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Act. (Check one):
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CUSTOMERS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET — UNAUDITED
(amounts in thousands, except share and per shak d

December 31

June 30,
2014 2013
ASSETS
Cash and due from ban $ 4852 $ 60,70¢
Interes-earning deposit 217,01: 172,35¢
Cash and cash equivale 265,53¢ 233,06¢
Investment securities available for sale, at falue 425,06 497,57
Loans held for sale, at fair vali 1,061,39 747,59:
Loans receivable not covered under Loss Sharingéygents with the FDI 3,589,633 2,398,35:
Loans receivable covered under Loss Sharing Agratswegth the FDIC 54,47 66,72¢
Allowance for loan losse (28,18¢) (23,999
Total loans receivable, net of allowance for loagsks 3,615,91 2,441,08i
FHLB, Federal Reserve Bank, and other restricteck: 75,55¢ 43,51«
Accrued interest receivab 11,61 8,36:
FDIC loss sharing receivak 8,91¢ 10,04¢
Bank premises and equipment, 11,07t 11,62t
Bank-owned life insuranc 106,66¢ 104,43:
Other real estate owned (includes $6,177 and $6r@SBectively, covered under Loss Sharing Agreg¢men
with the FDIC) 12,88¢ 12,26¢
Goodwill and other intangible 3,67( 3,67¢
Other asset 37,43. 39,93¢
Total assets $5,635,72  $4,153,17.
LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities:
Deposits:
Demand, no-interest bearin $ 555,93¢ $ 478,10:
Interest bearin 3,134,95! 2,481,81
Total deposit: 3,690,89 2,959,92:
Federal funds purchas 0 13,00(
FHLB advance! 1,301,501 706,50(
Other borrowings 88,25( 63,25(
Subordinated del 112,00( 2,00(
Accrued interest payable and other liabilit 29,34« 21,87¢
Total liabilities 5,221,98 3,766,55!
Shareholder equity:
Preferred stock, no par value or as set by thedpd®0,000,000 shares authorized, none is 0] 0]
Common stock, par value $1.00 per share; 200,00Gh8res authorized; 27,261,620 and
24,756,411 shares issued as of June 30, 2014 arethriber 31, 2013; 26,729,360 and 24,224,151
shares outstanding as of June 30, 2014 and Dece&hp261: 27,26: 24,75¢
Additional paid in capita 353,37: 307,23:
Retained earning 43,58 71,00¢
Accumulated other comprehensive loss, (2,220) (8,119
Treasury stock, at cost (532,260 shares as of Jon2014 and December 31, 20. (8,254 (8,254
Total shareholde’ equity 413,74( 386,62.
Total liabilities and shareholders equity $5,635,72  $4,153,17.

See accompanying notes to the unaudited consalidet@ncial statements.
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CUSTOMERS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME — UNAUDITED
(amounts in thousands, except share data)

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Interest income
Loans receivabl $35,22(  $19,19¢ $63,57¢ $35,29¢
Loans held for sal 6,71t 11,15° 11,79¢ 22,04:
Investment securitie 2,54: 1,08 5,58: 1,911
Other 614 23¢ 1,011 447
Total interest incom 45,09: 31,67 81,96¢ 59,69
Interest expenst
Deposits 5,72 5,13¢ 11,14: 10,27:
Other borrowings 1,18¢ 74 2,34( 79
FHLB advance! 1,141 33C 1,637 56€
Subordinated del 11C 17 12€ 33
Total interest expens 8,16 5,551 15,24* 10,95:
Net interest incom 36,93( 26,11¢ 66,72! 48,74
Provision for loan losse 2,88¢ 2,11¢ 7,252 1,99¢
Net interest income after provision for loan los 34,04« 24,00( 59,47( 46,74«
Nor+-interest income
Mortgage warehouse transactional f 2,21t 3,86¢ 3,97¢ 7,53¢
Mortgage loan and banking incor 1,55¢ 0 1,96: 0
Bank-owned life insuranc 83¢ 567 1,67( 1,04:
Gain on sale of SBA loar 572 35¢ 571 40¢
Gain on sale of investment securit 35¢ 0] 3,191 0
Deposit fee: 212 15¢ 42¢€ 28¢
Other 1,16 59¢ 2,42¢ 1,07(
Total nor-interest incomt 6,911 5,55( 14,22( 10,34¢
Nor-interest expenst
Salaries and employee bene 11,59: 8,50¢ 20,94 15,90¢
FDIC assessments, taxes, and regulatory 3,07¢ 1,05¢ 5,20¢ 2,40¢
Occupancy 2,59¢ 2,11( 5,231 4,02(
Professional service 1,881 1,252 4,167 1,95¢
Technology, communications and bank operat 1,621 1,061 3,181 1,90z
Other real estate own 89C 52t 1,24z 561
Loan workout a77 72 91¢ 74€
Advertising and promotio 42¢ 40¢ 84: 52:
Loss contingenc 0 0 0 2,00(¢
Other 2,64+ 1,901 4,642 3,35¢
Total nor-interest expens 25,20¢ 16,89¢ 46,37 33,37¢
Income before income tax exper 15,75( 12,65¢ 27,31¢ 23,71t
Income tax expens 5,515 4,42¢ 8,94¢ 8,30(
Net income $10,23: §$ 8,22¢ $18,37¢ $15,41¢
Basic earnings per share $ 03t $ 03¢ $ 06 $ 0.71
Diluted earnings per share ( 0.37 0.3¢ 0.6€ 0.6¢

(1) Earnings per share amounts have been adjustedeeffect to the 10% stock dividend declared on May2014 and issued on June
2014,

See accompanying notes to the unaudited consalidet@ncial statements.

4



Table of Contents

CUSTOMERS BANCORP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME — U NAUDITED

(amounts in thousands)

Net income

Unrealized gains (losses) on securit
Unrealized holding gains (losses) on securitiesiragiduring the period (:
Income tax effect (1
Less: reclassification adjustment for gains on s&es included in net incom
Income tax effec
Net unrealized gains (losse
Unrealized losses on cash flow hedc
Unrealized losses on cash flow hedges arising duhia perioc
Income tax effec
Net unrealized losse
Other comprehensive income (loss), net of

Comprehensive income

Three Months Ended

Six Months Ended

June 30, June 30,

2014 2013 2014 2013
$10,23: $ 8,22¢ $18,37¢ $15,41¢
4,101 (5,97¢  13,22: (7,069
(1,435 2,09: (4,629 2,47F
(359) 0 (3,197 0
12E 0 1,115 0
2,43; (3,889 6,52( (4,599
(1,62]) 0 (957) 0
567 0 33t 0
(1,059 0 (622) 0
1,37¢ (3,889 5,89¢ (4,592
$11,61: $ 4,34  $24,27.  $10,82:

(1) Includes immaterial gains or losses on foreignemnay items for the three and six months ended 30n2014.

See accompanying notes to the unaudited consalidet@ncial statements.
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CUSTOMERS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY — UNAUDITED

(amounts in thousands, except share data)

Balance, January 1, 201«

Net income

Other comprehensive incor

Stock dividenc

Shar-based compensation expel

Issuance of common stock under share-based
compensation arrangemel

Balance, June 30, 201

Balance, January 1, 201.

Net income

Other comprehensive lo
Shar-basercompensation expen

Public offering of common stock, net of costs oféid

Issuance of common stock under share-based-
compensation arrangeme

Balance, June 30, 2013

For the six months ended June 30, 20!

Accumulated

Shares of Additional Other
Common Common Comprehensive Treasury
Stock Paid in Retained
Outstanding Stock Capital Earnings Income/(loss) Stock Total
2422415 $24,75¢ $307,23; $71,006 $  (8,11¢) $(8,25¢) $386,62:
18,37 18,37
5,89¢ 5,89¢
2,429,37"  2,42¢  43,36: (45,80)) (8)
2,03¢ 2,03«
75,83¢ 77 74z 81¢
26,729,361 $27,26: $353,37: $43,58. $ (2,220) $(8,254) $413,74!
For the six months ended June 30, 201
Accumulated
Shares of Additional Other
Common Common Retained Comprehensive Treasury
Stock Paid in
Outstanding Stock Capital Earnings Income/(loss) Stock Total
18,459,50 $18,507 $212,09( $38,31: $ 1,06¢ $ (500) $269,47"
15,41t 15,41
(4,599 (4,599
1,53¢ 1,53¢
6,179,10. 6,17¢ 91,51: 97,69(
23,41 24 22¢ 252
24,662,01 $24,71( $305,36: $53,72¢ $ (3,530 $ (500) $379,77:

See accompanying notes to the unaudited consalidet@ncial statements.
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CUSTOMERS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS — UNAUDITED
(amounts in thousands)

Cash Flows from Operating Activities
Net income
Adjustments to reconcile net income to net casbduis) provided by operating activitie
Provision for loan losses, net of change to FDI€&ieable
Loss contingenc
Provision for depreciation and amortizat
Shar+-based compensatic
Deferred taxe:
Net amortization of investment securities premiwand discount
Gain on sale of investment securit
Gain on sale of loar
Origination of loans held for sa
Proceeds from the sale of loans held for
Increase in FDIC loss sharing receiva
Amortization (accretion) of fair value discoul
Net loss on sales of other real estate ow
Valuation and other adjustments to other real estamnec
Earnings on investment in be-owned life insuranc
Increase in accrued interest receivable and oteats
Increase (decrease) in accrued interest payablethed liabilities
Net Cash (Used In) Provided by Operating Activities
Cash Flows from Investing Activities

Proceeds from maturities, calls and principal repagts of investment securities available for :

Proceeds from sales of investment securities alaifar sale
Purchases of investment securities available fier
Net increase in loar
Purchase of loan portfolic
Proceeds from sales of SBA loe
Purchases of ba-owned life insuranc
Net purchases of FHLB, Federal Reserve Bank, amer oestricted stoc
Reimbursements from the FDIC on loss sharing ageets
Purchases of bank premises and equipt
Proceeds from sales of other real estate ov
Net Cash Used In Investing Activities
Cash Flows from Financing Activities
Net increase in deposi
Net increase in she-term borrowed fund
Proceeds from lor-term FHLB borrowings
Net proceeds from issuance of I-term deb
Net proceeds from stock offerit
Net Cash Provided by Financing Activities
Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalent— Beginning
Cash and Cash Equivalent— Ending

Supplementary Cash Flows Information
Interest paic
Income taxes pai
Non-cash items:
Transfer of loans to other real estate ow
Issuance of common stock under s-based compensation arrangemt

See accompanying notes to the unaudited consalidet@ncial statements.
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Six Months Ended

June 30,

2014 2013
$ 18,37: $ 15,41¢
7,25:% 1,99¢
0 2,00(¢
1,801 1,27¢
2,03¢ 1,53t
2,21¢ 1
37C 22¢
(3,19]) 0
(2,429 (40€)
(6,893,53) (12,445,16)
6,581,58. 12,467,41
(1,979 (1,099
(203) (279)
55¢E 18C
442 13
(1,670 (1,049
(5,049 (3,49
7,307 (1,919
(286,109 36,67¢
22,05t 9,252
213,24¢ 0
(149,940 (69,770
(897,929 (377,60))
(294,619 (155,301)
5,967 3,90(
(465) (10,465
(32,049 (3,025
1,47 3,12¢
(644) (1,349
5,281 2,59¢
(1,127,60) (598,63)
730,95« 334,93!
382,00( 99,00(
200,00( 50,00(
133,22: 0
0 97,69(
1,446,17 581,62!
32,46¢ 19,66¢
233,06¢ 186,01t
$ 265,53 $ 205,68
$ 15,08 $ 10,95t
11,03¢ 5,57¢
$ 6,89¢ $ 5,42¢
81¢ 252
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CUSTOMERS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED UNAUDITED FINANCIAL STATEMENT S

NOTE 1 — DESCRIPTION OF THE BUSINESS

Customers Bancorp, Inc. (the “Bancorp”, “Custontgascorp”, or the “Company”) is a bank holding comp&ngaged in banking activities
through its wholly owned subsidiary, Customers Béhk “Bank”). Customers Bancorp also has madeanedquity investments through its
wholly owned subsidiaries CB Green Ventures Pte atal CUBI India Ventures Pte Ltd.

Customers Bancorp, Inc. and its wholly owned subsjd Customers Bank, serve residents and busis@sssoutheastern Pennsylvania
(Bucks, Berks, Chester, Philadelphia and Delawaren@es), Rye, New York (Westchester County); Hémnil New Jersey (Mercer County);
Boston, Massachusetts; and Providence, Rhode IsléredBank has 14 branches and provides commeamihtonsumer banking products,
primarily loans and deposits. The Bank also prowiéguidity to residential mortgage originatorsinatvide through commercial loans to
mortgage companies. Customers Bank is subjecgtdation of the Pennsylvania Department of Banking Securities and the Federal
Reserve Bank and is periodically examined by thegalatory authorities.

NOTE 2 — ACQUISITION ACTIVITY
Acquisition Activity
New England Lending Acquisitions

On January 15, 2014, Customers Bank purchased $#llion of residential adjustable-rate jumbo ngae loans (indexed to one-year
LIBOR) from Michigan-based Flagstar Bank. The passh price was 100.75% of loans outstanding.

On March 28, 2013, Customers Bank completed thehaise of certain commercial loans from FlagstakBamder the terms of the
agreement, Customers Bank acquired $182.3 milli@ommercial loan and related commitments, of wiits5.1 million was drawn at the
date of acquisition. Also, as part of the agreem@unstomers Bank assumed the leases for two ostelag commercial lending offices in
New England. The purchase price was 98.7% of loatstanding

NOTE 3 — SIGNIFICANT ACCOUNTING POLICIES AND BASIS OF PRESENTATION
Basis of Presentation

The interim unaudited consolidated financial stagta of Customers Bancorp, Inc. and subsidiarige baen prepared pursuant to the rules
and regulations of the U.S. Securities and Exch&wamission (the “SEC”). These interim unauditedsmidated financial statements
reflect all normal and recurring adjustments thiat & the opinion of management, necessary tceeptesfair statement of the financial
position and the results of operations and casksflof Customers Bancorp and subsidiaries for ttexim periods presented. Certain
information and footnote disclosures normally imigd in the annual consolidated financial statemieat® been omitted from these interim
unaudited consolidated financial statements as iftedrby SEC rules and regulations. The Decembg313 consolidated balance sheet
presented in this report has been derived fromddusts Bancorp’s audited 2013 consolidated finarst@tements. Management believes that
the disclosures are adequate to present fairlgdhsolidated financial statements as of the datdSa the periods presented. These interim
unaudited consolidated financial statements shibellcead in conjunction with the 2013 consolidatedricial statements of Customers
Bancorp and subsidiaries included in Customers’uahiReport on Form 10-K for the year ended DecerBtheP013 filed with the SEC on
March 12, 2014. That Form 10-K describes CustomBarsorp’s significant accounting policies, whiclklide its policies on Principles of
Consolidation; Cash and Cash Equivalents; Resiriston Cash and Amounts due from Banks; Invest@eatirities; Loan Accounting
Framework; Allowance for Loan Losses; Goodwill; éstments in FHLB, Federal Reserve Bank, and o##tricted stock; Other Real Estate
Owned; FDIC Loss Sharing Receivable; Bank Owned Lisurance; Bank Premises and Equipment; Tre&tock; Income Taxes; Share-
Based Compensation; Comprehensive Income; EarpieigShare; Segment Information; and Accounting @eanCertain prior period
amounts have been reclassified to conform to ctgenod presentation. Results for interim periatts not necessarily indicative of those
may be expected for the fiscal year. Presentedibate Customers Bancorp’s significant accountinkri@s that were updated during the six
months ended June 30, 2014 to address new or rygadetivities and recently issued accounting stadsland updates that were issued or
effective during 2014.

Derivative Instruments and Hedging Activities

The Financial Accounting Standards Board (“FASB'3@ 815 Derivatives and Hedgin(fASC 815"), provides the disclosure requirements
for derivatives and hedging activities with thesimt to provide users of financial statements witleahanced understanding of: (a) how and
why an entity uses derivative instruments, (b) tleaventity accounts for derivative instruments exldted hedged items, and (c) how
derivative instruments and related hedged itemectfin entity’s financial position, financial parftance, and cash flows. Further, qualitative
disclosures are required that explain the Bancapjsctives and strategies for using derivativesyall as quantitative disclosures about the
fair value of and gains and losses on derivatig&riments, and disclosures about credit-risk-rdlatntingent features in derivative
instruments.
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As required by ASC 815, Customers Bancorp recdfdtedvatives on the balance sheet at fair valtlee accounting for changes in the fair
value of derivatives depends on the intended uslesoflerivative, whether Customers has electeés@date a derivative in a hedging
relationship and apply hedge accounting and whektieehedging relationship has satisfied the ceatagcessary to apply hedge accounting.
Derivatives designated and qualifying as a hedghe&xposure to changes in the fair value of artaBability, or firm commitment
attributable to a particular risk, such as interata risk, are considered fair value hedges. @#vigs designated and qualifying as a hedge of
the exposure to variability in expected future cialvs, or other types of forecasted transactians,considered cash flow hedges. Derival
may also be designated as hedges of the foreigarmy exposure of a net investment in a foreignatpm. Hedge accounting generally
provides for the matching of the timing of gainl@ss recognition on the hedging instrument withrésognition of the changes in the fair
value of the hedged asset or liability that arglaitable to the hedged risk in a fair value hedgthe earnings effect of the hedged forecasted
transactions in a cash flow hedge. The Bancorp enésr into derivative contracts that are intendedaonomically hedge certain of its risks,
even though hedge accounting does not apply aCtimepany elects not to apply hedge accounting.

Prior to first quarter 2014, none of Customer Baptofinancial derivatives were designated in dgyalg hedge relationships in accordance
with the applicable accounting guidance. As sutiighenges in fair value of the financial deriva&swere recognized directly in earnings. In
March 2014, Customers Bancorp entered into a $1B0lidn notional balance forward starting pay fikmterest rate swap to hedge the
variable cash flows associated with the forecaistmeance of debt. The Bancorp documented and deeijthis swap as a cash flow hedge.
The effective portion of changes in the fair vatiiéinancial derivatives designated and qualifyasycash flow hedges is recorded in
Accumulated Other Comprehensive Income and is spiesely reclassified into earnings in the periogt thhe hedged forecasted transaction
affects earnings. The ineffective portion of tharmfe in fair value of the financial derivatives@sognized directly in earnings. Amounts
reported in accumulated other comprehensive inaataged to financial derivatives will be reclassifito interest expense as interest
payments are made on the Company'’s variable-rdte de

Customers Bancorp purchased credit derivatives avitbtional balance of $13.4 million to hedge thefgrmance risk of one of its
counterparties during first quarter 2014. Thesévddves were not designated in hedge relationsttipaccounting purposes and are being
recorded at their fair value, with fair value chasgecorded directly in earnings.

In accordance with the FAS8fair value measurement guidance, Customers Bamaade an accounting policy election to measurertbait
risk of its derivative financial instruments thaé subject to master netting agreements on a 13&t by counterparty portfolio.

Recently Issued Accounting Standards

In June 2014, the FASB issued Accounting Standaodite (“ASU”) 2014-12Compensation—Stock Compensatidiime guidance in this
ASU requires that a performance target that affeestsing and that could be achieved after the siguservice period is treated as a
performance condition. As such, the performanagetashould not be reflected in estimating the gdaté fair value of the award.
Compensation cost should be recognized in the géniavhich it becomes probable that the performdaoget will be achieved and should
represent the compensation cost attributable tpéhied(s) for which the requisite has already beewlered. If the performance target
becomes probable of being achieved before the et sequisite period, the remaining unrecognieest should be recognized prospecti'
over the remaining requisite service period. Thalt@mount of compensation cost recognized duntadter the requisite service period
should reflect the number of awards that are exgokitt vest and should be adjusted to reflect taesads that ultimately vest. The requisite
service period ends when the employee can ceaderirg service and still be eligible to vest in #veard if the performance target is
achieved. As indicated in the definition of vebg stated vesting period (which includes the penaghich the performance target could be
achieved) may differ from the requisite serviceiqubrThe guidance in this ASU is effective for amhand interim periods beginning after
December 15, 2015. The Bancorp does not expecBlisto have a significant impact on its finanaahdition or results of operation.

In June 2014, the FASB issued ASU 2014 Trhnsfers and ServicingThe amendments in this update require that réyagesto-maturity
transactions be accounted for as secured borrowimgsistent with the accounting for other repurehagreements. In addition, the
amendments require separate accounting for a &naosh financial asset executed contemporaneavitiiya repurchase agreement with the
same counterparty (a repurchase financing), whidllresult in secured borrowing accounting for tlepurchase agreement. The amendments
require an entity to disclose information abounsfers accounted for as sales in transactionatkatconomically similar to repurchase
agreements, in which the transferor retains subatlnall of the exposure to the economic retumthbe transferred financial asset throughout
the term of the transaction. In addition the amesatsirequire disclosure of the types of collatplatiged in repurchase agreements, sect
lending transactions, and repurchase-to-matustysctions and the tenor of those transactionsgiiitance in this ASU is effective for
annual and interim periods beginning after DecemBeR014. The Bancorp does not expect this AShht® a significant impact on its
financial condition or results of operation.
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In May 2014, the FASB issued ASU2014-8&venue from Contracts with Customef$is ASU establishes a comprehensive revenue
recognition standard for virtually all industriesl.S. GAAP, including those that previously folleavindustry-specific guidance such as the
real estate and construction industries. The revetandard’s core principal is built on the corttiztween a vendor and a customer for the
provision of goods and services. It attempts taaepe exchange of rights and obligations betwtherparties in the pattern of revenue
recognition based on the consideration to whichvtredor is entitled. To accomplish this, the staddaquires five basic steps: (i) identify |
contract with the customer, (ii) identify the parfance obligations in the contract, (iii) identifie transaction price, (iv) allocate the
transaction price to the performance obligationth@contract, (v) recognize revenue when (orfeskntity satisfies the performance
obligation. Three basic transition methods arelalbe — full retrospective, retrospective with eémtpractical expedients, and a cumulative
effect approach. Under the cumulative effect alitve, an entity would apply the new revenue steshdaly to contracts that are incomplete
under legacy U.S. GAAP at the date of initial apgifion and recognize the cumulative effect of tee standard as an adjustment to the
opening balance of retained earnings. The guidanttés ASU is effective for annual periods anceiirh reporting periods within those
annual periods, beginning after December 15, 20h6.Bancorp does not expect this ASU to have afgignt impact on its financial
condition or results of operation.

In January 2014, the FASB issued ASU 2014R¥églassification of Residential Real Estate Cotkdteed Consumer Mortgage Loans upon
Foreclosure, a consensus of the FASB Emerging Issues TasleFdhe ASU clarifies that an in substance repoasess foreclosure occur
and a creditor is considered to have received phi/possession of residential real estate propeitsteralizing a consumer mortgage loan,
upon either (1) the creditor obtaining legal ttbethe residential real estate property upon cotigplef a foreclosure or (2) the borrower
conveying all interest in the residential real gsfaoperty to the creditor to satisfy that loarotigh completion of a deed in lieu of foreclos
or through a similar legal agreement. The ASU a¢spires additional related interim and annualldsares. The guidance in this ASU is
effective for annual and interim periods beginndtfigr December 15, 2014. The Bancorp does not e€xipiscASU to have a significant
impact on its financial condition or results of cgtéon.

In January 2014, the FASB issued ASU 2014Axcounting for Investments in Qualified Affordablleusing Projects a consensus of the
FASB Emerging Issues Task Force. The ASU providedagce on accounting for investments by a repgmintity in flow-through limited
liability entities that manage or invest in affobtiahousing projects that qualify for the low-ina@mmousing tax credit. The guidance in this
ASU is effective for annual periods and interimagjmg periods within those annual periods, begigrafter December 15, 2014. The
Bancorp does not expect this ASU to have a sigmitienpact on its financial condition or resultsopkration.

In February 2013, the FASB issued ASU 2013®@Mligations Resulting from Joint and Several LiapiArrangements for Which the Total
Amount of the Obligation Is Fixed at the Reportidate, a consensus of the FASB Emerging Issues TasleFohe guidance in this ASU
requires an entity to measure obligations resuftiogy joint and several liability arrangements ¥drich the total amount of the obligation
within the scope of this guidance is fixed at thparting date, as the sum of the following: (a)dh®ount the reporting entity agreed to pay on
the basis of its arrangement among its co-obligamd, (b) any additional amount the reporting ergitpects to pay on behalf of its co-
obligors. The guidance in this ASU was effectivdiist quarter 2014. This ASU has not had a sigaifit impact on the Bancorp’s financial
condition or results of operation.
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NOTE 4 — CHANGES IN ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS) BY COMPONENT (1)

The following tables present the changes in accatadlother comprehensive income by component &ttitee months and six months
ended June 30, 2014 and 2013.

For the three months ended June 30, 20!
Unrealized Gains
and (Losses) on  Unrealized Gains
Available-for-sale and (Losses) on

(amounts in thousand Securities Cash Flow Hedge Total
Beginning balance - April 1, 2014 $ (4,030 $ 432 $(3,599)
Other comprehensive income (loss) before reclassifins 2,66¢ (1,059 1,61:
Amounts reclassified from accumulated other comgnslve loss tc
net income (2 (239) 0 (239
Net curren-period other comprehensive income (Ic 2,432 (1,059 1,37¢
Ending balanc- June 30, 201 $ (1,599 $ (622) $(2,220)

For the six months ended June 30, 201
Unrealized Gains

and (Losses) on  Unrealized Losse
Available-for-sale

on
(amounts in thousand Securities Cash Flow Hedge Total
Beginning balance - January 1, 2014 $ (8,11¢) $ 0 $(8,11¥
Other comprehensive income (loss) before reclassifins 8,59¢ (622) 7,97
Amounts reclassified from accumulated other comgnslve loss tc
net income (2 (2,079 0 (2,079
Net curren-period other comprehensive income (Ic 6,52( (622) 5,89¢
Ending balanc- June 30, 201 $ (1,599 $ (622) $(2,220)
For the three
months ended
June 30, 201:%
Unrealized Gains
and (Losses) on
Available-for-sale
(amounts in thousand Securities (3)
Beginning balance - April 1, 2013 $ 354
Other comprehensive loss before reclassificat (3,889
Amounts reclassified from accumulated other comgnstve
loss to net incom 0
Net curren-period other comprehensive (lo: (3,889
Ending balanc~ June 30, 201 $ 3,53()
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For the six months ended June 30, 20

Unrealized Gains

and (Losses) on
Available-for-sale

(amounts in thousand Securities (3)
Beginning balance - January 1, 2013 $ 1,06¢
Other comprehensive loss before reclassificat (4,599
Amounts reclassified from accumulated other comgnsive loss to
net income 0
Net curren-period other comprehensive (loss) incc (4,599
Ending balanc~ June 30, 201 $ (3,530

(1) All amounts are net of tax. Amounts in parenthéséigate debits

(2) Reclassification amounts are reported as gain lenofanvestment securities on the Consolidatede®iants of Income

(3) Prior to first quarter 2014, all amounts degerin accumulated other comprehensive income/(lwes} related to available-for-sale
securities

NOTE 5 — EARNINGS PER SHARE

The following are the components and results oBaecorp’s earnings per share calculation for #rgogs presented. Share and per share
amounts have been adjusted to give effect to the dtdck dividend declared on May 15, 2014 and dsueJune 30, 2014.

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
(dollars in thousands, except per share ¢
Net income available to common shareholc $ 1023 $ 8,22¢ $ 18,37+ $ 1541F
Weightec-average number of common shares outstar- basic 26,724,49 23,393,55 26,705,62 21,864,41
Share-based compensation pla 997,01: 438,05: 924,39¢ 376,22!
Warrants 260,89: 208,46¢ 251,79¢ 190,00°
Weightec-average number of common she- diluted 27,982,400 24,040,07 27,881,81 22,430,64
Basic earnings per she $ 03¢ $ 0.3t $ 0.6¢ $ 0.71
Diluted earnings per sha $ 0.37 $ 0.34 $ 0.6€ $ 0.6¢

The following is a summary of securities that copddentially dilute basic earnings per share inrfafperiods that were not included in the
computation of diluted earnings per share becaude so would have been anti-dilutive for the pesipresented. Share-based compensation
awards and warrants have been adjusted to givet éffehe 10% stock dividend declared on May 13,28nd issued on June 30, 2014.

Three Months Ended Six Months Ended

June 30, June 30,
2014 2013 2014 2013
Anti-dilutive securities
Shar-based compensation awa 118,38 61,117 86,78¢  89,72¢
Warrants 118,74 130,62( 118,74' 130,62(
Total ant-dilutive securities 237,13 191,73° 205,53: 220,34¢
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NOTE 6 — INVESTMENT SECURITIES

The amortized cost and approximate fair value eéstment securities as of June 30, 2014 and Deae®ih@013 are summarized in the
tables below:

June 30, 201«
Gross Gross
Amortized Unrealized Unrealized

Cost Gains Losses  Fair Value
(amounts in thousand
Availablefor Sale:
Mortgage-backed securities (; $404,44¢ $ 2,181 $ (5,01%) $401,61:
Equity securities (2 23,07 377 (1) 23,45(

$427,51¢ $ 2,55¢ $ (5,01€) $425,06:

December 31, 201.
Gross Gross
Amortized Unrealized Unrealized

Cost Gains Losses  Fair Value
(amounts in thousand
Availablefor Sale:
Mortgagebacked securities (! $461,98¢ $ 207 $(10,659 $451,53¢
Corporate note 25,00( 344 (21) 25,32
Equity securities(2 23,074 0 (2,360 20,71«

$510,06: $ 551 $(13,040 $497,57:

(1) Comprised primarily of mortga-backed securities issued by governr-sponsored agencies, including FHLMC, FNMA, and GN!
(2) Comprised primarily of equity securities in a fapeientity.

The following table presents proceeds from the shlvailable-for-sale investment securities armbgrgains and gross losses realized on
those sales for the three and six months ended3r2014 and 2013:

Three months ended June 3( Six months ended June 3(
2014 2013 2014 201%
(amounts in thousand
Proceeds from sale of availa-for-sale securitie $ 25,35¢ $ 0 $ 213,24! Q
Gross gain: $ 35¢ $ 0 $ 3,191 $0
Gross losse 0 0 0 _ 0
Net gains $ 35¢ $ 0 $ 3,191 $0

These gains and losses were determined using ¢e#fispdentification method and were reported aig on sale of investment securities
included in non-interest income.
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The following table presents available-fale debt securities by stated maturity. Debt séesibacked by mortgages have expected matt
that differ from contractual maturities becausertwers have the right to call or prepay and arexefore, classified separately with no
specific maturity date:

June 30, 201«

Amortized
Fair
Cost Value
(amounts in thousand
Due in one year or le: $ 0] $ 0
Due after one year through five ye. 0 0
Due after five years through ten ye 0 0
Due after ten yeal 0 0
Mortgagebacked securitie 404,44! 401,61:
Total debt securitie $404,44! $401,61:

The Bancorp’s investments’ gross unrealized loasesfair value, aggregated by investment categodylength of time that individual
securities have been in a continuous unrealizesigosition, at June 30, 2014 and December 31, 2@18 as follows:

June 30, 201+

Less Than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(amounts in thousand
Available for Sale:
Mortgage-backed securities (; $59,03¢ $ (61%) $121,90' $ (4,407 $180,94: $ (5,01%)
Equity securities (2 0 0 5 (D 5 (D
Total $59,03 $ (619 $121,91( $ (4,407 $180,94¢ $ (5,016
December 31, 201
Less Than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized

Fair Value Losses  Fair Value Losses Fair Value Losses

(amounts in thousand
Available for Sale:

Mortgagebacked securities (; $425,620 $(10,06) $ 527« $ (59¢) 430,89° $(10,659
Corporate note 4,98 (18 4,997 3 9,97¢ (22)
Equity securities (2 20,71« (2,360 0 0 20,71« (2,360

Total $451,31¢ $(12,439) $ 10,27. $ (601) $461,59( $(13,04()

(1) Comprised primarily of mortga-backed securities issued by governr-sponsored agencies, including FHLMC, FNMA, and GN!
(2) Comprised primarily of equity securities in a faneientity.

At June 30, 2014, there were five available-foesalestment securities in the less-than-twelvetmoategory and twenty-one available-for-
sale investment securities in the twelve-month-orarcategory. The unrealized losses on the morthagieed securities are guaranteed by
government-sponsored entities and primarily relatehanges in market interest rates. All amourgsapected to be recovered when market
prices recover or at maturity. The Company inteiodsold these securities for the foreseeable futumd does not intend to sell the securities
before the price recovers. Customers considersiierikely than not that it will not be requiredssll the securities. Accordingly, Customers
has concluded that the securities are not other-t@porarily impaired as of June 30, 2014.

At June 30, 2014 and December 31, 2013, Custon®ark Bad pledged investment securities aggrega#tod.® million and $451.1 million
fair value, respectively, as collateral againsbisrowings primarily with the FHLB. The FHLB doast have the ability to sell or repledge
these securities.
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NOTE 7 — LOANS HELD FOR SALE

The composition of loans held for sale as of JUne2B14 and December 31, 2013 was as follows:

(amounts in thousand
Mortgage warehouse loans at fair va
Residential mortgage loans at fair va

Loans held for sal

NOTE 8 — LOANS RECEIVABLE AND ALLOWANCE FOR LOAN LO SSES

The following table presents loans receivable atuok 30, 2014 and December 31, 2013:

(amounts in thousand
Constructior
Commercial real estate/mi-family
Commercial and industri
Residential real esta
Manufactured housin
Total loans receivableoveredunder FDIC loss sharing

agreements (1
Constructior
Commercial real estate/mi-family
Commercial and industri
Mortgage warehous
Manufactured housin
Residential real esta
Consume

Total loans receivableot coveredunder FDIC loss sharing

agreement
Total loans receivabl
Deferred (fees) costs, n
Allowance for loan losse
Loans receivable, ni

(1) Loans that were acquired in two FDIC-assistadgactions and are covered under loss sharingragrdgs with the FDIC are referred to

as" coverec” loans throughout these financial stateme

15

December 3:
June 30,

2014 2013
$1,053,64. $ 740,69
7,754 6,89¢
$1,061,39! $ 747,59
December 31

June 30,

2014 2013
$ 11,54« $ 14,627
21,15( 24,25¢
4,03¢ 5,81«
14,60( 18,73:
3,141 3,29:
54,47 66,72t
51,37 36,90:
2,820,49; 1,835,18:
299,12: 239,50¢
9 86¢€
133,30° 139,47:
283,71 145,18t
2,01¢ 2,14«
3,590,03! 2,399,26!
3,644,50! 2,465,99
(405) (912)
(28,186 (23,999
$3,615,91 $2,441,08
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Non-Covered Loans

The following tables summarizeon-coveredloans by class and performance status as of Jurz02@ and December 31, 2013:

(amounts in thousand
Commercial and industri
Commercial real esta
Constructior

Residential real esta
Consume

Mortgage warehous
Manufactured housing (¢

Total

(amounts in thousand
Commercial and industri;
Commercial real esta
Constructior

Residential real esta
Consume

Mortgage warehous
Manufactured housing (¢

Total

(1) Includes past due loans that are accruing intbexsiuse collection is considered proba
(2) Loans where next payment due is less than 30 dagsthe report datt

June 30, 201+

Purchasec-
90 Days Credit-
3C-89 Days Or More Total Past Impaired Total

Past Due (1  Past Due(1 Due (1) Loans (3) Loans (4)
$ 47¢  $ 0 $ 4r¢ $ 1597 $ 299,12
267 0 267 33,84( 2,820,49:
0 0 0 507 51,37:
597 0 597 9,72 283,71
4 0 4 33¢ 2,01t
0 0 0 0 9
6,22¢ 4,20¢ 10,43¢ 4,32i 133,30°
$ 757¢ $ 4,208 $11,78 $ 50,33¢ $3,590,03

December 31, 201.
Purchasec-
90 Days Credit-
3C-89 Days Or More Total Past Impaired Total

Past Due (1  Past Due(1 Due (1) Loans (3) Loans (4)
$ 10 $ 0 $ 10 $ 1,92 $ 239,50¢
0 0 0 37,11¢ 1,835,18!
0 0 0 93C 36,90:
55¢ 0 55t 10,50¢ 145,18t¢
0 0 0 41€ 2,14¢
0 0 0 0 86¢€
7,921 3,772 11,69: 4,914 139,47:
$ 848t $ 3,77z $12,25¢ $ 55,800 $2,399,26!

(3) Purchased-credit-impaired loans aggregatedanool are accounted for as a single asset wathgde composite interest rate and an
aggregate expectation of cash flows, and the pessthtus of the pools, or that of the individeais within the pools, is not
meaningful. Because of the credit impaired natfith@loans, the loans are recorded at a discadiletcting estimated future cash flows
and the Bank recognizes interest income on eachgbdmans reflecting the estimated yield and pgssaf time. Such loans are
considered to be performing. Purchased-credit-inepgdbans that are not in pools accrete interestmthe timing and amount of their

expected cash flows are reasonably estimable, rnetported as performing loai

(4) Amounts exclude deferred costs and fees and theatice for loan losse
(5) Manufactured housing loans purchased in 20&&uabject to cash reserves held at the Bank thatsad to fund past-due payments
when the loan becomes 90 days or more delinquebsegjuent purchases are subject to varying proasiothe event of borrowers’

delinquencies
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Covered Loans

The following tables summarizmveredloans by class and performance status as of Jurz02@ and December 31, 2013:

June 30, 201«

Purchasec
90 Days Total Past - Credit
3C-89 Days Or More Non- Impaired Total

Past Due (1 Past Due (1 Due (1) Accrual Current (2) Loans (3) Loans (4

(amounts in thousand
Commercial and industrii $ (O 0o $ 0 $ 217 $ 330¢ $ 51& $ 4,03¢
Commercial real esta 0 0 0 62¢ 13,07( 7,45: 21,15(
Constructior 0 0 0 2,41 52¢€ 8,60¢ 11,54«
Residential real esta 3 0 3 1,01z 11,77( 1,81¢ 14,60(
Manufactured housin 53 0 53 83 2,86: 142 3,141
Total $ 56 $ 0 $ 5€ $4,35: $ 31,53 $ 18,53: $54,47:

December 31, 201.
Purchasec-
90 Days Total Past Credit
3C-89 Days Or More Non- Impaired Total

Past Due (1 Past Due (1 Due (1) Accrual Current (2) Loans (3) Loans (4

(amounts in thousand
Commercial and industri $ 298 % 0 $ 29 $ 2 $ 3172 $ 2,34t $ 5,81
Commercial real esta 24& 0 24F 1,691 13,58¢ 8,73¢ 24,25¢
Constructior 0 0 0 3,38¢ 1,967 9,27¢ 14,627
Residential real esta a0 0 90 564 14,10¢ 3,971 18,73
Manufactured housin 56 0 56 11 3,081 14E 3,29:
Total $ 68€ $ 0 $ 68€ $5,65( $ 35,91« $ 24,47 $66,72¢

(1) Includes past due loans that are accruing intbexsduse collection is considered proba

(2) Purchased loans in FDIC assisted transactionsnuitividence of credit deterioration since origioiat

(3) Purchased-credit-impaired loans aggregatedanool are accounted for as a single asset wathgde composite interest rate and an
aggregate expectation of cash flows, and the pessthtus of the pools, or that of the individeads within the pools, is not

meaningful. Because of the credit impaired natdith®loans, the loans are recorded at a disca&lietcting estimated future cash flows

and the Bank recognizes interest income on eachgbdmans reflecting the estimated yield and pgssaf time. Such loans are

considered to be performing. Purchased-credit-inepgdbans that are not in pools accrete interestmthe timing and amount of their

expected cash flows are reasonably estimable, rnetported as performing loai
(4) Amounts exclude deferred costs and fees and allogveor loan losse!

Allowance for Loan Losses and FDIC Loss SharingeReble

Losses incurred on covered loans are eligible &otigl reimbursement by the FDIC. Subsequent tgpthrehase date, the expected cash flows

on the covered loans are subject to evaluationrdases in the present value of expected cash fiovise covered loans are recognized by
increasing the allowance for loan losses with ategl charge to the provision for loan losses. Atsaime time, the FDIC indemnification as

is increased reflecting an estimated future cdbbectrom the FDIC with a related credit to the pgdon for loan losses. If the expected cash
flows on the covered loans increase such that\dqugly recorded impairment can be reversed, thecBa records a reduction in the

allowance for loan losses with a related credth®provision for loan losses accompanied by aagatuin the FDIC receivable and a charge

to the provision for loan losses. Increases in etgabcash flows of covered loans and decreasegicted cash flows of the FDIC loss
sharing receivable, when there are no previouslgroed impairments, are considered together araynéred over the remaining life of the

loans as interest income.
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The following tables present changes in the allaedor loan losses and the FDIC loss sharing rabéévfor the three and six months ended
June 30, 2014 and 2013.

Allowance for Loan Losses
For the three months ended June 3!

(amounts in thousand 2014 2013

Beginning balance $ 26,70: % 26,43¢
Provision for loan losses ( 2,73( 4,62(
Chargeoffs (2,409 (3,099
Recoverie: 157 17€
Ending balanc: $ 28,18t $ 28,14

FDIC Loss Sharing Receivable
For the three months ended June 3

(amounts in thousand 2014 2013
Beginning balance $ 8,27: $ 12,04
(Decreased)/Increased estimated cash flow (15€) 2,50¢
Other activity, net (a 98¢ 38C
Cash receipts from FDI (180) (758
Ending balanci $ 8,91¢ $ 14,16¢
(1) Provision for loan losst $ 2,73 $ 4,62(
(2) Effect attributable to FDIC loss share agements 15€ (2,504)
Net amount reported as provision for loan los $ 2,88¢ $ 2,11¢

(@) Includes external costs, such as legal feabestate taxes, and appraisal expenses, whicHygisalreimbursement under loss sharing

arrangement
Allowance for Loan Losses
For the six months ended June 3(

(amounts in thousand 2014 2013
Beginning balance $ 23,99¢ $ 25,83
Provision for loan losses ( 5,631 5,72(
Chargeoffs (1,940 (3,65¢6)
Recoveries 49¢ 241
Ending balanci $ 28,18¢ $ 28,14

FDIC Loss Sharing Receivable

For the six months ended June 3(

(amounts in thousand 2014 2013
Beginning balance $ 10,04¢ $ 12,34
(Decreased)/Increased estimated cash flow (1,627 3,72
Other activity, net (a 1,972 1,23:
Cash receipts from FDI (1,479 (3,129
Ending balanci $ 8,91¢ $ 14,16¢
(1) Provision for loan losst $ 5,631 $ 5,72(
(2) Effect attributable to FDIC loss share agaments 1,622 (3,729
Net amount reported as provision for loan los $ 7,258 $ 1,99¢

(@ Includes external costs, such as legal feabestate taxes, and appraisal expenses, whicHygisalreimbursement under loss sharing
arrangements
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Impaired Loan+— Covered and Non-Covered

The following tables present the recorded investr(regt of charge-offs), unpaid principal balancd eslated allowance for impaired loans as
of June 30, 2014 and December 31, 2013 and thegeeecorded investment and interest income rezedror the three and six months
ended June 30, 2014 and 2013. Purchased-creditredgdaans are considered to be performing ancharéncluded in the tables below.

For the three months For the six months
June 30, 201« ended June 30, 201 ended June 30, 201
Recorded
Investment  Unpaid
Principal Average Interest Average Interest
Net of Related Recorded Income Recorded Income

Charge off¢  Balance Allowance Investmeni Recognizer Investment Recognizes

(amounts in thousand
With no related allowance recorded:

Commercial and industri; $ 14,98¢ $1540¢ $ — $ 12,94¢ $ 57 $ 12,99¢ $ 66
Commercial real esta 17,64( 18,49: — 18,76: 45 17,30¢ 10z
Constructior 2,32¢ 3,59¢ — 2,32¢ — 2,47¢ —
Consumel 83 83 — 44 — 29 —
Residential real esta 1,93¢ 1,93¢ — 1,94: — 2,23¢ 6
With an allowance recorded:
Commercial and industri 1,65¢ 1,65t 91t 1,24¢ 7 1,65: 12
Commercial real esta 2,91: 2,91: 812 2,67¢ — 2,537 1
Constructior 1,55: 1,55: 671 1,561 — 1,41¢ —
Consumel 53 53 5 59 1 6C 2
Residential real esta 24¢ 24¢ 17& 24¢ 1 25( 2
Total $ 43,39. $4593( $ 2,57¢ $ 41,811 $ 111 $ 40,96¢ $ 192
For the three months For the six months
December 31, 201 ended June 30, 2013 ended June 30, 2013
Recorded
Investment Unpaid
Principal Average Interest Average Interest
Net of Related Recorded Income Recorded Income

Charge off¢  Balance Allowance Investmeni Recognizelr Investmeni Recognizes

(amounts in thousand
With no related allowance recorded:

Commercial and industrii $ 13,097 $13,15¢ $ — $ 6,06¢ $ 92 $ 524¢ $ 11¢€
Commercial real esta 14,397 15,24¢ — 27,25 20¢ 24,27 337
Constructior 2,77 4,04¢ — 6,21¢ 1C 7,07¢ 10
Consumel — — — 89 — 10C —
Residential real esta 2,831 2,831 — 2,16¢ 6 2,43¢ 10
With an allowance recorded:
Commercial and industri 2,46¢ 3,73¢ 82¢ 1,41¢ 32 88¢ 63
Commercial real esta 2,261 3,167 94¢ 5,83¢ 19 8,09t 34
Constructior 1,13¢ 1,13¢ 351 5,23¢ — 6,172 —
Consumel 64 64 17 50 — 45 —
Residential real esta 252 252 19¢ 1,02: 1 1,03¢ 2
Total $ 39,28( $43,63¢ $ 2,34: $ 55,35¢( $ 366 $ 55,37( $ 574

Troubled Debt Restructurings

At June 30, 2014 and 2013, there were $5.3 miliod $9.2 million, respectively, in loans reportsdraubled debt restructurings (“TDRs”).
TDRs are reported as impaired loans in the caleywtar of their restructuring and are evaluatedetemnine whether they should be place:
non-accrual status. In subsequent years, a TDRbmagturned to accrual status if it satisfies aimmim six-month performance requirement;
however, it will remain classified as impaired. @gally, the Bancorp requires sustained performémcrine months before returning a TDR
to accrual status.
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Modification of purchased-credit-impaired loansttage accounted for within loan pools in accordanitk the accounting standards for
purchased-credit-impaired loans do not result énrtmoval of these loans from the pool even if fications would otherwise be considered
a TDR. Accordingly, as each pool is accounted $oa @ingle asset with a single composite integgstand an aggregate expectation of cash
flows, modifications of loans within such pools a considered TDRs.

The following is an analysis of loans modified itraubled debt restructuring by type of concessirihe three and six months ended
June 30, 2014 and 2013. There were no modificattwatsinvolved forgiveness of debt.

TDRs in
TDRs in Compliance
Compliance
with Their

with Their Modified
Modified Terms and

Terms and Not
Accruing Accruing
Interest Interest Total

(amounts in thousand
Three months ended June 30, 201
Extended under forbearan $ 167 $ 0 $ 167
Multiple extensions resulting from financial diftikty 0 0 0
Interes-rate reduction 0 17¢€ 17¢€
Total $ 167 $ 17€¢ $ 342
Six months ended June 30, 201
Extended under forbearan $ 167 $ 0 $ 167
Multiple extensions resulting from financial diftity 0 0 0
Interes-rate reduction 247 305 55C
Total $ 414 $ 302 $ 717
Three months ended June 30, 201
Extended under forbearan $ 0% 0$ O
Multiple extensions resulting from financial diftilty 0 0 0
Interes-rate reduction 93 91C 1,00:
Total $ 93 $ 91C $1,00¢
Six months ended June 30, 2013
Extended under forbearan $ 0% 0 $ O
Multiple extensions resulting from financial diftity 0 0 0
Interes-rate reduction 93 1,167 1,26(
Total $ 93 $ 1,167 $1,26(

The following table provides, by class, the numiidoans modified in troubled debt restructuringsl ¢he recorded investments and unpaid
principal balances during the three and six moatided June 30, 2014 and 2013.

TDRs in
Compliance
with Their
TDRs in Compliance with Their Modified
Modified Terms and Accruing Terms and Not
Interest Accruing Interest
Number Number
Recorded Recorded
of Loans Investment of Loans Investment
(amounts in thousand
Three months ended June 30, 201
Commercial and industri: 0 $ 0 0 % 0
Commercial real esta 0 0 0 0
Constructior 0 0 0 0
Manufactured housin 0 0 3 17¢€
Residential real esta 0 0 0 0
Consume 4 167 0 0
Total 4 $ 167 3 $ 17€
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TDRs in
Compliance
with Their
TDRs in Compliance with Their Modified
Modified Terms and Accruing Terms and Not
Interest Accruing Interest
Number Number
Recorded Recorded
of Loans Investment of Loans Investment
(amounts in thousand
Six months ended June 30, 201
Commercial and industri 0 $ 0 0 % 0
Commercial real esta 0 0 0 0
Constructior 0 0 0 0
Manufactured housin 1 47 5 30¢
Residential real esta 3 20C 0 0
Consume 4 167 0 0
Total 8 $ 414 5 $ 30¢
Three months ended June 30, 201
Commercial and industrii 0 $ 0 0 % 0
Commercial real esta 0 0 0 0
Constructior 0 0 0 0
Manufactured housin 2 60 7 91C
Residential real esta 0 0 0 0
Consume 1 33 0 0
Total 3 $ 93 7 % 91C
Six months ended June 30, 201
Commercial and industri 0 $ 0 0 % 0
Commercial real esta 0 0 0 0
Constructior 0 0 0 0
Manufactured housin 2 60 10 1,167
Residential real esta 0 0 0 0
Consume 1 33 0 0
Total 3 $ 93 10 $ 1,16d

At June 30, 2014 and 2013, there were no commitriteriend additional funds to debtors whose terev&lbeen modified in troubled debt
restructuring.

For the three and six months ended June 30, 201 2@&18, the recorded investment of loans determind@ TDRs was $0.3 million, $0.7
million, $1.0 million and $1.2 million, respectiyelboth before and after restructuring. During tiiree month period ended June 30, 2014,
three TDR loans defaulted with a recorded investro&f0.2 million. During the six month period end&une 30, 2014, six TDR loans
defaulted with a recorded investment of $0.5 millidhere were no TDRs that defaulted in the threksix month periods ended June 30,
2013.

Loans modified in troubled debt restructuringseraluated for impairment. The nature and extemnphirment of TDRs, including those
which have experienced a subsequent default, isidered in the determination of an appropriatellefallowance for credit losses. There
were no specific allowances resulting from TDR nfiedtions during the three and six months ende@ Bih 2014 and 2013.

Credit Quality Indicators

Commercial and industrial, commercial real estasidential real estate and construction loansaiesl based on an internally assigned risk
rating system which is assigned at the time of loagination and reviewed on a periodic or on amfi@aeded” basis. Consumer, mortgage
warehouse and manufactured housing loans are ésdlbased on the payment activity of the loan aadat assigned internal risk ratings.

To facilitate the monitoring of credit quality withthe commercial and industrial, commercial resthte, construction, and residential real
estate classes, and for purposes of analyzingriziatdoss rates used in the determination of tlwance for loan losses for the respective
portfolio class, the Bank utilizes the followingtegories of risk ratings: pass/satisfactory (inelidisk rating 1 through 6), special mention,
substandard, doubtful, and loss. The risk ratinggaries, which are derived from standard regwatating
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definitions, are assigned upon initial approvatiadit to borrowers and updated periodically thitezaPass/satisfactory ratings, which are
assigned to those borrowers who do not have idedffotential or welldefined weaknesses and for whom there is a higlilidod of orderly
repayment, are updated periodically based on #teeasid credit characteristics of the borrower.oftller categories are updated on a quarterly
basis during the month preceding the end of thenckdr quarter. While assigning risk ratings inveljtedgment, the riskating process allow
management to identify riskier credits in a timelgnner and allocate the appropriate resources tagesthose loans.

The risk rating grades are defined as follows:

“1" — Pass/ Excellent

Loans rated 1 represent a credit extension of ifteelst quality. The borrower’s historic (at leasefyears) cash flows manifest extremely
large and stable margins of coverage. Balance slhaeetconservative, well capitalized, and liquifteAconsidering debt service for proposed
and existing debt, projected cash flows continuleetstrong and provide ample coverage. The borroypécally reflects broad geographic :
product diversification and has access to alteradthancial markets.

‘2" —Pass/ Superior

Loans rated 2 are those for which the borrowerahstsong financial condition, balance sheet, opmnat cash flow, debt capacity and
coverage with ratios better than industry norms borrowers of these loans exhibit a limited legerposition, borrowers are virtually
immune to local economies in stable growing indastrand where management is well respected antbthpany has ready access to public
markets.

“3" —Pass/ Strong

Loans rated 3 are those loans for which the borrdveis above average financial condition and fléikjhimore than satisfactory debt service
coverage, balance sheet and operating ratios asstent with or better than industry peers, hétle Industry risk, move in diversified
markets and are experienced and competent inititkistry. These borrowers’ access to capital marisdimited mostly to private sources,
often secured, but the borrower typically has axtes wide range of refinancing alternatives.

‘4" —Pass/ Good

Loans rated 4 have a sound primary and secondargesof repayment. The borrower may have accealamative sources of financing, but
sources are not as widely available as they aaehigher grade borrower. These loans carry a ndewal of risk, with very low loss
exposure. The borrower has the ability to perfooecoading to the terms of the credit facility. Thanmgins of cash flow coverage are
satisfactory but vulnerable to more rapid detetiorathan the higher quality loans.

“5" — Satisfactory

Loans rated 5 are extended to borrowers who agrdated to be a reasonable credit risk and denatadine ability to repay the debt from
normal business operations. Risk factors may irechetiability of margins and cash flows, liquidigependence on a single product or
industry, cyclical trends, depth of managementinoited access to alternative financing source borrower’s historical financial
information may indicate erratic performance, hurent trends are positive and the quality of firiahinformation is adequate, but is not as
detailed and sophisticated as information foundiigher grade loans. If adverse circumstances alisémpact on the borrower may be
significant.

“6" — Satisfactory Bankable with Care

Loans rated 6 are those for which the borrowerhigiser than normal credit risk; however, cash feovd asset values are generally intact.
These borrowers may exhibit declining financialreleteristics, with increasing leverage and decneglijjuidity and may have limited
resources and access to financial alternativessif§weakness in these borrowers may include gigdint taxes, trade slowness and eroding
profit margins.

“7" —Special Mention

Loans rated Special Mention are credit facilitiesttmay have potential developing weaknesses ssehdeextra attention from the account
manager and other management personnel. In the #natmpotential weaknesses are not corrected tigated, deterioration in the ability of
the borrower to repay the debt in the future maguocThis grade is not assigned to loans that bedain peculiar risks normally associated
with the type of financing involved, unless circuareces have caused the risk to increase to ahéytetr than would have been acceptable
when the credit was originally approved. Loans wtmgnificant actual, not potential, weaknessgsroblems are clearly evident are graded
in the category below.
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“8" — Substandard

Loans are classified Substandard when the loansadequately protected by the current sound wemthpayment capacity of the obligor or
of the collateral pledged, if any. Loans so clasdimust have a well-defined weakness or weaknékaegopardize the liquidation of the
debt and are characterized by the distinct podyiltilat the Company will sustain some loss if Weaknesses are not corrected.

“9” — Doubtful

The Bank assigns a doubtful rating to loans thaelal the attributes of a substandard rating Withadded characteristic that the weaknesses
make collection or liquidation in full, on the basif currently existing facts, conditions, and ealpuhighly questionable and improbable. The
possibility of loss is extremely high, but becan§eertain important and reasonable specific pemthctors that may work to the advantag
and strengthen the credit quality of the loancligssification as an estimated loss is deferrei it;tmore exact status may be determined.
Pending factors may include a proposed mergerauisition, liquidation proceeding, capital injectigperfecting liens on additional collate

or refinancing plans.

“10" —Loss

The Bank assigns a loss rating to loans considamedllectible and of such little value that thedntinuance as an active asset is not
warranted. Amounts classified as loss are immelgiatearged off.

Risk ratings are not established for home equiy$p consumer loans, and instaliment loans, maetause these portfolios consist of a
larger number of homogenous loans with smallerrfzas. Instead, these portfolios are evaluateddkmnainly based upon aggregate
payment history through the monitoring of delingesefevels and trends and are classified as perfaggrand nonperforming.
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The following tables present the credit ratingshefnon-coveredloan portfolio as of June 30, 2014 and DecembefB13:

1)

(amounts in thousand
Pass/Satisfactol
Special Mentior
Substandar

Total loans receivable, n-coverec

(amounts in thousand
Performing
Nonperforming (1

Total loans receivable, n-coverec

(amounts in thousand
Pass/Satisfactor
Special Mentior
Substandar

Total loans receivable, n-coverec

(amounts in thousand
Performing
Nonperforming (1

Total loans receivable, n-coverec

June 30, 201+«

Commercial
Residential
and Commercial
Industrial Real Estate  Construction Real Estate

$ 283,04: $2,793,431 $ 50,89¢ $281,71:
13,75( 14,83¢ 27 467
2,32¢ 12,21¢ 451 1,53¢

$ 299,12: $2,820,49. $ 51,37 $283,71

Manufactured
Mortgage
Consumel  Warehouse Housing

$ 2,01t $ 9 $ 12214
0 0 11,16:
$ 2018 $ 9 $ 13330

December 31, 201

Commercial
Residential
and Commercial
Industrial Real Estate  Construction Real Estate

$ 228,74t $1,808,80: $ 34,82 $142,58¢
10,31« 12,76( 28 94C
447 13,62: 2,05( 1,66(

$ 239,50¢ $1,835,18 $ 36,90: $145,18!

Manufactured
Mortgage
Consumel  Warehouse Housing

$ 214 $ 866 $ 127,33(
0 0 12,14:
$ 214 $ 86€ $ 139/47:

Includes loans that are past due and still accrintggest and loans on nonaccrual ste

The following tables present the credit ratingshafcoveredloan portfolio as of June 30, 2014 and DecembefB13:

(amounts in thousand
Pass/Satisfactor
Special Mentior
Substandar

Total loans receivable, cover

June 30, 201«

Commercial
Commercial Residential
and
Industrial Real Estate Construction Real Estate

$ 3,70C $ 1332 $ 52¢ $ 12,19/
0 3,15¢ 0 0

33¢ 4,66¢ 11,01¢ 2,40¢

$ 403 $ 21,15 $ 1154« $ 14,60(
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Manufactured
Housing
(amounts in thousand
Performing $ 3,00t
Nonperforming (1 13€
Total loans receivable, cover $ 3,141

December 31, 201

Commercial
Commercial Residential
and
Industrial Real Estate Construction Real Estate
(amounts in thousand
Pass/Satisfactot $ 3,68¢ $ 14,33( $ 1,96 $ 14,137
Special Mentior 228 2,98¢ 0 45E
Substandar 1,90: 6,93¢ 12,66( 4,141
Total loans receivable, cover $ 5,81« $ 24,25¢ $ 14,62 $ 18,73¢
Manufactured
Housing
(amounts in thousand
Performing $ 3,22¢
Nonperforming (1 67
Total loans receivable, cover $ 3,29:

(1) Includes loans that are past due and still accrimtegest and loans on nonaccrual ste
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Allowance for loan losses

The changes in the allowance for loan losses ®thilee and six months ended June 30, 2014 andattilthe loans and allowance for loan
losses by loan class based on impairment evaluat&thod are as follows. The amounts presentedhéptovision for loan losses below do
not include the effect of changes to estimated fitsnesulting from the FDIC loss share arrangeméot the covered loans.

Commercial
Residential Manufactured Residua
and Commercial Mortgage

Industrial Real Estate Construction Real Estate Housing Consumel Warehouse Reserve Total
(amounts in thousand
Three months ended June 3(

2014

Beginning Balance, April 1,

2014 $ 244: $ 1885 $ 234: $ 2,307 $ 50: $ 127 $ 4C 3 0% 26,70
Charge-offs (44%) (912) 0 (15) 0 (33 0 0 (1,405
Recoveries 13t 1 3 18 0 0 0 0 157
Provision for loan losse 1,06( 2,14¢ (15¢) (282) (192) 44 11C 0 2,73(

Ending Balance, June 30,20 $ 3,19¢ $ 20,08¢ $ 2,187 $ 2,02¢ $ 401 $ 13t $ 15C $ 0 $ 28,18¢
Six months ended June 3(

2014
Beginning Balance, January 1,

2014 $ 263t $ 1570¢ $ 238 $ 2,49 $ 614 $ 13C $ 3¢ % 0% 23,99
Charge-offs (44%) (1,160 0 (303 0 (33 0 0 (1,947
Recoveries 22t 26 3 242 0 2 0 0 49¢
Provision for loan losse 775 5,51¢ (207) (407) (213 39 114 0 5,63

Ending Balance, June 30,20 $ 3,19 $§ 20,08¢ $ 2,187 $ 2,02¢ $ 401 $ 13€ $ 15C $ 0 $ 28,18¢
At June 30, 201¢
Loans:
Individually evaluated for
impairment $ 16,64 $ 2055: $ 3876 $ 2,182 $ 0% 13€ $ 0% 0 $ 43,39
Collectively evaluated for
impairment 284,400 2,779,79 49,93( 284,58 131,97¢ 1,541 9 0 3,532,24
Loans acquired with credi
deterioratior 2,11¢ 41,29 9,11: 11,547 4,46¢ 33¢ 0 0 68,86¢
Total loans receivable, excludi
deferred fees and cos $ 303,16 $2,841,64; $ 62,92. $298,31: $ 136,44t $ 2,01t $ 9 0 $3,644,50
Allowance for loan losses:
Individually evaluated for
impairment $ 91t % 81z $ 671 $ 178 $ 0% 5% 0% 0% 257¢
Collectively evaluated for
impairment 2,017 14,27( 39C 861 86 32 15C 0 17,80¢
Loans acquired with credit
deterioratior 261 5,007 1,12¢ 992 31E 101 0 0 7,80z
Total Allowance for loan losse $ 3,19 $ 20,08¢ $ 2,187 $ 2,02¢ $ 401 $ 13¢€ $ 15C $ 0 $ 28,18¢
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Commercial
Residential Manufactured Residua
and Commercial Mortgage

Industrial Real Estate Construction Real Estate Housing Consumel Warehouse Reserve Total
(amounts in thousand
Three months ended June 30,

2013

Beginning Balance, April 1,

2013 $ 199 $ 1522: $ 427¢ $ 3,24t $ 84¢ $ 141 $ 54 $ 656 $ 26,43¢
Charge-offs (76) (1,48)) (1,479 (65) 0 0 0 0 (3,097
Recoveries 154 8 0 10 0 4 0 0 17¢
Provision for loan losse 417 2,93t 1,50¢ 35¢ (16¥¢) (39 2 (395) 4,62(

Ending Balance, June 30,20 $ 248t $ 1668 $ 4317 $§ 355 $ 67¢ $ 10€ $ 5€ $ 265 $ 28,14.
Six months ended June 30,

2013
Beginning Balance, January 1,

2013 $ 1477 $ 1543¢ $ 3991 $ 3,23 $ 75C $ 154 % 71 $ 72z $ 25,83
Charge-offs (96) (1,897 (1,479 (29¢) 0 0 0 0 (3,65€)
Recoveries 16tE 6C 0 7 0 9 0 0 241
Provision for loan losse 93¢ 3,07 1,79i 51C (72 (57) (15) (459 5,72(

Ending Balance, June 30,20 $ 248t $ 1668 $ 4317 $ 355 $ 67¢ $ 10€ $ 56 $ 26 $ 28,14:
At June 30, 201z
Loans:
Individually evaluated for
impairment $ 10,147 $ 33,34« $ 1097( $ 2,901 $ 0 3% 77 $ 0 3% 0 $ 57,43¢
Collectively evaluated for
impairment 180,93: 1,200,00. 31,69F 121,97 143,92! 1,22¢ 7,56( 0 1,687,31
Loans acquired with cred
deterioratior 5,15¢ 58,03 16,56: 15,12 5,507 502 0 0 100,88

Total loans receivable,
excluding deferred fees and
costs $ 196,23¢ $1,291,38 $ 59,22¢ $139,99! $ 14943. $ 1,80¢ $ 7,56( $ 0 $1,845,64

Allowance for loan losses
Individually evaluated for

impairment $ 60z $ 181¢ $ 153t $ 327 $ 0% 0% 0$ 0% 4,28
Collectively evaluated for
impairment 1,477 9,40z 27¢ 1,022 76 48 5€ 26% 12,62:
Loans acquired with credit
deterioratior 40¢€ 5,46¢ 2,50¢ 2,202 602 58 0 0 11,23¢
Total Allowance for loan losse $ 2,48t $ 16,68 $ 4317 $ 355: $ 67¢ $ 10€ $ 56 $ 26 $ 28,14

The non-covered manufactured housing portfolio prashased in August 2010. A portion of the purchasse may be used to reimburse the
Bank under the specified terms in the purchasesageat for defaults of the underlying borrower attteo specified items. At June 30, 2014
and 2013, funds available for reimbursement, ilessary, were $3.2 million and $2.7 million, respedy. Each quarter, these funds are
evaluated to determine if they would be sufficienabsorb probable losses within the manufactucesing portfolio.
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The changes in accretable yield related to purchassdit-impaired loans for the three and six merghded June 30, 2014 and 2013 were as
follows:

For the three months ended June 3 2014 2013
(amounts in thousand

Accretable yield balance, beginning of per $20,61¢ $29,66¢
Accretion to interest incorr (543 (1,607
Reclassification from nonaccretable difference disgosals, ne (385) (415)
Accretable yield balance, end of per $19,69: $27,64¢
For the six months ended June 3 2014 2013
(amounts in thousand

Accretable yield balance, beginning of per $22,557 $32,17¢
Accretion to interest incorr (1,629 (3,672
Reclassification from nonaccretable difference disgosals, ne (1,249 (859
Accretable yield balance, end of per $19,69: $27,64¢

NOTE 9 — BORROWINGS

On June 26, 2014, Customers Bancorp, Inc. cloggtvate placement transaction in which it issuefl 8tllion of 4.625% senior notes due
2019, and Customers Bank closed a private placetrargaction in which it issued $110 million ofdtkto-floating-rate subordinated notes
due 2029. The aggregate net proceeds from the&tie notes totaled $133.2 million.

The senior notes bear interest at a rate of 4.625%jnterest will be paid semi-annually in arrédardune and December. The subordinated
notes will bear interest at an annual fixed rat6.@425% until June 26, 2024, and interest will b gemiannually. From June 26, 2024, the
subordinated notes will bear an annual interestegtial to three-month LIBOR plus 344.3 basis gaimitil maturity on June 26, 2029.
Customers Bank has the ability to call the sub@idid notes, in whole or in part, at a redemptidcepequal to 100 percent of the principal
balance at certain times on or after June 26, 2024.

The subordinated notes qualify as Tier 2 capitatégulatory capital purposes.

During second quarter 2014, Customers Bank borrds2€® million of longterm FHLB advances. On May 13, 2014, $100 milliaaswssue
at a fixed rate of 1.04% with a maturity on May 2817. On May 20, 2014, there were two additiossliances of $50 million, at fixed rates
of 0.54 % and 1.44%, maturing on May 20, 2016 aray 11, 2018, respectively.

NOTE 10 — SHARE-BASED COMPENSATION

The following information includes the effects dfanges in stock options and exercise prices atidctesl stock units resulting from the 10%
stock dividend declared on May 15, 2014 and issuredune 30, 2014.

Stock Options

During the six months ended June 30, 2014, optiomsirchase an aggregate of 114,978 shares ofgvobimmon stock were granted to
certain officers and team members. The optionsalgect to five-year cliff vesting. The fair valuekthe options were estimated using the
Black-Scholes option pricing model. The followirabte presents the weighted-average assumptionsanskithe resulting weighted-average
fair value of the options granted.

June 30, 201
Weighted-average risk-free interest rate 2.2(%
Expected dividend yiel 0.0(%
Weightec-average expected volatili 17.5%
Weightec-average expected life (in yea 7.0C
Weightec-average fair value of each option gran $ 4.4¢
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The following table summarizes stock option acyi¥dr the six months ended June 30, 2014.

Weighted- Weighted-
average Aggregate
average Remaining
Number Exercise Contractual Intrinsic
of Options Price Term in Years Value
(dollars in thousands, except Weigt-average exercise pric
Outstanding at January 1, 20 3,057,43! $ 12.4:
Grantec 114,97¢ 17.71
Forfeited (7,696 17.6¢
Outstanding at June 30, 20 3,164,71 $ 12.6( 7.7C $23,47¢
Exercisable at June 30, 20 13,68 $ 16.61 3.04 $ 71

Also during the six months ended June 30, 2014 4B9/restricted stock units were granted to cextfiners and team members. Of the
aggregate restricted stock units, 52,537 were gdantder the Bonus Recognition and Retention Pnograd are subject to five-year cliff

vesting. The remainders are subject to three-yldavesting. The following table summarizes resteid stock activity for the six months
ended June 30, 2014.

Weightec-

average grant-
Restricted

Stock Units date fair value
Outstanding and unvested at January 1, 2014 674,81( $ 11.81
Grantec 157,45! 17.6¢
Vested (37,85) 10.91
Forfeited (2,909 11.4¢
Outstanding and unvested at June 30, - 791,51. $ 13.01

Total share-based compensation expense for thaamths ended June 30, 2014 and 2013 was $2.0 méhd $1.5 million, respectively.

Customers Bancorp has a policy that permits itsctiins to elect to receive shares of voting comstook in lieu of their cash retainers. In
January 2014, Customers Bancorp issued 28,095sshfwveting common stock with a fair value of $&8lion to the directors as
compensation for their services during 2013. Duthgsix months ended June 30, 2014, CustomersoBarssued 16,885 shares of voting
common stock with a fair value of $0.3 million twettors as compensation for their services dutiegfirst six months of 2014. The fair
values were determined based on the opening pfittee@ommon stock on the day the shares weredssue
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NOTE 11 — REGULATORY MATTERS

The Bank and the Bancorp are subject to variouslaggry capital requirements administered by tlefal banking agencies. Failure to meet
the minimum capital requirements can result inarrnandatory, and possibly additional discretignactions by regulators that, if
undertaken, could have a direct material effedh@nBancorp’s financial statements. Under capitialg@macy guidelines and the regulatory
framework for prompt corrective action, the Bankl @ancorp must meet specific capital guidelines itihalve quantitative measures of th
assets, liabilities and certain off-balance shteets, as calculated under the regulatory accouptiactices. The capital amounts and
classification are also subject to qualitative jondgts by the regulators about components, riskhtieigs and other factors. Prompt correc
action provisions are not applicable to bank hadiompanies.

Quantitative measures established by regulati@nsare capital adequacy require the Bank and Bprioanaintain minimum amounts and
ratios (set forth in the following table) of tothd Tier 1 capital to riskveighted assets and of Tier 1 capital to averagetagas defined in tl
regulations). At June 30, 2014 and December 313 2 Bank and Bancorp met all capital adequagyirements to which they were
subject.

To be categorized as well capitalized, an insttuthust maintain minimum total risk based, Tieisk based and Tier 1 leveraged ratios a
forth in the following table:

To Be Well Capitalized

Under
For Capital Adequacy Prompt Corrective Action
Actual Purposes Provisions
(dollars in thousand: Amount Ratio Amount Ratio Amount Ratio
As of June 30, 2014
Total capital (to risk weighted assets
Customers Bancorp, In $548,58. 12.82% $ 342,29 8.C% N/A N/A
Customers Ban $572,55( 13.41% $ 339,91 8.C% $ 424,89 10.(%
Tier 1 capital (to risk weighted assets
Customers Bancorp, In $410,39° 9.5% $ 171,14¢ 4.C% N/A N/A
Customers Ban $434,36: 10.22% $ 169,96( 4C% $ 254,93¢ 6.C%
Tier 1 capital (to average assets)
Customers Bancorp, In $410,39° 7.82% $ 209,85 4.C% N/A N/A
Customers Ban $434,36: 8.3:% $ 208,69t 4% $ 260,87 5.C%
As of December 31, 2013
Total capital (to risk weighted assets)
Customers Bancorp, In $411,52° 13.21% $ 249,19¢ 8.C% N/A N/A
Customers Ban $435,43. 14.1% $ 246,93t 8.C% $ 308,67 10.(%
Tier 1 capital (to risk weighted assets
Customers Bancorp, In $387,52¢ 12.4/% $ 124,59 4.C% N/A N/A
Customers Ban $411,43: 13.3% $ 123,46¢ 4C% $ 185,20: 6.C%
Tier 1 capital (to average assets
Customers Bancorp, In $387,52¢ 10.11% $ 153,31( 4.C% N/A N/A
Customers Ban $411,43: 10.81% $ 152,19: 4C% $ 190,23¢ 5.C%

NOTE 12 — DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

The Bancorp uses fair value measurements to réaordalue adjustments to certain assets and iiegsilto disclose the fair value of its
financial instruments. FASB ASC 82%,inancial Instruments requires disclosure of the estimated fair valianoentity’s assets and
liabilities considered to be financial instrumerier the Bancorp, as for most financial institu§pthe majority of its assets and liabilities are
considered to be financial instruments. Howevemyraf these instruments lack an available tradirgket as characterized by a willing
buyer and willing seller engaging in an exchangegaction. For fair value disclosure purposesBtmgcorp utilized certain fair value
measurement criteria under the FASB ASC &24; Value Measurements and Disclosures explained below.

In accordance with ASC 820, the fair value of afigial instrument is the price that would be reedito sell an asset or paid to transfer a
liability in an orderly transaction between marRatticipants at the measurement date. Fair valbessdetermined based upon quoted m:
prices. However, in many instances, there are wbegumarket prices for the Bancorp’s various finaniastruments. In cases where quoted
market prices are not available, fair values ametian estimates using present value or otherti@afui@chniques. Those techniques are
significantly affected by the assumptions useduitiog the discount rate and estimates of futush dlows. Accordingly, the fair value
estimates may not be realized in an immediateesedtht of the instrument.
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The fair value guidance provides a consistent definof fair value, focusing on an exit price in arderly transaction (that is, not a forced
liquidation or distressed sale) between markeigpants at the measurement date under currentanhegkditions. If there has been a
significant decrease in the volume and level ofvigtfor the asset or liability, a change in vaiioa technique or the use of multiple valuation
techniques may be appropriate. In such instan@terrdining the price at which willing market paigignts would transact at the measurer
date under current market conditions depends ofattie and circumstances and requires the usgfisant judgment. The fair value is a
reasonable point within the range that is mostasgmtative of fair value under current market ciows.

Level 1: Unadjusted quoted prices in active markets thatecessible at the measurement date for identinegstricted
assets or liabilities

Level 2: Quoted prices in markets that are not active, putsithat are observable either directly or indiyedor
substantially the full term of the asset or liahil

Level 3:  Prices or valuation techniques that require inphas are both significant to the fair value measwst and
unobservable (i.e., supported with little or no keamactivity).

A financial instrument’s level within the fair vadthierarchy is based on the lowest level of inpat ts significant to the fair value
measurement.

The following methods and assumptions were usestimate the fair values of the Bancorp’s finaniziatruments as of June 30, 2014 and
December 31, 2013:

Cash and cash equivalents:

The carrying amounts reported in the balance gbeetsh and short-term instruments approximatsedlassets’ fair values. These assets are
included as Level 1 fair values, based upon thetvwevel of input that is significant to the faalue measurements.

Investment securities:

The fair value of investment securities availaloledale are determined by obtaining quoted marke¢g on nationally recognized and fore
securities exchanges (Level 1), matrix pricing @le®), which is a mathematical technique used widtethe industry to value debt securities
without relying exclusively on quoted market priéesthe specific securities but rather by relyorgthe securities’ relationship to other
benchmark quoted prices, or externally developedetsathat use unobservable inputs due to limitesbamarket activity of the instrument
(Level 3). These assets are included as Leveldr, 2 fair values, based upon the lowest levehpfit that is significant to the fair value
measurements.

The carrying amount of FHLB, Federal Reserve Bamnkl other restricted stock approximates fair vadinel, considers the limited
marketability of such securities. These asseténataded as Level 2 fair values, based upon theetiwevel of input that is significant to the
fair value measurements.

Loans held for sale - Residential mortgage loans:

The Bancorp generally estimates the fair valudsaris held for sale based on commitments on hamd iinvestors within the secondary
market for loans with similar characteristics. Tédassets are included as Level 2 fair values, ba@sed the lowest level of input that is
significant to the fair value measurements.

Loans held for sale - Mortgage warehouse loans:

The fair value of mortgage warehouse loans is theumt of cash initially advanced to fund the mogegeplus accrued interest and fees, as
specified in the respective agreements. The loaséasl by mortgage companies as short-term bridgading between the funding of
mortgage loans and the finalization of the salthefloans to an investor. Changes in fair valuenateexpected to be recognized since at
inception of the transaction the underlying loaaséhalready been sold to an approved investor.tiadily, the interest rate is variable, and
the transaction is short-term, with an averagedifé7 days from purchase to sale. These asseiscineed as Level 2 fair values, based upon
the lowest level of input that is significant teetfair value measurements.
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Loans receivable, net of allowance for loan losses:

The fair values of loans held for investment atérested using discounted cash flow analyses, usiagket rates at the balance sheet date tha
reflect the credit and interest rate-risk inheiiarthe loans. Projected future cash flows are ¢aled based upon contractual maturity or call
dates, projected repayments and prepayments afipain Generally, for variable rate loans that repfrequently and with no significant
change in credit risk, fair values are based oryoay values. These assets are included as Lefat @alues, based upon the lowest level of
input that is significant to the fair value measneats.

Impaired loans:

Impaired loans are those that are accounted foeruh8C 450Contingencies in which the Bancorp has measured impairmentrgéige
based on the fair value of the loan’s collaterair Falue is generally determined based upon inaeget third-party appraisals of the
properties that collateralize the loans, or disteditash flows based upon the expected proceedse®ssets are included as Level 3 fair
values, based upon the lowest level of input thatgnificant to the fair value measurements.

FDIC loss sharing receivable:

The FDIC loss sharing receivable is measured sepafaom the related covered assets, as it icootractually embedded in the assets a
not transferable with the assets should the absetsld. Fair value is estimated using projectesth @ws related to the loss sharing
agreements based on the estimated losses to brecith@n the loans and the expected reimbursementssises using the applicable loss s
percentages. These cash flows are discountedi¢ztréie estimated timing of the receipt of theslebare reimbursement from the FDIC. 1
asset is included as Level 3 fair value, based dipetowest level of input that is significant tetfair value measurements.

Other real estate owned:

The fair value of OREO is determined using apptsjsghich may be discounted based on managemevisw and changes in market
conditions (Level 3 Inputs). All appraisals mustgezformed in accordance with the Uniform Standafddrofessional Appraisal Practice
(“USPAP"). Appraisals are certified to the Bancamx performed by appraisers on the Bancorp’s agpiréist of appraisers. Evaluations are
completed by a person independent of managemeatcdititent of the appraisal depends on the complekihe property. Appraisals are
completed on a “retail value” and an “as is valudiese assets are included as Level 3 fair vahasgd upon the lowest level of input that is
significant to the fair value measurements.

Accrued interest receivable and payable:

The carrying amount of accrued interest receivahkaccrued interest payable approximates itwédire. These assets and liabilities are
included as Level 2 fair values, based upon theeswevel of input that is significant to the faalue measurements.

Deposit liabilities:

The fair values disclosed for deposits (e.g., #geand noninterest checking, passbook savingshaméy market deposit accounts) are, by
definition, equal to the amount payable on demanteareporting date (i.e., their carrying amount$jese liabilities are included as Level 1
fair values, based upon the lowest level of inpat ts significant to the fair value measuremeRtsr values for fixed-rate certificates of
deposit are estimated using a discounted cashdédeulation that applies interest rates currendiynd offered in the market on certificates to
a schedule of aggregated expected monthly matiotietime deposits. These liabilities are includsd.evel 2 fair values, based upon the
lowest level of input that is significant to therfaalue measurements.

Federal funds purchased:

For these shotierm instruments, the carrying amount is considereshsonable estimate of fair value. These lisslare included as Leve
fair values, based upon the lowest level of inpat ts significant to the fair value measurements.

Borrowings:

Borrowings consist of long-term and short-term FHhd/ances, five-year senior unsecured notes, ayatdinated debt. For the short-term
borrowings, the carrying amount is considered aaeable estimate of fair value and is includedegel 1. Fair values of long-term FHLB
advances are estimated using discounted cash fialysis, based on quoted prices for new FHLB adeamdgth similar credit risk
characteristics, terms and remaining maturity. fitiees obtained from this active market represantigket value that is deemed to represent
the transfer price if the liability were assumedabthird party. Fair values of subordinated debtestimated using discounted cash flow
analysis, based on market rates currently offeresuch debt with similar credit risk
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characteristics, terms and remaining maturity.tRernewly issued $25 million senior unsecured ndtescarrying value was considered a
reasonable estimate of fair value as of secondeu2014 because the notes were issued in an ptdensaction between willing market
participants on June 26, 2014. These liabilitiesiacluded as Level 2 fair values, based upondivest level of input that is significant to the
fair value measurements. The $63 million senioeanesed notes issued during third quarter 2013raded on The NASDAQ Stock Market,
and their price can be obtained daily. This falueaneasurement is classified as Level 1.

Derivatives (Assets and Liabilities):

The fair values of interest rate swaps and cregfivdtives are determined using models that inaateareadily observable market data into a
market standard methodology. This methodology tietsliscounted future fixed cash receipts and ibednted expected variable cash
payments. The discounted variable cash paymentsazetl on expectations of future interest rategetfrom observable market interest
curves. In addition, fair value is adjusted for #ffect of nonperformance risk by incorporatingditealuation adjustments for the Bancorp
and its counterparties. These assets and liabilitie included as Level 2 fair values, based upetowest level of input that is significant to
the fair value measurements.

The fair values of the residential mortgage loamedtments are derived from the estimated fair valbat can be generated when the
underlying mortgage loan is sold in the secondaayket. The Bancorp uses commitments on hand franeh plarty investors to estimate an
exit price, and adjusts for the probability of tmmmitment being exercised based on the Bancantgsrial experience (i.e., pull-through
rate). These assets and liabilities are includddeasl 3 fair values, based upon the lowest le¥@hput that is significant to the fair value
measurements.

Off-balance-sheet financial instruments:

Fair values for the Bancorp’s off-balance-sheariitial instruments (lending commitments and letbéisredit) are based on fees currently
charged in the market to enter into similar agre@s)daking into account the remaining terms ofageements and the counterparties’ credit
standing. These financial instruments are incluatetevel 2 fair values, based upon the lowest lef/glput that is significant to the fair val
measurements. At June 30, 2014 and December 33, #@&fe were no off-balance-sheet financial imsrnts in excess of their contract
value.

The following information should not be interpretesian estimate of the fair value of the entireddgm since a fair value calculation is only
provided for a limited portion of the Bancorp’s etssand liabilities. Due to a wide range of valotiechniques and the degree of subjectivity
used in making these estimates, comparisons betiheddancorp’s disclosures and those of other coiepanay not be meaningful.
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The estimated fair values of the Bancorp’s finanicistruments were as follows at June 30, 2014Baeckmber 31, 2013.

(amounts in thousand

Assets:

Cash and cash equivalel

Investment securities, available for s

Loans held for sal

Loans receivable, net of allowance for loan los
FHLB, Federal Reserve Bank and other restrictecks
Accrued interest receivab

FDIC loss sharing receivah

Derivatives

Liabilities:

Deposits

FHLB advance:

Other borrowing

Subordinated det

Derivatives

Accrued interest payab

(amounts in thousand

Assets:

Cash and cash equivalel

Investment securities, available for s
Loans held for sal

Loans receivable, net of allowance for loan los
FHLB, Federal Reserve Bank and other st
Accrued interest receivab

FDIC loss sharing receivah

Derivatives

Liabilities:

Deposits

Federal funds purchas

FHLB advance:!

Other borrowing:

Subordinated det

Derivatives

Accrued interest payab

Fair Value Measurements at June 30, 201

Quoted
Prices in
Active Significant
Markets for Other Significant
Observable Unobservable
Identical
Carrying Estimated Assets Inputs Inputs
Amount Fair Value (Level 1) (Level 2) (Level 3)
$ 26553 $ 26553¢ $ 26553 $ 0 $ 0
425,06: 425,06: 23,45( 401,61: 0
1,061,39' 1,061,39! 0 1,061,39 0
3,615,911 3,642,41 0 0 3,642,411
75,55¢ 75,55¢ 0 75,55¢ 0
11,61 11,61 0 11,61 0
8,91¢ 8,91¢ 0 0 8,91¢
6,09 6,091 0 6,04: 54
$3,690,89: $3,656,970 $ 555,93t $3,101,04 $ 0
1,301,501 1,303,871 991,50( 312,37t 0
88,25( 90,78( 65,78( 25,00( 0
112,00( 111,98 0 111,98 0
7,18¢ 7,18¢ 0 7,18¢ 0
1,83¢ 1,83¢ 0 1,83¢ 0
Fair Value Measurements at December 31, 20:
Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable Unobservable
Carrying Estimated Assets Inputs Inputs
Amount Fair Value (Level 1) (Level 2) (Level 3)
$ 233,060 $ 233,06f $ 233,06( $ 0 % 0
497,57 497,57 20,71« 476,85¢ 0
747,59: 747,59: 0 747,59: 0
2,441,008  2,444,90 0 0] 2,444,90
43,51 43,51« 0 43,51 0
8,36z 8,36% 0 8,36% 0
10,04¢ 10,04¢ 0 0 10,04¢
3,76: 3,76: 0 3,528 24C
$2,959,92: $2,919,93 $ 478,101 $ 2,441,83 $ 0
13,00( 13,00( 13,00( 0 0
706,50( 708,02! 596,50( 111,52! 0
63,25( 64,76¢ 64,76¢ 0] 0
2,00( 2,00( 0 2,00( 0
3,531 3,531 0 3,53 0
1,67¢ 1,67¢ 0 1,67¢ 0

34



Table of Contents

For financial assets and liabilities measured iatviue on a recurring and nonrecurring basis félirevalue measurements by level within the

fair value hierarchy used at June 30, 2014 and mbee 31, 2013 were as follows:

(amounts in thousand
Measured at Fair Value on a Recurring Basis
Assets
Available-for-sale securities
Mortgage-backed securitie
Equity securities
Derivatives (1
Loans held for sal- fair value optior
Total assets - recurring fair value
measuremen
Liabilities
Derivatives (2
Measured at Fair Value on a Nonrecurring
Basis:
Assets
Impaired loans, net of specific reser
of $2,578
Other real estate ownu
Total assets - nonrecurring fair value
measuremeni

(amounts in thousand
Measured at Fair Value on a Recurring
Basis:
Assets
Available-for-sale securities
Mortgagebacked securitie
Corporate note
Equity securitie:
Derivatives (1
Loans held for sal- fair value optior
Total assets - recurring fair value
measuremeni

Liabilities
Derivatives (2

June 30, 201+«

Fair Value Measurements at the End of the Reportinderiod Using

Quoted Prices in
Active Markets for Significant Other
Observable Inputs

Significant
Unobservable

Identical Assets Inputs
(Level 1) (Level 2) (Level 3) Total

$ 0 $ 401,61: $ 0 $ 401,61:
23,45( 0 0 23,45(

0 6,04: 54 6,097

0 1,061,39 0 1,061,39

$ 23,45( $ 1,469,04! $ 54 $1,492,55.
$ 0 $ 7,18¢ $ 0 $ 7,18¢
$ 0 $ 0 $ 3,84¢ $ 3,84«
0 0 793 793

$ 0 $ 0 $ 4,631 $ 4,63

December 31, 201

Fair Value Measurements at the End of the Reportindgeriod Using

Quoted Prices in
Active Markets for Significant Other
Observable Inputs

Significant
Unobservable

Identical Assets Inputs
(Level 1) (Level 2) (Level 3) Total

$ 0 $ 451,53¢ $ 0 $ 451,53¢
0 25,32¢ 0 25,32

20,71+ 0 0 20,71+

0 $ 3,52 24( $ 3,73¢

0 747,59. 0 747,59:

$ 20,71 $ 1,227,97 $ 24C $1,248,92!
0 $ 3,53i 0 $ 3,53i
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December 31, 201
Fair Value Measurements at the End of the Reportindgeriod Using
Quoted Prices in Significant
Active Markets for Unobservable

Significant Other
Observable Inputs

Identical Assets Inputs
(Level 1) (Level 2) (Level 3) Total
(amounts in thousand
Measured at Fair Value on a Nonrecurring
Basis:
Assets
Impaired loans, net of specific
reserves of $2,34 $ 0 $ $ 3,83¢ $3,83¢
Other real estate own 0 33t 33¢
Total assets - nonrecurring fair value
measurement $ 0 $ $ 4,171 $4,171

(1) Included in Other Asse
(2) Included in Other Liabilitie:

The changes in Level 3 assets measured at faie waidwa recurring basis for the three and six moatited June 30, 2014 and 2013 are

summarized as follows.

(amounts in thousand

Residential
Mortgage
Loan
Commitments

Balance at April 1, 201 $ 102
Issuance: 54
Settlement: (109)
Balance at June 30, 20 $ A
Loans
Held for
Sale (1)
(amounts in thousand
Balance at April 1, 201 $ 3,17:
Recoveries (1,463
Sales (1,019
Transfer from loans held for sale to other assbt (697
Balance at June 30, 20 $ 0
Residential
Mortgage
Loan

(amounts in thousand

Commitments

Balance at January 1, 20 $ 24C
Issuance: 157
Settlement: (349
Balance at June 30, 20 $ 54
Loans
Held for
Sale (1)
(amounts in thousand
Balance at January 1, 20 $ 0
Transfer from Level 2 to Level 3 (. 3,17:
Recoveries (1,467
Sales (1,019

Transfer from loans held for sale to other assbt

Balance at June 30, 20

(697)
$ 0
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(1) The Bancorp’s policy is to recognize transtaesveen levels when events or circumstances wanamgfers. There were no transfers
between levels during the first six months of 2(4ring first quarter 2013, a suspected fraud wasodered in the Bank’s loans held-
for-sale portfolio. Total loans involved in thisfrd initially appeared to be $5.2 million, and ngeraent believed the range of possible
loss to have been between $1.5 million and $3.RamilAccordingly, management provided a loss auygincy of $2.0 million at
March 31, 2013. Due to the uncertainty surroundiregamount of loss, management transferred thess land the related loss
contingency from Level 2 to Level 3. During secaqaarter 2013, the Bank determined that an aggreg&i.0 million of the loans
were not involved in the fraud, and these loansvgebsequently sold. In addition, the Bank reca&fe5 million in cash from the
alleged perpetrator. Since it was determined thedd assets no longer met the definition of a laad,since the Bank is pursuing
restitution through the involved parties, the Baeltermined this to be a receivable. As a reswdtréimaining aggregate $2.7 million of
loans and the related $2.0 million reserve wenesfiexred to other asse

The following table summarizes financial assets famehcial liabilities measured at fair value aslahe 30, 2014 and December 31, 2013
recurring and nonrecurring basis for which the RBapaitilized Level 3 inputs to measure fair value.

Quantitative Information about Level 3 Fair Value Measurements

Fair Value
Range (Weighted
June 30, 201 Estimate Valuation Technique Unobservable Input Average) (3)
(amounts in thousand
Impaired loan: $ 3,84« Collateral appraisal ( Liquidation expenses ( -8%
Other real estate own $ 79: Collateral appraisal (  Liquidation expenses ( -8%
Residential mortgage loan
commitments $ 54 Adjusted market bi Pull-through rate 75%
Quantitative Information about Level 3 Fair Value Measurements
Fair Value
Range (Weighted
December 31, 201 Estimate Valuation Technique Unobservable Input Average) (3)
(amounts in thousand
Impaired loan: $ 3,83¢ Collateral appraisal (  Liquidation expenses ( -3% t0-8% (-5.5%,
Other real estate ownt $ 33t Collateral appraisal (  Liquidation expenses (  -3% t0-8% (-5.5%,
Residential mortgage loan
commitments $ 24C Adjusted market bit Pull-through rate 80%

(1) Obtained from approved independent appraigggraisals are current and in compliance with drpdiicy. The Bancorp does not
discount appraisal:

(2) Fair value is adjusted for costs to s

(3) Presented as a percentage of the value determynapipaisal

NOTE 13 — DERIVATIVE INSTRUMENTS AND HEDGING ACTIVI TIES
Risk Management Objectives of Using Derivatives

Customers Bancorp is exposed to certain risksngrisom both its business operations and econoomditions. Customers Bancorp manages
economic risks, including interest rate, liquidiand credit risk, primarily by managing the amowsotjrces, and durations of its assets and
liabilities. Specifically, Customers Bancorp entit® derivative financial instruments to managpasures that arise from business activities
that result in the receipt or payment of futurewnand uncertain cash amounts, the value of whiellatermined by interest rates.
Customers Bancorp’s derivative financial instrurseare used to manage differences in the amournhgjrand duration of Customers
Bancorp’s known or expected cash receipts anchitsvk or expected cash payments principally reladegbrtain fixed-rate borrowings.
Customers Bancorp also has interest-rate derivategulting from a service provided to certain dyialg customers, and therefore, they are
not used to manage the Bank’s interest-rate risisgets or liabilities. The Bank manages a matbbed# with respect to its derivative
instruments used in this customer service in ota@ninimize its net risk exposure resulting frontlstransactions.

Cash Flow Hedges of Interest Rate Risk

Customers Bancorp’s objectives in using interet-gerivatives are to add stability to interestenge and to manage exposure to interest rat
movements. To accomplish this objective, the Bgmpoimarily uses interest rate swaps as part ohieyest-rate-risk management strategy.
Interest-rate swaps designated as cash flow hedgelse the receipt of variable amounts from a deyparty in exchange for the Bancorp
making fixed-rate payments over the life of theesgnents without exchange of the underlying notianabunt.
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The effective portion of changes in the fair vatii@lerivatives designated and qualifying as casiv thedges is recorded in accumulated ¢
comprehensive income and is subsequently recledsiito earnings in the period that the hedgedcimsd transaction affects earnings.
During the three and six months ended June 30,,20h derivatives were used to hedge the varizdsbk flows associated with a forecasted
issuance of debt. The ineffective portion of tharge in fair value of the derivatives is recognidedctly in earnings. During the three and
six months ended June 30, 2014, Customers Bandmotirecord any hedge ineffectiveness.

Amounts reported in accumulated other compreheristame related to derivatives will be reclassifiednterest expense as interest
payments are made on the Bancorp’s variable-rdie @ihe Bancorp does not expect to reclassify anguats from accumulated other
comprehensive income to interest expense duringekiel2 months as Customers Bancorp’s derivativeffective after April 2016.

Customers Bancorp is hedging its exposure to thiabitity in future cash flows for forecasted traons over a maximum period of 24
months (excluding forecasted transactions relaie¢td payment of variable interest on existingriitial instruments).

At June 30, 2014, Customers Bancorp had one odisigmterest rate derivative with a notional amtoein$150.0 million that was designa
as a cash flow hedge of interest rate risk.

Derivatives Not Designated as Hedging Instruments

The Bank executes interest rate swaps with comuaddranking customers to facilitate their respectisk management strategies (typically
the loan customers will swap a floating rate loaa fixed rate loan). The customer interest ratepsaare simultaneously offset by interest
swaps that the Bank executes with a third partyrdier to minimize interest rate risk exposure masglfrom such transactions. Since the
interest rate swaps associated with this programodoneet the hedge accounting requirements, clsangdhke fair value of both the customer
swaps and the offsetting third-party market swaps@cognized directly in earnings. At June 30,£2Qke Bancorp had 42 interest rate swaps
with an aggregate notional amount of $251.1 millielated to this program. At December 31, 2013 Baecorp had 28 interest rate swaps
with an aggregate notional amount of $150.3 millielated to this program.

The Bank enters into residential mortgage loan camenmts in connection with its mortgage bankingwdii¢s to fund mortgage loans at
specified rates and times in the future. These ciommemts are short-term in nature and generallyrexpi 30 to 60 days. The residential
mortgage loan commitments that relate to the oaidm of mortgage loans that will be held for sale considered derivative instruments
under applicable accounting guidance and are regait fair value, with changes in fair value reeardirectly to earnings. At June 30, 2014
and December 31, 2013, the Bank had an outstamditignal balance of residential mortgage loan commints of $7.6 million and $7.1
million, respectively.

During first quarter 2014, the Bank purchased ¢reeglivatives to hedge the performance risk assettiaith one of its counterparties. These
derivatives are not designated as hedging instrtsyend are reported at fair value, with changdaiinvalue reported directly in earnings. At
June 30, 2014, the Bank had an outstanding nottmalahce of credit derivatives of $13.4 million.

Fair Value of Derivative Instruments on the BalanceSheet

The following table presents the fair value of Bencorp’s derivative financial instruments as veallthe classification on the balance sheet a:
of June 30, 2014 and December 31, 2013.

June 30, 201«
Derivative Assets Derivative Liabilities
Balance Shee

Balance Shee

Location Fair Value Location Fair Value
(amounts in thousand
Derivatives designated as cash flow hed
Interest rate sway Otherasse $ 0 Other liabilities $ 957
Total $ 0 $ 957
Derivatives not designated as hedging instrum
Interest rate swag Otherasse $ 5,91( Other liabilities $ 6,23z
Credit contract: Other asse 13¢ Other liabilitie: 0
Residential mortgage loan commitme Other asse 54 Other liabilities 0
Total $ 6,097 $ 6,23¢
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(amounts in thousand

Derivatives not designated as hedging instrum

Interest rate sway
Residential mortgage loan commitme

Total

December 31, 201.

Derivative Assets

Derivative Liabilities

Balance Shee
Balance Shee

Location Fair Value Location Fair Value
Otherasse $ 3,52¢ Other liabilites $ 3,537
Otherasse  24C Other liabilites 0

$ 3,76:¢ $ 3,53

Effect of Derivative Instruments on Comprehensive mcome

The following tables present the effect of the Bapts derivative financial instruments on comprehensiceme for the three and six mon

ended June 30, 2014 and 2013.

(amounts in thousand
Derivatives not designated as
hedging instrument:
Interest rate sway
Credit contract:
Residential mortgage loan
commitments

Total

(amounts in thousand
Derivatives not designated as
hedging instrument:
Interest rate swaf

(amounts in thousand
Derivatives not designated as
hedging instrument:
Interest rate sway
Credit contract:
Residential mortgage loan
commitments

Total

Three Months Ended June 30, 201

Amount of income (loss

Income Statement Locatior recognized in earnings

Other norinterest incom $ (250
Other nor-interest incom 14
Mortgage loan and banking inco (49

$ (285)

Three Months Ended June 30, 201
Amount of income (loss

Income Statement Locatior recognized in earnings

Other norinterest income $ 15E

Six Months Ended June 30, 201
Amount of income (loss

Income Statement Locatior recognized in earnings

Other norinterest incom $ (309
Other norinterest incom (13%)
Mortgage loan and banking inco (186€)

$ (630)
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Six Months Ended June 30, 201
Amount of income (loss

Income Statement Locatior recognized in earnings
(amounts in thousand
Derivatives not designated as hedging
instruments
Interest rate swag Other norinterest incom $ 19¢

Three Months Ended June 30, 201

Location of Loss Amount of Loss
Amount of Loss Reclassified from Reclassified from
Recognized in OCI on Accumulated OCI into Accumulated OCI into
Derivatives (Effective Portion) (1 Income (Effective Portion’ Income (Effective Portion’
(amounts in thousand
Derivative in cash flow
hedging relationship:
Interest rate swag $ (1,059 Interest expens $ 0

Six Months Ended June 30, 201

Location of Loss Amount of Loss
Amount of Loss Reclassified from Reclassified from
Recognized in OCI on Accumulated OCl into Accumulated OCI into
Derivatives (Effective Portion) (1 Income (Effective Portion’ Income (Effective Portion’
(amounts in thousand
Derivative in cash flow
hedging relationship:
Interest rate swaf $ (622) Interest expens $ 0

(1) Net of taxes

Credit-risk-related Contingent Features

By entering into derivative contracts, the Bankxposed to credit risk. The credit risk associatél derivatives executed with Bank
customers is the same as that involved in exterttii@gelated loans and is subject to the same atdrledit policies. To mitigate the credit-
risk exposure to major derivative dealer countdigsrthe Bancorp only enters into agreements thitse counterparties that maintain credit
ratings of high quality.

Agreements with major derivative dealer counteipartontain provisions whereby default on any efBancorp’s indebtedness would be
considered a default on its derivative obligatioftse Bancorp also has entered into agreementsahédin provisions under which the
counterparty could require the Bancorp to seti®liligations if the Bancorp fails to maintainstatus as a well/adequately-capitalized
institution. As of June 30, 2014, the fair valuedefivatives in a net liability position (which incles accrued interest but excludes any
adjustment for nonperformance-risk) related todregreements was $7.3 million. In addition, thed®ap has minimum collateral posting
thresholds with certain of these counterpartied,atnJune 30, 2014 had posted $7.4 million asteoia The Bancorp records cash posted as
collateral as a reduction in the outstanding baasfccash and cash equivalents and an increabke imelance of other assets.

40



Table of Contents

Disclosures about Offsetting Assets and Liabilities

The following tables present derivative instrumeht are subject to enforceable master nettirmngements. The Bancorp’s interest rate

swaps with institutional counterparties are subjechaster netting arrangements and are includétkitable below.

Interest rate swaps with commercial banking custeraad residential mortgage loan commitments arsuigect to master netting
arrangements and are excluded from the table bdlbesBancorp has not made a policy election toetfts derivative positions.

Offsetting of Financial Assets and Derivative Asset
At June 30, 2014

Gross Amounts Net Amounts of Gross Amounts not Offset in the
Offset in the Assets Presente Consolidated Balance Shee
Gross Amount of ~ Consolidated  in the Consolidatec Financial Cash Collatera
Recognized Asse  Balance Shee Balance Shee Instruments Received Net Amount
(amounts in thousand
Description
Interest rate swap derivatives with
institutional counterpartie $ 53 $ 0 $ 53 $ 53 $ 0 $ 0
Offsetting of Financial Liabilities and Derivative Liabilities
At June 30, 2014
Gross Amounts Net Amounts of Gross Amounts not Offset in the
Offsetinthe  Liabilities Presentec Consolidated Balance Shee
Gross Amount of Consolidated  in the Consolidated Financial Cash Collateral
Recognized Liabilities  Balance Shee Balance Shee Instruments Pledged Net Amount
(amounts in thousand
Description
Interest rate swap derivatives with
institutional counterpartie $ 7,141 $ 0 $ 7,141 $ 5 $ 7,08t $ 0
Offsetting of Financial Assets and Derivative Asset
At December 31, 2013
Gross Amounts Net Amounts of Gross Amounts not Offset in the
Offset in the Assets Presente Consolidated Balance Shee
Gross Amount of Consolidated  in the Consolidatec Financial Cash Collatera
Recognized Asse Balance Shee Balance Shee Instruments Received Net Amount
(amounts in thousand
Description
Interest rate swap derivatives
with institutional
counterpartie: $ 392 $ 0 $ 392 $ 39z $ 0 $ 0




Offsetting of Financial Liabilities and Derivative Liabilities
At December 31, 2013

Gross Amounts Net Amounts of Gross Amounts not Offset in the
Offset in the Liabilities Presentec Consolidated Balance Shee
Gross Amount of Consolidated in the Consolidated Financial Cash Collateral
Recognized Liabilities  Balance Shee Balance Shee Instruments Pledged Net Amount
(amounts in thousand
Description
Interest rate swap derivatives with
institutional counterpartie $ 3,191 $ 0 $ 3,191 $ 392 % 2,79¢ $ 0
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ITEM 2. Management'’s Discussion and Analysis of Fiancial Condition and Results of Operations.
Cautionary Note Regarding Forward-Looking Statemen$

This report and all attachments hereto as welklasravritten or oral communications made from tiiméime by Customers Bancorp may
contain certain forward-looking information withihe meaning of the Securities Act of 1933, as araéndnd the Securities Exchange Act of
1934, as amended. These statements relate to Butergs or future predictions, including eventpiadictions relating to future financial
performance, and are generally identifiable byube of forward-looking terminology such as “beligyeexpects,” “may,” “will,” “should,”
“plan,” “intend,” “anticipates,” “strategies” or ¢hnegative thereof or comparable terminology, odisgussion of strategy that involve risks
and uncertainties. These forward-looking statemargonly predictions and estimates regarding éuwents and circumstances and involve
known and unknown risks, uncertainties and othetiofa, including the risks described under “Risktbes” that may cause actual results,
levels of activity, performance or achievementbaanaterially different from any future resultsyéés of activity, performance or
achievements expressed or implied by such forwaoltihg statements. This information is based oiouarassumptions that may not prove
to be correct. These forward-looking statementssabgect to significant uncertainties and contirges, many of which are beyond the
control of the Bancorp and the Bank. Although tkpeetations reflected in the forward-looking stageis are currently believed to be
reasonable, future results, levels of activity f@@nance or achievements cannot be guaranteedrdiogly, there can be no assurance that
actual results will meet expectations or will netrbaterially lower than the results contemplatethis report and attachments hereto. You
cautioned not to place undue reliance on thesediahlooking statements, which speak only as ofitite of this report or, in the case of
documents referred to, the dates of those documiatther Customers Bancorp nor the Bank undertakgbligation to release publicly or
otherwise provide any revisions to these forwalkiog statements to reflect events or circumstaaétes the date of this report or to reflect
the occurrence of unanticipated events, exceptagsha required under applicable law.

” o« ” o«

Managemens discussion and analysis represents an overvigledfnancial condition and results of operatias] highlights the significa
changes in the financial condition and resultspdrations, as presented in the accompanying caiagedl financial statements for Customers
Bancorp, a financial holding company, and its whollvned subsidiaries, including Customers BanksTifiormation is intended to facilitate
your understanding and assessment of significaarigds and trends related to Customers Ba'’s financial condition and results of
operations as of and for the three and six montde@ June 30, 2014. All quarterly information irsthlanagemens Discussion and Analy:s

is unaudited. You should read this section in cociion with “Management’s Discussion and Analydigimancial Condition and Results of
Operation” included in Customers Bancorp’s filing leorm 10-K for the fiscal year ended December2813.

Critical Accounting Policies

We have adopted various accounting policies thaegothe application of accounting principles gatigraccepted in the United States of
America and that are consistent with general prastwithin the banking industry in the preparatibour financial statements. Our
significant accounting policies are described ifOTNE 3 — SIGNIFICANT ACCOUNTING POLICIES AND BASIS BPRESENTATION”
to our audited financial statements included in2Qt3 Form 10-K and updated in this report on Fb@sQ for the quarterly period ended
June 30, 2014.

Certain accounting policies involve significant gmdents and assumptions by Customers Bancorp thatdhmaterial impact on the carrying
value of certain assets and liabilities. We considese accounting policies to be critical accounolicies. The judgment and assumptions
used are based on historical experience and atbtar§, which are believed to be reasonable uthaecitcumstances. Because of the natu
the judgments and assumptions management makea| eedults could differ from these judgments astihgates, which could have a
material impact on the carrying values of our asaet liabilities and our results of operationsefEhhave been no material changes in our
critical accounting policies, judgments and estasaincluding assumptions or estimation techniquidiged, as compared to those disclosed
in our 2013 Form 10-K.

Second Quarter Events of Note

Following a successful 2013 and first quarter df£20Customers Bancorp continued its strong perfamaahrough second quarter 2014. A
notably, total assets were $5.6 billion as of J8®e2014, an increase of $0.6 billion from March 3014 and $1.5 billion from December 31,
2013. During second quarter 2014, the Bancorp getisignificant organic loan growth in its multifidy loans (up $246 million) and
commercial real estate and commercial and indlstdas (up $157 million). Loans held for sale gi#864 million during second quarter
2014 driven by increased lending to mortgage corneisaas home sales and refinancing activity rebodimégionally. Asset quality remained
high and capital ratios exceeded levels establiftretivell-capitalized” banks. During second quar2©14, the Bank issued $110 million in
fixed-to-floating rate subordinated debt, which increasedTier 2 capital for the Bank and the Bancorp, tnedBancorp issued $25 million
senior unsecured debt. Financial results for secuiagter 2014 included strong earnings of $10.H%anila record high, or $0.37 per diluted
share. Customers Bancorp also declared a 10 pestoehkt dividend on May 15, 2014 which was issuedume 30, 2014. Amounts reportel
common stock, additional paid in capital and regdiparnings as of June 30, 2014, as well as ailge amounts in this Form 10-Q for the
quarterly period ended June 30, 2014, have beasstadito give effect to this stock dividend.
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Results of Operations
Second Quarter 2014 Compared to Second Quarter 2013

Net income available to common shareholders inext&2.0 million (24.4%) to $10.2 million for theréle months ended June 30, 2C
compared to $8.2 million for the three months endiate 30, 2013. The increased net income resutted icreased net interest income of
$10.8 million and increased non-interest incom&lo# million, partially offset by increased nondrest expense of $8.3 million, increased
income tax expense of $1.1 million, and increagedipion for loan losses of $0.8 million.

Net interest income increased $10.8 million (41.48t}he three months ended June 30, 2014 to $88li&n, compared to $26.1 million fc
the three months ended June 30, 2013. This increasted principally from an increase in averagnlbalances of $1.8 billion, offset in
by a 33 basis point decrease in average yieldstereist earning assets to 3.60% net of a 5 basis gecrease in the cost of funding. The
reduced yields are primarily driven by a decreasmarket interest rates on loans, payoffs on magunigher yielding loans, and growth of
multi-family loans, which have high credit qualltyt yield less than the average yield on the ctitcem portfolio.

The provision for loan losses increased by $0.8anito $2.9 million for the three months ended€@0, 2014, compared to $2.1 million for
the same period in 2013. The increase in the pmvier loan losses during second quarter 2014 pviasarily driven by growth in the
portfolio of loans held for investment and reduestimated benefits from the FDIC loss sharing rexdse.

Nor-interest income increased $1.4 million during theé months ended June 30, 2014 to $6.9 milliompewed to $5.6 million for the thr
months ended June 30, 2013. The increase in 2044tributable to mortgage loan and banking incomiéch includes a gain realized from
the sale of loans acquired from Flagstar Bank (U #illion), management advisory fees earned mjwtction with an equity investment in
a foreign entity (up $0.5 million), gains realizedm sales of investment securities (up $0.4 milljoncreased income from bank owned life
insurance (up $0.3 million), and increased gaiaized from sales of SBA loans (up $0.2 millionffset in part by decreased mortgage
warehouse transactional fees (down $1.7 million).

Nor-interest expense increased $8.3 million duringttinee months ended June 30, 2014 to $25.2 mikkiompared to $16.9 million during
the three months ended June 30, 2013. Expensesmgeat in 2014 principally for salaries and empldyexefits as staffing levels grew to
support the growing business (up $3.1 million)easment for FDIC insurance and other regulatory &sethe bank grew and other costs v
incurred (up $2.0 million), professional services ban workout, litigation, and development of erals to respond to increased regulatory
inquiries triggered by increasing levels of growtid complexity (up $1.0 million), technology, commuation and bank operations to further
support and build infrastructure (up $0.6 millioagcupancy as the business expansion into new isake increased activity in existing
markets required additional facilities (up $0.5lioi), and increased expenses associated with a¢héestate owned (up $0.4 million).

Income tax expense increased $1.1 million in theettmonths ended June 30, 2014 to $5.5 million evetpto $4.4 million in the same
period of 2013. The increase in the income tax rgpavas primarily due to an increase of $3.1 nmillilmnet income before taxes over the
same period in 2013.
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Net Interest Incom

Net interest income (the difference between ther@st earned on loans, investments and in-earning deposits with banks, and interest
on deposits, borrowed funds and subordinated debte primary source of Customers Bancorp’s egsiiithe following table summarizes
the Bancorp’s net interest income and related sipaed margin for the periods indicated.

(amounts in thousand
Assets
Interest earning depos
Investment securities, taxable (
Loans held for sal
Loans, taxable (B
Loans, no-taxable (B)
Less: Allowance for loan loss:
Other intere-earning asse!
Total interest earning assett
Nonr-interest earning asse
Total assets
Liabilities
Interest checkin
Money marke
Other saving:
Certificates of depos
Total interest bearing depos
Borrowings
Total interest-bearing liabilities
Nonr-interes-bearing deposit
Total deposits & borrowing
Other norinterest bearing liabilitie
Total liabilities
Shareholders Equity

Total liabilities and shareholders’ equity

Net interest earning
Tax equivalent adjustment (!

Net interest earning
Interest spread
Net interest margin

Net interest margin tax equivalent (C)

Three Months Ended June 30

2014 2013
Average Average
Interest Interest
Income or  Yield or Income or  Yield or
Average Average
Balance Expense Cost Balance Expense Cost
$ 211,43t $ 13¢ 0.252% $ 178,62t $ 114 0.25%
448,05¢ 2,54: 2.2% 181,55 1,082 2.3%
777,00( 6,71¢ 3.4%% 1,158,97. 11,155 3.8%
3,520,21. 35,04 3.9% 1,696,97 19,09¢ 4.51%
24,65 17¢ 2.9(% 14,52¢ 97 2.68%
(27,457 (26,539
64,06 481 3.01% 29,52¢ 124 1.65%
5,017,97: 45,09: 3.6(%  3,233,65 31,67 3.9%%
230,01 144,79
$5,247,98! $3,378,44
$ 59,61¢ 76 0.51% $ 44,09: 47 0.42%
1,641,33. 2,51 0.62% 1,056,80. 1,857 0.7(%
45,28¢ 50 0.4%% 29,62: 36 0.4%
1,319,35 3,084 0.94% 1,278,89: 3,19¢ 1.0(%
3,065,59 5,72i 0.7%  2,409,41 5,13¢ 0.86%
1,171,761 2,43t 0.82% 357,78 421 0.4%%
4,237,36: 8,16z 0.7%  2,767,19 5,557 0.81%
585,37( 269,61¢
4,822,73. 0.6&%  3,036,81 0.7%%
16,62: 15,26¢
4,839,35! 3,052,07
408,63 326,36¢
$5,247,98! $3,378,44
36,93( 26,11¢
96 52
$37,02¢ $26,16¢
2.9% 3.19%
2.95% 3.24%
2.96% 3.25%

(A) For presentation in this table, average balaresel the corresponding average rates for investseenrities are based upon historical
cost, adjusted for amortization of premiums andetam of discounts

(B) Includes no-accrual loans, the effect of which is to reduceytieéd earned on loans, and deferred loan 1

(C) Full tax-equivalent basis, using a 35% statutory tax ratpfiroximate interest income as a taxable a
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The following table presents the dollar amountledrges in interest income and interest expengidéamajor categories of interest-earning
assets and interest-bearing liabilities. Informai®provided for each category of interest-earm@iggets and interest-bearing liabilities with
respect to (i) changes attributable to volume,(tlanges in average balances multiplied by therqperiod average rate) and (ii) changes
attributable to rate (i.e., changes in averagematitiplied by prior-period average balances). porposes of this table, changes attributable to
both rate and volume which cannot be segregateel haen allocated proportionately to the change@welume and the change due to rate.

Three Months Ended June 30

2014 vs. 201
Increase (decrease) du
to change in
Rate Volume Total

(amounts in thousand
Interest income:
Interest earning depos $ (1) $ 20 $ 1¢
Investment securitie (53 1,51« 1,461
Loans held for sal (1,052 (3,390 (4,442
Loans, taxabl (2,437%) 18,38( 15,94
Loans, no-taxable 9 72 81
Other intere-earning assel 142 214 357
Total interest income (3,390 16,81( 13,41¢
Interest expense
Interest checkini 11 18 28
Money market deposit accout (260) 92( 66(
Savings 4 18 14

Certificates of depos (211) 99 (112)
Total interest bearing depos (464) 1,05¢ 591
Borrowings 507 1,507 2,01
Total interest expense 43 2,562 2,60t
Net interest income $ (3,439 $ 14,24¢ $10,81¢

Net interest income for the three months ended 30n2014 was $36.9 million, an increase of $10i8an, or 41.4%, when compared to r
interest income of $26.1 million for the three mtnénded June 30, 2013. This net increase was nisirtiee result of an increase of $1.8
billion in average interest-earning assets, ofiged decrease of 33 basis points in the averad@ gieinterest-earning assets. Although
average interest-bearing liabilities for the thneenths ended June 30, 2014 increased by $1.5rbilllten compared to average interest-
bearing liabilities for the three months ended J8®e2013, the related average cost of interestiimpliabilities decreased 4 basis points; and
as a result, these changes had a minimal net ingpaét interest income for the same time period.

As evidenced by the table above, both rate andhwelchanges within “Loans, taxable” had a signifieffect on net interest income. Within
“Loans, taxable,” changes in the following categsmprimarily were responsible for the net incréadean volume:
» $1.1 billion increase in the average balance of i-family loans due to growth of the mi-family lending business; ar
* $366.4 million increase in the average balasfammmercial loans primarily due to the growthtteé commercial and industrial
loan portfolio, including owner occupied commergcighl estate loan

These particular increases in loan volume weredhalt of concentrated efforts by Customers Baldisling teams to execute an organic
growth strategy.

The key measure of net interest income is netéstanargin. Customers’ net interest margin (tax\edent) decreased 29 basis points to
2.96% for the three months ended June 30, 2014 wivepared to the net interest margin (tax equivaleii3.25% for the same period in
2013. The decrease resulted primarily from a deeré@athe average yield on loans from 4.51% to%.9%ue to the maturity of higher-
yielding loans and the growth of mi-family loan products, which have higher credit lifyabut yield less than the average yield on the
current loan portfolio.

Provision for Loan Losse

We have established an allowance for loan lossesigih a provision for loan losses charged as arresgon the consolidated statements of
income. The loan portfolio is reviewed quarterlyet@luate the outstanding loans and to measurethetherformance
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of the portfolio and the adequacy of the allowaftzdoan losses. At June 30, 2014, approximatel$%a of the loan portfolio was covered
under loss sharing agreements with the FDIC. Chaffgeincurred above the original estimated valteetaken as additional provisions, and a
corresponding receivable due from the FDIC is réedras a reduction to the provision for loan lo$sethe portion anticipated to be
recovered under the loss sharing agreements. Csmlyeif the estimated cash flows on the coverati$ancrease, all or a portion of the
previously recorded provision for loan losses Wwélreversed, and the corresponding receivablerdoethe FDIC will be written down as an
increase to the provision for loan losses.

The provision for loan losses increased by $0.8anito $2.9 million for the three months ended€@0, 2014, compared to $2.1 million for
the same period in 2013. The increase in the 2@dvigion was principally the result of growth iretportfolio of loans held for investment as
asset quality continues to improve.

For more information about our provision and alloas& for loan losses and our loss experience, seslitRisk” and “Asset Quality” herein.
Nor-Interest Income

The table below presents the components of nomeistténcome for the three months ended June 3@} 206d 2013.

Three Months Ended June 30
2014 2013

(amounts in thousand
Mortgage warehouse transactional f $ 2,21f $  3,86¢

Mortgage loan and banking incor 1,55¢ 0
Bank-owned life insuranc 83¢ 567
Gain on sale of SBA loar 572 35¢
Gain on sale of investment securit 35¢ 0
Deposit fee: 212 15¢
Other 1,16% 59¢
Total nor-interest income $ 6,911 $ 5,55(

Nor-interest income increased $1.4 million during theé months ended June 30, 2014 to $6.9 milliompewed to $5.6 million for the thr
months ended June 30, 2013. The increase in 2Gttrilsutable to mortgage loan and banking incomtéch includes a gain realized from
the sale of loans from Flagstar Bank (up $1.6 oillj management advisory fees earned in conjunetitnan equity investment in a foreign
entity (up $0.5 million), gains realized from satdsnvestment securities (up $0.4 million), incsed income from bank owned life insurance
(up $0.3 million), and increased gains realizednfigales of SBA loans (up $0.2 million), offset erjpby decreased mortgage warehouse
transactional fees (down $1.7 million).

Nor-Interest Expense

The table below presents the components of nomeisttexpense for the three months ended June 39,8 2013.

Three Months Ended June 30

2014 2013

(amounts in thousand

Salaries and employee bene $ 11,59 $  8,50¢
FDIC assessments, taxes and regulatory 3,07¢ 1,05¢
Occupancy 2,59¢ 2,11(
Professional service 1,881 1,252
Technology, communications and bank operat 1,621 1,061
Other real estate ownt 89C 52t
Loan workoult 477 72
Advertising and promotio 42¢ 40¢
Other 2,64¢ 1,901
Total nor-interest expens $ 25,20¢ $ 16,89
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Nor-interest expense was $25.2 million for the thremiins ended June 30, 2014, an increase of $8.@milbm non-interest expense of
$16.9 million for the three months ended June 8232

Salaries and employee benefits, which represeratbest component of nanterest expense, increased $3.1 million (36.29#1tb.6 millior
for the three months ended June 30, 2014. The prireason for this increase was an increase imtingber of employees from 332 full-time
equivalents at June 30, 2013 to 407 full-time egj@nts at June 30, 2014. This was directly reltdetie need for additional employees to
support our organic growth and expansion into newkets. More specifically, the increased headc@munéeded to support the growing
multi-family, commercial real estate and commeraiad industrial loan portfolios.

FDIC assessments, taxes and regulatory fees iratdns$2.0 million, or 190.9% to $3.1 million fdret three months ended June 30, 2014
from $1.1 million for the three months ended JuBe2®13. The primary reasons for this increase weleged to higher Pennsylvania bank
shares tax expense that resulted from legislatiamges to the tax calculation, increased depasihjums and other regulatory and filing fe

Occupancy expense increased by $0.5 million, @%3rising to $2.6 million for the three months eddlune 30, 2014 from $2.1 million for
the three months ended June 30, 2013. The incvesseelated to building the infrastructure to supgoowth and expansion into new
markets.

Professional services expense increased by $0lidmibr 50.2%, to $1.9 million for the three mosttnded June 30, 2014 from $1.3 million
for the three months ended June 30, 2013. Thisaser was primarily attributable to higher legal endsulting expenses in 2014 related to
loan workout, litigation and other general reguigtmatters.

Technology, communication and bank operations aszd by $0.6 million, or 52.8%, rising to $1.6 moill for the three months ended
June 30, 2014 from $1.1 million for the three merghded June 30, 2013. The primary reason foirthisase was related to building the
infrastructure to support growth through increassthnology improvements and upgrades as well asas$is related to expanding
technological platforms into new markets. This esponds with our philosophy of “high touch, higbhte whereby we provide an
exceptional level of customer service supportedthte-of-the-art technology.

Other expenses increased by $0.7 million, or 39tH%2.6 million for the three months ended June2B04, compared to $1.9 million for t
three months ended June 30, 2013 reflecting inecegeneral expenses to support a rapidly growisinbss.

Income Taxe

Income tax expense was $5.5 million and $4.4 mmilli@spectively, for the three months ended Jun@@D4 and 2013. The increase in the
income tax provision was primarily due to the iras® in net income before taxes of approximately #8llion.

The effective tax rate for the three months endee B0, 2014 and 2013 was approximately 35 percent.

Six months ended June 30, 2014 compared to the six months ended June 30, 2013

Customers Bancorp had net income of $18.4 millmrtlie six months ended June 30, 2014 compareéttmeome of $15.4 million for the
six months ended June 30, 2013, an increase of$i8ion, or 19.2%. Diluted earnings per share wg0e56 for the six months ended
June 30, 2014 and $0.69 for the six months endeel 30, 2013, an earnings decrease of $0.03 pez.shar

47



Table of Contents

NetInterest Income

Net interest income (the difference between ther@st earned on loans, investments and in-earning deposits with other banks, and
interest paid on deposits and borrowings) is tlmamy source of our earnings. The following tahlensnarizes net interest income and the
related spread and margin for the periods indicated

For the Six Months Ended June 30

2014 2013
Average Average
Interest Interest
Income Yield or Income Yield or
Average or Average or
Balance Expense Cost Balance Expense Cost
(amounts in thousand
Assets

Interest earning depos $ 199,06¢ $ 24¢ 0.2%% $ 176,55¢ $ 222 0.25%
Investment securities, taxable ( 482,29( 5,58: 2.3% 162,39¢ 1,911 2.35%
Loans held for sal 672,34¢ 11,79¢ 3.5%6 1,141,29 22,04: 3.8%
Loans, taxable (B 3,171,05 63,23 4.02%  1,538,98 35,12¢ 4.6(%
Loans, no-taxable (B) 24,34: 34E 2.86% 13,01¢ 16¢ 2.61%
Less: Allowance for loan loss: (25,996 (26,417
Other intere-earning asse! 51,10¢ 762 3.01% 29,45¢ 22E 1.54%
Total interest earning assett 4,574,21! 81,96¢ 3.61%  3,035,29: 59,69 3.96%
Nonr-interest earning asse 237,32( 136,31

Total assets $4,811,53! $3,171,60!

Liabilities

Interest checkin $ 58,35( 14¢€ 0.5(% $ 40,01¢ 85 0.43%
Money marke 1,519,99i 4,71¢ 0.6%  1,025,80: 3,55 0.7(%
Other saving: 41,81¢ 90 0.4%% 28,16¢ 71 0.5(%
Certificates of depos 1,286,29! 6,19( 0.9%  1,235,85 6,56¢ 1.07%
Total interest bearing depos 2,906,45 11,14 0.7%  2,329,84. 10,27: 0.8<%
Borrowings 863,26’ 4,10: 0.95% 265,07: 68C 0.52%
Total interest-bearing liabilities 3,769,72. 15,24¢ 0.81% 2,594,91. 10,95: 0.85%
Nonr-interes-bearing deposit 625,84 262,29:
Total deposits & borrowing 4,395,57. 0.7(%  2,857,20! 0.71%
Other norinterest bearing liabilitie 14,13 13,90

Total liabilities 4,409,70! 2,871,10:
Shareholder¢ equity 401,83« 300,50:
Total liabilities and shareholders’ equity $4,811,53! $3,171,60!
Net interest earning 66,72 48,74:
Tax equivalent adjustment (! 18¢€ 91
Net interest earning $66,90¢ $48,83:

Interest spread 2.91% 3.1%%

Net interest margin (D) 2.94% 3.2%

Net interest margin tax equivalent (C) 2.95% 3.2%

(A) For presentation in this table, balances amrdctirresponding average rates for investment sexsuare based upon historical cost,
adjusted for amortization of premiums and accretibdiscounts

(B) Includes no-accrual loans, the effect of which is to reduceytieéd earned on loans, and deferred loan 1

(C) Full tax equivalent basis, using a 35% statutoxyrédie to approximate interest income as a taxasdet
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The following table presents the dollar amountledrges in interest income and interest expengidéamajor categories of interest-earning
assets and interest-bearing liabilities. Informai®provided for each category of interest-earm@iggets and interest-bearing liabilities with
respect to (i) changes attributable to volume,(tlanges in average balances multiplied by therqperiod average rate) and (ii) changes
attributable to rate (i.e., changes in averagematitiplied by prior-period average balances). porposes of this table, changes attributable to
both rate and volume which cannot be segregateel haen allocated proportionately to the change@welume and the change due to rate.

Six Months Ended June 30

2014 vs. 201
Increase (decrease) du
to change in
Rate Volume Total

(amounts in thousand

Interest income:

Interest earning depos $ v % 28 $ 27
Investment securitie (32) 3,70z 3,67
Loans held for sal (1,865 (8,379 (10,249
Loans, taxabl (4,949 33,05¢ 28,10¢
Loans, no-taxable 17 15¢ 17€
Other intere-earning assel 302 23E 537
Total interest income (6,527 28,80 22,27¢
Interest expense

Interest checkini 17 44 61
Money market deposit accout (401) 1,56t 1,16¢
Savings (12) 30 19
Certificates of depos (634) 26( (379
Total interest bearing depos (1,029 1,89¢ 87C
Borrowings 932 2,491 3,42:
Total interest expense (97) 4,39( 4,29:
Net interest income $(6,430)  $ 24,41 $17,98:

Net interest income for the six months ended Jn2814 was $66.7 million, an increase of $18.0iom) or 36.9%, when compared to |
interest income of $48.7 million for the six mon#reded June 30, 2013. This net increase was phntlae result of an increase of $1.5 bill
in average interest-earning assets, offset by eedse of 35 basis points in the average yield tarest-earning assets. Although average
interest-bearing liabilities for the six months eddlune 30, 2014 increased by $1.2 billion whenpaoed to average interest-bearing
liabilities for the six months ended June 30, 2aGh8,related average cost of interkstring liabilities decreased 4 basis points; and wesull
these changes had a minimal net impact on neesitarcome for the same time period.

As evidenced by the table above, both rate andhwelchanges within “Loans, taxable” had a signifieffect on net interest income. Within
“Loans, taxable,” changes in the following categsmprimarily were responsible for the net incréadean volume:
* $929.7 million increase in the average balance dfi-family loans due to growth of the mi-family lending business; ar
*  $327.0 million increase in the average balasfammmercial loans primarily due to the growthtteé commercial and industrial
loan portfolio, including owner occupied commergcighl estate loan

These particular increases in loan volume weredhalt of concentrated efforts by Customers Balgisling teams to execute corporate
strategy in support of organic loan growth.

The key measure of net interest income is netéstanargin. Customers’ net interest margin (tax\edent) decreased 29 basis points to
2.95% for the six months ended June 30, 2014 wherpared to the net interest margin (tax equivaleh8.24% for the same period in 20
The decrease was driven by a decrease in the &/igld on loans from 4.60% to 4.02%, primarily doghe maturity of higher-yielding
loans and the growth of multi-family loan produstdiich have higher credit quality but yields belthe portfolio average yield.
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Provision for Loan Losse

We have established an allowance for loan lossesdih a provision for loan losses charged as arresgoon the statement of income. The
loan portfolio is reviewed quarterly to evaluate tutstanding loans and to measure both the peafozenof the portfolio and the adequacy of
the allowance for loan losses. At June 30, 201gr@apmately 1.16% of the loan portfolio (includitaans held for sale) was covered under
loss sharing agreements with the FDIC. Chargeinéfsrred above the original estimated value arenias additional provisions and a
corresponding receivable due from the FDIC is réedrthrough non-interest income for the portioricipated to be recovered under the loss
sharing agreements.

The provision for loan losses increased by $5.8anito $7.3 million for the six months ended J@e 2014, compared to $2.0 million for

the same period in 2013. The increase in the 28dvigion was primarily attributable to significamtganic loan growth in the held for
investment loan portfolio during the first half2014.

Nor-Interest Income

The chart below shows our results in the variousmmanents of non-interest income for the six moethded June 30, 2014 and 2013.

Six Months Ended June 30

2014 2013

(amounts in thousand

Mortgage warehouse transactional f $ 3,97¢ $ 7,53¢
Mortgage loan and banking incor 1,96: 0
Bank-owned life insuranc 1,67( 1,04
Gain on sale of SBA loar 571 40€&
Gain on sale of investment securit 3,191 0
Deposit fee: 42¢ 28¢
Other 2,42¢ 1,07(
Total nor-interest incom $ 14,22 $ 10,34¢

Non-interest income was $14.2 million for the six mmended June 30, 2014, an increase of $3.9 milicon $10.3 million for the six
months ended June 30, 2013. The increase was fyirtea result of the $3.2 million gain realized the sale of available-for-sale securities,
an increase of $2.0 million related to mortgage laad banking income (which includes a gain redlfzem the sale of loans acquired from
Flagstar Bank), an increase of $1.0 million of ngemaent advisory fees earned in conjunction witleguity investment in a foreign entity
that was made during the third quarter of 2013, iangkased fees earned by executing interest watpswith commercial banking customers
of $0.8 million. These increases were offset byeréase of $3.6 million in mortgage warehouse &etitnal fees, which is consistent with
the decline in our mortgage warehouse activity fom3.

Nor-Interest Expense

The below chart shows ours results in the variamsponents of non-interest expense for the six nwetided June 30, 2014 and 2013.

Six Months Ended June 30

2014 2013

(amounts in thousand

Salaries and employee bene $ 20,94: $ 15,90t
FDIC assessments, taxes and regulatory 5,20¢ 2,40¢
Occupancy 5,231 4,02(
Professional service 4,16: 1,95¢
Technology, communication and bank operati 3,181 1,902
Other real estate ownt 1,24 561
Loan workoult 91¢ T4¢€
Advertising and promotio 843 522
Loss contingenc 0] 2,00(
Other 4,64 3,35¢
Total nor-interest expense $ 46,37 $ 33,37¢

Norr-interest expense was $46.4 million for the six therended June 30, 2014, an increase of $13.@mihen compared to $33.4 million
for the same period in 2013.
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Salaries and employee benefits, which represeratbest component of non-interest expense, inetebg $5.0 million or 31.7% to $20.9
million for the six months ended June 30, 2014. phimary reason for this increase was the addiifor full-time equivalent employees
since June 30, 2013. This was directly relatethéonteed for additional employees to support ouamigygrowth and expansion into new
markets.

FDIC assessments, taxes and regulatory fees imctdns$2.8 million, or 116.6% to $5.2 million fdvet six months ended June 30, 2014 from
$2.4 million for the six months ended June 30, 201 primary reasons for this increase were relaienigher Pennsylvania bank shares tax
expense that resulted from legislative changelddax calculation, increased deposit premiumsadiner regulatory and filing fees.

Occupancy expense increased $1.2 million or 30d.$5t2 million for the six months ended June 3@,2Bom $4.0 million for the same
period in 2013. The increase was related to bugldire infrastructure to support growth and expansito new markets.

Professional services expense increased $2.2 mitio112.6%, to $4.2 million for the six monthgled June 30, 2014 when compared to
$2.0 million for the same period of 2013. This #&se was primarily attributable to legal and caisykexpenses incurred in 2014 related to
loan workout, litigation and other general regulptmatters.

Technology, communications, and bank operationgmsg increased $1.3 million, or 67.3%, to $3.2iaomilfor the six months ended June
2014 from $1.9 million for the same period in 20TBe primary reason for this increase was relatdalitlding the infrastructure to support
growth through increased technology improvementsupgrades as well as the costs related to expaubelmnological platforms into new
markets. This corresponds with our philosophy afhhtouch, high tech”, whereby we provide an exiceya level of customer service
supported by state-of-the-art technology.

In March 2013, a suspected fraud was discoverdukiBank’s loans held-for-sale portfolio. Totalhsanvolved in this fraud initially
appeared to be $5.2 million. The Bank determineti ain aggregate of $1.0 million of the loans wereimvolved in the fraud, and these loans
were subsequently sold during 2013. In additioa,Blank recorded $1.5 million in cash from the akkgerpetrator in 2013. During 2013, a
loss contingency expense of $2.0 million was preglidesulting in a net amount of $0.7 million cified in other assets as of June 30, 2014.

Other expense increased $1.3 million, or 38.49%84t6 million for the six months ended June 30, 2B& $3.4 million for the same period
in 2013. The Company experienced higher expense®#t categories due to the expansion of the fiaaskhich contributed to the overall
increase in other expenses.

Income Taxe

Income tax expense was $9.0 million and $8.3 mli@spectively, for the six months ended June28@4 and 2013. The increase in the
income tax provision was primarily due to the iras® in net income before taxes of approximatel§ #8llion.

The effective tax rate for the six months endedeJd® 2014 and 2013 was approximately 33 percahBarpercent, respectively. The
decrease in the effective tax rate for 2014 wawmaily due to an out of period adjustment reconaefitst quarter 2014 that related to 2013.

Financial Condition
General

Total assets were $5.6 billion at June 30, 2014 fdpresented a $1.5 billion, or 35.7% increasmf$4.2 billion at December 31, 2013. The
major change in our financial position occurredresresult of the growth in loans receivable natsred by loss sharing agreements with the
FDIC, which increased by 49.7% or $1.2 billion @6&billion at June 30, 2014 from $2.4 billion seed@mber 31, 2013.

The main driver of the increase in assets was pifiyrfeom the expansion of mulfiamily loans, which increased by $741.2 million @%) tc
$1.8 billion at June 30, 2014 from $1.1 billionCcember 31, 2013. Additionally, commercial reahtssand commercial and industrial loans
increased by $292.7 million (26.9%) to $1.4 billianJune 30, 2014 from $1.1 billion at DecemberZBIiL3.

Total liabilities were $5.2 billion at June 30, 20T his represented a $1.5 billion, or 38.6%, inseefrom $3.8 billion at December 31, 2013.
The increase in total liabilities was due to a leiglevel of deposits at June 30, 2014 comparecetteBber 31, 2013. Total deposits grew by
$0.7 billion (24.7%) to $3.7 billion at June 30,120rom $3.0 billion at December 31, 2013. Depoaitsobtained primarily from within the
Bank’s geographic service area and through whademad broker networks. These broker networks peolddi-cost funding alternatives to
retail deposits and increase the diversity of thakBs sources of funds. The increase in bank depasis primarily due to the seasonal inflow
of student deposits and the growth in brokered monarket deposit accounts.
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The following table sets forth certain key condehisalance sheet data:

December 31

June 30,
2014 2013

(amounts in thousand

Cash and cash equivale $ 265,53 $ 233,06¢
Investment securities, available for s 425,06: 497,57:
Loans held for sal 1,061,39! 747,59:
Loans receivable not covered under FDIC Loss Spagreement: 3,589,633 2,398,35:
Loans receivable covered under FDIC Loss Sharingément: 54,47 66,72t
Total loans receivable, net of the allowance fanltosse: 3,615,91 2,441,08
Total asset 5,635,72! 4,153,17.
Total deposit: 3,690,89 2,959,92;
Federal funds purchas 0 13,00(
FHLB advance: 1,301,501 706,50(
Other borrowing: 88,25( 63,25(
Subordinated det 112,00( 2,00(
Total liabilities 5,221,98! 3,766,55I
Total shareholde’ equity 413,74( 386,62:
Total liabilities and sharehold¢ equity 5,635,72 4,153,17.

Cash and Cash Equivalents

Cash and due from banks consists mainly of vash @md cash items in the process of collections@talances totaled $48.5 million at
June 30, 2014. This represents a $12.2 millionedeser from $60.7 million at December 31, 2013. Thedances vary from day to day,
primarily due to variations in customers’ depositth the Bank.

Investment Securitie

The investment securities portfolio is an importsmiirce of interest income and liquidity. At Juie 3014, it consisted of mortgage-backed
securities (principally guaranteed by an agendhefUnited States government) and marketable egattyrities. In addition to generating
revenue, the investment portfolio is maintainedhimage interest-rate risk, provide liquidity, paw®sicollateral for other borrowings, and
diversify the credit risk of earning assets. Thefpto is structured to maximize net interest imo® given changes in the economic
environment, liquidity position, and balance shaét.

At June 30, 2014, our investment securities wegb&million compared to $497.6 million in DecemBér 2013. The decrease is primarily
the result of our sale of securities to stratefya@lduce interest rate risk in the investmentfotic by shortening the duration of the
investment securities term.

Unrealized gains and losses on available-for-sadearities are included in other comprehensive ireamd reported as a separate component
of shareholders’ equity, net of the related tar&tff

Loans

Existing lending relationships are primarily wittmall businesses and individual consumers primamiBucks, Berks, Chester, Montgomery,
Delaware, and Philadelphia Counties, Pennsylvaaanden and Mercer Counties, New Jersey; and Wesesheounty and New York City,
New York; and the New England area. The loan phbetis primarily comprised of loans to support ngaige banking compan’ funding
needs, multi-family/commercial real estate, coredtom, and commercial and industrial loans.

Mortgage warehouse loans and certain residenaald@xpected to be sold are classified as loadstvesale. Loans held for sale totaled $
billion at June 30, 2014 and $0.7 billion Decemb&r2013. Loans held for sale are not includediéldan receivable amounts. The mortc
warehouse product line provides financing to mayggeompanies nationwide from the time of the homrelmase or refinancing of a mortgi
loan through the sale of the loan by the mortgaggmator into the secondary market, either

52



Table of Contents

through a repurchase facility or the purchase efuhderlying mortgages. As a mortgage warehousketewe provide a form of financing to
mortgage bankers by purchasing for resale the lyidgresidential mortgages on a shtatm basis under a master repurchase agreeme
are subject to the risks associated with such tendncluding, but not limited to, the risks of fidy bankruptcy and default of the mortgage
banker or of the underlying residential borrowery af which could result in credit losses. The rgage warehouse lending employees
monitor these mortgage originators by obtainingficial and other relevant information to reduce¢hisks during the lending period.

Loans receivable, net, increased by $1.2 billiof3d billion at June 30, 2014 from $2.4 billionCecember 31, 2013. The multi-
family/commercial real estate loan balance is iasig due to the focus on this element of Customegsinic growth strategy. Offsetting
these increases in part was the loan runoff foclased-credit-impaired and covered loans. The ceitipo of loan receivable as of June 30,
2014 and December 31, 2013 was as follows:

December 31

June 30,
2014 2013
(amounts in thousand
Constructior $ 11,54 $ 14,62
Commercial real estate/mi-family 21,15( 24,25¢
Commercial and industrii 4,03¢ 5,81«
Residential real esta 14,60( 18,73
Manufactured housin 3,141 3,29:
Total loans receivable covered under FDIC lossisfar

agreements (1 54,47 66,72¢
Constructior 51,377 36,90:
Commercial real estate/mi-family 2,820,49: 1,835,18
Commercial and industrii 299,12. 239,50¢
Mortgage warehous 9 86¢
Manufactured housin 133,30° 139,47:
Residential real esta 283,71: 145,18t
Consume 2,01t 2,14

Total loans receivable not covered under FDIC &heging

agreement 3,590,03! 2,399,26!
Total loans receivabl 3,644,50! 2,465,99i
Deferred (fees) costs, n (405) (912)
Allowance for loan losse (28,186) (23,999
Loans receivable, ni $3,615,91 $2,441,08

(1) Loans that were acquired in two FDIC assistadgactions and are covered under loss sharinggamaents with the FDIC are referred
to as“covered loar” throughout this Manageme¢'s Discussion and Analysi

Credit Risk

Customers Bancorp manages credit risk by maintgidiversification in its loan portfolio, by estating and enforcing prudent underwriting
standards, by collection efforts and by continuang periodic loan classification reviews. Managenadso considers the effect of credit risk
on financial performance by maintaining an adeqa#itevance for loan losses. Credit losses are @tbwhen they are identified, and
provisions are added, to the allowance for loasdesvhen and as appropriate, but at least quarfdréyallowance for loan losses is evalui
at least quarterly.

The provision for loan losses was $7.3 million &2dD million for the six months ended June 30, 28dd 2013, respectively. The allowance
for loan losses maintained for loans receivablel(eles loans held for sale as estimable credielase embedded in the fair values at which
the loans are reported) was $28.2 million, or 0@%oetal non-covered loans, at June 30, 2014, $28llion, or 1.6% of total non-covered
loans, at June 30, 2013, and $24.0 million, or 1dd%tal non-covered loans, at December 31, 20h8.coverage ratio declined largely due
to the decrease in non-performing loans as a resakt-charge-offs ($4.9 million for the twelve nibs ended June 30, 2014), transfers to
other real estate owned, sustained performanceoireprents that led to lower reserve factors for ceneml, multi-family and residential
mortgage loans, and the growth of the multi-fanolgn portfolio which draws only a 40 basis poirgeeve level based on its historical
payment experience. Net charge-offs were $1.4anilfor the six months ended June 30, 2014, a deeref$2.0 million compared to the
same period in 2013. The Bank had approximatelyS56#llion in
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loans that were covered under loss share arrangeméh the FDIC as of June 30, 2014 compared & &fillion as of December 31, 2013.
The Bank considers the covered loans in estimatiagllowance for loan losses and considers regaMezstimated credit losses from the
FDIC in the FDIC indemnification asset.

The chart below depicts changes in Customers Baiscallowance for loan losses for the periods iathd.

Analysis of the Allowance for Loan Losses

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013

(amounts in thousand
Balance at the beginning of the perioc $26,70¢  $26,43¢  $23,99¢  $25,83]
Loan charge-offs

Constructior 0 1,471 0 1,471

Commercial real esta 912 1,481 1,16( 1,891

Commercial and industri 44k 76 44r 96

Residential real esta 15 65 30z 19¢

Consumer and oth 33 0 33 0
Total Charg-offs 1,40t 3,09: 1,941 3,65¢
Loan recoveries

Constructior 3 0 3 0

Commercial real esta 1 8 26 60

Commercial and industri 13E 154 22E 16E

Residential real esta 18 1C 242 7

Consumer and othi 0 4 2 9
Total Recoverie: 157 17¢€ 49¢ 241
Total net charge-offs 1,24¢ 2,917 1,44: 3,41¢
Provision for loan losses 2,73( 4.62( 5,631 5,72(
Balance at the end of the perioc $28,18¢  $28,14:  $28,18¢  $28,14:

The allowance for loan losses is based on a permdiluation of the loan portfolio and is maintairad a level that management considers
adequate to absorb potential losses. All commelaals are assigned credit risk ratings, based apassessment of the borrower, the
structure of the transaction and the availableatetal and/or guarantees. All loans are monitoegdlarly by the responsible officer, and the
risk ratings are adjusted when considered appri@pride risk assessment allows management to f@gmtblem loans timely. Management
considers a variety of factors, and recognizesrtherent risk of loss that always exists in thallag process. Management uses a disciplined
methodology to estimate the appropriate level loinance for loan losses. See “Asset Quality’further discussion of the allowance for Ic
losses.

Customers’ methodology includes an evaluation s$ jpotential from individual problem credits, adlwas a general reserve for the portfolio
considering anticipated specific and general econdaetors that may positively or adversely affesliectability. This assessment includes a
review of changes in the composition and volumthefloan portfolio, overall portfolio quality an@gt loss experience, review of specific
problem loans, current economic conditions that afégct borrowers’ ability to repay, and other fastthat may warrant consideration in
estimating the reserve. In addition, the Bancoiqternal auditors, loan review, and various regarkafagencies periodically review the
adequacy of the allowance as an integral parteif thork responsibilities or examination processstomers Bancorp may be asked to
recognize additions or reductions to the allowdncdéoan losses based on their judgments of infoionaavailable at the time of their
examination.

Nearly 80% of the Bar's commercial real estate, commercial and residezdizstruction, consumer residential and commeasnial industria
loan types have real estate as collateral (collelgtj “the real estate portfolio”). The Bank’s liposition on the real estate collateral will vary
on a loan-byloan basis and will change as a result of changései value of the collateral. Current appraisatwiding current value estimat
of the property are received when the Bandredit group determines that the facts and cistantes have significantly changed since the
of the last appraisal, including that real estatie®s have deteriorated. The credit committee aad bfficers review loans that are fifteen or
more days delinquent and all non-accrual loans per@dic basis. In addition, loans where the loHiters have identified a “borrower of
interest” are discussed to determine if additi@rellysis is necessary to apply the risk ratingddtproperly. The risk ratings for the real
estate loan portfolio are determined based upocuhent information available, including but niobited to discussions with the borrower,
updated financial information, economic conditiavithin the geographic area and other factors they affect the cash flow of the loan. On a
quarterly basis, if necessary, the collateral \&krediscounted cash flow models are used to déterthe estimated fair value of the
underlying collateral for the quantification of pegific reserve for impaired loans. Appraisals usétin this evaluation process do not
typically age more than two years before a newapgl is obtained. For loans where real estatetishe primary source of collateral, upde
financial information is obtained, including acctaireceivable and inventory aging reports and ealegsupplemental financial data



determine the fair value of the underlying collater
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These evaluations, however, are inherently subjeets they require material estimates, includingprag other estimates, the amounts and
timing of expected future cash flows on impaireahns, estimated losses in the loan portfolio, amegd amounts for historical loss
experience, economic conditions, uncertaintiestmting losses and inherent risks in the varweslit portfolios, all of which may be
susceptible to significant change. Pursuant to AS@Contingenciesnd ASC 310-40roubled Debt Restructurings by Creditoirspaired
loans, consisting of non-accrual and restructuoadd, are considered in the methodology for detengithe allowance for credit

losses. Impaired loans are generally evaluateddb@séhe expected future cash flows or the faineaf the underlying collateral (less
estimated costs to sell) if principal repaymerexpected to come from the sale or operation of sotlhteral.

Asset Quality

Customers divides its loan portfolio into two caiegs to analyze and understand loan activity arfbpmance: loans that were originated
and loans that were acquired. Customers furthédekworiginated loans into two categories: thosgimmated prior to the current underwriting
standards in 2009 (“Legacy”) and those originatduject to those standards post 2009 (“Total Origidd oans”), and purchased loans into
two categories: those purchased credit impaired tlamse not acquired credit impaired. Managemeligvas that this additional information
provides for a better understanding of the risthimportfolio and the various types of reserves dina available to absorb loan losses that may
arise in future periods. Credit losses from oritgiadoans are absorbed by the allowance for loss leserves. Credit losses from acquired
loans are absorbed by the allowance for loan lomsdsash reserves, as described below. This sehiedludes both loans held for sale and
loans held for investment.

Asset Quality at June 30, 201

NPA
Greater NPL to
than 90 to Loans +
PCI Days Non- Loan
Total Loans 3C-90 and accruall  OREO NPA Type OREO
Loan Type Loans (1) Current Days Accruing NPL (a) (b) (a)+(b) (%) (%)
(amounts in thousand
Legacy Originated Loans
Loans $ 6345 $ 0 $ 5395 $1,33( $ 0 $8,16¢ $ 5,231 $13,39¢ 12.87 19.5]
TDRs 1,71¢ 0 1,062 0 0 657 0 657 38.2: 38.2%
Total Legacy Loans 65,16¢ 0 55,01« 1,33( 0 8,82F 5,231 14,05¢ 13.5¢ 19.9;
Originated Loans
Warehous«Repo 20,04( 0 20,04( 0 0 0 0 0 0.0 o0.0C
Manufacturec 4,297 0 4,23¢ 62 0 0 0 0 0.0C 0.0C
Commercial 1,127,50. 0 1,125,81 15 0 1,67 33t 2,008 0.15 0.1¢
Multi -family 1,799,69 0 1,799,69 0 0 0] 0 0 0.0 o.0C
Consumer/Mortgag 120,36: 0 120,36: 0 0 0 0 0 0.0 0.0C
CRA 23,77, 0 23,77, 0 0 0] 0 0 0.0C o0.0C
TDRs 48: 0 48: 0 0 0 0 0 0.0C o0.0C
Total Originated Loans 3,096,16: 0 3,094,41 77 0 1,67( 335 2,00t 0.0 0.0¢
Acquired Loans
Berkshire 10,321 0 8,84¢ 0 0 1,47¢ 64¢ 2,12¢ 14.31 19.3i
FDIC —Covered 35,41( 0 30,99 56 0 436 6,177 10,537 12.31 25.3¢
FDIC - Non-covered 9 0 9 0 0 0] 0 0 0.0C o0.0C
Manufactured Housing 201 71,70¢ 0 67,90C 3,80¢ 0 0 0 0 0.0 o.0C
Manufactured Housing 201 0 0 0 0 0 0] 494 494 0.0C 100.C
Manufactured Housing 201 50,54( 0 44,00¢ 2,32¢  4,20¢ 0 0 0 0.0 o.0C
Flagstar (Commercia 128,27( 0 128,27( 0 0 0 0 0 0.0 o.0C
Flagstar (Residentia 115,30° 0 115,30° 0 0 0 0 0 0.0 o.0C
TDRs 3,12¢ 0 2,37( 35 0 71¢ 0 71¢ 23.02 23.0z
Total Acquired Loans 414,69! 0 397,700 6,220 4,20¢ 6,557 7,31¢ 13,87¢ 1.5¢  3.2¢
Acquired PCI Loans
Berkshire 45,55¢  45,55¢ 41,13¢ 5 4,41¢ 0 0 0
FDIC —Covered 18,53. 18,53: 4,28t 0 14,24 0 0 0
Manufactured Housing 201 4,778 AT77¢ 2,29t 548 1,93¢ 0 0 0
Total Acquired PCI Loans 68,86¢ 68,86¢ 47,71¢ 55C 20,60( 0 0 0
Unamortized fees, expenses, premiums
and discount (797) 0 (797 0 0 0 0 0
Total LoansHeld for | nvestment 3,644,10. 68,86¢ 3,594,06. 8,18 24,80¢ 17,05 12,88% 29,93’
Total LoansHeld for Sale 1,061,39! 0 1,061,39 0 0 0 0 0
Total Portfolio $4,705,49' $68,86¢ $4,655,45' $8,18( $24,80¢ $17,05: $12,88! $29,93°7 0.3¢ 0.6

55



Table of Contents

(1) Purchased-credit-impaired (“PCI”) loans aggtedanto a pool are accounted for as a single agfiea single composite interest rate
and an aggregate expectation of cash flows, angabiedue status of the pools, or that of the iddiad loans within the pools, is not
meaningful. Because of the credit impaired natdith®loans, the loans are recorded at a disca&lietcting estimated future cash flows
and the Bank recognizes interest income on eachgbdmans reflecting the estimated yield and pgssaf time. Such loans are
considered to be performing. Purchased-credit-inepdbans that are not in pools accrete interestwvthe timing and amount of their
expected cash flows are reasonably estimable, @gported as performing loal

Asset Quality at June 30, 2014 (continuec

Reserve
Reserve
Total to
Cash Credit Loans to NPLs
Loan Type Total Loans NPL ALL Reserve Reserves (%) (%)

(amounts in thousand

Legacy Originated Loans

Loans $ 6345( $816¢ $285 $ 0 $ 2,85« 4.5C 34.9¢
TDRs 1,71¢ 657 77 0 77 4.4¢ 11.72
Total Legacy Originated Loans 65,16¢ 8,82t 2,931 0 2,931 4.5C 33.21
Originated Loans
Warehouse« Repo 20,04( 0 15C 0 15C 0.7¢ 0.0C
Manufacturec 4,297 0 86 0 86 2.0C 0.0C
Commercia 1,127,50. 1,67( 8,29¢ 0 8,29¢ 0.74  496.9:
Multi-family 1,799,69! 0 7,204 0 7,204 0.4C 0.0C
Consumer/Mortgag 120,36 0 427 0 427 0.3t 0.0C
CRA 23,771 0 17¢ 0 17¢ 0.7¢ 0.0C
TDRs 482 0 0 0 0 0.0C 0.0C
Total Originated Loans 3,096,16: 1,67( 16,34+ 0 16,34« 0.5  978.6¢
Acquired Loans
Berkshire 10,327 1,47¢ 465 0 465 4.4¢ 31.3¢
FDIC - Covered 35,41( 4,36( 51€ 0 51€ 1.4¢€ 11.8:
FDIC — Non-covered 9 0 0 0 0 0.0C 0.0C
Manufactured Housing 201 71,70¢ 0 0 3,21¢ 3,21¢ 4.4¢ 0.0C
Manufactured Housing 201 0 0 0 0 0 0.0C 0.0C
Manufactured Housing 201 50,54( 0 0 0 0 0.0C 0.0C
Flagstar (Commercia 128,27( 0 0 0 0 0.0C 0.0C
Flagstar (Residentia 115,30° 0 0 0 0 0.0C 0.0C
TDRs 3,12¢ 71¢ 13C 0 13C 4.1€ 18.0¢
Total Acquired Loans 414,69! 6,557 1,10¢ 3,21¢ 4,327 1.04 65.9¢
Acquired PCI Loans
Berkshire 45,55¢ 0 4,487 0 4,487 9.8t 0.0C
FDIC — Covered 18,53: 0 3,00(¢ 0 3,00(¢ 16.1¢ 0.0C
Manufactured Housing 201 4,77¢ 0 31¢ 0 31¢ 6.5¢ 0.0C
Total Acquired PCI Loans 68,86¢ 0 7,80z 0 7,802 11.3¢ 0.0C
Unamortized fees, expenses, premiums and disc (797) 0 0 0 0
Total Loans Held for | nvestment 3,644,10 17,05: 28,18¢ 3,21¢ 31,40«
Total LoansHeld for Sale 1,061,39! 0 0 0 0
Total Portfolio $4,705,49° $17,05. $28,18¢ $3,21¢ $31,40¢ 0.67 184.1°
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Originated Loans

Originated loans totaled $3.2 billion, or 67.2%atfl loans at June 30, 2014 compared to $2.bhillor 64.2% at December 31, 2013. At
June 30, 2014, $65.2 million of these loans weigirated prior to September 2009 (“Legacy”), congahio $76.0 million at December 31,
2013, when the new management team adopted newwunitifeg standards that management believes bittés risks of loss. At June 30,
2014, the older Legacy loans comprised $14.1 milbbnon-performing assets (“NPA,” which includemrperforming loans of $8.8 million
and other real estate owned of $5.2 million), ab8@ of total NPA for originated loans and 47.0%aihl NPA. At December 31, 2013, the
older Legacy loans comprised $13.9 million of NRA&ich includes non-performing loans of $10.2 roifliand other real estate owned of
$3.7 million), or 96.5% of total NPA for originatéolans and 44.4% of total NPA. The high level oh+performing loans (“NPL") in the
Legacy portfolio (13.5% NPL / Loans) was suppoitgdb2.9 million of the allowance for loan lossesabout 4.5% of total Legacy loans at
June 30, 2014, compared to (13.4% NPL / Loans)atiee by $2.4 million of the allowance for loandes, or about 25.0% of non-
performing Legacy loans at December 31, 2013. Nenfiepming originated loans totaled $1.7 millionaislune 30, 2014 and were supported
by $16.3 million of allowance for loan losses, cargal to non-performing originated loans of $0.5ioml supported by $10.7 million of
allowance for loan losses at December 31, 2013.

Originated commercial loans and mutimily loans totaled $2.9 billion and were suppdrtgth $15.5 million of the allowance for loan les

at June 30, 2014, compared to balances of $1li@rhibupported by $10.2 million of the allowance Iftan losses at December 31,

2013. Consumer and mortgage loans totaled $120liémand were supported by $0.4 million of theomince for loan losses at June 30,
2014, compared to balances of $110.6 million, suegddyy $0.4 million of the allowance for loan lessat December 31, 2013. The mortgage
warehouse loans are classified as held for saleepuited at their fair value, so no allowanceléan losses is maintained.

Acquired Loan:

At June 30, 2014, Customers Bank reported $0.®bibf acquired loans which was 10.3% of total kaompared to $0.4 billion, or 12.6%,
of total loans at December 31, 2013. When loansiegeired, they are recorded on the balance shéat salue. Acquired loans include
purchased portfolios, FDIC failed-bank acquisitioasd unassisted acquisitions. Of the loans puecthftem Tammac prior to 2012, $71.7
million were supported by a $3.2 million cash reseat June 30, 2014, compared to $74.7 million sttpd by a cash reserve of $3.1 million
at December 31, 2013. The cash reserve was craafgart of the purchase transaction to absorbdasse is maintained in a demand deposit
account at the Bank. All current losses and dekmdjinterest are absorbed by this reserve. Famtheufactured housing loans purchased in
2012, Tammac has an obligation to pay the Bankutheayoff amount of the defaulted loan, includiagy principal, unpaid interest, or
advances on the loans, once the borrower vacagadperty. At June 30, 2014, $50.5 million of #hézans were outstanding, compared to
$53.5 million at December 31, 2013.

Many of the acquired loans were purchased at adigc The price paid considered management’s judgjato the credit and interest rate
risk inherent in the portfolio at the time of puasle. Every quarter, management reassesses tlandsidjusts the cash flow forecast to
incorporate changes in the credit outlook. A desean forecast cash flows for a purchased loanredllilt in a provision for loan losses, and
absent charge-offs, an increase in the allowancleém losses. Total NPA in the acquired portfeliere $13.9 million at June 30, 2014, or
46.4% of total NPA, compared to $17.0 million, dr@®% of total NPA at December 31, 2013. Of totalANB5.2% have FDIC loss share
protection (80% FDIC coverage of losses), comp&wetD.1% at December 31, 2013. At June 30, 20B4FIC-covered loans were
supported by $3.5 million of allowance for loandes, compared to $5.4 million at December 31, 201136 of total NPA were from loans
related to the Berkshire acquisition, comparedltd% at December 31, 2013, while 1.7% of total N##Xe related to loans acquired from
Tammac, compared to 1.1% at December 31, 2013anitish deposit of $3.2 million to absorb certagsés and a guarantee to absorb ce
other losses, compared to $3.1 million cash depogdecember 31, 2013.

Acquired loans have a significantly higher percgataf non-performing assets than loans originatied September 2009. Management
acquired these loans with the expectation thatpenferming loan levels would be elevated, and ttoeecincorporated that expectation into
the price paid. Management also created a Spessdtad Group that has a major focus on workoutth&se acquired non-performing assets.

Held-for-Sale Loans

The loans held-for-sale portfolio at June 30, 2bi4uded $1.1 billion of loans to mortgage bankinginesses and $7.8 million of residential
mortgage loans, compared to $740.7 million of ld@nmortgage banking businesses and $6.9 millimesiflential mortgages loans at
December 31, 2013. Held-for-sale loans are caoredur balance sheet at fair value due to theietecf the fair value option. As credit loss
expectations are embedded in the fair value estinaat allowance for loan losses is not needed.
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Nonperforming loans and assets not covered unddCHBss sharing agreemer

The tables below set forth non-covered non-perfogtwans, non-performing assets and asset quatityst

December 31

June 30,
2014 2013
(amounts in thousand
Loans 90+ days delinquent and still accrt $ 4,20¢ $ 3,77
Non-accrual loan: $12,70( $ 13,51
Other real estate ownt 6,70¢ 5,31
Non-performing no-covered asse $19,40¢ $ 18,82¢
June 30 December 31
2014 2013
Non-accrual non-covered loans to total non-covereddaoaceivable
(excludes loans held for sa 0.35% 0.5€%
Non-performing, no-covered assets to total r-covered asse 0.5/% 0.7¢%
Non-accrual loans and 90+ days delinquent to totatcarered
asset: 0.41% 0.72%
Allowance for loan losses to (1
Total nor-covered loan 0.57% 0.62%
Non-performing, no-covered loan 160.59 109.16%

(1) Excludes the impact of purchased-credit-immhloans and their related allowance for loan logg&¥.8 million at June 30, 2014 and
$9.2 million at December 31, 201

The Bank manages its credit risk through the difieation of the loan portfolio and the applicatiohpolicies and procedures designed to
foster sound credit standards and monitoring prastiWhile various degrees of credit risk are daased with substantially all investing
activities, the lending function carries the greatiegree of potential loss.

The tables below set forth non-accrual loans amdperforming assets covered under FDIC loss shagngements at June 30, 2014 and
December 31, 2013.

December 31

June 30,
2014 2013
(amounts in thousand
Non-accrual covered loar $ 4,352 $ 5,65(
Covered other real estate owr 6,177 6,952
Non-performing, covered asse $10,52¢ $ 12,60:

Deposits

We offer a variety of deposit accounts, includihgcking, savings, money market deposit accountd[M") and time deposits. Deposits
are obtained primarily from our geographic sendcea. Total deposits grew to $3.7 billion at Jube2®14, an increase of $730.9 million, or
24.7%, from $3.0 billion at December 31, 2013. Dedchdeposits were $610.9 million at June 30, 20Mpared to $536.1 million at
December 31, 2013, an increase of $74.8 millior},38%. These amounts were comprised primarilyoofinterest bearing demand depos
Savings, including MMDA totaled $1.7 billion at JB0, 2014, and increase of $398.4 million or 3Q.@fitnarily attributed to the increase
brokered savings accounts. Time deposits werelslligh at June 30, 2014, an increase of $257.8anilor 22.9%. We experienced growth
in retail deposits due primarily to exceptionalkesabehaviors, despite lower interest rates in 2014.
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The components of deposits were as follows at #tesdndicated:

December 31

June 30,
2014 2013

(amounts in thousand

Demanc $ 610,89: $ 536,11t
Savings, including MMD# 1,696,87 1,298,46:
Time, $100,000 and ow: 748,99: 797,32:
Time, othet 634,13! 328,01¢
Total deposit: $3,690,89. $2,959,92.

Borrowings

On June 26, 2014, the Bancorp closed a privateplaat transaction in which it issued $25 millioMd25% senior notes due 2019, and the
Bank closed a private placement transaction in whitssued $110 million of fixed-to-floating-raseibordinated notes due 2029. The
aggregate net proceeds from the sale of the notaled $133.2 million.

The senior notes bear interest at a rate of 4.625%jnterest will be paid semi-annually in arrédardune and December. The subordinated
notes will bear interest at an annual fixed raté.@25% until June 26, 2024, and interest will b&gsemiannually. From June 26, 2024, the
subordinated notes will bear an annual interestegual to three-month LIBOR plus 344.3 basis gaimtil maturity on June 26, 2029. The
Bank has the ability to call the subordinated natesvhole or in part, at a redemption price eqodl00 percent of the principal balance at
certain times on or after June 26, 2024.

The subordinated notes qualify as Tier 2 capitatégulatory capital purposes.

During second quarter 2014, Customers Bank borrds2€@ million of longterm FHLB advances. On May 13, 2014, $100 millicxswssue
at fixed rate of 1.04% with a maturity on May 1917. On May 20, 2014, there were two additionalasees of $50 million, at fixed rates of
0.54 % and 1.44%, maturing on May 20, 2016 and R1gy2018, respectively.

Capital Adequacy and Shareholders’ Equity

Shareholders’ equity increased by $27.1 millio$44.3.7 million at June 30, 2014, from $386.6 millat December 31, 2013. Net income
was $18.4 million for the six months ended June2Bd4. In addition, the recognition of stock-basethpensation of $2.0 million and
improvements in the fair values of available fdessecurities of $6.5 million, offset in part byrealized fair value losses on derivatives
designated in cash flow hedge relationships, irseéaquity. Lastly, 41,420 shares of voting comistock were issued during the six months
ended June 30, 2014 to directors who were entitigdceive these as compensation for their sensc director of the Bancorp or the Bank,
and 34,414 shares were issued under other shagd basipensation arrangements which resulted in7arfiillion aggregate increase in
shareholders’ equity.

We are subject to various regulatory capital rezraints that are monitored by federal banking agené€iailure to meet minimum capital
requirements can lead to supervisory actions bylaggrs; any supervisory action could have a dinegterial effect on our financial
statements. At June 30, 2014, we met all capitadjadcy requirements to which we were subject and well capitalized.

The capital ratios for the Bank and the Bancorjuaie 30, 2014 and December 31, 2013 were as follows

To Be Well Capitalized

Under
For Capital Adequacy Prompt Corrective Action
Actual Purposes Provisions
(Dollars in thousands Amount Ratio Amount Ratio Amount Ratio
As of June 30, 2014:
Total capital (to risk weighted assets
Customers Bancorp, In $548,58. 12.82% $ 342,29 8.C% N/A N/A
Customers Ban $572,55( 13.4% $ 399,91 8.L% $ 424,89 10.(%
Tier 1 capital (to risk weighted assets)
Customers Bancorp, In $410,39° 9.5% $ 171,14¢ 4.C% N/A N/A
Customers Ban $434,36: 10.22% $ 169,96( 4C% $ 254,93¢ 6.C%
Tier 1 capital (to average assets
Customers Bancorp, In $410,39° 7.82% $ 209,85 4.C% N/A N/A
Customers Ban $434,36: 8.3:% $ 208,69t 4C% $ 260,87 5.C%
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To Be Well Capitalized

Under
For Capital Adequacy Prompt Corrective Action
Actual Purposes Provisions
(Dollars in thousands Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2013
Total capital (to risk weighted assets
Customers Bancorp, In $411,52° 13.21% $ 249,19t 8.C% N/A N/A
Customers Ban $435,43. 14.1% $ 246,93t 8% $ 308,67( 10.(%
Tier 1 capital (to risk weighted assets
Customers Bancorp, In $387,52¢ 1249 $ 124,59 4.C% N/A N/A
Customers Ban $411,43: 13.3% $ 123,46¢ 4C% $ 185,20: 6.C%
Tier 1 capital (to average assets
Customers Bancorp, In $387,52¢ 10.11% $ 153,31( 4.C% N/A N/A
Customers Ban $411,43: 10.8% $ 152,19: 4C% $ 190,23¢ 5.C%

Liquidity and Capital Resources

Liquidity for a financial institution is a measunéthat institution’s ability to meet depositor®exs for funds, to satisfy or fund loan
commitments, and for other operating purposes. fimgadequate liquidity is an objective of the afisdility management

process. Customers Bancorp coordinates its managerhkquidity with its interest rate sensitivignd capital position, and strives to
maintain a strong liquidity position.

The Bank’s investment portfolio provides periodask flows through regular maturities and amortimgtand can be used as collateral to
secure additional liquidity funding. Our princigadurces of funds are proceeds from stock issuaegmsits, debt issuance, principal and
interest payments on loans, and other funds froematijpns. Borrowing arrangements are maintained thi¢ Federal Home Loan Bank and
the Federal Reserve Bank of Philadelphia to memt-4brm liquidity needs. As of June 30, 2014, barrowing capacity with the Federal
Home Loan Bank was $2.6 billion of which $1.0 loifliwas utilized in short-term borrowings. As of 8180, 2014, our borrowing capacity
with the Federal Reserve Bank of Philadelphia w&& S million.

Net cash flows used in operating activities wer882 million for the six months ended June 30, 2@bdnpared to net cash flows provic

by operating activities of $36.7 million for thexsnonths ended June 30, 2013. For the six monttisdcedune 30, 2014, originations of loans
held for sale exceeded proceeds received fromatleso$ loans by $311.9 million. For the six mongémsled June 30, 2013, proceeds received
from the sale of loans exceeded originations afiddzeld for sale by $22.2 million.

Investing activities used net cash flows of $1llidn for the six months ended June 30, 2014, caegbéo $0.6 billion for the six months
ended June 30, 2013. Net cash used to originates kotaled $897.9 million for the six months endade 30, 2014, compared to $377.6
million for the six months ended June 30, 2013. ¢¢esth used to purchase loans was $294.6 millitimeirsix months ended June 30, 2014,
compared to $155.3 million for the six months endede 30, 2013.

Financing activities provided $1.4 billion for teix months ended June 30, 2014, as increasestinfrees deposits provided $731.0 million,
net proceeds of $382.0 million were received frémarsterm borrowed funds and net proceeds of $38@llibn from long-term borrowed
funds and issuance of long-term debt. Financiniyiéies provided $581.6 million for the six monteaded June 30, 2013 driven by a net
increase in cash from deposits of $334.9 milliocréased cash from short term borrowed funds ofd®®@lion, net proceeds of $97.7
million from the issuance of stock and net proce&fds50.0 million from long-term borrowed funds.é&de financing activities provided
sufficient cash flows to support the Bancorp’s stigg and operating activities.

Overall, based on our core deposit base and alataloirces of borrowed funds, management belidatshe Bancorp has adequate resol
to meet its short-term and long-term cash requirgmeithin the foreseeable future.

Other Information
Regulatory Matters and Pending Legislat

In 2008, the U.S. financial system and broader escgnfaced the most severe financial crisis sineeGheat Depression. The crisis threatened
the stability of the financial system and contrémito the failure of numerous financial instituspimcluding some large, complex financial
institutions. In response to the crisis, Congresspd the Dodd-Frank Wall Street Reform and ConsBmagection Act (Dodd-Frank Act),
which became law on July 21, 2010. The act includaserous reforms to strengthen oversight of firerservices firms and consolidate
certain consumer protection responsibilities wittia Bureau of Consumer Financial Protection, comiynknown as the Consumer Financial
Protection Bureau (CFPB). Although the Dodd-Frarm éxempts small

60



Table of Contents

institutions, such as community banks and creditns) from several of its provisions, and authaitedleral regulators to provide small
institutions with relief from certain regulatiorisalso contains provisions that will impose adufil restrictions and compliance costs on t
institutions. Determining which provisions will afft us is difficult, because the impact may depamtiow agencies implement certain
provisions through their rules, and many of thesuieeded to implement the act have not beenZathli

On September 12, 2010, the Basel Committee on Bgr&ipervision announced an agreement to a stemgdhset of capital requirements
for internationally active banking organizationslie United States and around the world, knownaseBlIl. Basel Ill narrows the definition
of what is included in regulatory capital, introésaequirements for minimum Tier 1 common capitelfeases requirements for minimum
Tier 1 capital and total risk-based capital, andndes risk-weighting of certain assets. On JuB023, the Federal Reserve adopted a final
rule regarding new capital requirements pursuaBasel 11l. These rules, which are currently scheddo become effective on January 1,
2015 for community banks, and fully phased in byuzay 1, 2019, will increase the required amourregtilatory capital to meet the
regulatory capital standards and may, if capitatle are not sufficient, lead to limitations on thieidend payments and compensation. We
continue to evaluate the impact the new capitalireqents may have on our business and will managéusiness accordingly.

Effect of Government Monetary Policies

Our earnings are and will be affected by domestamemic conditions and the monetary and fiscalgpedi of the United States government
and its agencies. An important function of the FablReserve Board is to regulate the money suppdyiaterest rates. Among the instrume
used to implement those objectives are open mageiations in United States government securitielschanges in reserve requirements
against member bank deposits. These instrumentssackin varying combinations to influence ovegatiwth and distribution of bank loans,
investments, and deposits, and their use may #isct aates charged on loans or paid for deposits.

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

At June 30, 2014, there have been no material @wimgthe information disclosed under “Quantitativel Qualitative Disclosures About
Market Risk” included within Customers Bancorp’sl3d-orm 10-K.

Item 4. Controls and Procedures

As of the end of the period covered by this repgBustomers Bancorp carried out an evaluation, utidesupervision and with the
participation of Customers Bancorp’s managementuding Customers BancopCThief Executive Officer and Chief Financial O#ficof the
effectiveness of the design and operation of CustsrBancors disclosure controls and procedures as definednethe Exchange Act Rul
13a-15(e) and 15d-15(e). Based upon the evaludtierChief Executive Officer and Chief Financiafi®dr concluded that Customers
Bancorp’s disclosure controls and procedures wieetere at June 30, 2014.

During the quarter ended June 30, 2014, there bage no changes in the Bancorp’s internal contret éinancial reporting that have
materially affected, or are reasonably likely tatenally affect, the Bancorp’s internal control omancial reporting.

Part Il. OTHER INFORMATION
Item 1. Legal Proceedings

There have been no material changes to the legat¢pdings disclosed within our 2013 Form 10-K.

Iltem 1A. Risk Factors

In addition to the other information set forth imst Quarterly Report, you should carefully consitter factors discussed in “Risk Factors”
included within the 2013 Form 10-K and below. Thes described herein and in the 2013 Form 10-knhatehe only risks facing

us. Additional risks and uncertainties not curngktiown to us or that we currently deem to be inariat also may materially adversely aff
our business, financial condition and/or operategplts. See “ltem 2 — Management's Discussionfmalysis of Financial Condition and
Results of Operations — Cautionary Note Regardimgvard-Looking Statements.”

Reviews performed by the I nternal Revenue Service and State Taxing Authorities for the fiscal years that remain open for investigation
may result in a change to income taxes recorded in our consolidated financial statements and adversely affect our results of operations.
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The Bancorp and its subsidiaries are subject to fdderal income tax as well as income tax of wegistates primarily in the mid-Atlantic
region of the United States. Years that remain dpepotential review by (1) the Internal Revenw\&ce are 2010 through 2012, and

(2) state taxing authorities are 2009 through 20h2. results of these reviews could result in iasegl recognition of income tax expense in
our consolidated financial statements as well a&sipte fines and penalties.

Our financial results may be adversely affected by changesin U.S. and non-U.S. tax and other laws and regulations.

The U.S. Congress and the Administration have atdit an interest in reforming the U.S. corporaternne tax code. Possible approaches
include lowering the 35 percent corporate tax natedifying the taxation of income earned outsidethS. and limiting or eliminating vario
other deductions, tax credits and/or other taxquezfces. Also, the Governor of New York has issuptbposal to reform the New York state
corporate income tax. It is not possible at thigetito quantify either the one-time impacts fromrémmeasurement of deferred tax assets and
liabilities that might result upon tax reform emaent or the ongoing impacts reform proposals migive on income tax expense.

Regulatory action that may be taken by the Federal Reserve against one of our business partners may adversely affect our results of
operations.

Customers Bank provides deposit accounts and ssrticcollege students, utilizing the technologssalices and relationships of Higher
One, Inc. (“Higher One™ith colleges and universities in the United Staktigher One and a predecessor bank that Custddas replace:

in August 2013 have announced that the FederalrRebelieves that certain disclosures and operatingesses of these entities may have
violated certain laws and regulations, and maylté@sdines and restitution. The predecessor baadkdonsented to a cease and desist order
pursuant to which it must discontinue certain pcastand has agreed to pay a total of $4.1 millidimes to federal and state authorities and
an additional amount that it may be required toipagstitution to students in the event Higher @nenable to pay the restitution obligations
imposed on Higher One, if any. The Federal Reskeagenotified Customers Bank that it is reviewing talationship between Customers
Bank and Higher One to determine whether there baea violations of certain laws and regulationsstémers Bank believes that the
circumstances of its relationship with Higher One different than the relationship between the pcedsor bank and Higher One, with
Customers Bank having identified the alleged deficies within 30 days of forming a relationshiphatitigher One, and causing such
deficiencies to be remediated within 120 days iifating its relationship with Higher One. Howevidris possible that the Federal Reserve
may determine that Customers Bank may have violegein laws and regulations, and Customers Baakme subjected to a cease and
desist order and may be fined by the Federal Ressrd the Commonwealth of Pennsylvania and magdpgred to pay restitution to
students who opened accounts between the time BastdBank formed its relationship with Higher One ¢he deficiencies were
remediated. While Customers Bancorp is presentiplanto reasonably estimate the amount of finggeaalties that might be imposed by the
Federal Reserve or other regulatory agencies, GustoBancorp does not presently believe that adly nes or penalties for which it may
ultimately be responsible would have a materialdotpn Customers Bancorp’s consolidated resultgpefations.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

On November 26, 2013, the Bancorp’s Board of Doesctuthorized a stock repurchase plan in whictBtrecorp could acquire up to 5% of
its current outstanding shares at prices not teeka 20% premium over the then current book vdloe.repurchase program has no
expiration date but may be suspended, modifiedsmodtinued at any time, and the Bancorp has nigatixdn to repurchase any amount of its
common stock under the program.

During the three and six months ended June 30,,28&8Bancorp did not repurchase any of its shdites.maximum number of shares
available to be purchased under the plan is 750;6afes.

Item 3. Defaults Upon Senior Securities
None.

Item 4. Mine Safety Disclosures
Not applicable

Iltem 5. Other Information

None
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Iltem 6. Exhibits

Exhibit
No.
3.1
3.2
3.3

4.1

4.2

4.3

4.4

4.5

4.6

10.1
31.1
31.2
32.1

32.2

101

101.INS
101.SCH
101.CAL
101.LAB
101.PRE
101.DEF

Description

Amended and Restated Articles of Incorporation e$tGmers Bancorp, incorporated by reference tolitxBil to the
Customers Banco’'s Form K filed with the SEC on April 30, 201

Amended and Restated Bylaws of Customers Banawcprporated by reference to Exhibit 3.2 to the Gue&trs Bancorp’s
Form &K filed with the SEC on April 30, 201

Articles of Amendment to the Amended and Restatditlas of Incorporation of Customers Bancorp, mpayated by
reference to Exhibit 3.1 to the Customers Bancam=-K filed with the SEC on July 2, 201

Indenture, dated as of July 30, 2013, by and betv@&etomers Bancorp, Inc., as Issuer, and Wilmimgtast, National
Association, as Trustee, incorporated by referéadexhibit 4.1 to the Customers Bancorp 8-K filethithe SEC on July 31,
2013

First Supplemental Indenture, dated as of July2B@3, by and between Customers Bancorp, Inc. sagisand Wilmington
Trust, National Association, as Trustee, incorpadiy reference to Exhibit 4.2 to the CustomerscBgm8-K filed with the
SEC on July 31, 201

6.375% Global Note in aggregate principal amour§5,000,000, incorporated by reference to ExHil8tto the Customers
Bancorp K filed with the SEC on July 31, 20:

Amendment to First Supplemental Indenture, dategust27, 2013, by and between Customers Bancarpaid Wilmingtor
Trust Company, National Association, as trusteggiiporated by reference to Exhibit 4.1 to the Cugtis Bancorp 8-K filed
with the SEC on August 29, 201

6.375% Global Note in aggregate principal amourg&®50,000, incorporated by reference to Exhildttd the Customers
Bancorp K filed with the SEC on August 29, 20.

Form of Note Subscription Agreement (including fosfrSubordinated Note Certificate and Senior Nogetiicate),
incorporated by reference to Exhibit 10.1 to thet®Gmers Bancorp-K filed with the SEC on June 26, 20

Amendment, dated June 25, 2014, to the Customersdsa, Inc. 2010 Stock Option Plan, filed herev
Certification of the Chief Executive Officer Pursiido Exchange Act Rule 1-14(a) or Rule15-14(a)
Certification of the Chief Financial Officer Pursudo Exchange Act Rule 1-14(a) or Rulel15-14(a)

Certification of the Chief Executive Officer Pursiidao 18 U.S.C. Section 1350, as Adopted Pursua8tttion 906 of
Sarbane-Oxley Act of 200z

Certification of the Chief Financial Officer Pursudo 18 U.S.C. Section 1350, as Adopted PursuaBettion 906 of
Sarbane-Oxley Act of 200z

The Exhibits filed as part of this report are dofes:

XBRL Instance Documen

XBRL Taxonomy Extension Schema Docume

XBRL Taxonomy Extension Calculation Linkbase Docuin
XBRL Taxonomy Extension Label Linkbase Docum
XBRL Taxonomy Extension Presentation Linkbase Doeni
XBRL Taxonomy Extension Definitions Linkbase Docurhe
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SIGNATURES

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly caussdréport to be signed on its behalf
by the undersigned thereunto duly authorized.

Customers Bancorp, Inc.

August 8, 2014 By:  /s/Jay S. Sidhu
Name Jay S. Sidhi
Title: Chairman and Chief Executive Officer
(Principal Executive Officer

Customers Bancorp, Inc.

August 8, 2014 By: /s/ Robert E. Wahlman
Name Robert E. Wahlma
Title: Chief Financial Officer
(Principal Financial Officer
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Exhibit
No.
3.1
3.2
3.3

4.1

4.2

4.3

4.4

4.5

4.6

10.1
31.1
31.2
32.1

32.2

101

101.INS
101.SCH
101.CAL
101.LAB
101.PRE
101.DEF

Exhibit Index

Description

Amended and Restated Articles of Incorporation e$tGmers Bancorp, incorporated by reference tolitxBil to the
Customers Banco’'s Form K filed with the SEC on April 30, 201

Amended and Restated Bylaws of Customers Banawcprporated by reference to Exhibit 3.2 to the Gue&trs Bancorp’s
Form &K filed with the SEC on April 30, 201

Articles of Amendment to the Amended and Restatditlas of Incorporation of Customers Bancorp, mpayated by
reference to Exhibit 3.1 to the Customers Bancam=-K filed with the SEC on July 2, 201

Indenture, dated as of July 30, 2013, by and betv@&etomers Bancorp, Inc., as Issuer, and Wilmimgtast, National
Association, as Trustee, incorporated by referéadexhibit 4.1 to the Customers Bancorp 8-K filethithe SEC on July 31,
2013

First Supplemental Indenture, dated as of July2B@3, by and between Customers Bancorp, Inc. sagisand Wilmington
Trust, National Association, as Trustee, incorpadiy reference to Exhibit 4.2 to the CustomerscBgm8-K filed with the
SEC on July 31, 201

6.375% Global Note in aggregate principal amour§5,000,000, incorporated by reference to ExHil8tto the Customers
Bancorp K filed with the SEC on July 31, 20:

Amendment to First Supplemental Indenture, dategust27, 2013, by and between Customers Bancarpaid Wilmingtor
Trust Company, National Association, as trusteggiiporated by reference to Exhibit 4.1 to the Cugtis Bancorp 8-K filed
with the SEC on August 29, 201

6.375% Global Note in aggregate principal amourg&®50,000, incorporated by reference to Exhildttd the Customers
Bancorp K filed with the SEC on August 29, 20.

Form of Note Subscription Agreement (including fosfrSubordinated Note Certificate and Senior Nogetiicate),
incorporated by reference to Exhibit 10.1 to thet®Gmers Bancorp-K filed with the SEC on June 26, 20

Amendment, dated June 25, 2014, to the Customersdsa, Inc. 2010 Stock Option Plan, filed herev
Certification of the Chief Executive Officer Pursiido Exchange Act Rule 1-14(a) or Rule15-14(a)
Certification of the Chief Financial Officer Pursudo Exchange Act Rule 1-14(a) or Rulel15-14(a)

Certification of the Chief Executive Officer Pursiidao 18 U.S.C. Section 1350, as Adopted Pursua8tttion 906 of
Sarbane-Oxley Act of 200z

Certification of the Chief Financial Officer Pursudo 18 U.S.C. Section 1350, as Adopted PursuaBettion 906 of
Sarbane-Oxley Act of 200z

The Exhibits filed as part of this report are dofes:

XBRL Instance Documen

XBRL Taxonomy Extension Schema Docume

XBRL Taxonomy Extension Calculation Linkbase Docuin
XBRL Taxonomy Extension Label Linkbase Docum
XBRL Taxonomy Extension Presentation Linkbase Doeni
XBRL Taxonomy Extension Definitions Linkbase Docurhe
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AMENDMENT
TO
CUSTOMERS BANCORRP, INC.
2010 STOCK OPTION PLAN

The above-referenced Plan, as last amended onrSiegutd. 7, 2011, is hereby further amended in theneaset forth below.

1. Section 7.1(c) is hereby amended and restatezhtbas follows, effective immediately:

(c) TIME AND CONDITIONS OF EXERCISE. The Committeball determine the time or times at which an Qptitay be
exercised in whole or in part. The Committee salsib determine the performance or other conditibragy, that must be satisfi
before all or part of an Option may be exercisachd event shall the exercise period of any Optixpire later than the tenth (10
th) anniversary of the date of its grant. Notwithsliag anything herein to the contrary, in no evéralisthe committee (i) extend
the term of an existing award beyond the maximuoweble term under the Plan, or (ii) take any actiwat would result an
addition to the aggregate shares available unéePldin without shareholder approval.

2. ltis intended that the Committee may amend@ptjon granted under the Plan, whether beforeter #fe date of this Amendment,
in a manner that is not inconsistent with the teofnSection 7.1(c) as hereby amended.

* k k kK

I, Glenn Yeager, Secretary of Customers Bancoi, hrereby certify that this Amendment was adopteds Board of Directors at a
duly convened meeting thereof on June 25, 201#hath a quorum was present and voting throughout.

/s/ Glenn Yeager
Glenn Yeager, Secrete




Exhibit 31.1

CERTIFICATION PURSUANT TO
RULES 13a-14(a) / 15d-14(a) UNDER THE SECURITIES EXHANGE ACT OF 1934, AS AMENDED

I, Jay S. Sidhu, certify that:
1. I have reviewed this quarterly report on Forn-Q of Customers Bancorp, Int

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or don#tate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this reg

3.  Based on my knowledge, the financial statemamd,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presentet
this report;

4.  The registran$ other certifying officer and | are responsibledstablishing and maintaining disclosure contanld procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

(&) Designed such disclosure controls and procsdorecaused such disclosure controls and procedoifee designed under our
supervision, to ensure that material informatidatheg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pnegzh

(b) Designed such internal control over financial réipgr or caused such internal control over finaheaorting to be designed un
our supervision, to provide reasonable assuramgading the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registradislosure controls and procedures and presentgilsi report our conclusions about
the effectiveness of the disclosure controls adguiures, as of the end of the period coveredibyaport based on such
evaluation; an

(d) Disclosed in this report any change in thestgnt's internal control over financial reportitigit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatioriernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions)

(@) All significant deficiencies and material weakgses in the design or operation of internal céoptrer financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

(b) Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

/s/ Jay S. Sidhu

Jay S. Sidhi

Chairman and Chief Executive Offic
(Principal Executive Officer

Date: August 8, 201



Exhibit 31.2

CERTIFICATION PURSUANT TO
RULES 13a-14(a) / 15d-14(a) UNDER THE SECURITIES EXHANGE ACT OF 1934, AS AMENDED

I, Robert E. Wahlman, certify that:

1.
2.

(@)

(b)

()

(d)

(@)

(b)

| have reviewed this quarterly report on Forn-Q of Customers Bancorp, In

Based on my knowledge, this report does notaiormny untrue statement of a material fact or dn#tate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this reg

Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presentet
this report;

The registran$ other certifying officer and | are responsibledstablishing and maintaining disclosure contamld procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

Designed such disclosure controls and procsdarecaused such disclosure controls and procedaotee designed under our
supervision, to ensure that material informatidatheg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pnegzh

Designed such internal control over financial réjpgr, or caused such internal control over finahi@porting to be designed uni
our supervision, to provide reasonable assuramgading the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

Evaluated the effectiveness of the registradisslosure controls and procedures and presentgulsi report our conclusions about
the effectiveness of the disclosure controls adguiures, as of the end of the period coveredibyaport based on such
evaluation; an

Disclosed in this report any change in thesggnt’s internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions)

All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

/s/ Robert E. Wahlman

Robert E. Wahlma
Chief Financial Officel
(Principal Financial Officer)

Date: August 8, 201



Exhibit 32.1

Certification Pursuant to 18 U.S.C. Section 1350,
as Adopted Pursuant to Section 906 of the Sarban&xley Act of 2002

In connection with the quarterly report of CustosmBancorp, Inc. (the “Corporation”) on Form 10-@ fiee period ended June 30, 2014, as
filed with the Securities and Exchange Commissiohe date hereof (the “Reportf),Jay S. Sidhu, Chairman and Chief Executive @ffiaf
the Corporation, certify, pursuant to 18 U.S.C.51,3s adopted pursuant to 8906 of the Sarbanes/@xit of 2002, that to the best of my

knowledge and belief:

(1) The Report fully complies with the requiremeatsection 13(a) or 15(d) of the Securities ExgwAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of
Corporation.

Date: August 8, 2014 /s/ Jay S. Sidhu
Jay S. Sidhu, Chairman and Chief Executive Office

(Principal Executive Officer)




Exhibit 32.2

Certification Pursuant to 18 U.S.C. Section 1350,
as Adopted Pursuant to Section 906 of the Sarban&xley Act of 2002

In connection with the quarterly report of CustosmBancorp, Inc. (the “Corporation”) on Form 10-@ fiee period ended June 30, 2014, as
filed with the Securities and Exchange Commissiothe date hereof (the “Report”), |, Robert E. Wiaah, Chief Financial Officer of the
Corporation, certify, pursuant to 18 U.S.C. §13®adopted pursuant to 8906 of the Sarbanes-OxdepfR002, that to the best of my
knowledge and belief:

(1) The Report fully complies with the requiremeatsection 13(a) or 15(d) of the Securities ExgwAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of
Corporation.

Date: August 8, 2014 /s/ Robert E. Wahlman
Robert E. Wahlman, Chief Financial Officer
(Principal Financial Officer)




