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Form 10-Q

Quatrterly report pursuant Section 13 or 15(d) of tre Securities Exchange Act of 193
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subject to such filing requirements for the pastf@s. YeskX No O

Indicate by check mark whether the registrant lasmstted electronically and posted on its corpo¥&ebsite, if any, every Interactive Data
File required to be submitted and posted pursuaRide 405 of Regulation S-T during the precediBgribnths (or for such shorter period
that the registrant was required to submit and pash files). YeskX No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @aocelerated filer, or a smaller reporting
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Act. (Check one):
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CUSTOMERS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET — UNAUDITED
(amounts in thousands, except share and per shak d

ASSETS

Cash and due from ban
Interes-earning deposit

Cash and cash equivalel
Investment securities available for sale, at falue
Loans held for sale, (includes $1,231,039 and $B87,respectively, at fair valu
Loans receivable not covered under Loss Sharingéygents with the FDI
Loans receivable covered under Loss Sharing Agratswegth the FDIC
Allowance for loan losse

Total loans receivable, net of allowance for loagsks
FHLB, Federal Reserve Bank, and other restricteck:
Accrued interest receivab
FDIC loss sharing receivak
Bank premises and equipment,
Bank-owned life insuranc
Other real estate owned (includes $10,208 and 86r@Spectively, covered under Loss Sharing

Agreements with the FDIC

Goodwill and other intangible
Other asset

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities:
Deposits:
Demand, no-interest bearin
Interest bearin

Total deposit:
Federal funds purchas
FHLB advance!
Other borrowings
Subordinated del
Accrued interest payable and other liabilit

Total liabilities

Shareholder equity:
Preferred stock, no par value or as set by thedpd®0,000,000 shares authorized, none is
Common stock, par value $1.00 per share; 200,00Gh8res authorized; 27,267,295 and
24,756,411 shares issued as of September 30, 2a1Becember 31, 2013; 26,735,035; and
24,224,151 shares outstanding as of Septembe02@,&nhd December 31, 20

Additional paid in capita
Retained earning
Accumulated other comprehensive loss,
Treasury stock, at cost (532,260 shares as of @bgie30, 2014 and December 31, 2C

Total shareholde’ equity

Total liabilities and shareholders equity

See accompanying notes to the unaudited consalidet@ncial statements.

3

September 3C December 31
2014 2013
$ 89,72 $ 60,70¢
241,57t 172,35!
331,30t 233,06¢
409,30¢ 497,57
1,395,72I 747,59:
4,065,67. 2,398,35:
44,46 66,72¢
(31,089 (23,999
4,079,05: 2,441 .08
85,73: 43,51«
13,74« 8,36:
5,99¢ 10,04¢
11,14% 11,62t
137,57 104,43:
17,75¢ 12,26
3,661 3,67¢
41,43¢ 39,93¢
$ 6,532,43! $4,153,17.
$ 697,41 $ 478,10:
3,586,72! 2,481,811
4,284,141 2,959,92:
0 13,00(
1,594,50! 706,50(
88,25( 63,25(
112,00( 2,00(
27,74¢ 21,87¢
6,106,63! 3,766,55!
0 0]
27,261 24,75¢
354,56 307,23:
55,24t 71,00¢
(3,020 (8,11¢)
(8,254 (8,254)
425,79¢ 386,62:
$ 6,532,43! $4,153,17.
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CUSTOMERS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME — UNAUDITED
(amounts in thousands, except share data)

Three Months Ended Nine Months Ended
September 30 September 30
2014 2013 2014 2013
Interest income
Loans receivabl $39,64( $22,48: $103,21¢ $57,78(
Loans held for sal 8,50: 9,49t 20,30: 31,53¢
Investment securitie 2,361 1,42z 7,944 3,33¢
Other 794 34z 1,80¢ 78¢
Total interest incom 51,29¢ 33,74t 133,26¢ 93,43¢
Interest expenst
Deposits 6,17¢ 5,47( 17,32: 15,74
Other borrowings 1,49¢ 78¢ 3,83¢ 86¢
FHLB advance! 1,711 272 3,34¢ 84C
Subordinated del 1,70( 1€ 1,82¢ 49
Total interest expens 11,08 6,541 26,32¢ 17,49¢
Net interest incom 40,21« 27,19¢ 106,93 75,94(
Provision for loan losse 5,03¢ 75( 12,28¢ 2,74¢
Net interest income after provision for loan los 35,17¢ 26,44¢ 94,64¢ 73,19:
Non-interest income
Mortgage warehouse transactional f 2,15¢ 3,09( 6,12¢ 10,62¢
Bank-owned life insuranc 97¢€ 61t 2,64¢ 1,65¢
Gain (loss) on sale of loal 69t (6) 1,26¢ 40z
Mortgage loan and banking incor 212 5C 2,17¢ 50
Deposit fee: 192 19¢ 61€ 487
Gain on sale of investment securit 0 0 3,191 0
Other 87< 714 3,29¢ 1,78¢
Total nor-interest incomt 5,10z 4,661 19,32: 15,001
Nor-interest expenst
Salaries and employee bene 12,07( 8,96: 33,01 24,86¢
FDIC assessments, taxes, and regulatory 3,32( 1,10¢ 8,52¢ 3,51(
Occupancy 2,931 2,28¢ 8,162 6,30¢
Professional service 1,671 1,191 5,83¢ 3,14¢
Technology, communications and bank operat 1,48 1,121 4,66¢ 3,02:
Other real estate ownq 603 401 1,84¢ 962
Loan workoul 38¢ 92¢ 1,30¢ 1,67¢
Advertising and promotio 261 45(C 1,10¢ 973
Loss contingenc 0 0 0 2,00(¢
Other 1,95( 1,89¢ 6,59 5,25¢
Total nor-interest expens 24,67¢ 18,34" 71,05( 51,72
Income before income tax exper 15,60: 12,76: 42,92: 36,47
Income tax expens 3,94( 4,494 12,88¢ 12,79
Net income $11,66: $ 8,26¢ $ 30,03¢ $23,68:!
Basic earnings per share $ 04 $ 03C $ 112 $ 1.0C
Diluted earnings per share ( 0.4z 0.3C 1.0¢ 0.9¢

(1) Earnings per share amounts have been adjustefldctthe 10% stock dividend declared on May 15,£26nd issued on June 30, 20

See accompanying notes to the unaudited consalidet@ncial statements.
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CUSTOMERS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME — U NAUDITED

(amounts in thousands)

Three Months Ended Nine Months Ended
September 30 September 30
2014 2013 2014 2013
Net income $11,66: $8,26¢ $30,03¢ $23,68:
Unrealized gains (losses) on securit
Unrealized holding gains (losses) on securitiesiragiduring the period (: (1,886€) (20 11,33t (7,079
Income tax effect (1 66C 3 (3,969 2,47¢
Less: reclassification adjustment for gains on s&es included in net incom 0 0 (3,19 0]
Income tax effec 0 0 1,115 0
Net unrealized gains (losse (1,226 (7 5,29¢ (4,607)
Unrealized gains (losses) on cash flow hed
Unrealized gains (losses) on cash flow hedgesaridiring the perio 661 0 (29¢) 0
Income tax effec (235) 0 10C 0
Net unrealized gains (losse 42€ 0 (19¢) 0
Other comprehensive income (loss), net of (800) (7) 5,09¢ (4,607
Comprehensive income $10,86: $8,261 $35,13: $19,08:

(1) Includes immaterial gains or losses on foreignenty items for the three and nine months endede8dr 30, 2014 and 201

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

(amounts in thousands, except share data)

For the nine months ended September 30, 20:
Accumulated

Shares of Additional Other
Common Common Comprehensive  Treasury
Stock Paid in Retained
Outstanding Stock Capital Earnings Income/(Loss) Stock Total
Balance, January 1, 201- 24,224,15 $24,75¢ $307,23. $71,00¢ $ (8,11¢) $(8,254) $386,62.
Net income 30,03¢ 30,03¢
Other comprehensive incor 5,09¢ 5,09¢
Stock dividenc 2,429,37! 2,42¢ 43,36¢ (45,799 (6)
Shar-based compensation expel 3,12¢ 3,12¢
Issuance of common stock under share-based
compensation arrangemel 81,50¢ 82 84z 924
Balance, September 30, 201 26,735,03 $27,26° $354,56. $5524¢ $ (3,020 $(8,254) $425,79!
For the nine months ended September 30, 20:
Accumulated
Shares of Additional Other
Common Common Comprehensive  Treasury
Stock Paid in Retained
Outstanding Stock Capital Earnings Income/(Loss) Stock Total
Balance, January 1, 201. 18,459,50 $18,507 $212,09( $38,31: $ 1,06¢ $ (500) $269,47
Net income 23,68 23,68
Other comprehensive lo (4,607) (4,607)
Shar-based compensation expe! 2,461 2,461
Public offering of common stock, net of costs ¢
$5,994 6,179,10: 6,17¢ 91,32¢ 97,501
Exercise and redemption of warra 31,90 32 76 10¢
Issuance of common stock under share-based
compensation arrangemel 23,41 24 22¢ 252
Balance, September 30, 201 24,693,92 $24,74. $306,18. $61,99° $ (3,537) $ (500) $388,88!

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

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

Proceeds from maturities, calls and principal repayts of securities available for s

Proceeds from sales of investment securities dlaifar sale
Purchases of investment securities available fier

Net increase in loar

Purchase of loan portfolic

Proceeds from sales of loa

Purchases of ba-owned life insuranc

Net (purchases of) proceeds from FHLB, Federal Res®ank, and other restricted stc

Reimbursements from the FDIC on loss sharing ageets
Purchases of bank premises and equipt
Proceeds from sales of other real estate ov

Net Cash Used In Investing Activities

Cash Flows from Financing Activities
Net increase in deposi
Net increase (decrease) in sl-term borrowed fund
Net increase in lor-term FHLB borrowings
Exercise and redemption of warra
Net proceeds from issuance of I-term deb
Net proceeds from stock offerit

Net Cash Provided by Financing Activities

Net Increase in Cash and Cash Equivaleni
Cash and Cash Equivalent— Beginning

Cash and Cash Equivalents — Ending

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

See accompanying notes to the unaudited consalidet@ncial statements.

Nine Months Ended

September 30
2014 2013

$ 30,03¢ $ 23,68:
12,28¢ 2,74¢

0 2,00(

2,782 2,11¢

3,12¢ 2,461
117 (5)

574 36¢

(3,197 0
(3,407 (402)
(12,298,82) (17,177,83)
11,817,51 17,697,08
(2,719 (1,337)
(231) (724)

72¢ 254

641 161
(2,646 (1,659
(8,879 (3,88¢)
6,47/ 42,97¢
(445,60:) 588,01
35,71¢ 14,81¢
213,24¢ 0
(149,94() (390,73
(1,625,02) (638,99))
(308,247 (155,300
109,91: 4,27¢
(30,46%) (27,96%)
(42,219 11,05(
3,32¢ 6,13¢
(1,329) (2,740
6,50¢ 4,58
(1,788,49) (1,174,88)
1,324,19. 802,55t
610,00( (339,00()
265,00( 35,00(

0 10¢

133,14 60,33¢

0 97,50

2,332,33 656,50
98,23¢ 69,631
233,06¢ 186,01t

$ 331,30¢ $ 255,65:
$ 23,84( $ 17,26¢
18,37 7,74

$ 13,36¢ $ 10,25¢
164,68 0
924 252
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CUSTOMERS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED UNAUDITED FINANCIAL STATEMENT S

NOTE 1 — DESCRIPTION OF THE BUSINESS

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

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

NOTE 2 — ACQUISITION ACTIVITY
Acquisition Activity
New England Lending Acquisitions

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

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

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

The interim unaudited consolidated financial stagta of Customers Bancorp, Inc. and subsidiarige baen prepared pursuant to the rules
and regulations of the U.S. Securities and Exch&wamission (the “SEC”). These interim unauditedsmidated financial statements
reflect all normal and recurring adjustments thiat & the opinion of management, necessary tceeptesfair statement of the financial
position and the results of operations and casksflof Customers Bancorp and subsidiaries for ttexim periods presented. Certain
information and footnote disclosures normally imigd in the annual consolidated financial statemieat® been omitted from these interim
unaudited consolidated financial statements as iftedrby SEC rules and regulations. The Decembg313 consolidated balance sheet
presented in this report has been derived fromddusts Bancorp’s audited 2013 consolidated finarst@tements. Management believes that
the disclosures are adequate to present fairlgdhsolidated financial statements as of the datdSa the periods presented. These interim
unaudited consolidated financial statements shibellcead in conjunction with the 2013 consolidatedricial statements of Customers
Bancorp and subsidiaries included in the CompaAwisual Report on Form 10-K for the year ended Ddmem31, 2013 filed with the SEC

on March 12, 2014. That Form 10-K describes CusterBancorp’s significant accounting policies, whioblude its policies on Principles of
Consolidation; Cash and Cash Equivalents; Resiriston Cash and Amounts Due from Banks; Investi@eatrities; Loan Accounting
Framework; Allowance for Loan Losses; Goodwill; éstments in FHLB, Federal Reserve Bank, and o##tricted stock; Other Real Estate
Owned; FDIC Loss Sharing Receivable; Bank Owned Lisurance; Bank Premises and Equipment; Tre&tock; Income Taxes; Share-
Based Compensation; Comprehensive Income; EarpieigShare; Segment Information; and Accounting @eanCertain prior period
amounts have been reclassified to conform to ctgenod presentation. Results for interim periatts not necessarily indicative of those
may be expected for the fiscal year. Presentedibate Customers Bancogpsignificant accounting policies that were updatedng the nin
months ended September 30, 2014 to address nevolvirg activities and recently issued accountitejmdards and updates that were issued
or effective during 2014.

Derivative Instruments and Hedging Activities

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

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

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

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

Recently Issued Accounting Standards

In August 2014, the FASB issued Accounting Standi#pdate (“ASU”) 2014-15Presentation of Financial Statements—Going Concern
(Subtopic 205-40): Disclosure of Uncertainties aban Entity’s Ability to Continue as a Going ConeeFhe guidance in this ASU is
intended to define management’s responsibilityagate whether there is substantial doubt abowrganization’s ability to continue as a
going concern and to provide related footnote dmales. The guidance in this ASU is effective famwzal periods ending after December 15,
2016, and interim periods within annual periodsibmigg after December 15, 2016. Early applicat®peérmitted for annual or interim
reporting periods for which the financial statensdmave not previously been issued. The Bancorp natesxpect this ASU to have a
significant impact on its financial condition oststs of operation.

In August 2014, the FASB issued ASU 2014;Receivables — Troubled Debt Restructurings byi@wes (Subtopic 310-40): Classification
of Certain Government-Guaranteed Mortgage LoansupaoreclosureThe guidance in this ASU affects creditors thattgdvernment-
guaranteed mortgage loans, including those guardrig the FHA and the VA. It requires that a mogéan be derecognized and a sep
other receivable be recognized upon foreclosutteeifollowing conditions are met:

1. Theloan has a government guarantee that is nataelp from the loan before foreclost

2. Atthe time of foreclosure, the creditor hasititent to convey the real estate property to tnerantor and make a claim on the
guarantee, and the creditor has the ability towvecander that clairn

3. Atthe time of foreclosure, any amount of the clalvat is determined on the basis of the fair valiihe real estate is fixe

Upon foreclosure, the separate other receivableldie measured based on the amount of the loandm{principal and interest) expecte
be recovered from the guarantor. The guidancei$nABU is effective for public business entities &mnual periods, and interim periods
within those annual periods, beginning after Decerild, 2014. Early adoption is permitted if ASU 21 has been adopted. The guidance
may be applied using a prospective transition ntethavhich a reporting entity applies the guidatwéoreclosures that occur after the dat
adoption, or a modified retrospective transitiomgsa cumulative-effect adjustment (through a resifecation to a separate other receivable)
as of the beginning of the annual period of adoptirior periods should not be adjusted. A repgréintity must apply the same method of
transition as elected under ASU 2014-04.The Bandogs not expect this ASU to have a significantdotn its financial condition or
results of operation.
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In August 2014, the FASB issued ASU 2014;I3onsolidation (Topic 810): Measuring the Finardasets and the Financial Liabilities o
Consolidated Collateralized Financing Entifjhe guidance in this ASU applies to a reportingtgtiat is required to consolidate a
collateralized financing entity under the Variabiterest Entities guidance whent § the reporting entity measures all of the finahai&sets
and the financial liabilities of that consolidateallateralized financing entity at fair value iretbonsolidated financial statements based on
other Codification Topics; andX) the changes in the fair values of those finarasslets and financial liabilities are reflecteé@amnings. The
guidance in this ASU is effective for public busieeentities for annual periods, and interim perioidbin those annual periods, beginning
after December 15, 2015. Early adoption is permigte of the beginning of an annual period. The Bgndoes not expect this ASU to have a
significant impact on its financial condition owststs of operation.

In June 2014, the FASB issued ASU 2014-d@mpensation—Stock Compensatidie guidance in this ASU requires that a perforcea
target that affects vesting and that could be aeliafter the requisite service period is treated performance condition. As such, the
performance target should not be reflected in egtirg the grant-date fair value of the award. Comsp&on cost should be recognized in the
period in which it becomes probable that the penorce target will be achieved and should reprabentompensation cost attributable to
period(s) for which the requisite has already beenlered. If the performance target becomes prelitieing achieved before the end of
requisite period, the remaining unrecognized costikl be recognized prospectively over the remgingguisite service period. The total
amount of compensation cost recognized during éed the requisite service period should refleet tumber of awards that are expected to
vest and should be adjusted to reflect those avthedsiltimately vest. The requisite service peods when the employee can cease
rendering service and still be eligible to vesthia award if the performance target is achievedndiated in the definition of vest, the stated
vesting period (which includes the period in whibk performance target could be achieved) mayrdiffen the requisite service period. The
guidance in this ASU is effective for annual antkiim periods beginning after December 15, 201% Bancorp does not expect this ASU to
have a significant impact on its financial conditior results of operation.

In June 2014, the FASB issued ASU 2014-Trhnsfers and ServicingThe amendments in this update require that réyagesto-maturity
transactions be accounted for as secured borrowimgsistent with the accounting for other repurelagreements. In addition, the
amendments require separate accounting for a &raasa financial asset executed contemporaneavittya repurchase agreement with the
same counterparty (a repurchase financing), whidllresult in secured borrowing accounting for tlepurchase agreement. The amendments
require an entity to disclose information abounsfers accounted for as sales in transactionatkatconomically similar to repurchase
agreements, in which the transferor retains subiathnall of the exposure to the economic retumte transferred financial asset throughout
the term of the transaction. In addition the ameewhsirequire disclosure of the types of collatplatiged in repurchase agreements, sect
lending transactions, and repurchase-to-matumtysctions and the tenor of those transactionsgtiitance in this ASU is effective for
annual and interim periods beginning after DecemBeR014. The Bancorp does not expect this AShht® a significant impact on its
financial condition or results of operation.

In May 2014, the FASB issued ASU 2014-&&venue from Contracts with Customerhis ASU establishes a comprehensive revenue
recognition standard for virtually all industriesl.S. GAAP, including those that previously folleavindustry-specific guidance such as the
real estate and construction industries. The revetandard’s core principal is built on the corttiztween a vendor and a customer for the
provision of goods and services. It attempts tdaehe exchange of rights and obligations betwtherparties in the pattern of revenue
recognition based on the consideration to whichvéiredor is entitled. To accomplish this, the staddaquires five basic steps: (i) identify
contract with the customer, (ii) identify the parfance obligations in the contract, (iii) identifie transaction price, (iv) allocate the
transaction price to the performance obligationth@contract, (v) recognize revenue when (orleskntity satisfies the performance
obligation. Three basic transition methods arelale — full retrospective, retrospective with e@mtpractical expedients, and a cumulative
effect approach. Under the cumulative effect altéve, an entity would apply the new revenue steshdaly to contracts that are incomplete
under legacy U.S. GAAP at the date of initial apgifion and recognize the cumulative effect of tee standard as an adjustment to the
opening balance of retained earnings. The guidanttés ASU is effective for annual periods ancehirh reporting periods within those
annual periods, beginning after December 15, 20h6.Bancorp does not expect this ASU to have dfgignt impact on its financial
condition or results of operation.

In January 2014, the FASB issued ASU 2014R¥églassification of Residential Real Estate Cotkdteed Consumer Mortgage Loans upon
Foreclosure, a consensus of the FASB Emerging Issues TasleFdhe guidance in this ASU clarifies that an ibstence repossession or
foreclosure occurs, and a creditor is considerdthte received physical possession of residemlastate property collateralizing a
consumer mortgage loan, upon either (1) the credlitaining legal title to the residential realagstproperty upon completion of a foreclos
or (2) the borrower conveying all interest in tlesidential real estate property to the creditaatiisfy that loan through completion of a deed
in lieu of foreclosure or through a similar leggt@ement. The ASU also requires additional relategztim and annual disclosures. The
guidance in this ASU is effective for annual antkiim periods beginning after December 15, 2014 Bancorp does not expect this ASU to
have a significant impact on its financial conditiar results of operation.
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In January 2014, the FASB issued ASU 2014Axcounting for Investments in Qualified Affordableusing Projects a consensus of the
FASB Emerging Issues Task Force. This ASU provgigdance on accounting for investments by a repgritity in flow-through limited
liability entities that manage or invest in affobtiahousing projects that qualify for the low-ina@mmousing tax credit. The guidance in this
ASU is effective for annual periods and interimagimg periods within those annual periods, begigrafter December 15, 2014. The
Bancorp does not expect this ASU to have a sigmifiempact on its financial condition or resultsopiration.

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

NOTE 4 — CHANGES IN ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS) BY COMPONENT (1)

The following tables present the changes in accatadlother comprehensive income (loss) by compdoetie three months and nine
months ended September 30, 2014 and 2013.

For the Three Months Ended September 30, 201

Unrealized
(Losses) on
Available-for-sale Unrealized Gains
and (Losses) on
(amounts in thousand Securities(2) Cash Flow Hedge Total
Beginning balance - July 1, 2014 $ (1,59¢) $ (622) $ (2,220
Other comprehensive income (loss) before
reclassification: (1,22¢) 42€ (800
Amounts reclassified from accumulated ot
comprehensive loss to net inco 0 0 0
Net current-period other comprehensive
income (loss (1,22¢) 42€ (800
Ending balanc- September 30, 201 $ (2,829 $ (19¢) $ (3,020
For the Nine Months Ended September 30, 201
Unrealized Gains
and (Losses) on Unrealized Losse
Available-for-sale
on
(amounts in thousand Securities(2) Cash Flow Hedge Total
Beginning balance - January 1, 2014 $ 8,11¢) $ 0 $ (8,119
Other comprehensive income (loss) before
reclassification: 7,36¢ (19¢€) 7,17:
Amounts reclassified from accumulated ot
comprehensive loss to net income (2,079 0 (2,079
Net current-period other comprehensive
income (loss 5,29¢ (199 5,09¢
Ending balanc- September 30, 201 $ (2,829 $ (199 $ (3,020
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For the Three Months Ended September 30, 20

Unrealized
Losses on
Available-for-sale

(amounts in thousand Securities (2)(4)
Beginning balance - July 1, 2013 $ (3,530
Other comprehensive loss before reclassificat @)
Amounts reclassified from accumulated other comgnsive
loss to net incom 0
Net curren-period other comprehensive (lo: )
Ending balanc— September 30, 201 $ (3,539

For the Nine Months Ended September 30, 20

Unrealized Gains

and (Losses) on
Available-for-sale

(amounts in thousand Securities (2)(4
Beginning balance - January 1, 2013 $ 1,06¢
Other comprehensive loss before reclassificat (4,607
Amounts reclassified from accumulated other comgnsive
loss to net incom 0
Net curren-period other comprehensive (loss) incc (4,607
Ending balanc— September 30, 201 $ (3,53)

(1) All amounts are net of tax. Amounts in parenthésdigate reductions to accumulated other compreheriscome.
(2) Includes immaterial gains or losses on foreignangy items for the three and nine months endece8dr 30, 2014 and 201
(3) Reclassification amounts are reported as gain lenofanvestment securities on the Consolidatede®iants of Income

(4) Prior to first quarter 2014, all amounts dederin accumulated other comprehensive income/(lees} related to available-for-sale
securities

NOTE 5 — EARNINGS PER SHARE

The following are the components and results oBaecorp’s earnings per share calculation for #rgogs presented. Share and per share
amounts have been adjusted to reflect the 10% slivakend declared on May 15, 2014 and issued oe 30, 2014.

Three Months Ended Nine Months Ended
September 30 September 30
2014 2013 2014 2013
(dollars in thousands, except per share ¢
Net income available to common shareholc $ 11,66: $ 8,26¢ $  30,03¢ $ 23,680
Weighted-average number of common shares
outstandin¢- basic 26,730,34 27,146,10 26,713,95 23,644,32
Share-based compensation pla 1,001,96! 523,58t 949,58: 421,65¢
Warrants 252,52 201,18t 252,041 193,59¢
Weighted-average number of common shares
diluted 27,984,84 27,870,88 27,915,58 24,259,58
Basic earnings per she $ 0.44 $ 0.3( $ 1.12 $ 1.0C
Diluted earnings per sha $ 0.4z $ 0.3( $ 1.0¢ $ 0.9¢
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The following is a summary of securities that copddentially dilute basic earnings per share inrfafperiods that were not included in the
computation of diluted earnings per share becaude so would have been anti-dilutive for the pesipresented. Share-based compensation
awards and eligible warrants have been adjusteeflect the 10% stock dividend declared on May28,4 and issued on June 30, 2014.

Three Months Ended Nine Months Ended
September 30 September 30
2014 2013 2014 2013
Anti-dilutive securities
Shar-based compensation awa 116,37 101,47( 116,42 95,84:
Warrants 118,74! 118,74! 118,74! 118,74!
Total ant-dilutive securities 235,11! 220,21! 235,16! 214,58°

NOTE 6 — INVESTMENT SECURITIES

The amortized cost and approximate fair value eéstment securities as of September 30, 2014 andrblger 31, 2013 are summarized in
the tables below:

September 30, 201

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
(amounts in thousand
Availablefor Sale:
Mortgage-backed securities (; $390,58( $ 1,83 $ (4,89¢ $387,51¢
Equity securities (2 23,07 31 (1,32)) 21,78¢

$413,65: $ 1,86¢ $ (6,219 $409,30:

December 31, 201.

Gross Gross
Amortized Unrealized Unrealized

Cost Gains Losses Fair Value
(amounts in thousand
Availablefor Sale:
Mortgage-backed securities (; $461,98! $ 207 $(10,65%) $451,53¢
Corporate note 25,00( 344 (22) 25,32:
Equity securities (2 23,07« 0 (2,360 20,71«

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

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

The following table presents proceeds from the shlvailable-for-sale investment securities armbgrgains and gross losses realized on
those sales for the three and nine months endedi8bpr 30, 2014 and 2013:

Three Months Ended September 3C Nine Months Ended September 3C
2014 2013 2014 2013
(amounts in thousand
Proceeds from sale of available-for-sale
securities $ 0 $ 0 $ 213,24¢ $ 0
Gross gain: $ 0 $ 0 $ 3,197 $ 0
Gross losse 0 0 0 0
Net gains $ 0 $ 0 $ 3,197 $ 0
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These gains and losses were determined using ¢e#fispdentification method and were reported aig on sale of investment securities
included in non-interest income.

The following table presents available-fale debt securities by stated maturity. Debt séesibacked by mortgages have expected matt
that differ from contractual maturities becausertwers have the right to call or prepay and arexefore, classified separately with no
specific maturity date:

September 30, 201

Amortized
Fair
Cost Value
(amounts in thousand
Due in one year or le: $ 0 $ 0
Due after one year through five ye. 0 0
Due after five years through ten ye 0 0
Due after ten yeal 0 0
Mortgage-backed securitie 390,58( 387,51¢
Total debt securitie $390,58!( $387,51¢

The Bancorp’s investments’ gross unrealized loasesfair value, aggregated by investment categodylength of time that individual
securities have been in a continuous unrealizeddosition, at September 30, 2014 and Decembe2(3B were as follows:

September 30, 201

Less Than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(amounts in thousand
Available for Sale:
Mortgagebacked securities (; $ 90,12 $ (742) $118,52: $ (4,15¢) $208,64: $ (4,89
Equity securities (2 20,74, (1,320 5 (D 20,75 (1,32))
Total $110,87( $ (2,067 $118,52¢ $ (4,157 $229,39%¢ $ (6,219
December 31, 201
Less Than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(amounts in thousand
Available for Sale:
Mortgage-backed securities (; $425,62. $(10,06) $ 527¢ $ (59¢) 430,89 $(10,659)
Corporate note 4,98 (18) 4,997 (©)] 9,97¢ (22)
Equity securities (2 20,71« (2,360 0 0 20,71« (2,360
Total $451,31¢  $(12,439 $10,27: $ (601) $461,59( $(13,040

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

At September 30, 2014, there were ten availables#te investment securities in the less-than-tweateath category and twenty-two
available-for-sale investment securities in thelbeenonth-or-more category. The unrealized lossethe mortgage-backed securities are
guaranteed by government-sponsored entities anthgly relate to changes in market interest raddlsamounts are expected to be recovered
when market prices recover or at maturity. The alized losses on the equity securities reflectekeses in market price or adverse chang
foreign currency exchange rates. Customers evaldhgefinancial condition and capital strengthtaf tssuer of these securities and concl
that the decline in fair value was temporary andild@ecover by way of increases in market priceasitive changes in foreign currency
exchange rates. The Company intends to hold trexseites for the foreseeable future and doesntend to sell the securities before the
price recovers. Customers considers it more likedyn not that it will not be required to sell trexsrities. Accordingly, Customers has
concluded that the securities are not other-thenptearily impaired as of September 30, 2014.
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At September 30, 2014 and December 31, 2013, CestoBank had pledged investment securities aggneg@887.1 million and $451.1
million fair value, respectively, as collateral as its borrowings primarily with the FHLB. The [EB does not have the ability to sell or
repledge these securities.

NOTE 7 — LOANS HELD FOR SALE
The composition of loans held for sale as of Sepwm30, 2014 and December 31, 2013 was as follows:

September 3C December 3:
2014 2013
(amounts in thousand
Mortgage warehouse loans at fair va $ 1,226,92 $ 740,69
Residential mortgage loans at fair va 4,11¢ 6,89¢
Multi-family loans at lower of cost or fair vali 164,68: 0
Loans held for sal $ 1,395,72 $ 747,59

Effective September 30, 2014, Customers Bank tearedd $164.7 million of multi-family loans from fefor investment to held for sale
because the Company was actively marketing thesesland no longer had the intent to retain themaslin its portfolio. Customers Bank
transferred these loans at their amortized costiwlvas lower than the estimated fair value atithe of transfer.

NOTE 8 — LOANS RECEIVABLE AND ALLOWANCE FOR LOAN LO SSES
The following table presents loans receivable aéSegftember 30, 2014 and December 31, 2013:

September 3C December 31
2014 2013

(amounts in thousand
Constructior $ 6,75¢ $ 14,62
Commercial real estate/mi-family 18,36¢ 24,25¢
Commercial and industrii 3,52( 5,81¢
Residential real esta 12,76¢ 18,73:
Manufactured housin 3,05: 3,29:

Total loans receivableoveredunder FDIC loss sharing
agreements (1 44,46: 66,72¢
Constructior 56,60: 36,90:
Commercial real estate/mi-family 3,153,98! 1,835,18
Commercial and industrii 432,91 239,50¢
Mortgage warehous 8 86¢€
Manufactured housin 129,79t 139,47:
Residential real esta 290,62: 145,18t
Consume 1,684 2,14
Total loans receivableot coveredunder FDIC loss sharing

agreement 4,065,61. 2,399,26!
Total loans receivabl 4,110,07. 2,465,99
Deferred (fees) costs, net | 61 (912
Allowance for loan losse (31,087 (23,999
Loans receivable, ni $ 4,079,05 $2,441,08

(1) Loans that were acquired in two FDIC-assistadgactions and are covered under loss sharingragrds with the FDIC are referred to
as" coverec” loans throughout these financial stateme

(2) Includes $3.5 million and $0.6 million of unartived premiums on purchased loans at Septemb&03@, and December 31, 2013,
respectively
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Non-Covered Loans

The following tables summarizeon-coveredloans by class and performance status as of Septe30b2014 and December 31, 2013:

September 30, 201

Purchasec-
90 Days Total Past Credit-

3C-89 Days Or More Non- Impaired Total

Past Due (1  Past Due(1 Due (1) Accrual Current (2) Loans (3) Loans (4)
(amounts in thousand
Commercial and industri; $ 405 % 0O $ 40t $195¢ $ 429,35¢ $ 1,19¢ $ 432,91
Commercial real esta 14¢€ 0 14€ 5,52: 3,115,86; 32,44¢ 3,153,98!
Constructior 0 0 0 451 55,92¢ 227 56,60:
Residential real esta 58t 0 58t 1,07(C 279,39( 9,57¢ 290,62:
Consume 0 0 0 0 1,42( 264 1,684
Mortgage warehous 0 0 0 0 8 0 8
Manufactured housing (¢ 6,652 4,082 10,73¢ 89t 114,05! 4,11¢ 129,79¢
Total $ 7,78 $ 408 $11,87C $ 9,89 $3,996,01: $ 47,82( $4,065,61

December 31, 201.
Purchasec-
90 Days Total Past Credit-

3C-89 Days Or More Non- Impaired Total

Past Due (1  Past Due(1 Due (1) Accrual Current (2) Loans (3) Loans (4)
(amounts in thousand
Commercial and industrii $ 10C $ 0 $ 10 $ 128 $ 237450 $ 1,92t $ 239,50¢
Commercial real esta 0 0 0 9,92¢ 1,788,14. 37,11¢ 1,835,18!
Constructior 0 0 0 2,04¢ 33,92 93C 36,90:
Residential real esta 55k 0 55k 96¢ 133,15¢ 10,50¢ 145,18t
Consume 0 0 0 0 1,72¢ 41€ 2,14¢
Mortgage warehous 0 0 0 0 86¢ 0 86¢€
Manufactured housing (! 7,921 3,77 11,69: 44¢ 122,41t 4,91¢ 139,47:
Total $ 8,48¢ $ 3,77 $12,25¢ $13,51° $2,317,68 $ 55,807 $2,399,26!

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

(2) Loans where next payment due is less than 30 dagsthe report date

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

(4) Amounts exclude deferred costs and fees and tbeatice for loan losse

(5) Manufactured housing loans purchased in 20&é&abject to cash reserves held at the Bank thatsad to fund past-due payments
when the loan becomes 90 days or more delinquebsegjuent purchases are subject to varying proasiothe event of borrowers’
delinquencies

16



Table of Contents

Covered Loans

The following tables summariz®mveredloans by class and performance status as of Septe3ih2014 and December 31, 2013:

September 30, 201

Purchased
90 Days Total Past - Credit

3C-89 Days Or More Non- Impaired Total

Past Due (1 Past Due (1 Due (1) Accrual Current (2) Loans (3) Loans (4
(amounts in thousand
Commercial and industrii $ O 0 $ 0O $217 $ 291 $ 34z $ 3,52
Commercial real esta 0 0 0 29C 11,22¢ 6,85( 18,36¢
Constructior 0 0 0 2,411 0 4,34« 6,75t
Residential real esta 0 0 0 1,007 10,92¢ 83¢€ 12,76¢
Manufactured housin 17 0 17 13E 2,75¢ 142 3,05:
Total $ 17 $ 0 $ 17 $4,06( $ 27,87 $ 12,51% $44,46:

December 31, 201.
Purchasec-
90 Days Total Past Credit

3C-89 Days Or More Non- Impaired Total

Past Due (1 Past Due (1 Due (1) Accrual Current (2) Loans (3) Loans (4
(amounts in thousand
Commercial and industrii $ 298 3 0O $ 29 $ 2 $ 3172 $ 2,34t $ 581
Commercial real esta 24t 0 24t 1,691 13,58¢ 8,73¢ 24,25¢
Constructior 0 0 0 3,38 1,96 9,27¢ 14,62:
Residential real esta 90 0 90 564 14,10¢ 3,971 18,73
Manufactured housin 56 0 56 11 3,081 14E 3,29:
Total $ 68€ $ 0 $ 68€ $5,65( $ 35,91 $ 24.47" $66,72¢

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

(2) Purchased loans in FDIC assisted transactionsnuittvidence of credit deterioration since origioat

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

(4) Amounts exclude deferred costs and fees and allosvéor loan losse:

Allowance for Loan Losses and FDIC Loss SharingeReble

Losses incurred on covered loans are eligible $otigd reimbursement by the FDIC. Subsequent tgtirehase date, the expected cash flows
on the covered loans are subject to evaluationrdses in the present value of expected cash fiovise covered loans are recognized by
increasing the allowance for loan losses with ateel charge to the provision for loan losses. Atslime time, the FDIC indemnification as
is increased reflecting an estimated future cabbecfrom the FDIC, which is recorded as a reductmthe provision for loan losses. If the
expected cash flows on the covered loans incraadethat a previously recorded impairment can bersed, the Bancorp records a reduc
in the allowance for loan losses (with a relateztlitrto the provision for loan losses) accompaiigd reduction in the FDIC receivable
balance and a charge to the provision for loareldsicreases in expected cash flows of coveretlaad decreases in expected cash floy
the FDIC loss sharing receivable, when there arpraviously recorded impairments, are considergattter and recognized over the
remaining life of the loans as interest income. FBC loss sharing receivable balance will be redluihirough a charge to the provision for
loan losses, with no offsetting reduction to tHewahnce for loan losses, as the FDIC loss sharirapgements reach their contractual
maturities and the estimated losses in the coMesats have not yet emerged or been realized inah diisposition event. The FDIC loss
sharing arrangements for non-single family loarf@rexin third quarter 2015. The loss sharing areanents for single family loans expire in
third quarter 2020.
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The following table presents changes in the allaveabor loan losses and the FDIC loss sharing rebdévfor the three months ended
September 30, 2014 and 2013.

Allowance for Loan Losses
For the Three Months Ended September 3l

(amounts in thousand 2014 2013

Beginning balance $ 28,18t $ 28,14.
Provision for loan losses ( 3,22z 75C
Chargeoffs (792) (2,299
Recoverie: 467 20z
Ending balanc: $ 31,08: $ 26,80(

FDIC Loss Sharing Receivable
For the Three Months Ended September 3l

(amounts in thousand 2014 2013

Beginning balance $ 8,91¢ $ 14,16¢
(Decreased)/Increased estimated cash flow (1,819 0
Other activity, net (a 741 (125)
Cash receipts from FDI (1,852 (3,006
Ending balanci $ 59% $ 11,03¢
(1) Provision for loan losse $ 3,22: % 75C

(2) Effect attributable to FDIC loss share arrangets 1,81 0
Net amount reported as provision for loan los 503 $ 75C

@

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

The following table presents changes in the allaeaor loan losses and the FDIC loss sharing rabéévfor the nine months ended
September 30, 2014 and 2013.

Allowance for Loan Losses
For the Nine Months Ended September 3i

(amounts in thousand 2014 2013

Beginning balance $ 23,99¢ $ 25,83
Provision for loan losses ( 8,85: 6,47(
Chargeoffs (2,739 (5,950
Recoveries 96E 443
Ending balanc: $ 31,08: $ 26,80(

FDIC Loss Sharing Receivable
For the Nine Months Ended September 3i

(amounts in thousand 2014 2013
Beginning balance $ 10,04¢ $ 12,34
(Decreased)/Increased estimated cash flow (3,43 3,72:
Other activity, net (a 2,71 1,10
Cash receipts from FDI (3,329 (6,139
Ending balanci $ 599 $ 11,03¢
(1) Provision for loan losse $ 8,85 $ 6,47(
(2) Effect attributable to FDIC loss share arrangets 3,43¢ (3,727)
Net amount reported as provision for loan los $ 12,28t $ 2,74¢

(&) Includes external costs, such as legal feabestate taxes, and appraisal expenses, whictygimreimbursement under loss sharing
arrangements
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Loans Individually Evaluated for Impairme— Covered and Non-Covered

The following tables present the recorded investrireet of charge-offs), unpaid principal balanag] eelated allowance for loans that are
individually evaluated for impairment as of Sept@mB0, 2014 and December 31, 2013 and the aveeageded investment and interest
income recognized for the three and nine monthe@september 30, 2014 and 2013. Purchased-cregkitiiea loans are considered to be
performing and are not included in the tables below

For the Three Months For the Nine Months
September 30, 201 Ended September 30, 2014 Ended September 30, 2014
Recorded
Investment Unpaid
Principal Average Interest Average Interest
Net of Related Recorded Income Recorded Income
Charge offs Balance  Allowance Investment Recognize! Investment Recognize!
(amounts in thousand
With no related allowance recorded:
Commercial and industrii $ 15,76¢ $16,180 $ — $ 15377 $ 21€ $ 13,69 $ 52C
Commercial real esta 23,99 24,13¢ — 20,81° 28¢€ 18,97¢ 634
Constructior 2,32t 3,59¢ — 2,32t — 2,43¢ —
Consumel 21 21 — 52 — 27 —
Residential real esta 1,91 1,91: — 1,92« — 2,15 19
With an allowance recorded:
Commercial and industrii 2,12( 2,12( 1,06¢ 1,88¢ 11 1,77( 26
Commercial real esta 1,322 1,322 841 2,11¢ 3 2,23¢ 5
Constructior 1,54: 1,542 722 1,54¢ — 1,44¢ —
Consumel 114 114 32 84 — 74 1
Residential real esta 34: 348 23t 29€ — 275 1
Total $ 49,45¢ $51,29C $ 2.89¢ $ 46,42¢ $ 51€ $ 43,09C $ 1,20¢
For the Three Months For the Nine Months
December 31, 201 Ended September 30, 2013 Ended September 30, 2013
Recorded
Investment Unpaid
Principal Average Interest Average Interest
Net of Related Recorded Income Recorded Income
Charge offs Balance  Allowance Investment Recognize! Investment Recognize!
(amounts in thousand
With no related allowance recorded:
Commercial and industrii $ 13,0907 $13,15¢ $ — $ 12400 $ 177 $ 8,202 $ 452
Commercial real esta 14,39° 15,24¢ — 22,20t 11€ 24,33¢ 537
Constructior 2,77 4,04¢ — 4,22( 4 5,462 9
Consumel — — — 49 6 75 8
Residential real esta 2,831 2,831 — 2,55( 10 2,58¢ 27
With an allowance recorded:
Commercial and industrii 2,46¢ 3,73¢ 82¢ 2,75k 30 1,637 10€&
Commercial real esta 2,261 3,167 94¢€ 5,92 152 6,76¢ 16€
Constructior 1,13¢ 1,13 351 3,25¢ 11 4,18k 11
Consumel 64 64 17 27 3 64 4
Residential real esta 252 252 19¢ 504 4 93¢ 5
Total $ 39,28( $43,63¢ $ 234: $ 53,88 $ 512 $ 54,25¢ $ 1,32¢

Troubled Debt Restructurings

At September 30, 2014 and 2013, there were $5lf®m#and $6.9 million, respectively, in loans rejgar as troubled debt restructurings
(“TDRs"). TDRs are reported as impaired loans ia ¢hlendar year of their restructuring and areuatatl to determine whether they should
be placed on non-accrual status. In subsequers,y&diDR may be returned to accrual status iftisfias a minimum six-month performance
requirement; however, it will remain classifiedisgpaired. Generally, the Bancorp requires sustapstbrmance for nine months before
returning a TDR to accrual status.

Modification of purchased-credit-impaired loanstthge accounted for within loan pools in accordanith the accounting standards for
purchased-credit-impaired loans do not result énrtmoval of these loans from the pool even if fications would otherwise be considered
a TDR. Accordingly, as each pool is accounted $oa @ingle asset with a single composite intesgstand an aggregate expectation of cash
flows, modifications of loans within such pools a considered TDRs.
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The following is an analysis of loans modified itr@ubled debt restructuring by type of concesséirihe three and nine months ended
September 30, 2014 and 2013. There were no matilifiathat involved forgiveness of debt.

TDRsin
TDRs in Compliance
Compliance
with Their
with Their Modified
Modified Terms and
Terms and Not
Accruing Accruing
Interest Interest Total

(amounts in thousand
Three Months Ended September 30, 201
Extended under forbearan $ 81 $ 0 $ 81

Multiple extensions resulting from financial diftilty 0 0 0
Interes-rate reduction 0 16€ 16€
Total $ 81 $ 16€ $ 24¢
Nine Months Ended September 30, 201

Extended under forbearan $ 44¢ $ 0 $ 44¢
Multiple extensions resulting from financial diftikty 0 0 0
Interes-rate reduction 47 471 51¢
Total $ 49t $ 471 $ 96¢€
Three Months Ended September 30, 201

Extended under forbearan $ 0 $ 0 $ O
Multiple extensions resulting from financial diftikty 0 0 0
Interes-rate reduction 0 12 12
Total $ 0 $ 12 $ 12
Nine Months Ended September 30, 2013

Extended under forbearan $ 0 $ 0 $ O
Multiple extensions resulting from financial diftikty 0 0 0
Interes-rate reduction 93 1,17¢ 1,27:
Total $ 93 $ 1,17¢ $1,27:

The following table provides, by class, the numiidibans modified in troubled debt restructuringsl éhe related recorded investment during
the three and nine months ended September 30,a12013.

TDRs in
Compliance
with Their
TDRs in Compliance with Their Modified
Modified Terms and Accruing Terms and Not
Interest Accruing Interest
Number
Number Recorded Recorded
of Loans Investment of Loans Investment
(amounts in thousand
Three Months Ended September 30, 201
Commercial and industrii 0 $ 0 0 $ 0
Commercial real esta 0 0 0 0
Constructior 0 0 0 0
Manufactured housin 0 0 2 16¢€
Residential real esta 0 0 0 0
Consume 2 81 0 0
Total 2 $ 81 2 $ 16€
Nine Months Ended September 30, 201
Commercial and industrii 0 $ 0 0 $ 0
Commercial real esta 0 0 0 0
Constructior 0 0 0 0
Manufactured housin 1 47 7 471
Residential real esta 0 0 0 0
Consume 9 44¢ 0 0
Total 10 $ 49t 7 $ 471
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TDRs in
Compliance
with Their
TDRs in Compliance with Their Modified
Modified Terms and Accruing Terms and Not
Interest Accruing Interest
Number Number
Recorded Recorded
of Loans Investment of Loans Investment
(amounts in thousand
Three Months Ended September 30, 201
Commercial and industri 0 $ 0 0 $ 0
Commercial real esta 0 0 0 0
Constructior 0 0 0 0
Manufactured housin 0 0 1 12
Residential real esta 0 0 0 0
Consume 0 0 0 0
Total 0 $ 0 1 $ 12
Nine Months Ended September 30, 201
Commercial and industrii 0 $ 0 0 $ 0
Commercial real esta 0 0 0 0
Constructior 0 0 0 0
Manufactured housin 2 60 11 1,17¢
Residential real esta 0 0 0 0
Consume 1 33 0 0
Total 3 $ 93 11 $ 1,17¢

At September 30, 2014 and 2013, there were no comants to lend additional funds to debtors whosmsehave been modified in troubled
debt restructuring.

For the three and nine months ended Septembe03@,&hd 2013, the recorded investment of loansmated to be TDRs was $0.2 million,
$1.0 million, $12 thousand and $1.3 million, regpety, both before and after restructuring. Durthg three month period ended
September 30, 2014, two manufactunedising TDR loans defaulted with a recorded investinof $0.2 million. During the nine month per
ended September 30, 2014, seven manufactured lgolBIR loans defaulted with a recorded investmer&®% million. There were no TDF
that defaulted in the three and nine month per@ated September 30, 2013.

Loans modified in troubled debt restructuringseraluated for impairment. The nature and extemnpfirment of TDRs, including those
which have experienced a subsequent default, isidered in the determination of an appropriatellefallowance for credit losses. There
were no specific allowances resulting from TDR nfigdtions during the three and nine months endgdedeber 30, 2014 and 2013.

Credit Quality Indicators

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

To facilitate the monitoring of credit quality withthe commercial and industrial, commercial resthte, construction, and residential real
estate classes, and for purposes of analyzingriziatdoss rates used in the determination of tlvance for loan losses for the respective
portfolio class, the Bank utilizes the followingtegories of risk ratings: pass/satisfactory (inekidisk rating 1 through 6), special mention,
substandard, doubtful, and loss. The risk ratinggaies, which are derived from standard regwatating definitions, are assigned upon
initial approval of credit to borrowers and updapedtiodically thereafter. Pass/satisfactory ratingsich are assigned to those borrowers who
do not have identified potential or well-definedakaesses and for whom there is a high likelihoodrdérly repayment, are updated
periodically based on the size and credit charisties of the borrower. All other categories arelaged on a quarterly basis during the month
preceding the end of the calendar quarter. Wheyasng risk ratings involves judgment, the riskifrg process allows management to
identify riskier credits in a timely manner andoathte the appropriate resources to manage thase loa
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The risk rating grades are defined as follows:

“1" — Pass/ Excellent

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

‘2" —Pass/ Superior

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

“3" —Pass/ Strong

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

“4" — Pass/ Good

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

“ 5" — Satisfactory

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

“6" — Satisfactory Bankable with Care

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

“7" —Special Mention

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

“8" — Substandard

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

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

or refinancing plans.

“10" —Loss

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

Risk ratings are not established for home equiiyn$o consumer loans, and instaliment loans, mamtause these portfolios consist of a
larger number of homogenous loans with smallerrdzada. Instead, these portfolios are evaluatedskmnainly based upon aggregate
payment history through the monitoring of delingeefevels and trends and are classified as perfayrand nonperforming. The following

tables present the credit ratings of tiom-coveredloan portfolio as of September 30, 2014 and Decerdbe2013:

1)

(amounts in thousand
Pass/Satisfactol
Special Mentior
Substandar

Total loans receivable, n-coverec

(amounts in thousand
Performing
Nonperforming (1
Total loans receivable, n-coverec

(amounts in thousand
Pass/Satisfactol
Special Mentior
Substandar

Total loans receivable, n-coverec

(amounts in thousand
Performing
Nonperforming (1

Total loans receivable, n-coverec

September 30, 201

Commercial
Residentia
and Commercial
Industrial Real Estate Construction Real Estate
$ 417,35( $3,123,39; $ 56,13. $288,55:
13,461 21,67¢ 21 4
2,10¢ 8,91/ 451 1,607
$ 432,91° $3,153,98!I $ 56,600 $290,62:
Manufactured
Mortgage
Consumel Warehouse Housing
$ 1,68¢ $ 8 $ 118,16¢
0 0 11,62¢
$ 1,68¢ $ 8 $ 129,79¢
December 31, 201
Commercial
Residentia
and Commercial
Industrial Real Estate Construction Real Estate
$ 228,74¢ $1,808,80: $ 34,82: $142,58t¢
10,31« 12,76( 29 94(
447 13,62: 2,05( 1,66(
$ 239,50¢ $1,835,18! $ 36,90, $145,18t¢
Manufactured
Mortgage
Consumel Warehouse Housing
$ 2,144 $ 86¢€ $ 127,33
0 0 12,14:
$ 2,14 $ 86€ $ 139/47:

Includes loans that are past due and still accrintggest and loans on nonaccrual ste
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The following tables present the credit ratingshefcoveredloan portfolio as of September 30, 2014 and Decer@bg2013:

September 30, 201

Commercial
Commercial Residential
and
Industrial Real Estate Construction Real Estate
(amounts in thousand
Pass/Satisfactol $ 3,17¢ $ 9,271 $ 0 $ 11,36
Special Mentior 0 5,33: 0 0
Substandar 341 3,762 6,75¢ 1,40¢
Total loans receivable, cover $ 3,52( $ 18,36¢ $ 6,758 $ 12,76¢
Manufactured
Housing
(amounts in thousand
Performing $ 2,901
Nonperforming (1 152
Total loans receivable, cover $ 3,05:
December 31, 201.
Commercial
Commercial Residential
and
Industrial Real Estate Construction Real Estate
(amounts in thousand
Pass/Satisfactol $ 3,68¢ $ 14,33( $ 1967 $ 14,13%
Special Mentior 228 2,98¢ 0 45E
Substandar 1,90: 6,93¢ 12,66( 4,141
Total loans receivable, cover $ 5,81« $ 24,25¢ $ 1462 $ 18,73:
Manufactured
Housing
(amounts in thousand
Performing $ 3,22¢
Nonperforming (1 67
Total loans receivable, cover $ 3,29:

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

The changes in the allowance for loan losses fthilee and nine months ended September 30, 2@120413 and the loans and allowance
for loan losses by loan class based on impairmedtation method are as follows. The amounts pteséior the provision for loan losses
below do not include the effect of changes to estih benefits resulting from the FDIC loss sharareyements for the covered loans.

Commercial
Residentia Manufactured
and Commercial Mortgage
Industrial Real Estate Construction Real Estate Housing Consumel Warehouse Total
(amounts in thousand
Three Months Ended September 3(C
2014
Beginning Balance, July 1, 20: $ 3,19 ¢ 20,08 $ 2,187 $ 2,02¢ $ 401 $ 13t $ 15C $ 28,18¢
Chargt-offs (92) (27¢) (284) (139 0 0 0 (792)
Recoveries 67 36¢ 4 23 0 4 0 467
Provision for loan losse 1,33¢ 2,13¢ (20¢) 217 (80) (31) (150) 3,22
Ending Balance, September 30, 2( $ 4504 ¢ 2231¢ $ 169 $ 2,12¢ $ 321 $ 111 $ 0 $ 31,08
Nine Months Ended September 3C
2014
Beginning Balance, January 1, 2( $ 263t $ 1570t $ 238 $ 249 $ 614 $ 13C $ 36 $ 23,99
Charge-offs (53€) (1,43¢) (284) (442) 0 (33) 0 (2,737
Recoveries 292 39t 7 26E 0 6 0 96&
Provision for loan losse 2,11( 7,657 (409) (189) (293) 8 (36) 8,85:
Ending Balance, September 30, 2! $ 4504 $ 2231¢ $ 169¢ $ 2,12¢ 321 $ 111 § 0 $ 31,08
At September 30, 2014
Loans:
Individually evaluated for
impairment $ 17,88t $ 2531t $ 3,867 $ 2,25¢ $ 0$ 13t % 0 $ 49,45¢
Collectively evaluated for
impairment 417,01: 3,107,73 54,92( 290,72 128,59: 1,28t 8 4,000,27.
Loans acquired with credit
deterioratior 1,54( 39,29¢ 4,571 10,41: 4,257 264 0 60,34!
Total loans receivable, excluding defer
fees and cosl $ 436,43° $3,172,341 $ 63,35¢ $303,39( $ 13285. $ 1,68/ $ 8 $4,110,07
Allowance for loan losses
Individually evaluated for
impairment $ 1,066 $ 841 $ 72z $ 23 % 0% 32 % 0 $ 2,89
Collectively evaluated for
impairment 3,17¢ 15,75¢ 391 917 88 29 0 20,36(
Loans acquired with credit
deterioratior 25¢ 5,72z 58€ 971 233 5C 0 7,821
Total Allowance for loan losse $ 4504 ¢ 2231¢ $ 169 $ 212¢ $ 321 $ 111 $ 0 $ 31,08
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Commercial
Residential Manufactured Residua
and Commercial Mortgage
Industrial Real Estate Construction Real Estate Housing Consumel Warehouse Reserve Total
(amounts in thousand
Three Months Ended
September 30, 2013
Beginning Balance, July 1,20$ 2,48 $§ 16,68 $ 4317 $ 3,55 $ 67¢ $ 10€ $ 56 $ 262 $ 28,14
Chargt-offs (1,31 (8517) 0 (11€) 0 (16) 0 0 (2,299
Recoveries 16 18¢ 0 0 0 0 0 0 20z
Provision for loan losse 2,02¢ (349) (1,169 (21€) 1 13 (14) 44¢ 75(
Ending Balance, September 30,
2013 $ 321¢ $ 1567 $ 3,15¢ $ 3,22 $ 67¢ $ 10z $ 42 $ 71z $ 26,80(
Nine Months Ended
September 30, 2013
Beginning Balance, January 1,

2013 $ 1477 $ 1543¢ $ 3991 $ 3,23 $ 75C $ 154 % 71 $ 72z $ 25,83
Charge-offs (1,407 (2,747) (2,470 (315) 0 (16) 0 0 (5,950
Recoveries 181 24¢€ 0 7 0 9 0 0 442
Provision for loan losse 2,96¢ 2,72¢ 633 29t (72) (44) (29 (10 6,47(

Ending Balance, September 30,
2013 $ 321¢ $ 1567 $ 3,154 $ 3,22( $ 67¢ $ 10z $ 42 $ 71z $ 26,80(
At September 30, 201:
Loans:
Individually evaluated for
impairment $ 20,16: $ 2291 $ 397¢ $ 3,20t $ 0 3% 75 $ 03 0 $ 50,33(
Collectively evaluated for
impairment 195,85 1,449,00 39,05¢ 134,58 140,86 1,25¢ 1,00¢ 0 1,961,63
Loans acquired with cred
deterioratior 4,601 48,63 13,83( 14,94¢ 5,18¢ 55€ 0 0 87,75¢
Total loans receivable,
excluding deferred fees and
costs $ 220,62( $1,520,55. $ 56,86¢ $152,73¢ $ 146,05¢ $ 1,88¢ $ 1,00¢ $ 0 $2,099,72
Allowance for loan losses
Individually evaluated for
impairment $ 961 $ 2,23¢ $ 36E $ 187 $ 0% 193 0$ 0% 375
Collectively evaluated for
impairment 1,991 8,31¢ 241 1,11¢ 80 40 42 71z 12,53¢
Loans acquired with credit
deterioratior 267 5,12 2,54¢ 1,91¢ 59¢ 62 0 0 10,51«
Total Allowance for loan losse $ 3,21¢ $ 1567: $ 3,152 $ 3,22( $ 67¢ $ 10 $ 42 $ 71z $ 26,80(

The non-covered manufactured housing portfolio prashased in August 2010. A portion of the purchasse may be used to reimburse the
Bank under the specified terms in the purchasecaggat for defaults of the underlying borrower atttbo specified items. At September 30,
2014 and 2013, funds available for reimburseméngdessary, were $3.2 million and $2.7 milliorspectively. Each quarter, these funds are
evaluated to determine if they would be sufficienabsorb the probable incurred losses within thaufactured housing portfolio.
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The changes in accretable yield related to purchassdit-impaired loans for the three and nine resmnded September 30, 2014 and 2013
were as follows:

For the Three Months Ended September 3 2014 2013
(amounts in thousand

Accretable yield balance, beginning of per $19,69: $27,64¢
Accretion to interest incorr (839 (1,362
Reclassification from nonaccretable difference disgosals, ne (378 (759
Accretable yield balance, end of per $18,47- $25,53:
For the Nine Months Ended September 3 2014 2013
(amounts in thousand

Accretable yield balance, beginning of per $22,557 $32,17¢
Accretion to interest incorr (2,462) (5,039
Reclassification from nonaccretable difference disgosals, ne (1,627) (1,607)
Accretable yield balance, end of per $18,47¢ $25,53!

NOTE 9 — BORROWINGS

On June 26, 2014, Customers Bancorp, Inc. cloggtvate placement transaction in which it issuefl 8tllion of 4.625% senior notes due
2019, and Customers Bank closed a private placetrargaction in which it issued $110 million ofdtkto-floating rate subordinated notes
due 2029. The aggregate net proceeds from the&tie notes totaled $133.1 million.

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

The subordinated notes qualify as Tier 2 capitatégulatory capital purposes.

During the nine months ended September 30, 201<toBwers Bank borrowed $275 million of long-term MBHadvances. On May 13, 2014,
$100 million was issued at a fixed rate of 1.04%hvei maturity date of May 15, 2017. On May 20, 2Ghére were two additional issuances
of $50 million, at fixed rates of 0.54 % and 1.44%aturing on May 20, 2016 and May 21, 2018, respelgt On September 9, 2014, $75
million was issued at a fixed rate of 1.30% witmaturity date of September 11, 2017.

NOTE 10 — SHARE-BASED COMPENSATION

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

Stock Options

There were no stock options granted during thesthtenths ended September 30, 2014. During themareghs ended September 30, 2014,
options to purchase an aggregate of 114,978 sbéxeding common stock were granted to certainceffs and team members. The options
are subject to five-year cliff vesting. The failwas of the options were estimated using the Biacleles option pricing model. The followi
table presents the weighted-average assumptiodsamskthe resulting weighted-average fair valueawh option granted.

September 30, 201

Weighted-average risk-free interest rate 2.2(%
Expected dividend yiel 0.0(%
Weightec-average expected volatili 17.55%
Weightec-average expected life (in yea 7.0C
Weightec-average fair value of each option gran $ 4.4¢
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The following table summarizes stock option acyi¥dr the nine months ended September 30, 2014.

Weighted- Weighted-
average Aggregate
average Remaining
Number Exercise Contractual Intrinsic
of Options Price Term in Years Value
(dollars in thousands, except Weigt-average exercise pric
Outstanding at January 1, 20 3,057,43! $ 12.4:
Grantec 114,97t 17.71
Forfeited (12,099 17.6¢
Outstanding at September 30, 2( 3,160,31 $ 12.5¢ 7.44 $16,99¢
Exercisable at September 30, 2( 13,68 $ 16.61 27¢ $ 48

There were no restricted stock units granted dutieghree months ended September 30, 2014. Dtirengine months ended September 30,
2014, 157,459 restricted stock units were grardgezkttain officers and team members. Of the aggeegatricted stock units, 52,537 were
granted under the Bonus Recognition and RetentiogrBm and are subject to five-year cliff vestifige remainders are subject to three-year
cliff vesting. The following table summarizes réctied stock activity for the nine months ended Seyiter 30, 2014.

Weightec-

average Grant-

Restricted
Stock Units date Fair Value
Outstanding and unvested at January 1, 2014 674,81( $ 11.81
Grantec 157,45¢ 17.6¢
Vested (37,85) 10.91
Forfeited (4,59)) 13.5¢
Outstanding and unvested at September 30, 789,81! $ 13.0C

Total share-based compensation expense for theminéhs ended September 30, 2014 and 2013 wasriidn and $2.5 million,
respectively.

Customers Bancorp has a policy that permits itsctlins to elect to receive shares of voting comstook in lieu of their cash retainers. In
January 2014, Customers Bancorp issued 28,095ssbfiveting common stock with a fair value of $én8llion to the directors as
compensation for their services during 2013. Dutmgnine months ended September 30, 2014, Custddagcorp issued 22,560 shares of
voting common stock with a fair value of $0.4 naillito directors as compensation for their servitefg the first nine months of 2014. The
fair values were determined based on the openiicg pf the common stock on the day the shares igsved.

NOTE 11 — REGULATORY MATTERS

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

Quantitative measures established by regulati@nsare capital adequacy require the Bank and Bprioanaintain minimum amounts and
ratios (set forth in the following table) of tothd Tier 1 capital to riskveighted assets and of Tier 1 capital to averagetagas defined in tl
regulations). At September 30, 2014 and Decembg2(@13, the Bank and Bancorp met all capital adeguaquirements to which they were
subject.
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To be categorized as well capitalized, an instituthust maintain minimum total risk based, Tieisk based and Tier 1 leveraged ratios a
forth in the following table:

To Be Well Capitalized

Under
For Capital Adequacy Prompt Corrective Action
Actual Purposes Provisions
(dollars in thousand: Amount Ratio Amount Ratio Amount Ratio
As of September 30, 201¢
Total capital (to risk weighted assets
Customers Bancorp, In $563,50¢ 11.22% $ 401,91( 8.C% N/A N/A
Customers Ban $589,71 11.81% $ 399,44 8.L% $ 499,31 10.(%
Tier 1 capital (to risk weighted assets
Customers Bancorp, In $422,42: 8.41% $ 200,95! 4.C% N/A N/A
Customers Ban $448,63: 8.9% $ 199,72 4C% $ 299,58t 6.C%
Tier 1 capital (to average assets)
Customers Bancorp, In $422,42: 7.0% $ 239,01t 4.C% N/A N/A
Customers Ban $448,63: 755% $ 237,82 4C% $ 297,27 5.C%
As of December 31, 201z
Total capital (to risk weighted assets)
Customers Bancorp, In $411,52° 13.21% $ 249,19t 8.C% N/A N/A
Customers Ban $435,43. 14.1% $ 246,93t 8% $ 308,67( 10.(%
Tier 1 capital (to risk weighted assets
Customers Bancorp, In $387,52¢ 1249 $ 124,59 4.C% N/A N/A
Customers Ban $411,43: 13.3% $ 123,46¢ 4C% $ 185,20: 6.C%
Tier 1 capital (to average assets
Customers Bancorp, In $387,52¢ 10.19% $ 153,31( 4.C% N/A N/A
Customers Ban $411,43: 10.8% $ 152,19: 4C% $ 190,23¢ 5.0%

NOTE 12 — DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

The Bancorp uses fair value measurements to réairdalue adjustments to certain assets and ifiegsiland to disclose the fair value of its
financial instruments. FASB ASC 82%.inancial Instruments requires disclosure of the estimated fair valuaroentity’s assets and
liabilities considered to be financial instrumerisr the Bancorp, as for most financial instituipthe majority of its assets and liabilities are
considered to be financial instruments. Howevemyraf these instruments lack an available tradirgket as characterized by a willing
buyer and willing seller engaging in an exchangegaction. For fair value disclosure purposesBmecorp utilized certain fair value
measurement criteria under the FASB ASC &4 Value Measurements and Disclosures explained below.

In accordance with ASC 820, the fair value of afidial instrument is the price that would be reedito sell an asset or paid to transfer a
liability in an orderly transaction between margatticipants at the measurement date. Fair valbegsdetermined based upon quoted m:
prices. However, in many instances, there are tegumarket prices for the Bancorp’s various finahastruments. In cases where quoted
market prices are not available, fair values ametian estimates using present value or othertiafuichniques. Those techniques are
significantly affected by the assumptions useduiiog the discount rate and estimates of futush dbows. Accordingly, the fair value
estimates may not be realized in an immediateesedtht of the instrument.

The fair value guidance provides a consistent @&fimof fair value, focusing on an exit price in arderly transaction (that is, not a forced
liquidation or distressed sale) between markeig@pants at the measurement date under currentanadkditions. If there has been a
significant decrease in the volume and level ofvigtfor the asset or liability, a change in vaiioa technique or the use of multiple valuation
techniques may be appropriate. In such instanetsrrdining the price at which willing market paii@nts would transact at the measurer
date under current market conditions depends ofatfie and circumstances and requires the usgifisant judgment. The fair value is a
reasonable point within the range that is mostasgmtative of fair value under current market ctoowis.

Level 1 Unadjusted quoted prices in active markets thahecessible at the measurement date for identical,
unrestricted assets or liabilitie

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

Level 3 Prices or valuation techniques that require inghas are both significant to the fair value measant and
unobservable (i.e., supported with little or no keamactivity).
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A financial instrument’s level within the fair vadthierarchy is based on the lowest level of inpat ts significant to the fair value
measurement.

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

Cash and cash equivalents:

The carrying amounts reported in the balance gheeash and cash equivalents approximate thostsassir values. These assets are
included as Level 1 fair values, based upon thetvevel of input that is significant to the faalue measurements.

Investment securities:

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

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

Loans held for sale - Residential mortgage loans:

The Bancorp generally estimates the fair valuagsiflential mortgage loans held for sale basecbamdtments on hand from investors
within the secondary market for loans with simiaaracteristics. These assets are included as Rda@l values, based upon the lowest level
of input that is significant to the fair value meesments.

Loans held for sale - Mortgage warehouse loans:

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

Loans held for sale — Multi-family loans:

The fair values of multi-family loans held for sae estimated using pricing indications from lettef intent with third party investors or
recent sale transactions within the secondary nsfke loans with similar characteristics. Thessets are included as Level 3 fair values,
based upon the lowest level of input that is sigaift to the fair value measurements.

Loans receivable, net of allowance for loan losses:

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

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

FDIC loss sharing receivable:

The FDIC loss sharing receivable is measured segpafaom the related covered assets, as it isootractually embedded in the assets a
not transferable with the assets should the abgedsld. Fair value is estimated using projectesth ¢é@ws related to the loss sharing
agreements based on #gtimated losses to be incurred on the loans anexpected reimbursements for losses using thécapf# loss shal
percentages. These cash flows are discountedi¢ztréie estimated timing of the receipt of theslebare reimbursement from the FDIC. 1
asset is included as Level 3 fair value, based dipetowest level of input that is significant tetfair value measurements.

Other real estate owned:

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

Accrued interest receivable and payable:

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

Deposit liabilities:

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

Federal funds purchased:

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

Borrowings:

Borrowings consist of long-term and short-term FHhdB/ances, five-year senior unsecured notes, dmatdinated debt. For the short-term
borrowings, the carrying amount is considered aarable estimate of fair value and is includedegel 1. Fair values of long-term FHLB
advances are estimated using discounted cash fialysis, based on quoted prices for new FHLB adeamdgth similar credit risk
characteristics, terms and remaining maturity. ptiees obtained from this active market representieket value that is deemed to represent
the transfer price if the liability were assumedaathird party. Fair values of privately placed auinated and senior unsecured debt are
estimated by a third-party financial advisor usitigcounted cash flow analysis, based on markes a@taently offered on such debt with
similar credit-risk characteristics, terms and ranimg maturity. These liabilities are included asvEkl 2 fair values, based upon the lowest
level of input that is significant to the fair valimeasurements. The $63 million senior unsecurtsbrissued during third quarter 2013 are
traded on The NASDAQ Stock Market, and their pdee be obtained daily. This fair value measurerigedassified as Level 1.
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Derivatives (Assets and Liabilities):

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

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

Off-balance-sheet financial instruments:

Fair values for the Bancorp’s off-balance-sheeadrfirial instruments (lending commitments and letbéiredit) are based on fees currently
charged in the market to enter into similar agre@s)daking into account the remaining terms ofageements and the counterparties’ credit
standing. These financial instruments are inclumetevel 2 fair values, based upon the lowest leiv#lput that is significant to the fair val
measurements.

The following information should not be interpretesian estimate of the fair value of the entireddgm since a fair value calculation is only
provided for a limited portion of the Bancorp’s etssand liabilities. Due to a wide range of valotiechniques and the degree of subjectivity
used in making these estimates, comparisons betiheeBancorp’s disclosures and those of other companay not be meaningful.

The estimated fair values of the Bancorp’s finanicistruments were as follows at September 30, 20t#December 31, 2013.

Fair Value Measurements at September 30, 20’

Quoted

Prices in

Active Significant Significant

Markets for Other Unobservable
Identical Observable
Carrying Estimated Assets Inputs Inputs
Amount Fair Value (Level 1) (Level 2) (Level 3)

(amounts in thousand
Assets:
Cash and cash equivale $ 331,30¢ $ 331,30t $ 331,30t $ 0 $ 0
Investment securities, available for s 409,30 409,30 21,78« 387,51¢ 0
Loans held for sal 1,395,72 1,396,97. 0 1,231,03 165,93
Loans receivable, net of allowance for loan los 4,079,05; 4,232,48| 0 0 4,232,48|
FHLB, Federal Reserve Bank and other restrictecks 85,73: 85,73: 0 85,73: 0
Accrued interest receivahb 13,74« 13,74 0 13,74« 0
FDIC loss sharing receivakb 5,99¢ 5,99¢ 0 0 5,99¢
Derivatives 5,72( 5,72( 0 5,68t 35
Liabilities:
Deposits $4,284,14 $4,303,33! $ 770,66 $ 3,532,67. $ 0
FHLB advance: 1,594,50! 1,595,95. 1,224,501 371,45: 0
Other borrowing 88,25( 90,91: 65,78( 25,13: 0
Subordinated det 112,00( 113,00: 0 113,00: 0
Derivatives 6,127 6,127 0 6,127 0
Accrued interest payab 4,16: 4,16: 0 4,16: 0
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Fair Value Measurements at December 31, 20:

Quoted

Prices in

Active

Markets for Significant
Other Significant
Identical Observable Unobservable
Carrying Estimated Assets Inputs Inputs
Amount Fair Value (Level 1) (Level 2) (Level 3)

(amounts in thousand
Assets:
Cash and cash equivale $ 233,066 $ 233,06¢ $233,060 $ 0 $ 0
Investment securities, available for s 497,57 497 ,57: 20,71« 476,85¢ 0
Loans held for sal 747,59 747,59 0 747,59 0
Loans receivable, net of allowance for loan los 2,441,08! 2,444,901 0 0 2,444,901
FHLB, Federal Reserve Bank and other si 43,51« 43,51« 0 43,51« 0
Accrued interest receivahb 8,362 8,36: 0 8,362 0
FDIC loss sharing receivakb 10,04¢ 10,04¢ 0 0 10,04¢
Derivatives 3,76: 3,76: 0 3,52: 24C
Liabilities:
Deposits $2,959,92; $2,977,94 $ 536,11¢ $ 2,441,83; $ 0
Federal funds purchas 13,00( 13,00( 13,00( 0 0
FHLB advance: 706,50( 708,02! 596,50( 111,52! 0
Other borrowing: 63,25( 64,76¢ 64,76¢ 0 0
Subordinated det 2,00( 2,00( 0 2,00( 0
Derivatives 3,531 3,531 0 3,531 0
Accrued interest payab 1,67¢ 1,67¢ 0 1,67¢ 0

For financial assets and liabilities measured iatv&ue on a recurring and nonrecurring basis féirevalue measurements by level within the

fair value hierarchy used at September 30, 2014Dmwmber 31, 2013 were as follows:

September 30, 201

Fair Value Measurements at the End of the Reportindgeriod Using

Quoted Prices in
Active Markets for  Significant Other

Observable Inputs

U

Significant
nobservable

Identical Assets Inputs
(Level 1) (Level 2) (Level 3) Total
(amounts in thousand
Measured at Fair Value on a Recurring Basis
Assets
Available-for-sale securities
Mortgage-backed securitie $ 0 % 387,51¢ $ 0 $ 387,51¢
Equity securitie: 21,78« 0 0 21,78¢
Derivatives (1 0 5,68¢ 35 5,72(
Loans held for sal- fair value optior 0 1,231,03! 0 1,231,03
Total asset- recurring fair value measureme $ 21,78 $ 162424 $ 35 $1,646,06.
Liabilities
Derivatives (2] $ 0 $ 6,127 $ 0 $ 6,12i
Measured at Fair Value on a Nonrecurring Basis
Assets
Impaired loans, net of specific reserves of $2, $ 0 % 0 $ 254 $ 2,54t
Other real estate ownt 0 0 7,97¢ 7,97¢
Total asset- nonrecurring fair value measureme $ 0 $ 0 $ 1052 $ 10,52
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December 31, 201
Fair Value Measurements at the End of the Reportingeriod Using
Quoted Prices in Significant
Active Markets for  Significant Other  Unobservable
Observable Inputs

Identical Assets Inputs
(Level 1) (Level 2) (Level 3) Total
(amounts in thousand
Measured at Fair Value on a Recurring Basis
Assets
Available-for-sale securities
Mortgage-backed securitie $ 0 % 451,53t $ 0 $ 451,53t
Corporate note 0 25,32 0 25,32
Equity securitie: 20,71« 0 0 20,71«
Derivatives (1, 0 3,52 24C $  3,73¢
Loans held for sal- fair value optior 0 747,59: 0 747,59:
Total asset- recurring fair value measureme $ 20,71 $ 122797 $ 24C $1,248,92!
Liabilities
Derivatives (2] 0 $ 3,531 0 $§ 3,53i
Measured at Fair Value on a Nonrecurring Basis
Assets
Impaired loans, net of specific reserves of $2, $ 0 % 0 % 3,83¢ $  3,83¢
Other real estate ownt 0 0 33t 33t
Total asset- nonrecurring fair value measureme $ 0 $ 0 $ 4,171 $ 4,171

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

The changes in Level 3 assets measured at faie walwa recurring basis for the three and nine nsoatided September 30, 2014 and 201
summarized as follows.

Residential
Mortgage
Loan
For the Three Months Ended September 30, 20 Commitments
(amounts in thousand
Balance at July 1, 201 $ 54
Issuance: 35
Settlement: (59
Balance at September 30, 2( $ 35
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There were no Level 3 assets or liabilities meabartair value on a recurring basis during theghmonths ended September 30, 2013.

Residential
Mortgage
Loan
For the Nine Months Ended September 30, 20 Commitments
(amounts in thousand
Balance at January 1, 20 $ 24C
Issuance: 19z
Settlement: (399
Balance at September 30, 2( $ 35
Loans Held
For the Nine Months Ended September 30, 20 for Sale (1)
(amounts in thousand
Balance at January 1, 20 $ 0
Transfer from Level 2 to Level 3 (. 3,17:
Recoveries (1,467)
Sales (1,019
Transfer from loans held for sale to other assbt (697)
Balance at September 30, 2( $ 0

(1) The Bancorp’s policy is to recognize transteesveen fair value levels when events or circuntganvarrant transfers. There were no
transfers between levels during the first nine memif 2014. During first quarter 2013, a suspeftaad was discovered in the Bank’s
loans held-for-sale portfolio. Total loans involviedthis fraud initially appeared to be $5.2 millicand management believed the range
of possible loss to have been between $1.5 milliwh $3.2 million. Accordingly, management provideldss contingency of
$2.0 million at March 31, 2013. Due to the uncetasurrounding the amount of loss, managemensteared these loans and the
related loss contingency from Level 2 to Level 8ribg second quarter 2013, the Bank determinedatha@ggregate of $1.0 million of
the loans were not involved in the fraud, and tHeaas were subsequently sold. In addition, thekBanovered $1.5 million in cash
from the alleged perpetrator. Since it was deteeahithat these assets no longer met the definifian@an, and since the Bank is
pursuing restitution through the involved partib® Bank determined this to be a receivable. Aesalt, the remaining aggregate $2.7
million of loans and the related $2.0 million resewere transferred to other ass

The following table summarizes financial assets famghcial liabilities measured at fair value asSaefptember 30, 2014 and December 31,
2013 on a recurring and nonrecurring basis for tithe Bancorp utilized Level 3 inputs to measunevialue.

Quantitative Information about Level 3 Fair Value Measurements

Fair Value Range (Weighte(
September 30, 201 Estimate Valuation Technique Unobservable Input Average) (3)
(amounts in thousand
Impaired loan: $ 2,54t Collateral appraisal ( Liguidation expenses ( -8%
Other real estate own $ 7,97¢ Collateral appraisal ( Liguidation expenses ( -8%
Residential mortgage loan
commitments $ 35 Adjusted market bir Pull-through rate 80%
Quantitative Information about Level 3 Fair Value Measurements
Fair Value
Range (Weighted
December 31, 201 Estimate Valuation Technique Unobservable Input Average) (3)
(amounts in thousand
Impaired loan: $ 3,83t Collateral appraisal (  Liquidation expenses (  -3% t0-8% (-5.5%,
Other real estate ownt $ 33t Collateral appraisal (  Liguidation expenses (  -3% t0-8% (-5.5%'
Residential mortgage loan commitme $  24C Adjusted market bi Pull-through rate 80%

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

(2) Fair value is adjusted for costs to s

(3) Presented as a percentage of the value determynapippaisal
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NOTE 13 — DERIVATIVE INSTRUMENTS AND HEDGING ACTIVI TIES
Risk Management Objectives of Using Derivatives

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

Cash Flow Hedges of Interest Rate Risk

Customers Bancorp’s objectives in using intere-gerivatives are to add stability to interestemge and to manage exposure to interest rati
movements. To accomplish this objective, the Bgmgoimarily uses interest rate swaps as part ohitgest-rate-risk management strategy.
Interest-rate swaps designated as cash flow hédgalse the receipt of variable amounts from a deuparty in exchange for the Bancorp
making fixed-rate payments over the life of theesgnents without exchange of the underlying notianabunt.

The effective portion of changes in the fair vatii@lerivatives designated and qualifying as casiv thedges is recorded in accumulated ¢
comprehensive income and is subsequently recledsiito earnings in the period that the hedgedcimsd transaction affects earnings.
During the three and nine months ended Septemh&03@, such derivatives were used to hedge thablarcash flows associated with a
forecasted issuance of debt. The ineffective poribthe change in fair value of the derivativemibe recognized directly in earnings. Dul
the three and nine months ended September 30, 2@d&4omers Bancorp did not record any hedge intffatess.

Amounts reported in accumulated other compreherist@me related to derivatives will be reclassifiednterest expense as interest
payments are made on the Bancorp’s variable-rdie @ihe Bancorp does not expect to reclassify anguats from accumulated other
comprehensive income to interest expense duringeékel2 months as Customers Bancorp’s derivativeffective after April 2016.

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

At September 30, 2014, Customers Bancorp had otséaoding interest rate derivative with a notioaalount of $150.0 million that was
designated as a cash flow hedge of interest rske ri

Derivatives Not Designated as Hedging Instruments

The Bank executes interest rate swaps with comaldranking customers to facilitate their respectisk management strategies (typically
the loan customers will swap a floating rate laaa fixed rate loan). The customer interest ratepsaare simultaneously offset by interest
swaps that the Bank executes with a third partyrdier to minimize interest rate risk exposure masglfrom such transactions. Since the
interest rate swaps associated with this programodoneet the hedge accounting requirements, clsangdke fair value of both the customer
swaps and the offsetting third-party market swaps@cognized directly in earnings. At September2Bd4, the Bancorp had 42 interest rate
swaps with an aggregate notional amount of $249l®mrelated to this program. At December 31, 20the Bancorp had 28 interest rate
swaps with an aggregate notional amount of $150®mrelated to this program.

The Bank enters into residential mortgage loan camenmts in connection with its mortgage bankingwdii¢s to fund mortgage loans at
specified rates and times in the future. These cionmemts are short-term in nature and generallyrexpi 30 to 60 days. The residential
mortgage loan commitments that relate to the oaidm of mortgage loans that will be held for sale considered derivative instruments
under applicable accounting guidance and are repattfair value, with changes in fair value reeardirectly to earnings. At September 30,
2014 and December 31, 2013, the Bank had an odietanotional balance of residential mortgage loammitments of $1.8 million and
$7.1 million, respectively.
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During first quarter 2014, the Bank purchased ¢reeliivatives to hedge the performance risk assettiaith one of its counterparties. These
derivatives are not designated as hedging instrtsreerd are reported at fair value, with changdaiimvalue reported directly in earnings. At

September 30, 2014, the Bank had an outstandingnabbalance of credit derivatives of $13.4 millio

Fair Value of Derivative Instruments on the BalanceSheet

The following table presents the fair value of Bancorp’s derivative financial instruments as veslitheir classification on the balance sheet

as of September 30, 2014 and December 31, 2013.

(amounts in thousand
Derivatives designated as cash flow hed
Interest rate sway

Total

Derivatives not designated as hedging instrum
Interest rate sway
Credit contract:
Residential mortgage loan commitme
Total

(amounts in thousand

Derivatives not designated as hedging instrum
Interest rate swaf
Residential mortgage loan commitme

Total

Effect of Derivative Instruments on Comprehensive mcome

The following tables present the effect of the Bapts derivative financial instruments on compretiea income for the three and nine

months ended September 30, 2014 and 2013.

September 30, 201
Derivative Assets Derivative Liabilities
Balance Shee

Balance Shee

Location Fair Value Location Fair Value

Other asse $ 0 Other liabilities $  29€
$ 0 $ 29

Other asse $ 5,55¢
Other asse 12¢
Other asse 35

$ 57

Other liabilities $ 5,831
Other liabilities 0
Other liabilities 0

$ 5,831

December 31, 201
Derivative Assets Derivative Liabilities
Balance Shee

Balance Shee

Location Fair Value Location Fair Value

Other asse $ 3,52:
Other asse 24C

$ 3,768

Other liabilities $ 3,537
Other liabilities 0
$ 3,53

Three Months Ended September 30, 201

Amount of Income (Loss

Income Statement Locatior Recognized in Earnings

(amounts in thousand
Derivatives not designated as hed
instruments

Interest rate swag Other norinterest income $ 47
Credit contract: Other norinterest income 4)
Residential mortgage loan
commitments Mortgage loan and banking income (19
Total $ 24
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(amounts in thousand

Three Months Ended September 30, 201

Amount of Income
Recognized in Earnings

Income Statement Locatior

Derivatives not designated as

hedging instrument:
Interest rate swaf

(amounts in thousand

Other norinterest income $ 38

Nine Months Ended September 30, 201

Amount of Loss
Recognized in Earnings

Income Statement Locatior

Derivatives not designated as

hedging instrument:
Interest rate sway
Credit contract:

Residential mortgage loan

commitments
Total

(amounts in thousand

Derivatives not designated

hedging instrument:
Interest rate swayf

(amounts in thousand
Derivative in cash flow hedging
relationships
Interest rate sway

(amounts in thousand
Derivative in cash flow hedging
relationships
Interest rate swaf

(1) Net of taxes

Other norinterest income $ 68€
Other norinterest incom (139
Mortgage loan and banking incor (20%)
$ 34z
Nine Months Ended September 30, 201
Amount of Income
Income Statement Locatior Recognized in Earnings

Other norinterest incom $ 23€

Three Months Ended September 30, 201
Location of Gain (Loss)  Amount of Gain (Loss)
Reclassified from Reclassified from
Accumulated OCI into Accumulated OCI into
Income (Effective Portion) Income (Effective Portion’

Amount of Gain (Loss)
Recognized in OCI on
Derivatives (Effective Portion) (1

$ 42€ Interest expens $ 0

Nine Months Ended September 30, 201
Location of Gain (Loss)  Amount of Gain (Loss)
Reclassified from Reclassified from
Accumulated OCI into Accumulated OCI into
Income (Effective Portion, Income (Effective Portion’

Amount of Gain (Loss)
Recognized in OCI on
Derivatives (Effective Portion) (1

$ (19€) Interest expens $ 0
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Credit-risk-related Contingent Features

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

Agreements with major derivative dealer counteipartontain provisions whereby default on any efBancorp’s indebtedness would be
considered a default on its derivative obligatioftse Bancorp also has entered into agreementsahédin provisions under which the
counterparty could require the Bancorp to setfi®liligations if the Bancorp fails to maintainstatus as a well/adequately-capitalized
institution. As of September 30, 2014, the fairneabf derivatives in a net liability position (whiincludes accrued interest but excludes any
adjustment for nonperformance-risk) related toéregreements was $6.1million. In addition, the Bapdas minimum collateral posting
thresholds with certain of these counterpartied,arSeptember 30, 2014 had posted $7.0 milliczash as collateral. The Bancorp records
cash posted as collateral as a reduction in thetanding balance of cash and cash equivalentsramtigease in the balance of other assets.

Disclosures about Offsetting Assets and Liabilities

The following tables present derivative instrumeht are subject to enforceable master nettirgngements. The Bancorp’s interest rate
swaps with institutional counterparties are subjechaster netting arrangements and are includétkitable below. Interest rate swaps with
commercial banking customers and residential mgadaan commitments are not subject to mastemugettirangements and are excluded
from the table below. The Bancorp has not maddiaypelection to offset its derivative positions.

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

Gross
Net Amounts
Amounts of not
Gross Assets Offset in the

Amounts Presented Consolidated

Gross Offset in the in the Balance Shee
Amount of Consolidatec Consolidatec Cash
Recognizel Collateral

Balance Balance Financial Net

Assets Sheet Sheet Instruments  Received Amount
(amounts in thousand
Description
Interest rate swap derivatives with institutionalinterpartie:  $ 10 $ 0 $ 10€ $ 106 $ 0$ O
Offsetting of Financial Liabilities and Derivative Liabilities
At September 30, 2014
Gross
Net Amounts
Amounts of not
Gross Liabilities Offset in the

Amounts Presented Consolidated

Gross Offset in the in the Balance Sheet

Amount of  Consolidatec Consolidatec Cash
Recognize! Collateral
Balance Balance Financial Net
Liabilities Sheet Sheet Instruments  Pledged  Amount
(amounts in thousand
Description
Interest rate swap derivatives with institutionalinterpartie:  $ 6,02¢ $ 0 $ 602 $ 10¢ $ 591t $ O
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Offsetting of Financial Assets and Derivative Asset
At December 31, 2013

Gross
Net Amounts
Amounts of not
Gross Assets Offset in the
Amounts Presented Consolidated
Gross Offset in the in the Balance Shee
Amount of Consolidatec Consolidatec Cash
Recognizel Collateral
Balance Balance Financial Net
Assets Sheet Sheet Instruments  Received Amount
(amounts in thousand
Description
Interest rate swap derivatives with institutionalinterpartie:  $ 392 $ 0 $ 392 $ 392 % 0$ O
Offsetting of Financial Liabilities and Derivative Liabilities
At December 31, 2013
Gross
Net Amounts
Amounts of not
Gross Liabilities Offset in the
Amounts Presented Consolidated
Gross Offset in the in the Balance Sheet
Amount of Consolidatec Consolidatec Cash
Recognize! Collateral
Balance Balance Financial Net
Liabilities Sheet Sheet Instruments  Pledged Amount
(amounts in thousand
Description
Interest rate swap derivatives with institutionalinterpartie:  $ 3,191 $ 0 $ 3191 $ 39z $279¢ $ O
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ITEM 2. Management'’s Discussion and Analysis of Fiancial Condition and Results of Operations.
Cautionary Note Regarding Forward-Looking Statemen$

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

” o« ” o«

Managemens discussion and analysis represents an overvigledfnancial condition and results of operatias] highlights the significa
changes in the financial condition and resultspdrations, as presented in the accompanying caiagedl financial statements for Customers
Bancorp, a financial holding company, and its whollvned subsidiaries, including Customers BanksTifiormation is intended to facilitate
your understanding and assessment of significaarigds and trends related to Customers Ba'’s financial condition and results of
operations as of and for the three and nine maeded September 30, 2014. All quarterly informatiothis Management's Discussion and
Analysis is unaudited. You should read this sediioconjunction with “Management’s Discussion anaadysis of Financial Condition and
Results of Operation” included in Customers Bansofiing on Form 10-K for the fiscal year endedd@enber 31, 2013.

Critical Accounting Policies

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

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

Third Quarter Events of Note

Following a successful 2013 and first half of 20C4stomers Bancorp continued its strong performamoeigh third quarter 2014. Most
notably, total assets were $6.5 billion at Septer@0e 2014, an increase of $0.9 billion from JuBeZ)14 and $2.4 billion from

December 31, 2013. During third quarter 2014, taad®rp achieved significant organic loan and degpsivth as loan balances increased
$0.8 hillion and deposits grew $0.6 billion. Duritigrd quarter 2014, multi-family loans increas&$$ million, commercial loans (including
commercial real estate) increased $256 millionwarehouse loans increased $187 million. Asset yuamained high and capital ratios
exceeded levels established for “well-capitalizbdhks. Financial results for third quarter 2014uded strong earnings of $11.7 million, a
record high, or $0.42 per diluted share. Returiave@rage common equity continued to trend upwasdsshing 11.0% for third quarter 2014,
and the efficiency ratio declined to 54.5%. Durthg quarter, Customers sold approximately $100anilbf multi-family loans in a market-
based transaction, which resulted in a gain onaa$®.7 million.
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Results of Operations
Third Quarter 2014 Compared to Third Quarter 2013

Net income available to common shareholders inect&8.4 million (41.0%) to $11.7 million for theréle months ended September 30, 2
compared to $8.3 million for the three months enBedtember 30, 2013. The increased net incomeeddubm increased net interest incc
of $13.0 million, decreased income tax expensedd #illion and increased non-interest income o#i$aillion, partially offset by increased
non-interest expense of $6.3 million, and incregsedision for loan losses of $4.3 million.

Net interest income increased $13.0 million (47.98t}he three months ended September 30, 2014a@$nillion, compared to $27
million for the three months ended September 3@32This increase resulted principally from an &ase in average loan balances of $2.0
billion, offset in part by a 31 basis point deceeasaverage yields on interest earning assetbt)/@net of a 1 basis point decrease in the
of funding. The reduced yields are primarily driv®na decrease in market interest rates on loaysffs on maturing higher yielding loans,
and growth of multi-family loans, which have higleeedit quality but yield less than the averagédyan the current loan portfolio.

The provision for loan losses increased by $4.8anito $5.0 million for the three months ended t8epber 30, 2014, compared to $0.8
million for the same period in 2013. The increaséhie provision for loan losses during third quag@l4 was primarily driven by growth in
the portfolio of loans held for investment and regll estimated benefits from the FDIC loss shargivable.

Norr-interest income increased $0.4 million duringtteee months ended September 30, 2014 to $5.Jomillompared to $4.7 million for
the three months ended September 30, 2013. Theaisein 2014 was primarily attributable to the gairsale of loans (up $0.7 million),
income from bank owned life insurance (up $0.4iomll, mortgage loan and banking income (up $0.#ani), partially offset by a decrease
in mortgage warehouse transactional fees (downgli@n).

Non-interest expense increased $6.3 million duringtithee months ended September 30, 2014 to $24lidmitompared to $18.3 million
during the three months ended September 30, 204&&rses increased in 2014 principally for salaaigd employee benefits as staffing le
grew to support the growing business (up $3.1 am)li assessment for FDIC insurance and other reguléees as the Bank grew and other
costs were incurred (up $2.2 million), occupancyhasbusiness expansion into new markets and isedeactivity in existing markets
required additional facilities (up $0.6 million),gfessional services for loan workout, litigati@md other general regulatory matters (up $0.5
million), and technology, communication and bankmions to further support and build infrastruet(up $0.4 million), partially offset by
decreased expenses associated with loan workau{des/n $0.5 million).

Income tax expense decreased $0.6 million in treetimonths ended September 30, 2014 to $3.9 mittimmpared to $4.5 million in the
same period of 2013. The decrease in the incomexjagnse was primarily due to an adjustment tisatltesd from a return to provision and
deferred tax analysis performed in the third quaz€d.4.

42



Table of Contents

Net Interest Incom

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

Three Months Ended September 3C

2014 2013
Average
Interest Interest
Income or Average Income or Yield or
Average Yield or Average
Balance Expense Cost (%) Balance Expense Cost
(amounts in thousand
Assets
Interest earning depos $ 244010 $ 154 0.25%% $ 230,99 $ 14¢ 0.26%
Investment securities, taxable ( 421,21: 2,361 2.24 235,92 1,42: 2.41
Loans held for sal 1,014,06: 8,50: 3.3¢ 985,05( 9,49t 3.82
Loans, taxable (B 3,950,97 39,44¢ 3.9¢ 1,982,11 22,36 4.4¢
Loans, no-taxable (B) 26,43( 194 2.91 17,72¢ 12z 2.7:
Other intere-earning assel 83,31 64C 3.0t 22,80¢ 194 3.37
Total interest earning assett 5,740,011 51,29¢ 3.5t 3,474,621 33,74¢ 3.8¢
Nonr-interest earning asse 238,22: 158,66:
Total assets $5,978,23 $3,633,28.
Liabilities
Interest checkin $ 58,73 $ 94 06% $ 4756¢ $ 47 0.38%
Money marke 1,741,00 2,59¢ 0.5¢ 1,148,89! 2,04¢ 0.71
Other saving: 42,117 43 0.4C 32,57¢ 39 0.47
Certificates of depos 1,426,64 3,44 0.9¢ 1,332,81! 3,33¢ 0.9¢
Total interest bearing depos 3,268,50: 6,17¢ 0.7t 2,561,85! 5,47( 0.8t
Borrowings 1,674,571 4,90¢ 1.17 244,14¢ 1,07 1.7¢
Total interest-bearing liabilities 4,943,07 11,08¢ 0.8¢ 2,806,00. 6,541 0.9¢
Nor-interes-bearing deposit 596,49° 439,27t
Total deposits & borrowing 5,539,57! 0.7¢ 3,245,28l 0.8C
Other norinterest bearing liabilitie 16,59¢ 4,99:
Total liabilities 5,556,17. 3,250,27.
Shareholders Equity 422,06t 383,00¢
Total liabilities and shareholders’ equity $5,978,23 $3,633,28.
Net interest earning 40,21« 27,19¢
Tax-equivalent adjustment (¢ 104 66
Net interest earning $40,31¢ $27,26¢
Interest spread 2.75% 3.05%
Net interest margin 2.7¢% 3.11%
Net interest margin tax equivalent (C) 2.7%% 3.11%

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

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

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

Three Months Ended September 3C

2014 vs. 201
Increase (Decrease) du
to Change in
Rate Volume Total

(amounts in thousand

Interest income:

Interest earning depos $ (3) $ 9 $ 6
Investment securitie (209 1,045 93¢
Loans held for sal (1,265 273 (992)
Loans, taxabl (2,839 19,92: 17,08
Loans, no-taxable 8 64 72
Other intere-earning assel (20 46€ 44¢€
Total interest income (4,229 21,78: 17,55:
Interest expense

Interest checkini 36 11 47
Money market deposit accout (379 92¢€ 559
Savings (6) 10 4
Certificates of depos (129 22¢ 10t
Total interest bearing depos (467) 1,17¢ 70¢
Borrowings (489) 4,312 3,82¢
Total interest expense (9517) 5,48¢ 4,53
Net interest income $ (3,277) $ 16,29! $13,01¢

Net interest income for the three months endededaper 30, 2014 was $40.2 million, an increase 8fGnillion, or 47.9%, when compar
to net interest income of $27.2 million for theamonths ended September 30, 2013. This net sereas primarily the result of an incre
of $2.3 billion in average interest-earning asseffset by a decrease of 31 basis points in thesaneeyield on interest-earning assets. As
shown in the table above, both rate and volumegémwithin “Loans, taxable” had a significant effen net interest income. Within “Loans,
taxable,” changes in the following categories priiyavere responsible for the net increase in lgalume:

» $1.2 billion increase in the average balance of i-family loans due to growth of the mi-family lending business; ar

*  $579.0 million increase in the average balasfammmercial loans primarily due to the growthtteé commercial and industrial
loan portfolio, including owner occupied commercighl estate loan

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

Average interest-bearing liabilities for the thraenths ended September 30, 2014 increased by #ibh vhen compared to average
interest-bearing liabilities for the three montinsled September 30, 2013. The related average tivdeest-bearing liabilities decreased 4
basis points; and the net impact of the increas@ishve and the decreased rate was a decrease ah#lob in net interest income. As shown
in the table above, primarily volume changes wittBorrowings” had a significant effect on net irget income. Within “Borrowings,”
changes in the following categories were respoediil the net increase in the volume of borrowings:

» $1.1 billion increase in the average balance oft-term FHLB advances; ar

* $157.4 million increase in the average balasfcibordinated and senior debt due to the isssaoic®135.0 million in June 2014
and $63.3 million in July and August 20:

The key measure of net interest income is netestanargin. Customers’ net interest margin (taxwedent) decreased 32 basis points to
2.79% for the three months ended September 30, @b&a compared to the net interest margin (taxvedemt) of 3.11% for the same period
in 2013. The decrease resulted primarily from aekese in the average yield on “Loans, taxable” flb#A8% to 3.96%, due to the maturity of
higher-yielding loans and the growth of mudlimily loan products, which have higher credit égyabut yield less than the average yield or
third quarter 2013 loan portfolio.
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Provision for Loan Losse

Customers Bank has established an allowance farlésses through a provision for loan losses clibagean expense on the consolidated
statements of income. The loan portfolio is revidwearterly to evaluate the outstanding loans anddasure both the performance of the
portfolio and the adequacy of the allowance fonltmsses. At September 30, 2014, approximately%0.8fithe loan portfolio was covered
under loss sharing agreements with the FDIC. Chaffgeincurred on the loans covered by the losseshgreements greater than the original
estimated value are recorded as an increase fwrdkésion for loan losses, and a correspondingivabée due from the FDIC is recorded as a
reduction to the provision for loan losses for plogtion anticipated to be recovered under the $bssing agreements. Conversely, if the
estimated cash flows on the covered loans incredisay, a portion of the previously recorded prasisfor loan losses will be reversed, and
the corresponding receivable due from the FDIC béliwritten down as an increase to the provisiondan losses. The FDIC loss sharing
receivable balance will be reduced through a cherglee provision for loan losses, with no offsagtreduction to the allowance for loan
losses, as the FDIC loss sharing arrangements teaittcontractual maturities and the estimateddesn the covered loans have not yet
emerged or been realized in a final dispositiomévEhe FDIC loss sharing arrangements for nonisifagnily loans expire in third quarter
2015. The loss sharing arrangements for singlelydoans expire in third quarter 2020.

The provision for loan losses increased by $4.8anito $5.0 million for the three months ended t8epber 30, 2014, compared to $0.8
million for the same period in 2013. The increaséhie 2014 provision was principally the resulgodwth in the portfolio of loans held for

investment and a reduced benefit expected to hectedl from the FDIC as the loss sharing arrangésrfenthe non-single family loans
approach their contractual maturity.

For more information about our provision and alloa& for loan losses and our loss experience, seslitRisk” and “Asset Quality” herein.
Nor-Interest Income
The table below presents the components of nomeistténcome for the three months ended Septemh&03@ and 2013.

Three Months Ended September 3C

2014 2013

(amounts in thousand

Mortgage warehouse transactional f $ 2,15¢ $ 3,09(
Bank-owned life insuranc 97€ 61%
Gain (loss) on sale of loa 69E (6)
Mortgage loan and banking incor 212 5C
Deposit fee: 192 19¢
Other 872 714
Total nor-interest income $ 5,10z $ 4,661

Nor+-interest income increased $0.4 million duringtteee months ended September 30, 2014 to $5.Jomillompared to $4.7 million for
the three months ended September 30, 2013. Thesisein 2014 was primarily attributable to the gairsale of loans, which resulted from
the sale of multi-family loans in a market-basethgaction (up $0.7 million), income from bank-owiiélinsurance (up $0.4 million) as a
result of increased purchases during 2014, mortlggeand banking income (up $0.2 million), palyigffset by a decrease in mortgage
warehouse transactional fees (down $0.9 million).
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Nor-Interest Expense

The table below presents the components of nomeisttexpense for the three months ended Septerib2084 and 2013.

Three Months Ended September 3C

2014 2013

(amounts in thousand

Salaries and employee bene $ 12,07( $ 8,96:
FDIC assessments, taxes and regulatory 3,32( 1,10¢
Occupancy 2,931 2,28¢
Professional service 1,671 1,191
Technology, communications and bank operat 1,48t 1,121
Other real estate ownt 602 401
Loan workoult 38¢ 92¢
Advertising and promotio 261 45C
Other 1,95( 1,89¢
Total nor-interest expens $ 24,67¢ $ 18,34

Nor-interest expense was $24.7 million for the thremtins ended September 30, 2014, an increase ofillich from non-interest expense
of $18.3 million for the three months ended Septend®, 2013.

Salaries and employee benefits, which represerathgest component of ndnterest expense, increased $3.1 million (34.7981&.1 millior
for the three months ended September 30, 2014piitmary reason for this increase was an increafieeimumber of employees from 356
full-time equivalents at September 30, 2013 to #0itime equivalents at September 30, 2014. This directly related to the need for
additional employees to support our organic groavtth expansion into new markets. More specificaitig,increased headcount is needed to
support the growing multi-family, commercial reatate and commercial and industrial loan portfolios

FDIC assessments, taxes and regulatory fees imctdns$2.2 million, or 200.5%, to $3.3 million fibre three months ended September 30,
2014 from $1.1 million for the three months endegpt®mber 30, 2013. The primary reasons for thisase were related to higher
Pennsylvania bank shares tax expense that redtdtedegislative changes to the tax calculatiomvgh of the Bank and increased deposit
premiums and other regulatory and filing fees.

Occupancy expense increased by $0.6 million, @%8rising to $2.9 million for the three months eddseptember 30, 2014 from $2.3
million for the three months ended September 30@320his increase was driven by the business eigrair#o new markets and increased
activity in existing markets which required addité facilities.

Professional services expense increased by $0lismibr 40.3%, to $1.7 million for the three mosittnded September 30, 2014 from $1.2
million for the three months ended September 3Q32This increase was primarily attributable tohgiglegal and consulting expenses in
2014 related to loan workout, litigation and otbeneral regulatory matters.

Technology, communication and bank operations aszd by $0.4 million, or 32.5%, rising to $1.5 roill for the three months ended
September 30, 2014 from $1.1 million for the thmeenths ended September 30, 2013. The primary refasdins increase was related to
building the infrastructure to support growth thgbuncreased technology improvements and upgralesthas the costs related to
expanding technological platforms into new mark&tss corresponds with our philosophy of “high tbuhigh tech”, whereby we provide an
exceptional level of customer service supportedthte-of-the-art technology.

Loan workout expense decreased $0.5 million, c2%8falling to $0.4 million for the three monthsdexd September 30, 2014 from $0.9
million for the three months ended September 3@3200an workout expenses fluctuate based on tred t& non-performing loans and
expenses incurred for delinquent loans.

Income Taxe

Income tax expense was $3.9 million and $4.5 mmi|lr@spectively, for the three months ended Septe®®, 2014 and 2013. The decrease in
2014 was primarily due to an adjustment of $1.3iomlthat resulted from a return to provision amdedred tax analysis performed in the t
quarter 2014. This adjustment resulted in an dffec¢ax rate of 25% for the three months endede$eper 30, 2014, compared to an effec
tax rate of 35% for the three months ended SepteB8he2013.
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Nine Months Ended September 30, 2014 Compared to Nine Months Ended September 30, 2013

Customers Bancorp had net income available to camshareholders of $30.0 million for the nine morehded September 30, 2014,
compared to $23.7 million for the nine months en8edtember 30, 2013, an increase of $6.4 millio’2608%. Diluted earnings per share
were $1.08 for the nine months ended Septembe2(0% and $0.98 for the nine months ended SepteBth&013, an earnings increase of
$0.10 per share.

NetkInterest Income

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

Nine Months Ended September 3C

2014 2013
Average Average
Interest Interest
Income Yield or Income Yield or
Average or Average or
Balance Expense Cost Balance Expense Cost
(amounts in thousand
Assets
Interest earning depos $ 214,21 $  40¢ 0.25% $ 194,90: $ 37C 0.25%
Investment securities, taxable ( 461,70¢ 7,94¢ 2.2¢ 187,17¢ 3,33¢ 2.37
Loans held for sal 787,50! 20,30: 3.4t 1,088,64. 31,53¢ 3.87
Loans, taxable (B 3,433,88! 102,67 4.0C 1,688,31 57,48¢ 4.5t
Loans, no-taxable (B) 25,04! 53¢ 2.8¢ 14,60« 291 2.6¢€
Other intere-earning assel 61,96 1,40z 3.0¢ 27,21¢ 41¢ 2.0¢€
Total interest earning assett 4,984,32 133,26t 3.57 3,200,85! 93,43¢ 3.9C
Nonr-interest earning asse 220,38 126,33:
Total assets $5,204,71, $3,327,19
Liabilities
Interest checkin $ 5847¢ $ 24C 0.55% $ 4256 $ 131 0.41%
Money marke 1,594,47. 7,31¢ 0.61 1,067,28: 5,60( 0.7C
Other saving: 41,92( 13z 0.4z 29,65: 10¢ 0.4¢
Certificates of depos 1,333,59. 9,63: 0.97 1,268,52! 9,90z 1.04
Total interest bearing depos 3,028,46! 17,32: 0.7¢ 2,408,03! 15,74 0.87
Borrowings 1,136,67 9,00¢ 1.0¢ 258,02; 1,75i 0.91
Total interest-bearing liabilities 4,165,14 26,32¢ 0.8¢ 2,666,05. 17,49¢ 0.8¢
Nonr-interes-bearing deposit 615,95 321,93!
Total deposits & borrowing 4,781,09 0.7¢ 2,987,98 0.7¢
Other norinterest bearing liabilitie 14,96 10,89¢
Total liabilities 4,796,05 2,998,88.
Shareholders equity 408,65: 328,30t
Total liabilities and shareholders’ equity $5,204,71, $3,327,19
Net interest earning 106,93 75,94(
Tax equivalent adjustment (! 29C 157
Net interest earning $107,22 $76,09:
Interest spread 2.84% 3.12%
Net interest margin 2.81% 3.17%
Net interest margin tax equivalent (C) 2.88% 3.1&%

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

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

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

Nine Months Ended September 3C

2014 vs. 201
Increase (Decrease) du
to Change in
Rate Volume Total

(amounts in thousand

Interest income:

Interest earning depos $ (4 $ 37 $ 33
Investment securitie (11¢€) 4,72¢ 4,61(
Loans held for sal (3,199 (8,03¢) (11,239
Loans, taxabl (7,779 52,96 45,18¢
Loans, no-taxable 25 22% 24¢
Other intere-earning assel 26E 71€ 983
Total interest income (10,807 50,62¢ 39,827
Interest expense

Interest checkini 51 58 10¢
Money market deposit accout (773) 2,48¢ 1,71t
Savings a7 41 24
Certificates of depos (767) 492 (269)
Total interest bearing depos (1,500 3,07¢ 1,57¢
Borrowings 332 6,91¢ 7,251
Total interest expense (1,169 9,99¢ 8,83(
Net interest income $ (9,639 $40,63: $ 30,99'

Net interest income for the nine months ended Samte 30, 2014 was $106.9 million, an increase afGanillion, or 40.8%, when compar
to net interest income of $75.9 million for the @mimonths ended September 30, 2013. This net irecweas primarily the result of an increase
of $1.8 billion in average interest-earning asseffset by a decrease of 33 basis points in theaaeeyield on interest-earning assets. As
shown in the table above, both rate and volumegémwithin “Loans, taxable” had a significant effen net interest income. Within “Loans,
taxable,” changes in the following categories priiyavere responsible for the net increase in lgalume:

» $1.0 billion increase in the average balance of i-family loans due to growth of the mi-family lending business; ar
*  $484.9 million increase in the average balasfammmercial loans primarily due to the growthtteé commercial and industrial
loan portfolio, including owner occupied commercighl estate loan

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

Average interest-bearing liabilities for the ninemths ended September 30, 2014 increased by $lidh bvhen compared to average interest-
bearing liabilities for the nine months ended Seyiter 30, 2013. The related average cost of intdxesting liabilities decreased 4 basis
points; and the net impact of the increased volanttthe decreased rate was a decrease of $8.8miillnet interest income. As shown in
table above, primarily volume changes within “Baeviogs” had a significant effect on net interestame. Within “Borrowings,” changes in
the following categories were responsible for teeincrease in the volume of borrowings:

» $728.3 million increase in the average balance oft-term FHLB advances; ar

*  $97.5 million increase in the average balarfcaibordinated and senior debt due to the issuarfcgb35.0 million in June 2014
and $63.3 million in July and August 20:

The key measure of net interest income is netestanargin. Customers’ net interest margin (taxwedent) decreased 30 basis points to
2.88% for the nine months ended September 30, @0ibH compared to the net interest margin (tax edent) of 3.18%
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for the same period in 2013. The decrease respiiathrily from a decrease in the average yield looghs, taxable” from 4.55% to 4.00%,
due to the maturity of higher-yielding loans and growth of multi-family loan products, which havigher credit quality but yield less than
the average yield on the loan portfolio throughfitet nine months of 2013.

Provision for Loan Losse

Customers Bank has established an allowance farlsses through a provision for loan losses clihagean expense on the consolidated
statements of income. The loan portfolio is revidwearterly to evaluate the outstanding loans anddasure both the performance of the
portfolio and the adequacy of the allowance fonltmsses. At September 30, 2014, approximately%0.8fithe total loan portfolio (including
loans held for sale) was covered under loss shagngements with the FDIC. Charge-offs incurredhenloans covered by the loss share
agreements greater than the original estimatede\ale recorded as an increase to the provisiolodorlosses, and a corresponding receiv
due from the FDIC is recorded as a reduction tqtio@ision for loan losses for the portion anti¢gzhto be recovered under the loss sharing
agreements. Conversely, if the estimated cash flowthe covered loans increase, all or a portioth@fpreviously recorded provision for Ic
losses will be reversed, and the correspondingvaile due from the FDIC will be written down asiaorease to the provision for loan
losses. The FDIC loss sharing receivable balanidwireduced through a charge to the provisioridan losses, with no offsetting reduction
to the allowance for loan losses, as the FDIC $tssing arrangements reach their contractual ntigsiand the estimated losses in the
covered loans have not yet emerged or been reatizefinal disposition event. The FDIC loss shgramrangements for non-single family
loans expire in third quarter 2015. The loss shpaimangements for single family loans expire indtiquarter 2020.

The provision for loan losses increased by $9.%ignito $12.3 million for the nine months ended ®epber 30, 2014, compared to $2.7
million for the same period in 2013. The increaséhie provision was primarily attributable to sigant organic loan growth in the held-for-
investment loan portfolio during the first nine nilom of 2014 and a reduced benefit expected to bectad from the FDIC as the loss sharing
arrangements for the non-single family loans apgiidheir contractual maturity.

Nor-Interest Income

The chart below shows our results in the variousgmmnents of non-interest income for the nine moetided September 30, 2014 and 2013.

Nine Months Ended September 3C

2014 2013

(amounts in thousand

Mortgage warehouse transactional f $ 6,12¢ $ 10,62¢
Bank-owned life insuranc 2,64¢ 1,65¢
Gain on sale of loar 1,26¢ 402
Mortgage loan and banking incor 2,17t 50
Deposit fee: 61€ 487
Gain on sale of investment securit 3,191 0
Other 3,29¢ 1,78¢
Total nor-interest income $ 19,32: $ 15,00%

Nor-interest income was $19.3 million for the nine iisnended September 30, 2014, an increase of $4i@nfrom $15.0 million for the

nine months ended September 30, 2013. This inckeas@rimarily the result of gains realized on shte of available-for-sale investment
securities (up $3.2 million), increased mortgageland banking income, which includes a gain redlfzom the sale of mortgage loans
acquired from Flagstar Bank (up $2.1 million), legincome from bank-owned life insurance (up $1illian) resulting from increased
purchases during 2014, increased gains on theskans (up $0.9 million) driven by larger gairslized from the sale of SBA loans of $0.2
million and a gain of $0.7 million realized frometisale of multi-family loans, and increased othepme (up $1.5 million) mainly driven by
management advisory fees of $1.3 million earnezbimunction with an equity investment in a foregmtity that was made during the third
quarter of 2013 and increased fees earned by @rgdnterest rate swaps with commercial bankingausrs. These increases were offset by
a decrease of $4.5 million in mortgage warehouwsestactional fees, which is consistent with theidedh our mortgage warehouse activity
from 2013 and increased competition for this bussneducing fees.
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Nor-Interest Expense

The below chart shows ours results in the varimmponents of non-interest expense for the nine hsoamded September 30, 2014 and
2013.

Nine Months Ended September 3C

2014 2013

(amounts in thousand

Salaries and employee bene $ 33,01: $ 24,86¢
FDIC assessments, taxes and regulatory 8,52¢ 3,51(
Occupancy 8,162 6,30¢
Professional service 5,83¢ 3,14¢
Technology, communication and bank operati 4,66¢ 3,02z
Other real estate ownt 1,84t 962
Loan workoult 1,30¢ 1,674
Advertising and promotio 1,104 973
Loss contingenc 0 2,00(¢
Other 6,592 5,25¢
Total nor-interest expense $ 71,05( $ 51,72:

Nonr-interest expense was $71.1 million for the ninenths ended September 30, 2014, an increase of &iiliéh when compared to $51.7
million for the same period in 2013.

Salaries and employee benefits, which represeratgest component of non-interest expense, inecebg $8.1 million, or 32.8%, to $33.0
million for the nine months ended September 30420his increase was primarily driven by increalseddcount as Customers recruited
larger lending, support, risk management and campé teams over the past year in support of aggresatel of business activities in existing
and expanding markets.

FDIC assessments, taxes and regulatory fees imctdgys$5.0 million, or 143.0% to $8.5 million fdret nine months ended September 30,
2014 from $3.5 million for the nine months ende@t®mber 30, 2013. The primary reasons for thissiase were related to higher
Pennsylvania bank shares tax expense that redtdtedegislative changes to the tax calculatiomvgh of the Bank and increased deposit
premiums and other regulatory and filing fees.

Occupancy expense increased $1.9 million, or 29t4%8.2 million for the nine months ended Septen3fe 2014 from $6.3 million for the
same period in 2013. This increase was driven gytlsiness expansion into new markets and incresasizity in existing markets which
required additional facilities.

Professional services expense increased $2.7 mithio85.3%, to $5.8 million for the nine monthsled September 30, 2014 when compared
to $3.1 million for the same period in 2013. Thisrease was primarily attributable to legal andsodting expenses incurred in 2014 related
to loan workout, litigation and other general regaty matters.

Technology, communications, and bank operationgms increased $1.6 million, or 54.4%, to $4.7iomlfor the nine months ended
September 30, 2014 from $3.0 million for the sameqal in 2013. The primary reason for this increasas related to building the
infrastructure to support growth through increassthnology improvements and upgrades as well asa$is related to expanding
technological platforms into new markets. This esponds with our philosophy of “high touch, higbhte whereby we provide an
exceptional level of customer service supportedthte-of-the-art technology.

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

Other expense increased $1.3 million, or 25.5%6t6 million for the nine months ended Septembe2804 from $5.3 million for the same
period in 2013. The Company experienced higher esg®in most categories due to the expansion dfahehise which contributed to the
overall increase in other expenses.

Income Taxe

Income tax expense was $12.9 million and $12.8anillrespectively, for the nine months ended Sep&r30, 2014 and 2013. The effective
tax rate for the nine months ended September 3B} aAd 2013 was approximately 30 percent and 3&epgrrespectively. The decrease in
the effective tax rate in 2014 was primarily duatoadjustment of $1.5 million that resulted frometurn to provision and deferred t



analysis performed in the third quarter 2014.
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Financial Condition
General

Total assets were $6.5 billion at September 304 20his represented a $2.4 billion, or 57.3%, iaseefrom $4.2 billion at December 31,
2013. The major change in our financial positionweed as the result of organic growth in our Ipartfolio, which increased by 73.6%, or
$2.3 billion to $5.5 billion at September 30, 2Gfi@m $3.1 billion at December 31, 2013.

The main driver of the increase in loans was prinéiom the expansion of multi-family loans, whidtcreased by $1.1 billion (103.7%) to
$2.2 billion at September 30, 2014 from $1.1 billex December 31, 2013. Additionally, commercial estate and commercial and indus
loans increased by $549.3 million (50.5%) to $1l6oh at September 30, 2014 from $1.1 billion s&dember 31, 2013.

Total liabilities were $6.1 billion at September, 2014. This represented a $2.3 billion, or 62.k¥rease from $3.8 billion at December 31,
2013. The increase in total liabilities was dua tagher level of deposits at September 30, 20idpewed to December 31, 2013. Total
deposits grew by $1.3 billion (44.7%) to $4.3 bifliat September 30, 2014 from $3.0 billion at Dewen31, 2013. Deposits are obtained
primarily from within the Bank’s geographic serviaeea and through wholesale and broker networkss& broker networks provide lavest
funding alternatives to retail deposits and incegth®e diversity of the Ban&’sources of funds. The increase in bank deposisslavgely due
the seasonal inflow of student deposits and gramthoney market deposit accounts, primarily brodeaecounts.

The following table sets forth certain key condehkalance sheet data:

September 3C December31.
2014 2013
(amounts in thousand
Cash and cash equivalel $ 331,30t $ 233,06¢
Investment securities, available for s 409,30: 497 ,57:
Loans held for sale, (includes $1,231,039 and %88 ,respectively
at fair value) 1,395,72 747,59:
Loans receivable not covered under FDIC Loss Shakgreement: 4,065,67. 2,398,35:
Loans receivable covered under FDIC Loss Sharingément: 44,46: 66,72¢
Total loans receivable, net of the allowance fanltosse: 4,079,05: 2,441,08I
Total asset 6,532,43! 4,153,17.
Total deposit: 4,284,141 2,959,92:
Federal funds purchas 0 13,00(
FHLB advance: 1,594,501 706,50(
Other borrowing: 88,25( 63,25(
Subordinated det 112,00( 2,00(
Total liabilities 6,106,63! 3,766,55!
Total shareholde’ equity 425,79¢ 386,62:
Total liabilities and sharehold¢ equity 6,532,43! 4,153,17.

Cash and Cash Equivalents

Cash and cash equivalents include cash and duelbfaois and interest-earning deposits. Cash anéralmebanks consists mainly of vault
cash and cash items in the process of collectibas& balances totaled $89.7 million at Septembe2@D4. This represents a $29.0 million
increase from $60.7 million at December 31, 2018k balances vary from day to day, primarily dueariations in customers’ deposits
with the Bank. Interest-earning deposits consistash deposited at other banks, primarily the Fad@eserve Bank of Philadelphia. Interest-
earning deposits were $241.6 million and $172.4ionilat September 30, 2014 and December 31, 2@%Bectively.

Investment Securitie

The investment securities portfolio is an importsmrce of interest income and liquidity. At Sepib@m30, 2014, investments consisted of
mortgagebacked securities (principally guaranteed by amagef the United States government) and marketadpéty securities. In additit
to generating revenue, the investment portfolim@&ntained to manage interest-rate risk, provigeidiity and collateral for borrowings, and
diversify the credit risk of interest-earning assédthe portfolio is structured to maximize net ist# income, given changes in the economic
environment, liquidity position, and balance shaét.
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At September 30, 2014, our investment securitiae Bd09.3 million compared to $497.6 million at Pater 31, 2013. The decrease was
primarily the result of our sale of securities tategically reduce interest rate risk by shortgrihre duration of the investment securities’
term.

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

Loans

Existing lending relationships are primarily wittnall businesses and individual consumers primamiBucks, Berks, Chester, Montgomery,
Delaware, and Philadelphia Counties, Pennsylvaaanden and Mercer Counties, New Jersey; and West&t@ounty and New York City,
New York; and the New England area. The loan phetis primarily comprised of loans to support ngage banking compan’ funding
needs, multi-family/commercial real estate, corcdtom, and commercial and industrial loans.

Mortgage warehouse loans and certain residentéhhariti-family loans expected to be sold are ckedias loans held for sale. Loans held
for sale totaled $1.4 billion at September 30, 284d $0.7 billion at December 31, 2013. Loans faldale are not included in the loan
receivable amounts. The increase in loans helddter was primarily driven by an increase in morggagrehouse loans of $0.5 billion and
reclassification of $164.7 million of multi-familpans from held for investment to held for salechese the Company was actively marketing
these loans and no longer had the intent to rétaise loans in its portfolio. The mortgage warebqueduct line provides financing to
mortgage companies nationwide from the time ofbime purchase or refinancing of a mortgage loasutyir the sale of the loan by the
mortgage originator into the secondary marketeeithrough a repurchase facility or the purchagh@tunderlying mortgages. As a mortgage
warehouse lender, we provide a form of financinghtwtgage bankers by purchasing for resale theriyidg residential mortgages on a
short-term basis under a master repurchase agréeierare subject to the risks associated with $ewthing, including, but not limited to,
the risks of fraud, bankruptcy and default of thertgage banker or of the underlying residentialttwer, any of which could result in credit
losses. The mortgage warehouse lending employerganthese mortgage originators by obtaining firiahand other relevant information
reduce these risks during the lending period.

Loans receivable, net, increased by $1.6 billiofi4dl billion at September 30, 2014 from $2.4 billat December 31, 2013. The multi-
family/commercial real estate loan balance incréakee to the focus on this element of Customeigaic growth strategy. Offsetting these
increases in part was the loan runoff for purchaseditimpaired and covered loans. The composition ofdaaceivable as of September
2014 and December 31, 2013 was as follows:

September 3C December 31
2014 2013

(amounts in thousand
Constructior $ 6,75¢ $ 14,62
Commercial real estate/mi-family 18,36¢ 24,25¢
Commercial and industrii 3,52( 5,81«
Residential real esta 12,76¢ 18,73:
Manufactured housin 3,05: 3,29:

Total loans receivable covered under FDIC lossisfar
agreements (1 44,46: 66,72¢
Constructior 56,60: 36,90:
Commercial real estate/mi-family 3,153,98 1,835,18
Commercial and industrii 432,91 239,50¢
Mortgage warehous 8 86¢€
Manufactured housin 129,79 139,47:
Residential real esta 290,62: 145,18t
Consume 1,68¢ 2,14
Total loans receivable not covered under FDIC &heging

agreement 4,065,61. 2,399,26!
Total loans receivabl 4,110,07- 2,465,99i
Deferred (fees) costs, net | 61 (912
Allowance for loan losse (31,087 (23,999
Loans receivable, ni $ 4,079,05; $2,441,08

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

(2) Includes $3.5 million and $0.6 million of amegd premiums on purchased loans at Septembei03@, &nd December 31, 2013,
respectively
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Credit Risk

Customers Bancorp manages credit risk by maintgidiversification in its loan portfolio, by estatting and enforcing prudent underwriting
standards, collection efforts and continuous anibgie loan classification reviews. Management asosiders the effect of credit risk on
financial performance by maintaining an adequdtenance for loan losses. Credit losses are chandwah they are identified, and provisions
are added, to the allowance for loan losses whdraarappropriate, but at least quarterly. The alose for loan losses is evaluated at least
quarterly.

The provision for loan losses was $12.3 million &2d7 million for the nine months ended Septemi®e2814 and 2013, respectively. The
allowance for loan losses maintained for loansivaedxe (excludes loans held for sale) was $31.lionil or 0.8% of non-covered loans
receivable, at September 30, 2014, $26.8 milliorl,.8% of non-covered loans receivable, at Septed®e2013, and $24.0 million, or 1.0%
of non-covered loans receivable, at December 313.20he coverage ratio declined largely due todéherease in non-performing loans as a
result of net-charge-offs ($3.2 million for the twe months ended September 30, 2014), transferthé&r real estate owned, sustained
performance improvements that led to lower res@etors for commercial, mulfamily and residential mortgage loans, and the ¢naf the
multi-family loan portfolio which draws only a 4@sis point reserve level based on its historicahmEnt experience. Net charge-offs were
$1.8 million for the nine months ended Septembe2BQ4, a decrease of $3.7 million compared testree period in 2013. The Bank had
approximately $44.5 million in loans that were cegeunder loss share arrangements with the FDI& 8sptember 30, 2014 compared to
$66.7 million as of December 31, 2013. The Banksa@ters the covered loans in estimating the allowdacloan losses and considers
recovery of estimated credit losses from the FBIhe FDIC indemnification asset.

The chart below depicts changes in Customers Baigcallowance for loan losses for the periods iatéd.

Analysis of the Allowance for Loan Losses

Three Months Ended Nine Months Ended
September 30 September 30
2014 2013 2014 2013
(amounts in thousand
Balance at the beginning of the periot $28,18t¢ $28,14. $23,99¢ $25,83"
Loan charge-offs
Constructior 284 0 284 1,47(
Commercial real esta 27¢€ 851 1,43¢ 2,74z
Commercial and industri; 91 1,311 53¢ 1,407
Residential real esta 13¢ 11€ 447 31t
Consumer and oth 0 16 33 16
Total Charg-offs 792 2,29¢ 2,73 5,95(
Loan recoveries
Constructior 4 0 7 0
Commercial real esta 36¢ 18¢€ 39t 24¢
Commercial and industri 67 16 292 181
Residential real esta 23 0 26% 7
Consumer and othi 4 0 6 9
Total Recoverie: 467 20z 96% 443
Total net charge-offs 32t 2,092 1,76¢ 5,507
Provision for loan losses 3,22 75C 8,85¢ 6,47(
Balance at the end of the period $31,08: $26,80( $31,08: $26,80(

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

Customers’ methodology includes an evaluation s§ jpotential from individual problem credits (pdtelty impaired loans), as well as a
general reserve for the portfolio considering apéited specific and general economic factors theat positively or adversely
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affect collectability. This assessment includes\aaw of changes in the composition and voluméneflban portfolio, overall portfolio quali
and past loss experience, review of specific prolitgans, current economic conditions that may atbecrowers’ ability to repay, and other
factors that may warrant consideration in estingptive reserve. In addition, the Bancorp’s intemalitors, loan review, and various
regulatory agencies periodically review the adeguddhe allowance as an integral part of their kwasponsibilities or examination
process. Customers Bancorp may be asked to re@ogdditions or reductions to the allowance for lmases based on their judgments of
information available at the time of their examioat

Nearly 90% of the Bar's commercial real estate, commercial and residestisstruction, consumer residential and commeguoia industria
loan types have real estate as collateral (collelgti “the real estate portfolio”). The Bank’s liposition on the real estate collateral will vary
on a loan-byloan basis and will change as a result of chanyései value of the collateral. Current appraisatwiding current value estimat
of the property are received when the Banedit group determines that the facts and cistantes have significantly changed since the
of the last appraisal, including that real estatiei@s may have deteriorated. The credit committeld@an officers review loans that are fifte
or more days delinquent and all non-accrual loama periodic basis. In addition, loans where tlamlofficers 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 upoouhent information available, including but niobited to discussions with the borrower,
updated financial information, economic conditievithin the geographic area and other factors thet affect the cash flow of the loan. On a
quarterly basis, if necessary, the collateral \&krediscounted cash flow models are used to déterthe estimated fair value of the
underlying collateral for the quantification of pegific reserve for impaired loans. Appraisals usétin this evaluation process do not
typically age more than two years before a newaipal is obtained. For loans where real estatetishe primary source of collateral, upde
financial information is obtained, including acctaireceivable and inventory aging reports and eglesupplemental financial data to
determine the fair value of the underlying collater

These evaluations, however, are inherently subjeets they require material estimates, includingprag other estimates, the amounts and
timing of expected future cash flows on impaireas, estimated losses in the loan portfolio, amegd amounts for historical loss
experience, economic conditions, uncertaintiestimeting losses and inherent risks in the varreslit portfolios, all of which may be
susceptible to significant change. Pursuant to AS@Contingenciesnd ASC 310-40roubled Debt Restructurings by Creditoirapaired
loans, consisting of non-accrual and restructuoeds, are considered in the methodology for deténgithe allowance for credit

losses. Impaired loans are generally evaluateddbas¢he expected future cash flows or the fainealf the underlying collateral (less
estimated costs to sell) if principal repaymergxpected to come from the sale or operation of sotlhteral.
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Asset Quality

Customers divides its loan portfolio into two caiegs to analyze and understand loan activity arbpmance: loans that were originated
and loans that were acquired. Customers furthédekworiginated loans into two categories: thosgirmated prior to the current underwriting
standards in 2009 (“Legacy”) and those originatguject to those standards post 2009 (“Total Origidd.oans”), and purchased loans into
two categories: those purchased credit impaired tlamse not acquired credit impaired. Managemelidves that this additional information
provides for a better understanding of the risthimportfolio and the various types of reserves dina available to absorb loan losses that may
arise in future periods. Credit losses from oritgaldoans are absorbed by the allowance for lossel Credit losses from acquired loans are

absorbed by the allowance for loan losses andresshves, as described below. The schedule beldudies both loans held for sale and

loans held for investment.

Asset Quality at September 30, 201

Greater NPL NPA
than 90 to to
Days Non- Loan Loans+
Total PCI 30-90 and accruall OREO NPA Type OREO
Loan Type Loans Loans (1 Current Days Accruing NPL (a) (b) (a)+(b) (%) (%)
(amounts in thousand
Legacy Originated Loans
Loans $ 57,61 $ 0% 51,65 $ 782 $ 0 $517¢ $ 6,46< $11,64: 8.9¢ 18.1%
TDRs 1,661 0 1,004 0 0 657 0 657 39.5¢ 39.5¢
Total Legacy Loans 59,27¢ 0 52,65¢ 782 0 583F 6,464 12,29¢ 9.8¢ 18.71
Originated Loans
Warehous«Repo 34,53 0 34,53 0 0 0 0 0 0.0 o0.0C
Manufactured Housin 4,38 0 4,29¢ 25 0 61 0 61 1.3¢ 1.3¢
Commercial 1,401,49 0 1,399,68 14¢€ 0 1,66¢ 338 1,99¢ 0.1z 0.14
Multi-family 1,993,43 0 1,993/43 0 0 0] 0 0 0.0C o0.0C
Consumer/Mortgag 121,81: 0 121,81: 0 0 0 0 0 0.0 o0.0C
CRA 35,86: 0 35,60: 11C 0 151 0 151 0.4z 0.4z
TDRs 557 0 557 0 0 0 0 0 0.0 o0.0C
Total Originated Loans 3,592,06 0 3,589,91 281 0 1,87¢ 338 2,211 0.0t 0.0¢
Acquired Loans
Berkshire 9,25( 0 7,80z 98 0 1,35 42t 1,775 14.5¢ 18.3¢
FDIC —Covered 31,410 0 27,33 18 0 4,061 10,20¢ 14,26¢ 12.9¢ 34.2¢
FDIC - Non-covered 9 0 9 0 0 0] 0 0 0.0C o0.0C
Manufactured Housing 201 70,00¢ 0 65,40¢ 4,59¢ 0 0 0 0 0.0 o.0C
Manufactured Housing 201 0 0 0 0 0 0 328 32Z 0.0C 100.C
Manufactured Housing 201 48,72¢ 0 42,71C 1,937 4,08- 0 0 0 0.0 o.0C
Flagstar (Commercia 126,74. 0 126,74. 0 0 0 0 0 0.0 o.0C
Flagstar (Residentia 109,29« 0 109,29« 0 0 0 0 0 0.0 o.0C
TDRs 3,25¢ 0 2,332 93 0 83:< 0 83% 25.57 25.57
Total Acquired Loans 398,69¢ 0 381,63( 6,742 4,08. 6,24« 10,95¢ 17,20C 157 4.2C
Acquired PCI Loans
Berkshire 43,57. 43,57 39,23 79 4,25 0 0 0 0.0 o.0C
FDIC —Covered 12,51¢ 12,51t 4,17¢ 28 8,31: 0 0 0 0.0 o0.0C
Manufactured Housing 201 4,257 4,257 2,197 326 1,73: 0 0 0 0.0 o0.0C
Total Acquired PCI Loans 60,34: 60,34 45,60" 43t 14,30: 0 0 0 0.0 o0.0C
Unamortized fees, expenses, premiums
and discount (249 0 (249) 0 0 0 0 0
Total LoansHeld for | nvestment 4,110,13! 60,34! 4,069,55 8,24(C 18,38: 13,95¢ 17,75¢ 31,71( 0.34 0.77
Total LoansHeld for Sale 1,395,72 0 1,395,72 0 0 0 0 0
Total Portfolio $5,505,85! $60,34! $5,465,27 $8,24( $18,38! $13,95! $17,75¢ $31,71( 0.28 0.57

1)

Purchased-credit-impaired (“PCI”) loans aggtedanto a pool are accounted for as a single agffea single composite interest rate

and an aggregate expectation of cash flows, angabedue status of the pools, or that of the iddiad loans within the pools, is not

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

and the Bank recognizes interest income on eachgbdmans reflecting the estimated yield and pgssaf time. Such loans are
considered to be performing. Purchased-credit-inepdbans that are not in pools accrete interestwvthe timing and amount of their
expected cash flows are reasonably estimable, @ngported as performing loal
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Asset Quality at September 30, 2014 (continue:

Reserve
Total to Reserves
Cash Credit Loans to NPLs
Loan Type Total Loans NPL ALL Reserve  Reserves (%) (%)
(amounts in thousand
Legacy Originated Loans
Loans $ 5761f $517¢ $294: § 0 $ 2,94¢ 5.11 56.8%
TDRs 1,661 657 88 0 88 5.3C 13.3¢
Total Legacy Originated Loans 59,27t 5,83t 3,031 0 3,031 5.11 51.9¢
Originated Loans
Warehous« Repo 34,53: 0 25¢ 0 25¢ 0.7t 0.0C
Manufactured Housin 4,38 61 88 0 88 2.01 0.0C
Commercia 1,401,49 1,66¢ 10,21: 0 10,21: 0.72  613.7¢
Multi-family 1,993,43 0] 7,97¢ 0 7,97¢ 0.4C 0.0c
Consumer/Mortgag 121,81: 0 43¢ 0 43¢ 0.3¢ 0.0C
CRA 35,86! 151 242 0 242 0.67 0.0c
TDRs 557 0 0 0 0 0.0c 0.0C
Total Originated Loans 3,592,06 1,87¢ 19,20¢ 0 19,20¢ 0.5¢ 1023.8¢
Acquired Loans
Berkshire 9,25( 1,35( 342 0 342 3.7¢ 25.3¢
FDIC - Covered 31,41: 4,061 52¢ 0 52¢ 1.6¢ 13.0(
FDIC — Non-covered 9 0 0 0 0 0.0C 0.0C
Manufactured Housing 201 70,00« 0 0 3,30¢ 3,30¢ 4,73 0.0C
Manufactured Housing 201 0 0 0 0 0 0.0C 0.0C
Manufactured Housing 201 48,72¢ 0 0 0 0 0.0C 0.0C
Flagstar (Commercia 126,74. 0] 0 0 0 0.0C 0.0C
Flagstar (Residentia 109,29 0 0 0 0 0.0C 0.0C
TDRs 3,25¢ 83< 14F 0 14F 4.4L 17.41
Total Acquired Loans 398,69¢ 6,24« 1,01€  3,30¢ 4,32¢ 1.0¢ 69.2¢
Acquired PCI Loans
Berkshire 43,57 0] 5,41¢ 0 541¢ 12.4« 0.0C
FDIC — Covered 12,51t 0] 2,17¢ 0 2,17¢  17.3¢ 0.0C
Manufactured Housing 201 4,25 0 233 0 233 5.47 0.0C
Total Acquired PCI Loans 60,34 0 7,82 0 7,821 12.9i 0.0C
Unamortized fees, expenses, premiums and disc (249) 0 0 0 0
Total Loans Held for | nvestment 4,110,213 13,95 31,08: 3,30¢ 34,39: 0.8¢  246.4¢
Total LoansHeld for Sale 1,395,72 0 0 0 0
Total Portfolio $5,505,85! $13,95¢ $31,08: $3,30¢ $34,39: 0.6z  246.4«

56



Table of Contents

Originated Loans

Originated loans (excluding held-for-sale loansaled $3.7 billion, or 66.3%, of total loans at &epber 30, 2014, compared to $2.1 billion,
or 64.2%, at December 31, 2013. Of the total oatgd loans at September 30, 2014, $3.6 billio®804%, were originated post 2009, when
the new management team adopted new underwritamglatds that management believes better limits ngkoss. Only $1.9 million, or
0.05%, of the post 2009 loans were non-performirgegtember 30, 2014. Of the total originated lari3ecember 31, 2013, $2.0 billion, or
96.3%, were originated post 2009. Only $0.5 million0.03%, of the post 2009 loans were non-perifagrat December 31, 2013. The post
2009 originated loans were supported by an alloedocloan losses of $19.2 million (0.53% of po802 originated loans) and $10.7 million
(0.54% of post 2009 originated loans), respectivalyseptember 30, 2014 and December 31, 2013.

Legacy loans declined $16.8 million to $59.3 miiliat September 30, 2014, compared to $76.0 mididbecember 31, 2013. Non-
performing Legacy loans also declined from $10.Rioni at December 31, 2013 to $5.8 million at Septer 30, 2014 as Customers
continued to workout the losses in this portfolibe Legacy originated loans were supported by lawahce for loan losses of $3.0 million
(5.11% of Legacy loans) and $2.4 million (3.21%.efacy loans), respectively, at September 30, 20t4December 31, 2013.

Acquired Loan:

At September 30, 2014, Customers Bank reportediliédn of acquired loans, which was 8.3% of tdtsns, compared to $0.4 billion, or
12.6%, of total loans at December 31, 2013. Noffieparing acquired loans totaled $6.2 million at Sepber 30, 2014 and $8.5 million at
December 31, 2013. When loans are acquired, tteeyeaorded on the balance sheet at fair value. itedjipans include purchased portfoli
FDIC failed-bank acquisitions, and unassisted agtjoms. Of the manufactured housing loans purah&reen Tammac prior to 2012, $70.0
million were supported by a $3.3 million cash resest September 30, 2014, compared to $74.7 miligpported by a cash reserve of $3.1
million at December 31, 2013. The cash reserveonated as part of the purchase transaction talabssses and is maintained in a demand
deposit account at the Bank. All current lossesdaithquent interest are absorbed by this reséwethe manufactured housing loans
purchased in 2012, Tammac has an obligation tahp@Bank the full payoff amount of the defaultedrpincluding any principal, unpaid
interest, or advances on the loans, once the berreacates the property. At September 30, 2014 73#8lion of these loans were
outstanding, compared to $53.5 million at Decen3ier2013.

Many of the acquired loans were purchased at adigc The price paid considered management’s judgaeto the credit and interest rate
risk inherent in the portfolio at the time of puasle. Every quarter, management reassesses tladsidjusts the cash flow forecast to
incorporate changes in the credit outlook. Gengralldecrease in forecasted cash flows for a pesthBban will result in a provision for loan
losses, and absent charge-offs, an increase allthveance for loan losses. Acquired loans havegaifitantly higher percentage of non-
performing loans than loans originated after Sep#m2009. Management acquired these loans withxpectation that non-performing loan
levels would be elevated, and therefore incorpdrétat expectation into the price paid. There 8pacial Assets Group that focuses on
workouts for these acquired non-performing asJettal acquired loans were supported by reservésiahce for loan losses and cash
reserves) of $12.2 million (2.65% of total acquitedns) and $13.9 million (3.43% of total acquitedns), respectively, at September 30,
2014 and December 31, 2013.

Held-for-Sale Loans

At September 30, 2014, loans held for sale weré Billion, or 25.4%, of the total loan portfoliopmpared to $0.7 billion, or 23.3% of the
total loan portfolio at December 31, 2013. The hald-for-sale portfolio at September 30, 2014uided $1.2 billion of loans to mortgage
banking businesses, $164.7 million of multi-famidans and $4.1 million of residential mortgage masompared to $740.7 million of loans
to mortgage banking businesses and $6.9 milliaesiflential mortgages loans at December 31, 20&Rl-fér-sale loans are carried on our
balance sheet at either fair value (due to theieleof the fair value option) or the lower of cadtfair value. An allowance for loan losses is
not recorded on loans that are held for sale.

The Bank manages its credit risk through the difieation of the loan portfolio and the applicatiohpolicies and procedures designed to
foster sound credit standards and monitoring prastiWhile various degrees of credit risk are daased with substantially all investing
activities, the lending function carries the greattegree of potential loss. At September 30, 201d#December 31, 2013, non-performing
loans to total loans were 0.25% and 0.60%, respedytiTotal reserves to non-performing loans wet6.2% and 152.9%, respectively, at
September 30, 2014 and December 2013.
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Deposits

Customers Bank offers a variety of deposit accquntduding checking, savings, money market depasibunts (“MMDA”) and time
deposits. Deposits are generally obtained primérilgn our geographic service area. Customers a@lguiges deposits nationwide through
deposit brokers, listing services and other refetiops. Total deposits grew to $4.3 billion at 8egtter 30, 2014, an increase of $1.3 billion,
or 44.7%, from $3.0 billion at December 31, 2018niand deposits were $770.7 million at Septembe2@04, compared to $536.1 million
at December 31, 2013, an increase of $234.5 mjlbod 3.7%. These amounts were comprised primafihon-interest bearing demand
deposits. Savings, including MMDA totaled $2.0ibitl at September 30, 2014, an increase of $734libmor 56.4%, primarily attributed to
the increase in brokered savings accounts. Timegispwvere $1.5 billion at September 30, 2014 nareiase of $357.0 million or 31.7%. We
experienced growth in retail deposits due primanlgxceptional sales behaviors, despite loweréstaates in 2014.

The components of deposits were as follows at #tesdndicated:

September 3C December 31
2014 2013

(amounts in thousand
Demanc $ 770,66 $ 536,11t
Savings, including MMD# 2,031,18: 1,298,46:
Time, $100,000 and ow: 783,34t 797,32.
Time, othet 698,94¢ 328,01t
Total deposit: $ 4,284,14 $2,959,92.

Borrowings

On June 26, 2014, Customers Bancorp, Inc. clogetvate placement transaction in which it issue8l 8fllion of 4.625% senior notes due
2019, and Customers Bank closed a private placetrargaction in which it issued $110 million ofdtkto-floating-rate subordinated notes
due 2029. The aggregate net proceeds from the&tie notes totaled $133.1 million.

The senior notes bear interest at a rate of 4.625%jnterest will be paid semi-annually in arrédardune and December. The subordinated
notes will bear interest at an annual fixed raté.a25% until June 26, 2024, and interest will b&gemiannually. From June 26, 2024, the
subordinated notes will bear an annual interestegtial to three-month LIBOR plus 344.3 basis gaimitil maturity on June 26, 2029.
Customers Bank has the ability to call the sub@idid notes, in whole or in part, at a redemptidcepequal to 100 percent of the principal
balance at certain times on or after June 26, 2024.

The subordinated notes qualify as Tier 2 capitatégulatory capital purposes.

During the nine months ended September 30, 201<toBwers Bank borrowed $275 million of long-term MBHadvances. On May 13, 2014,
$100 million was issued at a fixed rate of 1.04%hvei maturity date of May 15, 2017. On May 20, 2Ghére were two additional issuances
of $50 million, at fixed rates of 0.54 % and 1.44%aturing on May 20, 2016 and May 21, 2018, respelgt On September 9, 2014, $75
million was issued at a fixed rate of 1.30% witinaturity date of September 11, 2017.

Capital Adequacy and Shareholders’ Equity

Shareholders’ equity increased by $39.2 millio$4@5.8 million at September 30, 2014, from $386ilian at December 31, 2013. Net
income was $30.0 million for the nine months en8egtember 30, 2014. In addition, the recognitioato€k-based compensation of $3.1
million and improvements in the fair values of dable-for-sale securities of $5.3 million, offsatpart by unrealized fair value losses on
derivatives designated in cash flow hedge relaliipss increased equity. Lastly, 47,095 shares thgawommon stock were issued during the
nine months ended September 30, 2014 to directooswere entitled to receive these as compensatiothéir service as a director of the
Bancorp or the Bank, and 34,414 shares were issuger other share-based-compensation arrangembitis kesulted in a $0.9 million
aggregate increase in shareholders’ equity.

We are subject to various regulatory capital rezaints that are monitored by federal banking agsné&iailure to meet minimum capital
requirements can lead to supervisory actions bylatgrs; any supervisory action could have a dineaterial effect on our financial
statements. At September 30, 2014, we met all @lagitequacy requirements to which we were subjatirere well capitalized.
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The capital ratios for the Bank and the Bancorfegitember 30, 2014 and December 31, 2013 werdlawdo

To Be Well Capitalized

Under
For Capital Adequacy Prompt Corrective Action
Actual Purposes Provisions
(Dollars in thousands Amount Ratio Amount Ratio Amount Ratio
As of September 30, 2014:
Total capital (to risk weighted assets
Customers Bancorp, In $563,50¢ 11.22% $ 401,91( 8.C% N/A N/A
Customers Ban $589,71: 11.81% $ 399,44 8.C% $ 499,31 10.(%
Tier 1 capital (to risk weighted assets)
Customers Bancorp, In $422,42: 8.41% $ 200,95! 4.C% N/A N/A
Customers Ban $448,63: 8.9% $ 199,72 4C% $ 299,58t 6.C%
Tier 1 capital (to average assets
Customers Bancorp, In $422,42: 7.0% $ 239,01t 4.C% N/A N/A
Customers Ban $448,63: 755% $ 237,82( 4C% $ 297,27 5.C%
As of December 31, 201z
Total capital (to risk weighted assets
Customers Bancorp, In $411,52° 13.21% $ 249,19t 8.C% N/A N/A
Customers Ban $435,43. 14.1% $ 246,93¢ 8% $ 308,67( 10.(%
Tier 1 capital (to risk weighted assets
Customers Bancorp, In $387,52¢ 12.4/% $ 124,59 4.C% N/A N/A
Customers Ban $411,43: 13.3% $ 123,46 4C% $ 185,20: 6.C%
Tier 1 capital (to average assets
Customers Bancorp, In $387,52¢ 10.19% $ 153,31( 4.C% N/A N/A
Customers Ban $411,43: 10.81% $ 152,19: 4C% $ 190,23¢ 5.C%

Liquidity and Capital Resources

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

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

The Bank’s investment portfolio provides periodash flows through regular maturities and amortimgtand can be used as collateral to
secure additional liquidity funding. Our princigaurces of funds are proceeds from stock issualegasits, debt issuance, principal and
interest payments on loans, and other funds froematipns. Borrowing arrangements are maintaineld thi¢ Federal Home Loan Bank and
the Federal Reserve Bank of Philadelphia to memt-gérm liquidity needs. As of September 30, 2044t borrowing capacity with the
Federal Home Loan Bank was $2.9 billion of which3#tillion was utilized in short-term borrowingss A&f September 30, 2014, our
borrowing capacity with the Federal Reserve BanRhufadelphia was $64.3 million.

Net cash flows used in operating activities weré35@ million for the nine months ended Septembe28@4, compared to net cash flo
provided by operating activities of $588.0 millitor the nine months ended September 30, 2013.Heonihe months ended September 30,
2014, originations of loans held for sale excequedeeds received from the sale of loans by $48liBn. For the nine months ended
September 30, 2013, proceeds received from theofdans exceeded originations of loans held &be by $519.3 million.

Investing activities used net cash flows of $118dwi for the nine months ended September 30, 26ddhpared to $1.2 billion for the nine
months ended September 30, 2013. Net cash useigjitoate loans totaled $1.6 billion for the ninemitts ended September 30, 2014,
compared to $639.0 million for the nine months eh8eptember 30, 2013. Net cash used to purchasg s $308.2 million in the nine
months ended September 30, 2014, compared to $Blich for the nine months ended September 30,320

Financing activities provided an aggregate of $#l®n for the nine months ended September 3042@1creases in deposits provided $1.3
billion, net proceeds from short-term borrowed fsipdovided $610.0 million, net proceeds from loegyt FHLB advances provided $265.0
million, and net proceeds from issuances of priygtéaced long-term subordinated and senior detwided $133.1 million. Financing
activities provided an aggregate of $656.5 millionthe nine months ended September 30, 2013 dhyemnet increase in deposits of $802.6
million, decreased cash from short-term borrowedifuof $339.0 million, net proceeds of $97.5 millioom the issuance of stock and net
proceeds of $60.3 million from long-term borrowexids. These financing activities provided suffitieash flows to support the Bancorp’s
investing and operating activities.
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Overall, based on our core deposit base and alataloirces of borrowed funds, management belidatshe Bancorp has adequate resol
to meet its short-term and long-term cash requirgmeithin the foreseeable future.

Other Information
Regulatory Matters and Pending Legislat

In 2008, the U.S. financial system and broader esgnfaced the most severe financial crisis sineeGheat Depression. The crisis threatened
the stability of the financial system and contrémlito the failure of numerous financial institupmcluding some large, complex financial

which became law on July 21, 2010. The act includaserous reforms to strengthen oversight of firerservices firms and consolidate
certain consumer protection responsibilities wittia Bureau of Consumer Financial Protection, comiynknown as the Consumer Financial
Protection Bureau (CFPB). Although the Dodd-Framit éxempts small institutions, such as communitykbaand credit unions, from several
of its provisions, and authorizes federal reguktorprovide small institutions with relief fromreain regulations, it also contains provisions
that will impose additional restrictions and coraplie costs on these institutions. Determining whidvisions will affect us is difficult,
because the impact may depend on how agenciesnraptecertain provisions through their rules, anahynaf the rules needed to implement
the act have not been finalized.

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

Effect of Government Monetary Policies

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

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

At September 30, 2014, there have been no mattréages in the information disclosed under “Quatiti¢ and Qualitative Disclosures
About Market Risk” included within Customers Bangser2013 Form 10-K.

Iltem 4. Controls and Procedures

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

During the quarter ended September 30, 2014, tiere been no changes in the Bancorp’s internata@omter financial reporting that have
materially affected, or are reasonably likely tatenally affect, the Bancorp’s internal control omancial reporting.
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Part Il. OTHER INFORMATION
Item 1. Legal Proceedings

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

Item 1A. Risk Factors

In addition to the other information set forth Imst Quarterly Report, you should carefully consitter factors discussed in “Risk Factors”
included within the 2013 Form 10-K and in our suhsemtly filed quarterly reports on Form 10-Q foe fheriods ended March 31, 2014 and
June 30, 2014. The risks described therein aréheabnly risks facing us. Additional risks and uramties not currently known to us or that
we currently believe to be immaterial also may mially adversely affect our business, financial dition and/or operating results. See “ltem
2 — Management’s Discussion and Analysis of Finan€bndition and Results of Operations — Cautioridoye Regarding Forward-
Looking Statements.”

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

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

During the three and nine months ended Septemh&03@, the Bancorp did not repurchase any ohiéses. The maximum number of shi
available to be purchased under the plan is 750Bb&fes.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mine Safety Disclosures
Not applicable

Item 5. Other Information
None
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Iltem 6. Exhibits

Exhibit
No.
3.1
3.2
3.3

4.1

4.2

4.3

4.4

4.5

4.6

10.1

31.1
31.2
32.1

32.2

101

101.INS
101.SCF
101.CAL
101.LAB
101.PRE
101.DEF

Description

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

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

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

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

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

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

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

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

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

Amended and Restated 2014 Employee Stock Purctaseifcorporated by reference to Exhibit 4.4 t® @ustomers Bancc
Form £-8 Registration statement filed August 8, 2!

Certification of the Chief Executive Officer Pursiiao Exchange Act Rule 1-14(a) or Rule15-14(a)
Certification of the Chief Financial Officer Pursudo Exchange Act Rule 1-14(a) or Rulel15-14(a)

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

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

The Exhibits filed as part of this report are dofes:

XBRL Instance Documen

XBRL Taxonomy Extension Schema Docume

XBRL Taxonomy Extension Calculation Linkbase Docun
XBRL Taxonomy Extension Label Linkbase Docum
XBRL Taxonomy Extension Presentation Linkbase Doeni

XBRL Taxonomy Extension Definitions Linkbase Docunhe
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SIGNATURES

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

Customers Bancorp, Inc.

November 7, 201 By: /s/Jay S. Sidhu
Name Jay S. Sidhi
Title: Chairman and Chief Executive Officer
(Principal Executive Officer

Customers Bancorp, Inc.

November 7, 201 By:  /s/ Robert E. Wahiman
Name Robert E. Wahima
Title:  Chief Financial Officer
(Principal Financial Officer
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2013
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Bancorp K filed with the SEC on August 29, 20.

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

Amended and Restated 2014 Employee Stock Purctaseifcorporated by reference to Exhibit 4.4 t® @ustomers Bancc
Form £-8 Registration statement filed August 8, 2!

Certification of the Chief Executive Officer Pursiiao Exchange Act Rule 1-14(a) or Rule15-14(a)
Certification of the Chief Financial Officer Pursudo Exchange Act Rule 1-14(a) or Rulel15-14(a)

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

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

The Exhibits filed as part of this report are dofes:

XBRL Instance Documen

XBRL Taxonomy Extension Schema Docume

XBRL Taxonomy Extension Calculation Linkbase Docun
XBRL Taxonomy Extension Label Linkbase Docum
XBRL Taxonomy Extension Presentation Linkbase Doeni

XBRL Taxonomy Extension Definitions Linkbase Docunhe



Exhibit 31.1

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

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

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

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

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

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

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

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

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

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

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

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

/s/ Jay S. Sidhu

Jay S. Sidhi

Chairman and Chief Executive Offic
(Principal Executive Officer

Date: November 7, 201



Exhibit 31.2

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

I, Robert E. Wahlman, certify that:

1.
2.

(@)

(b)

()

(d)

(@)

(b)

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

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

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

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

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

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

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

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

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

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

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

/s/ Robert E. Wahlman

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

Date: November 7, 201



Exhibit 32.1

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

In connection with the quarterly report of CustosmBancorp, Inc. (the “Corporation”) on Form 10-@ fioe period ended September 30,
2014, 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 requiremeatsection 13(a) or 15(d) of the Securities ExgwAct of 1934; and

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

Date: November 7, 2014 /s/ Jay S. Sidhu
Jay S. Sidhu, Chairman and Chief Executive Office

(Principal Executive Officer)




Exhibit 32.2

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

In connection with the quarterly report of CustosmBancorp, Inc. (the “Corporation”) on Form 10-@ fioe period ended September 30,
2014, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), I, RolierwWahlman, Chief Financial Officer
of the Corporation, certify, pursuant to 18 U.SgC350, as adopted pursuant to 8906 of the Sarlfaries-Act of 2002, that to the best of my

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

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

Date: November 7, 2014 /s/ Robert E. Wahiman
Robert E. Wahlman, Chief Financial Officer

(Principal Financial Officer)




