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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the period ended September 30, 2013
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from ____to

Commission file number: 001-35913

TRISTATE CAPITAL HOLDINGS, INC.
(Exact name of registrant as specified in its charter)

Pennsylvania 20-4929029

(State. or cher jurisdiction of incorporation or (LR.S. Employer Identification No.)
organization)

One Oxford Centre

301 Grant Street, Suite 2700

Pittsburgh, Pennsylvania 15219

(Address of principal executive offices)

(Zip Code)

(412) 304-0304

(Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. x Yes ™ No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files). x Yes ™ No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer - Accelerated filer

Non-accelerated filer x (Do not check if a smaller reporting company) Smaller reporting company
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes x No

As of October 31, 2013, there were 28,690,279 shares of the registrant's common stock, no par value, outstanding.
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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

TRISTATE CAPITAL HOLDINGS, INC. AND SUBSIDIARY

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

(Dollars in thousands, except share data) September 30,

ASSETS

Cash

Interest-earning deposits with other institutions

Federal funds sold

Cash and cash equivalents

Investment securities available-for-sale, at fair value (cost: $216,277 and $188,586,

respectively)

Investment securities held-to-maturity, at cost (fair value: $24,687 and $0,

respectively)

Total investment securities

Loans held-for-investment
Allowance for loan losses

Loans receivable, net

Accrued interest receivable
Federal Home Loan Bank stock
Office properties and equipment, net
Prepaid FDIC insurance expense
Bank owned life insurance
Deferred tax asset

Prepaid expenses and other assets

Total assets

LIABILITIES AND SHAREHOLDERS’ EQUITY

Liabilities:
Deposits
Borrowings

Accrued interest payable on deposits and borrowings
Other accrued expenses and other liabilities
Total liabilities

Shareholders’ Equity:

Preferred stock, 150,000 shares authorized:

Series C, no par value; O shares authorized, issued and outstanding, and 48,780
shares authorized, issued and outstanding, respectively

Common stock, no par value; 45,000,000 shares authorized; 28,690,279 shares
issued and outstanding, and 17,444,730 shares issued and outstanding, respectively
Additional paid-in capital

Retained earnings (accumulated deficit)
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2013

$889
135,340
3,612
139,841

214,113

25,293

239,406
1,766,504
(18,281
1,748,223
5,708
2,336
4,230
41,559
8,654
10,940
$2,200,897

$1,878,694
20,000

568

12,569
1,911,831

280,531

8,308
1,877

December 31,

2012

$999
192,055
7,026
200,080

191,187

191,187
1,641,628
) (17,874
1,623,754
5,340
2,426
4,317
7,843
20,886
6,841
10,455
$2,073,129

$1,823,379
20,000

809

11,217
1,855,405

46,011

168,351

7,871
(6,180

)

)
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Accumulated other comprehensive income (loss), net (1,650
Total shareholders’ equity 289,066
Total liabilities and shareholders’ equity $2,200,897

See accompanying notes to unaudited condensed consolidated financial statements.

) 1,671
217,724

$2,073,129
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TRISTATE CAPITAL HOLDINGS, INC. AND SUBSIDIARY
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Three Months Ended September Nine Months Ended September 30,

30,
(Dollars in thousands, except per share data) 2013 2012 2013 2012
Interest income:
Loans $17,252 $17,197 $50,807 $49,728
Investments 1,002 812 2,709 2,293
Interest-earning deposits 130 137 450 406
Total interest income 18,384 18,146 53,966 52,427
Interest expense:
Deposits 2,591 3,325 8,502 10,360
Borrowings 21 2 64 2
Total interest expense 2,612 3,327 8,566 10,362
E,Z; érslterest income before provision for loan 15,772 14.819 45.400 42,065
Provision for loan losses 4911 1,537 7,714 5,161
Net interest income after provision for loan 10,861 13282 37.686 36.904
losses
Non-interest income
Service charges 120 123 356 322
Net‘gam on the sale of investment securities 99 734 1114
available-for-sale
Swap fees 163 61 538 774
Commitment and other fees 506 881 1,561 2,103
Other income 329 381 971 766
Total non-interest income 1,118 1,545 4,210 5,079
Non-interest expense
Compensation and employee benefits 5,904 6,333 18,446 17,911
Premises and occupancy costs 777 758 2,331 2,059
Professional fees 678 811 2,073 2,184
FDIC insurance expense 375 343 1,062 1,032
State capital shares tax 368 321 1,025 945
Travel and entertainment expense 447 282 1,106 881
Data processing expense 203 190 582 622
Other operating expenses 1,264 956 2,979 2,374
Total non-interest expense 10,016 9,994 29,604 28,008
Income before tax $1,963 $4,833 $12,292 $13,975
Income tax expense 633 1,881 4,235 5,259
Net income $1,330 $2,952 $8,057 $8,716
Prefer‘red.stock lelFlCl’ldS and discount L 760 . 1525
amortization on Series A and B
Net income available to common $1.330 $2.192 $8.057 $7.191
shareholders
Earnings per common share:
Basic $0.05 $0.11 $0.31 $0.39
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Diluted $0.05 $0.11 $0.31 $0.39

See accompanying notes to unaudited condensed consolidated financial statements.
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TRISTATE CAPITAL HOLDINGS, INC. AND SUBSIDIARY
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Three Months Ended September Nine Months Ended September 30,

30,
(Dollars in thousands) 2013 2012 2013 2012
Net income $1,330 $2,952 $8,057 $8,716

Other comprehensive income (loss):

Increase (decrease) in unrealized holding

gains (losses) net of tax of $182, ($668), (328 ) 1,057 (2,817 )2,183

$1,567 and ($1,251), respectively

Reclassification adjustment for gains

included in net income, net of tax of $0, $35, — (64 ) (504 ) (716 )
$280 and $398, respectively

Other comprehensive income (1oss) $(328 )$993 $(3,321 )$1,467

Total comprehensive income $1,002 $3,945 $4,736 $10,183

See accompanying notes to unaudited condensed consolidated financial statements.
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TRISTATE CAPITAL HOLDINGS, INC. AND SUBSIDIARY
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

(Dollars in thousands)

Balance, December 31,

2011
Net income

Other comprehensive

income

Issuance of preferred
stock (net of offering
costs of $3,989)
Retirement of preferred

stock
Preferred stock
dividend

Amortization of

Preferred
Stock
(Series A
and B)

$23,708

(24,150

discount on preferred 592

stock, series A

Accretion of premium
on preferred stock,

series B
Stock-based

compensation expense
Balance, September

30,2012

Balance, December 31,

2012
Net income

Other comprehensive

loss

Issuance of common
stock (net of offering
costs and discounts of

$7,093)
Conversion of

preferred stock to

common stock

Exercise of stock

options
Stock-based

compensation expense
Balance, September

30,2013

(150

$—

$—

Preferred
Stock
(Series C)

$—

46,011

)_

)_

$46,011

$46,011

(46,011

Common
Stock

$168,351

$168,351

$168,351

65,990

146,011

179

$280,531

Additional
Paid-in-Capital(Accumulated

$ 6,982

677

$ 7,659

$ 7,871

(54
491

$ 8,308

Retained
Earnings

Deficit)

$(15,327
8,716

(1,083

(592

150

$(8,136

$(6,180
8,057

$1,877

Accumulated
Other
ComprehensiveShareholders
Income (Loss), Equity

net

)$738

1,467

)$2,205

)$1,671

(3,321

$(1,650

Total

'

$184,452
8,716
1,467

46,011

(24,150 )

(1,083 )

677

$216,090

$217,724
8,057
)(3,321 )

65,990

125
491

) $289,066
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See accompanying notes to unaudited condensed consolidated financial statements.
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TRISTATE CAPITAL HOLDINGS, INC. AND SUBSIDIARY

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
Nine Months Ended September 30,

(Dollars in thousands)
Cash Flows from Operating Activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation

Provision for loan losses

Net decrease in prepaid FDIC insurance expense
Compensation expense related to stock options and restricted stock
Net gain on the sale of investment securities available-for-sale
Income from investment securities trading

Purchase of investment securities trading

Proceeds from the sale of investment securities trading

Net amortization of premiums and discounts

Increase in accrued interest receivable

Decrease in accrued interest payable

Bank owned life insurance income

Decrease in income taxes payable

Increase in prepaid income taxes

Deferred tax benefit

Other, net

Net cash provided by operating activities

Cash Flows from Investing Activities:

Purchase of investment securities available-for-sale

Purchase of investment securities held-to-maturity

Proceeds from the sale of investment securities available-for-sale
Principal repayments and maturities of investment securities available-for-sale
Purchase of bank owned life insurance

Net redemption (purchase) of Federal Home Loan Bank stock
Net increase in loans held-for-investment

Purchase of loans held-for-investment

Proceeds from loan sales

Additions to office properties and equipment

Net cash used in investing activities

Cash Flows from Financing Activities:

Net increase in deposit accounts

Increase in FHLB advances

Net proceeds from issuance of preferred stock

Net proceeds from issuance of common stock

Net proceeds from exercise of stock options

Retirement of preferred stock

Dividends paid on preferred stock

Net cash provided by financing activities

Net change in cash and cash equivalents during the period
Cash and cash equivalents at beginning of the period

Cash and cash equivalents at end of the period

2013
$8,057

780
7,714
7,843
491
(784
(120
(77,244
77,378
1,697
(368
(241
(673
(106
(3,193
4,202
25,433

(150,318
(5,000
58,038
42,965
(20,000
90
(93,877
(41,146
2,839
(693
(207,102

55,315

65,990
125

121,430
(60,239
200,080
$139,841

2012
$8,716

631
5,161
949
677
)(1,114
) (458
) (84,290
84,749
1,549
) (1,388
) (395
) (352
)(1,614
)—
(152
3,983
16,652

) (65,883

)—
19,748
15,541

) (10,000
(1,076

) (213,612

)—
2,557

) (917

) (253,642

132,762
25,000
46,011

(24,150
(1,083
178,540

) (58,450
235,464
$177,014

11
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Supplemental Disclosure of Cash Flow Information:

Cash paid during the year for:

Interest

Income taxes

Non-cash activity:

Loan foreclosures and repossessions

Transfer of investment securities available-for-sale to held-to-maturity
Conversion of preferred stock to common stock

$8,807
$7,495

$—
$20,335
$46,011

See accompanying notes to unaudited condensed consolidated financial statements.

7

$10,757
$6,199

12
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TRISTATE CAPITAL HOLDINGS, INC. AND SUBSIDIARY
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

[1] SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NATURE OF OPERATION

TriState Capital Holdings, Inc. (the “Company”) is a registered bank holding company pursuant to the Bank Holding
Company Act of 1956, as amended. The Company’s only significant asset is the stock of its wholly-owned subsidiary,
TriState Capital Bank (the “Bank”), a Pennsylvania-chartered state bank. The Bank was established to serve the needs of
middle-market businesses and high-net-worth individuals.

Regulatory approval was received and the Bank commenced operations on January 22, 2007. The Company and the
Bank are subject to regulatory examination by the Federal Deposit Insurance Corporation (“FDIC”), the Pennsylvania
Department of Banking and Securities, and the Federal Reserve.

The Bank conducts business through its main office located in Pittsburgh, Pennsylvania, as well as its four additional
representative offices in Cleveland, Ohio; Philadelphia, Pennsylvania; Princeton, New Jersey; and New York, New
York.

USE OF ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles (“GAAP”) in the
United States of America requires management to make estimates and assumptions that affect the reported amounts of
certain assets and liabilities, disclosure of contingent assets and liabilities as of the date of the financial statements,
and the reported amounts of related revenue and expense during the reporting period. Although our current estimates
contemplate current conditions and how we expect them to change in the future, it is reasonably possible that actual
conditions could be worse than those anticipated in the estimates, which could materially affect the financial results of
our operations and financial condition.

The material estimates that are particularly susceptible to significant changes relate to the determination of the
allowance for loan losses and income taxes, which are discussed later in this section.

CONSOLIDATION

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiary, the
Bank, after elimination of inter-company accounts and transactions. The accounts of the Bank, in turn, include its
wholly-owned subsidiary, Meadowood Asset Management, LLC, after elimination of inter-company accounts and
transactions. The unaudited consolidated financial statements of the Company presented herein have been prepared
pursuant to rules of the Securities and Exchange Commission for quarterly reports on form 10-Q and do not include
all of the information and note disclosures required by GAAP for a full year presentation. In the opinion of
management, all adjustments (consisting of normal recurring adjustments) and disclosures, considered necessary for
the fair presentation of the accompanying consolidated financial statements, have been included. Interim results are
not necessarily reflective of the results of the entire year. The accompanying consolidated financial statements should
be read in conjunction with the audited consolidated financial statements and notes thereto for the fiscal year ended
December 31, 2012, included in the Company's Registration Statement on Form S-1.

CASH AND CASH EQUIVALENTS

For purposes of reporting cash flows, the Company has defined cash and cash equivalents as cash, interest-earning
deposits with other institutions, federal funds sold, and short-term investments which have an original maturity of 90
days or less.

13
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INVESTMENT SECURITIES

The Company’s investments are classified as either: (1) held-to-maturity debt securities that the Company intends to
hold until maturity and reported at amortized cost; (2) trading securities — debt and certain equity securities bought and
held principally for the purpose of selling them in the near term and reported at fair value, with unrealized gains and
losses included in earnings; or (3) available-for-sale debt and certain equity securities not classified as either
held-to-maturity or trading securities and reported at fair value, with changes in fair value reported as a component of
accumulated other comprehensive income (loss).

The cost of securities sold is determined on a specific identification basis. Amortization of premiums and accretion of
discounts are recorded as interest income from investments over the life of the security utilizing the level yield
method. We evaluate impaired investment securities quarterly to determine if impairments are temporary or
other-than-temporary. For impaired debt securities, management first determines whether it intends to sell or if it is
more-likely than not that it will be required to sell the impaired securities. This determination considers current and
forecasted liquidity requirements, regulatory and capital requirements and securities portfolio management. Impaired
debt securities are determined to be other-than-temporarily impaired (“OTTI”) if the Company concludes as of the
balance sheet date that it has the intent to sell, or believes it will more likely than not be required to sell, an impaired
debt security before a recovery of its amortized cost basis. Credit losses on OTTI debt

8
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securities are recorded through earnings, regardless of the intent or the requirement to sell. Credit loss is measured as
the difference between the present value of an impaired debt security’s expected cash flows and its amortized cost
basis. Non-credit related OTTI charges are recorded as decreases to accumulated other comprehensive income, in the
statement of comprehensive income as well as the shareholders’ equity section of our balance sheet, on an after-tax
basis, as long as the Company has no intent or expected requirement to sell the impaired debt security before a
recovery of its amortized cost basis.

LOANS

Loans are stated at unpaid principal balances, net of deferred loan fees and costs. Interest income on loans is accrued
at the contractual rate on the principal amount outstanding and includes the amortization of deferred loan fees and
costs. Deferred loan fees and costs are amortized to income over the life of the loan, taking into consideration
scheduled payments and prepayments.

The Company considers a loan to be a Troubled Debt Restructuring (“TDR”) when there is a concession made to a
financially troubled borrower. Once a loan is deemed to be a TDR, the Company considers whether the loan should be
placed in non-accrual status. In assessing accrual status, the Company considers the likelihood that repayment and
performance according to modified terms will be achieved, as well as the borrower’s historical payment performance.
A loan is classified and reported as TDR until such loan is either paid-off or sold.

The recognition of interest income on a loan is discontinued when, in management's opinion, it is probable the
borrower is unable to meet payments as they become due or when the loan becomes 90 days past due, whichever
occurs first. All unpaid accrued interest on such loans is reversed. Such interest ultimately collected is applied to
reduce principal if there is doubt about the collectability of principal. If a borrower brings a loan current for which
accrued interest has been reversed, then the recognition of interest income on the loan is resumed, once the loan has
been current for a period of six consecutive months or greater.

The Company is a party to financial instruments with off-balance sheet risk (commitments to extend credit) in the
normal course of business to meet the financing needs of its customers. Commitments to extend credit are agreements
to lend to a customer as long as there is no violation of any condition established in the commitment. Commitments
generally have fixed expiration dates or other termination clauses and may require payment of a fee. Since some of the
commitments are expected to expire without being drawn upon, the total commitment amount does not necessarily
represent future cash requirements. The Company evaluates each customer's credit worthiness on a case-by-case basis
using the same credit policies in making commitments and conditional obligations as it does for on-balance sheet
instruments. The amount of collateral obtained, if deemed necessary by the Company upon extension of a
commitment, is based on management's credit evaluation of the borrower.

OTHER REAL ESTATE OWNED

Real estate, other than bank premises, is recorded at the lower of cost or fair value less estimated selling costs at the
time of acquisition. Fair value is determined based on an independent appraisal. Expenses related to holding the
property are charged against earnings in the current period. Depreciation is not recorded on the other real estate owned
(“OREQ”) properties.

ALLOWANCE FOR LOAN LOSSES

The allowance for loan losses is established through provisions for loan losses that are charged to operations. Loans
are charged against the allowance for loan losses when management believes that the principal is uncollectible. If, at a
later time, amounts are recovered with respect to loans previously charged off, the recovered amount is credited to the
allowance for loan losses.

15
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The allowance is appropriate, in management's judgment, to cover probable losses inherent in the loan portfolio as of
September 30, 2013. Management’s judgment takes into consideration general economic conditions, diversification
and seasoning of the loan portfolio, historic loss experience, identified credit problems, delinquency levels and
adequacy of collateral. Although management believes it has used the best information available to it in making such
determinations, and that the present allowance for loan losses is adequate, future adjustments to the allowance may be
necessary, and net income may be adversely affected if circumstances differ substantially from the assumptions used
in determining the level of the allowance. In addition, as an integral part of their periodic examination, certain
regulatory agencies review the adequacy of the Bank’s allowance for loan losses and may direct the Bank to make
additions to the allowance based on their judgments about information available to them at the time of their
examination.

The components of the allowance for loan losses represent estimates based upon Accounting Standards Codification
(“ASC”) Topic 450, Contingencies, and ASC Topic 310, Receivables. ASC Topic 450 applies to homogeneous loan
pools such as consumer installment, residential mortgages and consumer lines of credit, as well as commercial loans
that are not individually evaluated for impairment under ASC Topic 310. ASC Topic 310 is applied to commercial
loans that are individually evaluated for impairment.

Under ASC Topic 310, a loan is impaired, based upon current information and events, in management's opinion, when
it is probable that the loan will not be repaid according to its original contractual terms, including both principal and
interest.

9
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Management performs individual assessments of impaired loans to determine the existence of loss exposure and,
where applicable, based upon the fair value of the collateral less estimated selling costs where a loan is collateral
dependent.

In estimating probable loan loss under ASC Topic 450 and the required general reserve, management considers
numerous factors, including historical charge-off rates and subsequent recoveries. Management also considers, but is
not limited to, qualitative factors that influence our credit quality, such as delinquency and non-performing loan
trends, changes in loan underwriting guidelines and credit policies, as well as the results of internal loan reviews.
Finally, management considers the impact of changes in current local and regional economic conditions in the markets
that we serve. Assessment of relevant economic factors indicates that some of the Company’s primary markets
historically tend to lag the national economy, with local economies in our primary market areas also improving or
weakening, as the case may be, but at a more measured rate than the national trends.

Management bases the computation of the allowance for loan losses under ASC Topic 450 on two factors: the primary
factor and the secondary factor. The primary factor is based on the inherent risk identified within each of the
Company's three loan portfolios based on the historical loss experience of each loan portfolio. Management has
developed a methodology that is applied to each of the three primary loan portfolios, consisting of commercial and
industrial, commercial real estate and private banking-personal loans. As the loan loss history, mix, and risk rating of
each loan portfolio change, the primary factor adjusts accordingly. The allowance for loan losses related to the
primary factor is based on our estimates as to probable losses for each loan portfolio. The secondary factor is intended
to capture risks related to events and circumstances that may impact the performance of the loan portfolio. Although
this factor is more subjective in nature, the methodology focuses on internal and external trends in pre-specified
categories (risk factors) and applies a quantitative percentage which drives the secondary factor. There are nine (9)
risk factors and each risk factor is assigned a reserve level, based on management's judgment as to the probable impact
of each risk factor on each loan portfolio. The impact of each risk factor is monitored on a quarterly basis. As the trend
in any risk factor changes, a corresponding change occurs in the reserve associated with each respective risk factor,
such that the secondary factor remains current to changes in each loan portfolio.

Loan participations follow the same underwriting and risk rating criteria, and are individually risk rated under the
same process as loans directly originated by the Company. The ongoing credit review of the loan participation
portfolio follows the same process that is followed by loans originated directly by the Company. Additionally,
management does not rely on information from the lead bank when considering the appropriate level of allowance for
loan losses to be recorded on any individual loan participation.

The Company also maintains a reserve for losses on unfunded commitments. This reserve is reflected as a component
of other liabilities and, in management’s judgment, is sufficient to cover probable losses inherent in the commitments.
Management tracks the level and trends in unused commitments and takes into consideration the same factors as those
considered for purposes of the allowance for loan losses on outstanding loans.

FEDERAL HOME LOAN BANK STOCK

The Company is a member of the Federal Home Loan Bank of Pittsburgh (“FHLB”). Member institutions are required
to invest in FHLB stock. The stock is carried at cost, which approximates its liquidation value, and it is evaluated for
impairment based on the ultimate recoverability of the par value. Cash and stock dividends are reported as income
from investment securities, in the Consolidated Statements of Income.

OFFICE PROPERTIES AND EQUIPMENT

Office properties and equipment are stated at cost less accumulated depreciation. Depreciation is computed on the
straight-line method over the estimated useful lives of the related assets, except for leasehold improvements which are
amortized over the terms of the respective leases or the estimated useful lives of the improvements, whichever is

17
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shorter. Estimated useful lives are dependent upon the nature and condition of the asset and range from three to ten
years. Repairs and maintenance are charged to expense as incurred, while improvements which extend the useful life
are capitalized and depreciated to operating expense over the estimated remaining life of the asset. When the Bank
receives an allowance for improvements to be made to one of its leased offices, we record the allowance as a deferred
liability and recognize it as a reduction to rent expense over the life of the related lease.

BANK OWNED LIFE INSURANCE

Bank owned life insurance (“BOLI”) policies on certain executive officers and employees, with a pre-retirement death
benefit structure, are recorded at net cash surrender value on the Consolidated Statements of Financial Condition.
Upon termination of the BOLI policy the Company receives the cash surrender value. BOLI benefits are payable to
the Company upon death of the insured. Changes in net cash surrender value are recognized as non-interest income or
expense in the Consolidated Statements of Operations.

10
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DEPOSITS
Deposits are stated at principal outstanding and interest on deposits is accrued and charged to expense daily and is
paid or credited in accordance with the terms of the respective accounts.

EARNINGS PER SHARE

We compute earnings per common share (“EPS”) in accordance with the two-class method, which requires that the
Series C convertible preferred stock be treated as participating securities in the computation of EPS. The two-class
method is an earnings allocation that determines EPS for each class of common stock and participating security. The
Company’s basic EPS is computed by dividing net income allocable to common shareholders by the weighted average
number of its common shares outstanding for the period. The Company’s diluted EPS reflects the potential dilution
that could occur if securities or other contracts to issue common stock were exercised or converted into common stock
or resulted in the issuance of common stock that then shared in our earnings.

INCOME TAXES

The Company utilizes the asset and liability method of accounting for income taxes. Under this method, deferred tax
assets and liabilities are recognized for the tax effects of differences between the financial statement and tax bases of
assets and liabilities. Deferred tax assets and liabilities are measured using the enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect on
deferred tax assets and liabilities with regard to a change in tax rates is recognized in income in the period that
includes the enactment date. Management assesses all available evidence to determine the amount of deferred tax
assets that are more-likely-than-not to be realized and, therefore, recorded. The available evidence used in connection
with the assessments includes taxable income in prior periods, projected taxable income, potential tax planning
strategies and projected reversals of deferred tax items. These assessments involve a degree of subjectivity and may
undergo significant change. Changes to the evidence used in the assessments could have a material adverse effect on
the Company’s results of operations in the period in which they occur. It is the Company’s policy to recognize interest
and penalties, if any, related to unrecognized tax benefits, in income tax expense in the consolidated statement of
income.

FAIR VALUE MEASUREMENT

Fair value is defined as the exchange price that would be received to sell an asset or paid to transfer a liability in a
principal or most advantageous market for the asset or liability in an orderly transaction between market participants
as of the measurement date, using assumptions market participants would use when pricing an asset or liability. An
orderly transaction assumes exposure to the market for a customary period for marketing activities prior to the
measurement date and not a forced liquidation or distressed sale. Fair value measurement and disclosure guidance
provides a three-level hierarchy that prioritizes the inputs of valuation techniques used to measure fair value into three
broad categories:

{evel 1 — Unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2 — Observable inputs such as quoted prices for similar assets and liabilities in active markets, quoted prices for
similar assets and liabilities in markets that are not active, or other inputs that are observable or can be corroborated

by observable market data.

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to the fair value
of the assets or liabilities. This includes certain pricing models, discounted cash flow methodologies, and similar
techniques that use significant unobservable inputs.

Fair value may be recorded for certain assets and liabilities every reporting period on a recurring basis or under certain
circumstances, on a non-recurring basis.

STOCK-BASED COMPENSATION
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The Company accounts for its stock-based compensation awards based on estimated fair values, for all share-based
awards, including stock options and restricted stock, made to employees and directors.

The Company accounts for stock-based employee compensation in accordance with the fair value recognition
provisions of ASC 718, Compensation — Stock Compensation. As a result, compensation cost for all share-based
payments is based on the grant-date fair value estimated in accordance with ASC 718. The value of the portion of the
award that is ultimately expected to vest is included in stock-based employee compensation cost in the consolidated
statement of income and recorded as a component of Additional Paid-In Capital, for equity-based awards.
Compensation expense for options with graded vesting schedules is recognized on a straight-line basis over the
requisite service period for the entire option grant.

11
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ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

Unrealized holding gains and the non-credit component of losses on the Company’s investment securities
available-for-sale are included in accumulated other comprehensive income (loss), net of applicable income taxes.
Also included in accumulated other comprehensive income (loss) is the remaining unamortized balance of the
unrealized holding gains (non-credit losses), net of applicable income taxes, that existed on the transfer date for
investment securities transferred into the held-to-maturity category from the available-for-sale category.

RECENT ACCOUNTING DEVELOPMENTS

In August 2013, the FASB issued Accounting Standards Update No. 2013-11, "Income Taxes (Topic 740):
Presentation of an Unrecognized Tax Benefit When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax
Credit Carryforward Exists." This ASU requires an entity to present an unrecognized tax benefit as a reduction of a
deferred tax asset for a net operating loss (NOL) carryforward, or similar tax loss or tax credit carryforward, rather
than as a liability when (1) the uncertain tax position would reduce the NOL or other carryforward under the tax law
of the applicable jurisdiction and (2) the entity intends to use the deferred tax asset for that purpose. The ASU does
not require new recurring disclosures. It is effective prospectively for fiscal years, and interim periods within those
years, beginning after December 15, 2013 and December 15, 2014, for public and nonpublic entities, respectively.
Early adoption and retrospective application are permitted. The adoption of ASU 2013-11 is not expected to have a
material impact on the Company’s consolidated financial position, results of operations or cash flows.

In July 2013, the FASB issued Accounting Standards Update ("ASU") No. 2013-10, "Derivatives and Hedging (Topic
815): Inclusion of the Fed Funds Effective Swap Rate (or Overnight Index Swap Rate) as a Benchmark Interest Rate
for Hedge Accounting Purposes." This ASU permits the use of the Fed Funds Effective Swap Rate (also referred to as
the Overnight Index Swap Rate), in addition to the U.S. government rate (UST) and London Interbank Offered Rate
(LIBOR), as a U.S. benchmark interest rate for hedge accounting purposes under ASC Topic 815, Derivatives and
Hedging. This ASU has no new transition or recurring disclosures. All entities may apply the ASU prospectively for
qualifying new or redesignated hedging relationships entered into on or after July 17, 2013. The adoption of ASU
2013-10 did not have a material impact on the Company’s consolidated financial position, results of operations or cash
flows.

In February 2013, the FASB issued Accounting Standards Update No. 2013-02, “Reporting of Amounts Reclassified
Out of Accumulated Other Comprehensive Income.” ASU 2013-02 clarifies the requirements for the reporting of
reclassifications out of accumulated other comprehensive income. For items reclassified out of accumulated other
comprehensive income and into net income in their entirety, companies must disclose the effect of the reclassification
on each affected statement of income line item. For all other reclassifications, companies must cross reference to other
required U.S. GAAP disclosures. This standards update is effective for the first interim period beginning on or after
December 15, 2012. The adoption of ASU 2013-02 did not materially impact the Company's financial statements
given that the only reclassifications out of other comprehensive income for the nine months ended September 30,
2013, relate to sales of available-for-sale investment securities, where gains/losses are recognized in non-interest
income.

In January 2013, the FASB issued ASU No. 2013-01, “Clarifying the Scope of Disclosures about Offsetting Assets and
Liabilities,” in order to clarify the scope of ASU 2011-11, “Disclosures About Offsetting Assets and Liabilities,” issued
in December 2011. ASU 2011-11 required entities to disclose both gross and net information about instruments and
transactions eligible for offset in the statement of financial position and instruments and transactions subject to an
agreement similar to a master netting arrangement. This ASU was issued to allow investors to better compare

financial statements prepared under U.S. GAAP with financial statements prepared under International Financial
Reporting Standards, or IFRS. ASU 2013-01 clarified that ASU 2011-11 applies to derivatives, sale and repurchase
agreements and reverse sale of repurchase agreements, and securities borrowing and securities lending arrangements,
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but does not apply to standard commercial contracts allowing either party to net in the event of default or to
broker-dealer unsettled regular-way trades. Both ASU's are effective for public companies retrospectively for fiscal
years, and interim periods within those years, beginning on or after January 1, 2013. The adoption of ASU 2013-02
and 2011-11 impacted only our disclosures and did not have an impact on our results of operations or financial
position.

In July 2012, the FASB issued ASU No. 2012-02, “Testing Indefinite-Lived Assets for Impairment,” which reduces the
cost and complexity of performing an impairment test for indefinite-lived asset categories by simplifying how an

entity performs the testing of those assets. Similar to the amendments to goodwill impairment testing issued in
September 2011, an entity has the option first to assess qualitative factors to determine whether the existence of events
and circumstances indicates that it is more likely than not that the indefinite-lived intangible asset is impaired. If an
entity concludes that it is not more likely than not that the indefinite-lived intangible asset is impaired, then the entity

is not required to take further action. If an entity concludes otherwise, then it is required to determine the fair value of
the indefinite-lived intangible asset and perform the quantitative impairment test. The provisions of ASU 2012-02 are
effective for annual and interim goodwill impairment tests performed for

12
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fiscal years beginning after September 15, 2012, with early adoption permitted. The adoption of ASU 2012-02 did not
have a material impact on the Company’s consolidated financial position, results of operations or cash flows.

In December 2011, the FASB issued ASU No. 2011-11, “Balance Sheet (Topic 210): Disclosures about Offsetting
Assets and Liabilities,” which provides enhanced disclosures that will enable users of its financial statements to
evaluate the effect or potential effect of netting arrangements on an entity’s financial position. This includes the effect
or potential effect of rights of offset associated with an entity’s recognized assets and recognized liabilities within the
scope of this update. The amendments require enhanced disclosures by requiring improved information about
financial instruments and derivative instruments that are either (1) offset in accordance with either Section 210-20-45
or Section 815-10-45 or (2) subject to an enforceable master netting arrangement or similar agreement, irrespective of
whether they are offset in accordance with either Section 210-20-45 or Section 815-10-45. This pronouncement is
effective for the Company retrospectively beginning January 1, 2013, and the adoption of this pronouncement did not

have a material impact on the Company’s financial statements.

RECLASSIFICATION

Certain items previously reported have been reclassified to conform with the current year’s reporting presentation and

are considered immaterial.

[2] INVESTMENT SECURITIES

Investment securities available-for-sale and held-to-maturity are comprised of the following:
September 30, 2013

Amortized Gross Gross Estimated
(Dollars in thousands) Unrealized Unrealized )

Cost .. .. Fair Value

Appreciation Depreciation

Investment securities available-for-sale:
Corporate bonds $56,962 $97 $676 $56,383
Trust preferred securities 17,284 — 1,373 15911
Non-agency mortgage-backed securities 7,742 29 21 7,750
Agency collateralized mortgage obligations 85,868 875 672 86,071
Agency mortgage-backed securities 48,421 283 706 47,998
Total investment securities available-for-sale $216,277 $1,284 $3,448 $214,113
Investment securities held-to-maturity:
Corporate bonds $5,000 $130 $— $5,130
Municipal bonds 20,293 — 736 19,557
Total investment securities held-to-maturity $25,293 $130 $736 $24.687
Total $241,570 $1,414 $4,184 $238,800

December 31, 2012

Amortized Gross Gross Estimated
(Dollars in thousands) Unrealized Unrealized )

Cost .. .. Fair Value

Appreciation Depreciation

Investment securities available-for-sale:
Corporate bonds $54,206 $417 $720 $53,903
Municipal bonds 19,858 286 26 20,118
Non-agency mortgage-backed securities 7,748 574 — 8,322
Agency collateralized mortgage obligations 54,432 1,436 — 55,868
Agency mortgage-backed securities 52,342 634 — 52,976
Total investment securities available-for-sale $188,586 $3,347 $746 $191,187
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As of September 30, 2013, investment securities held-to-maturity include municipal bonds reclassified from
available-for-sale to held-to-maturity, in the second quarter of 2013, as well as a new security purchased in the third
quarter of 2013.

As of September 30, 2013, the contractual maturities of the debt securities are:
September 30, 2013

Available-for-Sale Held-to-Maturity
(Dollars in thousands) Amortized EsFimated Amortized EsFimated
Cost Fair Value Cost Fair Value
Due in one year or less $— $— $— $—
Due from one to five years 50,053 49,867 6,030 6,142
Due from five to ten years 9,344 9,005 7,226 7,022
Due after ten years 156,880 155,241 12,037 11,523
Total $216,277 $214,113 $25,293 $24,687

Included in the $155.2 million fair value of investment securities available-for-sale with a contractual maturity due
after ten years as of September 30, 2013, are $104.9 million or 67.6% in floating rate securities.

Prepayments may shorten the lives of the collateralized mortgage obligations and mortgage-backed securities.

Proceeds from the sale of investment securities available-for-sale during the three months ended September 30, 2013
and 2012, were $0 and $3.1 million, respectively. Gross gains of $0 and $0.1 million were realized on these sales and
reclassified out of accumulated other comprehensive income during the three months ended September 30, 2013 and
2012, respectively. There were no realized losses, during the three months ended September 30, 2013 and 2012, on
investment securities available-for-sale.

Proceeds from the sale of investment securities available-for-sale during the nine months ended September 30, 2013
and 2012, were $58.0 million and $19.7 million, respectively. Gross gains of $0.8 million and $1.1 million were
realized on these sales and reclassified out of accumulated other comprehensive income during the nine months ended
September 30, 2013 and 2012, respectively. There were no realized losses, during the nine months ended September
30, 2013 and 2012, on investment securities available-for-sale.

Investment securities available-for-sale of $29.2 million, as of September 30, 2013, are available as collateral for
borrowings at the FHLB.

The following tables show the fair value and gross unrealized losses on investment securities available-for-sale and
held-to-maturity, aggregated by investment category and length of time that the individual securities have been in a
continuous unrealized loss position as of September 30, 2013 and December 31, 2012, respectively:

September 30, 2013

Less than 12 Months 12 Months or More  Total

(Dollars in thousands) Fair value Unrealized Fair value Unrealized Fair value Unrealized
losses losses losses

Investment securities available-for-sale:

Corporate bonds $32,233 $412 $2,936 $264 $35,169 $676

Trust preferred securities 15,911 1,373 — — 15911 1,373

Non-agency mortgage-backed securities 4,360 21 — — 4,360 21

Agency collateralized mortgage obligations 55,706 672 — — 55,706 672

Agency mortgage-backed securities 22,903 706 — — 22,903 706

Total investment securities available-for-sale $131,113 $3,184 $2,936 $264 $134,049 $3,448
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Investment securities held-to-maturity:

Municipal bonds 19,557 736 — —
Total investment securities held-to-maturity $19,557 $736 $— $—
Total temporarily impaired securities $150,670 $3,920 $2,936 $264
14

19,557 736
$19,557 $736
$153,606 $4,184
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December 31, 2012
Less than 12 Months 12 Months or More  Total

(Dollars in thousands) Fair value Unrealized Fair value Unrealized Fair value Unrealized
losses losses losses

Investment securities available-for-sale:

Corporate bonds $2,513  $720 $— $— $2,513  $720

Municipal bonds 4,653 26 — — 4,653 26

Non-agency mortgage-backed securities — — — — — —

Agency collateralized mortgage obligations — — — — — —

Agency mortgage-backed securities — — — — — —

Total temporarily impaired securities $7,166 $746 $— $— $7,166 $746

The change in the fair values of our municipal bonds and fixed rate agency mortgage-backed securities are primarily
the result of interest rate fluctuations. To assess for impairment on municipal bonds, corporate bonds, trust preferred
securities and non-agency mortgage-backed securities, management reviews the underlying issuer, related credit rating
and underlying financial performance through a review of publicly available financial statements. The Company does
not intend to sell and it is not likely that it will be required to sell any of the securities, referenced in the table above,
in an unrealized loss position before recovery of their amortized cost. Based on this, the Company considers all of the
unrealized losses to be temporary impairment losses. Within the available-for-sale portfolio, there were 37 positions,
aggregating to $3.4 million, that were temporarily impaired as of September 30, 2013, and four positions, aggregating
to $0.7 million, that were temporarily impaired as of December 31, 2012. Within the held-to-maturity portfolio, there
were 24 positions, aggregating to $0.7 million, that were temporarily impaired as of September 30, 2013.

There were no investment securities classified as trading securities outstanding as of September 30, 2013 and
December 31, 2012.

Proceeds from the sale of investment securities trading, comprised of U.S. Treasury Notes, during the three months
ended September 30, 2013 and 2012, were $28.3 million and $39.9 million, respectively. Income on investment
securities trading during the three months ended September 30, 2013 was $4,000, compared to $0.2 million during the
three months ended September 30, 2012.

Proceeds from the sale of investment securities trading, comprised of U.S. Treasury Notes, during the nine months
ended September 30, 2013 and 2012, were $77.4 million and $84.7 million, respectively. Income on investment
securities trading during the nine months ended September 30, 2013 and 2012 was $0.1 million and $0.5 million,
respectively.

[3] LOANS RECEIVABLE, NET

Loans receivable is comprised of the following:
September 30, 2013

Commercial Commercial Private

(Dollars in thousands) and . Total
. Real Estate  Banking-Personal

Industrial
Loans held-for-investment, before deferred fees $882,459 $521,606 $ 367,387 $1,771,452
Less: net deferred loan (fees) costs (3,914 )(1,396 )362 (4,948 )
Loans held-for-investment, net of deferred fees $878,545 $520,210 $ 367,749 $1,766,504
Less: allowance for loan losses (12,949 ) (4,476 ) (856 ) (18,281 )
Loans receivable, net $865,596 $515,734 $ 366,893 $1,748,223
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December 31, 2012

Commercial Commercial Private

(Dollars in thousands) and . Total
. Real Estate  Banking-Personal

Industrial
Loans held-for-investment, before deferred fees $876,443 $474,679 $ 296,224 $1,647,346
Less: net deferred loan (fees) costs (4,450 )(1,471 )203 (5,718 )
Loans held-for-investment, net of deferred fees $871,993 $473,208 $ 296,427 $1,641,628
Less: allowance for loan losses (11,319 )(5,252 )(1,303 ) (17,874 )
Loans receivable, net $860,674 $467,956 $ 295,124 $1,623,754

The Company's customers have unused loan commitments. Often these commitments are not fully utilized and
therefore the total amount does not necessarily represent future cash requirements. The amount of unfunded
commitments, including letters of credit, as of September 30, 2013 and December 31, 2012, was $725.8 million and
$613.5 million, respectively. The interest rate for each commitment is based on the prevailing market conditions at the
time of funding. The lending commitment maturities as of September 30, 2013, are as follows: $328.5 million in one
year or less; $160.9 million in one to three years; and $236.5 million in greater than three years. The reserve for losses
on unfunded commitments was $0.5 million and $0.4 million, as of September 30, 2013 and December 31, 2012,
respectively, which includes reserves for probable losses on unfunded loan commitments, including letters of credit,
and also risk participations.

As of September 30, 2013 and December 31, 2012, the Company had loans in the process of origination totaling
approximately $51.8 million and $46.2 million, respectively, which extend over varying periods of time with the
majority being disbursed within a 30 to 60 day period.

The Company issues standby letters of credit in the normal course of business. Standby letters of credit are conditional
commitments issued to guarantee the performance of a customer to a third party. Standby letters of credit generally are
contingent upon the failure of the customer to perform according to the terms of the underlying contract with the third
party. The Company would be required to perform under the standby letters of credit when drawn upon by the
guaranteed party in the case of non-performance by the Company’s customer. Collateral may be obtained based on
management’s credit assessment of the customer. The unfunded commitments amount related to standby letters of
credit as of September 30, 2013, included in the total listed above, is $88.6 million of which a portion is collateralized.
Should the Company be obligated to perform under the standby letters of credit the Company will seek recourse from
the customer for reimbursement of amounts paid. As of September 30, 2013, $18.7 million (in the aggregate) in
standby letters of credit will expire within one year, while the remaining standby letters of credit will expire in periods
greater than one year. During the three and 