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PROXY STATEMENT

OF MOUNTAIN BANK HOLDING COMPANY

PROSPECTUS OF

COLUMBIA BANKING SYSTEM, INC.
MERGER PROPOSED�YOUR VOTE IS VERY IMPORTANT

Dear Mountain Bank Holding Company Shareholders:

The boards of directors of Mountain Bank Holding Company and Columbia Banking System, Inc., have agreed on a merger of Mountain Bank
with and into Columbia, and the simultaneous merger of Mt. Rainier National Bank, the wholly owned subsidiary of Mountain Bank, with and
into Columbia State Bank, a wholly owned subsidiary of Columbia. We are seeking approval of the merger transaction from you, our
shareholders.

Under the terms of the Plan and Agreement of Merger, dated March 28, 2007, each outstanding share of Mountain Bank common stock will be
exchanged for a �unit� comprised of cash and Columbia common stock. The cash portion of each unit will be fixed at $11.25 per Mountain Bank
share. The stock portion of each unit will be determined (subject to certain constraints) by dividing $13.75 by the average closing price of
Columbia common stock during a 15-trading-day period prior to the closing of the merger. The number of shares of Columbia common stock
that will be exchanged for shares of Mountain Bank will not be determined until five days prior to the merger. Assuming, for purposes of
illustration only, that the value of Columbia common stock as determined under the merger agreement is $30.40, which was the closing price of
Columbia common stock on May 15, 2007, Mountain Bank shareholders would receive merger consideration valued at $24.11 per Mountain
Bank share, and would own approximately 5.7% of Columbia�s outstanding common stock following the merger. Columbia common stock trades
on The NASDAQ Global Market under the symbol �COLB.�

Your board of directors believes that the terms of the merger are fair and in the best interest of Mountain Bank and its shareholders. In reaching
this decision, the board considered numerous factors as described in this proxy statement/prospectus.

The merger cannot be completed unless you approve it. Approval requires the affirmative vote of the holders of at least two-thirds (66 2/3%)
of Mountain Bank�s outstanding common stock. We will hold a special shareholders� meeting to vote on the merger proposal. The Mountain
Bank special shareholders� meeting will be held on Thursday, June 21, 2007, at 7:00 p.m. Pacific Daylight Time, at Enumclaw Expo
Center, located at 28511 Hwy 410 East, Enumclaw, Washington 98022. Whether or not you plan to attend the special meeting, please take
the time to vote by completing and mailing the enclosed form of proxy. If you do not vote your shares, it will have the same effect as voting
against the merger.

This document gives detailed information about the merger, the underlying merger agreement governing the merger, and the special
shareholders� meeting. Before submitting your proxy or voting your shares, you should review this document carefully, including the
appendices and the information under the heading � Risk Factors� beginning on page 9.

On behalf of the Mountain Bank board of directors, we recommend that you vote FOR approval of the merger.

Roy T. Brooks

Chairman of the Board and President and CEO

Mountain Bank Holding Company

Steve W. Moergeli

President and CEO

Mt. Rainier National Bank
None of the Federal Deposit Insurance Corporation, the Securities and Exchange Commission, nor any state securities commission has
approved or disapproved the securities to be issued by Columbia or determined if this proxy statement/prospectus is truthful or
complete. Any representation to the contrary is a criminal offense. The shares of Columbia common stock to be issued in the merger are
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not savings or deposit accounts or other obligations of a bank and are not insured by the Federal Deposit Insurance Corporation, the
Federal Deposit Insurance Fund or any other governmental agency. Such shares are not guaranteed by Columbia or Columbia State
Bank and are subject to investment risk.

This proxy statement/prospectus is dated May 17, 2007, and is first being mailed to

Mountain Bank shareholders on or about May 22, 2007.
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MOUNTAIN BANK HOLDING COMPANY

501 Roosevelt Avenue

Enumclaw, Washington 98022

NOTICE OF SPECIAL MEETING OF SHAREHOLDERS

TO BE HELD June 21, 2007

To the Shareholders of Mountain Bank Holding Company:

A special meeting of shareholders of Mountain Bank Holding Company will be held on Thursday, June 21, 2007, at 7:00 p.m. local time, at
Enumclaw Expo Center, located at 28511 Hwy 410 East, Enumclaw, Washington 98022. The special meeting is for the following purposes:

1. MERGER AGREEMENT. To consider and vote upon a proposal to approve the Plan and Agreement of Merger, dated as of
March 28, 2007, among Columbia Banking System, Inc., Columbia State Bank, Mountain Bank Holding Company, and Mt. Rainier
National Bank, under the terms of which Mountain Bank Holding Company will merge with and into Columbia Banking System,
Inc., and Mt. Rainier National Bank will merge with and into Columbia State Bank, as more fully described in the accompanying
proxy statement/prospectus. The merger agreement is attached as Appendix A to the proxy statement/prospectus that accompanies
this notice.

2. OTHER MATTERS. If necessary, to consider and act upon a proposal to adjourn the meeting to permit us to solicit additional
proxies in the event that we do not have sufficient votes to approve the merger as of the date of the meeting.

Holders of record of Mountain Bank common stock at the close of business on May 10, 2007, the record date for the special meeting, are entitled
to notice of, and to vote at, the special meeting or any adjournments or postponements of it. The affirmative vote of the holders of at least
two-thirds (66 2/3%) of the shares of Mountain Bank�s outstanding common stock is required for approval of the merger agreement. As of
May 10, 2007, there were 2,324,633 shares of Mountain Bank common stock outstanding and entitled to vote at the special meeting.

Mountain Bank shareholders have the right to dissent from the merger and obtain payment of the value of their Mountain Bank shares as
determined under applicable provisions of Washington law. A copy of the provisions regarding dissenters� rights is attached as Appendix B to
the accompanying proxy statement/prospectus. For details of your dissenters� rights and how to exercise them, please see the discussion under the
heading �The Merger�Dissenters� Rights of Appraisal� beginning on page 40.

Your vote is important. Whether or not you plan to attend the special meeting, please complete, sign, date and promptly return the
accompanying proxy using the enclosed envelope. If for any reason you should desire to revoke your proxy, you may do so at any time before it
is voted at the meeting. If you do not vote your shares, it will have the same effect as voting against the merger.

The board of directors of Mountain Bank has determined that the merger agreement is fair to and in the best interests of Mountain
Bank and its shareholders and recommends that you vote FOR approval of the merger agreement.

Please do not send any certificates for your stock at this time. You will receive instructions on how to exchange your certificates soon
after the merger is consummated.

By Order of the Board of Directors,

Sheila M. Brumley, Secretary

Enumclaw, Washington
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REFERENCES TO ADDITIONAL INFORMATION

This proxy statement/prospectus incorporates important business and financial information about Columbia from documents that are not
included in or delivered with this document.

You can obtain documents incorporated by reference into this proxy statement/prospectus by requesting them in writing or by telephone from
Columbia at the following address:

Columbia Banking System, Inc.

P.O. Box 2156, MS 8300

Tacoma, Washington 98401-2156

ATTN: JoAnne Coy

VP, Corporate Communications

Telephone: (253) 305-1900

Fax: (253) 305-0854

You will not be charged for the documents that you request. If you would like to request documents, please do so by June 14, 2007 in order
to receive them before the Mountain Bank special shareholders� meeting.

See �Where You Can Find More Information About Columbia� beginning on page 98.
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SUMMARY

This summary, including the sections entitled �Questions and Answers About This Document and the Merger,� �Questions and Answers About
the Mountain Bank Special Meeting,� and �Summary Information About the Parties and the Transaction,� highlights selected information from
this proxy statement/prospectus. We urge you to read carefully the entire proxy statement/prospectus, its appendices, and any other documents
to which we refer to fully understand the merger. Unless context otherwise requires, �we� and �us� refers to both Columbia and Mountain
Bank.

QUESTIONS AND ANSWERS ABOUT THIS DOCUMENT AND THE MERGER

What is the purpose of this proxy statement/prospectus?

This document serves as both a proxy statement of Mountain Bank Holding Company and a prospectus of Columbia Banking System, Inc. As a
proxy statement, it is being provided to you by Mountain Bank because the board of directors of Mountain Bank is soliciting your proxy to vote
to approve the proposed merger of Mountain Bank with and into Columbia, and the merger of Mt. Rainier National Bank with and into
Columbia State Bank. After the merger, the resulting bank will be wholly owned by Columbia. As a prospectus, it is being provided to you by
Columbia because Columbia is offering you shares of its common stock as part of the consideration for your Mountain Bank shares.

What will I receive in the merger?

In the merger, each share of Mountain Bank common stock will be converted into the right to receive a �unit� consisting of a combination of cash
and Columbia common stock. The amount of cash in each unit will be $11.25. The amount of Columbia common stock in each unit will be
based on the average closing price of Columbia common stock during a fifteen-trading-day period ending on the sixth business day prior to the
closing of the merger. The exact number of shares of Columbia common stock that will comprise each unit will not be determined until shortly
prior to the closing of the merger. If the Columbia average closing price is between $37.50 and $32.50, the value (based solely on that average
closing price) of the stock portion of each unit will be equal to $13.75, making the value of each unit (cash and stock together) equal to $25.00.
If the Columbia average closing price is below $32.50, the value of each unit will be reduced. Additional information about the stock portion of
the merger consideration is provided in this Summary under the heading below entitled �Summary Information About the Parties and the
Transaction � What Mountain Bank Shareholders Will Receive in the Merger� on page 5.

When will the merger occur?

We presently expect to complete the merger during July 2007. The merger will occur after the shareholders of Mountain Bank approve the
merger and after the merger has received regulatory approval and the other conditions to the merger are satisfied or waived. Columbia and
Mountain Bank are working toward completing the merger as quickly as practicable.

How soon after the merger is completed can I expect to receive my cash and Columbia common stock?

Columbia will work with its exchange agent to distribute consideration payable in the merger as promptly as practicable following the
completion of the merger.

What risks should I consider?

You should review carefully our discussion of �Risk Factors� beginning on page 9. You should also review the factors considered by the Mountain
Bank board of directors in approving the merger agreement discussed under the heading �Background of and Reasons for the Merger� beginning
on page 20.

1
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QUESTIONS AND ANSWERS ABOUT THE MOUNTAIN BANK SPECIAL MEETING

When and where will the special meeting take place?

Mountain Bank will hold a special meeting of its shareholders on Thursday, June 21, 2007, at 7:00 p.m. local time, at Enumclaw Expo Center,
located at 28511 Hwy 410 East, Enumclaw, Washington 98022.

How do I vote?

To vote, please indicate on the enclosed proxy card how you want to vote and then sign, date, and mail your proxy card in the enclosed white
envelope as soon as possible so that your shares will be represented at the special meeting.

Why is my vote important?

If you fail to vote, that will have the same effect as voting against approval of the merger agreement. Approval of the merger agreement requires
the affirmative vote of the holders of at least two-thirds (66 2/3%) of the shares of Mountain Bank�s outstanding common stock. The directors and
executive officers of Mountain Bank have the right to vote 419,273 shares, representing approximately 18% of the shares entitled to be voted at
the meeting, and they have each agreed to vote for the merger.

What happens if I return my proxy but do not indicate how to vote my shares?

If you sign and return your proxy card, but do not provide instructions on how to vote your shares, your shares will be voted �FOR� approval of
the merger agreement.

Can I change my vote after I have mailed my signed proxy card?

Yes. You may change your vote at any time before your proxy is voted at the special meeting. If your shares are held in your own name, you
may change your vote as follows:

� You may send a written notice stating that you would like to revoke your proxy and provide new instructions on how to vote;

� You may complete and submit a later-dated proxy card; or

� You may attend the meeting and vote in person.
If you choose either the first or second method above, you must submit your notice of revocation or your new proxy card to Mountain Bank�s
secretary prior to the vote.

If you intend to vote in person or to otherwise change your vote and your shares are held by a broker, you should contact your broker for
instructions.

Who may vote at the meeting?

The board of directors of Mountain Bank has set May 10, 2007, as the record date for the meeting. If you were the owner of Mountain Bank
common stock at the close of business on May 10, 2007, you may vote at the meeting.

What do I need to do now?

We encourage you to read this proxy statement/prospectus in its entirety. Important information is presented in greater detail elsewhere in this
document and documents governing the merger are attached as appendices to
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this proxy statement/prospectus. In addition, much of the business and financial information about Columbia that may be important to you is
incorporated by reference into this document from documents separately filed by Columbia with the Securities and Exchange Commission
(�SEC�). This means that important disclosure obligations to you are satisfied by referring you to one or more documents separately filed with the
SEC.

Following review of this proxy statement/prospectus, please complete, sign, and date the enclosed proxy card and return it in the enclosed
envelope as soon as possible so that your shares can be voted at Mountain Bank�s special meeting of shareholders.

Who can help answer my questions?

If you have questions about the merger, the meeting, or your proxy, or if you need additional copies of this document or a proxy card, you
should contact:

Mr. Roy T. Brooks

Mountain Bank Holding Company

501 Roosevelt Avenue

Enumclaw, Washington 98022

Tel. No. (360) 825-0100

SUMMARY INFORMATION ABOUT THE PARTIES AND THE TRANSACTION

Information About Columbia and Mountain Bank

Columbia Banking System, Inc.

1301 �A� Street

Tacoma, Washington 98042-4200

(253) 305-1900

Columbia is a bank holding company headquartered in Tacoma, Washington, that engages in a general banking business primarily through its
banking subsidiaries, Columbia State Bank and Bank of Astoria.

Columbia State Bank is a Washington-chartered commercial bank that engages in a general banking business through 35 locations in the Puget
Sound Region of Washington, as well as the Longview and Woodland communities in southwestern Washington. Bank of Astoria is an Oregon
state-chartered bank headquartered in Astoria, Oregon. Bank of Astoria provides banking services through five full service branch offices
located in Clatsop and Tillamook Counties, along the Oregon coast.

As of March 31, 2007, Columbia had total assets of approximately $2.7 billion, total net loans receivable and loans held for sale of
approximately $1.8 billion, total deposits of approximately $2.1 billion and approximately $261 million in shareholders� equity. Columbia
common stock trades on The NASDAQ Global Market under the symbol �COLB.�

Financial and other information regarding Columbia is set forth in Columbia�s annual report on Form 10-K for the year ended December 31,
2006. Information regarding Columbia�s executive officers and directors, as well as additional information, including executive compensation
and related person transactions, is set forth or incorporated by reference in Columbia�s annual report on Form 10-K for the year ended
December 31, 2006 and Columbia�s proxy statement for its 2007 annual meeting of shareholders, as well as the current reports on Form 8-K filed
by Columbia that are incorporated by reference into this proxy statement/prospectus. See �Where You Can Find More Information About
Columbia� beginning on page 98.
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Mountain Bank Holding Company

501 Roosevelt Avenue

Enumclaw, Washington 98022

(360) 825-0100

Mountain Bank is a bank holding company headquartered in Enumclaw, Washington, that engages in a general banking business primarily
through its banking subsidiary, Mt. Rainier National Bank.

Mt. Rainier National Bank is a national banking association organized under the laws of the United States. Mt. Rainier National Bank engages in
a general banking business at its main office located in Enumclaw, Washington, and through five branch offices located in Buckley, Black
Diamond, Auburn, Maple Valley and Sumner, Washington. Mt. Rainier National Bank also provides loan services at a loan production office
located in Federal Way, Washington.

As of March 31, 2007, Mountain Bank had total assets of approximately $236 million, total net loans receivable of approximately $170 million,
total deposits of approximately $209 million and approximately $23 million in shareholders� equity.

For additional information, see �Information Concerning Mountain Bank� beginning on page 54.

Recent Developments

On March 28, 2007, Columbia announced that it had entered into a definitive agreement to acquire Town Center Bancorp of Portland, Oregon,
in a cash and stock transaction valued at approximately $45.1 million, based on the closing price of Columbia�s stock on that date. Terms of the
agreement call for Columbia to pay a unit of $9.382 cash and 0.3391 shares of Columbia common stock for each share of Town Center Bancorp
stock. The actual value of the consideration paid for each share of Town Center Bancorp stock will depend on the stock price of Columbia at the
time of closing. Columbia will pay approximately $19.3 million in cash and issue 698,182 shares based on Town Center Bancorp�s shares
outstanding at the time of the announcement of the agreement, or $20.8 million in cash and 751,722 shares of Columbia stock if all outstanding
Town Center Bancorp stock options are exercised prior to closing. Based on Columbia�s closing stock price at market close prior to
announcement of the agreement with Town Center Bancorp, the value of the stock consideration is approximately $23.4 million. If Columbia
completes the acquisition of both Mountain Bank and Town Center Bancorp, the former shareholders of Mountain Bank will hold approximately
5.5% of the outstanding Columbia stock and the former shareholders of Town Center Bancorp will hold approximately 4.0%. Until applicable
conditions are satisfied, there is no assurance that Columbia will complete the acquisition of Town Center Bancorp.

Mountain Bank Will Merge Into Columbia, and Mt. Rainier National Bank Will Merge Into a Subsidiary of Columbia

The merger agreement provides for the merger of Mountain Bank with and into Columbia, and the merger of Mt. Rainier National Bank with
and into Columbia State Bank, Columbia�s subsidiary. After the merger, former branches of Mt. Rainier National Bank will continue to operate
under the name �Mt. Rainier Bank.� In the merger, your shares of Mountain Bank common stock will be exchanged for a combination of shares of
Columbia common stock and cash. After the merger, you will no longer own shares of Mountain Bank.

The merger agreement is attached as Appendix A to this document. We encourage you to read the merger agreement in its entirety.

4
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Approval of the Merger Agreement Requires the Affirmative Vote of the Holders of at Least Two-Thirds (66 2/3%) of Mountain Bank�s
Outstanding Common Stock

In order to approve the merger agreement, at least two-thirds (66 2/3%) of the outstanding shares of Mountain Bank common stock must be voted
at the special meeting in favor of approval. Columbia�s shareholders are not required to vote on the transaction.

As of the record date for the meeting, the directors and executive officers of Mountain Bank had the right to vote 419,273 shares, or
approximately 18%, of Mountain Bank�s outstanding common stock. The Mountain Bank directors and executive officers have agreed to vote
their shares in favor of approval of the merger agreement.

What Mountain Bank Shareholders Will Receive in the Merger

Under the merger agreement, Columbia will issue shares of its common stock and pay cash for shares of Mountain Bank common stock.

If you do not provide notice of dissent, you will receive, for each share of Mountain Bank common stock that you own, a �unit� consisting of a
combination of cash (without interest) and Columbia common stock.

The merger consideration (or �unit�) that Columbia will pay for each share of Mountain Bank will be determined as follows:

� Cash Portion: Columbia will pay cash in the amount of $11.25 for each share of Mountain Bank common stock.

� Stock Portion: Columbia will issue shares of its common stock as follows:

� Provided Columbia stock trades within a range of $32.50 and $37.50, the number of shares per unit will be equal to the
number, rounded to the 10,000th decimal, obtained by dividing $13.75 by the average closing price of Columbia�s common
stock during the 15 trading days immediately preceding the fifth business day prior to the closing of the merger. This average
closing price is referred to as the �Columbia Average Closing Price.�

� However, the merger agreement provides that if the Columbia Average Closing Price is $37.50 or higher, the stock portion of
each unit will be fixed at 0.3667 Columbia shares per unit, and if the Columbia Average Closing Price is $32.50 or lower, the
stock portion will be fixed at 0.4231 Columbia shares per unit.

This formula is designed so that the unit you will receive for a share of Mountain Bank stock will have a fixed overall value (based on the
amount of cash and the Columbia Average Closing Price) of $25.00, as long as the Columbia Average Closing Price is between $32.50 and
$37.50. If the Columbia Average Closing Price is higher than $37.50, the value of a unit will increase and if the Columbia Average Closing
Price is below $32.50, the value of a unit will decrease. The value of a unit may also increase or decrease based on changes in Columbia�s stock
price after the date on which the merger consideration is determined (the fifth business day prior to closing).

As described above, the overall value of a unit will decrease if the Columbia Average Closing Price is below $32.50. The closing price of
Columbia common stock as quoted on The Nasdaq Global Market on May 15, 2007 was $30.40. The decline in the trading price of Columbia
common stock since the execution of the merger agreement in part reflects a decline in trading prices of comparable publicly traded financial
institutions. For purposes of illustration only, if the Columbia Average Closing Price were $30.40, the total value of each unit (cash and stock
together) would be $24.11. The trading price of Columbia common stock may increase or decrease prior to the calculation of the Columbia
Average Closing Price under the merger agreement.
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The actual number of shares of Columbia common stock to be issued in the merger cannot be determined until the fifth business day prior to the
effective date of the merger. Each Mountain Bank shareholder will receive the same combination of cash and Columbia common stock.

The merger agreement may be terminated by Mountain Bank if the value of each unit (the $11.25 cash portion and the stock portion, determined
as described above) is less than $22.00, unless Columbia makes certain adjustments to the stock portion to bring the value to that level. The
manner in which the adjustments would be made, if Columbia elects to do so, is described under �The Merger�Termination of the Merger
Agreement� on page 43.

Transferability of Shares Received in the Merger

The Columbia common stock issued in the merger will be transferable free of restrictions under federal and state securities laws, except for
shares of Columbia common stock received by persons who are deemed to be �affiliates� of Mountain Bank as defined under applicable federal
securities laws. See �The Merger�Stock Resales by Mountain Bank Affiliates� on page 49.

Certain Federal Income Tax Consequences

Neither Mountain Bank nor Columbia is required to complete the merger unless each of them receives a legal opinion of Columbia�s counsel that
the merger will be treated as a �reorganization� for federal income tax purposes. Assuming such opinion is received, we expect that for United
States federal income tax purposes, a Mountain Bank shareholder who receives shares of Columbia common stock and cash in exchange for his
or her shares of Mountain Bank common stock will generally recognize gain (but not loss) in an amount equal to the lesser of (1) the amount of
gain realized (i.e., the excess of the sum of the amount of cash (excluding any cash received in lieu of fractional shares) and the fair market value
of the Columbia common stock (including any fractional shares deemed received and exchanged for cash) received pursuant to the merger over
the holder�s adjusted tax basis in his or her shares of Mountain Bank common stock surrendered) and (2) the amount of cash (excluding any cash
received in lieu of fractional shares) received pursuant to the merger. The actual tax consequences of the merger to you will depend on your
specific situation and on factors not within our control. You should consult your own tax advisor for a full understanding of the merger�s tax
consequences to you. See �The Merger�Federal Income Tax Consequences of the Merger� beginning on page 37 for additional information.

Mountain Bank Shareholders Have Dissenters� Rights

Under Washington law, Mountain Bank shareholders have the right to dissent from the merger and receive cash for the fair value of their shares
of Mountain Bank common stock. A shareholder electing to dissent must strictly comply with all the procedures required by the Washington
statutes. These procedures are described later in this document (see �The Merger�Dissenters� Rights of Appraisal� on page 40), and a copy of the
relevant statute is attached as Appendix B.

The Mountain Bank Board of Directors Recommends Shareholder Approval of the Merger

The Mountain Bank board of directors believes that the merger is in the best interests of the Mountain Bank shareholders and has unanimously
approved the merger agreement. The Mountain Bank board of directors recommends that Mountain Bank shareholders vote �FOR� approval of the
merger agreement.
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Mountain Bank�s Financial Advisor Says the Merger Consideration is Fair to Mountain Bank Shareholders From a Financial Point of
View

Sandler O�Neill & Partners, L.P., has served as financial advisor to Mountain Bank in connection with the merger and has given an opinion to
Mountain Bank�s board of directors that, as of March 27, 2007, the consideration that Mountain Bank�s shareholders will receive for their
Mountain Bank shares in the merger is fair, from a financial point of view, to Mountain Bank shareholders. Sandler O�Neill has reconfirmed its
opinion as of the date of this proxy statement/prospectus, and a copy of that opinion is attached to this document as Appendix C. Mountain
Bank shareholders should read the opinion carefully to understand the assumptions made, matters considered and limitations of the review
undertaken by Sandler O�Neill in providing its opinion. The opinion is more fully described under the heading �Background of and Reasons for
the Merger�Opinion of Financial Advisor to Mountain Bank� beginning on page 25. Mountain Bank agreed to pay Sandler O�Neill a fee for its
services and to indemnify it against certain liabilities arising out of the merger or its engagement.

Mountain Bank�s Officers and Directors Have Interests in the Merger That Are Different From or in Addition to Their Interests as
Shareholders

Certain members of Mountain Bank�s management have interests in the merger that are different from, or in addition to, their interests as
Mountain Bank shareholders. These interests primarily arise out of provisions in the merger agreement relating to indemnification of directors
and compensation to directors in connection with their service on an advisory board following the merger and, in the case of Roy Brooks,
President, Chief Executive Officer, and Chairman of the Board of Mountain Bank, Steve Moergeli, a director of Mountain Bank and President
and Chief Executive Officer of Mt. Rainier National Bank, and Sheila Brumley, Chief Financial Officer of Mountain Bank, employment
agreements that will take effect upon consummation of the merger, as well as existing compensation arrangements with Mountain Bank�s
executive officers. See �The Merger�Interests of Certain Persons in the Merger� beginning on page 46.

The Mountain Bank board of directors was aware of these interests and took them into account in its decision to approve the merger agreement.

We May Not Complete the Merger Without All Required Regulatory Approvals

The merger must be approved by the Federal Deposit Insurance Corporation (�FDIC�) and the Washington Department of Financial Institutions.
We plan to file applications with these regulatory bodies seeking such approval by June 1, 2007, and expect to obtain all such regulatory
approvals, although we cannot be certain if or when we will obtain them.

Mountain Bank Shareholders Will Have Different Rights After the Merger

The rights of Mountain Bank shareholders are governed by Washington law, as well as by Mountain Bank�s articles of incorporation and bylaws.
After completion of the merger, the rights of the former Mountain Bank shareholders receiving Columbia common stock in the merger will
continue to be governed by Washington law, but will be governed by Columbia�s articles of incorporation and bylaws. Although Columbia�s
articles of incorporation and bylaws are similar in many ways to Mountain Bank�s articles of incorporation and bylaws, there are some
substantive and procedural differences that will affect the rights of Mountain Bank�s shareholders. See �Comparison of Certain Rights of Holders
of Columbia and Mountain Bank Common Stock� beginning on page 94.

The date of this proxy statement is May 17, 2007.
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USE OF CERTAIN TERMS

As used in this document, the following terms have the meanings given:

�Columbia� refers to Columbia Banking System, Inc., a Washington corporation.

�Columbia State Bank� refers to Columbia State Bank, a Washington state-chartered banking subsidiary of Columbia.

�Columbia Shares� or �Columbia Stock� refers to the common stock of Columbia.

�Mountain Bank shares� or �Mountain Bank stock� refers to the common stock of Mountain Bank.

References to the �merger agreement� are to the Plan and Agreement of Merger, dated as of March 28, 2007, among Columbia, Columbia State
Bank, Mountain Bank, and Mt. Rainier National Bank. The merger agreement is attached to this document as Appendix A.

�Mountain Bank� refers to Mountain Bank Holding Company, a Washington corporation.

�Mt. Rainier Bank� refers to former branches of Mt. Rainier National Bank, which following the merger will be a part of Columbia State Bank and
will operate under the name �Mt. Rainier Bank.�

�Mt. Rainier National Bank� means Mt. Rainier National Bank, a national banking association operating as the banking subsidiary of Mountain
Bank prior to completion of the merger.

8

Edgar Filing: COLUMBIA BANKING SYSTEM INC - Form 424B3

Table of Contents 16



Table of Contents

RISK FACTORS

In addition to the other information contained in or incorporated by reference into this document, including the matters addressed under the
caption �Cautionary Note Regarding Forward-Looking Statements,� you should consider the matters described below carefully in determining
whether to approve the merger agreement and the transactions contemplated by the merger agreement.

The merger agreement limits Mountain Bank�s ability to pursue other transactions and provides for the payment of a break up fee if
Mountain Bank does so.

While the merger agreement is in effect and subject to very narrow exceptions, Mountain Bank and its directors, officers and agents are
prohibited from initiating or encouraging inquiries with respect to alternative acquisition proposals. The prohibition limits Mountain Bank�s
ability to seek offers that may be superior from a financial point of view from other possible acquirers. If Mountain Bank receives an unsolicited
proposal from a third party that is superior from a financial point of view to that made by Columbia and the merger agreement is terminated,
Mountain Bank may be required to pay a $2,500,000 break-up fee. This fee makes it less likely that a third party will make an alternative
acquisition proposal.

Under certain conditions, the merger agreement requires Mountain Bank to pay a termination fee.

Under certain circumstances (generally involving Mountain Bank�s breach of its representations and covenants in the merger agreement),
Columbia can terminate the merger agreement and require Mountain Bank to pay a termination fee of $500,000.

Because the market price of Columbia common stock may fluctuate, you cannot be sure of the number of shares of Columbia common
stock that you will receive.

At the time of the Mountain Bank special meeting, you will not be able to determine the number of shares of Columbia common stock you
would receive upon completion of the merger. Fluctuations in Columbia�s stock price will impact how much Columbia common stock you will
own relative to existing Columbia shareholders. Generally, you will receive fewer shares of Columbia common stock if Columbia�s stock price
increases and you will receive more shares of Columbia common stock if Columbia�s stock price decreases. We urge you to obtain current
market quotations for Columbia common stock.

If the average closing price of Columbia stock used to calculate the merger consideration is below $32.50, your total per share merger
consideration will decrease.

The formula used to determine the stock portion of the merger consideration is intended to result in aggregate consideration of $25.00 per share
of Mountain Bank stock (based on the combined value of cash and the average closing price of Columbia shares received). If, however, the
average closing price of Columbia stock continues to be below $32.50 at the relevant time for calculating the merger consideration, you will
receive a lower amount of total per share consideration. (Conversely, you will receive greater per share consideration if the average closing price
of Columbia stock exceeds $37.50.)

Your per share consideration would decline in value if the trading price of Columbia stock declines after the date the merger
consideration is determined.

The number of Columbia shares issued to each Mountain Bank shareholder in the merger will be determined five business days prior to closing
of the merger. Any declines in the trading price of Columbia stock between that determination date and the date you receive your merger
consideration would reduce the value of the consideration that you receive.

9
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Because Mountain Bank stock is not actively traded, Mountain Bank trading prices may not reflect the actual value of Mountain Bank
stock.

Mountain Bank stock is traded only sporadically between private parties and rarely on the over-the counter market, making it difficult to
determine a reliable market value for shares of the stock based on trading data. The merger consideration was determined by negotiations
between the parties based on the limited trading data available and other considerations discussed in �Background of and Reasons for the Merger�
beginning on page 20. Trading prices may not reflect the actual value of Mountain Bank stock.

Combining our two companies may be more difficult, costly or time-consuming than we expect.

Columbia and Mountain Bank have operated and, until the completion of the merger, will continue to operate, independently. It is possible that
the integration process could result in the loss of key employees, the disruption of the ongoing business of Mountain Bank or inconsistencies in
standards, controls, procedures and policies that adversely affect our ability to maintain relationships with customers and employees or to
achieve the anticipated benefits of the merger. As with any merger of banking institutions, there also may be disruptions that cause us to lose
customers or cause customers to take their deposits and loans out of Mt. Rainier Bank.

Unanticipated costs relating to the merger could reduce Columbia�s future net income and cash flows.

Columbia believes that it has reasonably estimated the likely costs of integrating the operations of Mt. Rainier National Bank into Columbia
State Bank and the incremental costs of operating as a combined company. However, it is possible that unexpected transaction costs or future
operating expenses, as well as other types of unanticipated adverse developments, could have a material adverse effect on the net income and
cash flows of Columbia after the merger. If the merger is completed and unexpected costs are incurred, the merger could have a significant
dilutive effect on Columbia�s earnings per share, meaning earnings per share could be less than if the merger had not been completed.

We may face challenges in integrating the operations of two institutions at approximately the same time.

The risk factors above, relating to possible difficulties and unanticipated costs associated with integrating Mountain Bank�s operations into those
of Columbia, may be increased due to our planned acquisition of Town Center Bancorp (see �Summary�Summary Information About the Parties
and the Transaction�Recent Developments� on page 4) at approximately the same time as the closing of the Mountain Bank transaction. Columbia
has never acquired two separate financial institutions at the same time, and the concurrent nature of these transactions may result in
unanticipated difficulties and expenses.

Columbia may grow through future acquisitions, which could, in some circumstances, adversely affect net income.

Columbia has historically grown, in part, through acquisitions of other financial institutions and assets, and anticipates that it will engage in
selected acquisitions in the future. In this regard, Columbia has entered into a Plan and Agreement of Merger with Town Center Bancorp in a
cash and stock transaction valued at approximately $45.1 million. There are risks associated with Columbia�s acquisition strategy that could
adversely impact net income. These risks include, among others, incorrectly assessing the asset quality of a particular institution being acquired,
encountering greater than anticipated costs of incorporating acquired businesses into Columbia, and being unable to profitably deploy funds
acquired in an acquisition. Furthermore, Columbia can give you no assurance about the extent to which Columbia can continue to grow through
acquisitions.

In the future, Columbia may issue capital stock in connection with additional acquisitions. These acquisitions and related issuances of stock may
have a dilutive effect on earnings per share and the percentage ownership of current shareholders.

10
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Columbia has various anti-takeover measures that could impede a takeover of Columbia.

Columbia has various anti-takeover measures in place, some of which are listed elsewhere in this document. Any one or more of these measures
may impede the takeover of Columbia without the approval of the Columbia board of directors and may prevent you from taking part in a
transaction in which you could realize a premium over the current market price of Columbia common stock. See �Comparison of Certain Rights
of Holders of Columbia and Mountain Bank Common Stock� beginning on page 94.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This document, including information included or incorporated by reference in this document, may contain forward-looking statements within
the meaning of the Private Securities Litigation Reform Act of 1995. These forward-looking statements include, but are not limited to,
(i) statements about the benefits of the merger, including future financial and operating results, cost savings, enhancements to revenue and
accretion to reported earnings that may be realized from the merger; (ii) statements about our respective plans, objectives, expectations and
intentions and other statements that are not historical facts; and (iii) other statements identified by words such as �expects,� �anticipates,� �intends,�
�plans,� �believes,� �seeks,� �estimates,� or words of similar meaning. These forward-looking statements are based on current beliefs and expectations of
management and are inherently subject to significant business, economic and competitive uncertainties and contingencies, many of which are
beyond Columbia�s and Mountain Bank�s control. In addition, these forward-looking statements are subject to assumptions with respect to future
business strategies and decisions that are subject to change.

The following potential factors, among others, could cause actual results to differ materially from the anticipated results or other expectations in
the forward-looking statements:

� our businesses may not be integrated successfully, or such integration may take longer to accomplish than expected;

� the anticipated growth opportunities and cost savings from the merger may not be fully realized or may take longer to realize than
expected;

� operating costs, customer losses and business disruption following the merger, including adverse developments in relationships with
employees, may be greater than expected;

� the concurrent integration of the operations of Mountain Bank and Town Center Bancorp may exacerbate the risks otherwise
associated with acquisitions, such as those described above;

� adverse governmental or regulatory policies may be enacted;

� the interest rate environment may change, causing margins to compress and adversely affecting net interest income;

� the risks associated with continued diversification of assets and potential adverse changes in credit quality;

� increased loan delinquency rates;

� competition from other financial services companies in our markets; and
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� the risk of an economic slowdown adversely affecting credit quality and loan originations.
Additional factors that could cause actual results to differ materially from those expressed in the forward-looking statements are discussed in
Columbia�s reports filed with the SEC and under the heading below entitled �Information Concerning Mountain Bank� beginning on page 54.
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All subsequent written and oral forward-looking statements concerning the proposed transaction or other matters attributable to Columbia or
Mountain Bank or any person acting on behalf of Columbia or Mountain Bank are expressly qualified in their entirety by the cautionary
statements above. Neither Columbia nor Mountain Bank undertakes any obligation to update any forward-looking statements to reflect
circumstances or events that occur after the date the forward-looking statements are made.

SELECTED HISTORICAL FINANCIAL INFORMATION

SELECTED CONSOLIDATED FINANCIAL DATA OF COLUMBIA

The following selected historical financial information is derived from and should be read in conjunction with the historical financial statements
of Columbia, including the notes thereto, in documents incorporated by reference in this proxy statement/prospectus. See �Where You Can Find
More Information About Columbia� beginning on page 98. The historical consolidated financial data for each of the five fiscal years ended
December 31, 2006, is derived from audited consolidated financial statements of Columbia. Columbia acquired Bank of Astoria on October 1,
2004; the acquired bank�s results of operations are included in Columbia�s results beginning that date. The information as of and for the three
months ended March 31, 2007 and 2006, is derived from Columbia�s unaudited financial statements, has been prepared on the same basis as the
historical information derived from audited financial statements and, in the opinion of Columbia�s management, contains all adjustments,
consisting only of normal recurring accruals, necessary for the fair presentation of results of operations for such periods.

Three
Months
Ended

March 31,
2007

Three
Months
Ended

March 31,
2006

Years Ended December 31,

2006 2005 2004 2003 2002
(dollars in thousands, except per share amounts)

For the Period
Total revenue $ 30,880 $ 30,279 $ 122,435 $ 115,698 $ 94,187 $ 86,651 $ 84,339
Net interest income $ 24,703 $ 24,306 $ 97,763 $ 90,912 $ 71,943 $ 63,867 $ 64,289
Provision for loan and lease
losses $ 638 $ 215 $ 2,065 $ 1,520 $ 995 $ 2,850 $ 15,780
Noninterest income $ 6,177 $ 5,973 $ 24,672 $ 24,786 $ 22,244 $ 22,784 $ 20,050
Noninterest expense $ 20,402 $ 18,340 $ 76,134 $ 72,855 $ 61,326 $ 55,960 $ 53,653
Net income $ 7,283 $ 8,188 $ 32,103 $ 29,631 $ 22,513 $ 19,522 $ 10,885

Per Share
Net Income (Basic) $ 0.45 $ 0.52 $ 2.01 $ 1.89 $ 1.55 $ 1.39 $ 0.79
Net Income (Diluted) $ 0.45 $ 0.51 $ 1.99 $ 1.87 $ 1.52 $ 1.37 $ 0.78
Book Value $ 16.17 $ 14.47 $ 15.71 $ 14.29 $ 13.03 $ 10.66 $ 9.48

Averages
Total assets $ 2,586,025 $ 2,388,680 $ 2,473,404 $ 2,290,746 $ 1,919,134 $ 1,696,417 $ 1,601,061
Interest-earning assets $ 2,392,372 $ 2,190,872 $ 2,265,393 $ 2,102,513 $ 1,769,470 $ 1,544,869 $ 1,454,714
Loans $ 1,765,692 $ 1,567,615 $ 1,629,616 $ 1,494,567 $ 1,186,506 $ 1,128,941 $ 1,183,922
Securities $ 597,952 $ 619,428 $ 623,631 $ 605,395 $ 552,742 $ 401,594 $ 246,995
Deposits $ 2,001,136 $ 1,955,851 $ 1,976,448 $ 1,923,778 $ 1,690,513 $ 1,483,173 $ 1,360,968
Core deposits $ 1,444,210 $ 1,425,442 $ 1,433,395 $ 1,423,862 $ 1,238,536 $ 1,017,126 $ 885,008
Shareholders� equity $ 256,292 $ 231,080 $ 237,843 $ 214,612 $ 169,414 $ 141,129 $ 124,096

Financial Ratios
Net interest margin 4.37% 4.65% 4.49% 4.44% 4.19% 4.23% 4.50%
Return on average assets 1.14% 1.39% 1.30% 1.29% 1.17% 1.15% 0.68%
Return on average equity 11.52% 14.37% 13.50% 13.81% 13.29% 13.83% 8.77%
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Three
Months
Ended

March 31,
2007

Three
Months
Ended

March 31,
2006

Years Ended December 31,

2006 2005 2004 2003 2002
(dollars in thousands, except per share amounts)

Return on average
tangible equity(1) 13.38% 17.0% 15.88% 16.63% 14.02% 13.83% 8.77%
Average equity to
average assets 9.91% 9.67% 9.62% 9.37% 8.83% 8.32% 7.75%

At Period End
Total assets $ 2,676,204 $ 2,460,453 $ 2,553,131 $ 2,377,322 $ 2,176,730 $ 1,744,347 $ 1,699,613
Loans $ 1,833,852 $ 1,595,262 $ 1,708,962 $ 1,564,704 $ 1,359,743 $ 1,078,302 $ 1,175,853
Allowance for loan and
lease losses $ 20,819 $ 20,691 $ 20,182 $ 20,829 $ 19,881 $ 20,261 $ 19,171
Securities $ 599,306 $ 634,620 $ 605,133 $ 585,332 $ 642,759 $ 523,864 $ 337,412
Deposits $ 2,081,026 $ 1,990,363 $ 2,023,351 $ 2,005,489 $ 1,862,866 $ 1,544,626 $ 1,487,153
Core deposits $ 1,518,797 $ 1,455,390 $ 1,473,701 $ 1,478,090 $ 1,381,073 $ 1,098,237 $ 980,709
Shareholders� equity $ 261,329 $ 231,137 $ 252,347 $ 226,242 $ 203,154 $ 150,372 $ 132,384
Full-time equivalent
employees 675 640 657 651 625 539 525
Banking offices 40 40 40 40 39 34 36

Nonperforming assets
Nonaccrual loans $ 2,580 $ 5,115 $ 2,414 $ 4,733 $ 8,222 $ 13,255 $ 16,918
Restructured loans 806 $ 1,146 1,066 124 227 �  187
Other personal property
owned �  �  �  �  �  691 916
Real estate owned �  18 �  18 680 1,452 130

Total nonperforming
assets $ 3,386 $ 6,279 $ 3,480 $ 4,875 $ 9,129 $ 15,398 $ 18,151

Nonperforming loans to
year end loans 0.18% 0.39% 0.20% 0.31% 0.62% 1.23% 1.45%
Nonperforming assets to
year end assets 0.13% 0.26% 0.14% 0.21% 0.42% 0.88% 1.07%
Allowance for loan and
lease losses to year end
loans 1.14% 1.30% 1.18% 1.33% 1.46% 1.88% 1.63%
Allowance for loan and
lease losses to
nonperforming loans 614.86% 330.47% 579.94% 428.84% 235.31% 152.86% 112.08%
Allowance for loan and
lease losses to
nonperforming assets 614.86% 329.53% 579.94% 427.26% 217.78% 131.58% 105.62%
Net loan charge-offs $ 1(2) $ 353(2) $ 2,712(3) $ 572(3) $ 2,742(3) $ 1,760(3) $ 11,343(3)

Risk-Based Capital
Ratios
Total capital 12.70% 12.93% 13.23% 12.97% 12.99% 14.49% 12.32%
Tier I capital 11.71% 11.83% 12.21% 11.82% 11.75% 13.24% 11.07%
Leverage ratio 9.84% 9.57% 9.86% 9.54% 8.99% 10.03% 9.18%

(1) Annualized net income, excluding core deposit intangible amortization, divided by average daily shareholders� equity, excluding average
goodwill and average core deposit intangible asset.

(2) For the three-month periods indicated.
(3) For the twelve-month periods indicated.
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SELECTED CONSOLIDATED FINANCIAL DATA OF MOUNTAIN BANK

The following selected historical financial information is derived from and should be read in conjunction with the historical financial statements
of Mountain Bank, including the notes thereto, included in this proxy statement/prospectus under the heading �Mountain Bank Financial
Statements� beginning on page F-1. The historical financial data for each of the five fiscal years ended December 31, 2006, is derived from
audited consolidated financial statements of Mountain Bank. The information as of and for the three months ended March 31, 2007 and 2006, is
derived from Mountain Bank�s unaudited financial statements, has been prepared on the same basis as the historical information derived from
audited financial statements and, in the opinion of Mountain Bank�s management, contains all adjustments, consisting only of normal recurring
accruals, necessary for the fair presentation of results of operations for such periods.

Three
Months
Ended

March 31,
2007

Three
Months
Ended

March 31,
2006

Years Ended December 31,

2006 2005 2004 2003 2002
(dollars in thousands, except per share amounts)

Income Statement Data
Interest income $ 4,051 $ 3,033 $ 14,091 $ 10,878 $ 9,404 $ 8,457 $ 8,169
Interest expense $ 1,464 $ 790 $ 4,529 $ 2,465 $ 1,932 $ 1,921 $ 2,563
Net interest income $ 2,587 $ 2,243 $ 9,562 $ 8,413 $ 7,472 $ 6,536 $ 5,606
Provision for credit losses $ 69 $ 69 $ 276 $ 199 $ 276 $ 385 $ 360
Net interest income after provision $ 2,518 $ 2,174 $ 9,286 $ 8,214 $ 7,196 $ 6,151 $ 5,246
Non-interest income $ 378 $ 354 $ 1,476 $ 1,559 $ 1,245 $ 1,615 $ 1,351
Non-interest expense $ 1,972 $ 1,732 $ 7,585 $ 6,705 $ 6,398 $ 6,000 $ 5,156
Income before income taxes $ 924 $ 796 $ 3,177 $ 3,068 $ 2,043 $ 1,766 $ 1,441
Income taxes $ 297 $ 247 $ 1,005 $ 981 $ 625 $ 544 $ 426
Net income $ 627 $ 549 $ 2,172 $ 2,087 $ 1,418 $ 1,222 $ 1,015
Per Share Data
Net income�basic $ 0.27 $ 0.24 $ 0.94 $ 0.91 $ 0.64 $ 0.57 $ 0.48
Net income�diluted $ 0.26 $ 0.23 $ 0.91 $ 0.88 $ 0.62 $ 0.55 $ 0.46
Cash dividends declared $ 0.20 $ 0.18 $ 0.18 $ 0.15 $ 0.10 $ 0.00 $ 0.00
Book value per share $ 9.75 $ 8.85 $ 9.66 $ 8.82 $ 8.21 $ 7.63 $ 7.18
Balance Sheet Data
Assets $ 235,696 $ 202,683 $ 229,910 $ 194,524 $ 177,645 $ 156,425 $ 143,174
Loans, net $ 169,538 $ 136,433 $ 164,585 $ 120,866 $ 119,027 $ 97,643 $ 81,409
Securities $ 28,104 $ 46,342 $ 35,641 $ 46,573 $ 37,502 $ 32,290 $ 29,562
Deposits $ 209,489 $ 175,646 $ 204,296 $ 171,813 $ 157,600 $ 138,775 $ 127,011
Shareholders� equity $ 22,649 $ 20,401 $ 22,283 $ 20,299 $ 18,569 $ 16,604 $ 15,404
Shares outstanding 2,322,939 2,304,489 2,307,389 2,302,741 2,260,968 2,176,677 2,146,813
Performance Ratios
Return on average assets 1.10% 1.14% 1.02% 1.12% 0.84% 0.82% 0.78%
Return on average equity 11.40% 11.14% 10.32% 10.79% 8.09% 7.67% 7.14%
Equity to assets 9.69% 10.20% 9.88% 10.44% 10.45% 10.61% 10.76%
Net interest margin 4.91% 5.07% 4.88% 4.90% 4.75% 4.70% 4.60%
Allowance for credit losses to loans 1.11% 1.20% 1.11% 1.28% 1.14% 1.12% 1.04%
Asset Quality Ratios
Net charge-offs to average loans outstanding 0.00% 0.00% 0.00% 0.00% 0.00% 0.15% 0.35%
Non-performing loans to period-end loans 0.00% 0.02% 0.00% 0.02% 0.00% 0.11% 0.11%
Non-performing assets to total assets 0.00% 0.02% 0.00% 0.01% 0.00% 0.16% 0.17%
Capital and Liquidity Ratios
Risk-based:
Tier 1 capital 12.21% 13.65% 12.36% 14.70% 13.70% 14.08% 12.97%
Total capital 13.23% 14.72% 13.37% 15.81% 14.71% 15.02% 13.70%
Average loans to average deposits 82.53% 74.43% 73.01% 69.52% 64.61%
Average shares outstanding:
Basic 2,320,926 2,302,916 2,304,347 2,288,320 2,229,061 2,155,914 2,111,819
Diluted 2,391,708 2,370,287 2,378,836 2,338,440 2,298,897 2,240,437 2,195,058
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SELECTED UNAUDITED COMPARATIVE PER SHARE DATA

The table below presents the historical earnings, book value and cash dividends per share for the periods shown for Columbia and Mountain
Bank, together with the same figures presented on a pro forma combined basis for Columbia and a pro forma equivalent basis for Mountain
Bank after giving effect to the merger. Except where indicated otherwise, the pro forma equivalent per share data for Mountain Bank is
calculated by multiplying the pro forma combined per share data for Columbia by the pro forma ratio of 0.74206, which ratio has been computed
based on an assumed Columbia common stock price per share of $33.69, the closing price of Columbia�s common stock on the day before the
merger was announced, and total per share merger consideration (cash and stock) of $25.00. This assumption is for purposes of presentation only
and the exchange ratio in the merger may be different.

This data should be read in conjunction with the audited consolidated financial statements and unaudited interim financial information of
Columbia incorporated by reference into this document, and the audited financial statements and unaudited interim financial information of
Mountain Bank included in this document. The information is for illustrative purposes only and is not necessarily indicative of the results or
financial position that would have occurred if the merger had been completed as of the dates indicated, nor is it indicative of future results or
financial positions.

The table also presents the closing prices per share for Columbia and Mountain Bank common stock, respectively, immediately prior to the
announcement of the merger, and as of May 15, 2007, the most recent practicable trading date prior to the printing of this document, together
with the pro forma equivalent market value of Mountain Bank shares after giving effect to the merger. See the discussion under the heading
�Comparative Stock Price and Dividend Information� on page 17 for important information about the limited trading in stock of Mountain Bank
and the effect that may have on the reliability of the share price data.

Columbia Mountain Bank

Historical

Pro
Forma

Combined Historical

Pro
Forma

Equivalent
Diluted earnings per share(1):
Three months ended March 31, 2007 $ 0.45 $ 0.46 $ 0.26 $ 0.34
Year ended December 31, 2006 $ 1.99 $ 1.99 $ 0.91 $ 1.48
Book value per share(2) at:
March 31, 2007 $ 16.17 $ 15.27 $ 9.75 $ 11.33
December 31, 2006 $ 15.71 $ 15.20 $ 9.66 $ 11.28
Cash dividends per share declared(3):
Three months ended March 31, 2007 $ 0.15 $ 0.15 $ 0.20 $ 0.11
Year ended December 31, 2006 $ 0.57 $ 0.57 $ 0.18 $ 0.42
Market value per share at March 27, 2007 $ 33.69 $ 25.50 $ 25.00
Market value per share at May 15, 2007 $ 30.40 $ 25.00 $ 24.11(4)

(1) The pro forma earnings per share amounts are calculated by dividing total historical and pro forma combined net income by the average
pro forma common shares of Columbia and Mountain Bank after giving effect to the merger. Pro forma basic and diluted weighted average
numbers of common shares utilized for the calculation were calculated using Columbia�s historical weighted average common shares plus
shares expected to be issued to Mountain Bank shareholders under the terms of the merger agreement based on an average closing price of
$33.69. Pro forma combined diluted earnings per share for Columbia, giving effect to the merger transaction between Columbia and Town
Center Bancorp in addition to the Mountain Bank transaction, would be $0.46 for the three months ended March 31, 2007 and $2.02 for
the year ended December 31, 2006, assuming the issuance of 698,182 shares of Columbia common stock under
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the terms of the merger agreement with Town Center Bancorp. See �Summary�Summary Information About the Parties and the
Transaction�Recent Developments� on page 4 for more information regarding the transaction between Columbia and Town Center Bancorp.

(2) Book value per share is calculated by dividing total actual historical and pro forma shareholders� equity at the date indicated by the actual
historical and pro forma number of shares outstanding at that date.

(3) Mountain Bank has historically declared an annual cash dividend in March of each year.
(4) Calculated by multiplying the market value per share of Columbia stock at May 15, 2007, by the pro forma ratio of 0.79317, which ratio

has been computed based on the Columbia common stock price at that date and total per share merger consideration (cash and stock) of
$24.11. This assumption is for purposes of presentation only and the exchange ratio in the merger may be different.
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COMPARATIVE STOCK PRICE AND DIVIDEND INFORMATION

COLUMBIA COMMON STOCK

Columbia common stock is quoted on The NASDAQ Global Market under the symbol �COLB.� The following table sets forth for the periods
indicated:

� the high and low sale prices for Columbia common stock as reported on The NASDAQ Global Market, and

� dividends per share on Columbia common stock.

High Low
Cash

Dividends Declared
2005
First quarter $ 25.83 $ 22.66 $ 0.07
Second quarter $ 25.30 $ 22.57 $ 0.09
Third quarter $ 28.84 $ 22.67 $ 0.11
Fourth quarter $ 29.98 $ 24.51 $ 0.12

2006
First quarter $ 35.49 $ 27.99 $ 0.13
Second quarter $ 37.39 $ 31.75 $ 0.14
Third quarter $ 36.67 $ 29.91 $ 0.15
Fourth quarter $ 36.20 $ 30.90 $ 0.15

2007
First quarter $ 35.96 $ 32.36 $ 0.15
Second quarter (through May 15, 2007) $ 34.11 $ 29.89 $ 0.17
At May 10, 2007, the 16,160,709 outstanding shares of Columbia common stock were held by approximately 1,400 holders of record.

The payment of future cash dividends is at the discretion of the Columbia board and subject to a number of factors, including results of
operations, general business conditions, growth, financial condition, and other factors deemed relevant by the Columbia board. Columbia�s
ability to pay dividends is also subject to certain regulatory requirements and restrictions.
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MOUNTAIN BANK COMMON STOCK

No broker makes a market in Mountain Bank�s common stock, and trading has not been extensive. Trades that have occurred cannot be
characterized as amounting to an active market. The stock is traded by individuals on a personal basis and sporadically on the over-the-counter
market. Due to the limited information available, the following price information may not accurately reflect the actual market value of the
shares. The following data includes trades between individual investors known to Mountain Bank. It does not include new issuances of stock, the
exercise of stock options or shares issued under Mountain Bank�s Employee Stock Purchase Plan. The price information was obtained from
Mt. Rainier National Bank acting as transfer agent for Mountain Bank.

No. of Shares
Traded High Low

2005
First quarter 6,170 $ 16.50 $ 15.50
Second quarter 8,993 $ 17.00 $ 15.00
Third quarter 15,276 $ 18.00 $ 16.50
Fourth quarter 7,196 $ 19.00 $ 17.50

2006
First quarter 5,665 $ 20.00 $ 19.00
Second quarter 3,535 $ 21.50 $ 20.00
Third quarter 10,400 $ 24.00 $ 21.50
Fourth quarter 13,901 $ 25.00 $ 24.00

2007
First quarter 6,062 $ 26.00 $ 25.00
Second quarter (through May 15, 2007) 100 $ 25.00 $ 25.00
At May 10, 2007, the 2,324,633 outstanding shares of Mountain Bank common stock were held by approximately 1,175 holders of record.

The timing and amount of dividends paid by Mountain Bank is subject to determination by the board of directors of Mountain Bank, in its sole
discretion, and depends upon earnings, cash requirements and its financial condition, applicable government regulations and other factors
deemed relevant by the Mountain Bank board of directors. Mountain Bank has not historically paid quarterly cash dividends, but rather annual
cash dividends. Mountain Bank paid a cash dividend of $0.15 per share in March 2005, $0.18 per share in March 2006, and $0.20 per share in
March 2007.
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MOUNTAIN BANK SPECIAL SHAREHOLDERS� MEETING

DATE, TIME, PLACE

The Mountain Bank special meeting of shareholders will be held on Thursday, June 21, 2007, at 7:00 p.m., local time, at Enumclaw Expo
Center, located at 28511 Hwy 410 East, Enumclaw, Washington 98022.

PURPOSE

At the special meeting, Mountain Bank shareholders will:

� consider and vote on a proposal to approve the merger agreement, and

� if necessary, consider and act upon a proposal to adjourn the special meeting to allow additional time to solicit proxies.
RECORD DATE; SHARES OUTSTANDING AND ENTITLED TO VOTE

The Mountain Bank board of directors has fixed 5:00 p.m. Pacific Time on May 10, 2007 as the record date for determining the holders of shares
of Mountain Bank common stock entitled to notice of and to vote at the special meeting. At the close of business on the Mountain Bank record
date, there were 2,324,633 shares of common stock issued and outstanding held by approximately 1,175 holders of record. Holders of record of
Mountain Bank common stock on the record date are entitled to one vote per share and are also entitled to exercise dissenters� rights if certain
procedures are followed. See �The Merger�Dissenters� Rights of Appraisal� beginning on page 40 and Appendix B.

The directors and executive officers of Mountain Bank have agreed to vote all shares controlled by them in favor of approval of the merger
agreement. A total of 419,273 outstanding shares, or approximately 18% of the outstanding shares of Mountain Bank common stock, are
covered by the voting agreement. See �The Merger�Voting Agreement� on page 40.

VOTE REQUIRED

The affirmative vote of the holders of at least two-thirds (66 2/3%) of the shares of Mountain Bank�s outstanding common stock is required to
approve the merger agreement. At least fifty percent (50%) of the total outstanding shares of Mountain Bank common stock must be present,
either in person or by proxy, in order to constitute a quorum for the meeting. For purposes of determining a quorum, abstentions and broker
nonvotes (that is, proxies from brokers or nominees indicating that such person has not received instructions from the beneficial owners or other
persons entitled to vote shares as to a matter with respect to which the broker or nominee does not have discretionary power to vote) are counted
in determining the shares present at a meeting.

For voting purposes, however, only shares actually voted for the approval of the merger agreement, and neither abstentions nor broker nonvotes,
will be counted as favorable votes in determining whether the merger agreement is approved by the holders of Mountain Bank common stock.
As a result, abstentions and broker nonvotes will have the same effect as votes against approval of the merger agreement.

VOTING, SOLICITATION, AND REVOCATION OF PROXIES

If the enclosed proxy card is duly executed and received in time for the special meeting, it will be voted in accordance with the instructions
given. If the proxy card is duly executed and received but no instruction is given, it is the intention of the persons named in the proxy to vote the
shares represented by the proxy for the approval of the merger agreement and in the proxy holder�s discretion on any other matter properly
coming before the meeting. Any proxy given by a shareholder may be revoked before its exercise by:

� written notice to the Secretary of Mountain Bank;
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� a later-dated proxy; or

� appearing and voting at the special meeting in person.
If you intend to change your vote or otherwise vote in person and your shares are held in the name of a broker or other nominee, you should
contact your broker or nominee for further instructions. Mountain Bank is soliciting proxies for the special meeting on behalf of the Mountain
Bank board of directors. Mountain Bank will bear the cost of soliciting proxies from its shareholders. In addition to using the mails, Mountain
Bank may solicit proxies by personal interview, telephone, and facsimile. Banks, brokerage houses, other institutions, nominees, and fiduciaries
will be requested to forward their proxy soliciting material to their principals and obtain authorization for the execution of proxies. Mountain
Bank does not expect to pay any compensation for the solicitation of proxies. However, Mountain Bank will, upon request, pay the standard
charges and expenses of banks, brokerage houses, other institutions, nominees, and fiduciaries for forwarding proxy materials to and obtaining
proxies from their principals.

POSSIBLE ADJOURNMENT OF THE MEETING

As described above under �Vote Required,� approval of the merger agreement requires the affirmative vote of at least two-thirds (66 2/3%) of the
shares of Mountain Bank�s outstanding common stock. If there are not sufficient votes represented at the special meeting, either in person or by
proxy, to approve the merger agreement, or if a quorum is not present, Mountain Bank may propose to adjourn or postpone the meeting in order
to permit further solicitation of proxies by Mountain Bank. Adjournment of the meeting, if proposed, requires the affirmative vote of a majority
of the votes cast on the proposal. The Mountain Bank board of directors unanimously recommends that Mountain Bank�s shareholders vote for
the proposal to adjourn the special meeting, if necessary, to solicit additional proxies if there are not sufficient votes in favor of the merger
agreement.

BACKGROUND OF AND REASONS FOR THE MERGER

BACKGROUND OF THE MERGER

Columbia was organized in 1993 and has grown to $2.6 billion in assets, with 35 branches concentrated in Pierce, King, Cowlitz, Thurston, and
Kitsap Counties in Washington and in Clatsop and Tillamook Counties in Oregon. In 1998, Columbia completed the acquisitions of two
community banks, one in Pierce County and the other in King County, with combined assets of $100 million. In 2004, Columbia acquired Bank
of Astoria in Astoria, Oregon, which had over $150 million in assets. Columbia�s strategy has been to grow its franchise through its branch
network and to seek acquisitions of other leading community banks in the Pacific Northwest that are also a cultural fit.

Mt. Rainier National Bank was organized in 1990 as a national banking association headquartered in Enumclaw, Washington. The bank�s holding
company, Mountain Bank, was formed in 1993. Mountain Bank currently has five branch locations in King and Pierce Counties. These branches
offer a full range of commercial bank services including checking accounts, savings accounts, time deposits, night depository services, safe
deposit box facilities, commercial loans, consumer loans, residential mortgage loans, on-line banking and other customary non-deposit services
to predominantly small and middle-market businesses and middle-income individuals.

Melanie Dressel, Chief Executive Officer of Columbia, met informally a number of times over the last several years with both Roy Brooks,
Chairman of Mountain Bank, and Mt. Rainier National Bank President Steve Moergeli, to express Columbia Bank�s high degree of interest in
pursuing a business combination with Mountain Bank, including in November 2006. At that time, Mr. Brooks requested that Ms. Dressel refrain
from developing a formal proposal until the Mountain Bank board had held a contemplated strategic planning meeting as discussed below.
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At its regular board meeting on November 28, 2006, members of the board of Mountain Bank discussed having a long range planning session
before the end of the year. In preparation for this planning meeting, a questionnaire was sent out to all directors requesting topics to be addressed
at the meeting. In response to the questionnaire, several directors indicated interest in discussing the direction of the company, including
opportunities for a merger with another bank.

At the December 19, 2006, long range planning meeting held by the Mountain Bank board, the board directed the Chairman to meet with an
investment banker to obtain information about bank valuations and the opportunities available to Mountain Bank if it were to proceed with
identifying a strategic partner.

On January 3, 2007, Mr. Brooks contacted Sandler O�Neill & Partners, L.P. (�Sandler O�Neill�) to request assistance in addressing the board�s
direction to consider strategic alternatives for Mountain Bank. On January 10 and 19, 2007, Mr. Brooks met with a representative of Sandler
O�Neill to discuss the board�s request for information.

Following the conversations, a representative of Sandler O�Neill made a presentation to the Mountain Bank board at a special meeting held on
February 1, 2007. The Sandler O�Neill representative discussed the alternatives available to Mountain Bank, including continuing as a
stand-alone entity or exploring strategic merger partners, including Columbia. The representative responded to questions from directors about
banks that had contacted Mountain Bank in the past, including Columbia. Other issues addressed included the operating history and market
perception of these prospective partners, integration and cultural fit of the various companies, management, dividend history, stock price history
and liquidity. Following an extensive discussion among the directors concerning the potential advantages and risks of pursuing a strategic
partnership, the Mountain Bank board determined unanimously to ask Mountain Bank�s management and Sandler O�Neill to meet with
Ms. Dressel to discuss a possible combination with Columbia.

On February 5, 2007, Mr. Brooks, Mr. Moergeli and a representative of Sandler O�Neill met with Ms. Dressel to discuss Columbia�s interest in
making a merger proposal to Mountain Bank. At this meeting, the parties agreed to meet again on February 16, 2007, at an offsite location and
to include Columbia�s CFO, Gary Schminkey. Representatives of Sandler O�Neill attended the February 16, 2007 meeting. A joint confidentiality
agreement was executed by Columbia and Mountain Bank on February 7, 2007, to facilitate the exchange of non-public information.

At their regularly scheduled February 20, 2007 meeting, the Mountain Bank board received updates from Mountain Bank management and a
representative of Sandler O�Neill about the possible terms that Columbia was willing to offer Mountain Bank in a merger proposal. The board
voted to hold a special board meeting on March 1, 2007, to discuss a possible combination with Columbia.

Columbia�s board of directors also discussed the potential merger transaction with Mountain Bank at its regularly scheduled board meeting on
February 28, 2007. Management advised the board that the proposed merger terms included consideration with a fixed value of $25.00 per
Mountain Bank share, split between Columbia stock and cash approximately 55%/45%, and subject to certain adjustments. The board authorized
Columbia�s management to continue negotiations with Mountain Bank.

At Mountain Bank�s special board meeting on March 1, 2007, representatives of Sandler O�Neill and Mountain Bank�s management reviewed the
terms of a possible transaction with Columbia based on terms informally discussed with Columbia. The board was informed that Columbia
proposed that the consideration would take the form of approximately 55% stock and 45% cash at a fixed value of $25.00 per Mountain Bank
share, subject to certain adjustments. After discussing these preliminary terms, the Mountain Bank board reaffirmed its interest in continuing to
have conversations with Columbia and authorized management to assist Columbia in doing due diligence about Mountain Bank, to conduct due
diligence about Columbia, and to begin negotiation of a definitive merger agreement.
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The following morning, Ms. Dressel and Mr. Brooks met at a location near the Seattle airport to discuss beginning due diligence and the general
terms of a merger transaction. Representatives of Graham & Dunn P.C., long-time corporate counsel for Mountain Bank, and Sandler O�Neill
joined the meeting and a timeline was developed for the parties to begin merger negotiations.

During the week of March 5, 2007, the parties exchanged due diligence materials and started the due diligence process.

On March 9, 2007, Ms. Dressel and Mr. Schminkey met with Mr. Brooks and Mountain Bank CFO Sheila Brumley for lunch to discuss the
merger and the opportunity for Ms. Brumley to join the Columbia finance staff if the merger was completed. The following day, Ms. Dressel and
Mr. Schminkey met with Mr. Brooks and Sterlin Franks, Mt. Rainier National Bank�s Chief Credit Officer, to discuss Mr. Frank�s continuing as
the regional credit officer for the Mountain Bank branches following the completion of the proposed merger.

On March 10, 2007, the parties met to continue due diligence at an offsite location in Federal Way, Washington. Columbia�s representatives met
with management of Mountain Bank and reviewed certain loan files. Messrs. Brooks, Moergeli, and Franks and Ms. Brumley met with
Ms. Dressel, Mr. Schminkey, Mark Nelson, Columbia�s Executive Vice President and Chief Banking Officer, and Andy McDonald, Columbia�s
Executive Vice President and Chief Credit Officer, and representatives of Sandler O�Neill to discuss financial and operational matters.

On March 13, 2007, initial drafts of the merger agreement and ancillary documents were provided by legal counsel.

On March 16, 2007, Mr. Franks reviewed certain of Columbia�s loan files and examined loan policies and procedures at a Columbia branch
office located in Tacoma, Washington. Messrs. Brooks and Moergeli and Ms. Brumley continued their due diligence of Columbia at the same
Columbia branch office in Tacoma on March 20, 2007.

On March 16, 2007, Messrs. Brooks and Moergeli and Ms. Brumley, together with representatives of Sandler O�Neill and Graham & Dunn, met
with Ms. Dressel, Mr. Schminkey and representatives of Miller Nash LLP, Columbia�s legal counsel for the transaction, and D.A. Davidson & Co.,
Columbia�s financial advisor, to negotiate the terms of the definitive agreement, including the form of merger consideration, termination and
breakup events and fees, employment arrangements, noncompetition agreements, advisory board structure, representations, warranties, and
covenants, and other issues related to the proposed transaction. This meeting took place at Graham & Dunn�s offices in Seattle.

Following the March 16, 2007, meeting and continuing until March 23, 2007, the parties continued to negotiate the merger agreement and
related ancillary documents.

The Mountain Bank board held a special meeting on March 22, 2007, to review the progress of the negotiations. Representatives of Graham &
Dunn and Sandler O�Neill attended this meeting. At this special board meeting, the Sandler O�Neill representative provided its preliminary
analysis of the financial terms of the transaction. The presentation also covered the proposed mechanics for the merger consideration. Graham &
Dunn advised the board on its fiduciary obligations.

The final drafts of the merger agreement and related ancillary documents were circulated to the board of directors of Mountain Bank and
Columbia on March 24, 2007.

A special board meeting was held by Mountain Bank the evening of March 27, 2007, to consider the merger agreement and related documents.
Representatives of Graham & Dunn provided an update on fiduciary duties and the terms and conditions contained in the merger agreement,
employment-related agreements and other material agreements, copies and summaries of which had been distributed to the directors in advance
of the
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meeting. Representatives of Sandler O�Neill delivered Sandler O�Neill�s oral opinion that, as of March 27, 2007, and based upon and subject to the
assumptions made, matters considered and qualifications and limitations described, the consideration to be received by Mountain Bank
shareholders in the merger is fair to such shareholders from a financial point of view. After discussion and detailed consideration of the merger
agreement, related documents, and the factors listed below under �Reasons for the Merger � Mountain Bank,� the Mountain Bank board, all of
whom were present, unanimously approved and authorized the execution by Mountain Bank of the merger agreement. The merger agreement
dated the following day, March 28, 2007, was executed by Mountain Bank immediately following the conclusion of the special meeting.

Columbia held its regular board meeting at its corporate offices the afternoon of March 28, 2007, at which time the board reviewed the merger
agreement, related documents and financial analysis by D.A. Davidson. Representatives of Miller Nash advised the Columbia board regarding
fiduciary duties and the terms of the merger agreement, employment-related agreements and other material agreements, copies and summaries of
which had been provided to the directors prior to the meeting. A representative of D.A. Davidson then made a presentation regarding the
financial terms of the merger. After discussion and detailed consideration of the merger agreement and presentations made by its counsel and
financial advisor, the Columbia directors, all of whom were present in person, unanimously approved and authorized the execution of the merger
agreement and related agreements. The merger agreement was executed by Columbia immediately following the conclusion of the board
meeting and was publicly announced that afternoon.

REASONS FOR THE MERGER�COLUMBIA

At its regular meeting held on March 28, 2007, Columbia�s board of directors determined that the merger agreement was in the best interests of
Columbia and its shareholders. In reaching its determination, the board consulted with D.A. Davidson regarding the financial impact of the
merger and with Columbia�s management and Miller Nash regarding the terms of the merger agreement, and considered a number of factors.
Listed below are the material considerations Columbia�s directors took into account in arriving at their decision:

� Mt. Rainier National Bank�s financial performance and credit quality;

� Anticipated revenue enhancements, cost savings, and merger-related expenses associated with combining operations;

� The addition of branches in market areas contiguous to Columbia�s operations and in locations in which Columbia had planned to
expand;

� The opportunity to meaningfully compliment and enhance the product offerings to Mt. Rainier�s loyal customer base, with a
corresponding potential for enhanced revenue growth;

� The similar cultures of both banks, including their focus on community banking and a shared commitment to community
involvement; and

� Continuity of key employees and brand name, as well as continued involvement of Mountain Bank�s directors on an advisory board.
The foregoing list is not intended to be exhaustive but represents the material factors considered by the Columbia board. The board did not
assign any specific or relative weight to the factors listed above. After evaluating the anticipated impact of the merger with Mountain Bank on
Columbia and its shareholders, customers and employees, including the time and effort required of management to assimilate both Mountain
Bank and Town Center Bancorp concurrently, Columbia�s board concluded that the benefits to Columbia and its constituencies anticipated from
the merger would likely outweigh any disadvantages.

REASONS FOR THE MERGER�MOUNTAIN BANK

At a special meeting held on March 27, 2007, the Mountain Bank board of directors determined that the terms of the merger agreement were in
the best interests of Mountain Bank and its shareholders. In the course of
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reaching its decision to approve the merger agreement, the Mountain Bank board of directors consulted with Sandler O�Neill, its financial
advisor, and Graham & Dunn, its legal counsel. In reaching its final determination, Mountain Bank�s board of directors considered a number of
factors including, without limitation, the following:

� the terms of the merger agreement and the form of the consideration, and the historical trading ranges for Columbia�s common stock;

� the alternatives of Mountain Bank�s continuing as an independent community bank or combining with other potential merger partners
versus the determination that the merger with Columbia presented the best opportunity for maximizing shareholder value and serving
the banking needs of the communities in which Mountain Bank operates;

� information concerning Columbia�s financial condition and results of operations as well as the likelihood that Columbia would be
able to obtain regulatory approval for the merger;

� the financial terms of recent business combinations in the financial services industry and a comparison of the multiples of selected
combinations with the terms of the proposed acquisition by Columbia;

� the opinion of Sandler O�Neill & Partners, L.P. that the consideration to be received by Mountain Bank�s shareholders in the merger is
fair from a financial point of view;

� Columbia�s operating philosophy as a community-oriented bank holding company with a customer service focus, which is consistent
with Mountain Bank�s philosophy;

� the expectation that Mountain Bank�s shareholders would have the opportunity to continue to participate in the growth of the
combined company and would also greatly benefit from the significantly greater liquidity of the trading market for Columbia
common stock;

� that Columbia has historically paid quarterly cash dividends on its common stock;

� that Columbia�s larger size would offer employees and customers greater opportunity for advancement and service then they presently
have at Mountain Bank;

� the effects of the regulatory and market pressures facing Mountain Bank and community banks generally and Mountain Bank�s
prospects as an independent bank;

� the determination that a business combination with Columbia State Bank would extend Mt. Rainier National Bank�s lending
capabilities and increase the range of financial products and services available to Mountain Bank�s customers;

� the broad experience of Columbia�s management team and its particular experience in managing subsidiary banks that have an
emphasis on local decision making and authority;
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� the likelihood of the merger being approved by applicable regulatory authorities without undue conditions or delay;

� that the �break-up� fee provisions in the merger agreement could have the effect of discouraging superior proposals for a business
combination between Mountain Bank and third parties;

� the possible disruption to Mountain Bank�s business that may result from the announcement of the merger and the resulting
distraction of management�s attention from the day-to-day operations of Mountain Bank�s business; and

� the restrictions contained in the merger agreement on the operation of Mountain Bank�s business during the period between signing of
the merger agreement and completion of the merger, as well as the other covenants and agreements of Mountain Bank contained in
the merger agreement.

The foregoing discussion of the information and factors considered by the Mountain Bank board of directors is not intended to be exhaustive. In
reaching its determination to approve and recommend the transaction, the Mountain Bank board based its recommendation on the totality of the
information presented to it and did not

24

Edgar Filing: COLUMBIA BANKING SYSTEM INC - Form 424B3

Table of Contents 38



Table of Contents

assign any relative or specific weights to the factors considered in reaching that determination. Individual directors may have given differing
weights to different factors. After deliberating with respect to the merger transaction with Columbia, considering, among other things, the
matters discussed above, the Mountain Bank board of directors unanimously approved and adopted the merger agreement and the merger with
Columbia as being in the best interests of Mountain Bank and its shareholders.

OPINION OF FINANCIAL ADVISOR TO MOUNTAIN BANK

By letter dated January 10, 2007, Mountain Bank retained Sandler O�Neill to act as its financial advisor in connection with a possible business
combination with Columbia. Sandler O�Neill is a nationally recognized investment banking firm whose principal business specialty is financial
institutions. In the ordinary course of its investment banking business, Sandler O�Neill is regularly engaged in the valuation of financial
institutions and their securities in connection with mergers and acquisitions and other corporate transactions.

Sandler O�Neill acted as financial advisor to Mountain Bank in connection with the proposed merger and participated in certain of the
negotiations leading to the merger agreement. At the March 27, 2007 meeting at which Mountain Bank�s board considered and approved the
merger agreement, Sandler O�Neill delivered to the board its oral opinion, subsequently confirmed in writing, that, as of such date, the merger
consideration was fair to Mountain Bank�s shareholders from a financial point of view. Sandler O�Neill confirmed its March 27th opinion by
delivering to the Mountain Bank board a written opinion dated the date of this proxy statement/ prospectus. In rendering its updated opinion,
Sandler O�Neill confirmed the appropriateness of its reliance on the analyses used to render its earlier opinion by reviewing the assumptions upon
which its analyses were based, performing procedures to update certain of those analyses, and reviewing the other factors considered in
rendering its opinion. The full text of Sandler O�Neill�s updated opinion is attached as Appendix C to this proxy statement/prospectus. The
opinion outlines the procedures followed, assumptions made, matters considered and qualifications and limitations on the review
undertaken by Sandler O�Neill in rendering its opinion. The description of the opinion set forth below is qualified in its entirety by
reference to the opinion. Mountain Bank shareholders are urged to read the entire opinion carefully in connection with their
consideration of the proposed merger.

Sandler O�Neill�s opinion speaks only as of the date of the opinion. The opinion was directed to the Mountain Bank board and is directed
only to the fairness of the merger consideration to Mountain Bank shareholders from a financial point of view. It does not address the
underlying business decision of Mountain Bank to engage in the merger or any other aspect of the merger and is not a recommendation
to any Mountain Bank shareholder as to how such shareholder should vote at the special meeting with respect to the merger or any
other matter.

In connection with rendering its opinion, Sandler O�Neill reviewed and considered, among other things:

(1) the merger agreement;

(2) certain publicly available financial statements and other historical financial information of Mountain Bank that they deemed relevant;

(3) certain publicly available financial statements and other historical financial information of Columbia that they deemed relevant;

(4) internal financial projections for Mountain Bank for the year ending December 31, 2007, prepared by and reviewed with
management of Mountain Bank and growth and performance projections for the years ending December 31, 2008, 2009 and 2010 as
provided by and reviewed with management of Mountain Bank;

(5) internal financial projections for Columbia for the years ending December 31, 2007, 2008 and 2009, prepared by and reviewed with
management of Columbia and growth and performance projections for the year ending December 31, 2010, as provided by and
reviewed with management of Columbia, including the pro forma impact of Columbia�s pending acquisition of Town Center
Bancorp;
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(7) the publicly reported historical price and trading activity for Columbia�s common stock, including a comparison of certain financial
and stock market information for Columbia with similar publicly available information for certain other companies the securities of
which are publicly traded;

(8) the financial terms of certain recent business combinations in the commercial banking industry, to the extent publicly available;

(9) the current market environment generally and the banking environment in particular; and

(10) such other information, financial studies, analyses and investigations and financial, economic and market criteria as they considered
relevant.

Sandler O�Neill also discussed with certain members of senior management of Mountain Bank the business, financial condition, results of
operations and prospects of Mountain Bank and held similar discussions with certain members of senior management of Columbia regarding the
business, financial condition, results of operations and prospects of Columbia.

In performing its review, Sandler O�Neill has relied upon the accuracy and completeness of all the financial and other information that was
available to them from public sources, that was provided to them by Mountain Bank and Columbia or their respective representatives or that was
otherwise reviewed by them and has assumed such accuracy and completeness for purposes of rendering their opinion. Sandler O�Neill has
further relied on the assurances of the respective managements of Mountain Bank and Columbia that they were not aware of any facts or
circumstances that would make such information inaccurate or misleading. Sandler O�Neill was not asked to and did not undertake an
independent verification of any of such information and they did not assume any responsibility or liability for the accuracy or completeness
thereof. Sandler O�Neill did not make an independent evaluation or appraisal of the specific assets, the collateral securing assets or the liabilities,
contingent or otherwise, of Mountain Bank or Columbia or any of their respective subsidiaries, or the collectibility of any such assets, nor was it
furnished with any such evaluations or appraisals. Sandler O�Neill did not make an independent evaluation of the adequacy of the allowance for
loan losses of Mountain Bank or Columbia, nor did it review any individual credit files relating to Mountain Bank or Columbia. Sandler O�Neill
has assumed, with Mountain Bank�s consent, that the respective allowances for loan losses for both Mountain Bank and Columbia were adequate
to cover such losses and will be adequate on a pro forma basis for the combined entity.

With respect to the internal projections for Mountain Bank and Columbia and the projections of transaction costs, purchase accounting
adjustments and expected cost savings prepared by and/or reviewed with the managements of Mountain Bank and Columbia and used by
Sandler O�Neill in its analyses, Mountain Bank�s and Columbia�s management confirmed to Sandler O�Neill that they reflected the best currently
available estimates and judgments of management of the future financial performance of Mountain Bank and Columbia and Sandler O�Neill
assumed that such performance would be achieved. Sandler O�Neill expresses no opinion as to such financial projections and estimates or the
assumptions on which they are based. Sandler O�Neill has also assumed that there has been no material change in Mountain Bank�s and
Columbia�s assets, financial condition, results of operations, business or prospects since the date of the most recent financial statements made
available to it. Sandler O�Neill has assumed in all respects material to its analysis that Mountain Bank and Columbia will remain as going
concerns for all periods relevant to its analyses, that all of the representations and warranties contained in the merger agreement and all related
agreements are true and correct, that each party to the agreements will perform all of the covenants required to be performed by such party under
the agreements, that the conditions precedent in the agreements are not waived and that the merger will qualify as a tax-free reorganization for
federal income tax purposes. Finally, with Mountain Bank�s consent, Sandler O�Neill has relied upon the advice Mountain Bank has received
from its legal, accounting and tax advisors as to all legal, accounting and tax matters relating to the merger and the other transactions
contemplated by the merger agreement.

Sandler O�Neill�s opinion was necessarily based upon financial, economic, market and other conditions as in effect on, and the information made
available to them as of, the date of the opinion. Events occurring after the
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date of the opinion could materially affect the opinion. Sandler O�Neill has not undertaken to update, revise, reaffirm or withdraw their opinion
or otherwise comment upon events occurring after the date hereof. Sandler O�Neill is expressing no opinion herein as to what the value of
Columbia�s common stock will be when issued to Mountain Bank�s shareholders pursuant to the merger agreement or the prices at which
Mountain Bank�s and Columbia�s common stock may trade at any time.

In rendering its March 27, 2007, opinion, Sandler O�Neill performed a variety of financial analyses. The following is a summary of the material
analyses performed by Sandler O�Neill, but is not a complete description of all the analyses underlying Sandler O�Neill�s opinion. The summary
includes information presented in tabular format. In order to fully understand the financial analyses, these tables must be read together with the
accompanying text. The tables alone do not constitute a complete description of the financial analyses. The preparation of a fairness opinion is a
complex process involving subjective judgments as to the most appropriate and relevant methods of financial analysis and the application of
those methods to the particular circumstances. The process, therefore, is not necessarily susceptible to a partial analysis or summary description.
Sandler O�Neill believes that its analyses must be considered as a whole and that selecting portions of the factors and analyses considered without
considering all factors and analyses, or attempting to ascribe relative weights to some or all such factors and analyses, could create an
incomplete view of the evaluation process underlying its opinion. Also, no company included in Sandler O�Neill�s comparative analyses described
below is identical to Mountain Bank or Columbia and no transaction is identical to the merger. Accordingly, an analysis of comparable
companies or transactions involves complex considerations and judgments concerning differences in financial and operating characteristics of
the companies and other factors that could affect the public trading values or merger transaction values, as the case may be, of Mountain Bank or
Columbia and the companies to which they are being compared.

In performing its analyses, Sandler O�Neill also made numerous assumptions with respect to industry performance, business and economic
conditions and various other matters, many of which cannot be predicted and are beyond the control of Mountain Bank, Columbia and Sandler
O�Neill. The analyses performed by Sandler O�Neill are not necessarily indicative of actual values or future results, which may be significantly
more or less favorable than suggested by such analyses. Sandler O�Neill prepared its analyses solely for purposes of rendering its opinion and
provided such analyses to the Mountain Bank board at the board�s March 27, 2007, meeting. Estimates on the values of companies do not purport
to be appraisals or necessarily reflect the prices at which companies or their securities may actually be sold. Such estimates are inherently
subject to uncertainty and actual values may be materially different. Accordingly, Sandler O�Neill�s analyses do not necessarily reflect the value
of Mountain Bank�s common stock or Columbia�s common stock or the prices at which Mountain Bank�s or Columbia�s common stock may be
sold at any time.

Summary of Proposal

Sandler O�Neill reviewed the financial terms of the proposed transaction. Columbia is offering shareholders of Mountain Bank a fixed amount of
$11.25 in cash per share and a varying amount of shares of Columbia common stock such that if the Columbia Average Price is between $32.50
and $37.50, the value per Mountain Bank common share will be $25.00 consisting of $11.25 in cash and $13.75 in Columbia stock. If the
Columbia Average Price is greater than $37.50, the amount of Columbia shares issued to holders of Mountain Bank common stock will be fixed
at 0.3667 per Mountain Bank share. If the Columbia Average Price is less than $32.50, the amount of Columbia shares issued to holders of
Mountain Bank common stock will be fixed at 0.4231 per Mountain Bank share. Based upon the closing price of Columbia�s common stock on
March 26, 2007, of $34.62, Sandler O�Neill calculated implied consideration of $25.00 per share of Mountain Bank common stock.
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Based upon financial information for Mountain Bank for the twelve months ended December 31, 2006, Sandler O�Neill calculated the following
ratios:

Transaction Ratios

Deal price/Last Twelve Months Earnings Per Share 27.5x
Deal price/stated book value per share 259%
Deal price/tangible book value per share 259%
Tangible book premium/core deposits(1) 24.5%

(1) Core deposits excludes 25% of deposits categorized as �jumbo� time deposits (greater than $100,000).
For purposes of Sandler O�Neill�s analyses, earnings per share were based on fully diluted earnings per share. The aggregate transaction value was
approximately $60.0 million, based upon 2,307,389 shares of Mountain Bank common stock outstanding and including the intrinsic value of
options to purchase an aggregate of 147,325 shares with a weighted average strike price of $11.77.

Comparable Company Analysis

Sandler O�Neill used publicly available information to compare selected financial and market trading information for Mountain Bank and a group
of financial institutions headquartered in the Pacific Northwest (Oregon, Idaho and Washington) selected by Sandler O�Neill (the �Mountain Bank
Peer Group�). The Mountain Bank Peer Group consisted of the following publicly traded commercial banks with total assets between
$150 million and $500 million:

Bank of Salem Idaho Bancorp
Cowlitz Bancorp Merchants Bancorp(2)
Citizens Bancorp Northwest Bancorp
Columbia Commercial Bancorp(2) Oregon Pacific Bancorp(2)
Evergreen Bancorp Inc. Prineville Bancorporation(2)
Home Valley Bancorp Inc. Siuslaw Financial Group(2)

(2) Non-performing Assets/Assets as of 9/30/06 in the table below.
The analysis compared financial information for Mountain Bank with data for the commercial banks in the Mountain Bank Peer Group. The
table below sets forth the comparative data as of and for the twelve months ended December 31, 2006, with pricing data as of March 26, 2007:

Comparable Group Analysis

Mountain
Bank

Comparable Group
Median Result

Total Assets (in millions) $ 230 $ 270
Tangible Equity / Tangible Assets 9.69% 8.76%
Non-performing Assets / Assets 0.00% 0.13%
Net Interest Margin 4.88% 5.34%
Efficiency Ratio 68.4% 62.8%
Return on Average Assets 1.02% 1.20%
Return on Average Equity 10.3% 14.2%
Price / Tangible Book Value NA(3) 202%
Price / LTM Earnings per Share NA(4) 15.5x
Market Capitalization (in millions) NA(5) $ 43.5
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(3) Based upon internally reported $25.00 trading price, Mountain Bank�s Price/Tangible Book Value is 259%.
(4) Based upon internally reported $25.00 trading price, Mountain Bank�s Price/LTM EPS is 27.5x.
(5) Based upon internally reported $25.00 trading price, Mountain Bank�s Market Cap is $58.1 million.
Sandler O�Neill used publicly available information to compare selected financial and market trading information for Columbia and a group of
financial institutions headquartered in Montana, Oregon and Washington selected by Sandler O�Neill (the �Columbia Peer Group�). The Columbia
Peer Group consisted of the following publicly traded commercial banks with total assets between $750 million and $8.0 billion:

AmericanWest Bancorp Heritage Financial Corp.
Banner Corp. Horizon Financial Corp.
Cascade Bancorp Pacific Continental Corp.
Cascade Financial Corp. PremierWest Bancorp
Columbia Bancorp Umpqua Holdings Corp.
Frontier Financial Corp. Washington Banking Co.
Glacier Bancorp Inc. West Coast Bancorp

The analysis compared financial information for Columbia with the data for the commercial banks in the Columbia Peer Group. The table below
sets forth the comparative data as of and for the 12 months ended December 31, 2006, with pricing data as of March 26, 2007:

Comparable Group Analysis

Columbia
Comparable Group

Median Result
Total Assets (in millions) $ 2,553 $ 1,381
Tangible Equity / Tangible Assets 8.72% 7.92%
Return on Average Assets 1.30% 1.43%
Return on Average Tangible Equity 15.80% 17.1%
Price / Tangible Book Value 253.1% 259.5%
Price / LTM Earnings per Share 17.4x 16.5x
Price / Est. EPS 2007 15.8x 15.3x
Price / Est. EPS 2008 14.2x 13.7x
Dividend Yield LQA 1.65% 1.72%
Stock Price / 52 Week High 92.6% 87.9%
Market Cap (in millions) $ 556.0 $ 262.6
Stock Trading History

Sandler O�Neill reviewed the history of the reported trading prices and volume of Columbia�s common stock and the relationship between the
movements in the prices of Columbia�s common stock to movements in certain stock indices, including the Standard & Poor�s 500 Index, the
NASDAQ Bank Index, the Standard & Poor�s Bank Index and the median performance of the Columbia Peer Group of publicly traded
commercial banks selected by Sandler O�Neill (listed in the �Comparable Company Analysis� above). During the one-year period ended March 26,
2007, Columbia�s common stock underperformed each of the indices to which it was compared.
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Columbia�s One-Year Stock Performance

Beginning Value
March 24, 2006

Ending Value
March 26, 2007

Columbia 100.00% 97.99%
Columbia Peer Group 100.00 107.83
NASDAQ Bank Index 100.00 102.54
S&P Bank Index 100.00 106.43
S&P 500 Index 100.00 110.33
During the three year period ended March 26, 2007, Columbia�s common stock underperformed the Columbia Peer Group and outperformed
Standard & Poor�s 500 Index, the NASDAQ Bank Index and the Standard & Poor�s Bank Index.

Columbia�s Three-Year Stock Performance

Beginning Value
March 26, 2004

Ending Value
March 26, 2007

Columbia 100.00% 139.06%
Columbia Peer Group 100.00 155.17
NASDAQ Bank Index 100.00 114.57
S&P Bank Index 100.00 121.23
S&P 500 Index 100.00 129.73
Analysis of Selected Merger Transactions

Sandler O�Neill reviewed 75 merger transactions announced nationwide from January 1, 2006 through March 26, 2007, involving commercial
banks as acquired institutions with transaction values greater than $25 million and less than $100 million. Sandler O�Neill also reviewed
16 merger transactions announced during the same period involving commercial banks in the Western Region (Arizona, California, Hawaii,
Idaho, Montana, Nevada, Oregon, Washington and Wyoming) with transaction values greater than $25 million and less than $100 million.
Sandler O�Neill reviewed the multiples of transaction price at announcement to last twelve months earnings per share, transaction price to book
value per share, transaction price to tangible book value per share and tangible book premium to core deposits and computed high, low, mean
and median multiples and premiums for the transactions. The median multiples were applied to Mountain Bank�s financial information as of and
for the 12 months ended December 31, 2006. As illustrated in the following table, Sandler O�Neill derived an imputed range of values per share
of Mountain Bank�s common stock of $21.92 to $24.41 based upon the median multiples for nationwide commercial bank transactions and
$21.77 to $24.29 based upon the median multiples for Western Region commercial bank transactions. Based upon the closing price of
Columbia�s common stock on March 26, 2007, of $34.62, the implied transaction value of the merger as calculated by Sandler O�Neill was $25.00
per share.

Nationwide & Western Region Transaction Multiples

Nationwide Western Region
Median
Multiple

Implied
Value

Median
Multiple

Implied
Value

Transaction price/LTM EPS 24.0x $ 21.92 23.8x $ 21.77
Transaction price/book value 248% $ 23.93 252% $ 24.29
Transaction price/tangible book value 253% $ 24.41 252% $ 24.29
Tangible book premium/core deposits 21.8% $ 23.33 22.3% $ 23.65
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Net Present Value Analysis

Sandler O�Neill performed an analysis that estimated the present value of the projected future stream of after-tax net income of Mountain Bank
through December 31, 2010, under various circumstances, assuming that Mountain Bank performed in accordance with the earnings projections
generated by and reviewed with management. The analysis assumed a projected dividend payout ratio of 15.0%. To approximate the terminal
value of Mountain Bank common stock at December 31, 2010, Sandler O�Neill applied price to earnings multiples ranging from 12x to 20x and
multiples of price to tangible book value ranging from 150% to 250%. The income streams and terminal values were then discounted to present
values using different discount rates ranging from 11% to 15% chosen to reflect different assumptions regarding required rates of return of
holders or prospective buyers of Mountain Bank common stock. Sandler O�Neill also varied Mountain Bank�s forecasted net income using a
range of 25% under forecast to 25% over forecast, and used a discount rate of 12.93% for this analysis. As illustrated in the following tables, this
analysis indicated an imputed range of values of Mountain Bank common stock of $12.66 to $23.80 per share when applying the price to
earnings multiples, $8.43 to $28.15 when applying multiples of tangible book value and $10.35 to $30.32 when varying the projected net income
forecast. Based upon the closing price of Columbia�s common stock on March 26, 2007 of $34.62, the implied transaction value of the merger as
calculated by Sandler O�Neill was $25.00 per share.

Present Value Per Share Based on Price / Earnings

Multiple of Price / Earnings
12.0x 14.0x 16.0x 18.0x 20.0x

Discount Rate 11.00% $ 14.54 $ 16.86 $ 19.17 $ 21.48 $ 23.80
12.00 14.04 16.27 18.50 20.74 22.97
13.00 13.56 15.71 17.87 20.02 22.17
14.00 13.10 15.18 17.26 19.33 21.41
15.00 12.66 14.66 16.67 18.68 20.69

Present Value Per Share Based on Tangible Book Value

Multiple of Price / Tangible Book Value
150% 175% 200% 225% 250%

Discount Rate 11.00% $ 10.39 $ 14.83 $ 19.27 $ 23.71 $ 28.15
12.00 9.85 14.04 18.23 22.42 26.60
13.00 9.35 13.30 17.25 21.20 25.15
14.00 8.88 12.60 16.33 20.05 23.78
15.00 8.43 11.94 15.46 18.98 22.49

Performance to Forecast

Multiple of Price / Earnings
12.0x 14.0x 16.0x 18.0x 20.0x

Under Budget -25.00% $ 10.35 $ 11.97 $ 13.59 $ 15.21 $ 16.83
-20.00 11.00 12.73 14.46 16.18 17.91
-15.00 11.65 13.48 15.32 17.15 18.99
-10.00 12.30 14.24 16.18 18.13 20.07
-5.00 12.94 15.00 17.05 19.10 21.15

Match Budget 0.00 13.59 15.75 17.91 20.07 22.23
5.00 14.24 16.51 18.77 21.04 23.31

10.00 14.89 17.26 19.64 22.01 24.39
Exceed Budget 15.00 15.53 18.02 20.50 22.98 25.47

20.00 16.18 18.77 21.36 23.96 26.55
25.00 16.83 19.53 22.23 24.93 27.63
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Sandler O�Neill also performed an analysis that estimated the present value of the projected future stream of after-tax net income of Columbia
through December 31, 2010, under various circumstances, assuming that Columbia performed in accordance with the earnings projections
generated by and reviewed with management. The analysis assumed a projected dividend payout ratio of 30.0%. To approximate the terminal
value of Columbia common stock at December 31, 2010, Sandler O�Neill applied price to earnings multiples ranging from 15x to 20x and price
to tangible book value ranging from 200% to 325%. The income streams and terminal values were then discounted to present values using
different discount rates ranging from 9% to 15% chosen to reflect different assumptions regarding required rates of return of holders or
prospective buyers of Columbia common stock. Sandler O�Neill also varied Columbia�s forecasted net income using a range of 25% under
forecast to 25% over forecast, and used discount rates of 12.93% and 10.79% for this analysis. As illustrated in the following tables, this analysis
indicated an imputed range of values per share of Columbia common stock of $27.45 to $44.27 when applying the price to earnings multiples,
$24.99 to $48.45 when applying multiples of tangible book value and $22.65 to $47.61 when varying the projected net income forecast. The
closing value of Columbia common stock on March 26, 2007 was $34.62 per share.

Present Value Per Share Based on Price / Earnings

Multiple of Price / Earnings
15.0x 16.0x 17.0x 18.0x 19.0x 20.0x

Discount Rate 9.0% $ 33.81 $ 35.90 $ 37.99 $ 40.08 $ 42.18 $ 44.27
10.0 32.63 34.64 36.66 38.68 40.69 42.71
11.0 31.50 33.44 35.39 37.33 39.28 41.22
12.0 30.42 32.29 34.17 36.05 37.92 39.80
13.0 29.38 31.20 33.01 34.82 36.63 38.44
14.0 28.40 30.14 31.89 33.64 35.39 37.14
15.0 27.45 29.14 30.83 32.51 34.20 35.89

Present Value Per Share Based on Tangible Book Value

Multiple of Price / Tangible Book Value
200% 225% 250% 275% 300% 325%

Discount Rate 9.0% $ 30.76 $ 34.30 $ 37.84 $ 41.38 $ 44.92 $ 48.45
10.0 29.69 33.10 36.52 39.93 43.34 46.75
11.0 28.67 31.96 35.25 38.54 41.83 45.12
12.0 27.69 30.86 34.04 37.21 40.38 43.56
13.0 26.75 29.81 32.88 35.94 39.00 42.07
14.0 25.85 28.81 31.77 34.72 37.68 40.64
15.0 24.99 27.85 30.71 33.56 36.42 39.27

Performance to Forecast

Multiple of Price / Earnings
15.0x 16.0x 17.0x 18.0x 19.0x 20.0x

Under Budget -25.00% $ 22.65 $ 24.01 $ 25.37 $ 26.73 $ 28.09 $ 29.46
-20.00 24.01 25.46 26.91 28.37 29.82 31.27
-15.00 25.37 26.91 28.46 30.00 31.54 33.09
-10.00 26.73 28.37 30.00 31.63 33.27 34.90
-5.00 28.09 29.82 31.54 33.27 34.99 36.72

Match Budget 0.00 29.46 31.27 33.09 34.90 36.72 38.53
5.00 30.82 32.72 34.63 36.54 38.44 40.35

10.00 32.18 34.18 36.17 38.17 40.17 42.16
15.00 33.54 35.63 37.72 39.80 41.89 43.98

Exceed Budget 20.00 34.90 37.08 39.26 41.44 43.62 45.80
25.00 36.26 38.53 40.80 43.07 45.34 47.61
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In connection with its analyses, Sandler O�Neill considered and discussed with the Mountain Bank board how the present value analyses would
be affected by changes in the underlying assumptions. Sandler O�Neill noted that the net present value analysis is a widely used valuation
methodology, but the results of such methodology are highly dependent upon the numerous assumptions that must be made, and the results
thereof are not necessarily indicative of actual values or future results.

Pro Forma Merger Analysis

Sandler O�Neill analyzed certain potential pro forma effects of the merger, assuming the following: (1) the merger closes in the fourth quarter of
2007, (2) 100% of Mountain Bank�s shares are exchanged for Columbia common stock and cash (as described above under �Summary of
Proposal�), (3) earnings per share projections for Mountain Bank and Columbia are consistent with internal projections and guidance as provided
by and discussed with management of both companies for the years ended December 31, 2008, 2009 and 2010, and (4) purchase accounting
adjustments, charges and transaction costs associated with the merger and cost savings determined by the senior managements of Columbia and
Mountain Bank. This analysis was performed using three potential exchange ratios for the stock portion of the consideration determined
pursuant to the merger agreement based upon the Columbia Average Price. In order to illustrate the pro forma accretive/dilutive impact of the
transaction at those exchange ratios, Sandler O�Neill used Columbia Average Prices equal to $32.50, $33.65 (the 20-day average closing price of
Columbia�s common stock over the 20 days ending March 26, 2007) and $37.50. The results of the analyses illustrate the number of shares
issuable in the merger at the 20-day average closing price of Columbia�s common stock as of March 27, 2007, and the maximum and minimum
number of shares, respectively, and calculates the related accretion to earnings per share at December 31, 2008 (the first full year following
completion of the merger) and dilution to tangible book value at December 31, 2007 (the assumed closing date of the merger). The following
tables show the results of those analyses at the alternative exchange ratios:

Columbia
Average
Price

Stock
Exchange

Ratio
Shares
Issued

Per Share
Transaction

Value

Est. 2008
EPS

Accretion

12/31/07
TBV

Dilution
$32.50 0.4231 982,835 $ 25.00 0.40% (7.80)%
$33.65 0.4086 949,153 $ 25.00 0.80% (7.60)%
$37.50 0.3667 851,822 $ 25.00 1.20% (7.10)%

The actual results achieved by the combined company may vary from projected results and the variations may be material.

In connection with its analyses, Sandler O�Neill considered and discussed with the Mountain Bank board how the pro forma analyses would be
affected by changes in the underlying assumptions, including variations with respect to the growth rate of earnings per share of each company.
Sandler O�Neill noted that the actual results achieved by the combined company may vary from projected results and the variations may be
material.

Mountain Bank has agreed to pay Sandler O�Neill a transaction fee in connection with the merger of approximately $600,000, of which $90,000
has been paid and the balance of which is contingent, and payable, upon closing of the merger. Mountain Bank has paid Sandler O�Neill
$100,000 for rendering its opinion. Mountain Bank has also agreed to reimburse certain of Sandler O�Neill�s reasonable out-of-pocket expenses
incurred in connection with its engagement and to indemnify Sandler O�Neill and its affiliates and their respective partners, directors, officers,
employees, agents, and controlling persons against certain expenses and liabilities, including liabilities under securities laws.

Sandler O�Neill may provide investment banking services to Columbia, and receive compensation for such services, in the future, including
during the period prior to the closing of the Merger. In the ordinary course of its business as a broker-dealer, Sandler O�Neill may purchase
securities from and sell securities to Mountain Bank
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and Columbia and their respective affiliates and may actively trade the debt and/or equity securities of Mountain Bank and Columbia and their
respective affiliates for its own account and for the accounts of customers and, accordingly, may at any time hold a long or short position in such
securities.

RECOMMENDATION OF THE MOUNTAIN BANK BOARD

The board of directors of Mountain Bank has concluded that the proposed merger as described in the merger agreement is in the best interest of
Mountain Bank and its shareholders. The board of directors believes that the present banking climate offers an opportune time for shareholders
of Mountain Bank to exchange their shares for Columbia common stock and cash at an attractive price. After carefully considering the
proposed merger, the board of directors unanimously recommends that the shareholders of Mountain Bank vote �FOR� the approval of
the merger agreement.
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THE MERGER

The following is a brief description of the material aspects of the merger. There are other aspects of the merger that are not discussed below but
that are contained in the merger agreement. You are being asked to approve the merger in accordance with the terms of the merger agreement,
and you are urged to read the merger agreement carefully. The merger agreement is attached to this proxy statement/prospectus as Appendix A.

BASIC TERMS OF THE MERGER

The merger agreement provides for the merger of Mountain Bank with and into Columbia, and the merger of Mt. Rainier National Bank with
and into Columbia State Bank. After the merger, the resulting bank will be a wholly-owned subsidiary of Columbia with former branches of Mt.
Rainier National Bank operating as �Mt. Rainier Bank.�

In the merger, Mountain Bank shareholders will receive a combination of Columbia common stock and cash for their Mountain Bank common
stock, as described below.

While Columbia and Mountain Bank believe that they will receive the necessary regulatory approvals for the merger, there can be no assurance
that such approvals will be received or, if received, as to the timing of such approvals or as to the ability to obtain such approvals on satisfactory
terms. See ��Conditions to the Merger� and ��Regulatory Requirements� below.

MERGER CONSIDERATION

The merger agreement provides that as of the effective date of the merger, each share of Mountain Bank common stock will be converted into
the right to receive a combination of Columbia common stock and cash, as described below.

The merger consideration that will be paid for each issued and outstanding share of Mountain Bank consists of a �unit� having both a stock portion
and a cash portion:

Cash Portion of Merger Consideration

The cash consideration payable by Columbia is equal to $11.25 per share of Mountain Bank common stock (that is, per �unit�).

Stock Portion of Merger Consideration

Method of Calculating Stock Portion�Columbia Average Closing Price

The amount of Columbia stock included in each unit is based on the �Columbia Average Closing Price.� The Columbia Average Closing Price is
the average daily closing price for Columbia stock reported on the NASDAQ Stock Market for the 15-trading-day period ending on the sixth
business day before the merger is completed.

If Columbia Average Closing Price is Between $37.50 and $32.50

If the Columbia Average Closing Price is between $37.50 and $32.50, the stock portion of each unit will be a number of shares of Columbia
stock equal to the number obtained by dividing $13.75 by the Columbia Average Closing Price. In that event, the value of the stock portion of
each unit (based on the Columbia Average Closing Price, which may be different than the trading price of Columbia stock on any particular
trading day) would be $13.75.
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For purposes of illustration only, if the Columbia Average Closing Price was $35.00, the stock portion of each unit would be 0.3928 shares of
Columbia common stock ($13.75 divided by $35.00).

If Columbia Average Closing Price is $37.50 or Greater

If the Columbia Average Closing Price is $37.50 or greater, the stock portion of each unit will be 0.3667 shares of Columbia stock regardless of
by how far the Columbia Average Closing Price exceeds $37.50.

For purposes of illustration only, if the Columbia Average Closing Price was $38.00, the stock portion of each unit would be 0.3667 shares.
Using the hypothetical value of $38.00 per share of Columbia stock, the stock portion of each unit would have a value of approximately $13.93.

If Columbia Average Closing Price is $32.50 or Less

If the Columbia Average Closing Price is $32.50 or less, the stock portion of each unit will be 0.4231 shares of Columbia stock.

For purposes of illustration only, if the Columbia Average Closing Price is $32.00, the stock portion of each unit would be 0.4231 shares. Using
the hypothetical value of $32.00 per share of Columbia stock, the stock portion of each unit would have a value of approximately $13.54.

As noted, the hypothetical valuations shown above are for illustrative purposes only. The trading price of Columbia common stock fluctuates
daily, and there can be no assurance as to the actual value of the shares of Columbia common stock that Mountain Bank shareholders will
receive in the merger.

As described under ���Termination of the Merger Agreement� below, Mountain Bank may terminate the merger agreement if the merger
consideration to be received for each Mountain Bank share (that is, the value of each unit, including both the cash and stock portions) is less than
$22.00, unless Columbia elects to increase the cash portion or the stock portion of the consideration, or both, in its discretion, so that each unit
has a value of at least $22.00.

Letter of Transmittal

Following the closing of the merger, Columbia�s exchange agent will send a letter of transmittal to each person who was a Mountain Bank
shareholder at the effective time of the merger. This mailing will contain instructions on how to surrender shares of Mountain Bank common
stock in exchange for the merger consideration that the holder is entitled to receive under the merger agreement.

All shares of Columbia common stock issued to the holders of Mountain Bank common stock pursuant to the merger will be deemed issued as of
the effective date. Until you surrender your Mountain Bank stock certificates for exchange, you will accrue, but will not be paid, any dividends
or other distributions declared after the effective date with respect to Columbia common stock into which any of your shares may have been
converted. When you surrender your certificates, Columbia will pay any unpaid dividends or other distributions, as well as any merger
consideration payable in cash, without interest. After the effective time, there will be no transfers on the stock transfer books of Mountain Bank
of any shares of Mountain Bank common stock. If certificates representing shares of Mountain Bank common stock are presented for transfer
after the completion of the merger, they will be cancelled and exchanged for the merger consideration into which the shares of Mountain Bank
common stock represented by those certificates shall have been converted.

If a certificate for Mountain Bank common stock has been lost, stolen or destroyed, the exchange agent will issue the consideration properly
payable under the merger agreement upon receipt of appropriate evidence as to that loss, theft or destruction, appropriate evidence as to the
ownership of that certificate by the claimant, and reasonable assurances, such as a bond or indemnity, satisfactory to Columbia in consultation
with Mountain Bank and appropriate and customary identification.
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FRACTIONAL SHARES

No fractional shares of Columbia common stock will be issued to any holder of Mountain Bank common stock in the merger. For each fractional
share that would otherwise be issued, Columbia will pay cash in an amount equal to the fraction multiplied by the Columbia Average Closing
Price, calculated as described above under ��Stock Portion of Merger Consideration.� No interest will be paid or accrued on cash payable in lieu of
fractional shares of Columbia common stock.

EFFECTIVE DATE OF THE MERGER

The merger will be completed as soon as practicable after all conditions to the merger have been satisfied or waived. If all of those conditions
are satisfied or waived, it is currently anticipated that the merger will be consummated in July 2007. Either Columbia or Mountain Bank may,
subject to certain conditions and limitations, terminate the merger agreement if the merger is not completed on or before October 15, 2007.

FEDERAL INCOME TAX CONSEQUENCES OF THE MERGER

The following is a discussion of the material United States federal income tax consequences of the merger that are generally applicable to
holders of Mountain Bank common stock who are citizens of, residents for purposes of taxation of, or are organized under the laws of the United
States. This discussion is based on currently existing provisions of the Internal Revenue Code of 1986, as amended (the �Code�), existing treasury
regulations (including final, temporary or proposed regulations), and current administrative rulings and court decisions, all of which are subject
to change. Any such change, which may or may not be retroactive, could alter the tax consequences described in this discussion. The following
discussion is intended only as a general summary of the material United States federal income tax consequences of the merger and is not a
complete analysis or listing of all potential tax effects relevant to a decision on whether to vote in favor of approval of the merger.

This discussion does not address all aspects of United States federal income taxation that may be relevant to Mountain Bank shareholders in
light of their particular circumstances or that may be applicable to them if they are subject to special treatment under the Code, including,
without limitation, shareholders:

� who do not hold their Mountain Bank common stock as a capital asset within the meaning of Section 1221 of the Code;

� who are financial institutions, mutual funds, dealers in securities or insurance companies;

� who are tax-exempt organizations;

� who are S corporations or other pass-through entities;

� whose shares are qualified small business stock for purposes of Section 1202 of the Code;

� who may be subject to the alternative minimum tax provisions of the Code;

� who received their Mountain Bank common stock through the exercise of employee stock options or otherwise as compensation or
through a tax-qualified retirement plan; or

� who are subject to foreign taxes.
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Consummation of the merger is conditioned upon the receipt by Columbia and Mountain Bank of the opinion (the �Tax Opinion�) of Miller Nash
LLP, counsel to Columbia, dated as of the effective date of the merger, substantially to the effect that, on the basis of facts, representations and
assumptions set forth or referred to in the Tax Opinion, which are consistent with the state of facts existing as of the effective date of the merger,
the merger will be treated for United States federal income tax purposes as a reorganization within the meaning of section 368(a) of the Code.
The Tax Opinion will not be binding on the Internal Revenue Service (�IRS�) or the courts, and neither Columbia nor Mountain Bank intends to
request a ruling from the IRS with respect to the United States federal income tax consequences of the merger.
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A Mountain Bank shareholder who receives a combination of shares of Columbia common stock and cash in exchange for all of his or her shares
of Mountain Bank common stock will generally recognize gain (but not loss) in an amount equal to the lesser of (1) the amount of gain realized
(i.e., the excess of the sum of the amount of cash (excluding any cash received in lieu of fractional shares) and the fair market value of the
Columbia common stock (including any fractional shares deemed received and exchanged for cash) received pursuant to the merger over the
holder�s adjusted tax basis in his or her shares of Mountain Bank common stock surrendered) and (2) the amount of cash (excluding any cash
received in lieu of fractional shares) received pursuant to the merger. For this purpose, gain or loss must be calculated separately for each
identifiable block of shares surrendered in the exchange, and a loss realized on one block of shares may not be used to offset a gain realized on
another block of shares with a different holding period. Any recognized gain will generally be long-term capital gain if the shareholder�s holding
period with respect to the Mountain Bank common stock surrendered is more than one year. If, however, the cash received has the effect of the
distribution of a dividend, the gain would be treated as a dividend to the extent of the shareholder�s ratable share of accumulated earnings and
profits as calculated for federal income tax purposes. See ��Possible Treatment of Cash as a Dividend� below.

The aggregate tax basis of Columbia common stock received by a Mountain Bank shareholder who receives a combination of Columbia
common stock and cash in exchange for his or her shares of Mountain Bank common stock pursuant to the merger (before reduction for the basis
in any fractional shares deemed received and exchanged for cash) will be equal to the aggregate adjusted tax basis of the shares of Mountain
Bank common stock surrendered for Columbia common stock and cash, reduced by the amount of cash received by the shareholder pursuant to
the merger (other than cash received in lieu of a fractional share), and increased by the amount of gain (including any portion of the gain that is
treated as a dividend as described below), if any, recognized by the shareholder on the exchange (other than gain recognized as a result of cash
received in lieu of a fractional share). The holding period of the Columbia common stock will include the holding period of the shares of
Mountain Bank common stock surrendered. If a Mountain Bank shareholder has differing bases or holding periods with respect to his or her
shares of Mountain Bank common stock, the holder should consult his or her tax advisor with regard to identifying the bases or holding periods
of the particular shares of Columbia common stock received in the exchange.

Possible Treatment of Cash as a Dividend

In general, the determination of whether the gain recognized in the exchange will be treated as capital gain or has the effect of a distribution of a
dividend depends upon whether and to what extent the exchange reduces the Mountain Bank shareholder�s deemed percentage stock ownership
of Columbia. For purposes of this determination, the Mountain Bank shareholder is treated as if he or she first exchanged all of his or her shares
of Mountain Bank common stock solely for Columbia common stock and then Columbia immediately redeemed (the �deemed redemption�) a
portion of the Columbia common stock in exchange for the cash the holder actually received. The gain recognized in the exchange followed by
deemed redemption will be treated as capital gain if the deemed redemption is (1) substantially disproportionate with respect to the Mountain
Bank shareholder, or (2) not essentially equivalent to a dividend.

Whether the deemed redemption is �not essentially equivalent to a dividend� with respect to a Mountain Bank shareholder will depend upon the
particular circumstances. At a minimum, however, in order for the deemed redemption to be �not essentially equivalent to a dividend,� the deemed
redemption must result in a �meaningful reduction� in the holder�s actual and constructive percentage stock ownership of Columbia. The IRS has
ruled that a minority shareholder in a publicly held corporation whose relative stock interest is minimal and who exercises no control with
respect to corporate affairs is considered to have a �meaningful reduction� if that shareholder has a relatively minor reduction in his or her
percentage stock ownership under the above analysis. In general, determining whether a �meaningful reduction� has occurred requires a
comparison of (1) the percentage of the outstanding stock of Columbia that the shareholder is deemed actually and constructively to have owned
immediately before the deemed redemption and (2) the percentage of the outstanding stock of Columbia that is actually and constructively
owned by the shareholder immediately after the deemed redemption. The deemed
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redemption, generally, will be �substantially disproportionate� with respect to a shareholder if the percentage described in (2) above is less than
80% of the percentage described in (1) above. In applying the above tests, a shareholder may, under the constructive ownership rules, be deemed
to own stock that is owned by other persons or otherwise in addition to the stock actually owned by the shareholder. As these rules are complex,
each shareholder that may be subject to these rules should consult his or her tax advisor.

Cash Received in Lieu of a Fractional Share

Cash received by a Mountain Bank shareholder in lieu of a fractional share of Columbia common stock generally will be treated as received in
redemption of the fractional share, and gain or loss generally will be recognized based on the difference between the amount of cash received in
lieu of the fractional share and the portion of the shareholder�s aggregate adjusted tax basis of the share of Mountain Bank common stock
surrendered allocable to the fractional share. Such gain or loss generally will be long-term capital gain or loss if the holding period for such
share of Mountain Bank common stock is more than one year.

Dissenting Shareholders

Mountain Bank shareholders who dissent with respect to the merger, as discussed under the heading �Dissenters� Rights of Appraisal,� and who
receive cash in exchange for their shares of Mountain Bank common stock, will recognize gain or loss equal to the difference between the
amount of cash received and their aggregate tax basis in their shares of Mountain Bank common stock. The gain or loss will be long-term capital
gain or loss if the holding period for the shares of Mountain Bank is more than one year.

Backup Withholding

Non-corporate shareholders of Mountain Bank may be subject to information reporting and backup withholding on any cash payments they
receive. Mountain Bank shareholders will not be subject to backup withholding, however, if they:

� furnish a correct taxpayer identification number and certify under penalty of perjury that they are not subject to backup withholding
on the substitute Form W-9 or successor form included in the letter of transmittal they will receive; or

� are otherwise exempt from backup withholding.
Any amounts withheld under the backup withholding rules will be allowed as a refund or credit against a shareholder�s federal income tax
liability, provided he or she furnishes the required information to the IRS.

Reporting Requirements

Mountain Bank shareholders who receive Columbia common stock as a result of the merger will be required to retain records pertaining to the
merger and each shareholder will be required to file with his or her federal income tax return for the year in which the merger takes place a
statement setting forth certain facts relating to the merger. Mountain Bank shareholders will be responsible for the preparation of their own tax
returns.

Miller Nash LLP has delivered an opinion to the foregoing effect to Columbia and Mountain Bank. The opinion has been filed as an exhibit to
the registration statement of which this proxy statement/prospectus is a part. The foregoing is only a summary of the tax consequences of the
merger as described in the opinion. The opinion is based on assumptions and on representations made by officers of Columbia and Mountain
Bank to Miller Nash LLP, and contains qualifications appropriate to the subject matter.

An opinion of counsel only represents counsel�s best legal judgment and has no binding effect or official status of any kind. No assurance can be
given that contrary positions will not be taken by the IRS or a court
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considering the issues. Neither Columbia nor Mountain Bank has requested or will request a ruling from the IRS with regard to the federal
income tax consequences of the merger.

The foregoing is a general summary of the material United States federal income tax consequences of the merger to Mountain Bank
shareholders, without regard to the particular facts and circumstances of each shareholder�s tax situation and status. In addition, there
may be relevant state, local, foreign, or other tax consequences, none of which is described above. Because certain tax consequences of
the merger may vary depending on the particular circumstances of each shareholder, each Mountain Bank shareholder is urged to
consult his or her own tax advisor regarding his or her specific tax situation and status, including the specific application of state, local,
and foreign laws to such shareholder and the possible effect of changes in federal and other tax laws.

VOTING AGREEMENT

The directors and executive officers of Mountain Bank have entered into a Voting Agreement, dated as of March 27, 2007. In the Voting
Agreement, each director and executive officer agrees to vote Mountain Bank shares that he or she owns or controls in favor of the merger. The
directors and executive officers who have entered into this Voting Agreement are entitled to vote a total of 419,273 outstanding shares of
Mountain Bank common stock, which is approximately 18% of the total Mountain Bank shares outstanding.

STOCK OPTIONS

The merger agreement provides that if any holder of a Mountain Bank stock option exercises the option before the merger is completed, the
Mountain Bank shares issued on exercise will convert into a right to receive the merger consideration.

The merger agreement provides that Mountain Bank stock options that are outstanding and unexercised on the effective date of the merger will
automatically convert into an option to purchase Columbia common stock on the same terms and conditions with proportionate adjustments to
the number of shares subject to the option and the exercise price.

DISSENTERS� RIGHTSOF APPRAISAL

Under provisions of Washington law (Chapter 23B.13 of the Revised Code of Washington, or �RCW�) shareholders have the right to dissent from
the merger and to receive payment in cash of the �fair value� of their shares of Mountain Bank common stock.

Failure of a shareholder to comply strictly with the statutory requirements will result in loss of his or her dissenter�s rights. No advice can be
given as to the ultimate value that an appraiser may place upon the shares held by those who choose to dissent. Accordingly, we strongly
encourage you to consult with a knowledgeable professional advisor before exercising your dissenters� rights.

Mountain Bank shareholders electing to exercise dissenters� rights must comply with the applicable provisions of Washington law in order to
perfect their rights. The following is intended as a brief summary of the material provisions of the procedures that a Mountain Bank shareholder
must follow in order to dissent from the merger and perfect dissenters� rights. This summary, however, is qualified in its entirety by reference
to the applicable provisions of RCW Chapter 23B.13, the full text of which is set forth in Appendix B to this document.

A Mountain Bank shareholder who wishes to assert dissenters� rights must (i) deliver to Mountain Bank before the special shareholders� meeting
written notice of the shareholder�s intent to demand payment for the shareholder�s shares if the merger is effected, and (ii) not vote such shares in
favor of the merger. A shareholder
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wishing to deliver such notice should hand deliver or mail such notice to Mountain Bank at the following address:

Mountain Bank Holding Company

501 Roosevelt Avenue

Enumclaw, Washington 98022

ATTN: Roy T. Brooks

A shareholder who wishes to exercise dissenters� rights generally must dissent with respect to all of the shares the shareholder owns or over
which the shareholder has the power to direct the vote. However, if a record shareholder is a nominee for several beneficial shareholders, some
of whom wish to dissent and some of whom do not, then the record holder may dissent with respect to some of the shares beneficially owned by
any one person by notifying Mountain Bank in writing of the name and address of each person on whose behalf the record shareholder asserts
dissenters� rights. A beneficial shareholder may assert dissenters� rights directly by submitting to Mountain Bank the record shareholder�s written
consent and by dissenting with respect to all the shares of which the shareholder is the beneficial shareholder or over which such shareholder has
power to direct the vote.

A shareholder who does not deliver to Mountain Bank, prior to the special meeting, a written notice of the shareholder�s intent to
demand payment for the �fair value� of the shares will lose the right to exercise dissenters� rights. In addition, any shareholder electing to
exercise dissenters� rights must either vote against the merger or abstain from voting.

If the merger is completed, Columbia will, within 10 days after the effective date of the merger, deliver a written notice to all shareholders who
properly perfected their dissenters� rights. The notice will, among other things, (i) state where the payment demand must be sent and where and
when stock certificates must be deposited, (ii) inform holders of uncertificated shares to what extent transfer of the shares will be restricted after
the payment demand is received, (iii) supply a form for demanding payment, and (iv) set a date by which Columbia must receive the payment
demand, which date will be between 30 and 60 days after notice is delivered.

A shareholder wishing to exercise dissenters� rights must at that time file the payment demand and deliver share certificates as required in the
notice. Failure to do so will cause such person to lose dissenters� rights.

Within 30 days after the merger occurs or receipt of the payment demand, whichever is later, Columbia will pay each dissenter with properly
perfected dissenters� rights Columbia�s estimate of the �fair value� of the shareholder�s interest, plus accrued interest from the effective date of the
merger. With respect to a dissenter who does not beneficially own shares of Mountain Bank prior to the public announcement of the merger,
Columbia is required to make the payment only after the dissenter has agreed to accept the payment in full satisfaction of the dissenter�s
demands. �Fair value� means the value of the shares immediately before the effective date of the merger, excluding any appreciation in
anticipation of the merger. The rate of interest is generally required to be the rate at which Columbia can borrow money from other banks.

A dissenter dissatisfied with Columbia�s estimate of the fair value may (within 30 days after Columbia made or offered payment for the
dissenter�s shares) notify Columbia of the dissenter�s estimate of the fair value. If Columbia does not accept the dissenter�s estimate and the parties
do not otherwise settle on a fair value, then Columbia must within 60 days petition a court to determine the fair value.

The failure of a Mountain Bank shareholder to comply strictly with the applicable requirements of Washington law will result in a loss
of his or her dissenter�s rights. A copy of the relevant statutory provisions is attached as Appendix B. You should refer to this
Appendix for a complete statement concerning dissenters� rights and the foregoing summary of such rights is qualified in its entirety by
reference to that appendix.
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CONDITIONS TO THE MERGER

Consummation of the merger is subject to various conditions. No assurance can be provided as to whether these conditions will be satisfied or
waived by the appropriate party. Accordingly, there can be no assurance that the merger will be completed.

Certain conditions must be satisfied or events must occur before the parties will be obligated to complete the merger. Each party�s obligations
under the merger agreement are conditioned on satisfaction by the other party of conditions applicable to them. Some of these conditions,
applicable to the respective obligations of both Columbia and Mountain Bank, are as follows:

� approval of the merger by Mountain Bank shareholders;

� accuracy of the other party�s representations in the merger agreement and any certificate or other instrument delivered in connection
with the merger agreement;

� compliance by the other party with all material terms, covenants, and conditions of the merger agreement;

� that there shall have been no damage, destruction, or loss, or other event or sequence of events, that has had or potentially may have
a material adverse effect with respect to the other party;

� that no action or proceeding has been commenced or threatened by any governmental agency to restrain or prohibit or invalidate the
merger;

� Columbia�s and Mountain Bank�s receipt of a tax opinion from Miller Nash LLP; and

� the registration statement filed with the SEC, required to register the Columbia common stock to be issued to shareholders of
Mountain Bank in the merger, has become effective, and no stop-order suspending such effectiveness has been issued and no
proceedings for that purpose have been initiated or threatened by the SEC.

In addition to the above, the obligations of Columbia under the merger agreement are subject to conditions that include the following:

� Mountain Bank�s merger fees (as defined in the merger agreement) have not exceeded $1,200,000;

� Mountain Bank�s �Tangible Equity Capital� (as defined in the merger agreement) is not less than specified target amounts as of the
effective date of the merger; and

� Mountain Bank maintains through the effective date of the merger an adequate allowance for loan and lease losses.
Additionally, either Columbia or Mountain Bank may terminate the merger agreement if certain conditions applicable to the other party are not
satisfied or waived. Those conditions are discussed below under ��Termination of the Merger Agreement.�

Either Columbia or Mountain Bank may waive any of the other party�s conditions, except those that are required by law (such as receipt of
regulatory and Mountain Bank shareholder approval). Either Columbia or Mountain Bank may also grant extended time to the other party to
complete an obligation or condition.
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AMENDMENT OF THE MERGER AGREEMENT

The merger agreement may be amended upon authorization of the boards of directors of the parties, whether before or after the Mountain Bank
special meeting of shareholders. To the extent permitted under applicable law, the parties may make any amendment without further approval of
Mountain Bank shareholders. However, after shareholder approval, any amendments that would reduce the amount or change the form of
consideration Mountain Bank shareholders will receive in the merger would require further Mountain Bank shareholder approval.
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TERMINATION OF THE MERGER AGREEMENT

The merger agreement contains several provisions entitling either Columbia or Mountain Bank to terminate the merger agreement under certain
circumstances. The following briefly describes these provisions:

Lapse of Time. If the merger has not been consummated by October 15, 2007, then at any time after that date, the board of directors of either
Columbia or Mountain Bank may terminate the merger agreement. These provisions do not apply if all regulatory approvals have been obtained
prior to October 15, 2007, and the closing has not occurred solely because of an applicable post-approval waiting period. Additionally, Columbia
may not terminate the merger agreement under these provisions if Columbia has entered into or announced a transaction in which Columbia
would be acquired by a third party and Columbia has delayed the closing in bad faith.

Columbia Average Closing Price Less than $25.41. Mountain Bank may give notice of its intent to terminate the merger agreement if the
Columbia Average Closing Price (as defined in the merger agreement and discussed under ��Merger Consideration��Stock Portion of Merger
Consideration� above) is less than $25.41. Unless adjusted as described below, a Columbia Average Closing Price of less than $25.41 would
result in the value of each unit (the cash portion and the stock portion together) being less than $22.00.

If Mountain Bank provides written notice of its intent to terminate the merger agreement because the Columbia average closing price is less than
$25.41, Columbia may elect to increase the per share consideration (the �unit� to be received for each share of Mountain Bank common stock)
such that the value of each unit is no less than $22.00.

Columbia may increase the per share consideration by increasing the cash portion of each unit, the amount of Columbia stock in the stock
portion of each unit, or a combination of cash and additional Columbia shares, at its option. However, any adjustment to the value of each unit
must result in the cash portion being at least $11.25, and the stock portion of each unit being at least 0.4231 Columbia shares. Additionally, any
such adjustment may not result in the cash portion of the total merger consideration constituting more than 55% of the value of the total merger
consideration. If this election is made by Columbia, no termination of the merger agreement will occur and the merger agreement will remain in
effect according to its terms, except that the per share consideration will have been adjusted.

Mutual Consent. The parties may terminate the merger agreement at any time before closing, whether before or after approval by Mountain
Bank shareholders, by mutual consent upon approval of the parties� boards of directors.

Denial of Regulatory Approvals. Either party may terminate the merger agreement if the regulatory approvals required to be obtained are denied,
or if any such approval is conditioned on a substantial deviation from the transactions contemplated by the merger agreement, subject to certain
rights granted in the merger agreement to appeal the denial of such regulatory approval.

Breach of Covenant or Representation. Either party may terminate the merger agreement (so long as the terminating party is not then in material
breach of any of its representations, warranties, covenants or agreements in the merger agreement) if there has been a material breach of any
covenants, agreements, representations, or warranties set forth in the merger agreement by the other party, which is not cured within 30 days
following written notice to the party committing such breach, or which breach, by its nature, cannot be cured prior to the closing of the merger.

Failure to Recommend or Obtain Shareholder Approval. Columbia may terminate the merger agreement (so long as it is not then in material
breach of any of its representations, warranties, covenants or agreements in the merger agreement), if (i) the Mountain Bank board of directors
fails to recommend to its shareholders approval of the merger, or (ii) modifies, withdraws or changes in a manner adverse to Columbia its
recommendation to shareholders to approve the merger, and Mountain Bank�s shareholders fail to approve the merger. Additionally,
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regardless of whether the Mountain Bank board of directors recommends approval of the merger to its shareholders, Columbia may terminate
the merger agreement if Mountain Bank shareholders elect not to approve the merger.

Impracticability. Either party may terminate the merger agreement upon written notice to the other party if the board of directors of the party
seeking termination has determined in its sole judgment, made in good faith and after due consideration and consultation with counsel, that the
merger has become inadvisable or impracticable by reason of actions taken by the federal government or the government of the State of
Washington to restrain or invalidate the merger or the merger agreement.

Potential Dissenting Shares. Columbia may terminate the merger agreement if holders of 10% or more of the outstanding shares of Mountain
Bank common stock give notice that they intend to exercise dissenters� rights and do not vote to approve the merger.

Superior Proposal. Mountain Bank may terminate the merger agreement if its board of directors determines in good faith that Mountain Bank
has received a �Superior Proposal.� A Superior Proposal generally includes a proposal for a transaction that is more favorable to Mountain Bank
shareholders from a financial point of view and that is reasonably capable of being completed, as further discussed in the merger agreement. The
right to terminate the merger agreement upon receipt of a Superior Proposal is subject to the requirements that Mountain Bank:

� has not breached its covenants regarding the initiation or solicitation of acquisition proposals from third parties,

� intends to enter into a letter of intent, acquisition agreement or similar agreement relating to such Superior Proposal at the time it
delivers notice of termination,

� has provided Columbia with at least five business days prior notice that Mountain Bank intends to accept a Superior Proposal and
has given Columbia, if it so elects, an opportunity to amend the terms of the merger agreement (negotiated in good faith between
Columbia and Mountain Bank) in such a manner as would enable Mountain Bank to proceed with the merger, and

� delivers to Columbia the break-up fee described below upon entering into a letter of intent, acquisition agreement or similar
agreement relating to a Superior Proposal.

TERMINATION FEES

Subject to certain exceptions, Mountain Bank will pay Columbia a termination fee of $500,000 if Columbia terminates the merger agreement
because Mountain Bank breached its representations or covenants or if the Mountain Bank board of directors fails to recommend the merger to
Mountain Bank shareholders as required. Columbia will pay Mountain Bank a termination fee of $500,000 if Mountain Bank terminates the
merger agreement because Columbia breached its representations or covenants.

BREAK-UP FEE

If the merger agreement is terminated by Mountain Bank because it received a Superior Proposal and Columbia declined the opportunity to
amend the terms of the merger agreement to enable Mountain Bank�s board of directors to proceed with the merger, Mountain Bank is required to
pay Columbia a break-up fee of $2,500,000.

Mountain Bank is required to pay Columbia a break-up fee of $2,500,000 (less the amount of any termination fee previously paid) if, after a
third-party acquisition proposal with respect to Mountain Bank becomes publicly known, the merger agreement is terminated either because:

� the Mountain Bank board of directors fails to recommend that Mountain Bank shareholders approve the merger agreement, or
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� the Mountain Bank shareholders fail to approve the merger agreement,
and in either case, within six months after such termination, Mountain Bank or Mt. Rainier National Bank enters into an agreement (or
announces that it intends to enter into an agreement) to engage in an acquisition proposal.

ALLOCATION OF COSTS UPON TERMINATION

If the merger agreement is terminated (except under circumstances that would require the payment of a termination fee or break-up fee)
Columbia and Mountain Bank will each pay their own out-of-pocket expenses incurred in connection with the transaction and will have no other
liability to the other party.

CONDUCT PENDING THE MERGER

The merger agreement provides that, until the merger is effective, Mountain Bank will conduct its business only in the ordinary and usual
course. The merger agreement also provides that, unless Columbia otherwise consents in writing, and except as required by applicable regulatory
authorities, Mountain Bank will refrain from engaging in various activities such as:

� effecting any stock split or other recapitalization with respect to Mountain Bank common stock, or issuing, pledging, redeeming, or
encumbering any shares of Mountain Bank (except shares issued upon exercise of options under existing stock options or stock
purchase plans), or granting any options for such stock;

� declaring or paying any dividends, or making any other distributions;

� acquiring, selling, transferring, assigning or encumbering or otherwise disposing of assets or making any commitment with respect to
its assets other than in the ordinary course of business;

� soliciting or accepting deposit accounts of a different type than previously accepted by Mountain Bank or at rates materially in
excess of rates previously paid, except to reflect changes in prevailing interest rates, or, with specified exceptions, incurring any
indebtedness greater than $100,000;

� acquiring an ownership or leasehold interest in real property without conducting an appropriate environmental evaluation;

� with specified exceptions, entering into or amending any contracts calling for a payment of more than $100,000, unless the contract
can be terminated without cause or penalty upon 30 days� notice or less;

� with specified exceptions, entering into, amending or terminating any material contract with or for a term of one year or more;

� with specified exceptions, entering into any personal services contract;

� selling any securities other than in the ordinary course of business, or selling any securities even in the ordinary course of business if
the aggregate gain realized from all sales after the date of execution of the merger agreement would exceed $100,000, or transferring
investment securities between portfolios of securities available for sale and securities to be held to maturity;
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� amending or materially changing its operations, policies or procedures, including loan loss reserve policies, other than as required by
law;

� other than in accordance with binding existing commitments, making capital expenditures in excess of $20,000 per project or related
series of projects or $50,000 in the aggregate;

� entering into transactions or making any expenditures other than in the ordinary course of business; and

� permitting the allowance for loan and lease losses to be less than 1% of total loans and leases outstanding as of 10 days prior to the
effective date of the merger.
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MOUNTAIN BANK MANAGEMENT AND OPERATIONS AFTER THE MERGER

Following the merger, the resulting bank�s board of directors will consist of the current directors of Columbia State Bank. As provided in the
merger agreement, Columbia will invite the current Mountain Bank directors to serve as advisory directors of Columbia State Bank until
December 31, 2008. See ���Interests of Certain Persons in the Merger� below.

As described below under ���Interests of Certain Persons in the Merger,� Steve Moergeli, President and Chief Executive Officer of Mt. Rainier
National Bank and a director of Mountain Bank, will serve as President of its former branches operating as Mt. Rainier Bank pursuant to an
employment agreement having a two-year term. Roy T. Brooks, Chairman of the Board of Mountain Bank and Mt. Rainier National Bank and
President and Chief Executive Officer of Mountain Bank, will be employed by Columbia State Bank as Liaison Director for a period of one year
following the merger.

EMPLOYEE BENEFIT PLANS

The merger agreement confirms Columbia�s intent that Columbia�s current personnel policies and benefits will apply to any employees of
Mountain Bank and Mt. Rainier National Bank who remain employed following the closing of the merger. Such employees will be eligible to
participate in all of the benefit plans of Columbia that are generally available to similarly-situated employees of Columbia once their
participation in comparable Mountain Bank plans ceases. For purposes of participation in such plans, service with Mountain Bank and/or
Mt. Rainier National Bank prior to the merger will constitute prior service with Columbia for purposes of determining eligibility and vesting.

INTERESTS OF CERTAIN PERSONS IN THE MERGER

Certain members of the Mountain Bank board of directors and management may be deemed to have interests in the merger, in addition to their
interests as shareholders of Mountain Bank generally. The Mountain Bank board of directors was aware of these factors and considered them,
among other things, in approving the merger agreement.

Stock Ownership

The Mountain Bank directors beneficially owned, as of the record date for the special meeting, 475,747 shares of Mountain Bank common
stock, representing 20.5% of all outstanding Mountain Bank shares. The directors of Mountain Bank will receive the same consideration in the
merger for their shares as other shareholders of Mountain Bank.

Voting Agreements

The directors and executive officers of Mountain Bank have entered into a Voting Agreement. Pursuant to the voting agreement, each director
and executive officer has agreed to vote the shares of Mountain Bank common stock that he or she controls in favor of the merger. The
419,273 shares controlled by the directors and executive officers equal approximately 18% of Mountain Bank�s outstanding shares.

Service as Advisory Directors

The merger agreement provides that Columbia will invite the current directors of Mountain Bank to serve on an advisory board of the resulting
bank, relating to the integration of Mountain Bank�s operations into Columbia, through December 31, 2008. Pursuant to the terms of the
Non-Competition Agreements entered into with such directors, the advisory board will meet quarterly, and Columbia will pay each director
$900 for each advisory board meeting attended during that term.
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Employment Agreements

Steve W. Moergeli

Steve Moergeli, Mt. Rainier National Bank�s President and Chief Executive Officer and a director of Mountain Bank, has entered into an
employment agreement, ratified by Columbia, with Columbia State Bank. The term of the agreement begins on the effective date of the merger
and ends two years from that date. The employment agreement provides that Mr. Moergeli will serve as President of Mt. Rainier Bank (the
assumed business name under which former Mt. Rainier National Bank branches will operate following the merger).

The employment agreement provides for a base salary of $165,000 per year. Mr. Moergeli will also be eligible to participate in the bonus pools,
if any, that the board of directors of Columbia State Bank may establish for senior executives, either under an executive incentive plan or
otherwise.

The employment agreement provides that if the employment of Mr. Moergeli is terminated without cause (as defined in the agreement) or if
Mr. Moergeli resigns with good reason (as defined in the agreement), Columbia State Bank will pay him a lump sum payment equal to the
amount of base salary that he would have otherwise received for the remainder of the term of the agreement. The agreement also provides for
payments equal to two times his base salary in the event of termination of his employment in certain circumstances in connection with a change
in control of Columbia State Bank.

The employment agreement provides that during the term of employment and for a two-year period after Mr. Moergeli�s employment has ended,
except in the event of a termination by Columbia State Bank without cause or by Mr. Moergeli for good reason, Mr. Moergeli will not become
involved in any manner with a competing business, which is defined as any business that competes or will compete with Columbia State Bank in
King or Pierce Counties, Washington, or any other county in which the resulting bank does business during Mr. Moergeli�s term of employment.

Roy T. Brooks

Roy Brooks, Mountain Bank�s Chairman of the Board, President and Chief Executive Officer, has entered into an agreement with Columbia State
Bank, effective as of the effective date of the merger, under which he will serve as Liaison Director of the resulting bank, with such duties as
assisting in managing the transition of Mountain Bank�s employees, customers and shareholders after the merger and chairing the advisory board
described above. The term of the agreement is one year from the effective date of the merger. Mr. Brooks� compensation under the agreement
will be $11,000 per month. To the extent otherwise eligible, Mr. Brooks will be entitled to participate in the benefits that Columbia State Bank
makes available to other senior executives generally.

Sheila Brumley

Sheila Brumley, Mountain Bank�s Chief Financial Officer, has entered into an agreement with Columbia State Bank, effective as of the effective
date of the merger, under which she will serve as Vice President of Accounting and Finance of Columbia State Bank. Initially Ms. Brumley will
report to Mr. Moergeli until the transition of Mt. Rainier National Bank is completed or until January 1, 2008, whichever comes first.
Subsequently, she will report to the Chief Accounting Officer of Columbia State Bank. Ms. Brumley�s base salary will be $10,500 per month
until December 31, 2007. Thereafter she will be compensated on terms mutually agreed between Ms. Brumley and Columbia State Bank. To the
extent otherwise eligible, Ms. Brumley will be entitled to participate in the benefits that Columbia State Bank makes available to other senior
executives generally.
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Change in Control Severance Agreements

In 2002, Mountain Bank and Mt. Rainier National Bank entered into severance agreements with Mr. Moergeli and Ms. Brumley (the �Severance
Agreements�). The Severance Agreements provide for payments in the event of a change in the ownership or effective control of, or in the
ownership of a substantial portion of the assets of, Mountain Bank or Mt. Rainier National Bank. If Mr. Moergeli and/or Ms. Brumley remain
employed with Mountain Bank and Mt. Rainier National Bank through the closing of a change in control, he and/or she, as the case may be, will
receive a single cash payment equal to two times his or her highest W-2 income received from Mountain Bank and/or Mt. Rainier National Bank
over the three years preceding the closing.

Upon closing of the merger, the amounts payable to Mr. Moergeli and Ms. Brumley under the Severance Agreements will be $390,631 and
$266,269, respectively.

Salary Continuation Agreement

In 2002, Mountain Bank and Mt. Rainier National Bank entered into a Salary Continuation Agreement with Sterlin Franks. The Salary
Continuation Agreement provides that if Mr. Franks� employment with Mountain Bank terminates following a change in control, he will continue
to receive payments of salary in certain circumstances for a period of 18 months following the change in control. Mr. Franks will be entitled to
receive the salary continuation if any of the following events occur: (i) he terminates his employment for �good reason� (as defined in the Salary
Continuation Agreement); (ii) Mountain Bank or Mt. Rainier National Bank terminate his employment other than for cause or disability (both as
defined in the Salary Continuation Agreement); or (iii) Mountain Bank or Mt. Rainier National Bank terminate his employment other than for
cause, disability or death prior to a change in control, if such termination occurs within six months before the execution of a definitive agreement
providing for a change in control of Mountain Bank or Mt. Rainier National Bank.

After the closing of the merger, if Mr. Franks� employment is terminated under the circumstances described above, the amount that will be
payable to Mr. Franks is $172,500.

Supplemental Compensation Agreements

In 2002, Mountain Bank and Mt. Rainier National Bank entered into Supplemental Compensation Agreements with Messrs. Moergeli and
Franks and Ms. Brumley, to provide retirement benefits to them. Certain restrictions (relating to agreements by the executives not to compete
and constructive termination by the employer) on payments under the Supplemental Compensation Agreements are eliminated if a participant�s
employment terminates following a change in control.

Vesting of Options

As a result of the merger, any unvested options for shares of Mountain Bank common stock held by members of Mountain Bank�s board of
directors or management will become fully exercisable. All unexercised options for Mountain Bank stock on the effective date will convert into
options to purchase Columbia stock as described further under �The Merger�Stock Options� on page 40. As of the date of this proxy
statement/prospectus, Mountain Bank executive officers held no unvested options to purchase shares of Mountain Bank stock, and Mountain
Bank directors held unvested options to purchase a total of 6,917 shares of Mountain Bank stock.

Mountain Bank Director Non-Competition Agreement

All members of the board of directors of Mountain Bank have entered into a non-competition agreement with Columbia. Except under certain
limited circumstances, the non-competition agreement prohibits directors from competing with Columbia within King or Pierce Counties in
Washington, and additional counties in Washington under certain circumstances. The term of the non-competition agreement commences upon
the effective date of the merger and continues for two years.
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Indemnification of Directors and Officers; Insurance

The merger agreement provides that Columbia will indemnify the present and former directors and officers of Mountain Bank against certain
liabilities or costs that may arise in the future in connection with matters that existed or occurred prior to the merger. The scope of this
indemnification is to the fullest extent that such persons would have been entitled to indemnification under applicable law and the articles of
incorporation or bylaws of Mountain Bank.

The merger agreement also provides that for a period of six years following the closing of the merger, Columbia will cause the persons serving
as officers and directors of Mountain Bank and Mt. Rainier National Bank immediately prior to the execution of the merger agreement to be
covered by the current policies of directors or officers liability insurance maintained by Mountain Bank and Mt. Rainier National Bank, or
substitute polices substantially similar to such policies, with respect to acts or omissions prior to the effective date of the merger.

REGULATORY REQUIREMENTS

Closing of the merger is subject to approval by the appropriate banking regulatory authorities, including the FDIC and the Commissioner of the
Washington Department of Financial Institutions. The parties have agreed in the merger agreement to take actions necessary to obtain these
approvals. The parties plan to submit applications to the relevant authorities by June 1, 2007. Although Mountain Bank and Columbia expect to
obtain these approvals, there can be no assurances if and when these approvals will be obtained.

ACCOUNTING TREATMENT OF THE MERGER

The acquisition of Mountain Bank will be accounted for using the purchase method of accounting by Columbia under accounting principles
generally accepted in the United States of America. Accordingly, using the purchase method of accounting, the assets and liabilities of Mountain
Bank will be recorded by Columbia at their respective fair values at the time of the merger. The excess of Columbia�s purchase price over the net
fair value of assets acquired including identifiable intangible assets and liabilities assumed is recorded as goodwill. Goodwill will be periodically
assessed for impairment but no less frequently than on an annual basis. Prior period financial statements are not restated and results of operations
of Mountain Bank will be included in Columbia�s consolidated statement of operations after the date of the merger. The identifiable intangible
assets with finite lives, other than goodwill, will be amortized against the combined company�s earnings following completion of the merger.

STOCK RESALES BY MOUNTAIN BANK AFFILIATES

The Columbia common stock to be issued in the merger will be transferable free of restrictions under the Securities Act of 1933 (�1933 Act�),
except for shares received by persons, including directors and executive officers of Mountain Bank, who may be deemed to be �affiliates� of
Mountain Bank, as that term is defined in the rules under the 1933 Act. Affiliates may not sell their shares of Columbia common stock acquired
in the merger, except (a) pursuant to an effective registration statement under the 1933 Act covering those shares, (b) in compliance with
Rule 145, or (c) in accordance with an opinion of counsel reasonably satisfactory to Columbia, under other applicable exemptions from the
registration requirements of the 1933 Act. Columbia has obtained customary agreements with all Mountain Bank directors, officers, and
affiliates of Mountain Bank, under which such persons represent that they will not dispose of their shares of Columbia received in the merger or
the shares of capital stock of Mountain Bank or Columbia held by them before the merger, except in compliance with the 1933 Act and the rules
and regulations promulgated under the 1933 Act. This proxy statement/prospectus does not cover any resales of the Columbia common stock
received by affiliates of Mountain Bank.
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INFORMATION CONCERNING COLUMBIA

GENERAL

Columbia is a registered bank holding company whose wholly owned banking subsidiaries, Columbia State Bank and Bank of Astoria (�Astoria�),
conduct full-service commercial banking business in the states of Washington and Oregon, respectively. Headquartered in Tacoma, Washington,
Columbia provides a full range of banking services to small and medium-sized businesses, professionals and other individuals.

Columbia�s current organizational structure was put in place and additional management was brought on board in 1993 in order to take advantage
of commercial banking business opportunities in Columbia�s principal market area. At that time, increased consolidations of banks, primarily
through acquisitions by out-of-state holding companies, created dislocation of customers and presented opportunities to capture market share.
Columbia has grown from four branch offices at January 1, 1993 to 40 branch offices at December 31, 2006.

Columbia�s largest wholly owned banking subsidiary, Columbia State Bank, has 35 banking offices located in the Tacoma metropolitan area and
contiguous parts of the Puget Sound region of Washington state, as well as the Longview and Woodland communities in southwestern
Washington state. Substantially all of Columbia State Bank�s loans, loan commitments and core deposits are within its service areas. Columbia
State Bank is a Washington state-chartered commercial bank, the deposits of which are insured in whole or in part by the FDIC. Columbia State
Bank is subject to regulation by the FDIC and the Washington State Department of Financial Institutions Division of Banks. Although Columbia
State Bank is not a member of the Federal Reserve System, the Board of Governors of the Federal Reserve System has certain supervisory
authority over Columbia, which can also affect Columbia State Bank.

ACQUISITIONS

On March 28, 2007, Columbia announced its proposed acquisition of both Mountain Bank and Town Center Bancorp of Portland, Oregon. See
�Summary�Summary Information About the Parties and the Transaction�Recent Developments� on page 4 for additional information about Town
Center Bancorp.

On October 1, 2004, Columbia completed its acquisition of Astoria, an Oregon state-chartered commercial bank headquartered in Astoria,
Oregon. The acquisition was accounted for as a purchase and Astoria�s results of operations are included in Columbia�s results beginning
October 1, 2004. Astoria operates as a separate banking subsidiary of Columbia and has five full service branch offices located within Clatsop
and Tillamook Counties, along the northern Oregon coast. The deposits of Astoria are insured in whole or in part by the FDIC. Astoria is subject
to regulation by the FDIC and the State of Oregon Department of Consumer and Business Services Division of Finance and Corporate
Securities. Although Astoria is not a member of the Federal Reserve System, the Board of Governors of the Federal Reserve System has certain
supervisory authority over Columbia, which can also affect Astoria.

COLUMBIA MANAGEMENT

Name Principal Position
Melanie J. Dressel President & Chief Executive Officer
Andrew McDonald Executive Vice President & Chief Credit Officer
Mark W. Nelson Executive Vice President & Chief Banking Officer
Gary R. Schminkey Executive Vice President & Chief Financial Officer

BUSINESS OVERVIEW

Columbia�s goal is to be the leading Pacific Northwest regional community banking company while consistently increasing earnings and
shareholder value. Columbia continues to build on its reputation for excellent customer service in order to be recognized in all markets it serves
as the bank of choice for retail deposit customers, small to medium-sized businesses and affluent households.
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Columbia has established a network of 40 branches as of March 31, 2007, from which it intends to grow market share. All Washington branches
operate as Columbia State Bank and currently all Oregon branches operate as Bank of Astoria. Western Washington locations consist of
twenty-two branches in Pierce County, eight in King County, three in Cowlitz County, and one each in Kitsap and Thurston Counties. Northern
Oregon coastal area locations consist of four branches in Clatsop County and one in Tillamook County.

In order to fund Columbia�s lending activities and to allow for increased contact with customers, Columbia utilizes a branch system to better
serve retail and business customer depositors. Columbia believes this approach will enable it to expand lending activities while attracting a
stable core deposit base. In order to support its strategy of market penetration and increased profitability, while continuing its personalized
banking approach and its commitment to asset quality, Columbia has invested in experienced branch, lending and administrative personnel and
has incurred related costs in the creation of its branch network. Many of these branches are becoming established within their markets. The
resulting efficiencies will enable management to reallocate the resources previously consumed by these branches to new endeavors.

Business Strategy

Columbia�s business strategy is to provide its customers with the financial sophistication and breadth of products of a regional banking company
while retaining the appeal and service level of a community bank. Columbia continually evaluates its existing business processes while focusing
on maintaining asset quality, expanding total revenue and controlling expenses in an effort to increase its return on average equity and gain
operational efficiencies. Columbia believes that as a result of its strong commitment to highly personalized, relationship-oriented customer
service, its varied products, its strategic branch locations and the long-standing community presence of its managers, lending officers and branch
personnel, it is well positioned to attract and retain new customers and to increase its market share of loans, deposits, and other financial services
in the communities it serves. Columbia is committed to increasing market share in the communities it serves by continuing to leverage its
existing branch network, adding new branch locations and considering business combinations that are consistent with Columbia�s expansion
strategy throughout the Pacific Northwest.

Products & Services

Columbia places the highest priority on customer service and assists its customers in making informed decisions when selecting from the
products and services it offers. Columbia continuously reviews its products and services to ensure that it provides its customers with the tools to
meet their financial institution needs. A more complete listing of all the services and products available to Columbia�s customers can be found at:
www.columbiabank.com. Some of the core products and services Columbia offers include:

Personal Banking Business Banking
�        Checking and Saving Accounts �        Checking & Saving Accounts
�        Online Banking �        Online Banking
�        Electronic Bill Pay �        Electronic Bill Pay
�        Consumer Lending �        Cash Management
�        Residential Lending �        Commercial & Industrial Lending
�        Visa Card Services �        Real Estate and Real Estate Construction Lending
�        Investment Services �        Equipment Finance
�        Private Banking �        Small Business Services

�        Visa Card Services
�        Investment Services
�        International Banking
�        Merchant Card Services
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Personal Banking

Columbia offers its personal banking customers an assortment of checking and saving account products including non-interest and interest
bearing checking, savings, money market and certificate of deposit accounts. Overdraft protection is also available with direct links to the
customer�s checking account. Columbia�s online banking service, Columbia Online�, provides personal banking customers with the ability to
safely and securely conduct their banking business 24 hours a day, 7 days a week. Personal banking customers are also provided with a variety
of borrowing products including fixed and variable rate home equity loans and lines of credit, home mortgages for purchases and refinances,
personal loans, and other consumer loans. Eligible personal banking customers with checking accounts are provided a VISA® Check Card which
can be used to make purchases and also act as an automated teller machine (�ATM�) card. A variety of Visa® Credit Cards are also available to
eligible personal banking customers.

Through CB Financial Services, personal banking customers are provided with a full range of investment options including mutual funds, stocks,
bonds, retirement accounts, annuities, tax-favored investments, US Government securities as well as long-term care and life insurance policies.
Qualified investment professionals are available to provide advisory services and assist customers with retirement and education planning.

Columbia Private Banking offers clientele requiring complex financial solutions and their businesses credit services, deposit and cash
management services, and wealth management. Each private banker provides advisory services and coordinates a relationship team of
experienced financial professionals to meet the unique needs of each discerning customer.

Business Banking

Columbia offers its business banking customers an assortment of checking and saving account products including checking, interest bearing
money market and certificate of deposit accounts. Cash management customers can access, monitor and manage cash flows effectively and
efficiently through a variety of tools, including account analysis, sweep accounts, ACH and other electronic banking services. Business
customers, through Columbia Online�, have the ability to save time and money through Columbia�s custom eBusiness solutions products.
Standard features of Columbia Online� provide customers with the ability to tailor user access by individual, view balances, statements and
checks as well as transfer funds, pay bills electronically and export transaction history to accounting software.

Columbia offers a variety of loan products tailored to meet the various needs of business banking customers. Commercial loan products include
accounts receivable, inventory and equipment financing, and Small Business Administration financing. Columbia also offers commercial real
estate loan products for construction and development or permanent financing. Historically, lending activities have been primarily directed
toward the origination of real estate and commercial loans. Real estate lending activities have been focused on construction and permanent loans
for both owner occupants and investor oriented real estate properties. In addition, Columbia has pursued construction and first mortgages on
owner occupied, one- to four-family residential properties. Commercial banking has been directed toward meeting the credit and related deposit
needs of various sized businesses and professional practice organizations operating in Columbia�s primary market areas.

Columbia offers its business banking customers a selection of Visa® Cards including the Business Check Card that works like a check wherever
Visa® is accepted including ATMs; the Corporate Card which can be used all over the world; the Purchasing Card with established purchasing
capabilities based on the customer�s business needs; and Business Edition® Plus that earns reward points with every purchase. Columbia�s
Business ATM Cash Card is also available for fast, easy cash withdrawals 24 hours a day, 7 days a week.

Through CB Financial Services, Columbia�s business customers are provided with an array of investment options and tools and resources to
assist them in reaching their investment goals. Some of the investment options
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available to Columbia�s business customers include 401(k), Simple IRA, Simple Employee Pensions, buy-sell agreements, key-man insurance,
business succession planning and personal investments.

Columbia�s International Banking Department provides both large and small businesses with the ability to buy and sell foreign currencies as well
as obtain letters of credit and wire funds to their customers and suppliers in foreign countries.

Business clients that utilize Columbia�s Merchant Card Services have the ability to accept both Visa® and MasterCard® sales drafts for deposit
directly into their business checking account. Merchants are provided with a comprehensive accounting system tailored to meet each merchant�s
needs, which includes month-to-date credit card deposit information on a transaction statement. Internet access is available to view merchant
reports that allow business customers to review merchant statements, authorized, captured, cleared and settled transactions

COMPETITION

Columbia�s industry is highly competitive. Several other financial institutions, having greater resources, compete for banking business in
Columbia�s market areas. Among the advantages of some of these institutions are their ability to make larger loans, finance extensive advertising
and promotion campaigns, access international financial markets and allocate their investment assets to regions of highest yield and demand. In
addition to competition from other banking institutions, Columbia continues to experience competition from non-banking companies such as
credit unions, brokerage houses and other financial services companies. Columbia competes for loans, deposits and other financial services by
offering its customers with a similar breadth of products as Columbia�s larger competitors while delivering a more personalized service level with
faster transaction turnaround time.

MARKET AREAS

Washington

Nearly two-thirds of Columbia�s total branches within Washington are located in Pierce County, with an estimated population of
773,500 residents. At year end Columbia operated 22 branch locations in Pierce County that accounted for 16% (based on FDIC Annual
Summary of Deposit Report as of June 30, 2006) of the total deposit market share ranking second amongst Columbia�s competition. Columbia�s
headquarters, in Tacoma, is also located in Pierce County. Some of the most significant contributors to the Pierce County economy are the Port
of Tacoma, which accounts for more than 43,000 jobs, McChord Air Force Base and Fort Lewis Army Base, which account for nearly 20% of
the County�s total employment, and the manufacturing industry, which supplies the Boeing Company.

Columbia operates eight branch locations in King County, which is Washington�s most highly populated county at approximately 1.8 million
residents. King County, in particular the Seattle metropolitan area, is a market that has significant growth potential for Columbia and will play a
key role in its expansion strategy in the future. At year end Columbia�s share of the King County deposit market was less than 1% (based on
FDIC Annual Summary of Deposit Report as of June 30, 2006); however, Columbia has made significant inroads within this market through the
strategic expansion of its banking team. The north King County economy is primarily made up of the aerospace, construction, computer
software and biotechnology industries. South King County with its close proximity to Pierce County is considered a natural extension of
Columbia�s primary market area. The economy of south King County is primarily comprised of residential communities supported by light
industrial, retail, aerospace and distributing and warehousing industries.

Other market areas served by Columbia include Cowlitz County, where Columbia operates three branch locations that account for 13% (based
on FDIC Annual Summary of Deposit Report as of June 30, 2006) of the deposit market share, and Kitsap and Thurston County, where
Columbia operates one branch in each county.
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Oregon

Through the acquisition of Astoria in October 2004, Columbia added five branches located in the western portions of Clatsop and Tillamook
Counties, in the northern Oregon coastal area. In Clatsop and Tillamook Counties, Columbia has 33% and 6% (based on FDIC Annual Summary
of Deposit Report as of June 30, 2006) of the deposit market share, respectively. Oregon market areas provide a significant opportunity for
expansion strategies in the future. Both Clatsop and Tillamook Counties are comprised primarily of forestry, commercial fishing, and tourism
related businesses.

EMPLOYEES

As of March 31, 2007, Columbia and its banking subsidiaries employed approximately 675 full time equivalent employees. Columbia values its
employees and prides itself on providing a professional work environment accompanied by comprehensive benefit programs. Columbia is
committed to providing flexible and value-added benefits to its employees through a �Total Compensation Philosophy,� which incorporates all
compensation and benefits.

FINANCIAL AND OTHER INFORMATION

Financial and other information relating to Columbia is set forth in its Annual Report on Form 10-K for the year ended December 31, 2006, and
its quarterly report on Form 10-Q for the quarter ended March 31, 2007. Information regarding the names, ages, positions, and business
backgrounds of the executive officers and directors of Columbia, as well as additional information, including executive compensation, and
certain relationships and related person transactions, is set forth in or incorporated by reference in Columbia�s 10-K and in its proxy statement
dated March 19, 2007, for its 2007 annual meeting of shareholders. See �Where You Can Find More Information About Columbia� beginning on
page 98.

INFORMATION CONCERNING MOUNTAIN BANK

MOUNTAIN BANK HOLDING COMPANY

Mountain Bank is a Washington corporation formed in 1993 primarily to hold all of the common stock of Mt. Rainier National Bank, a national
banking association organized under the laws of the United States. Mt. Rainier National Bank provides personal and commercial banking and
related financial services at its main office located in Enumclaw, Washington, and from five branch offices located in Buckley, Black Diamond,
Auburn, Maple Valley, and Sumner, Washington. Mt. Rainier National Bank also provides loan services at a loan production office located in
Federal Way, Washington. Mountain Bank is regulated by the Federal Reserve Board (the �FRB�) under the Bank Holding Company Act of 1956,
as amended. A bank holding company is generally defined as a company that has direct or indirect control of a bank.

At March 31, 2007, Mountain Bank reported on a consolidated basis total assets of approximately $236 million, total deposits of approximately
$209 million, and shareholders� equity of approximately $23 million.

Mountain Bank�s strategy is to capitalize on its investment in Mt. Rainier National Bank through continued growth in the bank�s assets, deposits
and earnings, and creation of long-term value for Mountain Bank shareholders by pursuing the following:

� Carefully monitoring the credit quality of the bank�s existing asset base;

� Concentrating on expense control, interest spread maximization and marketing of fee-based products, as well as maintaining
adequate liquidity and capital levels;

� Emphasizing close working relationships between and among the bank�s senior management, directors, loan officers and commercial
customers; and
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� Focusing on training programs to ensure that management and staff has knowledge necessary to serve customers and remain in
compliance with all legal and regulatory obligations.
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There can be no assurance that Mt. Rainier National Bank will achieve these objectives.

MT. RAINIER NATIONAL BANK

Mt. Rainier National Bank is a wholly owned subsidiary of Mountain Bank. While Mountain Bank and Mt. Rainier National Bank are distinctly
different entities regulated by different regulatory bodies, the cash flow of Mountain Bank presently is entirely derived from dividends
upstreamed from the bank to Mountain Bank. Therefore, the value of the securities of Mountain Bank is, to a large extent, dependent on the
success of Mt. Rainier National Bank.

HISTORY

Mt. Rainier National Bank opened on July 2, 1990, in Enumclaw, Washington, and has been operating since that date.

BUSINESS

Mt. Rainier National Bank, through its main office, five branches and one loan production office, offers a full line of commercial banking
services.

The principal sources of the bank�s revenues are: (i) interest and fees on loans; (ii) deposit service charges; (iii) interest on deposits in other banks
(generally on an overnight basis); (iv) gains on mortgages originated and sold to the secondary market; (v) interest on investments, and (vi) fees
from sales of nondeposit investment products. Loans include short to medium-term commercial and consumer loans, including real estate loans,
construction loans, operating loans and lines, equipment loans, automobile loans, recreational vehicle and truck loans, personal loans and lines of
credit, home improvement and rehabilitation loans, and residential mortgage lending. Mt. Rainier National Bank also offers safe deposit boxes,
direct deposit of payroll and social security checks, ATM access, debit cards, automatic drafts for various accounts, telephone banking, Internet
banking and bill payment services. The bank has a night depository and an ATM, as well as drive-up services, at each of its branch offices.

Mt. Rainier National Bank�s core deposit base has generally been enhanced through advertising and deposit promotions, and focusing on
securing the entire banking relationship of each of its customers. Deposit products include checking accounts, savings programs, NOW accounts
and certificates of deposit. The bank has not used brokered deposits as a source of funds.

Mt. Rainier National Bank�s commercial banking activities target high-net-worth individuals and their businesses, with an emphasis on small to
medium-sized businesses. The bank�s operating strategy is to offer personal service, flexibility and timely responsiveness to the needs of its
customers. Senior management of Mt. Rainier National Bank and Mountain Bank maintain close personal contact and close working
relationships with Mt. Rainier National Bank�s commercial customers and their businesses, and Mt. Rainier National Bank�s and Mountain Bank�s
boards of directors primarily include local business people from Mt. Rainier National Bank�s primary service area. Most of Mt. Rainier National
Bank�s new commercial banking business consists of referrals from existing customers.

Mountain Bank believes that the growth in loans and profitability achieved by Mt. Rainier National Bank is also attributable in large measure to
its strategy of targeting small and medium-sized businesses in the manner described above and to the business and personal relationships and
experience of Mt. Rainier National Bank�s and Mountain Bank�s management and directors, rather than the result of greater risk-taking or price
concessions. In addition, there have been numerous acquisitions and mergers of banks in Mt. Rainier National Bank�s primary service area,
which have made the larger institutions in the market even larger. This has resulted in Mt. Rainier National Bank�s focusing primarily on the
needs of the smaller and medium-sized commercial customers.
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SERVICE AREA

Mt. Rainier National Bank�s primary service area is south King County and east Pierce County, including Enumclaw, Buckley, Black Diamond,
Auburn, Maple Valley, Sumner, and Federal Way and surrounding communities. Enumclaw�s population is 11,220, having experienced 48%
growth since 1990. Enumclaw is primarily considered a residential community, with most growth in single-family residences. The local
economy is dependent on the forest products industry, farming, and tourism. Buckley has experienced less growth with a population of 4,515.
Buckley is a residential community with very little business growth in the past few years. Black Diamond has a current population of 4,080, up
from 1,760 in 1990. Auburn is a larger community with a population of 48,955, up from 35,230 in 1990. Auburn has led the region in economic
growth. Auburn leads King County in job creation. Maple Valley has a current population of 19,140, up from 10,500 in 1997 when it became a
city. Sumner�s population has increased approximately 44% to 9,025. Federal Way has a growing population of approximately 85,800 people
within the city limits. The city is home to world-class companies, as well as small businesses of all kinds, with the city boasting the second
highest number of businesses in South King County.

EMPLOYEES

As of December 31, 2006, Mountain Bank employed a full-time President and CEO and a Chief Financial Officer shared with Mt. Rainier
National Bank. As of the same date, Mt. Rainier National Bank had 72 full-time-equivalent employees, including three executive officers. None
of Mt. Rainier National Bank�s employees is presently represented by a union or covered by a collective bargaining agreement. Mt. Rainier
National Bank considers its relationships with its employees to be good.

COMPETITION

The banking business in Mt. Rainier National Bank�s primary service area is highly competitive with respect to both loans and deposits. All the
major out-of-state commercial banks that operate in Washington (including Bank of America, Key Bank, Wells Fargo and U.S. Bank) have a
branch or branches within the bank�s primary service area. Among the advantages of such major banks are their ability to finance wide-ranging
advertising campaigns and to allocate their investment assets to geographic regions of higher yield and demand. Such banks offer certain
services that are not directly offered by Mt. Rainier National Bank (but are indirectly offered through correspondent institutions); and, by virtue
of their greater total capitalization (legal lending limits to an individual customer are based on a percentage of a bank�s shareholder�s equity
accounts), such banks have substantially higher lending limits than Mt. Rainier National Bank.

Mt. Rainier National Bank also competes with a number of nonbank competitors, such as insurance companies, small loan companies, finance
companies, mortgage companies, credit unions, brokerage houses, and other financial institutions. Many of Mountain Bank�s nonbank
competitors are not subject to the extensive federal and state regulations that govern Mountain Bank and, as a result, have a competitive
advantage over Mountain Bank in providing certain services.

Mt. Rainier National Bank believes its competitive position has been strengthened by the consolidation in the banking industry, which has
resulted in a focus by the larger banks on their larger accounts, with less direct contact between the officers and their customers. Mt. Rainier
National Bank�s strategy, by contrast, is to remain a middle-market lender that maintains close, long-term contact with its customers.

PRODUCTS AND SERVICES

In conjunction with the growth of its asset base, Mt. Rainier National Bank has introduced new products and services to position it to better
compete in its highly competitive market. The bank�s customers demand not only a wide range of financial products but also efficient and
convenient service. In response to these demands, the
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bank has developed a mix of products and services utilizing technology available to the banking industry, such as telephone banking, Internet
banking, bill-payment services and automated teller machines. Additionally, the bank offers a wide range of commercial and retail banking
products and services to its customers. Deposit accounts include certificates of deposit, individual retirement accounts and other time deposits,
checking and other demand deposit accounts, interest-bearing checking accounts, savings accounts and money market accounts. Loans include
residential real estate, commercial, real estate construction and development, installment and consumer loans. Other products and services
include credit-related insurance, ATMs, safe deposit boxes and nondeposit investment products.

MARKETING

Mt. Rainier National Bank uses, to the fullest extent possible, the flexibility accorded by its independent status to improve its market share. This
includes an emphasis on specialized services, local promotional activity, and personal contacts by the bank�s officers, directors and employees.
The bank also seeks to provide special services and programs for individuals in its primary service area who are employed in the business and
professional fields. In the event there are customers whose loan demands exceed the bank�s lending limits, the bank arranges for such loans on a
participation basis with other financial institutions.
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STATISTICAL INFORMATION ABOUT MOUNTAIN BANK

The following statistical information should be read in conjunction with the consolidated financial statements and accompanying notes included
elsewhere herein.

DISTRIBUTION OF AVERAGE ASSETS, LIABILITIES AND SHAREHOLDERS� EQUITY AND INTEREST YIELDS

The following table sets forth the average balance sheets of Mountain Bank for the past three years along with an analysis of interest income and
expenses for each major category of interest earning assets and interest bearing liabilities, the average rate paid in each category, and net yield
on earning assets. Average non-accrual loans were $39,000 in 2006, $24,000 in 2005 and $62,000 in 2004 and are included in average total
loans. Loan fees of $986,000 in 2006, $728,000 in 2005 and $894,000 in 2004 are included in interest income.

Year ended December 31,
2006 2005 2004

Average
Balance

Int. Earned/
Expense

Annualized
Yield/

Rate
Average
Balance

Int. Earned/
Expense

Annualized
Yield/

Rate
Average
Balance

Int. Earned/
Expense

Annualized
Yield/

Rate
(dollars in thousands)

Assets
Interest and dividend
earning assets:
Loans* $ 148,410 $ 12,260 8.3% $ 122,251 $ 9,309 7.6% $ 109,439 $ 8,139 7.4%
Taxable investments 40,808 1,583 3.9% 36,683 1,238 3.4% 36,323 1,130 3.1%
Non-taxable investments 3,260 111 3.4% 1,248 41 3.3% 235 8 3.4%
Federal funds sold 995 37 3.7% 1,841 91 4.9% �  �  0.0%
Deposits in banks 2,476 100 4.0% 9,613 199 2.1% 11,465 127 1.1%

Total interest earning assets 195,949 14,091 7.2% 171,636 10,878 6.3% 157,462 9,404 6.0%

Non-interest earning assets:
Cash and due from banks 5,222 3,428 1,842
Premises and equipment 7,288 6,797 5,712
Other assets 6,215 5,163 4,831
Reserve for possible loan
losses (1,706) (1,476) (1,234)

Total assets $ 212,968 $ 185,548 $ 168,613

Liabilities and shareholders�
equity
Interest bearing liabilities:
Interest bearing demand
deposits $ 53,554 808 1.5% $ 57,753 658 1.1% $ 53,980 568 1.1%
Savings 18,942 141 0.7% 18,235 136 0.7% 16,724 125 0.7%
Certificates of deposit 40,799 1,594 3.9% 33,285 929 2.8% 32,159 701 2.2%
Certificates of deposit over
$100,000 33,346 1,470 4.4% 22,492 735 3.3% 20,848 535 2.6%

Total interest bearing
deposits 146,641 4,013 2.7% 131,765 2,458 1.9% 123,711 1,929 1.6%
Federal funds purchased 9,226 507 5.5% 2 �  0.0% �  �  
Other borrowings 535 9 1.7% 416 7 1.7% 33 3 8.0%

Total interest bearing
liabilities 156,402 4,529 2.9% 132,183 2,465 1.9% 123,744 1,932 1.6%
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Non-interest bearing
liabilities:
Demand deposits 33,189 32,480 26,200
Other liabilities 2,330 1,538 1,173
Shareholders� equity 21,047 19,347 17,518

$ 212,968 $ 185,548 $ 168,635

Net interest income $ 9,562 $ 8,413 $ 7,472

Net interest margin 4.88% 4.90% 4.75%

* Non-accrual loan interest is not included.
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RATE/VOLUME ANALYSIS

The table below sets forth certain information regarding changes in interest income and interest expense of Mountain Bank for the years
indicated. For each category of interest-earning assets and interest-bearing liabilities, information is provided on changes attributable to:
(1) changes in volume (changes in volume multiplied by old rate) and (2) changes in rate (changes in rate multiplied by old average volume).
The change in interest income and interest expense attributable to changes in both volume and rate has been allocated proportionately to the
change due to volume and the change due to rate.

Year ended December 31,
2006

Increase (Decrease) Due to

2005

Increase (Decrease) Due to
Total Volume Yield Total Volume Yield

(in thousands) (in thousands)
Interest and dividend income:
Loan portfolio $ 2,951 $ 2,272 $ 679 $ 1,170 $ 981 $ 189
Taxable investments 345 76 269 108 11 97
Nontaxable investments 70 69 1 33 33 �  
Federal funds sold (54) (54) �  91 91 �  
Deposits in banks (99) (209) 110 72 (23) 95

All interest-earning assets $ 3,213 $ 2,154 $ 1,059 $ 1,474 $ 1,093 $ 381

Interest expense:
Interest-bearing demand 150 (51) 201 90 22 68
Savings 5 5 �  11 11 �  
Certificates of deposit under $100,000 665 2 663 228 24 204
Certificates of deposit over $100,000 735 668 67 200 38 162

Total deposit accounts $ 1,555 $ 624 $ 931 $ 529 $ 95 $ 434

Federal funds purchased 507 507 �  �  �  �  
Other borrowings 2 2 �  4 8 (4)

Total interest-bearing liabilities $ 2,064 $ 1,133 $ 931 $ 533 $ 103 $ 430

Change in net interest income $ 1,149 $ 1,021 $ 128 $ 941 $ 990 $ (49)
INVESTMENT PORTFOLIO

The investment policy of Mt. Rainier National Bank is an integral part of the overall asset/liability management of the bank. The bank�s
investment policy is to establish a portfolio that will provide liquidity necessary to facilitate making loans and to cover deposit fluctuations while
at the same time achieving a satisfactory investment return on the funds invested. The investment policy is reviewed annually by Mt. Rainier
National Bank�s board of directors. The bank stresses the following attributes for its investments: capital protection, liquidity, yield, risk
management and pledge ability. Under Statement of Financial Accounting Standards (SFAS) No. 115, Accounting for Certain Investments in
Debt and Equity Securities, the bank is required to classify its portfolio into three categories: Held to Maturity, Trading Securities, and Available
for Sale.

Held to Maturity securities include debt securities that the bank has positive intent and ability to hold to maturity; these securities are reported at
amortized cost. As of December 31, 2006, the bank held no securities as Held to Maturity.

Trading Securities include debt and equity securities that are purchased and held solely for the purpose of selling them in the short-term future
for trading profits. Trading Securities are reported at fair market value with unrealized gains and losses included in earnings. As of
December 31, 2006, the bank held no securities as Trading Securities.
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Available for Sale securities include those that may be sold to implement the bank�s asset/liability management strategies, including responses to
changes in interest rates, prepayment rates and similar factors. These securities are reported at fair market value with unrealized gains and losses
excluded from earnings and reported as a separate component of shareholders� equity. All of the bank�s investment securities at December 31,
2006, were classified as Available for Sale.

As a national bank and member of the Federal Reserve System, Mt. Rainier National Bank is required to have $310,000 invested in Federal
Reserve Bank Stock. As a requirement of being a member of the Federal Home Loan Bank of Seattle, Mt. Rainier National Bank is required to
keep $550,000 in stock. This portion of Mt. Rainier National Bank�s investment portfolio is not liquid.

The following table sets forth the composition of Mountain Bank�s investment portfolio as of December 31 for the years indicated.

2006 2005 2004
Amortized

Cost
Fair

Value
Amortized

Cost
Fair

Value
Amortized

Cost
Fair

Value
(in thousands)

U.S. Treasury securities $ 2,985 $ 2,968 $ 4,005 $ 3,976 $ 3,094 $ 3,087
U.S. government and agency securities 18,351 18,246 25,809 25,480 16,835 16,742
Mortgage-backed securities 11,454 11,095 14,533 14,237 15,106 15,029
Municipal bonds 3,285 3,272 2,647 2,635 295 297
Corporate bonds �  �  186 185 2,268 2,287
Equity securities 60 60 60 60 60 60

Total $ 36,135 $ 35,641 $ 47,240 $ 46,573 $ 37,658 $ 37,502
The investment portfolio at December 31, 2006, excluding equity securities was categorized by maturity as follows:

December 31, 2006
One Year or Less One to Five Years Five to Ten Years Over Ten Years

Carrying
Value

Annualized
Weighted
Average

Yield
Carrying

Value

Annualized
Weighted
Average

Yield
Carrying

Value

Annualized
Weighted
Average

Yield
Carrying

Value

Annualized
Weighted
Average

Yield
(dollars in thousands)

Investment securities:
U.S. Treasury securities $ 1,001 6.25% $ 1,967 3.56% $ �  �  $  �  �  
U.S. government and agency securities 14,771 3.38% 3,475 4.56% �  �  �  �  
Mortgage-backed securities 637 4.75% 10,458 4.58% �  �  �  �  
Municipal bonds* �  737 3.87% 2,535 3.96% �  �  

$ 16,409 3.61% $ 16,637 4.42% $ 2,535 3.96% $ �  �  

* Tax-equivalent yield
Mountain Bank�s mortgage-backed securities portfolio consists of securities issued under government-sponsored agency programs, including
those of Fannie Mae and Freddie Mac. These certificates are modified pass-through mortgage-backed securities that represent undivided
interests in underlying pools of fixed-rate, predominantly single-family and, to a lesser extent, multi-family residential mortgages issued by these
government-sponsored entities. Fannie Mae and Freddie Mac generally provide the certificate holder a guarantee of timely payments of interest,
whether or not collected.
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Mortgage-backed securities generally increase the quality of Mountain Bank�s assets by virtue of the insurance or guarantees that back them, are
more liquid than individual mortgage loans and may be used to collateralize borrowings or other obligations of Mountain Bank. At
December 31, 2006, there were no mortgage-backed securities pledged to secure obligations of Mountain Bank.

While mortgage-backed securities carry a reduced credit risk as compared to whole loans, such securities remain subject to the risk that a
fluctuating-interest-rate environment, along with other factors such as the geographic distribution of the underlying mortgage loans, may alter
the prepayment rate of such mortgage loans and so affect both the prepayment speed and value of such securities. The prepayment risk
associated with mortgage-backed securities is periodically monitored, and prepayment rate assumptions adjusted as appropriate to update
Mountain Bank�s mortgage-backed securities accounting and asset/liability reports. Classification of Mountain Bank�s mortgage-backed securities
portfolio as available for sale is designed to minimize that risk.

LENDING ACTIVITIES

The two main areas in which Mt. Rainier National Bank has directed its lendable funds are real estate and commercial loans. At December 31,
2006, these categories accounted for approximately 80% and 18%, respectively, of Mt. Rainier National Bank�s total loan portfolio. The bank�s
major source of income is interest and fees charged on loans. Accordingly, the bank has a significant concentration in real estate loans and is
subject to any potential downturn in the real estate market.

In general, Mt. Rainier National Bank is permitted by law to make loans to single borrowers in aggregate amounts of up to 15% of Mt. Rainier
National Bank�s unimpaired capital and unimpaired surplus. The bank, on occasion, sells participations in loans when necessary to stay within
lending limits or to otherwise limit the bank�s exposure. The bank�s goal is to reduce the risk of undue concentrations of loans to multiple
borrowers engaged in similar activities that would cause them to be similarly impacted by economic or other conditions. At December 31, 2006,
no such concentration exceeded 15% of the bank�s loan portfolio. The bank has no loans to customers in foreign countries. Its general policy is to
lend within Washington State, but the bank does have some loans to out-of-state borrowers.

In the normal course of business there are various commitments outstanding and commitments to extend credit that are not reflected in the
financial statements. These commitments generally require the customers to maintain certain credit standards and have fixed expiration dates or
other termination clauses. Mt. Rainier National Bank uses the same credit policies in making commitments as it does for loans. Mountain Bank
does not expect that all such commitments will be fully utilized.

Lending activities are conducted pursuant to a written Loan Policy, which has been adopted by the board of directors of Mt. Rainier National
Bank. Each loan officer has a defined lending authority. Regardless of lending authority, aggregate loans over $1,000,000 are approved by
Mt. Rainier National Bank�s Loan Committee, made up of the President and Credit Administrator of Mt. Rainier National Bank and three
directors, and aggregate loans over $500,000 are reviewed by that committee.

Mt. Rainier National Bank�s secondary mortgage activity consists of originating residential loans wherein the closing of each loan is preceded by
its negotiated sale. Primarily, these loans are funded by the bank and promptly sold. The bank also makes residential construction loans wherein
a �take-out� is negotiated on the secondary market. Bank guidelines for loan-to-value ratios are closely adhered to.
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The following table sets forth the composition of Mountain Bank�s gross loan portfolio, including loans held for sale, by loan type, as of
December 31 for the years indicated.

2006 2005 2004 2003 2002
Amounts Percent Amounts Percent Amounts Percent Amounts Percent Amounts Percent

(dollars in thousands)
Commercial and
agricultural $ 29,591 17.70% $ 24,025 19.32% $ 26,918 22.26% $ 21,526 21.80% $ 20,510 24.93%
Real estate:
Residential 1-4 family 17,305 10.35% 12,024 9.67% 9,833 8.13% 12,243 12.40% 13,516 16.43%
Commercial 91,991 55.04% 71,264 57.31% 67,077 55.47% 48,266 48.88% 36,875 44.83%
Construction and land
development 23,999 14.36% 12,671 10.18% 11,696 9.67% 10,833 10.97% 5,602 6.81%
Consumer 4,262 2.55% 4,375 3.52% 5,408 4.47% 5,876 5.95% 5,758 7.00%
Total gross loans $ 167,148 100.00% $ 124,359 100.00% $ 120,932 100.00% $ 98,744 100.00% $ 82,261 100.00%
Net deferred loan fees $ (361) $ (134) $ �  $ �  $ �  

Total net loans $ 166,787 $ 124,225 $ 120,932 $ 98,744 $ 82,261
The following table summarizes the scheduled contractual gross loan maturities for Mountain Bank�s total loan portfolio due for the periods
indicated as of December 31, 2006. Adjustable-rate loans are shown in the period in which loan principal payments are contractually due.

Total
Less than one year One to five years Over five years
Fixed Variable Fixed Variable Fixed Variable

(in thousands)
Commercial and agricultural $ 29,591 $ 1,937 $ 10,591 $ 15,076 $ 203 $ 1,784 $ �  
Real estate:
Residential 1-4 family 17,305 430 2,976 4,958 1,151 7,790 �  
Commercial 91,991 3,829 16,057 15,747 51,412 4,897 49
Construction and land development 23,999 4,455 19,504 40 �  �  �  
Consumer 4,262 640 43 2,880 48 604 47

Total loans $ 167,148 $ 11,291 $ 49,171 $ 38,701 $ 52,814 $ 15,075 $ 96
One- to Four-Family Residential Mortgage Lending. One- to four-family residential mortgage loan originations are generated by Mountain
Bank�s marketing efforts, its present customers, walk-in customers and referrals from real estate agents and builders. At December 31, 2006,
Mountain Bank�s one- to four-family residential mortgage loan portfolio totaled $17 million, or 10.16% of Mountain Bank�s total gross loan
portfolio.

Mountain Bank originates one- to four-family residential mortgage loans with terms up to a maximum of five years, with the exception of the
home equity program, which has a maximum maturity of 15 years, and with loan-to-value ratios up to 80% of the appraised value of the secured
property. Residential loans generally do not include prepayment penalties.

In underwriting one to four-family residential real estate loans, Mountain Bank evaluates both the borrower�s ability to make monthly payments
and the value of the property securing the loan. Independent fee appraisers approved by the board of directors appraise most properties securing
real estate loans made by Mountain Bank. Mountain Bank generally requires borrowers to obtain title insurance, and fire and property insurance
(including flood insurance, if necessary) in an amount not less than the amount of the loan.

Commercial and Multi-Family Real Estate Lending. Mountain Bank engages in commercial and multifamily real estate lending in its primary
market area and surrounding areas. At December 31, 2006, Mountain Bank�s

62

Edgar Filing: COLUMBIA BANKING SYSTEM INC - Form 424B3

Table of Contents 85



Table of Contents

commercial and multifamily real estate loan portfolio totaled $92 million, or 55.1% of Mountain Bank�s total gross loan portfolio. The loans are
generally secured by properties located in Mountain Bank�s primary market area and surrounding areas.

Primarily apartment buildings, warehouse buildings, assisted-living/retirement facilities, and office buildings secure Mountain Bank�s
commercial and multi-family real estate loan portfolio. Commercial and multi-family real estate loans generally have terms that do not exceed
25 years, with 10-year call dates and 5-year rate adjustments; have loan-to-value ratios of up to 80% of the appraised value of the secured
property; and are typically secured by personal guarantees of the borrowers. Mountain Bank has a variety of rate adjustment features and other
terms in its commercial and multi-family real estate loan portfolio. Commercial and multifamily real estate loans provide for a margin over a
number of different indices. In underwriting these loans, Mountain Bank currently analyzes the financial condition of the borrower, the
borrower�s credit history, and the reliability and predictability of the cash flow generated by the property securing the loan. Independent
appraisers perform appraisals on properties securing commercial real estate loans originated by Mountain Bank.

Multi-family and commercial real estate loans generally present a higher level of risk than loans secured by one- to four-family residences. This
greater risk is due to several factors, including the concentration of principal in a limited number of loans and borrowers, the effect of general
economic conditions on income-producing properties and the increased difficulty of evaluating and monitoring these types of loans.
Furthermore, the repayment of loans secured by multi-family and commercial real estate is typically dependent on the successful operation of
the related real estate project. If the cash flow from the project is reduced (for example, if leases are not obtained or renewed, or a bankruptcy
court modifies a lease term, or a major tenant is unable to fulfill its lease obligations), the borrower�s ability to repay the loan may be impaired.

Construction, Land, and Land Development Lending. Mountain Bank makes construction, land and land development loans to individuals for
the construction of their residences as well as to builders for the construction of one- to four-family residences and commercial and multi-family
real estate. At December 31, 2006, Mountain Bank�s construction, land and land development loan portfolio totaled $24 million, or 14.4% of
Mountain Bank�s total gross loan portfolio. Of the $24 million, approximately $3.7 million consists of land loans that may or may not be in
development stages.

Construction loans to individuals for one- to four-family residences are structured to be converted to permanent loans at the end of the
construction phase, which typically runs up to 12 months. These construction loans have rates and terms that generally match the one- to
four-family loan rates then offered by Mountain Bank, except that during the construction phase the borrower pays interest only. Generally, the
maximum loan-to-value ratio of owner-occupied single-family construction loans is 80% of the appraised value. Residential construction loans
are generally underwritten pursuant to the same guidelines used for originating permanent residential loans.

Generally, construction loans to builders of one- to four-family residences require the payment of interest only for up to 12 months and have
terms of up to 12 months. These loans may provide for the payment of interest and loan fees from loan proceeds and carry adjustable rates of
interest. Loan fees charged in connection with the origination of such loans are generally 1%.

Construction loans on commercial and multifamily real estate projects may be secured by apartments, agricultural facilities, small office
buildings, medical facilities, assisted-living facilities, or other property, and are generally structured to be converted to permanent loans at the
end of the construction phase, which generally runs up to 18 months. During the construction phase the borrower pays interest only. These loans
generally provide for the payment of interest and loan fees from loan proceeds. All of these loans were performing in accordance with their
terms at December 31, 2006.

Construction loans are obtained principally through continued business from builders who have previously borrowed from Mountain Bank and
from existing customers who are building new facilities. The application
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process includes a submission to Mountain Bank of accurate plans, specifications, costs of the project to be constructed and projected revenues
from the project. These items are also used as a basis to determine the appraised value of the subject property. Loans are based on the lesser of
the appraised value of the property or the cost of construction (land plus building).

Construction loans to borrowers other than owner-occupants involve many of the same risks discussed above regarding multifamily and
commercial real estate loans and tend to be more sensitive to general economic conditions than many other types of loans. Also, the funding of
loan fees and interest during the construction phase makes the monitoring of the progress of the project particularly important because customary
early warning signals of project difficulties may not be present.

Commercial and Agricultural Lending. Mountain Bank also originates commercial business loans and agricultural loans. Most of Mountain
Bank�s commercial business loans have been extended to finance local and regional businesses and include short-term loans to finance machinery
and equipment purchases, inventory and accounts receivable. Commercial loans also involve the extension of revolving credit for a combination
of equipment acquisitions and working capital in expanding companies. Mountain Bank also originates loans to finance the purchase of
farmland, livestock, farm machinery and equipment, other farm-related products and farm production loans. At December 31, 2006,
$29.6 million, or 17.8% of Mountain Bank�s total gross loan portfolio, was composed of commercial business and agricultural loans.

The maximum term for loans extended on machinery and equipment is based on the projected useful life of such machinery and equipment.
Generally, the maximum term on non-mortgage lines of credit is one year. The loan-to-value ratio on such loans and lines of credit generally
may not exceed 80% of the value of the collateral securing the loan. Mountain Bank�s commercial business lending policy includes credit-file
documentation and analysis of the borrower�s character, capacity to repay the loan, the adequacy of the borrower�s capital and collateral as well as
an evaluation of conditions affecting the borrower. Analysis of the borrower�s past, present and future cash flows is also an important aspect of
Mountain Bank�s current credit analysis. Nonetheless, such loans are believed to carry higher credit risk than more traditional investments.

Unlike residential mortgage loans, which are generally made on the basis of the borrower�s ability to make repayment from his or her
employment and other income and which are secured by real property whose value tends to be more easily ascertainable, commercial business
loans are typically made on the basis of the borrower�s ability to make repayment from the cash flow of the borrower�s business. As a result, the
availability of funds for the repayment of commercial business loans may be substantially dependent on the success of the business itself (which,
in turn, is likely to be dependent on the general economic environment). Business assets and personal guarantees usually, but not always, secure
Mountain Bank�s commercial business loans. But the collateral securing the loans may depreciate over time, may be difficult to appraise and may
fluctuate in value based on the success of the business. At December 31, 2006, none of Mountain Bank�s commercial business loan portfolio was
non-performing.

Consumer Lending. Mountain Bank offers a variety of secured consumer loans, including home equity, home improvement, automobile, and
boat loans and loans secured by savings deposits. In addition, Mountain Bank offers other secured and unsecured consumer loans. Mountain
Bank currently originates substantially all of its consumer loans in its primary market area and surrounding areas. At December 31, 2006,
Mountain Bank�s consumer loan portfolio totaled $4.3 million, or 2.6% of its total gross loan portfolio.

The largest component of Mountain Bank�s consumer loan portfolio consists of home equity loans and lines of credit. Mountain Bank offers
fixed-rate equity loans and adjustable-rate home equity lines of credit. Substantially all of Mountain Bank�s home equity loans and lines of credit
are secured by second mortgages on principal residences. Mountain Bank will lend amounts that together with all prior liens, may be up to 80%
of the appraised value of the property securing the loan. Home equity loans and lines of credit generally have maximum terms of 15 years.
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Mountain Bank primarily originates automobile loans on a direct basis. Direct loans are loans made when Mountain Bank extends credit directly
to the borrower, as opposed to indirect loans, which are made when Mountain Bank purchases loan contracts, often at a discount, from
automobile dealers that have extended credit to their customers. Mountain Bank�s automobile loans are typically originated at fixed interest rates
with terms up to 60 months for new and used vehicles. Loans secured by automobiles are generally originated for up to 80% of the N.A.D.A.
book value of the automobile securing the loan.

Consumer loan terms vary according to the type and value of collateral, length of contract and creditworthiness of the borrower. The
underwriting standards employed by Mountain Bank for consumer loans include an application, a determination of the applicant�s payment
history on other debts and an assessment of ability to meet existing obligations and payments on the proposed loan. Although creditworthiness of
the applicant is a primary consideration, the underwriting process also includes a comparison of the value of the security, if any, in relation to the
proposed loan amount.

Consumer loans may entail greater credit risk than do residential mortgage loans, particularly in the case of consumer loans, which are
unsecured or are secured by rapidly depreciable assets, such as automobiles or recreational equipment. In such cases, any repossessed collateral
for a defaulted consumer loan may not provide an adequate source of repayment of the outstanding loan balance as a result of the greater
likelihood of damage, loss or depreciation. In addition, consumer loan collections are dependent on the borrower�s continuing financial stability,
and thus are more likely to be affected by adverse personal circumstances. Furthermore, the application of various federal and state laws,
including bankruptcy and insolvency laws, may limit the amount that can be recovered on such loans.

RISK ELEMENTS�NON-ACCRUAL, PAST DUE AND RESTRUCTURED LOANS

The following table sets forth information regarding non-performing loans of Mt. Rainier National Bank on the dates indicated. Accrual of
interest is discontinued when there is reasonable doubt as to the full, timely collection of interest or principal. When a loan becomes
contractually past due 90 days with respect to interest or principal, it is reviewed and a determination is made as to whether it should be placed
on non-accrual status. When a loan is placed on non-accrual status, all interest previously accrued but not collected is reversed against
current-period interest income. Income on such loans is then recognized only to the extent that cash is received and the future collection of
principal is probable. Interest accruals are resumed on such loans only when they are brought fully current with respect to principal and interest
and when, in the judgment of management, the loans are estimated to be fully collectible as to principal and interest. At December 31, 2006,
Mt. Rainier National Bank had no loans on non-accrual status.

At December 31, 2006, Mountain Bank had $1,892,000 of loans that were internally classified as substandard for one or more reasons. None of
these loans were past due 30 days or more at December 31, 2006. If these loans were deemed non-performing, Mountain Bank�s ratio of
non-performing assets and restructured loans as a percent of total assets would have been .82% at December 31, 2006.

2006 2005 2004 2003 2002
(dollars in thousands)

Restructured loans $ �  $ �  $ �  $ �  $ �  
Nonaccrual loans:
Commercial $ �  $ �  $ �  $ 88 $ 88
Consumer $ �  $ 20 $ �  $ 16 $ �  
Total nonaccrual loans $ �  $ 20 $ �  $ 104 $ 88
Total foreclosed real estate loans $ �  $ �  $ �  $ 140 $ 151
Accruing loans 90 days or more past due $ �  $ �  $ 8 $ �  $ �  
Total nonperforming assets and restructured loans $ �  $ 20 $ 8 $ 244 $ 239
Total nonperforming assets and restructured loans as a percent of total assets 0.00% 0.01% 0.00% 0.16% 0.17%
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The following table sets forth Mountain Bank�s loan delinquencies by type, before the allowance for credit losses, by amount and by percentage
of type at December 31, 2006.

Loans Delinquent For:

30-59 days 60-89 days
90 days and

over
Amount Percent Amount Percent Amount Percent

(dollars in thousands)
Commercial and agriculture $  �  $  �  $  �  
Real estate:
Residential 1-4 family $  �  $ �  $ �  
Commercial $  �  $ �  $ �  
Construction and land development $ 402 1.68% $ �  $ �  
Consumer $  �  $ �  $ �  
Total $ 402 0.24% $ �  0.00% $ �  0.00%
Interest income on loans is recognized based on principal amounts outstanding, at applicable interest rates. Accrual of interest on impaired loans
is discontinued when reasonable doubt exists as to the full and timely collection of interest or principal or when payment of principal or interest
is contractually past due 90 days, unless the loan is well secured and in the process of collection. When a loan is placed on non-accrual status, all
interest previously accrued, but not collected, is reversed against current-period interest income. Income on such loans is then recognized only to
the extent that cash is received and when the future collection of principal is probable. Interest accruals are resumed on such loans only when
they are brought current with respect to principal and interest and when, in the opinion of management, the loans are estimated to be fully
collectible as to both principal and interest.

CREDIT RISK MANAGEMENT AND ALLOWANCE FOR CREDIT LOSSES

Credit risk and exposure to loss are inherent parts of the banking business. Management seeks to manage and minimize these risks through its
loan and investment policies and loan review procedures. Management establishes and continually reviews lending and investment criteria and
approval procedures that it believes reflect the risk-sensitive nature of Mt. Rainier National Bank�s operations. The loan review procedures are
designed to monitor adherence to established criteria and to ensure that on a continuing basis such standards are enforced and maintained.

Management�s objective in establishing lending and investment standards is to manage the risk of loss and provide for income generation through
pricing policies. To effectuate this policy, has established specific terms and maturity schedules for each loan type, such as commercial, real
estate, and consumer.

Applicable regulations require that each insured institution review and classify its assets on a regular basis. In addition, in connection with
examinations of insured institutions, regulatory examiners have authority to identify problem assets and, if appropriate, require them to be
classified. There are three classifications for problem assets: substandard, doubtful and loss. Substandard assets have one or more defined
weaknesses and are characterized by the distinct possibility that the insured institution will sustain some loss if the deficiencies are not corrected.
Doubtful assets have the weaknesses of substandard assets with the additional characteristic that the weaknesses make collection or liquidation
in full on the basis of currently existing facts, conditions and values questionable, and there is a high possibility of loss. An asset classified as
loss is considered uncollectible and of such little value that continuance as an asset of the institution is not warranted. When an insured
institution classifies problem assets as either substandard or doubtful, it is required to establish general allowances for loan losses in an amount
deemed prudent by management of Mountain Bank. These allowances represent loss allowances that have been established to recognize the
inherent risk associated with lending activities and the risks associated with particular problem assets. When Mountain Bank classifies problem
assets
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as loss, it charges off the balance of the assets against the allowance for credit losses. Assets that do not currently expose the bank to sufficient
risk to warrant classification in one of the aforementioned categories but possess weaknesses are required to be designated as special mention.
Mountain Bank�s determination as to the classification of its assets is subject to review by the Office of the Comptroller of the Currency (the
�OCC�) during periodic examinations.

The loan portfolio is regularly reviewed, and Mountain Bank�s management determines the amount of loans to be charged off. In addition, such
factors as Mt. Rainier National Bank�s previous loan loss experience, prevailing economic conditions, industry concentrations and the overall
quality of the loan portfolio are considered. While management uses available information to recognize losses on loans and foreclosed real
estate, future additions to the allowance may be necessary based on changes in economic conditions. In addition, the OCC, as part of its
examination process, periodically reviews the allowances for credit losses and foreclosed real estate. The OCC may require Mt. Rainier National
Bank to recognize additions to the allowance based on its judgments about information available at the time of examination. In addition, any
loan or portion of a loan that is classified as a �loss� by regulatory examiners is charged off.

The allowance for credit losses is maintained at a level that management considers adequate to provide for probable losses based on evaluating
known and inherent risks in the loan portfolio. The allowance is reduced by loans charged off and increased by provisions charged to earnings
and recoveries on loans previously charged off. The allowance is based on management�s periodic evaluation of factors underlying the quality of
the loan portfolio, including changes in the size and composition of the loan portfolio, actual loan loss experience, current economic conditions,
and detailed analysis of individual loans for which full collectibility may not be assured. This evaluation is inherently subjective because it
requires estimates that are susceptible to significant revision as more information becomes available.

When information confirms that specific loans or portions of loans are uncollectible, these amounts are charged off against the allowance for
credit losses. The existence of some or all of the following criteria will generally confirm that a loss has been incurred: the loan is significantly
delinquent and the borrower has not evidenced the ability or intent to bring the loan current; Mt. Rainier National Bank has no recourse to the
borrower or, if it does, the borrower has insufficient assets to pay the debt; the estimated fair value of the collateral is significantly below the
current loan balance, and there is little or no near-term prospect for improvement.

Real estate properties acquired through foreclosure are recorded at the lower of cost or fair value. If fair value at the date of foreclosure is lower
than the balance of the related loan, the difference will be charged off to the allowance for credit losses at the time of transfer. Management
periodically updates valuations, and if the value declines, a specific provision for losses on such property is established by a charge to
operations. Mt. Rainier National Bank had no foreclosed real estate at December 31, 2006.
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The allowance for credit losses is estimated by management based on historical loss experience and known changes within the loan portfolio at
the measurement date. The provision that is charged to income is the amount needed to maintain an adequate allowance for credit losses. The
allowance for credit losses at December 31, 2006, was $1,846,000 or 1.11% of loans outstanding. The allowance for credit losses at year-end
2005 was $1,569,000 or 1.28% of loans outstanding. The following table presents data related to Mt. Rainier National Bank�s allowance for
credit losses as of December 31 for the years indicated.

2006 2005 2004 2003 2002
(dollars in thousands)

Allowance for loan losses (beginning of period) $ 1,569 $ 1,376 $ 1,101 $ 852 $ 753
Loans charged off:
Commercial and agricultural �  �  9 101 10
Real estate construction �  �  �  �  �  
Real estate mortgage �  �  �  �  221
Consumer �  6 10 41 47

Total �  6 19 142 278

Recoveries of loans previously charged off:
Commercial and agricultural 0 0 16 3 10
Real estate construction 0 0 0 0 0
Real estate mortgage 0 0 0 0 0
Consumer 1 0 2 3 7

Total 1 0 18 6 17

Net loans charged off (1) 6 1 136 261
Provision for possible loan losses 276 199 276 385 360

Allowance for possible loan losses (end of period) $ 1,846 $ 1,569 $ 1,376 $ 1,101 $ 852

Loans outstanding:
Average $ 148,410 $ 122,251 $ 109,439 $ 91,351 $ 74,940
End of period 166,431 122,435 120,403 98,744 82,261
Ratio of allowance for loan loss to total loans outstanding
Average 1.24% 1.28% 1.26% 1.21% 1.14%
End of period 1.11% 1.28% 1.14% 1.12% 1.04%
Ratio of net charge-offs to average loans outstanding 0.00% 0.00% 0.00% 0.15% 0.35%

ALLOCATION OF LOAN LOSS BY LOAN CLASSIFICATION

12/31/2006 12/31/2005 12/31/2004 12/31/2003 12/31/2002

Amount

Percent

of loans

in each
category

to
total loans Amount

Percent

of loans

in each
category

to
total loans Amount

Percent

of loans

in each
category

to
total loans Amount

Percent

of loans

in each
category

to
total loans Amount

Percent

of loans

in each
category

to
total loans

(dollars in thousands)
Commercial and agricultural $ 352 17.70% $ 367 19.32% $ 370 22.26% $ 294 21.80% $ 246 24.93%
Real estate construction 202 14.36% 94 10.18% 80 9.67% 74 10.97% 30 6.81%
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Real estate mortgage 1,178 65.39% 1,003 66.98% 816 63.60% 622 61.28% 459 61.26%
Consumer 114 2.55% 105 3.52% 110 4.47% 111 5.95% 117 7.00%
Unallocated �  0.00% �  0.00% �  0.00% �  0.00% 0 0.00%
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