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Purchases, issuances, and settlements

Purchases
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Issuances
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 -
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372,065 

681,526 

Sales

 -

(1,343)

(305,396)

(410,345)

Settlements

 -

 -

 -

 -

Ending balance

$                                   - 

$                                        - 
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$                            562,957 

$                            489,938 

﻿

The amount of total gains or losses for the period

included in earnings attributable to the change in
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unrealized gains or losses relating to assets still

held at the reporting date.

$                                   - 

$                                        - 

$                                7,735 

$                                4,321 

﻿

﻿

﻿

Edgar Filing: FARRELL W JAMES - Form 4

Explanation of Responses: 6



﻿ Fair Value Measurements Using
﻿ Significant Unobservable Inputs
﻿ (Level 3)
﻿
﻿ Investment in Assets
﻿ unconsolidated entity held for sale
﻿ September 30, 2016 December 31, 2015 September 30, 2016 December 31, 2015
Beginning balance $                         178,520 $                             193,595 $                             583,909 $                             887,929 
Transfers into level 3  -  -  -  -
Transfers out of level
3  -  -  -  -
Total gains or losses
(realized/unrealized)
Included in earnings (14,753) (2,430) (45,443) (4,662)
Included in other
comprehensive
income  -  -  -  -
Purchases, issuances,
and settlements
Purchases  -  -  -  -
Issuances  -  -  -  -
Sales  -  - (64,605) (149,560)
Settlements (6,371) (12,645) (87,706) (149,798)
Ending balance $                         157,396 $                             178,520 $                             386,155 $                             583,909 
﻿
The amount of total
gains or losses for
the period
included in earnings
attributable to the
change in
unrealized gains or
losses relating to
assets still
held at the reporting
date. $                        (14,753) $                               (2,430) $                               44,884 $                                 4,662 
﻿
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Assets measured at fair value on a nonrecurring basis, segregated by fair value hierarchy, during the periods shown are
summarized below (in thousands):

﻿
﻿
﻿ Fair Value Measurements at Reporting Date Using
﻿ Quoted prices in active Significant other Significant
﻿ markets for identical observable unobservable
﻿ Fair value assets inputs inputs *
Description September 30, 2016 (Level 1) (Level 2) (Level 3)
﻿
Impaired
loans -
collateral
dependent $                             5,481 $                                       - $                                       - $                               5,481 
Intangible
assets 5,682  -  - 5,682 
﻿ $                          11,163 $                                       - $                                       - $                             11,163 
﻿

﻿

﻿
﻿
﻿ Fair Value Measurements at Reporting Date Using
﻿ Quoted prices in active Significant other Significant
﻿ markets for identical observable unobservable
﻿ Fair value assets inputs inputs *
Description December 31, 2015 (Level 1) (Level 2) (Level 3)
﻿
Impaired
loans -
collateral
dependent $                             2,428 $                                       - $                                       - 2,428 
Intangible
assets 4,929  -  - 4,929 
﻿ $                             7,357 $                                       - $                                       - $                               7,357 
﻿

(1) The method of valuation approach for the impaired loans was the market value approach based upon appraisals of
the underlying collateral by external appraisers, reduced by 7-10% for estimated selling costs. Intangible assets
are valued based upon internal analyses.

﻿

At September 30, 2016, impaired loans and troubled debt restructuring that are measured based on the value of
underlying collateral have been presented at their fair value, less costs to sell,  of $5.5 million through specific
reserves and other write downs of $1.4 million or by recording charge-offs when the carrying value exceeds the fair
value.  Included in the impaired balance at September 30, 2016 were six troubled debt restructured loans with a
balance of $1.6 million which had specific reserves of $565,000.  Valuation techniques consistent with the market
and/or cost approach were used to measure fair value and primarily included observable inputs for the individual
impaired loans being evaluated such as recent sales of similar assets or observable market data for operational or
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carrying costs. In cases where such inputs were unobservable, the loan balance is reflected within the Level 3
hierarchy.  The fair value of other real estate owned is based on an appraisal of the property using the market approach
for valuation.

﻿

Note 9. Derivatives

﻿

The Company utilizes derivative instruments to assist in the management of interest rate sensitivity by modifying the
repricing, maturity and option characteristics on commercial real estate loans held for sale.  These instruments are not
accounted for as hedges.  As of September 30, 2016, the Company had entered into twenty-two interest rate swap
agreements with an aggregate notional amount of $142.8 million.  These swap agreements provide for the Company to
receive an adjustable rate of interest based upon the three-month London Interbank Offering Rate (LIBOR).  The
Company recorded a loss of $5.4 million for the nine months ended September 30, 2016 to recognize the fair value of
the derivative instruments which is reported in gain (loss) on sale of loans.  The amount payable by the Company
under these swap agreements was $5.3 million at September 30, 2016 which is reported in other liabilities.  The
Company had minimum collateral posting thresholds with certain of its derivative counterparties and had posted cash
collateral of $7.0 million as of September 30, 2016.
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﻿

The maturity dates, notional amounts, interest rates paid and received and fair value of the Company’s remaining
interest rate swap agreements as of September 30, 2016 are summarized below (in thousands):

﻿

﻿
﻿
﻿ September 30, 2016
Maturity date Notional amount Interest rate paid Interest rate received Fair value
May 9, 2021 $                    3,400 1.18% 0.79% $               (3)
August 4, 2021 10,300 1.12% 0.77% 24 
October 4, 2021 5,600 1.19% 0.00% (2)
August 17, 2025 4,000 2.27% 0.80% (296)
August 17, 2025 2,500 2.27% 0.80% (185)
August 17, 2025 2,500 2.27% 0.80% (185)
October 7, 2025 3,200 2.06% 0.66% (179)
November 27, 2025 1,700 2.10% 0.83% (103)
December 11, 2025 2,400 2.14% 0.85% (152)
December 15, 2025 5,300 2.10% 0.85% (320)
December 17, 2025 3,300 2.18% 0.86% (222)
December 23, 2025 6,800 2.16% 0.86% (442)
December 24, 2025 8,200 2.17% 0.86% (546)
December 29, 2025 9,900 2.20% 0.85% (686)
December 30, 2025 14,800 2.19% 0.84% (1,006)
January 28, 2026 3,000 1.87% 0.74% (120)
March 10, 2026 1,200 1.69% 0.85% (28)
March 29, 2026 1,700 1.74% 0.85% (47)
April 18, 2026 12,500 1.66% 0.68% (252)
April 18, 2026 6,600 1.67% 0.68% (140)
June 8, 2026 27,600 1.61% 0.84% (434)
July 20, 2026 6,300 1.44% 0.70% 3 
Total $                142,800 $        (5,321)
﻿

﻿

Note 10. Other Identifiable Intangible Assets

﻿

On November 29, 2012, the Company acquired certain software rights and personnel of a prepaid card program
manager in Europe for approximately $1.8 million. The Company allocated the majority of the $1.8 million
acquisition cost to software used for its prepaid card business, with related services provided by its European data
processing subsidiary.  The software is being amortized over eight years.  Amortization expense is $217,000 per year
 ($800,000 over the next five years).  The gross carrying amount of the software is $1.8 million and as of September
30, 2016  the accumulated amortization was $1.0 million.
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The Company accounts for its customer list in accordance with ASC 350, “Intangibles-Goodwill and Other”. The
acquisition of the Stored Value Solutions division of Marshall Bank First in 2007 resulted in a customer list intangible
of $12.0 million which is being amortized over a 12 year period. Amortization expense is $1.0 million per year ($3.9
million over the next five years).  The gross carrying amount of the customer list intangible is $12.0 million and as of
September 30, 2016 the accumulated amortization was $8.8 million.  For both 2016 and 2015, amortization expense
for the third quarter was $250,000 and for the nine months was $750,000.  In the second quarter of 2016, the
Company purchased approximately $60 million in fleet vehicle leases which resulted in a customer list intangible of
$1.8 million which is being amortized over a  12 year period.  Amortization expense is $176,000 per year ($880,000
over the next five years). The Company preliminarily allocated the $1.8 million to the customer list and expects to
complete its accounting for this purchase by the fourth quarter of 2016. Until completion, the above allocation of
purchase price is considered preliminary. As of September 30, 2016 the gross carrying amount of the customer list
intangible is $1.8 million and the accumulated amortization was $149,000.  For 2016,   estimated amortization
expense for the third quarter was $100,000 and for the nine months was $149,000.
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Note 11. Recent Accounting Pronouncements

﻿

In May 2014, the FASB issued Accounting Standards Update (ASU) 2014-09, “Revenue from Contracts with
Customers”.  This ASU establishes a comprehensive revenue recognition standard for virtually all industries in U.S.
GAAP, including those that previously followed industry-specific guidance such as the real estate and construction
industries.  The revenue standard’s core principle is built on the contract between a vendor and a customer for the
provision of goods and services.  It attempts to depict the exchange of rights and obligations between the parties in the
pattern of revenue recognition based on the consideration to which the vendor is entitled.  To accomplish this, the
standard requires five basic steps: (i) identify the contract with the customer, (ii) identify the performance obligations
in the contract, (iii) identify the transaction price, (iv) allocate the transaction price to the performance obligations in
the contract, (v) recognize revenue when (or as) the entity satisfies the performance obligation.  Three basic transition
methods are available - full retrospective, retrospective with certain practical expedients, and a cumulative effect
approach.  Under the cumulative effect alternative, an entity would apply the new revenue standard only to contracts
that are incomplete under legacy U.S. GAAP at the date of initial application and recognize the cumulative effect of
the new standard as an adjustment to the opening balance of retained earnings.  The guidance in this ASU is effective
for annual periods and interim reporting periods within those annual periods, beginning after December 15, 2017.  The
Company does not expect this ASU to have a significant impact on its financial condition or results of operations.

﻿

In January 2016, the FASB issued ASU 2016-11, “Financial Instruments-Overall (Subtopic 825-10) Recognition and
Measurement of Financial Assets and Financial Liabilities”.   This ASU revises an entity’s accounting related to the
classification and measurement of investments in equity securities and the presentation of certain fair value changes
for financial liabilities measured at fair value.  It also amends certain disclosure requirements associated with the fair
value of financial instruments.  For public business entities, the amendments in this update are effective for fiscal
years beginning after December 15, 2017, including interim periods within those fiscal years.  The Company is
currently assessing the impact that the adoption of this standard will have on the financial condition and results of
operations of the Company.

﻿

In February 2016, the FASB issued ASU 2016-02, “Leases”.  The FASB issued this ASU to increase transparency and
comparability among organizations by recognizing lease assets and lease liabilities on the balance sheet by lessees for
those leases classified as operating leases under current U.S. GAAP and disclosing key information about leasing
arrangements.  The amendments in this ASU are effective for annual periods, and interim periods within those annual
periods, beginning after December 15, 2018.  Early application of this ASU is permitted for all entities.  The Company
is currently assessing the impact that the adoption of this standard will have on the financial condition and results of
operations of the Company.

﻿

In March 2016, the FASB issued ASU 2016-09, “Compensation-Stock Compensation: Improvements to Employee
Share-Based Payment Accounting”.  This ASU simplifies several areas of accounting for share based payment award
transactions, including the income tax consequences, classification of awards as either equity or liabilities, and the
classification on the statement of cash flows. For public companies, this is effective for annual periods beginning after
December 15, 2016, and the interim periods within those annual periods. The Company is currently assessing the
impact that the adoption of this standard will have on the financial condition and results of operations of the
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Company.   

﻿

In June 2016 the FASB issued ASU 2016-13, “Financial Instruments – Credit Losses (Topic 326): Measurement of
Credit Losses on Financial Instruments-Update”.  The Update changes the accounting for credit losses on loans and
debt securities.  For loans and held-to-maturity debt securities, the Update requires an expected credit loss model to
determine the allowance for credit losses.  The expected credit loss model estimates losses for the estimated life of the
financial asset.    Expected credit losses reflect losses over the remaining contractual life of an asset, considering the
effect of voluntary prepayments and considering available information about the collectability of cash flows, including
information about past events, current conditions, and reasonable and supportable forecasts.  The resulting allowance
for credit losses reflects the portion of the amortized cost basis that the entity does not expect to collect.  Additional
quantitative and qualitative disclosures are required upon adoption.  In addition, the Update modifies the
other-than-temporary impairment model for available-for-sale debt securities to require an allowance for credit
impairment instead of a direct write-down, which allows for reversal of credit impairments in future periods.  The
guidance is effective in first quarter 2020 with a cumulative-effect adjustment to retained earnings as of the beginning
of the year of adoption.  Early adoption is permitted beginning in first quarter 2019. The Company is evaluating the
impact the Update will have on the consolidated financial statements.

﻿

Note 12.  Regulatory Matters

﻿

It is the policy of the Federal Reserve that financial holding companies should pay cash dividends on common stock
only out of income available over the past year and only if prospective earnings retention is consistent with the
organization’s expected future needs and
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financial condition.  The policy provides that a financial holding company should not maintain a level of cash
dividends that undermines the financial holding company’s ability to serve as a source of strength to its banking
subsidiaries.  

﻿

Various federal and state statutory provisions limit the amount of dividends that subsidiary banks can pay to their
holding companies without regulatory approval.  Under Delaware banking law, the Bank’s directors may declare
dividends on common or preferred stock of so much of its net profits as they judge expedient, but the Bank must,
before the declaration of a dividend on common stock from net profits, carry 50% of its net profits from the preceding
period for which the dividend is paid to its surplus fund until its surplus fund amounts to 50% of its capital stock and
thereafter must carry 25% of its net profits for the preceding period for which the dividend is paid to its surplus fund
until its surplus fund amounts to 100% of its capital stock.

﻿

In addition to these explicit limitations, federal and state regulatory agencies are authorized to prohibit a banking
subsidiary or financial holding company from engaging in an unsafe or unsound practice.  Depending upon the
circumstances, the agencies could take the position that paying a dividend would constitute an unsafe or unsound
banking practice.  In August 2015, the Bank entered into an Amendment to a 2014 Consent Order with the FDIC
pursuant to which the Bank may not pay dividends without prior FDIC approval.  On May 11, 2015, the Company had
received a Supervisory Letter pursuant to which the Company may not pay dividends without prior Federal Reserve
approval.  The Federal Reserve approved the payment of the interest on the Company’s trust preferred securities due
September 15, 2016.  Future payments are subject to future approval by the Federal Reserve.

The Company and the Bank are subject to various regulatory capital requirements administered by the federal banking
agencies.  Failure to meet minimum capital requirements can initiate certain mandatory and possible additional
discretionary actions by regulators that, if undertaken, could have a direct material effect on the Company’s
consolidated financial statements.  Under capital adequacy guidelines and the regulatory framework for prompt
corrective action, the Company and the Bank must meet specific capital guidelines that involve quantitative measures
of their assets, liabilities and certain off-balance-sheet items as calculated under regulatory accounting practices.  The
capital amounts and classification of the Company and the Bank are also subject to qualitative judgments by the
regulators about components, risk weightings and other factors.

Note 13. Legal

﻿

On July 17, 2014, a class action securities complaint captioned Fletcher v. The Bancorp Inc., et al., was filed in the
United States District Court for the District of Delaware.   A consolidated version of that class action complaint was
filed before the same court on January 23, 2015 on behalf of Lead Plaintiffs Arkansas Public Employees Retirement
System and Arkansas Teacher Retirement System under the caption of In Re The Bancorp, Inc. Securities Litigation,
Case No. 14-cv-0952 (SLR).  On October 26, 2015, Lead Plaintiffs filed an amended consolidated complaint against
Bancorp, Betsy Z. Cohen, Paul Frenkiel, Frank M. Mastrangelo and Jeremy Kuiper, which alleges that during a class
period beginning January 26, 2011 through June 26, 2015, the defendants made materially false and/or misleading
statements and/or failed to disclose that (i) Bancorp had wrongfully extended and modified problem loans and
under-reserved for loan losses due to adverse loans, (ii) Bancorp’s operations and credit practices were in violation of
the Bank Secrecy Act (BSA), and (iii) as a result, Bancorp’s financial statements, press releases and public statements
were materially false and misleading during the relevant period. The amended consolidated complaint further alleges
that, as a result, the price of Bancorp’s common stock was artificially inflated and fell once the defendants’
misstatements and omissions were revealed, causing damage to the plaintiffs and the other members of the class.  The
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complaint asks for an unspecified amount of damages, prejudgment and post-judgment interest and attorneys’
fees. This litigation is in its preliminary stages.  The defendants filed a motion to dismiss the amended consolidated
complaint on November 23, 2015.  Oral argument on the defendants’ motion was held on January 29, 2016 and a court
ruling on the motion has been pending.  On July 27, 2016, we and all other individually-named defendants entered
into a Stipulation and Agreement of Settlement (Settlement Agreement) with respect to the consolidated class
action.  Under the terms of the Settlement Agreement, we will pay $17.5 million to the plaintiffs as full and complete
settlement of the litigation.  All amounts paid by us will be fully funded by the Company’s insurance carriers.  All
terms of the Settlement Agreement are subject to court approval which is pending. 

﻿

The Company  received a subpoena from the SEC, dated March 22, 2016, relating to an investigation by the SEC of
the Company's restatement of its financial statements for the years ended December 31, 2010 through December 31,
2013 and the interim periods ended March 31, 2014, June 30, 2014 and September 30, 2014, which restatement was
filed with the SEC on September 28, 2015, and the facts and circumstances underlying the restatement.  The Company
is cooperating fully with the SEC's investigation.  The costs to respond to the subpoena and cooperate with the SEC's
investigation could be material.

﻿

On June 30, 2016, the Company received written notice from the Internal Revenue Service that it will be conducting
an audit of the Company's tax returns for the tax years 2012, 2013 and 2014.  The audit is in process.

﻿

The Company received a letter, dated August 1, 2016, demanding inspection of its books and records pursuant to
Section 220 of the Delaware General Corporation Law from legal counsel representing a shareholder (the "Demand
Letter").  In addition to demanding access to certain of the Company's books and records, the Demand Letter states
that the shareholder intends to investigate the actions of the Company's officers and directors, and that the shareholder
contemplates the commencement of a shareholder's derivative suit against
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certain officers and directors of the Company seeking the recovery of the Company's damages and other
remedies.  The Company has engaged outside counsel to represent it in this matter and is in the process of responding
to the Demand Letter and analyzing its rights and obligations.  We have been advised by our counsel in the matter that
reasonably possible losses cannot be estimated.

﻿

In addition, we are a party to various routine legal proceedings arising out of the ordinary course of our business. 
Management believes that none of these actions, individually or in the aggregate, will have a material adverse effect
on our financial condition or operations.

﻿

Note 14. Segment Financials

﻿

The Company performed a strategic evaluation of its businesses in the third quarter of 2014.  As a result of the
evaluation, the Company decided to discontinue its commercial lending operations, as described in Note 15,
Discontinued Operations.  The shift from a traditional bank balance sheet led the Company to evaluate its continuing
operations.  Based on the continuing operations of the Company, it was determined that there would be four segments
of the business: specialty finance, payments, corporate and discontinued operations.  Specialty finance includes
commercial loan sales, SBA loans, leasing and SBLOCs and any deposits generated by those business
lines.  Payments include prepaid cards, merchant payments and healthcare accounts.  Corporate includes the
investment portfolio, corporate overhead and other non-allocated expenses.  Investment income is allocated to the
payments segment.  These operating segments reflect the way the Company views its current operations.

﻿

﻿

﻿
﻿
﻿ For the three months ended September 30, 2016

﻿ Specialty finance Payments Corporate
Discontinued
operations Total

﻿ (in thousands)
Interest income $            17,727 $                    0 $              9,005 $                     - $           26,732 
Interest allocation  - 9,005 (9,005)  -  -
Interest expense 740 1,975 475  - 3,190 
Net interest income 16,987 7,030 (475)  - 23,542 
Provision for loan and
lease losses 750  -  -  - 750 
Non-interest income 4,215 15,180 509  - 19,904 
Non-interest expense 16,352 24,081 3,738  - 44,171 
Income (loss) from
continuing operations
before taxes 4,100 (1,871) (3,704)  - (1,475)
Income tax benefit  -  - 55  - 55 
Income (loss) from
continuing operations 4,100 (1,871) (3,759)  - (1,530)
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Loss from discontinued
operations  -  -  - (24,021) (24,021)
Net income (loss) $              4,100 $           (1,871) $            (3,759) $         (24,021) $         (25,551)
﻿
﻿

﻿
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﻿
﻿
﻿ For the three months ended September 30, 2015

﻿ Specialty finance Payments Corporate
Discontinued
operations Total

﻿ (in thousands)
Interest income $            12,789 $                     - $              8,404 $                     - $           21,193 
Interest allocation  - 8,404 (8,404)  -  -
Interest expense 1,267 1,918 209  - 3,395 
Net interest income 11,521 6,486 (209)  - 17,798 
Provision for loan and
lease losses 625  -  -  - 625 
Non-interest income 1,329 15,949 21  - 17,299 
Non-interest expense 12,036 33,021 2,739  - 47,795 
Income (loss) from
continuing operations
before taxes 190 (10,586) (2,927)  - (13,323)
Income tax benefit  -  - (5,706)  - (5,706)
Income (loss) from
continuing operations 190 (10,586) 2,779  - (7,617)
Income from
discontinued operations  -  -  - 2,042 2,042 
Net income (loss) $                 190 $         (10,586) $              2,779 $             2,042 $           (5,575)
﻿

﻿

﻿
﻿
﻿ For the nine months ended September 30, 2016

﻿ Specialty finance Payments Corporate
Discontinued
operations Total

﻿ (in thousands)
Interest income $            48,712 $                    2 $            25,613 $                     - $           74,327 
Interest allocation  - 25,613 (25,613)  -  -
Interest expense 2,139 5,779 1,421  - 9,339 
Net interest income 46,573 19,836 (1,421)  - 64,988 
Provision 1,810  -  -  - 1,810 
Non-interest income (6,787) * 48,245 6,674  - 48,132 
Non-interest expense 47,828 96,376 12,241  - 156,445 
Income (loss) from
continuing operations
before taxes (9,852) (28,295) (6,988)  - (45,135)
Income taxes  -  - (15,324)  - (15,324)
Income (loss) from
continuing operations (9,852) (28,295) 8,336  - (29,811)
Income from
discontinued
operations  -  -  - (37,909) (37,909)
Net income (loss) $            (9,852) $         (28,295) $              8,336 $         (37,909) $         (67,720)
﻿
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* Reflects writedown of investment in unconsolidated entity

﻿

﻿

﻿
﻿
﻿ For the nine months ended September 30, 2015

﻿ Specialty finance Payments Corporate
Discontinued
operations Total

﻿ (in thousands)
Interest income $            34,993 $                   11 $            26,278 $                      - $            61,282 
Interest allocation  - 26,278 (26,278)  -  -
Interest expense 3,745 5,568 620  - 9,933 
Net interest
income 31,248 20,721 (620)  - 51,349 
Provision 1,800  -  -  - 1,800 
Non-interest
income 14,017 48,721 62  - 62,800 
Non-interest
expense 34,111 90,174 10,804  - 135,089 

34

Edgar Filing: FARRELL W JAMES - Form 4

Explanation of Responses: 19



Income (loss) from
continuing operations
before taxes 9,354 (20,732) (11,362)  - (22,740)
Income taxes  -  - (10,817)  - (10,817)
Income (loss) from
continuing operations 9,354 (20,732) (545)  - (11,923)
Income from
discontinued operations  -  -  - 6,736 6,736 
Net income (loss) $              9,354 $          (20,732) $               (545) $              6,736 $            (5,187)
﻿

﻿

﻿
﻿
﻿ September 30, 2016

﻿ Specialty finance Payments Corporate
Discontinued
operations Total

﻿ (in thousands)
Total assets $        1,918,907 $             35,330 $        1,877,119 $           386,155 $        4,217,511 
Total
liabilities $           561,254 $        2,982,569 $           334,610 $                       - $        3,878,433 
﻿

﻿

﻿
﻿
﻿ December 31, 2015

﻿ Specialty finance Payments Corporate
Discontinued
operations Total

﻿ (in thousands)
Total assets $        1,747,558 $             35,165 $        2,399,191 $           583,909 $        4,765,823 
Total
liabilities $           783,866 $        2,991,856 $           670,100 $                       - $        4,445,822 
﻿

﻿

Note 15. Discontinued Operations

﻿

The Company performed a strategic evaluation of its businesses in the third quarter of 2014 and decided to
discontinue its commercial lending operations to focus on its specialty finance lending.  The loans which constitute
the commercial loan portfolio are in the process of disposition.  As such, financial results of the commercial lending
operations are presented as separate from continuing operations on the consolidated statements of operations and
assets of the commercial lending operations to be disposed are presented as assets held for sale on the consolidated
balance sheets.

﻿
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The results of the third quarter of 2016 reflected a fair value charge in connection with a secured commercial real
estate lending relationship held in discontinued operations.  Related loans, in the principal amount of $41.9 million,
became 90 days delinquent after the quarter ended September 30, 2016 due to the failure to make required principal
payments.  The loans are secured by a Florida shopping mall with multiple major department store anchors and over
70 various retail tenants.  Based on an appraisal of the collateral value by an independent certified appraiser, the fair
value was reduced by $23.9 million, and that amount was recorded as a charge to earnings.  The reduction in the
carrying value of the loan does not reflect any recovery on a personal guarantee that the Bank also has as additional
security. There can be no assurance that any recovery will be made on the personal guarantee.    Valuation allowances
against resulting cumulative deferred tax assets offset tax benefits related to the loss and no benefit was recognized.
Accordingly, the after tax loss was not reduced by the statutory 34% tax rate.

﻿
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The following table presents financial results of the commercial lending business included in net income (loss) from
discontinued operations for the three months and nine months ended September 30, 2016 and 2015.

﻿

﻿
﻿
﻿ For the three months ended September 30, For the nine months ended September 30,
﻿ 2016 2015 2016 2015
﻿ (in thousands)
Interest
income $                             3,891 $                            6,343 $                          15,037 $                          22,275 
Interest
expense  -  -  -  -
Provision
for loan
and lease
losses  -  -  -  -
Net
interest
income
after
provision 3,891 6,343 15,037 22,275 
﻿
Non
interest
income 575 120 678 2,456 
Non
interest
expense 25,956 3,466 53,788 14,538 
﻿
Income
(loss)
before
taxes (21,490) 2,997 (38,073) 10,193 
Income
tax
(benefit)
provision 2,531 955 (164) 3,457 
Net
income
(loss) $                        (24,021) $                            2,042 $                        (37,909) $                             6,736 
﻿

﻿

﻿
﻿
﻿ September 30, December 31,
﻿ 2016 2015
﻿ (in thousands)
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Loans, net $                         365,215 $                        568,748 
Other assets 20,940 15,161 
Total assets $                         386,155 $                        583,909 
﻿
﻿

The Company utilizes lower of cost or market valuations for discontinued operations loans which are updated based
on internal loan officers’ information, third party consultant information, internal loan review analysis and third party
review of impairments.  Based on that review, weighted average fair values were applied to the loans not specifically
reviewed.  The results of discontinued operations do not include any future severance payments.  Of the
approximately $1.1 billion in book value of loans in that portfolio as of the September 30, 2014 date of discontinuance
of operations, $365.2 million of loans remain in assets held for sale on the balance sheet as a result of loan sales,
principal paydowns and fair value charges.  The Company is attempting to sell those remaining loans.  Additionally,
the balance sheet reflects $157.4 million in investment in unconsolidated entity, which is comprised of notes owned
by the Company as a result of the sale of certain discontinued loans to Walnut Street, see Note 8, Fair Value
Measurements. 

﻿

Various elements of the lower of cost or market valuation are as follows:

﻿

﻿

﻿
Measured on a recurring basis Valuation techniques Significant unobservable inputs Range
﻿
Large balance commercial loans Discounted cash flows Discount rate 3.53% - 9.15%
﻿
Small balance commercial loans Discounted cash flows Discount rate 3.59% - 8.94%
﻿
﻿

Note 16. Subsequent Events

﻿

The Company evaluated its September 30, 2016 financial statements for subsequent events through the date the
financial statements were issued.  The Company is not aware of any subsequent events which would require
recognition or disclosure in the financial statements, not otherwise disclosed herein.

﻿

Final Prepaid Card Rule Released by the Consumer Financial Protection Bureau

﻿

On October 5, 2016, the Consumer Financial Protection Bureau (CFPB) released its final Prepaid Card Rule (Final
Prepaid Rule), which it first proposed by publication on December 23, 2014.  The effective date of the Final Prepaid
Rule is October 1, 2017, but applicability
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of certain requirements of the Final Prepaid Rule are delayed until October 1, 2018. The Final Prepaid Rule regulates
certain prepaid products, including physical cards as well as codes and other access devices. The Final Prepaid Rule
did not materially deviate from the terms of the proposed rule that we have disclosed in previous filing.  The Final
Prepaid Rule among other things, causes prepaid products to be fully-covered by Regulation E, which implements the
Electronic Fund Transfer Act, and to be covered by Regulation Z, which implements the Truth in Lending Act, to the
extent the prepaid product accesses a “credit” feature.  

﻿

The Final Prepaid Rule and related commentary is over 1,600 pages in length and provides significant discussion,
materials and commentary that we are currently assessing.  The Final Prepaid Rule includes a significant number of
changes to the regulatory framework for prepaid products, some of which include: (a) establishing a definition of
“prepaid account” within Regulation E that includes reloadable and non-reloadable physical cards, as well as codes or
other devices, and focuses on how the product is issued and used;  (b) modifying Regulation E to require that  short
form and long form disclosures be provided  to a consumer prior to a consumer agreeing to acquire a prepaid account
with certain exceptions and with specified forms that, if used, would provide a safe harbor for financial institutions;
(c) extending to  prepaid accounts the periodic transaction history and statement requirements of Regulation E, with
certain specified permissible alternatives to the provision of periodic statements; (d) extending the error resolution and
limited liability provisions of Regulation E to prepaid cards, with some modifications specific to prepaid cards; (e)
requiring financial institutions to provide prepaid account agreements to the CFPB and to either post them to the
issuer’s website or provide them upon request of the consumer in specified manner and timeframes; (f) extending
Regulation Z’s credit card rules and disclosure requirements to prepaid accounts that provide overdraft protection and
other credit features and incorporating into Regulation Z a new definition of “hybrid prepaid-credit card”; (g)  requiring
an issuer to obtain a prepaid account holder’s consent prior to adding overdraft services or other credit features and
prohibiting the issuer from adding overdraft services or other credit features for at least 30 calendar days after a
consumer registers the prepaid account; (h) prohibiting the application of different terms and conditions, such as
charging different fees, to a prepaid account depending on whether the consumer elects to link the prepaid account to
overdraft services or other credit features.

﻿

The Final Prepaid Rule represents a material change in the rules and regulations governing prepaid cards.  We rely on
prepaid cards as the largest single component of our deposits and the largest single component of our noninterest
income.  We are continuing to evaluate the Prepaid Card Rule and the impact it may have on our business and our
results of operations.  We are in the preliminary stages of evaluating and building implementation plans for the
Prepaid Card Rule and, as such, we cannot reasonably quantify the financial impact, if any, that implementation of the
Prepaid Card Rule may have on the Bank’s business, financial condition, or results of operations.
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﻿

Part I - Item 2.    Management’s Discussion and Analysis of Financial Condition and Results of Operations

﻿

Forward-Looking Statements

﻿

When used in this Form 10-Q, the words “believes”, “anticipates”, “expects” and similar expressions are intended to identify
forward-looking statements. Such statements are subject to certain risks and uncertainties more particularly described
in Item 1A, under the caption “Risk Factors,” in our Annual Report on Form 10-K for the year ended December 31,
2015 and in other of our public filings with the Securities and Exchange Commission. These risks and uncertainties
could cause actual results to differ materially from those expressed or implied in this Form 10-Q. We caution readers
not to place undue reliance on these forward-looking statements, which speak only as of the date hereof. We undertake
no obligation to publicly revise or update these forward-looking statements to reflect events or circumstances after the
date of this report except as required by applicable law.

﻿

In the following discussion we provide information about our results of operations, financial condition, liquidity and
asset quality. We intend that this information facilitate your understanding and assessment of significant changes and
trends related to our financial condition and results of operations. You should read this section in conjunction with
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” included in our Annual
Report on Form 10-K for the year ended December 31, 2015.  

﻿

 Overview

﻿

We are a Delaware financial holding company and our primary subsidiary, wholly owned, is The Bancorp Bank,
which we refer to as the Bank.  The vast majority of our revenue and income is currently generated through the
Bank.  In our continuing lending operations we have four primary lines of specialty lending: securities-backed lines of
credit, or SBLOC, automobile fleet and other equipment leasing, Small Business Administration, or SBA, loans and
loans generated for sale into capital markets primarily through commercial mortgage backed securities, or CMBS.
SBLOCs are loans which are generated through institutional banking affinity groups and are collateralized by
marketable securities.  SBLOCs are typically offered in conjunction with brokerage accounts and are offered
nationally.  Automobile fleet and other equipment leases are generated in a number of Atlantic Coast and other
states.  SBA loans and loans generated for sale into CMBS capital markets are made nationally.

In our banking operations, we focus on providing our services on a national basis to organizations with a pre-existing
customer base who can use one or more selected banking services tailored to support or complement the services
provided by these organizations to their customers.  These services include private label banking; credit and debit card
processing for merchants affiliated with independent service organizations; and prepaid cards, also known as stored
value cards, for insurers, incentive plans, large retail chains and consumer service organizations.  We typically provide
these services under the name and through the facilities of each organization with whom we develop a
relationship.  We refer to this, generally, as affinity group banking.  Our private label banking, merchant processing
and prepaid card programs are a source of fee income and low-cost deposits.  In Europe, we maintain three operational
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service subsidiaries and one subsidiary through which we offer prepaid card issuing services.  

In the third quarter of 2014, we decided to discontinue our Philadelphia-based commercial lending operations. The
loans which constitute that portfolio are in the process of disposition.  This represents a strategic shift to a focus on
our national specialty lending programs including small fleet leasing, SBLOC, CMBS origination and SBA
lending.  We anticipate using the proceeds from disposition to acquire investment securities and to provide liquidity to
fund growth in our continuing specialty lending lines.  Yields we obtain from reinvestment of the proceeds will be
subject to economic and other conditions at the time of reinvestment, including market interest rates, many of which
will be beyond our control.  We cannot predict whether income resulting from the reinvestment of loans we hold for
sale resulting from discontinued operations will match or exceed the amount from the sold loans.  Of the
approximately $1.1 billion in book value of loans in that commercial and residential portfolio as of the September 30,
2014 date of discontinuance of operations, $365.2 million of loans remain in assets held for sale on the balance sheet,
which reflects related sales, paydowns and fair value charges.  Additionally, the balance sheet reflects $157.4 million
in investment in unconsolidated entity, which is comprised of notes owned by the Company as a result of the sale of
certain discontinued loans.  We have been exiting certain deposit accounts to reduce excess balances at the Federal
Reserve Bank. 

﻿

The results of the third quarter of 2016 reflected a fair value charge in connection with a secured commercial real
estate lending relationship held in discontinued operations.  Related loans, in the principal amount of $41.9 million,
became 90 days delinquent after the quarter ended September 30, 2016 due to the failure to make required principal
payments. The loans are secured by a Florida shopping mall with multiple major department store anchors and over 70
various retail tenants.  Based on an appraisal of the collateral value by an independent certified appraiser, the fair
value was reduced by $23.9 million, and that amount was recorded as a charge to earnings. The reduction in the
carrying value of the loan does not reflect any recovery on a personal guarantee that the Bank also has as additional
security. There can be no assurance that any recovery will be made on the personal guarantee.

﻿

At the end of  the third quarter of 2016, we eliminated approximately 20% of  the Bank’s staff positions resulting in
approximately $1.3 million in related severance expense recognized in that quarter. In addition to the elimination of
the staff positions, we have developed
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a plan targeting other reductions in various non-interest expense categories including occupancy, data processing,
legal, consulting, software and others. We expect to begin implementing the plan in the fourth quarter of 2016 with
principal impact in 2017. BSA lookback expense for third quarter 2016 was $1.3 million, significantly less than in
prior periods. Additionally, the third party performing the lookback completed its work during the quarter and no
additional related third party fees are  expected to be incurred. Interest income continued to increase, reflecting growth
in SBLOC, SBA, leasing and loans held for sale into secondary markets. Reflecting those increases, net interest
income increased 32% in the third quarter of 2016 compared to third quarter 2015. The net interest income increase
also reflected continued historically low interest rates. Rates on the largest component of funding, prepaid deposits,
will only partially adjust to  increases in market rates while variable rate loans and securities should fully
adjust.  Non-interest income reflected a 7% increase in quarter over prior year quarter prepaid card fees, which is the
largest driver of non-interest income. Non-interest expense reflected the aforementioned reduced BSA lookback
expenses which should no longer be incurred. While the quarter reflected the aforementioned $1.3 million of
severance expense, future quarters should reflect related salary expense reductions.  During the quarter, we completed
a stock offering which netted approximately $74.8 million of capital, with 17.4 million common shares issued. 

﻿

On August 5, 2016, we sold in a private placement to institutional and accredited investors an aggregate of 7,560,000
shares of our common stock at a purchase price of $4.50 per share, and 40,000 shares of a new series of preferred
stock, Series C mandatorily convertible cumulative non-voting perpetual preferred stock, or the Series C Preferred
Stock, at a purchase price of $1,000 per share, for total consideration of approximately $74 million.  The Series C
Preferred Stock was mandatorily convertible into shares of common stock upon obtaining the approval of the holders
of our common stock.  Also on August 5, 2016,  we entered into an agreement with certain of our directors and
executive officers to sell an aggregate of 1,025,000 shares of our common stock at $4.50 per share, contingent upon
the receipt of stockholder approval to convert the Series C Preferred Stock to shares of common stock, and satisfaction
of stock exchange rules.  

﻿

On September 29, 2016, upon receiving the affirmative vote of a majority of the shares of common stock eligible to
vote at our special meeting held on September 29, 2016, we sold 1,025,000 shares of common stock to certain of our
directors and executive officers at $4.50 per share, for total consideration of approximately $4.6 million.  Also on
September 29, 2016, upon receiving the affirmative vote of a majority of the shares of common stock eligible to vote
at our special meeting, all shares of Series C Preferred Stock were converted into approximately 8,888,888 shares of
common stock.

﻿

In connection with the private placement discussed above, two investors, Pilgrims & Indians Capital LLC, or P&I, and
Castle Creek Capital, or CC, entered into side letter agreements with us. Under the terms of the side letter agreements,
each of P&I and CC are each entitled to have one representative appointed to our board of directors for so long as each
entity, together with its respective affiliates, owns, in the aggregate, 4% or more of all of our outstanding common
stock.  If P&I or CC hold less than 4% of all of the outstanding common shares, but 50% or more of their shares
purchased in the private placement, then such investor will be entitled to have one representative attend all meetings
of our board of directors as a nonvoting observer for so long as such entity, together with its respective affiliates,
owns, in the aggregate, 50% or more of the shares it purchased in the private placement. On August 17, 2016, our
board of directors resolved to appoint John Eggemeyer as a director in satisfaction of the side letter agreement with
CC.  Mr. Eggemeyer's appointment will be effective upon completion of regulatory review, non-objection or approval
as required by applicable law.  During the pendency of the regulatory review period, Mr. Eggemeyer will be a
non-voting observer to our board of directors. On August 17, 2016, our board of directors resolved to appoint Shivan
Govindan as director in satisfaction of the side letter agreement with P&I, subject to effective completion of
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regulatory review, non-objection or approval as required by applicable law.  At the request of P&I and Mr. Govindan,
his name has been withdrawn from consideration, and we are awaiting additional instructions from P&I as to
their proposed nominee to fill P&I’s seat on the board.  In the meantime, Mr. Govindan remains a non-voting observer
to our board of directors.

Critical Accounting Policies and Estimates

Our accounting and reporting policies conform with accounting principles generally accepted in the United States and
general practices within the financial services industry.  The preparation of financial statements in conformity with
accounting principles generally accepted in the United States requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and the accompanying notes.  Actual results
could differ from those estimates.  We believe that the determination of our allowance for loan and lease losses, our
determination of the fair value of financial instruments and the level in which an instrument is placed within the
valuation hierarchy, our determination of other than temporary impairment, and income taxes involve a higher degree
of judgment and complexity than our other significant accounting policies.

We determine our allowance for loan and lease losses with the objective of maintaining a reserve level we believe to
be sufficient to absorb our estimated probable credit losses.  We base our determination of the adequacy of the
allowance on periodic evaluations of our loan portfolio and other relevant factors.  However, this evaluation is
inherently subjective as it requires material estimates, including, among others, expected default probabilities, the
amount of loss we may incur on a defaulted loan, expected commitment usage, the amounts and timing of expected
future cash flows on impaired loans, value of collateral, estimated losses on consumer loans and residential mortgages,
and general amounts for historical loss experience.  We also evaluate economic conditions and uncertainties in
estimating losses and inherent risks in our loan portfolio.  To the extent actual outcomes differ from our estimates, we
may need
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additional provisions for loan losses.  Any such additional provisions for loan losses will be a direct charge to our
earnings.  See “Allowance for Loan and Lease Losses”.

The fair value of a financial instrument is defined as the amount at which the instrument could be exchanged in a
current transaction between willing parties, other than in a forced or liquidation sale.  We estimate the fair value of a
financial instrument using a variety of valuation methods.  Where financial instruments are actively traded and have
quoted market prices, quoted market prices are used for fair value.  When the financial instruments are not actively
traded, other observable market inputs, such as quoted prices of securities with similar characteristics, may be used, if
available, to determine fair value.  When observable market prices do not exist, we estimate fair value.  Our valuation
methods and inputs consider factors such as types of underlying assets or liabilities, rates of estimated credit losses,
interest rate or discount rate and collateral.  Our best estimate of fair value involves assumptions including, but not
limited to, various performance indicators, such as historical and projected default and recovery rates, credit ratings,
current delinquency rates, loan-to-value ratios and the possibility of obligor refinancing.

At the end of each quarter, we assess the valuation hierarchy for each asset or liability measured.  From time to time,
assets or liabilities may be transferred within hierarchy levels due to changes in availability of observable market
inputs to measure fair value at the measurement date.  Transfers into or out of hierarchy levels are based upon the fair
value at the beginning of the reporting period.

We periodically review our investment portfolio to determine whether unrealized losses on securities are temporary,
based on evaluations of the creditworthiness of the issuers or guarantors, and underlying collateral, as applicable. In
addition, we consider the continuing performance of the securities.  We recognize credit losses through the income
statement.  If management believes market value losses are temporary and that we have the ability and intention to
hold those securities to maturity, we recognize the reduction in other comprehensive income, through equity.

We account for income taxes under the liability method whereby we determine deferred tax assets and liabilities based
on the difference between the carrying values on our financial statements and the tax basis of assets and liabilities as
measured by the enacted tax rates which will be in effect when these differences reverse.  Deferred tax expense
(benefit) is the result of changes in deferred tax assets and liabilities.  We currently use the tax expenses as calculated
on year-to-date numbers, since small changes in annual estimates would have a significant change in the annual
effective rate.  

Financial Statement Restatement; Regulatory Actions 

We have adjusted our financial statement presentation for items related to discontinued operations.  Separately, we
have restated our financial statements for periods from 2010 through September 30, 2014, the last date through which
financial statements previously had been filed prior to our 2015 filing of our Annual Report on Form 10-K for the year
ended December 31, 2014. The restatement reflected the recognition of provisions for loan losses and loan charge-offs
for discontinued operations in periods earlier than those in which those charges were initially recognized. The
majority of these loan charges were originally recognized in 2014, primarily in the third quarter, when commercial
lending operations were discontinued.  An additional $28.5 million of discontinued operations losses that were not
previously reported were included within these periods.  Also, $12.7 million of losses incurred in 2015 related to loans
that were resolved before the issuance date of our financial statements and were reflected in our 2014 financial
statements.  Substantially all of the losses and corresponding restatement adjustments resulted from the discontinued
commercial loan operations. 

The Bank has entered into a Stipulation and Consent to the Issuance of a Consent Order, or the 2014 Consent Order,
with the Federal Deposit Insurance Corporation, or FDIC, which became effective on June 5, 2014.  The Bank took
this action without admitting or denying any charges of unsafe or unsound banking practices or violations of law or
regulation relating to the Bank’s BSA compliance program. 
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The 2014 Consent Order requires the Bank to take certain affirmative actions to comply with its BSA obligations,
among them: appoint a qualified BSA/OFAC (Office of Foreign Assets Control) officer; revise the written BSA
Compliance Program; develop and implement additional policies and procedures for suspicious activity monitoring
and reporting; review and enhance customer due diligence and risk assessment processes; review past account activity
to determine whether suspicious activity was properly identified and reported; strengthen internal controls, including
augmenting oversight by the Bank’s Board of Directors of BSA activities; establish an independent testing program;
and develop policies and procedures to govern staffing and training for BSA compliance. 

To date, the Bank has implemented multiple upgrades that address the requirements of the 2014 Consent Order, such
as appointing a qualified BSA/OFAC officer, increasing oversight and staffing of the BSA compliance function,
improving practices and procedures to monitor and report transactions, and increasing training, as well as adopting an
independent testing program to ensure adherence to more effective BSA standards. 
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Until the Bank submits to the FDIC (and the FDIC approves) a BSA report summarizing the completion of its
corrective actions, the 2014 Consent Order places some restrictions on certain activities: the Bank is restricted from
signing and boarding new independent sales organizations, issuing new non-benefit related reloadable prepaid card
programs, establishing new distribution channels for existing non-benefit reloadable prepaid card programs and
originating Automated Clearing House transactions for new merchant-related payments.  Until we receive the FDIC’s
approval, restrictions in these specific areas may potentially impact their growth.  We do not believe that these
restrictions will have a material impact on current revenue levels.  The Bank utilized one primary consultant related to
its BSA-AML (Anti-Money Laundering) program refinement and one primary consultant related to conducting a
lookback review of historical transactions to confirm that suspicious activity was properly identified and reported in
accordance with applicable law. The consultant assisting with BSA-AML program refinement completed its work in
2014. The consultant performing the BSA lookback completed its work in July 2016 and no additional related fees are
expected to be incurred. Suspicious activity reports resulting from the lookback have been filed. 

On August 27, 2015, the Bank entered into an Amendment to Consent Order, or the Amendment, with the FDIC,
amending the 2014 Consent Order.  The Bank took this action without admitting or denying any additional charges of
unsafe or unsound banking practices or violations of law or regulation relating to continued weaknesses in the Bank’s
BSA compliance program.  The Amendment provides that the Bank may not declare or pay any dividend without the
prior written consent of the FDIC and for certain assurances regarding management.

On May 11, 2015, the Federal Reserve issued a letter, or the Supervisory Letter, to the Bank as a result of the 2014
Consent Order and the Amendment, (which, at the time of the Supervisory Letter, was in proposed form), which
provides that we may not pay any dividends on our common stock, make any distributions to our European entities or
make any interest payments on our trust preferred securities, without the prior written approval of the Federal
Reserve.  It further provides that we may not incur any debt (excluding payables in the ordinary course of business) or
redeem any shares of our stock, without the prior written approval of the Federal Reserve.  The Federal Reserve
approved the payment of the interest on our trust preferred securities which was due June 15, 2016.  Future payments
are subject to future approval by the Federal Reserve.

On December 23, 2015 the Bank entered into a Stipulation and Consent to the Issuance of an Amended Consent
Order, Order for Restitution, and Order to Pay Civil Money Penalty with the FDIC, which we refer to as the 2015
Consent Order. The Bank took this action without admitting or denying any charges of violations of law or
regulation.  The 2015 Consent Order supercedes in its entirety the terms of a previous consent order entered into in
2012. 

﻿

The 2015 Consent Order was based on FDIC allegations regarding electronic fund transfer, or EFT, error resolution
practices, account termination practices and fee practices of various third parties with whom the Bank had previously
provided, or currently provides, deposit-related products which we refer to as Third Parties.  The specific operational
practices of the third parties identified by the FDIC were the following: practices related to the termination of a
third-party rewards program tied to deposit accounts, including the timing of the notice of termination, and the
disclosure of the effects of such termination on the consumer’s ability to obtain unredeemed rewards; practices
performed by third parties related to the time frames within which we must respond to a consumer’s notice of error
related to electronic transactions related to various types of deposit accounts; and, practices related to the timing and
frequency of disclosed account fees and the manner by which the accountholder is notified of these fees in periodic
statements which are generated by third parties.  The 2015 Consent Order continues the Bank's obligations originally
set forth in the 2012 Consent Order, including its obligations to increase board oversight of the Bank's compliance
management system, or CMS, improve the Bank's CMS, enhance its internal audit program, increase its management
and oversight of Third Parties, and correct any apparent violations of law.  The 2015 Consent Order also directs the
Bank’s Board to establish a Complaint and Error Claim Oversight and Review Committee, which we refer to as the
Complaint and Error Claim Committee, to review and oversee the Bank’s processes and practices for handling,
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monitoring and resolving consumer complaints and EFT error claims (whether received directly or through Third
Parties) and to review management's plans for correcting any weaknesses that may be found in such processes and
practices; and implement a corrective action plan regarding those prepaid cardholders who asserted or attempted to
assert EFT error claims and to provide restitution to cardholders harmed by EFT error resolution practices.  The Bank’s
Board of Directors appointed the required Complaint and Error Claim Committee on January 29, 2016.  The Bank
corrective action plan is in process.

﻿

We received a subpoena from the SEC, dated March 22, 2016, relating to an investigation by the SEC of the
restatement of our financial statements for the years ended December 31, 2010 through December 31, 2013 and the
interim periods ended March 31, 2014, June 30, 2014 and September 30, 2014, which restatement was filed with the
SEC on September 28, 2015, and the facts and circumstances underlying the restatement.  We are cooperating fully
with the SEC's investigation.  The costs to respond to the subpoena and cooperate with the SEC's investigation could
be material.

﻿

On October 5, 2016, the Consumer Financial Protection Bureau (CFPB) released its final Prepaid Card Rule (Final
Prepaid Rule), which it first proposed by publication on December 23, 2014.  The effective date of the Final Prepaid
Rule is October 1, 2017, but applicability of certain requirements of the Final Prepaid Rule are delayed until October
1, 2018. The Final Prepaid Rule regulates certain prepaid products, including physical cards as well as codes and other
access devices. The Final Prepaid Rule did not materially deviate from the
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terms of the proposed rule that we have disclosed in previous filing.  The Final Prepaid Rule among other things,
causes prepaid products to be fully-covered by Regulation E, which implements the Electronic Fund Transfer Act, and
to be covered by Regulation Z, which implements the Truth in Lending Act, to the extent the prepaid product accesses
a “credit” feature. 

﻿

The Final Prepaid Rule and related commentary is over 1,600 pages in length and provides significant discussion,
materials and commentary that we are currently assessing.  The Final Prepaid Rule includes a significant number of
changes to the regulatory framework for prepaid products, some of which include: (a) establishing a definition of
“prepaid account” within Regulation E that includes reloadable and non-reloadable physical cards, as well as codes or
other devices, and focuses on how the product is issued and used;  (b) modifying Regulation E to require that  short
form and long form disclosures be provided  to a consumer prior to a consumer agreeing to acquire a prepaid account
with certain exceptions and with specified forms that, if used, would provide a safe harbor for financial institutions;
(c) extending to  prepaid accounts the periodic transaction history and statement requirements of Regulation E, with
certain specified permissible alternatives to the provision of periodic statements; (d) extending the error resolution and
limited liability provisions of Regulation E to prepaid cards, with some modifications specific to prepaid cards; (e)
requiring financial institutions to provide prepaid account agreements to the CFPB and to either post them to the
issuer’s website or provide them upon request of the consumer in specified manner and timeframes; (f) extending
Regulation Z’s credit card rules and disclosure requirements to prepaid accounts that provide overdraft protection and
other credit features and incorporating into Regulation Z a new definition of “hybrid prepaid-credit card”; (g)  requiring
an issuer to obtain a prepaid account holder’s consent prior to adding overdraft services or other credit features and
prohibiting the issuer from adding overdraft services or other credit features for at least 30 calendar days after a
consumer registers the prepaid account; (h) prohibiting the application of different terms and conditions, such as
charging different fees, to a prepaid account depending on whether the consumer elects to link the prepaid account to
overdraft services or other credit features.

﻿

The Final Prepaid Rule represents a material change in the rules and regulations governing prepaid cards. We rely on
prepaid cards as the largest single component of our deposits and the largest single component of our non-interest
income. We are continuing to evaluate the Prepaid Card Rule and the impact it may have on our business and our
results of operations.  We are in the preliminary stages of evaluating and building implementation plans for the
Prepaid Card Rule and, as such, we cannot reasonably quantify the financial impact, if any, that implementation of the
Prepaid Card Rule may have on the Bank’s business, financial condition, or results of operations.

﻿

﻿

Results of Operations

Third quarter 2016 to third quarter 2015

Net Income: Net loss from continuing operations for the third quarter of 2016 was $1.5 million, or $.03 per diluted
share, compared to net loss of $7.6 million, or $.20 per diluted share for the third quarter of 2015.  After discontinued
operations, net loss for the third quarter of 2016 was $25.6 million compared to $5.6 million for the third quarter of
2015.  The results of the third quarter of 2016 reflected a fair value charge in connection with a secured commercial
real estate lending relationship held in discontinued operations.  Related loans, in the principal amount of $41.9
million, became 90 days delinquent after the quarter ended September 30, 2016 due to the failure to make required
principal payments. The loans are secured by a Florida shopping mall with multiple major department store anchors
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and over 70 various retail tenants.  Based on an appraisal of the collateral value by an independent certified appraiser,
the fair value was reduced by $23.9 million, and that amount was recorded as a charge to earnings. The reduction in
the carrying value of the loan does not reflect any recovery on a personal guarantee that the Bank also has as
additional security.  There can be no assurance that any recovery will be made on the personal guarantee.

﻿

Valuation allowances against resulting cumulative deferred tax assets offset tax benefits related to the loss and no
benefit was recognized. Accordingly, the after tax loss was not reduced by the statutory 34% tax rate.  Valuation
allowances are expected to begin to be reversed and increase after tax income in 2017 based on our financial
projections, but there can be no assurance that those projections will be realized.   Primarily as a result of the loan
charge and deferred tax valuation allowance, net loss from discontinued operations was $24.0 million in the third
quarter of 2016 compared to net income of $2.0 million for the third quarter of 2015. 

Results for continuing operations for the third quarter of 2016 reflected higher net interest income and non-interest
income, the completion of the consultants’ BSA lookback, severance expense for end of quarter staff position
reductions and planning and implementation of other non-interest expense reductions. Net interest income for the third
quarter of 2016 compared to the third quarter of 2015 increased to $23.5 million from $17.8 million primarily as a
result of higher loan balances and yields. Non-interest income (excluding security gains) increased $1.3 million,
which reflected a $1.7 million increase in gain on sale of loans and continuing increases in prepaid fees, the largest
driver of non-interest income.  Non-interest expense reflected a $10.3 million decrease in BSA lookback consulting
expense, an increase of $6.7 million of other non-interest expense and a $125,000 increase in the provision for loan
and lease losses.  The consultant performing the lookback completed their work in July 2016 and future related fees
are not expected to be incurred. The $6.7 million increase in other non-interest expenses (excluding BSA lookback)
was primarily driven by a $4.7 million increase in salaries and employee benefits. At the end of the third quarter of
2016, we eliminated approximately 20% of  the Bank’s
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staff positions resulting in approximately $1.3 million in related severance expense recognized in that quarter. In
addition to the elimination of the staff positions, we have developed a plan targeting other reductions in various
non-interest expense categories including occupancy, data processing, legal, consulting, software and others. We
expect to begin implementing the plan in the fourth quarter of 2016 with principal impact in 2017.  Diluted loss per
share was $0.54 in the third quarter of 2016 compared to $0.15 diluted loss per share in the third quarter of 2015
primarily reflecting the factors noted above.  

Net Interest Income: Our net interest income for the third quarter of 2016 increased to $23.5 million, an increase of
$5.7 million or 32.3% from $17.8 million in the third quarter of  2015.  Our interest income for the third quarter of
2016 increased to $26.7 million, an increase of $5.5 million or 26.1% from $21.2 million for the third quarter of
2015.  The increase in interest income resulted primarily from higher loan balances and higher yields.  Our average
loans and leases increased to $1.68 billion for third quarter 2016 from $1.32 billion for third quarter 2015, while
related interest income increased $4.8 million on a tax equivalent basis.  The increase in average loans reflected the
second quarter 2016 purchase of approximately $60 million of lease contracts in addition to organic growth in leasing,
 SBA and SBLOC lending.  Our average investment securities decreased to $1.42 billion for third quarter 2016 from
$1.46 billion for third quarter 2015, and related tax equivalent interest income decreased $759,000 on a tax equivalent
basis. The decrease in the securities portfolio reflected maturities which were reinvested in  loans which carry higher
yields.

Our net interest margin (calculated by dividing net interest income by average interest earning assets) for the third
quarter of 2016 increased to 2.69% from 2.34% in the third quarter of 2015, an increase of 35 basis points.  The
increase in the net interest margin reflected higher yields on loans and reduced balances of lower yielding deposits at
the Federal Reserve Bank.  In the first quarter of 2016, we exited certain higher cost deposit relationships which
reduced excess balances at the Federal Reserve Bank which lowered  third quarter 2016 averages.

In the third quarter of 2016, the average yield on our loans increased to 4.19% from 3.86% for the third quarter of
2015, an increase of 33 basis points.  The increase in loan yields reflected a greater proportion of higher yielding loans
including leases and SBA loans and the impact of the December 2015 25 basis point Federal Reserve Bank increase in
overnight rates.  Yields on taxable investment securities in the third quarter of 2016 increased to 2.43% compared to
1.94% for the third quarter of 2015, an increase of 49 basis points.  The increase reflected the impact of the
aforementioned 25 basis point Federal Reserve Bank rate increase.  Yields on non-taxable investments were lower at
1.79% compared to 3.67%, respectively, a decrease of 188 basis points.  The reduction reflected the sale of the vast
majority of our tax exempt portfolio in the fourth quarter of 2015 for tax planning purposes to expedite the utilization
of deferred tax assets.  Average interest earning deposits at the Federal Reserve Bank decreased $632.9 million, or
66.1% to $324.2 million in the third quarter of 2016 from $957.1 million in the third quarter of 2015.  The decrease
reflected the  impact of the first quarter 2016 exit of certain non-strategic deposits to reduce excess Federal Reserve
Bank balances which earn nominal rates.  The interest cost of total deposits and interest bearing liabilities was
relatively stable at 0.33% for the third quarter of 2016 compared to 0.31% in the third quarter of 2015. 

43

Edgar Filing: FARRELL W JAMES - Form 4

Explanation of Responses: 36



Average Daily Balances.  The following table presents the average daily balances of assets, liabilities and
stockholders’ equity and the respective interest earned or paid on interest-earning assets and interest-bearing liabilities,
as well as average annualized rates, for the periods indicated:

﻿

﻿
﻿
﻿ Three months ended September 30,
﻿ 2016 2015
﻿ Average Average Average Average
﻿ Balance Interest Rate Balance Interest Rate
﻿ (dollars in thousands)
Assets:
Interest earning assets:
Loans net of unearned
fees and costs ** $                 1,661,807 $             17,425 4.19% $                 1,292,533 $             12,466 3.86% 
Leases - bank
qualified* 21,006 418 7.96% 30,091 530 7.05% 
Investment
securities-taxable 1,373,776 8,350 2.43% 940,590 4,562 1.94% 
Investment
securities-nontaxable* 48,683 218 1.79% 518,691 4,765 3.67% 
Interest earning
deposits at Federal
Reserve Bank 324,179 397 0.49% 957,078 580 0.24% 
Federal funds sold  and
securities purchased
under agreement to
resell 39,392 146 1.48% 40,705 143 1.41% 
Net interest earning
assets 3,468,843 26,954 3.11% 3,779,688 23,046 2.44% 
﻿
Allowance for loan
and lease losses (5,267) (4,385)
Assets held for sale
from discontinued
operations 459,400 3,891 3.39% 627,806 6,343 4.04% 
Other assets 246,171 286,839 
﻿ $                 4,169,147 $                 4,689,948 
﻿
Liabilities and
shareholders' equity:
Deposits:
Demand and interest
checking $                 3,249,801 $               2,379 0.29% $                 3,998,798 $               2,850 0.29% 
Savings and money
market 392,045 423 0.43% 337,793 426 0.50% 
Time 76,931 104 0.54% 410 1 0.98% 
Total deposits 3,718,777 2,906 0.31% 4,337,001 3,277 0.30% 
﻿
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Short-term borrowings 102,243 153 0.60%  -  - 0.00% 
Repurchase
agreements 376  - 0.00% 1,606 1 0.25% 
Subordinated debt 13,401 131 3.91% 13,401 117 3.49% 
Total deposits and
interest bearing
liabilities 3,834,797 3,190 0.33% 4,352,008 3,395 0.31% 
﻿
Other liabilities 19,670 12,957 
Total liabilities 3,854,467 4,364,965 
﻿
Shareholders' equity 314,680 324,983 
﻿ $                 4,169,147 $                 4,689,948 
﻿
Net interest income on
tax equivalent basis * $             27,655 $             25,994 
﻿
Tax equivalent
adjustment 222 1,853 
﻿
Net interest income $             27,433 $             24,141 
﻿
Net interest margin * 2.69% 2.34% 
﻿
* Full taxable
equivalent basis, using
a 35% statutory tax
rate.
** Includes loans held
for sale.
﻿
﻿

For the third quarter of  2016, average interest earning assets decreased to $3.47 billion, a decrease of $310.8 million,
or 8.2% from the third quarter of 2015.  The decrease reflected a $36.8 million, or 2.5%, decrease of average
investment securities and a $632.9 million, or 66.1% decrease, of average interest earning deposits at the Federal
Reserve Bank, net of increases in average balances of loans and
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leases of $360.2 million, or 27.2%.  Average demand and interest checking deposits decreased $749.0 million, or
18.7%, which resulted from planned deposit exits to decrease such excess balances.  Those exits also resulted in lower
balances at the Federal Reserve Bank , which earn a nominal rate of interest.

﻿

Provision for Loan and Lease Losses.  Our provision for loan and lease losses was $750,000 for the third quarter of
2016 compared to $625,000 for the third quarter of 2015.  The allowance for loan losses increased to $6.1 million or
0.51% of total loans at September 30, 2016, from $4.4 million or 0.41% of total loans at December 31, 2015.  We
believe that our allowance is adequate to cover expected losses   For more information about our provision and
allowance for loan and lease losses and our loss experience, see “Financial Condition-Allowance for loan and lease
losses”, “-Net charge-offs,” and “-Non-performing loans, loans 90 days delinquent and still accruing, and troubled debt
restructurings,” below and Note 6 to the financial statements. 

﻿

Non-Interest Income. Non-interest income was $18.9 million in the third quarter of 2016 compared to $17.6 million in
the third quarter of 2015 before gains on sale of investment securities of $981,000 in the third quarter of 2016 and a
loss on sale of investment securities of $335,000 in the third quarter of 2015.  The $1.3 million, or 7.3% increase,
between those respective periods reflected a $1.7 million increase in gain on sale of loans to $903,000 in the third
quarter of 2016.  The increase in the third quarter  of 2016 compared to the third quarter of 2015 reflected a higher
volume of loans held for sale which are fair valued at quarter end.  Prepaid card fees increased by $757,000, or 6.6%,
to $12.2 million for third quarter 2016.  The increase reflected increased volumes and associated revenues attributable
to that volume.  Debit card income decreased $472,000, or 110.5%, to a loss of $45,000 for the third quarter of 2016
from income of $427,000 for the  third quarter of 2015 which reflected a decrease in income due to the sale of the
majority of our health savings accounts in the fourth quarter of 2015. That sale also resulted in a reduction in service
fees on deposit accounts which decreased $409,000, or 21.3%, to $1.5 million between those respective
periods.  Affinity fees increased slightly by $8,000, or 0.7%, to $1.1 million for the third quarter  of 2016 from $1.1
million for the third quarter of 2015.  The increase resulted from the growth in one affinity relationship.  Other
non-interest income decreased $101,000, or 22.1%, to $357,000 for the third quarter of 2016 from $458,000 in the
third quarter of 2015. A  $981,000 gain on sale of investment securities resulted primarily  from securities sales of
municipal bonds for credit reasons, based on the recommendation of a third party specialist.

﻿

Non-Interest Expense.  Total non-interest expense was $44.2 million for the third quarter of 2016, a decrease of $3.6
million, or 7.6%, over $47.8 million for the third quarter of 2015.  The decrease included a decline of $10.3 million
for BSA lookback consulting expenses, discussed previously.  Salaries and employee benefits amounted to $21.5
million, an increase of $4.7 million, or 28.3%, over $16.8 million for the third quarter of 2015.  The increase in
salaries and employee benefits reflected staff additions and related expense for increased BSA and other regulatory
compliance functions and included  temporary staff expense for the BSA lookback. Other increases reflected new staff
positions in operations and infrastructure and leasing, including expense resulting from the purchase of lease
receivables in the  second quarter of  2016.  Third quarter 2016 salary expense also reflected $1.3 million of severance
for the elimination of approximately 20% of staff positions throughout the Bank.  The reductions occurred at the end
of the quarter and related reductions in ongoing salary expense and other expense categories will be reflected in future
quarters.  Depreciation and amortization increased $70,000, or 6.0%, to $1.2 million in the third quarter of 2016 from
$1.2 million in the third quarter of 2015, which reflected increased depreciation costs related to leasehold
improvements and equipment for staff additions and information technology upgrades.  Rent and occupancy increased
$80,000, or 5.1%, to $1.6 million in the third quarter of 2016 from $1.6 million in the third quarter of 2015.  The
increase reflected a new sales office in San Francisco, leasing sales offices in Washington state and New Jersey and an
SBA office in North Carolina.  Data processing increased modestly by $22,000, or 0.6%, to $3.8 million in the  third
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quarter of 2016 from $3.7 million in the third quarter of 2015.  Printing and supplies increased $203,000, or 32.6%, to
$825,000 in the third quarter of 2016 from $622,000 in the third quarter of 2015, which reflected mailings related to
service charge increases and other periodic communications with customers.  Audit expense decreased $151,000, or
38.0%,  to $246,000 in the third quarter of 2016 from $397,000 in the third quarter of 2015 which reflected the
transfer of certain audit functions in house.  Legal expense increased $387,000, or 90.6%, to  $814,000  in the third
quarter of 2016 from $427,000 in the third quarter of 2015 primarily as a result of regulatory costs including fees
associated with an SEC subpoena related to the restatement of the financial statements (see “Financial Statements;
Regulatory Actions”).  Amortization of intangible assets increased $96,000,  or 32.2%, to $394,000 for the third quarter
of 2016 from $298,000 for the third quarter of 2015.  The increase resulted primarily from the amortization of the
intangible asset resulting from the second quarter 2016 purchase  of  $60 million of lease receivables.    FDIC
insurance expense decreased $264,000, or 9.8%, to $2.4 million for the third quarter of 2016 from $2.7 million in the
third quarter of 2015 reflecting the impact of decreased average deposits.  Software expense increased $850,000, or
44.3%, to $2.8 million in the third quarter of 2016 from $1.9 million in the third quarter of 2015 as a result of
additional information technology infrastructure to improve efficiency and scalability, including BSA software
required to satisfy regulatory requirements.  Insurance expense increased $149,000, or 30.9%, to $631,000 in the  third
quarter 2016 compared to $482,000 in the third quarter of 2015. The increase reflected higher cyber and director and
officer coverages. Telecom and IT network communications increased $124,000, or 27.1%,  to $582,000 in the third
quarter of 2016 from $458,000 in the third quarter of 2015.  Securitization and servicing expense decreased $398,000,
or 100.0%,  to $0 for the third quarter of 2016 from $398,000 for the third quarter of 2015 as there were no sales in the
third quarter of 2016.  Consulting increased $576,000, or 51.2%, to $1.7 million in the third quarter of 2016 from $1.1
million in the third quarter of 2015.  The increased expense reflected consulting related to reducing European  prepaid
operations expense,  a more scalable SBLOC loan processing system and consulting for internal information systems
report development.  Other non-interest expense increased $239,000, or 5.9%, to $4.3 million in the third quarter of
2016 from $4.0 million in the third quarter of 2015.  The increase reflected an increase in credit bureau expense of
approximately $150,000.   
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﻿

Loss on Discontinued Operations and Change in Value of Unconsolidated Entity. The results of the third quarter of
2016 reflected a fair value charge in connection with a secured commercial real estate lending relationship held in
discontinued operations.  Related loans, in the principal amount of $41.9 million, became 90 days delinquent after the
quarter ended September 30, 2016 due to the failure to make required principal payments.  The loans are secured by a
Florida shopping mall with multiple major department store anchors and over 70 various retail tenants.  Based on an
appraisal of the collateral value by an independent certified appraiser, the fair value was reduced by $23.9 million, and
that amount was recorded as a charge to earnings.  The reduction in the carrying value of the loan does not reflect any
recovery on a personal guarantee that the Bank also has as additional security.  There can be no assurance that any
recovery will be made on the personal guarantee.    Valuation allowances against resulting cumulative deferred tax
assets offset tax benefits related to the loss and no benefit was recognized.  Valuation allowances are expected to be
reversed and increase after tax income in future periods based on our financial projections but there can be no
assurance those projections will be realized.

Income Taxes.  Income tax expense for continuing operations was $55,000 for the third quarter of 2016 compared to a
benefit of $5.7 million in the third quarter of 2015.  The 34% statutory rate tax benefit relating to the continuing and
discontinued losses which would normally reduce the after tax losses, were offset by valuation allowances against
cumulative deferred tax assets.  As noted in the previous paragraph, these valuation allowances are expected to reverse
in future periods.

﻿

First nine months 2016 to first nine months 2015

Net Income:  Net loss from continuing operations for the first nine months of 2016 was $29.8 million, or $.73 per
diluted share, compared to net loss of $11.9 million, or $.32 per diluted share for the first nine months of 2015.  After
discontinued operations, net loss for the first nine months of 2016 was $67.7 million compared to net loss of $5.2
million for the first nine months of 2015.  A $13.6 million increase in net interest income was offset by a $17.9
million decrease in non-interest income (excluding security gains), a $2.4 million increase in BSA lookback-related
consulting expenses and a $12.7 million increase in salaries and employee benefits.  Non-interest income (excluding
security gains) decreased to $45.0 million in the first nine months of 2016 from $62.9 million in the first nine months
of 2015, which reflected a $15.5 million decrease in change in value of investment in an unconsolidated entity and a
$5.9 million decrease in gain on sale of loans.  The $15.5 million decrease between those respective periods reflected
a $14.7 million second quarter 2016 charge against change in value of investment in unconsolidated entity (see “Loss
on Discontinued Operations and Change in Value of Unconsolidated Entity”) in Form 10-Q for the quarter ended June
30, 2016.  The decrease in gain on sale of loans  reflected lower margins resulting from increased credit spreads. As
credit spreads increase, loan sale prices and related margins decrease.  Net interest income increased to $65.0 million
from $51.3 million primarily as a result of higher loan balances and yields.  The provision for loan and lease losses
increased $10,000 to $1.8 million in the first nine months of 2016 compared to $1.8 million in the first nine months of
2015.  Net loss from discontinued operations was $37.9 million for the first nine months of 2016, compared to net
income of $6.7 million from discontinued operations for the first nine months of 2015.  Diluted loss per share was
$1.65 for the first nine months of 2016 compared to diluted loss per share of $0.14 for the first nine months of 2015.
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Net Interest Income:  Our net interest income for the first nine months of 2016 increased to $65.0 million, an increase
of $13.6 million, or 26.6%, from $51.3 million in the first nine months of 2015.  Our interest income for the first nine
months of 2016 increased to $74.3 million, an increase of $13.0 million, or 21.3%, from $61.3 million for the first
nine months of 2015.  The increase in interest income resulted primarily from higher balances of loans and higher
yields.  Our average loans and leases increased to $1.56 billion for the first nine months of 2016 from $1.22 billion for
the first nine months of 2015, while related interest income increased $13.9 million on a tax equivalent basis.  Our
average investment securities decreased to $1.34 billion for the first nine months of 2016 from $1.51 billion for the
first nine months of 2015, while related interest income decreased $5.3 million on a tax equivalent basis.  The
decrease reflected the time required to reinvest the proceeds from the fourth quarter 2015 sale of our municipal
portfolio and continuing loan demand which resulted in fewer investment purchases.

Our net interest margin (calculated by dividing net interest income by average interest earning assets) for the first nine
months of 2016 increased to 2.57% from 2.32% in the first nine months of 2015, an increase of 25 basis points.  The
increase in the net interest margin reflected higher yields on loans and reduced balances of lower yielding deposits at
the Federal Reserve Bank.  In the first nine months of 2016, the average yield on our loans increased to 4.15% from
3.83% for the first nine months of 2015, an increase of 32 basis points.  The increase in loan yields reflected a greater
proportion of higher yielding loans including leases and SBA loans.  The increase in loan yields also reflected a
greater proportion of higher yielding loans originated for sale in secondary markets, and the impact of the December
2015, 25 basis point Federal Reserve Bank increase.  Yields on taxable investment securities were higher at 2.37%
compared to 1.98% an increase of 39 basis points. The increase reflected the impact of the aforementioned 25 basis
point Federal Reserve Bank rate increase.  Additionally, yields on non-taxable investments were lower at 2.19%
compared to 3.67%.  The reduction reflected the sale of the vast majority of our tax exempt portfolio in the fourth
quarter of 2015 for tax planning purposes to expedite the utilization of deferred tax assets.  Average interest earning
deposits at the Federal Reserve Bank decreased $511.0 million, or 51.0%, to $490.0 million in the first nine months of
2016 from $1.0 billion in the first nine months of 2015.  The decrease reflected the impact of the first quarter 2016
exit of certain non-strategic deposits to reduce excess Federal Reserve Bank balances which earn a nominal rate.  The
interest cost
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of total deposits and interest bearing liabilities was relatively stable at 0.32% for the first nine months of 2016
compared to 0.30% in the first nine months of 2015. 

Average Daily Balances.  The following table presents the average daily balances of assets, liabilities and
stockholders’ equity and the respective interest earned or paid on interest-earning assets and interest-bearing liabilities,
as well as average annualized rates, for the periods indicated:

﻿
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﻿
﻿
﻿ Nine months ended September 30,
﻿ 2016 2015
﻿ Average Average Average Average
﻿ Balance Interest Rate Balance Interest Rate
﻿ (dollars in thousands)
Assets:
Interest earning assets:
Loans net of unearned
fees and costs ** $                 1,543,448 $             48,061 4.15% $                 1,192,939 $             34,231 3.83% 
Leases - bank
qualified* 20,618 1,334 8.63% 23,936 1,247 6.95% 
Investment
securities-taxable 1,280,692 22,782 2.37% 983,557 14,628 1.98% 
Investment
securities-nontaxable* 59,892 983 2.19% 524,913 14,443 3.67% 
Interest earning
deposits at Federal
Reserve Bank 490,037 1,677 0.46% 1,001,027 1,759 0.23% 
Federal funds sold  and
securities purchased
under agreement to
resell 27,414 301 1.46% 43,724 465 1.42% 
Net interest earning
assets 3,422,101 75,138 2.93% 3,770,096 66,773 2.36% 
﻿
Allowance for loan
and lease losses (4,538) (4,089)
Assets held for sale
from discontinued
operations 528,168 15,037 3.80% 743,594 22,275 3.99% 
Other assets 283,171 293,561 
﻿ $                 4,228,902 $                 4,803,162 
﻿
Liabilities and
shareholders' Equity:
Deposits:
Demand and interest
checking $                 3,325,047 $               7,217 0.29% $                 4,122,409 $               8,293 0.27% 
Savings and money
market 390,202 1,028 0.35% 323,307 1,286 0.53% 
Time 103,624 447 0.58% 1,066 12 1.50% 
Total deposits 3,818,873 8,692 0.30% 4,446,782 9,591 0.29% 
﻿
Short-term borrowings 58,056 263 0.60%  -  - 0.00% 
Repurchase
agreements 812 1 0.16% 6,598 14 0.28% 
Subordinated debt 13,401 383 3.81% 13,401 328 3.26% 
Total deposits and
interest bearing

3,891,142 9,339 0.32% 4,466,781 9,933 0.30% 
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liabilities
﻿
Other liabilities 21,306 9,702 
Total liabilities 3,912,448 4,476,483 
﻿
Shareholders' equity 316,454 326,679 
﻿ $                 4,228,902 $                 4,803,162 
﻿
Net interest income on
tax equivalent basis * $             80,836 $             79,115 
﻿
Tax equivalent
adjustment 811 5,491 
﻿
Net interest income $             80,025 $             73,624 
﻿
Net interest margin * 2.57% 2.32% 
﻿
* Full taxable
equivalent basis, using
a 35% statutory tax
rate.
** Includes loans held
for sale.
﻿
For the first nine months of 2016, average interest earning assets decreased to $3.42 billion, a decrease of $348.0
million, or 9.2%, from the first nine months of 2015.  The decrease reflected decreased average balances of investment
securities of $167.9 million, or 11.1%, net of increased average balances of loans and leases of $347.2 million or
28.5%.  Average demand and interest checking deposits decreased $797.4 million or 19.3%. 

﻿

Provision for Loan and Lease Losses. Our provision for loan and lease losses increased $10,000, to $1.8 million for
the first nine months of 2016 compared to $1.8 million for the first nine months of 2015.  The increase in the
provision is based on our evaluation of the adequacy of our allowance for loan and leases losses, particularly in light
of current economic conditions.  At September 30, 2016, our
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allowance for loan and lease losses amounted to $6.1 million, or 0.51%, of total loans compared to $4.4 million, or
0.41%, of total loans at December 31, 2015.  For more information about our provision and allowance for loan and
lease losses and our loss experience, see “Financial Condition-Allowance for loan and lease losses”, “-Net charge-offs,”
and “-Non-performing loans, loans 90 days delinquent and still accruing, and troubled debt restructurings,” below and
Note 6 to the financial statements. 

﻿

Non-Interest Income.  Non-interest income was $45.0 million in the first nine months of 2016 compared to $62.9
million in the first nine months of 2015, before gains on securities of $3.1 million in the first nine months of 2016 and
loss on securities of $62,000 in the first nine months of 2015.  The $17.9 million, or 28.4% ,  decrease between those
respective periods reflected a net of $12.3 million of charges to value of investment in an unconsolidated entity (see
“Loss on Discontinued Operations and Change in Value of Unconsolidated Entity in Form 10-Q for the quarter ended
June 30, 2016”). Gain (loss) on sale of loans decreased $5.9 million, or 88.0%, to $809,000 for the first nine months of
2016, reflecting lower margins resulting from increased credit spreads.  Gain (loss) on sale of loans and related
expense result from the sale of commercial real estate and other commercial loans to institutions which package such
loans in secondary securities markets.  Service fees on deposit accounts decreased $2.2 million, or 40.2%, to $3.3
million for the first nine months of 2016 from $5.6 million for the first nine months of 2015 due to the sale of the
majority of our health savings accounts in the fourth quarter of 2015.  Debit card income decreased $1.6 million, or
114.9%, to a loss of $202,000 for the first nine months of 2016 from income of $1.4 million for the first nine months
of 2015 also due to that sale. Prepaid card fees increased $3.6 million, or 10.0%, to $39.3 million for the first nine
months of 2016 from $35.8 for the first nine months of 2015 which reflected increased volumes and associated
revenues attributable to that volume.  Leasing income decreased $271,000, or 15.7%, to $1.5 million for the first nine
months of 2016 from $1.7 million for the first nine months of 2015, which reflected lower gains on disposition of
leased vehicles in 2016 due to lower volume.  Affinity fees increased $1.1 million, or 46.7%, to $3.5 million for the
first nine months of 2016 from $2.4 million for the first nine months of 2015. This increase resulted primarily from
growth in one affinity relationship.  Other non-interest income increased $3.0 million, or 154.2%, to $4.9 million for
the first nine months of 2016 from $1.9 million in the first nine months of 2015. The increase resulted primarily from
a gain on the sale of Visa Europe to Visa U.S.A., in which members of Visa Europe shared in the sales proceeds.

﻿

Non-Interest Expense.  Total non-interest expense was $156.4 million for the first nine months of 2016, an increase of
$21.4 million, or 15.8%, over $135.1 million for the first nine months of 2015.  Salaries and employee benefits
expense amounted to $62.4 million, an increase of $12.7 million, or 25.6%, over $49.7 million for the first nine
months of 2015.  The increase in salaries and employee benefits expense reflected staff additions and related expenses
for increased BSA and other regulatory compliance, information technology, institutional banking and SBA loan
production and included  temporary staff expense for the BSA lookback. Other increases reflected new staff positions
in operations, infrastructure and leasing, including expense resulting from the purchase of lease receivables in the
second quarter of 2016. Third quarter 2016 salary expense also reflected $1.3 million of severance expense for the
elimination of approximately 20% of staff positions throughout the Bank.  The reductions occurred at the end of the
quarter and related reductions in ongoing salary expense and other expense categories will be reflected in future
quarters.  Depreciation and amortization increased $183,000, or 5.1%, to $3.8 million in the first nine months of 2016
from $3.6 million in the first nine months of 2015 which reflected increased depreciation costs related to leasehold
improvements and equipment for staff additions and information technology upgrades.  Rent and occupancy increased
$326,000, or 7.3%, to $4.8 million in the first nine months of 2016 from $4.5 million in the first nine months of
2015. The increase reflected a new sales office in San Francisco, leasing sales offices in Washington state and New
Jersey and an SBA office in North Carolina.   Data processing expense increased $724,000, or 6.7%, to $11.5 million
in the first nine months of 2016 from $10.7 million in the first nine months of 2015.  The increase reflected increased
account and transaction volume.  Printing and supplies increased $389,000, or 21.6%, to $2.2 million in the first nine
months of 2016 from $1.8 million in the first nine months of 2015, reflecting mailings related to service charge
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increases and other periodic communications with customers. Audit expense decreased $850,000, or 53.3%, to
$746,000 in the first nine months of 2016 from $1.6 million in the first nine months of 2015 which reflected lower
compliance audit expense and the transfer of certain audit functions in house.  Legal expense increased $1.3 million,
or 52.7%, to $3.8 million for the first nine months of 2016 from $2.5 million in the first nine months of 2015 which
reflected higher regulatory legal costs including fees associated with an SEC subpoena related to the restatement of
the financial statements (see “Financial Statements; Regulatory Actions”) and fees associated with the purchase of $60
million of lease contracts.  Amortization of intangible assets increased $139,000, or 15.6%, to $1.0 million for the first
nine months of 2016 from $893,000 for the nine months of 2015.  The increase resulted primarily from the
amortization of the intangible asset resulting from the second quarter 2016 purchase of the $60 million of lease
receivables.  FDIC insurance expense decreased $1.2 million, or 14.3%, to $7.1 million for the first nine months of
2016 from $8.3 million in the first nine months of 2015, which reflected the impact of decreased average
deposits.  Software expense increased $3.0 million, or 61.8%, to $7.8 million in the first nine months of 2016 from
$4.8 million in the first nine months of 2015 which reflected additional information technology infrastructure to
improve efficiency and scalability, including BSA software required to satisfy regulatory requirements.  Insurance
expense increased $254,000, or 17.6%, to $1.7 million in the first nine months of 2016 from $1.4 million in the first
nine months of 2015. The increase reflected higher cyber and director and officer  coverages.    Telecom and IT
network communications expense increased $127,000, or 8.9%, to $1.5 million in the first nine months of 2016 from
$1.4 million in the first nine months of 2015.  Securitization and servicing expense decreased $503,000,  or 40.2%, to
$747,000 in the first nine months of 2016 from $1.3 million in the first nine months of 2015 which reflected  a
decreased volume of sales. Consulting expense increased $869,000, or 26.0%, to $4.2 million in the first nine months
of 2016 from $3.3 million in the first nine months of 2015. The increased expense reflected consulting related to
reducing European  prepaid operations expense,  a more scalable SBLOC loan processing system, consulting for
internal information systems report development and investor relations consulting. Other non-interest
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expense increased $1.5 million, or 11.5%, to $14.1 million in the first nine months of 2016 from $12.7 million in the
first nine months of 2015. The $1.5 million increase reflected increases of $488,000 in credit bureau expense,
$346,000 in small business lending loan expense, $307,000 in customer identification expense, $187,000 in travel and
$161,000 in directors’ fees.

﻿

Income Taxes.  Income tax benefit for continuing operations was $15.3 million for the first nine months of 2016
compared to $10.8 million in the first nine months of 2015.  The increased tax benefit reflected the higher loss in
2016.

﻿

Liquidity and Capital Resources

﻿

Liquidity defines our ability to generate funds to support asset growth, meet deposit withdrawals, satisfy borrowing
needs and otherwise operate on an ongoing basis. We invest the funds we do not need for daily operations primarily in
overnight federal funds or in our interest-bearing account at the Federal Reserve.

﻿

Our primary source of funding has been deposits.  We have been exiting deposit relationships to reduce excess
balances at the Federal Reserve which earn nominal rates of interest.  Significant progress in reducing such balances
was made during 2016. Investment securities available-for-sale also provide a significant source of liquidity. Loan
repayments, also a source of funds, were exceeded by new loan disbursements during the first nine months of
2016.  While we do not have a traditional branch system, we believe that our core deposits, which include our
demand, interest checking, savings and money market accounts, have similar characteristics to those of a bank with a
branch system.  We believe that the rate on our deposits is at or below competitors’ rates.  However, the focus of our
business model is to identify affinity groups that control significant deposits as part of their business.  A key
component to the model is that the affinity group deposits are both stable and “sticky,” in the sense that they do not react
to fluctuations in the market.  Nonetheless, certain components of the deposits do experience seasonality, creating
greater excess liquidity at certain times during the year, especially the first quarter as a result of tax refund prepaid
card balances. We plan to exit additional deposit relationships to continue to manage excess liquidity. 

﻿

Historically, we have also used sources outside of our deposit products to fund our loan growth, including Federal
Home Loan Bank advances, repurchase agreements, and institutional (brokered) certificates of deposit.  In the first
nine months of 2016, the vast majority of our funding was derived from prepaid cards and transaction
accounts.  While the FDIC now classifies prepaid and most of our other deposits obtained with the cooperation of
third parties as brokered, they continue to acknowledge that such deposits are stable and low cost.  We maintain
secured borrowing lines with the Federal Home Loan Bank of Pittsburgh and the Federal Reserve Bank.  As of
September 30, 2016, we had a $491.9 million line of credit with the Federal Home Loan Bank and $172.5 million line
of credit with the Federal Reserve Bank.  These lines may be collateralized by specified types of loans or securities. 
We expect to continue to maintain our facility with the Federal Home Loan Bank and Federal Reserve Bank.  We
actively monitor our positions and contingent funding sources on a daily basis. As of September 30, 2016, we had
$70.0 million  of a daily advance outstanding on our FHLB line. We currently utilize the FHLB line to manage our
reserve requirements at the Federal Reserve Bank as a result of normal daily fluctuations in our deposit balances.
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﻿

As a holding company conducting substantially all of our business through our subsidiaries, our need for liquidity
consists principally of cash needed to make required interest payments on our trust preferred securities.  As of
September 30, 2016, we had approximate cash reserves of $10.0 million at the holding company. Current quarterly
interest payments on the $13.4 million of trust preferred securities are approximately $130,000 based on a floating rate
of 3.25% over LIBOR.  We expect that the conditions under which the amendment to the 2014 Consent Order was
issued will have been remediated and the FDIC will permit the Bank to resume paying dividends to us to fund holding
company operations.  There can, however, be no assurance that the FDIC will, in fact, allow the resumption of Bank
dividends to us at the end of that period or at all and, accordingly, there is risk that we will need to obtain alternate
sources of funding.  There can be no assurance that such sources would be available to us on acceptable terms or at all.

﻿

Included in our cash and cash-equivalents at September 30, 2016 were $312.6 million of interest earning deposits
which primarily consisted of deposits with the Federal Reserve and included deposits for reserve requirements.
Traditionally, we sell our excess funds overnight to other financial institutions, with which we have correspondent
relationships, to obtain better returns. As the federal funds rates decreased to the same 50 basis point level offered by
the Federal Reserve, we have adjusted our strategy to retain our excess funds at the Federal Reserve, which also offers
the full guarantee of the federal government.

﻿

Funding was directed primarily at cash outflows required for net loan growth of $120.3 million for the nine months
ended September 30, 2016, and $121.2 million for the nine months ended September 30, 2015. Net purchases of
investment securities for the nine months ended September 30, 2016, were $251.1 million compared to net repayments
of $165.3 million for the prior year. Deposit outflows resulted from exiting higher cost deposit relationships without
adequate offsetting fee income or loan production potential in the nine months ended September 30, 2016.  We had
outstanding commitments to fund loans, including unused lines of credit, of $1.02 billion and $831.5 million as of
September 30, 2016 and December 31, 2015, respectively. The majority of our commitments originate with security
backed lines of credit.  Such commitments are normally based on the full amount of collateral in a customers
investment account. However, such commitments have historically been drawn at only a fraction of the total
commitment.  The funding requirements for such commitments occur on a measured basis over time and would be
funded by normal deposit growth.   Of the approximately $1.1
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billion in book value of loans in that portfolio as of  the September 30, 2014 date of discontinuance of operations,
$365.2 million of loans remain as assets held for sale on the balance sheet, which reflected related sales and
paydowns. We are attempting to sell those remaining loans.  Additionally, the balance sheet reflects $157.4 million in
investment in an unconsolidated entity, which is comprised of notes owned by us as a result of the sale of certain
discontinued loans.    

﻿

Liquidity and capital ratios were enhanced during the quarter as a result of the completion of a common stock offering
for 17.5 million common shares  which generated approximately $74.8 million in funding and Tier 1 capital.

﻿

We must comply with capital adequacy guidelines issued by the FDIC.  A bank must, in general, have a Tier 1
leverage ratio of 5.00%, a ratio of Tier I capital to risk-weighted assets of 8.0%, a ratio of total capital to risk-weighted
assets of 10.0% and a ratio of common equity tier 1 to risk weighted assets of 6.5% to be considered “well capitalized.”
The Tier I leverage ratio is the ratio of Tier 1 capital to average assets for the period. “Tier I capital” includes common
shareholders’ equity, certain qualifying perpetual preferred stock and minority interests in equity accounts of
consolidated subsidiaries, less intangibles.  At September 30, 2016 we were “well capitalized” under banking
regulations. 

﻿

The following table sets forth our regulatory capital amounts and ratios for the periods indicated:

﻿

﻿

﻿
﻿

﻿
Tier 1
capital Tier 1 capital Total capital

Common
equity

﻿ to average to risk-weighted to risk-weighted tier 1 to risk

﻿ assets ratio assets ratio assets ratio
weighted
assets

﻿
As of September 30, 2016
The Bancorp, Inc. 7.81% 15.14% 15.42% 15.14% 
The Bancorp Bank 7.41% 14.56% 14.84% 14.56% 
"Well capitalized" institution (under FDIC
regulations-Basel III) 5.00% 8.00% 10.00% 6.50% 
﻿
As of December 31, 2015
The Bancorp, Inc. 7.17% 14.67% 14.88% 14.67% 
The Bancorp Bank 6.90% 13.98% 14.18% 13.98% 
"Well capitalized" institution (under FDIC
regulations) 5.00% 8.00% 10.00% 6.50% 
﻿

﻿
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﻿

Asset and Liability Management

﻿

The management of rate sensitive assets and liabilities is essential to controlling interest rate risk and optimizing
interest margins. An interest rate sensitive asset or liability is one that, within a defined time period, either matures or
experiences an interest rate change in line with general market rates. Interest rate sensitivity measures the relative
volatility of an institution’s interest margin resulting from changes in market interest rates.

﻿

We monitor, manage and control interest rate risk through a variety of techniques, including use of traditional interest
rate sensitivity analysis (also known as “gap analysis”) and an interest rate risk management model. With the interest
rate risk management model, we project future net interest income and then estimate the effect of various changes in
interest rates and balance sheet growth rates on that projected net interest income. We also use the interest rate risk
management model to calculate the change in net portfolio value over a range of interest rate change scenarios.
Traditional gap analysis involves arranging our interest earning assets and interest bearing liabilities by repricing
periods and then computing the difference (or “interest rate sensitivity gap”) between the assets and liabilities that we
estimate will reprice during each time period and cumulatively through the end of each time period.

Both interest rate sensitivity modeling and gap analysis are done at a specific point in time and involve a variety of
significant estimates and assumptions. Interest rate sensitivity modeling requires, among other things, estimates of
how much and when yields and costs on individual categories of interest earning assets and interest bearing liabilities
will respond to general changes in market rates, future cash flows and discount rates.  Gap analysis requires estimates
as to when individual categories of interest-sensitive assets and liabilities will reprice, and assumes that assets and
liabilities assigned to the same repricing period will reprice at the same time and in the same amount. Gap analysis
does not account for the fact that repricing of assets and liabilities is discretionary and subject to competitive and other
pressures.  A gap is considered positive when the amount of interest rate sensitive assets exceeds the amount of
interest rate sensitive liabilities.  A gap is considered negative when the amount of interest rate sensitive liabilities
exceeds interest rate sensitive assets.  During a period of falling interest rates, a positive gap would tend to adversely
affect net interest income, while a negative gap would tend to result in an increase in net interest income. During a
period of rising interest rates, a positive gap would tend to result in an increase in net interest income while a negative
gap would tend to affect net interest income adversely.

﻿
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The following table sets forth the estimated maturity or repricing structure of our interest earning assets and interest
bearing liabilities at September 30, 2016.   We estimate the repricing characteristics of deposits based on historical
performance, past experience at other institutions and other deposit behavior assumptions.  However, we may choose
not to reprice liabilities proportionally to changes in market interest rates for competitive or other reasons.  The table
does not assume any prepayment of fixed-rate loans and mortgage-backed securities, which are scheduled based on
their anticipated cash flow, including prepayments based on historical data and current market trends. The table does
not necessarily indicate the impact of general interest rate movements on our net interest income because the repricing
of certain categories of assets and liabilities is beyond our control as, for example, prepayments of loans and
withdrawal of deposits. As a result, certain assets and liabilities indicated as repricing within a stated period may in
fact reprice at different times and at different rate levels.

﻿

﻿

﻿
﻿
﻿ 1-90 91-364 1-3 3-5 Over 5
﻿ Days Days Years Years Years
﻿ (dollars in thousands)
Interest
earning
assets:
Commercial
loans held
for sale $                   271,992 $                   15,222 $                   54,015 $                38,254 $              183,474 
Loans net of
deferred loan
costs 777,559 46,781 201,935 161,026 10,936 
Investment
securities 502,093 214,667 181,172 161,252 369,238 
Interest
earning
deposits 312,605  -  -  -  -
Securities
purchased
under
agreements
to resell 39,463  -  -  -  -
Total interest
earning
assets 1,903,712 276,670 437,122 360,532 563,648 
﻿
Interest
bearing
liabilities:
Demand and
interest
checking 2,129,646 141,659 141,659  -  -
Savings and
money

100,708 201,416 100,708  -  -
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market
Securities
sold under
agreements
to
repurchase 353  -  -  -  -
Subordinated
debenture 13,401  -  -  -  -
Total interest
bearing
liabilities 2,244,108 343,075 242,367  -  -
Gap $                 (340,396) $                 (66,405) $                 194,755 $              360,532 $              563,648 
Cumulative
gap $                 (340,396) $               (406,801) $               (212,046) $              148,486 $              712,134 
Gap to assets
ratio -8% -2% 5% 9% 13%
Cumulative
gap to assets
ratio -8% -10% -5% 4% 17%
﻿

* While demand deposits are non-interest bearing, related fees paid to affinity groups may reprice according to
specified indices.

﻿

The methods used to analyze interest rate sensitivity in this table have a number of limitations.  Certain assets and
liabilities may react differently to changes in interest rates even though they reprice or mature in the same or similar
time periods. The interest rates on certain assets and liabilities may change at different times than changes in market
interest rates, with some changing in advance of changes in market rates and some lagging behind changes in market
rates.  Additionally, the actual prepayments and withdrawals we experience when interest rates change may deviate
significantly from those assumed in calculating the data shown in the table.  Accordingly actual results can and often
do differ from projections.

﻿

Financial Condition

﻿

General.    Our total assets at September 30, 2016 were $4.22 billion, of which our total loans were $1.20 billion. At
December 31, 2015, our total assets were $4.77 billion, of which our total loans were $1.08 billion.    

﻿

Interest earning deposits and federal funds sold.  At September 30, 2016, we had a total of $312.6  million of interest
earning deposits compared to $1.15 billion at December 31, 2015, a decrease of $834.9 million or 72.8%.  These
deposits were comprised primarily of balances at the Federal Reserve, which pays interest on such
balances.  Reductions in such balances reflected deployment of such funds into higher yielding loans and securities
and the exit of less profitable deposit relationships.
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Investment portfolio.  For detailed information on the composition and maturity distribution of our investment
portfolio, see Note 5 to the Financial Statements.  Total investment securities increased to $1.43 billion at September
30, 2016,  an increase of $264.7 million, or 22.7%, from year-end 2015.  The increase in investment securities was
primarily a result of purchases of residential mortgage-backed securities and collateralized loan obligation
securities.  Other securities, included in the held-to-maturity classification at September 30,
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2016, consisted of three securities secured by diversified portfolios of corporate securities, one bank senior note and
two single-issuer trust preferred securities. 

﻿

A total of $18.0 million of other debt securities - single issuers is comprised of the following: (i) amortized cost of two
single-issuer trust preferred securities of $10.9 million, of which one security for $1.9 million was issued by a bank
and one security for $9.0 million was issued by an insurance company; and (ii) the book value of a bank senior note of
$7.0 million. 

﻿

A total of $75.5 million of other debt securities – pooled is comprised of three securities consisting of diversified
portfolios of corporate securities.

﻿

The following table provides additional information related to our single issuer trust preferred securities as of
September 30, 2016 (in thousands):

﻿
﻿

Single issuer Book value Fair value
Unrealized
gain/(loss)

Credit
rating

Security A $                1,909 $                 2,025 $                    116 Not rated
Security B 9,052 5,871 (3,181) Not rated
﻿
Class: All of the above are trust
preferred securities.
﻿

Under the accounting guidance related to the recognition of other-than-temporary impairment charges on debt
securities,   an impairment on a debt security is deemed to be other-than-temporary if it meets the following
conditions: (i) we intend to sell or it is more likely than not we will be required to sell the security before a recovery in
value, or (ii) we do not expect to recover the entire amortized cost basis of the security.  If we intend to sell or it is
more likely than not we will be required to sell the security before a recovery in value, a charge is recorded in net
realized capital losses equal to the difference between the fair value and amortized cost basis of the security.  For
those other-than-temporarily impaired debt securities which do not meet the first condition and for which we do not
expect to recover the entire amortized cost basis, the difference between the security’s amortized cost basis and the fair
value is separated into the portion representing a credit impairment, which is recorded in net realized capital losses,
and the remaining impairment, which is recorded in other comprehensive income.  Generally, a security’s credit
impairment is the difference between its amortized cost basis and the best estimate of its expected future cash flows
discounted at the security’s effective yield prior to impairment.  The previous amortized cost basis less the impairment
recognized in net realized capital losses becomes the security’s new cost basis. For the nine months ended September
30, 2016 and September 30, 2015,  we recognized no other-than-temporary impairment charges related to trust
preferred securities classified in our held-to-maturity portfolio.

Investments in Federal Home Loan and Atlantic Central Bankers Bank stock are recorded at cost and amounted to
$11.0 million at September 30, 2016,  compared to $1.1 million at December 31, 2015.  The increase resulted from
additional Federal Home Loan Bank stock required for larger daily advances to enhance liquidity management. 
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Investment securities with a carrying value of $614.0 million at September 30, 2016 and $472.3 million at
December 31, 2015, were pledged as collateral for Federal Home Loan Bank advances and letters of credit  as
required or permitted by law.

Loans held for sale.  Loans held for sale are comprised of commercial mortgage loans, SBA loans and residential
mortgage loans originated for sale in the secondary market.  The fair value of commercial mortgage loans and the
SBA loans originated for sale is based on purchase commitments or quoted prices for the same or similar
loans.  Commercial loans held for sale increased to $563.0 million at September 30, 2016 from $489.9 million at
December 31, 2015.

Loan portfolio.  Total loans increased to $1.20 billion at September 30, 2016 from $1.08 billion at December 31,
2015.

﻿
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The following table summarizes our loan portfolio, not including loans held for sale, by loan category for the periods
indicated (in thousands):

﻿

﻿

﻿
﻿
﻿ September 30, December 31,
﻿ 2016 2015
﻿
SBA non real estate $                       74,262 $                       68,887 
SBA commercial mortgage 117,053 114,029 
SBA construction 6,317 6,977 
SBA loans * 197,632 189,893 
Direct lease financing 332,632 231,514 
SBLOC 621,456 575,948 
Other specialty lending 20,076 48,315 
Other consumer loans 19,375 23,180 
﻿ 1,191,171 1,068,850 
Unamortized loan fees and costs 7,066 9,227 
Total loans, net of deferred loan costs $                  1,198,237 $                  1,078,077 
﻿
﻿

Allowance for loan and lease  losses.  We review the adequacy of our allowance for loan and lease losses on at least a
quarterly basis to determine that the provision for loan losses is made in an amount necessary to maintain our
allowance at a level that is appropriate, based on management’s estimate of inherent losses. Our estimates of loan and
lease losses are intended to, and, in management’s opinion, do, meet the criteria for accrual of loss contingencies in
accordance with ASC 450, “Contingencies”, and ASC 310, “Receivables”.   The process of evaluating this adequacy has
two basic elements: first, the identification of problem loans or leases based on current financial information and the
fair value of the underlying collateral; and second, a methodology for estimating general loss reserves.  For loans or
leases classified as “special mention,” “substandard” or “doubtful,” we reserve all losses inherent in the portfolio at the time
we classify the loan or lease. This “specific” portion of the allowance is the total of potential, although unconfirmed,
losses for individually classified loans.  In this process, we establish specific reserves based on an analysis of the most
probable sources of repayment and liquidation of collateral.  While each impaired loan is individually evaluated, not
every loan requires a reserve when the collateral value and estimated cash flows exceed the current balance.

﻿

The second phase of our analysis represents an allocation of the allowance.  This methodology analyzes pools of loans
that have similar characteristics and applies historical loss experience and other factors for each pool including
management’s experience with similar loan and lease portfolios at other institutions, the historic loss experience of our
peers and a review of statistical information from various industry reports to determine the allocable portion of the
allowance.  This estimate is intended to represent the potential unconfirmed and inherent losses within the
portfolio.  Individual loan pools are created for major loan categories: SBLOCs, SBA loans, direct lease financing and
other specialty lending and consumer loans.  We augment historical experience for each loan pool by accounting for
such items as current economic conditions, current loan portfolio performance, loan policy or management changes,
loan concentrations, increases in our lending limit, average loan size and other factors as appropriate.  Our Chief
Credit Officer oversees the loan review department processes and measures the adequacy of the allowance for loan
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and lease losses independently of loan production officers. A description of loan review coverage targets as set forth
below. 

﻿

At September 30, 2016, approximately 50% of the total continuing loan portfolio had been reviewed as a result of the
coverage of each loan portfolio type.  The loan review policy guidelines were revised in December 2015 to establish
minimum coverages for each loan portfolio.  The targeted coverages and scope of the reviews are risk-based and vary
according to each portfolio.  These thresholds are planned to be achieved by December 31, 2016 and maintained as
follows:

﻿

Securities Backed Lines of Credit – The targeted review threshold for 2016 is 40%, with the largest 25% of SBLOCs
by commitment to be reviewed annually.  A random sampling of a minimum of 20 of the remaining loans will be
reviewed each quarter.  At September 30, 2016, approximately 44% of the SBLOC portfolio had been reviewed. 

﻿

SBA Loans – The targeted review threshold for 2016 is 100%, less guaranteed portions of any purchased loans and
loans funded within 90 days of quarter end. The 100% coverage includes loan review work performed by designated
SBA department personnel.  Although loans are not typically purchased, loans for Community Reinvestment Act, or
CRA,   purposes are periodically purchased.  At September 30, 2016, approximately 83% of the government
guaranteed loan portfolio had been reviewed.  The review threshold for the independent loan review department is
$1,000,000. The portion not reviewed includes $30 million in purchased loans which are subject to government
guarantees and not subject to review and $3 million in newly funded loans which will be subject to review. 

﻿
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Leasing – The targeted review threshold for 2016 is 50%.  At September 30, 2016, approximately 37% of the leasing
portfolio had been reviewed. The review threshold is $1,000,000.

﻿

CMBS (Floating Rate) – The targeted review threshold for 2016 is 100%. Floating rate loans will be reviewed initially
within 90 days of funding and will be monitored on an ongoing basis as to payment status. Subsequent reviews will be
performed based on a sampling each quarter. Each floating rate loan will be reviewed if any available extension
options are exercised. At September 30, 2016, approximately 85% of the CMBS floating rate portfolio had been
reviewed. 

﻿

CMBS (Fixed Rate) – CMBS fixed rate loans will generally not be reviewed as they are sold on the secondary market
in a relatively short period of time. 100% of fixed rate loans that are unable to be readily sold on the secondary market
and remain on the Bank's books after nine months will be reviewed at least annually. At September 30, 2016, 10% of
the CMBS fixed rate portfolio had been reviewed.

﻿

Specialty Lending – Specialty Lending, defined as commercial loans unique in nature that do not fit into other
established categories, will have a review coverage threshold of 100% for non CRA loans. At September 30, 2016,
approximately 91% of the non CRA loans had been reviewed.

Home Equity Lines of Credit (HELOC) – The targeted review threshold for 2016 is 50%.  The largest 25%
of  HELOCs by commitment will be reviewed annually. A random sampling of a minimum of ten of the remaining
loans will be reviewed each quarter.  At September 30, 2106 approximately 84% of the HELOC portfolio had been
reviewed.

﻿

The following table presents delinquencies by type of loan as follows (in thousands):

﻿

﻿

﻿
﻿
﻿ 30-59 Days 60-89 Days Greater than Total Total
September
30, 2016 past due past due 90 days Non-accrual past due Current loans
SBA non
real estate $                       - $                      - $                       - $               1,920 $               1,920 $               72,342 $               74,262 
SBA
commercial
mortgage  -  -  -  -  - 117,053 117,053 
SBA
construction  -  -  -  -  - 6,317 6,317 

Edgar Filing: FARRELL W JAMES - Form 4

Explanation of Responses: 59



Direct lease
financing 14,410 1,289 2,933  - 18,632 314,000 332,632 
SBLOC 16  -  -  - 16 621,440 621,456 
Other
specialty
lending  -  -  -  -  - 20,076 20,076 
Consumer -
other  -  -  -  -  - 5,235 5,235 
Consumer -
home equity 159 275  - 2,101 2,535 11,605 14,140 
Unamortized
loan fees and
costs  -  -  -  -  - 7,066 7,066 
﻿ $             14,585 $               1,564 $               2,933 $               4,021 $             23,103 $          1,175,134 $          1,198,237 
﻿

﻿

﻿
﻿
﻿ 30-59 Days 60-89 Days Greater than Total Total
December
31, 2015 past due past due 90 days Non-accrual past due Current loans
SBA non
real estate $                       - $                      - $                       - $                  733 $                  733 $               68,154 $               68,887 
SBA
commercial
mortgage  -  -  -  -  - 114,029 114,029 
SBA
construction  -  -  -  -  - 6,977 6,977 
Direct lease
financing 3,957 3,108 403  - 7,468 224,046 231,514 
SBLOC  -  -  -  -  - 575,948 575,948 
Other
specialty
lending  -  -  -  -  - 48,315 48,315 
Consumer -
other  - 1  -  - 1 6,844 6,845 
Consumer -
home equity  - 1,398  - 1,194 2,592 13,743 16,335 
Unamortized
loan fees and
costs  -  -  -  -  - 9,227 9,227 
﻿ $               3,957 $               4,507 $                  403 $               1,927 $             10,794 $          1,067,283 $          1,078,077 
﻿

Although we consider our allowance for loan and lease losses to be adequate based on information currently available,
future additions to the allowance may be necessary due to changes in economic conditions, our ongoing loss
experience and that of our peers, changes in management’s assumptions as to future delinquencies, recoveries and
losses, deterioration of specific credits and management’s intent with regard to the disposition of loans and leases.
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﻿

The following table summarizes select asset quality ratios for each of the periods indicated:

﻿
﻿
﻿ As of or

﻿
for the nine months
ended

﻿ September 30,
﻿ 2016 2015
﻿
Ratio of the allowance for loan losses to total loans 0.51% 0.42% 
Ratio of the allowance for loan losses to nonperforming loans * 87.12% 171.11% 
Ratio of nonperforming assets to total assets * 0.16% 0.05% 
Ratio of net charge-offs to average loans 0.01% 0.10% 
Ratio of net charge-offs to average loans annualized 0.01% 0.14% 
﻿
* Includes loans 90 days past due still accruing interest
The ratio of the allowance for loan and lease losses to total loans was 0.51% at September 30, 2016, compared to 
0.42% at September 30, 2015. The higher current period ratio reflected an increase in the allowance which exceeded
proportional loan growth during the period.   The ratio of the allowance for loan losses to non-performing loans
decreased to 87.12% at September 30, 2016, from 171.11% at September 30, 2015, primarily as a result of an increase
in non-performing loans.  The ratio of non-performing assets to total assets also increased  as a result of that increase
in non-performing loans.  Net charge-offs to average loans decreased to 0.01% for the nine months ended September
30, 2016, from 0.10% for the nine months ended September 30, 2015, primarily as a result of lower charge offs.

Net charge-offs.  Net charge-offs were $152,000 for the nine months ended September 30, 2016, a decrease of $1.1
million from net charge-offs for the same period of 2015.  The majority of the charge-offs in the first nine months of
2016 were associated with SBA commercial mortgage and leasing relationships.  The majority of the charge-offs in
the first nine months of 2015 were associated with consumer loan relationships.

﻿

Non-performing loans, loans 90 days delinquent and still accruing, and troubled debt restructurings.  Loans are
considered to be non-performing if they are on a non-accrual basis or they are past due 90 days or more and still
accruing interest.  A loan which is past due 90 days or more and still accruing interest remains on accrual status only
when it is both adequately secured as to principal and interest, and is in the process of collection.  Troubled debt
restructurings are loans with terms that have been renegotiated to provide a reduction or deferral of interest or
principal because of a weakening in the financial positions of the borrowers.  The following tables summarize our
non-performing loans, other real estate owned and loans past due 90 days or more still accruing interest (in
thousands). 

﻿

﻿

﻿
﻿
﻿ September 30, December 31,
﻿ 2016 2015
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﻿
Non-accrual loans
SBA non real estate $                 1,921 $                    733 
Consumer 2,100 1,194 
Total non-accrual loans 4,021 1,927 
﻿
Loans past due 90 days or more 2,933 403 
Total non-performing loans 6,954 2,330 
Other real estate owned  -  -
Total non-performing assets $                 6,954 $                 2,330 
﻿
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Loans that were modified as of September 30, 2016 and December 31, 2015 and considered troubled debt
restructurings are as follows (dollars in thousands):

﻿

﻿
﻿
﻿ September 30, 2016 December 31, 2015

﻿ Number

Pre-modification
recorded
investment

Post-modification
recorded
investment Number

Pre-modification
recorded
investment

Post-modification
recorded
investment

SBA non
real estate 3 $               917 $                917 1 $               171 $                171 
Consumer 3 711 711 2 434 434 
Total 6 $            1,628 $             1,628 3 $               605 $                605 
﻿

The balances below provide information as to how the loans were modified as troubled debt restructurings loans at
September 30, 2016 and December 31, 2015 (in thousands).

﻿

﻿
﻿
﻿ September 30, 2016 December 31, 2015

﻿
Adjusted
interest rate

Extended
maturity

Combined rate
and maturity

Adjusted
interest rate

Extended
maturity

Combined rate
and maturity

SBA non
real estate $                    - $               151 $                766 $                 - $               171 $                   - 
Consumer  - 317 394  - 330 104 
Total $                    - $               468 $             1,160 $                 - $               501 $               104 
﻿

There were no loans that had been restructured within the last 12 months that have subsequently defaulted as of
September 30, 2016.

﻿

As of September 30, 2016 and December 31, 2015,  we had no commitments to lend additional funds to loan
customers whose terms have been modified in troubled debt restructurings.

﻿
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The following table provides information about impaired loans at September 30, 2016 and December 31, 2015:

﻿

﻿
﻿

﻿
Recorded
investment

Unpaid
principal
balance

Related
allowance

Average
recorded
investment

Interest
income
recognized

September
30, 2016
Without an
allowance
recorded
SBA non
real estate $                      704 $                      704 $                        - $                      372 $                           - 
Consumer -
other 317 317  - 324  -
Consumer -
home
equity 1,563 1,563  - 1,052  -
With an
allowance
recorded  -
SBA non
real estate 2,070 2,070 939 1,050  -
Consumer -
other  -  -  -  -  -
Consumer -
home
equity 827 927 474 686  -
Total
SBA non
real estate 2,774 2,774 939 1,422  -
Consumer -
other 317 317  - 324  -
Consumer -
home
equity 2,390 2,490 474 1,738  -
﻿

﻿

﻿
﻿
December
31, 2015
Without an
allowance
recorded

$                      263 $                      263 $                        - $                      228 $                           - 
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SBA non
real estate
Consumer -
other 330 330  - 338  -
Consumer -
home
equity 368 368  - 966  -
With an
allowance
recorded
SBA non
real estate 640 640 123 670  -
Consumer -
other  -  -  -  -  -
Consumer -
home
equity 827 927 26 800  -
Total
SBA non
real estate 903 903 123 898  -
Consumer -
other 330 330  - 338  -
Consumer -
home
equity 1,195 1,295 26 1,766  -
﻿

We had $4.0 million of non-accrual loans at September 30, 2016 compared to $1.9 million of non-accrual loans at
December 31, 2015. The $2.1 million increase in non-accrual loans was primarily due to $3.6 million of loans placed
on non-accrual status partially offset by $837,000 of loan payments, $556,000 of participations sold and $76,000 of
charge-offs.  Loans past due 90 days or more still accruing interest amounted to $2.9 million at September 30, 2016
and $403,000 at December 31, 2015.  The $2.5 million increase reflected $4.5 million of additions and $16,000 of
advances on existing loans partially offset by $2.0 million of loan payments, $10,000 of charge-offs and $32,000 of
loans moved to repossessed assets. 

﻿

We had no other real estate owned at September 30, 2016 and December 31, 2015. 

﻿
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The following table classifies our loans (not including loans held for sale) by categories which are used throughout the
industry as of September 30, 2016 and December 31, 2015:

﻿

﻿

﻿
﻿
September
30, 2016 Pass

Special
mention Substandard Doubtful Loss

Unrated subject to
review *

Unrated not subject
to review * Total loans

SBA non
real estate $           56,403 $               139 $            3,401 $                   - $                    - $                 1,030 $                 13,289 $              74,262 
SBA
commercial
mortgage 97,211  - 901  -  - 688 18,253 117,053 
SBA
construction 5,828  -  -  -  - 489  - 6,317 
Direct lease
financing 119,008  - 3,265  -  - 9,849 200,510 332,632 
SBLOC 275,373  -  -  -  - 1,000 345,083 621,456 
Other
specialty
lending 20,076  -  -  -  -  -  - 20,076 
Consumer 10,970 290 3,573  -  -  - 4,542 19,375 
Unamortized
loan fees and
costs  -  -  -  -  -  - 7,066 7,066 
﻿ $         584,869 $               429 $          11,140 $                   - $                    - $               13,056 $               588,743 $         1,198,237 
﻿
December
31, 2015
SBA non
real estate $           55,682 $                   - $               904 $                   - $                    - $                 8,610 $                   3,691 $              68,887 
SBA
commercial
mortgage 92,859  -  -  -  - 3,894 17,276 114,029 
SBA
construction 6,977  -  -  -  -  -  - 6,977 
Direct lease
financing 90,588  - 670  -  - 17,200 123,056 231,514 
SBLOC 204,201  -  -  -  - 19,372 352,375 575,948 
Other
specialty
lending 46,520  -  -  -  -  - 1,795 48,315 
Consumer 7,631 70 3,473  -  - 457 11,549 23,180 
Unamortized
loan fees and
costs  -  -  -  -  -  - 9,227 9,227 
﻿ $         504,458 $                 70 $            5,047 $                   - $                    - $               49,533 $               518,969 $         1,078,077 
﻿
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*  For information on targeted loan review thresholds see “Allowance for Loan Losses”

﻿

Premises and equipment, net.  Premises and equipment amounted to $21.8 million at September 30, 2016 compared to
$21.6 million at December 31, 2015.  The increase reflected additional information technology upgrades.

﻿

Investment in Unconsolidated Entity.  On December 30, 2014, the Bank entered into an agreement for, and closed on,
the sale of a portion of its commercial loan portfolio. The purchaser of the loan portfolio was a newly formed entity,
Walnut Street 2014-1 Issuer, LLC (“Walnut Street”).  The price paid to the Bank for the loan portfolio, which had a face
value of approximately $267.6 million, was approximately $209.6 million, of which approximately $193.6 million
was in the form of two notes issued by Walnut Street to the Bank; a senior note in the principal amount of
approximately $178.2 million bearing interest at 1.5% per year and maturing in December 2024 and a subordinate
note in the principal amount of approximately $15.4 million, bearing interest at 10.0% per year and maturing in
December 2024.  The balance of these notes comprise the $157.4 million investment in unconsolidated entity at
September 30, 2016.  

﻿

Assets held for sale. Assets held for sale as a result of discontinued operations, primarily commercial, commercial
mortgage and construction loans, amounted to $386.2 million at September 30, 2016 compared to $583.9 million at
December 31, 2015.  Substantially all of the  decrease resulted from  approximately $150.4 in loan principal
paydowns, which included a $63.7 million loan sale in the  third quarter of 2016  and fair value loan charges of
approximately $43.4 million.  

﻿

Deposits.    Our primary source of funding is deposit acquisition.  We offer a variety of deposit accounts with a range
of interest rates and terms, including demand, checking and money market accounts.  One strategic focus is growing
these accounts through affinity groups.  At September 30, 2016, we had total deposits of $3.77 billion compared to
$4.41 billion at December 31, 2015, a decrease of $647.8 million or 14.7%.  The decrease reflected the planned exit of
higher cost deposit relationships which did not have adequate income components.  The following table presents the
average balance and rates paid on deposits for the periods indicated (in thousands):

﻿
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﻿
﻿
﻿ For the nine months ended For the year ended
﻿ September 30, 2016 December 31, 2015
﻿ Average Average Average Average
﻿ balance rate balance rate
﻿
Demand and interest
checking * $               3,325,047 0.29% $              3,975,475 0.28% 
Savings and money
market 390,202 0.35% 337,168 0.55% 
Time 103,624 0.58% 44,789 0.61% 
﻿ Total deposits $               3,818,873 0.30% $              4,357,432 0.30% 
﻿
* Non-interest bearing demand accounts are not paid interest.  The amount shown as interest reflects the fees paid to
affinity groups, which are based upon a rate index, and therefore classified as interest expense.

Borrowings.  We had $70.0 million of outstanding advances from the Federal Home Loan Bank as of September 30,
2016 and $0 as of December 31, 2015.   We do not have any policy prohibiting us from incurring debt.

Other liabilities.  Other liabilities amounted to $27.7 million at September 30, 2016 compared to $16.7 million at
December 31, 2015, representing an increase of $11.0 million.  Other liabilities consist primarily of investment
security purchases in process and amounts payable for BSA lookback expenses.

Other-    During the quarter, we completed a stock offering which netted approximately $74.8 million of capital, with
17.4 million common shares issued. 
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

Except as discussed in Item 2, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” there has been no material change in our assessment of our sensitivity to market risk since our
presentation in our Annual Report on Form 10-K for the year ended December 31, 2015.

Item 4. Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed
in our reports under the Securities Exchange Act of 1934, as amended, or the Exchange Act, is recorded, processed,
summarized, and reported within the time periods specified in the SEC’s rules and forms, and that such information is
accumulated and communicated to our management, including our Chief Executive Officer and our Chief Financial
Officer, as appropriate, to allow timely decisions regarding required disclosure.  Members of our operational
management and internal audit meet regularly to provide an established structure to report any weaknesses or other
issues with controls, or any matter that has not been reported previously, to our Chief Executive Officer and Chief
Financial Officer, and, in turn to the Audit Committee of our Board of Directors.  In designing and evaluating the
disclosure controls and procedures, our management recognized that any controls and procedures, no matter how well
designed and operated, can provide only reasonable assurance of achieving the desired control objectives, and our
management necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible
controls and procedures.

Under the supervision of our Chief Executive Officer and Chief Financial Officer, we have carried out an evaluation
of the effectiveness of our disclosure controls and procedures as of the end of the period covered by this report.  Based
upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls
and procedures are effective at the reasonable assurance level.

There has been no change in our internal control over financial reporting that occurred during the three months ended
September 30, 2016 that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

﻿
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PART II – OTHER INFORMATION

﻿

Item 1. Legal Proceedings

﻿

For a discussion of certain regulatory proceedings involving the FDIC and FRB, see Part I, Item 2 “Management’s
Discussion and Analysis of Financial Condition and Results of Operations-Financial Statement Restatement;
Regulatory Actions”.

﻿

On July 17, 2014, a class action securities complaint captioned Fletcher v. The Bancorp Inc., et al., was filed in the
United States District Court for the District of Delaware.   A consolidated version of that class action complaint was
filed before the same court on January 23, 2015 on behalf of Lead Plaintiffs Arkansas Public Employees Retirement
System and Arkansas Teacher Retirement System under the caption of In Re The Bancorp, Inc. Securities Litigation.
Case No. 14-cv-0952(SLR).   On October 26, 2015, Lead Plaintiffs filed an amended consolidated complaint against
Bancorp, Betsy Z. Cohen, Paul Frenkiel, Frank M. Mastrangelo and Jeremy Kuiper, which alleges that during a class
period beginning January 26, 2011 through June 26, 2015, the defendants made materially false and/or misleading
statements and/or failed to disclose that (i) Bancorp had wrongfully extended and modified problem loans and
under-reserved for loan losses due to adverse loans, (ii) Bancorp’s operations and credit practices were in violation of
the Bank Secrecy Act (BSA), and (iii) as a result, Bancorp’s financial statements, press releases and public statements
were materially false and misleading during the relevant period.  The amended consolidated complaint further alleges
that, as a result, the price of Bancorp’s common stock was artificially inflated and fell once the defendants’
misstatements and omissions were revealed, causing damage to the plaintiffs and the other members of the class.  The
complaint asks for an unspecified amount of damages, prejudgment and post-judgment interest and attorneys’
fees. This litigation is in its preliminary stages.  The defendants filed a motion to dismiss the amended consolidated
complaint on November 23, 2015.  Oral argument on the defendants’ motion was held on January 29, 2016 and a court
ruling on the motion has been pending.  On July 27, 2016, we and all other individually-named defendants entered
into a Stipulation and Agreement of Settlement (Settlement Agreement) with respect to the consolidated class
action.  Under the terms of the Settlement Agreement, we will pay $17.5 million to the plaintiffs as full and complete
settlement of the litigation.  All amounts paid by  us will be fully funded by our insurance carriers.  All terms of the
Settlement Agreement are subject to court approval which is pending.  

﻿

We received a subpoena from the SEC, dated March 22, 2016, relating to an investigation by the SEC of our
restatement of our financial statements for the years ended December 31, 2010 through December 31, 2013 and the
interim periods ended March 31, 2014, June 30, 2014 and September 30, 2014, which restatement was filed with the
SEC on September 28, 2015, and the facts and circumstances underlying the restatement.  We are cooperating fully
with the SEC's investigation.  Our costs to respond to the subpoena and cooperate with the SEC's investigation could
be material.

﻿

In addition, we are a party to various routine legal proceedings arising out of the ordinary course of our
business.   Management believes that none of these actions, individually or in the aggregate, will have a material
adverse effect on our financial condition or operations.
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Item 6. Exhibits

﻿

The Exhibits furnished as part of this Quarterly Report on Form 10-Q are identified in the Exhibit Index immediately
following the signature page of this Report.  Such Exhibit Index is incorporated herein by reference.

﻿

SIGNATURES

﻿

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

﻿

﻿
﻿ THE BANCORP INC
﻿ (Registrant)
﻿
November 9, 2016 /s/ Damian Kozlowski
Date Damian Kozlowski
﻿ President/Chief Executive Officer
﻿
November 9, 2016 /s/ Paul Frenkiel
Date Paul Frenkiel

Executive Vice President of Strategy,
﻿ Chief Financial Officer and Secretary
﻿

﻿

﻿

﻿
Exhibit No. Description
﻿
3.1 Certificate of Incorporation dated July 20, 1999, amended July 27, 1999, amended, June 7, 2001, and

amended October 8, 2002  (1)
﻿
3.2 Amendment to Certificate of Incorporation dated July 30, 2009 *
﻿
3.3 Amendment to Certificate of Incorporation dated June 1, 2016 *
﻿
3.4 Certificate of Designation designating Series C Mandatorily Convertible Cumulative Perpetual

Non-Voting Preferred Stock dated August 5, 2016 (2)
﻿
3.5 Amended and Restated Bylaws (3)
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﻿
10.1 Securities Purchase Agreement, dated August 5, 2016, between The Bancorp, Inc. and each of the

Investors (2)
﻿
10.2 Registration Rights Agreement, dated August 5, 2016, between The Bancorp, Inc. and each of the

Investors (2)
﻿
10.3 Subscription Agreement, dated August 5, 2016, between The Bancorp, Inc. and the purchasers named

therein (2)
﻿
10.4 Letter Agreement with Hugh McFadden dated July 28, 2016 (4)
﻿
10.5 Letter Agreement with John Leto dated July 28, 2016 (4)
﻿
31.1 Rule 13a-14(a)/15d-14(a) Certifications
﻿
31.2 Rule 13a-14(a)/15d-14(a) Certifications
﻿
32.1 Section 1350 Certifications
﻿
32.2 Section 1350 Certifications
﻿
101.INS XBRL Instance Document 
﻿
101.SCH XBRL Taxonomy Extension Schema Document
﻿
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document
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﻿
101.DEF XBRL Taxonomy Extension Definition Linkbase Document
﻿
101.LAB XBRL Taxonomy Extension Label Linkbase Document
﻿
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document
﻿
* Filed herewith
﻿
(1) Filed previously as an exhibit to the Registration Statement on From S-4 (File No. 333-117385) filed with

the SEC on July 15, 2004 and incorporated herein by this reference.
﻿
(2) Filed previously as an exhibit to the Current Report on Form 8-K filed with the SEC on August 8, 2016

and incorporated herein by this reference.
﻿
(3) Filed previously as an exhibit to our Form 10-K for the year ended December 31, 2013 and incorporated

herein by this reference.
﻿
(4) Filed previously as an exhibit to the Quarterly Report on Form 10-Q for the quarter ended June 30, 2016

filed with the SEC on August 9, 2016 and incorporated herein by this reference.
﻿

﻿
﻿
﻿

﻿

﻿
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