than anticipated costs associated with the acquired bank or assets or integration activities. The use of cash
to pay for acquisitions may limit our use of cash for other potential activities, such as dividends. The use of equity securities to pay for
acquisitions could significantly dilute existing shareholders. If we use debt to finance acquisitions, we may significantly increase our expenses,
leverage and debt service requirements. The occurrence of any of these risks could have a material adverse effect on our business, results of
operations, financial condition or cash flows, particularly in the case of a large acquisition or several concurrent acquisitions.

As a result of our 2010 recapitalization, a limited number of shareholders are substantial holders of our stock.

As of July 31, 2012, certain Thomas H. Lee funds (collectively, THL ) and Warburg Pincus Private Equity X, L.P. ( Warburg Pincus ) each
beneficially own approximately 23% of our outstanding common stock. Each has a representative on our Board of Directors. Accordingly, THL
and Warburg Pincus have substantial influence over the election of directors to our board and over corporate policy, including decisions to enter
into mergers or other extraordinary transactions. In pursuing its economic interests, THL and Warburg Pincus may make decisions with respect
to fundamental corporate transactions that may not be aligned with the interests of other shareholders.

As a result of our 2010 recapitalization, the U.S. Department of the Treasury beneficially owns approximately 9% of our outstanding common
stock. In addition, a number of private placement investors, in addition to THL and Warburg Pincus, acquired, and may continue to hold, shares
of our common stock that, for each investor, may approach 5% of our outstanding common stock. The large portion of our shares that are held
by a relatively small number of shareholders could result in a material impact on the trading volume and price per share of our stock, if any of
these shareholders decide to sell a significant portion of their holdings.

We may suffer substantial losses due to our agreements to indemnify certain investors against a broad range of potential claims.

We have agreed to indemnify THL and Warburg Pincus, along with the other private placement investors in the 2010 recapitalization, for a
broad range of claims, including any losses arising out of or resulting from any legal, administrative or other proceedings arising in connection
with the recapitalization transactions. While these indemnities are capped at the aggregate amount of capital raised of $730 million, if all or
some claims were successfully brought against Sterling, it could potentially result in significant losses.

We rely on certain key personnel, whose loss could materially adversely affect us.

Certain of our employees and executives are key contributors to our financial success, including, but not limited to, the generation and
identification of lending and deposit customer relationships, and the management of our company. Our ability to retain these individuals is a
large factor in our ability to be successful, and any failure to do so could have a materially adverse effect on our business.

We could be materially and adversely affected if we or any of our officers or directors fail to comply with bank and other laws and
regulations.

Sterling and Sterling Savings Bank are subject to extensive regulation by U.S. federal and state regulatory agencies and face risks associated
with investigations and proceedings by regulatory agencies, including those that we may believe to be immaterial. Like any corporation, we are
also subject to risk arising from potential
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employee misconduct, including non-compliance with our policies. Any interventions by authorities may result in adverse judgments,
settlements, fines, penalties, injunctions, suspension or expulsion of our officers or directors from the banking industry or other relief. In
addition to the monetary consequences, these measures could, for example, impact our ability to engage in, or impose limitations on, certain of
our businesses. The number of these investigations and proceedings, as well as the amount of penalties and fines sought, has increased
substantially in recent years with regard to many firms in the industry. Significant regulatory action against us or our officers or directors could
materially and adversely affect our business, financial condition or results of operations or cause us significant reputational harm.

We may have reduced access to wholesale funding sources.

As a part of our liquidity management, we use a number of funding sources in addition to core deposit growth and repayments, maturities and
sales of loans and investments. Our financial flexibility will be severely constrained if we are unable to maintain sufficient collateral or access to
funding on acceptable terms. If we are required to rely more heavily on more expensive funding sources, and our revenues do not increase in
proportion with our costs, our profitability will be impacted.

A decline in the value of our Federal Home Loan Bank ( FHLB ) common stock may occur, resulting in an other-than-temporary
impairment ( OTTI ) charge which would cause our earnings and shareholders equity to decrease.

We own common stock of the FHLB in order to qualify for membership in the FHLB system, which enables us to borrow funds under the FHLB
advance program. The carrying value of our FHLB common stock was $99.2 million as of June 30, 2012, the substantial majority of which was
with the FHLB of Seattle. The FHLB of Seattle has experienced losses from credit-related charges associated with projected losses on its
investments in nonagency MBS, and is currently unable to repurchase or redeem capital stock or to pay dividends. FHLB stock does not have a
readily determinable fair value and the equity ownership rights are more limited than would be the case for ownership rights in a public
company. FHLB stock is viewed as a long term investment and as a restricted investment security carried at cost.

The level of our liquidity and our ability to repay indebtedness, pay dividends and repurchase shares depends upon the results of
operations and financial condition of Sterling Savings Bank.

Sterling is a separate and distinct legal entity from its subsidiaries, and receives substantially all of its revenue from dividends paid by Sterling
Savings Bank. There are legal limitations on the extent to which Sterling Savings Bank may extend credit, pay dividends or otherwise supply
funds to, or engage in transactions with Sterling. A prolonged inability to receive dividends from Sterling Savings Bank would reduce liquidity
available to Sterling, which could adversely affect Sterling s financial condition.

Various statutory provisions restrict the amount of dividends Sterling Savings Bank can pay to Sterling without regulatory approval. Sterling
Savings Bank may not pay cash dividends if those payments could reduce the amount of its cap