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PART |

ITEM 1. BUSINESS

GENERAL

Ocean Financial Corp. (the "Company") was organiaethe Board of Directors of Ocean Federal SavBgsk (the "Bank™) for the purpose
of acquiring all of the capital stock of the Baskued in connection with the Bank's conversion frontual to stock form, which was
completed on July 2, 1996. At December 31, 1996 Gbmpany had consolidated total assets of $1,30®i®n and total equity of $252.8
million. The Company was incorporated under Del@taw and is a savings and loan holding companjestito regulation by the Office of
Thrift Supervision ("OTS"), the Federal Depositurance Corporation ("FDIC") and the Securities Brdhange Commission ("SEC").
Currently, the Company does not transact any nateuvisiness other than through its subsidiary Biwek.

The Bank was originally founded as a state-chadtbrelding and loan association in 1902, and coweeketo a federal savings and loan
association in 1945. The Bank became a federaliyteted mutual savings bank in 1989. The Bankigjal business has been and conti

to be attracting retail deposits from the geneudllip in the communities surrounding its branchicef$ and investing those deposits, together
with funds generated from operations and borrowipgsarily in single-family, owner-occupied resid&al mortgage loans within its market
area. To a significantly lesser extent, the Bamests in commercial real estate, multi-family, damstion and consumer loans. The Bank also
invests in mortgage-backed securities, securisimsdd by the U.S. Government and agencies thened®ther investments permitted by
applicable law and regulations. The Bank may pécalty sell newly originated 30-year, fixed-rate ngage loans to the secondary market.
Loan sales come from loans held in the Bank's pliottlesignated as being held for sale or origithatgring the period and being so
designated. The Bank retains all of the serviciggts of loans sold. The Bank's revenues are degvimcipally from interest on its mortgage
loans, and to a lesser extent, interest on itssinvent and mortgage-backed securities and incoone lfyan servicing. The Bank's primary
sources of funds are deposits, principal and istgrayments on loans, Federal Home Loan Bank ("F}BaBd other borrowings and to a
lesser extent, investment maturities and proceeds the sale of loans.

MARKET AREA AND COMPETITION

The Bank has been, and intends to continue to bemanunity-oriented financial institution, offerimgwide variety of financial services to
meet the needs of the communities it serves. Tk Banducts its business through an administranabranch office located in Toms
River, Ocean County, New Jersey, and nine additiorzanch offices, eight of which are located in @té€ounty and one of which is located
in Middlesex County, New Jersey. The Bank's depygsitering base is concentrated in the commurstie®unding its offices. While its
lending area extends throughout New Jersey, madsedBank’'s mortgage loans are secured by propdotiated in Ocean County and
Southern Monmouth County.

The Bank is the only remaining community-basedrfaial institution headquartered in Ocean CountywyNersey, which is located along the
central New Jersey shore. Ocean County is amonfasiest growing population areas in New Jerseyhasca significant number of retired
residents who have traditionally provided the Baiith a stable source of deposit funds. The econiontlye Bank's primary market area is
based upon a mixture of service and retail tradkeCemployment is provided by a variety of wholedeade, manufacturing, federal, state
and local government, hospitals and utilities. @hea is als:



home to commuters working in New Jersey suburbaasaaround New York and Philadelphia.

In the late 1980's and early 1990's, due in patieceffects of a prolonged decline in the nati@ral regional economy, layoffs in the
financial services industry and corporate relocetjdNew Jersey experienced reduced levels of emm@nt These events, in conjunction w
a surplus of available commercial and residentiapprties, resulted in an overall decline during treriod in the underlying values of
properties located in New Jersey. However, NeweJesgeal estate market has stabilized in recearsy®Vhether such stabilization will
continue is dependent, in large part, upon the gé¢eeonomic health of the United States and Neseye and other factors beyond the
Bank's control and, therefore, cannot be estimated.

The Bank faces significant competition both in nmakioans and in attracting deposits. The Stateevf Nersey has a high density of financial
institutions, many of which are branches of sigaifitly larger institutions which have greater ficahresources than the Bank, all of which
are competitors of the Bank to varying degrees. Béuek's competition for loans comes principallynfircommercial banks, savings banks,
savings and loan associations, credit unions, ragedanking companies and insurance companigaoisdirect competition for deposits
has historically come from commercial banks, savibgnks, savings and loan associations and cneiditst The Bank faces additional
competition for deposits from short-term money neaifiinds, other corporate and government secufitieds and from other financial
service institutions such as brokerage firms asdriznce companies.

LENDING ACTIVITIES

Loan Portfolio Composition. The Bank's loan poitfiatonsists primarily of conventional first mortgalpans secured by one- to four-family
residences. At December 31, 1996, the Bank hatltatas outstanding of $690.3 million, of which $62 million, or 91.05% of total loans,
were one- to four-family, residential mortgage Isafhe remainder of the portfolio consisted of $38illion of consumer loans, primarily
home equity loans and lines of credit, equallir@4%6 of total loans; $15.6 million of commercial reatate, multi- family and land loans, or
2.26% of total loans; and $9.3 million of real ésteonstruction loans, or 1.35% of total loans. Baek had $727,000 in loans held for sal
December 31, 1996. At that same date, 63.41% dB#mk's total loans had adjustable interest rates.

The types of loans that the Bank may originatesatgect to federal and state law and regulatiarterést rates charged by the Bank on loans
are affected by the demand for such loans anduihelys of money available for lending purposes drelrates offered by competitors. These
factors are, in turn, affected by, among otherghjreconomic conditions, monetary policies of #gefal government, including the Federal
Reserve Board, and legislative tax policies.



The following table sets forth the composition fnd Bank's loan portfolio in dollar amounts and aercentage of the portfolio at the dates
indicated.

At December 31,

1996 1995 1994 19 93 1992
PERCENT PERCENT PERCENT PERCENT PERCENT
AMOUNT OF TOTAL AMOUNT OF TOTAL AMOUNT OF TOTAL AMOUNT OF TOTAL AMOUNT OF TOTAL
(DOLLARS IN THOUSANDS)

Real estate:

One- to four-family....... $628,525 91.05% $ 575,010 92.01% $552,401 91.63% $505,984 91.66% $477,753 90.75%
Commercial real estate,

multi-family and land... 15,634  2.26 14,939 239 13,885 2.30 11,472 2.08 8,235 1.56
Construction... . 9287 1.35 8,153 1.30 10,474 174 8,123 147 12,484 237
Consumer (1)... .. 36,860 5.34 26,867 430 26,100 4.33 26,427 4.79 28,003 5.32
Total loans............. 690,306 100.00% 624,969  100.00% 602,860 100.00% 552,006 100.00% 526,475 100.00%
Less:

Undisbursed loan funds..... 3,517 2,687 2,661 2,341 2,233

Unamortized discounts, net. 11 12 13 27 36

Deferred loan fees......... 1,302 1,679 2,263 3,286 3,737
Allowance for loan losses.. 6,021 6,001 5,608 5,504 5,737

Total loans, net........ 679,455 614,590 592,315 540,848 514,732
Less:

Mortgage loans held for

sale.....ooceeiennnn. 727 1,894 - 963 545

Loans receivable, net $ 612,696 $592,315 $539,885 $514,187
Total loans:

Adjustable rate......... $437,706 63.41% $ 405,485 64.88% $386,424 64.10% $332,487 60.23% $311,898 59.24%
Fixed rate 252,600 36.59 219,484 35.12 216,436 35.90 219,519 39.77 214,577 40.76
Total loans........... $690,306 100.00% $ 624,969 100.00% $602,860 100.00% $552,006 100.00% $526,475 100.00%

(1) Consists primarily of home equity loans aneédirof credit, and to a lesser extent, loans omgawccounts, automobile and student loans.
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Loan Maturity. The following table shows the conttaal maturity of the Bank's total loans at Decen8ie 1996. There were $727,000 in
loans held for sale at December 31, 1996. The s not include principal repayments. Princippliyments, including prepayments, on
total loans was $103.5 million, $89.6 million ar@$ million for the years ended December 31, 199685 and 1994, respectively.

ONE-TO
FOUR-
FAMILY
Amounts due:
One year or 1eSS.......cceevveennee. $ 21,525

After one year:

More than one year to three years.... 50,656
More than three years to five years.. 54,127
More than five years to 10 years..... 128,497
More than 10 years to 20 years....... 204,427
More than 20 years................... 169,293

Total due after December 31, 1997.... 607,000

Total amount due.......... . $628,525

Less:

Undisbursed loan funds............
Unamortized discounts, net........
Deferred loan fees................
Allowance for loan losses.........

Total loans, net..........cc.........

Less: Mortgage loans held for sale...

Loans receivable, net.................

AT DECEMBER 31, 1996

COMMERCIAL
REAL
ESTATE,
MULTI- TOTAL
FAMILY LOANS

AND LAND CONSTRUCTION CONSUMER RECEIVABLE

(IN THOUSANDS)

$ 739 $9,287 $3,975 $35526

1,160 - 6,337 58,153
1,194 - 6,355 61,676
2,131 - 14,584 145,212
7,534 - 5,607 217,568
2,876 - 2 172,171
14,895 - 32,885 654,780

$15,634 $9,287  $36,860 690,306

3,517
11

1,302

6,021



The following table sets forth at December 31, 1986 dollar amount of total loans receivable cactrally due after December 31, 1997,
whether such loans have fixed interest rates arséalple interest rates.

DUE AFTER DECEMBER 31, 1997
FIXED ADJUSTABLE TOTAL

Real estate loans: (IN THOUSANDS )

One- to four-family...... $224,216 $382,784 $607,000
Commercial real estate,

multi-family and land... 5,464 9,431 14,895
Construction............. - - -
consumer.................. 11,590 21,295 32,885
Total loans receivable.. $241,270 $413,510 $654,780

Origination, Sale, Servicing and Purchase of Lod@hg. Bank's mortgage lending activities are conetligrimarily by commissioned loan
representatives in the exclusive employment oBaek and through the Bank's branch offices. ThekBaiginates both adjustable-rate and
fixed-rate mortgage loans. The Bank's ability tigioate loans is dependent upon the relative custatemand for fixed-rate or adjustable-
rate mortgage loans, which is affected by the ciraed expected future level of interest rates. Baek may periodically sell part of the 30-
year, fixe-rate mortgage loans that it originates and re@iportfolio ARM loans and shorter term fixed-réo@ns with maturities of 15
years or less. The Bank retains all servicing eflttans sold. Se«- Loan Servicing." At December 31, 1996 there wg&f27,000 in loans

categorized as held for sale. In the past, the Baskalso originated loans through commitments tietgd with correspondent mortgage
origination firms.



The following tables set forth the Bank's loan ovégions, purchases, sales, principal repaymerttdaam activity for the periods indicated.

FOR THE YEAR DECEM

1996 1995
(IN THOUSAND
Total loans:
Beginning balance............. $624,969 $602,860

Loans originated:
One- to four-family........ 170,381 112,283
Commercial real estate,
multi-family and land.. 2,031 4,058

Construction............... 1,537 6,010
COoNsSUMEr.......cceeveennns 21,829 11,007
Total loans
originated.............. 195,778 133,358
Total........cccevvvnnnns 820,747 736,218
Less:
Principal repayments......... 103,546 89,596
Sales of loans............... 24,711 18,861
Transfer to REO.............. 2,184 2,792
Total loans................... $690,306 $624,969

139,106
2,558

11,647
7,714



One- to Four-Family Mortgage Lending. The Bank ffeoth fixed-rate and adjustable-rate mortgageda®cured by one- to four-family
residences with maturities up to 30 years. Subistgnall of such loans are secured by propertyated in the Bank's primary market area.
Loan originations are generally obtained from tle@Bs existing or past customers, members of e mmunities and commissioned i
representatives and their contacts with the laeall estate industry. In the past, the Bank hasalginated loans through commitments
negotiated with correspondent mortgage origindfiions.

At December 31, 1996, the Bank's total loans ontStey were $690.3 million, of which $628.5 millioor, 91.05%, were one- to four-family
residential mortgage loans, primarily single-fanalyd owner-occupied. To a lesser extent, the Bwkraakes mortgage loans secured by
seasonal second homes. The average size of théesRangk to four-family mortgage loan was approxeha$77,000 at December 31, 1996.
The Bank currently offers a number of ARM loan pangs with interest rates which adjust every orteed-, or five-years. The Bank's ARM
loans generally provide for periodic (not less tB&f) and overall (not more than 6%) caps on theease or decrease in the interest rate at
any adjustment date and over the life of the IGdme interest rate on these loans is indexed tappécable one-, three-, or five year U.S.
Treasury constant maturity yield, with a repricmgrgin which ranges generally from 2.75% to 3.2%%ve& the index. The Bank also offers
three-, five-, seven-and ten year ARM loans whipbrate as fixed-rate loans for three, five, sevaemyears and then convert to one-year
ARM loans for the remainder of the term. The ARMns are then indexed to a margin of generally 2.#53025% above the one-year U.S.
Treasury constant maturity yield.

Generally, ARM loans pose credit risks differerarihrisks inherent in fixed-ate loans, primarily because as interest rases tive payments

the borrower rise, thereby increasing the poteftiatielinquency and default. At the same time,rttaketability of the underlying property
may be adversely affected by higher interest rdtestder to minimize risks, borrowers of one-y&&M loans with a loan-to-value ratio of

75% or less are qualified at the fully-indexed r@ite applicable U.S. Treasury index plus the nmangiunded to the nearest ogigthth of one
percent), and borrowers of one-year ARM loans witban-to-value ratio over 75% are qualified athigher of the fully indexed rate or the
initial rate plus the 2% annual interest rate ddm® Bank does not originate ARM loans which provimtenegative amortization.

The Bank's fixed-rate mortgage loans currentlynaagle for terms from 10 to 30 years. At Decembel896, the Bank had commitments for
the origination of fixed-rate mortgage loans tatgl$12.0 million. The normal terms for such comments provide for a maximum of 90
days rate lock upon receipt of a 1.0% fee chargethe mortgage amount. The Bank may periodicallypset of the 30-year, fixed-rate
residential mortgage loans that it originates. Bhak retains the servicing on all loans sold. Tha@lBgenerally retains for its portfolio shoi
term, fixed-rate loans with maturities of 15 yearsess, and certain longer term fixed-rate logeserally consisting of loans to facilitate the
sale of REO, loans to officers, directors or empksyof the Bank and "jumbo”, non-conforming loassletermined by applicable FNMA and
FHLMC guidelines.

The Bank's policy is to originate one- to fdamily residential mortgage loans in amounts up@&o of the lower of the appraised value or
selling price of the property securing the loan apdo 95% of the appraised value or selling pifiggivate mortgage insurance is obtained.
Mortgage loans originated by the Bank include doesale clauses which provide the Bank with the remtiial right to deem the loan
immediately due and payable in the event the bagrdvansfers ownership of the property withoutBaak's consent. Due-msale clauses a
an important means of adjusting the rates on thk'Bdixedfate mortgage loan portfolio and the Bank has gdlyezxercised its rights und
these clauses.

Commercial Real Estate, Multi-Family and Land LergdiThe Bank originates commercial real estateddhat are secured by properties
generally used for business purposes such as effiedl buildings or retail facilities located ingtBank's primary market area. The Bank's
underwriting procedures provide that commercial estate loans may be made in amounts up to 75¥%eddppraised value of the property to
a maximum of generally $4 million. The Bank curigmriginates commercial real estate loans witintepf up to twenty five years with fix

or adjustable rates which are indexed to a margave the one-, three-, or five-year U.S. Treaswnystant maturity yield. In reaching its
decision



on whether to make a commercial real estate |b@nBank considers the net operating income of thpgsty and the borrower's expertise,
credit history and profitability. The Bank has geaily required that the properties securing comiaéreal estate loans have debt service
coverage ratios of at least 120%. Properties segarioan are appraised by an independent appexisetitle insurance is required on all
loans. The Bank typically requires the personatguize of the principal borrowers for all commelroial estate loans. The Bank's
commercial real estate loan portfolio at Decemiderl®96 was $10.7 million, or 1.55% of total loafke largest commercial real estate loan
in the Bank's portfolio at December 31, 1996 wa9% participation in a performing loan for whiclketBank had an outstanding carrying
balance of $1.6 million, which was secured by a,200 square foot office building located in FaidieNew Jersey.

The Bank originates multi-family mortgage loans gyatly secured by buildings with five or more hagsunits located in the Bank's primary
market area. As a result of market conditionssmpiimary market area, the Bank currently origiaateilti-family loans on a limited and
highly selective basis. In reaching its decisiondrether to make a multi-family loan, the Bank ddass the qualifications of the borrower as
well as the underlying property. Some of the faextorbe considered are: the net operating incontigeafnortgaged premises before debt
service and depreciation; the debt service ratid;the ratio of loan amount to appraised valuestant to the Bank's current underwriting
policies, a multi-family adjustable-rate mortgagart may only be made in an amount up to 75% oégimeaised value of the underlying
property to a maximum amount of generally $4 millitn addition, the Bank generally requires a dsdvice ratio of 120%. Properties
securing a loan are appraised by an independengiappand title insurance is required on all lodrie Bank's multi-family loan portfolio at
December 31, 1996, totalled $4.6 million. The Ba&igest multi-family loan at December 31, 199] hn outstanding balance of $2.2
million and was secured by a 125-unit affordabledioeg apartment complex located in Toms River, Nevgey. To a significantly lesser
extent, the Bank also originates land loans. Saahd totalled $306,000 at December 31, 1996.

Loans secured by commercial real estate and nauttity residential properties are generally larget anvolve a greater degree of risk than
one- to four- family residential mortgage loansc&ase payments on loans secured by multi- famdpenties are often dependent on
successful operation or management of the progergpayment of such loans may be subject to degrestent to adverse conditions in the
real estate market or the economy. The Bank seakénimize these risks through its underwritingipiels, which require such loans to be
qualified at origination on the basis of the prapsrincome and debt coverage ratio.

Construction Lending. At December 31, 1996, comsiton loans totalled $9.3 million, or 1.35%, of tBank's total loans outstanding. The
Bank originates single-family construction loansvarily on a construction/permanent basis with sleeims converting to an amortizing loan
following the completion of the construction phagkst of the Bank's construction loans are madedividuals building their primary
residence, while, to a lesser extent, loans areertmdevelopers known to the Bank in order to bsiifdjle-family houses under contract for
sale, which loans become due and payable over teotmsxceeding 18 months. The current policy ofBhek is to charge interest rates on its
construction loans which float at margins which geeerally 2.0% above the prime rate (as publishéde Wall Street Journal). The Bank's
construction loans improve the interest rate siiityiof its earning assets. At December 31, 1986,Bank had 49 construction loans, with
the largest loan balance being approximately $&%5,8t December 31, 1996, all of the Bank's comsion lending portfolio consisted of
loans secured by property located in the Stateesd Nersey, for the purpose of constructing onésdo-family homes. The Bank may
originate construction loans to individuals andtcactors on approved building lots in amounts up3®o of the appraised value of the land.
The terms to maturity of the Bank's constructionfgnent loans are similar to the Bank's other emé&ur-family mortgage products. The
Bank requires an appraisal of the property, cregtiorts, and financial statements on all principald guarantors, among other items, for all
construction loans.

Construction lending, by its nature, entails addiéil risks compared to one- to four-family mortgéegeding, attributable primarily to the fact
that funds are advanced upon the security of thpgrunder construction prior to its completiors &result, construction lending often
involves the disbursement of substantial funds wefrayment dependent on the success of the ultipnagect and the ability of the borrower
or guarantor



to repay the loan. Because of these factors, thlysia of prospective construction loan projectpuiees an expertise that is different in
significant respects from that which is requiredresidential mortgage lending. The Bank has attethjp address these risks through its
underwriting procedures. At December 31, 1996 Bark held one construction loan for $314,000 whiets classified as substandard.

Consumer Loans. The Bank also offers consumer lg&ri3ecember 31, 1996, the Bank's consumer loataied $36.9 million, or 5.34% of
the Bank's total loan portfolio. Of that amountp@equity loans comprised $19.2 million, or 52.0f#&me equity lines of credit comprised
$14.7 million, or 39.8%; loans on savings accottialled $1.2 million, or 3.3%; and automobile atddent loans totalled $1.8 million, or
4.9%.

The Bank originates home equity loans secured ley tinfour-family residences. These loans are woaigid as either adjustable-rate or fixed-
rate loans with terms ranging from 10 to 20 yedi@ame equity loans are typically made on owner-o@ipone- to four-family residences
and generally to the Bank's first mortgage custsniBnese loans are subject to a 75% loawatae limitation, including any other outstand
mortgages or liens.

The Bank also offers a variable rate home equity 6f credit which extends a credit line basedhenapplicant's income and equity in the
home. Generally, the credit line, when combinedwhie balance of the first mortgage lien, may xaeed 75% of the appraised value of the
property at the time of the loan commitment. Homuity lines of credit are secured by a mortgagéherunderlying real estate. The Bank
presently charges no origination fees for thesadphut may in the future charge origination femsts home equity lines of credit. A
borrower is required to make monthly payments ofgypal and interest, at a minimum of $50, baseohugp 10 or 15 year amortization per
Generally, the adjustable rate of interest chargeide prime rate of interest (as published inwWhdl Street Journal) plus up to 1.75%. The
loans have an 18% lifetime cap on interest ratasdjents. The Bank's home equity lines of credstanding at December 31, 1996 totalled
$14.7 million.

Commercial Lending. During 1996, a Commercial Legdjroup was established within the Bank. The geoppmary function is to service
the business communities' banking and financingisé@ethe Bank's primary market area. The Commieeiading group will handle both
commercial loans (including loans for working cahifixed asset purchases; and acquisition, reb&vand inventory financing) and
commercial mortgage loans (including acquisitiamatruction, expansion and refinancing of owneupéd and investment properties).
Credit facilities such as lines of credit and tdomns will be used to facilitate these requestsillicases, the Bank will review and analyze
financial history and capacity, collateral valugesgth and character of the principals, and gémpayment history of the borrower and
principals in coming to a credit decision.

A well-defined credit policy has been approved iy Bank's Board of Directors. This policy discowsfigh risk credits, while focusing on
quality underwriting, sound financial strength, amose management and Board monitoring. Commebaisiness lending, both secured and
unsecured, is generally considered to involve adriglegree of risk than secured residential reateefending. Risk of loss on a commercial
business loan is dependent largely on the borrevagility to remain financially able to repay tloah out of ongoing operations. If the Bank's
estimate of the borrower's financial ability iséoarate, the Bank may be confronted with a logsrioicipal on the loan.

Loan Approval Procedures and Authority. The BodrBioectors establishes the loan approval policiethe Bank. The Board of Directors
has authorized the approval of loans secured Hyestate up to $750,000 by various employees oB#rek, on a scale which requires
approval by personnel with progressively higheelswf responsibility as the loan amount increa8esinimum of two employees'
signatures are required to approve loans over $080] oans in amounts over $750,000 require apptowthe Loan Committee of the Boz

of Directors. The Bank's policy is to refrain framaking loans to a single borrower that in the agate exceed $4.0 million. Pursuant to OTS
regulations, loans to one borrower generally caeroeed 15% of the Bank's core capital, which ateD#er 31, 1996 amounted to $24.8
million.



Loan Servicing. Loan servicing includes collectargl remitting loan payments, accounting for printgnd interest, making inspections as
required of mortgaged premises, contacting delintjmertgagors, supervising foreclosures and prygplspositions in the event of
unremedied defaults, making certain insurance anghdyments on behalf of the borrowers and geneadininistering the loans. The Bank
also services mortgage loans for others. All ofltta®s currently being serviced for others are $oahich have been sold by the Bank. At
December 31, 1996, the Bank was servicing $152llfombf loans for others. For the years ended Dewer 31, 1996, 1995 and 1994, loan
servicing fees totalled $543,000, $522,000 and FBRB respectively.

Delinquencies and Classified Assets. The Boardigfdbors performs a monthly review of all delinquiéran totals which includes loans si
days or more past due, and the detail of eachtldety days or more past due that were originaté@tiwthe past year. In addition,
management prepares a quarterly list of all cleskibans and a narrative report of classified migjans (i.e., any mortgage or construction
loan secured by other than a one- to fdamily residence.) The procedures taken by thekBeth respect to delinquencies vary dependin
the nature of the loan and period of delinquencheWa borrower fails to make a required paymer# [wan, the Bank takes a number of
steps to have the borrower cure the delinquencyestdre the loan to current status. The Bank gdigesends the borrower a written notice
of non-payment after the loan is first past dughlevent payment is not then received, addititeters and phone calls generally are made.
If the loan is still not brought current and it bewes necessary for the Bank to take legal actitichwtypically occurs after a loan is
delinquent at least 90 days or more, the Bankagithmence foreclosure proceedings against any repepy that secures the loan. If a
foreclosure action is instituted and the loan isbrought current, paid in full, or an acceptablerkout accommodation is not agreed upon
before the foreclosure sale, the real propertyraagthe loan generally is sold at foreclosure.

The Bank's Internal Asset Classification Committekich is chaired by an officer who reports dingdt the Audit Committee of the Board
Directors, reviews and classifies the Bank's agpgsterly and reports the results of its reviewh®Board of Directors. The Bank classifies
assets in accordance with certain regulatory gmeelestablished by the OTS which are applicab#dl teavings associations. At December
31, 1996, the Bank had $9.4 million of assets udiclg all REO, classified as Substandard, $4,00seéts classified as Doubtful and no
assets classified as Loss. Loans and other assgtalso be placed on a watch list as "Special Mehtassets. Assets which do not currently
expose the insured institution to sufficient riskatarrant classification in one of the aforemergiicategories but possess weaknesses are
required to be designated "Special Mention." Spédention assets totalled $3.8 million at Decembkyr 1996, and consisted primarily of
loans secured by single-family, owner-occupieddesces. These loans are classified as Special dfedtie to past delinquencies or other
identifiable weaknesses. At December 31, 1996latgest loan classified as Special Mention hadlante of $230,000 and the largest loan
classified as Substandard had a balance of $429,000
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Non-Accrual Loans and REO

The following table sets forth information regaglimon-accrual loans and REO. The Bank had no tealiébt restructured loans within the
meaning of SFAS 15, and 18 REO properties at Deee®ih, 1996. It is the policy of the Bank to ceaseruing interest on loans 90 days or
more past due or in the process of foreclosuretti®years ended December 31, 1996, 1995, 1993, 4891992, respectively, the amour
interest income that would have been recognizedomaccrual loans if such loans had continued tfoparin accordance with their
contractual terms was $345,000, $428,000, $607 &84R,000 and $1,479,000 none of which was recegniz

December 31,

1996 1995 1994 1993 1992
Non-accrual loans:
Real estate:
One- to four-family.................. $7,148 $8,296 $10,280 $9,705 $13,694
Commercial real estate,
multi-family and land............... 122 154 96 315 145
Construction 314 - 265 250 337
CONSUMET ....uviiiriiieeieeeeeeeeeians 113 221 298 224 330

8,671 10,939 10,494 14,506
1,367 1,580 3,056 3,927

$10,038 $12,519 $13,550 $18,433

Allowance for loan losses as a

percent of total loans receivable (2).. .88 % 97% .94% 1.01% 1.10%
Allowance for loan losses as a percent

of total non-performing loans (3)...... 78.23 % 69.21% 51.27% 52.45% 39.55%
Non-performing loans as a percent of

total loans receivable(2)(3)........... 1.12 % 1.40% 1.83% 1.92% 2.79%
Non-performing assets

as a percent of total assets(3)........ 71 % .97% 1.29% 1.45% 2.08%

(1) REO balances are shown net of related losg/alices.

(2) Total loans includes loans receivable and nam#goans held for sale, less undisbursed loarsfudeferred loan fees and unamortized
premiums and discounts.

(3) Non-performing assets consist of non-performidams and REO. Non- performing loans consist ldbahs 90 days or more past due and
other loans in the process of foreclosure.
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Allowance for Loan Losses. The allowance for loassks is established through a provision for loasds based on management's evaluatior
of the risks inherent in its loan portfolio and tieneral economy. The allowance for loan lossaewisitained at an amount management
considers sufficient to provide for estimated laslsased on evaluating known and inherent risksaridan portfolio based upon
management's continuing analysis of the factoreryitg the quality of the loan portfolio. Thesetars include changes in the size and
composition of the loan portfolio, actual loan l@sgerience, current and anticipated economic tiondi, detailed analysis of individual lo:
for which full collectibility may not be assureddithe determination of the existence and realeahblue of the collateral and guarantees
securing the loan. Additions to the allowance drarged to earnings. In addition, various regulat@gncies, as an integral part of their
examination process, periodically review the Baak@wance for loan losses. Such agencies maynetjug Bank to make additional
provisions for loan losses based upon informatiailable to them at the time of their examinatidtthough management uses the best
information available, future adjustments to tHevahnce may be necessary due to economic, operatigglatory and other conditions
beyond the Company's control. As of December 326%hd 1995, the Bank's allowance for loan loss&s.88% and .97%, respectively, of
total loans. The Bank had non-accrual loans of $¥lifon and $8.7 million at December 31, 1996 d®®5, respectively. The Bank will
continue to monitor and modify its allowances foar losses as conditions dictate.

The following table sets forth activity in the Basmkllowance for estimated loan losses for theoperset forth in the table.

AT OR FOR THE YEAR ENDED DECEMBER 31,

19 96 1995 1994 1993 1992

(IN THOUSANDS)

Balance at beginning of year $6, 001 $5,608 $5,504 $5,737 $5,682
Charge-offs:
Real Estate:
One- to four-family..............c....... 599 510 907 1,080 1,007
Commercial real estate,
multi-family and land................ 30 28 141 334 106
Construction . - - - 11 32
CONSUMET ....oviiiiiieiieieeeeieeiee 63 30 5 122 25
Total.eoieeeieeieeeee 692 568 1,053 1,547 1,170
RECOVEreS. .....ccveiiiiieiiiiiieee 12 11 28 14 5
Net charge-offs........cccceceeene 680 557 1,025 1,533 1,165
Provision for loan losses.................. 700 950 1,129 1,300 1,220
Balance at end of year..................... $6, 021 $6,001 $5,608 $5,504 $5,737
Ratio of net charge-offs during the year
to average net loans outstanding
during theyear........cccooeeennnnnn. 11%  .09% .18% .29% .23%
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The following tables set forth the Bank's percdraltmwance for loan losses to total allowance #repercent of loans to total loans in each

of the categories listed at the dates indicated.

PE

LO
PERCENT OF
ALLOWANCE CA
TOTOTAL TO
AMOUNT ALLOWANCE

One- to
four-family....... $2,659 44.16%
Commercial real

estate, multi-
family and land.......... 330 5.48
Construction... . 75 1.25
Consumer.... .. 324 5.38
Unallocated.... .. 2,633 43.73
Total...coooevvieieeee, $6,02 100.00%
1993
PERCENT
OF
ALLOWANCE
TO TOTAL
AMOUNT ALLOWANCE
One- to
four-family....... $2,941 53.43%
Commercial real
estate, multi-
family and land. 506 9.19
Construction... 49 .89
Consumer.... 275 5.00
Unallocated........... 1,733 31.49
Total...cooeevvieieenen, $5,504 100.00%

AT D

1995
RCENT PERCENT
OF OF
ANS IN LOANS IN
EACH PERCENT OF EACH PER
TEGORY ALLOWANCE CATEGORY ALL
TOTAL TO TOTAL TO TOTAL TO

LOANS AMOUNT ALLOWANCE LOANS AMOUNT ALL

(DOLLA

91.05% $2,790 46.49% 92.01% $2,809

2.26% 556 9.27 2.39 483

1.35% 41 .68 1.30 79

5.34% 273 4.55 430 268
- 2,341 39.01 - 1,969

100.00% $6,001 100.00% 100.00% $5,608

1992
PERCENT PERCENT
OF OF
LOANS IN PERCENT LOANS IN
EACH OF EACH
CATEGORY ALLOWANCE CATEGORY
TO TOTAL TOTOTAL TO TOTAL

LOANS AMOUNT ALLOWANCE LOANS

91.66% $3,354 58.46% 90.75%

2.08 1,261 21.98 1.56

1.47 47 .82 2.37

4.79 346 6.03 5.32
- 729 1271 -

100.00% $5,737 100.00% 100.00%
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ECEMBER 31,

PERCENT

OF

LOANS IN
CENT OF EACH
OWANCE CATEGORY
TOTAL TO TOTAL
OWANCE LOANS

RS IN THOUSANDS)

50.09% 91.63%

8.61 2.30
141 1.74
4.78 4.33
35.11 --



INVESTMENT ACTIVITIES

Federally chartered savings institutions have thtbaity to invest in various types of liquid assencluding United States Treasury
obligations, securities of various federal agendaestificates of deposit of insured banks andrsgvinstitutions, bankers' acceptances,
repurchase agreements and federal funds. Subjeatitaus restrictions, federally chartered savimgsitutions may also invest their assets in
commercial paper, investment-grade corporate deahtrgies and mutual funds whose assets confotimetinvestments that a federally
chartered savings institution is otherwise autteatito make directly. Additionally, the Bank mustimtain minimum levels of investments
that qualify as liquid assets under OTS regulati@ee "Regulation and Supervision -Federal Savimgi#ution Regulation - Liquidity."
Historically, the Bank has maintained liquid assdisve the minimum OTS requirements and at a lewedidered to be adequate to meet its
normal daily activities.

The investment policy of the Bank as establishethkyBoard of Directors attempts to provide andntan liquidity, generate a favorable
return on investments without incurring undue iegtrate and credit risk, and complement the Bdektding activities. Specifically, the
Bank's policies generally limit investments to goweent and federal agency-backed securities arat attn-government guaranteed
securities, including corporate debt obligatiohstare investment grade. The Bank's policies pithat all investment purchases must be
approved by two officers (either the Senior Vicedtdent/Treasurer, Executive Vice President/Chiedifcial Officer or the President and
Chief Executive Officer) and be ratified by the Bibaf Directors. In December 1995, the Bank reass#s investment portfolio and
reclassified all of its investment and mortgagekegicsecurities, totalling in the aggregate $382lliam, from held-to-maturity to available
for sale.

Mortgage-backed Securities. Mortgage-backed séesiriépresent a participation interest in a podingle-family or multifamily mortgages
the principal and interest payments on which, inggal, are passed from the mortgage originatorsugh intermediaries that pool and
repackage the participation interests in the fofreecurities, to investors such as the Bank. Sothrmediaries may be private issuers, or
agencies including FHLMC, FNMA and GNMA that guatesthe payment of principal and interest to inmestMortgage-backed securities
typically are issued with stated principal amouats] the securities are backed by pools of morgyHyse have loans with interest rates that
are within a range and have varying maturities. Tingerlying pool of mortgages can be composedtbéefixed- or ARM loans.

The actual maturity of a mortgage-backed secuatyes, depending on when the mortgagors repayspagrthe underlying mortgages.
Prepayments of the underlying mortgages may shdneefife of the security, thereby affecting itelgi to maturity and the related market
value of the mortgagbacked security. The prepayments of the underlginggages depend on many factors, including the éfpnortgage
the coupon rates, the age of mortgages, the gdugedpocation of the underlying real estate celfatizing the mortgages, general levels of
market interest rates, and general economic comditiGNMA mortgage-backed securities that are lhblyeassumable Federal Housing
Authority ("FHA") or the Department of Veterans Alfifs ("VA") loans generally have a longer life thaanventional non-assumable loans
underlying FHLMC and FNMA mortgage-backed secusitiburing periods of falling mortgage interest sagrepayments generally increase,
as opposed to periods of increasing interest walte prepayments generally decrease. If the irtesgs of underlying mortgages
significantly exceeds the prevailing market interases offered for mortgage loans, refinancingegally increases and accelerates the
prepayment of the
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underlying mortgages. Prepayment experience is wiiffieult to estimate for adjustable-rate mortgdggecked securities.

The Bank has significant investments in mortgagekéd securities and has utilized such investmentemplement its mortgage lending
activities. At December 31, 1996, mortgage-baclemisties totalled $395.5 million, or 30.3% of tictgsets, all of which were classified as
available for sale. The Bank invests in a largeéefaof mortgage-backed securities, including AR#|loon and fixed-rate mortgage-backed
securities, the majority of which are directly insdi or guaranteed by FHLMC, GNMA and FNMA. At sudtdte, the mortgage- backed
securities portfolio had a weighted average intaigs of 6.84%.

The Bank generally purchases short-term, straigdpiential or planned amortization class collateealimortgage obligations ("CMOs").
CMOs are securities created by segregating orgonty cash flows from mortgage pass- through sgesror from pools of mortgage loans.
CMOs provide a broad range of mortgage investmehicles by tailoring cash flows from mortgages tefrthe varied risk and return
preferences of investors. These securities enhblessuer to "carve up" the cash flows from theeuiyihg securities and thereby create
multiple classes of securities with different métuand risk characteristics. The Bank invests i.UGovernment and agency-backed CMOs
and, to a lesser extent, privately issued CMOsfalthich have agency-backed collateral. All of Benk's CMOs and mortgage-backed
securities are currently rated "AAA". Prior to plasing mortgage-backed securities, each secutiégied for Federal Financial Institutions
Examination Council ("FFIEC") qualification. At Dember 31, 1996, the Bank's investment in CMOs aahaortized cost of $5.6 million,
and a market value of $5.8 million.
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The following table sets forth the Bank's mortgbgeked securities activities for the periods indida

FORT HE YEAR
ENDED DE CEMBER 31,
1996 1 995 1994
(IN THO USANDS)
Beginning balance................. $265,113 $22 4,569 $241,188
Mortgage-backed securities
purchased...........cccceenee. 251,004 8 8,490 50,042
Less: Principal repayments...... (117,048) (5 0,193) (65,978)

(Amortization of
premium)/accretion of
discount...........coeeeeeen. (1,804) (612) (683)

Change in net unrealized gain
(loss) on mortgage-backed
securities available for sale..  (1,723) 2,859 -

Ending balance

The following table sets forth certain informatiggarding the amortized cost and market value@Bnk's mortgage-backed securities at
the dates indicated.

AT DECEMBER 31,

199 6 1995 1994
AMORTIZED MARKET AMORTIZED MARKET AMORTIZED MA RKET
COST VALUE  COST VALUE COST \% ALUE

(IN THOUSANDS)

FHLMC........ecovvenee. $ 316,773 $317,735 $ 221,822 $223,884 $183,424 $1 78,542
69,190 69,108 27,307 27,624 21,602 21,445
2,800 2,931 3,561 3,763 4,586 4,588
5,643 5,768 9,564 9,842 14,957 14,999

Total mortgage-backed
securities............. $ 394,406 $395,542 $ 262,254 $265,113 $224,569 $2 19,574
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Investment Securities. Investment securities ifiedtias held to maturity are carried at cost, adisor amortization of premium and
accretion of discount, which are recognized assinjants to interest income. Management determireeagpropriate classification of
securities at the time of purchase. If managemastihe intent and the Bank has the ability atithe bf purchase to hold securities until
maturity, they are classified as held to matuiitigbt securities to be held for indefinite periofisime and not intended to be held to maturity
are classified as available for sale. Securitieslable for sale include securities that managenmends to use as part of its asset/liability
management strategy. Such securities are carriedr aalue and unrealized gains and losses, netlafed tax effect, are excluded from
earnings, but are included as a separate compohstuckholders' equity. At December 31, 1996,Bhak had investment securities with an
amortized cost of $175.7 million, and a market eadfi $174.0 million, all of which were classified available for sale.

The following table sets forth certain informatimgarding the amortized cost and market valuekeBank's investment securities at the
dates indicated.

AT DECEMBER 31,

1996 1995 1994
AMORTIZED M ARKET AMORTIZED MARKET AMORTIZED MARKET
COST \% ALUE COST VALUE COST VALUE

(IN THOUSANDS)
Investment securities:
U.S. Government and agency

obligations............. $175,003 $1 73,327 $112,956 $113,302 $122,278 $ 114,986
State and municipal

obligations.............. 693 701 1,549 1,579 2,173 2,158
Corporate obligations.... - - - - 3,000 3,000

Total investment
SECUrities............... $175,696 $1 74,028 $114,505 $114,881 $127,451 $ 120,144
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The table below sets forth certain information relgay the amortized cost, weighted average yietdsantractual maturities of the Bank's

investment and mortgage-backed securities as oéeer 31, 1996.

ONE YEAR OR
AMORTIZED
COST
Investment securities:
U.S. Government and
agency obligations....... $ -
State and municipal
obligations (2).......... 250
Total investment
securities.................
$ 250
Mortgage-backed
securities:
FHLMC.......c.ceeeen 2,546
FNMA.......coieee 1,333
GNMA.......o o -
CMOS....ccoveeeenen. 600
Total mortgage-backed
securities................ $ 4,479
MORE THAN T
AMORTIZED
COST
Investment securities:
U.S. Government and
agency obligations.... $ -
State and municipal
obligations (1)........ 135
Total investment
securities.............. $ 135
Mortgage-backed
securities:
FHLMC................. $ 243,647
FNMA.........coons 34,228
GNMA........cceee. 638
CMOS....cooveeenen -
Total mortgage-backed
securities............... $ 278,513

(1) Tax equivalent yield.

AT DECEMBER 31, 1996

MORE THAN ONE MORE TH
LESS YEAR TO FIVE YEARS YEARS TO

WEIGHTED WEIGHTED
AVERAGE AMORTIZED AVERAGE AMORTIZED
YIELD COST YIELD COST

(DOLLARS IN THOUSANDS)

-% $110,003 6.44% $ 65,000

9.09 308 9.06 -

9.09 $110,311 6.45 $ 65,000

7.95 $ 40,738 6.03 29,842
8.93 1,329 8.51 32,300
- 297 8.00 1,865

8.61 4,116 8.27 927

8.33% $ 46,480 6.26% $ 64,934

AT DECEMBER 31, 1996

EN YEARS TOTAL

WEIGHTED WEIGHTED
AVERAGE AMORTIZED MARKET AVERAGE
YIELD COST VALUE YIELD

(DOLLARS IN THOUSANDS)

-% $ 175,003 $173,327 6.6

8.71 693 701 9.0

8.71 $175,696 $174,028 6.6

6.24 $316,773 $317,735 6.2
6.13 69,190 69,108 6.3
11.91 2,800 2,931 9.5

- 5,643 5,768 7.9

6.24% $ 394,406 $395,542 6.3
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AVERAGE
YIELD

6.97%

6.97

6.70

6.42

8.96

6.04

6.62%
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5%
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7%
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SOURCES OF FUNDS

General. Deposits, loan repayments and prepaynmmoiseeds from sales of loans, investment matsritiash flows generated from
operations and FHLB borrowings are the primary sesiiof the Bank's funds for use in lending, inviegstind for other general purposes.

Deposits. The Bank offers a variety of deposit aot® with a range of interest rates and terms.Bdrk's deposits consist of savings
accounts, NOW accounts, money market accountsimeddeposits. For the year ended December 31, 19896 deposits constituted 65.3%
of total average deposits. The flow of deposiisfisienced significantly by general economic coiwdis, changes in money market rates,
prevailing interest rates and competition. The Badkposits are obtained predominantly from thasaire which its branch offices are loca
The Bank relies primarily on customer service amjtstanding relationships with customers to attaad retain these deposits; however,
market interest rates and rates offered by compdmancial institutions significantly affect theaBk's ability to attract and retain deposits.
Time deposits in excess of $100,000 are not agtselicited by the Bank, nor does the Bank use ér®ko obtain deposits.

The following table presents the deposit activityhe Bank for the periods indicated:

FOR THE Y EAR ENDED DECEMBER 31,
1996 1995 1994
(IN THOUSANDS)
Net deposits (withdrawals)............. $(29,111) $23,097  $(20,261)
Interest credited on deposit accounts.. 37,283 36,041 29,220
Total increase in deposit accounts..... $ 8,172 $59,138 $ 8,959
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At December 31, 1996, the Bank had $43.8 millionertificate accounts in amounts of $100,000 oremnaturing as follows:

WEIGHTED
AVERAGE
MATURITY PERIOD AMOUNT RATE
(DOLLARS IN
THOUSANDS)
Three months or less..........ccccceee... $8,665 5.21%
Over three through six months............. 8,371 5.82
Over six through 12 months................ 9,497 5.67
Over 12 months.........coccveeeeninnnen. 17,308 6.24
Total oo $43,841  5.83%
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The following table sets forth the distributiontbé Bank's average deposit accounts for the penmtisated and the weighted average inte

rates at the end of each period, on each catedalgpmsits presented.

PERCENT

OF TOTAL
AVERAGE AVERAGE
BALANCE DEPOSITS

Money market deposit accounts.. $70,209  7.52
Savings accounts............... 175,060 18.75
NOW accounts................... 72,265 7.74
Non-interest-bearing accounts.. 6,425 .69

Total....ooevieciie 323,959 34.70

Time deposits:

Six months or less............ 71,353 7.64

Over Six through 12 months.... 151,485 16.23
Over 12 through 24 months..... 150,085 16.08
Over 24 months 124,056 13.29
IRA/KEOGH......... .. 112,641 12.06

AT OR FOR THE YEARS ENDED DECEMBER 31,

1995

PERCENT
WEIGHTED OF TOTAL WEIGHTED
AVERAGE AVERAGE AVERAGE AVERAGE AVERA
YIELD BALANCE DEPOSITS YIELD BALAN
(DOLLARS IN THOUSANDS)
% 2.90% $68987 7.71% 2.93% $78,
2.28 178,973 20.00 2.53 206,
184 69,330 7.74 214 69,
- 2,902 .32 - 1,

2.27 320,192 35.77 2.49 356,

4.95 78,455 8.77 4.84 112,

5.23 131,795 14.73 5.44 102,
549 123,825 13.83 559 70,
6.09 127,205 14.21 6.19 118,
5.86 113,564 12.69 6.39 107,

5,55 574,844 64.23 5.70 511,

%  4.44% $895,036 100.00%  4.59% $867,
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PERCENT

OF TOTAL WEIGHTED
GE AVERAGE AVERAGE
CE DEPOSITS YIELD

288 9.02% 2.57%
131 23.76 2.54
934  8.06 214
694 .20 -

047 41.04 2.45

661 12.98 3.65
006 11.76 4.38
582 8.13 4.54
601 13.67 6.01
784 12.42 5.97

634 58.96 4.95

681 100.00%  3.99%



Borrowings

From time to time the Bank has obtained advanaas the FHLB as an alternative to retail depositfuand may do so in the future as part
of its operating strategy. FHLB advances may aisod®ed to acquire certain other assets as mayeneedeappropriate for investment
purposes. These advances are collateralized phnigricertain of the Bank's mortgage loans and gagé-backed securities and secondarily
by the Bank's investment in capital stock of thd.BHThe Bank has an available overnight line ofldrevith the FHLB-NY for $50.0 million
which expires November 25, 1997. When utilized,lthe bears a floating interest rate of 1/8% ower ¢urrent federal funds rate and is
secured by the Bank's mortgage loans, mortgageebasscurities and U.S. Government securities. Tédsdmum amount that the FHLB will
advance to member institutions, including the Bdhictuates from time to time in accordance with policies of the OTS and the FHLB. At
December 31, 1996, the Bank had borrowed $8.8anibligainst the FHLB line of credit.

The Bank also borrows funds using securities solteuagreements to repurchase. Under this forneiwbtving specific U.S. Government
agency and/or mortgage-backed securities are piealgeollateral to secure the borrowing. Thesergexsiare not under the Bank's control.
At December 31, 1996, the Bank had borrowed $9%9I®mthrough securities sold under agreementepurchase. (See note 11 to the
consolidated financial statements in the 1996 AhRegort to Stockholders.)

SUBSIDIARY ACTIVITIES
The Bank owns one subsidiary which is inactive.
PERSONNEL

As of December 31, 1996, the Bank had 212 full-tengloyees and 34 part-time employees. The empbogeenot represented by a
collective bargaining unit and the Bank consid&selationship with its employees to be good.

REGULATION AND SUPERVISION
GENERAL

The Company, as a savings and loan holding compamngguired to file certain reports with, and athise comply with the rules and
regulations of the Office of Thrift Supervision (T8") under the Home Owners' Loan Act, as amended"@OLA"). In addition, the
activities of savings institutions, such as the IBame governed by the HOLA and the Federal Depositrance Act ("FDI Act").

The Bank is subject to extensive regulation, exatm and supervision by the OTS, as its primadgfal regulator, and the FDIC, as the
deposit insurer. The Bank is a member of the Féttmme Loan Bank ("FHLB") System and its deposit@amts are insured up to applicable
limits by the Savings Association Insurance Fur8A(F") managed by the FDIC. The Bank must file mpavith the OTS and the FDIC
concerning its activities and financial conditionaddition to obtaining regulatory approvals ptmentering into certain transactions such as
mergers with, or acquisitions of, other savingsitaons. The OTS and/or the FDIC conduct pericgliaminations to test the Bank's safety
and soundness and compliance with various regylaggiuirements. This regulation and supervisioaldisthes a comprehensive framework
of activities in which an institution can engage aintended primarily for the protection of tmsiurance fund and depositors. The regulatory
structure also gives the regulatory authoritiegesive discretion in connection with their supesws
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and enforcement activities and examination polidissduding policies with respect to the classifioa of assets and the establishment of
adequate loan loss reserves for regulatory purpdssschange in such regulatory requirements adidips, whether by the OTS, the FDIC
or the Congress, could have a material adversedngmethe Company, the Bank and their operatioestah of the regulatory requirements
applicable to the Bank and to the Company arenedeto below or elsewhere herein. The descripticstatutory provisions and regulations
applicable to savings institutions and their hajdimmpanies set forth in this Form 10-K does nopeprt to be a complete description of such
statutes and regulations and their effects on tekEnd the Company.

HOLDING COMPANY REGULATION

The Company is a nondiversified unitary savings laad holding company within the meaning of the HOIAs a unitary savings and loan
holding company, the Company generally is not igstl under existing laws as to the types of bussirgetivities in which it may engage,
provided that the Bank continues to be a qualifiedt lender ("QTL"). See "Federal Savings Indtiten Regulation - QTL Test." Upon any
non-supervisory acquisition by the Company of aep#avings institution or savings bank that mdesSQTL test and is deemed to be a
savings institution by the OTS, the Company wowdddime a multiple savings and loan holding compértia€ acquired institution is held as
a separate subsidiary) and would be subject tmsixte limitations on the types of business actgitin which it could engage. The HOLA
limits the activities of a multiple savings andndaolding company and its non-insured institutiabsdiaries primarily to activities
permissible for bank holding companies under Sacti@)(8) of the Bank Holding Company Act ("BHC Agtsubject to the prior approval
the OTS, and certain activities authorized by Od@ufation.

The HOLA prohibits a savings and loan holding compalirectly or indirectly, or through one or manebsidiaries, from acquiring more tt
5% of the voting stock of another savings institator holding company thereof, without prior writtepproval of the OTS; acquiring or
retaining, with certain exceptions, more than 5% abnsubsidiary company engaged in activitiesrdtien those permitted by the HOLA, or
acquiring or retaining control of a depository ington that is not insured by the FDIC. In evalogtapplications by holding companies to
acquire savings institutions, the OTS must conditkefinancial and managerial resources and fyitwspects of the company and institution
involved, the effect of the acquisition on the riskhe insurance funds, the convenience and refatie community and competitive factors.

The OTS is prohibited from approving any acquisitibat would result in a multiple savings and Ibafding company controlling savings
institutions in more than one state, subject to éweceptions: (i) the approval of interstate sumam acquisitions by savings and loan holding
companies and (ii) the acquisition of a savingstuison in another state if the laws of the stat¢he target savings institution specifically
permit such acquisitions. The states vary in thergxo which they permit interstate savings arathlbolding company acquisitions.

Although savings and loan holding companies aresabject to specific capital requirements or specéstrictions on the payment of
dividends or other capital distributions, HOLA dgsescribe such restrictions on subsidiary savingistutions as described below. The Bank
must notify the OTS 30 days before declaring amideind to the Company. In addition, the financmpact of a holding company on its
subsidiary institution is a matter that is evalddby the OTS and the agency has authority to ardgsation of activities or
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divestiture of subsidiaries deemed to pose a thoethte safety and soundness of the institution.
FEDERAL SAVINGS INSTITUTION REGULATION

Capital Requirements. The OTS capital regulati@ggiire savings institutions to meet three minimapital standards: a 1.5% tangible
capital ratio, a 3% leverage (core) capital ratid an 8% risk-based capital ratio. In addition,ghempt corrective action standards discussed
below also establish, in effect, a minimum 2% thtecapital standard, a 4% leverage (core) caitad (3% for institutions receiving the
highest rating on the CAMEL financial institutioating system), and, together with the risk-basgitalstandard itself, a 4% Tier | risk-
based capital standard. Core capital is definembasnon stockholders' equity (including retainechasys), certain noncumulative perpetual
preferred stock and related surplus, and minonitgrests in equity accounts of consolidated subsali less intangibles other than certain
purchased mortgage servicing rights and credit reedionships. The OTS regulations also requiag, tim meeting the tangible, leverage
(core) and risk-based capital standards, institstimust generally deduct investments in and loassibsidiaries engaged in activities not
permissible for a national bank.

The risk-based capital standard for savings irtgtits requires the maintenance of Tier | (core) tmtal capital (which is defined as core
capital and supplementary capital) to risk-weigtassdets of 4% and 8%, respectively. In determittiesgamount of risk-weighted assets, all
assets, including certain off-balance sheet assegsnultiplied by a risk-weight factor of 0% toQP@, as assigned by the OTS capital
regulation based on the risks OTS believes araémitén the type of asset. The components of T{eole) capital are equivalent to those
discussed earlier. The components of supplementgoiyal currently include cumulative preferred &dong-term perpetual preferred stock,
mandatory convertible securities, subordinated dadtintermediate preferred stock and the allowdnckan and lease losses limited to a
maximum of 1.25% of risk-weighted assets. Ovetha#,, amount of supplementary capital included asqfdotal capital cannot exceed 100%
of core capital.

The OTS regulatory capital requirements also ino@Efe an interest rate risk component. Savingg&utisins with "above normal” interest r:
risk exposure are subject to a deduction from wdgital for purposes of calculating their risk-bd€apital requirements. A savings
institution's interest rate risk is measured bydbeline in the net portfolio value of its assés. (the difference between incoming and
outgoing discounted cash flows from assets, litddliand off-balance sheet contracts) that wowddltérom a hypothetical 200 basis point
increase or decrease in market interest ratesetiviiy the estimated economic value of the instii'si assets. In calculating its total capital
under the risk-based capital rule, a savings int#tit whose measured interest rate risk exposureesls 2% must deduct an amount equal to
one-half of the difference between the instituBaneasured interest rate risk and 2%, multipliethkyestimated economic value of the
institution's assets. The Director of the OTS mayve or defer a savings institution's interest ratie component on a case-by-case basis. A
savings institution with assets of less than $3@0om and risk-based capital ratios in excess 2f4lis not subject to the interest rate risk
component, unless the OTS determines otherwisethEgrresent time, the OTS has deferred implenientaf the interest rate risk
component. At December 31, 1996, the Bank met ehith capital requirements, in each case on & fatlased-in basis. Although the Bank
may be subject to the interest rate risk comporibateffect on the Bank's capital compliance isexgtected to be significant.
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The following table presents the Bank's capitaitpmsat December 31, 1996 relative to fully phasedegulatory requirements.

EXCESS CAPITAL
ACTUAL REQUIRED (DEFICIENCY) ACTUAL REQUIRED
CAPITAL CAPITAL  AMOUNT PERCENT PERCENT
(DOLLARS IN THOUS ANDS)
Tangible......... $165,537 $19,563 $145,974 12.69%  1.50%
Core (Leverage).. 165,537 39,126 126,411 12.69%  3.00%
Risk-based....... 171,199 42,773 128,426 32.02%  8.00%

Prompt Corrective Regulatory Action. Under the QiF8mpt corrective action regulations, the OTS guieed to take certain supervisory
actions against undercapitalized institutions,sireerity of which depends upon the institution'grde of undercapitalization. Generally, a
savings institution is considered "well capitalizédts ratio of total capital to risk-weighted sets is at least 10%, its ratio of Tier | (core)
capital to risk-weighted assets is at least 6%ati® of core capital to total assets is at 1886t and it is not subject to any order or directive
by the OTS to meet a specific capital level. A sgsiinstitution generally is considered "adequatelyitalized" if its ratio of total capital to
risk-weighted assets is at least 8%, its ratioief T(core) capital to risk-weighted assets ifast 4%, and its ratio of core capital to total
assets is at least 4% (3% if the institution reegithe highest CAMEL rating). A savings institutibiat has a ratio of total capital to risk
weighted assets of less than 8%, a ratio of Tieole) capital to risk-weighted assets of less #fanor a ratio of core capital to total assets of
less than 4% (3% or less for institutions with llighest examination rating) is considered to bed&woapitalized." A savings institution that
has a total risk-based capital ratio less than&%ier 1 capital ratio of less than 3% or a levereio that is less than 3% is considered to be
"significantly undercapitalized" and a savingsiigion that has a tangible capital to assets rdjgal to or less than 2% is deemed to be
“critically undercapitalized." Subject to a narrewception, the banking regulator is required tocamipa receiver or conservator for an
institution that is "critically undercapitalizedl'he regulation also provides that a capital resitimgplan must be filed with the OTS within 45
days of the date a savings institution receivegadhat it is "undercapitalized," "significantlydercapitalized" or "critically
undercapitalized." Compliance with the plan musgbaranteed by any parent holding company. In exidihumerous mandatory supervis
actions become immediately applicable to an unghétiad&zed institution, including, but not limited tincreased monitoring by regulators and
restrictions on growth, capital distributions anxgh@nsion. The OTS could also take any one of a reumbdiscretionary supervisory actions,
including the issuance of a capital directive dmlreplacement of senior executive officers aneotins.

Insurance of Deposit Accounts. Deposits of the Bamekpresently insured by the SAIF. Both the SAi# the Bank Insurance Fund ("BIF"),
(the deposit insurance fund that covers most comialdsank deposits), are statutorily required tadmmapitalized to a 1.25% of insured
reserve deposits ratio. Until recently, memberthefSAIF and BIF were paying average deposit imstggremiums of between 24 and 25
basis points. The BIF met the required reserveOBblwhereas the SAIF was not expected to meetameel the required level until 2002
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at the earliest. This situation was primarily doehe statutory requirement that SAIF members npalkenents on bonds issued in the late
1980s by the Financing Corporation ("FICO") to m@talize the predecessor to the SAIF.

In view of the BIF's achieving the 1.25% ratio, #i@IC ultimately adopted a new assessment ratedsddef from 0 to 27 basis points under
which 92% of BIF members paid an annual premiurandy $2,000. With respect to SAIF member institnipthe FDIC adopted a final rule
retaining the previously existing assessment retiedule applicable to SAIF member institutions ®t@ 31 basis points. As long as the
premium differential continued, it may have haderde consequences for SAIF members, including egtaarnings and an impaired ability
to raise funds in the capital markets. In addit®®A]F members, such as the Bank could have beeeglat a substantial competitive
disadvantage to BIF members with respect to pricinigans and deposits and the ability to achieveel operating costs.

On September 30, 1996, the President signed imtdhHa Deposit Insurance Funds Act of 1996 (the #=auct”) which, among other things,
imposed a special one- time assessment on SAIF eraéngiitutions, including the Bank, to recapitalithe SAIF. As required by the Funds
Act, the FDIC imposed a special assessment of 515 points on SAIF assessable deposits held Mamh 31, 1995, payable November
27, 1996 (the "SAIF Special Assessment"). The SBpEcial Assessment was recognized by the Bank esp@mnse in the quarter ended
September 30, 1996 and is generally tax deducfitiie.SAIF Special Assessment recorded by the Benduated to $5.7 million on a pre-tax
basis and $3.6 million on an after- tax basis.

The Funds Act also spreads the obligations for gaytrof the FICO bonds across all SAIF and BIF memldgeginning on January 1, 1997,
BIF deposits will be assessed for FICO payment®fbasis points, while SAIF deposits will pay 6bkis points. Full pro rata sharing of the
FICO payments between BIF and SAIF members willoon the earlier of January 1, 2000 or the daaeBtf+ and SAIF are merged. The
Funds Act specifies that the BIF and SAIF will berged on January 1, 1999, provided no savings ed&ots remain as of that time.

As a result of the Funds Act, the FDIC recentlyedbto effectively lower SAIF assessments to 0 tb&5is points as of January 1, 1997, a
range comparable to that of BIF members. Howev&l- 8nembers will continue to make the FICO paymetgscribed above. The FDIC
also lowered the SAIF assessment schedule footiméhf quarter of 1996 to 18 to 27 basis points. dgment cannot predict the level of
FDIC insurance assessments on amgoimg basis, whether the savings association ahaitlebe eliminated or whether the BIF and SAIHIv
eventually be merged.

The Bank's assessment rate for fiscal 1996 wabka&3 points and the premium paid for this periad 2.1 million. A significant increase
SAIF insurance premiums would likely have an adee&f§ect on the operating expenses and resultparbtions of the Bank.

Under the FDI Act, insurance of deposits may bmieated by the FDIC upon a finding that the insititn has engaged in unsafe or unsound
practices, is in an unsafe or unsound conditiozotginue operations or has violated any applicke regulation, rule, order or condition
imposed by the FDIC or the OTS. The managemerfieoBank does not know of any practice, conditiomiolation that might lead to
termination of deposit insurance.

Thrift Rechartering Legislation. The Deposit Inswra Funds Act provides that the BIF and SAIF widlrge on January 1, 1999, if there are
no more savings
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associations as of that date. That legislation edgaires that the Department of Treasury submepart to Congress by March 31, 1997 that
makes recommendations regarding a common finaimsiifutions charter, including whether the sepacktarters for thrifts and banks should
be abolished. Various proposals to eliminate tdera thrift charter, create a uniform financiadtitutions charter and abolish the OTS have
been introduced in Congress. The bills would regjifeéderal savings institutions to convert to aaral bank or some type of state charter
specified date (January 1, 1998 in one bill, Junel998 in the other) or they would automaticalgdme national banks. Converted federal
thrifts would generally be required to conform thegitivities to those permitted for the charteest#d and divestiture of nonconforming as
would be required over a two year period, subjed¢ivo possible one year extensions. State charthréts would become subject to the se
federal regulation as applies to state commereiakb. Holding companies for savings institutionsilddoecome subject to the same
regulation as holding companies that control conasmaébanks, with a limited grandfather provisiom €mitary savings and loan holding
company activities. The Bank is unable to predisether such legislation would be enacted, the ¢xtewhich the legislation would restrict
or disrupt its operations or whether the BIF andFSfinds will eventually merge.

Loans to One Borrower. Under the HOLA, savingsiingons are generally subject to the limits onnsao one borrower applicable to
national banks. Generally, savings institutions malymake a loan or extend credit to a single lated group of borrowers in excess of 15%
of its unimpaired capital and surplus. An additicm@aount may be lent, equal to 10% of unimpaireuitehand surplus, if such loan is sect
by readily-marketable collateral, which is definednclude certain financial instruments and bulliét December 31, 1996, the Bank's limit
on loans to one borrower as provided under the H@a& $24.8 million, while the Bank's self-imposedit was $4.0 million. At December
31, 1996, the Bank's largest aggregate outstarmditemce of loans to one borrower was $2.2 million.

QTL Test. The HOLA requires savings institutionsrteet a QTL test. Under the QTL test, a savingsl@ad association is required to
maintain at least 65% of its "portfolio assetstdt@ssets less: (i) specified liquid assets Wp08h of total assets; (ii) intangibles, including
goodwill; and (iii) the value of property used tncluct business) in certain "qualified thrift intreents" (primarily residential mortgages and
related investments, including certain mortgagekbdcsecurities) in at least 9 months out of eacmagth period.

A savings institution that fails the QTL test idect to certain operating restrictions and maydsgiired to convert to a bank charter. As of
December 31, 1996, the Bank maintained 98% ofdtfgio assets in qualified thrift investments atiterefore, met the QTL test.

Limitation on Capital Distributions. OTS regulatmpose limitations upon all capital distributidmssavings institutions, such as cash
dividends, payments to repurchase or otherwiseigeds shares, payments to shareholders of anotkttution in a cash-out merger and
other distributions charged against capital. THe establishes three tiers of institutions, whiod lsased primarily on an institution's capital
level. An institution that exceeds all fully phasedapital requirements before and after a propasgital distribution (“Tier 1 Bank") and
has not been advised by the OTS that it is in éedlore than normal supervision, could, after priotice but without obtaining approval of
the OTS, make capital distributions during a caéenakar equal to the greater of (i) 100% of itse®hings to date during the calendar year
plus the amount that would reduce by one-halfstgplus capital ratio"
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(the excess capital over its fully phased-in capégquirements) at the beginning of the calendar ye (ii) 75% of its net income for the
previous four quarters. Any additional capital digitions would require prior regulatory approvalthe event the Bank's capital fell below
its regulatory requirements or the OTS notifiethét it was in need of more than normal supervisibe Bank's ability to make capital
distributions could be restricted. In addition, &S could prohibit a proposed capital distributiynany institution, which would otherwise
be permitted by the regulation, if the OTS detemgithat such distribution would constitute an umsafunsound practice. In December 1¢
the OTS proposed amendments to its capital digtobuegulation that would generally authorize plagyment of capital distributions without
OTS approval provided that the payment does natecthe institution to be undercapitalized withia theaning of the prompt corrective
action regulation. However, institutions in a halglicompany structure would still have a prior netiequirement. At December 31, 1996, the
Bank was a Tier 1 Bank.

Liquidity. The Bank is required to maintain an age daily balance of specified liquid assets etpualmonthly average of not less than a
specified percentage of its net withdrawable depagiounts plus short-term borrowings. This ligyidequirement is currently 5% but may
be changed from time to time by the OTS to any arhwithin the range of 4% to 10% depending upomeauic conditions and the savings
flows of member institutions. OTS regulations aisquire each member savings institution to mairaaimverage daily balance of short-term
liquid assets at a specified percentage (currdly of the total of its net withdrawable deposit@mts and borrowings payable in one year
or less. Monetary penalties may be imposed fouffaito meet these liquidity requirements. The Bahguidity and short-term liquidity ratios
for December 31, 1996 were 17.45% and 1.42% respgctwhich exceeded the applicable requiremerite Bank has never been subject to
monetary penalties for failure to meet its liqudiequirements.

Assessments. Savings institutions are requireéycpgsessments to the OTS to fund the agency'atipes. The general assessments, pa
a semiannual basis, are computed upon the savings itistits total assets, including consolidated subsiel$, as reported in the Bank's la
quarterly thrift financial report. The assessmeuatisl by the Bank for the fiscal year ended Decerstie1 996 totalled $214,160.

Branching. OTS regulations permit nationwide bramgloy federally chartered savings institutionstte extent allowed by federal statute.
This permits federal savings institutions to estdibinterstate networks and to geographically difgttheir loan portfolios and lines of
business. The OTS authority preempts any statgiaporting to regulate branching by federal saviingsitutions.

Transactions with Related Parties. The Bank's aifyhto engage in transactions with related parietaffiliates” (e.g.., any company that
controls or is under common control with an instito, including the Company and its non-savingsituison subsidiaries) is limited by
Sections 23A and 23B of the Federal Reserve AGRA'R. Section 23A limits the aggregate amount ofared transactions with any
individual affiliate to 10% of the capital and slup of the savings institution. The aggregate arhofinovered transactions with all affiliates
is limited to 20% of the savings institution's dapand surplus. Certain transactions with affdgare required to be secured by collateral
amount and of a type described in Section 23A hadtirchase of low quality assets from affiliasegeénerally prohibited. Section 23B
generally provides that certain transactions witiiates, including loans and
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asset purchases, must be on terms and under ctianees, including credit standards, that are sobatly the same or at least as favorable to
the institution as those prevailing at the timedomparable transactions with non-affiliated comg@snn addition, savings institutions are
prohibited from lending to any affiliate that isgaged in activities that are not permissible fankoholding companies and no savings
institution may purchase the securities of anyliafé other than a subsidiary.

The Bank's authority to extend credit to executiffecers, directors and 10% shareholders (“insifjees well as entities such persons con

is governed by Sections 22(g) and 22(h) of the RRA Regulation O thereunder. Among other thingsh $oans are required to be made on
terms substantially the same as those offeredaffiliated individuals and to not involve more thére normal risk of repayment. In
accordance with recently modified federal regulaicdhe Bank's Loans to Insiders Policy now periodss to be made to Executive Officers
on terms available to all Bank employees undefitoan Program." This Program allows loans to elgiémployees at a discount of 1%
below the prevailing interest rates at time of la@proval, subject to certain conditions. Regutatibalso places individual and aggregate
limits on the amount of loans the Bank may makiasalers based, in part, on the Bank's capitaltippsand requires certain board approval
procedures to be followed.

Enforcement. Under the FDI Act, the OTS has primarforcement responsibility over savings institnsi@nd has the authority to bring
actions against the institution and all institutiffiliated parties, including stockholders, ang attorneys, appraisers and accountants who
knowingly or recklessly participate in wrongful et likely to have an adverse effect on an insunstitution. Formal enforcement action
may range from the issuance of a capital direativeease and desist order to removal of officetBardirectors to institution of receivership,
conservatorship or termination of deposit insura@eil penalties cover a wide range of violatiaml can amount to $25,000 per day, or
even $1 million per day in especially egregioussat/nder the FDI Act, the FDIC has the authontyeicommend to the Director of the OTS
enforcement action to be taken with respect toragodar savings institution. If action is not takby the Director, the FDIC has authority to
take such action under certain circumstances. Beldav also establishes criminal penalties foraiarviolations.

Standards for Safety and Soundness. The federkirgpagencies have adopted Interagency GuidelinescRbing Standards for Safety and
Soundness ("Guidelines") and a final rule to impetrsafety and soundness standards required urelel Act. The Guidelines set forth
the safety and soundness standards that the fduarking agencies use to identify and address @nabht insured depository institutions
before capital becomes impaired. The standardesghtin the Guidelines address internal controld emformation systems; internal audit
system; credit underwriting; loan documentatioeiiast rate risk exposure; asset growth; and cosgiem, fees and benefits. If the
appropriate federal banking agency determinesathantstitution fails to meet any standard presctibg the Guidelines, the agency may
require the institution to submit to the agencyaaoeptable plan to achieve compliance with thedstat) as required by the FDI Act. The fi
rule establishes deadlines for the submission eniéw of such safety and soundness compliance pthas such plans are required.
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FEDERAL RESERVE SYSTEM

The Federal Reserve Board regulations require gavirstitutions to maintain non-interest earningerges against their transaction accounts
(primarily NOW and regular checking accounts). Haeleral Reserve Board regulations generally reduirat reserves be maintained aga
aggregate transaction accounts as follows: foratscaggregating $49.3 million or less (subjeadfustment by the Federal Reserve Board)
the reserve requirement is 3%; and for accounteeggding greater than $49.3 million, the reserguimement is $1.48 million plus 10%
(subject to adjustment by the Federal Reserve Boeindeen 8% and 14%) against that portion of toéalsaction accounts in excess of $49.3
million. The first $4.4 million of otherwise resetvle balances (subject to adjustments by the Fel@eserve Board) are exempted from the
reserve requirements. The Bank is in complianch thi¢ foregoing requirements. The balances maieddio meet the reserve requirements
imposed by the Federal Reserve Board may be ussatisdy liquidity requirements imposed by the OTS.

FEDERAL AND STATE TAXATION
FEDERAL TAXATION

General. The Company and the Bank report theimreon a calendar year basis using the accrual mheth@ccounting, and are subject to
federal income taxation in the same manner as otirporations with some exceptions, including jgatrly the Bank's reserve for bad debts
discussed below. The following discussion of tasttera is intended only as a summary and does rrpopito be a comprehensive
description of the tax rules applicable to the Bankhe Company. The Bank has not been auditetidyRS in over 10 years. For its 1996
taxable year, the Bank is subject to a maximumriddecome tax rate of 34.1%.

Bad Debt Reserves. For fiscal years beginning poiddecember 31, 1995, thrift institutions whichatified under certain definitional tests
and other conditions of the Internal Revenue Cddi986 (the "Code") were permitted to use certawofable provisions to calculate their
deductions from taxable income for annual additiontheir bad debt reserve. A reserve could bebbsked for bad debts on qualifying real
property loans (generally secured by interesteah property improved or to be improved) undeth@ Percentage of Taxable Income Met
(the "PTI Method") or (ii) the Experience Methochelreserve for nonqualifying loans was computedgutie Experience Method.

The Small Business Job Protection Act of 1996 (1896 Act"), which was enacted on August 20, 1986uires savings institutions to
recapture (i.e., take into taxable income) cenpairtions of their accumulated bad debt reserves.I896 Act repeals the reserve method of
accounting for bad debts effective for tax yeamgitn@ng after 1995. Thrift institutions that woudé treated as small banks are allowed to
utilize the Experience Method applicable to sudiifations, while thrift institutions that are tted as large banks (those generally exceeding
$500 million in assets) are required to use ongydpecific charge-off method. Thus, the PTI Methbdccounting for bad debts is no longer
available for any financial institution.

Use of the PTI Method had the effect of reducirgrirarginal rate of federal tax on the Bank's incéon@2.2%, exclusive of any minimum or
environmental tax, as compared to the maximum catpdederal income tax rate of 35%.
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A thrift institution required to change its methaidcomputing reserves for bad debts will treat scithinge as a change in method of
accounting, initiated by the taxpayer, and haviagrbmade with the consent of the IRS. Any Sect&i{&) adjustment required to be taken
into income with respect to such change generaillyoe taken into income ratably over a six-taxapdar period, beginning with the first
taxable year beginning after 1995, subject to ésédential loan requirement.

Under the residential loan requirement provisibe, riecapture required by the 1996 Act will be sudpe for each of two successive taxable
years, beginning with the Bank's current taxabke ye which the Bank originates a minimum of certeesidential loans based upon
average of the principal amounts of such loans nbgdbe Bank during its six taxable years precedingurrent taxable year.

Under the 1996 Act, for its current and future tarayears, the Bank is not permitted to make amluttito its tax bad debt reserves. In
addition, the Bank is required to recapture (take into taxable income) over a six year periadhkcess of the balance of its tax bad debt
reserves as of December 31, 1995 over the baldrstecb reserves as of December 31, 1987. As atrafssilich recapture, the Bank will inc
an additional tax liability of approximately $2.3llion. The Bank has accrued for this liability tine consolidated financial statements.

Distributions. Under the 1996 Act, if the Bank maKaon-dividend distributions" to the Company, sdatributions will be considered to
have been made from the Bank's unrecaptured taddfasideserves (including the balance of its reseas of December 31, 1987) to the
extent thereof, and then from the Bank's suppleateeserve for losses on loans, to the extent tfieaad an amount based on the amount
distributed (but not in excess of the amount ohsugserves) will be included in the Bank's incoien-dividend distributions include
distributions in excess of the Bank's current acmimulated earnings and profits, as calculatedefieral income tax purposes, distributions
in redemption of stock, and distributions in pdrtiacomplete liquidation. Dividends paid out oétBank's current or accumulated earnings
and profits will not be so included in the Bankisame.

The amount of additional taxable income triggerg@mon-dividend is an amount that, when reducethéyax attributable to the income, is
equal to the amount of the distribution. Thush# Bank makes a non-dividend distribution to thenpany, approximately one and one-half

times the amount of such distribution (but notieess of the amount of such reserves) would bediatle in income for federal income tax

purposes, assuming a 35% federal corporate incarete. The Bank does not intend to pay dividehdswould result in a recapture of any
portion of its bad debt reserves.

SAIF Recapitalization Assessment. The Funds Adetba 65.7cent fee on every $100 of thrift deposits held cardh 31, 1995. For financi
statement purposes, this assessment must be psréa expense for the quarter ended Septemb#836, The Funds Act includes a
provision which states that the amount of any splexisessment paid to capitalize SAIF under tiislkgtion is deductible under Section 162
of the Code in the year of payment.

Corporate Alternative Minimum Tax. The Internal Raue Code of 1986, as amended (the "Code") im@os®son alternative minimum
taxable income ("AMTI") at a rate of 20%. The exxe$the bad debt reserve deduction using the ptxge of taxable income method over
the deduction that would have been allowable utttieexperience method is treated as a preferesrefdr purposes of computing
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the AMTI. Only 90% of AMTI can be offset by net apéing loss carryovers of which the Bank currehiéy none. AMTI is increased by an
amount equal to 75% of the amount by which the Baad#justed current earnings exceeds its AMTI ¢dateed without regard to this
preference and prior to reduction for net operalirsges). In addition, for taxable years beginmfigr December 31, 1986 and before Jan
1, 1996, an environmental tax of .12% of the exoégsMTI (with certain modifications) over $2.0 ridn is imposed on corporations,
including the Bank, whether or not an Alternativenlvhum Tax ("AMT") is paid. The Bank does not expteebe subject to the AMT, but
may be subject to the environmental tax liability.

Dividends Received Deduction and Other Matters. Chmpany may exclude from its income 100% of diniiereceived from the Bank a
member of the same affiliated group of corporatidrie corporate dividends received deduction isgaly 70% in the case of dividends
received from unaffiliated corporations with whittte Company and the Bank will not file a consoledbtax return, except that if the
Company or the Bank own more than 20% of the stdéekcorporation distributing a dividend then 80%@oy dividends received may be
deducted.

STATE AND LOCAL TAXATION

New Jersey Taxation. The Bank files New Jerseyriretax returns. For New Jersey income tax purp@sesngs institutions are preser
taxed at a rate equal to 3% of taxable incometilismpurpose, "taxable income" generally meansréddaxable income, subject to certain
adjustments (including addition of interest incoomeState and municipal obligations).

The Company will be required to file a New Jersegoime tax return because it will be doing businedéew Jersey. For New Jersey tax
purposes, regular corporations are presently takedate equal to 9% of taxable income. For thipgse, "taxable income" generally means
Federal taxable income, subject to certain adjustsn@gncluding addition of interest income on statel municipal obligations). However, if
the Company meets certain requirements, it mayligle to elect to be taxed as a New Jersey Inaest Company at a tax rate presently
equal to 2.25% (25% of 9%) of taxable income.

Delaware Taxation. As a Delaware holding compartyeaoning income in Delaware, the Company is exethfrom Delaware corporate
income tax but is required to file an annual repdth and pay an annual franchise tax to the Sthafgelaware.

ITEM 2. PROPERTIES

The Bank currently conducts its business througladiministrative office, which was recently rel@chto Toms River and which includes a
branch office, and nine other full service offitesated in Ocean and Middlesex Counties. The Compatieves that the Bank's current
facilities will be adequate to meet the presentiandediately foreseeable needs of the Bank an€drmepany.

ITEM 3. LEGAL PROCEEDINGS

The Company and the Bank are not involved in amdjgy legal proceedings other than routine legateedings occurring in the ordinary
course of business. Such other routine legal pdings in the aggregate are believed by managerdrg immaterial to the Company's
financial condition or results of operations.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
PART II
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

Information relating to the market for Registratsnmon equity and related stockholder matters agpender "Shareholder Information” on
the Inside Back Cover in the Registrant's 1996 AhiReport to Stockholders and is incorporated hebgireference.

ITEM 6. SELECTED FINANCIAL DATA

The above-captioned information appears under t8aleConsolidated and Other Data of the CompantfierRegistrant's 1996 Annual
Report to Stockholders on pages 7 and 8 and ispocated herein by reference.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The above-captioned information appears under "ldameent's Discussion and Analysis of Financial Cioordiand Results of Operations” in
the Registrant's 1996 Annual Report to Stockholdarpages 9 through 18 and is incorporated heseneflerence.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The Consolidated Financial Statements of OceamEiabCorp. and its subsidiary, together with thpart thereon by KPMG Peat Marwick
LLP appears in the Registrant's 1996 Annual RejpdBtockholders on pages 19 through 33 and arefpcated herein by reference.

ITEM 9. CHANGE IN AND DISAGREEMENTS WITH ACCOUNTANT S ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.
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PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information relating to Directors and Execut®¥icers of the Registrant is incorporated hetgpireference to the Registrant's Proxy
Statement for the Annual Meeting of Stockholderbedield on April 24, 1997, at pages 4 through 6.

ITEM 11. EXECUTIVE COMPENSATION

The information relating to directors' compensathoil executives' compensation is incorporated ménereference to the Registrant's Proxy
Statement for the Annual Meeting of Stockholderbedeld on April 24, 1997, at pages 8 and 9 agegpa3 through 18 (excluding the
Executive Compensation Committee Report and StecfoRnance Graph).

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information relating to security ownership eftain beneficial owners and management is incatpdrherein by reference to the
Registrant's Proxy Statement for the Annual Meetih§tockholders to be held on April 24, 1997, aggs 3 and 5 through 6.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information relating to certain relationshipslaelated transactions is incorporated hereirebgrence to the Registrant's Proxy Stater
for the Annual Meeting of Stockholders to be hetdApril 24, 1997, at page 19.

PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K
(&) The following documents are filed as a patthef report:

(1) Consolidated Financial Statements of the Comjeae incorporated by reference to the followindi¢ated pages of the 1996 Annual
Report to Stockholders.
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Independent Auditors' Report......cccccccveveeee. . 33
Consolidated Statements of Financial Condition at

December 31, 1996 and 1995..........cccceeeeeeee. Ll 19
Consolidated Statements of Income for the

Years Ended December 31, 1996, 1995 and 1994..... ... 20
Consolidated Statements of Changes in Stockholders' Equity

for the Years Ended December 31, 1996, 1995 and 1 994...... 21

Consolidated Statements of Cash Flows for the
Years Ended December 31, 1996, 1995 and 1994..... ... 22

Notes to Consolidated Financial Statements for the
Years Ended December 31, 1996, 1995 and 1994..... ... 23-33

The remaining information appearing in the 1996 éaidrReport to Stockholders is not deemed to bd fie part of this report, except as
expressly provided herein.

(2) All schedules are omitted because they areatptired or applicable, or the required informat®shown in the consolidated financial
statements or the notes thereto.

(3) Exhibits
(a) The following exhibits are filed as part ofgheport.
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3.1 Certificate of Incorporation of Ocean Finan€alrp.*

3.2 Bylaws of Ocean Financial Corp.*

4.0 Stock Certificate of Ocean Financial Corp.*

10.1 Form of Ocean Federal Savings Bank EmployeekSdwnership Plan* 10.1(a)Amendment to Ocean Ré@&avings Bank Employee
Stock Ownership Plan

(filed herewith)

10.2 Ocean Federal Savings Bank Employees' Saving
10.3 Ocean Federal Savings Bank 1995 Supplemental
10.4 Ocean Federal Savings Bank Deferred Compensa
10.5 Ocean Federal Savings Bank Deferred Compensa
10.6 Ocean Federal Savings Bank Long-Term Award P
10.7 Ocean Federal Savings Bank Performance Achie
10.8 Ocean Financial Corp. 1997 Incentive Plan**

10.9 Form of Employment Agreement between Ocean F
certain executive officers including Michael
Garbarino*

10.10 Form of Employment Agreement between Ocean F
executive officers including Michael J. Fitz
Garbarino*

10.11 Form of Change in Control Agreement between
and certain executive officers including Mic
Kelly and Karl E. Reinheimer*

10.12 Form of Change in Control Agreement between
certain executive officers including Michael
Kelly and Karl E. Reinheimer*

11.0 Computation of earnings per share (filed her

13.0 Portions of 1996 Annual Report to Stockholde

21.0 Subsidiary information is incorporated herei
Subsidiaries"

27.0 Financial Data Schedule (filed herewith)

(b) Reports on Form 8-K

None.

s and Profit Sharing Plan*
Executive Retirement Plan*
tion Plan for Directors*

tion Plan for Officers*
rogram*

vement Awards Program*

ederal Savings Bank and
J. Fitzpatrick and John R.

inancial Corp. and certain
patrick and John R.

Ocean Federal Savings Bank
hael E. Barrett, John K.

Ocean Financial Corp. and
E. Barrett, John K.

ewith)
rs (filed herewith)
n by reference to "Part | -

* Incorporated herein by reference into this docaotrisom the Exhibits to Form S-1, Registration 8taént, effective May 13, 1996 as
amended, Registration No. 88123. ** Incorporated herein by reference inta tthocument from the Proxy Statement for the Sp&bésting
of Shareholders of Ocean Financial Corp. held dwigy 4, 1997.
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CONFORMED SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatyp authorized.

OCEAN FINANCIAL CORP.

By: /'s/ John R Garbarino

John R Garbarino
Chai rman of the Board, President and
Chi ef Executive Oficer and Director

Date: March 19, 1997

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed éydhowing persons in the capacities and
on the dates indicated.

Nanme Dat e

/sl John R Garbarino March 19, 1997

Chai rman of the Board, President and
Chi ef Executive Oficer
(principal executive officer)

/sl Mchael J. Fitzpatrick March 19, 1997
M chael J. Fitzpatrick

Executive Vice President and

Chi ef Financial Oficer

(principal accounting and financial officer)

/sl Mchael E. Barrett March 19, 1997
M chael E. Barrett

Director

/sl Thomas F. Curtin March 19, 1997
Thomas F. Curtin

Director

/sl Carl Feltz, Jr. March 19, 1997
Carl Feltz, Jr

Director

/'s/ Robert E. Knenoller March 19, 1997
Robert E. Knenol | er

Director

/sl Donald E. McLaughlin March 19, 1997

Director
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/'s/ Diane F. Rhine

Di ane F. Rhine

Director

/sl Frederick E. Schl osser
Frederick E. Schl osser
Director

/sl James T. Snyder

Janes T. Snyder
Di rector
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EXHIBIT 10.1

FIRST AMENDMENT TO THE
OCEAN FEDERAL SAVINGS BANK
EMPLOYEE STOCK OWNERSHIP PLAN

March 19, 1997

This First Amendment to the Ocean Federal SavirgkEEmployee Stock Ownership Plan (the "ESOP")cetezl on March 19, 1997, by
Ocean Federal Savings Bank (the "Bank").

WITNESSETH THAT:
WHEREAS, the Board of Directors of the Bank adopgteel ESOP effective January 1, 1996; and

WHEREAS, the Board of Directors desires to amerdBBOP to reflect certain changes which are redjliyethe Internal Revenue Servici
order for the ESOP to obtain a favorable deternonaif the plan's tax-qualified status from theemial Revenue; and

WHEREAS, The Board of Directors also desires to enzdrtain other clarifying amendments to the ES€janding the allocation of
discretionary contributions and the computatioriquefor determining years of service for purposesgesting; and

WHEREAS, the Board of Directors also desires tdude a discretionary provision in the plan proviglior matching contributions made w
respect to employee salary deferrals made undé8ahk's 401(k) plan;

WHEREAS, by previous resolution, the Board of Diogs has duly authorized certain officers to taketever action necessary to ensure
the Plan meets the qualification requirements eflithernal Revenue Code and obtains a favorab&rmetation letter form the Internal
Revenue Service regarding such qualifications; and

WHEREAS, Section 13.4 permits the ESOP to be antefrden time to time as is necessary.
NOW, THEREFORE, BE IT RESOLVED, that the ESOP shalland hereby is, amended as follc

FIRST CHANGE

Effective January 1, 1997, Section 4.1 is amendeaddling the words "while a Participant" to the efithe last sentence thereof.
Accordingly, the last sentence of Section 4.1 steat in its entirety as follows:

The Employers' contributions and available forfiedgufor a Plan Year shall be credited as of thiedag of the year to the Accounts of the
Active Participants in proportion to their amouof€Cash Compensation while a Participant.

SECOND CHANGE

Effective January 1, 1996, the first sentence efthragraph immediately following Section 5.1-8ééeted in its entirety and replaced with
the following:



For purposes of this Section 5.1 and the followsegtion 5.2, "annual addition" means the sum fgryear of (a) employer contributions and
forfeitures allocable to a Participant under aind (or portions thereof) maintained by an Emplaydsject to

Section 415(c) of the Code, (b) the Participantipleyee contributions under all such plans (oripo# thereof), and (¢) amounts describe
Section 419A(d)(2) of the Code (relating to postirement medical benefits of key employees) arcalled to an annuity or pension plan
individual medical account described in

Section 415(1) of the Code, to the extent includdbl purposes of

Section 415(c)(2) of the Code. A Participant's eeé contributions described in (a) above shatldtermined without regard to (i) any
rollover contributions, (ii) any repayments of Igaor (iii) any prior distributions repaid upon theercise of buy-back rights.

THIRD CHANGE

Effective January 1, 1996, Section 5.2 is herebgrated by adding a new subsection to the end thedewod subsection 5.2-3 shall provide as
follows:

This subsection applies, if, in addition to thiaf®la Participant is covered under another qudldigfined contribution plan or a welfare
benefit fund, as defined in Section 419(e) of tlel€ maintained by the Employer, or an individualdical account, as defined in Section 415
(1)(2) of the Code, maintained by the Employer \utpcovides an annual addition during any limitaty@ar. The annual additions which may
be credited to a Participant's account under tlais fdr any such limitation year will not exceee timaximum permissible amount (as
determined under Section 5.1) reduced by the aradditions credited to a Participant's account utitke other plans and welfare benefit
funds for the same limitation year. If the allooas to a Participant's Account otherwise requinedien this Plan for any Plan Year would
cause the limitations of Section 5.1 to be exceddethat Plan Year, contributions otherwise regdiwith respect to such Participant under
this Plan, shall be reduced to the extent necessarymply with the limitations of section 5.1; pided, however, that in the event that the
limitations of Section 5.1 shall be exceeded bgoeaof the combined amounts contributed underfai®mEmployer's defined contribution
plans, it is intended that contributions made uriderEmployer's other defined contribution plansdsticed first.

FOURTH CHANGE

Effective January 1, 1996, Section 9.2 is amendedeleting the first sentence in its entirety aeglacing it with the following language:

For purposes of this Plan, a "Vesting Year" meatvgedve (12) consecutive month period in which andioyee has at least 1,000 Hours of
Service. An Employee's initial Vesting Year shallthe twelve

(12) consecutive month period beginning with the the Employee first completes an Hour of Servie®articipant's subsequent Vesting
Years shall be the twelve (12) consecutive montiogde coinciding with the calendar year, commenairiidy the calendar year which incluc
the date the Participant first completed an Hous@dvice with the Employe



FIFTH CHANGE

Effective January 1, 1996, the third sentence afiSe 10.1 is hereby amended and restated in tisegnto read as follows:

Notwithstanding the foregoing, if the balance ctediito his Account exceeds, or at the time of amyr glistribution exceeded, $3,500, |
benefit shall not be paid before the latest ofd&ith birthday or the tenth anniversary in whichcbenmenced participation in the Plan, unless
he elects an early payment date in a written eledtied with the Committee.

SIXTH CHANGE

Effective January 1, 1996, Section 12.4 shall beraded by deleting the last sentence thereof initsety and replacing it with the following
sentence:

The value of any stock that is not traded on a ggiyerecognized public market shall be valued fasazh Valuation Date by an appraiser
meeting requirements similar to the requirementhefregulation prescribed under Section 170(a){ihe Code.

SEVENTH CHANGE

Effective January 1, 1997, Sections 2, 4, 5, anfithe ESOP shall be amended to include languaagentiti permit the employer to make
matching contributions (made with respect to theigipant's 401(k) salary reduction contributiotshe ESOP. Specifically, Section 2 is
hereby amended by including the definition of "Maibg Employer Contributions” and Sections 4, 5 @rade hereby amended by adding r
subsections 4.5 and 5.5, and revising subsectidnar@él 9.6 as follows:

Section 2. Definitions

"Matching Employer Contributions" means contribn8anade by the Employer pursuant to Section 4abRarticipant's Matching Employer
Contributions Account.

Section 4.5 Matching Employer Contributions

For each Plan Year commencing with the Plan Ye8i lthe Employer, in its sole discretion, may maleontribution equal to a percentage
of the Employee Basic Contributions made for thenPfear on behalf of each Participant under thedesf the Retirement plan for Ocean
Federal Savings Bank ("401(k) Plan™).

Section 5.5 Nondiscrimination Test for Matching Hayer

Contributions

Notwithstanding anything herein to the contrarg Elan shall meet the nondiscrimination test otiSe@01(m) of the Code (described
Section 5.5-1) and applicable regulations for eRleim Year. In order to meet the nondiscriminatest,tany or all of the following steps may
be taken:

(a) At any time during the Plan Year, the Committegy limit the amount of Matching Employer Conttiloms that may be made on behal
Highly Compensated Employe



(b) The Committee may reduce the Matching Employer
contributions made for the Plan Year to the ex tent necessary to
meet the requirements of Section 401(m) of Cod e, in the manner
described in Section 5.5-1;

(c) The Committee may recommend to the Boa rd that the
Employer make an additional Matching Employer Contribution to the
plan for the benefit of Participants who are n ot Highly
Compensated Employees. This additional allocat ion may be based on

Participant's Total Compensation; and

(d) The Committee may take any other steps that the Committee
deems appropriate.

5.5-1 For Plan Years beginning after Decembe r 31, 1996, the
nondiscrimination requirements of Section 401( m) of the Code
require that, in each Plan Year, the Contribut ion Percentage
(defined below) of the eligible Highly Compens ated Employees for

such Plan Year does not exceed the greater of:
(a) The Contribution Percentage of all other elgyibmployees for the preceding Plan Year multipbgdL.25; or

(b) The lesser of the Contribution Percentage lafthkr eligible Employees for the preceding PlazalYmultiplied by 2, or the Contribution
Percentage of all other eligible Employees forghereding Plan Year plus 2 percentage points.

The Committee may elect to calculate the ContridsuRercentages using the Plan Year rather thaorétweding Plan Year; provided,
however, that if the Committee so elects, the @aanay only be changed as provided by the Segrefahe Treasury.

5.5-2 The Contribution Percentage for a group opbyees is the average of the ratios, calculatpdrs¢ely for each Employee in the group,
of the amount of Matching Employer Contributionatthre credited under the Plan on behalf of eacpl&ree for the Plan Year, to the
Employee's Compensation for the Plan Year. Ushefiternative limitation shall be subject to tmevisions of Treasury Regulation Section
1.401(m)-2 regarding the multiple use of the aktive deferral tests set forth in Sections 401¢J 401(m) of the Code.

5.5-3 Notwithstanding the foregoing, if the tessciébed in
Section 5.5-1 is not satisfied for a Plan Year,Gloenmittee may use any other test permitted undeti@ 401(m) of the Code or applicable
Treasury Regulations to determine whether the Plaets the nondiscrimination requirements of Sectiait(m) of the Code.

9.1 Deferred Vesting in Accounts

A Participant's vested interest in hisolinit attributable to his Employer's contributipngsuant to Sections 4.1 and 4.2 shal
based on his Vesting Years in accordance withdhewing table, subject to the balance of this #ec8€:



Percentage of

Vesting Years Interest Vested
fewer than 5 0%
5 or more 100%

A Participant's vested interest in his Accountiatiiable to Employer's Matching Contribution shmldetermined in accordance with the
provisions of the Retirement plan for Ocean Fed®aalings Bank.

9.6 Forfeitures, Repayment and Restoral

Accounting for Forfeitures A forfeiture shall beazhed to the Participant's Account as of the @est of the first Valuation Period in which

the forfeiture becomes certain pursuant to Se@ibnExcept as otherwise provided in that Sect@bthe discretion of the Committee, a
forfeiture shall be used to reduce any matching léygy Contributions made by the terminated Paréintfs Employer under Section 4.5 or be
added to the contributions of the terminated Pigditt's Employer which are to be credited to ofP@rticipants pursuant to Section 4.1, as of
the last day of the Plan Year in which the forfedstbecomes certain.

IN WITNESS WHEREOF, the Bank has adopted this FArsendment to the ESOP and caused this instrurodrd executed by its duly
authorized officers as of the above date.

ATTEST:

By:

Secretary” Preside



EXHIBIT 11
OCEAN FINANCIAL CORP.
STATEMENT REGARDING COMPUTATION OF EARNINGS PER SHA RE
FOR THE PERIOD FROM JULY 2, 1996 TO DECEMBER 31, 196

(dollars in thousands, except per share amounts)

For the period from
July 2, 1996 to

Net income (loss)

$ (6,612)
Weighted average shares outstanding:
Weighted average shares issued 9,059,124
Less: Average shares held by the ESOP (671,046)
Plus: ESOP shares released or committed
to be released during the fiscal year 41,799
Weighted average shares outstanding 8,429,877

Earnings (loss) per share



EXHIBIT 13.0

PORTIONS OF

OCEAN
FINANCIAL CORP.

1996 ANNUAL REPORT



Selected Consolidated Financial and Other Data ohe Company

The selected consolidated financial and other dithie Company set forth below is derived in peshf, and should be read in conjunction
with the Consolidated Financial Statements of tbenffany and Notes thereto presented elsewheresidtinual Report.

At December 31, 1996 1995 1994 1993 1992

(dollars in thousands)
SELECTED FINANCIAL CONDITION DATA:

Total assets $1,303,865 $1,036,445 $971,651 $937,214 $ 886,494
Investment securities held to maturity -- -- 127,451 126,999 122,625
Investment securities available for sale 174,028 114,881 -- - -
FHLB-NY stock 8,457 7,723 7,323 6,680 5,835
Mortgage-backed securities held to maturity -- -- 224,569 241,188 205,958
Mortgage-backed securities available for sale 395,542 265,113 - - -
Loans receivable, net 678,728 612,696 592,315 539,885 514,187
Mortgage loans held for sale 727 1,894 - 963 545
Deposits 934,730 926,558 867,420 858,461 819,300
Federal Home Loan Bank borrowings 8,800 10,400 - - -
Securities sold under agreements to repurchase 99,322 -- -- -- --
Stockholders' equity 252,789 92,351 82,334 72,605 62,469
For the Year Ended December 31, 1996 1995 1994 1993 1992
(dollars in thousands, except per share amounts)
SELECTED OPERATING DATA:
Interest income $ 80,236 $ 70,210 $63,683 $64,853 $ 67,281
Interest expense 43,857 40,004 32,373 33,975 38,897
Net interest income 36,379 30,206 31,310 30,878 28,384
Provision for loan losses 700 950 1,129 1,300 1,220
Net interest income after provision for loan losse S 35,679 29,256 30,181 29,578 27,164
Other income 2,881 1,356 2,057 2,740 1,869
Operating expenses 39,206 18,006 17,104 16,626 16,156
Income (loss) before provision for income taxes

and cumulative effect of change in accounting (646) 12,606 15,134 15,692 12,877
Provision for income taxes 1,083 4,659 5,405 5,556 4,567
Income (loss) before cumulative effect

of change in accounting (1,729) 7,947 9,729 10,136 8,310
Cumulative effect of change in

accounting for income taxes -- -- -- -- 1,665
Net income (loss) $ (1,729) $ 7,947 $ 9,729 $10,136 $ 9,975
Loss per share (based on net loss from

July 2, 1996 to December 31, 1996) $(0.78) N/A N/A N/A N/A
Net income before non-recurring items (2) $ 11576 $ 7,947 $ 9,729 $10,136 $ 9,975

Selected Consolidated Financial and Other Data (ctimued)
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At or for the Year Ended December 31, 1996 1995 1994 1993 1992

SELECTED FINANCIAL RATIOS AND OTHER DATA (1):
PERFORMANCE RATIOS:

Return on average assets (0.15)% 0.80% 1.02% 1.10% 1.19%
Return on average assets, as adjusted (2) 1.00 0.80 1.02 1.10 1.19
Return on average stockholders' equity (1.03) 9.44 1254 14.85 17.14
Return on average stockholders' equity, as adjuste d(2) 6.91 9.44 1254 14.85 17.14
Average stockholders' equity to average assets 1442 851 811 741 6.96
Stockholders' equity to total assets at end of yea r 19.39 891 847 7.75 7.05
Average interest rate spread (3) 261 279 3.07 3.20 3.22
Net interest margin (4) 3.22 313 334 344 3.48
Average interest-earning assets to

average interest-bearing liabilities 115.84 107.98 107.71 106.42 105.56
Operating expenses to average assets 3.37 182 179 181 1.93
Operating expenses to average assets, as adjusted 2) 1.73 182 179 181 1.93
Operating Efficiency Ratio (5) 99.86 57.05 51.26 49.46 53.40
Operating Efficiency Ratio, as adjusted (2)(5) 51.11 57.05 51.26 49.46 53.40
REGULATORY CAPITAL RATIOS (BANK ONLY):

Tangible capital 12.69 8.72 843 7.73 7.05
Core capital 12.69 8.72 843 7.73 7.05
Risk-based capital 32.04 21.34 20.34 18.59 16.57

ASSET QUALITY RATIOS:
Non-performing loans as a percent

of total loans receivable (6)(7) 1.12 140 183 1.92 2.79
Non-performing assets as a percent of total assets (@) 071 097 129 145 2.08
Allowance for loan losses as a percent

of total loans receivable (6) 088 097 094 101 1.10
Allowance for loan losses as a percent

of total non-performing loans (7) 78.23 69.21 51.27 52.45 39.55
NUMBER OF FULL-SERVICE CUSTOMER FACILITIES 9 8 8 8 8

(1) With the exception of end of year ratios, atigs are based on average daily balances for 4886995 and average monthly balances for
1994, 1993 and 1992.

(2) Performance ratios are calculated to excludeeffect of non-recurring charges for charitablaatmn and the special Savings Association
Insurance Fund assessment.

(3) The average interest rate spread representiiffagence between the weighted average yielchterést-earning assets and the weighted
average cost of interest-bearing liabilities.

(4) The net interest margin represents net inténesime as a percentage of average interest-eaassejs.

(5) Operating efficiency ratio represents the rafioperating expenses to the aggregate of otltenie and net interest income.

(6) Total loans receivable includes loans recewalnld loans held for sale, less undisbursed loasfudeferred loan fees and unamortized
discounts/premiums.

(7) Non-performing assets consist of non-performigams and real estate acquired through forecldSREO"). Nonperforming loans consi

of all loans 90 days or more past due and otherslaathe process of foreclosure. It is the Com{sapglicy to cease accruing interest on all
such loans.

8 OCEAN FINANCIAL CORP. AND SUBSIDIARY



MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS
GENERAL

Ocean Financial Corp. (the "Company") was incorfatan November 21, 1995, and is the holding comp@nOcean Federal Savings B
(the "Bank"). On August 17, 1995, the Board of Dices of the Bank adopted a Plan of Conversioanasnded, to convert from a federally
chartered mutual savings bank to a federally chedteapital stock savings bank with the concurfembation of a holding company ("the
Conversion").

The Conversion was completed on July 2, 1996 wghissuance by the Company of 8,388,078 sharés odinmon stock in a public offeri
to the Bank's eligible depositors and the Bank'pleyee stock ownership plan (the "ESOP"). The pasehof 671,046 shares of common
stock (8% of the total shares offered) by the ESf@PR funded by a loan of $13.4 million from the Cemgp.

In exchange for 50% of the net conversion procé®8%.6 million), the Company acquired 100% of tleek of the Bank and retained the
remaining net conversion proceeds at the holdimypamy level.

Concurrent with the close of the Conversion, antamthl 671,046 shares of common stock (8% of tifierimg) were issued and donated by
the Company to the Ocean Federal Foundation (theri@fation"), a private foundation dedicated to ithhle purposes within Ocean County,
New Jersey and its neighboring communities. Thenfairket value of the contribution of $13.4 milliaas reflected as an expense in
Company's 1996 operating results and as an incteasmital stock and paid in capital for the samm®unt.

The Company had no operations prior to July 2, 1886 accordingly, the results of operations pieathat date reflect only those of the B
and its subsidiaries.

The Company conducts business, primarily througlowtnership of the Bank which operates its admtiise/branch office located in Toms
River and nine other branch offices. Nine of theheanch offices are located in Ocean County, Nexsey.

The Company has historically operated as a consonmmted federal savings bank, with a focus oeriffy traditional savings deposit and
loan products to its local community. In recentrgethe Company's strategy has been to maintafitability while limiting its credit and
interest rate risk exposure. To accomplish thegectizes, the Company has sought to: (1) contradii¢rrisk by emphasizing the origination
single-family, owner-occupied residential mortgéagns and consumer loans, consisting primarilyashé equity loans and lines of credit;
(2) offer superior service and competitive ratemtwease the core deposit base consistent witlafigal management goals; (3) invest funds
in excess of loan demand in mortgdmpeked and investment securities; (4) reduce expdstinterest rate risk by originating for the tolio
first mortgage loans having terms to maturity of mmre than 15 years and adjustable-rate mortd#@geM") loans, selling most fixed-rate
30- year mortgage loans, and investing in shogentor adjustable-rate mortgage- backed securéms(5) control operating expenses.

The Company expects to continue to capitalize stiengths -- the delivery of traditional thrifogucts and services (primarily singeanily
mortgages) with a high level of customer serviberéby maintaining its community orientation. Désphis emphasis, the Company took
steps during 1996 to modify its historical opergtatrategy. With industry consolidation eliminatimgst locally headquartered competitors,
the Company saw an opportunity to fill a perceivetl for locally delivered commercial loan and dspservices. As such, in the second
of 1996 the Company assembled an experienced teaamonercial lending professionals and began aftedommercial loan and deposit
services and merchant credit card services to bss@s in Ocean County and surrounding communitid997, the Company will consider
the introduction of other products and servicehsaagtrust services and alternative investmentymsde.g., annuities, mutual funds, etc.).

Management believes that the diversification of@menpany's loan products may expose the Compaaigher degree of credit risk than is
involved in the Company's one- to four-family resitial mortgage lending activity. As a consequesfdhis strategy, management has
developed a well-defined credit policy, focusingquality underwriting and close management and @o@onitoring.

Management is also seeking to increase the Congpararket share in its primary market area by exipgnithe Bank's branch network.
During 1996, the Company opened a branch officeoims River at the site of its new administrativBoafs. In February 1997, an additional
branch opened in Lacey Township. The Company iseatly evaluating additional office sites withis ixisting market area.

The Company's results of operations are dependnagply on net interest income, which is the diéfece between the interest income ea
on the Company's interest-earning assets, suaraas hnd investments, and the interest expende mmarest-bearing liabilities, such as
deposits and borrowings. The Company also genenatesnterest income such as income from secontiarketing activities, loan servicing
and other fees. The Company's operating expenseandy consist of compensation and employee bénefeneral and administrative
expenses, federal deposit insurance premiums, aocymand equipment expenses, advertising expendestiaer operating expenses. The
Company's results of operations are also signifigaifected by general economic and competitiveditions, particularly changes in market
interest rates, government policies and actionegilatory agencies.
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MANAGEMENT OF INTEREST RATE RISK

The principal objectives of the Company's interagt risk management function are to evaluaterttezdst rate risk included in certain
balance sheet accounts; determine the level ofapgkopriate given the Company's business focieatipg environment, capital and
liquidity requirements and performance objectivaas] manage the risk consistent with Board apprguédelines. Through such
management, the Company seeks to reduce the vhilityraf its operations to changes in interesesatThe Company monitors its interest
rate risk as such risk relates to its operatingtsgiies. The Company's Board of Directors has ksitall an Asset/Liability Committee
("ALCO Committee") consisting of members of the Gmmy's management, responsible for reviewing thagamy's asset/liability policies
and interest rate risk position. The ALCO Committeeets monthly and reports trends and the Compantgtest rate risk position to the
Board of Directors on a quarterly basis. The extdéthe movement of interest rates, higher or Igugan uncertainty that could have a
negative impact on the earnings of the Company.

In recent years, the Company has utilized the faotig strategies to manage interest rate risk:nfipleasizing the origination for portfolio of
fixed-rate mortgage loans having terms to matwftgot more than fifteen years, adjustable-rate@dpand consumer loans consisting
primarily of home equity loans and lines of credi); selling most 30-year fixed-rate mortgage Isamiginated to the secondary market; (iii)
holding primarily short-term and/or adjustable-ratertgage-backed and investment securities; ana{igmpting to reduce the overall
interest rate sensitivity of liabilities by emphasg core and longer-term deposits. In late 1988ydver, the Company began retaining most
of its 30-year fixed rate mortgage loan productidanagement felt that the significant capital gositof the Company resulting from the
Conversion, coupled with reduced origination lewsl¢his product, mitigated the additional intereste risk associated with retaining these
mortgages.

The matching of assets and liabilities may be awalyby examining the extent to which such assetdiahilities are "interest rate sensitive"
and by monitoring an institution's interest ratasigvity "gap.” An asset or liability is said t@bnterest rate sensitive within a specific time
period if it will mature or reprice within that tienperiod. The interest rate sensitivity gap isridias the difference between the amount of
interest-earning assets maturing or repricing withspecific time period and the amount of interlesairing liabilities maturing or repricing
within that time period. A gap is considered pesitwvhen the amount of interest rate sensitive assateeds the amount of interest rate
sensitive liabilities. A gap is considered negatieen the amount of interest rate sensitive liibdiexceeds the amount of interest rate
sensitive assets. Accordingly, during a periodgihg interest rates, an institution with a negatijap position generally would not be in as
favorable a position, compared to an institutiothvei positive gap, to invest in higher yieldingetss This may result in the yield on the
institution's assets increasing at a slower raia the increase in its cost of interest- beariabjlities. Conversely, during a period of falling
interest rates, an institution with a negative gaght experience a repricing of its assets at weslgate than its interest-bearing liabilities,
which, consequently, may result in its net interesbme growing at a faster rate than an institutiéth a positive gap position.

The following table sets forth the amounts of iatrearning assets and interest-bearing liabildigstanding at December 31, 1996, which
are anticipated by the Company, based upon caassumptions, to reprice or mature in each of thadéuime periods shown. Except as
stated, the amount of assets and liabilities shahich reprice or mature during a particular pengete determined in accordance with the
earlier of term to repricing or the contractual undy of the asset or liability. The table is inted to provide an approximation of the
projected repricing of assets and liabilities at®uaber 31, 1996, on the basis of contractual megsrianticipated prepayments, and
scheduled rate adjustments within a three-montiogpend subsequent selected time intervals. Thedoaounts in the table reflect principal
balances expected to be redeployed and/or repaie@dresult of contractual amortization and arndiig prepayments of adjustable-rate loans
and fixed-rate loans, and as a result of contrdctii@ adjustments on adjustable-rate loans. Ford@n residential properties, adjustable-rate
loans and fixed-rate loans are projected to repagtas between 9% and 28% annually. Mortgage-luhskeurities are projected to prepay at
rates between 11% and 30% annually. Passbook ascaw negotiable order of withdrawal ("NOW") acatauare assumed to decay at
9.53%, 8.62%, 14.85%, 36.92%, 16.58%, 11.68%, 1,&2% money market savings accounts are assuntettéy at 15.90%, 13.38%,
20.71%, 37.50%, 9.38%, 3.03%, 0.10%, for the perimidhree months or less, three to six monthstes® months, one to three years, three
to five years, five to ten years and more tharnyears, respectively. Prepayment and decay ratekaana significant impact on the
Company's estimated gap. There can be no assutatqarojected prepayment rates for loans and rageigbacked securities will be
achieved or that projected decay rates will beizedl
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More than More than More than More than More than
3 Months 3 Mont hsto 6 Months 1Yearto 3Yearsto 5 Year sto More than
At December 31, 1996 orLess 6 Mo nths tolYear 3Years 5Years 10Ye ars 10 Years Total

(dollars in thousands)
INTEREST-EARNING ASSETS (1):
Interest-earning deposits and

short-term investments $ 2849 $ - $ -$% - $ - 3 - $ - $ 2849
Investment securities 250 -- -- 5,080 104,368 64 ,195 135 174,028
Loans receivable (2) 78,926 4 1,719 93,004 154,492 138,114 94 ,088 89,963 690,306
Mortgage-backed securities 83,128 2 9,777 195,135 41,897 22,906 22 ,049 650 395,542
FHLB stock 8,457 - - - - - - 8,457

Total interest-earning assets 173,610 7 1,496 288,139 201,469 265,388 180 ,332 90,748 1,271,182

INTEREST-BEARING LIABILITIES:

Money market deposit accounts 11,133 9,369 14,501 26,258 6,568 2 122 70 70,021
Savings accounts 16,157 1 4,613 25,175 62,589 28,107 19 ,801 3,085 169,527
NOW accounts 6,783 6,135 10,568 26,275 11,800 8 312 1,295 71,168
Time deposits 105,763 12 6,451 180,311 145,402 42,439 17 ,294 -- 617,660
FHLB borrowings 8,800 - - - -- -- - 8,800
Securities sold under

agreements to repurchase 74,822 - - 24,500 - - - 99,322

Total interest-bearing

liabilities 223,458 15 6,568 230,555 285,024 88,914 47 ,529 4,450 1,036,498
Interest sensitivity gap (3) $(49,848) $(8 5,072) $57,584 $(83,555) $176,474 $132 ,803 $86,298 $ 234,684

Cumulative interest
sensitivity gap $(49,848) $(13 4,920) $(77,336) $(160,891) $15,583 $148 ,386 $234,684 $ -

Cumulative interest
sensitivity gap as a

percent of total assets (3.82)% ( 10.35% (5.93)% (12.34)% 1.20% 1 1.38%  18.00%
Cumulative interest-earning

assets as a percent of
cumulative interest-

bearing liabilities 77.69% 64.50%  87.33%  82.04%  101.58% 11 4.38% 122.64%

(1) Interest-earning assets are included in thevgén which the balances are expected to be regledland/or repriced as a result of
anticipated prepayments, scheduled rate adjustraadtsontractual maturities.

(2) For purposes of the gap analysis, loans rebhiacludes loans held for sale and non-perfornhiags gross of the allowance for loan
losses, undisbursed loan funds, unamortized digs@md deferred loan fees.

(3) Interest sensitivity gap represents the difieesbetween net interest- earning assets andsieearing liabilities.
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Certain shortcomings are inherent in the methaghalysis presented in the foregoing table. For @t@nalthough certain assets and liabili
may have similar maturities or periods to repricithgey may react in different degrees to changesdrket interest rates. Also, the interest
rates on certain types of assets and liabilitieg fln@tuate in advance of changes in market intewss, while interest rates on other types
may lag behind changes in market rates. Additignakrtain assets, such as adjustable-rate loams,features which restrict changes in
interest rates both on a short-term basis andtbedife of the asset. Further, in the event ofhange in interest rates, prepayment and decay
rates would likely deviate significantly from thogssumed in calculating the table. Finally, thditglof many borrowers to service their
adjustable-rate loans may be impaired in the ewkah interest rate increase.

Another method of analyzing an institution's expgedo interest rate risk is by measuring the changkee institution's net portfolio value
("NPV") under various interest rate scenarios. Nthe difference between the net present valwsséts, liabilities and off-balance sheet
contracts. The NPV ratio, in any interest rate adenis defined as the NPV in that scenario digibg the market value of assets in the same
scenario. The Sensitivity Measure is the declinghéNPV ratio, in basis points, caused by a 2%ei@®e or decrease in rates, whichever
produces a larger decline. The higher an instittgi®ensitivity Measure is, the greater its exposoiinterest rate risk is considered to be.
Company's interest rate sensitivity is monitoredianagement through the use of an interest rdk€"tRR") model which measures IRR by
modeling the change in NPV over a range of inte@st scenarios. The OTS also produces a simikysin using its own model, based upon
data submitted on the Bank's quarterly Thrift FiahReports, the results of which may vary frora thsults provided by the Company's
model, primarily due to differences in the assuomiutilized, including estimated loan prepaymatds, reinvestment rates and deposit
decay rates. The following table sets forth the Gany's NPV as of December 31, 1996, as calculatedeoCompany.

NPV as %

of Portfolio
Change in Net Portfolio Va lue Value of Assets
Interest Rates in~ ------mememeemememee
Basis Points NPV %
(Rate Shock) Amount $ Change % Change Ratio Change (1)
(dollars in thousands)
400 $203,927 $(77,025) (27.4)% 14.6% (32.1)%
300 228,662 (52,290) (18.6) 16.7 (21.5)
200 252,117 (28,835) (10.3) 18.7 (13.0)
100 268,578 (12,374) (4.4) 20.2 (6.0)
Static 280,952 - - 215 -
(100) 287,584 6,632 24 225 47
(200) 288,755 7,803 28 231 74
(300) 290,572 9,620 3.4 238 10.7
(400) 292,625 11,673 42 248 153

(1) Based on the portfolio value of the Compang&ets assuming no change in interest rates.

As is the case with the gap table, certain shortiegsnare inherent in the methodology used in th¥ NER measurements. Modeling changes
in NPV require the making of certain assumptiongctvimay tend to oversimplify the manner in whictuat yields and costs respond to
changes in market interest rates. First, the magkdame that the composition of the Company'sdstesensitive assets and liabilities existing
at the beginning of a period remains constant theeperiod being measured. Second, the models ashana particular change in interest
rates is reflected uniformly across the yield cuegardless of the duration to maturity or repgocai specific assets and liabilities. Third, the
model does not take into account the Company'sibssior strategic plans. Accordingly, althoughNR&/ measurements do provide an
indication of the Company's IRR exposure at a paldr point in time, such measurements are nohded to provide a precise forecast of the
effect of changes in market interest rates on i @any's net interest income and can be expectgifféo from actual results.

ANALYSIS OF NET INTEREST INCOME

Net interest income represents the difference batvicome on intere- earning assets and expense on interest-beaainiities. Net interest
income also depends upon the relative amounts@fdst-earning assets and interest- bearing ligsiland the interest rate earned or paid on
them.
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The following table sets forth certain informatiaiating to the Company at December 31, 1996 anddoh of the years ended Decembel
1996, 1995 and 1994. The yields and costs areeatkhy dividing income or expense by the averaganual of assets or liabilities,
respectively, for the periods shown except whetedotherwise. Average balances are derived froenage daily balances for 1996 and
1995, and average month-end balances for 1994. géament does not believe that the use of averagé¢htgdralances instead of average

daily balances has caused any material differeimcé= information presented. The yields and costiside fees which are considered
adjustments to yields.

Years Ended Decembe r3i,
AT DECEMBER 31 e e e
1996 1996 1995
AVERAGE Average
YIELD / AVERAGE YIELD/  Average Yield/
BALANCE COST BALANCE INTEREST COST Balance Interest  Cost
ASSETS:
Interest-earning assets:
Interest earning
deposits and short-
term investments $ 2,849 5 .03% $ 4872 $ 251 515% $ 5,24 5 $ 331 6.31%
Investment securities (1) 174,028 6 .65 148,378 9,710 6.54 126,79 2 7,166 5.65
Loans receivable, net (2) 679,455 7 .78 637,453 50,324 7.89 612,43 1 48,323 7.89
Mortgage-backed
securities (3) 395,542 6 .33 331,669 19,413 5.85 214,34 8 13,799 6.44
FHLB stock 8,457 6 .61 8,323 538 6.46 7,67 9 591 7.70
Total interest-earning
assets 1,260,331 7 A5 1,130,695 80,236 7.10 966,49 5 70,210 7.26
Non-interest-earning assets 43,534 31,810 22,21 2
Total assets $1,303,865 $1,162,505 $988,70 7
LIABILITIES AND EQUITY:
Interest-bearing liabilities:
Money market
deposit accounts $ 70,021 2 .90% $ 70,209 1,994 2.84% $68,98 7 $2,083 3.02%
Savings accounts 169,527 2 .28 175,060 4,069 232 178,97 3 4,537 254
NOW accounts 71,168 1 .84 72,265 1,371 1.90 69,33 0 1,483 2.14
Time deposits 617,660 5 .55 609,620 33,555 5.50 574,84 4 31,723 552
Total 928,376 4 47 927,154 40,989 4.42 892,13 4 39,826 4.46
FHLB borrowings 8,800 7 .13 39,135 2,298 5.87 2,93 3 178 6.07
Securities sold under
agreements to repurchase 99,322 5 .69 9,803 570 5.81 - - -
Total interest-bearing
liabilities 1,036,498 4 .61 976,092 43,857 4.49 895,06 7 40,004 4.47
Non-interest-bearing
liabilities 14,578 18,778 9,45 7
Total liabilities 1,051,076 994,870 904,52 4
Stockholders' equity 252,789 167,635 84,18 3
Total liabilities and
equity $1,303,865 $1,162,505 $988,70 7
Net interest income $36,379 $30,206
Net interest rate spread (4) 2 .54% 2.61% 2.79%
Net interest margin (5) 3 .35% 3.22% 3.13%

Ratio of interest-earning
assets to interest-

bearing liabilities 121.60% 115.84% 107.9 8%
Years Ended D ecember 31,
1994
Average
Average Yield/
Balance Inter est Cost
ASSETS:

Interest-earning assets:
Interest earning
deposits and short-

term investments $ 1322 $ 56 4.24%
Investment securities (1) 127,762 6 ,933 5.43
Loans receivable, net (2) 559,862 42 ,706 7.63
Mortgage-backed

securities (3) 241,944 13 ,440 5.56

FHLB stock 7,216 548 7.59



Total interest-earning
assets 938,106 63 ,683 6.79

Total assets $956,388

Liabilities and Equity:
Interest-bearing liabilities:
Money market

deposit accounts $78,288 $1 ,899 2.43%
Savings accounts 206,131 5 246 2.54
NOW accounts 69,934 1 ,440 2.06
Time deposits 511,634 23 ,545 4.60
Total 865,987 32 ,130 3.71
FHLB borrowings 5,006 243 4.85

Securities sold under
agreements to repurchase -

Total interest-bearing

liabilities 870,993 32 ,373 3.72
Non-interest-bearing
liabilities 7,805
Total liabilities 878,798
Stockholders' equity 77,590

Total liabilities and equity $956,388

Net interest income $31 ,310
Net interest rate spread (4) 3.07%
Net interest margin (5) 3.34%

Ratio of interest-earning
assets to interest-
bearing liabilities 107.71%

(1) Includes investment securities available fde.sa

(2) Amount is net of deferred loan fees, undisbditsan funds, discounts and premiums and estirmagedloss allowances and includes la
held for sale and non-performing loans.

(3) Includes mortgage-backed securities availadnieséle.

(4) Net interest rate spread represents the difterdetween the yield on interest-earning assekshencost of interest-bearing liabilities.
(5) Net interest margin represents net interesirme divided by average interest-earning assets.
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RATE VOLUME ANALYSIS

The following table presents the extent to whichrafes in interest rates and changes in the voltdiiméepest-earning assets and interest-
bearing liabilities have affected the Company'sr@st income and interest expense during the penalicated. Information is provided in
each category with respect to: (i) changes atiibletto changes in volume (changes in volume nligtiby prior rate); (ii) changes
attributable to changes in rate (changes in ratéiptied by prior volume); and (iii) the net changéhe changes attributable to the combined
impact of volume and rate have been allocated ptiopately to the changes due to volume and thegésdue to rate.

YEAR ENDE D DECEMBER 31, 1996  Year Ended December 31, 19 95
C OMPARED TO Compared to
YEAR ENDE D DECEMBER 31, 1995  Year Ended December 31, 19 94
INCREASE ( DECREASE) Increase (Decrease)
DUE TO Due to
VOLUME RATE NET  Volume Rate Ne t

INTEREST-EARNING ASSETS:
Interest-earning deposits and

short-term investments $ (22) $ (58) $ (80) $ 236 $ 39 % 275
Investment securities 1,321 1,223 2,544 (52) 285 233
Loans receivable 2,001 - 2,001 4,121 1,496 5, 617
Mortgage-backed securities 6,976 (1,362) 5,614 (1,633) 1,992 359
FHLB stock 47 (100)  (53) 35 8 43
Total interest-earning assets 10,323 (297) 10,026 2,707 3,820 6, 527
INTEREST-BEARING LIABILITIES:

Money market deposit accounts 37 (126) (89) (243) 427 184
Savings accounts (94) (374) (468) (709) - | 709)
NOW accounts 61 (173) (112) (13) 56 43
Time deposits 1,945 (113) 1,832 3,123 5,055 8, 178
Total 1,949 (786) 1,163 2,158 5,538 7, 696
FHLB borrowings 2,126 (6) 2,120 (116) 51 (65)
Securities sold under

agreements to repurchase 570 - 570 --

Total interest-bearing liabilities 4,645 (792) 3,853 2,042 5,589 7, 631
Net change in net interest income $5,678 $ 495 $6,173 $ 665 $(1,769) $(1, 104)

COMPARISON OF FINANCIAL CONDITION AT DECEMBER 31,1 996 AND DECEMBER 31, 1995

Total assets at December 31, 1996 were $1.304mikin increase of $267.4 million, or 25.8%, coreddp $1.036 billion at December 31,
1995. This growth was funded by $149.9 million &t proceeds from the issuance of common stocknnection with the Bank's Conversi
which was completed on July 2, 1996. The Converpioceeds were primarily used to repay borrowingb@urchase investment and
mortgage-backed securities.

Investment securities available for sale incredse#i59.1 million, to a balance of $174.0 millionecember 31, 1996, compared to a bal
of $114.9 million at December 31, 1995, and moréghgcked securities increased by $130.4 millioh3®5.5 million at December 31, 1996
from $265.1 million at December 31, 1995. The iaseein investment and mortgage-backed securitiisego the investment of Conversion
proceeds and the adoption, in late 1996, of a velatddeverage strategy designed to improve retumrisvested capital. Wholesale leverage
growth was funded through securities sold undeeagents to repurchase, which increased to $99li®@mét December 31, 1996 from zero
at December 31, 1995. The strategy involved thehage of adjustable-rate mortgage-backed secufitieed by short-term repurchase
agreements and the purchase of medium term cabajelecy securities funded by repurchase agreemhtsaturities through the call date.
Loans receivable, net, increased by $66.0 millayrl,0.8%, to a balance of $678.7 million at Decen@ig 1996, compared to a balance of
$612.7 million at December 31, 1995. Premises ajipenent increased by $6.5 million, or 84.5%, td. $1million at December 31, 1996,
from $7.6 million at December 31, 1995, as a reslutenovations to a building purchased by the Camygn July 1995, which is now the site
of a new branch office and the Company's admirtiggdacility. The renovation was completed and bldding occupied in late 1996. Other
assets increased $5.5 million from December 31518®ecember 31, 1996, primarily due to the redagnof deferred tax assets relating to
the charitable donation and the net unrealizeddossecurities available for sale.

Total deposits at December 31, 1996 were $934 [fomilan increase of $8.2 million, compared to $8286illion at December 31, 1995. The
increase is net of $13.5 million in deposit withdeds used to fund stock purchases in the ConverSituictkholders' equity at December 31,
1996 was $252.8 million, compared to $92.4 millarDecember 31, 1995, an increase of $160.4 mjlpomarily due to net Conversion
proceeds of $149.9 million.

14 OCEAN FINANCIAL CORP. AND SUBSIDIARY



COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED DECEMBER 31, 1996 AND
DECEMBER 31, 1995

GENERAL

The Company incurred a net loss of $1.7 milliontfar year ended December 31, 1996, as comparezt income of $7.9 million for the ye
ended December 31, 1995. The 1996 loss was caydbeé bharitable donation to the Ocean Federal &ation of 671,046 shares of comn
stock which resulted in expense recognition of $1fillion ($9.7 million net of tax), the fair markealue of the stock at the time of the
donation. (See note 2 to the consolidated finarst&bments.) Operating results for the year efgemmber 31, 1996 were further reduced
by a special one-time assessment imposed on tistisuisuch as the Bank insured by the Savings Aatsoc Insurance Fund ("SAIF") of the
FDIC. The special assessment was 65.7 basis pmirB\IF assessable deposits as of March 31, 1985Cbmpany's assessment was $5.7
million ($3.7 million net of taxes).

(See note 17 to the consolidated financial statésren

INTEREST INCOME

Interest income for the year ended December 316 #8& $80.2 million, compared to $70.2 million foe year ended December 31, 199&
increase of $10.0 million, or 14.3%. The increasmferest income was the result of increaseseratrerage size of the investment and
mortgage-backed securities available for sale plaot, which together increased $138.9 million errage, due to the 1996 purchases
relating to the investment of net Conversion prdsedlany of these purchases were made early in 49%8e Company prefunded expected
Conversion proceeds by increasing FHLB borrowinys$ iavesting the borrowed funds in investment amdtgage-backed securities. The
FHLB borrowings were then repaid upon consummatittiime Conversion. Additionally, the average batontloans receivable increased by
$25.0 million during 1996 as compared to 1995. dberall increase in interest-earning assets wagapwroffset by the effects of a lower
average interest-earning asset yield which decdetas@.10% for the year ended December 31, 199¢ompared to 7.26% for the year ended
December 31, 1995.

INTEREST EXPENSE

Interest expense for the year ended December 386, w8s $43.9 million, compared to $40.0 million floe year ended December 31, 1995,
an increase of $3.9 million, or 9.6%. The increiasaterest expense for the year ended Decembet®8, as compared to the same peric
1995 was the result of an increase in the averatgtamding balance of both deposits (to $927.2anilior the year ended December 31,
1996, from $892.1 million for the same period i®3Pand Federal Home Loan Bank borrowings (to $&8ltlon for the year ended
December 31, 1996, from $2.9 million for the saradqa in 1995).

PROVISION FOR LOAN LOSSES

For the year ended December 31, 1996, the Comparoyssion for loan losses was $700,000, comparekP50,000 for the same prior year
period. The decrease was partly due to the deitlinen-performing loans, which decreased $1.0 amillto $7.7 million at December 31,
1996, from $8.7 million at December 31, 1995. Maragnt of the Company is responsible for the deteatiun of the level of the allowance
for loan losses. The allowance for loan lossesamtained at a level sufficient to provide for ested losses based on evaluating known and
inherent risks in the loan portfolio and upon mamagnt's continuing analysis of the factors undegyhe quality of the loan portfolio. These
factors include changes in the size and compositighe loan portfolio, actual loan loss experigrmarent and anticipated economic
conditions, detailed analysis of individual loanshich full collectibility may not be assured,cadetermination of the existence and
realizable value of the collateral and guaranteesring the loan. Additions to this allowance dnarged to earnings. In addition, various
regulatory agencies, as an integral part of thenenation process, periodically review the Bamakiswance for loan losses. Such agencies
may require the Bank to provide additions to thevednce based upon information available to thethatime of their examination.
Although management uses the best information @viail future adjustments to the allowance may loessary due to economic, operating,
regulatory and other conditions beyond the Comgacgntrol.

OTHER INCOME

Other income was $2.9 million for the year endedddeber 31, 1996, an increase of $1.5 million, &.8%, compared to the same prior year
period. Income from the net gain on sales of It securities available for sale increased $6 D&@0the year ended December 31, 1996,
compared to the same prior year period. The inereas primarily due to the recognition of a $589,@s in 1995 on the sale of investment
securities available for sale. The net gain froal estate owned increased $396,000 for the yeardeBdcember 31, 1996, compared to the
same prior year period due to the recognition dfi$300 in gains on the sale of two propertiesta 196. Other income increased $295,000
for the year ended December 31, 1996, compardutkteame prior year period due to the recovery 61100 from the previous charge off

a financial asset and due to the recognition oRPEEB of income in 1996 relating to increases endash surrender value of life insurance
policies on Bank officers.
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OPERATING EXPENSES

Operating expenses were $39.2 million for the wrated December 31, 1996, an increase of $21.2mitbmpared to the same prior year
period. The charitable donation to the Ocean Fé@@andation accounted for $13.4 million of thergmse. The Bank's share of the special
assessment imposed by the FDIC on SAIF-insuredutiehs of $5.7 million accounted for the increaséederal deposit insurance for the
year ended December 31, 1996, as compared torie @aor year period. The increase in compensai@hemployee benefits expense
$1.6 million for the year ended December 31, 1886compared to the same prior year period, wasadine expense associated with the
adoption, effective January 1, 1996, of the ESO#s &xpense was partly offset by freezing the fiaocrual of benefits under the Bank's
defined benefit pension plan.

The Company expects that salary and benefits egpmay increase during 1997, primarily as a redul@® adoption of various employee
benefit plans in connection with the Conversionthiis regard, the ESOP, which purchased 8% of thrar@on Stock sold in the Offering, and
the stock programs which will purchase an amour@a@hmon Stock equal to 4% of the Common Stock solde Offering, may result in
increased salary and benefits expense as intarestdamortization of the ESOP loan and amortinadifcthe stock program awards will be
reflected as compensation expense (see notes 1B3andhe consolidated financial statements) dditeon, the Company expects operating
expenses to increase in future periods as a refsthiie opening of two new branch offices, one te [B996 and the other in early 1997, and the
creation, in the second half of 1996, of the Bafldsnmercial Loan Department.

PROVISION FOR INCOME TAXES
Income tax expense was $1.1 million for the yeaeenDecember 31, 1996, compared to $4.7 millioriferyear ended December 31, 1995.

The Company has been advised by its independeatiatants that the Company's contribution of comstock to the Ocean Federal
Foundation is tax deductible, subject to a limiatbased on 10% of the Company's annual taxabteriacThe Company, however, is able to
carry forward any unused portion of the deductrfive years following the year in which the cdniition is made. Based on the Company's
estimate of annual taxable income for the curreatryand for the next successive five years (theyfoaward period), the Company
recognized a tax benefit of $3.7 million on the #1@iillion charitable donation. An additional $X#llion of tax benefit was unrecognized
due to the limitations imposed by the tax codee(8&tes 2 and 12 to the consolidated financiaéstahts.) The unrecognized tax benefit
relating to the charitable donation caused the Gompo recognize an income tax expense for 199pitdes pre-tax book loss.

Although the Company and the Bank have receiveapamon of their independent accountants that tam@any will be entitled to the
deduction for the charitable contribution, thera ba no assurances that the IRS will recognizé&tundation as a Section 501(c)(3) exempt
organization or that the deduction will be perndtter such event, the Company's recorded tax bemefild be reversed, resulting in a
reduction in earnings of $3.7 million in the yeamihich the IRS makes such a determination.

COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED DECEMBER 31, 1995 AND
DECEMBER 31, 1994

GENERAL

Net income decreased $1.8 million, or 18.3%, t® $fillion for the year ended December 31, 1995nf&9.7 million for the year ende
December 31, 1994. The decrease was due primardydecline in net interest income, which resulteth a decrease in the interest rate
spread to 2.79% for the year ended December 35, I8fn 3.07% for the year ended December 31, 1984 .shift in the composition of the
Company's interest-bearing liabilities from corgisgs accounts to higher yielding certificates epdsit was the primary reason for this
decline. Additionally, the Company recognized &106$587,000 in 1995 on the sale of investmentrities available for sale. Profitability
further declined as a result of a decrease in dttoeme (net of the $587,000 loss on the salewadddtment securities) and increased operating
expenses, partly offset by decreases in the pmvigir loan losses and the provision for incomeax

INTEREST INCOME

Interest income for the year ended December 315 88& $70.2 million, compared to $63.7 million foe year ended December 31, 1994
increase of $6.5 million, or 10.2%. Increased ieséincome on loans accounted for substantiallgfatis increase. The increase in interest
income on loans was a result of growth in the ayefzalance of loans outstanding combined with erease in the average yield. The
average balance of loans receivable increased $5iRi6n, while the yield on such loans increasgd26 basis points to 7.89% for 1995, fr
7.63% for 1994. The growth in loans was attribugablan increase in the origination of ARM loanshie first half of 1995, which the
Company maintains in portfolio. The increase inrage yield for 1995 over 1994 was a result of thieegally higher interest rate environm
causing ARM loans to reprice upward.

Interest income on mortgage-backed securities ase@ $359,000 for 1995, compared to 1994. The gedralance of mortgage-backed
securities declined by $27.6 million for 1995, cargrl to 1994, as a result of principal repaymendslianited purchase activity due to an
increased demand for loans. The yield on this plotfhowever, increased 88 basis points due togpacing of adjustable-rate securities.
Interest income on investment securities incre§238,000 for 1995, compared to 1994, primarily thuan increase in the average yield of
22 basis points
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INTEREST EXPENSE

Interest expense for the year ended December 35, @8s $40.0 million, compared to $32.4 million floe year ended December 31, 1994,
an increase of $7.6 million, or 23.6%. The incraasaterest expense was the result of a $26.lanilhcrease in the average balance of
interest-bearing deposits and an increase in temge cost of deposits to 4.46% for 1995, from %@ 7dr 1994. The increase in average cost
was primarily due to a shift in the compositiondefposit accounts from lower-yielding core accoumits higher- yielding certificates of
deposit. Average balances on money market depasisavings accounts decreased by $9.3 million @@d2$mnillion, respectively, for 1995,
compared to 1994, while the average balance of dep®sits increased by $63.2 million from 1994384

PROVISION FOR LOAN LOSSES

During the year ended December 31, 1995, the Coygprovision for loan losses was $950,000 comptoétl.1 million for the year ended
December 31, 1994, a decrease of $179,000. Theakewas partly due to the decline in non- perfogrnioans, which decreased by $2.2
million to $8.7 million at December 31, 1995, fr&h0.9 million at December 31, 1994.

OTHER INCOME

Other income decreased to $1.4 million for the yaated December 31, 1995, from $2.1 million forybar ended December 31, 1994. The
decrease was primarily due to the recognition $&7,000 loss in 1995 on the sale of investmenirgtexs available for sale. Additionally,
fees and service charges declined by $82,000 i6,k#9compared to 1994. The decrease in this agtega be attributed to a $112,000
decrease in mortgage loan servicing income.

OPERATING EXPENSES

Operating expenses increased to $18.0 millionHferyear ended December 31, 1995, from $17.1 mifbotthe year ended December 31,
1994. Compensation and employee benefits increb&8,000, or 4.6%, primarily due to annual salagreases. Advertising expense
increased by $120,000 to $836,000 for 1995, frod6H¥00 for 1994, as a result of increased advedi® maintain loan volume and market
presence. General and administrative expensesseues355,000, or 13.8%, to $2.9 million for 1995npared to 1994.

PROVISION FOR INCOME TAXES

Income tax expense was $4.7 million for the yealeenDecember 31, 1995, compared to $5.4 millioriHeryear ended December 31, 1994.
The decrease in the provision for income taxespumsarily the result of the decrease in earningsigeincome taxes. The effective tax rate
for 1995 was 37.0%, an increase of 1.3% over thé%8®ffective tax rate for 1994. The increase médffective tax rate for 1995 can be
attributed to the non-deductibility of certain erpes incurred by the Company.

LIQUIDITY AND CAPITAL RESOURCES

The Company's primary sources of funds are depgsitscipal and interest payments on loans, FHLB aimer borrowings and, to a lesser
extent, investment maturities and proceeds frons#e of loans. While scheduled amortization oh®are predictable sources of funds,
deposit flows and mortgage prepayments are gradtiyenced by general interest rates, economic itiomg and competition. The Company
has other sources of liquidity if a need for adufitil funds arises, including an overnight line i&fdit and advances from the FHLB. At
December 31, 1996, the Company had $8.8 millicovigrnight borrowings outstanding from the FHLB,negenting a decrease from $10.4
million at December 31, 1995. The Company utilidesovernight line from time-to-time to fund sheetm liquidity needs. The Company
also borrowed $99.3 million at December 31, 19Bfugh securities sold under agreements to repsecfldnese borrowings were used to
fund a wholesale leverage strategy designed todwgpreturns on invested capital.

The Company's cash needs for the year ended Dec&hpb£996 were principally provided by net proceeficommon stock issuance,
securities sold under agreements to repurchaseyitiegt of investment securities and principal payts on loans and mortgage-backed
securities. The cash provided was principally Usedhvesting activities, which included the purskaf investment and mortgage-backed
securities and the origination of loans. For tharyended December 31, 1995, the cash needs obtih@&hy were primarily satisfied by
growth in the deposit base, investment sales artdrities and principal payments on loans and mgegaacked securities. The cash was
principally utilized for loan originations, purchessof investment and mortgage-backed securitiesegayment of FHLB borrowings.

Federal regulations require the Bank to maintainimiim levels of liquid assets. The required peragathas varied from time-to-time based
upon economic conditions and savings flows andiiseatly 5% of net withdrawable savings deposits barrowings payable on demand or
in one year or less during the preceding calendartm Liquid assets for purposes of this ratiotidel cash, accrued interest receivable,
certain time deposits, U.S. Treasury and Governragancies and other securities and obligationsrgipéaving remaining maturities of
less than five years. The levels of these assetdegrendent on the Bank's operating, financinglitgnand investing activities during any
given period. As of December 31, 1996 and DecerBbefl 995, the Bank's liquidity ratios were 17.5% 4ii.2%, respectively, both in exc
of the 5% minimum regulatory requirement.
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At December 31, 1996, the Bank exceeded all aktgsilatory capital requirements with tangible calpif $165.5 million, or 12.7% of total
adjusted assets, which is above the required &E\&19.6 million, or 1.5%; core capital of $165.8lon, or 12.7% of total adjusted assets,
which is above the required level of $39.1 million,3.0%; and risk-based capital of $171.2 million32.0% of riskweighted assets, which
above the required level of $42.8 million, or 8.0Pke Bank is considered a "well-capitalized" ingtdn under the Office of Thrift
Supervision's prompt corrective action regulations.

IMPACT OF INFLATION AND CHANGING PRICES

The consolidated financial statements and notestih@resented herein have been prepared in acumraeth GAAP, which require the
measurement of financial position and operatingltesn terms of historical dollar amounts with@onsidering the changes in the relative
purchasing power of money over time due to inflatibhe impact of inflation is reflected in the irased cost of the Company's operations.
Unlike industrial companies, nearly all of the dssd liabilities of the Company are monetaryatune. As a result, interest rates have a
greater impact on the Company's performance thaheleffects of general levels of inflation. Int&reates do not necessarily move in the
same direction or to the same extent as the pfigeads and services.

IMPACT OF NEW ACCOUNTING STANDARDS

In October 1995, the Financial Accounting Stand&dard (FASB) issued Statement of Financial AccmgnStandards No. 123,
"Accounting for Stock-Based Compensation" (SFAS)1Z8is Statement establishes financial accourdimg reporting standards for stock-
based employee compensation plans.

SFAS 123 encourages all entities to adopt the Viline based method" of accounting for employeekstompensation plans. However,
SFAS 123 also allows an entity to continue to measompensation cost under such plans using thensic value based method." Under
fair value based method, compensation cost is medst the grant date based on the value of thedaaval is recognized over the service
period, usually the vesting period. Fair valuegseimined using an option pricing model that takés account the stock price at the grant
date, the exercise price, the expected life obitéon, the volatility of the underlying stock atiee expected dividends on it, and the risk-free
interest rate over the expected life of the optldnder the intrinsic value based method, compemsaibst is the excess, if any, of the quoted
market price of the stock at grant date or otheasugzment date over the amount an employee musb @ayguire the stock. Most stock plans
have no intrinsic value at date of grant, and umievious accounting guidance, no compensationwastto be recognized.

The accounting requirements of this Statement ffeetieve for transactions entered into in fiscahygthat begin after December 15, 1995.
The Statement had no effect on the Company in 18@&gver, the Company will adopt the provisionshef Statement in 1997 in connection
with shareholder ratification of the Ocean Finah@arp. 1997 Incentive Plan on February 4, 199% Tlmpany intends to account for
compensation cost under the intrinsic value basetthoad and will provide pro forma disclosures foraagls granted in 1997, and thereafter.
Such disclosures include net income and earningsthage as if the fair value based method of adigihad been applied.

In June 1996, the FASB issued SFAS No. 125, "Actingrior Transfers and Servicing of Financial Assatd Extinguishments of
Liabilities" (SFAS 125). SFAS 125 amends portioh$SBAS 115, amends and extends to all servicingtassd liabilities the accounting
standards for mortgage servicing rights now in SBASand supersedes SFAS 122. The statement psoxishsistent standards for
distinguishing transfers of financial assets, which sales, from transfers that are secured bangswiThose standards are based upon
consistent application of a financial componentsraach that focuses on control. The statementdsfioes accounting treatment for
servicing assets and other retained interestssietashat are transferred. SFAS 125 is effectivérémsfers and servicing of financial assets
and extinguishments of liabilities occurring afix@cember 31, 1996 except for certain provisiontviwere deferred until January 1, 1998
by SFAS No. 127, "Deferral of the Effective DateG#rtain Provisions of FASB Statement No. 125,0éskin December 1996. The adoption
of these statements is to be applied prospectasadlyis not expected to have a material effect erCibmpany's financial condition or results
of operations.
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OCEAN FINANCIAL CORP. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
December 31, 1996 and 1995

(dollars in thousands, except per share amounts)

1996 1995
ASSETS
Cash and due from banks $ 5372 $ 8,022
Investment securities available for sale (notes
4,11 and 14) 174,028 114,881
Federal Home Loan Bank of New York stock, at cost 8,457 7,723
Mortgage-backed securities available for sale
(notes 5, 11 and 14) 395,542 265,113
Loans receivable, net (notes 6 and 14) 678,728 612,696
Mortgage loans held for sale 727 1,894
Interest and dividends receivable (note 7) 9,757 7,480
Real estate owned, net (note 9) 1,555 1,367
Premises and equipment, net (note 8) 14,100 7,641
Servicing asset (note 6) 1,743 1,222
Other assets (note 12) 13,856 8,406
Total assets $1,303,865  $1,036,445
LIABILITIES AND STOCKHOLDERS' EQUITY
Deposits (note 10) $ 934,730 $ 926,558
Federal Home Loan Bank borrowings 8,800 10,400
Securities sold under agreements to repurchase
(note 11) 99,322 -
Advances by borrowers for taxes and insurance 3,832 3,321
Other liabilities (notes 12 and 13) 4,392 3,815
Total liabilities 1,051,076 944,094
Stockholders' Equity (notes 2, 3, 12, 13 and 18):
Preferred stock, $.01 par value,
5,000,000 shares authorized, no shares issued - -
Common stock, $.01 par value, 55,000,000
shares authorized, 9,059,124 shares issued and
outstanding at December 31, 1996 91 --
Additional paid-in capital 176,812 -
Unallocated Common Stock held by Employee Stock
Ownership Plan (12,331) --
Retained earnings -- substantially restricted 88,552 90,281
Net unrealized (loss) gain on securities
available for sale, net of tax (335) 2,070
Total stockholders' equity 252,789 92,351
Commitments and contingencies (note 14)
Total liabilities and stockholders' equity $1,303,865  $1,036,445

See accompanying notes to consolidated financssients.
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OCEAN FINANCIAL CORP. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31, 1996, 1995 and 1994
(dollars in thousands, except per share amounts)

INTEREST INCOME:

Loans

Mortgage-backed securities
Investment securities and other

Total interest income

INTEREST EXPENSE:
Deposits (note 10)
Borrowed funds

Total interest expense

Net interest income
Provision for loan losses (note 6)

Net interest income after provision for loan
losses

OTHER INCOME:

Fees and service charges (note 6)

Net gain (loss) on sales of loans and
securities available for sale (notes 4 and 6)
Net income from (cost of) other real estate
operations

Other

Total other income

OPERATING EXPENSES:

Compensation and employee benefits (note 13)
Occupancy (note 14)

Equipment

Advertising

Federal deposit insurance (note 17)

Data processing

General and administrative

Charitable donation (notes 2 and 12)

Total operating expenses

Income (loss) before provision for income
taxes
Provision for income taxes (note 12)

Net income (loss)

1996 1995 1994
$50,324 $48,323 $42,706
19,413 13,799 13,440

10,499 8,088 7,537
80,236 70,210 63,683
40,989 39,826 32,130
2,868 178 243
43,857 40,004 32,373
36,379 30,206 31,310
700 950 1,129
35679 29,256 30,181
1,819 1,603 1,685
278 (340) 182
355  (41) 8
429 134 182
2,881 1,356 2,057
10,296 8,707 8,324
1,882 1,721 1,652
862 879 958
818 836 716
8,051 2,199 2,167
941 737 715
2,937 2,927 2,572
13,419 - -
39,206 18,006 17,104
(646) 12,606 15,134
1,083 4,659 5405

$(1,729) $7,947 $9,729

Loss per share (based on net loss from July 2,
1996 to December 31, 1996)

See accompanying notes to consolidated financ#tsients.
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OCEAN FINANCIAL CORP. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERBQUITY
For the Years Ended December 31, 1996, 1995 ardl 199

(dollars in thousands)

Co

S
Balance at December 31, 1993
Net income for the year ended
December 31, 1994

Balance at December 31, 1994

Net income for the year ended

December 31, 1995

Change in net unrealized gain (loss)

on securities available for sale, net of tax

Balance at December 31, 1995

Sale of 8,388,078 shares of

common stock in conversion
Donation of 671,046 shares of
common stock to the Ocean

Federal Foundation at par value
Acquisition of 671,046 shares of stock
by ESOP

Allocation of ESOP stock

ESOP adjustment

Change in net unrealized gain (loss)
on securities available for sale, net of tax
Net loss for the year ended

December 31, 1996

BALANCE AT DECEMBER 31, 1996

Un
Employee Gai
Additional  Stock On Se
mmon  Paid-In Ownership Retained

Avail

tock  Capital Plan Earnings Sale, Ne

$- $ - $ - $72,605
- - - 9729
- - - 82334
- - - 7947
- - - 90,281
84 163,216 - -
7 13414 - -
- ~ (13421) -
- ~ 1,00 @ -
- 182 - -
- -~ (1,729

$91 $176,812 $(12,331) $88,552

Net
realized
n (Loss)
curities
able For
t of Tax Total

2,070 2,070

2,070 92,351

- 163,300

- 13,421

(13,421)
1,090
- 182

(2,405)  (2,405)

$ (335) $252,789

See accompanying notes to consolidated financ#tsients.
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OCEAN FINANCIAL CORP. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 1996, 1995 and 1994
(dollars in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss)

Adjustments to reconcile net income (loss)
to net cash provided by operating activities:

1996 1

$ (1,729) $ 7,

Donation of 671,046 shares of common stock to th e

Ocean Federal Foundation 13,419 - -
Depreciation and amortization of premises and eq uipment 760 810 966
Amortization of ESOP 1,090 - -
ESOP adjustment 182 - -
Amortization of servicing asset 204 106 141
Net premium amortization in excess of discount a ccretion on securities 1,761 585 644
Net accretion of deferred fees and discounts in

excess of premium amortization on loans (487) ( 535) (917)
Provision for loan losses 700 950 1,129
Deferred taxes (3,263) 385 883
Net gain on sales of real estate owned (507) ( 256) (417)
Net (gain) loss on sales of loans and securities available for sale (278) 340 (182)
Proceeds from sales of mortgage loans held for s ale 24,173 19, 108 16,760
Mortgage loans originated for sale (23,453) (21, 264) (15,946)
Increase in interest and dividends receivable (2,277) ( 251) (839)
Increase in other assets (830) (4, 160) (2,799)
Increase (decrease) in other liabilities 577 1, 371 (1,231)

Total adjustments 11,771 (2, 811) (1,808)
Net cash provided by operating activities 10,042 5, 136 7,921

CASH FLOWS FROM INVESTING ACTIVITIES:
Net increase in loans receivable

(68,429) (23,

588)  (55,320)

Proceeds from sales of investment securities avail able for sale - 63, 713 -
Purchase of investment securities available for sa le (105,006) (29, 976) --
Purchase of mortgage-backed securities available f or sale (251,004) (34, 575) -
Purchase of investment securities held to maturity - (54, 975) (31,973)
Purchase of mortgage-backed securities held to mat urity -- (53, 915) (50,042)
Principal payments on mortgage-backed securities a vailable for sale 117,048 - -
Principal payments on mortgage-backed securities h eld to maturity - 50, 193 65,978
Proceeds from maturities of investments available for sale 43,858 - -
Proceeds from maturities of investment securities held to maturity - 33, 624 31,573
Purchases of Federal Home Loan Bank of New York st ock (734) ( 400) (643)
Proceeds from sales of real estate owned 2,503 3, 261 4,571
Purchases of premises and equipment (7,219) (4, 121) (885)

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

(268,983) (50,

Increase in deposits 8,172 59, 138 8,959
(Decrease) increase in Federal Home Loan Bank borr owings (1,600) 5, 900) 16,300
Increase in securities sold under agreements to re purchase 99,322 - -
Increase in advances by borrowers for taxes and in surance 511 168 680
Net proceeds of common stock issuance 149,886 - -

Net cash provided by financing activities 256,291 53, 406 25,939
Net (decrease) increase in cash and due from banks (2,650) 7, 783 (2,881)
Cash and due from banks at beginning of year 8,022 239 3,120
Cash and due from banks at end of year $ 5,372 $ 8, 022 $ 239
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid during the year for:

Interest $ 43,624 $ 39, 849 $ 32,362

Income taxes 4,231 3, 873 5,036
Noncash investing activities:

Transfer of loans receivable to real estate owned 2,184 2, 792 2,678
Transfer of investment and mortgage-backed securi ties

from held to maturity to available for sale - 382, 713 --

Mortgage loans securitized into mortgage-backed s ecurities $ 23,392 $17, 180 $ 14,771

See accompanying notes to consolidated financsisients.
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OCEAN FINANCIAL CORP. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1996 and 1995

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

As more fully described in note 2, Ocean Federalrggs Bank (the "Bank™) converted from a mutualisgs bank to a capital stock savings
bank on July 2, 1996. As part of the conversiorged@cFinancial Corp. (the "Company") was formedpg&eq all of the Bank's conversion
stock, and issued its common stock in a subscrpifering. The acquisition of the Bank's convensstock was accounted for similar to a
pooling of interests and, therefore, the financ@idition and results of operations of the Bankptd July 2, 1996 became the financial
condition and results of operations of the Company.

Principles of Consolidation

The consolidated financial statements include tu®ants of the Company and its whollyned subsidiary, Ocean Federal Savings Bank
its wholly-owned subsidiary, Dome Financial Sergicc. (inactive). All significant intercompanyants and transactions have been
eliminated in consolidation.

Business

The Bank provides a range of banking services stotners through a network of branches in OcearMiddlesex Counties in New Jersey.
The Bank is subject to competition from other fic@hinstitutions; it is also subject to the redidas of certain regulatory agencies and
undergoes periodic examinations by those regulaotiyorities.

Basis of Financial Statement Presentation

The consolidated financial statements have bequaped in conformity with generally accepted accmgnprinciples. In preparing the
consolidated financial statements, managementjisined to make estimates and assumptions thattdffeceported amounts of assets and
liabilities as of the date of the consolidatedestagnt of financial condition and revenues and eseeffor the period then ended. Actual res
could differ significantly from those estimates assumptions.

Material estimates that are particularly susceetiblsignificant change in the near term relatin¢odetermination of the allowance for loan
losses and the valuation of real estate acquiredrinection with foreclosures or in settlementoains. In connection with the determination
of the allowances for loan losses and Real Estateed (REO), management obtains independent aplsréisasignificant properties.

Cash Equivalents

Cash equivalents consist of interest-bearing dépospther financial institutions and loans of B funds. For purposes of the consolidated
statements of cash flows, the Company considersgtly liquid debt instruments with original maitigs of three months or less to be cash
equivalents.

Investment and Mortgage-Backed Securities

Investment and mortgage-backed securities idedtéd&held to maturity are carried at cost, adjusiedmortization of premiums and
accretion of discounts, which are recognized agstiients to interest income using a method whighcgimates a level yield over the
estimated average life of the security. Managerdetermines the appropriate classification of séiesrat the time of purchase. If
management has the intent and the Bank has ttigy a&ithe time of purchase to hold securitiesluntturity, they are classified as held to
maturity.

Debt securities not intended to be held to matumigyclassified as available for sale. Securitigslable for sale include securities that
management intends to use as part of its assdiffiahanagement strategy. Such securities aréazhat fair value and unrealized gains and
losses, net of related tax effect, are excludeoh fearnings, but are included as a separate compohstockholders' equity. Gains or losses
on the sale of such securities are included inrdtittdme using the specific identification method.

As permitted by the Financial Accounting Standa@dard's, "A Guide to Implementation of Statemeri dh Accounting for Certain
Investments in Debt and Equity Securities," the @any reassessed the classification of its heldaturity portfolios. As a result of such
reassessment, the Company transferred, on Dec&@@p&®95, securities with a book value of $382,0@8,and a fair value of $385,361,000,
from held to maturity to available for sale. In oection with such transfer, an unrealized gainofieteferred income taxes, of $1,695,000
was recognized and classified as a separate compohstockholders' equity.

Loans Receivable



Loans receivable, other than loans held for satestated at unpaid principal balance less uneatisedunts, unamortized premiums, net
deferred loan origination and commitment fees, taedallowance for loan losses. Discounts and pramaiare recognized in income using the
level-yield method over the estimated lives of ldemns.

Loan origination and commitment fees and certaiaddiloan origination costs are deferred and thdegeor cost is recognized in interest
income using the level-yield method over the caritral life of the specifically identified loans, jadted for actual prepayments.

Loans in which interest is more than 90 days past thcluding impaired loans and other loans ingtaeess of foreclosure are placed on
nonaccrual status. Interest income previously atan these loans, but not yet received, is redarsthe current period. Any interest
subsequently collected is credited to income inpirdod of recovery. A loan is returned to accistatus when all amounts due have been
received and the remaining principal balance isrdkcollectible.

A loan is considered impaired when it is deemedbabte that the Company will not collect all amouhie according to the contractual terms
of the loan agreement. The Company has defineddhalation of impaired loans to be all non-acce@hmercial real estate, multi-family
and land loans. Impaired loans are individuallyeased to determine that the loan's carrying valumef in excess of the fair value of the
collateral or the present value of the loan's etquetuture cash flows. Smaller balance homogenkauns that are collectively evaluated for
impairment, such as residential mortgage loandrstdliment loans, are specifically excluded frdra impaired loan portfolio.
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Mortgage Loans Held for Sale

The Company may periodically sell all or part af 30-year fixed rate, conforming loan originatiovisile retaining all other types of loan
originations for its loan portfolio. Mortgage loaiméended for sale are carried at the lower of ithpancipal balance, net, or market value on
an aggregate basis.

Allowance for Loan Losses

The adequacy of the allowance for loan lossesssdban management's evaluation of the Companytdgaasloss experience, known and
inherent risks in the portfolio, adverse situatitimst may affect the borrower's ability to repastiraated value of any underlying collateral
current economic conditions. Additions to the allmwe arise from charges to operations throughrtégion for loan losses or from the
recovery of amounts previously charged off. Thewadince is reduced by loan charge-offs. Loans aaegeld off when management believes
such loans are uncollectible.

Management believes that the allowance for losedeans is adequate. While management uses awifl#brmation to recognize losses on
loans, future additions to the allowance may beesgary based on changes in economic conditiom&i@dmpany's market area. In addition,
various regulatory agencies, as an integral patteif routine examination process, periodicallyieas the Bank's allowance for losses on
loans. Such agencies may require the Bank to réoegulditions to the allowances based on theirjglgs about information available to
them at the time of their examination.

Sale of Loans with Servicing Retained

Effective January 1, 1996, the Company adopted®iat of Financial Accounting Standards No. 12Z;c@unting for Mortgage Servicing
Rights" (SFAS No. 122), which requires the recagnifis separate assets the rights to service ngarigans for others that have been
acquired through either the purchase or originatioa loan. At the time of sale or securitizatidioans with servicing rights retained, the
Company allocates the total cost of the mortgagaddo the mortgage servicing rights and the |@@ased on their relative fair values.

The fair value of capitalized originated mortgageviing rights is determined based on the estichdiscounted net cash flows to be
received. Originated mortgage servicing rightsaar®rtized in proportion to and over the period sifreated net loan servicing income. Th
capitalized mortgage servicing rights are periddiia@viewed for impairment based on the fair vati¢hose rights. Adoption of SFAS No.
122 did not have a material impact on the Compdmeésicial position or results of operations.

Real Estate Owned

Real estate owned is carried at fair value, lemated costs to sell. When a property is acquitleel excess of the loan balance over fair v
is charged to the allowance for loan losses. Aruvestor real estate owned has been establishetade for subsequent declines in the fair
values of properties. Real estate owned is canmitaf the related reserve. Operating results firemh estate owned, including rental income,
operating expenses, and gains and losses reatiaedlie sales of real estate owned, are recordedtased.

Premises and Equipment

Land is carried at cost and premises and equipnmahding leasehold improvements, are stated sitless accumulated depreciation and
amortization. Depreciation and amortization are poted using the straight-line method over the extidoh useful lives of the assets or leases.
Repair and maintenance items are expensed andverpemts are capitalized. Gains and losses on dipsare reflected in current
operations.

Income Taxes

The Company utilizes the asset and liability metbbdccounting for income taxes. Under this mettuederred tax assets and liabilities are
recognized for the future tax consequences ataiilatto differences between the financial stateroanying amounts of existing assets and
liabilities and their respective tax bases.

Deferred tax assets and liabilities are measurid) @hacted tax rates expected to apply to taxabteme in the years in which those
temporary differences are expected to be recovaredttled. The effect on deferred tax assetsiabdifies of a change in tax rates is
recognized in income in the period that includeseghactment date.

Pension Plan

Pension plan costs based on actuarial computatioarcent and future benefits for employees aregddto expense. The Company funds
Plan based on the maximum amount that can be detlifat Federal income tax purposes.

Contributions



Contributions made shall be recognized as expéndbs period made and as decreases of assetsreages of liabilities depending on the
form of the benefits given. Contributions made Bbalmeasured at the fair values of the asset giveifimade in the form of a settlement or
cancellation of a donee's liabilities, at the failue of the liabilities canceled.

Loss Per Share

Loss per share is computed by dividing net lostheyweighted average number of shares of commak sied dilutive common stock
equivalents outstanding, adjusted for the unalkxta@bortion of shares held by the Employee Stock @ship Plan ("ESOP") in accordance
with the American Institute of Certified Public Amuntants' Statement of Position 93-6. For the pdinom July 2, 1996, (date of conversion)
to December 31, 1996, the weighted average nunftsranes of common stock and common stock equiteatartstanding (adjusted for
unallocated ESOP shares) was 8,429,877. Loss peg fr 1996 was computed on net loss for the gdrimm July 2, 1996 (conversion date)
through December 31, 1996. Per share amounts apresented for periods prior to conversion tolsfocm, as no stock was outstanding.

(2) STOCK FORM OF OWNERSHIP

On August 17, 1995, the Board of Directors of tremBadopted a Plan of Conversion to convert frdedarally chartered mutual savings
bank to a federally chartered stock savings batlk thie concurrent formation of a holding compang.part of the conversion, the Company
was incorporated under Delaware law on Novembed235. The Company completed
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its initial public offering on July 2, 1996 witheéhissuance of 8,388,078 shares of common stodletBank's eligible depositors and the
Bank's Employee Stock Ownership Plan (the "ESQ®Y)Iting in proceeds of $163.3 million (net of $#illion in costs). The Company
retained $81.6 million of the net proceeds and uledemaining net proceeds to purchase all obthstanding stock of the Bank.

Concurrent with the close of the conversion, aritadthl 671,046 shares of common stock (8% of tfierimg) were issued and donated by
the Company to the Ocean Federal Foundation (tberifation"), a private foundation dedicated to ithhle purposes within Ocean County,
New Jersey and its neighboring communities. Thenfarket value of the contribution of $13.4 millisras reflected as a current expense

as an increase to capital stock and paid in cafpitdhe same amount. The Company also recordethted tax benefit of $3.7 million with a
corresponding increase to the Company's deferseddsets. Although the Company and the Bank hasaved an opinion of their
independent accountants that the Company will hidexhto the deduction for the charitable conttibn, there can be no assurances that the
IRS will recognize the Foundation as a Section 8§3] exempt organization or that the deduction kgl permitted. In such event, the
Company's contribution to the Foundation would lil fexpensed, resulting in a further reductiorearnings of $3.7 million in the year in
which the IRS makes such a determination.

At the time of the conversion, the Bank establisadiquidation account with a balance equal toétained earnings at March 31, 1996. The
balance in the liquidation account at Decemberl396 was approximately $48.1 million. The liquidatiaccount will be maintained for the
benefit of eligible account holders who continuertaintain their accounts at the Bank after the eosien. The liquidation account will be
reduced annually to the extent that the eligibleoaat holders have reduced their qualifying degasit of each anniversary date. Subsequent
increases will not restore an eligible account eofinterest in the liquidation account. In thergwf a complete liquidation, each eligible
account holder will be entitled to receive a dimition from the liquidation account in an amourggmrtionate to the current adjusted
qualifying balances for accounts then held.

The Company may not declare or pay cash dividends eepurchase any of its shares of common sfable ieffect thereof would cause
stockholders' equity to be reduced below applicedeilatory capital maintenance requirements, theuat required for the liquidation
account, or if such declaration and payment wotie@mvise violate regulatory requirements.

(3) REGULATORY MATTERS

Office of Thrift Supervision (OTS) regulations régusavings institutions to maintain minimum levefgegulatory capital. Under the
regulations in effect at December 31, 1996, thekBaas required to maintain a minimum ratio of tduhgicapital to total adjusted assets of
1.5%; a minimum ratio of Tier 1

(core) capital to total adjusted assets of 3.09d;aminimum ratio of total (core and supplementagyital to risk-weighted assets of 8.0%.

Under its prompt corrective action regulations, @ES is required to take certain supervisory asti@md may take additional discretionary
actions) with respect to an undercapitalized iag8tih. Such actions could have a direct materi@otfon the institution's financial statements.
The regulations establish a framework for the di@ssion of savings institutions into five categgs: well capitalized, adequately capitalized,
undercapitalized, significantly undercapitalizexd @ritically undercapitalized. Generally, an itgion is considered well capitalized if it has
a Tier 1 ratio of at least 6.0%; and a total risisdd capital ratio of at least 10.0%. At Decemilierl896 and 1995 the Bank was considered
well capitalized.

The following is a summary of the Bank's actuali@d@mmounts and ratios as of December 31, 19961888, compared to the OTS minim
capital adequacy requirements and the OTS requirenfier classification as a well capitalized ingiibn (in thousands).

For To be well
capital capitalized
adequacy under prompt
Actual purposes corrective action
Amount  Ratio Amount Ratio Amount Ratio
AS OF DECEMBER 31, 1996:
Tangible capital $165,537  12.7% $19,563 15% $ - --%
Core capital 165,537 12.7 39,126 3.0 65,210 5.0
Tier 1 risk-based
capital 165,537 31.0 21,386 4.0 32,080 6.0
Risk-based capital 171,199 32.0 42,773 8.0 53,466 10.0
As of December 31, 1995:
Tangible capital $90,281 8.7% $15,523 15% $ - --%
Core capital 90,281 8.7 31,047 3.0 51,744 5.0
Tier 1 risk-based
capital 90,281 20.1 17,939 4.0 26,909 6.0
Risk-based capital 95,712 21.3 35,878 8.0 44,848 10.0

OTS regulations impose limitations upon all capitistributions by savings institutions, like therBasuch as dividends and payments to
repurchase or otherwise acquire shares. Basecksa timitations, approximately $35,371,000 of tlamBs retained earnings is unavailable
for distribution to the Compan



(4) INVESTMENT SECURITIES

The amortized cost and estimated market valuevasiiment securities at December 31, 1996 and Desxreddh 1995 are as follows (in
thousands):

Gross Gross Estimated
Amortized Unrea lized Unrealized Market
DECEMBER 31, 1996 Cost Gains Losses Value
Investment Securities
Available for Sale:
United States Government
and agency obligations $175,003 $172  $(1,848) $173,327
State and municipal obligations 693 8 - 701
$175,696 $180 $(1,848) $174,028
Gross Gross Estimated
Amortized Unrea lized Unrealized Market
December 31, 1995 Cost Gains Losses Value

Investment Securities

Available for Sale:
United States Government
and agency obligations $112,956 $386 $ (40) $113,302
State and municipal obligations 1,549 30 - 1,579

$114,505 $416 $ (40) $114,881
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The amortized cost and estimated market valuevefsiment securities at December 31, 1996 by caotthmaturity, are shown below (in
thousands). Actual maturities will differ from coattual maturities because borrowers may haveighéto call or prepay obligations with or
without call or prepayment penalties.

Estimated
Amortiz ed Market
DECEMBER 31, 1996 Co st Value
Investment Securities
Available For Sale:
Due in one year or less $ 2 50 $ 250
Due after one year through five years 110,3 11 109,448
Due after five years through ten years 65,0 00 64,195
Due after ten years 1 35 135
$175,6 96 $174,028

Gross losses on the sale of investment securitigble for sale of $587,000 were realized in 198%ere were no sales of investment
securities for the years ended December 31, 1996.994.

(5) MORTGAGE-BACKED SECURITIES The amortized coatleestimated market value of mortgage-backed gexsi6t December 31,
1996 and December 31, 1995 are as follows (in tuds):

Gross Gross Estimated
Amortized Unrealized Unrealized Market
DECEMBER 31, 1996 Cost Gains Losses Value
Mortgage-Backed Securities
Available for Sale:
FHLMC $316,773  $2,084 $(1,122) $317,735
FNMA 69,190 480 (562) 69,108
GNMA 2,800 131 - 2,931
Collaterized mortgage
obligations 5,643 126 (1) 5,768
$394,406  $2,821 $(1,685) $395,542
Gross Gross Estimated
Amortized Unrealized Unrealized Market
December 31, 1995 Cost Gains Losses Value
Mortgage-Backed Securities
Available For Sale:
FHLMC $221,822  $2,340 $ (278) $223,884
FNMA 27,307 317 - 27,624
GNMA 3,561 202 - 3,763
Collaterized mortgage
obligations 9,564 278 - 9,842
$262,254  $3,137 $ (278) $265,113

Collateralized mortgage obligations issued by FHLNM@MA and private interests amounted to $4,143,8897,000 and $928,000,
respectively, at December 31, 1996 and $7,377 $880,000 and $1,337,000, respectively, at Dece®bet995.

The contractual maturities of mortgage-backed séesigenerally exceed 20 years; however, the gfiedives are expected to be shorter due
to anticipated prepayments.

(6) Loans Receivable, Net

A summary of loans receivable at December 31, E3@2651995 follows (in thousands):

December 31, 1996 1995
Real estate mortgage:

One to four-family $626,857 $572,632
Commercial real estate,

multi-family and land 15,613 14,939

FHA insured & VA guaranteed 941 484

643,411 588,055
Real estate construction 9,287 8,153



Consumer 36,860 26,867

Commercial 21

Total loans 689,579 623,075
Loans in process (3,517) (2,687 )
Deferred fees (1,302) (1,679 )
Unearned discount (11) (12 )
Allowance for loan losses (6,021) (6,001 )

(10,851) (10,379 )

$678,728 $612,696

At December 31, 1996, 1995 and 1994, loans in mheuat of $7,697,000, $8,671,000 and $10,939,0Cpewively, were three or more
months delinquent or in the process of foreclosung the Company was not accruing interest incofibese loans had continued to realize
interest in accordance with their contractual terapproximately $345,000, $428,000 and $607,00ddftional interest income would have
been recognized for the years ended December 36, 1995 and 1994, respectively. The Company wasaramitted to lend additional
funds on any nonaccrual loans at December 31, 1996.

An analysis of the allowance for loan losses ferybars ended December 31, 1996, 1995 and 1984d#i@ws (in thousands):

Year Ended December 31, 1996 1995 1994
Balance at beginning of year $6,001 $5,608 $ 5,504
Provision charged to operations 700 950 1,129
Charge-offs (692) (568) (1,053)
Recoveries 12 11 28

Balance at end of year $6,021 $6,001 $ 5,608

At December 31, 1996, 1995 and 1994, the Compamvycse loans for others in the amount of $152,70@,(6143,115,000 and
$133,652,000, respectively.
An analysis of the servicing asset for the yeadedrDecember 31, 1996, 1995 and 1994 is as folfmwthousands):

Year Ended December 31, 1996 1995 1994
Balance at beginning of year $1,222 $ 819 $ 642
Additions 725 509 318
Amortization (204) (106) (141)
Balance at end of year $1,743 $1,222 $ 819

26 OCEAN FINANCIAL CORP. AND SUBSIDIARY



(7) INTEREST AND DIVIDENDS RECEIVABLE

A summary of interest and dividends receivable etddnber 31, 1996 and 1995 follows (in thousands):

December 31, 1996 1995
Loans $3,567 $3,554
Investment securities 2,811 1,527
Mortgage-backed securities 3,379 2,399

$9,757 $7,480

(8) PREMISES AND EQUIPMENT, NET

Premises and equipment at December 31, 1996 aridar®@%ummarized as follows (in thousands):

December 31, 1996 1995
Land $3,195 $2,971
Buildings and improvements 10,260 4,107
Leasehold improvements 1,101 1,097
Furniture and equipment 4,448 3,666
Automobiles 130 88
Construction in progress 735 1,452
Total 19,869 13,381
Accumulated depreciation and amortization (5,769) (5,740)

$14,100 $7,641

(9) REAL ESTATE OWNED, NET

An analysis of the allowance for losses on reatesbwned for the years ended December 31, 1995, 489d 1994 is as follows (in
thousands):

Year Ended December 31, 1996 1995 19 94
Balance at beginning of year $411 $476 $5 06
Losses charged off 9) (65 ( 30)
Balance at end of year $402 $411 $4 76

(10) DEPOSITS

Deposits, including accrued interest payable of5$100 and $93,000 at December 31, 1996 and 1998¢ctvely, are summarized as follc
(in thousands):

December 31, 1996 199 5
WEIGHTED Weighted
AVERAGE Average
AMOUNT COST Amount Cost
NOW accounts $77,522 1.69% $ 75,010 2.00%
Money Market
deposit accounts 70,021  2.90% 70,556 2.93%
Savings accounts 169,527  2.28% 175,777 2.53%
Time deposits 617,660 5.55% 605,215 5.70%
$934,730  4.44% $926,558 4.59%

Included in time deposits at December 31, 19961885, respectively, is $43,841,000 and $41,236i0@@posits of $100,000 and over. The
deposits of the Bank are insured up to $100,00é&y5avings Association Insurance Fund, which isiagtered by the FDIC and is backed
by the full faith and credit of the U.S. Government

Time deposits at December 31, 1996 mature as fell@wthousands



December 31, 1996

1997 $412,525

1998 111,467
1999 33,935
2000 17,637
2001 24,802
Thereafter 17,294
$617,660

Interest expense on deposits for the years endedrbleer 31, 1996, 1995 and 1994 was as followshingands):

Year Ended December 31, 1996 1995 1994
NOW accounts $1,371 $1,483 $ 1,440
Money Market deposit accounts 1,994 2,083 1,899
Savings accounts 4,069 4,537 5,246
Time deposits 33,555 31,723 23,545

$40,989 $39,826 $ 32,130

(11) SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

Securities sold under agreements to repurchasesdmlows (in thousands):

1996
Balance at December 31, $99,322
Average Balance 9,803
Maximum amount outstanding
at any month end 99,322
Average interest rate:
During the year 5.81%
At December 31, 5.69%

Securities sold under agreements to repurchas@48%2,000 and $24,500,000 mature in January 18@Datober 1999, respectively.
Securities sold under agreements to repurchaseoliageralized by U.S. Government agency and mgegaacked securities with an
amortized cost and a market value of $102,943,0006402,974,000, respectively, at December 31, 1B86 securities underlying the

agreements are not under the Company's controin@thie year ended December 31, 1995, there weseaurities sold under agreements to
repurchase.

(12) INCOME TAXES

Under tax law that existed prior to 1996, the Comypaas generally allowed a special bad debt deoindti determining income for Federal
income tax purposes. The deduction was based logr eipecified experience formulas or a percentatgxable income before such
deduction (previously 8%). For the years ended Biber 31, 1995 and 1994, the Company used the gageenf taxable income method.
Legislation was enacted in August 1996 which regebédr tax purposes the percentage of taxable iedwad debt reserve method. As a re
the Company must instead use the direct chargmefffiod to compute its bad debt deduction. Thelkggs also requires the Company to
recapture its post-1987 additions to the tax bdd deserve of $2,333,000. The Company has accaratit liability in the consolidated
financial statements.
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Retained earnings at December 31, 1996 includeoappately $10,750,000 for which no provision focame tax has been made. This
amount represents an allocation of income to bédl disductions for tax purposes only. Events thatldoesult in taxation of these reserves

include failure to qualify as a bank for tax purgssdistributions in complete or partial liquidatietock redemptions and excess distributions
to shareholders. At December 31, 1996 the Compadyah unrecognized deferred tax liability of $3,800 with respect to this reserve.

The provision for income taxes for the years eridedember 31, 1996, 1995 and 1994 consists of tlewiag (in thousands):

Year Ended December 31, 1996 1995 1994

Current:

Federal $4,001 $3,936 $4,148
State 345 338 374
Total Current 4,346 4,274 4,522
Deferred:

Federal (2,992) 353 811
State (271) 32 72
Total Deferred (3,263) 385 883

$1,083 $4,659 $5,405

A reconciliation between the provision for incoragds and the expected amount computed by multgpiyicome before provision for

income taxes times the applicable statutory Fedecaime tax rate for the years ended December®45,11995 and 1994 is as follows (in
thousands):

Year Ended December 31, 1996 1995 1994

Income (loss) before provision

for income taxes $ (646) $12,606 $15,134
Applicable statutory

Federal income tax rate 34.1% 34.1% 34.2%
Computed "expected" Federal

income tax (benefit) expense  $ (220) $ 4,299 $5,176

Increase(decrease) in Federal
income tax expense
resulting from:

Valuation allowance 1,166 -- --
State income taxes
net of Federal benefit 49 253 318
Other items, net 88 107 (89)
$1,083 $ 4,659 $ 5,405
Effective tax rate N/A  37.0% 35.7%

Included in other assets at December 31, 1996 888 it a net deferred tax asset of $5,550,000 886,800, respectively. In addition,
included in other liabilities at December 31, 189®l 1995 is a current tax payable of $409,000 &36 800, respectively.

The tax effects of temporary differences that gise to significant portions of the deferred tazets and deferred tax liabilities at December
31, 1996 and 1995 are presented below (in thouyands

December 31, 1996 1995

DEFERRED TAX ASSETS:
Allowance for loan and real estate

owned losses per books $2,319 $2,314
Reserve for uncollected interest 188 217
Deferred loan and commitment fees -- 132
Deferred compensation 247 132
Accrued pension expense 191 154
Premises and equipment,

differences in depreciation 202 199
Other reserves 199 175
Charitable donation 4,321 -
Unrealized loss on securities available for sale 192 -
Total gross deferred tax assets 7,859 3,323
Less valuation allowance (1,166) -

Deferred tax assets, net 6,693 3,323



DEFERRED TAX LIABILITIES:
Allowance for loan and real estate

owned losses for tax purposes (842) (831)

Unrealized gain on securities available for sale - (1,165)

Excess servicing on sale of mortgage loans (95) (11)

Prepaid FDIC insurance premium - (373)

Investments, discount accretion (24) 9)

Deferred loan and commitment fees (182)

Fair market value adjustment on

loans available for sale -- 4)
Total deferred tax liabilities (1,143) (2,393)
Net deferred tax assets $5550 $ 930

As disclosed in footnote 2, the Company, as patti@ftonversion, recorded a charitable donatiores@ of $13,419,000. Under the Internal
Revenue Code, charitable donations are tax ded@atiiibject to a limitation based on 10% of the Canys annual taxable income. The
Company, however, is able to carry forward any edysortion of the deduction for five years follogithe year in which the contribution is
made. Based on the Company's estimate of taxatxenia for 1996 and the succeeding five years, $30400%f the charitable donation
expense was considered non-tax deductible as itmldeely that the Company would realize sufficiearnings over the six-year period to
take the full deduction. As a result, the Compaay éstablished a deferred tax valuation allowan&d 466,000 relating to the nondeducti
expense.

The Company has determined that it is not requiezktablish a valuation reserve for the remaidiefgrred tax asset account since it is
"more likely than not" that the remaining deferta® assets will be realized through future revarsélexisting taxable temporary differences,
future taxable income and tax planning stratediés. conclusion that it is "more likely than notattihe remaining deferred tax assets will be
realized is based on the history of earnings aagthspects for continued growth. Management wiitinue to review the tax criteria related
to the recognition of deferred tax assets.
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(13) EMPLOYEE BENEFIT PLANS
Employee Stock Ownership Plan

As part of the conversion, the Bank establisheB&OP to provide retirement benefits for eligibleptogees. All full-time employees are
eligible to participate in the ESOP after theyiatige 21 and complete one year of service durinigwthey work at least 1,000 hours. The
Bank's contribution is allocated among participamtghe basis of compensation. Each participaoteunt will be credited with cash or
shares of the Company's common stock based upopeswation earned during the year with respect fotwthe contribution is made.
Employees are fully vested in their ESOP accouet défie completion of five years of credited sesvic completely if service was terminated
due to death, retirement, disability, or changedntrol of the Company. ESOP participants are ledtib receive distributions from the ESOP
account only upon termination of service, whicHudes retirement and death.

The ESOP borrowed $13,421,000 from the Companytohase 671,046 shares of common stock issue@ icatfiversion. This loan is to be
repaid from discretionary contributions by the Bankhe ESOP trust. The Bank intends to make dmutions to the ESOP in amounts at l¢
equal to the principal and interest requiremerthefdebt, assuming a twelve-year term and at tineeprate (8.25% for 1996). As of
December 31, 1996, contributions to the ESOP, wiviete used to fund principal and interest paymentthe ESOP debt, totaled $1,666,(
At December 31, 1996, the loan had an outstandatgnbe of $12,302,000 and the ESOP had unallostis@s of 615,314. Based upon a
$25.50 closing price per share of common stock ecebhber 31, 1996, the unallocated shares had ealai of $15,691,000. The
unamortized balance of the ESOP is shown as urméddccommon stock held by the ESOP and is refleadeaireduction of stockholders'
equity.

For the year ended December 31, 1996, the Bankded@ompensation expense related to the ESOP, 274000 including a $182,000
adjustment to reflect the increase in the averagevélue of allocated shares for the period franmetof purchase to December 31, 1996. For
the year ended December 31, 1996, there were 55/¥82s committed to be released to participartiseoplan.

Pension Plan

The Bank has a qualified noncontributory definedddié pension plan (the Plan) covering all eligiblaployees. Retirement benefits are b
upon a formula utilizing years of service and agermonthly compensation.

It is the Company's practice to fund the Plan lier maximum amount that can be deducted for Fed®maine tax purposes subject to the
minimum funding requirements of ERISA.

Effective June 7, 1996, the Company froze benetitwals under the Plan. The Company further exgedtrminate the Plan upon receipt of
approval by the Internal Revenue Service. As altresthis action, the Company recognized a curteiht gain in 1996 of $24,000.

The following table sets forth the Plan's latestilable funded status and amounts recognized agmleer 31, 1996 and 1995 in the
Company's consolidated statements of financial it@md(in thousands):

1996 1995

Actuarial present value of benefit obligations --

accumulated benefit obligation:

Vested $(1,657) $(1,009)

Non-vested (114) 97)
Projected benefit obligation for service

rendered to date (4,771) (1,911)
Plan assets at fair value, primarily

a group annuity contract 1,476 1,636
Plan assets less than projected

benefit obligation (295) (275)
Unrecognized net loss 165 233
Unrecognized net transition asset (343) (352)
Accrued pension cost

(included in other liabilities) $ (473) $ (394)

The components of net pension expense for the pealiesd December 31, 1996, 1995 and 1994 are asvéo(in thousands):

1996 1995 1994
Service cost -- benefits earned
during the year $ 98 $ 209 $ 200
Interest cost on projected
benefit obligation 136 137 108




Actual return on plan assets (89) (79) (83)
Net amortization and deferral (42) (40) (26)

Net pension expense $ 103 $ 227 $ 199

Assumptions used to develop the
net periodic pension cost are:

Discount rate 6.51% 8.00% 8.00%
Expected long-term rate

of return on assets 6.75 6.75 6.75
Rate of increase in

compensation level 5.00 5.00 5.00

The Bank also maintains an incentive savings parligible employees. An employee may make coutidims to the plan of 1% to 15% of
his or her compensation. Subsequent to July 1,,188@8ank contributed 50% of the first 6% of tmepdoyees contribution to the employee's
account. Prior to July 1, 1996, the Bank contridut&% of the first 6% of the employee's contributio the employee's account. The Bank's
contributions under this plan were $161,000, $282&nd $241,000 for the years ended December 38, 1995 and 1994, respectively.

Executive Officer Employment Agreements

The Company and Bank entered into employment ageetnwith its President and Chief Executive Offiaed Executive Vice President and
Chief Financial Officer. The employment agreemey@serally provide for the continued payment (eitherp-sum or periodic) of specified
compensation and benefits for three years and gegvayments for the remaining term of the agreemfiet the officers are terminated,
unless the termination is for "cause" as definethénhemployment agreements. The agreements alsmeror payments to the officer upon
voluntary or involuntary termination of the officerlowing a
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change in control, as defined in the agreementaddfition, the Company and the Bank entered intmgh in control agreements with three
other executives, which provide that in the evdntaduntary or involuntary termination followingahange in control of the Bank or the
Company, the executive would be entitled to recaigeverance payment equal to two times the exetsiiverage annual compensation for
the five years preceding termination.

Employee Severance Compensation Plan

The Company established an Employee Severance Gatpen Plan. The Plan will provide eligible emmeyg with severance pay benefits
in the event of a change in control of the BankCompany. Generally, employees are eligible to pgsdte in the Plan unless eligible to
receive benefits under the executive officer emplegit agreements. The Plan would provide for thengay, under certain circumstances, of
lump-sum amounts up to 100% of annual compensation termination following change of control, aginked in the Plan.

(14) COMMITMENTS, CONTINGENCIES AND CONCENTRATIONSF CREDIT RISK

The Company, in the normal course of businessirity po financial instruments and commitments whiololve, to varying degrees, eleme
of risk in excess of the amounts recognized incthresolidated financial statements. These finamegfuments and commitments include
unused consumer lines of credit and commitmenéxtend credit.

At December 31, 1996, the following commitments aodtingent liabilities existed which are not refld in the accompanying consolidated
financial statements (in thousands):

December 31, 1996
Unused consumer and construction

loan lines of credit (primarily floating-rate) $21,856
Other commitments to extend credit:

Fixed Rate 12,679
Adjustable Rate 17,771
Floating Rate 960

The Company's fixed-rate loan commitments expithiwi90 days of issuance and carried interest rateging from 6.875% to 8.25% at
December 31, 1996.

The Company's maximum exposure to credit losséweirvent of nonperformance by the other parthésé financial instruments and
commitments is represented by the contractual atsothe Company uses the same credit policiesaintipg commitments and conditional
obligations as it does for financial instrumentsoreled in the consolidated statements of finarc@atition.

These commitments and obligations do not necegsaplesent future cash flow requirements. The Gomevaluates each customer's
creditworthiness on a case-bgise basis. The amount of collateral obtainedeéhted necessary, is based on management's assessrisk:
The unused consumer and construction loan linesaafit are collateralized by mortgages on realtesta

The Bank has an available overnight line of cradlib the Federal Home Loan Bank of New York for $8ID,000 which expires November
25, 1997. When utilized, the line bears a floatimtgrest rate of 1/8% over the current Federal $uade and is secured by the Bank's mort
loans, mortgage-backed securities and U.S. Goverhagency obligations.

At December 31, 1996, the Company is obligated undacancellable operating leases for premisesegnibment. Rental expense under
these leases aggregated approximately $822,000,#¥®and $701,000 for the years ended Decembdi9®86, 1995 and 1994, respectively.

The projected minimum rental commitments as of Ddwer 31, 1996 are as follows (in thousands):

December 31, 1996
1997 $ 466
1998 389
1999 401
2000 254
2001 177
Thereafter 3,367
$5,054

The Company grants one to four-family first mortgagal estate loans and multifamily first mortgegg estate loans to borrowers primarily
located in Ocean, Middlesex and Monmouth Counbiesy Jersey. Its borrowers' abilities to repay tlobligations are dependent upon
various factors including the borrowers' income aatiworth, cash flows generated by the underlgmitateral, value of the underlying
collateral and priority of the Company's lien or firoperty. Such factors are dependent upon vaeicaisomic conditions and individu



circumstances beyond the Company's control; theg@omis, therefore, subject to risk of loss.

The Company believes its lending policies and pitaces adequately minimize the potential exposusith risks and that adequate
provisions for loan losses are provided for all\knaand inherent risks. Collateral and/or guaranéeesequired for all loans.

Contingencies

The Company is a defendant in certain claims agall lactions arising in the ordinary course of basfn Management and its legal counse
of the opinion that the ultimate disposition ofghenatters will not have a material adverse efiadhe Company's consolidated financial
condition, results of operations or liquidity.

(15) FAIR VALUE OF FINANCIAL INSTRUMENTS

Statement of Financial Accounting Standards No, 1ID&closures about Fair Value of Financial Instents" (SFAS 107), requires that the
Company disclose estimated fair values for itsrfgial instruments. Fair value estimates, methodssassumptions are set forth below for the
Company's financial instruments.

Cash and due from banks
For cash and due from banks, the carrying amoyoapnates fair value.
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Investments and Mortgage-backed securities

The fair value of investment and mortgage-backedrtges is estimated based on bid quotations vedeirom securities dealers, if available.
If a quoted market price was not available, faiueavas estimated using quoted market prices dfaimstruments, adjusted for differences
between the quoted instruments and the instruntemsg valued.

Federal Home Loan Bank of New York stock

The fair value for Federal Home Loan Bank of Newkystock is its carrying value since this is theoaimt for which it could be redeemed.
There is no active market for this stock and thenany is required to maintain a minimum balancedagpon the unpaid principal of home
mortgage loans.

Loans

Fair values are estimated for portfolios of loarihwimilar financial characteristics. Loans argregated by type such as residential
mortgage, construction, land and consumer. Eaghdategory is further segmented into fixed and stdjale rate interest terms and by
performing and nonperforming categories.

Fair value of performing loans was estimated usiregquoted market prices for securities backedrbijlas loans, adjusted for differences in
loan characteristics, if applicable.

Fair value for significant nonperforming loans &sbkbd on recent external appraisals of collaterairs® such loans, adjusted for the timing
anticipated cash flows.

Deposits

The fair value of deposits with no stated matustych as non-interest- bearing demand depositgigsa\vand NOW and money market
accounts, is equal to the amount payable on denfdredfair value of certificates of deposit is basedhe discounted value of contractual
cash flows. The discount rate is estimated usiegdkes currently offered for deposits of simikmaining maturities.

Federal Home Loan Bank borrowings
Federal Home Loan Bank borrowings are short-termaiture and the carrying amount approximates tdire:
Securities sold under agreements to repurchase

Fair value estimates are based on discounting acuol cash flows using rates which approximatedkhes offered for borrowings of similar
remaining maturities.

Commitments to extend credit, and to purchaselbsseurities

The fair value of commitments to extend creditssreated using the fees currently charged to entersimilar agreements, taking into
account the remaining terms of the agreementstagresent creditworthiness of the counterparfiesfixed-rate loan commitments, fair
value also considers the difference between cukegpts of interest rates and the committed rates.

The estimated fair values of the Bank's finanaiatriuments as of December 31, 1996 and 1995 asemtesl in the following tables (in
thousands). Since the fair value of off-balanceeshemmitments approximate book value, these disicés are not included.

Book Fair

DECEMBER 31, 1996 Value Value
FINANCIAL ASSETS:

Cash and due from banks $ 5,372 $ 5,372
Investment securities available for sale 174,028 174,028
Mortgage-backed securities available for sale 395,542 395,542
Federal Home Loan Bank of New York stock 8,457 8,457
Loans receivable and mortgage

loans held for sale 679,455 688,015
FINANCIAL LIABILITIES:

Deposits 934,730 936,541
Federal Home Loan Bank borrowings 8,800 8,800

Securities sold under agreements
to repurchase $ 99,322 $ 99,628




Book Fair

December 31, 1995 Value Value
FINANCIAL ASSETS:

Cash and due from banks $ 8,022 $ 8,022
Investment securities available for sale 114,881 114,881
Mortgage-backed securities available for sale 265,113 265,113
Federal Home Loan Bank of New York stock 7,723 7,723
Loans receivable and mortgage

loans held for sale 614,590 632,606
Financial Liabilities:

Deposits 926,558 932,606
Federal Home Loan Bank borrowings $ 10,400 $ 10,400

Limitations

Fair value estimates are made at a specific poititrie, based on relevant market information aformation about the financial instrument.
These estimates do not reflect any premium or distcthat could result from offering for sale at dimee the Company's entire holdings of a
particular financial instrument. Because no maeasests for a significant portion of the Companyfghcial instruments, fair value estimates
are based on judgments regarding future expecgsoelperience, current economic conditions, rigkatteristics of various financial
instruments, and other factors. These estimatesudjective in nature and involve uncertainties aradters of significant judgment and,
therefore, cannot be determined with precision.ngka in assumptions could significantly affectésémates.

Fair value estimates are based on existing balsimeet financial instruments without attemptinggdtireate the value of anticipated future
business and the value of assets and liabilitizsatte not considered financial instruments. Sigaift assets and liabilities that are not
considered financial assets or liabilities inclalde mortgage banking operation, deferred tax assetspremises and equipment. In addition,
the tax ramifications related to the realizatiorihaf unrealized gains and losses can have a signifeffect on fair value estimates and have
not been considered in the estimates.

(16) PARENT-ONLY FINANCIAL INFORMATION

The following condensed statement of financial ¢ooil at December 31, 1996 and condensed stateroéofserations and cash flows for 1
period from July 2, 1996 (date of conversion) tc®maber 31, 1996 for Ocean Financial Corp.
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(parent company only) reflects the Company's imaest in its wholly-owned subsidiary, the Bank, asthe equity method of accounting.
The Company had no results of operations prioutp 2, 1996.

CONDENSED STATEMENT OF FINANCIAL CONDITION

December 31, 1996

(in thousands)

ASSETS

Cash and due from banks $ 7
Advances to subsidiary Bank 71,553
ESOP loan receivable 12,302
Investment in subsidiary Bank 166,147
Deferred taxes 3,470
Total Assets $253,479

LIABILITIES AND STOCKHOLDERS' EQUITY

Taxes payable $ 690
Stockholders' Equity 252,789
Total Liabilities and Stockholders' Equity $253,479

CONDENSED STATEMENT OF OPERATIONS
For the period from July 2, 1996 to
December 31, 1996 (in thousands)

Interest Income -- Advances to subsidiary Bank $ 1,840
Interest Income -- ESOP loan receivable 547
Total Interest Income 2,387
Charitable donation 13,419
Other operating expenses 152

Loss before income taxes and equity in
undistributed earnings of subsidiary Bank (11,184)
Income tax benefit (2,755)

Loss before equity in undistributed

earnings of subsidiary Bank (8,429)
Equity in undistributed earnings of subsidiary Bank 1,817
Net loss $ (6,612)

CONDENSED STATEMENT OF CASH FLOWS
For the period from July 2, 1996 to
December 31, 1996 (in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:

Net loss $ (6,612)
Donation of 671,046 shares of common stock

to the Ocean Federal Foundation 13,419
Increase in advances to subsidiary Bank (71,553)
Equity in undistributed earnings of subsidiary Ban k (1,817)
Provision for deferred taxes (3,470)
Increase in taxes payable 690
Net cash used in operating activities (69,343)

CASH FLOWS FROM INVESTING ACTIVITIES:

Funding of ESOP loan receivable, net of repayments (12,302)
Payments for investments in subsidiary Bank (81,650)
Net cash used in investing activities (93,952)

CASH FLOWS PROVIDED BY FINANCING ACTIVITIES:

Net proceeds of common stock issuance 163,302
Net increase in cash and due from banks 7
Cash and due from banks at beginning of period 0

Cash and due from banks at the end of period $ 7




(17) RECAPITALIZATION OF SAVINGS ASSOCIATION INSURNCE FUND (SAIF)

On September 30, 1996, legislation was enactedhwhimong other things, imposed a special one-tssessment on Savings Association
Insurance Fund (SAIF) member institutions, inclgdihe Bank, to recapitalize the SAIF and spreadtigations for payment of Financing
Corporation (FICO) bonds across all SAIF and Bardutance Fund (BIF) members. The Federal Depasitrémce Corporation (FDIC)
special assessment amounted to 65.7 basis poif8aidhassessable deposits held as of March 31,. T#85Company incurred a charge of
$5,720,000 before taxes as a result of the FDICiapassessment. This legislation will eliminate ubstantial disparity between the amount
that BIF and SAIF member institutions had been pgyor deposit insurance premiums.

Beginning on January 1, 1997, BIF members will pgportion of the FICO payment equal to 1.3 basiatp@n BIF-insured deposits
compared to 6.4 basis points on SAIF-insured dépaand will pay a pro rata share of the FICO payroa the earlier of January 1, 2000, or
the date upon which the last savings associatiaseseto exist. The legislation also requires BidF SAIF to be merged by January 1, 1999,
provided that subsequent legislation is adopteglitoinate the savings association charter and nimga associations remain as of that time.

Beginning January 1, 1997 SAIF assessment ratésange from O to 27 basis points based upon diiutiens risk classification and capital
group. Based upon its current classification the applicable to the Bank is 0.

(18) SUBSEQUENT EVENT (UNAUDITED)

On February 4, 1997, a special meeting of the Caorylpahareholders ratified the Ocean Financial Ct8p7 Incentive Plan (the "Incentive
Plan"). The purpose of the Incentive Plan is toaattand retain qualified personnel in key posgigorovide officers, employees and non-
employee directors ("Outside Directors") with agmietary interest in the Company as an incentiveotatribute to the success of the
Company, promote the attention of management teratockholder's concerns and reward employeesutistanding performance. All
officers, other employees and Outside DirectorthefCompany and its affiliates are eligible to reee@wards under the Incentive Plan. The
Incentive Plan will be administered by a commiifee "Committee"). Authorized but unissued shareshares previously issued and
reacquired by the Company may be used to satisfydswnder the Incentive Plan.

The Incentive Plan authorizes the granting of emito purchase Common Stock, option-related anandsawards of Common Stock
(collectively, "Awards"). Subject to certain adjurgnts to prevent dilution of Awards to participarte maximum number of shares reserved
for Awards under the Incentive Plan is 1,174,338ab, representing 13% of the outstanding shar€swimon Stock as of the effective date
of the Incentive Plan. The maximum number of sheassrved for purchase pursuant to the exercisptiadns and option-related Awards
which may be granted under the Incentive Plan &&® shares. Subsequent to stockholder ratifica#i®3,095 option shares, subject to
vesting over a five-year period, have been awaedech exercise price of $28.82 per share, the geevbithe high and low share prices on
February 4, 1997. The option exercise price mayrdess than the fair market value of the comntockson the date of grant and all options
expire in ten years.
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The maximum number of shares reserved for the aofestlares of Common Stock ("Stock Awards") is 883,shares. Subsequent to
shareholder ratification 314,883 shares have bemmnded. Under the Incentive Plan, the vesting otiSAwards may also be made
contingent upon attainment of certain performarmmagby the Company, Bank or grantee, which perémre goals would be established by
the Committee. The Committee intends to provide tthe first and second annual installments willtv@sthe first and second anniversary
dates, respectively, of the date of grant. Vestihg5% of the third annual installment, and 50%acth of the fourth and fifth annual
installments, will be subject to the attainmenpefformance goals established by the Committee pEfermance goals may be set by the
Committee on an individual basis, for all Stock Adsamade during a given period of time, or forStthck Awards for indefinite periods. No
Stock Award that is subject to a performance go#b ibe distributed to an employee until the Corteritonfirms that the underlying
performance goal has been achieved. No Stock Atiratds subject to a performance goal is to beiblisied to an Outside Director until an
independent third party confirms that the undedyierformance goal has been achieved.

OCEAN FINANCIAL CORP.

SELECTED CONSOLIDATED QUARTERLY
FINANCIAL DATA
(Unaudited) (dollars in thousands, except per stata)

Quarter ended Dec. 31, Se pt. 30, June 30, March 31,
1996

Interest income $21,136 $ 20,342 $19,770 $18,988
Interest expense 10,898 10,178 11,573 11,208
Net interest income 10,238 10,164 8,197 7,780
Provision for loan losses 225 225 125 125
Net interest income after

provision for loan losses 10,013 9,939 8,072 7,655
Other income 887 552 746 696
Operating expenses 5,715 23,999 5,032 4,460
Income (loss) before provision

(benefit) for income taxes 5,185 (13,508) 3,786 3,891
Provision (benefit) for income taxes 1,980 (3,690) 1,313 1,480
Net income (loss) $3,205 $ (9,818) $2,473 $2,411
Earnings (loss) per share $0.38 $(1.16) N/A N/A
Quarter ended Dec. 31, Se pt. 30, June 30, March 31,
1995

Interest income $18,077 $ 17,765 $17,530 $16,838
Interest expense 10,587 10,368 9,932 9,117
Net interest income 7,490 7,397 7,598 7,721
Provision for loan losses 238 238 237 237

Net interest income after

provision for loan losses 7,252 7,159 7,361 7,484
Other income (loss) (16) 499 392 481
Operating expenses 4,620 4,817 4,331 4,238
Income before provision for

income taxes 2,616 2,841 3,422 3,727
Provision for income taxes 906 1,061 1,286 1,406
Net income $1,710 $ 1,780 $2,136 $2,321

INDEPENDENT AUDITORS' REPORT

The Board of Directors and Stockholders
Ocean Financial Corp:

We have audited the consolidated statements afidinbcondition of Ocean Financial Corp. and sulasjdas of December 31, 1996 and
1995, and the related consolidated statementsofie, changes in stockholders' equity and castsffoweach of the years in the three-year
period ended December 31, 1996. These consolifiatattial statements are the responsibility of @lmenpany's management. Our
responsibility is to express an opinion on thesgesotidated financial statements based on our audits

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting princi



used and significant estimates made by manageemiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenégpects, the financial position of Ocean
Financial Corp. and subsidiary as of December 9261and 1995, and the results of their operatiouistlaeir cash flows for each of the years
in the three-year period ended December 31, 1986nformity with generally accepted accounting pipies.

/sl KPMG Peat Marwi ck LLP

Short Hills, New Jersey

January 21, 1997
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OCEAN FINANCIAL CORP.
SHAREHOLDER INFORMATION

ADMINISTRATIVE OFFICES
975 Hooper Avenue
Toms River, New Jersey 08754-2009

ANNUAL MEETING OF SHAREHOLDERS

The Annual Meeting of Shareholders will be heldAgmil 24, 1997 at 10 a.m. at the Crystal Point Yia€lub at 3900 River Road at the
intersection of State Highway 70, Point PleasaetyNersey.

INVESTOR RELATIONS

Copies of the Company's earnings releases andcfaigrublications, including the annual report @ 10-K (without exhibits) filed with
the Securities and Exchange Commission are availaithout charge by contacting:

Lynn Rhoads

Ocean Financial Corp.

975 Hooper Avenue

Toms River, New Jersey 08754-2009
(908) 240-4500, ext. 7516

STOCK TRANSFER AGENT AND REGISTRAR

Shareholders wishing to change the name, addrassrarship of stock, to report lost certificategsmconsolidate accounts are asked to
contact the Company's stock registrar and tramagfent directly:

American Stock Transfer
Shareholder Relations Department
40 Wall Street, 46th Floor

New York, New York 1000!

(800) 937-5449

INDEPENDENT AUDITORS
KPMG Peat Marwick LLP

150 John F. Kennedy Parkway
Short Hills, New Jersey 07078

SECURITIES COUNSEL
Muldoon, Murphy & Faucette
5101 Wisconsin Avenue, NW
Washington, DC 20016

MARKET INFORMATION FOR COMMON STOCK

Ocean Financial Corp.'s common stock is tradechemtASDAQ National Market under the symbol OCFCe Block is customarily listed as
OCEAN FIN in the Asbury Park Press and the Oceam@oObserver. Shares of the common stock were @eaiéable to qualified
subscribers at $20.00 per share during the iroffaking. The table below shows the reported higth w sales prices of the common stock
during the period indicated in 1996. The commowlstzegan trading on July 3, 1996. Therefore, prioeshe first and second quarter of
1996 are not applicable.

First Second Third Fourth
1996 Quarter Quarter Quarter Quarter
High N/A N/A  $237/8 $26 1/2
Low N/A N/A  $19 3/8 $23 1/2

As of December 31, 1996, the Company had approrim&t400 shareholders of record, including the benof persons or entities holding
stock in nominee or street name through varioukdysoand bank:



ARTICLE 9

THIS SCHEDULE CONTAINS SUMMARY INFORMATION EXTRACTE FROM THE FORM 10-K AND IS QUALIFIED IN ITS
ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000

PERIOD TYPE YEAR
FISCAL YEAR END DEC 31 199
PERIOD END DEC 31 199
CASH 5,372
INT BEARING DEPOSITS 0
FED FUNDS SOLL 0
TRADING ASSETS 0
INVESTMENTS HELD FOR SALE 569,57
INVESTMENTS CARRYING 0
INVESTMENTS MARKET 0
LOANS 678,72
ALLOWANCE 6,021
TOTAL ASSETS 1,303,86!
DEPOSITS 934,73
SHORT TERM 108,12:
LIABILITIES OTHER 8,22
LONG TERM 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 91
OTHER SE 252,69
TOTAL LIABILITIES AND EQUITY 1,303,86!
INTEREST LOAN 50,32
INTEREST INVEST 29,91
INTEREST OTHER 0
INTEREST TOTAL 80,23¢
INTEREST DEPOSI1 40,98¢
INTEREST EXPENSE 43,85°
INTEREST INCOME NET 36,37¢
LOAN LOSSES 70C
SECURITIES GAINS 0
EXPENSE OTHEF 39,20¢
INCOME PRETAX (646)
INCOME PRE EXTRAORDINARY (646
EXTRAORDINARY 0
CHANGES 0
NET INCOME (1,729
EPS PRIMARY (0.78)1
EPS DILUTED (0.78)*
YIELD ACTUAL 7.1¢
LOANS NON 7,691
LOANS PAST 0
LOANS TROUBLED 0
LOANS PROBLEM 3,80(
ALLOWANCE OPEN 6,001
CHARGE OFF< 692
RECOVERIES 12
ALLOWANCE CLOSE 6,021
ALLOWANCE DOMESTIC 3,38¢
ALLOWANCE FOREIGN 0
ALLOWANCE UNALLOCATED 2,63:

1 BASED ON NET LOSS FROM JULY 2, 1996 TO DECEMBER 3996
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