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PART1

The information in this Form 10-K includes certain forward-looking statements, including statements relating to
National Penn’s financial condition, results of operations, asset quality and trends in its business that involve risks
and uncertainties. National Penn’s actual results may differ materially from the results discussed in these forward-
looking statements. Factors that might cause such a difference include those discussed in Item 1. "Business,” Item
1A, "Risk Factors,” Item 7. “Management's Discussion and Analysis of Financial Condition and Results of
Operations”, as well as those discussed elsewhere in this Form 10-K.

Item 1. BUSINESS.

Overview

National Penn Bancshares, Inc. (“National Penn”, “Company”, or “we”) is a Pennsylvania business corporation
and a registered bank holding company headquartered in Boyertown, Pennsylvanta. Our address is Philadelphia and
Reading Avenues, Boyertown, Pennsylvania 19512 (telephone number 610-367-6001).

National Penn was incorporated in January 1982. We provide a diversified range of financial services,
principally through our national bank subsidiary, National Penn Bank, including its KNBT Division acquired in the
February 2008 merger with KNBT Bancorp, Inc. (“KNBT”). In addition, we currently conduct business through
Christiana Bank & Trust Company (“Christiana”), a Delaware chartered bank acquired in January 2008. For
information on the acquisitions of KNBT and Christiana, see “Recent Developments™ and Footnote 2 to the consolidated
financial statements contained in this Report at Item 8. We also conduct business through various other direct or indirect
subsidiaries. These other subsidiaries are engaged in activities related to the business of banking. As of December 31,
2007, prior to the KNBT and Christiana acquisitions:

. National Penn Bank was one of the largest commercial banks headquartered in southeastern
Pennsylvania. At December 31, 2007, it operated 75 community banking offices throughout nine
counties in southeastern Pennsylvania, 6 community offices in Centre County, Pennsylvania, and one
community office in Cecil County, Maryland.

. At December 31, 2007, National Penn had total assets of $5.82 billion, total loans and leases of $3.88
billion, total deposits of $3.95 billion, and total shareholders’ equity of $564.0 mitlion.

. For the year ended December 31, 2007, we reported record net income of $63.2 million compared to net
income for the year ended December 31, 2006 of $64.1 million.

. As of December 31, 2007, we, together with our national bank subsidiary, National Penn Bank, had a
reserve for loan and lease losses of $54.9 million, which represented 1.42% of total loans and leases
outstanding of $3.88 billion.

. At the end of 2007, we experienced our thirtieth consecutive year of increased earnings and increased
dividends.

. National Penn, together with National Penn Bank prior to formation of the bank holding company, has
paid cash dividends without interruption for more than 131 years.

Recent Developments

Acquisition of Christiana Bank & Trust Company.

As previously disclosed on Form 8-K filed with the Securities and Exchange Commission on January 4, 2008,
National Penn completed its acquisition of Christiana on January 4, 2008. Christiana is now a wholly-owned subsidiary
of National Penn, retaining its name and status as a Delaware-chartered banking corporation.

Christiana provides personal and commercial banking, as well as trust and asset management services, from
locations in Greenville and Wilmington, Delaware. In addition:



o  Christiana Corporate Services, Inc., a wholly owned subsidiary of Christiana, provides commercial
domicile and agency services in Delaware.

e  Monarch Management Services, LLC, wholly owned by Christiana Corporate Services, Inc.,
provides commercial domicile services in Delaware.

o  Christiana Trust Company, LL.C, a Nevada non-depository trust company, wholly owned by
Christiana, provides commercial domicile and trust services in Nevada.

As of December 31, 2007, Christiana had a book value of approximately $142.9 million in assets, $117.3
million in deposits, $2.9 billion in trust assets under administration or management and 56 employees.

Acquisition of KNBT Bancorp, Inc.

As previously disclosed on Form 8-K filed with the Securities and Exchange Commission on February 1, 2008:
e  National Penn completed its merger with KNBT, effective February 1, 2008 at 5 p.m., and

s  KNBT’s banking subsidiary, Keystone Nazareth Bank & Trust Company, was merged into National
Penn’s banking subsidiary, National Penn Bank, effective February 2, 2008.

At the time of the mergers, KNBT offered a diversified range of financial products principally fhrough its bank
subsidiary, as well as an array of investment, insurance and employee benefit services through its non-bank subsidiaries.
At December 31, 2007, KNBT had approximately $2.89 billion in total assets, $1.96 billion in deposits, $379.48 million
in trust assets under administration or management and 790 employees.

Upon the completion of the mergers, National Penn ranked as the 5th largest Pennsylvania-based bank holding
company, with approximately $8.9 billion in assets and 140 offices in Pennsylvania, Maryland and Delaware.

The consolidated financial statements of National Penn included in this Report at Item 8 and the related
Management’s Discussion and Analysis included in this Report at Item 7 are for the periods ended, and as of, December
31, 2007. Therefore, they do not refiect the KNBT and Christiana acquisitions. Except as otherwise noted, the balance
of this Item 1. Business discusses National Penn as it exists after consummation of the KNBT and Christiana
acquisitions.

Market Area
-National Penn is headquartered in Boyertown, Berks County, Pennsylvania. Boyertown is located in eastern
Berks County, which strategically positions National Penn between Philadelphia to the southeast, Allentown and
Bethlehem to the northeast, and Reading and Lancaster to the west.
During 2007, we primarily served communities throughout southeastern Pennsylvania. Specifically, in 2007
we served a nine-county market area in Pennsylvania --Berks, Bucks, Chester, Delaware, Lancaster, Lehigh,
Montgomery, Northampton and Philadelphia, as well as the Cecil County, MD area.

Within this geographic region, there are five distinct market areas:

o  the Reading/Berks County area, an area in which the service industry is increasingly replacing the
old-line manufacturing industry;

o the Allentown/Lehigh Valley area, consisting of Lehigh and Northampton Counties, also an area in
which a growing service industry is replacing the old-line manufacturing industry;

e the five-county Philadelphia metropolitan area; consisting of Philadelphia and its suburbs in Bucks,
Chester, Delaware and Montgomery Counties;




+»  Lancaster County, an area with a significant agricultural economy; and

s Centre County; consisting of the State College/Bellefonte area.

As of January 4, 2008, we also serve the greater Wilmington area of New Castle County, Delaware through
Christiana, acquired on that date. As of February 1, 2008, we also serve Carbon, Luzerne, Monroe, and Schuylkill
Counties, Pennsylvania, through the KNBT Division of National Penn Bank, acquired as a result of the merger with
KNBT on that date. See “Recent Developments™ herein.

Competition

The banking and financial services industry is extremely competitive in our market area. We face vigorous

competition for customers, loans and deposits from many companies, including:

. Commercial banks;

. Savings and loan associations;

. Finance companies;

. Credit unions;

. Trust companies;

. Mortgage companies;

. Money market mutual funds;

. Insurance companies; and

. Brokerage and investment firms.

Many of these competitors are significantly larger than National Penn; have greater resources, lending limits
and larger branch systems; offer a wider array of banking services than National Penn; and are long-established in their
geographic markets (some of which have only been recently entered by National Penn). See “General Development of
Business” below.

In addition, some of these competitors are subject to a lesser degree of regulation than that imposed on National
Penn.

Many of these competitors have elected to become financial holding companies under the Gramm-Leach-Bliley
Act of 1999, including many of the largest ones. This development will likely further narrow the differences and
intensify competition among commercial banks, investment banks, insurance firms and other financial services
companies. See “Gramm-Leach-Bliley Act” below.

Business Strategy

Our goal is to become the most highly regarded financial institution in the markets we serve. We intend to
accomplish this goal by combining the sophisticated products and fee-based services of a major regional financial
services company with the personal attention, service and responsiveness of a community bank holding company.
We believe this strategy results in greater profitability than a typical community bank. The primary components of
our business strategy are commercial banking, consumer banking, niche marketing, development of fee income, and
enhanced customer service.

Commercial Banking. Commercial banking has been our historic and ongoing business focus. Our
business customers tend to be small to middle market customers with annual gross revenues generally between
$1 million and $50 million who generally do not receive the attention of our larger, more nationally focused




competitors. Many of these customers require us to have a high degree of understanding of their business in order
for us to be able to customize solutions to their financial requirements. We believe that this helps to distinguish us
from our competitors, We offer a wide range of products including short-term loans for seasonal and working
capital purposes, term loans secured by real estate and other assets, loans for construction and expansion needs,
revolving credit plans and sophisticated cash management services. We also are active in commercial real estate
lending, including loans to developers of both residential and commercial projects. As of December 31, 2007, our
commercial loan portfolio was $2.90 billion, which represents 75.1% of our total loans outstanding.

Another important component of our commercial lending practice is our emphasis on small businesses and
their unique needs. In order to serve small businesses better, National Penn Bank is an approved “SBA
Preferred/Express Lender” by the U.S. Small Business Administration. Being a Preferred/Express Lender
authorizes us to underwrite and approve qualifying small business loans without the prior approval of the Small
Business Administration. During 2007, National Penn Bank originated over $19.7 million of loans that qualified for
U.S. Small Business Administration guarantees.

Consumer Banking. We offer a full range of deposit accounts, which include demand, NOW, money market,
certificates of deposit and other checking and savings accounts. We also offer consumer loan products such as
installment loans, home equity loans, residential mortgage loans, multi-family loans, educational loans and credit
cards. In addition, we offer automated teller services through an inter-bank automated teller system, safe deposit
and night depository facilities and internet banking services, including on-line bill paying. The Company continues
to focus its efforts in further development of retail products and services.

Niche Marketing. An important component of our business strategy is the development of business lines
that give us higher margin opportunities. We are continually assessing the markets within which we operate in order
to identify and seize upon opportunities where we believe a market segment is being under-served. Once identified,
we focus on customizing solutions that are beneficial to the user and profitable to us.

An example is our Manufacturing Group. The Manufacturing Group is a unique lending group whose
focus is on assisting manufacturing firms in solving industry-specific challenges. The Manufacturing Group is
comprised of specialized teams of experienced bankers who have industry-specific training or experience and can
offer an array of resources to time-challenged business owners, through the Manufacturing Group’s Solutions
Network ™- a database of National Penn professionals and other selected third-party resource providers who assist
with financial and non-financial business chalienges. Value-added areas include industry specific seminars,
newsletters, websites and a Board of Advisors that provides feedback and support to the group. At December 31,
2007, the Manufacturing Group managed relationships with loans outstanding of approximately $159.9 million.

Another example is our leasing company. National Penn Leasing Company provides equipment lease
financing. It has been in business since December 2002 and had total leases outstanding of $35.4 million as of
December 31, 2007.

Other examples are our International Banking Group and our Government Banking Group. The
International Banking Group provides for customer import, export and general documentary credit, foreign
exchange and international payment needs. As of December 31, 2007 the unit managed a letter of credit portfolio
totaling $139.8 million. The International Banking Group has been in operation since June 2001. Our Government
Banking Group, formed in 2001, serves the unique banking needs of local government entities such as school
districts, municipalities and townships. At December 31, 2007, our Government Banking Group deposits totaled
$441 .4 million.

Development of Fee Income. In addition to generation of fee income through our commercial banking
operations including mortgage lending, we have a number of specialized investment and insurance subsidiaries to
develop fee income and to serve specific markets.

We currently provide trust and investment management services through National Penn Investors Trust
Company, our national trust company subsidiary, and effective January 4, 2008, Christiana. We also provide
investment management services through National Penn Capital Advisors, Inc. and Vantage Investment Advisors,
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LLC. Securities brokerage services are currently provided by a third party vendor, PrimeVest Financial Services,
Inc., under the names “National Penn Investment Services” and effective February 1, 2008, “KNBT Investment
Services.” In total, our wealth management group currently manages and/or advises approximately $8.2 billion for
over 21,000 individual and corporate accounts.

We currently provide insurance services (primarily property and casualty insurance) through National Penn
Insurance Agency, Inc. We also offer specialized insurance services through Caruso Benefits Group, Inc. and
Higgins Insurance Associates, each acquired in the February 2008 merger with KNBT. The insurance group
currently serves over 17,000 customers.

For the year ended December 31, 2007, our efforts produced total fee income for the Company of $73.2
million compared to $66.9 million for the year ended December 31, 2006.

Enhanced Customer Service. Our business strategy is supported by a strong delivery system that places
greater emphasis on customer service. We have segmented our market into regions based primarily on geographic
considerations. Each region is managed by a region president who reports to a designated executive officer. This
officer coordinates our sales and servicing efforts in order to effectively serve our current customers and gain new
customers. The purpose of this initiative is to better leverage our centralized marketing and servicing efforts,
thereby increasing sales of the wide range of products and services that we offer. We believe that this cross-
functional approach leads to more responsive service for our customers who, in turn, reward us with more of their
total financial services business.

General Development of Business

National Penn Bank, then known as National Bank of Boyertown, was originally chartered in 1874,
National Bank of Boyertown converted to a holding company structure in 1982 by forming National Penn
Bancshares, Inc. as a parent company to the Bank. National Bank of Boyertown changed its name to National Penn
Bank in 1993 to reflect its growing market territory.

Since January 2003, National Penn has grown significantly. Growth has been generated both internally and
through acquisitions and mergers that have either “filled in” or extended our reach into new markets. At December
31, 2002, National Penn had $2.86 billion in total assets, and National Penn Bank conducted operations through 58
community offices. Currently, National Penn has approximately $8.9 billion in total assets, and National Penn Bank
conducts operations through 138 community offices. In addition, National Penn’s subsidiary, Christiana Bank &
Frust Company, conducts banking operations through two community offices in Delaware.

The following highlights major developments in our business of the last five years:

2003. In February, we completed the FirstService Bank acquisition, acquiring assets of $367 million, by
merging FirstService Bank into National Penn Bank. This transaction substantially increased our presence in the
Bucks County marketplace. Given our decision to re-focus our efforts on our core southeastern Pennsylvania
markets, in February we entered into an agreement to sell our Panasia Bank, N.A. subsidiary to Woori America
Bank for $34.5 million in cash. This sale was completed in September. In April, in a market extending acquisition,
we entered into an agreement to acquire HomeTowne Heritage Bank, a community bank that had $165 million in
assets and four community offices located in Lancaster County, PA. We acquired HomeTowne Heritage Bank in
December and merged it into National Penn Bank, strengthening our efforts to expand our business in the Lancaster
County market. In December 2003, we entered into an agreement to acquire Peoples First, Inc. and its banking
subsidiary, The Peoples Bank of Oxford. Peoples had assets of approximately $456 million, with eight community
offices in southern Chester County and Lancaster County and one community office in Cecil County, Maryland.

2004. We completed the acquisition of Peoples First, Inc. and its banking subsidiary, The Peoples Bank of
Oxford, on June 10, 2004. This acquisition substantially strengthened our market position in southern Chester
| County and Lancaster County and provided us with an entry into Maryland. We also took various steps to extend
use of the “National Penn” brand throughout the Company. In June 2004, we re-branded our mortgage company as
“National Penn Mortgage Company”. We also began the planning process for consolidating the businesses of our
! weaith management subsidiaries, Investors Trust Company and FirstService Capital, Inc., together with the trust
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business of The Peoples Bank of Oxford, into a *“National Penn”-branded entity. In connection with this
reorganization, we filed an application with the OCC to convert the charter of Investors Trust Company to a limited
purpose national trust company to be named “National Penn Investors Trust Company”. We alse began offering
securities brokerage services under the name “National Penn Investment Services™ through a third party vendor in
December 2004, replacing such services previously offered through our own broker-dealer subsidiary. During 2004,
we took steps intended 10 increase our ratio of fee-based income to total revenue. These included our acquisition of
two established insurance agencies, each with operations within our market area — Pennsurance, Inc., located in
Oley, Berks County, PA, acquired in June 2004; and D. E. Love Associates, Inc., based in Yardley, Bucks County,
PA, acquired in November 2004,

2005. In January 2005, we acquired another established insurance agency with operations in our market
area — the Krombolz Agency, Inc., based in West Chester, Chester County, Pennsylvania — and merged it into our
insurance agency subsidiary, National Penn Insurance Agency, Inc. This furthered the build-out of our insurance
agency business throughout our southeastern Pennsylvania geographic footprint. In July, we completed the
consolidation of our wealth management subsidiaries into National Penn Investors Trust Company, a limited
purpose national trust company, providing us with a unified entity to offer trust and investment management
services. In December 2005, we acquired Preferred Risk Associates, another local insurance agency, merging it into
National Penn Insurance Agency, Inc.

2006. In January 2006, we acquired Nittany Financial Corp., a holding company headquartered in State
College, Centre County, Pennsylvania, whose principal subsidiary, Nittany Bank, then conducted a community
banking business through four community offices in State College and one community office in nearby Bellefonte.
Nittany Financial also had $342 million under management at December 31, 2005 through its subsidiaries, Vantage
Investment Advisors, L.L.C. and Nittany Asset Management, Inc. This acquisition resulted in our entry into a
strong market in central Pennsylvania, and strengthened our overall wealth management business. On April 10,
2006, we acquired Resources for Retirement, Inc., now a part of our National Penn Capital Advisors, Inc.
subsidiary. The acquisition of Resources, a retirement plan advisory firm based in Newtown, PA, has enabled us to
significantly expand our 401(k) business to larger companies.

2007. To better position us for the challenges and opportunities emerging in the mortgage business, we
implemented a number of structural changes to our mortgage business in the first quarter of 2007, We no longer
participate in wholesale mortgage originations. To generate a higher level of internal referrals, we also implemented a
closer integration of our mortgage sales and retail banking operations. Accordingly, Penn 1st Financial Services, Inc., our
wholly-owned mortgage banking subsidiary, was merged into National Penn Bank to create the mortgage banking
division of National Penn Bank. In June 2007, we entered into an acquisition agreement with Christiana, a Delaware
chartered bank and trust company headquartered in Greenville, Delaware, which then conducted a community banking
business and a trust company business. Christiana’s trust company business held $2.9 billion in assets under
management or administration. This acquisition was completed on January 4, 2008, and strengthened and broadened our
overall wealth management business. (See “Recent Devetopments™) In September 2007, we entered in a merger
agreement with KNBT, headquartered in Bethlehem, Pennsylvania, whose principal subsidiary, Keystone Nazareth Bank
& Trust Company, then conducted a community banking business through 56 community offices in Lehigh,
Northampton, Carbon, Luzerne, Schuylkill and Monroe counties, Pennsylvania. At the signing of the merger agreement,
KNBT had approximately $2.9 billion in assets, $1.8 billion in loans and $2.0 billion in deposits, as well as $1.0 billion
in trust assets under management or administration, The merger was completed on February 1, 2008, and strengthened
our overall competitive position in the Lehigh Valley as weil as our wealth management and insurance businesses. (See
“Recent Developments”,)

Lending

Underwriting and Credit Administration

The Board of Directors, through the Director’s Enterprise Risk Management Committee (DERMC),
oversees our lending practices and policies. Our policies require that loans meet sound underwriting criteria. The
DERMC approves loan authority for certain officers to be used individually or jointly and for the Loan Committee
of National Penn Bank. The largest single name lending authority within National Penn Bank is $2,000,000.
Christiana utilizes only joint authority with a maximum approval level of $1,500,000. Any loan request for an
amount exceeding individual or joint approval authority levels must be approved by National Penn Bank's Loan
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Committee. The National Penn Bank Loan Committee is chaired by Hugh Marshall, Chief Credit Officer, with
other executive and senior officers of the Company making up the balance of the Loan Committee. The Loan
Committee considers loan requests of $8.0 million up to the Bank’s single borrower lending limit.

National Penn Bank originates loans through direct solicitation of the borrower, referral sources, through
loan participations with other banks, loan brokers, equipment vendors, and purchases some leases through other
financial institutions.

As part of our credit administration process, we have an asset quality review performed by an outside
consulting firm. Their review consists of sampling the commercial business and commercial real estate portfolio,
reviewing individual borrower files for adherence to policy and underwriting standards, proper loan administration,
and asset quality. National Penn Bank’s Chairman, National Penn Bank’s CEO, and other senior lending and credit
administration personnel meet monthly to review delinquencies, non-performing assets, classified assets and other
relevant information to evaluate credit risk within this portfolio.

Loan Portfolio

At December 31, 2007 and 2006, our portfolio was composed of the following loan types:

December 31, 2007 December 31, 2006
(dollars in thousands):
Percentage Percentage
of of
Portfolio Portfolio

Commercial Real Estate

Commercial Properties $ 516,217 13.33 % $ 497,659 13.70 %

Residential Subdivision 219,282 5.66 179,740 4.95

Multifamily 108,297 2.79 89,633 247
Commercial Business Loans

Commercial Term Loans

& Mortgages 1,523,758 3933 1,419,176 39.07

Lines of Credit 500,356 12.91 430,480 11.85

Leases 35,427 0.91 317,428 1.03
Consumer Loans

Residential Mortgages 375,560 9.69 413,998 11.40

Home Equity Loans 359,759 9.28 357,661 9.85

Home Equity Lines of 167,533 432 166,824 4,59
Credit
Other Loans 69,062 1.78 39,338 1.08
Total Loans $ 3,875,253 100.00 % § 3,631,937 100.00 %

Commercial Lending

General — A majority of National Penn Bank’s loan assets are loans to business owners of many types.
National Penn Bank makes commetcial loans for real estate development, equipment financing, account receivables
and inventory financing and other purposes as required by the broad spectrum of borrowers. Commercial loans by
their nature carry higher risk than loans to consumers. The changes in commercial borrowers’ financial condition
and cash flow plus the potential volatility in the value of collateral held makes commercial lending a higher risk
form of lending. Consequently, a greater percentage of National Penn Bank’s resources and the staff’s time are
devoted to monitoring this area of the portfolio.

National Penn Bank's credit policies determine advance rates against the different forms of collateral that
can be pledged against commercial loans. Typically, loans will be limited to 85% of real estate values, 75% of new
equipment, 80% against eligible accounts receivable and 50% or less against finished inventory or raw material.
Individual loan advance rates may be higher or lower depending upon the financial strength of the borrower and/or
the term of the loan,



Below are different loan types and descriptions offered to National Penn Bank’s commercial loan
customers.

Commercial Real Estate

Commercial Properties ~ These loans include both construction loans and long-term loans financing
commercial properties such as office buildings, retail strip malls, and medical office buildings. All properties in this
category are non-owner occupied. Repayment of this kind of loan is dependent upon the resale of or lease of the
subject property. Loan terms range from one year to 20 years. I[nterest rates can be either floating or fixed rates,
Fixed rates are generally set for periods of three to seven years with either a rate reset provision or a balloon

payment.

Residential Subdivision — These loans are made to residential subdivision developers for the building of
residential properties including roadways, the installation of utilities and the actual construction of the one to four
family houses. Repayment of this kind of loan is dependent upon the sale of individual houses to consumers or in
some cases to other developers. Terms of the loan are generally for one to three years. Interest rates are usually
floating, generally based on the Wall Street Journal prime rate or 30-day London Inter-Bank Offered Rate (LIBOR)
plus an increment.

Multifamily — These loans provide the construction and/or long term financing of greater than five unit
residential properties that are for lease. Loan terms are generally from one year to 20 years with some loans
amortizing over 25 years. Interest rates can be either floating or fixed for three to 10 year periods. These loans are
repaid from the lease of the individual units.

Commercial Business Loans

Loans in this general category are made to proprietors, professionals, partnerships and corporations.
Repayment of this kind of loan generally comes from the cash flow of the business. The assets financed are vsed
within the business for its ongoing operation.

Commercial Term Loans and Mortgages — These loans are typically used to finance the equipment and the
owner-occupied real estate needs of the borrower. Terms will range from 3 to 25 years dependent upon the
economic life of the asset financed. Interest rates will be either floating or fixed for periods up to 10 years. Many
loans, aithough written with extended amortizations, will actually require balloon payments at 3, 5, or 10 years.

Commercial Lines of Credit — As of December 31, 2007, National Penn Bank had lines of credit
representing $1.24 billion in commitments to business owners. The lines finance short-term working capital needs
of the borrower including funds for accounts receivable, inventory, short-term equipment needs and operating
expenses. Lines of credit allow the business owner to borrow, repay, and re-borrow funds on an as needed basis up
to a pre-determined maximum level. Lines of credit are typically committed for one year but may be granted for
longer terms based on the financial strength of the borrower and the collateral provided. Typical collateral for a line
of credit will consist of the borrower’s accounts receivable, inventory, machinery and equipment. Sometimes the
collateral will include the business real estate or the business owner’s personal residence. Repayment of the line is
dependent upon the ongoing success of the business and the conversions of assets, such as accounts receivable and
inventory, to cash. Interest rates are usually floating and are generally based on Wall Street Journal Prime rate, or
the 30 day London Inter-Bank Offered Rate (LIBOR).

Small Business Loans - National Penn Bank is a preferred lender as designated by the U.S. Small Business
Administration (SBA). As such, National Penn Bank originates loans to business owners that qualify for a loan
guaranty issued by the SBA. The amount of the guaranty can range from 50% to 85% of the loan amount dependent
on the form of the loan. SBA guaranteed loans may be used to finance equipment, owner-occupied business real
estate, accounts receivables and inventory. The term of SBA loans can range from a few months up to 20 years
dependent upon the purpose and collateral offered, SBA regulations limit interest rates and terms. In calendar year
2007 National Penn Bank originated $19.7 million SBA guaranteed loans compared to $29.6 million originated in
2006. The Bank actively seils the guaranteed portion of these loans in the secondary market.




Leasing — National Penn Bank makes lease financing available to business customers through its wholly
owned subsidiary, National Penn Leasing Company (NPLC). NPLC provides leases for many types of equipment,

serving the manufacturing, service, transportation, and construction sectors. Leases are written at fixed rates for 3 to.

7 year terms based on the economic life of the underlying equipment, Leases can be capital leases, operating leases,
conditional sales contracts or other lease structures dependent on the financial condition and needs of the lessee as
well as the type of equipment involved. NPLC started business in December 2002 and at December 31, 2007, had
total leases outstanding of $35.4 million.

Consumer Lending

General — National Penn Bank provides loans to consumers to finance personal residences, automobiles,
college tuition, home improvements and other personal needs. During 2007, National Penn Bank originated first
lien residential mortgages principally in eastern and central Pennsylvania. Originations in 2007 totaled $177.2
million. All residential mortgages are sold to secondary market investors or held within National Penn Bank’s
investment or loan portfolios. At year-end 2007, the residential mortgages held in National Penn Bank’s loan
pottfolio totaled $373.1 million compared to $414.0 million as of December 31, 2006.

National Penn Bank also provides home equity loans, home equity lines of credit and other consumer loans
through its network of community offices and Private Banking division. The majority of National Penn Bank’s
consumer loans are secured by the borrower’s residential real estate in either a first or second lien position. National
Penn Bank requires a loan to value ratio of not greater than 90% on this portfolio with some exceptions based on the
borrower’s financial strength. National Penn Bank originates all of its home equity loans and home equity lines of
credit directly with its customers. At December 31, 2007, NPB had consumer loan outstandings of $589.0 miilion
compared to $564.5 million at December 31, 2006.

Investment Policies and Strategies

The investment portfolio includes the National Penn Bank portfolio and the National Penn Investment
Company portfolio. The National Penn Bank portfolio totaled $1.36 billion at December 31, 2007 and $1.21 billion
at December 31, 2006. The investment company portfolio was $25.8 million at December 31, 2007 and $41.3
million at December 31, 2006. At December 31, 2007, National Penn Investors Trust Company had a smail
investment portfolio of $3.6 mitlion as a vehicle to invest its capital.

National Penn Bank’s investment portfolio consists primarily of Agency and Municipal bonds. The Agency
bonds include debentures as well as mortgage backed securities issued by GMNA, FNMA and FHLMC. Agency
and municipal bonds carry low risk-based capital requirements. In addition to following our strategy of growing the
Agency and Municipal bond portfolio, 2007 provided an opportunity to add other high yielding securities consistent
with our risk-reward profile. Collateralized Debt Obligations (CDOs) were purchased in 2007, backed by credit
default swaps and bank and insurance trust preferred debt, to help mitigate margin compression and grow our
investment portfolio according to internal budget expectations, On December 31, 2007, National Penn Bank owned
$142.1 million of CDOs. These CDOs are all investment grade securities, with yields higher than that of Agency or
Municipal bonds. The primary purpose of the National Penn Bank investment portfolio is to provide a secondary
source of liquidity. Another purpose is to provide a source of income. For liquidity purposes, we concentrate on
buying high quality, highly marketable securities. We also construct the portfolio to provide a steady cash flow
stream. A high percentage of the National Penn Bank investment portfolio supports our funding pledging needs (that
is, we must pledge qualifying assets to secure deposits of municipalities and other governmental entities). In
addition to the factors discussed, we follow a strategy of shortening the duration of the Bank portfolio when rates are
low and lengthening the duration of the investment portfolio when rates are high. In 2007 we continued our strategy
established in later 2005 of purchasing long-term securities. Whether we are buying shorter-term securities during
low rate cycles, or longer-term securities during times of higher rates, we consider the impact of the investment
portfolio in the Company’s overall interest rate risk position. We therefore might adjust the strategy, due to our need
to remain consistent with our interest rate risk corporate guidelines.

In 2007 and 2006, we pooled $26.7 million and $36.0 million, respectively, of our own production of ten
and fifteen year fixed rate mortgage loans and converted the loans to FHLMC securities in order to transfer assets to
the investment portfolio. This is a more price-efficient way to add mortgage-backed securities to our portfolio as




compared to purchasing mortgage-backed securities in the secondary market. These loans, when securitized, are
more liquid and also support our deposit pledging needs. There were no securitizations in 2005.

National Penn Investment Company’s portfolio consists primarily of investments in regional or community
banking organizations. These investments are in the form of common stock or trust preferred securities. The primary
purpose of this portfolio is to generate income, including both current income in the form of interest and dividends,
as well as long-term capital gains. Our strategy in the trust preferred portfolio is to invest in other banks where we
can understand the financial performance and risks involved, while enjoying a higher return. These investments
require the same risk-based capital as commercial loans, but the overall dollar amount of this portfolio, at $25.8
million, is relatively small so the impact on capital is not material.

Operating Segments

At December 31, 2007, National Penn has one reportable segment, Community Banking, and certain other non-
reportable segments, as described in Footnote 20 of the Notes to Consolidated Financial Statements included at ltem 8 of
this Report. Footnote 20 includes segment information on revenue, assets and income, and is incorporated by reference
in this Item 1.

Potential Subprime Exposure

National Penn Bank’s direct exposure to subprime mortgages was negligible as of December 31, 2007, The
origination of subprime mortgages has historically represented a small fraction of National Penn’s total mortgage
loan originations. National Penn may have indirect exposure to the subprime mortgage market through its many
banking relationships with commercial real estate developers and with a portion of its investment portfolio. The
contraction in subprime credit availability may limit our borrowers’ ability to obtain customers able to secure the
necessary financing, adversely affecting real estate sales and our borrowers’ liquidity and ability to repay debt. Bank
and insurance trust preferred debt held in our investment portfolio contains portfolio names that may have direct
subprime exposure.

Products and Services with Reputation Rigk

National Penn and its subsidiaries offer a diverse range of financial and banking products and services. In the
event one or more customers and/or governmentat agencies become dissatisfied or objects to any product or service
offered by National Penn or any of its subsidiaries, negative publicity with respect to any such product or service,
whether legally justified or not, could have a negative impact on National Penn’s reputation. The discontinuance of any
product or service, whether or not any customer or governmental agency has challenged any such product or service,
could have a negative impact on National Penn’s reputation.

Future Acquisitions

Our acquisition strategy consists of identifying financial service companies, including banks, insurance
agencies and investment advisers, with business philosophies that are similar to ours, which operate in strong
markets, and which can be acquired at an acceptable cost. In evaluating acquisition opportunities, we generally
consider potential revenue enhancements and operating efficiencies, asset quality, interest rate risk, and management
capabilities, Discussions with acquisition candidates take place frequently.

Concentrations, Seasonality

We do not have any portion of our businesses dependent on a single or limited number of customers, the
loss of which would have a material adverse effect on our business. No substantial portion of investments are
concentrated within a single industry or group of related industries. The Company’s commercial loan portfolio has a
concentration in loans to commercial real estate investors and developers and a significant amount of loans are
secured by real estate located in southeastern Pennsylvania. See also “Significant Concentrations of Credit Risk™ in
Footnote | to the consolidated financial statements included at Item 8 of this Report. While our businesses are not
seasonal in nature, we experience some fluctuation in our deposits due to the seasonality of government and scheol
district deposits. See “Liquidity and Interest Rate Sensitivity” in Item 7 of this Report.
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Environmental Compliance

Our compliance with federal, state and local environmental protection laws had no material effect on
capital expenditures, earnings or our competitive position in 2007, and is not expected to have a material effect on
such expenditures, earnings or competitive position in 2008,

Employees

At December 31, 2007, Nationa} Penn and its subsidiaries had 1,289 full- and part-time employees. As of
February 1, 2008, after completion of the Christiana and KNBT mergers, National Penn has 2,141 full and part-time
employees.

Website Availability of Reports

We maintain a website at; www.nationalpennbancshares.com. We make our Forms 10-K, 10-Q and 8-K
(and amendments to each) available on this website free of charge at the same time as those reports are filed with the
SEC (or as soon as reasonably practicable following that filing).

Supervision and Regulation

Bank holding companies and banks operate in a highly regulated environment and are regularly examined
by federal and state regulatory authorities.

The following discussion concerns various federal and state laws and regulations and the potential impact
of such laws and regulations on National Penn and its subsidiaries.

To the extent that the following information describes statutory or regulatory provisions, it is qualified in its
entirety by reference to the particular statutory or regulatory provisions themselves. Proposals to change laws and
regulations are frequently introduced in Congress, the state legislatures, and before the various bank regulatory
agencies. National Penn cannot determine the likelihood or timing of any such proposals or legislation or the impact
they may have on National Penn and its subsidiaries. A change in law, regulations or regulatory policy may have a
material effect on the business of National Penn and its subsidiaries.

Bank Holding Company Regulation

National Penn is registered as a bank holding company under the Bank Holding Company Act of 1956, as
amended (“BHCA™) and is subject to inspection, examination and supervision by the Board of Governors of the
Federal Reserve System (the “Federal Reserve™).

In general, the BHCA limits the business in which a bank holding company may engage to banking,
managing or controlling banks and other activities that the Federal Reserve determines to be appropriately incidental
to the business of banking. The Gramm-Leach-Bliley Act of 1999 (*GLBA™) amended the BHCA and established a
new kind of bank holding company called a “financial holding company.” GLBA expanded the permissible
activities of a bank holding company that elects to become a financial holding company. A financial holding
company may engage in any type of financial activity. Although National Penn believes that it is eligible to do so,
National Penn has not elected to become a “financial holding company.” See “Gramm-Leach-Bliley Act” below.

Bank holding companies are required to file periodic reports with and are subject to examination by the Federal
Reserve. Federal Reserve regulations require a bank holding company to serve as a source of financial and managerial
strength to its subsidiary banks. Pursuant to these “source of strength” regulations, the Federal Reserve may require
National Penn to commit its resources to provide adequate capital funds to National Penn Bank during periods of
financial stress or adversity. This support may be required at times when National Penn is unable to provide such
support. Any capital loans by National Penn to National Penn Bank would be subordinate in right of payment to
deposits and certain other indebtedness of National Penn Bank.

11



If any insured depository institution subsidiary of a bank holding company becomes “undercapitalized” (as
defined by regulations) and is required to file a capital restoration plan with its appropriate federal banking agency, the
Federal Deposit Insurance Act {*FDIA”) requires a bank holding company to guarantee the depository institution’s
compliance with its capital restoration plan, up to specified limits.

The BHCA gives the Federal Reserve the authority to require a bank holding company to terminate any activity
or relinquish control of a nonbank subsidiary (other than a nonbank subsidiary of a bank) upon the Federal Reserve’s
determination that such activity or control constitutes a serious risk to the financial soundness and stability of any bank
subsidiary of the bank holding company.

The BHCA prohibits National Penn from acquiring direct or indirect control of more than 5% of the
outstanding shares of any class of voting stock or substantially all of the assets of any bank, or merging or consolidating
with another bank holding company, without prior approval of the Federal Reserve. Such a transaction may also require
approval of the Pennsylvania Department of Banking. Pennsylvania law permits Pennsylvania bank holding companies
to control an unlimited number of banks.

The BHCA further prohibits National Penn from engaging in or from acquiring ownership or control of more
than 5% of the outstanding shares of any class of voting stock of any company engaged in a non-banking business unless
such business is determined by the Federal Reserve, by regulation or by order, to be so “closely related to banking™ as to
be a “proper incident” thereto. The BHCA does not place territorial restrictions on the activities of such non-banking-
related businesses.

The Federal Reserve’s regulations concerning permissible non-banking activities for National Penn provide
fourteen categories of functionally related activities that are permissible non-banking activities. These are:

*  Extending credit and servicing loans.

+  Centain activities related to extending credit.

»  Leasing personal or real property under certain conditions.

*  Operating non-bank depository institutions, including savings associations.
*  Trust company functions,

= Certain financial and investment advisory activities.

»  Certain agency transactional services for customer investments, including securities brokerage activities.
*  Certain investment transactions as principal.

*  Management consulting and counseling activities.

«  Certain support services, such as courier and printing services.

*  Certain insurance agency and underwriting activities.

*  Community development activities.

+  Issuance and sale of money orders, savings bonds, and traveler’s checks.

«  Certain data processing services.

Depending on the circumstances, Federal Reserve approval may be required before National Penn or its non-
bank subsidiaries may begin to engage in any such activity and before any such business may be acquired.

Dividend Restrictions

National Penn is a legal entity separate and distinct from National Penn Bank and National Penn’s other direct
and indirect bank and non-bank subsidiaries.

National Penn’s revenues {on a parent company only basis) result almost entirely from dividends paid to
National Penn by its subsidiaries. The right of National Penn, and consequently the right of creditors and shareholders of
National Penn, to participate in any distribution of the assets or earnings of any subsidiary through the payment of such
dividends or otherwise is necessarily subject to the prior claims of creditors of the subsidiary (including depositors, in the
case of National Penn Bank and Christiana Bank & Trust Company — “Christiana™), except to the extent that claims of
National Penn in its capacity as a creditor may be recognized.

12




Federal and state taws regulate the payment of dividends by National Penn’s subsidiaries. See “Supervision
and Regulation - Regulation of National Penn Bank and Christiana” in this Item 1. See also Footnote 18 to the
consolidated financial statements included at Item § of this Report.

Further, it is the policy of the Federal Reserve that bank holding companies should pay dividends only out of
current earnings. Federal banking regulators also have the authority to prohibit banks and bank holding companies from
paying a dividend if the regulators deem such payment to be an unsafe or unsound practice.

Capital Adequacy

Bank holding companies are required to comply with the Federal Reserve’s risk-based capital guidelines.
Capital adequacy guidelines involve quantitative measures of assets, liabilities and certain off-balance sheet items
calculated under regulatory accounting practices. Capital amounts and classifications are also subject to qualitative
judgments by regulators about components, risk weighting and other factors. Capital adequacy guidelines are intended
to ensure that bank holding companies have adequate capital given the risk levels of its assets and off-balance sheet
financial instruments. The guidelines require that bank holding companies maintain minimum ratios of capital to risk-
weighted assets. For purposes of calculating the ratios, a bank holding company’s assets and some of its specified oft-
balance sheet commitments and obligations are assigned to various risk categories and its capital is classified in one of
three tiers.

The required minimum ratio of total capital to risk-weighted assets (including certain off-balance sheet
activities, such as standby letters of credit) is 8%. At least half of total capital must be “Tier 1 capital”, Tier 1 capital
consists principally of common shareholders’ equity, retained earnings, a limited amount of qualifying perpetual
preferred stock and minority interests in the equity accounts of consolidated subsidiaries, less goodwill and certain
intangible assets. The remainder of total capital may consist of mandatory convertible debt securities and a limited
amount of subordinated debt, qualifying preferred stock and loan loss allowance (“Tier 2 capital”). At December 31,
2007, National Penn’s Tier 1 capital and total (Tier 1 and Tier 2 combined) capital ratios were 9.54% and 10.81%,
respectively.

In addition to the risk-based capital guidelines, the Federal Reserve requires a bank holding company to
maintain a minimum “leverage ratio”. This requires a minimum level of Tier 1 capital (as determined under the risk-
based capital rules) to average total consolidated assets of 3% for those bank holding companies that have the highest
regulatory examination ratings and are not contemplating or experiencing significant growth or expansion. The Federal
Reserve expects all other bank holding companies to maintain a ratio of at least 1% to 2% above the stated minimum. At
December 31, 2007, National Penn’s leverage ratio was 7.76%.

The Federal Reserve has also indicated that it will consider a “tangible Tier 1 capital leverage ratio” (deducting
all intangibles) and other indicators of capital strength in evaluating proposals for expansion or new activities. The
Federal Reserve has not advised National Penn of any specific minimurn leverage ratio applicable to National Penn.

The FDIA requires an insured institution to take “prompt corrective action” in the event minimum capital
requirements are not met. Pursuant to the “prompt corrective action” provisions of the FDIA, the federal banking
agencies have specified, by regulation, the levels at which an insured institution is considered “well capitalized”,
“adequately capitalized”, “undercapitalized”, “significantly undercapitalized”, or “critically undercapitalized.”

Under these regulations, an institution is considered “well capitalized” if it satisfies each of the following
requirements:

» It has a total risk-based capital ratio of 10% or more.
+  Ithas a Tier | risk-based capital ratio of 6% or more.
' « It has a leverage ratio of 5% or more.
| »  Itis not subject to any order or written directive to meet and maintain a specific capital level.

At December 31, 2007, National Penn Bank qualified as *well capitalized” under these regulatory standards.
| See Footnote 18 of the Notes to Consolidated Financial Statements included at Item 8 of this Report.
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FDIC Insurance Assessments

National Penn Bank and Christiana are each subject to deposit insurance assessments by the Federal Deposit
Insurance Corporation (“FDIC™). The assessments are based on the risk classification of the depository institutions,
National Penn Bank and Christiana were each required to pay (subject to certain credits) regular FDIC insurance
assessments in 2007, and expect to be required to pay regular insurance assessments to the FDIC in 2008,

As part of a regulatory recapitalization in 1996, FDIC-insured deposits are now assessed to fund debt service on
the Federal government’s related bond payments. The current annualized rate established by the FDIC is $.017 per $100
of deposits. These bonds mature in 2017.

Regulation of National Penn Bank and Christiana

The operations of National Penn Bank and Christiana are each subject to various federal and state statutes
applicable to banks chartered in the United States. The operations of National Penn Bank are also subject to regulations
of the Office of the Comptroller of the Currency (“OCC”), the Federal Reserve, and the FDIC. The operations of
Christiana are subject to regulations of the State Bank Commissioner of the State of Delaware and the FDIC.

The OCC and FDIC, which have primary supervisory authority over National Penn Bank and Christiana,
respectively, regularly examine banks in such areas as reserves, loans, investments, management practices, trust, and
other aspects of operations. These examinations are designed for the protection of depositors rather than shareholders,
Each bank must furnish annual and quarterly reports to the primary regulator, each of which has the legal authority to
prevent the bank from engaging in an unsafe or unsound practice in conducting its business.

Federal and state banking laws and regulations govern, among other things, the scope of a bank’s business, the
investments a bank may make, the reserves against deposits a bank must maintain, the types and terms of loans a bank
may make and the collateral it may take, the activities of a bank with respect to mergers and consclidations, and the
establishment of branches, including community offices. Pennsylvania law and Delaware law each permit statewide
branching,

Under the National Bank Act, National Penn Bank is required to obtain the prior approval of the OCC for the
payment of dividends if the total of all dividends declared by it in one vear would exceed its net profits for the current
year plus its retained net profits for the two preceding years, less any required transfers to surplus. In addition, National
Penn Bank may only pay dividends to the extent that its retained net profits (including the portion transferred to surplus)
exceed statutory bad debts. Under the FDIA, National Penn Bank is prohibited from paying any dividends, making other
distributions or paying any managernent fees if, after such payment, it would fail to satisfy its minimum capital
requirements.

Christiana is also subject to regulatory restrictions on the payment of dividends to National Penn. Currently,
Christiana may pay dividends to the extent of its accumulated retained earnings.

As subsidiary banks of a bank holding company, National Penn Bank and Christiana are each subject to certain
restrictions imposed by the Federal Reserve Act on extensions of credit to the bank holding company or its subsidiaries,
on investments in the stock or other securities of the bank holding company or its subsidiaries, and on taking such stock
or securities as collateral for loans.

The Federal Reserve Act and Federal Reserve regulations also place certain limitations and reporting
requirements on extensions of credit by a bank to the principal shareholders of its parent holding company, among
others, and to related interests of such principal shareholders. In addition, such legislation and regulations may affect the
terms upon which any person becoming a principal shareholder of a holding company may obtain credit from banks with
which the subsidiary bank maintains a correspondent relationship.
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Regulation of Other Subsidiaries

National Penn’s direct non-bank subsidiaries are subject to regulation by the Federal Reserve. In July 2005,
National Penn converted Investors Trust Company from a state-chartered trust company regulated by the Federal
Reserve and the Pennsylvania Department of Banking to a limited purpose national trust coinpany regulated by the
OCC. National Penn Bank’s other direct non-bank subsidiaries are subject to regulation by the OCC.

In addition, National Penn Capital Advisors, Inc. and Vantage Investment Advisors, L.L.C., investment
advisory firms, are each subject to regulation by the SEC and various state securities regulators. National Penn Bank’s
insurance agency subsidiaries, including those acquired in the KNBT merger, are also subject to regulation by the
Pennsylvania Department of Insurance.

Monetary and Fiscal Policies

The financial services industry, including National Penn and its subsidiaries, is affected by the monetary and
fiscal policies of government agencies, including the Federal Reserve. Through open market securities transactions and
changes in its discount rate and reserve requirements, the Federal Reserve exerts considerable influence over the cost and
availabitity of funds for lending and investment.

Gramm-Leach-Bliley Act

The Gramm-Leach-Bliley Act of 1999 (“GLBA™):
+  Repealed various provisions of the Glass Steagall Act to permit commercial banks to affiliate with
investment banks (securities firms).
+  Amended the BHCA to permit qualifying bank holding companies to engage in any type of financial
activity.
«  Permits subsidiaries of national banks now to engage in a broad range of financial activities that are not
permitted for national banks themselves.

The result is that banking companies are generally able to offer a wider range of financial products and services
and are more readily able to combine with other types of financial companies, such as securities and insurance
companies.

GLBA created a new kind of bank holding company called a “financial holding company” (an “FHC”) that is
authorized to engage in any activity that is “financial in nature or incidental to financial activities” and any activity that
the Federal Reserve determines is “complementary to financial activities” and does not pose undue risks to the financial
system. A bank holding company qualifies to become an FHC if it files an election with the Federal Reserve and if each
of its depository institution subsidiaries is “well capitalized”, “well managed”, and CRA-rated “satisfactory” or better.
Although National Penn believes that it is eligible to do so, National Penn has not elected to become a “financial holding
company.” National Penn has, instead, continued to utilize the continuing authority of national banks to create
“operating subsidiaries” to expand its business products and services.

GLBA also authorizes national banks to create “financial subsidiaries.” This is in addition to the present
authority of national banks to create “operating subsidiaries.” A “financial subsidiary” is a clirect subsidiary of a national
bank that satisfies the same conditions as an FHC, plus certain other conditions, and is approved in advance by the OCC.
A “financial subsidiary” can engage in most, but not all, of the newty authorized activities. National Penn Bank has not
created any “financial subsidiaries.”

In addition, GLBA includes significant provisions relating to the privacy of consumer and customer
information. These provisions apply to any company “the business of which” is engaging in activities permitted for an
FHC, even if it is not itself an FHC. Thus, they apply to National Penn. GLBA requires a financial institution to adopt
and disclose its privacy policy, give consumers and customers the right to “opt out” of disclosures to non-affiliated third
parties, not disclose any account information to non-affiliated third party marketers and follow regulatory standards to
protect the security and confidentiality of consumer and customer information.
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Although the long-range effects of GLBA cannot be predicted, National Penn believes GLBA will further
narrow the differences and intensify competition among commercial banks, investment banks, insurance firms and other
financial services companies.

USA Patriot Act

In recent years, a major focus of governmental policy on financial institutions has been the combating of money
laundering and terrorist financing. The USA Patriot Act of 2001 (the *‘Patriot Act™) gave the federal government new
powers to address terrorist threats through enhanced domestic security measures, expanded surveiilance powers and
increased information sharing. It also substantially broadened the scope of federal anti-money laundering laws and
regulations by imposing significant new compliance and due diligence policies, creating new crimes and penalties and
expanding the extra-territorial jurisdiction of the United States. The United States Treasury Department has issued a
number of regulations to implement various provisions of the Patriot Act. These regulations impose obligations on
National Penn to maintain appropriate policies, procedures and controls to detect, prevent and report money laundering
and terrorist financing and to verify the identity of its customers. Failure to maintain and implement adequate programs
to combat money laundering and terrorist financing or to comply with all of the relevant laws or regulations could have
an adverse impact on National Penn’s business.

Interest Rate Swaps

Information about the Company’s interest rate swap derivatives is set forth in Footnotes 1 and 16 of the
Notes to Consolidated Financial Statements included at Item & of this Report and is incorporated herein by
reference.

Critical Accounting Policies, Judgments and Estimates

The accounting and reporting policies of National Penn conform with accounting principles generally accepted
in the United States of America and general practices within the financial services industry. The policies significantly
affecting the determination of National Penn’s financial position, results of operations and cash flows, and are
summarized in Footnote 1 (Summary of Significant Accounting Policies) of the Notes to Consolidated Financial
Statements and discussed in the section captioned “Critical Accounting Policies, Judgments and Estimates™ of
Management’s Discussion and Analysis of Financial Condition and Results of Operations, included in Items 7 and 8 of
this Report, each of which is incorporated herein by reference.

Statistical Disclosures - Management’s Discussion and Analysis

The following statistical disclosures are included in Item 7 of this Report, Management’s Discussion and
Analysis of Financial Condition and Resutts of Operations, and are incorporated by reference in this Item 1:

» Interest Rate Sensitivity Analysis.

* Interest Income and Expense, Volume and Rate Analysis.
+ Average Balances, Average Rates, and Interest Rate Spread.
= Investment Portfolio.

*  Loan Maturity and Interest Rate Sensitivity.

= Loan Portfolio.

* Risk Elements - Loans.

«  Allowance for Loan Losses.

*  Deposits.

+  Short-Term Borrowings.

* Return on Equity and Assets; Dividend Payout Ratio.
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[tem 1A. RISK FACTORS

Variations in interest rates may negatively affect National Penn’s financial performance.

Changes in interest rates may reduce profits. The primary source of income for National Penn is the
differential, or the net interest spread, between the interest earned on loans, securities and other interest-earning
assets, and the interest paid on deposits, borrowings and other interest-bearing liabilities. As prevailing interest rates
change, net interest spreads are affected by the difference between the maturities and re-pricing characteristics of
interest-earning assets and interest-bearing liabilities. In addition, loan volume and yields are affected by market
interest rates on loans, and rising interest rates generally are associated with a lower volume of loan originations. An
increase in the general level of interest rates may also adversely affect the ability of certain borrowers to repay their
obligations. Accordingly, changes in levels of market interest rates could materially adversely affect National Penn’s
net interest spread, loan origination volume, asset quality and overall profitability.

Capital market conditions may affect National Penn’s liquidity and market value of assets.

Ratings agencies have recently downgraded the ratings of various municipal bond insurers. These
downgrades reflect the perceived reduced ability of the bond insurers to fulfill their guarantee obligations for the
bonds they insure, as perceived by the ratings agencies. The market value of municipal bonds in National Penn’s
investment portfolio may be affected by the downgrades of the credit ratings of these bond insurers, notwithstanding
the underlying performance of the issuers of the bonds themselves. This could result in changes in asset values that
could reduce National Penn’s profits or liquidity.

In a similar vein, conditions in the capital markets have been affected by the turmoil in sub-prime debt.
There has been a spillover effect of this turmoi! into other asset classes, notwithstanding the underlying performance
of those asset classes. The market value of National Penn’s investments may be affected by these conditions,
resulting in changes in asset values that could reduce National Penn’s profits or liquidity.

National Penn may fail to_realize the anticipated benefits of recent transactions.

National Penn’s success depends on, among other things, National Penn’s ability to realize anticipated cost
savings and revenue enhancements from the Christiana and KNBT mergers and to combine the businesses of
National Penn, Christiana and KNBT in a manner that permits growth without materially disrupting existing
customer relationships or resulting in decreased revenues resulting from any loss of customers. If National Penn is
not able to successfully achieve these objectives, the anticipated benefits of the Christiana and KNBT acquisitions
may not be realized fully or at all or may take longer to realize than expected.

Until the completion of the respective acquisitions, National Penn, Christiana and KNBT operated as
independent entities. The integration process now underway includes the relocation or rzorganization of systems,
personnel, business units and operations, as well as systems conversion and integration, and will continue
throughout 2008, with success dependent, at least in part, on the efforts of key employees and third party vendors. If
not successfully managed, the integration effort could result in the loss of key employees, the disruption of National
Penn’s ongoing business or inconsistencies in standards, controls, procedures, and policies that adversely affect
National Penn’s ability to maintain relationships with customers and employees or to achieve the anticipated
benefits of the Christiana and KNBT acquisitions.

Governmental regulation and legislation could limit National Penn’s future growth.

National Penn and its subsidiaries are subject to extensive state and federal regulation, supervision and
legislation that govern almost all aspects of the operations of National Penn and its subsidiaries. These laws, which
are primarity intended for the protection of consumers, depositors and the government’s deposit insurance funds,
may change from time to time. National Penn cannot predict what effect any presently contemplated or future
changes in the laws or regulations or in their interpretations would have on National Penn. Any such changes may
negatively affect National Penn’s ability to expand its products and services and to increase the value of its business
and, as a result, could be materially adverse to National Penn’s shareholders.




National Penn’s ability to pay dividends depends primarily on dividends from its banking subsidiaries,

which are subject to regulatory limits.

National Penn is a bank holding company. Its operations are conducted by direct and indirect subsidiaries,
each of which is a separate and distinct legal entity. Substantiaily all of National Penn’s assets are held by its direct
and indirect subsidiaries.

National Penn’s ability to pay dividends depends on its receipt of dividends from its direct and indirect
subsidiaries. Its principal bank subsidiary, National Penn Bank, which includes National Penn Bank’s FirstService
Bank, HomeTowne Heritage Bank, Nittany Bank, and KNBT Bank divisions, is National Penn’s primary source of
dividends. Dividend payments from National Penn Bank and Christiana are subject to legal and regulatory
limitations, generally based on net profits and retained earnings, imposed by bank regulatory agencies. The ability of
National Penn Bank and Christiana to pay dividends is also subject to profitability, financial condition, capital
expenditures and other cash flow requirements. At December 31, 2007, approximately $56.2 million was available
without the need for regulatory approval for the payment of dividends to National Penn from National Penn Bank.
There is no assurance that National Penn Bank, Christiana and/or National Penn’s other subsidiaries will be able to
pay dividends in the future or that National Penn will generate adequate cash flow to pay dividends to its
shareholders in the future. National Penn’s failure to pay dividends on its common stock could have a material
adverse effect on the market price of its common stock.

National Penn’s future acquisitions could dilute ownership of National Penn and may cause National Penn
to become more susceptible to adverse economic events.

National Penn has used its common stock to acquire other companies in the past and intends to acquire or
make investments in banks and other complementary businesses with its common stock in the future. National Penn
may issue additional shares of common stock to pay for those acquisitions, which would dilute the ownership
interest of National Penn’s shareholders upon closing. Future business acquisitions could be material to National
Penn, and any failure to integrate these businesses into National Penn could have a material adverse effect on the
value of National Penn common stock. In addition, any such acquisition could require National Penn to use
substantial cash or other liquid assets or to incur debt. In those events, National Penn could become more susceptible
to economic downturns and competitive pressures.

Competition from other financial institutions mav adversely affect National Penn’s profitability.

National Penn’s subsidiaries face substantial competition in originating loans, both commercial and
consumer. This competition comes principally from other banks, savings institutions, mortgage banking companies
and other lenders. Many of National Penn’s competitors enjoy advantages, including greater financial resources and
higher lending limits, a wider geographic presence, more accessible branch office locations, the ability to offer a
wider array of services or more favorable pricing alternatives, as well as lower origination and operating costs. Some
of National Penn’s competitors are extremely aggressive in loan pricing and structures they offer in their efforts to
build market share. This competition could reduce National Penn’s net income by decreasing the number and size of
loans that National Penn’s subsidiaries originate and the interest rates they may charge on these loans.

In attracting business and consumer deposits, National Penn’s subsidiaries face substantial competition
from other insured depository institutions such as banks, savings institutions and credit unions, as well as institutions
offering uninsured investment alternatives, including money market funds. Many of National Penn’s competitors
enjoy advantages, including greater financial resources, more aggressive marketing campaigns and better brand
recognition and more branch locations. These competitors may offer higher interest rates than National Penn, which
could decrease the deposits that National Penn atiracts or require National Penn to increase its rates to retain existing
deposits or attract new deposits. Increased deposit competition could adversely affect National Penn’s ability to
generate the funds necessary for lending operations, As a result, National Penn may need to seek other sources of
funds that may be more expensive to obtain and could increase National Penn’s cost of funds.

National Penn’s banking and non-banking subsidiaries also compete with non-bank providers of financial
services, such as brokerage firms, consumer finance companies, credit unions, insurance agencies and governmental
organizations which may offer more favorable terms. Some of National Penn's non-bank competitors are subject to
less extensive regulations than those governing National Penn’s banking operations. As a result, such non-bank
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competitors may have advantages over National Penn’s banking and non-banking subsidiaries in providing financial
products and services. This competition may reduce or limit National Penn’s margins on banking and non-banking
services, reduce its market share and adversely affect its earnings and financial condition.

National Penn’s subsidiaries face intense competition with various other financial institutions for the
attraction and retention of key personnel, specifically those who generate and maintain Mational Penn’s customer
relationships. These competitors may offer greater compensation and other benefits, which could result in the loss of
potential and/or existing key personnel, including the loss of potential and/or existing substantial customer
relationships.

A Warning About Forward-Looking Information

This annual report, including information incorporated by reference in this annual report, contains forward-
looking statements about National Penn and its subsidiaries. In addition, from time to time, National Penn or its
representatives may make written or oral forward-looking statements about National Penn and its subsidiaries, These
forward-looking statements are intended to be covered by the safe harbor for forward-looking statements provided
by the Private Securities Litigation Reform Act of 1995. Forward-looking statements are not statements of historical
fact, and can be identified by the use of forward-looking terminology such as "believe," "expect,” "may,” "willL,"
"should," "project,” "plan," "seek," "intend," or "anticipate" or the negative thereof or comparable terminology.
Forward-looking statements include discussions of strategy, financial projections and estimates and their underlying
assumptions, statements regarding plans, objectives, expectations or consequences of various transactions, and
statements about the future performance, operations, products and services of National Penn and its subsidiaries.

National Penn'’s businesses and operations, including the newly-acquired businzsses and operations of
Christiana and KNBT, are and will be subject to a variety of risks, uncertainties and other factors. Consequently,
actual results and experience may materially differ from those contained in any forward-looking statements. Such
risks, uncertainties and other factors that could cause actual results and experience to differ from those projected
include, but are not limited to, the risk factors set forth above, as well as the following:

. National Penn’s branding and marketing initiatives may not be effective in building name
recognition and customer awareness of National Penn’s products and services. In particular, the
continued use of non-National Penn brands may be counterproductive to National Penn’s overall
branding and marketing strategy.

. National Penn may be unable to differentiate itself from its competitors by a higher level of customer
service, as intended by its business strategy and other marketing initiatives.

. Expansion of National Penn’s product and service offerings may take longer, and may meet with
more effective competitive resistance from others already offering such products and services, than
expected.

. New product development by new and existing competitors may be more effective, and take place

more quickly, than expected.

. Geographic expansion may be more difficult, take longer, and present more operational and
management risks and challenges, than expected.

. Business development in newly entered geographic areas, including those entered by mergers and
acquisitions such as the Christiana and KNBT acquisitions, may be more difficult, and take longer,
than expecled.

. National Penn may be less effective in cross-selling its various products and services, and in utilizing
web-based and other alternative delivery systems, than expected,

. Projected business increases following completed transactions, new product development,
geographic expansion, and productivity and investment initiatives, may be lower than expected, and
recovery of associated costs may take longer than expected.



National Penn may be unable to attract and/or retain key executives and other key personne!} due to
intense competition for such persons or otherwise.

Growth and profitability of National Penn’s non-interest income or fee income may be less than
expected.

General economic or business conditions, either nationally or in the regions in which National Penn
does business, may be less favorable than expected, resulting in, among other things, a deterioration
in credit quality, a reduced demand for credit, or a decision by National Penn to reevaluate staffing
levels or to divest one or more lines of business.

Expected synergies and cost savings from mergers and acquisitions, including the Christiana and
KNBT acquisitions, may not be fully realized or realized as quickly as expected.

Revenues and loan growth following mergers and acquisitions, including the Christiana and KNBT
acquisitions, may be less than expected.

Loan losses, deposit attrition, operating costs, customer and key employee losses, and business
disruption following mergers and acquisitions, including the Christiana and KNBT acquisitions, may
be greater than expected.

Business opportunities and strategies potentially available to National Penn after mergers and
acquisitions, including the Christiana and KNBT acquisitions, may not be successfully or fully acte
upon. ‘

Costs, difficulties or delays related to the integration of businesses or systems of acquired
companies, including Christiana, KNBTand their respective subsidiaries, with National Penn’s
business or systems may be greater than expected.

Technological changes, including systems conversions and integration, may be more difficult to
make or more expensive than expected or present unanticipated operational issues.

Maintaining information security, and dealing with any breach of information security, may be more
difficult and expensive than expected and may present operational or reputation risks.

Legislation or regulatory changes, including without limitation, changes in laws or regulations on
competition, industry consolidation, development of competing financial products and services,
changes in accounting rules and practices, changes in or additional customer privacy and data
protection requirements, and intensified regulatory scrutiny of National Penn and the financial
services industry in general, may adversely affect National Penn’s costs and business.

Market volatility may continue in the securities markets, with an adverse effect on National Penn’s
securities and asset management activities.

In the current environment of increased investor activism, including hedge fund investment policies
and practices, shareholder concerns or actions due to stock price changes of financial service
companies, may require increased management/board attention, efforts and commitments, deferring
or decreasing the focus on business development and operations.

A downward movernent in real estate values could adversely atfect National Penn’s asset quality and
carnings.

Repurchase obligations with respect to real estate mortgages sold in the secondary market could
adversely affect National Penn’s earnings.

Changes in consumer spending and savings habits could adversely affect National Penn’s business.
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. Negative publicity with respect to any National Penn product or service, whether legally justified or
not, could adversely affect National Penn’s reputation and business.

. Various domestic or international military or terrorist activities or conflicts may have a negative
impact on National Penn’s business as well as the foregoing and other risks.

. National Penn may be unable to successfully manage the foregoing and other risks and to achieve its
current short-term and long-term business plans and objectives.

Because forward-looking statements are subject to risks and uncertainties, actual results may differ
materially from those expressed or implied by such statements. National Penn cautions shareholder and other
readers not to place undue reliance on such statements.

All written or oral forward-looking statements attributable to National Penn or any person acting on its
behalf made after the date of this annual report are expressly qualified in their entirety by the risk factors and
cautionary statements contained in this annual report. National Penn does not undertake any obligation to release
publicly any revisions to such forward-looking statements to reflect events or circumstances after the date of this
annual report or to reflect the occurrence of unanticipated events.

Item {B. UNRESOLVED STAFF COMMENTS

None.

Item 2. PROPERTIES

National Penn does not own or lease any property. Currently, National Penn Bank. including its KNBT
Division, owns 84 properties and leases 93 other properties. National Penn’s other direct and indirect subsidiaries lease
10 properties. The properties owned are not subject to any major liens, encumbrances, or collateral assignments.

The principal office of National Penn and National Penn Bank is owned by National Penn Bank and located
at Philadelphia and Reading Avenues, Boyertown, Pennsylvania 19512; six other owned or leased properties are
located in the immediate vicinity of the principal office. National Penn Bank, as successor by merger to Keystone
Nazareth Bank & Trust Company (See “Recent Developments™), also owns the principal office of the KNBT
Division, located at 90 Highland Avenue, Bethlehem, Pennsylvania, and the office building located at 236 Brodhead
Road, Bethlehem, Pennsylvania.

National Penn Bank, including its KNBT Division, currently operates 137 community offices located in the
following Pennsylvania counties: Berks, Bucks, Carbon, Centre, Chester, Delaware, Lancaster, Lehigh, Luzerne,
Monroe, Montgomery, Northampton, Philadelphia and Schuylkill, as well as one located in Cecil County, Maryland.
63 of these community offices are owned; 74 are leased. In addition to these offices, National Penn Bank presently
owns or leases 1535 automated teller machines located throughout these fifteen counties, all of which are located at
community office locations except for 23 that are “free-standing” (not located at an office).

As previousty announced, National Penn Bank plans to consolidate National Penn Bank and KNBT
Division community offices located in Lehigh and Northampton counties and close nine community offices as the
result, in the second quarter 2008.

National Penn’s other banking subsidiary, Christiana, operates two community banking offices in the
greater Wilmington, Delaware area, one of which is owned and one of which is leased.

Item 3. LEGAL PROCEEDINGS

Various actions and proceedings are currently pending to which National Penn or one or more of its
subsidiaries is a party. These actions and proceedings arise out of routine operations and, in management’s opinion, are
not expected to have a material impact on the Company’s financial position or results of operations.
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ltem 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

A special meeting of the shareholders of National Penn Bancshares, Inc. was held on December 17, 2007.
Notice of the meeting was mailed to shareholders of record on or about November 16, 2007 together with proxy
solicitation materials prepared in accordance with Section 14(a) of the Securities Exchange Act of 1934, as amended,
and the regulations promulgated thereunder.

The special meeting was held to consider and act upon a proposal by the Board of Directors to approve the
Agreement and Plan of Merger between National Penn and KNBT.

There was no solicitation in opposition to the Board’s proposal to approve the merger, and the proposal was
approved by the required vote — a majority of the votes cast on the matter. The number of votes cast for or against, as
well as the number of abstentions and broker nonvotes, on this proposal were as fotlows:

Broker
For Apgainst Abstentions Nonvotes
30,367,681 716,395 44,893 9,370

Item 4A. EXECUTIVE OFFICERS OF THE REGISTRANT

The principal executive officers of National Penn, as of February 27, 2008, are as follows:

Name Age Principal Business Occupation During the Past Five Years
Glenn E. Moyer 56 President and Chief Executive Officer of National Penn and Chairman of National

Penn Bank. President and Chief Executive Officer of National Penn and
Chairman, President and Chief Executive Officer of National Penn Bank in 2007.
President of National Penn and President and Chief Executive Officer of National
Penn Bank from December 2003 to December 2006. Executive Vice President of
National Penn from April 2001 to December 2003 and President and Chief
Operating Officer of National Penn Bank from January 2001 to December 2003,

Scott V. Fainor 46 Senior Executive Vice President and Chief Operating Officer of National Penn and
President and Chief Executive Officer of National Penn Bank. President and Chief
Executive Officer of KNBT Bancorp, Inc. and Keystone Nazareth Bank & Trust
Company from October 2003 to February 2008. Prior thereto, President and Chief
Executive Officer of First Colonial Group, Inc. and Nazareth National Bank from
Januvary 2002 to October 2003.

Bruce G. Kilroy 58 Group Executive Vice President of National Penn since January 2001.

Garry D. Koch 53 Group Executive Vice President and Director of Risk Management of National
Penn since January 2001.

Paul W. McGloin 60 Group Executive Vice President and Chief Lending Officer of National Penn since
January 2002.

Sandra L. Bodnyk 56 Group Executive Vice President, Consumer/Small Business Banking. Senior

Executive Vice President and Chief Risk Officer of KNBT Bancorp, Inc. and
Keystone Nazareth Bank & Trust Company from July 2006 to February 2008,
Executive Vice President and Chief Risk Officer of Keystone Nazareth Bank from
May 2005 to July 2006. Executive Vice President and Chief Credit Officer of
Keystone Nazareth Bank from May 2004 to May 2005. Prior thereto, Senior Vice
President, Group Manager, Business Banking, Wachovia Bank, N.A.

Carl F. Kovacs 57 Group Executive Vice President, Operations/Technology. Executive Vice
President and Chief Information Officer, Keystone Bank & Trust Company from
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Michael R. Reinhard 50

Gary L. Rhoads 53

Donald P, Worthington 64

Sandra L. Spayd 64

Michelle H. Debkowski 39

H. Anderson Ellsworth 60

Janice S. McCracken 43

Jorge A. Leon 49

Michael A. Meeneghan 55

May 2005 to February 2008. Senior Vice President and Chief Information Officer
of Keystone National Bank from November 2003 to May 2005. Senior Vice
President, Information Technology and General Operations, Nazareth National
Bank from December 2002 to October 2003.

Group Executive Vice President and Chief Financial Officer of National Penn.
Group Executive Vice President and Corporate Planning Officer of National Penn
from January 2004 to September 2007. Executive Vice President of National Penn
Bank from January 2002 to January 2004,

Executive Vice President and Chief Accounting Officer of National Penn, and
Chief Financial Officer of National Penn Bank, Group Executive Vice President,
Treasurer and Chief Financial Officer of National Penn from January 2001 to
September 2007. Chief Financial Officer of National Penn Bank since January
2001.

Group Executive Vice President, Wealth, Asset, Trust, Investment Management.
Also Vice Chairman, National Penn Investors Trust Company and Chairman,
Christiana Bank & Trust Company. Executive Vice President, National Penn
Bank, and Chairman, First Service Bank Division, since 2003. President, National
Penn Investors Trust Company, 2004 to 2008.

Group Executive Vice President, Secretary and Corporate Governance Officer of
National Penn. Corporate Secretary of National Penn Bank. Executive Vice
President and Corporate Secretary of National Penn Bank from January 2002 to
January 2004. (Retiring on March 1, 2008).

Executive Vice President, Assistant Corporate Secretary and Investor Relations
Officer. Chief Accounting and Investor Relations Officer of National Penn from
October 2004 to September 2007. Senior Vice President from January 2003 to
December 2006. Regulatory Compliance Director of National Penn from August
1995 to October 2004, CPA and CRP.

Executive Vice President and Securities Law Compliance Director of National
Penn. Senior Vice President from QOctober 2004 to December 2006, Prior thereto,
Attorney, President and Sharcholder of Ellsworth, Carlton, Mixell & Waldman,
P.C. (law firm).

Executive Vice President and Director of Finance and Management Accounting of
National Penn. Senior Vice President from December 2002 to December 2006.

Executive Vice President and Corporate Planning Officer. President, National
Penn Mortgage Company from April 2004 to December 2007. Chief Operating
Officer, National Penn Mortgage Company from January 2004 to April 2004,
Prior thereto, in 2002 and 2003, Chief Financial Officer of Covalent Group, Inc. (a
clinical research organization).

Executive Vice President and President, National Penn Insurance Agency, Inc.
since February 2006. Vice President and Sales Manager.CBIZ, Inc. (consulting
and accounting firm) September 2005 to February 2006. Prior thereto, Vice
President, Business Development, with The Addis Group (insurance agency
subsidiary of Susquehanna Bancshares, Inc.) from September 2002 to September
200s.

The Chief Executive Officer and the Chief Operating Officer of National Penn are elected by National Penn’s
Board of Directors and serve until they resign, retire, become disqualified, or are removed by the Board. Other National
Penn executive officers are approved by the Compensation Committee of the Board and serve until they resign, retire,
become disqualified, or are removed by the Committee.
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PARTII

Item 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES.

National Penn’s commen stock currently trades on the NASDAQ Global Select Market tier of The
NASDAQ Stock Market under the symbol: “NPBC”. As of December 31, 2007, National Penn had 4,910
shareholders of record.

The following table reflects the high and low closing sale prices reported for National Penn’s common
stock, and the cash dividends declared on National Penn's common stock, for the periods indicated, after giving
retroactive effect to a 3% stock dividend at September 28, 2007, and a 3% stock dividend at September 30, 2006.

MARKET VALUE OF COMMON STOCK

2007 2006
High Low High Low
1¥ Quarter $20.01 17.16 $21.47 $18.68
2™ Quarter 18.85 16.19 19.85 17.32
3" Quarter 18.83 14.11 19.80 17.77
4™ Quarter 17.76 14,18 20.39 18.67

CASH DIVIDENDS DECLARED ON COMMON STOCK

2007 2006
1* Quarter $0.1626 $0.1555
2" Quarter 0.1626 0.1555
3" Quarter 0.1626 0.1555
4™ Quarter 0.1700 0.1626

National Penn’s ability to pay cash dividends to its shareholders is substantially dependent upon the
ability of its banking subsidiaries to pay cash dividends to National Penn. Information on regulatory restrictions
upon National Penn Bank’s ability to pay cash dividends is set forth in Footnote No. 18 to the Consolidated
Financial Statements included in Item 8 of this Report, which information is incorporated by reference in this
Item §.

The Trust Preferred Securities of NPB Capital Trust II are reported on NASDAQ’s Global Select Market,

currently under the symbol “NPBCO”. Effective April 7, 2008, the symbol for these trust preferred securities will
change to “NPBC-". These securities have a par value of $25.00 and the preferred dividend is 7.85%.
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The following table provides information on repurchases by National Penn of its common stock in each
month of the quarter ended December 31, 2007:

Total Total Number of Shares  Maximum Number of
Number Purchased as Part of Shares that may vet be
of Shares Average Price Publicly Announced Purchased Under the
Period Purchased Paid Per Share Plans or Programs Plans or Programs
October 1, 2007 9,732 5 16.96 9,732 966,691
Through
October 31, 2007
November 1, 2007 309,307 3 14.67 309,307 657,384
Through
November 30, 2007
December 1, 2007 7,000 $ 15.83 7,000 650,384

Through
December 31, 2007

1. Transactions are reported as of settlement dates.

2. National Penn's current stock repurchase program was approved by its Board of Directors and
announced on December 22, 2005.

3. The number of shares approved for repurchase under National Penn's current stock repurchase
programs is 2,121,800 (as adjusted for the 3% stock dividend on September 28, 2007).

4. National Penn's current stock repurchase program has no expiration date.

5. No National Penn stock repurchase plan or program expired during the period covered by the table.
National Penn’s prior stock repurchase program was completed during third quarter 2006.

6. National Penn has no stock repurchase plan or program that it has determined to terminate prior to
expiration ar under which it does not intend to make further purchases.
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PERFORMANCE GRAPH

The following graph compares the performance of National Penn's common shares to the Nasdaq Stock Market Total
Return Index and the Nasdaq Bank Stock Index during the last five years. The graph shows the value of $100 invest