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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements

FOOT LOCKER, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(in millions, except shares)

August 3, July 28, February
2,

2013 2012 2013
(Unaudited) (Unaudited) *

ASSETS

Current assets
Cash and cash equivalents $ 789 $ 770 $ 880
Short-term investments 47 50 48
Merchandise inventories 1,306 1,231 1,167
Other current assets 243 199 268

2,385 2,250 2,363
Property and equipment, net 552 447 490
Deferred taxes 265 284 257
Goodwill 194 143 145
Other intangibles and other assets 115 110 112

$ 3,511 $ 3,234 $ 3,367
LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities
Accounts payable $ 418 $ 391 $ 298
Accrued expenses and other current liabilities 309 278 338
Current portion of capital lease obligations 3 — —

730 669 636
Long-term debt and obligations under capital leases 138 133 133
Other liabilities 217 253 221

1,085 1,055 990
Shareholders’ equity
Common stock and paid-in capital: 168,480,940, 165,819,340 and 166,909,151
shares, respectively 895 819 856
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Retained earnings 2,220 1,920 2,076
Accumulated other comprehensive loss (192 ) (241 ) (171 )
Less: Treasury stock at cost: 20,005,809, 14,959,322 and 16,839,222 shares,
respectively (497 ) (319 ) (384 )

Total shareholders’ equity 2,426 2,179 2,377
$ 3,511 $ 3,234 $ 3,367

See Accompanying Notes to Condensed Consolidated Financial Statements. 
* The balance sheet at February 2, 2013 has been derived from the previously reported audited financial statements at
that date, but does not include all of the information and footnotes required by U.S. generally accepted accounting
principles for complete financial statements. For further information, refer to the consolidated financial statements and
footnotes thereto included in the Company’s Annual Report on Form 10-K for the year ended February 2, 2013.

3
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FOOT LOCKER, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

(in millions, except per share amounts)

Thirteen weeks
ended

Twenty-six
weeks ended

August
3,

July
28,

August
3,

July
28,

2013 2012 2013 2012
Sales $1,454 $1,367 $3,092 $2,945

Cost of sales 1,001 939 2,078 1,980
Selling, general and administrative expenses 314 306 629 612
Depreciation and amortization 31 29 62 58
Other charges 2 — 2 —
Interest expense, net 1 1 2 2
Other income (1 ) (1 ) (3 ) (1 )

1,348 1,274 2,770 2,651

Income before income taxes 106 93 322 294
Income tax expense 40 34 118 107
Net income $66 $59 $204 $187

Basic earnings per share $0.44 $0.39 $1.36 $1.23
Weighted-average common shares outstanding 149.5 151.4 149.9 151.6

Diluted earnings per share $0.44 $0.39 $1.34 $1.21
Weighted-average common shares assuming dilution 151.4 153.9 152.1 154.1

See Accompanying Notes to Condensed Consolidated Financial Statements.
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FOOT LOCKER, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)

(in millions)

Thirteen
weeks
ended

Twenty-six
weeks
ended

August
3,

July
28,

August
3,

July
28,

2013 2012 2013 2012
Net income $66 $59 $204 $187

Other comprehensive income (loss), net of income tax

Foreign currency translation adjustment:
Translation adjustment arising during the period, net of income tax (6 ) (49 ) (27 ) (42 )

Cash flow hedges:
Change in fair value of derivatives, net of income tax 1 (1 ) — (1 )

Available for sale securities:
Unrealized gain/(loss) (1 ) 1 — 1

Pension and postretirement adjustments:
Amortization of net actuarial gain/loss included in net periodic benefit costs, net of
income tax expense of $2, $1, $3, and $2 million, respectively 2 2 4 4

Comprehensive income $62 $12 $181 $149

See Accompanying Notes to Condensed Consolidated Financial Statements.
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FOOT LOCKER, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

(in millions) 

Twenty-six weeks ended
August 3, July 28
2013 2012

From Operating
Activities:
Net income $ 204 $ 187
Adjustments to
reconcile net income
to net cash provided
by operating
activities:
Depreciation and
amortization 62 58

Share-based
compensation
expense

13 10

Qualified pension
plan contributions (2 ) —

Excess tax benefits on
share-based
compensation

(7 ) (6 )

Change in assets and
liabilities:
Merchandise
inventories (109 ) (177 )

Accounts payable 100 155
Other accruals (28 ) (30 )
Other, net 7 (36 )
Net cash provided by
operating activities 240 161

From Investing
Activities:
Lease termination
gains 2 —

23 7
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Sales and maturities
of short-term
investments
Purchases of
short-term
investments

(23 ) (57 )

Capital expenditures (107 ) (87 )
Purchase of business,
net of cash acquired (84 ) —

Net cash used in
investing activities (189 ) (137 )

From Financing
Activities:
Purchase of treasury
shares (100 ) (65 )

Dividends paid (60 ) (55 )
Issuance of common
stock 15 20

Treasury stock issued
under employee stock
purchase plan

3 5

Excess tax benefits on
share-based
compensation

7 7

Reduction in
long-term debt — (2 )

Net cash used in
financing activities (135 ) (90 )

Effect of exchange
rate fluctuations on
Cash and Cash
Equivalents

(7 ) (15 )

Net change in Cash
and Cash Equivalents (91 ) (81 )

Cash and Cash
Equivalents at
beginning of year

880 851

Cash and Cash
Equivalents at end of
interim period

$ 789 $ 770

Cash paid during the
period:
Interest $ 5 $ 5
Income taxes $ 99 $ 137

See Accompanying Notes to Condensed Consolidated Financial Statements.

Edgar Filing: FOOT LOCKER INC - Form 10-Q

9



6

Edgar Filing: FOOT LOCKER INC - Form 10-Q

10



FOOT LOCKER, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying condensed consolidated financial statements contained in this report are unaudited. In the opinion
of management, the condensed consolidated financial statements include all adjustments, which are of a normal
recurring nature, necessary for a fair presentation of the results for the interim periods of the fiscal year ending
February 1, 2014 and of the fiscal year ended February 2, 2013. Certain items included in these statements are based
on management’s estimates. Actual results may differ from those estimates. The results of operations for any interim
period are not necessarily indicative of the results expected for the year. The accompanying unaudited condensed
consolidated financial statements should be read in conjunction with the Notes to Consolidated Financial Statements
contained in the Company’s Form 10-K for the year ended February 2, 2013, as filed with the Securities and Exchange
Commission (the “SEC”) on April 1, 2013.

Recent Accounting Pronouncements

During the first quarter of 2013, the Company adopted Accounting Standards Update 2013-02, Comprehensive
Income (Topic 220): Reporting of Amounts Reclassified out of Accumulated Other Comprehensive Income (“ASU
2013-02”). ASU 2013-02 amended existing guidance by requiring additional disclosure either on the face of the income
statement or in the notes to the financial statements of significant amounts reclassified out of accumulated other
comprehensive income. The provisions of this new guidance were effective prospectively as of the beginning of 2013.
Accordingly, enhanced footnote disclosure is included in Note 5. The adoption of ASU 2013-02 had no effect on our
results of operations or financial position.

We performed our annual goodwill impairment assessment during the first quarter of 2013, using a qualitative
approach as permitted under Accounting Standards Update No. 2011-08, Testing Goodwill for Impairment. In
performing the assessment, we identified and considered the significance of relevant key factors, events, and
circumstances that affected the fair value and/or carrying amounts of our reporting units. These factors included
external factors such as macroeconomic, industry and market conditions, as well as entity-specific factors, such as our
actual and planned financial performance. Based on the results of the impairment assessment performed, we
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concluded that it is more likely than not that the fair values of our reporting units substantially exceeded their
respective carrying values and there are no reporting units at risk of impairment.

Other recently issued accounting pronouncements did not, or are not believed by management to, have a material
effect on the Company’s present or future consolidated financial statements.

2. Acquisition

Effective beginning on July 7, 2013, the Company completed its acquisition of 100 percent of the shares of Runners
Point Warenhandelsgesellschaft mbH, (“Runners Point Group”) a specialty athletic store and online retailer based in
Recklinghausen, Germany. The aggregate purchase price paid for the acquisition was $87 million in cash, subject to
adjustment for finalization of the value of the net assets acquired. Runners Point Group operates 194 stores in
Germany, Austria, and the Netherlands. Additionally, there are 24 Runners Point Group franchise stores operating in
Germany and Switzerland. The acquisition is intended to enhance the Company’s position in Germany and also
provide additional banners to further diversify and expand the Company’s European business. Also, the addition of the
strong digital capabilities of Tredex, the e-commerce subsidiary of Runners Point Group, allows for the potential of
accelerated e-commerce growth in Europe.

The results of Runners Point Group are included in our consolidated financial statements since the acquisition date.

7
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FOOT LOCKER, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

2. Acquisition – (continued)

The following table summarizes the preliminary allocation of the purchase price to the fair value of assets acquired,
based on the exchange rate in effect at the date of our acquisition of Runners Point Group. The allocation of the
purchase price shown in the table below is preliminary and subject to change based on the finalization of our detailed
valuations, including the valuations of trademarks, tradenames, customer lists, and other intangibles.

(in millions)
Cash and cash equivalents $ 3
Inventory 40
Other current assets 10
Property and equipment 20
Other long-term assets 9
Accounts payable and other accruals (34 )
Obligations under capital leases (9 )
Other long-term liabilities (1 )
Goodwill (1) 49
Total purchase price $ 87

(1)As of August 3, 2013, the U.S. dollar value of goodwill increased to $50 million.

The Company is assessing the tax deductibility of the goodwill related to the acquisition.

3. Segment Information

The Company has determined that its reportable segments are those that are based on its method of internal reporting.
As of August 3, 2013, the Company has two reportable segments, Athletic Stores and Direct-to-Customers. Sales and
division results for the Company’s reportable segments for the thirteen weeks and twenty-six weeks ended August 3,
2013 and July 28, 2012 are presented below. Division profit reflects income before income taxes, corporate expense,
net interest expense, and net non-operating income.
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As discussed in Note 2, Acquisition, the Company acquired Runners Point Group during the second quarter of 2013.
Sales and division results for the Runners Point Group stores, including Runners Point, Sidestep and Run2, are
included in the Athletic Stores segment since the date of acquisition. Sales and division results for Tredex, a
direct-to-customer subsidiary of Runners Point Group, are included in the Direct-to-Customers segment since the date
of acquisition.

Thirteen weeks ended Twenty-six weeks ended
Sales August 3, July 28, August 3, July 28,
(in millions) 2013 2012 2013 2012
Athletic Stores $ 1,313 $ 1,248 $ 2,784 $ 2,685
Direct-to-Customers 141 119 308 260
Total sales $ 1,454 $ 1,367 $ 3,092 $ 2,945

8
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FOOT LOCKER, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

3. Segment Information - (continued)

20

        However, a Grantee may elect, under Section 83(b) of the Code, within 30 days of the grant of the Restricted Stock, to recognize taxable
ordinary income on the date of grant equal to the excess of the Fair Market Value of the Restricted Stock (determined without regard to the
restrictions) over the price (if any) paid for the Restricted Stock. By reason of such an election, the Grantee's holding period will commence on
the date of grant and the Grantee's tax basis will be equal to the Fair Market Value of the Common Stock on that date (determined without
regard to restrictions). Likewise, Sterling generally will be entitled to a deduction at that time in the amount that is taxable as ordinary income to
the Grantee. If the shares of Common Stock are forfeited after making such an election, the forfeiture shall be treated as a sale or exchange upon
which there is a capital loss equal to the excess of purchase price of the forfeited shares of Common Stock over any amount realized on such
forfeiture.

        No Incentive Awards have been granted or allocated under the 2003 Incentive Plan. Approval of the 2003 Incentive Plan requires the
affirmative vote of the holders of a majority of shares of Common Stock present and voting at the Annual Meeting.

The Board of Directors unanimously recommends that Shareholders vote "FOR" the Proposal
to approve Sterling's 2003 Incentive Plan.

PROPOSAL 4:    RATIFICATION OF APPOINTMENT
OF INDEPENDENT AUDITORS

        The Board of Directors has appointed BDO Seidman, LLP ("BDO") to serve as independent auditors for Sterling and its subsidiaries for the
year ending December 31, 2003, and any interim periods, subject to ratification by the Shareholders at the Annual Meeting. BDO has advised
Sterling that it will have in attendance at the Annual Meeting one or more representatives who will be available to respond to appropriate
questions presented at the Annual Meeting. Such representatives will have an opportunity to make a statement at the Annual Meeting if they
desire to do so. If the required number of votes does not ratify the appointment of BDO, the Board will review its future selection of independent
auditors.

The Board of Directors unanimously recommends that Shareholders vote "FOR"
the Proposal to ratify the appointment of BDO as the

independent auditors for Sterling for 2003.

21
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INTEREST OF DIRECTORS, OFFICERS AND OTHERS
IN CERTAIN TRANSACTIONS

        Certain of the Directors and Executive Officers of Sterling and its subsidiaries were customers of and had transactions with Sterling
Savings during 2002. In addition, certain Directors and Executive Officers are officers, directors or shareholders of corporations or members of
partnerships that were customers of or had transactions with Sterling Savings during 2002. All such transactions were in the ordinary course of
business, on substantially the same terms, including interest rates and collateral, as those prevailing at the time for comparable transactions with
other persons, and did not involve more than the normal risk of collectibility or present other unfavorable features. The law firm of Witherspoon,
Kelley, Davenport & Toole, P.S., of which Ned M. Barnes is a principal, received approximately $2.4 million during 2002 for legal services
rendered to Sterling and its subsidiaries, exclusive of amounts paid by customers.

AUDIT COMMITTEE REPORT

        The Audit Committee has reviewed and discussed Sterling's audited financial statements with management. The Audit Committee has also
discussed with the independent auditors the matters required to be discussed by Statement on Auditing Standards No. 61 (Communication with
Audit Committees). Finally, the Audit Committee has received the written disclosures and the letter from the independent accountants required
by Independence Standards Board Standard No. 1 (Independence Discussions with Audit Committees) and has discussed with the independent
accountants that firm's independence.

        Based on its review and discussions, the Audit Committee recommended to the Board of Directors that the audited financial statements be
included in Sterling's 2002 Annual Report on Form 10-K filed with the Securities and Exchange Commission.

        In September 2001, Sterling dismissed PricewaterhouseCoopers LLP as its principal accountant. This was prompted when Sterling received
notice of the firm's plan to close its Spokane, Washington office. Sterling engaged BDO as its new principal accountants effective September 4,
2001. The reports of the former accountants on the financial statements for the years ended December 31, 2000 and 1999 contained no adverse
opinion or disclaimer of opinion, and were not qualified or modified as to uncertainty, audit scope or accounting principles. The decision to
dismiss the former accountants and engage BDO as Sterling's principal independent accountants was approved by the Audit Committee. During
the year ended December 31, 2000 and through September 4, 2001, there were no disagreements with the former accountants on any matter of
accounting principles or practices, financial statement disclosure, or auditing scope or procedure, which disagreements, if not resolved to the
satisfaction of the former accountants, would have caused them to make reference thereto in their reports on the financial statements for such
periods. During the years ended December 31, 2000 and 1999 and through September 4, 2002, there were no "reportable events" as defined by
Item 304 of Securities and Exchange Commission Regulation S-K. Neither Sterling nor anyone on its behalf had consulted with BDO prior to its
engagement of BDO. The former accountants furnished Sterling with a letter addressed to the Securities and Exchange Commission stating that
it agreed with the above statements.

Submitted by the Audit Committee of the Board of Directors of Sterling Financial Corporation.

Rodney W. Barnett, Chairman
Robert E. Meyers
David O. Wallace
Thomas H. Boone

22

INDEPENDENT ACCOUNTANT'S FEES

Audit Fees:    The aggregate fees billed for professional services rendered for the audit of Sterling's annual financial statements for 2002,
the reviews of the financial statements included in Sterling's Forms 10-Q for that year and the audits of the financial statements of Sterling's
subsidiaries and benefit plan were $253,205.

Financial Information Systems Design and Implementation Fees:    No such services were provided by BDO during 2002.

All Other Fees:    The aggregate fees billed for all other non-audit services rendered by BDO during 2002 were $137,095. These fees
included $99,595 for income tax related services, principally tax compliance and tax examination assistance and $37,500 for assurance services
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provided in connection with Securities and Exchange Commission registration statements and other consulting projects.

        The Audit Committee considered whether the provision of non-audit services was compatible with maintaining the principal accountant's
independence.

SHAREHOLDER PROPOSALS

        It is presently anticipated that the next Annual Meeting of Shareholders of Sterling will be held on Tuesday, April 20, 2004. In order for
any Shareholder proposal to be considered for inclusion in the proxy materials of Sterling for the 2004 Annual Meeting of Shareholders, such
proposal must be submitted, in accordance with the rules and regulations of the Securities and Exchange Commission, in writing to the Secretary
of Sterling at Sterling's corporate offices by November 20, 2003.

SECTION 16 OF THE SECURITIES EXCHANGE ACT

        Under Section 16(a) of the Securities Exchange Act of 1934, as amended, and the regulations thereunder, Sterling's Directors, Executive
Officers and beneficial owners of more than 10% of any registered class of Sterling equity securities are required to file reports of their
ownership of Sterling's securities and any changes in that ownership with the Securities and Exchange Commission. Based solely upon written
representations from such reporting persons, Sterling believes that during 2002 such filing requirements were complied with, except that
Mr. Zuppe inadvertently omitted from a Form 4 filed in December 2002 a gift of stock that was reported the next month on Form 5.

OTHER MATTERS

        Sterling knows of no other business that will be presented for consideration at the Annual Meeting other than those items set forth herein.
The enclosed Proxy, however, confers discretionary authority to the Proxy agents to vote with respect to matters which may be presented at the
Annual Meeting, including the election of any person as a Director in the event a nominee of the Board of Directors of Sterling is unable to
serve. If any such matters come before the Annual Meeting, the Proxy agents will vote according to their own judgment.

23

ANNUAL REPORT

        A copy of Sterling's 2002 Financial Highlights and the 2002 Annual Report on Form 10-K, including financial statements and schedules,
were mailed to Shareholders with this Proxy Statement. Additional copies of the Annual Report on Form 10-K and the 2002 Financial
Highlights may be obtained without charge by writing to Shareholder Relations, Sterling Financial Corporation, 111 North Wall Street,
Spokane, Washington 99201-0611. This Proxy Statement and the Company's 2002 Annual Report on Form 10-K are also available from the
Securities and Exchange Commission over the Internet at its website, http://www.sec.gov.

By Order of the Board of Directors,

NED M. BARNES
Secretary

March 21, 2003
24

EXHIBIT "A"

STERLING FINANCIAL CORPORATION
2003 LONG-TERM INCENTIVE PLAN
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SECTION 1.    GENERAL PROVISIONS RELATING TO PLAN GOVERNANCE,
COVERAGE AND BENEFITS

1.1    PURPOSE

        The purpose of the Sterling Financial Corporation 2003 Long-Term Incentive Plan (the "Plan") is to: a) foster and promote the long-term
financial success of Sterling Financial Corporation ("Sterling") and materially increase Shareholder value; b) enable Sterling to attract, motivate
and retain highly-qualified key employees and directors; and c) encourage key employees and directors to link their interests with the long-term
financial success of Sterling and the growth of Shareholder value. The Plan provides for payment of various forms of incentive compensation
and, accordingly, is not intended to be a plan that is subject to the Employee Retirement Income Security Act of 1974, as amended.

1.2  DEFINITIONS

        The following terms shall have the meanings set forth below:

        (a)  APPRECIATION.    The difference between the option exercise price per share of the Option to which a Tandem SAR relates
and the Fair Market Value of a share of Common Stock on the date of exercise of the Tandem SAR.

        (b)  BOARD.    The Board of Directors of Sterling.

        (c)  CAUSE.    One or more of the following reasons for the termination of employment:

        (i)    The willful and continued failure by the Grantee to substantially perform his or her duties with Sterling (other than
any such failure resulting from the Grantee's Disability or incapacity due to mental illness) after a written demand for
substantial performance is delivered to the Grantee that specifically identifies the manner in which Sterling believes that the
Grantee has not substantially performed his or her duties, and the Grantee's failure to remedy or take substantial steps to
remedy the situation within five business days of receiving such notice;

        (ii)  The Grantee's conviction for committing a felony (all rights of appeal having been exhausted); or

        (iii)  The Grantee's having willfully engaged in gross misconduct that is materially and demonstrably injurious to
Sterling. However, no act or failure to act on the Grantee's part shall be considered "willful" unless such act or omission was
not in good faith and without reasonable belief that such action or omission was in the best interest of Sterling or its
Subsidiaries.

Sterling shall notify the Committee if it believes a Grantee's employment has been terminated for Cause. The Committee
shall determine whether a Grantee's employment has been terminated for Cause for purposes of the Plan.

        (d)  CHANGE IN CONTROL.    A change in control shall be deemed to have occurred at such time as:

        (i)    any "person" (as that term is used in Section 13(d) and 14(d) of the Exchange Act) (other than Sterling or an
affiliate of Sterling) becomes, directly or indirectly, the "beneficial owner" (as defined in Rule 13d-3 under the Exchange
Act) of securities representing 25% or more of the then outstanding securities of Sterling;

25

        (ii)  during any period of two (2) consecutive years or less, individuals who at the beginning of such period constituted
the Board of Sterling cease, for any reason, to constitute at least a majority of the Board, unless the election or nomination
for election of each new member of the Board was approved by a vote of at least two-thirds of the members of the Board
then still in office who were members of the Board at the beginning of the period;

        (iii)  the Shareholders of Sterling approve (A) a plan of complete liquidation of Sterling; or (B) an agreement for the
sale or disposition of all or substantially all of Sterling's assets; or (C) a merger or consolidation of Sterling with any other
corporation, other than a merger or consolidation which would result in the voting securities of Sterling outstanding
immediately prior thereto continuing to represent (either by remaining outstanding or by being converted into voting
securities of the surviving entity), at least 50% of the combined voting power of the voting securities of Sterling (or such
surviving entity) outstanding immediately after such merger or consolidation.
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        (e)  CODE.    The Internal Revenue Code of 1986, as amended.

        (f)    COMMITTEE.    A committee or subcommittee of the Board meeting the requirements of Rule 16b-3(d)(1) of the rules and
regulations of the Exchange Act and Treasury Regulations Section 1:162-27(e)(3), or any similar successor rules or regulations,
appointed by the Board to administer this Plan and the programs hereunder or to make specific Incentive Awards hereunder.

        (g)  COMMON STOCK.    Common Stock, par value $1.00 per share, which Sterling is authorized to issue or may in the future
be authorized to issue.

        (h)  DIRECTOR.    A member of the Board.

        (i)    DISABILITY.    Any complete and permanent disability as defined in Section 22(e)(3) of the Code and determined in
accordance with the procedures set forth in the regulations thereunder.

        (j)    EMPLOYEE.    Any person determined by the Committee to be an employee of Sterling, including a consultant, advisor or
Employee Director, or any person who has been hired to be an employee of Sterling.

        (k)  EMPLOYEE DIRECTOR.    A Director who is also an Employee.

        (l)    EXCHANGE ACT.    The Securities Exchange Act of 1934, as amended.

        (m)  FAIR MARKET VALUE.    The closing sales price of the Common Stock as reported or listed on a national securities
exchange or on the Nasdaq Stock Market on any relevant date for valuation, or, if there is no such sale on such date, the applicable
prices as so reported on the nearest preceding date upon which such sale took place. In the event the shares of Common Stock are not
listed on a national securities exchange or the Nasdaq Stock Market, the Fair Market Value of such shares shall be determined by the
Committee in its sole discretion.

        (n)  GRANTEE.    Any Employee, Non-Employee Director, advisor or consultant who is eligible to receive an Incentive Award
under the Plan.

        (o)  INCENTIVE AWARD.    Any incentive award, individually or collectively, as the case may be, including any Option,
Tandem SAR, Restricted Stock, Performance Unit, or Performance Share, as well as any Supplemental Payment, granted under the
Plan.

        (p)  INCENTIVE AWARD AGREEMENT.    The written agreement entered into between Sterling and the Grantee pursuant to
which an Incentive Award shall be made under the Plan.

        (q)  INCENTIVE STOCK OPTION.    A stock option which qualifies as such under Section 422 of the Code.

        (r)  NON-EMPLOYEE DIRECTOR.    A Director who is not an Employee Director.

        (s)  NON-QUALIFIED STOCK OPTION.    A stock option granted by the Committee to a Grantee under the Plan, which does
not qualify as an Incentive Stock Option.

26

        (t)    OPTION.    A Non-Qualified Stock Option or Incentive Stock Option granted by the Committee to a Grantee under the Plan.

        (u)  PERFORMANCE GOALS.    Goals established by the Committee which may be based on earnings or earnings growth, sales,
returns on assets, equity or investment, regulatory compliance, satisfactory internal or external audits, improvements of financial
ratings, achievement of balance sheet or income statement objectives, or any other objective goals established by the Committee, and
may be absolute in their terms or measured against or in relationship to other companies comparably, similarly or otherwise situated.
Such performance goals may be particular to a Grantee or the department, branch, Subsidiary or other division in which he or she
works, or may be based on the performance of Sterling generally, and may cover such period as may be specified by the Committee.

        (v)  PERFORMANCE PERIOD.    A period of time determined by the Committee over which performance is measured for the
purpose of determining a Grantee's right to and the payment value of any Performance Units or Performance Shares.
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        (w)  PERFORMANCE SHARE OR PERFORMANCE UNIT.    An Incentive Award representing a contingent right to receive
shares of Common Stock (which may be Restricted Stock) or cash at the end of a Performance Period and which, in the case of
Performance Shares, is denominated in Common Stock, and, in the case of Performance Units, is denominated in cash values.

        (x)  PLAN.    Sterling Financial Corporation 2003 Long-Term Incentive Plan, as amended from time to time.

        (y)  RESTRICTED STOCK.    Shares of Common Stock issued or transferred to a Grantee subject to the Restrictions set forth in
Section 3 hereof.

        (z)  RESTRICTED STOCK AWARD.    An authorization by the Committee to issue or transfer Restricted Stock to a Grantee.

(aa)  RESTRICTION PERIOD.    The period of time determined by the Committee during which Restricted Stock is subject
to the restrictions under the Plan.

(bb)  RETIREMENT.    The termination of employment by Sterling constituting retirement as determined by the Committee.

(cc)  STERLING.    Sterling Financial Corporation, including its Subsidiaries and any successor corporation.

(dd)  SUBSIDIARY.    Any corporation (whether now or hereafter existing) which constitutes a "subsidiary" of Sterling, as
defined in Section 424(f) of the Code.

(ee)  SUPPLEMENTAL PAYMENT.    Any amounts referred to in Sections 1.6, 2.5, 3.5 and/or 4.2 dedicated to payment of
any federal income taxes that are payable on an Incentive Award as determined by the Committee.

(ff)  TANDEM SAR.    A stock appreciation right granted in connection with the grant of an Option as described in
Section 2.4.

(gg)  TEN-PERCENT SHAREHOLDER.    A Grantee who (applying the rules of Section 424(d) of the Code) owns stock
possessing more than 10% of the total combined voting power of all classes of stock of Sterling.

1.3  ADMINISTRATION

        (a)    COMMITTEE POWERS.    The Plan shall be administered by the Committee, which shall have full power and authority to:
(i) designate Grantees; (ii) determine the Incentive Awards to be granted to Grantees; (iii) subject to Section 1.4 of the Plan, determine the
Common Stock (or securities convertible into Common Stock) to be covered by Incentive Awards and in connection
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therewith, to reserve shares of Common Stock as needed in order to cover grants of Incentive Awards; (iv) determine the terms and conditions of
any Incentive Award; (v) determine whether, to what extent and under what circumstances Incentive Awards may be settled or exercised in cash,
Common Stock, other securities, or other property, or may be canceled, substituted, forfeited or suspended, and the method or methods by which
Incentive Awards may be settled, exercised, canceled, substituted, forfeited or suspended; (vi) interpret and administer the Plan and any
instrument or agreement relating to, or Incentive Award made under, the Plan; (vii) establish, amend, suspend or waive such rules and guidelines
as the Committee shall deem necessary or appropriate for administration of the Plan; (viii) appoint such agents as it shall deem appropriate for
the administration of the Plan; and (ix) make any other determination and take any other action that it deems necessary or desirable for such
administration, provided, however, that the Committee shall not delegate any of the power or authority set forth in (i) through (vii) above. No
member of the Committee shall vote or act upon any matter relating solely to himself. All designations, determinations, interpretations and other
decisions with respect to the Plan or any Incentive Award shall be within the sole discretion of the Committee and shall be final, conclusive and
binding upon all persons, including Sterling, any Grantee, any holder or beneficiary of any Incentive Award and any owner of an equity interest
in Sterling.

        (b)    NO LIABILITY.    No member of the Committee shall be liable for any action or determination made in good faith by the Committee
with respect to this Plan or any Incentive Award under this Plan, and, to the fullest extent permitted by Sterling's Restated Articles of
Incorporation and Bylaws, Sterling shall indemnify each member of the Committee.

        (c)    MEETINGS.    The Committee shall designate a chairman from among its members, who shall preside at all of its meetings, and shall
designate a secretary, without regard to whether that person is a member of the Committee, who shall keep the minutes of the proceedings and
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all records, documents, and data pertaining to its administration of the Plan. Meetings shall be held at such times and places as shall be
determined by the Committee. The Committee may take any action otherwise proper under the Plan by the affirmative vote, taken with or
without a meeting, of a majority of its members.

1.4  SHARES OF COMMON STOCK SUBJECT TO THE PLAN

        (a)    COMMON STOCK AUTHORIZED.    Subject to adjustment under Section 5.5, the aggregate number of shares of Common Stock
available for granting Incentive Awards under the Plan shall be equal to One Million (1,000,000) shares of Common Stock. If any Incentive
Award shall expire or terminate for any reason, without being exercised or paid, shares of Common Stock subject to such Incentive Award shall
again be available for grant in connection with grants of subsequent Incentive Awards.

        (b)    COMMON STOCK AVAILABLE.    The Common Stock available for issuance or transfer under the Plan shall be made available
from such shares reserved therefor. No fractional shares shall be issued under the Plan; payment for fractional shares shall be made in cash.

1.5  PARTICIPATION

        The Committee shall from time to time designate those Grantees, if any, to be granted Incentive Awards under the Plan, the type of awards
granted, the number of shares, options, rights or units, as the case may be, which shall be granted to each such Grantee and any other terms or
conditions relating to the awards as it may deem appropriate, consistent with the provisions of the Plan. A Grantee who has been granted an
Incentive Award may, if otherwise eligible, be granted additional Incentive Awards at any time. Non-Employee Directors, advisors and
consultants shall be eligible to receive all Incentive Awards under the Plan except for Incentive Stock Options and Tandem SARs related thereto.
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1.6  INCENTIVE AWARDS

        The forms of Incentive Awards under this Plan are Options, Tandem SARs and Supplemental Payments as described in Section 2,
Restricted Stock and Supplemental Payments as described in Section 3, and Performance Units or Performance Shares and Supplemental
Payments as described in Section 4.

SECTION 2.    OPTIONS AND TANDEM SARS

2.1    GRANT OF OPTIONS

        The Committee is authorized to grant Options to Grantees in accordance with the terms and conditions required pursuant to this Plan and
with such additional terms and conditions, not inconsistent with the provisions of the Plan, as the Committee shall determine.

2.2  OPTION TERMS

        (a)    EXERCISE PRICE.    The exercise price per share of Common Stock under each Option shall be determined by the Committee;
provided, however, that, in the case of an Incentive Stock Option, such exercise price shall not be less than 100% of the Fair Market Value per
share of such stock on the date the Option is granted, as determined by the Committee (110% in the case of an Incentive Stock Option granted to
a Ten-Percent Shareholder).

        (b)    TERM.    The Committee shall fix the term of each Option which, in the case of an Incentive Stock Option, shall be not more than ten
years from the date of grant. In the event no term is fixed, such term shall be ten years from the date of grant. The term shall be five years in the
case of an Incentive Stock Option granted to a Ten-Percent Shareholder.

        (c)    EXERCISE.    The Committee shall determine the time or times at which an Option may be exercised in whole or in part. The
Committee may accelerate the exercisability of any Option in portion thereof at any time. Notwithstanding the foregoing, the Committee may, in
its sole discretion, provide that all or part of the Options received by a Grantee upon the exercise of a Non-Qualified Stock Option shall be
Restricted Stock subject to any or all of the restrictions or conditions set forth in Section 3.2.

2.3  OPTION EXERCISES

        (a)    METHOD OF EXERCISE.    To purchase shares under any Option granted under the Plan, Grantees must give notice in writing to
Sterling of their intention to purchase and specify the number of shares of Common Stock as to which they intend to exercise their Option. Upon
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the date or dates specified for the completion of the purchase of the shares, the purchase price will be payable in full. The purchase price may be
paid in cash or an equivalent acceptable to the Committee. At the discretion of the Committee, the exercise price per share of Common Stock
may be paid either i) in cash or its equivalent, ii) by the assignment and delivery (including constructive delivery by attestation) to Sterling of
shares of Common Stock owned by the Grantee or by a combination of (i) and (ii). However, if the Grantee acquired the Common Stock to be
surrendered directly or indirectly from Sterling, he or she must have owned the stock to be surrendered for at least six months prior to tendering
such stock for the exercise of an Option. Any shares so assigned and delivered to Sterling in payment or partial payment of the purchase price
shall be valued at the Fair Market Value on the exercise date. In addition, at the request of the Grantee and to the extent permitted by applicable
law, Sterling in its discretion may selectively approve a "cashless exercise" arrangement with a brokerage firm under which such brokerage firm,
on behalf of the Grantee, shall pay to Sterling the exercise price of the Options being exercised, and Sterling, pursuant to an irrevocable notice
from the Grantee, shall promptly deliver the shares being purchased to such firm.
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         (b)    INCENTIVE STOCK OPTIONS.    In the case of Incentive Stock Options, the terms and conditions of such grants shall be subject
to and comply with Section 422 of the Code and any rules or regulations promulgated thereunder, including the requirement that the aggregate
Fair Market Value (determined as of the date of grant) of the Common Stock with respect to which Incentive Stock Options granted under this
Plan and all other option plans of Sterling become exercisable by a Grantee during any calendar year shall not exceed $100,000. To the extent
that the limitation set forth in the preceding sentence is exceeded for any reason (including the acceleration of the time for exercise of an
Option), the Options with respect to such excess amount shall be treated as Non-Qualified Stock Options.

2.4  TANDEM SARs

        (a)    GENERAL PROVISIONS.    The Committee may, at the time of grant of an Option, grant Tandem SARs with respect to all or any
portion of the shares of Common Stock covered by such Option. The exercise price per share of Common Stock of a Tandem SAR shall be fixed
in the Incentive Award Agreement and shall not be less than one hundred percent (100%) of the Fair Market Value of a share of Common Stock
on the date of the grant of the Option to which it relates. A Tandem SAR may be exercised at any time the Option to which it relates is then
exercisable, but only to the extent the Option to which it relates is exercisable, and shall be subject to the conditions applicable to such Option.
When a Tandem SAR is exercised, the Option to which it relates shall terminate to the extent of the number of shares with respect to which the
Tandem SAR is exercised. Similarly, when an Option is exercised, the Tandem SARs relating to the shares covered by such Option exercise
shall terminate.

        (b)    EXERCISE.    Upon exercise of a Tandem SAR, the holder shall receive, for each share with respect to which the Tandem SAR is
exercised, an amount equal to the Appreciation. The Appreciation shall be payable in cash, Common Stock, or a combination of both, at the
option of the Committee, and shall be paid within 30 calendar days of the exercise of the Tandem SAR.

2.5  SUPPLEMENTAL PAYMENT ON EXERCISE OF NON-QUALIFIED
STOCK OPTIONS OR TANDEM SARs

        The Committee, either at the time of grant or at the time of exercise of any Non-Qualified Stock Option or Tandem SAR, may provide for a
Supplemental Payment by Sterling to the Grantee with respect to the exercise of any Non-Qualified Stock Option or Tandem SAR. The
Supplemental Payment shall be in the amount specified by the Committee, which shall not exceed the amount necessary to pay the federal
income tax payable with respect to both the exercise of the Non-Qualified Stock Option and/or Tandem SAR and the receipt of the Supplemental
Payment, assuming the holder is taxed at the maximum effective federal income tax rate applicable thereto. The Committee shall have the
discretion to grant Supplemental Payments that are payable solely in cash or Supplemental Payments that are payable in cash, Common Stock,
or a combination of both, as determined by the Committee at the time of payment. The Supplemental Payment shall be paid within 30 calendar
days of the date of exercise of a Non-Qualified Stock Option or Tandem SAR (or, if later, within 30 calendar days of the date on which income
is recognized for federal income tax purposes with respect to such exercise).

SECTION 3.    RESTRICTED STOCK

3.1    AWARD OF RESTRICTED STOCK

        (a)  GRANT.    In consideration of the performance of services by the Grantee, shares of Restricted Stock may be awarded under this Plan
by the Committee on such terms and conditions and with such restrictions as the Committee may from time to time approve, all of which may
differ with respect to each Grantee. Such Restricted Stock shall be awarded for no additional consideration or such additional consideration as
the Committee shall determine.
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         (b)  IMMEDIATE TRANSFER WITHOUT IMMEDIATE DELIVERY OF RESTRICTED STOCK.    Each Restricted Stock Award will
constitute an immediate transfer of the record and beneficial ownership of the shares of Restricted Stock to the Grantee in consideration of the
performance of services, entitling such Grantee to all voting and other ownership rights, but subject to the restrictions hereinafter referred to.
Each Restricted Stock Award may limit the Grantee's dividend rights during the Restriction Period in which the shares of Restricted Stock are
subject to a substantial risk of forfeiture and restrictions on transfer. Shares of Common Stock awarded pursuant to a grant of Restricted Stock
will be held by Sterling, in trust or in escrow pursuant to an agreement satisfactory to the Committee, as determined by the Committee, until
such time as the restrictions on transfer have expired. Any such trust or escrow shall not be insulated from the claims of the general creditors of
Sterling in the event of bankruptcy or insolvency of Sterling.

3.2  RESTRICTIONS

        (a)  RESTRICTIVE CONDITIONS.    Restricted Stock awarded to a Grantee shall be subject to the following restrictions until the
expiration of the Restriction Period: (i) the shares of Common Stock of Sterling included in the Restricted Stock Award shall be subject to one or
more restrictions, including without limitation, a restriction that constitutes a "substantial risk of forfeiture" within the meaning of Section 83 of
the Code and regulations promulgated thereunder, and to the restrictions on transferability set forth in Section 5.2; (ii) unless otherwise approved
by the Committee, the shares of Common Stock included in the Restricted Stock Award that are subject to restrictions that are not satisfied at
such time the Grantee ceases to be employed by, or be a Director of, Sterling shall be forfeited and all rights of the Grantee to such shares shall
terminate without further obligation on the part of Sterling; and (iii) any other restrictions that the Committee may determine in advance are
necessary or appropriate.

        (b)  FORFEITURE OF RESTRICTED STOCK.    If for any reason, the restrictions imposed by the Committee upon Restricted Stock are
not satisfied at the end of the Restriction Period, any Restricted Stock remaining subject to such restrictions shall thereupon be forfeited by the
Grantee and re-acquired by Sterling.

        (c)  REMOVAL OF RESTRICTIONS.    The Committee shall have the authority to remove any or all of the restrictions on the Restricted
Stock, whenever it determines that, by reason of changes in applicable laws or other changes in circumstances arising after the date of the
Restricted Stock Award, such action is appropriate.

3.3  RESTRICTION PERIOD

        The Restriction Period of Restricted Stock shall commence on the date of grant and shall be established by the Committee in the Incentive
Award Agreement setting forth the terms of the award of Restricted Stock.

3.4  DELIVERY OF SHARES OF COMMON STOCK

        Subject to Section 6.3, at the expiration of the Restriction Period, a stock certificate evidencing the Restricted Stock (to the nearest full
share) with respect to which the Restriction Period has expired with all restrictions thereon having been satisfied shall be delivered without
charge to the Grantee, or his or her personal representative, free of all restrictions under the Plan.

3.5  SUPPLEMENTAL PAYMENT ON VESTING OF RESTRICTED STOCK

        The Committee, either at the time of grant or at the time of vesting of Restricted Stock, may provide for a Supplemental Payment by
Sterling to the holder in an amount specified by the Committee, which shall not exceed the amount necessary to pay the federal income tax
payable with
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respect to both the vesting of the Restricted Stock and receipt of the Supplemental Payment, assuming the Grantee is taxed at the maximum
effective federal income tax rate applicable thereto. The Supplemental Payment shall be paid within 30 calendar days of each date that Restricted
Stock vests. The Committee shall have the discretion to grant Supplemental Payments that are payable solely in cash or Supplemental Payments
that are payable in cash, Common Stock, or a combination of both, as determined by the Committee at the time of payment.

SECTION 4.    PERFORMANCE UNITS AND PERFORMANCE SHARES

4.1    PERFORMANCE BASED AWARDS
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        (a)  GRANT.    The Committee is authorized to grant Performance Units and Performance Shares to Grantees. The Committee may make
grants of Performance Units or Performance Shares in such a manner that more than one Performance Period is in progress concurrently. For
each Performance Period, the Committee shall establish the number of Performance Units or Performance Shares and the contingent value of
any Performance Units or Performance Shares, which may vary depending on the degree to which Performance Goals established by the
Committee are met.

        (b)  PERFORMANCE GOALS.    At the beginning of each Performance Period, the Committee shall (i) establish for such Performance
Period specific Performance Goals; (ii) determine the value of a Performance Unit or the number of shares under a Performance Share grant
relative to Performance Goals; and (iii) notify each Grantee in writing of the established Performance Goals and minimum, target, and maximum
Performance Unit or Share value for such Performance Period.

        (c)  PAYMENT.    The basis for payment of Performance Units or Performance Shares for a given Performance Period shall be the
achievement of those financial and nonfinancial Performance Goals determined by the Committee at the beginning of the Performance Period. If
minimum performance is not achieved for a Performance Period, no payment shall be made and all contingent rights shall cease. If minimum
performance is achieved or exceeded, the value of a Performance Unit or Performance Share shall be based on the degree to which actual
performance exceeds the pre-established minimum Performance Goals, as determined by the Committee. The amount of payment shall be
determined by multiplying the number of Performance Units or Performance Shares granted at the beginning of the Performance Period times
the final Performance Unit or Performance Share value. Payments shall be made, in the discretion of the Committee, solely in cash or Common
Stock, or a combination of cash and Common Stock, following the close of the applicable Performance Period.

4.2  SUPPLEMENTAL PAYMENT ON VESTING OF PERFORMANCE UNITS
OR PERFORMANCE SHARES

        The Committee, either at the time of grant or at the time of vesting of Performance Units or Performance Shares (other than Restricted
Stock), may provide for a Supplemental Payment by Sterling to the holder in an amount specified by the Committee which shall not exceed the
amount necessary to pay the federal income tax payable with respect to both the vesting of such Performance Units or Performance Shares and
receipt of the Supplemental Payment, assuming the Grantee is taxed at the maximum effective federal income tax rate applicable thereto. The
Supplemental Payment shall be paid within 30 days of each date that such Performance Units or Performance Shares vest. The Committee shall
have the discretion to grant Supplemental Payments that are payable in cash, Common Stock, or a combination of both, as determined by the
Committee at the time of payment.
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SECTION 5.    PROVISIONS RELATING TO PLAN PARTICIPATION

5.1    PLAN CONDITIONS

        (a)  INCENTIVE AWARD AGREEMENT.    Each Grantee to whom an Incentive Award is granted under the Plan shall be required to
enter into an Incentive Award Agreement with Sterling in a form provided by the Committee, which shall contain certain specific terms, as
determined by the Committee, with respect to the Incentive Award and shall include provisions that the Grantee (i) shall not disclose any trade
or secret data or any other confidential information of Sterling acquired during employment by Sterling, or after the termination of employment
or Retirement, (ii) shall abide by all the terms and conditions of the Plan and such other terms and conditions as may be imposed by the
Committee, and (iii) shall not interfere with the employment of any Sterling Employee. An Incentive Award may include a noncompetition
agreement with respect to the Grantee and/or such other terms and conditions, including, without limitation, rights of repurchase or first refusal,
not inconsistent with the Plan, as shall be determined from time to time by the Committee.

        (b)  NO RIGHT TO EMPLOYMENT.    Nothing in the Plan, any Incentive Award Agreement or any instrument executed pursuant to the
Plan shall create any employment rights (including without limitation, rights to continued employment) in any Grantee or affect the right of
Sterling to terminate the employment of any Grantee at any time for any reason whether before the exercise date of any Option or during the
Restriction Period of any Restricted Stock or during the Performance Period of any Performance Unit or Performance Share or otherwise.

        (c)  SECURITIES REQUIREMENTS.    No shares of Common Stock will be issued or transferred pursuant to an Incentive Award unless
and until all then-applicable requirements imposed by federal and state securities and other laws, rules and regulations and by any regulatory
agencies having jurisdiction and by any stock market or exchange upon which the Common Stock may be listed, have been fully met. As a
condition precedent to the issuance of shares pursuant to the grant or exercise of an Incentive Award, Sterling may require the Grantee to take
any reasonable action to meet such requirements. Sterling shall not be obligated to take any affirmative action in order to cause the issuance or
transfer of shares pursuant to an Incentive Award to comply with any law or regulation described in the second preceding sentence.
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5.2  TRANSFERABILITY

        (a)  NON-TRANSFERABLE AWARD.    Unless otherwise provided in an Incentive Award Agreement, no Incentive Award and no right
under the Plan, contingent or otherwise, other than Restricted Stock as to which restrictions have lapsed, shall be (i) assignable, saleable, or
otherwise transferable by a Grantee except by will or by the laws of descent and distribution or pursuant to a qualified domestic relations order,
or (ii) subject to any encumbrance, pledge or charge of any nature. No transfer by will or by the laws of descent and distribution shall be
effective to bind Sterling unless the Committee shall have been furnished with a copy of the deceased Grantee's will or such other evidence as
the Committee may deem necessary to establish the validity of the transfer. Any attempted transfer in violation of this Section 5.2 shall be void
and ineffective for all purposes.

        (b)  ABILITY TO EXERCISE RIGHTS.    Only the Grantee or his or her guardian (if the Grantee becomes Disabled), or in the event of his
or her death, his or her legal representative or beneficiary, may exercise Options, receive cash payments and deliveries of shares, or otherwise
exercise rights under the Plan. The executor or administrator of the Grantee's estate, or the person or persons to whom the Grantee's rights under
any Incentive Award will pass by will or the laws of descent and distribution, shall be deemed to be the Grantee's beneficiary or beneficiaries of
the rights of the Grantee hereunder and shall be entitled to exercise such rights as are provided hereunder.
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5.3  RIGHTS AS A SHAREHOLDER

        Except as otherwise provided in any Incentive Award Agreement, a Grantee of an Incentive Award or a transferee of such Grantee shall
have no rights as a shareholder with respect to any shares of Common Stock until such person becomes a holder of record of such Common
Stock. Except as otherwise provided in Section 5.5, no adjustment shall be made for dividends (ordinary or extraordinary, whether in cash,
securities, other property) or distributions or other rights for which the record date is prior to the date such stock certificate is issued.

5.4  LISTING AND REGISTRATION OF SHARES OF COMMON STOCK

        Prior to issuance and/or delivery of shares of Common Stock, Sterling shall consult with its advisors, as appropriate, regarding compliance
with laws, rules and regulations that apply to such shares. If necessary, Sterling shall postpone the issuance and/or delivery of the affected shares
of Common Stock upon any exercise of an Incentive Award until completion of such stock exchange listing, registration, or other qualification
of such shares under any state and/or federal law, rule or regulation as Sterling may consider appropriate, and may require any Grantee to make
such representations and furnish such information as it may consider appropriate in connection with the issuance or delivery of the shares in
compliance with applicable laws, rules and regulations. Sterling shall not be obligated to take any affirmative action in order to cause the
issuance or transfer of shares pursuant to an Incentive Award to comply with any law, rule or regulation described in the immediately preceding
sentence.

5.5  CHANGE IN STOCK AND ADJUSTMENTS

        (a)  CHANGES IN CAPITALIZATION.    In the event the outstanding shares of the Common Stock, as constituted from time to time, shall
be changed as a result of a change in capitalization of Sterling or a combination, merger, or reorganization of Sterling into or with any other
corporation or any other transaction with similar effects, then, for all purposes, references herein to Common Stock or Restricted Stock shall
mean and include all securities or other property (other than cash) that holders of Common Stock are entitled to receive in respect of Common
Stock by reason of each successive aforementioned event, which securities or other property (other than cash) shall be treated in the same
manner and shall be subject to the same restrictions as the underlying Common Stock or Restricted Stock.

        (b)  CHANGES IN LAW OR CIRCUMSTANCES.    In the event of any change in applicable laws or any change in circumstances which
results in or would result in any dilution of the rights granted under the Plan, or which otherwise warrants equitable adjustment because it
interferes with the intended operation of the Plan, then if the Committee shall, in its sole discretion, determine that such change equitably
requires an adjustment in the number or kind of shares of stock or other securities or property theretofore subject, or which may become subject,
to issuance or transfer under the Plan or in the terms and conditions of outstanding Incentive Awards, such adjustment shall be made in
accordance with such determination. Such adjustments may include without limitation changes with respect to (i) the aggregate number of shares
that may be issued under the Plan, (ii) the number of shares subject to Incentive Awards and (iii) the price per share for outstanding Incentive
Awards. The Committee shall give notice to each Grantee, and upon notice such adjustment shall be effective and binding for all purposes of the
Plan.
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5.6  TERMINATION OF EMPLOYMENT

        (a)  TERMINATION OF EMPLOYMENT DUE TO DEATH, DISABILITY OR RETIREMENT.    If the employment of a Grantee is
terminated by reason of death, Disability or Retirement, Incentive Awards granted to the Grantee under this Plan may be exercised only as
follows:

        (i)    Death.    If the Grantee's employment is terminated by reason of death, any outstanding Incentive Awards granted to such
Grantee that are vested as of the date of his or her death shall remain exercisable at any time prior to their expiration date or for one
year after the date his or her employment terminated, whichever period is shorter. The Incentive Awards may be exercised by such
persons who have acquired the Grantee's rights under the Incentive Awards by will or by the laws of descent and distribution or
permitted transfer.

        (ii)  Disability.    If the Grantee's employment is terminated by reason of Disability, any outstanding Incentive Awards granted to
such Grantee that are vested as of the date his or her employment terminates shall remain exercisable at any time prior to their
expiration date or for one year after the date that his or her Disability is determined by the Committee to be total and permanent,
whichever period is shorter.

        (iii)  Retirement.    If the Grantee's employment is terminated by reason of Retirement, any outstanding Incentive Awards granted
to such Grantee that are vested as of the effective date of his or her Retirement shall remain exercisable at any time prior to their
expiration date or for three years after his or her date of Retirement, whichever period is shorter.

        (b)  FOR CAUSE.    If a Grantee's employment is terminated for Cause, all of his or her outstanding Incentive Awards shall immediately be
cancelled and surrendered to Sterling and no additional exercise periods shall be allowed, regardless of the otherwise vested status of the
Incentive Awards.

        (c)  TERMINATION OF EMPLOYMENT FOR OTHER REASONS.    If the employment of a Grantee shall terminate for any reason
other than the reasons set forth in this Section or Section 5.7, any nonvested Incentive Awards held by the Grantee shall vest only if the
Committee determines in its sole discretion to vest all or any portion of such Incentive Awards. Thereafter, all vested Incentive Awards shall
remain exercisable at any time prior to their expiration date or for three months after the date that the Grantee's employment was terminated,
whichever period is shorter. If the Committee does not vest such Incentive Awards, the Incentive Awards shall be deemed for all purposes to
have remained unvested upon the termination of the Grantee's employment.

        (d)  CONTINUATION.    Subject to the express provisions of the Plan and the terms of any applicable Incentive Award Agreement, the
Committee, in its discretion, may provide for the continuation of any Incentive Award for such period and upon such terms and conditions as are
determined by the Committee in the event of the termination of Grantee.

5.7  CHANGE IN CONTROL

        (a)  CHANGE IN CONTROL.    Except as otherwise provided in any Incentive Award Agreement, in the event of a Change in Control:

        (i)    All Options and Tandem SARs then outstanding shall become vested and immediately and fully exercisable, notwithstanding
any provision therein for the exercise in installments;

        (ii)  all restrictions and conditions of all Restricted Stock then outstanding shall be deemed satisfied, and the Restriction Period
with respect thereto shall be deemed to have expired, as of the date of the Change in Control; and
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        (iii)  to the extent determined by the Committee, all Performance Shares and Performance Units shall become vested, deemed
earned in full and promptly paid to the Grantees without regard to payment schedules and notwithstanding that the applicable
performance cycle or retention cycle shall not have been completed.
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        (b)  RIGHT OF CASH-OUT. If approved by the Board prior to or within thirty (30) days after such time as a Change in Control shall be
deemed to have occurred, the Board shall have the right for a forty-five (45) day period immediately following the date that the Change in
Control is deemed to have occurred to require all, but not less than all, Grantees to transfer and deliver to Sterling all Incentive Awards
previously granted to Grantees in exchange for an amount equal to the "cash value" (defined below) of the Incentive Awards. Such right shall be
exercised by written notice to all Grantees. For purposes of this Section 5.7(b), the cash value of an Incentive Award shall equal the sum of
(i) all cash to which the Grantee would be entitled upon settlement or exercise of such Incentive Award and (ii) the excess of the "market value"
(defined below) per share over the option price, if any, multiplied by the number of shares subject to such Incentive Award. For purposes of the
preceding sentence, "market value" per share shall mean the higher of (i) the average of the Fair Market Value per share on each of the five
trading days immediately following the date a Change in Control is deemed to have occurred or (ii) the highest price, if any, offered in
connection with the Change in Control. The amount payable to each Grantee by Sterling pursuant to this Section 5.7(b) shall be in cash or by
certified check and shall be reduced by any taxes required to be withheld.

5.8  AMENDMENTS TO INCENTIVE AWARDS

        The Committee may waive any conditions or rights with respect to, or amend, alter, suspend, discontinue, or terminate, any unexercised
Incentive Award theretofore granted, prospectively or retroactively, with the consent of any relevant Grantee. Notwithstanding any contrary
provision in this Plan, neither the Committee nor the Board may directly or indirectly reduce the exercise price of any Incentive Award without
the approval of Sterling's Shareholders.

5.9  EXCHANGE OF INCENTIVE AWARDS

        The Committee may, in its discretion, permit Grantees under the Plan to surrender outstanding Incentive Awards in order to exercise or
realize the rights under other Incentive Awards, or in exchange for the grant of new Incentive Awards or require holders of Incentive Awards to
surrender outstanding Incentive Awards as a condition precedent to the grant of new Incentive Awards.

5.10  SUBSTITUTION OF INCENTIVE AWARDS

        Anything contained herein to the contrary notwithstanding, Incentive Awards may, in the discretion of the Committee, be granted under the
Plan in substitution for options or other rights to purchase shares of capital stock of another corporation which is merged into, consolidated with,
or all or a substantial portion of the property or stock of which is acquired by, Sterling. The terms and conditions of the substitute Incentive
Awards so granted may vary from the terms and conditions set forth in this Plan to such extent as the Committee may deem appropriate in order
to conform, in whole or part, to the provisions of the options or other rights in substitution for which they are granted.

SECTION 6.    MISCELLANEOUS

6.1    EFFECTIVE DATE AND GRANT PERIOD

        This Plan shall be effective as of the date of Board approval, February 25, 2003. Unless sooner terminated by the Board, the Plan shall
terminate on February 25, 2013, unless extended. After the termination of the Plan, no Incentive Awards may be granted under the Plan, but
previously granted awards shall remain outstanding in accordance with their applicable terms and conditions.
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6.2  FUNDING

        Except as provided under Section 3, no provision of the Plan shall require Sterling, for the purpose of satisfying any obligations under the
Plan, to purchase assets or place any assets in a trust or other entity to which contributions are made or otherwise to segregate any assets in a
manner that would provide any Grantee any rights that are greater than those of a general creditor of Sterling, nor shall Sterling maintain
separate bank accounts, books, records or other evidence of the existence of a segregated or separately maintained or administered fund if such
action would provide any Grantee with any rights that are greater than those of a general creditor of Sterling. Grantees shall have no rights under
the Plan other than as unsecured general creditors of Sterling except that insofar as they may have become entitled to payment of additional
compensation by performance of services, they shall have the same rights as other employees under applicable law. However, Sterling may
establish a "Rabbi Trust" for purposes of securing the payment pursuant to a Change in Control.

6.3  DEFERRAL OF CERTAIN PAYMENTS
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        The Committee may, in its sole discretion, permit a Grantee to elect to defer all or a portion of any earned Restricted Stock, Performance
Unit or Performance Share or gain on any exercised Option or SAR pursuant to the terms of any deferred compensation plan that Sterling may
adopt in the future. The value so deferred shall be transferred to such plan and held in an account under that plan established for the benefit of
the Grantee.

6.4  WITHHOLDING TAXES

        Sterling shall have the right to (i) make deductions from any settlement of an Incentive Award made under the Plan, including the delivery
of shares, or require shares or cash or both be withheld from any Incentive Award, in each case in an amount sufficient to satisfy withholding of
any federal, state or local taxes required by law, or (ii) take such other action as may be necessary or appropriate to satisfy any such withholding
obligations. The Committee may determine the manner in which such tax withholding may be satisfied, and may permit shares of Common
Stock (rounded up to the next whole number) to be used to satisfy required tax withholding based on the Fair Market Value of any such shares of
Common Stock, as of the delivery of shares or payment of cash in satisfaction of the applicable Incentive Award.

6.5  CONFLICTS WITH PLAN

        In the event of any inconsistency or conflict between the terms of the Plan and an Incentive Award Agreement, the terms of the Plan shall
govern.

6.6  NO GUARANTEE OF TAX CONSEQUENCES

        Neither Sterling nor the Committee makes any commitment or guarantee that any federal, state or local tax treatment will apply or be
available to any person participating or eligible to participate hereunder.

6.7  SEVERABILITY

        In the event that any provision of this Plan shall be held illegal, invalid or unenforceable for any reason, such provision shall be fully
severable, but shall not affect the remaining provision of the Plan, and the Plan shall be construed and enforced as if the illegal, invalid, or
unenforceable provision had never been included herein.
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6.8  GENDER, TENSE AND HEADINGS

        Whenever the context requires such, words of the masculine gender used herein shall include the feminine and neuter, and words used in
the singular shall include the plural. Section headings as used herein are inserted solely for convenience and reference and constitute no part of
the Plan.

6.9  AMENDMENT AND TERMINATION

        The Plan may be amended or terminated at any time by the Board by the affirmative vote of a majority of the members in office. The Plan,
however, shall not be amended without prior written consent of each affected Grantee if such amendment or termination of the Plan would
adversely affect any material vested benefits or rights of such person.

6.10  SECTION 280G PAYMENTS

        In the event that the aggregate present value of the payments to a Grantee under the Plan and any other plan, program, or arrangement
maintained by Sterling constitutes an "excess parachute payment" (within the meaning of Section 280G(b)(1) of the Internal Revenue Code) and
the excise tax on such payment would cause the net parachute payments (after taking into account federal, state and local income and excise
taxes) to which the Grantee otherwise would be entitled to be less than what the Grantee would have netted (after taking into account federal,
state and local income taxes) had the present value of his total parachute payments equaled $1.00 less than three times his "base amount" (within
the meaning of Code Section 280G(b)(3)(A)), the Grantee's total "parachute payments" (within the meaning of Code Section 280G(b)(2)(A))
shall be reduced (by the minimum possible amount) so that their aggregate present value equals $1.00 less than three times such base amount.
For purposes of this calculation, it shall be assumed that the Grantee's tax rate will be the maximum marginal federal, state and local income tax
rate on earned income, with such maximum federal rate to be computed with regard to Code Section 1(g), if applicable. In the event that the
Grantee and Sterling are unable to agree as to the amount of the reduction described above, if any, the Grantee shall select a law firm or
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accounting firm from among those regularly consulted (during the twelve-month period immediately prior to the change in control that resulted
in the characterization of the payments as parachute payments) by Sterling regarding federal income tax or employee benefit matters and such
law firm or accounting firm shall determine the amount of such reduction and such determination shall be final and binding upon the Grantee
and Sterling.

6.11  GOVERNING LAW

        The Plan shall be construed in accordance with the laws of the State of Washington, except as superseded by federal law, and in accordance
with applicable provisions of the Code and regulations or other authority issued thereunder by the appropriate governmental authority.
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