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Explanatory Note

Customers Bancorp, Inc. is filing this Amendmentramm 10-K/A (the “Amendment”) to our Annual Report Form 10K for the
fiscal year ended December 31, 2012, as origitiddlgt with the Securities and Exchange Commissf&EC”) on March 18, 2013 (the
“Original Filing”).

Unless we state otherwise or the context otherveigaires, references in this Amendment to “CusterBancorp” refer to
Customers Bancorp, Inc., a Pennsylvania corporasiod references to “we,” “our,” “us” and the “Bamp” refer to Customers Bancorp and
its consolidated subsidiaries for all periods omfber September 17, 2011 and Customers Bankfpeebds before September 17, 2011.
References in this Amendment to “Customers Bankher‘Bank” refer to Customers Bank, a Pennsylvatade chartered bank and wholly
owned subsidiary of Customers Bancorp.

This Amendment is being filed to correct certaipdgraphical and calculation errors included in@rinal Filing. These
corrections do not alter or change previously reggbrevenue, net income or earnings per sharecdifiections comprise:

. in Item 1. Business — Consumer Lending, to corteasumer loans outstanding as of December 31, @0teflect the accurate amount
of $78.1 million;
. in Item 6. Selected Financial Data, to correct gireent securities at December 31, 2008, loansva&llei not covered by Loss Sharing

Agreements with the FDIC at December 31, 2009,emuh of non-performing loans, non-accrual loartst@ noneovered loans (calle
non-performing loans to total non-covered loanthaOriginal Filing), non-performing assets, nomfpaming non-covered assets to
total non-covered assets, and allowance for losse®to non-performing non-covered loans at eaEleoémber 31, 2008, 2009, 2010,
2011 and 2012; ar

. in Item 7. Management’s Discussion and AnalysiEiofincial Condition and Results of Operations+(8013 Economic Outlook, to
correct the ratio of our warehouse loan mix to tssaeDecember 31, 2012 to reflect the accuraie 6dd5%; (ii) — Income Taxes — For
the years ended December 31, 2011 and 2010, tectdhe year stated in relation to a reversal @oviiluation allowance to reflect to
accurate year of 2010; (iii) — Other Borrowingsgctorect certain amounts and percentages relatedt® advances and Federal funds
purchased as of December 31, 2010 in the chart suizing the Bancorp’s short-term borrowings; (ivLredit Risk, to correct loan
charge-offs related to construction and consumeradiner loans, and loan recoveries related to oectddn, commercial real estate,
commercial and industrial, and consumer and othand; (v) — Asset Quality - Asset Quality at Decentiil, 2012, to correct
commercial non-accrual/NPLs, NPAs, and NPLs, agddg NPLs; and (vi) — Asset Quality — Acquired LeanLoans Not Covered
Under Loss Sharing Arrangements, to (a) correctammual loans at December 31, 2010 and 2011¢e(bpve restructured loans in
compliance with modified terms as they are not @®red non-performing, (c) remove loans 90+ daymdeent still accruing from the
calculation of total nomperforming loans as those particular loans arewittout recourse, and (d) make corresponding chaibgeed ¢
the changes discussed in (a), (b) and (c) abotheteelated ratio table and types of -covered no-performing loans table

In accordance with Rule 12b-15 under the Securiieshange Act of 1934, the complete text of eachesh 1 - “Business,” Item
6 — “Selected Financial Data and Item 7 - “Managat’seDiscussion and Analysis of Financial Conditenmd Results of Operations” have
been amended and restated in its entirety in thisddment. Except as described herein, this Amentidoss not change any previously
reported financial results or modify or update diiszlosures to the Original Filing. The disclosurethis Amendment continue to speak as of
the date of the Original Filing and do not reflegents occurring after the filing of the Origindlifig. The Amendment should be read in
conjunction with the Original Filing and our othfdings made with the SEC subsequent to the filiighe Original Report, including any
amendments to those filings. The filing of the Amerent shall not be deemed to be an admissiontteatiginal Filing, when made,
included any untrue statement of a material facimitted to state a material fact necessary to naa#tatement not misleading.

The Bancorp has updated the Signature Page, tticegions set forth as Exhibits 31.1, 31.2, 3arid 32.2, and the Consent of
ParenteBeard LLC attached as Exhibit 23.2 to reflds amended filing



CUSTOMERS BANCORP, INC. AND SUBSIDIARIES
PART |
ltem 1. Business

Unless we state otherwise or the context otherveigaires, references in this Form 10-K to “Custarigancorp’refer to Customers Bancol
Inc., a Pennsylvania corporation, and referencéwég’ “our,” “us” and the “Bancorp” refer to Custeers Bancorp and its consolidated
subsidiaries for all periods on or after Septemt¥r2011 and Customers Bank for all periods befmpgtember 17, 2011. References in this
Form 10-K to “Customers Bank” or the “Bank” refer€ustomers Bank, a Pennsylvania state charterddada wholly owned subsidiary of
Customers Bancorp. All share and per share infoomdiave been retrospectively restated to refleetReorganization (as defined below),
including the three for one consideration (i.echethree shares of Customers Bank was exchangeméoshare of Customers Bancorp) used
in the reorganization.

Business Summary

Customers Bancorp, Inc. (“Customers Bancorp”), dlgtoour wholly-owned subsidiary Customers Bankyjates financial products and
services to small businesses, not-for-profits amtsamers through its fourteen branches in SoutteaBennsylvania (Bucks, Berks, Chester
and Delaware Counties), Rye, New York (WestcheStemty) and Hamilton, New Jersey (Mercer County)st@mers Bank also provides
liquidity to the mortgage market nationwide throubh operation of its mortgage warehouse busidgd3ecember 31, 2012, Customers
Bancorp had total assets of $3.2 billion, includireg loans (including held-for-sale loans) of $illion, total deposits of $2.4 billion, and
shareholders’ equity of $269.5 million.

Our strategic plan is to become a leading regibaak holding company through organic growth andieadded acquisitions. We
differentiate ourselves from our competitors thiowgir focus on exceptional customer service suppdsy state of the art technology. Our
primary customers are privately held businessegepsional customers and not-for-profits. We atsmu$ on certain low-cost, low-risk
specialty lending segments such as nfaltitily/commercial real estate lending and warehdesding. Our lending is funded by deposits fi
our branch model, which seeks higher deposit lepeidranch than a typical bank, combined with lolranch operating expenses, without
sacrificing exceptional customer service. We alsate franchise value through our disciplined agpihao acquisitions, both in terms of
identifying targets and structuring transactiong&ior enterprise risk management is an impogarttof the strategies we initiate.

Our management team consists of experienced baekigutives led by our Chairman and Chief Execufifficer, Jay Sidhu, who joined
Customers Bank in June 2009. Mr. Sidhu brings 238s/ef banking experience, including 20 years asthief Executive Officer and
Chairman of Sovereign Bancorp. In addition to MdHsi, most of the members of our current manageneamt joined us following Mr.
Sidhu’s arrival in 2009 and have extensive expegamorking together at Sovereign with Mr. SidhuisTieam has significant experience in
building a banking organization, completing aneégrating mergers and acquisitions, and developahgable community and business
relationships in our core markets.

Background and History

Customers Bancorp was incorporated in Pennsyhiaroril 2010 to facilitate a reorganization intdoank holding company structure
pursuant to which Customers Bank became a whollyealxsubsidiary of Customers Bancorp (the “Reorgdiuz”) on September 17, 2011.
Pursuant to the Reorganization, all of the issugtautstanding shares of Voting Common Stock ard<B Non-Voting Common Stock of
Customers Bank were exchanged on a three-to-one foashares of Voting Common Stock and Class B-Noting Common Stock,
respectively, of Customers Bancorp. Customers Bgrecoorporate headquarters are located at 1016 Reenue, Wyomissing,
Pennsylvania 19610. The main telephone numberi3) (®33-2000.



CUSTOMERS BANCORP, INC. AND SUBSIDIARIES

In December 2010, Customers Bank changed its neoneNlew Century Bank. New Century Bank was incoaped in 1994 and is a
Pennsylvania state chartered bank and a membke ¢fdderal Reserve System. New Century Bank conedeserations in 1997.
Customers Bank’s deposits are insured by the FeBegosit Insurance Corporation. Customers Ban&tparate headquarters are located at
99 Bridge Street, Phoenixville, Pennsylvania 1948 main telephone number is (610) 933-2000.

Executive Summary
Our Markets
Market Criteria

We look to grow organically as well as through stle acquisitions in our current and prospectiarkats. We believe there is significant
opportunity to both enhance our presence in oweoctimarkets and enter new complementary markatsriket our objectives. We focus on
markets that we believe are characterized by sara# of the following:

« Population density

» Concentration of business activi

» Attractive deposit base

» Large market share held by large bar

» Advantageous competitive landscape that providestpnity to achieve meaningful market presel
» Lack of consolidation in the banking sector andegponding opportunities for a-on transactions

» Potential for economic growth over tirr

* Management experience in the applicable mar

Current Markets

Our current markets are broadly defined as thetgré¥iladelphia region and Berks County in Penrayih, Mercer County, New Jersey and
Southeastern New York. The table below describasaioekey statistics regarding our presence inghmarkets as of June 30, 2012:

Deposit
Market Shar
Deposits Deposit
Market Rank Offices (in millions) Market Shar
Philadelphia-Camden-Wilmington, PA, NJ, DE, 26 8 $ 995.¢ 0.22%
Berks County, P/ 6 4 466.5 5.4z
Mercer County, N. 17 1 214.¢ 1.6
Westchester County, N 22 1 253.0 0.51

Source: FDIC Website as of June 30, 2012

We believe that these markets have highly attrad®emographic, economic and competitive dynamiasdte consistent with our objectives
and favorable to executing our organic growth acgligsition strategy.
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Prospective Markets

Our organic growth strategy focuses on expandingetahare in our existing and contiguous markgtgdnerating deposits, loan and fee
based services through high touch personalizedcgesupported by state of the art technology farammmercial, consumer, not for profit
and specialized lending markets. Our acquisitioategy primarily focuses on undervalued and tradislemmunity banks in Pennsylvania,
New Jersey, New York, Maryland, Virginia and Newgtamd, where such acquisitions further our objesiand meet our critical succt
factors. As we evaluate potential acquisition opydties, we believe there are many banking intitis that continue to face credit
challenges, capital constraints and liquidity issard that lack the scale and management expertinanage the increasing regulatory

burden.

Our Competitive Strengths

Experienced and respected management tAn integral element of our business strategy isajoitalize on and leverage
the prior experience of our executive managememhtd he management team is led by our ChairmarCaref Executive
Officer, Jay Sidhu, who is the former Chief ExeeetOfficer and Chairman of Sovereign Bancorp. Iditah to Mr. Sidhu
most of the members of our current management teara extensive experience working together at Sagemwith

Mr. Sidhu, including Richard Ehst, President ande€8®perating Officer of Customers Bank, Warren [6ayPresident of
Community Banking for Customers Bank, and Jamelddgian, Chief Financial Officer of Customers Banc@pring theil
tenure at Sovereign, the team established a testkd of producing strong financial results, intigrg acquisitions,
managing risk, working with regulators and achiguimganic growth and expense control. In additaur,warehouse
lending group is led by Glenn Hedde, who bringsertban 23 years of experience in this sector. {#am has significant
experience in successfully building a banking orgmtion as well as existing valuable community aodiness
relationships in our core marke

Unique Asset Generation Strateyjye focus on local market lending combined with tieédy low-risk specialty lending
segments. Our local market asset generation prevideous types of business lending products andwuer lending
products, such as mortgage loans and home eqaityg IWe have also established a nfaltiily and commercial real est:
product line that is focused on the Mid-Atlantigien. The strategy is to focus on refinancing éxgtoans with
conservative underwriting and to keep costs lowotigh the multi-family and commercial real estatedoict, we earn
interest income, fee income and generate commetefdsits. We also maintain a specialty lendindgnass, warehousing
lending, which is a national business where we igliquidity to non-depository mortgage compart@éund their
mortgage pipelines. Through the warehouse lendisinkss, we earn interest income, and generatalepasits, and earn
fees.

Attractive risk profile We have sought to maintain high asset quality aoderate credit risk by using conservative
underwriting standards and early identificatiorpofential problem assets. We have also formed calessets department
to both manage our covered assets portfolio ameMiew our other classified and non-performing tsg&s at

December 31, 2012, approximately 12.2% of our ldagsdollar amount) were acquired loans and athote loans were
adjusted to their estimated fair values. Additibnat.0% of our loans and 50.6% of our other reghte owned (“OREO”)
(each by dollar amount) are covered by a loss shatirangement with the FDIC in which the FDIC wéimburse us for
80% of our losses on these ass

Please refer to the Asset Quality tables regarigiggcy and acquired loans appearing on page S&ivianagement
Discussion and Analysis section.

Superior Community Banking Mod®le expect to drive organic growth by employing tmancierge banking” strategy,
which provides specific relationship managers orgte bankers for all customers, delivering an apjpeent banking
approach available 12 hours a day, seven days ka Whis allows us to provide services in a persiaed|, convenient and
expeditious manner. This approach, coupled witlegaptechnology, including remote account openiegjote deposit
capture and mobile banking, results in a competiéisivantage over larger institutions, which wedweicontributes to the
profitability of our franchise and allows us to geate core deposits. Our “high tech, high touchgtel requires less staff
and smaller branch locations to operate, theramifgiantly reducing our operating cos

Acquisition ExpertiseThe depth of our management team and their experiaorking together and successfully
completing acquisitions provides us with uniqueghsin identifying and analyzing potential markatsd acquisition
targets. Our team’s experience, which includesatipiisition and integration of over 30 institutipas well as numerous
branch acquisitions, provide us a substantial atd¢gmnin pursuing and consummating future acquisstiédditionally, we
believe our strengths in structuring transacti@nignit our risk, our experience in the financiaporting and regulatory
process related to troubled bank acquisitions,camdngoing risk management expertise, particuliarfyroblem loan
workouts, collectively enabl



us to capitalize on the potential of the franchisesacquire. With our depth of operational experé&im connection with
completing merger and acquisition transactionsewmect to be able to integrate and reposition aeddranchises cost-
efficiently and with a minimum disruption to custenrelationships

We believe our ability to operate efficiently isramced by our centralized risk management structureaccess to attractive labor and real
estate costs in our markets, and an infrastruthateis unencumbered by legacy systems. Furtherm@r @nticipate additional expense
synergies from the integration of our recent adtjarss, which we believe will enhance our finangiagrformance.

Acquisitions
Since July 2010, we have completed three acquisitittvo of which were FDIC-assisted transactions, lsave entered into two agreements
for acquisitions that are currently expected tetpkace during 2013. We believe we have structapeghisitions that limit our credit risk,

which has positioned us for attractive risk-adjdsteturns. The consummation of the expected aciurisiis contingent upon a number of
conditions including, but not limited to, receigtwarious regulatory approvals. A summary of thasguisitions appears below.

2010 Acquisitions
FDIC-Assisted TransactiomlSA Bank Acquisition

On July 9, 2010, Customers Bank acquired substhnaithof the assets and assumed all of the nakdmed deposits and substantially all
other liabilities of USA Bank from the FDIC, as edeer. The transaction consisted of assets withiravhlue of $221.1 million, including
$124.7 million of loans (with a corresponding urtpaiincipal balance (“UPB”), of $153.6 million),$22.7 million FDIC loss sharing
receivable and $3.4 million of foreclosed asseiabilities with a fair value of $202.1 million weedso assumed, including $179.3 million of
non-brokered deposits. Customers Bank also receiaskl consideration from the FDIC of $25.6 milliGrthermore, Customers Bank
recognized a bargain purchase gain before tax®2&#® million, which represented 12.2% of the failue of the total assets acquired.

Concurrently with the acquisition of USA Bank, thBIC agreed to absorb a portion of all future dréamlises and workout expenses through
loss sharing agreements that cover certain legsssts including the entire loan portfolio and otleal estate owned. At July 9, 2010, the
covered assets consisted of assets with a book wAlf126.7 million. The total UPB of the coveredets at July 9, 2010 was $159.2 million.
Customers Bank acquired other USA Bank assetsatkatot covered by the loss sharing agreementstétkDIC including cash and certain
investment securities purchased at fair marketevalihe loss sharing agreements do not apply teesulesitly acquired, purchased or
originated assets. Customers Bank entered intdrdmsaction to expand its franchise into a lueeatiew market, accrete its book value per
share and add significant capital.

Pursuant to the terms of the loss sharing agreemirat FDIC will reimburse Customers Bank for 80Ptosses, calculated, in each case,
based on UPB plus certain interest and expensaso@ars Bank will reimburse the FDIC for its shafeecoveries with respect to losses for
which the FDIC has paid Customers Bank in reimbmesg under the loss sharing agreements.

Customers Bank has received an aggregate of $1iBi@nfrom the FDIC in reimbursements under thedsharing agreements for claims
filed for losses incurred through December 31, 2012

FDIC-Assisted TransactiohSN Bank Acquisition

On September 17, 2010, Customers Bank acquiredasuiadly all of the assets and assumed all ofitvebrokered deposits and substantii
all other liabilities of ISN Bank from the FDIC, asceiver. The transaction consisted of assetsavitir value of $83.9 million, including
$51.3 million of loans (with a corresponding UPB$&B.2 million), a $5.6 million FDIC loss sharineceivable and $1.2 million of foreclos
assets. Liabilities with a fair value of $75.8 oifl were also assumed, including $71.9 million ofitbrokered deposits. Customers Bank
received cash consideration from the FDIC of $5illan. Furthermore, Customers Bank recognized r@&ia purchase gain before taxes of
$12.1 million, which represented 14.4% of the failue of the total assets acquired.

Concurrently with the acquisition of ISN Bank, thBIC agreed to absorb a portion of all future drémises and workout expenses through
loss sharing agreements that cover certain legsssts, including the entire loan portfolio and otleal estate owned. At September 17, 2!

the covered assets consisted of assets with avado& of $52.6 million. The total UPB of the covgm@ssets at September 17, 2010 was $58.:
million. Customers Bank acquired other ISN Banletsthat are not covered by the loss sharing agneesmvith the FDIC including cash,
certain investment securities purchased at faiketaralue and other tangible assets. The lossrghagreements do not apply to subseque
acquired, purchased or originated assets. Custdaars entered into this transaction to enhance atike per share, add capital and enter
the New Jersey market in a more efficient mannan the novo expansion. Pursuant to the terms db#sesharing agreements, the FDIC will
reimburse Customers Bank for 80% of losses, cakedjan each case, based on UPB plus certain gitanel expenses. Customers Bank will
reimburse the FDIC for its share of recoveries wétbpect to losses for which the FDIC has paid @usts Bank in reimbursement under the
loss sharing agreements.



Customers Bank has received an aggregate of $@lidmirom the FDIC in reimbursements under the I8k sharing agreements for claims
filed for losses incurred through December 31, 2012

In accordance with the guidance provided in SEGf Bizcounting Bulletin Topic 1.K, Financial Statemts of Acquired Troubled Financial
Institutions (“SAB 1: K”) and a request for religfanted by the SEC, historical financial informataf USA Bank and ISN Bank has been
omitted from this Form 10-K. Relief is provided wmndertain circumstances, including transactio &5 the acquisitions of USA Bank and
ISN Bank in which an institution engages in an ésitjon of a troubled financial institution for wtti audited financial statements are not
reasonably available and in which federal assigtéman essential and significant part of the tatisn.

2011 Acquisition
Berkshire Bancorp Acquisition

On September 17, 2011, Customers Bancorp acquiddBire Bancorp, Inc. and its subsidiary BerksBiamk. Berkshire Bancorp served
Berks County, Pennsylvania through five branchesth@ closing date, Berkshire Bancorp had totadtassf approximately $132.5 million,
including total loans of $98.4 million, and tot&Hilities of approximately $122.8 million, inclutdj total deposits of $121.9 million. Under
the terms of the merger agreement, each outstastieng of Berkshire Bancorp common stock was exggtafor 0.1534 shares of Custornr
Bancorp’s Voting Common Stock, resulting in theuessce of 623,686 shares of Customers Bancorp’si\y@ommon Stock. The total
purchase price was approximately $11.3 millionyespnting a price to tangible book value of BenlesBiancorp common stock of 1.25%.
This transaction was immediately accretive to emysii

In addition, as part of the transaction, CustonBanscorp exchanged shares of its preferred stocthéopreferred stock that was issued by
Berkshire Bancorp as part of the U.S. Treasuryaubled Asset Relief Program. Those shares wereegquestly redeemed. In addition,
warrants to purchase shares of Berkshire Bancarprmmn stock were converted into warrants to purckhaees of Customers Bancorp’s
Voting Common Stock.

Berkshire Bancorp’s operating results are incluideaur financial results from the date of acquésiti

Acquisition of Manufactured Housing Loans

During the years 2010, 2011, and 2012, we purchamedifacturing housing loans from Tammac HoldingpBaoation (“Tammac”). These
purchases were opportunistic purchases and mayeniodicative of future strategies or purchases.

On August 6, 2010, we purchased from Tammac Hol@arporation (“Tammac”) a $105.8 million manufaedrhousing loan portfolio for a
purchase price of $105.8 million. These loans veeigported by a cash reserve balance of $10.5 mitlialate of purchase, that covers all
current losses and delinquent interest, and istaiaid in a demand deposit account at the Bank.

On September 30, 2011, we purchased from Tammag $difion of manufactured housing loans and a %56terest only strip security wi
an estimated value of $3 million secured by a @d&70 million of loans originated by Tammac fotogal purchase price of $13 million.

On July 24, 2012, the Bancorp paid $63.2 milliome¢guire manufactured housing loans from Vandekbilttgage and Finance Inc. at par.
These loans were originated by Tammac Holding Qaitan, and secure the interest only strip sectini&f was purchased in September
2011. The loans carry an 11.3% coupon rate, whanarifac earns a 2.0% servicing fee and also retaénsghts to a 2.0% 1O Strip in relati
to this pool of loans. The full recourse for lossesthe July 2012 loan purchase resides with Tammac

2013 Acquisition Agreements

Consummation of the following transactions is cagéint upon a number of conditions including, butlimited to, receipt of various
regulatory approvals.

Acacia Federal Savings Bank Acquisition

On June 21, 2012, the Bancorp announced the enitnaidefinitive agreement to acquire Acacia Fddeaaings Bank (Acacia) located in
Falls Church, Virginia from two subsidiaries of Aritas Mutual Holding Company (Ameritas). Acaciaves the metro Washington, D.C.
market. Pursuant to the terms of the agreemenBaineorp will acquire 100% of the stock of Acaaiami Ameritas Mutual Holding Compa
for a total purchase price of $65.0 million to kzdoin Cash of $10.3 million and Voting Common & éesulting in a 4.9% voting ownerst
interest in the Bancorp), Class B Non-Voting Comr&tock (resulting in up to 14.9% total common oveh@gs interest (voting and non-
voting, taking into account outstanding securitieavertible into common stock) in the Bancorp), &sdpetual Non-Cumulative Preferred
Stock, Series C (with an aggregate liquidation @ati$65.0 million minus the value of the Commoacktand Class B Non-Voting Common
Stock to be issued in the acquisition). The Banexpects to issue its Voting Common Stock and (Bali®n-Voting Common Stock at
115% of



GAAP book value at the time of closing. It is likehat the regulatory authorities will require aangge in the composition of the consideration
in the Acacia transaction, including the eliminatif the Series C Preferred Stock, and a reduatitime level of Voting Common Stock to be
issued to the sellers.

The Bancorp will not be acquiring any non-perforgiioans, other real estate owned or other ass#t# theems to possess higher risk. In
addition, the Bancorp will not be responsible foy aeverance obligations, charges associated gtearly termination of the O.S.I.
technology contract or lease termination charge&ceactia's corporate headquarters beyond one year. Thengl@scurrently expected to ta
place during the first half of 2013.

CMS Bancorp Acquisition

On August 10, 2012, Customers Bancorp Inc. annaltieeentry into a definitive agreement to acquieemerger CMS Bancorp (CMS
Bancorp) located in White Plains, New York andrmdiely CMS Bank. CMS Bank, with five branches, ssrWestchester County, New
York, and the surrounding areas. The total transacfalue is approximately $20.8 million, and tlggeement provides for CMS Bancorp
stockholders to receive shares of Customers Banaiiipg common stock based upon an exchange mtie determined as the quotient of
(i) the CMS Valuation, divided by (ii) the Custorséraluation, with fractional shares to be cashad Bloe “CMS Valuation” will be
calculated as 95% of CMS Bancorp’s common stocldrslcequity as of the month end prior to the clgsimhile the “Customers Valuation”
will be calculated as 125% of Customer Bancorp'slified stockholder equity as of the month end ptioclosing. Modified stockholders’
equity is defined as June 30, 2012 book value g@dlastions to retained earnings through the monthseior to closing. Shares issued by
Customers Bancorp in capital raises and purchasmuating adjustments from any other acquisitiorisat be included in calculating
modified stockholders’ equity. By way of exampleskd on the March 31, 2012 book value per sha@M8 Bancorp and the June 30, 2012
modified stockholders’ equity of Customers Banc&bl.75 and $13.99, respectively, the exchange vaiuld be 0.6383. The foregoing
calculation is provided as an example only, andsda# purport to be the actual exchange ratio.dldteal exchange ratio will likely be
different at closing.

The acquisition of CMS will enhance the Bancorp&aNY ork franchise. Closing of the CMS Bancorp merggnich is subject to regulatory
approval, customary closing conditions and the eygdrof CMS Bancorp’s stockholders, is currentlypested to occur in 2013.

New England Commercial Lending Loan Purchase

On February 6, 2013, we announced the entry imtefiitive agreement to acquire certain commeioiahs from Michigan based Flagstar
Bank. Under the terms of the agreement, Customan& ®ill acquire $187.6 million in commercial loaammitments, of which $150.9
million is currently outstanding. As part of theragment, and subject to receipt of customary thady consents, Customers Bank will also
assume the leases for two of Flagst@ommercial lending offices, one in Boston, MA ame in Providence, RI. The purchase price is 9¢
of loans outstanding and the transaction is expectelose within the first quarter of 2013.

Segments

Customers Bancorp has one reportable segment, “GaityrBanking.” All of the Company’s activities amgterrelated, and each activity is
dependent and assessed based on how each ofitliteaadf the Company supports the others. Fongla, lending is dependent upon the
ability of the Company to fund itself with depositsd borrowings while managing the interest ratk@edit risk. Accordingly, all significant
operating decisions are based upon analysis @ddn& as one segment or unit.

Products

We offer a broad range of traditional banking pradwand financial services to our commercial amtsamer customers in Philadelphia and
the Suburban Philadelphia Counties, Berks CourdggpnBylvania, Central New Jersey and SoutheasternYek. Subsequent to the close of
our acquisitions of Acacia FSB, CMS and the Newl&md commercial loan portfolio, our business wilcacover the areas of Northern
Virginia, Westchester NY and Boston, Massachus@®lts offer an array of lending products to cateouio customers’ needs, including small
business loans, mortgage warehouse loans, multiyfamd commercial real estate loans, resident@aitgage loans and consumer loans. We
also offer traditional depository products, incliglicommercial and consumer checking accounts, mianeist-bearing demand accounts,
money market deposit accounts, savings accountsrardieposit accounts and cash management serWidssour purchase of Acacia FSB
in 2013, we expect to increase our origination oftgage loans, sell them into the secondary maaket,then provide servicing of these
loans. We estimate that approximately 90 percentototal loan originations will be eligible foalge through U.S. government-sponsored
entities (a term generally used to refer colledyiva singularly to Fannie Mae, Freddie Mac, andi@é Mae).
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Lending Activities
We focus our lending efforts to the following lengiareas:

. Commercial Lending — Includes Business Banking cenaial and industrial, Small Business, includingafirbusiness
administration (SBA) loans, and Mi-family Commercial Real Estate lendir

. Specialty Lendin~ Warehouse Lending

. Consumer Lendin— Local market mortgage lending and home equity legndand

. Mortgage bankine Origination, servicing and packaging of mortgagenie for sale to investor

Commercial Lending

The Bank’s commercial lending is divided into thoigtinct groups: Multi-family/Commercial real esaBusiness Banking and Small
Business Banking. This division is designed towvalfor greater resource deployment, higher standairdsk management, strong asset
quality, lower interest rate risk and higher prdility levels.

The Business Banking lending group focuses on campavith annual revenues ranging from $5.0 milio$50.0 million, which typically
have credit requirements between $0.5 million ab@ @ million. This division is serviced by very expenced local relationship managers or
private bankers who are supported by a centratiredit function.

The Small Business Banking platform originates &ancluding Small Business Administration loaisptigh the branch network sales force
and a team of dedicated Small Business relationshipagers. The support administration of the platffor this segment is centralized
including risk management, product management, atisudg, performance tracking and overall strategyd@ and sales training has been
established for our sales force, ensuring we headl dusiness experts in place providing approeratancial solutions to the small business
owners in our communities. A division approach fesion industries that offer us high asset qualityare deposit rich to drive profitability.

The goal of our multi-family lending group is toilaua portfolio of high quality multi-family and eomercial real estate loans within our
covered markets, while cross selling our other petgland services. This business line primarily$es on refinancing existing loans, using
conservative underwriting. The primary collate@l these loans is a first lien mortgage on the iafiaithily property, plus an assignment of all
leases related to such property. During the yede@&mecember 31, 2012, we originated and closed.82fillion of multi-family loan
commitments, or $542.6 million including the mdtimily loan commitments above.

As of December 31, 2012, 2011, and 2010, we ha@P$13 million, $535.7 million, and $330.6 milliorespectively, in commercial loans
outstanding, composing approximately 37.0%, 35.886, 37.6%, respectively, of our total loan portfpivhich includes loans held for sale.
During the year ended December 31, 2012, we otigihand closed $250.7 million of commercial loand eommitments.

Specialty Lending

In 2009, we established a warehouse lending busimésch provides financing to mortgage bankergdsidential mortgage originations
from loan closing until sale in the secondary marktany providers of liquidity in this segment edtthe business in 2007-2008 during the
period of excessive market turmoil.

The goal of the warehouse group is to provide tigyito mortgage companies. These facilities aeglusy mortgage companies to fund their
pipelines from closing of individual mortgage loamil their sale into the secondary market. Mdghe loans are insured or guaranteed by
the U.S. government through one of their progranech &is FHA, VA, or are conventional loans eligifilesale to Fannie Mae and Freddie
Mac.

As of December 31, 2012, 2011, and 2010, outstgridans in our warehouse lending portfolio totebdd4 billion, $794 million, and $386.1
million, respectively, composing approximately 34.,462.3%, and 44.0%, respectively, of our totahlpartfolio, which includes loans held
for sale. During the year ended December 31, 2082811, we funded $19.5 billion of mortgage loander warehouse facilities.
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Consumer Lending

We plan to expand our product offerings in reahiessecured consumer lending. We do not offer@éstiautomobile loans, unsecured loans,
student loans or credit cards. Initially, we pravtibome equity and residential mortgage loans ttomeys. Underwriting standards for home
equity lending are conservative, focusing on FI€@res 720 and higher, and lending is offered tm#plcustomer relationships and grow
relationship revenues in the long term. This legdmimportant in our efforts to grow total relatghip revenues for our consumer househ
These areas also support our commitment to lowenaderate income families in our market area.

As of December 31, 2012, 2011 and 2010, we had.818ilion, $78.1 million, and $54.4 million resgeely, in consumer loans
outstanding, composing 4.8%, 5.1%, and 6.2%, reisedc of our total loan portfolio, which includdésans held for sale. During the year
ended in December 31, 2012, we originated and dI$6&.3 million of consumer loans.

Mortgage Banking

The bank has aggressively recruited new leadeishipe mortgage banking group which was formeddfa2 This leadership is committed to
building a state of the art Mortgage Banking platfaising best in class practices. These will inelagpaperless origination system coupled
with an unparalleled product offering. This willabie the Bank to give a level of service to outenners that is not only unique, but creates
value for our customers as well as the Bank. Weanemitted to providing value to our shareholdarsiigh enhanced technology solutions
while serving our community.

Customers Bank expects to open multiple loan prociuoffices to support the growth of the mortgégaking platform. These offices will
allow the bank to penetrate markets that were weaeed by the Bank’s current branch locations. ifidementation of our secondary
marketing group, coupled with the Bank’s incredseah production is expected to result in significgrowth in earnings in the group.

We do not have a program for originating subprioenlproducts, or reverse mortgages. We estimat@ppaoximately 90% of our mortgage
banking loan originations will be eligible for safeough U.S. government-sponsored entities.

Private Banking

Beginning in 2013, Customers Bank will introducBravate Banking model for our commercial clientshie major markets within our
geographical footprint. This unique model will pide unparalleled service to our customers throughiromarket team of experienced
private bankers. Acting as a single-point-of-cohfacall the banking needs of our commercial disethese private bankers will deliver the
whole bank — not only to our clients, but to tHfaimilies, their management teams, and their emgleyas well. With a world-class suite of
sophisticated cash management products, thesdehigakers will deliver on our “high tech, high ¢bd strategy and provide real value to
our mid-market Commercial clients.

We expect to open our first private banking officéManhattan in the second quarter of 2013, evdigtual of our markets will be served by
private bankers.

Deposit Products and Other Funding Sources

We offer a variety of deposit products to our costos, including checking accounts, savings accoumisiey market accounts and other
deposit accounts, including fixed-rate, fixed-mujyuretail time deposits ranging in terms from 38yd to five years, individual retirement
accounts, and non-retail time deposits consistfrjgrobo certificates greater than or equal to $200, Using our high touch supported by
high tech model, we have experienced significanidyer above average growth in core deposits infalur markets.

Financial Products and Services

In addition to traditional banking activities, weopide other financial services to our customarsluding: internet banking, wire transfers,
electronic bill payment, lock box services, remiéposit capture services, courier services, metgracessing services, cash vault,
controlled disbursements, positive pay and cashagement services (including account reconciliattmtiections and sweep accounts).

Competition

Customers Bank competes with other financial in8tihs for deposit and loan business. Competitwckide other commercial banks, savings
banks, savings and loan associations, insuranceamigs, securities brokerage firms, credit unifinance companies, mutual funds, money
market funds, and certain government agenciesnEiakinstitutions compete principally on the qbabf the services rendered, interest rates
offered on deposit products, interest rates chaogeldans, fees and service charges, the convenfrzanking office locations and hours of
operation, and in the consideration of larger conemaéborrowers, lending limits.
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Many competitors are significantly larger than @usérs Bank, and have significantly greater findngsources, personnel and locations
from which to conduct business. In addition, CusttsrBank is subject to regulation, while certaiit®tompetitors are not. Non-regulated
companies face relatively few barriers to entry itite financial services industry. Customers Bafd‘ger competitors enjoy greater name
recognition and greater resources to finance wadging advertising campaigns. Customers Bank caesget business principally on the
basis of high quality, personal service to cust@neustomer access to Customers Bank’s decisioemiaknd competitive interest and fee
structure. Customers Bank also strives to providgimum convenience of access to services by emmdyinovative delivery vehicles such
as internet banking, and the convenience of cogeibanking.

Customers Bank’s current market is primarily sergdarge national and regional banks, with a famgér institutions capturing more than
50% of the deposit market share. Customers Baakiglcompetitors utilize expensive, bramased models to sell products to consumer
small businesses, which requires our larger cortmpstio price their products with wider margins @hdrge more fees to justify their higher
expense base. While maintaining physical brancatiogs remains an important component of CustoiBank’s strategy, Customers Bank
utilizes an operating model with fewer and lessemsgive locations, thereby lowering overhead castisadlowing for greater pricing
flexibility.

Geographic Information

The geographic information required by Iltem 10KHRegulation S-K under the Securities Exchangeohdi934, as amended, is
impracticable for the Bancorp to calculate; howetse Bancorp does not believe that a material atnoiurevenues in any of the last three
years was attributable to customers outside obthieed States, nor does it believe that a matari@unt of its lon-lived assets, in any of the
past three years, was located outside of the UStatks.

Employees
As of December 31, 2012, Customers Bank had 242ifaé and 13 part-time employees.

Available Information

Our internet website is at www.customersbank.carforination on our website is not part of this AninRaport on Form 10-K. Investors can
obtain copies of our annual report on Form 10-Kartgrly reports on Form 10-Q, current reports om#8-K, and any amendments to those
reports filed or furnished pursuant to Section 18(al5(d) of the Securities Exchange Act on oubsite as soon as reasonably practicable
after we have filed such materials with, or fureidhhem to, the Securities and Exchange Commig$8#C”). We will also furnish a paper
copy of such filings free of charge upon requeastestors can also read and copy any materialstiyeas with the SEC at the SEC’s Public
Reference Room which is located at 100 F Streef,Washington, DC 20549. Information about the ofenaof the Public Reference Room
can be obtained by calling the SEC at 1-800-SE@0BG&Ir filings can also be accessed at the SE@sriat website: www.sec.gov.
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SUPERVISION AND REGULATION
GENERAL

We are subject to extensive regulation, examinatith supervision by the Pennsylvania DepartmeBaoking and Securities and, as a
member of the Federal Reserve System, by the Helesarve Board. Federal and state banking lawsemdations govern, among other
things, the scope of a bank’s business, the invastisra bank may make, the reserves against depdsitisk must maintain, terms of deposit
accounts, loans a bank makes, the interest ratbaiiges and collateral it takes, the activitiea bank with respect to mergers and
consolidations and the establishment of branches.

PENNSYLVANIA BANKING LAWS

Pennsylvania banks that are Federal Reserve memiagrestablish new offices only after approvalliy Pennsylvania Department of
Banking and Securities and the Board of GovernbtseFederal Reserve System (the “Federal Re&waed”). Approval by these
regulators can be subject to a variety of factioduding the convenience and needs of the communhether the institution is sufficiently
capitalized and well managed, issues of safetysanddness, the institution’s record of meetingctteelit needs of its community, whether
there are significant supervisory concerns witlpeesto the institution or affiliated organizatiomasid whether any financial or other business
arrangement, direct or indirect, involving the pgeed branch and bank “insiders” (directors, ofic@mployees and 10%-or-greater
shareholders) which involves terms and conditionsenfiavorable to the insiders than would be avi&laba comparable transaction with
unrelated parties.

Under the Pennsylvania Banking Code, we are pexchiti branch throughout Pennsylvania. PennsyManialso provides Pennsylvania
state chartered institutions elective parity wite power of national banks, federal thrifts, aradesthartered institutions in other states as
authorized by the FDIC, subject to a required moticthe Pennsylvania Department of Banking andiBass. The Pennsylvania Banking
Code also imposes restrictions on payment of diddeas well as minimum capital requirements.

On October 24, 2012, Pennsylvania enacted thredavesvknown as the “Banking Law Modernization Pagkaall of which became
effective on December 24, 2012. The intended gbtdeonew law, which applies to our bank subsidig&gyo modernize Pennsylvania’s
banking laws and to reduce regulatory burden asthie level where possible, given the increasgdlatory demands at the federal level as
described below.

The new law also permits banks to disclose form&dreement actions initiated by the Pennsylvanipddement of Banking and Securities,
clarifies that the Department has examination arfdreement authority over subsidiaries as wellffiates of regulated banks and bolsters
the Department’s enforcement authority over itatagd institutions by clarifying its ability tomeve directors, officers and employees from
institutions for violations of laws or orders or fany unsafe or unsound practice or breach of fadyauty. Changes to existing law also
allow the Department to assess civil money persatifaup to $25,000 per violation.

The new law also sets a new standard of care fuk bHicers and directors, applying the same stechttzat exists for non-banking
corporations in Pennsylvania. The standard is dpedorming duties in good faith, in a manner mrably believed to be in the best interests
of the institutions and with such care, includiegsonable inquiry, skill and diligence, as a perdorrdinary prudence would use under
similar circumstances. Directors may rely in goaithf on information, opinions and reports provitgdofficers, employees, attorneys,
accountants, or committees of the board, and aceofinay not be held liable simply because he ers&nved as an officer of the institution.

Interstate Branchin(. Federal law allows the Federal Reserve and FBx@,the Pennsylvania Banking Code allows the Pédvarsa
Department of Banking and Securities, to approvamplication by a state banking institution to doginterstate branches. For more
information on federal law, see the discussion ufiflederal Banking Laws — Interstate Branching'ttfedlows.

Pennsylvania banking laws authorize banks in Pdwaisia to acquire existing branches or branch deriie other states, and also permits
out-of-state banks to acquire existing branchdszanch de novo in Pennsylvania.

In April 2008, Banking Regulators in the StatedNefv Jersey, New York, and Pennsylvania enteredattemorandum of Understanding
(the “Interstate MOU") to clarify their respectiveles, as home and host state regulators, regaimieigtate branching activity on a regional
basis pursuant to the Riegle-Neal Amendments A&B8f7. The Interstate MOU establishes the regulatsponsibilities of the respective
state banking regulators regarding bank regulagaminations and is intended to reduce the regyl&tarden on state chartered banks
branching within the region by eliminating duplivathost state compliance exams.

Under the Interstate MOU, the activities of brarcihwe established in New Jersey or New York woulddeerned by Pennsylvania state law
to the same extent that federal law governs theities of the branch of an out-of-state nationahk in such host states. Issues regarding
whether a particular host state law is preempted@be determined in the first instance by the
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Pennsylvania Department of Banking and Securitiethe event that the Pennsylvania Department okBag and Securities and the
applicable host state regulator disagree regandhmgther a particular host state law is pre-emptezlPennsylvania Department of Banking
and Securities and the applicable host state riegululd use their reasonable best efforts to ickemsll points of view and to resolve the
disagreement.

FEDERAL BANKING LAWS

Interstate Branching The Riegle-Neal Interstate Banking and BranchirficEehcy Act of 1994 (called the “Interstate Actgmong other
things, permits bank holding companies to acquaregkb in any state. A bank may also merge with & lranother state. Interstate
acquisitions and mergers are subject, in gen@raettain concentration limits and state entrysutdating to the age of the Bank. Under the
Interstate Act, the responsible federal regulatmgncy is permitted to approve the acquisitiores$ Ithan all of the branches of an insured
bank by an out-o$tate bank or bank holding company without the &iiipn of an entire bank, only if the law of theat in which the branc
is located permits. Under the Interstate Act, bnesoof state-chartered banks that operate in ethess are covered by the laws of the
chartering state, rather than the host state. TdagB-rank Wall Street Reform and Consumer Protecdict (“Dodd-Frank Act”) created a
more permissive interstate branching regime by fignm banks to establish branches de novo in &g $f a bank chartered by such state
would have been permitted to establish the bralRehmore information on interstate branching uriennsylvania law, see “Pennsylvania
Banking Laws — Interstate Branching” above.

Prompt Corrective Actio. Federal banking law mandates certain “promptamtive actions,” which Federal banking agenciesegeired to
take, and certain actions which they have disandtictake, based upon the capital category intahvhiFederally regulated depository
institution falls. Regulations have been adoptedhigyFederal bank regulatory agencies setting fiethiled procedures and criteria for
implementing prompt corrective action in the cabarty institution that is not adequately capitadiz&lnder the rules, an institution will be
deemed to be “adequately capitalized” or bettéraékceeds the minimum Federal regulatory capéglirements. However, it will be deemed
“undercapitalized” if it fails to meet the minimucapital requirements, “significantly undercapitaliZ if it has a total risk-based capital ratio
that is less than 6.0%, a Tier 1 risk-based camtéd that is less than 3.0%, or a leverage ttht is less than 3.0%, and “critically
undercapitalized” if the institution has a ratiotafigible equity to total assets that is equalrtess than 2.0%. The rules require an
undercapitalized institution to file a written cegirestoration plan, along with a performance gogyr by its holding company or a third

party. In addition, an undercapitalized institutlmecomes subject to certain automatic restrictiocisiding a prohibition on the payment of
dividends, a limitation on asset growth and expamsand in certain cases, a limitation on the payroébonuses or raises to senior executive
officers, and a prohibition on the payment of dartananagement fees” to any “controlling persométitutions that are classified as
undercapitalized are also subject to certain amfthli supervisory actions, including increased répghburdens and regulatory monitoring, a
limitation on the institution’s ability to make adigitions, open new branch offices, or engage im liges of business, obligations to raise
additional capital, restrictions on transactionthweiffiliates, and restrictions on interest rataglfpy the institution on deposits. In certain
cases, bank regulatory agencies may require rapkeof senior executive officers or directorssale of the institution to a willing
purchaser. If an institution is deemed to be “caily undercapitalized” and continues in that catgdor four quarters, the statute requires,
with certain narrowly limited exceptions, that ihetitution be placed in receivership.

Safety and Soundness; Regulation of Bank Manageriiéet Federal Reserve Board possesses the powertibit us from engaging in any
activity that would be an unsafe and unsound bangnactice and in violation of the law. Moreoveederal law enactments have expanded
the circumstances under which officers or directdra bank may be removed by the institution’s Feldgupervisory agency; restricted and
further regulated lending by a bank to its exeautificers, directors, principal shareholders ¢atezl interests thereof; restricted manager
personnel of a bank from serving as directors atler management positions with certain depositwitutions whose assets exceed a
specified amount or which have an office withirpaafied geographic area; and restricted managepeabnnel from borrowing from
another institution that has a correspondent matiip with the bank for which they work.

Capital Rules Federal banking agencies have issued certak-bBased capital” guidelines, which supplementedteg capital
requirements. In addition, the Federal Reserve Bwaposes certain “leveragedquirements on member banks such as us. Bankjdaters
have authority to require higher minimum capitdiasfor an individual bank or bank holding compamyiew of its circumstances.

The risk-based guidelines require all banks andk baitding companies to maintain two “risk-weighteskets” ratios. The first is a minimum
ratio of total capital (“Tier 1" and “Tier 2" cagail) to risk-weighted assets equal to 8.0%; thesgd®a minimum ratio of “Tier 1” capital to
risk-weighted assets equal to 4.0%. Assets argreesito five risk categories, with higher levelsapital being required for the categories
perceived as representing greater risk. In maltiegctlculation, certain intangible assets mustdskidted from the capital base. The risk-
based capital rules are designed to make regulatgpiyal requirements more sensitive to differenpeagsk profiles among banks and bank
holding companies and to minimize disincentivestfoiding liquid assets.

The risk-based capital rules also account for @gterate risk. Institutions with interest rate res¢posure above a normal level would be
required to hold extra capital in proportion totthiak. A bank’s exposure to declines in the ecoitomalue of its
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capital due to changes in interest rates is a fdletd banking agencies will consider in evaluatingank’s capital adequacy. The rule does not
codify an explicit minimum capital charge for irgst rate risk. We currently monitor and manageassgets and liabilities for interest rate r
and management believes that the interest rateuiek which have been implemented and proposdadhatimaterially adversely affect our
operations.

The Federal Reserve Board's “leverage” ratio rodeglire member banks which are rated the highgbeiromposite areas of capital, asset
quality, management, earnings and liquidity to rtreama ratio of “Tier 1” capital to “adjusted to@s$sets” of not less than 3.0%. For banks
which are not the most highly rated, the minimuewvdrage” ratio will range from 4.0% to 5.0%, ortreg at the discretion of the Federal
Reserve Board, and is required to be at a levehoensurate with the nature of the level of risk aktdmers Bancorp, Inc.’s condition and
activities.

For purposes of the capital requirements, “Tieot"core” capital is defined to include common sHarlders’ equity and certain
noncumulative perpetual preferred stock and relatedlus. “Tier 2" or “qualifying supplementary” gigal is defined to include a bank’s
allowance for loan losses up to 1.25% of risk-weaghassets, plus certain types of preferred stodkelated surplus, certain “hybrid capital
instruments” and certain term subordinated dehitungents.

As of December 31, 2012 and 2011, management leslithat the Bank and Bancorp meet all capital aaggrequirements to which they are
subject. For additional information on the Companggulatory ratios, refer to “NOTE 17 — REGULATORMTTERS” in this Form 10-K.

New Proposed Capital Ruli

In September 2010, the oversight body of the Ba@sehmittee on Banking Supervision announced miningapital ratios and transition
periods providing: (i) the minimum requirement fbe Tier 1 common equity ratio will be increaseahfirthe current 2.0% level to 4.5% (tc
phased in by January 1, 2015); (ii) the minimunuiezment for the Tier 1 capital ratio will be inased from the current 4.0% to 6.0% (to be
phased in by January 1, 2015); (iii) an additidh&P6 of Tier 1 common equity to total risk-weightegisets (to be phased in between
January 1, 2016 and January 1, 2019; and (iv) amim leverage ratio of 3.0% (to be tested stardiaguary 1, 2013). The proposals also
narrow the definition of capital, excluding instrants that no longer qualify as Tier 1 common eqagyf January 1, 2013, and phasing out
other instruments over several years. It is undiear U.S. banking regulators will define “well-ctadized” in their implementation of Basel
Il

The liquidity proposals under Basel Ill includé: diliquidity coverage ratio (to become effectiamdary 1, 2015); (ii) a net stable funding
ratio (to become effective January 1, 2018); aiida(iset of monitoring tools for banks to repoiinimum types of information to their
regulatory supervisors.

In November 2012, the Federal Reserve delayedatieady 2013 effective date of Basel llI's propobadk capital buffer rules, and did not
provide a substitute date for effectiveness. ThiS. Regulator approved proposal would substanteatignd the regulatory risk-based capital
rules applicable to the Bancorp and the Bank. Thpgsed rules implement the “Basel ltEgulatory capital reforms and changes require
the Dodd-Frank Act.

Many of the details of the new framework relatednioimum capital levels and minimum liquidity recgments in the Basel Committee’s
proposals will remain uncertain until the finalease is issued. Implementation of the final provisiof Basel 11l will require implementing
regulations and guidelines by U.S. banking regutationplementation of these new capital and ligyidéquirements has created significant
uncertainty with respect to the future liquiditydacapital requirements for financial institutioitierefore, we are not able to predict at this
time the content of liquidity and capital guidebner regulations that may be adopted by regulagencies or the impact that any changes in
regulation may have on us.

DoddFrank Wall Street Reform and Consumer Protectioh Ahe Dodd-Frank bill was enacted by Congress opn | 2010, and was
signed into law by President Obama on July 21, 28hfong many other provisions, the legislation:

. established the Financial Stability Oversight Caliacfederal agency acting as the financial sy&eystemic risk
regulator with the authority to review the actiggtiof significant bank holding companies and namkldmancial firms, to
make recommendations and impose standards regaraliitzal, leverage, conflicts and other requireraéat financial
firms and to impose regulatory standards on ceftaamcial firms deemed to pose a systemic the#hé financial health
of the U.S. economy

. created a new Consumer Financial Protection Bunéthin the U.S. Federal Reserve, which has substantle-making
authority over a wide variety of consumer finansiatvices and products, including the power to leggwinfair, deceptive,
or abusive acts or practice

. permitted state attorney generals and other stdbecement authorities broader power to enforcesaorer protection laws
against banks
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. authorized federal regulatory agencies to ban cosgi®n arrangements at financial institutions tie¢ employees
incentives to engage in conduct that could pose tis the natio’s financial systemnr

. granted the U.S. government resolution authoritijgiaidate or take emergency measures with regattibled financial
institutions, such as bank holding companies, fddhbutside the existing resolution authority bétFederal Deposit
Insurance Corporatiol

. gave the FDIC substantial new authority and fldiibin assessing deposit insurance premiums, whiely result in
increased deposit insurance premiums for us irfiuttuee;

. increases the deposit insurance coverage limit&urable deposits to $250,000 generally, and remidive limit entirely
for transaction account

. permitted banks to pay interest on business demepdsit account:

. extended the national bank lending (or I¢-to-one-borrower) limits to other institutions like u

. prohibited banks subject to enforcement action sisch memorandum of understanding from changirige¢harter withou

the approval of both their existing charter requi@nd their proposed new charter regulator;
. imposed new limits on asset purchase and saleatiioss between banks and their insid

Many of these provisions are subject to furthee mbking and to the discretion of regulatory bodesduding our primary federal banking
regulator, the Federal Reserve. It is not possibfgredict at this time the extent to which regolas authorized or mandated by the Dodd-
Frank Act will impose requirements or restrictiamsus in addition to or different from the provissosummarized above.

Deposit Insurance Assessme. Our deposits are insured by the FDIC up to timétdi set forth under applicable law and are sulijedeposit
insurance premium assessments. The FDIC impossk-based deposit premium assessment system, wiislamended pursuant to the
Federal Deposit Insurance Reform Act of 2005 (t#het™). Under this system, the amount of FDIC asses#s paid by an individual insured
depository institution, like us, is based on theeleof risk incurred in its activities. The FDICgaes a depository institution in one of four risk
categories determined by reference to its captadls and supervisory ratings. In addition, ind¢hse of those institutions in the lowest risk
category, the FDIC further determines its assestnatgs based on certain specified financial ratios

On February 7, 2011, the FDIC adopted a final nuglifying the risk-based assessment system aridgsétitial base assessment rates
beginning April 1, 2011, ranging from 2.5 to 45 isgsoints of Tier | capital.

As of December 31, 2012, Customers Bank'’s initeddbassessment rate was 14.96 basis points bametheipg adequately capitalized and
other factors.

In addition to deposit insurance assessments, mEmksubject to assessments to pay the interdshancing Corporation bonds. The
Financing Corporation was created by Congressstei®onds to finance the resolution of failed thni§titutions. The FDIC sets the
Financing Corporation assessment rate every quarter

Community Reinvestment Adtnder the Community Reinvestment Act of 1977 (ACR the record of a bank holding company and its
subsidiary banks must be considered by the ap@tepFiederal banking agencies, including the FedReaérve Board, in reviewing and
approving or disapproving a variety of regulatopplcations including approval of a branch or ottieposit facility, office relocation, a
merger and certain acquisitions of bank sharesfaétanking agencies have recently demonstratétcaeased readiness to deny
applications based on unsatisfactory CRA perforraafibe Federal Reserve Board is required to assesecord to determine if we are
meeting the credit needs of the community (inclgdow and moderate neighborhoods) that we serve Fiimancial Institutions Reform,
Recovery, and Enforcement Act of 1989 amended RA © require, among other things, that the FedReslerve Board make publicly
available an evaluation of our record of meetirgydredit needs of our entire community includingd@and moderate-income
neighborhoods. This evaluation includes a desegptiting (outstanding, satisfactory, needs to awpr or substantial noncompliance) and a
statement describing the basis for the rating.

Consumer Protection LawsNe are subject to a variety of consumer protadaas, including the Truth in Lending Act, the Thun Savings
Act adopted as part of the Federal Deposit Insw&uarporation Improvement Act of 1991 (“FDICIAthe Equal Credit Opportunity Act, t
Home Mortgage Disclosure Act, the Electronic Fulcensfer Act, the Real Estate Settlement Proceddceand the regulations adopted
thereunder. In the aggregate, compliance with theesumer protection laws and regulations invofudsstantial expense and administrative
time on our part.
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Memorandum of Understanding

As a result of a March 31, 2009 regulatory exanimaprior to the arrival of new management, CustaniBank entered into an August 2009
Memorandum of Understanding (“MOU”) with our regialies that called for a back-up Bank Secrecy Adteffand employee training, and
precluded us from declaring or paying dividends thauld cause our capital ratios to fall below ktigher of the minimum levels for a “well
capitalized” classification under Prompt Correcthaion standards or the internal ratios set in @apital plan, or redeeming our stock or
issuing debt with maturity greater than one yedhaetit prior regulatory approval. The MOU requiresita update plans relating to earnings
and capital improvement, management and board igih¢rsredit risk management and liquidity riskgiohance pre-purchase analysis of
investment securities, and to revise to our allavesfior loan and lease losses methodology by Noved#e2009. Based on full compliance
with the MOU, notice that the MOU was terminatedsvpaovided on June 27, 2012.

Bank Holding Company Regulation
As a bank holding company, we are also subjectlitiitianal regulation.

The Bank Holding Company Act requires us to setlweeprior approval of the Federal Reserve Boardreefve own or control, directly or
indirectly, more than five percent (5%) of the watishares or substantially all of the assets oftemk. It also prohibits acquisition by the
Company of more than five percent (5%) of the v@shares of, or interest in, or all or substantiall of the assets of, any bank located
outside of the state in which a current bank suasjds located unless such acquisition is spealiffcauthorized by laws of the state in which
such bank is located. A bank holding company idinited from engaging in or acquiring direct orinedt control of more than five percent
(5%) of the voting shares of any company engagewmbanking activities unless the Federal ResBoard, by order or regulation, has
found such activities to be so closely relatedaoking or managing or controlling banks as to Ipeoger incident thereto. In making this
determination, the Federal Reserve Board consudieesher the performance of these activities byrkthlding company would offer
benefits to the public that outweigh possible asgesffects. Applications under the Bank Holding @any Act and the Change in Control
Act are subject to review, based upon the recobofpliance of the applicant with the CRA.

We are required to file an annual report with tleeléral Reserve Board and any additional informatian the Federal Reserve Board may
require pursuant to the Bank Holding Company Aattfer, under Section 106 of the 1970 amendmertteet@ank Holding Company Act
and the Federal Reserve Board'’s regulations, a baliing company and its subsidiaries are prohibitem engaging in certain tie-in
arrangements in connection with any extension editror provision of credit or provision of any pegty or services. The so-called “anti-tie-
in” provisions state generally that a bank mayeaxend credit, lease, sell property or furnish service to a customer on the condition that
the customer provide additional credit or servizeg, to Customers Bank or to any other subsidiaign the condition that the customer not
obtain other credit or service from a competitousf Customers Bank, or any other subsidiary.

The Federal Reserve Board permits bank holding emmepg to engage in non-banking activities so cjosshted to banking or managing or
controlling banks as to be a proper incident tleer&tnumber of activities are authorized by Fed®aserve Board regulation, while other
activities require prior Federal Reserve Board apglr The types of permissible activities are scibfje change by the Federal Reserve Board.
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ltem 6. Selected Financial Date

Customers Bancorp, Inc. and Subsidiaries

The following table presents Customers Bancorprsreary consolidated financial data. We derived alahce sheet and income statement
data for the years ended December 31, 2012, 2010, 2009, and 2008 from our audited financialkstegnts. The summary consolidated
financial data should be read in conjunction wéthd is qualified in their entirety by, our financsgatements and the accompanying notes anc
the other information included elsewhere in this'Aal Report. Certain amounts reported in this thble been reclassified to conform to the

2012 presentation. These reclassifications dicsigptificantly impact Bancorp’s financial position @sults of operations.

2012 2011 (1) 2010 (2) 2009 2008
(dollars in thousands, except per share informa
For the Year ended December 31
Interest incom: $ 9354 $ 6124 $ 30900 $ 1348t $ 15,50:
Interest expens 21,76 22,46¢ 11,54¢ 6,33€ 8,13¢
Net interest incom 71,78 38,78: 19,36: 7,15( 7,36¢
Provision for loan losse 16,27 9,45( 10,397 11,77¢ 611
Bargain purchase gains on acquisiti 0 0 40,25« 0 0
Total noninterest income (loss), excluding bargain purcl
gains 31,23( 13,42« 5,41¢ 1,04: (350
Total nor-interest expens 50,65! 36,88t 26,16¢ 9,65( 7,65¢
Income (loss) before tax 36,09( 5,86¢ 28,46t (13,23 (1,25))
Income tax expense (bene! 12,27: 1,83t 4,731 0 (42€)
Net income (loss 23,81¢ 4,034 23,73 (13,239 (82%)
Net income (loss) attributable to common sharetrs| 23,81¢ 3,99( 23,73t (13,23 (82%)
Basic earnings (loss) per share 1.7¢ 0.4C 3.7¢ (20.99 (1.29)
Diluted earnings (loss) per share 1.7¢ 0.3¢ 3.6¢ (10.99 (1.29)
At Period End
Total asset $ 3,201,23. $ 2,077,53. $1,374,40 $ 349,76(  $274,03¢
Cash and cash equivalel 186,01¢ 73,57( 238,72: 68,80’ 6,29t
Investment securities (- 129,09: 398,68 205,82¢ 44 ,58¢ 32,50:
Loans held for sale (¢ 1,439,88! 174,99¢ 199,97( 0 0
Loans receivable not covered by Loss Sharing Agesdsn
with the FDIC (5) 1,216,94. 1,215,171 514,08 230,29t 223,75:
Allowance for loan losse 25,831 15,03: 15,12¢ 10,03: 2,87¢
Loans receivable covered by Loss Sharing Agreemitits
the FDIC (5) 107,52¢ 126,27¢ 164,88! 0 0
FDIC loss sharing receivable ( 12,34: 13,071 16,70: 0 0
Deposits 2,440,811 1,583,18! 1,245,69 313,92° 237,84
Borrowings 471,00( 331,00( 11,00( 0 0
Shareholder’ equity 269,47! 147,74¢ 105,14( 21,501 16,84¢
Tangible common equity (¢ 265,78t 144,04: 105,14( 21,50: 15,86¢
Selected Ratios and Share Dat
Return on average ass 1.02% 0.24% 3.4(% (4.69% (0.30%
Return on average equi 12.69% 3.0€% 41.2%% (65.39% (4.99%
Book value per share ( $ 146C $ 13.02 $ 125 $ 1168 $ 25.0C
Tangible book value per common share (3 $ 144C $ 126¢ $ 125. $ 1168 $ 23.5¢
Common shares outstanding 18,459,50 11,347,68 8,398,01. 1,840,90: 673,69:
Net interest margi 3.2€% 2.47% 2.7¢% 2.62% 2.82%
Equity to asset 8.42% 7.11% 7.65% 6.14% 6.15%
Tangible common equity to tangible assets 8.31% 6.95% 7.65% 6.14% 5.7<%
Tier 1 leverage rati— Customers Ban 7.78% 7.11% 8.61% 6.6€% 6.21%
Tier 1 leverage rati— Customers Bancor 9.3(% 7.31% n/e n/a n/e
Tier 1 risk-based capital rati- Customers Ban 8.5(% 9.6€% 19.65% 9.7€¢% 7.81%
Tier 1 risk-based capital rati- Customers Bancot 10.2% 10.01% n/e n/a n/e
Total risk-based capital rati- Customers Ban 9.55% 10.7¢% 21.1% 11.77% 10.5(%
Total risk-based capital rati- Customers Bancot 11.26% 11.1%% n/e n/e n/e
Asset Quality— Non-covered Assets (5
Non-performing loan: $ 22347 $ 2963t $ 2224. $ 1034 $ 4,38i
Non-performing loans to total n-covered loan 1.84% 2.44% 4.3% 4.49% 1.9€%
Other real estate ownt $ 4,008 % 7,31€ $ 190¢ $ 1,158 $ 1,51¢
Non-performing assel 26,352 36,94¢ 24,14¢ 11,49¢ 5,90¢
Non-performing non-covered assets to total non-@x/e
asset: 2.1€% 3.02% 4.68% 4.97% 2.62%
Allowance for loan losses to total r-covered loans (7 1.2(% 1.24% 2.9% 4.36% 1.2%
Allowance for loan losses to non-performing nonemed
loans (7) 65.2€6% 50.72% 68.02% 97.01% 65.5€6%
Net charg-offs $ 546¢ $ 9547 $ 525 $ 4622 $ 19t



Net charg-offs to average nc-covered loan 0.45% 1.1(% 1.41% 2.04% 0.0<%
Asset Quality— Covered Assets (5

Non-performing loan: $ 1050 $ 6,99 $ 8,08 $ 0 $ 0
Non-performing loans to total covered loz 22.69% 16.72% 9.1&% 0.0(% 0.0(%
Other real estate ownt $ 4,10¢ $ 6,166 $ 534: $ 0 $ 0
Non-performing assel 14,61 13,15¢ 13,42¢ 0 0
Non-performing assets to total covered as 13.09% 9.94% 7.8% 0.0(% 0.0(%

(1) On September 17, 2011, we completed our adouisif Berkshire Bancorp, Inc. All transactionsec the acquisition date are included
in our consolidated financial statemer
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(2) During the third quarter of 2010, we acquire® banks in FDIC assisted transactions. All tratieas since the acquisition dates are
included in our consolidated financial stateme

(3) Effective September 17, 2011, Customers Bankgamnized into the holding company structure purstmwhich all of the issued and
outstanding common stock of the Bank was exchangealthree to one basis for common stock of Custe®ancorp. All share and
per share information for periods prior to the gamization has been restated retrospectively teatethe reorganizatiol

(4) Includes availab-for-sale and he-to-maturity investment securitie

(5) Certain loans and other real estate owned (destas “covered”) acquired in the two FDIC aggidransactions in 2010 are subject to
loss sharing agreements between Customers BantharkDIC. If certain provisions within the loss 8hg agreements are maintained,
the FDIC will reimburse Customers Bank for 80%la# uinpaid principal balance and certain expenséssg\sharing receivable was
recorded based upon the credit evaluation of theieed loan portfolio and the estimated periodsrérayments. Loans receivable and
assets that are not subject to the loss shariregeamgmt are described“nor-coverer’.

(6) In 2012, loans held for sale includes $1,248,93moftgage warehouse loans at fair va

(7) Allowance for loan losses used for this caltalaexcludes the portion related to purchasedienmegbaired (“PCI") loans of $11.3
million in 2012.

(8) Our selected financial data contains non-GARricial measures calculated using non-GAAP amoiitsse measures include
tangible common equity and tangible book valueqoenmon share and tangible common equity to tangibdets. Management uses
these non-GAAP measures to present historical geigomparable to the current period presentatioadtlition, we believe the use of
these norlcAAP measures provides additional clarity when s&sg our financial results and use of equity. €hdisclosures should r
be viewed as substitutes for results determindgktim accordance with GAAP, nor are they necegsevinparable to non-GAAP
performance measures that may be presented byasitiges. We calculate tangible common equity kgleding preferred stock and
goodwill from total shareholders’ equity. Tangilbleok value per common share equals tangible conegaity divided by common
shares outstandin

A reconciliation of shareholders’ equity to tangildommon equity is set forth below.

2012 2011 2010 2009 2008

(dollars in thousands, except per share datz

Shareholde’ equity $ 269,47¢ $ 147,74t $ 105,14 $ 21,50¢ $ 16,84¢
Less:
Preferred stoc 0 0 0 0 (980)
Intangible assetl (3,689 (3,705 0 0 0
Tangible common equit $ 265,78t $ 144,04 $ 105,14 $ 21,500 $ 15,86¢
Shares outstandir 18,46( 11,34¢ 8,39¢ 1,841 674
Book value per shai $ 146( $ 130z $ 1252 $ 11.6¢ $ 25.01
Less: effect of excluding intangible assets andiepred stock (.20) (0.33) 0 0 (1.45%)
Tangible book value per she $ 144 $ 126¢ $ 1252 $ 11.6¢ $ 23.5¢
Total asset $3,201,23. $2,077,53. $1,374,40° $349,76( $274,03¢
Less: intangible asse (3,689 (3,705 0 0 0
Total tangible asse $3,197,54! $2,073,82° $1,374,40 $349,76( $274,03¢
Equity to asset 8.42% 7.11% 7.65% 6.15% 6.15%
Less: effect of excluding intangible assets andiepred stock (0.1)) (0.1¢) 0 0 (0.3¢)
Tangible common equity to tangible ass 8.31% 6.95% 7.65% 6.15% 5.7<%
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Item 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

You should read this Management Discussion andyAigain conjunction with “Business — Executive Samythand our consolidated
financial statements and related notes for the yaated December 31, 2012. Certain amounts repdmtdte 2011 and 2010 financi
statements have been reclassified to conform t@@A& presentation. These reclassifications didsigriificantly impact Bancorp’s financial
position or results of operation

Critical Accounting Policies

We have adopted various accounting policies thaegothe application of accounting principles gatigraccepted in the United States of
America (US GAAP) and that are consistent with gahgractices within the banking industry in thearation of our financial
statements. Our significant accounting policiesdegcribed in NOTE 3 “SIGNIFICANT ACCOUNTING POLIES” to our audited financi
statements.

Certain accounting policies involve significant gudents and assumptions by us that have a mateialct on the carrying value of certain
assets and liabilities. We consider these accogmpiticies to be critical accounting policies. Thdgment and assumptions used are base
historical experience and other factors, whichbaléeved to be reasonable under the circumstaBaesuse of the nature of the judgments
and assumptions management makes, actual resultsditfer from these judgments and estimates, isiosuld have a material impact on

carrying values of our assets and liabilities andresults of operations.

The following is a summary of the policies we regiag as involving critical accounting estimatesioMlance for Loan Losses, Stock-Based
Compensation, Unrealized Gains and Losses on Alaifar Sale Securities, Fair Value, Accounting Parrchase Credit Impaired (PCI)
Loans, FDIC Receivable for Loss, and Deferred Inedraxes.

Allowance for Loan Losse We maintain an allowance for loan losses at a leamagement believes is sufficient to absorb extioh

probable credit losses. Management's determinatidghe adequacy of the allowance is based on per@adluations of the loan portfolio and
other relevant factors. However, this evaluatioimigrently subjective as it requires significastimates by management. Consideration is
given to a variety of factors in establishing thesémates including historical losses, current amiitipated economic conditions, the size
composition of the loan portfolio, delinquency tits, criticized and classified assets and imgzhioans, results of internal loan reviews,
borrowers’ perceived financial and management gthem) the adequacy of underlying collateral, thgetelence on collateral, or the strength
of the present value of future cash flows and otakavant factors. These factors may be suscepbtdanificant change. To the extent actual
outcomes differ from management estimates, additiprovisions for loan losses may be required winigty adversely affect our results of
operations in the future.

Substantially all of the Bank’s acquired loansR€ loans. Estimates of cash flows expected toolleated for PCI loans are updated each
reporting period. If the Bank has probable decre@sexpected cash flows to be collected after a@tgpn, the Bank charges the provision for
loan losses and establishes an allowance for wsses.

Stock-Based Compensatiowe recognize compensation expense for share-lzagmds in accordance with FASB Accounting Standards
Cadification (*“ASC”) 718Compensation — Stock Compensatiexpense related to stock option awards is basdleofair value of the optic
at the grant date, with compensation expense réoedjover the service period, which is usually\vhsting period. We utilize the Black-
Scholes option-pricing model to estimate the faiue of each option on the date of grant. The Backoles model takes into consideration
the exercise price of the option, the expecteddifthe option, the current price of the underlystgck and its expected volatility, expected
dividends on our stock, and the current risk-freeriest rate for the expected life of the optioar €stimate of the fair value of a stock option
is based on expectations derived from our limitistbhical experience and may not necessarily eqoater market value when fully vested.

Unrealized Gains and Losses on Securities Availtl&ale. We receive estimated fair values of debt secsrftiem independent valuation
services and brokers. In developing these fairaglthe valuation services and brokers use essnoétash flows based on historical
performance of similar instruments in similar ratevironments. Debt securities available for saéemostly comprised of mortgage backed
securities and U.S. government agency securitiesu¥e various indicators in determining whethezausty is other-than-temporarily
impaired, including for equity securities, if thearket value is below its cost for an extended meobtime with low expectation of recovery
or, for debt securities, when it is probable that ¢ontractual interest and principal will not lodlected. The debt securities are monitored for
changes in credit ratings because adverse chamgesdit ratings could indicate a change in thameged cash flows of the underlying
collateral or issuer. The unrealized losses astatiaith securities that management does not inteisell, and more likely than not that we
will be required to sell prior to maturity or matk@ice recovery, are not considered to be othem temporary as of December 31, 2012 and
December 31, 2011, because the unrealized losseslated to changes in interest rates and doffemstt ahe expected cash flows of the
underlying collateral or issuer.

Fair Value. The fair value of a financial instrument is defiregithe amount at which the instrument could béa&xged in a current
transaction between willing parties, other thaa fiorced or liquidation sale. Management estimtitedair value of a financial instrument
using a variety of valuation methods. Where finahitistruments are actively traded and have quaiadket
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prices, quoted market prices are used for fairezaldhen the financial instruments are not activelged, other observable market inputs,
such as quoted prices of securities with similarabteristics, may be used, if available, to deieerfair value. When observable market
prices do not exist, we estimate fair value. ThHeatton methods and inputs consider factors sudiipes of underlying assets or liabilities,
rates of estimated credit losses, interest ratbsgount rate and collateral. The best estimafaipf/alue involves assumptions including, but
not limited to, various performance indicators,tsas historical and projected default and recovatgs, credit ratings, current delinquency
rates, loan-tosalue ratios and the possibility of obligor reficarg. US GAAP requires the use of fair values itedmining the carrying valu
of certain assets and liabilities, as well as fircific disclosures. The most significant usesaiif ¥alues include impaired loans and forecl
property and the net assets acquired in businesbinations.

Purchased Cred-Impaired Loans

Purchased credit-impaired (“PCI") loans are lodrs tvere purchased in business combinations witteage of credit deterioration since
origination and for which it is probable that alintractually required payments will not be collectee considered to be credit impaired. For
certain acquired loans that have experienced aidegtton of credit quality, we follow the guidancentained in ASC 310-3Qans and

Debt Securities Acquired with Deteriorated Creditdlity. Evidence of credit quality deterioration as of fhase dates may include
information such as past-due and non-accrual statwsower credit scores and recent loan to vakregntages. Loans acquired through
business combinations that do not meet the spemifieria of ASC 310-30, but for which a discoumnitributable at least in part to credit
quality, are also accounted for under this guidamdess the loan type is excluded from its scope.

The fair value of loans with evidence of creditatiration are recorded net of a nonaccretablediffce and, if appropriate, an accretable
yield. The difference between contractually requiipayments at acquisition and the cash flows ergect be collected at acquisition is
nonaccretable difference, which is not includethim carrying amount of acquired loans. Subsequetredses to the expected cash flows will
generally result in a provision for loan lossesb$&guent to acquisition, estimates of cash flovggeted to be collected are updated each
reporting period based on updated assumptionsdieggdefault rates, loss severities, and otheofadhat are reflective of current market
conditions. Subsequent increases in cash flowdtriesa reversal of the provision for loan losseste extent of prior charges, or a
reclassification of the difference from nonaccrétdb accretable with a positive impact on accretibinterest income in future periods.
Further, any excess of cash flows expected at sitiqui over the estimated fair value is referredsdhe accretable yield and is recognized in
interest income over the remaining life of the ledren there is a reasonable expectation aboutntiogiat and timing of those cash flows.

PClI loans acquired in the same fiscal quarter neagidgregated into one or more pools, providedttiwatoans have common risk
characteristics. A pool is then accounted for amgle asset with a single composite interestaatban aggregate expectation of cash flows.
On a quarterly basis, the Company re-estimatetothbcash flows (both principal and interest) estpd to be collected over the remaining
life of each pool. These estimates incorporaterapsions regarding default rates, loss severithles aimounts and timing of prepayments and
other factors that reflect thennrent market conditions. If the timing and/or amts of expected cash flows on PCI loans were ahétexd not
to be reasonably estimable, no interest would bbeeted and the loans would be reported as non-aldoans; however, when the timing and
amounts of expected cash flows for PCI loans aasamably estimable, interest is being accretedtatbans are being reported as
performing loans. Charge-offs are not recorded Ghl®ans until actual losses exceed the estimateskk that were recorded as purchase
accounting adjustments at acquisition date.

FDIC Receivable for Loss Share AgreemeiThe majority of the loans and other real estatetaszcquired in an FDIC-assisted acquisition
are covered under loss share agreements with th@ iRQwhich the FDIC has agreed to reimburse ut% of all losses incurred in
connection with those assets. We estimated the aintloat we will receive from the FDIC under thedahare agreements that will result fi
losses incurred as we dispose of covered loanstied real estate assets, and we recorded thea¢stan a receivable from the FDIC.

The FDIC loss sharing receivable is measured stgipfaom the related covered assets becausadtisontractually embedded in the assets
and is not transferable if we sell the assets. gtienated the fair value of the FDIC loss sharingeieable using the present value of cash
flows related to the loss share agreements bas#teaxpected reimbursements for losses and tHizalple loss share percentages. We
review and update the fair value of the FDIC reable prospectively as loss estimates related tereoMoans and other real estate owned
change. The ultimate realization of the FDIC Idsargg receivable depends on the performance ainlderlying covered assets, the passage
of time and claims paid by the FDIC.

Deferred Income Taxe The Bancorp provides for deferred income taxetheriiability method whereby tax assets are receghfor

deductible temporary differences and deferreditilities are recognized for taxable temporaryetténces. Temporary differences are the
differences between the reported amounts of aasettiabilities in the financial statements andrtheex basis. Deferred tax assets are reducec
by a valuation allowance when, in the opinion ohagement, it is more likely than not that someiparbr all of the deferred tax assets will
not be realized. Deferred tax assets and liakslgiee adjusted for the effects of changes in tas End rates on the date of enactment.
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Accounting Changes
The Fair Value Option

We elected the fair value option for warehouse ilegdransactions documented under a Master Repsechgreement originated after July 1,
2012 in order to more accurately represent thet $om nature of the transaction and its inhereadic risk. This adoption is in accordance
with the parameters established by Accounting StadslCodification (“ASC”) 825-10-2%;inancial Instruments-Overall-Recognition: The
Fair Value OptionAs a result of this election, new warehouse lendliagsactions are classified as “Loans held foz"sah the balance sheet.
The interest income from the warehouse lendingstrations is classified in “Interest Income — Loesteivable, taxable, including fees” on
the income statement. An allowance for loan logs@st recorded for the warehouse lending transastivhen measured at fair value since
under ASC 825, the exit price (the repurchase pfarewarehouse lending transactions consideretteet of expected credit losses.

Change in Accounting Estimates

Estimates of cash flows from purchased credit-imgaa(“PCI”) loans were revised during the third gaaof 2012 due to conversion to a
more sophisticated and precise loan valuation sydlte accordance with the guidance in ASC 310-8&rest income is based on an acquired
loan’s expected cash flows. Complex models areetbéalcalculate loan-level and/or pool level expdatash flows in accordance with ASC
310-30. The loan data analysis provided by the s@fiware is a more precise quantification of futcash flows than the analysis that was
previously calculated manually. Upon conversiothinew software, acquisition date loan values Wwaaded into the system and the new
software calculated their fair values using its ptex valuation model. Conversion to the new systeas completed in September 2012. To
adjust the acquisition date loan balances recopdedustomers Bank’s books to the amounts calculagdtie new software, approximately
$4.4 million was recognized in other non-inter@sbime in the third quarter of 2012. The revisediabn for the PCI acquisition date loan
balances due to the conversion to the new softisaaecounted for prospectively as a change in adoay estimate.

When converting to the new software system, we wagaired to calculate the estimated cash flowshftioe various acquisition dates of the
PCI loans through the date the software was imphtgaeas it was impracticable to perform these ¢afimns on a monthly or quarterly basis.
In the third quarter of 2012, approximately $4.3liov was recognized in interest income relatethie change. The impact of the revised
valuation of cash flows for the PCI loan activityedto the conversion to the new software is ac@slfdr prospectively as a change in
accounting estimate.

Also during the third quarter of 2012, we re-estiedathe cash flows for the PCI loans using curdath. The re-estimated expected cash
flows decreased from prior estimated cash flowsis&tent with ASC 310-10’s fundamental premise ¢hdécrease in expected cash flows
results in accrual of a loss contingency and shoatdesult in a change in yield, we evaluatedattiequacy of the allowance for loan losses
for PCI loans and determined that an additionatigion for loan losses of $7.5 million was appragei In the future, we will re-estimate the
cash flows on the PCI loans on a quarterly basid aaljustments, if any, are not expected to havatarial impact on future earnings.

As a result of the changes in estimates, net indomie year ended December 31, 2012 increasé&90§,000, net of tax, and basic and
diluted earnings increased by $0.07 per share.

Background and Reorganization

Customers Bancorp was formed in April 2010 to feti a reorganization into a bank holding compstnycture pursuant to which Custon
Bank became a wholly-owned subsidiary of CustorBarscorp (the “Reorganization”) on September 17 12®ursuant to the
Reorganization, all of the issued and outstandivagess of Voting Common Stock and Class B Nfmting Common Stock of Customers B:
were exchanged on a three-to-one basis for shékésting Common Stock and Class B Non-Voting Comn®tack, respectively, of
Customers Bancorp. The Bancorp is authorized teeisp to 100,000,000 shares of Voting Common Stb@®,000,000 shares of Class B
Non-Voting Common Stock and 100,000,000 shares ofpred stock. All share and per share informatiampriods prior to the
reorganization has been restated to reflect thed@eation, including the three-for-one consideratised in the Reorganization.

In the Reorganization, the Bank’s issued and ontlitey shares of Voting Common Stock of 22,525,8#%%ras and Class B Non-Voting
Common Stock of 6,834,895 shares converted inte87453 shares of the Bancorp’s Voting Common Stk 2,278,294 shares of the
Bancorp’s Class B Non-Voting Common Stock. Cash pad in lieu of fractional shares. Outstandingnaats to purchase 1,410,732 shares
of the Bank’s Voting Common Stock with a weightedkiaage exercise price of $3.55 per share and 223fiéres of the Bank’s Class B Non-
Voting Common Stock with a weighted-average exerpisce of $3.50 per share were converted intoamsrto purchase 470,260 shares of
the Bancorp’s Voting Common Stock with a weightedrage exercise price of $10.64 per share andtarto purchase 81,036 shares o
Bancorp’s Class B Non-Voting Common Stock with aglhéed-average exercise price of $10.50 per si@uistanding stock options to
purchase 2,572,404 shares of the Bank’s Voting Com8tock with a weightedwerage exercise price of $3.50 per share and s{attns t¢
purchase 231,500 shares of the Bank’s Class B Natiy Common Stock with a weighted-average exenmigz of $4.00 per share were
converted into
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stock options to purchase 855,774 shares of the®pis Voting Common Stock with a weighted-averagercise price of $10.49 per share
and stock options to purchase 77,166 shares @daheorp’s Class B Non-Voting Common Stock with aghted-average exercise price of
$12.00 per share.

Accordingly, descriptions of balance sheet andrimestatement items prior to September 17, 201Esept those of Customers Bank, and
descriptions of balance sheet and income stateiteems$ after September 17, 2011 represent the ddased results of Customers Bancorp.
The consolidated results of operations and findmraiadition presented for those periods after therganization Date, September 17, 2011,
include combined results for Customers Bancorp@mstomers Bank. All share and per share informdtasbeen retrospectively restated to
reflect the Reorganization, including the threedae consideration used in the Reorganization.

Overview

The following discussion and analysis presents risdtiactors affecting our financial condition asiecember 31, 2012 and December 31,
2011 and results of operations for the three yisattse period ended December 31, 2012. This dismussd analysis should be read in
conjunction with our financial statements, note=rétio and other financial information appearingweisere in this Form 10-K.

Like most financial institutions, we derive the oty of our income from interest we receive on ouderest-earning assets, such as loans anc
investments. Our primary source of funds for makhese loans and investments is our deposits, achwie pay interest. Consequently, one
of the key measures of our success is our amoumgtdhterest income, or the difference betweerirtbeme on our interegtarning assets a

the expense on our interest-bearing liabilitieshsas deposits and borrowings. Another key measuhe spread between the yield we earn
on these interest-earning assets and the ratgstgaour interest-bearing liabilities, which idled our net interest spread.

There are risks inherent in all loans, so we mairda allowance for loan losses to absorb problaisiges on existing loans that may become
uncollectible. We maintain this allowance by chagga provision for loan losses against our opegatarnings. We have included a detailed
discussion of this process, as well as severadsadidscribing our allowance for loan losses.

2013 Economic Outlook

The general consensus amongst economists is anagdobptimism regarding economic prospects for 204/Bile most economists predict
world-wide growth rates similar to those in 2012, the astly improved performance of the global economghinlatter half of 2012, couple
with increased stability in the Euro-zone and amwndid growth in emerging economies, give many atmhgmson to believe that a return to
global recession can be averted.

According to the International Monetary Fund 2018 Economic Update, “economic conditions improwveddestly in the third quarter of
2012, with global growth increasing to about 3 patc The main sources of acceleration were emergiuget economies, where activity
picked up broadly as expected, and the United Statieere growth surprised on the upside. Finarciaditions stabilized. Bond spreads in
the euro area periphery declined, while pricesxfany risky assets, notably equities, rose glob&lbpital flows to emerging markets
remained strong. Global financial conditions impgd\urther in the fourth quarter of 2012. Howewebroad set of indicators for global
industrial production and trade suggests that dlgimavth did not strengthen further. Indeed, thedguarter uptick in global growth was
partly due to temporary factors, including increhsesentory accumulation (mainly in the United &)t It also masked old and new areas of
weakness. Activity in the euro area periphery wanesofter than expected, with some signs of seoapillovers of that weakness to the ¢
area core. In Japan, output contracted furthererthird quarter.”

Management believes the outlook for growth in 26k3he United States remains positive at aboutg?é@th in GDP, due in large measure
to a significant improvement in the housing markepected surge in consumer demand due to improwesehold balance sheets, and the
stabilizing effect of quantitative easing.

In the Bancorp market area we see continued modest growth i.201e housing market appears to have stabilizéd mwbddest increases
value in selected areas. Unemployment should reataiarrent rates or slightly improve during theryaVe are seeing improvement in loan
demand in our commercial and industrial, multi-fanaind commercial real estate loan portfolios axpgkeet to significantly improve our
mortgage lending in the coming year. There congrtoebe uncertainty in the political and externmalisnments in 2013 and it is likely that
these challenging conditions will continue in thexnfew years. Overall we are optimistic that 298 show a continuation of the improving
environment we have seen in 2012.

Through our mortgage warehouse group, we provigenfiing to mortgage companies from the time ohthrae purchase or refinancing of a
mortgage loan through the sale of the loan by thetigage originator into the secondary market. Mdshe loans are FHA/VA loans or
conforming loans which are sold through Fannie ldliag Freddie Mac. The strategy is to stay focusegroviding the financing in the lowe
risk segments in this business. Most of the revénderived from the interest income earned omtbetgage warehouse loans, but the
business also generates fee income and depositexjpéet moderate growth in commitments in thisiess in 2013. Funded balances
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as a percentage of commitments were unusuallyihitgte 2012; contributing to the increase in wargte loans outstanding which increased
by $655.2 million to $1,449.5 million at Decembdr, 2012, from 2011. Over the long-term, we expectioued growth in this business but
anticipate a reduction in the proportion of waredmassets to the total assets, due to faster giowther loan portfolios. We expect
warehouse mix will make up about 25% of assets tar which is down from 45% at December 31, 2012.

During 2012, we began executing on a plan to imprearnings, deploy excess cash on the balanceatetatch future loan growth with
deposit growth. We enhanced our loan originati@atfpim, expanded our small business lending teailt,donew consumer lending platfor
expanded our warehouse lending platform and muaitlfalending business, and started to expand outgage banking business. We believe
these efforts were successful as deposit growtbusaligned with loan originations. We believe thare significant opportunities for growth
in both lending and deposit generation in 2013 zeybnd. However, if there is a material changdéexternal environment or our
management cannot successfully execute our plamstlymay be more difficult than expected.
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Results of Operations

The following discussion of our consolidated resolt operations should be read in conjunction withconsolidated financial statements,
including the accompanying notes. Also see “CRITICGRCCOUNTING POLICIES AND ESTIMATES” under NOTE 3BIGNIFICANT
ACCOUNTING POLICIES” for information concerning ¢ain significant accounting policies and estimatpplied in determining our
reported results of operations.

For the years ended December 31, 2012 and :

Net income available to common shareholders foy#ae ended December 31, 2012 increased by 496 $#3.8 million, compared to §
million for the year ended December 31, 2011. Nurest income increased by 85.1%, or $33.0 mifiasrthe year ended December 31, 2
to $71.8 million compared to $38.8 million for thear ended December 31, 2011. Provision for loasel® was $16.3 million for the year of
2012 compared to $9.5 million in 2011, an increafsé2.2%. Non-interest income increased $17.8 amiltio $31.2 million for the year ended
December 31, 2012 compared to $13.4 million forytsar ended December 31, 2011. Non-interest expragEased $13.7 million to $50.7
million. On a diluted per share basis, the netimeavas $1.73 per share for 2012 compared to anoetrie of $0.39 per share for 2011. Our
return on average assets was 1.02% in 2012. Qumreh average equity was 12.69% in 2012.

For the years ended December 31, 2011 and :

We had net income available to common shareholwfe$4.0 million for the year ended December 31,226dmpared to $23.7 million for the
year ended December 31, 2010. Net interest incanreased $19.4 million for the year ended DecerBhe2011 to $38.8 million compar

to $19.4 million for the year ended December 31,(2WNon-interest expense increased $10.7 millids3®.9 million for the year ended
December 31, 2011 compared to $26.2 million forytsar ended December 31, 2010. Non-interest indooteased $8.0 million to $13.4
million for the year ended December 31, 2011 comgan $5.4 million for the year ended December2B10, excluding the bargain purch
gains on bank acquisitions of $40.3 million for thear ended December 31, 2010. On a diluted pee fzsis, the net income was $0.39 per
share for 2011 compared to a net income of $3.68Mmre for 2010. Our return on average asset®9Wd86 in 2011. Our return on average
equity was 3.06% in 2011.
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NET INTEREST INCOME

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.

Assets

Interes-earning deposit

Federal funds sol

Investment securities, taxable (

Investment securities, non-
taxable (A)

Loans, taxable (B

Loans, no-taxable (B)

Allowance for loan losse

Total interest-earning assets

Nonr-interes-earning asse!

Total assets

Liabilities

Interest checkin

Money marke

Other saving:
Certificates of depos

Total interes-bearing deposit
Other borrowing:
Total interest-bearing liabilities
Nonr-interes-bearing deposit
Total deposits and borrowin
Other non-interest-bearing
liabilities
Total liabilities
Shareholders Equity
Total liabilities and shareholder¢’
equity
Net interest earning
Tax-equivalent adjustment (¢
Net interest earning
Interest spread
Net interest margin (D)

Net interest margin tax
equivalent (C)(D)

(A)

For the year ended December 3:

2012 2011 2010
I_nterest Average Average Average
income Interest Interest
Average or yield or Average income o yield or Average income o yield or
balance expense cost balance expens¢ cost balance expense¢ cost
(dollars in thousands
$ 138,65 $ 35z 0.25% $ 164,37t $ 41€ 0.25% $128,13! $ 30: 0.24%
0 0 0.0C 2,28¢ 3 0.1t 11,17¢ 20 0.1¢
224,07! 6,66: 2.97 481,31¢ 14,06: 2.92 49,56¢ 1,38 2.7¢
1,64 68 4.1¢€ 2,08( 86 4.1% 2,51¢ 11C 4.37
1,853,081 86,28« 4.6¢€ 936,50° 46,61 4.9¢ 523,75  29,02: 5.54
7,59¢ 17¢€ 2.31 1,304 63 4.8¢€ 0 0 0.0C
(17,86%) (15,31¢) (13,310)
2,207,18' 93,54 4.2¢4 1,572,55! 61,24: 3.8¢ 701,83 30,83¢ 4.3¢
118,11 83,017 160,24
$2,325,30: $1,655,57 $862,08:
$ 36,70 19:¢ 0.52 $ 20,36« 95 0.4¢ 12,00¢ 68 0.57
856,33t 7,420 0.87 505,26 6,70¢ 1.3 190,97. 3,60¢ 1.8¢
20,26 112 0.5¢ 13,54 92 0.6¢ 11,22 76 0.6¢
935,20° 13,34¢ 1.4% 808,63 14,96¢ 1.8¢ 369,75 7,35¢ 1.9¢
1,848,51 21,07¢ 1.14 1,347,81. 21,86: 1.62 583,96( 11,110 1.9C
100,48:- 68¢ 0.6¢ 68,55! 603 0.8¢ 13,58 434 3.2C
1,948,99 21,76 1.12 1,416,36! 22,46¢ 1.5¢ 597,54 11,54¢ 1.9¢
180,71 94,76¢ 50,70¢
2,129,711 1.0Z 1,511,13 1.4¢ 648,25( 1.7¢
7,952 12,42 144,82(
2,137,66! 1,523,55! 793,07(
187,63! 132,01t 69,01«
$2,325,30: $1,655,57 $862,08:
71,78 38,78: 19,29(
131 81 57
$71,91¢ $38,86: $19,34"
3.2 2.41 2.61
3.2t 2.47 2.7¢
3.26% 2.47% 2.7€%

adjusted for amortization of premiums and accretibdiscounts

(B)
(©)
(D)

Includes no-accrual loans, the effect of which is to reduceytiedd earned on loans, and deferred loan 1
Full tax equivalent basis, using a 35% statutoxyréde to approximate interest income as a taxaddet
Excluding the adjustment to interest incometf@ change in accounting estimate on PCI loai$gldf million, net interest margin and

net interest margin tax equivalent are 3.05% fertttelve months ended December 31, 2

(E)

reclassifications did not significantly impact Bang's financial position or results of operatio
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The following table presents the dollar amounthdrges in interest income and interest expenstdéamajor categories of our interest-
earning assets and interest-bearing liabilitiefrimation is provided for each category of interestning assets and interest-bearing liabilities
with respect to (i) changes attributable to volyire, changes in average balances multiplied byptiorperiod average rate) and (ii) chan
attributable to rate (i.e., changes in averagematkiplied by prior-period average balances). porposes of this table, changes attributable to
both rate and volume, which cannot be segregatack been allocated proportionately to the changetalwolume and the change due to r

2012 vs. 201 2011 vs. 201
Increase (decrease) du Increase (decrease) due
to change in to change it
Rate Volume Total Rate Volume Total

(dollars in thousand:
Interest income:

Interest earning depos $ 0O $ ®4) $ ®4H $ 13 $ 10C $ 11:
Federal funds sol 3 0 3 3 (14) (17)
Investment securities, taxat 241 (7,647 (7,400 64 12,617 12,68:
Investment securities, n-taxable 0 (18) (18) (6) (18) (24)
Loans (2,997) 42,66 39,67( (2,937  20,52¢ 17,59:
Loans, no-taxable (33 14€ 112 0 63 63
Total interest income (2,792 35,09( 32,29¢ (2,865 33,27 30,40¢
Interest expense

Interest checkin 12 86 98 (13 4C 27
Money marke (2,329 3,04z 71¢ (1,069 4,16¢ 3,09¢
Savings (a6 36 20 0 1€ 1€
Certificates of depos (3,39¢6) 1,77¢ (1,627 (51¢) 8,12¢ 7,61(
Total interest bearing depos (5,729 4,93¢ (785) (1,600  12,34¢ 10,74¢
Borrowings (137) 21¢ 82 (315) 484 16¢
Total interest expense (5,867 5,15¢ (703 (1,915 12,83 10,91¢
Net interest income $ 3,06¢ $29,937 $33,000 $ (950 $20,44: $19,49:

For the years ended December 31, 2012 and :

Net interest income was $71.8 million for the yeaded December 31, 2012, compared to $39.0 miilinthe year ended December

2011, an increase of $32.8 million or 84.1%. Thasincrease was attributable to increases of $634lli®n in average volume of average
interest-earning assets, offset by an increas®22.$ million in average interest-bearing liabd#ti The primary driver of the increase in net
interest income was from higher loan volume from fibllowing:

. $271.5 million increase in average mortgage waretitasns due to growth of the mortgage warehougdirigrbusiness
. $113.7 million increase in average commercial lodunes to growth of the commercial loan portfolio; ¢
. $126.8 million increase in average m-family loans due to growth of the mi-family lending busines:

The key measure of our net interest income ismietést margin. Our net interest margin increase125% for 2012 from 2.47% for 2011.
The changes in yields were secondary to the chandean volume.

For the years ended December 31, 2011 and :

Net interest income was $39.0 million for the yeaded December 31, 2011, compared to $19.4 miiliothe year ended December
2010, an increase of $19.6 million or 101%. Thisinerease was attributable to increases in averalyene of average interest-earning
assets, offset by an increase in average inteesstry liabilities, as a result of:

. the inclusion of the acquired USA Bank and ISN Bardns and deposits, for all of 2011, as opposédeswthan six months in
2010;

. the acquisition of Berkshire Bancorp in SeptemHrl2
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. the purchase of a $105.8 million manufactured haukian portfolio in August 201!

. a $172.3 million increase in average mortgage warsé loans due to our strategy to grow the mortgagehouse lending
business; an

. significant increases in average money market adsand average certificates of deposit due teetforts to obtain new business
and the related increase in average investmentisesuas a result of the deployment of the cast fjenerated by these deposit
accounts; and increases in inte-bearing deposits due to the USA Bank, ISN Bank,Bedkshire Bank acquisition

Our net interest margin decreased to 2.47% for 2@ 2.75% for 2010. This decrease was primahig/esult of a decrease in the yield of
average loans of 56 basis points as well as a @eeref 60 basis points in restricted stock. This offset by a decrease in the total interest
bearing deposits of 28 basis points, primarily einiby a decrease in the cost of funds of money ehadcounts which dropped 56 basis
points. These decreases in yields were attributaltiee continuing difficulties within the economy.

PROVISION FOR LOAN LOSSES

For the years ended December 31, 2012 and :

We establish an allowance for loan losses througioaision for loan losses charged as an expensleeostatement of income. The loan
portfolio is reviewed and evaluated on a quartbdgis to evaluate our outstanding loans and to umed®th the performance of the portfolio
and the adequacy of the allowance for loan logagtsire adjustments may be necessary to the provisidoan losses, and consequently the
allowance for loan losses, if economic conditiontan quality differ substantially from the assuimps management used in the evaluation
of the level of the allowance for loan losses angared to outstanding loans.

During 2012, the provision for loan losses was $1#illion, an increase of $6.8 million from $9.5lloin in 2011. The year over year
increase is primarily related to the increase altan portfolio for commercial and residentiallrestate as well as a $7.5 million adjustment
that is attributable to the change in accountirigmege for the PCI loans. Since July 2012, the migjof our warehouse loans are accounted
for at fair value and accordingly no allowancelfmn losses was recognized for these loans in 20dtpared to a provision of $929,000 in
2011. Net charge-offs were $5.5 million and $9.8iom, respectively, for the years ended Decemligr2B12 and 2011.

As a result of significant changes to the Bank’demvriting guidelines in 2009, all new loans origfied subsequent to 2009 have been
grouped separately and are called the Post 20@®li@rNew originations in this portfolio continue perform very well with almost no
delinquencies, however, due to growth in loan vauor construction and commercial real estateatloavance related to the Post 2009
portfolio increased by $3.5 million. This increasas offset by a decrease in the Legacy, or pre-28@§inated portfolio of $1.6 million due
to run off of this portfolio.

For the acquired portfolio, the level of delinquemin-performing, and impaired loans increased)ii?Z2compared to 2011. We recorded a
provision for loan losses of $4.1 million for Behlke in 2012, and increased the provision for tbéG-covered loans by $3.2 million. These
increases were due in part to an adjustment of ®illion that was recorded to the provision forndasses during the third quarter of 2012
that was related to a change in accounting estifoathe PCI loans. For additional information abthe change in accounting estimate refer
to “NOTE 3 — SIGNIFICANT ACCOUNTING POLICIES €hange in Accounting Estimatém this Form 10-K.

On July 24, 2012, the Bank purchased $62.4 miilomanufactured housing loans with a recourse gionj whereby the Bank is reimbursed
by the originator for any incurred losses on thand therefore there are no anticipated lossesmaqun allowance for loan losses reserve
these loans.

Other than the concentrations in construction ardraercial real estate, we have no large exposarether risky industries such as
restaurants, home heating oil businesses or athestries that are typically viewed as high risknis. The majority of our borrowers are
small, local businesses and individuals with innestts in residential or commercial real estate. fJhial borrower provides seffrepared ¢
accountant assisted financial statements and tasgethat are not audited and therefore are &ibte than information that would be
obtained from more sophisticated borrowers. Theiadxs of objectively verified financial informatiaa challenge to all community banks
and represents a layer of risk that must be coreide judging the adequacy of the allowance fanltosses.
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For the years ended December 31, 2011 and :

During 2011, the provision for loan losses was $8ilion, a decrease of $947,000 from $10.4 millinr2010. This decrease was primarily
due to the shift in reserve allocations from spec#serves to general reserves based on impaiegdvaluations and charge-off activity. The
charge-offs incurred in 2011 decreased the spaeferves by $2 million and provided a cushiorafiditional provision required in general
reserve. The level of delinquent, non-performing] anpaired loans have continued to increase throug2011 due the continued decline in
the economy and commercial real estate market.

As is typical with community banks, we have a higimcentration (89.4%) of our loans secured by estdte. Construction and commercial
real estate represent 25.3% of the total loan glastfa slight decrease from 2010. It is in thestamction and commercial secured portion of
the loan portfolio that we are experiencing the tndifficulty with delinquent and non-accrual loardthough we believe that we have
identified and appropriately allocated reservesregjahe riskiest of our loans in the constructémd commercial real estate portfolio, the
possibility of further deterioration before the Ireatate market turns presents the need for paténtireased allocations of the allowance for
loan losses in that area in the future.

Net charg-offs were $9.5 million and $5.3 million, respeetliy, for the years ended December 31, 2011 and.2010
See Credit Risk and Asset Quality sections fohrinformation regarding our provision for loasdes, allowance for loan losses and net
charge-offs generally, and additional discussionwfnon-performing loans.

NON-INTEREST INCOME

The below chart shows our results in the variousmanents of non-interest income for each of thesyeaded December 31, 2012, 2011 and
2010.

Years Ended December 31

2012 2011 2010
(dollars in thousands

Deposit fee! $ 481 $ 43¢ $ 37¢
Mortgage warehouse transaction f 12,28¢ 5,581 2,631
Bank owned life insuranc 1,332 1,40¢ 22¢
Net gain on sales of investment securi 9,017 2,731 1,11¢
Gains on sales of SBA loa 357 32¢ 98
Bargain purchase gain on bank acquisiti — — 40,25¢
Accretion of FDIC loss sharing receival 2,001 1,95¢ —
Other 5,75:% 98¢ 97C
Total nor-interest incomt $31,23( $13,42¢ $45,67(

For the years ended December 31, 2012 and :

Nor-interest income was $31.2 million for the yearesh@®ecember 31, 2012, an increase of $17.8 miltiimm non-interest income of $13.4
million for the year ended December 31, 2011. Titsease primarily was due to an increase of $6llfomin mortgage warehouse
transaction fees due to increased volume duringdhe. A net gain on the sale of investment saesrdf $9.0 was recognized in 2012
primarily due to our sale of $257.6 million in akzdile-forsale securities in the second quarter of 2012, wivias executed to provide fund
for loan growth. Additionally, an adjustment of 4nillion was recorded to other non-interest incahe was related to a change in
accounting estimate for the PCI loans. For additigmformation about the change in accounting estimnefer to “NOTE 3 — SIGNIFICANT
ACCOUNTING POLICIES -Change in Accounting Estimatés this Form 10-K.

For the years ended December 31, 2011 and :

Nor-interest income was $13.4 million for the yearesh@®ecember 31, 2011, a decrease of $32.2 miltam hon-interest income of $45.6
million for the year ended December 31, 2010. Heisdecrease primarily was due to $40.3 milliobangain purchase gains on bank
acquisitions recognized in 2010. In addition, magg warehouse transaction fees for 2011 increg&s&dhdllion, when compared to 2010.
The increase in mortgage warehouse transactioealfée 2011 was the result of increased volumeiil2 Furthermore, during 2011, we
recognized increased income on bank-owned liferareze of $1.2 million, due to the purchase of aditamhal $20 million of Bank-Owned
Life Insurance (“BOLI") in December 2010 and theyaisition of $2.5 million in BOLI relating to Berkire Bancorp, Inc. The increase in net
gains on sales of investment securities of $1.6anilvas the result of our sales of $180.0 millafrinvestment securities for net gains of ¢
million. In 2010, we sold $153.2 million of investémt securities for net gains of $1.1 million. Ndjustments of $2.0 million related to our
FDIC loss sharing receivable was the result of mfthl adjustments to the loss sharing assetsgehafifs of covered loans, and impairments
of covered OREO.
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NON-INTEREST EXPENSE

The below chart shows our results in the variousmanents of nolinterest expense for each of the years ended Dexredih 2012, 2011 ar
2010.

Years Ended December 31

2012 2011 2010
(dollars in thousand:
Salaries and employee bene $23,84¢ $16,60: $14,03:
Occupancy 6,81¢ 4,28¢ 1,89
Technology, communication and bank operati 2,80¢ 1,79 2,431
Advertising and promotio 1,21¢ 994 1,00
Professional service 3,46¢ 5,12¢ 2,83
FDIC assessments, taxes, and regulatory 3,03 2,36¢ 1,61
Other real estate ownt (85) 80¢ 702
Loan workoult 2,24: 1,42¢ 682
Merger related expens a0 531 0
Stock offering expense 1,43 0 0
Other 5,77¢ 2,94¢ 972
Total nor-interest expense $50,65: $36,88¢ $26,16¢

The below chart shows our results in the variouspmmnents of other non-interest expense for eatheojears ended December 31, 2012,
2011 and 2010.

Years Ended December 31

2012 2011 2010
(dollars in thousand:

Loan insurance expen $1,34¢ $ 92¢ $19€

Loan origination and servicing fe 90t 137 27

Customer related and office suppl 34t 317 24¢

Other 3,181 1,56¢ 501

Total other no-interest expense $5,77¢ $2,94¢ $972

For the years ended December 31, 2012 and :

Nor-interest expense was $50.7 million for the yeateghDecember 31, 2012, which was an increase o8$tilion over non-interest
expense of $36.9 million for the year ended Decer8the2011. The following contributed to the higR€12 non-interest expense: Salaries
and employee benefits, which represent the lag@aponent of non-interest expense increased byriflidn; occupancy expense increased
by $2.5 million; and technology, communicationsg &ank operations expense increased by $1.0 milliba increase in these expenses
related primarily to hiring of additional employetessupport Company growth, the Berkshire acquisitvhich added three additional
branches, and opening of additional branches. fduk effering expenses of $1.4 million were recarite2012 as a result of the
postponement of our public offering of Voting Commtock in May 2012. The increase of $671,000 inG-Bssessments, taxes, and
regulatory fees was attributed to increases in FErEniums primarily as a result of the growth of assessment base (average consolidated
total assets minus average tangible equity) andiadal Pennsylvania shares tax expense due tinotgased asset size. Offsetting the
increased expenses were decreases in professamiales expense of $1.7 million. This decreasepvasarily attributable to legal and
consulting expenses incurred in 2011 related taleggry filings and the Berkshire acquisition. Ldasurance and loan origination and
servicing fees increased due to higher loan volume.

For the years ended December 31, 2011 and :

Nor-interest expense was $36.9 million for the yealeghDecember 31, 2011, an increase of $10.8 milliloen compared to $26.1 million
for the year ended December 31, 2010. Salariegapdoyee benefits, which represented the largespoaent of non-interest expense,
increased $2.6 million; occupancy expense incre@etimillion; technology, communications, and bapkrations expense increased
$634,000; professional services expense increga8dndillion; FDIC assessments, taxes, and reguldews increased $753,000; loan
workout and other real estate owned expenses setle#854,000 million; and other expenses incre@&efimillion. The increase in salaries
and employee benefits expense primarily was da@tiocrease in the total number of employees fr8ffllll-time equivalents at December
31, 2010 to 205 full-time equivalents at Decemider2D11. This increase in our workforce was thelted the Berkshire acquisition and the
need for additional employees to support our grostithtegy. In addition, share-based compensatiperese decreased $1.3

27



million from December 31, 2010 to December 31, 2b&dause there were one-time share-based awa204 inthat vested immediately. The
increase in occupancy and technology, communicsitiand bank operations expense was the resule @ehkshire acquisition which added
three additional branches and the opening of additibranches to support our growth strategy Theease in professional services expense
was primarily attributable to legal expenses relateregulatory filings and ongoing litigation wighvendor from one of the acquired banks.
The increase in FDIC assessments, taxes, and tegufaes was attributed to increases in FDIC puensi primarily as a result of the growth
of our assessment base (average consolidatedstatis minus average tangible equity) and additReransylvania shares tax expense due to
our increased asset size. The increase in loanoubdnd other real estate owned expense was doer&ased volume of non-covered, non-
performing assets. The increase in other experesasrglly can be attributed to the Berkshire actjaisin 2011 and the USA Bank and ISN
Bank acquisitions in 2010 as well as general grafttine infrastructure.

INCOME TAXES

For the years ended December 31, 2012 and :

The income tax expense and effective tax rate dechoth federal and state income taxes. In 20t2nie tax expense was $12.3 million with
an effective tax rate of 34%, compared to an expen$1.8 million and a rate of 31.27% for 201kdme tax expense was driven primarily
by net income before taxes of $36.1 million and®3$8illion, for the twelve months ended DecemberZ1,2, and December 31, 2011,
respectively. In 2012, income tax expense was blfga tax benefit from bank owned life insuran€&466,000, or a 1.29% tax rate
reduction. In 2011, income tax expense was offget tax benefit from bank owned life insurance 48,000, or an 8.35% tax rate reduct

For the years ended December 31, 2011 and :

The income tax provision was $1.8 million for theay ended December 31, 2011, with an effectiveatexof 31.27%, compared to $4.7
million for the year ended December 31, 2010, witheffective tax rate of 16.83%. The decreaseerirtbome tax expense was primarily due
to the decrease in net income before taxes of appately $22.6 million. In addition, the tax bertédfom bank owned life insurance increa
by approximately $423,000 due to the purchase pfagimately $20.0 million of bank owned life insa at the end of 2010. In 2010, we
recorded a reversal to the valuation allowance50d $nillion which reduced the year’s effective taxe by 23.51%.

For additional information regarding our incomedsxrefer to “NOTE 14 — INCOME TAXES” in the consslated financial statements
appearing in Part Il, ltem 8.

FINANCIAL CONDITION
GENERAL

Our total assets were $3.201 billion at Decembef812. This represents a $1.123 billion, or 54ifétease from $2.078 billion at
December 31, 2011. The main component of this aharas a significant increase in loan volume. Otaltaabilities were $2.932 hillion at
December 31, 2012, up 51.9% from $1.930 billiobetember 31, 2011.

The main driver of the increase in assets is pilgnom our expansion of mortgage warehouse leggdivhich increased by 82.5%, or $65
million to $1.449 billion at December 31, 2012 fr&m94.3 million at December 31, 2011. Additionaltyylti-family loans increased by
$291.1 million, commercial loans increased by $@#illion and consumer loans increased by $99.5anil These loan increases were of
by a decrease in investment securities of $269llmprimarily due to the sale of $257.6 millioh gecurities in the second quarter of 2012
that was used to fund the loan growth.

The increase in total liabilities is due to a higlexel of deposits in 2012, compared to 2011. Tdé@osits grew by 54.2% or $857.6 million,
to $2.441 billion at December 31, 2012 from $1.68Bon at December 31, 2011. Deposits are obtaprémarily from within our geographic
service area and through wholesale and broker mkéw®hese networks provide low cost funding akéikres to retail deposits and provide
diversity to our sources of funds. The increasieank deposits is primarily due to the use of bredleand listing service deposits in 2012. The
growth in retail deposits was primarily due to eptéenal sales behaviors, despite lower interesisrat 2012. Additionally, the Berkshire
Bank acquisition added three bank branches to thepany.
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The following table sets forth certain key condehkalance sheet data:

December 31

2012 2011
(dollars in thousands
Cash and cash equivale $ 186,01t $ 73,57(
Investment securities, available for s 129,09: 79,13"
Investment securities, h«to-maturity 0 319,54
Loans held for sale (including $1,248,935 of mogeyavarehouse
loans at fair value in 2012 (e 1,439,88! 174,99¢
Loans receivable not covered under FDIC loss shagreement 1,216,94 1,215,11
Loans receivable covered under FDIC loss sharimgesgent: 107,52t 126,27t
Total loans receivable, net of the allowance fanltosse: 1,298,63! 1,326,36.
Total asset 3,201,23. 2,077,53
Total deposit: 2,440,81 1,583,18!
Federal funds purchas 5,00( 5,00(
Total other borrowing 471,00( 331,00t
Subordinated det 2,00(¢ 2,00(¢
Total liabilities 2,931,75! 1,929,78.
Total shareholde’ equity 269,47! 147,74¢
Total liabilities and sharehold¢ equity 3,201,23 2,077,53.

(a) During the third quarter of 2012, we electeel fir value option for certain warehouse lendiags$actions originated after July 1, 2012.
As a result of this election, all qualified warebeuending transactions on our balance sheet arbleer 31, 2012, were accounted fc
fair value and classified as held for sale. Warskdanding transactions on our balance sheet arbleer 31, 2011 were classified as
loans receivable not covered under FDIC loss shagreement:

CASH AND DUE FROM BANKS

Cash and due from banks consists mainly of vash @md cash items in the process of collections@tialances totaled $12.9 million at
December 31, 2012. This represents a $5.1 milliorease from $7.8 million at December 31, 2011 séHmlances vary from day to day,
primarily due to variations in customers’ depositth us.

INTEREST-EARNING DEPOSITS WITH BANKS

Our interest earning deposits consist mainly ofodép at the Federal Home Loan Bank of Pittsbufdiiese deposits totaled $173.1 million at
December 31, 2012, which is a $107.3 million inseetom $65.8 million at December 31, 2011. Thisibee varies from day to day,
depending on several factors, such as variationastomers’ deposits with us and the payment ofkshdrawn on customers’ accounts.

INVESTMENT SECURITIES

Our investment securities portfolio is an importaotirce of interest income and liquidity. It cotsisf U.S. Treasury, government agency
mortgage-backed securities (guaranteed by an agdribg United States government and non-agencsagteed), municipal securities,
domestic corporate debt, and adsatked securities. In addition to generating reeeme maintain the investment portfolio to manageres
rate risk, provide liquidity, provide collateralrfother borrowings and diversify the credit riskeafrning assets. The portfolio is structured to
maximize net interest income, given changes irett@omic environment, liquidity position and baksbeet mix.

At December 31, 2012, our investment securitieevd29.1 million compared to $398.7 million in 20The decrease is primarily the result
of our sale in May 2012 of $257.6 million of invesnt securities that realized a pre-tax gain o8 $&llion. Of the $398.7 million in
investment securities at December 31, 2011, $3h8llion were classified as held to maturity. Dudat®strong outlook for loan growth,

falling interest rates, and its recent decisiopdstpone its initial public offering of stock, tBancorp decided to reclassify these securities to
available for sale and subsequently sold $257.Bomibf these securities to provide liquidity. locerdance with regulatory and accounting
requirements, the Bancorp is prohibited from cfgs®j security purchases as held to maturity fpesod of two years.

Unrealized gains and losses on AFS securitiespadfin excluded from the results of operations, eperted as a separate component of
shareholders’ equity, net of the related tax effect

The following table sets forth the amortized cdsthe investment securities at the last three figear ends:
December 31

2012 2011 2010
(dollars in thousand:

Available for Sale:

U.S. Treasury and government agen $ 0 $ 1,00: $ 1,711
Mortgage-backed securitie 102,44¢ 55,81¢ 204,18:
Asse-backed securitie 0 622 71¢

Municipal securitie! 0 2,071 2,08¢



Corporate note 25,00( 20,00(
Equity securities 6 0

Held to Maturity:

0

0

$127,45! $ 79,51 $208,70(
$ 0

Mortgage-backed securitie $ 0 $319,54°
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For financial reporting purposes, available foessdcurities are carried at fair value.

The following table sets forth information aboug ttmaturities and weighted average yield on ourrdgesiportfolio. Yields are not reported
on a tax-equivalent basis.

December 31, 201,

Fair
Amortized Cost Value
No
< 1-5 5-10 After 10 Specific
lyr ears years years Maturity Total Total
(dollars in thousand:
Available for Sale
Mortgage-backed securitie — — — — $102,44¢ $102,44¢ $104,13!
Yield — — — — 1.8€% 1.8€% —
Corporate note — $25,00( — — — 25,00( 24,95;
Yield — 3.85% — — — 3.8% —
Equity securitie: — — — — 6 6 6
Yield — — — — 0.0(% 0.0(% —
Total — $25,00( — — $102,45! $127,45! $129,09:
Weighted Average Yiel — % 38 % — % — % 1.8€% 2.25%

The mortgage-backed securities in our portfolioanissued by Fannie Mae, Freddie Mac, and Ginnie fi@econtain guarantees for the
collection of principal and interest on the underymortgages. The corporate notes in the portidehigh-quality investments in financial
service industry companies.

LOANS

Our existing lending relationships are primarilytiwsmall businesses and individual consumers irkBuBerks, Montgomery, Chester and
Delaware Counties, Pennsylvania, southeast New ¥odkcentral New Jersey, and to a lesser extentriounding markets. Our loan
portfolio is primarily comprised of commercial resdtate, construction and development, and comalenad industrial loans. We continue to
focus on small business loans, to realign our coroi@mdending efforts, to establish a specialtydiery business and expand our consumer
lending products, as outlined below:

Commercial Lending

The Bank’s commercial lending is divided into thdigtinct groups: Business Banking, Small Busirigssking, and Multi-
family/commercial real estate. This division isidegd to allow for greater resource deploymenthéigstandards of risk management, strong
asset quality, lower interest rate risk and higireductivity levels.

The Business Banking lending group focuses on campavith annual revenues ranging from $5 millior$60 million, which typically have
credit requirements between $0.5 million and $1lioni

The Small Business Banking platform originates &ancluding Small Business Administration loaimsptigh the branch network sales force
and a team of dedicated Small Business relationshipagers. The support administration of the platffor this segment is centralized
including risk management, product management, atisud, performance tracking and overall strategyd@ and sales training has been
established for our sales force, ensuring we hemadl dusiness experts in place providing approerietancial solutions to the small business
owners in our communities. A division approach fesion industries that offer us high asset qualityare deposit rich to drive profitability.

As of December 31, 2012, we had $1,023.3 milliondmmercial loans outstanding, composing approxiya7.0% of our total loan
portfolio, which includes loans held for sale.
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Specialty Lending

In 2009, we established the mortgage warehousénigdisiness which provides financing to mortgagekers for residential mortgage
originations from loan closing until sale in thesedary market. Many providers of liquidity in tliegment exited the business in 2009
during the period of excessive market turmoil. Ehisran opportunity to provide liquidity to thisdimess at attractive spreads. There is also
opportunity to attract escrow deposits and to geediee income in this business.

The goal of the warehouse group is to provide digyito mortgage companies. These lines are useddrjgage companies to fund their
pipelines from closing of individual mortgage loantil their sale into the secondary market. Mddhe loans are guaranteed by the U.S.
government through one of their programs such a&, A, Fannie Mae and Freddie Mac. As of DecemldgrZ)12, loans in our warehouse
lending portfolio totaled $1.449 billion outstandjrcomposing approximately 52.4% of our total Ipantfolio, which includes loans held for
sale.

The goal of our multi-family lending group is toilsua portfolio of high quality multi-family and eomercial real estate loans within our
covered markets, while cross selling our other petgland services. This business line primarily$es on refinancing existing loans, using
conservative underwriting. The primary collate@l these loans is a first lien mortgage on the iafiaithily property, plus an assignment of all
leases related to such property. As of Decembe2@12, we had multi-family loans of $358.9 milliontstanding, composing approximately
12.9% of our total loan portfolio, which includesmhs held for sale.

Consumer Lending

We plan to expand our product offerings in reahtessecured consumer lending. We will not offeiret automobile loans, unsecured loans
or credit cards. We provide home equity and regidemortgage loans to customers. Underwriting déaids for home equity lending are
conservative, focusing on FICO scores 720 and hjgimal lending is offered to solidify customer telaships and grow relationship reven

in the long term. This lending is important in @fiforts to grow total relationship revenues for oansumer households. As of December 31,
2012, we had $131.4 million in consumer loans aniding, composing 4.8% of our total loan portfolidiich includes loans held for sale.

During 2012, certain types of loans were reclaaditiue to their purpose and overall risk charasties. Therefore certain loan balances as of
December 31, 2011 were reclassified to confornméo2012 presentation.

The composition of net loans receivable is as ¥adlo

December 31

2012 2011 2010 2009 2008
Covered Loans: (dollars in thousands)
Constructior $ 27,790 $ 3792t $3828( $ — $ —
Business Banking

Commercial real esta 44,90: 48,78¢ 75,24 — —

Commercial and industrii 11,15 13,08 22,87¢ — —
Residential real esta 19,95: 22,46" 23,82: — —
Manufactured housin 3,72¢ 4,012 4,667 — —

Total loan receivable covered under FDIC loss sigagigreemen

(@) 107,52t 126,27¢ 164,88! — —

Non-Covered Loans:
Constructior 28,89° 15,27: 13,38 21,74 —
Business Bankin¢

Commercial real esta 835,48t 350,92¢ 144,84 133,43 —
Commercial and industri; 75,11¢ 69,73¢ 35,94: 25,29( 188,109:
Mortgage warehouse (| 9,56¢ 619,31¢ 186,11: 16,43¢ —
Manufactured housin 154,70: 104,56! 102,92: —
Residential real esta 109,43( 53,47¢ 28,96¢ 27,42 8,59:
Consume 2,061 2,211 1,581 5,52¢ 26,44¢
Unearned origination (fees) costs, 1,67¢ (389) 327 452 52C

Total loan receivable not covered under FDIC |¢smisg

agreement 1,216,94 1,215,11 514,08 230,29¢ 223,75.

Total loans receivabl 1,324,46 1,341,39: 678,97: 230,29¢ 223,75:
Allowance for loan losse (25,837) (15,037) (15,129 (10,037 (2,876
Loans receivable, ni $1,298,63 $1,326,36. $663,84: $220,26¢ $220,87¢

(@) Covered loans receivable acquired from the stdSA Bank and ISN Bank are covered under the HB$€ sharing agreements over a
five to ten year period, depending upon the typeaf.

(b) During the third quarter of 2012, we electeel thir value option for certain warehouse lendiags$actions originated after July 1, 2012.
As a result of this election, all qualified wareBeudending transactions on our balance sheet agrblger 31, 2012, were accounted fc
fair value and classified as held for sale. Warskhdanding transactions on our balance sheet atrblger 31, 2011 were classified as
loans receivable not covered under FDIC loss shagreement:

During 2012, loans held for sale increased by $ BBion while loans receivable, net decrease&®y.7 million. The variance in these Ic



categories is due to the classification of quatifymortgage warehouse loans in “Loans held for’ sstl®ecember 31, 2012, compared to t
classification in “Loans Receivable, net” at DecemBl1, 2011. The change in classification is dusutoelection of the fair value option, for
qualifying mortgage warehouse lending transact@riginated after July 1, 2012. At December 31, 20tdrtgage warehouse loans classified
in loans receivable, net that would have qualifmtthe fair value option were $606.1 million; exded from loans receivable, net, the year
over year loans receivable, net balance increag&$18.0 million from 2011 to 2012.

The primary drivers of this increase were multi-figmand commercial real estate that contributedg$3%nillion and $476.6 million,
respectively to the December 31, 2012 balance, aoeapto their combined balance of $350.9 millioatember 31, 2011. Our strategic
expansion of our multi-family and commercial resilade product lines was the basis for this growttaddition, during 2012, we acquired a
manufactured housing portfolio of $63.2 million tdiputed to the 2012 growth.

Total loans increased by $1.248 billion to $2.78Hon at December 31, 2012 from $1.516 billionDecember 31, 2011. During 2012, loans
held for sale increased by $1.265 billion whilerlsaeceivable, net decreased by $27.7 million. ét¢énber 31, 2012, mortgage warehouse
loans were included in loans held for sale dueutoetection to the fair value option, comparedh®ittinclusion in loans receivable, net at
December 31, 2011. Excluding from loans receivaiee, the December 31, 2011 type of mortgage waisshtoans that are accounted for by
the fair value option in 2012, of $606.1 milliohete was an increase of $578.0 million from the yé2011 to the year of 2012. The primary
drivers of this increase were multi-family and coermal real estate that contributed $358.9 milkond $476.6 million, respectively to the
December 31, 2012 balance, compared to their cadibalance of $350.9 million at December 31, 2@ir. strategic expansion of our
multi-family and commercial real estate produce$irwas the basis for this growth. In addition, nigi2012, we acquired a manufactured
housing portfolio of $63.2 million contributed toet 2012 growth.
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The following table sets forth certain categoriékans* as of December 31, 2012, in terms of @mttral maturity date:

After one
but
within After
Within five five
one year years years Total

(dollars in thousand:
Types of Loans

Constructior $31,63¢ $ 3,44¢ $ 21,60¢ $ 56,68¢
Commercial real esta 53,98: 244 ,96" 581,44: 880,38¢
Commercial and industrii 7,44 12,38¢ 66,44( 86,27

Total $93,06( $260,79¢ $669,49( $1,023,34!

Amount of such loans witt

Predetermined rate $68,54¢ $240,33! $503,15: $ 812,03
Floating or adjustable rat 24,51« 20,46¢ 166,33 211,31!

Total $93,06( $260,79¢ $669,49( $1,023,34!

* Includes covered and n-covered loans

CREDIT RISK

We manage credit risk by maintaining diversificatio our loan portfolio, by establishing and enfogerigorous underwriting standards, by
intensive collection efforts, and by establishimgl @erforming periodic loan classification reviewanagement also attempts to anticipate
and allow for credit risks by maintaining an adeigualowance for loan losses, to which credit lesme& charged as they are incurred, and to
which provisions are added periodically as Manageraad the board of directors deem appropriate.

The provision for loan losses was $16.3 million,55illion, and $10.4 million for the years endedd@mber 31, 2012, 2011, and 2010,
respectively. The allowance for loan losses was&#@%llion, or 2.1% of total non-covered loansPetcember 31, 2012, and $15.0 million, or
1.2% of total non-covered loans, at December 3112Net chargeffs were $5.5 million for the year ended Decentfer2012, a decrease
$4.0 million compared to the $9.5 million for theay ending December 31, 2011. In addition, we lzgopeoximately $107.5 million in loans
that are covered under loss share arrangementsheithDIC as of December 31, 2012 compared to 8Ir2dlion as of December 31, 2011.
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The chart below depicts the Bancorp allowancedanllosses for the periods indicated.

December 31

2012 2011 2010 2009 2008
(dollars in thousand:

Balance of the allowance at the beginning of thar $15,03: $15,12¢ $10,03: $ 2,87¢ $2,46(
Loan charge-offs (3)
Constructior 2,507 1,17¢ 1,21¢ 92( 10C
Commercial real esta 2,462 5,77¢ 964 2,591 79
Commercial and industri; 522 2,54: 1,69¢ 1,08( —
Residential real esta 64¢ 10¢ 1,36¢ — 1
Consumer and otht 26 55 22 33 15
Total Charg-offs (2) 6,16¢ 9,661 5,26¢ 4,63( 19E
Loan recoveries
Constructior 4 2 — — —
Commercial real esta 63 94 — — —
Commercial and industri 514 11 6 8 —
Residential real esta 5 — 9 — —
Consumer and otht 114 7 — — —
Total Recoverie: 70C 114 15 8 —
Total net charge-offs 5,46¢ 9,54 5,25( 4,62 19t
Provision for loan losses 16,27: 9,45( 10,397 11,77¢ 611
Transfer (1) — — (50) — —
Balance of the allowance for loan losses at the enflthe year $25,83" $15,03: $15,12¢ $10,03: $2,87¢
Net charge-offs as a percentage of average n-covered loans 0.43% 1.1% 1.0(% 2.05% 0.0%%

(1) In 2010, we had a reserve of $50,000 for unéehcbmmitments previously included in the allowafozdoan losses. The reserve for
unfunded loan commitments was reclassified to dihbilities.

(2) The large char¢-offs in 2011 were related to loans acquired in2b&0 FDIC assisted transactions and the Legacyotiort

(3) PClloans that are pooled do not have cf-offs until the pool mature:

The allowance for loan losses is based on a permdiluation of the loan portfolio and is maintairat a level that management considers
adequate to absorb potential losses. All loangssgned risk ratings, based on an assessmerd bbthower, the structure of the transaction
and the available collateral and/or guaranteesloaths are monitored regularly and the risk ratiagsadjusted when appropriate. This prc
allows us to take corrective actions on a timelsi®avlanagement considers a variety of factors,racdgnizes the inherent risk of loss that
always exists in the lending process. Managemert aglisciplined methodology to estimate the apateplevel of allowance for loan
losses. Management reviewed various factors toldg\an aggregate reserve under ASC 45@a0tingencieggeneral reserve). See “Asset
Quality” beginning on page 59 in this Form 10-K.

This methodology includes an evaluation of loseptal from individual problem credits, as wellaticipated specific and general econc
factors that may adversely affect collectabilithiSTassessment includes a review of changes icatmgosition and volume of the loan
portfolio, overall portfolio quality and past losgperience, review of specific problem loans, aurezonomic conditions that may affect
borrowers’ ability to repay, and other factors tirty warrant current recognition. In addition, smiernal and external auditors, loan review
auditors and various regulatory agencies perioldicaview the adequacy of the allowance as an ratqgart of their examination

process. Such agencies may require us to recogddigons or reductions to the allowance basedeir judgments of information available
at the time of their examination.

In our covered loan table, many of our commeraia mdustrial loans have been classified as covexaldestate. Approximately 75-80% of
our commercial real estate, commercial and res@ergnstruction, consumer residential and comna¢enid industrial loan types have real
estate as collateral (collectively, “the real estadrtfolio”). Our lien position on the real estatdlateral will vary on a loan by loan

basis. Current appraisals are received when odit@mup determines that the facts and circum&sihave significantly changed since the
date of the last appraisal, including that readtestalues have deteriorated. The credit comméitekloan officers review loans that are fift

or more days delinquent and all non-accrual loama periodic basis. In addition, loans where ttamlofficers 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 uporuhent information available, including but niobited to discussions with the borrower,
updated financial information, economic conditiavithin the geographic area and other factors theyt affect the cash flow of the loan. On a
quarterly basis, if necessary, the collateral \&lrediscounted cash flow models are used to déterthe
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estimated fair value of the underlying collateral the quantification of a specific reserve for airpd loans. Appraisals used within this
evaluation process do not typically age more thanytears before a new appraisal is obtained. Fordavhere real estate is not the primary
source of collateral, updated financial informatismbtained, including accounts receivable anetinory aging reports and relevant
supplemental financial data to determine the falue of the underlying collateral.

An unallocated component is maintained to coveetmainties that could affect management’s estirnatgobable losses. The unallocated
component of the allowance reflects the marginmgdriecision inherent in the underlying assumpticsesdun the methodologies for estimai
specific and general losses in the portfolio.

These evaluations, however, are inherently subjeets they require material estimates, includingprag others, the amounts and timing of
expected future cash flows on impaired loans, egéhlosses in the loan portfolio, and general artsofor historical loss experience,
economic conditions, uncertainties in estimatirggts and inherent risks in the various credit pliot, all of which may be susceptible to
significant change. Pursuant to ASC 45ntingenciesind ASC 310-40roubled Debt Restructurings by Creditoirapaired loans,

consisting of non-accrual and restructured loarescansidered in the methodology for determiniregatiowance for credit losses. Impaired
loans are generally evaluated based on the exphdteé cash flows or the fair value of the undiedycollateral (less estimated costs to sell)
if principal repayment is expected to come fromghke or operation of such collateral.

The following table shows how the allowance fomldasses is allocated among the various loan dar$fthat are outstanding. This allocal
is based on management’s specific review of thditcrisk of the outstanding loan portfolios in eategory as well as historical trends.

December 31

2012 2011 2010
Percent
of Loans Percent o Percent ¢
Loans in
in each each Loans in
Allowance category Allowance category t Allowance each
category
for loan to total for loan total for loan to total
losses loans (a losses loans (a losses loans (a
(dollars in thousand:
Constructior $ 3,991 4% $ 4,65¢ 4% $ 2,12¢ 9.5%
Commercial real esta 15,43¢ 66.5% 7,03( 29.8% 6,28( 32.(%
Commercial and industrii 1,47 6.5% 1,441 6.2% 1,66: 7.2%
Residential real esta 3,23: 9.8% 844 5.€% 3,98¢ 7.8%
Consumer and othi 154 0.2% 77 0.1% 11 0.2%
Mortgage warehous 71 0.7% 92¢ 46.2% 46% 27.%%
Manufactured housin 75C 12.(% 1 8.1% — 15.9%
Unallocatec 722 — 54 — 59¢€ —

$25,83] 100.(% $15,03: 100.0% $15,12¢ 100.(%

December 31

2009 2008
Percent o Percent o
Loans in Loans in
each each
Allowance category t Allowance category t
for loan total for loan total
losses loans losses loans
(dollars in thousand:
Constructior $ 2,34¢ 9.5% $ 60¢ 15.9%
Commercial real esta 4.,87¢ 58.(% 85¢€ 53.2%
Commercial and industri 1,35( 11.% 532 15.1%
Residential real esta 1,28¢ 11.% 69¢ 3.€%
Consumer and othu 75 2.4% 32 11.8%
Mortgage warehous — 7.2% — —
Manufactured housin — — — —
Unallocatec 10C — 152 —
$10,03: 100.(% $ 2,87¢ 100.(%

(@) Total loans include covered and r-covered loans in 2012, 2011, and 2010. No coveraasl were held prior to 201
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ASSET QUALITY

We had impaired loans totaling $56.0 million at Bedber 31, 2012, compared to $57.8 million at Deaamsi, 2011. Non-accrual non-
covered loans totaled $22.3 million at December2812, down from $29.6 million at December 31, 204/& had chargeffs of $6.2 million
in 2012, compared with $9.7 million in 2011. We ladoveries of $700,000 in 2012, compared with $10@in 2011. There was $8.1
million and $11.8 million of other real estate owlres a result of foreclosure or voluntary trantdeus at December 31, 2012 and 2011,
respectively.

To better understand our asset quality and relasselve adequacy, we categorize our loan portiol®mtwo categories: loans that we
“Originated” and loans that were “Acquired”. Loathgt are acquired are accounted for in accordaiteA%C 310-30. For additional
information on accounting for PCI loans and ouiligoWith respect to placing loans on non-accrualust, see Acquired loans below and
“NOTE 3 — SIGNIFICANT ACCOUNTING POLICIES”. We fulner categorize our portfolio into “Covered Loandiieh are loans that were
acquired in the FDIC assisted transactions, anch*Novered Loans”. Management believes that thigtiadd! information will allow
investors to better understand the risk in ourfpbiotand the various types of credit reserves #ratavailable to support loan losses in the
future.

Asset Quality at December 31, 201

NPLs
Greater to NPAs
than 90 Total to
Days Non- Loan Loans +
3C-90 and accrual/ OREO NPAs Type OREO
Loan Type Total Loans PCI Loans Current Days Accruing  NPLs (a) (b) (a)+(b) (%) (%)

(dollars in thousand:

Originated Loans

Legacy (prior to 9/09 $ 104,66t $ 0 $ 87,39¢ $1,83¢t $ 0 $15,43. $2,24t $17,67. 14.7¢ 16.5:
Manufacturec 3,11z 0 3,101 12 0 0] 0 0 o0.0C 0.0C
Warehous« Repo 9,56¢ 0 9,56¢ 0 0 0 0 0 o0.0C 0.0C
Warehouse HFS 1,439,88! 0 1,439,88! 0 0 0] 0 0 0.0C 0.0C
Multi-family 358,87 0 358,87: 0 0 0 0 0 0.0c 0.0c
Commercia 429,51: 0 428,61« 0 0 897 0 897 0.21 0.21
Consumer/Mortgag 76,55¢ 0 76,55¢ 0 0 0 0 0 0.0C 0.0C
TDRs 4,30: 0 604 0 0 3,69¢ 0 3,69¢ 85.9¢ 85.9¢
Total Originated
Loans 2,426,47 0 2,404,60. 1,84¢ 0 20,02¢ 2,24t 2227: 0.8Z 0.9z
Acquired Loans
Berkshire 14,73¢ 0 12,71¢ 2C 0 2,00z 1,31t 3,317 13.5¢  20.6¢
FDIC — Coverec 63,65 0 52,88: 26¢ 0 10,50: 4,10¢ 14,61 16.5C 21.5i
FDIC — Non-coverec 2C 0 20 0 0 0 0 0 0.0C 0.0C
Manufactured Housing 201 83,57( 0 79,00( 4,57( 0 0 0 0 0.0C 0.0C
Manufactured Housing 201 0 0 0 0 0 0 44k 44 0.0C 100.0(
Manufactured Housing 201 59,47 0 52,89¢ 4,61  1,96¢ 0] 0 0 0.0C 0.0C
TDRs 1,84¢ 0 1,54¢ 39 0 26C 0 26C 14.0¢ 14.0¢
Total Acquired Loans 223,30( 0 199,05¢ 9,51( 1,966 12,76 5,86¢ 18,63: 5.7Z 8.1¢
Acquired PCI Loans
Berkshire 60,66¢ 60,66¢ 0 0 0 0] 0 0
FDIC — Coverec 45,57 45,57 0 0 0 0 0 0
Manufactured Housing 201 12,32: 12,32: 0 0 0 0 0 0
Total Acquired PCI
Loans 118,56: 118,56. 0 0 0 0 0 0
Subtotal 2,768,33' 118,56: 2,603,66/ 11,35¢ 1,96¢ 32,79! 8,11< 40,90°
Fair Value/Credit Marks/Deferre
Fees and Expens (3,987%) (6,057%) 2,012 0 0 57 0 57
Total Portfolio $2,764,35¢ $112,51( $2,605,67. $11,35¢ $1,96¢ $32,85( $8,11¢ $40,96¢  1.1¢ 1.4¢
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Asset Quality at December 31, 2012 (continue:

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

(dollars in thousands
Originated Loans

Legacy (prior to 9/09 $ 104,66t $15,43: $ 4,38¢ % 0 $ 0 $4,38¢ 4.1¢ 28.8¢
Manufacturec 3,11: 0 63 0 0 63 2.0z n/e
Warehous« Repo 9,56¢ 0 71 0 0 71 0.74 n/e
Warehous« HFS 1,439,88! 0 0 0 0 0 0.0C n/e
Multi-family 358,87: 0 1,79¢ 0 0 1,79¢ 0.5C n/e
Commercia 429,51: 897 4,10¢ 0 0 4,10¢ 0.9¢ 362.0!
Consumer/Mortgag 76,55¢ 0 537 0 0 537 0.7¢C n/e
TDRs 4,30z 3,69¢ 0 0 0 0 0.0C n/e
Total Originated Loans 2,426,47 20,02¢ 10,96 0 0 10,96 0.4t 54.7¢
Acquired Loans
Berkshire 14,73¢ 2,002 35¢ 0 0 35¢ 2.44 17.9:
FDIC — Coverec 63,65 10,50¢ 2,53¢ 0 0 2,53¢ 3.9¢ 24.15
FDIC — Non-coverec 20 0 0 0 0 0 0.0C n/e
Manufactured Housing 201 83,57( 0 0] 0 3,48¢ 3,48¢ 4.17 n/e
Manufactured Housing 201 0 0 0 0 0 0 n/e n/e
Manufactured Housing 201 59,47 0 0] 0 0 0 0.0C n/e
TDRs 1,84¢ 26C 0 0 0 0 0.0c n/e
Total Acquired Loans 223,30( 12,76¢ 2,89¢ 0 3,48¢ 6,38 2.8¢ 50.01
Acquired PCI Loans
Berkshire 60,66¢ 0 4,111 (1,539 0 2,572 4.24 n/e
FDIC — Coverec 45,57 0 6,457 2,31¢ 0 8,77¢ 19.2¢ n/e
Manufactured Housing 201 12,32: 0 68€ 4,88 0 5,56¢ 45.1¢ n/e
Total Acquired PCI Loans 118,56 0 11,25¢ 5,66 0 16,91¢ 14.27 n/e
Subtotal 2,768,33! 32,79 25,11¢ 5,662 3,48¢ 34,26 1.24 104.4¢
Fair Value/Credit Marks/Deferred Fees and
Expense: (3,989 57 0 0 0 0
Unallocatec 0 0 722 0 0 722
Total Portfolio $2,764,351 $32,85. $25,837 $5,66: $3,48¢ $34,98¢ 1.27  106.5(

Originated Loans

The outstanding balance of loans that the Banlohggated totaled $2.4 billion as of December 3112 or about 87.7% of total loans. Of
these, $108.7 million were loans originated prdBeptember 2009 (“Legacy Loans”), when the newagament team lead by Jay Sidhu
introduced new underwriting standards that managéingieves are more conservative. The loans atguhprior to September 2009 have
$21.1 million of non-performing assets (“NPAs”)®.9% of total NPAs for originated loans. Loangorated after September 2009 which
total approximately $2.3 billion, have only $1.1llion of NPAs.

The high level of non-performing loans (“NPLs")time Legacy Loan portfolio, are supported with a434illion allowance for loan losses, or
about 4.0% of total Legacy Loans. The newly origgdgportfolio includes $1.4 billion of warehouseis held for sale. Held for sale loans
carried on our balance sheet at fair value solawahce for loan losses is not needed. Commerazad and multifamily loans totaled $788.6
million, which are supported with $5.9 million allance for loan losses. Consumer and mortgage totaied $76.6 million, which are
supported with a $537,000 allowance for loan losses

Acquired Loans

As of December 31, 2012, we carried $337.9 milbbacquired loans which is 12.2% of total loansqyiced loans include purchased
portfolios, and FDIC assisted transactions andittassisted transactions. As of December 31, 20)122.0% of acquired loans are from the
Berkshire Bancorp acquisition, (i) 32.1% of acgdiloans are from FDIC assisted transactions, whéske loss share protection and 80% of
credit losses are covered by the FDIC, and (iiig#oof acquired loans are manufactured housingsltizett were purchased from Tammac
Holding Corporation, a consumer finance companyth®f$156.5 million in loans purchased from Tamn$&2.7 million of the loans are
supported by a $3.5 million cash reserve that abrcurrent losses and delinquent interest, amdaintained in a demand deposit account at
the Bank. For an addition $59.5 million of thesans, Tammac Holding Corporation has an obligatiopay us the full payoff amount of a
defaulted loan once the borrower vacates the ptgp&hich includes any principal, unpaid interestadvances on the loans.

We acquired certain loans with evidence of credilify deterioration subsequent to their originatémd for which it was probable, at
acquisition, that we would be unable to collectcalhtractually required payments receivable. Wetetkto account for all loans acquired &
2010 within the scope of the ASC 310-30 accoungjuiglance using the same methodology. Certain laagsired in the FDIC assisted
transactions (primarily lines of credit) were notaunted for by this accounting guidance since #reynot within its scope. The fair value of
loans with evidence of credit deterioration areorded net of a nonaccretable difference and, if@mpate, an accretable yield. The differe



between contractually required payments at aciuisétnd the cash flows expected to be collectet@isition is the nonaccretable
difference, which is not included in the carryimgaunt of acquired loans.
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PClI loans acquired in the same fiscal quarter neagidgregated into one or more pools, providedttiwatoans have common risk
characteristics. A pool is then accounted for amgle asset with a single composite interestanttan aggregate expectation of cash flows.
On a quarterly basis, the Company re-estimatetothbcash flows (both principal and interest) eotpd to be collected over the remaining
life of each pool. These estimates incorporaterapsions regarding default rates, loss severitles amounts and timing of prepayments and
other factors that reflect thennrent market conditions. If the timing and/or amts of expected cash flows on PCI loans were ahétexd not
to be reasonably estimable, no interest would kbested and the loans would be reported as non-aldoans; however, when the timing and
amounts of expected cash flows for PCI loans asaably estimable, interest is being accretedtamtbans are being reported as
performing loans. Charge-offs are not recorded Ghl®ans until actual losses exceed the estimateskk that were recorded as purchase
accounting adjustments at acquisition date. Thel®is in the loan portfolio of $118.6 million ae€ember 31, 2012, were supported wit

$11.3 million allowance for loan losses.

As a result of loans accounted for under this astiog guidance, certain asset quality ratios atemeaningful when comparing a portfolio
that includes PCI loans against one that doesondbd, compare ratios across years. As such, thestéielow are presented excluding the
impact of PCI loans. Certain loans acquired in28&0 FDIC assisted transactions (primarily linesrefit) were not within the scope of this
accounting guidance and are presented as covearsd io the tables below.

Loans not covered under loss sharing arrangem

The tables below set forth non-covered non-perfogiibans and non-performing assets and assetyjuetiivs:
December 31

2012 2011 2010 2009 2008
(dollars in thousands
Loans 90+ days delinquent still accru $ 1966 $ 0 $ 5 $4,11¢ $1,58¢
Non-accrual loan: $22,347 $29,63! $22,24: $10,34. $4,38i
OREO 4,00t 7,31¢€ 1,90¢ 1,15¢ 1,61¢
Non-performing no-covered asse $26,35.  $36,94¢ $24,14¢ $11,49¢  $5,90¢
December 31
2012 2011 2010 2009 2008
Non-accrual non-covered loans to total non-covereddoa 1.84% 2.44% 4.3%% 4.4% 1.9€%
Non-performing no-covered assets to total r-covered asse 2.1€% 3.02% 4.6&% 4.97% 2.62%
Non-accrual no-covered loans and 90+ days delinquent to tota-covered asse 1.9%% 2.42% 4.31% 6.25% 2.65%
Allowance for loan losses to (1
Total nor-covered loan 1.2(% 1.28% 2.94% 4.3€% 1.2%
Non-performing no-covered loan 65.2€% 50.7% 68.02% 97.0% 65.5¢%
Non-performing no-covered asse 55.3%% 40.68% 62.6% 87.21% 48.7(%

(1) This table excludes the impact of PCI loans thedt related allowance for loan losses of $11ifian for 2012, and $0 for 2011 and
2010. There were no PCI loans in the portfolio bef2010.

The table below sets forth types of non-coveredddhat were non-performing at December 31, 2002122010, 2009 and 2008.

December 31

2012 2011 2010 2009 2008
(dollars in thousands
Constructior $ 242 $5630C $467¢ $ 2838 $1,44:
Residential real esta 1,66¢ 1,64: 1,12¢ 39C 0
Commercial real esta 17,77( 19,53¢ 15,73¢ 6,177 2,79
Commercial and industri; 28¢€ 2,78t 70t 721 15C
Manufactured housin 141 0 0 0 0
Consumer and otht 56 40 0 21t 0
Total nor-performing loan: $22,347 $29,63¢ $22,24: $10,34: $4,38i
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We seek to manage credit risk through the divesdion of the loan portfolio and the applicatiorpolicies and procedures designed to foster
sound credit standards and monitoring practiceslamarious degrees of credit risk are associatitll substantially all investing activities,
the lending function carries the greatest degrqmténtial loss.

Asset quality assurance activities include carefahitoring of borrower payment status and a revaéworrower current financial informatir

to ensure financial strength and viability. We hasgtablished credit policies and procedures, deekdnsistent application of those policies
and procedures across the organization, and gutjlistes as appropriate for changes in market d¢mrdi and applicable regulations. The risk
elements, which comprise asset quality, includedqaast due, non-accrual loans, renegotiated |lo#inss, real estate owned, and loan
concentrations.

Potential Problem Loan

To facilitate the monitoring of credit quality withthe commercial and industrial, commercial resthte, construction portfolio and residen
real estate segments, and for purposes of analfstgyical loss rates used in the determinatiothefallowance for loan losses for the
respective portfolio segment, the Bank utilizesftiwing categories of risk ratings: pass, spegiantion, substandard, doubtful or loss.
risk rating categories, which are derived from dtad regulatory rating definitions, are assignedruiitial approval of credit to borrowers
and updated periodically thereafter. Pass ratiwbgh are assigned to those borrowers that do an fdentified potential or well defined
weaknesses and for which there is a high likelihoborderly repayment, are updated periodicallyeldasn the size and credit characteristics
of the borrower. All other categories are updateédauarterly basis during the month precedingetiteof the calendar quarter. While
assigning risk ratings involves judgment, the risfing process allows management to identify riskiedits in a timely manner and allocate
the appropriate resources to managing the loans.

The Bank assigns a special mention rating to Itlaaishave potential weaknesses that deserve maeagjsrolose attention. If left
uncorrected, these potential weaknesses may, & &duare date, result in the deterioration of teayment prospects for the loan and the
Bank’s credit position. At December 31, 2012 and¢é¥eber 31, 2011, special mention loans were $28l@mand $25.5 million,
respectively.

Risk ratings are not established for home equiiyn$p consumer loans, and instaliment loans, mamtause these portfolios consist of a
larger number of homogenous loans with smallerrfzas. Instead, these portfolios are evaluatedgkmnainly based on aggregate payment
history, through the monitoring of delinquency Isvand trends.

A regular reporting and review process is in placprovide for proper portfolio oversight and catrand to monitor those loans identified as
problem credits by management. This process igdedito assess our progress in working towardwisno| and to assist in determining an
appropriate specific allowance for possible losgéidoan work out situations involve the activerfieipation of management, and are repc
regularly to the Board.

Loan charge-offs are determined on a casedse basis. Loans are generally charged off whanipal is likely to be unrecoverable and a
appropriate collection steps have been taken.

Loan policies and procedures are reviewed interrafl possible revisions and changes on a regalsisbin addition, these policies and
procedures, together with the loan portfolio, adewed on a periodic basis by various regulatgenaies and by our internal, external and
loan review auditors, as part of their examinatiod audit procedures.

Troubled Debt Restructurings (TDRS)

At December 31, 2012, there were $6.1 million iane categorized as troubled debt restructuringbiR), and at December 31, 2011, there
were $9.9 million in loans categorized as trouldetit restructurings. All TDRs are considered imgmioans in the calendar year of their
restructuring. In subsequent years, a TDR may deeisg classified as impaired if the loan was medifat a market rate and has performed
according to the modified terms for at least sixiths. A loan that has been modified at a below etardkte will return to performing status if
it satisfies the six-month performance requirembatyever, it will remain classified as impaired.

Modification of PCI loans that are accounted fothivi loan pools in accordance with the accountiagdards for PCI loans do not result in
the removal of these loans from the pool even iflifiications would otherwise be considered a TDRca&dingly, as each pool is accounted
for as a single asset with a single composite ésterate and an expectation of cash flows, modifina of loans within such pools are not
TDRs.

TDR modifications primarily involve interest ratercessions, extensions of term, deferrals of gradciand other modifications. Other
modifications typically reflect other nonstandaedtms which the Bancorp would not offer in non-tri@absituations. During the years ended
December 31, 2012 and 2011, respectively, loanseggting $1.4 million and $6.1 million were moddia troubled debt restructurings. Tl
modifications of loans within the commercial andustrial category were primarily interest rate @swions, deferrals of principal and other
modifications; modifications of commercial realastloans were primarily deferrals of principaltemsions of term and other modifications;
and modifications of residential real estate loagse primarily interest rate concessions and daffenf principal. As of December 31, 2012
and 2011, there were no commitments to lend addititunds to debtors whose terms have been modifiedubled debt structuring.

There were no valuation losses at the time ofrdmester and had no impact on the allowance for losses. During the twelve month periods
ending December 31, 2012, three TDR loans defawltdda total recorded investment of $283,000. Dgithe twelve month periods ending

December 31, 2011, one TDR loans defaulted withtal tecorded investment of $710,000. Since thé3R bans were included in the loans
portfolio that is subject to the cash reserve, tveye subsequently removed from the loan portfaamordingly, there were no defaulted Ti



loans at December 31, 2012 and 2011.

All loans modified in troubled debt restructuriry®e evaluated for impairment. The nature and exteimipairment of TDRs, including those
which have experienced a subsequent default, isidered in the determination of an appropriatellefallowance for credit losses. There
was $120,000 and $352,000 in specific reservedtirggirom the addition of TDR modifications duritige years ended December 31, 2012
and December 31, 2011.

Nor-performing loans and assets covered under FDIG &sring agreements

The tables below set forth non-accrual covereddaard non-performing covered assets covered undié€? Iess sharing agreements
excluding PCI loans.

December 31

2012 2011 2010
(dollars in thousands
Non-accrual covered loar $10,50¢ $ 6,99 $ 8,08¢
Covered other real estate owr 4,10¢ 6,16¢ 5,34
Total nor-performing covered asse $14,61¢ $13,15¢ $13,42¢

The table below sets forth the types of coveredddhat were non-performing excluding PCI loans.

December 31

2012 2011 2010
(dollars in thousand:
Constructior $ 5,24¢ $2,58¢ $4,59(
Residential real esta 1,35¢ 1,07¢ 37¢
Commercial real esta 3,71z 3,18t 2,647
Commercial and industri; 10C 72 28¢
Manufactured housin 90 78 191
Total nor-performing covered loar $10,50¢ $6,99: $8,08¢

FDIC LOSS SHARING RECEIVABLE

As of December 31, 2012, 4.0% of the outstandimgcppal balance of loans receivable and 50.6% ofather real estate assets were covered
under loss share agreements with the FDIC in wihielFDIC has agreed to reimburse us for 80% dbafles incurred in connection with
those assets. We estimated the FDIC reimbursetmaimivill result from losses or expenses incurredraslispose of covered loans and other
real estate assets, and we recorded the estimateeasivable from the FDIC. The FDIC loss sharegxgivable was approximately $12.3 and
$13.1 million as of December 31, 2012 and 201peesvely.
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PREMISES AND EQUIPMENT AND OTHER ASSETS

Our premises and equipment, net of accumulatecedigtion, was $9.7 million and $8.4 million at Detdger 31, 2012 and 2011, respectiv
Leasehold improvements and furniture and equipmerthases from relocation of a bank branch and béfae contributed $690,000 to the
increase. Technology equipment contributed $558t0@he increase due to the addition of two tecbgpffacilities.

Our restricted stock holdings at December 31, 20i®December 31, 2011 were $30.2 million and $&1ili&n, respectively. These consist
of stock of the Federal Reserve Bank, Federal Hooa®m Bank and Atlantic Central Bankers Bank, aredraguired as part of our relations
with these banks.

BOLI purchases of $25.5 million during 2012 contitid to the increase in our BOLI cash surrendaresaf $54.7 million at December 31,
2012 from $28.4 million at December 31, 2011. B&Llised by the Bank as tax-free funding for emptdyenefits. Included in BOLI on the
balance sheet is the Supplemental Executive Regimeflan (“SERP”) balance of $1.5 million and $8@D0, at December 31, 2012 and 2011,
respectively.

Accrued interest receivable and other assets iaetet $27.4 million at December 31, 2012 from 81billion at December 31, 2011. This
increase primarily was the result of higher deféi@ad prepaid taxes of $3.7 million and $4.3 millicespectively. The deferred taxes incr
of $3.7 million is a timing difference related teetincreased allowance for loan losses, and theehigrepaid taxes are the result of a proje
overpayment of federal income taxes. AdditionatBpitalized software increased by $760,000 duaftastructure improvements, and
technology development in 2012.

DEPOSITS

We offer a variety of deposit accounts, includihgcking, savings, money market and time depos&poBits are obtained primarily from our
geographic service area. Total deposits grew té4f12billion at December 31, 2012, an increase &67¥B million, or 54.2%, from $1.583
billion at December 31, 2011. We experienced grawttetail deposits due to exceptional sales berayiespite lower interest rates in 2012.

The components of deposits were as follows at #tesdndicated:

December 31

2012 2011 2010
(dollars in thousand:
Demand, no-interest bearin $ 219,68 $ 114,04 $ 72,26¢
Demand, interest bearit 1,020,941 739,46 387,01:
Savings 20,29¢ 16,92 17,64¢
Time, $100,000 and ow 708,48 408,85: 434,45;
Time, other 471,39¢ 303,90° 334,30’
Total deposit: $2,440,81 $1,583,18 $1,245,69

Total time deposits increased $467.1 million, 01566, to $1.180 billion at December 31, 2012 comgaoe$712.8 million at December 31,
2011. Time deposits of $100,000 or more were $708l&%n at December 31, 2012 compared to $408l8aniat December 31, 2011, an
increase of $299.6 million or 73.3%. The increass wimarily due to deposits received from listiggvices. Time deposits, other increased
by $167.5 million to $471.4 million at December 20,12. The increase was primarily due to $149.8anibf brokered time deposits in 20

Nor+-interest bearing demand deposits at December 32, @@re $219.7 million, an increase of $105.7 wnillior 92.7%, from $114.0 millic
at December 31, 2011. Interest bearing demand dsposreased $281.5 million, or 38.1%, to $1.020dm from $739.5 million at
December 31, 2011. The increase was due to brokeoedy market deposits of $203.1 million, and iases in money market accounts of
$75.1 million. Savings deposit accounts increasd illion, or 20.0%, to $20.3 million at Decemi#dr, 2012 from $16.9 million.
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Average deposit balances by type and the asso@atadge rate paid are summarized below:

Year ended December 31

Demand deposil
Interes-bearing demand depos
Savings deposil

Time deposit:

Total

Average Deposit Balance

2012 2011 2010
Average Average Average Average Average Average
Balance Rate Paic Balance Rate Pai Balance Rate Pai
(dollars in thousands)

$ 180,71¢ 0.0(% $ 94,76¢ 0.0(% $ 50,70¢ 0.0(%
893,03¢ 0.8t 525,63 1.2¢ 202,98: 1.81
20,26 0.5¢ 13,54 0.6¢ 11,22 0.6¢
935,20° 1.4: 808,63 1.8¢ 369,75 1.9¢

$2,029,23; $1,442,58! $634,66¢
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At December 31, 2012, the scheduled maturitiegyd tieposits greater than $100,000 are as follows:

3 months or les

Over 3 through 6 montt
Over 6 through 12 montt
Over 12 month:

Total

December 31

(dollars in thousands

176,42t

81,14(
153,38
297,53

708,48

OTHER BORROWINGS

Borrowed funds from various sources are generagduo supplement deposit growth. There were $8lidmof Federal funds purchased as
of December 31, 2012 and 2011. Federal funds tijpiceature in one day. An increase in mortgage Wwause funding has increased the r
for us to borrow overnight funds. FHLB overnighvadces totaled $411.0 million and $320.0 millioroA®ecember 31, 2012 and 2011,
respectively. We also had contractual maturitiefixefd rate long-term advances as noted below.

December 31

2012 2011
Amount Rate Amount Rate
(dollars in thousands
2014 $15,00( 0.52% $ 1,00( 3.7%%
2015 25,00( 0.61 0 0.0C
2016 10,00( 0.77 0] 0.0C
2017 5,00( 3.0¢ 5,00( 3.0¢
2018 5,00( 3.31 5,00( 3.31
$60,00( $11,00(
Short-term debt
Short-term debt was as follows:
December 31
2012 2011 2010
Amount Rate Amount Rate Amount Rate
(dollars in thousand:
FHLB advance: $411,00( 0.25% $320,00( 022% $ 0 0.0(%
Federal funds purchas 5,00C 0.2C 5,00C 0.1Z 0 0.0C
Total shor-term borrowings $416,00( $325,00( $ O
The following is a summary of the Bancorp’s sheitit borrowings:
December 31
2012 _ 2011 2010
(dollars in thousand:
FHLB advances
Maximum outstanding at any month € $411,00( $329,00( $3,00(
Average balance during the ye 74,33¢ 25,01t 54€
Weighted average interest rate during the .38% .34% .83%
Federal funds purchase
Maximum outstanding at any month € 55,00( 8,00( 0
Average balance during the ye 4,33¢ 1,41¢ 36
Weighted average interest rate during the 24% 12% .67%
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SUBORDINATED DEBT

Customers Bank issued a subordinated term notagithie second quarter of 2004 that matures on2BjI2014. The note was issued for §
million at a floating rate based upon the threenth LIBOR rate, determined quarterly, plus 2.7%6 annum. Quarterly interest payments
made on this note in January, April, July and Oetot December 31, 2012, the quarterly averagewais 3.07% and the average rate fo
year was 3.20%. The note matures in the third guaft2014. Currently, 20% of this subordinatedtdglincluded in Customers Bank and
Bancorp’s Tier Il regulatory capital requirement.

PREFERRED STOCK

As part of the Berkshire acquisition in Septemt@t we exchanged outstanding Berkshire TARP Si8eees A and Series B preferred
shares for 2,892 shares of the Series A Sharessib@ers Bancorp, having a liquidation prefererfcglgD00 per share, and 145 shares o
Series B Shares of Customers Bancorp, also haviggidation preference of $1,000 per shares. Ocelber 28, 2011, we repurchased t
preferred shares from the U.S. Treasury for $310ami

SHAREHOLDERS’ EQUITY

Shareholders’ equity increased by $121.8 millio8269.5 million at December 31, 2012, from $147illion at December 31, 2011. The
increase in equity was primarily the result of temnmon stock private offerings in the third quadB2012 that raised net proceeds of $94.6
million. Net income and stockased compensation cost increased equity by $28i8mand $1.3 million, respectively, for the twel month:
ended December 31, 2012.

For additional details relating to changes in dwareholders’ equity, refer to the Statements ofr@ka in Shareholders Equity and “NOTE 10
- SHAREHOLDERS’ EQUITY” presented in Part I, ItemBinancial Statements and Supplementary Data.

PRIVATE OFFERINGS OF COMMON STOCK

Since January 1, 2009, we have raised approxim@g€{.1 million of capital, net of offering costirough several private offerings of our
securities. In the aggregate, we issued 11,90&h8s of Voting Common Stock and 4,937,831 shafr€ass B Non-Voting Common
Stock pursuant to these private offerings. Sevavastors in our 2010 private offerings were deeftheald investors,” which entitled them to
certain registration rights, pre-emptive rights amti-dilution rights. In addition, as part of thavate offerings, the lead investors, along with
certain other investors, received anti-dilutionesmgnents providing them with protection from dilatientil March 31, 2011. All of the
contractual rights mentioned in the preceding sw@édiave expired or we have performed our requbdidations, and these rights are no
longer in force or effect. In addition, some ofgbeurchasers also received warrants in conneefibrtheir investment.

Investors in the September 2011, July and Augu® 28nd September 2012 private offerings receiesdle registration rights, either in
piggy-back or demand form. In February of 2013 registered for resale on Form S-3 the 5,683,06@shaf Voting Common Stock and
2,416,603 shares of Class B Non-Voting Common Stbhakwere issued in those private offerings, Batig all outstanding registration
rights of the various investors.

We anticipate that from time to time we may all@awpur discretion, holders of Class B Non-Votingcktto convert such stock into Voting
Common Stock, on a one-to-one basis, but onlyd@ttient the holder would not own greater than 409%ur outstanding Voting Common
Stock after conversion.

LIQUIDITY AND CAPITAL RESOURCES

Liquidity for a financial institution is a measunéthat institution’s ability to meet depositor®eds for funds, to satisfy or fund loan
commitments, and for other operating purposes. mgadequate liquidity is an objective of the A#isiability Management process. We
coordinate our management of liquidity with ouergst rate sensitivity and capital position. Wé&etto maintain a strong liquidity position.

Our investment portfolio provides periodic casiwiiothrough regular maturities and amortization, eawl be used as collateral to secure
additional liquidity funding. Our principal sourceffunds are proceeds from stock issuance, depakbt issuance, principal and interest
payments on loans, and other funds from operatiMesalso maintain borrowing arrangements with teédfal Home Loan Bank and the
Federal Reserve Bank of Philadelphia to meet dlkeont-liquidity needs. As at December 31, 2012 aBtil2 our borrowing capacity with the
Federal Home Loan Bank was $608.9 million, and $5Willion, respectively, of which $411 million ai$820 million, respectively, was
used in shorterm borrowings. As of December 31, 2012 and 20t borrowing capacity with the Federal ReservelBafrPhiladelphia wa
$107.0 million and $72.0 million, respectively.

Net cash flows used in operating activities were242 billion for the twelve months ended DecemtierZ)12, compared to net cash flc
provided by operating activities of $29.9 millioor the twelve months ended December 31, 2011. @xiigin of loans held for sale in excess
of the proceeds from the sales of loans contrib&ied65 billion to cash flows used in operatingwiiés during 2012. In 2011, proceeds fr
the sales of loans in excess of origination of $oaeld for sale contributed $25.2 billion to castvé provided by operating activities
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Investing activities provided net cash flows of $26million for the twelve months ended DecemberZil 2. Proceeds less purchases from
sales of investment securities contributed $277lkom which included the sale of $257.6 milliofi@vailable-for-sale securities realized in
May 2012. These securities were reclassified fretd-to-maturity investment portfolio to availablar fsale in May 2012. A net decrease in
loans contributed $61.2 million to investing adies, offset by $63.2 million used to purchase aufiactured housing loan portfolio. For the
twelve months ended December 31, 2011, net cawls fised in investing activities were $760.5 million

The difference in the net cash from operating awvesting activities in 2012 versus 2011 was duééacchange in presentation for warehouse
lending transactions. In July 2012, we electedsethe fair value option to account for warehoeseling transactions. As a result of this
election, in 2012 warehouse lending transactioakassified as an operating activity on the statgrof cash flows, instead of as an inves
activity in 2011.

Financing activities provided $1.092 billion foethwelve months ended December 31, 2102, as ireséasash from deposits provided
$857.8 million, and net proceeds of $94.6 millioararreceived from the July, August and Septemb&P Plivate securities offerings under
which the Bancorp sold 7,111,819 shares of comnmrksThese financing activities, in addition telieases in short-term and FHLB
borrowings of $91.0 million and $49.0 million, respively, provided sufficient cash flows to suppaperating and investing activities, and
increased cash and cash equivalents by $112.4milli

Financing activities provided $565.4 million foethwelve months ended December 31, 2011, primdug/to increased growth of deposits of
$215.5 million in addition to an increase in shtertm FHLB borrowings of $325.0 million.

Overall, based on our core deposit base and ala#aloirces of borrowed funds, management belidasite have adequate resources to
meet our short-term and long-term cash requiremeitién the foreseeable future.

CAPITAL ADEQUACY

The Board of Governors of the Federal Reserve 8Byhtes adopted risk-based capital and leverageremigirements for bank holding
companies like the Bancorp and banks like CustofBank that are members of the Federal Reserve8y3tee Pennsylvania Department of
Banking and Securities also sets minimum capiglirements. At December 31, 2012 and 2011, the @anoet each of our minimum
capital requirements. Management believes thaB#reorp would be deemed “well capitalized” for riegory purposes as of December 31,
2012 and 2011. Banking regulators have discretiagstablish an institution’s classification basadther factors, in addition to the
institution’s numeric capital levels.

Management is not aware of any developments theg becurred and that could, or would be reasonldt#iy to, cause the Bancorp’s
classification to be reduced below a level of “wepitalized” for regulatory purposes. The Banceapital classification is determined
pursuant to “prompt corrective action” regulatioasd to determine levels of deposit insurance assests, and may not constitute an
accurate representation of our overall financialdition or prospects.

The Bank experienced rapid loan growth during thalfdays of 2012. During the standard closing psscof the Bank’s December 2012
financial statements, management determined oradp30, 2013 that the rapid loan growth resulted reduction in the Bank’s capital
ratios, causing the Bank to become adequatelyalzgitl as of December 31, 2012. Management imnedgittansferred sufficient capital
from the Bancorp to the Bank, returning the Baniwédl-capitalized status. Sufficient cash is maimed at the Bancorp to ensure that the
Bank remains well capitalized, and management nesn@@mmitted to taking all steps necessary to erthat both the Bancorp and the Bank
remain well capitalized going forward. Since thenBavas adequately capitalized at December 31, 2@2iatory approval is required to
accept, renew or roll over any brokered deposifecive January 1, 2013, the interest rate paidifposits by institutions that are less than
well capitalized is limited to 75 basis points abdkie national rate for similar products unlessitisétution can support to the FDIC that
prevailing rates in its market area exceed theonatiaverage.

43



The following table summarizes the required capétibs and the corresponding regulatory capitaltimms of the Bancorp and Customers
Bank for the periods or dates indicated:

To Be Well Capitalized

Under
Prompt Corrective
For Capital Adequacy Action
Actual Purposes Provisions
(Dollars in thousands Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2012:
Total capital (to risk weighted assets
Customers Bancorp, Inc. $289,03! 11.2¢% = $205,44{ = 8.(% N/A N/A
Customers Bank $244,71(  9.5%% = $205,44. = 8.(% $256,80. = 10.(%
Tier 1 capital (to risk weighted assets
Customers Bancorp, Inc. $262,71¢ 10.2% = $102,72. = 4.(% N/A N/A
Customers Bank $218,39:  85(% = $102,720 > 4.(% $154,08: =  6.%
Tier 1 capital (to average assets)
Customers Bancorp, Inc. $262,71¢ 9.3(% = $11293¢ = 4.(% N/A N/A
Customers Bank $218,39: 7.786 = $112,89. = 4.(% $141,11' > 5.C%
As of December 31, 2011
Total capital (to risk weighted assets
Customers Bancorp, Inc. $157,70: 11.1%% = $113,34t = 8.% N/A N/A
Customers Bank $152,75¢ 10.78% = $113,34t = 8.(% $141,68. = 10.(%
Tier 1 capital (to risk weighted assets)
Customers Bancorp, Inc. $141,86¢ 10.01% = $56,67: =2 4.(% N/A N/A
Customers Bank $136,87( 9.66% = $56,67: = 4.(% $ 8501 =  6.0%
Tier 1 capital (to average assets
Customers Bancorp, Inc. $141,86¢ 7.31% = $ 7698 = 4.(% N/A N/A
Customers Bank $136,87( 7.11% = $ 76,98 = 4.(% $ 96,23 = 5.C%

Capital Ratios
We continued to build capital during 2012. In gethein the past few years, balance sheet loan grbas been offset by earnings and
increases in capital from sales of common stockodtsassets grow, our capital ratios decrease.

We are unaware of any current recommendationsédyetjulatory authorities which, if they were toilmplemented, would have a material
effect on our liquidity, capital resources, or Gtems.

The maintenance of appropriate levels of capitahismportant objective of our Asset and Liabiliianagement process. Through our initial
capitalization and our subsequent offerings, weelelwe have continued to maintain a strong capitaltion.

OFF-BALANCE SHEET ARRANGEMENTS

We are a party to financial instruments and otloenrmitments with off-balance sheet risks. Finanicistruments with off-balance sheet risks
are incurred in the normal course of business tetrte financing needs of our customers. Thesadiahinstruments include commitments
to extend credit, including unused portions of $ié credit, and standby letters of credit. Thastruments involve, to varying degrees,
elements of credit risk in excess of the amoumgezed on the balance sheets.
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With commitments to extend credit, our exposurergalit loss in the event of ngerformance by the other party to the financialrimeent is
represented by the contractual amount of thoseum&nts. We use the same credit policies in magammitments and conditional
obligations as for on-balance sheet instrumentseSthey involve credit risk similar to extendintpan, they are subject to our Credit Policy
and other underwriting standards.

As of December 31, 2012 and December 31, 201 Xptlosving off-balance sheet commitments, finandmgtruments and other arrangements
were outstanding:

December 31

2012 2011
(dollars in thousand:
Commitments to fund loar $136,00° $106,22°
Unfunded commitments to fund mortgage warehousas! 428,40( 294,68:
Unfunded commitments under lines of cre 87,22( 66,93¢
Letters of credi 3,06¢ 1,37¢

Commitments to fund loans, unfunded commitmentsino mortgage warehouse loans, unfunded commitmentsr lines of credit and
letters of credit are agreements to extend credit for the benefit of a customer in the ordinemyrse of our business.

Commitments to fund loans and unfunded commitmentier lines of credit may be obligations of oursoag as there is no violation of any
condition established in the contract. Since mdrth® commitments are expected to expire withoirdpdrawn upon, the total commitment
amounts do not necessarily represent future caglireenents. Commitments generally have fixed exjpinadates or other termination clau
and may require payment of a fee. We evaluate eastomer’s creditworthiness on a case-by-case.bHstsamount of collateral obtained, if
we deem it necessary upon extension of crediased on management’s credit evaluation. Collatesia varies but may include personal or
commercial real estate, accounts receivable, iover@nd equipment.

Mortgage warehouse loan commitments are agreerteeptechase mortgage loans from mortgage bankatsitee to purchase the loans
back in a short period of time or to sell to thi@ty mortgage originators. These commitments gdlydiuctuate monthly as existing loans
are repurchased by the mortgage bankers and new dva purchased by us.

Outstanding letters of credit written are condiiboommitments issued by us to guarantee the padoce of a customer to a third

party. Letters of credit may obligate us to fundwis under those letters of credit whether or misiomer continues to meet the condition
the extension of credit. The credit risk involvedssuing letters of credit is essentially the sam¢hat involved in extending loan facilities to
customers.

CONTRACTUAL OBLIGATIONS

The following table sets forth contractual obligats and other commitments representing requiregpatehtial cash outflows as of
December 31, 2012. Interest on subordinated defenand longerm borrowed funds is calculated based on cunentractual interest rate

More thar
Within one After one but After three but
Total year within three yeal within five year: five years
(dollars in thousand:

Operating lease $ 1198 $ 2171 $ 343¢  $ 2,61: $ 3,76¢
Benefit plan commitment 4,50( 0 0 30C 4,20(
Contractual maturities of time depos 1,179,88! 806,92¢ 215,34 157,61« 0
Subordinated notes plus interest expens: 2,107 61 2,04¢ 0 0
Loan commitment 651,62 630,65( 1,432 56€ 18,97¢
Long-term debt 60,00( 0 40,00( 15,00¢( 5,00(
Interest on lon-term debi 2,52 62F 1,12 71€ 59
Standby letters of crec 3,06¢ 3,06¢ 0 0 0
Total $1,915,69: $1,443,49 $ 263,38 $ 176,80 $32,00"

(1) Includes interest on lo-term debt and subordinated debentures at a weigateaf 1.04% and 3.20%, respectivt
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NEW ACCOUNTING PRONOUNCEMENTS

For information about the impact that recently addmr issued accounting guidance will have omrefgy to “NOTE 3 — SIGNIFICANT
ACCOUNTING POLICIES” appearing in Part Il, ltem 8this Form 10-K.
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SIGNATURES

Pursuant to the requirements of the Section 13t)lof the Securities Exchange Act of 1934, thgsteant has duly caused this
report to be signed on its behalf by the undersigtteereunto duly authorized.

Customers Bancorp, Inc.

May 8, 2013 By: /s/Jay S. Sidhu
Name Jay S. Sidhi
Title: Chairman and Chief Executive Offic
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Exhibit 23.2
Consent of Independent Registered Public Accountingirm

We hereby consent to the incorporation by referémtiee Registration Statements on Form S-3 (N8-B®1536and No. 333188040) and
Form S-8 No. 333 865540f Customers Bancorp, Inc. of our reports dateddkdr8, 2013, relating to the consolidated finansiatements
and the effectiveness of Customers Bancorp, linttésnal control over financial reporting, whichpegar in the 2012 Annual Report on Form
10-K of Customers Bancorp, Inc., as amended byt 10-K/A filed_May 8, 2013

/sl ParenteBeard LLC
Lancaster, Pennsylvania
May 8, 2013



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 Annual Report on Form 18-kéf Customers Bancorp, Inc.;

2. Based on my knowledge, this report does notadorny untrue statement of a material fact or dméttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules13a-15(e) and 15d)15f&d internal control over financial reporting @efined in Exchange Act Rules13a-15
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly duriig teriod in which this report is being prepared;

(b) Designed such internal control over financégdarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenttisi report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyeldis report based on such
evaluation; and

(d) Disclosed in this report any change in thegggnt's internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an ameaport) that has materially affected, or
is reasonably likely to materially affect, the igant’s internal control over financial reportiremd

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

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

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

/sl Jay S. Sidhu
Jay S. Sidhu
Chairman and Chief Executive Offic

Date: May 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, James D. Hogan, certify that:
1. I have reviewed this Annual Report on Form 18-kéf Customers Bancorp, Inc.;

2. Based on my knowledge, this report does notadorny untrue statement of a material fact or dméttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules13a-15(e) and 15d)15f&d internal control over financial reporting @efined in Exchange Act Rules13a-15
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly duriig teriod in which this report is being prepared;

(b) Designed such internal control over financégdarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenttisi report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyeldis report based on such
evaluation; and

(d) Disclosed in this report any change in thegggnt's internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an ameaport) that has materially affected, or
is reasonably likely to materially affect, the igant’s internal control over financial reportiremd

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

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

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

/sl James D. Hogan
James D. Hogan
Chief Financial Officel
Date: May 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 annual report of Customessdrp, Inc. (the “Corporation”) on Form 10-K/A fitre period ending December 31,
2012, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), I, Jaghu, Chairman and Chief Executive
Officer of the Corporation, certify, pursuant to W8S.C. §1350, as adopted pursuant to §906 of dileaBes-Oxley Act of 2002, that to the

best of my knowledge and belief:
(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities ExgfeAct 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: May 8, 2013

/sl Jay S. Sidhu
Jay S. Sidhu, Chairman and Chief 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 annual report of Customessdrp, Inc. (the “Corporation”) on Form 10-K/A fitre period ending December 31,
2012, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), I, Jaeblogan, Chief Financial Officer and
Treasurer of the Corporation, certify, pursuant8dJ.S.C. 81350, as adopted pursuant to 8906 dddéinkanes-Oxley Act of 2002, that to the

best of my knowledge and belief:
(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities ExgfeAct 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: May 8, 2013

/sl James D. Hoge
James D. Hogan, Chief Financial Officer




