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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, 1998 Gbmpany had consolidated total assets of $1,56illidn and total equity of $197.7
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 Banests in commercial real estate, multi-family, doanstion, consumer and commercial loans.
The Bank also invests in mortgage-backed securigeaurities issued by the U.S. Government andcgethereof, and other investments
permitted by applicable law and regulations. ThekBaay periodically sell newly originated 30-yefixed-rate mortgage loans to the
secondary market. Loan sales come from loans hahki Bank's portfolio designated as being helds&be or originated during the period :
being so designated. The Bank retains all of tinei@ag rights of loans sold. The Bank's revenuesderived principally from interest on its
mortgage loans, and to a lesser extent, intereis amvestment and mortgage-backed securitiesramaime from loan servicing. The Bank's
primary sources of funds are deposits, principdliaterest payments on loans and mortgage-bacleenites, Federal Home Loan Bank
("FHLB") and other borrowings and to a lesser efstarvestment maturities and proceeds from the shleans.

In addition to historical information, this Form-kKOmay include certain forward looking statemerdsédd on current management
expectations. The Company's actual results cotilerdnaterially from those management expectatiéastors that could cause future results
to vary from current management expectations irglbdt are not limited to, general economic conddj legislative and regulatory changes,
monetary and fiscal policies of the federal goveenimchanges in tax policies, rates and regulatiéfisderal and state tax authorities,
changes in interest rates, deposit flows, the @oiinds, demand for loan products, demand fonfae services, competition, changes in the
quality or composition of the Bank's loan and inwent portfolios, changes in accounting principfesicies or guidelines, and other
economic, competitive, governmental and technolddarctors affecting the Company's operations, migtkproducts, services and prices.
Further description of the risks and uncertaintiethe business are included in detail herein artié Company's Annual Report to
Stockholders.

MARKET AREA AND COMPETITION

The Bank is a community-oriented financial institat offering a wide variety of financial servicesmeet the needs of the communities it
serves. The Bank conducts its business througldmingstrative and branch office located in TomsdRj\Ocean County, New Jersey, and ten
additional branch offices



nine of which are located in Ocean County and drvehich is located in Middlesex County, New JersBlye Bank's deposit gathering base is
concentrated in the communities surrounding ite#. While its lending area extends throughout Nevgey, most of the Bank's mortgage
loans are secured by properties located in Oceant@@nd Southern Monmouth County.

The Bank is the oldest and largest community-béisedicial institution headquartered in Ocean CouNtgw Jersey, which is located along
the central New Jersey shore. Ocean County is aittenfastest growing population areas in New Jeaselyhas a significant number of
retired residents who have traditionally provided Bank with a stable source of deposit funds. 8dwomy in the Bank's primary market
area is based upon a mixture of service and rtet@ié. Other employment is provided by a varietwhblesale trade, manufacturing, federal,
state and local government, hospitals and utilifié® area is also home to commuters working in Nersey suburban areas around New
York and Philadelphia.

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 principallynffircommercial banks, savings banks,
savings and loan associations, credit unions, ragedpanking companies and insurance companienoksdirect 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 netifiinds, other corporate and government secufitieds and from other financial
service institutions such as brokerage firms asdrigince companies.

LENDING ACTIVITIES

Loan Portfolio Composition. The Bank's loan poitiatonsists primarily of conventional first mortgalpans secured by one- to four-family
residences. At December 31, 1998, the Bank hatltatas outstanding of $976.2 million, of which $8 million or 89.10% of total loans,
were one- to four-family, residential mortgage Isafhe remainder of the portfolio consisted of $48illion of commercial real estate, multi-
family and land loans, or 4.30% of total loans;13@iillion of real estate construction loans, or/68f total loans; $51.8 million of consumer
loans, primarily home equity loans and lines ofiiteequaling 5.31% of total loans; and $6.5 milliaf commercial loans, or .66% of total
loans. The Bank had $25.1 in loans held for sal@egember 31, 1998. At that same date, 47.00%e0BHNk's total loans had adjustable
interest rates.

The types of loans that the Bank may originatesalgect to federal and state law and regulationtsrést rates charged by the Bank on loans
are affected by the demand for such loans andugelys of money available for lending purposes drarates offered by competitors. These
factors are, in turn, affected by, among otherghjreconomic conditions, monetary policies of #aefal 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,

1998 1997
PERCENT PERCEN T
AMOUNT OF TOTAL AMOUNT OF TOTA L
(DOLLARS IN THOUSANDS)
Real estate:
One- to four-family .........ccccooveniinne .. $869,769 89.10% $711,548 89.5 7%
Commercial real estate, multi-family and land.. . 42,008 4.30 25,699 3.2 4
Construction. . . 6,108 .63 8,748 11 0
Consumer (1)....... . 51,785 5.31 45,417 5.7 2
Commercial loans 6,483 .66 2,904 3 7
Total [0ans.........cccovveviiiciiiens .. 976,153 100.00% 794,316  100.0 0%
Less:
Undisbursed loan funds.............cccocoeenene . 1,996 2,867
Unamortized (premium) discount,
net (62) 9
Deferred loan fees 608 1,133
Allowance for loan losses 7,460 6,612
Total loans, net.........ccceeeeeeeen... .. 966,151 783,695
Less:
Mortgage loans held for sale.................... .. 25,140 -
Loans receivable, Net...........cccceevvenne.. .. $941,011 $783,695
Total loans:
Adjustable rate $458,809 47.00% $475,533 59.8 7%
Fixed rate 517,344 53.00 318,783 40.1 3
$976,153 100.00% $794,316 100.0 0%
At December 31,
1996 1995 1994
PERCENT PERCEN T PERCENT
AMOUNT OF TOTAL AMOUNT OF TOTA L  AMOUNT OF TOTAL
(DOLLARS IN THOUSANDS)
Real estate:
One- to four-family ..........ccccooverinnne .. $628,525 91.05%  $575,010 92.0 1% $552,401 91.63%
Commercial real estate, multi-family and land.. .. 15,634 2.26 14,939 2.3 9 13,885 2.30
Construction . 9,287 1.35 8,153 1.3 0 10,474 1.74
Consumer (1)....... .. 36,860 5.34 26,867 43 0 26,100 4.33
Commercial loans - - - - - -
Total [0ans.........cccovveiiiiiiiiee 624,969  100.0 0% 602,860 100.00%
Less:
Undisbursed loan funds.......................... .. 3,617 2,687 2,661
Unamortized (premium) discount,
net 11 12 13
Deferred loan fees 1,302 1,679 2,263
Allowance for loan losses 6,021 6,001 5,608
Total loans, net.........coeeeeeeeeeen... .. 679,455 614,590 592,315
Less:
Mortgage loans held for sale.................... . 727 1,894 -
Loans receivable, Net...........ccoeevvveene.. .. $678,728 $612,696 $592,315
Total loans:
Adjustable rate $437,706 63.41%  $405,485 64.8 8% $386,424 64.10%
Fixed rate 252,600 36.59 219,484 35.1 2 216,436 35.90
$690,306  100.00% $624,969  100.0 0% $602,860 100.00%

(1) Consists primarily of home equity loans aneédirof credit, and to a lesser extent, loans omgawccounts, automobile and student loans.

3



Loan Maturity. The following table shows the conttaal maturity of the Bank's total loans at Decen8ie 1998. There were $25.1 of loans
held for sale at December 31, 1998. The table doemclude principal repayments. Principal repagtagincluding prepayments, on total
loans was $182.2, $120.9 million and $103.5 milloiflion for the years ended December 31, 19987188d 1996, respectively.

AT DECEMBER 31, 1998

COMMERCIAL
ON E-TO REAL ESTATE, TOTAL
FO UR- MULTI-FAMILY COMMERCIAL LOANS
FA MILY AND LAND CONSTRUCTION CONSU MER LOANS RECEIVABLE
(IN THOUSANDS)
One year Or 1€SS.......c.covveerveeniennnns $ 26,838 $2,126 $6,108 $6,0 13 $2,918 $ 44,003
After one year:
More than one year to three years......... 59,638 4,334 - 9,9 22 1,790 75,684
More than three years to five years.. 62,932 12,848 - 9,3 83 1,296 86,459
More than five years to 10 years... 1 61,253 11,452 - 17,2 34 479 190,418
More than 10 years to 20 years. e 2 79,569 7,259 - 9,2 33 - 296,061
More than 20 years............cccocvennene 2 79,539 3,989 - - - 283,528
Total due after December 31, 1999......... 8 42,931 39,882 - 45,7 72 3,565 932,150
Total amount due.............ccccevuenne $8 69,769 $42,008 $6,108 $51,7 85 $6,483 976,153
Less:
Undisbursed loan funds...... .. . 1,996
Unamortized premium, net................. . (62)
Deferred loan fees........... . 608
Allowance for loan losses................ . 7,460
Total loans, net.............coeeene. 966,151
Less: Mortgage loans held for sale.......... 25,140
Loans receivable, net........c...ccue....... $941,011



The following table sets forth at December 31, 1988 dollar amount of total loans receivable cactrally due after December 31, 1999,
whether such loans have fixed interest rates arséalple interest rates.

DU E AFTER DECEMBER 31, 1999

FIXED ADJUSTABLE TOTAL

(IN THOUSANDS)
Real estate loans:

One- to four-family.............. $466,760 $376,171 $842,931
Commercial real estate,
multi-family and land........ 19,097 20,785 39,882
Consumer . 24,305 45,772
Commercial loans 308 3,565
Total loans receivable. $421,569 $932,150

Origination, Sale, Servicing and Purchase of Lod@hg. Bank's residential mortgage lending activitiessconducted primarily by
commissioned loan representatives in the exclusinployment of the Bank and through the Bank's Braffices. The Bank originates both
adjustable-rate and fixed-rate loans. The Bankl#yato originate loans is dependent upon thetreéacustomer demand for fixed-rate or
adjustable-rate mortgage loans, which is affectethbe current and expected future level of interatds. The Bank may periodically sell part
of the 30-year, fixed-rate mortgage loans thatiginates and retain for portfolio ARM loans anarkr term fixed-rate loans with maturities
of 15 years or less. The Bank retains all serviaghthe loans sold. See "- Loan Servicing." At Dmber 31, 1998 there were $25.1 million in
loans categorized as held for sale. In the pastBtnk has also originated loans through commitseagotiated with correspondent mortc
origination firms.

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

FOR THE YEAR DECEMBER 31,

1998 1997 1996
(IN THOUSANDS)
Total loans:
Beginning balance..............c.cccceveeeveennn. $ 794,316 $690,306 $624,969
Loans originated:
One- to four-family.............cccevienne 287,842 182,519 170,381
Commercial real estate,
multi-family and land...............c......... 27,354 16,709 2,031
Construction 4,826 4,743 1,537
Consumer........ 28,203 22,982 21,829
commercial......ccccceeeeeiiiiiiciiiiiiiens 3,981 3,177 -
Total loans originated....................... 352,206 230,130 195,778
Loans purchased...........cccccvveveeeereenennn. 29,207 - -
Total.eeeieieeiieeeee e 1,175,729 920,436 820,747
Less:
Principal repayments........cccccceveeeeiininnn. 182,170 120,905 103,546
Sales of loans.......... . 16,414 2,752 24,711
Transfer to REO..........ccooovviiiiiiiiiiinnns 992 2,463 2,184
Total loans.........ccceeveveeevieeciee e, $ 976,153 $794,316 $690,306



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, 1998, the Bank's total loans onthtey were $976.2 million, of which $869.8 millioor, 89.10%, 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 théesRamgk to four-family mortgage loan was approxeha$90,000 at December 31, 1998.
The Bank currently offers a number of ARM loan praogs with interest rates which adjust every oreed-, five or ten-years. The Bank's
ARM loans generally provide for periodic (not lekan 2%) and overall (not more than 6%) caps orintr@ase or decrease in the interest
rate at any adjustment date and over the life ®ldhan. The interest rate on these loans is index#tke applicable one-, three-, five or ten-
year U.S. Treasury constant maturity yield, witkegricing margin which ranges generally from 2.7%8.25% above the index. The Be
also offers three-, five-,and seven - year ARM Bathich operate as fixed-rate loans for three, fiveseven years and then convert to one-
year ARM loans for the remainder of the term. THeM\loans are then indexed to a margin of genetalf$% to 3.25% above the ¢ year
U.S. Treasury constant maturity yield.

Generally, ARM loans pose credit risks differerarihrisks inherent in fixed-ate loans, primarily because as interest rases tihe 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 rditestder 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 Decembe1993, the Bank had commitments for
the origination of fixed-rate mortgage loans tatgl$34.9 million. The normal terms for such comnaitits provide for a maximum of 90 days
rate lock upon receipt of a 1.0% fee charged omtbegage amount. The Bank may periodically seft pathe 30-year, fixed-rate residential
mortgage loans that it originates. The Bank rettiesservicing on all loans sold. The Bank gengnagtains for its portfolio shorter term,
fixed-rate loans with maturities of 15 years osleend certain longer term fixedte loans, generally consisting of loans to ftatii the sale «
REO, loans to officers, directors or employeeshefBank and "jumbo", non-conforming loans as deigethby applicable FNMA and
FHLMC guidelines. The Bank may retain all or mokit® longer term fixed rate loans after considgrimlume and yield and after evaluating
interest rate risk and capital management condidesa The retention of 30-year fixed-rate mortghagms may increase the level of interest
rate risk carried by the Bank, as the rates oretlaans will not adjust during periods of risingeirest rates and the loans can be subject to
substantial increases in prepayments during penbttling interest rates.

The Bank's policy is to originate one- to four-fameesidential mortgage loans in amounts up to &9%
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the lower of the appraised value or the sellinggof the property securing the loan and up to 87%e appraised value or selling price if
private mortgage insurance is obtained. Mortgagadariginated by the Bank include due-on-salesgawvhich provide the Bank with the
contractual right to deem the loan immediately dnd payable in the event the borrower transferseostrip of the property without the
Bank's consent. Due-on-sale clauses are an impani@ans of adjusting the rates on the Bank's fregéel-mortgage loan portfolio and the
Bank has generally exercised its rights under tokaeses.

Commercial Real Estate, Multi-Family and Land LergdiThe Bank originates commercial real estateddhat are secured by properties
generally used for business purposes such as sffiedl 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 80¥eddppraised value of the property.
The Bank currently originates commercial real estaans with terms of up to twenty five years wWiked or adjustable rates which are
indexed to a margin above the one-, three-, orya@r U.S. Treasury constant maturity yield. Inctéag its decision on whether to make a
commercial real estate loan, the Bank considera¢heperating income of the property and the beerts expertise, credit history,
profitability and the term and quantity of leasélse Bank has generally required that the propesiéesiring commercial real estate loans |
debt service coverage ratios of at least 130%. Gépeproperties securing a loan are appraisedrbindependent appraiser and title
insurance is required on all first mortgage lodrse Bank typically requires the personal guaranfele principal borrowers for all
commercial real estate loans. The Bank's commeneddlestate loan portfolio at December 31, 1998 $29.1 million, or 3.0% of total loans.
The largest commercial real estate loan in the Bamirtfolio at December 31, 1998 was a perfornhig for which the Bank had an
outstanding carrying balance of $2.6 million, whighs secured by a first mortgage on an owner-oecu@8,000 square foot commercial
building.

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 origigateilti-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 fextorbe 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 lodre Bank's multi-family loan portfolio at
December 31, 1998, totaled $12.9 million. The Baddgest multi-family loan at December 31, 1998] 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, atjhawo such loans were outstanding at December®B8. 1

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- famdpeties 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 seekdérimize these risks through its underwritingipiels, which require such loans to be
qualified at origination on the basis of the prapsrincome and debt coverage ratio.
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Construction Lending. At December 31, 1998, comsion loans totaled $6.1 million, or .63%, of thari's total loans outstanding. The Bi
originates single-family construction loans prinhadn a construction/permanent basis with suchdaamverting to an amortizing loan
following the completion of the construction phagkast of the Bank's construction loans are madadividuals building their primary
residence, while, to a lesser extent, loans aresrtmdevelopers known to the Bank in order to bsiildjle-family houses under contract for
sale, which loans become due and payable over teotnsxceeding 18 months. The current policy ofBhek is to charge interest rates on its
construction loans which float at margins which geeerally 1.5% above the prime rate (as publishéide Wall Street Journal). The Bank's
construction loans increase the interest rate tehsbf its earning assets. At December 31, 1988,Bank had 27 construction loans, with
the largest loan commitment being approximatelydJ80. At December 31, 1998, all of the Bank's troietion lending portfolio consisted
of loans secured by property located in the Statéeav Jersey, for the purpose of constructing aadeur-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
and the building. The terms to maturity of the Bardonstruction/permanent loans are similar tdBhek's other one- to fodamily mortgage
products. The Bank requires an appraisal of thpgatg, credit reports, and financial statementsalbprincipals and guarantors, among other
items, for all construction loans.

Construction lending, by its nature, entails addiél risks compared to one- to four-family mortgéegeding, attributable primarily to the fact
that funds are advanced upon the security of tpgrunder construction prior to its completiors &result, construction lending often
involves the disbursement of substantial funds wéfrayment dependent on the success of the ultipnafect and the ability of the borrower
or guarantor to repay the loan. Because of theterfg the analysis of prospective constructiom lpgojects requires an expertise that is
different in significant respects from that whishréquired for residential mortgage lending. ThalBlaas attempted to address these risks
through its underwriting procedures.

Consumer Loans. The Bank also offers consumer lg&tiri3ecember 31, 1998, the Bank's consumer loatasetd $51.8 million, or 5.31% of
the Bank's total loan portfolio. Of that amountpi@equity loans comprised $28.2 million, or 54.5#me equity lines of credit comprised
$20.2 million, or 39.0%; loans on savings accotmialed $1.2 million, or 2.3%; and automobile aheient loans totaled $2.2 million, or
4.2%.

The Bank originates home equity loans secured ley tinfour-family residences. These loans are waigid as either adjustable-rate or fixed-
rate loans with terms ranging from 10 to 20 yed@ame equity loans are typically made on owner-o@ulijpone- to four-family residences
and generally to the Bank's first mortgage custammEnese loans are subject to a 80% 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 combinedhlie balance of the first mortgage lien, may nated 80% of the appraised value of the
property at the time of the loan commitment. Homuity lines of credit are secured by a mortgag¢herunderlying 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, baseohup 10 or 15 year amortization per
Generally, the adjustable rate of interest chaigéde prime rate of interest (as published inwWhdl Street Journal) plus a range of 0.0% to
1.25%. The loans have an 18% lifetime cap on isteae adjustments.
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Commercial Lending. At December 31, 1998, commétoans totaled $6.5 million, or .66% of the Bartidtal loans outstanding. During
1996, a Commercial Lending group was establishékinvine Bank. The group's primary function is ¢éovice the business communities'
banking and financing needs in the Bank's primaayk®t area. The Commercial Lending group originatel commercial loans (including
loans for working capital; fixed asset purchasesl acquisition, receivable and inventory financiagdl commercial mortgage loans
(including acquisition, construction, expansion aefinancing of owner occupied and investment prioge). Credit facilities such as lines of
credit and term loans will be used to facilitatesl requests. In all cases, the Bank will reviedvaralyze financial history and capacity,
collateral value, strength and character of thegipals, and general payment history of the borraamel 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, ahose management and Board monitoring. Commelcisiness 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 $2.0 million and unsecured loantoul.0 million by various employees of
the Bank, on a scale which requires approval bggrerel with progressively higher levels of respbitisy as the loan amount increases. A
minimum of two employees' signatures are requioegpiprove residential loans over $227,150. Loaasree by real estate in amounts over
$2.0 million and unsecured loans over $1.0 milliequire approval by the Loan Committee of the BazrBirectors. Loans in excess of $4.0
million require approval by the Board of DirectoRursuant to OTS regulations, loans to one borr@&aerally cannot exceed 15% of the
Bank's unimpaired capital, which at December 3B818mounted to $25.2 million. At December 31, 1988,Bank's maximum loan
exposure to a single borrower was $5.7 million.

Loan Servicing. Loan servicing includes collectargl remitting loan payments, accounting for printgnd interest, making inspections as
required of mortgaged premises, contacting delinjmertgagors, supervising foreclosures and prygplspositions in the event of
unremedied defaults, making certain insurance axnghidyments on behalf of the borrowers and geweadininistering the loans. The Bank
also services mortgage loans for others. All oflttams currently being serviced for others are $oahich have been sold by the Bank. At
December 31, 1998, the Bank was servicing $132l&>mbf loans for others. For the years ended Dawer 31, 1998, 1997 and 1996, loan
servicing fees totaled $105,000, $529,000, and $®43 respectively.

Delinquencies and Classified Assets. The Boardigfdbors performs a monthly review of all delinquian totals which includes loans si:
days or more past due, and the detail of eachtldety days or more past due that were originaté@diwthe past year. In addition,
management prepares a quarterly list of all clesslbans and a narrative report of classified cemial, commercial real estate, multi-
family, land and construction loans. The procedtaken by the Bank with respect to delinquencieg dapending on the nature of the loan
and period of delinquency. When a borrower failsiike a required payment on a loan, the Bank takesnber of steps to have the borrc
cure the delinquency and restore the loan to ctuigtatus. The Bank generally sends the borrowerittew notice of non-payment after the
loan is first past due. In the event payment istheh received,



additional letters and phone calls generally arden# the loan is still not brought current antdééicomes necessary for the Bank to take legal
action, which typically occurs after a loan is dglient at least 90 days or more, the Bank will cemee foreclosure proceedings against any
real property that secures the loan. If a foreg®sction is instituted and the loan is not broughitent, paid in full, or an acceptable workout
accommodation is not agreed upon before the fosaotosale, the real property securing the loanrgénés 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 agpssterly 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, 1998, the Bank had $5.8 million of assets udiclg all REO, classified as Substandard, $8,00iseéts 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 totaled $3.2 million at Decemideri®98, 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, 1998latgest loan classified as Special Mention hadlante of $548,000 and the largest loan
classified as Substandard had a balance of $246,000

Non-Accrual Loans and REO

The following table sets forth information regaglimon-accrual loans and REO. The Bank had no tealilébt restructured loans within the
meaning of SFAS 114, and 4 REO properties at Deee@ih, 1998. It is the policy of the Bank to ceaseruing interest on loans 90 days or
more past due or in the process of foreclosurettiyears ended December 31, 1998, 1997, 1996, dr39 1994, respectively, the amour
interest income that would have been recognizedomaccrual loans if such loans had continued tioparin accordance with their
contractual terms was $270,000, $278,000, $345$M®8,000 and $607,000.
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December 31,

1998 1997 1996 1995 199 4

(Dollars in Thousands)
Non-accrual loans:

Real estate:
One- to four-family................. $ 4,60 5 $5062 $7,148 $8,296 $10,2 80
Commercial real estate,
multi-family and land............... 57 4 382 122 154 96
Construction - - 314 - 2 65
CONSUMET.....vieiiiieiiiieaiiaeee 24 5 110 113 221 2 98
4 5,554 7,697 8,671 10,9 39
3 1,198 1,555 1,367 15 80
7 $6,752 $9,252 $10,038 $12,5 19
Allowance for loan losses as a
percent of total loans receivable
(2) e 7 6% .83% .88% .97% . 94%
Allowance for loan losses as a
percent
of total non-performing loans (3)... 1375 4 119.03 78.23 69.21 51. 27
Non-performing loans as a percent
of
total loans receivable(2)(3)........ 5 6 .70 1.12 1.40 1. 83
Non-performing assets
as a percent of total assets(3)..... 3 5 .45 71 .97 1. 29

(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-performaamns and REO. Non- performing loans consist ldbahs 90 days or more past due and
other loans in the process of foreclosure.

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 thieneral economy. The allowance for loan lossaewisitained at an amount management
considers sufficient to provide for estimated I@ssased on evaluating known and inherent riskiséridan portfolio based upon
management's continuing analysis of the factoretyidg the quality of the loan portfolio. Thesetiars 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 real&ahblue 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 tHevaance may be necessary due to economic, operat¢igglatory and other conditions
beyond the Company's control. As of December 328%hd 1997, the Bank's allowance for loan losses.%6% and .83%,
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respectively, of total loans. The Bank had rmmefual loans of $5.4 million and $5.6 million atd@mber 31, 1998 and 1997, respectively.
Bank will continue to monitor and modify its allon@es for loan losses as conditions dictate.

The following table sets forth activity in the Bamkllowance for estimated loan losses for theoplerset forth in the table.

AT OR FOR THE YEAR ENDED

1998 1997 1996 1995 1994
(DOLLARS IN THOUSANDS)
Balance at beginning of year.................... $6,612 $6,021 $6,001 $5,60 8 $5,504
Charge-offs:
Real Estate:
One- to four-family...........cccceeeeee. 63 328 599 51 0 907

Commercial real estate,
multi-family and land................... - - 30 2 8 141

Construction........cccceevvevveveeeenenns - -- - - - -

CONSUMET......occviiiiiiieiie e, 2 9 63 3 0 5
Total..ooeeeiei e 65 337 692 56 8 1,053

Recoveries........cccocovivicciiiece, 13 28 12 1 1 28
Net charge-offs 52 309 680 55 7 1,025
Provision for loan losses..........c.cceeeen.... 900 900 700 95 0 1,129
Balance at end of year.............ccccuve... $7,460 $6,612 $6,021 $6,00 1 $5,608

Ratio of net charge-offs during the year
to average net loans outstanding during
the year.......ccocveevieeesciie e .01% .05% 11% .0 9% .18%
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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 indicatedl@dBoin thousands).

1998 1997
Percent of Perc ent of
Percent of Loans in Each Percent of Loan s in Each
Allowance to Category to Allowance to Cate gory to
Amount Total Allowance Total Loans Amount Total Loans Tota | Loans
C>
One- to
four-family $2,824 37.86 % 89.10%  $2,485 37.58% 89.57%
Commercial real
estate, multi-
family and land 993 13.30 4.30 591 8.94 3.24
Construction 31 42 .63 44 .67 1.10
Consumer 505 6.77 5.31 471 7.12 5.72
Commercial 220 2.95 .66 58 .88 .37
Unallocated 2,887 38.70 -- 2,963 44.81 -
Total $7,460 100.00 % 100.00%  $6,612 100.00% 100.00%
At December 31,
1996 1995
Percent of Perce nt of
Percent of Loans in Each Percent of Loans in Each
Allowance to Category to Allowance to Categ ory to
Amount  Total Loans Total Loans Amount Total Loans Total Loans
One- to
four-family $2,659 44.16 % 91.05% $2,790 46.49% 92.01%
Commercial real
estate, multi-
family and land 330 5.48 2.26 556 9.27 2.39
Construction 75 1.25 1.35 41 .68 1.30
Consumer 324 5.38 5.34 273 455 4.30
Commercial -- -- -- -- - -
Unallocated 2,633 43.73 - 2,341 39.01 -
Total $6,021 100.00 % 100.00% $6,001 100.00% 100.00%
1994
Percent of
Percent of Loans in Each
Allowance to Category to
Amount Total Loans Total Loans
One- to
four-family $2,809 50.09% 91.63%
Commercial real
estate, multi-
family and land 483 8.61 2.30
Construction 79 1.41 1.74
Consumer 268 4.78 4.33
Commercial -- -- --
Unallocated 1,969 35.11 --
Total $5,608 100.00% 100.00%



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 saviimgsitutions may also invest their assets in
commercial paper, investment-grade corporate dehtrgies 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 Savimgf#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 andntaan 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 Vice PresidBrasurer, Executive Vice President/Chief FindnOidicer or the President and Chief
Executive Officer) and be ratified by the BoardXifectors.

Investment and mortgadecked securities identified as held to maturity @arried at cost, adjusted for amortization ofripten and accretic

of discount, which are recognized as adjustmenistéoest income. Management determines the appteplassification of securities at the
time of purchase. If management has the intentlam@ank has the ability at the time of purchasledid securities until maturity, they are
classified as held to maturity. Securities to blel fier indefinite periods of time and not intendede held to maturity are classified as
available for sale. Securities available for satdude securities that management intends to uparasf its asset/liability management
strategy. Such securities are carried at fair vahgtunrealized gains and losses, net of relatedftact, are excluded from earnings, but are
included as a separate component of stockholdguitye At December 31, 1998, all of the Bank's stmeent and mortgage-backed securities
were classified as 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, inegal, are passed from the mortgage originatorsutih intermediaries that pool and
repackage the participation interests in the fofreecurities, to investors such as the Bank. Sothediaries 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 morgtyt 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 ofpmortgage
the coupon rates, the age of mortgages, the geaigedpocation of the underlying real estate celtatizing the mortgages, general levels of
market interest rates, and general economic comditiGNMA mortgage- backed securities that are dhtly assumable Federal Housing
Authority ("FHA") or the Department of Veterans Afifs ("VA") loans generally have a longer life theonventional non-
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assumable loans underlying FHLMC and FNMA mortghgeked securities. During periods of falling mogganterest rates, prepayments
generally increase, as opposed to periods of istrganterest rates when prepayments generallyedser If the interest rate of underlying
mortgages significantly exceeds the prevailing ratikterest rates offered for mortgage loans, agfading generally increases and accelerates
the prepayment of the underlying mortgages. Prepay@xperience is more difficult to estimate fojuathble-rate mortgage-backed
securities.

The Bank has significant investments in mortgagekéd securities and has utilized such investmentsmplement its mortgage lending
activities. At December 31, 1998, mortgage-bacleulisties totaled $381.8 million, or 24.4% of tatakets, all of which were classified as
available for sale. The Bank invests in a largéetaof mortgage-backed securities, including ARM|loon and fixed-rate mortgage-backed
securities, the majority of which are directly inst or guaranteed by FHLMC, GNMA and FNMA. At suddte, the mortgage-backed
securities portfolio had a weighted average intawgs of 6.32%.

The Bank generally purchases short-term, straigdpiantial or planned amortization class collateealimortgage obligations ("CMOs").
CMOs are securities created by segregating orgoni cash flows from mortgage pass- through stesiror from pools of mortgage loans.
CMOs provide a broad range of mortgage investmehicles by tailoring cash flows from mortgages teirthe varied risk and return
preferences of investors. These securities enbbléssuer to "carve up” the cash flows from theeulythg securities and thereby create
multiple classes of securities with different métuand risk characteristics. The Bank invests i.UGovernment and agency-backed CMOs
and privately issued CMOs, all of which have agebagked collateral. All of the Bank's CMOs and rgage-backed securities are currently
rated "AAA". Prior to purchasing mortgage-backedwsgies, each security is tested for Federal Rirarinstitutions Examination Council
("FFIEC") qualification. At December 31, 1998, tBank's investment in CMOs had an amortized costraadket value of $137.2 million.

At December 31, 1998 the Bank had outstanding CNtors one issuer, Residential Funding Corp., inessoof ten percent of stockholders
equity. The aggregate book and market values sktsecurities was $43.4 million and $43.8 milli@spectively, at December 31, 1998.
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The following table sets forth the Bank's mortgbgeked securities activities for the periods indida

FOR THE YEAR
ENDED DECEMBER 31,

1998 1997 1996
(IN THOUSANDS)
Beginning balance..............c.ccccoeeeeveeennne. $ 457,148 $ 395,542 $ 265,113

Mortgage-backed securities
purchased.........ccccceevieeiieeiiieee, 181,095 248,917 251,004
Less: Principal repayments..........ccc....... (204,359) (164,291) (117,048)

Mortgage-backed securities sold......... (48,824) (19,149) -

Amortization of premium................ (3,230) (3,504) (1,804)

Change in net unrealized gain
(loss) on mortgage-backed
securities available for sale............ 10 (367) (1,723)

Ending balance..........c.cccoooveeiiiiiiinans $ 381,840 $ 457,148 $ 395,542

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,

1998 1997 1996
AMORTIZED M ARKET AMORTIZED MARKET AMOR TIZED MARKET
COST \Y ALUE COST VALUE CcO ST VALUE

(IN THOUSANDS)
Mortgage-backed

securities:
$106,762 $ 107,166 $245,414 $245,559 $3 16,773 $317,735
74,027 74,434 109,873 109,991 69,190 69,108
63,041 63,073 97,714 98,172 2,800 2,931
137,230 137,167 3,378 3,426 5,643 5,768
Total mortgage-backed
securities........... $381,060 $ 381,840 $456,379 $457,148 $3 94,406 $395,542
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Investment Securities. The following table setsHf@ertain information regarding the amortized @t market values of the Bank's
investment securities at the dates indicated.

AT DECEMBER 31,

199 8 1997 1996
AMORTIZED MARKET AMORTIZED MARKET AMORTIZED MARKET
COST VALUE COST VALUE COST VALUE

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

agency obligations................ $ 59,983 $ 60,387 $204,992 $205,648 $175,003 $173,327
State and municipal

obligations...........cc.cccue.... 1,946 1,935 393 400 693 701
Corporates.........c.ceerveennns 74,976 72,249 -- -- -- --

Equity

investments...........cc.coeuees 3,226 2,834 1,170 1,309 -- -

Total investment
Securities........co.o.... $140,131 $137,405 $206,555 $207,357 $175,696 $174,028
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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, exaueluity securities, as of December 31, 1998.

Investment securities:
U.S. Government and agency obligations.........
State and municipal obligations (1)............
Corporate debt.........cccoecvveviereennnn.

Total investment securities......................

Weighted average yield..............cccceeeeunnes

Mortgage-backed securities:

Total mortgage-backed securities.................

Weighted average yield...............ccceeeennnes

Investment securities:
U.S. Government and agency obligations.........
State and municipal obligations (1)............
Corporate debt.........ccccovvveviiieennnn.

Total investment securities......................

Weighted average yield..............ccceeeennnes

Mortgage-backed securities:

Total mortgage-backed securities.................

Weighted average yield............ccccccveennnes

(1) Tax equivalent yield.

AtD

ecember 31, 1998

MO

ONE YEAR OR LESS

RE THAN ONE

AMORTIZED COST

AMORTIZED COST

$ ~- % 34,983
- 199
$ ~- % 35,182
~% 6.79%
$ 7417 % 47,347
367 17,016
- 116
- 406
$ 7,784 $ 64,885
6.86% 6.69%
AT DECEMBER 31, 1998
MORE THAN TEN YEARS TOT

AMORTIZED COST

AMORTIZED COST

(DOLLARS IN THOUSANDS

$ - 3
74,976
$ 74,976
6.26%
$ 43,206
34,397
61,930

18

59,983

$ 136,905

$ 106,762
74,027
63,041
137,230

YEAR TO FIVE YEARS

MORE THAN FIVE
YEARS TO TEN YEARS

$ 25,000
1,747
$ 26,747
6.79%
$ 8,792
22,247
995
$ 32,034
5.80%
AL
MARKET VALUE
)
$ 60,387
1,935
72,249
$ 134,571
$ 107,166
74,434
63,073
137,167
$ 381,840



SOURCES OF FUNDS

General. Deposits, loan and MBS repayments andagneents, proceeds from sales of loans, investmatinties, cash flows generated fr
operations and FHLB and other borrowings are timaany sources of the Bank's funds for use in legdinvesting and 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 accountsjmterest bearing accounts and time deposits. Foy¢lar ended December 31, 1998,
time deposits constituted 65.6% of total averagmdits. The flow of deposits is influenced sigrafitly by general economic conditions,
changes in money market rates, prevailing inteetes and competition. The Bank's deposits araraatgredominantly from the areas in
which its branch offices are located. The Bankesebin its community banking focus stressing cust@®evice and long-standing
relationships with customers to attract and refa@ise deposits; however, market interest ratesatad offered by competing financial
institutions significantly affect the Bank's ahjlib attract and retain deposits. The Bank doesisetrokers to obtain deposits.

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

FOR THE YEAR ENDED DECEMBER 31

1998 1997 1 996
(IN THOUSANDS)
Net deposits (withdrawals)..........ccccceeveeeeee. L $ 8890 $ 2946 $ (29,111)
Acquisition of deposits 10,732 -- --
Interest credited on deposit accounts............... .. 38,865 39,088 37,283
Total increase in deposit accounts........c........ . .. $ 58,487 $ 42,034 $ 8,172

At December 31, 1998, the Bank had $67.0 millionértificate accounts in amounts of $100,000 orenmoaturing as follows:

WEIGHTED
AVERAGE
MATURITY PERIOD AMOUNT RATE
(DOLLARS IN THOUSANDS)
Three months or [esS........cccevvvvreereenncnne $25,568 4.97%
Over three through six months...................... 9,661 5.48
Over six through 12 months...........c.ccceeee 13,315 5.36
Over 12 months........ccoccveeeiiiiiieeeee, 18,501 5.89
TOtal oo $67,045 5.38
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Money market deposit accounts.....................
Savings accounts.................

NOW accounts..................... .
Non-interest-bearing accounts.....................

Time deposits:
Six months or less...........ccccveiieinnne
Over Six through 12 months.
Over 12 through 24 months..
Over 24 months..........
IRA/KEOGH

Total time deposits.........ccceeevueene

Total average deposits..................

Money market deposit accounts.
Savings accounts....
NOW accounts....

Time deposits:
Six months or less.........
Over Six through 12 months.
Over 12 through 24 months..
Over 24 months..........
IRA/KEOGH..

Total time deposits.........cccceeevueene

Total average deposits..................

AT OR FOR THE YEARS END

1998

PERCENT OF

TOTAL WEIGHTED
AVERAGE AVERAGE AVERAGE AVER
BALANCE DEPOSITS YIELD BALA

(DOLL
$ 71,800  7.10%  2.59% $68
167,058 1653  2.03 168
89,679 887 159 77
18,749  1.86 - 8

347,286 34.36 1.90 323

87,087 8.62 4.57 78

135,919 13.44 4.98 146
219,706 21.74 5.45 178
108,748 10.76 6.07 120
112,023 11.08 5.57 112

663,483 65.64 5.35 637

$1,010,769  100.00% 4.08%  $961

AT OR FOR THE YEARS ENDED DECEMBER 31,

1996

PERCENT

OF TOTAL  WEIGHTED
AVERAGE AVERAGE AVERAGE
BALANCE DEPOSITS YIELD

$ 70,209 7.52% 2.90%
175,060 18.75 2.28
72,265 7.74 1.84

6,425 .69 -

323,959 34.70 2.27

71,353 7.64 4.95

151,485 16.23 5.23
150,085 16.08 5.49
124,056 13.29 6.09
112,641 12.06 5.86

609,620 65.30 5.55

$933,579  100.00% 4.44%

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.

ED DECEMBER 31,

PERCENT

OF TOTAL  WEIGHTED
AGE AVERAGE AVERAGE
NCE DEPOSITS YIELD
ARS IN THOUSANDS)
,972 7.18%  2.90%
,733 17.56 2.28
,785 8.09 1.84
,115 .84 -

,605 33.67 221

124 8.19 5.05
,951 15.29 5.41
,440 18.57 5.77
,709 12.56 6.10
,602 11.72 5.84

,425 66.33 5.69

,030 100.00%  4.52%



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 phnhgricertain of the Bank's mortgage loans and gageé- 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 20, 1999. The Bank alscavagable from the FHLB a one-month overnight rejmg line of credit for $50.0

million which expires on November 20, 1999. Wheiliagd, both lines carry a floating interest rafel(8% over the current federal funds rate
and are secured by the Bank's mortgage loans, agmtgacked securities, U.S. Government securitié$-8lLB stock. The maximum

amount that the FHLB will advance to member insititos, including the Bank, fluctuates from timetitne in accordance with the policies of
the OTS and the FHLB. At December 31, 1998, thekBead borrowed $30.0 million against the FHLB lofecredit.

The Bank also borrows funds using securities soltbuagreements to repurchase. Under this forneiwbtving specific U.S. Government
agency and/or mortgage-backed securities are plealgeollateral to secure the borrowing. Theserg@miare not under the Bank's control.
At December 31, 1998, the Bank had borrowed $28#llion through securities sold under agreementepurchase. (See note 11 to the
consolidated financial statements in the 1998 AhRegort to Stockholders.)

SUBSIDIARY ACTIVITIES
The Bank owns two subsidiaries - Ocean Investmenti&es Corp. (formerly Dome Financial Services, Jiand Ocean Federal Realty Inc.

Ocean Investment Services Corp. was originally mwzgd in 1982 to engage in the sale of all-savérsrisurance. For the past several years
the subsidiary has been inactive, however, in 1888Bank began to sell non- deposit investmendyets (annuities and mutual funds)
through a third party marketing firm to Bank custmthrough this subsidiary, recognizing fee incdrom such sales.

Ocean Federal Realty Inc. was established in 1887saintended to qualify as a real estate investrirast, which may, among other things,
be utilized by the Company to raise capital inftitare. Upon formation of Ocean Federal Realty,ltiee Bank transferred $668 million of
mortgage loans to this subsidiary.

PERSONNEL

As of December 31, 1998, the Bank had 221 full-tengloyees and 53 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 compangquired to file certain reports with, and athise comply with the rules and
regulations of the Office of Thrift Supervision (TG").
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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 FurgA(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 regylagguirements. This regulation and supervisioaldsthes a comprehensive framework
of activities in which an institution can engage aintended primarily for the protection of tmsurance fund and depositors. The regulatory
structure also gives the regulatory authoritiegesive discretion in connection with their supeswsand enforcement activities and
examination policies, including policies with resp® the classification of assets and the estaiként of adequate loan loss reserves for
regulatory purposes. Any change in such regula@guirements and policies, whether by the OTSFIEC or the Congress, could have a
material adverse impact on the Company, the BadKlair operations. Certain of the regulatory regients applicable to the Bank and to
the Company are referred to below or elsewherarmerae description of statutory provisions andulations applicable to savings
institutions and their holding companies set fantthis Form 10-K does not purport to be a comptkscription of such statutes and
regulations and their effects on the Bank and theg@any.

HOLDING COMPANY REGULATION

The Company is a nondiversified unitary savings laad holding company within the meaning of fedéaml. As 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 aeo#favings institution or savings bank that mdesQTL 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 generally bedidnid activities permissible for bank holding comiga under Section 4(c)(8) of the Bank
Holding Company Act ("BHC Act"), subject to the @riapproval of the OTS, and certain activities atited by OTS regulation.

A savings and loan holding company is prohibitexniy directly or indirectly, acquiring more than Sffthe voting stock of another savings
institution or holding company thereof, withoutgrivritten approval of the OTS; or acquiring oraiatng control of a depository institution
that is not insured by the FDIC. In evaluating &ggilons by holding companies to acquire savingstitions, the OTS considers the finan
and managerial resources and future prospecteafdimpany and institution involved, the effectha# aicquisition on the risk to the insurance
funds, the convenience and needs of the communéycampetitive factors.

The OTS may not approve any acquisition that woesdilt in a multiple savings and loan holding compeontrolling savings institutions in
more than one state, subject to two exceptionghéiapproval of interstate supervisory acquisgtibyp savings and loan holding companies
and (ii) the acquisition of a savings institutionanother state if the laws of the state of thgeiasavings institution specifically permit such
acquisitions. The states vary in the extent to Witiey permit interstate savings and loan holdimggany acquisitions.

Although savings and loan holding companies aresabject to specific capital requirements or specéstrictions on the payment of
dividends or other capital distributions, fedeegjulations prescribe such restrictions on subsidiavings institutions as described below.
Bank must notify the OTS 30 days
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before declaring any dividend to the Company. lditiah, the financial impact of a holding companyits subsidiary institution is a matter
that is evaluated by the OTS and the agency haswaiytto order cessation of activities or divastit of subsidiaries deemed to pose a threat
to the safety and soundness of the institution.

FEDERAL SAVINGS INSTITUTION REGULATION

Business Activities. The activities of federal sm8 institutions are governed by federal law amglliagions. These laws and regulations
delineate the nature and extent of the activitiestiich federal associations may engage. In padaticmany types of lending authority for
federal associations, e.g., commercial, non-resialeeal property loans and consumer loans, angdd to a specified percentage of the
institution's capital or assets.

Capital Requirements. The OTS capital regulati@ggiire savings institutions to meet three minimapital standards: a 1.5% tangible
capital ratio, a 3% leverage capital ratio and #nrik-based capital ratio. In addition, the proroptrective action standards discussed below
also establish, in effect, a minimum 2% tangiblpiizd standard, a 4% leverage capital ratio (3%retitutions receiving the highest rating

the CAMEL financial institution rating system), andgether with the risk-based capital standasdfita 4% Tier | riskbased capital standa
The OTS regulations also require that, in meetirggtangible, leverage and risk-based capital stdsdastitutions must generally deduct
investments in and loans to subsidiaries engagadtivities not permissible for a national bank.

The risk-based capital standard for savings irgtits requires the maintenance of Tier | (core) tmtal capital (which is defined as core
capital and supplementary capital) to risk-weigtdasdets of 4% and 8%, respectively. In determittiegamount of risk-weighted assets, all
assets, including certain off-balance sheet assetsnultiplied by a risk-weight factor of 0% toQR@, as assigned by the OTS capital
regulation based on the risks OTS believes argémién the type of asset. The components of T{eote) capital currently include common
stockholders' equity (including retained earningsytain noncumulative perpetual preferred stoakrafated surplus, and minority interest
equity accounts of consolidated subsidiaries lesngibles other than certain purchased mortgagicsey rights and credit card
relationships. The components of supplementantaagpirrently include cumulative preferred stodqd-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 riskweighted assets. Overall, the amount of suppleangicapital included as part of total capital carexaceed 1009
of core capital.

The capital regulations also incorporate an intaie risk component. Savings institutions withdae normal” interest rate risk exposure are
subject to a deduction from total capital for pueg® of calculating their risk-based capital requeats. For the present time, the OTS has
deferred implementation of the interest rate rislnponent. At December 31, 1998, the Bank met ehith capital requirements.
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The following table presents the Bank's capitalitpmsat December 31, 1998 relative to fully phasedegulatory requirements.

EXCESS CAPITAL
ACTUAL REQUIRED (DEFICIENCY) ACTUAL REQUIRED
CAPITAL CAPITAL AMOUNT PERCENT PERCENT
(DOLLARS IN THOUSANDS)
Tangible.............. $167,881 $23,371 $144,510 10.78% 1.50%
Core (Leverage)....... 167,881 46,742 121,139 10.78% 3.00%
Risk-based............ 175,113 61,514 113,599 22.77% 8.00%

Prompt Corrective Regulatory Action. The OTS isuieed to take certain supervisory actions againdgeucapitalized institutions, the seve

of which depends upon the institution's degreenafecapitalization. Generally, a savings institatibat has a ratio of total capital to risk
weighted assets of less than 8%, a ratio of T{eoille) capital to risk-weighted assets of less #anor a ratio of core capital to total assets of
less than 4% (3% or less for institutions with llighest examination rating) is considered to bel&woapitalized." A savings institution that
has a total risk-based capital ratio less than&%ier 1 capital ratio of less than 3% or a leveregio that is less than 3% is considered to be
"significantly undercapitalized" and a savingsiiogion that has a tangible capital to assets rdjoal 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 receivegadhbat it is "undercapitalized," "significantlydercapitalized" or "critically
undercapitalized." Compliance with the plan musgbaranteed by any parent holding company. In exhidihumerous 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 dmelrieplacement of senior executive officers aneodirs.

Insurance of Deposit Accounts. Deposits of the Bagkpresently insured by the SAIF. The FDIC mamnsta risk-based assessment system
by which institutions are assigned to one of trr@egories based on their capitalization and orikree subcategories based on examination
ratings and other supervisory information. An ngion's assessment rate depends upon the catetmridich it is assigned. Assessment
rates for SAIF member institutions are risk adjdstietermined semiannually by the FDIC, and culygange from zero to 27 basis points.

In addition to the assessment for deposit insuranestutions are required to make payments ordbassued in the late 1980s by the
Financing Corporation ("FICO") to recapitalize fpredecessor to the SAIF. During 1998, FICO paymimtSAIF members approximated
6.10 basis points, while Bank Insurance Fund ("BH&mbers paid 1.22 basis points. By law, theréheilequal sharing of FICO payments
between SAIF and BIF members on the earlier of dgni, 2000 or the date the SAIF and BIF are merged

The Bank's assessment rate for fiscal 1998 washesis points and the premium paid for this peradidof which was related to FICO
payments, was $599,000. The FDIC has authoritpdmease insurance assessments. A significant seiaeéSAIF insurance premiums wol
likely have an adverse effect on the operating eses and results of operations of the Bank. Managéoannot predict what insurance
assessment rates will be in the future.
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Insurance of deposits may be terminated by the Ripl@h a finding that the institution has engagedrisafe or unsound practices, is in an
unsafe or unsound condition to continue operat@rsas violated any applicable law, regulationgyarder or condition imposed by the
FDIC or the OTS. The management of the Bank doekmaw of any practice, condition or violation thaight lead to termination of deposit
insurance.

Thrift Rechartering Legislation. Legislation enatta 1996 provided that the BIF and SAIF were teehmerged on January 1, 1999 if there
were no more savings associations as of that Wat@us proposals to eliminate the federal savaggciation charter, create a uniform
financial institutions charter, abolish the OTS aestrict savings and loan holding company acésitiave been introduced in Congress. The
Bank is unable to predict whether such legislatidihbe enacted or the extent to which the legistatvould restrict or disrupt its operations.

Loans to One Borrower. Federal law provides savingstutions are generally subject to the limitsloans to one borrower applicable to
national banks. A savings institutions may not makean or extend credit to a single or relatedigrof borrowers in excess of 15% of its
unimpaired capital and surplus. An additional antanay be lent, equal to 10% of unimpaired capital surplus, if secured by readily-
marketable collateral. At December 31, 1998, thekBalimit on loans to one borrower was $25.2 wiili At December 31, 1998, the Bank's
largest aggregate outstanding balance of loansadorrower was $5.7 million.

QTL Test. Federal law requires savings institutitmmeet a QTL test. Under the QTL test, a savargbloan association is required to either
qualify as a "domestic building and loan assocrétionder the Internal Revenue Code or maintaieatl65% of its "portfolio assets" (total
assets less: (i) specified liquid assets up to 80%tal assets; (ii) intangibles, including gootyand (iii) the value of property used to
conduct business) in certain "qualified thrift ist@ents” (primarily residential mortgages and egldhvestments, including certain mortgage-
backed securities) in at least 9 months out of d2cimonth period.

A savings institution that fails the QTL test idgect to certain operating restrictions and maydsgiired to convert to a bank charter. As of
December 31, 1998, the Bank maintained in exce&8@#b of its portfolio assets in qualified thrifiviestments and, therefore, met the QTL
test. Recent legislation has expanded the extamhich education loans, credit card loans and smaliness loans may be considered
"qualified thrift investments."

Limitation on Capital Distributions. OTS regulatmpose limitations upon all capital distributidmssavings institutions, such as cash
dividends, payments to repurchase or otherwiseigeds shares and payments to shareholders ohanuwtstitution in a cashut merger. Th
regulation, which became effective in 1998, esshigld three tiers of institutions based primarilyaarinstitution's capital level. An institution
that exceeded all capital requirements before éed @ proposed capital distribution ("Tier 1 Bapkhd had not been advised by the OTS

it is in need of more than normal supervision, doafter prior notice but without obtaining apprbefthe OTS, make capital distributions
during a calendar year equal to the greater df0@% of its net earnings to date during the calegdar plus the amount that would reduce by
one-half its "surplus capital ratio" (the excesgita over its fully phased-in capital requiremgrasthe beginning of the calendar year or (ii)
75% of its net income for the previous four quartémy additional capital distributions would reguprior regulatory approval. Effective
April 1, 1999, the OTS's capital distribution regtidn will change. Under the new regulation, anligggion to and the prior approval of the
OTS will be required prior to any capital distritmut if the institution does not meet the criteida fexpedited treatment” of applications under
OTS regulations (i.e., generally, examination igdiim the two top categories), the total capitatrdiutions for the calendar year exceed net
income for the that year plus the amount of rethimet income for the
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preceding two years, the institution would be undpitalized following the distribution or the dibintion would otherwise be contrary to a
statute, regulation or agreement with OTS. If gpliaption is not required the institution mustigtitovide prior notice to OTS of the capital
distribution. In the event the Bank's capital flow its regulatory requirements or the OTS neifit that it was in need of more than normal
supervision, the Bank's ability to make capitatritisitions could be restricted. In addition, the®dould prohibit a proposed capital
distribution by any institution, which would othdas& be permitted by the regulation, if the OTS duires that such distribution would
constitute an unsafe or unsound practice. At Deee8b, 1998, the Bank was a Tier 1 Bank.

Liquidity. The Bank is required to maintain an aage daily balance of specified liquid assets etpualmonthly average of not less than a
specified percentage of its net withdrawable deasiounts plus short-term borrowings. This ligyidequirement is currently 4% but may
be changed from time to time by the OTS to any arhaithin the range of 4% to 10% depending upomeatic conditions and the savings
flows of member institutions. Monetary penaltiesyrba imposed for failure to meet the liquidity regment. The Bank's liquidity ratio for
December 31, 1998 was 12.5%, which exceeded tHeable requirement. The Bank has never been sutgjenonetary penalties for failure
to meet its liquidity requirement.

Assessments. Savings institutions are requireéycpsessments to the OTS to fund the agency'atapes. The general assessments, pa
a semiannual basis, are computed upon the savings itistitsi total assets, including consolidated subsiel$, as reported in the Bank's la
quarterly thrift financial report. The assessmguatisl by the Bank for the fiscal year ended Decendlied 998 totaled $267,000.

Transactions with Related Parties. The Bank's aityhto engage in transactions with "affiliates'ge, any company that controls or is under
common control with an institution, including the@pany and its non-savings institution subsididiieéimited by federal law. The
aggregate amount of covered transactions with maiyidual affiliate is limited to 10% of the cagitend surplus of the savings institution.

The aggregate amount of covered transactions Wittiféiates is limited to 20% of the savings iitation's capital and surplus. Certain
transactions with affiliates are required to beused by collateral in an amount and of a type deedrby federal law. The purchase of low
quality assets from affiliates is generally proteldi Transactions with affiliates must be on teemd under circumstances, that are at least as
favorable to the institution as those prevailingh&ttime for comparable transactions with nonliatéd companies. In addition, savings
institutions are prohibited from lending to anyilidte that is engaged in activities that are nanpissible for bank holding companies and no
savings institution may purchase the securitiemngfaffiliate other than a subsidiary.

The Bank's authority to extend credit to executffecers, directors and 10% shareholders ("insifjees well as entities such persons con
is governed by federal law. Such loans are requode made on terms substantially the same ae thféered to unaffiliated individuals and
to not involve more than the normal risk of repapm&ecent legislation created an exception fondamade pursuant to a benefit or
compensation program that is widely available t@mdployees of the institution and does not givefgnence to insiders over other employ
This law limits both the individual and aggregaiils on the amount of loans the Bank may makasaders based, in part, on the Bank's
capital position and requires certain board apdrpra@cedures to be followed.

Enforcement. The OTS has primary enforcement respibity over savings institutions and has the auty to bring actions against the
institution and all institution-affiliated partiescluding stockholders, and any attorneys, appraiand accountants who knowingly or
recklessly participate in wrongful action likely have an adverse effect on an insured institutfonmal enforcement action may range from
the issuance of a capital directive or cease arststderder to removal of officers and/or
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directors to institution of receivership, conseorahip or termination of deposit insurance. Cihplties cover a wide range of violations and
can amount to $25,000 per day, or even $1 millenday in especially egregious cases. The FDIGH®authority to recommend to the
Director of the OTS enforcement action to be takéh respect to a particular savings institutidradtion is not taken by the Director, the
FDIC has authority to take such action under certacumstances. Federal law also establishesmaimienalties for certain violations.

Standards for Safety and Soundness. The federkirgpagencies have adopted Interagency GuidelinescRbing Standards for Safety and
Soundness. The guidelines set forth the safetysanddness standards that the federal banking agensé to identify and address problems
at insured depository institutions before capitddmes impaired. If the OTS determines that aitutisin fails to meet any standard
prescribed by the guidelines, the OTS may reghiearistitution to submit an acceptable plan to eshicompliance with the standard.

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 reddae1998 that reserves be
maintained against aggregate transaction accoaritdlaws: for accounts aggregating $46.5 millioress (subject to adjustment by the
Federal Reserve Board) the reserve requiremefbjsaid for accounts aggregating greater than $#élion, the reserve requirement is
$1.395 million plus 10% (subject to adjustment ly Federal Reserve Board between 8% and 14%) aglaaportion of total transaction
accounts in excess of $46.5 million. The first $hiflion of otherwise reservable balances (subiedjustments by the Federal Reserve
Board) are exempted from the reserve requirem&hesBank is in compliance with the foregoing regmients.

FEDERAL AND STATE TAXATION
FEDERAL TAXATION

General. The Company and the Bank report theimreon a calendar year basis using the accrual mhethaccounting, and are subject to
federal income taxation in the same manner as otirporations with some exceptions, including jgatérly the Bank's reserve for bad debts
discussed below. The following discussion of tasttera is intended only as a summary and does rrpopiLito 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 1998
taxable year, the Bank is subject to a maximumriddecome tax rate of 35.0%.

Bad Debt Reserves. For fiscal years beginning poiddecember 31, 1995, thrift institutions whichatified under certain definitional tests
and other conditions of the Internal Revenue Cdd986 (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 yeamgiti@ng after 1995. Thrift institutions that woubé treated as small banks are
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allowed to utilize the Experience Method applicaiolsuch institutions, while thrift institutionsahare treated as large banks (those generally
exceeding $500 million in assets) are requiredsanly the specific charge-off method. Thus, theNethod of accounting for bad debts is
no longer available for any financial institution.

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 haviagrbomade with the consent of the IRS. Any Sect&i{&) adjustment required to be taken
into income with respect to such change generallyoe taken into income ratably over a six-taxapdar period, beginning with the first
taxable year beginning after 1995, subject to #sédential loan requirement.

Under the residential loan requirement provisibe, recapture 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 tagayears, the Bank is not permitted to make amfuktito its tax bad debt reserves. In
addition, the Bank is required to recapture (take into taxable income) over a six year periadkcess of the balance of its tax bad debt
reserves as of December 31, 1995 over the baldrstecb reserves as of December 31, 1987. SincBahk satisfied the residential loan
requirement provision for 1996 and 1997 as desdrdt®mve, the six year recapture period becametiéeior the 1998 tax year. As a result
of such recapture, the Bank will incur an additidaa liability of approximately $2.3 million. ThBank has accrued for this liability in the
consolidated financial statements.

Distributions. Under the 1996 Act, if the Bank maKaon-dividend distributions” to the Company, sdddtributions will be considered to
have been made from the Bank's unrecaptured taddfaideserves (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 ohsgserves) 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 thenBany, 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 Adetka 65.7cent fee on every $100 of thrift deposits held cardh 31, 1995. For financi
statement purposes, this assessment was repord@deaxpense for the quarter ended September 36, T88 Funds Act includes a provision
which states that the amount of any special assgagpaid to capitalize SAIF under this legislatismleductible 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@ot®son alternative minimum
taxable income ("AMTI") at a rate of 20%. The exxe$the bad debt reserve deduction using the ptage of taxable income method over
the deduction that would
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have been allowable under the experience methindaised as a preference item for purposes of cdnwptiie AMTI. Only 90% of AMTI car
be offset by net operating loss carryovers of whitghBank currently has none. AMTI is increase@byamount equal to 75% of the amount
by which the Bank's adjusted current earnings edsés AMTI (determined without regard to this mnefnce and prior to reduction for net
operating losses). In addition, for taxable yeagitining after December 31, 1986 and before Jariyat996, an environmental tax of .12%
of the excess of AMTI. (with certain modificatiorsyer $2.0 million is imposed on corporations, utthg the Bank, whether or not an
Alternative Minimum Tax ("AMT") is paid. The Banko@s not expect to be subject to the AMT.

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 is required to file a New Jersey inctemeeturn because it will be doing business iwNersey. For New Jersey tax purposes,
regular corporations are presently taxed at agaitl to 9% of taxable income. For this purposesdble income" generally means Federal
taxable income, subject to certain adjustmentdyieg addition of interest income on state and icipal obligations). However, if the
Company meets certain requirements, it may bebddigo elect to be taxed as a New Jersey Invest@empany 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 Stbafgelaware.

29



ITEM 2. PROPERTIES

The Bank currently conducts its business througjadiministrative office, which was recently rel@thto Toms River and which includes a
branch office, and ten other full service officesdted in Ocean and Middlesex Counties. The Compaligves that the Bank's current
facilities will be adequate to meet the presentiandediately foreseeable needs of the Bank an€dmepany.

ITEM 3. LEGAL PROCEEDINGS

The Company and the Bank are not involved in amdje legal proceedings other than routine legatpedings occurring in the ordinary
course of business. Such other routine legal prboge in the aggregate are believed by managerodra immaterial to the Company's
financial condition or results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.
PART Il
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 1998 AhiReport to Stockholders and is incorporated hebgireference.

ITEM 6. SELECTED FINANCIAL DATA

The above-captioned information appears under t&sleConsolidated Financial and Other Data of then@any" in the Registrant's 1998
Annual Report to Stockholders on pages 11 and #iasaimcorporated herein by reference.

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

The above-captioned information appears under "lament's Discussion and Analysis of Financial Ciordiand Results of Operations” in
the Registrant's 1998 Annual Report to Stockholderpages 13 through 20 and is incorporated héseneference.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

The above captioned information appears under "lgament Discussion and Analysis of Financial Coadiind Results of Operations -
Management of Interest Rate Risk" in the Regissdf98 Annual Report to Stockholders on pagesii4la.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The Consolidated Financial Statements of OceamEiabCorp. and its subsidiary, together with tepart thereon by KPMG LLP appears in
the Registrant's 1998 Annual Report to Stockholdarpages 21 through 36 and are incorporated hbyeiaference.
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ITEM 9. CHANGE IN AND DISAGREEMENTS WITH ACCOUNTANT S ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

PART IlI
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 22 , 1999, at pages 5 through 7.

ITEM 11. EXECUTIVE COMPENSATION

The information relating to directors' compensatiial executives' compensation is incorporated méneireference to the Registrant's Proxy
Statement for the Annual Meeting of Stockholderbedeld on April 22, 1999, at pages 8 and 9 agegpa4 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 22, 1999, ag@s 3 through 4 and 6 through 7.

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 hebdApril 22, 1999, at page 18.

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

(1) Consolidated Financial Statements of the Comjaae incorporated by reference to the followindi¢ated pages of the 1998 Annual
Report to Stockholders.
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Independent Auditors' Report......ccccccceeeeees s 36
Consolidated Statements of Financial Condition a t

December 31, 1998 and 1997.....cccccccceeeeee. 21
Consolidated Statements of Income and Comprehens ive Income for the

Years Ended December 31, 1998, 1997 and 1996.. ... 22
Consolidated Statements of Changes in Stockholde rs' Equity

for the Years Ended December 31, 1998, 1997 an d1996.............. 23

Consolidated Statements of Cash Flows for the
Years Ended December 31, 1998, 1997 and 1996.. ... 24

Notes to Consolidated Financial Statements for the
Years Ended December 31, 1998, 1997 and 1996.... @ .eeeeenn. 25-35

The remaining information appearing in the 1998 dadrReport to Stockholders is not deemed to bd &g part of this report, except as
expressly provided herein.

(2) All schedules are omitted because they are@etptired 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 ofgleport.
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3.1 Certificate of Incorporation of Ocean Fin

3.2 Bylaws of Ocean Financial Corp.*

4.0 Stock Certificate of Ocean Financial Corp

10.1  Form of Ocean Federal Savings Bank Employ

10.1(a) Amendment to Ocean Federal Savings Bank E
Ownership Plan (filed previously)

10.2  Ocean Federal Savings Bank Employees' Sav

10.3  Ocean Federal Savings Bank 1995 Supplemen
Plan*

10.4  Ocean Federal Savings Bank Deferred Compe

10.5 Ocean Federal Savings Bank Deferred Compe

10.6  Ocean Federal Savings Bank Long-Term Awar

10.7  Ocean Federal Savings Bank Performance Ac

10.8 Amended and Restated Ocean Financial Corp
previously)

10.9  Form of Employment Agreement between Ocea
certain executive officers, including Mic
R. Garbarino*

10.10 Form of Employment Agreement between Ocea
executive officers, including Michael J.
Garbarino*

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

10.12 Form of Change in Control Agreement betwe
certain executive officers, including Mic
Kelly and Karl E. Reinheimer *

13.0 Portions of 1998 Annual Report to Stockho

21.0  Subsidiary information is incorporated he
| - Subsidiaries"

23.0 Consent of KPMG LLP (filed herewith)

27.0 Financial Data Schedule (filed herewith)

(b) Reports on Form 8-K

None.

ancial Corp.*

*

ee Stock Ownership Plan*
mployee Stock

ings and Profit Sharing Plan*
tal Executive Retirement

nsation Plan for Directors*
nsation Plan for Officers*

d Program*

hievement Awards Program*
. 1997 Incentive Plan (filed

n Federal Savings Bank and
hael J. Fitzpatrick and John

n Financial Corp. and certain
Fitzpatrick and John R.

en Ocean Federal Savings Bank
Michael E. Barrett, John K.

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

Iders (filed herewith)
rein by reference to "Part

* Incorporated herein by reference into this docotrisom the Exhibits to Form S-1, Registration 8taént, effective May 13, 1996 as
amended, Registration No. 33-80123.
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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,
Presi dent and

Chi ef Executive Oficer and
Di rector

Date: March 17, 1999

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

Name Dat e

/sl John R Garbarino March 17, 1999

John R Garbarino

Chai rman of the Board, President and
Chi ef Executive Oficer

(principal executive officer)

/sl Mchael J. Fitzpatrick March 17, 1999
M chael J. Fitzpatrick

Executive Vice President and

Chi ef Financial Oficer

(principal accounting and financial officer)

/sl Mchael E. Barrett March 17, 1999
M chael E. Barrett

Director

/sl Thomas F. Curtin March 17, 1999
Thomas F. Curtin

Director

/sl Carl Feltz, Jr. March 17, 1999

Carl Feltz, Jr.
Director
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/sl Robert E. Knenoller

Robert E. Knenol |l er
Director

/sl Donald E. MLaughlin

Donal d E. McLaughlin
Director

/'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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[MAP]

Our Mission Statement

Ocean Financial Corp. develops shareholder val@ecasmunity-focused financial services organizatio
[PHOTO]

Ocean Federal Savings Bank, the subsidiary of OE@ancial Corp., is located in the central coaastah of New Jersey between the major
metropolitan cities of New York and PhiladelphiaitmMadministrative offices in Toms River, New Jargshown above), Ocean Federal
provides financial services to retail and busiresgomers throughout the Jersey Shore market.
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Financial Highlights

(dollars in thousands, except per share amounts)

At or For The Year Ended December 31, 1998 1997 1996
Total assets $ 1,561,744 $ 1,510,947 $ 1,303,865
Loans receivable, net 941,011 783,695 678,728
Deposits 1,035,251 976,764 934,730
Stockholders' equity 197,740 215,544 252,789
Net interest income 44,158 43,048 36,379
Provision for loan losses 900 900 700

Net income before non-recurring items 13,525 13,825 11,576
Net income (loss) 12,972 13,825 (1,729)
Diluted earnings per share (3) 0.95 0.88 N/A
Stockholders' equity per common share (3) 13.52 13.72 13.95
Stockholders' equity to total assets at end of year 12.66% 14.27% 19.39%

Performance Ratios (1):

Return on average assets 0.88% 0.97% 1.00%
Return on average stockholders' equity 6.63 6.00 6.91
Average interest rate spread 2.39 2.39 2.61

Net interest margin 2.98 3.12 3.22
Operating expenses to average assets 1.66 1.63 1.73
Operating efficiency ratio 53.69 50.80 51.11

Actual contributions to stockholders' equity and
resultant cash earnings data (2) (before
non-recurring items):

Cash earnings $ 16,688 $ 16,823 $ 12,456
Diluted cash earnings per share (3) 1.22 1.08 N/A
Return on average assets 1.09% 1.19% 1.07%
Return on average stockholders' equity 8.18 7.30 7.43
Operating efficiency ratio 44.60 41.76 47.87

(1) Performance ratios are calculated to excludeeffect of non-recurring charges in 1998 relatmthe loss on the sale of mortgage-backed
securities and in 1996 for a charitable donatiooh the special Savings Association Insurance Fusésasent.

(2) Cash earnings are determined by adding (nitxefs) to reported earnings the non-cash expetesnéng from the amortization and
appreciation of allocated shares in the Compangtkgelated benefit plans and the amortizatioa pfemium relating to a deposit
acquisition.

(3) Per share amounts for prior periods have bdgrsted for the two-foone stock split effected in the form of a 100% ktdiwvidend paid o
May 15, 1998.

Ocean Federal Savings Bank, the sole subsidia®cean Financial Corp., founded in 1902, is a fdijechartered stock savings bank with
ten branches located in Ocean County and one inllggéx County. It is the oldest and largest comtgtimased financial institution
headquartered in Ocean County, New Jet



Letter to our Shareholders

March, 1999
Dear Fellow Shareholders,

Of the goals established for 1998, enhancing theevaf your shares in Ocean Financial Corp. washaays, preeminent. While we can cli
to have added value to your Ocean Financial invesstrduring the past twelve months, we believe ¢basistent attention to this goal over
time argues for a reflection on how shareholdene& actually enhanced.

In our view, with Ocean Federal Savings Bank, thiesiliary of the Ocean Financial Corp., positioaedhe Community Bank of choice in
one of New Jersey's fastest growing markets, sbtehvalue is principally built from the intringifranchise value accorded to the Bank. It
therefore follows that to succeed in building shaltder value over time, it is paramount to makeBhaek a more profitable, yet attractive
institution to both the community and its employ€HRss strategic objective has become a key foétlseoCompany's current mission.

For Ocean Financial Corp., 1998 was more thanrtiresition into the third year of operations foraagnt Holding Company of a Financial
Institution with nearly 100 years experience. Itrkea the next step in the Company's long-term fdabuilding shareholder value:

o Diluted earnings per common share for the yeananed to $.95, an 8% increase over the $.88 eanntab7.

o Cash earnings (the amount by which stockholdeitgghanges solely by virtue of operating resuiigw to $1.22 from $1.08 per diluted
share in 1997, a 13% increase.

o In May, the cash dividend on the common stock weieased 20% and the stock was split two-for-one.

o The Board of Directors authorized the fourth &fil stock repurchase programs. When completddival repurchase programs will have
resulted in the Company repurchasing over fourionilshares, amounting to 22.6% of the common stoicknally issued in 1996.

o Stock repurchases have been invaluable in regulahealthy, though inflated, capital ratio of tBompany from over 20% in 1996, to
14.3% and 12.7% at the respective 1997 and 1998eyeks.

[PHOTO]

The Ocean Federal Savings Bank senior managenant(feom left to right) John R. Garbarino, Prestdamd Chief Executive Officer; Karl
E. Reinheimer; Michael J. Fitzpatrick; Michael EarBett and John K. Kelly.

Cash earnings
(the amount by
which stockholder
equity changes
solely by virtue of
operating results)
grew to $1.22
from $1.08 per
diluted share

in 1997, a

13% increase.
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o The $.12 per share paid to stockholders of reearly in 1999 marks the eighth consecutive quigrtividend declared by the Board.
Throughout the year additional shareholder value thias created through the activities of Oceanri€iia Corp.
Similarly, among significant benchmarks for the sidary Bank:

o Deposits surpassed $1 billion, representing 68/tr entirely in core accounts, as CD balances irgdeessentially unchanged in the low
interest rate environment.

0 The Bank's loan portfolio grew over 20%, topp#®gt1 million at year end. Commercial loan growttswsalid for the year.
0 As a pleasant consequence of this growth mixBtrg's loan-to-deposit ratio increased dramatidatim 80% to 91%.

o At midyear, the Bank purchased the branch deposithe Whiting office closed by Summit Bank. Taéeeposits were successfully
transferred to the existing Ocean Federal branabsacthe street.

o A new branch office was also opened in the Laklg®&section of Toms River, attracting $13 milliordeposits in only nine months.

With 11 current branches, and more planned for 18@@an Federal Savings Bank is the only well-distadd community bank
headquartered in Ocean County serving the Jersag.shhis has extended Ocean Federal the uniquzrtity to essentially "redefine"
community banking in the area. Through these ausjifranchise value was added to the Bank, fughbancing Ocean Financial Corp.
shareholder value.

As the Corporate mission statement (see insiderfolearly sets forth, the Company is focused arsholder value built in a community
banking niche. The Company is NOT a nationwidetatesvide banking organization and has no internatiexposure. Neither is planned
growth driven by a voracious appetite for acquisis and the need to expand operations or markeh agall costs. At the other end of the
spectrum, the Company is far more than a de ndad;$sp community bank, devoid of essential finahproducts or the technology and
capital resources required to deliver efficienteetive service.

Ocean Federal Savings Bank is purely and simpdarbl focused on the communities served sinceutmedf the last century. As Money
Magazine noted recently, Monmouth and Ocean Cosintimain among the "most desirable regions" in wtodive in the entire nation,
based on economic stability, employment opportesjtand other quality-of-life factors. We certaintyree with those editors, and feel
fortunate indeed to conduct our business in subds@able market.

In the coming year, the Bank will seek to continoigrow franchise value by pursuing a more diversgomer base and providing new
products and services through expanded delivergsys

o Plans for two new branch offices are well undayw Spring Lake Heights and Wall Township, brazidg the reach into southern
Monmouth County.

o Extended service hours for customers to condhatt banking more conveniently will be introduced.

o A Web site will be launched to further facilitatee delivery of the Bank's financial serviceshte tustomer who chooses a computer bat
option.
Year Over Year Loan Growt h
[BAR CHART APPEARS HERE]
1995 1996 1997 1998
3.4% 10.8% 155% 2 0.1%
Loan-to-Deposit Ratio
[BAR CHART APPEARS HERE]
1995 1996 1997 1998

66.1% 72.6% 80.2% 9 0.9%

Oce an Financial Corp. . OCFC . 3



Letter to our Shareholders

o Commercial loans and core deposits will be tadjéd become a greater percentage of the balaeet atthe Bank seeks to capture a more
significant portion of the underserved small busgmarket.

o Trust and Asset Management services will be impleed as a community financial services busiriess |

0 The Bank's non-traditional deposit product progend related services, "Investment Services aDttean”, will support the Company's
plans to grow non-interest income, while fulfillitige community's expectations of the Bank as dddusesource providing a full range of
financial services.

These improvements establish a greater compettige for the Community Bank, and once realizedvideothe Company with a stronger
capacity for enhancing future franchise and ultehgtshareholder value.

These plans will be implemented with a clear foonghe most important remaining event of this cgntthe coming of the new millennium.
At your company, "Y2K" is not merely a new buzzwandhe 1999 vocabulary, rather for some time a@cFinancial, it has represented a
very important, potential problem which every enygle has been focused on addressing. Ocean Finhasifleen getting ready for the year
2000, technologically, since early in 1997. Wetreking forward to successfully serving the finahaieeds of our community in the new
century... and so are our computers.

Despite the ambitious plans and past success, leswte personal satisfaction we realize in "malkirdifference” is often life's greatest
reward. We continue to take great pride in ounadiivolvement with local charities, schools, andial service agencies, fulfilling our
commitment to the community. Through the operatioihiEhe Ocean Federal Foundation, established @hdexpensed by the Bank in 1996,
nearly $3 million in grants has been awarded talpesd deserving organizations throughout our looatmunities, $1.2 million in 1998
alone. As important, though perhaps less visibkrgwthe quiet efforts of individual Ocean Federapyees unselfishly volunteering their
own time to community activities too numerous tewoent here.

At Ocean Financial Corp., we encourage such exfoate- but not merely for its good corporate zénship and benefits to society. It is
because, above all, we believe in just that: Extiart.

Only by working smatrter... trying harder... andrplalng ahead to reach each well-defined communitkiog goal... can we build value for
your investment and help you, our shareholderghrgaur goals

And that, more than anything else, is what we vahost.

On behalf of the employees, officers, and Directdr®cean Financial Corp. and Ocean Federal SaBagg, | thank you for your trust in us
-- and look forward to seeing you at the Annual NMegon April 22, 1999.

Sincerely,

/'s/ John R Garbarino
John R Garbarino

Chai rman, President and
Chi ef Executive Oficer

We're looking
forward to
successfully
serving the
financial needs

of our community
in the new century
...and so are

our computers.
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Board of Directors

[PHOTO]
Pictured from top right, clockwise:

John R. Garbarino - Chairman, President
and Chief Executive Officer

Donald E. McLaughlin - Audit
Committee Chairman

Thomas F. Curtin - Human
Resources/Compensation
Committee Chairman

Michael E. Barrett - Executive Vice President
Frederick E. Schlosser - Audit Committee, Humandreses/Compensation Committee

Robert E. Kuemoller - Audit Committee
Budget and Planning Committee

Diane F. Rhine - Human Resources/
Compensation Committee

Carl Feltz Jr. - Budget and Planning Committee

James T. Snyder - Budget and Planning
Committee Chairman

Ocean Financial Corp.. OCFC .



The Value of Personal Service

Financial experts have been predicting it for ye@he age of consolidation. An era of megamergsrsnomies of scale, and growth through
insatiable acquisitions.

At Ocean Financial Corp., we believe in "consoliagit too. Except our efforts are concentrated dnding everything together locally. As
THE Community Bank in our local market, thinkingsfiabout those who live, work, bank and inveseligmnot just being "responsive." It's
our responsibility.

Which is why such careful thought went into the 8@®&roduction of new products designed to servecoistomers better, and to ultimately
build value for our shareholders. Offering a widkoice in retail checking -- including a spectrufinterest-

[PHOTO]
Assistant Manager, Ruth D. Louis, at our Toms Rhwanch, greets each customer with a smile.

bearing accounts and a VISA(R) check card -- albbwe to broaden relationships with existing cust@meéhile attracting over 9,000 new
checking accounts. Our investment services, innydiutual funds, annuities and other non-traditipnaducts, also encouraged a full-
service connection that might otherwise have besitd competition.

On that note, retaining customers, enhancing bramaéfic and cross-selling bank services were aomfajcus in 1998 and will continue to be
emphasized going forward.

Our Retall Division is designed to cater to customeeds with a team approach to service that pesviche-stop decision making and even
faster responses to their requests. We believe #fésrts, and other aggressive measures, will tigeBank a competitive edge in 1999 and
beyond.

For example, stronger penetration into the consuazar, equity loan and line of credit markets Wil pursued in 1999, along with our
sustained emphasis on originating residential naggdoans. Retail deposit growth will also contitmée a priority, improving the mix of
core deposits vs. lower-margin funding such as daditional fee income enhancement will also begéb, as will the analysis of office
support functions to provide maximum operatingogfficies. Finally, to increase the Bank's markesence, two new branches will open in
1999, representing our first entree into Monmoudtuity. Our Spring Lake Heights office is schedutadthe third quarter, followed by our
Wall Township office slated for the fourth quarter.

Overall, these efforts are built on the belief ttitughtful planning serves us far better thanibbpbphy of quick fixes. In an age when
consolidations can alter relationships overnigiiaining true to our community bank strengths mall just ensure we survive "merger
mania."

We will thrive because of it.

Checking Account Growth

[BAR CHART APPEARS HERE]

6 . Ocean Financial Corp. . OCI



"l live here...
and work here.
But most banks
[PHOTO] seem to do neither.
Why should |
‘reach high' or
‘climb mountains'
when there's
someone around
the corner who
wants to help me?"

Ocean Financial Corp. . OCFC . i



the state?"

8 . Ocean Financial Corp. . OCI

"Our old bank said
a loan was 'out of
the question.' so |
asked them one:
How can you
make a lending
decision about my
main office when

your's isn't even in

[PHOTO]



The Value of Relationships

A marina owner in Ocean County was content withldnige regional bank. That is, until his businése bf credit matured, and his loan
officer wouldn't return calls. After being "stoog"ufor a scheduled meeting without even receivin@pology, he called the Commercial
Lending team at Ocean Federal instead. Shortly, a&teew $1.2 million line was all his, along witterchant services to help his business
grow faster.

A local doctor's practice in Monmouth County wapaxding, with plans to add an office in Ocean Cpuyiet his commercial mortgage
application had been lingering for a month throughuos bank's vast loan department. With time rograut to acquire the perfect location
asked Ocean Federal for help. Our team respondédawierbal commitment in 24 hours, resulting martgage for the new office and
refinancing the mortgage on the original locatidow he is looking forward to the opening of our nesanch office in Wall Township later
this year.

These are true stories with real, happy endingsfoféhose who've become disenchanted with theitenpolicies of larger, non-community-
based banks, they are actually happy beginnings.

The new relationships developed through our lodinert provide solid proof that no one knows JerShgre businesses better, or underst
their unique challenges quite so well. Which is wihg newly expanded Commercial Lending division $&en such impressive growth in its
short history, improving in sales and shareholddue each year. In 1998, over $26 million in tédains were originated, representing a
41.8% increase from the prior year. Working closeith our retail branch managers and residentradileg officers, our team shared referrals
-- and success stories -- with commercial custonmepsomising markets like commercial real estatanufacturing, and healthcare.

Also in 1998, we expanded our commercial produatuméncluding new enhancements to Cash Manageraeritss like Account Analysis
and Sweep Investment Accounts.

Adding to our core business banking services liggodit accounts, escrow management and employssment plans, we will continue to
roll out new products in 1999. For example, busirasstomers can look forward to Internet accouogés®in 1999, providing added speed
and convenience for their company banking needs.

With an ever present emphasis on quality, loan graemains a priority. Our focus will be to capital on current relationships by providing
in-depth local knowledge and prompt, responsiveiser-- then cross-selling whenever possible ousiness lines. Additionally, Ocean
Federal's growing branch network, including ourarping Monmouth County offices, will also open mareenues.

Of course, our most important "address" isn't ledah any one branch. It is in how we address eastomer: With the respect they deserve
as successful members of our business community.

And with the friendliness one shares with a goagdsor.
[PHOTO]

Mary Huff, Vice President Commercial Lending, \ssit local -- and loyal -- business customer toudisdinancing options for the company's
expansion.

Ocean Financial Corp. . OCFC . ¢



The Value of Commitment

You could call it "investing in our future" with@ositive "return on equity" that Ocean FinancialCshares in the community.
We prefer to think of it as "giving back" to thosto've supported us.

In 1998, our commitment to the community was stesrijan ever, especially in support of the sereigmnizations and programs that make
our neighborhoods a better place to live. This perhaps most obvious through the continued aa#vitf The Ocean Federal Foundation, the
private nonprofit foundation established and fekpensed in 1996 by Ocean Federal Savings Banlotade assistance to charitable
endeavors in our communities.

Over $1.2 million was awarded by the Foundatiobyasr -- including grants to such deserving effa$ programs to support the arts,
education, not-for- profit medical organizationsgdaousing for the disadvantaged.

[PHOTO]
From funding for the disadvantaged to supportHierdrts, the Foundation continues to help impraadity of life in our community.

Cerebral Palsy of Monmouth and Ocean, for exangtitgined over $100,000 to help build a home foiiddals with physical handicaps.
Coastal Caregivers and Caregivers of Toms Rivezived over $37,000 in funding for their ongoingoef§ to provide services for the elderly.
A grant for $73,000 made it possible to establistcal Big Brothers Big Sisters chapter. In additioultural programs such as the "Festivi
the Atlantic" and Brick Township's Summerfest wabde to continue with the assistance of the Fouoal hese popular summer concert
series on our beaches are enjoyed by thousandsidents and vacationers.

On a related note, as most of America cheered tireto a World Championship, we took special pridéhie accomplishments of the 1998
Toms River East Little League team. Although owanldo finance their abeason practice facility may not be the only reamari’home tean
enjoyed such success -- it felt good to be onaaif earliest fans.

Fans, who like all loyal supporters, are with teanh through thick and thin. Just as we've beendoneighbors for nearly 100 years.
[PHOTO]

Crowned World Champion in 1998, the Toms River Hétte League team brought pride and more thaevadmiles to all of us here in
Ocean County.

In 1998, our commitment
to the community was
stronger than ever,
especially in support of
the service organizations
and programs that make
our neighborhoods a
better place to live.

10 . Ocean Financial Corp. . OCI



Selected Consolidated Financial
and Other Data of the Company

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

At December 31, 1998 1997 1996 1995 1994

(dollars in thousands)
Selected Financial Condition Data:

Total assets $1,561,744 $1,510,947 $1,303,865 $1 ,036,445 $ 971,651
Investment securities held to maturity - -- - ________ 127451
Investment securities available for sale 137,405 207,357 174,028 114881 --------
FHLB-NY stock 16,800 14,980 8,457 _%,_7&3_: -------- 7 :3_23
Mortgage-backed securities held to maturity - - - -------- 224569
Mortgage-backed securities available for sale 381,840 457,148 395,542 265113 --------
Loans receivable, net 941,011 783,695 678,728 612696 ------ 5 ;3-5,315
Mortgage loans held for sale 25,140 - 727 1894
Deposits 1,035,251 976,764 934,730 S_BéG_,t:>5_8_ ------ 8 _6-;,420
Federal Home Loan Bank borrowings 30,000 20,400 8,800 10400
Securities sold under agreements to repurchase 282,108 288,200 99,322 ------
Stockholders' equity 197,740 215,544 252,789 92351 ------- 8 2334
For the Year Ended December 31, 1998 1997 1996 1995 1994

(dollars in thousands except per share amounts)

Selected Operating Data:

Interest income $ 105557 $ 98,656 $ 80,236 $ 70,210 $ 63,683
Interest expense 61,399 55,608 43,857 40,004 32,373
Net interest income 44,158 43,048 36,379 30,206 31,310
Provision for loan losses 900 900 700 950 1,129
Net interest income after provision for loan loss es 43,258 42,148 35,679 29,256 30,181
Other income 2,411 2,509 2,881 1,356 2,057
Operating expenses 25,457 23,145 39,206 18,006 17,104
Income (loss) before provision for income taxes 20,212 21,512 (646) 12,606 15,134
Provision for income taxes 7,240 7,687 1,083 4,659 5,405
Net income (loss) $ 12,972 $ 13,825 $ (1,729) $ 7947 $ 9,729
Basic earnings (loss) per share $ 97 $ 90 $  (.39) N/A N/A
Diluted earnings (loss) per share $ 95 $ 88 $ (.39) N/A N/A
Net income before non-recurring items (2) $ 13525 $ 13,825 $ 11,576 $ 7947 $ 9,729

Earnings (loss) per share for 1996 is for the pkfiom July 2, 1996 (date of conversion) to Decenfide 1996 Per share amounts for prior
periods have been adjusted for the two-for-oneks$ptit effected in the form of a 100% stock dividepaid on May 15, 1998.

Selected Consolidated Financial and Other Data (céimued)
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At or for the Year Ended December 31, 1998 1997 199 6 1995 1994

Selected Financial Ratios and Other Data (1):

Performance Ratios:

Return on average assets 0.85% 0.97% (.1 5% 0.80% 1.02%
Return on average assets, as adjusted (2) 088 097 1.0 O ------ O 80102
Return on average stockholders' equity 6.36 6.00 (1.0 3) _____ 9 44 _____ 1 254
Return on average stockholders' equity, as adjust ed (2) 6.63 6.00 6.9 1 ------ 9 44 _____ 1 254
Average stockholders' equity to average assets 13.33 1625 14.4 2 ------ 8 51811
Stockholders' equity to total assets at end of ye ar 12.66 14.27 19.3 9 ------ 8 91847
Average interest rate spread (3) 239 239 26 1 ------ 2 79307
Net interest margin (4) 298 312 3.2 2 ------ 3 13334

Average interest-earning assets to average

interest-bearing liabilities 114.35 117.95 115.8 4 107.98 107.71
Operating expenses to average assets 166 163 3.3 7 ------ 1 82179
Operating expenses to average assets, as adjusted 2) 1.66 1.63 1.7 3 ----- 182179
Operating efficiency ratio (5) 54.67 50.80 99.8 6 ----- 5 7055126
Operating efficiency ratio, as adjusted (2)(5) 53.69 50.80 51.1 1 ----- 5 7055126

Regulatory Capital Ratios (Bank Only):

Tangible capital 10.78 1191 126 9 8.72 8.43
Core capital 10.78 1191 126 9 8.72 8.43
Risk-based capital 22.77 29.88 32.0 4 2134 20.34

Asset Quality Ratios:

Non-performing loans as a percent of total loans receivable (6)(7) 056 070 1.1 2 140 1.83
Non-performing assets as a percent of total asset s (7) 035 045 07 1 097 1.29
Allowance for loan losses as a percent of total | oans receivable (6) 0.76 0.83 0.8 8 0.97 0.94
Allowance for loan losses as a percent of total n on-performing loans (7) 137.54 119.03 78.2 3 69.21 51.27
Number of full-service customer facilities 11 10 9 8 8

(1) With the exception of end of year ratios, alios are based on average daily balances for 1988, 1996 and 1995 and average monthly
balances for 1994.

(2) Performance ratios are calculated to excludeeffect of non-recurring charges in 1998 relatmthe loss on the sale of mortgage-backed
securities and in 1996 relating to a charitableadiom and the special Savings Association Insur&ucel 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 loadsfudeferred loan fees and unamortized
discounts/premiums.

(7) Non-performing assets consist of non-perfornicgams and real estate acquired through forecldSREO"). Nonperforming loans consi
of all loans 90 days or more past due and othawslaathe process of foreclosure. It is the Com{sapglicy to cease accruing interest on all
such loans.
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Management's Discussion and Analysis of
Financial Condition and Results of Operations

General

Ocean Financial Corp. (the "Company") was incorfgtan 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 chedgteapital stock savings bank with the concurfembation of a holding company (“the
Conversion").

The Conversion was completed on July 2, 1996 wighissuance by the Company of 16,776,156 sharés@immon stock in a public
offering to the Bank's eligible depositors and Bamk's employee stock ownership plan (the "ESOR& purchase of 1,342,092 shares of
common stock (8% of the total shares offered) leyBBOP was funded by a loan of $13.4 million frive €ompany.

In exchange for 50% of the net conversion proc€g8%.6 million), the Company acquired 100% of tteeck of the Bank and retained the
remaining net conversion proceeds at the holdimypamy level.

Concurrent with the close of the Conversion, aritamal 1,342,092 shares of common stock (8% ofaffiering) 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 milliems reflected as an expense in
Company's 1996 operating results and as an incteasgital stock and paid in capital for the sam®unt.

The Company had no operations prior to July 2, 1888 accordingly, the results of operations piacthat date reflect only those of the B:
and its subsidiaries.

The Company conducts business, primarily througowtnership of the Bank which operates its admiisie/branch office located in Toms
River and ten other branch offices. Ten of the etelbranch offices are located in Ocean County, Bensey with the eleventh branch in
Middlesex County.

The Company has historically operated as a consonmemted federal savings bank, with a focus oeriffy traditional savings deposit and
loan products to its local community. In recentrge¢the 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) contradiiérisk 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 ratemtmease the core deposit base consistent witafigal management goals; (3) invest funds
in excess of loan demand in mortgage-backed arastment securities; and (4) control operating ezpen

The Company expects to continue to capitalize ®atiengths -- the delivery of traditional thrifogucts and services (primarily singlmily
mortgages) with a high level of customer serviberéby maintaining its community orientation. Déspiis emphasis, the Company took
steps from 1996 to 1998 to modify its historicabmding strategy. With industry consolidation efhiaing most locally headquartered
competitors, the Company saw an opportunity taaflerceived void for locally delivered commerd@gn and deposit services. As such, in
the second half of 1996 the Company assembled @grienced team of commercial lending professioaatsbegan offering commercial Ic
and deposit services and merchant credit cardcgstod businesses in Ocean County and surroundimgnanities.

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 consequerfdhis strategy, management has
developed a well-defined credit policy focusingaurality underwriting and close management and Boawditoring.

With the significant increase in capital arisingrr the stock conversion, the Company adopted adgeestrategy in late 1996 to improve
returns on capital. The strategy included the tesarof most 30-year fixed rate mortgage loans, tobsvhich had previously been sold and
the use of wholesale borrowings to fund purchasé&svestment and mortgage-backed securities. Thetazh of this strategy may increase
the Company's interest rate risk exposure. As nioédalv, management seeks to carefully monitor asess the Company's interest rate risk
exposure while actively managing the balance stmeposition.

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 administrativiBoels. In February 1997, a new branch
opened in Lacey Township. In 1998, the Company egem additional branch office in Toms River durihg second quarter. Branches in
Wall Township and Spring Lake Heights, both in $®ubh Monmouth County, are expected to open duhieddtter part of 1999. The
Company is also evaluating additional office sitéthin its existing market area.

Management is also seeking to diversify its rgiedlduct line. During 1998, the Company began dfifgalternative investment products
(annuities and mutual funds) for sale throughetsit branch network. The products are non- prégme sold through a third party vendor,
and provide the Company with fee income opportasitin 1999, the menu of alternative investmentipcts will be expanded to include life
insurance. The Company is also planning the intrtdn of trust and asset management services dd@ag.



The Company's results of operations are depend@naply on net interest income, which is the difece between the interest income ea
on the Company's interest-earning assets, sugaas hnd investments, and the interest expends imtdrest-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 bénejeneral and administrative
expenses, federal deposit insurance premiums, aocymnd equipment expenses, marketing expensestlardoperating expenses. The
Company's results of operations are also signifigaifected by general economic and competitiveditions, particularly changes in market
interest rates, government policies and actioneg@ilatory agencies.
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Management of Interest Rate Risk

Market risk is the risk of loss from adverse chanigemarket prices and rates. The Company's masdkearises primarily from interest rate
risk inherent in its lending, investment and deptasiing activities. The Company's profitabilityaffected by fluctuations in interest rates. A
sudden and substantial increase in interest radgsadiversely impact the Company's earnings toxtenethat the interest rates borne by
assets and liabilities do not change at the samedspo the same extent or on the same basisatertd, management actively monitors and
manages its interest rate risk exposure.

The principal objectives of the Company's interagt risk management function are to evaluaterttezast rate risk included in certain
balance sheet accounts; determine the level ofapgkopriate given the Company's business focieratipg environment, capital and
liquidity requirements and performance objectivaas] manage the risk consistent with Board apprguédelines. Through such
management, the Company seeks to reduce the vhilitgraf its operations to changes in interesegatThe 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 thegamy's asset/liability policies
and interest rate risk position. The ALCO Committeeets monthly and reports trends and the Compantgiest rate risk position to the
Board of Directors on a quarterly basis. The extéihe movement of interest rates, higher or lgugean uncertainty that could have a
negative impact on the earnings of the Company.

In recent years, the Company has utilized the faohig strategies to manage interest rate risk:nfipleasizing the origination for portfolio of
fixed-rate mortgage loans having terms to matwitgot more than fifteen years, adjustable-rateso@and consumer loans consisting
primarily of home equity loans and lines of credii); holding primarily short-term and/or adjustablate mortgage-backed and investment
securities; and (iii) attempting to reduce the allénterest rate sensitivity of liabilities by ehmsizing core and longer-term deposits. The
Company also periodically sells 30-year fixed-ratertgage loans into the secondary market. In détémmwhether to retain 30- year fixed-
rate mortgages, management considers the Compaweyall interest rate risk position, the volumeso€h loans, the loan yield and the types
and amount of funding sources. During 1997 and 1888 ompany began retaining most of itsy8@ fixed rate mortgage loan productiol
order to improve yields and increase balance daeetage. Management felt that the significant tedypiosition of the Company resulting
from the Conversion, mitigated the additional intgrate risk associated with retaining these ragetg. Additionally, the Company extended
the maturity on part of its wholesale borrowingsdp to ten years.

The matching of assets and liabilities may be awal\by examining the extent to which such assetdiahilities are "interest rate sensitive"
and by monitoring an institution's interest ratassvity "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 intebestring liabilities maturing or repricing
within that time period. A gap is considered pesitiwvhen 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-bearingjlitées. 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.

At December 31, 1998 the Company's one year gapegative 10.6%. In performing this calculationcept as stated below, the amount of
assets and liabilities which reprice or maturemyia particular period were determined in accordamith the earlier of term to repricing or
the contractual maturity of the asset or liabilllpans receivable reflect principal balances exguttd be redeployed and/or repriced as a
result of contractual amortization and anticipgteebayments of adjustable-rate loans and fixedloates, and as a result of contractual rate
adjustments on adjustable-rate loans. Loans odaesal properties were projected to repay at ragdween 6% and 30% annually. Mortgage-
backed securities were projected to prepay at katgeen 20% and 30% annually. Passbook accowegstiable order of withdrawal

("NOW") and money market accounts were assumeéd¢aydat 3.33% per month. Prepayment and decayaaielsave a significant impact

on the Company's estimated gap. There can be ncaase that projected prepayment rates for loadsvartgage-backed securities will be
achieved or that projected decay rates will bezedl
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Certain shortcomings are inherent in gap analf&sis example, although certain assets and liatsliti@y have similar maturities or periods to
repricing, they may react in different degreeshianges in market interest rates. Also, the intesget on certain types of assets and liabilities
may fluctuate in advance of changes in market @sterates, while interest rates on other types lagpehind changes in market rates.
Additionally, certain assets, such as adjustaltiedcans, have features which restrict changestérést rates both on a short-term basis and
over the life of the asset. Further, in the evdrat change in interest rates, prepayment and detay would likely deviate significantly from
those assumed in the calculation. Finally, theitsdmf many borrowers to service their adjustatdée loans may be impaired in the event ¢
interest rate increase.

Another method of analyzing an institution's exgedo interest rate risk is by measuring the changkee institution's net portfolio value
("NPV") and net interest income under various ies¢rate scenarios. NPV is the difference betwikemét present value of assets, liabilities
and off-balance sheet contracts. The NPV ratianiy interest rate scenario, is defined as the NP¥at scenario divided by the market value
of assets in the same scenario. The Company's#tterte sensitivity is monitored by managemermuhh the use of an interest rate risk
("IRR™) model which measures IRR by modeling tharae in NPV and net interest income over a rangetefest rate scenarios. The Office
of Thrift Supervision ("OTS") also produces an NBMy analysis using its own model, based upon sialbenitted on the Bank's quarterly
Thrift Financial Reports, the results of which mayy from the results provided by the Company's ehqotrimarily due to differences in the
assumptions utilized including estimated loan pyepent rates, reinvestment rates and deposit dextay.The table below sets forth the
Company's NPV and net interest income as of Dece8thel998 and 1997, as calculated by the Company.

As is the case with the gap calculation, certabrtslomings are inherent in the methodology usefiénNPV and net interest income IRR
measurements. The model requires the making adineassumptions which may tend to oversimplifyrirenner in which actual yields and
costs respond to changes in market interest railess, the model assumes that the compositionefdbmpany's interest sensitive assets and
liabilities existing at the beginning of a peria@ains constant over the period being measuredn8ethe model assumes that a particular
change in interest rates is reflected uniformlyoasrthe yield curve regardless of the durationatunity or repricing of specific assets and
liabilities. Third, the model does not take int@agnt the Company's business or strategic plansomingly, although the measurements
below do provide an indication of the Company's lEposure at a particular point in time, such messents are not intended to provide a
precise forecast of the effect of changes in marketest rates on the Company's net interest iecand can be expected to differ from actual
results.

December 31, 1998 December 31, 1997
Change in - -—---mmremmrrmm e ek e
Interest Net Portfolio Value N et Interest Income Net Portfolio Value Net Interest Income
Rates in -- R
Basis Points NPV NPV
(Rate Shock) Amount % Change Ratio Amount % Change Amount % Change R atio Amount % Change
(dollars in thousands)
400 $ 140,420 (42.6)% 100 $ 40,490 (16.1)% $148,630 (40.7)% 109 $ 36,892 (22.1)%
300 170,890 (30.1) 11.8 43,131 (10.6) 181,482 (27.6) 12.9 40,423  (14.6)
200 202,431 (17.2) 135 45,347 (6.0) 213,613 (14.8) 14.7 44,085 (6.9)
100 225,510 (7.8) 14.7 46,979 (2.7) 234,059 (6.6) 15.8 45,959 (2.9)
Static 244,538 - 15.5 48,260 - 250,697 - 16.5 47,342
(100) 256,618 4.9 15.9 49,023 1.6 255,243 1.8 16.5 48,446 2.3
(200) 261,974 7.1 15.9 49,392 2.3 256,799 2.4 16.3 49,072 3.7
(300) 264,595 8.2 15.9 49,336 2.2 258,282 3.0 16.1 50,261 6.2
(400) 264,239 8.1 15.6 48,951 14 258,579 3.1 15.8 51,310 8.4
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Analysis of Net Interest Income

Net interest income represents the difference batvicome on intere-earning assets and expense on interest-bearhititiées. Net interest
income also depends upon the relative amountgefest-earning assets and interest- bearing ligsiland the interest rate earned or paid on
them.

The following table sets forth certain informatigiating to the Company at December 31, 1998 anddoh of the years ended Decembel
1998, 1997, and 1996. The yields and costs areatkhy dividing income or expense by the averadgnioa of assets or liabilities,
respectively, for the periods shown except whetedotherwise. Average balances are derived framnage daily balances. The yields and
costs include fees which are considered adjustntentglds.

At December 31, Ye ars Ended December 31,
1998 1998 1997
Ave rage Average Average
Yi eld/ Average Yield/ Averag e Yield/

Balance C

Assets:

Interest-earning assets:

Interest-earning deposits and

ost Balance

Interest Cost  Balanc

e Interest Cost

short-term investments $ 7,424 2 94% $ 5375 $ 295 549% $ 2,85 2$ 155 543%
Investment securities (1) 137,405 6 .50 173,158 11,461 6.62 196,65 O ----- 13302 ----- 676
Loans receivable, net (2) 966,151 7 .55 863,172 67,038 7.77 725,86 6 ----- 5 7540 ----- 793
Mortgage-backed securities (3) 381,840 6 .32 423,516 25,669 6.06 442,50 O ----- 2 6907 ----- 608
FHLB stock 16,800 7 .00 15,096 1,094 7.25 11,27 1_““7één;.3_67
Total interest-earning assets 1,509,620 7 .11 1,480,317 105,557 7.13 1,379,13 9 ----- 9 8656 ----- 715
Non-interest-earning assets 52,124 49,428 38,82 9 ----------------------
Total assets $1,561,744 $1,529,745 $1,417,96 8 ----------------------
Liabilities and Equity:

Interest-bearing liabilities: T
Money market deposit accounts $ 77,690 2 .59% $ 71,800 2,026 2.82% $ 68,97 2 ------ 2 028 ----- 294%
Savings accounts 172,036 2 .03 167,058 3,442 2.06 168,73 3 ------ 3 877 _____ 230
NOW accounts 106,363 1 .59 89,679 1,517 1.69 77,78 5_ ------ 1 :3_8_8 _____ 1_78
Time deposits 657,008 5 .35 663,483 36,819 555 637,42 5_ ----- é 5_(_5(;7_ ----- éGO
Total 1,013,097 4 .18 992,020 43,804 4.42 952,91 5- ----- A-l 2-§é0- ----- 4-1 “51
FHLB borrowings 30,000 5 .13 19,947 1,061 5.32 7,20 7""-4i4i"-5-74
Securiies sold under

agreements to repurchase 282,108 5 .33 282,590 16,534 5.85 209,08 9 12,234 5.85
Total interest-bearing liabilities 1,325,205 4 45 1,294,557 61,399 4.74 1,169,21 1 ----- 5 5608 ----- 4 “76
Non-interest-bearing liabilities 38,799 31,222 18,39 5 ----------------------
Total liabilities 1,364,004 1,325,779 1,187,60 6_ ----------------------
Stockholders' equity 197,740 203,966 230,36 2 ----------------------
Total liabilities and equity $1,561,744 $1,529,745 $1,417,96 8 ----------------------
Net interest income sa4158 $43048 --------
Net interest rate spread (4) 2 .66% 230% 239%
Net interest margin (5) 3 .20% 208% 312%
Ratio of interesteaming assets T

to interest-bearing liabilities 113.92% 114.35% 117.95%




Average
Average Yield/
Balance Interest Cost

Assets:

Interest-earning assets:

Interest-earning deposits and

short-term investments $ 4872 % 251 5.15%
Investment securities (1) 148,378 97i0--654
Loans receivable, net (2) 637,453 503-24 --------- 7-89
Mortgage-backed securities (3) 331,669 194-13 --------- 5-85
FHLB stock 8,323 53 646
Total interest-earning assets 1,130,695 802-36 --------- 7-10
Non-interest-earning assets s180
Total assets s116250

Liabilities and Equity:

Interest-bearing liabilities:

Money market deposit accounts $ 70,209 1,994 2.84%
Savings accounts 175,060 406-59--2é2
NOW accounts 72,265 T1a71 190
Time deposits 609,620 335-55 --------- 5-50
Total 927,154 20989 442
FHLB borrowings 30,000 39,135 225-)8--52-37
Securities sold under
agreements to repurchase 9,803 570 5.81
Total interest-bearing liabilities 976,092 438-57 --------- 4-49
Non-interest-bearing liabilities 8778
Total liabilities o9ag70
Stockholders' equity w763

Total liabilities and equity $ 1,162,505

Net interest income $36,379
Net interest rate spread (4) 2.61%
Net interest margin (5) 3.22%

Ratio of interest-earning assets
to interest-bearing liabilities 115.84%

(1) Includes investment securities available fde.sa

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

(3) Includes mortgage-backed securities availanséle.
(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 inter-earning asset:
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Rate Volume Analysis. The following table presehts extent to which changes in interest rates dadges in the volume of interest-earning
assets and interest-bearing liabilities have adfitthe Company's interest income and interest esepeuaring the periods indicated.
Information is provided in each category with respe: (i) changes attributable to changes in va@yghanges in volume multiplied by prior
rate); (ii) changes attributable to changes in felb@anges in rate multiplied by prior volume); dii) the net change. The changes attributable
to the combined impact of volume and rate have ladlenated proportionally to the changes due tawa and the changes due to rate.

Year Ended December 31, 1998 Year Ende
Compared to
Year Ended December 31, 1997 Year Ende

d December 31, 1997
Compared to
d December 31, 1996

Increase (Decrease) Inc rease (Decrease)
Due to Due to
Volume Rate Net Volume Rate -------- Net
nterest-caming assets: /T
Interest-earning deposits and short-term investme nts $ 138 $ 2 $ 140 $ (109) $l3$(96)
Investment securities (1,569) @72) L84l 325 3 36 ------ 3 592
Loans receivable, net 10,681 (1,183) 9,498 6062 2 54 ------ 7 216
Mortgage-backed securities (1,150) @) (1238 6705 7 89 ------ 7 494
FHLB stock 272 70 342 v 1 _8-““““2_;[:1-
Total interest-earning assets 8,372 (1,471) 6,901 17,010 1410 ------ 1 8420
Interest-bearing liabilities: T
Money market deposit accounts 82 (84) 2) @ 6 934
Savings accounts (38) (397) (435) ass (37) ------ (192)
NOW accounts 202 (73) 129 w04 (87) -------- 1 7
Time deposits 1,469 (317) 1,152 1500 6 02 ------ 2 112
Total 1,715 (871) 844 1424 é 4;7- ------ 1 -971
FHLB borrowings 679 32) 647 (L83 (50)(1884)
Securities sold under agreements to repurchase 4,300 - 4,300 11,660 411664
Total interest-bearing liabilities 6,694 (903) 5,791 1250 5 01 ----- 11751
Net change in net interest income $ 1678 $ (568) $ 1,110 $ 5,760 $909$6669

Comparison of Financial Condition at December 3B8and December 31, 1997
Total assets at December 31, 1998 were $1.562riliin increase of $50.8 million, compared to $1 billion at December 31, 1997.

Investment securities available for sale decreageb70.0 million, to a balance of $137.4 millionzecember 31, 1998, compared to a
balance of $207.4 million at December 31, 1997, modgage-backed securities available for saleedsad by $75.3 million, to $381.8
million at December 31, 1998, from $457.1 milliarDecember 31, 1997. The investment and mortgagkeltlsecurities available for sale
portfolios decreased in order to fund growth in Bamk's loans receivable. In December 1998, thekBéso sold $51.3 million of adjustable-
rate mortgage-backed securities with high prepaymeseds. The sale proceeds funded the purch&28 & million in whole loans. Loans
receivable, net, increased by $157.3 million, 26, to a balance of $941.0 million at Decemberl®B8, compared to a balance of $783.7
million at December 31, 1997. The increase waslgragttributable to robust residential loan groititluding mortgage refinance activity)
the Bank's market area, as well as commercial tgn@including commercial real estate) initiativelsieh accounted for $20.4 million of this
growth. Included in the residential loan growti$i25.7 million of 30-year fixed-rate mortgage loavtsch the Bank retained in portfolio,
while $16.1 million of 30-year fixedate mortgage loans were sold. The Company istalkbng $25.1 million of mortgage loans held foles
at December 31, 1998, all of which were 30-yeagdixate mortgage loans. The sale was completeghumady 1999 at an after-tax gain of
$328,000. In the past, the Bank has often sold wfass fixed-rate 30-year loan production into gecondary market. For the loans retained,
the Bank acquired funding with terms of three toyears, mitigating part of the interest rate askociated with retaining these mortgages.

Total deposits at December 31, 1998 were $1.036rilan increase of $58.5 million, compared to&87million at December 31, 1997. On
June 29, 1998, the Company completed the purcHa&&E0d7 million in deposit balances from Summit BarWhiting, New Jersey branch,

a deposit premium of $1.0 million. Stockholdersliggat December 31, 1998 was $197.7 million, coragdo $215.5 million at December
31, 1997. The Company repurchased 1.1 million shafeommon stock during the year ended Decemhet @8 for $18.6 million, fully
completing the remainder of a 5% repurchase progmamounced in October 1997; another 5% repurchagggm announced in July 1998;
and partially completing an additional 5% repurehpsogram announced in November 1998. Additionallyjng the second quarter of 1998,
the Company loaned $8.2 million to the Bank's Em@éoStock Ownership Plan ("ESOP" or the "Plan")ohfenabled the ESOP trustee to
purchase 422,500 shares of common stock. Allocatifbming the initial 12 year ESOP term which expireyear 2008, will not be affect



by the purchase of these shares and, therefolmgmpensation expense will be recognized by the @Gompelating to the allocation of these
shares to plan participants until at least the 689.

Results of Operations

General

Net income decreased to $13.0 million for the y@ated December 31, 1998 as compared to net incb&18@ million for the year ende
December 31, 1997. Diluted earnings per share, henvecreased 8.0%, to $.95 for the year endece®ber 31, 1998, as compared to $.88
for the year ended December 31, 1997.
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The increase in earnings per share is the restittoCompany's repurchase program and the addi&$@P purchases, both of which
reduced the number of shares outstanding for pagpofcalculating earnings per share.

Interest Income

Interest income for the year ended December 318 18& $105.6 million, compared to $98.7 million foe year ended December 31, 1997,
an increase of $6.9 million or 7.0%. The increasmierest income was the result of an increaskdraverage balance of loans receivable
which increased by $137.3 million for the year ehBecember 31, 1998. The increase in the yearypear-average balance of loans
receivable more than offset a $42.5 million deaedaghe average balance of investment and mortgagked securities. Overall interest-
earning assets increased $101.2 million for the gaded December 31, 1998, as compared to theepelad December 31, 1997. The ave
yield declined slightly to 7.13% for the year end&etember 31, 1998, as compared to 7.15% for thegmded December 31, 19!

Interest Expense

Interest expense for the year ended December 38, W8s $61.4 million, compared to $55.6 million floe year ended December 31, 1997,
an increase of $5.8 million, or 10.4%. The increadsaterest expense was primarily the result ofrenease in the average outstanding
balance of total borrowings

(Federal Home Loan Bank and securities sold unglereaments to repurchase)

which increased by $86.2 million for the year enB@etember 31, 1998, as compared to the same mérperiod and an additional increase
in average interest-bearing deposits of $39.1 anilfor the year ended December 31, 1998, as compatbe same prior year period. The
increase in wholesale borrowings was part of arbaye strategy adopted in late 1996 to improve nston invested capital. Proceeds from the
borrowings were invested in mortgage loans andstment and mortgage-backed securities. The avesj®f interest-bearing liabilities
decreased to 4.74% for the year ended Decembé938, as compared to 4.76% for the same prior yeaod.

Provision for Loan Losses

For the year ended December 31, 1998, the Comparoyssion for loan losses was $900,000, uncharfiged the same prior year period.
The Company's non- performing assets declined b ®illion at December 31, 1998, as compared toeDdxer 31, 1997 allowing for stable
provisions despite loan growth.

Management of the Company is responsible for therdenation of the level of the allowance for Idasses. The allowance for loan losses is
maintained at a level sufficient to provide foriestted losses based on evaluating known and inheasés in the loan portfolio and upon
management's continuing analysis of the factoretyidg the quality of the loan portfolio. Thesetiars 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 assuredycdetermination of the existence and realizableevaf the collateral and guarantees
securing the loan. Additions to this allowance @rarged to earnings. In addition, various regulasmyencies, as an integral part of their
examination process, periodically review the Baak@wance for loan losses. Such agencies may et Bank to provide additions to the
allowance based upon information available to tlaéthe time of their examination. Although managetuses the best information
available, future adjustments to the allowance bmpecessary due to economic, operating, regulatafyother conditions beyond the
Company's control.

Other Income

Other income decreased to $2.4 million for the yaated December 31, 1998, compared to $2.5 miliothe same prior year period. The
decrease was due to the recognition of a $850@3¥)dn the sale of mortgage-backed securitiesuBixg the loss, other income increased
$752,000, or 30.0% for the year ended Decembet @8, as compared to the prior year. The increaseprimarily due to gains recognized
on the sale of 30-year fixed-rate mortgage loats¢hvthe Company periodically sells as part ofrttenagement of interest rate risk. These
gains amounted to $228,000 for the year ended Deee81, 1998. Additionally, deposit related feesr{jpf fees and service charges)
increased by $476,000 for the year ended Decenlhed®8, as compared to the same prior year petigelfo growth in commercial account
services and retail core account balances. The @oynglso realized $104,000 in fee income during8fé8@m the sale of alternative
investment products, a service the Company intrediate in this year's second quarter. The growthése fees was partly offset by
reductions in loan servicing fees due to prepaymehthe loans underlying the servicing portfolietal servicing fee income declined by
$424,000 for the year ended December 31, 199&rapared to the prior year.

Operating Expenses

Operating expenses were $25.5 million for the wrated December 31, 1998, an increase of $2.3 mitlionpared to the same prior year
period. For the year ended December 31, 1998, rtiagkexpense increased $677,000 as the Bank aggriyssromoted its new retail
checking products. The Bank also opened its eléMeranch office in early April of 1998. Out-of-patiexpenses associated with readying
the Company's data processing systems for the 2680 amounted to $102,000 during 1998.

Provision for Income Taxes

Income tax expense was $7.2 million for the yeaeenDecember 31, 1998, compared to $7.7 millioriferyear ended December 31, 1¢



The effective tax rate was relatively stable aB3&for the year ended December 31, 1998, as comhpau®b.7% for the same prior year
period.

Comparison of operating results for the years emdstember 31, 1997 and December 31, 1996
General

Net income increased to $13.8 million for the yeaded December 31, 1997, as compared to a netfl®ds7 million for the year ende
December 31, 1996. Prior year amounts were adyea$iegicted by a charge of $5.7 million ($3.7 mitliafter tax) representing the Bank's
share of a special assessment to recapitalizeatiags Association Insurance Fund ("SAIF") of tHal€. Additionally, concurrent with the
close of the Company's stock offering on July 26,.3he Company funded The Ocean Federal Foundaitbra one-time donation of
1,342,092 shares of common stock, resulting ineaigghof $13.4 million ($9.7 million after tax).

Interest Income

Interest income for the year ended December 317 18& $98.6 million, compared to $80.2 million foe year ended December 31, 199€
increase of $18.4 million, or 23.0%. The increasmierest income was the result of increasesaratlerage size of the investment and
mortgage-backed securities available for sale pliot, due to the investment, in 1997, of fund®reed from wholesale borrowings. Also,
the average balance of loans receivable increa&@d #nillion for the year ended December 31, 1887compared to the same prior year
period. The increase in interest income was furdugmented by an increase in the yield on averageeist earning assets, which improve
7.15% on average in 1997, from 7.10% on averad®96.

Interest Expense

Interest expense for the year ended December 3%, w8s $55.6 million, compared to $43.9 million foe year ended December 31, 1996,
an increase of $11.7 million or 26.8%. The
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increase in interest expense was primarily thelre$an increase in the average outstanding belaftotal borrowings, as previously
discussed, and a smaller average increase in depbise average cost of interest-bearing liabditéso increased to 4.76% for the year ended
December 31, 1997, as compared to 4.49% for the gaior year period due to a greater percentagease in higher cost wholesale funding
over retail deposit funding.

Provision for Loan Losses

For the year ended December 31, 1997, the Comparoyssion for loan losses was $900,000, comparek¥ 00,000 for the same prior year
period. The increase was due to overall loan gramththe introduction of commercial business loahikh generally carry greater credit ri
than the 1-4 family mortgage loans which have lberBank's historical focus.

Other Income

Other income was $2.5 million for the year endedddeber 31, 1997, compared to $2.9 million for tame prior year period. Income from
the net gain (loss) on sales of loans and secsidigereased $410,000 for the year ended Decemb&831, compared to the same prior year
period. The decrease was due to the recognitienla$s of $142,000 in 1997 on the sale of a moegdsrked security. Additionally, the
Company sold $2.7 million of 30-year fixed rate tgage loans in 1997, a decrease of $21.5 milliocoagpared to $24.2 million sold in
1996. Management determined that the significapitalaposition of the Company mitigated the additibinterest rate risk associated with
retaining these mortgages.

Operating Expenses

Operating expenses were $23.1 million and $39.Ramifor the year ended December 31, 1997, a deeref$16.1 million compared to the
same prior year period. The charitable donatiofhte Ocean Federal Foundation in the third quafté®86 accounted for $13.4 million of
the decrease. Additionally, federal deposit insceaexpense declined by $7.3 million for the yeateghDecember 31, 1997, compared to the
same prior year period due to the special SAIFssssent of $5.7 million recorded in the third quadi1996. As a result of the special
assessment insurance premiums on SAIF-insured idepeslined to 6.5 basis points per $100 of deépadfective January 1, 1997, as
compared to 23 basis points in 1996.

The increase in compensation and employee berefiisnse of $3.7 million for the year ended Decen3fied 997, as compared to the same
prior year period, was due to the expense assdorith the amortization, beginning in February 198f7incentive stock awards and the
higher expense associated with the Bank's Empl8yeek Ownership Plan as a result of the increaieeiifCompany's stock price over its
initial $10 per share cost. The ESOP expense waly péfset by eliminating matching contributionader the Bank's 401K Plan.

Equipment expense increased by $426,000 for theereted December 31, 1997, compared to the sameygar period due to the
establishment of two new branch offices and theaghg of computer equipment. General and administrakpenses increased by $386,000
for the year ended December 31, 1997, compardtkteame prior year period due to expenses assbevétte operating as a publicly-owned
holding company.

Provision for Income Taxes

Income tax expense was $7.7 million for the yeaeenDecember 31, 1997, compared to $1.1 millioriferyear ended December 31, 1996
due to the significant increase in income befoodine taxes.

Liquidity and Capital Resources

The Company's primary sources of funds are depgsitecipal and interest payments on loans and gage-backed securities, FHLB and
other borrowings and, to a lesser extent, investmmaturities and proceeds from the sale of loamssa&curities. While scheduled amortiza
of loans are predictable sources of funds, deflosis and mortgage prepayments are greatly infladrxy general interest rates, economic
conditions and competition. The Company has otberces of liquidity if a need for additional fundsses, including an overnight line of
credit and advances from the FHLB.

At December 31, 1998, the Company had $30.0 mitiboutstanding overnight borrowings from the FHItBpresenting an increase from
$20.4 million at December 31, 1997. The Companizes the overnight line from time to time to fusidort-term liquidity needs. The
Company also borrowed $282.1 million at Decemberl398 through securities sold under agreemereparchase, a decrease from $288.2
million at December 31, 1997. These borrowings vuesed to fund a wholesale leverage strategy designienprove returns on invested
capital.

The Company's cash needs for the year ended Dec&hpb#998, were principally provided by maturit@snvestment securities available

for sale, principal payments on loans and mortdaaygked securities, proceeds from the sale of mgetdpacked securities, and increased
deposits, including a deposit acquisition. The qaslvided was principally used for investing adtas, which included the purchase of
investment and mortgage-backed securities, thénatign of loans and the purchase of treasury stBokthe year ended December 31, 1997,
the cash needs of the Company were primarily sadidgfy principal payments on loans and mortgagddshsecurities, securities sold under
agreements to repurchase and increased depositgash provided was principally utilized for loargmations, purchases of investment :



mortgage-backed securities and the purchase afungatock.

Federal regulations require the Bank to maintainimiim levels of liquid assets. The required pemgathas varied from time to time based
upon economic conditions and savings flows andiisently 4% of net withdrawable savings depositd barrowings payable on demand or
in one year or less during the preceding calendartm Liquid assets for purposes of this ratioudel 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 assetdependent on the Bank's operating, financinglimgnand investing activities during any
given period. As of December 31, 1998 and 1997Btnek's liquidity ratios were 12.5% and 9.8%, resipely, both in excess of the
minimum regulatory requirement.

At December 31, 1998, the Bank exceeded all aktsilatory capital requirements with tangible calpif $167.9 million, or 10.8%, of total
adjusted assets, which is above the required t&E\&23.4 million or 1.5%; core capital of $167.9lan or 10.8% of total adjusted assets,
which is above the required level of $46.8 million,3.0%; and risk-based capital of $175.1 million22.8% of riskweighted assets, which
above the required level of $61.5 million or 8.0Pke Bank is considered a "well capitalized" ingtito under the Office of Thrift
Supervision's prompt corrective action regulations.

Impact of Year 2000

The Company has developed a formal project plardépare its systems, hardware and facilities ferbar 2000. The project plan has been
in place since 1997 and was developed followinglgiiries set forth by the Federal Financial Ingttug Examination Council. These
guidelines mandate that the Year 2000 project addiee specific phases: awareness, assessmenyatam, validation (testing), and
implementation. During the first quarter of 1998 Bank completed the awareness and assessmeas fiyaislentifying all potentially
impacted systems and vendors. During the fourthtquaf
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1998, vendors were carefully monitored to ensuat Yrear 2000 compliant software and hardware wégated on schedule to meet testing
time frames. As a result, the renovation phasesuastantially complete at December 31, 1998.

In September 1998 BISYS, the Bank's data procesgjagt and the primary provider of mission critisatvices, delivered remediated
software and provided a testing facility for Ye&@08 validation purposes. In conjunction with BIS¥8heduled testing commenced in
November 1998 and is expected to continue throughcMof 1999. During that time, all mission critisgstems and functions that BIS®
provides will be tested by Company personnel taesensompliance. A formal reporting structure betwB#SYS and the Company has been
designed to ensure the timely correction of anyésfound during testing. In the event that théatbn process proves existing services to
be non-compliant, a contingency agreement with EBBS¥lows the Company the option to convert to by ftbmpliant system by the end of
1999. All other primary service providers have ctetgd the Year 2000 reprogramming. Testing witls¢heendors is underway and is also
expected to be completed by March 1999.

The Company has completed inventories of all missittical functions, funds takers and funds prevel and is making every effort to ens
compliance in each of these areas. In the casalofd caused by a Year 2000 problem, the Banldbasmented contingency plans that will
be initiated to resolve mission critical issues.

The Company has established a formal process fasuanimg potential credit risk associated with theaily2000. Major customers in the
Residential and Commercial Loan portfolios havenbegsessed to determine an appropriate risk ratidghe Company is monitoring the
progress of these borrowers towards Year 2000 dang@ on an ongoing basis.

Expenses related to the Bank's Year 2000 effat®B8 totaled $327,000. This expense consists d $00 in costs associated with the
renovation of software, hardware purchases anduttimg charges and $225,000 representing an egtinfahe direct cost for compensation
and fringe benefits of internal employees workimgttoe Year 2000 project. The Bank expects to spenadditional $400,000 to $600,000 in
1999. This figure represents costs associatedimitthting customer awareness programs, testinglémentation and consulting expenses
and includes $125,000 to $175,000 for the direst obinternal employees. Estimated expenses amgpledion dates associated with this
project are based upon all known facts and avaleddources. The Company expects that the repeesestimates will not change materia
but there can be no guarantee that the estimaliesenachieved. Factors that may influence chaimgestimates include, but are not limited
to, expenses associated with obtaining qualifiedqrenel, ability to correctly identify and renovatéfunctions related to the Year 2000 and
other similar items.

The Company believes that it is taking all reasémateps to prepare for the Year 2000, especialtiie case of mission critical functions.
However, management cannot make representationaltisgstems and especially those of significaintitparties will be Year 2000
compliant or that they will not be adversely afeetby Year 2000 issues.

Impact of Inflation and Changing Prices

The consolidated financial statements and notestiv@resented herein have been prepared in acw@déth 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 assd 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. Intgreates do not necessarily move in the
same direction or to the same extent as the pfigeads and services.

Impact of New Accounting Pronouncements

In June 1997, the Financial Accounting Standardsr@¢'FASB") issued Statement of Financial AccoogtStandards No. 131, Disclosures
about Segments of an Enterprise and Related InfaméSFAS 131). SFAS 131 establishes standardhéway public business enterprises
are to report information about operating segmienénual financial statements and requires thosergrises to report selected financial
information about operating segments in interinaficial reports to shareholders. SFAS 131 is effedtr financial statements for periods
beginning after December 15, 1997. Based uponufremt operations of the Company and establishgartiag mechanisms, the Company
does not have separate reportable operating segaed; therefore, the adoption of SFAS 131 dichask an impact on the company's
financial disclosures.

In June 1998, the FASB issued SFAS No. 133, "Actingrfor Derivative Instruments and Hedging Actieg." This statement establishes
accounting and reporting standards for derivatiggruments, and for hedging activities. SFAS N@& 48persedes the disclosure requiren
in SFAS No. 80, 105 and 119. This statement iscéffe for fiscal years beginning after June 15,949Bhe adoption of SFAS No. 133 is not
expected to have a material impact on the finapmaltion or results of operations of the Company.

In October 1998, the FASB issued SFAS No. 134 "Aating for Mortgage-Backed Securities Retainedrdfte Securitization of Mortgage
Loans Held for Sale by a Mortgage Banking Entegptighis Statement amends FASB Statement 65 "Adoayfor Certain Mortgage
Banking Activities" to require that after the sdtimation of mortgage loans held for sale, an grgitgaged in mortgage banking activities
classify the resulting mortgadmcked securities or other retained interests baisét ability and intent to sell or hold thosgéstments. Thi
Statement is effective for the first fiscal quatteginning after December 15, 1998. The adoptiahisfStatement is not expected to have a
material impact on the financial position or resuf operations of the Compatr



Private Securities Litigation Reform Act Safe HarBtatement

In addition to historical information, this annuaport may include certain forward looking statetsdrased on current management
expectations. The Company's actual results cotiierdnaterially from those management expectatifastors that could cause future results
to vary from current management expectations irglbdt are not limited to, general economic condij legislative and regulatory changes,
monetary and fiscal policies of the federal goveentmchanges in tax policies, rates and regulatiéfisderal and state tax authorities,
changes in interest rates, deposit flows, the @foitnds, demand for loan products, demand fomfione services, competition, changes in the
quality or composition of the Bank's loan and inwgent portfolios, changes in accounting principfasicies or guidelines, and other
economic, competitive, governmental and technolddactors affecting the Company's operations, etarkproducts, services and prices.
Further description of the risks and uncertaintiiethe business are included in Item 1, BUSINES®efCompany's 1998 Form 10-K.
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Consolidated Statements of Financial Conditions

December 31, 1998 and 1997 1998 1997

(dollars in thousands, except per share amounts)
Assets

Cash and due from banks $

Investment securities available for sale (notes 4, 11 and 15)

Federal Home Loan Bank of New York stock, at cost ( note 15)

Mortgage-backed securities available for sale (note s 5,11 and 15)

Loans receivable, net (notes 6 and 15)

Mortgage loans held for sale

Interest and dividends receivable (note 7)

Real estate owned, net (note 9)

Premises and equipment, net (note 8)

Other assets (note 12)

Total assets $1

Liabilities and Stockholders' Equity

Deposits (note 10) $1

Federal Home Loan Bank borrowings (note 15)

Securities sold under agreements to repurchase (not e1l)

Advances by borrowers for taxes and insurance

Other liabilities (notes 12 and 13)

Total liabilities 1

Stockholders' Equity (notes 2, 3, 12, 13 and 14):

Preferred stock, $.01 par value, 5,000,000 shares authorized, no shares issued

Common stock, $.01 par value, 55,000,000 shares a uthorized, 18,118,248 shares issued

and 14,629,776 and 15,705,720 shares outstanding at December 31, 1998 and 1997, respectively 181 181
Additional paid-in capital 1783_09_>1;7223
Retained earnings-substantially restricted 1039_82 ________ ;;,487
Accumulated other comprehensive (loss) income (122_6)_>_989

Less: Unallocated common stock held by

Employee Stock Ownership Plan (17,376) (10,903)
Unearned Incentive Awards (596_3) ________ ( ;,_5;97)
Treasury stock, 3,488,472 and 2,412,5 28 shares
at December 31, 1998 and 1997, respe ctively (60,167) (41,536)

Total stockholders' equity 1977_40—-25.5544

Commitments and contingencies (note 15)

Total liabilities and stockholders' equity $1 ,561,744  $1,510,947

See accompanying notes to consolidated financsgisients.
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Consolidated Statements of Income
and Comprehensive Income

Years Ended December 31,1998, 1997 and 1996

(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 lo

Other income:

Fees and service charges

Net (loss) gain on sales of loans and securities
(note 5)

Net income from other real estate operations

Other

Total other income

Operating expenses:

Compensation and employee benefits (notes 13 and

Occupancy (note 15)

Equipment

Marketing

Federal deposit insurance (note 18)

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)

Other Comprehensive Income:

Unrealized (loss) gain on securities available fo
arising during period

Reclassification adjustment for losses included i

Unrealized (loss) gain on securities available fo

Income tax (benefit) expense

Other comprehensive (loss) income

1998 1997

$ 67,038 $ 57,540 $

25,669 26,907

12,850 14,209

105,557 98,656

43,804 42,960

17,595 12,648

61,399 55,608

44,158 43,048

900 900

sses 43,258 42,148

2,087 1,905

available for sale
(622) (132)

209 223

737 513

2,411 2,509

14) 14,604 13,969

1,936 1,919

1,362 1,288

1,427 750

865 719

1,278 1,243

3,985 3,257

25,457 23,145

20,212 21,512

7,240 7,687

12,972 13,825

r sale

(4,370) 1,952
n net income 850 142
r sale (3,520) 2,094

(1,305) 770

(2,215) 1,324




Comprehensive income (loss) $ 10,757 $ 15149 $ (4,134)

Basic earnings (loss) per share $ 97 $ 90 $ (-39)
Diluted earnings (loss) per share $ 95 $ 88 ¢ -(39)
Average basic shares outstanding (note 1) 13,335 15,344 -16860
Average diluted shares outstanding (note 1) 13,677 15,638 -16860

Earnings (loss) per share and shares outstandiri@86 cover the period from July 2, 1996 (dateafversion) to December 31, 1996
See accompanying notes to consolidated financ#tsients.
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Consolidated Statements of Changes in
Stockholders' Equity

Com
For The Years Ended 31, 1998, 1997 and 1996 St

(dollars in thousands, except per share amounts)
Balance at December 31, 1995 $-

Sale of 16,776,156 shares of common stock
in conversion

Donation of 1,342,092 shares of common stock
to the Ocean Federal Foundation at par value

Acquisition of 1,342,092 shares of stock by ESOP -

Allocation of ESOP stock -

ESOP adjustment -

Net loss -

Other comprehensive income net of tax,
unrealized loss on securities
available for sale -

Balance at December 31, 1996

Acquisition of 671,046 shares of common stock
for Incentive Awards -

Earned Incentive Awards -

Purchase 2,412,528 shares of common stock -

Allocation of ESOP stock -

ESOP adjustment -

Cash dividend - $.30 per share -

Net income -

Other comprehensive income net of tax,
unrealized gain on securities
available for sale -

Balance at December 31, 1997

Earned Incentive Awards - -

Tax benefit of stock plans -

Purchase 1,078,292 shares of common stock -

Allocation of ESOP stock -

ESOP adjustment -

Cash dividend - $.46 per share -

Acquisition of 422,500 shares of
common stock by ESOP -

Exercise of stock options - 2,348 shares -

Net income -

Other comprehensive income net of tax,
unrealized loss on securities
available for sale -

Balance at December 31, 1998 $

Accumulated Employee
Other  Stock
Additional  Compre- Owner- Un
mon Paid-In Retained hensive ship Inc
ock Capital Earnings (Loss)income Plan

- $ - $90,281 $ 2070 $ - $

168 163216  (84) - -

13 13,414 6 - -

- - - - (13421)

-~~~ 1,09

G ) N

-~ = (2405 -

181 176,812 88462  (335) (12,331)

- (506) - - -

- - - 1,324 -

181 177,223 97,487 989 (10,903)

- 463 - - -
Y 44
- 623 - - -
-~ (6470) - -
-~ =~ (8200)
- - @ - -

- - 12972 - -

- - - (25 -

181 $178,309 $103,982 $ (1,226) $(17,376) $

See accompanying notes to consolidated financ#tsients.
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Consolidated Statements of Cash Flows

Years Ended December 31, 1998, 1997 and 1996

(dollars in thousands)
Cash flows from operating activities:

Net income (loss)

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

Donation of 1,342,092 shares of common stock to
Ocean Federal Foundation

Depreciation and amortization of premises and e

Amortization of Incentive Awards

Amortization of ESOP

ESOP adjustment

Tax benefit of stock plans

Amortization of servicing asset

Amortization of deposit premium

Net premium amortization in excess of discount
accretion on securities

Net accretion of deferred fees and discounts in
premium amortization on loans

Provision for loan losses

Deferred taxes

Net gain on sales of real estate owned

Net loss (gain) on sales of loans and securitie
available for sale

Proceeds from sales of mortgage loans held for

Mortgage loans originated for sale

Decrease (increase) in interest and dividends r

Increase in other assets

Increase in other liabilities

Total adjustments

Net cash provided by operating activities

Cash flows from investing activities:

Net increase in loans receivable

Loans purchased

Proceeds from sales of mortgage-backed securities

Purchase of investment securities available for s

Purchase of mortgage-backed securities available

Proceeds from maturities of investment securities

Principal payments on mortgage-backed securities

Purchases of Federal Home Loan Bank of New York s

Proceeds from sales of real estate owned

Purchases of premises and equipment

Net cash used in investing activities

1998

1997

$ 12,972 $ 13,825 $
ash provided
the
quipment 1,472 1,354
1,934 1,773
1,727 1,428
623 917
463 --
572 197
52 --
3,190 3,498
excess of
(533) (382)
900 900
1,749 529
173) (457)
s
622 132
sale 16,301 2,705
(41,604)  (2,008)
eceivable 1,244 (2,307)
(6,092)  (4,865)
6,283 874
(11,270) 5,288
1,702 19,113
(129,468) (107,948)
(29,207) -

available for sale

47,974 19,006

ale (128,751)  (51,154)
for sale (181,095) (248,917)
available for sale 195,216 20,300
available for sale 204,359 164,291
tock (1,820) (6,523)
2,320 3,277
(1,140)  (1,533)
(21,612) (209,201) (




Cash flows from financing activities:

Acquisition of deposits

Deposit premium

Increase in deposits

Increase (decrease) in Federal Home Loan Bank bor

(Decrease) increase in securities sold under agre

Increase in advances by borrowers for taxes and i

Net proceeds of common stock issuance

Purchase of Incentive Award shares

Exercise of stock options

Dividends paid

Purchase of ESOP shares

Purchase of treasury stock

Net cash provided by financing activities

Net increase (decrease) in cash and due from ba

Cash and due from banks at beginning of year

Cash and due from banks at end of year

Supplemental Disclosure of Cash Flow Information:

Cash paid during the year for:

Interest

Income taxes

Non cash investing activities:

Transfer of loans receivable to real estate own

Mortgage loans securitized into mortgage-backed

See accompanying notes to consolidated financsgstents.
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10,732 --

(1,030) -

47,755 42,034

rowings

9,600 11,600

ements to repurchase  (6,092) 188,878

nsurance 323 941
- (10,176)
34 --
(6,470)  (4,800)
(8,200) -
(18,672) (41,536)
27,980 186,941
nks 8,070  (3,147)
2,225 5,372
$ 10,295 $ 2,225 $
$ 60,658 $ 54,863 $
30 7,246
ed 992 2,463
securities $ 16,082 $ 2,025 $




Notes to Consolidated Financial Statements

December 31, 1998 and 1997
(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 conversiored@cFinancial Corp. (the "Company") was formedpaeg all of the Bank's conversion
stock, and issued its common stock in a subscrpiféering. 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 tw@ants of the Company and its whollyned subsidiary, Ocean Federal Savings Bank
its wholly-owned subsidiaries, Ocean Federal Reétty. and Ocean Investment Services Corp. Allifiant intercompany accounts and
transactions have been eliminated in consolidation.

Certain amounts previously reported have beenssified to conform to the current year's preseorati

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 regulatotiyorities.

Basis of Financial Statement Presentation The dinlaged financial statements have been preparedriformity with generally accepted
accounting principles. In preparing the consoliddteancial statements, management is requiredaienestimates and assumptions that
affect the reported amounts of assets and liadslitis of the date of the consolidated statemeimanfcial condition and revenues and
expenses for the period then ended. Actual resalifd differ significantly from those estimates assumptions.

Material estimates that are particularly susceetiblsignificant change in the near term relatin¢éodetermination 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 apfgr&isasignificant properties.

Cash Equivalents

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

Investment and Mortgage-Backed Securities Investraet mortgage-backed securities identified as teetdaturity are carried at cost,
adjusted for amortization of premiums and accretibdiscounts, which are recognized as adjustnteritgerest income using a method
which approximates a level yield over the estimateerage life of the security and adjusted, indé®e of mortgage-backed securities, for
actual prepayments. Management determines the @i classification of securities at the timgyafchase. If management has the intent
and the Company has the ability at the time of pase to hold securities until maturity, they assslfied as held to maturity.

Debt securities not intended to be held to matuigyclassified as available for sale. Securitieslable 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 excludegh fearnings, but are included as a separate compohstockholders' equity. Gains or losses
on the sale of such securities are included inrattt®me using the specific identification method.

Loans Receivable

Loans receivable, other than loans held for satestated at unpaid principal balance, plus undesattpremiums less unearned discounts, net
of deferred loan origination and commitment feesl the allowance for loan losses. Discounts anthjuras are recognized in income using
the level-yield method over the estimated liveghefloans.

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 eglocess 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 amouthti® according to the contractual terms
of the loan agreement. The Company has definegdpalation of impaired loans to be all non-accreahmercial 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 etqubtuture cash flows. Smaller balance homogenkaus that are collectively evaluated for
impairment, such as residential mortgage loandrstdllment loans, are specifically excluded frdra impaired loan portfolio.

Mortgage Loans Held for Sale
The Company may periodically sell all or part afédonforming loan originations. Mortgage loansmaled for sale are carried at the lower of
unpaid principal balance, net, or market value maggregate basis.

Allowance for Loan Losses

The adequacy of the allowance for loan lossessedban 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 throughnthégion 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 beessary based on changes in economic conditiomei€dmpany's market area. In addition,
various regulatory agencies, as an integral pattef routine examination process, periodicallyjiee/ 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.
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Real Estate Owned

Real estate owned is carried at the lower of coftiovalue, less estimated costs to sell. Wheroperty is acquired, the excess of the loan
balance over fair value is charged to the allowdocéan losses. A reserve for real estate owrasdideen established to provide for
subsequent declines in the fair values of properieal estate owned is carried net of the relatserve. Operating results from real estate
owned, including rental income, operating expenaed,gains and losses realized from the salesab&state owned are recorded as incurred.

Premises and Equipment

Land is carried at cost and premises and equipritemiding leasehold improvements, are stated sttlegs 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 andvempemnts are capitalized. Gains and losses on dispwssare reflected in current
operations.

Income Taxes

The Company utilizes the asset and liability metbhbdccounting for income taxes. Under this methtederred tax assets and liabilities are
recognized for the future tax consequences ataiatto differences between the financial staternamying amounts of existing assets and
liabilities and their respective tax bases. Defétex assets and liabilities are measured usingtethidax rates expected to apply to taxable
income in the years in which those temporary diffices are expected to be recovered or settledeffdet on deferred tax assets and
liabilities of a change in tax rates is recognizethcome in the period that includes the enactndee.

Pension Plan
Pension plan costs for 1997 and 1996 are chargexipense based on the actuarial computation ofguand future benefits for employees.
The Plan was terminated on July 22, 1998 and atieckbenefits were paid to participants.

Stock Based Compensation

The Company accounts for stock based compensadiag the intrinsic value method under Accountingéiples Board No. 25 and
accordingly has recognized no compensation expemder this method. The fair value pro forma disates required by Statement of
Financial Accounting Standards No. 123 are includetbte 14 -- Incentive Plan.

Comprehensive Income

Effective January 1, 1998, the Company adopted®iant of Financial Accounting Standards No. 13@gétting Comprehensive

Income" (SFAS 130) which establishes standardsgfoorting and display of comprehensive income sdamponents in a full set of gene
purpose financial statements. Under SFAS 130, cehgmsive income is divided into net income andratbenprehensive income. Other
comprehensive income includes items previouslyndem directly in equity, such as unrealized gainlesses on securities available for sale.
Comparative financial statements provided for eaperiods have been reclassified to conform vhighgdrovisions of this Statement.

Stock Dividend
Shares and related share amounts for prior pehiads been adjusted for the 2-for-1 stock splitaéfe in the form of a 100% stock dividend
paid on May 15, 1998.

Contributions

Contributions made are recognized as expenseg ipdhiod made and as decreases of assets or ii@dmbilities depending on the form
of the benefits given. Contributions made are messat the fair values of the asset given or, iflenm the form of a settlement or
cancellation of a donee's liabilities, at the faitue of the liabilities canceled.

Earnings (Loss) Per Share

Basic earnings (loss) per share is computed bylidiginet income (loss) by the weighted average murabshares of common stock
outstanding. Diluted earnings

(loss) per share is calculated by dividing net medloss) by the weighted average number of slafresmmon stock outstanding plus
potential common stock, utilizing the treasury &tatethod. All share amounts exclude unallocatedeshaf stock held by the Employee
Stock Ownership Plan (ESOP). Loss per share fo @8 computed on net loss and average shareamditsjy for the period from July 2,
1996 (conversion date) through December 31, 1996.

The following reconciles shares outstanding folidaad diluted earnings per share for the years@fmtcember 31, 1998 and 1997 and for
the period from July 2, 1996 to December 31, 1989@hpousands):

For the
period from
July 2, 1996
to December
Year Ended December 31, 1998 1997 31, 1996

Weighted average shares net of Treasury shares 15,174 17,112 18,118

Less: Unallocated ESOP shares (1,281) (1,160) (1,258)

Unallocated incentive award shares (558) (608)




Average basic shares outstanding 13,335 15,344 16,860

Add: Effect of dilutive securities:

Stock options 171 144 -
Incentive awards 171 150 -
Average diluted shares outstanding 13,677 15,638 16,860

(2) Stock Form of Ownership

On August 17, 1995, the Board of Directors of ttemBadopted 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 its initial publicesiiig on July 2, 1996 with the
issuance of 16,776,156 shares of common stoclet8#mk's eligible depositors and the Bank's Em@&®ck Ownership Plan (the
"ESOP"), resulting in proceeds of $163.3 millioetof $4.5 million in costs). The Company retai$8d..6 million of the net proceeds and
used the remaining net proceeds to purchase #ikafutstanding stock of the Bank.

Concurrent with the close of the conversion, antedthl 1,342,092 shares of common stock (8% ofatfiering) were issued and donated by
the Company to The Ocean Federal Foundation (tberi@ation™), a private foundation dedicated to ithhle purposes within Ocean Cour
New Jersey and its neighboring communities. Thenfairket value of the contribution of $13.4 milliams 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 deferreddsets.

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 Decemberl398 was approximately $22.9 million. The liquidatiaccount will be maintained for the
benefit of eligible account holders
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who continue to maintain their accounts at the Balfitdr the conversion. The liquidation account Wwélreduced annually to the extent tha
eligible account holders have reduced their quialifyideposits as of each anniversary date. Subsemeeeases will not restore an eligible
account holder's interest in the liquidation acdolmthe event of a complete liquidation, eachible account holder will be entitled to
receive a distribution from the liquidation accoiman amount proportionate to the current adjugtealifying 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 applicedgilatory capital maintenance requirements, theuat required for the liquidation
account, or if such declaration and payment wothemvise violate regulatory requirements.

(3) Regulatory Matters

Office of Thrift Supervision (OTS) regulations regusavings institutions to maintain minimum levefsegulatory capital. Under the
regulations in effect at December 31, 1998, 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 supplementaggital to risk-weighted assets of 8.0%.

Under its prompt corrective action regulations, @ES is required to take certain supervisory asti@nd may take additional discretionary
actions) with respect to an undercapitalized ims8tih. 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 undercapitalizedd @ritically undercapitalized. Generally an ingiibn is considered wetlapitalized if it has
Tier 1 ratio of at least 6.0%; and a total riskdzhsapital ratio of at least 10.0%. At Decemberl®B8 and 1997 the Bank was considered
well-capitalized.

The following is a summary of the Bank's actuali@d@mmounts and ratios as of December 31, 1998188d@, compared to the OTS minim
capital adequacy requirements and the OTS requirenfier classification as a well-capitalized ingtibn (in thousands).

To be well
For capitalized
capital under prompt
adequacy corrective
Actual purposes action
Amount Ratio Am ount Ratio Amount Ratio
As of December 31, 1998:
Tangible capital $167,881 10.8% $23 371 15% $ -- -%
Core capital 167,881 10.8 46 , 742 3.0 77,903 5.0
Tier 1 risk-based
capital 167,881 21.8 30 , 757 4.0 46,135 6.0
Risk-based capital 175,113 22.8 61 ,514 8.0 76,892 10.0
As of December 31, 1997:
Tangible capital $178,592 11.9% $ 22 491 15% $ -- -%
Core capital 178,592 119 44 982 3.0 74,969 5.0
Tier 1 risk-based
capital 178,592 28.8 24 , 763 4.0 37,144 6.0
Risk-based capital 184,970 29.9 49 ,525 8.0 61,906 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 $107,054,000 ofBla@k's capital is unavailable for
distribution to the Company.

(4) Investment Securities Available for Sale

The amortized cost and estimated market valuevasiment securities available for sale at Decer@bel 998 and December 31, 1997 are as
follows (in thousands):

December 31, 1998




Gros
Amortized Unrealize
Cost Gain

United States
Government and

agency obligations  $ 59,983 $ 40

State and municipal
obligations 1,946

Corporates 74,976

Equity investments 3,226

$140,131 $ 41

December 31, 1997

Gros
Amortized Unrealize
Cost Gain

United States
Government and
agency obligations $204,992

State and municipal
obligations 393

Equity investments 1,170

$ 206,555 $1,09

$94

13

s Gross Estimated
d Unrealized Market
s Losses Value
4 $ - $ 60,387

7 (18) 1,935

- (2,727) 72,249

- (392) 2,834

1 $(3,137) $137,405

s Gross Estimated
d Unrealized Market
s Losses Value
8 $(292) $ 205,648
7 - 400

9 - 1,309

4 $(292) $ 207,357

The amortized cost and estimated market valuewasiment securities available for sale, excludiqgjty investments, at December 31, 1998
by contractual maturity, are shown below (in thawts). Actual maturities will differ from contractuaaturities because borrowers may have
the right to call or prepay obligations with or aut call or prepayment penalties. At Decemberl®988, investment securities available for
sale with an amortized cost and estimated markaewa $136,706,000 and $134,365,000, respectivedye callable prior to the maturity

date.

December 31, 1998

Due after one year through five years

Due after five years through ten years

Due after 10 years

Ocea

Estimated
Amortized Market
Cost Value

$ 35,182 $ 35,456

26,747 26,866

74,976 72,249

$136,905 $134,571
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(5) Mortgage-Backed Securities Available for Sale

The amortized cost and estimated market value ofgage-backed securities available for sale at Bébes 31, 1998 and December 31, 1997
are as follows (in thousands):

December 31, 1998

Gros s Gross Estimated
Amortized Unrealize d Unrealized Market
Cost Gain s Losses Value
FHLMC $106,762 $ 62 1 $(217) $107,166
FNMA 74,027 51 5 (108) 74,434
GNMA 63,041 8 1 (49) 63,073
Collaterized mortgage
obligations 137,230 17 8 (241) 137,167
$381,060 $1,39 5 $(615) $381,840
December 31, 1997
Gros s Gross Estimated
Amortized Unrealize d Unrealized Market
Cost Gain s Losses Value
FHLMC $ 245,414 $1,54 9 $(1,404) $ 245,559
FNMA 109,873 71 9 (601) 109,991
GNMA 97,714 46 5 (7) 98,172
Collaterized mortgage
obligations 3,378 4 8 - 3,426
$ 456,379 $2,78 1 $(2,012) $ 457,148

Gross losses on the sale of mortgage-backed sesuaitailable for sale of $850,000 and $142,00@wealized in 1998 and 1997,
respectively.

Collateralized mortgage obligations issued by FHLNM@&MA and private interests amounted to $15,70%,$9,699,000 and $111,763,000,
respectively, at December 31, 1998 and $2,274 $B19,000 and $633,000, respectively, at Decembet@7. The privately issued CMOs
have generally been underwritten by large investrhanking firms with the timely payment of princigand interest on these securities
supported (credit enhanced) in varying degreesdthgreinsurance issued by a financial guaranteararsletters of credit or subordination
techniques. Substantially all such securities @péet"A" rated by one or more of the nationallgognized securities rating agencies. The
privately-issued CMOs are subject to certain cregldted risks normally not associated with U.Sv&oment Agency CMOs. Among such
risks is the limited loss protection generally gded by the various forms of credit enhancementesses in excess of certain levels are not
protected. Furthermore, the credit enhancemerit issgubject to the credit worthiness of the erdeanThus, in the event a credit enhancer
does not fulfill its obligations, the CMO holderuwd be subject to risk of loss similar to a pur@rasf a whole loan pool. Management
believes that the credit enhancements are adetjuptetect the Company from losses and has, therefot provided an allowance for losses
on it's privately-issued CMOs.

The contractual maturities of mortgage-backed séesiavailable for sale generally exceed 20 ydaosiever, the effective lives are expected
to be shorter due to anticipated prepayments.

(6) Loans Receivable, Net

A summary of loans receivable at December 31, E9@B1997 follows (in thousands):

December 31, 1998 1997
Real estate mortgage:
One to four-family $844,129 $ 710,880
Commercial real estate, multi-family and land 42,008 25,699

FHA insured & VA guaranteed 500 668




Real estate construction

Consumer

Commercial

Total loans

Loans in process

Deferred fees

Unearned premium (discount)

Allowance for loan losses

Year Ended December 31, 1998
Balance at beginning of year $6,612
Provision charged to operations 900
Charge-offs (65
Recoveries 13
Balance at end of year $ 7,460

(7) Interest and Dividends Receivable

December 31,

Loans

Investment securities

Mortgage-backed securities
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886,637 737,247
6,108 8,748
51,785 45,417
6,483 2,904
951,013 794,316
(1,996) (2,867)
(608)  (1,133)
62 9)
(7,460)  (6,612)
(10,002)  (10,621)

$941,011 $ 783,695

At December 31, 1998, 1997 and 1996, loans in theuat of $5,424,000, $5,554,000 and $7,697,00pecwely, were three or more
months delinquent or in the process of foreclosung the Company was not accruing interest incohtkese loans had continued to realize
interest in accordance with their contractual terapproximately $270,000, $278,000 and $345,00ddftional interest income would have
been recognized for the years ended December 38, 1997 and 1996, respectively. The Company wasaramitted to lend additional
funds on any nonaccrual loans at December 31, 1998.

An analysis of the allowance for loan losses ferybars ended December 31, 1998, 1997 and 198dafi@ws (in thousands):

1997 1996
$6,021  $6,001
900 700
) (337) (692)
28 12
$6,612  $6,021

At December 31, 1998, 1997 and 1996, the Companvjcse loans for others in the amount of $132,38@,%144,230,000 and
$152,717,000, respectively.

A summary of interest and dividends receivable etdinber 31, 1998 and 1997 follows (in thousands):

1998 1997
$ 4,644 $ 4,018
2,279 3,190
2,897 3,856
$9,820 $11,064




(8) Premises and Equipment, Net

Premises and equipment at December 31, 1998 aitlakt@%ummarized as follows (in thousands):

December 31,

Land

Buildings and improvements

Leasehold improvements

Furniture and equipment

Automobiles

Construction in progress

Total

Accumulated depreciation and amortization

(9) Real Estate Owned, Net

1998 1997
$ 3,195 $ 3,195
11,038 10,922
1,090 1,322
6,532 5,613
144 150
2 181
22,001 21,383
(8,054)  (7,104)
$13,947  $14,279

An analysis of the allowance for losses on realtestwned for the years ended December 31, 1993, 4:8d 1996 is as follows (in

thousands):

Year Ended December 31, 19

Balance at beginning of year $3

Losses charged off (

Balance at end of year $3

(10) Deposits

98 1997 1996
67  $402  $411
31) (3%) ©)

36 $367  $402

Deposits, including accrued interest payable of8$230 and $175,000 at December 31, 1998 and 189Fectively, are summarized as

follows (in thousands):

December 31, 1998

Weighted

Average

Amount Cos
Non-interest bearing accounts $ 22,154 -
NOW accounts 106,363 1.5
Money market deposit accounts 77,690 2.5
Savings accounts 172,036 2.0
Time deposits 657,008 5.3

$1,035,251 4.0

1997

Weighted
Average

Amount Cost

%

$13,149 -%

77,994 1.84

67,979 2.90

163,202 2.28

5

654,440 5.69

8%

$976,764 4.52%

Included in time deposits at December 31, 19981889Y, respectively, is $67,045,000 and $59,504i0@@posits of $100,000 and over.

Time deposits at December 31, 1998 mature as fel(@wthousan

December 31,

ds):

1998

1999

$450,709

2000

119,432



2001 50,672

2002 22,668

2003 7,018

Thereafter 6,509
$657,008

Interest expense on deposits for the years endedrbleer 31, 1998, 1997 and 1996 was as followshingands):

Year ended December 31, 1 998 1997 1996
NOW accounts $1, 517 $1,388 $1,371
Money market deposit accounts 2, 026 2,028 1,994
Savings accounts 3, 442 3,877 4,069
Time deposits 36, 819 35,667 33,555
$43, 804  $42,960  $40,989

(11) Securities Sold Under Agreements to Repurchase

Securities sold under agreements to repurchasesdmlows (in thousands):

1998 1997 1996
Balance at December 31 $282,108 $288,200 $ 99,322
Average Balance 282,590 209,089 9,803
Maximum amount outstanding
at any month end 302,736 294,826 99,322
Average interest rate:
During the year 5.85% 5.85% 5.81%
At December 31 5.33 6.01 5.69

At December 31, 1998, securities sold under agratstie repurchase matured as follows: $117,108/92999; $30,000,000 in 2002;
$40,000,000 in 2003; $35,000,000 in 2004; $25,0m®jA 2005; and $35,000,000 in 2008. At December998, $165,000,000 of the
securities sold under agreements to repurchasecadiable prior to the maturity date. Securitieklamder agreements to repurchase are
collateralized by U.S. Government agency and mgegaacked securities with an amortized cost andrkeh value of $291,552,000 and
$292,936,000, respectively, at December 31, 19685801,117,000 and $301,231,000, respectively egeber 31, 1997. The securities
underlying the agreements are not under the Con'ppaamtrol.

(12) Income Taxes

Legislation was enacted in August 1996 which regédr tax purposes the percentage of taxable iedwed 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.

Retained earnings at December 31, 1998 include®=aippately $10,750,000 for which no provision facome 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 liquidatictock redemptions and excess distributions
to shareholders. At December 31, 1998 the Compadyah unrecognized deferred tax liability of $3,800 with respect to this reserve.
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The provision for income taxes for the years eridedember 31, 1998, 1997 and 1996 consists of tlewiag (in thousands):

Year Ended December 31, 1998
Current:
Federal $ 5,460
State 31
Total Current 5,491
Deferred:
Federal 1,746
State 3
Total Deferred 1,749
$ 7,240

1997 1996
$6,921 $ 4,001
237 345
7,158 4,346

584 (2,992)

(55) (271)

529 (3,263)
$7,687 $1,083

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®43,11997 and 1996 is as follows (in

thousands):

Year Ended December 31, 199

Income (loss) before provision
for income taxes $ 20,21

Applicable statutory
Federal income tax rate 35.

Computed "expected"
Federal income tax expense
(benefit) $ 7,07

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

ESOP adjustment 21
State income taxes net of
Federal benefit 2
Other items, net 7
$ 7,24
Effective tax rate 35.

8 1997 1996

2 $21512 $ (646)

0%  35.0%  35.0%

4 $7529 $ (226)
- 1,166

8 316 62

2 119 49

4 (277 32

0 $7687 $ 1,083

8%  35.7% N/A

Included in other assets at December 31, 1998 @8d it a net deferred tax asset of $3,750,000 4ri®$,000, respectively. In addition,
included in other liabilities at December 31, 128®&l 1997 is a current tax payable of $5,387,00089d.,000, respectively.

The tax effects of temporary differences that gise to significant portions of the deferred tagets and deferred tax liabilities at December

31, 1998 and 1997 are presented below (in thouyands

December 31,

Deferred tax assets:
Allowance for loan and real estate
owned losses per books

Reserve for uncollected interest

Deferred compensation

Accrued pension expense

Premises and equipment,
differences in depreciation

Other reserves

1998 1997
$2913 $2,601
110 113
409 331
3 194
244 286
199 173




Stock awards 677 652

Charitable donation 3,003 3,599
Unrealized loss on securities available for sale 727 -
Other 97 8
Total gross deferred tax assets 8,382 7,957
Less valuation allowance (1,166) (1,166)
Deferred tax assets, net 7,216 6,791

Deferred tax liabilities:
Allowance for loan and real estate

owned losses for tax purposes (726) (858)
Unrealized gain on securities available for sale -- (578)
Excess servicing on sale of mortgage loans (130) (94)
Investments, discount accretion (20) (26)
Deferred loan and commitment fees (648) (371)

Undistributed income of real estate

investment trust subsidiary (1,942) (670)
Total deferred tax liabilities (3,466) (2,597)
Net deferred tax assets $3,750 $4,194

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 dedeatitbject 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 carry forward period, $3,d09,0f the charitable donation
expense was considered non-tax deductible as itmldeely that the Company would realize sufficiesirnings 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 defertad assets will be realized through future reversélexisting 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 establisheBE@@P to provide retirement benefits for eligibleptoyees. 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.
Beginning April 1, 1997, ESOP shares are firstaated to employees who also participate in the Bankentive Savings (401K) Plan in an
amount equal to 50% of the first 6% of the empl&yeentribution. During 1998 and 1997, 9,188 ar&®6,shares, respectively, were either
released or committed to be released under thisular. The remaining ESOP shares are allocated apantigipants on the basis of
compensation earned during the year. Employeefillyerested in their ESOP account after the cortipheof five years of credited service
completely if service was terminated due to deatirement, disability, or change in control of tiempany. ESOP patrticipants are entitle
receive distributions from the ESOP account onlgrufermination of service, which includes retiretnamd death.

The ESOP originally borrowed $13,421,000 from tleen@any to purchase 1,342,092 shares of common Etseéd in the conversion. On
May 12, 1998, the initial loan agreement was améndeallow the ESOP to borrow an additional $8,200,in order to fund the purchase of
422,500 shares of common stock. At the same timéettm of the loan was extended from the initi@ltw@ years to thirty years. The amen
loan is to be repaid from discretionary contribntidy the Bank to the ESOP trust. The Bank intémasake contributions to the ESOP in
amounts at least equal to the principal and inteegglirement of the debt, assuming a fixed intenae of 8.25%. The Bank's obligation to
make such contributions is reduced to the exteangfdividends paid by the Company on unallocakedes and any investment earnings
realized on such dividends. As of December 31, 23981997, contributions to the ESOP, which weszlue fund principal and interest
payments on the ESOP debt, totaled $3,111,000 2118%,000, respectively. During 1998 and 1997, $800 and $368,000, respectively, of
dividends paid on unallocated ESOP shares werefosebt service. At December 31, 1998 and 198¥Jdan had an outstanding balance
of $17,615,000 and $11,184,000, respectively, BadESOP had unallocated shares of 1,373,814 aBd,8®, respectively. At December
31, 1998, the unallocated shares had a fair vel$#22,840,000. The unamortized balance of the EE@Rown as unallocated common stock
held by the ESOP and is reflected as a reductiatozkholders' equity.

For the years ended December 31, 1998 and 199Bathierecorded compensation expense related 3@ of $2,350,000 and
$2,345,000, respectively, including $623,000 ant7$900, respectively, representing adjustmentsperese to reflect the increase in the
average fair value of allocated shares in excessstf As of December 31, 1998, 261,109 sharedbad allocated to participants and
129,669 shares were committed to be released.

Pension Plan

Effective June 7, 1996, the Company froze benefitizls under a qualified noncontributory definetdfit pension plan (the "Plan") and
subsequently terminated the Plan on July 22, 188& result of these actions, the Company recodgrazeurtailment gain in 1996 of $24,000
and a termination loss in 1998 of $7,000.

The following table sets forth the Plan's latestikmble funded status and amounts recognized agleer 31, 1997 in the Company's
consolidated statements of financial conditiontiiousands):

1997

Actuarial present value of benefit obligations
- accumulated benefit obligation:
Vested $(1,625)
Non-vested (106)
Projected benefit obligation for service

rendered to date (1,731)
Plan assets at fair value, primarily a group

annuity contract 1,456
Plan assets less than projected benefit obligation (275)
Unrecognized net loss 120
Unrecognized net transition asset (311)
Accrued pension cost (included in other liabilitie S) $ (466)

The components of net pension expense for the pealsd December 31, 1997 and 1996 are as followhd@usands):

1997 1996

Service cost - benefits earned during the year $-- $ 98

Interest cost on projected benefit obligation 113 136




Actual return on plan assets (81) (89)

Net amortization and deferral (39) (42)

Net pension (benefit) expense $(7) $103

Assumptions used to develop the
net periodic pension cost are:

Discount rate 6.51% 6.51%
Expected long-term rate of return on assets 6.75 6.75
Rate of increase in compensation level N/A 5.00

The Bank also maintains an incentive savings pareligible employees. An employee may make coatidns to the plan of 1% to 15% of
his or her compensation. Prior to July 1, 1996 Bhak contributed 75% of the first 6% of the emp@e\s contribution to the employee's
account. From to July 1, 1996 through March 31,7198 Bank contributed 50% of the first 6% of &mployees contribution to the
employee's account. Effective March 31, 1997, thakBeliminated their matching obligation under thisn. The Bank's contributions under
this plan were $53,000 and $161,000 for the yeade@ December 31, 1997 and 1996, respectively.

(14) Incentive Plan

On February 4, 1997, a special meeting of the Caryipahareholders ratified the Ocean Financial Ct®p7 Incentive Plan (the "Incentive
Plan"). The Incentive Plan authorizes the grantihgptions to purchase Common Stock, optielated awards and awards of Common St
The purpose of the Incentive Plan is to attractratain qualified personnel in key positions, pdavbfficers, employees and non-employee
directors ("Outside Directors") with a proprietamyerest in the Company as an incentive to conteitba the success of the Company, pron
the attention of management to other stockholdergerns and reward employees for outstanding peéfioce. All officers, other employees
and Outside Directors of the Company and its atfis are eligible to receive awards under the heeRlan.
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During 1997, the Company acquired 671,046 shardsimpen market at a cost of $10,176,000. At Déesr@l, 1998, 647,758 of these
shares have been awarded to officers and direGarh amounts represent deferred compensationsaedideen accounted for as a reduction
of stockholders' equity. Awards vest at the rat@@o per year except that the Company has detedntia¢ certain awards are also contin
upon attainment of certain performance goals bybepany, which performance goals would be estadadidy a committee of outside
directors ("Committee"). The first and second ahimstallments will vest on the first and secondiaersary dates of the date of grant.
Vesting of 25% of the third annual instaliment, &6 of each of the fourth and fifth annual instedhts, will be subject to the attainment of
performance goals established by the Committee pErfermance goals may be set by the Committeenandividual basis, for all Stock
Awards made during a given period of time, or fibSéock Awards for indefinite periods. No Stock Amd that is subject to a performance
goal is to be distributed to an employee until@mnmittee confirms that the underlying performagoal has been achieved. No Stock
Award that is subject to a performance goal isg¢dalistributed to an Outside Director until an inglegient third party confirms that the
underlying performance goal has been achieved Cidmpany recorded compensation expense relatingtt awards of $1,934,000 and
$1,773,000 for the years ended December 31, 19989917, respectively.

Under the Incentive Plan, the Company is authoriedédsue up to 1,677,614 shares, subject to optibroptions expire 10 years from the
date of grant and vest at the rate of 20% per year.

The company accounts for stock option awards usiagntrinsic value method and has recognized mapamsation expense in 1998 and
1997. SFAS 123 permits the use of the intrinsic@ahethod; however, requires the Company to disdlos pro forma net income and
earnings per share as if the stock based compend® been accounted for using the fair value otktHad the compensation costs for the
Company's stock option plan been determined basé¢keofair value method, the Company's net incontkearnings per share would have
been reduced to the pro forma amounts indicateml\b@h thousands except per share data):

1998 1997

Net income:

As reported $ 12,972 $ 13,825

Pro forma 12,059 13,000
Basic earnings per share:

As reported $ 97 .90

Pro forma .90 .85
Diluted earnings per share:

As reported $ 95 .88

Pro forma .88 .83
Weighted average fair value of an option

share granted during the year $ 435 $ 4.08

The fair value of stock options granted by the Campwas estimated through the use of the Black{8shaption pricing model applying the
following assumptions:

1998 1997
Risk-free interest rate 5.21% 6.25%
Expected option life 6 years 6 years
Expected volatility 25% 25%
Expected dividend yield 2.75% 2.50%

A summary of option activity for the years endecc®mber 31, 1998 and 1997 follows:

1998 1997

Weighted Weighted
Number Average Number Average
of Shares Exerci se Price of Shares Exercise Price

Outstanding at
beginning of year 1,567,402 $ 14.46

Granted 112,402 17.23 1,621,758 $ 14.45




Exercised (2,348) 14.41 - -

Forfeited (34,629) 14.41 (54,356) 14.41
Outstanding at

end of year 1,642,827 $ 14.67 1,567,402 $ 14.46
At December 31, 1998 1997
Options exercisable 310,527 None
Range of exercise prices $13.94 -- $19.88  $14.41 -- $18.56

Weighted average
remaining contractual life 8.2 years 9.1 years

(15) Commitments, Contingencies and Concentratifr@&redit Risk

The Company, in the normal course of businessiritypo financial instruments and commitments whiofolve, 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, 1998, the following commitments aodtingent liabilities existed which are not refld in the accompanying consolidated
financial statements (in thousands):

December 31, 1998

Unused consumer and construction loan
lines of credit (primarily floating- rate) $16,363

Unused commercial loan lines of credit
(primarily floating rate) 3,864

Other commitments to extend credit:

Fixed Rate 34,938
Adjustable Rate 11,808
Floating Rate 560

The Company's fixed-rate loan commitments expithiwi90 days of issuance and carried interest rateging from 6.00% to 7.00% at
December 31, 1998.

The Company's maximum exposure to credit loss&wirvent 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 finara@abition.

These commitments and obligations do not necegsaplesent future cash flow requirements. The Gomvaluates each customer's
creditworthiness on a case-bgise basis. The amount of collateral obtainedséhted necessary, is based on management's assesbrs:
The unused consumer and construction loan lineseafit are collateralized by mortgages on realtesta
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The Bank has an available overnight line of cradlibh the Federal Home Loan Bank of New York ("FHD)B&r $50,000,000 which expires
November 20, 1999. The Bank also has available ftmFHLB, a on-month overnight repricing line of credit for $500000 which expire
November 20, 1999. When utilized, both lines carfloating interest rate of 1/8% over the currestiéral funds rate and are secured by
Bank's mortgage loans, mortgage-backed securlili&,Government agency obligations and FHLB stécka member of the FHLB of New
York, the Company is required to maintain a minimuarestment in the capital stock of the Federal lddroan Bank of New York, at cost,
an amount not less than 1% of its outstanding hlomes (including mortgage-backed securities) orddds outstanding notes payable to the
FHLB.

At December 31, 1998, the Company is obligated undacancellable operating leases for premisesegnibment. Rental expense under
these leases aggregated approximately $573,008,81and $822,000 for the years ended Decembdi988B, 1997 and 1996 respectively.

The projected minimum rental commitments as of Ddwer 31, 1998 are as follows (in thousands):

December 31 December 31, 1998
1999 $504

2000 453

2001 377

2002 353

2003 279

Thereafter 3,368

$5,334

The Company grants one to four-family first mortgagal estate loans and multi-family first mortgagg@ 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 underlgivitateral, value of the underlying
collateral and priority of the Company's lien oe groperty. Such factors are dependent upon vaeiocosomic conditions and individual
circumstances beyond the Company's control; thegaomis, therefore, subject to risk of loss.

The Company believes its lending policies and pdaces adequately minimize the potential exposureith risks and that adequate
provisions for loan losses are provided for all\lknaand inherent risks. Collateral and/or guaranéesequired 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.

(16) 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 amoyroapnates fair value.

Investments and Mortgage-backed securities Thevédire of investment and mortgage-backed secuigiestimated based on bid quotations
received from securities dealers, if availablex fuoted market price was not available, fair valas estimated using quoted market prices of
similar instruments, adjusted for differences betwthe quoted instruments and the instruments heihgd.

Federal Home Loan Bank of New York stock The failue for Federal Home Loan Bank of New York Stacks carrying value since this is
the amount for which it could be redeemed. Thermiactive market for this stock and the Compamgdglired to maintain a minimum
balance based upon the unpaid principal of homégage loans and mortgage-backed securities.

Loans

Fair values are estimated for portfolios of loarihwimilar financial characteristics. Loans argregated by type such as residential
mortgage, construction, land, consumer and comuiefeach loan category is further segmented inedfiand adjustable rate interest terms
and by performing and non-performing categories.

Fair value of performing loans was estimated usirggquoted market prices for securities backedrbjlas loans, adjusted for differences



loan characteristics, if applicable.

Fair value for significant non-performing loan$esed on recent external appraisals of collate@lring such loans, adjusted for the timing
of anticipated cash flows.

Deposits

The fair value of deposits with no stated matustych as non-interest bearing demand deposits)ggavand NOW and money market
accounts, is equal to the amount payable on denTdredfair value of certificates of deposit is basedhe discounted value of contractual
cash flows. The discount rate is estimated usiegdktes currently offered for deposits of simimaining maturities.

Federal Home Loan Bank borrowings
Federal Home Loan Bank borrowings are short-termaittire and the carrying amount approximates fdire:

Securities sold under agreements to repurchase/&laie estimates are based on discounting conabcash flows using rates which
approximate the rates offered for borrowings ofisintemaining maturities.

Commitments to extend credit, and to purchaselbsseurities The fair value of commitments to exteredit is estimated using the fees
currently charged to enter into similar agreemetatdng into account the remaining terms of theeagrents and the present creditworthiness
of the counterparties. For fixed rate loan committagfair value also considers the difference betwaurrent levels of interest rates and the
committed rates.
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The estimated fair values of the Bank's finanaiatriuments as of December 31, 1998 and 1997 asemtes in the following tables (in
thousands). Since the fair value of off-balanceesbemmitments approximate book value, these discés are not included.

Book Fair

December 31, 1998 Value Value
Financial Assets:

Cash and due from banks $ 10,295 $ 10,295

Investment securities available for sale 137,405 137,405

Mortgage-backed securities available for sale 381,840 381,840

Federal Home Loan Bank of New York stock 16,800 16,800

Loans receivable and mortgage loans held for sale 966,151 982,009
Financial Liabilities:

Deposits 1,035,251 1,042,528

Federal Home Loan Bank borrowings 30,000 30,000

Securities sold under agreements to repurchase $ 282,108 281,437

Book Fair

December 31, 1997 Value Value
Financial Assets:

Cash and due from banks $ 2,225 $ 2,225

Investment securities available for sale 207,357 207,357

Mortgage-backed securities available for sale 457,148 457,148

Federal Home Loan Bank of New York stock 14,980 14,980

Loans receivable and mortgage loans held for sale 783,695 807,651
Financial Liabilities:

Deposits 976,764 978,631

Federal Home Loan Bank borrowings 20,400 20,400

Securities sold under agreements to repurchase $288,200 $288,547

Limitations

Fair value estimates are made at a specific poititrie, based on relevant market information amarmation 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 magasgs$ts 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 estimatesudnjective in nature and involve uncertainties anadters of significant judgment and,
therefore, cannot be determined with precision.ngka in assumptions could significantly affectésémates.

Fair value estimates are based on existing balstmeet financial instruments without attemptinggtreate 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 incltige mortgage banking operation, deferred tax assetspremises and equipment. In addition,
the tax ramifications related to the realizatioriheff unrealized gains and losses can have a signifeffect on fair value estimates and have
not been considered in the estimates.

(17) Parent-Only Financial Information

The following condensed statements of financialdiion at December 31, 1998 and 1997 and condestageiments of operations and cash
flows for the years ended December 31, 1998 and 488 for the period from July 2, 1996 (date ofvasion) to December 31, 1996 for
Ocean Financial Corp. (parent company only) refl¢iee Company's investment in its wholly-owned &libsy, the Bank, using the equity
method of accounting. The Company had no resulépefations prior to July 2, 1996.

CONDENSED STATEMENTS OF FINANCIAL CONDITION

December 31, 1998 1997

(in thousands)



Assets
Cash and due from banks

$ 7 % 7
Advances to subsidiary Bank 7,639 9,931
Investment securities 2,834 10,780
ESOP loan receivable 17,615 11,184
Investment in subsidiary Bank 167,885 181,470
Other assets 2,143 3,320
Total Assets $198,123  $216,692
Liabilities and Stockholders' Equity
Taxes payable $ 383 $ 1,148
Stockholders' Equity 197,740 215,544
Total Liabilities and Stockholders' Equity $198,123  $216,692
CONDENSED STATEMENTS OF OPERATIONS
For the
period from
July 2, 1996
to December
Year ended December 31, 1998 1997 31, 1996
(in thousands)
Dividend income -
Subsidiary Bank $1 8000 $ - $ -
Interest income -
Investment securities 354 2,889 -
Interest income -
Advances to subsidiary Bank 234 132 1,840
Interest income -
ESOP loan receivable 1,342 1,015 547
Total dividend and interest income 1 9,930 4,036 2,387
Other income - 2 -
Charitable donation - - 13,419
Other operating expenses 421 383 152
Income (loss) before income taxes
and equity in (distribution in
excess of) undistributed earnings
of subsidiary Bank 1 9,509 3,655 (11,184)
Provision (benefit) for income taxes 562 1,233 (2,755)
Income (loss) before equity in
(distribution in excess of)
undistributed earnings of
subsidiary Bank 1 8,947 2,422 (8,429)
Equity in (distribution in excess of)
undistributed earnings
of subsidiary Bank ( 5,975) 11,403 1,817

Net income (loss) $1 2,972 $13,825 $(6,612)
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CONDENSED STATEMENTS OF CASH FLOWS

For the
period from
July 2, 1996 to
December
Year ended December 31, 19 98 1997 31, 1996
(in thousands)
Cash flows from operating activities:
Net income (loss) $ 12,9 72 $ 13,825 $ (6,612)
Donation of 1,342,092 shares of common
stock to the Ocean Federal Foundation -- - 13,419
Decrease (increase) in advances to
subsidiary Bank 2,2 92 61,622  (71,553)
Equity in (distribution in excess of)
undistributed earnings
of subsidiary Bank 59 75 (11,403) (1,817)
Decrease (increase) in other assets 1,1 77 289 (3,470)
(Decrease) increase in taxes payable 7 65) 458 690
Reduction in Incentive Awards 1,9 34 1,773 -
Net cash provided by (used in)
operating activities 23,5 85 66,564  (69,343)
Cash flows from investing activities:
Purchase of investment securities (2,0 46) (71,170) -
Sale of investment securities 10,0 00 60,000 -
Funding of ESOP loan receivable,
net of repayments (6,4 31) 1,118  (12,302)
Payments for investments in
subsidiary Bank - - (81,650)
Net cash provided by
(used in) investing activities 15 23  (10,052) (93,952)
Cash flows from financing activities:
Net proceeds of common stock issuance -- -- 163,302
Dividends paid (6,4 70)  (4,800) -
Purchase of Incentive Award shares - (10,176) --
Purchase of treasury stock (18,6 72) (41,536) -
Exercise of stock options 34 -- --
Net cash (used in) provided by
financing activities (25,1 08) (56,512) 163,302
Net increase in cash and
due from banks - - 7
Cash and due from banks at
beginning of period 7 7 --
Cash and due from banks at end of period $ 7% 7% 7

(18) Recapitalization of Savings Association
Insurance Fund (SAIF)

On September 30, 1996, legislation was enactedhyhimong other things, imposed a special one-tesessment on Saving Association
Insurance Fund (SAIF) member institutions, inclgdihe Bank, to recapitalize the SAIF and spreadtiigations for payment of Financing
Corporation (FICO) bonds across all SAIF and Bardutance Fund (BIF) members. The Federal Depasitémce Corporation (FDIC)
special assessment amounted to 65.7 basis poitf8aibhassessable deposits held as of March 31,. T85Company incurred a charge of
$5,720,000 before taxes as a result of the FDICiapassessment. This legislation eliminated thestantial disparity between the amount
that BIF and SAIF member institutions had been ipgyor deposit insurance premiun



Effective January 1, 1997, BIF members paid a portif the FICO payment equal to 1.3 basis pointBléninsured deposits compared to 6.5
basis points on SAIF-insured deposits, and will agyo rata share of the FICO payment on the earfi@anuary 1, 2000, or the date upon
which the last savings association ceases to &fistlegislation also requires BIF and SAIF to berged by January 1, 1999, provided that
subsequent legislation is adopted to eliminatesthvings association charter and no savings assewsaemain as of that time.

Beginning January 1, 1997 SAIF assessment ratgedainom 0 to 27 basis points based upon an itistitsi risk classification and capital
group. Based upon its current classification the applicable to the Bank is 0.

Ocean Financial Corp. . OCFC . 35



Independent Auditors' Report

The Board of Directors and Stockholders
Ocean Financial Corp:

We have audited the consolidated statements afidinhcondition of Ocean Financial Corp. and sulasydas of December 31, 1998 and
1997, and the related consolidated statementsofiie and comprehensive income, changes in stoaktsdkeluity, and cash flows for each
of the years in the three-year period ended Dece3thel998. These consolidated financial statememshe responsibility of the Company's
management. Our responsibility is to express aniopion these consolidated financial statementsdas our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgedbhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatem@naudit includes examining, on a test
basis, evidence supporting the amounts and diselssn the financial statements. An audit alsoudek assessing the accounting principles
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 statetegrferred to above present fairly, in all matenégpects, the financial position of Ocean
Financial Corp. and subsidiary as of December 9281and 1997, and the results of their operatiouistleir cash flows for each of the years
in the three-year period ended December 31, 1988nformity with generally accepted accounting pipies.

/sl KPMG LLP

Short Hills, New Jersey

January 21, 1999
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Selected Consolidated Quarterly Financial Data

(Unaudited)

Quarter ended

(dollars in thousands, except per share data)
1998

Interest income

Interest expense

Net interest income

Provision for loan losses

Net interest income after provision for loan losses

Other income (loss)

Operating expenses

Income before provision for income taxes

Provision for income taxes

Net income

Basic earnings per share

Diluted earnings per share

1997

Interest income

Interest expense

Net interest income

Provision for loan losses

Net interest income after provision for loan losses

Other income

Operating expenses

Income before provision for income taxes

Provision for income taxes

Net income

Basic earnings per share

Diluted earnings per share

Dec. 31 Sept. 30

June 30 March 31

$26,618 $26,494

$26,219 $ 26,226

15,283 15,660

15,310 15,146

11,335 10,834

10,909 11,080

225 225

225 225

11,110 10,609

10,684 10,855

(139) 876 1,053 621
6,499 6,304 6,673 50981
4472 5181 5064 5495
1,547 1,845 1862 1,986

$ 2,925 $ 3,336 $ 3,202 $ 3,509

$ 23 $ 25 %

23 $ .26

$ 23 $ 25 %

23 $ .24

$ 26,233 $ 25,568

$24,310 $ 22,545

15,407 14,658

13,510 12,033

10,826 10,910

10,800 10,512

225 225

225 225

10,601 10,685

10,575 10,287

776 572 575 586
6,116 5,724 5,845 5,460
5,261 5533 5305 5,413
1,781 1,993 1,889 2,024

$ 3,480 $ 3540 $ 3,416 $ 3,389

$ 24 $ 24 %

22 $ .20

$ 24 $ 23 %

21 $ .20

Ocean Financial Corp. . OCFC . 31



Ocean Financial Corp.
Ocean Federal Savings Bank

Ocean Financial Corp.
Ocean Federal Savings Bank

BOARD OF DIRECTORS

Michael E. Barrett
Executive Vice President
Ocean Federal Savings Bank

Thomas F. Curtin
Partner
The Foristall Company.

Carl Feltz, Jr.
Principal
Feltz Associates

John R. Garbarino
President and Chairman of the Board

Robert E. Knemoller
Retired, Executive Officer
Ocean Federal Savings Bank

Donald E. McLaughlin
Owner
Donald E. McLaughlin, CPA, P.C.

Diane F. Rhine
Owner
Citta & Cobb, Inc.

Frederick E. Schlosser
Retired
Steinbach & Co.

James T. Snyder
Retired
Proprietor, Wallach's Inc.

Roy M. Hyde
Director Emeritus

OCEAN FINANCIAL CORP.
EXECUTIVE OFFICERS

John R. Garbarino
President and Chairman of the Board

Michael J. Fitzpatrick
Executive Vice President
and Chief Financial Officer

John K. Kelly
Senior Vice President
and Corporate Secretary

Ocean Federal Savings Bank



CORPORATE OFFICERS

John R. Garbarino
President and Chief Executive Officer

Michael E. Barrett
Executive Vice President
Residential Loan Division

Michael J. Fitzpatrick
Executive Vice President and
Chief Financial Officer

Karl E. Reinheimer
Executive Vice President and
Chief Operating Officer

John K. Kelly
Senior Vice President and
General Counsel

Barbara A. Reitmeyer
Corporate Secretary

SENIOR VICE PRESIDENTS

James J. Flynn
Mortgage Lending

William J. Ruckert, IlI
Commercial Lending

Kirby H. Wood
Retail Banking

Stephen J. Wilson
Retail Banking

VICE PRESIDENTS

Philip J. Bailey
Deposit Services

M. Eileen Bergin
Legal

Jennifer Bizub
Human Resources

Victoria J. Bonavito
Branch Administration

Owen J. Bonner
Loan Review and
Quality Control

William J. Glinski
Treasurer

Jill Apito Hewitt
Marketing



Mary C. Huff
Commercial Lending

Percy Keynton
Internal Audit

Frank J. Recca
Loan Servicing

Kevin B. Runyon
Information Technology

John Van Eenennaam
Controller

Barbara Yack
Branch Administration

Ocean Federal Savings Bank
ASSISTANT VICE PRESIDENTS
Elizabeth M. Alexander
Douglas A. Blyth

Christine B. Boldt

Patricia A. Broadfoot
Lorraine L. Campanile
Sharon L. Danielson

Judith A. DiLauro

Edward R. Fryer

Michael L. Frankovich
Pauline A. Higgins

Sharon Labash

Jeanette M. Loftus

Lilia C. Madero

Karen A. Olsen

Marvin L. Penn

Lynn Rhoads

Catherine R. Rollo

Doreen L. Rowe

M. Jane Ruhnk



George E. Ryll
Adrienne L. Sanchez
Frank A. Scarpone
Matthew J. Schwing
Patricia M. Siciliano
Lorraine P. Smith
Peggy S. Staab
Michael T. Stocko
Nancy Uffer

Lois A. Velardo
ASSISTANT SECRETARY
Geraldine J. LaBrutto

38 . Ocean Financial Corp. . OCI



Banking Offices

BERKELEY
Holiday City Plaza
(732)341-4100
Lois A. Velardo
Manager

Holiday City Plaza llI
(732)914-0137
Lorraine P. Smith
Manager

BRICK

Main Office

321 Chambers Bridge Road
(732)477-5151

Douglas A. Blyth

Manager

70 Brick Boulevard
(732)477-3800
Patricia M. Siciliano
Manager

CONCORDIA

Concordia Shopping Mall
(609)395-7080

Lorraine L. Campanile
Manager

LACEY

900 Lacey Road
(609)242-1800
Jeanette M. Loftus
Manager

POINT PLEASANT BEACH
701 Arnold Avenue
(732)892-8500

Sharon Labash

Manager

POINT PLEASANT BORO
2400 Bridge Avenue
(732)899-2800

Frank A. Scarpone
Manager

TOMS RIVER

975 Hooper Avenue
(732)244-8989

Lilia C. Madero
Manager

The Shoppes at Lake Ridge
147 Route 70, Suite 1
(732)363-2727

Judith A. DiLauro

Manager

WHITING

Whiting Shopping Center
(732)849-0500
Catherine R. Roll¢



Manager

Shareholder Information

ADMINISTRATIVE OFFICES

975 Hooper Avenue
Toms River, NJ 08754-2009
(732)240-4500

ANNUAL MEETING OF SHAREHOLDERS

The Annual Meeting of Shareholders will be heldAgmil 22, 1999 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 e 10-K (without exhibits) filed with
the Securities and Exchange Commission are availaibhout charge by contacting:

Sally Dennis

Ocean Financial Corp.

975 Hooper Avenue

Toms River, New Jersey 08754-2009
(732)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 traragfent directly:

American Stock Transfer and Trust Co.
Shareholder Relations Department

40 Wall Street, 46th Floor

New York, NY 1000~

(800)937-5449

INDEPENDENT AUDITORS

KPMG LLP
150 John F. Kennedy Parkway
Short Hills, NJ 07078

SECURITIES COUNSEL

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

Market Information for Common Stock

Ocean Financial Corp.'s common stock is tradecherNiasdaq National Market under the symbol OCF@. stbck is customarily listed as
OCEANFIN in the Asbury Park Press and the Oceam@oDbserver. Shares of the common stock were raagidable to qualified
subscribers at $10.00 per share during the irgffaking. The table below shows the reported higt w sales prices of the common stock
during the periods indicated in 1998 and 1997. &paices for prior periods have been adjustedierivo-for-one stock split effected in the
form of a 100% stock dividend paid on May 15, 1998.

1998

First Second Thir d Fourth
Quarter Quarter Quar ter Quarter




High 19 20 199 /16 16 5/8

Low 16 5/8 18 1/4 137 /8 12
1997
First Second Thir d Fourth
Quarter Quarter Quar ter Quarter
High 16 1/4 17 13/16 181 14 19 3/8
Low 12 11/16 137/16 161 /8 17 1/16

As of December 31, 1998, the Company had approgim&t000 shareholders of record, including the bemnof persons or entities holding
stock in nominee or street name through varioukdysand banks.
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Ocean Financial Corp.

975 Hooper Avenue
Toms River, NJ 08754-2009
(732) 240-4500

NASDAQ . OCFC
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Exhibit 23

INDEPENDENT ACCOUNTANTS' CONSENT

The Board of Directors
Ocean Financial Corp.:

We consent to incorporation by reference in théstegfion statement (No. 33- 34143) on Form S-8@aiging to the Ocean Financial Corp.
1997 Incentive Plan, and to the registration stat@niNo. 33-34145), on Form S-8, pertaining toRletirement Plan for Ocean Federal
Savings Bank, of Ocean Financial Corp., of our redated January 21, 1999, relating to the conatgidl statements of financial condition of
Ocean Financial Corp. and subsidiary as of Dece®bget998 and 1997 and the related consolidatéeinséants of income and comprehen:
income, changes in stockholders' equity, and das¥sffor each of the years in the three-year pegioded December 31, 1998, which report
is incorporated by reference in the December 338 ¥nnual Report on Form 10-K of Ocean FinanciaigCo

KPMG LLP
Short Hills, New Jersey

March 26, 199¢



ARTICLE 9
MULTIPLIER: 1,00C

PERIOD TYPE YEAR
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END DEC 31 199
CASH 10,29¢
INT BEARING DEPOSITS 0
FED FUNDS SOLLC 0
TRADING ASSETS 0
INVESTMENTS HELD FOR SALE 519,24!
INVESTMENTS CARRYING 0
INVESTMENTS MARKET 0
LOANS 941,01:
ALLOWANCE 7,46(
TOTAL ASSETS 1,561,74.
DEPOSITS 1,035,25.
SHORT TERM 302,10t
LIABILITIES OTHER 16,64¢
LONG TERM 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 181
OTHER SE 197,55!¢
TOTAL LIABILITIES AND EQUITY 1,561,74
INTEREST LOAN 67,03¢
INTEREST INVEST 38,51¢
INTEREST OTHER 0
INTEREST TOTAL 105,55
INTEREST DEPOSIT 43,80
INTEREST EXPENSE 61,39¢
INTEREST INCOME NET 44,15¢
LOAN LOSSES 90C
SECURITIES GAINS (850;
EXPENSE OTHEF 25,457
INCOME PRETAX 20,21
INCOME PRE EXTRAORDINARY 20,21:
EXTRAORDINARY 0
CHANGES 0
NET INCOME 12,97
EPS PRIMARY .97
EPS DILUTED .95
YIELD ACTUAL 7.1%
LOANS NON 5,42¢
LOANS PAST 0
LOANS TROUBLED 0
LOANS PROBLEM 0
ALLOWANCE OPEN 6,612
CHARGE OFF< 65
RECOVERIES 13
ALLOWANCE CLOSE 7,46(
ALLOWANCE DOMESTIC 4,57:
ALLOWANCE FOREIGN 0
ALLOWANCE UNALLOCATED 2,88
End of Filing
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